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CHAPTER ONE
INTRODUCTION
1.1 	BACKGROUND OF THE STUDY 
The roles of performance evaluation have been realized by all the parties interested in the financial statement. It shows the performance of an organization during a particular period. The data to be employed for this will be calculated from the financial statements. 
These statements are the trading, profit and loss and the balance sheet. The final accounts of an organization which are trading, profit and loss accounts reveal the trading position of a company at a particular time. 
It shows the profit made after all the expenses would have been deducted from the profit, the financial position of an organization as at the end of a particular year of period. 
To appraise the performance of company comparism can be made by examining the financial statement of a period with another organization in the same industry. But before meaningful comparism can be made need to express sonic figure and terms of another in the same financial ratio analysis in performance evaluation. 
The financial information to be used to put together in a clear way and they must have definite form of relationship from this evaluation of the weakness strengths and opportunities can decide. 
Various parties are interested in the financial statement and the appraisal must be made to meet the need of these parties, these can be separated into internal and external parties. 
The internal parties are management and employee, the management as the overseer and the steward of the organization are concerned in every aspects of the financial statement. In order word, they are interested about the profitability efficiency, short term liquidity arid saving, long term liquidity and survival actual and potential growth of the company. The employees are interested in the profitability of organization and any other information that affect the salaries, wages and remuneration policy of the company. 
The external parties comprises of actual and potential share holder government, desk holder, trade creditors and competitors.  The actual and potential share holders are concerned in the profitability of the capital structure and as it affect the return to share holders, the utilization of assets and market price of share which reflect the organization performance. 
The government are also interested in het profitability of the company and its ability to pay tax, the re-installment and divided policy and the growth are concerned in the long-term existence and solvency of the company, the ability to pay interest on amount advanced and principal when it fall due. They are also liquidity of the company. 
Finally, competitors are interested in the firms of financial and market standing and ability o meet its claim as they fall due. 
1.2 	STATEMENT OF THE PROBLEM 
The study examines critically what exactly is meant by ratio analysis and how it can be used by Berger paint Plc (Nigeria) in investment decision.
1.3 	RESEARCH QUESTIONS
The research of the study is to appraise the performance of the industry by calculating necessary ratio and see how the resources are used over the period of time. 
Comparative analysis will be made among each company and the industry average are must be taken in making comparism, recommendation judgment for this reason, an increase one ratio over the period must take as a better performance without looking at other related ratios also care should be taken before conclusion can be made about the performance of common in comparison with other companies. 
The study, could also serves as a source of information to potential investors in their Berger Paint Nigeria Plc, industry. It will be use to the companies in their financial planning and control, bankers in their financial planning and control, bank loans evaluation policy and individuals carrying out. 
1.4 	OBJECTIVES OF THE STUDY
The general objective of this study is to examine and analysis the impact of financial ratio analysis on investment decision in an organization. 
There are: 
a.	To examine investing one’s resources with the expectation of realizing future benefit over a reasonable long period time. 
b.	To determine how matter relating to dividend policy affect the organization stability.
c. 	To be able to recommend to the management shareholder and investors on how to executive their investment plans.
1.5 	RESEARCH HYPOTHESIS
The method adopted in this research study will be based on the analyzing the annual financial reports of the company in the Berger Paint Nigeria Plc, and compare difference ratio of the companies.
This study will be sued on the following hypothesis using chi-square method.
NULL HYPOTHESIS 
Ho: That efficient liquidity management does not increase the profitability position of the manufacturing companies and that investment of excess cash into marketable securities will not increase profitability position of manufacturing companies. The ration will be computed to reflect the financial performance, activity, leverage position, profitability efficiency and liquidity position of the company.
ALTERNATIVE HYPOTHESIS 
H1: That efficient liquidity management increases the profitability position of the manufacturing companies and that investment of excess cash into marketable securities will not increase profitability position of manufacturing companies. 
Therefore, if the calculated is lower than the table a value accepts the Ho otherwise reject and accept Hi, which is the alternative. The level of significance is to be used in the study is 0.01 or 0.05.
1.6 	SIGNIFICANCE OF THE STUDY
1.	This research study was being conducted with the sole aim of providing useful information to Berger Paint Plc, under study in particular and to other organization on issue relation for investment.
2.	This study also attempted to supply good information to creditors on the ability of a firm to pay interest and repay the principal sum on a greed due date. 
3.	The study also endeavors to provide valuable information to management concerning their internal control, profitability and efficiency of management of asset. It also aims of providing sufficient information to shareholder on a company profitability, stability and growth potential. 
4.	It will also benefit the government by supplying them information on profit made by a company for tax purpose other regulatory arrangements concerning a business organization.
1.7 	SCOPE OF THE STUDY
The research work is designed to computerized and analyze the financial report and financial statement of the Berger Paint Nigeria Plc for the period of 200 1-2005 financial year. These periods is selected simply because the researcher feels that evaluating the company in the recent years will be worthwhile coupled with the fact that ratio analysis has been employed to evaluate the performance of the company in the year prior to the sample selected for the purpose of the research work. These Berger Paint Plc is the sample size in the manufacturing industry in Nigeria. 
1.8	LIMITATIONS TO THE STUDY 
The use of ratios in measuring performance is limited to sonic inherent weakness in the final statement used in the analysis and these are; 
-	 Techniques of recording items affecting the comparison made in the sense that many method of treating the same item and this will result to different figures. The final figures will differ from company to company and this make comparison to be unrealistic. Inflationary trends and charge in price the effect will be on the ratio performance evaluation.
Furthermore, there is also a problem of size; this makes the comparison of small companies and by companies to be unrealistic. Some companies only prepares are group’s financial statement and to companies are this with the other companies in the same industry without a subsidiary will bring about its own assets. 
1.9	DEFINITION OF TERMS
•	Analysis: Separation into parts and the interpretation of figures 
•	Assets: Economic resources owned by a group concern business entity.
•	Balance sheet: A statement of firm assets liabilities and capital at a specification usually at the end of accounting period.
•	Budget: A comprehensive and co-ordinate plan expressed in financial terms of a firm to accomplish certain specific goals in a given period of time.
•	Capital structure: The inter-relationship between long-term resources of financing the represented by the term debt, preference share capital and network.
•	Current assets: Those assets that can be converted into cash within an accounting period or within the operating cycle.
•	Current liability: Liability that are payable within the current accounting year or operating cycle.
•	Debenture: A long term investment is not usually secured on a mortgage or a specific property. 
•	Fixed assets: These assets whose useful life extends beyond an account period.
•	Liquidity: Ability of company to meet is long-term obligators.
•	Shareholders: The owner of the company.
•	Solvency: Ability of the company to meet its long term obligations. 
•	Ratio analysis: Analytical tool designed to identify significant relationship, it measure proportion relationship between two financial statements.


CHAPTER TWO
LITERATURE REVIEW
2.1 	INTRODUCTION 
This chapter deals with literature review where the various book of author will be reviewed. The chapter contains literature review, conceptual framework, theoretical framework and empirical review.
Furthermore, financial ratio is one of the most important tools for evaluating company performance and its various purposes which include the assessment. The ability of a firm to pay its debt and managerial success and evaluate the statutory regulation of the firm’s performance.
Like many field human endeavor field of financial and always been dynamic studies in different aspect continue to exist in financial discovered many of its uses. Financial ratio is the application of special knowledge and still in carry out computation and test of financial ratio analysis dated books to lost decades of the nineteenth century. At that time the accounting profession itself was just growing and gaining recognition during this period. Ratio analysis are very important as a tools for measuring managerial performance this is because they are not providing means of tested efficiency of the various features of the business but also make possible comprises with the other firm in same industries. 
The term financial ratio “is used to denote significant relationship which exists between figure shown in a balance sheet in the profit and loss account, in a budgetary control system or in any other part of the accounting organization.
These ratios may serve many purposes: they can help the management in its basic function such as planning controlling forecasting and co-ordination. These ratios if properly adopted and used can lead to improvement in efficiency and profitability of the organization as it can be observed, mainly writer over the year have recognized the essence of financial ratio on investment decisions. This fact is noticeable in many theoretical work and academic exercise that have been carried out by different scholars, author, writer, and researcher in this respect in areas like financial accounting financial management and auditing and so on. 
Infact financial ratio analysis, bother on all aspect of economic life which investment decision have to taken either on long term or short basis. The view of some writers shall be viewed and how their work have impacted on or contributed to this course of study.
2.2 	CONCEPTUAL ISSUE/FRAMEWORK 
Financial analysis is the process of identifying the financial strengths and weaknesses of the firm by properly establishing relationships between the items of the balance sheet and the profit and loss account. Financial analysis can be undertaken by management of a firm, or by parties outside the firm, viz, owners, creditors, investors and others (Foster, G., 1986: 2-7). The nature of the analysis will differ depending on the purpose of the analyst. Financial analysis is normally done through the use of mechanics of ration analysis. 
Olowe (1997) describe financial ratio as the relationship between two pieces of financial data, he went further by saying that the financial ratio achieved at are the product derive from the financial data in the balance sheet and profit and loss account in order that uses of financial statement might gain better insight in understanding the financial statement. According to Bakare (1999) financial ratio is a mean of presenting information in form of a ratio or percentage in order to measure the strength and weakness of a company financial position. He further state that ratio is of uses to both trained and untrained mind since they access in a simplified forth the trading result and financial condition of the organization as shown by the financial statement. He also elucidate that financial ratio are only of value if they are used as basis of comparison either internally with company result of previous of period or externally with the result of the companies in the same or similar industry. 
Ifarajimi (1998) wrote that ratio can be defined as a relationship existing between figures. He further explained that their figure appealing in set of account convey a lot of information in terms of their absolute amount. Therefore, the relationship between on figure and another can be a great deal more useful. Batty (1974) opined that financial ratio are used to describe significant relationship which exist between figure show on a company financial record. He continue that is a doubt that ratio can be an invaluable aid to management and other who are interested in analyzing the operations 
2.2.2 	STANDARD OF COMPARISON
It should be noted that there is no such a ratio that can be called an ideal ratio. Therefore, ratio analysis involves comparison for a useful interpretation of the financial statements. A single ratio in itself does not indicate favourable or unfavorable condition. It should be compared with some standard. Standards of comparison may consist of.
a. Past ratios, i.e., ratios calculated from the past financial statements of the same firm; 
b. Competitors’ ratios, i.e. ratios of some selected firms, especially the most progressive and successful competitor, at the same point in time; 
c. Industry ratios, i.e. ratios of the industry to which the firm belongs; and 
d. Projected ratios, i.e. ratios developed using the projected, or pro forma, financial statements of the same firm. 
The easiest way to evaluate the performance of a firm is to compare its present ratios with the past ratios. When financial ratios over a period of time are compared, it is known as the time series (or tend) analysis. This gives an indication of the direction of change and reflects whether the firm’s financial performance has improved, deteriorated or remained constant over time (Pandey, 2000: 110). 
2.2.3 	LEVERAGES RATIOS 
1. Debt to equity ratios: it is ratio of debt to shareholders equity. It shows the relative uses of debt and equity as sources of capital to finance the firm’s assets. 
2. Total debt/assets ratio: this is the ratio of total debt to total assets. It shows the proportion of assets that is financed with debt (both short and long-term) 
3. Interest coverage ratios: it is the ratio of earnings before interest and taxes divided by interest expenses. This ratio shows the firm’s ability to satisfy obligation on its debt. 
4. Fixed-charge coverage ratio: it is the ratio of earnings before interest and taxes (EBIT) plus fixed charges (before tax) divided by the fixed charges. This ratio indicates a firm’s ability to satisfy fixed financial expenses such as interest on leases. 
5. Cash flow interest coverage ratio: it is the ratio of cash flow operations before, interest and taxes to interest. The ability of a firm to satisfy its fixed financial obligations using the cash flow that it generates is shows here. 
2.2.4 	ANALYSIS OF THE VARIOUS TYPES OF RATIO 
A more comprehensive analysis of each of these ratios will now be done examining how each is calculated and function of each 
A. Current Ratio: this ratio shows the extents to which claims of short term creditors are covered by assets that will be converted into cash within year. The higher the ratio, the greater the margin of safety for short term creditors this ratio is computed as; 
Current ratio= Currents assets 
    Currents liabilities 
The current ratio is essentially useful particularly as an indicated of the ability of a firm to meet its current obligations. 
B. Quick Ratio / Acid test: it shows the level at which cash and those assets most of readily convertible to cash can meet the demand of short term creditors. The ratio is a more accurate guide to liquidity. A ratio of a least 1.1 is normally considered appropriate in much organization to meet current obligations. This is computed as follows; 
Acid test ratio: Current assets — stock 
        Current liabilities 
C. Debtors Turnover: this shows the showiness of debtors to pay back debtors are liquid only if they can be made to pay with a reasonable short time. It is denoted by.
Debtors turnover = Annual credit — sales 
 Debtors 
Stock turnover: Cost of goods sold 
	       Average inventory 
Or Average inventory = Opening stock + closing stock 
				      2 
D. Return on shareholders equity (RSE): this ratio is defined as net income after interest’s taxes and preference dividend by average common shareholders equity.
RSE = net income after preference divided 
Average common shareholders equity
E. Return on Assets (ROA): financial management relates to how funds are obtained to finance the acquisition of assets while operational management is concerned with how the assets in acquired are put to use to yield the optimum goal of the organization the proper discharges of both financing and operating responsibilities is expected of a well run organization income is earned by using the less risk is assumed by creditor liabilities expressed as a percentage of owners equity indicates how much capital is provided by creditor relative to that provided by owned. If the ratio is 1 each group provides equal amount of capital. As the ratio increases above the amount of risk assumed by creditor increase since the ratio indicates decreasing solvency. The ratio is denoted as:
Debt equity ratio = Total liabilities 
 		     Shareholders equity 
The lower the ratio, the higher the amount of assets being provided by residual owners and the greater the cushion of protection afforded to the creditors 
F. Gearing Ratio: this is the relationship between fixed interest capital (i.e. interest bearing long term loans plus fixed divided bearing share) and ordinary share holders funds; it is calculated as: 
Gearing ratio = Fixed interest loan + Preference shared capital 
Ordinary share funds 
The ratio indicates the degree of vulnerability of earning available nor ordinary shareholders the objectives of companies is to obtain favourable gearing the implies that the business raises funds at a relatively low fixed servicing cost and uses these funds to earns a much higher return than their servicing cost. Gearing ratio also show the degree of financial risk by company is exposed to it is thus, used by loan creditors in deciding whether or not to extend further loans to a company. A high gearing shows high financial risk. A gearing greater 0:6:1 is said to be relatively high and below 0:6:1 to be relatively low.
2.3 	THEORETICAL FRAMEWORK
According to Olowe (1997) the ratio financial statement of a firni should consist of three main ace ounts which are
1.	The balance sheet
2.	The profit and loss account
3.	The cash flow statement 
The balance sheet shows the financial position of a firm at a particular date.
The profit and loss accounts show the result of operation over a particular accounting period.
The cash flow statements provide information about cash inflow and outflow during an accounting period and segregate cash flows by: 
a.	Operating activities 
b. Investing activities 
c. Financial activities 
2.3.1	PROPRIETARY AND RESIDUAL EQUITY THEORY BY WILL KENTON (2005)
Proprietary equity theorists such as Husband (1938), insisted that the accounting process of companies must be conducted from the shareholders’ perspective. Staubus (1952, 1959), developed the residual equity theory which considered that the accounting must be done from the perspective of the residual equity holders, which for a going concern coincides with that of the common shareholders. Residual equity theory is often regarded as a more restrictive form of proprietary theory. 
Under the proprietary view, transactions and events are analyzed, recorded and accounted for as to their immediate effect on the proprietors. Financial statements are prepared from the viewpoint of the proprietors and are meant to measure and analyses their net worth expressed by the accounting equation.
In the proprietary view, the assets are considered the proprietors’ assets, and the liabilities are the proprietors’ liabilities. According to Newlove and Garner (1951) under proprietary theory “liabilities are negative assets –negative properties, which must be sharply defined and separated in the accounting process.” Revenues are increases in proprietorship and expenses are decreases. Net profits, “the excess of revenues over expenses, accrues directly to the owners; it represents an increase in the wealth of the proprietors.” (Hendriksen and Van Breda, 1992) Staubus (1959) narrowed the concept of owners to common stockholders and considered preference shareholders as liability holders and stressed the importance to investors of the estimation of future cash receipts. The accounting equation becomes: 
(2)Assets – Specific Equities (=Liabilities + Preferred Stock) = Residual Equity
The proprietary approach represents an agency view of the company where the main responsibility of management is to manage the firm in the best interests of the owners. As the assets and liabilities are considered the owners’ assets and liabilities, the maximization of profits equals maximization of the increase in the shareholders’ net assets. For this reason, the asset/liability approach to income determination, where income is the by-product of the valuation of assets and liabilities, is the most direct way of quantifying the increase in net assets. Under both the proprietary theory and the asset/liability approach to income determination, it is imperative that shareholders’ interests are sharply distinguished from the interests of the providers of debt capital in order to be able to measure the increase in net assets. 
2.3.2	ENTITY THEORY AND ENTERPRISE OR SOCIAL THEORY BY AT ROBERTS - ‎1955
Under the entity view, transactions are analyzed as to their effect on the accounting entity.  Financial statements are prepared from the viewpoint of the entity. The income statement is meant to calculate income for distribution and analyze the company’s performance over a period, whereas the balance sheet serves to indicate the security or riskiness of the company’s financial position. Under the different varieties of entity theory the accounting equation may take the following forms. 
(1) ∑assets = ∑ liabilities (Paton, 1922)Or
(2)∑assets = ∑equities (Paton, 1922) Or
∑assets = ∑equities + ∑liabilities (Hendriksen and Van Breda, 1992)
In the entity view as expressed in equation 3, the assets are considered the company’s assets, and the liabilities are the company’s liabilities. Alternatively, as expressed in equation 4, the assets are considered the company’s assets and the equities are all the financial stakeholders’ equities. Entity theory views the entity as “having a separate existence – an arm’s length relationship with its owners. The relation to the owners is regarded as not particularly different from that to the long-term creditors.” (Lorig, 1964). Suojanen (1954)’s enterprise or social theory sees the large listed corporation as an institution with social responsibilities. 
Companies’ actions affect many different stakeholders such as stockholders, creditors, customers, employees, the government as a taxing and regulatory authority and the public at large. (Hendriksen and Van Breda, 1992; Kam, 1990; Suojanen, 1954) Suojanen traces this institutionalization of the large enterprise to the separation of management and ownership leading to increasingly large proportions of income being retained within the company to reduce the corporation’s dependence on external financing. Large corporations may decide to pay only ‘conventionally adequate dividends’ because this ties in with their survival and growth objectives. (Suojanen, 1958). 
Financial reports according to the enterprise theory are to be prepared from the perspective of the enterprise as a social institution. Income generated by the enterprise is analyzed to measure the contribution of the enterprise to society using the concepts developed in national income analysis. Therefore, ultimately, the balance sheet is secondary to output, income and value added considerations. The balance sheet equation expressing the enterprise theory according to Meyer (1973) is: (4) Assets = Investors’ input contributions Suojanen proposes that large companies prepare a value added statement in addition to the balance sheet and income statement. “If the enterprise is considered to be an institution, its operations should be assessed in terms of its contribution to the flow of output of the community.” (Suojanen, 1954) “Although stockholders have legal rights as owners, from the point of view of the enterprise their rights are subsidiary to the organization and its survival.” (Kam, 1990). 
2.3.4	THE MODERN PORTFOLIO THEORY (MPT) BY HARRY MARKOWITZ (1991)
Harry Markowitz (1991), an American economist in the 1950s developed a theory of "portfolio choice," which allows investors to analyze risk relative to their expected profit. For this work Markowitz, a professor at Baruch College at the City University of New York, shared the 1990 Nobel Memorial Prize in Economic Sciences with William Sharpe and Merton Miller. 
Markowitz’s theory is today known as the Modern Portfolio Theory, (MPT). The MPT is a theory of investment which attempts to maximize portfolio expected profit for a given amount of portfolio risk, or equivalently minimize risk for a given level of expected profit, by carefully choosing the proportions of various assets. Although the MPT is widely used in practice in the financial industry, in recent years, the basic assumptions of the MPT have been widely challenged. 
The Modern Portfolio Theory, an improvement upon traditional investment models, is an important advance in the mathematical modeling of finance. The theory encourages asset diversification to hedge against market risk as well as risk that is unique to a specific company. The theory (MPT) is a sophisticated investment decision approach that aids an investor to classify, estimate, and control both the kind and the amount of expected risk and profit; also called Portfolio Management Theory. Essential to the portfolio theory are its quantification of the relationship between risk and profit and the assumption that investors must be compensated for assuming risk. Portfolio theory departs from traditional security analysis in shifting emphasis from analyzing the characteristics of individual investments to determining the statistical relationships among the individual securities that comprise the overall portfolio (Edwin and Martins 1997). 
2.4 	EMPIRICAL FRAMEWORK 
According to Olowe (1997) there are various interest group in and outside of a firm and each of them is interested in financial statement of the firm. He pointed out that the interest groups undertake financial ration analysis that varies according to their specific need he then gave a list of users of financial statement and their interest these users are as follows: 
A. MANAGEMENT: management is concerned with internal control, profitability of the company and efficient use of organization. There are interested in all aspect of financial ratio analysis that all external investors use in assessing the firm to bargain effectively for more funds.
B. SHAREHOLDERS: this group is interested in knowing the company profitability stability potential for growth and dividend policy. 
C. CREDITOR: (long & short term) creditors be they long term or short term, are interested in the ability of the business to pay interest and repay the principal sum as at when due. 
D. FINANCIAL ANALYST AND ADVISER: Member of this group are concerned with the type/nature of professional advice to give to the company and the investing public for instance, stock brokers are interested in the information on profitability and prospects of capital growth to advices investors and potential investors. 
E. THE GOVERNMENT: the government is interested in the business for purpose of taxation and other relevant data concerning statistic on employment and wage rate. 
F. LABOUR UNIONS/EMPLOYEE: they are interested in the stability of the company on which their living depends and also the ability of the company to meet their wage and welfare demand. 
G. CUSTOMER: this people are interested in the company financial statement to assess the ability of the company to meet suppliers.
2.4.1 COMPARISON OF RATIO
It has been observed that ratio are particular useful for the purpose of comparing performance from year to year, and the performance of different companies given the aggregate figure is always of different order or magnitude. A single ratio in itself does not indicate a favourable or unfavorable condition. To be able to evaluate a ratio, it must be compared with some standard that present an optimum or desired level. According to Olowe (1997) there are three type of comparison, namely;
1. Trend analysis: These types of comparison involve comparing the present ratio with the past and expected future ratio for the same company. This will enable an analyst to detect whether there has been an improvement of the business overtime. 
2. Cross sectional analysis: this involves comparing ratio with ratio similar firm. This comparison will give an insight into the relative financial condition and performance the firm.
3. Industrial average/external analysis: this involves comparing ratio with industry average at the same point in time. This comparison will also give an insight into the relative financial condition and performance of the firm. 
2.4.2 	TYPE OF RATIO
According to Olowe (1997) financial ratio can be grouped into four types. These are as follows. 
1.	 Liquidity ratio: These ratios measure the short term ability of the firm to meet or pay its short term obligation as they fall due. 
2.	Activity ratio: They measure how effectively the companies utilize the asset employed in running it day-to-day activities. 
3.	Profitability ratios: This set of ratio measure degree of success or failure of a given firm for a given period of term. The profitability ratio compare component of income with sales. They give an idea of what make up a firms income and are usually expressed in a portion of each naira of sales. This ratio is designed to evaluate the firm’s operational performance.
4.	Leverage ratios: These ratio measure the degree of protection for long — term creditors and investor that is, the firm ability to meet both the principal and interest payment of long-term obligation for purpose of clarity, the above four major type of ratio can further be broken into sub-division. 
2.4.3 	LIQUIDITY RATIOS 
1. Current ratio: it shows the extent to which claims of short term creditors are covered by assets that will be converted into cash within a year. It is calculated 
Current ratio = Current assets 
     Current liability 
2. Acid-test / quick ratio: it indicates the extent to which cash and those assess most readily convertible to cash can meet the demands of short term creditors. It is denoted as:
Quick ratio = Current asset-stock 
Current liability 
3. Net working capital to sales ratio: it is the ratio of net-working capital to current assets minus current liabilities to sales. It indicates a firm’s liquid assets by sales. 
2.4.4 ACTIVITY RATIO 
1. Accounts receivable turnover: it is the ratio of net credit sales to accounts receivable. This ratio show how many time in the period credit sales have been created and collected. 
2. Inventory turnover: it is the ratio of cost of goods sold to inventory as created and sold during the period 
3. Total assets turnover: this ratio is the ratio or sales to fixed assets. It shows the ability of the firm’s management to put the fixed assets to work to general sales. 
2.3.5 	PROFITABILITY RATIOS 
1. Gross profit margin: it is the ratio of grass profit it depicts how much of every naira of sales is left after costs of goods sold 
2. Operating profit margin: it is the ratio of operating profit to sales. It shows how much of each naira of sales is left after operating expenses. 
3. Net profit margin: it is the ratio of net income to sales. It indicates how much of each naira of sales is left after all expenses. 
4. Return on assets: it is the ratio of net income to total assets. 
5. Return on equity: it is the ratio of net income to shareholder equity. 
SIGNIFICANCE OF RATIO 
According to Akeju (1999), ratio analysis is the most powerful tools of the financial analyst. Many diverse groups of people are interested in analyzing the financial information to indicate the efficiency and various aspects of the firm’s financial position. 
These people use ratios to determine a particular financial characteristics of the firm in which they are interested with the help of ratio one can determine 
i.	the ability of the firm to meet it’s current obligation 
ii.	the extent to which the firm has used it’s long term solvency by borrowing funds
iii.	The overall operating efficiency and performance of the firm 
Because a ratio expressed a relationship it can be used for purpose of comparison between different firms and between different times period for the firm ratios are used to check that an expected relationship between two figures exists. Once a pattern has been established for a company as to the different ratio which occurs changes to the pattern will be revealed and can be linked to changes in the profitability of the business. 
Ratios reduce the area over which subjective judgement will be exercised and thus -and financial analyst and investment decision makes in making a wise and sound decision. 
OBJECTIVES OF FINANCIAL RATIOS 
Financial ratios are completed the sole aim to assist in providing useful information that will help and guide the different group users of financial statement in their decision making process. Financial ratios serve as indicators of a company’s past performance and near present financial conduct. 
Provision behavior and conditions, which will incorporated into his decision model by formulating predictions of future dividends. 
The aim of this research is concerned with investment decision making of BERGER PAINT. The main financial ratio users of this company appear to be the existing and potentials shareholders, lenders and creditors. The information needed of each of these groups have been considered earlier in this chapter. 
LIMITATIONS OF RATIO ANALYSIS 
According to Olowe (1997) the following are the limitation of ratio analysis. 
A. It may be difficult for an outsider to carry out detailed analyses of financial ratio. This is due to the fact that the following information available to the outsider is limited to those in the annual report and statement of account. 
B. The difficult is obtaining a suitable yard stick for comparison due to the following reason. 
i. Many large companies operate a number of different divisions in different industries. This makes it difficult to develop meaningful set of industry average for comparison purpose. 
ii. It may also be difficult to decide the proper basic of comparison for those comparisons operating in one industry. It is usually recommended that ratio should be compared with the industry average however the industry averages are not easily available. 
i. In carrying out trend analysis that is comparison for the same business over time problem that could be encounter include. 
1. Account prepared that could under the historical cost convention has ignored the rates of inflation making unrealistic depreciation rate and thus asset figures.
The resulting ratio will be of limited value. 
2. Change in the nature of the business from one accounting period to the other 
3. Change in the accounting policies from one period to the other 
4. Change from purchasing a leasing equipment 
5. Change in government incentive package. 
When undertaking cross sectional analysis (i.e. comparison with other companies) identifying companies that are compared for the following reasons may be difficult. 
1. The companies may have different degree of diversification 
2. The companies may have different production and purchasing policies. 
3. The companies may have different financial policies 
4. The companies may have different accounting policies. 
c. The ratios calculated at a point in time are less information and defective and they suffer short term change. Thus are of little value in predicting future result and by the time they have been calculated, it is too late for any action to be taken. In spite the limitation, discussed so far, ratio allow for a mean of comparing incomparable absolute figures. 
SUMMARY OF LITERATURE REVIEW 
This chapter has shown beyond reasonable doubt that ratio can be an invaluable tool for management and other who are interested in analysis the operation and the state of affair or business organization absolute figures may be misleading unless compared with another ratio provide the mean of showing the interrelationship which exist. In addition ratio enable mass data to be summarize and simplified perhaps one the most important by product is the systematic analysis which comes through developing a system of ratios. 
All the literature review share similar view on classification of financial ratio and their uses the review has been limited to certain area within the scope of this study. 
Finally, the chapter shows the different kind of limitation of the ratio and what effect inflation could have them.
















CHAPTER THREE
RESEARCH METHODOLOGY
3.1 	INTRODUCTION 
This chapter discusses extensively all issues relating to research methodology which data used in the research were gathered. These include research design and sampling procedure, instrument for data collection method of data collection, method of data analysis and constraint of data collection. 
3.2 	RESEARCH DESIGN 
This deals with the arrangement of the study or project work in such a way that readers could comprehend it is the orderly or sequential arrangement of the research work and a study. 
3.3 	SOURCE OF DATA 
The study deals mainly with the application of accounting ratios as a tool for measuring corporate performance. Therefore the study is limited in scope to the account of Berger paints Nigeria plc. Over the period of the year (2011-2015).
3.4 	POPULATION OF THE STUDY
The population of the study is made up to the member of staff Berger paints Nigeria plc, head office & MC Carthy Street, Lagos state. 
3.5 	SAMPLE AND SAMPLING PROCEDURE 
Sample in s statistical procedure is subset of defined population, selected by certain procedure for a particular research purpose it involves the study of considerable detail of relatively small number of respondents taken from a large group. Also referee to the financial part of the population selected for the purpose of administration. 
We could have achieved the best result if it possible to taken into cognizance the whole population and study their characteristics. 
However, the entire population Is the large and when it cost in both time and money too high to justify a complete census. The researcher used sample random sampling in determining the number of respondents for the senior staff of finance division, auditing section, budget and planning division. 
3.6 	INSTRUMENT FOR DATA COLLECTION 
This deals or talk about the various question asked by the investigator during the course of carrying out this research work. The instrument also denotes various mean or channel though which information relating to the project work and had been gathered. These include questionnaire, interview. Library, observation and records.
Observation: This is the process used by researcher whereby going in the organization in order to confirm where by going in the organization in order to confirm whether assumption is true or not. During the observation process, the organization and not especially the sector of the department in which he went to form opinion upon.

3.7 	METHOD OF DATA COLLECTION 
This talks about the method through which data gather in this research work had been obtained. Since all the respondents cannot be researched for individual interview, the researcher had made used of questionnaires and sampling method data collection. Through the contribution of these methods, detailed information was obtained about the company and the entire human resources in the industry. 
This is very paramount to stress that observation method was also employed. This is to give the creditability it’s deserves. 
3.8 	METHOD OF DATA ANALYSIS 
Specially, tabular data in this research employed to analyzed data in this research work. All the data had been tabular represent and analyzed. Again percentage method had also been employed order to ensure that the reader or interested researcher can react to them.
3.9 	MODEL OF SPECIFICATION
In the light of the above methodology and theoretical framework employed to capture corporate performance through financial ratio analysis of manufacturing industry, a simple linear regression model using a set of cross-sectional data was developed for the study.
The study model is in the following form:
Y = βo + β1X1 + β2X2+ µ
Where: Y	=	Corporate Performance (dependent variable)
	X	=	Financial Ratio (independent Variable)
	β0	=	constant term (intercept)
	β1- β2	=	Coefficients of performance
	µ	=	Error term (stochastic term)
Explicitly, the equation can be defined as:
Return on assets	=	ƒ (Financial Ration analysis) + µ Representing the equations with the variables of the construct,
hence the equations below areformulated: Specifically:
ROA = α+ β1MKR	+ μ	-	-	-	-	-	i ROA = α+ β1PFR	+ μ	-	-	-	-	-		ii
Where; α	= Constant
	β1	= Coefficients of explanatory variables
	μ	= Error term over cross-section and time 
	ROA = Return on Assets (dependentvariable)
	MTR  = Market ratio (independent variable) PFR	= Profitability ratio	(independent variable)



CHAPTER FOUR
DATA PRESENTATION AND ANALYSIS
4.1 	INTRODUCTION
In this chapter, it is designed and aimed at analyzing and interpreting all the response obtain from the administered data gathered and testing of the hypothesis used.
4.2 	DEMOGRAPHIC CHARACTERISTICS OF RESPONDENTS
This involves the analysis of personal data of respondents. The analysis is based on percentage as in following:
Table 4.2.1: Analysis of respondents according to Sex
	Sex
	No of Respondents
	Percentages (%)

	Male
	20
	36.3%

	Female
	35
	63.7%

	Total
	55
	100%


Sources: Researcher’s Survey, 2023
From the table above, shows that 35 respondents which represent 63.7% were female, while 20 respondents representing 36.3% were male.
Table 4.2.2: Analysis of respondents according to Marital Status
	Marital
	No of Respondents
	Percentages (%)

	Single 
	13
	23.6%

	Married 
	34
	61.8%

	Divorced 
	5
	9.1%

	Widow
	3
	5.5%

	Total
	55
	100%


Sources: Researcher’s Survey, 2023
The above table two shows that 13 employee representing 23.6% were single and thirty-four (34) were married representing 61.8% while five (5) employees represent 9.1% were divorced and three (3) employee representing 5.5% were widow.
Table 4.2.3: Analysis of respondents according to Age
	Age
	No of Respondents
	Percentages (%)

	Below 20
	10
	18.1%

	21-30years
	25
	45.5%

	31-40years
	9
	16.4%

	41-50years
	8
	14.5%

	Above 50years
	3
	5.5%

	Total
	55
	100%


Sources: Researcher’s Survey, 2023
The above table 4.2.3, shows that ten (10) respondent which represent 18.1% were below 20years, 25 respondents which represent 45.5% were between 21-30years, nine (9) respondents which represent 16.4% were between 31-40years, 8 respondents represent 14.5% were between 41-50years, 3 respondents which represent 5.5% were above 50years in the sample population. 
Table 4.2.4: Analysis of respondents according to Academic Qualification 
	Qualification
	No of Respondents
	Percentages (%)

	O’Level
	14
	25.5%

	NCE/OND
	19
	34.5%

	B.Sc
	16
	29.1%

	M.Sc
	6
	10.9%

	Total
	55
	100%


Sources: Researcher’s Survey, 2023
The above table 4.2.4.shows that fourteen (14) respondents which represent 25.5% have O’ level certificates, Nineteen (19) respondents represent 34.5% have NCE/ND certificate, sixteen (16) respondents represent 29.1% have B.sc degree and six(6) respondents represent 10.9% have M.sc in the sample population.
Table 4.2.5: Analysis of respondents according to Working Experience 
	Working Experience
	No of Respondents
	Percentages (%)

	1-3 years
	37
	67.3%

	4-10 years 
	12
	21.8%

	10 years and above
	6
	10.9%

	Total
	55
	100%


Sources: Researcher’s Survey, 2023
The above table 4.2.5 shows that 37 respondents represent 67.3% have 1-3 years working experience with the board, 21.8% of respondents have been working with the organization within 4-10 years and 10.9% respondents have been working with the board for the past 10 years and above.
4.3 	Analysis and Interpretation of Responses
Out of 60 questionnaires distributed, only 55 were completed and returned. The data presentation and analysis consequently based on a sample size of 55 which is the data producing sample. The method of data analysis used is the simple random sampling which is easy to understand.
TABLE 4.0.QUESTIONNAIRE
	Questionnaire
	No of Respondents
	Percentages (%)

	Returned 
	55
	91.6%

	Not Returned
	5
	8.4%

	Total
	60
	100%


Sources: Researcher’s Survey, 2023 
The above table indicates that 100% representing only staff, only 92%representing 55 respondents were returned and 8% representing 5 respondents were not returned.
TABLE 4.3.1
Question One: Does the use of financial ratio analysis helps in evaluating corporate performance?
	Questionnaire
	No of Respondents
	Percentages (%)

	Yes
	50
	90.9%

	No
	5
	9.1%

	Total
	55
	100%


Sources: Researcher’s Survey, 2023
The above represent respondents in question 1, it shows that 90.9% representing 50 respondents support that financial ratio analysis helps in evaluating corporate performance 9.1% representing 5 respondents said no to the fact.
Table 4.3.2
Question Two:  Ratio Analysis are only good as the data upon which they are based or the information with which they are computed.
	Questionnaire
	No of Respondents
	Percentages (%)

	Yes
	50
	90.9%

	No
	5
	9.1%

	Total
	55
	100%


Sources: Researcher’s Survey, 2023
The above table represents respondents from the respondents in question 2 from this, it shows that 90.9% representing 50 respondent support that ratio analysis are only good as the data upon which they are based or the information which they are based while 9.1% representing 5 respondents said no to the fact.
Table 4.3.3
Question Three: Does obsolete use of data affect manufacturing industries?
	Questionnaire
	No of Respondents
	Percentages (%)

	Yes
	45
	81.8%

	No
	10
	18.2%

	Total
	55
	100%


Sources: Researcher’s Survey, 2023
The above table represents respondents from the respondents in question 3 from this, it shows that 81.8% representing 45 respondents support that obsolete use of data affect Manufacturing Industries 18.2% representing 10 respondents do not agree.



Table 4.3.4
Question Four: Ratio analysis can solve and be important tools for measuring profitability and efficiency?
	Questionnaire
	No of Respondents
	Percentages (%)

	Yes 
	40
	72.7%

	No
	15
	27.3%

	Total
	55
	100%


Sources: Researcher’s Survey, 2023
The above table represents responses from respondents in question 4 from this, it indicates that 72.7% representing 40 respondents support that ratio analysis can solve and be important tools for measuring profitability and efficiency while 27.3% representing 15 respondents disagree with the fact.
Table 4.3.5
Question Five: Was on whether ratio analysis is good techniques to aid decisions making by management.
	Questionnaire
	No of Respondents
	Percentages (%)

	Yes 
	41
	74.5%

	No
	14
	25.5%

	Total
	55
	100%


Sources: Researcher’s Survey, 2023
The above table represents the responses from the respondents in question 5. This indicates that 74.5% representing 41 respondents agreed that ratio analysis is a good techniques to aid decision making by management and the remaining 25.5% representing 14 respondents choose no.
4.4 	TEST OF HYPOTHESIS
The researcher has three hypothesis formulated for study. In trying to prove the hypothesis the researcher used „chi square‟ (x2) distribution. The researcher used the following chi square formula.

Oi	= observed frequency in the distribution 
Ei	= expected frequency in the distribution
The degree of freedom was got using the formula.
 DF= (C-1) (r-1)
	c	= number of column 
	r	= number of roll.
The level of significance was 5%.
Decision rule
The hypothesis will be accepted or rejected under the following conditions.
a) Accept Hi if the chi square (x2) result is greater than the level of significance and reject Ho.
b) Reject Hi the chi square (x2) result is less than the level of significance and accept Ho.
HYPOTHESES
Ho: There is no significant relationship between liquidity ratio and Corporate performance 
H1: There is significant relationship between liquidity ratio and corporate performance
The responses are given below
	Options 
	A
	B
	C
	Total

	Yes 
	15
	8
	20
	43

	No
	3
	5
	4
	12

	Total
	18
	13
	24
	55


Sources: Researcher’s Survey, 2023
Calculation of expected value: Using formula
E = 
Where; RM	= Roll Margin
CM	= Column Margin
N	= Number
	Options 
	Observation (O)
	Expected (E)
	O-E (Deviation)
	(O-E)2
	(O-E)2/E

	A
	15
	14.1 
	0.9
	0.81
	5.74

	B
	8
	10.16
	-2.16
	4.67
	4.59

	C
	20
	18.76
	1.24
	1.54
	2.37

	D
	3
	3.93
	-0.92
	0.84
	1.77

	E
	5
	2.84
	2.16
	4.67
	1.64

	F
	4
	5.24
	-1.25
	1.54
	2.94

	Total
	
	
	
	
	19.05


Sources: Researcher’s Survey, 2023
Calculation of Degree of Freedom (DF)
 DF =(r - 1) (c - 1)
Where; r is Roll
c is columns  
= 	(2- 1) (3 -1)
= 	(1) (2)
= 	2
Using 5% level of significance under DF (2) =5.991 (from the table of distribution x2)
Critical value =5.991 
Computed value = 19.05
Decision Rule: If x2 calculated is greater than critical value accept the alternative hypotheses. Otherwise reject the alternative hypotheses.
Decision: Since x2 calculated value is 19.05>x2 critical value (5.991), we reject the null hypotheses (H0), which states that “there is no significant relationship between the liquidity ration and corporate performance in the manufacturing industries” and accept the alternative hypotheses (H1).
4.5 	DISCUSSION OF FINDINGS
Financial ratio analysis is a widely used tool for evaluating a company's financial performance. In the manufacturing industry, financial ratios are used to analyze a company's profitability, liquidity, solvency, and efficiency. By using financial ratios, investors, analysts, and managers can gain insights into a company's financial health and make informed decisions about investing, lending, or managing the company.
Profitability ratios are a critical component of financial ratio analysis. These ratios provide insights into a company's ability to generate profits from its operations. Gross profit margin, operating profit margin, and net profit margin are the most common profitability ratios used in the manufacturing industry. Gross profit margin measures the percentage of sales revenue that is left after deducting the cost of goods sold. Operating profit margin measures the percentage of sales revenue that is left after deducting all operating expenses. Net profit margin measures the percentage of sales revenue that is left after deducting all expenses, including taxes and interest.
Liquidity ratios are another essential component of financial ratio analysis. These ratios measure a company's ability to meet its short-term obligations. Current ratio and quick ratio are the most commonly used liquidity ratios in the manufacturing industry. Current ratio measures a company's ability to pay its current liabilities with its current assets. Quick ratio measures a company's ability to pay its current liabilities with its most liquid assets, such as cash and marketable securities.
Solvency ratios are used to measure a company's ability to meet its long-term obligations. Debt-to-equity ratio and interest coverage ratio are the most commonly used solvency ratios in the manufacturing industry. Debt-to-equity ratio measures the amount of debt a company has relative to its equity. Interest coverage ratio measures a company's ability to pay its interest expenses from its earnings before interest and taxes (EBIT).







CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 	SUMMARY
The study is divided into five chapters. It started with the introduction of the subject matter of the project. 
The historical trend as ratio analysis was discussed and the different standards were discussed and the ratio’s needs various users also evaluated. 
The restrictions problem and reasonable solution to the use of ratio as a tool of financial analysis were equally discussed. 
The historical development of the Berger paint Nigeria plc industry were discussed in the current economic situation, political situation, the research and development, production strategy and product range and future prospect of the contrary in the industry were also discussed. They are concentrated on the non-financial performance of the company. 
In the study, I equally computed for the trend performance of each year (2011 — 2015). The industry average of the company in the industry. This is done because in adequate of information (i.e. the industry average is not available). 
The quick ratio of Berger paint Nigeria plc recorded poor quickly ratio through the period under to meet the standard ratio 1:1 in any of this period and this means that the company cannot pay its creditors out of quick assets. Berger paint Nigeria plc recorded very low ratios. The profitability and efficiency ratios show that the return on total asset of Berger paint plc was very poor especially in 2014 and 2015. 
Consequently, I advised the company to maintain lower inventories and increase all other items of current assets especially bank balance and short investment. Also company liability especially overdraft and accrued dividend. 
5.2 	CONCLUSION
The analysis was based on the measuring of liquidity profitability and efficiency, activity ratio and potential and actual growth of the firms. From the analysis of the computed figure the decision matter is that the company will be able to formulate necessary policies to increase the performance of their company with the competitive nature of the companies in this industry they must work hard to achieve performance that will complete healthy and favourable with other company in the industry. 
However, must be considered in such a way that the company will be enhance. Company with favorably performance should not recent and their effort to improve in their performance and adequate controls to be put in place and to guide the dividend performed. 
5.3 	RECOMMENDATIONS
 This research work would have been more comprehensive to them and the data used would have been more obtained from the annual published financial statements but most of the company visited during the time of research were not willing to disclose some necessary information. Those companies that provide information only provide some that are relevant. 
Most of them preferred to treat their figures and information as strictly personal to relevant divulge of relevant information to their competitors. 
The industry average was also computed as the average of the company (Berger paint Nigeria plc). I, therefore recommend that the company should cooperate in making necessary information available to the researchers and that should assume that information would confidentially. 
They should be convinced that the outcome of the researcher work will help their planning and redirection of organizational policy in such a way that will make goals to be achieved in an efficient day. 
Equally, government should create an enabling environment for companies in Berger paint Nigeria plc, industry so that it all helps to enhance their performance. This can be availability to reduce the cost of operation of the company. 
Finally if one is using ratio analysis as a basis of financial evaluation. I advise that two or more ratio should be considered in order to avoid erroneous conclusion.
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						Studies,
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The Branch Manager,
Berger Paint Plc,
Ilorin, Kwara State.
	Dear Sir/Madam,
LETTER OF INTRODUCTION
	I ______________________________________, I am a final year student of Department of Accountancy, Kwara State Polytechnic, Ilorin, Kwara state.
	I am conducting a research on the Financial Ratio Analysis as an Index for Evaluating Cooperate Performance in the Manufacturing Industries (case study of Berger Paint Plc, Ilorin). Please note that inlet – million supplied shall be treated with strict confidentiality as it is meant for part instrument with part one respondents; Bio – Data and Part Two the Research proper.
                                                               OLADOSU OLALEKAN MICHEAL
                                                                  HND/23/ACC/FT/610
















QUESTIONNAIRE
SECTION A 
Please thick (      ) the options as appropriate.

1. Age: 		23 – 30 (    ), 31 – 40 (    ), 41 – 60 (     ), above 60 (     )
2. Marital Status: 	Married (     ), Single (    ), Divorced (    )
3. Sex:			Male (     ), Female (     )
4. Qualification:	SSCE (    ), ND/NCE (    ), HND/BSC (    )
5. Experience at work: 2 – 4 years (     ), 5 – 7 (    ), 8 – 10 (    ), 11 and above (    )
SECTION B
SA - Strongly Agree, A – Agree, UN – Undecided, D – Disagree, SD - Strongly Disagree
	S/N
	STATEMENT
	SA
	A
	UN
	D
	SD

	1.
	Does the use of financial ratio analysis helps in evaluating corporate performance


	
	
	
	
	

	2.
	Ratio Analysis are only good as the data upon which they are based or the information with which they are computed
	
	
	
	
	

	3
	Does obsolete use of data affect manufacturing industries
	
	
	
	
	

	4
	Ratio analysis can solve and be important tools for measuring profitability and efficiency
	
	
	
	
	

	5
	Was on whether ratio analysis is good techniques to aid decisions making by management.
	
	
	
	
	

	6
	Does improvement in profitability ratio signify higher profit
	
	
	
	
	

	7
	Can ratio analysis be used to determine the strength, weakness, opportunities and threat facing a form financial performance
	
	
	
	
	





