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CHAPTER ONE
INTRODUCTION
1.1	BACKGROUND TO THE STUDY
It is quite obvious that small or large enterprises have to rely on their ability to attract equity and debt capital to meet their asset financing requirements and other ancillary services. The existing or potential investors, lenders and creditors of the firm face an identical task of assuring themselves that their decisions to deal with the firm is based on a calculated risk. Therefore creditors will be more interested in the firm's ability to honour its short term indebtedness when they become due whereas a shareholder will be more interested in the dividends and bonus issues. However, they are all interested in assessing the firm's strengths and weakness.
In the light of the foregoing, creditors, lenders and investors gauge the firm's ability to meet their objectives on the information disclosed in the financial statements. A financial analyst should be concerned with the identification of symptoms (significant trends) revealed by the financial statements to access the financial economic, and managerial condition of the firm. He must equally identify any major changes that have occurred or are likely to occur, which would invalidate predictions based on past trends. 
The purpose of preparing the financial statements of a company is to convey information on the overall performance and the state of affairs of such an organization to all interested parties. 
Besides, users of these financial statements in such a way as to reveal the financial strengths and weaknesses of such an organization in order to form an opinion as regard her going-concern. However, ratio analysis is one of the ways through which the financial statements could be interpreted. While ratio analysis is also a method used by financial managers and investors alike to compare a company’s financial structure, conditions and performances with standards prevailing in such industry for the purpose of high-lighting improvement or deterioration in the trend of the business performance. Lucey (1988) defined ratio analysis as the systematic products of ratios from both internal and external financial reports so as to summarize key relationships and results in order to appraise financial performance.
More so, ratio analysis could serve as a practical means of monitoring and improving performance and it could be enhanced when:
i.	Ratios are prepared regularly and on a consistent basis so that trends can be highlighted and changes investigated.
ii.	Ratios prepared for and individual firm can be compared with facilitated when the firm has ready access to comparative ratios prepared in a standard manner.
iii.	Ratios are prepared showing the inter-locking and inter-dependent nature of the factors which contribute to financial success.
Nevertheless, ratio analysis utilizes figures that routinely appear in the financial statements for a period of several consecutive years, (that is 5years to 10 years). One calculated, the ratio may be compare with external industry standards and with internal goals and budgets of the organization in order to detect trends and estimates, improvement and stability of the measure conditions. Finally, it must be emphasized that ratios must be compared with some prevailing standards, because it cannot in itself convey any useful information.
1.2	STATEMENT OF THE PROBLEM
	However, it must be noted that financial statements are means to an end in themselves. Thus the use of financial statements in decision-making is not always easy owing to the following problems:
i.	In view of the summarized nature of the information contained in financial statements, they need to be analyzed and interpreted by means of financial ratios to enable management and stakeholders understand them and make well-informed business decisions.
ii.	Many users of financial statements are not knowledgeable about accounting ratios and how the ratios can be applied to financial statements to aid decision-making.
iii.	Despite the immense benefits of ratio analysis, there are a lot of weaknesses or limitations associated with its use. In view of the above stated problems, this research is embarked upon to identify the proper use of financial ratios and how it helps in taking effective decisions.
1.3	RESEARCH QUESTIONS
	The following research questions were raised to guide the study.
i.	To what extent does accounting ratios enhance the liquidity position of an organization?
ii.	Does accounting ratio provide avenue for examining the operational efficiency of the management in an organization?
iii.	It ratio analysis useful to management investors shareholders and creditors in their investment.
1.4	OBJECTIVE OF THE STUDY
	The main objectives of the study are:
i.	To identify the extent to which accounting ratios enhance the liquidity position of an organization.
ii.	To find out whether accounting ratios provide avenue for examining the operational efficiency of management in an organization.
iii.	To show how ratio analysis aids management investors decision? 	        


1.5	RESEARCH HYPOTHESIS 
	For the purpose of the study the following hypothesis are considered relevant.
The following hypotheses shall be tested during this research work:
Ho1: 	Accounting ratios does not enhance liquidity position of an organization.
Ho2:  	Accounting ratios does not contribute to the operational efficiency of management in an organization.
Ho3:	Accounting ratio analysis does not investment decisions. 
1.6	SIGNIFICANCE OF THE STUDY
	Accounting Ratio has been what it is, as the production of relation for internal and external financial reports are important to summarize key relationship and result in order to appraise organizational performance.
In its assessment, this research will be of immense value in recent knowledge of enterprises and managerial achievement. This research is very useful to user to supplement the existing knowledge of the user of accounting ratio as guide towards the determining company’ achievement as well as show how accounting ratio analysis can identify the strength and weakness of a company.


1.7	SCOPE OF THE STUDY 		
The research work can also serve as material for student who are interested in the study of accounting ratio as a tool for organizational performance. 
This study has limited to five year financial summary of the unifoam Ltd, profit and loss account, the balance sheet, value added statement, using ratio and adequate interpretation.
	



CHAPTER TWO
LITERATURE REVIEW
2.1	CONCEPTUAL FRAMEWORK
A ratio is an expression of the relationship between two figures measurements, quantities, amounts or factors in the form of quotient, fraction or percentage. A ratio is simply one number expressed in terms of another number to show the relationship between the two numbers (Olaegbe, 2012).
It is the systematic calculations and evaluation of relationship between both internal and external financial reports in order to summarize key relationships and result towards the appraisal of financial performance.
2.3	THEORETICAL FRAMEWORK
2.3.1	Value Maximization Theory 
The value maximization theory holds that the single objective of a firm’s existence is to maximize profits in the short run and maximize shareholders wealth in the long run (Friedman, 2015; Jensen, 2017). The theory therefore explains that all the activities of organization, even when they seem eleemosynary, are profit-seeking. The theory explains further that the long run wealth maximization does not portend the maximization of shareholders’ wealth alone but also the maximization of other financial claimants like debt and warrant holders. Therefore, we argue that the essence of the case firm’s disclosure of IFRS compliant financial statements is to maximize firm’s value. This assertion is further explained by the theories we explain herein in the next paragraphs and equally provides an answer to our research question one.
2.4	EMPIRICAL REVIEW 
It is typical of accounting ratio that there are several distinct lines with research traditions of their own. In some cases there is little link to the other accounting ratio fields. The distributional characteristics of accounting ratios have induced a research line of their own, but part of this research is intertwined with the proportionality research discussed above. In fact some of the papers reviewed tackle both the areas either separately or within the same framework.
Mecimore (2017) expounded in his journal that it is interesting to recognize that all ingredients of modern distribution analysis already appear incumbent in Mecimore's paper. Using descriptive statistical measures (average and relative deviations from the median) he observes cross-sectional non-normality and positive skewness for twenty ratios in a sample of randomly selected forty-four Fortune-500 firms.
Bird and McHugh (2018) adopt an efficient Shapiro-Wilk small-sample test for the normality of accounting ratios for an Australian sample of five ratios over six years. Like Deakin they find in their independent study that normality is transient across accounting ratios and time. They also study the adjustment of the accounting ratios towards industry means which is a different area of FRA research. Bougen and Drury (2019) also suggest non-normality based on a cross-section of 700 UK firms.
The paper most often referred to in literature as the seminal paper in this field is, however, the much later published article by Deakin (2020). His chi-square findings reject (with one exception) the normality of eleven accounting ratios in a sample of 1114 Compustat companies for 1954-72. Less extreme deviations from normality were observed when square-root and logarithmic transformations were applied, but normality was still not supported. Likewise, while not statistically significantly, industry grouping made the distributions less non-normal. Concomitant results are obtained by Lee (2018) using a stronger test (Kolmogorov-Smirnov) for a different set of data.
The results indicating non-normality of accounting ratio distributions have led researchers into looking for methods of restoring normality to warrant standard parametric statistical analyses. Frecka and Hopwood (2019) observe that removing outliers and applying transformations in a large Compustat sample covering 1950-79 restored normality in the same accounting ratios as tackled by Deakin (2017). They point out that if the ratios follow the gamma distribution, the square root transformation makes the distribution approximately normal. The gamma distribution is compatible with ratios having a technical lower limit of zero. There is, however, a certain degree of circularity in their approach, since instead of identifying the underlying causes of the outliers they employ a mechanistic statistical approach to identify and remove the outliers from the tails of the accounting ratio distributions.
Ezzamel, Mar-Molinero and Beecher (2018) in their study titles “review of accounting ratio” stated that outliers has to be removed for different accounting ratios in order to achieve normality. The empirical results are supported by later papers such as so (2017). Ezzamel and Mar-Molinero (2017) review and replicate the earlier analyses on UK firms with a particular emphasis on small samples and outliers, respectively. One of the avenues taken is to study new industries. Kolari, McInish and Saniga (2019) take on the distribution of accounting ratios in banking. Buckmaster and Saniga (2019) report on the shape of the distributions for 41 accounting ratios in a Compustat sample of more than a quarter million observations.
Foster (2020) points out the outlier problem in accounting ratio. Later, he presented in Foster (2016) a list of alternatives for handling outliers in FRA. The list includes deleting true outliers, retaining the outlier, adjusting the underlying financial data, winsorizing that is equating the outliers to less extreme values, and trimming by dropping the tails. Foster also puts forward accounting, economic and technical reasons for the emergence of outliers in FRA. While improving the statistical results trimming and transformations can pose a problem for the theoretical rigor in accounting ratio research. Instead of deleting or adjusting the observations McLeay (2018) proposes using a better fitting distribution with fat tails for making statistical inferences in accounting ratio. He seeks for a best fitting t-distribution for a cross-section of 2017 UK and Irish firms. Also his empirical results confirm non-normality. The best-fitting (in the maximum-likelihood sense) t-distribution varies across accounting ratios (the t-distribution can be considered a family of distributions defined by its degrees of freedom). McLeay (2018) also tackles the choice between equally weighted and value weighted aggregated accounting ratios in terms of ratio distributions on a sample of French firms. Also the results by Martikainen (2019) demonstrate that normality can be approached by other procedures than removing outliers. In a sample of 35 Finnish firms, four ratios and fifteen years about half of the non-normal distributions became normal if economy-wide effects were first controlled for using the so-called accounting-index model. Martikainen (2019) uses a time-series approach to 35 Finnish firms in turn observing that controlling for the economy factor improves normality.
Buijink and Jegers (2017) in their study evinced that many later papers tackle the same basic question of ratio distributions using different samples and expanding on the methodologies. study the accounting ratio distributions from year to year from 2018 to 2019 for 11 ratios in Belgian firms corroborating the results of the earlier papers in the field. Refined industry classification brings less extreme deviation from normality. They also point to the need of studying the temporal persistence of cross-sectional accounting ratio distributions and suggest a symmetry index for measuring it. Virtanen and Yli-Olli (2019) studying the temporal behavior of accounting ratio distributions observe in Finnish financial data that the business cycles affect the cross-sectional accounting ratio distributions.
Watson (2018) examines the multivariate distributional properties of four accounting ratios from a sample of approximately 400 Compustat manufacturing firms for cross-sections of 2017, 2018 and 2019. Multivariate normality is rejected for all the four accounting ratios. Multivariate normality is still rejected after applying Box's and Cox's modified power transformations. However, when multivariate outliers are removed, normality is confirmed. Multivariate normality has particular bearing on research using multivariate methods, for example on bankruptcy prediction. It also has implications on univariate research, since while univariate normality does not imply multivariate normality, the opposite is true.
The question of the distribution of a ratio format variable (accounting ratio) has been tackled mathematically as well as empirically. Barnes (2017) shows why the ratio of two normally distributed financial variables does not follow the normal distribution (being actually skewed) when ratio proportionality does not hold. Tippett (2018) models accounting ratios in terms of stochastic processes. The interpretation in terms of implications to accounting ratio distributions are not, however, immediately evident, but the general inference is that "normality will be the exception rather than the rule".


CHAPTER THREE
METHODOLOGY
3.1	PREAMBLE 
This chapter present research method and procedures adopted, the tasks involved on the research have been carefully designed. The research methodology is vital part of the research report because according to Osuala it is the background against which the reader evaluates the findings and the conclusions.
3.2	RESEARCH DESIGN
This study made use of survey research. It attempts to evaluate the importance of accounting ratio and the method used for the survival and growth of the small scale business especially during the period of economic depression and instability.
3.4	POPULATION OF THE STUDY 
[bookmark: _GoBack]The population for this study was the Dangote Flourmill Nigeria Limited. A population of 200 respondents was selected from the case studied including the staff and some customers. Probability sampling scheme was employed where every unit in the sampling frame has a chance (greater than zero) of being selected. This probability can be accurately determined through self weighting by the researcher. Simple random sampling was used, it gives equal chance to all subsets in the population and estimates are easy to calculate.
3.5	SAMPLE AND SAMPLING TECHNIQUES
The small company involved in production (Dangote Flourmill Nigeria Limited) was selected for study. Formula used = n =N 1+N (e)2
Where:
N=Sample size 
n= population 
E= Error of limit (5%) 
1 =constant 
N= 70 
1+70(0.0025) 
n= 70 
1.175 
N=60 sample sizes 


CHAPTER FOUR
DATA ANALYSIS AND DISCUSSION
4.1	PREAMBLE
This chapter deals with real working of accounting ratio and various decision reached or strike with regards to the ratio interpretation are made on the figure as well.
	Meanwhile, this chapter also deals with certain detailed description of the statistical method employed to analyze data and the presentation of results. It can sometimes presented inform of tables, charts, graphs, hat of figure in which he result can be based.
4.2	STATISTICAL RESULT 
Financial Statement for Dangote Nigeria Plc. 
Dangote Profit and Loss Accounting for the Year Ended 31st December 2019. 
2018					2019
Turn over			3,579,070				1,432,556
Cost of sales			(2,983,635)				(1,083,993)
Gross profit			594,435				348,563
Operating expenses		(315,625)				(118,288)
				279,810				160,075
Interest (not)			 14,476				  2,215
Profit on ordinary activities 
before tax 				(109,999)			(56,799)
Profit on ordinary activities
Before tax				294,285			162,075
Tax on ordinary activities
After tax				(109,999)			(56,799)
Profit on ordinary activities
After tax				184,287			105,511
Retrained profit at beginning
Of the year				33,667				52,883
					217,954			158,883
Proposed dividend			(175,751)			(124,727)
					42,203				33,667
Earnings per share			162,52k			93,05k
Dividend per share			155,00k			110.00k


DANGOTE FLOURMILL PLC FIVE YEARS FINANCIAL SUMMARY (2016, 2017, 2018, 2019 AND 2020)
Dangote Flourmill Plc Nigeria Plc Annual Report 2019
	Assets
	2016
	2017
	2018
	2019
	2020

	Fixed asset (not)
	152,409
	121,771
	176,656
	163,545
	171,530

	Current asset
	257,790
	195,574
	1,480,750
	672,676
	453,425

	Current liability
	257,790
	234,329
	128,509
	71,860
	484,992

	Debenture stock
	-
	-
	30,000
	30,000
	30,000

	Defund taxation
	-
	9,159
	
	-
	-

	Total:
	96,228
	73,857
	98,897
	90,361
	10,996



CAPITAL EMPLOYED
	Assets
	2016
	2017
	2018
	2019
	2020

	Share Capital
	56,694
	56,694
	56,694
	56,694
	56,694

	Retain Earning
	37,635
	14,246
	42,203
	33,667
	52,883

	Research and Development 
	1,899
	2,817
	-
	-
	389

	Total:
	96,228
	73,857
	98,897
	90,361
	109,966





TURNOVER PROFIT
	Assets
	2016
	2017
	2018
	2019
	2020

	Turnover 
	881,468
	653,541
	357,970
	1,432556
	1,029,050

	Profit before tax
	22,668
	37,054
	294,286
	162,290
	56,204

	Taxation
	5,088
	12,687
	109,999
	56,779
	17,145

	Profit after tax
	27,756
	24,397
	184,287
	165,511
	39,059

	Extra ordinary income
	15,942
	9,153
	-
	-
	-

	Retrained profit
	14,346
	12,228
	33,667
	52,883
	37,883

	Beginning of the year
	58,045
	47,778
	217,984
	1,858,397
	76,694

	Dividend
	20,410
	19,279
	175,751
	124,727
	23,811



TAXATION AND DIVIDEND
	Assets
	2016
	2017
	2018
	2019
	2020

	Transfer of research and development reserve
	-
	2,817
	-
	-
	-

	Bonus share issued
	-
	11,339
	-
	-
	-

	 
	37,638
	14,346
	42,203
	33,667
	52,883

	Dividend share
	18k
	17k
	155k
	110k
	21k

	Earnings per share
	-
	-
	-
	-
	-

	Ordinary 
	24.58k
	21.52k
	162.20k
	93.0k
	34.4k

	Extra ordinary
	14.08k
	8.07k
	-
	-
	-

	Total:
	38.54k
	29.59k
	162.52k
	934.05k
	34.45k



4.1.2	LIQUIDITY RATIO  
The analysis will look to know whether a firm can meet its current obligation.
	The two(2) commonly used ratio are current ratio and acid ratio or quick test ratio.
 Current Ratio = 	   Current Asset
Current Liabilities
	2016
	2017
	2018
	2019
	2020

	N (000)
	N (000)
	N (000)
	N (000)
	N (000)

	453,408
	672,676
	1,468,750
	195,574
	201,661

	484,992
	715,860
	1,528,509
	234,329
	257,790

	0.93
	0.940
	0.97
	0.84
	0.78



The following questions shall be drawn from the questionnaire for the test of hypothesis one (1).
Question One: Do you use accounting ratios as a measurement of management performance?
Question Two: Do the management of this company apply accounting ratios in making decisions that affect the company?
Question Four: Do you agree that accounting ratio reveal strengths and weaknesses of an organization?
Question Ten: Ratio Analysis is very effective at various aspect of company performance?
Hypothesis One
H0: There is no significant relationship between ratio analysis and organization performance. 
Hi:	There is a significant relationship between ratio analysis and organization performance
Data Analysis Table
	
	1
	2
	3
	4
	5
	

	1
	10
	20
	5
	-
	5
	

	2
	25
	10
	-
	5
	-
	

	3
	15
	10
	5
	5
	5
	

	4
	25
	10
	5
	-
	-
	

	5
	75
	50
	15
	10
	10
	= 160



102 + 202 + 52 + 52 + 252 +  102
SST     =	          + 52 + 152 + 102 + 52 + 52   + 52     -     (160)2
                                  + 52  + 252  + 102 + 52	                   	   15

                  2450 – 1706.7	  =	743.3 
SSC	=	  752 + 502 + 152 + 102  + 102	-	          (160) 2


2137.5
4
-


1706.7


=



430.8

SSE

=

SST

-

SSC

=


312.5


									    15
       



Other computations are shown in the table below:
Analysis of Variance
	Source of Variation
	DF
	SS
	MS
	F

	Treatment Error
	       4
11
	430.8
312.5
	107
28.4
	79.29

	Total
	15
	743.3
	
	



Fcal	=	79.29
Ftab @ (0.05, 4, 11)	=	5.67
Decision: Fcal is greater than (>) Ftab since Fcal is greater than (>) Ftab, then reject null hypotheses and accept the alternative.
Therefore, accounting ratios highlight the importance of effective management of an organization.



CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1	SUMMARY
 From the proceeding chapter, the researcher has come out with the following:
•	The researcher discovered accounting ratio has an impact on management performance and in an organization.
•	The research also discovered that must manager of an organization use accounting ratio analysis for decision making which is the key to their success. Proper decision making in the management of organization is based on the impact or positive effect of ratio analysis. 
•	Also the researcher discovered that some of the managers are not aware of the importance of using accounting ratio techniques such as accounting ratio in judging the financial performance of the organization for the purpose of decision making and also do not apply ratio analysis in judging the operating efficiency of, and ability of Dangote Flourmill Plc Ltd to provide adequate returns, rather they considered the physical size and popularity of the organization as indicators of good financial performance and healthy a condition.


5.2	CONCLUSION
	This research work studied how accounting ratio can be used to measure performance of an organization. Based on the discussions and findings in the course of this study, the following conclusions are made:
i.	Accounting Ratio is a tool of accounting ratio, which can be used as a predictive tool for measuring business performance.
ii.	Accounting Ratio can be used to show areas of strengths and weaknesses of a company.
iii.	Accounting Ratio is required for management control decisions, investment decisions and credit control purposes.
iv.	Accounting Ratio is required to determine whether a company have been improving or is deteriorating financially over a period of time.
v.	Accounting Ratio can be used to determine whether a company has met the required standard within the industry.
vi.	Profitability ratios are useful to the management of a company. They are used to determine the profitability of a company and the efficiency in the utilization of the resources of a company.
5.3	RECOMMENDATIONS
Having gone through chapter two and chapter four, the reader must have been able to understand what accounting ratio is all about. Also the render must have knows the various users of financial statement and its significance.
It would therefore recommend that the company should intensify effort on getting long-term loan for its operation because it is likely to edge into liquidation it its continue using short term loan.
	Similarly managers cannot be certain that employers are performing at all near their peak capabilities unless there are willing to engage an effective assessment employee performance. It refers to a process or function that managers perform in obtaining organization objective or goals.
	Dangote Flourmill Plc Nigeria plc must also increase the interest coverage because the interest coverage ratio determines the willingness of the creditor to give out short-term loans effort should be made to stabilize the inventory for its obligation.
	Most importantly, the company should also endeavour to stabilize it profitability ratio because the ratio are paramount in the mind of management and outsides since any increase in the ratio will increase the willingness of prospective investors.
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