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CHAPTER ONE
INTRODUCTION
1.1 BACKGROUND OF THE STUDY
Since effective planning and financial management become the keys to running a financially successful small business, lenders and investors rely on financial ratios analysis for making decision on lending and investment. Financial ratios analysis is important for understanding financial statements, identifying movements and developments and measuring the overall business’s financial state, particularly in identifying positive and negative financial trends. Thus, it is important for the investors and shareholders to evaluate the companies’ position regarding to liquidity by using financial ratios analysis in order to know whether having a lot of liquid for a company is crucial or not, because being liquid means controlling obligations, on the other hand means lack of investment.
Liquidity ratio can be considered as one of the financial ratios which can be utilized for measuring the company’s ability to meet its short term debt obligations. A result of liquidity ratios can be found by dividing cash and liquid assets by short term borrowings and current liabilities. Consequently, the number of times that the short term debt obligations are covered by the cash and liquid assets can be shown. The short term obligations will be fully covered when the value is greater than 1 which means the company is in a good financial situation and it is less likely to face financial difficulties.
As it has been made known in the same scope of study that financial statement of Ibrahim olaiya & sons Ltd is discussed below: Ibrahim olaiya & sons Ltd is dated back to 1987 when their first business venture was established in Ilorin branch. Ibrahim olaiya & sons is leading conglomerate in the century with fourteen operating divisions and six subsidiary companies.
The activities of the business cover a broad spectrum of the national economy, transportation, manufacturing, export cosmetic, pharmaceutical, leasing, distribution services to mention just a few. Through these diversified investment and its branches is virtually in all the major towns and cities in the country. Ibrahim olaiya & sons Ltd is in the forefront of Nigerian resources to create wealth and uplift the general quality of life in the country.
	Financial Analysis involves the historical result of a business, firm combine with other public information available to assess the current situation and the further prospect situation of business.
In other words, it is a tool for evaluating the performance, liquidity of an organization. The users of such analysis are the management, actual or potential employees and the shareholders.
	Managements are particularly interested in knowing the financial strength of a business and its deficiency so as to take adequate measure of the business. To make rational decisions in keeping with the objectives of the firms, the financial manager must have certain analytical tools. The company itself and the outside suppliers of capital, creditors and investors, all undertake financial analysis are the subject of this project work.
It will be relevant at this point to note that good financial ratio analysis dictate the efficiency and effectiveness of an organization.
Thus, the impact of financial ratio cannot be under emphasize in the evaluation of business performance, therefore,  is one of the major tools financial analyst use in assessing the performance of an organization and this will be discussed in details in this research work.
There are many studies on financial ratios, precisely on liquidity ratio in various countries. Saleem and Rehman (2011) found that profitability and liquidity ratios play an important role in the financial positions of enterprises. Olagunju, Adeyanju and Olabode (2011) discovered that there is significant relationship between liquidity and profitability in commercial banks, which means profitability is significantly influenced by liquidity and also oppositely. Bolek and Wolski (2012) indicated that a higher level of liquidity, with market value in Warsaw Stock Exchange shows that investors prefer companies to maintain high levels of cash. Companies from investors’ point of view should be profitable and liquid on the level of cash to meet the opportunities on the market. Avramov, Chordia and Goyal (2006) found that liquidity facilitates efficiency, in the sense that the market’s capacity to accommodate order flow is larger during periods when the market is more liquid.
1.2 STATEMENT  OF THE RESEARCH PROBLEM
The focus of the research will be to identify financial analysis as a tool for evaluating the liquidity position of an organization. In the course of the research, answer will be provided to the following research question / problem:
(i) What constitute Financial Analysis?
(ii) What role does Financial Analysis play to the management?
(iii) What is the relationship between Financial Analysis and its other users?
(iv) What are the likely limitations of Financial Analysis?
(v) Does Financial Analysis have influence on the prospect of an organization?
1.3 RESEARCH QUESTION
The research questions are for this study.
(i) Is there any necessity for the use of financial analysis
(ii) How does financial analysis useful for organization development?
(iii) Is there any reasonable relationship that exist between financial analysis and other users

1.4 OBJECTIVES OF THE STUDY
Users of Financial Statement have different reasons of making use of the statement and they make their decisions base on this statement. Investors that is, actual investors might be interested in their investment in the firm to generate adequate earnings while potential investors shall be interested in the form of financial strength.
The banker would be interested in how the firm could pay the interest and the principal and this has to do with the liquidity of the company, and so on.
	The main objectives of this research project is financial analysis as a tool for evaluating the liquidity position of an organization
The objectives of the research are as follows:
(i) To determine the meaning and why the use of financial analysis
(ii) To examine the usefulness of financial analysis in an organization.
(iii) To analyze the relationship that exist between financial analysis and other users

1.5 RESEARCH HYPOTHESIS
The research questions are for this study.
Hi: There is no any necessity for the use of financial analysis
Hii: There is no usefulness of financial analysis in an organization
Hiii: There’s no any reasonable relationship that exist between financial analysis and other users
The above mentioned hypothesis shall be tested during the course of this research to be determine whether to go with null hypothesis (Ho) or consider the use of alternative hypothesis (Hi)
1.6 
SIGNIFICANCE OF THE STUDY
The importance of the study is to provide information reported by the financial analysis and how this information relates to the uses of its.
1. To develop the students skill and knowledge in the application of financial analysis as a tool for evaluating the liquidity position of an organization.
2. To allow the shareholders, investors and other information users to know the performance of the company in the recent years.
3. To indicate the area of strength and weakness of the organizations.
The above mentioned information would help the management of the firm to take important decision which relates to the operation of the firm.
1.7 SCOPE OF THE STUDY
The area that would be covered by this research work is the analysis of financial statement to aid in evaluating the efficiency of an organization. The financial statements to be studied include the balance sheet of profit and loss account. This study would cover profitability ratios, liquidity ratios, leverage ratios and activity ratios and how it affects users of these ratios.
To aid the understanding of these ratios, a case study of Ibrahim olaiya & sons Ltd is being made use of and other related textbooks would be made use.
1.8 LIMITATION OF THE STUDY

In the analysis of financial statement, a statement user has available a variety of tools from which they can choose those best suited to their specific purpose. The principal tools of analysis are:
1. Comparative financial statement, that is year to year change
2. Index number trend series
3. Common size financial statement, that is, structural analysis.
4. Ratio analysis
a. Cash forecasts
b. Analysis of changes in financial position
c. Statement of variation of gross margin
d. Break even analysis
Among the best method and most used tools of financial analysis are ratio analysis and the ratios that would be studied includes the followings:
1. Profitability ratios
2. Liquidity ratios
3. Debt and gearing ratio
4. Activity ratio
1.9 PLAN OF THE STUDY
This study is divided into five chapters, in which the first chapter contained, the introduction, background of the study, statement of the research problem, objectives of the study, significance of the study, research question, scope of the study, limitation of the study and the study plan itself.
The literature review is carried out in the second chapter which is based on the definition of financial analysis, types of financial analysis, importance of financial statement and the limitation of financial statement.
The third chapter talked about the research methodology, historical profile of the case study, method of data collection, population and sample size, sampling techniques and the method of data analysis.
The fourth chapter is about the data presentation and analysis, discussion of analysis and discussion of findings.
Lastly, which is the fifth chapter talked about the summary, conclusion, and recommendation.
1.10 DEFINITION OF KEY TERMS
Conglomerate: This occurs where two companies, which are in unrelated industry combine. If for example a sugar company were to take over a bank this will be called conglomerate.
FINANCIAL ANALYSIS: This is a process of analyzing the financial statement of companies/ organization as published in the annual report of such companies.
CAPITAL: This is the portion of wealth set aside for further creation of more wealth and it is seen as one of the factors of production.
FINANCIAL STATEMENT: This are report that summarize the business transaction of specific time and period usually a year and its shows that financial position of the business at time of report also the operation resulting which the business arrive at this position.
FINANCIAL MANAGER: This is a person who is responsible in a significant way to carry out the finance functions. It should be noted that in a modern enterprise, the financial manager occupies a key position.
FINANCIAL ANALYST: These are the users of accounting information and they are also known as professionals. Their interests in accounting information are to be able to determine after the financial statement been prepared by an accountant whether their investors should invest in such company or not. 

CHAPTER TWO
LITERATURE REVIEW
Like any field of human endeavor, the field of finance had always been dynamic studies into different aspects continue to excite in financial analysis have witnesses tremendous effort to discover many of its uses. Many authors have written and expressed their views about financial statement analysis. These are views of some of the scholars on the financial statement analysis.
Hermanson Edwards Raybrum (1989). Financial statement analysis consists of applying analytical tools and technique to financial statement and other relevant data to obtain useful information. This information is shown in significant relationship between data and trend in these data that assess the company’s past performance and current financial position. The information shows the result or consequence of prior management decision. In addition, the information is used to make prediction that may have a direct effect on decision made by many users of financial statements.
	Pandy I.M (1979). Defines financial analysis as the process of identifying the financial strength and weakness of the firm by properly establishing relationship between the term of the balance sheet and profit and loss account.
	Lasisi, G.A (1994). Said the financial analysis involves the analysis of the historical financial result of a business firm, combined with any other publicly available information to assess the current situation as well as future prospect of the business.
	Charles .J Woelfel (1980). The pur6pose of financial statement analysis is to examine past and current financial data that a company can be evaluated and future risks and potential estimated.
2.1	CONCEPTUAL FRAMEWORK
Financial Ratios Analysis
Financial ratios can be seen as useful tools to serve companies and investors for the process of analyzing and comparing relationships between different pieces of financial information across the company's history. They illustrate what has occurred during a particular time. However, what will occur in the future is more concerned by most of the financial statements users (Noreen, Brewer, & Garrison, 2011). For instance, company’s future capability to recover its obligations is concerned by creditors and company’s future earnings, dividends by stockholders, company’s profitability by investors and assessing overall company’s efficiency by managers (Altman, 1968). While, financial statements naturally are historical, still they can provide useful information for the users regarding to financial matters (Edmister, 1972). Owing to figures which are taken from a company's income statement, balance sheet, and cash flow statement allow analysts to calculate and evaluate several types of financial ratios for different purposes (Altman, 1968).
These users depend on the financial ratios analysis to examine the company’s future predictions and financial condition (Noreen, Brewer, & Garrison, 2011). For instance, profitability, risk analysis and growth analysis are primary objectives for equity investors, while liquidity and solvency are main objectives for creditors. Hence, operating performance, profitability and solvency are most concerning objectives for managers (Noreen, Brewer, & Garrison, 2011).
The Concept of Liquidity

Liquidity can be seen as a financial concept which means the amount of money which has to be available for investment (Olagunju, David, & Samuel, 2012; Acharya, Afonso & Kovner, 2017). This money is more likely to be credit rather than cash in today’s investment (Chordia, Roll & Subrahmanyam, 2008; Bolek & Wolski, 2012).
This financial term became a source of worry for the companies’ manager about their future’s uncertainty (Saleem & Rehman, 2011). That’s due to preferring borrowed money by a number of the financial organizations to operate most of their investments (Boudoukh, & Whitelaw, 1993). When the interest rates are low, liquidity will be high which means there is a lot of capital that can be easily available (Brunnermeier & Pedersen, 2008; Allen & Gale, 2017). With this concept, it can be assumed that high liquidity motivates growing economics (Brunnermeier, & Pedersen, 2008; Hurst, & Lusardi, 2004). The reason is when the interest rates are low, the credit will be cheap (Brunnermeier, & Pedersen, 2008). Thus, investors are more likely to borrow (Brunnermeier, & Pedersen, 2008; Allen, & Gale, 2017). In this circumstance the return on investment need to be higher than the interest rate only. Therefore, more investments look good (Huberman, & Halka, 2001; Saleem, &Rehman, 2011).
Liquidity can be defined as a business organization’s condition to determine its ability to meet its growing obligations which consists of long term debt and current liabilities (Olagunju, David, & Samuel, 2012; Guerrieri & Lorenzoni, 2017). Measuring cash asset or other relative amount of asset which can be easily converted into cash without losing value to cover short term liabilities can be seen as liquidity as well (Chen & Lu, 2017; Lagos, Rocheteau & Wright, 2017). Liquid assets are consisted of cash and bank balances, debtors and marketable securities (Olagunju, David, & Samuel, 2012; Fong, Holden & Trzcinka, 2017).
Liquidity can help companies to avoid certain situation such as selling assets at distressed prices in order to force them to provide liquidate, paying extra fees to the lawyers and bankruptcy as well which means as much as liquidity increases the probability of bankruptcy is reduced (Castiglionesi, Feriozzi & Lorenzoni, 2017; Schwarz, 2017). Consequently, the time to convert asset into cash and the certainty degree associated with this conversion can be viewed as a two important dimensions of liquidity (Olagunju, David, & Samuel, 2012).
Liquidity Measurement
Liquidity ratios are utilized to measure the firm’s ability to meet its current obligations (Bolek, 2012; Chen & Lu, 2017).   Traditionally, liquidity ratios consist of current ratio (CR), quick ratio (QR), and acid test (AT) (Olagunju, David, & Samuel, 2012). A good liquidity position will be confirmed by achieving a high level of these ratios through keeping current assets (CA) to be high or current liabilities (CL) to be low (Bolek & Wolski, 2012; Chen & Lu, 2017).
The current assets consist of cash and those assets which convert into cash in a short time which include marketable securities, receivables, inventories, and prepared expenses (Boudoukh & Whitelaw, 1993). However, current liabilities compose all obligations maturing within a year. They include accounts payable, bills payable, note payable, accrued expenses and tax liability (Olagunju, David, & Samuel, 2012; Boudoukh & Whitelaw, 1993). Measuring liquidity by current ratio involves problem in which this ratio is only testing the quantity of the assets not the quality (Olagunju, David, & Samuel, 2012; Boudoukh & Whitelaw, 1993; Chang, 2017). Hence, current ratio provides the capability of the firm’s liquidity roughly not reveals the real position of the firm’s liquidity (Bolek & Wolski, 2012; Chen & Lu, 2017).
Another ratio for measuring liquidity is quick ratio, which provides the relationship between liquid assets and current liabilities (Grossman & Miller, 1988). This ratio can be calculated by dividing quick asset by current liabilities. Quick asset is equal to current asset minus inventories, which can be converted into cash directly without losing their value (Adebayo, David & Samuel, 2011; Grossman & Miller, 1988). I expressed inventory and R receivables. The following equations are expressed the liquidity ratios: (Adebayo, David & Samuel, 2011; Grossman & Miller, 1988).
1) CR = CA / CL
2) QR = CA – I / CL
3) AT = CA – I – R / CL

Another liquidity indicator is the cash conversion cycle (CCC) which provides dynamic insights. According to Richardson and Laughlin (1980) the CCC can be defined as the sum of the receivables conversion period (RCP) and the inventory conversion period (ICP) minus the payment deferral period (PDP), which is:
CCC = RCP + ICP – PDP

Where:

RCP = receivables conversion period = accounts receivable turnover / 360 ICP = inventory conversion period = inventory turnover / 360
PDP = payment deferral period = accounts payable turnover / 360

Thus, low level of cash conversion cycle means the firm can quickly recover cash from its production’s sales. Hence they will have more cash and they will be more liquid. If the firm’s CCC is high, this will indicate a liquid problem which means the company recovers cash in a long period (Bolek & Wolski, 2012; Schwarz, 2017).
[bookmark: _gjdgxs]Adebayo, David and Samuel (2011) argued that the liquidity can be measured as a stock and flow perspective. From the stock perspective the management of liquidity needs evaluating the holdings of assets which might be converted into cash (Schwarz, 2017; Grullon, Kanatas & Weston, 2004). Within this framework a comparison of holding of liquid assets with estimated liquidity needs is required to determine the liquidity adequacy. This concept of liquidity is criticized because it is too narrow in scope (Chen & Lu, 2017; Chang, 2017). From the flow perspective, liquidity measurement views the firm’s economic capability to borrow and generate cash from its operations not just converting liquid assets into cash (Bolek & Wolski, 2012; Adebayo, David & Samuel, 2011). This approach indicates that, due to unrecognized future demand, liquidity standards determination will face difficulties. These two concepts are involving in applying financial ratios in measuring liquidity positions (Boudoukh & Whitelaw, 1993; Bolek & Wolski, 2012).
2.2 THEORETICAL FRAMEWORK
[bookmark: _30j0zll]In the theoretical framework of this study a discussion about the tools, strategies and implications of cash management will be carried out in terms of company liquidity. Emphasis will be put on how to improve firm liquidity and the usage of effective strategies and its benefits to corporations.
2.2.1 Working Capital
The chapter starts with the presentation of a wider concept of working capital, which can be seen as a part of the financial management. Working capital plays an important role in firm’s growth and profitability and is tightly interlinked with the concept of liquidity that is discussed later on in context with cash management. In its simplest and probably the most common form working capital can be expressed as a difference between firm’s current assets and current liabilities. (Claes-Göran Larsson & Lars F. Hammarlund, 2005:14).

Net Working Capital = Current Assets – Current Liabilities
Shin and Soenen have defined working capital as a “time lag between the expenditure for the purchase of materials and the collection for the sale of the finished products” (Hyun-Han Shin & Luc Soenen, 1998). Working capital management (WCM) refers to a wider concept that covers both inventory and work in progress and thereby combining elements of operations, production and financial management.
All the components of the working capital formula above can be found from the balance sheet, although the way entries are labelled can vary. By definition, current assets are those assets that are expected to generate cash within one year and when looking at the balance sheet they are usually grouped under cash and cash equivalents, short-term investments, receivables, prepaid expenses and inventories, while current liabilities are obligations due to mature within one year. Different components of current liabilities on the balance sheet include trade payables, short-term debt and accrued liabilities. (Stephen H. Penman, 2007: 724)
Working capital represents a significant part of firm’s assets and liabilities. Medium and small companies tend to have relatively larger amount of capital tied in current assets and liabilities than bigger firms (Pass & Pike, 1984:1). In a recent study of Spanish SME’s it was discovered that current assets comprise 69% and current liabilities over 52% of total assets and liabilities. (Garcia-Teruel & Martinez-Solano, 2007:164.) Great variation across the sectors can be also found when comparing working capital structure.

Figure 3.1 Working Capital Cycle
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2.2.2 Cash Management THEORY
Cash management is one part of working capital management and usually concerns the different processes and procedures of handling a company’s liquidity and the monitoring and planning of it. Larsson and Hammarlund (2005:12) define the different items included within this area as: payables systems, receivables system, management of liquid funds, currency management and risks, short term financing, accounts payables and accounts receivables.
Improving a company’s cash management can result in better profit margins and higher turnover ratio which in turn can lead to higher profitability. (Larsson & Hammarlund, 2005:16).
The cash flow timeline (figure 3.2) provides an overview of how cash is converted within a company or in other words the inflow and outflow of funds. The shorter cash conversion the better for the company and the way of achieving that is by looking at all the parts and understanding the relationship between them. Thus, it is the managerial decisions that cause changes in the timeline. Improvements can be made by seeding up the collection process and delaying the payment process (Maness & Zietlow, 2005:6).

Figure 3.2: Cash Flow Timeline
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As this study has set out to measure change in liquidity strategies and how it affects profitability one need to look at the cash management strategies that affects liquidity. The following sections will further explain how the different parts of the cash flow timeline can be made more effective and improve the cash flow of a company. The rest of the chapter will go through these liquidity strategies and as this is a large area, only certain sections will be represented by a hypothesis.
Other theory to be considered include
Shiftability Theory 
The liquidity management theory focuses on the liability side of bank balance sheet. This theory contends that supplementary liquidity could be derived from the liabilities of a bank. According to Nwankwo (1991) the theory argues that since banks can buy all the funds they need, there is no need to store liquidity on the asset side (liquidity asset) of the balance sheet. Liquidity theory has been subjected to critical review by various authors. The general consensus is that during the period of distress, a bank may find it difficult to obtain the desired liquidity since the confidence of the market may have seriously affected and credit worthiness would invariably be lacking. However, for a healthy bank, the liabilities (deposits, market funds and other creditors) constitute an important source of liquidity. 
This theory posits that a bank’s liquidity is maintained if it holds assets that could be shifted or sold to other lenders or investors for cash. This point of view contends that a bank’s liquidity could be enhanced if it always has assets to sell and provided the Central Bank and the discount Market stands ready to purchase the asset offered for discount. Thus this theory recognizes and contends that shiftability, marketability or transferability of a bank's assets is a basis for ensuring liquidity. This theory further contends that highly marketable security held by a bank is an excellent source of liquidity. Dodds (1982) contends that to ensure convertibility without delay and appreciable loss, such assets must meet three requisites. Liability Management Theory Liquidity management theory according to Dodds (1982) consists of the activities involved in obtaining funds from depositors and other creditors (from the market especially) and determining the appropriate mix of funds for a particularly bank. This point of view contends that liability management must seek to answer the following questions on how do we obtain funds from depositors, how do we obtain funds from other creditors?, What is the appropriate mix of the funds for any bank? Management examines the activities involved in supplementing the liquidity needs of the bank through the use of borrowed funds. 
Liquidity Preference Theory 
Bibow (2005) Keynes describes liquidity preference theory saying that people value money for both "the transaction of current business and its use as a store of wealth. Thus, they will sacrifice the ability to earn interest on money that they want to spend in the present, and that they want to have it on hand as a precaution. On the other hand, when interest rates increase, they become willing to hold less money for these purposes in order to secure a profit. 
Elgar (1999) One needs money because one has expenditure plans to finance, or is speculating on the future path of the interest rate, or, finally, because one is uncertain about what the future may have in store so it is advisable to hold some fraction of one’s resources in the form of pure purchasing power. These motives became known as transactions-, speculative and precautionary motives to demand money. The banks‟ liquidity preference approach suggests that banks pursue active balance sheet policies instead of passively accommodating the demand for credit. 
 
2.3 EMPIRICAL LITERATURE 
Raheman and Nasr (2007) revealed a negative relationship between liquidity and profitability as well as a significant negative relationship between debts used by the firms and its profitability in a study which had average collection period, inventory turnover in days, average payment period, cash conversion cycle, current ratio, size of firm, and financial assets to total assets ratio as independent variables and net operating profit as the dependent. 
Benjamin and Kamalavali (2006) had current ratio, quick ratio, inventory turnover ratio, working capital turnover ratio, debtor’s turnover ratio, ratio of current asset to total asset, ratio of current asset to operating income, comprehensive liquidity index, net liquid balance  independent variables while the dependent variable was return on investment (ROI) in an investigation that revealed a negative association between ROI and current ratio, cash turnover ratio, current asset to operating income and leverage. There was a positive association between ROI and quick ratio, debtor’s turnover ratio, current asset to total asset and growth rate. 
Konadu (2020) did a study on liquidity and profitability: empirical evidence from listed banks in Ghana. The objective of the study is to determine the liquidity trend of selected banks, to ascertain the profitability trend of the selected banks and to establish and analyze the relationship between the banks liquidity and profitability levels from 2002 to 2006. The researcher considered only banks listed on the Ghanaian stock exchange. The banks randomly selected were Standard Chartered Bank Ghana Ltd, Cal Bank Ltd and SG-SSB Ltd. The study the researcher considered current ratio, quick ratio, cash ratio, net operating cash flow ratio under liquidity ratios. Profitability ratios comprise of net profit margin, return on equity, return on assets and net asset turnover ratios. The researcher employed trend analysis to achieve the set objectives. The researcher found no positive relationship between liquidity trend and profitability. The research paper concluded that there is a negative relationship between liquidity and profitability in the Ghana banking sector. 
Adebayo, Nworji and David(2011) examined liquidity management and commercial banks’ profitability in Nigeria. Findings of this study indicate that there is significant relationship between liquidity and profitability. That means profitability in commercial banks is significantly influenced by liquidity and vice versa.  
Saleem and Rehman (2011) sought to reveal the relationship between liquidity and profitability. The main results of the study demonstrate that each ratio (variable) has a significant effect on the financial positions of enterprises with differing amounts and that along with the liquidity ratios in the first place. Profitability ratios also play an important role in the financial positions of enterprises. 
Agbada and Osuji(2013) examined empirically the effect of efficient liquidity management on banking performance in Nigeria. Findings from the empirical analysis were quite robust and clearly indicate that there is significant relationship between efficient liquidity management and banking performance and that efficient liquidity management enhances the soundness of bank. 
Nimer, Warrad and Omari (2013) did a study on the impact of Jordanian Banks profitability through their return on assets. Bank profitability is the ability of a bank to generate revenue in excess of cost, in relation to the bank’s capital base. This study sought to find out whether liquidity through quick ratio has significant impact on Jordanian banks profitability through return on asset (ROA).The study noted that a profitable banking sector is better able to resist negative impact and share in to the stability of the financial system. The study used the 20052011 financial reports of 15 Jordanian banks listed at Amman Stock Exchange (ASE). The return on assets (ROA) compares income with total assets (equivalently, total liabilities and equity capital). The independent variable in this was the quick ratio i.e. Cash +Short-term marketable investments +Receivables divided by current liabilities. A simple regression was done to examine the study hypotheses. The study revealed that there is significant impact of independent variable quick ratio on dependent variable return on asset (ROA). That means profitability through return on assets (ROA) in Jordanian banks is significantly influenced by liquidity through quick ratio. 



CHAPTER THREE
RESEARCH METHODOLOGY
RESEARCH METHODOLOGY
Most of the investors and decision makers in the world are struggling with incapability of applying new concepts in evaluating and selecting available investment choices such as using analyzing financial ratios as a method to compare the available choices and then select the best choice among them, due to the lack of information in the financial statements of the companies. This might be due to unwillingness to establish all the important information in order to prevent their competitors to take advantage from them or to cover their weaknesses.
3.1	Research Design
This study adopted the ex-post facto research design as the data utilized there in is historical. Data was sourced from the financial statements of company studied.  
3.2  POPULATION AND SAMPLE SIZE
The population and sample size being investigated in this research work comprises of 75 staff member of Ibrahim olaiya & sons Ltd, Ilorin. The samples were selected from the department of Internal Audit, Accounting and Administrative Department according to their age, sex, 
Marital status, working experience and educational qualification.
	The target population for this study comprises of the staff members of the organization, a number of staff from different department directly connected with the subject matter of the case study was used as a sample to serve as a fair representation of the population.
	The sample consists of the staff from the department of Accounting, Internal Audit and Administrative department of Ibrahim olaiya & sons Ltd, Ilorin.
3.3 SOURCES OF DATA  
This study relied extensively on both primary and secondary data which were sourced from the annual report and statement of accounts of Company’s in Nigerian. 
3.4	METHOD OF DATA COLLECTION
There are two methods of collecting data. It may be collected either through the primary source or the secondary source.
	For this project, the secondary source of data collection was employed. The data was based on annual report and relevant textbooks. They are retrieved from written research papers, documents, books and statistics.
3.5 SAMPLING TECHNIQUES
In this project work, secondary source  of data collection was employed as all required data were already documented and published in Ibrahim olaiya & sons Annual reports and accounting as at 30 September 2021.
Data collected includes:
i. Group profit and loss account of Ibrahim olaiya & sons Ltd for the year ended 30 September 2021.
ii. Consolidated statement of cash flow of Ibrahim olaiya & sons Ltd for the year.
iii. Group balance sheet as at 30 September 2021.
 3.6	METHOD OF DATA ANALYSIS 
Multiple regressions were applied in running the analysis. 
Financial performance ratios were computed as follows: 
The model specification adopted from Ibe (2013) took the form below: 
Y = b0 + b1X1 + b2X2 + b3X3 + b4X4 + e.  
Where:  
Y is a measure of financial performance through return on assets.  
Return on Assets=Profit after Tax/Average Assets  b0, b1, b2, b3; are regression coefficients or parameters;  
X1, X2, X3; are independent variables;  
X1 = Liquid assets to total assets = (Cash in hand + Balances with Central Company + Treasury bills and bonds + Balances with other companys – Balances due to other companys)/ Total Assets  
X2 = Liquid assets to total deposits = (Cash in hand + Balances with Central Company + Treasury bills and bonds + 
Balances with other companys – Balances due to other companys)/ Total Deposits  
X3 = Balances due to other companys/ Total Assets  
X4 = Asset Quality = Non Performing loans/Gross Loans and Advances 
Liquid assets consist of Cash in hand, balances with central company, treasury bills and bonds less balances due to companys. Short term funding consists of balances due to other companys. 



CHAPTER FOUR
DATA PRESENTATION AND ANALYSIS
For this project, the secondary source of data collection would be used and quantitative method in analyzing the data. The data would be based on annual report and relevant textbooks. They are retrieved from written research papers, documents books and statistics.
Secondary data can be collected by the annual report of incorporated companies, it can also be gotten from journal and also with the use of information and communication technology (ICT).	
In this project work, the financial ratio analysis will be taken from the company’s 2021 financial report and we will make use of the relevant book of account prepared. Group profit and loss account for the year ended 30 September 2021; Group balance sheet as at 30 September 2021 and also the consolidated statement of cash flows for the year ended 30 September 2021 was used.

4.1	DEFINITION OF RATIO ANALYSIS
A ratio is simply means of highlighting in arithmetic terms, the relationship between the two figures (it is only if the significant relationship exists between the two figures). If the first figure (the numerator) is divided by the second (the denominator), a ratio is derived which can be expressed as number in the mathematical notation for a ratio i.e. as a percentage by comparing ratio with other ratio, or the same ratio at different points in time, useful information about the company can be obtained. A financial ratio can be expressed in one of three forms;
(i) In relative form, such as 2:1
(ii) In percentage form, such as 50 percent
(iii) In pure number form, such as 0.50 or ½
Accounting ratios may be grouped into four categories as follows:
a.	PROFITABILITY RATIO: which measure management overall efficiency as shown by the return generated on sales and investment.
b.	LIQUIDITY RATIO: Which attempts show the firm’s ability to meet its maturity short term obligations.
c.	LEVERAGE RATIO (DEBT OR GEARING RATIO): This measures the extent to which the firm has been financed by debt.
d.	Activity ratio: which indicate the extent to which the firm’s efficiency in utilizing is asset or resources.
The object of financial analysis is to establish the patterns of key variables are otherwise concealed in the information aggregate in the profit and loss account and balance sheet. The usefulness of ratio analysis in this respect is two folds. Firstly, aggregate numbers are reduced into number, which may provide a basis for comparing the result of the current year with those of the previous years, and for comparing results of different companies for the same year. Secondly, flexibility is given to financial analysis by allowing information reported in the profit and loss account to be integrated with information disclosed on the balance sheet, thereby giving a broader dimension to the analysis of results.
Ratio analysis is the application of a complex number of different ratios, which focus on the several aspects of financial performance and financial status. These ratios fall into two broad categories. The first group consists of accounting ratio which relies upon the information disclosed in the financial statement themselves.
The second group consists of market ratios which integrate the information contained in the financial statement of a company with information relating to the stock exchange valuation of the company’s shares.
This applies to companies that are quoted in the stock exchange market.
PROFITABILITY RATIOS
Profit is the excess of total revenue over total expenses for a period of time; it is thus the ultimate output of a company. To survive in activities a company should earn profit over a long period. It is thus the responsibility of the finance manager to continuously evaluate the efficiency of its firms in terms of profit.
Profitability ratio are classified into two categories
(i) Ratio which express profit as a percentage of sales
(ii) Ratio which expresses profit as a yield associated with employment of resources.
For the purpose of analysis of profitability, a profit is generally expressed as profit before interest and tax (PBIT). The reason for this that interest and paid in borrowing firm profitability, ratio lies in the intention that they should focus on the results of operating decision rather than financed decisions. The capital structure of different firm’s will generally reflect a different mix of equity and debt capital. Hence, it would not be possible to compare the profitability of different firm’s unless the results are calculated in the same basis.
(A) PROFITABILITY IN RELATION TO RESOURCES EMPLOYED
The major important of these ratios is to measure profitability as a return or yield on the resources employed by an enterprise.
(a) Return on capital employed (ROCE): This ratio interpret the capital employed as being the net assets value which is found by adding value of fixed assets to that of current assets and deducting the total of current liabilities. In essential it interprets the resources employed as being term borrowings.
It is calculated as follows:
ROCE= Profit before and tax   X     100
  Capital employed
For Ibrahim olaiya & sons Ltd:
2021
515      X   100       = 13%
3950             1         
2020
490      X    100       = 18%
2672             1
These ratios indicate how well management has used the funds supplied by creditors and owners of the firm.
(b) Return on total assets: the ratio interpret the value of the resources employed as the total assets employed in the business to give view of the efficiency with which assets are employed by measurement. It is calculated as follows:
Profit before interest and tax   X    100
Fixed asset + current asset	         1	
For Ibrahim olaiya & sons Ltd:
2021
515         X 100   = 3.8% or 4%
13,536         1
2020
490       X 100   = 4.5% or 5%
10,864        1
This measure the profitability of all financial resources interested in the firm’s assets. It evaluates the use of total funds committed unto the business.
4.2	ANALYZING PROFITABILITY AND RETURN IN MORE DETAIL OF SECONDARY RATIOS
(a) Profit margin: A company might take a high or low margin on its sales. For instance, a company that makes a profit of 30k per #1 of sales is making a profit of only 15k per #1 of sales.
(b) Asset turnover: Asset turnover is a measure of how well the asset of a business as being used to generate sales. Profit margin and assets turnover together explain the ROCE and if the ROCE is the primary profitability ratio, these other two are the secondary ratio. The relationship between the three ratios can be shown mathematically.
i.e. profit margin X Asset turnover   =ROCE
	Pbit   X    Sales                       =  Pbit
	Sales    Capital employed        capital employed
Ibrahim olaiya & sons Ltd: profit margin
2021
515   X      100    = 2.46% or 2.5%
20,881        1
2020
490    X    100   = 2.9% or 3%
16,551       1
The organization just has slight different in the margin for
 Ibrahim olaiya & sons Ltd;
2021
20,881   X  100  = 5.28times
3,950             1
2020
16,551   X  100 = 6.19times
2,672            1    
In relation to ROCE
For Ibrahim olaiya & sons Ltd;
2021
515    X   20,881  = 515     =  2.46% x 5.28times
20,881	  3,950       3,950		= 12.28% or 13%

2020
490    X   16,551  = 490     =  2.9% X 6.19times = 
16,551    2,672     2,672		=17.9% or 18%
In this, the company improvement in ROCE between 2021 and 2020 is attributed to lower assets turnover. Indeed the profit margin has decreased, even compared to previous year up to ten year ago.
DEBT AND GEARING RATIO
Debt ratio are concerned with how much the company owes in relation to its size, whether it is getting into heavier debt or improving its situation, and whether its debt burden seems heavy or light.
Here, we will check four ratios that are particularly worth looking at.
i. Debt ratio = Total debt
      Total asset
			For Ibrahim olaiya & sons Ltd:	2021
	9,586     = 0.7:1
	13,536
2020
8192     = 0.8:1
10,864
The debt ratio is the ratio of a company’s total debt to its total assets.
(a) Assets consist of fixed asset at their balance sheet value, plus current assets.
(b) Debts consist of all creditors whether amount falling due within one year or after more than one year.

ii. Gearing ratio = Long term debt
Capital employed
For Ibrahim olaiya & sons Ltd;
2021
4,936   = 1.24:1
3,950
2020
4,710  = 1.76:1
	2,672
Capital gearing is concerned with a company’s long term capital structures. As with the debt ratio, there is no absolute limit to what a gearing ratio ought to be. Many companies are high geared, but if a high geared company is becoming increasingly higher geared it is likely to have difficulty in the future when it want to borrow even more, unless it can also boast its shareholders capital, either with retained profit or new share issue.
iii. Interest cover  = Pbit
  Interest charge
	For Ibrahim olaiya & sons Ltd;
	2021
	515  =  0.89times
	577
2020
490 = 1.24times
395
An interest cover of 2times or less would be low and should really exceed 3times before company’s interest cost are to be considered within acceptable limit.
iv. Cash flow ratio = Net cash inflow
        Total debt
For Ibrahim olaiya & sons Ltd;
2021
21,399 = 2.23
9,586
2020
16,896   = 2.06
 8,192
The cash flow ratio is the ratio of a company’s net cash inflow to its total debts.
(a) Net cash inflow is the amount of cash which the company has coming into the business from its operation.
(b) Total debts are short term and long term creditors, together with provision for liabilities and charges.
(i) Liquidity ratio = current asset
 Current liability
For Ibrahim olaiya & sons Ltd;
2021
8,275  = 0.8:1
9,247
2020
6,746  = 0.8:1
7,951
The idea behind this is that a company should have enough current assets that give a promise of “cash to come” to meet its future commitment to pay off its current liabilities.
Obviously, a ratio in excess of 1 should be expected. Otherwise, there would be the prospect that the company might be unable to pay its debts on time.
Quick ratio or Acid test ratio = current asset –stock
Current liabilities
For Ibrahim olaiya & sons Ltd;
2021
8,275 – 4,987 = 3,288 = 0.35 or 0.4:1
	      	       9,247
2020
6,746 – 4,499 = 2,247 = 0.3:1
		       	 7,951
This ratio should ideally be at least 1 for companies with a slow stock turnover. For companies with a fast stock turnover, a quick ratio can be comfortably less than 1 without suggesting that the company should be in cash inflow trouble.
Debtors collection period = trade debtors  365days     							Sales
For Ibrahim olaiya & sons Ltd;
2021
1,333 X 365days = 23days
20,881
2020
910     X 365days = 20days
16,551
A rough measure of the average length of time it takes for a company’s debtors to pay what they owe is the average debtor payment period.
Stock turnover period = stock           X 365days
 Cost of sales
For Ibrahim olaiya & sons Ltd;
2021
4,987 X 365days = 101days
18,008
2020
4,499 X 365days = 117days
13,961
It is the average number of days that the items of stock are held for.
SHAREHOLDERS INVESTMENT RATIOS
The final sets of ratios we must consider are the ratios which help equity shareholders and other investors to assess the value and equity of an investment in the ordinary. They are
(a) Earnings per share
(b) Dividend per share
(c) Dividend cover
(A)  Earnings per share = earnings              X 100
Number of shares   	     1
The earnings per share have already been calculated in the Ibrahim olaiya & sons Ltd Group profit and loss account.
For Ibrahim olaiya & sons Ltd;
2021
EPS =100.26k or #1
2020
EPS = 9.77k or 10k
Where earnings =PATMI less preference dividends
PATMI= Profit after tax and minority interest
(B)  Dividend per share = dividend     X         100
Number of share  	     1
For Ibrahim olaiya & sons Ltd;
2021
DPS = 73  X 100 =19K
	390
2020
DPS =  790 X 100 = 20k
 	  390
(C)  Dividend cover = EPS    = Earnings per share
   	   DPS       Dividend per share
For Ibrahim olaiya & sons Ltd;
2021
#1 = 5k
19k
2020
DPS = 10k = 0.5k
20k
It shows what proportion of profit on ordinary activities for the year that is available for distribution to shareholders has been paid (or proposed) and what proportion will be retained in the business to finance future growth. A dividend cover of 2 times would indicate that, ignoring extra – ordinary items, the company had paid 50% of its distributed profit as dividend and retained 50% in the business  to help to finance future operations. Retained profits are an important source of funds for most companies, and so the dividends cover on some cases be quoting high.
	Dividend cover is share information which is published in the financial press, and a quick look through the share information pages in the business time will give you an idea of the range of dividend cover found in practices.
(a) Dividend cover of less than 1 means that the company has either.
(i) Paid out more than it earned in profit in the year i.e. it has paid dividend out of profit retained from previous years; or
(ii) Paid dividend out of extra – ordinary items gains in the year.
(b) A high dividend cover indicates a high re-investment of retained profits. This may occur when a company is trying to finance a large capital expansion programmed, and needs retained profit to pay new capital equipments.

CHAPTER FIVE
5.1	SUMMARY, CONCLUSION AND RECOMMENDATION
	The interpretations of financial statement provide information about the current and future position of the company and the implementation of controls and policies.
	The users of financial statement can here better insight about the business to know the strength and weaknesses of the organization. It has been known that various users need the information for different reasons.
	The users of financial statement include the followings.
(i) The management
(ii) Trade creditors
(iii) Bond holders
(iv) Investors and government.
For instance, the management of the firm needs the information for planning purpose and evaluating the performance of the business.
	The objectives and importance of the study have been able to achieve how the solvency of an organization can have a greater impact on the operation of the business. It the ratio is well interpreted, it can be compared with an “acceptable” or safe firm. This would reveal the company strength and weaknesses.
	The liquidity ratio which relate to the solvency of an organization is best judged through the current ratio and quick/acid test ratio. The information provided by this ratio would reveal whether the organization could meet up with its obligations or not. The solvency of an organization is of paramount importance to the users of the financial statement information.
	The financial statements transmit information to the interested groups, both the external and internal information that is useful in making economic decision.
These are some of the benefits
(i) The strength and weakness of a given financial statement can be seen at a glance.
(ii) Ratios and communication
(iii) Ratios can be used to summarize large volume of analysis
(iv) Ratios can be used for comparison
(v) They and investment decision
(vi) Decision relating to credit policy can be made easily
5.2	CONCLUSION
	Based on the data collected and information gathered from the company’s 2021 financial statement among the tools, which are used to analyze the financial statement is ratios analysis. This is the best known and this has been concentrated in this project. This ratio has been divided into four categories and they are:
(i) Profitability ratio
(ii) Debt and gearing ratio
(iii) Liquidity ratio
(iv) Shareholder investment ratio
Within each heading are number of standard measure or ratio that are calculated and generally accepted as meaningful indicators.
Each of these ratios has been treated with the analysis. The importance of each of the ratio has been discussed in the study.

5.3	RECOMMENDATION
	An organization has liquidity problem which means that the company cannot honor / meet its short time obligation when due. This might be as a result of the current liabilities of the company exceeding current assets.
	To avoid this type of problem, the management of the company should always endeavor to keep liquid asset. These are assets that can be easily converted into cash, stock and pre-paid expenses are considered to be less liquid, because it takes time before they are converted into cash.
	The profitability of an organization relates to the survival of the organization in operation. Therefore, a company must take adequate profit to keep in business. This would be done by the organization and the creditors.
	Also, the management should keep down the operating expenses in relation to sales.
	A company that uses more debts finances in the operation of the business is to be highly geared. This is because the creditors have claiming than the shareholders of the organization so they can employ lesser debt in relation to the owner’s equity.
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APPENDICES 1
PROFIT AND LOSS AND BALANCE SHEET OF IBRAHIM OLAIYA & SONS LTD GROUP PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 30 SEPTEMBER 2021.
				#m			#m
				2021			2020
Turnover			20,881			16,551
Cost of sales			(18,008)		13,961)
Gross profit			2,873			2,590
Distribution & Admini exp	(2,423)			(2,181)
Operating profit		450	  		409
Other income			   65			81
Interest payable & charges	(577)			(395)
Loss/profit before taxation	 (62)			95
Exceptional items		499			-----
				437			95
Taxation			(47)			(57)
Profit /loss after taxation	390			38
Earnings per share		100.26			9.77
GROUP BALANCE SHEET AS AT 30 SEPTEMBER 2021
#2021m					#2020m
#’m						Assets 
Tangible fixed assets				5,240		4,097
Long term investment				21		21
						5,261		4,118
Current assets Stocks				4,987		4,499
Trade debtors					1,333		910
Other debtors & pre-payment 		1,751		1,165
Bank and cash balance			204		172
			       			 8,275		6,746
Current liabilities
Trade creditors				901		567
Other creditors				3,242		2,547
Bank borrowing				4,936		4,710
Taxation					95		48
Dividend					73		79
						9,247		7,951
Net current liabilities				(972)		(1,205)
Total asset less current liab    			4,289		2,913
Deffered taxation		     		(9)		(9)
Staff gratuity					(330)		(232)
Net assets employed				3,950		2,672
PRESENTED BY:
Capital and reserves
Share capital					195		195
Revaluation reserve				4,241		3,228
Revenue reserve				(486)		(751)
Shareholder’s funds				3,950		2,672


APPENDICES 2
CONSOLIDATED STATEMENT OF CASH FLOW FOR THE YEAR ENDED 30 SEPTEMBER 2021.
						2021				2020
				#’m						#m
Cash flows from operating act
Cash received from customer	20,512	16,393
Cash paid to supplier & employee 	(20,312)	(17,842)
Net cash provided by operating      	200	1,44
Cash flows from investment act
Purchase of fixed assets	(624)	(455)
Proceeds from sales of fixed asset  	751	13
Net cash provided from investing      	127	422
Cash flow from financing activities
Dividend paid	6	-----
Parent company fund net	62	444
Loans	74	46
Interest paid	(577)	(395)
Net cash provided by financing act	447	95
Net decrease in cash and cash equivalent	(120)	(1,796)
Cash and cash equivalent at beginning	(4,438)	(2,642)
	(4,558)	(4,438)
Sources: A Ibrahim olaiya & sons Annual Reports and Accounting 2021.			 
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