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Abstract 

This paper examines the relationship between financial analysis and firms’ value in 

food and drinks service industry in Nigeria. The issue of deciding on an effective 

financial ratio analysis for firms’ value has been a major challenge of most food and 

drinks industries in Nigeria. Using the descriptive survey research design, the study 

focused on secondary data obtained from the annual reports of 8 firms registered on 

the stock exchange, whose records provided the information required for the study. 

Total assets turnover ratio, creditor’s turnover were computed in order to represent 

company financial analysis from 2013 to 2017; while firms’ value as a dependent 

variable is represented by earnings per share. The data were analyzed using simple 

regression with aid of SPSS version 20. Findings indicate that total assets turnover 

ratio has no significant relationship on earnings per share of food and drink service 

industry in Nigeria (p>0.05; B= 4.782). The study found out that there is a significant 

positive relationship between debtors turnover ratio and earnings per share of food 

and drink service industry in Nigeria (p<0.05; B= .254). There is an indication that 

there is no significant positive relationship between creditor turnover ratio and 

earnings per share (p>0.05; B= -.624).This implies that due attention has to be paid to 

financial analysis of firms in Nigeria. Therefore, we recommend that companies should 

maintain their creditors’ turnover ratio at a zero point where the creditors and 

purchases (cost of sales) are equal. In this way, the company will utilize the advantage 

of credit facility and any discount associated with prompt payment of goods to 

increase their profitability index.  
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Introduction  

Business is not complete without financial activities and to ascertain the financial 

status of any enterprise, a statement must be prepared which is known as financial 

statements. Financial statements are prepared for decision making and planning 

purposes. Analysis of financial statements is an attempt to assess the efficiency and 

performance of an enterprise. Thus, the analysis and interpretation of financial 

statements are very essential to measure the efficiency, profitability, financial 

soundness and future prospects of the business units. Therefore, it is pertinent to 

opine that investor aims at improving the value of the firm for progression. This is 

possible where firm’s performance is shown in profitable yields on investment. 

Several issues have to be considered in the process of management, one of which is 

financial ratio analysis. Financial analysis involves analysis, interpretation, 

summarization and classification of financial statements. 

 

Pandey (2010) posits that financial analysis is the process of identifying the strength 

and weaknesses of a firm by properly establishing relationships between the items of 

the balance sheet and the profit and loss account. This in turn becomes beneficial to 

the management of the firm, stakeholders, chief executives, creditors, investors and 

the general public. He added that ratio analysis is a powerful tool of financial analysis. 

Financial ratios are one of the many tools used by financial analysts and investors to 

analyze the worth of a company or industry. No one consistently predicts firms’ value. 

However, ratios often highlight company’s strength and weaknesses. Therefore 

financial analysis is very important requirement in companies, industries and firms 

because it is used as a benchmark for evaluating the value of a firm.  

 

Statement of the Problem  

Financial ratio analysis has remained a problem for firms in Nigeria due to their 

inability to employ the services of a financial analyst. Recently, most businesses in 

Nigeria formerly with high rate of return on investment have stopped due to improper 

use of financial analysis which results in poor planning, wrong decision making and 

poor growth. Nigeria is yet to come up with better tools to control firms’ value. These 

therefore inflict many problems to the entire business sectors. For example: firms 

winding up; exit of skilled staff because of poor remuneration; and withdrawal of 

equity by investors. The study therefore focuses on relationship between financial 

analysis and firms’ value in food and drinks service industry in Nigeria. 
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Objectives of the Study 

The aim of this study is to examine the relationship between financial analysis and 

firms’ value in food and drink service industry in Nigeria. The specific objectives are 

to: 

(i) Ascertain the relationship between total assets turnover ratio and Earnings per 

share of food and drink service industry in Nigeria.  

(ii) Determine whether creditors’ turnover ratio has any significant relationship 

with earnings per share in food and drink service industry in Nigeria. 

(iii) Establish if there is any significant relationship between creditors’ turnover 

ratio and earnings per share in food and drink service industry in Nigeria. 

 

Statement of Hypotheses 

Based on the research questions, the following hypotheses were formulated: 

H1: Total assets turnover ratio has no significant relationship on earnings per share 

of food and drink service industry in Nigeria. 

H2:  There is no significant relationship between creditor’s turnover ratio and 

earnings per share of food and drink service industry in Nigeria. 

H3:  There is no significant relationship between creditor turnover ratio and 

earnings per share of food and drink service industry in Nigeria. 

 

Conceptual Framework 

Financial analysis ratio is used as a bench mark for evaluating financial position and 

performance of firm. Ogbodo (2009) states that accounting figures reported in the 

financial statement do not provide a meaningful understanding of the performance 

and financial position of a firm’s investment. He further said that financial ratio helps 

to summarize large quantity of financial performance. However ratio indicates how 

well the company is utilizing its equity investment but some key ratios reveal a 

company’s strength over others. The relationship is an index, which permits a 

quantitative judgment to be formed about the firms’ ability to meet its current 

obligations. It is also important for small business owners to understand and use 

financial analysis because it provides one of the main measures of a company's success 

from the perspective of bankers, investors, and outside analysts. It measures the firm’s 

liquidity. The greater the ratio, the greater the liquidity is, and vice versa. A financial 

analysis assists in identifying the major strengths and weaknesses of a business 

enterprise. It indicates whether a firm has enough cash to meet obligations; a 

reasonable accounts receivable collection period; an efficient inventory management 
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policy; sufficient plant, property, and equipment; and an adequate capital structure 

(Moyer, McGuigan, & Kretlow, 2005). 

 

Ratio analysis is one of the basic tools of financial analysis. It is an important tool in 

business planning and decision making as it explores the strengths, weaknesses, 

opportunities and threats facing the company (B.F Online, 2014). Generally managers 

use financial ratios to analyze a company's financial performance before making a 

decision. Financial ratios reveal how a company is financed, how it uses its resources, 

its ability to pay its debts and its ability to generate profit. Ratios provide a glimpse of 

a company's position at a particular time, and are most useful when compared across 

time periods and when comparing companies in the same industry. Ratios alone do 

not give a complete picture of a company's investment potential, but they are a wise 

place to start the analysis (Young, 2014). Nowadays, the financial analysis of an 

enterprise is one of the main prerequisites for successful management of financial 

resources, and, according to several scientists, is one of the most significant elements 

of financial management. Generally investors look to ratios to determine the 

profitability of a company and the value of its shares but financial ratios can also be 

used to evaluate operations, liquidity and leverage. Financial ratios are calculated 

measurements taken to analyze the economic welfare of a business.  

 

Okwuosa (2005) argues that ratios are used as a means of expressing these 

relationships. He adds that the act of ratio analysis lies first of all with determining the 

best suitable ratio to be employed in a given circumstance. Nwoha (2006) sees ratio 

analysis as a tool for interpreting financial statement. He continues that it is a 

technique that compares certain related items in the financial statements to each other 

in a meaningful manner. It also provides insight into two important areas of 

management such as the return of investment made and the soundness of the 

company financial condition. According to Murray State University, financial ratios 

serve two purposes. First, the ratio over time gives you an idea of whether the 

company is growing or deteriorating financially. Secondly, financial ratio can be 

compared to standard ratios for that industry to determine how the company is 

functioning compared with other companies in that industry. Ugwuanyi (2004) opines 

that ratio analysis techniques investigate the firm performance through financial 

ratios. He adds that a ratio is used as a benchmark for evaluating the financial position 

and performance of a firm. Financial ratios are most frequently and widely used in 

practice to assess firms’ financial performance and condition. He says that over the 

past years, financial ratios have been subjected to empirical analysis to find their other 



 
 

54 

uses. Ratio analysis involves methods of calculating and interpreting financial ratios to 

analyze and monitor firm’s performance. The basic inputs to Financial Statement 

Analysis is a method of reviewing and analyzing a company’s accounting reports 

(financial statements) in order to gauge its past, present or projected future 

performance. This process of reviewing the financial statements allows for better 

economic decision making. 

 

Gitman (2009) states that ratios play a pivotal role in the management accounting 

function of any organization. Madura (2009) says the main objective of ratio analysis 

is to use the results for decision-making purposes. It also helps to identify and 

highlight the areas of poor performance and the areas of satisfactory performance 

(James, 2013). Ratio analysis is often expressed proportionately to show the 

relationship between figures in the financial statements. It is the systematic use of 

ratio to interpret the financial statements so that the strength and weaknesses of a 

firm as well as its historical performance and current financial condition can be 

determined.  

 

Description of Variables 

 

Total Assets Turnover Ratio (TATR) 

Ezeamama (2010) defines total assets turnover as ratio that expresses the number of 

times the value of asset utilized by the firm has been generated into sales. Total asset 

turnover ratio = 𝑆𝑎𝑙𝑒𝑠 ÷ 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠. Okwuosa (2005) adds that the total asset 

turnover indicates the efficiency of the enterprise in utilization on total assets to 

generate income. For all assets turnover, the more the number of times turnover, the 

more efficient the enterprises will be deemed to be in the utilization of assets to 

generate income. Osisioma (2000) states that this ratio measures the efficiency of the 

use of the capital invested in the assets by relating the main naira volume of sales to 

the total assets employed in the business. The larger the naira value of sales per naira 

of invested capital, the larger will be the earnings on each naira invested in the assets 

of the business. The ratio is also a broad measure of the efficiency of the use of capital, 

since the total assets include plant and other fixed assets as well as current assets. It 

helps management to determine if the sales volume is sufficient, relative to the capital 

commitment in the business – 𝑁𝑒𝑡 𝑆𝑎𝑙𝑒𝑠 ÷ 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠. 
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Creditors’ Turnover Ratio (CTR) 

Nweze (2011) opines that creditors’ ratio consists of creditors’ turnover and the 

collection period. The creditor’s turnover gives the number of times debts are 

collected during the years. The creditors turnover is found by dividing net sales 

(credit) (if any available, the total sales or total turnover) by the average creditor or 

total creditors. Average creditors are found by adding the beginning creditors to the 

ending creditors and dividing by two. The higher the creditors’ turnover is, the better, 

since it means that the company is collecting quickly from customers. These funds can 

then be invested for a return. The drop in the creditors’ turnover ratio is significant, 

indicating a serious problem in collecting from customer; therefore, a careful analysis 

of the company’s credit policy is required. The average collection period or the 

number of days sales remain with creditors is found by dividing the creditor’s 

turnover into 365 days. The higher collection period indicates a danger that 

customers’ balances may become uncollectible. Perhaps, the company is selling to 

highly marginal customers – a customer whose credit worthiness is very much in 

doubt – Creditor turnover = 𝑆𝑎𝑙𝑒𝑠 ÷ 𝐷𝑒𝑏𝑡𝑜𝑟𝑠. 

 

Adeniyi (2008) states that a relatively high turnover on creditors’ account usually 

means that the accounts have a relatively short average life. The creditors’ turnover 

ratio indicates the rate at which customers are paying up and should approximate to 

the credit terms allowed by the business. These variants reveal whether or not 

company sales are being made to credit worthy customers. They may indicate to 

management the need to review the credit control policies, credit collection method 

and sales policy of the business. Leahy (2012) sees creditors’ turnover ratio as 

accounts receivable variable that measures the impact of a company’s credit function 

in profitability. This impact includes the risk associated with extending credit. He adds 

that the higher the ratio of accounts receivable to sales, the greater the manufacturer’s 

profitability. Otherwise, there would be no reason for the company to provide this 

function. Finally, the researcher concludes that the correct formula to be used in 

analyzing this creditor’s turnover ratio is 𝑆𝑎𝑙𝑒𝑠 ÷𝐷𝑒𝑏𝑡𝑜𝑟𝑠. 

 

Still on creditor’s turnover ratio (CTR), Okwuosa (2005) says that creditors’ turnover 

ratio indicates the average number of times creditors’ turnover is paid within a year. 

High creditor turnover ratio indicates that the company is not taking advantage of 

credit facility and this may result in loss of profit as a result of interest on borrowed 

funds or bank overdraft needed to meet up. On the other hand, low creditor’s turnover 

ratio indicates that the company is not taking advantage of any discount associated 
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with prompt payment and this may lead to increase in their cost of sales and 

consequently decrease in their profit. Therefore, a company should ensure that its 

creditors’ turnover ratio is neither too high nor too low. Creditor’s turnover = 

𝐶𝑟𝑒𝑑𝑖𝑡𝑜𝑟 𝑃𝑢𝑟𝑐𝑎𝑠𝑒𝑠 ÷𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐶𝑟𝑒𝑑𝑖𝑡𝑜𝑟𝑠 or 𝑃𝑢𝑟𝑐𝑎𝑠𝑒𝑠 ÷𝐶𝑟𝑒𝑑𝑖𝑡𝑜𝑟𝑠. 

 

Leahy (2012) argues that creditors’ turnover ratio is designed to capture the effect of 

borrowing on the profitability of a company. It also measures the manufacturer’s 

ability to negotiate the terms of purchases. The impact of this variable on profitability 

depends upon how the business is financial. If the manufacturer has to borrow to 

make up for accounts payable, then the higher the ratio of accounts payable to cost of 

goods sold, the lower the expected profitability. If, on the other hand, the business is 

financed through retained earnings, then the higher the expected profitability but if 

the cost of using retained earnings is less than the cost of borrowing. We cannot tell in 

advance which of the forces is more important. Because of the non-availability of 

purchases in the data collected, the researchers desire to adopt this formula to find 

creditors’ turnover ratio. Creditors’ turnover ratio = 𝐶𝑜𝑠𝑡 𝑜𝑓 𝑆𝑎𝑙𝑒𝑠 ÷𝐶𝑟𝑒𝑑𝑖𝑡𝑜𝑟𝑠. 

 

Firm’s Value 

Firm’s value is one of the concepts that have been developed for accounting the real 

value of the firms more realistically, considering the concept of market value. Firm’s 

value involves discounting the cash flow of the firm using the discount rate. The 

competence of the management will determine the rate of cash flow to the firm. High 

turnover rate tend to have a growing effect on the firm’s Earnings per Share, and 

growth. Firm’s market share and growth in sales can be used to ascertain performance 

industries. Cash flows to the firm include depreciation adjustments and working 

capital. It is assumed that maintaining the firm’s operating efficiency and sales growth 

will harvest more capital outlay commitments. Pandey (2009), however, affirmed that 

firms enjoying constant growth may not need to incur high capital expenditure for 

operating efficiency. Thus, to enhance the value of the firm, high sales growth that will 

impact firm’s earnings is required. 

 

Theoretical Framework 

Marris (1964) in ‘The economic theory of managerial capitalization’ states that in 

considering the growth of the firm, managers are made to choose constant growth rate 

that allows firm’s sales, profits and assets to grow. This means that the choice of a 

higher growth rate implies higher capital commitments toward research and 

development, adverts and so on which normally have an influence on the total value of 
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the firm. This consents with Cleary et al. (2007), Pandey (2009), Ascher, Laszlo and 

Quivig (2012), and Oshundina and Oshundina (2014) in Alao and Oloni (2015). The 

interest of the shareholders anchors on balanced growth that will ensure the returns 

to them. Thus, the manager has a dual responsibility of satisfying the firms’ growth 

objectives and maximizing the shareholders’ returns. The assumptions of Marris 

model include a given price structure, production costs, constant factor prices, where-

in firms are assumed to grow through diversification and variables such as sales, 

profits and costs are assumed to increase at the same rate. 

 

Methodology  

This study adopts the descriptive survey research design using secondary data. The 

number of Beverage industries on stock exchange is twenty, while that of Food 

industries is thirty out of which four drinks industries and four food industries whose 

reports as presented required data were selected for the study. The performance 

indices such as Earnings per Share (EPS), for 8 food and drinks industries in Nigeria 

for a period of five years (2013 to 2017), were analysed using simple regression to 

highlight the relationship between financial analysis and value of the firm. 

Furthermore, secondary literatures such as journals, annual reports or financial 

statements of firms under study are consulted. 

 

Presentation Analyses of Data 

Table 1: Simple regression on total asset turnover ratio as the predicator of the 

dependent variable (EPS) 

Variables B Beta T P-value 

Total asset 

turnover ratio 

4.782 .189 1.184 .244 

R2    .36 

F- value    1.401 

P-value    .244 

Summary of Table I 

In Table 1, illustrates that there is a no significant positive relationship between total 

asset turnover and earnings per share (p>0.05). The model further shows a positive 

slope (B= 4.782) which suggests that an increase in total asset turnover ratio between 

2013 and 2017, led to a proportional increase in earnings per share during this period. 

The regression model further indicates that a reduction in total asset turnover ratio 

will lead to a proportional reduction in earnings per share, which means that total 



 
 

58 

asset turnover ratio as measured in this model in a knotty measure of earnings per 

share and earnings per share is a reflection of the total asset turnover ratio. Finally, 

the coefficient of determination reflected in the model by adjusted R2 indicates that 

total asset turnover ratio predicts 36% of variation of influence in earnings per share 

between 2013 and 2017. This suggests that only 64% of variation of influence cannot 

be accounted for by this model which further means that the model to a very large 

extent demonstrates a lot of usefulness and should be considered for policy direction, 

administration of firms and total asset turnover ratio in Nigeria. 

Table 2: Simple regression on creditor turnover ratio as the predicator of the 

dependent variable (EPS) 

Variables B Beta T P-value 

debtor turnover 

ratio 

.254 .314 2.042 .048 

R2    .099 

F-value    4.169 

P-value    .048 

 

Summary of Table 2 

The model in Table 2, illustrates that there is a significant positive relationship 

between creditor turnover ratio and earnings per share (p<0.05). The model further 

shows a positive slope (B= .254) which suggests that an increase in creditor turnover 

ratio between 2013 and 2017, led to a proportional increase in earnings per share 

during this period. The regression model further indicates that a reduction in creditor 

turnover ratio will lead to a proportional reduction in earnings per share, which 

means that creditor turnover ratio as measured in this model in a knotty measure of 

earnings per share and earnings per share is a reflection of the creditor turnover ratio. 

Finally, the coefficient of determination reflected in the model by adjusted R2 indicates 

that creditor ratio predicts 9.9% of variation of effect in earnings per share between 

2013 and 2017. This suggests that only 90.1% of variation of effect cannot be 

accounted for by this model which further means that the model to a very large extent 

demonstrates a lot of usefulness and should be considered for policy direction and 

administration of firm and creditor turnover ratio on food and drinks service 

industries in Nigeria. 
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Table 3: Simple regression on creditor turnover ratio as the Predicator of the 

dependent variable (EPS) 

Variables  B Beta T P-value 

Creditor turnover 

ratio 

-.624 -.111 -.687 .496 

R2    .012 

F-value    .472 

P-value    .496 

 

Summary of Table 3  

The model in Table 3, illustrates that there is no significant positive relationship 

between creditor turnover ratio and earnings per share (p>0.05). The model further 

shows a positive slope (B= -.624) which suggests that an increase in creditor turnover 

ratio between 2013 and 2017, led to a proportional increase in earnings per share 

during this period. The regression model further indicates that a reduction in creditor 

turnover ratio will lead to a proportional reduction in earnings per share, which 

means that creditor turnover ratio as measured in this model in a knotty measure of 

earnings per share and earnings per share is a reflection of the creditor turnover ratio. 

R2 is .012. This implies that 1.2% of earnings per share can be explained by the model 

while 98.8% of earnings per share is due to factors outside the model. Based on the 

above, creditor turnover ratio did not predict the outcome of the earnings per share 

since p>.05 level of significance. So the effect of creditor turnover ratio independently 

has negative significant relationship on the earnings per share with beta value -.624 

and statistical not significant since p>.05. This means that creditor turnover ratio has 

no signification relationship on earnings per share of food and drinks service 

industries in Nigeria. 

 

Summary of the Findings 

It was discovered that total assets turnover ratio has no significant relationship on 

earnings per share of food and drink service industry in Nigeria; (p>0.05; B= 4.782). 

This agrees with Enekwe, Okwo and Ordu (2013) shows insignificant and negative 

relationship, while Nabil concluded that, financial analysis has a significant positive 

effect on helping managers in taking effective decisions that can increase the 

profitability and the value of the firm. (2014); Enekwe, (2012) and Okwo, Enekwe and 

Ugwunta (2012) found out that there is significant and positive relationship 
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The study found out that there is a significant positive relationship between debtors 

turnover ratio and earnings per share of food and drink service industry in Nigeria; 

(p<0.05; B= .254). This agrees with Enekwe (2015) also found Debtor turnover ratio 

has positive relationship with return on assets. 

There is an indication that there is no significant positive relationship between 

creditor turnover ratio and earnings per share (p>0.05; B= -.624). This agrees with 

Enekwe (2015). Creditor turnover ratio has very weak positive relationship with 

return on assets. 

 

Conclusion and Implication 

The worth of financial analysis cannot be quantified. Many firms are running into 

liquidation due to inability to hire financial analysts that could give detailed analysis of 

the financial position of the firms. Summarily in this study, total assets turnover ratio 

and   creditor turnover ratio have no significance relationship on earnings per share 

while debtors turnover ratio has a significant positive relationship with earnings per 

share; hence the need for the employment of financial analysts in every firm in Nigeria.   

 

Recommendations  

1. That the management of the food and drink industries should observe their 

credit  facilities management in order not to  affect the total assets of the company. 

2. That the management of the food and drink industries should maintain a high 

creditors’ turnover ratio since it will help in increasing their investment by reinvesting 

the funds collected from their customers. 

3. That management of food and drinks service industries should maintain their 

creditors’ turnover ratio at a zero point since either too high or too low is not good for 

the firms, so creditors’ turnover ratio should be at a point where the creditors and 

purchases (cost of sales) are equal. In this point, the company will utilize the 

advantage of credit facility and any discount associated with prompt payment of goods 

to increase their financial performance index. 
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Appendix  

Extracted Variables of Interest with Corresponding Companies, Values and Year   
COMPANIES YEARS Total Asset 

Turnover 

Ratio 

 Debtor 

Turnover 

Ratio 

Creditor 

Turnover 

Ratio 

Earnings 

Per Share 

GUINNESS PLC 2017 0.86 5.48 1.80 28 

 2016 0.74 3.85 1.60 (134) 

 2015 0.97 7.64 1.99 518 

 2014 0.83 5.68 1.88 636 

 2013 0.01 8.09 2.18 793 

CADBURY NIG PLC 2017 1.16 2.82 2.89 16 

 2016 1.05 6.03 1.84 (16) 

 2015 0.98 5.35 1.70 61 

 2014 1.05 5.01 1.88 106 

 2013 0.83 5.59 1.66 211 

DANGOTE SUGAR 2017 1.32 11.5 2.03 3.31 

 2016 0.95 9.57 1.66 120 

 2015 0.99 6.87 2.86 93 

 2014 1.02 6.76 3.09 97 

 2013 1.23 5.35 3.09 90 

7 UP 2017 1.24 6.35 3.89 (1682) 

 2016 1.26 15.12 3.91 523 

 2015 1.23 5.84 1.17 1112 

 2014 1.39 7.76 1.00 1004 

 2013 1.24 6.69 3.37 446 
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NIGERIAN BREWRIES 2017 0.90 16.90 1.57 413 

 2016 0.85 503.33 1.60 358 

 2015 0.80 914.14 0.80 482 

 2014 4.71 1690.62 1.57 562 

 2013 076 1404.10 1.57 570 

DANGOTE FLOUR MILL 2017 0.48 28 1.30 1.65 

 2016 0.40 38 1.20 8.78 

 2015 0.44 42.59 341.38 9.21 

 2014 7.94 0.08 3.83 9.42 

 2013 7.05 0.06 3.04 11.85 

CHAMPION BREW 2017 0.47 113.63 3.05 7 

 2016 0.39 91.93 2.18 7 

 2015 0.37 83.29 1.10 24 

 2014 0.36 5.72 0.18 (11) 

 2013 1.23 5.35 3.09 (131) 

PZ 2017 0.87 4.99 1.27 0.84 

 2016 0.93 4.46 2.03 0.47 

 2015 1.09 4.08 2.95 1.02 

 2014 1.03 3.53 2.45 1.16 

 2013 0.98 3.48 2.76 1.23 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


