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ABSTRACT
This study empirically examines the effect of accounting ratios on firms’ value
among Malaysian listed companies. The study utilized a sample of top 100 leading
companies in Malaysia (Index Companies) for the period covering 2008 - 2012.
Based on the extensive review of literature, conceptual framework was proposed and
hypotheses were developed to examine the relationship between the variables of the
study. A multiple regression analysis was used in analyzing the data collected.
Findings from the study revealed that both liquidity and profitability ratios have a
significant effect on firms’ value. On the basis of the findings, the study concludes
that there is increasing need for a more credible and comprehensive disclosure of
accounting ratios in the annual reports of companies. On this ground, the study
recommends that Malaysian regulatory authorities implement a policy or a guideline
that will encourage a uniform and comprehensive disclosure of accounting ratios by
companies. This in turn will avail investors and other users of financial information a
better means of evaluating and making a qualitative judgment on companies’

financial performance.

Keywords: Liquidity ratios, Profitability ratios, Financial Statement, Firms’ Value,

Malaysian Capital Market.



ACKNOWLEDGEMENT
In the Name of Allah most gracious, most merciful all praise is due to Allah (SWT)
the lord of the universe and the master of the day of reckoning. Alhamdulillah, his
blessing and guidance have made me complete this challenging task. Peace is upon
our noble Prophet Mohammad (S.A.W) who has given light to mankind. I owed a
debt of special appreciation to my amiable lecturer and supervisor, Dr. Kamarul
Bahrain Abdul-Manaf whose guidance and contribution did not only set path for this
thesis but also made it a reality. Indeed his constructive criticisms throughout the
period of this work were highly commendable. May Allah reward him with the
goodness of this world and the hereafter. Secondly, I would like to appreciate my
parents for their kind and moral upbringing, untiring prayer, words of wisdom and
encouragement regardless of my shortcomings. May Allah reward them with Al-
jannah. This Acknowledgement will remain incomplete without expressing my
sincere appreciation for the support and encouragement from my lovely friend and

fiancée Safiya Lawal Sallau.

A big thanks to Alhaji Mahmud M. Usman and Hajiya Halima M. Moddibo and their
entire family they have been like parents to me. May Allah provide for them and
their entire family a home in paradise. May I also use this opportunity to appreciate
the unending prayers from my brothers, Uncles, and my friends (Usman Aliyu Baba,
Muawiya Moddibbo, Abubakar Tukur, and Umar Abubakar to mention few). I
appreciate you all. Also, I would like to acknowledge the academic and learning
support provided by the University library, it was of great assistance towards the
success of this thesis. Last but not the least; I would like to thank my friends and
colleagues both local and international in Universiti Utara Malaysia, particularly

those in Othman Yeop Abdullah Graduate School of Business for their love and

vi



support. Finally, I dedicate this work to my late father who passed away on January

1, 2011.May Allah in his infinite mercy grant him Al-jannatul-firdaus.

vil



TABLE OF CONTENT

0100 N 1
CERTIFICATION OF THESIS. .. .., 11
DECLARATION. ...ttt et e e e et et e e e e e e vttt eae e eennas 111
PERMISSION TO USE. ..ot e e e et e e e e e ee e, v
AB S T R A T ..o e e e e v
ACKNOWLEDGEMENT S . ..o e e e vi
TABLE OF CONTEN T S ..o e, vii
LIST OF TABLES. .. e e e xi
LIST OF FIGURES. ... e et e e e e e e eae e, xii
CHAPTER ONE
INTRODUCTION
1.0 Background of the Study.........coooiii 1
1.1 Statement of the Problem.........cooooiniiiiii 3
1.2 Research QUeStiONS. .....uiiiieiite ittt e e eeeeeaas 5
1.3 Objectives of the Study.......cooviiiiii i, 6
1.4 Significance of the Study..........cooiii i 6
1.5 Scope of the Study.............ooooii 7
1.6 Outline of Chapters.......ouveeieii i, 7
CHAPTER TWO
LITERATURE REVIEW AND THEORETICAL FRAMEWORK
2.0 INtrodUCHON. .. cne et e 9
2.1 Overview of Malaysian Capital Maret.............cocoeviiiiiiiiiiiiiiinn. 9
2.2 Overview of Malaysian Financial Reporting............cccceevviiiiiiinn. 11
2.3 Literature ReVIEW. . ..ot 13
2.3.1 Firms’ Value......oooovniiiii i 15
2.3.2 Market-to Book Ratio..........oooeiiiiiiiiiiiii 17
2.3.3  Liquidity Ratios.....ocveniiiiiiii i, 19
2.3.3.1 Current Ratio......cooeiiiiiiiiiiiii e, 21
2332 Acid Test Ratio.....ovvueviiiiiiiiiiiiii e 22
2.3.33CashRatio....c.veviiieiiiiiiiee e, 23
2.3.3.4 Networking Capital Ratio...............oeoiiin. 23
2.3.4 Profitability Ratios............... U U 24
2.3.4.1 Return on Equity Ratio............ooooeviiii . 26
2.3.4.2 Return on Assets Ratio.........coocooiiiiii i 27
2.3.4.3 Return on Investment Ratio...............ccooooiiinn 27
2.3.4.4 Operating Profit Margin Ratio.......................... 27
2.4 Theoretical Framework.........c..ocoviiiiiiii e 28
2.4.1 Signaling Theory......couveiiiiiii e 28
2.5 Hypothesis Development..........o.ooiieiiiniiiiii i 29
2.5.1 Liquidity Ratios. .. .ccovoniininieiii i 30
2.5.2  Profitability Ratios..........cooiiiiiiiii i 31

viii



AN T8 401 40T o) 2 PN 33

CHAPTER THREE
RESEARCH METHODOLOGY
IO 0 018 €0 1015 o ) W PN 34
3.1 Research Framework...... ..o 34
3.2 Variable Measurement. ........c.oooeviiiiiiiiiiiniiiiii i 36
3.2.1 Dependent Variable...............ccooooii 36
3.2.2 Independent Variables..............ooooviiiiiii 37
3.2.2.1 Liquidity Ratios........ccooviiiiiiiiiiiiiinn, 37
32.2.2 Profitability Ratios.........ooveiieiiiiiiiiiii, 38
3.3 Research Approach /Design.........covvviiiiiiiiiiiiiiiiiiiiii, 39
3.4 Data ColleCtion. ...ouuiiee it 39
3.5 Data Analysis TechniquUes. .........oevueiniiiiiiiiiiiiiiiive e 41
RN 010110 01 o P 42
CHAPTER FOUR
DATA ANALYSIS AND FINDINGS
4.0 TNtrOAUCHION. ..ot 43
4.1 Descriptive StatiStICS. . e ouvnur ittt et e e e e 43
4.2 COorrelation. . ... .eute et e e 45
4.3 Multiple Regression AnalysiS........oocvevueiiiiiiiiiiiiiiiiiie e 47
4.4 Model SUMMALY ... .cuviniinti i 48
4.5 Hypotheses TeStINg. .....ueuiniitii e 48
T2 SR V08V o ¥: oV 52
CHAPTER FIVE
CONCLUSION AND RECOMMENDATION
5.0 INtroduction. .. ..eei e 53
5.1 Discussions 0Of Result........ooiviiii e 53
5.2 Research Implication...........o.oiiiiiiiiii e, 55
5.3 Conclusion and Recommendations. .........ccovviviiiiiiiininiinnieiiinn, 56
5.4 Limitations and suggestion for Future Study....................cnl 58
RETOIENCE. ... e 59
APPENAIX Ao 66
Appendix B ..o 67
APPENAIX C.oo e 68
APDPENAIX Dot 69
APPendix E. .o e 70

ix



List of Tables

Tables Pages
Table 3.0: Index Companies and their various sectors 40
Tables 4.1 Descriptive statistics 45
Table 4.2 Correlation matrix 46
Table 4.3 Multiple Regression 47
Table 4.4 Model Summary 48



Figure 3.1 Research Framework

List of Figures

X1



CHAPTER ONE

INTRODUCTION

1.0 Background of the Study

Accounting is commonly termed as the language of business while finance is labeled
as the lifeblood of every organization. Therefore, as a language of business,
accounting encompasses the entire process of recording, -classifying and
summarizing data relating to economic activities of an entity and subsequent
communication of output to intended users for the purpose of further analysis and

interpretation (Osazevbaru, 2012).

Financial statements as spawn of accounting offer reliable and useful information to
shareholders and other users of financial statement in decisions making. It also
assists in predicting the outcomes of the past, present and future events as well as to
correct or confirm previous expectations (Ahmed, 2012). Financial accounting
reports are expected to provide a timely, relevant and reliable information to a wide
range of users including shareholders, creditors, employees, management, suppliers,
government agencies, stockbrokers and financial analysts for the purpose of making

effective, prudent and efficient decisions.

According to Ikhatua (2013), accounting information is usually seen as the end result
of accounting systems that consistently measure and disclose quantitative data
regarding a firm’s performance and financial position. Financial accounting

information also constitutes the foundation of financial accounting reports to
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