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Abstract

This study investigates Working Capital Management in some Manufacturing Industries in Nigeria  from 2007 to 2011. National Salt Company of Nigeria Plc, Cadbury Nigeria Plc, Flour Mills of Nigeria Plc, Dangote Flour Mills Plc, Honeywell Flour Mills Plc, Dangote Sugar Refinery Plc, UTC Nigeria Plc, Guinness Nigeria Plc, Nestle Nigeria Plc and Seven-Up Bottling Company Plc represent the sample for the study. For the existence and continuity of any organization, the working Capital Management must be well monitored.

The study used secondary source of information to collect data. The ratios relating to working Capital Management were computed and ratio analysis was used to measure the performance of the ten organizations.

The findings confirm that working capital management has effect on the profitability of an organization. It was observed that the organizations with good working capital management recorded profit while the organizations with poor working capital management sustained losses. 

If working Capital can be monitored, it has implication in terms of profitability. The study therefore recommended that working capital components such as current assets, current liabilities, quick assets etc should be critically considered in an organization. The management should insist on ratio analysis at all balance sheet dates because ratio analysis provides more information than just absolute accounting figures.
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Chapter One
INTRODUCTION

1.1
Background of the Study

In the past, the computation and management of working capital has been the work of the Accountant, however with the changing economy, many managers who were traditionally not part of this process are now being called upon to take pro-active steps in reducing the risk associated with working capital. A company’s ultimate long-term success is based upon all departments within the organization coming together to fulfill its business purpose or mission. The same ideology should be used in managing the company’s working capital strategies. The term working capital refers to short term funds required for financing the duration of the operating cycle in a business often known as Accounting year. These funds are used for carrying out the routine or regular business operations consisting of purchase of raw materials, payment of direct and indirect expenses, carrying out of production, investment in stocks and stores and amount to be maintained in the form of cash. It represents funds with which business is carried on. It can also be regarded as that proportion of the company’s total capital which is employed in short term operations. Working Capital is the amount of liquid assets available to the firm for such purposes as meeting the payroll, paying transportation cost, paying for raw materials and taking care of other expenses that must be paid in cash. It is also the available capital for the running of day to day operations of an organization. Working capital is essential to the survival of an organization because without it, the organization may not exist. It must therefore be managed properly so as to bring better performance. Working Capital Management is an integral part of financial management. Working Capital Management is concerned with the problems that arise in attempting to manage the current assets, current liabilities and the relationship that exists between them.

Working Capital Management is a very important component of corporate finance because it directly affects the liquidity and profitability of an organization. It plays an important role in the success or failure of a firm because of its effect on the firm’s profitability and liquidity. Working Capital Management involves planning and controlling current assets and current liabilities in a manner that eliminates the risk of inability to meet due short term obligations on one hand and avoid excessive investment in these assets on the other hand (Eljelly 2004). 
Lamberson (1995) confirmed that working capital management has become one of the most important issues in an organization where many financial managers are finding it difficult to identify the important drivers of working capital and the optimum level of Working Capital. Working Capital Management plays an important role in a firm’s profitability and risk as well as its value. (Smith 1980). The current assets of an organization should be monitored in such a way that it will generate maximum returns.

Van Horne and Wachowicz (2004) pointed out that excessive level of current assets may have a negative effect on a firm’s profitability and also a low level of current assets may lead to low level of liquidity and stock-outs, resulting in difficulties in maintaining smooth operations. Efficient management of working capital plays an important role of overall corporate strategy in order to create shareholder’s value. Business success heavily depends on the ability of the financial managers to effectively manage receivables, inventory and payables. (Filbeck and Krueger 2005)

In the present competitive world every organization whether big or small needs Working Capital to carry on it’s operations and achieve its targets. Proper management of Working Capital is an important role of the organization. Although profitability may be considered as the governing factor of a business, nevertheless the mismanagement of Working Capital can effectively bring to a halt or to it’s ultimate downfall what might otherwise be a successful or profitable organization. The preoccupation of management is long-term investment, Capital structure and different valuation methods. These have been the focus of intention for many researchers in the past. In a nutshell, the management is mainly concerned with the long-term financial planning or decision. 

In order to find new ways of value creation, most of the empirical studies focused on inventory management and account receivables management but working capital management has a broader view. (Lazaridis and Tryfonidis 2006 and Afza and Nazir 2008). 

Working Capital Management is concerned with the problems that arise in attempting to manage the current assets, current liabilities and the relationship that exists between them. The term current assets refers to those assets which in ordinary course of business can be or will be converted into cash within one year without undergoing a diminution in value and without disrupting the operation of the organizations. 

Examples are Cash, marketable securities, account receivables and inventory. On the other hand, current liabilities are those liabilities which are intended at their inception to be paid in the ordinary course of business in a year out of current assets or earnings of the concern. The basic current liabilities are accounts payables, bills payables, bank overdraft and outstanding expenses. 

Efficient management of working capital is a fundamental part of the overall corporate strategy to create shareholders’ value. The goal of working capital management is to manage the firm’s current assets and liabilities in such a way that a satisfactory level of working capital is maintained.                   
1.2
Statement of the problem 

In modern times a number of financial problems are faced by business organizations and for effective solutions of all problems, analytical study of the financial performance must be carried out. Every organization uses various indicators for measuring its financial performance. Financial Analyst reports the efficiency with which the funds entrusted to the management have been utilized. Annual financial reports are prepared so as to furnish the various users like creditors, bankers, financial institutions etc with information for assessment and decision-making. As long as accounting bases remain more or less the same overtime, meaningful inferences can be drawn by examining trend and raw data in financial ratios. 

The current squeeze of cash and credit is threatening the survival of many businesses as it is considered the source of company’s working assets and liabilities. The aftermath of the credit crunch is drastic reduction in production and sales, leading to massive retrenchment of workers and liquidation of many organizations. Unfortunately not every organization is able to find external financing easily. Where it is available, the cost of borrowing may be expensive, resulting in poorer bottom line. In view of this, working capital management has become one of the most important issues in the organizations where many executives strive to identify the basic working capital drivers and the appropriate level of working capital

In a perfect world, working capital assets and liabilities would not be necessary because there would be no uncertainty, no transaction costs, no scheduling costs of production or constraints of technology. The unit cost of production of goods will not change. Firms would borrow and lend at the same interest rate. Capital, labour and product markets would reflect all available information and would be perfectly competitive. In such an ideal business world, there would be little need to hold any form of inventory other than a limited amount of goods in process during production. Such an ideal business assumes that demand is exactly known in advance, that supplies keep to their due dates, production can be smoothed and orders executed directly without costs and delays. There would be no need of holding cash for working capital other than initial costs because it could be possible to make the payment from every receipt of sales. There would be no need for receivables and payables if customers pay cash immediately and the firm would also make it’s payment promptly. 

However, problems of working capital exist because these ideal assumptions are never realistic. Therefore, the study of working capital management, with  it’s different components and their various effects on profitability is a problem to be investigated.       
1.3
Research Questions 

Following from the above, the following are the research questions:

1) What are the trends in ratio analysis in National Salt Company of Nigeria plc, Cadbury Nigeria plc, Flour Mills of  Nigeria Plc, Dangote Flour Mills Plc, Honeywell Flour Mills Plc, Dangote Sugar Refinery Plc, UTC Nigeria Plc, Guinness Nigeria Plc, Nestle Nigeria Plc and Seven-Up Bottling Company Plc from 2007 - 2011?

2) What are the other variables that drive performance in National Salt Company of Nigeria plc, Cadbury Nigeria plc, Flour Mills of  Nigeria Plc, Dangote Flour Mills Plc, Honeywell Flour Mills Plc, Dangote Sugar Refinery Plc, UTC Nigeria Plc, Guinness Nigeria Plc, Nestle Nigeria Plc and Seven-Up Bottling Company Plc apart from the Working  Capital Management? 

3)    What are the effects of changes in current assets and current liabilities on     profitability?
1.4       Objectives of the Study

This research focuses on working Capital management as a measure of performance. 

Therefore the following are the objectives of the study:

· To examine the trends in ratio analysis in National Salt Company of Nigeria plc, Cadbury Nigeria plc, Flour Mills of  Nigeria Plc, Dangote Flour Mills Plc, Honeywell Flour Mills Plc, Dangote Sugar Refinery Plc, UTC Nigeria Plc, Guinness Nigeria Plc, Nestle Nigeria Plc and Seven-Up Bottling Company Plc from 2007 – 2011   

· To ascertain if there are other variables that drive performance apart from the working capital management in these companies. 

· To analyze the effects of changes in current assets and current liabilities on profitability.




 

1.5
Significance of the study 

Funds are needed in every business for carrying on day-to-day operations. Working capital funds are regarded as the life blood of a business firm. A firm can exist and survive without making profit but cannot survive without working capital funds. If a firm is not earning profit, it may be termed as ‘sick’, but not having working capital may cause bankruptcy. Therefore, a firm needs working capital to survive.

The conception of this research is that working capital management has become increasingly important for companies as a result of the current economic downturn, squeeze in credit facility and re-organization in the Nigerian banking industry.   

An analysis of financial statement can highlight an organization’s strengths and short comings. If properly analyzed and interpreted, it can provide valuable insights into a firm’s performance. The information can be used by the management to improve performance. Other people can equally use it to predict future results. This study will be helpful to both internal and external stakeholders to take financial and managerial decisions. 

The study is also expected to contribute to better understanding of the policies of formulating strategies on the management of working capital and their impact on profitability. Equally important, is that the outcome of the study will be of benefit to managers in various organizations on what strategies to employ regarding working capital management in order to improve the performance of the organization. 

 1.6
Scope/limitations of the Study

This study focuses on manufacturing companies quoted on the Nigerian Stock exchange under the Food and Beverages sector. 

However, the study will specifically concentrate on records of National Salt Company of Nigeria plc, Cadbury Nigeria plc, Flour Mills of  Nigeria Plc, Dangote Flour Mills Plc, Honeywell Flour Mills Plc, Dangote Sugar Refinery Plc, UTC Nigeria Plc, Guinness Nigeria Plc, Nestle Nigeria Plc and Seven-Up Bottling Company Plc which represent forty-eight percent of the industry. 

There are various methods of measuring efficiency, effectiveness and profitability but this study makes use of ratio analysis. The performance of working capital management is also affected by other factors like inflation, market change etc but these are not covered in this study. 

The study is based on the data and information relating to years 2007 up to 2011. The study solely depends on the published financial data, so it is subject to all limitations that are inherent in the condensed published financial statements. Therefore, the quality of the study depends purely on the accuracy, reliability and quality of the secondary data source. 
1.7
Plan of the Study

The study is divided into five chapters. Chapter one is the introductory part of the study. Chapter two contains Literature Review.

Chapter three describes the research methodology employed in the research work. 

In chapter four, the researcher presents and analyzes the collected data. Chapter five which is the last chapter deals with Summary, Conclusion, Recommendations and Contribution to knowledge.     
CHAPTER TWO

LITERATURE REVIEW
2.1
Introduction 

This chapter discusses the concepts and models relating to the study, working capital performance evaluation and general issues affecting the management of the working capital, classification of working capital and importance of working management.
2.2
 Working Capital 

Working capital analysis and management is a standard subject in managerial accounting and financial management. The matter is widely discussed in management accounting, financial management, corporate finance and other similar areas (Ross et al: 1993, Van Horne, 1998; Brigham and Houston 1996; Gitman, 1994). Although conventional working capital analysis is still in use nowadays, a new proposal for dealing with this topic arose in Brazil in the 80’s. 
In 1980, French professor and researcher Michel Fleuriet (Flueriet et al., 1980, 2003) introduced in the country a new model for analysing and managing working capital. In Brazil, the method became attached to his name, but it is also known as Advanced or Dynamic Analysis of working capital. In this model, subdivisions of current assets and liabilities are created for the sake of analysis according to the nature of their components: financial (erratic) current accounts must be separated from current operating (or cyclical) accounts. The model establishes through certain relationship between those classes of current assets and liabilities, whether a firm is in financial equilibrium or not. According to Assaf and Silva. (2002), a similar method was developed and published in English by Cox and Shulman (1995).

2.3    Concept of Working Capital 

There are two concepts of working capital-gross working capital refers to the firm’s investment in total current assets of the enterprise. Current assets are those which can be converted into cash within an accounting year (or operating cycle). They include cash, bills receivables, stock and marketable securities (Rama Gopal. 2009). Net working capital is the difference between current assets and current liabilities. Current liabilities are those claims of outsiders, which are expected to mature for payment within an accounting year. They include bills payable, bank overdraft/cash credit account and outstanding expenses. If the payment of current liabilities is delayed, the firm gets the availability of funds to that extent. So, a part of the funds required to maintain current assets is financed by the current liabilities. The firm is required to invest in the current assets, to that extent, not financed by the current liabilities. If current assets are in excess of current liabilities, net working capital is positive. A negative working capital occurs when the current liabilities exceed current assets (Rama Gopal, 2009), (Brealey and Myers, 2006). This can be represented by the following relationship. 
Working capital = Current assets – Current Liabilities

In this equation, if current assets are greater than current liabilities, then working capital is known as net current assets, this is represented by the equation WC=CA<CL(Arnold, 2008).
2.4   The Conceptual Framework 

As Miles and Huberman (1994) pointed out, a conceptual framework explains, either graphically or in narrative form, the issues to be studied. A conceptual framework covers the main features (aspects, dimensions, factors, variables) of a study and their presumed relationships (Robson, 1993). Robson also argues that developing a conceptual framework enables to be explicit about what the researcher thinks he/she is doing. It helps to be selective and to decide, which relationships are to be of importance and therefore, what data are going to be collected and analysed. The conceptual framework of this study takes into account the issues of working capital components like Current Assets, Current Liabilities, Quick Assets, Receivables, Turnover, Cash, Profit or Loss, Ratio Analysis and the Trend of the Ratios. Working Capital is calculated as Current Assets – Current Liabilities i.e WC = CA – CL 

Where: WC represents Working Capital 
CA represents Current Assets Such as Cash, Stocks, Receivables etc 

CL represents Current Liabilities Such as Creditors, Bank Overdrafts, Accruals etc 

Some ratios were computed following the conventional method. These ratios are Working Capital Ratio, Acid Test Ratio, Current Assets To Total Assets Ratio, Current Assets To Sales Ratio, Working Capital Turnover Ratio, Receivables Turnover Ratio, Cash Ratio, Current Assets Turnover Ratio, Current Liabilities To Total Assets Ratio and Cash To Current Assets Ratio. 
2.5
Internal Working Capital Management Operations, Levels and 
Flows
Internal working capital involves the co-ordinated management of a firm.

According to Rappaport (1986), the main purpose of a shareholder value network model is to demonstrate the creation of value by managing operations and levels. Particularly for shareholders value to be created, management decisions have to concentrate on three main decision categories, operating decisions, investment decisions and financing decisions.

Operating decisions with respect to working capital management include the decision regarding the purchase of materials, production process and sales of finished goods. Operations also include other supporting activities like promotion, advertisement, distribution, product mix and pricing. Which operation to apply depends on its effect on sales and on the profit margin. Investment decisions in the field of working capital management relate to managerial decisions on capital tied up in working capital (cash, receivables, inventories). Which investment type to choose depends on its effect on the cash flows from operations? Working capital financing decisions refer to the managerial decision regarding to what sources of financing to use.

These may include debt (short or long-term), capital equity or retained earnings. The working capital financing decision incorporates, trade credit or accounts payable, bank credits and others. Which type of financing sources to use depends on its cost?

If a firm is to create value, management has to design sales and purchase policies and carefully implement its plans so that the cash generated from sales is enough to finance the investment needed and financing available. The purchase policies affect not only the levels of cash but also the levels of inventory in materials and the need to finance this inventory with trade credits and bank loans. The sales policies also affect the level of cash and the level of inventory in finished goods and receivables. Therefore, the proper management of these intra-firm working capital operations and levels should enhance a firm’s cash flow and its overall potential of value creation.

2.6
External Working Capital Management, Suppliers and Customers 
Linkages       

In order to achieve a firm’s objective of value creation, a firm’s internal policies on working capital operations and levels might be co-ordinated with that of suppliers and customers. This inter-firm co-operation can create a tripartite value network with the firm and its suppliers and customers making a chain. This co-operation can help the firms, their suppliers and customers in decreasing inter-firm transaction costs as well as the carrying costs of their working capital levels, cash, and inventories, receivables and payables.

The firm’s purchase operations and suppliers’ sales operations have to be co-ordinated so that their inter-firm transaction costs and the carrying costs of suppliers’ inventories of finished goods and the firm’s inventories of materials are minimized. This will result in optimum amount of cash needed in the inter-firm transactions. It will also result in the minimum level of receivables and finished goods for the suppliers. An efficient inter-firm management with a supplier can also help in optimizing a firm’s levels of payables and suppliers receivables. The firm’s sales operations and customers purchase operations can also be co-ordinated so that their inter-firm transaction costs and the carrying cost of customer’s inventory of materials and the firm’s inventory finished goods and receivables are minimized. The cumulative effect is that all the three parties, the firm, its suppliers and customers can enhance their respective cash flows and create more value than they could without co-coordinating the management of their operations and levels.

2.7   Working Capital Performance Evaluation

Performance evaluations are made to check if the firm’s internal and external management of working capital operations and levels are creating value to the owners. There can be inward looking performance measurement and evaluation systems. 

The inward looking performance measurement and evaluation systems are based on comparing the best expected internal practices (forecasts and budgets) with their outcomes. The inward looking performance measurement and evaluation can be performed using the accounting based performance measurement and evaluation methods like the analysis of ratio and cash flows, quality (measured by defects) and labour (number, training and development).

External performance evaluation externally: It is important for the firms to assess their customers’ and creditors views and thereby appraise and plan their own operations, sales and purchases as well as the levels of investment and finance strategies. This type of performance measurement and evaluation can also be based on other external sources of information such as customer and supplier satisfaction (based on commitment, customer retention rates, perceived quality of goods and services).
2.8
General Issues Affecting the Management of Working Capital 

The factors considered above may not explain everything. It is possible that other factors in the firm’s overall environment determine the way internal and external working capital operations and levels are managed to create value. To take care of these eventualities, this conceptual frame work looks at the influences of other factors including ownership, government regulations, and management’s potential and cultural factors.

Ownership: The form of ownership also affects the potential of firms to create value. Market competition has a determining role in a firm’s potential for managerial efficiency and value creation. However, the possibility that government and transition firms can retain their ownership status and at the same time be competitive is hindered by political interference from the government. Inter firm transaction relations are also influenced by the ownership status because firms with a similar ownership status will also have similar objectives and control patterns. Generally, government firms will reflect a common objective of enhancing political, social and allocative efficiency. Privatized firms will have operational efficiency with a firm’s value creation as the ultimate objective. Transition firms may also be different in some other aspects (Hailemariam 2011).

Government Regulations: Directly or indirectly government regulations influence every aspect of a firm’s activity. The government regulations also influence the rule of business practice including the type of business operations and inter-firm linkages. Government can set rules and guidelines on how the firms have to be managed. It can determine the type of firms that enter into agreements, the type of competition and it may even set rules and guidelines on how the firms have to be managed. The more regulations and laws prohibiting the development of value chains, the less likely that the firm will use the value chain linkages approaches to manage transaction costs of working capital operations and levels. 

Managerial Background: Management potential can determine the selection from alternative management approaches. The higher the management potential the more likely the firm is to use value management as a guiding principle. This implies that, internal management of working capital and its backward and forward linked activities with those of its suppliers and customers will be determined by firm’s managerial capability. Management’s practical experience and background plays a very determining role in the development, acquisition and adaptation to proper managerial policies.

Cultural Factors: Culture also affects a firm’s overall management. Hence, working capital management has to be designed such that it takes full consideration of the cultural factors. Transactions are made between people who contact, contract and control each order’s behaviour not only on the basis of business agreements but also on their cultural practice, beliefs and norms. Working capital management techniques developed by world-renowned researchers, practically and repeatedly tried and proved to produce positive result in the western world. If replicated somewhere else, might end-up at failure. Why? Because cultural practices, beliefs and norms also determine practical management approaches (Willamson 1986).
2.9
The Inter-Relationship Among Internal, External and General 
issues   
of Managing Working Capital        
There is direct relationship among internal, external and general issues of working capital management. It is believed that the most important starting point is the internal working capital management. Before a firm tries to establish external linkages, it has to put its own house in proper conditions. A firm has to design and implement proper management of working capital levels of investment and financing as well as operations, purchasing and selling. It is only when a firm is able to manage its internal value activities (both primary and supporting) that it can start to establish efficient external linkages and inter-firm co-operation with its suppliers and customers. The same argument applies to the firm’s suppliers and customers. Unless they have successful internal management of their respective value activities, it is possible that they have problems of co-operation externally.
A firm’s overall environmental issues also affect how efficiently it can manage its working capital levels and operations both internally and externally. The existence of conducive environment, such as Skilled labour (both at the management level and work force), developed information and technology infrastructure, supportive government policy and cultural factors can have very determining role in a firm’s ability to design and implement efficient internal and external management of working capital.

 2.10    Fleuriet’s Model 

Fleuriet’s Model (Fleuriet et al, 2003) was intended to bring a new method for working capital management. Initially, the model proposes a new managerial classification for current assets and liability accounts according to their financial or operating nature, with this segregation being essential to the process of assessing firms’ working capital requirements.

Current assets (CA) are divided into current financial assets (CFA) and current operating assets (COA). The former includes essentially financial elements such as cash, banks, short-term financial investments, etc. this group “does not show, as a consequence, any pre-established behaviour, varying more strictly as a function of the economic situation and of higher or lower risk the firm wishes to take” (Assaf and Silva, 2002). Current Operating (or Cyclical) Assets (COA) is composed of accounts related to the firms’ operating activities, such as inventories, account receivables and bad debt provision, being influenced by the business volume or by the characteristics of the operating cycle phases, such as inventory management decision or sales policy. 
Similarly, Current Liabilities divided into Current Financial Liabilities (CFL) and Current Operating Liabilities (COL). CFL includes short-term debt, bank loan, dividend etc. COL is formed by the firm’s short-term obligations directly identifiable with operating cycle (suppliers’ credit i.e account receivable, taxes etc.).

Accounts inside Long-Term Assets and Fixed Assets compose a block called permanent or Non-Cyclical Assets. On the other side of the balance sheet, there is a corresponding block: Permanent (or Non-Cyclical) Liabilities which include equity and debt.
This reformulation is based on the following Fleuriet’s assumptions: operating or cyclical accounts are related to the firm’s operating activities, whereas financial accounts are not connected to its operating activities. It is worthwhile to stress the definition of erratic, in fleuriet’s words: “erratic from the latin erratic- errant, vagrant, random, wayward. In order words, this implies the no-linking of those accounts to the firm’s operating cycle” (Fleuriet, 2003). 
From the balance sheet segmentation, the concepts of Working Capital Requirements (WCR), Working Capital and Treasury Balance arise, which according to the model, are economic concepts. In the words of Assa and Silva (2002) “when the firm’s operating activity generates a cash outflow that is faster than the cash inflows (payment for production inputs occur prior to receiving the proceeds from sales for example), a permanent working capital requirement is identified, which is computed through the difference between cyclical assets and liabilities”. It should be stressed that WCR is different from the Net Working Capital (NWC), WCR is partly composed of current assets and liabilities (operations related account): 


WCR= COA-COL

Where COA and COL stand for Current Operating Assets and Liabilities respectively. It can be seen that WCR can be negative, which characterize an excess of operating activities, i.e. cash inflows are on average generated later than cash out flows. In this case, it is implied that operating liabilities become larger than operating assets, which represents a source of funds for the firm.

Another concept used by Fleuriet is Working Capital (WC), which represents a permanent source of funds for the firm, with the purpose of financing its WCR.

WC = Permanent Liabilities – Permanent Assets

One of the Working Capital characteristics is that it is relatively stable through time, changing when the firm makes new investment, which may be implemented either through self-financing (cash generated by the firm’s operations), long-term loans or equity issues.

Finally, Treasury Balance (T) is obtained through the difference between current financial assets and current financial liabilities.

This variable represents “a firm financial reserve capable of cushioning eventual expansions in working investments, especially those with a seasonal nature” (Assaf Neto and Silva, 2002). The fundamental condition required for the firm to be in financial equilibrium is that its treasury balance is positive. 

2.11  Classification of Working Capital 

The working capital is classified in two ways: on the basis of concept and on the basis of time. 

On the basis of concept, working capital is classified as gross and net working capital. On the basis of time, working capital is divided into two types: Permanent or fixed working capital and Temporary or variable working capital.

Permanent or fixed working capital is that portion of working capital, which is necessarily required to carry on the business operations. It is minimum level of current assets. This amount is permanent in the business, as fixed assets are. For example, a certain amount of inventory or receivables is permanent in the business, irrespective of the volume of sales. This level would remain constant during the peak as well as non-peak season.
2.12  Current Assets 


It is rightly observed that current assets have a short life span. These types of assets are engaged in current operation of a business and normally used for short-term operations of the firm during accounting period, that is, within twelve months. The two important characteristics of such assets are,
(i) short life span, and (ii) swift transformation into other form of assets.

2.13  Working Capital Finance

Any working capital investment needs to be paid at the time of acquisition (cash purchase) or at a later time (credit purchase). This ability to make cash payments or the assumption of credit is a source of financing. As a result of many factors (the firm being a high liquidity risk, culture, linkages), the availability of credit as a source of financing may or may not be an alternative to the management.
2.14   Components of Working Capital Financing

Investments in working capital can be financed with either internally generated or externally acquired financing alternatives. Some firms solve their financing problems by borrowing or securing their current assets (external financing) and others by selling their current assets (internal financing). According to Van Horne (1980) when firms borrow on the strength of their current assets, the major sources of short-term finances include trade credits, accruals, short-term bank loans, collateral papers, commercial papers and factoring account receivables.

2.14.1   Trade Credit Financing

Firms would rather sell for cash than on credit, but competitive pressure forces most companies to offer trade credits. Unlike credit from financial institutions, trade credit does not rely on formal collateral but on trust and reputation (Fafchamps, 1997). Trade credits create the account payable. Accounts payable is a form of short-term financing common to all businesses with a credit purchase policy. It originates when buyers are not required to pay for goods upon delivery but are allowed a short deferred period before payment is due, which may or may not include document for earlier payment. During this period the seller of the goods extends credit to the buyer. There are three types of credit: Open account, Promissory note and Trade acceptance (Van Horne, 1980).

The most common type is the open account arrangement, where the seller shops goods to the buyer along with an invoice that specifies the good shipped, the price, the total amount due and the terms of sale. Promissory note payable is a statement where debtor writes a note or letter of IOU. It is required if the creditor has not yet developed full confidence on the creditworthiness of the debtor or the value of the transaction is too large for an open account and therefore the risk of loss is very large. Trade acceptance is a supporting letter written by a bank addressed to a creditor guaranteeing a debtor’s credibility with regard to specific transaction. It is usually used in international transaction.

2.14.2    Accrual Accounts 

Accruals are short-term non-trade obligations. Accruals represent an interest free source of financing. The most common accrual accounts are wages and taxes. Firms pay employees on a weekly or monthly basis. The longer the payment interval, the greater the amount of the accrual funds. Although firms do not have much control over the frequency and magnitude, interest to be paid and taxes can also be an important source of accrual financing. 

2.14.3  Short-term Bank Loans

When the bank loan is approved, the arrangement is executed by signing a promissory note specifying the amount borrowed, the interest rate, repayment schedule and any other terms or conditions. More often than not the loan takes the form of line of credit or overdraft. This is an arrangement between the bank and its customers with respect to the maximum amount of unsecured credit the bank will permit the borrower firm. There are also other forms of short-term financing.

2.14.4    Collateral  Paper

Borrowing can be secured or unsecured. If the firm’s borrowings are secured, the firm can pledge a non-cash current assets as collateral securing for borrowed fund. Borrowings can therefore be secured with marketable securities, account receivables on inventories as collateral. This gives the lender such as banks advantage over the unsecured lenders if the firm is forced to liquidate.

2.14.5  Commercial Paper

Commercial paper is usually short-term unsecured debt security sold by large firms (Scherr 1989). It can be used to finance short-term investments. For firms with less liquidity, banks can guarantee the issue of commercial paper by allowing lines of credit or bank guaranteed letters of credit, which obliges the bank to pay if the issuing firm cannot pay.

2.14.6  Factoring Accounts Receivables 

This is a form of borrowing funds from a factor. The factor takes over the firm’s credit granting function and the firm sells the face value of the accounts receivables to the factors. It takes not the full amount because the factor calculates a service charge and interest.       
2.15 Importance of Working Capital Management 

For smooth running of an enterprise, adequate amount of working capital is very essential. Efficiency in this area can help to utilize fixed assets gainfully to ensure the firm’s long-term success and to achieve the overall goal of maximization of the shareholders’ fund. Shortage or bad management of each may result in loss of cash discount and loss of reputation due to non-payment of obligation on due dates. Insufficient inventories may be the main cause of production held up and it may compel the enterprises to purchase raw materials at unfavourable rates.

Like-wise facility of credit sales is also very essential for sale promotions. It is rightly observed that many a times business failure takes place due to lack of working capital (O’Donnel and Milton, 1964). Adequate working capital provides a cushion for bad days, as a concern can pass its period of depression without much difficulty. O’Donnel, et al 1964) correctly explained the significance of adequate working capital and mentioned that to avoid interruption in the production schedule and maintain sales; a concern requires funds to finance inventories and receivables. The adequacy of cash and current assets together with their efficient handling virtually determines the survival or demise of a concern. An enterprise should maintain adequate working capital for its smooth functioning. Both excessive working capital and inadequate working capital will impair the profitability and general health of a concern. 

The dangers of excessive working capital are as follows:

· Heavy investment in fixed assets. A concern may invest heavily in their fixed assets which are not justified by actual sales. This may create situation of over capitalization.
· Reckless purchase of material. Inventory is purchased recklessly which results in dormant slow moving and obsolete inventory. At the same time, it may increase the cost due to mishandling, waste, theft etc.
· Speculative tendencies. Speculative tendencies may increase and if profit is increased divided distribution will also increase. This will hamper the image of a concern in future when speculative loss may start. 
· Liberal credit. Due to liberal credit, size of accounts receivables will also increase. Liberal credit facility can increase bad debt and wrong practices will start, regarding delay in payment.
· Carelessness. Excessive working capital will lead to carelessness about costs which will adversely affect the profitability.


Paucity of working capital is also bad and has the following dangers:
· Implementation of operating plans becomes difficult and a concern may not achieve its profit target.
· It is difficult to pay dividend due to lack of funds. 
· Bargaining capacity is reduced in credit purchases and cash discount could not be availed.
· An enterprise looses its reputation when it becomes difficult even to meet day-to-day commitments. 
· Operating inefficiencies may creep in when a concern cannot meet its financial promises. 
· Stagnated growths as the funds are not available for new projects.
·  A concern will have to borrow funds at an exorbitant rate of interest in case of need. 
· Sometimes, a concern may be bound to sell its product at a very reduced rates to collect funds which may harm its image.
2.16  Working Capital Practice In Different Geographical Areas 
Chiou and Cheng (2006) focused on Taiwan to find out the factors which determine the working capital and can affect the management of working capital. They used the quarterly data for the period 1998-2004. They concluded that not only internal factors affect the decision about the working capital management but also there are few outside factors which can directly affect it.

Rehman and Nasr (2007) took the sample of 94 companies among the companies which are listed on Karachi Stock Exchange over the period of 6 years (1992-2004) to study the trend of Pakistiani firms towards the working capital and impact of their practice on the profit. They took the size of the company, current ratio, debt ratio, net operating profit and cash conversion cycle components of cash conversion cycle as variables. They used financial assets to total assets ratio as a control variable. They found that cash makes the major part of the current assets of Pakistiani firms. According  to them, shareholders’ wealth can be increased by reducing the length of cash conversion cycle. A similar study was conducted by Rahim and Anwar (2006) in Malaysia which validated the results of Rehman and Nasr.

Lazaridis and Tryfondis (2006) focused on Athens stock exchange and studied 131 listed companies over the period of 2001-2004 to investigate the impact of efficient working capital management on profitability. They used Cash Conversion Cycle (CCC), size of the company, fixed financial assets and financial debt ratio as independent variables. The result was similar to the previous studies in a way that firms’ profitability and cash conversion cycle are negatively correlated.
CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

 This chapter presents the methodology for the research work. It focuses on the research design, sources of information, sources of data, population, sample, research instrument and method of data analysis.

3.2   Research Design 
This research tried to explore the trends of ratio analysis in National Salt Company of Nigeria plc, Cadbury Nigeria plc, Flour Mills of  Nigeria Plc, Dangote Flour Mills Plc, Honeywell Flour Mills Plc, Dangote Sugar Refinery Plc, UTC Nigeria Plc, Guinness Nigeria Plc, Nestle Nigeria Plc and Seven-Up Bottling Company Plc from 2007 - 2011. It makes use of explanatory research strategy. Furthermore, Secondary data which is quantitative in nature was used. 

3.3   Sources of Data

In this study, data were collected from the Annual Reports and Accounts of National Salt Company of Nigeria plc, Cadbury Nigeria plc, Flour Mills of  Nigeria Plc, Dangote Flour Mills Plc, Honeywell Flour Mills Plc, Dangote Sugar Refinery Plc, UTC Nigeria Plc, Guinness Nigeria Plc, Nestle Nigeria Plc and Seven-Up Bottling Company Plc for a period of five years as published according to the regulations of the Companies and Allied matters Act 1990 and other regulatory bodies. Secondary data with is quantitative in nature was used. The collected data from this source were compiled and used with due care as per the requirements of the study. The choice of secondary data is informed because data from such a source is accurate, free from bias and provides opportunity for replication.
 3.4    Population of the Study 

The population of this study is made up of all the manufacturing companies listed on the Nigerian Stock Exchange under the Food and Beverages sub-sector of the economy. As at February 2012, there are 21 quoted companies under the Food and Beverages sub-sector of the economy as shown in table 1 below:

Table1: List of companies listed under food and beverages sector of the economy

	S/N
	NAME OF COMPANIES
	CATEGORY

	1.
	Champion Brewery Plc
	Beverages-Breweries/Distillers

	2.
	Golden Guinea Brewery Plc
	Beverages-Breweries/Distillers

	3.
	Guinness Nigeria Plc
	Beverages-Breweries/Distillers

	4.
	International Breweries
	Beverages-Breweries/Distillers

	5.
	Jos International Brewery
	Beverages-Breweries/Distillers

	6.
	Nigerian Breweries Plc
	Beverages-Breweries/Distillers

	7.
	Premier Breweries Plc
	Beverages-Breweries/Distillers

	8.
	7-Up Bottling Company
	Beverages-Non-Alcoholic

	9.
	Big Treat Plc
	Food Products

	10.
	Dangote Flour Mill
	Food Products

	11.
	Dangote Sugara Refinery
	Food Products

	12.
	Flour Mills Nigerian Plc
	Food Products

	13.
	Honeywell Flour Mills
	Food Products

	14.
	Multi-Trex Integrated Food
	Food Products

	15.
	Northern Nigeria Flour Mils Plc
	Food Products

	16.
	National Salt Company Nigeria Plc
	Food Products

	17.
	P.S. Mandrides & Company Plc
	Food Products

	18.
	UTC Nigeria Plc
	Food Products

	19.
	Union Dicon Salt Plc
	Food Products

	20.
	Cadbury Nigeria Plc
	Food Products-Diversified

	21.
	Nestle Nigeria Plc
	Food Products-Diversified


Source: Nigerian Stock Exchange, 2012 Publication.

3.5    Sample and Sampling Method. 

National Salt Company of National Salt Company of Nigeria plc, Cadbury Nigeria plc, Flour Mills of  Nigeria Plc, Dangote Flour Mills Plc, Honeywell Flour Mills Plc, Dangote Sugar Refinery Plc, UTC Nigeria Plc, Guinness Nigeria Plc, Nestle Nigeria Plc and Seven-Up Bottling Company Plc from 2007 - 2011 represent the sample for this study. The sample is forty-eight percent of the population.

The sampling method adopted for the selection is purposeful sampling. 
3.6   Research Instrument 

The study employed the use of Secondary data which were collected from the Annual Reports and Accounts of National Salt Company of Nigeria plc, Cadbury Nigeria plc, Flour Mills of  Nigeria Plc, Dangote Flour Mills Plc, Honeywell Flour Mills Plc, Dangote Sugar Refinery Plc, UTC Nigeria Plc, Guinness Nigeria Plc, Nestle Nigeria Plc and Seven-Up Bottling Company Plc from 2007 - 2011 for a period of five years as published according to the regulations of the Companies and Allied Matters Act 1990 and other regulatory bodies. 


The collected data from this source were compiled and used with due care as per the requirements of the study. The choice of secondary data is because the data from such a source is accurate, free from bias and provides opportunity for replication.

3.7  Validity of Research Instrument

Regarding the trustworthiness of the research instrument, there will be no reason to doubt it’s authenticity since all the figures are extracted from the official reports of the companies which were all audited by reliable audit firms

3.8  Method of Data Analysis 

For analysing data:, ratios, percentages and other statistical tools were used. 

The ratios relating to working capital management which were used are:-

i. Working Capital Ratio 


This is also known as current ratio. According to Pandey I.M, the 
current ratio indicates the ability of a firm to pay it’s current liabilities which will be due for payment in approximately twelve months from the current assets which will 
become liquid in the same period. It is calculated thus: 



Current Assets



Current Liabilities

The standard working capital ratio is 2:1

ii.  Acid Test Ratio 
This is also known as Quick Asset Ratio. According to Pandey I. M, this ratio shows the relative amount of liquid assets available to meet short term Liabilities. 

Acid Test Ratio is the ratio of quick assets to current liabilities. This ratio 
expresses the relative amount of cash and other assets that can be easily 
converted to cash that is available to meet current liabilities. 

It is calculated thus: 



Current Assets – Stock



Current Liabilities


The standard Acid Test Ratios is 1:1 

iii. Current Assets To Total Assets Ratio.
 This ratio indicates the proportion of Current Assets investment to total 

investment in assets. The ratio should not be too high or too low. 


It is calculated thus: 




Current Assets   




Total Assets 

iv.  Current Assets To Sales Ratio 
This is a trading ratio. It indicates the efficiency with which current assets turn 
into sales. It is calculated thus: 



Current Assets 


              Sales

v.  Working Capital Turnover Ratio 

This ratio guides the financial manager to utilize the available funds in an 

                           effective and efficient way. The higher ratio indicates better utilization. 



It is calculated thus: 



Net Sales




Net Working Capital 

vi.  Receivables Turnover Ratio 

This ratio expresses the number of times trade debtors are turned over during the reporting period. It determines how quickly the accounts receivables are turning into cash. The higher the value of debtors turnover, the more efficient is the  management of credit.


It is calculated thus: 




Sales  




Receivables 

vii. Cash Ratio 


This ratio establishes a relationship between cash and current liabilities. Cash is the most
liquid asset in the financial statement of a company. If the cash ratio is low, there may not be problem provided the company has a reserve borrowing power. It is calculated thus: 




Cash + Cash Equivalent    




Current Liabilities

viii. Current Assets Turnover Ratio 



This is a measure of how effectively the current assets are being used to generate sales. It establishes a relationship between sales and current assets. If the ratio is low, it means there is over-investment in current assets. 

It is calculated thus: 




      Sales 



           
Current Assets
ix. Current Liabilities To Total Assets Ratio.


This ratio indicates the proportion of Current Liabilities to Total Assets. The lower the ratio the better the organization.


 It is calculated thus: 



Current Liabilities 



Total Assets

x. Cash to Current Assets Ratio 

This Ratio indicates the proportion of cash to current assets. It should not be too high so as to avoid idle cash  

 
It is calculated thus: 



Cash 



Current Assets

3.9   Research Credibility

The credibility of research is judged on two bases: 

3.9.1  Reliability

Reliability refers to the possibility that the results can be repeated (Bryman and Bell 2003). It means the result will be the same even if another researcher will carry out the research on a different occasion. Furthermore the research should not be subject bias, observer bias and it should not have any subject error (Saunders and Lewis 2000). Since these data are gathered from the audited financial reports of the companies, if the research will be repeated by someone else, it will give the same result.

3.9.2 Validity 

Validity means the findings of the research are real. For example, the research conducted to explain the relationship between two variables will show the same relationship as it is in reality and there exists no fictitious number to make the result attractive (Saunders and Lewis 2000). A high validity comes from the correct choice of the variables to measure the observed phenomenal. The internal validity observes how the concepts and operational definitions are related (Bryman and Bell 2003). External validity observes how the materials and the data were collected (Bryman and Bell 2003). Since all the data are from the audited annual reports, there are no reservations with the external validity of this research.

CHAPTER FOUR

DATA ANALYSIS

4.1  Introduction

This chapter presents the analysis of data collected from the Annual Reports and Accounts of National Salt Company of Nigeria plc, Cadbury Nigeria plc, Flour Mills of  Nigeria Plc, Dangote Flour Mills Plc, Honeywell Flour Mills Plc, Dangote Sugar Refinery Plc, UTC Nigeria Plc, Guinness Nigeria Plc, Nestle Nigeria Plc and Seven-Up Bottling Company Plc for a period of five years (2007 – 2011 ) as published according to the regulations of the Companies and Allied Mattes Act 1990
4.2     Data Presentation 

Table 2: 
Working Capital Components of National Salt Company of Nigeria plc from 2007 - 20011


	
	2007
	2008
	2009
	2010
	2011

	Current asset
	4671782
	55466032
	5247107
	4954419
	6739203

	Current liabilities
	(2302930)
	(3117097)
	(2800807)
	(2024216)
	(3551370)

	Quick Assets
	4198358
	4818002
	4363878
	4039221
	5893945

	Total assets
	6088302
	7483842
	8155007
	7509792
	10046709

	Turn over
	6252575
	7888276
	8767353
	8894015
	9681720

	Net working capital
	2368852
	2428935
	2446300
	2930203
	3184833

	Receivable 
	1587083
	1329858
	1961926
	1567463
	2198145

	Cash 
	723632
	1394748
	759856
	1448485
	956623


Source: Annual Reports and Accounts of 2007 – 2011 of National Salt Company of Nigeria Plc

 The data in Table 2 above were compiled from annual reports and accounts of National Salt Company of Nigeria Plc for a period of five years  beginning from 2007 to 2011. The data were used to compute the working capital management ratios in National Salt Company of Nigeria Plc for five years beginning from 2007-2011.

Table 3: Working Capital components of Cadbury Nigeria Plc from 2007 – 2011 

	
	2007
	2008
	2009
	2010
	2011

	Current asset
	7238368
	7775647
	10306999
	13976821
	18589512

	Current liabilities
	20338490
	22202130
	8792676
	12097087
	12182826

	Quick Assets
	4944869
	48244836
	7823799
	11000731
	16627004

	Total assets
	25263150
	23130129
	25431400
	28717816
	32697381

	Turn over
	18017952
	21729161
	23240611
	26998611
	31018546

	Net working capital
	(13100122) 
	(14426483)
	1514323
	3018272
	64066065

	Receivables
	1318686
	2456994
	1574356
	3018275
	3552065

	Cash 
	2056110
	1554444
	4854402
	6118050
	11808574


Source: Annual Reports and Accounts of 2007 – 2011 of Cadbury Nigeria plc

The data in Table 3 above were compiled from annual reports and accounts of Cadbury Nigeria Plc for a period of five years beginning from 2007 to 2011. The data were used to compute the working capital management ratios in Cadbury Nigeria Plc for five years beginning from 2007-2011.
Table 4: Working Capital Components of Flour Mills of Nigeria Plc from 2007 – 2011 

	
	2007
	2008
	2009
	2010
	2011

	Current asset
	40,297,906
	52,465,688
	59,425,804
	43,720,664
	56,810,652

	Current liabilities
	26,004,512
	45,021,947
	55,244,418
	38,361,585
	30,153,185

	Quick Assets
	27,766,345
	37,541,594
	38,676,204
	23,035,068
	27,439,768

	Total Assets
	59,604,711
	84,581,643
	105,691,585
	100,957,576
	116,730,494

	Turn Over
	91,074,560
	104,051,379
	147,388,331
	157,094,863
	161,796,284

	Net Working Capital
	14,293,394
	7,443,741
	4,171,386
	5,359,079
	26,657,467

	Receivables
	23,745,699
	21,524,205
	20,769,429
	18,508,258
	22,382,013

	Cash 
	4,020,646
	16,017,389
	17,906,775
	4,526,810
	5,057,755


Source: Annual Reports and Accounts of 2007 – 2011 of Flour Mills Company of  Nigeria plc 
The data in Table 4 above were compiled from annual reports and accounts of Flour Mills Company of Nigeria Plc for a period of five years beginning from 2007 to 2011. The data were used to compute the working capital management ratios in Flour Mills Company of Nigeria Plc for five years beginning from 2007-2011.
Table 5: Working Capital Components of Dangote Flour Mills Plc from 2007 – 2011 

	
	2007
	2008
	2009
	2010
	2011

	Current Asset
	31,318,723
	34,133,066
	28,200,476
	32,529,277
	41,736,426

	Current Liabilities
	30,224,414
	34,397,016
	27,739,780
	29,699,669
	39,180,140

	Quick Assets
	22,932,717
	28,735,617
	24,951,688
	29,602,592
	36,837,290

	Total Assets
	52,444,735
	57,931,137
	54,625,917
	59,963,357
	68,786,270

	Turn over
	31,303,845
	30,109,610
	41,839,919
	42,695,383
	38,679,844

	Net Working Capital
	1,094,309
	(263,950)
	460,696
	2,829,608
	2,556,286

	Receivables
	22,156,166
	28,363,985
	23,724,858
	29,113,854
	35,550,430

	Cash 
	1,680,060
	371,632
	1,226,829
	1,488,738
	1,286,860


Source: Annual Reports and Accounts of 2007 – 2011 of Dangote Flour Mills Plc
The data in Table 5 above were compiled from annual reports and accounts of Dangote Flour Mills Plc for a period of five years beginning from 2007 to 2011. The data were used to compute the working capital management ratios in Dangote Flour Mills Plc for five years beginning from 2007-2011.

Table 6: Working Capital Components of Honey Well Flour Mills Plc from 2007 – 2011 

	
	2007
	2008
	2009
	2010
	2011

	Current Asset
	4,860,3775
	6,802,608
	7,466,366
	17,866,031
	19,478,042

	Current Liabilities
	7,335,330
	10,051,863
	10,482,103
	10,615,105
	15,711,759

	Quick Assets
	2,783,146
	1,868,151
	3,433,876
	14,580,964
	16,251,416

	Total Assets
	10,919,795
	14,794,961
	16,162,445
	25,527,658
	32,983,854

	Turn over
	15,599,805
	18,773,815
	25,964,192
	28,483,098
	29,310,102

	Net Working Capital
	(2,474,955)
	(3,249,255)
	(3,015,737)
	7,250,926
	3,766,283

	Receivables
	2,419,013
	1,677,637
	3,433,876
	14,580,964
	16,251,416

	Cash 
	364,133
	190,514
	218,127
	3,446,444
	3,584,788


Source: Annual Reports and Accounts of 2007 – 2011 of Honey Well Flour Mills plc

The data in Table 6 above were compiled from annual reports and accounts of Honey Well Flour Mills Plc for a period of five years beginning from 2007 to 2011. The data were used to compute the working capital management ratios in Honey Flour Mills Plc for five years beginning from 2007-2011.
Table 7: Working Capital Components of Dangote Sugar Refinery Plc from 2007 – 2011 

	
	2007
	2008
	2009
	2010
	2011

	Current Asset
	36,088,400
	43,543,599
	61,042,687
	45,579,106
	40,579,106

	Current Liabilities
	36,817,668
	24,251,186
	35,038,905
	19,245,651
	15,245,651

	Quick Assets
	31,990,757
	34,285,832,
	46,948,643
	29,618,730
	24,618,730

	Total Assets
	50,124,116
	58,173,389
	78,707,221
	62,293,982
	50,293,982

	Turn over
	80,649,442
	80,671,383
	82,395,712
	89,980,499
	96,980,499

	Net Working Capital
	14,270,732
	19,292,413
	26,003,782
	26,633,455
	26,668,455

	Receivables
	12,003,628
	14,438,721
	24,.070,263
	23,378,473
	22,378,473

	Cash 
	19,987,129
	19,847,111
	22,878,380
	6,240,257
	4,240,257


Source: Annual Reports and Accounts of 2007 – 2011 of Dangote Sugar Refinery Plc
The data in Table 7 above were compiled from annual reports and accounts of Dangote Sugar Refinery Plc for a period of five years beginning from 2007 to 2011. The data were used to compute the working capital management ratios in Dangote Sugar Refinery Plc for five years beginning from 2007-2011.
Table 8: Working Capital Components of UTC Nigeria Plc from 2007 – 2011 

	
	2007
	2008
	2009
	2010
	2011

	Current Asset
	562,001
	583,225
	731,193
	520,312
	526,704

	Current Liabilities
	992,028
	1,128,412
	1,118,473
	968,549
	594,682

	Quick Assets
	429,812
	437,575
	567,749
	352,009
	384,058

	Total Assets
	2,520,299
	2,681,934
	2,785,223
	2,594,952
	2,852,882

	Turn over
	1,465,050
	2,153,930
	2,579,822
	2,823,497
	2,798,120

	Net Working Capital
	(430,027)
	(545,187)
	(387,280)
	(448,237)
	(67,978)

	Receivables
	403,463
	416,659
	528,912
	304,524
	221,033

	Cash 
	26,349
	20,916
	38,837
	47,485
	163,025


Source: Annual Reports and Accounts of 2007 – 2011 of UTC Nigeria plc

The data in Table 8 above were compiled from annual reports and accounts of UTC Nigeria Plc for a period of five years beginning from 2007 to 2011. The data were used to compute the working capital management ratios in UTC Nigeria Plc for five years beginning from 2007-2011.
Table 9: Working Capital Components of Guinness Nigeria Plc from 2007 – 2011 

	
	2007
	2008
	2009
	2010
	2011

	Current Asset
	41,416,320
	36,399,743
	35,764,651
	38,327,725
	44,422,511

	Current Liabilities
	26,568,316
	25,640,278
	31,141,958
	30,648,377
	36,588,640

	Quick Assets
	28,695,422
	23,532,301
	18,916,952
	22,175,019
	26,988,587

	Total Assets
	71,809,427
	74,655,667
	73,868,737
	78,396,876
	92,227,824

	Turn over
	62,265,413
	69,172,852
	89,148,207
	109,366,975
	123,663,125

	Net Working Capital
	14,848,004
	10,759,465
	4,622,693
	7,679,348
	7,833,871

	Receivables
	6,688,271
	8,424,321
	13,095,958
	9,469,833
	18,907,997

	Cash 
	22,007,171
	15,107,980
	5,820,994
	12,705,186
	8,080,590


Source: Annual Reports and Accounts of 2007 – 2011 of Guinness Nigeria Plc
The data in Table 9 above were compiled from annual reports and accounts of Guinness Nigeria Plc for a period of five years beginning from 2007 to 2011. The data were used to compute the working capital management ratios in Guinness Nigeria Plc for five years beginning from 2007-2011.
Table 10: Working Capital Components of Nestle Nigeria Plc from 2007 – 2011 

	
	2007
	2008
	2009
	2010
	2011

	Current Asset
	10,816,368
	15,342,204
	18,845,756
	20,105,323
	21,954,807

	Current Liabilities
	8,236,796
	11,093,617
	19,010,968
	19,455,299
	23,420,143

	Quick Assets
	5,590,539
	8,927,039
	8,148,189
	11,611,284
	12,052,569

	Total Assets
	21,252,320
	29,159,552
	44,250,372
	60,347,062
	76,945,593

	Turn over
	44,027,525
	51,742,302
	68,317,303
	82,726,229
	97,961,260

	Net Working Capital
	2,579,572
	4,248,587
	(165,212)
	650,024
	(1,465,336)

	Receivables
	3,254,846
	5,283,906
	6,384,247
	8,518,582
	10,982,681

	Cash 
	2,335,693
	3,643,133
	1,763,942
	3,092,702
	1,069,888


Source: Annual Reports and Accounts of 2007 – 2011 of Nestle Nigeria Plc

The data in Table 10 above were compiled from annual reports and accounts of Nestle Nigeria Plc for a period of five years beginning from 2007 to 2011. The data were used to compute the working capital management ratios in Nestle Nigeria Plc for five years beginning from 2007-2011.
Table 11: Working Capital Components of Seven-Up Bottling Company Plc from 2007 – 2011 

	
	2007
	2008
	2009
	2010
	2011

	Current Asset
	10,407,041
	9,741,455
	13,287,036
	15,287,036
	17,892,516

	Current Liabilities
	7,823,831
	6,752,435
	11,617,672
	14,617,672
	16,914,742

	Quick Assets
	6,195,671
	5,649,761
	8,290,176
	9,290,176
	9,767,351

	Total Assets
	21,647,367
	23,982,210
	31,879,851
	38,879,851
	40,231,991

	Turn over
	27,309,123
	30,572,218
	34,864,287
	41,069,113
	51,098,232

	Net Working Capital
	2,583,210
	2,989,020
	1,669,364
	669,364
	977,774

	Receivables
	2,935,993
	3,193,034
	7,023,091
	8,023,091
	8,069,037

	Cash 
	3,259,678
	2,456,727
	1,267,085
	987,085
	1,698,314


Source: Annual Reports and Accounts of 2007 – 2011 of Seven-Up Bottling Company Plc

The data in Table 11 above were compiled from annual reports and accounts of Seven-Up Bottling Company Plc for a period of five years beginning from 2007 to 2011. The data were used to compute the working capital management ratios in Seven-Up Bottling Company Plc for five years beginning from 2007-2011.
4.3   Data Analysis 

Working Capital ratios were computed for the purpose of analysis of working capital management of National Salt Company of Nigeria plc, Cadbury Nigeria plc, Flour Mills of  Nigeria Plc, Dangote Flour Mills Plc, Honeywell Flour Mills Plc, Dangote Sugar Refinery Plc, UTC Nigeria Plc, Guinness Nigeria Plc, Nestle Nigeria Plc and Seven-Up Bottling Company Plc. Ratio analysis is a powerful tool of financial analysis. Ten  ratios relating to working capital were computed and analysed.

The summary of the ten computed ratios of National Salt Company of Nigeria plc, Cadbury Nigeria plc, Flour Mills of  Nigeria Plc, Dangote Flour Mills Plc, Honeywell Flour Mills Plc, Dangote Sugar Refinery Plc, UTC Nigeria Plc, Guinness Nigeria Plc, Nestle Nigeria Plc and Seven-Up Bottling Company Plc for the period 2007-2011 are shown in Appendices i – x.
4.4 Findings
 The profit of National Salt Company of Nigeria Plc increased by 3% between 2007-2008 and 41.9% between 2008 and 2009. This good trend could be attributed to better management of working capital because the working capital ratios within the period are in line with the standards. However, between 2009 and 2010, when most of the working capital ratios are not in line with the standards, the profit dropped by 10.5%. The profit rose by 30.7% between 2010 and 2011 when most of the working capital ratios are in line with the standards. The working capital ratios of Cadbury Nigeria Plc from 2007-2009 are not in line with the standards and the company recorded losses in those periods. These losses may be attributed to the poor management of working capital as can be seen from the ratios. However, in 2010 and 2011, the working capital ratios are in line with the standards and the company recorded profits in those periods. Between 2007 and 2008, the profit of Flour Mills of Nigeria Plc dropped by 15%, between 2008 and 2009, the profit dropped by 42% and between 2010 and 2011, the profit dropped by 25%. This poor trend could be attributed to the poor management of working capital as can be seen from the ratios. 

The profit of Dangote Flour Mills Plc dropped by 30% between 2009 and 2010 and 72% between 2010 and 2011 when most of the working capital ratios are not in line with the standards. The profit of Honey Well Flour Mills Plc increased by 28% between 2007 and 2008 and dropped by 73% between 2008 and 2009. The fall in the profit could be attributed to the poor management of working capital. The profit of Dangote Sugar Refinery Plc dropped by 40% between 2008 and 2009 when most of the ratios are not in line with the standards.  The profit of UTC Nigeria Plc increased by 23% between 2007 and 2008, 61% between 2008 and 2009 and 7% between 2009 and 2010. The company recorded a high rate of increase in profit between 2008 and 2009 when the working capital was properly managed. The profit of Guinness Nigeria Plc increased by 1.4% Between 2009 and 2010 but the rate of increase rose to 30% between 2010 and 2011 when most of the working capital ratios fell within the standards. This confirms that between 2010 and 2011, working capital management was better than other periods. Nestle Nigeria Plc did not record a fall in profit throughout the five years under study, however it recorded the highest rate of increase of 33% between 2010 and 2011 when the working capital was properly managed.  The profit of Seven-Up Bottling Company Plc increase by 32% between 2007 and 2008, dropped by 5% between 2008 and 200, rose again by 15% between 2009 and 2010 and 30% between 2010 and 2011. The fall in profit between 2008 and 2009 could be attributed to poor management of working capital at that period.        
It can then be concluded that working capital management has effect on the profitability of an organization. When the working capital is managed properly, it will lead to better performance inform of profitability level but when the working capital is not managed properly it will have negative effect on the profitability level. Considering the computed ratios of the ten companies and the reported Profit or Loss in the five years under investigation, it is evident that where
working capital is properly managed, there are positive effects on the profit.  
4.5 Performance Charts 
Three ratios were selected to be shown graphically. The ratios are: 

Working Capital Turnover Ratio: This ratio guides the financial manager to utilize the available funds in an effective and efficient way. The higher ratio indicates better utilization. 

Current Assets Turnover Ratio: This ratio indicates efficiency of utilization of current assets in generating revenue. A low ratio indicates over investment in current assets.

Receivables Turnover Ratio: This ratio seeks to determine how quickly the accounts receivables are turning into cash. It is used to determine the degree of responsiveness of debtors to credit sales activities. A high ratio indicates good management of credit.     
Fig. 1: Working Capital Turnover Ratio of National Salt Company of Nigeria plc from 2007 – 2011 
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The chart in Fig. 1 above shows that there was an increase in working capital ratio between 2007 and 2009.  The trend fell in 2010 but rose again in 2011.  The higher ratio indicates better utilization.   Generally, the trend is good which confirms better utilization of working capital management.
Fig 2: Working Capital Turnover Ratio of Cadbury Nigeria Plc from 2007- 

2011 
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The chart in Fig. 2 above shows a downward slopping curve which indicates lower utilization.  The trend is not good, which confirms that working capital management is poor over the period. 
Fig 3: Working Capital Turnover Ratio of Flour Mills of  Nigeria Plc from 2007- 

2011 

WCTR  36


  34





x



  32



  30





   


  28







x






  26













  24


  22


  20 



  18


  16
     
             14



             12



 x

             10










    


              8                                                                                                 


   6

    x







   x


   4


   2




2007

2008

2009

2010
2011  










   

Year
The chart in fig 3 above shows an upward slopping curve from 2007 to 2009 which indicates better utilization of Working Capital Management and downward slopping curve from 2010 to 2011 which indicates lower utilization of Working Capital Management. 
Fig 4: Working Capital Turnover Ratio of Dangote Flour Mills Plc from 2007- 

2011 
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The chart in fig 4 above shows that the trend is not good generally as it shows a better utilization of Working Capital Management only in 2009. 

Fig 5: Working Capital Turnover Ratio of Dangote Flour Mills Plc from 2007- 

2011 
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The chart in fig 5 above shows a very bad trend from 2007 to 2009 and a good trend from 2010 to 2011. This confirms poor management of Working Capital from 2007 to 2009 and better management of Working capital from 2010 to 2011. 

Fig 6: Working Capital Turnover Ratio of Dangote Sugar Refinery Plc from 2007- 
2011 
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The chart in fig 6 above shows a downward slopping curve. This is not a good trend which confirms poor Management of Working Capital.  

Fig 7: Working Capital Turnover Ratio of Guinness Nigeria Plc from 2007- 

2011 
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The chart in fig 7 above shows a fair Management of Working Capital because the trend is not good enough. 

Fig 8: Working Capital Turnover Ratio of Seven-Up Bottling Company Plc from 
2007- 
2011 
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The chart in fig 8 above shows a poor trend between 2007 and 2008, fair in 2009 and good in 2010. Generally the trend is not good enough. 
Fig: 9 Current Assets Turnover Ratio of National Salt Company of Nigeria Plc from 2007 – 2011 
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The chart in Fig. 9 above shows that there was an increase in current assets turnover ratio between 2008 and 2010.  The low ratios in 2007 and 2011 represent period of overinvestment in current assets.  Generally the trend is not bad.
Fig: 10: Current Assets Turnover Ratio of Cadbury Nigeria Plc from 2007 – 2011 
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The chart in Fig. 10 above shows an increase in current assets turnover ratios in 2007 and 2008 while 2009 to 2011 shows low ratios.  The low ratios indicate period of overinvestment in current assets.  The trend is fair.
Fig: 11: Current Assets Turnover Ratio of Flour Mills Nigeria Plc from 2007 
– 2011 
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The chart in Fig. 11 above shows that there was an increase  in current assets turnover ratios from 2009 to 2010. The low ratios in 2007 and 2008 represent period of over-investment in current assets. The trend is not good enough. 

Fig: 12: Current Assets Turnover Ratio of Dangote Flour Mills Plc from 2007 – 2011 
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The chart in Fig. 12 above shows that there was an increase in current assets turnover ratios from 2008 and 2009. The low ratios in 2010 and 2011 represent the period of over-investment in current assets which is not good.

Fig: 13: Current Assets Turnover Ratio of UTC Nigeria Plc from 2007 – 
2011 
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The chart in Fig. 13 above shows that there was an increase in current assets turnover ratios from 2007 to 2008 and 2009 to 2010. Generally the trend is not bad. 
Fig: 14: Current Assets Turnover Ratio of Nestle Nigeria Plc from 2007 – 
2011 
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The chart in Fig. 14 above shows an up ward slopping curve between 2008 and 2009 and 2010 and 2011. This is a good trend which justifies proper management of current assets.
Fig: 15: Receivables Turnover Ratio of National Salt Company of Nigeria Plc from 2007 - 2011
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The chart in Fig. 15 above shows an increase in receivables turnover ratio in 2008 but fell in 2009 and picked up again in 2010.  The higher, the values of receivables turnover ratio, the more efficient is the management of credit.
Fig 16: Receivables Turnover ratio of Cadbury Nigeria Plc from 2007 – 2011   
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The chart in Fig. 16 above shows there was an increase in receivables turnover ratio only in 2009.  While 2007, 2008, 2010 and 2011 recorded low ratios.  This confirms that management of credit was efficient only in 2009.
Fig: 17: Receivables Turnover Ratio of UTC Nigeria Plc from 2007 – 
2011 
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The chart in Fig. 17 above shows an upward slopping curve which represents an increase in receivables turnover ratio. This is a good trend because the higher the value of receivables turnover ratio, the more efficient is the management of credit.
Fig: 18: Receivables Turnover Ratio of Guinness Nigeria Plc from 2007 – 
2011 
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The chart in Fig. 18 above shows an upward slopping curve. This is a good trend which confirms good management of credit.
CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.5 Summary 

Working capital management is of particular importance to an
 organization. It is the effective blood stream of an organization. Just as circulation of blood is very necessary to human body, so it is necessary to maintain working capital for the survival of an organization. 

The study is on Working Capital Management As a Measure of  Performance. National Salt Company of Nigeria plc, Cadbury Nigeria plc, Flour Mills of  Nigeria Plc, Dangote Flour Mills Plc, Honeywell Flour Mills Plc, Dangote Sugar Refinery Plc, UTC Nigeria Plc, Guinness Nigeria Plc, Nestle Nigeria Plc and Seven-Up Bottling Company Plc were used as case study. The study focused mainly on the financial analysis of National Salt Company of Nigeria Plc, Cadbury Nigeria Plc Flour Mills of Nigeria Plc, Dangote Flour Mills Plc, Honeywell Flour Mills Plc, Dangote Sugar Refinery Plc, UTC Nigeria Plc, Guinness Nigeria Plc, Nestle Nigeria Plc and Seven-Up Bottling Company Plc. 

Financial Analysis is a process of identifying financial strengths and weaknesses of an organization. This may be accomplished either through trend analysis of the company’s ratios over a period of time or through comparison of the company’s ratios with another company. 

Ten ratios relating to working capital were computed and analysed. Comparisons were made among the ten companies over the five year period and observations were noted.

5.6 Conclusion 

Working Capital is essential to the survival of an organisation.  There should be proper management of working capital because it is very important for the success of an organization. Inefficient working capital management will lead to loss of profits in the short run and will ultimately lead to the downfall of the organization in the long run. The failure of an organization to meet it’s obligation due to lack of sufficient liquidity will result in poor credit worthiness and loss of creditors’ confidence. 


Also, a very high degree of liquidity is bad because idle assets will earn nothing. Excessive working capital will make the return on Capital Employed of the company to be lower since the funds are not being efficiently employed to generate returns. 

Working Capital Management affect both the profitability and liquidity of a company. 
Any change in either current assets or current liabilities will have effect on the profitability of an organization. 

Findings from the literature also revealed that other variables that drive performance apart from the working capital management are the labour force and the leadership. When employees are given equal opportunities to widen their experience and knowledge and to qualify for promotions, it will affect performance positively. When employees are corrupt, it will affect performance negatively

Also when the company is committed to keeping employees fully informed regarding the company’s performance and progress and seeking their views whenever practicable, it will affect performance positively. 

It is admitted that financial ratio analysis alone cannot give complete answers to questions about the performance of a company, however financial ratios are still useful tools of financial analysis they only need to be used with caution.  

5.7 Recommendations


There should be an effective device for working capital planning. 


A company should always ensure that it does not suffer from lack of 
liquidity and does not keep excess funds. A company should always maintain a good cash budgeting system. This will assist in maintaining a moderate cash level.  


Every organization should always maintain a sound working capital position because excessive and inadequate working positions are dangerous.

The management should insist on the preparation of ratio analysis at all balance sheet dates because ratio analysis provides more information than absolute accounting figures.

Working Capital components should be critically considered in an organisation.  

5.8 Contribution to Knowledge
Working capital is essential to the survival of an organisation because without it the organisation may not exist. The management of working capital has implication on the profit of the organization. The better the management of working capital, the better the profit.
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APPENDICES

APPENDIX I: Trends of working capital ratios in National Salt Company of Nigeria Plc in 2007-2011

	RATIOS
	TRENDS 

	Working Capital Ratio
	2:1, 1.8:1, 1.9:1, 2.5:1 and 1.9:1

	Acid test ratio  
	1.8:1, 1.6:1, 1.6:1, 2:1 and 1.7.1


	Current assets to total assets ratio
	0.8:1. 0.7:1, 0.6:1, 0.7:1 and 0.7:1

	Current assets to sales ratio
	0.7:1, 0.7:1, 0.6:1, 0.6:1 and 0.7:1

	Working Capital  Turnover Ratio
	3,3,4,3,and 3

	Receivables Turnover Ratio
	4,6,5,6 and 4

	Cash Ratio
	0.3:1, 0.4:1 0.3:1 0.7:1 and 0.3:1

	Current Assets Turnover Ratio
	1,1,2,2 and 1

	Current Liabilities to Total Assets Ratio
	0.4:1, 0.4:1, 0.3:1, 0.3:1 and 0.4:1

	Cash to Current Assets Ratio
	0.2:1, 0.3:1, 0.1:1, 0.3:1 and 0.1:1

	Profit/Loss
	1,259,873, 1,298, 293,  1,842,346, 1,648,321 and 2,154,077



Source: Computed ratios from the Working Capital Components of National Salt Company of Nigeria Plc from 2007-2011.


APPENDIX II: Trends of working capital ratios in Cadbury Nigeria Plc in 2007-2011

	RATIOS
	TRENDS

	Working Capital Ratio
	0.4:1, 0.4:1, 1.2:1, 1.2:1 and 1.5:1

	Acid test ratio  
	0.3:1, 0.2:1, 0.9:1, 0.9:1 and 1.4:1

	Current assets to total assets ratio
	0.3:1, 0.3:1, 0.4:1, 0.5:1 and 0.6:1

	Current assets to sales ratio
	0.4:1, 0.4:1, 0.4:1, 0.5:1 and 0.6:1

	Working Capital  Turnover Ratio
	0, 0, 15, 14 and 5

	Receivables Turnover Ratio
	14, 9,15, 9 and 9

	Cash Ratio
	0.1:1, 0.1:1, 0.6:1, 0.5:1 and 0.97:1

	Current Assets Turnover Ratio
	3,3,2,2 and 2

	Current Liabilities to Total Assets Ratio
	0.8:1 0.95:1, 0.3:1 0.4:1 and 0.4:1


	Cash to Current Assets Ratio
	0.3:1, 0.2:1, 0.5:1 0.4:1 and 0.6:1

	Profit/Loss
	(464,231), (2,952,772),(1,023,699), 1,352,154 and 3,812,826


Source: Computed ratios from the Working Capital Components of Cadbury Nigeria Plc from 2007-2011.

APPENDIX III: Trends of Working Capital Ratios in Flour Mills of Nigeria Plc in 2007-2011

	RATIOS
	TRENDS

	Working Capital Ratio
	1.6:1,1.2:1,1.1:1,1.1:1 and 1.9:1

	Acid Test Ratio  
	1.1:1,0.8:1,0.7:1,0.6:1 and 0.9:1

	Current Assets to Total Assets Ratio
	0.7:1,0.6:1,0.6:1,0.4:1 and 0.5:1

	Current assets to sales ratio
	0.4:1,0.5:1,0.4:1,0.3:1 and 0.4:1

	Working Capital  Turnover Ratio
	6, 14, 35, 29 and 6

	Receivables Turnover Ratio
	4, 5, 7, 8 and 7

	Cash Ratio
	0.2:1,0.4:1,0.3:1,0.1:1 and 0.2:1

	Current Assets Turnover Ratio
	2, 2, 3, 4, and 3 

	Current Liabilities to Total Assets Ratio
	0.4:1,0.5:1,0.5:1,0.4:1 and 0.3:1

	Cash to Current Assets Ratio
	0.1:1,0.3:1,0.3:1,0.1:1 and 0.1:1

	Profit/Loss
	5,095,991, 4,324,760, 2,469,513, 13,370,731 and 10,095,752


Source: Computed ratios from the Working Capital Components of Flour Mills of Nigeria Plc from 2007-2011.
APPENDIX IV: Trends of Working Capital Ratios in Dangote Flour Mills Plc in 2007-2011

	RATIOS
	TRENDS

	Working Capital Ratio
	1:1,1:1,1:1,1.1:1 and 1.1:1

	Acid test ratio  
	0.8:1,0.8:1,0.9:1,1:1 and 0.9:1

	Current Assets To Total Assets Ratio
	0.6:1,0.6:1,0.5:1,0.5:1 and 0.6:1

	Current Assets To Sales Ratio
	1:1,1.1:1,0.7:1,0.8:1 and  1.1:1

	Working Capital  Turnover Ratio
	29, 0, 91, 15, and 15

	Receivables Turnover Ratio
	1, 1, 2, 2, and 1

	Cash Ratio
	0.5:1,0.01:1,0.04:1,0.1:1 and 0.03:1

	Current Assets Turnover Ratio
	1, 1, 2, 1, and 1 

	Current Liabilities to Total Assets Ratio
	0.6:1,0.6:1,0.5:1, 0.5:1 and 0.6:1

	Cash to Current Assets Ratio
	0.01:1,0.01:1,0.04:1,0.05:1 and 0.03:1

	Profit/Loss
	290,335, 1,704,092, 5,359,861, 3,753,248 and 1,049,194


Source: Computed ratios from the Working Capital Components of Dangote Flour Mills Plc from 2007-2011.
APPENDIX V: Trends of Working Capital Ratios in Honey Well Flour Mills Plc in 2007-2011

	RATIOS
	TRENDS

	Working Capital Ratio
	0.7:1,0.7:1,0.7:1,1.7:1 and 1.2:1

	Acid test ratio  
	0.4:1,0.2:1,0.3:1,1.4:1 and 1:1

	Current Assets To Total Assets Ratio
	0.5:1,0.5:1,0.5:10.7:1 and 0.6:1

	Current Assets To Sales Ratio
	0.3:1,0.4:1,0.3:1,0.6:1 and 0.7:1

	Working Capital  Turnover Ratio
	0, 0, 0, 4 and 8

	Receivables Turnover Ratio
	6, 11, 8, 2 and 2

	Cash Ratio
	0.05:1,0.02:1,0.02:1,0.3:1 and 0.3:1

	Current Assets Turnover Ratio
	3, 3, 4, 2 and 2 

	Current Liabilities to Total Assets Ratio
	0.7:1, 0.7:1,0.6:1,0.4:1 and 0.5:1

	Cash to Current Assets Ratio
	0.07:1,0.03:1,0.03:1,0.2:1 and 0.2:1

	Profit/Loss
	636,343, 816,452, 217,115, 1,948,396 and 2,412,769 


Source: Computed ratios from the Working Capital Components of Honey Well Flour Mills Plc from 2007-2011.
APPENDIX VI
: Trends of Working Capital Ratios in Dangote Sugar Refinery Plc in 2007-2011

	
 RATIOS
	TRENDS

	Working Capital Ratio
	1.7:1,1.8:1,1.7:1,2.4:1 and 2.7:1

	Acid test ratio  
	1.5:1,1.4:1,1.3:1,1.5:1 and 1.6:1

	Current Assets To Total Assets Ratio
	0.7:1,0.7:1,0.8:1,0.7:1 and 0.8:1

	Current Assets To Sales Ratio
	0.5:1,0.5:1,0.7:1,0.5:1 and 0.4:1

	Working Capital  Turnover Ratio
	6, 4, 3, 3 and 4

	Receivables Turnover Ratio
	7, 6, 3,4 and 4 

	Cash Ratio
	0.9:1, 0.8:1,0.7:1,0.3:1 and 0.3:1

	Current Assets Turnover Ratio
	2, 2, 1, 2 and 2

	Current Liabilities to Total Assets Ratio
	0.4:1,0.4:1,0.5:1,0.3:1 and 0.3:1

	Cash to Current Assets Ratio
	0.6:1,0.5:1,0.4:1,0.1:1 and 0.1:1

	Profit/Loss
	21,478,561, 21,871,047, 13,185,599, 11,282,240 and 10,382, 240


Source: Computed ratios from the Working Capital Components of Dangote Sugar Refinery Plc from 2007-2011.

APPENDIX VII: Trends of Working Capital Ratios in UTC Nigeria Plc in 2007-2011

	
 RATIOS
	TRENDS

	Working Capital Ratio
	0.6:1,0.5:1,0.7:1,0.5:1 and 0.9:1

	Acid test ratio  
	0.4:1,0.4:1,0.5:1,0.4:1 and 0.6:1

	Current Assets To Total Assets Ratio
	0.2:1,0.2:1,0.3:1,0.2:1 and 0.2:1

	Current Assets To Sales Ratio
	0.4:1,0.3:1,0.3:1,0.2:1 and 0.2:1

	Working Capital  Turnover Ratio
	0, 0, 0, 0 and 0

	Receivables Turnover Ratio
	4, 5, 5, 9 and 13

	Cash Ratio
	0.03:1,0.02:1,0.04:1,0.05:1 and 0..3:1

	Current Assets Turnover Ratio
	3, 4, 4, 5 and 5 

	Current Liabilities to Total Assets Ratio
	0.4:1,0.4:1,0.4:1,0.4:1 and 0.2:1

	Cash to Current Assets Ratio
	0.1:1,0.04:1,0.1:1,0.1:1 and 0.3:1

	Profit/Loss
	37,565, 46,362, 74,767, 79,802 and 1,399,110


Source: Computed ratios from the Working Capital Components of UTC Nigeria Plc from 2007-2011.

APPENDIX VIII: Trends of Working Capital Ratios in Guinness Nigeria Plc in 2007-2011

	RATIOS
	TRENDS

	Working Capital Ratio
	1.6:1,1.4:1,1.2:1,1.3:1 and 1.2:1

	Acid test ratio  
	1.1:1,0.9:1,0.6:1,0.7:1 and 0.7:1

	Current Assets To Total Assets Ratio
	0.6:1,0.5:1,0.5:1,0.5:1 and 0.5:1

	Current Assets To Sales Ratio
	0.7:1,0.5:1,0.4:1,0.4:1 and 0.4:1

	Working Capital  Turnover Ratio
	4, 6, 19, 14 and 16

	Receivables Turnover Ratio
	4, 5, 5, 9 and 13

	Cash Ratio
	0.8:1,0.6:1,0.2:1,0.4:1 and 0.2:1

	Current Assets Turnover Ratio
	2, 2, 3, 3 and 3 

	Current Liabilities to Total Assets Ratio
	0.4:1,0.3:1,0.4:1, 0.4:1 and 0.4:1

	Cash to Current Assets Ratio
	0.5:1,0.4:1,0.2:1,0.3:1 and 0.2:1

	Profit/Loss
	10,691,060, 11,860,880, 13,541,189, 13,736,359 and 17,927,934


Source: Computed ratios from the Working Capital Components of Guinness Nigeria Flour Mills Plc from 2007-2011.

APPENDIX IX
: Trends of Working Capital Ratios in Nestle Nigeria Plc in 2007-2011

	RATIOS
	TRENDS

	Working Capital Ratio
	1.3:1,1.4:1,1:1,1.03:1 and 0.9:1

	Acid test ratio  
	0.7:1,0.8:1,0.4:1,0.6:1 and 0.5:1

	Current Assets To Total Assets Ratio
	0.5:1,0.5:1,0.4:1,0.3:1 and 0.3:1

	Current Assets To Sales Ratio
	0.3:1,0.3:1,0.3:1,0.2:1 and 0.2:1

	Working Capital  Turnover Ratio
	17, 12, 0, 127 and 0 

	Receivables Turnover Ratio
	14, 10, 11, 10 and 9

	Cash Ratio
	0.3:1,0.3:1,0.1:1,0.2:1 and 0.05:1

	Current Assets Turnover Ratio
	4, 3, 4, 4 and 5

	Current Liabilities to Total Assets Ratio
	0.4:1,0.4:1,0.4:1, 0.3:1 and 0.3:1

	Cash to Current Assets Ratio
	0.2:1,0.2:1,0.1:1,0.2:1 and 0.05:1

	Profit/Loss
	5,441,899, 8,331,599, 9,783,578, 12,602,109 and 16, 808,764


Source: Computed ratios from the Working Capital Components of Nestle Nigeria Plc from 2007-2011.

APPENDIX X: Trends of Working Capital Ratios in Seven-Up Bottling Company Plc in 2007-2011

	RATIOS
	TRENDS

	Working Capital Ratio
	1.3:1,1.4:1,1.1:1,1.1:1 and 1.1:1

	Acid test ratio  
	0.8:1,0.8:1,0.7:1,0.6:1 and 0.6:1

	Current Assets To Total Assets Ratio
	0.5:1,0.4:1,0.4:1,0.4:1 and 0.5:1

	Current Assets To Sales Ratio
	0.4:1,0.3:1,0.4:1,0.4:1 and 0.4:1

	Working Capital  Turnover Ratio
	11, 10, 21, 61 and 52

	Receivables Turnover Ratio
	9, 10, 5, 5 and 6

	Cash Ratio
	0.4:1,0.4:1,0.1:1,0.01:1 and 0.1:1

	Current Assets Turnover Ratio
	3, 3, 3, 3, and 3

	Current Liabilities to Total Assets Ratio
	0.4:1,0.3:1,0.4:1, 0.4:1 and 0.4:1

	Cash to Current Assets Ratio
	0.3:1,0.3:1,0.1:1,0.1:1 and 0.1:1

	Profit/Loss
	1,219,402, 1,608,910, 1,529,674, 1,758,457 and 2, 277,544


Source: Computed ratios from the Working Capital Components of Seven-Up Bottling Company Plc from 2007-2011.

APPENDIX XI: DEFINITION  OF TERMS 

The main variables used in this study are defined as follows:

· Working Capital 

This is the amount that remains for the working or running of business after every other obligations have been met. There are two concepts of working capital-gross and net.

Shin and Soenen (1998) have defined working capital as a ‘time lag between the expenditure for the purchase of raw materials and the collection of sale of the finished products. 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. Hence working capital management is the management of current assets, current liabilities and the inter-relationship between them. It is concerned with problems that arise in attempting to manage the current assets, the current liabilities and the relationship that exists between them (O’Donnel and Milton 1964)
· Current Assets
These are the assets that can be converted into cash within an accounting year. They include cash, bills receivables, stock, marketable securities etc 
· Current Liabilities


Current Liabilities can be defined as a company’s debts or obligations that 
are due within one year. Current liabilities are what a company currently 
owes to it’s suppliers and creditors. Current Liabilities are obligations due 
within one year of the balance sheet date. They include Creditors, Bills 
payables, accruals etc
· Profitability 


Profitability is the state or condition of yielding a financial profit or gain. 
Profitability is the potential of a venture to be financially successful. 
· Liquidity 

Liquidity in Accounting is the company’s capacity to liquidate maturing short-term debt (within one year). Maintaining adequate liquidity is much more important than a corporate goal. It is a condition without which the business cannot continue. (Shim and Siegel 2000)
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