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ABSTRACT

Working capital is grouped into two concepts gross concept,
and net concept. The gross concept simply called the current Assets,
and these are the assets which can be converted into cash within an
accounting year (or operating circle) and include debtors, cash,
stocks, bill receivables and short term securities. The term net
working capital refers to 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 period and it
include expenses, creditors, bank overdraft, bill payables and
outstanding.

The need for working capital to run the day to day business
activities cannot be over — emphasized. We will hardly find a business
firm which does not require any amount of working capital. In deed,
firm defers in their requirements of the working capital.

As already known, firms aim at maximizing the wealth of
shareholders. In its endeavour to maximize shareholders wealth, the
firm should earn sufficient return from its operations. Farning a
steady amount of profit requires a successful sales activity, The firm
has to invest enough fund in current assets for the success of the
sale activity. Current assets are needed because sales do not convert
into cash instantaneously. There is always an operating cycle

involved in the conversion of sales into cash.
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Working “capital may be regarded as the lifeblood of business.
Its effective management can do mush to ensure the success of a

business, while its inefficient management can lead not only to loss
of profits but also to the ultimate downfall of what otherwise might
be considered as a promising concern.

A deeper understanding of the working capital and its
satisfactory provision can lead not only to material savings in the
economical use of capital but also assist in furthering the ultimate
aim of business, namely, that of maximizing financial returns on the
minimum amount of capital which need be employed.

I believe this project would help the manufacturing industries in
their working capital management since my basis of information and
data worked upon are from manufacturing companies. Working
capital management has become problem for accountants,

managers, students of account and other academicians.
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10 INTRoDucTroy, ~ CHAPTERONE

A concept which is widely used in
liquidity ) is that of working ca
such as stocks

discussion of cash availabllity (or
pital. It is used to finance current assets,

swork in progress, debtors ang prepayments and operational -
cash.

DEFINITION OF w KIN T

There are various definitions of working capital among which are
discussed below. Working capital may be defined then as constituting
those assets help for current use within a business less the amount due to
those await settiement in short term for value supplied in whatever form.

Working capital can be described as a too| ( distinct from fixed
assets ) stated in monetary term which is required for the day to day
operations of a company towards the achievement of its objectives.

Working capital of a firm is composed of the fund which is invested
in those assets that change form in the course of operations. These assets
include inventories and cash,

Working capital is a total of current assets less current liabilities j.e.
Net current assets.

Working capital is that portion of firms total finance made available
for the running of the business.

Goed management demands that certain amount of fund must be
kept to meet uncertainties, maintenance of day to day operations of
business and sudden increase in cash management,

The simple illustration below shows the flow of funds through the
cycle to the original fund .In the first instance the original fund invested
are used to meet expenses. The cycle flow from inventory to trade
debtors {when goods are sold on credit). From debtors to bill receivables
(when debtors accept trade bills in setlement) and from bills are

discounted or are finally settled upon maturity.
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C
Cash from trade debtor
Debtors
'I'_lr\_ Bill receivables ,
é‘,—

This Summary cqnstitute a brief summary of the event which goes
to make up the working capital circle,

The cash which arises by means of these sales transactions flow
into business and is used for various purpose, including the provision of
fund to recommence the circle.

The actual composition of the items making up the amount of Net
current assets will be deapt with more completely as each item is
considered individually. Some items may have to be extracted from
financial statement when working capital estimates or flow of funds
statement are prepared as their inherent nature may necessitate certain
readjustment if a true picture is to be revealed

The constituent parts normally making up the figure of working
capital, or as other wise called, the net current asset will most frequently
be items such as the following current assets..

CURRENT ASSETS

Stock ( include raw materials, work in progress and finished
goods), TRADE DEBTORS  (prepayment i.e. payment on account of
expenses to be incurred.

BILL RECEIVABLES : investment ( these must be of a readily realizable
nature and only on a temporary basis ).

BALANCE AT BANK :

CASH IN HAND.
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Trade Creditors, Accruals (expenses incurred but not yet paid for ),
TAXATION,BANK OVER DRAFT(these must be of temporary nature)

BILL PAYABLE, ANY OUTSTANDING LIABILITIES CURRENT PAYABLE (i.e.
amount payable in respect of compensation, settlement of an action, etc )
B—A-(MENM_O_THQM

Working capital may be defined then as constituting those assets
held for current yse within a business, less the amount due to those who
await settlement in the short term for value supplied in whatever form.

Working capital may be referred as the fife blood of a business its
effective management can do much to ensure the success of a business.
While its inefficient management can lead not only to loss of profits but
also to the ultimate down fall of what other wise might be considered as a
promised concern.

Adequate working capital is necessary to solve the problems
associated with both excessive and inadequate working capital positions
excessive working capital means idle funds which earns no income for the
firm inadequate working capital affects the firms profitability as well as
resulting in production interruptions and inefficiencies.

A deeper understanding of the importance of working capital and
its satisfactory provision can lead not only to material savings in the
economical use of capital but can also assist in furthering the ultimate aim
of business, namely that of maximizing financial reforms on the minimum
amount of capital which needs be employed.

The important of good working capital management cannot be over
- emphasized. It concerned not only individual busiqesses but indeed, it
affect the whole economy of the nation in manufacturing industries,
working capital exist in various way such a gross working capital whic‘h
refers to the sum total of current assets, and net workin.g capital which is
the difference between current assets and current liabilities.
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When j i i i
Enever 3 project Involving investment in fixed assets is
evaluated, additional investment in

working capital is required once a
g capital required. Once a project is
its working Capital merges with that of all other activities and
separate monitoring become impossible.

EXercise control over working capital ,

PURPOSE OF THE STUDY:

The purpose of this research can be divided into two:

project is Proceeding its workin
proceeding,

It is therefore necessary to

(@) The research is embarked upon prevailing in partial
fulfiliment for the award of Post Graduate dipfoma in
financial Management (PGDFM) and;

(b) Working capital management have created a lot of problems
for management, Accountants, Managers,
Finance/Accounting students and other academicians. Then,
the objective of this study is to emphasis in an expiate
manners, the method of managing working capital in
manufacturing industries.

The study shall serve as guide to students, and the field workers
and will remove the problem inherent and attributed to working capital
management.

Moreover, the study shall serve as reference materials to the in-
coming students especially those in related fields.
SIGNIFICANCE OF THE STUDY:

The study will help in identifying the causes of waste fund through
inefficient and ineffective management of working capital.

In any active and efficiently conducted business, liquid resources in
the form of cash, or so called " Near cash” items, will never be static.

Where cash resources are relatively large in comparison with the
size of the business, it is safe to assume that the ﬁnancia! aspect of the
business are not being managed on the most profitable basis. The nearer
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asse.ts are.to their realizable ip liquid form the less the risk involved in
holding them and the less the return they rendered,

The findings of the study will help the organization and the
government to understand the problem caused by non availability of liquid
assets, inventories etc for the maintenance of the crganization. 5

The finding of this study will go a long way to solve the problems
encountered by the company and how it could be solve.
LIMITATION/DELIMITATION OF THE STUDY:

The area of study for this project is the management of working
capital in manufacturing companies. Techo - Turnkey company Ltd. Akure
has been taken as a case study for study.

However, the Successivenass of the execution of the project is
limited by some factors amongst which are now availability of finance and
time factors. No meaningful achievement could be made without a
sufficient capital in term of money, materials and time. The limiting factors
are therefore money, materials and time,

RESEARCH QUESTION / HYPOTHESIS

This project work is written to draw attention to the working capital
Management system in manufacturing companies with a particular
references to Techo Turnkey company limited Akure.

As regards this, the following hypothesis are prepared for teaching.

(a) The appropriateness' of the management system

(b) Competence of the Officers involved

{c)  Successfulness of liquid resources management lies in the

laid down management policies.

(d) Short term financing is a good means of financing the

activities of manufacturing.
How cash flow operates in manufacturing companies

(e)
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Inadequate internal control system as to component of
working Capital.

DEFINITION OF TERMS

== 11ON OF TERMS,

MAXIMUM STOCK LEVEL:- This is the lowest level below which it is not

economical to allow stocks to exceed.

MINIMUM STOCK LEVEL- This is the lowest level below which stock

would not be allowed to fall.
RE-ORDER LEVEL:- This is the level of which the store keeper will raise
& requisition to the purchasing department for the procurement of

additional stock i.e level at which an order should be placed to replenish
the inventory.

ECONOMIC ORDER QUANTITY:- This is that inventory level which
minimizes the total of ordering costs and carrying costs.

ORDERING COST:- Those are carrying costs incurred when an order is
placed until the goods are physically received into store e.g. cost of

requisitions, purchase ordering, transporting, receiving inspecting and
storing.

CARRYING COST:- These are costs incurred by an organisation because
it is holding or keeping stock. It is otherwise called holding cost. e.g. cost
of storage, insurance, taxes, deterioration and obsolescence.

LEAD TIME:- The time normally taken to replenish inventory after an
order has been placed.

SAFETY STOCK:- The minimum amount of inventory maintained to
reduce stock-out Cost that may result from changes in feed time.
INTERNAL CONTROL :- This is the whole system of control, financial or
otherwise established by the management in other to carry out the
business of an enterprise in orderly and efficient policies, safeguard the

assets and secure as far as possible the reliability of the records.
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INVENTORIES -- inventory is def

in the ordinary course of business
sale or to be consume in the prep

CU .
CURRENT ASSETS -- assets used by the company in its ordinary work

ned as tangible property held for sale
In the process of productions for such
aration of good or service for sale.

('such as materials, cagh and finished product).

CURRENT LIABILITIES - debts which the company has to pay within the
next accounting period,
CASH BUDGET :- A schedule of expected receipts and disbursements.
CASH FLOW ;- The reported net income of & corporation plus amount
charged off for depreciation, depletion, amortization and extra — ordinary
charges to reserves, which are book keeping deductions and not actually
paid out in cash.
HISTORY OF THE CASE STUDY

Techno --- Turnkey limited was incorporated in Nigeria as a private
limited company on the 27 day of June, year 2000 under the company
and Allied matter Decree of 1999 with the Registration number
RC.382909. The company is limited by shares and it is located at Akure
Industrial Estate, Ilasa road, Akure to undertake the manufacturing of
soaps and Detergents of various kind — antiseptic toilets, detergent etc.

At incorporation, the share capital of the company is & 100,000
( one hundred thousand naira) divided into 100,000 ordinary shares of &
100 each with respective right as are defined by the article of association
registered herewith.

The company had recently adopted the resolution converting the
company from privated to public limited liability company at the extra -

ordinary meeting held recently. The company share capitals will soon be

listed on the Nigeria stock exchange.

inge b= TR
4 e e SR
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2.1.1

2.1.2

CHAPTER TWo

INTRODUCTION

For an organization to achieve its goal effectively, there is need for
efficient working capital management.

This chapter tries to identify the most common methods by which
some components of working capital can be controlled and managed. If
analysis the concepts and composition of working capital, how debtors
and receivables can be managed and controlled, the management of cash
and inventories, it finally elaborate on financial decision making.
T—HE—CMMMGM

A firms working capital represents liquid assets held for the
purpose of being able to finance differences between the rate at which
cash is received and disbursed, to have inventories on hand to meet
sudden demands for the firm's sales, and so on. Its (working capital)
management refers to the administration of all aspects of current assets,
namely, cash, marketable securities, debtors, stocks and current liabilities.

Working capital permits the firm to meet its day to day needs for
liquid assets. Since for many firms investment in liquid assets may equals
to or even greater than investment in fixed assets, the appropriate
amount of working capital to be retained in the firm is a matter of some
importance. Furthermore, since liquid assets tend to yield little or no
explicit return, there may be a substantial opportunity cost to the firm if

excessive funds are tied up in these liquid assets.

THE COMPOQSITION OF WORKING CAPITAL
CURRENT ASSETS: .
Stock (work in progress, Finished goods and raw materials)
Trade Debtors;
Cash;

Prepayment (payment on account of expenses to be incurred)



Bill receivables;

Investment (these must be of readil
on a temporary basis);
Balance at Bank,

RRENT LIABILITIE /3

Trade Creditors;

Accruals (Expenses incurred but not yet paid for);
Taxation;

Bank Overdraft (This must be of temporary nature);
Bill Payable; and
Any outstanding liabilities currently payable.

2.2.1 INVENTORY MANAGEMENT AND CONTROL
Inventory is defined as tangible property
< Held for sales in the ordinary course of business
< In the process of production for such sales, or
+ To be consumed in the production of good or services.

y realizable nature and only invested

Inventories, which may be classified as raw materials, work in progress,

and finished good are essential part of most business operations.

MOTIVES FOR HOLDING INVENTORIES:

There are three general motives for holding inventories:

(@) The transactions motive which emphasizes the need to
maintain inventories to facilitate smooth production and

sales operation.

(b) The precautionary motive which necessitates holding of
inventories to quord against risks of unpredictable changes

in demand and supply forces and other factors.

(©

The speculative motive which influences the decision to

increase or reduce inventory levels to take advantage of
i

price fuctuations. An Inves

inflation.

tment policy especially in times of
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IS ASSOCIATED WITH INVEN TORIES:

Before discussing Cost control
analyse costs associated with stock
identified as related tg inventories are

, It is necessary to identify and
therefore, the cost that can be

0] Holding / carrying cost

(il Ordering cost

(i) Costof overstocking and

(iv)  Cost of Under stocking
HOLDING COST:

These are costs incurred by an organisation because it is holding or
keeping inventories. It is otherwise called carrying cost.
Holding cost tend to increase as the size of the inventory increases. i.e.,
they are in common cases, variable cost, A good example is interest on
money invested on stock, it could be interest on money borrowed by the
company to finance the stock. In other words, holding cost involves the
cost incurred for maintaining a given level of inventory such as storage,
insurance, taxes, deterioration and obsolescence.
ORDERING COST:- These are costs incurred when order is placed until
the goods are physically received into store. They are the costs associated
with getting items of stock into the company's inventory. Like holding
cost, ordering cost (in most cases) are variable costs because the more
order placed in a given year, the greater the cost incurred. Ordering cost
include cost of requisitions, purchase ordering, transporting, receiving,

inspecting and storing.

COST OF OVER-STOCKING -
tocking are:
Example of cost of overs .
(@) The costof financing the procurement of the stock. This

may be the interest on money borrowed, or the opportunity

cost of the fund.



(by
(c)
(d)
(e)

The cost of extra storage space
Extra Insurance premium

Cost of more labour to handle the excess stocks

Highest risk of theft, obsolescence and deterioration,

OF UNDER-ST: CKING -

MG

Examples of cost of understanding are:

(a)

(b)
()

(d)

(e)

(f)

Loss of customer's goodwill as a result of inability to meet
demand

Loss of contribution / profit as a result of lost of sales
Cost of production stoppages caused by shortage of raw
materials or work-in- progress

Loss of future sales since customers may patronize other
competitors.

Loss of bulk - buying discounts if purchase are made in small
quantities.

Increased administration costs of placing orders of small
quantities are ordered at any given time.

CONTROL OF STOCK LEVELS:
The method used for controlling the stock level depends on the
organization the type and value of stocks and the cost of operating the

system.

It is important that adequate stocks be maintained to meet the

basic requirement of the business.
Essentially, stock control levels are determined and maintained in

order to minimize the risk associated with not having enough stock and

the cost of holding excessive stock.
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STOCK CONTROL LEVELS:

1. MINIMUM (B EFER OR SAFETY TOCK LEVEL:

Thi
his represents the level below which stock should not be allowed
to fall to avoid the risk of running out of stock,

This level is determined by using the following formular:
Minimum stock level =

Reorder level - (Normal consumption * Normal
lead time).

Lead time is the time normally taken to replenish inventory

after an order has heen placed.  Minimum stock level warns the

management when demand is above average.
2. RE-ORDER LEVEL -

This is the level of stock maintained when an order is to be placed.
This level tells the management the time to re-order inventory. It is the
level at which the purchasing deportment will raise a requisition for
procurement of additional stock. The level is determined by using the
following formular:

Re-order level = Maximum consumption & Maximum lead time.
3. MAXIMUM STOCK LEVEL -

This represent the level above which stocks should not be allowed
to rise to avoid dangers of overstocking. Overstock gave the dangers of
unnecessary 'accumulation of inventories, this, chance of Inventory
mishandling waste, theft and losses increase.

This level is determined by using the following formula.

Maximum stock level = re — order level + re - order quality
- ( minimum coqﬁsumption ¥ minimum re -order

period ).
ILLUSTRATIVE EXAMPLE
The following data relates to MAGPEE Company Ltd.
Normal usage -=--—="""" 100 per day
-~ 150 per day

Maximum usage -

12
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Mininum usage

--------------- 50 per day
Lead time ~—w-eececc 20 - 25 days
Re — order Guality, 10,000
SUGGESTED SOLutION
Re - order level = Max €onsumption x Max lead time.
=150 X 25
= 3750 units

Maximum level = Recorder level + re - order quantity
- ( Min consumption x min lead time )
= 3750 + 10,000 - (50 x 20 )
= 13750 - 1000
= 12750 units

Minimum level = re order level - { Average consumption
x Normal lead time )
=3750-( 100%%22.5)
= 3750 - 2250
= 150 Units.

4. ECONOMIC ORDER QUANTITY

One common technique usually used to determine optimal level of

inventory is the economies order quantity ( E. 0. Q ). The E O Q is that

inventory W
This repres
cost asso
inventories ( carrying cost ).
The formular for EOQ is

Eog= _%C(::zE,A

1

HICH minimize the total of ordering cost and carrying cost.
ent the optimum order size referred to minimize all categories of

ciated with making orders ( ordering cost ), and maintaining
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Where

D = Demand

@l = Carrying cost
ILLUSTRATIVE Examp e~ >~ Ordering cost.
MAGPEE Company’s demand

Suggested Solution
EOq = 2C2D
C,
Cl=N250
C2=H15
D = #9000

Eog =[ZI5X 5000
2.50
="108000

= 329 Units.
THE GENERAL MOTIVES FOR HOLDING INVENTORIES
There are three general motives for holding inventories.

(1) ITHE TRANSACTIONS MOTIVE :- which emphasizes the need to

maintain inventories to facilitate smooth production and sales

operations

(2.) IHE PRECATIONARY MOTIVE - which necessitates risk of

unpredictable change in demand and supply forces and other
factors .

(3) THESPECURA TTVE MOTIVE - which influence the decision to
THE SPECURATIVE MOTZVE

increase or reduce inventory levels to take advantage of price

fluctuations .

14
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INVENTORY STOCK TAKING :-

PERPETUAL INVENTORY

The contr
. .or system whereby 3 company is constantly monitoring
the quantity of Inventory on hang is

involv i i
es keeplng a running balances on the store records, ( e.g bincard or*
stock card ) after each receipt and issues,

CONTINUOUS SToCK TAKING:

The regular stock taking of stock and composition of actuai
quantity on hand with the stock records is called continuous stock taking

called perpetual inventory system, it

the control element there is the comparison of physical with records and

the amendment of store record of differences are found. There can be

differences between the physical stock and balance on the stores records

as a result of leakages, errors in store records etc

INVENTORIES INTERNAL CONTROL

(1)  There should be adequate records in the account department
regarding quantities, location, minimum level, unit cost, maximum
level aggregate naira valve of stock items etc.

(2)  Stock count should be sufficiently frequent as possible.

(3) Stock count should be supervised by official independent of
records.

(4)  After stock count the task of valvation should be carried out by
a reliable officials whose efforts should also be reviewed by a
responsible officials material differences observed should also be

investigated. :
(5) The store area should be out of bounds to unatharised persons.

2.2,2. DEBTORS MANAGEMENT AND CONTROL .

It is important to note that where goods are in short supply relative
IS I | .
< sound financially practice to sell in cash or avoid credit.
is one of the important information which the board

ts the sum out-

to demand it i
The figure of debtor

of directors look for in the financial report as it g0

15
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standing due or Overdue for ¢
debtors the higt

ollection the incidence of debtors is bad

o €1 is the risk of bad debts, Debtors and sums outstanding
to individuals should be under strict controf

It is conventiona| that trade credit is allowed in all businesses. No
business can trive without some measure

of credit. There is no point in
demanding cash with other

if competitors in the same trade give are

month creditonly a very pronounced price on quantity advantage can

make to retain Customers in thege circumstances. Credit extension may
indeed increase sales jt may also lead to bad debts, or irrecoverable
accounts as well as costs of administering and collecting debts.

There are various credit and collection policies that a company
could adopt to improve sales, develop its market, reduce costs and
improve income however such policies are : -

(a) Cash discount to be offered for prompt and early payment:
Some firms offers a cash discount for prompt settlement of account
such as 2/10, net thirty days ( which offers 2% discount if payment
is made within 10 days, otherwise the debt is due within thirty days

(b) OFFICIAL CREDIT OF NORMAL CREDIT OFFERED

before allowing credit to any customers management should first
examine the position of the customer account or indirectly through
bankers references. The period of credit in most cases is set by the
convention of the trade and very little flexibility is afforded ‘to
individual businesses it is usual to offer various term of credit i.e

payment to be made within that intervals.

(c) ASSESSING CREDIT WORTHNESS OF CUSTOMERS

d debt manager should assess the credit worthiness of
A goo

before allowing credit. This may be done directly by an
customer' elo his account or indirectly through trade source or by
examination of his ferences caution fias 10 be taken in granting
- O;Zazz::)f legal action in pursuit of debts can be very high
credit as

16



(€)

(f)

(g)

(h)

thc')se customers who are cregit — worthy and follows up payment
strictly. This standard reduces bad debt expenses to the minimum
but the cost of selecting credit worthy customers, administering and
collecting debts is high.

TIGHT CREDIT POLICY WITH LIBERAL COLLECTION POLICY:

Like the above standard, this selects only credit - worthy customers
but does not strictly pursue payments in the belief that a good credit
risks they will honour their debt obligations as and when due.
LIBERAL CREDIT POLICY WITH PROMPT COLLECTION:

By this standard, a company would honor all requests for credit but
would also strictly enforce collections. This standard is particularly
useful during recession and period of economic downturn and to
companies marketing high mark — up low — priced products in a small
quantities like textile and furniture in Nigeria .

LIBERAL CREDIT POLICY WITH LIBERAL COLLECTION

A company using this policy fills all customers request for credit
extension and also does not strictly pursue collections it is a policy that
a company with high liquidity, good cash flow and aggressive

marketing strategies would adopt

ACTION TO BE TAKEN FOR LATE PAYMENT.
dered in the management of trade debtors is

The final point to be consi tb
the following action on late payment obviously, a system must be
intained so as to signal debt which pass their due dates. There are
main =

nctions ranging from polite reminder through solicitor’s letter
many sa

and withholding of sup

plies to actions through the law court and the
i ca
speed with which this process 15 followed need

reful judgment
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23 CASHAND MARKETABLE SECURITyes

product manufactured by a given firm,

The firm should keep sufficient cash. Cash shortage will disrupt the firms
operations, while excessive cash wil remain idle.(utilized),
any thing towards the firms profitability. This,
level of cash holding,

without contributing
the major function of the optimum

Cash is the money which the firm can disbursed immediately without
restriction. The term cash include coins, currency and cheques held by the firm
and balances in the bank account. Sometime, near - cash items, such as
marketable securities or bank time - deposit are also included as cash.

Marketable securities are short term investment into which excess cash
may be put to yield a return and which can be reconverted into cash when
needed. There are three types of marketable securities.

(a)  Those with unknown conversion does but can easily be converted to cash

e.g. certificate of deposit (M 0 ).

(b)  Those with know conversion dates like commercial paper, treasury bills,
bankers acceptances (Mc); and

(c) Those with unknown conversion dates which are free for investment
elsewhere like debt retirement (Mf), hence the portfolio Mis M = Mo +

Mc + MF.

H MANAGEMENT c i monies of the firm in order to
" Cash management involves managing the o

: i i an idle fun
attain maximum cash availability and maximum interest income on

i i int that for effective cash
i rth noting at this poin
g S professional cash manager

ime
izati eeds a full tim
Management, an organization N treasures will be better off

i ; er
instead of 3 clerk. A professional cash manag (

i i ime.colleting receivables,
iMproving working capital by spending his preciots time -colleting

18



taking cash discounts, Stretching oyt your

Paymey .
Cash management concerneg with the m YMents and also playing the floot.

the firm, cash flows with; anaging of cash flows into and out of
N the firm and cash balances held by the firm at a point

: vesting surplus cash.

The motives for holding cash are as follows:

a 7 "
(a) TRANSCTIONS :- cash balances are held to transact business.

in time by financing deficit or in

Payments are made and receipts are collected at different time,
hence the need to hold cash to meet daily obligations.

(B)  PRECAUTION :- cash inflows are somewhat unpredictable, with
the degree of predictability varying among firms and industries.
Cash balances held in reserve for random, unforeseen fluctuations
inflows and outflows are defined as precautionary balances.

()  SPECULATION :- Speculative motive relates to the holding of
cash for investing in profit making opptunities as and when they
arise securities can be purchased when the interest rate is
expected to fall, the firm will benefit by the subsequent fall in
interest rates and increase in security prices.

CASH BUDGET . A
Cash budget are prepared in order to ensure that there will be just

sufficient cash in hand to cope adequately with budgeted activities. Cash budget
may show that there is likely to be a deficiency in some future period in which

bank overdraft or loans will have to be arranged or activities curtailed or

alternatively the budget may show that there is likely to be a cash surplus in

which case appropriate investment or the use of the surplus can be planned
rather than leaving the cash idle in a current account. Cash budget is a summary

of the firms expected cash inflows and outflows over a projected period. It gives
g and magnitude of expected cash flow and cash

period. This information helps the financi
e financing of these

information on the timin
balances over the projected

for th
to determine the future cash needs of the firm, pla;' liquidity of the firms.
needs and exercise control Over the cash balance an ig

al manager
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sh budget for March, April, May
Creditors give one month

: cost are paid one month in
arrears and include a charge for depreciation of N 5000.00 per month, Credit'

sales are settled as follows: 40% in the month of sales
and 12% in the following month.

credit, salaries are paid in the current Montp, Fixed

45% in the next month

The balance represent bad debt.
MONTH CASH SALES CREDIT SALES PURCHASES SALARIES FIXED OVERHEAD

Jan % 74,000 55,200 9,000 30,000
Feb. 2 82,000 61,200 9,000 30,000
March 20,000 80,000 60,000 9,500 30,000
April 22,000 90,000 69,000 9,500 32,000
May 25,000 100,000 75,000 10,000 32,000

ESTED SOLUTION
CASH BUDGET.

MARCH APRIL MAY

Opening Balance 27,000 29,000 38,340
Receipt from Debtors 77,700 81,840 90,100
Cash sales 20,000 22,000 25,000
Total Cash 124,700 132,840 153,440
Less: Salaries 9,500 9,500 10,000
Fixed overhead 25,000 25,000 27,000
Purchases 62,000 60,000 1—609; 0_0(56
TOTAL DISBURSEMENT  95.700 ﬁ "47440
Bal. c/d 29,000
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preliminary workings:

e e

[
40% x 50,000 = 32,000
"45% x 82,000 = 36,900 |
— ]
12% x 74,000 = 8,800

e —

March

40%
© X'90,000 = 36,000 409 10,000 = 4,000

45% x 80,000 = 36,000 [45% % 9

e SR 0,000 = 40,500
12% x 82,000 = 9,840 :

12% x 80,000 = 9,600
90,000

77,700

It is important to go through and Prepare a budget to judge the actual

performance against the budget and ask why cash flow was different then the
expected.

1 INTENAL CONTROL SYSTEM WITH RESPECT TO CASH RECEIPTS:-

(a)
(b)

(©)
(d)

(e)

All customers deposit shall be properly recorded in the books.

Proper division of responsibilities between receipts and deposit with the
bank must be established.

Frequent cash reports for internal managerial use.

That each morning before the collection for the previous ay is lodged into
the bank, the senior accountant should check closely the bank pay-in-slip
and receipt book to ensure that amount collect is accounted for and

shall be fully banked.

Letter of introduction should be sent to the bank covering both financial

Accountant and Assistant Accountant to provide for easy access to the

bank.

2.30 NGEMENT OF NT LIABILITIES

: _ i "
Current liabilities are debts that will be paid by business within the nex

twelve months of ~operations, namely:

i Trade creditors for goods received

i [o)
% Accrual { i.e expenses incurred butn

= Taxation of all kinds
his must be of tempora

t yet paid for)

ry nature)
- Bank overdraft (
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= Bill payable
= any outstanding liabilitieg Cl

5 3,1 TRADE CREDITORS MANAGEMENT
; —-—-—_—_\_‘—__‘___‘——

A creditor is @ person to whom one owes

money. This, in mo i
_ st cases, is as 3
result of purchase of goads or Services on credit. Credit has been defined a th
ined a the-

urrently payapye.

power to obtain goods or Service by giving
demand or at a specified future date”,

Payment to supplier(s) are made usually after
have passed through the methads,
arrangement.

a promise to Pay money or goods on

all necessary documents
brocedures and the organizational

The three functions into which accounting controls may be divided clearly appear
in the consideration involved in purchases procedures.  They are buying
(Authorization), Receipt of goods (custody) and Accounting records, in order to
ensure full and viable internal control of trade creditors, there should be through
separation of duties among there three functions.

The trade arrangement of a concern with its suppliers is an important
source of short term finance. The main advantages derived from this and it may
be possible to obtain favourable terms.

The procedures of purchasing and internal control to be exercised by
management are discussed as follows:

INITIATING PURCHASE:

The key issue here are requisition and approval by an a_uth o
RE-order level should have been set for a company’s stock items, Wh:n :i'!'lsb:
reached, a purchase requisition forum is raised by the Stoc:keeﬁza;:g unit.
approved by appropriate person and forwal-’decj . :bp the originating
Requisition note should at least be in two copies-one kept by

A rtment.
Setinartand the other by the purchasing depa

orized manager

22




ORDERING: *
Having gone t
r ' DUgh { e requisition Stage i
r ; 1 ; . r qUOtahOH will ow be j wited

i pliers wh
is not availab . ere an g . :
is N le, quotation shoylg be invited from aca Dfr-')rlove list of suppliers
rertul selected grou
p of

suppliers.

consideration.

A purchase i i
p order wil now be given to the supplier detailing price

qUant't_':vs q;jr::t:s:”jr;t]:eivili);:il?;:tf: jlme, frames and modf.z of payment.
official, binds the company and should be ij:e‘j i e
efully worded so as not to expose
the company to unnecessary losses.
A purchase order should be in triplicate as follows -
(@) A copy to the account department
(b) A copy to the store and.
(c) A copy retained by the purchasing unit.
RECEIPT OF GOODS:
Receipt of goods into store differs from organization / company to
organization / company but an authorized storekeepers working for the

company must be in attendance to do the following: -
(a)  Officially received the goods from the suppliers.
(b)  Promptly count the good to ensure that the quantity receive
tallies with quantities stated on the delivery / bill. -
oods ordered in respect with

oods received with g :
% ConRES This task is

er specifications.

iti ualities and oth
quantities, g company of the

achievable with the one of the stores OWnN
purchase order,

(d) Record the good in the @

's record.
ompany’s sté ndard storeé
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| l no maﬂ‘/ Sub it inVOiCeS at
i[’ W- t eaCCOU tse(tiO

(f)  All due invoiceg should be Processed on the d
approval of the authorizeq manager. Whep ::ediites' e
Payment voucher haqg been approveq o the sig:::jrsea;fdt:s '
S atories, )
It is important at this payment stage to ensyre that the purchase
Invoice is matched with the goods rec

usual Company authorized sign

eived note, the original
purchase order, the record of abnorma (short, over, damaged /

ivery way bill.
(@)  Payment should be made in accordance with the laid down rufes
policies.

returned) deliveries and the suppliers’ del

(h)  Proper recording will be carried out at the account section of the
foregoing transaction.
23.2 INTERNAL CONTROL FOR TRADE CREDITORS:-
From the above, the following controls can be highlighted:
(i) There should be proper segregation of duties in relation with the
purchasing function.
(i) Appropriately approved purchase order should be raised for
all purchases. . 1
(i) There should be adequate procedures in selecting the bes

quotations for each purchase.

ure the
(iv) The receiving procedures should be adequate to ens

following:

(a) Safeguard of goods from th
company’s premises

(b) Prompt physical inspection

L 5 :“-1:
competent personneé red with those received —

e time of delivery into the

and counting of the goods by

(©)  Comparison of goods orde

AHVYHIY
ALISHIAING
WSYCY-Thyay
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(d).

(e)

()  There shg
uld be
- Pre — numbereq docy ;
rejections, ments in use for 4

3 240 FINANCIAL ANALY
i IS AND NTROL.

r Financial analysis s the process of

e
strengths and weaknesses of the firm — Identifying the financial

establishing relationships

be
tween the profit and loss account ( pandy, 1995). The following are th
€

various users at financial analysis.

(1) MMT—" they are concerned with
internal  control, profitability of company, and
efficiency of management of assets.

(11) SHAREHOLDERS -: they are interested in the
company’s  profitability, stability, potential for
growth and dividends policy

(iii) CREDITORS -: they are interested in ability of
business to pay interest and repay the principal

sum on a due date
(iv) THE GOVERNMENT :-they are interested i
business profits to assess tax liabilities and other

information.
) EMPLOYEES -: they ar¢ interested in
stability of the company on which their jobs

depend and on the company’s ability to meet
r

wages demand-

CUSTOMERS -: "/ 2 -
plies. =

firm to maintain suP —

long term

re interested in the ability

(vi)
of the
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(vii) COMPETITORg
= they i
Comparatiye o€ interesteg |
perf = in
(viit) F ormance of 5 business,

INACIA
interest L ANALYSTS & ADVISERS =i the
ed so a5 to adviserg their client =

be of any of the " that can

: terest grou
ix —HERS -; -
(ix) OTHERS -; research instiyte

and potenta take - over pig

3.4.1 TYPE, USE, AND LIMITATION OF FINANCIAL
Ratio indicates g relationship that exists betw

or figures, The relationship between two accountin

, trade association
ders,

RATIOS.
€en two variableg

. . g figures, expressed
mathematically is known as financia| ratios help to summarize the

large quantities of data ( from balance sheet and income statement )
and to make qualitative judgment about the firm's financial
performance. In other hands, ratio indicate a quantitative relationship,
which can be used to make a qualitative judgment .The use of
accounting ratios can help management :

(a) to pinpoint where performance is deteriorating.

(b) By comparative analysis, indicate where performance

is poor relative to similar organisation.

()  To understand the economic trade.

TYPE OF FINANCIAL RATIOS: .
In measuring the adequacy of capital, the following rati

Liquidity ratio

an be used:

1

2. Solvency ratio
3. Efficiency ratio
4.  Profitable ratio

. | J term
: | rs to Its ability to meet short

Gl e A ompany»should ensure that it do p—y
i : become due. A€ : -
obligations as they become
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not suffer from lack of liquidity and
; a

5 ISQ th Lol
iquid: A itis not o, Much p
The most common ratios for Measuring ¢ ighly
Ompany‘s j

(a) current  ratio, (b) quick ratig and (c) N Quidity are
(@) Current ratio, Bt working capity
Current ratio =
K Current Assets

Current Liabilitieg
This ratio indicates the availability of Current liability. The h
the ratio, the greater the margin of safety for term cre.d't 5
- I
conventional rule, a current ratio of 2:1 or more s e

) ] Considered satisfact
(b) Quick ratio or acid test £l

Quick ratio = Current Assets-stock-Prepaid ex nses

Current Liabilities
This ratio is similar to the current ratio except that less liquid assets
such as stocks and prepaid items are deducted from the current assets
figure., Quick ratio is used to measure a company’s liquidity under
emergency. A quick ratio of 1:1 or more is considered satisfactory.
(c)  Net working capital.
Net working capital = Current assets — Current Liabilities.

ince it is used to
This is mostly used for internal control purposes, Sce i

power beyond payment to short term

measure a company spending

creditors.

2.  SOLVENCY RATIOS
These are the ratio for M

its long term obligations. They S

from failure in the long term.

a company to meet

i bility of
easuring the ability fety of @ business

how the degree of s

. ncy are:
ny’s solve
for measuring company

The most common ratios debt equity ratio
(a) debt ratio and (b) gearing ratio o proportion of total as5€ts
’ the pror
@)  DEBT RATIQ :- This meast®

financed or provided by creditors:
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pebt ratio = Total debt 1009,
Net assets
Total debt include Short term ang

Ong term
bonds, g

ial institutions, debentyre
financial in 5 ereq B

for buying capital €quipment, and bank borrau

. rrOWing
any other interest bearing |05, Net assets COMprise,

¥ af’l’angﬁ,&me‘,‘T

+ Public depositq and
d net fixey
net current assets.

() DEBT EQUITY RATIOQ :- This ratip Measyres

petween long term funds provid
by shareholders. The ratio is g

d aSSei‘s and
the relationship

ed by Creditors ang those Provided

0 @ measyre Of financia| leverage.
d on pure debt basis gr on total
basis. Debt equity ratio = long term debt x 100 4

Total owner's equity

or gearing = Total liabilities x 100%

liabilities

Total owner’s equity
3. EFFIICIENCY RATIOS: iyt
: d with the effici
These ratio are concerne

i0s i st turnover debtors
The ratios include as
résources of a company. .
ratio.
ratios, creditors ratios, and stock turnover .
’ NET SET TURNOVER RATIO: Thi R
- i ili enerate sales.
E the assets are being utilized t0 g
efficiency
Net asset tumover = sales
Net assefs.

: return 01
er, profit margin 21
ts turnover;

e
The relationship between ass

. . ; nt.
Mvestment can be depicted as in = ratio on investme :
Net asset turnover * profit margt f\
= PBH etg ar e
IT = q 355
% x %S Net Assets. o retur? on while
Asset Sa

The implication of this imize 15
t company must oy © FEH

-~



poding 15. Profit margin congy
ing i MaXimjyg .
nolding its asset turnover CONstant. Mize jig o

fit
() DEBTORS RATIQS. g i
These ratios show the Slownegg or ot
i ' S
¢ B e oy i < far as they e v S€ of E0torg. Ebtorg
two types:- " The py 105 are of
Debtors turnover = Annual Credit Sa
— o redit Sajeg
Debtors
Average collection period = Debtors
HEDtors X 365

Annual Credit Saleg 1
There ratios are measures of :-

(i) the quality of liquidity of debt; and

(i) management’s credit granting policies, A high debtor ratio may not
necessarily be the most efficient policy for a company. On the
others hand, a low ratio indicates a long collection period, that is
debts are turned to cash slowly.

() STOCK TURNOVER :-

These ratios indicate the numbers of days stock is held or how
Many times a company’s stock is converted into cash.
Stock turnover = Cost of sales

Average stock
Average age of turnover = Average stock x 365 25
Cost of sales

Alow ratio is indicative of: -

() slow moving stock

(i)  poor liquidity

(i) high companying cost s

(iv)  potential future losses due

stock.

-~y




@) CREDITOR'S PAYMENy PERIG
This indicate the numpe, of day D
s
creditors payment period =y taken ¢

(;f?‘::urx 365days Y Creditors,

PROFITABILITY RATIOS Chase
Profitabilty is an indication of agiye g,

creditors and owner are interesteq i, Droﬁtabilitt;):S:.r "ence ma
The important ratios here include =(a)gross Droﬁt:;): ;
margin,(C) returmn on investment ( qin, (
share and (f) price earning ratio,
(@) GROSS PROFIT MARGIN

Nagement,

b) net. profy

d .
) €arning per share () dividends per

This shows the percentage of each naira sale left after the goods
sold have been paid for . A higher gross profit margin indicates a
lower relative cost of goods sold. The ratio is defined as: -
Gross profit margin = Gross profit x 100%
Sale

(b) NET PROFIT MARGIN:

The ratio shows the percentage of each Naira sales left after all

; i igh net
expenses, including taxes and interest, have been paid. A hig

profit is usually preferred . This is defined as: -

0,
Net profit margin = Net profit after tax x 100%
Sales

(c) RETURN ON INVESTMENT: ompany to genere® camings
C

. a L
This indicate the effectiveness of called RETURN.ON CAPITA

; is also
with available resources. 115

EMPLOYED (ROCE. b, Lo
Si X
Thus, the ratio can be deﬁned:‘ L yestment a.18
Pr

ROCE or ROI




§)

The return and capity,

Ly

o = R ‘-L'WI‘V..
the definition of capital eMployed S 4 g :
{0 USE. According to it Perggy, e e e ey, Howeyey
G SRR 1 s - i
may be defined as: - L 1998) NG rety

(i) Total capital employeg < -

= Qrtimagmy Sh
SN «
‘»-
T otmmce Share Capita|
‘Current hablhtnes

Prefarance Share

*-:-‘S\l‘lh. + ligy t]

i) Long term capital = oryg h
(H) g p rdingmy s S oy DIt «
Capital - TSSENe
(iiy Shareholder’s capital = Qrainary whan ..
SNATe CApita) + preference share

(v) Shareholder’s equity = Qrding
e Capital + reserve,

The relevant profit figures to use are--
()  Total capital employed = Profit before tax and before bank 7
loan interest

(ii) Long-term capital = Profit @x and bafore interest on loans

(i)  Shareholder’s capita =Profit after tax.

(iv) Shareholder’s Equity= profit after tax and preference
dividends.

Earnin r sha EP
The ratio indicates the amount
ordinary shares, and it is usually expressed

utstanding

of profit eamed on each O
defined

in kobo, The ratio is

das;

EPS = Profit after tax — Preference M

No of ordinary shares issued

Dividends per Share o per each ordna’y sh
The ratio show the amount of dividen

a'readv issued. It is defined as: Sl
Number of share outstandifd
The ratig is usually expressed i kobo:




price garning Ratio (P/E ratio),

{ ot
This ratio measures the 'ength of g

od ON 2 share at the existing level of o
i

if tak

€5 tg
: Min t
the higher the price eamning ratio the | 95 (that | e amoyp

‘ TR €SS attractiye | ack perig
" nvestor whose interest is divideng Income rag, active ig g, - d)
er than
Ca

n market value of share), Howeyer

e MVestmen f

) i
"ncreaSe ‘ . al APDreciatigr,
p rgferred py another investor since it is ap, indicati

This ratio is defined as:

Ming may be

0N of capity) appreciation,

P/E ratio = Market Price Per - Share
Earning Per Share

g PayQutratio:-
thus measures the dividend policy of the company. It is defined
! as:
pay out Ratio = Dividend PELSMX 100%

earnings per Share
. SIGNIFICANCE OF ACCOUNTING RATIOS/RATIO ANALYSIS
1, Ifenables interested parties to know how profitable a business is
2. The extend to which a firm has used its long term solvency by

borrowing funds can be ascertained.

3. The ability of a firm to meet its current obligation can be ‘
ts various asserts In

measured.

4. The efficiency at which a firm is utilizing
ined.

generating sales revenue can be ascerta
| performance

5. The overall operating efficiency and genera

can be measured.

of a firm

rtind knowledge within and outside
in

6. Communication is vital in imPa - nforming
business organisation. Ratio analysis P eriod t0 anoth
! the public of what has happened fro™ one P
MITATIONs OF RATIO ANALYSIS e compariso” . ‘
&) is difficult to decide on the proPe! - able t© criticall tvjmes | :}
(b) There is limited informz:!tiol"t :@imyxsumman fact! =
tements

business firm: Since sta

e



243

(©

The only way to measure the standard of a

firm is by comparing

the aﬁlOS t 1er ( veS T e { H T
I WI h ofl (0] pa I i h lﬂdUS ry oweve Endividual
cor []a lES dare ke to t i , (6] e
I| ly ave di erent Valuation et OdS thei

figures.

(d)  Price level changes make interpretation of ratio invalid.

(e) Ratio are generally calculated from past financial statements and
thus, are no indicators of the future.

) Definitions of items in balance sheet and income statement differ
hence inter-pretation of ratios become difficult. ’

FUNDS FLOW STATEMENT

This is probably the most useful of the working capital statement to
be submitted to the management. The funds flow statement is in effect a
financial operational statement, that is, it reveals the methods by which
the business has been financed and how it used its funds over the period.
By analysis of such statement over periods of time the effects of plans on
liquidity are revealed. The sources from which past activities have been
financed are clearly shown and the uses to which such funds have been
put are highlighted. The careful analysis of the movement of funds over
period may serve to indicate weakness in managerial or control function.
From the point of view of financing, the fund flow statements can again
be analysed revealing the trends of the various aspects of capitalization
weather in permanent of current form.

Thee few advantages found in effective use of funds flow

statement ranges from effective future planning purposes to revealing the

positions of a satisfa

to ensure that proper con -
The SOUrces from which pusiness funds are derived can now be

ctory nature or otherwise likely to arise, and finally
trol is exercised ever the assets of the firm.

summarised- £
(@) Trading profit where the total income exceeds EXpEnses requiring

the use of cash of working capital.
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(b)
()
(d)

(e)
()
(@)
(h)

The-proceeds of sales of

2 fixed assets,
€ proceeds of sales of long terp investment

The procee i i
| p . ds received from issue of additional share capital or the
introduction of new Capital by the proprietor.

The proceed from issue of debentyre or long tern loans.
Reduction in current assets,

Increase in current liabilities,

Proceed from sales of inventory.

The following are the main application of the funds of a business,

(a)
(b)
(©
(d)
(e)
)

(@
(h)

Acquisition of fixed assets,

Purchase of long-tern assets.

Repayment of debenture or long-tern loan.

Payment of share capital.

Payment of dividends and income tax.

Trading losses, where the expenses exceeds the total income
requiring the use of founds.

Increase in current assets.

Decrease in current liabilities.
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3.0

3.1

INTRODUCTION

iNTRODUCTION

od

of resear i i
i ch for this study, the instrument used in conducting the
ield w
ork, the research approach, research strategy and the source
and method of Collecting data.

RESEARCH APPROACH AND STRATEGY

RESEARCH APPROACH AND STRATEGY

RESEARCH APPPROQACH:

In the course of this study, survey was carried out through
the use of questionnaire, interview and personal observation.
Personal interview was conducted with the Management
Accountant, Financial Manager and other key officers in the
account department of the case study. The interview concern vital
information needed for this project work. during the course of the
study, consultation was also made to the respective employees
handing inventories and relevant information was obtained from

them.
ESEARCH STRATEGY

Eﬂ_______-—_—'—_

In the course of fulfilling this objective, research strategy as

a course of action to achieve the frame research objective was

strictly with the sample frame, A case and survey method were

d. :
s = g industries and industrialist sampled

anufacturin
o onymous One of the problems encountered

ferred to remain an : ‘
e i this study i the difficulties encountered in data
bt and ually not ready to relay

: -
collection. Industri
nymi

information. The strategy of anoﬂs; ks
enable easy access to informatio

individuals are us .
ty was adopted in this t0

d or the study.
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3.2

9 Companies account, why do

companies EXperience defi

Of stocks as a resut of ina;Iency In liquid assets and Some run out
equate or mj
capital. I mismanagement of working

R

ESEARCH INSTRUMENTS AND METHOD oF
INVESTIGATION:

St
. €re are primary source

and the secondary source of data.

Source and Type of Data Collected

The data for this project wa obtained purely from primary
and secondary sources. The primary source of data consist of
relevant materials collected from the company under personal
(Oral) interview, observation and questionnaire.

The secondary source was obtained mainly form library
research based on the review of relevant texts, journals
publications and previous knowledge on the fopic.

THE PRIMARY SOURCE OF DATA :
Personal Interview

Consultation were made no respect .
rsements into banks, creditors

ive employees handling

i i i nd disbu
inventories, cash receipts a ' ’

d debtars notes and relevant information was obtained from
an

them.
Questionnaire

Simple analysed qué
tion

stion In written forum was distributed

department staffs to generate

to account and Administrd

relevant information.
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4.0

4.1

4.2

CHAPTER Foup
INT_RODUCTION
Having examineq the rudimenta

: ry fa
and full discussion and explanat Cts relevant to this write-up

ion on w i

means, the need for working ca S i
emphasised. This chapter shal|
analysis of data collecteq.

INTERPRETATION OF DATA

pital Management canngt be over- .
deal with the presentation and

Fo.r the purpose of interpreting the information so far collected for
this research through questionnaire, oral interview conducted and
personal observation with the company, findings are tabulated for
proper understanding and adequate knowledge of what the
respondents hard earlier given .

TEST OF HYPOTHESIS

HYPOTHESIS 1
HO :- Working capital is the excess of current assets over current

liabilities.

TABLE I: Excess of current Assets over current liabilities.

No of Respondents
_—8 b

] ,
the responses of the respondents with

current liabilities and how
at those who share

10
Table I above Shows
nt assets over

1t is clearly shown th
n those who have

the hypothesis is

i

regards to excess of curre

; ight.
it was proved to be rig

: e greater tha
- iew In the hypothesis
similar vie spondents; hence,

opposite opinion among the ré

accepted.
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(QUESTION 3 appgypy

HYPOTHESTS 1y

Does the Organization use ey
its need of fund?
TABLE II:

IX)

The table above shows the respondents reaction to the
external source as a means of financing company's fund needs.
The analysis of the stated hypothesis in respected of the
above view revealed that those who agreed with the stated
hypothesis are greater in number than those who against it and
only one person chose to be silent on that hypothesis statement,
for this reason, the hypothesis is accepted.
(QUESTION 9 APPENDIX).

HYPOTHESIS II1
Do you import your raw materials or buy them locally?

w
TABLE III: IMPORTATION OR LOCAL PURCHASE OF RA
MATERIAL

No of Respondents
_
oL e 1007

fies how raw materials of the company
e

ponses

No Opinion
Total :
i The table above ver

5. %
is being bought-locally or OVersed =
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HYPOTHESIS 1v

NDIX)

Does the working capital of your company fluctuate ?
TABLEIV: THE FLUCTUATION OF WORKING CAPITAL

Responses | No of Respondents | g
p S | Percenta
‘r:es 7 70 % :
0 - 2 20%
No Opinion 1 10%
Total 10 100 %

Table IV analyse whether the working capital of the company
fluctuates or not. It is made clear from the table that werking capital do
fluctuates, seven people go for the hypothesis while two people goes
against it and only one was aloof by expressing me opinion on the matter.
Conclusively, the hypothesis is accepted.

(QUESTION 4 APPENDIX )
HYPOTHESIS V
Is short term financing a goo

manufacturing companies ?

OF
TABLEV: SHORTTERM FINANCING AS A GOOD MEAN

FINANCI MANUFA RIN MPANY'

ACTIVITIES
A ts percentage
Responses | No of Res onden -.80 5

!I:’—IUD %
f the respondents to the short term

o reaction O %
ts ¢ ompanies activities-

d means of financing the activities of

No Opinicn

Total
Table V exhibi

g manufacturing c

source of financin

AHVYHIIY
ALISHIAN
wvaamj;\fﬂ
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hypothesis, 20% against it while g
From the above, the Nypothesis i
(QUESTION 15 AppgNp;

then accepteg.
HYPOTHESIS VI X).

Do your company practice uniform cregit policy f
or all

TABLE IV: THE PRACTICE OF HEDTToLien her customer ?

WITH CUSTOMERS

| Responses |
Yes Percentage
No 70%
No Opinion ﬂm
10%
Total -

Table vi exhibi i e
vi exhibits the reaction of respondents to the practice of

credit with customers. it is made clear from the table that the company
practices uniform credit policy with all her customers. 70% of the
respondents were for the hypothesis, 20% go against it while 10% sit on
the fence. Conclusively, the hypothesis is accepted.

(Question 16 appendix).
SUMMARY OF THE RESULT:

The hypothesis has been tested and analyse
arious conclusions were

d using different

questions as contained in the questionnaire and v

made. Close observation and study shows that working capital
ompanies. Different guestions

management is @ must for manufacturing C !
ities with

were framed to flexed the relationship of current asset and liabil
f income statement and
articular time. -
t must be made to working

ncial needs.

the balance sheet, and different

other aspect O
economic situation that prevails atap

mern
Conclusively, adequate manage

i term find
capital especially as a SOUrce of financing short
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CHAPTER Fryg
SUMMARY N

In working capital Management, the consi
¥ ’ n

investment in current assets should pe to avoid t =
| wo d

inadequate investment in current assets (

Bration of the eyl of .

. anger point excessive and
I.e. the feast and the famine situation).

o r'm profitability as idle investment earn
. : rm if it fails to meet its current obligations.
Working capital management refers to the administration of all aspects of

current assets and current liabilities, This encompasses inventory management
) f
debtors and creditors management and cash management. The net working

The feast situation will impair the
threaten the solvency of the fi

capital means the different between current assets and the current liabilities
which could either be positive or negative. It is positive when the current assets
exceeds the current liabilities and negative when the current liabilities exceeds
current assets.

Tt can be seen generally that the company need to purchase raw materials
which will be converted into work in progress and then the process will in tum be
converted into finished goods which will either be sold for cash or credit resulting
into debtors. The whole cycle will have to begin all over again . Because of e
dirculating nature assets, working capital is sometimes called ciIrCL'JIatmg caplta!-to

To determine the level of cash a company requires, ‘; ':O”ecessaw
prepare a cash budget where the minimum balance neede rpOSition B
month will be defined. It is important 0.1
athreat to the solvency of the company .

It is the working capital that comP ing CaPi
business activities and the requirement R

king ca
need for Wor
Pecularity of the individual ComPam: T8 By n the present 2
dtise becayse sale do not convert into cash imm

m month to

ote that a weak liquidity

nd make it unsafe and unsound.

anies use run their day - 10~ day
tal will depend on the
pital management
y word.
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Not only this,
into cash.
FINDINGS

A s =

he e | |
t § S
Sa 6] g Circ| Vi ve
Onve
O an (o] eral T Ircle nvo n the( rsion g Sa!es

In the curse of conducting intepy

—— ] iew
specified in the earlier chapter — fthrough the two ma|
. : 0 fi
capital management in manufacturing co
m

r N methods
out that the system of working

Panies s different from those in
€ system in both the manufacturing
e to each other in one area or the

, th
concern and financial institutions can be alik

R
other. was gathered that the main problem  facing working capital

management in manufacturi ; .

. l | cturing companies are inflation, source of fund cash
internal control, inadequate funding and limitation of products e. t.
RECOMMENDATION

Working capital management is very important in any organization. For
any organization to survive, its working capital must be effectively and efficiently
managed.

The reached conclusion on my research is that short term financing is
better means of financing the activities of manufacturing companies and that is
why they optimize in working capital as a security against sudden insolvency an
indication of efficient and effective credit policies and operating measures.

Working capital fluctuate from time to time due to business fluctuations

thereby it s difficult to achieve optimum working capital, inspire of this, however,
onitor the working capital level.

the financial manager must continuously m
his skill as an accountant to

The financial manager should also USe
; inci ich sta
maximize the use of alleging principle which o
i i one t.e.
investment. Creditors that falls within @ period of One ¥

tes that the nature of an

stocks due to restrictions
el of workind capital is
|ability of adequate

CONCLUSION

The company find it difficult to
on import and economic recession:
ifficult to defined due to business 1S

impor‘t Edequate
The optimum lev

tuation i Nigeria- aval
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stocks will

Ead 18 Inckemsg Nsoles ang debtorg and increage Profit in the same
direction.

Presently, its import have fajjep, from

about 100% to less than 55% ang
supplement this with local Purchase, Harq

working and struggling is the only
solution for survival to Overcome goverp

ment import measures and strong
market competitors,

Attention must be draw to inventory control, effective ang efficient credit
policies, and cash control procedures, since all thege have direct bearing on the
liquidity and profitability of the COmpany. It is necessary to exercise contro.l ‘over
stocks, debtors, cash, prepayment, receivables e t.c. as a whole since additional

investment in working capital is require whenever a project involving investment
invi
in fixed assets is evaluated.




This research is being carried out by me. BADA PETER, a
post graduate student in financial management of the Adeku’nle
Ajasin university, Akungba Akoko, Ondo state. All information
supplied shall be strictly for academic purpose and all will therefore
be treated confidentially.

Could you pleas answer the following questions as it relates to this
particular company by making the mark in the appropriate boxes

provided.

SECTION A

S =

Sex : MaleD Female D
ger D supervisor| | clerk[ |

Designation : Controller[:l Mana
—20-29 [ |30-% [Ja0-49 []s0+ [
D Single D

Age :

Marital status - Married
Educational Qualification
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SECTION

How was the initia| Capital neeq o, the

B e e Commencement of the
(@) issue of sharesD (b)
(¢)  Debenture stocks/loan (d) other
Where and how do the Ompany source for funds

(a) Longtime IoanD Medium term D Short term [:|
Is working capital excess of current assets over current liabilities ?

(a) Yes D(b) No D(C) No opinion [ ]

What are the major components of wo

GOVt SECUrities

rking capital ?

(@ stocks[ | (b) cash & bank [Jte)  debtors [ ]
(d) receivabIeD (e) allof the above D

Do your company prepare cash budget ?

(a) Yesl:l (b) No D (c) No opinion

Is cash the most important component of working capital

(a) Yes |:| (b) No |:| (c) Noopinion [ |

Do credit purchase from your supplier part of working capital
(a) Yes[ ](b)No[ ] (c)Noopinion []

How do you settle your OVErseas debt ?

(a)  promissory note| | (b) bill of exchange el

n of the
(c)  international MONEY other D(d) No

DO t 1e O galllza ma ou ces O ance to eetS its
10 uses EXte I 5

needs of fund ? 3 D

(a) Yes D (b)No [] (g Jho Opl.:m;ebt, divid
any is unable © pay 15 :

When your comp you say the comP" -

despite enough liquidity, will - g
(a)  Technically insolvent D

(c) No opinion

Does idle cash impair Pre

ends €. t G

T 7
fitability of the firm
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