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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 overdralt, 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 doeis 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. Earning 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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CHAPTERONE
A concept Which is widely used in discussion of cash availability (orliquidity ) is that of work· ·

•mg capital. It 1s used to finance current assets,such as stocks.work in progress,debtors and prepayments and operational ·

cash.

DEFINITION OF WORKING CAPITA!,
There are various definitions of working capital among which are

discussed below. Working capital may be defined then as constitutingthose assets help for current use within a business less the amount due to
those await settlement in short term for value supplied in whatever form.

Working capital can be described as a tool ( distinct from fixed
assets ) stated in monetary tenn 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 i.e.
Net current assets.

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

Good 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

( h Dads are sold on credit). From debtors to bill receivablesdebtors w en g

bt cept trade bills in settlement) and from bills are(when de ors ac

discounted or are finally settled upon maturity.



___________. Proprietors 's

fundj I

Cash
I),Cash from

Debtors trade debtor
? Bill receivables J /?

This summary constitute a brief summary of the event which goe;to make up the working capital circle.
The cash which arises by means of these sales transactions flowinto business and is used for various purpose, including the provision offund to recommence the circle.

Composition of working capital
The actual composition of the items making up the amount of Net

current assets will be dealt 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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CURRENTLIABILITIES:
Trade creditors, Accruals (expenses incurred but not yet paid for),TAXATION,BANK OVER DRAFT(these must be of temporary nature)BILL PAYABLE, ANY OUTSTANDING LIABILffiES CURRENT PAYABLE (i.e.amount payable in respect of compensation, settlement of an action, etc )'1.1 BACKGROUND TO THE STUDY

Working capital may be defined then as constituting those assets
held for current use 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 life 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

h
·

ed It concerned not only individual businesses but indeed, it- emp asrz .

affect the whole economy of the nation in manufacturing industries,
.

·t I ex·rst in various way such a gross working capital whichworking capr a

refers to the sum total of current assets, and net working capital which is

.

b t een current assets and current liabilities.the difference e w
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WRenever a p
·

.

roJect involving investment in fixed assets isevaluated, additiona I investment in working capital is required once aproject is proceeding its k' .
.wor 1ng capital required. Once a project isproceeding, its working capital merges with that of all other activities andseparate monitoring become impossible. It is therefore necessary toexercise control over working capital .

1.2 PURPOSEOF THE STUDY:
The purpose of this research can be divided into two:

(a) The research is embarked upon prevailing in partial
fulfillment for the award of Post Graduate diploma 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.

1,3 SIGl\flfIC,c\NCE 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
•

b
·

ss ·1t is safe to assume that the financial aspect of thesize of the usme ,

business are not being managed on the most profitable basis. The nearer

4



assets are. to their realizable in liquid form the less the risk involved inholding them and the less the return they rendered,
The findings of the study will help the organization and thegovernment to understand the problem caused by non availability of liquidassets, inventories etc for the maintenance of the organization.
The finding of this study will go a long way to solve the problems

encountered by the company and how it could be solve.
1.4

lIMITATION/DELIMITATIOJ'fOFJHESTUDY:
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 Successiveness 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.

1.5 RESEARCHQUESTION ( 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.

Short term financing is a good means of financing the

activities of manufacturing.

How cash flow operates in manufacturing companies

(d)

(e)

5



(f) • Inadequate internal control system as to component of
working capital.

1.6 DEFINITION OF TERMS.
MAXIMUMSTOCKLEVEL:- 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-ORD/¡_R_l.EVEL:-This is the level of which the store keeper will raise
a 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.

EC!}NOMIC ORDER (Jl,JANTIIT:- 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

•

t bl,·shed by the management in other to carry out theotherwise es a

.

f t rpr·,se in orderly and efficient policies, safeguard thebusiness o an en e

5 çar as possible the reliability of the records.
assets and secure a ''
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INVENTORIES·- invent .

.
.

·

ory is defined as tangible property held for sale1n the ordinary course of b
.

.

usiness in the process of productions for suchsale or to be consumed i thn e preparation of good or service for sale.CURRENT ASSETS ._--?=--'-"'="-.!.>?•e: assets used by the company in its ordinary work
( such as materials, cash 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 a 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.

1.7 HISTORY OF THE CASE STUDY

Techno --- Turnkey limited was incorporated in Nigeria as a private
limited company on the 27th 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 Uc 100,000

( one hundred thousand naira) divided into 100,000 ordinary shares of N

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 -

•

t· h Id recently The company share capitals will soon be
ordinary mee 1ng e ·

listed on the Nigeria stock exchange.

7
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2.0 INTRODUCTION
For an organization t h. •

.

o ac 1eve its goal effectively, there is need forefficient working capital management.
This chapter tries to identify the most common methods by whi?h

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.

2.1.1 THE CONCEPTOF WORKING CAPITAL MANAGEMENT
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.

2.1.2 THE COMPOSITION OF WORKING CAPITAL

Ç(JJ?RENTASSEI£;
Stock (work in progress, Finished goods and raw materials)

Trade Debtors;

Cash·'
t n account of expenses to be incurred)

Prepayment (paymen °

CHAPTERTWO
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Bill receivables;

Investment (these must be .

t
of readily realizable nature and only investedon a emporary basis);

Balance at Bank.

CIJRRENT LIABILITIES:
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 MANAGEMENTAND 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.

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

and finished good are essential part of most business operations.

MOTIVESFOR HOLDING INVENTORIES:

There are three general motives for holding inventories:

(a) 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

price fluctuations. An investment policy especially in times of

inflation.

(c)

9



COSTSASSOCIA TED WIT.H rN•· VENTORIES:
Before discussing CoSt control, it is necessary to identify and

analyse costs associated ·th
. .

WI stock, therefore, the cost that can be
identified as related to ·invent

.

ones are
(i) Holding/ carrying cost

(ii) Ordering cost

(iii) Cost of 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.

£OST OF OVER§TOCKING:-

Example of cost of overstocking are:

(a) The cost of financing the procurement of the stock. This

may be the interest on money borrowed, or the opportunity

cost of the fund.

JO



(b )" The cost of extra storage space
(c) Extra Insurance premium
(d) CoSt of more labour to handle the excess stocks
(e) Highest risk of theft, obsolescence and deterioration.COST OF

UNDER-STQCKINJi:-
Examples of cost of understanding are:

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

(b) Loss of contribution / profit as a result of Jost of sales
(c) Cost of production stoppages caused by shortage of raw

materials or work-in- progress
(d) Loss of future sales since customers may patronize other

competitors.

(e) Loss of bulk - buying discounts if purchase are made in small

quantities.

(f) Increased administration costs of placing orders of small

quantities are ordered at any given time.

CONTROL OF STOCKLEVELS:

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.

11



STOCK CQNTROL LEVELS:
1. MINIMUM (BUFFEROR SAFETY) STOCKLEVEL:

This represents the level below which stock should not be allowedto 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 been placed. Minimum stock level warns the
management when demand is above average.
2. RE-ORDER LEVE1=:-

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. MAXIM(JMSTOCKLEVEL:-

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

_ ( minimumco?sumption
--;e minimum re -order

period).

ILLUSTRATIVEEXAMPLE

The following data relates to MAGPEE Company Ltd.

_____________ 100 per dayNormal usage ------

-----------·- 150 per day
Maximum usage

---

12



Minirr.ium usage _

Lead t. _

--------
SO per day

1me --------- -------------- 20 - 25 days
Re - order quality, 10,000

S_UGGESTEDSOLUTION
Re - order level -

M- ax consumption x Max lead time.
= 150 X 25

= 3750 units
= Recorder level + re - order quantity

-

( Min consumption x min lead time )

= 3750 + 10,000 - (50 x 20 )

= 13750 - 1000

Maximum level

= 12750 units
= re order level -

( Average consumption
x Normal lead time )

= 3750- ( 100><22.s
J

= 3750- 2250

= 150 Units.

4. ECONOMIC ORDEROUANTITY

Minimum level

One common technique usually used to determine optimal level of

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

inventory WHICH minimize the total of ordering cost and carrying cost.

This represent the optimum order size referred to minimize all categories of

cost associated with making orders ( ordering cost ), and maintaining

inventories ( carrying cost).

The formular for EOQ is

Eoq=J .J_Ç,Q .:--

C1

13



s 1¦111¦

D = Demand
Cl =

Carrying cost
ILLUSTRATIVEEXAMPLE

C2 =
Ordering cost.

MAGPEE Company's de
un·t rnand for an it •

I s p?r year .The ordering cost of
em, an item is constant and is 9,000

determine the quantity that w·I1
. W15 per order if no shortage is allured

Suggested Solution
I minirn,ze total costs .

'
.

where

Eoq = ?
? C1

Cl= N 2.50
C2 = N 15

D = N 9000

Eoq =
I 2x15 x 9000

" 2.50

=?108000

= 329 Units.

THE GENERAL MOTIVES FOR HOLDING INVENTORIES

There are three general motives for holding inventories.

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

maintain inventories to facilitate smooth production and sales

operations

(2.) THEPRECATLOJ!ARYMOTIVE:·which necessitates risk of

unpredictable change in demand and supply forces and other

factors .

(3) THE5PgURA71VE MOTIVE:·which influence the decision to

increase or reduce inventory levels to take advantage of price

fluctuations .

14
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INVENTORY STOCK
TAKING_;_:

PERPETUAL INVENTQBX
The control system wh b .ere Y a company 1s constantly monitoringthe quantity of inventory h d

.

.

on an 1s called perpetual inventory system, itinvolves keeping a running balances on the store records. ( e.g bincard or'stock card ) after each receipt and issues .

.cQNTI?uousSTOCKTAKING:
The regular stock taking of stock and composition of actual

quantity on hand with the stock records is called continuous stock taking
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

'bl ffi ·ais material differences observed should also berespons1 e o 1c1

investigated.
h Id be out of bounds to unathorised persons.

(5) The store area s ou

DEBTORS MANAGEMENTAND CONTROL
.

2.2.2. --

t that where goods are in short supply relative
It •

·mportant to no e
IS 1

.

1
ctice to sell in cash or avoid credit.

. . nd financial y prato demand it is sou
. rtant information which the board

d bt is one of the impoThe figure of e or
. rt as it depicts the sum out-

of directors look for in the financial repa

15



D

(e)

standing .due or ove·dr ue for collectio th . .

debtors the higher
.

th .

n e mcidence of debtors is bad
is e risk of bad d btsto individuals should b

e
· Debtors and sums outstanding

.

e under strict control.It rs conventional th t t
b

.

ª rade credit is allowed in all businesses Nousmess can trive without s .

.

d .

orne measure of credit. There is no point in
emand1ng cash with oth "fer I competitors in the same trade give aremonth credit,only a very .

pronounced pnce on quantity advantage can
make to retain custom ·

h
.

.

ers 111 t ese circumstances. Credit extension may
mdeed increase sales it 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 NORMALCREDITOFFERED

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.

ASSESSIN_G c:__g?ILWORTHNESSOF CUSTOMERS

?ood debt manager should assess the credit worthiness of

b ç allowing credit. This may be done directly by an
customer e,ore

. . f h' account or indirectly through trade source or by
examination o 15

ferences caution has to be taken in granting
means of bankers re

_

f I
al action in pursuit of debts can be very high

credit as the cost O eg

J
i
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(d)

(e)

and the cost of bad debt .

_
can be diver stating. One large debt willwipe out the profit ear dne on a very large volume of sales.TIGHT CREDIT POLICY WITH PROMPTCOLLECTIONPOLICYBy this standard, the company makes effort to extend credit only to-those customers who d'are ere 1t

-

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 COLLECTIONPOLICY:
Like the above standard, this selects only credit - worthy customers
but does not strictly pursue payments in the belief that a good credit

( g)

( h)

risks they will honour their debt obligations as and when due.
( f) J.IBERAL CREDIT POLICY WITH PROMPTCOLLECTION:

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 CRl:DIT POLICY WITH LIBERAL COLLECTION
.

g th·is policy fills all customers request for creditA company us1n
_

.

d lso does not strictly pursue collections it is a policy thatextension an a

'th h"1gh liquidity good cash flow and aggressivea company w1 '

marketing strategies would adopt

ACTION TO BEJAf(EN FO_R_I._ATE PAYMENT.
.

--
.

d
.

the management of trade debtors 1s

The final point to be considere in

.
. non late payment obviously, a system must be

the followmg actio
h' h ass their due dates. There are

. to signal debt w ic Pmaintained so as
. ·nder through solicitor's letter

. from polite remi
many sanctions ranging

• th ough the law court and the
. lies to actions r

and withholding of supp
_

11
ed need careful judgment

. h"process 1s fo ow
speed with which t is

17



2,3 CASH AND MARKETABLE SECURITIES
Cash is the most important cur t

. .

ren assets for operations of any business.cash is the basic input needed to keep the b .

.usmess running on a continue basis.It is also the ultimate out put expected to be realized by s 11. th .e 1ng e service orproduct manufactured by a given firm.
The firm should keep sufficient cash. Cash shortage will disrupt the firms

operations, while excessive cash will remain idle (utilized), without contributing
any thing towards the firms profitability. This, the major function of the optimumlevel of cash holding.

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 o ).

(b) Those with know conversion dates like commercial paper, treasury bills,

bankers acceptances (Mc); and

(e) Those with unknown conversion dates which are free for investment
.

(Mf) hence the portfolio M is M = Mo +elsewhere like debt retirement '

Mc+ Mf.

? MANAGEMENT
.

g the monies of the firm in order to" Cash management involves manag1n
.

"di fund "
.

. .

nd maximum interest income on an I e
attain maximum cash availability a

.
.

t that for effective cash
rth noting at this pom(VANHORNS 1974). It is WO

. ofessional cash manager
ds a full time pr

management, an organization nee
( treasures will be better off

.

.

I cash manager
.instead of a clerk. A profess1ona

. time .colleting receivables,
.

ding his precious
improving working capital by spen

18



taking cash discounts str t h', e e ing out your a
Cash management concerned 'th

P yments and also playing the floot.
w1 the mana .

the firm, cash flows within th
ging of cash flows into and t f

. .

e firm and cash bala
ou o

in time by financing deficit o
.

.

nces held by the firm at a point
.

r investing surplus cash
The motives for holding cash

·

(a) TRANSCTION.ar_e
as follows:

?==!<..!.,!..!!.,(!'S?:.- cash balances a h I

Payments
re e d to transact business.

are made and rece· ts
h

IP are collected at different time
ence the need to hold h

,

cas to meet daily obligations
(b) PREC?_(JI/ON :- cash. fl

.

h

--- m ows are somewhat unpredictable with
t e degree of d'

• •

'

pre ictabillty varying among firms and industries.
Cash balances held in
.

reserve for random, unforeseen fluctuations
inflows and outflows are defined as precautionary balances.

(e) 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
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

information on the timing and magnitude of expected cash flow and cash

bal th
· ted period This information helps the financial manager

anees over e pro¡ec
·

to determine the future cash needs of the firm, plan for the financing of these

needs and exercise control over the cash balance and liquidity of the firms.
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J!_LUSTRATIVE l:XAMPLE
MAGPEE Company Ltd has a cash balance of N 27000 at the beginning ofMarch, 2002 and you are required to prepare a cash budget for March, April, May2002 having regards to the following information. Creditors give one month

credit, salaries are paid in the current Month. Fixed 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, 45% in the next month
and 12% in the following 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. 82,000 61,200 9,000 30,000

20,000 80,000 60,000 9,500 30,000March

22,000 90,000 69,000 9,500 32,000April

75,000 10,000 32,000May 25,000 100,000

SUGGESTED SOLUTION
,Ç_ASH BUDGEL

MARCH APRIL

27,000 29,000
Opening Balance

77,700 81,840
Receipt from Debtors

22,.QQQ20,000Cash sales
il2,84Q

Total Cash ?
9,500

-,

9,500
_J

Less: Salariesi 25,000 25,000
Fixed overhead

fill.,ill)_Q
a

gQQQ? Purchases
-21,500

TOTAL DISBURSEMENT 2.5.,Zilll ?-

Wlfill
- Bal. e/d
7

=
II

MAY

38,340

90,100

25.000

153,44.Q

10,000

27,000

filP_QQ

106.000
?
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Preliminary work.ings:

March\====?-Ã?¡¡---------;-;----? April
400/o X 50,000 =--?3::,2--;,0;-;:;0;;-0---- May

---;??00_44!º?ºAto"axx89?o,io=--?oof=?36?,?ooõc?o????????????3??-45% X 82,QQQ = 36,9QQ
40% X 10,000 = 4,00045% X 80,000 = 36,00012% X 74,QQQ = 8,800 12º
45% X 90,000 = 40,500-

1/o X 82,000 = 9,840 12% X 80,000 = 9,600-77,700 81840 90,000
It is important to go through and prepare a budget to judge the actual

performance against the budget and ask wh h fl
_

Y cas ow was different then the
expected.

INTENAL CONTROL SYSTEM WITH RESPECTTO CASH RECEIPTS:-
(a) All customers deposit shall be properly recorded in the books.

(b) Proper division of responsibilities between receipts and deposit with the

bank must be established.

(c) Frequent cash reports for internal managerial use.

(d) 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.

(e) 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 IHE MANGEJIIIENTOF CURRENT LIABILITIES
. .

. . . . d bts that will be paid by business within the next

Current llab1llt1es are e

twelve months of operations, namely:

Trade creditors for goods received
.

)
. d but not yet paid for

Accrual ( i.e expenses incurre

Taxation of all kinds
ry nature)

. st be of tempora
Bank overdraft ( this mu

21
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I

Bill ¡3ayable

any outstanding liabilities cu rrently payable
2,3.1 TRADE CREDITORS

MANAGEMENJ:
.

A creditor is a person to whom one owe s money. This, in most cases is aresult of purchase of goods or services on c ed·t C
.

' s ª
.

r
1 • redit has been defined a thepower to obtain goods or service by giving a P

.

romise to pay money or goods ondemand or at a specified future date".
Payment to supplier(s) are made usually after all necessary documentshave passed through the methods, procedures and the organizational

arrangement.

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:

IN/TIATING PURCHASE:-?

. . .

d provai by an authorized managerThe key issue here are requisition an ap
. •

a company's stock items, when this is
RE-order level should have been set for

k k epers this will be.

raised by the stoc - e ,

reached, a purchase requisition forum is

d t the purchasing unit.
. nd forwarde O

.approved by appropnate person ª
. kept by the originating

b in two copies-oneRequisition note should at least e

·n department.
department and the other by the purchasi g

22
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I
I
I

flllDERING:
Having gone through the requisition st .,

.
age, quotation will now be invitedfrom the company s approved hst of suppliers wh .

.

. ere an approve hst of suppliersis not available, quotation should be invited fr om a careful selected group ofsuppliers.

These quotations, when received, will be carefully chosen and vetted anda supplier or joint suppliers will be carefully chosen for the particular purchase inconsideration.

A purchase order will now be given to the supplier detailing price,
quantities, quantity and other specification time, frames and mode of payment.

This purchase order, which will be signed by the appropriate purchasing
official, binds the company and should be carefully worded so as not to expose
the company to unnecessary losses.

A purchase order should be in triplicate as follows :-

(a) A copy to the account department

(b) A copy to the store and.

(c) A copy retained by the purchasing unit.

RECEIPT OF GOODS:
·zation / company toReceipt of goods into store differs from orgarn

b t an authorized storekeepers working for theorganization / company u

.

d e to do the follow mg: -

company must be in atten anc
.

. ods from the suppliers.
(a) Officially received the go

th t the quantity receive
h ood to ensure a

(b) Promptly count t e g
. bill. . tated on the delivery I .

.tallies with quant1t1es s

d ed in respect with
.

d with goods or er
.(c) Compare goods receive

h specifications. This task is

quantities, qualities and

otherstores own company of the
th one of t e

achievable with e

purchase order.
, standard store's record.

d in the company s

Record the goo(d)
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The' supplier Will
normally b .

.su rn1t 1nvoicfor processing. es at the account section
All due invoices should be processed on thapproval of the author' d

e due dates for theize
manager. Whe .

.payment voucher had b
n the invoices and itseen approved for th .

.usual company authorized .

.

e signature of the
sign atones.It is important at this payment sta t

. . .
ge o ensure that the purchase1nvo1ce 1s matched with the goods .

received note, the originalpurchase order, the record of abnormal (short d, over, amaged /returned) deliveries and the suppliers' delivery way bill.
Payment should be made in accordance with the laid down rules/
policies.

Proper recording will be carried out at the account section of the

foregoing transaction.

2.3.2 INTERNAL CONTROL FOR TRADE CREDITORS:-

(e)

(f)

(g)

(h)

i (iii)

(iv)

From the above, the following controls can be highlighted:

(i) There should be proper segregation of duties in relation with the

purchasing function.

(ii) Appropriately approved purchase order should be raised for

all purchases.

There should be adequate procedures in selecting the

quotations for each purchase.

h Id b adequate to ensure the
The receiving procedures 5 ou e

best

following:
the time of delivery into the

(a) Safeguard of goods from

company's premises
t·ng of the goods by

. ti and coun 1

Prompt physical ,nspec on

?ent personnel. .

dcampee
'th those receive

ds ordered w,
Comparison of goo

-

v' tJ?3f-"1-
Scl311/Nll
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(b)

(e)



Maintenance of a Writte n record
showing d t

·1

goods received e g b .
e ª1 s and date of

.

.

.
. Y using pre -

numbered GRNs.Timely claims against suppliers I tr. ansporter for damaged orshort delivery.
There should be pre _

numbered d .ocuments 1n use for allrejections.

Z.4,0 fINANCIAL ANALYSIS AND CONTRQ.!,.

(d).

(e)

(f)

Financial analysis is the process of identifying the financialstrengths and weaknesses of the firm by properly establishing relationshipsbetween the profit and loss account ( pandy, 1995). The following are the
various users at financial analysis.

(1) MANAGEMENT_____:_;_ they are concerned with

internal control, profitability of company, and

efficiency of management of assets.

SHAREHOLDERS -; they are interested in the

company's profitability, stability, potential for

growth and dividends policy
..

CREDITORS -_:_ they are interested in ab1l1tyof

business to pay interest and repay the principal

sum on a due date
.

MENT ·-they are interested in

THE GOVERN .

h
ssess tax liabilities and ot er

business profits to a

information.
. ted in long term

-· they are interes
f!IIPLOYEES .

hich their jobs
ompany on w

stability of the e

pany's ability to meet

d and on the com
depen ,

ges demand.
. sted in the abilitywa

• they are 1ntere
I\IER5 -.

gt5JO
intain supplies.

of the firm to ma

(11)

(iii)

(iv)

(v)

(vi)
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tQMesnJoRs •.
_ ---=-::.;_theva-
cornparative Pert

re
interested inorrnance of bFINACIAL AN

a Usiness.
ALYSTS & ADVISE .

interested so as to .

.

RS -

. they are
advisers their client that canbe of any of the other interest groups,OTHERS -·

resea h
.

.

.

_,_ re
institute, trade associationand potential take - over bidders.3.4.1 TYPE. USE. AND LIMITATIONOF FINANCIAL RATIOS.Ratio indicates a relationship that exists between two variablesor figures. The relationship between two accounting figures, expressed

mathematically is known as financial ratios help to summarize the

(vii)

(viii)

(ix)

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.
(c)

TYPE OF FINANCIAL?TIOS:
. ratios can be used:

f capital the followingIn measuring the adequacy O '

1. Liquidity ratio

2. Solvency ratio

3.

4.

l.

Efficiency ratio

Profitable ratio
m05: eet short terU<JV.fPITYBAll

to its ability tom
any refers

The liquiditY of a comp that it does
hould ensure

A company s

obligations as they become due.



not suffer from lack of liquidity
.

' and also
¡¡quid. that it i·s not t 00 rnuch h.

The most common ratios for m .

19hly

. easunng com , .

(a) current ratio, (b) quick rati
Pany s

liquidity areo and (c) Net .

(a) Current ratio. working capital.

?
Current Liabilities

This ratio indicates the avail bT
.

a I ity of current liabil'ty T
.

the ratio, the greater the margin of ?

1 • he higher

.

sa ety for term creditors. As aconventional rule, a current ratio of 2·1 or .

· more 15 considered satisfacto
(b) Quick ratio or acid test ry.

Quick ratio =

Current ratio =

Current Assets-stock-Prepaid expenses

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.

(e) Net working capital.

Net working capital = Current assets - Current Liabilities.

1
oses since it is used to

This is mostly used for internal contro purp '

b ond payment to short term

measure a company spending power ey

creditors.

2. SOLVENCY RATIOS .. fa company to meet
.

g the ability o

These are the ratio for measunn
fety of a business

. the degree of sa

its long term obligations. They show

from failure in the long term. ompany's
solvency

are:

. for measuring
e

The most common ratios
bt equity ratio

(a) debt ratio and (b) gearing ratio {or de
rtiOíl of total assets

the propü
(a) l>f:'3T AATlO :- This measure

financed or provided by creditors,

J7



[Jebt ratio? Total d(;QJ; x 100%
Net assets

Total debt include sh
. . .

Ort term a
fj!1andal inst,tut,ons, debentures

nd
long terrn

. .

I
bonds, diff: borro¥11n ,

for buying caprtal equipment ered Payrn
9 1rsrr,

.

, and bank borr .
ents,

arrang"'rrc.-.
any other interest bearing loan N °wrng, Pubr

-
· ? ·.

· et assets .

ic
depos1t.s -

0

net current assets. comprised net fixed .

?- 1

assets -1nr-!

(b) DEBT EOUITY RATIO ._ Th·

-

....,__ is ratio measurbetween long term funds Provided b .

es the
relationshipy creditors and th

.

by shareholders. The ratio is also a
ose Provided

.
measure of financial leve?Hence, rt can be prepared O

age.
n pure debt basis or on .

. .

basis. Debt equity ratio = long term debt x 100 %

total l1ab,11t:es

Total owner's equity
or gearing = Total liabilities x 100%

Total owner's equity
3. EFFIICIENCYRATIOS:

These ratio are concerned with the efficiency of utilizat1on of

resources of a company. The ratios include asst turnover debtors

ratios, creditors ratios, and stock turnover ratio.

(a) NET ASSET TURNOVER _RA__JIO: This ratio shows how

.

ti·i· ed to generate sales.
efficiency the assets are berng u rz

Net asset turnover = sales

Net assets.
.

and return or,

profit margin
The relationship between assets turnover,

investment can be depicted as :

;m,estment.
Net asset turnover * profit margin == ratiO on

? x PBIT = e.fill
_,., ssets or

Net Asset Sales Net Asyc;,.J• . ,- on a
.

. _ 10 -- ?, while

_

The implicaüon of this 15 ? ílS ?
?t company must IJY to



,

oldlng its. profit margin
constanth

or
rnai( .

lding its asset turnover
constant 1rn12e its?

.

(b) DEBTOR?
These ratios show the slow ness or Oth .

are liquid assets only in so far as they
erw1se of

debtors Dcan be
Collect

.

ebtorstwo types:- ed. The ratios ar e OfDebtors turnover == ?
Debtors

Average collection period ==

Debtors?
X ?

Annual Credit Sales 1

Profit rn
arg¡n

lvhile

There ratios are measures of :-

(i) the quality of liquidity of debt; and

(ii) 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.

(e) SIOCK TURNOVER:-
b f days stock is held or howThese ratios indicate the num ers 0

many times a company's stock is converted into cash.

Stock turnover = Cost of sales

Average stock

tock x 365 daysAverage age of turnover = Average s

=
Cost of sales

A low ratio is indicative of: -

(i)

(ii)

(iii)

(iv)

slow moving stock

poor liquidity
ged· st or damahigh companying co

obsolescence
es due to

potential future loss

stock.
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(d) ª!DITO?This indicate the number of d
. ays taken tocreditors payment penad

==Creditor Pay
creditors? X

36Sdays
·

Credit
Purchase

(4)
fRQHIABlLITY RATIQS

Profitability is an indication of abTty _

.

11 to
exist, hencreditors and owner are interested in profit b·i· _

ce
management,

.

a
1 1ty ratios.

The important ratios here include :-(a)gross
.

profit
margin, (b) net prommargin,(C) return on investment (d) earning P h

.
.

er s are (e) dividends pershare and (f) pnce earning ratio.

(a) GROSS PROFITMARGIN
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:
f h Na ira sales left after all

The ratio shows the percentage O eac
.

t
.

t have been paid. A high ne

expenses, including taxes and interes ,

d This is defined as: -

profit is usually preferre .

fter tax x 100%
Net profit margin == Net profitª

Sales

( RETURN ON INVESTMEND.
to generate

earningse) ?

.

SS of a company
CAPITALThis indicate the effectivene lied?It is also ca

with available resources.

EMPLOYED (ROCEl
x 100%

?

defined as:
.

·
··

ent & Tax
Thus, the ratio can be ?ROCE or ROI = I'

. ·t,?l employed
GIP1<>



The.return and •:JJ..'it, .li - .11
• '

ttie definition of cap,tdl i:>P•.
.i:- :it,111,...

, !All•?'>· .

'• 1·

A rd'
'. ,,,,11

"'11'1¡'\

to use, ceo ing to it ,,.., .

-'l:'•l--, ...
ii-, w;i

?
d-:;;_11 • \ .

" llit t?
Y» lir,,

may
.... defined as.· -

"':S.'l.'l'1'?-.
,1r

rorr0s,-, .Never,

..,..
•

i ,t.s .,,ond1n
, 'l'l% •,

g return
I l,;ipit;,1

ernp1oyeo
(i)

(ii)

(iii)

Total capital emplo1;?('. = ·'f••i• • l'l,·\
?-1..IJi"'t"- _._ )

··-:'?•··•':' * •

¡ rNt'rence Sh .

Long term cap,tai _ , .•

l,.",1? ··e, .. .

are Lapita!
- .r·?11 ·c1r·, ::-:· 1r.., .• .

,i1, ent liabilitt

•• ·• ,

' , •• -;,,rt.,I ·! Prt' '
es.

--'ll01 _ --?"-
ftrence sha

Shareholder's capit:ii = :r-.:ir·,,,?.-:::::. .,. __ ,

· re

• ' '.1p1t.'il + pref .

::, ?-i-:::, - --?::i'W .

e1 ence share

Shareholder's equtv =
_·,··:1;-1..,.?i"'", ? ...

¡?;·-=. ·':" y¡,_

Toe relevant profit figures:: _:x: :"-:' _

· • ,_·;¡ '1ª1 + reserve.

(i) Total capita' ¿¡~• ::": .?- = >---"• .
.

I

.

- •. • . ' ,)e,c1re tax and before bank 7

oan interest

(iv)

(ii)
= r>:·.:lfit after tax.

Shareholder's Ee;-•:-.= ::-,··:·•t after tax and preference

dividends.

(d) fM.njnq per i¡¡hare(EPS)
The ratio indicates the amount cf profit earned on each outstanding

ºrdinary shares, and it is usually expressed in kObO, 11,e ratio is defined

(iii)

(iv)

Long-term can,2 = _ ,. _ ,
. _

'" - • \ .-,nci betore interest on loans

Shareholders ;:a::, :3

as:

EPS == Profit after tax Preference divide{l(Jj

(e)

No of ordinary shares issued

?s Per Share share that is

The ratio show the ?mount of diVideOd per eect, orclinarv

already issued. It is defined as:

DPs == Dividend paid on ordiOflC' $hlll1

Number of share outstandlo,¡

The .

'

ratio is usually expressed il1 kObD•
,,

--?·:,;.-...i;;,'.-
,.,;t.???iJ¡}; \; ''



price
Earning Ratio (P/E ratio).

(0

1lliS ratio measures the length .of tirne ·r

d on a share at the existing level f

I

takes to r

¡nieste
o

earnings ecoup the

The higher the price earning ratio
(that is the Pa

ªrnount

.
.

, the less att .

Y back Per
. estor whose mterest is dividend

i

ractive is the
.

IOdJ.

an
,nv ncorne rathe investrnent t

. ease in market value of share). Ho
r than capital a .

o

(incr .
Wever, a hi h

. PPreciation

/erred by another mvestor since it is an ind· .

9
Price-earning rna b

¡re
. .

1cat1on of ca
. Y e

This ratio 1s defined as: Pita!
appreciation.

p/E ratio = Market Prlç?J?_1;_r Share
Earning Per Share

-.

(g)
,eu_Q!Jt r¡stio :-

thus measures the dividend policy of the compa It.ny. 1s defined as:

Pay out Ratio = Divide11__ct_r_er Share X 100%

earnings per Share

SIGNIFICANCEOF ACCOUNTING RATIOS/RATIO ANALYSIS

l. If enables 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 measured.

tT ·ng its various asserts in

4. The efficiency at which a firm is u , ,zi

be ascertained.
generating sales revenue can

rf anee of a firm
. d general pe orm

S. The overall operating effioency an

can be measured.
1 dge within and outside

6
·

·

parting
know e

· f ming
· Communication is vital in ,m

vital role in in or

r analysis plays
a

ther
business organisation. Ra 10

.

riod to ano
·

ed from one pe

the public of what has happen

?F RATIO ANALY5!£ basTsofconiParison.evaluate

(a) the proper criticallYIf is difficult to decide on ..... able to
tivities.

(b . ron to .,...
.•·

... "êSºracl There is limited informa 1

.

• onlY sllm111ª"

rnents are
business firm: Since state



(c) The .only way to mea
.

sure the standard of
the ratios with other com . .

a firm is by comparing

.

panies in the indust .

companies are likely t h
.

ry. However, individual
o ave different v I

.

figures.
a uation methods for their

Price level changes k
.

.

ma e interpretation of ratio invalid

Ratio are generally calculated fr .

.

th . .

om past fina nc1al statements and

us, are no indicators of the future.

Definitions of items
·

b 1in a anee sheet and income statement differ

hence inter-pretation of ratios become difficult.

'

2.4.3 FUNDS FLOW STATEMENT

(d)

(e)

(f)

Th ..

is 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 penmanent or 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 satisfactory nature or otherwise likely to arise, and finally

to ensure that proper control is exercised ever the assets of the firm.

The sources from which business funds are derived can now be

summarised.

(a) Trading profit where the total income exceeds expenses requiring

the use of cash or working capital.
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(b) The.proceeds of sales of fixed assets.
(c) The proceeds of sales of long tern investment.(d) The proceeds received from issue of additional share capital or the.introduction of new capital by the proprietor.
(e) The proceed from issue of debenture or long tern loans.
(f) Reduction in current assets.

(g) Increase in current liabilities.
Proceed from sales of inventory.(h)

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

(a) Acquisition of fixed assets.

(b) Purchase of long-tern assets.

( c) Repayment of debenture or long-tern loan.

( d) Payment of share capital.

(e) Payment of dividends and income tax.

exceeds the total incomed. losses where the expenses(f) Tra mg 1

requiring the use of founds.

(g) Increase in current assets.

in current liabilities.(h) Decrease
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3.0

3.1

=

.j

CHAPTERTHREE
INTRODUCTION

This research design and th
of research for th·

me odology will entail the method
is study the in t

field work th
, s rument used in conducting the

, e research approach
, research strategy and the source

and method of collecting data.
RESEARCH APPROACH AND STRATEGY
RESEARCH APPPROACH:

?-

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.

RESEARCH SIM_TEGY
--

In the course of fulfilling this objective, research strategy as

f Ction to achieve the frame research objective was

a course o a

I frame A case and survey method were

strictly with the samp e '

employed. .
-

t I d
. industries and industr1al1s samp e

Most manufacturing d

One of the problems encountere

d to remain anonymous.
preferre

. is the difficulties encountered in data

in carrying out this study
.

d ts are usually not ready to relay

d tries and indM ua

collection. In us
tty was adopted In this to

trate9Y of anonyrn
information. The s

. needed or t11e study.

to ¡0rormatl0n
enable easy access



3.2

Despite the above probl .

I t. em, investig t"re a mg to various m
ª ion was conducted

anufacturing co .

companies experience d fi
.

mparnes account, why doe iciency in liquidof stocks as a result of.
assets and some run out

inadequate or mis
ca pita I. management of working

RESEARCH INSTRUMENTS AND METHODOF
INVESTIGATION:
The instrument used f

11

.
.or co ecting information for the purpose of

this research work is group d
·

te 1n o two. There are primary source
and the secondary source of data.
Source and Trpe 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 topic.

THE PRIMAR.Y ?OURQ;J>£DATA:

Personal Interview
.---

. made no respective employees handling
consultation were

.

.

d disbursements into banks, creditors
inventories, cash receipts an

.

d relevant information was obtained from

and debtors notes an

them.

Questionnaire .
. ·tten forum was distributed

1
ed question m wn

Simple ana ys
. rtment staffs to generate

d Administration
depa

to account an

relevant information.
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TH SECONDARY SOURCEOF DATALibrary Research:
Reference were made to textbooks in the library and otherrelated journals on the subject matter, handout andpublications. All these were done to ensure whether thepractice of working capital management will lead to efficient andprofitable financial aspects of business.
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CHAPTER FOUR
4.0

4.1

INTRODUCTION
Having examinedthe rudiment t

.
ary acts relevant to this write-upand full discussion and explanation h .on w at the working capitalmeans, the need for working capital management cannot be over-emphasised. This chapter shall deal with the presentation and

analysis of data collected.

INTERPREI_?TION OF DATA
For 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 .

4.2 TEST OF HYPOTHESIS

HYPOTHESIS I

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

liabilities.

TABLE I: t Assets over current liabilities.Excess of cu_rr__E!_n - -

Res onses No of Res ondents Percenta e 1

Yes

No
· ·

-

100 O/oNo Opinion
ndents withTotal 10

e responses of the respo

Table I above shows th

current liabilities and how
t assets over

regards to excess of curren
I ly shown that those who share

. It is e ear
it was proved to be right.

. greater than those who
have_ .

. othes1s are
e hypothesis

1s

similar view m the hYP
ondents, hence, th

. . among the resp
opposite opirnon

accepted.

8
2

80 %

20%
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(QUESTION 3
APPENDIX)

HYPOTHESIS.l!
Does the organization use external soits need of fund? urce of finance to meet

TABLE II: External source as a
@mpany's fund i_neans of

financin_g_
requiremem

Responses No of R
Yes 7

espondents
No 2

Percentage
70%

No Opinion 1

Total 10

20 %
10
100 %

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 a re 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 III
7

Do you import your raw materials or buy them locally.

TABLE III: IMPORTATIONOR LOCAL PURCHASE OF RAw_

MATERIALS
d ts Percentage

Responses ! No of Respon en
40 %

Yes

-???i4===============?6?0y??º====No 6

No Opinion?===-------:1¡-jo?o?º?Vo?=
¡
Total I

10
. hoW raw materials of the company

The table above verifies

II or overseas.
is being bought-foca Y
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• The table shows th
.

e1r performhypothesis. It would b
anee as regards the tae observed f

s ted

agree on overseas purcha
ram the table that those whose are less thanlocal purchase of raw m t

.

those who agreed on
a enals ¡ e

(QUESTIQ
.

percentage of 40 & 60.
N 12APPENDI

HYPOTHESISIV X)

Does the working capital of your company fluctuate ?

TABLE IV: THE FLUCTUATION OF WORKING CAPITAL

Responses ??No of Respondents
Yes 7
No 2
No Opinion
Total

1

10

Percenta?
_ _10%

20%
10%
100%

E

i
I
I

Table IV analyse whether the working capital of the company

fluctuates or not. It is made clear from the table that working 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 good means of financing the activities of

manufacturing companies ?

TABLE V: SHORT TERM FINANCING AS A GOOD MEAN OF

FINANCING MANUF4CTURING COMPANY'S

ACTIVITIES --------

_::=::::=??=-=-=:::::?;;..?-PPleerrcent?
Responses No of Respondents 80 %

Yes ==8L=-------j2?ot0???=-=-=-
No -?2 _

No Opinion
- 100 %

t the short term

Total 10 . f the respondents
o

·b·ts the reaction o
Table V exh1 1

•es activities,
f cturing compani

source of financing manu ª
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In analyzing th e data
hypothesis, 20% aga·

.

collected 800
inst it wh·1

, 1/o sup

From the above th h

I e 0% had no . .

ported the stated

, e ypothesis
.

opinion

{QUESTION 1

is then accepted

.!::IYPOTHESIS VI
S

APPENDIX).
.

Do your company practi .ce uniform .

TABLE IV: THE p
credit policy for all h

--

er customer 7

I Responses ??--
IT PO H CUSTOME

y? 7
??

?

No 2
70 %

No Opinion 1
20 %
10%

Total

4.3

i

I

10
Table vi exhibits the

.

100 %
-

.

reaction of respond

credit with customers it is d

ents to the practice of

· ma e clear from th t bl

practices uniform credit policy with II h

e a e that the company

d

a er customers. 70% of the

respon ents were for the h th
.

ypo esi5, 20% go against it while 10% sit on

the fence. Conclusively, the hypothesis is accepted.

{Question 16 appendix).
SUMMARYOF THE RESULT:

The hypothesis has been tested and analysed using different

questions as contained in the questionnaire and various conclusions were

made. Close observation and study shows that working capital

management is a must for manufacturing companies. Different questions

were framed to flexed the relationship of current asset and liabilities with

other aspect of income statement and the balance sheet, and different

economic situation that prevails at a particular
time.

nt must be made to working

Conclusively, adequate manageme

.

• short term financial needs.

capital especially as a source of financing
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?
O ??y. CONCLUSION AND REC5, - _OMMEDADON

5_1 filJ.MMARY
?

In working capital managem ten , the consideration f
investment in current assets should be to .

0 the level of.

.
.

avoid two danger point excessive and
inadequate investment 1n current assets ( i e th f

. . . .

· · e east and the famine situation).
The feast s1tuat1on will impair the firm profitab·i·ty

.
.

1 1 as idle investment earn
threaten the solvency of the firm 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,
debtors and creditors management and cash management. The net working

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.

It can be seen generally that the company need to purchase raw materials

. d then the process will in turn be
which will be converted into work 1n progress an

converted into finished goods which will either be sold for cash or credit resulting

b in all over again . Because of the

into debtors. The whole cycle will have to eg
.

.

·t 1

.
.

I ·s sometimes called circulating cap1 a .

circulating nature assets, working capita 1

.

s it is necessary to

f h a company require ,

To determine the level o cas
needed from month to

the minimum balance
prepare a cash budget where

weak liquidity position poses
. rt nt to note that a

month will be defined. It is impo ª
k 't unsafe and unsound·

any and ma e I

.
- da

a threat to the solvency of the comp
. use to run their day

- to Y

.

¡ th t companies d on the
It is the working capita a

king capital will depen
. ement for wor

.

I management
business activities and the reQUlí

ed for working capita
d

pany
The ne esent day war .

Peculiarity of the indiVidual com ·

1
mediately

in the pr

rt ·nto cash m

anse because sale do not conve 1

4Z



Not only this, there is also an operatin .

into cash.
9 circle involve in th e conversion of sales

I

In the curse of condu t·
.

. .

c ing intervie
specified 1n the earlier chapte .

w through the two .

.

r, one is ab/e to find
main methods

capital management in man • .

out that the system f .

u,actunng comp
.

.

o working
t.

·

fi
. .

an1es 1s d.ff
opera 10n 1n 1nancial institution Al

I erent from thos
-

. though, the system i b

e in

concern and financial institution .

n oth the manufacturing
s can be alike to each .

other. It was gathered that th .

other in one area or the
e main problem f

.
.

management in manufacturing co .

acing working capital
mpanies are inflation s

internal control, inadequate funding a d 1•

• _

' ource of fund, cash
n 1m1tat1on of products e t c

5.3 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,

th
.

1
·tor the working capital level.

e financial manager must continuous Y morn

his skill as an accountant to

The financial manager should also use

.
. h. h states that the nature of an

maximize the use of alleging principle w ic

.

d of one year e.te.

investment. Creditors that falls within a peno

S,4 co?LUSION tocks due to restrictions

.
.

. ort adequate s
.

The company find it difficult to imp
.

I
I

of working capital is

. The optimum eve

on import and economic recession. .
. availability

of adequate

.
tion in Nigeria.

difficult to defined due to business fluctua
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tocks will lead tp increase insoles and debt .

s

. ors and increase profit in the same
direction.

Presently, its import have fallen from about 10001/o to less than 55% andupplement this with local purchase. Hard working d .
.

s

. an
struggling 1s the onlySolution for survival to overcome government import me dasures an strongmarket competitors.

Attention must be draw to inventory control, effective and efficient credit
policies, and cash control procedures, since all these have direct bearing on the
liquidity and profitability of the company. It is necessary to exercise control 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

in fixed assets is evaluated.
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POST-GRADUATE SCHOOL FACULJY OF soMANAGEMENTSCINCES ADEK

CIAL AND
- VNLE AJASIN UNIAKUNGBA AKOKO. VERSITI,

O_U_ESTIONNAIRE PREPARED ON THE MANAGEMENT OFWORKING CAPITAL IN MANUFACTURINGCOMPANIES BYBADA PETER 2000802§
This research is being carried out by me. BADA PETER, a

post graduate student in financial management of the Adekunle

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.

l.

2.

3.

4.

5.

Sex : MaleD Female D
D Supervisor?

Clerk O
Designation : ControlleQ Manager

040-49 D so+ D
D 30-39

Age :---- 20 - 29

. do Single ?
t

. MarneMarital sta us ·

_

Educational Qualification
------
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l.

2.

3.

(4.)

( 5)

( 6 )

( 7)

?
How was the initial .

capital need fr
company realized 7

Jr ttie
commencem· ent of the

(a) issue of shares O
(c) Debenture stocks/loa?

b) Govt securities D
Where and how do the c

O ( d ) others O
ompany source for fund

( a ) Long time loanO Med·
.

.

ium term O Short ter DIs working capital excess of
m

current assets

( a ) Yes Oc b) D
over current liabilities 7

No
( c) No opinion OWhat are the major components of w k.or mg capital ?

(a) stocks D ( b) cash & bank D (e) Ddebtors

( d) receivableO( e ) all of the above D
Do your company prepare cash budget 7

(a) YesD (b) NoO (c) Noopinion

Is cash the most important component of working capital

(a) Yes D (b) No D (c) No opinion D
Do credit purchase from your supplier part of working capital

( a ) Yes D ( b ) No O ( c ) No opinion D
How do you settle your overseas debt 7

(a) promissory note O (b) bill of exchange D
D

h ?(d) Non of the above

(c) international money ot er
.

urces of finance to meets its

Do the organization uses external so

needs of fund ? ..

D D ( e ) No opinion
(a) Yes ( b) No

. debt dividends e. t. c.,
. nable to pay its ,

When your company ,s u
the company

is .

. 'd'ty will you say Odespite enough llqUI 1 '

O ( b ) legally insolvent

(a) Technically insolvent

(c) No opinion O
. . fthe firm?

.
.

. rofitabilllY
o

Does idle cash impair P

D
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