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ABSTRACT

The management of working capital has been the bane of most small scale

business in Nigeria. This work is therefore geared towards an analysis of the effective
management of working capital in a business selting with specific reference to ED & F
MAN Ondo. i

This work takes off with the assumption that effective management of working
capital is the most important determinant of the success of an organisation. Working
capital helps enterprises to meet their short term financial obligations. This is however

subject to the economic and business climate persisting at the time.

This paper concludes that any organisation must therefore put a sound
management policy in place so as to make effective management of working capital and

the attainment of organizational objectives possible.
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CHAPTER ONE

1.0  INTRODUCTION

1.1 BACKGROUND TO THE STUDY

Working capital refers to net current assets or net current liabilities where current

liabilities exceed current assets. It therefore encamped short — term resourcc  Taventory,

debtors, investments and cash) and short term funding (creditors and other borrowings)

The importance attached to working capital management by treasures can be
attributed to several factors. First, working capital presents a continuous set of decision
making alternatives, which respond speedily to policy changes. In contrast, fixed assets
and long term funding management involve discrete decisions ofien with long lead time
before results are apparent. Second, although the individual transactions involved in
working capital flows are relatively small in comparison with fixed assets and longer
term funding, current assets and liabilities are significant in balance sheet terms.
Typically in a manufacturing concern, current assets would exceed half the value of total
assets , and current liabilities might be expected to supass half of the debt from outside

Sources.

From the viewpoint of financial management theory, working capital needs to be
split into its current asset and current liability components. The principles involved are

two fold.

Current assets should be increased provided their return is greater than the cost of
the firm’s capital that is to the point where the marginal revenue from extra

current assets equals the meginal cost of financing them.




'
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Current liabilities should be substituted for longer term debt provided the

weighted average cost of capital is reduced.

Hence, organisation must strife to achieve effective working capital management
into corporate objectives must be achieved. Mismanagement can have serious

consequences either through overtrading and an inability to pay debts as they fall due or

as a result of losing profitable opportunites due to a shortage of funds when there is an

excessive level of working capital.

'

This project will examine the effectiveness of working capital management in ED

& F MAN ONDO, which is the case study.

1.2 STATEMENT OF PROBLEM

There is always the need for effective management of working capital in any
organisation.

In the face of scarcily of funds harsh business and economic conditions, most
organizations have difficulty in achieving effective working capital management. This
study will examine the situations in ED & I (Man) Ltd Ondo as a case study.

¢

1.3 ORBJECTIVES OF THE STUDY
The fnain aims of this project are

To highlight the effectiveness of working capital management in ED & F
MAN ONDO.

To show why working capital is more easily managed than fixed capital.
To show the benefits derived from effective management of working

capital and
To recommend ways of achieveing effective working capital management.




SIGNIFICANCE OF THE STUDY.

Since management of working capital is a crucial and critical business

activity, special attention should be given to it.

Firstly. the study will serve as aid to students who wish to research into

the effective of management of working capital.

Secondly, the study could help or aid entrepreneur who may want to

review their system of working capital management.

Thirdly, a part from the necessity of this project for the purpose of award

of Diploma in Accounting, it also affords me the opportunity of contributing my

wn quota to the development of effective management: f:n:zvorldllg capital in

ivate organizations.

RESEARCH QUESTIONS.
The following research questions were addressed in the course of this study:-

Does management of working capital determine the organisation’s ability

to meet its short — term obligations?

How easy is it to manage working capital ?

Do the internal policies of an organisaiion affect its working capital

management g




d. Is investment in working capital influenced by general economic and business

climate ?

STATEMENT OF HYPOTHESES
The hypotheses used for this study were as follows:-

i

Hypothesis [

Proper management of working capital determines the organisation’s

ability to meet its short — term obligation .

Hypothesis I1

Working capital is not easily manageable as fixed assets.

Hypothesis 11

Internal policy of an organisation do not have effect on the management of

working capital of the organisation.

Hypothesis IV

General economic and business climate do affect investment in working

capital of private organizations.
DEFINITION OF TERMS.

Management:- Is the process of getting things done through people and it
entails planning, organizing, directing and controlling. It is treated as a science,
due to the use of organized knowledge, Management could also be an art because

through experience the manager develop judgement (Knootz).




Businessi- Is the search for and the provision of all material inte ie Jomn

needed the marketing and distributing of such produet ag well as the proyision ol

services that the aforementioned made possible. “A business enterprise is an

organ of the society. There is only one valid definition of business purpose 1o

create customers” (Osaze 1990).

Working Capital:-  Is the excess of current assets over current liabilides, Pure
unrestricted cash is working capital in its finest sense. However, working capitul
in its finest sense. However, working capital is broader than cash alone, Workine
capital can be (Eesclribed in another form as the sum total of current nssets los

current liabilities (Gopalakrishen, 1991).

Policy can be defined as the mode of thought and the body of principles
laid down (o underline and to guide the activities of a firm towards «
declared or known objuc ives.

Private Organisation:- * = business unit in which the government has no
involvement in their L rmation and the ways they are managed and
controlled (Olaleye 197 .

Lead Time:- It refers lo the length of time between placement of an order
and receipt of the ordered material.

Re — Order — Level:- It is the level point at which an order is placed for
material.

Ordering Cost :- These a e the various expenses incurred in the process of
placing an order. -
Carrying' Cost:- These are the expenses arising from transportation of
ordered well to the premi ses of the organisation,

Minimum Stock Level:- This is the level below which stock must not be

allowed to fall. “

Maximum Stock Level:- It si the highest level beyond which stock must

not go.




\
Economic Order Quantity:- This is otherwise called “Economic lot size”

or re — order quantity. It is that order size which gives the best return in

investment ant that result is the greater advantages and the least cost

(Akinniyi 1995).
SCOPE AND LIMITATION OF THE STUDY.

The study shall be limited to ED & F MAN Ondo. In carrying out this research
work some of the problems encountered included the relunctant attitude of management
of the organisation in revealing information concerning its organisation due to what they

describe as official secrets,

These constraints would obviously reduce the volume of data to work with. The
lack of finance also limited the depth of the project work. Nevertheless, effort was made

to ensure that the aim of this study was realized.

Moreover, the insufficiency of textbooks current journals and periodicals might
impose a major limitation. Also the time allowed to carry out the project was another
problem faced by the researcher. Inspite of all these limitations, I belief that the project

will serve its purpose.

1.8. REFERENCES:-
OSAZE B. E. (1990); Managerial Finance published by Uniben Press .
OLALEYE O.A. (1992); Enterpreneurship Published and printed by Stecon
Publishers.
HORNGREEN CHARLES (1987); Introduction to Management Accounting
Seventh Edition prentice Hall International Editor published .
KOOMTZ O’ DONNEL WELHRICH Seventh Edition
AKINNIYI JOSEPH A Fundamental of Business Management Predition,
School of Business Studies OSPO.




CHAPTER TWO

2.0. LITERATURE REVIEW

2.1 Description of working capital

The working capital of a business is computed by deducting the current liabilities
from the current assets at any point in time. It is sometimes expressed as a ratio of current

assels to current liabilities (Fajemibola 1997).

The current assets of a business, as shown in the balance sheet consist the

following:

Cash on hand and cash in bank

Account receivable less provision for doubtful debts.
Inventories, valued at the lower cost or net realized value
Advance to suppliers

Marketable securities.

The current liabilities on the other hand shows the sources following from which

short — term fund have been recruited by the business, these consist the following:

Trade creditors

Accrued change

Short term loans.

Amounts owned to the inland revenue e.g. corporation tax, value added tax or
income tax payable within a year,

Bank overdraft

Dividends which are payable in the near future.




.

Therefore, the working capital of a business shows the amount of the firm’s own
fund which have been to finance the current assets and shows the extent to which short —
term borrowings were used. For this purpose. Infact, the view of points of a creditor, the
existence of working capital denotes a safety margin of current assets over current
liabilities, which he sees as a pool from which his short — term loan to the business can be

repaid. (Gopalakrishan 1991).

In the past, working capital ratio was thought to be satisfactory if a relationship of
two to one existed.

This idea has now fallen into disrepute and now it’s considered that the extent of
a satisfactory margin of current assets over current liabilities depends upon the company

concerned, the trade and season of the year as well as other factors.

2.2 SOURCES AND USES OF WORKING CAPITAL:

Sources: The possible sources of financing working capital — out of which 90% are

from inventories may come from the following:

Trade receivables and delayed payment to creditors

Sales of non — current assets e.g. plant equipment ete.

Non — bank short — term borrowing

Bank short — term loan.

Share capital

Reserves

Long — Term loans from development financing institution e.g. Aftican

Development Corporation ele.

Fund raised can be put into the following uses:-




Declaration of cash dividend

To aoqu'ii‘e fixed assets and current assets.
To meeting working expenses

Reduction of long term debts.

Reduction of outstanding capital stock.

Financial analysts have cited the following useful information as being revealed
by a charged statement, the major sources from which working capital has been obtained
(i.e. profitable operations, borrowing, sales of capital stock), clue as to the financial
management habits of the executives (i.e management attitudes towards spending and
financing), the proportion.of working capital used or applied to plant, dividend, debt,
retirement ete. indication of impact of working capital flows upon future dividend paying
probabilities and an indication of a company trend towards general financial strength or

weakness (Pizzey 80),
23 DISAVANTAGES OF INSUFFICIENT WORKING CAPITAL.

The disadvantages suffered by a company with insufficient working capital are as

follows:

The company is unable to take advantage of new opportunities or adapt to

changes: since it does not have sufficient [inancial strength, it is unable to

finance the development of a new product or the alteration to production

techniques needed when a new opportunity occurs.

Trade discounts are lost: - A company with ample working capital is able

to finance large stock and can therefore take advantage of trade discounts

from the supplier.




Cash discount are lost; Some company will try to persuade their debtor to

pay early by offering them cash discount off the price owed e.g discount

of 2% for cash in one month instead of taking 2 or 3 months credit.

The advantages of being able to offer a credit to customers are forgone. If
the sales force can back up their efforts by making credit available to
customers, this will give them an advantage over rival organizations

whose credit facilities are less attractive.

Financial reputation is lost, A company with ample working capital is able

1o pay its bills to suppliers and other creditors in good time.

Thus, it achieves a reputation as being a good payer, and this will enhance

the goodwill of the business.

A company with a good repulation can expect co — operation from trade

creditors at times of [inancial difficulty (Gopalakrishmen 1991).

There may be concrete actions by creditors. If the working capital of a
business is grossly inadequate it will be forced to finance its operations
more and more by short — term borrowing such as overdraft and trade

credit.

Eventually the point will be reached beyond which the shorl term lenders
are not willing to extend credit and it is at this point thut the policy, and
indeed the continuation of the business is dependent not on the wishes of

{he owners ¢r management but on the action of the creditors.

Over — trading is often the reason for the development of such adverse

credit condition in a business. In simple term to overtrade means (o
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attempt to finance a large volume of production and sales with inadequate

working capital (shubin 1957)

Problem of Working Capital:

There is scarcity of fund 1o be invested in working capital

The cost of fund invested in working capital is often high, as the fund
is not backed with security.

Traditions, practices and conventions which govern the industry or the
type of business.

Internal policy of an organisation in the face of competition and
turbulent economic environment.

The general economic and business climate of which the business

operates.

Working capital management is thus concerned with the management of current
assets and administration of curreni liabilities. Delerminations: of the appropriate
level of investment in current assets and the size of the current liabilities which in
turn determine the écsij‘able level of working capital to be employed in business,;
it involves decision concerning ftrade — off between liquidity, risk and

profitability. Hence neither excess nor shortage of working capital is desirable.

The estimation of working capital must be based on the principle

“adequacy is virtue but surplus is not”. We know the operation circle process:-
a

Cash— Raw malerial —# Semi finished gopod ~ — Finished Item

Item —% Sales — % Debtors —» Cash.

)
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Management of Current Assets,

he management of current assets requires that each account is kept of at a level

to meet required needs without interrupting activities even for a brief period.

The current assets, which are usually found in balange sheets are:-

Cash on hand and in bank
Account receivable
Inventories (debtors)
Advance to suppliers

Prepaid expenses.

They are always shown in reverse order of liquidity that is with first and
cash last. However, working capital management is used to describe an

organisation investment in current assets such as cash, trade, debtors’ etc.

Thus working capital is the excess of current assets over current liabilities.
In order words, working capital can be described as the sum total of c... .t assets
less current liabilities.

(NWC = CA — CL) (Fajemibola 1997).
2.5.1 Cash and its management.

Cash: Is the least common denomination of ail business concerns. Its need cuts

across all business organisations.

Cash here refers to cash on hand and balance with bank. Cusli is the most

fluid of the current assets. It is subject to more frequent changes than any of the

other assets and therefore poses more problems of control (Osaze 1990)
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Uses of Cash: The three major reasons of handling cash are:-
1. Transactionary motive: That is the need to meet obligations of activities

of the firm, which include both routine and periodic payments.

The Precautionary motive: The requirement for meeting occasional

unforeseen but compelling payments,

The Speculative motive; Cash required for taking advantages of usually
profitable opportunities which may suddenly occur, there is nothing

compelling about these except, perhaps the urge to optimize returns.

In addition to these aforementioned motives, the following factors tend to

determine a company’s level of cash at any given moment.

The company’s expected : These can be obtained from its financial
forecast and cash budget cash budgets are largely dependent on the

turnover size and the stage in the life cycle of the company.

The company’s borrewing capacity: I the company capacity to borrow in
emergencies is good then it would need to keep very little cash balance for

{ransactions and precautionary situations.
The company’s management attitudes to risk: If a company has a

conservative management highly averse to the risk of tunning out cash

then it would need to keep large cash balances to forestall pessible

liquidity crises.
Debt rcpa_yﬁlcnl schedule: A company which has a major part of its

tstanding debt maturing shortly or within the year would need to set
outst 2

aside some substantial cash to honour the debts obligation except it can

casily liquidate some ofits idle assets (Osaze 1990).
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Cash Management; Is the term given 1o describe the systematic approach

to all aspect of planning and controlling the financial resources especially
the working capital. It involves:-

Forecasting cash inflows and outflows

Scheduling commitment so thét cash usage is optimized
Converling cash forecast (probabilities) into cash budget, which
represent part of an integrated plan.

Monitoring result by comparing actual payment (or periodic
amounts) with budget.

Taking action to ensure adequate availability of cash at any time
(Batty 1076). Cash management must ensure that cash is
sufficiently large to meet all obligations as they fall due; while it
must not be too large as to prevent borrowing at unfavourable
term. There must be adequate record keeping of all cash receipt
and safeguarding of cash from theft or fraud. Each receipt or sales
ticket should have duplicate copies. Total collections are summed
up at the close of work to cross check receipts of ihe day as

recorded.

On the other hand, for all disbursements, there should be vouchers approved by

appropriate authorities before paymenls are made in cheque instead of cash and
the vouchers stamped paid. All treasury documents like receipts, cheque books,

stamps ete. Should be properly kept in a good safe, petty cash should be approved

ally for regular cash needs while cash advance should be carefully used

periodie
because of the attendant abuse e petty cash boak should record all cash spent

with adequate record 1o back them.




. Objectives of Cash Managément.

Meeting payment obligation: Daily operation may involve the payment of

cash for goods and services. It involves receipt of cash from operations.

The day to day cash need will determine what balance to keep.

Cash is needed for precautionary and urgent reasons 1o off — set certain

payment that fall due when there will be no adequate in — flow of cash.
Cash can also be invested in securities with rising value for quick returns.
If the cash balance is not high, it will be difficult to have fund for such

investment purpose (Fajemibola 1997).

Accounts receivable (Debtors Management). This category of current
asset arose due to the need to sell good and services on credit. Companies find it
necessary to extend credit to customers as part of the overall strategies of

increasing their sales and market shares.

This creates what is known as debtors or account receivable in the balance
sheet. This is necessary so as to increase sales and profit. The availability of credit

to customers will certainly enhance organisation’s sales, customers will always

patronize the organizations that grant credit, especially when funds are not

available at the time the goods are required.

However, while credit extension may indeed increase sales, it can also

lead to bad debt or irrecoverable account as well as costs of aduinistration and
cad t

debt collection.
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Accounts Receivable Policies:

There are various credit and collection policies that a compa;w could adopt to

improve sales, develop its market, reduce cost and improve income, however
s >
four of such policies stands out:

Tight credit policies with prompt collection policies; By this policy the company
makes effort to extend credit only to those customers, who are credit worthy and
follow — up payment strictly. This should and will reduce bad debt expenses to a
minimuim.

Tight credit policy with liberal collections like the above stated policy pursue
payment in the belief that as good credit risk they will honour their debt
obligation as and when due.

Liberal credit poliey with prompt collection: By this policies, a company would
also strictly enforce collection — this standard is particularly useful during
recession and period of economic downturn.

Liberal credit policy with liberal collection: A company using this policy feel all

cuslomers request for credit extension and also do not strictly pursue collection

(OZAZE 1990).

The implications of unguarded credit policy are :

s

% Tying down resources in debt
% Unavailability of funds when nceded

& Dossibilities of long debts turning bad with attendant losses.

Account Receivables Protections:

Ci g internal accoun g contro
Accounts i be UteCde Ihrough proper 1nie 1
C re eivable bhOU.ld P

ion of functions between those kee
necessary to aveid sales to poorly rated customers,
s

Tt b t ping debtors records and those
here should be sepera

approving credit sales: this 1




.

maniplations of trade, debtors records and ofher unpleasant implications (Fajemibol
018
1997)- ;

There should be rating system (o determine the ability of the customers to pay, lixing of
£ rlg o)

credit limits and period of payment, obtaining security, insuring the accounts receivables
;

proper system of collection of accounts receivable, offering of discount for prompt

payment and interest charged for delayed payment,

However, when a customer begins to make regular excuses and not paying on

time, the account must be given close attention.
Stages of Collection are;-

Send reminders
Follow — up through a letter phone call or personal visit etc.

Drastic actions when payment is delay e.g. court action.
The effectiveness of a credit policy and collection system could be known through:

The ratio of ucdn sales to lotal sales
The percentage of outstanding debt to lotal credit sales.

Percentage of accounts receivables outstanding beyond the sanctioned credit

limit to total credit sales and accounts receivables.

account reccivable bears to total resources. It must be
3

noted that if a credit is too strict, sales will reduce and profit will fall while a
&

d debt.

The percentage the

loose policy will encourage high ba:

; ELATED COSTS:
INVENTORY (ST OCK) AND ITS RELATED
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Invents

'Y OI Stoc 5 I i i
ory or stock of goods Tepresent a very significant investment of fynd by

companies, hence the importance of tumning over inventory ag quickly as possibl
ot 4 possible to
reduce the cost of this investment, However, the desire 1o keep inventory as |
¥ as low as

ossible and turnover inventory as quickly as possib! ; i
5 | Y as possible and (o tyry over inventory as

qujckly as possible can conflict with the objective of maintain

‘ : ing adequate stock to
satisfy the demand of the production department and customer

T'o resolve this conflict, a company must be able to determine the optimal (most

cost — effective) level of inventories (o maintain at any time (Akinniyi, 1995). While it is

true that a financial manager is (o play an advisory role on inventory control, he must be
;

concerned due to the fund invested in inventorics and this is an important aspect of

investment, It can be mismanaged to the ruin of an organisation.

It 1s the collective responsibility of sales manager, production manager, purchase
manager and [inancial manager. Inventories here include raw materials, finishwed goods,
spare parls etc. When finished goods are not shocked, then production will be to order

which can prevent the organisation from prompt reaction to sudden sales opportunity.,

OBJECTIVES OF INVENTORY MANAGEMENT,

Making inventories available for production and sales a5dwhen required.
Reduce cost and volume of investment in inventories to the minimum level

aintaini i inventory from
To trade off the cost of mainlaining a given level of inventory

maintaining that level of inventory.

TYPES OF INVENTORY

Essentially, there are three types of inventory:

1t to be used as input in the production process.

Raw materials and componet




.

/ 1 . 3
Work in progress nventory made up of materj
1

not yet completed and therefore not ready for

Ve the market,
Finished goods which has been fully process

ed and is
the market (OZAZE, 1990 packaged and ready for

[nvestment in Lllvelltoric§: The level of investment'in inventories depends on

The type of business and volume of activities

Sales policy and method such as term of sales size of packaging ete,

Inventory level to be maintained which will be affected by the type of
business government control ete.
Expected speculative profit.

Length of production cost.

Inventor Cost: The important issue is to keep enough inventory to optimist sales while
minimizing inventory cost, There is three basic inventory cost that a company has to

contend with: '
Ordering cost of replenishing inventory and this include:

Cost of preparing and placing order
Cost of preparing storage space for inventory.
Cost of preparing the production line, if the company has to produce the

order.

Carrying Cost: These include

Cost of capital tied —up in inventory
Cost of Storage (warehouse) |
Risk of obsolescene of physical deterioration

Insurance inventory
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Cost of protection,
out of Stock Cost: - These inelyde:

Disruption of production leading to extra ¢

, st of accelerating service,
Overtime set — up,

Iring and training when Inventory becomes available,
Quantity discount cost.

Contribution margin on lost sales

Loss of customers good will ordering cost, carrying cost versus order size,

The higher the order quantity, the more storage will have to be provided, the more
insuranee to be take. The sum effect is that carrying cost increases as the order quantity
increases. Cost minimization oceurs at the point where the annual carrying cost is equal
to the annual ordering cost. Q, which is the order quantity (QD) corresponding to the

minimum, is known as the economic order quantity (EQQ). Therefore
Ordering Cost = DC/Q D — Annual demand

Carrying Cost = QH/2 C- Ordering Cost per order

H — Carrying Cost per unit of stock

Economic Order

Quantity = 2DC/H

Marketable Securities:

« 1 into cash within
y mal let ins rument w 1ich are rea lly conve: (<] th
These are mone 1 d D

e 1S us 1VesLe i i ] in order
i i sted in such instrumen

i fif vests t

1':']1'115( idl

ashort term, cash that is tempo

i er puposes.
t earn some return until its needed other purp




Idle fund do not grow and as such jt g neces

Sary to invest in she
It term i
hq{}llld an increase in cagh whic} o

11s lunporauly 10t in use,

e reasons for ho
Th holding marketable sccuntms include safety levisees, speculative

jnotive, transaction purpose ete, there are three types of marketable securities:

Those with unknown conversion dates but can be converte

d to cash e.g, certificate
of deposit.

Those with known conversion dates like commercial papers, treasury bills,

Those with unknown conversion dates, which are free for investment elsewhere,

like debt retirement.
Management of Current Liabilities:

The current liabilities of any business should be kept below current assets to
ensure that a networking capital is maintained. The liquidation Ofi current liabilities

T settle — ter
constitutes reduction in current assets as cash will have to be settle short — term

obligation.

C a U all d rash a nds which
1d S 0 0. yuld also mean uclion 1 cas L
I O avo & W ean a reduct

. ar ;
i be used to settle expresses, immediately they are used
should have remained as cash may

i ike i - ime of purchase.
1 pay for items like inventory at the time ol |

27 Ratics:

15 to jts ability to meet short term debts

fe
qumdlty Ratio: Liquidity of 2 business firm 1€

ert certain cur
8 they fal] due. This includes the ability to conv

rent assets to cash to pay

P its current liabilities.
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Measures of & firm overall liquidity could be gone by computing it
S

a.

Current Ratio: 1t g
s the ratio of current assets to current liabilities

= Current Assets

e .

Current Liabilities.

Acid test (or quick ratio): Also called liquid mtio, This ratio is similar fo eurzent

ratio except that less liquid assets such as prepaid ifems and inventory are

deduced from current assets.

current assets inventory & prepaid expenses

Current Liabilities
Networking Capital: 1t is the difference between the current assets and current
liabilities. It is used to measure a firm spending power beyond payment to short

term creditors. '

= Current Assels — Current Liabilities.
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CHAPTER THREE

10 RESEARCH METHODOLOGY
41 RESEARCH DESIGN,

This stu was i i i
Yy was dCSlgl‘lCd to mveshgalc the cffective management of wo ki
C working

capital in a business organisation ED & I Man Ondo

estionaires were serve :
Questionaires were served to workers in the organisation in order to gather

necessary information. Records and files of the organisation were also delved into, to get
. i = St s ’
certain information. A few senior officers were also interviewed on a face — to — face

basis.
12 RESEARCH POPULATION AND SAMPLING TECHNIQUE.

This research combed through all the business organizations in Ondo State and
decided to choose ED & F MAN ONDO as a case study. ED & F MAN ONDO is the
only organisation selected as sample out of the numerous business organisations in Ondo
State. The choice is based on the fact that ED & F, being an import / export firm uses a
large sum as working capital. It therefore presents a good case in which the effect of good
menagement of working capital can be clearly investigated.

. : cenior ers
Systematic sampling technique was adopted so that only the senior staff member

. . - oy
i i ¢ the ectly involved in handling issues of mon
Would be interviewed. They are the ones directly S

33 RESEARCH INSTRUMENT.

3 ¢ data basically
i i ioned by the researcher was used to collec
e ital in ED & F Man Ondo.

| “hnigques for working cap
des}gned to reveal the management techniques fo v
e also consulted. Ver

questions that are

Daﬂy records ook and' ledgers Wer

23

) -



uctured were employed in face — 1

st face i
. . b ace interview v
i chief executive of BEd & Wiasi Ondo, with the Genera| Manager and

J

14 SOURCE OF DATA,

The Data were collecied from both second:
ar’ i T
ot i 1O ary and primary sources. The mode of
sty through sam
ple survey Questionnaj
; ires were
18 and interview made. The researcher had a

: - ‘ Chief Executive and General Manager of ED &
I Man Ondo for neeessary insight into reley

administered and personal observatio;
face — to — face interview with the

; ant information about their working
capilal.

Ihe secondary data were obtained largely [rom available materials of relevant

business journals, Business and financial reports, and text books in the library.
STATISTICAL METHOD OF ANALYSIS.

The slatistical method of analysis that is adopted in this work is simple arithmetic

mode. The answers from our respondents that occur the most frequently is chiosen as the
fact in our analysis as against other responses that are in the minority. The responses are

tabularized and the frequencies of responses 10 each question delermined. The highest

frequency in responses represents the fact.




CHAPTER FouR,

40 PRESENTATION AND ANALyss OF DATA

41 ANALYSIS OF DATA

The analysis of data mainly

predicated on data collected from the various

1 interview are condugted and the review of previous

als of the organizations and experls opinions

department of the company in whicl

Jiterature and journ

As earlier enunciated the respondents were made to express their opinions on the

clfective management of the working capital in private organisation especially ED & F

MAN ONDO and the method used in analyzing the data are:-
Bio — social data of respondents.

Sex distribution

Age Distribution

Educational background.
TABLE A — SEX DISTRIBUTION AND CHARACTERISTICS.

PERCENTAGE




iY

In taking a critical ’look
at the taple A above, it is m
qumbered the female. » 1L 1S Axiomatic that the male oyt

This pre — supposes that {he male dominate 4
nate the

I5 which is gy were of mag]
respondent were female sex which is 40% 7

respondent interviewed, study population. From the

¢ sex which the remaining 10

TABLE B. QUALIFICATION DISTRIBUTION OF THE RESPONDENT

Qualifications No of Respondent Percentage

B.Sc ;

20
HND 7 T
OND 5
NCE ; —
OL /Below 28

| Total 100
[

Table B above unveils that the qualifications of the respondents are conveniently

divided into five(5) groups to facilitate easy analysis.

Thus from the table above it goes withoul saying that most of the respondents on

the study. Population are between N.C.E and B.S¢ qualifications, making up 48% of the

respondent.

ND qualilication with 24%, i Of Level and

The following are those with

below brings up percentage 28.

SECTION B.

2 ment O,
i { Q estions Does oper mana e
lrlllUT.I()ll or u P P t of

Table C; R Dis
3 esponse P
) an ol‘ganlsauon.

. : s of
Working capital determin® the success

26




Undecided

Tm‘ﬂf

A quick look at tabl
at table ¢ above re
veals
als that 24 respondents constituting 9
iting 96% of the
total

agre(‘ that prog. cdlld K 1 d
man 1{ (¢}
Qpe; nagement of WOy 124 pita.
king capital determines the success of an

organisation. No res
; esponde ise
s} nt disagrees, except for one tl
e that is’undeci
ided. This is an
. This is

indication that pr
oper management of
anagement of working capital determi
1nes organizati
ional success,

'

Tabl Response D ) stio U agree tha
. I C 18 i i @ hat working capifal 1
eD tribution for question 9 : Do you agr that T p S
vorki g

more important than fixed capital in ED & I
& BPI LA

l{(‘SD()llSL’ of Res ercentagse,
No 5 I}Ulldcl!t t:
R P v

Yes 16
No 9

Undecided -
L
e e

Total 23

| agree that working capital is
orking

aking up 64% of the tota

Fron :

1l

the table, 16 respondents m
disagree. This shows that w

9 respondents

More
important than fixed capital
ation like ED & F

ore than fixed capital.

Capita] ;
al is : : i
1s more important 10 all organis
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Table E:  Response distrip, ti
ution for Quesjon 10 : Does prope
T Management of working

obligations .

capital helps in achievmg COmpanj
€8 short ter,
m financia|

esponse No of Respondent T
'centage.

e e L T

Yes
84

No !
Undecided |
Total Ee—————

The table above shows that 21 out of 25 respondents agree that proper
management of working capital helps in achieving company’s short term financial
obligations. While 2 respondents disagree, two also were undecided it follows therefore
that proper management ol working capital helps in achieving a company’s short term
financial obligations 84 percent therefore affirms that proper management of working

capital is helpful in the achievement of a company’s short term financial obligation.

Table F: Response distribution for Question 11: Do you agree that mismanagement of

Wworking capital leads to debt.

No of Respondent Percentage.
19 76

Yes 20
NO 4
Undecided ]

100

Response

| Total




)

Looking at table p above, j 1
» 1 Would

o = o h
mismanagement of woriy, CHpital Jeag A Whereag 19 respondents agree that
S 10 debt, 5 1
i Sponder

respondent is undecided. Thig meang ¢
AL76% agrees, 209

ts di;agrec and only |

h i 7
o disagrees ang 4% undecided,

Table G: Response DiSlI‘ibthiGn Tor Question 12: D agree that there js an company
. iy - Do Ou ag i

olicy / procedure for Management o working capit Iy i o

molic g capita

Response No of Respondent Percent
centage,
|

10
Undecided o

Total 100

Table G above reveals that 15 respondents are aware of company’s policy and
procedure for management of working capital and 10 respondents are unaware, 60% of

respondents are informed of such policies while 40% are not having such information.

Table H; Response Distribution for Question 13: Does this policy / procedure affect

Mmanagement of working capital.

'n Percentage.
Response No of Respondent g

Yes
No

Undecided
\\‘

Loy




[

From the tap]e H abgye on}
; ¥ i
s policy / procedur
F’s policy Procedure gy, management of worki
King

respondents are of the Opinion
that the o
Policy / procegy

Capital is of positive effect, if
re is of negative effect while 10

l are analyged against the background of
that 11 'espondents gys of

CY see the pelicy

respondents ar

) ' these Iesponses
table G,

have the knowledge of (e poli the fifteen respondents who

as positive while the Test 4 respondents

see it as negative, T} 4
! 1 g{ 10 undecideq fespondents are g1g, those who claim not to have
owledge of ic

any ki age of the policy / Procedure, It gy therefore be stated that 73.33% of °
respondents with the knowledge of the policy :

_ : agree that it has positive effects on working
capital while only 25.669 disagree,

Table I: Response Distribution for Question 14: Does volume of working capital change

per time.

Response ( No of Respondent Percentage.

Positive
Negative
Undecided

Total

i lume of workin,
In table 1, 18 respondents constituting 72% of the total agree that volum e
E : i { ts are in departments
time. No respondent disagrees and 7 respondents P
capital change over time.

: he 18 respondents
that | thing to do with finance and accounts. T . o
T lirectly involved with ED & F’s money ur
dire ; ‘ ok
bout financial matter 11 the organisation.
abo

that agree are field

) Tl e
officers and managers who ar

1 information
They therefore have enough infor!
5. Does economic / business climate affect
- 1JO

. estion |1
Table J: Response Distribution for Que

; : ital.
vestmen( on working capita




Response
Yes
No

Undecided

Total 25

'

23 respondents constiluting 92% o i
2 92% of the total respondents agree that change in business

and economic climate affpey tvestment in working capital.. Tyo respondents disagree. It

therefore implics that changes in economic ang business climate affect investment in

working capital.

Table K: Response Distribution for Question 16: Do you agree that there are ways of

improving effective management of working capital,

Response No of Respondent Percentage §| - -

Yes 48

No
Undecided

60

dents out of the 25 agree that there are ways of
ponder

ital. No respondent disagree. 15 respondents
capital. '
. ifications and lack basic knowledge

In table K above, 10 1es :
: . orkin
improving the management of W 1y of lesser qual
; thy oL 1€
e indifferent because tlle?f R

of financial management.




42 TEST o l-‘IYPOTHESlS

Hypothesis: 1y g Viewed
as essent:
Tl 45 essentigls ¢ lest the hypothesis. Capital in p
o CIMining the reliability gnq validity of the | e o
al ol the hypothesgjs.
Hypothesis I: That Proper Management of wor]

ability to meet its shoy term debt,

king capita] determines organisation s

Null = Hypothesis: Proper management of weokiy

= . ¢ capital determine oIganisation is
ability to meet it shoyt lerm obligation,
Alternative Hypothesis:- That Proper management of working capital does not

determine organisation ability to meet its short teym obligations.

Out of the 25 respondent interviewed (o test these types of hypothesis, 21 agreed
that proper management of working capital will determine organizational ability to meet
its short term obligation while two disagreed that proper management of working capital

do not determine organizational ability 1o meet its short — term obligation, hence null

hypothesis is accepted.

Hpothesis 1I: That working capital more important than fixed capital.

‘ ’ 1 i more important than fixed Capilﬂ[,
is;- T /i l'klﬂg Cﬂpllﬂi more 1mpo:
Nll“ 1 ypUthSlS. hat wo bi

at wo. capi i e i portant than fixed
i tl esis: hat v l‘](i'llg Ca Pll\’ll is not morg 1m 1
A][cmalivc 1ypotil =
CCl])ita.l.

d ed while 9 lsﬁng,‘Cd
1€ intervie WS that 16 out Of 25 respond ents agrec d
ViewW show. d

i red.
hence nul hypothesis 1s accepte
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Hypothesis i s g

management ofworking capitg]

Null Hypolhesis:- that iy

ternal ); -
: olicy of s W
mansERnient Ofworkmg Capita] M organigatioy have effect on the

Alternative hypothes;
E CS1S:- That ipfer i
That terna] policy of a5 Organisatiop g h
on the managemeny of Working capitg| i

Out of 25 1 ents ;
S respondents nterviewed, 11 agreed that interng) policy of an

oreanisation have effect on Mmanagement of working capita] while 4 affirmed that internal

policy of an organmsation  do nog have effect On management of working capital. 10

respondents are different, hence alternative hypothesis is accepted,

Summary of the result — from the hypothesis tested, il was revealed that proper
and effective management of working capital determine organizational ability to meet its
short ~ term obligation and that working capital is casily managed than fixed capital

while internal policy of an organisation will also have effect on the management of

working capital of the organisation.

Although, both the general economic and business climate affect investment in
1 E 3 o

Al Ways improvi e effective
Working capital. It is discovered that there are other ways of improving the effecti
; It s

i ital i ‘ganisation.
Management of working capital in an organis:




CHAPTER pyyy,

- FINDING ‘., Su I I
; % ODUBCSI t N COMM ENDATION,

In this final chaptey :
pter of (he Study, the researop gives the highlights of the research

findings, summarises them, anq 1o S
» aNd makes ygefyy) recommendations apg finally brings the

research work to conelusion,
SUMMARY OF FINDINGS.

Following tue review of relevant literature, presentation and analysis of daty
collected it is considered imperative to bring to view the highlights of the research

lindings in the following paragraphs:-

The study showed briefly the description of working capital of an organisation. It
revealed other sources and uses of working capital. It was discovered that the

fnsufﬁciency of working capital in an organl lon would be of great disadvantages to

such organisation.

1 & pri b S 14 WOll\lli Ccipitﬁll management in an (Jrganisa 101
] s J 2 g
MO 'COvVEr, som pro lem f”lCIHg

“ere revealed by the study. The study also revealed the uses of cash and cash

Hlahagement in an organisation.

anagement of working capital determines the
m

1 debt or obligations. Working capital can be
term

4 by the findings. The study revealed the
usele reczivable policies.

It showed that proper effective

Urganisationas Bbihiy to meet its Shol'[ .

. ; e
Fasily managed than fixed capital as !

and account
. nagement
Objective of cash management, inventory manag




It showed clearly {hay
at j ici
! nterna] Policies of N Orpanjar:
management of jtg wm-j(fng Capita] while il R -
on t

; ; he othar
~onomic and busi; et hand, the study reyenteq that

ess Conditiong 8energy,

affect fhe ; 5 : ,
rganisation, 1vestment i working ¢

t apital of

During the coupge or - ;
S < of study, data weye collected from St of ED & 1 pan
- & personal interview yae . by
Ondo. A | £ IView wag condugted and questionnaireg Served to respondents and
their responses analysed,

From the intervieyw, and questionnajre responses the hypothesis formulated in
L&

chapter one were tested i chapter four,

The study has beep on the effective management of working capital with a special
emphasis on private organizations with particular references to ED & F MAN, ONDOQ.
Ihe responsibility for the ‘management of working capital rests:with the management

tain of the organisation,

Effective management of working capital has contributed immensely to the

ecenomic growth and development of the organisation.

ED & F MAN Ondo has been carrying on the business of importation of
Al

i cocoa buyers in West
agricultural products. Infact, the company is one of the largest Y

; ionet tor ED & F-MAN
Africa. B ting and performing well in the above mentioned sector
fica. By operating ¢

agriculture in Ondo State like
h ibuted i mall measure to the development of agricu
45 contributed in no st | ,

Other private organizations.

"NDATIONS.
CONCLUSION AND RECOMMEND

'111pr0ve on
D & MAN to 1
i useful to
V ndatjons : N
7 I'CCOI'HD'IB ) ED F:

i fUHO VIng : g Wi ki capitaii-
| f fﬁCieHCy in marl 2ig g p.
rrent le\fﬂj ore aging S ) t:




nancial manager may also

high level account receivables ang inventory,

1

eeonomic condjtigy and business climate affects
investment iy, Working ¢,

apital, government shoytg Iy to ensure political

stability, formulation of £00d business policies, provision of

facilit

rules and
regulations « that will ales easy finaneial assistance to private
organizations.
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Departmem ofAccounting,
Adekun]e Ajasin University,
Akungha — Akoko.

Ondo State,

20-08 - 02.
ear Sir/Madanm.,

This is a research work based on the effectjve management of working capital ip 2

small scale business organisation with specific reference to ED & F Man Ondo in Ondo

y

I shall sincerely appreciate it if you will fill the questionnaire below. T assure you

that any information supplied shaH. be treated with utmost confidentiality.




BL]UV\ are q
3 dare care rl 1y SCIL“Ct@( 1est;
= | {id 10ns,
Plovld) \\I €re lhey X.St and i ans
2 n fl” n l}lf.‘ arns Wers w! I i
€X1 § 1ere Space |s ]JIOVde'd'
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SECTION A.

BIO - sociay, DATA.

Female [

Marital Status: ~ Single [ Married T3
Divorced ] Widows [ani]

Nationality: Nigerian 1 Others [

Qualification: First school leaving —

SSCE /WASC/GCE [

[
N/D / NCE

HND/BSC/BED/BA or equivalents =

Qthers

Status in organisation-

Length of service

You ar
U are Cxpected to mark X if the hoxes



SECTION B;

per Manageme, ;

nt of Workingt oami .
SUCCESS Of - . e & capital det min hi
success of an ()IQHI]ISE‘IU()I] like Yours ; e

Yes
e Mor e oo

Do you agree tha ki ital |
3 ag L working Capital in gy establishment ije Yours is more

important thay lixed capita],

Yes :: No E

Do you agree that proper management of working capital in your organisation s
an essential ingredient used to achieve company’s short term  financial
obligations,

Yes  ——— i e

-

Can mismanagement of working capital lead the company into debt,

No

Yes | S ————]

'

) ital
licy / procedure for management of working capita
Is thgre any company poiicy 2

Yes [E——]

king capital.
- anagement of wor

re affect the m :
procedu

Ifyes, how does this policy / Negatively T

Positively |




Explain

Please

Does the volume of working ¢

Yes [ =

apital change per time.
LY

My ey

Do the general economic and business climate affoct investment on working

capital of an organisation.

Yes [ ] No [:

Do you think there js any way of improving the effective management of working

capital,

Yes [ No [




