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Abstract 

Working capital management is a very important component of corporate finance because it directly affects 

the liquidity and profitability of the organization. Working capital is the net amount invested in the business 

in the financing of the flow of materials, the conversion process into finished product/service, the credit 

required to support the sales after allowing for external funding through the credit given by suppliers. It is 

observed that poor working capital management in many profit organizations has resulted into profitability 

distress and erosion of equity. Conflict always accompanies the implementation of the policy to affect good 

working management.Paradoxically; the implementation of policy change cannot proceed efficiently in an 

atmosphere marked by excessive or disruptive conflict as has been experienced. Other problems identified 

are inability of these companies to optimize working capital components, high storage cost and low profit 

caused by mistaking obsolesced stock for inventory in the store and the consequence of defective credit 

policies on an organization’s success. The objective of this paper is to assess the significant relationship 

between working capital management and profitability in a profit making organization with a view to 

resolving distress conflicts. Four hypotheses stated in null forms were tested to address the problems. 

Questions were administered to five manufacturing companies in Nigeria that are actively involved in e-

business and whose major objective is profit maximization. Their financial statements were analyzed to 

determine the major working capital ratios. The results showed that there is a strong relationship between 

working capital management, conflict and profitability. The recommendations are that professionals are 

needed for effective management of working capital in a profit making organization to enhance profitability, 

and avoid e- business conflict. A good credit policy should always be in place to guarantee high turnover of 

debts.       

 

1.1: Introduction: 

Working capital is a significant driver of free cash flow, cash conversion and Return on Capital Employed 

(ROE) which are key performance indicators. Profits are maximized by improved working capital positions 

because financing charges, bad debts and inventory obsolescence are off. Improving working capital 

demonstrates financial and operational discipline and control to external shareholders and enhances 

shareholders value. According to PricewaterhouseCoopers (2008), Businesses face ever increasing pressure 

on costs and growing financing requirements as a result of intensified competition in globalize markets. 

Many of them are therefore considering ways of making themselves more efficient. In identifying possible 

actions it is important not to focus exclusively on income and expense items, but also to take the balance the 

sheet into account. Improvements to the existing capital structure can free up valuable resources and bring 

increased efficiency. They further explained that active working capital management is an extremely 

effective way to increase enterprise value. Optimising working capital results in a rapid release of liquid 
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resources and contributes to an improvement in free cash flow and to a permanent reduction in inventory and 

capital costs.  

 

Working capital is a lifeline of an organization and its impact on its profitability is inevitable. Evaluating the 

strength of an organization balance sheet can be carried out by examining the adequacy of its working 

capital. Business feasibility relies on the ability to effectively manage receivables, inventory, and payables 

which constitute the working capital components. However, the management of working capital does not 

only have effect on the viability of a company’s operational activities, but may also amount to a going 

concern business. Working capital is used to finance production, to invest in stock, to provide credits to 

customers, to finance company’s obligations etc.  Filbeck and  Krueger (2005) defined that working capital is 

the difference between resources in cash or readily convertible into cash (current assets) and organizational 

commitments for which cash will soon be required(current liabilities).The main objective of working capital 

management is to maintain the optimum balance of each of the working capital components 

(receivables,inventory,cash and payables) Organizations will be able to reduce financing cost or increasing 

the funds available for expansion by minimizing the amount of funds tied up in current assets. 

Working Capital =Current assets – Current liabilities. 

Positive working capital means that the company is able to pay off its short-term liabilities, while negative 

working capital means that the organization currently is unable to meet its short term liabilities with its 

current assets. If an organization’s current assets do not exceed its current liabilities, it may deprive the 

organization of paying back its creditors in the short term.A declining working capital ration over a longer 

time period could be a red flag that may lead to critical analysis, and eventually lead to bankruptcy 

(www.investopedia.com,2007). 

 

E-Business Conflict and Working Capital: Globalization has turned the world into a village. Globalization 

is the interconnectivity of the economies of nations to transact businesses together for immediate gains.  

Sound working capital in active operation is the only strategy that can make electronic business to succeed. 

Conflict in business term can be defined as those patterns of behaviour that results are manifestly interfering 

with the goal attainment of the organizations or business partners. Conflict commonly occurs when 

incompatible goals are pursued. Conflicts may appear on the surface to be about different paths to the same 

goal, actually involve hidden goals. According to Khaneja and Spurlock (2008), occurrence of conflict is 

inevitable so the challenge is not to prevent or suppress all conflict but to manage it in such a way that it can 

be productive and not degrade the chances of business success. Business conflicts can be viewed in three 

major modes:  

(1) Intrabusiness conflict among different components of the business team itself. 

(2) Intraorganization conflict between the team and other individuals within the business own organization.  

(3) Interorganization conflict between the business and external actors outside the business own organization 

such as clients, partners, consultants, vendors, regulators, and of course, competitors which is our main focus 

in this paper. The following conflicts normally occur in environment of poor working capital management: 

(a).Companies may be carrying obsolete stocks of raw materials and finished goods which make the balance 

sheet figures of working capital so attractive when a business deal is being signed between consuming 

organization and supplying organization through internet. Critical analysis of the breakdown of the items and 

aging may reveal that high percentages are obsolete and attract no value. 

(b).Receivables/debtors showing high and impressive figures in the balance sheet with the expectation of 

converting them to cash for easy payment to creditors may not materialize. This is because the detail analysis 
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of the components of debtors/receivables may reveal that the company is carrying large amount of 

irrecoverable debts, which may eventually be written against the profit and loss account.  

(c).The stock of goods in the store of the company may no longer attract consumers’ interest because of close 

substitutes with attractive price labels. The company may have no cash available to pay their creditors which 

will result into business conflict. 

(d).When the aforementioned manifest in the business cycle of the company, there will be no availability of 

cash to service the bank facility. The bank will demand the repayment of the outstanding overdraft or loan 

balances, failure of which may result in the process of foreclosure of the mortgaged properties which will 

become an issue of conflict. Likewise the creditors/suppliers of materials will stop further supply until 

repayment of outstanding balances are paid, which will result into crisis of stock out to meet customers 

demand, low customer-patronage, negative image in the competitive market and adverse effect on 

profitability.  

(e).When the issue of profitability is negatively affected due to the aforementioned points,the expectation of 

the shareholders for maximum return on investment is undermined which becomes an issue of conflict 

between the shareholders and the management of the company. This becomes a chain of crisis in the 

organization which may result into business distress.  

 

Spector (1997) explained that there are many opportunities for conflict to emerge in the process of 

implementing policy change. Disputes can arise among stakeholders if they perceive the stakes to be high 

and their goals are incompatible or their interest clash. These disputes can concern either conflict over policy 

objectives or disagreements over the means to carry out the policy. In extreme situations, aggrieved 

stakeholders may withhold their resources or actions that are required to implement policy or actively 

sabotage attempts to reform policy, engendering disruptive power struggles. Conflict usually occurs in a 

profit making organization when the working capital management is a major problem. The ultimate objective 

of any firm is to maximize the profit, but preserving liquidity of the organization is an important objective 

too. The problem is that increasing profits at the cost of liquidity can bring serious problems to the firm. 

Therefore there must be a trade off between these two objectives of the firms. One objective should not be at 

cost of the other because both have their importance. If we do not care about profit, we can not survive for a 

long period. On the other hand, if we do not care about liquidity, we may face the problem of insolvency or 

bankruptcy. For these reasons, working capital management should be given proper consideration and will 

ultimately affect the profitability of the firm.  (Raheman and Nasr, 2007)   

 

1.2: Statement of the problem. 

The major problem of working capital management in a profit making organization is its optimization which 

is inherently complex, It is a matter of balancing each component and each organization need to manage it 

carefully in order to maintain low working capital and the resources they need to fund product development, 

make and deliver products and offer high levels of customer services.  It was observed that poor working 

capital management in many profit making organizations has resulted into distress in profitability and erosion 

of equity. This has resulted majorly in conflict between stakeholders and the company management. This has 

further resulted into the following identified problems: 

a. Inability of the organization to optimize their working capital components and capture business 

opportunities. Hence they are unable to undertake profitable projects because of stock out.  

b. High storage cost and low profit caused by mistaking obsolescence stock for inventory.   

c.Ineffective and high cash conversion cycle thereby creating poor reputation in the competitive market and 

distress in profitability.  
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d. Defective credit policy has resulted into business conflict in debt collection, in settlement of creditors, and 

cash crunch   

1.3: Objectives of study:  

This research work is focusing on working capital management and its effect on profitability and business 

conflict. The specific objectives are: 

a. To assess how a profit making organization can optimize its working capital components in order to invest 

profitably and enhance its profit. 

b. To find out the effect of stock out and obsolescence on organization output and profitability. 

c. To evaluate the effect of high cash conversion cycle on and profitability on e-business. 

 

d. To assess the effect of poor credit policy on business conflict and the reputation of the organization. 

1.4. Scope of Study: 

 The study was based on Nigerian economy. However the manufacturing sector of the economy was chosen 

as the study population .Using judgmental sampling method and based on their quotations in Nigerian Stock 

Exchange, the following profit making organizations in the manufacturing industry were chosen as sample 

representatives. Access to their operational information was made possible by Nigerian Stock Exchange: 

Dunlop Nigeria Plc., Nestle Nigeria Plc., Guiness Nigeria Plc., Nigerian Breweries Plc.and Unilever Nigeria 

Plc.Their operations for five years from 2003 to 2007 were studied.   

  

1.5: Research Questions 

The following questions formed the basis of this research: 

a. Does working capital management affect profitability in Nigerian Manufacturing Industry?   

b. What effect does a stock out have on the organization productivity, market share and profitability?  

c. What effect does a high cash conversion cycles has on the e-business and profitability. 

 

d. What impact does credit policy have on e-business, conflict and reputation of the organization to its 

suppliers, debtors and competitors? 

e. How can a profit making organization optimize its working capital components in relative to profitability? 

1.6: Research Hypotheses: 

 

To analyze the problem statement, we developed the following four hypotheses stated in null forms: 

a. Ho =There is no relationship between working capital management and profitability in a profit making 

organization. 

b. Ho = Stock out has no negative impact on company’s image and productivity in a profit making 

organization. 

C Ho = Ineffective and high cash conversion cycle does not lead to poor reputation and profitability distress. 

d. Ho =Defective credit policy does not lead to e-business conflict in a profit making organization.   

2.0 Literature Review: 

The work of the following researchers was reviewed to determine their views on the subject and the study 

gap.  

2.1: Working Capital Management and Profitability –Case of Pakistani Firms: 

Raheman and Nasr (2007) explained that working capital management has its effect on liquidity as well as 

profitability of the organization. Working capital management is important due to many reasons. For one 

thing, the current assets of a typical manufacturing firm accounts for over half of its total assets. Excessive 

levels of current assets can easily result in a firm’s realizing a substandard return on investment. However 
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firms with too few current assets may incur shortage and difficulties in maintaining smooth operations. They 

averred that efficient working capital management involves planning and controlling assets and current 

liabilities in a manner that eliminates the risk of inability to meet due short term obligations on one hand and 

avoid excessive investment in these assets on the other hand. Managers spend considerable time on day-to-

day problems that involve working capital decisions; because current assets are short-lived investments that 

are continually being converted into other assets types. They further explained that working capital 

management is a very sensitive area in the field of financial management It involves the decision of the 

amount and composition of current assets and the financing of these assers.In their explanation, they asserted 

that the working capital management of a firm in part affects its profitability. The ultimate objective of any 

firm is to maximize the profit.But; preserving liquidity of the firm is an important objective too. The problem 

is that increasing profits at the cost of liquidity can bring serious problems to the firm.Therefore; there must 

be a trade off between these two objectives of the firms. One objective should not be at the cost of the other 

because both have their importance. If we do not care about profit, we can not survive for a longer period. On 

the other hand, if we do not care about liquidity, we may face the problem of insolvency or bankruptcy. For 

these reasons working capital management should be given proper consideration and will ultimately affect 

the profitability of the firm. In their study of 94 Pakistani firms listed on Karachi Stock Exchange for a 

period of 6 years from 1999-2004,the results show that there is a strong negative relationship between 

variables of the working capital management and profitability of the firm. It means that as the cash 

conversion cycle increases, it will lead to decreasing profitability of the firm, and managers can create a 

positive value for the shareholders by reducing the cash conversion cycle to a possible minimum level. That 

is there is significant negative relationship between liquidity and profitability. The study also revealed that 

there is a positive relationship between the size of the firm and its profitability .There is also a significant 

negative relationship between debt used by the firm and its profitability .In conclusion, these results can be 

further strengthened if the firms manage their working capital in more efficient way. 

2.2: Profit Improvement Report: Is the Smart Money Really All that Smart.    

Bates (2005) in a report prepared for Wholesale Florist and Florist Supplier Association (WFFSA), he 

explained the strong debate that developed regarding the most appropriate approach to use to improve 

financial performance. He explained two approaches:  

a. The Operations Approach: This approach suggests that firms should focus on the income statement side of 

the business, emphasizing modest sales growth, gross margin management and the tight control of expenses 

.In this perspective, inventory and accounts receivable are viewed as necessary investments to generate 

required levels of sales volume.        

b. The Working Capital Approach: This contemporary view suggests that inventory and accounts receivable 

are major cash traps which must be drained. The most savings associated with lower investment levels will 

provide the higher profit for the firm. The emphasis is on making dramatic changes in investment levels 

rather than small ones. The investment in both inventory and accounts receivable causes firms to incur some 

expenses simply to maintain adequate profit levels in the future. He averred that WFFSA members must 

focus on the factors that matter. For the vast majority of the firms, the factors that matter are the operations 

sides of the business. The control of both inventory and accounts receivable can be a valuable adjunct to 

improved operations .However there is no way a firm can focus on operations without the working capital 

approach in focus. 

2.3: The Improving Profitability Pocketbook: 

Hawking and Turner(2004) in their analysis of improving Asset turn, explained that working capital is the net 

amount invested in the business in the financing of the flow of materials, the conversion process into finished 

product/service, the credit required to support the sales after allowing for external funding through the credit 
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given by supplies. That working capital is usually portrayed as a cycle of money through the business, 

starting and finishing with cash. 

Diagram 1: Working Capital Cycle 
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 Working Capital =Current Assets Less Current Liabilities. 

 

They explained that everything in the working capital components contributes.i.e to achieve a 30% Return on 

Capital Employed (ROCE), there is the need to earn a 30k operating profit on every N1 invested in the 

business. They concluded that  there is the need to keep reviewing those facilities, stocks, debtors and 

creditors to determine if everything is pulling its weight. There is the need to eliminate surplus investment in 

net capital employed and improve the profitability of the organization. 

2.4: Working Capital Management: Improved Corporate Performance and Enhanced Liquidity for 

Accelerated business Growth: 

PricewaterhouseCoopers (2008) explained that businesses face ever increasing pressure on costs and growing 

financing requirements as a result of intensified competition in globalised markets, that active working 

capital management is an extremely effective way to increase enterprise value. Optimizing working capital 

results in a rapid release of liquid resources and contributes to an improvement in free cash flow and to 

permanent reduction in inventory and capital costs. Optimizing working capital unlocks an average of 20% to 

30% of the funds tied up and pays back within a few months, and for the purposes of optimizing working 

capital, the most important factors are current assets –accounts receivables and inventories and accounts 

payable. They highlighted the problems being experienced in recent years:  

a. Pressure on margins as a result of intensified competition in globalized markets. 

b. Unsatisfactory cash flow performance in recent years. 
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c. Expensive acquisitions resulting in excessive debt and depressed profits 

d. Shortage of capital to finance growth. 

They however recommend the need for active working capital which will results into the following for value 

enhancement in the organization: 

a. Permanent reduction in funds tied up in working capital. 

 

b. Unlocking of capital for strategic investments 

 

c. Increase in profitability    

 

d. Optimization of business processes through identification of working capital drives 

 

e. Protection of liquidity 

 

They concluded that together with cost saving programs ,working capital optimization improves business 

growth.Acrive working capital management brings a reduction in the operating costs of managing inventories 

and receivables, thus improving liquidity. This strengthens the balance and reduces borrowing costs. Active 

working capital management thus leads to an effective increase in enterprise value. 

2.5: Policy Implementation, Conflict, and Dispute Resolution. 

Spector (1997) explained that conflict in business almost always accompanies the implementation of policy 

change. The implementation of policy change cannot proceed efficiently in an atmosphere marked by 

excessive or disruptive conflict. He assessed that there are many opportunities for conflict to emerge in the 

process of implementing policy change. Disputes can arise among stakeholders if they perceive the stakes to 

be high and their goals are incompatible or their interests clash. These disputes can concern either conflict 

over policy objectives or disagreements over the means to carry out the policy. In extreme situations, 

aggrieved stakeholders may withhold their resources or actions that are required to implement policy or 

actively sabotage attempts to reform policy, engendering disruptive power struggles .The following potential 

disputes that affect e-business transactions were highlighted thus: 

a. Various stakeholders groups can be antagonized by attempts to legitimize a new policy that they oppose. 

Attempts to legitimize a proposed policy are likely to upset the status quo, yielding conflicts between 

potential winners and losers.  

b. Those likely to lose from implementation of a new policy may form a counterforce to the likely 

beneficiaries. 

c. Reallocation of limited resources usually results in curtailing of old policies. 

d. Existing organizations usually need to be reoriented, displaying groups and individuals associated with the 

old policy. 

e. The redirection of resources can cause resistance from those who lose capacity. 

f. Without compelling reasons and incentives, mandated changes to the status quo may be resisted.  

He gave some recommendations to conflict resolution and policy implementation  

a. Retreat-To Abandon its attempt to implement the policy 

b. Coercion-Use force to suppress possible resistance  

c. Conciliation-To employ the legal, judicial and legislative systems to seek a resolution with the 

aggrieved parties. The second is the employment of collaborative dispute resolution. This may 

strengthen stakeholders ownership and commitment to the policy in the long term and build a useful 

participative alternative to conflict when future policy changes are required on other issues.     
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From the various literature reviewed, the authors and researchers explained the importance of working capital 

in a profit making organization, which can not be compromised. The purpose of this paper is not in 

disagreement with this purpose, however, this paper goes further to identify the specific problems that may 

arise from the shortage or excess of the components and the negative effect on profitability and liquidity .It 

also analyzed the negative effect of conflict in e-business when there is ineffective working capital 

management in place. 

 

3.1 Methodology 

The study is empirical and descriptive. It was designed to determine the relationship between working capital 

management and profitability with a view to resolving conflict resolution in e-business. The population used 

for this study is the manufacturing industry. Using judgmental method of sampling in addition to companies 

being quoted in Nigeria Stock Exchange, the following companies were selected as sample representatives: 

Dunlop Nigeria plc, Nestle Nigeria Plc, Guiness Nigeria Plc, Nigerian Breweries Plc and Unilever Nigeria 

Plc.The study covers five years from 2003 to 2007.Primary data and secondary data were used to collect data 

for the analysis. For the primary data, questionnaires were used to collect data   from the respondents.Twnty 

questionnaires were sent to each of the organizations totaling 100, while 93 were retrieved which represents 

93% and is considered suitable for the work. Chi-square statistical method was used to test each of the 

hypotheses. The questions were structured to resolve each hypothesis with four options available to the 

respondents to choose from viz strongly agree, partially agree, undecided and disagree. The audited financial 

statements between 2003 and 2007 were analyzed to determine the movement in the key working capital 

components as related to their operations.            

 

3.2 Testing of Hypotheses: 

Hypothesis 1: There is no relationship between working capital management and profitability in a profit 

making organization 

 

 Observed         Expected N       Residual  

                Agree                           3                     23.3               -20.3 

           Undecided                         2                     23.3               -21.3 

           Partially disagree              19                    23.3                 -4.3 

           Strongly disagree              69                    23.3                45.8  

           Total                                 93              

 

    Test statistics using statistics package for social sciences (SPSS) 

    Chi-Square =127.860 

    df=                           3 

     Level of significance of 5 %( 0.05)  

    Asymp.Sig           .000 

    The minimum expected sell frequency is 23 

Using a level of significance of 5% (0.05) at degree of freedom 3, the tabulated value of X
2
 is 7.82 while 

calculated value is 127.86.The results shows that the null hypothesis should be rejected and adopt the 

alternative. This shows that there is a strong relationship between working capital management and 

profitability in a profit making organization.       

Hypothesis 2: Stock out has no negative impact on company’s image and productivity in a profit making 

organization. 
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           Observed N        Expected N         Residual  

                    Agree                             2                       23.3                   -21.3 

                    Undecided                      9                       23.3                  -14.3 

                    Partially disagree          32                      23.3                      8.8 

                    Strongly disagree         50                       23.3                    26.8       

 Total 93 

 

Test statistics using statistics package for social sciences (SPSS) 

Chi-Square =        62.226 

df= 3 

Asymp.Sig                .000 

Level of significance 5%(0.05) 

 

Using a level of significance of 5% at a degree of freedom 3, the calculated value is 62.226 as against the 

tabulated value of X
2
 is  7.82.This shows that the null hypothesis should be rejected and adopt the alternative. 

The result means that stock out in a profit making organization has strong negative impact on company’ 

image and profitability. 

Hypothesis 3: Ineffective and high conversion cycle does not lead to poor reputation and profitability distress 

 

                 Observed N         Expected N             Residual  

                      Agree                         9                        23.3                        -14.3 

               Undecided                         9                        23.3                       -14.3 

               Partially disagree            29                        23.3                           5.8 

               Strongly Disagree           46                        23.3                         22.8 

               Total                               93                                        

 

 

Test statistics package for social sciences (SPSS) 

Chi-Square =   41.151 

df.=                           3 

Asymp Sig             .000 

Level of Significance 5% (0.05) 

Using a level of significance of 5% at a degree of freedom 3, the tabulated value is X
2
 is 7.82 while the 

calculated value is 41.15.The result shows that the null hypothesis should be rejected while the alternative is 

adopted. This is a reflection that ineffective and high cash conversion cycle will lead to poor reputation and 

profitability distress in a profit making organization.  

Hypothesis 4: Defective credit policy does not lead to e-business conflict in a profit making organization. 

 

            Observed N            Expected N           Residual  

    Agree                       4                             23.3                     -19.3 

                        Undecided               14                            23.3                       -9.3 

                   Partially disagree         46                            23.3                       22.8 

                   Strongly Disagree        29                            23.3                         5.8     

 Total                             93 
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Test statistics using statistics package for social sciences (SPSS) 

Chi-Square= 43.301 

df.                          3     

Asymp.Sig         .000 

Level of Significance of 5% (0.05) 

At a level of significance of 5% and a degree of freedom 3, the tabulated value of X
2 

 is 7.82 while the 

calculated value is 43.30.The result shows that the null hypothesis should be rejected and accept the 

alternative .This shows that Defective credit policy in a profit making organization will result into conflict 

among the stakeholders. 
 
 

 

3.3: Analysis of working capital ratios relative to operations and profitability. 

 

Guinness Nigeria Plc., 

 

          2003             2004            2005         2006             2007 

Current ratio                     1.27:1             1.27:1         1.35:1       1.45:1          1.61:1           

Acid test ratio                   0.80:1             0.77:1          0.68:1       0.43:1          0.83:1 

Turnover Ratios: 

Receivables                       54.03              45.88           28.45        38.52           46.1 

Stock/Inventory                   2.24              1.88            1.84           1.91           2.08   

Payables/Creditors              11.8               10.02           9.05          14.66         19.83 

Days Outstanding 

(365/turnover ratios)      

Days Receivables/sales 

Outstanding                             9                    8               13                10             8 

Days stock outstanding        163                194              199            191          175 

Days payables outstanding     31                  36                40             45             18 

Cash Conversion Cycle         141 days       166days        172days    176days   165days 

Returns on capital employed 23%               26%             24%           16%           20%     

Source: Nigerian Stock Exchange  fact book(2008) 

The industry standard for current ratio is 2:1 making current assets twice current liabilities. From the above 

table though the ratios for the period remained below the standard; however the organization maintained 

above 1:1 for the period under consideration which should not fall below this level to avoid danger. This 

company is operating at a level of margin of safety. The maintenance of this level of margin of safety has 

impact on profitability as they maintain a return on capital employed of average of 20%. If the cash 

conversion cycle is reduced, the impact on return on capital employed will be increase. Conflict in this 

situation can still be managed with the level of encouraging performance 

 

Dunlop Nigeria Plc., 

 

     2003          2004         2005           2006              2007 

Current ratios                       1.43:1        0.96:1        0.64:1          0.50:1            0.47:1 

Acid test ratios                     0.67:1        0.41:1        0.38:1          0.21:1            0.22:1      
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Turnover ratios: 
Receivables                           24.67      14.58           19.2            31.61           10.62 

Stock/Inventory                       2.6          2.41            3.33             3.45             1.57 

Payables/Creditors                151.63    130.23         12.92          12.34             4.13 

Days Outstanding         

(365/ turnover ratios) 

Days receivable/sales               15            25              19              12                  34 

Days stock outstanding            140         151             110           106                232 

Days payable outstanding          2              3                 28             30                 88 

Cash conversion cycle             153days   173days    101days     88days          178days 

Return on Capital Employed    ( 9.41%)   (5,38%)   (3,64%)     (0.49%)        (0.47%) 

Source: Nigerian Sock Exchange fact book (2008) 

 

The analysis above shows that for the years under consideration, the working capital ratios of this profit 

making organization fell of the industry standard and even below 1:1. 

The reflects in the company recording a negative return on capital employed from 2003 to 2007.Their audited 

accounts  shows the following results of profit before tax:2003=N276nillion;2004 

=N378million;2005=NN205million;2006=N653million and 2007=N2billion.With no working in place with 

the exception of 2003,the company’s operations have been adversely affected. There is a big crisis in the 

organization with the stakeholders as benefits to various stakeholders are eroded. 

 

Nestle Nigeria Plc,.                  

                                                  2003          2004        2005           2006            2007 

 

Current ratio                              1.29:1       1.17:1       1.07:1       0.9:1               1.57:1 

Acid test ratio                            0.76:1         0.6:1       0.62:1       0.49:I              0.8:1               

Turnover ratios: 

Receivables                                 28.04         37.12       45.28       57.05              81.79 

Stock./Inventory                            4.69           4.12        4.31          4.99                4.58 

Payables/Creditors                       17.2           11.93      12.67        16.38              14.36 

Days Outstanding 

(turnover ratio/365)                      13              10              8              6                   5 

Days stock outstanding                 78              88             85            73                80 

Days payables outstanding           21              31             29             22               25 

Cash conversion cycle                  70 days      67days     64days       57days      60days 

Return on Capital Employed        49.09%      47.66%    45.52%      45.28%     42.37% 

Source: Nigerian Stock Exchange Facts book (2008)    

 

From the table, Nestle Nigeria Plc maintained margin of safety current ratio of average of 1:1  With the good 

maintenance of the working capital components at comfortable levels, they were able to record above 40% 

return on capital employed for the years under review. With days receivable outstanding was an average of 

8.5days,days stock outstanding of average of 80days,days payable outstanding of an average of 25days and 

cash conversion cycle of an average of 64days,the company has demonstrated a good working capital 

management technique. This has a very strong relationship in their profitability levels for the period as 

analyzed thus: Profit before tax 2003:=N5.8billion;2004=N6.1billion;2005 =N7.9billion;2006=N8.2billion 
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and 2007=N8.4billion.With this consistent position, the management of this organization will manage 

conflict with statistical information to support.  

 

Unilever Nigeria Plc; 

 

                   2003                2004         2005          2006               2007 

Current ratio                         1.16:1              1.08:1         0.98:1       1.05:1            0.89:1 

Acid test ratio                       0.48:1              0.37:1         0.56:1       0.72:1           0.45:1 

Receivables Ratios: 

Receivables                             12.88               11.01          10.18        5.57              3.86 

Stock/inventory                         3.35                 1.86            2.36        4.63              3.47 

Payables/creditors                     2.41                  2.19            1.38       3.05              2.66 

Days Outstanding 

(365/turnover ratios)  

Days sales/receivable 

Outstanding                               28                    33              36                66              94 

Days  Stock Outstanding          109                  195            154               79             105 

Days payables Outstanding       151                  161            264             120             137 

Cash conversion cycle                 14days            61days      74days        25days      62days 

Return on Capital Employed     20.15%            21.20%      22.93%      (6.19%)      21.42% 

Source: Nigerian Stock Exchange Facts book (2008) 

 

The table shows that when the company maintained current ratios of margin of safety of above 1:1,the 

company recorded return on capital of above 20% and negative of 6.19% in 2006,because other working 

variables recorded negative changes from 2005.However, the return on capital employed recorded a change 

in 2007 21.42%The tendency for business conflict has manifested from this statistical information. This can 

only be rectified with a restructure of their working capital management. If the position of the working 

capital is not rectified the return on capital employed in 2007 will be short-lived.     

The profit before tax for the years 

were:2003=N2.8billion;2004=N2.9billion;2005=N2.3billion,2006=(N2.1billion) and 2007=N2.01billion.This 

position has been recoding a downward trend due to eroded working capital . 

Nigerian Breweries Plc 

       2003            2004             2005         2006           2007 

Current ratio                        0.8:1            0.7:1            0.6:1           0.6:1          1.0:1 

Acid test ratio                      0.4:1            0.3:1            0.2:1           0.2:1          0.5:1 

Current assets                 N32.89b      N35.06b          N28.10b   N19.69b     N24.77b 

Stock                               N17.41b     N18.41b          N18.12b   N12.34b     N12.67b 

Current liabilities            N39.69b     N51.81b          N44.61b   N33.13b     N23.88b 

Profit after tax                  N7.352b    N5.086b          N8.254b   N10.900b   N18.942b 

Capital employed             N30.346    N31.278          N34.724   N36.249     N43.183b 

Return on capital  

Employed                             24.22%    16.265            23.77%    30.06%        43.86%    

 

The analysis shows that the company maintained a below the margin of safety of 1:1 between 2003 and 

2006.The company recorded improvement in 2007 with a ratio of 1:1.It was discovered that the amount in 
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stock between 2003 and 2007 is average of 55% of the current assets which in effect affected the position of 

current liabilities to be higher than current assets in the years under review. The banks have being providing 

cash support for the organization. With the reduction in current liability from N33.13billion in 2006 to 

N23.88billion in 2007, the position of the current ratio improved from 0.6:1 in 2006 to 1:1 which has a 

positive effect on the return on capital employed from 30.06% in 2006 to 43.86% in 2007.With the position 

of the company, there will be a serious conflict if the any indices in the economy affects sales. The company 

need to effect effective management of working capital as there is a strong relationship between their 

working capital and profitability in their operations. 

4.1: Conclusion:  In view of the empirical and the theoretical findings, working capital management must be 

very effective to maintain sustainable growth in business. The more the organization maintains the industry 

standard of 2:1, the more the opportunities to operate at a profit level that will ensure all the stakeholders are 

satisfied .There is a very strong relationship between working capital management and profitability. The 

results reveals that stock out in the organization will create a negative image that will the competitors to 

capture the market, which in effect will affect productivity and profitability in the organization undergoing 

crisis. The results further revealed ineffective and high cash conversion cycle lead to poor reputable and 

profitability distress in the organization. Defective credit policy normally creates cash crunch and conflict in 

the organization between the suppliers and the company, between the company and shareholders. The five 

quoted companies analyzed show that a company with negative and ineffective working management will 

experience profitability distress and e-business crisis. 

4.2: Recommendations: The following recommendations are very important for a profit making organization 

to maintain its share in the Market and sustain its growth. 

a. A short cash conversion cycle should be adopted so that productivity can grow and profitability growth can 

be maintained. If a short cash conversion cycle can be maintained, it will reduce borrowing level, and 

improve credit rating, reduce risk premium and overall borrowing cost.  

b. Working capital management should be reviewed constantly for a restructuring of the position to avoid 

distress and e-business conflict. The components and aging of the items should be reviewed periodically to 

avoid writ-off against profit and loss account. 

c. The management of the organization should emphasize professionalism to ensure that efficiency in 

operations is employed so that working capital components are well managed. The turnover ratios should be 

high in debtors, creditors, stock, and sales so that sustainable growth return on capital employed can be 

maintained.   
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