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ABSTRACT

The study investigated the relationship betweenkimgr capital management measured by Aggressive
Investment Policy (AIP), Account Collection PeriddCP), Inventory Conversion Period (ICP), Average
Payment Period (APP), Cash Conversion Cycle(CC@)Net Operating Profit of quoted food and beverages
manufacturing firms in Nigeria. Survey researchiglesvas employed using primary data. Regressiotysisa
(OLS) was used to establish the relationship.It weasd that Working capital management had sigaific
positive relationship with profitability; Cash camgion cycle and Aggressive investment policy had
insignificant positive relationships with profitéiby. Account collection Period had significant radige
relationships with profitability;Inventory Conveosi Period and Account Payment Period had insigmtic
negative relationship with profitability. Thereforié was recommended that; there should be a riguit the
average collection period of quoted food and beyesananufacturing firms in Nigeria in order to ip&se their
profitability. The management of food and beveragesufacturing firms in Nigeria should be more @éfint in

the management of working capital by reducing theash conversion cycle in order to have improved
profitability.

Key Words: Working Capital Management, Profitability, Accduenllection period, Aggressive Investment
Policy, Cash Conversion Cycle.

1. INTRODUCTION

Food and Beverages manufacturing firms are the mmmucers of consumer goods and beverages irridige
They are the largest sub-sector of the Nigerianufsuring firms listed on the Nigerian Stock Excba
(Okere, 2012). This is a growing and dynamic sutieseof the Nigerian manufacturing sector thereforeper
attention should be given to the management af¥dtking capital so that profitability can be maxaed.

In spite of the number of research that have bese dh the field of working capital management and
firm’s profitability both in Nigeria and around thglobe, largely missing from literature was the usmn
working capital management and profitability in tfeod and beverages manufacturing firms listed o t
Nigerian Stock Exchange. In addition, little workave related aggressive investment policy with 'Brm
profitability in this sector. In order to bridgeetbe identified gaps in the literature, an attemgs wiade in this
study to investigate the relationship between wuagktapital management and firm’s profitability fsmg on
quoted food and beverages manufacturing firms geha

Efficient management of working capital is a presisiie to the growth and existence of corporate
enterprises (Nwankwo and Osho, 2010). Accordingitigh and Asress (2011), inefficient management of
working capital will lead firms to achieve underfoemance. A firm which performs under its capacitt only
decreases the current profitability but also itsife survival is threatened. Working capital shonét be too
high or too low. It should be adequate for curreperations. Joshi (1994) in Appuhami (2008) opithext
working capital management of a company is a vensgive area in the field of financial manageméiite
successful management of working capital is esslefdr short-run corporate solvency or the survighlany
organization(Appuhami, 2008).

According to Enyi (2011) strong finance leadersisipequired for profit maximization and excellent
cash flow management which in turn will engendet ancourage robust liquidity that will ensure tloatinued
and unhindered solvency and going-concern of tlgarozation. In any business organization, theretrbes
sufficient working capital to run daily operatiofihe concern in working capital management is toopéimal
level of working capital and managing short-terreeds and liabilities of firms within a specifiedripel, usually
one year (Singh and Asress, 2011).When any compwmages its working capital well, it has every tege
opportunity to continue in business indefinitelttbo profitability and in liquidity (ALShubiri, 201)

The research question is:How does working capitahagement relate to profitability of quoted foodd an
beverages manufacturing firms in Nigeria? And the $tudy sets out to investigate the relationskipveéen
working capital management and profitability of do@nd beverages firms listed on the Nigerian Stock
Exchange. The hypothesis is thus stated as:

101



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) g
V0L, No.4, 2014 ST

Ho: There is no significant relationship between vimgkcapital management and profitability of fooddan
beverages firms listed on the Nigerian Stock Exgean

2. LITERATURE REVIEW
The concept of working capital is so important te toperation of a business, especially businesses i
manufacturing sector to the extent that its absemdeadequacy can hamper the growth and survi/alioh
business. In any business, not only in manufaajufims, cash is required for day to day runningpos$iness.
For instance, in manufacturing firms, cash is ndetemake purchase of raw materials that will bedus
production. Some companies make credit sales tethibeir profit and also to maintain good relatiipswith
their customers. Where there are credit salese theuld be receivables. In some instances, firmg med have
adequate cash to make purchase of raw materiafsicim situations, firms may purchase their raw neeon
credit from their suppliers. Also, firms may takank overdraft to meet this obligation or other fioial
obligations in order to keep the company running.

From the above, it could be inferred that workirapital is what is needed for a business to run $nhpdts
operations. For this reason, it should not be @algn as a financial item in the balance sheet Isatas an
operational item. The working capital requiremehaioy manufacturing firm should be commensuratd whe
volume of its operation. In other word, the amowfitworking capital required in a business should be
determined by the volume of its operations. Fousiess to maximize its profit, its working capsabuld be a
right proportion of its operations. The working tapshould neither be too much nor too small f@oanpany’s
operation, it should just be moderately adequdtaving the right proportion of working capital ielation to
business operations is one of the major factotsdii@rmine business success.

In the opinion of Valipour, Moradi and Karimi (201@orking capital is defined as investing in cutrassets
such as cash, short-term securities, accountsveddeiand inventories. AARB No 43 according to Efag cited
in Egbide, 2009) working capital has been definedaamargin or buffer or a safety cushion for megtin
obligations within the ordinary operating cycleafy business. Kehinde (2011) defines working chpiahat
part of a company’s total capital which is employethe short term operations.

Salawu (2007),opined that the working capital pohdternatives open to a firm depend to a largergxbn its
debt-equity ratio (leverage), rates of interestcarrent and long-term debts and the foreseeabl@marating
income. Different working capital policies involeerisk/return trade-off because it deals with thaure of short
versus long-term financing. The more aggressivenapany’s working capital policy, the more it reli@s short-
term financing. A firm can adopt any of the thr@@@aches to working capital, depending on whist #iming
at in terms of profitability and liquidity.

2.1. Concept of Profitability

According to Egbide (2009), profit is the excess@ienue generated by a firm over the cost thatmgeed it
within an accounting period. Furthermore, he opittees operational definition of profit is imprecid@amilola
(as cited in Egbide, 2009) submits that profit banexpressed as: profit before tax, profit aftgr tgoss profit,
net profit, profit per share, return on assets @tws, this imprecision in the definition of prafitlity is a
problem in financial management which needs seriatisntion. However, Net operating profit is more
appropriate for measuring corporate profitabiligchuse this is arrived at after all operating experhave been
taken off.

According to Kamal and MohdZzulkifli (2004), as dtén NorEdi and Noriza (2010), profitability is ubas a
measurement for corporate performance becausealtiaes the efficiency with which plant, equipmeantd
current assets are transformed into profit. The pmsition of assets and liabilities and decisionsdena
concerning them are major determinants of profitybof any business (Egbide, 2009). Different maas of
corporate profitability as used by previous resears are as follows: Return on Investment (ROIYuReon
Capital Employed (ROCE), Return on Net Worth (RONW@turn on Sales, (ROS)

Egbide (2009) investigated empirically the relasioip between working capital management and phofityain
non-financial quoted companies on the Nigerianksterchange by using 50 firm-year observations ekt
from the annual report and accounts of 25 non-firrquoted companies selected judgmentally foropleof
2005 — 2006. He found a significant relationshigween working capital management (as a whole) and
profitability, while considering each componentvadrking capital he found that only Debtor’s coliect period
(DCP) has a significant negative relationship witlfitability, other independent variables (ICP &€ and
NLS) are not significantly related to return on AsEROA)
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Falope and Ajilore (2009) studied the effects ofkirng capital management on profitability for a phmade up
of 50 samples of Nigerian quoted non-financial 8rrfor the period 1996-2005 taking 694 firm's year
observations. They found negative relationshipsvbenh Cash conversion cycle, Average collectionogeri
Average payment period and Inventory turnover ipsdaith Return on asset (ROA).

Amarijit, Nahum and Neil (2010) studied the relasibip between working capital management and phufity
using sample of 88 American firms listed on New K &tock Exchange in USA for a period of 3 yearsrfro
2005 to 2007.They found positive relationship betwecash conversion cycle and gross operating profit
negative relationship between accounts receivabled corporate profitability, no statistically sifjcant
relationship between average days of accounts payaia the profitability, no significant relationgtbetween
the average number of days the inventory is hettitha profitability, no significant relationship teen firm
size and its gross operating profit ratio.

Mathuva (2010) investigated the influence of wogk@apital management components on corporate gldity
in Kenyan listed firms on the Nairobi Stock Exchangsing 468 firm-year observations collected framual
reports of 30 firms for the period 1993 to 2008eTdutcomes of his study revealed that Account ctda
Period, Cash Conversion Cycle (CCC) are negatiredbted to profitability while Inventory conversiqeriod,
Account payable period, and firm’s size are posltivelated to profitability.

Raheman, Afza, Qayyum, and Bodla (2010) studied-dtaionship between working capital managemendt an
corporate performance of 204 manufacturing firretetl on Karachi Stock Exchange in Pakistan forp#rgod
1998 to 2007 using 2040 firms-year observationseyTfound that Operating Profitability is negatively
associated with measures of working capital managerfAverage Collection Period, inventory turnower
days, Average Payment Period, Cash Conversion @ycleNet Trade Cycle).

Huynh and Jyh-tay (2010) investigated the relatigmbetween working capital management and prafitalof
130 firms listed in Vietnam stock market, Taiwasing 390 firm-year observations for the period @&-2008.
They found that average collection period (AR),hcasnversion cycle, and number of days inventosaies
negatively related to profitability while number afays accounts payable (AP) is positively related t
profitability.

ALShubiri (2011) investigated the relationship beén aggressive/conservative working capital prast&nd
profitability as well as risk for 59 industrial cganies and 14 banks listed at Amman Stock Exchamderdan
for a period of 2004-2008. He found that aggressivestment policy is negatively related to retamassets as
well as return on equity.

Akinlo (2011) studied the effect of working capitah profitability of firms in Nigeria for the perib1999 to
2007 using data collected from annual reports ofigiéd firms on the Nigerian Stock Exchange. Tésuits of
her study show that cash conversion cycle, accmagdivables and inventory period are positivelyated to
profitability while account payable are negativedjated to profitability

Palani and Mohideen (2012) explored the impactggr@ssive working capital management policy on 'Brm
profitability of 204 non-financial firms listed athe Bombay Stock Exchange (BSE) in India using rzepdata

of 1,632 year-end observations for the period 2D0P9.They found a negative relationship betweemesgive
investment policy (AIP) and return on assets.

Uremadu, Egbide, and Enyi(2012) investigated tHecefof working capital management and liquidity on
corporate profitability by taking 50 samples of aahreports and accounts of 25 selected manufagturi
companies listed on the Nigerian Stock ExchangetHerperiod of two years from 2005 — 2006. The Itesu
shows that working capital management componeniaweintory conversion period (ICP), debtors coltatt
period (DCP) have positive significant relationskijth return on asset (ROA) while cash convergieniod
(CCP), creditors payment period (CPP) have negatgmficant relationship with return on asset (ROA
Uwuigbe, Uwalomwa and Egbide(2012) examined thati@iship between Cash Management and Corporate
Profitability of Selected Listed Manufacturing Fsron the Nigerian Stock Exchange using a samplé disted
manufacturing companies in Nigeria between 2009200tk results of the empirical findings show thegre is

a strong negative relationship between cash coiovecycle and profitability of the firms. Debt rat{leverage)

is negatively correlated to profitability.

Ogundipe, Idowu, and Ogundipe (2012) observed ¢hionship between Working Capital Management and
Firms’ Performance as well as Market Valuation iigédia using annual reports of fifty four non-fircal
quoted firms on the Nigerian Stock Exchange for pleeiod 1995-2009. The results show working capital
management (CCC) has a negative relationship wttirm on asset (ROA) but positive insignificanatilnship
with return on invested capital (ROI). Finally, cemt ratio (CACL) and current asset to total agS&TA) were
found to have no significant relationship withptaliility (Tobin Q, ROA, and ROI)
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3. METHODOLOGY

Survey research design was adopted in this studygugrimary data obtained through questionnaires
administered on staff of Audit and Finance Departisef quoted food and beverages manufacturingsfimm
Nigeria. This is premised on the fact that this wlas most suitable design for this study. Mostlgevious
researchers in the field of working capital managetrhad equally made use of this type of reseaedigd
(Egbide, 2009;Agyei and Yeboah, 2011;0gundipe, doand Ogundipe, 2012). No doubt, the suitabiity
survey research design has been considered anidneedfappropriate for investigating the relatiopshetween
working capital management and firm’s profitabilifyhe sampling technique adopted in this study suaple
random sampling.The total number of accountantsaawitors in the 12 chosen firms was 171, out attwhi20
were selected randomly. A simple random samplinggevery element of the population equal chandeioiy
selected.

In this work, the relationship between working ¢abmanagement and profitability was explored by
using regression analysis (Ordinary Least Square).

3.1 RELIABILITY TEST OF RESEARCH INSTRUMENT
The reliability test of the questionnaire was darsing Cronbach’s alpha method with a result of 8.aad
composite reliability of 0.721.

A priori expectation based on the pilot survey is as falow
Net Operating Profit

ANOP>0 AN0P>0 ANOP<0 ANOP>0 ANOP
AAIP ’ AACP ’ AICP ’ AAPP ’ ACCC

<0

Where NOP is Net Operating Profit, AIP is Aggressimvestment Policy, ACP is Account Collection Bdri
ICP is Inventory Conversion Period, APP is AverBggment Period and CCC is Cash Conversion Cycle.

4. RESEARCH MODEL, ANALYSISAND DISCUSSION
NOP = « + ,BIACP,I + ﬁZICPlt + IB3APPII + ﬁ4CCCLt + ﬁSAIPLf

NOP = —0.300 + 0.1854CP,, + 0.418ICP;, + 0.365APP;, + 0.086CCC;, + 0.087AIP;,

4.1 Tabular presentation of regression result

Variables| p(Beta)| S.E | ttest| Signl F-test Sighi. R | R |Ad.R°|D W
A -0.300 | 0.804 -0.374 0.710 15.725 0.000 0.679 0/461432 1.747
ACP; 0.185 0.150 1.233 0.22
ICP; 0.418 0.115 3.647] 0.000
APP; 0.365 0.097 3.763 0.000
CCG; 0.086 0.125 0.683 0.49b
AlP; 0.087 0.089 0.979 0.33D

Table 4.1 is in line with tha priori expectation stated above. From the regressiort resour primary data,
ACP has positive effect on Net Operating Profitethimeans that as Account Collection Period incigadet
Operating Profit increases; ICP has positive effattNet Operating Profit, which means that as Itwgn
conversion Period Increases, Net Operating Préfijumted food and beverages manufacturing companies
Nigeria increases.Likewise, APP has positive effect Net Operating Profit, this means that as Actoun
Payment Period of these companies increases, Nea€ipy Profit increases, CCC also has a posififezteon
Net Operating Profit, meaning that as the formergases, the latter increases. Lastly, AIP hassiiym® effect

on NOP; this means that as food and beverages m@ntihg companies in Nigeria intensify effort in
aggressive investment policy, Net Operating Pinfiteases.

The value ofa is -0.300, this means that, if food and beveragasufacturing companies in Nigeria pay less
attention to ACP, ICP, APP,CCC and AIP, their Neeéting Profit will reduce drastically by 30%. $tshows
that efficient management of these components okiwg capital management is very important to thevisal

of these quoted food and beverages manufacturimgpanies.

The coefficients of the regression equation howeslhew that a day increase in account collectiomopewill
increase Net Operating Profit of food and beveragasufacturing companies in Nigeria by 18.5%. Asalay
increase in inventory conversion Period will bringout 41.8% increase in Net Operating Profit ofs¢he
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companies. Moreover, a day increase in Account Rayferiod will increase Net Operating Profit oddoand
beverages manufacturing companies by 36.5%. A dagease in cash conversion cycle will increase Net
Operating Profit by 8.6% and lastly if aggressimeeistment Policy is increased by 1%, Net Opera@rgfit of
Nigerian quoted food and beverages manufacturimgpemies will increase by 8.7%.

To test for the significance effects of each ofitidependent variables, we used attached probatulit-test for
variables ACP, ICP, APP, CCC and AIP which are22@, 0.0000, 0.0000, 0.496 and 0.330 respectiBzaged
on these significance values, we observed that ARG and AIP have no significant effect on Net @fiag
Profits of food and beverages manufacturing comgsaini Nigeria and submit that Inventory converdramiod
and Account Payment Period have positive and sagmif effect on Net Operating Profitatevel of 0.05.

F-statistic value is 15.725 and the significanaellés 0.000. Since the significance level 0.00ss than 0.05,
the overall model is significant. That is, workingpital as a whole has a significant effect on Qptrating
Profit of food and beverages manufacturing commaimeNigeria at significance level of 0.05. Thisane that
we have 95% confidence that working capital hasigmificant effect on Net Operating Profit of these
companies.

The coefficient of determination {Ris 0.461. This means that, ACP, ICP, APP, CCC AR can explain
46.1% variation in Net Operating profit of food abhdverages manufacturing companies in Nigeria wihiée
rest 54.9% of the variation will be explained biet factors not accommodated in the model. TheséeuR
however shows that the model has 43.2% fitnessxlaming the relationship between working capital
management and Profitability of quoted food andebages manufacturing companies in Nigeria.

Account Collection Period with Profitability:The results of our analysis show that there isgmificant
negative relationship between Account collectioniqze (ACP) and profitability (NOP). This findings iline
with the works of (Egbide, 2009; Falope and AjiloB®09; Raheman, Afza,Qayyum and Bodla, 2010; Huynh
and Jyh-tay, 2010; Amarjit et al., 2010; Mathuv@]l@), where it was found that negative relationshifsts
between Debtor’s collection period and profitagiliOn the contrary, it is at variance with the firgs of the
research carried out by (Akinlo, 2011; and Uremadggbide, and Enyi, 2012) which revealed that Debtor
collection period had positive relationship withofitability. The implication of our result is thas Account
Collection Period increases, Net Operating Prefituces. The coefficients of the regression equationy that a
day increase in account collection period will reeliNet Operating Profit of food and beverages magtufing
companies in Nigeria significantly. In support bfstfinding is the opinion of the majority of thespondents
(68.4%) to the administered questionnaire who dréhe opinion that average collection period shobél
reduced in order to be more efficient. In view luiktfact, reduction in the average collection peéad food and
beverages manufacturing firms in Nigeria is sugggest order to increase their profitability.

Inventory Conversion Period with Profitability: It was found that there is a negative but insigaiit
relationship between Inventory Conversion Period rfitability (NOP). This supports the studies(Bfjbide,
2009; Falope and Ajilore, 2009; Raheman et al. 02@hd Huynh and Jyh-tay, 2010) who found thatehsra
negative relationship between inventory convergieriod and profitability. However, this is not imé with
results of the works of (Mathuva, 2010; Akinlo, 20lnd Uremadu et al., 2012) which revealed thertetlis a
positive relationship between inventory convergieniod and profitability. The implication of oumfiing here
is that a day increase in inventory conversionqeewill bring about reductions in Net Operating ftrof these
companies. Too longdays in inventory conversioniggefor food and beverages manufacturing firms trate
large percentage of their raw materials and firdsbeod as perishables will lead to low profitaliliEfforts
should be directed at reducing this so as to iser¢laeir profit. In conclusion, we wish to stdtattour finding
is in line with oura priori expectation

Account Payment Period with profitability:The results of regression analysis show an ins@gaif negative
relationship between Account Payment Period anfitpbdity. This is similar to the studies of (Egls, 2009;
Falope and Ajilore, 2009; Raheman et al., 2010nkki2011; Uremadu et al., 2012) in which it watabbshed
that creditors payment period has significant nggatelationship with profitability. Contrary to ithfinding,
were the works of (Mathuva, 2010; and Huynh and-tdyh 2010) who found positive relationship between
account payment period and profitability. The irogtion of this finding is that as Account Paymeati®&d of
food and beverages manufacturing firms in Nigemzreéases, their profitability decreases slightiync8 this is
the case, the clamour for increase in account payp®riod, as revealed in the response to questitnris out
of place and should not see the light of the dag Mélieve that if account payment period is reducked
sampled firms will benefit from the available catibcount from their suppliers and will eventuallydst their
profitability.
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Cash Conversion Cycle with Profitability:The results of regression analysis of primary dateealed a
positive but no significant relationship betweersiC&Lonversion Cycle and Net Operating Profit ofdf@nd
beverages manufacturing companies in Nigeria. Ti@ication of this outcome is that a day increaseash
conversion cycle will lead to increase in Net OpieaProfit. This result is in line with the workd (Amarjit et
al., 2010; and Akinlo, 2011) who found that theseai positive relationship between cash conversiabec
(CCC) and profitability. However, our result isvariance with the works of (Egbide, 2009; Falopd Ajilore,
2009; Raheman et al., 2010; Huynh and Jyh-tay, 2Bb0Edi and Noriza, 2010; Mathuva, 2010; Urematiu e
al., 2012; Uwuigbe, Uwalomwa and Egbide, 2012; Qfja et al., 2012) who found empirically that cash
conversion cycle (CCC) has significant negativatiehship with profitability.

Aggressive Investment Policy with Profitability: The outcome of our analyses of primary data sugdhste is
an evidence of positive but insignificant relatibipsbetween Aggressive Investment Policy and pablfiity of
quoted food and beverages manufacturing compani®bgeria. This is similar to the result of the dies of
(Raheman et al., 2010; and NorEdi and Noriza, 20d0kh revealed significant positive relationshigtween
aggressive investment policy and profitability. Hoxgr, our finding is at variance with the finding$é
(ALShubiri, 2011; Palani and Mohideen, 2012) in B&n, Jordan, and India respectively which shoat th
aggressive investment policy (ratio of current tss$e total assets) has significant negative m@tstiip with
profitability. The result of our primary data vadigs the result of our secondary. In conclusionywigh to state
that our finding is in line with tha priori expectation stated above.

4.3 CONCLUSION AND RECOMMENDATION

From the discussions and findings above, it candmeluded that in food and beverages manufactdiing in
Nigeria, Working Capital Management had significaositive relationships with profitability while Aount
Collection Period had significant negative relasioips with profitability.Also, Cash Conversion aycand
Aggressive investment policy had insignificant pesi relationships with profitability while Inventp
Conversion Period and Account Payment Period hatynificant negative relationship with profitabjliof
food and beverages manufacturing firms in Nigeria.

Therefore, it is recommended that management af fow beverages manufacturing firms in Nigeria khbe

more efficient in the management of working capitglreducing their cash conversion cycle. If dafgash
conversion are reduced, profitability will impro¥eod and beverages manufacturing firms in Nigehiaukl

shift from moderate investment policy to aggressiveestment policy. This step will help to improtee

profitabilty of this sector.There should be a rd@utin the average collection period of food areldrages
manufacturing firms in Nigeria in order to incredieir profitability.
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