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ABSTRACT

The study investigated the effect of working cdpit@nagement on the profitability of Flour Mills dligeria
Plc. Specifically the study sought to determine éléent to which Number of Days of Accounts Receiga
Number of Days of Inventory; and Number of DaysAgtounts Payable affect Gross Profit Margin (GPM) o
Flour Mills of Nigeria Plc. The study was anchomd Trade-off theory of capital structure. The stadippted
co relational descriptive non-experimental reseaesign approach based on data derived from theapasial
reports of Flour Mills of Nigeria Plc. Data collect was analyzed using Pearson correlation techniguthe
Statistical Package for Social Science (SPSS)~@r30. The study reports a positive and signifigafitence
of Number of Days of Accounts Receivable; NumbeiDafys of Inventory; and Number of Days of Account
Payable on gross profit margin (GPM) of Flour MiisNigeria Plc. The implication of the result whishowed

a positive impact of working capital managementialdes on gross profit margin of FMN indicates tha
longer the number of days it takes a firm to bedfar sales made and inventory held, the less tpibfs
expected to make. The study recommended that WMidig of Nigeria Plc should be very apt in redugithe
number of days of account receivables and invezgdn a reasonable minimum in order to boost dofity.
Keywords. Working capital, Profitability, Accounts receivabl Accounts payable, Inventory, Flour mills,
Nigeria.

INTRODUCTION

Increased profitability is one of the primary goas financial managers. Without an acceptable level
profitability, businesses will find it very diffidy if not impossible, to survive in the long ruklanagers are
therefore continuously adopting and adapting gjiageto improve profitability. And one of such ségies is
through working capital management. Working capitala financial metric which indicates the opergtin
liquidity of organizations (Elijelly, 2004). Workincapital is seen as a part of an organizationatipey capital,
referring to current assets such as cash at hast,in bank, raw materials, work in progress, fiatsgoods and
accounts receivable. Management of working capitaich aims at maintaining an optimal balance betwee
each of the working capital components, that ishcaeceivables, inventory and payables is a fureddah part
of the overall corporate strategy to create valnd & an important source of competitive advantage
businesses (Deloof, 2003). In practice, it has becone of the most important issues in organizatieith
many financial executives struggling to identifyethasic working capital drivers and the appropriatel of
working capital to hold so as to minimize risk, exffively prepare for uncertainty and improve therail
performance of their businesses (Lamberson, 1995).

The major purpose of working capital managemerib ikeep sufficient liquidity to sustain operatiomsd to
meet obligations (Eljelly, 2004). Hence, traditipaefficiency of working capital management isskd on the
principle of speeding up collections as quickly @sssible and slowing down disbursements as slowly a
possible (Nobanee and AlHajjar, 2009) in order taimize the risk of having insufficient funds toypor the
short term liabilities. However, holding too muéguiidity will work to reduce the risk at the codtdecreased
profitability. This trade-off between profitabilitgnd risk is the key to working capital managem@®#sh and
Hanuman, 2009) which aims at maintaining a baldreteveen liquidity and profitability while conductjrthe
day-to-day operations of a business (Falope andrAji2009). Thus, efficient working capital managat, as
argued by Eljelly (2004), involves the planning d@he controlling of the current assets and theeruriabilities
in such a manner that eliminates the risk of irighib meet due short term obligations while avogexcessive
investment in these assets.

The existence of efficient working capital managat@actices can make a substantial difference detwhe
success and failure of a company. Usually, worldagital efficiency is measured using net workingitd
which is defined as the difference between curessiets and current liabilities. When the currese@sare
higher than the current liabilities, the companys@&d to have working capital efficiency which slsothe
company’s ability to remain a going concern antidge sufficient funds to satisfy both maturing $ti@bt and
upcoming operational expenses. Efficient managemieworking capital is vital for the success andvatal of
companies to enhance performance and contributiesanomic growth.
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In the world of business, the ability to seize gwepportunity and to seek practical business taotstechniques
to improve the financial performance are of paramidonportance for success. Good business acumdaitekc
that business resources should be managed efficidvibney tied up in working capital is one areartho
looking into. Managers have shortened the casheadytbugh shortening the period of receivablesectitbns
and inventory turnover and lengthening the periddsettling liabilities, in order to increase compan
profitability (Nobanee and Alhajjar, 2009).

Working capital is known as life giving force fonyaeconomic unit and its management is consideneahg
the most important function of corporate manageme&nery organization whether, profit oriented ort,no
irrespective of size and nature of business, requiecessary amount of working capital. Workingte&afs the
most crucial factor for maintaining liquidity, suival, solvency and profitability of business (Muldazhyay,
2004). Working capital management is one of the tmogortant areas while making the liquidity and
profitability comparisons among firms (Eljelly, 200involving the decision of the amount and compasiof
current assets and the financing of these asskésgieater the relative proportion of liquid asstits lesser the
risk of running out of cash, all other things beegual. All individual components of working capitacluding
cash, marketable securities, account receivablésramentory management play a vital role in thefgeenance
of any firm. Efficient management of working capipdays an important role of overall corporate &gy in
order to create shareholder value. Working capgategarded as the result of the time lag betwden t
expenditure for the purchase of raw material arddbilection for the sale of the finished goodse Tay of
managing working capital can have a significantaatpon both the liquidity and profitability of thmompany
(Shin and Soenen, 1998).

To observe how working capital management can gaffeafitability, one needs to take a look at a campgs
statement of financial position. In analyzing tlahcial statement, one has to take a look at cogipaash
flow, the accounts receivable and account paymeribgs. The lower the accounts receivable peritid the
more liquid is the firm. Accounts payment periodnpare creditors with the total credit purchasesidhifies
the credit period enjoyed by the firm in payingditers. Accounts payable include both sundry coeditand
bills payable. The longer the period the more athggous for the firm as such fund can be put terotises.
However, longer accounts holding period can erodenals credit worthiness. It is expected that accis
payable days should relate positively with firm fiiedility. This is because, as accounts payablesdacrease,
the firm tends to have more time to reinvest, aggather short-term assets, and turn them oveoréeépaying
their creditors.

Based on the foregoing relationship between workegjtal management and firm’s profitability, adstas this
is necessary. It is against this background that dtudy seeks to examine the effect of working tehpi
management on the profitability of Flour Mills ofdéria Plc. The indicators are analyzed on a tigrées basis
to give insight to the level of profitability in éhFlour Mills of Nigeria Plc.

STATEMENT OF THE PROBLEM

The chief finance officers of most industries spemast of their time and effort on day-to-day workicapital
management. Still, due to the inability of finahai@nagers to properly plan and control the curessets and
current liabilities of their companies, the failuoé a large number of businesses can be attribtdaethe
inefficient working capital management (Smith, 1R7Badequate working capital leads the company to
bankruptcy. On the other hand, too much workingtahpesults in wasting cash and ultimately therdase in
profitability (Chakraborty, 2008). The effectivesesf working capital management may impact on kbt
liquidity and profitability of any corporation (Ovabi and Obida, 2012). Management strategy aimed at
maintaining a balance between liquidity and proiiity has far reaching consequences on the groamti
survival of the firm. Thus, the manager of a busientity is in a dilemma of achieving desired ¢raff
between liquidity and profitability in order to niaize the value of a firm.

Despite the emphasis placed on working capital g@ament in ensuring profitability of Flour Mills digeria
Plc, the management is yet to come on the patlwids profitability growth. They are faced with twajor
issues. First, given the level of sales and thevegit cost considerations the management of Flails bf
Nigeria Plc are faced with issues in determining diptimal amounts of account receivable, accouyslpa and
inventory that they will choose to maintain in arde enhance performance. Secondly, given thesenabt
amounts, what is the most economical way to finghese working capital investments in order to poadthe
best possible results? Perhaps, the inability afagament to use working capital management indisa@t® part

of key measures of profitability may be responsfblethe fluctuations in their profit performance..
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OBJECTIVESOF THE STUDY
The general objective of this study is to assessftfect of working capital management on the pabflity of
Flour Mills of Nigeria Plc. Specifically, the studgek to:
i. Determine the influence of Number of Days of AccasuReceivable on Gross Profit Margin of Flour
Mills of Nigeria Plc.
ii. Ascertain the influence of Number of Days of Integg on Gross Profit Margin of Flour Mills of
Nigeria Plc.
iii. Evaluate the influence of Number of Days of AccauRtyable on Gross Profit Margin of Flour Mills
of Nigeria Plc.

RESEARCH QUESTIONS
i.  What extent does number of days of account reb&hiafluenced gross profit margin?
ii. What extent does number of days of inventory enflced gross profit margin?
iii. What extent does number of days of account payafileenced gross profit margin?

TEST OF HYPOTHESIS

Based on the above stated objectives and reseaestians, the following hypothesis are statedténull form
i.  Number of days of account receivable has not sgmifly influenced gross profit margin.
ii.  Number of days of inventory has not significantifluenced gross profit margin
iii. Number of days of account payable has not sigmiflganfluenced gross profit margin

SIGNIFICANCE OF THE STUDY

This study will be a useful guide to managemerniElotr Mills of Nigeria Plc in their strategic mareagent of
various components of working capital for efficiegtrvice delivery. Also the study will be of immenisenefit
to future researchers and a blue print for poliakers.

CONCEPTUAL REVIEW

The profile of Flour Mills of Nigeria plc (FMN)

Incorporated in September 1960, Flour Mills of NigePlc (FMN) is one of Nigeria's leading food aagko-
allied companies which has grown into a diversifggdup with a broad product portfolio, an iconiaibd —
“Golden Penny”, and robust distribution networkeT@roup is primarily engaged in flour milling; proztion of
pasta, noodles, edible oil and refined sugar; prtoo of livestock feeds; farming and other agriedl
activities; distribution and sale of fertilizer; m#acturing and marketing of laminated woven pobypiene
sacks and flexible packaging materials; cement figatwring; operation of Terminals A and B at theapp
Port; customs clearing, forwarding agents, shippaggnts and logistics; and, management of the roflls
Maiduguri Flour Mills Limited and Port Harcourt klpo Mills Limited. FMN's shares were listed on The
Nigerian Stock Exchange in 1978 and had a paidhareSCapital of N1.193 billioand Market Capitalization
of N155.1billionon 31st March 2014. With the current ownershipditme of 55.73% overseas shareholders and
44.27% Nigerian and institutional investors, thisra broad ownership base with over 77,500 shadeh®l The
Group employs over 12,000 direct and indirect elygds with diverse ethnic, cultural and religiouskepound
who work harmoniously together to deliver supevialue to customers and other stakeholders.

Recently, the Company's flour operations witnessegor strategic investments in milling technologyda
gained accreditation to the Quality Standard IS©192008 recognizing that its flour manufacturingilites
are world class and operating within an internatitynrecognized Quality System. The Company which
delivered N246 billion Revenue for the year endddt3Varch, 2014 and posted an After Tax Profit of
N10.47hillion is poised to continue to deliver migayful top and bottom line growth.

M eaning and Concept of Working Capital M anagement

Working capital refers to money utilized by busiméisms in their daily activities or operations. YKmg capital

is the available capital for conducting day-to-dmerations of an organization represented by itscagent
assets (Adeniji, 2008). In the same vein, Akinguli2008) described working capital as the itemg #ra

required for the day-to-day production of goodséosold by a company. Working capital is the tatathe

amounts invested in current assets of the comp@aawperally, it is assumed that the current liakiitmust be
met by current assets. Due to the fact that mgtdate of current assets coincides with maturitie ed current
liabilities (maximum maturity date is one year). @furse, some of the firms may try to secure a gatheir

current assets through shareholders’ rights wrdotalled fixed working capital. Working capitalagse of the
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most important problems that firms’ managers mae fdt plays an important role for the firms’ ma&nance
and growth. Working capital is the stock stored tias a conversion or resale value in order to geifit. It
represents the largest cost of a firm especia#yntianufacturing firms. In normal circumstances,kivay capital
consists of about 30% - 40% of a firm’s total invesnt.

Investment in working capital to a large extentetigiines the returns earned by a firm. Neverthelsssssive
levels of current assets can easily result inra fiealizing a substandard return on investmentenfitims with
too few current assets may incur shortages anétulifes in maintaining smooth operations (Van Hoand
Wachowicz, 2000 cited in Ani, Okwo and Ugwunta, 201t centers on current assets and current fiegsilof a
firm. For one thing, the current assets of a typimanufacturing firm accounts for over half of itgal assets
(Abdul and Mohamed, 2007). One reason why manayersd considerable time on day-to-day management of
working capital is that current assets are shwediinvestments that are continually being condeitéo other
asset types (Rao, 1989). Liquidity for the on-gaiingn is not reliant on the liquidation value o$ iassets, but
rather on the operating cash flows generated bgetlassets (Soenen, 1993). Working Capital Manageisien
therefore a sensitive area in the field of finahoenagement (Joshi, 1994). It involves the denisib the
amount and composition of current assets and tia@ding of these assets.

Efficient working capital management involves pleagnand control of current assets and currentlliss in a
manner to strike a balance between liquidity anofifability. Harris (2005) pointed out that workirgapital
management is a simple and straightforward conekphsuring the ability of the firm to fund the feifence
between the short term assets and short termifiabil The ultimate objective of any firm is to niaize
shareholders wealth and maximizing shareholderstivean be achieved by a firm maximizing its profitfirm
that wishes to maximize profit must strike a batabetween current assets and current liabilitiek lsance
keeping abreast of the liquidity and profitabilitade-off. Preserving liquidity and profitabilityf the firm is an
important objective as increasing profit at the enge of liquidity can bring serious problems to file and
vice-versa. Working capital management is consitiécebe a very important element to analyze the’'§ir
performance while conducting day to day operatidrfeere are chances of imbalance of current assets a
current liability during the life cycle of a firmnd profitability will be affected if this occursnlthis study
element of working capital management are accoergivable period; inventory collection period amgaunt
payable period (Falope and Ajilore, 2009).

Accounts receivable period measures the averagdemof days that accounts receivable are outstgndiin
measures the average number of days between seimdimiges to customers and collecting payments from
them. The lower the accounts receivable period rdie more liquid is the firm. Stock holding period
Inventory Days, or Days Inventory Outstanding (Dl@)easures how quickly stocks flow in a firm from
production to sale. It is an excellent measure oW hefficiently a company is managing its inventory
(Christopher, 2009). The traadf comes in deciding how little cash is tied upifwentory while still meeting
the needs of the customer. Accounts payment per@mdpare creditors with the total credit purchades.
signifies the credit period enjoyed by the firm paying creditors. Accounts payable include bothdsun
creditors and bills payable. The longer the petf@more advantageous for the firm as such fundbeaput to
other uses. However, longer accounts holding pecem erode a firm's credit worthiness. It is expdcthat
accounts payable days should relate positively fiith profitability. This is because, as accoungyable days
increase, the firm tends to have more time to esshvacquire other short-term assets, and turn them before
repaying their creditors.

Gross Profit Margin is a measure of profitabilitiyis normally calculated as gross profit divideg tbtal gross
earning. In the study, gross profit margin is thsearcher' proxy for the firm profitability.

EMPIRICAL REVIEW

Zariyawati, Annuar and Rahim (2009) investigated thlationship between working capital management a
profitability of Malaysian firms, using cash consiemn cycle as a measure of working capital managenide
researchers used panel data of 1628 firm-yearhfperiod of 1996-2006 from six different economméctors
which were listed in Bursa, Malaysia. Their findéngevealed that the coefficient results of regmssinalysis
provided a strong negative significant relationshiptween cash conversion cycle and firm profitabili
Therefore, a firm’s manager can increase profitigiily reducing cash convention cycle.

In another study by Ali and Hassan (2010), a sammpR¥ listed companies on OMX Stockholm stock exaie
during a period of 2004 to 2008 was used to ingasti the relationship between working capital pobod
profitability of Swedish firms. Cash convention &y@nd gross profit were used to measure the agjges®ess
of working capital management and profitabilitypestively. In this study, six regressions analygiere tested
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on 185 observations which showed that managersotancrease profitability by adopting a relaxed king
management capital policy.

Abdulrasheed, Khadijat,Sulu and Olanrewaju (201%¥eased inventory management in selected small
businesses in Kwara State, Nigeria. Using a regmnessiodel to explain the effect of inventory valoa
performance proxy by profit over a period of terange the study revealed that a Naira change irk staaild
cause almost a 92 Kobo change in profitability elested businesses. This result indicated a stpmsitive
relationship between inventory and profitability sfall businesses in Kwara State of Nigeria. THayst
concluded that small businesses are likely to gaadrigher profit if an effective inventory managetis put

in place.

Hassan, Liaqat, Abdul and Muhammad (2011) examthedimpact of working capital management on the
profitability of the firm without compromising thiquidity of the firm. Using data for sixty five copanies
randomly selected from Karachi Stock Exchange, aisét of variables Tobin’s Q, proxy used for detaimng

the market value of the firm, return on assets &rre on invested capital, were used to measurendiah
performance of the firm. Five financial ratios, leasnversion cycle, current ratio, current assebtal asset
ratio, current liabilities to total asset ratio atebt to asset ratio, were used as variables dgaliish changes in
dependent variables were measured by applying latime and multiple regression techniques. Theidifigs
revealed that significant correlations exist betve@rking capital components with firms’ market waland
firms’ profitability.

Ahsen, Faisal and Muhammad (2011) investigatedrehaionship between profitability and working capi
management. The study sampled 60 textile compéisted at Karachi Stock Exchange (KSE) for the qef
2001-2006 and the firms observations were 360.pilrpose of the study was to establish a relatigngfat is

of statistical significant between profitabilityhe cash conversion cycle and its components (Nummbédays
Accounts receivables, Number of days Accounts pagahnd Number of days Inventory). The data cadidct
was analyzed using Pearson correlation, Model Susnarad ANOVA. The results of the research showed th
there is statistically negative significance betweeofitability, measured through Return on Asseil the cash
conversion cycle. The study concluded that managars create profits for their companies by handling
correctly the cash conversion cycle and keeping bemof days Accounts receivables, Number of days
Accounts payables and Number of days Inventoryntogimum level.

Waweru (2011) carried out a study on the relatignsletween working capital management and the vafue
companies quoted at the NSE. The study used segoddta obtained from annual reports and auditeahftial
statements of companies listed on the NSE. A sanfp®? companies listed on the NSE for a periodenfen
years from 2003 to 2009 was studied. The averagk girice was used to measure the value of the fline
regression models indicated that there was sonaiaetship between working capital management aed th
firm's value while the result of the Pearson catiein indicated a negative relationship betweerrage cash
collection period, inventory turnover in days, cashversion cycle and the value of the firm.

Okwo, Ugwunta and Agu (2012) examined the facttia tetermine the profitability of the Nigerian bee
brewery firms. Multiple regressions were appliedatonual data generated from the annual reporthef t
sampled beer brewery firms covering a period of@@02011.The results show that the ratios of itwgnto
cost of goods sold, account receivable to salas$,safes and general expenses to sales have signifiapact
on gross profit margin. Ogundipe, ldowu and Oguad{@012) examined the impact of working capital
management on firms’ performance and market valuth® firms in Nigeria. A sample of fifty four non-
financial quoted firms in Nigeria listed on the Mita Stock Exchange was used for this study. Daeew
collected from annual reports of the sampled fifarshe period 1995-2009. The result showed thatehwas a
significant negative relationship between cash eosion cycle and market valuation and firm’s pearfance. It
also showed that debt ratio was positively reldtecharket valuation and negatively related firméfprmance.
The study concluded that Nigeria firms should eesadequate management of working capital espeaabi
conversion cycle, components of account receivalalesount payables and inventories, as efficienoyking
capital management is expected to contribute pesjtito the firms’ market value.

Ani, Okwo and Ugwunta (2013) examined effects ofrkiiy capital management on profitability: evidence
from the top five beer brewery firms in the worlthe study focusing on working capital managemest (a
measured by the cash conversion cycle (CCC) andnflgence on profitability aimed at establishing a
relationship between firms’ management of the tiyi - profitability trade-off for the world leadg beer
brewery firms. Multiple regression equations weppled to a cross sectional time series data of fiworld
leading beer brewery firms after ensuring that diaga are stationary and co-integrated. The outcoftbe
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analysis clearly pinpoint that working capital mgement as represented by the cash conversion calkes
growth and lesser debtors’ collection period impacn beer brewery firms’ profitability. The study
recommended that Stock holding period should baged to a maximum of thirty days and debtors’ aids
period reduced to a maximum of fifteen days. Thedk surely enhance brewers’ profitability and dide
maximization of firm’s shareholders wealth. Thisswenperative as some of the sampled firms recostieck
holding period of close to ninety eight days anttdes’ collection period of close to thirty days.

Asefi, Bandarian and Ghatebi (2013) examined tfecebf working capital management on the profiigbof
listed companies in Tehran Stock Exchange. The rgaal of the study was to investigate the relatigms
between working capital management and profitahditlisted companies in Tehran Stock Exchangeebeh
data was analyzed using population of 116 listedpamies in Tehran Stock Exchange for the period08f6-
2011 by applying combination method of all dataofpd data) and ordinary least squares regressib8) O he
research results indicated that, there was a #ignifinverse relationship between cash conversyate and its
components, including the collection period, ineeptturnover period and accounts payable turnoesiogd,
and profitability of the firms. The study recommeddhat corporate managers can increase the fibfitaof
their company desirably by reducing the collecfi@niod and inventory turnover period.

Solabomi and Oboh (2013) studied working capitahaggement and financing decision: synergetic effect
corporate profitability. A pool of time series aciss-sectional data set was constructed fromrthaa audited
financial results of 35 manufacturing companiesetison the Nigeria stock exchange for a two-yeaiode
(2011 - 2012). Panel exploration and Factorial-ANO¥stimation techniques were used to estimate the
econometric models developed for the study. Theltsesuggested a significant negative relationgfd@fween
firm’s working capital composition and their delttusture choice. Additionally, on individual bastae study
found a positive significant relationship betweesbdstructure and profitability but no significarelationship
between firm’s working capital composition and padfility. The results, however, showed that as fiha's
working capital composition synchronously interawtth the debt structure, corporate profitabilisydositively
affected. The study therefore recommends thaffiffmis to optimize profitability and to maintain gbdiquidity
position, corporate financing decision should besidered side by side with their working capitaingmsition.

Akoto, Awunyo-Vitor and Angmor (2013) investigataarking capital management and profitability: evide
from Ghana listed manufacturing firms. The purpo$ghe study was to examine the relationship betwee
working capital management practices and profitigbdf listed manufacturing firms in Ghana. Thedstwsed
secondary data collected from all the 13 listed ufecturing firms in Ghana covering the period fr@@05-
2009. Using panel data methodology, the study fauséynificantly negative relationship between fadsility
and accounts receivable days. However, the firmmshoconversion cycle, current asset ratio, size,camrent
asset turnover significantly and positively inflaed profitability. The study suggests that managars create
value for their shareholders by creating incentiteeseduce their accounts receivable to 30 daywa# further
recommended that, enactments of local laws thaeprindigenous firms and restrict the activitiésnoporters
are eminent to promote increase demand for logaliynufactured goods both in the short and long rans
Ghana.

Oladipupo and Okafor (2013) examined the impligadiof a firm’s working capital management practiceits
profitability and dividend payout ratio. The stufiycused on the extent of the effects of working itehp
management on the Profitability and Dividend Paydrdtio. Financial data were obtained from 12
manufacturing companies quoted on the Nigeria SEbathange over 5 years period (2002 to 2006). Usoth
the Pearson product moment correlation techniqueoadinary least square (OLS) regression technithesy
observed that shorter net trade cycle and delid m@tbmote high corporate profitability. While thevél of
leverage has negative significant impact on corgopaofitability, the impacts of working capital megement
on corporate profitability appeared to be statihjcinsignificant at 5% confidence level.

Daniel and Ambrose (2013) analyzed the effect ofkimg capital management on firm’s profitability Kenya
for the period 2003 to 2012.Balanced panel dativefmanufacturing and construction firms each whigere
listed on the Nairobi Securities Exchange (NSEused. Pearson’s correlation and Ordinary Least régua
regression models were used to establish the aefdtip between working capital management and $irm’
profitability. The study found a negative relatibips between profitability and number of day’'s acoizu
receivable and cash conversion cycle, but a pesi@ationship between profitability and numberdafys of
inventory and number of day’s payable. Moreoveg, fihancial leverage, sales growth, current ratid &rm
size also have significant effects on the firm'sfpiability. Based on the key findings from the dyuit has been
concluded that the management of a firm can cnesdtes for their shareholders by reducing the nunafbelay’s
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accounts receivable. The management can also ar&late for their shareholders by increasing therentories
to a reasonable level. Firms can also take longay their creditors in as far as they do not stthigir
relationships with these creditors. Firms are chpab gaining sustainable competitive advantagameans of
effective and efficient utilization of the resouscef the organization through a careful reductidérihe cash
conversion cycle to its minimum. In so doing, thefjpability of the firms is expected to increase.

Enow and Brijlal (2014) investigated the effect Wiag capital management on profitability, usindeén South
African SMMEs, listed on the Alt-X on the JSE, fr@008-2012, using a multiple regression analysisptted
with the aid of SPSS. The results showed a positletionship between number of days account rabédy
number of day’s inventory and negative relationshgtween number of days payable and cash convention
cycle. Thus minimizing working capital and decregsthe cash conversion cycle increases profitgbéitd
hence shareholder value. Samuel and Fidelis (2Di/8stigated the effect of working capital managetren
profitability of Nigerian listed companies duringet period 2000-2009. The study utilized panel datepled
OLS regression and fixed effects. The results skothat there was a strong negative relationshipvden
working capital management and profitability. Lidiy had a positive and strong significant relasioip with
return on assets. Age also had a positive reldtipnsith profitability while accounts receivablecha negative
significant relationship with return on assets @sncrease firms’ profits. On the basis of theswlifigs, the
study recommended among others that, managersnadeed organizations should concentrate on the prope
management of each working capital components ae@ khem at optimal levels, as this will go a levay to
enhance profitability and create value for theimpanies.

THEORETICAL FRAMEWORK

The study is anchored on Trade-off theory of cépstaucture. Trade-off theory of capital structunas

propounded by Myers in 1984. The theory referhwitlea that a company chooses how much debt &namnd
how much equity finance to use by balancing thescard benefits. The theory explained that holdirfgm’s

investment plans and assets constant, its optievardge ratio is obtained by trading off betweea tix

benefits and the consequences of using debt instritesmAccording to this theory, debt financingtisaative, in

that , the benefits tax savings from debt paymshitslds a number of cost debt financing, thus Ipigtiit firms

will have higher benefits from debt financing compdrom lower level of financial distress costsistmakes
higher leverage attractive to higher profit makfinms (Lawal, 2014). In evaluating a firm’s net Wwaorg capital

position, an important consideration is the traffel®tween profitability and risk. The term risk the

probability that a firm will become technically mlgent such that it will not be able to meet itdigétions when
they become due for payment. This risk is measustdg net working capital. The greater the net wagk
capital, the more liquid is the firm and therefottee less likely it is to become technically insaiv and vice
versa.

Trade-off Theory claims that firms have an inceatig turn to debt as the generation of annual tsrafiows
benefiting from the debt tax shields. Thereforeoading to the Trade-Off approach, large firms téméhcrease
their level of debt as a consequence of the ldisdihood of bankruptcy, and also as a way to éase the debt
tax shields. The trade-off theory assumed thattabptructure in companies with important growtlogpects
includes a small proportion of liabilities becaumsanagers are rewarded when the cost of financialdge is at
minimum and no agency conflict exists to affecufatgrowth (Drobetz and Fix, 2003). The Trade-QfEdry,
also assume that there is an optimal debt raticghwils the ratio where tax benefits are equal ®lhnkruptcy
and agency costs associated with debt. Wheneves fileviate from their debt ratio, the existencadjfistment
costs prevents firms from making a total adjustmerthat ratio, and so Trade-Off Theory forecales firms
make a partial adjustment of debt towards the agtidebt ratio (Lopez-Gracia and Sogorb-Mira 2008)e
relevance of this theory is that it will enableutamills on Nigeria Plc to adjust their level oftddowards the
optimal debt ratio in order to take advantage eftilade-off between costs of financing working talpand the
benefit of optimal level of debts in its operation

DISCUSSION

Discussion on Strategiesfor achieving the stated Objectives

In order to achieve objective 1 to 3, co relatiodacriptive non-experimental research design a@gbravas
used to measure the degree in which working capitalagement indicators can be used to analyzeqribifiy.
Secondary data were sourced from annual reportSlafr Mills of Nigeria Plc using their websites. faa
collected was analyzed using Pearson correlatiomtgque. This was obtained through the StatistRatkage
for Social Science (SPSS) version 20. In the cédbeostudy, it was done using the annual timeesepiooled
data of the variables contained in the model withuF Mills of Nigeria Plc gross profit margin aspindent
variable and was correlated against the Numberaysbf Accounts Receivable; Number of days of Ihegn
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and Number of Days of Accounts payable as indepanateexplanatory variables. The sign and signifidavel

of each of the hypothetical independent variabtasnéd the basis for testing the affected hypotheBeta
coefficients of the respective independent varimllere used to test at significant level of 5%. @heision rule
is to accept the Null Hypothesis {Hf the t-values obtained for the parameter eséimare greater than 0.05,
otherwise reject the Null Hypothesis.

Discussion on Empirical Review

Although studies on working capital management Haa@n carried out by various scholars such as Zasti,
Annuar and Rahim (2009); Falope and Ajilore (20aSi|, Biger and Mathur, (2010); Ali and Hassan 120
Abdulrasheed, Khadijat, Sulu and Olanrewaju (201Hgssan, Liaqat, Abdul and Muhammad (2011);
Mohammad (2011); Ahsen, Faisal and Muhammad (204/Bweru (2011); Okwo, Ugwunta and Agu (2012);
Ani, Okwo and Ugwunta (2013); Asefi, Bandarian gabtatebi (2013); Solabomi and Oboh (2013); Akoto,
Awunyo-Vitor and Angmor (2013); Oladipupo and Okaf@013) ; Daniel and Ambrose (2013); and Enow and
Brijlal (2014), it is instructive to note that tkeis still ambiguity regarding the effect of worgircapital
management on profitability. These studies do movide clear-cut direction of the effect of workicgpital
management on firm’'s profitability. Further examioa of these studies reveals that there is beaohg
empirical evidence on the working capital and itiea on the profitability of Flour Mills Firms ilNigeria.
Therefore, the present study is an attempt totfils gap and investigate the effect of working tapi
management variables such as Number of Days of ktsoReceivable; Number of Days of Inventory; and
Number of Days of Accounts Payable on gross poffiElour Mills of Nigeria Plc.

METHODOLOGY

The study is anchored on trade-off theory of césitaucture and uses a simple function in the estion of the
model as;

GPM = f (NDAR, NDI, NDAP)

This function is specified in a linear form as;
GPMt = a 0 +alNDARt + a2NDIt + a3NDAP
Where,

GPM = gross profit margin

NDAR = Number of days of account receivable
NDI = Number of days inventory

NDAP = Number of days of account payable

t = Time period

&t = Estimation parameter

DISCUSSION OF FINDINGS

The positive influences of number of days of ac¢qayable on gross profit margin shows that Floulis\bf
Nigeria Plc does not take longer time to settlenpayt to creditors. The positive influence foundwestn gross
profit margin and number of day of inventories skaat reducing the number of days of inventoryFlur
Mills of Nigeria Plc will increase their profitaliy. The result also showed a positive influencenomber of
days of account receivable period on gross proéitgim. This might be due to the fact that custontgrshot
require more time to assess quality of productg thegy from firms with increasing profitability. Thimeans that
the more the time taken for customers to pay thiég, the less the sales realized leading to Iopvefitability of
the firm. In order words a more restrictive creatilicy such as giving customers less time to makanents,
improves profitability. The implication of the rdsuwvhich showed a positive impact of working capita
management variables on gross profit margin of Fithcates that the longer the number of days iesadk firm
to be paid for sales made and inventory held, ¢ls profit it is expected to make. The result amattached as
appendix.

CONCLUSION

The study investigates the effect of working cdpit@anagement on the profitability of Flour Mills dfigeria
Plc. The study employed Pearson correlation teckniga the Statistical Package for Social Sciel@eSS)
version 20 to determine the extent to which NumbieDays of Accounts Receivable; Number of Days of
Inventory; and Number of Days of Accounts Payabfluenced the gross profit margin of Flour MillsMigeria
Plc. The study reports a positive and significafiuence of Number of Days of Accounts Receivablamber

of Days of Inventory; and Number of Days of Accotratyable on gross profit margin (GPM) of Flour Klidif
Nigeria Plc

195



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) “-,i,l
\ol.7, No.14, 2016 IIS E

RECOMMENDATIONS
The study recommended that Flour Mills of Nigerla &hould be very apt in reducing the number ofsdafy
account receivables and inventories to a reasomainienum in order to boost profitability.
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