
 

http://www.inosr.net/inosr-applied-sciences/  

Inuwa 

INOSR APPLIED SCIENCES 7(1):143-150,2021. 

143 
 

©INOSR PUBLICATIONS  

International Network Organization for Scientific Research                                                                              ISSN: 2705-165X 

Assessment of the Effect of Cash Management on Profitability of Listed 

Conglomerate Companies in Nigeria 

Mohammed Bala Inuwa 

Department of Accounting Faculty of Social and Management Sciences 

Adamawa State University, Mubi. 

Email:Inuwa494@adsu.edu.ng; Xmoh12@gmail.com 

ABSTRACT 
Cash management is a key management tool that seeks to establish the financial position of 

a company. Companies have strict cash management control to monitor its inflows and 

outflows while retaining a sufficient amount in order to take advantage of attractive 

investments or handle unforeseen liabilities. Efficient management of cash prevents loss of 

money due to theft or error in processing transactions. Numerous best practices are 

adopted to enhance management of company's funds. This involves shortening of cash 

collection periods, regular follow ups for collections, negotiation of favorable terms with 

suppliers allowing delay in payment periods, and preparation of cash flow forecasts. This 

study assessed the effects of Cash Management on profitability of listed conglomerates 

companies in Nigeria. The sampled size included four (4) listed conglomerates companies 

listed in Nigeria for the period of 2015 to 2020. The study used cash conversion cycle 

(CCC) for cash management and Return on Assets (ROA) as measure for profitability. The 

study employed the secondary data which was obtained from annual reports and accounts 

of the companies. Data analysis involved descriptive data analysis and autoregressive 

distributed lag (ARDL) model that reflect two diverse estimators: the mean group (MG) and 

pooled mean group (PMG) models. The results reveals that Cash conversion cycle is 

positive and statistically significant in explaining return on asset. The study concluded that 

effective cash management enhance the profitability of listed conglomerates companies in 

Nigeria, and this can constantly be done through the best practice of working capital 

management. Cash Conversion Cycle (CCC) has a positive relationship with the 

performance of the listed conglomerates companies. Therefore the study recommends that 

the companies should optimize investment in working capital and cash flows by increasing 

the time frame of the physical flow from receipt of raw material to delivery of finished 

goods to their respective users. 

Keywords:Cash Management, Profitability, Conglomerate, Companies and Nigeria. 

INTRODUCTION 

Cash management is an essential strategy 

to all kinds of business that desires to 

continually meet up with its daily short-

term financial obligations and ensure 

smooth business operations.  [1,2,3,4] 

opined that  the  success and growth  of  

any  business  depends on how well the 

business planned  and controlled  its cash 

flows [5,6,7,8,9].  According to 

[10,11,12,13], cash management is 

primarily concerned with the effective 

management of cash so as to attain an 

optimal balance of cash in the working 

capital. Cash serves as a basic input for to 

starting up a business which ensure 

efficient running of the business. Cash 

needs to be maintained adequately to 

keep the business running smoothly 

[14,15,16]. [17,18] opined that cash 

shortage leads to insolvency while 

excessive cash will tie down unnecessarily 

long-term capital with a result that the 

return on capital employed will be low. 

Therefore it is important to maintain 

sound cash position. Conglomerates 

companies are multinational companies. 

They either partially or fully own a 

number of other companies. Multinational 

companies of this nature can lead to 

economic growth of a nation like Nigeria. 

[19,20] document that the poor 

management of the component of current 
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assets and liability has been one of the 

major threats to the profit maximization 

of these companies. Available financial 

information for conglomerates companies 

and single product focused companies in 

Nigeria suggests that conglomerates 

companies have operated less efficiently 

than single product focused companies in 

recent times. With increase competition, 

managerial acumen in terms of working 

capital management could make a 

difference in terms of profitability 

achieve by companies, hence the study. 

Statement of the Problem 

Cash  management  represents  an  

important  component  of  working  

capital  management [21]. Cash 

management is an indispensable tool 

which aims at establishing the financial 

position of the company. As documented 

by [22] that cash management is 

necessary for every business since it 

contributes to increasing profitability, 

future planning and longevity.  Literature 

revealed that several studies  on  working  

capital  management  have  been  

conducted  both  in  the  advanced  

market economies and developing 

economies [23]. These studies  have  

reported  the  relationship  between  

working  capital  management  and  

financial performance [24]. However, till 

date,  only  limited  studies  have 

investigated  the  relationship  between  

cash  management  and financial  

performance  especially in the  context  of 

developing economies [5]. Cash 

management is a financial discipline that 

adopts the same principles, regardless of 

the type of business, size or age of an 

enterprise [7]. Since resources are scarce, 

organizations want to maximize the use 

of available capital in order to guarantee 

efficient returns from several alternative 

investment opportunities. To prevent a 

situation of cash shortage when cash is 

mostly needed or cash surplus when there 

is less or no need for cash, many 

companies have now adopted the idea of 

effective cash management [9]. Therefore 

the major problem of cash management is 

the determination of the optimal cash 

level to achieve profitability [11].  [20], 

observed that most failed businesses were 

of the opinion that all or most of their 

failures were due to cash flow problems. 

Thus the relationship that exists between 

cash management and profitability in 

Nigeria remains unresolved and called for 

investigation. Most of these studies were 

conducted outside the Nigerian settings 

where the market devices and the 

corporate environment of these countries 

expressively vary from that of Nigeria, 

and some concentrated on a single 

working capital component, even the ones 

conducted in Nigeria, few are known to 

focus on conglomerates companies. Since 

cash management is an imperative in 

every company due to the fact that cash is 

said to be the life blood of any business. 

The basic nature of cash management is 

to ensure positive cash flow for smooth 

business operation [22,24] observed that 

in Nigeria, the poor cash management 

practices constrains business operations 

and some customers who are not satisfied 

with the services ran away signifying poor 

performance and hence retardation in the 

business growth. This study therefore 

sought to explore the how cash 

management affects organizational 

profitability of conglomerate. 

Objectives of the Study 

The main objective of the study is to 

assess the effect of cash management on 

the profitability of conglomerates 

companies in Nigeria while the specific 

objectives is to examine the effect of cash 

conversion cycle on the profitability of 

conglomerates companies in Nigeria.

Research Questions 

The following research questions were 

developed from the objectives of the 

study.  

i. What is the extent of effect of cash 

conversion cycle on the 

profitability of conglomerates 

companies in Nigeria? 
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Research Hypotheses 

 The following null hypotheses were 

formulated to serve as a guide to the 

study. 

      H0
1

: Cash conversion cycle has 

no significant effect on the 

profitabilityofconglomerate

s companies in Nigeria.  

 

Scope of the Study 

This study examined the effect of cash 

management on the profitability of listed 

conglomerates companies in Nigeria. The 

study was directed towards cash 

management and cash conversion cycle 

management. It was restricted to all 

conglomerates companies in Nigerian for 

the period 2015 to 2020 using its annual 

report and accounts for the period under 

review.   

METHODOLOGY 

This study adopts ex-post facto research 

design. The population of this study 

consists of the six conglomerates 

companies listed on the floor of Nigerian 

Stock Exchange (NSE) as at 31st December, 

2019. Therefore the study utilizes the 

four conglomerates that have complete 

data for the period under study. The 

sample selection was purposive to 

exclude the last two (2) companies 

because it has no complete performance 

report for the period of study. The study 

employed the use of secondary data i.e 

annual report and account of the four 

conglomerates companies for the period 

of ten years (2015-2020). The study 

variable was made up of the Return on 

Assets (ROA) as the dependent variable 

and cash management as the independent 

variable. 

Table 1 Population of the Study 

S/N COMPANY’S NAME DATE OF LISTING 

1 A.G Leventis Nigeria Plc 1978 

2 ChellaramsPlc 1977 

3 John Holt Plc 1974 

4 SCOA Nigeria Plc 1977 

5 Transnational Corporation of Nigeria Plc (Transcorp) 2006 

6 UAC of Nigeria Plc 1974 

Source: Nigerian Stock Exchange website as at 2019 

 

Table 2 Sample Size 

S/N COMPANY’S NAME DATE OF LISTING 

1 A.G Leventis Nigeria Plc 1978 

2 ChellaramsPlc 1977 

3 John Holt Plc 1974 

4 SCOA Nigeria Plc 1977 

Source: researcher’s compilation 
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Table 3 Study Variables and Measurements   

S/N Variable Type of variable Acronyms Measurement  Expected sign 

1 Return on Asset Dependent  ROA PBIT/TA + 

2 Cash 

Conversion 

Cycle 

Independent  CCC Account 

Receivable 

period+  

inventory 

conversion. 

Period -Account 

payable period  

+ 

      

Source: researcher’s compilation    

 

Model Specification 

The model used Return on Asset as 

dependent variable and independent 

variables, which includes cash conversion 

cycle (CCC).  

The model is specified as follows: 

Theoretical model  

P= (CM) …………………………(i) 

It is also express as  

ROA = f (CCC)…………………….(ii) 

Econometric model  

ROA = β
0

 + + β
1

CCC
it

 + E
it

......................(iii) 

Where:  

ROA = Return on Assets 

CCC
it

 = Cash Conversion Cycle of 

company i in year t  

E
it

 = error term of company i in year t  

β
0

 = is the intercept  

β
1

= coefficient of independent variables   

i, t company, time 

Method of Data Analysis 

This study examines the effect of cash 

management on profitability of listed 

conglomerates companies, it rely on 

dynamic heterogeneous panel estimation 

technique introduced by [8]. More 

precisely, it involved employing panel 

version of the autoregressive distributed 

lag (ARDL) model that reflect two diverse 

estimators: the mean group (MG) and 

pooled mean group (PMG) models. These 

models allow heterogeneous adjustment 

in the short-run coefficients, error 

variances and speed of adjustment and, 

as well enforce long run homogenous 

restrictions on the slope coefficients and 

thus fairly reduce the risk of biased 

estimates. The possibility that the listed 

conglomerates companies may share 

common technique of production in the 

long run could be a good reason to 

consider homogenous long-run 

coefficients across the companies.  

Based on [5] the unrestricted error correction on the basis of ARDL (p, q) for equation (iv), 

can be expressed as follows
1

: 

ti

tiitiitiitiitiiti ROAROAXXROAROA

,0

1,11,101,11,101,,







 
         (v) 

for i=1,2,…,N; t=1,2,…,T. 

where X represents the k x 1 vector of explanatory variables that affect Return on Asset 

across the companies, i   is the k x 1 vector of the coefficients of the explanatory variables, 

α
oi

, as specified in equation (v) represents firm–specific intercept.  

The error correction reparamatization of eqn. (v) can be expressed as 
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  titiiitiitiiti XLXROAROA ,1,11,0,11,,        (vi) 

for i=1,2,…,N; t=1,2,…,T. 

Where: 

)1(,
1

,
1

1110

1

0

0 ii

i

ii
i

i

i 








 







  

The parameter, Φ
i

 is the error correction 

coefficient that measures the speed of 

adjustment of the Return on asset 
tiROA ,
 

towards the long-run equilibrium 

following change in the explanatory 

variables. i1  , are the long-run parameters 

while, i11   are the short-run coefficients 

relating past values of the Return on 

asset. As a condition, for the variables to 

adjust back to the long-run equilibrium 

from any deviation, Φ
i

is expected to be 

negative and statistically significant. The 

significantly negative value of the error 

correction coefficient indicates 

cointegration between the Return on asset 

tiROA ,
variable and its determinants.  

Data Analysis 

This subsection provides a descriptive 

analysis of the data generated, this is 

where the research hypotheses raised in 

the study were examined and interpreted.  

Hypothesis 

Cash Management has no significant effect on the profitability of conglomerates companies 

in Nigeria.  

The descriptive statistics and Regression results of this hypothesis are presented in Tables 

4 and 5 respectively.  

Table 4: Descriptive Statistics of Working Capital Management and Profitability of    

Conglomerates Companies in Nigeria. 

Variable               Mean    Std. Dev.       Min         Max     Observations 

 

ROA  overall      0.0886     0.1939775  -0.95         0.78        N = 80 

Between     0.0615026    0.036575      0.17755                       n =  4 

within                 .1864738    -0.897975     0.822025                      T = 40 

 

CCC  overall     96.92091   179.4984     -695.93       720.6      N =   80 

between             106.358    5.159749    248.7565                      n =  4 

within                153.8905   -604.1688    812.3611                      T = 40 

 

Source: Author’s computation  

The results in Table 4 display a 

descriptive analysis of the relationship 

between cash management and 

profitability of listed conglomerates 

companies in Nigeria. The descriptive 

analysis shows that the mean scores of 

ROA is (Mean =0.0886) and CCC 

(96.92091). The table also provides the 

minimum and maximum values, standard 

deviations (within, between, and overall 

companies). It can be observed that all the 

variables, exhibit significant variation 

both between and within the sample 

companies, which rationalizes the 

application of panel estimation 

technique.To ascertain the relationship 

between the relationship between working 

capital management and Profitability of 

Conglomerates Companies in Nigeria, the 

data were subjected to Regression 

analysis. Thus, the result is presented in 

Table 4 and 5.
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Regression results of the relationship between return on assets of Conglomerates 

Companies in Nigeria and cash management 

Tables 2 and 3 present estimated results 

of PMG, which assumes homogeneous 

long-run relationship between return on 

assets and its determinants across the 

firms. Beginning the analysis with the 

baseline model the error correction term 

or the speed of adjustment is correctly 

signed, albeit weakly significant (at 10% 

level). This suggests that the estimated 

PMG model is dynamically stable in the 

long run. It also shows long-run 

cointegration relationships between ROA 

and its explanatory variables (in equation 

1) and clear evidence of non-spurious 

convergence from any deviation from the 

long-run equilibrium. ROA adjust at the 

speed of about 12% every quarter of the 

year in correcting any deviation from the 

long-run.  

Table 5. Results of ROA equation function, ARDL  

 

Variables 

Model-1 

PMG 

Constant .1905*      (1.822) 

Error correction/Convergence coefficient -0.12* 

Long run coefficient  

LCCC 0.0623*** (5.5316) 

No. of companies 4 

No. of Observations 156 

Notes: *Statistically significant at 10%. **Statistically significant at 5%.  AIC criterion is used 

to choose the lag order. Figures in brackets are t-statistics. 

Source: Author’s computation using stata version 15 

As shown in table 5, the error correction 

term or the speed of adjustment is 

negative and statistically significant at 5% 

level. This suggests that the estimated 

PMG model is dynamic and stable in the 

long run and a clear evidence of long-run 

cointegration relationships between ROA 

and cash management. The estimated 

results revealed that cash management is 

positive and statistically significant at 1% 

level. For every 1% increase in the account 

payable period, return on assets is 

increasing by 0.0623%. 

Findings 

The results on the effect of Cash 

management on the profitability of listed 

conglomerates companies in Nigeria 

reveals that Cash conversion cycle is 

positive and statistically significant in 

explaining return on asset at 1% level(s). 

1%-point increase in the cash conversion 

cycle, return on assets is increasing by 

0.0623% The result obtained is in line  

with Alipour, (2016), who stated that 

return on assets has a significant positive 

correlation with the cash conversion 

cycle. This suggested that the longer cash 

conversion cycle is the more profitable it 

is in the textiles business. Deloof (2003) 

added that the longer this time lag, the 

larger the investment in working capital. 

A longer cash conversion cycle might 

increase profitability because it leads to 

higher sales. This study is inconsistent 

with that of Alipour (2016) in the same 

stance established a negative significant 

relation between cash conversion cycle 

and profitability. The finding of this 

study therefore is consistent with that of 

Alipour (2016) and Deloof (2003). The 

result of the hypothesis on the impact of 

Cash conversion cycle reveals that the 

relationship between Cash conversion 

cycle and profitability of listed 

conglomerates companies in Nigeria is 

statistically significant at 1%. The study 

concluded that effective cash 

management enhance the profitability of 

conglomerates companies listed in 

Nigeria, and this can constantly be done 

through the best practice of working 

capital management. Cash Conversion 
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Cycle (CCC) has a positive relationship 

with the performance of the listed 

conglomerates companies. Therefore the 

study recommends that the companies 

should optimize investment in working 

capital and cash flows by increasing the 

time frame of the physical flow from 

receipt of raw material to delivery of 

finished goods to their respective users. 

The study is limited to only cash 

management as one of the component of 

working capital management and return 

on asset for profitability. Further studies 

should examine other variables of 

working capital management and explore 

their relationships as well as their 

interaction effects with other factors. It is 

also suggested that further studies should 

address issues that might possibly be the 

reasons for the divergent views that exist 

in literature relating to negative and 

positive effect of working capital 

management on profitability.  
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