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Abstract 

Profit maximization is 

the most important 

objective every company 

strive to achieved, 

profitability is the 

primary goal of a 

company, without it the 

company could not 

survive in a long run. 

There is need to properly 

manage the cash 

conversion cycle in 

order to be profitable. 

This paper thoroughly 

reviews of the literature 

that examined the 

relationship between 

cash conversion cycle 

and profitability. The 

findings from the 

relevant literature 

establishes a 

disagreement results on 

the impact of cash 
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INTRODUCTION  

  Profitability is the 

most important block 

for assessing the 

efficiency of assets and 

success of the company 

for the continual 

operation in the long 

run (Choong, 2011). 

Profit is an excess of 

revenues over expenses 

for an activity over a 

period of time. Profit is 

a basic plans of 

organization to 

carryout designed 

policies and activities to 

achieved objectives 

(Olaoye, et al. 2019). 

Profitability is the most 

important activity in 

the company, where a 

company is unable to 

earn a profit the 

business will collapse. 

While if a company is 

able to use the 

resources efficiently it 

will lead to profitability. 

(Philip, 2015). 

Profitability is the rate 

of return on investment 

(Husain & Alnefaee, 

2016; Ponsian, 

Chrispina, Tago &  
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conversion cycle on the 

profitability of oil and 

gas companies. Whereas 

the majority of the 

literature presents a 

positive relationship, 

while few others provide 

the opposite. Hence, the 

paper recommends 

more research into the 

area to further unearth 

the field. 

 

Mkiibi, 2014; Khalid, Saif, Gondal & Sarfraz 2018). 

Working capital management practices is an important dimension for enhancing 

profitability. every company requires enough resources to sustain its operations 

and needs to ensure that such resources are efficiently and effectively utilized to 

enhance its profitability. The main objective of working capital management is to 

maintain an optimal balance between each of the working capital components, 

such as receivables, inventory and payables- and using the cash efficiently for 

daily routine (Famil & Ali, 2016). Bagh, et al (2016), stated that important part is 

managing working capital since it influences both liquidity and profitability of the 

company. Working capital management (WCM) is the administration of current 

assets and current liabilities, (Tirngo, 2013; Owolabi & Alayemi, nd), WCM is a 

short term investments and financing in current assets and current liabilities 

collectively (Mathuva, 2010). The management of working capital is concerned 

with managing the different elements of current assets (inventories, 

debtors/receivables, cash/bank, short-term investments, prepaid expenses) and 

current liabilities (creditors/payables, provision for tax, other provisions against 

the liabilities payable within a period of one year) (Osundina, 2014; Akindele & 

Odusina, 2015). For a company to be efficient, it must keep its working capital at 

optimum level. It must neither have excess nor shortage (Osundina, 2014; 

Akindele & Odusina, 2015). Management of Working Capital directly effects the 

liquidity and profitability of the company (Almazari, 2013; & Tirngo, 2013). Omo 

(2011), proved that the main aim of Working capital management is to sustain a 

reasonable level of cash inflows and cash outflows, that will create tradeoff 

between each element of working capital (Bagh et, al. 2016). Without 

maintaining the balance between the element it is impossible for the company to 

operate in appropriate way. The effective management of working capital 

operation of a company in a smooth way is described as significant as well as 

most valuable factor Bagh et, al. 2016). There are four main dimensions of 

working capital management practices such as cash management, account 

receivable management, account payable management, and inventory 

management. The working capital management can be viewed from Cash 

Conversion Cycle or CCC. 
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Working capital management is very important for the survival of a business. 

Companies have to manage the components of working capital, and by keeping 

an optimal level of working capital in order to maximize profit, which resulted in 

profitability. 

Nigeria is the largest producer of oil in Africa and the petroleum industry consists 

of the upstream sector, the midstream sector, and the downstream sector (Aminu 

& Olawore, 2014; Nigerian National Petroleum Corporation, 2016). The 

upstream industry consists mostly of maritime firms charged with exploration, 

exploitation, and production of crude oil. The midstream organizations are 

responsible for refining and storage of petroleum products in tank farms and 

depots. The downstream activities involve marketing, distribution, and 

transportation of refined petroleum products from the refineries or import 

jetties to retail outlets to be dispensed to the customers (NNPC, 2016; Osuala, 

2013).The oil and gas industry (OGI) in Nigeria plays a vital role to the 

sustenance of the nation and fuel her economic and development activities 

Considering the importance of oil and gas sector in Nigerian economy, there is 

need for a proper management of working capital in the oil and gas sector and to 

maintain optimum working capital in order to guarantee profitability in the 

sector. Nigeria has frequently experienced disruptions in the supply of petroleum 

products over the years. This cripples’ business activities, leading to loss of 

revenue and under development since most business enterprise depends on 

petroleum products for survival (Aminu and Olawore, 2014; Adelabu, 2012; 

Osuala, 2013).  

Working capital management is very important in any organizational setting, 

considering the importance of oil and gas sector in the Nigerian economy, hence 

the need for a proper management of working capital in the sector and to 

maintain optimum level of working capital in order to increase profitability in the 

sector. This study will focus on the impact of working capital management on 

profitability of listed oil and gas companies in Nigeria. 

 

PROFITABILITY 

Profitability is the most important block for assessing the efficiency of assets and 

success of the company for the continual operation in the long run (Choong, 

2011). Philip (2015), see profitability as the most important activity in the 

company, and if a company is unable to earn a profit the business will collapse, if 

the resources used efficiently it will lead to profitability. according to Uguru, 

Chukwu and Elom (2018), Profitability is a companys determination and depend 

on how working capital managed. The profitability improves by the shortening 
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cash conversion cycle and there will be a need of more exterior borrowings for 

the lengthier cash conversion cycle (Adamu, 2018). Cash management is the 

management of a company’s cash to ensure that there is sufficient cash to 

maintained the company’s daily operations. cash management involved the 

adequate    control of a company’s inflows and outflows of cash, and also entails 

the establishment of appropriate cash balances at any given time (Adamu, 2018). 

Uwuigbe, Uwalomwa and Egbide (2011, p. 49), suggested that “cash management 

entails taking the needed precautionary measures to ensure that adequate cash 

levels are maintained in the business so that the operational requirements could 

be met.” On the other hand, Amoako, Marfo, Gyau and Asamoah (2013, p. 189) 

stated that cash management is the collection, management of cash as well as the 

payment of cashfromthebusiness.                                                                                                                                                             

 

PROFIT 

Profit is a basic plans of organization to carryout designed policies and activities 

to achieved objectives (Olaoye, et al. 2019). The main goal of every organization 

is to maximize profit (Adamu, 2018). Profit maximization is the main goal of any 

organization (Puspa, 2019).  Profit is a money earned in trade or business after 

the expenses costs (Cambridge Advance Learners Dictionary, 2019). According 

to Egbide (as cited in osundina, 2014), profit is the surplus of income generated 

by a firm over cost that generated within accounting period. 2014). According to 

Collins Dictionary (2010), defines profit as an amount of money to be gain when 

more paid on cost or a monetary gain derived from a transaction. Thus Profit is a 

difference between the purchase price and the costs price, or it is the difference 

between the revenues and expenses over a period of time.                                                                                                                           

 By reviewing the literature profit maximization is the most important objective 

and the main goal of every company to be achieve, also profitability is the primary 

goal of a company, without it the company could not survive in a long run. 

Profitability is the amount of money charge or paid on investment return. 

Company would be assessing based on how their resources are managed 

efficiently, effectively in order to earn a profit which would leads to profitability.  

 

CASH CONVERSION CYCLE 

Cash Conversion Cycle (CCC) refers to a ratio used in measuring the company’s 

ability to convert the existing cash to inventory or supply that can be resold or 

converted back to cash. Also Companies with shorter CCC period will be able to 

collect the needed cash for daily operations without external funding’s and the 

companies profit will increase (Mias, & Retno 2016) 
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CCC shows the period between payment and receiving of cash. It is assessing by 

measuring the inventory conversion period and the receivable conversion 

period, less the payables conversion period (Mathuva, 2010; & Amarjit, Biger & 

Neil 2010; Ponsian et al. 2014). CCC is a cash cycle that shows the period needed 

by companys to convert their cash outflows to cash inflows. (Hien Tran et al. 

2017) CCC was measured as the number of days of account receivable (AR) plus 

number of days in inventory (INV) minus number   of days of accounts payable 

(AP). (Kwadwo & Gogfred 2018) 

 

RELATIONSHIP BETWEEN CASH CONVERSION CYCLE AND PROFITABILITY 

 Cash conversion cycle (CCC) is the amount of time between companies’ cash 

spending and companies cash receiving. Falope and Ajilore, 2009; Dong and Su, 

2010; Almazari, 2013; Iqbal, et al 2014; Khalid, et al 2015; Husain & Alnefaee, 

2016; Oyedele, et al. 2017; Mbawuni, et al. 2016; Azam and Haider, 2011; used 

cash conversion cycle on profitability and their studies prove a significant 

negative relationship with profitability. while Contrary to (Sharma, 2011; 

Ponsian, et al. 2014; Nastiti, et al. 2019; and Khalid, et al. 2018), which establishes 

significant positive relationship on profitability.  

In an attempt to provide future evidence, the study has developed a tentative 

statement based on H: There is no significant relationship between the cash 

conversions cycle (CCC) management and profitability of listed oil and gas 

companies in Nigeria. 

According to literature, the cash conversion cycle (CCC) is a measure of working 

capital management. This cycle is extremely important to oil and gas sector. 

Usually companies sometimes acquire inventory on credit, which results in 

accounts payable, and sell on credit, which results in accounts receivable. Cash 

therefore is not involved until the company collects its debts and pays its credits. 

By minimizing the cash conversion cycle period at a minimum helped the 

companies not to be disturbed about working capital management, by shortening 

the CCC period the company will have a good liquidity or the company can easily 

convert its short-term investment to current assets and cash. 

 

EMPIRICAL REVIEW 

Previous studies examined the relationship between working capital 

management, its components, and the company’s profitability. The results 

revealed by those studies were mixed some of the studies were established a 

positive result while to some a negative result. Amarjit et al (2010), investigated 

the relationship between working capital management and profitability. of 88 



 

INTERNATIONAL JOURNAL OF MGT. SCIENCE & ENTREPRENEURSHIP 

(VOL. 11 NO.7) DECEMBER, 2019 EDITIONS 

 

 

 

 
142 

American firms listed on New York Stock Exchange for 3years from 2005 to 2007, 

and found a statistically significant relationship between the cash conversion 

cycle and profitability. Almazari, (2013), Examine the Relationship between 

Working Capital Management and Profitability on Saudi cement companies for 

2008 2012, and establishes a significant negative relationship with CCC, with 

profitability. Ponsian et al. (2014), examine the statistical significance between 

company’s working capital management and profitability using three 

manufacturing companies listed on the Dar es Salam Stock Exchange (DSE) from 

2002 to 2011, found a positive relationship between CCC, and profitability 

Raheman, Afza, Qayyum and Bodla (2010), analyzed the impact of working 

capital management on firm’s performance for 1998 to 2007, results indicate that 

CCC significantly affects the performance of the firms. Husain & Alnefaee (2016), 

examined the statistical significance of the impact of working capital 

management on profitability of listed agriculture and food companies of Saudi 

Arabia, for 6 years from 2009-2014 CCC revealed that there is no significant 

impact on profitability. Misbah et al (2015), conducted a study and shows that 

CCC is highly significant and negatively affected the profitability. Mbawuni et al. 

(2016), examined the impact of working capital management (WCM) on 

profitability for six-years from 2008 2013, the results show CCC, did not have 

significant relationship with profitability. Tirngo (2013) examines the impact of 

working capital management on performance of Ethiopian MSEs, which 

established that a CCC have a significant negative impact on ROA. 

 

Conclusion 

The main aim of this study is to evaluate the relationship between cash 
conversion cycle and profitability of listed oil and gas companies.  Effective and 
efficient utilization of the resources of the company through increasing the cash 
conversion cycle in so doing, the profitability of the company is expected to 
increase by proper managing the companies cash. In order to manage working 
capital efficiently company has to be aware of how long it takes them on average 
to convert their goods and services into cash. There is no doubt that the ultimate 
objective of any firm is to maximize profit. findings were made invariably, where 
some revealed a positive result with profitability while some a negative result. 
Due to different environments and methodology.  
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