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Abstract 
This is to examine some of the important components of Working Capital 

Management as well as significant aspects of Working Capital 

Management needed to be considered. There are important ratios need to 

maintain to play a win-win business game. These ratios are the heart of 

any company where investors, analysts or shareholders relied on. This 

study will show how the business success could be dependent heavily on 

the ability of Financial Managers to effectively manage the components 

of Working Capital. So as, when private sector companies especially 

Hospitality and Tourism firm administrators implement proper Working 

Capital Management, effective performance will be promoted. In order to 

forestall shut down of business operations to meet up challenges of 

precarious liquidity situation and crisis which might arise in the 

Hospitality and Tourism firms; financing and investing policies should be 

effectively implemented in order to promote performance. This concluded 

that there should be need for regular monitoring of financial decision 

implementation by the firms audit unit also Managers of the Hospitality 

firms should engage adequate Working Capital, to enhance effective 

performance. 
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Introduction 
Working capital involves collection of 

current or short-term assets and 

liabilities; such as: Cash and Bank 

balances, Account receivables and 

payable, Bank overdraft and short 

term bank loans, short term 
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borrowings, inventories and maturing debts and capital, (Ngerebo, 2002). The 

importance of Working Capital Management, (WCM) in both public and private 

sectors cannot be overemphasized.  The reason could be that it impacts on 

performance and it is an evident in the past studies. Working Capital 

Management is an important tool because of its day-to-day running of the firm 

could be dependent on its components. The components of Working Capital 

Management are: Conservative Working Capital, Management Policy and 

Aggressive Working Capital Management Policy (Gitmen, 2005; Moyer, 2005; 

Brigham & Ehrhardt, 2013). Also, according to Valid, Mohen & 

Mahammadreza (2012), Working Capital Management plays significant roles 

in determining success or failure of organizations in business performance; 

which could be due to its effect on organization’s profitability, which could also 

be dependent on liquidity. Business success depends heavily on the ability of 

Financial Managers to effectively manage the components of working capital, 

(Filbeck & Knieger, 2005). Public sector especially, the Hospitality and 

Tourism Sub-sectors in Nigeria could have liquidity related challenges and 

would be unable to perform their short term financial obligations as and when 

due. At the moment, studies conducted in Nigeria to expose the impact of 

Working Capital Management on performance have not addressed both 

Aggressive and Conservative Working Capital Policies. For example, Nyamao, 

(2012) considered Working Capital Management in terms of efficiency of cash 

inventory and receivables management. While Mathuna, (2009) saw Working 

Capital Management in Operating Terms. 

 

PURPOSE OF THE STUDY 

The main purpose of this study is to examine the relationship between Working 

Capital Management and Effective Performance of the Hospitality and Tourism 

firms in Nigeria.  

 

LITERATURE REVIEW   

Recent studies espouse (support) modern theories which offer two alternative 

strategies of Working Capital Management. These include: the conservative 

working capital Management Policy and Aggressive Working Capital 

Management Policy. The literature on Working Capital Management Policies 

contain a lot of debate in its risk and return perspectives, (Gitman, 2005; Moyer, 
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2005; Brigham & Ehrhardt, 2004). Looking at the Aggressive Working Capital 

Management Policies, we could see more associations with higher returns and 

risk; while, Conservative Working Capital Policies have both lower risk and 

returns, (Gardner, 1986; Weinrannb & Visscher, 1998). Apart from the above 

theories, Raheman and Mohammed, (2007) asserted that effective policies must 

be formulated for the individual components of working capital. The financial 

and investing policies were formulated on the basis of the above assertion. 

Buttressing on the Dimensions of Working Capital Management, Raheman and 

Mohammed, (2007) formulated two policies for each components of Working 

Capital Management and they include: Financing Policies and Investing 

Policies.  

 

WORKING CAPITAL MANAGEMENT  

The concept of Working Capital Management could be looked at as being an 

old practice in Financial Decision Making in Nigeria and globally at large. This 

concept might be all about the management of short-term assets and liabilities 

in organizations. In other words, it could be the act of ensuring that certain 

optimum level of liquidity should be maintained from time to time. According 

to Gunay & Kesimli, (2011), Working Capital Management could be referred 

to as an Investment in Current Assets and Current Liabilities which could be 

liquidated within one year or less; therefore, it’s crucial for firm’s day-to-day 

operations. Working Capital could also be seen as the money needed to finance 

the daily revenue generation activities of the company or organization. No 

wonder Vahid, Mohsen & Mohammadreza (2012) asserted that Working 

Capital Management could play significant roles in determining success or 

failure of organizations in business performance due to its effects on firm’s 

profitability as well as liquidity. Business success depends heavily on the ability 

of financial managers to effectively manage the components of Working 

Capital. In discussions relating to the Classification of Working Capital 

Management, Kargar (1994) and Ngerebo (2002), identified two forms of 

Working Capital which include: Quantitative (Gross Concept) and Qualitative 

(Net Concept) Working Capital.  Working Capital Management could also be 

classified on the basis of Financial Reports. This would involve the information 

relating to Working Capital which could be extracted from the Statement of 

Financial Position or Statement of Income and Expenditure. Therefore; 
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Working Capital could be classified as Cash Working Capital and Permanent 

Working Capital.   

Effective management out of Working Capital could actually be essential for 

the Profitability as well as maintaining Financial Stability of any business. For 

efficient management, we should know the various aspects of Working Capital 

Management as well as different components of Working Capital Management. 

Working Capital could be the funds, which could be used to run, perform and 

conduct business activities. Mostly, investors and analysts assess components 

of Working Capital to evaluate the company’s ‘Cash Flow’ as their key 

elements. For example: How would funds be received, or paid, as well as how 

well inventories would be managed, etc. Such analysis assured whether 

business would constantly keep sufficient money for their short-term operating 

expenses and short-term debt commitments. 

 

ASPECTS OF WORKING CAPITAL MANAGEMENT  

There are broadly two sides of Working Capital Management or you might say: 

Two aspects of Working Capital Management. These are as described below: 

1. Current Assets: 

Current assets could be those assets which could easily be convertible to cash 

within one-year. Current assets could be utilized to meet necessary day- to-day 

operations for businesses. Managing current assets should be the primary 

objective for effective Working Capital Management. Current Assets have 

always been cash or close to cash means. For example, Short-term advances, 

Cash and bank balances, Receivables, Prepaid expenses, Temporary 

investments, Inventory of finished goods, Inventory of raw materials, Inventory 

of work-in-progress, etc. (Masa, Imegi and Akenbor, 2012). 

2. Current Liabilities:  

Current liabilities could be claims from external parties which could be 

expected to be payable within one year of accounting period. For example, 

Creditors of goods purchased, Short-term borrowings, Taxes and dividends 

payable, outstanding expenses, Advances received against sales, other liabilities 

maturing within a year, (Masa, Imegi and Akenbor, 2012). 

 

COMPONENTS OF WORKING CAPITAL MANAGEMENT 

There are several main components of Working Capital Management. 

Examples could be: Cash, Inventory, Accounts receivable, Trade credits, 
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Marketable securities, Loans, Insurances etc. Some of could be understandable 

as spelt below: 

1. CASH 

Cash is the most liquid form of funds; hence it could be one of the huge 

important components of Working Capital. It would be necessary for every 

business to maintain optimum level of Cash in hand regardless of other existing 

assets it would be substantial. Cash could act as effective instrument at various 

stages of products’ life cycles. Cash in hand would play important roles to 

balance gaps arising from productions to distribution cycles. 

2. ACCOUNT RECEIVABLE  

Account receivables could tend to be profits due when owed sum would be paid 

for the previous sale of goods. Efficient, timely collection of account receivable 

would be most essential to maintain financial health of the company’s 

operation. For instance, marketable securities which consist of commercial 

papers offered by companies, acceptance letter and treasury bills. These 

instruments could be bought and sold at quicker and reasonable rates. They 

usually could have less than one year as their maturity period and could attract 

companies to investment additional cash reserves and also be used as highly 

liquid assets. 

Accounts receivable have always been under assets side of a company’s balance 

sheet, but might not actually be assets until typically collected. A commonly 

used method by analysts to evaluate the organization’s accounts receivable 

cycle ie, (day sales outstanding), which could be organization’s sales cycle to 

collect profits from sale of goods, (Ollor, 2019). 

3. ACCOUNT PAYABLE 

Account Payable refers to the money which organization needs to pay out 

through the short-term; this could also be another key component of Working 

Capital Management. Normally companies effectively maintain balance 

between maximum cash flow simply by delaying payments as long as fairly 

potential. In addition, they need to positive credit ranks or scores could be kept; 

while, dealing with creditors as well as suppliers. Commonly, a business 

average time for account receivables could significantly be shorter than the 

average time for account payables.  

4. STOCK / INVENTORY 

Stock could be one of the main components of Working Capital. The speed at 

which businesses sell and restock could be significant to determine their 
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success. Stock could be of various types, which could include: Stocks as raw 

materials, stocks as Work in Progress or Stock in Finished-Goods. Investors 

could give consideration to their Stock- turnover level to become a sign of 

strength to sales and as a measure towards efficient business in their buying as 

well as production process. Stock that would be minimal puts the company into 

danger zone of getting rid of off product sales. Again excessively high stock 

levels express inefficient utilization of working capital, (Ollor, 2019). 

 

WORKING CAPITAL MANAGEMENT AND EFFECTIVE 

PERFORMANCE   

Anderson & Sollenberger, (2011) affirmed that effective performance is the 

measure of how efficient the enterprise would used the available resources in 

achieving its goals and objectives. In support of their view, Stoner, (2003) 

opined that effective performance could be the ability to be able to operate 

efficiently, profitably, survival, sustain growth and react to the environmental 

opportunities and threats.  

 

CONCLUSION    

We examined some of the important components of Working Capital 

Management as well as significant aspects of Working Capital Management 

needed to consider. It was important to maintain those ratios to play a win-win 

business game. These ratios were the heart of any company where investors, 

analysts or shareholders relied on. 

The study showed that business success could be dependent heavily on the 

ability of Financial Managers to effectively manage the components of Working 

Capital. Therefore, when private sector companies especially Hospitality and 

Tourism firm administrators implement proper Working Capital Management, 

effective performance would be promoted. In order to forestall shut down of 

business operations to meet up challenges of precarious liquidity situation and 

crisis which might arise in the Hospitality and Tourism firms; financing and 

investing policies should be effectively implemented in order to promote 

performance. There should be need for regular monitoring of financial decision 

implementation by the firms audit unit. Managers of the Hospitality firms 

should engage adequate Working Capital, to enhance effective performance.  
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