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ABSTRACT 

The research which was carried out in 2001 summarized the responses of 31 firms (24 medium 

and 7 large firms) to a questionnaire survey sent to the chief financial/accounting officers of 40 

firms located in Accra-Tema metropolis.  The major thrust of this study was to provide insight 

into the importance and utilization of financial analysis and working capital management 

techniques among medium scale firms in Ghana. The study also compared the liquidity and 

working capital position of a firm, which utilized these financial concepts with one which did not 

use them. The most heavily used ratios were current ratio and profit margin ratios. The second 

most favourably used ratios were the Net Working Capital to Total Assets and Inventory 

Turnover. Total Debt and Debt Equity ratios were the third followed by Average Collection 

Period and Return on Equity. This work showed poor used of market value ratios. In general, the 

study suggested that respondents considered financial analysis and working capital management 

to be important and many firms were users of these concepts.   It was also observed that the firm 

which utilized financial ratio analysis was found to be more liquid and sounder in working 

capital than the one which did not. The author observed that the use of these concepts appear to 

increase as their size increased. While it is true that there would be differences in the extent to 

which some concepts can be applied in medium scale firms, the financial concepts discussed in 

this study seem to have valid application in both medium and large firms even though some 

modifications were necessary with medium scale firms. 

 

 

 

INTRODUCTION 

The success of every business, to a large extent, depends on the quality of decisions that are 

made by management. In order to make quality decision, management requires useful 

information.  The quality of financial decisions also depends on availability of useful financial 

information, which of course must be utilized by management in decision making. Capital 

management is therefore an important field of corporate finance, because of its considerable 

effects on the firm’s profitability and liquidity (Nazir and Afza, 2009). 

 

As a routine, data on business transactions are captured and processed at a cost into financial 

statements - primarily balance sheet and income statements.  The balance sheet summarizes the 

assets, liability, and owner’s equity of a business at a point in time while the income statement 

summarizes revenue and expenses of a firm over a particular period of time.  These raw numbers 

(the financial statements) which are less useful on their own for decision making are used to 

calculate financial ratios.  Ratios are used in much of our daily life.  We buy cars based on 

kilometers per liter of fuel consumption:  evaluate a pupil by his position in class, basketball 
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players by field goals and foul-shooting percentages and so forth.  Financial ratios are tools used 

to analyze financial condition and performance of a business. 

Working Capital policy involves the management of current assets of the firm and acquisition of 

appropriate financing for those assets.  It is possible for a firm to tolerate a decrease in sales or a 

decrease in profitability for some period of time, however, the need for current assets and the 

associated financing is immediate.  Typical working capital decisions involve the determination 

of appropriate level of cash, accounts receivable and inventory that are firm should maintain-this 

is the subject of working capital management.  The net working capital of a firm is its current 

assets less current liability.  A frequent concern expressed by those who develop collegiate 

finance curricula, is whether or not the financial concepts of financial analysis and working 

capital management among others, taught in finance courses are actually utilized in the business 

world.  Therefore it is possible to say that working capital can be regarded as lifeblood of the 

firm and its efficient management can ensure the success of the firm while its inefficient 

management may lead to the bankruptcy of the firm (Padachi et al., 2006). 

It is obvious that a gap will always exist between theory and what is practised in the business 

world.  Academicians therefore have responsibility to both students and businesses, to bridge the 

gap with respect to financial concepts.  

 

Comparing a company’s quick ratio with the industry average may call for a critical look at one’s 

cash, accounts receivable, inventory and other current assets components. This will consequently 

lead one to the making of a working capital decision.  Similarly comparing a firm’s collection 

period with that of industry average prompt one to ask the right questions about accounts 

receivable and average daily credit sales, then take working capital management decision.  These 

illustrations show how balance sheet and income statement data serve as input for both financial 

analysis and working capital management.  The financial ratios enable the company to compare 

its performance with a given standard; compare its current and past performance; as well as 

compare itself with similar companies and make decision on its working capital. These ratios are 

not only important to the firm but also equally important to its creditors and debtors.  

 

One of the main purposes of working capital management is to enable the firm have sufficient 

liquidity to sustain its operations and to have to meet its obligations (Eljelly, 2004). Especially in 

today’s global environment, all firms, regardless of their size and industry, need to acquire 

positive cash flow and liquidity (Stewart, 2009). On the other hand, the way working capital is 

managed has also noteworthy effects on the firm’s profitability (Deloof, 2003). The fact remains 

that working capital management involves a tradeoff between profitability and risk. According to 

the theory of risk and return, investments with higher risk may create higher return. Thus a firm 

with high liquidity of working capital will have low risk to meet its obligation and low 

profitability at the same time (Garcia- Teruel and Solano, 2007; Zariyawati et al., 2009). 

 

Relevant Background Information 

According to the World Development Report (1998/1999) “poor countries – poor people – differ 

from rich ones not because they have less capital but because they have less knowledge. 

 

This report also indicated that forty years ago Ghana and the Republic of Korea had virtually the 

same income per capita, however, by the early 1990s Korea’s income per capita has increased to 

six times that of Ghana.  Some people believe that, the difference is partly due to Korea’s great 



International Journal of Research in Management                                                                               ISSN 2249-5908          

Available online on http://www.rspublication.com/ijrm/ijrm_index.htm                        Issue 4, Vol. 1 (January 2014) 
 

RSPUBLICATION, rspublicationhouse@gmail.com Page 32 
 

success in acquiring and using technical know-how (knowledge).  Data and basic facts that are 

endowed with relevance and purpose become information.  Knowledge is conclusion drawn from 

data and information. 

 

The findings from a similar study in USA Lambersor (1988) suggested that small firms use these 

concepts heavily.  What then is the situation in Ghana?  The impetus of this study evolved from 

the author’s interest in obtaining insight into the extent to which firms in Ghana utilize the 

financial analysis and working capital management concepts taught in financial management 

courses.   

 

A study conducted among the Fortune 1000 firms (USA) in 1985 found that financial planning 

and budget were ranked as highly important. It was also found that while practitioners devoted 

greater time to the management of assets, textbooks seem to place greater emphasis on liabilities 

and equities.  

 

Gitman and Mercurio (1982), suggested that academicians and financial managers should 

develop a stronger communication link to enhance the transfer of knowledge and needs between 

them. “Managers of small business often maintain that the financial management of their firms is 

different from the financial management of large firms because some large company financial 

practices simply are not necessary or appropriate for the small firm.  Also financial managers or 

small firms often have very restricted choices available to them, such as fewer options for 

investing excess funds.  Common view held among small business is that “textbook finance 

doesn’t work in private companies”, Levin and Travis (1987). 

 

 

Problem Statement and Scope of the Research 

Both Empretec Ghana Foundation and the Business Advisory Centre of National Board for 

Small Scale Industry (NBSS) had agreed that financial management was a problem in small and 

medium sized enterprises (SMEs). According to Lamberson (1988), a significant percentage of 

the small firms expressed little or no usage of financial analysis and working capital management 

concepts.  He defined small firms as those that employ fewer than 500 employees.  Although 

lack of investment capital was a problem for small and medium firms even worse was a shortage 

of working capital.  In fact, probably the biggest crisis for a small or medium business was a lack 

of cash.  This was because they do not have easy access to credit compared with the large firms. 

 

Money tied up in working capital is one area worth looking into. According to Brigham and 

Gapenski (1997), Working capital, for most firms, constitutes a big chunk of their investment. 

“Tying up cash in working capital is as much an investment as is tying up cash in plant and 

equipment”. On this note, business leaders cannot overlook working capital management and its 

effect on profitability of the firm. 

 

 

Within the time allocated for this research, it was not possible to look at the entire financial 

management practices of firms in Ghana.  The study therefore focused on only financial analysis 

and working capital management concepts.  It was an exploratory research intended to cover the 

private sector of the Ghanaian economy.  Twenty-four (24) medium sized firms and seven (7) 
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large firms located within Accra – Tema metropolitan area were investigated.  Large firms refers 

to companies which employed three hundred (300) employees and above, while those with 

between ten and three hundred (10 – 300) employees were referred to as medium firms 

according to the Ministry of Trade and Tourism.  This research focused on current practices i.e. 

from 1995 to 2000.  Respondents excluded entrepreneurs who did not have education in business 

administration or management. 

 

Objective of the Research 

It was intended that the extent to which medium scale firms utilized financial analysis and 

working capital management concepts had been examined. The financial performance of 

medium sized firms was compared with those of large ones. The extent of which firms which 

pay more attention to these financial concepts perform better than those which paid less would 

be established. 

 

Rationale of the Research 

“Knowledge cannot be static nor can it move in one direction only.  Instead it must flow 

constantly back and forth across an ever changing web involving all those who create and use it” 

Wolfensohn (1998).  This research would serve as a means of strong communication link 

between finance academicians and financial manager (in Ghana in particular), to enhance the 

transfer of knowledge between them – thus bridging the gap between theory and practice. 

 

METHODOLOGY 

 

Sampling Strategy 

The findings reported and analysed in this study were based upon responses to self-administered 

questionnaire obtained from thirty-one (31) firms in March 2001.  The questionnaire were 

personally delivered by the researcher with a transmittal explaining the purpose of the study and 

introductory letters to 40 firms located within Accra/Tema area and listed on Association of 

Ghana Industries Members Companies by sectors.  

 

The chief financial officer of each firm was requested to responds.  For most firms it was the 

chief accountant that responded. It is believed that knowledge of financial analysis and working 

capital techniques employed by these firms had been a good representation of the financial ratios 

and working capital management techniques utilized in Ghana. 

 

The 31 firms were classified into the various industries shown in table 1 below. 

 

TABLE 1: DISTRIBUTION OF SAMPLE FIRMS BY TYPE OF INDUSTRY 

INDUSTRY FREQUENCY PERCENT 

Manufacturing 16 51.6 

Trading 6 19.4 

Service 6 19.4 

Telecommunication 3 9.7 

Total 31 100.0 

Source: Field Work Survey, 2001 
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The selected firms were visited several times by the researcher before the completed 

questionnaire could be obtained.  It was the anticipation of this that limited the coverage area to 

Accra/Tema Metropolis.  Another consideration was the fact that majority of the firms in Ghana 

were located in Accra-Tema area.  The sample size was statistically large (more than thirty) and 

included firms from four industrial sectors.  

 

Primary Data 

The primary data was obtained through the use of self-administered questionnaire (Appendage 

A) with both close-ended and open-ended questions.  The questionnaire contained only a few 

questions constructed to enhance response rate while obtaining maximum information on the 

items of data that were embodied in them.  The questionnaire consisted of three parts.  The first 

part (Part A) concentrated on the profile of respondents.  The second section (Part B) 

concentrated on utilization of financial ratios.  This part consists of three questions with twenty-

six data items.  The third question was to serve as counter check, which should have indicated 

the five most frequently, used ratios with the frequency of use. The last section, (Part C), 

consisted of six questions and dealt with working capital management.   This section covered 28 

items.   

 

Secondary Data 

The balance sheets and profit and loss were obtained for two listed companies from Ghana Stock 

Exchange 1999 Fact Book.  The extent to which the firm which paid attention to these financial 

concepts perform better than the one which paid less attention was established from these 

financial statements. 

 

Respondent Profile 

It was ensured that more than 30 usable responses were received.  As the analysis would reflect 

later in this study, all respondents did not answer every question, thus the number of respondents 

on a specific question did not total 31. A profile of the respondents by employee size was 

presented in table 2.  The profile of respondents by title was also presented in table 3. 

 

TABLE 2: DISTRIBUTION OF RESPONDENT BY NUMBER OF EMPLOYEES 

EMPLOYEE 

SIZE 

FREQUENCY PERCENT VALID 

PRECENT 

CUMMULATIVE 

PERCENT 

Below 101 12 38.70 38.71 38.71 

101-200 9 29.01 29.01 64.5 

201-300 3 9.68 9.68 74.2 

301-400 2 6.45 6.45 80.6 

401-500 2 6.45 6.45 87.1 

501 and above 3 9.68 9.68 100.0 

Total 31 100 100  

Source: Field Work Survey, 2001 
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TABLE 3: DISTRIBUTION OF RESPONDENTS BY TITLE 

TITLE FREQUENCY PERCENTAGE 

MD/CEO 2 6.5 

Deputy/Vice 4 12.9 

Chief Finance Officer 6 19.4 

Chief Accountant 19 61.3 

Total 31 100 

Source: Field Work Survey, 2001 

 

Data Analysis 

The data on the utilization of financial analysis and working capital management techniques had 

been analyzed using SPSS/epinto and Microsoft excel.  These data were transformed into 

percentage terms and tabulated. Component-part bar and line charts were drawn to give 

diagrammatic representation on the data.  Financial ratios can give insight into the underlying 

improvement or deterioration in financial conditions and performance of a firm. However, a 

broader understanding of the trends is possible when the analysis is extended to include common 

size analysis and index analysis.  In this study, the ratios of a company that utilized financial 

ratio have been compared with one which did not. 

 

Attempts to obtain statements (Balance Sheets and income statements) from respondent firms 

yielded no result.   Firms were simply not ready to provide this information.  Attempt was also 

made to obtain these statements from registrar general but while they agreed they had the 

statements at their custody, it was impossible to retrieve them because of renovation work in 

their premises at the time of this research. 

 

The financial performance of two firms which were listed on the Ghana Stock Exchange was 

therefore compared below.  Financial ratios of these companies over the period of five years 

were calculated and compared. 

 

The liquidity ratios, assets utilization ratios and profitability ratios were the ratios compared.    

This was because these ratios were directly related to working capital management which is a 

major thrust of the study.  The rule of the thumb has been provided for some of the ratios, but the 

actual limit however, varies from industry to industry.  It was not possible to obtain the industrial 

averages of the ratios.  Indexed statements and common size analyses were therefore used to 

compare the performance of the two companies. Since these companies were both listed on the 

stock exchange, it was believed that the same accounting procedures had been used in compiling 

the statements. 

 

The statements of the various years were expressed as a percentage of 1995 figures i.e. Indexed 

Statements. In common size analyses, the various components of the balance sheet were 

expressed as percentages of the Total Assets of the company and the income statement items 

were related to sales. 

 

A dairy company (named Firm A in this study) and a brewery (named Firm B in the study) 

company were selected because they were (and still are) both in the food industry which was 

quite stable compared with other industries.  Although Firm A , was in the diary sector of food 
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industry while Firm B was in the breweries, these were the only seemingly related firm who 

appeared to contrast each other as far as the use of financial ratios were concerned.   Firm A 

claimed they did not use financial ratio analysis while Firm B indicated its used. 

 

 

ANALYSIS OF FINDINGS 

 

 

Financial Ratio Analysis 

Information was secured from respondents on their usage of financial ratio in their financial 

analysis – the ratios they used by respondents for financial analysis.  Of the 31 responses, 27 

(87.1%) indicated that they used ratio analysis.  Table A indicates, how often respondents used 

these ratios for financial analysis purposes. 

 

TABLE A 

 

Frequency  Percent Valid Percent  Cumulative 

Weekly  1    3.2   3.3    3.3 

Monthly  13  41.9   43.3   46.7 

Quarterly   6  19.4     2.0   66.7 

Yearly   7  22.6   23.3     9.0 

Not at all  3    9.7   10    100 

Total    30  96.8   100 

No response  1    3.2 

Total   31  100 

Source: Field Work Survey, 2001 

 

A topic that frequently surfaces when ratios are discussed is concerned with which ratios firms 

utilize.  Respondents were asked to tick ratios used from a list in the questionnaire.   

 

Liquidity Ratios 

The Liquidity Ratios utilized by firms in Ghana listed in decreasing frequency of use were: 

Current Ratio, Net Working Capital to Total Assets, Cash Ratio, Quick (or Acid-Test) Ratio, 

Receivable to Working Capital, Inventory to working capital and Internal Measure Ratio. 74.2% 

of surveyed firms utilized current ratio.   When this was decoupled into small and large firms, it 

could be seen that 70.8% of the medium firms used the ratio while 85.7% of the large firms 

utilized this ratio.   The least utilized ratio was the internal measure (16.7%).  The second most 

favourable utilized ratio was the Net Working Capital to Total Assets.  58.3% of medium firms 

and 57.1% of the large firms utilized these ratios. 

 

Long-Term Solvency Ratios 

54.8% of firms indicated the use of both Total Debt Ratio and Debt to Equity ratios. The least 

used ratio of this category was the Equity Multiplier (9.7%).  None of the large firms indicated 

its use in the survey.  The next most utilized was the Long-term Liabilities to Working Capital 

(45.2). Looking at the utilization by medium and large firms separately, a different picture was 

seen.  54.2% of medium firms used the Total Debt Ratio while 57.1% of the large firms used it.  
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However, 45.8% of the medium firm utilized Debt to Equity and 85.6% of the large firms used 

the ratio.  None of the large firms indicated usage of Equity multiplier.   

 

Assets Management Ratios 

Inventory Turnover was the most favourably used (58.1%) in this class of ratios.  These ratios 

were the most widely used with the least being Working Capital Turnover (32.3%).  At least 

42.9% of the large firms utilized the working capital turnover ratio.  The other ratios had a high 

percentage usage by large firms. Usage by medium firms was: Inventory Turnover - 54.2%; 

Average collection period - 45.8%; and Total Asset Turnover - 45.8%. 

 

Profitability Ratios 

Profit Margin ratio was the most widely utilized (74.2%) in this category. 75% of medium firms 

and 71.4% of large firms use this ratio.   All the 12.9% firms, which indicated the use of Payout 

ratio, were all large firms.  This constituted 57.1% of the large firms. Return on Equity was also 

favourably (51.6%) utilized; 45.8% small firms and 71.4% large firms. 

 

Market Value Measures 

The study showed that these classes of ratios were given the least attention by the respondents.  

Price/Earnings ratio was the most frequently used with just 41.9% of respondent indicating its 

use.  The next in frequency was the Market-to-Book ratio which received the attention of only 

22.6% of the respondents.  

 

Summary of Survey on Ratios Utilization 

The result of the survey indicated that the most utilized ratio for the medium sized firms was the 

profit margin ratio while that for large firms was the current ratio.  The result is summarized 

below. 

 

TABLE C:  MOST FAVOURABLE USED RATIOS 

RATIO PERCENTAGE OF 

ALL 31 FIRMS 

PERCENTAGE OF 

MEDIUM FIRMS 

PERCENTAGE OF 

LARGE FIRMS 

Current Ratio 74.2 70.8 85.7 

Profit Margin Ratio 74.2 75.0 71.4 

Net Working 

Capital to Total 

Assets 

58.1 58.3 57.1 

Inventory Turnover 58.1 54.2 71.4 

Total Debt Ratio 54.8 54.2 57.1 

Debt to Equity 54.8 45.8 85.6 

Average Collection 

Period 

51.6 45.8 71.4 

Return on Equity 51.6 45.8 71.4 

Source: Field Work Survey, 2001 

 

The most heavily used ratios were current ratio and profit margin ratios.   The second most 

favourably used ratios were the Net Working Capital to Total Assets and Inventory Turnover.   

Total Debt and Debt Equity Ratios were the third, followed by Average Collection Period and 
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Return on Equity.   The result obtained agreed to some extent with a work of Lamberson (1988).   

In that work, profitability and asset management ratios were the most heavily used by the 

respondents.  Both this work and the work of Lamberson (1988) showed poor utilization of 

market value measures. 

 

WORKING CAPITAL MANAGEMENT 

 

Importance Attached to Working Capital Management 

Responses were sought on such topics as the importance of Working Capital Management and 

techniques used in managing cash, accounts receivable and inventory. Working Capital 

Management was very important to these firms. Twenty-seven (constituting 87.1%) of the 

respondents checked “very important” when asked to rank the importance of working capital 

management. 

 

Working Capital Problems 

Table D indicated that 25.8% of respondents they had problems with working capital.   Looking 

up of working capital in receivable was the main problem listed.  Other problems include high 

cost of borrowing, low sales, depreciation of the cedi, insufficient working capital and cash 

management. 

 

TABLE D 

RESPONSE FREQUENCY PERCENTAGE VALID PERCENT 

Yes 8 25.8 28.6 

No 20 64.5 71.4 

Total 28 90.3 100.0 

Missing System 3 9.7  

Total 31 100  

Source: Field Work Survey, 2001 

 

Techniques Used In Managing Current Assets 

The firms that responded “yes” to the use of specific techniques were asked to identify the 

techniques utilized from a list provided in the questionnaire. To the question of whether or not 

they use any specific techniques in managing cash and marketable securities, accounts 

receivables and inventory: 64.5% indicated the use of specific techniques to control accounts 

receivables; 58.1 inventory and 38.7% cash and marketable securities. The result was presented 

in Figure 21 below. There was also an open-ended question to obtain a list of any other technique 

used, which was not listed.   

 

Management of Cash 

The most frequently used techniques in managing cash were paying in cheques, accepting cash, 

time deposit accounts, control disbursement account and call deposit account.   Paying in cheque 

had the highest frequency of usage: 38.7% followed by accepting cash, 29.0%. Respondents 

were not using Lockbox System and there was minimal usage of cash concentration, electronic 

bank transfer and zero balance accounts.  
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Lockbox, sweep account and zero bank balances were found to be frequently used techniques in 

the survey in Arkansas (USA) by small firms.   With the world fast becoming a global village, it 

is expected that firms in Ghana would use electronic bank transfer and other forms of electronic 

system for fast and swift money transfers.  It was not the firms, which shy away from such 

systems as lockbox, zero balance account and cash concentration, but systems were almost not in 

existence. There is another research currently being undertaking to assess the situation as at now. 

 

 
Figure 21 

 

Management of Accounts Receivables 

The most frequently mentioned techniques used by respondents in managing accounts receivable 

were: Setting credit limit (67.7%) followed by aging of account (48.4%) and then aggressive 

collection policy (29.0%).   

 

Management of Inventory 

45.2% of firms used Just-in-Time inventory control technique whiles 32.3% and 12.9% indicated 

the usage by economic order quantity and ABC approach respectively. It was only one firm that 

indicated usage of Material Report Planning.  The widespread availability of computer software 

packages in inventory management undoubtedly had contributed to the above results.   

 

Comparing the Key Financial Ratios that Relate to Working Capital Management of the 

two firms 

 

Liquidity Ratios 

The Current Ratio of Firm B improved from 1.09:1 in 1995 to 1.12:1 in 1996 and then  to 1.34:1 

in 1997 and declined to 1.28 :1 in 1999.   The rule of the thumb is 2:1. Looking at the statements, 

it could be seen that both current assets and current liabilities increased from 1995 to 1999.   

Although, the ratios were lower than the generally accepted ones, it could be seen that effort was 

being made to improve them.   Concentrating on liquid assets in relation to current obligation, 

Cash and 
Marketable 

Security

Account 
Receivable

Inventory

38.70%

64.50%
58.10%

Utilization of ratio in percentage

Utilization of ratio in percentage



International Journal of Research in Management                                                                               ISSN 2249-5908          

Available online on http://www.rspublication.com/ijrm/ijrm_index.htm                        Issue 4, Vol. 1 (January 2014) 
 

RSPUBLICATION, rspublicationhouse@gmail.com Page 40 
 

the Quick Ratio also improved from 0.48:1 in 1995 to 0.82:1 in 1999 instead of the rule of the 

thumb 1:1. 

 

It could also be seen from the common size balance sheet of Firm B that effort had been made to 

reduce inventory level of 33.98% in 1995 to less than half its value (16.33%) in 1999. Current 

liabilities had also been reduced from 56.28% to 35.60% in 1999. These observations had 

accounted for the improvement of the ratios, although they were still below the rule of the 

thumb.  A look at the Current Ratio and Quick Ratio of Firm A revealed rather an appalling 

situation.   It deteriorated from 1.20: 1 in 1995 to 0.70:1 in 1999. The Quick Ratio present rather 

a more precarious picture, it deteriorated from a low value of 0.42:1 in 1995 to 1.27:1 in 1999. 

While Firm B had ¢0.70 liquid assets for every ¢1.00 of liabilities, Firm A had only ¢0.27 liquid 

assets for every ¢1.00 of liabilities. 

 

Asset Utilization Ratios 

The next ratios to be looked at were the asset utilization ratios. The Average Collection Period of 

firm B in 1996 was 67 days and increased gradually to 130 days in 1999. The general rule of the 

thumb is 20-60 days. The Average Collection Period of firm B for the period was 46 days in 

1996, 84 days in 1997, 138 days in 1998 and 121 days in 1999.   This was comparable  

 

A lot of effort was required to improve this situation. At the time of the research, they were 

setting credit limits, credit period, and any giving cash discount to improve their receivable 

collection.   The Average Collection Period of Firm A was quite encouraging, the range from 12 

days in 1995 to 16 days in 1999. This was obvious because by the nature of their operations, they 

virtually did not sell on credit. Yet it was worth noting that it took many more days for firm B to 

collect accounts receivables.   

 

The number of day’s sales in the inventory for firm B was 90 days in 1996 reduced to 76 days in 

1997, and 50 days in 1998, but however, went up again to 85 days in 1999.   The rise in 1999 

figure over that of 1998 was due to an exceptional increase in inventory from ¢9.6 million in 

1998 to ¢19.926 million in 1999. This is 207.3% increment while sales rose only 118.3% in the 

same period (account receivable, 222.2% rise). These exceptional changes that occurred in 1999 

were due to restructuring firm B in 1998. 

 

For Firm A, the number of days in the inventory was 51 days in 1995, 45 days in 1996, 43 days 

in 1997, 45 days in 1998 and 43 days in 1999. Both firms were within the rule of thumb, which 

is 30-180 days. However, it is worth noting that the products of firm A are more perishable than 

those of firm B by far. Again it was therefore expected that inventory would be converted into 

sales faster. The faster collection and turning of inventory into sales by firm A was not translated 

into their liquid position. 

 

The illiquidity of firm A was reflected in their having net current liabilities from 1996 to 1999 

while firm B has a net current asset throughout this period. Sales to working capital for firm A  

was therefore negative and higher than that of firm B.   Another important ratio was the Total 

Asset Turnover. The role of thumb is between 1 to 4 times.   The two firms were both within the 

range from 1995 to 1997.  However, while Firm A maintained its ratio of 1997 of 1.6 times in 

1998 and 1999. The ratio of Firm B fell to 0.7 times in 1998 and 0.5 times in 1999. This 
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observation again was explained by the sharp increase in total assets from ¢27,674 million in 

1997 to ¢79,816 million in 1998 and a further rise to ¢122,056 million in 1999. They could not 

mobilize sales to compensate for the increments. Sales increment between 1997 and 1998 was 

approximately 2 folds (1.96) while that of total asset was approximately 3 folds (2.88).   

 

Profitability Ratio 

Finally, a look at Operating Profit Margin and Net Profit Margin for both firms showed a 

downward trend for both.  The Operating Profit Margin of firm B fell gradually from 14.6% in 

1995 to 1.90% in 1999.  Similarly the Operating Profit Margin of firm A fell from 18.6% in 1995 

to 5.40% in 1999.  However, the margins were higher for firm A compared with that of firm B. 

 

Summary of Working Capital Management 

 

It was concluded that, while effort had been made by management of Firm A to increase profit 

the same cannot be said of their working capital management. There were however, signs of 

efforts being made by management of Firm B to manage their working capital alongside other 

managerial activities.  

 

CONCLUSION AND RECOMMENDATIONS 

 

Summary 

The research summarized the responses of 31 firms (24 medium and 7 large firms) to a 

questionnaire survey sent to the chief financial/accounting officers of 40 firms located in Accra-

Tema metropolis.  The major thrust of this study was to provide insight into the importance of 

and utilization of financial analysis and working capital management techniques among medium 

scale firms in Ghana. The study also compared the liquidity and working capital position of a 

firm, which utilized these financial concepts with one which did not use them. 

 

 

The most heavily used ratios were current ratio and profit margin ratio. The second most 

favourably used ratios are the Net Working Capital to Total Assets and Inventory Turnover. 

Total Debt and Debt Equity ratios were the third followed by Average Collection Period and 

Return on Equity. The result obtained agreed to some extent with a work of Lamberson (1988). 

In that work, profitability and asset management ratios were the most heavily used by the 

respondents.   Both this work and Lamberson’s (1988) showed poor used of Market Value ratios. 

 

Conclusion 

In general, the study suggested that respondents considered financial analysis and working 

capital management to be important and many firms were users of these concepts. It was also 

observed that the firm which utilized financial ratio analysis was found to be more liquid and 

sounder in working capital than the one which did not. The author observed that the use of these 

concepts appeared to increase as their size increased. While it is true that there would be 

differences in the extent to which some concepts can be applied in medium scale firms, the 

financial concepts discussed in this study seem to have valid application in both medium and 

large firms even though some modifications were necessary with medium scale firms. 
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Recommendations 

A natural sequence to this research would be a more detail study that compares the practices of 

medium and large firms. The financial manager should be able to balance the trade-off between 

liquidity and profitability; and not one at the expense of the other. It is very important that the 

financial managers match their investments in working capital to sales and make any necessary 

adjustment to reflect trends of sales. Utilization of financial ratio analysis is not a panacea to 

business success. The financial managers should be guided by the ratio in taking their financial 

decision as regard profitability and liquidity.  Those managers who leave calculation of financial 

ratio to their financers are encouraged to make use of these ratios to enable them do quick and 

regular evaluation of their financial position, profitability and future prospects, and take the 

necessary decision and action to entrench their positions, improve their situations or remedy any 

precarious situation they may find themselves. 
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