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ABSTRACT 

The study was to examine working capital management among small and 

medium scale enterprises (SMEs) in the Agona West Municipal Assembly in 

the Central Region. The study employed a survey research design of which the 

targeted population was the SME operators in the Agona West Municipal 

Assembly. The study sampled 155 respondents using simple random sampling 

technique. Questionnaire was the main data collection instrument. 

Furthermore, the data were processed using SPSS version 21.0. The analysis 

was done using percentages and frequencies and results were presented using 

tables and charts. The study found that SMEs do not follow a formalize 

working capital policy (cash management, inventory management, receivable 

management and payables management) and therefore are not able to analyse 

properly their effectiveness and efficiency in managing working capital. 

Finally, Computer illiteracy of accountants, insufficient funds to employ 

professional accountants and upgrading the skills of non-professional 

accountants were some of the challenges that impeded the smooth utilisation 

of working capital by the entrepreneurs. The study concluded that most SME 

operators do not have proper working capital management practices. It is 

therefore, recommended that established organisations and groups like civil 

society organisations, regional, district, community and interest groups should 

jointly organise and sponsor training programmes for their accounting 

personnel. Also, SMEs should formulate credible credit policies for their 

enterprises and should create a re-order level policy for their businesses that 

will create an enabling environment for them to request for the supply of 

moderate and high quality stocks. 
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CHAPTER ONE 

INTRODUCTION 

This  rsection  rpresents  rthe  roverview  ron  rthe  rstudy  rwhich  rincludes  rthe  

rbackground  rto  rthe  rstudy,  rstatement  rof  rthe  rproblem,  rpurpose  rof  rthe  rstudy,  

rresearch  robjectives,  rresearch  rquestions,  rsignificance  rof  rthe  rstudy,  rdelimitations,  

rlimitations  rand  rorganization  rof  rthe  rstudy. 

Background  rto  rthe  rStudy 

The  rimportance  rof  rfinancial  rmanagement  rin  rbusiness  rcannot  rbe  rover  

remphasized,  rsince  rmany  rof  rthe  rfactors  rthat  rcontribute  rto  rfailure  rcan  rbe  rmanaged  

rproperly  rwith  rstrategies  rand  rfinancial  rdecisions  rthat  rdrive  rgrowth  rand  rthe  

rorganization’s  robjectives  r(Uluyol,  r2013).  rAccording  rto  r  rIbarra  r(2010)  rand  rVan-

Auken  rand  rHoward  r(2013),  rthe  rmain  rcauses  rof  rbusiness  rfailure  rare  rthe  rlack  rof  

rfinancial  rplanning,  rlimited  raccess  rto  rfunding,  rlack  rof  rcapital,  runplanned  rgrowth,  

rlow  rstrategic  rand  rfinancial  rprojection,  rexcessive  rfixed-asset  rinvestment  rand  

rcapital  rmismanagement.  rIn  raddition,  rIbarra  r(2010)  rindicated  rthat,  rmany  rof  rthese  

rcauses  rof  rfailure  rare  rchallenges  rthat  rcan  rbe  rsuccessfully  rmanaged  rwith  rfinancial  

rstrategies  rdeveloped  rand  rimplemented  rby  rthe  rorganization.  rHowever,  rthe  rstudy  

rof  rstrategic  rworking  rcapital  rmanagement  rhas  rbeen,  rfor  ra  rlong  rtime,  rlimited  rto  

rlarge  rcorporations,  rabout  rwhich  rextensive  rresearch  rhas  rbeen  rpublished.  r 

One  rof  rthe  rmain  rfeatures  rof  rsmall  rbusinesses  ris  rthat  rthey  rdo  rnot  rhave  

ruseful  rfinancial  rinformation  rto  rmake  rdecisions.  rThe  rinformation  rgenerated  ris  

rutilized  rto  rpay  rtaxes  rbut  rdoes  rnot  rreflect  rthe  rreal  rsituation  rof  rthe  rorganization  

r(Norlaphoompipat,  rHolmes,  rHutchinson  r&  rForsaith,  r2008).  rIn  raddition,  rsmall  

rbusinesses  rdo  rnot  rhave  rspecialized  rpersonnel  rwith  rexpertise  rfor  rplanning,  
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radministration  rand  rfinancial  rdecision-making,  rand  rthe  rowner  rhas  rto  rmake  

rdecisions  rwithout  ra  rsolid  rfoundation  r(Longenecker,  rPalich  r&  rHoy,  r2012).  r 

Small  rand  rmedium  rscale  rbusinesses  rare  rviewed  ras  ressential  relements  rof  

rhealthy  rand  rvibrant  reconomy.  rThey  rare  rvital  rin  rthe  rpromotion  rof  ran  renterprise  

rculture  rand  rthe  rcreation  rof  rjobs  rwithin  ran  reconomy  r(Bolton  rReport,  r1971).  

rSmall  rand  rmedium  rsized  renterprises  r(SMEs)  rare  rbelieved  rto  rprovide  ran  rimpetus  

rto  rthe  reconomic  rprogress  rof  rdeveloping  rcountries.  rDeveloped  rcountries  

renjoying  rgrowing  rand  rbooming  reconomies  rattribute  rmost  rof  rtheir  rachievements  

rto  ra  rflourishing  rSME  rsector.  rStudies  rhave  rshown  rthat  rSMEs  rcontribute  rover  r55  

rpercent  rof  rgross  rdomestic  rproduct  r(GDP)  rand  rover  r65  rpercent  rof  rtotal  

remployment  rin  rhigh  rincome  rcountries  r(Bolton  rReport,  r1971).  rAccording  rto  rthe  

rDepartment  rof  rStatistics  rof  rMalaysia,  rthe  reconomic  rgrowth  rin  rdeveloped  

rcountries  rsuch  ras  rKorea  rRepublic,  rJapan,  rTaiwan  rand  rmany  rothers  rwas  

rsignificantly  rgenerated  rby  rSMEs  ractivities.  rThe  rpercentage  rcontribution  rof  

rSMEs  rto  rGross  rDomestic  rProduct  rranges  r60  rpercent  rin  rChina,  r57  rpercent  rin  

rJapan,  r50  rpercent  rin  rSouth  rKorea  rcompared  rto  r47  rpercent  rattained  rin  rMalaysia.  

rThis  rshows  rthat  rsmall  rand  rmedium  rscale  renterprises  rimportance  rto  reconomic  

rdevelopment  rin  rboth  rdeveloped  rand  rdeveloping  rcountries  rcannot  rbe  rover  

remphasized. 

In  rGhana,  rSMEs  raccount  rfor  r70  rpercent  rof  rgross  rdomestic  rproducts  rand  

r92  rpercent  rof  rbusiness  raccording  rto  rthe  rGhana  rstatistical  rservice.  rSMEs  ralso  

rmake  rup  r91  rpercent  rof  rbusiness  rof  rformalized  rbusinesses  rin  rSouth  rAfrica  rand  

r70  rpercent  rof  rmanufacturing  rsector  rin  rNigeria  r(Frimpong,  r2013).  rThe  

rcontribution  rof  rSME  rto  rthe  rencouragement  rof  rentrepreneurship  rand  rthe  

rachievement  rof  reconomic  robjectives  rincluding  rpoverty  ralleviation,  
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rdecentralization  rand  remployment  ris  rrecognized  rtherefore  rsuccessive  

rgovernment  rpolicies  rin  rmetropolitan  rmunicipal  rand  rdistrict  rassemblies  rhave  

rbeen  rbased  ron  rSME  rempowerment.  rAccording  rto  rthe  rRegistrar  rGenerals  

rDepartment,  rabout  r92  rpercent  rof  rall  rcompanies  rregistered  rare  rmicro,  rsmall  rand  

rmedium  renterprises.  rSMEs  rin  rGhana  rhave  ralso  rbeen  rnoted  rto  rprovide  rabout  r85  

rpercent  rof  rmanufacturing  remployment  rand  rcontribute  rabout  r70  rpercent  rto  

rGhana’s  rGDP  r(Government  rof  rGhana,  r2015).  rAccording  rto  rOsei-Assibey  

r(2013),  revery  rbusiness  rentity,  respecially  rsmall  rand  rmedium–sized  renterprises  

r(SMEs)  rneeds  rcredit  rfor  rgrowth  rand  reffective  rproductivity.  r  rSMEs  rhave  rbeen  

ridentified  rto  rplay  ran  rimportant  rrole  rin  rthe  rgrowth  rand  rdevelopment  rof  rmany  

reconomies,  rof  rwhich  rGhana  ris  rno  rexception. 

Working  rcapital  rrefers  rto  rshort  rterm  rfunds  rrequired  rfor  rthe  rday  rto  rday  

roperations  rof  ra  rbusiness  rorganization  r(Ashvinkumar,  r2009).  rThese  rfunds  rare  

rused  rto  rcarry  rout  rregular  rbusiness  roperations  rincluding  rpurchase  rof  rraw  

rmaterials,  rpayment  rof  rexpenses,  rcarrying  rout  rof  rproduction,  rinvestment  rin  

rstocks  rand  rstores  rand  ramount  rmaintained  ras  rcash  r(Ashvinkumar,  r2009).  rIt  rcan  

ralso  rbe  rregarded  ras  rthe  rproportion  rof  ra  rcompany’s  rtotal  rcapital  rwhich  ris  

remployed  rin  rthe  rshort  rterm  roperations.  rAccording  rto  rBerryman  r(1983),  rpoor  

rworking  rcapital  rmanagement  ris  ra  rmajor  rcause  rof  rSME  rfailure  rand  rthis  rwas  

rconfirmed  rby  rKee,  rWright  rand  rCharoenwonge  r(1986)  rwhen  rthey  rstated  rthat  

rCash  rmanagement  ris  ran  rimportant  raspect  rof  rfinancial  rplanning  rhas  rbecome  ra  

rcommon  rfactor  rfor  rsmall  rbusiness  rfailure  rin  rSingapore.  rInadequate  rcapital,  rcash  

rflow  rmanagement,  rinventory  rcontrol  rcontribute  rto  rSME  rfailure  rDodge  ret  ral.  

r(1994).  r 
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In  rthe  rUK  r20  rpercent  rof  rbusiness  rfailures  rwere  rdue  rto  rbad  rdebt  ror  rpoor  

rreceivables  rmanagement  raccording  rto  ra  rsurvey  rconducted  rby  rthe  rinsolvency  

rpractices  rsociety  r(CIMA,  r1994).  rFirms  rwould  rfail  rif  rworking  rcapital  

rmanagement  rcould  rbe  rimproved  rand  rthat  rworking  rcapital  rmanagement  

rpractices  rare  rextremely  rimportant  rfor  rSMEs  r(Peel  r&  rWilson,  r1994).  rWorking-

capital  rdecisions  rinclude  rthe  rmanagement  rof  rshort-term  rassets  rand  rliabilities  rin  

ra  rway  rthat  rensures  rthe  radequacy  rof  rresources  rfor  rcompany  roperations  r(Liu,  

r2010).  rIn  rview  rof  rthe  rsizes  rand  rcomplexities  rof  rthe  roperations  rof  rthe  rSMEs,  

rmajority  rof  rthem  rfail  rto  rkeep  rproper  rrecords  rof  rtheir  rfinancial  ractivities  rwhich  

raffect  rtheir  rworking  rcapital.  rThis  rhas  rcredit  rmanagement,  rtaxation  rand  rsecurity  

rimplications  rof  rthem.  rMajority  rof  rthe  rsmall  rand  rmedium  rscale  renterprises  

rbecome  rvirtually  rconstrained  rin  rmanaging  rtheir  rworking  rcapital  rmarvelously  

rdue  rto  rtheir  rlack  rof  rproper  rbusiness  rrecords  rand  rthis  rstudy  rseeks  rto  rexamine  rthe  

rworking  rcapital  rmanagement  rpractices  rof  rthese  rSMEs  rin  rthe  rAgona  rWest  

rMunicipality. 

Statement  rof  rProblem  r 

According  rto  rWanjohi  r(2009),  rstarting  rand  roperating  ra  rsmall  rbusiness  

rincludes  ra  rpossibility  rof  rsuccess  ras  rwell  ras  rfailure.  rBecause  rof  rtheir  rsmall  rsize,  ra  

rsimple  rmanagement  rmistake  ris  rlikely  rto  rlead  rto  rthe  rdeath  rof  ra  rsmall  renterprise  

rhence  rno  ropportunity  rto  rlearn  rfrom  rits  rpast  rmistakes  ras  ra  rresult  rof  rlack  rof  

rplanning,  rimproper  rfinancing  rand  rpoor  rmanagement  rthat  rhave  rbeen  rcited  ras  rthe  

rmain  rcauses  rof  rfailure  rof  rsmall  renterprises  r(Longenecker  ret  ral.,  r2012).  rThough  

rit  ris  rclear  rthat  rSMEs  rplay  ra  rcritical  rrole  rin  reconomic  rdevelopment,  rthe  rrate  rat  

rwhich  rnewly  restablished  rSMEs  rare  rcollapsing  ris  rwanting  rin  rGhana  r(Ghana  

rStatistical  rService,  r2015).  rAccording  rto  rAwal  r(2018),  rabout  r75  rpercent  rof  
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rbusinesses  rin  rGhana  rfail  rwithin  rthe  rfirst  rthree  ryears,  rwhile  rthose  rthat  rsurvive  rthe  

rfirst  rthree  ryears  rdo  rnot  rgo  rbeyond  r10  ryears.  rThus,  rSmall  rand  rmedium  rsize  

renterprises  rby  rits  rmany  rdefinitions  rcontribute  rover  r98  rpercent  rof  rbusinesses  rin  

rthe  rAgona  rWest  rMunicipality  rand  rthey  rare  reasily  rthe  rdominant  rbusinesses  rin  

rterms  rof  reconomic  ractivity  rand  remployment  rgeneration.  rThe  rneed  rto  rmaintain  

reffective  rworking  rcapital  rmanagement  rwith  rsmall  rand  rmedium  renterprises  

rremains  rpivotal  rto  rthe  rsolvency  rand  rliquidity  rof  rSME.  rRegardless  rof  rexcellent  

rproducts,  reffective  rmarketing,  refficient  rproduction  rand  reffective  rfixed  rassets  

rmanagement  rbusinesses  rwill  rfail  rwhen  rits  runable  rto  rmeet  rcurrent  robligations,  

rwhen  rits  runable  rto  rcollect  rreceivables  rand  rmeet  rcustomer  rorders  rand  rwhen  rit  

rover  rtrade.  rFor  rinstance,  rthree  rout  rof  rfive  rSME  rbusinesses  rfail  rwithin  rthe  rfirst  

rfew  rmonths  rof  roperation  r(Ghana  rStatistical  rService,  r2015).  r 

Gungor  rand  rOndeş  r(2013)  rindicated  rthat,  rlack  rof  rfinancial  rmanagement  

rknowledge  rand  rcollection  rof  rreceivables  rin  rworking  rcapital  rmanagement  rare  

ramong  rthe  rmost  rcommon  rfinancial  rproblems  rin  rSMEs.  rWhile  rthe  rliterature  ron  

rSMEs  rworking  rcapital  rmanagement  rsuggests  rthat  rSMEs  rowners  ror  rmanagers  rdo  

rnot  ralways  remploy  rthe  rprocesses  rof  rstrategic  rmanagement  rwhen  rrunning  rtheir  

rbusinesses  r(Zimmerer  r&  rScarborough,  r2013),  rsome  rempirical  rstudies  ron   

rfinancial  rmanagement  rconstructs  rpresent  rindicators  rof  remployment  rof  ran  

r“emergent”  rapproach  rof  rstrategic  rmanagement  rat  rthe  rimplementation  rphase  rof  

rthe  rconduct  rof  rfinancial  rmanagement  rpractices,  rparticularly  rwhen  rmanaging  

rdaily  rfinancial  roperations  rand  rduring  rprocesses  rof  rlarge  rinvestments.  rOn  rthe  

rother  rhand,  rthe  rowners  ror  rmanagers  rof  rSMEs  rexperience  rproblems  rin  rtaking  ra  

r“deliberate”  rapproach  rof  rstrategic  rmanagement,  rregarding  rthe  rstrategy  
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rformulation  rand  rfeedback  rand  rcontrol  rphases  rof  rfinancial  rmanagement,  rwhich  

rresults  rin  rpoor  rfinancial  rand  roverall  rorganizational  rperformance  rresults. 

Further,  rthe  rconcept  rof  rmanagement  rof  rworking  rcapital  ris  rnot  rwell  

runderstood  rby  ra  rgood  rnumber  rof  rthe  rsmall  rand  rmedium  rscale  renterprises  rin  rthe  

rdeveloping  rcountries  rlike  rGhana.  rThe  rvibrant  rtask  rof  rthe  rSMEs  rin  rthe  

rdeveloping  reconomies  rhas  rbeen  rrecognized  ras  rthe  rways  rthrough  rwhich  rspeedy  

rindustrialization  rand  rnew  rdevelopmental  rgoals  rof  rthese  rcountries  rcan  rbe  

rrealized.  rA  rlot  rof  rsmall  rand  rmedium  rscale  renterprises  rthat  rare  rlucrative  rare  

rforced  rto  rclose  rdown  rtheir  roperations  rbecause  rof  rthe  rfailure  rof  rmeeting  rtheir  

rshort-term  rdebt  robligations.  rNot  rthe  rfact  rthat  rsuch  renterprises  rdo  rnot  rhave  

renough  rfunds  rfor  rtheir  roperations,  rbut  rrather,  rhow  rto  rmanage  rtheir  rworking  

rcapital  ris  rthe  rproblem.  rTo  rincrease  rpractical  rinsight  rinto  rthis  rcondition  rof  

raffairs,  rthere  ris  rthe  rneed  rto  rinvestigate  rinto  rthe  rmanagement  rpractices  rof  rsmall  

rand  rmedium  rscale  renterprises  rconcerning  rtheir  rworking  rcapital  rand  rwhy  rthe  

rlucrative  rones  rtend  rto  rcollapse  rin  rthe  rAgona  rWest  rMunicipality  rof  rthe  rcentral  

rregion  rin  rGhana. 

Purpose  rof  rthe  rStudy 

The  rmain  rpurpose  rof  rthe  rstudy  ris  rto  rinvestigate  rthe  rworking  rcapital  

rmanagement  rpractices  rof  rSMEs  rin  rthe  rAgona  rWest  rMunicipality. 
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Research Objectives 

 Specifically, the study seeks to: 

1. determine sources of funding working capital in SMEs 

2. determine account receivable management practices of SMEs 

3. analyse account payable management practices of SMEs 

4. examine inventory management practices of SMEs 

5. assess cash management practices of SMEs 

Research Questions 

The following questions will guide the study; 

1. What are the sources of funding working capital in SMEs? 

2. What are the account receivable management practices of SMEs? 

3. What are the account payable management practices of SMEs 

4. What are the inventory management practices of SMEs 

5. What are the cash management practices of SMEs 

Significance of the Study 

Evidence has shown that small and medium enterprises (SMEs) in 

Ghana over the years have contributed greatly to the overall employment and 

production of goods and services. The study will contribute to how small and 

medium enterprises (SMEs) can ensure a sustainable increase in their cash 

holdings when constituents of working capital increase. Also, the results will 

be valuable not just to small and medium scale business units in the Agona 

West Municipality but also to all such units in Ghana in general. This would 

again aid in the formulation and implementation of policies by the 

stakeholders in this business that would help them to successfully run their 

working capital thereby improving upon their working capital management. 

© University of Cape Coast     https://erl.ucc.edu.gh/jspui

Digitized by Sam Jonah Library



8 
 

Moreover, this study would aid stakeholders in the SMEs to improve their 

book keeping and accounting practices to ease growth. It will, furthermore, 

help the SMEs to get access to finance support and develop their financial 

management skills. Again, it will help to take up cautious managerial policies 

as well as qualified expertise for effective managerial works.  

Further, this study will give valuable knowledge for crafting strategies 

to manipulate the growth of small and medium scale enterprises. The findings 

present a useful tool by which SMEs in the country especially AWM can use 

to effectively manage their business. Finally, the study adds to the literature on 

working capital and cash holdings and also encourages further research into 

the subject matter. 

Delimitations 

The study was to examine the working capital management practices 

of SMEs in the Agona West Municipality. Specifically, this study covered 

areas such as sources of funding working capital in SMEs, account receivable 

management practices, account payable management practices, inventory 

management practices, and cash management practices of SMEs in the Agona 

West Municipality.   

Limitations 

The first limitation is the sampling of the 155 SMEs based on the 

availability of their financial statement for the period of the study. This 

excluded some SMEs that could have influence the result. Also, this study was 

conducted in an area where there is high illiteracy rate. The research 

questionnaires needed to be translated to some SMEs for understanding. The 

study was constrained by finance and time. The study is also limited 
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longitudinally. Given the relatively short period of time, within which this 

study was conducted, it was not possible to undertake a longitudinal study to 

measure stability or otherwise in research findings. Over time, the findings of 

the study may not be applicable.  

Organisation of the Study 

This study is organised into five chapters. Chapter one of the study 

consists of background of the study, statement of the problem, purpose of the 

study, research objectives, research questions, delimitations, limitations of 

study, and organisation of the study.  Chapter two reviewed theoretical and 

empirical literature which will be done with reference to the objectives of the 

study. Key concepts on working capital management practices of SMEs and 

other the existing studies are reviewed and presented for readers 

understanding. Chapter also focuses on research methodology, including the 

study design, study area, target population, sample size, sampling procedure, 

instrument used in collecting data, sources of data, and the method of data 

analysis. The fourth chapter depicts and discusses the findings of results. 

Chapter five provides summary, conclusions, and appropriate 

recommendations as well as direction for future studies. 
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CHAPTER TWO 

LITERATURE REVIEW 

Introduction 

This  rchapter  rreviews  rsome  rof  rthe  rassociated  rliterature  ron  rmanagement  

rof  rworking  rcapital  rof  rSmall  rand  rMedium  rScale  rEnterprises.  rThus,  rthis  rchapter  

rpresents  rthe  rrelevant  rtheoretical  rand  rempirical  rliterature  ron  rthe  rsubject.  rThe  rfirst  

rsection  rexplores  rthe  rtheoretical  runderpinning  rand  rconcepts  rof  rthe  rstudy.  rThe  

rsecond  rsection  rexamines  rempirical  rliterature  rof  rinterest  rto  rthe  rtopic  rand  rmain  

rdiscussions  ron  rphenomena  rwithin  rthe  rcontext  rand  rscope  rof  rthe  rstudy. 

Theoretical  rReview  r 

There  rare  rseveral  rtheories  rthat  rrelate  rto  rthe  rmanagement  rof  rworking  

rcapital  respecially  rin  rfirms  roperating  rin  rhighly  rvolatile  rbusiness  renvironments  

rlike  rthe  rcase  rof  rGhana.  rThese  rinclude  rthe  rpecking  rorder  rtheory,  ragency  rtheory,  

rconfiguration  rtheory  rand  rthe  rrisk  rmanagement  rcontrol  rtheory  ras  rexplained  

rbelow.  r 

  rPecking  rOrder  rTheory  r 

The  rPecking  rOrder  rTheory  ris  rbased  ron  rinformation  rasymmetry  rwhere  

rthe  rfirm’s  rmanagers  rare  rseen  rto  rpossess  rmore  rknowledge  ron  rthe  rfirm’s  rvalue  

rthan  rthe  rpotential  rinvestors  rare.  rIt  rstates  rthat  rfirms  rprefer  rinternal  rfinancing  rand  

rthe  ruse  rof  rdebt  rto  rcommon  rstock  rin  rcase  rof  rthe  rneed  rfor  rexternal  rfunds  r(Myers  

r&  rMajluf,  r1984).  rInternally  rgenerated  rfunds  rare  rassumed  rto  rhave  rno  rtransaction  

rcosts  rand  rthe  ruse  rof  rdebt  rsignals  rpositive  rinformation  rwhile  rthe  ruse  rof  rordinary  

rshares  rsignals  rnegative  rfirm  rinformation  r(Correa,  rBasso  r&  rNakamura,  r2007).  

rThe  rpecking  rorder  rtheory  rexplains  rthe  rmaintenance  rof  rhigh  rlevels  rof  rcash  
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rreserves  rand  rmost  rliquid  rassets  rthat  rensure  robligations  rare  rmet  ras  rthey  rarise  rand  

ravoid  rthe  ruse  rof  rexternal  rfunds  r(Chen,  r2004).  r 

By  rusing  ra  rconservative  rfinancing  rstrategy,  ra  rfirm  rgets  reasy  raccess  rto  

rcredit  rand  ris  rseen  ras  rsafe  rby  rpotential  rinvestors.  rAccording  rto  rthe  rpecking  rorder  

rtheory,  rfirms  rshould  ruse  ran  raggressive  rworking  rcapital  rpolicy  rby  rmaintaining  ra  

rlower  rlevel  rof  rcurrent  rassets  rand  rhigher  rsupplier  rfinancing.  rThis  rensures  ra  rhigh  

rlevel  rof  rinternal  rfunds  rto  rfinance  rthe  rfirm’s  roperations  rwithout  rthe  rissuing  rof  

rdebt  ror  requity.  rThe  rpecking  rorder  rtheory  ris  rrelevant  rin  rthe  rmanagement  rof  

rworking  rcapital  rof  rfirms  roperating  rin  rhighly  runcertain  renvironments,  ras  rthe  

rmanagers  rresponsible  rshould  rbe  rable  rto  rtrade-off  rbetween  rthe  rconservative  rand  

raggressive  rfinancing  rstrategies  rto  roptimize  ra  rfirm’s  rperformance.  r 

  rAgency  rTheory  r 

Jensen  rand  rMeckling  r(1976)  radvanced  rthe  ragency  rtheory,  rwhich  

rexplains  rthe  rrelationships  rand  rcontracts  rthat  rexist  rin  ra  rfirm  ramong  rthe  rvarious  

rstakeholders  rlike  rshareholders  r(principals)  rand  rthe  rmanagers  r(agents).  rDespite  

rthe  rstipulated  rshareholder  robjectives  rthat  rmanagers  rare  rsupposed  rto  rmeet,  rthey  

rare  rnot  rable  rto  rachieve  rthem  rdue  rto  rnon-rational  ropportunistic  rbehaviour  rof  rthe  

rmanagers  rwhich  rleads  rto  ragency  rconflicts  ror  rproblems  r(Jensen,  r1994).  rTo  

rminimize  ragency  rproblems  rthe  rprincipals  rincur  ragency  rcost  rthat  ris  rdefined  ras  

rthe  rmonitoring  rexpenses  rincurred  rby  rthe  rprincipal,  rbonding  rexpenses  rand  rthe  

rresultant  rloss  rdue  rto  rthe  rseparation  rof  rcontrol  rand  rownership  r(Jensen  r&  

rMeckling,  r1976).  r 

The  ragency  rtheory  ris  rimportant  rin  rthe  rmanagement  rof  rfirms’  rfinances  

rthough  rit  rdepends  ron  rthe  rability  rand  rethics  rof  rthe  rmanagers  rresponsible  rfor  

rrunning  rthe  rorganization.  rIt  ris  rcrucial  rin  rthe  rmanagement  rof  rworking  rcapital  
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respecially  rin  rfirms  roperating  rin  rhighly  runstable  rand  runcertain  renvironments  ras  

rhigh  ragency  rcosts  rare  rincurred  rin  rensuring  rthe  rsuccess  rand  rsustainability  rof  rthe  

rhotels.  r 

Configurational  rTheory  r 

The  rConfigurational  rtheory  ris  ran  radvancement  rof  rthe  rcontingency  

rtheory  rthat  rproposes  rthat  rthe  rperformance  rof  ra  rfirm  rdepends  ron  rthe  rfit  rof  

rorganizational  rdesign  rand  renvironment  r(Shortell,  r1977).  rThe  rcontingency  

rtheory  radvances  rthat  rvarious  raspects  rof  rtechnologies,  renvironments  rand  

rstructures  rinteract  rto  rdetermine  rthe  rperformance  rlevel  rof  ran  rorganization.  

rHowever,  rthe  rconfigurational  rtheory  rgoes  rfurther  ron  rto  rstate  rthat  rthe  

renvironment  rand  rorganizational  rfit  rshould  rnot  rbe  rlimited  rto  rstructural  

rperceptions  rlike  rcentralization  rbut  rshould  rextend  rto  rabstract  rsituational  raspects  

rlike  rtechnological  runcertainty  rand  rfirm  rsize  r(Meyer,  rTsui  r&  rHinings,  r1993).  r 

According  rto  rthe  rcontingency  rtheory,  rthe  reffectiveness  ror  

rineffectiveness  rof  ra  rfirm  rdepends  ron  rthe  rmatch  ror  rmismatch  rof  ran  

rorganizational  rstructure  ragainst  rits  rexternal  rcontingency  rfactors  r(Donaldson,  

r1982).  rThese  rexternal  rfactors  rinclude  rdemographic  rtrends,  reconomic  

rconditions,  rlegal/  rpolitical  rfactors,  rindustry  rstructure  rvariables  rand  

rdemographic  rtrends  r(Hofer,  r1975).  rExternal  rfactors  rare  rprone  rto  rrapid  rchanges  

rhence  rmanagers  rshould  ralign  rthe  rfirm  rto  rthe  rarising  rsituations  rto  rmaximize  rtheir  

routput  r(Hofer,  r1975).  r 

In  rmanaging  rworking  rcapital,  rthe  rconfigurational  rtheory  rstates  rthat  ran  

rorganisation’s  ractivities  rshould  rbe  raligned  rto  rits  rcontextual  rvariables  rlike  rthe  

rindustry  rstructure,  reconomic  rsituation,  rdemand  rbehavior  rand  rsupplier  rvariables  

r(Faden,  r2014).  rTo  rachieve  rorganizational  rperformance  rthen  rthe  rvarious  rinternal  
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rvariables  rof  rworking  rcapital  rshould  rbe  rmatched  rwith  rarising  rcontextual  

rvariables,  ras  ran  roptimization  rof  rthese  raspects  rwill  rlead  rto  rthe  rattainment  rof  

rmaximum  rfirm  rperformance  ras  rthe  rconfigurational  rtheory  rpostulates  r(Faden,  

r2014).  rWith  rworking  rcapital  rbeing  ra  rmajor  rdriver  rof  rorganizational  

rperformance,  rit  ris  rimportant  rfor  rthe  rfirms’  rmanagers  rto  rbe  rable  rto  ralign  rthe  

rvarious  rinternal  rworking  rcapital  rvariables  rto  rthe  rchanging  renvironmental  

raspects  respecially  rin  rfirms  roperating  rin  rhighly  rvolatile  renvironments.  r 

  rRisk  rManagement  rControl  rTheory  r 

Risk  rmanagement  rrevolves  raround  rthe  rlogical  rdevelopment  rand  

rimplementation  rof  ra  rplan  rto  rdeal  rwith  rpotential  rlosses  rin  ran  rorganisation  rand  rit  

ris  rcrucial  rfor  rfirms  rto  rput  rin  rplace  rrisk  rmanagement  rprogrammes  rto  rhelp  rin  

rmanagement  rof  rits  rexposure  rto  rrisks  rand  rguard  rits  rassets  r(Dorfman,  r2007).  rRisk  

rmanagement  ris  ra  rstrategy  rof  rpre-loss  rplanning  rfor  rpre-loss  rresources  rwhose  

rmain  ressence  ris  rto  rprepare  rahead  rof  rtime  ron  rhow  rto  rcontrol  rand  rfinance  rlosses  

rbefore  rthey  roccur  r(Dorfman,  r2007).  rAccording  rto  rPower  r(2007),  rthere  rhas  rbeen  

ran  rexplosion  rof  rrisk  rdiscourse  rand  rrelated  rpractices  rand  rorganizations  rhave  rre-

envisioned  rtheir  rprocess  raround  rthe  ridea  rof  rrisk.  rInternal  rcontrol  rand  

rgovernance  rhave  rbeen  rre-invented  rin  rterms  rof  rcapability  rfor  reffective  rrisk  

rmanagement  rembodied  rin  ra  rcombination  rof  rstandards  rand  rguidelines  rthat  

rprovide  rlegitimized  rtemplates  rfor  rorganizations  rto  rrepresent  rand  raccount  rfor  

rthemselves  ras  rwell  ras  rcontrol  rand  rgovern  r(Power,  r2007).  r 

 In  ra  rhighly  rrisky  rand  runcertain  rbusiness  renvironment  rlike  rthe  rGhana  

rtourism  rindustry,  rthe  rrisk  rmanagement  rcontrol  rtheory  ris  rcrucial  ras  rit  rensures  

rthat  rthe  rboard  rof  rdirectors,  rmanagers  rand  rother  rpersonnel  rare  rable  rto  ridentify  

rpotential  rrisky  revents  rthat  rmay  raffect  rthe  rfirm  rhence  rcome  rup  rwith  rstrategies  
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rthat  rmanage  rthe  rsame  rfor  ran  rorganisation’s  rperformance.  rThe  rlevel  rof  rworking  

rcapital  rmaintained  rby  rthe  rfirms  ris  rimportant  rin  rmitigating  rarising  robligations  

rand  rliquidity  rshortfalls  rhence  ras  rthe  rrisk  rmanagement  rcontrol  rtheory  rpostulates  

rclear  rguidelines  rshould  rbe  rdeveloped  rto  rdeal  rwith  rany  rrapid  rchanges  rin  rdemand  

rand  rsupply. 

Theory  ron  rWorking  rCapital  rManagement  r 

To  rthe  rfinancial  rliterature,  rthe  rsignificance  rof  ra  rproficient  rworking  

rcapital  rmanagement  ris  rnot  rsomething  rnew.  rThe  reffective  rmanagement  rof  

rworking  rcapital  ris  rmuch  rmore  rimportant  rto  rthe  rsmall  rand  rmedium  rscale  

renterprises  rthan  rto  rthe  rlarge  rscale  rorganizations  rparticularly  ras  rthey  rare  rmore  

rlikely  rto  rhave  raccess  rto  rfinancial  rexpertise  rlike  rthe  rlarge  renterprises  r(Okeke,  

r2013).  rIt  rshould  rbe  rnoted  rthat  rdifferent  rpeople  ruse  rthe  rterm  r‘working  rcapital’  

rdifferently.  rAccording  rto  rKhan  rand  rJain  r(2007),  rthere  rare  rtwo  rtheories  rof  

rworking  rcapital;  rgross  rand  rnet.  rThe  rterm  rgross  rcapital  ras  ra  rtheory  rof  rworking  

rcapital  rrefers  rto  rthe  rtotal  rcurrent  rassets  rof  ra  rbusiness  runit.  rOn  rthe  rother  rhand,  rthe  

rterm  rnet  rworking  rcapital  rcan  rbe  rdefined  rfirst  ras  rthe  rdifference  rbetween  rcurrent  

rassets  rand  rcurrent  rliabilities  rand  rsecond  ras  rthe  rportion  rof  rcurrent  rassets  rwhich  ris  

rfinanced  rwith  rlong  rterm  rfunds.  rUsually,  rthe  rterm  rworking  rcapital  ris  rdefined  rto  

rmean  rthe  rcurrent  rassets  rless  rthe  rcurrent  rliabilities.  rAccounts  rpayable  rand  rbank  

roverdraft  rare  rthe  rkey  relements  rof  rcurrent  rliabilities  rwhereas  rthose  rof  rthe  rcurrent  

rassets  rare  raccounts  rreceivables,  rcash  r(in  rhand  rand  rat  rbank)  rand  rinventories.  r 

According  rto  rAtrill  r(2006),  rworking  rcapital  rrefers  rto  ra  rnet  rinvestment  rin  

rshort  rterm  rassets.  rThose  rassets  rwhich  rcontinue  rto  rcirculate  rin  rand  rout  rof  rthe  

rbusiness  rare  rcrucial  rfor  rthe  rday  r–to  r–day  ractivities  rof  rthe  runit.  rPart  ret  ral.  r(2008),  

rdescribes  rworking  rcapital  ras  rthe  rinvestment  rin  rdifferent  ritems  rof  rcurrent  rassets  
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rneeded  rfor  rthe  rbusiness,  rwhich  rare  rinventory,  rdebtors,  rcash  rand  rother  rcurrent  

rassets  rlike  rloans  rand  radvances  rof  rthird  rparties.  rSuch  rcurrent  rassets  rhelp  rin  rthe  

rsmooth  roperations  rof  rthe  rbusiness  rand  rproper  rutilization  rof  rfixed  rassets.  

rTheoretically,  rnet  rworking  rcapital  ris  rthe  rdifference  rbetween  rcurrent  rassets  rand  

rcurrent  rliabilities  rwhereas  rgross  rworking  rcapital  ris  rthe  rsum  rof  rall  rcurrent  rassets.  

rA  rnumber  rof  rfactors  rsuch  ras  rthe  rcredit  rpolicy,  rprice  rlevel  rchanges,  rthe  rnature  rof  

rthe  rbusiness  rand  rthe  rconditions  rof  rsupply  rusually  raffect  rworking  rcapital.  rA  

rbusiness  runit  ris  rto  rcreate  renough  rfunds  rto  rhelp  rit  rcater  rfor  rits  rurgent  robligations  

rto  rbe  rable  rto  rcontinue  rtrading.  rThe  rfailures  rof  rsmall  rand  rmedium  rscale  

renterprises  rhave  rgreatly  rbeen  ras  ra  rresult  rof  rinadequate  rworking  rcapital  

rdecisions  rand  raccounting  rinformation.  rAccording  rto  rBarrow  r(2001),  rthere  ris  

rsufficient  rproof  rwhich  rpoints  rto  rsmall  rand  rmedium  renterprises  ras  rbeing  

rinefficient  rusers  rof  rworking  rcapital.  rTo  rhim,  rthe  rsmaller  rthey  rare,  rthe  rless  

refficient  rthey  rtend  rto  rbe.  r 

Tisma  rand  rPasoravoc  r(2005)  rwriting  ron  rthe  rimportance  rof  rworking  

rcapital  rargue  rthat,  rworking  rcapital  rforms  ra  rlarge  rpart  rof  rthe  rfirm’s  rtotal  rassets.  

rFirms  rin  rmanufacturing  rand  rretailing  rmostly  rkeep  rmore  rthan  rhalf  rof  rtheir  rtotal  

rassets  ras  rcurrent  rassets  rdespite  rthe  rfact  rthat  rthe  rlevel  rof  rworking  rcapital  rdiffers  

rgreatly  ramong  rdifferent  rindustries.  rIn  rterms  rof  rthe  rsmall  rand  rmedium  rscale  

renterprises,  rwhere  rmost  rof  rthem  rdo  rnot  rhave  rlong  rterm  rinvestment  rin  rthe  

rbuilding  rand  rvehicles  rof  rtheir  rown,  rit  rmakes  rthe  rpercentage  reven  rhigher  rbecause  

rthe  rbusiness’  rcurrent  rassets  rare  rkept  rin  rinventory,  raccounts  rreceivables  rand  

rbank  rand  rcash  rbalances.  rSince  rhigher  rlevels  rof  rworking  rcapitals  rare  rrequired  rto  

rsustain  rsales  rgrowth  rand  rproduction,  rit  rmakes  rthe  rfirm’s  rlong  rterm  rgrowth  rand  

rsurvival  rdirectly  raffected  rby  rworking  rcapital  rmanagement.  rMost  rof  rthe  rsmall  
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rscale  renterprises  rrun  rtheir  rbusiness  rwithout  rmonitoring  rthe  ruse  rof  rtheir  rworking  

rcapital.  rIn  rsimple  rwords,  rSmall  rScale  rEnterprises  r(SSEs)  rowners  rcannot  rafford  

rto  rignore  rthe  rprogress  rof  rworking  rcapital  rmanagement.  r 

Definition  rof  rSMEs  r 

The  rdefinition  rof  rSmall  rand  rMedium  rEnterprises  rtherefore  rvaries  rfrom  

rcountry  rto  rcountry.  rThe  rclassification  rcan  rbe  rbased  ron  rfirm’s  rassets,  rnumber  rof  

remployees,  ror  rannual  rsales.  rResearchers  rand  rpolicy  rmakers  rhave  rused  ra  rvariety  

rof  rcriteria  rincluding;  rtotal  rworth,  rrelative  rsize  rwithin  rindustry,  rnumber  rof  

remployee,  rvalue  rof  rproducts,  rannual  rsales  ror  rreceipts,  rand  rnet  rworth  r(Cochran,  

r1981).  rPobosky  r(1992)  ralso  robserve  rthat  rnumerous  rvarieties  rof  rcriteria  rcan  rbe  

rapplied  rin  rdefining  rSMEs  rwhich  rinclude  rthe  rsize  rof  rthe  rwork  rforce  r(employees)  

ror  rcapital,  rforms  rof  rmanagement  ror  rownership,  rproduction  rtechniques,  rvolume  

rof  rsales,  rnumber  rof  rclients,  rlevel  rof  renergy  rconsumption  rand  rothers.  rIn  rJapan,  

rsmall  rscale  rindustry  ris  rdefined  raccording  rto  rthe  rtype  rof  rindustry,  rpaid-up  rcapital  

rand  rnumber  rof  rpaid  remployees.  rConsequently,  rsmall  rand  rmedium  rscale  

renterprises  rare  rdefined  ras:  rthose  rin  rmanufacturing  rwith  r100  rmillion  ryen  rpaid  rup  

rcapital  rand  r300  remployees,  rthose  rin  rwholesale  rtrade  rwith  r30  rmillion  ryen  rpaid-

up  rcapital  rand  r100  remployees,  rand  rthose  rin  rthe  rretail  rand  rservice  rtrades  rwith  r10  

rmillion  ryen  rpaid-up  rcapital  rand  r50  remployees  r(Ekpenyong,  r1992) 

The  rEU  rdefines  rSMEs  rby  ra  rstandardized  rconcept.  rIts  rcurrent  rdefinition  

rcategorizes  rcompanies  rwith  rfewer  rthan  r10  remployees  ras  r"micro",  rthose  rwith  

rfewer  rthan  r50  remployees  ras  r"small",  rand  rthose  rwith  rfewer  rthan  r250  ras  

r"medium".  rIn  rthe  rUnited  rStates  rhowever  rin  rusing  rthe  rnumber  rof  remployees  

rdefines  rsmall  rbusinesses  ras  rthose  rwith  rfewer  rthan  r100  remployees,  rwhile  

rmedium  rsized  rbusiness  roften  rrefers  rto  rthose  rwith  rfewer  rthan  r500  remployees.  
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rCanada  ralso  rdefines  ra  rsmall  rbusiness  ras  rone  rthat  rhas  rfewer  rthan  r100  remployees  

r(if  rthe  rbusiness  ris  ra  rgoods  rproducing  rbusiness)  ror  rfewer  rthan  r50  remployees  r(if  

rthe  rbusiness  ris  ra  rservice-based  rbusiness),  rand  ra  rmedium-sized  rbusiness  ras  rfewer  

rthan  r500.  r(Carsamer,  r2009).The  r1985  rUK  rCompanies  rAct  rdefines  rsmall  

rcompany  rin  rrespect  rof  rfinancial  rdisclosure  ras  rcompanies  remploying  r50  ror  rless  

remployees.  rIn  rAustralia,  rSMEs  rare  rdefined  rslightly  rdifferently  rfrom  rabove,  rthe  

rWiltshire  rCommittee  r(1971)  rdefine  rSMEs  ras  ra  rbusiness  rin  rwhich  rone  ror  rtwo  

rpersons  rare  rrequired  rto  rmake  rall  rthe  rcritical  rmanagement  rdecisions:  rfinance,  

raccounting,  rpersonnel,  rpurchasing,  rprocessing  ror  rservice,  rmarketing  r,  rselling  r,  

rwithout  rthe  raid  rof  rinternal  rspecialist  rand  rwith  rspecific  rknowledge  rin  ronly  rone  ror  

rtwo  rfunctional  rareas. 

The  rUnited  rNations  rIndustrial  rDevelopmental  rOrganization  r(UNIDO)  

ralso  rused  rnumber  rof  remployees  rto  rdefine  rSMEs  rby  rgiving  rdifferent  

rclassifications  rfor  rindustrialized  rand  rdeveloping  rcountries.  rThe  rdefinitions  rfor  

rindustrialized  rcountries  rare  rgiven  ras  rfollows:  rLarge  r–  rfirms  rwith  r500  ror  rmore  

rworkers  r;  rMedium-  rfirms  rwith  r100-499  rworkers  rand  rsmall  rfirms  rwith  r99  ror  rless  

rworkers;.  rThe  rclassifications  rgiven  rfor  rdeveloping  rcountries  rare  ras  rfollows:  

rLarge  rfirms  rwith  r100  ror  rmore  rworkers;  rmedium-  rfirms  rwith  r20-99  rworkers;  

rSmall-  rfirms  rwith  r5-19  rworkers  rand  rmicro  rfirms  rwith  rless  rthan  r5  rworkers.  r 

In  rGhana,  rthe  rNational  rBoard  rfor  rSmall  rScale  rIndustries  r(NBSSI)  rdefines  rSMEs  

ras  ran  renterprise  rwhich  remploys  rnot  rmore  rthan  r29  rworkers  rwith  ran  rinvestment  

r(excluding  rland,  rbuilding  rand  rvehicles)  rnot  rexceeding  r10million  rGhana  rcedis.  r 

Osei  ret  ral.  r(1993)  ruse  ran  remployment  rcut-off  rpoint  rto  rcategorize  rSMEs.  

rThey  rclassify  rsmall-scale  renterprise  rinto  rthree  rcategories  rwhich  rincludes:  

rmicro-employing  rless  rthan  r6  rpeople,  rvery  rsmall-  remploying  r6-9  rpeople  rand  
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rsmall-between  r10and  r29employees.  rGhana  rStatistical  rService  r(GSS)  rconsiders  

rfirms  rwith  rfewer  rthan  r10  remployees  ras  rsmall-scale  renterprises  rand,  rthe  rGSS  rin  

rits  rnational  raccounts  rconsidered  rcompanies  rwith  rup  rto  r9employees  ras  rSMEs  

r(Kayanuala  r&  rQuartey,  r2000). 

An  ralternative  rcriteria  rused  rin  rdefining  rSME’s  ris  rthe  rvalue  rof  rfixed  

rassets  rin  rthe  rorganization.  rHowever  rthe  rNational  rBoard  rfor  rSmall  rScale  

rIndustries  r(NBSSI  r1985)  rin  rGhana  rapplies  rthe  rfixed  rassets  rand  rnumber  rof  

remployee’s  rcriteria  rin  rdefining  rSMEs.  r 

It  rdefines  rsmall  rand  rmedium  rscale  ras  rone  rwith  rnot  rmore  rthan  r9  rworkers  

rand  rhas  rplant  rand  rmachinery  r(excluding  rland,  rbuilding  rand  rvehicles)  rnot  

rexceeding  r10  rmillion  rGhana  rcedis.  r 

Research  rICT  rAfrica  r(RIA)  rin  ra  rsurvey  rpublished  rin  rMay  r2007,  rdefines  

rsmall  rand  rmedium  renterprises  r(SMEs)  ras  ran  renterprise  rhaving  rless  rthan  r50  

remployees  ras  rrecommended  rby  rthe  rAfrican  rDevelopment  rBank.  rThe  rdefinition  

rof  rSMEs  rdiffers  rby  rcategories,  rby  rcountry  rand  rby  reconomic  rpower  rbut  rthe  

rimportance  rof  rSMEs  ris  rcritical  rto  rthe  reconomic  rdevelopment  rof  rboth  rdeveloped  

rand  rdeveloping  rcountries  rsuch  ras  rGhana. 

Importance  rof  rSMEs  rin  rDeveloping  rCountries  r 

Empirical  rstudies  rhave  rshown  rthat  rSMEs  rcontribute  rover  r55  rpercent  rof  

rgross  rdomestic  rproduct  r(GDP)  rand  rover  r65  rpercent  rof  rtotal  remployment  rin  

rhigh-income  rcountries.  rIn  rthe  rdeveloped  reconomies,  rsmall  rbusinesses  rare  

rrecognized  ras  rthe  rmain  rengines  rfor  rgrowth  rand  rdevelopment  rbecause  rof  rtheir  

rsignificant  rcontributions  rto  reconomic  rgrowth  rand  rprosperity  r(Frimpong,  r2013).  

rSmall  rand  rmedium  renterprises  r(SMEs)  rare  rconsidered  rthe  rbackbone  rof  ran  

reconomy,  rwhether  rwe  rare  rreferring  rto  ra  rrandom  rstate,  ror  rif  rwe  rare  rtalking  

© University of Cape Coast     https://erl.ucc.edu.gh/jspui

Digitized by Sam Jonah Library



19 
 

rglobally.  rThese  rcompanies  rrepresent  ran  ressential  rsource  rof  reconomic  rgrowth,  

rdynamic  rand  rflexibility  rin  radvanced  rindustrialized  rcountries,  rjust  rlike  rthey  rdo  rin  

remergent  rand  rdeveloping  reconomies;  rSMEs  rare  rthe  rdominant  rform  rof  rbusiness  

rorganizations,  rrepresenting  rroughly  r95  rupwards  rof  rall  rcompanies.  rRegardless  

rof  rthe  rdegree  rof  rdevelopment  rand  rstandard  rof  rliving  rof  rthe  rpopulation  rof  ra  rstate,  

rSMEs  rare  rthe  rbiggest  rcontributors  rto  rthe  rgross  rdomestic  rproduct.  rIn  rcountries  

rlike  rJapan  ror  rChina  r(60%)  rof  rGDP  rcomes  rfrom  rSMEs,  rin  rthe  rUSA  rthat  

rpercentage  rgoes  rup  rto  r(65%),  rand  rin  rthe  rUE  rSMEs  rgenerate  r(52%)  rof  rGDP  

r(Robu,  r2013).  r 

According  rto  rthe  rOrganization  rfor  rEconomic  rCooperation  rand  

rDevelopment  r(OECD),  rSMEs  rrepresent  rmore  rthan  r95%  rof  renterprises  rand  

rensure  r(60-70%)  rof  rthe  rjobs.  rSmall  rand  rmedium  renterprises  rare  rthe  rbiggest  

rcontributors  rto  rthe  remployment  rof  rlabor  rfrom  ra  rcountry.  rOn  raverage,  rthe  rfirms  

rwith  r5  rto  r250  remployees  rengage  r(66.76%)  rof  rthe  ractive  rpopulation  rof  ra  rstate  

rand  ralso  r  r  r  rresponsible  rlargely  rfor  rnew  remployment.  rThese  rgenerate  

rapproximately  r(86.01%)  rof  rnew  rjobs  r(Meghana  ret  ral.,  r2011).  rNwosu  r(1981),  

rstresses  rthat  rthere  ris  rwidespread  racceptance  rthat  rthe  rability  rof  rany  rnational  

reconomy  rto  radapt  rto  rchange  rand  rto  rcontinue  reconomic  rprogress  ris  rgreatly  

renhanced  rif  rthere  ris  ra  rcontinuing  rgrowth  rof  rnew  rproducts  rand  rnew  rjob  rcreation  

rby  rsmall-scale  renterprises.  rOwners  rof  rsmall-  rscale  rhave  rbeen  rin  rexistence  rall  

rover  rthe  rworld,  rever  rsince  rtrade  rby  rbarter  rbegan.  rThey  rhave  rbeen  

raccommodating  rthemselves  rto  rtheir  rcircumstances  rand  ropportunities  rof  rtheir  

rtimes  rand  rplaces,  rcarrying  rover  rthe  rbroad  rthread  rof  rtheir  rbusiness  raffairs  rfrom  

rcentury  rto  rcentury.  r 
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In  rthe  radvanced  rcountries  rit  rwas  ressentially  rthe  rcraftsman  rwho  rgave  

rpedigree  rto  rtoday’s  rmanufacturer.  rSmall-  rScale  renterprises  rare  ra  rgood  rsource  rof  

rprivate  remployment  rand  reven  rfor  rsome  rpublic  remployees  ras  rthey  rprovide  ruseful  

rincome  rsupplement  ras  ra  rsecond  rjob  r(Sowa  ret  ral.,  r1992).  rSMEs  rrole  rin  rGhana’s  

rsocio-economic  rdevelopment  ris  rnot  rdifferent  rfrom  rother  rcountries.  rThere  ris  

rample  revidence  rthat  rsmall  rand  rmedium  renterprises  r(SMEs)  rin  rGhana  rover  rthe  

ryears  rhave  rcontributed  rgreatly  rto  rthe  roverall  remployment  rand  rproduction  rof  

rgoods  rand  rservices.  rAccording  rto  rAbor  rand  rQuartey  r(2010),  rsmall  rand  rmedium  

renterprises  rprovides  r85  rpercent  rof  rmanufacturing  remployment,  rcontributes  

rabout  r70  rpercent  rto  rGhana’s  rGross  rDomestic  rProduct  rand  raccounts  rfor  rabout  r92  

rpercent  rof  rbusinesses  rin  rGhana.  rKellick  r(1978)  rstates  rthat  rattempts  rby  rGhana  rto  

rachieve  rfull  remployment  rthrough  rthe  rpublic  rinvestment  rin  rlarge  rscale  rindustries  

rcould  rnot  rachieve  rthe  rdesired  rresults. 

According  rto  rWorld  rBank  restimates,  rmost  rbusinesses  rin  rGhana,  rwhich  

raccount  rfor  r(70%)  rof  remployment  rin  rthe  rcountry,  rfall  rwithin  rthe  rcategories  rof  

r“micro”,  r“small”  rand  r“medium”  renterprises.  rSmall  renterprises  rin  rGhana  rare  

rsaid  rto  rbe  ra  rcharacteristic  rfeature  rof  rthe  rproduction  rlandscape  rand  rhave  rbeen  

rnoted  rto  rprovide  rabout  r85%  rof  rmanufacturing  remployment  rof  rGhana  

r(Aryeetey,  r2001).  rMost  rdonor  rcountries  rand  rdevelopment  ragencies  rshare  rthe  

rview  rthat  rthe  rspringing  rup  r  rentrepreneurial  rand  rinnovative  rventures  rhelp  

rpromote  reconomic  rgrowth  rand  rhelp  rreduce  rthe  rhigh  rpoverty  rlevel  rin  rdeveloping  

reconomies  r(Beck  r&  rDemirguc-Kunt,  r2004).  rSMEs  renhance  rcompetition  rand  

rentrepreneurship  rand  rhave  reconomy  rwide  rbenefits  rin  refficiency,  rinnovation  rand  

rproductivity  rgrowth  rtherefore  rdirect  rgovernment  rsupport  rof  rSME’s  rcan  rhelp  

rcountries  rreap  rsocial  rbenefits  respecially  rcombating  ryouth  runemployment.  r 
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The  rgrowth  rof  rSMEs  rboosts  remployment  rmore  rthan  rthe  rgrowth  rof  rlarge  

rfirms  rbecause  rSMEs  rare  rmore  rlabour  rintensive  r(Snodgrass  r&  rBiggs,  r1996).  

rLevy  rand  rPowell  r(2005)  rnoted  rthat,  rSMEs  rare  rthought  rto  rbe  rflexible  rand  

rinnovative  rorganizations  rthat  rare  rable  rto  rrespond  rquickly  rto  rcustomer  rand  

rmarket  rdemands  r(flexibility)  rcontrary  rto  rwhat  rhappens  rin  rlarge  rfirms.  rSMEs  

rand  rentrepreneurs  rare  rbedrocks  rof  rnew  rgoods  rand  rservices,  rnew  rmethods  rof  

rproduction,  rthe  ropening  rup  rof  ran  reconomy  rby  rsetting  ror  ropening  rup  rof  rnew  

rmarkets,  rintroduction  rof  rnew  rsources  rof  rsupply  ras  rwell  ras  rindustrial  rre-

organisation.  r  rSMEs  rare  rvery  rimportant  rin  rpromoting  rcompetitiveness,  

rinnovation,  rcreation  rof  remployment  rand  rare  rflexible  rto  rchanging  rmarket  

rconditions  rtherefore  rthe  rperformance  rand  rdevelopment  rof  ra  rnational  reconomy  

rdepends  ron  rthe  rcapacity  rto  rcreate  ran  renabling  renvironment  rfor  rSMEs. 

Working  rCapital  rManagement 

Working  rcapital  ris  rdefined  ras  ra  rcompany’s  rsurplus  rof  rcurrent  rassets  rover  

rcurrent  rliabilities,  rwhich  rmeasures  rthe  rextent  rto  rwhich  rit  rcan  rfinance  rany  

rincrease  rin  rturnover  rfrom  rother  rfund  rsources  r(Hill,  r2013).  rGeoffrey  rand  rElliot  

r(1969)  rstated  rthat  rworking  rcapital  ris  rcustomarily  rdivided  rinto  rtwo  rcategories:  

rGross  rand  rNet.  rGross  r  rWorking  r  rCapital  r  ris  r  rthe  r  rsum  r  rtotal  r  rof  r  rall  r  rcurrent  r  

rassets,  r  rwhile  r  rNet  r  rWorking  r  rCapital  r  ris  r  rthe  r  r  r  rdifference  rbetween  rcurrent  rassets  

rand  rcurrent  rliabilities.  rThe  rGross  rConcept  rdeals  rwith  rthe  rtotality  r  rof  r  rthe  r  rcurrent  

r  rassets  r  rof  r  rthe  r  rbusiness  r  rwhich  r  rincludes  r  raccount  r  rreceivable,  r  rcash,  r  rshort-dated  

r  rsecurities,  rbill  rreceivable  rand  rstock.  rThe  rgross  rconcept  radvocates  rthat  ra  rfirm  

rshould  rpossess  rworking  rcapital  rjust  radequate  rand  rsufficient  rto  rmeet  rthe  rfirm’s  

roperating  rcycle.  rIt  rensures  rthat  rexcess  rinvestment  rin  rcash  ris  ravoided,  rsince  r  

rexcess  r  rinvestment  r  rin  r  rcash  r  rresult  r  rin  r  rexcess  r  rliquidity  r  rresulting  r  rin  r  rloss  r  rof  r  
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rincome  r  ror  r  rprofit.  r  rThis  ris  rcalled  roptimal  rlevel  rof  rinvestment  rin  rcurrent  rassets.  

rThe  rNet  rConcept  ron  rthe  rother  rhand  rplaces  r  remphasis  ron  rthe  rcontinuous  r  

rliquidity  r  rof  r  rthe  r  rfirm,  r  rthe  r  rconcept  r  radvocates  r  ra  r  rfinance  r  rof  r  rthe  r  rworking  r  

rcapital  r  rby  r  ra  r  rpermanent  rsources  rof  rfunds  re.g.  rshares,  rdebenture,  rlong  rterm  rdebt,  

rpreference  rshare  rcapital  rretained  rearnings,  retc,  rthe  rnet  rconcept  radvocates  rthe  

refficient  rmix  rof  rlong  rterm  rand  rshort  rterm  rsources  rof  rfinancing  rworking  rcapital  

r(Sunday,  r2011). 

According  rto  rKhan  r(2007),  rgross  rworking  rcapital  rmeans  rthe  rtotal  

rcurrent  rassets  rof  ra  rbusiness  rwhiles  rnet  rworking  rcapital  rcan  rbe  rdefined  rin  rtwo  

rways  rthus  rthe  rdifference  rbetween  rcurrent  rassets  rand  rcurrent  rliabilities  rand  

rportion  rof  rcurrent  rassets  rwhich  ris  rfinanced  rwith  rlong-  rterm  rfunds.  rWorking  

rcapital  rmanagement  rcan  ralso  rbe  rlooked  rat  rfrom  rtwo  rdimensions  rthus  rthe  

rinternally  rand  rexternally.  rThe  rinternal  rtakes  rcare  rof  rthe  rmanagement  rof  rlevel  rof  

rinvestment  rin  rcurrent  rassets  rand  rshort-term  rfinancing  ras  rwell  ras  rthe  

rmanagement  rof  roperations  r(that  raffect  rthe  rbalances  rof  rcurrent  rassets  rand  

rliabilities)  rand  rtherefore  rmaximizes  rthe  rbenefits  rand  rminimize  rthe  rcost  rof  rthe  

rworking  rcapital  rassets  rand  rshort-term  rfinancing  r(Short-term  rdebts)  rby  rtaking  

rcare  rof  rinternally  rgenerated  rproblems.  rExternally  rit  rmanages  rthe  rfirm-supplier  

rand  rfirm-customer  rcooperation  rand  rtherefore  rminimizes  rthe  rcosts  rof  rinter-firm  

rtransactional  rrelations  rand  rthereby  rresults  rin  rsynergy  reffects  ron  rfirm  rvalue  rby  

rtaking  rcare  rof  rthe  rexternally  rgenerated  rproblems.  rThis  ris  rachieved  rby  rreducing  

rinter-firm  rtransaction  rcosts  rand  rcreates  rfirm  rvalue  rin  ra  rwin-win  rcondition  

r(Rubin  r&  rAlvarez,  r1998).  r 
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Rubin and Alvarez (1998) They  classify the functions of managing 

working capital internally, the first dimension, into the management of level of 

current assets, current liabilities and management of operations (that affect the 

balances of current assets and liabilities) as well as the management of 

activities of cash payments and cash receipts (as shown in Figure 1). With 

respect to the working capital management on operations, we concentrate on 

the operations of purchases and sales and related activities of cash payments 

and cash receipts.  

 

Figure 1: Two Dimensional Approaches to Working Capital Management 

(Baig, 2009) 

Source: Baig (2009) 

According to Atrill (2006), working capital represents a net investment 

in short term assets. These assets which are continually flowing (circulating) 

into and out of the business are essential for day-to day operations. According 

to (Home, 2000), working capital management is an important aspect of 

overall financial management, in such instant it of necessity to separate the 
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working capital management from financial decisions and fundamental 

investment. 

 

 

Figure 2: The Concept of Working Capital Management (Mengesha, 

2014) 

Source: Mengesha (2014) 

Determinants of Working Capital 

Filbeck and Krueger (2005) in their studies concluded that working 

capital policy is dynamic over time, because it varies with economic cycles. 

Hill, Kelly and Highfield (2009) showed that the working capital ratio is 

negatively related to the rate of growth in sales, unexpected demand, rate of 

interest, and financial difficulties; and it is positively related to operating cash 

flow and capital market access. Moussawi, Laplante and Kieschnick (2006) in 

their study focused on some factors that may influence working capital 

management such as the size of the firm, growth rate of sales, the percentage 
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of outside directors on board, the compensation of executives, directors, and 

the percentage share of the CEO. They found that the inefficiency of a firm's 

working capital management is correlated with the size of the firm but not 

correlated with its industry concentration. Working capital management is 

determined endogenously by firm specific variables such as size, age, 

profitability, market share (power), sales growth, operating risk and operating 

cash Flow and exogenously by macroeconomic factors such as GDP, interest 

rate and tax rate. 

Essence of Working Capital 

Writing on the importance of working capital, Baker (1991) argued 

that working capital constitutes a large portion of the firm’s total assets. 

Although the level of working capital varies widely among different 

industries, firms in manufacturing and retailing often keep more than half or 

their total assets as current assets. In the case of SMEs many of whom have no 

long term assets such as building and vehicles of their own, the percentage is 

even higher since the business’ current assets are held in inventory, accounts 

receivable and bank and cash balance. Working capital management directly 

affects the firms’ long-term growth and survival. This is due to the fact higher 

levels of working capital are needed to support sales growth or production. 

Unfortunately, however, many SSEs operate their businesses without 

monitoring the employment and utilization of their working capital. In reality, 

owners of SSEs simply cannot afford to disregard the process of working 

capital management. 

According to Marfo-Yiadom (2002), many SSEs do not keep 

accounting records on their operations. Thus, in the absence of proper 
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accounting records and information, the SSEs in Ghana face the problem of 

differentiating clearly between their working capital and profit. Due to this 

problem, many SSEs tend to collapse few years after they have been 

established or at best, perform poorly in subsequent years.  

Components of Working Capital 

Companies must measure risk, develop, and then implement strategies 

for maintaining a positive cash flow. This strategy is called a working capital 

management strategy. The goal of an efficient working capital management 

strategy is to balance current assets against current liabilities so a company 

may meet its short-term obligations and maintain operating expenses. Two 

major components of a working capital management strategy are current assets 

and current liabilities. 

Current Assets 

Current assets are items that can be turned into cash quickly. Examples 

of current assets are cash on hand, short-term investments, inventory and 

accounts receivable. Accounts receivable must be collected in a timely 

manner, the sooner you receive money owed, the sooner it can be reinvested to 

earn a profit. Effective inventory management is also essential. The goal is to 

have enough inventories to complete orders but not an excess. Excess 

inventory creates additional costs such as paying for storage space and 

inventory spoilage. 

Accounts Receivable 

Money owed by customers (individuals or corporations) to another 

entity in exchange for goods or services that have been delivered or used, but 

not yet paid for. Receivables usually come in the form of operating lines of 
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credit and are usually due within a relatively short time period, ranging from a 

few days to a year. On a public company's balance sheet, accounts receivable 

is often recorded as an asset because this represents a legal obligation for the 

customer to remit cash for its short-term debts. Gentry et al. (1990) describes 

that “receivables represent delay in the inflow of cash, which must be financed 

by the firm”. In another word, if financing sales on credit is not necessary, 

firms could use these capitals in other purpose of business operation. It means 

that receivables are an opportunities cost to the firms in economic sense. Shim 

and Siegl (2000) point out that accounts receivable management includes 

selecting the good credit customers and speeding up the collections from the 

customers. 

Inventory 

Mathur (2003) explains that Inventories as (raw materials, work-in-

process, finished goods) make up a large portion of most firm’s current assets, 

and for many, total assets. As such, the extent to which a firm efficiently 

manages its inventories can have a large influence on its profitability. Thus, 

keeping abreast of inventory policy is critical to the profitability (and value) of 

the firm. Several factors influence the amount of inventory that a firm 

maintains. The most important of these include: 

• Level of sales – typically, the more sales a firm has, the more 

inventory it holds 

• Length of time and technical nature of the production process – The 

longer it takes to produce finished goods inventories from raw 

materials, the larger the amount of finished goods that a firm will 

typically hold (a safety stock). Also, if the production process is highly 
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technical, requiring that retooling be performed prior to each 

production run in order to assure that production is meeting 

specifications, larger amounts of inventory will be produced with each 

production run in order to minimize the set-up costs associated with 

retooling. 

• Durability vs. Perishability – If an inventory item is highly perishable, 

such as fresh vegetables, a small amount will be held. Similarly, 

fashions of clothes and car styles are “perishable” and will result in 

smaller inventories than durable goods such as tools and hardware. 

• Costs – Cost of holding inventories as well as costs of obtaining 

inventories will influence inventory sizes. 

Current  rLiabilities 

A  rcompany  rnormally  rincurs  rliabilities  rduring  rthe  roperating  rperiod  rto  

rmeet  rits  roperations  rbudget.  rExamples  rof  rcurrent  rliabilities  rare  rinventory  

rpurchases,  remployee  rwages,  rtaxes  rand  raccounts  rpayable.  rUnearned  rrevenue  ris  

ralso  rconsidered  ra  rcurrent  rliability,  rmeaning  ryou've  rbeen  rpaid  rfor  rgoods  ror  

rservices  rbut  rhave  rnot  ryet  rdelivered  rthe  rproduct.  rGenerally,  rcurrent  rliabilities  rare  

rexpected  rto  rbe  rpaid  rduring  ra  rone-year  rtime  rperiod.  rMathur  r(2003)  rexplain  rthat  

rthere  rare  rtwo  rmajor  rcharacteristics  rof  rcurrent  rassets.  rCurrent  rassets  rhave  

rcomparable  rshorter  rlife  rlapse  rand  rcurrent  rassets  rcould  rbe  rtransferred  rinto  rother  

rforms  rof  rassets  r(and  rultimately  rin  rcash)  rmuch  rmore  rquickly. 

Cash  rManagement 

Cash  rmanagement  ris  rseen  ras  rone  rof  rthe  rkey  raspects  rof  refficient  rworking  

rcapital  rmanagement.  rCash  rmanagement  rinvolves  rplanning  rand  rcontrolling  rcash  

rflows  rinto  rand  rout  rof  rthe  rbusiness,  rcash  rflows  rwithin  rthe  rbusiness,  rand  rcash  
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rbalances  rheld  rby  ra  rbusiness  rat  ra  rpoint  rin  rtime  r(Pandey,  r2004).  rAccording  rto  

rWetson  rand  rCopeland  r(2008),  rcash  rmanagement  ris  rconcerned  rwith  roptimizing  

rthe  ramount  rof  rcash  ravailable,  rmaximizing  rthe  rinterest  rearned  rby  rspare  rfunds  rnot  

rrequired  rimmediately  rand  rreducing  rlosses  rcaused  rby  rdelays  rin  rthe  rtransmission  

rof  rfunds.  rHolding  rcash  rto  rmeet  rshort  rterm-  rneeds  rincurs  ran  ropportunity  rcost  

requal  rto  rthe  rreturn  rwhich  rcould  rhave  rbeen  rearned  rif  rthe  rcash  rhad  rbeen  rinvested  

ror  rput  rto  rproductive  ruse.  rHowever,  rreducing  rthis  ropportunity  rcost  rby  roperating  

rwith  rsmall  rcash  rbalances  rwill  rincrease  rthe  rrisk  rof  rbeing  runable  rto  rmeet  rdebts  ras  

rthey  rfall  rdue,  rso  ran  roptimum  rcash  rbalance  rshould  rbe  rfound. 

Efficient  rcash  rmanagement  rinvolves  rthe  rdetermination  rof  rthe  roptimal  

rcash  rto  rhold  rby  rconsidering  rthe  rtrade-off  rbetween  rthe  ropportunity  rcost  rof  

rholding  rtoo  rmuch  rcash  rand  rthe  rtrading  rcost  rof  rholding  rtoo  rlittle  r(Ross  ret  ral.,  

r2011)  rand  ras  rstressed  rby  rAtrill  r(2003),  rthere  ris  rthe  rneed  rfor  rcareful  rplanning  rand  

rmonitoring  rof  rcash  rflows  rover  rtime  rso  ras  rto  rdetermine  rthe  roptimal  rcash  rto  rhold.  

rGood  rcash  rmanagement  rcan  rhave  ra  rmajor  rimpact  ron  roverall  rworking  rcapital  

rmanagement.  rIt  ris  robjectively  rused  rto  rmanage  rand  rdetermine  rthe  roptimal  rlevel  

rof  rcash  rrequired  rfor  rthe  rbusiness  roperation  rand  rthe  rinvestment  rin  rmarketable  

rsecurities,  rwhich  ris  rsuitable  rfor  rthe  rnature  rof  rthe  rbusiness  roperation  rcycle  

r(Gitman,  r2009).  rZietlow  ret  ral.  r(2007)  rexplain  rthat  r“cash  rmanagement”  rinvolves  

rplanning  rfor  rcash  rinflows  rand  routflows,  rand  rdetermining  rthe  roptimal  rbalances  

rof  rcash  rand  rnear-cash  raccounts  rsuch  ras  rmarketable  rsecurities.  rMarketable  

rsecurities  rare  rShort-term  rinterest-earning  rfinancial  rclaims  rthat  rcan  rbe  rquickly  

rconverted  rto  rcash  rwithout  rany  rsignificant  rloss  rof  rvalue. 

Ch’ng  rand  rChang  r(1986)  rhave  rstated  rthat  r“cash  rmanagement,  ran  

rimportant  raspect  rof  rfinancial  rplanning,  rhas  rbecome  ra  rcommon  rfactor  rfor  rsmall  
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rbusiness  rfailure  rin  rSingapore”.  rSome  rof  rthe  rmost  rimportant  rinternal  rproblems  

ridentified  rby  rGrablowsky  rand  rRowell  r(1980)  rwhich  rcontribute  rto  rSME  rfailure  

rare  rinadequate  rcapital,  rcash  rflow  rmanagement  rand  rinventory  rcontrol.  rAgain  

rcash  rmanagement  rpractices  ramong  rSMEs  rwere  rfound  rto  rbe  rinadequate  rin  rthe  

rstudy  rdone  rby  rGrablowsky  r(1978).  rIn  ra  r1980  rstudy  rof  rthe  rcash  rmanagement  

rpractices  rof  rsmall  renterprises  rin  rVirginia,  rGrablowsky  rand  rRowell  r(1980)  

rfound  rthat  rmost  renterprises  rdid  rnot  rdo  rforecasting  rof  rcash  rflows,  rdid  rnot  ruse  rany  

rquantitative  rtechniques  rto  rdetermine  rcash  rlevels  rand  rhad  rno  rshort-term  

rsurpluses  rof  rcash  rin  rtheir  rrecent  rhistory.  rThe  rstudy  ralso  rrevealed  rthat  rSMEs  rhad  

rinvested  rexcess  rcash  rin  rearnings  rsecurities  ror  raccounts  r(Abanis,  rSunday,  rBurani  

rand  rEliabu,  r2013).  rIn  ra1979  rstudy,  rCooley  rand  rPullen  rexamined  rcash  

rmanagement  rpractices  rof  rsmall  rbusinesses  rengaged  rin  rpetroleum  rmarketing  rand  

rfound  rout  rthat  rthey  rhad  rexperienced  ra  rcash  rsurplus.  rAlso,  rMurphy’s  r(1979)  rhas  

rfound  rout  rthat  ractive  rcash  rmanagement  rin  rsmall  renterprises  rin  rthe  rUK  rwas  

runusual,  rand  rthat  rthere  rwas  rlittle  rinclination  rto  rinvest  rsurplus  rcash  ron  ra  rshort-

term  rbasis. 

Managing  rcash  ris  rbecoming  rever  rmore  rsophisticated  rin  rthe  rglobal  rand  

relectronic  rage  rof  rthe  r1990s  ras  rfinancial  rmanagers  rtry  rto  rsqueeze  rthe  rlast  rdollar  

rof  rprofit  rout  rof  rtheir  rcash  rmanagement  rstrategies  r(Block  r&  rHirt,  r1992).  rAbel  

r(2008)  rargues  rthat  rcash  ris  rcrucial  rin  revery  rbusiness  rin  rterms  rof  renhancing  rits  

rsurvival  rand  rprosperity.  rMarfo-Yiadom  r(2002)  ralso  rnoted  rthat  rcash  ris  rthe  rhub  

rand  rmost  rcoveted  rof  rall  rthe  rassets  rof  rany  rbusiness.  rGood  rcash  rmanagement  rcan  

rhave  ra  rmajor  rimpact  ron  roverall  rworking  rcapital  rmanagement.  rIt  ris  robjectively  

rused  rto  rmanage  rand  rdetermine  rthe  roptimal  rlevel  rof  rcash  rrequired  rfor  rthe  

rbusiness  roperation  rand  rinvested  rin  rmarketable  rsecurities,  rwhich  ris  rsuitable  rfor  
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rthe  rnature  rof  rthe  rbusiness  roperation  rcycle  r(Gitman,  r2009).  rAccording  rto  

rMclaney  r(2000),  rcash  ris  rmuch  rmore  rthan  rjust  rone  relement  rof  rworking  rcapital.  

rAs  rthe  rmedium  rof  rexchange  rand  rstore  rof  rvalue,  rcash  rprovides  rthe  rlinkage  

rbetween  rall  rfinancial  raspects  rof  rthe  rfirm.  rMore  rspecifically  rit  rlinks  rshort-and  

rlong-term  rfinancing  rdecisions  rwith  rone  ranother,  rwith  rdecisions  rinvolving  

rinvestment  rboth  rin  rfixed  rassets  rand  rworking  rcapital.  rThe  rterm  rcash  rrefers  rto  rthe  

rmost  rliquid  rof  rassets,  rincluding  rdemand  rdeposits,  rmoney  rmarket  raccounts  rand  

rcurrency  rholdings.  rMoyer  ret  ral.  r(1992)  robserved  rthat  rcash  rand  rmarketable  

rsecurities  rare  rthe  rmost  rliquid  rof  rthe  rcompany’s  rassets.  rCash  ris  rthe  rsum  rof  

rcurrency  ra  rcompany  rhas  ron  rhand  rand  rthe  rfunds  ron  rdeposit  rin  rbank  rchecking  

raccounts.  rCash  ris  rthe  rmedium  rof  rexchange  rthat  rpermits  rmanagement  rto  rcarry  ron  

rthe  rvarious  rfunctions  rof  rthe  rbusiness  rorganization. 

The  rkey  relements  rof  rcash  rmanagement  rare  rcash  rforecasting,  rbalances  

rmanagement,  radministration  rof  rcash  rreceipts  rand  rdisbursements,  rand  rinternal  

rcontrol  r(i.e.  rbank  rreconciliation)  r(Gitman,  r2009).  rInventory  rmanagement  rbeing  

rthe  rcoordination  rof  refforts  r(planning,  rcontrolling,  rorganizing,  rdirecting)  

rtowards  rachieving  refficiency  rin  rthe  rprocurement,  rtransportation,  rstocking  rand  

rutilization  rof  rinputs  rof  ra  rmanufacturing  rorganization  ris  rtherefore  rcentral  rto  

rproduction  ractivities  rand  rmanagement. 

Firm’s  rRisk 

Nguyen  r(2005)  rinvestigated  rthe  rhypothesis  rthat  rcash  rbalances  rhave  ra  

rprecautionary  rmotive  rand  rserve  rto  rmitigate  rthe  rvolatility  rof  roperating  rearnings.  

rHe  rcollected  ra  rsample  rof  r9,168  rfirm-year  robservations  rfrom  rTokyo  rStock  

rExchange  rfor  rthe  rperiod  rof  r1992  rto  r2003.  rThrough  rregression  ranalysis,  rNguyen  

rfound  rthat  rcash  rholdings  rare  rpositively  rassociated  rwith  rfirm  rlevel  rrisk,  rbut  
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rnegatively  rrelated  rto  rindustrial  rrisk.  rHe  ralso  rfound  rthat  rcash  rholding  rdecreases  

rwith  rthe  rfirm’s  rsize  rand  rdebt  rratio,  rand  rincreases  rwith  rits  rprofitability,  rgrowth  

rprospects,  rand  rdividend  rpayout  rratio.  r 

Cash  rFlow  r 

Cash  rflow  runcertainty  raffects  rthe  rcash  rholdings.  rOpler  ret  ral  r(1999)  

rexplain  r“uncertainty  rleads  rto  rsituations  rin  rwhich,  rat  rtimes,  rthe  rfirm  rhas  rmore  

routlays  rthan  rexpected.  rTherefore,  rone  rwould  rexpect  rfirms  rwith  rgreater  rcash  

rflow  runcertainty  rto  rhold  rmore  rcash.  rIn  rNew  rZealand  rHofmann  r(2006)  

rexamined  rthe  rdeterminants  rof  rcorporate  rcash  rholdings  rof  rnon-financial  rfirms.  

rHis  rfindings  rsuggest  rthat  rthe  rmain  rdeterminants  rof  rcorporate  rcash  rholdings  rin  

rNew  rZealand  rfirms’  rare  rgrowth  ropportunities,  rthe  rvariability  rof  rits  rcash  rflows,  

rleverage,  rdividend  rpayments,  rand  rthe  ravailability  rof  rliquid  rasset  rsubstitute.  

rOgundipe,  rOgundipe  rand  rAjao,  r(2012)  rindicated  rthat  rcash  rflows  rare  rpositively  

rrelated  rto  rcash  rholdings,  rlarge  rdividend  rpayments  rand  rliquid  rasset  rsubstitutes  

rindicate  rlower  rcash  rholdings. 

Size  rof  ra  rFirm 

Saddour  r(2006)  rused  rregression  ranalysis  rto  rinvestigate  rthe  rdeterminants  

rof  rthe  rcash  rholdings  rby  rcollecting  rdata  rfrom  r297  rFrench  rfirms  rover  ra  rperiod  rof  

r(1998-2002)  rbased  ron  rthe  rtrade-off  rtheory  rand  rthe  rPecking  rOrder  rTheory.  rHe  

rfound  rthat  rFrench  rfirms  rincrease  rtheir  rcash  rlevel  rwhen  rtheir  ractivities  rare  rrisky  

rand  rthe  rlevels  rof  rtheir  rcash  rflow  rare  rhigh,  rand  rreduce  rit  rwhen  rthey  rare  rhighly  

rleveraged.  rGrowing  rcompanies  rhold  rhigher  rcash  rlevels  rthan  rmature  rcompanies.  

rFor  rgrowing  rcompanies,  rthere  ris  ra  rnegative  rrelationship  rbetween  rcash  rand  rthe  

rfollowing  rfirm’s  rcharacteristics:  r  rsize,  rlevel  rof  rliquid  rassets  rand  rshort  rterm  rdebt.  

rThe  rcash  rlevel  rof  rmature  rcompanies  rincrease  rwith  rtheir  rsize,  rtheir  rinvestment  
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rlevel,  rand  rthe  rpayout  rto  rtheir  rshareholders  rin  rthe  rform  rof  rdividends  ror  rstock  

rrepurchases,  rand  rdecreases  rwith  rtheir  rtrade  rcredit  rand  rtheir  rexpenses  ron  

rresearch  rand  rdevelopment.  r 

Afza  rand  rAdnan  r(2007)  rfocused  ron  rdetermining  rthe  rlevel  rof  rcorporate  

rcash  rholdings  rof  rnon-financial  rPakistani  rfirms,  racross  rdifferent  rfirm  rsizes  rand  

rdifferent  rindustries.  rThey  rused  rdataset  rfor  ra  rperiod  rof  r1998  rto  r2005  rfor  rthe  rfirm  

rsize,  rgrowth  ropportunities,  rcash  rflow,  rnet  rworking  rcapital,  rleverage,  rcash  rflow  

runcertainty,  rand  rdividend  rpayments.  rThey  rfound  rnegative  rrelationships  

rbetween  rmarket-to-book  rratio,  rnet  rworking  rcapital,  rleverage,  rdividends  rand  

rcash  rholdings  rand  rpositive  rrelationships  rbetween  rfirm  rsize,  rcash  rflow,  rand  rcash  

rholdings.  rTheir  rfindings  rshow  rthat  rfirm  rsize,  rcash  rflow,  rcash  rflow  runcertainty,  

rnet  rworking  rcapital,  rand  rleverage  rsignificantly  raffect  rthe  rcash  rholdings  rof  rnon-

financial  rfirms  rin  rPakistan.  r 

Drobetz  rand  rGrüninger  r(2007)  rinvestigated  rthe  rdeterminants  rof  rcash  

rholdings  rfor  ra  rcomprehensive  rsample  rof  r156  rSwiss  rnon-financial  rfirms  rbetween  

r1995  rand  r2004.  rThrough  rregression  ranalysis,  rthey  rfound  rthat,  rasset  rtangibility  

rand  rfirm  rsize  rare  rboth  rnegatively  rrelated  rto  rcorporate  rcash  rholdings.  rDividend  

rpayments  rand  roperating  rcash  rflows  rare  rpositively  rrelated  rto  rcash  rreserves.  rIn  

raddition,  rDrobetz  rand  rGrüninger  rfound  ra  rpositive  rrelationship  rbetween  ri)  rCEO  

rduality  rand  rcorporate  rcash  rholdings,  rand  rii)  ra  rnon-significant  rrelationship  

rbetween  rboard  rsize  rand  rcorporate  rcash  rholdings.  rThat  ris,  rCEO  rduality  rleads  rto  

rsignificantly  rhigher  rcash  rholdings  rand  rlarger  rboard  rsize  rhas  rno  rimpact  ron  rthe  

rcorporate  rcash  rholdings.  rHardin  rIII  ret  ral.  r(2009)  rused  ra  rsample  rof  r1,114  rfirm-

year  robservations  rfor  r194  requity  rreal  restate  rinvestment  rtrusts  r(REITs)  rfrom  

rUSA  rover  r1998  rto  r2006  rperiods.  rThrough  rOrdinary  rLeast  rSquare  rregression  
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ranalysis,  rthey  rfound  rthat  rREIT  rcash  rholdings  rare  rinversely  rrelated  rto  rfunds  rfrom  

roperations,  rleverage  rand  rinternal  radvisement,  rand  rare  rdirectly  rrelated  rto  rthe  rcost  

rof  rexternal  rfinance  rand  rgrowth  ropportunities.  rCash  rholdings  rare  ralso  rnegatively  

rassociated  rwith  rcredit  rline  raccess  rand  ruse.  rThe  rresults  rimply  rthat  rREIT  

rmanagers  rprefer  rto  rhold  rlittle  rcash  rto  rreduce  rthe  ragency  rproblems  rof  rcash  rflow  

rthereby  rincreasing  rtransparency  rand  rreducing  rthe  rfuture  rcost  rof  rexternal  rcapital.  

rMegginson  rand  rWei  r(2010)  rstudied  rthe  rdeterminants  rof  rcash  rholdings  rand  rthe  

rvalue  rof  rcash  rin  rChina’s  rshare-issue  rprivatized  rfirms  rfrom  r1993  rto  r2007.  

rThrough  rregression  ranalysis,  rthey  rfound  rthat  rsmaller,  rmore  rprofitable  rand  rhigh  

rgrowth  rfirms  rhold  rmore  rcash.  rDebt  rand  rnet  rworking  rcapital  rare  rnegatively  

rrelated  rto  rcash  rholdings,  rwhile  rcash  rholdings  rdecline  ras  rstate  rownership  

rincreases. 

Chen  rand  rMahajan  r(2010)  rinvestigated  rcorporate  rliquidity  rin  r15  

rEuropean  rUnion  r(EU)  rcountries  rand  r31  rnon-EU  rcountries  rfrom  r1994  rto  r2004.  

rTheir  rfindings  rare  rthree-fold.  rFirst,  rthe  rintroduction  rof  rthe  reuro  rand  rthe  

restablishment  rof  rthe  rEconomic  rand  rMonetary  rUnion  r(EMU)  rhave  rreduced  

rcorporate  rliquidity  rin  rEU.  rSecond,  rcash  rand  rdebt  rare  rmore  rsubstitutable  rin  rEU  

rthan  rnon-EU  rcountries  rin  rthe  rtransition  rto  rthe  rmonetary  runion.  rLastly,  rcorporate  

rgovernance  rvariables  rsuch  ras  rclosely  rheld  rshares,  ranti-director  rrights  rand  

rcreditor  rrights  rare  rimportant  rdeterminants  rof  rcorporate  rliquidity  rand  rshould  rnot  

rbe  rignored  rin  rinternational  rcorporate  rliquidity  rstudies.  r 

Leverage 

Debt  rratio  rmay  rhave  ran  reffect  ron  rfirms‟  rwc.  rPrevious  rempirical  rstudies  

rreveal  rthat  rfirms  rwith  rincreasing  rleverage  rdecrease  rtheir  rwc  rlevels  r(Ferreira  r&  

rVilela,  r2004;  rOzkan  r&  rOzkan,  r2004).  rNiskanen  rand  rNiskanen  r2007  rreport  
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rdifferent  rfindings  ras  rFinnish  rSME  rfirms  rhold  rmore  rcash  ras  rdebt  rincreases.  rThis  

rfinding  ris  ralso  rsupported  rby  rthe  rstudy  rconducted  rby  rresearching  rSpanish  rSME  

rfirms.  rTeruel  rand  rSolano  r(2008)  rfind  rthat  rSME  rfirms  rwith  rmore  rshot-term  rdebt  

rhold  rmore  rcash.  rIsshaq,  rBokpin  rand  rOnumah  r(2009)  rexamine  rthe  rinteraction  

rbetween  rcorporate  rgovernance,  rownership  rstructure,  rwc,  rand  rfirm  rvalue  ron  rthe  

rGhana  rStock  rExchange.  rBoard  rsize  ris  rfound  rto  rbe  rpositively  rand  rstatistically  

rsignificantly  rrelated  rto  rshare  rprice  ramong  rthe  rcorporate  rgovernance  rvariables.  

rHowever,  ra  rsignificant  rrelationship  rbetween  rinside  rownership  rand  rshare  rprice  ris  

rnot  rfound.  rThe  rresults  ralso  rindicate  rthat  radditional  runits  rof  rcash  rholdings  rdo  rnot  

rhave  ra  rstatistically  rsignificant  rinfluence  ron  rshare  rprice.  rFinally,  rleverage  rand  

rincome  rvolatility  rare  rfound  rto  rbe  rsignificant  rdeterminants  rof  rshare  rprice. 

Inventory  rManagement 

Inventory  rmanagement  rbasically  raims  rat  rproviding  rboth  rinternal  rand  

rexternal  rcustomers  rwith  rthe  rrequired  rservice  rlevels  rin  rterms  rof  rquality,  rquantity  

rand  rorder  rfill  rrate,  rto  rascertain  rpresent  rand  rfuture  rrequirements  rfor  rall  rtypes  rof  

rinventory  rto  ravoid  roverstocking  rwhile  ravoiding  rbottleneck  rin  rproduction  rand  rto  

rkeep  rcosts  rto  ra  rminimum  r(Sharif,  r2011).  rInventory  rrefers  rto  rtotality  rof  rstocks,  

rbeing  rheld  rby  ra  rbusiness  renterprise  rat  ra  rparticular  rtime.  rThe  rfollowing  rgroups  rof  

rinventory  rare  rof  rconcern  rto  rmanagers  rin  rmanufacturing  rorganizations,  rRaw  

rmaterials,  rIn-progress  ror  rsemi-finished  rgoods,  rfinished  rgoods.  rOther  rstocks  

rsuch  ras:  rtools,  rspare  rparts  rand  rproduction  rconsumables  r(Akindipe,  r2014).  r  

rAccording  rto  rChan  rand  rWang  r(2014)  rin  renterprise  rresource  rplanning  rsystems,  

rthe  rrecord  rof  rinventories  ris  roften  rnot  requal  rto  rthe  rreal  rquantities  rof  rinventories.  

rSo  rwas  rRajeev  r(2008),  rwho  robserved  rthat  reven  rin  ran  rinventory  rintensive  

rmanufacturing  rindustry  rsector,  rInventory  rManagement  rpractices  rwere  rpoor.  rHe  
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rwent  rfurther  rthat  rthe  ruse  rof  rformal  rpractices  rfor  rmanaging  rinventories  rwas  ralso  

rinadequate.  rIn  rthe  rsame  rvein,  rinventory  rmanagement  r(IM)  rpractices  rof  rsmall  

rand  rmedium  rscale  renterprises  rin  rFinland  rand  rGreece  rwere  rstudied  rby  rChikan  

rand  rWhybark,  r(1990)  rto  ridentify  rthe  rexperiences  rof  rmanagers  rconcerning  rIM.  

rThe  rfindings  rrevealed  rthat  rIM  rdecisions  rare  rmade  rat  rthe  roperational  rlevel  rwith  

rminimal  rguidance  rfrom  rthe  rtop.  rAccording  rto  rSprague  r  r  rand  r  r  rWalker  r(1996),  

rmaking  ruse  rof  rformal  rInventory  rManagement  r(IM)  rpractices  ris  rone  rof  rthe  rways  

rto  racquire  rcompetitiveness  ramong  rothers,  rby  reffectively  rmanaging  rand  

rminimizing  rinventory  rinvestment. 

IM  rpractice  rimplementation  rinvolves  rproviding  rhigh  rquality  rproducts  rat  

rrelatively  rless  rcost  r(Maria  r&  rJones,  r2003).  rBallou,  r(2000)  rargues  rthat  rinventory  

rcost  rshould  rbe  rconsidered  rwhile  rtaking  rinventory  rdecisions.  rHe  rfound  rthat  

rinventory  rcarrying  rcosts  rtypically  rrange  rfrom  r20%  rto  r40%  rof  rinventory  rvalue.  

rPalmer  rand  rDean  r(2000)  robserved  rthat  rselection  rof  rright  rIM  rpractice  ris  ra  rmust  

rfor  ra  rcompany’s  rIM  rperformance.  rThis  rwould  rlead  rto  radvantage  ron  rthe  

rinventory  rcost.  rInventory  rcosts  rare  rreduced  ras  rmaterials  rspend  rless  rtime  rin  rthe  

rsystem.  rThe  rimportance  rof  rlead-time  ras  ra  rmeasure  rof  rinventory  reffectiveness  

rhas  rbeen  rmentioned  rby  rRabinovich,  rMartin  rand  rPhilip  r(2003).  rPartington  rand  

rSculli  r(1993)  rare  rof  rthe  ropinion  rthat  rlong  rlead  rtimes  rand  rlarge  rusage  rfluctuation  

rcall  rfor  rhigher  rre-order  rstock  rlevels  rand  rvice-versa.  rChandra  rand  rGrabis  r(2005),  

rstress  rthat  ra  rreduction  rin  rthe  rinventory  rreplenishment  rlead-time  rallows  rreducing  

rsafety  rstock  rand  rimproving  rcustomer  rservice.  r 

Maria  rand  rJones  r(2003)  rargue  r  r  r  rthat  r  r  r  rimplementation  rof  r  r  rproper  r  r  r  rIM  r  r  r  

rpractice  rinvolves  rproviding  rhigh  rquality  rproducts  rat  rrelatively  rless  rcost.  rOn  rthe  

rover  rhand,  rWallin  ret  ral.  r(2006)  rare  rof  rthe  ropinion  r  r  rthat  r  r  rthe  r  r  rlead-time  r  r  ris  r  r  ra  r  r  
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rgood  r  r  rmeasure  r  r  rof  rinventory  r  r  reffectiveness.  rWallin,  rRugtusanatham  rand  

rRabinovitch  r(2006)  ralso  rview  rlead-time  ras  ran  rimportant  rinventory  relement.  

rElorantha  rand  rRaisanen  r(1988)  rargue  rthat  rone  rof  rthe  rreasons  rfor  rkeeping  rlarge  

ramount  rof  rinventory  ritems  rhas  rbeen  rrelated  rto  rcustomer  rservice.  rAnother  rreason  

ris  rthat  rsmaller  rpurchasing  rlots  rimply  rmore  rwork  rin  rpurchasing  rdepartment.  

rHowever,  rToelle  rand  rTersine  r(1989)  rargue  rthat  rexcess  rinventory  ris  ran  

roperational  rliability,  rbecause  rit  ruses  rvaluable  rstorage  rspace,  rincreases  rinventory  

rcosts.  rRaw  rmaterial  rordering  rfrequency  ris  ridentified  ras  ran  rimportant  rfactor  

rcontributing  rto  rinventory  rcost.  rFrequent  rordering  rin  rsmall  rquantity  ris  

rconsidered  ras  ran  rimportant  rstrategy.  r 

This  ris  rvery  rrelevant  rin  rthe  rcontext  rof  rSMEs  rbecause  rSMEs  rgenerally  

rdon’t  rget  rthe  rbenefits  rof  rquantity  rdiscount.  rTheir  rpurchase  rrequirement  rquantity  

rof  rmaterial  ris  rnormally  rless  rto  renable  rthem  rto  rget  rthese  rbenefits.  rA  rproject  rto  

rimprove  rIM  rin  ra  rUK  rbased  rSME  rfound  rthe  rimportance  rof  rcategorizing  rstock  

rand  rsetting  rordering  rpolicies.  rA  rscheme  rdeveloped  rfor  rthe  rabove  rpurpose  rfound  

ruseful  rin  roptimizing  rinventory  rcosts  r(Flores,  rWang  r&  rBurgess,  r2003).  

rKoumanakos  r  r  r(2008)  r  r  rin  r  r  rhis  rstudy  r  raimed  r  rat  r  rtesting  r  rthe  r  rhypothesis  r  rthat  r  

refficient  r  rIM  rleads  r  rto  r  ran  r  rimprovement  r  rin  r  ra  r  rfirm’s  r  rfinancial  rperformance.  r  

rThe  r  rresults  r  rrevealed  r  rthat  r  rthe  r  rhigher  r  rthe  rlevel  r  rof  r  rinventories  r  rpreserved,  r  

rdeparting  r  rfrom  r  ra  r  rlean  rmanufacturing,  r  rby  r  ran  r  renterprise  r  rthe  r  rlower  r  ris  r  rits  r  rrate  r  

rof  rreturns. 

  r 

Receivable  rManagement 

The  rwhole  rsystem  rof  rreceivables  rmanagement  rshould  rbe  rdirected  rto  

rtimely  rpayment  rof  ras  rlarge  rpart  rof  rreceivables  ras  rpossible,  rand  rto  rkeeping  rthe  

rcosts  rrelated  rwith  rreceivables  rmanagement  r(i.e.  rcosts  rof  rprevention,  rmonitoring  
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rand  rcollecting  rof  rreceivables)  rto  rthe  rminimum  r(Kubíčková,  r2013).  rGood  

rmanagement  rof  rreceivables  rdoes  rnot  rmean  rmanagement  rof  rreceivables  ronly  rin  

rthe  rsituation  rof  rlate  rpayment  ror  rdefault  rto  rpay.  rIt  rmeans  rcreation  rof  ra  rwhole  

rsystem  rof  rcommercial  rrelationships  rmanagement  rso  rthat  rto  rprevent  rmaximally  

rthe  rrisk  rof  rlate  ror  rdefault  rpayments  rtogether  rwith  roptimizing  rof  rthe  rcosts  rfor  rthis  

rarea  rmanagement,  rand  ron  rthe  rother  rhand  rto  rfacilitate  rthe  rability  rto  rpay  rown  

rpayables  rin  rtime.  rThe  rwhole  rsystem  rof  rreceivables  rmanagement  rshould  rbe  

rdirected  rto  rtimely  rpayment  rof  ras  rlarge  rpart  rof  rreceivables  ras  rpossible,  rand  rto  

rkeeping  rthe  rcosts  rrelated  rwith  rreceivables  rmanagement  r(i.e.  rcosts  rof  rprevention,  

rmonitoring  rand  rcollecting  rof  rreceivables)  rto  rthe  rminimum.  rAccounts  rreceivable  

rrepresent  rthe  ramount  rdue  rfrom  rcustomers  r(book  rdebts)  ror  rdebtors  ras  ra  rresult  rof  

rselling  rgoods  ron  rcredit.  r“The  rterm  rdebtors  ris  rdefined  ras  r‘debt’  rowned  rto  rthe  

rfirm  rby  rcustomers  rarising  rfrom  rsale  rof  rgoods  ror  rservices  rin  rthe  rordinary  rcourse  

rof  rbusiness.”  rThe  rthree  rcharacteristics  rof  rreceivables  rthe  relement  rof  rrisk,  

reconomic  rvalue  rand  rfuturity  rexplain  rthe  rbasis  rand  rthe  rneed  rfor  refficient  

rmanagement  rof  rreceivables  r(chandra,  r2008). 

Receivables  rmanagement,  ralso  rtermed  ras  rcredit  rmanagement,  rdeals  rwith  

rthe  rformulation  rof  rcredit  rpolicy,  rin  rterms  rof  rliberal  ror  rrestrictive,  rconcerning  

rcredit  rstandard  rand  rcredit  rperiod,  rthe  rdiscount  roffered  rfor  rearly  rpayment  rand  rthe  

rcollection  rpolicy  rand  rprocedures  rundertaken.  rA  rfirm’s  rinvestment  rin  raccount  

rreceivable  rdepends  rupon  rhow  rmuch  rit  rsells  ron  rcredit  rand  rhow  rlong  rit  rtakes  rto  

rcollect  rreceivable.  rAccounts  rreceivables  r(or  rsundry  rdebtors)  rconstitute  rthe  r3rd
  

rmost  rimportant  rassets  rcategory  rfor  rbusiness  rfirm  rafter  rplant  rand  requipment  rand  

rinventories  rand  ralso  rconstitute  rthe  r2nd
  rmost  rimportant  rcurrent  rassets  rcategory  

rfor  rbusiness  rfirm  rafter  rinventories  r(bolten,  r1976).  rPoor  rmanagement  rof  
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raccounts  rreceivables  rare:  rneglect  rof  rvarious  roverdue  raccount,  rsharp  rrise  rin  rthe  

rbad  rdebt  rexpense,  rand  rthe  rcollection  rof  rdebts  rexpense  rand  rtaking  rthe  rdiscount  

rby  rcustomers  reven  rthough  rthey  rpay  rafter  rthe  rdiscount  rdate  rand  reven  rafter  rthe  rnet  

rdate. 

Factors  rinvolving  rin  rReceivable  rmanagement:  r1.The  rterms  rof  rcredit  

rgranted  rto  rcustomers  rdeemed  rcreditworthy.  r2.  rThe  rpolicies  rand  rpractices  rof  rthe  

rfirm  rin  rdetermining  rwhich  rcustomers  rare  rto  rbe  rgranted  rcredit.  r3.  rThe  rpaying  

rpractices  rof  rcredit  rcustomers.  r4.  rThe  rvigor  rof  rthe  rsellers,  rcollection  rpolicies  rand  

rpractice.  r5.  rThe  rvolume  rof  rcredit  rsales 

Credit  rManagement  r 

In  rorder  rthat  rthe  rcredit  rsales  rare  rproperly  rmanaged  rit  ris  rnecessary  rto  

rdetermine  rfollowing  rCredit  rPolicy,  rCredit  rEvaluation  rof  rIndividual  rBuyers,  

rCredit  rSanction  rDecisions,  rControl  rand  rMonitoring  rof  rReceivables. 

Empirical  rreview 

Samra  rKiran,  rShahid  rJan  rKakakhel  rand  rFarzana  rShaheen  r(2015)  

rinvestigated  rthe  rimpact  rof  rcorporate  rsocial  rresponsibility  r(CSR)  ron  rfirm's  

rprofitability,  rin  rthe  rcase  rof  r10  rcompanies  rof  roil  rand  rgas  rsector  rthat  rare  rlisted  ron  

rKSE.  rThe  rstudy  rcovered  r8  ryears  rperiod  rfrom  r2006-2013.  rFurthermore,  

rcorrelation  rand  rregression  rtest  rwere  rused  rto  ranalyze  rthe  rdata.  rHe  rinvestigation  

rsaid  rthat  rthere  ris  ran  rinsignificant  rimpact  rof  rCSR  ractivities  ron  rfirms  rprofitability  

rand  ra  rnegative  rcorrelation  rbetween  rtotal  rasset  rand  rCSR  rfurthermore,  rit  rwas  

rrecommended  rthat  ra  rpositive  rcorrelation  rbetween  rNet  rprofit  rand  rCSR.  r 

Sahar  rand  rYalali  r(2014)  rinvestigated  rthe  reffect  rof  rR&D  rexpenditure  ron  

rfirm's  rprofitability  rand  rvalue  rof  rstock  rin  rI  rran'  rcapital  rmarket.  rThe  rsample  

rcontains  r86  rcompanies  rfrom  rthe  rstock  rexchange  rof  rTehran  rthat  rcover  rthe  r5  
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ryears  rperiod  rfrom  r2005-2008.  rTo  rget  rthe  rfinding  rregression  rmodel  rwas  rused  

rand  rit  rhas  rbeen  robserved  rthat  rif  rcompanies  rwant  rto  rearn  ran  radditional  rprofit  rin  

rfuture  rso,  rthey  rhave  rto  rspend  ron  rR&D  ractivities  rin  rcurrent  ryears.  rTherefore,  rit  

rproves  rthat  rthere  ris  ra  rdirect  rrelationship  rbetween  rR&D  rexpenditure  rand  

rprofitability.  r 

  rTufail  r(2013)  rdetermined  rthe  rimpacts  rof  rWCM  rpolicies  ron  

rprofitability.117  rtextile  rfirms  rwere  rselected  rfrom  rKSE  rand  rthe  rdata  rwas  rtaken  

rfrom  rthe  ryear  r2005-2010.  rThe  rresult  rthat  ris  rfound  rby  ranalyzing  rdata  rthrough  

rregression  rmodel  rshows  rthat  rpolicies  rof  rWCM  rare  rnegatively  rimpacting  ron  

rprofitability.  rMoreover,  rthe  rsize  rand  rliquidity  rhave  ra  rpositive  rrelationship  rwith  

rfirm's  rprofitability  rbut  ra  rnegative  rcorrelation  rbetween  rdebt  rto  requity  rand  

rprofitability  rhas  rbeen  robserved.  r 

  rRehman  rand  rAnjum  r(2013)  rconducted  ran  rempirical  rstudy  ron  rthe  rimpact  

rof  rassets  rmanagement  ron  rfirm's  rprofitability  rin  rthe  rcase  rof  rPakistani  rcement  

rcompanies.  rThe  rdata  rwas  rcollected  rfrom  rfinancial  rreports  rfrom  r2003-2008  rof  

r10  rsample  rcompanies.  rThe  rresults  ranalyze  rby  rcorrelation  rand  rregression  

rmethod  rand  rit  ris  rfound  rthat  rthere  ris  ran  ropposite  rand  rpositive  rconnection  

rbetween  rworking  rcapital  rmanagement  rand  rfirm’s  rperformance.  r 

Agyemang  rand  rAsiedu  r(2013)  rstudied  rthe  rrelationship  rbetween  

rprofitability  rand  rWCM  rof  rmanufacturing  rcompanies  rof  rAccra  rmetropolis  rlisted  

rin  rGhana  rStock  rExchange  rfor  rthe  rperiod  rof  r2007-2011.  rIt  rwas  rfound  rby  rthe  

rstudy  rthat  rthere  ris  ra  rsignificant  rimpact  rof  rCCC,  rinventory  rdays  rand  raccount  

rpayable  ron  rmanufacturing  rcompanies’  rprofitability.  rThe  rstudy  rsuggested  rthat  ra  

rgood  rpolicy  rshould  rbe  radopted  rby  rcompanies  rfor  rmanaging  rcomponents  rof  

rWCM. 
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Ahmed  r(2013)  rexamines  rthe  rimpact  rof  rworking  rcapital  rmanagement  

r(WCM)  ron  rthe  rfirms'  rperformance  rby  rusing  rthe  rfinancial  rstatement  rdata  rof  r253  

rnon-financial  rfirms  rlisted  rin  rKarachi  rStock  rExchange  r(KSE).  rThe  rData  rwas  

ranalyzed  rby  rOr-dinary  rLeast  rSquare  r(OLS)  rlogistic  rregression  rand  rPearson’s  

rcorrelation.  rThe  rresult  rseems  rthat  rcurrent  rasset  rto  rtotal  rsales  rhas  ra  rnegative  

rrelation  rwith  rprofitability  rwhile,  rWCM  rhas  ra  rpositive  rrelation  rto  rthe  rfirm’s  

rperformance.  rHowever,  rthe  rlo-gistic  rresult  rgives  rthe  rsuggestion  rthat  rfirm  

rprofitability  ris  rhighly  rdetermined  rby  rthe  rcurrent  rratio,  rassets  rto  rtotal  rasset  r&  

rtotal  rsales  rratio.  r 

Muhammad  r(2012)  rexplored  rthe  reffect  rof  rWCM  ron  rfirm's  rliquidity  rand  

rprofitability  rin  rthe  rcase  rof  r18  rcompanies  rof  rother  rfood  rsector  rthat  rare  rlisted  ron  

rKSE.  r2006-2010  rtime  rperiods  rhad  rbeen  rcovered  rin  rthis  rstudy.  rAnd  rTo  ranalyze  

rthe  rdata  rpooled  rleast  rregression  rand  rcommon  reffect  rmodel  rwere  rused.  rA  

rpositive  rrelationship  ris  rfound  rbetween  rWCM  ron  rprofitability  rand  rliquidity  rof  

rfirms.  rMoreover,  rit  rhas  ralso  rbeen  robserved  rthat  rthe  rsize  rof  rthe  rfirm  rand  rCash  

rConversion  rCycle  rhas  ra  rsig-nificant  rpositive  reffect  rwhile  rthe  rfinancial  rasset  rto  

rtotal  rasset  rratio  rand  rthe  rsize  rof  rthe  rfirm  rhas  ra  rpositive  rrelationship.  r 

Azam  r(2011)  rexplored  rthe  rimpact  rof  rWCM  ron  rthe  rfirm's  rperformance.  

r21  r(KSE-30)  rlisted  rnon-financial  rinstitutions  rwere  rselected  rand  rthe  rdata  rwas  

rtaken  rfrom  rthe  ryear  r2001-2010.  rThe  rresult  rthat  rare  rachieved  rby  rusing  rCanonical  

rCorrelation  rshows  ra  rpositive  rimpact  rof  rWCM  ron  rfirm's  rprofit-ability  rand  rit  rwas  

rsuggested  rthat  rby  rreduction  rin  rinventory  rsize,  rNTC,  rand  rCCC  rmanagers  rbe  rable  

rto  rincrease  rthe  rvalue  rof  rshareholder.  r 

Sayeda  rTahmina  rQuayyum  r(2011)  rscrutinizes  rthe  refficiency  rand  

reffectiveness  rof  rWorking  rCapital  rManagement  rby  rmaintaining  rliquidity  ron  
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rProfitability.  rFor  rthis  rreason  rcement  rsector  rlisted  rin  ra  rDhaka  rstock  rexchange  

rwas  rselected  rthat  ranalyze  rthe  rdata  rfrom  r2005-2009  rthrough  rperson  rcorrelation  

rmodel.  rThe  rstudy  rshows  ra  rsignificant  rrelationship  rbetween  rWCM  rand  

rProfitability  ras  rwell  ras  rLiquidity  rindices.  r 

Magpayo  r(2009)  rexamined  rthe  reffect  rof  rfinancial  rleverage  ron  rfirm's  

rperformance  rand  rWCM  rby  rusing  rPhilippines  r110  rfirms  rrandomly  rchosen  rfrom  

rtop  r1000s  rPhilippine  rfirms  rin  rthe  rbusiness  rworld.2009  rdata  rwas  rused  rfor  

ranalyzing  rthis  rstudy  rby  rthe  rtesting  rmethodology  rof  rPearson  rcorrelation,  

rANOVA  rtest,  rand  rmultiple  rregressions.  rIt  rhas  rbeen  rshowed  rin  rthe  rstudy  rthat  

rthere  ris  ra  rdirect  rrelationship  rbetween  rthe  rpolicy  rof  rWCM  rof  rfirm's  rfinancial  

rleverage  rand  rsize  rwith  rprofitability.  rMoreover,  rthe  rstudy  rof  rthe  rdata  rsaid  rthat  

rfirm's  rsize  rand  rWCM  rhas  ra  rpositive  reffect  ron  rfirm's  rnet  rincome,  rwhereas  rnet  

rincome  rhas  ra  rnegative  reffect  ron  rfinancial  rleverage  rand  rROE  rhas  ran  rinsignificant  

rpositive  reffect  ron  rfinancial  rleverage.  r 

Chapter  rSummary 

This  rchapter  rhas  rdiscussed  rthe  rof  rmanagement  rworking  rcapital  rpractices  

rof  rSMEs  rby  rdiscussing  rthe  rtheories,  rconcepts  rand  rempirical  rreview.  rFrom  rthe  

rabove  rreview,  ron  rboth  rthe  rtheoretical  rand  rempirical  rside,  rthe  rliterature  rrevealed  

rthat  rSMEs’  roperations  ris  rgreatly  rinfluenced  rby  reffective  rworking  rcapital  

rmanagement  rpractices.  rIndeed,  rempirical  rstudies  ron  ranalysing  rworking  rcapital  

rmanagement  rpractices  ramong  rSMEs  rfor  rdeveloping  rcountries  rcases  rincluding  

rGhana  rusing  rquantitative  rapproach  ror  rmethodology  rhave  rbeen  rvery  relusive.  r 
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CHAPTER THREE 

RESEARCH METHODS 

Introduction 

This chapter presents the research methods employed to carry out this 

study. This specifically includes the research design, target population, sample 

size, sampling and sampling technique, data collection method and procedure, 

and data processing and analysis as well as summary of the chapter.  

Study Area 

Agona West Municipal Assembly (AWMA) was created out of the 

former Agona District Assembly in 1920. AWM is one of the twenty (20) 

political and administrative districts in the central region of Ghana. The 

district capital is Agona Swedru and the district has one (1) urban council and 

five (5) zonal councils. The population of Agona West Municipality according 

to the 2010 population and housing census is 115,358 of which males 

constitute 46.9 percent and females represent 53.1 percent. The municipality is 

predominantly urban with over 76.6 percent residing in urban localities. About 

72.2 percent of the population are aged 15 years and over and are 

economically active of which 94.6 percent are employed. 34 percent of the 

employed are engaged in skilled agricultural, forestry, and fishing, 27.3 

percent are into service and sales, 16.9 percent in craft and related trade, 11 

percent are engaged as managers, professionals and technicians (GSS, 2010). 

This study focused on the SMEs in the Municipality simply because these 

businesses have made significant impact in the area. However, some of them 

do face challenges in terms of financing which has prompted this study. 
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Population  

The population comprised owners, managers and accountants of SMEs 

operating within the Agona West Municipal assembly as these were deemed to 

be the decision-makers of the businesses hence ought to be familiar with the 

working capital management practices of the entities. They totaled 300 which 

constitute the target population (NBSSI, 2016).  

Research Design 

The research design adopted was survey research design. This design 

was selected because of the fact that, it is a small scale study of relatively short 

during and it involves a systematic collection and presentation of data to give 

a clear picture of a particular state of affairs (Bryman & Cramer, 2012). It was 

meant to get relevant information connected to management of working 

capital of small and medium scale enterprise in the Agona West Municipality. 

Creswell (2008) defined a survey design as that which provides a quantitative 

or numerical description of some fraction of the population, which is the 

sample, through the data collection process of asking questions of people. The 

study chose the survey method due to the population of Three Hundred (300) 

small and medium scale enterprises and because of their direct relationship 

with the problem identified. However, this design as used in the study has 

some weaknesses. The key weakness being that the responses to the 

questionnaire were largely an expression of these small and medium 

enterprises owner / manager operations opinions about how they manage their 

working capital.  
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Sampling Procedure 

A target sample of 155 respondents based on the Krejeice and Morgan 

(1970) sample size determination table from the SMEs was selected based on 

a given acomprehensive list of all SMEs operating in the Agona West 

Municipality. To achieve this target, 155 respondents were approached. The 

stratified sampling technique was used. The aim of the stratified sampling 

technique was to reduce the potential for human bias in the selection of cases 

to be included in the sample. As a result, the stratified sampling technique 

provides a sample that is highly representative of the population being studied. 

Thus, the population was categorised according to the local governance 

divisions of the municipality. This comprises the Swedru main Municipality, 

Nyakrom Urban Council and five Zonal Councils of the municipality. 

Respondents were located from SMEs within these councils. 

Table 1: Population Strata and Correspondent Respondents 

Urban/zonal council Frequency percentage 

Swedru main 50 32 

Nyarkrom urban council 25 16 

Zonal council 1 12 8 

Zonal council 2 20 13 

Zonal council 3 20 13 

Zonal council 4 15 10 

Zonal council 5 12 8 

Total 154 100 

Source: Field Data (2020) 

Table 1 shows the population divided into strata, the number of 

respondent from each stratum and the percentage thereof. The number of 
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respondents selected in each stratum gives a representative of the population 

in the stratum. 

Data Collection Instrument 

The study used questionnaire as the instrument for data collection. . It 

serves the following purposes: to collect the appropriate data comparable and 

amenable to analysis, minimize bias in formulating and asking question, and 

to make question engaging and varied. The questionnaire started with the 

purpose of the research and assurance of confidentiality. The questionnaire, 

which was the main technique for data collection, it comprised of both close 

and open ended questions and they were administered to the targeted 

population as the primary data. The study used both secondary data and 

primary data, secondary data was sourced from financial records of SMEs 

which consisted of financial statements, budgets and monetary records, cash 

flow statement, asset register, tax schedule and any other relevant records 

made available by respondents. In addition government agencies and local 

authorities which had some responsibilities on SMEs within the catchment 

area of the population provided secondary data. Primary data was mainly 

sourced through the use of research questionnaire.  

Data Collection Procedures 

To facilitate easy collection of the questionnaire, the researcher handed 

over a letter of introduction obtained from the Department of Finance, 

University of Cape Coast, Business of School, to the owners of the enterprises. 

Researcher engaged two research assistants who helped in the collection of 

data. The questionnaire was presented to ensure their consistency and 

reliability where necessary, effected their early modification. The design and 
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contents of the questionnaire were based on the research questions and 

objectives. The questionnaire was administered personally by the Researcher 

and the two research assistants on the sample selected.   Data collection 

process commenced with the identification of potential respondents within 

each stratum. The researcher went to the premises of the potential respondents, 

explained the purpose of the study, and ethical considerations such as 

anonymity of respondents, confidentiality of information divulged as well as 

the limited risk in participating in the research. The potential respondents 

were, then, requested to indicate their willingness to participate in the study. 

Where the potential respondents agreed to participate, the researcher 

administered the questionnaire by reading the questions to the respondents and 

recorded their responses.  

Data Processing and Analysis 

The researcher and the assistants distributed the questionnaire to the 

sample respondents on the first visit and time was given for its collection. 

Contacts were made to all the leaders of the various SMEs through the list 

provided by NBSSI in Agona West District. A follow up was made to a cross 

section of respondents in order to help them with the filling of the 

questionnaire. The third visit was used to collect the questionnaire. In this 

study, the data that was gathered from the field of study was edited to ensure 

that the questionnaire had been properly completed and contained accurate 

information. The data was then coded and entered on the computer. The 

Statistical Package for Social Science (SPSS) was used for processing data in 

terms of coding, entry and processing. The data analysis was done by using 

relevant descriptive statistics such as frequencies.   
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Ethical Considerations 

The study relied on the responses of respondents. This study sought to 

comply with ethical standards devoid of any liabilities to the respondents and 

also administered clear a questionnaire intended to derive the needed response. 

Thus, the study assured the respondents that whatever they said by way of 

information would remain confidential. The purpose of the study was 

explained to the respondents. This was done to avoid deception. Not only the 

above, the study also sought to consent of the appropriate authorities before 

collecting the data. As a result, the respondents gave out information 

voluntarily for the study. The goal of ethics in research is to ensure that no one 

is harmed or suffered adverse consequences from participating in research 

activities. 

Chapter Summary 

             This chapter presented the research methods appropriate for 

conducting the study. This study followed the relevant literature to design the 

appropriate research instrument for the study. Questionnaire was used for 

collecting the data from the field. The study used both primary and secondary 

data from the various cross-sections where a sample size of 155 respondents 

was selected for the study. A probability sampling technique was used. 

Furthermore, the study adopted the deductive approach and used a survey 

research design to study the variables. Lastly, the data were processed using 

the Statistical Product for Social Sciences (SPSS) software and analysis was 

done using descriptive analysis.  
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CHAPTER  rFOUR 

RESULTS  rAND  rDISCUSSION 

Introduction 

This  rchapter  rpresents  rthe  ranalysis  rof  rthe  rdata.  rIt  ruses  rdescriptive  

rstatistics,  rsimple  rpercentage  rand  rfrequencies  rto  rdescribe  rthe  rdata  rwhich  rhave  

rbeen  rcollected.  rIt  rwas  rmainly  rbased  ron  rthe  rquestionnaires  radministered  rto  rthe  

rrespondents.  rOut  rof  rthe  r300  rquestionnaires  radministered,  r154  rwere  rretrieved,  

rthus,  rabout  r60  rpercent  rof  rresponse  rrate.  rThe  rresults  rwere  rpresented  rbased  ron  rthe  

robjectives  rof  rthe  rstudy. 

Demographics  rof  rRespondents 

Table  r2  rdescribes  rthe  rgender  rof  rthe  rrespondents.  rFrom  rTable  r2,  rit  rcan  rbe  

rshown  rthat  r99  rrespondents,  rrepresenting  r64  rpercent  rwere  rmales  rand  r55  

rrespondents,  rrepresenting  r36  rpercent  rrepresenting  r55  rrespondents  rwere  rfemale.  

rThe  rresults  rimplied  rthat,  rmale  rrespondents  rwere  rmore  rthat  rtheir  rfemale  

rcounterparts  rin  rthe  rstudy  rarea. 

Table  r2:  rGender  rof  rRespondents  

Gender Frequency Percentage  r 

Male 99 64 

Female 55 36 

Total 154 100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

Table  r3  rshows  rthe  rage  rrange  rof  rrespondents  rcontacted  rin  rthe  rstudy  rarea.  

rFrom  rthe  rresults,  r58  rrespondents,  rrepresenting  r38  rpercent  rwere  raged  rwithin  rthe  

rrange  rof  r30  rto  r39  ryears,  rwhereas  r48  rrespondents,  rrepresenting  r31  rpercent  rhad  

rages  rwithin  rthe  rrange  rof  r20  rto  r29  ryears.  rFurther,  r34  rrespondents,  rrepresenting  r9  

rpercent  rwere  rwithin  rthe  rages  rof  r40  rto  r49  ryears  rand  rfinally,  r14  rof  rthe  
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rrespondents,  rrepresenting  r9  rpercent  rwere  raged  r50  ryears  rand  rabove.  rThe  rresults  

rimplied  rthat  rthose  rwithin  r30  rto  r39  ryears  rwere  rmore  rfollowed  rby  r20  rto  r29  ryears,  

rby  r40  rto  r49  rand  rfinally,  rby  r50  ryears  rand  rabove.  rThis  rmeans  rmajority  rof  rthe  

rSSMEs  roperators  rare  rin  rtheir  ryouthful  ryears  rwhich  ris  rgood  rfor  rprivate  rsector  

rdevelopment  rand  rthe  rcountry  rat  rlarge. 

Table  r3:  rAge  rof  rRespondents 

Age  r Frequency  r Percentage  r 

20  rto  r29 48 31 

30  rto  r39 58 38 

40  rto  r49 34 22 

Above  r50 14 9 

Total 154 100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

Table  r4  ralso  rdescribes  rthe  reducational  rbackground  rof  rthe  rrespondents.  

rFrom  rTable  r4,  rit  rcan  rbe  rshown  rthat,  r51  rrespondents,  rrepresenting  r33  rpercent  rhad  

rtertiary  reducation  rmostly  ra  rBachelor’s  rDegree  rand  rHND.  rAlso,  r103  

rrespondents,  rrepresenting  r67  rpercent  rhad  rSecondary,  rBasic  rand  rsome  rform  rof  

rTechnical  reducation.  rRespondents  rwith  rsecondary  reducation  rhad  rthe  rhighest  

rfrequency  rwith  r71  rrespondents  rrepresenting  r46percent.  rThe  rresults  rimplied  rthat  

rmajority  rof  rthe  rrespondents  rare  rhighly  reducated  rwhich  rshows  rtheir  rfinancial  

rliteracy  rlevel  rfor  reffective  rworking  rcapital  rmanagement  rwithin  rthe  rrespective  

rSMEs.  r 
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Table  r4:  rLevel  rof  rEducation 

Category Frequency Percentage 

Tertiary  r(University  

rDegree) 

  r  r  r  r  r  r  r20   r  r  r  r  r  r  r13 

Tertiary  r(Others)   r  r  r  r  r  r  r31   r  r  r  r  r  r  r20 

Secondary   r  r  r  r  r  r  r71   r  r  r  r  r  r46 

Basic  rSchool   r  r  r  r  r  r  r18   r  r  r  r  r  r  r12 

Technical  rand  rOthers   r  r  r  r  r  r  r14   r  r  r  r  r  r  r  r  r9 

Total   r  r  r  r  r  r  r154   r  r  r  r  r  r100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

SMEs  rFeatures 

Table  r5  rpresents  rthe  rforms  rof  rbusiness  rengaged  rin  rby  rrespondents.  rFrom  

rthe  rresults,  rit  rcan  rbe  rrealized  rthat,  r108  rrespondents,  rrepresenting  r70  rpercent  

rhave  rtheir  rbusiness  rform  ras  rsole  rproprietorship  rand  renterprise  r(sole  

rproprietorship  rregistered  ras  renterprise).  rIn  raddition,  r31  rrespondents,  

rrepresenting  r20  rpercent  rhave  rtheir  rbusiness  rin  rthe  rform  rof  rcompany  rand  rwhile  

r15  rof  rthem,  rrepresenting  r10  rpercent  rhave  rtheir  rin  rthe  rform  rof  rpartnership.  rThe  

rimplication  ris  rthat,  rrespondents  roperating  rsole  rproprietorship  rand  renterprises  

rare  rmore  rcompared  rto  rthose  roperating  rcompany  rand  rpartnership. 

Table  r5:  rBusiness  rForm  r(SMEs) 

Form  rof  rBusiness Frequency Percentage 

Enterprise 42 27 

Sole  rProprietorship  r 66 43 

Partnership  r 15 10 

Company 31 20 

Total 154 100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 
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Table  r6  rdescribes  rthe  rbusiness  rtype  rof  rrespondents.  rAccording  rto  rTable  

r6  rrespondents’  rbusinesses  rrange  rrestaurants  rand  rbars(6  rpercent);  rretail  rand  

rwholesale  rof  rbuilding  rmaterials  r(7  rpercentage);  rgrocery  rshops  rand  

rsupermarkets  r(20  rpercent);  rauto  rmechanics,  rwelders  rand  rsprayers  r(10  rpercent);  

rblock  rmanufacturers  r(2  rpercent);  rbakeries  r(5  rpercent);  rboutique  

rshops(8percent);  rpharmacy  rand  rchemical  rsellers  rshops(14  rpercent);  rothers(28  

rpercent). 

Table  r6:  rType  rof  rSMEs  rBusiness 

Type  rof  rBusiness Frequency Percentage 

Restaurant  rand  rbars 9 6 

Building  rmaterials 11 7 

Groceries  rshops  rand  

rsupermarkets 

31 20 

Mechanics/welders/sprayers 15 10 

Block  rmanufactures 3 2 

Bakeries 8 5 

Boutiques 12 8 

Pharmacies/  rchemical  rsellers 22 14 

Others 43 28 

Total 154 100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

Table  r7  rshows  rthe  rnumber  ryears  rrespondents’  rbusiness  rhave  rbeen  rin  

rexistence.  rTable  r8  rindicates  rthat  r88  rpercent  rrepresenting  r135  rrespondents  

rbusiness  rhave  rbeen  rin  rexistence  rfor  rless  rthan  r15  ryears  rwhile  r12  rpercent  rhave  

rbeen  rin  rexistence  rfor  rover  r15  ryears.  r 
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Table  r7:  rNumber  rof  rYears  rin  rExistence 

Years Frequency Percentage 

0  rto  r5 32 21 

6  rto  r15 103 67 

Above  r15 19 12 

Total 154 100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

Table  r8  rshows  rthat  rall  rrespondents’  rbusinesses  rhave  rbeen  rregistered  

rwith  ran  rinstitution  rof  rgovernment.  r11  rpercent  rhave  rregistered  rwith  rthe  

rmunicipal  rassembly  ronly;  r36  rpercent  rwith  rNBSSI,  rMunicipal  rAssembly  rand  

rRegister  rGeneral;  r26  rpercent  rwith  rNBSSI  rand  rthe  rassembly;  r27  rpercent  rare  

rregistered  rwith  rthe  rmunicipal  rassembly  rand  rNBSSI.  rAlso  rtable  r4.7  rindicates  

rthat  rall  rrespondents  rbusinesses  rare  rregistered  rwith  rthe  rmunicipal  rassembly,  r73  

rpercent  rare  rregistered  rwith  rthe  rRegistrar  rGeneral  rand  r74  rpercent  rare  rregistered  

rwith  rthe  rNBSSI. 
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Table  r8:  rRegistration  rof  rBusiness 

Institutions Number  rof  rrespondents Percentage 

Local  rAssembly  ronly 17 11 

Registrar  rGeneral  ronly   

NBSSI  ronly   

Local  rAssembly  rand  

rRegistrar  rGeneral 

40 26 

Local  rassembly  rand  

rNBSSI 

42 27 

Local  rAssembly,  

rRegistrar  rGeneral  rand  

rNBSSI 

55 36 

Total 154 100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020)  r 

Working  rCapital  rManagement  rof  rSME  rOpreators 

This  rsection  rpresents  rresults  ron  rworking  rcapital  rmanagement  rbased  ron  

rthe  rstated  robjectives.  rThis  rindicates,  rfinancial  rrecord  rkeeping,  rforms  rfinancial  

rrecords,  rtraining  rand  rworkshop  ron  rfinancial  rmanagement,  rand  rcomputer  

rliteracy  rof  rthe  rrespondents  ras  rindicated  rin  rTable  r9.  rTable  r9  rshows  rthat  rSMEs  

rkeep  rfinancial  rrecords.  rAll  rthe  r154  rrespondents  raffirmed  rthat  rthe  rSMEs  rkeep  

rsome  rform  rof  rfinancial  rrecords.  rFrom  rTable  r9,  rit  rcan  rbe  rshown  rthat,  rthe  rform  rof  

rfinancial  rrecords  rdiffer  ramong  rthe  rSMEs.  rThus,  r31  rrespondents,  rrepresenting  

r20  rpercent  rstated  rthat  rtheir  rbusinesses  rkept  rrecords  rin  rthe  rform  rof  rfinancial  

rstatements,  r71  rrespondents,  rrepresenting  r46  rpercent  rkept  rrecords  rin  rthe  rform  rof  

rcash  rpayments  rand  rreceipts  rwhile  r34  rpercent  rrecorded  rfinancial  rtransactions  rin  
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rother  rforms.  rThis  rimplied  rthat  rmajority  rof  rthe  rrespondents  rwere  rfamiliar  rwith  

rcash  rpayment  rand  rreceipts  rrecord  rkeeping. 

Table  r9:  rFinancial  rRecord  rKeeping  rPractices  

Financial  rRecords  Frequency Percentage 

Financial  rRecord  

rKeeping 

Yes 

 

154 

 

100 

No 

Forms  rof  rFinancial  

rRecords 

Financial  rstatement 

Cash  rpayment  rand  

rreceipts 

Other  rform  rof  rfinancial  

rrecords 

Training  rand  rworkshop  

ron  rfinancial  

rmanagement 

Yes 

No 

Computer  rLiteracy 

Yes 

No 

0 

 

 

31 

71 

52 

 

 

24 

130 

 

78 

76 

0 

 

 

20 

46 

34 

 

 

16 

84 

 

51 

49 

Source:  rField  rData,  rAkuffo  rAddo  r(2020)  r 

In  raddition,  rfrom  rTable  r9  rabove,  r84  rpercent  rrepresenting  r130  rof  rthe  

rrespondents  rstated  rthat  rthey  rhave  rnot  rattended  rany  rworkshop  ron  rfinancial  

rmanagement  rand  rreporting  ras  rshown  rby  rtable  r4.10.  r16percent  rof  rthe  
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rrespondents  rstated  rthat  rthey  rhave  rreceived  rtraining  rand  ror  rattended  rworkshops  

ron  rfinancial  rmanagement  rand  rreporting.  rThe  rresults  rin  rTable  r12  rshow  rthat  r51  

rpercent  rrepresenting  r78  rrespondents  rare  rcomputer  rliterate  rwhile  r76  rof  rthem,  

rrepresenting  r49  rpercent  rdid  rnot  rknow  rhow  rto  ruse  rcomputers.  rThis  rimplied  rthat  

rmajority  rof  rthe  rrespondents  rare  rcomputer  rliterate  rwhich  ris  ran  rimpetus  rfor  rtheir  

rgrowth.  rFinally,  rTable  r9  rindicates  rthat  r36  rpercent  rof  rrespondents  ruse  rcomputers  

rin  rrecording  rfinancial  rtransactions  rwhile  r99  rof  rthem  rrepresenting  r64  rpercent  rdo  

rnot  ruse  rcomputers  rin  rrecording  rtheir  rfinancial  rtransactions.  rThese  rresults  rare  rin  

rline  rwith  rthe  rfindings  rby  rAhmed  r(2013)  rand  rFaden  r(2014). 

Cash  rManagement  rPractices  rof  rSME  rOperators 

This  rsection  rpresents  rthe  rcash  rmanagement  rpractices  rof  rthe  rSMEs  

roperators  rwhich  ris  rin  rline  rwith  rthe  rstated  robjectives.  rTable  r10  rindicates  rthat  rall  

rSMEs  rhave  rbank  raccounts  ras  r100  rpercent  rof  rrespondents  raffirmed.  rThe  rresults  

rare  rin  rline  rstudies  rby  rAgyemang  rand  rAsiedu  r(2013)  rand  rAzam  r(2011). 
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Table  r10:  rCash  rManagement  rPractices  rof  rSME  rOperators 

Bank  raccounts Number  rof  rrespondents Percentage 

Bank  rAccounts  rof  

rSMEs  rOperators 

Yes 

 

154 

 

100 

No 

Business  rand  rOwner’s  

rBank  rAccounts 

Yes 

No 

Criteria  rfor  rselecting  

rBanks 

Easy  raccess  rto  rloans 

High  rinterest  ron  rsavings  

rand  rdeposits 

Proximity  rto  rbank 

Bank  rreputation 

- 

 

 

97 

57 

 

 

28 

 

37 

20 

69 

 

 

 

63 

37 

 

 

18 

 

24 

13 

45 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

From  rTable  r10,  rit  rcan  rbe  rseen  rthat,  ron  rthe  rcriteria  rSMEs  ruse  rto  rselect  

rbanks,  rthe  rresults  rindicates  rthat  rbank  rreputation  ris  rmore  rimportant  rthus  r45  

rpercent  rof  rrespondent  raffirmed  rthis.  rHigh  rinterest  ron  rdeposits,  reasy  raccess  rto  

rloans  rand  rproximity  rto  rbank  rfollow  rin  rthat  rorder 

From  rTable  r11,  r60  rrespondents,  rrepresenting  r39  rpercent  rof  rSMEs  rhave  

rbank  rcash  rreceipts  rweekly,  r25  rpercent  ras  rmany  rtimes  ras  rneeded,  r15  rpercent  

rmonthly,  r14  rpercent  rdaily  rand  r6  rpercent  revery  rtwo  rweeks.  rThe  rresults  rare  rline  

rwith  rstudies  rby  rMuhammad  r(2012)  rand  rAhmed  r(2013)  rwho  rconcluded  rthat  

rsetting  rcriteria  rmust  rbe  rfollowed  rby  rSMEs  rin  rselecting  rbank  raccounts. 
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Table  r11:  rBanking  rCash  rReceipts  rand  rReconciliation  rby  rSMEs 

Frequency  rof  rbanking  rcash  rreceipts Frequency Percentages 

Banking  rCash  rReceipts 

Daily 

  r  r  r  r  r 

  r  r  r  r  r22 

  r  r  r  r  r  r 

  r  r  r  r  r  r14 

Weekly   r  r  r  r  r60   r  r  r  r  r  r39 

Fortnightly   r  r  r  r10   r  r  r  r  r  r  r6 

Monthly   r  r  r  r23   r  r  r  r  r  r  r15 

As  rmany  rtimes  ras  rneeded 

Bank  rReconciliation  rby  rSMEs 

Yes 

No 

  r  r  r  r39 

 

  r  r  r  r59 

  r  r  r  r95  r  r  r  r  r  r  r  r  r  r  r  r  r  

r  r  r  r  r  r  r  r  r 

  r  r  r  r  r  r  r25 

 

  r  r  r  r  r  r38 

  r  r  r  r  r  r62 

Source:  rField  rData,  rAkuffo  rAddo  r(2020)   

 Table  r11  ralso  rpresents  rthe  rresults  rof  rthe  rbank  rreconciliation  rundertaken  

rby  rSMEs.  rThe  rquestion  rdemanded  ryes  ror  rno  rresponses.  rThe  rresults  rindicate  rthat  

r59  rrespondents,  rrepresenting  r38  rpercent  rreconcile  rcash  rbalances  rwith  rbank  

rstatement  rbalances  rin  rtheir  roperations  rwhile  r95  rof  rthem  rrepresenting  r62  rpercent  

rdo  rnot.  r  r  r  rThis  ralso  rconfirmed  rwhat  rfound  rby  rMathur  r(2003). 

Table  r12  rshows  rthat  rthe  rbank  rreconciliations  rare  rmostly  rdone  ron  ra  

rmonthly  rbasis  rby  rSMEs.  rThus,  r49  rof  rthe  rrespondents  rrepresenting  r83  rpercent  rof  

rthe  rrespondents  raffirmed.  r17  rpercent  rof  rrespondent  rindicated  rthat  rbank  

rreconciliations  rare  rdone  ras  rand  rwhen  rthe  rneed  rarises.  rPart  rSökmen  rand  rÇetenak  

r(2008)  ralso  rfound  rthat  ra  rlot  rof  rSME  roperators  rreconcile  rtheir  rbanks  ron  rmonthly  

rbasis  rwhich  rconfirmed  rthe  rresults  rof  rthis  rstudy.  r 

 

 

 

  

© University of Cape Coast     https://erl.ucc.edu.gh/jspui

Digitized by Sam Jonah Library



59 
 

Table  r12:  rFrequency  rof  rBank  rreconciliation  rand  rCash  rBudget  rPreparation  

rby  rSMEs 

Frequency  rof  rbank  rreconciliation Frequency Percentage 

Frequency  rof  rBank  

rreconciliation  rby  rSMEs 

Weekly 

 

  r- 

 

Monthly   r49 83 

Yearly -  

As  rand  rwhen 

Cash  rBudget  rPreparation  rby  

rSMEs 

Yes 

No 

10 

 

 

71 

 

83 

17 

 

 

46 

 

54 

Total 59 100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

Table  r12  ralso  rindicates  rthat  r83  rof  rthe  rrespondents,  rrepresenting  r54  

rpercent  roperating  rSMEs  rdo  rnot  rprepare  rcash  rbudget  rwhereas  r71  rof  rthem  

rrepresenting  r46  rpercent  rprepare  rcash  rbudget.  rThe  rresults  rare  rline  rwith  ra  rstudy  

rby  rTufail  r(2013). 

Table  r13  rshows  rthat  r49  rrespondents,  rrepresenting  r32  rpercent  rspend  

raccording  rto  rtheir  rcash  rbudget  rwhile  r105  rof  rthem,  rrepresenting  r68  rpercent  

rrepresenting  rdo  rnot  ralways  rspend  raccording  rto  rtheir  rcash  rbudget. 
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Table  r13:  rPlanned  rSpending  rbased  ron  rBudget  rand  rCash  rBudget  rReview 

Planned  rspending Frequency Percentage 

Planned  rSpending  

rbased  ron  rBudget 

Always 

 

49 

 

32 

Sometimes 105 68 

Not  rat  rall 

Cash  rBudget  rReview 

4  rtimes 

2  rtimes 

Once 

Never 

- 

 

 

4 

 

7 

 

33 

 

110 

- 

 

 

3 

 

5 

 

21 

 

71 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

Further,  rTable  r13  rshows  rthat  r29  rpercent  rreview  rtheir  rcash  rbudget  rthus  r3  

rpercent  r4  rtimes,  r5  rpercent  r2  rtimes  rand  r21  rpercent  rones  rin  ra  ryear.  r71  rpercent  

rrepresenting  r110  rrespondent  rdo  rnot  rreview  rtheir  rbudget. 

Table  r14  rpresents  rthe  rresults  rof  rthe  rmotives  rfor  rSMEs  rto  rhold  rmoney  

rand  rcash  rshortage  rexperienced  rby  rSMEs.  rFrom  rthe  rresults,  rit  rcan  rbe  rseen  rthat,  

rthe  rmain  rmotive  rof  rSMEs  rkeeping  rcash  ris  rfor  rtransaction  rthus  r74  rpercent  

rrepresenting  r114  rrespondents.  rKeeping  rcash  rfor  rinvestment  rpurposes  ris  rthe  rnext  

rimportant  rmotive  rfor  rholding  rcash  rby  rSMEs,  r20  rpercent  rof  rrespondent  ragreed  rto  

rthis.  rThis  rfinding  ris  rin  rline  rwith  rthat  rof  rOgundipe,  rOgundipe  rand  rAjao  r(2012). 
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Table  r14:  rMotives  rof  rHolding  rCash  rby  rSMEs 

Motives  r Frequency Percentage 

Motives  rof  rHolding  

rCash 

Transaction  rmotive 

 

114 

 

74 

Speculative  rmotive 9 6 

Investment  rmotive 

Cash  rShortages 

Yes 

No 

31 

 

 

129 

 

25 

20 

 

 

84 

 

16 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

The  rresults  rin  rTable  r14  rindicate  rthat  rmost  rSMEs  rexperience  rcash  

rshortages,  rthus,  r84  rpercent  rrepresenting  r129  rrespondents  rwhereas  r25  rpercent  rof  

rthe  rrespondents  rindicated  rtheir  rSMEs  rdo  rnot  rexperience  rcash  rshortages.  rThis  

rimplied  rthat  rmajority  rbof  rthe  rSMEs  roperating  rdo  rexperience  rshortages  rof  rcash.

  

In  rdealing  rwith  rcash  rshortages,  rTable  r15  rpresents  rthe  rresults.  rIn  rTable  

r15,  rit  rcan  rbe  rseen  rthat  rshows  rthat  rSMEs  rovercome  rcash  rshortages  rby  rborrowing  

rfrom  rnon-banking  rfinancial  rservices  rproviders  r(42  rpercent),  rborrowing  rfrom  

rfriends  rand  rrelatives  r(23  rpercent)  rand  rborrowing  rfrom  rbanks  r(20  rpercent).  

rHowever,  r15  rpercent  rwait  rtill  rtheir  rbusinesses  rgenerate  rcash  rthrough  rsales. 

 

 

 

 

 

Table  r15:  rDealing  rwith  rCash  rShortages  rby  rSMEs 
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Response Frequency Percentage 

Borrowing  rfrom  rbankers 26 20 

Borrowing  rfrom  rfriends  

rand  rfamily 

30 23 

Financial  rservice  

rproviders 

54 42 

Wait  rtill  rthe  rbusiness  

rgenerate  rcash  rthrough  

rsales 

19 15 

Total 129 100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

Table  r16  rindicates  rthat  r83  rrespondents,  rrepresenting  r54  rpercent  rinvest  

rback  rsurpluses  rinto  rtheir  rbusiness,  r28  rpercent  rdeposit  rinto  rtheir  rbank  raccounts  

rwhile  r18  rpercent  rinvest  rin  rgovernment  rtreasury  rbills  rthrough  rtheir  rbankers. 

Table  r16:  rDealing  rwith  rCash  rSurplus  rby  rSMEs 

Response  r Number  rof  rrespondents Percentage 

Invest  rin  rtreasury  rbills 28 18 

Deposit  rin  raccounts 43 28 

Invest  rin  rbusiness 83 54 

Total 154 100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

Receivable  rManagement  rPractices  rof  rSME  rOperators 

This  rsection  rdeals  rwith  rcash  rreceivable  rmanagement  rpractices  rof  rthe  

rrespondents  rwhich  raddressed  rthe  robjectives  rstated.  rThe  rresults  rin  rTable  r17  

rreveal  rthat  r90  rpercent  rof  rSMEs  rrepresenting  r139  rrespondents  rsell  ron  rcredit  rout  
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rof  rthe  r154.  r15  rrespondents  rrepresenting  r10  rpercent  rof  rSMEs  rsell  ronly  ron  rcash  

rbasis.  r  rThe  rresults  rare  rin  rline  rwith  rthe  rstudy  rby  rShim  rand  rSiegel  r(2000). 

Table  r17:  rReceivable  rManagement  rPractices  rby  rSMEs 

Response Frequency  r Percentage 

Credit  rSales  r 

Yes 

 

139 

 

90 

No 

Percentage  rof  rSale  ron  

rCredit 

1  rto  r20 

21  rto  r40 

41  rto  r60 

Above  r60 

Credit  rPolicy 

Yes 

No 

Credit  rPolicy  rwhen  

rExtending  rCredit 

Always 

Sometimes 

Never 

15 

 

 

 

128 

 

10 

 

1 

 

- 

 

 

 

49 

 

90 

 

 

 

 

33 

 

16 

- 

10 

 

 

 

92 

 

7 

 

1 

 

- 

 

 

 

35 

 

65 

 

 

 

 

67 

 

33 

- 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

Table  r17  ralso  rshows  rthat  r128  rrespondents,  rrepresenting  r92  rpercent  rwho  

rsell  ron  rcredit  rhave  rless  rthan  r21  rpercent  rof  rtotal  rsales  ras  rcredit  rwhile  r10  rof  rthem,  

rrepresenting  r7  rpercent  rindicated  rthat  rtheir  rSMEs  rsell  rabout  r21  rto  r40percent  rof  

rtheir  rtotal  rsales  ras  rcredit. 
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Table  r17  ralso  rindicates  rthat  r90  rof  rthe  rrespondents,  rrepresenting  r65  

rpercent  rindicated  rthat  rtheir  rSMEs  rdo  rnot  rhave  ran  restablished  rcredit  rpolicy  rwith  

rwhich  rto  rfollow  rin  rgranting  rcredit  rto  rcustomers  rwhile  r49  rof  rthem  rrepresenting  

r35  rpercent  rof  rSMEs  roperators  rwho  rsell  ron  rcredit  rhave  ran  restablished  rcredit  

rpolicy.  rThis  ris  rin  rline  rwith  rthe  rfindings  rby  rAshvinkumar  r(2009).  rThe  rresults  rin  

rTable  r17  rshow  rthat  r67  rpercent  rof  rSMEs  rwith  ra  rcredit  rpolicy  ralways  rfollow  rthe  

rpolicy  rwhen  rextending  rcredit  rto  rcustomers.  rAlso,  r33  rpercent  rof  rrespondents  

rindicated  rthat  rSMEs  rdo  rnot  ralways  rfollow  rtheir  restablish  rcredit  rpolicy  rin  rgrant  

rcredit  rto  rcustomers.  rTable  r18  rreveals  rthat  rthe  rmain  rcriteria  rby  rwhich  rcredit  ris  

rextended  rto  rcustomers  rby  rSMEs  rin  rorder  rof  rimportance  rare;  rcustomers’  rability  

rto  rpay  r(45  rpercent);  rrelationship  rwith  rcustomer  r(28  rpercent);  rprevious  rrecords  

rof  rcustomer  r(27  rpercent). 
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Table  r18:  rBasis  rfor  rSMEs  rExtending  rCredit,  rBad  rDebt  rand  rReceivable  

rAging  rSchedule 

Response Frequency Percentage 

Basis  rfor  rSMEs  

rExtending  rCredit 

Customers’  rability  rto  rpay 

 

62 

 

45 

Relationship  rwith  rcustomer 39 28 

Previous  rrecords  rof  

rcustomer 

 

38 

 

27 

Others 

Dab  rDebt  rReceivable  r 

Yes 

No 

Receivable  rAging  

rSchedule 

Yes   r  r  r  r  r  r  r  r  r  r  r11 

No 128 

- 

 

 

139 

 

- 

- 

 

 

100 

 

- 

 

 

 

 

  r  r8 

 

  r  r92 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

Table  r18  ralso  rreveals  rthat  rSMEs  rwho  rsell  ron  rcredit  rare  runable  rto  rcollect  

rsome  rof  rtheir  rdebt.  rThis  ris  rindicated  rby  rthe  r100  rpercent  rresponse  rof  rthe  

rrespondents.  rThe  rresults  rin  rTable  r18  rindicate  rthat  rfor  rSMEs  rwho  rsell  ron  rcredit  

ronly  r8  rpercent  rprepare  rreceivables  raging  rschedule.  r92  rpercent  rof  rrespondents  

rindicate  rSMEs  rdo  rnot  rprepare  rreceivables  raging  rschedule. 

It  rcan  rbe  rseen  rfrom  rTable  r19  rthat  r71  rrespondents,  rrepresenting  r51  

rpercent  rof  rSMEs  rwho  rsell  ron  rcredits  rextend  rcredit  rto  ra  rperiod  rof  r1  rmonth,  r43  

rrespondents,  rrepresenting  r31  rpercent  rgive  r3  rmonths  rcredit  rperiod,  rand  r19  
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rrespondents,  rrepresenting  r14  rpercent  rextend  rcredit  rfor  r6  rmonth  rand  rfinally,  r6  

rrespondents,  rrepresenting  r4  rpercent  rgive  rmore  rthan  r6  rmonths  rcredit  rperiod. 

Table  r19:  rCredit  rPeriod  rGranted  rby  rSMEs 

Credit  rperiod Frequency Percentage 

One  rmonth 71 51 

Three  rmonths 43 31 

Six  rmonths 19 14 

Over  rsix  rmonths 6 4 

Total  139 100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

The  rresults  rin  rTable  r20  rreveal  rthat  rin  rorder  rof  rimportance  rthe  rmain  rdebt  

rcollection  rstrategies  rpreferred  rby  rSMEs  rare;  rfollow  rup  rcalls  r(58  rpercent);  rthreat  

rof  rcourt  raction  r(27  rpercent)  rand  rcourt  raction  r(15  rpercent).  r 

Table  r20:  rDebt  rCollection  rStrategy  rby  rSMEs 

Response  r Frequency Percentage 

Follow  rup  rcalls 81 58 

Threats  rto  ruse  rcourt  

raction 

37 27 

Debt  rcollection  ragency   

Court  raction 21 15 

Total  139 100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

Inventory  rManagement  rPractices  rof  rSME  rOperators 

This  rsection  rpresents  rresults  rrelating  rto  rinventory  rmanagement  rpractices  

rwhich  raddressed  rthe  robjective  rfour  rof  rthe  rstudy.  rTable  r21  rshows  rthat  r73  rpercent  

rrepresenting  r112  rrespondents  rindicated  rthat  rSMEs  rdo  rnot  rfollow  rany  rspecific  

rinventory  rmanagement  rpractice,  r22  rpercent  rfollow  ra  rspecific  rrule  rof  rthumb  rand  
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r5  rpercent  rfollow  rinventory  rmanagement  rpractice  rof  ralways  rbetter  rcontrol.  rThe  

rresults  rare  rin  rline  rwith  rstudies  rby  rPobosky  r(1992),  rAkindipe  r(2014)  rand  rChan  

rand  rWang  r(2014).  r 

Table  r21:  rInventory  rManagement  rPractice  rfollowed  rby  rSMEs 

Response Frequency Percentage 

No  rpractice   r  r  r  r  r  r112 73 

Rule  rof  rthumb   r  r  r  r  r  r  r34 22 

Economic  rorder  rquantity   

Always  rbetter  rcontrol   r  r  r  r  r  r  r  r8 5 

Just  rin  rtime   

Computerized  rinventory  

rmanagement 

  

Total 154 100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

According  rto  rTable  r22,  r60  rpercent  rof  rSMEs  rkeep  rinventory  rat  rtheir  

rbusiness  rpremises,  r28  rpercent  rkeep  rinventory  rat  rwarehouses  rowned  rby  rthe  

rSMEs  rthemselves  rand  r12  rpercent  rkeep  rinventory  rat  rpublic  rwarehouses. 

Table  r22:  rKeeping  rof  rInventory  rby  rSMEs 

Response Frequency Percentage 

Business  rpremises 92 60 

Own  rwarehouse 43 28 

Public  rwarehouse 19 12 

Total 154 100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

The  rresults  rin  rTable  r23  rshow  rthat  rin  rorder  rof  rimportance  rthe  rlevels  rof  

rinventory  rare  rinfluenced  rby  ravailability  rof  rfunds  rto  rbuy  rinventory  raccording  rto  
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r35  rpercent  rof  rrespondents.  rAdditionally,  r29  rpercent  rof  rrespondents  rsuggest  rthat  

rprevious  rexperience  ris  rthe  rmost  rimportant  rfactor  rin  rdetermining  rinventory  

rlevels.  rHowever,  r22  rpercent  rof  rrespondent  rfeel  rthat  rSMEs  rfollow  rrule  rof  rthumb  

rin  rdetermining  rinventory  rlevels.  rthese  rresults  rconfirm  ra  rstudy  rby  rSharif  r(2011). 

Table  r23:  rDetermination  rof  rInventory  rLevels  rby  rSMEs 

Determinants Frequency Percentage 

Rule  rof  rthump 34 22 

Previous  rexperience 45 29 

Seasonal  rchanges 21 14 

Availability  rof  rfunds  rto  

rbuy  rinventory 

54 35 

Others   

Total 154 100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

The  rresults  rin  rTable  r24  rshow  rthat  r105  rrespondents,  rrepresenting  r68  

rpercent  rreview  rtheir  rinventory  rlevels  rwhereas  r32  rpercent  rof  rSMEs  rdo  rnot  

rreview  rinventory  rlevels.  r 
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Table  r24:  rReviewing  rInventory  rLevels,  rStrategies  rfor  rmanaging  rInventory  

rshortages  rand  rStock  rTaking  rby  rSMEs 

Response Frequency Percentage 

Inventory  rLevels 

Yes 

 

105 

 

68 

No 

Strategies 

Panic  rpurchases 

Customer  rreferrals 

Follow  rnormal  

rprocurement  rpractice 

Stock  rTaking 

Yes 

No 

49 

 

 

26 

 

49 

 

 

 

79 

 

 

 

154 

 

- 

32 

 

 

16 

 

32 

 

 

 

52 

 

 

 

100 

 

- 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

Table  r24  rindicates  rthat  rin  rorder  rof  rimportance,  r79  rrespondents,  

rrepresenting  r52  rpercent  rjust  rfollow  rtheir  rnormal  rprocurement  rprocess,  rwhile  r49  

rrespondents,  rrepresenting  r32percent  rpurchase  rfrom  rcompetitors  rto  rsupplier  

rcustomers,  rand  rfinally  r26  rrespondents,  rrepresenting  r16  rpercent  rmake  rpanic  

rpurchases.  rThe  rresults  rin  rTable  r24  ralso  rreveal  rthat  rSMEs  rtake  rstock  rduring  rthe  

ryear  ras  r100  rpercent  rof  rrespondent  rindicated. 

Table  r25  rreveals  rthat  r57  rpercent  rof  rSMEs  rtake  rstock  ras  rand  rwhen  

rnecessary  rwhile  r35  rpercent  rdo  rcontinuous  rstock  rtaking  rand  r8  rpercent  rof  rSMEs  

rdo  rperiodic  rstock  rtaking. 
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Table  r25:  rType  rof  rStock  rTaking  rby  rSMEs 

Type  rof  rstock  rcount Frequency Percentage 

Periodic 12 8 

Continuous 54 35 

As  rand  rwhen  rnecessary 88 57 

Total 154 100 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

Payables  rManagement  rPractices  rof  rSME  rOperators 

This  rsection  rpresents  rthe  rresults  rof  rthe  rlast  robjective  rrelating  rto  raccount  

rpayable  rmanagement  rpractices.  rThe  rresults  rin  rTables  r26  rand  r44  rdeal  rwith  

rsupplier  rselection,  rcash  rpurchases  rand  rthe  rextent  rof  rcredit  rperiod  rgranted  rby  

rsuppliers.  rThe  rresults  rin  rTable  r26  rindicate  rthat  rin  rorder  rof  rimportance  r96  

rrespondents,  rrepresenting  r62  rpercent  rof  rSMEs  rbelieve  rthat  rcost  rof  rsupplies  ris  

rthe  rmajor  rdeterminant  rin  rselecting  rsuppliers  rwhile  rreliability  rof  rsuppliers  rand  

rproximity  rof  rsuppliers  rare  r23  rand  r15  rpercent  rrespectively.  rThe  rfindings  rare  rin  

rline  rthat  rof  rPandey  r(2004)  rand  rWetson  rand  rCopeland  r(2008).  rTable  r26  ralso  

rindicates  rthat  r136  rrespondents,  rrepresenting  r88  rpercent  rdo  rnot  ronly  rpurchase  rin  

rcash  rwhereas  r18  rrespondents,  rrepresenting  r12  rpercent  rindicated  rthat  rtheir  rSMEs  

rdo  rcash  rpurchases  ronly.  rFinally,  rTable  r26  rreveals  rthat  r77  rpercent  rof  rSMEs  rtake  

rbetween  r1  rto  r3  rmonths  rto  rpay  rcreditors  rand  r23  rpercent  rtake  rover  rthree  rmonths  rto  

rpay  rsuppliers. 
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Table  r26:  rSupplier  rSelection,  rCash  rPurchases  rand  rPeriod  rto  rpay  rSuppliers 

Response Frequency Percentage 

Supplier  rSelection 

Proximity  rof  rsuppliers  rto  

rbusiness 

 

 

23 

 

 

15 

Cost  rof  rsupplies 96 62 

Reliability  rof  rsupplier 

Cash  rPurchases 

Yes 

No 

Period  rto  rPay  

rSuppliers 

One  rmonth 

Three  rmonth 

Over  rthree  rmonth 

35 

 

 

18 

 

136 

 

 

 

69 

 

49 

 

35 

23 

 

 

12 

 

88 

 

 

 

45 

 

32 

 

23 

Source:  rField  rData,  rAkuffo  rAddo  r(2020) 

Chapter  rSummary 

This  rchapter  rhas  rfocused  ron  rthe  rpresentation  rand  rthe  rdiscussion  rof  rthe  

rresults  rof  rthe  rstudy  rusing  rdescriptive  rstatistics.  rThe  rchapter  rhas  rindicated  rsome  

rof  rthe  rmethods  rused  rby  rSMEs  rfor  rkeeping  rrecords.  rAlso,  rsome  rof  rthe  rstrategies  

rSMEs  ruse  rin  rthe  rorganisation  rof  raccounts  rreceivables  rhave  rbeen  rdiscussed  ras  

rwell  ras  rpresentation  ron  rthe  rinventory  rmanagement  rsystem  rof  rSMEs  rwith  

rrespect  rworking  rcapital  rmanagement.  rAdditionally,  rcredit  rmanagement  

rmechanisms  rbeing  rused  rby  rSMEs  rin  rtheir  rvarious  roperations  rwere  rindicated.  

rThe  rresults  rwere  rpresents  rusing  rgraphs  rand  rtables. 
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CHAPTER  rFIVE 

SUMMARY,  rCONCLUSIONS,  rAND  rRECOMMENDATIONS 

Introduction 

This  rchapter  ris  rgenerally  rabout  rthe  rsummary  rof  rfindings  rand  

rconclusions  rof  rthe  rstudy.  r  rThus,  rthe  rchapter  rpresents  rthe  rsummary,  rconclusions  

rand  rrecommendations  rof  rthe  rresearch.  rThe  rsummary  rhighlights  rthe  rsalient  

rfindings  rper  rthe  rspecific  robjectives.  rConclusions  rand  rrecommendations  rwere  

rdrawn  rbased  ron  rthe  rsummary  rof  rthe  rfindings.  rThe  rchapter  ralso  rpresents  

rsuggestions  rfor  rfurther  rresearch. 

Summary  r 

According  rto  rthe  rstudy,  rfew  rSMEs  rare  rregistered  ras  rcompanies  rand  

rpartnerships.  rHowever,  rthe  rsignificant  rmajority  rof  rSMEs  rare  rregistered  ras  rsole  

rproprietorships  rand  renterprises.  rThe  rstudy  ralso  restablishes  rthat  rSMEs  

rbusinesses  rranges  rrestaurants  rand  rbars;  rtraders  rin  rbuilding  rmaterials  rand  

rgroceries;  rpharmacies  rand  rchemical  rsellers;  rboutique  rshops;  rmechanics  rand  

rother  rartisanal  rbusinesses.  rThe  rstudy  rrevealed  rthat  rvery  rfew  rSMEs  rsurvives  

rbeyond  r15  ryears.  rBusiness  rowners  rchange  rbusinesses  ror  rdiscard  rto  rpursue  rother  

rinterest.  rThe  rstudy  ralso  rrevealed  rthat  rSMEs  rsignificant  rmajority  rkeep  rsome  

rform  rof  rfinancial  rrecords  respecially  rcash  rreceipts  rand  rvery  rfew  rof  rthem  rprepare  

rfinancial  rstatements.  rThe  rstudy  rfurther  rindicates  rthat  rmajority  rof  rthe  rSMEs  

rstaffs  rresponsible  rfor  rfinancial  rmanagement  rand  rreporting  rdoes  rnot  rhave  

rfinancial  rmanagement  rand  rreporting  rtraining.  rThe  rstudy  rfurther  rrevealed  rthat  

reven  rthough  ra  rlittle  rover  rhalf  rof  rSMEs  rstaffs  rresponsible  rfor  rfinancial  

rmanagement  rand  rreporting  rare  rcomputer  rliterates,  ra  rsignificant  rmajority  rof  

rthem  rdo  rnot  ruse  rcomputers  rin  rfinancial  rtransactions. 
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Moreover,  rthe  rstudy  rall  rSMEs  roperates  rbank  raccounts  rbut  ra  rsignificant  

rmajority  rof  rthem  rdo  rnot  roperate  rbank  raccounts  rwhich  rare  rseparate  rfrom  rtheir  

rowners’.  rIt  rimmerged  rfrom  rthe  rstudy  rthat  rthe  rmost  rimportant  rcriteria  rthat  rSMEs  

roperators  ruse  rin  rselecting  rthe  rbanks  rto  rdeal  rwith  ris  rthe  rreputation  rof  rthe  rbank.  

rOther  rcriteria  rthey  ruse,  rin  rorder  rof  rimportant  rare  raccess  rto  rloan  rfacilities,  

rinterest  ron  rsavings  rand  rdeposits.  rThus,  rSMEs  rmostly  rbank  rcash  rreceipts  rdaily  

rand  rweekly  rwhen  rcash  ris  rreceived. 

In  raddition,  rthe  rstudy  rshowed  rthat  ra  rsignificant  rmajority  rof  rSMEs  rdo  rnot  

rreconcile  rtheir  rbank  rstatement  rbalances  rto  rtheir  rcash  rbook  rbalances  rand  rthe  rfew  

rof  rthem  rwho  rprepare  rsuch  rreconciliations  rmostly  rdo  rit  ron  ra  rmonthly  rbasis.  

rFurthermore,  ra  rlittle  rover  rhalf  rof  rthem  rdo  rnot  rprepare  rbank  rcash  rbudget  rand  rout  

rof  rthose  rwho  rprepare  rcash  rbudgets  rless  rthan  rhalf  rspend  raccording  rto  rthe  rbudgets  

ralways.  rAlso,  rmajority  rof  rthem  rdo  rnot  rreview  rtheir  rbudget  rwithin  rthe  ryear.  rIt  

rwas  rdisclosed  rthat  ra  rsignificant  rmajority  rof  rSMEs  rhold  rcash  rfor  rtransaction  

rmotive.  r 

Additionally,  rthe  rpreferred  rstrategies  rSMEs  ruse  rto  rdeal  rwith  rcash  

rshortage  rthrough  rborrowing  rfrom  rfamily  rand  rfriends,  rtheir  rbankers  rand  rnon-

banking  rfinancial  rservice  rproviders.  rHowever,  rit  ris  rworth  rmentioning  rthat  rsome  

rof  rthem  reven  rthough  ra  rfew  rwait  rtill  rthe  rbusiness  rgenerate  renough  rcash  rthrough  

rsales  rto  rmeet  rcash  rshortages.  rOn  rcash  rsurpluses,  ra  rlittle  rover  rhalf  rof  rSMEs  

rinvest  rin  rtheir  rbusinesses  rwith  rthe  rcash  rsurpluses  rwhiles  rthe  rremaining  rbased  ron  

rthe  rfindings  rput  rcash  rsurpluses  rin  rdeposit  raccounts  rwith  rbanks  rand  rsavings  rand  

rloans  rinstitutions,  rothers  rinvest  rin  rgovernment  rtreasury  rbills. 

The  rstudy  rindicates  rthat  rall  rSMEs  rtrade  ron  rcredit  rand  rthe  rvolume  rof  

rcredit  rtrade  rfor  ra  rsignificant  rmajority  rof  rthem  rare  rbelow  r20  rpercent.  rMost  rof  
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rthem  rtoo  rdo  rnot  rhave  ran  restablished  rcredit  rpolicy.  rThe  rfew  rones  rwho  roperate  ran  

restablished  rcredit  rpolicy  rmostly  rfollow  rthe  rpolicy  rin  rextending  rcredit  rto  rtheir  

rcustomers.  rThe  rbases  ron  rwhich  rSMEs  rextend  rcredit  rto  rclients,  rin  rorder  rof  

rimportant,  rare  rclients’  rability  rto  rpay  rwhen  rdue;  rprevious  rtransaction  rrecords  rand  

rtheir  rrelationship  rwith  rclients.  rFurther,  rthe  rstudy  rrevealed  rthat  ronly  r20  rpercent  

ror  rless  rof  rall  rcredit  rsales  rgo  rbad.  rOverwhelming  rnumber  rof  rthem  rdo  rnot  rprepare  

rreceivables  rageing  rschedule  raccording  rto  rthe  rstudy  rand  rmajority  rof  rthem  ralso  

rgrant  rcredit  rto  ra  rperiod  rof  r6  rmonth  ror  rless.  rThe  rpreferred  rstrategy  rSMEs  ruse  rin  

rcollection  rof  rdebt  ris  rfollow  rup  rcalls,  rfollowed  rby  rthreat  rof  rcourt  raction  rand  rthen  

rcourt  raction.  rThe  rstudy  rindicates  rthat  rsignificant  rmajority  rof  rSMEs  rdo  rnot  

rfollow  rany  restablished  rinventory  rmanagement  rpractices  rwith  rfew  rthem  

rhowever  ruse  rthe  rrule  rof  rthumb  rand  ralways  rbetter  rcontrol  rinventory  rmanagement  

rpractice.  rSome  rmostly  rkeep  rtheir  rinventory  rat  rtheir  rbusiness  rpremises. 

Based  ron  rthe  rfourth  robjective,  rit  rwas  rrevealed  rthat  rSMEs  rdetermine  rtheir  

rinventory  rlevels  rmostly  rby  rprevious  rexperience  rand  rthe  ravailability  rof  rfunds  rto  

rbuy  rinventory.  rThe  rstudy  ralso  rshowed  rthat  rthe  rowners  rand/or  rmanagers  rof  

rSMEs  rauthorize  rand  rapprove  rpurchases.  rThe  rstudy  rfurther  rdisclosed  rthat  

rmajority  rof  rSMEs  rdeal  rwith  rinventory  rshortages  rby  rfollowing  rtheir  rnormal  

rprocurement  rprocedures  rwhile  ra  rsignificant  rnumber  rrefer  rcustomers  rto  

rcompetitors  rwhen  rthere  rare  rshortages.  rThe  rstudy  ralso  rindicated  rthat  rSMEs  rdo  ra  

rstock  rcount  rat  rleast  rones  rin  revery  ryear,  rhowever  rmajority  rof  rthem  ronly  rtake  

rstock  rwhen  rthe  rmanagers  ror  rowners  rdeem  rit  rnecessary.  r 

Finally,  rthe  rstudy  rrevealed  rthat  rsignificant  rmajority  rof  rSMEs  rpurchase  

ron  rcredit.  rThe  rmost  rimportant  rcriteria  rused  rby  rSMEs  rto  rselect  rsuppliers  rare  rthe  

rcost  rof  rsupplies  rfollowed  rby  rthe  rreliability  rof  rthe  rsuppliers  rand  rthen  rthe  
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rproximity  rof  rthe  rsupplier  rto  rthe  rSMEs.  rThe  rstudy  rfurther  rrevealed  rthat  rSMEs  

rare  rmostly  rgiven  rpayment  rperiod  rof  r3  rmonths  ror  rless. 

Conclusions 

Based  ron  rthe  rfindings  rof  rthe  rstudy,  rthe  rfollowing  rconclusions  rare  rdrawn.  

rThe  rpersonnel  rresponsible  rfor  rthe  rmanagement  rof  rworking  rcapital  rin  rSMEs  rlack  

rcapacity  rin  rterms  rof  rfinancial  rmanagement  rand  rreporting  ras  ra  rresult,  rfinancial  

rrecords  rare  rnot  rkept  rin  rits  rproper  rform.  rMoreover,  rSMEs  rdo  rnot  rfollow  ra  

rformalize  rworking  rcapital  rpolicy  r(cash  rmanagement,  rinventory  rmanagement,  

rreceivable  rmanagement  rand  rpayables  rmanagement)  rand  rtherefore  rare  rnot  rable  

rto  ranalyze  rproperly  rtheir  reffectiveness  rand  refficiency  rin  rmanaging  rworking  

rcapital. 

Finally,  rComputer  rilliteracy  rof  remployee  raccountants,  rinsufficient  rfunds  

rto  remploy  rprofessional  raccountants  rand  rupgrading  rthe  rskills  rof  rnon-

professional  raccountants  rwere  rsome  rof  rthe  rchallenges  rthat  rimpeded  rthe  rsmooth  

rutilization  rof  rworking  rcapital  rby  rthe  rentrepreneurs. 

Recommendations  r  r  r  r 

The  rrecommendations  rof  rthe  rstudy  rwere  rpremised  ron  rthe  rsummary  rof  

rand  rconclusions  rfrom  rthe  rresults  rand  rdiscussion.  rBased  ron  rthe  rsummaries  rof  rthe  

ranalyses  rand  rconclusions,  rSMEs  roperators  rare  rurged  rto:  r 

Establish  rorganizations  rand  rgroups  rlike  rcivil  rsociety  rorganizations,  

rregional,  rdistrict,  rcommunity  rand  rinterest  rgroups  rto  rjointly  rorganize  rand  

rsponsor  rtraining  rprogrammes  rfor  rtheir  raccounting  rpersonnel.  rIn  rorganizing  

rsuch  rprogrammes,  reach  roperator  rin  ran  rorganization  ror  rgroup  rshould  rbe  rlevied  

rsome  ramount  rof  rmoney  rthat  rwill  rcater  rfor  rlogistics,  rpayment  rof  rresource  

rpersons,  rICT  rtraining  rand  rother  rtraining  rneeds  rand  rmaterials.  rThis  rcost-sharing  
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rventure  rcan  roffset  rthe  rfinancial  rburden  rof  ran  rSME  roperator  rto  rsinglehandedly  

rtrain  ran  raccountant.  rAdditionally,  rSMEs  roperators  rcan  rorganize  rin  rhouse  

rfinancial  rtraining  rprogrammes  rto  rpersonally  rtrain  ror  rinvite  rspecialized  rresource  

rpersons  rto  rupdate  rthe  raccounting  rpractices  rof  rtheir  rpersonnel.  r  r 

Identify  rtheir  rinvestment  rpriorities  rparticularly  rthose  rthat  rare  rcrucial  rin  

rsustaining  rtheir  rbusinesses  rin  rthe  rlong  rrun.  rThey  rshould  rsacrifice  rto  rchannel  ra  

rchunk  rof  rtheir  rfunds  rto  rfinance  rand  rachieve  rthese  rpriorities  rthat  rwill  renable  

rthem  rto  rgenerate  rextra  rcash  ror  rprofits  rto  rplough  rback  rinto  rother  rsectors  rof  rtheir  

rindustries.  rWhen  rthis  rstrategy  rhas  rbeen  rachieved,  rthey  rcan  rgenerate  rsufficient  

rfunds  rto  raugment  rtheir  rcash  rtarget,  rbuy  rtreasury  rsecurities  rand  rfinance  rother  

rrelevant  rinvestments  rthat  rare  rinstrumental  rto  rthe  rsuccess  rof  rtheir  rbusinesses.  r 

Prepare  rbudgets  reach  rtime  rthey  rintend  rto  rembark  ron  rmajor  rexpenses.  

rThis  rwill  rforestall  runnecessary,  runwanted,  roverestimated  rand  runderestimated  

rexpenses.  r 

  r Formulate  ra  rcredible  rcredit  rpolicy  rfor  rtheir  renterprises.  rIn  rcrafting  rsuch  

ra  rpolicy  rcriteria  rshould  rbe  rset  ras  rto  rthe  rconditions  rand  rterms  rfor  rcredit  rgranting.  

rThe  rpolicy  rshould  ralso  rtake  rcognizance  rof  rthe  rmaximum  rnumber  rof  rdays  

rcreditors  rcan  rdefray  rtheir  rdebts.  rWhere  rnecessary,  rgrace  rperiods  rcan  rbe  radded  

rto  rthese  rnumbers  rof  rdays.  rThis  rwill  rspare  roperators  rthe  rhead  rache  rof  

rundertaking  rformal  rcredit  rinvestigations  rabout  rtheir  rcustomers  rand  rfrom  

rchasing  ror  rpolicing  rthem  rif  rthey  rbecame  rbankrupt.  rWhen  rcreditors  rare  runable  rto  

rservice  rtheir  rdebts,  rlegal  raction  rcan  rbe  rtaken  ragainst  rthem.  r 

SMEs  roperators  rshould  rcreate  ra  rre-order  rlevel  rpolicy  rfor  rtheir  

rbusinesses  rthat  rwill  rcreate  ran  renabling  renvironment  rfor  rthem  rto  rrequest  rfor  rthe  

rsupply  rof  rmoderate  rand  rhigh  rquality  rstocks.  rAn  rSME  rof  rsuch  ra  rpolicy  rpaves  rthe  
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rway  rfor  rbusinesses  rto  ridentify  rthe  rbest  rsellers  rof  rtheir  rwanted  rstocks  rin  rthe  

rmarket  rat  rpeculiar  rseasons.  rAnother,  rspillover  reffect  rof  rsuch  ra  rpolicy  rshall  rbe  

rthe  reschewing  rof  rprice  rfluctuations  rand  rpirated  rgoods.  r  r 

Suggestions  rfor  rFuture  rResearch 

The  rstudy  ronly  rexamined  rmanagement  rof  rworking  rcapital  rmanagement  

rpractices  ramong  rthe  rSMSEs  rin  rthe  rAgona  rWest  rMunicipality.  r  rHowever,  

rmanagement  rof  rworking  rcapital  rin  rthe  rSMEs  roperations  ris  ralso  raffected  rby  

rother  rvariables  rtherefore  rother  rstudies  rmust  rconsider  rthose  rvariables.  r 
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Appendix A. 

Questionnaire for Respondents 

Dear Sir/Madam,  

The following questionnaire is part of a survey being conducted in partial 

fulfillment of a Master of Business Administration (MBA) degree from the 

University of Cape Coast on the topic working capital management practices 

of Small and Medium Scale Enterprises in the Agona West Municipal 

Assembly of the Central Region in Ghana. Information you give will be 

treated as confidential and would solely be used for academic purposes. Your 

participation in this study is highly appreciated.    

(Please tick/underline the possible answers provided as you deem 

appropriate; where you should tick the answer ‘other’ or have a different 

answer to the answers provided please explain briefly your answer) 

 

Demographics of Respondents 

1. What is your gender?   

Male 

Female 

 

2. How old are you?  

20-29 years 

30-39 years 

40-49 years 

Above 50years 

3. What is your highest level of education?  

Tertiary (university) 

Tertiary (other) 

Secondary 

Basic 

Technical & others 

SME Features 

4. What is the business from of your business? 

Enterprise 

Sole proprietorship 

Partnership 

Company 

5. What type of business are u engaged in? 
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6. How many years have u been in operation? 

0-5years 

6-15years 

Above 15years 

7. Have your business been registered? 

8.  Which institution did your business register with? 

Working Capital Management 

9. Does your business keep financial records? 

Yes 

No 

10. What form of financial records does your business keep? 

Financial statements 

Cash payment and receipts 

Other 

11. Have the officers responsible for financial management and reporting 

undergone any taining or workshops in financial management and 

reporting? 

Yes 

No 

12. Do you know how to use a computer? 

Yes 

No 

13. Do you use computers in recording financial transactions? 

Yes 

No 

Cash Management Practices 

14. Does your business have a bank account? 

Yes 

No 

15. Is the bank account of your business separate from the owner’s bank 

account? 

Yes 

No 

16. What is the most important criteria do you use in selecting the Bank to 

deal with? 

Easy access to loans 

High interest on savings 

Proximity to the bank 

Bank reputation 

 

© University of Cape Coast     https://erl.ucc.edu.gh/jspui

Digitized by Sam Jonah Library



95 
 

17. How often do you bank (deposit) cash receipts? 

Daily 

Weekly 

Fortnightly 

Monthly 

As many times as needed 

18. Do you reconcile your bank account balances with your cash book 

balances? 

Yes 

No 

19. How often do you reconcile your cash book balances and bank account 

balances? 

Weekly 

Monthly 

As and when 

Yearly 

20. Do you prepare cash budget? 

Yes 

No 

21. Do you spend according to the cash budgets? 

Always 

Sometimes 

Not at all 

22. Do you review your budgets during the year? 

Yes 

No 

23. How often do you review your budget? 

4times 

2times 

Ones 

Never 

24. Why do you hold cash in your bank accounts? 

Transaction 

Speculative 

Investment 

25. Do you experience cash shortages? 

Yes 

No 

26. How do you deal with cash shortages? 

Borrowing from bankers 

Borrowings from friends and family 

Financial services providers 

Wait till the business generates cash through sales 
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27. How do you deal with cash surpluses? 

Invest in treasury bills 

Deposit in bank accounts 

Invest in the business 

Receivable Management Practices 

28. Do you sell on credit? 

Yes 

No 

29. What percentage of your total sales are credit sales? 

1 to 20% 

21 to 40% 

41 to 60% 

Above 60% 

30. Do you have an established credit policy? 

Yes 

No 

31. How often do you follow your credit policy in extending credit to 

customers? 

Always 

Sometimes 

Never 

32. What is the most important basis you use in extending credit to 

customers? 

Customers’ ability to pay 

Relationship with customer 

Previous transactions with customer 

Other 

33. Do some of your receivables go bad? 

Yes 

No 

34. Do you prepare receivable aging schedule? 

Yes 

No 

35. What is the average credit period you grant to your customers? 

One month 

Three month 

Six month 

 One year 
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36. What is your most important debt collection strategy? 

Follow up calls 

Threat of court action 

Debt collection agency 

Court action 

Inventory Management Practices 

37. Do you follow any inventory management practice? 

No practice 

Rule of thump 

Economic order quantity 

Always better control 

Just in time 

Computerized inventory management 

38. Where do you keep your inventory? 

Business premises 

Own warehouse 

Public warehouse 

39. What is the most important determinant of the levels of inventory your 

business keep? 

Rule of thump 

Previous experience 

Seasonal changes 

Availability of funds to buy inventory 

Other 

40. Do you review your inventory levels? 

Yes 

No 

41. How do you deal with inventory shortages? 

Panic purchases 

Customer referrals 

Follow normal procurement practices 

42. Do you take stock? 

Yes 

No 

43. What method of stock taking does your business use? 

Periodic 

Continuous 

As and when necessary 
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Payables Management Practices 

44. How do you select your suppliers? 

Proximity of suppliers to your business 

Cost of supplies 

Reliability of suppliers 

 

45. Do you do cash purchases? 

Yes 

No 

46. What is the average period within which you pay your suppliers? 

One month 

Three month 

Over three month  
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