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ABSTRACT

This study is about working capital management tpres by the Small and Medium
Enterprises (SMEs) in Ghana. The objectives ofgtugly include inventory management
practices, cash management practices and tradevables management practices by the
SMEs. The study involves both primary and secondatg. The primary data was collected
from fifty (50) owners and operators of SMEs in GaaThe respondents were selected using
convenience sampling to answer the questionnaitee $econdary sources were the
information gathered from books and previous stwidied other valuable materials relevant
to the study. Microsoft excel was used for the cotapon and subsequent analysis of the
data collected from the respondents. Cash manadeheestudy revealed that these SMEs
do not manage the various elements of their workiapital properly. It was found that
operators of SMEs do not apply efficient of invegtonanagement, cash management and
trade receivable management. The study recommetidgdthe SMEs should redesigned
efficient inventory management system; approprcash management and trade receivable

order to effectively and efficiently manage workicapital.
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1.0 INTRODUCTION

In a developing economy like Ghana, the share efness activity represented by the SME
sector has increased considerably over the lastdgecf the 20th century. The dynamic role
of SMEs as engines through which the growth of dbjes of developing countries can be
achieved has long been recognized. The contributfidhe SMESs to the encouragement of
entrepreneurship, the achievement of economic tagscincluding poverty alleviation, the
process of regional decentralization, and the eympémt is highly recognized. However, the
contribution of these SMEs to the national revehudget through direct taxes is negligible.
It is expected that these SMEs contribute signiiygato the national revenue and the
inability of some of them to manage their workirapital efficiently is very worrying.

Because there is the need for all firms in the tyueither big or small, to pay appropriate
taxes to the government, and the fact that sonteeoSMEs do not manage their working
capital efficiently which had adversely affectee@ thability of their businesses, there is the
need to conduct a study to investigate, and idetti# factors that influence working capital
management practices by SMEs in Ghana.

In a study by Dodge et al.,, (1994) a number of SMa&st their investment due to
inefficiencies in trade receivable management, ntmgy management and cash management.
These according to Dodge et al, (1994), McAlistefdihgs lost $800,000 of their investment
in the US due to efficiencies in working capitalmagement. In South Africa, inefficiencies
in working capital management led to collapse afdrads of SMEs. From the above issues
SMEs generally have problems with working capitahagement which causes most of them
to collapse.

Information from the Registry General shows thatstmaf the SME’s in Ghana, hence the
number of people employed and capital requiremedtaae therefore likely to have working

capital management problems. The questions thsg¢ &lom the seemly difficulty of SMEs to



manage their working capital include: what the meey management practices? What are
the trade receivables practices? and how do SMBE&ure efficient cash management

systems?

2.0 LITERATURE REVIEW

2.1 DEFINITION OF SMEs

Over the years there have been many attempts iatrdetvhat constitute small and medium
scale enterprises. Researchers and policy makees used a variety of criteria including;
total worth, relative size within industry, numlzgremployee, value of products, annual sales
or receipts, and net worth (Cochran, 1981). Howetrer benchmarks vary considerably.

The definition of small and medium enterprisesehene varies from country to country. The
classification can be based on firm’s assets, numibemployees, or annual sales.

In Ghana, the National Board for Small Scale Indest(NBSSI), defines SMEs as an
enterprise which employs not more than 29 workeith an investment (excluding land ,
building and vehicles) not exceeding 10million Ghaledis. However, Osei et al (1993) use
an employment cut-off point to categorize SMEs. yTkbtassify small-scale enterprise into
three categories which includes: micro-employirgsléhan 6 people, very small- employing
6-9 people and small-between 10and 29 employees.

For the sake of emphasis, the Ghana Statisticalicee(GSS) considers firms with fewer
than 10 employees as small-scale enterprises.chlbyii the GSS in its national accounts
considered companies with up to 9 employees as SKi&snuala & Quartey, 2000).

The United Nations Industrial Developmental Orgati@ (UNIDO) also uses number of
employees to define SMEs by giving different clasations for industrialized and

developing countries (Elaian, 1996). The definisidar industrialized countries are given as



follows: Large — firms with 500 or more workers eMum- firms with 100-499 workers and

small firms with 99 or less workers;.

2.2 CONCEPT OF WORKING CAPITAL MANAGEMENT

Working capital management has lately become abkttown concept as more and more
managers are starting to realize the benefitsatha!l-managed working capital can bring. In
literature, authors generally refer to the conadptiorking capital as, working capital or net
working capital. These two expressions are somatidiinguished but in this paper we will
describe them with the same definition. We beliameassimilation of the two expressions is
acceptable as the expressions are so closelydeldtie each other in their meaning. Arnold
defines working capital as, “the difference betweemrent assets and current liabilities”
(Arnold, 2008). After reviewing different sourcelsoat working capital, it has become clear
that the definitions taken from Arnold is a veryngeal definition that is frequent used to
define both working capital and net working capi@bntinuing with the concept of working
capital management, Jeng-Ren, et al., describesathi‘companies’ management of their
short-term capital” (Jeng-Ren, et al., 2006). Thersterm capital is here referred to as the
current assets and current liabilities.

The short-term capital refers to the capital tr@hpanies use in their daily operations and it
consists of companies’ current assets and curiamitiies. A well-managed working capital
promotes a company’s well-being on the market imseof liquidity and it also acts in favor
for the growth of shareholders value (Jeng-Rem).2006).Current assets consist of capital
tied up in cash, short-term financial investmeiigentories, account receivables and other
current assets (Brealey, Myers & Allen, 2006). €ntrassets can be defined as assets used in
companies’ daily operations with the expectatioprtavide companies cash in return within
a period no longer than approximately a year. Thertgerm investments can be seen as a

safety net for companies due to the fast cash esimveability (Raheman & Nasr, 2007).



2.3 COMPONENTS OF WORKING CAPITAL

Working capital is the amount of cash requiredday to day operations. Accountants call it
net current assets. Working capital figure is dateed by subtracting current liability from
current asset. The most important current assetsstacks, debtors and cash and current
liabilities are creditors and accrued expenses.réhson of it being called current is because
they are expected to turn into cash within a y&arbe more specific it can inferred as a
cycle where raw materials are converted to finisgedds to be sold. The main working
capital routines as described by Howorth and Westh@003) are stock turnover, stock
levels, stock reorder levels, customer credit gkxjiacustomer discount policy, bad debts,
doubtful debts, customer credit risk, payment et creditors, finance of working capital
and use of cash budgeting. The most important elesrie determine working capital are
current assets, current liability and levels ofeintory. All the rest of components fall under
those determinants.

“Working capital is defined as the circulating dapof the company, because it includes all
those items appearing on the company's balance whéesh are constantly being changed by
the production and sale of goods. On the balaneetghese are described as Current assets

and Current Liabilities” (Thomas, 1972).

24 MEASUREMENT OF WORKING CAPITAL MANAGEMENT

As mentioned in the chapter 1 introduction, there three different concepts that are all
affected by the choices that companies make ragatteir working capital policies.

The three concepts are solvency, liquidity andrfaial flexibility and as a continuation on
the presentation of the various concepts in theduiction, a presentation of the pros and

cons of the concepts various measures will heygésented (Maness & Zietlow, 2005).



Two typical solvency measures are the current ratic the net working capital which both
measure the relation between the current assetstrenaurrent liabilities to assess the
company ability to pay their short-term debts. He¢ working capital, here defined as “the
difference between current assets and currentlitiabf, is an absolute measure that

demonstrates how well companies can manage thait-&rm commitments.

Because this is an absolute measure, it becompgrimariate to use in a comparison between
companies in different sizes which is a disadvamtagh this measure. Maness and Zietlow
also bring up Shulman and Cox discussion aboutmb&knesses with net working capital
that it is an unbeneficial measure as the curreséta and current liabilities are mixed with
both financial and operational strategies. Shuliawash Cox believe this mix of financial and
operational strategies cause this measure to givafair picture of a company’s liquidity. In
order to adjust this they separated the operatiandl financial strategies into two new
measures that replaced current assets and liebiliihis way, the measure would give a

more righteous value (Maness & Zietlow, 2005).

Common liquidity measures are; cash flow from opens, cash conversion efficiency and
the cash conversion cycle. The first measure, ték@n companies’ cash flow statement is
calculated by taking the net profit plus depreoiatilong-term deferrals, and amortization.
This is somewhat a more useful measure when makingparison over several years, rather
than over just one year. This is because a onergealt could be misleading due to possible
fluctuations on the market or situations out of tivdinary that affect the measure. For
example, fluctuations on the market and newly sthttp companies are conditions that can
contribute to a negative cash flow from operatitmrsone or two years but due to these kind

of conditions, a negative cash flow would in thése not be an alarming sign as it could be



expected to recover within an acceptable near dutdihe second measure, the cash
conversion efficiency, is gained by dividing casdbwf from operations with sales. This
measure is beneficial for companies as it reveais éfficiently they manage their business
in terms of liquidity and profits. The measure tenadl follow the company’s profit levels and
gives a percentage that indicates how fast compan@nage to transform their sales into
cash.

A high percentage indicate an efficient managedimgrcapital equally a short cash flow
cycle, which is desirable. Continuing with the cashversion cycle, this is a measure that
provides the number of days it takes in averagedpital, tied up in working capital, to
convert into cash in the cycle (Maness & Zietlo@032).

One of the benefits with this measure is that difference to the first measure, the cash flow
from operations, takes the time aspect in accolinis is an advantage that will provide
managers a more complete and useful liquidity nmeass they get information of how
efficiency their short-term capital is managed (Rics & Laughlin, 1972). The cash
conversion cycle includes the average number ofsdiawyentory, the average number of
day’s accounts receivable and the average numbaayd$ accounts payable and a short cash
conversion cycle is desirable as it indicates decéfie working capital management. The
drawback with this measure is that it neglects hhadling with in and out payments that
most company has and which might add some dayinytcle.

For a more accurate measure, the number of daygdshe withdrawn as it has nothing to do
with the management of working capital. Despits thinor flaw the cash conversion cycle is
known to be a very common used measure that iseajped to contribute with good
guidance for companies’ liquidity management (Mang<ietlow, 2005).

The third and last concept is the financial flekipiwhich reveals how realistic companies’

financial policies are compared with their actudilisy to grow. The measurement to



determine a company’s growth is called the suskdéngrowth rate and is simplified an
equation of the return on shareholders’ equity #wedcompanies’ net profit. The sustainable
growth rate determines a company’s ability to grawd make investments without getting
into liquidity problems. A high growth rate indiest that a company has enough profits to
both manage its obligations as well as making mex@stments, a more preferable state than
a low sustainable growth rate which indicates thatompany has too little incoming cash
flow to cover its obligations. The downside witlistimeasure is that it does not consider the
demand on the market which is a vital aspect foosrapany growth. A company could have a
high sustainable growth rate but if the companymissing a market to expand in the
sustainable growth rate is worthless as a mea3twe strength with the sustainable growth
rate measure is that it points out the relationleippveen profits and growth, how they reflect

each other (Maness & Zietlow, 2005).

25 EFFICIENT WORKING CAPITAL MANAGEMENT

2.5.1 The cash conversion cycle

By applying the cash conversion cycle, managers keap track of how effective their
working capital is managed in their operating cydle cash conversion cycle starts from
the time companies purchase resources and procgiédash is received from products sold.
By calculating the average time it takes for cdpiatravel between the start and finishing
point of the cash conversion cycle managers camats the approximate time it takes to
release capital that is tied up in the short-tessets (Gentry, Vaidyanathan & Hei, 2001). If
cash is tied up in different activities for too ¢pthe company has a non-effective cash flow
in the cycle and this cost money (Larsson, 2005).

In general, most companies benefit from havingatstash conversion cycle since that will

generate more value in the long run. The bendfits, a reduced or even zeroed net working



capital can provide, are better liquidity due tmare effective operating cycle and increased
earnings due to the faster routines and therefess kied up capital. More and more
companies are taking into account the significasfce well-managed working capital and the
benefits that it brings and this awareness haveeased the trend for a net working capital
close to zero (Maness & Zietlow, 2005).

The challenge with the cash conversion cycle srtange a suitable capital flow between the
four working capital accounts so that not all cotmngints coincide and causes financial
suffering for the company. An undesirable situatiwould be if a large payment has a
maturity date before the company received enouggivables that could cover the payment.
This could be the case if customers are late wathing or it could be a result of bad planning
from the company’s side. The company would be fricewait with the payment and risk
having to pay unnecessary costs as fees becatise @élay (Larsson, 2005).

The objective for managers who work with workingpital is as mentioned, to find a good
balance between the current assets and liabildgiéslance that is in favor for their particular
company and that will provide this company the madue (Maness & Zietlow, 2005). A
well- adapted balance will promote bathcompany’s profitability and liquidity which is a
desirable outcome for most companies. Implemerdgimganagement that will promote both
profitability and liquidity is difficulty as a gooliquidity in general does not favor the growth
of profits and vice versa. Having a high liquiditeans that lots of capital is tied up in short-
term assets which can be reassuring in terms afjtaile to pay debts and other obligations
in time but this is also capital that could be ugmdinvestments to increase profitability. A
company’s managers all have different interestséet, for example, production managers
would like to stock more inventory to avoid disrigpis due to lack of materials, an approach
that goes against the working capital managers fgoah more efficient managed working

capital. The challenge for companies and their vmgrkcapital managers is to get a



company’s all department managers to strive aftersame goals and see the bigger picture

(Pass & Pike, 2007).

By avoiding unnecessary interruptions and costeraer to pursue an effective working
capital management, the matter of timing is of gmegoortance. In theory, the optimal state
would be if the companies are paying their accqayables at maturity, receive payments
from the customers as quickly as possible and Keepevel of the inventory to a minimum.
This way the companies will benefit most value. sThpproach do has its obstacles and
downsides, for example; a company that would be ablachieve the optimal timing as
mentioned would most probably no longer be ableetaefit from the quantity discounts and
there is a increased risk that they would run dunhoney to pay their own payables with if
customers are late with payments. It is a balamekchallenge between risk and trying to
make the operation processes more effective toeitent that it is not harmful for the
company (Maness & Zietlow, 2005).

2.5.2 Inventory management

The composition of an inventory differs dependimgwhat kind of production or business
companies are involved in. The five different ass@t inventory can consist of are; raw
materials, work in progress materials, finished dgoextra material and consumption
materials. Most companies have an inventory thay timore or less depend on in their
operation. The manufacturing companies can holdnaentory that consist of all five
different materials and for them keeping an invenis essential for their production. For
most companies the inventory can be seen as amidiadne cost (Lantz, 2008).

The management of inventory is one of the morelehging tasks for working capital
managers who, if they could decide, would like tinimize the inventory as much as

possible in order to shorten the cash conversiotlecand reduce costs. The risk of



minimizing an inventory down to a level close toaés that it increases the possibility of

running out of materials needed in the productioruaning short of finished goods during a

high demand. Such situation would be costly for aoynpany due to the revenues they
would lose (Maness & Zietlow, 2005).

As mentioned earlier, one of the challenges foroakimg capital manger is to have all the

companies’ managers to agree about how to managmvbntory. Each manager has their
own interests they first and foremost would likes&disfy which complicate the task to reach
a joint decision. Each company should find the hedathat they will benefit most from (Pass

& Pike, 2007).

The just-in-time approach is a strategy for effecinventory management and help keeping
inventory levels on a lower level. The strategy sitm make the orders of material, produce

and deliver just in time when it is required and Inefore (Brealey, 2006).

2.5.3 Accounts receivable management

Companies depend more or less on their accounvedxes to finance some if not all of their
payables and they should therefore attempt to eethuir credit time to customers as much
as possible. The credit time runs from the invaiege until the due date of the invoice
(Larsson & Hammarlund, 2009). The reason for simimtgthe credit period is due to the fact
that longer credit time to customers includes thiavorable effect that it keeps companies
from benefiting from the capital inflow that theyeaexpecting from sales. By allowing
customers to keep the money during a credit tinmapamies are exposing themselves to a
higher risk of ending up in an unstable financi&ation. This is where the importance of
timing comes in and where it becomes apparent whahpanies manage their working

capital efficient and which companies do not (Vi & McAfee, 2009).



2.5.4 Accounts payable management

The general guidelines for optimizing the managihgccount payables involve the timing
of payments. Companies should try prolonging theetof payment as long as possible as
they can use the advantage of their suppliers ¢ingntheir investments until payment has
been made. Another argument for prolonging the tiorepayment is that the producing
companies, for example, need some time to convemir tpurchased raw material into
products they can get sold and get cash in reMaméss & Zietlow, 2005).

Some suppliers offer their customers discount ratesin attempt to get them to pay their
receivables before maturity date which may soumnaptang but this is not always the most
profitable option. To avoid being misled by thess#iscounts offers, companies should
carefully consider every discount offer they getsée that it is beneficial in terms of their
conditions. For a discount to be beneficial for theyer the discount rate should be higher
than the interest rate the company would have yofpaa loan over the same period as the
discount period (Maness & Zietlow, 2005). If theseno discount offer given companies
should use the whole credit period and pay thepapkes on due date. Paying after due date
should always be avoided unless the company hies fa financial difficulties and there is
no other choice. The reason for this is that delgy@yments can result in unnecessary costs

as late fees (Dolfe & Koritz, 2000).

3.0 METHODOLOGY
The study is designed to use both primary and skggrdata. The primary data was gathered

through a structured questionnaire. The primarg datms the core information needed to
achieve the research objectives. The secondary ukdd in the study included existing
material such as publications in journals, relevdetature on the topic, books and internet
materials. The secondary data is also importatiigaesearchers because it helps to identify

concepts, perspectives, models which relate to wgrkapital management practices by



SMEs. A convenience sampling technique was useelaxt the fifty (50) SME’s in Ghana.
Convenience sampling technique was used becaudbeohature of the topic and the

scattered nature of the targeted population fosthdy (Tashakkori & Teddlie, 2000).

The research used structured questionnaires anesgaictured interviews in collecting data.
This will lead to higher responses and more aceudata. The questions were designed in
line with the objectives of the study. This instemh gave expected information about the
operations of working capital management practafeSME'’s. The data was organized into
tables and figures based on the questionnaire givaespondents. The results were then
analyzed and converted into percentages and pezs#mm in charts and tables. The result
was subsequently computed into percentages. Mittregoel was used for the computation

and subsequent analysis of the data collected finemespondents.

4.0 RESULT/DISCUSSION

4.1 DEMOGRAPHIC CHARACTERISTICS OF RESPONDENTS

The demographic characteristics of respondentsudieclage, gender, and educational

background. These questions were analyzed becheseesearchers believed they have
significance impact on the business operationk@féspondents.

The age of respondents was item one on the quaesairen The respondents indicated their

age in a range in the questionnaire which showeréifit age levels. The respondents who are
less than 30 years recorded 5 representing 10%edbtal respondents. 31-40 years recorded
12(24%), 41-50 were 17(34%), 51-60 years were2B3¢), whiles respondents who are 61

years and above recorded 3 showing 6%. This mdets/arious age groups in the SME’s

were represented in the research. The respondenesasked to indicate their gender group.



The research recorded 42 which represent 84% otdata¢ respondents of the total respondents.
Female participants were 9 which indicated 16%hef tespondent. This means that both sexes are
represented in the study, male participants howaesiinated.

The researchers believed that a persons’ levedwdation means a lot in determining his/her
understand and appreciation of issues which eviyntaffect the perception, behavior
attitude. The respondents were therefore askeddidte the level of educational. The
respondents who do not have formal education recbfl representing 10% of the total
respondents. Respondents who have JHS/MSLC recodd&8Plo). SHS 14(28%) and
Vocational/Technical holders recorded 13(26%) af thtal sample size. This means that
majority of the respondents have formal educati®his means that majority of the
respondents have formal education. This may howeedlifferent from their understanding

and appreciation of working capital management.

4.2  CASH MANAGEMENT PRACTICE

On cash management practices, the following firgliage drawn from the investigation and

discussion practices of SME’s in Ghana.

4.2.1 Preparation of budget

Preparation of Cash Budget

Source: Field survey, 2015



It can be noted from the figure above that abou{58%0) of the SMEs owners interviewed
always prepare cash budgets. Considering the impoetof efficient management of cash by
SMEs, it is not surprising that only 21 (42%) o$pendents claimed that they never prepare
cash budgets. This finding is similar to a survegducted by ‘Chittenden et al (1998)’ which
indicated that 63 % of those reporting firms preplacash budgets. In a follow up question
respondents were asked to indicate the basesdpapng their cash budgets. 35(70%) of the
respondents mentioned that they determine casihdmlaased on the owner/manager’s own
experience. 15 (30%) of the respondents howevé&dstaat cash balance is prepared based
on the administrators own knowledge and informationaddition, only 22% of responding
firms deposit cash daily, 56% weekly, 12% bi-weekhd 10% do not deposit their cash at

all.

4.2.2 Surplus Cash

On how respondents handle surplus cash, 26 (528aited that they do not know how to
use the temporary cash surplus for profitable pggpoThey rather invest their surplus cash
elsewhere. This finding reveals that cash surpdtiser than cash shortage is a problem for
these SMEs. 24(48%) of the respondents indicatdhiey know temporary cash surplus but
are not aware of its purpose. That SMEs have tp kegch more cash balance is recognized
as essential under conditions of business envirahraacertainty. However, this affects
SME'’s profitability and a trade- off between ligitidand profitability needs to be considered
carefully. This is a sign of inefficient cash maeawgnt practices which confirms Dodge et al
(1994) assertion that flow management is an intgsr@blem of SMEs which needed to be

identified.



4.2.3 Use of Computers

Use of Computer spreadsheet

Source: Field survey, 2015

The current study revealed that a relatively highcpntage of 33 (66%) of the respondents
do not use computers in their operations. Thisdféected the ability of the businesses to
keep track records of their accounting informatama backups. The availability of affordable
computers and suitable software has played an tapiorole in promoting the practices of
efficient working capital management in some firmihe 17(44%) of the respondents,

however indicated that they use computer in hagdleir cash operations.

In a survey of 129 small manufacturing firms in Qee, Canada, Raymond and Thalmann
(1982) discovered a predominance of accountingtag@lapplications among computer

software in use, particularly in the areas of aotiog receivables, accounting payables, sales
analysis and inventory. Steel et al., (2004) ademiified the use of computerized accounting

system as major factor in promoting efficient warkicapital management.

4.2.4 Qualify of accounts officers

Out of the fifty (50) SMEs, twenty-nine 29 represeg (58%) of the total respondents have
accounts officers and the other twenty one 21(488&ohot have accounts officers. In most
cases owners manage the accounting functions tiheeasehich is a flaw in an effective

working capital management. Their lack of requiskéls in accounting practice and various



standards affect their ability to generate finah@ormation for decision making in the
business. According to Atrill (2006), this practiedfects organizational efficiency and
profitability. This also makes it difficult for time to assess loan from banks and financial

institutions.

Most of these SMEs assume they are saving monegniploying ‘cheap labour’ that is
unqualified personnel to carry out accounting fiort. Some of the managers explained that
they consult professional accountants when theyt w@ampresent financial statements and
cash flow to their bankers to support their loaplaations. This finding collaborates with
what Mensah (2004) reported in his paper on ‘FimgncSMEs in Ghana that
owners/managers of SMEs in Ghana perceived managemd support services to be cost—

prohibitive and non-value adding.

4.3 TRADE RECEIVABLE MANAGEMENT PRACTICES

4.3.1 Credit sales

Credit Sales

Source: Field Survey, 2015

Regarding receivable management, 43 of the resptsidepresenting 86% always sell their
products on credit. Most of the firms incur bad detvhich they are unable to recover.
However the owners/managers interviewed could hat the amount of bad debts on their

total sales. Bad debts can be a major problem dbesavater producers, especially in the



current economic climate where margins may alrdmdgqueezed and the high inflation rates
may create more operational problems. Firms thatige most or all products or services on
credit to more or all of their customers are likedyexperience bad debts situation on a large
scale. This finding shows that selling productscogdit is a common trend among SMEs in
Ghana. Again, the study found out that most of SMES review their levels of receivables
and bad debts on their own discretion and it issooprising that most of the reporting firms

always experience bad debts.

4.3.2 Debt collection period

Debt collection period
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Source: Field Survey, 2015

Findings on debt collection period reviewed thastraf them takes long time to collect their
debts from customers. Considering findings on traalgable periods, 27 (54%) of the firms
buy input for SMEs on credit. Reconciling the tweans more cash is needed to finance the
operation of the business thereby resulting inlibhsinesses having long cash conversion
period. 23(46%) however indicated that they buy hudsheir input with ready cash. This
means that they buy on cash and sell most of pheduce on credit. The implication is that it

will affect liquidity for efficient business operan.

4.3.3 Credit control

15 (30%) of the respondents have policies to cbleeir debt. However from interviews

with owners credit policies are most often set mgfaihe selling agent salaries. 35(70%) of



respondent firms have no policies on debts cobectiThis is as a result of the numerous
numbers of SMEs in Ghana. With regards to employmémredit officer, only few of the
reporting firms interviewed have a credit officelnish means there is no clear cut procedure
on how debts are collected. This finding is simitar Grablowsky’s (1976) survey on
accounts receivable management practices of SMikhvirdicated that only 20% of overall
firms employed a full-time credit officer. The owsAnanager tended to neglect accounts
receivables management because of its difficulty laecause they found it distasteful. This
finding also collaborates with Atrill's (2006) assen that SMEs lack the resources to
manage their receivables effectively. He furthguad that it is unusual for SME to operate
without credit control department. These practickthe sachet water producers in Kumasi
tend to confirm that both expertise and the infdramarequired to make sound operational
decisions concerning term of sales are not availaHence the SMEs lack proper debt
collection procedures such as prompt invoicing aadding out regular statements. This

might cause the increase risk of late payment afauiting debtors.

4.4 INVENTORY MANAGEMENT PRACTICES

On inventory management practices, SMEs in Ghailh lsive little knowledge of
management theories. Despite this, they alwaysewevinventory levels and prepare
inventory budgets, but the ability of applying thee of inventory management in inventory

budget is very limited.



4.4.1 Production level

Production Level

Source: Field Survey, 2015

Concerning production levels 32(64%) of the SMEsdprce according to the capacity of
their machine whereas 18(36%) of them produce doogrto demand which is normally
determine by the owners experience and not on hegry. Most of them have adequate
storage facilities which in essence increase cest@ated with holding too much inventory.
This also leads to spoilage in most of the respandirms inventories. 12 (24%) of the
responding firms however have adequate storagditiexcito prevent heavy spoilage of

inventories.

4.4.2 Inventory level determination

30 (60%) of the firms had no policy to determineentory levels. Most of them did not
know anything about economic order quantity (EO@dei when asked. 20(40%) of the
firms have knowledge about (EOQ) but are not usingor their inventory level

determination. This makes it difficult for the fismto know their re-order levels and
guantities which may leads to shortages in invgntorkeep inventory more than needed.
Like cash management, the owner/manager's experieves again found to be more

important than application of required standardseéntory management.



This study revealed that the SMEs in Ghana reliednanual methods of inventory control.
This is similar to the survey conducted by Chitemcet al (1998) on SMEs in UK where
more than one-third of respondents SMEs relied anual methods of inventory control and

the majority did not use inventory optimizationhagues.

4.4.3 Inventory Management Methods

The nature of problems and challenges SME facedrkiwg capital management may be
influenced by the inventory methods applied byfiiras. In the SMES, the ability by firms to
succeed and penetrate the marketing may dependwrihey manage inventory. The table

below presents respondents view on the variousadstbf inventory management.

Inventory methods Frequency Percentage (%)
ABC Classification 21 42

Reorder Point 5 10

Safety stock 5 10

Don’t Know 19 38

Total 50 100

Source: field survey 2015

Respondents were asked to indicated the methods$ inseaventory management of the
production and operations of the SMEs. Respondemste presented ABC classification;
reorder point and safety stock as option for chmi@d.(42%) indicated that they apply ABC
classification, 5(10%) mentioned reorder point lasirt inventory management strategy, 5
(10%) stated that they use safety stock as thgenitory management methods, whilst 19

(38%) recorded that they do not following any gadiar inventory management method.



5.0 CONCLUSION

The study sought to investigate working capital agment practices by SMEs in Ghana. In
the objectives set for the study included; inventoranagement, cash management, trade
receivables management. Cash management-the studgled that these SMEs do not
manage the various elements of their working chpitaperly. Majority of the SMEs do not
prepare cash budgets. Cash balance is based owtiegs or manager’s experience without
recourse to acceptable standards, they use tergpcaah surplus for profit purposes and
some of the producers do not even have accourdanlitherefore be generalized that there is

weak cash management among the SMEs in Ghana.

Inventory management- They relied on manual metloddsventory and majority does not
know anything about economic order quantity mod#DQ). Owners/managers experience
was found to be more important than applicationthefories of both inventory and cash
balances in majority of the SMEs. Some of the camgsmdo not know any inventory
methods. Thus most of the firms produce accordiritpe level of demand and other produce
on their capacity. The study clearly revealed that SMEs in Ghana do not have efficient

inventory management practices

Trade receivable management- The SMEs lack ressurcenanage their receivables, no
proper debt collection and no credit officers wenegployed. Majority of the producers sell on
credit and also buy most of their input for saclater production on credit. Some of the
producers do not have credit control and debt ctodie policies. There is therefore clear
indication that the SMEs in Ghana have weak tradeivables management practices. In
view of these it is concluded that SMEs in Ghanandb manage their working capital

properly which may influence the growth and suriebmany of the SMEs. Therefore, in

order to improve on the working capital managemanatctices of SMEs in Ghana, the



following recommendations are made: Owners/ManageSMEs should establish a credit
control department with a full-time credit officand follow credit control policy procedures;
owners/managers are to employ more qualify accogrdiaff to manage their accounting
functions for them; Owners/managers of SMEs musipad more economic theory of
inventory management like the economic order mealeletermine the level of inventory to

maintain.
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