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Abstract 

The main objective of this paper is to evaluate the 

relationship between inventory conversion period and 

return on net assets (ROA) for firms in the Nigerian 

conglomerate sector using historical panel data analysis. 

To evaluate the relationship; an ex-post factor research 

design was employed. Data were generated from secondary 

sources, specifically, the annual reports and accounts of 

quoted firms from 2006 to 2017. The population of the study 

consists of six Conglomerate companies listed on the 

Nigerian Stock Exchange. Descriptive statistics, Pearson 

correlation, as well as fixed-effect and random-effect 

generalized least square (GLS) regression techniques and 

Hausman Specification Test as the decision rules were 

utilized as tools of analysis in the study. The findings of the 

study revealed a negative correlation between Inventory 

Conversion Period (ICP) and return on net assets (ROA) of 

Nigerian conglomerate companies. The study recommends 

that companies should sufficiently plan and control their 

operations, amend the shortfalls whenever identified, 

consider the principles of finance in their decision making, 

utilize the services of professionals in complex business 

areas and perform periodic stock taking.. 

 

 

Introduction 

Finance is regarded as the lifeblood of any business. Effectual financial management 

is fundamental for the business endurance and expansion. Most of the decisions on the 

part of the finance managers concerning this important resource have a bearing on the 
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performance, risk as well as the market value of the firms. The financial management 

decisions of companies are mainly concerned with three (3) key areas namely: capital 

budgeting, capital structure, and working capital management (WCM). Of these key 

areas, the WCM is an area of enormous importance for each company as it almost 

influences its overall return on net assets (ROA) and liquidity (Appuhami, 2008).  

A firm's performance largely depends on the manner its working capital as been 

handled (Karadagli, 2012). A firm should efficiently and effectively handle its 

working capital. If it is incapable to handle its working capital, efficiently and 

effectively, it may possibly result in decrease in return on net assets (ROA) as well as 

great consequences like financial crisis for the firm. It is an issue of greater concern 

and value how firms can handle their working capital in a manner that will produce 

ultimate success of a firm. 

The management of working capital is one of the most vital financial decisions of a 

company. Efficient level of working capital has to be there for smooth management of 

business in spite of nature of the business. In order to handle working capital 

efficiently, a companies has to be conscious of how long it takes them to convert their 

goods and services into cash on average.  This time-span of time is normally known 

as the Cash-to-Cash Cycle.  

High costs of production as a result of poor infrastructure have been one of the major 

threats to the profit maximization of many Conglomerates. Power and logistics costs 

continue to constitute a rising portion of operational and administrative costs 

(Ademola, 2011). Due to the identified challenges, performance of conglomerate 

companies trails that of single product focused companies in Nigeria. Available 

financial information for selected conglomerate and single product focused companies 

in Nigeria suggests that conglomerate companies have operated less efficiently than 

single product focused companies have over the last five years. Hence, this study 

attempts to uncover the effects of Inventory Conversion Period (ICP) on return on net 

assets (ROA) of the listed Conglomerate Firms in Nigeria. The components of working 

capital in a given organization include effective management of cash, receivables, 

inventories as well as payables. Inventory management in particular has to do with 

effective as well as efficient management of raw materials, work in progress and 

finished goods. However, the time an organization spent (in days) from the purchase 

of raw materials and the time spent in converting the raw material to work-in-progress 

to finished goods and the sale and collection of cash is of utmost importance. These 

stages are the operating cycle. It is important for the organization to determine the 

operating cycle as they influence the cash flow which in turn may affect the 

performance of the organization. The emphasis of this paper is on the extent to which 

inventory conversion period affects return on net assets (ROA) of Conglomerate firms 
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in Nigeria. In other words the paper attempts to find out if there is a relationship that 

exists between a firm inventory conversion period and its return on net assets (ROA). 

Inventory conversion period is the total time needed for producing and selling the 

product. It include: Raw Material Conversion Period (RMCP), Work-in-Progress 

Conversion Period (WIPCP) and Finished Goods Conversion Period (FGCP) 

 

Statement of Problem 

Profit maximization is the ultimate objective of every firm and preserving liquidity is 

an important objective. The complexity of working capital management is to 

accomplish the dual objectives optimally within an operating period if profit rises at 

the cost of liquidity and this may possibly lead to severe trouble to firms. Thus, to 

resolve such dilemma, there should be concession between the two goals of 

companies. Single goal will never be achieve at the expense of other as both goals 

have their individual significance to companies. If companies do not be concerned 

regarding return on net assets (ROA), they could not last for a longer time. On the 

other hand, if companies do not worry about liquidity, they might face problem of 

bankruptcy or insolvency.  

Poor Management of the working capital will end in cash flow problems painted by a 

company beyond its established overdraft boundary, failing to pay creditors on time, 

and being incapable to claim discounts for timely payment. In the long run, a company 

with inadequate working capital will never be capable to meet up its current 

responsibilities and will be forced to close down business even if it remains profitable 

on paper. 

However, discovering optimal levels of inventory, receivables, as well as payables 

where total investment and opportunities cost are reduce and recalculating the C2C 

cycle according to these best possible points offer more absolute and precise insights 

into the effectiveness of working capital management. The problem therefore is to 

determine how the efficiency of working capital management, relates to the firm's 

return on net assets (ROA) . 

A group of scholars such as Deloof (2003); Lazaridis & Tryfonidis (2006); Lee, Song, 

& Lee (2009); Nobanee & AlHajjar (2009); and Raheman & Nasr (2007) are of the 

view that accounts payable days is inversely related with firm return on net assets 

(ROA). That is as the account payable of the firm increase its return on net assets 

(ROA) will decrease. While, another group such as Alipour (2011); Gill, Biger & 

Mathur (2010); Mathuva (2009); and Napompech (2012) are of the view that accounts 

payable day is positively with firm return on net assets (ROA). That is an increase of 

account payable days of the firm will increase its return on net assets (ROA)  
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With regard to the relationship between inventory conversion and firm return on net 

assets (ROA) scholars such as Ali (2011); Gill, Biger & Mathur (2010); Padachi 

(2006); Rimo & Panbunyuen (2010); Soekhoe (2012); and Warnes (2013) attest a 

positive relationship. That is increase in inventory days will lead to increase in profits 

of a firm.  Despite the fact that scholars like Alipour (2011); Deloof (2003); Lee, Song, 

& Lee (2009); Panigrahi (2013); and Usama (2012) are postulating that there is a 

reverse relationship between the inventory turnover and return on net assets (ROA). 

In the light of the foregoing the current study aims to address the below research 

question: 

How do firms’ days of inventory affects the Return on net assets (ROA) of the listed 

Conglomerate Firms in Nigeria? 

The aim of this paper, therefore, is to evaluate and find out whether there exist a 

relationship between Days of Inventory and the Return on net assets (ROA) of the 

listed Conglomerate Firms in Nigeria. In order to achieve this objective the below 

hypothesis was formulated: 

Ho: Inventory conversion period does not have a significant relationship with Return 

on net assets (ROA) of the listed Conglomerate Firms in Nigeria 

 

Theoretical Framework 

This paper was grounded on cash management theory (monetary theory and financial 

theory) and cash cycle theory. This is aimed at viewing the relationship that exists 

between dynamic liquidity measures in cash management and cash cycle theories. 

Essentially the paper identifies theories that were found relevant to the research such 

as monetary theory, financial theory and cash cycle theory, where the monetary theory 

further identifies two basic cash management models of deterministic Baumol-Tobin 

and Stochastic Miller-Orr Inventory models that explains demand for money motive 

of maintaining cash, financial theory identifies CAPM Model that explains the risk 

and cost of holding cash, while the cash cycle theory explains the relationship between 

working capital, operating cycle, C2C metric and its components in managing 

liquidity.  

 

Inventory Management 

Inventory or stocks are a crucial make-up of current assets. Manufacturing firms 

usually contain in their inventory: raw materials, works in progress or finished goods. 

In most cases, it is a balancing to keep inventory for sales and having less inventory 

to improve working capital. When there are less stock a customer’s demand has to be 

met immediately, the company will lose out on revenue if the customer’s demand is 
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not met. On the other side of things, holding too much inventory will have an 

opportunity cost and may give rise to obsolescence. 

The management of inventory is one of the most difficult tasks for working capital 

managers who, if they may well decide, would like to reduce the inventory to the extent 

that will possibly shorten the C2C cycle and decrease costs. The danger of reducing 

an inventory downwards to a stage close to zero is that it increases the chance of 

running out of resources required in the production or running short of finished goods 

at some point in a high demand. Such condition would be expensive for every 

company because of the revenues they would lose (Maness & Zietlow, 2005). 

The average number of day’s inventories stands for the time that goods are held by the 

firms before they are sold. So as to assist cut down the C2C cycle, a lower number of 

days are better. The average quantity of inventory is received by taking the sum of the 

opening and closing balance of inventory for a year, and divide by two, to obtain the 

average. The average amount of inventory is then divided by the cost of goods sold to 

observe how much part of cost goods sold that comes from the inventory. In order to 

get the outcome of the C2C cycle in days the amount given is multiplied by the average 

amount of days a year, 365 (Rimo & Panbunyuen, 2010). 

The most important recognition factor of the Inventory Conversion Period (ICP) is 

inventory turnover (especially in manufacturing companies). Research conducted by 

Padachi (2006) shows that about 67% of the time between cash outflow from purchase 

of goods to cash inflow from the sale of goods depends on the inventory turnover. We 

can say that manoeuvre power of companies in accounts receivable period and 

accounts payable period is much lower than inventory turnover. Because firms can 

easily reduce this period using advanced technologies and modernization and have 

tried to lower the C2C cycle which it will lead to increase return on assets (Padachi 

2006). 

 

The Concept of Corporate Return on net assets (ROA)  

Return on assets (ROA) is an indicator of how profitable a company is relative to its 

total assets. ROA gives a manager, investor, or analyst an idea as to how efficient a 

company's management is at using its assets to generate earnings. Return on assets is 

displayed as a percentage. Return on Assets (ROA) is an indicator of how well a 

company utilizes its assets, by determining how profitable a company is relative to its 

total assets, ROA is best used when comparing similar companies or comparing a 

company to its previous performance, ROA takes into account a company’s debt, 

unlike other metrics, such as Return on Equity (ROE). 

Return on assets (ROA), in basic terms, tells you what earnings were generated from 

invested capital (assets). ROA for public companies can vary substantially and will be 
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highly dependent on the industry. This is why when using ROA as a comparative 

measure, it is best to compare it against a company's previous ROA numbers or against 

a similar company's ROA. The ROA figure gives investors an idea of how effective 

the company is in converting the money it invests into net income. The higher the 

ROA number, the better, because the company is earning more money on less 

investment. ROA is most useful for comparing companies in the same industry, as 

different industries use assets differently (Marshall, 2018) 

 

Review of Empirical Studies 

Many researchers have studied working capital management and its impact of return 

on net assets (ROA) of organizations while others were more specific in identifying 

and study one or more components of the working capital and relate to the 

organization. Conversion For instance, Dong & Su (2010), investigated the relation 

between return on net assets (ROA) and the C2C cycle and components in Vietnam. 

They used a sample of secondary data on public listed firms on the Vietnam stock 

market for the period of 2006-2008. They measure firm return on net assets (ROA) 

through gross operating profit and found that there is a negative relation between the 

C2C cycle and firm return on net assets (ROA). Compared to the other studies 

mentioned here, this study has a significant weakness, which is the shortness of the 

sample period. 

In another Nigerian study, Abdulrasheed, Khadijat, Sulu & Olanrewaju (2011) 

assessed inventory management in selected small businesses in Kwara State, Nigeria. 

Using a regression model to explain the effect of inventory value on performance 

proxy by profit over a period of ten years, the study revealed that a Naira change in 

stock would cause almost a Naira (92 Kobo) change in return on net assets (ROA)  of 

selected businesses. This result indicated a strong positive relationship between 

inventory and return on net assets (ROA) of small businesses in Kwara State of 

Nigeria. They thus, concluded that small businesses are likely to generate higher profit 

if an effective inventory management is put in place. 

Ali (2011) explored the association between working capital management and the 

profitability of textile firms in Pakistan. Using  balanced panel dataset covering 160 

textile firms for the period 2000–2005 by means of estimate an ordinary least squares 

model and a fixed effect model. Return on assets is found to be significantly and 

negatively related to average days receivable, positively related to average days in 

inventory, and significantly and negatively related to average days payable. Also, 

return on assets has a significant positive correlation with the C2C cycle, which would 

suggest that a longer C2C cycle is more profitable in the textiles business.  
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Alipour (2011), in Iran studied the relationship between working capital management 

within time territory of 2001-2006 and sample 1063 out of 2628 companies using 

multiple regression and Pearson’s correlation found a negative significant relation 

between number of days accounts receivable and return on net assets (ROA) , a 

negative significant relation between inventory turnover in days and return on net 

assets (ROA) , a direct significant relation between number of day’s accounts payables 

and return on net assets (ROA)  and there is a negative significant relation between 

C2C  cycle and return on net assets (ROA) . 

Hayajneh & Yassine (2011), employed the analytical tools of least squares regressions 

model to investigate the relationship between working capital efficiency and  

profitability  on 53 Jordanian manufacturing firms listed on Amman Exchange Market 

over a seven year period to 2006. The results of the study found a significant negative 

relationship between return on net assets (ROA) and the average receivable collection 

period, average inventory conversion period, average payment period and the C2C 

cycle. The study further revealed a positive significant relationship between the size 

of the firm, sales growth and current ratio on one side and return on net assets (ROA) 

on the other side.  

Adegbie (2012) assessed the significant relationship between working capital 

management and profitability in a profit making organization with a view to resolving 

distress conflicts of the manufacturing companies in Nigeria. The results showed that 

there is a strong relationship between working capital management, conflict and return 

on net assets (ROA). The recommendations are that professionals are needed for 

effective management of working capital in a profit making organization to enhance 

return on net assets (ROA), and avoid e- business conflict. A good credit policy should 

always be in place to guarantee high turnover of debts. 

Ahmadi, Arasi & Garajafary (2012), using correlation and regression as tools of 

analysis explore the relationship between working capital management and return 

profitability at companies of food industry group member at Tehran Stock Exchange. 

33 companies were selected for a period of five years from 2006-2011 using 

correlation and regression as tools of analysis. The results of their study showed that 

there is a reverse relationship between the variables of working capital management 

and return on net assets (ROA). It is also found out that increasing collection cycle, 

debt payment period, inventory turnover and C2C cycle leads to decreasing return on 

net assets (ROA) in the companies. According to the research, managers can create a 

positive value for stockholders by decreasing collection cycle, debt payment period, 

inventory turnover and C2C cycle to the lowest possible level. 

Ani, Okwo, & Ugwunta (2012) expanded the horizon of knowledge in this area by 

shedding more light on working capital management as measured by the C2C cycle, 



Page 277 of 422                                                             JMSE Vol. 19 (7) 2019 ISSN – 2370-9878 

 
 
 

and how the individual components of the C2C cycle influence the return on net assets 

(ROA) of world leading beer brewery firms, Multiple regression equations were 

applied to a cross sectional time series data of five world leading beer brewery firms. 

Their empirical results show that the relationship between world leading firms’ C2C 

cycle, sales growth rate and return on net assets (ROA) is positive and therefore, that 

C2C cycle and sales growth rate are effective determinants of the sector’s return on 

net assets (ROA). This result is strengthened by the multiple regressions which 

confirm statistically that the C2C cycle and sales growth rate significantly impacts on 

the world top five leading beer brewing companies’ return on net assets (ROA).  

Attari & Raza (2012) looked into the association of the C2C cycle with the size and 

profitability of the firms in the four specific manufacturing sectors listed at Karachi 

Stock Exchange 31 sampled firms out of the total firms in the related sectors i.e. 143 

covering the period of 2006-2010. The data analysis was conducted using One-Way 

ANOVA and Pearson correlation techniques and found a negative correlation between 

C2C cycle and return on net assets (ROA) in terms of return on total assets 

Onwumere, Ibe, & Ugbam, (2012) investigated the impact of working capital policies 

of Nigerian firms on return on net assets (ROA)  for the period, 2004-2008, adopting 

the aggressive investment working capital policies and aggressive financing policies 

as independent variables and return on assets as dependent variable and controlling for 

size and leverage, the study revealed that aggressive investment working capital 

policies of Nigerian firms have a positive significant impact on return on net assets 

(ROA)  while aggressive financing policies have a positive non-significant impact on 

return on net assets (ROA) . 

Owolabi & Alu (2012) examined the existence of firms and ensuring the going concern 

gross depend on liquidity and working capital management of Selected Quoted 

Manufacturing Companies in Nigeria, adopting Ex-post facto research involving trend 

analysis of five years financial statements of five manufacturing companies was 

carried out using purposive sampling technique by means of Multivariate analyses. 

The result indicated that each working capital component affected the company’s level 

of return on net assets (ROA) at varying rates, but, these effects when pooled together 

are not significant. It was recommended that the companies should adequately plan 

and control their operations, adjust the shortfalls as noted, consider the principles of 

finance in their decision making, employ the services of experts (analysts) in complex 

business areas, and conduct periodic stock taking if possible every two weeks. 

 

Materials and Methods 

This research was carried out based on historical panel data analysis. The data was 

analysed with a view to establishing relationship between the study variables. In this 
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paper, the ex-post facto design is used to establish causal relationship between 

inventory conversion period and return on net assets (ROA) of conglomerate 

companies in Nigeria. The population of the study consists of six Conglomerate 

companies listed on the Nigerian Stock Exchange. The annual reports and accounts of 

Conglomerate quoted companies are purely accessible. The annual reports are the 

primary sources of data for this study. Table 1 presents the six companies that make 

up the population of the study:  

 

Table 1: Population of the Study. 

S/N. COMPANY DATE OF 

LISTING 

PAID UP CAPITAL 

(N) 

1 A.G Leventis Nigeria Plc 1978 1,323,645,000.00 

2 Chellarams Plc 1977 361,463,000.00 

3 John Holt Plc 1974 195,000,000.00 

4 SCOA Nigeria Plc 1977 324,737,000.00 

5 Transnational Corporation of 

Nigeria Plc (TransCorp)  

2006 12,906,999,000.00 

6 UAC of Nigeria Plc 1974 800,360,000.00 

Source: NSE Fact book 2019 

 

The study covered the listed Conglomerate companies operating in the NSE as at 

31/12/2017 as presented in Table 1. For any company to be included in the working 

population it must be quoted on the Nigerian Stock Exchange (NSE) on or before 

31/12/2002 and it must have complete annual report and account. Only Transnational 

Corporation of Nigeria Plc which was listed on the Nigerian Stock Exchange in the 

year 2006 failed to meet the above criteria. It is therefore the only company that was 

excluded from the study population on the ground that it lacks the required data to 

cover the period of the study. The five remaining Conglomerate companies form the 

working population for this study. As the size of the working population for this 

research is not large all the five (5) firms that emerged are taken as the sample size of 

the study  

In conducting this research, documentary evidences from secondary sources were 

used.  The documentary accounting data were obtained primarily from the Fact-book 

maintained by the Nigerian Stock Exchange (NSE) and the published annual accounts 

and reports of the sampled Firms. The variables of this study consist of Dependent and 

Explanatory Variables. 
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For the purpose of this study, the dependent variable, is return on net assets (ROA)  

which is defined as profit before interest and tax divided by total assets. This is in 

conformity with the works of Falope & Ajilore (2009) and Afza & Nazir (2009). The 

before tax net income is adopted due to the fact that taxes are charged at fixed rates of 

assessable income and not normally controllable by management. 

Similarly the explanatory variables consist of independent and control variables. The 

independent variables of average collection and payment periods, and inventory 

turnover as measures of Inventory Conversion Period (ICP), were used in previous 

studies of Padachi (2006), Sha and Sana (2006), Falope & Ajilore (2009) and Gill, 

Biger & Mathur (2010), Hayajneh & Yassine (2011), with Raheman & Nasr (2007) 

and Zariyawati, Annuar, Taufiq & Abdul Rahim (2009) these are basically the key 

variables that influence Inventory Conversion Period (ICP).  

Inventory Turnover Period (ITP): measures the number of days inventory is held by 

the company before it is sold. The less number of days sales in inventory indicate that 

inventory does not remain in warehouses or on shelves but rather turns over rapidly 

from the time of acquisition to sale (Raheman & Nasr, 2007). This ratio is measured 

as follows:  

ITP = Average inventory    X 365 

    Cost of Sales 

In order to have an appropriate evaluation of the relationship between inventory 

holding day and return on net assets (ROA)  of firms, different studies have 

incorporated the use of other variables which are theoretically suggested to affect firm 

return on net assets (ROA) . Along the same line the present study take into 

consideration two control variables relating to the companies. The measure of the 

logarithms of total sales of the companies was adopted for size as one of the control 

variables. This measure was used in Raheman & Nasr (2007), Dong & Su (2010) and 

Gill, Biger & Mathur (2010). Similarly, consistent with the works of Raheman & Nasr 

(2007), Zariyawati, Annuar, Taufiq & Abdul Rahim (2009), Dong & Su (2010) and 

Gill, Biger & Mathur (2010), leverage as measured by the ratio of total debt to total 

assets was added as the second control variable. 

 

Method of Data Analysis 

In order to evaluate the relationship between inventory conversion period and return 

on net assets (ROA) of conglomerate firms in Nigeria, the study employs the statistical 

tools of Descriptive statistics, Pearson correlation coefficient, Fixed-effect and 

Random-effect (GLS) regression. 
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Model Specification 

In order evaluate the strength of the relationship between inventory conversion period 

on one hand, and return on net assets (ROA) on the other. The return on net assets is 

derived from the Published Annual Reports of the companies under study. The 

independent variables are equally derived from the same Published Annual Reports. 

Since other factors apart from the explanatory and identified control variables are 

likely to affect the companies’ return on net assets (ROA), the coefficient of 

determination (r2) is computed to explain the changes in the dependent variable 

attributable to the independent variables. All other things that affect the return on net 

assets (ROA) score is factored into the relationship by adding an error term, ϵ. The 

functional relationships among these variables are therefore be defined as: 

 ROA it =  f ( ITP, ACP, APP, C2C, SZ,LEV) it +  ϵit 

From this general form of the regression equation Model A designed to test the 

research hypothesis was developed. This model is consistent with the works of Padachi 

(2006), Garcia–Teruel and Martinez-Solano (2007), Falope & Ajilore (2009) and 

Hayajne & Yassine (2011). 

ROAit = α0 + α1 ITPit + α2 SZit + α3 LEVit + ϵit    

 Model A 

Where:: ROA = Return on Net Assets; α0 = the fixed intercept element; α1 = the ratio 

of change in ROA to a unit change in each substituted explanatory variable; i = the 

number of companies of the panel data; t = the time periods of the panel data; ITP = 

Inventory Turnover Period; SZ = Size; α2 = the ratio of change in ROA to a unit change 

in Size; LEV = Leverage; 

α3   = the ratio of change in ROA to a unit change in Leverage; ϵit = the error term that 

is factored to satisfy the linear regression model assumption. 

 

Results and Discussion 

Impact of Inventory Turnover Period on Return on net assets (ROA)  

As mentioned earlier, one of the challenges for a working capital manager is to have 

all the companies’ managers to agree about how to manage the inventory. Each 

manager has own interests he first and foremost would like to satisfy which 

complicates the task of reaching a joint decision. Each company should find the 

balance that they will benefit most from (Pass & Pike, 2007). In order to determine the 

impact of inventory policy in the management of working capital on the return on net 

assets (ROA)  of conglomerate companies in Nigeria, the first regression equation, 

ROAit = α0 + α1 ITPit + α2 SZit + α3 LEVit +  ϵit,  in our model is run, using OLS, Fixed 

Effect regression and Random-effects GLS regression in which a Hausman 

specification test is also run to checks a more efficient model against a less efficient 
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but consistent model to make sure that the more efficient model also gives consistent 

results, with the dependent variable ROA and the independent variable ITP, and 

control variables SIZE and LEV. The regression results of the Impact of Inventory 

Turnover Period on Return on net assets (ROA) is evaluated from the model summary 

as presented in Table 2. 

 

Table 2: Regression Results of the Impact of Inventory Turnover Period on 

Return on net assets (ROA)  

OLS FIXED-EFFECT RANDOM-EFFECT 

VARIABLES Coef.  Std. 

Err. 

T P Coef. Std. 

Err. 

T p Coef. Std. 

Err. 

Z p>|z| 

ITP -

0.010

3 

0.0196 -

0.520

0 

0.60

20 

-

0.0671 

0.035

5 

-

1.890

0 

0.06

50 

-

0.010

3 

0.0196 -

0.520

0 

0.60

00 

SZ  2.690

1 

4.7721 0.560

0 

0.57

60 

3.4738 6.968

3 

0.500

0 

0.621

0 

2.690

1 

4.7721 0.560

0 

0.57

30 

LEV -

23.118

4 

3.1015 -

7.450

0 

0.00

00 

-

25.58

86 

5.948

6 

-

4.300

0 

0.00

00 

-

23.118

4 

3.1015 -

7.450

0 

0.00

00 

CONS 1.1152 33.971

4 

0.030

0 

0.97

40 

3.705

9 

49.64

07 

0.070

0 

0.941

0 

1.1152 33.971

4 

0.030

0 

0.97

40 

R-SQUARED 0.5495     

ADJ R-SQUARED 0.5202     

WITHIN   0.3784 0.3414 

BETWEEN   0.7119 0.9491 

OVERALL   0.4715 0.5495 

F VALUE 18.71     

PROB>F   0.0000 0.0002 0.0000 

HAUSMAN TEST 

(PROB>CHI)   

0.2117 

 

Source: Generated by the authors from the annual reports and accounts of the 

sampled companies using STATA (Version 12). 

 

In appraising the Model 1, based on the regression result in Table 1, the results of OLS 

show the coefficient of determinations “R-square” shows 52.02% indicating that the 

variables considered in the model accounts for about 52.02% change in the dependent 

variables, that is ROA, while the remaining of the change is as a result of other 
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variables not addressed by this model.  Likewise the P-Value of 0.0000 which is less 

than 0.05 proved the model to be fit.  

From the same OLS result in Table 2 it can be seen clearly that t-value of ITP -0.5200 

is lower than 1.96 (for a 95% confidence level) the null hypothesis will not be rejected 

as the t-value is lower than 1.96 that means the ITP has no significant influence on the 

dependent variable as the higher the t-value the higher the relevance of the variable. 

Likewise, using Two-tall test p-value of ITP 0.6020 is higher than 0.05, and for a null 

hypothesis to be rejected the p-value has to be lower than 0.05 (for a 95% confidence 

level) or an alpha of 0.10 (for a 90% confidence level), thus the ITP has no significant 

influence on the dependent variable (ROA) as the p-value of 0.600 is higher than 0.05.  

So also considering the Hausman specification test result the Random-effects GLS 

regression showed that The coefficient of determinations “R-square” shows the within 

and between values of 34.14% and 94.91% which are highly impressive, while the 

overall R2 is 54.95%, indicating that the variables considered in the model account for 

about 55% change in the dependent variables, that is return on net assets (ROA) , while 

about 45% change may be as a result of other variables not addressed by this model. 

Likewise the P-Value of 0.0000 which is less than 0.05 proved the model to be fit. 

Likewise from Random-effect model result of the Table 4.3 it can be seen clearly that 

z-value of -0.52 is lower than 1.96 (for a 95% confidence level) the null hypothesis 

will not be rejected as the z-value is lower than 1.96 that means the ITP has no 

significant influence on the dependent variable as the higher the z-value the higher the 

relevance of the variable. Likewise, using Two-tall test p-value, for a null hypothesis 

to be rejected the p-value has to be lower than 0.05 (for a 95% confidence level) or an 

alpha of 0.10 (for a 90% confidence level), thus the ITP has no significant influence 

on the dependent variable (ROA) as the p-value of 0.600 is higher than 0.05.  

In general, the overall probability is positively significant at 5%, and of all the 

independent variables in this study; however, ITP has no significant influence on the 

dependent variable as its z-value of -0.5200 is lower than 1.96 and the p-value of 0.803 

is higher than 0.05. This is in line with Narware (2004) and Gill, Biger & Mathur 

(2010), whose found a statistically insignificant association between return on net 

assets (ROA) and inventory turnover, with support the findings of Alipour (2011); 

Deloof (2003); Lee, Song, & Lee (2009); Panigrahi (2013); and Usama (2012) are 

postulating that there is a inverse relationship between the inventory turnover and 

return on net assets (ROA). However, oppose with Ali (2011); Gill, Biger & Mathur 

(2010); Padachi (2006); Rimo & Panbunyuen (2010); Soekhoe (2012); and Warnes 

(2013) that attest a positive relationship. 

Thus, the model equation can be written as:  
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Return on net assets (ROA) it = 1.115151it –α1 0.0102807it+ α2 2.690063it – α3 

23.11843it + ϵit 

In the overall considering both correlation and regression results, the result of 

correlation between ROA and ITP show a negative 0.0662 which implies as ITP 

reduces by less than 7% ROA will increase by the same percentage and on the other 

hand both z-value and p-value reveal an insignificant relationship between ITP and 

ROA, thus it will be concluded that relationship between the Inventory turnover 

management and return on net assets (ROA)  of listed conglomerate companies in 

Nigeria is a negative and insignificant. 

 

Conclusions 

Inventory conversion period in particular and Working capital management in general 

is important part in firm financial management decision.  The ability of the firm to 

continuously operate in longer period is dependent on how they deal with investment 

in working capital management. The optimal working capital management could be 

achieved by firm that manage the trade off between profitability and liquidity. Based 

on the research findings it can be concluded that Inventory conversion period is 

negatively related to return on net assets (ROA) of the listed Conglomerate Firms in 

Nigeria. Yet the relationship is insignificant based on the documentary evidence.  

When a company maintains a high level of inventory with generous trade credit policy 

the sales are likely to increase, hence improving the return on net assets (ROA) of the 

company. However the increases in inventory days mean the cost for storing the 

inventories will increase. 

 

Recommendations 

Based on the conclusions of this study, the following recommendations are offered: 

i. In the case of high cost/level inventories, there should be periodic stock 

taking so as to discover in time, the slow moving stocks (if any) to avoid 

over investment in such stocks. Further if there aren’t any more demand 

for the products the stock needs to be written off which can increase the 

obsolescence stocks. Management should therefore, adopt a more 

sophisticated inventory management/control measure.  

ii. Companies should sufficiently plan and control their operations, amend the 

shortfalls as noted, consider the principles of finance in their decision 

making, utilize the services of professionals in complex business areas, and 

perform periodic stock taking. 
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iii. companies should sufficiently plan and control their operations, amend the 

shortfalls as noted, consider the principles of finance in their decision 

making,  
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