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ABSTRACT
This study examined the impact of credit management on the profitability of a manufacturing firm. The study was specifically carried out to assess the effects of the credit management on the profitability of the company, the problems associated with credit management in manufacturing firms, the advantages of effective and efficient management of trade credit, whether the credit management principles applied by the firm is appropriate and effective. The study was anchored on the agency theory. The study employed the survey descriptive research design. Hence, the questionnaire was used for data collection, while the data collected were analyzed using frequency tables, and mean scores. A total of 50 respondents were selected as sample size using Yamane sampling method. The participants consists of staff of Unilever Nigeria Plc. Aba, Abia State. From the responses obtained and analyzed, the findings reveals that that credit management has an effect on the profitability of a company. The study further revealed that trade credit can be phased out completely from a company’s business dealing. Furthermore, the findings of the study showed that that any company through the aid of trade credit facility can achieve high profit index. Finally, the study confirmed that liquidity and profitability objectives of the company be achieved through the use of credit facilities. The study therefore recommended that manufacturing companies should formulate and implement sound credit management policies to improve their profitability and guarantee sufficient liquidity.

CHAPTER ONE
INTRODUCTION
1.1 BACKGROUND OF THE STUDY
Credit management is a term used to identify accounting functions usually conducted under the umbrella of accounts receivables. Essentially, this collection of processes involves qualifying the extension of credit to a customer, monitors the reception and logging of payments on outstanding invoices, the initiation of collection procedures, and the resolution of disputes or queries regarding charges on a customer invoice. When functioning efficiently, credit management serves as an excellent way for business to remain financially stable.
Competent credit management seeks to not only protect the vendor from possible losses, but also protect the customer from creating more debt obligations that cannot be settled in a timely manner.
Several factors are used as part of the credit management process to evaluate and qualify a customer for the receipt of some form of commercial credit. This may include; gathering data on the potential customer’s, current financial condition including the current credit score.
BRIEF HISTORY OF UNILEVER NIGERIA PLC ABA
Unilever Nigeria Plc is a public liability company quoted on the Nigerian stock exchange since 1973 with Nigerian’s currently having 49 percent of equity holidays established in Nigeria. Unilever Nigeria Plc started as a soap manufacturing company and is today’s one of the eldest surviving manufacturing organization in Nigeria. The company changed its name to “Unilever Nigeria Plc” in 2001.
The company is into the manufacture and marketing of household toiletries and favorites which are manufactured in their various factory locations in Nigeria. This is because they are so deeply committed to meet the everyday needs of people everywhere in Nigeria. Such factors are located at Lagos, Agbara, Oregun and Aba. Its staff strength is about one thousand eight hundred (1,800) employers. They also have indirect employees like contract staff and others who range from our forty thousand employees throughout the country.
The company has also made provision for assistance in fields of health, education, children welfare and potable water hygiene as part of its social responsibility programme in the Nigerian communities.
Conclusively, Unilever Nigeria Plc from research has been found to be involved in both credit and cash transactions with its customers.
1.2 STATEMENT OF THE PROBLEM
There are many problems companies encounter as a result of poor credit management. Thus, the problems inherent in this research study as investigated are as follows:
(1) There is a high rate of bad debts because some corporations take advantage of the credit that is extended to them and find themselves not able to pay debt later.
(2) The poor level of trade credit management is reflected in the liquidity and profitability position of the firm.
(3) The inability of business policy makers to certainly say how effectively, credit management other makes or mars the performance of the business in terms of profitability.
(4) Furthermore, lack of experienced staff or officers to tackle onerous and vital duties of managing debts appropriately.
(5) Also, limitation and inadequate training opportunities for key treasury or supporting staff.
(6) Finally, failure to comply with the agreed terms of agreement with the company upon when paying the debt.
1.3 OBJECTIVE OF THE STUDY
The main objective of this study is to appraise the impact of credit management on the profitability of manufacturing firms and also providing effective means of reducing default in collection of accounts.
Other objectives include the following:
(1) To appraise the effects of the credit management on the profitability of the company.
(2) Identifying the problems associated with credit management in manufacturing firms.
(3) To investigate the advantages of effective and efficient management of trade credit.
(4) To also show how to reduce losses caused by bad debt through the use of effective and sound collection policy and procedures.
(5) It is also very necessary for a firm to critically evaluate the individual account of the customers to enable it obtain the necessary credit
information about them and to devise appropriate collection procedures for effective collection of account.
(6) To examine whether the credit management principles applied by the firm is appropriate and effective.
(7) To encourage staff to always be at an alert in respect of knowing who their debtors are.
1.4 RESEARCH QUESTIONS
Base on the problems which this research work is aimed at finding solutions to, the following questions are put forward in finding solutions to the problems.
1. Does credit management have any effect on the profitability of a company?
2. Can trade credit be phased out completely from a company’s business dealing?
3. How can a firm enforce collection of it’s over due debts?
4. Has any company through the aid of trade credit facility achieved high profit index?
5. Can the liquidity and profitability objectives of the company be achieved through the use of credit facilities?
1.5 FORMULATION OF RESEARCH HYPOTHESES
The following hypotheses are formulated for the purpose of this research work.
Ho: Firm’s do not make some profits when trade credit questions
H1: Firm’s do make some profit when they extend credit to customers.
Ho: Its credit information about customers does not help in reducing bad debt losses.
H2: Its credit information about customers help in reducing bad debt losses.
Ho: Firms that sale on credit to their customers do not make more sales than those who sale in cash.
H3: Firm’s that sale on credit to their customers do make more sales than those who save in cash.
1.6 SIGNIFICANCE OF THE STUDY
This research work will be of great significance to the staff of Unilever Nigeria Plc. It will go a long way in enlightening them on the concept of credit management accounting as well as the best strategies to be adopted to monitor debts. This research work will as well be of benefit to students and researchers because it would widen their scope from the information
contained in this research work and lastly, it will also be of help to the entire nation by also enlightening them on the importance of managing debt and finding the best possible measures in settling debts as at when due.
1.7 SCOPE OF THE STUDY
This research work on the impact of credit management on the profitability of a manufacturing firm is focused on Unilever Nigeria Plc. Aba State.

1.8 LIMITATIONS OF THE STUDY
In the course of this research work, the researcher encountered some bureaucratic problems which are very peculiar to Nigeria firms. These factors are as follows:
1. Time: The time specified for submission for this research work was obviously too short and as such, was unable to go about Unilever Nigeria Plc thoroughly in carrying out this research.
2. Lack of knowledgeable and sincere personnels: Some of the officials employed in most manufacturing firms including that of Unilever Nigeria Plc has no knowledge on the ways of ensuring that credit management works effectively and they are also not approachable because they place themselves
on a very high esteem and even when I was opportune to interview them, there were lots of shortcomings from the basis such as deliberate distortion of facts and amongst others.
3. Lack of Facilities: Research facilities such as transportation make research easy and interesting. But it is often noted that Nigeria has a poor transportation system which greatly affected me in conducting this research.
1.9 DEFINITION OF TERMS
For easy comprehension of this research work, the writer intends to define the following terms:
1. Accounts Receivable:
This is the total sum which is being owed to Unilever Nig Plc by its customers at any particular accounting period.
2. Bad debts:
They are losses which are incurred by Unilever Nig Plc when some of its customers fail to pay part or all the money being owed to the firm.
3. Trade credit:
Is any amount for goods and or resources which remain unpaid at the time of purchase of such goods or services but which is deferred for future use.
4. Liquidity:
This is used to describe the assets of firms which are easily convertible to cash.
5. Solvency:
We use this term to express a firm’s liabilities or obligations as they fall due or simply put a state of being able to pay debts as they fall due.


CHAPTER TWO
REVIEW OF RELATED LITERATURE
2.0 INTRODUCTION
Our focus in this chapter is to critically examine relevant literature that would assist in explaining the research problem and furthermore recognize the efforts of scholars who had previously contributed immensely to similar research. The chapter intends to deepen the understanding of the study and close the perceived gaps.
Precisely, the chapter will be considered in three sub-headings:
· Conceptual Framework
· Theoretical Framework
· Empirical Review
2.1 CONCEPTUAL FRAMEWORK
Concept of Manufacturing Industries
Manufacturing is a production  method or process that creates goods by combining supplies, ingredients or raw materials using a formula or recipe. It is frequently used in industries that produce bulk quantities of goods. The manufacturing sector is part of the goods-producing industries super-sector group. The Manufacturing sector comprises establishments engaged in the mechanical, physical, or chemical transformation of materials, substances, or components into new products (Nnadi, Akawnonu, & Okafor, 2018).
Manufacturing industries wish to satisfy customer demands expressed in terms of real or estimate need and expectations. Moreover, due to the current technological developments, manufacturing companies need to perform engineering changes in manufacturing systems to adapt their manufacturing program and enhance the products, while reducing manufacturing costs. These needs various facilities are complex, dynamic, stochastic systems. Starting at the beginning of organized manufacturing, workers, supervisors, engineers, and managers have developed many clever and practical methods for controlling production process and activities (Denkena & Winter, 2015). 
Consequently manufacturing industries have recognizing the importance of numerous manufacturing strategy in their businesses performance and efficiency. From those strategies, production planning and controls have an important role in organizations to achieve firm performance and a competitive advantage. Since this strategy provides to meet customer expectation, reduce production difficulties and enhance the birth of manufacturing industries at higher extent. Moreover, in a complex manufacturing environment, a comprehensive production planning and controlling process are adopted in order to ensure the best utilization of resources, improve production capacity and maximize a firm’s profitability. Besides in the attention of metal manufacturing investment in various nations were increased because of the sharp importance of a skilled workforce, technological exchanges, supply-chain logistics, and emphasis on scale economies (Dametew & Ebinger, 2017). Therefore Every manufacturing sector that must attain maximum output with minimum input of resources will result in high marginal profit needs to pay more attention to planning.
Concept of Credit
According to Onyeagocha (2001), the term credit is used specifically to refer to the faith placed by a creditor (lender) in a debtor (borrower) by extending a loan usually in the form of money, goods or securities to debtors. Essentially, when a loan is made, the lender is said to have extended credit to the borrower and he automatically accepts the credit of the borrower.
Credit can therefore be defined as a transaction between two parties in which the creditor or lender supplies money, goods and services or securities in return for promised future payments by the debtor or borrower.
Types of Credit
There are three major types of credit. These are commercial credit, consumer credit and investment credit.
Commercial credit can be bank credit such as overdraft, loans and advances; trade credit from suppliers; commercial papers (or note); invoice discounting; bill finance; hire purchase; factoring etc.
Consumer credit is a kind of permission granted to an individual or a household to purchase goods like refrigerator, television, car, electronic sets, which could not be paid for immediately but for which instalment payments are made over a period of time.
Investment credit allows a business concern such as corporate body, sole proprietorship or partnership to obtain credit for capital goods for expansion of factoring or procurement of machinery.
The tenor of a loan varies from short to medium, role to long term depending on the institution, nature and functions (Yakubu, & Affoi, 2014).
The importance of credit (and consequently the role of banks) in the economic growth and development of a country cannot be over-emphasize. The functions of credit are primarily two: it facilitate the transfer of capital or money to where it will be most effectively and efficiently used; and secondly, credit economizes the use of currency or coin money as granting of credit has a multiplier effect on the volume of currency or coin in circulation. Perhaps, we need to add here that the cost of credit (notable interest and discount rate) is one of essential tools to be used to control and regulate money by the central bank of Nigeria through its monetary policy.
Despite the important role played by credit in the economy, it is associated with a catalogue of risks. According to Obalemo (2004), credit risk is an assumed risk that a borrower won‟t pay back the lender as agreed.
The various types of credit risks include management risk, geographical risk, business risk, financial risk and industrial risk. The probable occurrence of partial or total default requires a thorough risk assessment prior to granting loans.
Concept of Credit Management
The concept of credit management has continued to receive great scholarly attention, particularly in the face of the increasing turbulence in the global business environment as well as the current fluctuations and uncertainty in the global economy. In order to efficiently and effectively perform their duties and add value to shareholders, management must develop a robust schedule for managing their daily task and operations (Alhassan & Islam, 2021; Owolabi & Ibida, 2016). Iyekoroghe (2020) suggests that it is impossible to overstate the significance of credit management as it relates to financial performance in today's organization. Maintaining liquidity in day-to-day operations is essential for managing credit to guarantee that it runs smoothly and fulfills its obligations (Eljelly, 2014; Kankpang, et al., 2020). A commercial firm's efficient operation is greatly influenced by credit management. A company should avoid having excess or fall short of liquidity to meet its obligations in the immediate term. Due to its intimate connection to a company's daily activities, credit management research is crucial for both internal and external analysts (Bhunia, 2017).
The credit manager faces the trade-off between credit and profitability (Raheman & Nasr, 2017). There is no set method for establishing the ideal degree of liquidity that a firm can maintain to assure a favorable influence on its profitability; rather, a corporation's credit policy depends on the unique characteristics of the firm. Pandey (2014) claims that non- collectability of account receivables by a company will lead to losses in form of bad debts. The caliber of the accounts that the company accepts determines the magnitude of bad debt losses. Accounts receivable in a firm are claims held against other parties in the working circle, according to Donald and Penne's (2017) theory. Trade debtors and nontrade debtors are additional categories for trade borrowers. Trade debtors are those who owe money to businesses for the goods and services they have purchased, whereas non-trade debtors are those who owe money to businesses for several other reasons such as oral or written commitments to pay for items other than goods in the future.
Concept of Credit Management
The concept of credit management has continued to receive great scholarly attention, particularly in the face of the increasing turbulence in the global business environment as well as the current fluctuations and uncertainty in the global economy. In order to efficiently and effectively perform their duties and add value to shareholders, management must develop a robust schedule for managing their daily task and operations (Alhassan & Islam, 2021; Owolabi & Ibida, 2016). Iyekoroghe (2020) suggests that it is impossible to overstate the significance of credit management as it relates to financial performance in today's organization. Maintaining liquidity in day-to-day operations is essential for managing credit to guarantee that it runs smoothly and fulfills its obligations (Eljelly, 2014; Kankpang, et al., 2020). A commercial firm's efficient operation is greatly influenced by credit management. A company should avoid having excess or fall short of liquidity to meet its obligations in the immediate term. Due to its intimate connection to a company's daily activities, credit management research is crucial for both internal and external analysts (Bhunia, 2017).
The credit manager faces the trade-off between credit and profitability (Raheman & Nasr, 2017). There is no set method for establishing the ideal degree of liquidity that a firm can maintain to assure a favorable influence on its profitability; rather, a corporation's credit policy depends on the unique characteristics of the firm. Pandey (2014) claims that non- collectability of account receivables by a company will lead to losses in form of bad debts. The caliber of the accounts that the company accepts determines the magnitude of bad debt losses. Accounts receivable in a firm are claims held against other parties in the working circle, according to Donald and Penne's (2017) theory. Trade debtors and nontrade debtors are additional categories for trade borrowers. Trade debtors are those who owe money to businesses for the goods and services they have purchased, whereas non-trade debtors are those who owe money to businesses for several other reasons such as oral or written commitments to pay for items other than goods in the future.
Components of Credit Management
Credit management is a crucial aspect of financial management that involves the process of granting credit, setting credit limits, and collecting debts. It plays a significant role in maintaining the financial health of a business by minimizing the risk of bad debts and ensuring a steady cash flow. 
1. Credit Policy
Credit Policy can be viewed as written guidelines that set the terms and conditions for supplying goods on credit, customer qualification criteria, procedure for making collections, and steps to be taken in case of customer delinquency. This term can also be referred to as collection policy. It is also the guidelines that spell out how to decide which goods are sold on open account, the exact payment terms, the limits set on outstanding balances and how to deal with delinquent accounts.
Lawrence (2003), the objective of managing accounts receivable is to collect receivable without losing sales from high-pressure collection techniques. Accomplishing this objective encompasses; credit selection and standard which involve the application of technique for determining which customer should receive credit. This process involves evaluating the customer’s creditworthiness and comparing it to the firm’s credit standard, its minimum requirements for extending credit to customers and credit monitoring which involves the review of the firm’s account receivable to determine whether customers are paying according to the stated credit terms. Slow payments are costly to a firm’s investment in account receivable.
Debtor management means the process of decisions relating to the investment in business debtors. In credit selling, it is certain that we have to pay the cost of getting money from debtors and to take some risk of loss due to bad debts. To minimize the loss due to not receiving money from debtors is the main aim of debtor management. Economic conditions and firms credit policies are the chief influence on the level of a firm’s account receivable (James, 2012). The trade-off between increase in the market share through credit sales and the collectability of the account receivable affects firm’s liquidity and its eventual profitability. A firm may report large profit and still suffer liquidity problem if bulk of its transactions are in account receivable and collection policy in not effective. Credit and collection policies encompasses the quality of accounts accepted, the credit period extended, the cash discount given, certain special terms and the level of collection expenditure. In each case, the credit decision involves a trade-off between the additional profitability and the cost resulting from a change in any of these elements.
Receivable management begins with the decision of whether or not to grant credit.
Where goods are sold on credit, a monitoring system is important, because without it, receivable will built up to excessive levels, cash flow (liquidity) will decline and bad debts will offset the profit on sales. Corrective action is often needed and the only way to know whether the situation is getting out of hand is to set up and then follow a good receivable control system (Eugene, 2012).
Eugene, (2012), states that optimal credit policy, hence the optimal level of accounts receivable, depends on the firm’s own unique operating conditions. A firm with excess capacity and low variable production cost should extend credit more liberally and carry a higher level of receivable than a firm operating at full capacity on slim profit margin.
A well-defined credit policy serves as the foundation for effective credit management. This policy outlines the framework within which credit is granted and managed. It encompasses several critical elements:
· Risk Assessment: Understanding the potential for bad debt losses is essential. Companies must evaluate how much risk they can tolerate based on their financial goals and market conditions. A thorough risk assessment helps in determining appropriate credit limits and terms for customers (Lockstep, 2018).
· Approval Process: The approval process for extending credit should be stringent to mitigate risks associated with customer defaults. This involves establishing guidelines for evaluating a customer's creditworthiness, which may include reviewing credit reports and financial statements (Alloy Silverstein, 2018). In uncertain economic times, relying solely on historical data may not be sufficient; businesses should also consider anecdotal evidence from industry contacts.
· Credit Limits: Setting appropriate credit limits is vital to managing exposure to bad debts. Companies may need to adjust these limits based on current economic conditions or specific customer risk profiles. For instance, reducing limits for high-risk customers can prevent significant losses (Lockstep, 2018).
· Credit Terms: The terms under which credit is extended can significantly impact cash flow. Businesses should consider offering varied payment terms based on customer risk levels, such as shorter payment periods or requiring deposits from higher-risk clients (Lockstep, 2018).



2. Risk Management
Effective credit management involves continuous risk management practices. Businesses must regularly assess their exposure to bad debts and adjust their strategies accordingly. This includes:
· Monitoring Customer Behavior: Regularly reviewing customer payment patterns can help identify potential risks early. Businesses should track overdue accounts and implement measures to address them promptly.
· Diversification of Credit Portfolio: Relying heavily on a few customers can increase risk exposure. Diversifying the customer base can mitigate this risk by spreading it across different clients and industries (Pandey, 2017).
· Use of Technology: Implementing automated systems for monitoring accounts receivable can enhance efficiency in managing credit risks. Technology can provide real-time insights into customer behavior and financial health, allowing businesses to make informed decisions quickly (Lockstep, 2018).
3. Collection Procedures
Collection procedures are integral to ensuring timely payments from customers. A well-defined collection strategy should include:
· Communication Strategies: Establishing clear communication channels with customers regarding payment expectations is crucial. This includes sending reminders before due dates and following up promptly on overdue accounts (Lockstep, 2018).
· Personalized Follow-ups: Building relationships with customers can improve collection efforts. Personalized follow-ups through calls or emails can encourage timely payments and foster goodwill (Alloy Silverstein, 2018).
· Escalation Procedures: Having a structured approach for escalating collection efforts when accounts become significantly overdue is essential. This may involve implementing late fees or engaging collection agencies as a last resort (Alloy Silverstein, 2018).
4. Bad Debt Management
Despite best efforts, some debts may become uncollectible. Effective bad debt management involves:
· Early Identification: Recognizing signs of potential bad debts early allows businesses to take proactive measures, such as negotiating payment plans or adjusting credit terms (Lockstep, 2018).
· Debt Recovery Strategies: Implementing strategies for recovering bad debts can minimize losses. This may include negotiating settlements or utilizing legal avenues when necessary (Pandey, 2017).
· Reviewing Bad Debt Policies: Regularly reviewing policies related to bad debts ensures they remain relevant and effective in addressing current market conditions (Lockstep, 2018).
5. Credit Evaluation
A critical component of credit management is the evaluation of potential customers before extending credit. This process includes:
· Creditworthiness Assessment: Businesses should conduct thorough assessments of a customer's financial health before granting credit. This may involve analyzing financial statements, credit scores, and payment histories (Alloy Silverstein, 2018).
· Industry Benchmarking: Comparing a customer's financial metrics against industry standards can provide insights into their relative stability and reliability (Pandey, 2017). 
· Ongoing Monitoring: Once credit is extended, continuous monitoring of the customer's financial situation is necessary to identify any changes that may affect their ability to repay debts.
The manufacturing sector and its unique credit-related challenges
The manufacturing sector plays an indispensable role in the global economy, serving as the backbone of industrialization and economic growth. It encompasses a diverse range of activities, from producing raw materials and intermediate goods to crafting finished products for consumption or further use in other industries. However, while its significance is unquestionable, the sector faces numerous challenges, with credit-related issues standing out as a particularly critical concern. These challenges not only impede the growth and sustainability of manufacturing firms but also affect their ability to compete in an increasingly globalized marketplace. Understanding these unique credit-related obstacles is essential for policymakers, financial institutions, and stakeholders seeking to enhance the sector's resilience and productivity.
One of the most prominent challenges faced by manufacturers is access to affordable and adequate credit. The capital-intensive nature of manufacturing requires substantial investment in machinery, technology, labor, and raw materials. These investments often involve large upfront costs, which necessitate external financing. However, small and medium-sized enterprises (SMEs), which form the backbone of the manufacturing sector in many countries, frequently struggle to secure credit on favorable terms. This difficulty stems from a combination of factors, including perceived risks associated with the sector, lack of creditworthiness, and inadequate financial documentation. According to a report by Beck et al. (2018), SMEs in manufacturing face greater financial constraints compared to firms in other sectors, largely due to the uncertainty in revenue streams caused by fluctuating demand and supply chain disruptions.
Additionally, the cyclical nature of manufacturing heightens its vulnerability to credit-related issues. Economic downturns and recessions often result in decreased demand for manufactured goods, leading to revenue losses for manufacturers. In such periods, many firms face difficulties meeting their existing debt obligations while simultaneously needing additional financing to sustain operations. Banks and financial institutions, on the other hand, tend to tighten lending criteria during economic slowdowns, exacerbating the credit challenges faced by manufacturers. For instance, during the 2008 financial crisis, many manufacturing firms worldwide experienced a sharp decline in access to credit, which hampered their recovery and contributed to job losses across the sector (World Bank, 2018).
Another critical challenge lies in the mismatch between the financing needs of manufacturers and the lending practices of traditional financial institutions. Manufacturing projects often require long-term financing due to the extended timelines involved in product development, production, and sales. However, many banks and lenders prefer short-term loans, as these involve lower risk and quicker returns. This misalignment creates a financing gap that leaves manufacturers unable to fund long-term investments essential for technological innovation and capacity expansion. Furthermore, even when long-term credit is available, high interest rates and unfavorable repayment terms can deter manufacturers from pursuing it. The inability to access affordable, long-term financing significantly hampers the competitiveness of manufacturing firms, particularly in developing countries where credit markets are less mature.
Collateral requirements also pose a significant obstacle to manufacturers seeking credit. Financial institutions often demand substantial collateral as a prerequisite for loan approval. This requirement disadvantages smaller manufacturers, which may lack the necessary assets to meet collateral criteria. Even larger firms can struggle, as the nature of manufacturing assets—such as specialized machinery—may not be easily convertible into liquid cash, thereby limiting their suitability as collateral. As a result, many manufacturing firms resort to alternative financing sources, such as informal lenders, which often come with exorbitant interest rates and less favorable terms. According to research by Singh and Kumar (2018), reliance on informal credit sources is particularly pronounced among small-scale manufacturers in emerging economies, further perpetuating their financial struggles.
Moreover, credit-related challenges in the manufacturing sector are compounded by structural inefficiencies in financial systems. In many countries, especially in developing regions, financial institutions lack the expertise to adequately assess the creditworthiness of manufacturing firms. This lack of expertise results in a blanket perception of high risk, even for firms with sound business models and growth prospects. As a consequence, many potentially viable manufacturing firms are excluded from formal credit systems. Singh and Kumar (2018) emphasize that improving the financial literacy of lenders regarding the unique characteristics of the manufacturing sector is essential to bridging this gap and ensuring equitable access to credit.
Globalization and the increasing complexity of supply chains add another layer of credit-related challenges for manufacturers. In today’s interconnected economy, many manufacturers rely on cross-border trade and international suppliers. The dependence on global supply chains exposes manufacturers to geopolitical risks, currency fluctuations, and trade barriers, all of which can impact their cash flow and credit needs. For example, trade restrictions or tariffs can lead to increased costs for imported raw materials, thereby straining the financial resources of manufacturers. In such scenarios, manufacturers often need short-term credit solutions to manage working capital, but the volatile nature of global markets makes lenders hesitant to provide such financing.
Addressing these credit-related challenges requires a multi-pronged approach involving policymakers, financial institutions, and the manufacturing industry itself. Governments can play a pivotal role by implementing policies that enhance access to credit for manufacturers. This includes creating credit guarantee schemes to mitigate lender risks, providing subsidies for interest rates on loans, and fostering the development of alternative financing mechanisms, such as venture capital and private equity. Similarly, financial institutions need to adopt more nuanced and flexible lending practices that take into account the specific needs of manufacturing firms. For instance, tailoring loan products to align with the cash flow cycles of manufacturers or offering innovative financing solutions like supply chain financing can go a long way in easing credit constraints.
The manufacturing sector’s unique credit-related challenges stem from a complex interplay of factors, including the capital-intensive nature of the industry, economic cyclicality, collateral requirements, and structural inefficiencies in financial systems. Overcoming these obstacles is crucial for enabling the sector to realize its full potential as a driver of economic growth and job creation. By fostering a supportive credit environment, stakeholders can empower manufacturers to innovate, expand, and compete on a global scale, ultimately contributing to sustainable development and economic resilience.
Concept of Profitability
Profitability is the measure of a business's capacity to generate earnings or perform effectively in relation to its investment. Adetoso and Akinselure (2018) define profit as the ability of an investment to generate a substantial income through its continual utilisation in business. Firm profitability is a fundamental concept that evaluates a company's ability to generate revenue from its business activities. The indicator is crucial in assessing a company's financial well-being, effectiveness, and capacity to generate value. Firm profitability refers to the capacity of a corporation to generate earnings or profits in relation to its costs and investments. Net profit margin, return on assets (ROA), return on equity (ROE), and earnings per share (EPS) are among the financial metrics and indicators that can be employed to assess it. These metrics provide insight into the company's ability to generate profits from its resources and investments.
Profitability can impact financial leverage by enabling profitable enterprises to cover the interest expenses of the company. According to Charles and Uford (2023), highly lucrative enterprises tend to have low interest cover, while badly profitable firms have high interest cover. Therefore, a financially stable corporation can effectively fund its operations by utilising debt in order to benefit from the tax advantages of interest payments.
The profitability of corporate organisations has been a significant concern for management experts, investors, and researchers, as evidenced by the literature. Given this, profitability is the most significant and dependable indicator of corporate growth, as it provides a comprehensive assessment of the capacity of companies to increase their income (Almajali et al., 2022). Consequently, profitability becomes one of the most critical objectives of financial management, as one of its objectives is to optimise the wealth and profitability of the company proprietor, which in turn demonstrates improved financial performance.
Key profitability indicators
Profitability indicators are essential metrics that help businesses assess their financial health and operational efficiency. These indicators provide insights into how well a company converts its revenues into profits, guiding management decisions and strategic planning. This will cover several key profitability indicators, including Gross Profit Margin, Operating Margin, Net Profit Margin, Return on Assets (ROA), Return on Equity (ROE), and Return on Investment (ROI).
1. Gross Profit Margin
Gross Profit Margin is a critical profitability indicator that measures the percentage of revenue remaining after deducting the cost of goods sold (COGS). It is calculated using the formula:
Gross Profit Margin=(Net Sales/Gross Profit​)×100
where Gross Profit is defined as Net Sales minus COGS. This margin reflects how efficiently a company uses its resources to produce goods and services. A higher gross profit margin indicates better cost control and pricing strategies, while a declining margin may signal increased production costs or pricing pressures from competitors (Investopedia, 2018).
Monitoring gross profit margin over time allows businesses to identify trends in production efficiency and pricing power. For instance, if a company's gross profit margin is decreasing, it may need to reassess its supply chain costs or consider adjusting its pricing strategy to maintain profitability. Comparing gross profit margins with industry averages can also highlight competitive advantages or weaknesses.
2. Operating Margin
Operating Margin measures the proportion of revenue that remains after covering operating expenses, excluding interest and taxes. It is calculated as follows:
Operating Margin=(Net Sales/Operating Income​)×100
Operating Income is derived from subtracting operating expenses from gross profit. This indicator provides insight into the efficiency of a company's core business operations (Binarbase, 2018).
A strong operating margin suggests that a company effectively manages its operating costs relative to its sales. If the operating margin is low compared to industry peers, it may indicate inefficiencies in operations or excessive overhead costs. Regular analysis of this margin can help businesses optimize their operational processes and improve overall profitability.
3. Net Profit Margin
Net Profit Margin represents the percentage of revenue that remains after all expenses, including taxes and interest, have been deducted. It is calculated using the formula:
Net Profit Margin=(Total Revenue/Net Income​)×100
Net Income is often referred to as the "bottom line" because it reflects the ultimate profitability of a business (Elements Advisory Group, 2018).
This margin is crucial for assessing a company's overall financial health. A high net profit margin indicates that a company retains a significant portion of its sales as profit, which can be reinvested in growth or distributed to shareholders. Conversely, a declining net profit margin may signal rising costs or ineffective management strategies that need addressing.
4. Return on Assets (ROA)
Return on Assets (ROA) measures how effectively a company utilizes its assets to generate profits. It is calculated as follows:
ROA=(Total Assets/Net Income​)×100
This ratio indicates how well management is using its assets to produce earnings (Alter Finance Group, 2018).
A higher ROA signifies efficient asset utilization, while a lower ROA may suggest underperformance in asset management. Comparing ROA across different periods or against industry benchmarks helps identify trends in asset efficiency and informs strategic decisions regarding asset acquisition or disposal.
5. Return on Equity (ROE)
Return on Equity (ROE) measures the return generated on shareholders' equity. It is calculated using the formula:
ROE=(Shareholders Equity/Net Income​)×100
This indicator reflects how effectively management uses equity financing to generate profits (Investopedia, 2018).
A high ROE indicates effective management and strong financial performance from the perspective of shareholders. However, an extremely high ROE might also suggest excessive leverage, which could pose risks during economic downturns. Regular assessment of ROE can help investors gauge management effectiveness and compare it with other investment opportunities.
6. Return on Investment (ROI)
Return on Investment (ROI) evaluates the efficiency of an investment relative to its cost. The formula for calculating ROI is:
ROI=(Cost of Investment/Net Profit from Investment​)×100
This metric helps businesses assess whether their investments yield satisfactory returns (Binarbase, 2018).
ROI is crucial for decision-making regarding capital expenditures and project evaluations. A positive ROI indicates that an investment has generated more profit than its cost, while a negative ROI signals potential losses. Businesses should continuously monitor ROI across various investments to optimize resource allocation.
Factors Influencing Profitability in Manufacturing Firms
Profitability is a critical indicator of a manufacturing firm's financial health, reflecting its ability to generate income relative to its expenses. Several factors influence profitability, ranging from internal management practices to external economic conditions. 
1. Liquidity Management
Liquidity refers to a firm's ability to meet its short-term obligations without incurring significant losses. Effective liquidity management is crucial for maintaining operational stability and ensuring that a firm can respond to unexpected expenses or opportunities. The relationship between liquidity and profitability can be complex; while adequate liquidity is necessary for operations, excessive liquidity may indicate inefficiency in capital utilization.
Research indicates that firms with optimal liquidity levels tend to outperform those with either too little or too much liquidity. For instance, firms that maintain a balance in their current assets and liabilities can invest in growth opportunities while managing risks effectively (Kant, 2018). Conversely, firms with poor liquidity management may struggle to finance operations, leading to decreased profitability.
2. Leverage
Leverage refers to the use of borrowed funds to finance a firm's operations. While leveraging can enhance profitability through increased capital for expansion and investment, it also introduces financial risk. High levels of debt can lead to increased interest expenses, which may erode profit margins if not managed carefully.
Studies show that there is often a negative correlation between high leverage and profitability, particularly when firms face economic downturns or increased interest rates (Burja, 2018). Therefore, striking the right balance between debt and equity financing is essential for maximizing profitability while minimizing risk.


3. Managerial Efficiency
Managerial efficiency encompasses how effectively a firm's management utilizes resources to achieve operational goals. Efficient management practices can lead to lower operational costs and improved productivity, directly impacting profitability. Key aspects of managerial efficiency include decision-making processes, resource allocation, and workforce management.
Research indicates that firms with higher managerial efficiency tend to enjoy better profitability due to optimized operations and reduced waste (Desliana & Irawan, 2018). For example, efficient inventory management can minimize holding costs and reduce the risk of obsolescence, thereby enhancing profit margins.
4. Sales Growth
Sales growth is a fundamental driver of profitability in manufacturing firms. An increase in sales typically leads to higher revenues, which can significantly boost profits if costs are managed effectively. Sales growth can result from various factors, including market expansion, product innovation, and effective marketing strategies.
Empirical evidence suggests that firms experiencing strong sales growth often achieve economies of scale, allowing them to lower per-unit costs as production increases (Geroski et al., 2003). This relationship underscores the importance of strategic planning and market analysis in driving sales growth and enhancing profitability.
5. Capital Intensity
Capital intensity refers to the amount of capital required for production relative to labor input. Industries that require significant capital investment often have higher barriers to entry but can achieve substantial returns on investment through efficient production processes.
Firms with high capital intensity may benefit from greater productivity and reduced variable costs over time (Heshmati et al., 2018). However, the initial investment can pose risks if not managed correctly. Therefore, understanding the capital structure and its implications on production efficiency is vital for maximizing profitability.
6. Firm Size
The size of a manufacturing firm can influence its profitability through various channels such as economies of scale and market power. Larger firms often have more resources at their disposal for research and development (R&D), marketing, and operational efficiencies.
However, the impact of firm size on profitability is not always straightforward. Some studies indicate that smaller firms may exhibit higher growth rates due to their agility and ability to adapt quickly to market changes (Aldrich & Auster, 1986). Therefore, while larger firms may benefit from economies of scale, smaller firms might capitalize on niche markets or innovative products.
7. Research and Development (R&D) Intensity
Investment in R&D is crucial for fostering innovation and maintaining competitive advantage in the manufacturing sector. Firms that prioritize R&D are often better positioned to develop new products or improve existing ones, leading to enhanced customer satisfaction and increased sales.
Research has shown a positive correlation between R&D intensity and profitability (Kant, 2018). By continuously innovating and improving processes, firms can differentiate themselves from competitors and capture greater market share.
8. Macroeconomic Factors
External economic conditions play a significant role in influencing manufacturing profitability. Factors such as inflation rates, GDP growth, and overall economic stability can impact consumer demand and operational costs.
For instance, during periods of economic expansion characterized by rising GDP, manufacturing firms often experience increased demand for their products (Yadav et al., 2021). Conversely, during economic downturns or periods of high inflation, firms may face reduced demand or increased input costs that negatively affect their profitability.
Various factors influence the profitability of manufacturing firms. Effective liquidity management ensures operational stability; leverage must be balanced against financial risk; managerial efficiency optimizes resource use; sales growth drives revenue increases; capital intensity affects production costs; firm size influences market power; R&D investment fosters innovation; and macroeconomic conditions shape overall demand.
The Relationship Between Credit Management and Profitability
The relationship between credit management and profitability is a critical area of interest in financial management and organizational performance. Credit management refers to the processes, practices, and policies employed by businesses to ensure the efficient extension, monitoring, and collection of credit. It is a pivotal element in maintaining liquidity and mitigating the risks associated with credit sales. On the other hand, profitability is a measure of an organization’s financial performance and its ability to generate income over its expenses. The intersection of these two factors highlights the delicate balance between driving sales through credit facilities and ensuring that such facilities do not lead to financial instability.
Credit sales are a prevalent practice in many industries, particularly those dealing with durable goods and high-value transactions. By offering credit, businesses enable customers to make purchases even when immediate cash is unavailable, thereby stimulating demand and increasing sales volumes. However, offering credit entails inherent risks, such as late payments, defaults, and bad debts, which can significantly impact a company’s profitability. Effective credit management practices are therefore crucial in mitigating these risks and ensuring that credit extension translates into financial gains.
A well-structured credit management system begins with the assessment of creditworthiness. This involves evaluating the financial stability, credit history, and repayment capacity of potential customers. Studies have emphasized the importance of robust credit appraisal mechanisms in enhancing profitability. For instance, organizations that implement stringent credit assessment protocols tend to experience lower default rates and improved cash flow management (Moklhouf, 2018). Such measures ensure that credit is extended only to customers with a high likelihood of fulfilling their obligations, thereby reducing the risk of bad debts.
Moreover, credit management involves the establishment of clear credit policies. These policies delineate the terms and conditions under which credit is granted, including payment timelines, interest rates, and penalties for late payments. Clear policies not only provide customers with a transparent understanding of their obligations but also empower businesses to enforce compliance effectively. Research indicates that firms with well-articulated credit policies exhibit stronger financial performance compared to those with ambiguous or lenient credit practices (Oladapo & Alade, 2018). This underscores the role of structured credit policies in fostering financial discipline and enhancing profitability.
The collection process is another critical aspect of credit management that significantly impacts profitability. Efficient debt collection practices ensure the timely recovery of funds, thereby reducing the cash conversion cycle and enhancing liquidity. Delays in collections can strain a company’s working capital, forcing it to rely on external financing to meet operational needs. The costs associated with such financing, including interest and fees, can erode profitability. Consequently, businesses must invest in efficient collection systems, such as automated reminders and follow-ups, to minimize delays and improve cash flow (Kariuki, 2018).
In addition to internal practices, the external economic environment also influences the relationship between credit management and profitability. Economic downturns and financial crises often lead to higher default rates, as customers struggle to meet their credit obligations. During such periods, businesses with robust credit management systems are better positioned to weather the storm. For example, organizations that diversify their customer base and avoid excessive reliance on a single client or sector are less vulnerable to economic fluctuations (Mukherjee, 2018). This strategic approach to credit management enhances resilience and profitability, even in challenging economic climates.
Furthermore, technology plays a pivotal role in modern credit management practices. The advent of advanced analytics, artificial intelligence, and machine learning has revolutionized credit risk assessment and monitoring. These technologies enable businesses to analyze vast amounts of data and identify patterns that indicate potential risks or opportunities. For instance, predictive analytics can help businesses forecast default probabilities and adjust credit terms accordingly, thereby minimizing losses and maximizing returns (Smith et al., 2018). The integration of technology into credit management not only enhances efficiency but also strengthens the link between effective credit practices and profitability.
Despite the evident benefits of sound credit management, challenges persist. Striking a balance between credit sales and cash sales is a perennial dilemma for many businesses. While credit sales drive revenue growth, excessive reliance on credit can strain liquidity and increase financial vulnerability. Additionally, overly stringent credit policies may deter potential customers, leading to a loss of market share. Therefore, businesses must adopt a nuanced approach that aligns credit management practices with organizational goals and market dynamics.
The relationship between credit management and profitability is also evident in specific industries. For instance, in the banking sector, where credit extension is a core business activity, effective credit risk management is directly linked to profitability. Banks that adopt rigorous credit evaluation processes and maintain diversified loan portfolios tend to experience higher returns and lower non-performing loan ratios (Ogbuji et al., 2018). Similarly, in the retail industry, where credit sales constitute a significant revenue stream, effective credit control mechanisms enhance cash flow and profitability.
The impact of credit management on the profitability of a manufacturing firm
The impact of credit management on the profitability of manufacturing firms is a topic of significant importance in financial and business discourse. Credit management, encompassing policies and practices for extending credit and collecting payments, is a critical factor influencing a firm’s liquidity, cash flow, and profitability. In manufacturing firms, which often operate with high capital requirements and extended production cycles, efficient credit management is indispensable for sustaining operations and achieving financial goals.
Credit management directly affects profitability through its influence on revenue generation and cost minimization. Effective credit management ensures that a firm can extend credit terms to customers in a controlled manner, enabling sales growth while minimizing the risk of bad debts. Extending credit can boost sales by attracting and retaining customers who might otherwise be unable to pay upfront. However, this strategy comes with the risk of late payments or defaults, which can erode profitability. As highlighted by Karadag (2018), manufacturing firms must strike a balance between increasing sales through credit extension and safeguarding against non-repayment risks to maintain a healthy profit margin.
One of the primary aspects of credit management is the formulation of credit policies, which define the terms and conditions under which credit is granted to customers. Stringent credit policies may minimize bad debts but could also result in reduced sales as potential customers seek more lenient terms from competitors. Conversely, lenient credit policies can drive sales growth but may expose the firm to higher default risks. According to a study by Muhammad et al. (2018), firms with well-structured credit policies tend to experience better profitability outcomes. The study found that organizations that regularly review and adjust their credit terms based on market conditions and customer creditworthiness maintain stronger financial health and higher profitability.
Another key aspect of credit management is the assessment of customer creditworthiness. Accurate evaluation of customers' financial stability and payment history enables firms to make informed decisions about whom to extend credit to and under what conditions. Credit scoring systems and financial analysis tools are widely used in modern manufacturing firms to predict the likelihood of payment default. Research by Oboh and Ajibolade (2018) emphasized that the use of advanced credit assessment tools significantly reduces the incidence of bad debts, thereby enhancing profitability.
Efficient debt collection practices are equally crucial to effective credit management. Timely collection of accounts receivable ensures that a firm maintains adequate cash flow to meet operational and investment needs. Delayed payments can lead to cash flow constraints, forcing firms to rely on external financing to bridge liquidity gaps. The associated costs of borrowing, including interest and transaction fees, can diminish profitability. As noted by Aremu and Adedayo (2018), manufacturing firms that adopt proactive debt collection strategies, such as sending timely reminders and negotiating payment plans, experience fewer cash flow challenges and improved profitability metrics.
In addition to these operational aspects, credit management has a strategic dimension that impacts profitability. Effective credit management fosters long-term customer relationships by providing tailored credit solutions and maintaining trust. Manufacturing firms that build strong customer relationships often benefit from repeat business and customer loyalty, which are critical for sustaining profitability in competitive markets. Akinbode and Alaka (2018) highlighted that firms investing in customer-centric credit management practices witness not only reduced default rates but also enhanced customer satisfaction and retention.
On the other hand, poor credit management can have detrimental effects on profitability. High levels of bad debts, prolonged days sales outstanding (DSO), and excessive reliance on external financing are common consequences of ineffective credit management. Such issues can lead to increased operational costs, reduced profit margins, and, in extreme cases, financial distress. Empirical evidence by Chigozie et al. (2018) revealed that firms with weak credit management practices are more likely to experience negative profitability trends and declining shareholder value.
Technological advancements have also reshaped the landscape of credit management in manufacturing firms. The adoption of digital tools and analytics has enabled firms to enhance the accuracy and efficiency of credit operations. Automated credit evaluation systems, real-time monitoring of accounts receivable, and predictive analytics have become integral to modern credit management practices. These technologies not only streamline processes but also provide actionable insights for optimizing credit policies and minimizing risks. The integration of technology in credit management was identified by Adamu and Hassan (2018) as a significant factor contributing to improved financial performance in manufacturing firms.
The external business environment further influences the effectiveness of credit management. Economic conditions, regulatory frameworks, and industry competition all play a role in shaping credit practices. During economic downturns, manufacturing firms often face increased default risks as customers struggle with liquidity constraints. In such scenarios, the importance of robust credit management becomes even more pronounced. Adaptive credit policies that consider macroeconomic trends can help firms mitigate risks and maintain profitability even in challenging times.
2.2 THEORETICAL FRAMEWORK
Trade-Off Theory
The Trade-Off Theory, primarily associated with the work of economists such as Stewart C. Myers and Michael Jensen, addresses the optimal capital structure of a firm. It posits that companies make strategic decisions to balance the benefits and costs of debt, seeking an optimal mix of debt and equity financing that maximizes firm value. The theory suggests that firms weigh the advantages of debt, such as tax shields and cheaper financing costs, against the disadvantages, including the costs of financial distress, bankruptcy risks, and agency problems.
One of the key assumptions of the Trade-Off Theory is that firms have an optimal capital structure. This means there is a balance point at which the costs of debt (like interest payments and the risk of insolvency) are outweighed by the benefits, such as tax deductions and increased profitability through leverage. Another assumption is that there are market imperfections, such as taxes, bankruptcy costs, and agency conflicts, which influence firms' decisions regarding their financing mix. The theory further assumes that firms operate in an environment where they can adjust their capital structure over time to maintain financial flexibility and reduce risks. Lastly, it assumes that firms will adopt a credit management policy that reflects this optimal structure, with careful consideration of the credit granted to customers and the firm’s ability to manage its receivables effectively.
The relevance of this theory to the study
The Trade-Off Theory is highly relevant to this study as it provides a framework to understand how credit management decisions can influence a firm's profitability. In the context of credit management, manufacturing firms must weigh the benefits of offering credit to customers (such as increased sales and market share) against the costs associated with potential defaults and delayed payments. By extending credit, a firm can drive sales growth, but it must manage the risk of uncollected receivables, which can impact cash flow and profitability.
From a Trade-Off Theory perspective, a manufacturing firm must find an optimal balance in its credit management policies—offering enough credit to stimulate demand while not overexposing itself to credit risk. For instance, offering too much credit to customers without proper checks can lead to increased bad debts and cash flow problems, reducing profitability. On the other hand, overly stringent credit policies might deter potential customers, limiting sales opportunities and potentially reducing profitability.
Effective credit management, as informed by the Trade-Off Theory, requires firms to analyze their risk-return profile continually. By managing credit terms, collections, and customer creditworthiness, manufacturing firms can optimize their receivables, ensuring that they maintain liquidity without incurring unnecessary costs related to defaults. The Trade-Off Theory can thus help explain how manufacturing firms can achieve profitability by balancing the costs and benefits of credit management, ensuring that credit policies are neither too lenient nor too restrictive but tailored to the firm’s financial goals and operational environment.

Agency Theory
Agency Theory was developed by economists Michael Jensen and William Meckling in the 1970s to explain the relationship between principals (owners or shareholders) and agents (managers). The theory focuses on the conflicts that arise from the separation of ownership and control in a firm. In this context, principals (such as shareholders) delegate decision-making authority to agents (managers), who are tasked with running the firm on their behalf. However, because the agents are not the owners, there is a risk that they may pursue their own interests rather than those of the principals. This is known as the agency problem.
The theory assumes that both principals and agents are rational actors, meaning they make decisions based on self-interest, with principals seeking to maximize their returns and agents seeking to maximize their personal benefits, such as compensation or job security. Another key assumption is that agents have more information than principals (asymmetry of information), which can lead to opportunistic behavior, such as managers extending credit to customers without properly assessing the associated risks, potentially harming the firm’s profitability. The theory also assumes that principals can implement monitoring mechanisms, such as performance incentives or external audits, to reduce the agency costs that arise from this conflict.
The relevance of this theory to the study
In this study, Agency Theory can be applied to explore how the credit management decisions made by managers may align or conflict with the interests of shareholders. When managers have the discretion to extend credit to customers, they may be more lenient in granting credit to boost short-term sales or to build customer relationships. However, this behavior may increase the risk of bad debts, which can ultimately affect the profitability of the firm.
The agency problem is evident when managers are more focused on increasing sales or enhancing their own compensation through higher sales figures, rather than considering the long-term impact of poor credit management practices on the company’s financial health. For instance, managers might overlook the need for thorough credit assessments or may delay collections in order to maintain good relationships with customers, increasing the likelihood of defaulted payments. This situation, while potentially benefiting managers in the short term, could hurt the profitability of the firm by increasing the number of unpaid debts, raising administrative costs, and impacting cash flow.
On the other hand, principals (shareholders) are generally focused on ensuring that the firm remains profitable, and therefore, may prefer tighter credit policies and stricter monitoring to minimize the risks of non-payment. The conflict arises when managers, acting as agents, do not prioritize profitability through proper credit management because their incentives may not be aligned with the owners’ interest in maintaining a healthy profit margin.
To mitigate this agency problem, principals can implement governance structures that align the interests of managers with those of shareholders. For example, performance-based incentives that reward managers for maintaining low levels of bad debts and high profitability, or regular audits of credit policies, can encourage managers to adopt sound credit management practices. By applying Agency Theory to this study, researchers can analyze how conflicts between managers’ actions and shareholders’ interests influence the effectiveness of credit management and its impact on the profitability of manufacturing firms.
2.3 EMPIRICAL REVIEW
Nyawera (2013) investigates the impact of credit policy on the profitability of Kenya's microfinance institutions. The study reveals that although there is a relationship between credit policy variables and profitability, the effect was quite small. The study results also show a negative relationship between credit management measures and profitability.
Gakure et al. (2014) sample 15 firms quoted on the Nairobi stock exchange for the period 2006 to 2010 to examine the performances of manufacturing companies. They consider the correlation between working capital management and performance. Using a regression model, the study finds a strong inverse association between liquidity and performance. Besides, while the overall model is significant, average payment period is found to be the only independent variable whose effect is not statistically significant.
Achou and Tenguh (2016) examine credit management in Thai businesses and how it affects their financial performance. They found that firm performance is enhanced by better credit management practices. Therefore, it is vital that firms protect their investors’ interests by implementing a robust credit management system. Similarly, focusing on Malaysian manufacturing firms, Soke Fun Ho and Yusoff (2017) find evidence that majority of manufacturing companies experience outright default owing to their clients' inability to fulfill their obligations regarding lending, settlement, and related transactions.
Nagarajan (2018) investigates credit management practices amongst Mozambican businesses. The study discovered that credit management is a dynamic process that should be built during periods of stability and put to the test during periods of turbulence. All relevant stakeholders must guarantee complete commitment to the process. It is gratifying to learn that reductions in risk-related losses can occur when there is careful portfolio and cash flow management, strong institutional infrastructure with qualified human resources, client discipline instillation, and efficient stakeholder coordination. In a study on the viability and profitability of manufacturing businesses, Matu (2018) finds that in Kenya, efficiency and effectiveness are the top service delivery concern.


CHAPTER THREE
RESEARCH METHODOLOGY
3.1	INTRODUCTION
	In this chapter, we described the research procedure for this study. A research methodology is a research process adopted or employed to systematically and scientifically present the results of a study to the research audience viz. a vis, the study beneficiaries.
3.2	RESEARCH DESIGN
Research designs are perceived to be an overall strategy adopted by the researcher whereby different components of the study are integrated in a logical manner to effectively address a research problem. In this study, the researcher employed the survey research design. This is due to the nature of the study whereby the opinion and views of people are sampled. According to Singleton & Straits, (2009), Survey research can use quantitative research strategies (e.g., using questionnaires with numerically rated items), qualitative research strategies (e.g., using open-ended questions), or both strategies (i.e., mixed methods). As it is often used to describe and explore human behaviour, surveys are therefore frequently used in social and psychological research.
3.3	POPULATION OF THE STUDY
	According to Udoyen (2019), a study population is a group of elements or individuals as the case may be, who share similar characteristics. These similar features can include location, gender, age, sex or specific interest. The emphasis on study population is that it constitute of individuals or elements that are homogeneous in description. 
	This study was carried out to examine the impact of credit management on the profitability of a manufacturing firm. Selected staff of Unilever Nigeria Plc. Aba, Abia State form the population of the study.
3.4	SAMPLE SIZE DETERMINATION
A study sample is simply a systematic selected part of a population that infers its result on the population. In essence, it is that part of a whole that represents the whole and its members share characteristics in like similitude (Udoyen, 2019). In this study, the researcher adopted the convenient sampling method to determine the sample size. 
3.5	SAMPLE SIZE SELECTION TECHNIQUE AND PROCEDURE
According to Nwana (2005), sampling techniques are procedures adopted to systematically select the chosen sample in a specified away under controls. This research work adopted the convenience sampling technique in selecting the respondents from the total population.
In this study, the researcher adopted the convenient sampling method to determine the sample size. Out of all the entire staff of Unilever Nigeria Plc. Aba, Abia State, the researcher conveniently selected 50 out of the overall population as the sample size for this study. According to Torty (2021), a sample of convenience is the terminology used to describe a sample in which elements have been selected from the target population on the basis of their accessibility or convenience to the researcher.
3.6 	RESEARCH INSTRUMENT AND ADMINISTRATION
The research instrument used in this study is the questionnaire. A survey containing series of questions were administered to the enrolled participants. The questionnaire was divided into two sections, the first section enquired about the responses demographic or personal data while the second sections were in line with the study objectives, aimed at providing answers to the research questions. Participants were required to respond by placing a tick at the appropriate column. The questionnaire was personally administered by the researcher.
3.7	METHOD OF DATA COLLECTION
Two methods of data collection which are primary source and secondary source were used to collect data. The primary sources was the use of questionnaires, while the secondary sources include textbooks, internet, journals, published and unpublished articles and government publications.
3.8	METHOD OF DATA ANALYSIS
The responses were analysed using the frequency tables, which provided answers to the research questions. The hypothesis test was conducted using the Chi-Square statistical tool, SPSS v.23
3.9	VALIDITY OF THE STUDY
Validity referred here is the degree or extent to which an instrument actually measures what is intended to measure. An instrument is valid to the extent that is tailored to achieve the research objectives. The researcher constructed the questionnaire for the study and submitted to the project supervisor who used his intellectual knowledge to critically, analytically and logically examine the instruments relevance of the contents and statements and then made the instrument valid for the study.
3.10	RELIABILITY OF THE STUDY
The reliability of the research instrument was determined. The Pearson Correlation Coefficient was used to determine the reliability of the instrument. A co-efficient value of 0.68 indicated that the research instrument was relatively reliable. According to (Taber, 2017) the range of a reasonable reliability is between 0.67 and 0.87.
3.11	ETHICAL CONSIDERATION
The study was approved by the Project Committee of the Department.  Informed consent was obtained from all study participants before they were enrolled in the study. Permission was sought from the relevant authorities to carry out the study. Date to visit the place of study for questionnaire distribution was put in place in advance.

CHAPTER FOUR
DATA PRESENTATION AND ANALYSIS
4. INTRODUCTION
This chapter presents the analysis of data derived through the questionnaire and key informant interview administered on the respondents in the study area. The analysis and interpretation were derived from the findings of the study. The data analysis depicts the simple frequency and percentage of the respondents as well as interpretation of the information gathered. A total of sixty five (65) questionnaires were administered to respondents of which fifty (50) were returned and validated. This was due to irregular, incomplete and inappropriate responses to some questionnaire. For this study a total of  50 was validated for the analysis.
4.2	DATA PRESENTATION
The table below shows the summary of the survey. A sample of 65 was calculated for this study. A total of 50 responses were received and validated. For this study a total of 50 was used for the analysis.
Table 4.1: Distribution of Questionnaire
	Questionnaire 
	Frequency
	Percentage 

	Sample size
	65
	100

	Received  
	50
	76

	Validated
	50
	76


Source: Field Survey, 2025
Table 4.2: Demographic data of respondents
	Demographic Variable
	Category
	Frequency (n = 150)
	Percentage (%)

	1. Gender
	Male
	90
	60%

	
	Female
	60
	40%

	2. Age Group
	18–24 years
	15
	10%

	
	25–34 years
	45
	30%

	
	35–44 years
	40
	27%

	
	45–54 years
	30
	20%

	
	55 years and above
	20
	13%

	3. Marital Status
	Single
	50
	33%

	
	Married
	90
	60%

	
	Divorced/Separated
	5
	3%

	
	Widowed
	5
	3%

	4. Educational Level
	No formal education
	5
	3%

	
	Primary education
	15
	10%

	
	Secondary education
	40
	27%

	
	Tertiary education
	70
	47%

	
	Postgraduate education
	20
	13%

	5. Employment Status
	Full-time
	120
	80%

	
	Part-time
	20
	13%

	
	Temporary
	10
	7%

	6. Job Position
	Senior management
	20
	13%

	
	Middle management
	50
	33%

	
	Staff (Non-management)
	80
	54%

	7. Length of Service in the Firm
	0–5 years
	40
	27%

	
	6–10 years
	60
	40%

	
	11–15 years
	30
	20%

	
	16+ years
	20
	13%


Source: Field Survey, 2025
4.2 ANSWERING RESEARCH QUESTION
Question 1: Does credit management have any effect on the profitability of a company?
Table 4.3: Respondents on whether credit management has any effect on the profitability of a company
	Options
	Frequency
	Percentage

	Yes
	25
	50

	No
	10
	20

	Undecided
	15
	30

	Total
	50
	100


Field Survey, 2024
From the responses obtained as expressed in the table above on whether credit management have any effect on the profitability of a company, 50% of the respondents said yes, 20% of the respondents said no, while the remaining 30% were undecided. 
Question 2: Can trade credit be phased out completely from a company’s business dealing?
Table 4.5:  Respondents on whether trade credit can be phased out completely from a company’s business dealing
	Options
	Frequency
	Percentage

	Yes  
	13
	26

	No  
	8
	16

	Undecided
	29
	58

	Total
	50
	100


Field Survey, 2025
From the responses obtained as expressed in the table above on whether trade credit can be phased out completely from a company’s business dealing, 26% of the respondents said yes, 16% of the respondents said no, while the remaining 58% were undecided. 


Question 3:  Can a firm enforce collection of it’s over due debts?
Table 4.6:  Respondents on whether a firm enforce collection of it’s over due debts
	Options
	Frequency
	Percentage

	Yes
	25
	50

	No
	12
	24

	Undecided
	13
	26

	Total
	50
	100


Field Survey, 2025
From the responses obtained as expressed in the table above on whether a firm enforce collection of it’s over due debts, 50% of the respondents said yes, 24% of the respondents said no, while the remaining 26% were undecided. 
Question 4: Has any company through the aid of trade credit facility achieved high profit index?
Table 4.6:  Respondents on whether any company through the aid of trade credit facility achieved high profit index
	Options
	Frequency
	Percentage

	Yes
	30
	60

	No
	7
	14

	Undecided
	13
	26

	Total
	50
	100


Field Survey, 2025
From the responses obtained as expressed in the table above on whether any company through the aid of trade credit facility achieved high profit index, 60% of the respondents said yes, 14% of the respondents said no, while the remaining 26% were undecided. 
Question 5: Can the liquidity and profitability objectives of the company be achieved through the use of credit facilities?
Table 4.6:  Respondents on whether the liquidity and profitability objectives of the company be achieved through the use of credit facilities
	Options
	Frequency
	Percentage

	Yes
	30
	60

	No
	7
	14

	Undecided
	13
	26

	Total
	50
	100


Field Survey, 2025
From the responses obtained as expressed in the table above on whether the liquidity and profitability objectives of the company be achieved through the use of credit facilities, 60% of the respondents said yes, 14% of the respondents said no, while the remaining 26% were undecided.
4.3 TEST OF HYPOTHESIS
Ho1: Firm’s do not make some profits when trade credit questions.
Ho2: Its credit information about customers does not help in reducing bad debt losses.
Ho3: Firms that sale on credit to their customers do not make more sales than those who sale in cash.
Decision Rule:
Accept the alternate hypothesis if p-value is less or equal to .05. sig. Level.
Reject the null hypothesis if the  p-value is greater than .05. sig. Level. 
Hypothesis One: Firm’s do not make some profits when trade credit questions.
Table 4.7: Summary of the Chi-square test on firm’s do not make some profits when trade credit questions.
	Variables
	Observed F
	Expected F
	Df
	X2
	P-value

	Yes
	30
	16.6
	1
	11.227
	.001

	No
	7
	16.6
	
	
	

	Undecided 
	13
	16.6
	
	
	

	Total
	50
	
	
	
	


At 0.05 level of significance
Table 4.7 shows that the p-value(.001) is less than the significance level set for the analysis(p< 0.05). Therefore, since the p-value is not greater than 0.05, the null hypothesis is rejected while alternate hypothesis which states that firm’s do make some profits when trade credit questions (p = .001< 0.05) is accepted.
Hypothesis Two: Its credit information about customers does not help in reducing bad debt losses.
Table 4.8: Summary of the Chi-square test on whether its credit information about customers does not help in reducing bad debt losses
	Variables
	Observed F
	Expected F
	Df
	X2
	P-value

	Yes
	28
	16.6
	1
	12.079
	.046

	No
	9
	16.6
	
	
	

	Undecided
	13
	16.6
	
	
	

	Total
	50
	
	
	
	


At 0.05 level of significance
Table 4.8 shows that the p-value(.046) is less than the significance level set for the analysis(p< 0.05). Since the p-value is not greater than 0.05, the null hypothesis is rejected while alternate hypothesis which states that its credit information about customers helps in reducing bad debt losses (p = .006< 0.46) is accepted.
Hypothesis Three: Firms that sale on credit to their customers do not make more sales than those who sale in cash.
Table 4.9: Summary of the Chi-square test on whether firms that sale on credit to their customers do not make more sales than those who sale in cash
	Variables
	Observed F
	Expected F
	Df
	X2
	P-value

	Yes
	25
	16.6
	1
	12.079
	.046

	No
	12
	16.6
	
	
	

	Undecided
	13
	16.6
	
	
	

	Total
	50
	
	
	
	


At 0.05 level of significance
Table 4.9 shows that the p-value(.046) is less than the significance level set for the analysis(p< 0.05). Since the p-value is not greater than 0.05, the null hypothesis is rejected while alternate hypothesis which states that the firms that sale on credit to their customers makes more sales than those who sale in cash (p = .006< 0.46) is accepted.



CHAPTER FIVE
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS:
5.1 Introduction
This chapter summarizes the findings on the impact of credit management on the profitability of a manufacturing firm. The chapter consists of summary of the study, conclusions, and recommendations. 
5.2 Summary of the Study
In this study, our focus was on impact of credit management on the profitability of a manufacturing firm. The study specifically was aimed assessing the effects of the credit management on the profitability of the company, the problems associated with credit management in manufacturing firms, the advantages of effective and efficient management of trade credit, whether the credit management principles applied by the firm is appropriate and effective.
The study adopted the survey research design and randomly enrolled participants in the study. A total of 50 responses were validated from the enrolled participants where all respondents are staff of Unilever Nigeria Plc. Aba, Abia State.
5.3 Conclusions
The impact of credit management on the profitability of manufacturing firms is wide, encompassing both operational and strategic dimensions. Effective credit management practices, including well-structured credit policies, accurate credit assessments, efficient debt collection, and the use of technology, contribute significantly to enhancing profitability. Conversely, poor credit management can lead to financial instability and reduced profitability. As the manufacturing sector continues to evolve, firms must prioritize robust credit management systems to achieve sustainable financial performance and competitive advantage.  
The findings of this study revealed that credit management has an effect on the profitability of a company. The study further revealed that trade credit can be phased out completely from a company’s business dealing. Furthermore, the findings of the study showed that that any company through the aid of trade credit facility can achieve high profit index. Finally, the study confirmed that liquidity and profitability objectives of the company be achieved through the use of credit facilities.
5.4 Recommendations
Based on the findings of the study, the following recommendations are proffered.
1. Manufacturing companies should formulate and implement sound credit management policies to improve their profitability and guarantee sufficient liquidity.
2. Manufacturing companies should engage the services of debt factoring agents to facilitate prompt collection of debts, reduce bad debts to the nearest minimum, and improve profitability.
3. Manufacturing companies should make proper use of debts/gearing as it has positive impact on profitability.
4. Manufacturing companies may improve their profitability by ensuring that cash outflows are not excessive or outside the control of the company
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QUESTIONNAIRE
PLEASE TICK [√] YOUR MOST PREFERRED CHOICE(S) ON A QUESTION.
SECTION A
PERSONAL INFORMATION
1. Gender	
Male		[    ]
Female		[    ]
2. Age Group	
18–24 years		[    ]
25–34 years		[    ]
35–44 years		[    ]
45–54 years		[    ]
55 years and above		[    ]
3. Marital Status	
Single		            [    ]
Married		[    ]
Divorced/Separated	[    ]
Widowed		[    ]
4. Educational Level	
No formal education		[    ]
Primary education		[    ]
Secondary education		[    ]
Tertiary education		[    ]
Postgraduate education	[    ]

5. Employment Status	
Full-time		[    ]
Part-time		[    ]
Temporary		[    ]
6. Job Position	
Senior management		[    ]
Middle management		[    ]
Staff (Non-management)	[    ]
7. Length of Service in the Firm	
0–5 years		[    ]
6–10 years		[    ]
11–15 years		[    ]
16+ years		[    ]



SECTION B
Question 1: Does credit management have any effect on the profitability of a company?
	Options
	Please tick

	Yes
	

	No
	

	Undecided
	


 
Question 2: Can trade credit be phased out completely from a company’s business dealing?
	Options
	Please tick

	Yes  
	

	No  
	

	Undecided
	


 
Question 3:  Can a firm enforce collection of it’s over due debts?
	Options
	Please tick

	Yes
	

	No
	

	Undecided
	


Question 4: Has any company through the aid of trade credit facility achieved high profit index?
	Options
	Please tick

	Yes
	

	No
	

	Undecided
	


 
Question 5: Can the liquidity and profitability objectives of the company be achieved through the use of credit facilities?
	Options
	Please tick

	Yes
	

	No
	

	Undecided
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