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Abstract: The purpose of this study is to find out the effeicworking capital management on company profitgb The
study aims at examining the statistical signifiabetween company’s working capital managementpaofitability. In light
of this objective the study adopts quantitative rapphes to test a series of research hypothesssumple of three (3)
manufacturing companies listed on the Dar es Salasrok Exchange (DSE) is used for a period of teary (2002-2012)
with the total of 30 observations. Data is analypedquantitative basis using Pearson’s correlagioth Regression analysis
(Ordinary Least Square). The key findings from #tady are; Firstly, there exists a positive relaiip between cash
conversion cycle and profitability of the firm. Bhineans that as the cash conversion cycle incréasiislead to an increase
in profitability of the firm, and managers can deea positive value for the shareholders by inéngathe cash conversion
cycle to a reasonable level; Secondly, there iegative relationship between liquidity and profili§p showing that as
liquidity decreases, the profitability also incress Thirdly, there exists a highly significant neéga relationship between
average collection period and profitability indicat that a decrease in the number of days a figaives payment from sales
affects the profitability of the firm positively; duarthly, there is a highly significant positive agbnship between average
payment period and profitability. This implies thhe longer a firm takes to pay its creditors, there profitable it is.; and
Fifthly, there exists a highly significant negatiredationship between inventory turnover in dayd profitability hinting that
firms which maintain sufficiently low inventory lels reduce the cost of storing the inventory whiekults to higher
profitability.
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1. Introduction

Business plays a vital role in the capital formatiaf a
country and people consider it as the life blooc gfrowing
economy. Therefore, it is very important to manbhgeiness
effectively and efficiently. One of the major

that change from one type to another during thetdajay
execution of business Deloof (2003). Current ass&Bly
comprise of cash, prepaid expenses, short-ternsimants,

issue accounts receivable and inventory. Net working tedpian

encountered by fund managers today is not just tHee measured by deducting current liabilities afa from its

procurement of funds but also their meaningful demient
to generate maximum returns. Working Capital Managye
(WCM) is an important corporate financial decisgince it
directly affects the profitability of the firm. Wking capital
management efficiency is vital especially for mautfiring
firms, where a major part of assets is composeduofent
assets especially inventory and trade receivadlasmkmar
and Ramanan (2013)

Working Capital mainly represents the current asséta
firm which is the portion of financial resources lmisiness

current assets. If the value of current assetssis than that of
current liabilities, net working capital would hasenegative
value showing a deficit working capital. When a ibhass
entity takes the decisions regarding its currerstetss and
current liabilities it can be termed as working italp

management. The management of working capital @an b
defined as an accounting approach that emphasize on

maintaining proper levels of both current assets eurrent
liabilities. Working capital management providesoegh
cash to meet the short-term obligations of a fiRmheman
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and Nasr (2007).
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research have been carried out in different pdrteeoworld

Profitability can be termed as the rate of retumm oespecially in developed countries.

investment. If there will be an unjustifiable ovarvestment
in current assets, this would negatively affect thee of
return on investment, Raheman and Nasr (2007). betséc
purpose of managing working capital is controllofgcurrent
financial resources of a firm in such a way thdtatance is
created between profitability of the firm and ris&sociated
with that profitability, Lazaridis and Tryfonidi2006).

Every business requires working capital for itsvaul.
Working capital is a vital part of business investinwhich
is essential for continuous business operations. feéquired
by a firm to maintain its liquidity, solvency andofitability,
Lazaridis and Tryfonidis (2006).
management explicitly impacts both the profitapiliand
level of desired liquidity of a business. Hencemiy have
both negative and positive impact on firm's prdfitay,
which in turn, has negative and positive impact tbe
shareholders’ wealth, Raheman & Nasr (2007). Ifiren f
invests heavily on working capital i.e. more th& needs,

Researches in the field of working capital includieruel
and Solan (2005) who suggest that managers cate craae
by reducing their firm's number of days of accounts
receivables and inventories. Similarly reducing ttesh
conversion cycle also enhances the firm's profiigbi
Another study is by Deloof (2003) whereby it toaka
account all firms within geographical areas. Howgdespite
the importance of working capital management, th&ie
failed to attract the attention of researchers anzZhnia.
Studies by (Deloof, 2003; Lazaridis and Tryfonid06;
Falope and Ajilore, 2009; Mansoor and Muhammad,2201

Working Capital Naimulbari, 2012; Raheman and Nasr, 2007) usedhall

firms in a geographical area but this researchahagew of

only public manufacturing companies listed on thar [@s
Salaam Stock Exchange (DSE). This is because most
research have been conducted outside Tanzania which
reality there is a big difference on overseas congsain
terms of capital invested, size of companies anpitaa

the profits which can be generated by investingsehe markets compared to the Tanzanian companies. litiaud

resources in fixed or long term assets diminisMxeover
the firm have to endure the cost of storing inventtor
longer periods as well as the cost of handling ssive
inventory, Arnold (2008).

It is therefore a critical issue to know and untind the
effects of working capital management and its ierfice on
firm’s profitability. Indeed, a lot of research (khaiva, 2010;
Lazaridis and Tryfonidis, 2006; Falope and Ajilo2Q09;

Mansoor and Muhammad, 2012; Naimulbari, 2012; Ramem

and Nasr, 2007) have been conducted in differemicies to
show the effects of working capital components om’s
profitability. However, since Tanzania differs fraeveloped
and other developing countries in terms of capiakkets,
economy and infrastructural development, this kahit
evidence
importance of working capital management callsrésearch
on the effects of working capital management on gamy’s
profitability. So, the aim of this study is to firdit theeffects
of working capital management on company profitghil
focusing on listed companies on the Dar es SalatomokS
Exchange (DSE)

1.1. Moativation to Study

Working capital management is of a particular int@oce
to the profitability growth. This is because withauproper
management of working capital, it's difficult fohd firm to

run its operations smoothly. That is why Brighamdan

Houston (2003) conclude that about 60 percent gfpaal

financial manager’s time is devoted to working ¢talpi
management. Hence, the crucial part of managindingr
capital is maintaining the required liquidity in ydep-day
operation to ensure firm's smooth running and toetries

obligations, Eljelly (2004). Further, working cagdit
management has been a major issue especially elaped
countries and as a result, in order to explainrétationship
between working capital

in the context of Tanzania along with the

management and profitabilit

this research will use only manufacturing sectotliken
previous studies like Falope and Ajilore (2009) ethi
included together purely manufacturing firms andvise

rendering firms (e.g. hospitals, aviation firmsading
companies) without considering the fact that waogkéapital
management requirements and practices differ adyosad
categories of firms. This study attempts to fixsthieakness
by focusing only on manufacturing firms listed e DSE.

2. Literature Review

2.1. Relationship between Average Collection Period and
Profitability

Average collection period refers to the averaggttenf time
required to convert the firm’s receivables intohcéallowing a
sale. It is calculated by dividing accounts reddigaby the
average credit sales per day. This ratio measheetehgth of
time it takes to convert the average sales intd.casis
measurement defines the relationship between atoun
receivable and cash flow. A longer average cotiectieriod
requires a higher investment in accounts receivabligher
investment in accounts receivable means less sastailable to
cover cash outflows, such as paying bills.

Mekonnen (2011) shows that there is statisticadjpicant
negative relationship between profitability and rage
collection period. This result suggests that firas improve
their profitability by reducing the number of dayscounts
receivable outstanding. Also this can be interprete the less
the time it takes for customers to pay their bt more cash
is available to replenish inventory hence the highe sales
realized leading to high profitability of the firm.

The negative relationship between average -collectio
period and profitability suggests that an increasethe
number of day’s accounts receivable by 1 day is@ated
with a decline in profitability. Through this, magexs can
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improve profitability by reducing the credit gradtéo their
customers, Lazaridis and Tryfonidis (2006).
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profitability. Gill, Biger and Mathur (2012) and Mava
(2010) suggest a positive relationship between nritorgy

The study by Deloof (2003), states that managers caurnover in days and profitability. Maintaining fafently

increase corporate profitability by reducing theerage
collection period. The longer the number of daysaints
receivable outstanding, the greater the chancethigafirm
may lose its profitability. If firms don't managelftors, they
gradually lose control due to reduced cash flow aadld
experience an increased rate of bad debts. Sootmget
someone owes firm’s money, the greater the charedirm
never get paid. As a result, profit may only belezhlreal
profit after the receivables are turned into cagherefore,
the management of account receivables is inevitaipie
largely influenced by the credit policy and colleat
procedure. A credit policy specifies requirementsdlue the
worthiness of customers and a collection proceguogides
guidelines to collect unpaid invoices that will vee delays
in outstanding receivables, Brigham and Houstoi®$20So,
there exists a highly significant negative relasioip between
the time it takes for firms to collect cash froreithcustomers
(receivables collection period) and profitability.

Other authors with the same
relationship between profitability and average ection
period include (Mathuva, 2010; Lazaridis and Tryfis

high inventory levels reduces costs of possiblerimiptions
in the production process and loss of doing busimks to
scarcity of products (Mathuva 2010), while invegtitoo
much in inventories unnecessarily blocks the funds
working capital that could be invested in reveneeeagating
activities. Since inventory determines the levehdtivities in
a company, managing it strategically contributes
profitability (Brigham and Houston, 2003). The kég
manage inventory of a business is to know how duick
firm's overall stock is moving, how long each itehstock
sits on shelves before being sold. Managing inwgni® a
juggling act. Excessive stocks can place a heavgdouon
the cash resources of a business. Insufficienkstoan result
in lost sales, delays for customers etc. The keyeisfor a
business is to identify the fast and slow stock emswvith
the objectives of establishing optimum stock levelseach
category and, thereby, minimize the cash tied uptatks.
The stock sitting on shelves for long periods ofities up

to

results of negativenoney which may reduce the profitability of firms.

Thus, in light of the above theoretical groundse th
following research hypothesis is developed:

2006; Falope and Ajilore, 2009; Mansoor and Muhaahma H,: There is a negative relationship between inventor
2012; Naimulbari, 2012, Raheman and Nasr, 2007;gDonturnover in days and profitability.

2010; Arunkmar and Ramanan, 2013).
This leads us to propose the following general liypsis:

Hy: There is negative relationship between average

collection period and profitability.

2.2. Relationship between Inventory Turnover in Days and
Profitability

Inventory turnover in days refers tihe average time
required to convert materials into finished goodfs.is
calculated agInventory/(Cost of goods sold) X 365).
Inventory turnover ratio, which represents theogficy of
inventory management, is expected to be high fondiwith
greater profitability. A low inventory turnover fatcould
indicate either poor sales or an excess amountvahtory,

2.3. Relationship between Average Payment Period and
Profitability

Average payment period can be definedtlas average
length of time between the purchase of materiats labhor
and the payment of cash for them. it calculated as;
(Payables/(Purchase) X 365). Account payables plays a
critical role in managing working capital becaussaging
bill payments is one of the tools for managemenhave
access to an inexpensive source of financing. Hewdhe
opportunity cost of keeping high account payables tmurt
the business if an early payment discount is offeRuichao
(2013). Payment period tend to be longer for coestin
insufficient and smaller capital markets like Tamiza

Ruichao (2013). Mansoor and Muhammad (2012) orr theivhereby there are only 20 listed companies whidtuges

study show that managers can improve firms’ prbiiiiy by
shortening inventory collection period.

13 domestic companies and 7 foreign companiesafrowl’'s
study as cited in Ruichao (2013).

Dong (2010) focuses on the variables that include Working capital management rule states that firtrsukl

profitability, conversion cycle and its related raknts and
the relationship that exists between them. Thearebefinds
that the relationships among these variables am@ngiy
negative. This denote that decrease in the prdftsalbccur
due to increase in cash conversion cycle. It is &itgs that
if the number of days of account receivables aneéritories
are diminished then the profitability increases.

strive to lag their payments to creditors as muelpassible,
taking care not to spoil their business relatiopsfiihrough
this, Mathuva (2010) in the study “the influencevadrking

capital management components on corporate priifiyata

survey on Kenyan listed firms” shows that averaggnpent
period has a positive relationship with profitatyili The
positive relationship suggests that an increagheémumber

Although most empirical research suggest a negativef day’s accounts payable by 1 day is associatdtl am

relation between inventory turnover in days andifability

(Ruichao, 2013; Lazaridis and Tryfonidis, 2006;dpa and
Ajilore, 2009; Mansoor and Muhammad, 2012; Rahearah
Nasr, 2007; Dong, 2010), find contradictory findsngn the
relationship between inventory turnover

increase in profitability.

Delaying payment of accounts payable to supplitosva
firms to access the quality of branch products emald be
inexpensive and flexible source of financing. Oe thither

in days anttand, delaying of such payables can be expensadiif is
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offered a discount for the early payment. So, thedsts a
highly significant positive relationship betweerettime it
takes the firm to pay its creditors (average paynpemiod)
and profitability, Naimulbari (2012).
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et al., 2010; Naimulbari, 2012), there are studidsch
indicate a positive relationship between cash crmioe
cycle and profitability (Gill, Biger and Mathur, 22;
Lyroudi & Lazaridis, 2000).

Although studies by (Ruichao, 2013; Muthuva, 2010; This leads us to the following hypothesis:

Naimulbari, 2012, Gill, Biger and Mathur, 2012) sho
positive relationship between accounts paymentogeand
profitability other more research by (Ray, 2012;Kdenen,
2011; Deloof, 2003; Reheman & Nasr, 2007; Vurakr8én

H,;: There is a negative relationship between cash

conversion cycle and profitability.

2.5. Relationship between Liquidity and Profitability

and Cetenak, 2012; Saghir, Hashmi and Hussain, ;2011 Liquidity refers the amount of cash a company cahits

Reheman et al, 2010) suggest a negative relatipfsiween
average payment period and the firm profitabiliBarcia-
Teruel and Martinez-Solano (2007) failed to provithe
relationship that exists between average paymeimgand
profitability.

In view of the earlier explanations we hypothesae
follows:

hands on quickly to settle its debts (and possiblymeet
other unforeseen demands for cash payments too)thiéo
purpose of this research, current ratio (CAR) isduss a
measure of liquidity and calculated by dividing reut assets
by current liabilities. Finance managers have ke tearious
types of financial decisions like investment demisifinance
decision, liquidity decision and dividend decisioin

Hs: There is a positive relationship between averaggigerent times. In every area of financial managem the

payment period and profitability.

2.4. Relationship between Cash Conversion Cycle and
Profitability

Cash conversion cycle equals the length of timevéen
the firm's actual cash expenditures to pay for puaide
resources (materials and labor) and its own caskipts
from the sale of products (that is, the lengthimiet between
paying for labor and materials and collecting orereables).
The cash conversion cycle thus equals the avemqgh of
time a shilling is tied up in current assets. Itéculated as;
(Average Collection Period + Inventory turnoverdays -

finance managers are always faced with the dilenmha
liquidity and profitability, hence have to strike lmlance
between the two, Eljelly (2004).

Most of the time, liquidity goals of a firm is toahe
adequate cash to pay for its bills, to make langexpected
purchases and finally, firm has an adequate castrve to
meet emergencies in all time. Whereas, profitabdibal on
the other hand requires that, funds of a firm aeduso as to
yield higher returns. Therefore, when one increabesother
decreases, Brigham and Houston (2003).

Apparently, liquidity and profitability goals coidt in
most of the decisions the finance managers makgheti

Average Payment Period) Brigham and Houston (2003)hventories are kept in anticipation of increasepiices of

Cash conversion cycle can be shortened in thres:waye,
by reducing inventory conversion period by proaggsind
selling goods more quickly. Two by reducing recbies
period by speeding up collections from sales amdettby
lengthening payables or deferral period throughwiig
down firm’'s own payments.

Naimulbari (2012) in the study “The impact of worgi
capital management on profitability” of pharmaceais sector
in Bangladesh” shows that there is a negative ioalstip
between cash conversion cycle and profitability. thes cash
conversion cycle has the negative relationship wite
profitability, this cycle should be short as much ossible
without hurting the operations. This would impropsofits,
because the longer the cash conversion cycle, rdaey the
need for external financing, and that financing &asst.

The study by Dong (2010), reports that the firmsbf different variables of working capital

profitability and liquidity are affected by workingapital
management. From the research
relationship between CCC and profitability is stybn
negative. This denotes that decrease in the phdfita
occurs due to increase in cash conversion cycle.

Despite many authors postulating a negative relakigp
between cash conversion cycle and profitabilityzgé and

raw materials; hence, profitability goal is approad but the
liquidity position of a firm is endangered. In riéglnone of
the managers choose any of these two extremesdh#tey
want to have a balance between profitability ampiidity
which fulfils their need of liquidity and gives reiged level
of profitability, Arnold (2008).

Mekonnen (2011) finds that there is a significaagative
relationship between liquidity and profitability.inSlarly
Eljelly (2004) empirically examines the relatiorsiietween
profitability and liquidity, as measured by curreatio and
cash gap (cash conversion cycle) on a sample ofj@a8
stock companies in Saudi Arabia, finds a significaegative
relationship between the firm's profitability artd liquidity
level.

Raheman and Nasr (2007) on their study about tleetef
manageinen
including average collection period, inventory twar in

it is found that thadays, average payment period, cash conversion ,cyole

current ratio on the net operating profitability B&kistani
firms, selected a sample of 94 Pakistani firmsetision
Karachi Stock Exchange for a period of six yeapsnfr1 999 -
2004 and found a strong negative relationship betwe
liquidity (as measured by current ratio) and pedfitity of

Haider, 2011; Mansoor and Muhammad, 2012; Mekonnethe firm.

2011; Dr. Ray, 2012; Vural, S6kmen and Cetenak,2201

Saghir, Hashmi and Hussain, 2011; Niresh, 2012:eRwim

In contrast other studies (Naimulbari, 2012; Azand a
Haider, 2011) show a positive correlation betweeosg



International Journal of Economics, Finance and &g@ment Sciences 2014; 2(6): 347-355

operating profitability and current ratio. This siothat as
the firm's current ratio increases, the gross dpega
profitability also increases. In view of this expédion,
therefore hypothesize:

Hs: There is a negative relationship between liqyidind
profitability.

3. Methodology
3.1. Research Design

This is a multiple case study
observations from the three manufacturing compalisésd
on DSE qualified to have ten years financial infation
needed for the study. The quantitative researchoagp is
employed to arrive at the conclusions where cditgla
analysis is used to identify the nature of theti@feship of
the variables and also regression analysis speltyfic

Ordinary Least Squares (OLS) is used to find owt th

relationship and extent of the effect of workingpital
management variables on profitability.

3.2. Data Collection

Annual financial statements (statement of comprsiven
income and statement of financial position) areduse
collect data of the firms incorporated in this stuthese
reports are from a reliable source which is the &aBalaam
Stock Exchange (DSE) reports for the period of years
from 2002 to 2012.

The target population of this research is 6 manufag
companies listed on the DSE in Tanzania accordirigar es
Salaam Stock Exchange website as at 25/11 /20kfeTdre
20 listed companies but other companies are not

manufacturing sector. This study takes a sample3of
manufacturing companies which qualify for giving us4-

information needed for research for the periodersf years
making (50%) of the population for the study.

3.3. Variables and Measurement

In this study, the choice of explanatory variabike®ased
on alternative theories related to working
management and profitability and additional vamabthat
were used in previous studies. The variables ugsethis
study are based on the line as applied in previessarch

research where 39
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regarding the relationship between working capital
management and profitability. These variables are

categorized as follows:

Dependent VariableGross Operating profitabilit(GOP);
GOP is a measure of Profitability of the firm. dtdefined as
Sales minus Cost of Goods Sold and divided by tsabts
minus financial assets.

Independent Variablegiverage Collection PerioACP);
ACP is used as a proxy for the collection policy.id
calculated as;(Receivables/(Sales) x 365), Inventory
turnover in dayqITD); Inventory conversion period is used
s proxy for the inventory policy. It is calculated
as; (Inventory/(Cost of goods sold) X 365 ), Average
Payment PeriodAPP); APP has been used as proxy for the
payment policy. It is calculated as; Kayables/
(Purchase) x 365) and Cash Conversion Cycl¢CCC);
Cash Conversion Cycle is used as a comprehensiasuree
for working capital management. It is calculatep(&serage
Collection Period + Inventory turnover in days -efage
Payment Period)

3.4. Model Specification

Ordinary Least Squares (OLS) regression modelad:us

GOP =Bo+B1 (ACPy) +B2 (APR)+B3(ITDi)+B4 (CCGy)+ Bs(CARy) + &.

where B, = Intercept of the equation ad, B, ... . . s =
Coefficients and = Error term.

Pearson correlation is used to measure the degfee o
association between different variables under c@mation
and regression analysis is used to estimate thentexnd
direction of relationships between profitabilitydamorking

Icnapital variables.

Findings
4.1. Descriptive Statistics

Table 4.1 presents a summary of descriptive Stistf
the dependent and independent variables for
manufacturing companies listed on the DSE for aopeof

three

capital0 years from 2002 to 2012 making a total of 30dwtu

observations.

Table 4.1. Descriptive Statistics.

ACP ITD APP CCccC CAR FIS LEV SAG GOP
N 30 30 30 30 30 30 30 30 30
Mean 20.87 112.57 73.60 59.93 2.15 15.85 0.34 0.19 0.60
Std. Dev 7.44 16.78 29.06 28.33 1.08 3.22 0.11 0.20 0.14
Min 10.72 79.29 50 -23.98 0.57 11.45 0.21 -0.33 0.35
Max 39.64 150.52 184.11 100.97 3.91 19.98 0.56 0.82 0.92
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Table 4.1 shows that the average value of groseatipg taken for this purpose is 184 days.
profitability is 60% of total sales, and standaelidtion is The size of the firm and its relationship with praiility
14%. This means that the value of profitability cdeviate as measured by natural logarithm of sales is usedcntrol
from the mean to both sides by 14%. The maximum andhriable. The mean value of log of sales is 15.8fleathe
minimum values of gross operating profitability &% and standard deviation is 3.22. The maximum value of &
35% respectively. Information from descriptive stits also sales for a company in a year is 19.98 and thenmini is
indicates that the mean of cash conversion cyaeubed as 11.45. In the same way to check the liquidity of th
a comprehensive measurement of managing workingiatap companies, a traditional measure of liquidity iedisThe
is 60 days and standard deviation is 28 days. T@émum average current ratio for manufacturing firms listtn DSE
and minimum values of cash conversion cycle aredd)s is 2.15 with a standard deviation of 1.08. The bigtcurrent
and -24 days respectively. ratio for a company in a particular year is 3.9fe$ and in

Firms receive payment against sales after an agesBgl the same way the minimum ratio for a company irearys
days and standard deviation is 7 days. Minimum tiaken 0.57. The average leverage is 0.34 with a standevéhtion
by a company to collect cash from receivables isdags of 0.11. The maximum and minimum of leverage af®50.
while the maximum time for this purpose is 40 ddysakes and 0.21 respectively.
an average 113 days to sell inventory with standardation
of 17 days. The maximum time taken by a compangelb
inventory is 151 days, which is not a very largaetiperiod
to convert inventory into sales for manufacturingms.
Firms wait an average 74 days to pay their purchagth
standard deviation of 29 days. The minimum timeteky a
company to pay its purchases is 50 days and maxitimen

4.2. Correlation Analysis

Table 4.2 presents the Pearson correlation fovdhi@bles
that are used in the regression model. Pearson'glation
analysis is used to find the relationship betweesrking
capital management and gross operating profit.

Table4.2. Correlation analysis between working capital vatedband profitability.

ACP ITD APP CCC CAR FIS LEV SAG
ACP 1
ITD 0.067 1
APP 0.373 0.239 1
CCC -0.083 0.360 -0.787 1
CAR 0.251 0.305 0.334 -0.077 1
FIS -0.155 0.122 -0.132 0.170 -0.305 1
LEV 0.031 -0.108 0.341 -0.411 0.240 -0.623 1
SAG 0.122 -0.096 0.021 -0.024 0.122 -0.004 0.105 1

The table shows how variables relate to one anathére

process of making company profitability. Table 4.3. OLS regression of dependent and independent vasgabl
ACP is related positively to ITD, APP and CAR meani  variable Coefficients ~ Std Error  t- Stat P-value
that as ACP increases ITD, APP and CAR also inerea constant 0.714 0.272 2623 0.016
There is a negative relationship between ACP an€@ @ad Acp -0.040 0.013 -3.108 0.005
FIS which show that as ACP goes up CCC increases. ITD -0.039 0.013 -3.043 0.006
ITD has a positive relationship with APP, CCC ardiRC  APP 0.042 0.013 3.177 0.004
meaning that as ITD increases APP, CCC and CAR al CCC 0.041 0.013 3.134 0.005
increase. CAR -0.023 0.025 -0.900 0.378
APP has a positive relationship with CAR showingtths  FIS -0.017 0.009 -1.862 0.077
APP increases CAR also increases while it relatgmtively — LEV e SR SILER 0.971
with CCC. SAG -0.285 0.120 -2.374 0.027
R? 0.470

Finally, there exists a negative relationship betw€CC

and CAR indicating that CAR is lower when CCC igter, ~ Adusted R 0.260
F-value 2.300

4.3. Regression Analysis
= y The adjusted?® of the model is 26% and value for thé R

The results of the regression analysis are showmatsie in the model is 0.47 which endorses that 47% ofvereation
4.3 .This shows the extent on how working capitaiables in the dependent variable is explained by the mottet 53%
affect companies’ profitability. variation in the dependent variable remains unémneth by
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the independent variables of the study.

The results of regression indicate that the caefiiic of
ACP is negative with -0.040 and p-value of 0.01éisT
implies that the increase or decrease in ACP vghificantly
affect profitability of firm. APP has a positive efficient of
0.042 with p-value (0.004) implying that the ineaor
decrease in the average payment period, significaffects
profitability of the firm. The positive relationghibetween
average payment period and profitability indicatieat the
more profitable firms wait longer to pay their bill

The cash conversion cycle is used to measureaffigi of
working capital management. Regression resultsatdithat
there is a positive (0.041)
conversion cycle and operating profitability whiaghplies
that the increase or decrease in the cash conmecsicle
significantly affects profitability of the firm. Al inventory
turnover in days shows a negative (-0.039) relatign with
profitability which indicates that if the inventotyrnover in
days increases the profitability decreases.

Leverage ratio used as a proxy for leverage has
significant positive relationship with the depentdeariable,
which means that, when leverage of the firm in@eas
profitability also increases. The size of the firnas a
negative impact on profitability implying that witlhe
increase in size, profitability declines, sales vgto also
shows a negative relationship with profitability iatn
indicates that when the sales growth increases,
profitability decreases, and the current ratio hapositive
impact on profitability.

5. Discussion

5.1. Relationship between Average Collection Period and
Profitability

Regarding the average days of accounts receivab
previous studies (Mathuva, 2010; Lazaridis and dmidis,
2006; Falope and Ajilore, 2009; Mansoor

relationship betweershca

353

decreases bad debts decrease and hence profjtabilit
increases.

5.2. Relationship between Inventory Turnover in Days and
Profitability

The relationship between ITD and GOP is negatiues th
consistent with (Ruichao, 2013; Lazaridis and Tinydds,
2006; Falope and Ajilore, 2009; Mansoor and Muhahma
2012; Raheman and Nasr, 2007; Dong, 2010) who faund
strong negative relationship between ITD and pability.
However, the findings contradict (Gill, Biger andatur,
2012; Naimulbari, 2012; Mathuva 2010) who show {osi
relationship between ITD and profitability. Thispfies that
when the average time required in converting maltefinto
finished goods and then to sell those goods deeseéddeads
to an increase in profitability. Manufacturing coamges have
large inventories as composed of raw materials famshed
goods and therefore there is a need to sell gooo$uped
quickly so as to make profits. In general, thigfig can be
iftterpreted that if the inventory takes more timeell, it will
adversely affect profitability (Profitability decses).

5.3. Relationship between Average Payment Period and
Profitability

There exists a positive relationship between awerag
tfip@yment period and profitability. This is consistesith
(Muthuva, 2010; Naimulbari, 2012 and Gill, Biger dan
Mathur, 2012) suggesting that an increase in thabau of
day’s accounts payable by 1 day is associated with
increase in profitability. This result makes ecomsense in
that the more a firm delays its payments to itglitoes, the
higher the level of working capital it reserves amks in
order to increase profitability. The results arentcary to
(Ray, 2012; Mekonnen, 2011; Deloof, 2003; Reheman &
lédasr, 2007; Vural, Sékmen and Cetenak, 2012; Saghir
Hashmi and Hussain, 2011 and Reheman et al, 2000) w

and Drshow that less profitable firms wait longer to ghgir bills.

Muhammad, 2012; Naimulbari, 2012; Raheman and NasfFhe results imply that firms withhold their paymetua

2007; Dong, 2010) reported a negative relationblefween
ACP and the profitability of the firm. Similarly, hé

researcher finds a negative relationship betweerP &Gd
profitability. This suggests that an increase imber of days
a firm receives payment from sales affects theitatafity of

that firm negatively.The negative relationship betw
average collection period and profitability alsggests that
a decrease in the number of day’s accounts redeilab 1

day is associated with increase in profitabilitheTfindings
can also be interpreted in that increase in amaafrdscount

suppliers so as to take advantage of the cashablaifor
their working capital needs. These findings ardine with
the working capital management rule that firms $thatrive
to lag their payments to creditors as much as plesgiaking
care not to spoil their business relationships.

5.4. Relationship between Cash Conversion Cycle and
Profitability

The findings contradict (Azam and Haider, 2011; Stzor
and Muhammad, 2012; Mekonnen, 2011; Ray, 2012;Vura

receivable has opportunity costs and bad debt hene®ymen and Cetenak, 2012; Saghir, Hashmi and Hussai

profitability of the firm is affected negatively the long-run.
These findings are in
management rule that firms should strive to colldwtir

debts from debtors as quickly as possible, takieng oot to
spoil their business relationship. Therefore, wkene
collection period increases bad debt increase agncen
profitability falls down and whenever collection rjual

line with the working capital

2011; Niresh, 2012; Reheman et al, 2010; Naimu|llzdx12)
who found a negative relationship between cash esin
cycle and company profitability but consistent wii@ill,
Biger and Mathur, 2012; Lyroudi & Lazaridis, 200@ho
show a positive relationship between cash conversicle
and company profitability. The findings can be ipteted
that when the cash conversion cycle increases the
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profitability also increases.
The positive

conversion cycle could be explained by the natdrérms

and higher profitability due to market dominance.

Ntui Ponsiaet al. A Case of Manufacturing Companies Quoted on D&atsam Stock Exchange (DSE)

extended to more working capital variables and ifaboility
relationship between profits and casmeasures’ including cash, marketable securities ROA,
ROE respectively and extended in terms of numbgeafs.

Manufacturing firms maintain more inventories doehigh

production, to carter for seasonality effect andicihe costs Refer ences

of stock outs and price fluctuations. The positekationship
between the firm's cash conversion cycle and pabiiity [1]
can also be explained by the fact that maximizihg t
investment in current assets can help in boostinfjitg. This
shows that little liquid cash is maintained in thesiness for
operations.

(2]

5.5. Relationship between Liquidity and Profitability 3]

The result of this relationship is in line with (knen,
2011; Eljelly, 2004; Raheman and Nasr, 2007) studikich  [4]
show a negative relationship between liquidity and
profitability. This suggests that as the firm’s rant ratio
decreases, the gross operating profitability insesa It
indicates that the two objectives of liquidity apibfitability
have inverse relationship.

[5]

[6]
6. Conclusion

The management of working capital is one of the tmos
important financial decisions of a firm. Sufficielgvel of
working capital should be present for smooth rugnifi a [7]
company regardless of the nature of business. The
management of a firm can create value for theiredi@ders
by reducing the number of day’s accounts receivahis is
because as the ACP decreases, the profitabilitythef
manufacturing firms increases. It is noted that AGP
increases, the level of bad debt also increaseshwihi the
long-run results to reduction in profitability. The
management can also create value for their shatetoby
reducing their inventories to a reasonable levatesithe
results indicate that profitability increases as thrD
decreases. When the ITD increases, storage costs
increase in order to keep the available inventBigms can
also take long time to pay their creditors in asafathey do
not strain their business relationships with thesalitors as
indicated by profitability increases with an incsean APP.
In addition, firms can also reduce the liquiditydéin order
to gain the overall firms’ performance; this is icated by a
negative relationship between profitability andulity.

Firms are capable of gaining sustainable competitiv[lz]
advantage by means of effective and efficient aation of
the resources of the organization through incregsihthe
cash conversion cycle. In so doing, the profitapitif the

(8]

9]
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[11]

firms is expected to increase. Management of workapital  [13]
means “management of current assets and currdéiiitiées,
and financing these current assets”. If these fipraperly
manage their cash, accounts receivables and imiesitohis
ultimately increases their profitability. [14]

Future research should investigate generalizatibthe
findings beyond the companies listed on Dar esa®al&tock
Exchange. Also, the scope of further research shdaa
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