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ABSTRACT
The study examine the _impact of working capital management on the financial performaoce oflisted health care firms m Nigeria. The annual report of eight health care companies listed in the
Nigeria stock exchange for the period of 2011-2020 were used for this study. Ex-post factoresearch desi!P: was adopted for this study. Multiple regression analysis was used as a techniqueof data analysts to test the significant impact of working capital management on the financial
performance. The study findings reveal that account receivable period has no significant impacton the financial performance of listed health care firms, accounts payment period has a strong
positive impact on the firm's financial performance and finally cash conversion cycle has a

positive significant impact on the firm's financial performance. Therefore the study recommen?that health care firms should reduce the borrowing level of the firms in order to improve credit
rating, reduce the overall risk and cost of borrowing and the finaocial managers of health care
firms should formulate policies for the management of cash in order to ensure continu?us flow ?f
cash and ability to meet short term ability as they fall due and surplus fund should be mvested m

profitable venture.
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CHAPTER ONE

INTRODUCTION
1.1 Background to the study

Effective working capital manage
. .ment ts very import t t

. .

Wh. h
·

h
,

an ° survival of busmess organization.
te IS w y m the last decades there h·

investigated the
.

'fi .

ave been many research papers and articles
Slgm tcance of working

·

1

.

capita management with regard to its effect on the
financ1al performance of com •

pames. Abdulazeez, Baba, Fatima and Abdurrahman(2018)
argued that the survival of manufactur' d

. . .

'

. . .

mg an product d1stnbut1oncompanies depend largely on

their abthly to effectively manage d't .

ere 1 so as to contmue to be liquid in order to sustain their

operations. The determination of appropriate balance between the volume of debt and credit is of

tremendous importance as it dissuades firms from holding excess idle cash balance or running

short of cash required to take care of firm's day-to-day operating activities (Phuong and Hung,

2020).

This requires putting in place some mechanisms to ensure a balance between short term assets

and short term liabilities (Bagh, Nazir, Asif Khan, AtifKhan and Razaq 2016).

The rapid increase in the cost of working capital investment relative to the benefits of holding

larger inventories or allowing for trade credit to customers lowers the firm's profitability levels

(Anton and Nucu 2021). Working capital measures a company's efficiency and represents the

liquid assets that are available with a firm. It also indicates firm's short term financial health and

its capacity to meet day-to-day operating expense. Thus, working capital management has a

significant impact on firm performance (Le, Vu, Le, Tran, and Du2018). The principle goal of

Working Capital Management is to ensure that an organization generates sufficient positive

working capital (specifically in the form of Cash) from ongoing business activities to continually

fund both debt payments and operating expenses. Effective management of working capital

involves managing discrete, but highly inter-related processes (cycles). Since these processes are

interrelated, decisions made within each one of the disciplines can impact the other processes,

a d 1

·

1 f" ganization's overall financial performance. Working Capital is the
n u ttmate y a ,ect an or

Pe
• .

h' h nization's that you cannot effectively predict when cash will be

rception wit m mue orga

collected or when it will need to be disbursed, (Anton ªnd Nucu 2021).



Another objective of working cap·t 11 a management i deli
·

enough cash to cover
·

t

n a tmn to ensuring that company has
I s expenses and debt ar

. . . .

ºtal d
. . .

' e mimmizmg the cost of money spent on working
cap1 an max1m1ztng returns on .

. .

Investment. Efficient working capital management helps
mamtam smooth operation and can al h

.

so elp improve the company's earnings and profitability
(Abubakar, Umaru and Olowe 2020).

Working capital management practices
.

IS not only to immllllize companies from financial
turmoil but can be manage strateg· n

·
• •ica Y to improve compet1t1veposition and profitability which

is one of the main problem of Retail Company (Quee, et al. 2020),

The tradeoff theory implies that firms with high level of liquidity may potentially encollllter low

profitability problem. In other words there is plausibility of negative relationship between

liquidity and profitability (Kisanyanya, 2020).

Harsh, et al. (2014), Efficient Management of Working capital is one of the preconditions for

success of an organization as Working Capital is the life giving force to an economic entity.

Efficient management of working capital means management of various components of working

capital in such a way that an adequate amount of working capital is maintained for smooth

running of a firm and for fulfilment of twin objectives of liquidity and profitability. Also it is the

most crucial factor for survival and solvency of a concern. High level of current of assets effect

the firm's profitability and low current assets effect the firm operation as the firm will look for

external sources of fund to pay its debt.

Financial management of a business hinges on the management of its short term operation which

then drive to the long term goals. The management of working capital and the role it play

d
·

fi
·

l fi rmance continues to steer debate among scholars and practitioners alike
a vancmg maneia per o

(K
·

201 1 ¡·ty 311a[yzing statistics (i.e., metrics) for individual components of
asoz1, 7). n rea 1

,

ki
• ft

·

Id tt ms or trends that enable managers to reasonably forecast sources
wor ng capital o en y1e pa e

and uses of cash (Eya,2016).

fi
·

1 maximize profit but preserving liquidity of the firm is an

The ultimate objective of any irm is O
• . . .

· bl
· that increasing profit at the cost of hqmd1ty can bnng

unportant objective too. The pro em IS

fi th must be tradeoffbetween these two objectives of the
serious problem to the firm. There ore ere

. .

h I f other because both have theu importance. If we do
firm. One objective should not be t e cos 0



not care about profit, we can survive £
1

. . .

or a onger period. On the other band if we do not can:
about hqmdity we may face the problem f.

1

. .

o mso vency or bankruptcy (Raheman and Nasr. 2007).
Thus, workmg capital management i

·

s ª very important component of corporate finance because
it directly affects the liquidity and profitab"l"ty f th

.
1 1 o e company. It deals with current assets and

current liabilities. With an efficient wo kin .

1
r g capita management, firms could lower their

reliance on external financing and used released cash for additional investment and for
enhancing the firm's financial flexibility (De Almeida, Ribeiro, and Eid Jr. 2014).

An efficient working capital management allows health care firms to reduce their holding of
current asset such as inventory and account receivables, which earn no interest and require
financing with short term debt. Excessive levels of current assets can easily result in a firm

realizing a substandard return on investment, however, when the level of current assets is low the

finn may incur shortages and its operations will be affected (Home and Wachowiz, 2005). The

firm is expected to pay off its current liabilities as and when they fall due. Efficient worlcing

capital management controls current assets and liabilities in a manner that eliminates the risk of

inability to meet the short term obligations and avoid excessive investment in current assets

(Hassan, Mberia and Maturi 2017).

This management of short-term assets is as crucial as the management of long-term financial

assets, since it directly contributes to the maximization of a business's profitability, liquidity and

total performance (Toan, Nhan, Ahn and Man 2017).

• .
•

d t ·nant ofan organization's income, profits, increase in value as
Fmanc1al performance 1s a e erm1

.
· · · the entity's worthiness (Asimakopoulos, 2009). The Measures

evidenced by the appreciallon m

. li
· investor returns and accounting returns. The basic idea of

of financial performance fa mto

h Id be measured from the perspective of shareholders e.g.
investor returns is that, the return s ou

.

. A t" g returns focus on how firm eammgs respond to

share price and dividend yield. ccoun m
. .

. .
.

h can be measured using different accounting ratios (Alan,
different managerial pohc1es, whic

.

li d as measures of financial performance are further

2008) F"
.

I tios that are usua y use
. maneia ra

.
· fthe overall financial position of a

. .
. d cate oríes that will provide a review o

d1v1ded 11110 three broa g
.

.

1 d
. ratios that indicate the structural

.

I 2008). These categories me u e,

company (Fulb1er, et a ·

.
.

h rofitability of a company, and ratios that have
. . . atios that md1cate t e P

.

change w1thm a company, r
k t perspective. Financial performance was

. f panies from a mar e

an impact on the valuation o com

,¡.'.
r,
l

i

I

J1



measured differently by different researchers but th
unportant view and complex d

.

' e moSt argued measures that provide an
un erstandmg of the fin .

following ratios: Profitabilit Li . .

ancial performance of a company are the
Y, qu1d1ty and Efficiency (Radut, 2008).

Statement of the Research Problem

It has been noted that health facilities .

. . .

generally experience poor financial performance. Most
health factltttes perform below ex ectati . . .

.

P on and fail w1thm two years after starting, this business
failures has been blamed on the

·

bT f
. , ,

ma t 1ty o the financial manager to plan and control the
working capJ!al of their respective fi Th ·trms, ese reported madequacies among financial managers
is still evident today in in N. · ·

h ¡¡
·

igeria Ill t e orm of high bad debts, high inventory cost etc. This

study is out to examine the effect of working capital management on the profitability of limited

liabilities companies in Nigeria (Nwidobie, 2012), A balance between maintenance of liquidity
and profitability is a vital consideration for a ftrm. Increasing profits at the cost of liquidity can

bring serious problems to the firm. Optimal maintenance of liquidity or Working Capital

Management has been touted as a possible cause of poor performance (Judith and Muturi, 2018).

Prior scholars have conducted studies on working capital management and its effect on

profitability and financial performance of different types of firms, however not much research

has been done on its effects on financial performance of Health Care Firms. The Local and

international studies include but are not limited to the research conducted by(Anton, et al. 2021)

who carried out a research on The Impact of Working Capital Management on Firm Profitability,

and they find out that Based on different panel data techniques, the relationship proved to be

inverted U-shaped. The empirical results highlight that, at a low level of working capital,

increasing sales and discounts on early payments significantly influence positively corporate

profitability.: Abubakar, et al. (2020) Conducted a research on Working Capital Management

and Financial Performance of Selected Quoted Firms in Nigeria and they discovered that, Cash

e . tr positive significant impact on financial performance of quoted
onverston Cycle has a s ong

. .
.

D b E ·¡y ratio has no significant impact on financial performance of
selected firms m Nigeria. e t qui

.
,

•

I ntory Conversion Period has no significant impact on
quoted selected firms m N1gena. nve

financial performance of quoted selected firms in Nigeria.

I

I•

i

k
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pouglas, Wambugu and Maina (2018) Stud
Perli rmance of Sm II E

.
.

Y tbe Effect of Working Capital Management on
o a nterpnses m Ke .

.
nya and their findings shows that longer accounts

payable period has positive effect on th ..
e profitab1hty of business. On the other hand, longer

inventory management periods have •

.

negative effect on profitability of SMESs and Longer
accounts receivable days have t'nega 1ve effects on profitability of SMEs. Y ahaya (2016) study
the impact of working capital man .agement on the financial performance of pharmaceutical firms
in Nigeria.

Few studies were conducted exclusively on the effect of working capital management on the
financial performance of listed Health care firms in developing countries, such as the studies of

Akoto, Awunyo-Vitor andAngmor (2013), they study the Working capital management and

profitability: Evidence from Ghanaian listed manufacturing firms and the study finds a

significantly negative relationship between profitability and accounts receivable days. However,

the firms' cash conversion cycle, current asset ratio, size, and current asset turnover significantly

positively influence profitability. In spite of the important impact of efficient working capital

management may have on business survival and growth, not much has been done in the area of

the provision of empirical evidence in support of the claims of working capital management on

the financial performance of listed health care firms quoted in Nigerian stock exchange.

In view of the above, this research is set out to ascertain the impact of working capital

management on financial performance of listed health care firms in Nigeria.

1.3 Research Questions
·

n cycle (CCC) affect the financial performance of listed
I. To what extent does Cash conversio

health care firms in Nigeria?
· bl ollection (ARP) period on the financial performance

2. What is the effect of Account receiva e c

oflisted health care firms in Nigeria?

. the financial performance (APP) of listed health care

3. Does Accounts Payable period affect

firms in Nigeria?

1,:

,¡

\1
'l
q

·¡

--

l.4 Objectives of the Study



The main objective of the stud .

.

y is to determine wh
{UUlllClal performance of listed health c fi

.

ether working capital management affects
are inns 10 Ni .

J. To evaluat th

gena. The specific objectives are:

e e effect of cash .

l. t d h
conversion cycle (CCC)

1s e ealth care firms in N' .

on the financial performance of

1gena.
2. To evaluate the effect f0 account receivables u

•

performance of listed health .

co ecllon period (ARC) on the fmancial

care firms m Nigeria
3. To determine the effect f

·

o account payables pa m t
.

performance of listed he Ith .

Y en penod (APP) on the financial
a care firms m Nigeria.

1.5 Hypotheses of the study

ln line with the objectives of the study the f, 11

. •

0 owmg hypothesis are stated in null form

Hol: Cash conversion cycle (CCC) h
. .

as no s1gmficant effect on the financial performance of

listed health care firms in Nigeria.

Ho2: Account receivable collection (ARC) period has no significant influence 011 the financial

performance of listed health care firms in Nigeria.

Ho3: account payables payment period (APP) does not affect the financial performance of listed

health care firms in Nigeria

1.7 Significance of the Study

This research will contribute for easing many of the problems faced by managers in managing

the companies' working capital components. It is expected to contribute to better understand the

policies of formulating strategies on the management of working capital and their impact on

financial performance especially in the emerging markets, like Information Technology market

in Nigeria.

The study will also go a long way in guiding the existing investors in the industry, creditors, and

managements of the relevant companies, competitors, customers, financial analyst and

government on the financial strength and weakness of the companies operating in the industry,

hence the rationale for this research work. It is hope that both existing and prospective investors

¦

I,

,¡

Ii
i



ill fmd the study useful as it w·uW
I serve as a valuable guide to them in understancling the resultof stewardship of management for the resources entrusted to it.

The study will also help students and researchers in their quest for knowledge in the area of
accounting discipline.

1.8 Scope of the Study

This study focuses on the impact of working capital management on the financial performance of
listed health care firms in Nigeria. The study will covers a period of 2015-2020. Because the
period covers event of covid-19 novel and its impact on the social and economic activities.

11,1,(<.'_
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C'RAPTER TWO

UTERA TUR.E REVIEW

This chapter elabc)? ? "''--.

= 'llâturc and s f •

"-•ft ial fu ,

. .

. .
.

cope O workmg capital management and firm
wuwC per onao.w. 'Mk,!), ,1:rduclc, defi . .

.

.

millons of Working Capital, concept of Working
Capital Managemi:nt. wow: DC':",ii,.Tt(JS ms h

.

" earc ers have done, the result derived and the existing
theones devdoped by tni:m.

2.2 Concept of Working e?

Working capital is one oft!le· •··-?-"?" - 'th 1 ¡ 1

• · ·

· ??,,,_?,,? ? 1 ac <S a e ear cut or uruversally accepted defimt1on.

There are as many deñniliom, "'fthe concept as those that attempt to define it

Working capital is thl! <.JL..9fu:=:·.e 'Jwtween short-term assets and short-term liabilities, and the

essence is to have the req_u.ir?c. ?alllt .needed for day to day operations. It, therefore, meaos that if

the short-term goal is act 1dli1!'<•!1.:' then. the long-term goals will be a mirage (Olaoye, Adekanbi

and Oluwadare, 2019). W vr.kil!lf.'•::,r,Jlllll ns rhe time taken by a company to convert its investment

in inventory into cash flow .. T'nt 1iinger the time the larger the investment in working capital.

Account receivable, invenr<:q, ,i::Dr111Ilt payables are also the component of working capital

Poudel and Maharjan (20Z(í;.

Working capital refers to fünói ,;• ;hf invested in the business for a short period, generally one

year. It is a measure of a cr;,m;rm,•.·'F mfíciency and short term financial health. It shows whether

h l
. '"?"' .,.. "'"""' its short-term debt. It is reqnired to meet day to day

a company as s 10rt-term 'lti=•" , 0' ... "·

•

t'• , .¡ " ,. ifüicks of raw materials, spare parts, consumables, work in
operahng expenses anel ar ,le ,:orb

l ªrdiB Jt ís vital to the operating cycle of a firm (Rawat &
progress finished goods, 1m · ,;w::r .. ' ·

' -
.

..
. , . of .a company's liquidity, operational efficiency and its

Dave, 2017).Workingcapir.11 ,s:n,menim.e
. .

. . .

,
.

·¡ s substantial pos1t1veworking cap1tal, then 11 should

short-term financial health. If m crmmpun)' · m
.

. ,
. Jf ompany's current assets do not exceed lis current

have the potential to mve9t mnh JJWW-
ª e

.

.
. . .

·

, .
. . wing or paying back creditors, or even go bankrupt.

hab1hlies then it may have rrauttJoc gro . . . . .

.

'

_ . iul metric which represents operatmg hqu1dity available

Working capital is also seen: as m fünnno

l



__,.,
RF
?I',:

ta- a, business, organization, or other entity,
.

mcluding governmental entities (Abubakar, et

Jaiplll, Tinggi, Jobari and Siang TK (2
. .

017), working c ·al• . .

b'tlllllfonn tis expenditure on the b

apit is the period 1t takes an entity to
pure ase ofraw material t

fulisbed goods. Mobanty (20!3)
.

0 cash collectable from the sales of its

.

opmed that working ca it 1

.

ful the working of a concern of d

P ª ts the flow of ready funds necessary
ay to day business operar I

. .

cmrcnt assets, which in th d'
ions. t compnses of funds mvested in

e or mary course of b
·

.

period without undergoin d'
. .

. .

USmess can be turned mto cash within a short
g 1rnm1shmg m value and .

h
. .

Worlúng 'ap·tal d th
wit out disruptton of the organization.

u I a.tl e sequence it forms are .

managed by working capital management It
ensures that current liabilities don't exceed

·

current assets so as to avoid liquidity problem and
that the consciousness of liq ·d·t h 1ui I Y s ou d not override the ultimate goal of a business

omiertaking which is profit making (Olaoye et al, 2019).

The concept of working capital can be viewed from two perspectives Gross Working capital and

Net working capital;

Gross Working Capital: - The Gross working capital is described as the total value of current

assets. Current assets include accounts receivable, inventory, and prepayments, Bank and cash

balances (Sathyamoorthi, Mapharing and Selinkie 2018). Van Horne and Wachowicz, Jr. (2008),

define Gross working capital as the firm's investment in current assets (like cash and marketable

securities, receivables, and inventory). Gross working capital is the firm's investment in current

assets. Current assets here refers to assets that can be easily converted to cash withln an

accounting period and this involves cash, short-tenn securities debts example, accounts

receivables or book debt, stock (inventory) and bills receivables (Madugba and Ogbonnaya.

2016).

Pandy (200S) further opines that investment in current assets should just be made adequate to

m b
•

t d f excessive stating that excessive investment in current
eet t e needs of the firm ins ea O •

ti b•l't as idle investment earns nothing. He also stated that

assets impairs the firm's pro Ila 1 1 Y

·

.
.

.

1
threaten solvency of the firm because of its inability to

Inadequateamount of working capita can

f111 d osaze (1996) and Anao (1996), further argue that

tneets its current obligation as they a ue.
.

•
.

.

:Ii f current asset is also known as Clfculatory asset

lllvestment in gross working capital m orm 0



1,ee11use they change form from one st ta e to another inv
sold on credit); from debtors to b"ll .

· entory to trade debtors (when goods are
1 s receivables (wh b"l

bills to cash (when bills are d"

en I ls are used to settlement); and from
iscounted or are sett! d

rkl'ng capital is tiurther d

e upon maturity). The Gross Concept ofwo expan ed by B tt h
.u c et and Hicks (1972), and Jack (1972), to compriseof both current asset and current liabilitie T

• •

.

. . .

s. his IS because accordmg to them, working capital or
circulahng capital 1s that portion of or a

·
·

•

g mzatmn funds that is devoted to recurrent use· therefore
they contend that working capital sho1 Id

·

'

1 consist of both current asset and current liabilities. The
financial analyst basically deals with k' •

gross wor mg capllal because he is constantly involved in
providing the correct amount for current assets for the company at all times.

Net working capital: - Net working capital is seen as the difference between current assets and
current liabilities. Current assets include accounts receivable, inventory, and prepayments, Bank,
and cash balances. Current liabilities include accounts payable, overdrafts, Accruals and other

short term obligations (Sathyamoorthi, et al. 2018). Van Horne and Wachowicz, Jr. (2008),

define net working capital, as the dollar difference between current assets and current

liabilities.Net working capital has to do with the current assets and current liability differences.

Current liabilities are those claims of outsider which are expected to mature for payment within

an accounting period Thus accounts payables, outstanding expenses. If current assets exceeds

current liabilities, a positive net working capital has occurred and vice-versa (Madugba,el

al.2016).

·

·t ¡ used by corporate organizations. Permanent and
There are two types of working cap, a

fluctuating/temporary Working Capital:

.
.

h
· · m level of current assets. Van Horne and Wachowicz

Permanent working capital 1s t e m1mmu
.

k" capital is the amount of current asset requtred by
(2008), further explain that permanent wor mg

. . . .
,

. . needs· Permanent working capital 1s similar to the firm s

a firm to meet its long-term mimrnurn '

.
•

h• th Money investment 1s long term, despite I e

fi d
.

. rtant respects. First, e

!Xe assets m two 1mpo
11 d "current." Second for a growing

.
. . e assets being financed are ca e '

seemmg contrad1ct10n that th
.

d d "II increase over time in the same way that
fi king capJtal nee e w1

inn, the level of permanent wor
. However, permanent working capital is

d t increase over tune.
a firm's fixed assets will nee O

ect _ it is constantly changing. Thus
. . ery important resp

different from fixed assets m one v
.

1 r current assets staying permanently in
.

d ot consist of part1cu a

Permanent working capital oes n

h
;
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1
ce but is a pennanent level of ·

•pa •

mvestment m current assets, whose individual items areconstantly turning over.

While fluctuating or temporary working capital is lhe extra working capital needed to support the
changing production and sales of the firm. For example, extra inventory of finished goods will
have to be maintained to support increase in sales and investment in debtors. If there is decrease
in sales, investment in raw materials, work-in-progress and finished goods will also fall. Both are
necessary to facilitate production and sales through the operating cycle. It also aid to the
management of efficient working capital. The explanation of permanent and fluctuating working
capital can be best understood using a diagram as represented clearly below.

Amount
Woridng capital

Time

Temporary

W1,1rklugç11.pltal

Permanent

d Wachowicz (2008: p210)
Source: Van Horne an

d Its Measurements
Working Capital Cycle an

ther starting from cash. f component to ano
'

h onversmn ° one
• ·

1 e I

W k. C ·t I Cycle refers to t e e
.

1. (Z005) "Workmg Capita ye e oror mg ap1 a

d' to Akmsu ,re •

and back to cash and it continues. Accor ing
.

e inventory of raw materials, convert them
·¡ takes to acqutr

¡
·

. .

h I ngth of time 1

1

,, It also refers to the tola timeoperating cycle, 1s t e e

11
t cash from sa es ·

11 them and co ec

h financial implication of thein to finished products, se

h thus indicating I e

ed into cas '

taken to convert inventory procur
db the firm.

r adopte ytype of Working Capital po icy
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Fig 2.2 Working Capital Cycle/ Operating Cycle

I
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Cash is used to purchase raw materials and then processed into work-in-progress next to finished

goods and sold to debtors for cash and it continues like that.

Fig 2.3 Operating and Cash cycle

l(ICP}

OPERATING CYCLE

AP (CPP}

?-?-----?
OP=ICP+DCP

p CC = (!CP + DCP) - CPP
CD

S AR(DCP)

cc

Source: Van Horne (2005:pl43)
.

•vable CC is cash cycle, CD 1s cash
. AR is accounts rece1 '

Where I is inventory, S ts sales, ·

d.
.

'

p is creditor payment peno

direction, p is purchases, and CP

I

_{_
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J)eterminant
of Working

According to Pandey (2008) identifiied the following d
.

[llllllagement;
as etermmant of working capital

The first determinant of working cap't 1

,

1 d f fi
I a management is the nature of business. The working

capita
nee s o a um are basically intl d

.

uence by the nature of its business. Trading and
financial firms generally have a low invest ·

.
. .

ment m fixed assets, but require a large investment in

working capita!. The size of business al h
· •

so as an unportant impact on its working capital needs.

Size may be measured in terms of the seal f ·
•

e O operat10ns.A firm with larger scale of operations
will need more working capital than a small firm. Secondly, Market demand and conditions.

Working capital requirement of a firm are related to its sales. A growing firm needs fund

continuously and may need to invest funds in fixed assets in order to maintain growing

production and sales. Large number of firms experience seasonal fluctuations (affects working

capital needs and create production problems for the firm) and cyclical fluctuations in the

demand for their products and services. Technology and manufacturing policy is the third

determinant of working capital management. If the production cycle involves a longer period the

need for working capital will be more, because an extended production time span means a larger

tie-up of funds in inventories. Any delay at any stage of production process will result in

accumulation of work-in-process and will enhance the requirement of working capital. The

fourth is credit policy. Credit policy affects working capital by influencing the level of debtors.

Th d. d t mer depends on the credit policy of the industry in which the firm
e ere 1t grante to a cus o

bel
. d' . fon in granting credit terms to its customers which means

ongs. Firms should use 1scre 1

·
. d'f? t customers while a liberal credit policy without rating

different terms will be given to 1 ,eren

·¡¡ b dangerous to the firm and will create the problem of

the credit-worthiness of customers, wi e
. .

d' 1 pliers· Credit from suppher ts used to finance the

collection. Lastly Availability of ere it O sup
·

.
. . .

' ·

on cycle If the supp!Jer's credit 1s not ava1lable,

firm's inventories and reduces the cash converSI ·

.

nk the cost should be reasonable and the firm will be

the firm will have to borrow funds from ba s,

. b rs without much challenges.
able to finance its inventones and de to

t" mum utilization of resources. The firm can

O
. f efficiency means op ,

peratmg efficiency: Opera mg
,, .

tly controlling its operating costs. With
.

.

.

capital by efüc1en
llllnimize its need for working

.

a ital is improved and the pace of cash cycle
. . th use of workmg e p

mcreasedoperating efficiency e -

-

I

I

u
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iB accelerated. Better utilization of reso .

.
urces improves pr fit b T

pressure
on working capital. 0 1 ª 1 tty and helps in relieving the

price level changes: Rising price lev
1

.

e requires a higher in .
.

. .

increasing prices the same level f
vestment m workmg capital. With

s o current assets need im rove .

h. b can immediately
·

. P mvestment. However, firmsw 1c revise prices of their rod
'tal bl

·
•

d
p ucts upwards may not face a severe workingcap1 pro em m peno s of rising lev I h .

.

e s. T e effects of mcreasing price level may be feltdifferently by different firms due to varia!' • • . .
.10ns m md1v1dual pnces. It is possible that some

companies may not be affected by th "
·

e nstng pnces, whereas others may be badly hit by it.

Concept ofWorldng Capital Management

Working capital management is a key part of financial management. The profitability of an

enterprise in a certain period depends on the efficiency of its working capital management (Liu,
et al. 2021 ). The management of working capital involves managing inventories, accounts
receivable and payable, and cash. Working capital management is a business strategy designed to

ensure that a company operates efficiently by monitoring and using its current assets and

liabilities to the best effect. The primary purpose of working capital management is to enable the

company to maintain sufficient cash flow to meet its short-term operating costs and short-term

debt obligations. Working capital management can improve a company's earnings and

profitability through efficient use of its resources, (Abubakar, et a/.2020).

Man f k. ·t I ·ncludes inventory management as well as management of
agement o wor mg capt a 1

•

d t ayables The objectives of working capital management, inaccounts receivables an accoun s P ·

has enough cash to cover its expenses and debt, are
addition to ensuring that the company

. . .

, .
. . n working capital, and max1m1zmg the retnrn on asset

DlilllllllZmg the cost of money spent O

• •

.
.

.

1 mana ement helps maintam smooth operations and can
mvestments Efficient working capita g

. .
·

,

•

s and profitability. Management of working capital
also help to improve the company 5 earmng

_

t f accounts receivables and accounts payables.
in

I d
. ent and managemen o

e u es inventory managem ,

1 d maintaining the working capital
. 'tal management me u e

The main objectives of workmg capt
.

. .

'zing the cost of capital spent on the
. .

. ordered operat10n, mm1m1
operatmg cycle and ensurmg rts

ent asset investments. Working capital
. .

. . the return on curr
Working capital, and maximrzmg

.

h focus on the maintenance of a sufficient
. nting strategy wit a

. . .management is essentially an accou
d liabilities. An effective workmg capital

b
' ent assets an

alance between a company 5 curr
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DJllllllgement system helps businesses tno only cover their fin .

1

.
.

their earnings, (Abubakar, et al.2020).
ancia obhgatJons but also boost

Working capital management affects th fi
.e maneia! performance of . .

..,,,uires sound management to b I

organ1zat1ons and therefore
,

• ., a anee off the perfor .

br ations as they fall d (O
.

manee and nsk of not meeting financialo 18 ue ch,eng et al 2020) Th ·

.

•
·

• e importance of working capitalmanagement as an essential component of fi
•

1
.

maneia management originates from the fact thatinvestment m current assets conStitutes a significant part of the total investment of a business
enterprise (Oladimeji, et al. 2020).

Also according to Braimah, et al. (2021), Working Capital Management measures the firm's
short-term financial health of the firm by focusing on the mixture of short-term assets and
liabilities held on a day-to-day basis. Specifically, Working Capital Management seeks to settle
the corporate dilemma of how many short-term assets such as inventory, receivables, and cash,

or short-term commitments such as account payables a firm must hold at any particular period to
maximize returns.

Harsh,Vineet and Kaur (2013), explained that, Efficient Management of Working capital is one

of the preconditions for success of an organization as Working Capital is the life giving force to

an economic entity. Efficient management of working capital means management of various

f k. ·1 1

·

such a way that an adequate amount of working capital iscomponents o war mg cap1 a m
· · · f firm and for fulfillment of twin objectives of liquidity andmamtamed for smooth running o a 1

·

1 factor for survival and solvency of a concern. The
profitability. Also it is the most crucrn

.

.
.

• f the most challenging issues for financial managers as
management of workmg capital 1s one O

.

t of the financial ratios affects the company either
lhe success or otherwise of the rnanagemen

. .

f
· ffective management of workmg capital are the

positively or negatively. The consequences O

in? .

016).
. fi

·

1 obhgat10ns (Eya, 2 ·

mability of the company to meet its maneia

.

.1 1 management is not a simple and easy task. So,
p d

1 d that Workmg cap1 a
ou e

, et al. (2020), argue
.

.

b th efficient as well as profitable. There is

h b iness operation IS o

managers must make sure t at us

t liability during this process, which could
. t assets and curren

. .
a chance of a mismatch 1n curren

. W k"ng capital management 1s a managenal
. . f the busmess, or I

affect the growth and profitab1hty
O

. levels of both components of working
. aintaining efficient

ªCCounting strategy focusmg on m
.
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capital (that is, current assets and current
liabilities)

·

management ensures that a
company h .

m respect to each other. Workin 't I
.

.
.

as sufficient cash fl
.

g cap1 a

obllgations and operating expenses I .

ow m order to meet its short-term debt
.

·

mplementing a ffi .

system
JS an excellent way for ma .

n e ecllve working capital management
.

ny companies to im .

1111111agement involves, the process of .

prove their earnings, Working capital
managmg the act'

.

t'
capital. The aim is to ensure that th

ivi tes and processes related to workingere are checks and balan
flowing into the business is enough t .

ces to ensure that the amount of cash
o sustam the company's o

.
.

process that must be evaluated .
perahons. This must be an ongoing

usmg the current level of a
. . ..

management may involve im 1

•

ssets and hab1httes. Working capital
P ementmg short-term d

· ·

from one financial period to the next C

ec1S1ons that may or may not carry over
. urrent assets are very important for proper working of

fll(ed assets. A company may not utilize it fi
.

s ixed assets such as plant and machinery if it does not
have sufficient stocks of raw material. If a fi h h

.
.

. .

lfm as no cas m hand, 1t cannot pay for different
expenses it mcurs. Working capital in simple ter ·

thms 1s e excess of current assets over the
current liabilities (Kamau, et al. 20 I 4).

Approaches to Working Capital Management
This section examines the approaches and models relating to working capital management and
füm performance (Banos-Caballero, et al. 2019) categorize approaches to working capital into

three types as defensive or hedging, aggressive, and conservative working capital policy

The Conservative Approach; in this approach, the füm depends more on long-term funds for

financing needs. In view of conservative approach to working capital management, the firm will

keep a large quantity of current assets in relations to the total assets of the company. In the

period when the firm has no need for temporary current assets, the idle long- term funds could be

invested in tractable securities to conserve securities. The implication of this approach is that the

firm has less risk of financing the problem of shortage of funds and yields a lower expected

Profiit b'l't 1

• •

I r ri'sk This type of policy will also increase the company's net
a 1 1 y resu tmg m a owe •

Working capital situation.

1b
• A roach· in this approach, the company finances all of

e second approach is the Aggressive PP '

.

't
.

1 b t rt of its permanent current assets with short-term
1

s fIXed assets with long term capita u pa
.

.

er
. . 000) Under this pohcy, the firm finances a part of ns

edit (Van Horne and Wachow1cz, 2 ·

.
. .

fi
·

g and holds relatively small portion of ,ts total

JJerrnanent current assets with short term manem

•i



-•--ofainattasscts.Toe· .
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.

llllphcation of the .

'lifll6 ' ? m a higher risk and 1

388reasive approach is that it yields
.........,..A¡lproach:

ower worlcin .

--- g capital The last approach is the

)Jllilalñ'eappoach helps to m;n;_,_··-•u.ce the risk that the fi
.

? l1lr firm COUid attempt t

nn w,U be unable to pay off its matured
0 match exactly the .

? ?· apc,ctaj to be sold .
matunty structure of its assets and

ID twenty da ui
..,....a. l1lr implication of th'

ys co d be financed with twenty days bank
is approach is that · ·

__......_ in modc:nk --•·
d

tt yields moderate expected profitability,_ ns._, an the Workino C .tal ..

lllllatC- h is Dcilher .

0 apt poSIIIon of the company will be in optimum
aggressive nor conservative but it falls .

be
. .

-?.cnhc? _ ...__ .
.

IIl tween lhe two pohc1es
..... - u,uuo¡,ue situatmns. The O tima! 1

.

p eve! of working capital is reached when the
dqJ1,e of returns expected maximizes th h h

.

e s are olders wealth and it must be pointed out that
lbae IS DO best \lf\."lfián" ,-anital theorv ¡·

·

"' --,, ·, or po icy to SUit every organization at all times.

2.3 Tile Coattpt of Fmancial Performance

Fmancial pafurmance measurement has been discussed as a key priority in all economic

lb:isÍlln making relating to public and private companies to identify the difficult locations and

11125, (Oiashmi, et al_ 20 I 6).Financial performance measurement is based on many decisions

such as execum-e compensation, stock prices, stock risk, decisions related to invesl!nent, and

lllllly odier cases. One of the main tasks of the managers is decision making, they should decide

1o plan, organizing and run. These decisions should be based on performance criteria and

Üldicakxs in accordance with the organization's operations, (Azarbaijani,et a/.20! I, Chashmi, et

al.2016).In any org;;nízation and business unit, there are collections of activities and factors that

have a Slrong impact 00 the performance of the firm. So this collection should be evaluated for

belt« performance of the firm. ln today's competitive world, the only requirement for survival

111d
• • . .

. . .

·

ally economic activity is accuracy and having efficiency.
partjc1patmg rn acnv1ties espec1

..... ,_ • . ·ih the planning, monitoring and ongoing evaluation of
•w.s Will not be achieved unless w1

·
· . h abilities and shortcomings are evident and can be

ilCtivitie:s, because in this process that t e cap
.

. .

......_, 1 According to the discussed matters, this question

. ...._ before the occurrence of the even .

.

. .fi t Jationship between the measures of financial
1i'ould be asked whether there is a s1gDI ,can re

Derfu....__ f: ·ture (Chashmi,etal.
2016).

- ---IIJilOCe and corporate success or ª' '

2.3.1 Measures of financial Performance
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petformance
of a business could be measured through many ways; some of these measures are·

Retutll
on Asset (ROA): Return on as

1

'

.

se
, commonly referr d .

.

QISllllgement
rabo because it measures fi

.

e to as ROA, 1s a good mternalpro it against all ofth • ..
•• Mings Hence it is a w

e assets d1v1s1ons used to make those,.._ . • ay to evaluate the division's ..
"' ctiveness. ROA is generan profitability, performance, and

çue • Y seen as a stable finan ·

¡
..,, .

.eia peuormance ratio. An mcreasing ROA
indicates that a firm generate more profitabilit .

. .

• •
Y while decrease m 11 means firm generate less

profitab1hty(Castenble, 1997). It is calculated as

ROA= Profit after tax
Total Assets

Return on Investment (ROI): Return on investment compares income with operational asset that
produce the income. It shows the relationship between the firm's net profit (output) and the Jong

term invested capital (inputs). Consequently, it shows the effectiveness of management in terms

ofutilizing !inn's assets and its power to create shareholder value (Copel and Koller and Murnin,
2000 P.58).Additionally; this measure is considered more accurate than others that depend only
on the balance sheet. ROI relies on two financial statement balance sheet (financing) and income

statement(profit).It is computed as

ROI= Net Income
Total Assets

·t ratio shows the effectiveness of management to createReturn on Equity (ROE): Return on eqm Y

1
d Mcmanus 2003 p. 67). In other words, ROE

extra earnings for shareholders (Teze an '
'

· how much profit it generates with the money
measures profitability of a firm by exposmg

d by traders to detect the firms that have faster
shareholders have invested. ROE is often use

. ROE is calculated as:
growth of total shareholder equity.

ROE"' Net income

Total Equity

re of financial performance because
(ROA) as a measu

The Study will use return on asset
.

.1 assets to generate profits. And ROA
m any is at usmg 1 s

return on asset shows efficient a co P
t' ability to pull profits from asset and

.

e of managemen s

also gives an investor a reliable pictur

·I

I

l

I
I
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projects
which it chooses to invest. Th _e metnc also .

IJ]Jl'lins
and asset turnover. provide a good line of sight into net

zJ.1 Account Receivable and Financlal Performance

Account receivables are assets repre
.

sentmg amounts owed to h

goods
or services in the ordinary .

t e firm as a result of the sale of
course of busmess Ac t

.

tune taken by credit custom t .

. coun s receivables period is the averageers O settle the1r accounts. 11 was observed that credit customers who
pay late or do not pay at all only aggravate the r

_ _ .
_P oblem. Thus, 11 1s important for the financial

manager or account receivables manager to e t bl' h
.

. . .

s a 1s a good pohcy that controls the advantages
of offermg credit with the associated costs Th fi h Id

- - . ..
· e 1rm s ou establish its receivables pohc1es

after carefully considering both the benefits and costs of different policies (Mansoor et al, 2012,
Akomeahet al, 2019).

In the manufacturing sector, accounting receivable days are always used to proxy cash collection

period. It is computed as average accounts receivable divided by sales, all multiplied by 365

days. The expectation is that this ratio should relate negatively with profitability in

manufacturing firms. The expected negativity explains that increase in cash collection period

will reduce the working capital for day to day operation and the effect will be felt on the profit

level (Olaoye et al, 2019). Studies like (Dong et al, 201 OJ reported an inverse relationship

betweenaccount receivables days and profitability.

A din 990) "A counts receivable is an aggregate of all the debts owed to a
ccor g to Emekekwue ( I ,

c

fi . . . .

I senis the amount the firm expects to receive from its
um at a particular pomt m time. t repre

·

d l'vered or rendered by the firm. Therefore, it is the
debtors in payment of goods and services e 1

.
.

ke decisions as regardmg the policy that must be

responsibility of the financial manager to ma
_

. . . tomers becauseof the problem of possible default.
adopted in extending credit fac1ht1es to cus

2 3
. ·aJ Performance

· ,2 Account Payable and Ftnanci

.
.

th erage time taken by a company to pay its

Tb ¡¡ J period 1s e av
e accounts or trade payables de erra

k ah et al 2019).The general guidelines
Ira

. et al.2009, A orne ,

.

.

de payables, i.e. its suppliers (Uyar,
.

1 e the timing of payments. Compames
I ayables

mvo v
for

Optimizing the managing of accoun p .!:·¡·.,.I'

\1
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s?ould try prolonging the time of payment
. fi

.
as long as possibl

tl1eir supphers mancmg their investm .

e as they can use the advantage ofents untll payment has b

ptolonging
the time for payment is that th .

een made. Another argument for
e

producing com .

to convert their purchased raw mater·
1

.
panies, for example, need some time

1ª into products th

(Manessel a/,2005) in (Akomeahet I
ey can get sold and get cash in return

ª' 2019). The account a bl
•

.

di 'ding account payables b t
P ya es penod 1s computed byv1 Y ne purchases mulf r d b1P te Y 365 days (Nasr, et al.2007).

Account payable days are used to prox d'Y ere it payment day and it means how long it will take a

finn to pay its creditors to keep the b
·

1

·
•usmess re ationsh1p intact. It is computed as average

accounts payable divided by cost of sales multiplied by 365 da s Th t d I u· h.
·

y . e expec e re a ons 1p 1s

that accounts payable days should have a positive relationship with the firm's profitability. This
is because an increase in accounts payable days tends to afford Jinns more days to reinvest

(Olaoyeet al, 2019). Empirically, (Karadumann et al, 2010, Olaoyeet al, 2019) reported a

positive association between profitability and accounts payable days in their studies. Kaddumi,
and Ramadan, (2012) reiterated that trade Payables fonns an integral arms of current liabilities

and the amount due to the bills of exchange payables. These are the amount which is require for

the business to pay for credit purchases made. A functional payables management policy has a

long way in ensuring timely payment and cordial business relations with investors and creditors.

Each industry has a certain trade cycle, and businesses must ensure to keep its trade payable

I

·

d
·

h h
·

d t Al O 1·ra business has a shorted trade payable cycle, it will have
eye e mor er wit t e m us ry. s

,

.

1

· ·

¡ ger trade cash conversion cycles and more interest
to keep more cash m hand, resu 1mg m on

bl riod will result in business making payments to its
costs. A more extended trade paya e pe

. .

'f h b iness can keep a short trade receivable penod,
vendors after Jong periods. However, 1 t e us

. . .

. . b iness cash conversion cycle and resultmg m less workmg
then such a scenario improves the us

.

b t ro fits (País & Gama, 2015). Moreover, the
ca ·1

1

• h' h ill ultimately oos P
P1 a requirement, w te w

.

1 f the analysts while evaluating a
.

.

e ually refernng as mos o

IIUportance of trade payables 15 q

d th working capital management efficiency
b

. tio lo understan e

Ustness check payables turnover ra
. bligation to its creditors. A high trade

.
.

ess to honor ils o
.and timely payments by the busm

'd time by the business which enhance the
editors are pat on

.

Payables turnover ratio reflects that er
bl 1- 0 compared to industry practice that

h'l [avara e ra I

Cfl:ditworthiness of the business. Meanw I e,
. .1.

. allowed by the creditors resulting in

e of credit fac1 ittes
. . . .

the business is not talcing full advantag
1 (Z0l3) working Capital 1s the hfehne

. 20 I 5). I{orankye el a
.

lllore cash requirements. (Pats et al,
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of any business organization which enable the smoot runn· f d . . .

mg o ay to day achv1hes of the
business. Each component plays a ve ·

1 d h
•

,ry eructa an ave therr own impact for the successful and
sustaining role for the smooth running of the business.

Account payable is another component of working capital which in turn influences firm
performance. Raham and Nasr (2007) states that delaying payment of accounts payables to

suppliers allow firms to access the quality of bought products and can be inexpensive and
flexible source of financing. However, delaying of account payables can be expensive if a firm is

offered a discount for early payment which reduces the cash conversion cycle but has an implicit
cost where discount is offered for early statement of invoices. In a 1996 survey of trade credit

policies in Europe, Svensson (1997) found that 75% of Belgian firms offered a discount for

prompt payment, and the average discount offered was 3% for all European firms in the survey,

the average payment period was 6ldays and 54% of the firm offered a discount that was on

average4%.

Therefore, a decision to take advantage of trade credit or not to stretch account payables should

be based on cost benefit analysis. According to Wachowicz (2005), the firm must balance the

advantages of trade credit against the cost of forgoing possible late payment penalties,
_the

·
·

d 'th any possible deterioration in credit reputation and possibleopportumty cost associate w1

increase in the selling price that the seller imposes on the buyer.

I)

d F.
•

al Performance
2.3.3 Cash Conversion Cycle an manci

d h involves and all other liquid securities
. . nent of current asset an cas

Cash 1s a maJor compo
.

C h Management goes a Jong way in
. ash easily. Effective as

which can be converted mto c

. also enhance the business to manage its
.

1 ycle m order and
keeping the working capita c

.

d base by the free flow of cash to the
. efficiency is determme

operating cycle. Also, busmess
ffective utilization of such cash ensures

t the cash. Also, e
. .firm and how the firm genera e

h onversion cycle, which 1s a maJor
d boost the cas e

business to gamer trade discounts an
f business (Altaf & Shah, 2017).

·

capital cycle O any
commitment to describe the working
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The cash conversion cycle is used in .

measuring cash

jnteraction between the component f .

management, and it represents the
s o working capital d h

(Wang, 2002, Akomeah et al, 201 g¡ T

an t e flow of cash within a company
· hus, Cash Conversion e 1

·

h
• .

cash is tied up in accounts re
•

bl .

ye e is t e duration of time that
ce1va es and mvento I f

· concerned with the amo t f .

ry. n act, the Cash Conversion Cycle (CCC)

1s

un o time a firm's
h

.

resources are tied up. It was noted that the longer
the cas conversion cycle, the greater th .

.

e amount of investment required in working capital. The

length of the cash conversion cycle de end
.

P 8 on the length of: the inventory conversion period;

the trade receivables collection period· d h,
an t e trade payables deferral period (Uyar, 2009,

Akomeah et al, 2019). The length of the cash conversion cycle (CCC) is given by:

CCC= Inventory days + Trade receivables days - Trade payables days

Cash conversion cycle is used to proxy the span of time in days it takes for a firm to change

resource inputs into cash. The cycle is vital for firms in that it measures how quickly a firm

can change its resources inputs into cash. The longer the cycle, the lengthier time capital is

tied up and negatively affects the business operations and vice versa. It is computed as

accounts receivable days plus inventory days less accounts payable days (Olaoyeet al, 2019).

Falope et al (2009), in their study find a significantly negative relationship between

profitability and Cash Conversion Cycle of 50 Nigerian listed non-financial firms.

Poudelet al (2020), assert that Cash conversion cycle expressesthe time that company takes for

· · ·

1

· ·

entory and other resources into cash flow from sales or it can also

convertmg its mvestmen m mv

b d h
· th mpany need to collect it receivable, sell its inventory and pay

e efined as how mue time e co

· . .

•

¡ ¡ yman's term, it refers to the sum of days' inventory

its bill without any penalties.
n a

d.
·

us days' payables outstanding. The cash conversion

outstanding and days sales outstan mg mm
,

.

, ble ontstanding is greater than sum of day s mventory

cycle can be negative when days paya

outstanding and days' sales outstanding.

d t d cash conversion cycle as a competitive

D
1

d Nasr (2007), a op e

e oof, 2003; Raheman an
t' the impact on profitability. Therefore

.

. na ement and tes mg

medrnm of working capital ma g
. needed to increase profitability (Pandey,

.
. v 1 of current assets is

lllamtenance of a relattvely low le e
. th form of current assets, exposing the firm

fi ds tied down m e
.

2008),which will result to fewer un
r this can be prevented by mamtaining

d stock outs. Howeve ,

to greater risk of cash shortage an

,.
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relative high investment in current assets and the fir .

obligations as well as meeting li

m will be able to meet its short term
a sales order ·

•

profitability.
' mamtam smooth production and disrupt

2,4. Review of Empirical studies

Moussa (20 I 8) examines the impact of k' .war mg capital management on the performance of 68

industrial firms from Egypt for the eriod f
. .

P O 2000-2010 and documents a positive relationship
between workmg capital management ( dmeasure by the cash conversion cycle) and firm

profitability. The author points out that t k k ·

s oc mar els m less developed economies do not realize

the optimwn efficiency of their Working Capital Management.

Abuzayed (2011) working capital management and finns' perfonnance from the emerging

economy of Jordan, he worked on the relationship between working capital management and

firms' profitability of only listed firms on the amman stock exchange for the period 2000-2008.

He statistically analyzed the cash conversion cycle and its components effect on firms' market

and accounting performance. A significant correlation was noticed between the net operating

profit and cash conversion cycle as well as its components. Correlation between the gross

operating profit, inventory receivables days, payable days, and CCC are positive, showing that

finns with higher profit are less concerned with efficient management of working capital.

Teruel and Solano (2007) investigated the effect of working capital management on firm

ti b.1.
·

1 f g 872 small and medium size European companies. They found
pro ita 1 1ty, usmg a samp e o ,

tha
. . d ge collection periods affect positively the firm value, as

I reducmg mventory an avera
.

1

·

s the firm's profitability.
reducing the cash conversion eye e improve

( 1998) and the more recent study of Deloof (2003) have

The pioneer work of Shin and Soenen
.

.

.
•

b the measures of working capital management and

found a strong significant relat10nship etween
.

. .

.
1 that managers can increase profitab1hty by

corp fi b'l't Their findmgs sugges
orate pro ita I l Y•

d
.

1

·

8 This is particularly important
eivable an mven one .

reducing the number of day's accounts rec
.

. unis of debtors.
d to finance mcreasmg amo

for small growing finns who nee
h b en analyzed by Lamberson ( 1995) who

. 't I management
as e

Another aspect of workmg capi ª
. mie activities by changing their working

d changes m econo
Studied how small firms respon to

d liabilities. Cnrrent ratio, current assets to

.

1
f current assets an

capital requirements and leve O
_

1

r
i



total assets ratio and inventory t

.
.

o total assets ratio were
requirement, while the index of ann

used as a measure of working capital
.

.

uai average coincid . . .

measure of economic activity. Contr
ent economw md1cator was used as a

. .

ary to the expecta!'
small relatlonsh1p between chan .

Ions, the study found that there is a very
ges m economic conditi

Dong and Su (20 I O) examined th
ons and changes in working capital.

e effect of the co
.

profitability. Using data from V"
1

nversion cycle components on firms'
ie nam stock Market the fi

between firms' profitability a d .1 b"
.

' Y md a strong negative relationship
n 1 8 a thty to reduce th h

.

postulate that firms can incr h

e cas conversion cycle length. They also

ease t e shareholders wealth b k .

capital at the optimal I l U
.

Y eepmg the level of its working
eve · stng a sample of 88 fi r

(l0I0)
· •

trms lSted on New York Stock Exchange Gill
mvesttgate the relationship between th
. .

e level of a firms' working capital and its

profitabthty. They find a significant relati hi bons P etween the cash conversion cycle and firms'

profitability. They postulate that a firm profitab"l"ty
· ·

1 1 1s mcreased the shorter the accounts

receivable collection period.

In a research carried out by Ali pour (2011), In Iranian companies, the ratio of payable accounts

was 8% as compared with total assets and the ratio of receivable accounts and Inventory as

compared with total assets was 17% and 20% respectively, in 2006. For an example, in the same

year, current assets percent was 62 on the average to total assets and current debts percent is

83.so working capital management is very important in Iranian companies and the subject is

propounded that how the companies take to manage working capital items to affect the profit and

value of the company positively. He also postulated !hat Cash conversion cycle is one of the

important measuring tools to calculate the efficiency of working capital management. The time

span of the research was 2001-2006 and the studied companies have been the ones accepted in

Tehran stock exchange. ln general, out of 2628 companies; the company has been selected as a

top company for I063. Then multiple regression and Pearson's correlation was used to test the

hypothesis. The results of the statistical test of the hypothesis indicate that there is a negative

·

"fi
. b of day's accounts receivable and profitability, a negative

81gm 1eant relation between num er

·
,

.

t ry turnover in days and profitability, a direct significant

Significant relation between mven o

.

, ts payables and profitability and there is a negative

relal!on between number of day s
accoun

•

•

cycle and profitability.
The results of the research

Significant relation between cash converswn .
. .

.

h
·

s
a significant relation between working capital

show that in the studied companies, t ere 1

k" apitai management has a great effect on the

lllanagement and profitability
and wor mg c

,I

'I

lt
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profitability
of the companies and the

.
.

managers can

c1ecreasing
receivable accounts and

.

create value for shareholders b f
mventory

y means o

Afza and Nazir (2009) made
·

. .

an attempt in order to i

.

betweenworking capital managem . .

nveShgate the traditional relationship
ent pohc1es and a firm'

financial firms listed on Karach' S

s profitability for a sample of204 non-

. .

1 tock Exchange (KSE} £
.

found s1gmficant different among th
.

.

or the penod 1998-2005.The study
eir working capital

·

across different industries Mo
reqmrements and financing policies

. reover, regression result found . . .

profitability of firms and d .

ª negative relat10nship between the
egree of aggressiveness of k' . .

l.
· Th

wor mg capital mvestment and financing

po 1c1es. ey suggested that managers could er
.

ds k'
. .

ease value if they adopt a conservative approach
towar wor mg capital mvestment and w k' .

or mg capital financing life. Singh and Pandey (2008)

had an attempt to study the working ca
·

1

-

pita components and the impact of working capital

management on profitability of Hindalco Industries Limited for period from ¡ 990 to 2007.

Results of the study showed that t
·

1·

· · ·

curren ratio, 1qutd rallo, receivables turnover ratio and

working capital to total assets ratio had statistically significant impact on the profitability of

Hindalco industries Limited.

Rahman and Nasr, (2007) observed that there is a significant negative relationship between

working capital ( average collection period, inventory turnover in days, average payment period

and cash conversion cycle) and profitability of the firms listed on Karachi Stock Exchange. Juan

and Martinez as sited in Fernando (2004) found a significant relationship between SMEs'

profitability and the numbers of days account receivables and days of inventory. Objective of

this study is to identify the relationship between working capital management and company

profitability of the manufacturing companies listed in the Colombo Stock Exchange (CSE} in

order to help Sri Lankan manufacturing companies to manage its working capital more

efficiently. Secondary data relating to fifteen companies from 2001 to 2005 is considered for the

1

·

1

•

lysi· s and regression analysis are used for the data analysis.
ana ys1s. Pearson's corre ation ana

N
•

. bl Number of days accounts payable, inventory turnover in

umber of days accounts rece1va e, . . .

da
. th independent variables considered m this study. Sales

ys, and cash conversion cycle are e

1

d as control variables. The results show that there

growth rate, fixed assets to total assets a so use
.

.

·

· bles of the working capital management (Number

18 a strong negative relationship between vana
.

.

da counts payable and mventory turnover m days)

of day
· ble Number of ys ac

s accounts rece1va '

· on cycle increases it will lead to
th t 5 the cash convers1

and profitability of the firm. It means ª ª



¡leCrease profitability of the firm H. owever the same r

haVe selected a sample of 94 Pakist .

fi
.

esearchers: (Raheman and Nasr; 2007),
am irms hsted on Kar .

years
from 1999-2004 to study the ffi

achi Stock Exchange for a period of 6

e ect of different var· bl
.

00 the net operating profitability F

ia es of workmg capital management
· rom result of stud th

relationship between variables f .

Y, ey showed that there was a negative
0 workmg capital man . .

eriod, inventory turnover •

d

agement mcludmg the average collection

P
m ays, average coll f ·

, . ,

ec ton penod, cash conversion cycle and

profitab1hty. Besides, they also indicat d h
·

. .

e t at size of the firm, measured by natural logarithm of

sales, and profitab1hty had a positive relationship.

Deloof (2003), in turn, carried out r h
• .

escarc on the relat1onsh1p between working capital

management and the performance of B I
· · ·

e g1an compames. This author used a sample of 1009 non-

financial Belgian companies for the period from 1992 to 1996 H
·

'fi 1
. e came across a s1gn1 1cant y

negative relationship between gross profits and the average period of receivables, the average

period of inventories, and average period of payables. The results suggest that the managers

could create value for stockholders if they were to reduce the time periods of receivables and

inventories to reasonably minimum levels. These results show that there is a certain level of

working capital that maximizes the value of the firms. Lazaridis and Tryfonidis (2006) have

investigated relationship between working capital management and corporate profitability of

listed company in the Athens Stock Exchange. A sample of 13 l listed companies for period of

2001-2004 was used to examine this relationship. The result from regression analysis indicated

that there was a statistical significance between profitability, measured through gross operating

profit, and the cash conversion cycle. From those results, they claimed that the managers could

Id b ha dll'ng correctly the cash conversion cycle and keeping each

create value for shareho ers Y n

different component to an optimum level.
.

In N.
.

U d (Z004) find out that the building matenals firms have a problem in

1gena, rema u ,

k H therefore made mention that stocks level should be

maintaining optimum level of stoc s. e
. . .

II and the penalties for a business lymg divergence

optimal that is neither too large nor too sma . . .

'

.
.

h ans idle funds not in use or under stocking with is

fro
· · 'th over stocking wit me

m optimum ts e1 er
. d E

·

(2008) views working capital and

vuln
. .

dit position. Egb1de an nyt ,

erable to firms llqut Y • ·

al studies they find out that excessive

. ories concepts and empmc '

financial performance from the '

.

1
alue of many building materials firms in

.
.

I d ce the financia v

tnvestment in working capita re u

Jlligeria.
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g0wever, Van Home and Wachowicz (2004)
.

.
pomted out that .

rJ!/1,Y
have a negative effect of a firm,

excessive level of current assets
s profitability wh

lead to lowers of liquidity and t k
' ereas ª low level of current assets may

soc -outs, resulting
·

d"ffi . . . . .

perations.
Narasimhan and M rty (

m I icultles m mamtammg smooth
0

u ZOO!) stress on th dr,
on capital empl d (RO

e nee or many industries to improve their
ieturn oye CE) by focusin • •

. .
.

.

g on some cntlcal areas such as cost containment,
¡educmg investment m working capital and

·
• .

.

lmprovmg workmg capital efficiency.
ln order to discover the relationship betw •een efficient working capital management and firm's

Profitability Shin & Soenen, ( 1998) d duse net-tra e cycle (NTC) as a measure of working capital

management. Net trade cycle is basicall ¡ h
·

Y equa to I e cash convers10n cycle whereby all three

components are expressed as a percentage of sales. The reason by using net trade cycle because

it can be an easy device to estimate for additional financing needs with regard to working capital

expressed as a function of the projected sales growth. This relationship is examined using

correlation and regression analysis, by industry and working capital intensity. Using a Compustat

sample of 58,985 firm years covering the period 1975-1994, in all cases, they found, a strong

negative relation between the length of the firm's net-trade cycle and its profitability. In addition,

shorter net trade cycle is associated with higher risk-adjusted stock returns. ln other word, Shin

& Soenen (1998) suggest that one possible way the firm to create shareholder value is by

reducing firm's net trade cycle.

Th
· & S ( 1998) is consistent with later study on the same objective that

e study of Shm oenen ,

.
.

·

¡ of [009 large Belgian non-financial firms for the penod
done by Deloof (2003) by usmg samp e

.
.

f (2003) used trade credit policy and inventory policy are

of 1992-1996. However, Deloo .
.

·

ble accounts payable and mventones, and the cash

measured by number of days accounts receiva '

·ve measure of working capital management. He founds a

conversion cycle as a comprehensi
ting income and the number of day accounts

.

'fi
.

1 tion between gross opera
s1gru 1cant negative re a

Th he suggests that managers can create value

. .
.

d ccounts payable. us,
. .

receivable, mventones an a

d
, accounts receivable and mventones to a

d ing the number of ays
for their shareholders by re uc

fit ble firms wait longer to pay their bills. In

ests that Jess pro I a

reasonable minimum. He also sugg
. . 1995) and Wald (1999), suggested that size was

R
. and zmgales, (

order to validate the results aJall
fr developed countries with Germany as an

b ed on the data om

positively correlated with debt as

exception.
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on a large sample and with a lo .

nger time ·

aggressive
working capital management a::n::•Jos?_(1996)

examined the relationship between

Cycle (CCC) as a measure of work'
p fitabihty of the US firms usi C h C

.

mg capital m
ng as onversmn

aggressiveness
of working capital ma

anagement, where a shorter CCC represents the

.
.

nagement. Th . .

relatlonsh1pbetween the CCC and fi
. .

e results md1cated a significant negative

. .

pro 1tab1hty, indicatin
management 1s associated with high . .

g thªt more aggressive working capital
er profitab1hty.

Another study of relationship betw
. .

een the aggressive/conse t'
. .

profitab1hty as well as risk of fir ti

rva ive working capital policies and

ms or 208 public limited • .

Exchange for the period of 1998_2005_
compames hsted at Karachi Stock

From the above studies we can deduced that 700

b tw k'
.

1/o of lhe researchers found a negative relationship

e een wor mg capital and financial performance.

2.5 Theoretical Framework

Theoretically, this study is underpinned by trade off theory of liquidity, pecking order theory

ofliquidity and the clack theory of profitability.

2.5.1 Clark Theory of Profitability

Clark begins his theory with an analysis of a profit-less economy and taking into account its key

features. The profit less economy is compared with a profit-generating economy and significant

differences were identified to indicate the causes of profit. This method was adopted by

Schurnpeter and Knight. The profit-less economy is referred to as 'static state', in which all

factors are constant and not subject to change, the market is assumed to be perfect; hence the

absence of monopoly and entrepreneurial efforts are rewarded according to management wage

levels. There is perfect mobility and flow of all economic units in a frictionless environment; in

short all impediments to perfect competition are dissolved.

'1'h
· d 1. b I does so in a changeless manner" (Siddiqi, I 971). Any change in

e soCJety acts an 1ves, 11

th ,
· the system but the economy will adjust and settle at new

ese ,actors will produce a tremor m
.

.
.

,1.
.

.

1

• nd capital will result 111 correspondmg fluctuations in

equ1 1brmms. So changes m popu atwn ª

•n bsorb these changes and then settle back to a static

wages and interest rates, the economy Wt ª .
.

. f duction will affect output and pnces; adoption of

Slate. Similarly changes in techniques O pro . . .

th

'

•11 cause a shift in the eqwhbnum, but once these

e same techniq es by other producers
wi

b

u
. The ability of the economy to endure such

ecome ubiquitous the equilibrium
will resume.

i
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changes
is due to the competitive equilibrium d

,

J(Jlight,
bas the "tendency to eliminat

ynamics of the free market. Competition, remarks
e profit or loss and b

·

equality with their cost" (Knight, 1921 .

rmg the value of economic goods to

), Real economies as n t d b
.

buffer such changes instanta
1

° e Y Clark will, however, not
neous Y as there will .

fri ti·onal delay that the t
necessarily be a time lag. It is into this

e en repreneur seeks to
d h'

enter and make his profit before equilibrium
returns an consumes 1s profit. Profit is h

..ence a transitional phenomenon: "untransformed
increments of wages and interest" (Sidd'

·

19
,

iqi, 71 ), its temporary nature demands from the

entrepreneur a dynamic endeavor to ksee out or generate opportunities on which he can

capitalize. This process is summed up in Cl k' ,ar s statement that "dynamic forces, then, account

today for the existence of an income that static forces will begin to dispose of tomorrow' .(

Siddiqi, 1971). Economies are, however, in constant change, the five variables mentioned by

Clark are never static; population and capital are in constant growth, innovation in production

and management of resources are continually researched and consumer demands are subject to

ever-changing fashions and trends. The entrepreneur thus finds permanence for as long as he can

keep ahead of the changes, react before competitors and organize his efforts with sound

knowledge of the market. Clark's analysis determines that the essential cause of profit is change.

These changes yield a surplus in the market prior to equilibrium and they are the sought-after

profits of the entrepreneur.

2.5.2 Schumpeter Theory of Profitability

k s h eter developed the 'circular flow model' in which a

Following on the method of Clar ,
e ump

.
.

.
.

h erfect competition extmgmshes surpluses of monopoly
profit-less economy 1s described w ere P

.
. ,

.
,

,
. fl w' economy differ m detail from the static state

and friction The analyses of the circular O

.

•

·

'd li ompetitive environment and actual economies
s between an I ea Y e

model of Clark. So departure .
1 tive in his approach than Clark.

. h eter, however, is far more se ec

yield the causes of profit. Sc ump
. amount so that changes based upon

. notion of innovation as par '

Schumpeter identifies the smgle .

population and capital would easily be
, fit Gradual changes m

mnovation are the cause of pro ·

rtunity for the entrepreneur. Schumpeter
. , h nee present no oppo

. . . .

an1tc1pated by the market and e
.

.11 lead to profit generation (S1dd1qi, 1971 ):
. hich innovauon w1

.
.

goes on to describe five areas 111 w
. new products or 1mprovmg old ones,

. . ither by introducing
lnoovations in commod1t1es, e

\
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)IU)Ovations
in production techn

•

1ques, Findi

and raw materials, Changes in ind .

ng new and fertile markets L f

.

ustnal organization
' oca mg new resources

the entrepreneur 1s for Schumpet .

·

. .
.

er an innovator, who b v· . .

from the competition, acquire a Ira .

Y irtue of his innovation is able to break

.

ns,tory monopoly in
.

competitors catch up, but, before the .

which he can accrue profits until his

Y do so, he 1s able to

fields. Schumpeter did not see th
move on to further innovation in new

e entrepreneur's reward

funelional reward linked to his inn .

as ª surplus value but rather as a

ovative ability (Siddi
.

197
.

huge, leading to gales of creative d
.

.

q,,
.

1 ). The impact of innovation was

estruct10n as mnovat,ons d ld
. . .

technologies skills and •

cause O mventones, ideas,
• • equipment to become ob 1

. . . . .

so ete. Schumpeter saw the model of perfect

cornpetlt!On m which different companies Id
.

.1

. .
. .

so sim, ar goods at similar prices produced through

sumlar techniques as unmaterial to progress.

2.5.3 Trade off Theory Liquidity

Under perfect capital market assumptions holding cash neither creates nor destroys value. The

firm can always raise funds from capital markets when funds are needed, there are no transaction

costs in raising these funds, and the funds can always be raised at a fair price because the capital

marlcets are assumed to be fully informed about the prospects of the firm.

Toe trade-off theory suggests that firms target an optimal level of liquidity to balance the benefit

and cost of holding cash. The cost of holding cash includes low rate of return of these assets

because of liquidity premium and possibly tax disadvantage. The benefit s of holding cash is in

two folds: one, the firms save transaction costs to raise funds and do not need to liquidate assets

to make payments. And second, the firm can use liquid assets to finance its activities and

investment if other sources of funding are not available or are extremely expensive.

Jensen (1986) presents agency problems associated with free-cash flow. He suggest that free-

cash fl b mehoW controlled by increasing the stake of managers in the

ow problem can e so

b
· .

.

b
• th apitai structure, thereby reducing the amount of 'free' cash

usmess or by mcreasmg de t m e c

tl
h the use of trade off model cannot be ignored, as it

ow available to managers. As t eory,

tt ts high cost of servicing the debt thereby affecting

explains that, firms with high leverage a rae .

·

.

¡ f, them to raise funds through other sources. Holdmg

its profitability and it becomes d1fficu I or .

.
.

d b the smaller firm but also larger firms. So firm size

cash on th t
·

t
· oi only maintame Y

a porn is n
t interrupt the capital structure decision.

does not matter when the question ofbankrUP cy
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Pecking Order Theory of L
·

'd'1qu1 1ty

'fhe theory emerges as a result of as .
.Ylllmetnc tnformation . . .

is, corporate managers often have b tt .

existmg m the financial markets, that
e er information about h

o\ltside
investors. Apart from the 1

.

t e health of their companies than
ransaction costs of issuin ..

accePI the information costs a
•

.

,

g new secunlles, companies have to

rtSmg from asymmetric inf. f .

issued on the financial market could b
. ,

arma ion. In this way, new securities
e tn,ra-valued beca f

· ,

tbi ·s especially tru
·

th
use O m,ormational asymmetries, and

s I e m e case of new equities.

Myers&Majluf(l984) introduced very infl ·

¡

,

. .

uentia peckmg order theory saying; manager prefers

to finance deficit of capital by issuin SAFE ·

g secunty. The theory states that, in the event where

retained earnings ªnd other internal source of financing will be low to invest then manager will

issue debt and only issue new equity with possibility of issuing junk debt (Financial distress

possibility). An important survey of Myers (2003) documented the following findings on the

pecking order theory of corporate financing: I. Firms prefer to use internal source of fund as

their first choice. 2. Dividend payout ratio has separate determinants. A change in dividend

payout ratio does not facilitate capital expenditure. 3. In the question of external financing, debt

issuance is more preferable by the firm than issuance of equity. 4. The firm's debt ratio shows

their requirement of external financing.

A determinant of cash holding from the perspective of pecking order theory has been supported

by other researchers more than trade off theory. Sebastian (2010) Examine Dutch firm's liquidity

d I d h
· ffi ct on financial decision He discovers that, corporate liquidity and

an so vency an t eir e e
·

l

, h
· e t'on hedging and leverage channels. The information and

so vency interact throug m,onna 1 ,
•

. .

·

¡
f firms which helps to pay regular d1v1dendand most

hedging channels increase eqmty-va ue 0

importantly reduce volatility in cash flow.
.

.
.

. fi (1971-1998)
and came up with evidence that bigger

Frank & Goyel (2002) Studied US mns

. k decision followed by this theory. Smaller firms were not

firms are more orgamzed to ta e .

bl' ¡ during that time which also supports trade-off

ti ll
. .

h d being traded pu ic y
o owing this t eory an

king order theory so, overall average moves

theory. As the smaller firms moved away from pee

further from the pecking order.
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3,1 Introduction

CHAPTERTHREE
RESEARcH METHODOLOGY

This chapter highlights the resear h
. .

e
methodology adopted ft

.
.

research design, population of stud
or thts research which includes· the

Y• sample size and sam l'

'

of data collection, techniques of d

P mg techniques, sources and method
ata analysis, also the d

measurementand model of the study.

stu Y discusses the variable of

3.2 Research Design

Ex-post facto research design is adopted which
.

b
. .

.
.

ts ased on a scientific examination of dependent

and independent vanables The d
·

? h
·

· estgn or t e study ts suitable because it helps establish caused

relation between variables which th' tud
· · ·

IS s Y 1s set out to achieve rn order to make prediction. The

approach is quantitative, while the research paradigm is positivism.

3.3 Population and sample of the Study

Stata statistical package were used, three companies were de-listed from the Nigerian stock

exchange.Therefore the population of the study consist of all the remaining eight listed Health

Care firms in Nigerian Stock Exchange. As at 31st December, 2020. The sample of the study is

made up of all the health care firms since their annual reports and accounts are readily available.

Therefore, the approach adopted for the use of the entire listed health care firms in Nigeria is

census approach.

3.6 Source and Method of Data Collection,

F h
.

d dary source data is used. The secondary source data were

or I e purpose of this stu y, secon .

li

·

l
tatements of the sampled Health Care firms covermg the

co ected from the published financia 5

· 020) The nature of the research design (being ex-post factor

penod of six (6) years (i.e. 20 I 5
- 2 ·

· ds f data collection. This made the annual reports and

m nature) justified the above metho 0

h.
· formation

accounts most suitable for collecting t 15 m ·

3·5 Variables Measurement

¦

I

t
•) Dependent Variable
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1'bis
studY focuses on Working Capital M

ed

.

anagement and

select
construct10n firms. For th'

firm's financial p £

is purpose R

er ormance on

' eturn on A

after tal\ and total assets. The for I

ssets was derived using t
.

mu a lo com .

ne mcome

pule this variabl . .

e is given as;

b} Independent Variables

Variables

ROA I
Measurement

Profit before inlerest and tax
Total assets

ARD Accounts Receivable

Sales
x

365 Nakos & Brouthers."'

I
, (2017)

CCC IND+ARD-APD

I
Source

(Abor2008)

Napornp?ch (2012)-.
--

AccountPa;;;;Ele 365 I
Oluoch, (201?

Cost of Goods Sold
x l

Firm size Natural Logarithm of Sales Napompech (2012_)

__

(size)

3.6 Techniques of Data Analysis

For the purpose of this study, multiple regression analysis was employed as technique of data

Analysis. This is because they actually capture and address inter-relationship of the data

collected from secondary sources.

3•7 Model specification

i

)
The parsimonious model of the study includes the following:

I

ROA
/3 CCC+p4JSize;,+e"

it: ooo +p1ARDil+ f]iAPDil
+ 1
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4.1

CHAPTERFOUR
DATA PRESENTATION,ANALYSIS AND INTERPRETATIONS

Introduction

This chapter presents and analyses data generated from the disclosure information by firmsin the Nigerian Health care industry, These two issues form both the dependent andindependentvariables of the study. The data collected is analyzed with frequency tables and
percentages using the Stata Statistical Package. This is done to provide a clear and concisenumerical and graphical summary of the data to facilitate any inferential statistics where

necessary,

4.2 Data analysis of the variables of the study
The data presented are related to variables of working capital management and financial
performance.

4.2.1 Descriptive Statistics

Table 1

Variables Min. Max. -Mean Std. Dev.

-0.2750965 0.6043512 0.0695903 0.1573808
ROA

8.413221 353.9723 122.799 85.49062
ARP

21.8234 326.6733 136.0458 81.31538APP

153.9987 148.832611.30591 1062.473CCC

10.13704 6.998156 1.262268Nis 4.935064
-

I
STATA2016
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The table above provides a summary of the descriptive statistics of the dependent and the
dependent variables for the sampled Health care companies, It shows the average of the
variables, the standard deviation, the minimum and maximum of the variables used.
From the table, return on assets has minimum and maximum values of -0.2750965 and0.6043512 respectively and the mean value of0.0695903 as well as the standard deviation value
of0.1573808, The standard deviation

of0,J573808signifies that the data deviate from the meanvalue from both sides by 0.1573808 implying that there is a wide dispersion of the data from themean because standard deviation is higher than the mean value.
The table also shows that the mean of the Average accounts receivable of the sampledfirms is 122.799 with standard deviation of 85.49062, and minimum and maximum values of

8.413221 and 353.9723 respectively. This implies that the performance of the firms in terms of
Average receivable is on average 122.799, and the standard deviation value indicates that the
Average receivable of the sampled finns deviates from the mean value from both sides by
85.49062, implying that there is significant dispersion of the data from the mean because the
standard deviation is higher.

h bl h S that the mean of the Average accounts payable of the firms is
Moreover, t e ta e s ow

d d d
·

t·on of 81 31538 The minimum and maximum values are 21.8234
136 0458 with stan ar evrn 1 · ·

·

·

I Th·
·

Jies that Average accounts payables of the sampled firms is
and 326.6733 respective Y· IS imp

.h dard deviation value indicates that the value deviates from the
on average 136.0458, and t e stan

.538
·

¡
·

g that there is significant dispersion of the data frommean from both sides by 81.3 I
' imp ym

the mean because the standard deviation is larger.
.

.

cycle has an average value of 153.9987 with
.

h I the Cash conversionFmally, the table portrays t ª
.

.

m values are 11.30591 and. .

8 8326 The minunurn and max1mustandard devrnhon of 14 · ·

. . th t the cash conversioo cycle days ofd d deviation md1cates a1062.473 respectively. The S!an ar

'd b 148.8326. This further implies thatvalue from both s1 es ythe firms deviates from the mean

h tandard deviation is large.h mean because t e sthere is widely dispersed data from t e



4•2•2 CORRELATIONANALYSIS
The correlation matr

I

·

IX exp ams the degree of relationship between the dependent andindependent variables of the 8 d .tu Y as well as the mdependent variables among themselves. Thesummary of the associations amo th
.

ng e vana bles of the study is presented in table 4.2, while thefull result is attached as appendix (I)

Table2

Variables !ROA IARP ?PP ¡ccc -NL?ROA 1.000
I

-- ?ARP 0.0082 1.000 _l
? -I

'

APP ?.0942 0.0509 1.000

CCC 0.1582 K).3195 -0.1849 1.000
ms I

p.2154 0.2274

r0.1340
-0.2231 1.000? ? -- I__ -- - I?

ISTATA2016

All the research study variables are perfectly correlated with themselves as revealed by the
correlation coefficient of positive one ( 1 ). Firm financial performance as measured by ROA has
a negative correlation with leverage as measured by average accounts period (R=-0.0082),
Average payment period has a positive correlation with firm financial performance (R=0.0942),
cash conversion cycle has a negative correlation with lhe firm financial performance (R?
0.1582). And the natural logarithm has positive correlation with the firm financial

performance (0.2154).

The relationship of the independent variables among themselves indicates that Average
rec

·

bl
·

d h ion cycle are negatively correlated among themselves, and thee1va e penod an cas convers

av .

·t· lationship. Although some of the variables exhibitederage payment penod has a pos1 1ve re

sti, •

h' fi the independent variables among themselves is notong association, the overall relat10ns 1p or
I

Ii

I



significant, though this may not be enough to surmise that
multicollinearity exists among the_J explanatory or exogenous variables of the study unless the variance inflation factor and tolerancevalues are

comparatively beyond the established rule of thumb. Thus, the tolerance value andvariance inflation factor (VIF) are advanced measures for assessing harmful multicollinearityamong explanatory variables. The variance inflation factor and tolerance values are determinedwith the use of STA TA IO and were found to be concurrently smaller than ten and onerespectively, indicating the absence of harmful multicollinearity. This therefore, indicates theadequacy of fitting the model of the study with four independent variables.4.4 Analysis of Regression Results and Discussion of FindingsTable 4.3 presents the summary of the fixed effect multiple regression results obtained while thefull results are shown in appendix (II):

Table3

T-Values P-Values Tolerance VIF
Variables Coefficient

Constant -2.809092 7.49 º·ººº
ARP 0.0001661 0.15 0.885 0.774812 1.29
APP 0.0039633 3.72 0.000 0.899595 I.li

0.0015279 2.40 0.019 0.743278 1.35
CCC

0.2815914 -7.49 0.000 0.803718 1.97
NLS

R2 0.4281

F(4, 75) 14.04

0.8905Prob. Chi2

?TATA Outp11t, 2016
.

. .

b tween the dependent and mdependent
Table 4.3 shows that the functional relallonship e

Variables is:

t



The table above showed the coefficient of detennination R2 which stands at 40% indicatesthe proportion of the total variation in dependent variable (return on assets) that is explained bythe independent variables. This signifies that 40% of the total variation in financial perfonnanceof listed health care finns in Nigeria is caused by the combined effect of the Average receivableperiod, Average payment period, Cash conversion cycle; while the remaining 60% is caused byother factors not captured in the model of the study.

The table showed that Average accounts receivable has no significant impact on thefinancial performance of listed health care firms in Nigeria at all level of significance. This canbe observed from the value of beta the coefficient of0.0001661 with p-value of0.885 indicatingthat the p-value is statistically insignificant. This implies that average receivable period as one of
the proxies of working capital that does not affect the financfal performance of listed health care
finns in Nigeria. The results serves as a basis for accepting the first hypothesis, which states that
total average accounts receivable has no significant impact on the financial performance of listed
health care firms in Nigeria. The findings therefore disregard proposations by Deloof and Jegers,
(1996), Sathamoorthi, (2002), Zariyawati, et al., (2009), Deloof (2003), Lazaridis & Tryfonidis
(2006), Lazaridis & Tryfonídis (2006), Víshnani (2007) and Eljely (2004), all of whom argue

that there is relationship between the ROA ªnd working capital.

d I f beta coefficient of 0.0039633 with p-value of 0.000 forThe table reveale a va ue 0

h. si·gnifies that Average payment period has strong positiveAverage payment period, T 1s

f r t d health care firms in Nigeria at 1 % level ofinfluence on the financial performance O is e

t eriod increase the financial performancesignificance. The result implies that Average paymen p

. .

f e. ecting the second hypothesis that assumedof the finns, The result provides evidence o r
1

. th performance of listed health care firms
A

• •

fi ant impact on e"Verage payment period has no s1gm ic

II¡'I

i
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I
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in Nigeria. The result is in line with the findings of so many researchers in this area. Suchresearchers include; Lazaridis and Tryfonidis (2006), Rajan and Zingales; (1995) and Wald(1999), suggested that payables was positively correlated with firm' financial performancebased on the data from developing countries with no exception.

The table showed that cash conversion cycle has positive significant impact on thefinancial performance of listed health care finns in Nigeria. This can be observed from lhe valueof beta the coefficient of 0.0015279 with p-value of 0.019 indicating that the p-value isstatistically significant at 5%. This implies that cash conversion cycle as one of the proxies ofworking capital management that significantly affect the financial perfonnance of listed healthcare firms in Nigeria. The results serves as a basis for rejecting the first hypothesis, which statesthat cash conversion cycle has no significant impact on the financial performance of listed health
care finns in Nigeria. The result supports the findings of Akoto et al. (2013); Chariton et al.
(2010); Makori and Jagongo (2013); Mansoori and Muhammad (2012); Mohamad and Saad
(2010); Sharma and Kumar (201 I).

I
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j CHAPTERFIVE
SUMMARY,CONCLUSIONAND RECOMMENDATIONS

s.1. Introduction
This chapter provides the summary of the work done, summary of findings, theoretical fmdings,conclusions, recommendations and suggestion for further reading.

S.2. Summary
The research project was carried out on the effect of working capital management on the finn'sfmancial performance in the Health care industries listed on the floor of Nigerian stock exchangemarket and the variables used include account receivable days, account payable days, inventorydays and natural logarithm of sales as control variable. The main introduction to the research

work which contains the background of the study and statement of research problem discussingthe state of working capital management on the firm financial performance in Nigeria. The
objective of the study is to examine effect of working capital management on the firm's financial
performance in the Health care industries listed in the Nigerian stock exchange. The research
hypothesis were based on the objectives of the study. The study was based on six Health care

firms listed on the floor of Nigerian stock exchange. The data was analyzed using Stata statistical

k Th I t. h' between the variables was measured using regression and correlation.
pac age. e re a ions rp

·

I f working capital management, graphical representation ofFollowed by the detaded concep s o

f fi 'al performance, empirical studies and theoreticalWorking capital component, concept O manci

.

t and firm performance. The research design,framework on working capital managemen

h O ulation and the sampling techniquesJlOpuJation of the study, sample size drawn from t e P P

health care firms listed on the Nigerian stockemployed in selecting the sample of all the

II

i
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exchange. The data gathering method used was annual report (secondary source). The datapresentation using tables, Descriptive analysis was used to find the mean, the minimum, themaximum values and the standard deviation of the variables. The quantitative analysis consistedof the coefficient of significance to find the effects that exist between the variables andregression analysis was used to test the hypothesis using the general model, are made in thefourth chapter. And here the last chapter summarized the work, present the findings and highlightrecommendations.

Ex-facto research design was adopted which is based on a scientific examination of dependentand independent variable, for the purpose of this study secondary sources of data were used andStata statistical package were used to analyzed the data.

5.3. Findings

The following are the findings of the study obtained from the presentation, analysis and
interpretation of data.

l.

2.

The account receivable days of the selected health care firm has no significant

impact on the financial performance, The findings therefore disregard proposations

by Deloof and Jegers, (1996), Sathamoorthi, (2002), Zariyawati, et al., (2009),

L 'd' & Tryfonidis (2006) Lazaridis & Tryfonidis (2006),
Deloof (2003 ), azan is

'

d Er 1 (2004) all of whom argue that there is relationship
Vishnani (2007) an Je Y '

between the ROA and working capital.

f h I ted health care firms is positive impact on theThe account payable days o t e se ec

t that managers can create value for theirreturn on total assets. These results sugges

.

er of account payable days. This result is alsoshareholders by decreasing the numb i

ii J
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in-line with the findings of so many researchers in this area. Such researchers
include; Lazaridis and Tryfonidis (2006), Rajan and Zingales; (1995) and Wald
(1999), suggested that payables was positively correlated with firm' financial
performance based on the data from developing countries with no exception.3. The cash conversion cycle of the selected Health care firms is positively related tothe return on total assets. These results suggest that managers can create value for

their shareholders by reducing the number of Cash conversion cycle days to a

reasonable minimum. This is also consistent with the findings of; Shin and Soenen
(1998), Deloof (2003), Raheman and Nasr (2007), Deloof (2003) and also in
consistence with the work of Afza and Nazir (2009) that findou! that, there is

negative relationship between inventory conversion period and profitability.
Uremadu (2004).

4. The natural logarithm of sales the selected health care firms is positively related to
the return on total assets. These results suggest that managers can create value for
their shareholders by increasing sales.

5.4. Conclusion

This study concludes that a negative relationship exist between account receivable days,
.

t 1 1 assets indicating that as account receivable days, inventory
mventory days and return on ° ª

'

On total assets decreases and vice versa. On the contrary, accountdays increase, the return

.

f I showed a positive relationship indicating that aspayable days and natural loganthm O sa es

I I rithm of sales increase, the return on total assets willaccount payable days and natura oga

decrease and vice versa.

I
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This study also concludes that the management of working capital in the Nigerian Health carefirms plays an essential role in the day to day operation of the firm which leads to a success orfailure of a firm and an important aspect of corporate finance decisions; An optimal workingcapital management is expected to contribute positively to the creation of firm value. To reachoptimal Working capital management, firm managers should control and manage adequately eachcomponent of working capital accurately. Therefore, in order to meet the firm's objectives,which is to increase profits and create better investor value, adequate working capital should bemaintained and each of its different components should be effectively and efficiently managedand controlled

S,S Recommendations

Based on the result obtained in previous chapter, the following recommendations are made;
¡) Managers should create value for their shareholders by reducing the number of account

receivable days and inventory days to a reasonable minimum and that Inventory policies should
be reviewed in the light of changing economic factors such as demand and supply.

2) t h ld gl·ve credit to good customers taking into account their behavior over
Managemen s ou

time and cash discount could be given to encourage prompt payment.

3) ld d the borrowing level of the health care firms in order to
Management shou re uce

.

h all isk and cost of borrowing
unprove credit rating, reduce t e over r

should maintain relative high investment in
4) The managers of health care companies

t 'ts short term obligations as well as meeting all
Cllrrent assets so that the finn will be able to mee 1

.

d disrupt profitability.
Silles

order, maintain smooth production an

I

I
l

t.
¦

t
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5) The financial managers of health care firms should formulate policies for themanagement of cash in order to ensure continuous flow of cash and ability to meet short termability as they fall due and surplus fund should be invested in profitable venture.

S.6 Frontiers for further study

The following are areas where the researcher believes further studies should be carried out.
The number of dependent and independent variables not include in this researches should beincluded in further researches. Secondly, the sample size and the years should be increased andshould involve more other populations not sampled here in. and last but not the least, In-depthresearch on inventory management and firm performance, as well as comparison of eachcomponent of working capital between different sectors.

j
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APPENDIX I

SIN Name of the Companies
l. Afrik Pharmaceuticals Ple.

2.
Union Diagnostic & Clinical Services

3.
Ekocorp Pie.

4. Evans Medical Ple.

5. Fidson Healthcare Ple.

6. May & Baker Nigeria Ple.

7. Juli Ple.

8.
GlaxoSmithKline Nigeria Ple.

--

Neimeth International Pharm Ple.

9.

-

Nigerian-German Chemicals Ple.
10.

II. Pharma-Deko Ple.

)i
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APPENDIX2

COMPANY
ID YEAR ROA ARP APP CCC NLS

G!.AXOSMITHKllN
1 2020 o.os 79.3546 322.5216 165.1263 7.32822019 0.0543 120.3492 216.6724 41.3213 7.31712018 0.0782 113.4674 195.1323 41.6532 7.2652017 0.0443 154.1538 291.1233 31.6523 7.42312016 0.6532 136.4322 206.2174 183.7632 7.15792015 0.0342 74.3212 282.7642 75.4523 7,4852014 0,0983 59.5224 220.1129 20.52364 7.4842013 0.1583 50.4727 223.9924 56.6807 7.46512012 0.1914 50.4505 200,8272 40.123 7.33812011 0.482 339.6903 194.2024 281.9975 7.3321FIDSON PLC

2 2020 0.0653 54.4326 82.3214 227.4567 7.26182019 0.0254 84.8797 62.4351 174.0897 7.18822018 0.0823 85.7687 135.2464 55.2645 7.2041

e-
2017 0.0943 65.4232 192.3658 35,6748 7.14392016

·,

0.0238 155.4234 143.2351 164.2145 6.8839
I•

.,, ,

2015 0,0567 168.3213 65.7508 169,4762 6,9133
!- 1/·:·-)2014 0.0674 87.9783 89.4783 90.8435 6,89752013 0.0203 92.5372 149.4738 53.31769 6.966003 ,12012 0.0509 101.1252 84.3585 133.3637 6.8554552011 0.2366 67.7354 47.7951 125.2348 6.851469

PHARMA DEKO PLC 3 2020 -0.1602 16.7863 21.8234 151.0372 5.6635472019 -0,1234 88.6235 47.1623 128.4678 5,685362018 0.1142 60,3245 39,3243 170.7312 6.0102182017 0.013441 30.7344 102.1765 28.3478 6.2023192016 0.0915 239.4356 35.7633 169.3783 6.0394572015 0.2783 23,0783 66.8734 94.7863 6.1708382014 0.052891 24.02298891 143.6426 66.3656 6.45322013 0.091508 34.19022114 159.8932 11.30591 6.025432
2012 0.246792 31.33693925 228.5823 63.6212 6.015973
2011 0.387579 15.6285681 165.4615 78.02366 6.101017

-0.0523 109.0854 268.8974 228.7845 5.991677
EKOCORP PLC 4 2020

I
119.0845 171.5674 260.6544 6.0973452019 -0.0472

-0.0432 53.3456 97.6452 180.7645 6.168122018

320.5474 6.1718640.3465 75.57462017 -0.1523

195.8453 9.131088257.7854 39.56242016 0.0254
10.13704210.5673 40.7842 195.45892015 0,0345

74.13631 112.8328 9.11514
!

2014 0.053552 174.7944542I
I
;

I



r

2013 0.604351 142.1038891 71.98169 80.49808 9.0846542012 0.050213 95.81743336 93.25275 16.54883 9.0509052011 0.0742 190.7346 200.6473 169.4672 9.4512MAY AND BAKER PLC 5 2020 0.0869 53.4782 87.789 124.5784 6.9726752019 0.0948 72.7456 141.7645 70.8754 6.9074322018 0.1009 57.7843 98.4554 67.6742 6.9709342017 0.0791 28.8734 66.9483 58.7562 6.7315062016 0.4423 64,6234 116.3424 54.6345 6.9278512015 0.0172 79.6345 99.5634 81.4356 6.8790082014 0,012497 101.1199877 79.77871 1062.472 6.8462752013 -0.00139 83.22166576 112.2621 106,0873 6.8039762012 0,005517 91.71070517 97.95676 127.0105 6.7534642011 0.046498 59.60314054 108.8312 42.10868 6.684627NE/METH PLC
6 2020 0.042342 131.4356 189.5467 18.4567 6.8089782019 0,113276 139.7346 144.4373 294.0987 6.374989

·•Ai
2018 -0.06437 275.6345 236.0891 162.0089 6.3561542017 -0.17176 118.7456 169.9877 364.8794 6.1858262016 0,040654 147,8794 85,9804 211,7845 6.3014242015 0.14895 207.4783 133.8459 145.0983 6.1645692014 -0.08213 272.4256261 149.5865 367.3157 6.211762013 0.023325 257.1063445 110,6625 384.2781 6.3046032012 -0.05377 206.7812718 173.0685 358.435 6.3673942011 0.0432 123.4762 154.7482 352.7456 6.5443

UN/ONDAC PLC 7 2020 0.003974 21.3278 29.5367 23.8093 9.1530892019 0.20934 100.4871599 79.08375 24.51402 9.1300662018 0.030918 95.87190783 86.19367 13.34605 9.1313682017 0.077933 30.234 38.79046 23.555 9.1952482016 0.08853 215.821376 24.77348 197.2338 9.190186
-

2015 o.os 280.5129732 111.0103 170.2459 9.089152
2014 0.040097 285.7887445 22.60211 264.0805 8.999558

?

287,4384 71.48256 8.935794
i

2013 0.00746 353.9722644•

0.0534 322.4563 189.3467 74.4532 8.8643
•

2012

I
0.076 98.34567 265,6235 98.6732 8.898232011

MORISON INDUSTRIES

164.1059057 76.13614 221.1571 5.086242
PLC

8 2020 -0.2751

4.935064241.6675376 111.9081 167.56212019 -0.23292
28.56527 520.3559 5.1404772018 -0.03951 239.5650915

5.180037269.1265 269.57062017 0.333445 269,2968838
89.809 5.12149478.87454642 326.67332016 0.190326·.

···-
-



2013 0,0871

2015 -0.10906 52, 78274102 296,1023 80,4866 5,2632762014 ·0,19666 8,413221305 234,4207 49.3B78 5,337427
2012 0,010B26 B3.09487991 23,28775 162,1766 5.6094552011 0,130068 99,50192176 51.7731 354.1299 5.313447

108,6372 222.8473 9B.4378 5.6532

'
.

t



APPENDIX3

- -- -- -- -- (R)!:J / ¡_/ / ¡_/ 11.2Sta ti stics/Da'ta Analysis
Special Edftfon

Copyright 1985-2009 statacort.i u•
s1:a1:acorp
4905 LakewayDrive
college station, Texas 77645 USA
800-STATA-PC. tttt:n ! //www. 11 Li1l.!1. UIIIJ979-696-4600 s.:tatami?t:n.1·.n _ r-c,111979-696-4601 (fax)

Single-?!?ia?t??:b!??en;!sõ:?¡?;53
31 Dec 9999:

Licensed to: STATAForAll
STATA

Notes:
i. (/m# option or -set: memory-) so.ao MB allocated to data2. (Iv# option or -set maxvar-) 5000 maximum variablesedit

•(7 variables, 80 observations pasted into data editor)summarize roa arp app ccc nls, detail
ROA

Percentiles smallest1% -.2750965 -
. 27509655% -.165982 -
. 232924210% -.0955982 - .1966591 Obs 8025% .0116615 - .171764 Sum of Wgt. 80

50% .0505566
Mean -0695903Largest Std. oev . .157380875%

. 09455
• 442390% . 2416961 .482 Vari anee .024768795% .4149394

. 6043512 Skewness l. 29858399%
. 6532

. 6532 Kurt:osi s 6. 396862
Percentiles sr11al 1 est:

? --
= 8.413221. 6. 413221s,,: 22.2030S l.5. 628S710% 30.4842 16. 7863 obs 80

25% S9. S6277 21.. 3278 sum o-F Wgt. 80so,,: 97. l.0879
Mean 122. 79975% 166. 21.36 Largest Std. Dev. 8S .4906228S. 788690" 263. 5411. 322.4563 Vari anee 7308.6469S" 283. l.509 339.6903 skewness

• 93782 31
99% 353.9723 353.9723 Kurtosis 2. 976708

APP
Percent:i les smallest1% 21.8234 21.82345% 26. 66938 22, 6021110% 39. 05738 23. 28775 Obs

80
25% 74.85545 24.77348 sum or Wgt. 8050% l.12. 085.1

Mean 136. 045675" 194.6674 Largest Std. Dev. 81. 3l.S38291.J.23490" 267. 2605 296.1023 variance 6612 - l.91
95:< 289. 2809 322. 52:Z.6 Skewness99% 326.6733 326. 6733 Kurtosis • 5 5032692. 350095

CCC

ix Percentiles Smallest11. 30591 11-. 3059J..5% l.9. 49017 l.3. 34505'º" 26.43091 16. 54884 Obs25:t 57.71.845
80l.8. 4S67 Sum of Wot. 8050% 124. 9066

Mean 1.53. 9987,,. l.95. 6521. Largest Std, Dev, .148. 832690% 367. 3157
95% 336,6465 384. 2781 Variance z21s1.1399% 366. 0975 520. 3559 Skewness 3, 190934

106.2. 473 l.06Z. 473 Kurtosis 18. 7586



NLS
- p,ercent11 es Smallest

17' 4.935064 4.93S064
s" ?:!??!l? 5, 086242

BOS. l.21494 Obs
½= 6.166345 S, l.40477 sum of Wgt. 80
""' 6. 853462 Mean 6. 998156

g???g??? Std, Dev. l.. 262268"" 7. 3806
91"' 9.122603 9 .195248 vari anee l.. 59332••• 9.171638 9. 4512 Skewness -637496.... 10, l.3704 10. 13704 Kurtos1 s 2. 57264

sw11k roa arp a.pp ccc nls
Sha.pi ro-wi 1 k W test for normal data

variable Obs w V Prob>Z
roa 80 0.86858 9.021 4.819 O .00000arp 80 0.90334 6.634 4, l.46 0.00002??? 80 0.94439 3.81.-7 2.935 o. 0016780 0.72668 18. 760 6.424 º·ºººººnls 80 0.91730 5. 676 3.804 O .00007

pwcorr arp app CCC nl s, sig
arp app CCC nl s

1.0000

ar-p -O. 0082 l.. 00000. 942 3

app 0.0942 0.0509 1..00000.4061 0.6540
CCC -0.:t.582 0,3195 -0,l.849 1,00000,1611 0,0039 0,:1.006
nls 0.2:l.54 0.2274 -0.1340 -0.2231 1.0000o.osso 0.04.25 o.i::SGo o.0466

Xt.set
p!.?e?e??ri able:t1me variable:delta:

id (:i.t.rongl y balanced)ylé"ar, 20l.J. to 2020l. unit

reg roa arp app CCC nl s

Source

I
SS ,,, MS

Model 34.J.S31596 4 8.S382899Residual 45. 6215116 75 • 608286821
Total 79. 7746712 79 J.. 00980596

roa

I
Coef'. Std. Err. P>/ t Iarp .0001661 .0011394 0.15 o. 885:g? . 0039633 . OOJ.066 3. 72 º·ººº• 0015279 .0006358 2 ,40 O.Ol.9nls

• 2815914
, 049752 5.66 º·ººº_cons -z. 809092

• 3752214 -7 .49 º·ººº
Vif

Vari ab1 e

CCC
arpnls
app

Mean vrF

l.. 351..291.24
l..1J.
1.2s

1/vrF
?o. 7748120.803718
O. 899595

Number o-f obs
1"( 4, 75)Prob ? FR-squared
Adj R-squaredRoot: MSE

80
14 .04o·ºººº

0. 4281
O. 3976

. 77993
-? --

(? Conr. Inte?
-.002.1036 .0024358

• 0018397
. 0060868,0002614 .0027944-1824803
• 3807024-3.S:S6572 -2.061613

hett:est

Breusch-p??7"c?n;???;w????=??e test 'for heteroskedasti c:i tyVariables: fitted values of roa
Chi2(1) O.OzProb> chi2 - 0.8905


