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ABSTRACT

The study examine the im . -
listed headth care firms in Il\'-}?“t of working capital management on the financial performance of

b geria. The annual report of eight health ies listed in the
Nigeria stock exchange for the peri alth care companies listed in

; period of 2011-2020 i ~

research design was adopted for thi : were used for this study. Ex-post facto

f data analysis to test ?h for this study. Multiple regression analysis was used as a technique
s ot The shud e significant impact of working capital management on the financial
s ‘1’1 gai © study findings Teveal that account receivable period has no significant impact
on t le financia performancel 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 recommend
that health care firms should reduce the borrowing level of the firms in order to improve credit
rating, reduce the overall 1_‘ls'k and cost of borrowing and the financial managers of health care
firms should formulate policies for the management of cash in order to ensure continuous flow of

cash and ability to meet short term ability as they fall due and surplus fund should be invested in
profitable venture.




CHAPTER ONE

INTRODUCTION
1.1 Background to the study

f::z:v; ::::Tf C;‘f:t?:s:mZ:f:‘I;esﬂ:hi:r:ﬂ; important to survival of business organization.

: ave been many rescarch papers and articles
investigated the significance of working capital management with regard to its effect on the
financial performance of companies. Abdulazeez, Baba, Fatima and Abdurrahman(2018),
argued that the survival of manufacturing and product distribution companies depend largely on
their ability to effectively manage credit so as to continue to be liquid in order fo 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, Atif Khan 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 cxpense. Thus, working capital management has a
significant impact on firm performance (Le, Yu, 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,

and ultimately affect an organization's overall financial performance. Working Capital is the
perception within much organization's that you cannot effectively predict when cash will be
ursed, (Anton and Nucu 2021).

oollected or when it will need f0 be disb

e
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Another objective of i .
. .workmg capital management in addition to ensuring that company has
£nou VET if
5 ij! Lo 15 expenses and debr, are minimizing the cost of money spent on working
mizi :
p ng returns on investment. Efficient working capital management helps

intain smooth i i
main operation and can also help Improve the company's earnings and profitability
(Abubakar, Umaru and Olowe 2020).

Working capital management practices is ot only to immunize companies from financial

turmoil but can be manage strategically to improve competitive position 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 encounter 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 lock 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

advancing financial performance continues to steer debate among scholars and practitioners alike

(Kasozi, 2017). In reality, analyzing statistics (i.e., metrics) for individual components of

working capital often yield patterns of trends that enable managers to reasonably forecast sources

and uses of cash (Eya,2016).

The ltimate objective of any firm is to maximize profit but pr eserving liquidity of the firm is an

important objective too. The problem is that increasing profit at the cost of liquidity can bring

serious problem to the firm Therefore there must be tradeoff between these two objectives of the

because both have their importance. If we do

firm. One objective should not be the cost of other

N
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¢ about ;
not cta: 5 profit, we can survive for a longer period. On the other hand if we do not care
about hquidity we may face the problem of insolvency or bankruptcy eman and Nasr. 2007)
workin i . (Rah . 2007).
Thus, g capital management is a very important component of corporate finance because

it directly affects the liquidity and profitability of the company. It deals with current assets and

current liabilities. With an efficient working capital management, firms could lower their

iance on ;
relianc external financing and used released cash for additional investment and for

enhancing the firm’s financial flexibility (De Almeida, Ribeiro, and Eid Jr. 201 4).

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
firm may incur shortages and its operations will be affected (Horne and Wachowiz, 2005). The
firm is expected to pay off its current liabilities as and when they fall due. Efficient working
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).

Financial performance is a determinant of an organization's income, profits, increase in value as
evidenced by the appreciation in the entity’s worthiness (Asimakopoulos, 2009). The Measures

of financial performance fall into investor returns and accounting returns. The basic idea of

investor returns is that, the return should be measured

share price and dividend yicld. Accounting returns foc | v :
which can be measured using different accounting ratios (Alan,

from the perspective of shareholders e.g.

us on how firm eamings respond to

different managerial policies, ‘
2008). Financial ratios that are usually used as measures of financial performance are further
: 8 d categories that will provide a review of the overall financial position of a

cate

d. i i . .
ivided into three broa . aroR categories include; ratios that indicate the structural

o e ability of a company, and ratios that have

ratios that indicate the profit:

fe 7 himaconos: arket perspective. Financial performance was

i i m a m
an impact on the vatuation of companies fro




measured differently by different

Ies
carchiers, but the most argued measures that provide an

: tstanding of the financia] performance of a company are the
Liquidity and Efficiency (Radut, 2008).

following ratios: Profitability,

Statement of the Research Problem

It has been noted that health facilities generally experience poor financial performance. Most
health facilities perform below expectation and fail within two years after starting, this business
failures has been blamed on the inability of the financial manager to plan and control the
working capital of their respective firms. These reported inadequacies among financial managers
is still evident today in in Nigeria in the form 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 firm. 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
infernational studies include but are not limited to the rescarch 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 ?v.urking 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
ancia

Conversion Cycle has a strong positive significant impact on ftancial perlimmence ol gua 4
ion Cyc

selected firms in Nigeria. De
quoted selected firms in Ni

financial performance of quote

bt Equity ratio has no significant impact on financial performance of

2. Inventory Conversion Period has no significant impact on
geria.

d selected fitms in Nigeria.




performance of Small Enterprises i,

Ki ; ;
enya and their findings shows that longer accounts

the profitability of business. On the other hand, longer

inventory management i .
Ty 2 Periods have negative effoct on profitability of SMESs and Longer
accounts

payable period has positive effect on

receivable d; :
ays have negative effects on profitability of SMEs. Yahaya (2016) study

e impact of worki i
th i p: . Ing capital management on the financial performance of pharmaceutical firms
in Nigeria.

i sludiciowers 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, Awunye-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 prefitability and accounts receivable days. However,
the firms” cash conversion cycle, current asset ratio, size, and current asset turnover siguificantly
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

1. To what extent does Cash conversion cycle (CCC) affect the financial performance of listed

health care firms in Nigeria?

2. What is the effect of Account receivable collection (ARP) period on the financial performance

of listed health care firms in Nigeria?

3. Does A ts Payable period affect the financial performance (APP) of listed health care
+ Uoes Accoun

firms in Nigeria?

1.4 Objectives of the Study




The main objective of the ;
- study is to determine whether working capital s goment Ailois
inancial periormance i

P of listed healih care firms in Nigeria, The specific objectives are:

1. To evaluate the i
‘ effect of cash conversion cycle (CCC) on the financial performance of
listed health care firms in Nigeria.

To evaluate th i
e jeffcct of account receivables collection period (ARC) on the financial
performance of listed health care firms jn Nigeria

To determi
ine the effect of account payables payment period (APP) on the financial
performance of listed health care fitms in Nigeria.

15 Hypotheses of the study

In line with the objectives of the study the following hypothesis are stated in null form

Hol: Cash conversion cycle (CCC) has no significant effect on the financial performance of

listed health care firms in Nigeria.

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

performance of listed health care firms in Nigeria.

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

health care firms in Nigeria

17 Significance of the Study

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

i i i ted to contribute to better understand the
the companies’ working capital components. It is expec

g strategies on the management of

pecially in the emerging markets, li

1y ; working capital and their impact on
policies of formulatin ;
ke Information Technology market
financial performance es
in Nigeria,

The study will also go a long

managements of the relevant

way in guiding the existing investors in the industcy, creditors, and
companies competitors, CUStOMEIS, financial analyst and
i}
gove; t on the financial strength and weakness of the comparuies operating in the industry,
riment on the fin:

1 work. 1t is hope that both existing and prospective investors

hence the rationale for this researc




will find the study useful as it wyjy serve ag 5
of stewardship of management for g resourc

The study will also help students and resea.

isci wehers in their quest for knowledge in the area of
accounting discipline,

1.8  Scope of the Study

o oouses onthe impact of working capital management on the financial performance of

fificg health carc 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 cconomic activiies.




CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

This chapter elaborates o tie

mitare ‘and scope of working capi
financial perfo ce. Wiich ng capital management and firm

ital M ‘fz’ﬁiude*' definitions of Working Capital, concept of Working
Capital Management, witat prewions ressarchers have done
3

) the result derived and the existing
theories developed by theu,

2.2 Concept of Working Ciapilsl

Working capital is: one of the eomegpts with lacks a clear cut or universally accepted definition.
There are as many defmideons of 3

t woncept as those that attempt to define it

Working capital is the differemse between shori-term assets and short-term liabilities, and the

essence is to have the requir sih mestiad for day to day operations, It, therefore, means that if
the short-term: goal is not acitizesd fhon, the long-term goals will be a mirage (Olaoye, Adekanbi
and Oluwadare, 2019),. Wrkimg capil us the time taken by a company to convert its investment
in inventory into casiy fiowe. The longer the time the larger the investment in working capital.
Account receivable, imventomy, mooount payables are also the component of working capital

Poudel and Maharjan (Z0Z0)
Working capital refers te furds f© he iimvested in the business for a short period, generally one

year, It is a measure of @ company's afficiency and short term financial health. It shows whether

par i short-term debt. It is required to meet day to day

a company has short-term Sse

e s and for figfime stodles of Taw materials, spare parts, consumables, work in
imdim, 1t is vital to the operating cycle of a firm (Rawat &

progress, finished goods, and! &1 ‘ -
L s liquidity, operational efficiency and its

Dave, 2017), Working capital i, ey of @ compan, 4 : : ;

short-term financial healths. 5o computy s substantial positive working capital, then it should
~termy financial DRl UL 4= .

1if @ compaIy’s Curr

aying back creditors, or even go bankrupt.

- ; xceed its current
il ial to imsest il L ent assets 40 not e
Llf.ﬂlfﬂi!,‘ -m‘:)wing or pi

linbilities, then it may have
’ - il moteic which represe!

nts operating liquidity available
Waorking capital is also see aup £




i
4
!

1. & DuSIness, organization, or Al
Other entity, including governmenta] o fitics. (Abubakar
af:2020). ntities (Abul . ef

Jakpar; Tinggl, Johari and Siang TK 20
17), working capita] il .
transform its expenditure on the Purchase of ; e e s

; aw material to cash collectable from the sales of its
finished goods. Mohanty (2013) opined that working capital is

for the working of the flow of ready funds necessary

ik It comprises of funds invested in
whi i )
ch in the ordinary course of business can be turned into cash within a short

a concern of day to day business operations,
current assets,
period without undergoing diminishing in value and without disruption of the organization.
Warking capilal and the 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 liquidity should not override the ultimate goal of a business
undertaking 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 deseribed 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 Homne and Wachowicz, Jr. (2008},

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

: i —_, .
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 within an

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

receivables or book debt, stock (inventory) and bills receivables (Madugba and Ogbonnaya.
2016).

0 er opines that investm nt i just be made adequate to
Pandy (20 i i t in current assets should jus
(2005) further opines that investme

meet the needs of the firm instead of
assets impairs the firm’s profitability

inadequate amount of working capital can i

excessive, stating that excessive investment in current
£

as idle investment carns nothing. He also stated that

reaten solvency of the firm because of its inability to
Anao (1996), further argue that

Mmeets § ligation as they fall due. Osaze (1996) and (1996) e

: s its current obliga! e o form of current asset is also known as circulatory asset

vestment in gross working ©

|
&
.
o s A A s sl b2 S




—

ause they change form f;

bec Tom one state tg another: inventory to trade g btors (when goods |
ebtors (when g are '

les (when bills are used to settlement); and from

fe settled upon maturity), The Gross Concept of

ot and Hicks (1972), and Jack (1972), to comprise

This is because according to them, working capital or

frastn. i s zation funds that is devoted to recurrent use; therefore
they contend that working capital shoylq consist of both current asset and current Habilitics. The
financial

sold on credit); from debtors o bills receivap

working capital is further expandeq by Buttch
of both current asset and current liabilitjeg

circulating capital is that portion of organi
analyst basi 5 :

. yst basically deals with 8ross working capital 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, es 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,et

L al2016),

There are two types of working capital used by corporate organizations. Permanent and

fluctuating/temporary Working Capital:

i
¢

Permanent working capital is the minimum level of current assets. Van Horne and Wachowicz

i b2

(2008), further explain that permanent working capital is the amount of current asset required by
afi ’t its long-term minimum needs; Permanent working capital is similar to the firm’s i
irm to meet its long-

rst, the Money investment is long term, despite the
3

fixe i important respects. Fi s :
\ | e financed are called “current.” Second, for a growing

e i

Seemi . e assets being i
eeming contradiction that th peeded will increase over time in the same way that

firm, the level of permanent working capital
| 2 firm’s fixed assets will need to increase

| . espect
{ : ; ery important T ) :
| ifferent from fixed assets in one v Ty partiGU1 ar cucrent assets staying permanently in

ist of
l Permanent working capital does not consist

ver time. HOWever, permanent working capital is

B

_ it is constantly changing. Thus

i e



—

lace, but is a permanent Joy, i
place, ; el of nvestment in current 2 e |
Pt i e ssets, whose individual items are i

While fluctuating or tempor: ; K
B oo ;’ "’l‘ry working capital ig the extra working capital needed to support the ‘
¢l and sa

e of the firm. For example, extra inventory of finished goods will

nvestment in debtors. If there is decrease

B o factiiton \ Work-in-progress and finished goods will also fall, Both are
necessary cilitate production and sales through the operating cycle. It also aid to the !

have to be maintained to support increase in sales and i

in sales, investment in raw materials,

ment of i i ; |
management of efficient working capital. The explanation of permanent and fluctuating working
capital can be best understood using a diagram as represented clearly below

J:"" Temporary

‘Waorking capital

.
A

Permanent
Amount

‘Working capital

Time &ﬂi
Source: Van Horne and Wackowicz (2008: p210) i

Working Capital Cyele and Its Measurements

Working Capital Cycle refers to the sonversion of one component to another, starting from cash

| and back to cash and it continues. According to

4

. g t
Akinsulire (2005), “Working Capital Cycle or *%
uire inventory of raw materials, convert them ‘
4

; imei to ac
Operating cycle, is the length of time it takes q

in to finished products, sell them and collect cash

; thu
taken to convert inventory procured it al
dopted by the firi-

pe of Working Capital policy a

from sales”. It also refers to the total time

s indicating the financial implication of the N
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Fig 2.2 Working Capital Cycle / Operating Cixls

Cash

5
Progres . ¥
S i

B
\ PFinishe /
d

Goods

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.

Fig2.3 Operating and Cash cycle

1(ICP) S  AR(DCP)
- Al e
~ [
OPERATING CYCLE
AP (CPP) e
OP = ICP +DCP
P €C = (ICP + DCP) — CPP e
M

Source: Van Horne (2005:p143) _ : i
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! Dmrminant of Working

According to Pandey (2008)

identified the f ;
management; Ollowing as determinant of working capital

¢ first determinant of : 5
Th. w workm‘g capital management is the nature of busincss, The working g
capita rm are basically influenced by the nature of its business. Trading and ‘

ﬁnaml:ml ﬁm‘ls general?y have a low investment in fixed assets, but require a large investment in |
w.orklng WSy Sllze of business also has an important impact on its working capital needs. {
Size may be measured in terms of the scale of operations. 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 eycle 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
aceumulation of work-in-process and will eshance the requirement of working capital. The

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

The credit granted to a customer depends on the credit policy of the industry in which the firm

belongs. Firms should use discretion in psiozens ‘
nt customers while a liberal credit policy without rating

granting credit terms to its customers which means

different terms will be given to differe:

the credit-worthiness of customers, Will b e
o suppliers: Credit from supplier is used to finance the

¢ dangerous 0 the firm and will create the problem of

collection, Lastly, Availability of credit t Be = \
e .)’, il cash conversion cycle. If the supplier’s credit is not available,
N nks, the cost should be reasonable and the firm will be

the firm will have to borrow funds from ba i
) . 4
able to finance its inventories and debtors without muc

eans optimum utilization of resources. The firm can

Operati .oy Operating efficiency ™ o : i

A ing cfficiency: OP o capital by officiently controlling it operating costs. With
nimize its need for wor ety d and the pace of cash cycle

Mereased friciency the use of working capital is Improvec ; 4
teased operating efficie R T




is accelerated. Better utilizatio, i
4 . : of resourges Mmproves profitapi; in el
pressure on working capital, M

ts need improve investment, However, firms

! | ’ ducts upy
capital problem in periods of rising levels, The effect

differently by different firms duye to vatiations in ind
companies may not be affected by the rising prices, whe

Concept of Working Capital Management

which can immediate| revise ic i €
hich ly 18¢ prices of their pro Wwards may not face a s i
a severe working

$ of increasing price level may be felt
ividual prices, It is possible that some

reas others may be badly hit by it.

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 al.2020).

Management of working capital includes inventory management as well as management of

accounts receivables and accounts payables. The objectives of working capital management, in

addition to ensuring that the company has enough cas
Minimizing the cost of money spent on working capital, an' .
investments, Efficient working capital management helps‘rflamialn ¢ e
2150 help to improve the company's earnings and profitability. M-anagem = can
d management of accounts receiv -

;tal management include maintaining the working capital

h to cover its expenses and debt, are
d maximizing the return on asset

smooth operations and can

ables and accounts payables.
inclydes inventory management an
g e or e tion, minimizing the cost of capital spent on the
; ipei ered operation, g ;
operatmg cycle and ensuring its ord - asset investments. Working capital

; ; i mizi e retu - .
workmg capital, and maximizing th } with a focus on the maintenance of a sufficient

; ing strateg 5 : ;
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. agement System helps bys;
manage! ' nesses not only coyer their finangjy bligati
L. (Abubakar, o al.2020)_ obligations but also boost

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, reccivables, 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
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 fulfillment of twin objectives of liquidity and

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

Management of working capital is one of the most challenging issues for financial managers as

the suce dibvivisciof te management of the financial ratios affects the company either
ess or otherwi

Positively or negatively. The consequences of inefféetive wmnsgemantof working sepiil sy
o ;

s ,2016).
inability of the company to meet its financial obligations (Eya 6)

i i i imple and easy task. So,
202 ki Ci tal management is not a simple
deL etal. ( 0: 0): ﬂl"gllcd that Working cap!

Watagers must make sure that business operation is bot.hb
3 chance of 5 mismatch in cutrent asses and current I::n
affect the growth and proﬁtabi[ity of the bflsineS:‘: t:: 1 .
eounting strategy focusing on maintaining €f1c

efficient as well as profitable. There is
ility during this process, which could
capital management is a managerial

evels of both components of working

o e

i

S—




capital (that 15, current assets and gurrep;
management ensures that a cq

fixed assets. A company may not utilize jts fixed assets such as plant and machinery if it does not
have sufficient stocks of raw material, If a figm has no cash in hand, it cannet pay for different
expenses it incurs. Working capital in simple terms is the excess of current assets over the
current fiabilities (Kamau, ef al. 2014),

Approaches to Working Capital Management

This section examines the approaches and models relating to working capital management and
firm performance (Banos-Caballero, ef 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 firm 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 fradable 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

; : : o
Pmﬂtability resulting in a lower risk. This type of policy will also increase the company’s ne

Working capital situation.
in thi finances all of
Th i h: in this approach, the company
¢ second g h is the Aggressive Approach;
pproach 1§

| i jts permanen
its fixed aggets with long term capital but part of i p :
2000), Under this policy,
relatively small portion of its total

t current assets with short-term
the firm finances a part of its
Stedit (Van Horne and Wachowicz,

ing and holds
Permanent cyrrent assets with short term finaneing




et i form Of current .
ol g 5 The implication of e 4o,
pighes profissbility resulting in a highe, i a8gressive approach is that it yields

3 and lo : ]
pefiasive Approach: Wer working capital, The last approach is fhe

Defemsive spproach helps 1 minimize the risk that the

fi
5 The y
obligalons. Srm could attempt to match exactl:

mn will be unable to pay off its matured
the maturity structure of its assefs and

balance. ‘lt & neither aggressive nor conservative but it falls in between the two policies
representing moderate situations, The optimal level of working capital is reached when the
degree of returns expected maximizes the shareholders wealth and it must be pointed out that
there is no best working capital theory or policy to suit every organization at all times.

23 The Concept of Financial Performance

Financial performence measurement has been discussed as a key priority in all economic
decision making relating to public and private companies to identify the difficult locations and
areas, (Chashmi, er al. 2016).Financial performance measurement is based on many decisions
such as exeoutive compensation, stock prices, stock risk, decisions related to investment, and
many other cases. One of the main tasks of the managers is decision making, they should decide
% plan, organizing and run. These decisions should be based on performance criteria and
indicators in accordance with the organization’s operations, (Azarbaijani,er al.2011, Chashmi, ef

2016} In any organization and business unit, there are collections of activities and factors that

this collection should be evaluated for
have a strong impact on the performance of the firm. So

; iti 1d, the only requirement for survival
I performance of the firm. In today’s competitive worl
ad participating in activities especially economic activity is accuracy and having efficiency.
ipating in actr : v .
This wily & nieved unless with the planning, monitoring and ongoing evaluation of
not be achieved un

i in thi hat the capabilities an
Vities, because in this process [ = e 2
before the occurrence

ld be asked whether there
Performance and corporate success O failure,
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ings. Hence, it is a wy '
ﬂm‘”“ ’ Y 10 evaluate the division’s profitability, perfor d
offectiveness. ROA, is generally seen a8 a stable fina; , performance, an

neial performance ratj i i
indicates that a firm generate more Profitability atio. An increasing ROA

profitability (Castenble, 1997), 1t js calculated ag

ROA = Profit after tax
Total Assets

Return on Investment (ROD): 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 long
term invested capital (inputs). Consequently, it shows the effectiveness of management in terms
of utilizing firm’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

Retuen on Equity (ROE): Return on equity ratio shows the effectiveness of management to create
&tra earnings for shareholders (Tezel and Mcmanus, 2003, p. 67). In other words, ROE
; fit it
measures profitability of a fitm by exposing how much profit it gen
sharsholders have invested. ROE is often used by traders to detect the firms that have faster

; : d as:
Erowth of total shareholder equity. ROE 1s oplentaona

erates with the money

ROE= Net income

Total Equity
ial performance because
measute of financial p
The study wi asset (ROA) 8s 3
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Tum o agget shows efficient a COMP
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nce

i en by credit cust ;
time taken by Omers to settle their aceounts. It was observed that credit customers who

pay late or do 1ot pay at all only aggravate the problem, Thus, it is fisiportant forthie financial
manager or account receivables manager to establish a good policy that controls the advantages
of offering credit with the associated costs, The firm should establish its receivables policies

after carefully considering both the benefits and costs of different policies (Mansoor et af, 2012,
Akomeah et 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 af, 2019). Studies like (Dong e al, 2010) reported an inverse relationship
between account receivables days and profitability.

According to Emekekwue (1990), “Accounts receivable is an aggregate of all the deht.s owed m, a
fim at 3 particular point in time. It represents the amount the firm e:q;ects }[L;)hrec:we f:O.m:
debtors in payment of goods and services delivered or rendered b);;}le ;hrm onzret;: :n ul:t b:
Tesponsibility of the financial manager to make decisions as regarding the policy

f possible default.
adopted in extending credit facilities ©© customers because of the probicaselpossibie

i ce
%32 Account Payable and Financial Performar
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pould try prolonging the time of Payment as opg '

heir suppliers financing their investmentg until pagyn: e R e
prDl onging the time for Payment is thay the producin: ::has b?en e M
o convert their purC?laSCd Taw materia] jntq products th:rp::r:es, s i
(Manessef a/,2005) in (Akomeahes al, 2019). The acopunt pai:::jdp:z:dgz C:z::xl:t:ln:n
multiplied by 365 days (Nasr, et 21.2007). p g

need some time

dividing account payables by net purchaseg

B ot oo et e il

e elationship intact. 1t is computed as average
accounts payable divided by cost of sales multiplicd by 365 days. The expected relationship is
that accounts payable days should have 2 positive relationship with the firm’s profitability. This
is because an increase in accounts payable days tends to afford firms more days to reinvest
(Olaoyeet al, 2019). Empirically, (Karadumann et af, 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 forms 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.
Fach industry has a certain trade cycle, and businesses must ensure to keep its trade payable

oycle in order with the industry. Also, if a business has a shorted trade payable cycle, it will have

to keep more cash in hand, resulting in longer trade cash conversion cycles and more interest
]

costs. A more extended trade payable period will result in business making P'd.yments to. its
vendors after long periods. However, if the business Cﬁlil keep a short trat:e‘ rec_e“;able B ex:; 4
then such a scenario improves the business cash conversion rj'yclc and res: (;11115g u;é ess wor :;g
%apital requirement, which will ultimately boost profits (Pais & Gama, ). Mareover, the
s equally referring as most 0 ! '

d the working capital management efficiency
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i time b;
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of an; business i ic e 0] ac!
y it hich enable th Smo: running of day {13 d'r’ly fviti
Oorganization w] t vities of the

siness. Each compon i
b & ponent plays a very crucial and have their own impact for th ful
sustaining role for the smooth running of the business, S

t payable i
Account pay 15 another component of working capital which in turn influences

performance. Raham and Nasr (2007) st firm

ates that del ayig payment

ites t del of accounts [deables to
liers allow firms to access the qlla[lty (1) ll(bl&ght roducts and can be Inexpensive and
supp. P

flexible smlxrce of financing. However, delaying of account payables can be expensive if 2 firm is
offered a dlsc-ount 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 61days and 54% of the firm offered a discount that was on
average 4%.

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
opportunity cost associated with any possible deterioration in credit reputation and possible

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

2.3.3 Cash Conversion Cycle and Financial Performance

Cash is a major component of current asset and cash involves and all other liquid securities

which can be converted into cash easily. Effective Cash Management §0cs & long way in

keeping the working capital cycle in order and also enhance the business to manage its

operating cycle Also, business efficiency i8 determined base by the free flow of cash to the

effective utilization of such cash ensures
fit and how the firm generate the cash- A

: cash
business to garner trade discounts and boost th

conversion cycle, which is a major

i Shah, 2017).
Sommitment to describe the working capital cycle of a0y business (Altaf & Sha !




he ¢ h conversi i i ma
as! ersion cycle is used in measuring cagh nagement, and it repr
interaction between the components of working capital and the flow 0:03 h : “
. ing ital 1l within I
Vang, 2002, Akomeah et i, 2019), 1 N €15 g
). hus, Cash Conversion Cycle is the duration of tim

cash is tied up ?n accounts receivables and inventory, In fact, the Cash Conversion Cycle (CCC
is concerned wnl.x the amount of time a firm’s resources are tied up. It was :u::ntha:«:hz (lon ei
the cash conversion cycle, the greater the amount of investment required in working capital 'fhe
length of the cash conversion cycle depends on the length of: the inventory convisioi pr:rioﬂ;

the trade receivables collection period; and the trade payables deferral period (Uyar, 2009,
Akomeah et al, 2019). The length of the cash conversion eycle (CCC) is given by:

©CC = 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 Teceivable days plus inventory days less accounts payable days (Olaoyeet af, 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 expresses the time that company takes for

converting its investment in inventory and other resources into cash flow from sales or it can also

be defined as how much time the company need to collect it receivable, sell its inventory and pay

its bill without any penalties. In layman’s term, it refers to the sum of days’ inventory
outstanding and days sales outstandipg minus days’ payables outstanding. The cash conversion

ding is greater than sum of day’s inventory
cyele can be negative when days’ payable outstancing

outstanding and days’ sales outstanding.

Veinor 7003: Rali and Nasr (2007), adopted cash conversion cycle as a competitive
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ll\doussa't (2018) examines the impact of working capital management on the performance of 68
industrial firms from Egypt for the period of 2000-2010 and documents a positive relationship
between working capital management (measurcd by the cash conversion cycle) and firm
profitability. The author points out that stock markets in less developed economies do not realize
the optimum efficiency of their Working Capital Management.

Abuzayed (2011} working capital management and firms’ performance 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

firms 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

profitability, using a sample of 8,872 small and medium size Buropean companies. They found
s

that reducing inventory and average collection periods affect positively the firm value, as

firm’s profitability.

reducing the cash conversion cycle improves the
the more recent study of Deloof (2003) have

Shin and Soenen (1998) and

t relationship between the . .
ir findings suggest that managers Ccan INGrease profitability by
eir

The pioneer work of ) :
measures of working capital management and
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expectations, the study found that there is a very

in ] i
pong and Su (2010) exami ceonomic conditions and changes in working capital.
ned the effect of the conversion cycle components on firms'

fitability. Using dat i
:;:at:\wecn ﬁ:ms' rogft E::]'fr om \’rletnam stock Market, they find a strong negative relationship
s ;) AL lfy and its ability to reduce the cash conversion cycle length. They also
postulate that firms can increase the shareholders wealth by keeping the level of its working

capital at the optimal level. Using a sample of 88 firms listed on New York Stock Exchange Gill
(2010) investigate the relationship between the level of a firms' working capital and its

small relationship between changes

profitability. They find a significant relationship between the cash conversion cycle and firms'
profitability. They postulate that a firm profitability is increased the shorter the accounts
receivable collection period.

In & research carried out by Alipour (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.s0 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 that 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. In general, out of 262 )
n and Pearson’s correlation was used to test the

g 3. Then multiple regressio .
p company for 10 he hypothesis indicate that there is a negative

hypothesis. The results of the statistical test of

signi i 11 number of day’s a¢€0 ; o
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P_mﬁmbility of the companies ang the mans
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BOIS can create value for shareholders by means of

decreasing receivable accounts angd inventory,

ignificant diffe ; "
found sig Tent among their working capital requirements and financing policies

different industri .
o ries. Moreover, regression result found a negative relationship between the

pmﬁtability of firms and degree of aggressiveness of working capital investment and financing
policies. They suggested that managers could crease value if they adopt a conservative approach
towards working capital investment and working capital financing life. Singh and Pandey (2008)
had an attempt to study the working capital components and the impact of working capital
management on profitability of Hindalco Industries Limited for period from 1990 to 2007.
Resulis of the study showed that current ratio, liquid ratio, 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 b ,
¢s listed in the Colombo Stock Exchange (CSE) in

ctween working capital management and company

profitability of the manufacturing compani

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

efficiently. Secondary data relating to fifteen companics from 2001 to 2005 is consideted farhe
analysis, Pearson's correlation analysis and
Numbe

regression analysis are used for the data analysis.
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Deloof (2003), in turn, carried out research on the relationship between working capital
management and the performance of Belgian companies. This author used a sample of 1009 non-
financial Belgian companies for the period from 1992 to 1996, He came across a significantly
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 131 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

create value for shareholders by handling correctly the cash conversion cycle and keeping each

different component to an optimusm level. . -
In Nigeria, Uremadu (2004), find out that the building mmaterials firms have a preblem in
a Javel of stocks. He therefore made mention that stocks level should be
eve ¥

maintaini i : i
ntaining optimum all and the penalties for a business lying divergence

optimal, that is neither too 1arge nor too Sy
from optimum is either @Ver stocking with m.
Vilnerable to firms liquidity position- Eghi
m theories, congepts &
al reduce the financid

eans idle funds not in use or under stocking with is
de and Bnyi (2008), views working capital and
nd empirical studies, they find out that excessive
financial performance fro | value of many building materials firms in
investment in working capit

Nigeria,




Van Horne and Wachowicz (2004 poiited o

have a negative effect of B

may i of a firm’s profitability, whereas a low level

jead to lowers of liquidity and stock-outs, resulti o
s in

operations. Narasimhan and Murty (2001) stress on i

- Bl employed (ROCE) & . e need for many industries to improve their
) by focusing on some critical areas such as cost containment,

reducing investment

ut that excessive level of current assets

g in difficulties in maintaining smooth

n working capital and i : ,
1n order to discover the relatifnslip h::fe:::pr:; l.ng workmlg capitz.d sepciensy,
profitability Shin & Soenen, (1998) used m_:adl:leml e ?md ﬁnfl’s
management, Net trade cycle is basically equal to?: gl alme“““’* e
e cash conversion eycle 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. In other word, Shin
& Soenen (1998) suggest that one possible way the firm to create shareholder value is by

reducing firm’s net trade cycle.

The study of Shin & Soenen (1998) is consstent i later udy on tie same OLIRCHYS A

done by Deloof (2003) by using sample of 1009 large Belgian non-financial firms for the period

¢ 1992.1996. Howeer, Deloof (2003) used trade ered pilisy . S EE P R

measured by number of days accounts receivable, accounts payable and inventorics, st
conversion cycle as @ comprehensive measure of working capital management. He founds a
¥ ss operating income and the number of day accounts

Significant negative relation between gro )
teceivable. inventories and accounts payable. Thus, he suggests {hat managers can create value
e, Inve 4 i i 1
for thei ;‘ holders by reducing the number of days accounts receivable and inventories to a
eir shareholders H i i
0 50 suggests that 1658 profitable firms wait longer to pay their bills. In
teasonable minimum. He also SUE os: (1995) and Wald (1999), suggested that size was

; an and Zingal
order to validate the results Rajan &t & o from developed countries with Germany as an

d
osiively correlated with debt based o7 the

Exception.




; anagement, whe,
ssiveness of workin, i i
e & capital management, The results

relationship between the CCC ang profitability, indi
! ility, indicating that mo i i i
management is associated with higher profitability e st

a shorter CCC represents the

indicated a significant negative

er study of relati i ;
Anoth 4 Y : lorfshlp between the aggressive/conservative working capital policies and
profitability as well as risk of firms for 208 public limited companies listed at Karachi Stock

Exchange for the period of 1998-2005.

From the above studies we can deduced that 70% of the researchers found a negative relationship
petween working capital and financial performance.

2.5 Theoretical Framework

Theoretically, this study is underpinaed by trade off theory of liquidity, pecking order theory
of liquidity and the clack theory of profitability.

251 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 cconomy and significant
diffetences were identified to indicate the causes of profit. This method was adopted by
Schumpeter and Knight. The profit-less economy is referred to as “static state’, in which all

factors are constant and Tot subject to change, the market is assumed to be perfect; hence the

absence of monopoly and entreprencurial efforts are rewarded according to management wage
levels, There is petfect mobility and flow of al

short all impediments to perfect competition ar®

| economic units in 8 frictionless environment; in

dissolved.

but does sO in a changeless manner” (Siddiqi, 1971). Any change in
ut doe:

e Ives m but the economy will adjust and settle at new

; or in the syste : 541y 3
these factors will produce 2 trem i agital will result in corresponding fluctuations in
popy ation

equilibriums. So changes in b these changes and then settle back to a static

ill abso!
Wages and interest rates, the economy will a duction will affect output and prices; adoption of
M . f produt
State. Simil hanges In techniques © o equilibrium, but once these
th e ther producers will cause & shift in the ed
¢ same techniques by ©
o will resume.

The ability of the economy to endure such
Become ubiquitous the equilibriv il




shanges is due to the competitive equilibrium ¢
~ight, has the “tendency to elim;

Kms:ty E Hinate profit or loss and bring the value of L
uai i econormc goods to

etﬁr B 1l v '8, 1921). Real econormies a5 noted by Clark will, however, not

t instaj ) :
b ntaneously as thege will necessarily be a ti io ;
frictional delay that the entrepreney, seeks ime lag. It is into this

; ;

returns and consumes his profit, Prof sttt et
« Profit is hence a transiti

onal phenomenon:

increments of wages and interest” (Siddiqi

ynamiy
¢ of the free market. Competition, remarks

“untransformed

trepreneur a dynami 1971), its temporary nature demands from the
entrep! ynamic endeavor to seek out or generate opportunitics on which he can

capitalize. This process is summed up in Clark’s statement thiat “dynamic forces, then, Acoount
today for the existence of an income that static forces will begin to dispose of tomerrow” .(
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 compstitors 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.

252 Schumpeter Theory of Profitability

Following on the method of Clark, Schumpeter developed the ‘circular flow model’ in which a
profit-less economy is described where perfect competition extinguishes surpluses of monopoly
and friction, The analyses of the ‘ciroular flow’ economy differ in detail from the ‘static state’
model of Clark. So departures betweeth an ide

i . Schumpeter. howevel
e o ovation as paramount, SO that changes based upon

ally competitive environment and actual economies

r, is far more selective in his approach than Clark.
5 i inny

Schumpeter identifies the single not1on ot

ges in population and capital would easily be

: an,
innovation are the cause of profit. GF adual ¢b

anlicipated by the market an
8085 on to describe five areas i

Inovations in commodities, €1

esent 10 oppol’mﬂ'lt)‘ for the entrepreneur. Schumpeter
T e
A HeienE will lead to profit generation (Siddigi, 1971):

5 : jon
jch innovatio! ; .
n wh o new products or improving old ones,

her by introduct®




jupovations in production techniques .+
terials, Changes in i A1, Finding new and ferte :
and raw materials, Changes in industriq) St markets, Locating new resources
ation,

he entrepreneur is for Schumpeter an innovator, wh,
» Who b

tom the competition, Y Virtue of his innovation is able to break

acquire a transito ;
Ty monopoly in which he can accrue profits until his

but, before th :
fields. Schumpeter did not see th ey do 50, he is able to move on to further innovation in ew
e the entrepreneur’s reward as a surplus value but rather as a

competitors catch up,

tional reward linked to his i : e
i i to his innovative ability (Siddiqi, 1971). The impact of innovation was
huge, ) ] ' gales of creative destruction as innovations caused. old inventories, ideas,
echnologies, skills, and equipment to become obsolete, Schumpeter saw the model of perfect

competition in which different companies sold similar goods at similar prices produced through
similar techniques as immaterial to progress.
253 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
markets are assumed to be fully informed about the prospects of the firm.

The 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
costs to raise funds and do not need to liquidate assets

two folds: one, the firms save transaction

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

not available or are extremely expensive.

d with free-cash flow. He suggest that free-

investment if other sources of funding are
s associate

Jensen (1986) presents agency problem: ; ‘
cash flow problem can be somehow controlled by increasing the stake of managers in the
5 structure, thereby reducing the amount of ‘free’ cash

busi : ing debt in the capital ! ;
ness or by increasing o use of trade off model cannot be ignored, as it

flow available to managers. As theor)s th

explaing that, firms with high leverage attract
mes difficult for the

s high cost of servicing the debt thereby affecting

3 m to raise funds through other sources. Holding
s profitability and it beco

%ash on that point is not onl

does not matter when the quest!

intained by the smaller firm but also larger firms. So firm size
y maintain

£ bankruptcy interrupt the capifal structure decision.
ono




2,54 Pecking Order Theory of quidity

The theory EMErges as a result of asymmetri ;
. gorporate managers often h etric information existing in the financial markets, that
15 ave better jnf : 5
ormation aboyt the h .
ide i ealth of their i
outside investors. Apart from the transaction costs of issuin i
g new se

t the informatio 3 curities, companies have to
acoep! 0 COSts arising from asymmetric information. In this way,

iesued on the financial mark; ¢ new securities
ist et could be infra—valued because of informational asymmetries, and
,

this is especially true in the case of new equities.
l::y::sa ::’::J;‘:t(iii‘:;:l:ziuf;i l\::); :x;‘l;esr:ial .pecking order theory saying; manager prefers
curity. 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: 1, 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

and solvency and their effect on financial decision. He discovers that, corporate liquidity and
solvency interact through information, hedging, and leverage channels. The information and
ms which helps to pay regular dividend and most

hedging channels increase equity-value of fir
importantly reduce volatility in cash flow.
Frank & Goyel (2002) Studied USs firms (197

ed to take decision fol
y during that time which also supports trade-off

1-1998) and came up with evidence that bigger

fi Jowed by this theory. Smaller firms were not
irms are more Organiz
following this theory and beins traded publict
theory, As the smaller firms

further from the pecking order:

i der theory so, overall average moves
rom pecking Or
moved away f
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31 Introduction OLOGY

his chapter highlights the research methodology adopted f
. e I
research design, population of study, Sl

s research which includes; the

])‘C ize sampli i
: ng t S
t T , : Satlll Slyzi and san pling echmques, sources and meth:
f data collection, techn ques of data analysis,

also the study di ;
peasurement an d model of the o y discusses the variable of

32  Research Design

Ex-post facto research design is adopted which is based on a scientific examination of dependent
and independent variables. The design for the study is suitable because it helps establish caused
relation between variables which this study is set out to achieve in order to make prediction. The

approach is quantitative, while the research paradigm is positivism.
33  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 31% December, 2020. The sample of the study is

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

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

census approach.

36  Source and Method of Data Collection,

For the £ this study, secondary source data is used. The secondary source data were
purpose of thi g

5 cial statements ©
llected from the p ublished fine™ a of the research design (being ex-post factor

015 —2020)- The natur!
collection. This made the annual reports and

£ the sampled Health Care firms covering the

petiod of six (6) years (i.- 2

. ature) jus of data
) _] tified the above meti’lods .
i hi informa 101

Ceounts most Suitable for collectmgt is intor

35 Variables Measurement

D Dependent Variable




is study focuses on Workin i
i g Capital Management ang fimy’s financi
e . inancial Performance on
elected constru ms. For this pur,
pose, Return on A,
ssets was derived usin i

g net income

Jfer tax and total assets. The formula to compute this variable is o
C IS glven as;

1) Independent Variables

Variables Measurement Source

ROA Profit before i
ore interest and t;
Totalatoes and tax (Abor 2008)
ARR Accounts Receivable 365 | Nakos &  Brouthers,
Sales 1 | o
cccC IND+ARD-APD Napompech (2012).

APD Oluoch, (2017)

AccountPayable . 363
Cost of GoodsSold 1
Natural Logarithm of Sales | Napompech (2012)

(size)

Firm size

36 Techniques of Data Analysis

For the purpose of this study iultiple regression analysis was employed as techaique gt gty

Analysis, This is because they actually captur® and address inter-relstionship of the data

wllected from secondary SOUTCES.

3.7 Model specification

: llowing:
The parsimonious model of the study inctudes the fo

izei it
ROAy= o0p +81ARDis + B2 APDs sO06 puis




CHAPTER FOUR

DATA PRESEN TATION, ANALYSIS AND INTERPRETATIONS
4.1 Introduction
This chapter bresents and analyses data generated from the
in the Nigerian Health care industry, Thege two issues form both the dependent and
independent Vvariables of the study. The datg collected is analyzed with frequency tables and
percentages using the Stata Statistical Package. This is done to provide a clear and concise
numerical and graphica] Summary of the datg 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. :

ROA -0.2750965 0.6043512 0.0695903 0.1573808 |

ARP 8.413221 353.9723 122,799 85.49062

6.6733 136.0458 81.31538 i

u 21.822:[ ::262.473 153,9987 148.8326 IJ

cce 11.30 “
£

NLS 4.935004 10.13704 6.998156 1.262268 i

STAT4 2016



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

of 0.1573808. The standard deviation of 0.1573808signifies that the data deviate from the mean

value from both sides by 0.1573808 tmplying that there is a wide dispersion of the data from the

mean because standard deviation is higher than the mean value,

The table also shows that the mean of the Average accounts receivable of the sampled
firms is 122,799 with standard deviation of 85.49062, and minimum and maximum vahies 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 firms deviates from the mean value from both sides by
8549062, implying that there is significant dispersion of the data from the mean because the L

standard deviation is higher. l‘

Moreover, the table shows that the mean of the Average accounts payable of the firms ig
136.0458 with standard deviation of 81.31538, The minimum and maximum values are 21,8234
and 326.6733 respectively. This implies that Average accounts payables of the sampled firms is
on average 136.0458, and the standard deviation value indicates that the value deviates from the

mean from both sides by 81.31538, implying that there is significant dispersion of the data from i

iation is larger.
the mean because the standard deviation is '
Finally the table portrays that the Cash conversion cycle has an average value of 153.9987 with ‘
: ini i 1130591 and
Standard deviation of 148.8326. The minimum and maximum values are -
1062473 tively. The standard deviation indicates that the cash conversion cycle day:
473 respectively.

. i implies that
the firm deviates from the mean value from both sides by 148.8326. This further implie
s deviates

deviation is large,
there jg widely dispersed data from the mean because the standard



422 CORRELATION ANALYSIS

The correlation matrix explains the degree of relationship between the dependent and
independent variables of the study as well a5 the independent variables among themselves. The

summary of the associations among the variables of the study is presented in table 4.2, while the
full result is attached as appendix (0]

Table 2

STATA 2016

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 the firm financial performance (R=-

0.1582). And the natural logarithm has positive correlation with the firm financial

performance (0.2154).

o e
The relati ship of the independent variables among themselves indicates that Averag
relation:
i themselves, and the
Yeceivable period and cash conversion cycle are negatively correlated among Wi
4 i f the variables exhibite
Aerage payment period has a positive relationship. Although some o

4 i among themselves is not
Sltong assopintion, the overall relationship for the independent variables &
ociation,

Sl




ere found to be concurrently smaller than ten and one
Tespectively, indicating the gbsence of harmfi] multicollinearity. This therefore, indicates the
tudy with four independent variab]es,

and Discussion of Findings

Table 4.3 presents the summary of the fixed effeot multiple regression resylts obtained while the
full results are shown in appendix (IT):

Table 3

Variables Coefficient T-Values P-Values Tolerance VIF
Constant -2.809092 -7.49 0.000

ARP 0.0001661 0.15 0.885 0.774812 1.29
APP 0.0039633 3,72 0.000 0.899595 1]
cce 0.0015279 2.40 0.019 0.743278 1,35
NLS 0.2815914 -7.49 0.000 0.803718 1.97
R? 0.4281
Fd, 75) 14.04
Brob, Chi? L

Source: STATA Output, 2016 , ¢
Teble 4,3 shows that the functional relationship between the dependent and independent

Vatiables is:

s




The table above showed the coefficient of determination R2 which stands at 40% indicates

the proportion of the total variation in dependent variable (return on assets) that is explained by

the independent Vvariables, Thig signifies that 40% of the total variation in financial petformance

of listed health care firmg in Nigeria is caysed by the combined effect of the Average receivable

period, Average Payment period, Cagh conversion cycle; while the remaining 60% is caused by

other factors not captured in the mode of the study,

The table showed that Average accounts receivable has no significant impact on the

financial performance of listed health care fitms in Nigeria at all Jevel of significance. This can

be observed from the value of beta the coefficient of 00001661 with p-value of 0.885 indicating

that 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 financjal performance of listed health care
firms 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 & Tryfonidis (2006), Vishnani (2007) and Eljely (2004), all of whom argue

that there is relationship between the ROA and working capital,

The table revealed a value of beta coefficient of 0.0039633 with p-value of 0,000 for
Average payment period. This signifies that Average payment period has strong pasitive
influence on the financial performance of listed health care firms in Nigeria at 1% level of
Significance. The result implies that Average payment period increase the financial performance
9 the firms, The result provides evidence of rejecting the second hypothesis that assumed

g Ith firms
A"’el'ﬁge payment period has no significant impact on the performance of listed health care




n Nigeria. The resul is 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.

The table showeq that cash conversion cycle has positive significant impact on the
financial performance of listed health care firms in Nigeria. This can be observed from the value
of beta the coefficient of 0.0015279 with p-value of 0.019 indicating that the p-value is
statistically significant at 5%. This implies that cash conversion cycle as one of the proxies of
working capita] management that signiﬁcantly affect the financial performance of listed health
care firms in Nigeria, The results serves as a basig for rejecting the first hypothesis, which states
that cash conversion cycle has no significant impact on the financial performance of listed health

care firms in Nigeria, The

(2010);

result supports the findings of Akoto et al, (2013); Charitou et al.
Makori and Jagongo (2013); Mansoori and Muhammad (2012); Mohamad and Saad
(2010); Sharma and Kumar (2011).
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CHAPTER FIVE

SUMMARY, coN CLUSION AND RECOMMENDATIONS

5.1, Introduction

This chapter Provides the summary of the work done, summary of findings, theoretical findings,

conclusions, Tecommendations and suggestion for further reading,
5.2. Summary

The research Project was carried out on the effect of working capital management on the firm’

financial performance in the Health care industries listed on the floor of Nigerian stock exchange

market and the variables used include account receivable days, account Payable days, inventory

days and natura] logarithm of sales ag control variable. The main introduction to the research
work which contains the background of the study and statement of research problem discussing
the 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 financjal
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

package. The relationship between the variables was measured using regression and correlation,

e by the detailed concepts of working capital management, graphical representation of
Working capital component, concept of financial performance, empirical studies and theoretical
famework on working capital management and firm performance. The research design,
Mpulation of the study, sample size drawn from the population and the sampling fechniques

i Nigerian stock
th care firms listed on the
Mloyed i selecting the sample of all the heal
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recommendationg,

-facto research design was adopted which is based on a scientj

fic examination of dependent

and independent variable, for the PUrpose of this study secondary sources of data were used and

Stata statistical Ppackage were used 1o analyzed the data,
5.3. Findings

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

interpretation of data,

1 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),

Deloof (2003), Lazaridis & Tryfonidis (2006), Lazaridis & Tryfonidis (2006),

Vishnani (2007) and Eljely (2004), all of whom argue that there is relationship
between the ROA and working capital.

2 The account payable days of the selected health care firms is positive impact on the

return on total assets. These results suggest that managers can create value for their

shareholders by decreasing the number of account payable days. This result is also
TE,
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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), sugpested that payables was positively correlated with firm? financial

Pperformance baged on the data from developing countries with no exception.

The cash conversion Cycle of the selected Health care firms is positively related to

the return op tota] 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, Thjg 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 findout 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,

54. Conclusion

This study concludes that a negative relationship exist between account receivable days,
inventory days and return on total assets, indicating that as account receivable days, inventory
days increase, the return on total assets decreases and vice versa. On the contrary, account
Payable days and natural logarithm of sales showed a positive relationship indicating that as

account payable days and natural logarithm of sales increase, the return on total assets will

dfcmase and vice versa,




This study also concludes that the management of working capital in the Nigerian Health care

firms plays an ¢ssential role in the day to day operation of the firm which leads to 4 success or

failure of a firm ang an important aspect of corporate finance decisions; A optimal working

capital Management jg €xpected to contribute positively

component of Wworking. capita| accurately. Therefore, i order to meet the firm’s abjectives,

55 Recommendaﬁons

Based on the result obtained in previoys chapter, the following Tecommendations are made;

1) Managers should create value for their shareholders by reducing the number of account
receivable days and inventory days to a Teasonable minimum and that Inventory policies should

be reviewed in the light of changing economic factors such as demand and supply.

2 Management should give credit to good customers taking into account their behavior over

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

3} Management should reduce the borrowing level of the health care fitms in order to

improve credit rating, reduce the overall risk and cost of borrowing

Y e managers of health care companies should maintain relative high investment in
Clrrent assels so that the firm will be able to meet its short term obligations as well as meeting all
les order, maintain smooth production and disrupt profitability.

A




ot sampled here in, and last but not the least, In-depth

firm performance, as wel] ag comparison of each
component of working capital between different sectors.
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APPENDIX |

S/N Name of the Companies

I. Afrik Pharmaceuticals Ple.

2 Union Diagnostic & Clinical Seryices
3, Ekocorp Pg,

4. Evans Medical P,

3 Fidson Healthcare pjg,

6. May & Baker Nigeria Plc.

7 Juli Ple.

8. GlaxoSmithKline Nigeria Plc,

9, Neimeth Internationa] Pharm Pjg.
10. Nigerian-German Chemicals Pl

11. Pharma-Deko P,




APPENDIX 2

COMPANY

GLAXOSMITHKLIN

FIDSON pLC

PHARMA DEKO PLC

HcoRe prc

ID
1

YEAR
2020
2019
2018
2017
2016
2015
2014
2013
2012
2011

2020
2019
2018
2017
2016
2015
2014
2013
2012
2011

2020
2019
2018
2017
2016
2015
2014
2013
2012
2011

2020
2019
2018
2017
2016
2015

ROA

0.05
0.0543
0.0782
0.0443
0.6532
0.0342
00983
0.1583
0.1914
0.482

0.0653
0.0254
0.0823
0.0943
0.0238
0.0567
0.0674
0.0203
0.0509
0.2366

-0.1602
-0.1234
0.1142
0.013441
0.0915
0.2783
0.052891
0.091508
0.246792
0.387579

-0.0523
-0.0472
-0.0432
-0.1523
0.0254
0.0345

ARP
79.3546
120.3492
113.4674
154.1538
136.4322
74,3212
59.5224
50.4727
50,4505
339.6903

54,4326
84.8797
85.7687
65.4232
155.4234
168.3213
87.9783
92.5372
101.1252
67.7354

16.7863
88.6235
60.3245
30.7344
239.4356
23.0783
24,02298891
34.19022114
31.33693925
15.6285681

109.0854
119.0845
53.3456
40.34865
257.7854
210.5673

2014 0.053552 174.7944542

APP

322.5216
216.6724
195.1323
291.1233
206.2174
282.7642
220.1129
223.9924
200.8272
194.2024

823214
62.4351
135.2464
192.3658
143.2351
65.7508
89.4783
149.4738
84,3585
47.7951

21.8234
47.1623
39.3243
102.1765
35.7633
66.8734
143.6426
159.8932
2285823
165.4615

268.8974
171.5674
97.6452
75,5746
39,5624
40.7842
74.13631

ccc
165.1263
41.3213
41.6532
31.6523
183.7632
75,4523
20.52364
56.6807
40.123
281.9975

227.4567
174.0897
55.2645
35.6748
164.2145
169.4762
90.8435
53.31769
133.3637
125.2348

151.0372
128.4678
170.7312
28.3478
169.3783
94.7863
66.3656
11.30591
63.6212
78.02366

228.7845
260.6544
180.7645
320.5474
195.8453
195.4589
112.8328

NLS
7.3282
7.3171

7.265
7.4231
7.1579

7.485

7.484
7.4651
7.3381
7.3321

7.2618
7.1882
7.2041
7.1439
6.8839
6.9133
6.8975
6.966003
6.855455
6.851469

5.663547
5.68536
6.010218
6.202319
6.039457
6.170838
6.4532
6.025432
6.015973
6.101017

5.991677
6.097345
6.16812
6.17186
9.131088
10.13704
9.11514




MAY AND BAKER PLC

NEIMETH pLC

UNIONDAC PLC

MoRison INDUSTRIES
Pl

2013
2012
2011

2020
2019
2018
2017
2016
2015
2014
2013
2012
2011

2020
2019
2018
2017
2016
2015
2014
2013
2012
2011

2020
2019
2018
2017
2016
2015
2014
2013
2012
2011

2020
2019
2018
2017
2016

0.604351
0.050213
0.0742

0.0869
0.0948
0.1009
0.0791
0.4423
0.0172
0.012497
-0.00139
0.005517
0.046498

0.042342
0.113276
-0.06437
-0.17176
0.040654
0.14895
-0.08213
0.023325
-0.05377
0.0432

0.003974
0.20934
0.030918
0.077933
0,08853
0.05
0.040097
0.00746
0.0534
0.076

-0.2751
-0.23292
-0.03951

0.333445
0.190326

142.1038891
95.81743336
190.7345

53.4782
72.7456
57.7843
28.8734
64.6234
79.6345
101.1199877
83.22166575
91.71070517
59.60314054

131.4356
139.7345
275.6345
118.7456
147.8794
207.4783
2724256261
257.1063445
206.7812718
123.4762

21.3278
100.4871599
95.87190783

30.234
215.821376
280.5129732
285.7887445
353.9722644
322.4563
98.34567

164.1059057
241.6675376
239.5650915
269.2968838
78.87454642

71.98169
93.25275
200.6473

87.789
141.7645
98.4554
66.9483
116.3424
99.5634
79.77871
112.2621
97.95676
108.8312

189.5467
1444373
236.0891
169.9877

85.9804
131.8459
149.5865
110.6625
173.0685
154.7482

29.5367
79.08375
86.19367
38.79046
24.77348
111.0103
22,60211
2874384
189.3467
265.6235

76.13614
111.9081
28.56527
269.1265
326.6733

80.49808
16.54883
169.4672

9.084654
9.050905
9.4512

124.5784
70.8754
67.6742
58.7562
54.6345
81.4356

1062.472

106.0873

127.0105

42.10868

6.972675
6.907432
6.970934
6.731506
6.927851
6.879008
6.846275
6.803976
6.753464
6.684627

18.4567
294.0987
162.0089
364.8794
211.7845
145.0983
367.3157
384.2781

358.435
352.7456

6.808978
6.374989
6.356154
6.185826
6.301424
6.164569
6.21176
6.304603
6.367394
6.5443

23.8093
24.51402
13.34605

23.555
197.2338
170.2459
264.0805
71.48256

74.4532
98.6732

9.153089
9.130066
9.131368
9.195248
9.190186
5.089152
8,999558
8.935794
8.8643
8.89823

221.1571 5.086242
167.5621 4.935064
520.3559 5.140477
268.5706 5.180037

89.809 5.121494




2015 .0.1090¢
2014 .0,19666
2013 0,0871
2012 0,010826
2011 0.130068

5278274102
8413221305

108.6372
83.09487991
99.50192176

296.1023
234.4207
222.8473
23.28775

51,7731

80.4865 5.263276
49.3878 5337427
98.4378 5.6532
162,1766 5.609455
354.1299 5313447

ST T P



APPENDIX 3

e (e TR
L_/ / _// /" __/ 11.2  copyright 1985-2009 Statacorp L
Statistics/Data analysis Statacorp
490? LakewayiDrive e TR
4 1 Station, Texas
Special Edition ggo-g'?'f\'fn-gc i 7 e
979-695-4600 stata@stata.com

979-696-4601 (fax)
single-user stata license expires 31 pec 9999:
Seria

number: 71606281563
Licensed to: STATAForall
STATA

1. (/m# option or -set memory-) 50.00 MB allocated to data
2. (/v# option or -set maxvar-) 5000 maxdmum variables

- %(7 variables, B0 observations pasted into data editor)
» Summarize roa arp app ccc nls, detail

ROA
Fercentiles Smallest
-.2750965 -.2750965
5% -.165982 -.2329242
10% -.0955982 -.1966591 0Obs 80
25% -0116615 -.171764 Sum of wgt, 80
50% .0505566 Mean -0695903
Largest 5td. pev. -1573808
75% -09455 -4423
90% -2416961 -482 variance -0247687
5% -4149394 -6043512 skewness 1.298583
9% .6532 6532 Kurtosis 6.396862
ARP
Percentiles Smallest
1% ~413227 8.413221
5% 22.20305 15.62857
10% 30.4842 16.7863 abs a0
25% 59.56277 21.3278 Sum of wgt. 30
50% 97.10879 = Megn 122.799
ar ST i - Do . -
75% 166.2136 285.?588 » i 2i-490s2
90% 263.5311 3224563 Variance 7308.646
a5% 283 1509 3396903 Skewness 19378237 s
99% 353.9723 3539723 Kurtosis 2.976708
APR
Percentiles Smallest
1% 21.8234 21.8234
55 26.66938 22,60211
10% 39.05738 23128775 obs. 80
25% 74.85545 24.77348 sum of wgt, 80
50% 112.0851 Mean 136.0458
;gﬁ 194.6674 z§§7§§§3 Shounaey- 81.31538
s 335:38%2 Skannoss S833:3
99% 326.6733 326.6733 Kurtosis 273500095
ccc
Percentiles Smallest
1% 11.30591 11.30551
] 19.49017 13.34605
0% 26.43001 16, 54884 obs 80 L
57.71845% 18.4567 Sum of wgt. 80
50% 124,
9066 isigese Mean 153, 90987
354 195.6522 367.3157 st fay, 248.2225 i
336.6a65 384 2781 #
95% 366 0908 : Variance 22151.13
55 5 520.3550 Skewness 7 9
1063.473 1063373 Kurtosds ig°98as




NLS

i

rcentiles sSmallest

% | 4.933004 4.935064

% 5,2160257 5.086242

o 5.473441 5.121494 obs 80

1% 6.166345 5.140477 sum of wgt. 80
6.853462 Mean 6.998156

30% Largest std. pev. 1.262268

75% 06 9.190186

o 9.122603 9.195248 variance 1,59332

95% 9.171638 S.4512 skewness .637496

95% 10.13704 10.13704 Kurtosis 2.57264

swilk roa arp app ccc nis

shapiro-wilk w test for normal

data
Variable ©Obs w v z Prob>z
roa 80 0.86858 9.021 4,819 0.00000
arp 8o 0.90334 6.634 4.146 0.00002
app 80 0.94439 3.817 2.935 ©.00167
ccc 80 0.72668 18.760 6.424 0.00000
nils 80 0.91730 5.676 3.804 0.00007
* PWCOrr roa arp app ccc nls, sig
roa arp app ccec nls ] -
roa 1.0000
arp -0.0082 1.0000
0.9423
app 0.0942 1.0000
0.4061
ccc -0.1849 1,0000
0.1006
nls 0.2154

=0.1340 -0.2231 1.0000
0.2360 0.0466

0.0550

- xtset id year

panel variable: 4d Cstrongly balanced)
time variable: year, 2011 to 2020
delta: 1 unic

» Feg roa arp app ccc nls

Source S5 df

Ms Number of obs = 80
F =

Model 34.1531596 4  8.5382899 Prop & g 00 015608

Residual 45.8§215316 75 .608286821 R-Squared = o0lazgy
Ad - =

Total 79.7746712 79  1.00980596 Ao mgarmred. o R

roa J Coef. std. err. © P=lt] L95% Conf. Interval]

arp .0001661  _0011394 0.15  0.8&s -.0i
app 10035633 .001066 3.72  0.000 .oBié?S? 'ggégggg
cee -0018370 -0008358 2.0 oloio 10002614 10027944
5 . . 0.000 a 2
_cons -2.809092 53752214 -7.49  0.go0p —3?g§g§9§ -éagg;gig

0.743278
1.29 0.774812
1.24 0.803718
1.11 0.8995395

Mean vIp

+ hettest
Brausth-Pagan / Coolk
~Weisber
AL vari:ngetest for hetercskedast1c1ty
Variables: fitted values of roa
chi2cy

= O
Prob 2 chiz I o 9532




