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ABSTRACT 

The mmzngell/PI71 of IPorkillg ({(pi l al is I'c ry ill/porlanl to bllsincsses of all sizes (Padachi, 

2006).Tlius; tllis silidy t'XlllI/illed tilt' ejJi'cI of {IJorkilig c({p ilill 1I1({II({gcII/eni policies 

(investmenl ({rid jillttl1"illg policies) 011 Fr1ll5 ' proji tllbilily" To im>t'sl igll ie lliis issue, the 

researcher used llIIliiled fillllllei((1 sl((te((U'lIls ofll salilp le of 22 ((wllllfacilirilig private limited 

companies in Addis A/mba, for llie sludy period of 2006 to 2010, III Ulis sludy profitability 

measures (i,e, re i lim 011 asse ls, reilim Oil e'lllily alld operating profil lIIargin) where 

considered as dependelll 'I'(( ri((bll's, n,c silidy also co ll sidl'rs Accouli is rece illable period, 

il1llelltory I/Oidill ,'? period {(Inl ((CCOlllr/S poyabll' period as IPorkillg ('((pilol ill{lcslment policy 

(i lldepelldelll (llIri({blt's) , ClIsll ('OllIlt' rsioll t'tJclt ' II lit I CIIrrt'lll ((ss!'ls 10 101111 ({sseis mtio nre 

used ({S IIlet/SllrI'S 'U' lI'orhlllg ml,i lo l ill l 'l'sll((,'1l 1 policy , /\ 5 11l,'OSlIr(' or IPorkillg capitnl 

filln llcing policy, ({{rrclll I",/Iil, lws 10 1, ,1111 IIssels milO is IIsed, III oddilioll, l lie two 

traditional meOSlires of lillllidily, m 1'1'1'11 I ntlio 111111 IllIick /'(Il ia, 11 1'1' IIsed liS liquidity 

illdica tors, rllrllwmrore, lilt' silidy COIISldt ' I'S Jinll size, firlll growlli rille, fillllllc illi levemge 

alld nll/Illnl CDI' growtli ntle of IiiI' collllin/ liS collirol 'I'orillblt's , rVil"lPs 6 W({S /lsed to 

IIlldertnke bolli ,'orrc/illioll 111111 rl'gress roll II Il lllY5 is of cross-s"ctiollld olltl li((1t' saics dntn, The 

rcslI/ts frolll IiiI' sllIdy slio,I ' lilol , IOIlSt'r ", .... "{/lls rt'c{'h 'o/Iit' I'l'riod II lit I il{'(lt'lliory liolding 

perioas rlrt' IISSUt'illfcd (( 11th IUd '!'r /u'oJif ll l1iltfy . / \ (PI'lik dud III'S,lIi l'I' r{'/lIliuIIS/tip also 

exliibited /JeiIPI'I'II II, ',Dlllr/, I'oylll'l,' Ilt'riw l II lItllll'oji'lo/1ilil y 1((,'05111','5, 11 "S"i/""",I Ilegntive 

relnliollsllip kl II 'el'l I m sli CtJII I','rS/OIl ' '.V' II' ,"111 I'roji'lo/Jllily ((It'IISlIn'S 0150 rt'coglli zcd, 

(" rrelll assI'ls II! ItllIII IlSsels rillill IIlId IIJ ,,/i'IIIlulity IJWIIS"rt'S (/1'1' J(ol siglllfllwi lly Idnted, 

13 ,,1, f iJ(diJ(gs 5111111 ' II sigl{{fit'll(( 1 IIOSi lll '" re/lllio((silil' 1,t'lIPl't'(( {((ITe((1 /ill/7ililies 10 lolal 

assels ra lio (/J(d lu'o/i'IIII,ilrllj. 111 111'1, Ill,' I(('X"li ('t' rdllllO!lsilips of IIII((i'/lly 111111 profi lab ilily 

JIICflSlfres 1111 (1(' ht'I'1I oilS/ ' I'l '.I·t! . A' J(IJ/IfSt'l"~ /JU'n/ol'l', C(/II il/("n'If~( ' { 'fillS ' I}n~rilflh ili ly by 

illlpro'uillg IiiI' (/ ficit 'lIt'.f/ uf HUII/ llg /'lIlt ' II' (II l(lorldJl g cr ill/Iff ! lll l lf'511111'1I/lil/d li'lIl/llcil/X policies 

({'il ilc, 11150 kl't'I' I"X J(I ('i"II ' lilt' irllt/e "trll, 'I 'I" " '" IIII((it/ily III((lenUi'I,r/ullly, 
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Chapter One 
Introduction 

1.1 Background of the Study 

Financial manager must be concerned with three basic types of questions. The first question 

concerns the firm' s long-term investments; the process of planning and managing a firm ' s 

long-term investments is called capital budgeting. The' second question is about ways in 

which the firm obtains and manages the long-term financing it needs to support its long term 

investments (or financial structure). The third question concerns working capital 

management. The term working capital refers to a firm ' s short-term assets, such as inventory. 

and its short-term liabilities, such as money owed to suppliers (Ross et al; 2002). Managing 

the firm 's work ing capital is a day-to-day activity that ensures the firm has sufficient 

reso urces to continue its operations and avoid costly interruptions. This involves a number of 

act ivities related to the firm's receipt and disbursement of cash. 

The two main objecti ves of working capital management are to increase the profitabilit\· of ,I 

company and to ensure that it has suffi c ient liqu idity to meel short-term obligations as thc\ 

fa ll due and so continue in business Profitability is related to the goal of shareholder wealth 

maximization, so investment in current assets should be made on ly if an acceptable return i, 

obtained. While liquidity is needed for a co mpany to continue 111 business, a company Iml ' 

choose to ho ld more cash th,an IS needed for operaliunal or transact ion needs. for example I,)r 

precaut ionary or speculative reasons. The twin goa ls of profitability and liquidit y will often 

conflict since liquid assets give the lowest retu rns. Cash kept in a safe will not generate a 

return, for example. wh ile a s ix-month bank depos it will earn interest In exchange for loss oJ' 

access for the pe rio~ . I Watson and I lead: 20(7) 



Though there is no standard fixed requirement, all businesses. one way or another, require 

working capita l. The actual amount required will depend on many factors such as the age of 

the company, the type of business activity, credit policy. market and demand conditions, 

technology and manufacturing policy, · operating efficiency, availability of credit from 

suppliers and price level changes (Pandey, 2007). It is indispensable that an appropriate 

amount of working capital is budgeted to meet anticipated future needs. Failure to budget 

correctly could result in the business being unable to meet iis liabilities as they fall due. If a 

business find s it se lf in such a s ituation, it is said to be technically in so lvent ~ In cond itions of 

uncertainty, firms must ho ld so me minimal level of cash and inventories based on expected 

sales plus additional safety stocks. 

The management of working capital is very important to businesses of all sizes (Padachi. 

2006). First. it consists of a large portion of firms' investment. It represents around 40 percent 

of total assets in a typical manufacturing firm and 50 percent to 60 percent of total assets in 

retai ling and wholesa les (Moyer. et al.. 1995; Sebhatleab. 2002) . Second, accord ing to Smi th 

(1980), the effi cient management of working capital is impo rtant hom the po int of vic\\ ul 

liquid i t~' (risk) and profit abil ity as we ll as firm value. Poor management of wo rking capna l 

results in unnecessary investment in unproductive assets o r inadequate investment in current 

assets. Unnecessary investment in current assets will tie up funds idle and hence reduces 

firms' ability to invest in productive assets such as plant and machinery, thereby reducing 

pro litabil ity. On the other hand. inadequate investment in current assets reduces the liquid it ) 

pos itio n causing inso lve ncy. which intern leads to bankruptcy . 

Accord ing to Sebhatleab (2002). work ing cap ita l manage ment has evo lved thro ugh control. 

opti mization and va lue creation stage. Initia ll y, it was starled as an organi zcd wa) 0 1 



contrtlling current assets like balances of cash, receivables and inventories. At this stage the 

maitl. objective was to make sure that working capital is not embezzled. At that time , both 

Acad (micians and practitioners were developed various control procedures. In the 

optirizat ion phase, the main focus was not only on the physical safety of working capital 

items but also on the optimization of accounting profits by minimizing re lated costs and 

maxinizing related income. At this stage particular models like cash optimizat ion models and 

inventory optimization models were developed to ensure that firms do not get problems due 

to lack of liquidity or incur too many costs by holding excess ive working capital levels. At 

last stage (value creation). the concern is on how to help managers in the creation of value 

withol1 disregarding the above two objectives. Particular ly, the cash flows approach is used 

as a main tool to measure the value created by firms. In this study. the researcher uses the 

cash conversion cycle as a measure of continuous cash or liquidity flow to analyze the effect 

ofwor~ing capital policies on firms' profitabi lity. 

1.2 Statement of the Problem 

The effect of work ing capital management on corporate profitability has been studied 

c(\nsiderab ly bv different researchers (De loot: 2003: Filbeck and Krueger. 2005 : Lazarid is 

and Tryfonidis. 2006 : Padac hi. 2006: Sam iloglu and Demirgunes. 2008 : Shin and Soenen. 

1998; Tewodros 20 I 0). 

Most of these and other researchers identi fy significant association between efrtc iency in 

workmg cap ital management and firms' performance. However. aimost a ll. these studic, 

C\lIlCcntrated on large firms operati ng wit hin we ll de ve loped money and capita l ma rket s ,)t 

developed economies. From such findings it is difficult to generalize lin relatively small size 

Ethiop ian firms that operate withi n an unde ve loped financial sec tor I with li mited financial 

markets). where linll s Illos tl y obtain funds for investment in wo rking capital from owner 



-financing, trade credit and short term bank loans. Research studies on the effects of working 

capital management policies on firms' profitability in developing countries, especially in 

Ethiopia remained an ignored area of empirical research. To the best of researcher 's 

knowledge, only one research has been done in Ethiopia by Tewodros Ahera (2010) on 

Tigray region. 

Generally, to address the issue under consideration, the researcher tried to answer the 

following research questions. 

I . How working capital investment policies affect profitability of manufacturing Private 

Limited Companies in Addis Ababa? 

2. How working capital financing policy affects profitability of manufacturing Private 

Limited Companies in Addis Ababa? 

3. How are profitability and liquidity related , m manufacturing Private Limited 

Companies of Addis Ababa? 

1.3 Objectives of the Study 

1.3.1 General Objective 

The general objec ti ve of this study was to investigate the effect of workmg capital 

management polic ies on pro fita bi lit y of manufacturing private limited companies in Add is 

Ababa. Ethiopia At rhe same time. the study also examined the relationship between the two 

goals of working capital management policies: liquidity and profitability. 

4 



1.3.2. Specific Objectives 

Specifically, the aim of this study was:-

I. To study the effect of working capital investment policies on firms' profitability. 

2. To look into the effect of working capital financing policy on firms' profitability. 

3. To observe the relationship between the two objectives of working capital policies: 

·. liquidity and profitability. 

·1.4 Significance of the Study 

The study can be beneficial at least for the following two reasons. First, as it has been 

discussed in the statement of problem part , no empirical research has been done, yet to 

examine the effect of working capital management on firms' profitability in Addis Ababa. 

Therefore, the findings of this study can have a great contribution to the body of knowledge 

by identifying how working capital management efficiency affect the profitability of 

manufactur ing private limited companies in Addis Ababa. Second, it can serve as a base for 

other researchers who want to do a further research on this topic. 

1.5 Scope of the Study 

1'0 address the proble m under consideration this research is de limited to: 

Topic: the topic of thi s study is limited to the effect s of working capital management policies 

on firm 's profitability whilst, also look into the relationship between profitability and 

liquidity 

Study area: The geographica l scope of this study is limited to the boundary of Addis Ababa. 

Ethiopia 



Variables: the variables used are enclosed to ' the four types of ,,:ariables- profitability, 

working capital policies, liquidity and control variables, which are specific to firms and/or 

general to the economy as a whole and clearly pinpointed in the methodology part. 

Sampling Units and size of sample: the sampling units of this study is delimited to 224 

manufacturing private limited companies located and operating in Addis Ababa and the 

sample size is delimited to 22 companies (i.e. around 10% of the sampling unit) . 

Methodology used: the methodology is only limited to quantitative method of research 

adopted with descriptive statistics, correlation and econometrics analysis tools. 

1.6 Limitations of the Study 

The sample size for this study may not be large enough to study the issue and to represent the 

study population. for the very reason that, the problem of getting complete financia l 

informat ion for the study period. Moreover, the financial managers of the sample 

manufacturing private limited company were not interested to give primary mformation about 

the issue under in vestigation. 

1.7 Organization of The paper 

This re search paper consist s of five chapters. The first chapter presented Background of the 

Study. Statcment of the Problem, Objectives of the Study. Significance of the Study. Scope of 

the Study and Limitations of the Study. Discussion in chapter two focuses on literature 

review of important concepts that are relevant to the study. The third chapter of the stud y 

deals with the methodology of the study (i.e. Research Design. Data So urce and Co llection 

Methods. Sampling Design. Met hod of Data Ana lysis and Description of Variables anu 

Research Hypotheses ). The j()rth chapter consists data prcsentat ion. anal ys is and 

interpretation cleme nts of the study. Finally. the last chapter att cmpt to genera lize and 

reco illmend possihle so lutions to thc probleills. 



Chapter Two 
Literature review 

2.1. Definition and Concept of Working Capital 

The term working capital originated with the old Yankee peddler, who would load up his 

wagon with goods and then go off on his route to peddle his wares (Brigham and Gapenski, 

1996) . The merchandise was called working capital because it was what he actually so ld, or 

turned over. to produce the profit s. T he wagon and horse were the fixed assets. The peddler 

generally owned the horse and wagon so. they are financed with equity capital. But , he 

borrowed the fu nds to buy the merchand ise. These borrowing were called working capita l 

loan. they had to be repaid after each trip to demonstrate to the bank that the credit was 

sound. If the peddler was able to repay the loan. then the bank wo uld make another loan. and 

banks that followed this procedure were said to be employing sound banking pract ices. 

The concept of work ing cap ita l was, perhaps, first evolved by Marx (1867) , thought in a 

somewhat different form. Marx used the term ' variable capital ' meaning out lays for payro ll s 

ldvanced to workers be fore the goods the) worked on we re complete. He cont rasted thi s " itll 

'constant capital" , wh ich accord ing to him. is nothing but 'dead labor'. i.e . outlays for ra\\' 

mater ials and other instruments of production produced by labor in ear li er stages which are 

now needed li ve labor to work with in the present stage. This ' variable capital' was the wage 

fund which remallls blocked in terms of" financial managemen~ , in wo rk· in- process alo ng wll h 

other operating expenses until it is released thro ugh sa le of finished goods. Altho ugh Mar~ 

did not mention that wo rkers also gave cred it to the firm by accept ing period ical payment o f 

wages w hich fund ed a po rtion o f wo rk-in-p rocess. the concept of wo rk ing cap ital . as we 

understand today. was embedded in hiS 'variable capital' . 



The working capita l of a business enterprise can be said as portion of its total financia l 

resources which is put to a variable operative purpose (Brigham and Gapenski, 1996). 

But with the evolution of the concept came there were controversy about the definition of 

working capital. Guthman and Dougall (1948) defined working cap ital as excess of current 

asses over current liabilities. This view was elaborated by Gladson (1951 ) when he defined 

working capital as the · excess of current assets of a business (cash, accounts rece ivables. 

inventories, for example) over current items owed to employees and others (such as salaries 

and wages payables. accounts payables, taxes owed to government) . This concept of working 

capital, as has been commonly understood by the accountants, more particularly understood 

as net working capital to distinguish it from gross working capita l which represents total 

current assets (Sen and Oruc, 2009). Walker (1964) holds that this concept is useful to groups 

interested in determining the amount and nature of assets that may be llsed to pay current 

liabilit ies. These interested gro ups, as suggested by Walker, most ly composed of creditors. 

particularly the suppl y creditors who may be concerned to kno\V the ' marg in of safety' 

ava il ab le to them when the rea lizat ion of current assets be delayed for some reasons. 

2.2. Wodiing Capital Management 

The term cap itai is used in deferent ways in economics and in fi nance (Bhattac hary, a. 1987 ). 

II linanee scho lars looks for capital on the assets s ide of the balance sheet. For capital. the' 

turn their attent ion to the other side of the balance sheet and never comm it the mistake o r 

adding the two together while taking the census of total capital of the business . 

It is not necessary to restrict ut ilizat ion of the fi xed capita l to linance li xed asse t onl ,, : ra ther. 

to usc the lixcd ear ita l to linance a part o f cu rrent assets al so in add itio n to linancing lixcd 

asse ts is prek rTcd. There may also be a situat ion where all the li xed and current asset, arc 

linanced fro m fixed capita l only. In the laller case. the lirm will have current assets bu t 11(> 



current liability, but we cannot say that the firm does not have any need for working capital. 

The firm might not desire to contract current liability, but its operations would have 

generated current assets which have to be funded to ensure continuity of production. This 

fund is, in fact, an additional fund over and above the fund required to meet working 

expenses of the firm. 

Working capital management refers to all those decisions and activ it ies a firm undertakes in 

order to manage effic iently the e lements of current assets (Brigham and Gapenski, 1996: 

Pandey, 2007). Van-Horne and Vachowicz (2004) defined the working cap ital management 

as that aspect of financial activity that is concerned with the "safeguarding and contro lling of 

the firm's current assets and the planning for sufficient funds to pay current bills." 

Management of current assets is, therefore, distinct from the management of fixed assets. But 

more important than this tauto logy is that because of the dynamism of the current assets, the 

finance manager has to be constant ly on guard to ensure that their dynamic stability is not 

impaired to affect the net worth of the firm negative ly. Gross current assets should, therefore. 

he understood by their own meaning. connotation and effect on the firrn s and should not 

mechan ically equated wit h gross working capital just because arithmetica lly the two ma~ 

appear to be same in a balance sheet. Besides, the fundi ng operations of the current asset s are 

quite distinct from the management of current assets. 

vtanagemem of gross current assets and gross wo rking capital, or simply working capital. is 

nut ()ne and the same. The total of projec ted cu rrent assets is an aggregate figure for wh ich 

capital has to be raised and the two may not have an) bear ing on each other. The profiles or 

the types of cap ital so raised in regard to the risk opportunit y for gain or loss and also the cost 

are d iffere nt frolll that ol'current assets . 

" 



Working capital is so much in use in common language and is so much misunderstood. Even 

among the professional managers the controversy and confusion persist. Whi le an accountant 

wi ll regard working capital as current assets minus current liabilities and ca ll it as net 

working capital , a finance manager will consider gross current assets as the working cap ital. 

Both may be true, but their concerns differ. The former ' s concern is arithmetical accuracy 

trained as he IS to tally the two sides of the balance sheet. But the finance manager ' s concern 

is to find fund for each item of current assets at such costs and risks that the evo lving 

financial structure remains balanced between the two. 

2.3 Working Capital and Liquidity 

Accord ing to Moyer. et aI., (1998), the dual goals of working capital management are 

liquidity and prolitability. Managing liquidity, costs related to excesses and shortages of 

working cap ital, can increase fi rms ' profitability. Firms have to determine the individual and 

jo int impact of the leve ls of short-term investment and financing on the dua l objectives of 

working capital management . These goals impl y that decisions that tend to maximize 

profitabili ty tend to minimize liquidity and vice versa. Converse ly, focusing a lmost entire ly 

on liquidit y will tend to reduce the potentIal profItability of the lirm (Brigham and Gapenski. 

1996: E lje ll y. 2004: Ross. et 31 .. 2002). 

Liquid ity has so far been defined as a pyramid of current assets in descend Ing order o f 

rea li sab il it\ with eash ho lding the top position and inventory. the last. This notion has given 

rise to liqUid ity ratios such as cur relit ratio or qui ck ratio. and later to the concept of ncr 

IlUrkll7f!, capilal. The pyramid is no upside down with in ventory at the top . When we exam ine 

the pipe line theo ry of working capital. we will find that pipe line of the producti ve -distr ibuti ve 

svstem of an enterpri se consists of onl y in ve nto ries which, at different stages. take on 

dil'll:rent names like work-in-progress. fini shed goods. account s recei vable . cash bala nce. d e. 
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Working capita l structure is be ing so designed today in effi cient organizations as to take care 

of this fundamental liquidity of an enterprise with zero or even negat ive net working capita l. 

Firms may have an optimal leve l of working capital that maximizes their value. Large 

invento ry and a generous trade credit po licy may lead to high sales. Larger inventory reduce 

the risk of the stock-out and trade cred it may stimulate sa les because it a llows customers to 

assess product quality before pay ing (Deloof and Gegers, 1996; Long, et aI. , 1993). Because 

supp liers may have significant cost advantages over fi nancial institutions in providing credit 

to their customers, it can also be an inexpensive source of credit for customer (Peterson and 

Rajan, 1997). The flip side o f granting trade cred it and keeping inventories is that money is 

locked up in working capital. 

2.4 Working Capital Policies 

Working capital po lic ies refer to decis ions re lating to the leve l of current assets and the way 

they are fi nanced (Ross, et aI. , 2000). These po licies have been divided into two categories by 

Weinraub and Visscher ( 1998). A firm may adopt an aggress ive wo rking capital in vestment 

(asset management ) r olicy with a low level of curre nt assets as percentage o rtotal assets. On 

the other hand. aggress ive wo rking capital financing pol icy uses high level of current 

liabilit Ies as pcrcel1lage o f tot al li abi li ties. Excess ive leve ls o f current assets ma\' have a 

negat ive effect on the firm 's profit ability whereas a low leve l of currell! assets may lead to 

lo wer level of liquidit y and stock-o ut s resulting in d ifficult ies in mallltainlllg smoo th 

operations (Van-H orne and Wachowicz. 2004). Moreover. aggress ive wo rking capital 

financing po li cy that utilize higher leve ls o f no rma ll y lower cost sho rt -term debt increase the 

risk of a short-te rm liquidity proble m. 

T here fo re. Inore dgg rl.'~S l vc working capita l J1u lic it.:s arc associated W l tI 'l hl!~ b cr l"L'iUr!1 ~ l lld 

higher risk w hile conse rvat ive working cap ital policies arc cOllcerned \v ith the ]ovlcr risk. li nd 
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return (Carpenter and Johnson, 1983; Gardner, et al.. 1986; Weinraub and Visscher, 1998). 

The main objective of working capital management is to maintain an optimal balance 

between each of the working capital components. Business success heavily depends on the 

ability of financial executives to effectively manage receivables, inventory, and payables 

(Filbeck and Krueger, 2005). Firms can reduce their financing costs andlor increase the funds 

available for expansion projects by minimizing the amount of investment tied up in current 

assets. Most of the iinancial managers' time and effort are allocated in bringing non-optimal 

le ve ls of current assets and liabilities back to ward optimal levels (Lamberson, 1995). 

An optimal level of working capital would be the one in which a balance is achieved between 

risk and efficiency. It requires continuous monitoring to maintain proper leve l in various 

components of working capital i.e. cash receivables, inventory and payables etc. The optimal 

leve l of working capita l is determined to a large extent by the methods adopted for the 

management of current assets and liabilities. It requires persistent management to maintain 

proper level in various co mpo nents of wo rking capital i.e . cash, receivables. inventory and 

payables etc. In general , current assets represent important component of total assets of a 

linn. 

A lirm may be able to reduce the investment in fi xed assets by renting or lcas ing plant and 

machinery. whereas. the same po licy cannot be followed for the components of working 

cap ital. The high leve l of current assets mav red uce the risk of liquidity assoc iated with the 

opportunit y cost of fund s that may have been invested II1 long-term assets. The impact o( 

work ing capital policies IS highly importalll. These profitability assumptions suggest 

maintaining a lo w level of current assets and a high propol1ion of Current liabilities to total 

lia hilities. This ,t rategy w ill result in a 101\. or co nce in lbly negative. le vel o r " wo rking 

capital. OITsclllllg the proli tabi l lt y nr th i:-: slr~ ttc gy . IH)WC\ C r , i:-: the increased ri:-.k 1\! till' 111"111 . 
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In determining the appropriate amount, or, level, of current assets, management must 

consider the trade- off between profitability and risk. 

Many surveys have indicated that managers spend considerable time on day-to-day problems 

that involve working capital decisions. One reason for this is that current assets are short­

lived investment that are continually being converted into other assets types (Rao, 1989). For 

example, cash is used to purchase inventory items eventually become accounts receivable 

when they are sold on credit; and finally, the receivable are transformed into cash when they 

are collected. With regard to currem liabi lit ies, the firm is responsible for paying these 

obligations on a timely basis. The ability to match short term obligations has only improved 

from a liquidation perspective and not from a going concern approach (Shulman and 

Dambolena, 1986) . A firm ' s net working capital is also often used as a measure of its 

liquidity position. That is, it represents the risk or probabi lity that a fum will be unable to 

meet is financial obligations as they come due. 

Therefore, the more net workll1g capital a firm has, the greater it s abi lity to satisfy credits 

demands. Moreover, because net working capital serves as liquidity risks measure the firm ' 

net working capital pos ition will affect il s ability to acqu ire debt financing. For example. 

co mmerc ial banks often impose minimum working capital co nslraint 1I1 tile lr loan agrecments 

with firm s s imilarly : bond indentures may contain such restrictions. Due to the credit 

squeeze. the problem of work ing capital managemem has acquired special importance. The 

shift in the emphasis ITom security to purpose of advance has afrected a large number of 

borrowers. Beside thiS. norms for invemory and debtors have also been laid down. To a im at 

a se nse of d isc ip line III the working capital managemcm all thesc devclop ments have bcen 

introduce. 
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2.5. Importance of Working Capital Management. 

In finance literature, there is a common opinion abol)t the importance of working capital 

management. Explanations about why working capital management is significant for a firm 

generally focus on the relationship between efficiency in working capital management and 

firm profitability (Afza and Nazir. 2007; Christopher and Kamalavalli, 2009; Deloof. 2003). 

Efficient working capital management includes planning and controlling of current liabilities 

and assets in a way that avoids excessive investments in current assets and prevents from 

working with few current assets insuffic ient to fultillthe responsibi lities. It aims at protecting 

the purchasing power of assets and maximizing the return on investment. 

A research by Lamberson (1989) says a lot about the importance and use of financial analysis 

and working capital management by small manufacturers in U.S.A questionnaire was mailed 

to chief finan cia l o ffi cers of "+77 small firms in the southern region of U.S. 85 percent of the 

respo ndents indicated that they use ratio analysis for financial planning on monthly basis. 

Working capital management was ranked important and most important by 90 percent of the 

respo ndents. The importance of worki ng cap ital management fo r small firms was. perhaps. 

due to their lim it<:!d access to cap ital markets and fina nce providers. Accounts receivables and 

inventory managemcm among the vario us components of wo rking capital we re ra nked the 

most important while cash manageme nt was ranked least important by small manutileturers. 

The prime o bject of management is to make profit. This acco mplishment in mo st business 

lkpends largeiy on Ihe manner in w hich Ihey manage thei r working cilp ita l. Ad minIstration "f 

fi xed assets fa ll s within the rea llll of capital budgeting while the manage ment or \\o rking 

capital is a continuing funct ion wh ich in vo lves co ntrol of eve ry day and !low or linancial 

resources circulat ing in the company in one form or the other. In turn. thesc d ecl s ion ~ arc 

inllucnccd by the lradc -ofTlhat must be m'lde between rro litabi lity and \'Isk . 

I ~ 



The success of operations of a firm is determined to a large extent by the method of 

administration of its current. It requires continuous management to maintain proper level in 

various components of working capital i.e. cash, receivables and inventory etc. In 

establishing proper proportions. cash and financial budget may be very useful. Sales 

expansion, dividend declaration, plant expansion, new product line, increased salaries and 

. wages, rising price levels etc. put added strain on working capital maintenance. Due to the 

poor management and lack of management ski ll s, business fails certainly. Shortage of 

working capita l, so often advanced as the main cause of fai lure of industrial concerns. lS 

nothing but the clearest evidence of mismanagement which is so common. 

Lowering the level of investment in current assets, while sti ll being able to support sales. 

would lead the firm to an increase in return on total assets. Smith (1980) first signaled the 

importance of the tradeoffs between the dual goa ls of working capital management. i.e .. 

liquidity and profitability. To the extent that the explicit costs of short -term financing are less 

than those of intermediate and long-term financing. the greater the proportion of short -term 

debt to total debt. the higher is the profitability of the firm. From another perspecl1ve. the 

current assts of a typical manufacturing firm accounts for ever ha lf of its total assets. For a 

distr ibution company. they account for even more . Excessive levels of current assets can 

easily result m a firm is realizing a substandard return on investment. However firms wlth too 

few current assets may incur shonages and difficu lties in maintaining smooth operation~ 

(Van-Horne and Wachowicz. 2004) 

For small companres current asset s and liabilities are the principal so urce of externa l 

financing. These firms do not have access to the longer term capital markets. other than to 

acq uire a mortgage on a building. The last growing but a larger company also makc~ usc "I' 

Clirrent liabilities financing . For lhest: reasons the financial manager and staff devote!-- ~ I 



considerable portion of their time ' to working capital matters. The management of cash, 

marketable securities, receivable, payables, accruals, and other means of short-term financing 

is the direct responsibility of a fmancial manager, only the management of inventories is not. 

Moreover. these management responsibilities require continuous day to day supervision. 

Thus, working capita l management is important, for no other reason than the proportion of 

the financial mariagers ' time that must be devoted to it. 

2.6 Review of Related Previous Studies 

Many researchers have studied working capital from diffe rent prospective and in different 

Social political and economic environment. The following ones are very match related and 

useful for this study: 

In finance literature, there is a long argument on the determinants and the risk/return tradeoff 

between the different working capital po licies. More aggressive working capital po licies are 

associated with higher ret urn and higher risk whi le conservative work ing capital po licies are 

concerned with the lower risk and return. In th is regard. Belt ( 1979) highlighted the 

determinants of wo rking capita l po lic ies and the re wards 8:. risks of an aggress ive workll1g 

~a p itai rol ic ) . The author claimed that there might be tW() real determinants of the level of 

net working capital of a firm. The first determinant IS the operational aspect that describes 

how much liquidity is needed in the current assets orthe fi rm whereas the second determinant 

is the deferabi lity of current liabi lities of the company. which is the ab ili t} to postpo ne or 

de la) the payments to creditors fo r some period . The aut hor also asserted that the rewards and 

risks of an aggressive wo rking capital policy vary betwee n industries and within industries. 

Generally. the benefi ts might he att ai ned by reducing the ho lding costs of fast Illoving 

inve nto ry. lown co llect ion costs associated wi th lower le vel of receiva bles and sO lllewhat 

ks:-. costl y short- tcrm debt. Ilowcvcr. higher rctllrn~ or an aggn: ssi\1..' working (ap ital polil' .' 
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are often associated with risk of liquidity as well. The use of large level of current liabilities, 

i.e. aggressive fmancing policy of working capital increases the chances of financial 

embarrassments that can lead to corporate failure and bankruptcy. 

In addition, Carpenter and Johnson (1983) empirically investigated the re lationship between 

the level of current assets and the operating risk of firms. The sample firms included were the 

large firms from various. industrial sectors in the United States. The sample data was 

co ll ected fo r a period of four years i.e. 1978-1982. The regress ion ana lysis showed no 

significant linear relationship between the level of current assets and revenue systematic ri sk 

or operating systematic risk . However, some indications of a possible non-linear relationship 

were found which were not highly statist ically significant. 

Gentry, et al. (1990) introduced a new concept of weighted cash conversion cyc le in order to 

examine the working capital management of flJ'ms. The weighted cash conversion cycle 

measures the we ighted number of days the fund s are tied up in the acco llnts receivables. 

accounts payab les and inventories less number of days payments are deferred to suppliers of 

the fi rms where the we ights are calculated by dividing the a mount of cash tied up in each 

component of working capital by the final value of product. The proposed weighted cash 

conversion cycle IS an aggregate measure of the amount and speed that the funds flow 

through work1l1g capital accounts of a firm and concentrates on the real reso urces committed 

to the total working capital process. 

Lamberson ( 1995) studied empiricall y how small flIlll S respond to changes in economic 

activ ities b: changing their working capital positions and leve l of currenl assets and 

liabilities . Sma ll firms were expected to increase the level o f current assets and liab il itie, as 

the cco nOJl1 ' ~xpand s . The hypothesis was tested on 50 sJl1all iirms in iJ nited Stell cs anu the 

data about financia l statements anu t.:conolll ic activiti es was collected lrom Nl mH.!) · ~ 
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working capital investment policies were followed, they were balanced by relatively 

conservative working capital financing policies. 

Eljelly (2004) empirically analyzed 29 Saudi joint stock companies for a period of 1996-2000 

to examine the relationship between liquidity and profitability. The study used net operating 

income as dependent profitability measure and cash gap (cash conversion cycle) and current 

ratio as independent liquidity measures. The study found that the cash conversion cycle was 

of more importance as a measure of liquidity than the current ratio that affects profitability. A 

strong negative relationship has been reported between the liquid ity measures and net 

operating income by Pearson correlation and pooled regression analysis. Moreover, the size 

was also affecting the profitability of firms and these results were stable over the period of 

study. 

Another study by Teruei and Solano (2005) provided empirical evidence of impact of 

working capital management on profitability of small and medium sized Spanish firms. Cash 

conversion cyc Ie a long with its components has been taken as independent variables whereas 

return on assets has been used as dependent measure for profitability. The data set was 

consisted or 8.872 SMEs co ver ing the period of 1996-2002 was obtained li'om ABADEUS 

database of Spain. A strong negative relationship between return on assets and cash 

conversion cycle along With its co mponents i.e. days accounts receivables. days \I1ventory 

and days accounts payable was indicated by correlation ana lysis. The multivariate regression 

analysis confirmed this negative relationship that shortening the cash conversing cycle. firms 

can generate mo re profit s for shareho lders. The regress io n result s we re fo und significant for 

negative relation between return on assets and inventory turnover as we ll as days accounts 

receivables. Il owcver. impact of delay ing payment to suppliers on return on assets remained 

II1conc lus j\'l' hct.:allst".' it \\ as not signilicant at 5 percell t k\\~1 oi'signilica m.:c. 



Lazaridis and Tryfonidis (2006) investigated the re lationship between working capital 

management and corporate profitability using quarterly data of 131 firms listed at Athens 

Stock Exchange of Greece. Cash conversion cycle has been used as a measure of working 

capital management whereas gross profit has been taken as profitability measure. The size of 

the firms as measured by natural logarithm of sales, fmancial debt of firm and fixed fmancial 

assets to total assets ratio were used as control variables. Pearson correlation analysis showed 

a negative relationship between gross profit and cash conversion cycle as well as number of 

days of accounts receivab les and inventory while a positive relationship between gross profit 

and number of days of accounts payables. In order to validate the robustness of correlation 

results, four regressions were run to examine the individual impact of cash conversion cycle 

and its components on gross profit. The regression results provides that cash conversion 

cycle. number of days acco unts receivables and inventory were negatively while the number 

of days acco unts payables were positively related to gross profit. All results were statistically 

significant at I percent level of significance indicating that managers can create profits by 

keepi ng current assets and current liabilit ies to an optimal level. 

Padachi (2006) exa l11ined the trends in wo rking capital management and Its IInpact on firms' 

performance for a sample of 58 Mauritian Small Manufacturing Firms operating 11l five major 

industry groups (food and beverages. leather garments, paper products. prefabri cated meta l 

products and wood furn iture ) wh ich are both regi stered and organized as proprietary/private 

companies, The re lationship between work ing capital management and co rporate profitability 

was investigated by uSing panel data anal YS IS for the period 1998 - 2003, The trend in 

working capital needs and profitability of firms are examined to identi fy the causes for any 

sign ificant differences between the industries. The dependent varia ble. re lurn on IOta l asse" 

delined as profit hdon: interesl and lax di vided by tOlal assets. was lI sed as a llle'''urL' <II ' 

prolitabil it) rilL' L, nicICnC) ratios. namel y acco llill s n .. x:ei \ "ab k pl"r1od, in ventory pcnud alld 



accounts payable period were used as measures of working capital. The Cash Conversion 

Cycle (Ccq was used as a comprehensive measure of working capital. The regressions were 

also include the ratio of current liabilities to total assets to measure the degree of aggressive 

fmilncing policy. with a high ratio being relatively more aggressive . Sales a proxy for size 

(the natural logarithm of sa les), the gearing ratio (financial debt/total assets), the gross 

working capital turnover ratio (sales/current assets) and the ratio of current assets to total 

assets were included as control variables in the regressions. The regression results showed 

that high investment in inventories and receivables is associated with lower profitability. An 

analysis of the liquidity, profitability and operational efficiency of the five industries showed 

significant changes and how best practices in the paper industry have contributed to 

performance. The findings also reveal an increasing trend in the short-term component of 

working capital financing. 

Raheman and Nasr (2007) in this research. they have selected a sample of94 Pakistani non­

financial firms listed on Karachi Stock Exchange for a period of 6 years frolll 1999 - 2004 to 

investigate the effect of different variables of wo rking capital management Including the 

Average collect ion penod, Inventory turnover in days. Average payment period. Cash 

conversion cycle and Cun'ent ratio on the Net operating profitabi lity of Pakistan i fIrms. Debl 

ratio. size of the firm (measured in terms of natural logarithm of sales I and finanCial assets to 

total assets ratio have been L1sed as contro l variab les. Pearson ' s correlation. and regression 

analysis (Poo led least square and genera l least square with cross sect ion weight mode ls) were 

used for analysis. The result s showed that there was a strong negative relationship between 

variables of the working cap it a l management and profitability of the firm. It mea ns that as the 

cash conversion cycle Increases it will lead to decreas ing profitabilit y of the fi rlll. and 

managers can create a positive value for the shareho lders by reducing the cash conversion 

cycle to a possible Illlnimum level. !\ slgnilicant nega tI ve relat ionship between liquidity and 



prtditahilllY has heen l<lLlIlded . rhe\ a ls" 1'lIld that there was a flos it iw relations ht p hetween 

s i/.c of the firm and liS proli tahility. There was also a significant negative re lationship 

hc twecn debl usc:d by the lirlll and Its profitab ilit y. 

Alza and Nazlr (2007) invest igated the relationship between the aggressive/conse rvative 

wo rking cap ital policies for seve nteen Industrial groups and a la rge sample of 263 public 

lI mited companies listed at Karachi Stock Exchange for a period of 1998-2003. Using 

ANOVA and Least Significant Difference (LSD) test, the study found significant differences 

among their workIng cap ital investment and financing policies across different Industries. 

Moreover, rank order correlat ion confirmed thm these significant differences were 

re markabiy stable over the period of study. The aggressive investment working capital 

pol icies were accompanied by aggressive working capital financing policies. Finally, 

ordinary least square regression analysIs found a negative relationsh ip between the 

profitability measures of firms and degree of aggressiveness of working capital investment 

and financing po licies. These results were further confirmed by Afza and Nazir (2008) on a 

longer period of time (i.e, 1998-2005) and using market measures of return. Moreover, the 

later study also took into consideration the impact of aggressiveness of working capital 

policies on the risk of firm. In conformity with Carpenter and Johnson (1983), the study 

found no significant relationship between the aggressiveness/conservativeness of working 

capital policies of firms and their operating and financial risk. 

Ganesan (2007) tried to examine the working capital management efficiency of firms from 

telecommunication equipment industry in India, The relationship between working capital 

management effic iency and profitabi lity is examined using correlation and ' regression 

analyses, Working capital management efficiency was measured by days sales outstanding, 

days inventory outstanding and days payable outstanding, Days of working capital was also 
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use as a comprehensive measure . The firm's profitability was measured using the operating 

income plus depreciation related to total assets (lA). This measure is indicator of the raw 

earning power of the firm's assets. Another profitability measure used for this analysis was 

the operating income plus depreciation related to the sales (IS). ANOV A analysis was done 

to study the impact of working capital management on profitability. Using a sample of 443 

annual financial statements of 349 telecommunication equipment companies covering the 

period 2001-2007, this study found evidence that even though "days working capital" is 

negatively related to the profitability. it was not significantly impacting the profitability of 

firms in telecommunication equipment industry. 

Samiloglu and Demirgunes (2008) investigated the effect of working capital management on 

firms' profitability for a sample of manufacturing firms listed in Istanbul Stock Exchange 

(lSE) for the period 1998-2007. The data was taken from the quarterly financial statements of 

the sampled firms from ISE database and 5,843 firm-quarter data was used . The dependent 

variable. firm profllability. was measured by return on assets. Accounts receivable period. 

inventory period and cash conversion cycle were used as proxies for wo rking capital 

management policies. Like other many working capital literatures. firm size. firm growth. 

leverage and fi xed financial assets were used as control variables. The data has been analyzed 

under a multiple regression model. The empirical results of the study showed that accounts 

receivab le period. invento ry period and leverage significantly negatively affect profitabilitv 

of the sample firms. while firm growth (in sa les) significantly and positively. However, it was 

also concluded that cash conversion cyc le. s ize and fi xed tinancial assets ha ve no statisticall y 

s ignificant effect s on profitability of the sampled firms. 

Christopher and Kamalaval li (2009) invest igated the re lationship between wo rking cap ita l 

management and co rporate profitability for a sample of 14 corporate hospita ls. in India. li sted 



in the Bombay Stock Exchange (BSE) for the period of 10 years (i.e. 1996/7-2005/6). The 

independent variables were Current Ratio . Quick Ratio. Inventory Turnover Ratio. Debtor ' s 

Turnover Ratio, Working Capital Turnover Ratio, Ratio of Current Asset to Total Asset, 

Rat io of Current Assets to Operating Income, Comprehensive Liquidity Index, and Net 

Liquid Balance. The dependent variable ' profitability' was measured in terms of Return on 

Investment (ROI) ratio. Size, Leverage and Growth were also used as control variables. 

Working capital management variables associated with ROI was examined through 

Correlation analysis. Impact of work ing capital management variables on ROI was assessed 

through mUltiple regression analys is. The most prominent variables that influence RO[ were 

studied by employing Step-wise regression analysis. Direct and indirect effect of selected 

variables on ROI was analyzed through Path analys is. Correlation analysis reveals that eight 

variables (inventory turnover rat io, debtors turnover ratio. working capital turno ver ratio . 

current assets to total assets ratio , comprehensive liqu idity index, net liqu id balance, growth 

rate and size) were significantly positively associated with ROJ. From regression analys is it is 

evident that an increase of one unit in current ratio. cash turnover ratio. current assets to 

operating income and leverage dec reases profitability. Current ratio. quick rat io. cash 

turnover ratio. current assets to operating income and leverage were showed negati ve 

associat ion with return on investment. Step wise regression analysis has identified seven 

prominent variables (cash turnover rat io. ieverage. debtors turnover ratio . s ize, current ratio. 

growth rate and qu ick rat io) that were s ignifican tl y influence profitab ili ty . Path analysis 

showed 'quick ratio' has the highest direc t effect on profi tabi lity while 'current ratio' has th~ 

least direct effect. 

Nobanee (2009) examined the re latio nship between wo rking capital management and flrm' s 

profitability for a sa mple of5802 nnn-linanciallirrns li sted in the New Ytlrk Stock Exchange. 

I\ merican Stock Exchange. NASDAQ Stock Marke t and the Over the' Cou nter Marke t Illr the 

p 
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period of 1990-2004 (87030 firm-year observations) . To measure working capital 

management effic iency. optimal cash conversion cycle which is an add it ive function of 

optimal inventory conversion period, optimal receivable collection period and optimal 

payable deferral period was used. Profitability was measured by operating income to sales 

ratio . To investigate the relationships between chosen variables a Generalized Method of 

Moment System Est imation (GMMl' applied to dynamic panel data. In contrast with othe'r 

find ings. the estimated coefficients showed that the length of the cash conversion cycle. the 

length of the receivable co llection period and the length of the inventory conversion period 

had posit ive impact rather than negative impact on the company' s profitability. The results 

also showed that the payable deferral period had significant negative impact on profitability 

instead of having a positi ve impact as reported on other ex isting literatures. In addition. the 

results showed that an increase in the quick ratio was negatively associated with firm ' s 

profitabilit y, this result certi fy the traditional trade off between profitability and liqu idity. 

Finally. this study was suggested an optimal cash conversion cycle as more accurate and 

compre hensive measure of working capital management that maximizes sa les. p ro tit abilit~ 

and market value o f fi rms. 

Zariyawati . et a i. (::>009) examined the re lat ionshi p between working capita l ll1anagement and 

firm profitabilit y t'o r a sample of 148 firms li sted in Bursa Malaysia. This sll1d ~ ' was used 

panel data of 1628 linn-year fo r the period of 1996-2006 that consist of six d ifferclll 

economic sectors. Cash convers io n cycie was used as measure of wo rking capitai 

management. The coefTlclent results of Pooled OLS regress ion analys is was pro vide a stro ng 

negative significant relat ionship between cash conversion cycle and firm profit ability. This 

reveal s that rcd uci ng cash co nve rsion pe riod result s to profitabi lit y increase Like most of 

other working carltal literatu res. this study \"'as also suggc.:slcd thaI. in purro sC' to cn.:atl' 



shareholder value, firm manager should concern on shorten of cash conversion cycle till 

optimal level is achieved. 

In Africa, a little work has been found m fmance literature, specifically with reference to 

short-term financial management and working capital. In this regard, Smith and Begemann 

(1997) examined the tradeoff between the liquidity and profitability of frrm by investigating 

the association between return on investment and alternative measures of working capital. 

The study evaluated the association between traditional and alternative working capital 

measures and return on investment (ROT), specifically in industrial frrms listed on the 

Johannesburg Stock Exchange (JSE) for a period of 1984 to 1993. The problem under 

investigation was to establish whether the more recently developed alternat ive working 

capital concepts showed improved association with return on investment to that of traditional 

working capital ratios or not. Results indicated that there were no significant differences 

amongst the years with respect to the independent variables. The results of their step-wise 

regression corruburated that total current liabi lities dIvided by funds tlow accounted for most 

of the variabiiity in Return on Investment (ROI ). The stati stical test results showed that a 

traditional working cap ita l leverage ratio. current liabilitIes divided by fund s flow. displayed 

the greatest assoc iations with return on investment. Well known liquidit) concepts such a, 

the current and quick rat ios registered inslgn Jiicant associations whilst only one orthe newer 

workmg capital co ncepts. the co mprehens ive iiqu idit y index. exhibited strong negati\l~ 

correlat ion with return on investment as 5 perce11l level ofslgnilicance. 

A study by EnYI (2005) examined the relatIonshIp between the operational size of the firm 

and the adequacy of the wo rking capital requirement s in N igeria. Relative so lvency ratio has 

been used to measure the le vel of worki ng c:lpital that can be considered adequate I;l r the 

firm size and operational level. 1\ relatI ve so lve ncy rat Io greater than one was cons idered to 



be adequate for working capital level requirements relative to the operational size of the 

firms. The data has been co llected from the annual published repots of25 companies listed in 

Nigeria Stock Exchange together with the interviews of selected officials of the firms. T -test 

has been applied to compare the relative so lvency ratio and return on capita l employed as the 

performance measure of ftrms having re lative so lvency ratio greater than one with those that 

were less than one. The results irid icated that ftrms having re lative so lvency rat io greater than 

I i.e. adequate working capital relative to its operational size perform better than ftrms who 

have inadequate working capital. 

Falope a nd Aj ilore (2009) provided e mpirica l evidence about the e ffects of wo rking cap ital 

management on ftr ms' pro fit ability by using secondary data sources fro m annual repo rts and 

financ ial statements of a sample of 50 non-financia l firms listed in N igerian Stock Exchange 

for the time period 1996-2005. The dependent variable, firms ' profitabi lity. was measured by 

relUrn on assets. defined as net inco me divided by average book va lue o f assets. With regards 

to the independem variables. number of days of accounts recei vable. number uf days of 

inve ntory, number of days of accounts payable and cash convers ion cyc le were used to 

measure working capital management. Size (defined as logarithm of assets), sales growth. 

debt and economic cyc le (annual GDP growth rate) were a lso used as control variables. The 

sllldv ut ilized pane! data eco nometrics in a poo led regression with fi xed e fTec t models. whe re 

tune-seri es and c ross-sectiona l o bservations were co mbined and estima ted. Signilicant 

negative re latio nship was fo und between profitability and average co llection period . 

inve ntory turnover in days. average payment pe riod a nd cash conversion cyc le. According to 

the researchers, a negative re latio nshi p between num ber of days of accounts payah le and 

pro fitahi li ty wa~ co ns iste nt Wit h the vicw that less profitable fi rms wa it longe r to P<1,' their 

hi ll s. In thi s case. pro fita hilit y ancets tile acco unt rayables a nd vice verse\. f:urt he rmorc. the 

study fo und no s ignifica nt var iatio ns in thc e ffects o f wo rking capital llla nage llle nt bctwecn 



large and small firms. Finally, the researchers were suggested that managers can create value 

for their shareholders if they manage their working capital in more efficient ways by reducing 

the number of days of accounts receivable and inventories to a reasonable minimum. 

Another study by Mathuva (2009) investigated the impact of working capital management 

components (average co llection period, inventory conversion period, and average payment 

period) on corporate profitability measured by the net operating profit for a sample of 30 

firms listed on Nairobi Stock Exchange (NSE) for the periods 1993 to 2008. Both the pooled 

OLS and the fixed effects regressio n models were used. The key findings from the study 

were: ( I) there ex ists a highly significant negative relationship between the time it takes for 

firms to co llect cash fro m their customers (accounts collection period) and profitability. This 

means that more profitable firms take the shortest time to collect cash from their customers: 

(2) there exists a highly significant positive relationship between the period taken to convert 

inventories into sales (the inventory conversion period) and profitabi li ty . This means that 

firms which maintain sufficiently high inventory levels red uce costs of possible interruptions 

in the production process and loss of business due to scarcity of products. This reduces the 

firm supply costs and protects them against price fluctuatio ns: (3) there exists a hig hly 

significant positl\ 'c relationship between the time it takes the tlrm to pay it s creditor~ (average 

payment penod) and profitabil it y. This means that the longer a firm takes to pay iiS cred itors. 

the more profitable it is. Based on the findings, the management of a firm can create value lo r 

their shareholders by increasing inventories to a reasonable leve l, taking long to pay cred itors 

to the optimum level and red ucll1g the cash conversion cyc le to its minimum. 

Finally, to best knowledge 0 r the researc her one research has been done by Tewod ros Abera 

(2010) in EthlOpia. He stud icd the d Tect of working capital policy management on firms' 

prolitabili t\ I'll" a sample of II manulacturing pr ivate lim ited co mpanies in Tigray reg ion. I(]I" 
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the period of 2005-2009. The cash conversion cycle along with account receivable period, 

inventory holding period, accounts payable period, Current Liability to Total Assets Ratio 

and current asset to total asset ratio has been used as a comprehensive measure of working 

capital management, whereas current ratio and quick ratios has been used as a measure of 

corporate liquidity. For profitability measurement Return on Assets, Return on Equity and 

Operating Profit Margin were used .In addition, Firm Size, . Firm Growth Rate, Financial 

Leverage and GOP were introduced as control variables. Using correlation and pooled panel 

data regression models of cross-sectional and time series data he found a strong negative 

relationship between profitability measures and account receivable period, inventory holding 

period and cash conversion cycle at the 1 percent significance level. Similarly, the correlation 

analysis shows that accounts payable period is negatively related to the three measures of 

profitability but this relationship is not statist icall y significant. On the other hand, current 

assets to total assets ratio shows strong positive relationship with return on assets. return on 

equity and operating profit margin at the 10 percent, S percent and 1 percent significance 

levels respectIvely. On basis of these results he suggested that managers can create value for 

shareholders b) maintaining the cash co nVe rSIo n cycle and its components to an optImal 

level. 
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2.7 Conceptual Framework of the study 

From the literature review, which is discussed above, the researcher construct the following 

conceptual frame work for the analysis of the problem. 

Working Capital 
Financing Policy 

Working Capital Current Liability to Total 
Assets Ratio 

Investment Policy 

~~ » Accounts Receivable 
Period 

» Inventory Holding 
Period 

V 
Working Capital » Accounts Payable 

Period Management 
» Cash Conversion 

Policies Cycle 
L » Current Assets to 

rd~ .7- ) Total Assets Ratio -
FIRMS' 

~ 
PROFIT ABILITY: 

Return on Assets 
,..11 Return on Equity 

Operating Profit Margin 
-. 

Control Variables 
'\ 

r:I 

» Finn Size --- -........... 

I I » Finn Growth Rate 

~ Financial Leverage 
Liquidity 

» GDP 
~ Current Ratio 

..I ~ Quick Ratio 
Source; Researchers " own design 

FIgure 2.1 Conceptual frame work of the study 
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Chapter Three 
Research Methodology 

3.1. Research Design 

The explanatory type of study with quantitative approach is employed to analyse the 

co llected data. The researcl) design, used in this study is a pooled panel data analysis of 

cross-sectional and time series data. Pooled panel data ana lys is, also called the constant 

coefficients model is one where both intercepts and slopes are constant, where the cross 

section fi rm data and time series data are pooled together in a single column assuming that 

there is no significant cross section or temporal effects (Gujarati, 2003). 

3.2. Data Source and CoUection Methods 

The data required for the purpose of analysis was only obtained from secondary sources , 

through document analyses (Financial statements of five years of sampled firms i.e. for the 

period2006-20 1 0) . The researc her cons iders five years as a study period. because of limited 

number of firms having an operating li fe of more than tive years. Most of the req uired data 

are obtained from the fi nancial statements submitted to the Ethiopian Reve nues and Customs 

Authority (ERCA ). fo r income tax purpose. However. due to incompleteness o f data that are 

obtained from ERCA some of the data are collected d irec tly trom the respecti ve co mpanies. 

Moreover th is data are adjusted so that it is useful for compari son with other compan ies. 

3.3. Sampling Design 

The total population of the stud y is all man ufacturing private limited co mpanies located and 

operat ing within Addis Ababa. To se lect sample firms. the researcher employed convenience 

and purposive sa ill p ling. It is because of the fo llowing req uircment s. 



The first criterion that was used to select sample units to be included in the study is holding a 

complete 6 years financial statement data The data pertaining to year 2005 were only used to 

compute the variable growth whose indicator is change in total sales and it is used to compute 

the sales growth only for the year 2006 of all observat ions. 

The researcher further conducted two stage restriction criterions to arnve at defining the 

study population. The study first considers the manufacturing industry sector from the 

business classification. i.e. agricu lt ure. industry and service e.t.c. In doing so, the sample 

considers companies that are engaged in the manufacturing sector of the economy only. 

Then the researcher makes the second level sample restriction that the manufacturing 

companies need to hold the legal status of 'Private Limited Co mpany. 

The above restrictions has made in an attempt to avoid bias that may result from, first, 

industrial classification i.e. since firms operating in different c lass of economy have different 

decision criteria in selecting sources of funds needed for executing investment opportuniti~s 

and different working capital requirements. In order to a lleviate this problem the researcher 

limits the study population only to those compan tes engaged in manufacturing industry. 

Secondly. the approach fo llowed by tax author ity in collecting tax from business 

organizat ions 111 Ethio PIa is progressive in nature . Therefo re: it basicall) uses SI7,e 01' sale" 

turnover as its criteria lor categoriz ing bus iness fi rms. Since different tax category III'I11S have 

different capacity in appropriat111g tax shie ld advantage fi'om their capital structure ci)(lice 

(Equity versus debt financing). in an effort to minimize thi s size bias. researcher will includes 

thnsc firm s hav ing a legal status or pri vate limited company only in constructing sample 

dements. 



The researcher tried to make the sample representative of the population-manufacturing 

private limited companies operating in Addis Ababa. The researcher, therefore, selected and 

collected 22 companies' fmancial statements. 

3.4. Data Analysis Method 

Descriptive statistics is used as the first step in the analysis and it was used to describe 

relevant aspects of observable facts about the variables and provide detailed information 

about each relevant variable. At this stage, mean, standard deviation, maximum and 

minimum values of the required variables are computed. The obtained data was analyzed by 

using two quantitative analysis methods. First, Pair wise Correlation analysis is used to 

measure the degree of association between the dependent variables and explanatory variables. 

Second, linear panel data regression models are employed to analyze the causal relationships 

of profitability variables with working capital investment and financing policies. liquidity and 

control variables. "By combining time seri es of cross-section observations. panel data gives 

more informative data, more variability, less co-linearity among variables. more degrees of 

freedom and more efficiency" ( Baltagi cited by Gujarati 2003 :63 7). Eviews 6 software is 

employed for the purpose of analysis and tabies are used to present the results from the 

analysis. 

3.5. Description of Variables 

To investigate the e ffects of working capital management policies on finns ' profitability the 

researcher identities key variables that indicate profitab ility. working capital po li cies. 

liquidity and other factors that inOuence profitabilit y. T he chose n variabks. indude 

dependent . independent and some control variables. 



. 3.5.1. Dependent Variables 

Dependent Variables are variables that are us~d to measure the profitability offlfms. Due to 

the absence of secondary market in Ethiopia it is impossible to use market indicators such as 

share price, only accounting measures of profitabi lity wi ll be used in the study. According to 

Ross et al (2002), Return on Assels (ROA). Return on Equity (ROE) and Operating Poofit 

Margin (OPM) are best known and most frequently used profitability measures. To set up a 

factual association between the operating "success" or "failure" of firms and working capital 

policies and to avo id the effect of tax incent ives (if ava ilable), Earning Before lmerestand 

Tax (EBIT) is used as a base to calculate ROA and OPM as follows: 

Return on Assets (ROA) = Earnings Before Interest and Tax (EBIT) 

Total Assets (T A) 

Operating Profit Margin (OPM) = Earnings Before Interest and Tax (EBIT) 

Net Sales (NS) 

To measure the return to the owners' equity, earning before tax IS used. 

Return on Equity (ROE) = Earn ings Before Tax (EST) 

Total Equity (TE) 

3.5.2. Independent Vat'iables 

Accounts Recei\able Per iod (ARP). Inventory Holding Period (lHP ) and Acco unts Payab le 

Period (APP) as an independent variable. wi ll be used to measure specific wo rki ng capital 

investment policy. Furthermore. Cash Conversio n Cycle (CCe) and Currcnt Assets to rotal 

Assets Ratio (CATAR) are used as co mpress ive measures of working capital pol icy. Current 

Liabil ities to Towl Asse ts Rat io (CLTAR) is used as a measure of wo rking capital financing 

policy whi lst the two co nventional measures. Current Ratio (CR) and Quick Rat io (QR). arc 



used as indicators of liquidity (Eljelly, 2004; Lazaridis and Tryfonidis, 2006; Padachi. 2006: 

Raheman and Nasr, 2007; Tewodros 2010;). 

Accounts Receivable Period (ARP), also used as proxy for Collection Policy, and represents 

the average time it takes to gather payments from customers from sales of goods and services. 

The longer the accounts receivable period, the higher will be the investment in accounts 

receivable. Theoretically, the higher the investment in account receivable, the lower will be 

the profitability. 

To calculate ARP the researcher uses the fo llowing formula : 

Accounts Receivable Period (ARP) = (Accounts Receivable I Sales] X 365 days 

Inventory Holding Period (IHP), is used as alternative fo r the Inventory Po licy, and stands 

for the average time it takes to acquire and se ll inventory. The longer the inventory storage 

period. the higher will be the in vestment in inventory. In the same manner, the higher the 

amount invested in inventory. the lower will he the profitability of firms. 

IH P can be calculated as: 

Inventor Holding Period (lHP) = [Inventories {Purchasei X 365 days 

Accoullts Payable Period (APP), is used as substitute for the Paymem Policy. and represe l1l s 

the average time between purchases of inventory and payment for it. The higher the value. 

the longer it takes to senle payment commitments to suppliers and hence. the lower will be 

the investment in work ing capital. 

The fo llow ll1 g fo rmula is used to calculate Accounts Paya ble Period : 

A('('oullt Payable Period (API') = IAccounts Payable! PUI'ehasesl X 365 days 

In addition. the Ca.I·" COllvers;oll Cycle (Ccq and Currellt AsselS to TOIlll /I sseIS RlIt;o 

((ATAR) Wcre usco as co mpre hens ive measures oi'work ing capital in vestment po li cy, I'k 

1>\ 



Cash Conversion Cycle (CCC) represents the average time between cash disbursement · for 

inventory and cash collection from receivables . The theory says, the shorter the Cash 

Conversion Cycle (CCC), the lower will be the investment in inventories and receivables. 

The longer the Cash Conversion Cycle the greater the investment in current assets hence. the 

greater the need for financing of current assets. 

The formula used to calculate the Cash Conversion Cycle (CCC) is: 

Cash Conversion Cycle (Ccq = Accounts Receivable Period (ARP) + Inventory Period 

(lP) - Account Payable Period (APP) 

Current Assets to Total Assets Ratio (CAT AR) represent the proportion of current assets in 

the lOtal assets of the firm. The higher the value, the higher will be the investment in current 

assets. 

It IS calculated as: 

Current Assets to Total Assets Ratio (TCA TAR) =Total Current Assets (TCA) 

Total Assets (TA) 

To measure workll1g cap ita l financing policy e ffi cienc) Currellt Liabilities 10 Tow! Assets 

Railo. whiCh measures the Degree of Aggress iveness In " ·orking Capital Financing. was used 

i Weillraub and Visscher. 1998: Afza and Nazir. 2007: Tewodros 20 I 0: ). Degree of 

Aggressive ness in working capital financing (DOA wcn represents the extent to which the 

firm uses current liabilities 10 finance it s work ing capital. The higher the value. the more the 

i-irm IS agg n.:~s i" e in using current liabilities. TheorL'lIcali). aggre ssIH:' \\ orking cupital 

financ ing police relate with higher profitabi lit y. 

I"h,· lo llowing form ula wa, used to calculate currcnt fia hi I it ies to total assets ratio 

C UITcnt L iauilitics to Total A"cts Ratio (CLTAH) = Total Current Liauilitics ( l'eL ) 

Total Assets 
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Liquidity, one of the two objectives of working capital management is liquidity. In this 

study, the researcher examines the re lationship between the two objectives of working capital 

management po lic ies: liquidity and pro fi tabil ity. Liquidity refers to the abil ity to meet current 

liabilities from available current assets. In this study the traditional measures of liquidity: 

Current Ratio (CR) and Quick Ratio (QR) are employed. 

The formulas used to calculate Current Ratio and Quick Ratio were: 

C ur rent Ratio (CR) = Cur rent Assets 

Current L iabilities 

Quick Ratio (QR) = Cur rent Assets- E nding Inventory 

Cur rent Lia bilities 

3 .5.3. C ontrol Varia bles 

In order to have a reliable analysis of the effect of working capital management pol icies on 

profitability, it is co mmon in work ing capital literature to use some control variables to 

account for various factors thaI may influence profitability of firms (Deeiof. 2003: Eljell y. 

2004: Lazaridis and Tryfo nidis. 2006 ; Padachi. 2006: Afza and Nazir. 2007: rewodro~ 

2010:). Accordingly. lOgether with the above working capital var iables. some control 

var iab les that are specific to fi rms and general to the economy as a who le were taken into 

account in th is st ud \,. Firm S ize (FS) , Firlll Gro wlII Rale (FGR) and Fillal/cilll Leverage 

(FL) are control variables thaI are spec ific to the fi rm. In o rde r to acco unt for Firm Size (FS ). 

as used by different pnor researchers, the natural logarithm of sales is used <DelooL 2003: 

Eljelly. 2004: Padaclli. 2006: Raheman and Nasr. 2007: Tewodros 2010;). As a proxy lor 

Firm Growth Rat e (FGR) change in annua l sa les I(Salcs,-Salcs,.d /Salcs,.,j is used . Total 

debt to total asset, ratio was lIsed as a proxy lor Fina ncia l Leverage (FL). Fina ll y. since 

change in economic co ndit ions a lTcct operating cfli c iency of fi rms and lend to be rclleetcd in 
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firms' profitabi lity (Lamberson 1995), GDP Growtlt Rate (GDP) of the country was a lso 

used as a control variable. 

3.6. Model Specifications 

As mentioned above, the effect of working capital management policies on firms' 

profitability was estimated by using simi lar quantitative models of Tewodros (20 I 0) studies. 

The general model was: 

Where 

Yi ~ the i,l; observation of dependent variables (ROA, ROE and OPM) 

~o~ the intercept of the equation 

~i ~ coefficient s of X , variables 

x; ~ the d ifferent indepe ndent variables 

£, ~ the error term 

When the above general model is convened into the spec ilied Variables of thi s stud" the 

follo wing regress ion eq uation, we re run to estimate the impact of working capital pullei", Illl 

the profitability of selected compa nies: 

Inventory holding period and prolltabi lity measures: 

ROA i ~ ~O + ~ 1 (1I-1Pi ) + ~2(FSi) + fJJ( FGRi) + rJ4 (FLi ) + 05(GDPt) + £ ,,( I ) 

ROEi = [lO ' jll(! ll l'i) I [l2(FSi) t- [l3 (1 'CiRil '· [l4(Fl.i ) + ll5(G DPt) +!: . . . (~) 

OI'M i ~ rlO + [31 (1l1l' i) + [l2(FS i) + [JJ (FGRi) + fJ4(FLi) + [l5(G DPt) + >: . . . . . . . . (3) 
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Accounts Receivable Period and Profitability Measures: 

ROA i = pO + pi (ARPi) + P2(FSi) + P3(FGRi) + f34(FLi) + P5(GDPt) + E .. .... .. . .. .. (4) 
, 

ROE i = pO + PI (ARPi) + P2(FSi) + P3(FGRi) + P4(FLi) + P5(GDPt) + E ..... " ...... . (5) 

OPM i = pO + p i (ARP i) + P2(FSi) + P3(FGRi) +P4(FLi) + P5(GDPt) + E .............. (6) 

Accounts payable period and profitability measures: 

ROA i = pO + PI (APPi) + P2(FSi) + P3(FGRi) + P4(FLi) + P5(GDPt) + E .............. (7) 

RO E i = pO ~ PI(APPi) ~ P2(FS i) + p 3(FGRi) + P4(FLi) + P5(GDP1) '" £.. .... (8) 

OPM i = pO + PI (APPi) + P2(FSi) + P3(FGRi) + P4(FLi) + P5(GDPt) + E .......... .. .. (9) 

Cash Conversion Cycle and Profitability Measures: 

ROA; = pO + PI(CCC i) + P2(FSi) + P3(FGRi) ~ P4(FLi) + P5(GDP1) + E .. (10) 

ROE i = pO ... PI (CCCi) + P2(FSi) T P3(FGRi ) ... P4(FLi) - p5(GDP1) + E.. . .( I I) 

OPM i = pO + PI (CCCi) + P2(FSi) + P3(FGRi)+ P4(FLi) + P5(GDP1) + L ( 12) 

Current Assets io T otal Assets Ratio a nd Profitability Measures: 

ROA i = PO ,- III ( CATA Ri) - p2( FSi) - 133(I 'GRi , - jJ4(FLi) -,- ~S(GDPI ) - c..( 13) 

ROE i = PO + PI(CATARi) + P2( FSi) -,- ~J(FGRi) T B 4 (FLi) + B5(GDPI) + c ... .. .. ( 14) 

OPM i = pO + Pl(CATARi) + P2(FSi) + P3(FGRi)+ P4(FL i) + PS(GDPI) + c ....... (15) 



Current Liabilities to Total Assets Ratio and Profitability Measures: 

ROA i= pO + PI (CLTARi) + P2(FSi) + P3(FGRi)+ p4 (FLi) + P5(GDPt) + £ ... " .... (16) 

ROE i = pO + PI (CL T ARi) + P2(FSi) + P3(FGRi) + P4(FLi) + P5(GDPt) + £ .. . . . ...... (17) 

OPM i = pO + PI(CLT ARi) + P2(FSi) + P3(FGRi) + P 4 (FLi) + P5(GDPt) + £ ....... ( 18) 

Current Ratio and Profitability Measures: 

ROA i = PO + PI(CRi) + P2(FSi) + P3(FGRi) + P 4 (FLi) + P5(GDPt ) + E ................ (19) 

ROE i = rjO + PI(CRi) + P2(FSi) + P3(FGRi) + P4(FLi) + P5(GDPt) + L ... .. ........ (20) 

OPM t = pO + PI (CRi) + P2(FSi) + P3(FGRi) + P4(FLi) + P5(GDPt) + E .... . . ............. (21) 

Quick Ratio and Profitability Measures: 

ROA i = pO + PI (QRi) + P2(FSi) + P3(FGRi) + P4(FLi) + P5(GDPt ) + E ... .. .(:12) 

ROE i = pO + PI (QRi) + P2(FSi) + P3(FGRi) + P4(FLi ) + P5(GDPt) + E ... .. . ...... . ... (23) 

OPM i = pO L PI(QRi) + P2(FSi) + P3(FGRi)+ P4(FLI ) + P5(GDPt) + E .. .. .......(24) 

Where: 

ROA i = Return on Assets of observation I 

ROE i= Return on Equity of observation i 

OPM i = Operating Profit Margin of observation i 

ARPi = Accounts Recei vable Period of obse rvat ion i 

IHP ,= Invemory Holdi ng Period of observation i 

APPi= Accounts Paya ble Period ofobser vatioll i 

CCC= Cash Co nvers ion Cyc le of obse rvat ion i 

CATARi = Current Assets to Totall\ssets Ratio of observatio n i 

C LTARi = Current Liabilit ies to Total Assets Ratio of observation 1 

CR, = Current Ratio of obscrvatio n i 
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QRi= Quick Ratio of observation i 

FSi = Firm Size of observation i 

FGRi = Firm Growth Rate of observation i 

Fli = Financial Leverage of observation i 

GDP, = Gross Domestic Product Growth Rate of Ethiopia for time period t 

E =error term of the model 

po = intercept 



Chapter Four 
Data Presentation and Analysis 

In this chapter of the study, the panel data, which is prepared from the financial statement of 

the sample companies, are analyzed through EViews 6. The results from the regression and 

correlation analys is are represented in table and discussed. 

4.1 Deseriptive Statistics for the Study Variables 

The descriptive stat istics was co mpute, so that it gives deta il understanding to the trend of 

working cap ital management, profitability, liquidity and other chosen variables among the 

sample firms and it is used as stand to give recommendations after identifYing the association 

between the variables fro m correlation and regression analyses. 

Table 4.1 presents some of selected descriptive statistics of the sample firms including the 

mean, standard dev iations. minimum and maximum values of study variables for the study 

period. The research has employed 15 var iables for the analysis purpose. Further. these 15 

variables are: broadly classified in to twelve independent variables and three dependent 

vanables. Out of the twelve tndependent variables. six are prox ies tor work ing cap ital 

tI1vestment and li nanc ing policies of the sample fITms. T" o of other ll1dependent vanables 

are used to measure liquidity. The remaining fou r variables are control variables. which are 

firm Size as measured by the natura l logarithm o f sales . fi rm growt h rate measured by the 

reiative change in sales as compared to preVIous year. ie\'erage of the firm s and the GOP 

growth rate oCthe co untry . 

As it is di splayed in table 4. 1. the mean value of return on asset is 7.8 percent and it dev iates 

13.6 percent to the left and right s ide or the mean va lue. Its mi nimulll va lue is -19.05 rercent 

while the lTIaximulll is 5).5 percent. The return on asset of tllc sa mple c{l11lJ1"\Ilil' ~ is averaged 

In :' .42 r erccnt It de" iales li'om the mean va lue to bo th s ide ,> by J2 . ~2pe reeJlt rill' lllilli lllUJl l 



and maximum values are -96.37 percent and 102.61 percent respectively. Operating profit 

margin is averaged to 1.038 percent with standard deviation of2 1.8 percent. It means that, on 

average, out of 

I birr of sales I cent is a profit and this figure may be varied to both (right and left of the 

mean value) sides by 21.8 percent. The minimum and maximum operating profit 

Margin among the sample firms is - 14 1.37 percent and 67. 1 05percent respective ly. 

The average current ratio for the sample Manufacturing Private Limited Companies is 7.1. 

Table 4.1: Descriptive Statistics/or tlte Stlldy Variables 

, 
Variable Obs Mean Std.Dev. Min Max 

I 

ROA 110 0.078026 0.1 36256 -0. 1905 0. 535 1089 

ROE 110 0.0342 16 0.323209 -0.96377 1.02611 

OPM 110 0.010377 0.218052 -1.4 1373 0.6710533 

CR 110 7.085104 16.33927 0.438418 108.555 , 
QR ! 110 4035755 8.492207 0.193822 50.48601 

I , 
ARP 

! 
110 134.3 11 47 123.14385 0 976.1957 I 

i 
i !HI> I 110 134.3504 I 663.4595 0 i 1146402) ! 
I 
I API> ! 110 98.47 11 92.1352 0 742.323 
I 
! CCC j 110 275.1909 455.7621 -175.49 10850607 , 

I CATAR , 110 ! 0.597248 ! 0.126182 0.0239498 . 0.873501 

i: CLTAR 
! , 
i 

110 i 0.335121 i 0.225546 0012397 0.897934 
i 

i ' 

I FS I 110 18.34 1866 0.563537 6.890008 3 1.32098 
i , , 

! FG 110 I 0.953282 I 3.408042 -0.88661 29.783803 
i 

I 
i 

FL 
, 110 0.829448 0.536463 0.00680 3.5163 I 

I 
I i 

GOP 110 11.09322 0.73505 9.9 11.8 I 
I 
, 

S·ollrce . F I 'if! HIS dOl (I slIInmuIT sIal isl ies r e.\"ld { hosed on (l nn Nul I"(J/)()rts (~r \"({f}'/fJle Ii !"Ins .Ii J/" I 

the stlldv pel'lod i 
I 

wh ich IS hig hl y greater than the prelerred cu rrent ralio (as a rule 01 thumb I t IS good lor the 



firm to have current ratio of 2). The standard deviation is 16.34. The standard deviation 

shows a wide variability in current ratio among the sample companies. The minimum and the 

maximum values of current ratio are 0.44 and 108.6 respectively. 

As it has shown in the above table (table 4.1), the mean value OF Quick ratio is 4.04, which 

is as well more than the standard quick ratio I (as a rule of thumb the preferred quick ratio is 

I). The value of quick ratio can vary to both sides of the mean va lue by 8.49. The minimum 

and the maximum value of quick ratio is 0.19 and 50.49 respectively. 

Likewise. the descriptive stat istics for the three measures of effi c iency of working capital 

investment policy, namel y. accounts rece ivable period, inventory holding pe riod and 

accounts payable period are also presented in the same table. Accounts rece ivable period, a 

measurement for collection policy. is averaged to 134 days for the sampled firms. The 

interpretation for the average of the account receivable period is thaI. fmns in the sample wait 

134 days on average to co llect cash from cred it sales. The Account receivable period can vary 

by 123 days to both sides o f the mean value. The var iance shows the existence of large 

difference in accounts receivable period among the sampled firms. The minimum and the 

maximum Acco unt receivable period for the sampled firms are 0 and 976 days respectively. 

The average value of Invento ry hold ing period as a proxy for inventory polic \ i, 207 days. 

This means. fir ms in the sample needs on average 207 days to se ll inventory . .. \ , it is shown 

in the abo ve table. the standard deviation of inventory holding period is 26~ days To the 

sample tirms the II1ventory ho ld ing period ranges between zero and 1146 days as mil1llllulll 

and maximum val ues respective ly. The maxi mum days of 1146 days to convert in ventorv 

into sa les is a ver: long period . 

The average value of Acco unts payable period as a proxy fo r raymenl pol ic)' is 'IX da ys . The 

standard de \ ialion o f accounl payable period lor the saJl1r le firill s IS 92 etay, . ("he ne r](lll 
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ranges between zero day and 742days. The minimum value of account payable period, zero 

days. indicates that the fum makes no credit purchases. 

Moreover, other two additional variables are used as comprehensive measures of the 

. efficiency of working capital investment or asset management policy. Cash conversion cycle, 

one of the two comprehensive measures, is 275 days on average and the standard deviation is 

456 days. The minimum value of -175 days shows that a firm records a large inventory turn­

over and/or cash co llections from cred it sales before making a single payment for credit 

purchases. It means that the accounts receivable period and/or the invemory holding period 

are very short and/or the accounts payable period of the fum is very long. On the other hand, 

the maximum time for cash conversion period is 1085 days which is a very long period. 

To the other measure of working capital investment policy, current assets to the total assets of 

the firms, the average is 59.7percent . Current asset to total asset ratio measures the firms' 

degree of aggressiveness or conservativeness in work ing capital investment. The lower the 

amount of the Investment III current assets. the more aggressive is the firm III wo rkll1g cap ital 

investment. it means that in the sampled firms, the amount of current assets represent. on 

average, 59.7 percent of the total assets invested. This amount can vary by 12.6 percent 10 

both sides o f the mean value. The minimum va lue of2.39 percent , current asset to total asset 

ratio of the sample firms related with highl y agg ress ive condition. Whereas. the maximulll 

value of current assets 10 total assets rat io of 87.35 percent. represent the higher conservative 

condition in the sample firms during the stud y period. The average value of 59.7 percent 

indicates that. on ave rage manu iactur ing pr ivate limited co mpanies IJ1 Add is Ababa are 

highly conservati ve in managing their current assets. 

To measure working capital JinanclIlg po li cy. current liabilities to IOta l assets raliO is used. It 

also measures the firm 's degree of aggress iveness or conservativeness in Ilnancing its 

-1X 



working capital requirements. In contrast to current liability to tot al asset ratio, the higher the 

value of current liabilities to total assets ratio, the more aggressive is the firm in fmancing its 

working capital requirements. The lower the value of current asset to total asset ratio , the 

more conservati ve is the firm in financing its working capital through current liabilit y. The 

average current liabilities proportion in financing the total assets of the sampled companies is 

33.5 percent and it can deviates to both sides from the mean by 22.6 percent. The minimum 

value is 1.2 percent which represents the more conservative condition in working capital 

financing while the maximum is 89.8 percent which indicates highly aggressiveness in 

working cap ital financing. When we look at the average current assets proportion in lOta I 

assets of sampled firms (59.72 percent) and the average proportion of current liabi lities used 

in financing total assets (3 3.5 percent) together, the sampled firms are highly conservative in 

financing their working capital requirements and in their investment policy. 

In addition. above table 4. I . al so includes the descriptive statistics o f contro l vari a bles that 

are used in the stud y. The fi rst co ntrol variable. firm size, as measured by the natura l 

logarithm of annual sales. is averaged lO 18.34 fo r the sampled firms and it can deviate to 

both sides of the mean value by 0 .56 T he minimum and maximum values of the firm size 

measured by the natura l logar ith m of the firms' ann ual sea ls are 6.89 and 31.32 respectivei\ 

The second control variable. fi rm growth rate is 95,32 percent on average. as measured by 

changes 1I1 an nual sales. This indicates that there is lower sal es gro wth rate among the sample 

firms. However. there is high de viation. 340.8 percent. from mean value of sales gro wt h to 

both direct ions. The minimu m a nd max imu m sales growth amo ng the samp led lirms is -x~ .!, 

percent and 2978.3 percent rcspceti vcly . T he third eO lllrol va ri ablc. llna nc ial leverage is g2.'1 

percent on average and it can vary by 53. 64 percent to both sides of the mcan va lue. The 

min imu m and maximum va lues of financ ial leverage are 0.68 percent and 351 .63 perce nt 

respecti ve ly. Fina ll y: the annual (i DI' averagc growth rate of co untry IS 11.09 [lerecnt lor the 



study period, i.e from 2006 to 2010. It can vary to both sides of the mean value by 0.74 

percent. The lower and higher annual GOP growth rates during the study period are 9.9 

percent and 11.8 percent respectively. 

4.2. Correlation Analysis between profitability measures and 
explanatory variables. 

The correlation analysis was done to examine the relationship of profitabi lity with liquidity 

and the control variables. Moreover, correlation analysis was also do ne to evaluate the 

re lationship between working capita l assets management (investment) and financing po licies. 

and profitabi lity. To look at the relationship among these variables. Pearson correlation 

coefficients were calculated. In this section of the study the resu lt s of correlation study 

among the variables are presented and analyzed. 

4.2.1. Correlation Analysis of profitability measures with Account Receivable 
Period and control variables. 

I Table 4.2: Relationship betlVeen Profitability lVith Accoli/lls Receivable Period lllld Conlrul 
I Variables 

I 
ROA ROE OPM ARP FS FGR FL 

, , 
I i ! ! I ROA I : i I : I , 

I 

I ! i 
i 

I ROE 0. 7540 1 
I ! 

I 

I 

I 
I 

I 
i 

OPM 0.5741 0.7793 1 : 

I 1-0.618 5 
I , 

ARJ' -0.2592 -0.5823 I 
, 

I 
I i i 

FS 0.3238 0.4291 i 0 347 j i , 
-0.005 ~ 1 i 

! I ; 
! , 

i , 

: , 

i 
I , 
i 

: , 

I FGR -0.0428 -0.0031 -0.0036 0.0863 -0.0242 1 i ! 
I , I 

i 
I FL -0.3776 -0.4008 -0. 3857 0. 1263 0. 25 93 -0.0327 I I I 

I , 

l S(}lIr ce. 10' Views correlatio n r eslIll." hllset! on ({nnllal r ef!orl s o/sall1p le / irllls 

" II 



The Above table 4.2 shows the corre lation coefficient among the three profitability measures, . . 

accounts receivable period and the control variables of the study. As different fmance 

literature indicates and as it is observed in the real world, efficient working capital 

management is expected to improve companies ' profitability. From this one should expect 

negative correlation between accounts receivable period and the profitability measures i.e. 

return on assets. return on equity and operating profit margin . 

In this regard most findings of researches ( by Padachi. 2006; Samiloglu and Denmgunes. 

2008: Shin and Soenen, 1998; Tewodros 2010) states that, there is negative correlation 

between accounts receivable period and the three measures of profitability (return on equit y. 

return on asset and operating profit margIn) . In agreement with these findings and theories. 

the above correlation Table shows negative corre lation coefficient between accounts 

receivable period and profitability measures. i.e return on assets. return on equity and 

operating profit margin among Add is Ababa Manufacturing p.L.es. From table 4.2 , one cane 

notIces that correlation coefficient s o f accounts rece ivab le period with return on assets. return 

on equity and operating profit margIn are ·25.9percent. -5.823 percent and -61.85 percenl 

respectivel y. It IIldicatcs that the shorter account rccclvable pe riod is assocIated with hig h 

profitability and/or longer accounts receI vable perrod is associated with lower protitability. 

In add ilIon. As it can be clearly seen in Table 4.2 there IS a pos itive co rre lalIon coe rfici clll 

between firm size and · profitabilit v measures o r the stud y (I.e . return on assets. rcturn on 

equ it y and operating profit margin) . Thc cocfficients arc 32.3 9 pcrcent with return on asset. 

-1 2.91 percent with return on equi ty and 34.71 percent with operating pro li t margin . 

Moreover. the above co rrelation tablc shows that linn growth rate is weekly and ncga ti vel; 

re lated with Return on asset. Rcturn on equity ami Opera ti ng pro lit margin with a co rrel<ltioll 

~I 



coefficient of -4.28 percent, -0.31 percent and -0.36 percent respectively. Likewise, financial 

leverage has negative correlations with return on assets and operating profit margin. 

4.2.2. Correlation Analysis of Profitability Measures with Current Liabilities to 

Total Assets Ratio, Current Ratio, Quick Ratio and GDP 

Another correlation analysis has been carried out, in order to study the relationship of 

profitability variables with current liabilities to total assets ratio and the two traditional 

measures of liquidity (i.e . current ratio and quick ratio) . 

If efficient working capital financing policy increases profitability, one can expect negative 

relationship between the measures of profitability and working capital financing policy i.e. 

Return on assets, return on equity and operating profit margin on one hand and current 

liabilities to total assets ratio on the other hand. 

Table 4.3 Association of Profitability Measures witlt Current Liabilities to Total Assets 

Ratio, Current Ratio, Quick Ratio and GDP 

I ROA ROE OPM CLTAR i CR QR GOP I 

i ROA ! 
I 

I I , 

I i ROE 0.7521 1 I i 

t 

! 

I 
I 

i 
i 

:l oPM 
I I 

I I i I 0.5741 0.7793 1 i I 
I 
, I I I 
Ii CLTAR i 0.4289 0.3952 0.1302 1 I i ; 
: ! ! I , ! 
I' ; , 

. 1.. , -u .)) - , - - . ) i - I "62 I 017?7 00674 I 0 '961 

! ! 
! 

QR -0.4360 -0.2736 -0.1344 -0.2181 0.93929 ! I 

I GOP I 0.01 77 0.05097 0.0727 0.10488 1 0.03372 1 0.0566 1 1 
I 

I SOllrce: , 
i pmad 

EViews correlolion resuils based on annual reporrs of sample f irms for Ihe study I 

I 
I , 

I 
I , 

________ I 
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Almost all finance literatures agreed that, there is · a trade-off between liquidity and 

profitability; there fore one can expect negative correlation coefficient between return on 

asset, return on equity and operating profit margin on the one hand and the current ratio and 

quick ratio on the other hand. 

Abcve, Table 4.3 presents the correlation results for the three profitability measures with 

. current liabilities to total assets ratio, current ratio , quick ratio and GOP of the country. 

According to Ross and et al (2002) , there is positive relationship between the current liability 

10 total assets ratio and the profitability variables. In harmony to this theory, the above Table 

4.3 shows that , current liability to total asset ratio is positively associated with Return on 

asset, return on equit y and operating profit margin with correlation coefficient s of 

42.9percent, 39.5 percent and 13.2percent with return on asset, return on equity and operating 

profit margin respective ly. 

The correlation coet1lcie nt between current liability to IOtal asset ratio and the three 

profitability measures indicates that. there is weak positive relationship beTween degree of 

aggressiveness in working capital financing policy and fums ' profitab il it y. The higher the 

current liabilit ies to IOtal assets ratio. the higher will be the degree of aggressiveness in 

working capital financing pol icy. and in turn it will make the protit higher. The finn is Said to 

be aggressive in working capital policy when it used large amounts of current liabilities to 

fmance its working cap ital requirements. 

Ifet1lciency in managing working capital investment and financing policies is re lated only to 

profitahility. the issue could have been easy. However. the issue at hand is also highl y related 

to the concept of liquid it y which is quite opposite to the requ irements f() r profitahil ity. PU I it 

simply, the long term success of firms. in fact , is mea sured by their profitab ilit y. On the othn 

hand, their shon term sur vival. wh ich is the base fo r long term success, depe nds on the 
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availability of liquid assets to meet financial obligations on time when they are due. 

Therefore, in finance theories there is a trade-off between profitability and liquidity. [n 

agreement with this theoretical framework, it was hypothesized that there is a negative 

relationship between profitability measures and the traditional measures of liquidity. 

Moreover, the above table 4.3 shows that, there is negative relationship between liquidity, as 

measured by both current ratio and quick ratio , and the profitability measures. As indicated in 

the above table the corre lation coefficients for current ratio with return on assets, return on 

equ ity and operating profit margin are -3 3.6 percent, -17.2percent and -6.7 percent 

respectively. Likewise, the correlation coefficients for quick ratio with return on assets. 

return on equity and operating profit margin are -43.6percent, -27.4 percent and -13.44 

percent respectively. At last, GDP has a weak positive relationship with profitability 

measures. 

4.2.3. Correlation Analysis of profita bility measures with inventory holding 

period, Accounts Payable Period, Cash Conversion Cycle and Current 

asset to total Asset Ratio. 

The final correlation ana lysis has been co mputed . to study th~ association of protitabilit\ 

variables of the study (i.e. return on asset. ret urn on equity and operating profit margin ) wi ll l 

inventory holding period, accounts pa \ab Ie period. cash conversion cyc le and current asset>. 

to total assets ratio. Ifefficient working capital assets management increases profitability. one 

should expect negative relationship between the measures of profitability and working capita l 

assets management variables. 



! 
Table 4.4 Relationship of Profitability Measures with Inventory Holding Period, Accounts I 
Payable Period, Cash Conversion Cycle and Current Assets to Total Assets Ratio 

ROA ROE OPM lP APP CCC TCATAR 
I 

I 
i ROA 1 

I ROE 0.7521 1 

OPM 0.5741 0.7793 1 

I 
IP -0.4422 -0.5711 -.0.4668 1 I 

: 

i ! APP I 
I 

-0.2396 -0.0877 -0.3235 0.066 1 

II i 

'I CCC -0.5 129 -0.6428 -0. 5016 0.5444 -0.4125 1 
! I 

I TCATAR I 0.32 53 0.3242 0.4535 -0.0926 -0.1402 -0.0570 1 

Source: E Views correlation results based on annual reports of sample firms for the study 
period 

According to Ross and et a1 (2002). there is a negative re latio nship between profitabilit y 

measures (Return on asset. return on equity and operating profit margin) and inventory 

holding period. In agreement with this theory. the correlation table 4.4 above indicates that. 

inventory holdi ng period is negatively correlated with retu rn on assets, return on equ ity anu 

operating profit margin. The correlation coefficients are -4.42 percent w ith return on assets. -

5.7J percent with return on equity and -46.7 percent with operating profit margin. It shows 

that. there is relatively weak negative relationshi p between inve ntory holding period and 

firms ' profitability measured by return on asse!. return on equ ity and operat ing prolit margin. 

In this regard. the theory says that, there is positi ve relationship between account s payable 

per iod and prolitab ilit y as measured by return on assets. ret urn o n eq ui ty and ope rating prolit 

margin . Contrary to what theory says, the co rrelation matrix in the abo ve table prevail 



negative relationship between accounts payable period and profitability measures. As it IS 

shown above, Account payable period has correlation coefficients of -23 .96 percent with 

return on assets. -8.77 percent with return on equity and -32.35 percent with operating profil 

marg in. It shows relatively weak negative relationship between the accounts payable period 

and firms ' profitability. The negative relationship between accounts payable period and 

profitability goes with the view that less profitable firms wait longer to pay their bills. In this 

situation. profitability may affect the accounts payable period and vice versa (Oeloof, 2003; 

Fa lope and Aj ilore. 2009; Raheman and Nasr, 2007) . 

It was also theorized that, there is negative relationship between cash conversion cycle and 

profitabi lity of firms measured by return on asset, return on equity and operating profit 

margin. In view o f that. the result of the correlation matrix in Table 4.4 ind icates. the cash 

conversion cycle is stro ngly and negatively corre lated with return on assets. return on equ it) 

and operating profit margin. This relationship is also proofed jj'OlTI the correlation coetlic ients 

of -51.29 percent with return on asset, -64.28 percent with return on equity and -50. 16 

percent With operating profit marg in. This find ing is similar with fll1ding made by Sen and 

Oruc (2009). and Falope and Aj ilore (2009) and Tewodros (2010). 

From the theories. a negative relat ionship between the current assets to tota l assets rat io and 

the pro fi tability variables was also expected . To oppos it e oj' th is. the above correlation 

matr ix in Table 4.4 shows a weak positive correlation coeffi ciem between current asset s to 

total assets ratio and profitability of firms' measured by return on assets. return on equit \ and 

operating rrofit margin . The co rre lat ion coefficients are J~ . 5:; rcrccnt. 32,41 percent and 

45.35 percent with return on asset, return on eq uity and operating pro lit marg in respectively. 

The res ult of co rrelation coeffi c ient current asset to total asset ratio and profllab tlit y measures 

implies thaI. l h~rc is negative relatio nship bCl\vt.;cn aggn.:ss ivcncss in working c.:lpll~d 



. investment policy and firms' profitabi lity. As current assets to total assets ratio increases, 

degree of aggressiveness in working capital investment policy decreases and profitability of 

firms increases. 

Although, the pair wise correlations give evidence for relationship between two variables; it 

says nothing about cause and effect relationships between the variables. So that, from the 

results of correlation analysis, it is difficult to say that shorter accounts receivable period 

leads to higher profitabil it y or shorter accounts rece ivable period is a result of the higher 

pro fitabilit y. Likewise. it is d ifficult to interpret the negative re lationship between inventory 

ho lding period and profitability variables by stating that a higher profit is the result of shorter 

inventory holding period or lower profit is the result of longer inventory holding period. 

As a limitation correlation ana lysis only shows the coefficient and the direction of 

relationship (weather it is positive or negative) between two variab les . Another addit ional 

shortcoming of correiation analysis is that, it does not provide reliable ind icators or 

coefficients of association in a manner which control [or add itional explanatory variables. 

This means care must be exerc ised when interpreting the pair wise co rre lat ion coeffic ients. [n 

examining effect of so me variahles on the other variables. the main analysis will be deri ved 

Ii-om regress ion analysis that overcomes the problems of correlation analysi s. 

4.3. Regression Analysis of working capital management and 

firms' pt·otitability. 

In order to detai l understands on the rclationshi p hetwce n working capita l management and 

firms' profitability and to further in vest igate the impact of manage ment of wo rking capital 

in vestment and financing policies on firms' profitabi lit y eighteen poo led linear panel data 

regress ion mode ls have heen run . . V1orcovcr. six additional regress ions ha ve been rUIl to 

t: xaminc..: the rc lat iOllsh ip bd ween fir ms - pro fit abi I it ) IllcaSLln.:s (ret urn \)11 asse l , ret lIrl! U Il 
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equity and operating profit margin) and the traditional measures of liquidity (current asset 

and quick asset). 

After running each o f the regression models, the test for the assumptions of Classical Linear 

Regress ion Models (CLRM) has done. According to Chris Brooks (2008); there are five 

assumptio ns of CLRM, the first assumption says the errors have zero mean (E(ut)=O) . The 

second assumptions says the variance of the error must be constant (Var (ut) = 02 < (0). The 

third assumption is about the errors are linearly independent of one another (cov (U I • U j ) = 

0) . The forth assumption says There is no re lationship between the error and corresponding X 

variate (cov( ut . xt ) = 0). Finally, the last assumpt ion said that the error term ut is normall y 

distributed . 

Due to the fac t that. all the regress ion model has contain a constant term, the entire regression 

models sati sfy the tirst assumption of CLRM. In addition. witho ut making a test fo r the third 

assumption (test lor auto correlation). we can say that all the regression models satisfied it. 

This is because. the data anal ys is technique is pooled cross sectional ana lys is the rc searcllcr 

can mitigate the problem by ignoring the time effect. 

I"hc test I(JI' the remaining assumptions ot' CLRM. the ide11lified problems and the mitigation 

method used to deal with the prob lem with are prese11led w ith each regress ions next. In 

add ition. thi s sec tion or the study also prese nt s the reg ress io n or econometrics 3nal\'s ls or the 

effect ofwo rkll1g capital management on firms' profitab ilit y. 

4.3.1. I~cgression a nalys is for- Inven tory Holding Period and Profitabil ity 

To study the effect of ln ve 11lory Hold ing period on firms' pro fitabilit y_ t hree regress io ns were 

ru n. When the mode ls were test ed for the CLRM assumptions. the problcms or· 

hctcrosccdast ic it y and norma lity werc I<Hl11d . The log va luc or the va ri able, wa' Ll sed til 

5X 



minimize the problem of heteroscedasticity and the square root value of inventory holding 

period (the main independent variable), was used to correct the problem of normality. 

Below, Table 4.5 presents the resu lt of the regressions analysis in which inventory ho lding 

period and firm size are both statisticall y significant at I percent significance level in Return 

on asset and return on equity, and at 5 percent significance level in Operating Profit margin. 

The table a lso sho ws that. firm growth rate affects only return on assets negatively at 10 

percent s ignificance level. Likewise. it is also presented financ ial leverage is negat ively 

affects operating profit margin at I percent significance level. However, it has no significant 

relationships with the other two measures of profitability (return on assets and return on 

equ ity). The model also shows GDP has no significant relationship with either of the 

profitability measures used in this study. 
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Table 4.5 Casual relatiot/ship bi ll Profitability Measures and Inventory Holding Period 

ROA ROE OPM 
Coer t-value Coer t-value Coef. t-value 

(Std. Err.) (p-value) (Std. Err.) (p-value) (Std. Err.) (p-value) 
IHP -.0 132902 -4.58 -.0304329 -4.5 1 -.0265092 -3.17 

(.0025638) (0.002)'" (.0047837) (0 .002)'" (.0164489) (0.050)" 
FS .042344 4.71 .0600070 5.73 .146 1857 2.38 

(.0078513) (0.000)'" (.0 16529 1 ) (0.006)'" (.0227497) (0.02 1)** 
FGR -.0007687 -0.94 -.0106146 -0.83 -.0032598 -0.89 

(.0004272) (0 .079)* (.0032 101 ) (0.225) (.0102263) (0.132) 
FL -.0906097 -175 -.1638124 -1.25 -.4580804 -3.49 

(.0584099) (0.1 12) (.097965) (0 .428) (.2410976) (0.0 10)*** 
GDP -.4577911 -0.36 -.0326481 -0.02 -2.631466 -0.55 

(2 .412907) (0.718) (4.681665) (0.894) (2.421805) (0.585) 
Number of ! 110 110 110 
obs i i , 8.24(P=0.0001)*** 7.40 (P=O.OOOI )*.* 13 .2 1 (P=O.OOOO)*·' I F -statistic 

I 
I 
I I I And P 
I I 

value 
R-squared 0.3985 0.5861 0.5374 
Adj R- - - -
squared i 
S.E. of , 0.143 33 0.26413 0.3 01 
reg ress ion i 

i 
; , i 

, . ",. Si 'ni Icmll III 'he I ercel1l Level ~ ifi f! 

~~~~~~~~~~~~------------------------------------------~ 
eriod 

In ag reement with the theo ry. the result of the regress ion sho ws that. there is negative 

relat iunSlli p !)e[Wee n inventory ho lding period and prulitabdit y or lirms. I" hi , means thai 

in ve nto ry ho ld ing period a lleets ret urn on asset. return on equity and operat ing profit margin 

negatively at I pe rcent. I percent and 5 percent significance levels respective ly. This result IS 

similar with the lind ings of Folope and Ajilore (2009). Padachi (2006). Tewdros (20 I 0) . 

I·hl' IflSillLlalioll is that the change ill inventory ho lding perioel will s ignilic,,"ti), and 

negat i ve I), "rrect pro fitabi I it y 0 r the linns. This means. the shorter the firm · s inventory 

holding period. the higher will be the pro lit abilit y and vice ve rsa. 



As it is clearly revealed in table 4.5 , the explanatory powers of the three models are 39.85 

percent, 58.61 percent and 53.74 percent respectively. This is a signal that the variability of 

the variables used in the models causes 39.85 percent of the changes in the return on assets. 

58.6 1 percent of varial;lility in the return on equity and 53.74 percent of changes in operat ing 

profit margin . The remaining 60. I 5percent changes on return on asset, 41.39percent changes 

on Return on equity and 46.29percent changes on Operatirig profit margin reflect the portion 

which is nO! explained by the variables included in the models. Moreover, the overall 

signi fi cances orthe models when measured by their respect ive F statistics are 8.24. 7.40 

and 13 .21 with P-values of 0.000l. 0.0001 and 0.0000 respectively indicate that the models 

are well fitted at the 1 percent significance level. 

4.3.2. Regression analysis for Accounts Receivable Period and Profitability 

measures. 

T u study the effect of accounts receivabie period on fIrms' profitabil ity. three regressions 

"ere run . Alter runn ing the three models. the results were tested for the Classical linear 

regression model (CLRM) assumptions. Although. Models with Return on equity and 

operating profi t margin as dependent variab les were ha ving heteroscedasticity probkm. the 

rest of the assumptions are satisfied OV lht' model. The log value of re turn on asset and 

operating pro til margin was used to minimize lhe problem of heteroscedasticit y. 

Under table 4.6. presents the summary of the three regression models that have been run to 

.,tud, the ertec! of' accounts ' receIvab le period on tirms' profitability measured by retu rn on 

<l S:-; l'l. return <.Hl L'quily and operating profit mar::;.in. 

hi 



Table 4.6: Casual relationship bin Profitability Measures and Accounts Receivable Period 

ROA 
Coer. t-value 

(Std.Err.) (p-value) 
ARP -.132347 -5.19 

(.0382067) (0.000)'" 
FS .0389997 4.76 

(.0074808) (0.000)'" 
FGR -.0024519 -0.99 

(.00 14437) (0.065)' 

I FL -.211591 -2.43 
(.0625784) (0.034) ., 

GOP .3340613 0.197 
(2.730205) (0.733) 

I Number I 110 , 
I of obs ! 
, F -stat ist ic 10.1 I (P=O.OOOO)·" 

And P 
value 
R- 0.5148 
squared 
AdjR- I -

! squared , 

I I S.E. of reJ 
0325 18 

I I ! 
, I 

I *** Slgnijicanl III Ihe I percenl Level 

** Signijicol11 at [he 5 percellt Level 

i i 

* Signijicaf1l allhe I U percelll Level 

, 

, 

ROE OPM 
Coer. t-value Coef. t-value 

(Std.Err.) (p-value) (Std. Err.) (p-value) 
-0.32049 -5.21 -.0468454 -3.78 
(.00553) (0.000)'" (.01007) (0.00 1)'" 

0.0729736 6.43 .0931128 3.73 
(.0162526) (0.000)'" (.0246922) (0.000)' " 
-0.01326 -1.87 -.0123623 -2.95 

(.0023133) (0.021)" (.0011724) (0:006)'" 
-0. 189493 -1.24 -.3384253 -2.76 
(.1664 134) (0.2610) (.230243) (0.008)'" 
2.63028 1 1.21 .344 1876 ! 0.08 

(2304698) (0.52) (4. I 79536) I (0.943) 
110 110 

19.00 (P=O.OOOO)'·' 16.2 1 (P=O.OOOO)'" 

0.6135 0.6854 

- -

0.3541 0.34942 

I , 

, 

, 
I i 

! 
i 
I 
! 

i 
i ! 
; I 

I , 
I 

! ! , 
! I 

SOliret!. £Views u:gression resu/Is based on annual repurts oj sOli/pie firms fur the Sfll{~\, 

~ri(}d ______________________________ _ 

As it is clearly seen iTol11 the result of the regressions analysis. aCC011ms receivab le per iod and 

iirm size are both statistically signiJicant at the I percent level in all the three regressions 

Firm growth rate a lso a ffect s return on assets. return on equity and operating proli t margin 

negatively and S1gnilical11 h' at 10 percenl. 5 percent and I percent Significance le vel, 

rcspectivel v. 

Likewise, {inaneial leverage. allect return on assets and operating protit margin negative ly 

and signifi eallll\' at 5 percent and I percent significance levels respectivel y, bilt ;t IW 5 no 



significant effect on the return on equity. Unlike to other variables of the regression, GOP 

does not have significant impact on profitability measures used in this research. 

The finding by Mathuva (2009). Padachi (2006), Samiloglu and Oemirgunes (2008) and 

Tewodros (2010) indicates, there is negative relationship between profitability measures and 

accounts receivable period. In agreement with these findings, all the three indicators of 

profitability, return on assets, return on equ ity, and operating profit margin, are negatively 

and significantly re lated with accounts receivable period at 1 percent significance leve l. 

As it can be seen fi'om above table 4 .6. the exp lanato ry power of the three models. fro m their 

respective R squared va lues are 5 1.48 percent, 61.35 percent and 68.54 percent for return on 

assets, return on equity and operating profit margin respectively. This implies that 51.48 

percent of variability in the return on assets, 6 1.35 percent of variability in the return on 

equit y and 68.54 percent of changes in operating profit margin are exp lained by the changes 

in the independent varia bles used in the model s. However, the rema in ing 48.52 percent 

changes in return on assets. 38.65 percent variability in return on equity and 36.46 pe rcent of 

changes in operating profit margin are caused by other factors that are not included in the 

models . Moreo\er. the overall s ignificance of the models. when measured hv their respecti ve 

I· statist ics of 10. 1 I. 1 'J.OO and 16.21 \Iith I' -val ues of 0.0000. indicate thal the i1lLldc ls are 

well fitted at I percent significance le vel. 

The implication of the above result is that. the increase or decrease in account s reeeivabie 

\\ ill slgnific,nitl y and negati\·cl) all"ect pro fitabilit y ort he firms. It niea ns tilat ti1c shorter the 

linn' s accounts receivable period . the highe r \\ill be the profita bilit y and vice versa. I"hlS is 

Illay be due to e ither or combina ti o n of the follOWing two reaso ns. 

The first rell.\"OlI: to minillli/.e their loss li'om uncollectablc accou nts. fi rms Illay speed up the 

reeei vahle period. 



Tile second reason: the fund will be available for productive usage or another investment, if 

the firm co llects its acco unts receivable quickly. It means the lesser the time it takes 

customers to pay their bills, results more cash avail able to replenish the inventory. 

4.3.3. Regression analysis for Accounts Payable Period and Profitability 

In the same fashion, three regression models were run to analyze the effect that, acco unts 

payable period has on the three pro fitability measurs (returns on assets, return on equity and 

operating pro fi t marg in ). When the mode ls were tested for the assumptions of CLRM, 

Heteroscedastic ity was fo und. To reduce this problem the log va lue was used. 

Below. Table 4.7 reveals the results of regression models in which the impact of accounts 

payable period on ret urn on assets, return on equity and operating profi t margin. has been 

examined. 

Accounts payable period has no s ignifi cant impact on ftr ms' profitabi lity as measured by 

return on assets. return on equity and operati ng profit margin. The same tab le shows that. 

tinn size has positive effect on pro fitabil ity measures at I percent significance le vel with both 

return on asset and operating pro fi t marg in. and a t 5 percent significance lewl Oil ret urn on 

equ ity. In these mode ls, fi rm growth rate affec ts al l the three measures of profitab il ity. retu rn 

on assets. retu rn on equity and operating profit margll1. negati vely and Significantly at the 5 

percent. 10 percent and 10 percent s igni ficance levels respect ively. As it is presented in the 

followi ng table. there is no s ignifi cant relatio nship bc tween linancial leverage as we ll as GDP 

and the three measures of pro fitahil ity. 



Table 4. 7: Casual relatiollship bill Profitability Measures alld Accoullts Payable Period 

ROA ROE OPM 
Coef. t-va lue Coef. t-value Coef. t-value 

(Std. Err.) (p-value) (Std. Err.) (p-value) (Std. Err.) (p-va lue) 
APP -.0112788 -0.85 -.0 112108 "0.45 -.1365374 -1.41 

(.013638) (0.452) (.0241071) (0 .853) (.0200652) (0.101) 
FS .035 1 4.32 .0833942 4.15 .1 12 1606 5.32 

(. 01 24358) (0.000)*** (.0167939) (0 .035)** (.1115026) (0.000)*** 
FGR -.0022359 -2.73 -.0038115 -1.93 -.0132503 -2.01 

(.00 142 18) (0.0439) ** (.0011638) (0.080)* (.0 13192) (0.072)* 
FL -.2331 977 -1.38 -.3428322 -1.23 -.4622286 -2.31 

II (. 0846491) (0.161) (.36 1458) (0.42 1 ) (.3335243) I 0.125 
GOP -.2764409 -0.44 -.0748139 -0.13 -2.3 13618 -0.62 il (2. 101767) (0.7 19) (3 .3 70 132) (0.724) (4 . 123448) (0.726) 

, Number of 110 110 110 II obs 
F -statistic 8.05(P=0.0000)*** 7.13(P=0.0000)*** 2 1.23 (P=O.OOOO)* * * 

, 
( P value) 

I R-squared 0.3756 0.3236 I 0.4256 , 
. I Adj R- - - -

squared 
S.Eofthe 0.26618 0.26326 0. 2154 I 
regress ion 

, 

I ***" Sigllijicalll at rite I percelll Level , , , .. -Significant at the) percent Level 
, 

* Significant al (h e IOpercellt Level 

I Source: EVie",.~ regression results based on annual reports of sample firms {or the stlld)" i 

I period 
I 

To the cont rarv of the theories Jnd si mil ar to the findings of Teruel and So lano ( ~00 5 ) and 

l cwodros (~OI()I. the regression analys is in table 4.7 showed thm there IS negat ive 

relatio nship between accounts payable period and profitab ility of tinl1s. Though. the re is 

negative relationship between Acco unts rece ivab les period and firms profi tabtlny. hut it i, 

not signifi cant. 

,\ 5 it can be clearl y seen o n Tab le 4 .7 abovc. the exp lanatory power o f the three models. 

fyom their respec ti ve R squared va lucs. are 37.56 percent . 32.36 percent ,lIlel 42 .56 percent fill' 

return on asset. return on eq uity and operating rro til marg in respect ivel) . h "l)llllhcSl' olle cal) 



say that 37.56 percent of the changes in return on assets, 32.36 percent of the changes in 

return on equity and 42.56 percent of changes in operating profit margin are exp lained by the 

varia bles used in the models. on the other hand , the remaining 62.44 percent changes in 

return on assets. 67.64 percent variability in return on equity and 57.44 percent of changes in 

operating profit margin are caused by other factors that are not included in the models. 

The overall significance of the models when measured by their respect ive F statistics of8.05. 

7.13 and 21.23 with P-values of 0.0000 indicates that the models are well fitted at 1 percent 

significance le vel. 

The insignificant negative re lationship between Acco unts payables period and firms 

profitability mav happen due to: 

First, if the firms make the funds at hand idle. regard less of the length of Accounts Payable 

period, it will not have any relationsh ip with firms ' profitabi lity. We expect no 

add itio nal profits fi-om delayi ng payments for acco unt s payable. On the other hand. if 

the firms use flll1ds avai lable at ha nd luI' productive purpose we can expect some 

add itional pr0fits. 

Secolld, most or the iirms lIlciuded in Ihis study import the raw materials from abroad and 

make purchases on accou nt s may hc dif'licult in acco rdance wi th the credit policy ortile 

supplier, due 10 low bargaining power o f Addis Ahaha fi rms. In thi ~ case. there m<1' Iw 

no s ignifica nt re lationship bet\\'ecn accounts payable period and profitability . 

At last. in the iiterature of wo rking cap it al. research fIndings it is indicated that. acco unt s 

receivabie period is re lated with profitability of firms hoth pos itivel,· and ncgatively. 

(Falopc and I\,iilorc. 2009: I.J7.aritiis and Tryfonidis. 2006: Nn bancc. 2009: I ~ahc lllan 

and NasI'. :COOl). 1\ ncgative signilicant relationship between accounts payable pennel 



and profitability can be explained by the benefits of early payment discounts. If these 

two benefits are off-set each other, There will be no significant relationship between 

accounts payable period and profitability of firms '. On the other hand, positive 

significant relationship between accounts payable period and profitability can be 

explained by the increased availability of fund s caused by the de layed payment of 

accounts payable. Such funds can thus be used for productive purposes that can 

increase profitability 

4.3.4. Regression analysis for Cas h Conversion Cycle and Profitability 

Likewise. another three regressions were run to analyze the effect of cash conversion cycle 

on the return on assets, return on equity and operat ing profit margin, Tests for the 

assumptions of CLRM were done. While making these tests, the heteroscedasticity problems 

were encountered and the log value of the variable was used to minimize these problems. 

Below table 4.8. present the result of the regressions ana lysis of cash conversion cycle and 

f 'Tlns profitab ility As it is viv idly sho wn cash conversion cycle and firm size are 

signlflcantly intluence return on assets and return on equity both at I percent significance 

level. and also the> affect operating profit margin at the 5 percent s ignificance le vel. In the 

same models. firm gro\qh rate significant ly and negatively dssoclated with a ll the tlnce 

measures of pro litability at 5 percent significance level. In addit ion. linancial leve rage 

sho wed a strong negati ve relationship with return on assets and operating profit margm at I (j 

percent and 1 percent signifi cance leve ls respective ly. The regress ions also show that. there is 

no significant relationship between GOP and profitabi li ty measures. 

In agreement wit h Ross and ct a l (20 10 ): and the findings by l\io banec. 2009: Raheman and 

NasI'. 2007and Tewoc.iros (2010). the stud) results that. there is a SIgnifica nt negati ve 

relationship between cash co nvers ion cyc le and profitahil it y or firlll' , Th is mea ns that cash 

h7 



conversion cycle affects return on asset and return on equity negatively at I percent 

significance level and it also affects operating profit margin at 5 percent significance leveL 

Table 4.8: Casual relationship bin Profitability Measures and Cash Conversion Cycle 

ROA ROE OPM 

Coef t-value Coef t-value Coef t-value 
(Std. Err.) (P-value) (Std. Err.) (P-value) (Std. Err.) (P-value) 

CCC -.0001572 -3.013 -.0013657 -5.10 -.0013046 -3 .123 
(.000269) (0.008)'" (.0000655) (0.00)'" (.0002364)' (0.032)" 

FS .012 1215 4.21 .0585496 3.61 .0564365 3.2 1 
(.0093288) (0.001)'" (.0274035) (0.007)· .. (.0335615) (0.046)'* 

I ,! FUR -0021435 -3.34 I -.005 11 26 -3.16 I -.0.005232 -3.40 
. I (.00 13211 ) (0.034)*' I (.0105424) (0.047)*' I (.0014227) (0.031 )" 

,I FL -.2 131612 -2. 12 I .272631 I 0. 13 -.4987009 I -2.82 il 
( .0823291) (0.062)' I (2.658587) 

, 
(0.820) (.1767569) , (0.007)*** 

GOP -.3480056 -0.32 -.3156415 -2.27 -0.997397 -0.75 
( 1.681015) (0.837) (.2780237) (0.326) (4.60864) (0.668) 

Number of 110 110 110 
obs 
F-statistic 8.22(P- 0.0000)'" 11.40 (P- O.OOOO)'" 12.7 (P- O.OOOO)'" 

I ( P value) 

I R-squared 0.3535 0.4948 0.4865 
Adj R- -

, 
- i, , - ! I 

. squared 

I 
I II 

S.E of the 0.14622 0.3 114 

i 
0.3 0023 ;! 

I 
'I 

regression i Ii 
t it ** . 
I SlgnijicaJ1/ at the I percent Level 

I ** Sigllijicalll (I( the 5 pen'em Level 

I * SiJ.:I1ijicam (If lite If) percem L(fl'e! 

i SOllrce :EViews regression result.1 bo.\ed 017 ol1l1ua/ reports o(sumple firms I()/' !he I'II/{;iy pe(io,r. 

As it IS shown abo ve in table 4.8. ihe explanatory power of the three models measured b" 

their respective R squared values, are 35.35 percent for return on asset. 49.48 percent for 

return on equity and 48 .65 perCC11l for operating profit margin respectively. From this one can 

say that 35 .3 5 percc11l or the changes In the return on assets. 49.48 percent of chan!,!c III the 

return on equity and 48.65 pcrcent of changes in operating pro fit margi n arc exp lained by the 

variables used in the mode ls. 



The remaining, 64.65 percent. 50.52 percent and 51.35 percent variability in the return on 

asset, return on equity and operating profit margin respectively are caused by other factors 

that are not included in the models. Moreover, the general significances of the models when 

measured by their respective F stat istics of 8.22, 11.40 and 12.7 with P-values of 0.0000 

indicate that the models are well fitted at I percent significance level. 

The insinuation is that the change in cash conversion cycle wi ll significantly and negatively 

affect profitability of the firms. It means that the longer firms ' cash conversion cycle the 

lower will be the profitability or the shoner the firm 's cash conversion cycle. the higher will 

be the profitability. 

Cash converSIon cycle is an additive function of accounts receivable period. inventory 

holding period and accounts payable period; I.e. cash conversion cycle is equal to accounts 

receivable period plus inventory holding per iod minlls accou nts payable period . Therefore. 

cash conversion cyc le efficiency. means efficient management of accounts receivable period. 

inventory ho lding period and accounts paya ble period . By managing efficient ly these three 

items of the firm (by making short aCCOUIllS receivable period and inventory holding period 

and/or making long accounts payable perIod) managers can contro l the effi c iency of cash 

conversion cycle and it s impact on profitability. 

4.3.5. Regression analysis for Current Assets to Total Assets Ratio and 

Profita bility 

Working capital investment po licy includes management of cash and other short !cl:m assets. 

leor thi s reaso n. we need to have another co mprehens ive measurcment tlf working carital 

in vcstment po licy. In thi s study. the researcher uscd current assets to total assets ratio as an 

additiona l comprehens ive measure of work ing capital invcstment policy. 



To analyze the effect of current assets ' to total assets ratio on return on assets, return on 

equity and operating profit margin three regression models were run. Log values of variables 

were used to mitigate heteroscedasticity problem witnessed when testing the three regressions 

outputs for the Classical linear regression model (CLRM) assumptions. 

Table 4.9 present the results of the regressions analysis, in which current assets to total assets 

ratio has shown positive inlpact on return on asset, return on equity and operating profit 

margin: but it is ins ignificant . On the other hand, it can be seen that firm size has posit ive 

signifi cant influence on all measures of profitability at 1 percent significance level. Firm 

growth rate affects return on assets, return on equity and operating profit margin negatively 

and significantly at the 5 percent, 10 percent and 5 percent significance levels respectively. 

Likewise, financial leverage showed a strong negative relationship with return on assets and 

operating profit margin at 1 (J percent and 5 percent significance leve ls respecti vely But GOP 

has no s ignIficant relationship with profitability measures. 

With this regard. finance literatures said that. current assets to total assets ratio affects finns' 

profitabi lit y negati\ 'e ly and s ignificant ly. To the opposite o f thco nes and like the findings or 

I c'\\'ouros (1010). the re sult s li'o m thi s stud y showed po siti ve relat ionship bct"'cen current 

assets to total asse ts ra tio and firms' prolitability even though the re lationship tS not 

statist ically significant. The result may be acceptable because most of firms included in the 

study have not yet fully used their fixed production capaciti es. This means that if thev want to 

increase the ir profitabil it y. the y have to increase their in\ cstmem in current assets until thn 

reach the cost indif'tCrencc po int. Keeping fixed assets constant (even decreasing through 

depreciation) and Investing more on current assets will then result in increased current assets 

t" Intal assets ratio . So, it may nOl be surpri sing to sec pos iti ve re lationship between current 

aSScl~ 10 to wl a SSC I ~ ratio and pro fitabilit y. 



Table 4.9: Casual relationship bin Profitability Measures and Current Assets to Total Assets Ratio 

CATAR 

FS 

FGR 

FL 

GOP 

Number of 
obs 
F-statistic 

ROA 
Coef. 

(Std. Err.) 
.0179596 

(.0890208) 
.0508093 

(,0209655) 
-.002 127 
(.001425) 
-.2353929 
(. 0849048) 
- .539753 
(1.8843) 

110 

t-value 
(P-value) 

0. 18 
(0.838) 

4.65 
(0.000)*** 

-3.27 
(0 . 022)* ~ 

-1.82 
(0.072)* 

-0.34 
(0.904) 

7.30 (P=0.0002)*** 

ROE 
Coef. t-value 

(Std. Err.) (P-value) 
.3729538 1.02 

(.40749 13) (0.544) 
.1.334431 4.06 

(.0303 15 1) (0.004)** * 
-.01102 13 -1.96 

(.0103) (0.055)* 
-.1766515 -0.80 
(.34 12673) I (0.504) 
.5051409 0.20 

(4.295842) (0.874) 
110 

5.82 (P=O.OOIO)*** 

OPM 
Coef. t-value 

(Std. Err.) (P-value) 
.3362736 1.1 2 
(.349334) (0.247) 
.053097 3.16 

(.0202532) (0.003)*** 
-.0032933 -2.60 
(.0012675) (0.012)** ' 
-.4588792 ~ 18 I 
(.2106716) (0 -~:i 4)*' ! I 
- 1. 64 169 -0 .5 1 

(2.5 11240) (0 .772» ! I 
110 ' I 

13.49 (P=O.OOOO)*** 
~(~P~v~a~lu~e~) ~ ____ ~~~ ____ ~~ ______________ +-____ ~~~ ____ ~1 

R-squared 0.4044 0. 3287 0.4328 ' 
Adj R-
sq uared 
Root MSE 0.23562 0.43379 0.43452 

*** Significant at the I percelll Level 

** Significant at the 5 percen! Level 

I * Sig nificant at the 10 percent Level 

I So urce: EViews regression results based on annual reports of sample /inns for the study 
I i period 

In agreement with the findings hy Afza and Nas ir (2007). Tewodros (2010) the pos itive 

coeffi c ients of current assets to total assets rat io ind icates a negat ive effect of the degree or 

aggress iveness of working cap ital investment po li cy on fi rms' profit ability. It means [hat as 

current assets to tOlal assets ratio 1I1creases. degree of aggressiveness decreases. and he nce 

finns' profitab il ity increases. Accordingly. agg ress ive ness in work ing cap ll a l invest ment 

po li cy affects the profitab ilit y affirms ' negat ive ly. 
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As it is also shown above in table 4.9, the explanatory powers 'of the three regressions as 

measured by their respective R squired values are 40.44 percent for return on assets. 32.87 

percent for return on equity and 43 .28 percent for operating profit margin. 

The explanatory variables are able to explain the variability in return on assets. return on 

equity and operating profit margin to the extent of 40.44 percent. 32.87percent and 43.28 

percent respective ly. The remaining 59.56 percent variabil ity in the return on assets. 67.1:; 

percent variability in the return on equity and 56.72 percent of variability in operating profit 

margin are caused by variables that are excluded from the models. The overall significances 

of the three models measured by their respective F stat istics of7.30, 5.82 and 13.49 with P­

va lues of 0.0002. 0.0010 and 0.0000 indicate that the mode ls are well fitted at I percent 

significance leve l. 

4.3.6_ Regression analysis for Current Liabilities to Total Assets Ratio and 

Profitability 

Working capital financing policy is also measured by the relative aggressiveness or 

conservativeness in using current liabilities to fi nance work ing cap ital assets . Thereforc in 

measur ing the elTect of wo rking capital financing policy the researcher has employed cu rrent 

liabi lit ies to total assets ratio . Log values of the var iables were used to mitigate the 

heteroscedasticitv problem ide ntifled when testing the three regress lons o utput , for the 

Classical linear reg ression model (CLRM J assumptions. 

Below, Table 4.10 present the result s of the regressions anal ys is in which currClll liabi litlcs 

to {(I tal assets ratio lnfluence return on asscts. return on equity and operating profit ma rgln 

pos iti ve ly and sig nificantly at I percent. 5 percent and I percent signifleanec le\cl, 

respecti ve ly. On thc other hanet. lirm size is strongly and positively inlluenee, return on 

asset s. retu rn on equity and operating profit ma rgin at the I percent signilicanee levcJ. 
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Table 4.10: Casual relationship bin Profitability Measures and Current Li~bilities to Total Assets 

Ratio 

ROA ROE OPM 
Coer t-value Coer t-value Coer t-value 

(Std. Err.) (P-value) (Std. Err.) (P-value) (Std. Err.) (P-value) 
CLTAR .4631595 4.21 .6301734 2.61 .5948474 2.82 

(.1115135) (0.002)'" (.2410324) (0.0 12).'* (.211135) (0.007) *" 
I FS .0342887 2.61 .0740215 3.25 .0607752 3.54 I 

(.0188743) (0.00 I )** * (.0203305) (0.002)*** (.0171789) (0.001 )* ** 
I FG R -.0004086 -0.89 -.0014294 -1.07 -.0120504 -1.56 I 

(.0004578) (0.377) (.0013365) (0.290) (.0010855) (0.126) 
FL , -.20777 -3.76 -.3 789055 -2.3 1 -.6431 404 -4 .20 I 

(. 05522 16) (0.000)** * (.164343 2) (0.025)*' (.1 532235) (0.000) *** I 
GOP -.0949818 -0.07 .423 6779 0.11 -1.500607 -0. 56 I I 

( 1.408725) (0.947) (3 .984892) (0.916) (3.190837) (0.640) i I 
Number of I I 

110 110 110 ! i 
obs I ' 

F-statistic ! I l.56(P=0.0000)' " 9.74(P=0.0000)"* 19. 85 (P=O.OOOO)'" ! 
I 

( P value) I 
I 

R-squared 0.4634 0.2924 0.4031 I 
I 

Adj R- I - - - I 
I i squared I 

S.E of the 0.2 1965 0.4 1889 

I 
0.4 1978 

, 
I , I 

reg I I 
! 

! * "' ... Slgllificant at lite J percellt Level 
I~~~~----~~--~--~----------------------------------------~ i * *" Sigfl({icalll al lite 5 percelll Level I 
, J 
i 'it SiglJijicallf at the 10 percelll Level 
I 
: Source: EViews regression results hosed 011 al1l7l1al reports of sample .firms f or the \111(/) 

I 
! jJe riod 

The table also shows that. financial leverage alfec ts return on assets. return on equi ty and 

operat ing profit margin negative ly and significanlly at I percent. 5 perce nt and I percem 

sigl1l fl cance levels respectively. However. Firm growth rate and GOP do not have slgnificanl 

relationship wili1 return on asset. relUrn on eq uit y and operating profit margin. 



When the reliability of the models are measured by their respective R squared values; the 

variables included in the model explain 46.34 percent variability of return on assets, 29.24 

percent variability of return on equity and 40.31 percent variability of operating profit 

marg in. However, the remaining 53 .66 percent of changes in the return on assets. 70.76 

percent of variability in return on equity and 59.69 percent of changes in operating profit 

margin are caused by other factors that are not included in the models. Moreover. the overall 

significance of the models when measured by their respective F statistics of 11.56.9.74 and 

19.58 with P-values of 0.0000 indicates that the mode ls are well fitted at j percent 

significance level. 

In agreement with the finding of Tewodros (2010). the study 'fmdings witnessed that. there is 

a significant positive relationship between current liabilit ies to tOlal assets ratio and 

profitability of firms measured by return on asset. return on equity and operat ing profit 

marg in. This means thaI current liabilities to to tal assets rat io affect return on assets and 

return on equity significantly and positively at 1 percent significance level. likeWise. it also 

affec ts operating profit marg in at 5 percent significance level. The positive coefficients of 

cu rrent liabilities to total assets ratio in th is stud y point out the positive effect of aggressive 

\Vork mg capital financmg policy on firms ' profitability. 

The lI1sinuat ion is that the change in current iiabili tic; to totai assets ratio \.\ ill ;ignificantl ) 

and posilive ly a ffect ret urn on asset. retu rn on equity and operat ing profit margin . The higher 

the amount of current liabilities the firm uses to fina nce its \\o rking capital dssets. the illore 

profitable the fll'lll wi ll be and vice versa. TI1lS Impl ies that there is "rong pos itiw 

relationship between aggressiveness in wo rking capitallina nci ng and firms' pro litabilit) . 



4.4. Trade-Off between the Two Objectives of Working Capital 

Management 

As a fina l point, six regressions were run to analyze the association between the two 

objectives of working capital management ; liquidity and profitability. Most of fmance 

literatures narrate that, there is a trade-off between these two objectives. The meaning is that, 

if the liquidity position of the firm is higher, the profitability of the firm wi ll be low or if the 

liquidity position of the firm is lo w, the profitabi lity of the firm will be high. Therefore. these 

regressions were run to get empirical evidence from the sampled firms as to whether the 

trade-off between profitability and liquidity exists or not. 

4.4.1. Current Ratio and Profitability 

To analyze the effect of current ratio on return on assets. return on equity, and operating 

profit margin. three regressio ns were run. The models were tested for the assumptions of 

CLRM. While making these tests. problem of heteroscedasticity was found and the log value 

of the variable was used to mitigate the problem. 

Table 4.11 VIVId ly shows. current rat io ha ve SIgnificant negat ive efTect on return on asset. 

return on eqult) and operating profit margIn. LikewIse. finanC Ial leverage showed u 

sigmficant negatI ve relationship with return on assets. return on equity and operating prolit 

margin at the I percent. 10 percent and I percent significance leve ls respecti ve ly. On the 

other hand. the same table a lso sho ws that. finn size has pos itI ve rnnuence on return un 

assets. return on eq uit y and operat ing pro lit margi n at I percent SIgn ifIcance level. However. 

firm growth rate and GOP have no s igni ficant impact on profitabil ity measures. 
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Table 4.11: Casual relationship bIn Profitability Measures and Current Ratio 

ROA ROE OPM 
Coef t-value , Coef. t-value Coef. t-value , 

(Std. Err.) (P-value) (Std. Err.) (P-value) (Std. Err.) (P-value) 
CR -.1790364 -5 .78 -.2075156 -3.64 -.2085326 -3.13 

I (.0224228) (0.000)'*' (.0479784) (0.008)'** (. 1296108) (0.006)'** 
FS .1260689 3.99 .1611476 3.98 .0727205 3.99 

(.0173796) (0.000)'*' (.0271610) (0.000)'" (.024 1687) (0.000)'" 
FGR -.0012704 -2.06 -.0017806 -2.16 -.0128566 -1.52 

(.00 12519) '(0.388) (.0107534) (0.347) (.0013573) (0.178) I FL -.3227362 -5.31 -.4656929 -2.74 -.7473667 -4.12 i (.0444307) (0.000)'*' (.3062409) (0.083)' (.2693753) (0.003)'** I 
GDP -.9790647 -0.94 -.782008 -0.26 -2 .731796 -1.23 

, , , I 

( 1.406595) (0.5 100) (3.995709) (0.757) (3. 17129) (0.285) ! I , 

i I Number 110 110 110 I 

ofobs I I 
F -statist i( 28.64(P=0.0000)" , 14.35 (P=O.OOOO)**' 36.24 (P=O.OOOO)'** I 
( P 

I value) 
R- 0.7013 0.4050 0.5193 I I 

squared i I 
Adj R-

I 
- - - i ! 

squared i I i 
I S.E of I 0.20544 

I 
0.41614 I 0.41114 

! i I the reg I ! --.J 
, 

~** Sigll ifical1t 1l11he I percenl Level I 

*.;. Si II i Icam at the 5 ercell1 Level 
* Significant (It tile J 0 percellt Level 

Source : E Views regression results based on annual reports of sample jirm, (or Ihe stud\ 

I period 
I 

When the re lia biiity of the models are measured by their respectt vc R squared values_ the 

models "'ith return on asset. return on equ ity and operating profit margin are scored 70.):; 

percent. 40.50 percent and 51.93 percent respect ively 

These means. 70.: J percent variab il ity on relUrn on asset. 40. 50 percent variabilllY in return 

on equit\ and 5 i .93 percent variabilit y in operating prol;t margin are explained by the 

variables included in ti1e modeL The remaining 29.87 percent variabilit y in return 011 as,et. 

59.5percent variab ility 111 return 0 11 cqull\' and 48.07 perccnt change iii operati ng pro!;! 



margin is caused by the variables, which are excluded from the model. Moreover. the overall 

significance of the mode ls when measured by their respective F statistics of28.64, 14.35 and 

36.24 with P-Values of 0.0000 indicates that, the models are well fitted at I percent 

significance level. 

In agreement with the fmdings by of Eljelly (2004) , Raheman and Nasr (2007), Shin and 

Soenen (1998) and Tewodros (2010), the study indicates Current ratio is negat ively influence 

return on asset, return on equity and operating profit margin at I percent significance level. 

The insinuation of the result of the study is that, the change in current ratio will significantly 

and negatively affect profitabil ity of the firms. In other words, the lower the firm 's current 

ratio. the higher will be the profitabi lity or the higher firms ' current ratio. the lower will be 

the profitability. 

4.4.2. Quick Ratio and Profitability 

To analyze the etfect of qu ick ratio on return on assets. return on equity. and operating prollt 

margin. another three regressions were run. Tests for the assumptions of CLRM were also 

done . Log values of the variables were used so as to minimize the problem of 

heteroscedastlcitv whiCh was observed while carrY ll1g out the tests. 

Table 4. j 2 bela". summarizes the results of thc regress ions analysis bct ween qllic~ ra t ill and 

profitability measures . .it is ciear that: quiCk rat io has Significant negal1ve effect on relUrn ('11 

ass.el. return un el!UI1: Jnd opcratl!1g profi t margin. Also. Firm gro w th raIL: affects negativel: 

and significantly ret urn on assets and operating profit margin at the 1 perce llt and 10 percent 

significance levels respective ly. Likewise. financial leverage showed a stro ng negative 

relationship WJth retllrn on assets and operating profit margi n at the i percent s;gnil"lGIIlCC 

level. On the other hand. the table al so shows the positive s ignilicant IllIlUCIlCe that linn s ize 
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has on all profitability measures at 1 percent significance leve l. As it has been noticed in the 

previous models. in these models also , GOP has not a significant impact on profitability 

measures. 

Table 4.12: Casual relationship bin Profitability Measures and Quick Ratio 

ROA ROE OPM 
Coef. t-value Coef. t-value Coef t-value 

(Std. Err.) (P-value) (Std. Err.) (P-value) (Std. Err.) (P-value) 
QR -.0614777 -5.43 -.0652347 -2.03 -.0766366 -3.46 

(.022386) (0.000)*** (.135496) (0.048)** (.0283134) (0.009)*** 
FS .0541590 5.43 .0816118 5.97 I 

(.0189190) (0 .001 )*** (.0 188707) 
5.65 I .0326845 

(0.000)*** (.0684521) (0.000)*** ! 
FGR -.0009178 -3 .25 -.0024782 -2 .54 -.0123457 - i,98 i 

I 

(.00 14446) (0 .006)* ** (.0015828) (0.234) (.013265 1) (0.054)* I 

FL -.264145 -3.85 -.4178763 -1 .62 -.6200995 -3.62 ! 
(.06 1397 1) (0.000)*** (.3020683) (0.112) (.1774368) (0 .002)*** ! 

GOP -.662713 -0.49 -.520075 -0.32 -3.629185 
, 

-0.81 I 
(2.336024) (0.540) 

Number 110 
ofobs 
F- 16.55 (P=O.OOOO)*** 
statistic I 
( P value) I 

R- I 
I 

05552 
squared 
Adj R-

I 
-

squared 
S.E of I 0.22605 
the reg I 

~ h .. Slgl1ijiclllllllll/ze I percent Level 

! .....,. Sigoijic{]ll1l1t lite 5 pacem Level 

I '" Sif,!uijiclIllf (If tir e 10 percent Level 
f--

(4.204165) (0.85 1 ) ( 3.13894) (0.422) 
110 110 

10.04 (P=O.OOOO)*** I 29.59 (P=O.OOOO)*·* 
I 
I , 

0.3021 ! 
i 

0.4567 

- I 
I 
I 

0.44324 i 
! 

0.37753 

I S'o llrce £Vie\l's regression results hosed on annual reporl .') ojs(lmplefirms/()r,he \'{U((V period L--_______________________________________________ __ 

rhe exp lanatory powers of the explanatory variables in the model a, m~asured by their 

respective R squared values are 55.52 pcrcent for return on assets. 30.21 percent for return on 

~qUil~ and 45.67 pcrcelll for operating profit margin. These meall> the II1dependeill vari"bk, 

of the mode ls are able to explain the variability in rcturn on asset. return on eq uit y and 

nperal1ng pro fi t margin to the extent or 55.52 percent 31J. 2 1 percell! and 45 .(,7 percell! 
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respectively. The remaining 44.48percent variability in return on asset, 69.79 percent of 

variability in the return on equity and 54.33 percent of variability in operating profit margin 

are caused by variables that are not included in the models. The overall significances of the 

three models when measured by their respect ive F statistics of 16.55, 10.04 and 29.59 with ]>­

values of 0.0000 indicate that the models are well fitted at I percent significance level. 

In agreement with the findings of Tewodros (20 10), Quick ratio has significant negat ive 

effect on return on asset, return on equity and operating profit margin at I percent. 5 percent 

and I percent significance levels respectively. 

The regression result implies that, the change in quick ratio will significantly and negatively 

affect profitability of the firms. This means that the lower the firm ' s quick ratio, the higher 

will be the profitabi lity and vice ve rsa. 

The last two tables showed that. prolitability and liquidity are inversely related among Addis 

Ababa Manufacturing PLCs. This mcans that. as liquid it y of frrms increases. profitability will 

be decreases and vice versa. 

From these findings one can infer thai there is a trade-o fT between the two objectives at" 

working capital management-liquIdit y and profitahili tv. in manufacturing rrivate limited 

company whIch are operating in AddIS Ababa. 
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Chapter Five 
Conclusion and Recommendation 

In this chapter of the study the researcher concludes what has been studied, about effect of 

working capital management policies on profitability of manufacturing private limited 

companies in Addis Ababa. In addition, based on the conclusions drawn, the researcher also 

forwards cenain recommendations. 

5.1 Conclusions 

From the analysis that has made 111 chapter four, the researcher draws conclusions as 

fo llows:-

As f1l1dings from descr iptive statics reveals, the profitability posItions of private limited 

companies in Addis Ababa. as measured by their return on assets. return on eq ui ty and 

operating profit margin, are on average around 7.80 percent , 3.42 percent and 1.04 percent 

respectively. Whi lst. the ir liquidity positions. as measured by the current and quick rat ios. are 

on average around 7.08 and 4.04 respectively . Similarl y, the average acco unts receivab le 

penod. inventory hold ing period and accounts payable period are around J 34 days. J 34 days 

and 98 days respectively. On the other hand. cash co nvers ion cyc le a nd cu rrent assets 10 tOIa I 

assets ra tio. tbe two comprehensive measures of wo rk Ing cap ita l llwcstlllcnt policy, are on 

ave ra ge 27~ days a nd 59.7 pe rcent respectI ve ly. Current liabi lit v to total assets raliO. Llsed as 

measure ofworkll1g cap ita l fll1ancing policy. is aro und 33.5 percent on average. On average 

the size of manufacturing private limited company in Addis Ababa measured bv the natural 

logar ithm of annul sales is arJlll1d 18.34. with average growth rat e 01'95.3 percent. evcn if 

the re is a higher \ar iation in g ro wth rate of individual samplc firms. The financial leverage 

of the firms. " ,; Illeasured by total liab ili ties to lolal asscb ratio. is appmxi l1latl' to 7 1. 77 

percent on averag~ . 
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From the Correlations Analysis, there exist moderately strong negative relationships between 

profitability measures and account receivable period, inventory holding period and cash 

conversion cycle of manufacturing private limited companies in Addis Ababa. Likewise, 

Account Receivables Period of manufacturing private limited companies in Addis Ababa is 

weakly and negatively related with the three measures ofprofitability. 

Current assets to total assets ratio of manufacturing P.L.Cs of Addis Ababa is weakly and 

positively related with return on assets ret urn on equity and operating pro fi t margin. 

Therefore, there is weak negative relationship between aggressiveness in working capita l 

lnvestment policy and firms' profitability. As current assets to total assets ratio increases, the 

degree of aggressiveness in working capital investment policy decreases (work ing capital 

investment is considered to be aggress ive when investment in current asses is low) and 

profitability of firms increases. 

Similarly, there is weak positive relationship between current liabilities to total asset s .ati0 

and profitability measures of Manufacturing p.L.es of Addis Ababa. Therefore. It mdicates 

tbat tbere exists a positive relationship between degree of aggressiveness in \Vorklllg capita l 

fill ancing po licy and profitabi lity among Manufacturing P.L.Cs of Add is Ababa. A tirm is 

said to be aggressive )Il working cap ital financing policy wben it uses large amounts of 

current liabi lit ies relative to total sources of fu nds. The higher the current liabilities to total 

assets rat io , tbe bigher IS the degree of aggressiveness in working capital financing poiie\. 

and so is the correspond ing level of profitabil ity . 

From the correlation analys is al so. there IS weak negative assoc iation between the two 

traditional measures of liquid ity (Current asset and Quick asset ratios) and prolitabilil y 

measures of Manu fact uring r.L.es of I\dd is 1\0ab,1 



From the regress ion analysis, inventory holding period of Manufacturing p.L.e of Addis 

Ababa is negatively and significantly affects their profitability. as measured by return on 

assets, return on equity and operating profit margin. The implication is that the increase or 

decrease in inventory holding period will significantly and negatively affect profitability of 

the firms. This means that the shorter the firm ' s inventory holding period, the higher will be 

the profitability and vice ' versa. It can also be interpreted as, if the inventory takes more time 

to sell, it will adversely affect profitability. 

Likewise, all the three indicato rs of profitability- return on assets. return on equit y and 

operating profit margin for Manufacturing p.L. es of Addis Ababa are negative ly and 

significantly affected by accounts receivable period. The implication is that the increase or 

decrease in acco unts receivable period will significantly and negatively affeCl profitability of 

the firms. This means that the shoI1er the fum 's accounts receivable period, the higher will be 

their profitabi lity and vice versa. Thus. this result conm1unicates that managers can increase 

the proiitability of firms by reducing the accounts rece ivable per iod to the poss ible minimum 

[evel. 

Acco ums payable period of the fIrms has a negative effect o n the iirms profitability. This 

result . however. is not s ignificant. Therefo re. profItability o f Addis Ababa manufacturing 

P,i.."Cs does nOI depend upon acco unts payable period . The s ignifIcant negative relationship 

between accou nts paya ble pe riod and profitabilit y is consistent w ith the view that speeding 

up payments to suppliers might increase profitability of firm s due to substantial discounts for 

quick paymem, 

rhe cash clln\'ersinn cyc le ul ' manuIClcturing p.l..es or /\cldi s Ababa is nebali"el) allLl 

sig ni ficantly arrects thei r pro litahil il y. The impl ication is that the Increase or decrease ill cash 

co nversion cyc le will s ignificantly and negat ively a ffix I rro fiwbi lit y of the ["Irms. It Illeans 



that the shorter the firm's cash conversion cycle, the higher wi ll be the profitability and vice 

versa. Thus, Addis Ababa manufacturing private limited companies can increases their 

profitability by making their cash conversion cycle shorter to the optimal level. 

Current liabilities to total assets ratio of Manufacturing P.L.Cs in Addis Ababa is positively 

and significantly influences their profitability, measured by their return on assets, return on 

equity and operating profit margin. The implication is that the increase or decrease in current 

liabilities to total assets ratio wi ll significantly and positively affect profitabilit y of 

Manufacturing P.L.Cs in Addis Ababa. it means that the higher the amount of currel1l 

liabil ities the firm uses to finance it s working capital assets. the more profitable it wi ll be. 

This implies that there is strong positive re lationship between aggressiveness in working 

capital financing and the firms ' profitability. 

From the coefficients of the regress ions. profitabil ity variab les of manufacturing p.L. e in 

Addis Ababa are st rongly related with working capital financing policy. as measured b\ 

current liabilities to total assets ratio. than work ing capital investment policy. It means tl1m 

working capital financing policy affects f!fms ' profitabi li ty stro ngly than working capital 

investment pol icy. Addis Ababa manufacturing firms. therefore. can increase profitability b\ 

us ing more agg ress ive way offinancing lor the ir wo rking capital requiremel1l s. 

At las!' both traditional measures of li qu id it y (current ratio and quick ratio ) o f Manufacturing 

P.L.Cs in Addis Ababa are s ign ifica nt ly and negati ve ly assoc iated with measure, ,,;' 

profitabil ity (Return on asset. Ret urn "n Equity and operating profit margin) . Addis Allah" 

manufacturi ng pri va te limited cO lll panlc, can incre"sc pro lit ab ility by reduci ng the ir liquidit \ 

position at least to the standard level (2 lor current ratio and I lo r quick ratio). 
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5.2. Recommendation 

Based on the conclusions drawn above, the researcher forwards the following 

recommendat ions. In view of the fact that, most findings of this research is similar with the 

findings ofTewodros (2010), his recommendations also work here. 

Because, it is possible to maximize the profitability of firms by speeding the inventory 

turnover; the finance managers of manufacturing P.L.Cs of Addis Ababa should speed up the 

inventory turnover rate, so that they can reduce the inventory holding period to its optimum 

point. 

The accounts receivable period of Addis Ababa Manufacturing P.L.Cs is relatively long. 

Therefore. firms could administer different mechanisms to reduce their accounts receivable 

period as minimum as possible . 

In a condition where there is a higher discount for early payments, managers should consider 

maximizing profi tability of the firm through reduction of acco unts payable period. Howewr. 

the amount of the discount should be large enough to cover the opportunity cost of earl y 

payment and to make some profit. 

As it is conc luded above. there is negat ive relationship between AccoLints Payahle Period ailll 

Profitably of iirm 's measured by return on asset, return on equity and operat ing profit marglll. 

To reap the advantage of maintaining high account payable periOd. as it is ment ioned III 

different books, the cause of this negative relationship should be funher investigated . 

The average cash CO I1VcrSlon cycle of Man ufacturing !'.L. C In Addis Ababa i, high: it i, 

about 27S days Thus, it is recommended that. companies should devise a mecha ni sm that 

enables the m to sho rten their cash conversion cyclc . 
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Due to the fact that, profitability variables are strongly related with working capital financing 

policy, manufacturing private limited companies of Addis Ababa shall use more aggressive 

way of financing such as trade credit and short term bank loan for their working capital 

requirements. 

At last, Managers should strive to increase flfms' profitability by improving the efficiency of 

management of working capital investment and financing policies while, also keeping in 

view of the trade-off between liquidity and profitability. 

X5 



References 

1. Afza, T. and Nazir, M. S. (2008). Working Capital Approaches and Firm' s Retl.lrns. 

Pakistan Journal of Commerce al1d Social Sciences, 1 (1), 25-36. 

1 . Belt B. (1979) . Working Capita l Policy and Liquidity in the Small Business. JOl/mal of 

Small Busil1ess Mal1agement, 17(3), 43-51. 

2. Bhattacharyya, S.K. (1987). Towards a Comprehensive Theo ry of working capita l A 

Techno-Fi.nance A pproach. Website: http://WlIIw.jslor.org/pss/4377438 (Accessed o n 

january 2, 2010) 

3. Bhattacharyya, S.K. and Raghavacahari, M. (1997). De te rminants of Effec ti ve 

Workin g Capi ta l Managemen t - A Discriminate Analysis App roach. Wo rkillg Paper, 

No. 7.5 "1 , Illdiall Illstilllie ofMnnnge/llell1 Alll lladanad, Illdia. 

4. Brigha m , L1'. a nd Gapensk i, L.c. (1996) Fillall cial Mallage/llelll Theory nlld Pmclic(', 7'" 

edition, USA T he Dryden Press. 

5. Carpe nter, M. D., and johnson, K. 1-1 . (1983). The Associa tion be tween Wo rki ng 

Capital Po licy and Operating Risk. Tile Fillnllcinl Rel1ie"l/l, 18(3), "lO6-11 6. 

6. C hri stophe r, S. B., and Ka mala va lli, A. L. (2009). Sensi tivity o f Profitability to 

Work ing Capital t\1a nagcl11Cnl in Indian Corporatl' Il ospilctis. VV~bsik : 

Illtp //sSrll.COlll/,,/Js lmcl=733 1500, (!\ ccessed o n jul \' 23, 201"1 ). 

7. Oeloo £, M. (2003). Docs Wo rkin p, Cil f1ital Ma nilge nw nt /\ ffecls I'ro fit ilbili ty of Ilc'lg ia n 

Firm s? jOllmal oj Hll sill<'» FilllllIC(, (,. /lCCOlllrlillg, :10(:1 8:: ~ ), 57:1 - 5R71>"ul, Wl's t 

Publishing Company, pp. 549-562. 

8. Denz il VV. a nd /\ntony 1-1 , (2007). Corporate finan Cl' Principles a nd Practise, -Ith 

editi o n, Pearson I:duca ti on Limited, Shcffidd I-Iallam Uni l',' rs it y. 

9. Delo,,£, i\1., and jl'ge rs, M . ( 1996). Trade C redit, Product Qu,i1ity and Intra Grolll' 

Trade: Sume I:uropean l ~v idl..'n Cl\. filli/Ilcifll IV! II I/(/:\('/lit 'II I , 25(1 ), ll-~n. 

10. Ujelly, 1\. M . /\ . (2004). l.ilJlIidity - Pro fi tabi lity Tr"dl"o((: ,\ n 1:l11p iri l·,t! In vl"s ti)',.lt ill tl 

in '-111 l:mergll1 g l\lJarkl'l. /Jlil'rllnfiol/lIl jU/lflla/ of CO IIIII/ I'ln' (li lt! tVl/lJ/{/X(,Jlll'III, 14 (2), --10-

6 1. 



11. Enyi, E. P. (2005). Applying Relative Solvency to Working Capital Management-The 

Break-Even Approach. Website: http://papers.ssnz.col11/so13/papers.c/m? 

abstract_in =744364#, (Accessed on may 12, 2012). 

12. Falope, O. 1., and Ajilore, O. T. (2009). Working Capital Management and Corporate 

Profitability: Ev idence from Panel Da ta Analysis of Selected Quoted Companies in 

Nigeria. Resenrch Joumnl of Bu siness Mmwgelllent, 3(3), 73-84. 

13. Fi lbeck, G, and Krueger, T. (2005). [ndustTY related differences in working capi tal 

management. Mid-A lIIericnn JOIIl'llnl of Bllsilless, 20(2), 11 -18. 

14. Ganesan, V. (2007). An Ana lys is of Working Capital Management Uficiency in 

Telecommunication Equipment Industry . Ril1ier Acadelllic JOIIl'llnl , 3(2, FnIl2007), '}-1O. 

15. Gardner, M.j., Mills, D.L., and Pope, R.A. (1986). Working Capital Po licy and 

Operating Risk: An Empirical Analysis 77le Finnncini Review, 21 (3), 31-31. 

16. Gen t,-y, j. A., Vaidyanathan, R., and Lee, H. W. (1990) . A Weiehted Cash Conve rs ion 

Cycle. Fillllllcini Mnllngelllelll, 19(1),90-99. 

17. Gladson, jW (1951). The Accou ntant's Part in Creative Management. Nll iiollni 

Associnlioll (fCOSI Accolllllnllis NACA Bllllelill , 33CJ), 3-12. 

18. Ghosh, S. K. , and Maj i, S.G. (2004). Work ing Capital Management Effi ciency : J\ 

Study on the Indian Cement Industry . Tlte Mn llngelllelli Accollll lnlll , 39(5),363- 372. 

19. Cujirati, D.N. (20m) 13nsic ecollolllfirics, ' Ilh edition, McC raw- Hili Higher 

Educa tion 

20. Guthmann, lIarI' \' G., and Do ug IaII , I Ierbcrl I:. ( I94H). C llpomll' nllIi lillolltlIll I'ol"y , 

1" edition, Prentice- I-IaII , New Yo rk. 

21. jose, M.L. , Lancaster, C. and Stevens, j.L. ('1996). Co rporate Returns and C lSil 

Con ve rsion C yeIe. JUII rIlnl of I :nl//o1II it 's /l lUI rilllllin', 20CJ), 33-46. 

22. Lamberson, M. CJ995) . Changes in INorking Ca pital of Small Firms In Rl'I at iol1 Ttl 

Cha nge in I :co l1 om ic J\ t'l i v i l)'. M iIi-A lIlt' rim II IOII rIl/Il of f)1I si III' SS, I 0(2), 45-5U. 

21. La/.(u iLi is, I. <Jnd Try(onidis , I) , (2006) . T Ilt' Re];,ltionship 11l'twl.'l'n w\)rkin~J, cdpiLd 

lllanagclll L'nt and profitability of listl.'d cOlllp(lnil's in lhl.' l\lhl' lls Stud ... l:xch .. lIlgl '. 

W l'bsi ll' : 11 111 J.j /SS rii .colIl/Jlb I rJlt'I ~ 9.1'15 91 (!\cL'l'sSl'd on Sl'l'tllllll'r 5, 21 / I I). 



24. Long, MS., Malitz, l. B., and Rav id , S.A. (1993). Trade Credit, Q ua li ty Guara n tees, 

and Product Marke tability. Fil1a1lcial Mal1agelllent, 77(4), 11 7-127. 

25. Mathuva, D. M. (2009). The Influence of Working Capital Management Compo nents 

on Corporate Profitability: A Survey on Kenyan Lis ted Firms. Researciz Joumal Of 

Business Managelllent, 3(3), 1-11 

26. Marx, K. '(1867). Dos Kapital, Gatew ay Edition (2000) , Washington DC: Regnery 

Publishing Incorpo ra tion . 

27. Moyer, R. C, MCf, lI igan, j R., a nd Kre tlow, W.j. (1995). COll lelllpornl1j FillO/leinl 

Mallagelllell l , West Pu bli shing Co, Cincinna ti , O hio. 

28. N obanee, I-I . (2009) . Working Capita l Managem ent and Firm 's Profitability: An 

O ptimal Cash Conversion Cycle. Website: i1ltp//ssrI1 .conz/ nbslrnct= 1471230 

(Accessed on Decem ber 30, 2011 ). 

29. Padach i, K. (2006). Trends in Workin g Capita l Managem en t and its Im pact on Firms' 

Performa nce: An Ana lysis of Mauri tian Small Man u factur inr, Firms. IlI lernaliollal 

I<el ,iell' of Illlsilless Ik,err rciz Papers, 2(2), 45 -58. 

30. Pandey, 1M (20U7). FiIlO/leial MO/rngellle ll l, 9'" l'Liili<lll, VIKJ\5 Publis hi ng I louse PVT 

LTD. 

31. Pe terson, M. A., a nd Raj an, R.G. (1997) . Trade cred it: Theories and ev idence. Tile 

I<ev iew of Finallcinl SllI die5, 10(2), 661-691. 

:12. Rafuse, M.E. (1996). Wo rking Cap ita l Ma nagen", nt : An Urge nt Need to Refocus. 

Mallagelllelll Decisioll, 34(2), 59-63 

33. Ra lwma n, A., and Nas r, M. (2007) . Wo rking C"I' ila l Managl'mcn t ilnd I'ro fitabi lit\' -

Case of Paki s tan i Firms. IlIlerllnl iollol 1<<'l 'It'IO or /3l1sil/('5S l<es"lIrciz I'al'ers. 3CI), 279 -

300. 

:14 . Rao, RKS (1 989) . I 'II //( Ialllelllais of {"illnllc iol /111111/(1);"1111'111, U5!\: MaCmillan I'ubli shin!\ 

Company. 

35. Ross, Rando lph , .Illel Bradford , (2002). I:unli<lml'nl ,li s of Corf1ora il' I: inanel', Gt ll 

l'dil iull , Ml"C rdW- ll ili CUlll pa nil's. 



36. Samiloglu, F., and Demirgunes, K. (2008). The Effect of Working Capital 

Management on Firms' Profitability: Evidence from Turkey. The internlltionlll 

Journal of Applied Economics Ilnd Finllnce, 2 (1),44-50. 

37. Sebhatleab Tewolde (2002). Working Capi tal Management: The Case of Government­

Owned, Transitional, and Privatized Manufachtring Firms in Eritrea. PhD 

Dissertation. Website: 

http.//dissertalios.llb.n1g.nl/FI LES/fllcu 1l1es/mal1llgel11el1 1/2002/5 .lewolde/titlecol.pd f 

(Accessed on September 5, 2011) 

38. Sen, M., and O ru c, E. (2009). Relationship between Efficiency Level of Wo rkin g 

Capita l Management and Return on Tota l Assets in be. IlIlemlllionnl JOllm1l1 IlJ 
Business Ilnd Mllnngell/ent, 4(10),109-114. 

39. Shin, 1-1.1-1., and Soencn, L. (1998) . Efficiency of Working Capital Managemen t and 

Corporate Profitability. Fillnllcinl Pmctice Illld Edllcntioll, 8(2),37-45. 

40. Shu lman, J.M., and Dambolena, I.G. (1986). Analyzing Corporate Solvency. fOllnllll oj 

Cilsh Mllllllgell/elll, 6(5), 35-38. 

41. Smith , K. (1980) . Profitability ve rsus Liquidity Tradeoffs In Working Capital 

Management. III 1<1'UdlllgS Oil Ihe MIIIIllgi'lI/elll oJWorkillg Cnpillil. I,d. K. V. Smith, St. 

42. Soencn, L.A. (1993). Cash Conversion Cycle and Corporall' Profitability. fOIll'llul or 

Cilsh Mllllllgell/elll, D(4), 53-57. 

43. Terue l, PJG, and Solano, I'M (2005). Effects of Wo rkin g Capital Managen",nton S~ 'II: 

Profitability . IlIlel'llllliolllll JOII l'll 111 o[ !'vlll llllgailil Fillllllce, 3(2), 16.J-1 77. 

44. Tewodros Abera, (2()'J0). The effect of management of working Cilpi t,lI policies on 

firnls' prof itability. Luidt!lIt"1..' fWIII 1/1l7J1l1jilcfllrillS Ilriunte IiJl/iterl CUllljJ(II/il'S ill tis,my 

n.:giol/ , Lfliiolli(/ 

45. Van-I lorne, JC and W<Khow icz, JM (2004). I'lIlIdlllll<'IIIIII" 0 [1'111111 1< '1111 Mllllllg<'III<'II I, 12'" 

Edition, USA: I'rentin' I lall Publishers. 

46. Walker, I, rnest W. (196-1). Tow.rrd " Tlwory Df Working C lJ>it,d . n", 1:lIgill<','rilig 

1-:"'"101111"1,9(2) , 21 -15 



47. Weinraub, H. J. and Visscher, S. (1998). Industry Practice Relating To Aggressive 

Conservative Working Capital Policies. Journal oj Financial allIi Strategic Decisioll s 

11(2),11-18. 

48. Zariyawali, M.A., Annuar, M.N., Taufiq, H., and Abdulrahim, AS. (2009). Working 

Capital Management and Corpora te Performance: Case of Malaysia. Journal of 

Modern Accounting and Auditing, 5(11), (Seri al No.54), 47-54. 



List of sampled Manufacturing purpose , 
NB:- due to the confident iality of the firms' fina nc ial reports, the researcher uses a code 

instead of list ing their lega l na me be low. 

S,NQ 'ia me 
(,od~ of the Firm) 

1 Samp le Firm A ( 

2 Sam ple Firm 13 

3 Samp le Firm C 

5 Samp le Fi nn E 

6 Sample Firm F 

7 Sample Firm G 

8 

9 Sample Firm I 

10 

II Sample I.' inn K 

12 ~;nn !lk j 'i rlll I. 

IJ Sample I.'i n n M 

14 

15 S:.lInp ie I· inll () 

16 

17 Sample I· irm Q 

IH 

19 SalllplL' I· irm S 

211 

21 

22 

I' rod u ct 

plastic Shoes & so le . 

milk and milk product 

oflice equipments 

I'lastic 

cot to n <lnd f1 ()\\'c r 

Construct ion Machiner ies 

( 'i,.'IT1C llt 

Vasel ine allli soap 

Pl:hl ic I ll<1lcriaI 

II' 'il "Jil l:l 

.Ju ice 

11\ '- , ' \ [ l" l l', 11 I, . II !,! 
. I It 111 1 1111 ' ! I II 

Add ress 

Addis Ababa 

Add is .. \ bel ba 

Addis Ababa 

Addis Ababa 

Addis Ababa 

Add is i\ baha 

\d l:l .... \11.;t'I.I 

:\dll i~ · \h.!h~1 

· \ ~ Id b \h. -: \:, 

r\ddi, Ahah:, 

:\,I,ii·. \ 11.:h.1 

/\Jd is .' \ I"",,, 
\ .. 1,1) , \ h.:i\J 

'\di I, ,, \ h.iI 1, 1 

\ . 1, i I '.1 , . 



Rdlius Cdll Uldlrd dud usrd 101 dUdlysis 

r:::---~T-'~~-- --_.- -- - ~~-- ---- --
Firm ,ear ROA OPM ROE ARr IP l APP 

- ---
ecc 

A 

B 

1006 0.0605 0.1 808 0.13841 15.1437 
1007 0.1011 0.10697 0.11861 19.4166 
1008 --~0~.nl~4 ----0.1~834-"-8 -t-~0·-'-.15'-ii)- . 128159 

1009 0.1133 0.18848 0.1567 11.8159 

2010 0.0981 0.16349 0.05841 0 

138.1\2 
151986 

104059 
105.485 

116.58\ 

o 153.896 

° 171.413 
o . 116.875 
o 118.301 

o 136111 
10060.004] 0.0611 0.96]8 101076 174019 611967 112808 

--'-10"-'07-1-----'00328 - oillll - 00 -- 48.8106 -- 1if61 . - 48.8905' - - -Iiru 
1008 0.0686 0.219 17 0.0979 35.1861 115.97] 19.1108 InI48 

- -
1009 0.0611 0.15606 0.08158 6555~1+_ 158~lL __ ._-"0_-1-_--=113:::..90"-17 

1010 0.0515 030985 0.08131 576101 105.923 14.8853 138.658 
-------:-~-_:_:_:_:_t--

I---=-C _ _ 
j 
__ ._l006 ·0.001l 0.0111 0.0011 81.5387 163615 139.58 
1---=-1O-"-07+r_-..c:00""011'-1-__ 0.:..::031.c:.75 _t_-=00'-'-060::....1 1-._5:.::.8.0,,-,96-'-11 1_-,I=\4.2::c67.+_-~.:..:.zi\:...0~98 ~ 

106.574 
188.854 

__ 1_0 __ 08-t-_0~001~1 1-_0'-'.031:.:...14-t-_00~159~9 +-_58.-,-81l~6 t __ l\4.161 0 311081 
1009 0.0016 0.0518 0.0]14] 69.3034 170.9% J.8919 236.401 

r------t---t------t--~--t----t------ ---.~-- +---=-'-"-1 
1010 00034 U.06IJ6 0.0154 6185]5 14L9'19 0 101831 . -- --.. --'- 1---==-1 
1006 00169 0014\1 0.05·161 0 110.1i\ 409911 110.545 

'--1007--0064J :- -0 lI095 0.1 844 14.m) 1----i~~R!1 -i - --111477 I~ 
i -lOuaT-u~1<\~-1I0Il!J8 UJ0i4/ --uii\" - -lbb4i', :' lulb"nT-148.4.41 

~ ~IO~I-=O.l~~;: UI\'~6T 1--OJ0I6±-f---J6:I}6l ~ ~ 11\ 11\ ! j8'i4~1 r- ]iill[ 
i 1010 0\111 014141 I LOl611 109041 I&'llb41 l'I.U7I\ I 18119\ 

E - i '--IUO')- - -- 00691 -:-- ~ 11191 -- UI0911-J6i\i,9 - - /JI.\II I Ib9181 - -119115 
I----"~~ I -~ l!lO7- --OOlIlT- -I: 11071i-- U OI~8 ----77 li91 - -15\U~1 ! 0 - - nllJ 

'_~ 10~8+-QO@~r-~ UI~I\j~ :O~\1!~:=};I098~ ~ =-_Jl6ff,! I _ _ u ~ --38um 
___ IU09 __ 00Q5 __ U H~q __ U UI~8±-_ 14Q!'!l. __ lb J1 LI _ 1 4 ~!~7 _ __ 51J!:11.:!. 

I IUIO 0.06T! I UI84L~_1 0.0I9·iJ 191.15 14J<\J1 , IUl!_ --~I]Jl 
t--- I'---_-j -__ IU2b~ ,= U 0~(:-=--1I 1410~_!=--=--008,io~ =_ 9~~I = j Il8188 ', - 0 __ J.b~ 

! IilUI : U.UbI7 U/b P\ ' O.IJ17b8 IIi497 Illo.1U9 0 1iI.666 

D 

[ ~ IUU8 J _ -UUb9b -:-- W'i,-' -U IY%b- - iL 91Y r - 19IU',I' U - -riili 
, lU09 I U06il U14rt6T - 0109J\- - - 5U9011 I 11'1411 I' 01- 2 8\Ji 

I' , I I --
! .. IIIIU i _ ti ll Og _ 11/1119 I UI01I4 Ij8bll i 1\1 1'11; LW,]q : _ 4q~ 



Finn leaf ROA OPM ROE AHP IP APr CCC 
-

G 1006 0.040]1 0.17544 0.01714 0 171.507 117.059 94.1599 
1001 0.01346 0.13955 0.04043 81.1 81 54L11I 645075 -111.11 
1008 0.04184 0.1555 0.03398 .34.9605 115.\55 141.]1] 1630.1 
1009 0.04163 0.17516 I 0.01313 116413 189.51 311105 4.4914 

1010 0.04199 0.1903 ! 00,1013 '11.3513 ]15_084 I 65431 -1'159 
H 2006 0.00799 0.09913 0.03421 11.0168 ]90.613 I 4.19114 158.498 

1001 0.00911 0.1 0404 0.01106 19.9839 L4215 191181 -109.81 
1008 0.01519 0.06665 0_0165 49.9198 1]0.04 1.66014 11L36 
1009 0.04998 0.18611 0.06484 56_6831 86.5801 814911 60_1111 

1010 0.04971 0.17943 0.0144 131.636 119.551 IOL659 155.535 
-

1006 0.0201 0.1ll16 0.011 96 468.11 111_191 14431 131801 



----
Fino leaf lOA OPM HOE ARP IP APP CCC 

M 2006 0.21692 0.67105 031713 80.368 474.851 486.849 683697 
2007 0.23119 0:0.0108 0.0007 63.0154 340.961 491008 -86.971 
2008 0.23594 ... 0.01124 0.0256 124.8164 157.83 \123 202.61 
2009 033817 0.01145 0.43173 22.5349 171688 158004 138.119 

1010 0.17574 . 0.01054 00463 l7.IJ87 195.948 261081 11.598 
N 1006 0.00871 0.11071 0.01711 171.061 318109 138.994 311176 

1007 -0.0008 -14137 -00009 195381 \11622 45.9101 67L093 
2008 0.01021 0.1001 0.02185 118.546 317.594 279088 478.232 
2009 0.02357 0.0125 0.02825 146084 576.255 76_716 645.623 

2010 0.01\34 0.2011 0.01036 186. 141 7438 14209 787.811 



Firm lear ROA orM ROE . ARP Ir APr ccc 
s I 2006 0.08386 0.11069 0.01004 183.141 381.812 34.02 227.333 

2007 0.08673 011357 003883 181.114 390.26 I ]4.85 228.544 
2008 0.08961 0.11644 , 011763 186716 391.708 l4.679 119.755 
2009 0.09249 0.11931 : 0.0161] 188.]19 395155 35.508 130.966 

-

2010 
I 

0.09537 I oml ! 0.05\1/ . 189911 391.603 35.337 232m 
T 1006 009815 I OM08 I 0.01401 191 i04 400051 ]1167 233.388 

----, 
2007 0.101 1] i 0017% . 0.01282 191097 402.498 36.996 234.599 

010401 ;--iio3084 I 0.00161 1-194.U84 
----

IU08 404.946 36.81\ 135.81 
010689;--o.o]m i O.l0511119618i-

f----
1009 407.394 MI5 m021 

---~- --- ----

0.0366 L ~ 00114 [-=197874 I 
_. -~- --- - ---

I 
2010 _ __ 010977 i 409.841 36.484 238.231 

- - - - --- -- - - - - - - c-
U 1005 0.11264 I 0.11941 , L008 I 199461 412.289 J72.l13 2]~443 

- -1--- - - - - - ,- - - -
--411JJI [- )6.142 1406\4 IU06 011\\1 OWl') , 0.0011 101 Ol' , - - .- --i-- - - -,-----" - - - --- -

1001 011 84 Oll 'd] . 10 1\6 101.1'\1 r--4t1J84 1- - 3Ti.971 HL861 
~_ - IO~B __ ~ my8 : ___ 0) 1811 :=--:'&1&439 _ 1O.Ji1' --=:419GlI} _j80!0l. _ -243.076 
f--- 1009 UII410.., __ 01}U9Y __ I 'I~II'l L IOIUi ____ 42108 ____ 3 81~ _ _ 14rI)Ji7.. 

1010 0.11704 ' 011387 0.00199 I 101 Ii 414.\27 186.119 m498 
v 1006 G1199C= ~IUI'J: OOllJla i- 20Y ll l i~ =-_ 4 16 9~-~ lByii9 - l'lGi~ 

1001 om8 i 001061 0 ll91B I 1Il:l,jj 419.411 JYI.IIB /H.92 
--

1008 LI3\68:- -00101'; ·-01181B r- iI IlOB- -- iJl81---1Y'l947 - 14911i 
1-- - - +-----.- - -- - ,- 1--· - --·---

____ _ 10~9_r_-y,1I JB3- -- - JyiuT' ._U!il il : _ _ 18U (;' I _ M II\ ___ 8~jO~ _-"J2091.. 

___ 10I~_l 0!N : ____ OJ!:!! __ J l'l'o l , __ IOjI J~ 1 _wmd _ ~1IJIbJ __ --.JIJl191 



(ompaoJ lear cm CLTAR CR OR I'S ! I'GB n 
A 1005 0.56103 0.5424 1064 L71J6 15.9895 NA 0.5614 , - - -- -- - -- ~- ~-- -- - - - - - - ----

1001 0.6621 0.1118 12481 L9181 15.1381 0.408 0,5371 
1008 060141 0.5481 1.912 L1665 150788 0.Jm 0.5586 
2009 0.81911 OJ~ i----- 1685.6.. _ J .1063 150188 i 0 0.5586 _.--- -

15148~ 
--

1010 _. O78~ _~611! _ 1l85~ 02200 01141 0.6205 
-- ----.. _cc:- - - -

B 2006 0.64438 0.2013 1101 24194 19.1763 NA 0.2013 
2001 0.14592 0.2051 16168 2.6689 19.6688 21016 0.2057 
2008 071323 0.2994 2.416 L4313 19.9204 0.1848 0.2993 
2009 0.8735 0.1389 3.8320 1.5141 19.1959 0.2492 0.2389 

2010 01615 01085 {0100_ __ 4.6331 19921l.-__ --"0=-334:::...8 1_ -----"0.3:.:061-=-14 
f--------,-C---t- - - . iOO~:==-OI51J2 O.~ _ _ i9\!'1.. I-..Jc151.~1-- 11.8482 ; ____ .:::NA+-_=00"-870'-! 

1001 018552 0.6104 LW18 0.9Jll 15.9959 : 04052 0.6504 
1008 0.82916 oom 1&:811 12995 11.990b ,-- 0.0122 0.6294 

r----:- i009~ ----':-013605 _1_ _ 01l84__ LIDbl =-- 10616 _ 1 507l~ j----0::..:.20::::42'--1. __ ----=0.1=-163'--1 

~O ~ rull I.m O~ ~19 i Ollm ~I 
I--D--+~~~-"1,-c0-,,-0"'--6~-______ 0 __ .12,,,51-,--9 +-__ .:..:0.6915 0 1J~4 --01938 211961---=-=NA+--....::O.Oc:c915'-1 

-- --- - - --- , 
_._ l~ _ _ 0.42811 0.4931 _ 08681,--_!~9l8 244611,. __ 08158 0.6116 
._ .. __ JOQ8 ___ J454fi'!"f--_04915 0.9[ I~ __ 0111 _ Jl]l ___ 9.183~_ 01538 
' .. _ IUQY-i_ _ U~87IL; ___ ~I~. O!... _ UIW'~ ___ lil" ___ 14549t... 0.886b _ _ 0.1303 

I--__ ~--- 101O_i __ U~lIJ ___ UO!q~ _ IO~ ,b ___ IOb47 ___ 147111 _ _ 0.\56J . _O~ 
t : IUOb ' 047<\11 , 0.3b·14 , I Nib IIJ lY {(bOb6 NA 016'14 

I----l~--=IUOC -=-)81u78~~OI6J[[ 111,_= -' oY',ll-=- n}J( _ 00l96..:::'- -o.ill[ 
1008 0.731'i4 I 0.183', ilKI J v 'dIU 186188 0.0471 0.1831 

~~~=o-g~~ I 01QJ[ =u ! UH~ =~= Ilm==-28iI1~-=-0 2549 04038 

1010 085441 ' O.HlJ "1'1 18 Ilbl! 18TI'd 01415 OAJJJ 
1 --IOOG I'-llJ\'llJ~- O~,1I",- ;V!IJY----IYI68-- f)G\l~ - NA ___ 01699 r f----'- -
I _ IUUl , 0! J\24 1_ _ 'J'J II8~_ IhH __ 8UuH __ . Iifil4_. 0141 _ _ 0.105L 
! 1008 ! OO~I?b~' n'181_1__ Hi>! _ 11189. __ 79301 04615 01011 
i IOUY OOll'JI_ 1.1 J!gg ~ _ !" p,a _ : Jllb __ !04"_. OlO~41' __ -OM[ 

'-----___ I _ IUIO O,\OUI ; ')t,1I 9 1__' ' I I "I'll HJ\8\b OJOQIi4 _ ~)!II!. 



Firm Year TCATAB eLTAR CB DB FS FGB FL 
G 2006 0.81082 . 0.2699 11747 3.87412 751823 NA 040034 

1007 0.87498 0.1063 ~9861 L01741 7.36076 03041 0.41969 
2008 0.8179 0.1 657 3.90745 0.8567 760141 0.74444 0.41091 
1009 0.02848 0.4136 2.97l83 114053 7.61876 I 0.0383\ 0.49981 

2010 0.02\1 0.1867 1 JI54 152159 7.61229 0.0148 0.46748 
II 1006 0.28421 0.05898 102452 0.6498 215484 NA 0.1146 

1007 0.41647 0/99·1 2.4]845 2.43081 216251 0.19334 0.17079 
2008 0.63085 0.23491 14.6646 6.71827 218469 0.66624 0.04302 - _ .. - -- ---- -- ---- -

--3.71266 ----- -
- ---n:0366 1- Q14785 --omz-2009 0.8506\ 034248 ~79626 



Firm ill! TCm eLTAR CR OR FS I'GR I'L 
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19m --;4-1-01: M . ~ o 7281J 0.3682 19.025 NI 0.1091 - -R ---
o b9137 0.11015 Liibll LltJ15 19.1'118 0.31754 0.189J8 

f--
OHll18 - 0.4~1\ 

---- -
2008 L83696 1\1818 192102 0.16273 0.51&12 

1---
066800 0.1942 0.1146 -01i\l8 1009 14J9H2 119101 19.1574 

1---

2010 0.19338 0.3640\ 117957 L8031J 19.211 011109 0.40145 
N 2006 0.63138 0.13981 IA l\31 0.m83 1.63214 HI 0.18814 

1---"--+- 2001 0.65\13 0.01611 8.561'1\ 4.0932& 1.526630.21\1 0.08151 
-- -- ~ -- - - - - . -- -I- ~ - - - -- --- - -
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r--

!!!l!! ill!: rcm CLTAR CK UK FS f'GR FL 

S 
-- - f----

-1006 003174 01 5182 10.96\5 39&319 7.5716 NA 0.JGS9J 

2007 nOJJlS 014651 110901 3.987S\ 7.57351 0.51091 0.36601 

100S 0.03481 0.14111 IL1146 401151 7.56955 -01345 0.J6Jll 

- - - - - -- - - -- - - - - -- -- . - ---
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