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Abstract

The study aims of investigate relationship of wogkicapital antecedents and profitability of the parmy.
Seven variables are taken as proxy variable to uneagorking capital and its management. Populatibthe
study is based on Karachi stock exchange listedpemies. The sample of study is manufacturing seator
Pakistan. Thus, sample period contains on the ¢ansyfrom (2005-2014). All variables have sounéabdity
and data is normally distributed. Therefore, catieh and regression analyses are applied. Hertady s
revealed significant relationship of working capiteanagement and profitability.

Key Words: Working capital, profitability, Normality, correlan, regression, sample period, normally
distributed.

1. Introduction

The excess of current assets over current liadslis explained as working capital. It is said ¢caln investment
that a company has to make for its operational sieédinances acquisition of current assets litazlss, trade
debtors, cash and cash conversion cycle whichratarn to generate profit, to meet payments of Bepn
timely manners of material and services. Thusthebe antecedents are based on working capitaireagent
ingredients i-e stocks, debtors, advances, cashyas and creditors.

However, simply working capital ensures the firralslity to finance short term assets through short
term financing sources (Ahmadi, Arasi and Garajafé2012). Thus, the success of corporate financial
executive's dependent upon their efficient movemeott receivables and payables that represent effici
management of working capital (Filbeck and Krueg@€n5).

Therefore, objective of the study is to investighie relationship of working capital managememtnfi
size and debt level with firm profitability. And tdentify the natures of decisions associated withrking
capital management ingredients and profitability.

Working capital management is ever hot and lifeetitapic of finance and is much investigated in
prior studies all over the contexts. While, curretudy aim is to investigate it specifically on ia&ni listed
companies data containing on ten years’ time petdodredict batter findings. Therefore, sample geafrthe
data set are based on recent past years becaus#aRails not purely developed country in scientific
investigation (Aycan et al., 2000). Hence, sigmifice of the study is to acquire reliable outcorhas ¢ould be
valuable for theorists and practitioners.

The scheme of the study contains on four partst part concludes the literature and hypothesthef
study. Second part elaborates the research metigpdorhird part briefly elaborates study resultsufh part
concludes the findings of investigations.

2. Literature Review

However, Ahmadi, Arasi & Garajafary, (2012) havencladed in their study that efficient management of
working capital requirements boost organizationakricial efficiency and ultimately firm’s profitdty.
Moreover, efficient management of short term amgylterm debt also boosts firm profitability.

Thus, Padachi, (2006) has supported the argumeimvegtigating Mauritian manufacturing market.
In some cases working capital management debt Ewelfirm size is also found opposite in directibthe
period of collecting and paying funds varies armbwersa (Ghodrati and Ghanabari, 2014).

Reheman et al. (2010) also have found similar tesaltheir study that size of firm and profitabyjli
also increase through pure and efficient manageofembrking capital. Moreover, Reheman & Nasr (2DBds
also supported such argument in their study bystigating working capital management and firm gedfility.
So hypothesis of the study are given as below,

H1: There is positive relationship between working taphanagement and profitability.
H2: There is positive relationship between firm sizd profitability.
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H3: There is a negative relationship between compaby aed profitability.

3. Research Methodology

The study aims to investigate the relationship afrking capital determinants on manufacturing sector
profitability. Thus the nature of study is explanat and secondary data is collected from finanagbrts. The
study population contains on listed companies imakhi stock exchange. The study sample containgldn
companies of various sectors relating to manufawsector.

And period coverage is restricted to 2005 JanuaB0tL4 January. There is a limit in the data tbates
companies got late their listing status at Karastbck exchange. Thus some companies’ data is rgissid
convenience sampling technique is used to acqai@ ®ata is acquired from www.sbp.com.pk database.

Regarding instrumentation stepwise and panel dageession method is applied to add each variable
and its estimation power over dependent variatheisTfollowing model is developed for relationstept,

NOP =B0 +31 ACP 2 APP 43 CCC 4 LOS 45 CR 36 DR 437 ATO +38 LEV +e
NOP = Net Operating Profit

ACP = Average Collection Period
APP = Average Payment Period
CCC = Cash Conversion Cycle
LOS = Log of Sale

CR = Current Ratio

DR = Debt Ratio

ATO = Fixed Asset to Total Asset
LEV = Leverage

e = Error Term

4. Resultsand Analyses

Table 01
Sector Representation
Sector Name % Representation
Chemical Sector 24.7%
Food Sector 44.0%
Chemical Sector 20.3%
Beverages Sector 01.5%
Pharmacy Sector 07.0%
Paper Sector 03.5%
Total Representation 100%
Table 02
Reliability Statistics
Variables Cronbach’s Alpha
ACP 0.76
APP 0.72
CcCcC 0.84
FS 0.71
CR 0.68
DR 0.77
ATO 0.58
NOP 0.74

Reliability measures represents the nature andeptage of errors associated with variables of study
And data is normalized by using Cronbach’s Alph&usaThus, the data showed standard and higheevalu
regarding variables. The value of Cronbach’s alphACP is 0.76, APP 0.72, CCC 0.84, FS 0.71, CB0OR
0.77, ATO 0.58, LEV 0.64 and NOP 0.74 respectivBiych higher values have shown the higher consigteh
the data.
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Table 03
Data Normality
Variable N Skewness Kurtosis
ACP 114 0.873 1.54
APP 114 0.091 1.34
CccCcC 114 0.045 1.07
FS 114 0.671 1.21
CR 114 -0.851 -1.58
DR 114 0.048 0.97
ATO 114 0.057 0.31

To analyses the normal distribution of data in gtddta normality test is executed that is obsetwed
two values i-e Skewness value and kurtosis val@ar@dn, 1895). In current study the data showniredju
values of kurtosis ranged between -02 to +02 adiored in table 03. Thus, in table 03 kurtosis eallies in
between -1.58 to +1.54. Hence, entire data of testedy is normally distributed

Table 04
Descriptive Statistics

Variable Mean Standard Deviation
ACP 1.47 0.083
APP 0.71 0.065
CCcC 0.04 0.025
FS 7.231 8.957
CR 9.157 3.337
DR 11.57 3.87
ATO 14.56 5.09
NOP 0.87 0.976

Descriptive statistical measures are carried ouhéasure average of responsiveness of data and data
variations. Thus, mean value and standard deviatidure is used to follow. The mean value of ACR.%7 and
standard deviation value is 0.083. APP mean valug@ 1 and standard deviation value is 0.065. C@@m
value is 0.04 and deviation value is 0.025. FS medne is 7.231 and standard deviation value i58.9CR
mean and deviation value are 9.157 and 3.337 régplyc While, DR mean value is 11.57 and standard
deviation value is 3.87. ATO mean value is 14.56 standard deviation value is 5.09. LEV mean vau®902
and standard deviation value is 0.367. And NOP maémis 0.87 and standard deviation value is 0.976

Table 05

Correlation Analyses
Variable 1 2 3 4 5 6 7 8 9
ACP 1
APP .395%* 1
CCC 401 .502** 1
FS .456** 484>+ ABT** 1
CR 331 402** 450** .459%* 1
DR -331%*  -324*  -347*  -351** -391** 1
ATO .321%* .333** .359%* .376** .393** 397 1
NOP .337* .340* .343* .364* 402* .438* A449* 500 1

*, Correlation is significant at 0.05 levels (02i¢d)
**_Correlation is significant at 0.01 levels (Oaied)

To measure correlation and coefficient of correlatPearson’s correlation is executed in currerdystu
The correlation table shown correlation among wagléapital management determinants i-e averageatioh
period, average payment period, cash conversiote,cgarrent ratio and leverage, firm size and dediio
respectively. Thus, correlation among ACP and APR0i395** p<0.01), APP and CCC is (0.401** p<0.01,
0.502** p<0.01), CCC and FS (0.456** p<0.01, 0.4843<0.01 & 0.487** p<0.01), FS and CR (0.331**
p<0.01, 0.402** p<0.01, 0.450** p<0.01 & 0.459** p<01), CR and DR (-0.331** p<0.01, -0.324** p<0.01,
0.347** p<0.01, -0.351** p<0.01 & -0.391** p<0.01pPR and ATO has (0.321* p<0.01, 0.333** p<0.01,
0.359** p<0.01, 0.376** p<0.01, 0.393** p<0.01 &3B7** p<0.01) and finally ATO and NOP has (0.337**
p<0.01, 0.340** p<0.01, 0.343** p<0.01, 0.364** p£Q, 0.402** p<0.01, 0.438** p<0.01, 0.449** p<0.@
0.500** p<0.01) respectively.
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Table 06
Regression Analyses
Variables Beta t. Statistics Significance
C 4.13 4.716 0.000
ACP 0.01** 0.127 0.000
APP 0.05** 0.681 0.000
CCC 0.10** 1.53 0.001
FS 0.138** 1.69 0.000
CR 0.54** 3.51 0.000
DR -0.56** 2.00 0.001
ATO 0.20** 2.86 0.000
NOP 0.057** 0.310 0.000

Because of multiple predictor variables multivegia¢gression is applied. Therefore, coefficienalbf
determinants of working capital management i-e AiSFfound significant (0.01** p<0.01), APP (0.05**
p<0.01), CCC (0.10** p<0.01), CR (0.54 p<0.01) a®wbO (0.20, p<0.01). Firm size is also found sigrafit
because FS (0.138** p<0.01). Moreover, debt ragi@lso found negatively significant because DR5G®:
p<0.01) and NOP (0.057** p<0.01) respectively. Thusking capital management is positively assodiatéh
profitability, firm size is positively linked witlprofitability and debit level is found negativelphked with firm’s
profitability. Therefore, all hypothesizes are gueel with 100% ratio. Hence, study supported albrpr
investigations.

5. Conclusion

On the bases of hypothesis of the study workingtadipas significant relationship with firm’s pradbility, firm
size has also significant relation with firm prafility and debt of the firm has also negative Higant
relationship with profitability. Therefore, all hgtheses are accepted. The main reason of hypotiesptance
and significant relationship with profitability ihat in Pakistan most of the companies have indesésh in
their operations. But corporate managers have flesss on receivables that has decreased sharesrisold
wealth. And to improve share’s holder wealth cogperfinancial executives should decrease average tda
receivables. Thus, by managing receivables compacém boost their profit more. Moreover, study has
supported past investigation and has significaation.
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