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ABSTRACT 
 

Working capital management has maintained its significance in business through 

supporting companies in handling their day to day activities. But such support 

depends on how management has a proper insight of its relationship to profitability 

of the company so as to end up generating rational decisions. The study at hand 

enthralled attention on assessing as to whether working capital management had an 

impact on profitability, taking into account listed commercial service companies in 

East Africa community stock exchange markets. Specifically, the objectives of the 

study were to examine the relationship between average collection period and 

profitability, to examine the relationship between average payment period and 

profitability, to examine the relationship between cash conversion cycle and 

profitability and lastly to examine the relationship between inventories conversion 

period and profitability. 

In the process of accomplishing the study, a longitudinal survey research design was 

applied. Whereby, secondary data were gathered from audited financial statements. 

The period undertaken was 10 years, with a range from 2008 to 2017. The study 

analysis was reinforced by SPSS in drawing out descriptive statistics, correlation 

analysis, and multiple regression analysis. The dependent variable of the study was 

Gross profit (GP) while independent variables were the Average collection period 

(ACP), Average payable period (APP), Cash conversion cycle (CCC) and Inventory 

conversion period (ICP). In making sure the study provided meaningful results, the 

control variables Current ratio (CR) and Firm size (FS) were involved. 

Based on the analysis carried, it was concluded that both APP and ICP had a 

significant positive relationship to profitability of commercial service companies. 

While ACP and CCC, their relationship to profitability was insignificant. It was 

recommended that aggressive financing policy to be applied by commercial service 

companies so as to tighten their working capital components. Moreover, a separate 

study should be carried in respect of ICP, as to why a positive relationship was 

obtained, which was not as expected by normal working capital management 

theories and practices. 
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CHAPTER ONE 

 

PROBLEM SETTING 

 

1.1 Introduction 

The chapter presents a broader image of the study at hand, looking at how working 

capital management is associated with the profitability of a company. The area 

covered includes, the background of the problem, statement of the problem, then 

laid down the general objective and specific objectives to be undertaken in the study 

and questions formulated from the specific objectives. Moreover, the chapter took 

into account the significance of the study, the scope of the study and the 

organization of the study. 

 

1.2 Background 

The profitability of a company has been one of the major motivations, for investors 

to invest and retain their investment. Such motivation has inspired many companies 

to focus on expansion through advancement and integration of business worldwide 

so as to be able to increase their profits and stabilize their business. In doing so, 

businesses have been forced to operate in a better and efficient way in order to be 

able to survive in the global competitive market. This can be observed in the 

monopolistic theory perspective that when there is a large number of firms in the 

industry, then the quality of services provided becomes one of the potential factors, 

out of various key factors in making sure that firms survive in the 

industry(Samuelson & Marks, 2012).  

 

This is because under ceteris paribus such that when other things remain constant, 

the price being one of them, customers when they are surrounded by numerous 

similar products or services, they are likely to prefer those products or services that 

are offered at a higher quality as compared to those offered at low quality. These 

results in firms with better services and products to generate more profit and achieve 

their objectives set by their shareholders as compared to firms that issue low-quality 
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services and products.  As stated by Harris (2014)that where firms do not collude so 

as to join forces, they will end up competing on both price and non-price grounds. 

 

Taking into account the demand and direction towards globalization, East African 

community EAC countries are joining forces to integrate and formulate a common 

market which will eventually result in the integration of their stock markets. As 

pointed out on the East African Community (2014) that in the process of 

establishing EAC integrated platform in trading, the region has commenced action 

plan implementation on Capital markets infrastructure. 

 

The Integration of stock exchange markets will result to widen of sectors 

participants. Firms from all countries in EAC under the same sector national wise, 

will be joined together and formulate sectors EAC wise. This will increase 

competition and pressure for better performance of all firms in EAC. One of the 

Sectors that will be broaden up is the Commercial service sector, of which in this 

research will be an area of concern.  

 

Companies in the commercial service sector, listed in stock exchange markets under 

EAC, looking on the EAC integration process fastened by ‘people-centered’ 

persuaded by EAC brand ‘one people, one destiny’ focuses on serving the 

community(East African Community, 2014). In doing so they aim at fulfilling 

stakeholders’ expectations on commercial service companies within EAC (East 

African Community, 2017). 

 

In so doing, efficiency and effectiveness in finance have attracted attention towards 

shareholder’s wealth maximization and making companies better off than others so 

as to survive in the sector and market at large. As stated by Paramasivan, & 

Subramanian (2009), that finance is all about procuring of competitive right amount 

of fund and investing it in such a manner that it ends up generating a return higher 

than its cost of procuring it. Knowing that procured funds are required to generate 

income higher than their cost, proper management of such funds and rational 

decision making on how they are invested becomes paramount.  
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That is why Adam et al,(2017) they support the rational decision making by pointing 

out that a finance manager is tasked with four responsibilities which are investment 

decision that is directly connected to Capital budgeting, dividend decision that is 

directly connected to allocation of profit, long term financing decision that is 

directly linked to  Capital structure and short-term financing decision which is 

directly linked to working capital management. 

 

As observed, invested funds can be categories into long and short-term funds, 

because when looking at the Capital invested, such capital is utilized to generate 

fixed assets and net-working capital to the firm (Vishwanath, 2007). In order to have 

a clear picture of how such funds are managed, our focus on this dissertation was 

based on short term funds. Whereby short-term funds are used to run and support the 

daily operation of a business. These make them significant in influencing the day to 

day operation of the business. While on the side of long-term funds, being funds that 

last for a period of more than one year, they tend to have a long-term effect, taking 

an example of some of the long-term funds like long term debt. 

 

When looking at the short-term funds and how they are managed under finance, in 

one way or the other you have to concentrate on the working capital. As businesses 

are expanding and going global, working capital has been an area of attention to the 

extent of being viewed as blood circulating in the business in terms of the role it 

plays in the company just like blood in the human body(Sharif & Islam, 2018). This 

is because for any organization to sustain its daily activities, working capital 

management is a significant area to be highly looked at. As pointed out by Ebenezer 

and Asiedu (2013), that when invested funds such as short-term funds are well 

managed, it increases financial management efficiency.  

 

Looking at how complex commercial service industry operates, with both provision 

of services (such as advertisements, television and transportation) and products 

(such as newspapers and magazines), taking into account their source of information 

being vast and with no certain constant locations, working capital management is 

significant area to observe so as to keep their business stable for long. In contrast to 
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other businesses that are whole into product or service business, the commercial 

service sector requires extra ability to integrate both services and products in a 

manner that both profitability and liquidity are kept optimal (Uguru, Chukwu, & 

Elom, 2018). 

 

Therefore, as investors in the commercial service sector, attempt to increase their 

shares and investment, caution about how efficient and effective the companies 

working capital is managed becomes their area of interest. This is because the 

survival and growth of the businesses are highly influenced by how vital working 

capital is managed (Kimeli, 2014; Zakari & Saidu, 2016). Moreover, Pinto et al 

(2010), point out that for a company to have a going concern, it has to reinvest well 

in both working capital and non-current assets. Knowing that there is no certainty 

about how much cash should be held by the company, so as to have the best 

liquidity level while not compromising the profitability of the company, it makes 

working capital management more challenging and an area of concern not only to 

commercial service sector but also to other sectors in the economy. That is why this 

study aimed at assessing the impact of working capital management on profitability 

of commercial service companies listed in EAC stock exchange markets. 

 

1.3 Problem statement 

Working capital management is viewed as a significant function when it comes to 

day to day operation of the company. Taking into account commercial service 

business, Haq et al,(2011) they point out that working capital when efficiently 

managed, it strengthens the capability of commercial service business in reacting as 

fast as possible to unforeseen changes and gain a competitive advantage in the 

environment they operate including creating shareholders’ value. Whereby when 

working capital is efficiently managed, it pushes the company to an optimal level 

where it can strike balance between its liquidity and profitability, thus a company’s 

going concern and its survival becomes highly assured (Deloof, 2003; Eljelly, 2004; 

Mclaney, 2009; Shekalaghe, 2016). These views are further supported by Makori 

and Jagongo, (2013), arguing that shareholders’ value is created when there is 

proper and efficient management of working capital. These are major reasons why 
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managers invest a considerable amount of time dealing with ups and downs that 

have a direct effect on working capital (Lazaridis & Tryfonidis, 2006). 

 

Although in the current practice, working capital management has been a challenge 

in terms of monitoring its relationship with gross profit, so as to be able to create a 

stable view and parameters that can be used by both the company and investors in 

monitoring company’s efficient use of short-term capital. Such challenges include 

inconsistency in the relationship between working capital management components 

and gross profit of the manufacturing sector and other sectors at large (Lyimo, 2015; 

Rugambwa, 2016; Shekalaghe, 2016).  

 

Therefore, considering that previous authors have been focusing more on the 

manufacturing sector listed in a single stock exchange markets, in analyzing their 

inconsistency, this study has been motived to cut cross beyond one stock exchange 

market. Cristian and Raisa(2017)support the idea as they recommended concerning 

further studies on a larger sample belonging to the same sector, but from different 

countries could also provide a fascinating insight on the subject matter. Thus the 

study covered all EAC stock exchange markets through the proposed East Africa 

common market integration, which is expected to be finalized in the year 2021(East 

African Community, 2017).Moreover, the study focused on the commercial service 

sector, an area that was not researched before by other authors. 

 

1.4 General Objective 

To assess the impact of working capital management on the profitability of 

commercial service companies listed in EAC stock exchange markets. 

 

1.5 Specific objectives 

1. To examine the relationship between average collection period and 

profitability of commercial service companies  

2. To examine the relationship between average payable period and 

profitability of commercial service companies 
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3. To examine the relationship between cash conversion cycle and Profitability 

of commercial service companies  

4. To examine the relationship between Inventory conversion period and 

profitability of commercial service companies  

 

1.6 Specific questions 

1. What is the relationship between average collection period and profitability 

of commercial service companies? 

2. What is the relationship between average payable period and profitability of 

commercial service companies? 

3. Is there a relationship between cash conversion cycle and profitability of 

commercial service companies?  

4. What is the relationship between inventory conversion period and 

profitability of commercial service companies? 

 

1.7 Significant of the study 

The significance of this study was to enhance the efficient management of working 

capital by commercial service companies. This was enabled through the directional 

move of the effect of working capital components to gross profit that was 

enlightened in this study. Such enlightenment does support managers in their 

decisions when it comes to monitoring of working capital and striving to balance 

profitability and liquidity of the company. In the case of career development, it 

enabled the researcher to acquire knowledge on how working capital is managed and 

its effect on gross profit of the researched sector and other sectors through previous 

studies. Moreover, this study enabled the researcher to integrate theoretical training 

(obtained in the class such as lectures, readings, and discussions) with the practical 

experience (obtained in the field) so as to match theories learned with practice. 

Moreover, the thesis acted as a fulfillment to be submitted to Mzumbe University, in 

which such outcome resulted in the award of Degree of Master of Science in 

Accounting and Finance. To other parties the research being an empirical work, it 

can be used as an input for further research on working capital management and 

gross profit at large.  
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1.8 Limitation of the study 

In this study, there were several limitations that were faced by the researcher, which 

included the following, the use of only listed commercial service companies and the 

number of commercial service companies. 

 

The study based on only listed commercial service companies thus did not take into 

account non-listed commercial service companies due to confidentiality and 

inconvenience of accessing data that were necessary to support the study. The 

number of commercial service companies in all six nations with five stock exchange 

markets was limited to only nine companies because most of the listed companies 

had not crossed a period of more than ten years in publishing their audited financial 

statements. 

 

1.9 Scope of the study 

This study focused on the impact of working capital management on commercial 

service companies. More specifically, Gross working capital, net working capital 

and working capital management in general. 

 

Listed Commercial service companies were observed as they dominate a major part 

of the commercial service sector in the EAC region. 

 

1.10 Organization of the study 

The study was organized in six chapters, covering the introduction part of the study, 

works of literature reviewed, research methodology taken into account, data analysis 

and presentation, discussion on research findings and lastly conclusion and 

recommendation of the study taking into account areas requiring further studies. In a 

more detailed highlight view, the first chapter discussed the background of the 

problem, statement of the problem, then lay down objectives undertaken by the 

study in question form. Also, the chapter covered the significant of the study, 

limitation, and scope of the study at large. Chapter two was based on what other 

researchers have explored about the study.  
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Thus, the chapter covered the definitions of key terms, theories and empirical review 

related to the study that resulted in arriving at the research gap and conceptual 

framework. Chapter three enlightened the methodology of the study covering 

research design, sample size and ways used in collecting and analyzing data 

collected. Chapter four handled the presentation of findings taking into account 

descriptive statistics, correlation analysis, and multiple regression analysis. After the 

findings Chapter five paved way for discussion on observed results with respect to 

correlation analysis and regression analysis. Lastly, Chapter six finalized the study 

by summarizing, concluding and providing recommendations and suggestions for 

further studies. 
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CHAPTER TWO 
 

LITERATURE REVIEW 
 

2.1 Introduction 

This chapter deals with reviews on works of literature that have already been 

established concerning the problem at hand. It establishes its base by enlightening 

out some of the knowledge concerning abstract ideas and theories. Also pointing out 

the contribution by the previous researchers under empirical literature review from 

which research gap is obtained and finalized by establishing a conceptual framework 

that guides the study at hand. 

 

2.2 Definitions and concepts 

Keywords of the research problem are discussed in this section. The key words 

taken into account include Gross working capital, net working capital and working 

capital management. 

 

2.2.1 Gross Working Capital 

According to Shah and Arif (2018), they pointed out that Gross Working Capital is 

an amount of current asset a firm hold which can be easily transformed into Cash or 

near cash in a given year. Such Current assets are available to meet the short 

obligation of business when they fall due. Elements under working capital may 

include but not limited to Receivable, Inventory, cash and cash equivalent (Mclaney, 

2009).  

 

2.2.2 Net Working Capital 

Net-working capital has been defined as the excess of total current assets over the 

total amount in current liabilities(Livingstone & Grossman, 2002; Vishwanath, 

2007). The current liabilities being Account payables, overdraft, Short Loan 

payable, notes payable and outstanding expenses just to mention a few, are those 

liabilities that their settlement is not expected to exceed a year from the date when 

such liabilities occurred (Shah & Arif, 2018).  
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2.2.3 Working capital management 

Working capital management is observed as a means of either increasing 

shareholders’ wealth or maximization of what the shareholders have contributed 

through efficient monitoring of its movement and making a rational decision at the 

required time (Mclaney, 2009). This is because the market in which business 

operates is imperfect in nature, requiring extra effort to compete in the market and 

succeed. That is why berk and Demarzo (2014), argue that if the market in which 

companies are operating were perfect, then working capital management would be 

irrelevant.  Therefore, the ability of the company to meet its daily obligations with 

lower risk depends on its ability to maintain a sufficient amount of working capital 

(Deltacpe, 2014). Moreover, Shah and Arif (2018), point out that working capital 

management provides insight on how management can organize well both there 

short-term and long-term resources in the quest of financing their daily activities.  

 

2.2.4 Objective of Working Capital Management 

Management of working capital has been driven by the conflict that exist between 

its two objectives, that is profitability and liquidity. Eljelly (2004), in his study he 

found out a significant negative relationship existed between liquidity and 

profitability. Thus, in one side managers are supposed to ensure the company has 

enough cash to be able to meet its day to day obligation, meaning being liquid. 

While on the other hand managers are also supposed to ensure that the company’s 

resources are utilized to the fullest so as to enable maximization of profit. Therefore 

a concentration in one objective slowdown the achievement of the other objective, 

thus managers’ professional judgement becomes of great importance (Panigrahi, 

2014). Under this study, our focus was on the profitability side as we held constant 

the effect generated from the liquidity side through current ratio and firm size so as 

to achieve the purpose of the study. 

 

2.2.5 Working capital financing 

The decision on how funding working capital is done, it’s of paramount to any 

Company. Management has to decide the sources from which their current asset will 

be kept alive. Such a decision is usually affected by the sub-category of working 
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capital and the working capital financing policy that a company applies when 

approaching such financing sources. 

 

2.2.5.1 Working capital Sub-category 

Mclaney (2009), points out that working capital is usually broken down into 

permanent working capital (permanent current asset) and temporary working capital 

(fluctuating current asset). Looking at the permanent working capital, it is said to be 

a minimum amount required during the year and usually, it's predictable in nature. 

This is because it depends on how sales and costs, that relate to goods sold fluctuate. 

While on the side of temporary working capital tend to have a similar flow every 

year due to its season demanding needs(Berk & Demarzo, 2014). 

 

2.2.5.2 Working Capital financing policy  

In the process of companies dealing with working capital management, a working 

capital finance policy that a company applies, in one way or another affects its 

decision on dealing with its working capital. The policy creates a base on how 

current asset when broken down to permanent and fluctuating, will be financed by 

sources of financing available in both the short and long term. There are three 

policies that a company can apply, being Aggressive, Matching or Conservative 

working capital financing policy(Berk & Demarzo, 2014). 

 

Aggressive financing policy; this is a financing policy in which firms finances their 

current asset by depending more on the short-term sources than long term ones when 

raising their permanent current assets. Such high reliance on short-term sources to 

fund permanent working capital create high-interest rate risk, as short-term sources 

of financing the payback period are of short notice as compared to the long-term 

ones, thus a company may fail to quickly respond when there is a rapid increase in 

demand than what they can accommodate(Suleiman, 2017). 

 

Matching financing policy; it’s a financing policy that brings similar periods 

together so as to create balance. That is to say, short term sources of finance are 

linked with fluctuating working capital while the long-term sources of finance are 
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linked with permanent working capital which also includes non-current assets. Thus, 

the life expectancy of an asset is matched with that of the raised fund, to finance it. 

Mclaney (2009), supports the policy by arguing that short-term sources should be 

used as a financing source for fluctuating current assets. 

 

Conservative financing policy; under this financing policy, a company relies more 

on long-term sources of funds to finance its permanent current asset than shot-term 

ones. The short-term sources are summoned on only emergency cases as they are 

flexible than long term sources. It’s a vice versa to aggressive financing policy thus 

resulting in a low-interest rate risk faced by the application of this policy. Despite 

the fact a company may have low risk in interest rate still, such policy may result in 

misuse of funds by management due to being in excess and idle if they are not 

reinvested for a short term return (Berk & Demarzo, 2014). 

 

2.2.5.3 Sources of working capital finances 

The sources from which working capital can be financed, taking into account their 

sub-category and financing policies adopted by the company, shows that both short 

term and long-term sources of financing qualify for the take-up(Berk & Demarzo, 

2014).  

 

Short-term sources are those sources in which their repayment does not cross more 

than one year from their date of issue. These may include but not limited to financial 

instruments like commercial papers that are issued by the financial institution, 

unsecured in nature as they hold no collateral with a promise to be paid back in a 

specified period. Other short-term sources are Bank overdraft services that allow a 

company to draw beyond their zero balance. Invoicing discounting that enables 

companies to release money that is being tied up in credit sales invoices so as to 

meet current pressing needs. 

 

Long-term sources are those that last either more than one year or throughout the life 

of a company. Such sources include long term loans that are usually offered by 

financial institutions, Debenture being a certificate that large companies issue so as 



13 

 

to raise funds with an obligation to payback with interest at a future date. Moreover, 

ordinary share capital that are the most common means of raising funds for 

companies that are non-repayable but can be easily transferred from one person to 

another. 

 

2.2.6 Determinant factors of Working Capital requirements 

When dealing with working Capital and how it has been termed as a sensitive area 

by a number of authors, the reasons for its requirement becomes an area not to be 

ignored. In the quest of knowing the requirements of working capital, Paramasivan 

and Subramanian (2009), argue that there no formula or set of rules in arriving in 

such requirement, rather management judges and their experience should be taken 

into account. The following working capital determinant factors as follows 

 

2.2.6.1 Nature of the business 

The nature of the business is an area where management can initially set their eyes 

when determining the amount of working capital to be set. A company that involves 

itself in selling slow-moving inventories such as aircraft may be motivated to 

maintain higher working capital than a firm whose inventories move fast like 

supermarkets(Paramasivan & Subramanian, 2009). Likewise, a service company 

such as those dealing in transport may maintain a low working capital as compared 

to those in the construction industry(Moussa, 2019). 

 

2.2.6.2 Business cycle 

Knowing that an economy is usually faced with periods of boom and trough, 

likewise, the business goes in the same picture as they operate in the economy 

(Škare & Stjepanović, 2016). In the period when business is performing great also 

termed as high season, the amount of working capital required, tend to be high, so as 

to meet such an increase in productions or clients to be attended in case of servicing 

business. But during a period when business is performing low also termed as low 

season, the amount of capital required tends to be low too, as production and clients 

to be attended being few. Though on the case were production increase has less 

effect on working capital then, fluctuation of the economic condition tends to have a 



14 

 

negative association with working capital (Moussa, 2019). Meaning during 

recession period customers delays meeting their obligation thus prolonging 

collection of debts by companies, while in boom season, customers pay mostly on 

time thus decreasing period used in collecting debts and thus minimizing working 

capital.  

 

2.2.6.3 Production cycle 

The production cycle is period that is taken to converts inputs into outputs thus 

involving time covered from the start of production process up to when the finished 

goods are transferred to the warehouse ready to be sold (Klarin et al., 2016). Taking 

into account the output produced by companies, there some outputs that require long 

term production cycle in producing them like ships, while other types of outputs 

require only a short-term production cycle like beverages. Those that demand a long 

processing period of producing them tend to demand a high amount of working 

capital as compared to those that require short term production period. 

 

2.2.6.4 Firm size 

Firms that have low size, their ability to access external funding is lower as 

compared to firms with large size. This is because large firms tend to have better 

negotiation skills and reputable varieties of securities to attach to their demand for 

funds. Due to that, large firms tend to maintain lower working capital, knowing that 

when cash is urgently required, they can access it easily from external funds. While 

small firms tend to maintain higher capital as compared to a large firm, due to their 

limited ability to easily access of external funds on short notice when an urgent need 

rise up (Moussa, 2019).   

 

2.2.6.5Production policy 

As the production cycle looks at the duration in producing a product or service, in 

production policy the focus is on frequency in running production. Whereby if a 

company has a policy of non-stop production process thus requiring machines to run 

almost on daily basis, then their working capital requirement will be high as 

compared to a company with a policy of running their production when some 
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conditions are met. Example inventories previous produced have all been consumed 

or a certain minimum inventory requirement has been reached to support additional 

production.  

 

2.2.6.6 Credit policy 

In the current economy, issues of credit terms that allow one to pay in the future date 

for the goods or service offered has been a major practice in the quest to compete 

and be competitive in the market. When a business issues credit terms to its 

customers, such service has to be compensated by increasing the working capital 

amount so as to allow a business to survive while waiting due date to arrive and 

collect its cash under ceteris paribus events like the default in payment by customers 

that creates bad debt don’t occur. If such events occur, then more increase is needed 

to support the daily activities of the business. Similar to the side of supplies that a 

business gets from suppliers, if they offer credit terms, then it creates relief to the 

business, as its cash is not directed affected on the spot when they make purchases 

thus allowing it to squeeze its working capital amount. 

 

2.2.6.7 Growth and expansion 

When a business is going through an expansion period, working capital is usually 

highly required to support such expansion beyond normal working capital as 

compared to the business that is stable or stagnant. That is why Moussa(2019) 

argues, firms that show growth opportunities, do focus more on managing their 

working capital. 

 

2.2.6.8 Leverage 

The capital structure of a company with more dependence on debt than equity 

usually faces a high demand for working capital so as to meet its periodical interest 

expenses that are associated with the loans taken by the company. Thus firms with a 

high debt to equity ratio strive to reduce their cash conversion cycle so as to be in a 

better position to meet interest expense obligations(Moussa, 2019). 
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2.3 Theoretical review 

2.3.1 Cash Conversion Cycle (CCC) Theory 

CCC theory was developed by Richards and Laughlin (1980), as quoted by Aminu 

and Zainudin (2015). The theory was motived by a need to critically observing 

working capital management taking into account its components involved. They 

noticed that the literature had given little attention to the topic. Their CCC model 

was pointed out to be the function of inventories, receivables, and payables.   

 

CCC theory is said to be the most relevant theory that describes working capital 

management as it takes into account the components involved under working capital 

management.  That is, the cycle involves the flow of cash from the credit purchase 

of raw material to when finished goods are finally sold and paid by the 

debtor(Aminu & Zainudin, 2015).  

 

Such movement can be elaborated further, whereby a business purchases goods 

being raw material in credit terms from a supplier with the obligation to pay in the 

future date. Such goods are then converted into finished goods and become available 

for sale to customers. Customers may purchase in credit terms and pay the required 

amount of cash in the future date as agreed. So, the days involved in holding the 

inventory until it is sold to the customer plus the days involved in awaiting the credit 

customer to pay off the goods purchased minus the days involved in paying the 

obligation to a supplier of the raw material is what forms CCC. 

 

Those that support CCC theory, they argue that firms can acquire cash as fast as 

possible when the cycle is short so as to be able to meet debt payments and 

additional purchase of inventory. As pointed out by Mclaney (2009), that less 

finance will be required on working capital management when the operating cash 

cycle is shortened. The cycle is shortened through speeding up customer’s payments 

to the firm and lagging payments to suppliers.  That is why under ceteris paribus, 

firms become more-healthy when they are CCC is low(Kimeli, 2014; Mclaney, 

2009). 
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2.3.2 Risk and Return Theory 

As pointed out by Aminu and Zainudin (2015), that Risk and return theory in the 

field of Finance, is of paramount. That is why it has been an area of attention when 

it comes to decision making under finance, be it an investment or procuring of 

funds. 

Returns being what the investors earn is said to be the function of Risk. Such 

relation is of inverse in nature because for a rational investor, an investment with a 

higher return at a given level of risk or lower level of risk at a given return rate will 

be his or her at most choice (Vishwanath, 2007).  

 

But despite such an inverse nature, there are conflicting attitudes between risk-takers 

and risk-averse. Aminu and Zainudin (2015), narrate that risk-takers are more 

focused on higher return at any level of risk while risk-averse are more focused on 

lower-risk at any level return. Thus, risk-takers look at the opportunities to 

maximize their gain while risk-averse their concern is to eliminate or reduce losses 

associated with risk.  

Risk and return are linked to Working capital management because under working 

capital a trade-off between liquidity and profitability is counted to be one of the 

fundamental aspects in working capital (Aminu & Zainudin, 2015; Suleiman, 2017). 

That is a firm can-not earn to the maximum both liquidity and profitability, one must 

be at the expense of the other.  

 

2.3.3 Resource Based Theory 

The theory looks at resources available in a firm and on how they are put into use 

through a firm’s capability so as to maximize the firm’s output. Ogbonnaya and 

Madugba (2016), argue that the survival of the business and maximization of a 

firm’s profit depends on how the resource of a firm is kept into use, some of those 

inputs as a fundamental unit of analysis being human skills and finance. 

 

Capability as a unique feature to every firm is observed as the ability to perform a 

particular task efficiently using the resources available. That is why Grant 
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(1991)highlighted that a firm’s resources are the back born of its capability, and both 

are the primary source of the firm’s profit.  

 

The resource-based theory is linked with working capital on the aspect of a 

manager’s ability to efficiently and effectively manage short-term assets of a firm, 

so as to maximize the performance of a firm(Aminu & Zainudin, 2015). Thus, the 

efficient utilization of working capital which is on the hands of a firm is highly 

influenced by the ability of the manager to make an appropriate and rational 

decision considering how the business is running and the direction it is moving. 

 

2.3.4 Agency Theory 

Agency theory model being among theories that cut across various fields such as 

finance, economics, audit, and other fields, it is explained by Jensen and Meckling 

(1976), they defined an agency relationship as a contract under which one or more 

persons (the principal(s)) engage another person (the agent) to perform some service 

on their behalf. Thus, such involvement results in shifting (delegation) of the 

authority to make a decision to the hands of an agent. The authors foretell that if an 

agent is a utility maximizer (opportunistic behavior), then a reason exists to make 

the principal believe that not at all times, an agent will act in his principal’s best 

interest. 

According to Jensen and Meckling (1976), they point out that divergence tends to 

exist between the agent’s decisions (personal interest) and those decisions that focus 

on maximizing the wealth of the principal. This is because a principal-agent 

relationship foretells that managers usually are more interested in ‘private 

consumption of firm resources’ while owners of the companies usually their interest 

is on the maximization of their shares’ value. 

Costs that are incurred in relation to a delegation in decision-making to the agent 

from the principal, which is associated with the separation of ownership and control 

in modern corporations, are referred to as agency costs. The agency costs are broken 

down as follows; Bonding costs; being expenditures by the agent to guarantee that 
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he or she did not perform certain actions that would harm the principal, Monitoring 

costs; being expenditures by the principal aiming at limiting the agent’s aberrant 

activities, and the residual losses(Jensen & Meckling, 1976). 

Donaldson and Davis (1991) point out that Agency costs (the agency loss), has been 

viewed as the degree to which returns to the principals are lower than what they 

would have been if the principals (owners), did exercise direct control of the 

corporation. 

 

In dealing with the agency cost problems in connection to working capital 

components, various mechanisms have been applied by the principal in monitoring 

an agent. Among the mechanism applied by managers are Debt monitoring and 

maximizing the firm’s value. This is because, in the labor market, the aspiration of 

effective managers is to grasp opportunities when they happen and disciplinarily 

manage with more cautious their periodical payments of debts to creditors so as not 

to hamper the firm’s profit(Panda & Leepsa, 2017). 

 

2.3.5 Contingency theory 

Contingency theory being study of organizational behavior, lay down an assumption 

that no single type of organizational structure is equally applicable to all 

organization but it all depends with its ability to strike balance between those factors 

that affect its structure which include environment volatility, information system, 

size of the firm and features that exist in an organization structure(Islam & Hu, 

2012).  That is to say, the theory apprehends facts that one event depends on other 

events.  

 

Managers' responsibilities towards efficient utilization of working capital are in task-

oriented form, as any action taken on the current liabilities side will have an impact 

on the current asset side. Thus, any increase in creditors amount or short-term debt 

with a corresponding increase in the same proportion on any element in the current 

asset side will result in to decrease in liquidity level of the company and vice versa 

it's true. Therefore, the decision made on the number of current liabilities to be held 
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will depend on the amount and ability of the company's current assets to meet such 

obligation when they become due. In so doing, managers need to take into account 

all components of working capital when making a decision to increase or decrease 

short term debt. 

2.4 Empirical literature review 

2.4.1Average collection period and profitability 

2.4.1.1Positive relationship 

Suleiman (2017) as he directed his study on construction companies, he pointed out 

that a significant positive relationship between the average collection period and 

profitability. More-over such a positive relationship was influenced by effectiveness 

in managing credit mechanisms, credit standards and credit analysis by construction 

companies.  

 

Sharif and Islam (2018), pharmaceutical industries, was their area of focus, whereby 

they point out that firms improve their profitability level, by increasing the credit 

period offered to their customers. Because in their findings they found out as the 

average collection period is increased by one day, returns on assets also increase by 

0.7 percent. 

 

Uguru et al, (2018) as they observed breweries companies, in their findings a 

positive relationship between the Average collection period and profitability was 

established. Despite the results, they recommended Brewery companies to avoid 

excessive account receivables and also to frequent update their account receivables 

information so as to avoid unnecessary financial costs. 

 

2.4.1.2 Negative relationship 

Shekalaghe (2016), on manufacturing companies, he argues that a decrease in the 

average collection period, increases the firm’s cash level, though his findings 

displayed the relationship to be insignificant. He recommended that those charged 

with management should strive to make sure the Average collection period is low so 

as to improve their profitability level. 
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Quang (2017) Airline industry being his line of focus, he pointed out that there was 

an inverse relationship between days of sales outstanding and profit before 

accounting tax. He went further arguing that Airline firms need to increase their 

efficiency in recovering cash from its sales of air transport products. 

2.4.2 Average payable period and profitability 

2.4.2.1 Positive relationship 

Arachichi et al, (2017) As they observed listed firms in general, they found that the 

profitability of the firm through measuring it by using the firm’s value was 

positively related to the Average payable period. Despite the existence of a positive 

relationship, they concluded that such a relationship does not affect profitability as it 

is not significant based on their fixed effects regression analysis they applied.  

 

Ng et al, (2017) There focus being on manufacturing companies, in their findings, 

they observed that the average payment period is positive related to profitability 

despite the fact not being significant. They further reasoned that from an economic 

perspective, such a relationship makes sense. Whereby when a company delays 

meeting its obligation, does results in working capital being at a higher level, thus 

reserving a room for purposive profitability increase through channeling of the fund 

into other operating areas within the firm.  

 

Shekalaghe (2016) as he added more light on manufacturing companies, argues that 

a positive but weak relationship exists between the Average payment period and 

profitability. Thus, concluding by supporting the idea of firms lagging payment to 

suppliers so as to utilize the delayed cash in other working capital requirements 

within the firm. 

 

2.4.2.2 Negative relationship 

Hassan and Shrivastava (2019) As the observed motor Industry, in their findings, 

when testing the hypothesis pointing out that there is no significant relationship 

between the Average payment period and profitability, they rejected the null 

hypothesis as a significant negative relationship was drawn. This resulted was 

supported by the argument that Tata motors do have a reputable strong market 
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standing reputation that facilitates gives the company an ability to accelerate 

meeting supplies obligation without any adverse effect on the company’s profit.  

 

Kasozi (2017) focusing on manufacturing firms, he found out that the average 

payment period is negative related to profitability. He justified his finding pointing 

out that manufacturing firms who pay their creditors on time without delay tend to 

have a better performance than those who do the vice versa.   

 

2.4.3 Cash conversion cycle and profitability 

2.4.3.1 Positive relationship 

Ahmed et al, (2017) pursued a textile industry, whereby in their study they obtained 

a weak positive relationship between cash conversion cycle and profitability. 

Despite such results, they still insisted that for firms to gain a competitive 

advantage, they have to reduce cash conversion cycle days. This will result inthe 

maximization of the firm’s profit. 

 

Cristian and Raisa (2017) observed a general picture of all firms listed on the stock 

exchange, in their findings, it was observed that the cash conversion cycle was 

positively related to profitability in a significant manner. Though they admitted that 

most previous studies favored a more negative relationship than a positive 

relationship as per their findings. 

 

Nastiti et al, (2019) As they looked on manufacturing firms, they found out that a 

longer cash conversion cycle has a positive effect on the firm’s profitability. This 

means that as the cash conversion cycle days increase, they result to increase in the 

firm’s profitability thus being positively related. Despite the positive relationship, 

they suggested that firms not put much investment in working capital so as to 

achieve sustainable growth boosted by stability in profitability growth. 

 

2.4.3.2 Negative relationship 

Zeidan and Shapir (2017) they looked on the general picture of all firms listed in 

stock exchange, whereby they found out that Cash conversion cycle resulted to 
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increase and improvement of firm’s stock prices, free cashflow and profit at large, 

when it was reduced from 508 days in 2012 to 351 days in 2015, being a total 

reduction of 157 days in four years.   

Shah and Arif (2018) There focus being on listed firms despite their differences in 

industries, they pointed out that on constrained firms Cash conversion cycle through 

the net-working capital is significantly related to firm value in an inverse or negative 

way. Meaning as the cash conversion cycle decreases, then the profitability of the 

firm increases. Though the result was insignificant on unconstrained firms as they 

do not have a high sensitivity policy on their cashflow movements. 

 

Kusuma and Bachtiar (2018) Also they had observed a general picture of listed 

firms in the stock exchange, whereby their results being a negative relationship 

between cash conversion cycle and profit, they argued that such a relationship acts 

as an indication that companies are efficiently managing the working capital which 

stimulates company’s performance improvement. 

 

2.4.4 Inventory conversion period and profitability 

2.4.4.1Positive relationship 

Kasozi (2017) his focusing being on manufacturing firms, in his findings it was 

revealed that a number of days in Inventory was positive related to profitability. He 

supported this result by pointing out that a firm suffers less from unnecessary stock-

outs when it maintains its inventory level through stock-up. This also rescues the 

firm for financial emergencies which tend to be costly like securing financing to 

meet its stock-out crises. 

 

Rugambwa (2016) as he focused on breweries companies, observed a significant 

positive relationship between the Inventory conversion period and profitability on 

East Africa Breweries Limited. Though in the case of Tanzania Breweries limited 

the resulted obtained was significant negative. He went further arguing that the 

positive results were not as expected because working capital management practices 

do suggest a negative relation rather than a positive one for a company to increase 

its profit. 
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2.4.4.2 Negative relationship 

Uguru et al, (2018) also enlighten their findings on breweries company, whereby 

they concluded in their study that the Inventory conversion period does significant 

influence profitability in a positive manner. This conclusion was reached after the 

null hypothesis being rejected which portrayed that the return on assets is not 

significantly affected by the number of days inventories are held by brewery 

companies.  

 

Quang (2017) focused on the Airline industry, whereby he found out that the 

inventory conversion period was negatively related to profitability. Whereby such a 

relationship was significant. They proposed to airline firms that they should reduce 

inventory conversion period by rationalizing aircraft spare parts and supplies 

management while ensuring reliability in the inventory structure. 

 

Sharif and Islam (2018) carried their study on pharmaceutical companies and they 

found out that as inventories days were increased by one day, it resulted in a 

decrease in profitability of the organization by 0.031 units. This led to their 

conclusion that the inventory conversion period is negative related to the 

profitability of pharmaceutical organizations. More-over they pinpointed that the 

reduction of loss and obsolescence was connected with the reduction of inventories 

conversion period thus, maximizing organization output and profit at large. 
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Table2.1: Summary of empirical review 

Author(s) 

and year 

General 

objective 

Variables Methodology Relationship 

 

Shekalaghe 

(2016) 

The effect of 

working capital 

management 

on profitability 

of listed 

manufacturing 

companies 

listed in DSE 

Dependent: Gross 

profit.  

Independent: 

Inventory turnover in 

days, average collection 

period, average 

payment period and 

cash conversion cycle.  

Control: Firm size and 

a current ratio 

A period of ten 

years from 

2005-2014. 

Applied 

correlation and 

multiple 

regression 

analysis. 

The strong positive 

relation between inventory 

turnover in days, firm size 

and current ratio to gross 

profit. A weak positive 

relationship between the 

Account payment period 

and the cash conversion 

cycle to gross profit. 

Only the Account 

collection period 

displayed a negative 

relationship to gross 

profit. 

Rugambwa 

(2016) 

The Impact of 

working capital 

management 

on the 

profitability of 

the Brewery 

companies 

listed in DSE 

Tanzania. 

Dependent: Gross 

operating profit.  

Independent: Average 

collection period, 

inventory conversion 

period, Average 

payable period and cash 

conversion cycle.  

Control: Debt to 

Equity ratio and a 

current ratio 

A period of ten 

years from 

2005-2014. 

Applied 

correlation and 

multiple 

regression 

analysis. 

On Tanzania Brewery 

limited; the Average 

collection period and 

Average payable period 

are positive related to 

profit. 

Inventory conversion 

period and cash 

conversion cycle are 

negative related to profit. 

On East Africa Breweries 

limited; All independent 

variables are positively 

related to profit. 

Cristian and 

Raisa (2017) 

Working 

capital 

management 

and firm 

profitability. 

An Empirical 

evidence for 

the Romanian 

Industry 

Dependent: Return on 

Assets 

Independent: Working 

capital components 

Control: Size of the 

company, Indebtedness 

ratio and current ratio 

A period of 

twelve years 

from 2003-2014. 

Applied 

multiple 

regression 

analysis. 

A negative relationship 

between Days sales 

outstanding and Days 

inventories outstanding to 

Profitability.  

But there was a positive 

relationship between Cash 

conversion cycle and 

Profitability 

Suleiman 

(2017) 

The impact of 

working capital 

management 

and 

profitability of 

construction 

firms listed in 

Nairobi stock 

exchange. 

Dependent: 

Profitability  

Independent: 

Inventory conversion 

period, Average 

collection period and 

Cash conversion cycle.  

 

 

A single period 

covering 180 

employees. 

Measures of 

central tendency 

were used. 

Applied 

correlation 

A positive significant 

relationship between the 

Account collection period 

and profitability. 

While Inventory 

conversion period and 

Cash conversion cycle had 

a negative relationship to 

Profitability. 

Kasozi 

(2017) 

The effect of 

working capital 

management 

on 

profitability; A 

case of a listed 

manufacturing 

firm in 

Johannesburg 

stock exchange 

Dependent: Return on 

Assets  

Independent: Average 

payment period, 

Inventory conversion 

period, Average 

collection period and 

Cash conversion cycle.  

 

A period of ten 

years from 

2007-2016. 

Applied 

Correlation and 

Regression 

estimators. 

A negative significant 

relationship between the 

Account collection period 

and average payment 

period to profitability. 

While the Inventory 

conversion period had a 

positive relationship to 

Profitability. Weak results 

on Cash conversion cycle, 

thus no relationship. 
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Author(s) 

and year 

General 

objective 

Variables Methodology Relationship 

 

Zeidan and 

Shapir 

(2017) 

Cash 

conversion 

cycle and 

value-

enhancing 

operations: 

Theory and 

evidence for a 

free lunch 

Dependent: Cashflow  

Independent: Cash 

conversion cycle 

 

A period 

between 2012 – 

2015. 

Used MRV 

cases and 

Tobin’s Q 

A negative relationship 

between Cashflow and 

Cash conversion cycle. 

Ahmed et al, 

(2017) 

Impact of 

working capital 

management 

on 

profitability: A 

study on 

Textile 

Companies of 

Bangladesh 

Dependent:  Return on 

Equity and Return on 

Assets 

Independent: Cash 

conversion cycle, 

Current ratio, Current 

asset to total assets ratio 

and Current liabilities to 

total assets ratio  

A period of 

eight years from 

2007-2014. 

Applied 

correlation and 

multiple 

regression 

analysis. 

A significant relationship 

between Cash conversion 

cycle and profitability.  

Current ratio and current 

liabilities to total assets 

ratio have the most 

significant influence on 

profitability.  

Ng et al, 

(2017) 

The impact of 

working capital 

management 

on the firm’s 

profitability: 

Evidence from 

Malaysian 

listed 

Manufacturing 

firms 

Dependent: Gross 

operating income 

Independent: 

Aggressive investment 

policy, Aggressive 

financing policy, 

Account payable 

period, Inventory 

conversion period, 

Receivable collection 

period and Cash 

conversion cycle.  

Control: Size of a firm, 

Sales growth, and Debt 

ratio 

A period of six 

years from 

2007-2012. 

Applied 

multiple 

regression 

analysis. 

Aggressive investment 

policy and Receivable 

collection period were 

negatively related to Gross 

operating income. 

Aggressive financing 

policy, Inventory 

conversion period, 

Account payable period 

and Cash conversion cycle 

were positively related to 

Gross operating income. 

Quang 

(2017) 

Impact of 

working capital 

management to 

business 

efficiency of 

the Association 

of Asia Pacific 

Airlines 

Dependent: Return on 

Equity and Return on 

Assets 

Independent: 

Receivable collection 

period, Account 

payable period, 

Inventory conversion 

period, Cash conversion 

cycle, Current ratio, 

liabilities to equity ratio 

and liabilities to assets 

ratio. 

A period of six 

years from 

2010-2015. 

Applied 

correlation and 

multiple 

regression 

analysis 

Inventory conversion 

period and Receivable 

collection period had a 

negative relationship to 

profitability. 

While Current ratio and 

financial leverage had a 

positive relationship to 

profitability. 

 

Arachichi et 

al, (2017) 

The impact of 

working capital 

management 

on firm value: 

An Evidence 

from a Frontier 

Market 

Dependent: Firm’s 

value 

Independent: Cash 

conversion cycle, 

Account receivable 

days and Account 

payables days 

Control: Firm size, 

Leverage and Sales 

growth. 

A period of five 

years from 

2011-2015. 

Applied 

correlation and 

multiple 

regression 

analysis 

Cash conversion cycle and 

Account receivable days 

are negative related to a 

firm’s value. 

While Account payable 

days were positively 

related to firm value. 
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Author(s) 

and year 

General 

objective 

Variables Methodology Relationship 

 

Shah and 

Arif(2018) 

Working 

Capital 

efficiency and 

firm value 

conducted in 

Pakistani firms 

Dependent: Firm value 

Independent: Working 

capital (Net working 

capital, Earnings, 

Interest, Dividend, Net 

Assets, and Cash) 

A period of 

thirteen years 

from 2004-2016. 

Applied 

correlation and 

multiple 

regression 

analysis. 

A negative relationship 

exists between working 

capital and firm value. 

Kusuma and 

Bachtiar 

(2018) 

Working 

capital 

management 

and corporate 

performance: 

An Evidence 

from Indonesia 

Dependent: Gross 

operating income 

Independent: Average 

payment period, 

Inventory conversion 

period, net-working 

capital turnover, Cash 

conversion cycle, and 

Current ratio 

Control: Size of the 

company, Average 

collection period and 

Debt ratio. 

A period of four 

years from 

2011-2014. 

Applied 

correlation and 

multiple 

regression 

analysis. 

Cash conversion cycle, 

Average payment period 

and current ratio are 

negative related to 

profitability. 

While Inventory 

conversion period, 

average collection period 

and net-working capital 

turnover are positive 

related to profitability. 

Sharif and 

Islam (2018) 

Working 

Capital 

Management, a 

measurement 

tool for 

profitability: A 

study on the 

pharmaceutical 

industry in 

Bangladesh 

 

 

 

Dependent: Return on 

Assets 

Independent: Accounts 

Receivable days, 

Inventories days, 

Accounts payable 

period and cash 

conversion cycle 

Control: Size of the 

firm, Growth in Sales, 

Current ratio and 

Leverage ratio. 

A period of five 

years from 2010 

-2014. Applied 

correlation and 

multiple 

regression 

analysis 

Inventories days, 

Accounts payable period 

and cash conversion cycle 

are negative related to 

profitability. 

While Account Receivable 

days is positive related to 

profitability. 

 

Uguru et al, 

(2018) 

Effect of 

working capital 

management 

on the 

profitability of 

Brewery firms 

in Nigeria 

Dependent: Return on 

Assets 

Independent: Accounts 

Receivable days, 

Inventory Conversion 

days and Cash 

conversion cycle 

Control: Size of the 

firm and Age of the 

firm. 

A period of nine 

years from 2006 

-2014. Applied 

multiple 

regression 

analysis. 

Accounts Receivable days 

is positive related to 

profitability. 

Inventory Conversion day 

and Cash conversion cycle 

are negative related to 

profitability  

Chiang et al, 

(2019) 

Impact of 

Working 

capital 

management 

on 

profitability: A 

study on 

Foreign 

ownership in 

Taiwan 

Dependent: 

Profitability 

Independent: Earnings 

before Interest and Tax, 

Leverage, Net fixed 

Assets, Cash Dividend, 

Research and 

development expenses, 

Interest expenses, 

Growth, Age and 

Excess NWC. 

Dummy: Insufficient-

NWC and Ratio of 

foreign ownership. 

A period of 

seventeen years 

from 2000 -

2016. Applied 

multiple 

regression 

analysis. 

When firms’ investment in 

NWC is generally 

sufficient, then working 

capital investment tends to 

have a significant positive 

relationship to 

profitability. 

While no observation 

found when investment on 

NWC is in excess. 
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Author(s) 

and year 

General 

objective 

Variables Methodology Relationship 

 

Hassan and 

Shrivastava 

(2019) 

Working 

capital 

management 

and its impact 

on the 

profitability of 

Tata motors 

Dependent: Return on 

Assets 

Independent: working 

capital components.  

Control: Size of the 

firm, Debt ratio, and 

Current ratio. 

A period of five 

years from 2013 

-2017. Applied 

correlation and 

multiple 

regression 

analysis 

Account payable period, 

Inventory conversion 

period, Average collection 

period and Cash 

conversion cycle are all 

significant negative 

related to profitability. 

Nastiti et al, 

(2019) 

Working 

Capital 

Management 

and its 

influence on 

profitability 

and sustainable 

growth 

Dependent: 

Sustainable Growth 

Rate 

Independent: Cash 

conversion cycle.  

Mediating: Return on 

Assets 

Control: Sales growth, 

Firm size, Leverage, 

and Total Assets 

turnover. 

A period of 

eight years from 

2010 -2017. 

Applied 

correlation and 

multiple 

regression 

analysis 

There is a positive 

relationship between the 

Cash conversion cycle and 

profitability. 

Source: Researcher’s findings (2018-2019)  

2.5 Research Gap 

Research Gap focuses on drawing out what attracted the carrying out of the study, 

by pointing out observed cases and what requires attention in the current study. This 

is discussed below 

 

2.5.1 Observation 

From the empirical literature review, it showed(Sharif & Islam, 2018; Suleiman, 

2017; Uguru et al., 2018)concluded that there is a positive relationship between 

Average collection period and profitability, while other authors(Cristian & Raisa, 

2017; Hassan & Shrivastava, 2019; Quang, 2017)they had a different perspective as 

they concluded the relationship being significantly negative. 

 

A number of studies (Hassan & Shrivastava, 2019; Kasozi, 2017; Kusuma & 

Bachtiar, 2018; Sharif & Islam, 2018) found  negative relationship between Average 

payable to profitability while (Arachchi et al., 2017; Ng et al., 2017; Shekalaghe, 

2016) they found a weak positive relationship in connection to profitability. 

 

When looking at the relationship between Cash conversion cycle and 

profitability(Chiang et al., 2019; Kusuma & Bachtiar, 2018; Shah & Arif, 2018; 

Sharif & Islam, 2018; Shekalaghe, 2016; Suleiman, 2017; Uguru et al., 2018; Zeidan 
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& Shapir, 2017)they had a negative view while(Ahmed et al., 2017; Cristian & 

Raisa, 2017; Nastiti et al., 2019)the had a positive point of view in the relationship. 

 

As for the relationship between the Inventory conversion period and 

profitability,(Cristian & Raisa, 2017; Quang, 2017; Sharif & Islam, 2018; 

Shekalaghe, 2016; Uguru et al., 2018)they concluded that such relationship is 

significantly negative. While Kasozi and Rugambwa (2017; 2016) had a different 

opinion arguing that such a relationship was positive respectively. 

 

Industrial coverage by the previous authors beside general coverage includes 

Manufacturing (Shekalaghe, 2016), Construction (Suleiman, 2017), textile (Ahmed 

et al., 2017), Airline (Quang, 2017), Motors (Hassan & Shrivastava, 2019), 

Pharmaceutical (Sharif & Islam, 2018) and breweries (Uguru et al., 2018). But no 

coverage was done with respect to commercial service companies. 

2.5.2 Summary 

A Gap on lack of previous authors conducting a study on the commercial service 

sector to how its working capital affects the profitability of commercial service 

companies was spotted. Also, inconsistency in the relationship that exists between 

the Account collection period, inventory conversion period, account payable period, 

cash conversion cycle and current ratio to profitability created a gap to be observed 

on how such variables responded in regard to the commercial service sector. 

Moreover, the previous authors were more focused on a single stock exchange 

market, thus no study went further linking stock exchanges in more than one country 

to observe the relationship effect in a broader picture. 

 

With such understandings, it was worth undertaking this study so as to close up the 

observed gaps by covering Commercial service sector in the study, observing how 

working capital components reacted in relation to profitability and crossing more 

than one stock exchange market country wise with a backup of EAC which was on 

the verge of uniting all East Africa countries in many aspects including their 

monetary and market union, thus resulting to more insight for future studies. 
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2.6 Conceptual framework 

Taking into account the study at hand, from the literature review the relationship 

between variables was developed to save the purpose of the study.  The independent 

variables which were taken out of the working capital components being Account 

receivable in days, Account payable in days, Inventories turnover in days and Cash 

conversion cycle.  

 

The dependent variable of the study was taken out of profitability of the company 

with the focus on the Gross profit of companies rather than Net profit. This is 

because the working capital components observed, are all part of the trading account 

under the income statement in form of revenue, purchases, cost of sales and 

inventories that are used to generate gross profit. While net profit takes into account 

other incomes and operating expenses that are not directly connected to working 

capital components. The use of gross profit has been supported by (Lyimo, 2015; 

Rugambwa, 2016; Shekalaghe, 2016) in their research by using it as a dependent 

variable.  

 

To make the outcome of the finding more stable, control variables were applied 

being the firm size and current asset ratio as they all affected the profitability of the 

company.  

 

In this case, the variables enabled the formulation of hypotheses which was tested to 

enable the researcher, to come up with a conclusion about the relationship between 

the variables. Also, the researcher observed the extent to which the independent 

variables bring about an effect on the dependent variable.   

 

2.6.1 Average Collection Period (ACP) 

It’s a number of days a company takes so as to collect its cash from credit 

customers. Whereby the shorter the period it takes, the better it's working capital 

becomes. Thus, such cash enables the repurchase of more inventory and increasing 

sales in the short run resulting in an increase in profit.  
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2.6.2 Average Payables Period (APP) 

These are the number of days a company takes so as to pay suppliers that issued 

goods or services to it on credit terms. Whereby the longer the period it takes to 

settle an obligation the better it's working capital becomes because such delayed 

cash enables the company to meet other obligations that have a direct positive effect 

on shareholder’s wealth, such as investing in short-term fixed deposits which 

generate interest income. Though caution should be taken as over delaying paying 

suppliers may result in loss of company credibility.  

 

2.6.3The Cash conversion cycle (CCC) 

In the quest of making sure working capital is efficiently managed, Zakari and 

Saidu(2016) argue that an awareness of the period a company goes through 

transforming its inventory into cash is of great importance. Such a period is termed 

as cash conversion cycle in which it displays the whole movement of cash both out 

of the firm through paying of suppliers and in the firm through settlement made by 

credit customers under account receivable (Berk & Demarzo, 2014).  

 

In the broad picture a business when purchasing inventory to support its production 

of finished goods or just for resale, such purchase may be done on credit terms that 

allows the company to not pay cash immediately rather than on the future agreed 

date. Inventories are then transformed and become available for sale. When the sale 

is made, such sale may be made on credit terms as a means to attract more 

customers, thus cash will be received by the business in the future date. Keep in 

mind any time between the receipt of the inventory to transforming of the inventory 

so as to be ready for sale or if no transformation is required then that waiting time to 

obtain a buyer, a credit term issued by a supplier may be due and demand to be 

settled, though at times goods may be sold before suppliers’ debt becomes due. 

 

For the cash conversion cycle to be mathematically obtained, one needs to sum up 

the Account receivable in days, Inventory in days minus Account payable in days 

(Berk & Demarzo, 2014). 
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2.6.4 Inventories Conversion Period (ICP) 

The inventories days focus on the days it takes to convert inventories purchased or 

produced into cash. In this aspect, when the period is shorter, the same effect 

happens as that under account receivable, where such cash obtained fast is used to 

support purchases of more inventories and boosting sales resulting in more profit 

when other things remain constant (Cristian & Raisa, 2017).  

 

In this study knowing that service companies are more service-oriented, Inventory 

used are those that direct or indirect support the services offered by the company as 

disclosed in the statement of financial position and notes to the financial statements. 
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2.6.5 Firm size (FS) 

Firms size as pointed out by Setladharma and Machall (2017), can be stated as a 

total of sales, assets and market capitalization. In this study, the size of the firm will 

be measured by the total sales as commercial service firms have low investment in 

an asset but generate enough amount of sales due to the services offered. 

 

2.6.6Current ratio (CR) 

The current ratio is one of the measurements of liquidity in a firm. It focuses on 

observing the ability of a company in meeting its current short-term obligation. In 

the process of generating the ratio, one has to take into account current assets over 

current liabilities. Current assets are resources that do not last more than one year 

such as receivables, inventories, cash, and cash equivalent, while current liabilities 

being those obligations that their maturity does not exceed more than a year such as 

account payables and overdrafts. The lower level in liquidity results in a higher risk 

level in honoring short-term obligations (Deltacpe, 2014).  

 

2.6.7Gross profit (GP) 

As pointed by Deltacpe (2014), when looking at the profitability of a company, 

gross profit is that amount of cash which remains after paying the cost of the goods 

acquired, when such goods have been sold. Thus gross profit is said to be the 

difference that exists between total sales made by the company and total cost of 

goods sold in a respective period which is usually reported under a statement of 

profit or loss and other comprehensive income(Walther & Skousen, 2009). 
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Figure 2.1 Projected Conceptual Framework 

Independent variables   Dependent variable 

Source: Researcher’s findings (2018-2019)  

 

2.7 Hypothesis Development 

The following research hypotheses were developed from the literature, reviewed by 

the researcher in connection to the study. The Null Hypothesis (Ho) represented the 

non-existence of a significant relationship between independent and dependent 

variables, while alternative Hypothesis (H1) represented the existence of a 

significant relationship between independent and dependent variables.  

 

1. Ho: No significant relationship exists between Average Collection Period 

and Gross Profit of commercial service companies. 

H1: A significant relationship exists between Average Collection Period and 

Gross Profit of commercial service companies. 

2. Ho: No significant relationship exists between Average Payable Period and 

Gross Profit of the companies. 



35 

 

H1: A significant relationship exists between Average Payable Period and 

Gross Profit of the companies. 

3. Ho: No significant relationship exists between Cash Conversion Cycle and 

Gross Profit of commercial service companies. 

H1: A significant relationship exists between Cash Conversion Cycle and 

Gross Profit of commercial service companies. 

4. Ho: No significant relationship exists between Inventory Conversion Period 

and Gross Profit of commercial service companies. 

H1: A significant relationship exists between Inventory Conversion Period 

and Gross Profit of commercial service companies. 
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CHAPTER THREE 

 

RESEARCH METHODOLOGY 

 

3.1 Introduction 

The successful outcome in the research of any scientific study largely does depend 

on the quality and accuracy of the data collected that are used during the research. 

Therefore, this chapter focused on the development of a rational framework of the 

research methodology. Furthermore, the chapter included discussion on the research 

approach that was adopted for data collection and analysis, data classification, 

sources of data collected and the major tools of data collection.  

 

3.2 Research Design 

In conducting the research study, a survey among firms in the EAC region was 

carried. Under Survey research design, a longitudinal survey research design was 

applied as the researcher focused on collecting a ten years data from a number of 

commercial service companies, so as to be able to establish the impact of working 

capital management on the profitability of commercial service companies.  

 

3.3 Area of the Study 

The study was conducted on five EAC countries namely Tanzania, Kenya, Uganda, 

Rwanda, and Sudan. Burundi was exempted because it was yet to establish a stock 

exchange market by the time the study was carried. 

 

3.4 Population 

The population of the study included all commercial service companies in the EAC 

region. 

  

3.5 Sample Size 

Under this study, sample size was picked from the listed commercial service 

companies in EAC of which included (NMG, SG, NVPP, SA, WSG, ST,TPSEA, 

USL, KTN, Express Ltd, Atlas Development and supporting services, Kenya 
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Airways Deacons East Africa plc, Longhorn Publishers ltd, Nairobi business 

Ventures ltd and Precision Air ltd, Multimedia Ltd, General Press and publishing 

ltd, Sudan Film Company ltd and Sudatel Communications Group Ltd) as pointed 

out by the stock exchange markets( Dar-es-salaam stock exchange DSE, Nairobi 

stock exchange NSE, Uganda stock exchange USE, Rwanda stock exchange RSE & 

Khartoum stock exchange KSE) in EAC region. Taking into account the number of 

listed commercial service companies in EAC with the verge of seeking accuracy, the 

researcher selected those companies that were listed on or before 2008.These 

selected companies were able to provide audited financial statements covering ten 

years period from 2008 to 2017 as required by the study. Moreover, the sample size 

enabled the gathering of sufficient and appropriate data, as listed audited companies 

do publish their financial statements which are audited by external auditors, thus 

reliability of data being observed. 

 

3.5.1 Sampling Technique 

Samples were selected based on the researcher’s judgment, due to the fact that the 

focal study of the research required reliable sources of data from which the 

hypothesis test was to be carried. Kothari(2004) supported the use of judgment 

sampling, stating that Judgmental sampling is used so quite frequent in cases were 

probability sampling tends to be of little help. Much more within the commercial 

service companies available in EAC, those not listed in stock exchange markets, 

accessibility of their financial data and accuracy were a challenge. Based on the 

researcher’s judgment, he then had to select only those listed media companies so as 

to meet the purpose of the study in terms of efficiency, accuracy, and time-bound. 

 

3.6 Data Collection Methods 

Secondary data was collected for this study. The sources were expected to enrich the 

researcher’s understanding of the problem, as they were compared and collaborated 

with each other, so as to make results more reliable.  
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3.6.1 Secondary Data 

Secondary data was collected from Audited financial statements that were already 

prepared by the companies under the survey, so as to retrieve from them all the 

required information to support the Hypothesis test. Besides financial statements, the 

researcher accessed other additional documents in relation to the study so as to make 

sure the desired general objective of the study was archived. 

 

3.7 Variables and their Measurements 

Kothari(2004) pointed out that a variable, its anything that can take different 

quantitative values. Thus, a variable being quantitative in nature, it provides a room 

of being measured. In this study, various variables were established taking a form of 

Independent variables, dependent variable and control variables. 

 

3.7.1 Dependent variable 

The dependent variable is a variable that its changes are influenced by the changes 

of independent variables(Kothari, 2004).In this study, the dependent variable at hand 

was a gross profit of commercial service companies. The measurement of the gross 

profit (GP) is the total revenue generated by the company less total cost of goods 

sold in a year. 

 

3.7.2 Independent variables 

As pointed out, the dependent variable being influenced by independent variables, 

that is to say, Independent variables are variables that cannot be manipulated by 

anything else except the researcher, but they affect other variables which are 

dependent variables. The independent variables under the study were ACP, ICP, 

APP, and CCC. 

 

ACP being a number of days a company uses to collect its debt from customers, in 

this study, it was measured by taking Account receivable as at the year-end and 

dividing it with Net Annual Sales made by the company, with the results being 

multiplied by 365 days so as to have its effect in days. 
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APP being number of days a company takes to pay its creditors, in this study, it was 

measured by taking Account payable as at the year-end and dividing it with a total 

cost of goods sold made by the company, with the results being multiplied by 365 

days so as to have its effect in days. 

 

CCC being the cycle showing the movement of cash out and in the company through 

the company engaging in the raw material purchase and sale of inventories in credit 

terms, resulting in ACP, ICP, and APP, in this study, CCC was measured by 

summing up ACP and ICP minus APP. 

 

ICP being number of days a company uses to transform its raw material into finished 

goods and selling to its customers, in this study it was measured by taking Inventory 

as at the year-end and dividing it with total cost of goods sold made by the company, 

and results obtained being multiplied by 365 days so as to have its effect in days. 

 

3.7.3 Control variables 

Since working capital is not the only determinant of gross profit of the company, 

some control variables were taken into account. As supported by Eljelly (2004), the 

reliability of analysis with respect to the relationship between working capital 

management and profitability of companies, one has to take into consideration 

control variables, this is because they may affect the dependent variable even if not 

part of the research study. Thus profitability and liquidity are rivals in the quest of 

maintaining an optimum working capital (Paramasivan & Subramanian, 2009), firm 

size and current ratio were taken into account so as to neutralize the effect of 

liquidity thus attention being more on profitability variation. 
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The table below summarizes the variable’s source and their measurements. 

Table3.1Variable’s sources and measurements 

N0. Variables  Source Measurements  

1 Gross Profit (GP) Dependent variable Net sales - Cost of goods sold 

2 Account Collection Period 

(ACP) 

Independent variable (Account receivable x 365 

days)/ Net annual sales 

3 Inventory conversion 

period (ICP) 

Independent variable (Average Inventory x 365 

days)/ Cost of Goods Sold 

4 Account Payable Period 

(APP) 

Independent variable (Account Payable x 365 days)/ 

Cost of Goods Sold 

5 Cash Conversion Cycle 

(CCC) 

Independent variable Account Collection Period + 

Inventory conversion period - 

Account Payable Period  

6 Current Asset (CA) Control variable Current Asset/ Current 

liabilities 

8 Firm Size (FS) Control variable Total sales 

Source: Researcher’s findings (2018-2019) 

 

3.8 Data Analysis Methods 

Data obtained from the field, that looked at a relationship between working capital 

management and gross profit, taking into account the Hypothesis established in the 

study, it was tested using correlation so as to obtain a direction of the association 

between variables. Moreover, a multiple regression analysis was tested because it 

goes beyond determining the co-relationship between two variables as done by 

correlation, by determining the impact that an independent variable has over the 

dependent variable. Moreover, an additional 5th general regression analysis was 

carried to provide a comparison room for findings obtained on each independent 

variable as per 1st to 4th equations below in relation to the hypothesis of the study. 

The focus was to observe whether there was consistency in results when all 

independent variables were accommodated in one multiple regression analysis so as 

to enhance accuracy on the findings. The analysis was supported by a statistical 

package for social services (SPSS) computer software as follows 

1. GP =β0 + β1(ACP) + β5(Sales) + β6(CR) + e   

2. GP =β0 + β2(APP) + β5(Sales) + β6(CR) + e   

3. GP =β0 + β3(CCC) + β5(Sales) + β6(CR) + e   
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4. GP =β0 + β4(ICP) + β5(Sales) + β6(CR)+ e 

5. GP =β0 + β1(ACP) + β2(APP) +β3(CCC) + β4(ICP) +β5(Sales) + β6(CR) + e 

 

Where,           

 GP: Gross Profit        

 ACP: Average Collection Period      

 ICP: Inventory Conversion Period      

 APP: Average Payable Period      

 CCC: Cash Conversion Cycle       

 FS: Firm Size         

 CR: Current Ratio        

 β: Regression Coefficient       

 e: Error Term   

   

3.9 Reliability of the Study 

The data that was collected in this study and the methods of data collection 

employed through the help of previous studies, were reliable and valid in quest of 

bridging the Gap of the study at hand. 
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CHAPTER FOUR 

 

PRESENTATION OF FINDINGS 
 

4.1 Introduction 

The purpose of this study was to examine the impact of working capital 

management on the profitability of commercial service companies. To have a better 

understanding, working capital management was broken down into working capital 

components, which included account collection period, account payable period, cash 

conversion period and inventory conversion period which generated specific 

objectives of the study. Under this chapter, three analyses were covered in 

connection with the specific objectives of the study. First was a descriptive analysis 

of all the variables under the study. The second was a correlation analysis of all the 

variables in the study. Lastly ended by looking at the multiple regression analysis on 

how each individual independent variable had an impact on the dependent variable 

while taking into account control variables. 

 

4.2 Descriptive analysis 

The descriptive analysis provided a description of the variable’s number of 

observations, minimum, maximum, mean, standard deviation and skewness statistics 

covered in the study of commercial service companies. 
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Table4.1 Descriptive analysis of variables of listed commercial service 

companies 

Variables  

N Min Max Mean 

Std. 

Deviation Skewness 

 Statistic Statistic Statistic Statistic Statistic Std. Error 

Average Collection 

Period  

90 1.50 164.00 60.667 36.447 .628 .254 

Average Payable 

Period 

90 4.28 504.65 113.856 89.575 1.388 .254 

Cash Conversion 

Cycle 

90 -256.77 231.48 32.651 101.855 -.516 .254 

Inventory 

Conversion Period 

90 .34 328.03 85.839 71.513 .954 .254 

Gross Profit 90 -1.79 234.20 58.526 58.127 1.425 .254 

Firm Size 90 1.09 365.76 121.448 101.848 .873 .254 

Current Ratio 90 .08 10.10 1.971 1.458 2.233 .254 

Valid N (listwise) 90             

Source; Researcher’s findings (2018-2019) 

 

As observed in table 4.1 on descriptive analysis, letter N represents a number of 

observations, whereby a sample of ninety observations was used in the study. Such a 

sample was used so as to enable more precise estimates to be generated with respect 

to the objectives of the study at hand. 

 

The average collection period of the whole sample is 61 days, with a max of 164 

days and a min of 2 days. This indicates that on average the service companies take 

almost two months to collect their debts from customers. Best practice, on average 

collection period, suggest an average of 1 month to be utilized in collecting debts 

from customers, also known as on-time payment(The World Bank, 2011). 

Therefore, this shows that service companies are using more time in collecting their 

debts than required. But Sagner (2014), points out that debts uncollected beyond 90 

days, create a concern and calls for management to hire a third-party collector, to 

help the company pursue such debts from customers. Thus, looking at how service 

companies on average collection period being less than three months, it does not 

attract third party support to pursue debts which indicates better performance in its 

debts collection. 
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On the side of the Average payment period of the whole is 114 days, with a min of 4 

days and a max of 505 days. This shows that on average the service companies take 

almost 4 months to pay the debts. Sagner (2014), argues that there is no standard on 

account payable ratio. Despite a lack of standard, theoretically, best practice equates 

with what is pointed out under the account collection period being 30 days. 

Although when there is a delay of more than 30 days it acts as a benefit to the 

company because it allows them to utilize the respective fund to raise more revenue 

on cases like a short-term fixed deposit. 

 

The cash conversion cycle for service companies is at an average of 33 days with a 

max of 231 days and a min of less than a day. Thus, it indicates that on average 

service companies rotate their cash from payables to receivable taking into account 

inventories, for almost an average of 1 month. The results obtained support the best 

practice of one month thus being within a given reasonable range.  

 

The inventory conversion period of the whole sample is at an average of 86 days, 

with a min of 1 day and a max of 328 days. This indicates that on average service 

companies take almost 3 months to convert inventory into finished goods. 

 

Gross profit of the whole sample is at an average of TZS 58 billion, with a min in 

loss of almost TZS 2 billion and max in profit of TZS 234 billion. This indicates that 

on average service companies generate a gross profit of TZS 58 billion per year. 

Looking at its average firm size being TZS 121 billion per year, it shows that service 

companies generate profit equaling half of its firm size every year. 

 

Moreover, the Current ratio of the whole sample is at an average of 2, with a min of 

less than 1 and a max of 10. This indicates that on average the service companies, 

their current assets are two times more than their current liabilities. The best practice 

demands the current ratio being above 1 so as to be able to utilize their collections 

from current assets to meet current liabilities obligation. Looking at the service 

companies’ ratio being 2, it indicates how the liquid commercial service industry 

financially operates on a daily basis. 
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4.3 Correlation analysis 

The direction of the association, taking into account the strength of that direction 

that exists between variables in this study was analyzed through Pearson correlation 

analysis in this section. 

 

Table4.2: Pearson Correlation analysis of variables of listed commercial service 

companies 

  Variables 1 2 3 4 5 6 7 

1 Average Collection Period  -             

2 Average Payable Period .026 -           

3 Cash Conversion Cycle .272** -.011 -         

4 Inventory Conversion Period -.084 .267* -.696** -       

5 Gross Profit .208* -.143 .267* .416** -     

6 Firm Size .690** .107 .047 -.118 -.164 -   

7 Current Ratio -.069 .070 -.137 .160 .020 -.122 - 

*. Correlation is significant at the 0.05 level (2-tailed). 

**. Correlation is significant at the 0.01 level (2-tailed). 

Source; Researcher’s findings (2018-2019). 

 

The correlation analysis in table 4.2 shows that the independent variable Cash 

conversion cycle is significantly correlated to the other two independent variables, 

having a positive correlation with the average collection period and a negative 

correlation with the inventory conversion period. This indicates that, when multiple 

regression analysis is carried with all these variables as independent variables, there 

is a possibility of multicollinearity. This is due to the fact that, in generating cash 

conversion cycle data, both the Average collection period and inventory conversion 

period are taken into account. Though still a relationship will be established between 

the cash conversion cycle and gross profit through regression analysis, the third 

objective in the study takes into account only the cash conversion cycle as an 

independent variable and its control variables. 
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Moreover, on the side of control variables, only firm size is significant correlating to 

the Average collection period positively. This indicates that when both the average 

collection period and firm size are analyzed on multiple regression analyses and 

happens that all have the same directional effect on the dependent variable which is 

profitability then there is a possibility of multicollinearity to occur thus leading to 

one variable being dropped.  

 

The remaining significant correlation was observed between dependent variable 

gross profit and other independent variables which are Average collection period, 

cash conversion cycle and inventory conversion cycle, such relationship had no 

impact on the regression analysis on the case of multicollinearity, as the analysis 

was run against each other to observe how independent variables impacted 

dependent variable. 

 

4.4 Regression analysis 

Regression analysis was carried covering both four hypotheses, that support 

objectives in this study so as to examine if there was a significant relationship 

between independent variables and dependent variable, taking into account control 

variables in each analysis. 

 

4.4.1The relationship between average collection period and profitability 

Table4.3 Model Summary results 

Model R 

R 

Square 

Adjusted 

R Square 

Std. 

Error of 

the 

Estimate 

Change Statistics 

R Square 

Change 

F 

Change df1 df2 

Sig. F 

Change 

1 .692a .478 .460 42.71283 .478 26.275 3 96 .000 
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Table 4.4: Regression coefficient results 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. 

Collinearity Statistics 

B 

Std. 

Error Beta Tolerance VIF 

1 (Constant) 13.516 11.728   1.152 .252     

ACP -.080 .125 -.050 -.640 .524 .981 1.019 

FS .398 .045 .697 8.825 .000 .972 1.029 

CR .783 3.140 .020 .249 .804 .978 1.022 

a. Predictors: (Constant), Current ratio (CR), Firm size (FS), Account collection period (ACP) 

b. Dependent Variable: Gross profit (GP) 

 

As observed in Tables 4.3 and 4.4, it shows that the overall model explains 47.8% of 

the variation in Gross profit that is caused by the Account collection period after 

controlling the effects of control variables. The difference between R square and 

Adjusted R square is 1.8% (47.8 – 46.0) which is not significant, thus signifies 

reasonable predictors taken to account and a major section of the population highly 

represented by the sample. The significant of F change is 0.000 with a VIF being 

below 10, thus the model does fit for analysis.  

 

The coefficient of the Account collection period as observed from table 4.4 is 

negative -0.080 but not significant at ά = 0.05 P value (0.524). This indicates that the 

profitability of service companies is not significantly affected by the changes in the 

account collection period. The results obtained, fail to reject the null hypothesis of 

the study that points out no significant relationship exists between account collection 

period and profitability. 

 

Despite the lack of significant effect, it shows that profit and account collection 

periods have a negative relationship. Meaning as days in collecting debts from 

commercial service companies’ customers decrease, more profit is generated. 

On the side of control variables, Firm size had a positive coefficient of 0.398 which 

was significant at ά = 0.01 (0.000). This indicates that, as the size of the firm 

increases such as through injecting more capital into service companies, profitability 

level is enhanced. While Current ratio had a positive coefficient of 0.783 which was 
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not significant at ά = 0.05 (0.804). This indicates that the profitability of commercial 

service companies when observing the account collection period effect, the current 

ratio which represents liquidity of service companies happens to have a very 

minimal effect on the mix. 

 

4.4.2The relationship between average payable period and profitability 

Table4.5 Model Summary results 

Model R 

R 

Square 

Adjusted 

R 

Square 

Std. Error 

of the 

Estimate 

Change Statistics 

R Square 

Change 

F 

Change df1 df2 

Sig. F 

Change 

1 .732a .535 .519 40.30411 .535 33.039 3 86 .000 

 

Table4.6 Regression coefficient results 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

Collinearity Statistics 

B 

Std. 

Error Beta Tolerance VIF 

1 (Constant) -10.904 11.082   -.984 .328     

APP .160 .048 .247 3.324 .001 .980 1.020 

FS .390 .042 .684 9.231 .000 .984 1.016 

CR 1.928 2.979 .048 .647 .519 .968 1.033 

a. Predictors: (Constant), Current ratio (CR), Firm size (FS), Account payable period (APP) 

b. Dependent Variable: Gross profit (GP) 

 

As observed inTables4.5 and 4.6, it shows that the variation of Gross profit is 

influenced by the Account payable period at 53.5%. While adjusted R square being 

51.9%, only a variance of 1.6% is expected to occur in terms of results when the 

model is applied in the whole population thus justifying the strength of the model. 

The significant of F change is 0.000 with a VIF being below 10, thus the model does 

strongly fit for analysis.  
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The coefficient of the Account payable period as observed from table 4.6 is positive 

0.160 and significant at ά = 0.01 P value (0.001). This indicates that the profitability 

of commercial service companies it's significantly affected by the changes in the 

account payable period. The results obtained, reject the null hypothesis of the study 

and accept the alternative hypothesis which points out that a significant relationship 

exists between account payable period and profitability.  

 

The significant relationship obtained was positive in terms of direction, between 

profitability and account payable period. Meaning that, as service companies 

prolong their duration in meeting their short-term obligation, their profitability level 

goes up. 

 

Moreover, on the control variables, firm size had a positive coefficient of 0.390 

which was significant at ά = 0.01 (0.000). This indicates that as the size of the firm 

of commercial service companies increases also profitability increases. While 

Current ratio had a positive coefficient of 1.928 which was not significant at ά = 

0.05 (0.519). This indicates that the liquidity level of service companies has a very 

minimal effect on the relationship between the profitability of commercial service 

company and the period it takes to pay its debts. 

 

4.4.3The relationship between Cash conversion cycle and profitability 

Table 4.7: Model Summary results 

Model R 

R 

Square 

Adjusted 

R 

Square 

Std. Error 

of the 

Estimate 

Change Statistics 

R Square 

Change 

F 

Change df1 df2 

Sig. F 

Change 

1 .690a .476 .457 42.81334 .476 26.018 3 86 .000 
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Table 4.8: Regression coefficient results 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. 

Collinearity Statistics 

B 

Std. 

Error Beta Tolerance VIF 

1 (Constant) 9.467 9.885   .958 .341     

CCC -.003 .045 -.005 -.068 .946 .965 1.037 

FS .394 .045 .691 8.739 .000 .975 1.025 

CR .644 3.171 .016 .203 .839 .964 1.038 

a. Predictors: (Constant), Current ratio (CR), Firm size (FS), Cash conversion cycle (CCC) 

b. Dependent Variable: Gross profit (GP) 

 

As observed in table 4.7 and 4.8, 47.6% of Gross profit is impacted by the 

movement in the Cash conversion cycle. A difference of 1.9% (47.6 - 45.7) between 

R square and adjusted R square justify how well the model generalizes the 

population. The significant of F change is 0.000 with a VIF being below 10, thus the 

model does strongly fit for analysis.  

 

The coefficient of the Cash conversion cycle as observed from table 4.8 is negative -

0.003 but not significant at ά = 0.05 P value (0.946). This indicates that the 

profitability of commercial service companies is not significantly affected by the 

changes in the cash conversion cycle. The results obtained, fail to reject the null 

hypothesis of the study that points out no significant relationship exists between the 

cash conversion cycle and profitability. 

 

Despite the lack of significant effect, it shows that profit and cash conversion cycle 

have a negative relationship. Meaning as days in cash conversion cycle are 

decreased by commercial service companies, their profitability level is enhanced. 

 Also, the control variables, Firm size had a positive coefficient of 0.394 which was 

significant at ά = 0.01 (0.000). This indicates that, as the size of the firm decreases 

such as through withdrawing of capital from commercial service companies, 

profitability level also shrinks. While Current ratio had a positive coefficient of 

0.644 which was not significant at ά = 0.05 (0.839). This indicates that the liquidity 

level of commercial service companies has a very minimal effect on the relationship 
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between the profitability of the service company and the whole cash conversion 

cycle period. 

 

4.4.4The relationship between inventory conversion period and profitability 

Table4.9 Model Summary results 

Model R 

R 

Square 

Adjusted 

R 

Square 

Std. Error 

of the 

Estimate 

Change Statistics 

R Square 

Change 

F 

Change df1 df2 

Sig. F 

Change 

1 .763a .581 .567 38.25596 .581 39.823 3 86 .000 

 

Table 4.10: Regression coefficient results 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. 

Collinearity Statistics 

B 

Std. 

Error Beta Tolerance VIF 

1 (Constant) -17.329 10.485   -1.653 .102     

ICP .268 .057 .330 4.660 .000 .973 1.027 

FS .425 .041 .745 10.463 .000 .959 1.043 

CR .610 2.802 .015 .218 .828 .985 1.015 

a. Predictors: (Constant), Current ratio (CR), Firm size (FS), Inventory conversion period (ICP) 

b. Dependent Variable: Gross profit (GP) 

 

As observed in tables 4.9 and 4.10 it shows that the variation of Gross profit is 

influenced by the Inventory conversion period at 58.1%. Moreover, through R 

square and adjusted R square a less variance by 1.4% (58.1 - 56.7) is expected when 

the model is derived from the population which justifies how closer the output is, to 

the actual ones if the whole population is covered. The significant of F change is 

0.000 with a VIF being below 10 as per table no. 4.10, thus the model does strongly 

fit for analysis.  

 

The coefficient of the Inventory conversion period as observed from table 4.10 is 

positive 0.268 and significant at ά = 0.01 P value (0.000). This indicates that the 

profitability of commercial service companies it's significantly affected by the 

changes in the Inventory conversion period. The results obtained, reject the null 

hypothesis of the study and accept the alternative hypothesis which points out that a 



52 

 

significant relationship exists between the Inventory conversion period and 

profitability.  

 

The significant relationship obtained was positive in terms of direction, between 

profitability and inventory conversion period. Meaning that, on commercial service 

companies as more days spent in converting their inventory into the cost of sales, 

their profitability is increased and the same when fewer days are spent in converting 

inventory into the cost of sales, the commercial service companies’ profitability 

decreases. 

 

Moreover, on the control variables, Firm size had a positive coefficient of 0.425 

which was significant at ά = 0.01 (0.000). This indicates that, as the size of the firm 

increases such as through injecting more funds into commercial service companies, 

profitability level increases. While Current ratio had a positive coefficient of 0.610 

which was not significant at ά = 0.05 (0.828). This indicates that the liquidity level 

of commercial service companies has a very minimal effect on the relationship 

between the profitability of commercial service companies and the period it takes to 

convert its inventory to sales. 

 

4.4.5The relationship between working capital components and profitability 

Table4.11 Model Summary results 

Model R 

R 

Square 

Adjusted 

R 

Square 

Std. Error 

of the 

Estimate 

Change Statistics 

R Square 

Change 

F 

Change df1 df2 

Sig. F 

Change 

1 .779a .607 .584 37.50848 .607 25.948 5 84 .000 
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Table 4.12: Regression coefficient results 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

Collinearity 

Statistics 

B 

Std. 

Error Beta Tolerance VIF 

1 (Constant) -26.036 12.789   -2.036 .045     

ACP -.022 .111 -.014 -.198 .843 .964 1.037 

APP .109 .047 .168 2.334 .022 .902 1.109 

ICP .228 .059 .280 3.846 .000 .881 1.135 

FS .419 .040 .734 10.428 .000 .945 1.058 

CR 1.553 2.785 .039 .558 .579 .959 1.043 

 
 

Table 4.13: Excluded Variablesa 

Model Beta In t Sig. 

Partial 

Correlation 

Collinearity Statistics 

Tolerance VIF 

Minimum 

Tolerance 

1 CCC 523.184b .389 .698 .043 2.610E-09 383168253.709 2.60982E-09 

a. Predictors: (Constant), Current ratio (CR), Firm size (FS), Account collection period (ACP), 

Account payable period (APP), Cash conversion cycle (CCC), Inventory conversion period (ICP) 

b. Dependent Variable: Gross profit (GP) 

 

As observed from table 4.11 and 4.12, it shows that the overall model explains 

60.7% of the variation in Gross profit that is caused by working capital management 

after controlling the effects of control variables. The difference between R square 

and Adjusted R square is 2.3% (60.7 – 58.4) which it’s not significant, thus signifies 

reasonable predictors taken to account and a major section of the population highly 

represented by the sample. The significant of F change is 0.000 with a VIF being 

below as 10, thus the model does fit for analysis.  

 

The coefficient of the Average collection period observed from table 4.12 its 

negative -0.022 though not significant at ά = 0.01 P value (0.843). This indicates 

that no significant relationship between the profitability of commercial service 

companies and the account collection period exists. This result is consistent with the 

first objective findings from Table 4.4 which also displayed the same insignificant 

negative relationship.  

Moreover, in the case of the average payable period and inventory conversion 

period, a coefficient of 0.109 and 0.228 with a significant level of 0.022 and 0.000 
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respective is observed. This indicates that as the duration in paying debts and 

converting inventories into the cost of sales is increased then the profitability of 

commercial service companies also significantly increases. These results are also 

consistent with the respective second and fourth objectives findings from table 

no.4.6 and 4.10 which also displayed the same positive significant relationship. 

 

But in the case of the cash conversion cycle, as observed in table 4.13, it was 

excluded from the general multiple regression analysis due to multicollinearity. 

Meaning, its effect had similar results to one of the independent variables in the 

study, when all the independent variables are analyzed together as one. Therefore, a 

comparison was not possible in the case of the cash conversion cycle to match up 

with the results obtained in the third objective findings of this study. 

 

Moreover, on the side of control variables, Firm size had a positive coefficient of 

0.419 which was significant at ά = 0.01 (0.000). This indicates that as the size of the 

firm decreases also profitability level significant shrinks. While Current ratio had a 

positive coefficient of 1.553 which was not significant at ά = 0.05 (0.579). This 

indicates that the liquidity level of commercial service companies tends to have a 

very minimal effect on the relationship between the profitability of commercial 

service companies and working capital management. These results are consistent 

with the findings from each objective carried in this study. 
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CHAPTER FIVE 

 

DISCUSSION OF THE FINDINGS 

 

5.1 Introduction 

A discussion of findings that were observed and presented in chapter four, in 

relation to the impact of working capital management on the profitability of 

commercial service companies listed in East Africa community stock exchange 

markets, was undertaken in this chapter. 

 

5.2 The relationship between average collection period and profitability 

From the findings, it was observed that the average collection period had a negative 

relationship with the profitability of commercial service companies. But such a 

relationship was not significant. This indicates that the profitability of commercial 

service companies increases when the account collection period is minimized while 

when it is maximized, then the profitability of commercial service companies 

decreases, though all these effects are minimal or insignificant to raise a query to 

management. The results fail to reject the null hypothesis which pointed out that 

there is no significant relationship between average collection period and 

profitability of commercial service companies 

 

Both Agency theory and resource-based theory in connection to debt collection, they 

support a negative relationship between average collection period and profitability. 

This is because as argued by Aminu and Zainudin (2015), in relation to resource-

based theory, that efficiently and effectively management of resources through 

ensuring fast collection of debts by managers, results in maximization of firm 

performance. Therefore, despite the results obtained being insignificant, still it does 

shows commercial service companies align with the negative relationship that 

theories proclaim. 
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The results obtained align in terms of negative direction with what (Cristian & 

Raisa, 2017; Quang, 2017; Uguru et al., 2018) obtained in their studies, but the only 

difference was in their studies, such relationship was significant. That is to say, a 

decrease in receivable days resulted in an increase in profitability. So, when 

payments are speeded up in the collection of payments from clients, it boosts 

companies' profit even though it happens to be insignificant with commercial service 

companies. 

 

Moreover, the study did not align with some of the empirical studies (Sharif & 

Islam, 2018; Shekalaghe, 2016; Suleiman, 2017) as they displayed a significant 

positive relationship between the account collection period and profitability. While 

Kusuma and Bachtiar (2018), had the same positive relationship but insignificant. 

Despite the results obtained Sharif & Islam (2018), suggested that account 

receivable turnover in days should be reduced by pharmaceutical industries for 

better performance, thus supporting a negative relationship between account 

collection period and profitability which aligns with what was obtained in this study. 

 

5.3 The relationship between average payable period and profitability 

The findings obtained in chapter four showed that the average payable period had a 

positive relationship with the profitability of commercial service companies. 

Moreover, the relationship was significant. This indicates that as days in paying 

debts by commercial service companies are increased, then their profitability level 

significantly increases. While as they speed up paying the debts, their profitability 

level is significantly adversely affected. 

 

The results reject the null hypothesis and accept the alternative hypothesis which 

claimed that there is a significant relationship between account payable period and 

profitability of commercial service companies. 
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The results are supported by risk and return theory, which claims that the higher the 

risk the higher the return(Aminu & Zainudin, 2015). Meaning commercial service 

companies maximizes their profit as the account payable period increases and 

minimizes their profit when the accounts payable period decreases. 

 

The significant positive relationship obtained, correlate with what was obtained by 

Arachchi (2017), Ng et al (2017) and Shekalaghe (2016) in their studies. Shekalaghe 

(2016), argue that firms normally lag to pay trade payables and other business 

payables so as to utilize the available cash for working capital requirements. 

Whereby lagging days in meeting suppliers’ obligations, gives room for temporary 

utilization of such delayed cash to stimulate services offered thus boosting 

companies’ profitability. 

 

Though the findings did not match with(Hassan & Shrivastava, 2019; Kasozi, 2017; 

Kusuma & Bachtiar, 2018; Sharif & Islam, 2018) studies that obtained a negative 

relationship between account payable period and profitability. Hassan and 

Shrivastava (2019)supported the relationship with an argument of reputation and 

strong market stand of Tata motors motived them to meet their obligation promptly 

thus the negative relationship tend to have not adverse effect on profitability. 

 

5.4 The relationship between Cash conversion cycle and profitability 

From the findings, it was observed that the cash conversion cycle had a negative 

relationship with the profitability of commercial service companies. But such a 

relationship was not significant. This indicates that the profitability of commercial 

service companies increases when account cash conversion cycle days decrease, 

while when the days are increased then the profitability of commercial service 

companies decreases. Though all these effects are minimal to raise a concern to the 

management. The results fail to reject the null hypothesis which pointed out that 

there is no significant relationship between the cash conversion cycle and 

profitability of commercial service companies. 

Despite the insignificant effect, the Cash conversion cycle theory still supports the 

findings of this study on the aspect of the negative relationship to profitability. 
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Those that support the theory argue that as the cash conversion cycle is shortened, 

firms increase their ability to acquire more cash and enhance their-operations-

efficiency which impacts positively the profitability of companies (Mclaney, 2009). 

On the side of previous studies, results obtained does align with what (Kusuma & 

Bachtiar, 2018; Shah & Arif, 2018; Sharif & Islam, 2018; Shekalaghe, 2016; 

Suleiman, 2017; Uguru et al., 2018; Zeidan & Shapir, 2017)obtained in their studies, 

in respect to the negative relationship that exist between profitability and cash 

conversion cycle. The difference with previous empirical studies is that the 

relationship obtained by other studies was significant while in this study it was not 

significant.  

 

Shifting on the general analysis, the case was different when the cash conversion 

cycle was included in running multiple regression analysis for the whole model. 

Whereby SPSS eliminated it from the analysis as it had a multicollinearity effect on 

the data. This result is supported by findings observed when running correlation 

analysis between variables in this study. The correlation showed that the cash 

conversion cycle was significantly associated with the account collection period and 

the inventory conversion period. This is justified by the method that was used to 

arrive in the cash conversion cycle which takes into account all the three 

independent variables that are part of this study.  

 

The results align with what Sharif and Islam(2018) obtained in their correlation data, 

whereby the cash conversion cycle had a significant association with the Inventory 

conversion cycle, thus indicating a probability of multicollinearity on general 

regression, despite not running the general regression analysis in their study. 
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5.5 The relationship between Inventory conversion payment period and 

profitability 

Chapter four findings showed that the Inventory conversion period had a positive 

relationship with the profitability of commercial service companies. Muchmore, the 

relationship obtained was significant. This indicates that as days in turning 

inventories to cost of sales are decreased by commercial service companies, then 

their profitability level also significantly decreases. The same case when days in 

turning inventories to the cost of sale are increased, profitability level significantly 

increases. The results reject the null hypothesis and accept the alternative hypothesis 

which predicted that there is a significant relationship between the inventory 

conversion period and profitability of commercial service companies. 

 

Such a positive significant relationship does correlate with the findings that Kasozi 

and Rugambwa (2017; 2016), obtained in their studies respectively. Although the 

result obtained does not correlate with normal working capital management practice 

and major number of previous empirical studies (Cristian & Raisa, 2017; Quang, 

2017; Sharif & Islam, 2018; Shekalaghe, 2016; Uguru et al., 2018) which suggest 

that a decrease in Inventory conversion period results into increase in profitability 

rather than decrease. 
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CHAPTER SIX 

 

SUMMARY, CONCLUSION AND RECOMMENDATION 

 

6.1 Introduction 

This chapter presents a summary in brief, conclusion and recommendation regarding 

the study at hand. Moreover, pave way for areas to be further covered in future 

studies. 

 

6.2 Summary 

The main objective of the study was to assess the impact of working capital 

management on the profitability of commercial service companies listed in EAC 

stock exchange markets. In the process of accomplishing the generalobjective at 

hand, secondary data obtained from published audited annual reports of listed 

commercial service companies were gathered so as to extract relevant information. 

Such audited financial reports were extracted from companies’ websites and stock 

exchange markets of the respective countries. The period undertaken in the study 

was ten years with a range from 2008 to 2017.  The study analysis was reinforced by 

SPSS in drawing out descriptive statistics, correlation analysis and multiple 

regression analysis that permitted a check of whether a significant relationship 

existed between independent and dependent variables. The dependent variable of the 

study was gross profitwhile independent variables were the Account collection 

period, account payable period, cash conversion cycle and inventory conversion 

period. In making sure the study provided meaningful results, the control variable 

Current ratio and Firm size were involved. 

 

6.3 Conclusion 

Thus, reflecting on the gap concerning the inconsistency of the relationship between 

account collection period and profitability with respect to other empirical studies, as 

it stands in the case of commercial service companies, a negative relationship is 

established but not significant. That is, despite the lack of significance on the 
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findings, still, commercial service companies are encouraged to minimize the days 

spent to collect their debts so as to improve their profitability. This is because 

findings displayed a negative relationship and also working capital management best 

practice advice the same.  

 

Average payable period on respect to commercial service companies, a positive 

significant relationship to profitability was established despite inconsistent 

inprevious empirical studies. Therefore, commercial service companies as supported 

by some of the previous empirical studies and working capital management 

practices, whereby their profit is maximized when the time required to settle the debt 

is prolonged. Though precaution should be taken into account as an excessive 

increase in the account payable period may result in loss of integrity by the 

commercial service companies to suppliers. 

 

The inconsistencyin respect of the cash conversion cycle as per previous empirical 

studies, on the case of commercial service companies it was bridged by establishing 

a negative relationship though not significant. That is why commercial service 

companies despite the lack of significance on the relationship between cash 

conversion cycle and profitability, minimizing such a cycle in days improve their 

profitability. More-ever, it was found that the cash conversion cycle strongly relates 

to other independent variables within working capital components, thus generating a 

multi-collinearity when carried together in a multiple regression analysis.  

 

The impact of the Inventory conversion period on gross profit was a significant 

positive. Despite such a result being supported by some of the studies still, a concern 

arises as working capital management practice suggests such a relationship should 

be negative and not positive. Therefore, further studies are needed to establish the 

causes of positive relationship obtained in this study. 

 

6.4 Recommendation 

Commercial service companies should improve their average collection period by 

decreasing the days they spent to collect debts from their customers so as to enhance 

their profitability. As observed from the descriptive analysis it shows currently on 



62 

 

average commercial service companies use two months to collect debts, while on 

standard a one-month period is recommended. Thus, matching with the negative 

relationship observed from the findings, a decrease in days spent to collect the debt 

will have a positive impact on commercial service companies’ profit. 

 

On the side of the average payable period, commercial service companies should 

focus more on their goodwill with their suppliers. This is because, though findings 

supportan increase in the account payable period, stimulate an increase in profit, the 

impact on long term relationships with the suppliers should be taken into account. 

Whereby when delays are made in meeting short-term obligationsexcessively, going 

concern in the business between the suppliers and the commercial service companies 

becomes an area of concern. Thus, leading to adversely effect on commercial service 

companies, such as stoppage of credit purchases or even stoppage of supplies.  

 

Finally, the commercial service companies should focus more on applying 

aggressive financing policy, so as to tightening working capital components.As the 

contingency theory suggests that when events such as receivables and inventories in 

the current assets are efficiently managed, it results in keeping a company in a better 

position towards dealing with short-term obligations resulted in current liabilities 

because events depend on each other. 

 

6.5 Suggested areas for further studies. 

Further studies should be done on the impact of commercial service companies that 

are not listed in stock exchange markets on profitability. As the current study 

covered the EAC region, future studies could be extended and cover a large area or a 

different region such as commercial companies in Southern African countries. 

Moreover, an extension in terms of duration of years covered can be done in further 

researches so as to establish a more precise picture of the impact of working capital 

management on profitability. The current study used profit at a GP level, future 

studies could go further and observe at a Net profit before interest and tax level or 

Net profit after interest and tax. 
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