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ABSTRACT

This study has emphasized on assessing the impact of working capital on profitability in Pakistan.
This study has considered cash conversion cycle, number of days accounts payable, number of
days accounts receivable, number of days inventory, sales, growth rate of GDP, leverage and firm
size as independent variables. Whereas, profitability has been considered as the dependent variable
in this study. However, this study has finalized non-financial firms of Pakistan to testify the
relationship between variables mentioned above. The major emphasis in this study has been on
assessing the relationship between cash conversion cycle, number of days accounts payable,
number of days accounts receivable, number of days inventory, sales, growth rate of GDP,
leverage and firm size (independent variables) and profitability (dependent variable) in non-
financial firms of Pakistan. Secondary sources of data (annual financial statements) have been used
for data collection regarding variables of this study from the period of 2014 —2019. A sample size
of 420 observations has been finalized to represent the entire population. Collected data has then
been analyzed through statistical instruments such as correlation and regression by using Strata.
Based on the findings, it has been concluded that cash conversion cycle, number of days accounts
payable, number of days accounts receivable, number of days inventory, sales, growth rate of GDP,

leverage and firm size has significant impact on profitability in non-financial firms in Pakistan.

Key Words: Working Capital, Cash Conversion Cycle, Number of Days Accounts Payable,
Number of Days Accounts Receivable, Number Of Days Inventory, Sales, Growth Rate of GDP,

Leverage, Firm Size, Profitability, etc.

3|Page



Table of Contents

ACKNOWLEDGEMENT .......oooiiiiiiiiiieeee ettt ettt et s sbe e 2
ABSTRACT ...ttt et b et s h et e e e eat e bt et e s ate bt e ateeatenbeenees 3
CHAPTER 1: INTRODUCTION.......cooiiiiiiiiiteieniee ettt sttt 7
1.1 Background of the STUAY ......coviiiiiiieie e e e 7
1.2 Problem StateIMENT .. .. .coiuiiiiiiiieeiieeie ettt ettt 9
1.3 RESCATCH GAP .evvieeiiiieciieeciie et ettt e et e e st e e et e e s aaeeeesbeeesbeeensseeesnseesnnseesnsseennnes 9
1.4 ReSCAIrCh QUESTIONS ....eceiuiiiiiieeiiieeeeeii e ettt e e e ettt e e e et e e e etta e e e e eaaaeeeeesaeeeeeaaseeeeananaeeaas 10
1.5 RESCATCH OB JECHIVES .. .uviiieiiiiieiiieeciieeetee ettt e ettt e et e e e e e et e e steeesasaeessseeessseeessseeensseeennseeans 10
1.6 Research SI@NIfICANCE ......ccuuiiiiiieiiiieeiie ettt ste e et e e sae e e saeeenseeenaeeenneeans 11

1.6.1 Theoretical SIGNITICANCE..........cueiiie e 11

1.6.2 Practical SIGNIFICANCE .......ccuviiiiiiii e 11
1.7 Definition 0f K@Y TeIMNS ...cc.uiiiuiiiiieiieiii ettt ettt ettt e s beesaaeenneens 11
1.8 THESIS SIIUCTUIE ...ttt ettt ettt ettt et sb et e e sbeenees 12
Chapter SUMIMATY ......ccuieiiiiiieiie ittt ettt ettt e et eeteeesbeesaeesbeesseeasseesaesnseenseessseenseesnseens 12
CHAPTER 2: LITERATURE REVIEW.......ccciiiiiiiiiiiiiieeeee et 14
2.1 WOTKING CaPItal....c..eoiiiiiiiiiieiieciieiteeie ettt et be et e esbeesaeenseeseeenseensnas 14
2.2 Cash Conversion CYCIC......ccuiiiiiiiiiiieeieeieeete ettt ettt e be et essbeessaesebeesaeessseensnas 16
2.3 Number Of Days Accounts Payable ............coociviiiiiiiiiieiiieceeeeeee e 16
2.4 Number Of Days Accounts Receivable ..........cccooooiiiiiiiiiiiiiiicccceeece e 17
2.5 Number Of Days INVENTOTY .......ooviuiieiiieeiiieeiieeeeieeesieeesiteeeteeeteeesaeeesaeeessseeesnseeesneesnneeens 17
2.0 SALES ..ottt e e e e et e et teeeataeeatae e e taee e aaeeabaeearateeasraeenareeennraeennaeeans 18
2.7 Growth Rate OF GDP......cooiiiiiiiiiceeee ettt e e b e e save e e eeenaeeeas 18
2.8 LLBVETAZE ..ttt ettt e ettt e a e e ab e e e bt e sbteesaaeeea 19
2.9 FAITI SIZE ..ottt ettt ettt h et et sttt et et b et st 19

4|Page



2.10 PrOfItabIlIty ...eeeeeeeieee ettt ettt ettt ettt ettt aneeeeas 20

2.10.1 RETUIN ON ASSEES ...ttt 23
2.11 Working Capital and Profitability...........ccceevieiieniiiiieiieeiece e 26
2.12 Theoretical FrameWOTK .........ccccoiiiiiiiiriiiieriieieeee ettt 32
2.13 Research HYPOTRESES ......cccuviiiiiiiieiiecii ettt ettt e s e enees 32
CRAPLET SUMIMATY ...eeiiiiiiiie ettt ettt e e et e e et e e sbeeessbeeessbeeesseeessseeensseesnnseesnsneessseeans 33
CHAPTER 3: RESEARCH METHODOLOGY .....cccooiiiiiiiiiieeieeeeee et 34
3.1 RESCATCH DESIEN......iiiiiiieiiie ettt ettt et e et e et e e etae e esaeeeaaeeennaeesnnaeeens 34
3.2 Variables 0f the STUAY .....ccuiiiiiiee e et 34
3.3 ROIE Of RESEATCHET ......eviiieiiieiie ettt e e e tae e et e e e aae e enneeesnaeeens 34
3.4 POPULATION ...ttt e et e e et e e et e e sataeessseeesseeessseeessseeesseeensseeennseesnaeeans 34
3.5 Sample 0F the StUAY .....vviiiiiee e e e e 35
3.6 Data Collection Method.........cc.coviiiiiiiiiiiiir e 35

3.6.1 DALA SEIECTION ... 35

3.6.2 Source of Data COHEBCHION .......cveviiiiiiiei e 35
3.7 DAt ANALYSIS .ouvieiuiieiieeiiieiiie et estte et este et et e st e e teesbeebeeesbe e taeenbeebeeesbeesaeenseeneeenbeensaeensaens 35
3.8 Reliability and Validity.......c.cooieiiiiiiiiiiieiiecie ettt eve et e esreeeaeennaens 36

BB L VANIADIES ...t 36

3.8.2 SAMPIING .ttt 36

3.8.3 INSLIUMENTALION ...ttt bbbttt bbbt ere s 36

3.8 PIOCEUUIE ...ttt bbbttt bbbt bbbt et et et et ettt nre s 36
3.9 Variables MEaSUICIMENL ........cccuiiiuiiiiiiiieiiieiie ettt ettt ettt ettt et e st e bt e sateesbeesateens 36

R IEe IR D =T o T=T o [T o SRS 37

IR A a0 T o T=T 0o T o | SRRSO 37
3.10 ANALYtICAl MO ...c.eeviiieeiiieee et et e e e e tae e e tb e e e aa e e enaeeeaaeeen 37

5|Page



3.10.1 Panel Data ANAIYSIS .......cuciuiiiiieeie i ittt sttt areens 37

3.10.2 DESCIIPLIVE STALISTICS .. .viviiviiiiccie ettt e ste e e nas 37
TN O I O] ¢ 11 =1 o] o SRR 38
TN O (=T o | 1S3 o] o [P RTOTPR 38
CHAPTER 4: DATA FINDINGS AND ANALYSIS ..o 39
4.1 DAta ANALYSIS ...uvieeiiieeiiieeiiee ettt e e st e ettt e et e e e taeestb e e et e e e tae e tbeeennbeeenaeeenaeeenaeeens 39
4.1.1 DESCIIPLIVE STALISTICS .....veveitiieiiiieiieiieie ettt bbbttt 39
I O o ¢ =1 F- 11 o] PSS 40
4.1.3 REQIESSION ANAIYSIS. ....cviitiitiitiiiieiieie ettt 41
4.2 FINAINES. ..o ecittieiiieeeiteeeiee et e ettt e et e e e te e e ettt eesbee e sseeesaeeessaaeassseessseeeassaeensseeenssaeasseessseensseeans 42
CHAPTER 5: CONCLUSION & RECOMMENDATIONS ... 45
5.1 DISCUSSION ..eieuitieeitieeeitteeeteeeeteeestteeestteeeaaeessaaeassaeessseeeassaeessseeesseeansseeessseeesseeansseessseesnsseeans 45
5.2 CONCIUSION ..ttt et ettt et e et e e bt e e abe e b e enbeesbeeenseeseesnseenseesnseenseesnseans 45
5.3 Recommendations and Future Research............c.coooiiiiiiiiiiiiiiniiiiecceee e 46
5.4 Research LIMITATIONS ....c..eeiiiiiiieiiieiieriie ettt ettt et ettt e st e esseesnbeeseesnseenseesnseens 46
REFERENCES. ... ..ottt ettt e ettt e st e e st e e s ta e e s bt e essseeeeaseesnnseesnseeens 47

6|Page



