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ABSTRACT

The purpose of this study is to investigate the impact of inventory management on financial
performance of cement industry in Pakistan. This study has considered inventory management as
independent variable and financial performance as dependent variable within this study in order to
testify their relationship within cement industry of Pakistan. Ratio analysis is applied to the
financial information of cement manufacturing companies over the period of five years from 2014
to 2018. In addition, data analysis is done through statistical instruments such as correlation and
regression by using SPSS Software. This research study finds significant relationship between
inventory management and financial performance in terms of return on assets, net profit margin,
and gross profit margin. This study is based on five cement companies in Pakistan that why it may
reflect some partial view. In this study, five years of financial data of companies is taken from
2014-2018 which is a short period of time. Inflation is the most important factor for financial terms
and it is no considered in any type of interpretation. This study analyzes systematically the
relationship between inventory management techniques and performance for a small sample size
of firm across all cement companies. This study also concluded that the proper application of
inventory management techniques in firm has great impact on the financial performance in terms

of net profit, return on assets and liquidity ratio of a firm.

Keywords: Inventory Management, Financial Performance, Return on Assets, Net Profit Margin,

Gross Profit Margin, Cement Industry, etc.

3|Page



Table of Contents

ACKNOWLEDGEMENT ..ottt 2
ABSTRACT .ottt sttt et beete ettt re it 3
CHAPTER 1: INTRODUCTION. ..ottt 8
1.1 Background Of the StUAY ........cccoeiiiiiiiie e 8
1.2 Problem StatemMent ..o 11
1.3 RESEAICH ODJECLIVES ...cvvevieciie ettt 11
1.4 RESEArCH QUESTIONS .....c.viiiiiiiiee ettt sttt be e ebe e e saee e snae e 11
1.5 Significance of the STUAY ..o 12
CHAPTER 2: LITERATURE REVIEW .....cccooiiiiiiieeee s 13
PN 10 1Y/=T 01 (o] PP OTR PR 13
2.2 INVeNntory ManagemeNnT...........vei it nnree e 14
2.3 Inventory Management TEeChNIQUES..........ccoovveiieiie e 15
2.3.1 Economic Order Quantity (EOQ) ......covvviiiiiieieciie e 15
2.3.2 Just In Time (JIT) INventory SYStemM........ccccveveeiieiie e 16
2.3.3 Activity Based COStiNg SYStEBM........ccvviiieiieiie e see e 19
2.4 INVENTOTY TUINOVEL ..eeiiiiiiieciiie ettt ettt e s e e e e nnreeeenes 19
2.5 Financial PerformancCe.........ccooveiiiiie it 20
2.5.1 LIQUITILY RATIOS ...cvvivieieiiie ettt 21
2.5.1.1 CUITENE RALIOS......viiiiieiiieieeie et nee e 22
2.5.1.2 QUICK RALIOS......cccviiiiiiitiiiie ettt 22
2.5.2 TUMNOVEE RALIOS ....oevviiiieeie ettt 22

4|Page



2.5.2.1 INVENTOIY TUIMNOVET ....cviiiiiiie ettt ettt 22

2.5.3 Profitability RAtIOS .......c.ooiviiiiie e 22
2.5.3.1 Gross Profit Margin Ratio..........cccccoeiieiiiciic s 23
2.5.3.2 Net Profit Margin Ratio...........cccovvvieiiiiiiccecce e 23

2.6 Inventory Management and Financial Performance ............cccccceieiieiieenen, 23
2.7 Cash ConVversion CYCIE ........ccvivi et 29
2.8 Factors Related to Inventory Management ..........cccovvvveereeneeniesee e e 31

2.8.1 COStS OF INVENTOIY ....vveiieiie et 31
2.8.1.1 PUICNASE COSL .......eoviiiieiiieiestie e 31
2.8.1.2 Ordering COSt......c.eciiiiieiie ettt 31
2.8.1.3 Holding Or Carrying COSt........cccueiiieiiriieiiieriee e sie e e siee e 32
2.8.1.4 Stock Out Cost or Shortage COoSt.........ccvveiieiieeieeseecee e 32

2.8.2 Inventory Costing Methods .........cccovviiieiiniiecece e 32
2.8.2.L FIrstin FIrSE OUL.......ooiiiiiiiiiieeee s 32
2.8.2.2 LaSt IN FIrSt OUL.....ccueiiiiiiiiiiice e 33
2.8.2.3 Weighted AVErage COSL........ccueiveiieiieiieeieesiee e sie e snee e 33
2.8.2.4 Standard Price Method...........ccooiiiiiiiceee e 33
2.8.2.5 CUITENE PrICe. ..ttt 33

2.8.3 Measurement OF INVENTOTY .........coiiiierieiiere et 33
2.8.3.1 Net Realizable Value..........cccooiiiiiiii e 33

2.8.4 INVENTOrY MOGEL ........coiviiiiieeece e 33
2.8.4.1 Economic Order MOdel .........ccooiiiiiiiiiiiee e 34

5|Page



2.8.5 Inventory Control TeChNIQUES.........ccooiviiiice e 36

2.8.5. L ABC ANAIYSIS ....ooiiiiiieiiii ettt 36

2.8.5.2 Computerized Inventory Control System .........cccccovvvviiievieviciiecnen, 37

2.8.5.3 OULSOUICING ..cuvieiieiiiesiie ettt e sieestee ettt ssee e neeesteesneesneeaneeens 38
2.9 Conceptual FrameWorK ..o 39
2.10 Research HYpPOtNESIS.........civiiiieiie et 39
CHAPTER 3: RESEARCH METHODOLOGY ....ccccceeiiieiiiieccee e, 40
3.1 RESEAICN DESIGN.....eiiiiieiicciee ettt 40
3.2 Variables of the STUAY ..o 40
3.3 Type OF INVESIGAtION.......ociiiiiiice e 40
3.4 ROIE OF RESEAICNEN ... 40
3.5 Sample of the STUAY.......c.ccoiiiiec e 41
3.6 RESEAICN TOOIS ... 41
3.7 Validity and Reliability...........ccccoveiiiiiiiiie e 41
3.8 DAta ANAIYSIS.....ueiiiieiieciie et 41
CHAPTER 4: DATA FINDINGS AND ANALYSIS......cocoo e, 42
4.1 Net Profit Margin.......c.cooov oot 42
4.2 GrosS Profit Margin .........ccccvoiieiieiie et 43
4.3 RETIUIN ON ASSETS.......eiiiiiiiieiiee it 44
4.4 Correlation ANAIYSIS ........ooiiiiiiiieie e 45
R B (CT 0 =TT o] o ISR SP 45
CHAPTER 5: CONCLUSION AND RECOMMENDATIONS..........cccoeevinne. 47

6|Page



5.1 CONCIUSION ... 47

5.2 Recommendations and Future ReSEarcCh ........ooouueeeeeeee oo 47
5.3 ReSearch LIMItatiONS .....coooeeeeeieeeeeee 48
REFERENGCES. . ..o oottt e e e e e e eeeeeeeeeeeeeeeeeenennnes 49

7|Page



