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IMPROVEMENT OF QUALITY ANALYSIS

Current study analyses the relationships between working capital management and profitability for
Kazakhstan firms. Previously no studies have been conducted on the same topic in Kazakhstan, and
therefore there is no available empirical evidence on the issue. The analyses are based on the OLS regres-
sion and covariance analysis applied to the sample of 133 firms listed in Depositary of Financial State-
ments. The empirical results found the significant relationship between working capital management
and firms’ operating performance. Firms with better working capital management determined by shorter
cash conversion cycle were more profitable than those with longer cash conversion cycle. The results
of the study indicate that owners and managers of firms can improve overall operating efficiency and
profitability by reducing cash conversion cycle to the reasonable minimum: avoid excessive inventory
balances, decrease receivables collection period, and defer payments to suppliers. The study contributes
to the existing literature by examining the effect of working capital management on profitability in the
context of the emerging market of Kazakhstan.

Key words: working capital, cash conversion cycle, profitability, market, managers.

H.A. ToBma, K. T. Aknmbaesa

CanaablK, TaAAQYAbI XKETIAAIPY

ByA >KymbICTa Ka3akCTaHAbIK, KOMMAHWUSIAQPAbBIH aiHAAbIM KanuTaAblH 6ackapy TMIMAIAIM MeH
TabObICTbIAbIFbIHLIH, ©3apa GaiAaHbiCbl TaapaaHFaH. Kasakcrtan Pecny6amkacbiHaa OGyA cypak, GOMbIH-
L1a >KaATbl KOA XKETIMAI 3epTTeyAep HOTMXKeAepi XKOK, BOAFAHABIKTaH 3MMMPUKAAbIK, ADAEAAEYAEPAE
>KOK,. KyMbICTa eH a3 KaAAbIKTap dAICIMEH perpecusi Taapaybl, CoHbiMeH KaTap KapxkbiAbik, EcenTi-
AIK AenosutapuiiHeH aAblHFaH aknapattap 6GoibiHwa 133 KomnaHusi apacbiHAQ ipiKTey HerisiHae
aNHbIMAAbIAAPAbIH KOBAapMaLMOHAbIK, GafAAHbIChIHbIH TaAAdYbl XKacaAFaH. DMMMPUKAAbIK, TAAAQY HO-
TUXKEAEPi KOMMaHUSAAPAbIH, alMHAAbIM KanuTaAblH Gackapy THMIMAIAIN MeH omnepaumoHAbIK, NarlAachl
apacblHAQ epdyip 6alHaAbIC 6ap eKeHAIriH aHblkTaabl. KOAMa-KOA akluaHblH aiblipGacTasy Kesedi
KbICKA Mep3iMAI BOAbIN KEAETIH, SFHM aHAAbIM KaruTaAbiH aHaFypPAbIM TMIMAI Gackapylibl KOMmMa-
HMSAQP KOAMa-KOA aKlUaHblH aiiblp6acTaAy Ke3eHi y3arblpak, yakblTKa CO3bIAATbIH KOMMaHUSAAQPMeEH
CaAbICTbIPFAHAQ HEFYPAbIM TabbICTbl GOAbIN WbIKTb. XXYMbICTbIH HOTUXKEAEpi Ka3aKCTaHAbIK KOMMa-
HUSIAQPADBIH MeAepi XKOHe MEHEAXXMEHTI OMnepauMOHAbIK, TUIMAIAIKTI, AeMeK, KOAMa-KOA aKlaHblH
anblpbacTaAy Ke3eHiH eH TOMEHri MyMKiH GOAATbIH AEHreiHe AeMiH KbICKAPTY >KOAbIMEH TabbICTbIAbI-
FbIH KeTepe aAaabl. ByA )xymMbiC Aamylibl Ka3akcTaH HapbiFbl MbICAaAbIHAQ KOMMaHUSIAQPAbIH, alMHAAbIM
KanuTaAblH 6acKapy TUIMAIAIT MEH TaBbICTbIAbIFbIHbIH ©3apa GaMAAHbICLIH 3€PTTEN KeAe FbIAbIMU DAE-
GueTTepre KOCKaH yAeC 60AbIN TabblAaAbl.

TyHiH ce3aep: aiHaAbIM KamnMTaAbl, KOAMa-KOA akLiaHbIH aibipGacTay KeseHi, peHTabeAbAiAIK.

H.A. Toema, K.T. AkumbaeBa

COBepLI.IeHCTBOBaHMe Ka4eCTBEHHOro aHaAm3a

AaHHas paboTa aHaAM3MPYeT B3aMMOCBA3b MEXAY 3(PMEKTUBHOCTBIO YNpPaBAEHUS 060POTHbLIM
KanuTaAoM M MPUOLIAbHOCTBIO Ka3aXCTaHCKMX KOMMaHWI. HeT 06LeAOCTYMHbIX Pe3yAbTaTOB MCCAe-
AOBaHWI MO AaHHOMY Borpocy B Pecniybanke KasaxcraH M, CA€AOBAaTEAbHO, OTCYTCTBYIOT 3MMMPU-

ISSN 1563-0358 The Journal of Economic Research & Business Administration. Ne2 (120). 2017 195



Improvement of quality analysis

yeckme CBMAETEAbCTBA. B paboTe MCMoAb30BaH aHaAM3 Perpeccrv MeTOAOM HaMMEHbLUIMX OCTATKOB,
a TakXe aHaAM3 KOBAPWMALMOHHOM 3aBMCUMOCTM MEPEMEHHbIX, MPUMEHEHHbIX K BbiGopke m3 133
KOMMaHMi1, MHGopMaLMs Mo KOTOPbIM OblAa MOAYUeHa 13 Aerno3uTapust (PUHAHCOBOI OTHYETHOCTU. Pe-
3YAbTaTbl AMMUPUYECKOrO aHAAM3a BbISBMAM 3HAUMTEABHYIO B3aMMOCBS3b MeXAY 3h(eKTUBHOCTbIO
ynpaBAeHusi 060POTHbIM KAnMTaAOM M OMEPALLMOHHONM NMPUObIAbIO KoMnaHui. KomnaHuu ¢ 6oaee ag-
(heKTUBHBIM yrpaBAeHUEM 0OOPOTHbIM KarMTAAOM, BbIPAXKEHHOM B GOAEe KOPOTKOM LMKAE KOHBEp-
CUM HAAMYHOCTM, OKa3aAMUCb 6oAee MPUObIAbHBIMU MO CPABHEHWMIO C KOMMAHMSIMK, B KOTOPbIX LMKA
KOHBEPCMU HAAMYHOCTM 3aHMMAA BOAEE AAMTEAbHbINA NEPUOA. Pe3yabTaTbl paboThbl yKa3biBalOT Ha TO,
UYTO BAQAEAbLbI M MEHEAXMEHT Ka3aXCTaHCKMX KOMMaHWIA MOTYT MOBBICUTb OMepaLMoHHYi0 3dek-
TUBHOCTb U, CAEAOBATEAbHO, MPUObIABHOCTb, MYTEM YMEHbLUEHWS LIMKAQ KOHBEPCUM HAAMYHOCTU AO
MMHUMAAbHO BO3MOXHOIO YpPOBHSI. PaboTa BHOCUT BKAQA B HAayuHYIO AMTEPATYPY, UCCAEAY$S BOMPOC
B3aMMOCB$I3M 3(D(EKTUBHOIO YNpaBAEHWUs 0GOPOTHBIM KArMTAAOM M MPUOBLIAbHOCTbIO KOMMaHUI Ha

npumepe pasBuBaloLLerocs pbiHka KasaxcraHa.

KatoueBbie cA0Ba: 060POTHbINM KanUTaA, LIMKA KOHBEPCHM HAAMHYHOCTH, MPUObIABHOCTb, PbIHOK, MEHEAXKMEHT.

Introduction

Traditionally, the researchers in corporate finance
have focused on the long-term financial decisions
making, particularly capital structure, dividends,
investments, and company valuation decisions [1].
But the investment that firm make in short-term as-
sets, and the resources used with maturities of un-
der one year, represent the main share of items on
the firm’s balance sheet [2]. Management of these
short-term assets and liabilities warrants a careful
investigation since the working capital management
plays an important role in a firm’s profitability and
risk as well as its value [3, 4]. Though widely used
to evaluate the health of firms, traditional measures
of liquidity such as the current ratio reveal little
about a firm’s management on working capital. In
fact, the use of these measures encourages managers
to maintain higher levels of receivables and inven-
tory relative to payables, and these assets must be fi-
nanced by expensive debt and equity capital [3]. De-
cision about how much to invest in the customer and
inventory accounts, and how much credit to accept
from suppliers are reflected in the firm’s cash con-

version cycle (CCC), which represents the average
number of days between the date when the firm must
start paying its suppliers and the date when it begins
to collect payments from its customers [4]. Business
success heavily depends on the financial executives’
ability to effectively manage receivables, inventory,
and payables [5]. The findings of Raheman & Nasr
[5] and Afza & Nazir [5] suggested that managers
can create a positive value for the shareholders by
reducing CCC to a possible minimum level. The
good working capital management is not only posi-
tively affecting profitability of the firm, it leads to
increased cash flows, and thus leads to lesser need
on external financing, therefore the probability of
default for the firm is reduced [6].

Quality analysis. Working capital management
is determined by cash conversion cycle and its com-
ponents, namely, accounts receivable, accounts pay-
able, inventory. Operating performance of the firm
is represented by net operating profit margin.The
following regression analysis model was specified
to examine the relationship between components
of working capital management and operating
profitability:

NOP = 8+ 8 ITID +,INVCA + § FATA +  CATURN + B.LEV +  TALOG (1)
NOP = 8+ /3 DSO + /3, INVCA+3 FATA +  CATURN + S LEV + f, TALOG )
NOP =, +  PDP + §, INVCA+ f,FATA + § CATURN + £ LEV + f, TALOG 3)
NOP = f8,+ 3 CCC +/ INVCA+ § FATA +  CATURN + B.LEV +  TALOG (4)

The model is based on the study of Tauringa-
na & Adjapong who used the similar approach
to estimating the possible relationship between
working capital management and firm’s profit-
ability in terms of RoA and RoE. The study fo-
cuses on net operating profitability rather than

profitability determined by RoA, RoE in order
to ignore the effects of tax burdens and cost of
financing. According to the Tax Code of Kazakh-
stan, firms may have previously carry forward-
ed tax losses which decrease their tax burden.
In addition differences in cost of financing may
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significantly affect to the overall profitability of
the firm. Hence, EBIT is not affected by both
of them and considered to be a reliable estimate
of the firm’s performance regarding its operating
activity.

Table 1 — Descriptive Statistics

Descriptive Analysis. Descriptive analysis
shows the general aspects of the variables considered
in the model. The mean values, standard deviations,
and other information may be derived which is
helpful in descriptive analysis.

Ne Mean Median Std. Dev. Minimum Maximum

1 76.3385 49.8771 92.13086 1.15 584.58

2 64.7878 42.5810 81.93895 1.46 562.37

3 107.9774 63.3005 146.13485 1.99 913.75
33.1489 33.9222 169.99410 -801.35 505.26

5 .101135 .045734 1417903 0.0004 7679

6 661651 719787 2238494 .0432 .9969

7 2.755145 2.341109 2.0328378 2937 13.4961

8 16.554367 16.544457 1.6701967 10.9827 20.5660

9 126445 116240 0.2381263 -0.6550 0.6761

In general values of variables discussed in the
study vary significantly in the data set. That means
that there is a high dispersion from firm to firm.
There are firms with DSO equal to 1 day, which
means that the average receivable collection period
is 1, it is possible if the firm’s sales are generally
in cash. However, this does not affect the results of
our analysis, since ability to sell for cash positively
affects the working capital management policies
through shortening the cash conversion cycle.

Discussion of analysis results. The analysis
attempted to give understanding of how the
effectiveness of working capital management is
related to firm performance. The CCC measurement
was used to identify the level of effectiveness of firm’s
working capital management. The more efficient
management of working capital accounts expected
to be associated by shorter cash conversion cycle,
which was a reasonable assumption based on the
literature review. If the firm improves the efficiency
of its receivables management through restricting
credit terms, thereby shortening the receivables
collection period, it will be able to improve its
profitability since less capital investments in short-
term assets will be needed. The same approach to
the inventory management can also improve overall
firm’s efficiency and operating profitability. If the
firm will be able to reduce inventory balance, and
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avoid excessive investments in inventory, it will be
able not only to improve its operational effectiveness
and by this enhance its profitability, but also the
amounts of inventory obsolesce and write-offs will
decrease. The other factor determining the efficiency
of working capital management is management of
accounts payable. If the firm will be able to find
suppliers who are able to grant them better credit
terms, and decrease purchases of cash, then it will
be able to finance more of its current assets by cheap
trade payables. By this, the firm will decrease costly
equity and debt investments, which will lead to
improved profitability of the firm.

Conclusion. The scope of future research may
be extended to the components of working capital in
more detail, particularly management of cash, mar-
ketable securities, which I believe contribute much
in working capital management of the firm. There is
much to be done about working capital in Kazakh-
stan in future. [ suggest further research be conduct-
ed on the same topic with extended number of firms
and extending the time frame of the sampled data,
include the time series analysis in research. In addi-
tion, in further researches, the differences in indus-
tries and operations should be considered, and the
manufacturing firms should be assessed separately
of those performing service operations. The results
indicate that the cash conversion cycle, net trade cy-
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cle and inventory turnover in days are significantly ~ collection and payment policy. The effective poli-
affecting the performance of the firms. Moreover, cies must be formulated for individual components
the firm size also have significant effect on the firm’s  of working capital. Furthermore, efficient manage-
profitability. The study also concludes that firms in ~ ment and financing of working capital can increase
Kazakhstan need to concentrate and improve cash  the operating profitability of manufacturing firms.
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