001

0101010101100110101
11101101011100000101011
aof 1 00

10100010101011101010

N
>
<
—
L

001011111011110001110010

:
B¢
g8
B
B¢
1=
8¢
2!
8¢
53

10101010111110101111010101010001
101000101 1110101110011

010111110111

001011111011110100

0010111110111

Canterbury Research and Theses Environment

Canterbury Christ Church University’s repository of research outputs

http://create.canterbury.ac.uk

Please cite this publication as follows:

Afrifa, G. (2014) WCM component importance ranking order by SMEs: financial
directors perspective. International Journal of Current Research, 6 (1). pp. 631-
4639. ISSN 0975-833X.

Link to official URL (if available):
http://www.journalcra.com/sites/default/files/4575.pdf

This version is made available in accordance with publishers’ policies. All material

made available by CReaTE is protected by intellectual property law, including
copyright law. Any use made of the contents should comply with the relevant law.

Contact: create.library@canterbury.ac.uk

Canterbury
Christ Church
University



ISSN: 0975-833X

Available online at http://www.journalcra.com

International Journal of Current Research
Vol. 6, Issue, 01, pp.4631-4639, January, 2014

INTERNATIONAL JOURNAL
OF CURRENT RESEARCH

RESEARCH ARTICLE

WCM COMPONENTS IMPORTANCE RANKING ORDER BY SMES: FINANCIAL DIRECTORS
PERSPECTIVE

*Dr. Godfred Adjapong Afrifa

Lecturer in Accounting and Finance, Canterbury Christ Church University, The Business School,
North Holmes Road, Canterbury, CT1 1QU, UK

ARTICLE INFO ABSTRACT

Article History:

Received 1% October, 2013
Received in revised form

20" November, 2013

Accepted 19 December, 2013
Published online ZB8January, 2014

This paper reports the results of an investigation into ranking order of Working Capital
Management (WCM) components of Small and Medium Entses (SMESs) listed on the Alternative
Investment Market (AIM), from the perspective of financiarectors. The analyses are based on
questbnnaire distributed to 248 AIM listed SMEs. The papmiloys the one-way ANOVA and post
hoc test on responses from 72 managers of AIM listed SNThe results show differences in the
importance of each component of WCM. First, inventory lmgj¢period importance is shown to differ

from that of accounts receivable period, accounts payabtiod and cash conversion cycle. The
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results also show that accounts receivable period impogt@diferent from accounts payable period
and cash conversion cycle. However, there is no differefdenportance between accounts payable
period and cash conversion cycle. In terms of ranking ora@equnts receivable period is ranked first,
leadin) to the conclusion that given the limited resosrcgESMEs, they need to prioritise their WCM
by focusing on accounts receivable period to improve piulity.

Copyright © Dr. Godfred Adjapong Afrifa. This is apen access article distributed under the Creative Consmttribition License, which permits unrestricted
use, distribution, and reproduction in any medium, 1ided the original work is properly cited.

INTRODUCTION

Working Capital Management (WCM) inlves the effective
and efficient management of each comnent of working
capital. These components include: (inventory holding
period, (2) accounts receivable period, accounts payable
period and (4) cash conversion cycleee, Deloof, 2003;
Nobanee and Alhajjar, 2009; Padacditi al., 2010; Afrifa,
2013a). The extant literature shows thrach component is
important to the profitability of firms Sarcia-Teruel and
Martinez-Solano, 2007; Christopher aniamalavalli, 2009;
Lazaridis and Tryfonidis, 2006); hower, no previous
research has provided the ranking ordemportance of each
component of WCM. In this paper, thriiews of financial
directors are sort in order to determinew important each
component of WCM is relative to the otls. Determining the
relative importance of each component VCM is important,
particularly for Small and Medium Enterges (SMES). This is

because SMEs do not have the necry resources (e.g.

financial, technology and personnel) to ctively manage all
components of working capital (Tauringe and Afrifa, 2013).
This lack of necessary resources mechat SMEs should
rather focus all their efforts in managime most important
component(s) (Tauringana and Afrifa, 3). A research by
Gockel and Akoena (2002) and Pansiri aemtime (2008)

*Corresponding author: Dr. Godfred Adjapong Afrifa
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University, The Business School, North Holmoad, Canterbury,
CT1 1QU, UK

found that the lack of manjerial competence leads to poor
management of SMEs. Aband Quartey (2010), Saleh and
Ndubisi (2006), Berisha-Nanni (2009) all argue that the lack
of equipment and techlogy hamper the effective
management of SMEs. AgyMensah (2010) argues that both
expertise and the informon required to make sound
judgments concerning termf sales and so on, may not be
available in SMEs. Accordij to Atrill (2006), SMEs often
lack the resources to rage their trade receivables
effectively. Despite the imptance of WCM components to
SMEs, Howorth and Westhd (2003) argue that knowledge
and understanding of WCMractices of SMEs is inadequate.
There are many studies wh indicate that WCM is very
important to firms’, but more especially SMEs (Weinraub and
Visscher, 1998; Lazaridis a Tryfonidis, 2006; Stephen and
Elvis, 2011). WCM is very imortant to SMEs because of their
lack of access to credit frorhe financial markets. As argued
by Padachket al (2011) tradional banks and other investors
have been reluctant to offccredit to SMEs for number of
reasons: (1) SMEs are regad by creditors and investors as
high-risk borrowers due toisufficient assets to provide as
collateral and low capitalation, vulnerability to market
fluctuations and high mtality rates; (2) information
asymmetry arising from S[Es lack of accounting records,
inadequate financial statemts or business plans makes it
difficult for creditors and inestors to assess creditworthiness
of potential SME proposa and (3) high administrative/
transaction costs of lending investing small amounts do not
make SME financing a profible business. Due to their lack of
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access to the financial markets, SMEs rely on suppliers’ credit ~ methodology. The results and discussion of the studyhare
as their main source of credit (Afrifa, 2013a; Padathal, provided. The summary and concluding remarks areepted
2010). SMEs reliance on short-term funds makes thelaffic last.
management of working capital crucial for their survivadl a
growth (Grablowsky, 1984; Pass and Pike, 1987; Padachil TERATURE REVIEW
2006). Also, SMEs maintain high liquidity which makes
WCM very important in relation to profitability (Gikt al, Inventory holding period
2010; Garcia-Teruel and Martinez-Solano, 2007; Raheman and
Nasr, 2007). As argued by Garcia-Teruel and Martinez-8olarThe extant literature supports the importance of inventory
(2007) the management of current assets and liabilities ®lding period to firms (Blazenko and Vandezade, 2003;
particularly important in the case of SMEs because thesgapkun et al, 2009; Gill et al, 2010; Mathuva, 2010).
companies’ assets are in the form of current assets. Current  Inventory holding period is calculated by dividing inventory
liabilities also constitute the majority of the liabilities of aby cost of sales and then multiplied by 365 (Garcia-Temel a
typical SME. According to Afrifa (2013b), education andMartinez-Solano, 2007; Tauringana and Afrifa, 2013).
experience enable managers to effectively cater for alhventory holding period measures the number of days, on
components of WCM therefore improving firms overallaverage, that elapse between the purchase of rawiastard
performance. However, these valuable qualities are veohmusale of finished product (Afrifa, 2013a). Inventory as
lacking in SMEs, which makes the management of all foucomponent of WCM is very important because inventory
WCM components somehow impossible as far as SMEs arepresents a substantial amount of both current and to&ds ass
concerned. A study by Howorth and Westhead (2003)dfounof firms (Tauringana and Afrifa, 2013). According to tiava
that SMEs focus only on areas of Working Capital(2013), inventory represents about 43.92% and 18.1fA86th
Management where they expect to improve marginal returns.current assets and total assets respectively. Empirical eeiden
shows that good inventory management has a positive impac
A research into the ranking order importance of eacbn firm profitability (Eroglu and Hofer, 2011). However,
component of WCM in SMEs is very crucial given that theyRajeev (2008) argues that SMEs lack effective andieffiic
are the strength of almost all economies around the worldanagement of inventory due to insufficient expertise and
(Lukacs 2005; Abor and Quartey 2010; Afrifa, 2013a; Afrif financing as compared to larger firms. Good inventory
2013b; Tauringana and Afrifa, 2013). As argued by Advanmanagement will avert production and trading interruptions
(1997), Levine (2005) and Newberry (2006), SMEs @leva (Garcia-Teruel and Martinez-Solano, 2007; @ilal, 2010).
number of economic benefits to countries around the worldt will also reduce the risk of stock out situation (Deloof,
Throughout the world, SMEs have been recognised as t2903), prevent a firm from price fluctuations (Blinder and
engine through which the growth objectives can be aebiev Maccini, 1991) and save firms from the effects of ever
However, it is often stated that the true benefits of SMEs aiiacreasing prices because of inflation.
unknown because most SMEs are not registered and are
therefore operating in shadow economy (Lukacs, 2008  Accounts receivable period
of the main contributions of SMEs to the economic
development is their ability to create employment (Abor and\ccounts receivable period measures the time gap between
Quartey, 2010). According to Caner (2010), both regidteresale of inventory and collection of the receivable (Afrifa,
and unregistered SMEs are significant sources in providing013a; Tauringana and Afrifa, 2013). Accounts recdeab
employment. Swierczek and Ha (2003) argue that SMEs aperiod represents investment in working capital (MartinezS
increasingly seen as creators of new jobs. Lukacs5(2&ates et al, 2013) and therefore it requires proper managemeast. Th
that SMEs provide employment to around 65 million people iextant literature is in support that accounts receivabletaffe
the EU. SMEs are also believed to provide about 85 peotentfirm profitability (Emery, 1987; Mian and Smith, 1992; Paul
manufacturing employment in Ghana (Abor and Quartegnd Boden, 2008). An effective and efficient managemén
2010). According to the Department of Trade and Industrgccounts receivable may lead to the reduction in operatiohg an
(DTI) (1997), SMEs share of employment in the Unitediransaction costs (Ferris, 1981). Accounts receivable can
Kingdom (UK) amounts to 54.1 per cent. reduce the stock-related cost including: warehouse storage
cost, insurance, lighting and heating, theft and obsolesce.
The study makes a contribution to literature, policy makeds amAccounts receivable may increase sales (Deloof, 2003),
owners of SMEs by reporting the results of the WCMeading to higher firm profitability. As argued by Nadiri,
components importance ranking order. Even though th@969) and Blazenko and Vandezande (2003), the main
existing literature based on larger and SME firms hagurpose in granting trade credit is to increase sales. Ggantin
documented the importance of all components of WCMf trade credit enhances sales by influencing the acquisifio
(Deloof, 2003; Garcia-Teruel and Martinez-Solano, 2007merchandise at times of low demand (Emery, 1987). Audsou
Ramachandran and Janakiraman, 2009; Afrifa, 2013ag i  receivable serves as quality guarantee to buyers, whigs gi
no evidence as to the relative importance of each WCkhem time to assess product quality before payment (Smith,
component. As suggested above, the ranking order @&B87; Longet al, 1993).
importance of WCM components is potentially helpful for the
management of SMEs because of their limited resourcésccounts payable period
(Gockel and Akoena, 2002; Abor and Quartey, 2010). The res
of the paper is organised as follows; the next sectioneis thAccounts payable represent an important source of-ghont
literature review, followed by the data collection and researctunds for most firms (Mian and Smith, 1994; Ngal, 1999;
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Wilner, 2000; Garcia-Teruel and Martinez-Solano, 2010)therefore could be further analysed. Although theaese rate
Petersen and Rajan (1997) stress that accounts payahke is low, it is comparable to similar studies involving
single most important source of short-term external findmce questionnaire survey of SMEs (Sainidi al, 2001; De
firms in the USA. Accounts payable results from buyingSaulles, 2008; Bates, 1995) who reported response rhtes o
goods/services on credit, i.e. given a time period to maki0.6 per cent, 14.4 per cent and 19 per cent respgctivieé
payment. According to Cunat (2007), accounts payablguestionnaire was designed with the sole purpose of gathering
represents about 41 per cent of the total debt for Mediuen-siinformation on the WCM practices of AIM listed SME
UK firms and 35 per cent of Medium-sized US firms. Garciac€ompanies. This information was necessary to determme th
Teruel and Martinez-Solano (2010) found that the amofint WCM components importance ranking order of AIM listed
accounts payable in their sample of UK SMEs was 20 @ar ¢ SMEs profitability. To be able to capture such information, a
of their liabilities. Despite the benefit of accounts payable téive point likert scale questionnaire was used as definetidoy
firms, it can be inherently costly and therefore require&JK Companies Act 2006, section 382 and 465 (see Appendix
effective and efficient management. This may Emanates fro2).

using suppliers as a source of finance, resultingenldbs of

discount for early Payment. A loss of discount may reisult Background of Respondents

high opportunity cost, depending on the discount percentag

and the discount period received. A research byelNgl  This section describes respondents’ demographics including
(1999) found that the most common two part terms &t 2 qualification levels, work experience, industry classification
net 30. Their results indicated that the combination of ther2 and position (see questions one, two, three and six eof th
cent discount for payment within 10 days of suppliesandt questionnaire in Appendix 2). The highest educational lefvel o
period ending on 30 defines an implicit interest rate of p8r9 the respondents was professional qualification with 58%,
cent. For SMEs, accounts payable may be particularifollowed by master’s degree with 28% and then the last
important given their greater difficulty in accessing talpi qualification of respondents was bachelor’s degree with 18%.

markets. However, there were no respondents with either highadabr
PhD qualification. The work experience of the respondents
Cash conversion cycle was grouped under five categories: 0-5, 6-10, 11-1201énd

21-25 years. The upper limit of 25 years means that th
Cash conversion cycle is the result of adding both thmaximum years of work experience of respondents 2ms
inventory and accounts receivable, then subtracting ateou years. The respondents with work experience rangihgden
payable (Afrifa, 2013a). The cash conversion cycleéslis a 0 and 5 years had the highest frequency of 34 (47).2f6
measure of the efficient management \WWorking capital was followed by respondents with work experience batvéee
(Richards and Laughlin, 1980; Tauringana and Afrifa,301 and 10 years with a frequency of 25 (34.72%). Redpots
It measures the time lag between expenditure for the asech with work experience of between 11 and 15 came thirtd ait
of raw materials and the collection of sales of finished goodfrequency of 5 (6.94%). Respondents with work expegesfc
Soenen (1993) asserts that the length of the castexion  between 16-20 and 21-25 all achieved the same freguaih
cycle determines the degree to which the firm must rely oaf 4 (5.55%) each. These findings suggest that AIM listed
external financing. Cash conversion cycle is a time dgiem SME companies have a very high WCM managers turnover
or flow concept, which makes it different from traditionalgiven that the majority of them have been with their panies
measures of liquidity. Unlike traditional measures such af®r at most five years.
Current Ratio and Quick Ratio that focus on Balance Sheet
values, cash conversion cycle is a dynamic measuregoirmp ~ With regard to the positions occupied by respondents within
management, because it combines both Balance Sheet dhelir companies, a total of 54 (75%) of respondents were
Income Statement data to create a measure with a tirkgief Financial Officers of their companies, 4 (5.5%) were
dimension. Nobanee (2009) argues that cash conversita cyaccountants, 2 (2.7%) were treasury managers, 9 (12v&%)
is particularly useful to SMEs because they usually operagrectors, whilst the rest of 3 (4.2%) were company $aces.
with fewer financial resources compared with largerThis finding contradicts the study by Solanki (2009), which
companies, and that shortening the cash conversion cydund that working capital personnel are mostly the osvoér

could be one important source of financing for SMEs. SMEs themselves. The differences in results can becdddu
from the fact that whilst Solanki’s study concentrated
Data Collection and Resear ch M ethodology primarily on unlisted SMEs, this present study focuses on
i SMEs listed on AIM. Also, a research by Agyei-Mensah
Data Collection (2010) in contraction to this study found results which

. . - . suggested that SMEs lack qualified accounting staff. He noted
The survey questionnaire was distributed to 24&rnative  hat 60% of the SMEs in his sample had heads of finance
Investment MarketAIM) listed SME companies. The initial gepartment with little or no accounting background. However,
plan was to distribute the survey questionnaire to all the 259+thjs difference is expected given that whilst he researched in
non-financial SME Companies listed on the AIM. However, ah deve|0ping Country’ this research is based on Compa'nies
the time of the questionnaire distribution 2 of the companiegeveloped country UK. In  terms  of the  industry
had ceased business. Therefore, the survey questemwas classification, a total of 43 responding companies represgnti
sent to 248 AIM listed SME companies. Out of the 2489 79 were in the service industry, the second induaitty
questionnaires, 7 were returned uncompleted. Therefot®fo the highest respondents was manufacturing/construction

the 79 survey questionnaires returned, 72 questionnairggdustry with total respondents of 22, representing 30.5%.
representing 29.03 per cent of the total sample were usable
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Agriculture/mining industry achieved the third highest numbelimited resources. Results suggest there is a significant
with 4 respondents representing 5.5%, followed bylifference in the ranking order of WCM components ¢f1A

retail/wholesale industry with a total number of 3 respondenttisted SME companies with F = 16.657, p < 0.01. The
representing 4.1%. The dominance of service sectoraoiep significant result means that in times of limited resources,
is evident in a similar survey in the UK by Cosh and HegheSMEs manage components of WCM in a ranking order. The
(2003), which also reported a large number of companies evidence of a ranking order of WCM components by SME

the service sector. not a surprise, given that SMEs have limited resources

compared to their larger counterparts.
MATERIALS AND METHODS

Table 1. One-Way ANOVA of The Ranking Order of WCM
The Cronbach’s coefficient alpha internal consistency measure Components

is used for reliability test. The use of Cronbach’s alpha is
based on the fa(;t that it is seen to represent a moreeaffici Sotween 9917 3 19972 16657 000

way of assessing reliability (Pavoet al, 1991). The  gygps

Cronbach’s alpha will help to answer the question as to what within 340.528 284 1.199

extent do the tests and/or procedures measure the sanféroups

construct in the study with precision. A high internal vayidit —-2t! 400,444 287

facilitates a better argument that a relationship is causalsvhile o )

a low internal validity indicates less valid results (SekaranfReSpondents were also asked to indicate the importanbe of t
2000). The scale reliability test outcome shows a highanagement of each of the four components of WCM to
reliability of 0.7471 in a scale of 0 to 1. This suggests tima profitability. The descriptive statistics result of the ranking

instruments used are valid and of a high degree of reljabilit °order of WCM components is specified in Table 2. The
descriptive statistics results indicate that accounts redeivab

One-Way ANOVA period has the highest mean scores of (M = 2.9028, SD =

) o .. 1.16474), followed by cash conversion cycle with a mean
One-way ANOVA is used to measure the statistical variatio@.qre of (M = 2.4722, SD = 1.20996), then followed by

between two economic variables (Quartey 2003). Accoting accounts payable period with a mean score of (M =0BA3
Zikmund (2003), analysis of variance is “the investigation of 0.96161) and then finally inventory holding period with a
the effects of one treatment variable on an interval-scalegean score of (M = 1.6389, SD = 1.02511). This pattern
dependent variable; a hypothesis-testing technique tQueals that AIM listed SME companies rank accounts
determine whether statistically significant differences in means.ceivable period higher than all the other WCM components
occur between two or more grotips\s argued by Malhotra  The mean score of both the CCC and APP have almest th
et al. (1999_), ANOVA is by _far the most flexible and W'de|y_same importance as far as SMEs are concerned, rgetheip
used technique of quantitative analysis. One-way ANOVA S ranked by companies almost at par. The results aiso sh

specifically <_:hosen as a statistical _methodology to contpare hat inventory holding period is the least ranked WCM
differences in mean values of the instruments becaugeatke component because it achieved the lowest mean score.

being measured on an interval scale. The advantagesmyf u
ANOVA come from the following. Firstly, it shows whether Taple 2. Descriptive Statistics of The Ranking Order of WCM

Sum of Squares DF Mean Square F Sig.

the means of two groups differ in some way althougtoés Components

not tell which way those means differ. To determine thas, i

necessary to compare two means at a time. Secondly, it N Mean Deatgt-ion ;tr%-r Minimum  Maximum

provides a more sensitive test of a factor where the égrm 0P 72 16389 102511 12081 1.00 2.00

may be reduced (Cramer and Howitt, 2004). ARP 72 29028 116474  .13727 1.00 4.00
APP 72 24306  .96161  .11333  1.00 4.00

Post-hoc procedure CCC 72 2.4722 1.20996 .14260 1.00 4.00
Total 288 2.3611  1.18122  .06960  1.00 4.00

Whilst the ANOVA procedure provides a method of rejecting

the null hypothesis and accepting the alternative hypothesthe post hoc test shows that inventory holding period with a
that groups’ means are not equal, it does not pinpoint exactly mean score of (1.6389, SD = 1.02511) is ranked $ogmifly
where the significant difference lies if there are ntbin two  different from that of accounts receivable period with ame
groups (Field, 2005). In order to ascertain whethemtBans score of (2.9028, SD = 1.16474) at the 1 per cent |GVed.

of the different groups that integrate each of the vlasabre results also indicate that inventory holding period is ranked
significantly different, the pairwise multiple comparisgust  significantly different from accounts payable period, whiels
hoc tests is used. There are a number of post hoc tesismean score of (2.4306, SD = 0.96161) at the 1 perdeeel.
however, there is no clear consensus about which testieare Inventory holding period is again found to be ranked
most appropriate to use (Cramer and Howitt, 2004). In thisignificantly different from the ranking of the cash cersion
research, the post hoc test of Tukey’s Honestly Significant  cycle with a mean score of (2.4722, SD = 1.20996) at ther

Difference (HSD) is used. cent level. From the post hoc test, accounts receivahitedpe
also found to be ranked significantly different from taeking
RESULTS AND DISCUSSION of accounts payable period at the 5 per cent level. Adsoun

Eeceivable period is once again ranked different from the
5anking of cash conversion cycle but at the 10 perleest of
ignificance. However, there was no significant diffeem
etween the ranking of accounts payable period and cash

Respondents were asked to indicate in a ranking ordehwhi
WCM component they give much attention in cases of limite
resources. Table 1 shows the ANOVA results of the ranking
order of importance of each component of WCM in cake
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conversion cycle. The above analyses show that althcagh e Advani, A. 1997. Industrial clusters: A support system for
components of WCM is important to AIM listed SMEs, small and medium-sized enterprises, the private sector
accounts receivable period is relatively more important. This development. World Bank Occasional Paper No. 32,
means that AIM listed SMEs should channel all their resources Washington DC.

into the management of accounts receivable period befgre aAfrifa G.A. 2013b. Working Capital Management Practices of
other component is considered. The evidence of the differe UK SMES: The Role of Education and Experience,
in importance of WCM component is useful for the International Journal of Academic Research in
management of SMEs due to their limited resources (Pansiri Accounting, Finance and Management Sciendéb.

and Temtime, 2008; Tauringana and Afrifa, 2013). Afrifa, G.A. 2013a.Working capital management and AIM
listed SME companies profitability: a mixed research
Table 3. Post Hoc Test Of The Ranking Order Of WCM method approach. PhD. dissertation, Bournemouth
Components University, Bournemouth.
wow —won e s ot Smal Fitms in the Ashant, Region of Ghana
components components  Difference Error - g .
Tukey AP ARP 126389 18250 000 Available from: http://ssrn.com/abstract=1596734
HSD APP -79167*+ 18250 .000 [Accessed 23 July 2011].
cce ;83333 18250 .000 Atrill, P. 2006. Financial Management for Decision Makers,
ARP 'AFI'DF; 1.2(7322232** 'igggg '828 (4th edition) Prentice Hall.
cce 43056* 18250 087 Bates, T. 1995. Analysis of survival rates among fresechnd
APP IHP 79167+ 18250 .000 independent small business startugsurnal of Small
ARP -4r222* 18250 .050 Business Managemer®3(2), 26-36.
cee CI:I-(|:FE: .éé%“sl?ﬁz* :igggg :ggg Belt, B. and Smith, K.V. (1992). Recent Changes in Working
ARP _43056* 18250 087 Capital Management PracticeMidwestern Journal of
APP .04167 .18250  .996 Business and Economics, 1, 1-18
The mean difference is **Significant at 0.01 levetSignificant at 0.05  Belt, B. and Smith, K.V. 1991. Comparison of working cdpita
level; *Significant at 0.10 level management practices in Australia and the United States.

Global Finance Journal2(2), 27-54.
Berisha-Namani, M. 2009. The role of information technology
The objective of the study was to investigate the WCM insmall and medium sized enterprises in Kosova. Fulbright
components importance ranking order of SMEs listedhen t ~ Academy 2009. Conference Small Places Can Change the
AIM, from the perspective of financial directors. Althdufgw World. Available from: http://www.fulbrightacademy.org/
researchers have examined the WCM practices of firms file_depot/0- n+SMEs+in+Kosovo.pdf [Accessed 15 July
(Agyei-Mensah 2010; Belt and Smith 1991; Belt and Smith 2010).
1992), none has examined the ranking order of theéaw Blazenko, W. and Vandezande, K., 2003. The product
components. The study was based on 72 responsesafro  differentiation hypothesis for corporate trade credit.
questionnaire distributed to 248 AIM listed SMEs. Using one- Managerial and Decision Economigg: 457-469.
way ANOVA and post hoc test the results show differences iRlinder, A.S. and Maccini, L.J. 1991. The Resurgente o
the importance of each component of WCM. First, inventory Inventory Research: What Have We Learndd@rnal of
holding period importance is shown to differ from that of Economic Survey (1), 73-96. . _
accounts receivable period, accounts payable periodcast Caner, S. 2010. The Role of Small and Medium Size
conversion cycle. The results also show that accounts Enterprises in Economic DevelopmeétsE Conference

Summary and Conclusion

receivable period importance to profitability is differentnfro Moscow. _ _
accounts payable period and cash conversion cycle. HmwevCapkun, V., Hameri, A.P. and Weiss, L.A. 2009. On the
there is no difference of importance between accouayable relationship between inventory and financial performance

period and cash conversion cycle. In interpreting the results N manufacturing companiesinternational Journal of
however, some limitations need to be noted. First, the ssudy ~ Operations & Production Managemer29 (8), 789-806.
limited to a questionnaire survey response rate of 29.03%, Carter (2002), _ o
although it is comparable to other response rates for SMEZristopher, S.B. and Kamalavalli, A.L. 2009. Sensitivity of
(Sainidiset al, 2001, De Saulles, 2008; Bates, 1995). In spite Profitability to working capital management in Indian
of the limitations, taken overall, these results have imiitina corporate hospitals. Working Paper, NGM College.
for both the SMEs and future research on the rankidgraof Available from: http://papers.ssrn.com/sol3/papers.cfm?
WCM components. The findings lead to the conclusion that abstract id=1331500. [Accessed 19 April 2010]. .
given the limited resources of SMEs, they need to prieritisCOsh, A. and Hughes, A. 2003. Enterprise Challenged: Policy
their WCM by focusing on accounts receivable period to and Performance in the British SME Sector 1999-2002,

improve profitability. ESRC Centre for B_usiness Research, Cambrid_ge_.
Cramer, D. and Howitt, D. 2004. The SAGE Dictionary of
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Appendix 1.

The UK Companies Act 2006 Section 382 Definition of A Medium and Small Firm

Medium Small

A turnover of not more than £25.9 million A turnover of not more than £6.5 million

A balance sheet total of not more than £12.9 million A balance sheet total of not more £3.26 millio
Not more than 250 employees Not more than 50 employees

Appendix 1.
QUESTINNAIRE ON WORKING CAPITAL MANAGEMENT PRACTICESOF AIM LISTED SMES

SECTION A
1. What is vour position in the companv? ...
2. What is vour highest educational qualification or nearest equivalent?
1. Highschool—1 2. Bachelor ] 3. Masters degree 1 4. Professional qualificatior—
3. PhD
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What is the age of vour companv? [ |

6. Which industry does vour company operates in?
1. Retail/Wholesale[ ] 2. Manufacturing/Construction ] 3. Service [
4 Agriculture/Mining 1 6. Others (Please specify)
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SECTIONB

7 Do vou sometimes have to prioritise which component of WCM vou manage because of
resources constramt? Yes ] No [

& DPlease indicate in a ranking order which of the following WCM components vour company
gives much prioritv in cases of limited resources (please give each of them a number where
4 means highest priority.... and 1 means lowest priority)
1 Inventorvholding T 2. Accounts receivable 1 3. Accounts pavable[
4. Cash conversion cyvcle [

9 DPlease indicate the extent to which the following act as a constraint to an effective WCM

a. Technology 11 2 3 4 53
b.Expertise 1 23 333 433 53
¢Meney 11— 5 345 45 g
d. Time 15 25 34 4o o

SECTION C
Please indicate the extent of your disagreement or agreement with the following statements by
ticking one of the boxes from (1) to (3) where (1) = strongly disagree
2) = disagree (3) = neither agree or disagree (4) = agree (3) = strongly agree
INVENTORY HOLDING PERIOD
10 Management of inventory is important for increasing the company’s profitability
1 33 3 [ 4 [ 5[
11 The company sets a specific level of inventory to be maintained
1 ™ 2 3 =1 4 O 5
12 The company alters its inventory level frequentlv
1 O3 23 3d 4 53
13 Increasein inventory improves our company s profitability

¥ 1 2 33 4 53

ACCOUNTS RECEIVABLE PERIOD

14 Management of accounts receivable is important forincreasing the company’s profitability

1 @3 20 33 43 5
15 The company sets a specific level of accounts receivable
{ [ | 21/ 3 O 43 5

16 The company alters its accounts receivable period frequently
13 2 3 3 3 4C3 53
17 Increasein accounts receivable improves our company’s profitability

13 2 @3 3 40 5 3

ACCOUNTS PAYABLE PERIOD

18 Management of accounts payable is important forincreasing the company’s profitability
1 = 20 3 4O 503

19 The company set a specific level of accounts payable
1 @ 2 £ - 4 O 308

20 The company alters its accounts payvable period frequently
1 ™/ 23 3 ™M 4 M ) |

21 Increasein accounts pavable improves our companyv’s profitability

1 ] EE 3 1 4 1 51
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CASHCONVERSION CYCLE

22 Management of Cash Conversion Cwcle is important for increasing the company's

profitability
£ A 3 4 [ 5 [
23 The company sets a target Cash Conversion Cycle
; E ]| 2 @3 3 4 > £
24 The company alters its Cash Conversion Cvcle frequently
1 2 [ 3 g 4 5 g
25 Increasein Cash Conversion Cycle improves our company's profitability
; Sl 2 [ 3 — 4 3 1

26 Please give anv reason as to why vou think the management of inventory affects or doesnot

affect vour company’s profitability

27 Please give any reason as to why vou think the management of accounts receivable affects

or does not affect vour company’s profitability

28 Please give anv reason as to why vou think the management of accounts pavable affects or

does not affect vour company’s profitability

29 Please give any reason as to why vou think the management of cash conversion cyvcle affects

or does not affect vour company's profitability

Thank vou for vour help and participation
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