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ABSTRACT 

This study investigates the relationship between working capital management and 

profitability in Nepalese manufacturing companies, focusing on Unalive Nepal Limited 

and Dabur Nepal Limited. Utilizing a descriptive and correlational research design, the 

study examines financial data spanning five fiscal years from 2018/19 to 2022/23. 

Convenience sampling was employed based on the availability of annual reports and 

data. Key working capital proxies analyzed include the Working Capital Ratio, Debtor 

Turnover Ratio, Debt Equity Ratio, and Assets Turnover Ratio. Profitability was 

measured using Gross Profit Ratio, Net Profit Margin, Return on Assets (ROA), and 

Return on Equity (ROE). 

The findings reveal a positive correlation between short-term liquidity and both ROA 

and ROE, underscoring the critical role of effective liquidity management. Conversely, 

a higher Debt Equity Ratio was found to negatively impact ROA and ROE, highlighting 

the importance of prudent debt management. Additionally, the study identifies a 

complex relationship between asset turnover and ROA, indicating that while efficient 

asset utilization is important, other variables also significantly influence profitability. 

Debt management emerged as a key factor, showing a strong positive correlation with 

both ROA and ROE. 

The study concludes that for Nepalese manufacturing firms to enhance their financial 

performance, they must prioritize liquidity management, maintain a balanced capital 

structure, and adopt efficient debt management practices. The research emphasizes the 

interconnected nature of financial ratios and advocates for a holistic approach to 

financial management to achieve optimal profitability. This nuanced understanding of 

financial ratios and their collective impact is essential for strategic decision-making in 

the Nepalese manufacturing sector. 

Keywords: Working capital management, profitability, liquidity management, debt 

management, Nepalese manufacturing companies 
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CHAPTER I 

INTRODUCTION 

 

1.1 Background of the Study  

Working capital, also known as current capital, is a crucial component of a business's 

financial structure and is necessary to keep things running smoothly on a daily basis. It 

is the amount of money allotted to funding continuing operations (Datta et al., 2022). 

A company's ability to effectively manage its working capital, which is the balance 

between current assets and current liabilities, is a key factor in determining its 

performance. According to Maharjan (2023), current assets include a variety of things, 

such as cash, accounts receivable, and inventory. Cash is used to meet short-term 

financial demands, accounts receivable are sums of money that customers owe for 

products and services, and inventory is the collection of raw materials, work-in-

progress, and completed commodities that are needed for prompt delivery and 

manufacturing. However, according to Chasha et al. (2022), current liabilities are debts 

and liabilities that are supposed to be paid off within a year. Examples of these include 

accounts payable, which is the sum of bills and payments owed to suppliers, and short-

term loans that are necessary to pay for urgent operational needs. 

A key component of a business's financial success is profitability, which highlights its 

ability to provide a return on investment (Ilham et al., 2022). Profitability is a 

combination of many metrics that provide a comprehensive picture of a business's 

financial performance rather than a single statistic. According to Almomani (2021), 

gross profit margin is a crucial metric for assessing profitability as it shows the portion 

of revenue that remains after subtracting the cost of goods sold (COGS). It shows how 

well pricing and manufacturing methods are working. According to Ilham et al. (2022), 

the operating profit margin evaluates the profitability of a business's primary activities 

by taking operational costs and efficiency into account. According to Maharjan (2023), 

the net profit margin provides a full view on profitability by evaluating total 

profitability by accounting for all costs, including taxes and interest. Return on assets 

(ROA) is a critical indicator of operational efficiency that evaluates how well a business 

uses its assets to create profits (Akbar et al., 2022). Another idea examined by Akbar et 

al. (2022) is return on equity (ROE), which examines the return that investors get on 
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their equity investments and reflects the potential of the business to make a profit for 

its owners. 

Tjandra et al. underline that improving profitability requires efficient working capital 

management (2022). It provides a number of benefits and focuses on maximizing the 

ratio of current assets to current obligations. In the end, the risk of financial hardship is 

decreased since adequate working capital management guarantees efficient cash flow 

management, ensuring the availability of funds to satisfy short-term commitments and 

capture investment opportunities (Pradhan, 2017). Additionally, it guarantees that 

liquidity is maintained at a level that avoids activities being disrupted by a shortage of 

funding (Pradhan, 2017). Good working capital management also helps save costs by 

lowering interest and borrowing costs, which raises total profitability (Tjandra et al., 

2022). Improved profit margins are also a result of optimizing inventory turnover, 

accounts receivable collection, and accounts payable management (Pradhan, 2017). 

Businesses hoping to prosper in a difficult economic climate must grasp the relationship 

between working capital management and profitability in a dynamic and distinctive 

setting such as Nepal. 

The performance and long-term viability of organizations are significantly impacted by 

two essential components of financial management: working capital management and 

profitability. It is critical to comprehend the link between working capital and 

profitability in Nepal, where the business environment is shaped by distinct economic, 

legal, and infrastructural difficulties. This backdrop gives a general review of working 

capital, its elements, and profitability while highlighting the need for more study to 

determine how these factors relate to Nepalese manufacturing firms. 

It is critical to comprehend the complex link between working capital management and 

profitability in Nepal, where specific economic and regulatory issues, such as political 

instability and trade relations, have a substantial impact on working capital practices. 

A company's profitability is directly impacted by the availability of credit and other 

financial resources, which is another important aspect of working capital management. 

Nepal's manufacturing industry is thriving and makes a substantial economic 

contribution to the country. On the other hand, it encounters difficulties including 

infrastructural constraints, supply chain interruptions, and power outages. These 



3 

 

 

 

difficulties may put a lot of strain on working capital management, so it's important to 

find out how Nepalese manufacturing firms get beyond them in order to keep and grow 

their profits. 

Therefore, by examining the effect of working capital management on the profitability 

of Nepalese manufacturing enterprises, this study seeks to close the current research 

gap. The research will examine the specifics of working capital management, such as 

cash management, accounts receivable, and inventory turnover, while using financial 

measures, such as return on assets (ROA) and return on equity (ROE), to evaluate 

profitability. Through acquiring a more profound comprehension of the Nepalese 

milieu, this study aims to provide beneficial perspectives for enterprises, decision-

makers, and financiers functioning within the vicinity. Finally, profitability and 

working capital management are essential elements of financial management that have 

a big impact on a company's potential to succeed and endure. These financial ideas are 

presented against a distinctive background by Nepal's particular economic and 

regulatory environment, which emphasizes the need of examining their interaction 

within the context of Nepalese manufacturing enterprises. The objective of this research 

is to augment the current corpus of information and provide pragmatic perspectives for 

enterprises and interested parties operating in Nepal's vibrant manufacturing industry. 

1.2 Problem Statement 

The manufacturing sector in Nepal constitutes a substantial portion of the national 

economy, and it is important to comprehend the present condition of their working 

capital and profitability. These firms' liquidity, resource management effectiveness, and 

general financial health may all be determined by looking at the working capital 

components, such as current assets and current liabilities (Datta et al., 2022). In 

addition, evaluating the profitability components—gross profit margin, operating profit 

margin, net profit margin, return on equity (ROE), and return on assets (ROA)—will 

provide insight into their capacity to produce profits and maintain their business (Ilham 

et al., 2022). To make wise judgments and promote economic progress, stakeholders—

including entrepreneurs, investors, and policymakers—must examine the working 

capital and profitability situation of Nepalese manufacturing firms. 

Determining the efficacy of financial methods used by Nepalese manufacturing 

enterprises requires an understanding of the link between working capital management 
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components and profitability. Analyzing the complex interactions between these 

organizations' current obligations (such as accounts payable, short-term loans) and 

current assets (such as cash, accounts receivable, inventory) might provide important 

information about how they manage their resources (Chasha et al., 2022). This entails 

increasing profit margins, cutting expenses, preserving liquidity, and maximizing cash 

flow (Tjandra et al., 2022; Pradhan, 2017). Acknowledging these connections can help 

firms trying to improve their financial performance pinpoint opportunities for 

development. The study's findings will be helpful to Nepalese manufacturing firms 

because they will provide real-world advice on how to manage working capital 

efficiently in order to optimize profitability—a crucial skill in the setting of a 

developing nation like Nepal. 

The following questions are the focus of the investigation. 

i. How profitable and how much working capital do the manufacturing enterprises 

in Nepal have as an example?  

ii. Is there a connection between the profitability of the example Nepalese 

manufacturing enterprises and the components of working capital management?  

1.3 Objectives of the Study 

Analyzing working capital and profitability positions in Nepalese manufacturing firms 

is the study's main goal. The following are the precise goals: 

i) To analyze the status of working capital and profitability in sample Nepalese 

manufacturing companies.  

ii) To examine relationship between the working capital management components 

and profitability in sample Nepalese manufacturing companies.  

1.4 Rationale of the Study  

The importance of working capital management and profitability in the context of 

Nepalese manufacturing enterprises serves as the study's justification. The 

manufacturing industry is vital to Nepal's economy, which is steadily growing and 

accounts for a large portion of both employment and GDP. To promote economic 

development and guarantee the survival of these companies, it is crucial to comprehend 

the working capital and profitability dynamics inside this industry. The necessity to 
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thoroughly evaluate the working capital and profitability state of Nepalese 

manufacturing enterprises is the driving force behind this research. The goal of the 

study is to provide a comprehensive picture of these organizations' financial 

performance and health by examining the current status of working capital components 

and profitability indicators like return on equity and return on assets. 

Furthermore, the study's justification is based on the possible connection between 

profitability and working capital management elements, which has important 

ramifications for corporate executives and decision-makers. By maximizing cash flow, 

preserving liquidity, cutting expenses, and raising profit margins, efficient working 

capital management may increase profitability. The goal of this study is to clarify the 

complex relationships that exist between current obligations, such as accounts payable 

and short-term loans, and current assets, such as cash, inventory, and accounts 

receivable, in Nepalese manufacturing enterprises. The research will provide important 

insights into how businesses may strategically manage their working capital to achieve 

improved financial performance by demonstrating a strong connection between these 

factors and profitability. It is envisaged that the study outcomes would provide 

pragmatic recommendations to manufacturing firms, investors, and policymakers in 

Nepal. This will facilitate better-informed financial decision-making and eventually 

foster economic growth in the area. 

1.5 Limitations of the Study  

The study has the following limitations as follows;  

i) The study focuses on a limited number of manufacturing companies in Nepal, 

specifically Unilever Nepal Limited and Dabur Nepal Private Limited, due to 

time constraints. 

ii) The research primarily relies on secondary data. 

iii) The research design is retrospective, covering a five-year period from 2018/19 

to 2022/23. 

iv) The study does not account for the impact of monetary inflation. 

v) Financial tools are the primary analytical instruments used to assess working 

capital management. 
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CHAPTER II 

LITERATURE REVIEW 

 

2.1 Conceptual Review 

Successful working capital management is critical to a company's financial health. It 

has to do with maintaining the proper ratio of current obligations to current assets for 

ongoing business operations. In order to satisfy company demands, working capital 

management seeks to maintain an optimum amount of working capital that is neither 

excessive nor insufficient (Pradhan, 2017). Working capital is essential for day-to-day 

operations of a firm and includes short-term assets such as cash, marketable securities, 

accounts receivable, and inventories. Working capital management, which is the term 

for the administration of these assets, is an essential component of financial 

management that guarantees the company's liquidity and profitability (Pandey, 2018). 

The goal of working capital management is to balance profitability and liquidity. 

Sustaining an appropriate cash balance is essential to guarantee uninterrupted and 

seamless cash flow. While having too little working capital might endanger a 

company's solvency, having too much working capital can lower profitability (Khan & 

Jain, 2017). 

Working capital is divided into two categories: net working capital, which is the 

difference between current assets and current liabilities, and gross working capital, 

which is the sum of current assets. When current assets are more than current liabilities, 

net working capital is positive; when it is negative, the converse is true. It is a liquidity 

metric that aids in the analysis of the risk-reward trade-off (Khan & Jain, 2016). In 

order to optimize liquidity and profitability, working capital management is essential 

to an organization's daily operations (Pradhan, 2017). It involves striking the correct 

balance between current assets and current liabilities. It entails the management of 

current obligations as well as current assets including cash, inventories, and accounts 

receivable. The ideas of gross and net working capital shed light on the company's 

overall financial stability and liquidity (Pandey, 2018). 

The major objective of working capital management is to keep a company's current 

assets and current liabilities in the best possible balance. The objective is to maintain 
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the amount of working capital at a level where it does not become deficient or excessive 

(Pradhan, 2017). The main goals of this management technique are to handle the 

difficulties associated with managing and coordinating current assets and current 

liabilities and comprehending their dynamic connection. 

Planning and controlling a number of factors, including current assets like cash, 

marketable securities, accounts receivable, and inventories, are necessary for effective 

working capital management. It also entails managing current obligations concurrently. 

Easily convertible assets into cash within a year are referred to as current assets. Any 

firm that wants to guarantee a steady and uninterrupted flow of money must have an 

ideal cash balance to prevent any disruptions. For a company to succeed overall, 

liquidity and profitability must be balanced. 

Working capital is basically all of the resources that a business requires to run its daily 

operations and make a profit. Bills cannot be paid on schedule if there is not a sufficient 

cash reserve. Similarly, the business cannot close the payment gap between providing 

products or services and being paid if it does not have accounts receivable. Having 

inventory on hand is essential for manufacturing and prompt product delivery. Effective 

working capital management is one of the most important factors in determining a 

company's performance because of the vital importance of current assets. It's important 

to remember that although low working capital might jeopardize solvency, excessive 

inventory can have a detrimental effect on profitability (Pandey, 2018). 

Key Concepts of Working Capital 

"Working capital" refers to a company's current assets, namely those that are tradable 

into cash in less than a year. As a result, working capital management focuses mostly 

on an organization's immediate activities. It's a dynamic process that includes 

budgeting, managing the makeup of present assets, and arranging the funding sources. 

Making decisions on cash, marketable securities, accounts receivable, inventories, and 

current liabilities is all included in this, with the ultimate goal being to maximize the 

firm's worth. 

Gross Working Capital 

This idea emphasizes the best ways to finance and invest in a company's overall current 

assets (Khan & Jain, 2018). Cash, marketable securities, inventories, and accounts 
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receivable are all included in gross working capital. It covers the difficulties involved 

in managing specific current assets in daily operations from a management standpoint. 

An organization's current assets are essential to its profitability and day-to-day 

operations. In addition, they provide efficient financial planning and management of 

funds, which helps to optimize return on investment. 

Net Working Capital 

The gap between current assets and current liabilities is known as net working capital. 

This idea moves the emphasis to assessing a company's liquidity condition over an 

extended period of time. It is possible for net working capital to be negative or positive. 

When current assets are more than current liabilities, there is a positive net working 

capital; conversely, when current liabilities are greater than current assets, there is a 

negative net working capital. While a negative net working capital may be harmful to 

a business, a positive net working capital is linked to higher profitability. When 

examining the trade-off between risk and profitability, this idea is helpful (Khan & Jain, 

2016). It is seen as a quantitative notion and functions as an instrument for internal 

control. 

Net working capital is basically determined by deducting current liabilities from current 

assets. Current assets are things like cash, marketable securities, inventories, and 

accounts receivable, whereas current liabilities are things like accounts payable, unpaid 

bills, creditors, short-term bank loans, and bank overdrafts. This formula aids in 

evaluating the company's liquidity and overall financial health (Kulkari, 2018). 

2.2 Theoretical Review 

A research study's theoretical foundation, reduced to one paragraph, provides the 

conceptual framework around which the inquiry is built. The researcher might situate 

their work within the larger academic discourse by critically analyzing and synthesizing 

existing literature, ideas, and concepts related to the study issue. This foundational 

assessment places the study in perspective, clarifies important terms, points out 

disagreements or gaps in the body of knowledge, and directs the creation of the 

research's theoretical framework. It also provides insights into the real-world uses of 

theoretical knowledge and influences the choice of research approaches. 

Trade-Off Theory 
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According to the Trade-Off Theory, working capital levels and profitability are 

delicately balanced. For businesses to optimize earnings, the proper balance must be 

struck. Sustaining an elevated degree of working capital, including surplus cash and 

current assets, may augment liquidity and provide protection against economic 

downturn. But this excess might cause resources to be underutilized, which would 

lower profitability. However, minimizing working capital may result in lost business 

opportunities and operational inefficiencies, both of which can have a detrimental effect 

on profitability (Deloof, 2003). 

Pecking Order Theory 

The Pecking Order Theory states that companies use internal funding sources like 

retained profits first and reduce working capital later. According to this hypothesis, 

businesses would rather use their own resources to finance investments than turn to 

outside sources. Businesses may create internal cash flows to finance their operations 

and investments by keeping working capital as efficient as possible and managing 

current assets and liabilities well. This strategy seeks to increase profitability while 

reducing borrowing expenses (Myers & Majluf, 1984). 

Conservatism Theory 

According to the theory of conservatism, increased profitability might result from a 

conservative working capital management strategy that prioritizes caution and safety. 

Businesses are better able to control risks and react to unanticipated obstacles when 

they have a larger level of current assets. This strategy gives the company a financial 

safety net to sustain operations and enables it to seize commercial opportunities quickly. 

This cautious approach contributes to the firm's long-term survival and profitability 

even if it may momentarily lower returns on investment (Lambert et al., 2007). 

Efficiency Theory 

The Efficiency Theory places a strong emphasis on managing working capital 

components effectively in order to increase profitability. It makes the case that speeding 

up the process of converting raw resources into cash by streamlining the conversion 

cycle is the key to increasing profitability. Businesses may release money and turn a 

profit faster with a quicker cash conversion cycle. Effective inventory, accounts 

payable, and receivable management may drastically lower operational expenses and 

increase profitability (Shin & Soenen, 1998). 



10 

 

 

 

Agency Theory 

The Agency Theory focuses on how working capital management may impact 

profitability and the conflicts of interest that exist between various stakeholders in a 

company. It makes the assumption that managers could be motivated to amass surplus 

working capital in order to lower the likelihood of financial difficulty. This, however, 

may not be in the best interests of shareholders who are looking for more profits. 

According to the theory, in order to maximize company value, an ideal working capital 

strategy should take these agency conflicts into account and attempt to balance the goals 

of different stakeholders (Jensen & Meckling, 1976). 

2.3 Empirical Reviews 

The impact of loan management policies and working capital management on the 

financial performance of Nepalese commercial banks was investigated by Maharjan 

(2023). The dependent variables chosen are return on equity and return on asset. In a 

similar vein, the independent variables chosen include working capital, loan to deposit 

ratio, capital adequacy ratio, non-performing loan, cash asset ratio, operational cash 

flow to total asset, and rate of return of deposits by the bank. Based on secondary data 

from 16 commercial banks with 128 observations throughout the study period of 2014–

15 to 2022–23, this work was conducted. The information was gathered from the annual 

reports of the individual banks as well as the Banking and Financial Statistics issued by 

Nepal Rastra Bank. To evaluate the relevance and impact of working capital 

management and credit management policies on the financial performance of Nepalese 

commercial banks, correlation coefficients and regression models are calculated. 

According to the research, working capital increases return on equity and return on 

assets. This indicates that a rise in working capital raises equity and return on assets. 

Furthermore, nonperforming loans negatively affect return on equity and return on 

assets. It suggests that a rise in non-performing loans causes return on equity and return 

on assets to decline. The loan to deposit ratio does, however, have a negative 

relationship with return on equity and return on assets. It demonstrates that the return 

on equity and assets will be lower the larger the loan to deposit ratio. Additionally, the 

rate at which a bank may return deposits positively affects return on assets; that is, the 

greater the rate at which a bank can return deposits, the higher the return on assets. 

Similarly, return on equity and return on assets are positively impacted by operating 
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cash flow to total assets, suggesting that an increase in operating cash flow to total 

assets causes an increase in return on equity and return on assets. 

The working capital drivers of manufacturing businesses listed on the stock exchanges 

of Indonesia and the Philippines are analyzed and identified by Tjandra et al. (2022). 

Because insufficient working capital may create operational problems and financial 

strain for businesses, this research focuses on this topic. Businesses thus need to have 

enough operating cash. Panel data were utilized in the research; the final sample for 

Indonesia consisted of 630 years' worth of observations, while the sample for the 

Philippines consisted of 210 years' worth. Manufacturing companies registered on the 

stock exchanges in Indonesia and the Philippines made up the study's sample. Working 

capital is significantly positively impacted by profitability and growth potential, 

according to research findings for the Indonesian sample. Leverage, asset tangibility, 

and business age all negatively impact working capital. However, working capital is 

independent of business size and operational cash flow. Comparatively, the Philippines 

sample findings demonstrate that working capital is significantly positively impacted 

by profitability. Leverage and asset tangibility both significantly reduce working 

capital. Working capital is unaffected by age, business size, growth prospects, or 

operational cash flow. Research Restrictions: The only manufacturing companies that 

were observed for this research were those that were listed on the stock exchanges in 

the Philippines and Indonesia. In order to elaborate on characteristics that may impact 

working capital needs, particularly in the context of the Covid-19 epidemic, future 

research may use a sample that is more representative of the service industry. Practical 

Implications: This research may be consulted by decision-makers in a company when 

making choices about working capital management. Making poor decisions when 

deciding how much working capital to need might result in significant capital expenses 

and financial hardship. Many scholars are interested in finding out what variables 

influence the quantity of working capital today. Ineffective working capital 

management may put a company in financial jeopardy by preventing it from meeting 

its maturing commitments. This research is interesting because it uses samples from 

underdeveloped nations that are very similar—Indonesia and the Philippines, to be 

specific. This research may examine how outcomes vary between developing countries 

by employing samples from those nations. 
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Over a ten-year period, Akbar et al. (2022) looked at how working capital management 

(WCM) practices affected the financing and investment patterns of listed nonfinancial 

enterprises in Pakistan. The study's foundation is secondary financial data from 354 

Pakistani nonfinancial companies that were listed between 2005 and 2014. To 

guarantee the robustness of the outcomes, the two-step generalized method of moment 

(GMM) regression estimation methodology is used. Excessive funds committed to 

working capital have a detrimental effect on sample businesses' investment portfolios, 

according to empirical research. Moreover, a negative correlation between changes in 

fixed assets and surplus net working capital suggests that businesses ultimately employ 

idle resources held in assets with a limited lifespan to increase their investment 

endeavours. Additionally, greater leverage ratios were linked to higher levels of 

working capital, suggesting that companies with ineffective WCM practices must 

primarily depend on long-term debt to cover their short-term financing needs. Further 

findings show that companies that utilize debt more often are those that take longer to 

sell merchandise and turn receivables into cash. Cash management model results show 

that companies with high cash reserves have lower levels of leverage, indicating their 

sound financial standing and capacity to generate income internally. Empirical research 

on the effects of WCM choices on a firm's capital structure is few. Furthermore, the 

scope of these research is limited to the impact of a WCM policy on a firm's long-term 

investment activities. By providing empirical evidence of a connection between the 

firm's long-term finance and investment patterns and WCM practices, the study adds to 

the body of existing knowledge. Financial managers must thus take into consideration 

how their short-term financial management choices may affect the company's capital 

structure. 

According to Datta et al. (2022), working capital is a measure of an organization's 

liquidity and financial health that evaluates its performance and profitability within a 

short time frame. When compared to other sectors, the ceramics industry has the longest 

and most complicated processes. Due to the size and complexity of this business, it 

might be difficult to demonstrate the performance using accurate information. The 

purpose of this essay is to look at how working capital management influences the 

performance of ceramic companies in Bangladesh. In order to do this, ceramic firms 

that are listed on the Chittagong Stock Exchange (CSE) and the Dhaka Stock Exchange 

(DSE) have been selected, and the inquiry will take place between 2016 and 2021. In 
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light of this, secondary data from reputable ceramic manufacturers listed on the DSE 

and CSE have been selected in order to illustrate the quantifiable effects of working 

capital management and business performance via the use of dynamic board 

information research. The data shows that the cycle times for cash conversion and 

inventories are longer than anticipated. Additionally, compared to other industries, this 

one relies heavily on accruing sales, and the time it takes to get revenue from those 

sales is longer. The research outlines in detail the substantial degree to which the 

various working capital management components influence the firm's success. 

According to Ilham et al. (2022), a high company value is reflected in the prosperity 

level of the owners. The worth of the company has become the main concern of 

investors. The wealth of the company's investors and shareholders is reflected in its 

value. Making the most profit possible from commercial operations is one of the main 

objectives of the organization. But the goal of starting a business is not only to make as 

much money as possible; it's also to make sure that people who are involved in the 

company's operations, including shareholders and stakeholders, benefit and add to the 

company's worth. As a result, the present study looks at how working capital 

management and leverage relate to business value on the Indonesia Stock Exchange. 

Secondary data from the Indonesian Central Bureau of Statistics was used in this 

quantitative analysis between 2016 and 2020. Time series regression was used to 

examine the data with the use of econometric software, namely EVIEWS-10. The 

findings showed that working capital management has a substantial and favorable 

impact on business value. In addition, leverage significantly and negatively affects firm 

value. Additionally, the link between working capital and company performance is 

moderated by profitability. Furthermore, the connection between leverage and 

company performance is not moderated by profitability. As a result of this research, the 

key variables affecting company value have been determined, and leverage has had no 

impact on firm value. Making investment choices may be based on the research's 

conclusions. This component assesses how well the company's assets can provide a 

return on the capital invested in its asset instruments. 

Working capital, according to Chasha et al. (2022), is all about managing an 

organization's short-term assets and obligations to increase profitability and prevent 

bankruptcy. With a focus on small and medium-sized businesses, this study evaluates 
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the relationship between working capital management, liquidity, and financial 

performance in Kenya. The desk examination of the literature pertaining to the specified 

topic area forms the basis of the analysis. One of the things that was noted was that 

even the most successful companies might fail due to inadequate working capital 

management. The majority of the reviewed literature unequivocally notes that working 

capital management and profitability are closely related. Working capital management 

also takes into account financial ratios, business size, liquidity, and other significant 

variables. 

Effective working capital management, according to Almomani (2021), is managing 

current assets and liabilities in a way that minimizes the risk of being unable to pay 

short-term commitments while also avoiding making excessive investments in current 

assets. The goal of the research is to look at how working capital investment and 

financing policies affect the link between the financial performance of industrial 

enterprises listed on the Amman Stock Exchange (ASE) and the effectiveness of 

working capital management. This research employed time series and data spanning 

the years 2010–2018 to accomplish its goal. For the research and testing of the 

hypotheses, a sample of 42 manufacturing companies listed on the ASE was employed. 

Financial success is measured by return on assets; working capital management 

efficiency is measured by inventory-to-sales ratio, current asset turnover, inventory 

turnover, receivables turnover, and working capital turnover. Two hypotheses were 

investigated in this research in order to highlight a 95 percent confidence level. We 

employed multiple linear regression analysis to evaluate hypotheses and descriptive 

statistics for data analysis. The research indicates that the financial performance of 

manufacturing firms is impacted by inventory turnover, receivables turnover, current 

asset turnover, and working capital turnover. However, no significant distinctions were 

observed in the financial performance estimation between the direct and moderating 

models. 

In Ilocos Norte, the Philippines, Corpuz (2021) investigated the connection between the 

sustainability of Barangay Micro Business Enterprises (BMBEs) and their working 

capital management strategies. A correlational-descriptive research approach was used 

for this investigation. A self-made questionnaire that was pre-tested on thirty other 

microenterprises and confirmed using Cronbach alpha was used to collect the data. The 
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301 BMBE owners in Ilocos Norte who had their vehicles registered were the 

participants. The time frame for this research was July 2020–December 2020. 

According to the research, the majority of BMBEs are sole proprietorships registered 

in the wholesale and retail trade sector and do not hire anybody. Additionally, the 

findings demonstrated the poor environmental, social, and economic sustainability of 

BMBEs. Additionally, the research found that although inventory and accounts 

receivable management were highly correlated with economic, social, and 

environmental sustainability, cash management was significantly correlated with social 

and economic sustainability. The characteristics, working capital management 

techniques, and sustainability of BMBEs in Ilocos Norte were ascertained by this 

research. It also looked at the connection between Ilocos Norte's BMBE sustainability 

and working capital management techniques. According to the research, the majority 

of BMBEs are sole proprietorships registered in the wholesale and retail trade sector, 

and they do not employ anybody. The BMBEs seldom handle inventories and accounts 

receivable, although they do sometimes handle cash. Furthermore, the results 

demonstrated the poor environmental, social, and economic sustainability of BMBEs. 

Furthermore, the research found a strong correlation between cash management 

techniques and social and economic sustainability. Practices for managing inventories 

and accounts receivable have a big impact on environmental, social, and economic 

sustainability. The findings suggested that achieving economic, social, and 

environmental sustainability depends on effective working capital management 

techniques. Neglecting these principles may lead to poor sustainability, which can 

ultimately end in bankruptcy. The economic, social, and environmental sustainability 

of the BMBEs is closely tied to their working capital management procedures in terms 

of cash, accounts receivable, and inventory management. This research supports the 

findings of Abimola and Kolawole (2017), who showed that the performance of SMEs 

is significantly impacted by effective working capital management techniques. 

Likewise, it validates the findings of research by Kovelskiy (2015) and Bandara and 

Rathnasari (2016), which show that working capital management (WCM) is an 

essential component of financial management that influences risk, profitability, 

liquidity, structural health, and value creation. In order to achieve a high degree of 

economic, social, and environmental sustainability, the BMBEs should thus place 

emphasis on the implementation of these working capital management methods. 

Government organizations may use the results of this research to design initiatives that 
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assist microenterprises, particularly those in the barangays, in acquiring the skills 

required for running their businesses, particularly in the area of working capital 

management. There have been several restrictions on this investigation. First off, the 

working capital management of BMBEs in Ilocos Norte is the only subject of this 

research. Subsequent investigations may examine other commercial strategies, such 

advertising strategies. The results of the research may only be applicable to other 

provinces that share Ilocos Norte's circumstances. 

Working capital management (WCM) and corporate profitability of Indonesian mining 

firms from 2014 to 2019 were examined by Wulandari and Muharam (2021). Gross 

Operating Profit (GOP) and Return on Assets (ROA) are used to calculate profitability. 

In this research, Cash Conversion Cycle (CCC) and Cash Conversion Cycle 2 (CCC2) 

are the independent variables. Control variables include Firm Age (AGE), Sales Growth 

(GROWTH), Leverage (LEV), and Liquidity (CR), in that order. Additionally, this 

study is anticipated to shed light on advancements in financial management, provide 

managers with knowledge to help them decide what working capital policies to adopt, 

and serve as a resource for future studies. The study's sample was drawn from 33 mining 

companies that were listed on the Bursa Efek Indonesia (BEI) and provided with all the 

information required to compute the variables for the years 2014 through 2019. The 

Wald test, the t statistical test using panel regression models, and the GMM model 

specifications are the methods used in this study's investigation. The Wald test 

demonstrates that the ROA of mining companies is significantly impacted by CCC, 

CCC2, SIZE, GROWTH, AGE, LEV, and CR. The study's t-test findings show that the 

relationship between CCC and ROA is U-shaped. Additionally, the variables AGE, CR, 

and GROWTH significantly and favorably affect ROA. ROA is significantly and 

negatively impacted by variable control LEV. The impact of variable control SIZE and 

CR on ROA is both positive and negligible. The GOP of mining businesses is 

significantly impacted by CCC, CCC2, SIZE, GROWTH, AGE, LEV, and CR, as 

shown by the Wald test. The study's t-test findings show that the GOP and CCC have a 

U-shaped relationship. Additionally, the variables CR, GROWTH, and LEV 

significantly and favorably affect GOP. Variable control SIZE significantly and 

negatively affects the GOP. Positive and negligible effects of variable control AGE are 

shown on ROA. 
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Using the primary theoretical framework put forward by the literature, Alvarez et al. 

(2021) investigated the effect of working capital management on the profitability of 

Argentine manufacturing enterprises. In industrialized countries, this issue has been 

extensively studied; but, in emerging and developing economies, these kinds of 

research are somewhat uncommon. Using a stratified selection approach, the 

enterprises under analysis were chosen according to an economic criteria. The data were 

gathered via a questionnaire and span a three-year period. We used a fixed effects 

regression model to meet the study's aims, and it worked well for illuminating how 

working capital management affects profitability. The findings showed a statistically 

significant and positive correlation between all working capital components and 

profitability, indicating that higher values for each variable indicate higher ROA and 

ROE performance. Leverage, on the other hand, has shown a statistically significant 

inverse association with profitability, indicating that a rise in debt has a detrimental 

effect on business performance. 

The effects of fixed assets, debt ratio, and working capital management on business 

profitability were examined by Kartikasary et al. in 2021. A sample of firms in the 

consumer products industry that were listed on the Indonesia Stock Exchange between 

2017 and 2019 is used in the research. Working capital management is measured by the 

researchers using gross profit (GP) as a proxy for profitability. Specifically, they look 

at the Fixed Financial Asset Ratio (FA), the Financial Debt Ratio (FD), the number of 

days inventory (INVDays), and the number of days account receivable (ARDays). 

Researchers processed the data statistics using multiple regression using SPSS 20 using 

secondary data that they had annually collected from the Indonesia Stock Exchange 

(IDX). 54 firms make up the population of this study, and 46 companies make up the 

overall sample once purposive sampling is used. The study's findings show that 

working capital management, the FA ratio, and profitability are significantly correlated, 

but the FD ratio has little effect on profitability.  

Working capital management's effect on the financial performance of non-financial 

companies listed on the Nepal Stock Exchange (NEPSE) was studied by Thagunna 

(2021). Based on a panel data analysis of 23 non-financial enterprises with 194 firm-

year observations reported in NEPSE between 2001 and 2018, the research was 

conducted. The Hausman Test and Wald Test indicate that a Fixed Effect Model (FEM) 
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is suitable when the return on assets (ROA) is used as the dependent variable, whereas 

a Random Effect Model (REM) is appropriate when the return on equity is used as the 

dependent variable. The findings show that extended periods for the conversion of 

inventory and accounts receivable have a detrimental impact on non-financial 

enterprises' financial performance. Furthermore, the return on equity of non-financial 

companies in Nepal is adversely impacted by an extended payment deferral period; this 

suggests that companies might benefit by shortening the deferral period. Ultimately, the 

research demonstrates a statistically significant correlation between return on assets and 

the cash conversion cycle. Research Limitations/Implications: Only secondary data 

were used in this study. Consequently, every flaw associated with financial statements 

in annual reports is present in the research. Practical Implications: By creating working 

capital policies tailored to individual organizations, owners and finance managers will 

be able to better grasp the connections between working capital management and 

financial success of their enterprises. Additionally, since this study intends to expand 

on the body of information already available by examining the relationship between 

working capital management and financial success, researchers will find it beneficial. 

Originality/Value: This study, which looks at the connection between working capital 

management and the NEPSE-listed non-financial companies' financial performance, is 

unique. 

The impact of working capital management (WCM) elements on the profitability of 

steel businesses listed on the Vietnam Stock Exchange was investigated by Pham et al. 

(2020). Data was gathered over a ten-year period, from 2010 to 2019, from 

corporations' audited financial accounts. Twenty of the 26 firms, or 76.9% of the total, 

had samples that are suitable for study. Multivariate regression models are used to 

determine the influence of WCM (via eight independent variables: DIO, DPO, DSO, 

CCC, SIZ, CR, LEV, and GRO) on the firm's profitability (through the dependent 

variable). This is done with the assistance of specialized software Stata version 14. 

Results of research conducted at this time by Vietnamese steel industry enterprises 

show that WCM significantly affects company profitability. Eight variables influence 

the profitability of steel firms; two, CCC and LEV, have a negative impact on 

profitability, with CCC having a minimal effect. The factors that positively affect 

profitability are DPO, DIO, DSO, CR, SIZ, and GRO. Due to the unique characteristics 

of the sector and the many phases of economic growth connected to the State's 
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economic management policies, this finding almost contradicts many previously 

published research. 

The aim of this article, according to Seth et al. (2020), is to empirically explore the link 

between the exogenous factors of the Indian manufacturing sector and its subindustries 

that engage in export operations and the working capital management (WCM) 

efficiency. Panel regression with fixed effects was used to a sample of 563 

manufacturing companies in India that were exporters between 2008 and 2018. Results 

broken down by industry indicated a strong correlation between the cash conversion 

cycle (CCC) and productivity, leverage, net fixed asset ratio, profitability, asset 

turnover ratio, and total asset growth rate. First off, since our research only included a 

sample from emerging economies, its findings may only apply to developing 

environments. Second, there have been a number of economic shifts within the study's 

time frame (2008–2018), including demonetization and recession, which may not apply 

to businesses or nations under normal circumstances. A better working capital model 

might boost the company's performance by lowering the CCC and enhancing WCM 

efficiency. Furthermore, a wide range of stakeholders, including debt holders, 

investors, working capital managers, financial advisors, and others, may find the study's 

findings useful in monitoring the companies. This research adds to the body of 

knowledge about the relationship between WCM efficiency and exogenous 

characteristics of Indian manufacturing companies that export. Furthermore, this study 

closes the gap in previous research on this topic by being one of the few to look at the 

link between Indian export companies in various sectors. 

Leverage, liquidity, and size were the controlling variables in Aryawan and Indriani's 

(2020) analysis of the relationship between working capital management and 

profitability (return on assets) as the dependent variable. The independent variables 

were the cash conversion cycle (CCC), inventory conversion period (ICP), average 

collection period (ACP), and average payment period (APP). Manufacturing businesses 

listed on the Indonesian Stock Exchange from 2013 to 2017 comprise the study's 

sample. The results of the OLS analysis indicate that ROA is significantly impacted 

negatively by the ACP, positively by the APP, and negatively and insignificantly by 

the CCC and ICP. It is not always necessary to stress the need of working capital 

management for profitability in Indonesian business operations. It is shown that the 
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majority of Indonesian manufacturing firms had substantial cash reserves for working 

capital investments and liquidity maintenance. According to this analysis, there is a 

negligible negative correlation between profitability and the CCC. This study suggests 

better cash management practices to optimize working capital investments and boost 

profitability. In addition, the management was successful in streamlining the business's 

processes, despite the fact that storage still takes a long time. According to this analysis, 

there is no discernible inverse association between profitability and ICP. This study 

advises manufacturing firms to raise productivity and decrease storage duration in order 

to lower production costs, boost sales, and boost profitability. The ACP connection has 

a substantial negative link with profitability because managers may then optimize cash 

availability and boost profitability by shortening the period of accounts receivable. This 

research suggests that the variable be excluded from the analysis since the company's 

yearly financial records do not provide information on how quickly sales are growing 

or how old they are. 

According to Pirttila et al. (2020), in order for businesses to keep their competitive 

edge, they need to properly finance their supply chains. More specifically, 

strengthening one's financial position requires effective asset management in a supply 

chain. The transaction cost theory (TCE) viewpoint is used in this research to 

investigate operational working capital management in the Russian automotive supply 

chain. It takes into account financial supply chain analysis with working capital 

management (WCM) models, measuring cash conversion cycles (CCC) and return on 

assets (ROA). In the supply chain, companies that use effective WCM models are often 

the most dominant and strong players. Overall, our study shows that there are a lot of 

extended accounts payable payment periods, large inventory levels, and short CCCs. 

Furthermore, companies who pay their suppliers on time have the highest profitability. 

The WCM models built using the study's data may help inform thoughtful decisions 

and tactics on the best supply chain governance arrangements. 

Ni (2020) investigated the impact of working capital management on the profitability 

of Chinese listed SMEs. 358 listed Chinese SMEs are used as samples in this study; the 

sample period spans from 2009 to 2018. We use a variety of proxies, such as the cash 

conversion cycle (CCC), payable deferral period (PDP), inventory conversion period 

(ICP), and receivable collection period (RCP), to assess the effectiveness of working 
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capital management (WCM). This study discovers a substantial inverse association 

between the profitability of businesses and the WCM components, such as RCP, ICP, 

and CCC, based on both descriptive and quantitative analysis. Therefore, in order to 

boost a company's market value and profitability, managers must include effective 

working capital management into their overall plan. This study aims to conduct 

empirical research on the link between several components of working capital 

management and the profitability of small and medium-sized enterprises (SMEs) listed 

in China. This research is important because it examines Chinese SMEs, a topic that 

has not received much attention in the past. I utilized 358 SMEs' data spanning the years 

2009–2018 to achieve the goal of this research, and I used both descriptive and 

quantitative analysis. Four fixed-effect regression models were created for regression 

analysis in order to examine each of the four hypotheses. Tobin's Q ratio, ROA, ROE, 

OPS, and other dependent variables were utilized in this study to gauge how profitable 

a company was. The RCP, PDP, ICP, and CCC were used to gauge how well a 

company's WCM conditions worked. The study's conclusion demonstrates that there is 

a substantial inverse association between RCP and profitability. Profitability and ICP 

have a strong inverse association. CCC and profitability also have a negative 

relationship. Nevertheless, PDP is unrelated to the profitability of businesses. In order 

to increase profitability, managers are advised to maintain low levels of inventory and 

accounts receivable. Additionally, managers need to think about accounts payable as it 

has an impact on CCC. The limited sample size and the absence of certain accounts 

payable data for 2018 are the research's limitations. This study makes use of secondary 

data. Furthermore, the study does not take into account the sorts of firms and does not 

evaluate each type of organization independently. It is advised to do more study to look 

at more examples and attempt to examine the link depending on the various types of 

firms. Furthermore, the profitability and working capital may be measured using other 

factors in future study. 

The impact of surplus working capital on the performance and risk of Indonesian 

enterprises was investigated by Setianto and Pratiwi (2019). 425 firm-year observations 

of Indonesian manufacturing enterprises from 2010 to 2014 are included in the sample. 

An asymmetric regression model is used to account for the possible asymmetric 

relationship between excess Net Working Capital (NWC) and business performance, 

enabling the slope coefficient of the excess NWC to change for positive and negative 
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excess NWC. The findings show that there is an ideal amount of working capital, that 

risk and performance are negatively impacted by larger excess working capital, and that 

businesses with positive excess working capital perform worse when they spend more 

in working capital. Additionally, research has shown that (iv) increasing working 

capital investments lowers a company's risk while dealing with working capital deficits. 

When calculating the ideal amount of working capital, business managers should take 

note of the results. 

A review of the body of research on working capital (WC) and working capital 

management (WCM) was done by Kayani et al. (2019). A comprehensive literature 

review (SLR) approach is used to examine 187 papers that have been chosen from 

international conferences, books, and referenced journals between 1980 and 2017. This 

thorough analysis shows that a significant portion of the literature currently in 

publication is devoted to examining the empirical connection between WCM and 

company performance. Furthermore, researching WC practices has received interest. 

The majority of earlier research has disregarded behavioral factors, qualitative 

investigations, survey studies, and systematic theory building. There is more room for 

study in these areas in the future. This research is theoretical in nature and is based on 

a survey of the literature. As a consequence, there are no empirical findings. Only a 

small number of literature reviews with a WCM viewpoint have been done so far. In 

order to give a thorough knowledge of WCM, future research may take into account the 

different developing themes presented in this study. This is the first time a thorough 

analysis of the 1980–2017 WCM literature has been done using SLR. Researchers, 

business policymakers, financial professionals, and anybody else with a direct or 

indirect interest in WCM research will find this review to be helpful. 

Using a descriptive and causal comparative study approach, Lamichhane (2019) 

examined the effectiveness of working capital management (EWCM) and its impact on 

the profitability of manufacturing companies in Nepal from the fiscal years 2005–06 to 

2018–19. EWCM is measured in terms of net trade cycle (NTC). The dependent 

variables in this research are profitability on assets (PA) and profitability on sales (PS). 

The factors associated with EWCM, including the debt to assets ratio (DR), current 

ratio (CR), and net trading cycle (NTC), are regarded as explanatory variables. The 

study's findings indicate that asset and sales profitability is negatively correlated with 
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net total corporate income (NTC), suggesting that lower NTC boosts the profitability 

of Nepalese manufacturing companies. The debt-to-asset ratio has a negative and 

statistically significant impact on the profitability of total assets and sales, as further 

supported by the paper's regression results. This paper's conclusion is that 

manufacturing companies in Nepal are more profitable when they utilize less debt. 

Vijayakumaran (2019), concentrating on a large panel of Chinese listed businesses, 

investigated the connection between the effectiveness of working capital management 

(WCM) and the company value. WCM, which entails balancing risk and profitability, 

is a crucial component of the company's financial management. The Tobin's Q ratio is 

used to quantify the company value, while the net trade cycle (NTC) and its components 

are used to measure the efficiency of WCM. The panel data approach is used in the 

research to estimate the regression models. According to this analysis, there is a 

negative correlation between company value and the net trade cycle. More specifically, 

the research finds that the length of time inventory and accounts receivable have a 

negative impact on firm value, suggesting that working capital offers financial leaders 

a genuine chance to free up cash and raise the worth of their companies. The study's 

findings support the notion that managers may increase a company's worth by 

effectively managing its working capital investment. 

According to Shrestha (2019), a company's ability to manage its working capital 

effectively may lead to increased profitability. A company may get the best working 

capital management by balancing liquidity and profitability. This essay examines how 

Uniliver Nepal Limited's profitability is affected by working capital management. This 

study's primary goals are Uniliver Nepal Limited's profitability and working capital 

management. Descriptive statistics, regression analysis, multicollinearity, Pearson 

correlation, F-test, and SPSS 21.0 versions have all been used in data analysis. Out of 

three (3) samples, one (1) sample size was analyzed using data that covered the years 

2009-2017 for Dabur Nepal Private Limited. Working capital is a measure of the 

dependent variable Return on Assets (ROA) and the independent variables Cash 

conversion period (CCP), Inventor Conversion period (ICP), and Receivable 

conversion period (RCP). The findings showed that the dependent variable (ROA) is 

examined in conjunction with the effects of the four independent factors. The model 

summary indicates that the R-square value is 0.770. It shows that around 77.0 percent 
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of the dependent variable's variation can be explained by the four independent factors. 

Nevertheless, in this analysis, 23.0 percent remains unexplained by these independent 

factors. This suggests that RCP, ICP, and CCP have a substantial impact on 

profitability. It suggests that the association between PDP and profitability is not very 

substantial. 

The impact of working capital management on profitability across 803 Bursa Malaysia-

listed firms was investigated by Mohamed et al. (2018). Panel data analysis was used 

to examine the information gathered by DataStream between 2010 and 2014. It was 

discovered that the profitability of Malaysian public listed firms is determined by the 

number of sales inventory days and the number of account receivable days. 

Furthermore, the profitability of the company is significantly impacted by the debt to 

equity ratio, the current ratio, and the size of the company. 4. In conclusion, many 

businesses need planning and oversight of current assets and obligations in order to 

manage cash effectively. Businesses that would rather maintain liquidity risk missing 

out on lucrative investment opportunities. Prioritizing investments and profitability 

above other considerations may lead to a financial crisis. As a result, businesses must 

plan to make sure they won't overlook profitability and liquidity. The aim of this 

research is to determine whether WCM affects the profitability of the Malaysian 

company as determined by Tobin Q and ROA. The outcome shows that Tobin Q is 

unaffected by any working capital metric. However, lower DSI and DSO are linked to 

greater ROA, and the speed at which businesses pay their suppliers has no impact on 

their profitability. The study's findings indicate that in order for businesses to boost 

their return on assets (ROA), they should operate more efficiently, sell their goods 

quickly, and pursue customer debt faster. However, because of the smaller sample size 

and shorter research time, care must be used when extrapolating the results of this study. 

Le et al. (2018) used information gathered from listed companies on the Ho Chi Minh 

Stock Exchange (HOSE) to study the effect of working capital management on 

financial performance. 69 public companies over the course of three years, from 2014 

to 2016, make up the sample. In addition to working capital management, other 

variables that have been shown to affect firm performance are growth, cash flow, 

liquidity, risk, and leverage. The research measures working capital management using 

the variable Cash Conversion Cycle (CCC). Return on Equity (ROE), Return on Sales 
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(ROS), and Return on Assets (ROA) are the variables used to assess financial success. 

The findings suggest that working capital management has a beneficial effect on the 

sample companies' financial performance. As a result, our research offers managers 

fresh perspective on how to use working capital management to enhance financial 

success. 

Anwar (2018) found that a number of financial variables that may be assessed using 

financial ratios have an impact on the profitability of manufacturing firms in Indonesia. 

This research aims to examine the relationship between profitability and cash turnover, 

average receivables collection duration, and inventory turnover for manufacturing 

businesses listed on the Indonesia Stock Exchange. Manufacturing companies in the 

consumer products category that are listed on the Indonesia Stock Exchange between 

2011 and 2015 make up the research population. Purposive sampling was the technique 

used for the sample, which consisted of 23 enterprises. Multiple regression analysis is 

the analytical technique used. The t test result indicates that there is a substantial 

positive relationship between cash turnover and profitability. On the other hand, the 

typical receivables collection duration has a detrimental and substantial effect on 

profitability. Profitability is not significantly impacted by inventory turnover. 

Concurrently, the F test findings demonstrate that every independent variable has a 

noteworthy impact on profitability. With an adjusted R square value of 0.135, the 

independent variables of cash turnover, average collection time, and inventory turnover 

account for 13.5 percent of profitability. The remaining 86.5 percent may be accounted 

by other factors. Future research should make use of additional variables not included 

in this study because the independent variables in this study only had a 13% impact on 

profitability; consequently, additional variables that could have an impact on 

profitability should be included in addition to those found in this study. To ensure that 

the results accurately reflect the subject of the study, research samples can be expanded 

to include not only manufacturing companies but also other types of businesses with 

longer observation periods. Additionally, macroeconomic factors such as a nation's 

growth rate, inflation rate, government policies, and political and economic conditions 

can be included. 

For companies registered on the Indonesian Stock Exchange, Kusuma and 

Dhiyaullatief (2018) investigated the connection between working capital management 
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and business performance. Numerous working capital metrics have been used in 

previous studies. However, the outcomes of earlier research have been mixed. The goal 

of this research is to determine which working capital proxy best accounts for a 

company's success. Regression panels for five working capital metrics are used in this 

research to model the data for fifty-four firm-year observations from 2010 to 2014 that 

satisfy the sample conditions. Adjusted R-squared is another criterion used in this 

research to determine which association between working capital indicators and 

company performance is the greatest. All working capital management proxies fulfilled 

predicted indications and statistical significance, according to the results. As a result, 

working capital management greatly raises company performance. The most effective 

way to quantify working capital in relation to business performance is via inventory 

turnovers as a proxy. As far as the author is aware, this is the first study to look at the 

connection between five working capital management metrics and business 

performance in Indonesia, or in any other developing market. As such, the study adds 

to the little body of research on working capital management. 

Tesfa and Chawla (2018) investigated the working capital management strategies used 

by Ethiopian manufacturing firms and compared them with earlier research of a similar 

kind. Two-stage stratified random sampling was utilized to choose 144 manufacturing 

enterprises in Ethiopia for the research, which used the survey technique. The data were 

analyzed using survey analysis, and the findings were presented in tables with an 

explanation. The findings demonstrated that Ethiopian manufacturing enterprises have 

both formal and situational working capital policies, which are overseen by finance 

managers who conduct annual working capital reviews. The results also demonstrate 

how much time is spent using different managerial strategies and tactics to manage 

working capital. The outcome demonstrated that the management strategies and tactics 

used by manufacturing companies in the United States, Australia, Canada, Pakistan, 

and Ethiopia exhibit both similarities and variances. Variations in working capital 

management techniques may result from a variety of factors, including differences in 

foreign culture, business size, and time. 

In a study conducted between 2010 and 2014, Mazlan and Choong (2018) looked at the 

moderating effect of working capital management on the link between the major 

working capital variables and company performance across 282 public-listed 
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manufacturing businesses in Malaysia. Working capital need and net liquid balance are 

the two categories into which working capital management components are divided in 

this research. Based on available data, it seems that net liquid balance and working 

capital need both influence the association between important working capital drivers 

and business performance. Furthermore, the findings demonstrate that a modern 

working capital management model is formed using the study framework. By 

measuring net working capital among Malaysia's publicly traded manufacturing 

businesses using the WCR and NLB approaches, this research adds to the body of 

knowledge already available on working capital management. Additionally, it suggests 

using configurational theory, which states that when business features (working capital 

management) are in line with the contingencies (important working capital 

determinants) in order to maximize financial performance, strategic fit is attained. By 

highlighting the function of working capital management as a moderating variable on 

the link between important working capital variables and business performance, this 

study adds to the body of existing knowledge. The firm internal environment, which 

solely includes variables or characteristics unique to the company, was the only set of 

contingencies considered in this research. Future studies should take into account 

external variables like macroeconomic GDP and inflation rate, which are significant 

determinants of how much money businesses allocate to trade credit and inventory 

(Smith, 1987; Walker, 1991). 

The impact of several working capital management factors on the profitability of state-

owned enterprises in the processing industry sector was investigated by Roni et al. 

(2018). Profitability, cash turnover, turnover of accounts receivable, turnover of 

inventory, liquidity, and asset structure are the factors considered in this study. The 

population consists of every Indonesian state-owned company in the processing 

industry. Purposive sampling is the method of sampling that is used. Thirteen firms 

comprise the sample, as chosen by the established criteria. Multiple linear regression is 

the study analysis technique employed, and the data used are secondary data. The 

study's findings show that asset structure and inventory turnover have a major beneficial 

impact on business profitability. However, the processing industry sector's state-owned 

enterprises in Indonesia are not significantly impacted by Cash Turnover, Receivable 

Turnover, or Liquidity in terms of profitability. It is desirable to include non-financial 

and financial factors in future study since they are thought to mediate or lessen the 
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impact of working capital management on profitability. The study's findings indicate 

that the profitability of SOEs in the manufacturing sector is not significantly impacted 

by liquidity, cash turnover, or receivable turnover. Conversely, the profitability of SOEs 

in the industrial sector is significantly positively impacted by asset structure and 

inventory turnover. 

According to Jana (2018), working capital management is essential to a company's 

capacity to succeed since it affects profitability and liquidity. Examining the 

effectiveness and link between FMCG companies' working capital management 

techniques in India is the aim of this research. Secondary data gathered from all fifteen 

listed FMCG companies between 2013 and 2017 was utilized in the research. The 

research demonstrates a strong positive and negative association between working 

capital management and profitability using panel data analysis. As a result, effective 

working capital management for FMCG companies not only positively correlates with 

profitability, but also has a major influence on it. The FMCG industry is essential to the 

Indian economy. That turns out to be one of the most stunning FMCG marketplaces in 

the world for manufacturers and consumers alike. The goal of the current research was 

to better understand short-term financial choices by examining the crucial elements of 

working capital management. The empirical findings demonstrate that there is a 

positive and substantial association between the Net Profit Ratio of globally renowned 

companies and the profitability of the sector's return on equity, return on assets, and 

return on investment. The panel regressions, which validate statistical effects on the 

profitability of the FMCG Company, support this conclusion. The Total Assets 

Turnover Ratio, Dividend Payout Ratio, Cash Conversion Cycle, Firm Size, Gross 

Profit Ratio, Current Ratio, and Working Capital Turnover Ratio are the thirteen 

independent variables that were proposed. These variables are crucial. This illustrates 

that the regression equation presented is a respectable fit. As a result, effective working 

capital management for FMCG companies not only positively correlates with 

profitability, but also has a major influence on it. 

2.4 Research Gap  

The existing literature provides significant insights into other nations; nevertheless, 

given Nepal's distinct economic and corporate environment, regulatory limitations, and 

infrastructure-related issues, further study is necessary. A specialized research 
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specifically designed for Nepal is now investigating the relationship between working 

capital management techniques and profitability as a function of variables including 

trade ties, political stability, and loan accessibility. Additionally, qualitative research is 

illuminating the viewpoints and experiences of Nepalese managers and company 

owners, offering more profound understanding of the local circumstances affecting 

working capital management choices in Nepal. Filling up these gaps is advancing our 

knowledge of the connection between profitability and working capital management in 

Nepal's manufacturing industry. 
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CHAPTER III 

RESEARCH METHODOLOGY 

 

3.1 Research Design 

Both the descriptive and correlational research designs have been discussed in this 

paper. Both descriptive and correlational research designs of analysis were employed 

in this study. While descriptive analysis is used to gather relevant data on variables and 

samples and identify facts, correlational research methodology has been utilized to 

investigate the relationship between working capital management and manufacturing 

company profitability in Nepal. The research has gathered, assessed, confirmed, and 

integrated historical financial data methodically and impartially in order to arrive at 

certain findings in order to meet its goals. Additionally, the research has made an effort 

to investigate specific details on the chosen firms' working capital management. 

Descriptive research has been the kind conducted. Research design based on correlation 

and description is the foundation of this study. Five years' worth of information and 

data collected from Dabur Nepal Private Limited and Uniliver Nepal Limited have been 

examined and evaluated. 

3.2 Population and Sample 

The working capital management and profitability of Nepalese manufacturing 

enterprises listed on the Nepal Stock Exchange Limited are the subjects of this research. 

Only two manufacturing businesses have been chosen from a list of seven 

manufacturing companies. Dabur Nepal Private Limited and Uniliver Nepal Limited 

provide as examples. The Dabur Nepal Private Limited and Uniliver Nepal Limited 

Annual Reports serve as the primary source of information for this research. 2018–19–

2022–2023 is the five-year period. Convenience sampling was used to choose sample 

firms from the population since the sample was chosen based on data that was available 

for the sample companies during a five-year period. 

3.3 Nature and Sources of Data 

The primary source of data for the research is the Annual Reports of the Selected 

Companies for the five-year period from 2018–19 to 2022–2023 that were gathered 

from the Selected Companies' official websites. Additional data and facts were gathered 
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from SEBON papers and websites. As such, the study's data have mostly been 

secondary in character. The publicly available annual reports of the relevant firms are 

considered primary data sources. Similar resources are used, such as relevant books, 

periodicals, journals, articles, reports, bulletins, data from the Nepal Rastra Bank and 

Stock Exchange, the Central Bureau of Statistics, relevant websites on the internet, 

financial reports of relevant businesses, etc., in addition to additional supplementary 

data and different economic surveys. Information from earlier relevant research on the 

topic is also taken into account. 

3.4 Data Collection Procedure 

The primary data source for this research is secondary data. As a result, a master sheet 

of financial data was created after the gathering of financial statements, from which the 

relevant financial data were extracted and tabulated in accordance with the 

requirements of this research. Financial statements and other accessible data were 

examined in order to process the data. To arrive at accurate and truthful conclusions, 

these data are arranged in various tables based on their nature, and analytical and 

statistical methods are used. Using basic financial and statistical techniques, the data 

gathered from a variety of sources and instruments was edited, coded, processed, 

analyzed, and tabulated. Important conclusions about the interpretation and analysis of 

the data were drawn. The following are the main instruments for data analysis and 

presentation that are used. 

3.5 Instruments of Data  

The gathered data was entered into an Excel spreadsheet and analyzed using SPSS 

version 25. The annual reports of selected firms are used to gather data for this study. 

The output produced by MS Excel and SPSS is entered for data analysis. The data will 

be displayed as a table with the appropriate statistical and financial tolls included. 

3.6 Research Framework and Definition of Variables 

The debtor turnover ratio is a crucial metric for evaluating a company's financial health, 

and it is included into the theoretical framework along with other proxies for working 

capital. The Debtor Turnover Ratio, which gauges how well a business handles its 

receivables, offers important insights into the efficiency of credit management 

procedures and the rate at which delinquent accounts are turned into cash. A greater 



32

debtor turnover ratio in the context of working capital is indicative of a more efficient 

receivables process, which improves cash flow and liquidity in general. This ratio offers 

a thorough view of a company's short-term liquidity situation and its capacity to 

effectively manage financial commitments when compared to other working capital 

measurements, such as the working capital ratio (Pham et al., 2020; Mazlan & Choong, 

2018).

Source: Pham et al. (2020) and Mazlan and Choong (2018)

Figure 1: Research Framework

Definitions of Variables 

Working Capital Ratio

A key financial indicator that assesses a company's short-term liquidity and capacity to 

pay short-term debts is the working capital ratio. This ratio, which is determined by 

dividing current assets by current liabilities, offers information on the operational 

effectiveness and financial stability of the business (Alvarez et al., 2021). A greater 

working capital ratio indicates a strong ability to pay short-term obligations, whilst a 

lower ratio might point to possible problems with liquidity.

Working Capital Ratio= Current Liabilities/Current Assets

Debtor Turnover Ratio

One important indicator of how well a business handles its receivables is the Debtor 

Turnover Ratio, sometimes called the Accounts Receivable Turnover Ratio. This ratio 

shows how quickly a business turns credit sale into cash by dividing net credit sales by 

average accounts receivable (Aryawan & Indriani, 2020). A greater debtor turnover 

Profitability ProxiesWorking Capital Proxies

· Working Capital Ratio

· Debtor Turnover Ratio

· Debt Equity Ratio

· Assets Turnover Ratio

· Gross Profit Ratio

· Net Profit Margin

· Return on Assets

· Return on Equity 
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ratio is indicative of effective credit management and a faster conversion rate, both of 

which improve cash flow. 

Debtor Turnover Ratio= Average Accounts Receivable/Net Credit Sales 

Debt Equity Ratio 

By contrasting the total amount of debt, a firm has with the equity held by its 

shareholders, the Debt Equity Ratio sheds light on its capital structure. This ratio, which 

may be computed by dividing total debt by shareholder equity, is a crucial measure of 

risk and financial leverage (Seth et al., 2020). A lower debt-to-equity ratio suggests a 

less leveraged and perhaps more stable financial structure, while a greater ratio can 

imply more financial risk.   

Debt Equity Ratio= Shareholder Equity/Total Debt*100 

Assets Turnover Ratio 

The Assets Turnover Ratio assesses how well a business uses its assets to produce 

income. This ratio calculates the impact of asset utilization on driving sales and 

operational efficiency by dividing net sales by average total assets (Pham et al., 2020). 

Better asset efficiency and efficient resource use are indicated by a higher assets 

turnover ratio. 

Assets Turnover Ratio= Average Total Assets/Net Sales 

Gross Profit Ratio 

By comparing gross profit to total revenue, the gross profit ratio evaluates the 

profitability of a business's key activities. This ratio, which is determined by dividing 

gross profit by total sales, shows how well pricing and manufacturing processes work 

(Pham et al., 2020). Increased gross profit ratios are a sign of improved cost control and 

operational effectiveness. 

Gross Profit Ratio= Total Revenue/Gross Profit*100 

Net Profit Margin 
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One important profitability statistic is the net profit margin, which expresses the 

proportion of net profit as a percentage of total sales. This ratio offers information on 

overall profitability and efficient cost management by dividing net profit by total sales 

and multiplying the result by 100 (Aryawan & Indriani, 2020). Better profitability and 

financial success are indicated by a larger net profit margin. 

Net Profit Margin= Total Revenue/Net Profit*100 

Return on Assets (ROA) 

Return on Assets (ROA) measures how profitable a business can make use of its assets. 

This ratio, which is determined by dividing net income by the average total assets, sheds 

light on how effectively assets are used to generate profits (Mazlan & Choong, 2018). 

A greater ROA is indicative of efficient management in terms of turning assets into 

revenue. 

ROA= Average Total Assets/Net Income*100 

Return on Equity (ROE) 

The return that shareholders get on their equity investment is measured by return on 

equity, or ROE. This ratio, which is determined by dividing net income by average 

shareholder equity, shows how well a business uses equity capital to produce profits 

(Mazlan & Choong, 2018). A greater ROE is usually seen as advantageous as it shows 

effective utilization of shareholder capital. 

ROE= Average Shareholder Equity/Net Income*100 

3.7 Methods of Analysis  

Both descriptive and inferential analysis were used as part of the analytical 

methodology in this research. The data has been analyzed using the mean, minimum, 

maximum, and standard deviation under descriptive. The factors are included in a 

correlation matrix that is displayed in addition to descriptive statistics. Some of the 

independent variables have a high link with one another, as the correlation matrix 

demonstrates. Regression analysis has been used to determine how dependent and 

independent variables are related to one another. 
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Statistical Tools 

Finding the trend in the sample banks' financial situation is made easier with the use of 

descriptive statistical methods. Additionally, it examines the connections between 

variables and supports banks in making wise choices that advance the objectives of the 

firm. In this study, descriptive analytical methods including variance, standard 

deviation, and mean (arithmetic) have been used. 

A) Average/ Mean 

A collection of observations' arithmetic mean is calculated by dividing their total by the 

total number of observations. 

B) Standard Deviation 

The square root of the total squares of the departures from the mean, measured in 

deviations, is the standard deviation. As a result, in order to compute the standard 

deviation, the arithmetic average must first be determined, and then the deviations of 

each item from the average must be squared. After adding up all of the squared 

deviations, divide the total by the total number of elements. The standard deviation of 

the series may be found by taking the square root of the resultant value (Elhance & 

Agarwal, 2000). 

C) Coefficient of Variation (C.V.) 

To compare the variability of two distributions, the coefficient of variation is calculated. 

A distribution with a lower coefficient of variation (C.V.) is considered more 

homogenous, uniform, or less variable than the other, whereas a higher C.V. series is 

considered more heterogeneous or variable than the other. 

 

A) Coefficient of Correlation (r) 

A statistical tool for examining the link between two variables is correlation analysis, 

which includes a number of methodologies and approaches for determining the strength 

of the association between the two variables. Understanding the strength and direction 

of the link between the two variables under investigation is made possible by correlation 

analysis. It does not, however, consider the cause-and-effect connection between the 

variables. 
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Financial Tools 

These financial ratios are crucial instruments for assessing many facets of the financial 

performance and well-being of an organization. The Debtor Turnover Ratio evaluates 

the effectiveness of receivables management, the Working Capital Ratio gives an 

instant evaluation of short-term liquidity, and the Debt Equity Ratio shows how debt 

and equity financing are balanced. While the Gross Profit Ratio shows pricing strategies 

and operational efficiency, the Assets Turnover Ratio assesses how well a business uses 

its assets to create revenue. While return on assets (ROA) evaluates the effectiveness 

of profit production from assets, net profit margin shows total profitability. Last but not 

least, Return on Equity (ROE) illustrates how well equity capital is used by calculating 

the return for shareholders on their equity investment. When combined, these ratios 

provide a complete financial analysis toolset that helps stakeholders make well-

informed choices on the performance and financial status of a firm. 
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CHAPTER IV 

RESULTS AND DISCUSSION 

 

4.1 Status of Working Capital Management  

Table 4.1 offers an analysis of Dabur Nepal Private Limited and Unilever Nepal 

Limited's receivables management, financial leverage, asset efficiency, and liquidity 

for the designated fiscal years. When evaluating the performance and financial health 

of these firms, it might be helpful to look at the trends in these ratios. 

Table 1 

Status of Working Capital 

 2018/19 2019/20 2020/21 2021/22 2022/23 
Mean SD CV 

Working Capital Proxies Times Times Times Times Times 

Dabur Nepal Private Limited         

Current Ratio  1 0.8 0.7 0.6 0.9 0.80 0.16 19.76 

Debt Equity Ratio 0.3 0.7 0.9 0.5 0.1 0.50 0.32 63.25 

Assets Turnover Ratio 1.1 0.8 0.6 0.9 0 0.68 0.42 61.87 

Debtor Turnover Ratio 8.43 7.65 9.45 11.23 16.34 10.62 3.47 32.64 

Unilever Nepal Limited       

Current Ratio  1.4 1.8 0.98 1.23 1.55 1.39 0.31 22.36 

Debt Equity Ratio 0.45 0.88 0.89 0.91 0.11 0.65 0.36 55.09 

Assets Turnover Ratio 1.5 1.45 1.23 1.65 1.11 1.39 0.22 15.59 

Debtor Turnover Ratio  8.43 7.65 9.45 11.23 16.34 10.62 3.47 32.64 

Source: Annual Reports from 2018/19-2022/23 

Dabur Nepal's average current ratio, which shows the ratio of current assets to current 

liabilities, is 0.80. With a mean score of 1.39, Unilever Nepal seems to have a stronger 

liquidity situation. The standard deviations for Dabur Nepal (0.16) and Unilever Nepal 

(0.31) show how each company's current ratios have varied over time. For Dabur Nepal 

(19.76%) and Unilever Nepal (22.36%), the percentage variance with respect to the 

mean is shown by the CVs. When comparing Dabur Nepal's current ratio to Unilever 

Nepal, a lower CV indicates less relative fluctuation. 

For Dabur Nepal, the current ratio—a crucial measure of short-term liquidity—saw a 

decrease from 1 in 2018/19 to 0.6 in 2021/22. This declining trend raises questions 

regarding liquidity because it may be difficult to satisfy current financial commitments. 

Although there has been a little improvement to 0.9 in 2022/23, there may still be a 
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need for the organization to address liquidity difficulties in order to maintain strong 

financial health. 

The average percentage of debt to equity for Dabur Nepal is 0.50, or mean debt equity 

ratio. At 0.65, Unilever Nepal's mean is somewhat greater. The SDs for Dabur Nepal 

(0.32) and Unilever Nepal (0.36) illustrate how each company's debt-to-equity ratio has 

changed over time. For Dabur Nepal (63.25%) and Unilever Nepal (55.09%), the 

percentage variation with respect to the mean is shown by the CVs. A greater CV 

indicates that the debt-to-equity ratio of Dabur Nepal is more variable. 

The debt-to-equity ratio of Dabur Nepal fluctuated throughout time, bottoming out at 

0.1 in 2022–2023. This low percentage suggests less dependence on debt to finance 

projects, which might lower financial risk. The business may be strategically moving 

toward a capital structure that is more focused on equity, as seen by its cautious 

financing strategy in the most recent fiscal year. 

The average effectiveness of asset usage in producing income is shown by the mean 

assets turnover ratios for Dabur Nepal and Unilever Nepal, which are 0.68 and 1.39, 

respectively. The SDs for Dabur Nepal (0.42) and Unilever Nepal (0.22) show how 

each company's asset turnover ratio has varied over time. For Dabur Nepal (61.87%) 

and Unilever Nepal (15.59%), the percentage variation with respect to the mean is 

shown by the CV. Greater CV in Dabur Nepal is indicative of comparatively greater 

asset turnover variability. 

The assets turnover ratio fell substantially from 1.1 in 2018/19 to 0 in 2022/23, which 

is a measure of how well assets are used to generate income. This decrease indicates 

difficulties turning assets into income, which calls for a more thorough analysis of 

operational effectiveness. To improve income creation, Dabur Nepal could need to 

optimize its asset use techniques. 

With a typical debtor turnover ratio of 10.62, Dabur Nepal shows how often receivables 

are collected on a yearly average. The mean for Unilever Nepal is the same. The SDs 

for Dabur Nepal (3.47) and Unilever Nepal (3.47) illustrate how each company's debtor 

turnover ratio has varied over time. For Dabur Nepal (32.64%) and Unilever Nepal 

(32.64%), the percentage variance with respect to the mean is shown by the CVs. 

Comparable relative variability in debtor turnover for both organizations is suggested 
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by the same CV. Dabur Nepal's debtor turnover ratio increased from 8.43 in 2018/19 to 

16.34 in 2022–2023 demonstrating a favorable trend. This increasing tendency suggests 

that receivables are being turned into cash more efficiently, which might enhance cash 

flow. The organization's improved capacity to handle accounts receivable points to 

efficient credit and collection procedures. 

From 1.4 to 1.55, Unilever Nepal continuously had a higher current ratio. This shows 

that there is a stable level of liquidity, with current assets continuously exceeding 

current obligations. The company's excellent current ratio offers a stable financial basis 

by demonstrating a strong capacity to meet short-term commitments. 

The debt-to-equity ratio of Unilever Nepal remained low, indicating a cautious 

approach to financing. A moderate rise in the dependence on debt for financing is 

shown by the tiny increase from 0.11 in 2021/22 to 0.45 in 2022/23. Even if the rise is 

modest, Unilever Nepal may need to watch how much debt company takes on in order 

to keep its capital structure balanced. 

With a range of 1.11 to 1.65, Unilever Nepal continuously showed a strong assets 

turnover ratio. This steady performance indicates that resources are used effectively to 

create income, demonstrating operational effectiveness. The effective conversion of 

assets into revenue is a contributing factor to Unilever Nepal's overall financial success. 

It's interesting to note that Unilever Nepal and Dabur Nepal both had the same debtor 

turnover ratio, suggesting comparable effectiveness in receivables management. Both 

businesses saw an increase in trend, suggesting more effective ways to turn receivables 

into cash. The conformance of Unilever Nepal to industry trends implies the use of 

efficient receivables management strategies, which in turn lead to improved cash flow. 

Unilever Nepal routinely beats Dabur Nepal Private Limited in a comparison 

examination on all important financial measures. Unilever Nepal continuously exhibits 

a higher current ratio, indicating a stronger liquidity position, but Dabur Nepal 

experiences volatility with a little rebound in 2022–2023. Dabur Nepal achieves a 

relatively low debt equity ratio of 0.1 in 2022/23, signifying a decreased dependence 

on debt and probable reduction in financial risk compared to Unilever Nepal, despite 

the fact that both businesses display a prudent attitude to debt.  
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While Dabur Nepal is facing difficulties due to a decreasing assets turnover ratio, which 

has prompted a deeper examination of operational efficiency, Unilever Nepal excels in 

asset utilization and maintains a healthy turnover ratio. Nonetheless, both businesses' 

debtor turnover percentages are trending increasing, suggesting that they are becoming 

more effective at turning receivables into cash. In summary, Unilever Nepal exhibits 

exceptional liquidity and asset efficiency, while Dabur Nepal makes noteworthy 

progress in controlling debt and receivables. 

4.2 Status of Profitability  

In terms of profitability proxies, Dabur Nepal and Unilever Nepal show different 

patterns. Dabur Nepal has robust gross and net profit margins, accompanied by a 

noteworthy resurgence in ROE and ROA in the last several years. Unilever Nepal, in 

contrast, has shown overall great financial performance and efficiency by maintaining 

a constant gross profit ratio, sustained net profit margins, and positive increase in ROE 

and ROA. 

Table 2 

Status of Profitability  

 2018/19 2019/20 2020/21 2021/22 2022/23 
Mean SD CV 

Profitability Proxies Percent Percent Percent Percent Percent 

Dabur Nepal Private Limited         

Gross Profit Margin  27 28 26 32 35 29.60 3.78 12.78 

Net Profit Margin 19 20 14.6 17.9 20 18.30 2.24 12.26 

Return on Equity  16 11 -2 18 30 14.60 11.61 79.52 

Return on Total Assets 7 4 -1 7 15 6.40 5.81 90.84 

Unilever Nepal Limited       

Gross Profit Ratio 27 24 10 18 26 21.00 7.07 33.67 

Net Profit Margin 27 19 6 15 21 17.60 7.80 44.30 

Return on Equity  17 12 6 19 33 17.40 10.06 57.84 

Return on Total Assets 7 6 2 7 16 7.60 5.13 67.48 

Source: Annual Reports from 2018/19-2022/23 

Dabur Nepal maintains an average gross profit margin of 29.60%, which is the portion 

of income left over after deducting the cost of items sold. Unilever Nepal, on the other 

hand, shows a little lower mean of 21.00%. The variance in gross profit margins over 

time for both Dabur Nepal (3.78%) and Unilever Nepal (7.07%) is shown in their 
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respective standard deviations (SDs). The percentage variance in relation to the mean 

is shown by the coefficient of variation (CV) for Dabur Nepal (12.78%) and Unilever 

Nepal (33.67%), where Dabur Nepal has smaller relative variability in gross profit 

margins. 

Regarding Net Profit Margin, Unilever Nepal provides a mean of 17.60%, whilst Dabur 

Nepal displays a mean of 18.30%, signifying the average net profit as a proportion of 

total sales. The SDs for Dabur Nepal (2.24%) and Unilever Nepal (7.80%) show how 

each company's net profit margin has varied over time. The percentage variance relative 

to the mean is shown by the CVs for Dabur Nepal (12.26%) and Unilever Nepal 

(44.30%), with Dabur Nepal showing less relative variability in net profit margins. 

When it comes to Return on Equity (ROE), Unilever Nepal's mean of 17.40% is 

somewhat higher than Dabur Nepal's mean of 14.60%, which represents the average 

return earned for equity investors. The standard deviation for Dabur Nepal (11.61%) 

and Unilever Nepal (10.06%) demonstrates how each company's ROE has fluctuated 

over time. The CVs for Dabur Nepal (79.52%) and Unilever Nepal (57.84%) indicate 

that Dabur Nepal's ROE is comparatively more variable. 

Lastly, Unilever Nepal reveals a mean of 7.60% for Return on Total Assets (ROA), 

whilst Dabur Nepal has a mean of 6.40% for the average return on total assets. The SD 

for Dabur Nepal (5.81%) and Unilever Nepal (5.13%) demonstrates how each 

company's ROA has varied over time. The percentage variance relative to the mean is 

shown by the CVs for Dabur Nepal (90.84%) and Unilever Nepal (67.48%), with Dabur 

Nepal showing comparatively larger variability in ROA than Unilever Nepal.From 27 

percent in 2018/19 to 35 percent in 2022/23, Dabur Nepal's Gross Profit Ratio—which 

shows the proportion of income left over after subtracting the cost of products sold—

saw fluctuations. This encouraging pattern points to a noteworthy increase in cost 

control, pricing strategies, and production efficiency, which will raise the percentage of 

revenue that is converted to gross profit. 

Dabur Nepal's net profit margin, which measures the proportion of revenue turned into 

net profit after all costs are deducted, varied from 19% in 2018–19 to 20% in 2022–

2023. In spite of a decline in 2020–2021, the company's rebound shows how resilient 

it is to sustain overall profitability and efficient cost management, guaranteeing that a 
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sizeable amount of revenue goes into the bottom line. Return on Equity for Dabur Nepal 

fluctuated, plunging to a low of -2 percent in 2020–2021 and then soaring to an amazing 

30 percent in 2022–2023. The 2020–21 negative return on equity (ROE) points to 

possible difficulties in turning a profit from shareholder equity, which may be impacted 

by extraordinary events. The recovery that followed shows a strong turnaround, 

highlighting increased profitability and effective use of equity resources. 

Dabur Nepal's return on total assets varied from -1 percent in 2020–2021 to 15% in 

2022–2023. The 2020–21 negative number suggests possible inefficiencies in the use 

of assets. The upward trend in the years that followed, however, shows increased 

profitability brought about by efficient asset management and points to a deliberate 

emphasis on resource optimization. 

The Gross Profit Ratio for Unilever Nepal varied from 27% in 2018–19 to 26% in 

2022–2023. Even if it has somewhat decreased, the level is constant and shows that 

manufacturing costs are well controlled, guaranteeing that a steady portion of income 

is kept as gross profit. This shows that the business can continue to generate a profit 

even if it has to change to reflect changing market conditions. Unilever Nepal's net 

profit margin varied from 27% in 2018–19 to 21% in 2022–2023. These numbers 

highlight Unilever Nepal's capacity to maintain a sizeable amount of sales as net profit, 

despite a progressive reduction. They also demonstrate good cost management 

techniques and operational efficiency even in the face of changing market 

circumstances. 

The Return on Equity for Unilever Nepal showed an encouraging trend, rising from 

17% in 2018–19 to 33% in 2022–2023. This increasing trend denotes steady 

profitability and effective use of shareholder equity, which benefits investors by 

providing positive returns. The company's capacity to create considerable profits in 

relation to invested equity is shown by its solid return on equity (ROE). Unilever 

Nepal's return on total assets climbed from 2% in 2018–19 to 16% in 2022–2023. This 

upward trend represents enhanced profitability via asset use, demonstrating operational 

efficacy and resource usage. The potential of Unilever Nepal to increase ROA points 

to deliberate actions to maximize asset use and overall operational effectiveness. 
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Both Dabur Nepal Private Limited and Unilever Nepal Limited demonstrate 

proficiency in overseeing key financial metrics when compared profitably. Dabur Nepal 

has remarkable progress in its Net Profit Margin, ROE, and GPR, going from a negative 

percentage in 2020–2021 to a remarkable 30 percent in 2022–2023. Following a decline 

in 2020–2021, the Return on Total Assets likewise exhibits encouraging trends, 

demonstrating initiatives to maximize asset usage. Unilever Nepal, on the other hand, 

starts with a greater net profit margin and continuously shows positive trends in return 

on equity (ROE) and return on total assets, and from there, maintains a steady net profit 

margin and gross profit ratio. Unilever Nepal has consistent and good performance 

across many profitability indicators, indicating great financial health and operational 

efficiency, whereas Dabur Nepal demonstrates resiliency and recovery. 

4.3 Correlation Analysis  

In terms of profitability proxies, Dabur Nepal and Unilever Nepal show different 

patterns. Dabur Nepal has robust gross and net profit margins, accompanied by a 

noteworthy resurgence in ROE and ROA in the last several years. Unilever Nepal, in 

contrast, has shown overall great financial performance and efficiency by maintaining 

a constant gross profit ratio, sustained net profit margins, and positive increase in ROE 

and ROA. 

Table 3 

Relationship between Working Capital and Gross Profit Margin 

 Variables CR DER ATR DTR GPM 

CR 1         

DER -0.031 1       

0.933         

ATR 0.603 0.427 1     

0.065 0.219       

DTR 0.016 -.661* -0.460 1   

0.964 0.037 0.181     

GPM -0.234 -.640* -0.615 0.313 1 

0.515 0.046 0.059 0.378   

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

Table 3 displays correlation coefficients that provide light on possible correlations 

between different financial measures. A correlation coefficient expresses the degree 

and direction of the relationship between two variables, and it runs from -1 to 1.  
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The current ratio and gross profit margin seem to have a weakly negative link, as shown 

by the correlation coefficient of -0.234. This suggests that there is a minor tendency for 

the gross profit margin, a measure of profitability, to fall when the current ratio, a 

measure of short-term liquidity, rises, and vice versa. 

The debt equity ratio and gross profit margin have a somewhat negative link, as shown 

by the correlation value of -0.640*. A propensity toward a smaller gross profit margin 

is linked to a larger debt-to-equity ratio, which indicates a higher level of financial 

leverage, and vice versa.  

A somewhat negative link, shown by a correlation value of -0.615, exists between the 

gross profit margin and the assets turnover ratio, which is a gauge of asset usage 

efficiency. This suggests that there is a correlation between a propensity for a lower 

gross profit margin and faster asset turnover, and vice versa. 

The debt turnover ratio and gross profit margin have a weakly positive link, as seen by 

the correlation value of 0.313. This implies a propensity for a little greater gross profit 

margin to be linked to higher debt turnover, which indicates effective debt management. 

The correlations between important financial ratios are shown in the table.  

The negative correlations that have been established reveal possible trade-offs between 

liquidity, leverage, profitability, and asset efficiency. These subtle insights are essential 

for conducting thorough financial research and making strategic decisions. These 

results suggest that when one component of financial performance improves, there can 

be related trade-offs in other domains, requiring careful balancing in financial 

management. Interestingly, the significant relationship shown between the debt-to-

equity ratio and gross profit margin emphasizes how important it is to keep a careful 

eye on how financial leverage affects overall profitability within the complex 

interactions between these factors. Because of this complex link, financial decision-

makers must take a comprehensive approach, taking into account the many ways that 

financial decisions affect a company's performance as a whole and its ability to 

withstand changing economic conditions. 
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Table 4 

Relationship between Working Capital and Net Profit Margin 

 Variables CR DER ATR DTR NPM 

CR 1         

DER -0.031 1       

0.933         

ATR 0.603 0.427 1     

0.065 0.219       

DTR 0.016 -.661* -0.460 1   

0.964 0.037 0.181     

NPM 0.322 -0.568 -0.014 0.087 1 

0.365 0.087 0.969 0.811   

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

Table 4 presents correlation coefficients between net profit margin and a range of 

financial parameters, offering valuable information about possible connections between 

them. The degree and direction of the relationship between two variables are indicated 

by the correlation coefficients, which range from -1 to 1. 

The current ratio, a gauge of short-term liquidity, and net profit margin, a gauge of 

profitability, have a somewhat positive link (correlation coefficient of 0.322). This 

implies that there is a propensity for the net profit margin to expand along with the 

current ratio, and vice versa. 

The balance between debt and equity financing is represented by the debt equity ratio, 

and the correlation coefficient of -0.568 shows a somewhat negative link with net profit 

margin. This suggests that there is a correlation between a propensity for a lower net 

profit margin and a greater debt-to-equity ratio, and vice versa. This connection is 

statistically significant at the 0.05 level, as shown by the asterisk (*), suggesting a 

strong link. 

The assets turnover ratio, a gauge of how well assets are used, and net profit margin 

seem to have a very weak negative link, as shown by the correlation coefficient of -

0.014. This suggests that the link between asset turnover and net profit margin is either 

nonexistent or not very systematic. 
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With a correlation value of 0.087, there is a weakly positive relationship between net 

profit margin and the debt turnover ratio, which measures how well debt is managed. 

This suggests that there is a little positive correlation between a greater debt turnover 

ratio and a higher net profit margin. 

Finally, the table sheds light on the connections between net profit margin and 

important financial parameters. Higher profitability may be facilitated by retaining 

more short-term liquidity, as seen by the positive association with the current ratio. The 

potential influence of financial leverage on profitability is shown by the negative 

connection seen with the debt-to-equity ratio. The weak relationship between asset 

turnover ratio and net profit margin suggests that asset utilization efficiency may not 

have a significant impact on net profit margin. The necessity of maintaining a balance 

between debt and equity for maximum profitability is shown by the large negative 

association with the debt-to-equity ratio. 

Table 5 

Relationship between Working Capital and Return on Equity  

 Variables CR DER ATR DTR ROE 

CR 1         

DER -0.031 1       

0.933         

ATR 0.603 0.427 1     

0.065 0.219       

DTR 0.016 -.661* -0.460 1   

0.964 0.037 0.181     

ROE 0.321 -.809** -0.127 .781** 1 

0.366 0.005 0.727 0.008   

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

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

Potential correlations between return on equity (ROE) and other financial statistics are 

illuminated by the correlation coefficients between them shown in Table 5. The 
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intensity and direction of relationships are shown by the correlation coefficients, which 

have a range of -1 to 1. 

The current ratio, which is a gauge of short-term liquidity, and return on equity seem to 

have a somewhat positive link, as shown by the correlation coefficient of 0.321. This 

suggests that there is a tendency for ROE to improve in tandem with an increase in the 

current ratio, indicating that better short-term liquidity may have a favorable impact on 

return on equity. 

The debt equity ratio, which shows how much debt is utilized for financing, and return 

on equity (ROE) have a high negative link, as seen by the correlation coefficient of -

0.809**. This suggests that ROE has a strong propensity to decline as the debt-to-equity 

ratio rises, underscoring the possible negative effects of rising debt levels on return on 

equity. The robustness of this link is shown by the double asterisk (**), which indicates 

that it is statistically significant at the 0.01 level. 

The assets turnover ratio, which is a gauge of asset efficiency, and return on equity 

seem to have a weakly negative link, as shown by the correlation coefficient of -0.127. 

This suggests that there may not be a significant correlation between asset efficiency 

and return on equity (ROE) and that there is a little trend for businesses with more asset 

turnover to have lower ROE. 

The debt turnover ratio, which measures how well debt is managed, and ROE have a 

substantial positive link, as seen by the correlation value of 0.781**. This suggests that 

there is a strong propensity for ROE to rise in tandem with an increase in the debt 

turnover ratio, suggesting that effective debt management has a favorable effect on 

return on equity. The robustness of this link is shown by the double asterisk (**), which 

indicates that it is statistically significant at the 0.01 level. 

Finally, the table offers insightful information about the connections between return on 

equity and important financial parameters. The need to have a balanced capital structure 

for the best return on equity is shown by the negative association with the debt-to-equity 

ratio. The favorable associations shown with the debt turnover ratio and current ratio 

underscore the possible impacts of effective debt management and short-term liquidity 
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on return on equity. A complex link between asset efficiency and ROE is suggested by 

the weakly negative association with the asset's turnover ratio. 

Table 6 

Relationship between Working Capital and Return on Assets 

 Variables CR DER ATR DTR ROA 

CR 1         

DER -0.031 1       

0.933         

ATR 0.603 0.427 1     

0.065 0.219       

DTR 0.016 -.661* -0.460 1   

0.964 0.037 0.181     

ROA 0.354 -.837** -0.210 .812** 1 

0.316 0.003 0.560 0.004   

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

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

Table 6 presents correlation coefficients that provide light on possible correlations 

between different financial parameters and return on assets (ROA). The intensity and 

direction of relationships are shown by the correlation coefficients, which have a range 

of -1 to 1. 

The current ratio, which represents short-term liquidity, and return on assets (ROA) 

have a somewhat favorable link, as shown by the correlation coefficient of 0.354. This 

suggests that there is a tendency for ROA to rise along with an increase in the current 

ratio, suggesting that increased short-term liquidity may have a beneficial effect on the 

return on assets. 

The debt equity ratio, which shows how much debt is utilized for financing, and return 

on assets (ROA) have a high negative link, as seen by the correlation coefficient of -

0.837**. This suggests that there is a strong tendency for ROA to decline as the debt 

equity ratio rises, highlighting the detrimental effects of increased debt levels on return 

on assets. This correlation's robustness is highlighted by the double asterisk (**), which 

indicates that it is statistically significant at the 0.01 level. 
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The assets turnover ratio, which gauges asset efficiency, and return on assets (ROA) 

seem to have a weakly negative link, according to the correlation coefficient of -0.210. 

This suggests that there may be a little correlation between increased asset turnover and 

worse return on assets for businesses, suggesting that asset efficiency may not have a 

significant impact on ROA. 

The debt turnover ratio, which measures how well debt is managed, and ROA have a 

substantial positive link, as seen by the correlation value of 0.812**. This suggests that 

there is a considerable tendency for ROA to improve along with an increase in the debt 

turnover ratio, indicating that effective debt management has a beneficial influence on 

return on assets. This correlation's robustness is highlighted by the double asterisk (**), 

which indicates that it is statistically significant at the 0.01 level. 

In conclusion, the table sheds light on the connections between return on assets and 

important financial statistics. The current ratio's positive connection points to a possible 

benefit of short-term liquidity on return on assets (ROA). The need of maintaining a 

balanced capital structure for the best return on assets is shown by the significant 

negative association with the debt-to-equity ratio.  

4.4 Regression analysis  

The potential benefits of effective debt management for return on assets are shown by 

the positive association with the debt turnover ratio. A complex link between asset 

efficiency and ROA is suggested by the weakly negative correlation with the asset's 

turnover ratio. 

Table 7 

Regression Analysis 

Dependent Variable GPM NPM ROE ROA 

Model Summary     

R 0.788 0.754 0.940 0.964 

R Square 0.622 0.568 0.884 0.930 

Adjusted R Square 0.319 0.223 0.791 0.873 

Std. Error of the Estimate 5.78379 4.77966 4.73544 1.85265 
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Dependent Variable GPM NPM ROE ROA 

F 2.054 1.645 9.497 16.522 

Sig. 0.225 0.297 0.015 0.004 

Coefficients     

Constant     

B 48.297 31.525 -1.152 -1.216 

Std. Error 13.554 11.201 11.097 4.342 

t 3.563 2.815 -0.104 -0.280 

Sig. 0.016 0.037 0.921 0.791 

CD     

B 1.777 5.319 3.128 3.865 

Std. Error 6.989 5.776 5.722 2.239 

Beta 0.099 0.382 0.118 0.289 

t 0.254 0.921 0.547 1.727 

Sig. 0.809 0.399 0.608 0.145 

DER     

B -13.716 -14.334 -18.341 -8.557 

Std. Error 8.177 6.757 6.695 2.619 

Beta -0.641 -0.865 -0.580 -0.538 

t -1.677 -2.121 -2.740 -3.267 

Sig. 0.154 0.087 0.041 0.022 

ATR     

B -8.231 -1.430 6.215 0.712 

Std. Error 6.377 5.270 5.221 2.043 

Beta -0.574 -0.129 0.293 0.067 

t -1.291 -0.271 1.190 0.349 

Sig. 0.253 0.797 0.287 0.741 

DTR     

B -0.806 -0.913 1.678 0.768 

Std. Error 0.841 0.695 0.688 0.269 

Beta -0.376 -0.551 0.530 0.482 

t -0.959 -1.315 2.439 2.851 

Sig. 0.382 0.246 0.059 0.036 

The coefficients analysis table provides a comprehensive summary of the regression 

models predicting Gross Profit Margin (GPM), Net Profit Margin (NPM), Return on 

Equity (ROE), and Return on Assets (ROA) based on the independent variables: CD, 

DER, ATR, and DTR. For GPM, the model shows an R Square of 0.622, indicating 

62.2% of the variance is explained by the predictors, with DER having a negative 

significant impact (B = -13.716, Sig. = 0.154). The NPM model has an R Square of 
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0.568, where DER also shows a negative impact (B = -14.334, Sig. = 0.087). The ROE 

model, with an R Square of 0.884, reveals DER as a significant negative predictor (B = 

-18.341, Sig. = 0.041), while DTR has a positive effect (B = 1.678, Sig. = 0.059). 

Finally, the ROA model exhibits the highest explanatory power with an R Square of 

0.930, where DER negatively influences ROA (B = -8.557, Sig. = 0.022) and DTR 

positively affects ROA (B = 0.768, Sig. = 0.036). These results highlight the significant 

roles of DER and DTR across different profitability metrics. 

4.5 Major Findings 

i. The results of the descriptive and correlation studies show that increased short-

term liquidity, as measured by the current ratio, consistently has a favorable 

impact on return on equity (ROE) and return on assets (ROA). This shows that 

in Nepalese manufacturing, maintaining strong liquidity levels may help to 

increase asset efficiency and boost returns for equity investors. 

ii. The detrimental effect of increased debt levels on profitability is shown by the 

substantial negative connection found between the debt equity ratio and both 

ROA and ROE. Sustaining a healthy capital structure and exercising prudent 

debt management become essential components of financial performance 

optimization. 

iii. greater asset usage efficiency may not always translate into greater returns on 

assets, as seen by the weakly negative connection found between the ROA and 

assets turnover ratio. This suggests that total profitability is influenced by more 

than just asset turnover. 

 

iv. The importance of effective debt management is shown by the substantial 

positive association found between the debt turnover ratio and ROA as well as 

ROE. The benefits of good debt management are shown by the greater returns 

on equity and assets that companies with streamlined debt-related procedures 

often see. 
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v. Consistent results from the descriptive and correlation studies highlight the 

significance of asset efficiency, debt management, and liquidity in shaping the 

financial success of Nepalese manufacturing companies. 

vi. The findings highlight how important it is for Nepalese manufacturing 

enterprises to implement responsible lending policies since debt equity ratios 

have a significant effect on ROA and ROE. Maintaining long-term financial 

health requires finding the right mix between debt and equity funding. 

vii. The results demonstrate how different financial measures are related to one 

another and affect profitability. To maximize profits, holistic financial 

management techniques that take asset efficiency, leverage, and liquidity into 

account all at once are crucial. 

viii. In Nepal's industrial scene, companies that possess proficient liquidity 

management, effective debt procedures, and a thorough comprehension of the 

intricate linkages among financial measures are more likely to attain maximum 

profitability. 

ix. Keeping a balanced capital structure becomes important as a risk management 

tactic since larger debt-to-equity ratios are linked to worse ROE and ROA. In 

order to reduce financial risks, companies must carefully manage their capital 

mix. 

4.6 Discussion 

Analyzing working capital and profitability positions in Nepalese manufacturing firms 

is the study's main goal. Correlation research reveals meaningful relationships between 

return on assets (ROA) for the variables under investigation and important financial 

statistics. First, a somewhat positive correlation implies that an increase in the return 

earned on assets may be correlated with better short-term liquidity, as measured by the 

current ratio (CR). This suggests that businesses who are good at handling liquidity 

may see an improvement in total asset efficiency and profitability. These results are 

consistent with earlier studies conducted by Corpuz (2021), Ilham et al. (2022), Tjandra 

et al. (2022), Maharjan (2023), and Almomani (2021). 
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Second, a significant negative correlation highlights the negative effect on return on 

assets (ROA) of a larger percentage of debt in the capital structure, as shown by the 

debt equity ratio (DER). ROA has a significant propensity to decline as the debt equity 

ratio rises, underscoring the possible hazards connected to high debt financing levels. 

The results of Almomani (2021), Maharjan (2023), Tjandra et al. (2022), Datta et al. 

(2022), and Wulandari and Muharam (2021) are in agreement with these findings. 

Thirdly, there is a little negative correlation found between the ROA and the assets 

turnover ratio (ATR), indicating a more complex connection where a greater return on 

assets may not always be substantially correlated with increased asset usage efficiency. 

This suggests that while effective asset turnover is crucial, total return on assets might 

also be influenced by other variables. Studies by Almomani (2021), Maharjan (2023), 

Tjandra et al. (2022), Alvarez et al. (2021), and Pham et al. (2020) have all made similar 

findings. 

Finally, a high positive correlation shows a significant relationship between a greater 

return on assets and effective debt management as shown by the debt turnover ratio 

(DTR). Businesses that manage their debt well have a strong propensity for ROA to 

rise, which emphasizes the benefits of efficient debt management for total asset 

efficiency and profitability. The works of Almomani (2021), Maharjan (2023), Tjandra 

et al. (2022), Alvarez et al. (2021), Thagunna (2021), and Pham et al. (2020) all 

corroborate these results. 

These correlation results provide important new information on the intricate 

relationships that exist between asset efficiency, liquidity, leverage, and corporate 

success. While the current ratio and return on assets (ROA) show a positive correlation, 

the debt equity ratio and assets turnover ratio show negative correlations, which 

highlight the significance of prudent debt management and a comprehensive approach 

to asset utilization in achieving the best possible return on assets. 
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CHAPTER V 

SUMMARY AND CONCLUSION 

 

5.1 Summary 

The working capital management and profitability analysis of Nepalese manufacturing 

firms are the subjects of this research. Convenience sampling procedures were used in 

the research, which used two sample manufacturing companies—Unalive Nepal 

Limited and Dabur Nepal Limited—based on the availability of annual reports and data 

for five fiscal years, from 2018/19 to 2022/23. 

Descriptive and correlational study designs have been used in accordance with research 

methodology. The basic statistical techniques include correlation analysis, mean, and 

standard deviation. In contrast to the profitability proxies, which are the gross profit 

ratio, net profit margin, return on assets, and return on equity, the working capital 

proxies are the working capital ratio, debtor turnover ratio, debt equity ratio, and assets 

turnover ratio.  

The thorough examination of Nepalese manufacturing factors produces a number of 

important conclusions. First off, increased short-term liquidity has a beneficial impact 

on equity (ROE) and returns on assets (ROA), highlighting the significance of liquidity 

management. On the other hand, high debt-to-equity ratios have a negative effect on 

ROE and ROA, highlighting the need of responsible debt management. Furthermore, 

there is a complex link between ROA and asset turnover, indicating that profitability is 

influenced by a variety of variables in addition to asset efficiency. Effective debt 

management is always seen as a critical component, as shown by the robust positive 

association with ROA and ROE. These results highlight the interdependence of 

financial parameters and support a comprehensive financial management strategy for 

the highest possible profitability in the Nepalese manufacturing industry.  

In conclusion, by emphasizing liquidity, maintaining a balanced capital structure, and 

using effective debt management techniques, Nepalese manufacturing companies may 

improve their financial performance. The research underlines the importance of having 

a sophisticated grasp of financial measures and the overall influence that these ratios 

have on profitability. 
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5.2 Conclusion  

A noteworthy tendency can be seen in the current ratio's somewhat positive association 

with return on equity (ROE) and return on assets (ROA). This implies that businesses 

with larger levels of short-term liquidity might see improvements in asset efficiency 

and better returns for shareholders. The debt-to-equity ratio, on the other hand, shows 

a significant negative link with ROE and ROA, highlighting the possible hazards 

connected to greater levels of debt in the capital structure. In this situation, prudent debt 

management and a balanced capital structure become essential for maximizing 

profitability. 

The significance of liquidity in attaining optimum returns is shown by the positive 

association seen between the current ratio and ROA/ROE. Concurrently, the negative 

relationship between the debt equity ratio and ROE and ROA highlights how important 

it is to manage debt levels carefully in order to minimize negative effects on equity 

returns and asset efficiency. The asset efficiency ratio and return on assets (ROA) have 

a limited association, indicating that although asset efficiency is important, total 

profitability is influenced by other variables. Last but not least, the debt turnover ratio's 

significant positive link with ROE and ROA emphasizes how important effective debt 

management is to achieving greater returns on equity and assets. To sum up, these 

studies provide manufacturing companies in Nepal useful information on how to 

strategically balance their financial ratios in order to increase profitability. 

5.3 Implications 

Practical Implications 

The results provide manufacturing companies in Nepal with useful information to 

improve their financial strategy. Healthy liquidity levels should be a top priority for 

businesses since they have a beneficial impact on equity (ROE) and returns on assets 

(ROA). As shown by a reduced debt turnover ratio, prudent debt management becomes 

apparent as a vital strategy for maximizing profitability. To reduce financial risks, 

businesses should take these insights into account when developing their financial 

policies, making sure their capital structure is balanced, and putting effective debt 

management procedures in place. 
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Theoretical Implications 

The research adds to the body of knowledge in finance by presenting complex 

viewpoints and corroborating established notions. The conventional wisdom that more 

asset efficiency always translates into better profitability is called into question by the 

found poor association between asset turnover and ROA. This implies the existence of 

other relevant elements that call for further investigation. In the context of Nepalese 

manufacturing, the consistent results across research support and corroborate 

established ideas about liquidity, debt management, and their effects on financial 

performance. 

Future Scope 

Subsequent investigations may examine the precise processes by which debt 

management and liquidity affect the profitability of Nepalese manufacturing. A more 

thorough insight may also be obtained by looking at how industry-specific variables 

and general economic circumstances affect financial ratios. Studies using a longitudinal 

design are able to monitor how financial dynamics change over time and provide 

valuable information about how flexible and sustainable financial practices are. We 

might get a deeper knowledge of the contextual elements impacting financial 

performance in the Nepalese manufacturing sector by conducting comparison analysis 

across industries or regions. 
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APPENDIX 

Panel Data Analysis 

Year Entities CR DER ATR DTR GPM NPM ROE ROA 

2018/19 

Dabur Nepal 

1.00 0.30 1.10 8.43 27.00 19.00 16.00 7.00 

2019/20 0.80 0.70 0.80 7.65 28.00 20.00 11.00 4.00 

2020/21 0.70 0.90 0.60 9.45 26.00 14.60 -2.00 -1.00 

2021/22 0.60 0.50 0.90 11.23 32.00 17.90 18.00 7.00 

2022/23 0.90 0.10 0.00 16.34 35.00 20.00 30.00 15.00 

2018/19 

Unilever Nepal 

1.40 0.45 1.50 8.43 27.00 27.00 17.00 7.00 

2019/20 1.80 0.88 1.45 7.65 24.00 19.00 12.00 6.00 

2020/21 0.98 0.89 1.23 9.45 10.00 6.00 6.00 2.00 

2021/22 1.23 0.91 1.65 11.23 18.00 15.00 19.00 7.00 

2022/23 1.55 0.11 1.11 16.34 26.00 21.00 33.00 16.00 
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