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ABSTRACT 

 

This paper examines the correlation between accounts receivable and corporations’ 

financial performance. In total, 23570 observations are selected, which include 922 listed 

companies in China from five industries. The data covers a period of seven years from 

2010 to 2016. The regression analysis result indicates a significant relationship between 

accounts collection period, which is a proxy of accounts receivable and corporations’ 

financial performance, which is measured by gross operating income. Four control 

variables cash conversion cycle, current ratio, fixed financial ratio and corporation size are 

also considered. In conclusion, corporations may choose a suitable policy to manage 

accounts receivable and keep the collection period at an optimal level. 
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I. INTRODUCTION 

Accounts receivable is an important component of working capital and profitability. 

Several studies have been done to test the impact of working capital management on 

profitability and the conclusion is that there is a significant relationship between them. Working 

capital includes accounts receivable, inventory, accounts payable, etc. Accounts receivable and 

inventory belong to current asset, which makes a great contribution to profit since it can be 

converted to cash in a shorter time than fixed asset. Decision making and strategy chosen is 

beneficial for a corporation’s development in the long term under this competitive business 

situation. Innovation and arrangement are also essential. Corporations with suitable working 

capital management policies seem to go further than others (Dash & Ravipati, 2009). Whereas, 

there are few papers simply concentrating on accounts receivable or even use regression to 

analyze. 

In daily life, Chinese tend to prefer to pay on cash rather than receive an invoice and pay 

the bill later. However, credit sales might happen more frequently during businesses among 

listed corporations, they take up to 20% in relatively large companies (Jackling et al, 2004). 

China has been a member of WTO since 2001, the ways people manage their companies vary 

so that the researcher wants to know how well corporations manage their accounts receivable 

after ten years’ adoption to the world standard. There are differences in current assets 

management between non-profit and for-profit organizations, especially when it comes to 

operational cash balance (Michalski, 2012). In contrast, all kinds of organizations empathize 

with accounts receivable management. They have to research on new credit customers and 

rigorously examine their operating management performance to decide how many credit scores 
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they can earn. Simultaneously, changes can happen to old customers at any time so that credit 

scores also need frequent changes under careful investigation. 

A large number of previous studies state that corporations ought to identify the credit grade 

of each client in order to reduce the occurrence of bad debt expense and shorten average 

collection term (Leith & Lamminmaki, 2011). There are also exceptions, Michalski (2008) uses 

portfolio theory to select customers who have operating problems but are still trustworthy to 

be given credit sales. However, corporations need to be extremely careful when selling to those 

customers in credit. The final purpose of Michalski’s theory is to examine the customers to 

reduce bad debt risk. Miscellaneous accounts receivable management policies affect 

corporations’ financial performance. Yao & Deng (2018) suggest that high “vega” usually has 

a negative relationship with accounts receivable. The word “vega”, according to them, means 

“managerial risk-taking incentives”. Their research concludes that higher “vega” managers 

seem to invest more money on more risky investments by lessening accounts receivable to gain 

more profit. Whereas, managers should not apply incentive risk management for it is not 

beneficial for the market value of accounts receivable. 

Results of regression using the model prove the hypothesis that account collection period 

has a significant relationship with gross operating income, which can further improve that an 

efficient accounts receivable policy is beneficial to the corporations’ financial performance. 

Control variables also show a significant relationship with gross operating income, include the 

year and industry factors. 

Former researchers have proved the importance of working capital management and how 

much it affects the gross income using different models and various of independent and 
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dependent variables. There are even studies that link working capital to long-term assets and 

liabilities. It has been approved that optimal working capital management policy is beneficial 

for liquidation, operating management and corporations’ financial performance. The balance 

between risk-taking and profitability is worthy for a discussion. Credit sales contain a certain 

amount of risk, while it also contributes a lot to gross operating income. Filbeck and Krueger 

(2005) illustrate that an optimal balance among accounts receivable, inventory, accounts 

payable and other working capital elements is the key to maintain the balance between risk and 

income. To achieve this goal, regular checks and adjustments should be done. 

In spite of other elements, it is a doubt whether accounts receivable also have a strong link 

to the profitability or not because it is an unavoidable component of working capital. This 

research focuses mainly on accounts receivable management and gross operating income, but 

accounts receivable has a close correlation with current assets as well, so that inventories and 

accounts payable will also be mentioned and tested. 

 

II. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

The academic articles present how a corporation manage their accounts receivable and 

how it acts on a corporation’s financial behavior. They state that suitable accounts receivable 

management method is vital to keep a healthy financial environment in a corporation. In 

addition, they illustrate integral elements to measure the eligibility of different methods and 

their influence on corporations’ financial performance. The literature review shows theoretical 

frameworks on customer credit, accounts receivable management and financial performance. 

At the same time, it illustrates the theoretical frameworks on the relationship between accounts 
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receivable management and financial performance as well. The following literature review will 

make efforts to set up a background of this research. 

Before the occurrence of accounts receivable, corporations may examine the 

trustworthiness, that is, credit of the customer corporation. Plenty of indicators are used to 

measure credit value. According to Psillaki et al. (2010), managerial efficiencies, profitability, 

liquid assets, etc. are important ex-ante indicators of the firm’s financial risk, hence, they are 

also indicators of the firm’s credit score. Mian et al (1992), on the other hand, say that “It is 

important to recognize the five functions which must be performed in the credit-administration 

process: credit-risk assessment, credit granting, accounts receivable financing, credit collection, 

and credit-risk bearing.” 

After the credit sale, corporations record accounts receivable. Managers may pay attention 

to the aging of accounts receivable. As the bills getting older, they become much harder to 

collect (Beaulieu-Volk, 2015). It reminds corporations to check accounts receivable journals 

frequently and concentrate on bills that have been issued for a long time. 

Since many journals and financial statements are affected by accounts receivable, the 

management policy can be complex (Michalski, 2012). Corporations search for the most 

suitable policy to manage accounts receivable. Mian et al (1992) reveal six methods, “establish 

a captive finance subsidiary, issue accounts receivable secured debt, factor, employ a credit-

reporting firm, retain a credit-collection agency, purchase a credit-insurance policy.” It relates 

both to how corporations manage accounts receivable when they are collectible and how they 

deal with accounts receivable when they become uncollectable. This paper also applies five 

standards to examine the quality of those policies, which is useful to this research. 
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 Newton (1993) and Michalski (2008) emphasize the using of corporation value and 

economic benefits to examine the accounts receivable management policies. The academic 

articles use complex models, ratio analyses and formulas to compare them. 

 Dunn and Cheatham (1993) point out the importance of working capital management on 

Small Medium-sized Enterprises (SMEs). Although this research focuses on accounts 

receivable management, working capital is closely related to it. SMEs own long-term assets 

and long-term liabilities, but current assets help them to access cash that can be used in 

operation. Some small companies even have problems financing money from banks or issuing 

bonds. In other words, working capital management is especially essential to small businesses. 

 Padachi (2006) states that there are two aspects of corporation management, external and 

internal. External factors include government policies, taxation, economic atmosphere, 

financing and other environmental factors. Internal factors are about management within the 

company, include accounts receivable management and other current assets. 

 Not only SMEs emphasize accounts receivable management, but large corporations should 

pay more attention to it. A suitable management method of those current assets ensures high 

profitability and lowers the investment risk. In a broader view, it also guarantees shareholders’ 

equity companies’ development in the long-run and corporation value (Nazir & Afza, 2009). 

 Working capital management is important because it monitors the business activities with 

stakeholders like suppliers, customers and retailers. Knowing the condition of current assets 

also means knowing the recent relationship or changes among those stakeholders. Corporations 

update their records about corporators with the latest accurate information to come up with the 

right credit score of customers and pay the bills of suppliers (Hall, 2002). 
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 There are drivers of current assets, and there are proper percentages of current assets 

divided by total assets and current liability divided by total liability. Some aggressive managers 

tend to decrease the first percentage and increase the second percentage. Nazir and Afza (2009) 

believe that both large and small amounts of current assets might result in lower operation 

efficiency, therefore, cause the bad behavior of profitability. 

 Researchers can choose various standards to measure the financial performance of a 

corporation. Jung et al. (2018) choose annual operating profit and annual cash flows from 

operating activities as variables. However, since the two variables do not have the same finance 

scales, the authors justify the data using the aging of accounts receivable. As a result, the 

researchers calculate average operating profit and average cash flows for accuracy. 

 From reading previous research articles, the researcher knows that there is a relationship 

between accounts receivable management policy and corporations’ financial performance. At 

Jung et al (2018)’s study, by examining the R and p values of operating profit and cash flow 

from operating activities under different sizes of unbilled accounts receivable (UAR), they 

conclude that the changes in URA cause no direct effect on annual operating profit. However, 

the losses that URA causes may make a difference in the volatility of operating profit. 

 A vast number of academic researches study on the correlation between accounts 

receivable and financial performance. Most of them indicate a strong relationship and the 

researcher agrees with them. 

 

Hypothesis 

In this research, suitable accounts receivable management is hypothesized to have a 
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positive influence on corporations’ financial performance. In other words, the researcher 

hypothesizes that a shorter account collection period will lead to a higher profit. 

 

III. RESEARCH METHODOLOGY 

The purpose of this research is to figure out the relationship between accounts receivable 

management and its effects on corporations’ financial performance. The researcher will 

interpret variables that have been used to measure accounts receivable management and 

financial performance. In this quantitative study, a correlational method is used to test the 

relationship while the cross-section study design is applied to analyze the data. 

 The general form of the model is: 

 GOI it = β0 + β1 (ACP it) + β2 (CR it) + β3 (CCC it) + β4 (FFAR it) + β5 (SIZE it) 

Where: 

 GOI it : Gross Operating Income of corporation i at time t; i = 1, 2, …, 100 corporations. 

 β0 : The intercept of equation 

 βi : Coefficients of X it variables 

 t : Time = 1, 2, ……,6 years 

 According to a previous study (Deloof, 2003), corporations’ financial performance is 

measured by gross operating income, which is calculated by dividing sales minus cost of goods 

sold by total assets minus financial assets. There are other variables such as earnings before 

interest and income, however, this research focuses on activities related to operation instead of 

financial activities. As a result, gross operating income is a suitable dependent variable. 

 Gross Operating Income (GOI) = 
Sales − Cost of Goods Sold

Total assets − Financial Assests
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 The average collection period substitutes for pure accounts receivable amount as the 

independent variable. Sometimes corporations collect receivables to make the accounts 

receivable amounts decrease, but the collecting period is long and it will affect the financial 

performance. The average collection period is defined as accounts receivable multiplies 365 

and divides sales. 

 Average Collection Period (ACP) = 
Accounts Receivable ∗ 365

Sales
 

Accounts receivable is an essential element of working capital, therefore, other assets and 

accounts payable also ought to be considered. Current ratio provides concise conclusions of 

corporations’ financial liquidity and is calculated by dividing current assets by current 

liabilities (Raheman, & Nasr, 2007). There are other standards to measure liquidity, for instance, 

Gill & Mathur (2010) prefer cash conversion cycle and define it as average collection period 

plus day’s sales in inventory minus number of days accounts payable. This variable is also 

frequently used by other researchers as a measurement of working capital management. In this 

study, the researcher uses both variables. 

Cash Conversion Cycle (CCC) = Average collection period + day’s sales in inventory - 

number of days accounts payable 

Current Ratio (CR) = 
Current Assets

Current Liabilities
 

Except for the variables above, control variables are needed simultaneously. Fixed 

financial asset ratio is used as a proxy of a corporation's ability to gain net sales from fixed-

asset investments. For some types of corporations, they have a large amount of fixed financial 

assets and they will influence the financial performance (Raheman, & Nasr, 2007). 

Fixed Financial Asset Ratio (FFAR) = 
Fixed Financial Assets

Total assets
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To conclude opposite results, the researcher also has to consider the size of corporations 

since corporations of a different size may choose various accounts receivable management 

policies and this may affect the financial performance. The researcher makes sure it will not 

alter the relationship between accounts receivable and financial performance by include size as 

the control variable. There are miscellaneous ways to measure the size. According to Deloof 

(2003) and Padachi (2006), the size of a firm can be measured by the natural logarithm of sales. 

Firm Size (SIZE) = Natural Logarithm of Sales 

 Apart from all the variables, the researcher adds fiscal year and industry as control 

measurements. There are in total five industries, finance, public utility, properties, 

conglomerates, industrials and commerce. The reason that industry is considered is that the 

account collection period can be influenced heavily by industries. For example, public utilities 

tend to receive their payments slowly since they construct public facilities which require a long 

period to become beneficial. 

 

IV. EMPIRICAL RESULTS 

The data collected are from listed companies in China and downloaded from CSMAR, a 

research data service platform. By doing this, the researcher makes sure that data are from a 

formal platform and there should be fewer mistakes. Not listed companies have the possibility 

to provide accurate financial statements, also, it might be difficult to identify the business 

activities through their provided information. What’s more, they sometimes provide fake 

financial statements to avoid taxes or for other purposes. In contrast, listed companies are 

required to show the true financial statement, as a result, the researchers are able to analyze the 
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relationship. Previous studies focus on companies from other countries except for China, 

however, the researcher aims to figure out the status quo of China because she lives here and 

will work here. 

According to prevenient works, researchers use data within three years, five years or more. 

However, the data from CSMAR is limited so that data before 2010 is not complete and will 

influence the empirical result. The researcher tested the model using a shorten period, but the 

result is not accurate enough and the coefficient value of variables is too small. Therefore, the 

researcher uses data from the year 2010 to present from 922 listed companies. What’s more, 

the researcher chooses to use data not only from the end of fiscal year but also from midterms. 

The following tables illustrate the analysis of variables. Table 1 shows the basic summary 

of six variables. Due to data omission, the total observation number is 23,570. Since the 

corporations only provide the book value, it is used to calculate all the variables. The maximum 

value of gross operating income reaches 1.698 while the minimum is down to minus 0.753. 

The mean value is 0.118, which is inconstant with previous studies. As for account collection 

period, the maximum value is approximate 300 and the minimum value is minus, which is 

abnormal. Mean value of it is 89.5, which means that corporations need almost three months 

to collect their accounts payable. Standard deviation of cash conversion cycle is the largest, so 

different companies may have very different data. The mean value is 124.9, a few days larger 

than that of account collection period since it includes number of days inventory and accounts 

payable. Current ratio’s average value is pretty high and comes to 2.6. The standard deviation 

of fixed financial asset ratio is the smallest, it shows that corporations have similar data, and 

the average is 0.014. Firms’ size is calculated by the nature logarithm of sales amount with a 
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mean value of 21.  

 

Table 1: Descriptive Statistics of All Variables 

Variable  Obs  Mean  Std.Dev.  Min  Max 

 goi 23570 .118 .097 -.753 1.698 

 acp 23570 89.485 74.324 -.65 299.998 

 ccc 23570 124.877 140.077 -499.782 499.887 

 cr 23570 2.572 6.78 -20.58 678.797 

 ffar 23570 .014 .041 0 .789 

 size 23570 21.017 1.421 12.284 25.792 

 

 

Note: goi = gross operating income, acp = account collection period, ccc = cash conversion 

cycle, cr = current ratio, ffar = fixed financial asset ratio, size = corporation size (nature 

logarithm of sales) 

 As mentioned before, credit sales play an important role in corporation financial 

performance. Table 2 summarizes the data from 45343 observations from China listed 

companies. The observation number is not the same as the number above because the 

researcher summarizes credit sale percentage separately from the regression analysis and does 

not drop data. The standard deviation is quite small with a number of 0.208, it means that the 

data does not vary much among corporations. Researchers can tell from the table that there are 

companies whose credit sales take up to 82.2% of total sales, while there are also other 

companies that have a negative value. The average amount is 0.24, not as high as predicted 

before. 

 

Table 2: Descriptive Statistics of Credit Sales 

 Variable  Obs  Mean  Std.Dev.  Min  Max 

 cs 45343 .24 .208 -.439 .822 

 

Note: cs = credit sales 
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Table 3 states the correlation among six variables. The researcher concentrates on the 

relationship between account receivables management and corporations’ financial performance 

and the researcher hypothesizes that efficient management policy will lead to better financial 

performance, in other words, a higher gross operating income. There is a negative relationship 

between account collection period and gross operating income, and this result supports the 

hypothesis. Cash conversion cycle is also negatively related to the dependent variable, though 

this is a conflict with the regression analysis, and this needs further discussion. Other variables 

are all constant with the regression result. 

 

Table 3: Matrix of correlations  

  

Variables 

  (1) goi   (2) acp   (3) ccc   (4) cr   (5) ffar   (6) size 

 (1) goi 1.000 

 (2) acp -0.193 1.000 

 (3) ccc -0.071 0.497 1.000 

 (4) cr 0.041 0.017 0.080 1.000 

 (5) ffar -0.083 -0.023 -0.041 -0.028 1.000 

 (6) size 0.189 -0.266 -0.194 -0.141 0.174 1.000 

 

Note: goi = gross operating income, acp = account collection period, ccc = cash conversion 

cycle, cr = current ratio, ffar = fixed financial asset ratio, size = corporation size (nature 

logarithm of sales) 

The literature and data analysis have already been done to examine the relationship 

between accounts receivable management and corporations’ financial performance. Software 

STATA is used to run the regression analysis. As table 4 shows, the regression equation is: 

 

GOI it = – 0.0002072ACP it + 0.0000313CCC it + 0.0008547CR it – 0. 2608641FFAR it + 

0. 0128666SIZE it – 0.152 
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Five industries are included, which are finance, public utility, properties, conglomerates, 

industrials and commerce. The researcher should pay attention that some of the industries are 

special and may cause a huge difference in accounts collection period. As mentioned before, 

there is a significant negative relationship between average collection period and corporations’ 

financial performance with a coefficient of -0.000***. In contrast, the proxy of liquidity, 

current ratio has a significant positive correlation with gross operating income. Its coefficient 

reaches 0.001**, not as significant as other variables, but the p-value is still less than 0.05 and 

is significant enough. The more liquid the corporation, the more profit they might receive. Cash 

conversion cycle, not like other papers, shows a positive relationship with profit while the 

coefficient value is 0.000***, the p-value is less than 0.01 so the relationship is very significant. 

The researcher will discuss more about this abnormal phenomenon later. Corporation size is 

also positively related to gross operating income and the coefficient of it is 0.013***. However, 

the fixed financial asset ratio has a significant negative relationship with profit and the 

coefficient is -0.261***. 
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Table 4: The regression result 

 (1) 

VARIABLES goi 

  

acp -0.000*** 

 (-22.250) 

ccc 0.000*** 

 (6.486) 

cr 0.001** 

 (2.245) 

ffar  -0.261*** 

 (-18.996) 

size 0.013*** 

 (20.847) 

Constant -0.152*** 

 (-10.938) 

  

Observations 23,570 

R-squared 0.086 

Year FE YES 

Industry FE YES 

Adj. R-sq 0.0854 

  

Robust t-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

Note: goi = gross operating income, acp = account collection period, ccc = cash conversion 

cycle, cr = current ratio, ffar = fixed financial asset ratio, size = corporation size (nature 

logarithm of sales) 

The researcher compares the results above with related papers. Gill et al (2010)’s paper 

also uses gross operating income as the dependent variable, they separate account collection 

period, number of days inventory and accounts payable to test the relationship since their topic 

relates to each element in working capital. As for account collection period, they also conclude 

that it has a significant negative relationship with the dependent variable with a p-value of 

0.025, and the coefficient value is -0.003. The difference happens to cash conversion cycle. 

The researcher concludes that the relation of it and gross operating income is positive and very 
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significant, however, several papers indicate a negative relationship, for example, Gill et al 

(2010)’s work. Raheman and Nasr (2007)’s paper, using net operating profitability [(Operating 

Income + Depreciation) / (Total Assets – Financial Assets)] as the dependent variable, 

illustrates a positive relationship with a coefficient value of 0.00638 and a p-value of 0.024. 

Although this result is consistent with this paper’s result, the dependent variable is not the same. 

Current ratio, in majority papers and also in this paper, has a significant positive relationship 

with the dependent variable. As shown in Raheman and Nasr (2007)’s tables, the coefficient 

number is 0.017 and p-value is 0.000, which is quite significant whereas the dependent variable 

is still net operating profitability. Deloof (2003) also uses gross operating income as the 

dependent variable and he’s regression suggests that fixed financial assets should emerge a 

significant positive relationship with gross operating income, the coefficient number is 0.147 

and p-value is 0.000. This is another inconsistency while this research reaches a negative 

relationship. Lastly, almost all related papers include corporation size as one of the control 

variables and size has a significant positive relationship with gross operating income, the same 

as the results of this paper. For instance, Deloof (2003) figures out the coefficient value of size 

is 0.045 and p-value is 0.000. 

To investigate more about simply account collection period, the researcher summarized 

this variable in detail. Table 5 shows the result from STATA software. As the table shows, it is 

consistent with figures from table 1.  
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Table 5: Detail summary of account collection period. 

Variables  Obs  Mean  Std.Dev.  Min  Max  p1  p99  Skew.  Kurt. 

 acp 23570 89.485 74.324 -.65 299.998 0 286.006 .832 2.82 

 

 

Note: acp = account collection period. 

 Using all the data from the above tables, the researcher compares these results to prior and 

related studies. Although the absolute value of coefficient of some variables such as account 

collection period, cash conversion cycle and current ratio is relatively low, the p-value of them 

is pretty low, too. Other related studies conclude the similar low coefficient figure and high p-

value as well. 

 There are also inconsistencies, such as the r square number. Some of the papers analyze 

data within three or five years and conclude an r square figure which is more than 80 percent. 

In this research, adjusted r square is used with pretty low value, and there is an obvious gap 

between them.  

 

V. CONCLUSION 

There are in total 23570 observations from seven years. After adjustment, the r-square 

equals to 0.0854. except for current ratio, all other variables have a p-value of 0.00 so that all 

the p-value is less than 0.05. This result suggests that all the variables, including independent 

and control ones, have a significant relationship with gross operating income, the dependent 

variable. 

Other related papers indicate the negative relationship between account collection period 

and gross operating income. For corporations, they use various policies to manage accounts 
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receivable, however, the final purpose of those policies should all be a shorter collection period. 

Although Senthilmani (2013) figures a negative relationship, most of the similar papers 

conclude in a different way. The results of this research are in line with former works. 

Corporations may apply suitable policies to collect their accounts receivable as soon as 

possible and reduce its amount but within a proper scale. Credit sales are essential to 

corporations, they help to increase the net income and attract new customers. That is the reason 

why companies cannot have zero or negative amount of accounts receivable if they apply an 

appropriate policy. Table 1 also indicates the information that the maximum value of firm size 

is 25.80 and the minimum value is 12.28. People are easy to conclude that size of those selected 

companies does not have large differences. With a standard deviation of 1.42, this conclusion 

is proved. 

Other papers that focus on testing the correlation between working capital management 

and corporation profit indicate that there ought to be a negative relationship between cash 

conversion cycle and gross operating income. Results from this paper’s regression are the 

opposite. Cash conversion cycle is calculated by using the average collection period plus day’s 

sales in inventory minus number of days accounts payable. As a result, day’s sales in inventory 

is also positively correlated with gross operating income. Owning a large amount of inventory 

in warehouses is proved to be beneficial, while too many inventories might be not suitable. 

Corporations, manufacturers or retailers, ought to store enough inventories to satisfy customers’ 

needs and increase sales. At the same time, too many inventories might contribute to the high 

cost and stale materials like food. Number of days accounts payable has a negative relationship 

with gross operating income. Corporations sometimes purchase from vendors on account 
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similar to when they sell products to credit customers. Companies receive invoices after that, 

and the regression result of cash conversion cycle suggests that the earlier they pay the bills, 

the more profit they can get. 

Current ratio is an indicator of liquidation and has a positive relationship with gross 

operating income. Corporations with a better ability to convert current assets into current 

liability are more likely to operate will. Compared to current ratio, fixed financial assets ratio 

is negative related to profit, which is significant but not constant with previous researches. 

Lastly, firms’ size has a significant negative relationship with gross operating income, so larger 

companies, according to this result, will earn more profit. 

 

VI. LIMITATIONS 

The researcher uses data from only seven years and data is limited to China listed 

companies, for further study, researchers may extend the years that data covers. At the same 

time, researchers from other countries may be interested in examining the relationship between 

accounts receivable and corporations in their specific countries. If there are enough researches 

about this topic in many countries, researchers may even have the ability to compare and 

contrast the data all over the world and study the similarities and differences. As for not listed 

companies, researchers can make efforts to test the accuracy of their financial statement figures 

and develop models to test the relationship between accounts receivable and financial 

performance. 

Independent variables and control variables are calculated using the amount of current year 

instead of using the average. However, some of the prior researches prefer average value to 
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avoid inconsistency. The researcher may need to change the calculation method and retry the 

regression analysis. The result from the regression also has many differences to previous 

studies in different countries, for example, cash conversion cycle and fixed financial ratio. The 

researcher uses a single regression model to test, while there are limited variables. Further 

researchers may separate each of the variables and run regression on each of them. 

Net income and other indicators are popular dependent variables in other studies, as 

mentioned before, the researcher wants to avoid financial activities but only include operating 

activities. Further researches can use other reasonable proxies to measure corporations’ 

financial performance. 
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APPENDIX 

Explanation and calculation of variables 

 Variable name Formula 

goi Gross operating income Sales −  Cost of Goods Sold

Total assets −  Financial Assests
 

acp Account collection period Accounts Receivable ∗  365

Sales
 

ccc Cash conversion cycle Average collection period + day’s sales 

in inventory - number of days accounts 

payable 

cr Current ratio Current Assets

Current Liabilities
 

ffar Fixed financial asset ratio Fixed Financial Assets

Total assets
 

size Corporation size Natural Logarithm of Sales 
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