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Abstract

Purpose –The study aims to explain the relationship between accounting and finance throughmeasuring the
effect of rational working capital management on profitability.
Design/methodology/approach – Employing the methodology of semi-structured interviews with sixteen
financial managers.
Findings –The findings pointed out the relationship between accounting and finance is complementary, since
it supports the accountant by the critical skills and information, like project evaluation, managing the company
funding resources and working capital management. These skills put the accountant up to the financial
manager stage. The working capital investment and financing policies have the most significant impact on
profitability. These policies related to risk and return theory; since the conservative policy will reduce both the
risk and return and the aggressive one will have the opposite impact.
Originality/value – It recommends accountants to be in professional stage and increase the profitability of
the company to grab both accounting and finance information and skills.
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1. Introduction
Despite the strong correlation between accounting and finance, each of them influences the
management of operations in a different direction (Brief and Peasnell, 2013). This link leads
some people, who are not experienced and do not have the relevant knowledge, to confuse
these two terms and connect some unrelated job duties to accountants (Droms and Wright,
2010). Cleary and Quinn (2016) mentioned that accounting is an essential component of
financing operations since finance is a term that includes accounting information.

Thus, the information provided by accountants is the primary element in decisions made
bymanagers in general and financial managers in particular. However, in this context, Fields
(2016) added that financing incorporates more subjects than only accounting. It contains
statistics, economics, mathematics and any matters which are required for financing.

The main objective of the company, in common, is to achieve the most significant profits.
The company aims to gain the maximum profit, and this can be done by multiplying the
volume of production or the operation. One of the essential portions of production, trading
and providing service is the working capital. Therefore, companies provide liquidity for
working capital to achieve business continuity. In obtaining the purposes of the company,
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most often, business and financial directors are entitled to implement relevant working
capital management policies. These policies are needed for financing because errors in
working capital management may lead the commercial operations to withdrawn.
Consequently, the sequence follows up on the status of working capital. It is significant
and in touch with the entire business position (Muhammad et al., 2016).

Accordingly, the study aims to explain the relationship between accounting and finance
through measuring the effect of rational working capital management on profitability and
discussing the financial managers’ responsibility. This article applies different procedures
than those applied by other studies related to working capital management. The
methodology adopts the qualitative method by conducting interview via Skype with
financial managers from various territories in Europe andAsia to collect the data. These data
reflect the best practices of working capital management from different economies, industries
and sizes of capital. Hence, the results will be more generalisable.

The article found that the corporate finance skills put the accountant up to the financial
manager stage. The working capital models play a significant role in advancing the
profitability. Moreover, investment and financing policies have a substantial impact on
profitability. These policies are related to risk and return theory since the balance between
conservative and aggressive policies will contribute positive results.

Section 2 discusses a literature review of the working capital management. Section 3
discusses the methodology. Section 4 is the findings and discussion. In the end, Section 5
points out the conclusion.

2. Literature review
Explaining the profitability importance, Cakici et al. (2017) concluded that the companies use
profitability as one of the four segments applied for the analysis of financial statements and
performance. The other three are efficiency, solvency and market prospects. Managers,
creditors and investors use these crucial impressions to analyse the company performance
and its future potential if operations are suitably achieved. Vintil�a andNenu (2016) added that
resources such as cash, overdraft and liabilities are used to cover the variable and fixed costs
of the production process and to purchase the stock for resale operations. Profitability is the
relationship between revenue and expenses and howwell the company is performing and the
potential future growth of the company and how it manages its working capital.

To explore the working capital management’s effects on the profitability, Anwar (2018)
examined the influence of the length of the operation cycle and the turnover of receivables
and inventory on the profitability index of listed firms in Indonesia. The article concluded
that reducing the turnover of both receivables and inventory leads to a decrease in the
operation cycle and an increase the companies’ profitability. Lazaridis and Tryfonidis
(2006) reached results which show a relation between profitability and the operating cycle.
Further, directors are able to generate gains for their businesses by controlling the
operating cycle carefully and maintaining every different factor of the working capital to
the most appropriate level. Pais and Gama (2015) pointed out many outcomes that inform
the drop in the period of collecting the trade receivables and the rise in the number of days to
settle their commercial liabilities are related to higher profitability. Additionally, the
profitability is also an advance in return on assets with a reduction of the working capital
amount.

The role of working capital management policies arose when Padachi (2006) concluded
that excellent working capital control and policy affect the formulation of a company’s value.
This conclusion came from the investigation of the working capital control policy objectives
and its relation to companies’ achievement and profitability. This was done by applying
statistical methods using the return on total assets ratio. The results show that focussing
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heavily on investments in high capital causes low profitability ratios. Muhammad et al. (2016)
added that firms can use working capital management, which is one of the essential
determinants to influence their profitability. The result reveals that there is an association
betweenworking capital elements and profitability. This is defined as the increase in the cash
conversion cycle influences the profitability negatively. Additionally, directors can produce a
definite amount for the company by minimising the cash conversion cycle at the most
suitable level and performing a proper working capital policy and by taking care of each
element of it at a sharp level. The findings of the study of Singh et al. (2017) confirmed that
working capital management is linked with profitability, which indicates that aggressive
working capital investment and finance policies drive higher profitability. Moreover, the cash
conversion cycle is observed to be related to profitability negatively. The paper examined the
working capital management variations and profitability by analysing the connection among
changes in working capital management and firm profitability.

The previous literature review provides evidence of the significant roles of working
capital management on the accounting profitability and assures that both accounting and
finance are strongly associated. This article will apply different procedures than those
applied in other studies related to working capital management to provide a deep discussion
of the role of working capital management in profitability with the connection between
accounting and finance.

3. The methodology
Aiming to approach practical information related to the study purpose and find practical
generalised implications, this paper examines the opinions of interviewees gathered from
semi-structured interviews with a group of participants consisting of sixteen financial
managers. All the interviewed persons are actively involved in the financial decisions of their
companies. Those interviewed found a strong desire to study objects and thus produced a
fruitful penetration in this article. The respondents were selected depending on the country,
industry and the size of capital as in the following table (see Table 1):

The researcher conducted semi-structured interviews to gain relevant data for the
research objective. Themeetingswere carriedwithin a reasonably free connection. Therefore,
some questions proposedwere not planned. Only themain questions to start the conversation
were planned.

Numerous questions were automatically asked through the interview, providing elasticity
to both the interviewer and the participant. This elasticity helped to examine and explain
additional features or to recognise other vital details. This is unlike a structured interview,
where questions are designed and arranged beforehand.

The key questions of the interviews were:
Do you find corporate finance important to accounting?
How do working capital management models improve profitability?
How do working capital management policies affect the profitability?

Country Industry Size of capital

Austria Agricultural manufacturing Listed firms
Bangladesh Electronic device retailing SMEs
Hungary Foodstuff manufacturing
Jordan Grocery retailing
Qatar
Turkey

Table 1.
Sample (own sources)
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The meetings were in the structure of a dialogue. The interviews were conducted via Skype
during the period ofMay 2019 until February 2020. Themeetingswere inArabic andEnglish,
and the Arabic interviews were translated into English. They were recorded, transcribed and
coded manually by the researcher. Finally, the researcher compared the interview proceeds
with related literature in order to find the results.

The method proceeded by including the analysis of discussion records and applying
qualitative coding and manual recoding by the researcher. This technique depends on the
researcher’s qualifications of the subject since the researcher has an eleven years’ experience
in accounting and auditing and, additionally, professional certificates in accounting.

4. Findings and implications
For the purpose of exploring the connection between the accounting and finance, the
conversation started by the question:

4.1 Do you find corporate finance important to accounting?
The following responses were recorded, “I have been working as a financial manager for over
several years; there is no way to be a financial manager without combining both accounting and
finance.”

If you do not understand how to use corporate finance, you will pass as a simple accountant. It is
called financial management. How can any manager take a financial decision without it?.

Accordingly, using hermeneutic analysis, financial management supports and advances the
accountant to be a financial manager.

During the meeting, the participants added:

I have completed my master’s degree in accounting and finance, and there were two compulsory
subjects related to corporate finance. There are many universities that have departments named
finance and accounting, thatmeans the instructors have information on both accounting and finance.

I am a CMA holder; the second part of this certificate is ultimately about corporate finance. The
association of chartered certified accountant providing the ACCA, and this certificate include two
critical papers about corporate finance which are financial management and advanced financial
management.

These abstracted sentences provide tangible evidence for the connection between accounting
and finance. This realisation came from the point that professional accounting bodies
consider financial management as an essential part in their certifications.

On the other hand, the participants provided valuable information related to accounting
education. Universities provide the junior accountant to the market. Therefore, they should
consider the financial management as a vital part of the accounting curriculum that improves
the new graduates’ skills.

The participants contributed skill and technique that improve the accountant.
Additionally, studies showed themes related to the skills and techniques that the financial
managers are using for their duties. The researcher pointed out these themes with literature,
then coded sentences that discussed these themes.

(1) Investment decision skills

The previous literature shows that investment decision skills are essential for the accountant
to be a financialmanager. They point out some of these skills, like the net present value (NPV),
internal rate of return (IRR), payback method and the equivalent annual cost method
(Gardiner and Stewart, 2000; Hung and Liu, 2005; Daunfeldt and Hartwig, 2014).
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Continuously, the meetings’ proceeds confirm that financial skills are critical and related
to advanced accountant duties.

Imagingyourself inameetingwith theCEO,andheasksyou toappraiseaproject.Without investment
appraisal skills, you are in an embarrassing situation. As a financial manager at a manufacturing
company, I have to decide when the underlying machine should be replaced. Therefore, I use the
equivalent annual cost method since it could be applied to compute a maximum replacement cycle.

Where I work, we do many projects in one year, and it is essential to predict the profitability of these
projects and the time when the initial cost payback, so you have to be familiar with the NPV and
payback methods.

I know many accountants are still doing the usual accounting occupation since they do not have
investment appraisal skills like NPV and IRR.

(2) Funding from external sources

Many ways to source funds from external resources were mentioned during conversations,
like bonds, deep discount bonds, convertible bonds and long-term bank loans (Kiyama and
Rios-Aguilar, 2017).

De Wet and Du Toit (2007) mentioned that gearing as the volume of debt finance a firm
employs related to its equity and debt finance points to relatively moderate risk towards the
debt owner, as it is an interest instrument and could be ensured. The debt cost to the firm is
consequently moderate. The higher the level of debt, the more significant the financial risk to
the shareholder of the firm, so the higher their expected return. Consequently, costlier gearing
causes to raise the equity cost. The interviewers supported the literature by the following:

It is valuable to each accountant to be a professional financial manager to know how he can find the
sources of funds for the company; especially the external funds. There are many types of funds
available for any firm; some of them are internal and others are external, but the vital thing for the
financial decision is the gearing. If you are a professional financial manager, you have to keep the
WACC in optimal value.

The researcher, using hermeneutic analysis with meeting proceeds, found that gearing and
capital structure have a vital impact on profitability. Four theories explain this impact. The
quoted sentences were identical to the literature. Therefore, both were combined to avoid
redundant wording.

Traditional view: Under the traditional view, the ideal capital combination leads to
minimising the average cost of capital. The cost of debt remains fixed up to a particular
percentage of gearing. Passing this scale leads to a higher debt cost. The financial risk increase
if gearing raises this relationship causes the equity cost to increase (Berry et al., 1993).

Modigliani and Miller (MM): The firm operating level and its profits only specify the
market value of the firm in the position of no tax. The risk is attached to these profits, so there
is no relation to the gearing. In the case of tax, a high level of gearing decreases the cost of
capital since the interest is taxable. (Brusov et al., 2011).

Market imperfections: In a high level of gearing, the company is unable to perform its
interest obligation, leading to bankruptcy (Sanstad and Howarth, 1994).

Pecking order theory: Firms favour retained earnings as the optimal source of finance and
then straight debt, convertible debt, preference shares and equity shares (De Jong et al., 2011).

To discuss the second key question:

4.2 How do working capital management models improve profitability?
The participators mentioned that working capital management deals with the root of the
operationandthedaily transactionsthat includecash,receivables, tradepayablesandinventory.
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Therefore, the study discussed the models of every single item of working capital.

(3) Cash

Da Costa Moraes et al. (2015) and Righetto et al. (2016) mentioned that the Baumol model and
the Miller–Orr model are critical to run the cash in the optimal value to keep the liquidity and
earn a profit.

Bothmodels were discussed. The author realised, by the connection between the literature
and the participants’ contribution, that the Miller–Orr model is more useful to increase
profitability (Da Costa Moraes et al., 2015; Righetto et al., 2016; Wang et al., 2016; Gonen et al.,
2016; Krumrey et al., 2017). “When comparing the Baumolmodel and theMiller–Orrmodel, the
second one is still more useful for liquidity and profitability”.

(4) Inventory

Previous studies mentioned the impact of inventory management on profitability and
showed that models are being used to improve inventory management.

Economic order quantity:
Jawad et al. (2015) and Aguswahyudi et al. (2018) mentioned the role of the economic order

quantity (EOQ) model in advancing the profitability. The participants clarified this role as:

The professional stock administration can be divided into three sections: (EOQ), discounts for bulk
purchases, it could be more economical to purchase inventories in significant order quantities to
achieve discounts, buffer inventories to reduce the stock-out risk.

(EOQ) is the ordering amount for an inventory itemwhich reduces the costs of stocking and damage.

Just-in-time system:
Nahum-Shani et al. (2017) explained the just-in-time as a system for avoiding the necessity

to stock anymaterials as inventory by receiving goods from suppliers at the latest reasonable
period. One participant showed the importance of this system “to diminish their inventories of
raw materials to the lowest acceptable level, production firms employ the just-in-time system.”

(5) Accounts receivable

Braun et al. (2018) supported that a higher balance of bad debt improves sales size. Given that,
when the progress of the sales passes the total addition to the cost of fixed expenses and bad
debts and discounts, the policy of mitigating credit requirements is profitable.

The meetings discussed this matter.

Providing credit possesses a cost; the amount of the interest imposed on an overdraft to finance the
credit time; additionally, the not collected cash misses the interest of the bank deposit. Improvement
in profit of increased sales following from granting credit could balance this loss.

One of the methods mentioned to keep the accounts receivable as a profitable behaviour is a
credit rating system.

Credit score:
Ajanaku and Ekundayo (2017) and Richard and Kabala (2019) mentioned that points are

granted according to client efficiency components, the credit amount relay on their credit score.
The interviews contributed that “the institution may establish a credit rating scheme for

different customers based on personal client characteristics (such as whether the client is the
owner of a state, the customer, age and profession).”

Factoring:
The second method is factoring; it was coded from the transcript of many interviews.
Factoring is an agreement to possess debts gathered by a factoring firm, which prepays a

balance of the money it is due to settle (Van der Vliet et al., 2015).
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The benefits of factoring for a business customer include the following: (1) Receiving early
payment for most of its receivables; (2) Inventory can be maintained at an optimal level
because sufficient cash is held to pay for the inventories it needs; (3) It provides sufficient
internal funds rather than costly external funds and (4) The firm does not obtain the costs of
operating its own sales ledger office and can apply the expertise of debtor control that the
factor has (Gr€uter and Wuttke, 2017). A significant difficulty is that customers will be doing
instalments straight to the factor that predicts providing an adverse image of the firm’s
approach to customer relationships (Zhang and Bao, 2018).

(6) Trade accounts payable

The quoted sentences are from financial managers’meetings about the management of trade
accounts payable and what it involves.

Attempting to receive a satisfying credit of suppliers. Endeavouring to enlarge credit times of cash
deficit. Keeping relations with frequent and significant suppliers.

Accordingly, the researcher comprehended from the interviews that these models of working
capital management are effective since almost the entire sample apply them.

The third key question during the meetings was:

4.3 How do working capital management policies affect the profitability?
Several quoted sentences identified out describing both policies and their effects on the
profitability. The article recognised the manuscript and concluded the interpretation
supported by a literature review.

(7) Working capital investment policy

Organisationsmust ascertain the significant risks linked toworking capital and hencewhether
to adopt a conservative, aggressive or moderate method to investing in working capital.

The conservative working capital investment policy aims to decrease the risk of operation
failure by maintaining high levels of working capital.

The aggressive working capital investment strategy aims to overcome this financing cost
and improve profitability. That could be by using the method of lowering inventories,
advancing recovering credit time of customers and lingering instalments to suppliers.

The moderate working capital investment policy is a common way amidst the aggressive
and conservative methods.

(8) Working capital financing policy

Working capital financing policies are divided into conservative, aggressive and moderate
approaches to financing working capital. It is classified according to the size of working
capital financing from short-term assets and long-term assets (Mohamad and Saad, 2010;
Wasiuzzaman and Arumugam, 2013; Kwenda and Holden, 2014).

Almost all the participators expressed the opinion “the relation between the selected policy
and the profitability is ‘high-risk, high-return’”. That means that aggressive policies increase
profitability. This opinion is supported by (Pais and Gama, 2015; Ba~nos-Caballero et al., 2016;
Gonçalves et al., 2018; Chand et al., 2019).

On the other hand, opinions expressed based on practical experiences prefer the moderate
policies, “moderate policies meet the targets of higher profitability, that come by avoiding risk
losses.” This opinion could be supported by studies by Sharma and Kumar (2011) and
Abuzayed (2012) showing a positive relationship between an increasing cash conversion
cycle (CCC) and increased profitability, since the increase in the CCC means moves to
moderate and conservative policies.
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5. Conclusion
The results of the conversations support the literature review of the article. There is
consistency between what the participants contributed and the previous studies interpreted.
This consistency provides results that the relation between accounting and finance is vital. It
can be described as a complementary relationship.

The financial manager starts as an accountant. By getting experience, he can make critical
accountingdecisions.Whenhegains corporate finance knowledge and skill, he starts providing
financial management decisions. Ultimately, by the continuous improvement in finance
management and the experience, he achieves the position of the chief financial manager.

On the other hand, the relationship between working capital management and
profitability is similar to the relationship between finance and accounting in many aspects.
For example, the accountant needs to be familiar with financial models which provide
practical methods to handle working capital elements like cash and inventory.

Additionally, many strategies can help them to manage the accounts receivable to avoid
more interest that arises from the cash matching and to decrease the bad debt expense. All of
the methods mentioned contribute to avoiding expenses to gain the maximum profit.

The working capital investment and financing policies have the most significant impact
on profitability. These policies are related to risk and return theory since the conservative
policy reduces both the risk and return and the aggressive one has the opposite impact.

The article recommends accountants to be in professional stage and increase the
profitability of the company to grab both accounting and finance information and skills.

Despite the positive interview aspect, the challenges that were encountered with the
meeting comprised the severe limitation of the study. When setting up the meetings with the
participants, most of the sample apologised in the first attempt, and later many efforts
the acceptance to conduct the meeting has been awarded. This situation has complicated the
research timetable and forced the researcher to extend the research time plan to keep the
methodology flow. Some meetings were time-restricted. Therefore, gaining information to
suggest other research paths was not in a perfect manner.

However, the author suggests some topics for future research, for example, conducting
research to provide more models to manage the working capital elements. Moreover,
measuring the consequences of linking accounting with strategic management, governance
and control management in education and practical experience should be done.
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