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ABSTRACT

In present era competitive world having business is very important to control various
costs to sustain in the market. To sustain in the market, inventory mgnagement plays
an important role to make a control over the financial statement of the organization.
Inventory represents an important decision variable at all stages of product
manufacturing and sales, in addition to being a major portion of total current assets of
many manufacturing organizations. Secondary data collection method was used in
this research. Secondary data from 2014 to 2018 was gathered for the analysis from
the annual reports of twenty three manufacturing companies listed on the Colombo
Stock Exchange. Measures of return on assets were examined and related to proxies
for efficient inventory management by manufacturers. There were 35 manufacturing
companies listed on Colombo Stock Exchange and 23 manufacturing companies were
selected as sample using purposive sampling method. Data availability of the

e

variables of this study was only 23 listed manufacturing companies.

Further collected data were analyzed by using the STATA-15 package for interpreting
and obtaining conclusion. Descriptive statistics, unit root test, diagnostic test and
regression models are used for analyzing this research. All these tests are used so as to
correlate the theories contributed by the literature by several authors with the
statistical results. The main objective of this study is determining the impact of
inventory management on financial performance of listed manufacturing companies
in Sri Lanka. The overall research findings indicate that there is a significant positive
impact of inventory management on financial performance. The results indicate the
raw materials inventory turnover has moderate positive relationship with return on
assets. As well as, it shows that there is a weak positive relationship between work in
progress inventory turnover and finished goods inventory turnover. Findings of this
research help to make effective decision of the company investors, mangers, students,
and users. They can get knowledge about how inventory management to be effect on

return on assets of listed manufacturing companies in Sri Lanka.

Keywords: Inventory Management, Raw Materials Inventory Turnover, Work-In-

Progress Inventory Turnover, Return on Assets.



TABLE OF CONTENTS

R NOWILEDGEMENT .......ccccccivcnmmmnmmniisarmssnnsssancsssessssasessasssnaness Plovererrsnrreeersigueesy i
ABSTRACT! .......................... i
R D NEIEINTS ..ciocosionssesssossnsssumssssassussascssasvassesnssrsisssissississsssesansssnnsnasanes iii
B L o s v mussnsnnessnonsnwssa s AR R S A S SRR SR B AR SR Ko 00 vii
LIST OF FIGURES ......uooviitiitiieinintiietrcneensneesseeeesenesssneesssssssssessnsssssessssesssaessns viii
ABBREVIATIONS ....ocooiiiiiiiiineintinutieeietiesssessesessesssesssssssassssessessssssssessesssesssenes ix
EEERR TR OINE .........ccccoveueerncencseorsensesasssnessasssssssassssssmessnssnssssnssnnsssssssassonsssassonssanssaos 1
INTRODUCTION.....uuuiiiietiiieiinrenisstisssiesnsessanessesssssessseesssssssssessssssssassssassssassssssssene 1
1.1 Background of the StUAY ......c.ooouiiiiiiiiece e 1
1.2 Problem STAtemMENT .......couieiiiieeiiee e 6
BT 01 Chl (JUBSTIONS .. cctseneerarenernanssmnnsessannsssssass roosssosumvasnssssesss onsonass suassussusnensss sasonses 6
1.4 Objectives 0f the StUAY ...cc.ecvrvrerieriieieieeieeieeeeeeeeeeeeeeee e, S A S 6
1.5 Significance of the Study .......ccocvveviiecieeiieeiceeeeeceee, S 7
IR 01 STUAY coocrnissinsmnsssanisssnmmsnnnsnsssessos crsssessmsmnsnssnnnenson s samen e sassums siemmen ecues 8
BRI IRV ) oy suncmmususuasimsnimninmnssns s sanss s cmm SRR B SRR R S RSP AR SN Ao kS nmmmmmm s e snersee 9
B SR E TR EVTEW .ovvsmmomorsomurssensvsnismmasssssssssnssmasisvenisintosisimsssnss 9
2.1 INtrOUCTION «...coviii et 9
2.2 The Concept Of INVENTOTY ....eovuiiiuiiieiiieie e 9
2.3 The Theories and Models of Inventory Management .................c.ccccocvevveennn... 11
25 L JUSEIN-TAME (JIT) .ecioncconvuesainmninionecusonssmess sesssxensamnss smon e o snsion s s shoss dhss eb s daas 11
2.3.2 Reorder Point MOdel..........cooouiiiiiiiiiieiceeeeeeeeeeeeeeeeeeee e 12
L N CAIT THEOTY ... covvoenascvomsonemuenssmsosessosinsion sissessss 5 i85 0 s w1315 S re i 13
2.3.4 Economic Order QUANTILY ........o.ovoverieieiieieeeeeiee e 13

2.4 Inventory Management ..........cc.eeuieiuioieieeieeeeeeeeee et 15
2.4.1 Raw Materials Invety TUIrMOVET ...........o.ovovieiieiieeeeeeeeeeoeeeeeeeeeeee, 17
2.4.2 Work-In-Progress Inventory TUIMOVET .............cocoovovivoiicieieeeeeeeeeeeeeee e, 19
2.4.3 Finished Goods Inventory TUIrMOVET ............ccooioveoviviiiiieeeeeeeeeeeeeee, 20

2.5 Financial Performance.........cooveveiuieiiiieiiicieeeeeee e 21
2.5.1 RETUIT O ASSEES ...ttt ettt 27

2.6 Relationship between Inventory Management and Financial Performance....... 23
2.7 Empirical Evidence .........c..cccveeeuvveennnnnee. S 5 S S AR 5 4 B 24

i



BESNCHADIET SUITUNATY .........c.cueeeeneieereriirieseseereeesensssessssssesoesseesenmssessessssesssssssesenesns 27

CHAPTER THREE ............cccoiiiiinncernansensennsssenssssssssssessossesssnsassssssssssssnssssnsssensssas 28
CONCEPTUALIZATION AND OPERATIONALIZATION ........... T S—— 28
3.1 Introductloni ................... 28
B CE DIDALIZATION ....ovveuviiniesiannannenseervsrennes e rmssssssesesessassesesensseseas snnsasessinsonnsnesnen, 28
3.3 Inventory Management ............c.oveueouieioeeiee et 29
3.3.1 Raw Materials Inventory TUIMOVET .............cc.c.oveieieeeeoeeeoeeeeeeeoeeeo . 30
3.3.2 Work-In-Progress Inventory TUIMOVET ...........cocooveieeeeeeeeseseeeoooo. 31
3.3.3 Finished Goods Inventory TUIMOVET ..............c.oocveoieeeeereeeseoeseeeeeeeees 31

B 0A0CIA] PEITOTMANCE. ... ... ecrueeeeriorsneercs s sees e sesuenssssnsanss e smsmsnssacnenses sosasssmns 31
B ROTUTTY OT1 ASSEUS co.oeereruesemmmmsresiansseressmsmm s ssss s sessasssnsssssenss sessisnsies sonesssonsessssmmsns 32

B ODCIALONAIIZATON ...ecuvniinrrmnnrrsrsresnere e sesiessevesonssuassasesssovssesasssssesstnsensasessssssionmmn. 32
B NRIIADIET SUIMMIIATY 1 ... ci6550505 01 s nmmes asamnss snssroncronmossussamss s s6sassssssin s woss sresssn fonmssmnsnsss 34
EREREL L R FOUR......conmsosssommssisniasiassisiisssessenssoesnsanserrerasessmsmsseysaessssssnssnenssssassssissss 35
IR ODOIOGY oovririscmmssmasssssomssasssssossassssiossmmmmorseenssssnsssssssasss sassssassssss saasssssssssss 35
4.1 INETOAUCTION ...ttt 35
4.2 Study Setting, Study Design, and Method of Study .........cccovvvooveeeieee . 35
4.3 Sample Size and Sampling Method ..............c.oooeooooeoooeeeeeoeeeeo . 36
4.4 Data COlECTION........ocuiitiiiiiiiieieee et 37
4.5 Method 0f MEaSUIEmMENt ...........oooviviuivieieiieeeee oo X7
4.6 Method of Data Analysis and Evaluation ..............cccooooooooooooooo 3
4.7 Panel Data ANaLYSIS .o..ooveiouiiiieeeicee e 37
4.7.1 DeSCriptive ANALYSIS ....ccueeriirieieiceceeeeee oo e, 38
4.7.2 Correlation ANALYSIS......ccvuiviieieeies e ee e ee oo, 38
1073 IEE OB BBRL... ... << onnsonmesssiemcsisan oy s s S k55865 S5m0 st e 39
4.7.4 DIaGNOSTC TSt ..o 39
4.7.4.1 Test of NOTMALIY ....o.vieiieiieeii e 40
4.7.4.2 HeteroscedastiCity TSt ......cvoioiiuieiieeeeeeeeeeeee e 40
4.7.4.3 Multicollin€arity TeSt........c.ocvoviiieiiiieieieeeeeeeeee e 40
4.7.4.4 Test for AUtocorrelation............ocoovoveiiiieiieeeeeeeceeeeeeeeeeeeee . 41

4.8 Multiple Regression ANalySis ..........cocovivieeeieeeeeeeeeeeeee oo 41
4.8.1 Random effect (RE) Vs. fixed effect (FE) modelS.........ooocovoorovoooo . 41
4.9 Formulation of Hypothesis............cccocvvvvevveeeeine . i e N S A R BN 42

iV}



410 SUIDIMIATY ......vcneveneeeenienteeete e eie s et eas e e st bt ere e s reere e aesbestbesbesbeesbessessnenaesneas 43

BEEEEEREENE ...........ccocooenarnsacsnssnnisersansosnsssarasnsransessnsssssssnsasassssssaasssnsassenonssnasss 44
DATA PRESENTATION AND ANALYSIS....covvinniireenreinnceseensannnns TS —— 44
B L1000 ... .ceecorneeceennnnescanvesmosmenaanssaseasnnmnessesesssssansssshanssisnnns ! ..................... 44
BRI 1000 .. oo v o i 5655 555,658 5 853 E3 550 ES B S 44
B o v i s S 5 A6 45 S RIS B RGE Y r B S 44
N TR SR AL R ——— 44
e e Gy L 50
BIEIEIERE T D0l L E5T........or oo esmsmammssmna s amonms s s 34485 55556 545 58554 80 0 S SR S0 AW 51
B T AOTIOSIIC TIESE .. ..cvv cenemuenenrnmnas e canenensanmmone s e sasacsssnsaspens sans ansss ik o i eh s Govivinen 52
B B D GIIELITY L ESE c.on oo s s s s s s 8.5 S R0 52
BT L cteroSORdASTIGIEYT TEEL..... e wmensonomsmmnsnnsonsnmids sisdss 655 5455 SE8 i RS S FEFOTE 53

T A4 e R e T g ) SRR RSP ———— 53
ERP R et for AMOCOIIEIAIION. .o sesmesa sosin s s cossss wnsanss ssmsmss s masmaens s sassnss ss 54

EE o Vultiple Regression ADAIVSIS ..o ssinssams insmsssssssssosssiniss s s 55
EE S | Fixed BEICOS IIOTEL...o oo cmome somasn man o o s s i 5570 sk s e Siae 39580 55
s ) Randon BITeots Modl ...u s s s npmmsne 56
BN TSI TEEE o omm i smin sasmns ssonits sms mos ssms sommn s omitasos esliensie sEmvsurs vt SEsmaras s ss 56
5.3.5.4 Summary of Results for Random Etfects Model (Multiple Regressions)
........................................................................................................................... 57

5.4 Testing Hypothesis............. o R 5T S SR R SRS T S 58
5 (T e T8 1 i ST 39
B SIRITNE BTX . mss s duonmsissssss s ssns s s B SRS AR S AR RS S S s o 60
FINDINGS AND DISCUSSION ...cciiiiiiiiirniineteinneissniicstnisssnssssesssnsssssnssssssssssssssaans 60
O] TN DT TGO 1o worenies oo s s s i o e s s s s s S 4 o s e e o 60

6.2 Discussion on Relationship between inventory management and financial
R TTa T L T SO S S — 60

6.2.1 Relationship between Raw Materials Inventory Turnover and Return on
AN .o s mcomrses o 554465850 S A A3 5 T A N B A RS SS9 95 60

6.2.2 Relationship between Work-In-Progress Inventory Turnover and Return on

6.2.3 Relationship between Finished Goods Inventory Turnover and Return on
AT St PR TP SDU U 0, L T OO O - S 61

6.3 Impact of inventory management on financial performance...............cc..ocooen 61



6.3.2 Impact of Work-In-Progress Inventory Turnover on Return on Assets....... 63
6.3.3 Impact of Finished Goods Inventory Turnover on Return on Assets........... 63
EEESHIIMIALY ..............cc.cvenveeeeererieieieee et tee e eseeeens e es e easeaaeeeseses ! ...................... 64
BEERELTR SEVEN.........ccccccocntinuisnnmrnnnsanearsacssssscssaseessesessessosssssensssssassssssssssssnssssnssness 65
CONCLUSION AND RECOMMENDATIONS ....cutoteereeeereneeseseeeeesseseeseeesenses 65
B OHIGCTION ............cooovenenenceneennnrereeteesete e e reneesseseessests s e ssessas e etesetasensensereensnse 65
B HIEIEINION .............c.conieueniintiinarenessasseresnerestosssensssese e seneesessestonsresssaseseasassasasans 65
B COIRINENUALIONS ......cotioinrrinnenrinsanrensenssesseresreressessssestoseseseseesesessessensssensessness 66
7.4 Limitations of the Study ......coooooioiiiiiieoe oo 67
7.5 Suggestions for Future Research.............c.ocoooiiiiiiiiiieoeeeeeeeeeeeeeeee 68
PRBIBHBIINATY ................corverirrerieiessisieseestesseessssneesesseeeseessesnsassesessssessesnsessessssssssssnes 68
REFERENCES..........oociviniuiisuiisinsssssssassassssnsessesssssssssssssssesssssssssosssssssssosensansossssnsas 69
AEPENDIX .........ccccoviveniiunsnnninnisasesssssnssansansansanssssssssnssnsssessesssssssssassssssssammasssesessesssnce 78
APPENDIX-1: Data considered in the study to obtain the resultS......co..ooovvvvvevenn.... 78
APPENDIX-2: Output of the Data AnalySes ............ccoovuevveeeoeeeeeeeeeeoeeeeeeee. 84



