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ABSTRACT

The main objective of this study is to investigate the relationship between changes in working capital and debt
ratio with changes in company profitability. The statistical population of the present study is the companies listed
on the Tehran Stock Exchange that have been active during the period from 2016 to 2023. The statistical sample
is 128 companies based on the screening criteria. This study is an applied research based on the nature and
objectives of the study. Also, the data used in this study were collected using banks and information sources of
the Tehran Stock Exchange Organization. Then, a mixed data regression model was used to test the research
hypotheses. This study has two hypotheses. The results showed that there is a significant relationship between the
change in the company's debt ratio and the company's profitability, and there is also a positive and significant
relationship between the change in the company's debt ratio and the company's profitability.
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1. Introduction

Today, the application of financial management issues
has a special place in improving the efficiency of
organizations. Therefore, making financing and
investment decisions as the two main tasks of financial
managers has a special place in improving the
organization. In most companies, the main goal of
management accounting measures is to control vital
sectors and control the company's performance, as well
as to hope for the improvement of the company's
performance. One of the main sectors that requires
proper control and management is the current assets
and liabilities sector. In this regard, working capital
management is of particular importance as part of the
field of financial management issues. Working capital
management represents the policies and decisions that
are applied in the working capital sector in order to
change the types of current assets and short-term
financing sources. Minimizing investment in working
capital (bold policy) may positively affect the
company's profitability. On the other hand, high
investment in working capital (conservative policy)
may also lead to a decrease in profitability, because
maintaining a high level of inventory reduces the
potential costs of stopping the production process and
the company's losses due to lack of production, and
reduces production costs and other benefits (Rahman
and Nasr, 2007).

It is believed that current debt should be settled by
current assets. In this case, the current assets that
remain after paying current debt are the company's net
working capital. The company's net working capital is
an important factor for granting these credits and
facilities to external creditors (banks and credit
institutions). In fact, the more this number increases,
the more the company's ability to repay debt increases.
On the other hand, an excess of working capital can be
a mismanagement for the organization's management
in terms of not using external resources or maintaining
excessive current assets (Jahankhani and Shouri,
2009).

The concept of working capital as a description of
a company's operations gained popularity in the 1940s
and is now quite common in the United States. The
concept of working capital has its roots in the
regulatory literature published by the US Treasury
Board in Statement No. 43, and the proponents of this
statement attempted to provide a definition of working
capital that would be appropriate to the company's

operating cycle and would be disconnected from the
more limited definition of a one-year period. From
their perspective, the operating cycle makes it possible
to separate short-term obligations from long-term
obligations. Fixed assets are not included in the current
asset category because their turnover cycle can cover
several product turnover cycles (Parsaeiyan, 2009).
Therefore, the present study seeks to find an answer to
the main question of whether there is a relationship
between changes in working capital and debt ratio and
changes in company profitability?

Theoretical foundations
Working capital is considered an important asset of
economic units and enterprises, which plays a
significant role in financial decision-making. The
quantitative and qualitative development of business
activities has led to the quantitative and qualitative
development of the financial management field, and
consequently has made financial management more
complex. The continuity of the activities of economic
enterprises depends to a large extent on the
management of its short-term resources, because
operational activities in a normal period, which is
usually annual, are related to the recognition of
working capital and its optimal management; so that in
this way, the expected results are achieved and the
possibility of continuing the activity in the long term is
provided (Rahnamay Rudposhti and Kiaei, 2008).
Given that working capital is considered a very
important issue in the financial management of
organizations and the regulation of policies related to it
is considered one of the main concerns of managers,
and the performance of the company is also an
important issue, this research aims to examine the
relationship between working capital management and
the performance of companies in different industries.
Also, the difference in the intensity of the relationship
in different industries will be examined. The goal of
working capital management is to select a combination
of current assets and short-term liabilities for the
company in order to achieve a balance between risk
and profitability (Noreen et al. 2009). For this purpose,
the amount of working capital should be maintained at
an appropriate and efficient level with proper
management and planning. The efficiency of working
capital management includes planning and controlling
current assets and current liabilities by avoiding
overinvestment in current assets and preventing
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inappropriate circulation of current assets, to fulfill
responsibilities and accountability (Koksal and Oruc
2010). In all companies, the main goal of financial
management activities is to control critical sectors,
control company performance and hope for
performance improvement. One of the main sectors
that needs proper control and management is the
current assets and liabilities sector. In general, working
capital management represents the policies and
decisions that are applied in the working capital sector
in order to change the types of current assets and short-
term financing sources. In the management of working
capital of a business unit, there are various strategies
that result from the combination of current asset
strategy and current liability strategy. Working capital
management of a business entity in different
circumstances must select appropriate strategies for the
company to be able to efficiently manage current
assets and current liabilities (Qaedi and Amiri 2010).

Review of Research Background

Domestic Background

Mohammadi et al. (2024) studied the leverage effect
and the role of debt ratio in selected companies on the
Tehran Stock Exchange. The results of the present
study, including the existence of an asymmetric return
effect only in bearish market conditions, along with
the lack of stability of this effect, indicate that debt
ratio cannot explain the behavior of returns and
volatility of stock returns.

Gerami et al. (2023) studied the effect of working
capital management on company profitability with
emphasis on company size. The results showed that
working capital management had an effect on
company profitability (confirming the first hypothesis
of the study) and also that company size had an inverse
effect on the relationship between working capital
management and company profitability (confirming
the second hypothesis of the study).

Nourbakhsh Hosseini and Mohammad Hosseini
(2023) studied the effect of working capital on
company performance and profitability with regard to
the moderating variable of ownership structure in
companies listed on the Tehran Stock Exchange. The
results of the research show that in the first model
there is a significant relationship between performance
and working capital, and also between performance
and working capital and institutional ownership

structure. In the second model there is no significant
relationship between profitability and working capital,
but there is a significant relationship between the
product of profitability and institutional ownership and
working capital.

Foreign Background

Zhou et al. (2025) studied working capital
management and corporate  profitability:  The
moderating role of foreign ownership. The results of
this study showed that longer cash conversion cycles
(CCC) significantly reduce operating profit and
shareholder returns, especially in companies with
above-average CCC or high sales growth. It is worth
noting that foreign ownership moderates the
aforementioned negative effect.  This
moderating effect is more prominent, especially in
companies with low efficiency in working capital
management or low growth rates. This suggests that
foreign ownership can help strengthen corporate
governance and reduce financial constraints. Managers
can enhance profitability by attracting foreign capital,
which emphasizes the strategic role of foreign
ownership in emerging markets. The findings increase
the understanding of the role of foreign ownership in
corporate finance and management.

Frankline et al. (2024) conducted a study to
examine the relationship between working capital
management, liquidity and financial performance in
Kenyan SMEs. The results of this study showed that
inefficient working capital management has the
potential to expose even the most successful
companies to failure. Most of the literature reviewed
explicitly states that there is a strong correlation
between  working capital ~management and
profitability. Furthermore, the pivotal role of liquidity,
firm size, financial leverage and other financial ratios
is evident in this regard, as these factors form integral
components of the overall framework of working

inverse

capital management.

Halil et al. (2024) conducted a study on working
capital management and firm performance: A
comparative analysis of developed and emerging
economies. The findings show that cash conversion
cycle (CCC) is inversely related to firm performance
in developed and emerging economies — however,
there are differences in the components of CCC. While
firms in developed economies perform better with
longer days’ inventory on hand, firms in emerging
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economies perform worse with longer days’ inventory
on hand, longer collection periods, and longer payment
periods. Firm-specific factors, such as firm size,
growth, profitability, and leverage, affect the
efficiency of WCM. We also find that country-specific
variables, such as gross domestic product (GDP),
interest rates, and inflation, have different effects on a
firm’s WCM.

Orestes (2023) studied the moderating effects of
strategy on the relationship between working capital
management and profitability. The results of this study
showed that a forward-looking (defensive) strategy has
a decreasing (increasing) moderating effect on the
relationship between WCM and profitability. The
empirical findings are not affected by the level of
earnings management, the presence of incentives to
achieve profit targets, or the level of unreported
intangible assets. Furthermore, the empirical results
reported in the propensity score matching regression
analysis framework remain valid in the presence of
nonlinear effects of WCM on profitability and when
alternative WCM measures are used, as well as
between firms with increasing or decreasing future
profitability or different levels of efficiency in net
WCM investment.

Research hypotheses

Hypothesis 1: There is a significant relationship
between changes in working capital and changes in
firm profitability.

Hypothesis 2: There is a significant relationship
between changes in firm debt ratio and firm
profitability.

Research methodology

This research is an applied research based on the
analysis and analysis of information collected from the
Tehran Stock Exchange. In this study, first, theoretical
foundations related to the research topic are extracted
and reported from internal and external sources using
the library method. Then, information is collected
using the field method and the hypotheses are tested.
The testing method, which is analyzed through SPSS
software, is correlation analysis and significance
testing, which indicates the degree of confidence
between two variables. Based on the information
collected through data analysis, the validity and
reliability of the research hypotheses will be tested and

the results obtained will be generalized to the intended
statistical ~ population. The outputs of the
aforementioned programs will be used and analyzed as
the results of the research. The statistical population of
this research is all companies listed on the Stock
Exchange during the period 2016 to 2023. Among
these companies, those that have been continuously
active during the research period and have not had a
trading break of more than six months were
considered.

Research Model and Variables
Ami= B o+ p 1 AWCRi + B2 ADRit+ B3SIZEj: +&ic

Table No. 1 - Research variables and how to calculate
Measurement /
Calculation
Method
Gross operating
profit divided by
net assets
Change in gross
operating profit
divided by net
assets
Change in the
ratio of current
assets to current
liabilities of the
current year
compared to the
previous year
Change in debt
ratio compared
to the previous
year
Natural
logarithm of the
book value of
total assets
Ratio of the
book value of
total liabilities
to the book
value of total
assets

Variable

Name Type Abbreviation

Profitability ROA

Dependent

Change in

Profitability AROA

Change in
Working
Capital

AWCR
Independent

Change in

Debt Ratio ADR

Firm Size SIZE

Control

Financial

Leverage
Leverage g
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Research Findings
Descriptive Statistics

Table No. 2 - Descriptive statistics of research hypothesis variables

Change in CWh::lflenlgn Change in Debt Firm Size Financial
Statistic Profitability (ROA) Profitability Capital Ratio (ADR) (SIZE) Leverage
(AROA) (AWCR) (Leverage)
Mean 0.141 0.008 -1.409 0.005 5.791 4.819
Median 0.121 0.005 0.005 0.006 5.782 6.124
Minimum 1.551 1.449 -21.968 1.315 7.512 6.215
Maximum -0.32 -1.348 -931.721 -1.201 4.379 5.321
Standard Deviation 0.159 0.133 36.91 0.179 0.527 0.621
Skewness 1.712 0.089 -25.169 0.841 0.41 0.521
Kurtosis 14.192 46.141 63.91 18.121 13.21 14.231
Jarque-Bera 13.214 41.481 19.231 33.258 18.921 19.324
Significance Level 0.0 0.0 0.0 0.0 0.0 0.0

Results of the hypotheses

Testing the first hypothesis:

The first hypothesis of the research: There is a
significant relationship between changes in working
capital and changes in the company's profitability.

As can be seen in the table, for the second model, the t
values for the coefficients of the width from the origin,
changes in debt ratio and company size are greater
than the value of this statistic at the 95% confidence

level. Therefore, the t values for these independent
variables are in the region of rejection of the null
hypothesis, in other words, these variables are
significant in the regression model. The t statistic
values for the coefficient of the variable of changes in
working capital ratio are in the region of rejection of
the null hypothesis according to the t value of the table
and also the t statistic graph; in other words, this
independent variable is also significant in the model.

Table No. 3: First hypothesis test

q .. . .. Significance (P-
Variable Description Coefficient (B) t-Statistic Value)
C Intercept (Bo) 0.389 4.14 0.00
Change in
DELTAWCR Working Capital B 321 1.87 0.06
Change in Debt
DELTADR . -0.12 -2.41 0.00
Ratio ®)
DELTAWCRDELTADR Firm Size (Bs) -0.04 -3.90 0.00
Coefficient of determination 0.35 F-Statistic 2.20
Adiusted fficient of determinati Opverall Significance 0.00
ljusted coefficient of determination 016 (P-Value) .
Durbin Watson Statistic 2.21
Testing the second hypothesis 95% level. Therefore, the t wvalues for these

The second hypothesis of the research: There is a
significant relationship between the change in the
company's debt ratio and the company's profitability.

According to the table above, the t values for the
coefficients of changes in the debt ratio, changes in the
working capital ratio, and the synergy of these two
ratios are greater than the value of this statistic at the

independent variables are in the region of rejection of
the null hypothesis, in other words, the variables in
question are significant in the regression model. The t
statistic values for the width from the origin coefficient
are not in the region of rejection of the null hypothesis,
according to the t value of the table and the t statistic
graph; in other words, it is not significant in the model.
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In other words, the t value for the width from the
origin is equal to 1.82, which is also not in the region

of rejection of the null hypothesis and is not significant
in the regression model.

Table No. 4 - Testing the second hypothesis

Variable Description Coefficient (B) t-Statistic Significance (P-Value)
C Intercept (Bo) 0.01 1.82 0.05
DELTAWCR Change in Working ) 0.00 2.10 0.02
Capital
DELTADR Chanﬁz o Debt (B2) 0.13 -4.10 0.00
DELTAWCRDELTADR Firm Size (B) 0.00 2.10 0.13
Coefficient of determination 0.02 F-Statistic 8.30
. . L Overall Significance
Adjusted coefficient of determination 0.03 (P-Value) 0.00
Durbin Watson Statistic 241

Conclusion

The main objective of this study is to investigate the
relationship between changes in working capital and
debt ratio with changes in the profitability of
companies listed on the Tehran Stock Exchange.

The results of the study showed a significant
positive relationship between the change in working
capital of companies and the change in profitability of
companies listed on the Tehran Stock Exchange. This
result indicates that the profitability of companies
increases with the change in working capital of
companies. According to this result, the first research
hypothesis was also confirmed. Also, a significant
negative relationship was obtained between the size of
the company, which was considered as a control
variable, and the change in profitability, which is
consistent with the concept of political costs, and of
course, another reason for this may be the low
productivity in large companies. Also, the results of
the study showed that there is a significant negative
relationship between the change in the ratio of
companies and the change in profitability of
companies listed on the Tehran Stock Exchange. This
result indicates that the profitability of companies also
decreases with the change in the debt ratio of
companies. According to this result, the second
research hypothesis was also confirmed. In this study,
a significant positive relationship was found between
the change in working capital and the change in
profitability of companies listed on the Tehran Stock
Exchange, which is not consistent with the results of
Abdolrahman and Mohammad Nasr (2007). Also, a
negative relationship was found between the change in

debt ratio and the change in profitability of companies
listed on the Tehran Stock Exchange, which is
consistent with the results of Arbabian and Safari-
Grayili (2009) and Talebnia and Sepehri (2006).

Suggestions from the research findings
Regarding the results of the research hypotheses, it is
suggested:
1) This issue should be examined separately by
industry.
2) It is suggested to examine the issue separately
by components of
management.

working  capital
3) It is suggested to examine this issue separately
by short-term and long-term debt ratios.
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