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ABSTRACT
This research investigates the effect of cash flows towards firm’s profitability using the data collected and analysed from listed firms in construction sector on Bursa Malaysia. The sample comprises of 98 firms and the data is for 6 years throughout January 2009 to December 2015. For the purpose of this analysis, a discriminatory panel regression and Pearson correlation are used to test the hypotheses. This research uses cash flow from operations (CFO), cash flow from investments (CFI), and cash flow from financing (CFF) activities as independent variables to measure cash flows. In order to measure the firm’s profitability, this research uses Return on Assets (ROA) as the dependent variable. The result from this research reveals that cash flows from operations (CFO) and cash flow from investments (CFI) has a significant and positive impact on the profitability of the firms. The findings also show there is a negative relationship exists between cash flow from financing (CFF) and firm’s profitability.Thus, taking all into consideration, this research provides insights to the business managers in overseeing the cash for ongoing operations, controlling the investing strategy and tracking the financing activities for survival and growth of the organisation. On the other hand, other stakeholders of the business use historic cash flows in this information set to make projections for future cash flows investment decisions.
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INTRODUCTION
The financial success on firm’s performance in construction industry rely on the combination of several factors including the cash inflows and cash outflows of the company. Cash inflows refer to the amount of cash received while the latter indicate the amount spent by the firm in a specific period. Poor cash flows mean no payments to subcontractors, laborers, and crews, and no purchases of needed materials. It can lead to limited ability to complete tasks on site, cutting corners in work, or slower pace to match the amount of cash available. Hence, the need of stability and liquidity of cash flows is important when assessing the financial position of a business. In other words, cash flow values are important to analyze the length of cash in operations management, identify the length of investment and examine the cash in financing activities that impact the firm’s profitability. This results in better financial performance measurement and increase the efficiency in decision-making process.

This research is organized into various parts. The analysis of the effect of cash flows on firm’s profitability serves as the main purpose of this research. This study analyses the firm’s cash flow statement generated from the annual report. The firm’s cash flow statements from the annual report The cash flow statement is a financial statement showing the firm's cash resources and cash usage over a period of time. In the next section is a review of the relevant literature, where the gaps and shortcomings of the effect of cash flows and firm’s profitability are discussed. This is followed by the methodology where hypotheses are introduced, and this paper concludes with a discussion of the results.
LITERATURE REVIEW
Cash flow and firm’s profitability

In Malaysia, it is reported that projects execution and deliverable performance declined dramatically because of the poor time and cost performance issues (Abdul Rahman et al., 2012; Ramanathan et al., 2012 and Endut et al., 2009). However, many researchers opined that there were many problems of cost variance instead of time variance in Malaysia (Abdul Rahman et al. 2012 and Ramanathan et al., 2012). Aftab Hameed Memon et al. (2010) identifies the significant causes (factors) affecting construction cost for Majlis Amanah Rakyat (MARA) mega projects. The results of the research showed strong positive relationship between cash flows and firm’s performance. Contractors with high-level of financial difficulties, poor site management and supervision, inadequate contractor experience, shortage of site workers, incorrect planning and scheduling by contractors are the most major factors cause projects could not be completed within the timeframe and stipulated budget. The problem of cost variance gives significant threat to the development of the construction industry (Abdul Rahman et al., 2012) in Malaysia. For example, Abdul Rahman et al. (2012), in his research study stated that only 11% of respondents mentioned that normally their projects were finished within the budgeted cost, 89% of respondents agreed that the projects exposed to cost -overrun problem i.e. average overrun at 5 to 10% over the contract price. Meanwhile, Endut et al. (2009) survey showed that out of 359 projects in Malaysia, only 46.8% of public sector and 37.2% of private sector projects were completed within the stipulated budget. Consequently, most of the projects in Malaysia showed negative impacts on the country construction economy lead to arising in construction costs, dampening contractor’s profit-making, tarnishing the firm’s reputation and to the extent of complete abandonment of the projects (Memon et al., 2011 and Ali and Kamaruzzaman, 2010). Schiantarelli and Sembenelli, (2000) in their research study signified that cash flow sensitivity may have an impact on a firm’s investment/financing behavior. Mang’o (2010) revealed that cash flow has great influence on profit of firms. Cash flow from operating and financing activities increase firm performance parallel to the increase in financing and investing cash flow that is consistent over the years. This indicates that increase in financing cash flows through borrowing or floating equity to the market positively contributes to firm’s profitability. Therefore, it is important for a firm to meet its liquidity needs in its daily operation for firm’s growth.
The cash flow statement of a firm reflects cash generation and expenditure (Davis, 2016). It includes short-term cash inflows and outflows. The cash flow statement describes the amount of cash flow deriving from the entity and provide reasons for the cash flow. It is an important source of information on the cash flows of the enterprise (Wijewaradana and Munasinghe, 2015: 42; Gücenme and Arsoy, 2006: 66). The cash flow statement is classified in three main sections namely cash flows from operating activities, cash flows from investing activities and cash flows from financing activities (Carslaw and Mills, 1991). 
The effect of cash flow from operations and firm’s profitability
Cash flows from operations depict the cash-generated or cash-depleted in the firm’s daily operations business activities. A growing firm may experience negative operating cash flows in the initial stages of growth due to expansion of inventory and payment of short-term maturing obligations. It means that a firm’s expenditure higher than its revenue. Positive cash flows indicates decline in spending while sales increase or remain constant. However, if sales plummet, the firm is faced with liquidation or bankruptcy (Lan, 2012). Cash flow from operations is generally calculated according to either direct and indirect method. The direct method includes the amounts collected from customers, the payments to suppliers, the payments for operating expenses, payments for interest expense, and payments for income taxes to ascertain the figure for cash flow from operating activities. As for the indirect method, the cash flow from operations is ascertained by starting with net  income and then adjusting it for non-cash expenditures for instance, depreciation (Frank & James, 2014). 
The effect of cash flow from investments and firm’s profitability
Cash flow from investments measure a firm’s investment. This includes making capital expenditures, acquire property and equipment to expand the business. This is where investment in other companies and capital expenditures that relate to purchase of fixed assets such as plant and machinery are recorded. Generally, a firm may have negative overall cash flow for a given quarter. Negative cash flow from investments means the firm buys more of its assets than it is selling and vice versa (Frank & James, 2014). The negative overall cash flow may be a result of heavy investment expenditures, which is not necessarily indicates a bad thing (Ambreen & Aftab, 2016).
The effect of cash flow from financing activities and firm’s profitability
Cash flow from financing activities is defined as “…the remaining of activities that cannot be classified either as operating or investing” (Omag, 2016). Cash flows from financing activities relate to those activities neither operating nor investing. Example include loan repayments, investment by firm owners, dividends received by firm owners and supply of bonds or stocks. This result in cash outflows or inflows which are affected by a firm’s financial strategies. During firm expansion, lack of adequate cash inflows may require a firm to sale securities or bonds for the maintenance in business operations. However, at maturity stage, firm operations require comparatively lower amount of financing. Supply of securities in financial markets is an essential source of cash for firms (Gambacorta, Yang & Tsatsaronis, 2014). Cash flow patterns may be described by considering business cycles (Nyamache, Nyambura & Mishra, 2013).

METHODOLOGY
The focus of this study to evaluate the effect of cash flow on the firm’s profitability for construction firm listed in Bursa Malaysia concerning the relationship between length of ongoing operations, investment strategy and transparency of cash financing. The estimation method used in this research is to perform investigation on the relationship between cash flow and firm’s profitability. The measurement tools that apply in this research are the statement of cash flow ratios using operating, investing and financing cash flow as the basis to evaluate the financial position of a company. This statement of cash flow is an important statement which is used to evaluate firm’s financial figure. However, there is limitation in using the ratio when there is no cash generated from operating, investing or financing activities which result to the negative cash ratios that cannot be used to determine the firm growth.

Research Design

Research design is a model design pattern used to test the research questions. The correlation between the results in mathematical form is generated by the Schindler model (2006). This research study was conducted with a descriptive test. This design is useful to analyze the cause and effect relationship between two or more variables.

Population
Population is the focus group for this research. It is among the choices that will be selected for several reasons. In this research, the population is a firm that carrying out construction activities and listed in Bursa Malaysia throughout January 2009 and December 2015.

Sample
This study uses random sampling method for 98 construction firms from the available population of construction firms listed in Bursa Malaysia. They have the same probabilities to be evaluated since there are no different in their category and nature of business characteristics. 

Data description and Analysis
This study is conducted using the annually data from the year 2009 to 2015 and it is structured in Panel. Most of secondary data were retrieved from CEIC database, Department of statistics of Malaysia, Thomson Reuters Data Stream as well as from the database of the National Property Information Centre (NAPIC). The data for the variables were analyzed using Stata’s software. Table 1  shows the relationship between the various variables, the independent variables are cash flow from operations, investments and financing activities while ROA is determined as dependent variable. In addition, Pooled Ordinary Least Squares test and Panel Data (cross sectional time series analysis) technique are employed in this research study.
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Table 1: Dependent and Independent Variables
Therefore, the regression models used is shown below: 
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where ROA represents return on assets. [image: image17.emf]
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 represents the period of time (2009-2015). [image: image21.emf]
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 are estimated coefficient of the independent and control variables. Also, refers to the random error term. The set of independent and control variables include:

CFO = Cash Flow from Operations
CFI = Cash Flow from Investments 

CFF = Cash Flow from Financing
SIZE = Firms size
Conceptual Framework

The following Figure 1 represents the conceptual framework for this study. The independent variables are cash flow from operations (CFO), cash flow from investments (CFI), and cash flow from financing (CFF) that act as a key to lead this research in narrowing focus on the literature review. Meanwhile, the dependent variable which is firm’s profitability is to evaluate the level of impact of cash flow after developing the relationship with the independent variables. Therefore, Return on Assets (ROA) is used as a proxy for firm’s profitability.
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Figure 1: Conceptual Framework for the relationship between cash flows variables and firm’s profitability in Malaysia
Research Hypothesis
Hypothesis is needed to evaluate the link between the independent variables and dependent variables. The developed hypothesis for each variable used in this study is based on the review of the literature of different researchers that has similar and contrasting finding. 

This study hypothesis the following:
H1: There is significant positive relationship between cash flow from operating activities and firm’s profitability.
H2: There is significant positive relationship between cash flow from investing activities and firm’s profitability.

H3: There is significant negative relationship between cash flow from financing activities and firm’s profitability.

RESULTS AND FINDINGS
The findings of the descriptive analysis, correlation analysis, BP Lagrange Multiplier test, Hausman test, diagnostic tests and also the fixed effects regression were analysed and discussed as follows:
Descriptive Analysis Results
Table 2 demonstrated the descriptive statistics outcomes of dependent variable, ROA and independent variables, cash flow from operations (CFO), cash flow from investments (CFI), and cash flow from financing (CFF) used in the analysis. The table shows the summary statistic for 98 observations the analysis for each variables. 
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Variables ObservationsMeanMinimumMaximumStd. Dev.

ROA980.11750.05170.21540.0223

CFO985.3912.3897.3890.613

CFI984.8871.9895.3890.621

CFF985.6344.9886.2980.644

SIZE9817.22117.54618.8561.363


Table 2: Descriptive Statistics
The results in Table 2 shows the mean of ROA is 11.75 percent from total assets and standard deviation of 2.23 percent. The minimum and maximum value for ROA is 5.17 and 21.54 percent respectively. Correspondingly, the mean for the first independent variable, CFO is 5.391 and standard deviation of 0.613. The minimum and maximum value for CPO is 1.989 and 5.389 respectively. The second independent variable, CFI, the mean is 4.887 percent with the minimum, maximum and standard deviation of 1.989, 5.389 and 0.621 respectively. The last independent variable, CFF indicates the mean of 5.634 and standard deviation of 0.644. The minimum and maximum value is and 4.988 and 6.298 respectively. For control variables, SIZE has the mean value of 17.221 as measured by the logarithm of the total assets of the firms with a minimum value of 17.546 and a maximum value of 18.856. The standard deviation of firms size among the construction firms in Malaysia is 1.363.
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Correlation Analysis Results
The results in Table 3 reports the correlation coefficients among variables. The return on assets is negatively correlated with cash flow from operating (CFO) and cash flow from financing (CFF) activities. The negative correlation indicates when the proxy variables increase, it has adverse effects on the firm’s profitability. The correlation results reveal that there is positive association between cash flow from investments (CFI) and the return on assets (ROA).
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Table 3: Pearson Correlation Coefficients
Panel Regression Results 
Based on Table 4, the Random - Effect (RE) Model is more appropriate compared to Pooled Ordinary Least Squares (OLS) Model. The null hypothesis is rejected at 1 percent significant level because of the presence of error term which is not constant and will affect the efficiency of the Pooled OLS Model. However, when comparing the Random - Effect (RE) Model and Fixed - Effect (RE) Model using the Hausman Tests, the null hypothesis is rejected because the p-value is statistically significant at 1 percent level. There is a co-variance between the error term and the regressor, making random effect statistically not efficient. Therefore, the Fixed-Effect Model is more appropriate for this study compared to Random-Effect Model. 
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***Significant at 1% level; **Significant at 5% level 
Table 4: Summaries of the Panel Regression Analysis
The estimation results from the Fixed-Effect Model as shown in Table 4 indicate that there is significant and positive relationship exists between the cash flows from operating (CFO) and firms’ profitability. The null hypothesis is rejected at 1 percent level of significance. Here, it means that one percent increase in CFO will lead to 0.0188 percent increase in firms’ profitability. The above finding also shows that there is a positive relationship between cash flow from investments (CFI) and firms’ profitability. The CFI is significantly influencing the firm’s profitability. Therefore, the null hypothesis is rejected at 1 percent significant level, suggesting evidence a one percent level increase in CFI will lead to an approximately 0.0311 percent growth in profitability. Additionally, the result also explains that the relationship between cash flow from financing (CFF) and firm’s profitability is significantly negative in the FE regression model. Therefore, the null hypothesis is rejected at 1 percent level, indicating that there is a significant relationship between CFF and firm’s profitability. It means to highlight that the profitability would grow by an approximately 0.1150 percent, while the CFF would decrease by one percent.
CONCLUSION
This study aims to determine whether there is relationship between cash flows and firm’s profitability of companies carrying out construction activities in Malaysia. This study serves to reveal the effect of cash flows on firms profitability by estimating the impact of three types of cash flows from operations, investments and financing activities of companies listed on Bursa Malaysia for six years periods from 2009 to 2015. This study is evidence to explain that there is a significant link between cash flow and profitability of the construction companies listed in the Malaysian stock exchange. There is a relationship between dependent and independent variable. The decision also explains that the independent variables will affect the dependent variables generated from the dependent variable determined as the impact of other sources of causes that are not among these studies as an example of which is the acquisition. Hence, this study, structured variables are considered as a prominence and complete to impress the company's profits.
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