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This study investigates the impact of working capital management,
capital structure, and financial planning on the profitability of micro
businesses participating in the Kredit Usaha Rakyat (KUR) program in
Surabaya City. Using a quantitative explanatory research design, data
were collected from 160 micro business owners who met the criteria of
active KUR recipients for at least one year. The research employed
Structural Equation Modeling—Partial Least Squares (SEM-PLS) to test
the proposed hypotheses. The results show that capital structure has
the strongest positive and significant effect on micro business
profitability, followed by working capital management and financial
planning. Furthermore, the findings reveal that these financial
management practices are interrelated, with each construct
contributing uniquely to profitability improvement. The study
underscores the importance of integrated financial strategies for micro
entrepreneurs to enhance operational efficiency, optimize resource
allocation, and maintain financial stability. These insights provide
valuable implications for policymakers, financial institutions, and
business practitioners in designing targeted interventions to strengthen
the sustainability and competitiveness of micro enterprises in
Indonesia.
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1. INTRODUCTION

Micro, Small, and Medium
Enterprises (MSMEs) play a vital role in
Indonesia’s

economic development,

particularly in  creating employment
opportunities, reducing poverty, and
contributing to regional and national income.
In Surabaya City, micro businesses form a
significant portion of the MSME sector and
are actively supported by the government

through programs such as the Kredit Usaha

Rakyat (KUR), which provides accessible
financing to micro and small entrepreneurs,
enabling them to expand operations, improve
productivity, and enhance competitiveness.
However, despite the availability of financing,
many micro businesses still face challenges in
managing their finances effectively to achieve
optimal profitability. MSMEs contribute over
61% to Indonesia's GDP and employ more
than 97% of the workforce, highlighting their
economic significance [1], and serve as a social
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safety net, especially in rural areas, by
creating jobs and improving welfare [1].
Despite these contributions, MSMEs struggle
with integration into international markets,
limiting their export potential. For micro
businesses in Surabaya, internal barriers such
as limited managerial skills and product
innovation [2] are compounded by external
challenges, including uneven government
policies and limited access to formal financing
sources, even with initiatives like KUR [2].
Many still rely on informal financing, which is
often unstable and insufficient for growth [3],
while opportunities for development lie in
leveraging technology and digitalization—
although limited digital skills remain a barrier
[2].

One of the critical aspects influencing
business performance is working capital
management, which involves the strategic
management of current assets and liabilities to
maintain  liquidity, = meet  short-term
obligations, and avoid operational
disruptions.  Efficient working capital
management is pivotal for ensuring a
company's financial health and operational
efficiency, as it enhances profitability and
supports business growth by optimizing cash
flows and reducing financial constraints.
Working capital management is essential for
maintaining a balance between liquidity and
profitability, ensuring that companies can
meet their short-term obligations without
compromising operational efficiency [4], [5],
while efficient management of components
such as cash, inventory, accounts receivable,
and accounts payable minimizes financial
distress and enhances operational efficiency
[4]. Effective working capital management
positively influences a company's
profitability and shareholder value by
reducing the cash conversion cycle and
operating cycle, allowing firms to reinvest in
value-creating activities [4], [6], with a shorter
cash conversion cycle enabling companies to
release trapped capital and improve financial
performance [6]. However, various factors
such as industry characteristics, firm size,
profitability, growth rate, and macroeconomic
conditions  influence  working  capital
management practices [4], alongside cultural,

regulatory, and technological factors that also
play a significant role in shaping companies'
approaches to working capital management
[4].

Another key determinant of financial
success is the capital structure of the business,
which involves the mix of debt and equity
financing and plays a crucial role in balancing
the cost of capital, financial risk, and return.
An optimal capital structure allows micro and
small enterprises to leverage debt effectively
while maintaining financial stability, thereby
improving profitability. The decision-making
process regarding capital structure is complex
and influenced by various factors, including
firm profitability, industry characteristics,
and market conditions, making this balance
particularly important for micro and small
enterprises that often face unique challenges
in accessing financing. Research indicates that
a higher debt-to-equity ratio can negatively
impact firm performance, particularly in
highly profitable firms, while equity financing
tends to enhance profitability [7]. According
to the Trade-off Theory, firms must balance
the tax benefits of debt against the risks of
financial distress, with the optimal structure
varying by industry and market conditions
[8]. Small enterprises often struggle with
access to financing, which affects their capital
structure and, consequently, their financial
performance, with the impact of leverage on
financial performance being minimal and
significant differences observed only in net
profit margins [9]. In Ghana, factors such as
managerial ownership and asset structure
significantly ~ influence capital structure
decisions, with profitability inversely related
to leverage [10]. Furthermore, industry-
specific dynamics and macroeconomic factors
such as interest rates and credit market
stability also shape capital structure decisions,
necessitating a tailored approach to achieve
optimal financial outcomes [8].

In addition, financial planning plays a
crucial role in guiding micro businesses
toward their strategic and operational goals,
as it involves proper budgeting, forecasting,
and resource allocation to help entrepreneurs
make informed decisions, minimize risks, and
maximize returns. For micro businesses
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engaged in the KUR program in Surabaya
City, effective financial planning is essential to
ensure that borrowed funds generate the
intended economic benefits.  Financial
planning is vital for the growth and survival
of small firms, contributing to sales growth
and overall success [11], and it is essential for
micro and small businesses to implement
formal financial management processes to
overcome financial difficulties [12]. Proper
financial planning helps mitigate risks and
capitalize on financial opportunities, ensuring
economic success [13], yet many micro-
enterprises face stagnation due to insufficient
understanding of financial planning, often
merging personal and business finances [14].
Training and community service activities can
enhance financial planning skills, as
evidenced by the Guyub Rukun micro-
enterprise group [14], while accurate
forecasting remains crucial for guiding
strategy and making informed decisions,
though it can be time-consuming [15]. Despite
its importance, there is limited empirical
evidence focusing on micro businesses under
the KUR program, particularly in integrating
financial planning with working capital
management and capital structure as
predictors of profitability [11]. This research
seeks to fill this gap by examining the
influence of these three financial management
factors on the profits of micro businesses
participating in the KUR program.

1) To analyze the effect of working
capital management on the profits of
micro businesses in the KUR program
in Surabaya City.

2) To analyze the effect of capital
structure on the profits of micro
businesses in the KUR program in
Surabaya City.

3) To analyze the effect of financial
planning on the profits of micro
businesses in the KUR program in
Surabaya City.

2. LITERATURE REVIEW

2.1 Working Capital Management
Effective working capital
management is crucial for micro businesses as

it ensures liquidity and maximizes
profitability by strategically managing cash,
receivables, inventories, and payables to
prevent  shortages and operational
disruptions.  Efficient practices reduce
financing  costs, improve  operational
efficiency, and, in the context of the KUR
program, ensure loan funds are used
productively to drive revenue and profit
growth. Empirical evidence shows a positive
correlation  between  working capital
management and return on capital employed
[5], while in AAVIN, effective inventory and
receivables management boosted net profit
margin and return on assets [16]. Proper
management also balances liquidity and
profitability, as seen in Kerala Minerals and
Metals Ltd.,, which maintained short-term
obligations without compromising
profitability [17], and supports smooth
operations by preventing production or sales
disruptions [5]. The impact can be greater for
small firms, which often have higher
proportions of current assets and liabilities,
making them more sensitive to the benefits of
efficient working capital management [18].
2.2 Capital Structure

Determining the optimal capital
structure for micro businesses participating in
the KUR program is crucial for ensuring
financial = sustainability and enhancing
profitability, as the balance between debt and
equity financing directly affects the cost of
capital, financial leverage, and overall risk.
While the Modigliani-Miller theorem posits
that in a world without taxes, bankruptcy
costs, and asymmetric information, a firm’s
value is unaffected by its capital structure [19],
[20], real-world conditions necessitate a more
nuanced approach. The Trade-off Theory
suggests that firms should balance the tax
advantages of debt with the risks of potential
financial distress [8], and empirical evidence
confirms that capital structure decisions
significantly influence firm performance, with
optimal levels varying by industry and
market conditions [8]. In capital-intensive
sectors, excessive leverage can diminish
performance, whereas moderate debt levels
can foster innovation in industries such as
technology [21]. For micro businesses,
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particularly those in the KUR program,
effective capital structure management is
essential to avoid financial distress while
leveraging debt for growth [22], with practical
strategies including dynamic capital structure
adjustments and diversifying funding sources
to mitigate risks [8].
2.3 Financial Planning

Financial planning is a critical process
for businesses, particularly for participants in
the KUR program, as it ensures loan funds are
allocated to activities that generate
sustainable income and foster growth. It
encompasses forecasting, budgeting, and
resource management to support informed
investment decisions, effective resource
allocation, and risk control—key for long-
term competitiveness. In contexts such as
India, financial planning helps SMEs
streamline operations, reduce costs, and
increase profitability [23]. Budgets summarize
planned activities like selling, producing,
distributing, and financing, ensuring
consistency across business segments, with
key documents including the budgeted
income statement, cash-flow statement, and
balance sheet [24]. Forecasting guides
strategic decisions on sales, expenses, and
resource allocation, providing a competitive
edge and improving the chances of securing
financial support [15]. Financial planning
systems, often supported by decision-analysis
software, evaluate various strategies and
select the most effective to achieve business
goals [25].
2.4 Micro Business Profits

Profits represent the surplus of
revenues over costs and are a key indicator of
business performance and sustainability
(Kotler & Keller, 2016), with micro business
profitability influenced by internal factors—
such as operational efficiency, cost control,
and pricing strategies—and external factors—
such as market demand and competition.
Effective working capital management, an
optimal capital structure, and strategic
financial planning are vital, particularly for
micro enterprises supported by programs like
KUR. Operational efficiency and cost control
improve returns on assets [26], while pricing
strategies in low-margin markets, such as

volume-driven and bundling approaches, can
maximize gross margins [27]. Externally,
adapting to market conditions and focusing
on economic profit over profit margins can
boost sales and input efficiency, 201 [28].
From a financial perspective, efficient
liquidity management supports profitability,
though excessive debt can be detrimental [29].
Balancing debt and equity with strategic
financial planning helps align resources with
business  goals, sustaining long-term
profitability [29].
2.5 Previous Research

Several empirical studies have
established the relationships among working
capital ~management (WCM), capital
structure, financial planning, and
profitability, showing that efficient WCM
significantly improves profitability across
various business sizes, an optimal debt-to-
equity ratio enhances firm performance, and
structured financial planning supports small
business profitability through better decision-
making and resource allocation. Efficient
WCM is linked to higher profitability by
optimizing the cash conversion cycle and
maintaining optimal levels of accounts
receivables [30], with components such as
inventory conversion period, average
collection period, and cash conversion cycle
negatively correlated with profitability, while
the average payment period is positively
correlated [31]. Emphasizing WCM can also
foster formal cost controls and enhance firm
growth and productivity [32]. In terms of
capital structure, maintaining an optimal
balance between debt and equity positively
influences performance, as firm
characteristics like size and debt ratio
significantly ~determine profitability and
moderate the effects of WCM components
[33]. Meanwhile, structured financial
planning improves resource allocation and
decision-making, thereby boosting small
business profitability [32], with preliminary
frameworks suggesting that WCM strategies
help firms meet stakeholder expectations and
manage cash flows to support long-term
investments [32].
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2.6 Research Framework and Hypotheses
Based on the theoretical background

and previous studies, the conceptual

framework for this research positions

Working Capital
Management

Working Capital

working  capital ~management, capital
structure, and financial planning as
independent variables influencing micro
business profits.

Working Capital

Management

Working Capital
Management

Management

Figure 1. Conceptual Frameworks

3. METHODS

3.1 Research Design

This study employs a quantitative
research design with an explanatory approach
to examine the influence of working capital
management, capital structure, and financial
planning on the profits of micro businesses
participating in the Kredit Usaha Rakyat
(KUR) program in Surabaya City, testing the
proposed hypotheses and determining the
strength and direction of the relationships
among variables. The population comprises
micro business owners who are active
recipients of KUR financing from various
financial institutions in Surabaya City, with a
purposive sampling technique selecting 160
respondents based on three criteria: (1) the
business is classified as a micro enterprise
according to Indonesian MSME regulations,
(2) the owner has received KUR financing for
at least one year, and (3) the business has
active operations and generates regular sales
revenue. The sample size meets the
requirements  for  Structural = Equation
Modeling-Partial Least Squares (SEM-PLS)
analysis, following Hair et al. (2019), which
recommends a minimum of 10 times the
number of indicators in the most complex
construct relationship.
3.2 Data Collection Methods

Primary data for this study were
collected using a structured questionnaire
distributed directly to respondents. The
questionnaire consisted of closed-ended
statements measured using a five-point Likert

scale, where 1 = Strongly Disagree, 2 =
Disagree, 3 = Neutral, 4 = Agree, and 5 =
Strongly Agree. It was divided into four
sections: Section A covered respondent
demographic information (e.g., age, gender,
education, business type, years of operation);
Section B measured working capital
management; Section C assessed -capital
structure; and Section D evaluated financial
planning and business profits.

The variables in this study include
Working Capital Management (WCM),
Capital Structure (CS), Financial Planning
(FP), and Micro Business Profits (MBP). The
WCM  indicators consist of efficient
management of cash flow, management of
accounts receivable, inventory control, and
management of accounts payable. CS is
measured through the proportion of debt to
equity, cost of financing, ability to service
debt, and the impact of leverage on
operations. FP indicators include budget
preparation and monitoring, sales and
revenue forecasting, investment planning,
and allocation of funds to priority activities.
MBP is assessed through growth in net profit,
stability of profit margins, return on capital,
and overall financial performance.

All indicators were adapted from
prior studies—Afza and Nazir (2008), Abor
(2005), and Wijewardena and De Zoysa
(2001) —with modifications to suit the specific
characteristics of micro businesses and the
context of the KUR program. These
adaptations ensure the measurement tools are
relevant to the operational realities and
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financial structures of the target population
while  maintaining
established  theoretical and
frameworks.
3.3 Data Analysis Technique
The data were analyzed wusing
Structural Equation Modeling—Partial Least
Squares (SEM-PLS) with SmartPLS version 3
software, a technique selected for its ability to

consistency  with
empirical

simultaneously assess measurement models
(validity and reliability tests) and structural
models (hypothesis testing) even with
relatively small sample sizes and non-
normally distributed data. The analysis
process included two main stages: first, the
Measurement  Model  (Outer  Model)
evaluation, = which  involved  testing
convergent validity (loading factor 2 0.70 and
AVE 2 0.50), discriminant validity (Fornell-
Larcker criterion and HTMT ratio < 0.90), and
reliability (Composite Reliability > 0.70 and

Cronbach’s Alpha > 0.70); and second, the
Structural Model (Inner Model) evaluation,
which examined path coefficients (p values),
coefficients of determination (R?) to assess
explanatory power, effect sizes (f2) to measure
variable contributions, predictive relevance
(Q?) to evaluate model predictive capability,
and hypothesis testing through bootstrapping
with a t-statistic > 1.96 at a 95% confidence
level (p-value <0.05).

4. RESULTS AND DISCUSSION

41  Demographic
Respondents

A total of 160 respondents
participated in this study, all of whom are
micro business owners actively engaged in
the Kredit Usaha Rakyat (KUR) program in
Surabaya City. The demographic profile is
presented in Table 1.

Characteristics  of

Table 1. Demographic Profile of Respondents

Characteristic Category Frequency (n) Percentage (%)

Gender Male 72 45.0
Female 88 55.0

Age 20-29 years 24 15.0
30-39 years 58 36.3
4049 years 51 31.9
> 50 years 27 16.8

Education Primary School 26 16.3
Junior High School 43 26.9
Senior High School 63 39.4
Diploma/Bachelor’s )8 174
Degree

Business Type Food & Beverage 67 41.9
Retail & Trade 51 31.9
Services 28 17.5
Otheljs (Crafts, 14 8.7
Farming, etc.)

Years in Business 1-3 years 47 29.4
4-6 years 62 38.8
> 6 years 51 31.8

Years Receiving KUR | 1 year 36 22.5
2-3 years 79 49.4
> 3 years 45 28.1

Source: Processing data by author’s (2025)

From the demographic data, several
female entrepreneurs
outnumber male

patterns  emerge:
(55.0%) slightly
entrepreneurs (45.0%), highlighting the

strong role of women in micro business
management in Surabaya; the majority of
respondents are aged 30-49 years (68.2%),
representing a productive working age for
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entrepreneurial activities; educational
backgrounds are dominated by senior high
school graduates (39.4%), followed by junior
high school graduates (26.9%); business types
are primarily concentrated in the food and
beverage sector (41.9%), reflecting a common
profile among micro-enterprises in urban
Indonesia; most respondents have been
operating for more than four years (70.6%),
indicating a stable operational phase; and
participation in the KUR program is highest
among those who have received financing for
2-3 years (49.4%), suggesting ongoing
support and effective utilization of the
program.

4.2 Measurement Model (Outer Model)
Evaluation

The measurement model evaluation
was conducted to assess the validity and
reliability of the constructs using three
criteria: convergent validity, discriminant
validity, and construct reliability.
4.2.1 Convergent Validity

Convergent validity is established
when the loading factor of each indicator is
greater than 0.70, Average Variance Extracted
(AVE) is greater than 0.50, and the construct
Composite Reliability (CR) exceeds 0.70 (Hair
et al., 2019).

Table 2. Convergent Validity and Reliability Results

Variable Code Loading | CR AVE
Factor
WCP.1 0.865
Working Capital Management WEP2 0931 0.916 0.941 0.799
WCP.3 0.916
WCP.4 0.863
Csi 0.786
Capital Structure CS.2 0.864 0.773 0.867 0.686
CS.3 0.832
FP.1 0.759
. . . FP.2 0.875
Financial Planning P 0.882 0.833 0.891 0.675
FP.4 0.849
MBP.1 0.789
MBP.2 0.852
Micro Business Profitability MBP.3 0.831 0.892 0.919 0.694
MBP.4 0.847
MBP.5 0.848

Source: Processing data by author’s (2025)

All loading factors exceed the
threshold of 0.70, indicating strong
correlations between indicators and their
respective constructs, while AVE values
ranging from 0.675 to 0.799 surpass the
minimum criterion of 0.50, confirming that
each construct explains more than 50% of the
variance in its indicators. Composite
Reliability (CR) values, all above 0.867,
demonstrate high internal consistency, and
Cronbach’s Alpha (CA) values between 0.773

and 0.916 exceed the minimum requirement
of 0.70, further supporting the reliability of the
measurement scales used in this study.
4.2.2 Discriminant Validity

Discriminant validity ensures that
each construct is unique and distinct from
others. This was assessed using the Fornell-
Larcker criterion, where the square root of
AVE for each construct must be greater than
its correlations with other constructs.

Table 3. Discriminant Validity
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Capital Financial | Micro Working
Structure | Planning | Business Capital
Profitability | Management
Capital Structure 0.828
Financial Planning 0.766 0.821
Micro Business Profitability | 0.822 0.794 0.833
Working Capital | 0.656 0.705 0.747 0.844
Management
Source: Processing data by author’s (2025)

The results indicate that each performance context. The relatively high

construct meets the Fornell-Larcker criterion,
as the square root of the AVE for each variable
is greater than its correlations with other
constructs. This suggests good discriminant
validity, meaning that each variable —Capital
Structure, Financial Planning, Micro Business
Profitability, = and  Working  Capital
Management—is empirically distinct. In
practical terms, this ensures that the model
does not suffer from multicollinearity issues
and that each construct captures unique

aspects of the micro business financial

WCP.1
000
WCP2
92012
480389
SERE 49.705
—
WCP.4 Warking Capital

Management

‘%‘24 720

2.975

correlations, particularly between Micro
Business Profitability and both Capital
Structure (0.822) and Financial Planning
(0.794), imply a strong relationship among
these variables, suggesting that effective
capital structuring and robust financial
planning are critical drivers of profitability in
micro businesses. Meanwhile, Working
Capital Management, while still related,
shows slightly lower correlations, indicating
that its influence may be more operational
and indirect in driving profitability.

MBP.1

MEBEP.2

ESS]
433830 —

—
‘/22.260/
€53

C52

Capital Structure

FP.1
e

Fp2 :
1‘-—39259“:.

3.155

27726
3?16&
—3?0&0-;
/,cm Business

MEP.3

35 422
MEBEP.4

Profitability MEBP.5

Figure 2. Outer Model
Source: Processing data by author’s (2025)

57.866—
3 N e
-
FP.4 Financial Planning
4.3 Inner Model (Structural Model)
Evaluation

4.3.1 Coefficient of Determination (R?)

The R? value for Micro Business
Profitability is 0.774, with an adjusted R? of
0.768. According to Chin (1998), R? values of
0.67, 0.33, and 0.19 can be categorized as
4.3.2 Model Fit

substantial, moderate, and weak,
respectively. Therefore, the  model
demonstrates a substantial explanatory

power, indicating that Capital Structure,
Financial Planning, and Working Capital
Management collectively explain 77.4% of the
variance in Micro Business Profitability.

Table 4. Model Fit

‘ Fit Measure Saturated Model

Estimated Model

Interpretation ‘
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Below the maximum

SRMR 0.089 0.089 threshold of 0.10 (good
fit)

d_ULS 1.066 1.066 Acceptable

d_G 0.771 0.771 Acceptable

Chi-Square 466.604 466.604 Used _ for  model
comparison
Moderate fit

FI 72 72
N 0728 0728 (threshold > 0.70)

Source: Processing data by author’s (2025)

The SRMR value of 0.089 meets the
recommended cut-off of <0.10, suggesting that
the model’s residuals are relatively low. The
NFI value of 0.728 indicates a moderate fit,

4.3.3 Path Coefficients and Hypothesis Testing

which is acceptable for behavioral and social
science research models involving micro
business data.

Table 5. Hypothesis Testing

T P

Path O M STDEV .. Significance
Statistics | Values

Capital Structure — Micro Business | 55 | 438 | 0080 | 5456 | 0.000 | Significant

Profitability

Financial  Planni Mi

mancial - Fanng - VIO 0070 | 0276 [ 0.085 | 3155 | 0.002 | Significant

Business Profitability

Working Capital Management =1 .7, | 0564 | 0091 | 2975 | 0.003 | Significant

Micro Business Profitability

Source: Processing data by author’s (2025)

All three predictors have positive and
statistically ~significant effects on Micro
Business Profitability (p < 0.01). The strongest
predictor is Capital Structure (f = 0.435),
followed by Working Capital Management (3
= 0.272) and Financial Planning (3 = 0.270).
This suggests that optimizing capital
structure has the greatest potential impact on
increasing  profitability, while effective
working capital management and financial
planning also play critical supporting roles.

4.3.4 Effect Sizes (2)

Effect size analysis (Cohen, 1988)
would reveal the relative contribution of each
exogenous variable to the R? value of Micro
Business Profitability. Although the exact f
values were not provided in the data table, the
substantial path coefficient of Capital
Structure suggests a large effect, while
Financial Planning and Working Capital
Management likely have moderate effects.

Table 6. Size Effect

Relationship 2 Value Interpretation
Capital Structure — Micro Business Profitability 0.182 Medium
Financial Planning — Micro Business Profitability 0.264 Medium to Large
Working Capital Management — Micro Business Profitability | 0.139 Small to Medium
Capital Structure — Financial Planning 0.112 Small to Medium
Financial Planning — Working Capital Management 0.198 Medium

Capital Structure — Working Capital Management 0.076 Small

Source: Processing data by author’s (2025)

The results show that Financial
Planning — Micro Business Profitability has
the highest effect size (0.264, medium to
large), indicating that improvements in
financial planning significantly enhance the

profitability of micro businesses. In contrast,
Capital Structure — Working Capital
Management has the smallest effect (0.076,
small), suggesting that while capital structure
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influences working capital management, its
magnitude of impact is relatively limited.
4.4 Discussion

The findings of this study highlight
the critical role of financial management
practices in enhancing micro business
profitability, with results indicating that
capital structure has a significant and positive
impact on performance. This aligns with the
pecking order theory, which emphasizes a
preference for internal financing over external
debt or equity due to lower costs and reduced
information asymmetry [34], [35], noting that
more profitable firms tend to rely less on
external debt, and with the trade-off theory,
which suggests balancing the benefits of debt,
such as tax shields, against the risks of
financial distress [8]. Firm size and growth
are positively correlated with debt levels,
supporting the trade-off theory’s premise that
larger firms can better manage debt-related
risks [36]. For micro businesses, maintaining a
balanced debt-equity ratio allows operational
expansion while mitigating excessive
financial risk, leveraging tax benefits without
jeopardizing stability [37]. Additionally,
industry-specific dynamics and market
conditions play a crucial role in shaping
optimal capital structures, underscoring the
need for a tailored approach to financing
decisions [8].

Financial planning was found to
positively  influence  micro  business
profitability, emphasizing the importance of
budget  allocation,  forecasting,  and
expenditure control, in line with previous
studies that identify it as a key determinant of
long-term sustainability and competitiveness
in small-scale enterprises. By enabling
effective resource allocation and investment
planning, financial  planning allows
businesses to identify and organize financial
resources to meet goals [23], enhance
resilience and adaptability in micro and small
enterprises [38], and integrate environmental,
social, and governance (ESG) factors into
investment  decisions  for  long-term
sustainability [39]. It also facilitates robust risk
management strategies essential for business
sustainability [39], helping businesses foresee
and prepare for challenges to ensure survival

[23]. Furthermore, structured business plans
that incorporate financial planning are vital
for continuity and improved performance in
new companies [40], while in dynamic
business environments, such as India, sound
financial planning plays a crucial role in
maintaining competitiveness [23].

Working capital management
emerged as another strong predictor of
profitability, as efficient management of
current assets and liabilities ensures liquidity,
reduces financing costs, and prevents
operational disruptions, aligning with the
working capital theory which emphasizes that
optimal turnover of inventory, receivables,
and payables can enhance profitability.
Effective working capital management
supports financial stability by maintaining
sufficient liquidity to meet short-term
obligations and operating expenses, while
optimizing cash flows and balancing current
assets and liabilities helps avoid liquidity
crises and ensures smooth operations [41].
Profitability can be enhanced by optimizing
inventory turnover and accounts receivable,
as increasing inventory turnover in days
(ITID) and average payment period (APP) to
optimal levels boosts sales and provides
short-term investment opportunities [42], and
dynamic working capital management
(DWCM) reduces operating costs and
increases  operating  profits,  thereby
improving  operational efficiency and
profitability [43]. Furthermore, efficient
management of inventory, receivables, and
payables minimizes the cash conversion cycle
and optimizes the working capital ratio,
enabling companies to achieve higher cost
savings and superior performance [43].

Interestingly, the interrelationships
between the financial variables reveal that
capital structure, financial planning, and
working capital management are mutually
reinforcing in driving micro business
profitability, with high discriminant validity
results confirming that each construct is
conceptually  distinct yet interrelated,
indicating that a holistic approach to financial
management yields the best outcomes.
Capital structure plays a pivotal role in
influencing firm value and profitability,
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acting as an intervening variable that
significantly affects the relationship between
micro fundamentals and firm value, as shown
in companies listed on the Indonesia Stock
Exchange [44], while strategic debt
management within capital structure is
essential for maintaining financial stability
and enhancing profitability [45]. Effective
financial planning, including cash flow
management and strategic debt usage, is also
critical for improving financial outcomes,
with companies adopting a balanced,
technology-supported approach achieving
better performance [45] and financial
planning that incorporates ownership and
capital structure considerations further
influencing firm value and profitability [44].
Similarly,  efficient =~ working  capital
management is directly linked to higher
profitability, especially in micro and small
enterprises, where optimizing working
capital components—such as payable deferral
period and inventory conversion period —can
boost profitability [46], [47], and in small
manufacturing firms, working capital policies
are significant predictors of profitability,
underscoring the importance of aligning
working capital needs with business
requirements [48].
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