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ABSTRACT

This study explored working capital management effects on value of organizations in the
manufacturing and allied category. The stakeholder theory and the Cash Conversion Cycle
Theory were the theoretical underpinnings of this research using a descriptive cross-sectional
study. The target population and sample was the nine firms in the NSE. Checking for
normality, multicollinearity, and heteroscestdastcicty were the diagnostic tests conducted
before doing the inferential statistics. The correlation findings showed that there were
negative and insignificant correlations between accounts receivable days and accounts
payables days and firm value whilst a positive and significant correlation between firms’
value was observed. The model was found to explain 35.9 % of change in firm value and this
was significant. Inventory days had negative and statistically significant impact on firm value
whilst account receivable days, and account payable days had positive and insignificant
effects on value of a company. The study recommends that managers of manufacturing
companies should aim to store less amounts of inventory so as to have low costs of
warehousing, insurance, and security costs that usually arise with increasing inventory and
allocation of the company’s funding so that the company faces high interest expenses. The
study recommends that manufacturing firms should strive to reduce the amount of inventory
S0 as to reduce costs because a longer duration of inventory days also increase the costs and
would require more funding from the company to meet these costs and this can reduce the
value for the firms. There is need for further research on WCM components effects on firm
value among small and medium manufacturing firms and other larger firms that are not listed
on the NSE. The study further suggests for future research to consider using integrating
secondary and primary data to gain more insight on the influence of WCM factors on value
of companies.



CHAPTER ONE: INTRODUCTION

1.1 Background of the Study

The concept of working capital management (WCM) is a trade-off between liquidity risks
and profitability and thus has an influence on market value of an organization. WCM is a
critical part of business finance and has an important role to play in sustainability of an
organization and in creating value for the firm’s shareholders (Vijayakumaran, 2019).
Corporate finance experts see WCM as a significant asset to the firm value as it has major
role to play in determining the risk, liquidity, and profitability of the organization and also

the overall objective of the value of a firm.

Firms aim to have an upper level of working capital that can maximize wealth of a company
(Bandara, 2015). A well created and executed WCM is anticipated to give positive results in
company value. WCM has a significance effect on probability and liquidity of an
organisation. Therefore, financial managers around the globe have been investigating for
approaches in which to achieve efficient WCM so as to maximize value and their profits. The
company value cannot be exploited in the long term unless it is able to survive the short term

(Mitau, 2013).



The component of working capital has a varied effect on value of an organization and the
managers must be attentive in creating working capital optimum. According to Tauringana
and Afrifa (2013), managers must select the existing investment levels of each part of
working capital to make sure of the smooth running of the day-to-day operations. The study
adopts the cash conversion cycle theory which has been widely adopted in studying working
capital management which is the period a firm is expected to transform its supply
contributions to cash. Thereby this theory was adopted as it defined these periods into
accounts receivable days, inventory days, and accounts payables days. Firm value is the
response variables and is described as the ability of the company to generate value for
different stakeholders associated with the firm that include suppliers, shareholders,
customers, and staff. The different parties to whom the firm must create value are known as
stakeholders and thus the stakeholder theory was included into the study’s theoretical

framework.

1.1.1 Working Capital Management



WCM is the present assets investment and present liabilities which can be transformed to
liquid assets in less than a year and is thus important for organisation’s daily activities
(Kesimli & Gunay, 2011). WCM involves creating and a balanced level of present liabilities
and present assets needed by the organization. Management of liabilities and short-term
assets requires an in-depth inquiry as it has an important part to decide the profitability of the
organisation, organisation risk and also its value (Bandara, 2015). WCM can competently
generate financial value for an organization where the effect of financial value is to grow the
value and company performance. The gross working capital is the one of the parts of WCM
and is the organisation’s asset in networking wealth and current assets which is also the

variance amongst present liabilities and current assets (Pandey, 2011).

There are other proxies that have been used to measure WCM in past empirical studies. For
example, Bandara (2015) adopted Working Capital Financing Policy and Working Capital
Investment Policy to measure WCM. Mitau’s (2013) research identified inventory
management, cash management, accounts payables management, and accounts receivables
management as variables to measure WCM. In their study, Ademola and Kemisola (2014)
used aggressive investment policy, cash conversion cycle, account payment period, inventory
conversion period, and account collection period as indicators for WCM. Makori and
Jagongo (2013) adopted inventory conversion period, cash conversion cycle, and average

collection period, and average payment period,

Ademola and Kemisola (2014) used the relative solvency ratio, cash ratio, cash conversion
cycle, net trade cycle, and current ratio. Among these, cash ratio, current ratio, and quick ratio

are referred to as conventional proxies of working capital. Others are referred to as dynamic
3



measures of working capital and include CCC and net trade cycle. CCC remains an important
measure of liquidity in comparison to current ratio that has an impact on profitability.

Cumbie and Donnell (2017) used accounts payable, inventory, and as accounts receivable.

1.1.2 Firm Value

According to Mariana, Andari, Susiani, and Saudi (2019), the firm value or also called the
company's market value is the price paid by prospective buyers of the company. Company
value refers to the current value of the anticipated upcoming movements reduced at the rate
of return needed by shareholders (Bandara, 2015). A company’s value is the observation of
an investor towards the organisation that is linked to the process of stock. The major
objective is to increase firm value of firm wealth. Making the most of firm value also makes
the most of the shareholders wealth as the most important goal of the firm. Company value is
shown in stock prices that are increasing and steady. Higher stock prices make organisations
get value higher and the effect of this is market confidence on the existing performance of the

firm and its future outlook which is significant in investment negotiations (Moeljadi, 2014).

Organisation value can also be known from the earnings and its sales (Mariana et al., 2019).
There are several parameters that have been utilized to measure organisational value.
Brigham’s (1999) study adopted the market value toward performance of the firm as an
indicator for market confidence on a company’s intrinsic value. This value is found by
market devaluation revealed by stock price under book value and market appreciation to
stock prices above the book value. Tobin’s Q is a ratio of market to book value which is
calculated from the ratio of the market price of a firm’s equity plus debt that is divided by the

corporate assets value.



The Price to Book Value (PBV) is another approach that can be used to measure
organisational value. The PBV is used by investors to deliberate the ration of capital markets
such as PBV to identify which stock prices are too high(overvalued), reasonable, or tool low
(undervalued). The Market-to-book ratio has also been used to measure firm value and is
arrived at by dividing the book value of equity and a firm’s stock market value (Sabrin,
Sarita, Takdir, & Sujono, 2016). The success of an organization that has created thus value

gives hope to shareholders in the context of higher profits (Mariana et al., 2019).

1.1.3 Working Capital Management and Firm Value

There are several studies that have established WCM had positive impact on value of a
company. These studies include Ademola and Kemisola (2014) study found evidence that
WCM had positive effect beverages and food manufacturing companies’ market value.
Vijayakumaran (2019) found that WCM had an effect on value of organizations. In their
analysis of WCM components on firm value, Cumbie and Donnell (2017) found positive
evidence showing that the three models of WCM used had a statistically significant
relationship on firm value. Negative association amongst WCM and company value has also
been found in the literature. These include Sudarsi’s (2017) investigation on WCM effects on
firm value in Indonesian manufacturing sector which established a negative impact on a

value of companies.

Arachchi, Perera, and Vijayakumaran (2017) investigation found that WCM measured by
CCC had a negative relation to firm value. Ogundipe ldowu, and Ogundipe (2012) did an
examination on WCM impact on firm value in Nigeria and found that there existed negative

and link amongst WCM and firm value. Nha and Loan (2015) examined the association
5



between firm value and WCM and found negative relationship evidence for Vietnamese
firms. Chamaazi (2017) assessed WCM and economic value of companies and established a

negative link between WCM and economic value.

1.1.4 Manufacturing Sector in Kenya

In 2016, Kenya’s manufacturing sector grew 3.2 % in 2014 and later to 3.5 % in 2015 and
contributed 10.3 % of gross domestic product (GDP). However, the economy has been
growing at a faster rate than the manufacturing industry as the economy grew by 5.6 % in
2015 which suggests that the contribution of the manufacturing sector to the nations GDP has
reduced significantly over time. This can be distinguished as an era of deindustrialization
where industry and manufacturing are comparatively under-developed (Were, 2016). The
manufacturing and allied sector contribution to GDP has been stationary with small increases
in the past thirty years with an average of 10 % from 1964-1973 and a slight increase to 13.6
% from 1990-2007 and an average of less than 10 % in the past few years (Mutua & Atheru,

2020).

Majority of the allied and manufacturing companies listed in the Nairobi Securities Exchange
(NSE) continue to show their net profits declining. The Kenya Industrial Transformation
Programme (KITP), Kenya’s Vision 2030, and the “Big Four” agenda are some of the
government’s plans for the manufacturing sector targeted 2022 growth along with increasing
the sector’s GDP contribution to 15 % from the current 8.4 % (Kenya Association of
Manufacturers [KAM], 2018). In the NSE, the manufacturing and allied category of firms

consists of nine manufacturing firms.



1.2 Research Problem

In theory, WCM has a mixed impact of company value of organizations and for shareholders.
The evidence suggests that there have been mixed impacts of WCM on firm value. This
means that WCM is an important variable for top management and mangers in an
organisation in their pursuit of creating wealth for firms by accumulating the company value.
The efficiency of working capital is critical more so for construction and manufacturing
companies as a major component of their assets are current assets (Horne & Wachowicz,

2000).

Most of the studies have been done in the global context and these research (Ademola &
Kemisola, 2014; Vijayakumaran, 2019; Cumbie & Donnell, 2017) have found positive
impact of WCM and firm value whilst other studies (Arachchi et al., 2017; Ogundipe et al.,
2012; Nha & Loan, 2015; Chamaazi, 2017) established negative relationship between these
variables. Locally, Waweru (2011) explored WCM and firm value in the NSE and
established an association. Wembe (2014) established a positive relationship between then

variables. There is evidence of research on WCM and the firm in Kenya.

However, these studies investigated association amongst firm profitability and WCM
(Makori & Jagongo, 2014; Too, Kubasu, & Langat, 2016) and firm performance (Mwangi,
Muathe, & Kosimbei, 2014; Nyamweno & Olweny, 2015; Wembe, 2014), with only one
study estimating the effects on company value (Waweru, 2011) research on WCM and
company value. There is less evidence of studies focusing on WCM and firm value a

research question that this study aims to answer.



1.3 Research Objective
This research examined effects of WCM on firm value among manufacturing firms listed in

the NSE 2015 — 2019.

1.4 Value of the Study

This consequence of the study is it provides information to the investigation on the link amid
WCM and firm value. There is less evidence of studies that have examined this relationship
in the Kenyan context and thus the research will contribute to further research between these
variables in the Kenyan context in different industries. This study is of significance to the
policy and decision makers in the financial management, corporate governance, and top
leadership in the manufacturing sector on WCM and firm value in an aim to support decision
making on WCM in the corporate sector. The study is imperative to and also in decision

making to improve the value for shareholders in manufacturing firms quoted in the NSE.



CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction
This chapter presents available material on working capital and firm value from a local,
global, and regional perspective. The determinants of firm value are also presented there in

along with the theories guiding the study, and the study’s conceptual framework.

2.2 Theoretical Framework

2.2.1 Cash Conversion Cycle Theory

Blinder and Maccini (2001) are credited with the cash conversion cycle theory which they
described as the duration that it takes a firm to change its supply contributions into cash. The
theory examines how effective a company is in handling its working capital. A firm gets
inventory through credit which means that the firm has accounts payable. Firms also sell
their products on credit, which can result to accounts receivable. This means that cash is not
used in the transactions up until the firm gathers accounts receivable or pays the accounts
payable. Hence, CCC estimates the duration between cash recovery and cash outlay

(Siddiguee, Khan & Shaem Mahmud, 2009).

The shorter this cycle is, the fewer durations when capital is held in the operations of
business and hence the healthier for the firm’s objectives (Wang, 2002). Supporters of the
CCC contend that shorter cycle permits businesses to acquire cash fast and this is used for
debt repayment or extra acquisitions. Thus, it is every business aim to cut the cash

9



conversion cycle by making fast expenses from clientele and slows the costs to dealers. The
CCC can also be negative, for example, if a firm has a position in the market that is strong, it

can create terms of purchase to suppliers and thus delay its payments (Brennan et al., 2003).

The cash conversion cycle has been criticized for not yet being fully studied. The criticism
comes from the fact that much of the literature on CCC is focused on effects of the theory on
company profitability. Several past studies (Shin & Soenen, 1998; Deloof, 2003) show
support that the profitability of an organization is reversely related to its CCC. Despite this
limitation, the theory has been used in studies (Waweru, 2011; Yator, 2018) that have

focused on working capital management as the independent variable in their study.

2.2.2 Stakeholder Theory

Dr. F. Edward Freeman is credited with the Stakeholder Theory and has been successful
applied in a myriad of disciplines that include finance, corporate strategy, management,
business ethics, marketing, and accounting, (Freeman, 1984). The major assumption of the
stakeholder theory is that organisations create value by synthesizing and aligning the interests

of stakeholders engaged in an organization.

Stakeholder theory argues that organizations have value for other actors as well. By
purchasing products, organisations have value for their suppliers, and they provide value for
their staff by paying wages. This suggests that the creation of value is a multidirectional
activity and not a directional activity (Kraaijenbrink & Spender, 2011). According to
stakeholder theory, organizations must be steered not only for shareholders but also for

stakeholders (Harrison, Bosse, & Phillips, 2010).

10



The stakeholder theory has been criticized for not yet living up its promise as a fruitful theory
of the firm. The open idea of value creation, stakeholder theory is not able to make choices
on which stakeholders to exclude and which to include when making organisation decisions
However, the theory has been adopted in studies of WCM and creating value for a firm. The
theory is relevant for this study as companies aim to create value for shareholders and all
other entities that they engage with in their business. These include suppliers, consumers, and

also their employees.

2.3 Determinants of Firm Value

2.3.1 Firm Specific Determinants

Gharaibeh and Qader (2017) found statistical evidence that growth opportunities, solvency of
the firm, profitability, and market capitalization had statistically significant relationships with
firm value. Inspected the impression of operating costs, earnings, gearing ratio, dividend
payout ratio and cost of capital on firm value, Kamunde (2011) established that there existed
an adverse association amongst firm value, gearing ratio, and dividend payout. Ramadan
(2016) researched firm value and firm ratios and found evidence of a significant connection
between firm size and age, sales revenue, earning per share, operating cost, pay-out ratio, net

margin, book value, dividend per share, and capital expenditure.

2.3.2 Environment Specific Determinants

Njagi (2017) investigated the association between firm value, firm’s efficiency,
macroeconomic environment, and between capital structures of companies listed in the NSE
and established that growth in GDP, inflation, and interest rates influenced firm value.

Simékova (2017) examined the exchange rates effects on firm value and the estimation
11



results revealed that for the whole period, there was a negative connection among exchange
rate and companies’ stock value. Hsan, Rashid, and Naz (2018) researched on the changes in
exchange rates on firm value of Pakistani firms and found that exchange rate volatility had
negative effects on company value. Han’s (2012) study focused on the association amongst
exchange rate and firm value sensitivity among Taiwanese firms and found that company

value was indeed affected by volatility in exchange rates.

2.4 Empirical Literature

Cumbie and Donnellan (2017) researched working capital components on firm value among
Firms in the United States. The sample consisted of hundred and forty companies from the
Russell 2000 index from which a sample of manufacturing firms, retail firms, services
industry, and the wholesale trade industry were recruited into the sample. A regression
analysis was conducted which revealed that there existed positive connection amongst WCM

components and firm value.

Sudiyatno, Puspitasari, and Sudarsi (2017) examined the connection among firm
performance, firm value, and working capital policy among in manufacturing organizations
in Indonesia. The findings indicated that return on asset had a negative impact on
organization value. The study does not measure the straight association amongst working

capital variables and value of organizations which is a research gap that this study will fill.

Arachchi, Perera, and Vijayakumaran, (2017) examined effects of WCM on value of an

organization from a sample of forty-four firms in Sri Lanka in a four-year period from 2011-
12



2015. Accounts payables days, inventory days, and accounts receivable days were the
independent variables and whilst Tobin’s Q was the response variable. Sales growth, firm
leverage, and firm size were measured as control variables. The findings indicated that CCC

had a negative relationship to firm value.

Nurein and Din (2017) conducted an investigation on the mediating role of innovativeness of
the firm on the effect of WCM on value of an organization among four hundred firms that are
innovative and non-innovative quoted in the Bursa Malaysia from 2006-2015. It was
observed that a better WCM for innovative firms than non-innovative firms as they applied

their innovative capacities to enhancing their working capital presentation.

Ademola and Kemisola (2014) investigated WCM impact on market value of companies in
Nigeria using aggressive Investment Policy, Cash Conversion Cycle, Account Payment
Period, Inventory Conversion Period, and Account Collection Period as explanatory variables
and Tobin’s Q as the response variable. The results revealed WCM indicators positive

significant effects on company value included in the sample.

Moussa (2014) investigated WCM influence on the value and performance of industrial firms
from 2000-2010. The study adopted two empirical models in which one of the models
consisted of the CCC as a proxy for WCM. It was found that performance of the firm was
positively linked with the cash conversion cycle length. The second model showed a positive
and significant connection between CCC and company value of the firm suggesting that

investors preferred firms with longer periods of CCC.
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Locally, Waweru (2011) examined the association between value of firms and WCM of 22
companied listed in the NSE from 2003-2009. The findings showed a link amongst firm
value and WCM. Wembe (2014) assessed WCM effects on firm performance of companies
operating in the Kenya Ports Authority and found that management of working capital can
contribute to excess in the Net present value (NPV) of the company’s cash flows and thus an

increase to its shareholder value.

2.5 Summary of the Literature Review

There is a plethora of studies that have explored the connection amongst WCM and company
value firms from a global context (Cumbie & Donnellan, 2017; Sudiyatno et al., 2017) and a
regional context (Ademola & Kemisola, 2014; Moussa, 2014). Locally, there is paucity of
studies (Waweru, 2011; Wembe, 2014) that have examined the relationship. The studies that
have explored this relationship were not focused on the manufacturing sector which this
study aims to do given the importance the sector has to the economic development of the

country.

2.6 Conceptual Framework
The WCM indicators are presented in the left side of the page with firm value indicators

shown in the right hand side of Figure 2.1. The control variable for the study was firm size.

14



Independent Variables Dependent Variable

WCM

e Accounts receivable days

Firm Value
e Tobin’s Q

e Inventory days

e Accounts payables days

e Firm size

Control Variable

Figure 2.1: Conceptual Model
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction
This chapter presents, justifies, the selected research techniques that are adopted for this
study. These include the study’s research design, population, sample, data collection

methods, and data analysis.

3.2 Research Design

A descriptive research approach was adopted. The descriptive research approach can be
distinguished as either cross-sectional or longitudinal where data is collected and analysed
during a specific time period in the former design whilst data is collected over a period of
time in the latter design. The descriptive cross-sectional study design was used as the data

was gathered and analysed once during a specific time duration.

3.3 Population
A population means the number of elements or units that the findings of the study can be
generalized. The nine companies in the manufacturing and allied sector of Nairobi Securities

Exchange (NSE) made the target population as shown in Appendix 1.

3.4 Data Collection

Secondary sources were used in this research was information being gathered from the
annual reports on the sampled organizations which are readily available from The Internet.
The researcher created a data collection sheet that showed the variable information for each

of the firms which was used in the analysis of data. This data was quantitative in nature and
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thus analysed using statistical techniques. Table 3.1 presented the variables description, the
measurements that were used to measure the variables and the source of citation from which

the variable measurements was adapted from.

Table 3.1: Description of Variables

Variable Measurement Source
Accounts receivable (Accounts Receivable / Revenue) Cumbie & Donnellan (2017)
days X Number of Days In Year
Inventory days (Ending inventory/cost of goods Cumbie & Donnellan (2017)
sold for the period) x Number of
Days In Year
Accounts  payables (Accounts Payable / Cost of Arachchi, Perera, &
days Goods Sold) x Number of Days In  Vijayakumaran (2017)
Year
Tobin’s Q Market value of a company Ademola & Kemisola (2014)
divided by its assets' replacement
cost
Firm Size Natural log of total assets Ramadan (2016)

3.6 Data Analysis

3.6.1 Diagnostic Tests

Diagnostics are techniques of analysis that are aimed to identify whether there are
unfavourable cases such as lack of heterogeneity of variance and models which can be found
in data (Eyduran, Ozdemir, & Alarslan, 2005). One of the tests was to check for normality.
The study used the Kolmogorov-Smirnov (K-S) test and the K-S and Shapiro-Wilk tests as
they are the most widely used methods to check for normality and this was used in this study.

The study also checked for multicollinearity in the data. Multicollinearity is present when the

17



independent variables of included in a regression model have high correlations between

them.

3.6.2 Analytical Model
The study’s objective was to explore the connection amongst WCM and company value.
Multiple regression was adopted to determine the effect of WCM components on Tobin’s Q

represented firm value. The proposed analytical model was thus;

Tobin’s Q = Po + B1ARDy + 21Dt + BsAPD: + PaER: + e
Where;
Tobin’s Q refers to firm value
ARDt; is the Accounts receivable days
ID: refers to Inventory days
APDx represents the accounts payables days

ER:Exchange rate

3.6.3 Tests of Significance

Tests of significance are a formal technique which is used to compare observed data with a
hypothesis which is the object of assessment. Tests of significance are designed to create an
objective measure to make decisions about the validity of the generalization (Parkhurst,
2001). This study used the p value as the test of significance and was measured at the 95 %

confidence level.
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CHAPTER FOUR: DATA ANALYSIS AND INTERPRETATION

4.1 Introduction

This chapter is about the analysis of data and its interpretation. The results are presented in
tables and supported by an interpretation. In terms of content, the chapter has sub-sections of
diagnostics, descriptives, correlation, and regression analysis. Discussion of findings is the

last sub-section of the chapter where findings are compared with previous studies.

4.2 Diagnostics
The diagnostic test conducted before embarking on the data analysis included checking for
normality, multicollinearity, and heteroscedasticity which are presented in this section of the

chapter.

4.2.1 Normality
Table 4.1 indicates the significance levels show that the values were larger than 0.05 which
means that we discard the null hypothesis that there is no normal distribution and thus

conclude that the data meets a normal distribution.

Table 4.1: Tests of Normality

Kolmogorov-Smirnov? Shapiro-Wilk

Statistic df  Sig.  Statistic df Sig.
Tobin’s Q 226 45  .000 876 45 .062
Accounts receivable days 162 45  .055 .840 45 .060
Inventory days 141 45 .024 953 45 .066
Accounts payables days .226 45  .000 72 45 .058

a. Lilliefors Significance Correction
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4.2.2 Multicollinearity
According to Dupuis and Victoria-Feser (2013), the most used approach of identifying

multicollinearity in the data is the use of variance inflation factors (VIF) where the rule of
thumb is to find VIF values that are less than 5 or 10. The VIF values for the independent
variables which indicate that the values are less than 5 which lead to the conclusion that there

exists no collinearity in the data as shown in Table 4.2.

Table 4.2: Collinearity Statistics

Independent Variables Tolerance VIF
Accounts receivable days 0.718 1.392
Inventory days 0.783 1.277
Accounts payables days 0.843 1.187

4.2.3 Heteroscedasticity

The Breusch—Pagan test is a chi-squared test and is interpreted a p value of less than 0.05
means that the hypothesis of homoscedasticity is disallowed and heteroscedasticity is

presumed. Table 4.3 shows that the p-value is less than 0.05 (p = 0.045).

Table 4.3: Breusch-Pagan Test Statistics

Heteroscedasticity tests LM Sig

BP 1.663 0.045

4.3 Descriptives
The descriptives show that the highest account receivable days were 294 days and the least
days were 27 days. In regard to inventory days, the least inventory days observed was 7 days

and the highest was 173 days. The lowest accounts payable days observed were 44 days and
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the highest was 785 days. In terms of Tobin’s Q, the lowest value for this variable was 10

and the highest score was 1009.

The findings show that the mean days for account receivable days were 92 days with a
standard deviation of 59.09628. The mean inventory days were 67 and had a standard
deviation of 36.36525. The findings show that 186 days was the average period for
manufacturing firm’s account payable days and supported by a standard deviation of
139.30289. The mean score average for Tobin’s Q for the sampled firms was 44 and

supported by a standard deviation of 27.05466.

Table 4.4: Descriptive Statistics

N Minimum Maximum  Mean Std.
Deviation
Accounts receivable days 45 27 294 92 59.09628
Inventory days 45 7 173 67 36.36525
Accounts payables days 45 44 785 186 139.30289
Tobin’s Q 45 10 109 44 27.05466

4.6 Correlation Analysis

The analysis discovered a negative correlation between account receivable days (r = -0.024)
and accounts payable days (r = -0.245) and this was insignificant at the 5 % Alpha level. A
negative correlation means that an increase in either variable resulted in a decrease on the
other variable with the same magnitude. A positive and statistically significant correlation
was observed between inventory days (r = 0.149) and firm value at the 5 % Alpha level as

shown in Table 4.5.
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Table 4.5: Correlation Coefficients
Accounts receivable days Inventory days Accounts payables days
Accounts 1
receivable days

Inventory days -413** 1
0.005
Accounts .309* 0.038 1
payables days
0.039 0.806
Tobin’s Q -0.024 0.149 -0.245
0.877 0.329 0.105
45 45 45

4.7 Regression Analysis
The model summary results indicate that the model explained 35.9 % of change in the
dependent variable. This means that components of working capital management explained

35.9 % of change in firm value as shown in Table 4.6.

Table 4.6: Model Summary 2

Model R R Square Adjusted R Square  Std. Error of the Estimate

1 5997 0.359 0.295 22.71353

Table 4.7 show that the significance level was less than 0.05 (p value = 0.001) which
indicates that the model is statistically significant in explaining firm value and this was not

by chance.

Table 4.7: ANOVA?

Model Sum of Squares df Mean Square F Sig.
1 Regression 11569.821 4 2892.455 5.607 .001°
Residual 20636.179 40 515.904
Total 32206 44

In establishing the effects and direction of the independent variables on firm value, Table 4.8
shows an increase in accounts receivable days resulted in a 0.051 increase in value of the

company but this was insignificant as the p value was bigger than 0.05 (p = 0.457). An
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increase in inventory days would yield a 0.230 decrease in value of the company and this was
significant at 5 % Alpha level. An increase in account payable days resulted in a 0.040
increase in value of the company and this was insignificant at the 5 % alpha level. The

regression model is therefore presented as:

Tobin’s Q = 24.111 + 0.051 Accounts receivable days + -0.230 Inventory days + 0.040

Accounts payables days + it

Table 4.8: Coefficients?

Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) 24.111 11.794 2.044  0.048
Accounts receivable days 0.051 0.068 0.112 0.751  0.457
Inventory days -0.230 0.106 0.309 2.157  0.037
Accounts payables days 0.040 0.027 -0.203 -1.476  0.148

4.9 Discussion of Research Findings

WCM was proxied by accounts receivable days, inventory days, accounts payables days
whilst Tobin’s Q was representative of company value. The findings showed there existed a
positive and insignificant relationship between value of an organization and accounts
receivable days and accounts payables days. These findings are corroborating those of
Sianipar and Prijadi (2018) that found days of account payable and account receivable had an

insignificant positive relation to Tobin’s Q.

These findings are in disharmony with earlier studies that found a positive effect of days of

account payable and account receivable on value of a company. This include Cumbie and
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Donnellan’s (2017) observations that accounts payable days and accounts receivable days
outstanding had a positive connection between working capital components and firm value.
Other studies that the findings disagree with are Moussa (2014) observation of positive and
significant connection between CCC and company value suggesting that investors preferred
firms with longer periods of CCC. Garcia-Teruel and Martinez-Solano (2007) discovered that

supervisors created value by lessening their ACP from a sample of SMEs in Japan.

The relationship amongst inventory days and firm value, the outcome indicates that there
existed a negative and significant effect of inventory days on value of the firm. An increase
in inventory days reduces company value. This finding corroborates that of Arachchi et al.
(2017) that exhibited a negative and significant relationship with firm value. According to
Sianipar and Prijadi (2018), a company storing large amounts of inventory can increase the
cost of warehousing, insurance, and security costs that usually arise with increasing inventory
and allocation of the company’s funding so that the company faces high interest expenses. In
terms of theory, the findings support the arguments of the CCC theory that managers ought to

struggle to achieve shorter conversion cycle days to increase value for the firm.

24



CHAPTER FIVE: SUMMARY, CONCLUSION AND

RECOMMENDATIONS

5.1 Introduction
This chapter comprises of the summary of findings, the conclusions of the study,

recommendations of the study, limitations of the study, and suggestions for future research.

5.2 Summary of Findings

The study aimed to determine the relationship amongst WCM and listed manufacturing
companies’ value. These WCM indices were accounts receivable days, inventory days,
accounts payables days. The descriptive summaries show that the highest account receivable
days were 294 days and the least days were 27 days. In regard to inventory days, the least
inventory days observed was 7 days and the highest was 173 days. The lowest accounts
payable days observed were 44 days and the highest was 785 days. In terms of Tobin’s Q, the
lowest value for this variable was 10 and the highest score was 109. The findings show that
the mean days for account receivable days was 92 days, the mean inventory days were 67,
and 186 days was the average period for manufacturing firm’s account payable days. The

mean score average for Tobin’s Q for the sampled firms was 44.

The correlation showed that there were negative and insignificant correlations between
accounts receivable days and accounts payables days and firm value whilst a positive and
significant correlation between firms’ value was observed. The model was found to explain
35.9 % of change in firm value and this was significant. Inventory days had a negative and

statistically significant effect on value of companies.
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5.3 Conclusion

The results revealed that inventory days had a negative and significant effect on listed
manufacturing companies’ value. An increase in inventory days would result in a reduced
value of the company. The study therefore concludes that inventory days had an effect on

listed manufacturing companies’ value.

Accounts receivable days and accounts payables days had a positive and insignificant effect
on firm value. The study therefore concludes that accounts receivable days and accounts
payables days do not have an effect on value of manufacturing organisations. These findings
support the idea that account receivables are an advantage to a firm because it involves
giving a line of credit to their most trusted customers and this did not have any effect on
value of a company. The study therefor concludes that extending a line of credit and giving
goods to their most trusted and loyal customers did not have any effect on organizational

value.

5.4 Recommendations

The study recommends that managers of manufacturing companies should aim to store less
amounts of inventory so as to have low costs of warehousing, insurance, and security costs
that usually arise with increasing inventory and allocation of the company’s funding so that

the company faces high interest expenses.

The study recommends that manufacturing firms should strive to reduce the amount of

inventory so as to reduce costs because a longer duration of inventory days also increase the
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costs and would require more funding from the company to meet these costs and this can

reduce the value for the firms.

The study recommends that manufacturing firms should aim to reduce their account
receivable days as having debts from their clients can have an effect on organizational value.
The debts can become a liability for the firm and this will in the long run affect their value in

the market.

5.5 Limitations of the Study

The study was limited to secondary methods of research which means that the data was not
directly collected from personal experience of respondents who would give insight on the
influence of WCM on firm value. The limitations of resources of time and restrictions posed
by the COVID-19 influenced the selection of a small sample of listed firms in the NSE and

thus a large sample of manufacturing samples was not included in the sample.

5.6 Suggestions for Further Research

There is need for further research on impact of WCM indicators on value of a company
among SME manufacturing firms and other larger firms that are not listed. The study further
suggests for future research to consider using integrating secondary and primary data to gain

more insight on the influence of WCM factors on value of companies.
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APPENDICES

APPENDIX 1: DATA COLLECTION SHEET

Company

Year

Accounts
receivable days

Inventory days

Accounts
payables days

Tobin’s Q

B.O.C Kenya Ltd

2015

2016

2017

2018

2019

British American Tobacco Kenya Ltd

2015

2016

2017

2018

2019

Mumias Sugar Co. Ltd

2015

2016

2017

2018

2019

Kenya Orchards Ltd

2015

2016

2017

2018

2019

Carbacid Investments Ltd

2015

2016

2017

2018

2019

Unga Group Ltd

2015

2016

2017

2018
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2019

Flame Tree Group Holdings Ltd

2015

2016

2017

2018

2019

East African Breweries Ltd

2015

2016

2017

2018

2019

Eveready East Africa Ltd

2015

2016

2017

2018

2019
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