
RELATIONSIIIP BETWEEN WORKING CAPITAL MANAGEMENT 
FJ I G llQLl Y ANn PROFITAIULlTY: A SURVEY OF 

1\IANtllrACTllUlNG Fll~MS IN KENYA. 

BY 

'AFFA. 0 UNNI AGNI(:S 

D6 1/60296/20 l 0 

1,.. 

\ L\ A <,IC l1~1 ' I IU SGA IH .. II PUO.I C ::'1 S UB 11lvl'l (: n I P \H. IIA L 
I ULIILL 1l!.1 ' I 01( 1111 IU OlJI IH!. 11!. T 1 OU IIIII.. \" \IU) 011 "1'1111 

IH .. <,JU .. Ii.. OJ IAS'II!.n 01( B lJS I I SS A D tl IS lltATIO , ll 1\'LHSII \ 01 

A IIHHH 

I 1 



DECLARATION 

This research project report is my original work and has not been presented for a 

degree in any other univer ity. 

u ES 

D 1 /201 

hi research report ha been ubmitted for amination with my npproval n 

uni er ity upenri or. 

i lfl d------------ I at .J ___ l~ _ _t:t __ ';! m 

lur r Jni ·r it · o 1 .tirohi 



ACKNOWLEDGEMENT 

Special thanks to God Almighty for giving me strength, time, sane mind and patience to 
carry out this proje t report. e on jly l thank my supervisor Mr. James Ngang' a without 
whose guidance, supp rt m i 'Ons1 m1 ndvicc, this work would not have been a success. I 
want to sincerd~· th. nk him f(w hi s tireless efforts , encouragement and valuable 
critique, durin • lh · n1i1, n s \lrl'll IK' riod . 

I nl:o p 1 m tih~<l 1o the Capital Market Authority library staff who responded 
u 1 hy contri buting towards this project in a short period of time and 

wh 1 in1 ut h mad it a success. 

1 titude al o goes to all my MBA colleagues in particular Gitonga harles, 
D nLiana , aroline and Josphine for the valuable support throughout the study period. 
Last but not least, my special gratitude goes to my dear husband Amos who stood by 
me throughout the study period and daughter Crystal , your persistence and patience 
have been rewarded . 

•fay the Almighty God bless you all. 



DEDICATION 

I dedicate this project to my lm band Amos and our daughter Crystal, who are my 

inspiration in everything I d nnd "V ry choice I make. I also dedicate this to my parents 

Mr. & Mrs. Caffaso, m; mnt Rnth whn always supported me in my every endeavor. 

They are th r \ )fi l'm h~;r~; .lf 11\ ,nnd made me who lam today and to all my friends 

f01 the 11101 1 ll(l r1 .HI lnHtl h lkdi ·u tcd time. 



ABSTRACT 

Working capital management (W M) is of a particular importance to manufacturing 

firms at NSE .Corporate finan literal me has traditionally focused on the study of long 

term financial d 1st n:;. H)\ ~\ ~r. short term assets and liabilities are important 

components oft ~.:·t .m t n~.:~.: d s tn b ' carefully analyzed. Management of these short 

term a. \ .111 an ts a '<lrcf'ul investigation since the working capital 

l tHHUtg m n im1 ot tant ro t ' !'or the firms' profitability. The optimal level of 

wotkiu ~ i t rmin d to a large ex tent by the methods adopted for the 

n tmt • 11\ 1 nt a ct.s and liabilities. The objective of this research study was to 

h ther there is a relationship between working capital management financing 

p 1lid nn pt fitability of manufacturing fi rms in Kenya. 

The p pulation of interest for the study was all manufacturing fi rms in Kenya. There are 

600 registered manufacturing firms as at 31 sL Dec 201 O.Convinient sampling technique 

was used. Secondary data for the research was extracted from the audited financial 

statement of the companies sampled. A descriptive statistics analysis was conducted on 

all the variables to give the general behavior of the manufacturing firms quoted at the 

lairobi Stock Exchange with respect to working capital financing policy and R A. 

Pearson correlation coefficient analysis was also conducted to establish the relation ·hip 

among the variables. The relation hip between the dependent variable, 1 A and the 

other variables was conducted u ing a general regression model. 

To e l blbh \ hether level of the aggressivene I on ervativenc~s had any significant 

relati n hip a r gre ion model wa conducted separately between tht! ckpcmknt vari. bl · 

nd th m n lent variable aim i lc the control variabl fm e t h of the 'lOlli . hom 
th n ly i • the r ult h)\\ d om 
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CHAPTER ONE 

1.0 INTRODUCTIO 

l.l Background to tht S in t. 

Wmkiu• tpit I m n.l'llll ·nt d nls with the management of current assets and current 

liHhilili man<< hlll tion, the management of working capital is considered an 

nent of the management function since it directly affects the liquidity 

111 I P' of the company. The importance of a proper management o[ working 

'11 itll tem from the fact that majority of firms, especially, manufacturing, have their 

'tUTent sets accounting to over half of the total assets and the proportion could even be 

higher for a distribution company (Horne and Wachowicz, 2000) . Excessive levels of 

current assets can easily result in a firm realizing a substandard return on investment and 

at the same time, too few current assets may incur shortages and difficulties in 

maintaining smooth operations of a firm. Thus, efficient management of the working 

capital becomes an important function of a finance manager just like the financing, 

investment and dividend policy function. Further, Joshi (1994) bserved that, the 

management of working capital has turned to be a very ensitive area in the iidd of 

financial management because it involves the decision of the amount and composition of 

current a et and the financing of th se asset . The level of w rking capital in a firm in 

part affects its profitability and therefore it becomes imperative that an organization 

should nd a or to maintain an optimall vel at any given time. 

d y-to-day man 

1 in th 

tt m lin 

m nt ot 1 nm, hort t rm a ets and liabilitie · play ' an important 

o the 1m1. ·inn with glm 'in 1 lon 1 term pms1 t.: Cls m l ht.:althy 

lv nt with ut liqui tity m n t:lllcnt. hll m 1IIm tkd 

th imp rt n li uidit 1\ m \It 1 

\ •i th l\ll 

tl th 

it nt i I in res1DCC 



SMEs, and the soundne of liqui :lit management inO.uences survival and financial well­

being in enterpri e . Liqui lit m·mng ment takes the form of cash management and 

credit managem nt. "hil ·t th . mnst important aspect of cash .O.ow management is 

avoiding ·tend d -. h . h 'It Ll'L ~. l n:.dit management involves not only the giving and 

receiving f 

iudividllll 

11 1< 1\lt rs and snppli crs, but also involves the assessment of 

till nulit periods allowed and the steps taken to ensure that 

in tinu Po11tziouris ct al. , , 1999). Indeed, efficient management of 

a fundamental part or the overall corporate strategy in creating the 

alue. 

1 ing to foss and Stine (1993) a useful way of assessing the liquidity of fi rms is 

\ ith the cash conversion cycle (CCC). The cash conversion cycle measures the time lag 

between cash payments for purchase of inventories and co llection of receivables from 

customers. The traditional measures of liqu idity such as the current ratio and quick ratio 

are useful liquidity indicators of firms though they focus on static balance sheet values. 

On the other hand, the CCC is a dynamic measure of ongoing liquid ity management, 

since it combines both balance sheet and income statement data to create a measure with 

a time dimension (Jose et a!., 1996). While analysis of an individual firm's C ' ' is 

helpful, indu::;try benchmarks are cmcial as well for a company to evaluate its ('(' 

p rformance ar,d as es::; opp rtunitie:s for improvement (I Iutchison eta/., 2007). 

Pr fit bility i an important a 1 ct in workjng apit I m magcm nt. Pmfitahilil r fcrs tn 

th p t nti I f ventur~ t) b fin nci, lly uc c ~ful(bljdl · _004) . ' I hi ma ·ben 

nt rin' int hu in t::nlurt:: th 1t i. ut n::ntl 

n 

n l in q. 



The maximization of the shareholder wealth still remains the ultimate objective of any 

firm. However, in order t a hie e this objective, a firm should also maximize its profits. 

Profitability and sol ' n . r hn1 rtnnt nims or working capital management. Solvency 

refers to the firms 

ll ( t tm mpt s0ttlcment of their claims as and when due. To 

ell. ut lnm shonld hl! v0ry liqui.d, which means larger current assets 

u relatively large investment in current assets it will have no 

m claims of creditors when they become due and will be able to fill all 

n en ure smooth production. But firms are not formed solely to be paying 

' r~ iit lain. There is a cost associated with maintaining a sound liquidity position. A 

c n-iderable amount of a firm's funds will be tied up in current assets and to the extent 

tlli- imestment is idle~ the firm's profitability suffer. To have a higher profitability, the 

tl.rm may sacrifice solvency and maintain a relatively low level of current assets. When a 

frrm does so it's profitability will improve as less funds are tied up idle assets but its 

solvency would be threatened and would be exposed greater risk of cash shortage and 

stockouts. 

In Kenya, regulation of capital markets is the responsibility f the apital Market 

authority. The MA'. supervisory department carries ut the function of supervi ing th 

trading stocks and operation of the , E t ensure the liquidity s Ivency and fun tioning 

of a table m, rket. tarted in 1 54 as an vcrs stock exchange, the Nairobi , 'to ·k 

ch nge h) i the principle t ck exchange in Kenya. 'I he I• i divided inll liv 

m in inve~tm nt e ment . 

l.l. t l.muta ·turin' I inn in K n 'U 

m nu th urth t lr It r ti ulh11 

in tl 



power supply, increased suppl) of agricultural products for agro processing, favorable tax 

reforms and tax incentive , more vigorous export promotion and liberal trade incentives 

to take advantag o tht: ~.: . p; n kd m wk. ~ t outlets through AGOA, CO MESA and East 

' .1n.m 'l'nwnt s, have all resulted in a modest expansion in the 

secto1 of 1.5 p r lt in OH .1 l ()tnpm ·d to 1.2% in 2008 . 

\lthnu •h mttl II d vclopcd under the import substitution policy, Kenya's 

Ill nut turin e tor is now export based in line with the country's policy of emerging 

mid- ized economy in the year 203 0. The sector is loosely classified into 12 sub-

based on the raw materials the companies imports and or the products they 

manufacture. The individual firm members are organized under the membership of 

Kenya Association of Manufacturers (KAM) to give them a platform for negotiating 

common position with the relevant government authorities. 

Challenges facing the sector include shrinking demands for locally manufactured goods 

due rising poverty levels and reduced exports resulting from general economic slump 

after the recent global recession. In addition, the high cost of inputs resulting from poor 

infra tructure ha:s led to high price::; for final products leading to underutili:tation or 
capacity. 'I he erratic and high co t of energy has at ·o had a negative impa t. t tht!r 

ch II ng inclu e ecurity i. u , arbitrary charg Je ic.:d hy regulator, and local 

authoriti curing linanci I facilitie rom tht:. han s. 110\ '\c.:t 

~ r r wth th r II ut mm n tari undct th~; n wl 

K 

re v nt n ( 17 

m m nt U1 m in u 

u il 



1.2 Statement of the Problem 

Efficient management of w rking npi1al is a fundam ental part of 1l1e overall corporate 

strategy in creating th sh rch ldcrs' vn lu ~. l•irrns try to keep an optimal level of working 

capital that rna ·imi'Z th tr . ln~.: (AP1.n ond Nazir, 2007). Indeed, in the present day 

id lltit 

will 

lh 

u 11 nmLt\1 , work in ) capital managem ent has become one of the 

in 1h or 'Hni zations where many managers are str uggling to 

t kin capital dri vers and an appropriate level of working capital that 

mn ' ability to meet its' short term obli gations when they fall due. 

m nufacturing sector is considered as one of the key segments of the 

• 111 m . According to the KAM, the manufacturing sector employs more 1l1an 3.5M 

'luti. In addition, the Kenyan vision 2030 blue print, one of the key pillars of the 

attainment of the objectives of the strategy is the need for the manufacturing sector to 

gro\ r at the rate of 8% over a period of 20 years. The bulk of the total assets in the 

manufacturing firms is composed of working capital. Indeed working capital is one of the 

most important variables that influence performance in this sector. 

everal studies have been conducted both locally and abroad on h w various working 

capital elements impact on the firm's profitability. Nganga (2009) studied the relationship 

b tween working capital and profitability of listed companic at the N E and found that 

differences do exist in m an profitability, activity, lev rage and liquidity mtio ' among 

indu tr ' groups. n his part, Kimani (2009) und rt ok a research on the relationship 

b t\ t: n firm ' s profitability and it ize and the h k to market alu : b idcnce from th 

L. Sh found out that th gr wth in sale of a finn is p iti dy rdatcd to th linn 

profit bility. h further c 11 lu I that finn th t mana' w in~n:d its sales output 

nu 11 I , 1 re ult h ing mOt , und. bh: 01 urth 1 p.m ion. 

th im t m nt "nt kin 1 

m in 

an it 1 , rtin tl 



practices, themselves, change significantly within industries overtime. However, 

Weinraub and Viss h r (1 q ) di s ~ussed the issue of aggressive and conservative 

working capital m n em nt polktcs by using quarterly data for the period 1984-93 of 

poli .. 

ott tduul I 0 diverse industry groups to examine the relative 

.1 ' ll ssivdconservativc working capital policies and found 

h t ti titl< 1iv and significantly different working capital management 

1 that no ·tudy has been carri ed out exclusively on the relationship 

· pita) policies and profitability of the manufacturing firms in Kenya. 

ll11 de pite the importance of thi s sector to the economy. This study 

e ' to bridge the knowledge gap on the impact o f working capital 

111 mage1 1ent policies on the profitability of manufacturing firms. 

1. Objective of the Study 

The objective was to establish the relationship between working capital policy and the 

profitability of manufacturing firms in Kenya. 

1.4 ignificance of the tudy 

The study will be of importance to the Management of manufac turi ng fi rms, 

Government, Customers, the hareholders and the academicians as fo llows: 

lanagcment of lanufacturing firms 

nagers are keen to know the outcomes of a particular decision they mak\; as tar as 

their bility to m t hort term obligation when they fall due. In this contt!.' l, sine 

manu turing firm le I with hi •h pro1 nrtion or raw matt.::rinl in thcit invc.:ntmi~..::>, it 

qu t urr nt \ ct t It ilit tl !h\; pur ha c. tnd 

. I ilm p yin tim to th ~ ohli • 1ti Hl 

mn. 1 hu it i im1 rt nt r th m nt t l 

tim lliqui iti n 

I \ r h h hi h \ ill , ntu 11 l · t 

n imiz ti n th It h. 



Government 

The government will al o benefit tmm 1he study in that by understanding the effect that 

various working capital p li it:~ h 1::1 on tho profitability of the firm, the government will 

be able to develop tPI' 1 1 i .llc.' :t rn t gi :.; that will foster adoption of these strategies in 

order to ·uh m tb · Ill llt.,hility ()r the firm s. The government can at the same time 

n;pli ,ut tht ,u adj ustnwnt the same working capital policies in other 

. · holu· 

rhi ·tud .. i expected to increase body of knowledge to the scholars of manufacturing 

indu tr. e ·pecially on matters of maintaining optimal working capital and their influence 

on the performance of these oil firms. It may also encourage further research on other 

factors influencing working capital position of the manufacturing firms and the material 

will form a source of reference by other scholars in the area of the impact of working 

capital policies on the profitability of firms. 
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CHAPTER TWO 

2.0 LITERATU 

2.1 fntroduction 

'litis cltapt t infl 11\lati<m from publications on topics related to the research 

h. 1 ario11s scholars and authors have said about working capital 

firm' profitability. Tbt.: chapter is divided into three main areas: 

\ rking capital, theories of working capital policies, theoretical review, and 

p10bl 111 . II 

'Ill! iri ll -e ie\\. 

-·-The oncept of Working Capital 

\ 'orking capital management (WCM), which deals with the management of current 

as ets and current liabilities, is very important, in corporate finance because it directly 

affects the liquidity and profitability of the firm. According to Eljelly (20 4), the current 

assets of a typical manufacturing firm or even a distribution firm account for more than 

half of the firm's total assets. Deloof (2003) held the same proposition that the ace unts 

receivables and inventories comprise a substantial percentage of the total assets fa firm. 

Excessive levels of current as et can easily result in a firm's realizing a substandard 

return on investment. However, fim1s with too few current a sets may incur ·hortage , 

nd difficulties in maintaining mooth operation . I he main obj ctivc of the working 

c pital m n g mcnt is to a certain that a firm ha · the ability to continu opt:ratin, \ ilh 

uffi ient ca h 11m-.· for pa m nt of both maturing hort-tcrm debt nnd imp~.:ndin, 

ti li llli it 

u 

ut il th it 



payment". However, according to Hartcher, (2003) this important issue has for some time 

been overlooked in om ' umri~s. ' ith limited research in others. Deloof (2003) posits 

that the efficient m n c.: men1 l,r' otling 'apital (inventory, debtors and creditors) is 

crucial in respe t ;lnd smvival of SMEs, and the soundness of liquidity 

n Htnagcment in flu n · urvi a I nnd li nancial well-being in enterprises. Liquidity 

tllllllll • ·m ·nL t 1111 of lash management and credit management. Whilst the most 

1 h flow management is avoiding extended cash shortages, credit 

not only the giving and receiving of credit to customers and 

ut 1 m olves the assessment of individual customers, the credit periods 

d nd the teps taken to ensure that payments are made in time (Poutziouris el al., 

A~.:cording to Michna (2007), the efficient management of Liquidity is particularly 

important for small firms at a time of economic downturn such as the "credit crunch". A 

"credit crunch" is defined as a sudden reduction in the general availability of loans and 

credit or sudden increase in the cost of obtaining loans from banks (Ding ct al., 2008). 

Consequently, owner-managers find it more difficult to rai e finance for working capital 

ue to the higher cost of borrowing, the efTect of declining property value on the ability 

of wner-managers to provide the necessary collateral, and the perception that the banks 

h ve b ome even more ri k-aver e than they were alrl:ady. l·urther, f.la and Nazir 

2007) ob rve that finn try to keep an optimal level of working capital that ma ·imizcs 

th ir v lue nd th f:ficiem man •ement o working cnpit tl i likdy to yidd si •nilicant 

r ul t an l hi hly dangerou to n • linn ... hri topht:r and K 1m tl valli, 

ril th ll lh •ith 1 nnin n 

iii ti in l ilit ' 

in 

th t th 

ut uhu thu 



every organization, irresp tiv of its profit orientation, size and nat1.1re of business, needs 

requisite amount of \V Jllt..'n tl , the cnicicnt WCM is the most crucial factor in 

maintaining surviv l, h ltll ht • sol en 'Y and profitability of the concerned business 

organization. 

2.'l Pmht ah I t 

th 1 otcntial ol a w nture to be financially successful(Elj elly 2004). 

oss;cs~;cd before entering into a business or it may be used to analyze a 

urrcntly operating. Although it may be found that one set of factors is not 

ful or has not been successful, it may not be necessary to abandon the 

v ntut . It rna instead be feasible to change operational fac tors such as pricing or costs. 

1 here are three basic situations that can describe a business' financial si tuation. It can he 

profitable, it can break even, or it can operate at a loss. In most cases, an organization's 

goal is to make a profit. When there is constant or abundant cash flow, it can be difficult 

to determine profitability. Therefore profitability is an important aspect in working capital 

management. Solvency is also another important aspect of working capital management 

and it refers to the firms ability to meet maturing obligations(Krishman 1969). 

TI1e impact of working capital policies on the profitability will be analyzed through 

accounting rne::u ures of profitability as well as market measures of profitability, i.e., 

R tum on A s t (R A) and 'I obin' q. 

I BV 

it 11i h irnpli tJ t th 

0 



Tobin's Q =Market Value of a Firm (MVF) 

Book alue f As e1s (nVA) 

where Market Value f ' irm t t F) i!S th' sum of book value of long plus short term and 

market value of tnit . nht or 'quity will be calculated by multiplying the 

numbet o t t t. nd inl' with th0 current nwrket price of the stock in a particular 

y 'Ill , 

• l "' 111 m • < a
1
Jtfal •t h ·oric. 

Th ' n n u theories that support the significance of working capital. Some of the 

m) ' l im1 · a lt theories under working capital management include the following; 

lA.l Quantity theory of money. 

ccording to the quantity theory money is held only for purpose of making payments for 

current transactions (Keynes, 193 6) .It was proposed by I van fishers in 1911. fisher's 

version of the quantity theory can be explained in terms of the equation of exchange 

model. 

1 IV= PT ................................................... ············································· 

Where f is the nominal stock of money in circulation. V is the transaction velocity of 

cir ulation of money, i.e. the aver< ge number of times the given quantity f money 

chan e hands in transactions, P is the , vc1age pric or all tran actions and 'I' is th 

numb r of t1 n action:s that t ke place during th time period. Both MY c.md P~l 

m the t t l v luc of tran tion during the time I riod and o mu ' t be id~.:ntical. 

enti y which mu t ah •a '· l c Ill l. It tdls u. onl · that 

th am unt m n y hand o er in t1 n ction qu I to th v. 1\11.: of wh.tl i 

I . 

... K IH n I h ot n f m m • 

hi 

li ui it 

m1 I •m nt int 

imp rt nt th 
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The speculative motive is the ne d to hold cash to be able to take advantage of.· For 

example, bargain purcha e, nj fllVomohlc exchange rate .fluct1.1ations in the case of 

international firm . F r ml s1 firm~ r 'S~rvc borrowing ability and marketable secmities 

can be used to., ti. · ~ L ul.\ri l m()HV 'S. 

I'. li11. lh 

tlH n d for a suf'cty supply to act as a financial reserve. Once 

bl il pre autionary motive for liquidity . However, given that the 

v 1111 Ill m 1e market instruments is relatively certain and that instruments such as 

l . l1 ill 1 e tremely liquid , there is no real need to hold substantial amount o[ cash 

lor 1re utionar purpose. 

The tran action motive is the need to have cash on hand to pay bills. Transactions related 

needs come from collection activities of the firm. The disbursement o[ cash includes 

the pa ·ment of wages and salaries , trade debts ,taxes and dividends. 

2.4.3 Baumol Inventory Model 

Baumel ( 1952) developed the inventory development model. This model is based on 

the Economic order quantity ( E Q) . The objectives are to determine the optimal 

target cash balance . Bauman made following assumptions in his model: The lirm is 

ble to forecast It's cash requirements with certainty and receive a specilic amount at 

r gular intervals , the firm ca h payments occur uniformly over a peri d of timt:, tlu; 

opp rtunity cost o holding ca h is known and dm;s not change ov r time. 'ash 

h I in includ n opportunity co t in the form o opportunity lor 1on md the linn 

rill in ur th same tran , tion co l \ h 1 v r it conv t e mitic to en ·h. 

um1 ti n f n h ipt urin ·ri m 01 limit lti n 

1. 

nss:ertteci th t n u in m nt in r in 



will be related to the type fin iustr it op rates in and the essential working capital 

policy each individual · mp n . d )pi~. Working capital investment decisions concerns 

how much ofth finn limit i rdomc~.:~ should be invested in working capital. Financing 

decrsto11. telat tm~nt in w( rking capital is to be financed. What may be 

(I ''' wotking ·apital policy for one industry or line of 

( . too much on too low) in another , as a result of 

ti across industries. Working capital requirements are also 

tune in response to changes in nature of a company's operation 

2) . 

• th re are three distinct types of working capital policy, which a company can 

1d pt:- 1 aggre ive policy, moderate policy and conservative policy. Bhattacharya 

t-OO 1 )TI1e type of policy relates to the firms general approach to the investing and 

financing of it's working capital needs. Aggressive and c nservative policies tend to 

repre ent the opposite ends of spectrum of working capital policy options. The policies 

differ in their attitudes to both the investment in and financing of current asset·. '1 hem r 

on ervative in attitudes the policy is; the greater the level of investment in current 

as eb and th greater the firm's reliance on long term capital ( in the form of debt and 

quity to finance the investm nt in current a et . onvers ly, the.; more.; aggressive.; th 

vorking apit 1 poli y the lower the investment in current s cts nd the lcs · is th~.: 

n long-term c pitnl t iinanc current a t . 

f urr nt 

fr m ppli 

onn curr nt li thiliti patti ul rly in tht: 1o1m ol int r t 

n in ' th m ~.:quit • .111 I Ion ' 

OJ 

it iz .th o 

m nu turin rn n turin ltitu 



2.5.1 Aggressive appr oach 

This approach consider d m rc risk b ~c msc of the frequent need to refinance to support 

permanent current .1 ' ell 1s tln ' tnating current assets. Moyer et al. , (2005) 

observe that if a fi m t li <)n <) L'rdrn ft for thi s, it will be vulnerable to a rapid 

withdHIWctl > tlt .md i I sto ·ks and cash are reduced to pay back the overdraft 

r chsruptions, loss of sales and output, and additional costs 

maintain the minimum required working capital to sustain 

. '{ hus, Bringham and Ehrhardt (2004) posit that this working 

ill be a sociated with higher return and ri sk. 

j, '(' Ill ' 

lpl 1l1 It 

\c' rding t mith (1980), a firm may adopt an aggressive working capital management 

1 li\) r' ·ith a lo level of current assets as a percentage of total assets, or it may also be 

u ·ed for the financing decisions of the firm in the form of hi gh level of current liab ilities 

as a percentage of total liabilities. Working capital management is important because of 

its effects on the firms' profitability and risk, and consequently its value ( mi lh, 1980). 

The greater the investment in current assets, the lower the risk, but also the lower the 

profitability obtained. However, contrary to this, arpenter and John on (1983) provided 

empirical evidence that there is no linear relationship between the level f current assets 

nd revenue systematic risk of the U firms; however, me indication · of a po ·sibl 

nonlinear relation hip were fl und, which were not highly stati ·tically ignificc.mt. 

th Ill • 

II tu un 



Van Horne and Wacho,vicz (_000) further observe that excessive levels of cmTent assets 

as advocated by the con n tt e 01-ki ng npital may have a negative effect on the 

firm's profitabilit k l' l or current a ·sets may lead to a lower level of 

liquidity and t Ill dim ·nlti 'S in maintaining smooth operations. M ore 

aggte. ·iv associated with higher return and risk, while 

t ou )It IT olil il ·at • associated w ith lower risk and retw-n (Weinraub 

In I 1 Itt h 

{ 1itman tated that a moderate or balanced capital fa lls midway between 

e and con ervative policies. With a moderate po licy the level [ investment or 
un nt et is neither lean or excessive. Following a moderate policy , long term 

fund, are used to finance the investment in fixed assets and tbe permanent components 

of current assets investment. Temporary or seasonal current assets are financed by short 

tenn services of finance. The moderate policy is less risky than the aggressive but more 

ri ky than con ervative. The company only resmi t short term financing when 

ea onal and other temp rary demands reqmre · it. ( Iitman 1997), returns under 

moderate p licy under and corre ponding higher than under a const.:rvativc policy idt.:a 

lm r than under an aggres ive policy 

2.6 Lmpil'ic. 1 R • i ' 

Th 1m rt· n of W 1 i n )t n to the !inane lit 1 atur and tht: n:vie\ of pt iot 

lit tu i 1nifi nt r l md wor m , 

07 



to the profitability, it is not ignificantly impacting the profitability of firms m 

telecommunication equipment in ius1r . However, thi s was contrary to the results of 

Chowdhury et al., (2007 ' h h.1d found positive correlations between WCM with 

financial per forman ~c f th t h. nn:h ll t i 'n l industry in Bangladesh. 

Nlll Wfll ( 0 mr iril al st11dy on Jndi an. National I· ertilizer Limited, for 1990-91 

that working capital management and profitability of the company 

li ·~ h1 ti e and positive associati on. lle also found evidence that increase in 

ili fa company was less than the proporti on to decrease in working capital. 

ll )\\' r. the tudy done by Raheman & Nasr, (2007) on a sample of 94 Pakistani fi rms 

li ·ted n Karachi tock Exchange for a period of 6 years from 1999 - 2004, demonstra te 

a 'trong negative relationship exists between variables of the working capital 

management represented by liquidity and debt with profitabili ty of the firm. 

Whilst, Afza and Nazir (2007) through cross-sectional regression models on working 

capital policies, profitability and risk of the firms, found a negative relationship between 

the profitability measures of firms and degree of aggressiveness on working capital 

inve tment and financing policies, their result indicates that the firms yield negative 

returns if they follow an aggre sive working capital policy by investigating the relative 

relation hip b tween the aggr sive or con ervative working capital policies r)r 208 

public limited companies listed at Kat. chi tock hxchan •e [i r a peri d of 1 ( < 8-2005. 

"th 1 

npl 

hi (2006) hi •h inve tm nt in invcntori !'i nnd n.:ceivabh: , is as ·ociat d 

t n n me tsm ot pro lit thilit • l'lH n 

1 < ' X - 00 • IIi 

nt tin 
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The cash conversion cycle had be n widely used as a major component representing 

working capital. One of th earlier stnd ics done by Jose, Lancaster and Stevens(1996) for 

the twenty-year p riod fr m 1 7-l thn)\1 )h 1991 of'2,718 firms offers strong evidence that 

aggressive workin 

profitability. ' I h 

plllllt. unl th 

lh '11' 

I' Ill u 

li k .· indi lll\!d by shorter cash conversion cycle enhance 

simllnr to I ,azuridis and Tryfonidis (2006) that showed 

h tw~;~;n proD tabili ty, measured through gross operating 

n r ion cycle using the sample of J 31 companies listed in· the 

h ngc (ASI~) for the period of 2001-2004. In addition, a relatively 

rar 2009) also found a significant negative correlation between U1e 

' ·iU1 p fitability measured by return on asset but not signiflcant with return on 

quit . B ' utilizing A OVA and Pearson correlation analyses of the corporations listed 

in the I 'tanbul tock Exchange (ISE) for the year 2007, he indicates that the firms with 

·honer CCC are more likely to be more profitable than the firms with longer C C. 

chieng (2006) on his studies on effects of the relationship between working capital of 

firms listed at the NSE and the economic activity in Kenya finds that the of liquidity of 

firms, as measured by the current and quick ratios, increases the economic expansion and 

decreases during economic showdowns. 

A rding to yaga (2007) working capital management policies arc crucial instrument · 

~ sue ess a tors . lie notes that it is nly when a firm is profitable that it will e th 

li ht o the market growth , mark t silt r~ md progr ss through pmtluct nnd indu:tr , lif~; 

rv th t w r in tpit I ll\ \11 I 't.:lllC 1\l pnli • 1 the.: 

m p min nt m n \\ ull 

th hi p rt ( th 

. in il lu lll 

h t t I t 11 nt Ill t 
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companies would tend to use h rt term fl.mds like trade creditors which often, carry very 
minimal direct cost adds T .11-.lm li . Th ~ other source of long term f·unds the owners ' 
equity; he says might n t h ' t LLll .1ttrn ' live to the comp<mies because of the floatation 
costs associated with i tn. 11 h hmcls IH.:sidcs the annual dividends expectations from 
shw ehold 1 

' llld h hm ct at (200S) usin g data on a panel of U.S. corporations from 1990 
li hed the importance of working capital management to finn value. 

I h it lud u ed t ck ' excess return to represent the firm value and findings show that 
011 veruge un additional dollar invested in net operating working capital reduces firm 

ulue und thi indicates that their study is consistent with industry surveys suggesting that 
·ome firms o er-invest in net operating working capital. 

nd ping n nt l1 wmkin, lpit l m n , m~.:nt 

liquulit .. m n 

11 it ith it 

d 11 

li ui 



its financial obligations (BeaYer, 1 C)C) ). Murphy (2005) pointed out that Enron's 
bankruptcy was nearly in •it blc.: be 'ml!k' or the combination of the company's low cash 

resources and its r li, n n nunit 11lnti ' trndin g profits that could not be expected to 

l n i I I ~nmn hnd somehow been able to survive its 

. i1 200 hnnkruptcy, the stock was clearly overpriced up until 

th . nd . 

1966) has shown that liquidity ratios are strong predictors of 

in a tudy of companies based in the US and elsewhere. Miegs et al. , 

ed that being too liquid is costly as well as having too little liquidity. The 

l1bje 'ti •e fliquidity management therefore is Lo ensure that a firm will be able to meet in 

tull all its obligations as they fall due (Gardner and Mi lls, 1994). 

The impmtance of cash flow is not new to the finance literature. ver twenty years ago, 

Largay and Stickney (1980) reported that the then-recent bankruptcy of W.T. Grant, a 

nationwide chain of department stores, should have been anticipated because the 

corporation had been running a deficit cash flow from operations for 8 of the last 1 0 years 

of its corporate life. As part of a study of the Fmiune SOO's financial management 
practice , Gilbert and Reichert (1995) found that time value of money cash flow analysis 

was u ed to elect projects in 91 percent of the firms. Accounts receivable manageml!nt 

model Were u~ed in -9 pl!rce_nt of the e firm , while invent ry manag~.:m~.:nt modds w~.:rc 
u ed in 0 p rcent t the companic . Recently, I·arragher ct al. , (19( ): found that 5 
P r nt of finn in the ,p Indu tri l index complete som torm of , cash 11m 

n l p rdin indu tric.;s. 

m ti n tlu u h dk It \' 
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2.8 Conclusion 

The use of either short term fin n e or 1l)11 r k nn li nnncc to fund the working capital has 

different impacts to a firm' s pr fil.,hilit . Short t'onn financing enhan ces a firm's return 

because a linn enjo '· lh .1 \v.m1.1p of' ' h ~,;o p funding from current liabilities offered 

by t tadt ctt.:ditot ( t duz..z \tH, n, 200 ). Kessen (2003) notes the trends in the working 

i1 impacts on a firms performance is a comprehensive 

apturcd by the computati on of the return on total assets. 

amiloglu and Domirgnes (2008) however give strong evidence that 

· 1pit 1! mumgement 1 licy significantly affects profitability of manufactming firms in 

Turk '. ~mall firm are vulnerable to fluctuations in the level of working capital. 

1 he tlu·ee important aspects that give relevance to working capi tal management policy 

are; InYestment, financing and risk and returns give different profit levels depending 

on particular working capital policy adopted by an individual firm due to different 

operating business characteristics . Pandey (1993) notes that financing of current as ets 

from current liabilities in the form of interest free credit from supplies is a less cost of 

financing source and although it is cheap in a high risk capital. n the other hand, 

op land and \Veston (1998) document preference to~ the play it afe philo ·ophy of' 

con-ervative working capital management policy. They observe that the most 

n e::rv tive policy will att mpt to provide sufficient long term financing to cover all 

un nti i1 t d e entualitie:s. 'I he firm i not subjected to frequent inh.:rrupted produ ·tion 

n y. 

f hort t rm ' loan nd tlms make the sh rt term source of financing 

II th r ult 

th t i 

m 

tu d um nt th t lh 1 • in n , w lrkin • '1 it 1\ 

I l 

th 

1 r st l ilit 



HAPTER THREE 

3.0 RESEARCH METHOD 

3.1 Introduction 

This chaptet explain l th 

the data uuul y 1 

population of interest, data collection and 

Th · 111 1iu puq' , re earch determined the relationship between a firm's working 

l' tpit \1 11\dUU' ment p licy and profitability of the manufacturing firms in Kenya. This is 

,\ ·mpiri ·al 1 lati n hip · tudy between working capital management policies and its 

fle ·t · on il1e profitability on the manufacturing firms in Kenya. ll was established for a 

peri d between 2006 to 2010. This period was considered by the researcher to be 
adequate for establishing any relationship, between working capital management policies 

and the profitability of the manufacturing firms in Kenya. 

3.3 Population of the study 

The population of this study comprised of all manufacturing firms registered in Kenya. 

sat De ember 2010 there were 600 registered manufacturing finn·. This stati ·tics wa · 
re eived from the Kenya Association of Manufacturer . 

3.4 Sample el ction 

The the ightt!en m, nufacturing firm· listt:d at the airobi stock 

onv ni nt amplin tcchniqu \ ns u d lttt: to the fH::t that th 

m nuf turin firm li t 1 at the S · were led lil \\' lilabl tH.l 

reli bl . 

ti lfl. 

1i 

m ti n u l. 



The audited balance sheets and the profi1 nd loss accounts showing annual financial 

statements. The period of data c 11 ti n ' ·as frorn 2006 to 201.0 covering six years. The 

specific data collected durin J 1h ii l .11 :-\ p rind was in Conn of annual profit after 

linbiliti \!s, lixed assets, accounts receivable, 

'" 11 ·' · 1h fi nanci 11 g aspects including the long term 

1ax, sales turnover, cun 

invent01 y, accou11t 

debt aud ·quit l'ot 1 h lf of hnancial statement of sampled firms. The data also 

ns: islt·d lo 'hP\\ th b1 kdown of fi nancing of current assets into long term 

linlll ri n ~ 111 l ·h 'll t rm financing to compute performance measures as well as the 

w 'tki n · c 1pit1lJ licies. 

3.6 Data anal~ 

T determine the working capital management financing policy adopted by the 

manufacturing firms and their effects on their profitability, the data was analyzed through 

the use of regression and correlation analysis. 

3.6.1 Variable and Variable Measurement 

The data collection procedure was achieved by developing a similar framework used by 

Weinraub et al, (1998), Shin and oenen (1998), Afza and Nazir (2004), Raheman and 

ra r (2007). The following data was used to come up with the required variab les; The 

al s at the beginning and end each year; Trade receivable ; frade payables; Invento ries; 

urr nt a et:s; urrent liahilitie ·;Total :sales; on-currt=nt as ·ets; Long term debt; 11m fit 
ft r t ·es, total e 1uit '.'I he in lmkd d p ndent, independent nnd control variables. 

Dep nd nt '. riahle 
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Independent variables 

Financing Policy (FP) was cal ul ted h. 11 i lin) Totnl urrcnt Li abilities (TCL) with 
Total Liabilities (TL) was u ·ed th m kpc·ndu1t vn ri ablcs. 
FP = Tot~1l Current I ,iabili t' 

Tota11 iahilil i 

( ~outrol vnnuhl · · 

The :iz · PI th lum mea ·urcd by the logarithm of total assets the growth of 
li nn ( ;p( II Til m 1 med b variation in annual sales value with reference to previous 
y 3 1r · ·,II · mJ the financial leverage (LVRG) taken as the debt to equity ratio of each 
linn forth~ \\h le ample period were used as the control variables . 

. ().2 Quantitative Anal i 

T\\ o meth d.s of quantitative analysis were applied in this study. One method used was 
correlation models specifically Pearson correlation to measure the degree of association 
between different variables under consideration. The other method was multiple 
regression analysis that estimates the causal relationships between R A and other chosen 
variables. P S version 17 software was used for analysis of the different variables in 
this study. A multivariate regression was used to analyze the relationship between the 
' orking capital management level of the firm and the performance of the firm and the 
' orking capital factors influencing perfom1ance a follows: 

p LVR J t· E 

R of finn at timet or i= l ,2 ....... 20 urns 
in n in p licy 

tu IZ 

r t n 



HAPTER FOUR 

4.0. D A.-\ ALYSlS AND FlNDlNGS 

4.1. INTRODU 'flO 

i inlt't pr ·tat ion nnd presentation of the findings. The 

t,tt i. ti{ .. ' and quantitative analysis to present data. l•or 

ifi d into two categories those who's financing policy 

b mscrvativc and those above 70% as aggressive. To 

een working capital policy and profitability separate 

'll u ted for the entire industry, for firms using conservative financing 

poli 'Y md tor th e finn using aggressive financing policy. 

'I his chapter focu ed on 

llllHiy. i: Pill p l 

4.2. DF~ lUPTI\ EAt TALY I 

De cripti e anal. sis presents the mean, standard deviation, maximum values, and 

minimum value of the different variables in this study. 

Table 4.2.1: De criptive statistics 

De criptive tati tic 

I Minimum Maximum Mean td . Deviation 
R 1.421 

18 -0.19678 59.77229 0.715 

rowth 1 1.912 
-1 317.883 )6.577 

FP 1.153 
1 0. 4152 7. 1 

0. 2 
1 7 1 . 77 

0.0 2 
0. 12 7 . lH 7 

r. 



Table 4.2. 1 above shows the mean, tandard deviation, minimum values and maximum 
values for 14 companies listed on yauobi t ck E. 'change fo r 70 firms-year observations 
from year 2006 to year 2010. 

From the table above, 1 ) I · ·11 hkh m0a ns thal on average manufac turin g 
co tn panics scunpled t hun I hi l H hlllti over I he live yea rs period. The finance 
po licy 11 :cd n w01kin capital po licy has a mean value of 0.7066 
wit lt :1 111d ud 0 .... 496, indicating that mosl manufacturing firms use 

'hi means that the proportion of current liabilities to total 
linbilili · · in ) , hen e meaning that most of the financing comes from current liabilities. 
ln l~:rm · ·ize ' hich i measured as by natural logarithm of sales we can see that 
nhumfacturing ha re recorded impressive sales levels. On average growth by firms in 
mmmfacturing sector is 66.57% over the five year period which is positive for the whole 
indu 'try. The standard deviation is very high at 161, meaning that while others have 
recorded tremendous growth, other manufacturing companies have recorded declining 
growth. On average the size of manufacturing firms as measured by natural logarithm of 
total assets is 15.009 with standard deviation of 0.523, which from the logarthimic 
tables, we figure that the average assets in the manufacturing industry is Kshs 3 billion. 
The leverage average is 0.599 which means that most of the manufacturing companies 
u e lightly more debt than equity in their financing activities. 

4.3. 11 A IVL A AL SI 

p 
'c.::n.: c lculated tor nil the vari bles used in th~; !iludy t. rtin 1 w1th 



Table 4.3.1: Descriptive stati tic : Pre ents Pearson correlation coefficients for all 
variables considered 

--
p )r\ <J rowth l•P Size Leverage 

Pearson Cot 
1- -ROA l ti n ... 

.086 I 000 .886 -.3 14 -.029 

- 1- - -- --. i ' ( lli l I .019 .544 .957 .872 

'= - -70 70 70 70 70 

·- - -l ;wwth p ll n Correlation .886"' 1.000 -.086 .3 14 -.029 
~ - -- -- - - -- - -tg. -tailed) .019 .872 .544 .957 

-T 70 70 70 70 70 

- -· ---FP Pearson Correlation -.314 -.086 1.000 .371 -.77 1 
I 

-Sig. (2-tailed) .544 .872 .468 .072 

N 70 70 70 70 

Size Pe r:lon Correlation -.029 . 14 .371 1.000 -.600 
r-· 

Sig. 2-t ikd) .957 .544 .468 .20X 

N 70 70 70 70 70 

I Pearson Corr 1 ti n -.02 -.77 1 -. )00 1.000 . 
Si •. (2-t iled) -

. 72 . 7 72 . !\ . 
N 70 70 70 7 70 

nt t tJ 

tl th t 



0.886 which would be explained by the fact that the driver of growth is sales which has a 

direct impact on profitability. Pegging the significan e level at 0.05, we can see that it is 

only growth that is significant in determining R A. 

On the other hand financial p li ' Mt1.l.lll's highly w ilh leverage at 0.771 though 

ncga livcly. This is due to th th.tt nil of th(.;m have li abilities as a factor in 

dclermin ing eadt ol' th 

signi li(;HII !. 

' 1 ,l( 0.0 significance level, tbe relationship is not 

Size corn: I at,· high I • '' ith le erage, which can be explained on the fact that, given .that 

size i · m a 'ured , totul a ·sets these assets are financed by debt or equity which is used 

to calculate le\'erage. Qiyen the relationship between the two is negative; we can say that 

most of the assets are acquired using debt capital, however at 0.05 signifi cance level, this 

relationship is not significant. 

4.4. Regression analysis 

The researcher conducted a multiple linear regression analysis so as to determine the 

relationship between the ROA and the independent variables; financing policy, size; 

growth; leverage; the error term for 5 years. The regression equation is 

Where: R i : return on total as · t; Bo: 'I he intercepts of equation; . IZI:.: natural 

logarithm oft tal ·et ; JROW'l I 1: percentage chan •e in ale '; LVR 1: debt wtio; u: 

"I It rr rt nn 

io n a n:th si of th e indu tn· model 

fl u p LVI 
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Table 4.4.1: Regression analysis of the indu try model 
----,-----.-----~ 

U nstandard izt:tl ~t:mdnrdiz~d 

Model t \ l flil~i nt ~ T Sig. 

(( 'ons(UIIl) .9 11 .530 

4.145 .937 .521 

5.554 -4.205 -.933 .522 

-2.147 2.635 -.790 -.815 .565 

Le\'erage -24.327 46.686 -.541 -.521 .694 

a. Dependent Variable: ROA 

From table we can write the following equation: 

ROAit = 50.245 -5.180 (FPit) -2.147 (SIZE,t) + .036 (GR W'III it) -24.327 (LVR 'it) 1 

110.067 

We can ee that there is a negative relationship between financial policy and ROA as well 

as with size and leverage. foinanci( 1 policy mean that a company with a high amount of 

liabilitie would h ve le r tum •t inter stu e I to pay debt commitments \ ould af i'cct 

return . n lZ thi he in I fr m the fi t big compnni 1. 11 t f · crm o tzc \ hich j 

in tenn the 1 turn would 

di i d by t I 1 I lt r r tum 1 

dir . Hi hly I 

tt r turn th bt mmitm nt th t w uld t • Ut ir p1 fit . 



Table 4.4.2 Model Summary 

Std. Error of the 

Model R RS 

' f he cocrti~icnt or dt'll.illlliH IIi Ill Qll.ll ) measures the proportion or variability in a 

du tu sut tl ud is utn)tllll ti tical model. fn this case it can be seen that there is 

very stw 11 '. r :lrtitHt ·hit b t\\ en financial performance and working capi tal manage1nent 

policies. It cun b ~ s · n th ll. \\ rking capital policies determined by; the natural logarithm 

of as 'd-. s<tl :. iinun ·ial p lie and leverage explains 73.5% of financia l performance 

determined b , return on asset:'. Adjusted R squared attempts to correct R squared to more 

clo ·ely ret1ect the goodness of fit of the model in the population but since we used only 

one model, , e can only rely on R square. Standard error is a measure of variability and 

as such measures the variability that a constant would be expected to show dming 

san1pling and a result of 2.15 means the variability in our model is low. 

Table 4.4.3 Analy is of variance of Regression for the industry model 

umof Mean 

Model Squares df Square F Sig. 

1 Regression 5.452 4 1.363 .294 .861 
Residual 4.637 1 4.637 

'I otal 10.089 5 

Annlysi:; f va innce 1 OVA i mdho I ot t tin th null hypoth, j thnt t;\'t.:J 
1
1 

fr rn th 

I I 

I in th p pulation l Y mparin th • ampl vari nee c timltc t 

um 

u 

n 
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11 th 
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CI PT R lYF 

5.0. SUMMARY, CONCLU 10 ', A DR OMMRNllATlONS 

S.J. INTnODlJCTION 

The chapt er sunltnatiz · tht' liu lin • th m.tl .-is of the relati onship between financing 

working capital tll ll llH • 111 nJ Jtc h1ahility of the linn measured by return on 

assL·t s (RO A) Tk l'11 1pt n lusions and gives recommendations based on 

the limlin ' "· It hi ~h l i •hl th limitati n of the study and makes suggestions of further 

reseilrch in li.tlut c. 

5.2. SUlVll\L\RY OF Fl. "DI TG 

'l he objectiYe of thi, re ·earch was to find out the relationship between working capital 

financing polic and ROA of the manufacturing firms quoted on the NSE. In order to 

achie e this objective a causal relation was conducted where the R A used as the 

dependent variable for each of 14 sampled firms quoted at the Nairobi tock •xchange 

were computed. The foP was computed as independent variables. Alongside the 

dependent and independent variables were also control variables such as logarithm of 

total asseb used as proxy for size, growth, and leverage. 

' l he choice of quoted manufacturing companies wns preferred becau e they represented 

the main e tors of the K nyan economy, In addition since th~.;y • re publicly quoted and 

publi h their nnu 1 rep rt , inform tion about the mea uremcnt of , 01-king capital 

policie and R r dily available, unlike tho e unli t d o comp·mie . 

n 11 th v rinbl ·~n r.l 

u in' 
1 th r I th 

1 



critical values F4.1 (a=0.05) = 7.7086 hence we accept the null hypothes, that there is no 

relationship between working capital manag ment n:l profi.tnbility. This is confirmed by 

the significance value of 0.861 which i gr .tt~I th.m 0.005 h 'nee the working capital 

factors do nol affect profitability. 



aggressiveness/conservativeness had any. signifi ant relationship with the dependent 

variable (ROA) firms were classified into aggr ssi' e ani conservative and a regression 

model was conducted separately between th h:p ndcn t nrinbk and the independent 

variables alongside the control vatinbl 

growth that had a signi I tl' 1111 

it wns s ·en that it was only ROA and 

n tho11 h for other variables it was still 

not signi ficant. Jn coll ating all vari abl es found out !hut 

tmtkr workin, · tpi l tl . it w.1 Pun ut the whole relationship had a high coeffi cient of 

determinution. m w;ut d b) r ·1u, re. H ever on carrying out analysis of variance, the 

reseun;her found out th.1t we fuil t reject the null hypothesis from the f statis tic and thus 

ther wa · no ·igniiicant relation ·hip between working capital and profitability. In 

addition this wa • coniirmed by the significant factor. 

5.3. ON L 10 

The management of working capital is important for several reasons. If a company is to 

operate efficiently, it's financial policy must be tightly monitored and controlled . More 

1\mdamental, however, is the effect that working capital decisions have on the company's 

risk, return, and share price. Having an adequate level of working capital is therefore 

vitally important for the survival of any busine s. 

In the manufacturing industry, by making sure that production line do not stop due to 

la k of nn material , that inv ntori s do not build up b~.:cnu e pr duction continue~ 

un h mge I wh n al ip that cu tom rs pay on time nd that enough ca h i · on hand to 

m ke are du . b iou ly with ut good ' orkin , capital 

n effici nt nn profit bl . I· r th m nu cturin C< mt 111 

n th t th r i n r pm nt man m nt ' rki n 

t ur p itiv n r fit bilit 



5.4. RECOMMENDATIONS 

The present study investigates the relation hip b t\\ een the work ing capital asset 

management and financing polices ntl its in11 .\t' t lm pro fi tab ility of 14 quoted 

manufacturing fi rms for the period 200 - 01 . tud falls to confirm any significant 

relati onship hctween working cupit d mil\ l 'Cill t 111 .md pt<)fitnhi lity. This could be due to 

,tpital cancel each out. Therefore future 

stud ies could )(lol ut f'tt:IPt: th ll 11 rt, nt to the manufacturing industry such as 

inventory 

method. 

ti n period for its debtors and average payment 

5.5. LIMITATIONS OF Til i' ~T D 

The ana ly'is onl ·covered the manufacturing firms quoted at the Nairobi Stock •xchange 

only and thi' ma' limit the fair findings that could have been found if the non quoted 

firms were covered. The sample size could have affected the results and thus the findings 

should not be generalized \\ith certainty. 

5.6. U GE TIO FOR Ft:RTHER RE EARCH 

This studies need to be done in future to cover a wide sample size as well as compames 

not quoted at the airobi . tock Exchange. This study covered financing policy alone, 

similar study hould be conducted in future to cover investment policy or both. 
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APPENDIX I 

MANUFACTURING FIRMS LISTED AT THE 

Main Investment Market Segment 

Industrial and Allied Sector 

l. J\thi River Mitli11g l'O 

2. Bam hmi C 'fit 'II( l .td 

3. BAT J,ld 

4. ""'arbacid lu e 'tment 

5. rowu Berger Ltd 

6. E. abies Ltd 

7. E.A. Portland Ltd 

8. EABL 

9. Eveready E.A. Ltd 

10. KenGen Ltd 

11. KPL Ltd 

12. Mumia Ltd 

13. nme r frica Lt I 

14. 'I t l K ny Lt 

I td 

1 



APPE DIXII: 

Data Collection form 

N a1nc of the Company-------------------------------------------

- - .~ 

Description Yc ar 

. 2uti5 2nn6 :2()(17 200H 2009 2010 

--'-·~ 
~all:~ 

Total a~s ·ls 

-Pixedl asset , 

To tal receivables 

-
Trade puyables 

- --
urrent asset, 

Current liabilities 

Debt 

Tot, lliabilitic 

Equity 

Pr fit after t . 


