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Abstract

This study evaluated the effect of cash flows management activities on financial performance of manufacturing firms listed at
Nairobi Securities Exchange. The study was guided by the following specific objectives; to find out the effect of operating
cash flows on the financial performance of manufacturing firms; to establish the effect of investing cash flows on the financial
performance of manufacturing firms and to determine the effect of financing cash flows on the financial performance of
manufacturing firms. The researcher used a descriptive research design to describe cash flow management activities of
manufacturing firms listed at Nairobi Securities Exchange which is based in Nairobi, Kenya. The target population comprised
of 7 listed manufacturing firms in the NSE Report for the period 2007 to 2016. The study employed census sampling to all 7
manufacturing firms in the Nairobi Securities Exchange. The study used secondary data from published financial statements of
the listed manufacturing firms for the period of study. The data was analyzed by descriptive statistics such as, mean and
standard deviation. Correlation analysis and multiple linear regression analysis were used to establish the relationship between
cash flows management activities and financial performance of listed manufacturing firms at the NSE. Hypothesis testing was
performed using t-test and F-test. The t test was used to test the statistical significance of the independent variables while
ANOVA F statistic was used to confirm the goodness of fit using level of significance in the regression model. Analysis of
Variance ANOVA F statistics was also used to test hypothesis. The analyzed data was presented by use of tables. The study
found that Unga limited applied profit from operations to consider operating cash flows. Further, BOC limited also applied
Purchase of PPE to consider investing cash flows to a great extent as indicated by a mean value and standard deviations. Using
correlation results, the study found that there existed positive correlation between operating cash flows, and financial
performance on return on equity. The study concluded that cash flow management activities are statistically and significantly
related in predicting return on asset of listed manufacturing firms. The study concluded that use of cash flow management
activities led to significant effect in financial performance. The study recommended that manufacturing firms should focus
more on financing cash flows in order to maintain financial performance of manufacturing firms listed in the Nairobi
Securities Exchange.
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1. Introduction

The history of cash flow has grown from late 1970 to the mid1980s; where FASB examined usefulness of predicting future
cash flows. In the United States, the Financial Accounting Standards Board (FASB) has to define regulations under Generally
Accepted Principles GAAP, to show sources and application of funds. Globally, there is a tendency that a profit is expected from
little cash flows (Watson, 2005), firm can continue to exist in an economy while making little or no revenue, but the chances of
survival minus cash flow management are weak. Advanced countries attach high importance to the opportunity cost of holding
idle cash. However, the statement of cash flow history shows that the interpretation of cash flow during that time was ambiguous.
During that time “cash flows” referred to as cash or it can also refer to the variation in current assets (Epstein, 2007).

Holding operation cash flows in cash management is valuable to manufacturing firms. Cash flow is very critical in many firms,
placing temporary cash surplus has low yielding from increasing financial cost, even though firms undertake strict cash flow
forecast, there are variables that can affect cash management which possess a greater risk in their financial performance. In
Poland, cash flow issue has raised an alarm in terms of cash management, since it greatly affects day to day operations of the firm
cash which is the key engine to financial performance (Darek, 2012).
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Listed firms finance their investment highly in Capital Market. Cash inflow from financing activities includes cash proceeds
from the issue of shares and loan borrowing. Cash payment from financing activities includes the following, money spent to repay
the principal amount, redemption amount paid for ordinary and preference shares and cash paid (Kemboi, 2010). The main
intention of accounting information is to provide relevant and satisfactory financial information that help both internal and
external users to make decisions as regards a company’s operations and performance. Accounting information provides the facts
needed to make rational decisions (Wanja, 2011).

1.1 Financial Performance of Manufacturing Firms

The measure of financial performance has been made by applying possible indicators in most businesses by evaluating return
on assets and return on equity based on shareholders’ funds. The firm’s financial performance is also known as profitability
measured by financial ratios. The financial ratio analysis is every effective to measure firm’s financial performance. The
measurement of firm’s financial performance are return on assets, return on equity based shareholders funds, and net interest
income. The value of financial performance is measured by return on assets, return on equity based shareholders funds, and net
interest income. The return on assets is the one of the significant effect on performance indicators in forecasting business failures
in Kenya (Athanase, 2015).

2. Research Problem

The continued decrease in profits in manufacturing firms listed was due to poor cash flows issues in many manufacturing firms
listed in NSE. This can be emphasized using reported profits after tax in the year 2015 which was Ksh. 14.16 million while in the
year 2016 the profits after tax for the same manufacturing firms was reported at Ksh 13.04 million showing a decrease in financial
performance of sector (Athanase, 2015). Owino (2014) examined the effect of cash flows management on profitability of
manufacturing companies operating in Nairobi County. The objectives were to investigate the effect of using current assets on
profitability, the relationship between cash receivables and profitability, and the effect of managing incurred cost on profitability
of manufacturing companies at Nairobi County. The study failed to apply operating cash flows, and financing cash flows which
are main activities in cash flows statements. Therefore, the study sought to assess the effect of cash flows management activities
on financial performance of listed manufacturing firms in Kenya.

3. Objectives of the Study

The following were specific objectives of the study:
i To find out the effects of operating cash flows on the financial performance of manufacturing firms listed in the
Nairobi Securities Exchange.
ii. To establish the effects of investing cash flows on the financial performance of manufacturing firms listed in the
Nairobi Securities Exchange.

4. Significance of the Study

This study is of significant to the management of listed manufacturing firms at various segments of the Nairobi Securities
Exchange and the economy at large to better management of cash flows. The study benefits policy makers to use and inform cash
flow management situations in these financial sectors for decision making.

The government may use these research findings to enable measures tax performance from manufacturing sectors in the
economy. The interest invested investors may use the finding from the study to get knowledge of cash flow management in their
investment decisions from investment expectations. Hence, the findings are useful to other business firms listed in Nairobi
security exchange.

The researcher may use the findings from the study for future research. This means that scholars interested in this line of the
study may be relevant and useful materials to aid ad enhance their research from related literatures. It may form the area of
research themes on cash related topics through comparison of what other research have done as source of literature review.

5. Review of Literature
5.1 Theoretical Literature Review
5.1.1. Keynesian Theory of Money
This theory was started by Keynes in 1936. Theory of Keynesian stated three reasons for holding money in cash; one is the

need of maintaining liquidity, the second is for transaction, the speculative and precautions motives. The assumption is that
speculative motive is the need to hold cash to improve performance when need arise for purchase, or favorable exchange. The
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precautionary motive is the only need to hold cash to cater for unexpected events. The transaction motive is the need to have cash
on hand to pay daily expenses (Ali, Alireza, and Jalal, 2013).

The limitations of this theory are that it only presented motives for holding cash which cannot be relied in improving financial
performance of firms. Having effective cash flows management does not mean that firms are able to improve financial
performance. Thus, a firm needs to maintain its cash flows statement in order to analyze profitability which may be negatively
affected cash flows (Adelegan 2017). According to Richardson (2016) argued on the theory that firms having surplus cash in
ventures is translating to profitability situation , and hence cash flow management depends on resources at manager’s discretion to
apportion. However, the theory is applicable to assess how the firm uses its cash flow to invest available resources. A firm tends
to rely more on cash flows to finance their investments than performance. This theory can applicable in estimating annual holding
cost of cash levels of managing accounts.

5.1.2 Free Cash Flow Theory

Free cash flow theory was developed by Jensen in 1986. This theory refers to surplus of cash is available after financing
profitable firms. This states that net income from capital expenditure (CAPEX), influences financial performance of firms.
Schoubben & Van Hulle (2008) described high free cash flow is the net income adding depreciation and amortization, minus
capital expenditure, minus change in non-cash flows, plus borrowing. The assumption of the theory is that the management of
firms with high free cash flows is likely to undertake projects that are going to decrease the value of the firm. Cash flows above
what a firm requires for capital expenditure into projects had a positive effect on net present value what is termed as free cash
flows. Using cash management cash flow would eliminate unnecessary cost in the company. Maximizing income is at the expense
of cash control sought to expand firm. The increase in costs is under cash flow models resulting to positive growth.

Darek (2012) criticized theory that maximizing shareholders wealth is not the only drive why managers seek to grow the size of
the firm. Expansion of cash flows does not imply increase of resources under the stewardship of a manager and it may result to
more pay as pay is positively related to growth. The tendency for cash flow is how to invest in the firm than limited cash receipts
from markets which needs cost. The relevance of the theory to cash flows is that it focuses on maintaining of cash flows for
investing activities and shows the flow of cash to be either surplus or deficit in the cash budget.

5.2 Empirical Literature Review
5.2.1 Operating Cash Flows and Financial Performance

Parsian & Amir (2013) carried a study on the effect of operating cash flow on profitability in Tehran stock exchange. The
study was conducted to relate the influence of different component of cash flows on profitability growth. The study was based on
the following objectives which were; to investigate how depreciation expense affect profitability, to assess how increase in current
liabilities affect profitability, and establish the effect of the decrease in current assets on profitability. The study used 42 firms
sampled from Tehran stock exchange. The study adopted multiple regression models to analyze the data and provide a basis for
the conclusion made. The study found that different operating cash flow components affect profitability. The study concluded that
profits are improved for banks extremely throughout the financial years. The use of cash flows from operating activities has a
great influence on profitability with negative effect. Further the findings recommended that net income from depreciation expense,
increase in current liabilities, decrease in current assets and decrease in current liability should be analyze with profitability. The
study failed to include correlation analysis to which was essential for determining the relationship between operating cash flows
from Cash generated from operation and profits from operations on financial performance.

Nwanyanwu (2015) did a study on the relationship between operating cash flow activities and organization performance in the
hospitality and print media industry in Nigeria. The objective were; to examined the relationship between cash flows from
operating activities on organization performance, to determine the impact of loans processing on organization performance and to
establish the effect of equity investment on organization performance. The sample size was 45 hospitality and print media firms.
Data collection was via a questionnaire. Descriptive statistics was used to analyze data. The study used inferential statistics using
correlations analysis. The findings revealed that operating activities affect profitability. The study concluded that payment of cash
to suppliers and taxes on income are also incorporated when computing operating cash flow. The study recommends that cash
flows should be as a result of operating activities entails cash collection, equity investment, debt provision, plant and investment,
as such an inventory purchased by for normally appear as an operating use of cash on a cash flow statement. Thus, the study used
manufacturing firms to analyze operating cash flow activities.

5.2.2 Investing Cash Flows and Financial Performance
Rehaman (2017) analyzed cash flow from investment activities on profitability in Pakistan firm. The study aims to examine

the differences between net cash flows from operating and profitability in Pakistan firm. Objectives were to establish effect of
cash flow from investing on profitability, effect of current assets on profitability and to assess the effect of current liabilities on
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profitability the firm. The sample size was 23 firms. The study used descriptive statistics. The findings show a great significance
to a firm because it directly influences both liquidity and profitability. Cash flow from investing comprises of both current assets
and current liabilities of the firm. The study concluded that net investing cash flows affect profitability. The study recommended
should be net investing should be used to determine the amounts of Interest received Purchases of PPE, and Disposals of PPE and
its effects on profitability. However, the study did not examine the effect of investing activities on financial performance of firms
using correlation analysis.

Manyo (2013) studied the effect of investing activities on performance of Nigerian manufacturing firms. The study objectives
were examined the effect of account receivable on investing activities in Nigerian firms, relationship between cash flows from
operating and profitability of a firm and to determine the effect of receivables and inventories account for a significant proportion.
The study used 12 manufacturing firms listed. The study employed correlation analysis. The study found that the current asset of
manufactures is more than half of the entire firm’s performance. The study also recommended that the receivables and inventories
account affect performance measured by total on assets of the firms. This study did fail to analyze financial performance with
investing cash flows using descriptive statistics.

5.3 Conceptual Framework

A conceptual framework is a hypothesized model which describes the variables under study. Borg, Gall & Gall (2005)
describes conceptual framework as a diagrammatical representation of the variables’ relationships in a study or is a set of ideas
taken from relevant fields of enquiry A conceptual framework is made up of independent and dependent variables. Independent
variables are factors that explain variation in the dependent variable. The dependent variable is financial performance. Financial
performance was measured by ROA and ROE.

Operating Cash flows
e Cash generated from
operations

e  Profits from operations . .
Financial performance
vy > * ROA
* ROE
Investing cash flows
e |Interest received
e Purchases and
Disposal of PPE
Corporate Tax
Independent Variables Moderating Variable Dependent Variable

Figure 1 Conceptual Framework

6. Research Methodology

The study adopted descriptive research design. This design enabled the researcher to meaningfully describe a distribution of
scores or measurements using various statistics (Mugenda & Mugenda, 2003). The design was appropriate as describe the effect
of cash flows management activities on financial performance of firms listed in the NSE. The study used census sampling, that is,
all 7 manufacturing firms classified in Nairobi Securities Exchange listed firms. The study used secondary data. Data collection
tools were financial statements from data collection sheet. Secondary data on gross profits return on assets return on equity,
number of firms and period was collected from website, and NSE data. The study also used secondary data of the manufacturing
firms using data collection sheets. The financial performance indicators data was based on the firm financial data gathered from
published annual financial statement of the manufacturing firms for the period of 10 years starting from 2007 to 2016 under study.

The analysis of data was done by descriptive statistics of mean and standard deviation with help of Statistical Package for
Social Sciences (SPSS). The result were used to determine the effect of operating, investing and financing cash flows management
activities on financial performance of manufacturing firms quoted at NSE. Inferential statistics methods of simple and multiple
linear regression analysis was used to determine the effect of operating, investing and financing cash flows management activities
on financial performance of manufacturing firms quoted at NSE. The Statistical Package for Social Sciences (SPSS) was used to
determine the coefficients for both simple and multiple linear regressions. Hypothesis testing was performed using t-test and F-
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tests. The t test was used to test the statistical significance of the independent variables while ANOVA F statistic was used to
confirm the goodness of using level significance of the regression model.

7. Study Results and Discussion
7.1 Descriptive Statistics on Operating Cash flows
7.1.1 Cash Generated from Operations

The study sought to assess the effect of Cash generated from operations on financial performance of manufacturing firms
listed from 2007 to 2016.

Table 1 Cash generated from Operations

Min. Max. Mean Std. Deviation
BOC Kenya Limited 25.00 37.12 31.9140 4,30057
British American Tobacco Limited 21.82 48.86 37.6580 7.86153
Carbacid Investments Limited 10.82 21.60 15.2140 4.16761
East African Breweries 9.58 667.30 210.3020 231.47539
Eveready East Africa Ltd. 404.01 509.83 460.9240 43.72019
Mumias Limited 99.61 472.75 329.4940 135.55754
Unga group Ltd. 136.19 695.51 393.7960 217.07124

Valid N (listwise)

From the table, the study showed that listed manufacturing firms at Nairobi Securities Exchange in Kenya had adopted cash
flows generated from operation as an operating cash flows to a great extent as indicated by Eveready East Africa Limited which
had a mean of 460.924 closer to a maximum mean of 509.83 with standard deviation of 43.7201, where minimum of 404.01 with
a maximum of 509.83, Unga group Ltd.had a mean of 393.796 with a standard deviation of 217.0712,where minimum of 136.19
with a maximum of 393.796, Mumias Limited had a mean of 329.494 with a standard deviation of 135.55754, where minimum of
99.61with a maximum 472.75, East African Breweries had a mean of 210.3020 with standard deviation of 231.4753,where
minimum 9.58 with a maximum 667.30, British American Tobacco with a mean of 37.658 with a standard deviation of 7.8615,
where minimum of 21.82 with maximum of 48.86, BOC Kenya Limited had a mean of 31.914 with standard deviation of 4.3005,
where minimum of 25.00 with a maximum of 37.12, Carbacid Investments Limited had a mean of 15.214 closer to a maximum
mean of 21.60 with standard deviation of 4.1676, where minimum of 10.82.

From the results, the established Eveready East Africa Ltd had the highest mean and Carbacid Investments Limited had the
lowest mean. The study implied that the application of Cash generated from operations as operating cash flows would led to
increased return on asset for listed manufacturing firms at Nairobi Securities Exchange to a great extent, this was indicated by
Eveready East Africa Limited which had the highest mean score. These findings concur with the findings of Parsian & Amir
(2013) who found that use of cash flows from operating activities has a great influence on profitability.

7.1.1.2 Profits from Operations

The study sought to investigate whether profits from operations affect financial performance of manufacturing firms listed
from 2007 to 2016. Table 2 Displays Profits from operations.

The results indicated that Unga group Ltd. had a mean 0f1.2120 with standard deviation of .10799, minimum .21 with a
maximum value 2.31, British American Tobacco Limited had a mean 0f1.2120 with standard deviation of .10799, minimum 1.00
with a maximum value 1.42, followed by Carbacid Investments Limited had a mean of 1.2050 with standard deviation of.07531,
minimum 1.15 with a maximum value 1.35, Mumias Limited had a mean of 1.1959 with standard deviation of .03206, minimum
1.12 with a maximum value 1.25; Eveready East Africa Ltd. had a mean of 1.1720 with a standard deviation of .03327 and
minimumZ1.10 with a maximum 1.23, BOC Kenya Limited had the lowest mean of .6170. The results indicated that Unga group
Ltd had highest mean of 1.2120 with standard deviation of .10799, minimum .21 with a maximum mean value 2.31. This indicates
that Unga limited apply profit from operations considering operating cash flows to determine how much cash used for operations.
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Table 2 Profits from Operations

Min. Max. Mean Std.
Deviation
BOC Kenya Limited .13 1.70 .6170 .60974
British American Tobacco Limited 1.00 1.42 1.2120 10799
Carbacid Investments Limited 115 1.35 1.2050 07531
East African Breweries 1.09 131 1.1550 .06786
Eveready East Africa Ltd. 1.10 1.23 1.1720 .03327
Mumias Limited 1.12 1.25 1.1959 .03206
Unga group Ltd. 21 2.31 1.2130 .49891

Valid N (listwise)

The findings were in line with Adelegan (2013) who carried out an empirical analysis of the relationship between operating
cash flows and dividend changes in Nigeria. The result indicated that operating cash flow affected firm performance with changes
in dividend.

7.1.2 Investing Cash Flows
7.1.2.1 Purchase of PPE

The study analyzed the extent to which purchase of PPE affect financial performance of listed manufacturing firms at NSE.

Table 3 Purchase of PPE

Min. Max, Mean Std. Deviation
BOC Kenya Limited 346.26 636.28 488.7720 118.89999
British American Tobacco 124.30 1434.19 266.0520 410.54000
Limited
East African Breweries 172.22 338.07 268.1740 59.24846
Eveready East Africa Ltd. 313.84 364.71 333.9300 15.46984
Mumias Limited 116.05 149.02 135.8480 13.88331
Unga group Ltd. 13.59 170.75 95.6380 70.52859

Valid N (listwise)

The results indicated that BOC Kenya Limited had a mean of 488.7720 with standard deviation of 118.89999; minimum
346.26 with a maximum value of 636.28, Eveready East Africa Ltd. had a mean of 333.9300 with a standard deviation of
15.46984. Carbacid Investments Limited had a mean of 311.6960 with standard deviation of 56.82308, minimum 222.66 with a
maximum value of 401.52, East African Breweries had a mean of 268.1740 with standard deviation of 59.24846 where minimum
172.22 with a maximum 338.07. British American Tobacco Limited had a mean of 266.0520 with standard deviation of
410.54000, minimum 124.30 with a maximum value 1434.19, Mumias Limited had a mean of 135.8480 with standard deviation
of 13.88331, minimum 116.05 with a maximum value 149.02, and Unga group Ltd had a mean of 95.6380 with standard deviation
of 70.52859, minimum 13.59 with a maximum value 170.75.

From the table, it was indicated that BOC Kenya Limited had highest mean of 488.7720 with standard deviation of 118.8999
while Unga group Ltd had lowest mean of 95.6380 with standard deviation. This indicates that BOC limited also apply Purchase
of PPE considering investing cash flows when offering cash flow management practices to a great extent as indicated by a mean
value and standard deviations. These findings were in agreement with Mong’o (2010) who analyzed the relationship between
investing cash flows and profitability of commercial banks in Kenya. The finding found that investing cash flows influences
profitability of commercial banks. Further it was established that cash flows from investing activities was similarly invested
during acquisition and disposal of long term investment such as property, plant and equipment, investment subsidiaries.

The findings were contrary to the findings of Nekhili, Amar, Chtioui, and Lakhal (2014) that investing activities has no effect
on earnings of the firm. The study sought to investigate the effect of investing activities on earnings management. The data was
obtained from 58 firms in the Nairobi securities exchange 2012 to 2013. From the indication of Tobin’s Q did not ascertain
whether firms had effect on investment cash flows projected from net present values of earnings. The results implied that the firms
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expects to sales more and invest more on profitability, investment of profitable sales should not be replicated to shareholders
returns in the periods. The firms with higher investing activities expects high from cash flows to achieve more earning, despite
this results, this study found that financial performance has not been influenced with investing cash flows activities.

7.1.2.2 Disposal of PPE

The study collected and analyzed data on disposal of PPE on listed manufacturing firms in Kenya as presented in Table 4.

Table 4 Disposal of PPE

Minimum Maximum Mean Std. Deviation
BOC Kenya Limited 9.11 16.66 11.6310 2.29287
British American Tobacco Ltd 1.00 243 15150 AT720
Carbacid Investments Limited 118 12.93 8.4616 3.97663
East African Breweries 20.38 32.89 26.2280 4.44143
Eveready East Africa Ltd. 2.59 6.69 3.9500 1.35264
Mumias Limited 1.71 4.93 3.3520 1.09874
Unga group Ltd. 21.27 45.23 29.6300 9.71568

Valid N (listwise)

The results indicated that Unga group Ltd had a mean of 29.6300 with standard deviation of 9.71568 minimum 21.27 with a
maximum value 45.23, East African Breweries had a mean of 26.2280 with standard deviation of 59.24846 where minimum 20.38
with a maximum 32.89, BOC Kenya Limited had a mean of 11.6310 with standard deviation of 2.29287, Carbacid Investments
Limited had a mean of 8.4616 with standard deviation of 3.97663; Eveready East Africa Ltd. had a mean of 3.9500 with a
standard deviation of 1.35264, Mumias Limited had a mean of 3.3520 with standard deviation of 1.09874, British American
Tobacco Limited had a mean of 1.5150 with standard deviation of .47720.

The results indicated that Unga group Ltd had the highest cash flow management activities using disposal of PPE to a great
extent in listed manufacturing firms in Kenya. The study is consistent with the findings of Damian (2013) who found that capital
expenditures sale, fixed assets was reported from the investing cash outflows on its profitability. The study concludes that
investments by fixed assets enhanced net investment cash flows. The study indicated that there is need to apply acquisitions or
sale of other firms, buying and selling stocks and bonds.

7.1.2.3 Interest Received

Table 5 Interest Received

Minimum Maximum Mean Std. Deviation
BOC Kenya Limited 1.42 2.18 1.8380 .28778
British American Tobacco Limited 13 37 2560 08195
Carbacid Investments Limited 12 2.17 1.2580 67915
East African Breweries 2.15 4.28 3.5060 .80518
Eveready East Africa Ltd. 11.70 15.44 13.8300 1.04448
Mumias Limited A2 .99 .5900 .32228
Unga group Ltd. .24 52.42 13.5970 18.29449

Valid N (listwise)

The results indicated that Eveready East Africa Ltd. had a mean of 13.8300 with a standard deviation of 1.04448; Unga group
Ltd had a mean of 13.5970 with standard deviation of 18.29449, East African Breweries had a mean of 3.5060 with standard
deviation of .80518, BOC Kenya Limited had a mean of 1.8380 with standard deviation of 0.28778, Carbacid Investments
Limited had a mean of 1.2580 with standard deviation of .67915, Mumias Limited had a mean of .5900 with standard deviation of
.32228, British American Tobacco Limited had a mean of 2560 with standard deviation of .08195 . The results indicated that
Eveready East Africa Ltd had the highest cash flow management activities using Interest received. This agreed with Alloy &
Velnampy (2014) who found that Cash flow from investing comprises of interest received from business assets and current
liabilities of the firm.

7.2 Inferential Statistics

7.2.1 Correlation Results between Cash Flow Management Activities and Financial Performance
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In this section Pearson correlation was used to establish the relationship between the variables, the study measured the
relationship between cash flows management activities and financial performance (returns on equity and return on asset).

From the correlation results, the study found that there existed positive correlation between operating cash flows and financial
performance (Return on asset .099 and Return on Equity .073). There is a positive correlation between investing cash flows r=.200
and return on equity and return on asset correlation coefficient r=0.073, p value 0.545 more than 0.05.

The study indicated that there was high correlation between investing cash flow on financial performance by return on asset
r=250 and return on equity at the lowest (r=0.13). Therefore, there exist a strong correlation between investing cash flows and
financial performance by return on asset the highest while on return on equity had a weak correlation. The study findings were
supported by Adelegan (2013) who carried out an empirical analysis of the relationship between operating cash flows and
dividend changes in Nigeria. The researcher used the ordinary least squares (OLS) method to analyze the data on a sample of 63
quoted firms in Nigeria over a wider testing period from 1984 to 1997. The results revealed that the relationship between
operating cash flow and firm performance is positively significant. The study further concluded that there exist a relationship
between operating cash flows and dividend changes.

7.2.2 Model Summary

Table 6 Model Summary
Model R R Square Adjusted R Square Std. Error of the Sig.
Estimate
1 .694° 593 511 3.11869 0.001
a. Predictors: (Constant), Operating Cash, Investing Cash

The Adjusted R Square is known as coefficient of determination and indicated that there was a great significant variation in
cash flow management activities as the value of Adjusted R Square is 0.511, p=0.001. This indicated that, there was a significant
variation of 51.1 percent of return on asset changes with changes in cash flow management activities with a confidence level of 95
percent, where p=0.001 is less than 0.05.

The R? indicated 0.593 implied that cash flow management activities contributed to financial performance by 59.3 percent of
Return on asset and other variables explain 40.7 percent. The study findings agreed with findings of Rehaman (2017) who did an
investigation of financing cash flows in a comprehensive income and firm performance. From the Inferential statistics by use of
multiple regression analysis, it was established that there was a relationship between financing cash flows and performance. The
study also showed that financing cash flows have a statistically significant positive influence on the Firm Performance.

7.2.3 ANOVA
Table 7 ANOVA
Model Sum of df Mean F Sig.
Squares Square
Regression 65.548 3 21.849 2.246 .001°
1 Residual 641.931 66 9.726
Total 707.479 69

a. Dependent Variable: Return on asset
b. Predictors: (Constant), Operating Cash, and Investing Cash

Table 7 showed ANOVA in the regression model. This study indicated that the model had an F-ratio of 2.246, p=0.001 less
than 0.05. The results implied that overall regression model was fit as the F calculated was higher than its critical F at 2.246. This
also showed that the use of Operating Cash, Investing Cash (cash flow management activities was statistically significant to
predict return on asset of manufacturing firms. Malone, (2009) who studied the effect of cash flow from operating activities on
performance of firms and found the market ratio, firm size, financial ratios, and stock had a significant effect on financial
performance of firms.

7.3 Regression between Cash Flow Management Activities and Financial Performance

7.3.1 Regression between Cash Flow Management Activities and Return on Asset
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Regression analysis between the dependent variables and the independent variables was carry out; independent variable being
cash flow management activities and (Return on asset) being dependent variable.

The table 8 presents the test of statistical significance of the independent variables in the model. This gives the estimates of
independent variables, their standard error and t values.

Table 8 Regression Coefficient

Model Unstandardized Standardize t Sig.
Coefficients d Coefficients
B Std. Error Beta
(Constant) 8.662 720 12.024 .000
1 Operating cash 120 .340 .042 .352 .026
Investing cash .38 017 277 2.262 .007

a. Dependent Variable: Return on asset
The resultant regression model takes the form of Y=8.662+ 0.120X;+0.38X.

The study indicated that financial performance of listed manufacturing firms would be at 8.662 holding cash flow management
activities at its constant zero (.0000).

This finding was supported by the study of Akoto, Awunyo and Angmor (2013) who analyzed the relationship between cash
flows and profitability evidenced from Ghanian listed manufacturing firms. From multiple regressions, it was established that
there was a relationship between cash flows and profitability.

The study indicated that operating cash flows had an increase of 12% on financial performance (return on asset) of
manufacturing firms listed in the Nairobi Securities Exchange. The calculated t-test was given at r=0.120, p=0. 026, t=0.352
implied that operating cash flow activities had a positive significant effect on financial performance (return on asset) and thus
rejected the null hypothesis. This did not agree with the study of Bragg (2014) who examined the relationship between financing
cash flows and corporate performance in the companies quoted in London. The findings from component analysis revealed that
there was not statistical significant positive relationship between investing cash flows and corporate performance of quoted
companies in London.

The use of investing cash flows would had a significant increase in financial performance, as indicated by r=0.38, p=0.007,
t=2.262. This clearly indicated that application of investing cash flow would significantly increase by (38%) in financial
performance (return on asset) of manufacturing firms listed in the Nairobi Securities Exchange, thus reject null hypothesis.
Chandler (2013) supported the findings that the investing cash flows had a significant effect on financial performance. The results
revealed that there is a positive relationship between investing cash flows and profitability.

The study indicated that use of cash flow management activities had a significant effect in financial performance as p=0.000
less than 0.05. This clearly indicates that use of cash flow management activities to a great extent had a significant increase in
financial performance of manufacturing firms listed in the Nairobi Securities Exchange. The study found that investing cash flows
had the highest significant increase in financial performance of manufacturing firms listed in the Nairobi Securities Exchange,
while financing cash flow had lowest increase in financial performance (return on asset). This was in agreement with Frank and
James (2014) who studied a study on the relationship between cash flow activities and corporate performance in the Food and
Beverages sector in Nigeria. The study indicated that the there was a significant positive relationship between cash flow
management activities and financial performance

6. Conclusion and Recommendations

The study analyzed the effect of Cash generated from operations on financial performance of manufacturing firms listed from
2007 to 2016. From the study, it was concluded that Eveready East Africa Ltd had more cash generated from operations which
was indicated by highest mean. The study concluded that Cash generated from operations as operating cash flows affect financial
performance among listed manufacturing firms at Nairobi Securities Exchange. The study further concluded that Unga limited had
more operating cash flow from profit from operations in order to determine how much cash held for operations.

The study further concluded that operating cash flow in cash flow management activities had a positive significant effect on
financial performance of manufacturing firms listed in the Nairobi Securities Exchange. The study concluded that a change in
operating cash flows causes an increase on financial performance (return on asset) of manufacturing firms listed in the Nairobi
Securities Exchange. Operating cash flow activities had a positive significant effect on financial performance.
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From the study, it was concluded that BOC limited had invested more of its cash flow on the Purchase of PPE to a great extent
from its highest mean. On disposal of PPE, it was concluded that Unga group Ltd had the highest disposal of PPE to a great extent
on financial performance among the listed manufacturing firms in Kenya. The study also concluded that investing cash flows from
interest rates received was more utilized by Eveready East Africa Ltd which had highest mean to a great extent among other the
listed manufacturing firms.

The study further concluded that investing cash flow in cash flow management activities had a positive significant effect on
financial performance of manufacturing firms listed in the Nairobi Securities Exchange. The study further concluded that
operating cash flow in cash flow management activities had a positive significant effect on financial performance of
manufacturing firms listed in the Nairobi Securities Exchange. The study indicated that a change in investing cash flows causes an
increase on financial performance (return on asset) of manufacturing firms listed in the Nairobi Securities Exchange. Investing
cash flow activities had a positive significant effect on financial performance.

Therefore, the study recommended that cash generated from operations should increase their operating cash flow among listed
manufacturing firm at Nairobi Securities Exchange, profits from operations should be increased as an operating cash flow activity
to enhance financial performance of manufacturing firms listed for years, firms should improve amount to be invested in cash
flow management practices to enhance financial performance and apply more disposals regarding PPE in investing cash flow
management activities to a great extent among the listed manufacturing firms in Kenya.

References

1. Adelegan, O. J. (2017). Investment, Financial Factors and Cash Flow from Nigerian Panel Data. Journal of
African Development, 11(1), 77-108.

2. Ali, M., Alireza, A. and Jalal, A., (2013).The Association between various Earnings and Cash Flow Measures
of Firm Performance and Stock Returns: Some Iranian Evidence. International Journal of Accounting and
Financial Reporting, 3(1), 24-39.

3. Akoto, R. K, Awunyo, V and Angmor, P. L. (2013). Working Capital Management and Profitability: Evidence
from Ghanania Listed Manufacturing Firms. Journal of economics and international finance, 5(9),373-379.

4. Athanase, lyakaremye (2015) Analysis of Financial Performance and Financial Risk in Agricultural Companies
Listed on the Nairobi Security Exchange. United States International University Africa, Project Report
Submitted to the Chandaria School of Business in Partial Fulfillment of the Requirement for the Degree of
Masters in Business Administration (MBA)

5. Alloy, J. and Velnampy (2014). Firm Size and Profitability: A Study of Listed Manufacturing Firms in Sri
Lanka, International Journal of Business and Management; 9(4): 201-244. ISSN 18333850 EISSN 18338119

6. Bragg, S. M. (2014). The New CFO Financial Leadership Manual. London: Wiley Press.

7. Chandler B. McClellan, (2013). The Consequences of Poor Tax Administration: Collections, Growth, and
Corruption, Economics Dissertations, Scholar Works at Georgia State University.

8. Damian, O.G. (2013). The Relationship between Cash flows and Profitability of Small and Medium Enterprises
in Nairobi County. A Research Project, JIKUAT

9. Darek, K., (2012) Liquidity Gaps in Financing the SME Sector in an Emerging Market: Evidence from Poland.
International Journal of Emerging Markets 7(3): 335-355

10. Epstein, B.J. and Eva, K.J.(2007). Interpretation and Application of International Financial Reporting
Standards. John Wiley and Sons Journal 2(26), 91-97.

11. Frank, P.B. and James, K.O. (2014). An Investigation of Cash flow and Corporate Performance: A Study of
Selected Food and Beverages Companies in Nigeria. European Journal of Accounting Auditing and Finance
Research, 2(7): 77- 87.

12. Jensen, M. C. (1986). Agency Costs of Free Cash Flow, Corporate Finance, and Takeovers. The American
Economic Review, 6(2): 323-339.

13. Kemboi, K. (2010). How listed Firms Finance their Investment in the Capital Market, Unpublished MBA
Project, University of Nairobi.

14. Manyo (2013). The Effect of Accounts Receivable on Return on Assets of Selected Nigerian firms.
International Journal of Current Research 5(12): 3767-3772.

15. Mong’o, M. G., (2010). The Relationship between Cash Flows and Profitability of Commercial Banks in Kenya,
MBAD Research Project UON.

16. Mugenda, A. and Mugenda, O., (2003). Quantative and Qualitative Approaches, African Centre for Technology
Studies, University of Nairobi, Kenya.

230 | August, 2018: Vol. 1, Issue 1




INTERNATIONAL JOURNALS OF ACADEMICS & RESEARCH ISSN: 2617-4138 | www.ijarke.com
IJARKE Business & Management Journal

17.

18.

19.

20.

21.

22.

23.

24.

25.

Nekhili, M., Amar, I. F. B., Chtioui, T. & Lakhal, F. (2014). Free Cash Flow and Earnings Management: The
Moderating Role of Governance and Ownership. Journal of Financial Economics, 11(13), 847 — 875.
Nwanyanwu, L.A. (2015).Cash Flow and Organizational Performance in Nigeria: Hospitality and Print Media
Industries Perspective. European Journal of Business, Economics and Accountancy, 3(1): 66-78.

Owino Milton (2014) The Effect Of cash flow activities On Profitability of Manufacturing Companies in Kenya,
Unpublished MBA Research Project UON.

Parsian, H. & Amir, K. (2013). A Study on the Effect of Free Cash Flow and Profitability Current Ratio on
Dividend Payout Ratio: Evidence from Tehran Stock Exchange, Journal of Management Science Letters,
4(1):63-70

Richardson, S. (2016). Overinvestment of Free Cash Flow and Corporate Governance, Review of Accounting
Studies, 1(10), 159-189.

Simpasa, A. M. (2011). Competitive Conditions in the Tanzanian Commercial Banking Industry, African
Development Review, 23 (1), 88-98.

Schoubben, F. and Van Hulle, C. (2008).The Impact of a Stock Listing on the Relationship between Growth
Opportunities and Investment — Cash Flow Sensitivity. Doctorial Thesis in Business Management. Katholieke
University

Wanja, S. (2011). The determinants of Cash Holding and their Effect on the Cash Level of Small and Medium
Enterprises in Nairobi Kenya, Unpublished MBA Project, University of Nairobi.

Watson, J. (2005) The Association of Various Earnings and Cash Flow Measures of Firm Performance and
Stock Returns , Marketing Research Project, University of Technology, Sydney.

231 | August, 2018: Vol. 1, Issue 1




