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Abstract

The issue of capital management was still not clear on financial performance of the firms. Throughout the years, the Tea
factories in Kenya have been experiencing several challenges. The challenges in fluctuation of bonus pay in tea factories have
been attributed from unmanageable working capital on tea factories working capital management issues. The main objective
of the study was to assess the effect of working capital management practices on the financial performance of tea Factories in
Kisii County. The specific objectives were; to assess the effect of liquidity level on financial performance and to examine the
effect of inventory control on financial performance. The study adopted descriptive research design. The target population was
795 employees working in tea Factories in Kisii County. The sample of 269 employees working in tea factories was used.
Stratified sampling technique was used in the study. The researcher used questionnaires as the main tool for data collection.
Data was analyzed using descriptive statistics such as percentage, mean, variance and standard deviation. The data analyzed
was presented by use of tables. The study concluded that liquidity level had a positive correlation to financial performance by
return of equity; a unit increase in liquidity level would result to a decrease to return on assets of firms. The study concluded
that tea factories converted stock quickly and sold to the market without with a loss regarding working capital management
practices. The study recommended that liquidity of the tea factory should decrease the conversion liquidity. It should maintain
account receivables as a working capital management practice.

Key words: Working Capital Management, Liquidity Level, Inventory Levels, Financial Performance, County Governments

1. Introduction

Working capital management is important for achieving both financial performance and liquidity of business. In Pakistan
efficient working capital management is the major challenge when it comes into manufacturing firms (Ayodele, 2014). Liquidity
of the firm may result to tie up of funds in idle assets hence, reducing financial performance. The issue of capital management is
still lacking proper management with no reaction to achieve business goals in order to maximize profitability of the firm and its
liquidity. The working capital management involves debt management, marketable securities, credit management, inventory
management and receivables and payables. Even firms are considering the most effective working capital management there is
tiny impact in on both liquidity and performance of the firm (Reheman, 2017).

In Kenya, suppliers to tea factories are farmers who matters a lot to increase shorter revenues and long term revenue of tea
Factories. In recent years farmer of tea leaves have not been enjoying the produce with well earning, but nowadays tea farmers are
defecting. Working capital management decisions are very important to ensure all recurrent operating cost is rewarded for smooth
running of the business operation attained. Several firms have botched due to its incapacity to finance their operational costs and
failure to control working capital management in their individual firms. The implication of low returns has been influenced by its
nature of the working capital management (Cheruiyot, 2016).

In Kisii, Tea factories are risk takers in price control and sell of harvested tea leaves from various collection points through
price takers. The application of working capital management has not been well established in these tea factories since farmers are
wondering about the payments they get upon their future markets even though Kenya is the leading tea growers over the world.
The basis of the assumptions is theoretical which peg on cash received, inventories available, accounts payables and receivables
that must be efficiently managed to aid valuable working capital management for optimal cash balances, with less expenses
(Mohamed, 2016).
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2. Research Problem

The fluctuation of bonus pay in tea factories has been attributed from unmanageable working capital. This is observed that
bonus earnings were at 13.2 billion in the year 2015 while in the 2016 was 11.1 billion. The decline in profits is throughout the
years, the Tea factories in Kenya have been experiencing several challenges. Farmers are paid poorly and their debate is ongoing
on the purpose of improving financial performance. Therefore, the study failed to use correlation analysis to establish the
relationship between liquidity and financial performance. The study sought to evaluate the effect of WCM practices on financial
performance of firms in Tea factories in Kisii County.

3. Objectives of the Study
3.1 General Objective

The main objective of the research was to evaluate the effects of working capital management practices on the financial
performance of tea Factories in Kisii County.

3.2 Specific Objectives

The specific objectives of the study were:
i To assess the effects of liquidity level on financial performance of tea Factories in Kisii County
ii. To examine the effects of inventory control on financial performance of tea Factories in Kisii County

4. Review of Literature
4.1 Theoretical Framework
4.1.1 The Cash Conversion Cycle Theory

The theory was started by Rao in 1989. Theory states that firms plans to carry out high risk business where short term finances
are applied to finance current asset. The theory is characterized by low demand rates in cash. Therefore, it is important note that
cash conversion is related to long term debt lower than short debts. This theory is useful with companies have huge capital.
Working capital management provides current credit periods and has small amount of cash in hand holding inventory to the firm.
The credit policy affects financial performance in tea factories (Deloof, 2013).

The assumption of the theory was that cash conversion cycle is an inclusive indicator in net current asset. The theory indicates
the duration of time between expenditure and acquisition of raw materials in sales collection. The adverse relationship between
times of conversion is when cash is received from customers and firms performance. It also assumes that firms are profitable to
enjoy little time for cash collection than profits earned. The cash conversion cycle theory work as a general estimation of working
capital of the firm. The study of Cheruiyot (2016) adopted the theory to indicate its implication that the conversion of cash is
timed for purchase of raw materials used for production.

This theory was criticized that because it describes only working capital management in cash collection from sales. The
theory can be limited to conservative funding approach to manufacturing firms, that the firms cannot meet its current assets
through access of cash reserves from assets. The theory only focuses on firms net asset maintained away from using external
financing (Emin, 2012).

The relevance of this theory to this study is that it can be used to analyze working capital management policy in controlling
flow of firms operation. The application of this theory is to control internal use of funds to finance its operation without financial
debts. The relevance of this theory indicated that most assets are convertible to cash. The relevance of this theory is important in
most aspect of capital management due to its aspects of managing liquidity in the firm performance. This informs the study in that
tea factories develop credit policies in terms of credit items, and customer credit worthiness and ability to make payment.

4.2 Empirical Literature

4.2.1 The Level of Liquidity and Financial Performance

Gamze, S6kmen, and Cetenak (2012) studied the effect liquidity management on the firm performance. The study aim was to
investigate the relationship between liquidity management and firm performance in Turkey. The collected data from 75 firms
listed in Istanbul stock exchange from 2002 to 2009. The study used panel data analysis to determine the results. The findings
indicated that there is increase of profitability with operating cost form cash collection and liquidity. The study also found that
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financial liquidity is controllable to improve performance. The study concludes that there exists a relationship between market
value of the firm and profitability instead of findings on the liquidity management. The study recommended that liquidity should
be increased with leverage to enhance performance. The study however fails to examine the relationship between the effect of
liquidity of the firm and performance.

Preve (2010) carried a study of liquidity management on performance. The study aim was to examine the effect of current
assets and current liabilities on financial growth of the company in Thailand manufacturing firms. The study used data from the
balance sheet on current assets which includes firms’ inventories, and accounts receivable with minimum liquidity of the firm.
The study used conceptual framework to analyze the relationship between current assets and current liabilities on financial
growth. The study findings show that most companies generally finance their working capital management by their operating
liability. The study however fails to put clear findings on the effect of liquidity level and financial growth. The study also
indicated that current asset is maintained in difference with operating liabilities known as financial needs for the firm not to
involve other financial debts. These findings did not indicate the effect of liquidity on financial performance will be financed by
working capital of the firm. Under the same findings it is not clear that the amount of liquidity used by a firm can lead to a
decision of using long- term capital without financial debt. Thus, need to conduct this study on the working capital management
with liquidity which is very important in creating net worth.

4.2.2 Inventory Control and Financial Performance

Gamze, Stkmen, and Cetenak (2012) examined Factor that affecting inventory control on firm’s performance: Evidence from
turkey companies. The study aims to examine the effect of inventory control on financial performance of firms. The specific
objectives were to investigate the effect of inventory control on efficient operations of the firm. The study adopted Peckling order
theory, Agency theory, and aggressive theory and cash conversion cycle. The study used 9 firms in Turkey with adopted
secondary data from financial statements for the last five years 2011- 2015. The research used descriptive statistics to analyze data
by use of correlations and regression models. The study concluded that efficient management and effective control of inventories
help to achieve better operational goals in decreasing investment in inventory control. The study recommended that there is need
to manage receivables leading to increase in firm’s size with increasing sales in generating higher profits.

Padachi (2016) carried a study on the effect of inventory control on financial performance. The study aim was to examine the
implication of just in time approach, first in first out FIFO on firm performance. The objectives were to investigate the effect of
cash conversion cycles from inventor control. The study aims in maintaining inventory management in achieving higher
profitability of firms. The study was conducted by use of 4 Mauritian small scale manufacturing firm. The study used descriptive
statistics to analyze the trends of inventory control and their relationship on financial performance of the firm. The study findings
indicated that there is substantial investment of the inventory as compared to the method of inventory control is inimical returns
on profitability. The findings also indicated that short periods of inventory affect cash conversion trends which had a positive
relationship between inventory periods and performance. However, the study concentrated only on the accounts of debtors’
payment period than accounts of creditors interrelated negatively to financial performance of the firm.

5. Research Methodology

The study adopted descriptive research design. It guided a researcher to know what to do in the whole process of research. It
was the blue print for collection, measurement and analysis of data and provides a conceptual structure within which any research
is conducted. It provided an outline of approaches by the researcher from writing data analysis (Emin, 2012).

The target population in statistics is the specific population about which information is desired Population for the study was
mainly all employees of tea factories in Kisii County in order to be gender sensitive male and female employees in tea factories
were covered. The sample size was 269 tea factory employees in Kisii County through stratified sampling to select tea factory
employees proportionately.

The questionnaire was used to collect data. Data was analyzed using descriptive statistics such as percentages and means.
Correlations and Regression analysis was used to establish the relationship between variables. Multiple regression models were
used to establish the relationship between independent variables on dependent variable through computation of the regression
coefficients of linear function. The model for this study was summarized as:

Y =B+ B Xy +BXo+ e
Where:
Y= the dependent variable (Financial performance)
X1 = Level of liquidity
X, = Inventory control,
B1, B2, B3, are the coefficients of proportionality for liquidity and inventory control respectively
e = Error of margin
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6. Research Findings and Data analysis
6.1 Descriptive Results
6.1.1 Levels of Liquidity
The study sought to establish the effect of increasing profitability from cash receivables. The respondents were asked to
indicate their level of agreement, either strongly agree, agree, neutral, disagree and strongly disagree. The results were displayed

in table 1.

Table 1 Descriptive Statistics On Liquidity

Mean Std. Deviation

Increase of profitability with operating 3.39 .966
cost from cash receivables

Accounts receivable improves financial 3.42 .990
growth of the company

Financial needs for the firm not to 3.13 1.053
involve other financial debts

A firm can lead to a decision of using 3.76 923
long- term capital

Liquidity conversion to cash and firm 2.10 1.129
size is easy

liquidity levels to continue with proper 2.94 1.100
use of cash

It plays important role when there is 3.70 917
availability of cash, savings in terms of
liquid assets

Liquid assets are believed is easy to 2.19 1.024
convert without loss

Liquidity trap is highly employed to 3.77 761
expand monetary policy

It does not have influence on interest 3.09 1.139

rates, income and growth
Valid N (listwise)

The study showed that use of Liquidity trap was highly employed to expand with the monetary policy with a mean of 3.77, a
firm can lead to a decision of using long- term capital with a mean of 3.76 and a standard deviation of 0.923, Liquidity played an
important role when there was availability of cash, savings in terms of liquid assets with a mean of 3.70 and a standard deviation
of 0.917, Accounts receivable improved financial performance of the company with a mean of 3.42 with a standard deviation of
0.990, Increase of profitability with operating cost from cash receivables with a mean of 3.39 with a standard deviation of 0.966,
Financial needs for the firm not to involve other financial debts had a mean of 3.13 with a standard deviation of 1.053, Liquidity
did not influence interest rates, income and growth with a mean of 3.09 with a standard deviation of 1.139, liquidity levels to
continue with proper use of cash with a mean of 2.94 with a standard deviation of 1.100, Liquid assets was believed to be easy
convertible without loss with a mean of 2.19 with a standard deviation of 1.024 and easy liquidity conversion to cash and firm size
with a mean of 2.10 with a standard deviation of 1.129.

From the results, it was indicated that use of Liquidity trap was highly employed to expand monetary policy with working
capital management practices with the highest mean of 3.77 with a standard deviation of 0.761 while liquidity conversion to cash
and firm size with a lowest mean of 2.10 with a standard deviation of 1.129.

6.1.2 Inventory Control

The study sought to examine the extent to which inventory control affect financial performance of tea factories. The result was
presented in table 2.
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Table 2 Descriptive Statistics on Inventory Control

Mean Std. Deviation
Method of inventory conversion is 2.04 .845
inimical returns on financial performance
Inventory and firm size depends on total 4.00 .763
assets
Stocks kept can be converted quickly or 4.37 484
sold to the market without a loss
Cash equivalents are also used in 3.33 1.058
liquidity through market
Low amount of inventory conversion 1.64 .561

Valid N (listwise)

The study showed that stocks kept was converted quickly or sold to the market without a loss with a mean of 4.37 with a
standard deviation of 0.484, Inventory and firm size depended on total assets with a mean of 4.00 with a standard deviation of
0.763, cash equivalents were also used in liquidity through market with a mean of 3.33 and a standard deviation of 1.058, method
of inventory conversion was inimical returns on financial performance with a mean of 2.04 and a standard deviation of 0.845 and
low amount of inventory conversion with a mean of 1.64 and a standard deviation of 0.561.

The result indicated that stocks kept was converted quickly or sold to the market without loss with the highest mean of 4.37
and a standard deviation of 0.484 and low amount of inventory conversion had the mean of 1.64 with a standard deviation of
0.561.

6.2 Inferential Statistics
6.2.1 Coefficient of Correlation
Pearson Bivariate correlation coefficient was used to compute the correlation between the dependent variable (and the

independent variables. The study sought to establish the relationship between working capital management practices and financial
performance of tea factories in Kisii County. Table 3 Correlation Matrix.

Table 3 Pearson Correlation

Liquidity Inventory Return on Return on
control asset equity
Pearson 1
L Correlation
Liquidity Sig. (2-tailed)
N 70
Pearson 199 1
Inventory -
control Corrglatlon _
Sig. (2-tailed) .099
Pearson -.099 -330" 1
Return on asset Corrglatlon .
Sig. (2-tailed) 416 .005
N 70 70 70
Pearson 073 -.020 337"
Return on Correlation
Equity Sig. (2-tailed) 545 .867 .004 1
N 70 70 70

**_Correlation is significant at the 0.01 level (2-tailed).

The study showed that liquidity had a negative correlation to inventory control at r=-0.199, credit policy at r =0.120, liquidity
was negative r=-.099 to return on asset. Liquidity level of tea factories indicated a positive correlation r= 0.073 to return on equity.
This concurred with Ani, Okwo and Ugwunta (2013) who found that there was a negative significant relationship between
working management practices and financial performance.
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7. Conclusions and Recommendations
7.1 Conclusions

The study indicated that the liquidity trap was highly employed to expand monetary policy. However, the study also showed
that liquidity conversion to cash with firm size is easy. It was concluded that the tea factory with more liquidity was able to
manage account cash receivables. The study also indicated that stock was converted quickly and sold to the market without a loss.
However, the low amount of inventory conversion in tea factories had the lowest mean. This implied that tea factories stock was
converted without loss in order to increase financial performance while low amount of inventory conversion improved financial
performance. The study concluded that liquidity levels of factory is sensitive and played an important role when there was
availability of cash equivalents in terms of liquid assets was converted without loss incurred. The study also concluded that tea
factories converted stock quickly and sold to the market without with a loss. This is because that tea factories stock was converted
without loss increased financial performance through market. Efficient management and effective inventory control help to tea
factories to achieve better operational goals of profit generations.

7.2 Recommendations

The liquidity of the tea factory using current assets conversion to cash with firm size was difficult. Thus, the study
recommended that liquidity of the tea factory current assets should be easily converted to cash. There was also low amount of
inventory conversion in tea. The study recommended that tea factories should increase stock conversion in order to increase
financial performance. This was recommended because inventory conversion depended on debtor’s payment period of conversion.

References

1. Ayodele, U.,, Thomas, T. and Raphael, R., (2014). Impact of Credit Policy on the Performance of Nigerian
Commercial Banks using Zenith Bank Plc. Unpublished Research Paper

2. Almazari, Aana .A. (2013).The Relationship between Working Capital Management and Profitability: Evidence
from Saudi Cement Companies. British Journal of Economics, Management & Trade, 4(1), 146-157.

3. Ani, W., Okwo, I. and Ugwunta, O., (2013). Effects of Working Capital management on Profitability: Evidence
from Top Five Beer Brewery Firms in the World. Asian Economic and Financial Review 2(8), 966-982

4. Cheruiyot, K. D., (2016). Working Capital Management and Firms’ Financial Performance In Tea Processing
Companies In Nandi County, Kenya, A Research Project Presented in Master of Business Administration,
University of Nairobi.

5. Deloof, M. (2013). Does Working Capital Management Affect Profitability of Belgian Firms? Journal of Business
and Financial Account 30(34): 573-587.

6. Emin E, (2012). Effects of Liquidity Management on Firm’s Performance: Evidence from Turkey. International
Journal of Economics and Financial Issues. 2(4), 488-495.

7. Gamze, V, Sokmen, A., Cetenak, E., (2012). Factor that Affect Working capital management on firm’s performance:
Evidence from turkey, International Journal of Economics and Financial Issues 2(4), 488-495.

8. Padachi, K., (2006). Trends of Working Capital Management and its Impact on Firm Performance: An analysis of
Mauritian Small Manufacturing Firms. International Review of Business Research Papers, 2(2): 45-58.

9. Preve, L., and Sarria-Allend (2010) the effect of Working Capital Management (Financial Management Association
Survey and Synthesis Series), 1 Ed. Oxford University Press

10. Reheman, & Nasr, M. (2017). Working Capital Management and Profitability in Pakistani Firms, Journal of
International Review of Business Research Papers, 3(1), 279 -300.

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




