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Background of the Study

Receivable accounts refer to financial obligation to a company for provision of goods or services
that have been provided or utilized by customers, but have not yet been compensated for as firm
value refers to the total number of all assets the firm has which is computed by return on asset.
Muthoni, Kiprotich, Naibei, and Kipyego (2018) looked into how effective accounts receivable
management correlates with the financial health of listed firms. The results showed a strong
favorable relationship for accounts receivable management and manufacturing enterprises'
bottom lines.

Pandey (2008) posits that enterprises offer trade credit as a protective measure to safeguard their
sales from competitors and as a strategic approach to attract potential clients by providing them
with favorable purchasing circumstances. Accounts receivables play a crucial role in a company's
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liquidity and are commonly disclosed as a current asset in the financial statements. Hence, one
could deduce that the investment is owned by the company. Accounts receivable objective is to
enhance efficient management by safeguarding shareholders investment of the balance between
liquidity and the overall value of the firm.

Statement of the Problem

Tabulations faced by manufacturing sector in Kenya has been pegged to decline in performance
as indicated by financial statements (GoK, 2020). A number of firms have failed, collapsed or
even faced liquidation. Mumias sugar has been on knees and even deregister from Nairobi
securities exchange due to accounts receivable and firm value inadequacies. Owing to past
studies gaps (Munenes, 2018; Mutiso and Mwangi, 2019) the current examination ascertained
accounts management receivable practice on value of listed manufacturing firms at NSE Kenya

Research Objective
Effect of accounts receivable management practice on value of manufacturing listed firms at NSE
Kenya

Trade Off Theory

Propose through Kraus (1973) that the determination of the debt-to-equity financing ratio is
based on a thorough evaluation of the expenses and gains involved. Selection of equity and debt
is determined. The phrase “trade-off theory” is employed by multiple writers to refer to a set of
interconnected theories. Under the theoretical framework presented, a decision-maker who holds
the responsibility of managing a firm undertakes an evaluation of the various costs and benefits
linked to distinct leverage techniques. Manufacturing businesses commonly place emphasis on
assessing the costs associated with their operations to reach a state of balance. The attainment of
balance between accounts receivable and accounts payable necessitates careful strategic planning.
The exchange of goods in the form of inventories requires a cautious and judicious strategy. The
possible benefits that may arise are dependent on the financial dimension. The trading process
requires the careful monitoring of costs in comparison to benefits. When the costs incurred by a
firm exceed the corresponding advantages, it leads to financial losses, so compromising the
primary goal of achieving profitability, which is essential for any business. Pandey (2006) posits
that debt possesses a potential advantage in safeguarding earnings from taxation.

According to Salek (2019), there are two conflicting goals associated with account receivables
that require the implementation of compromises in order to achieve efficient receivables
management. In order to optimize sales performance, it is imperative to consider the relaxation of
credit acceptance criteria. Nevertheless, this particular approach has the potential to result in a
substantial rise in losses stemming from unpaid debts. Nonetheless, the implementation of more
stringent measures would result in a reduction in accounts receivable and losses incurred from
uncollectible debts, ultimately leading to a decrease in sales. It is recommended that companies
prioritize the employment of internal capital for financing investments, followed by the
utilization of secured debt, risky debt, and ultimately equity. It is advisable to employ strategic
sequencing as a means of minimizing the possible transmission of adverse signals.

Empirical Review

Gakure, Cheluget, Onyango, and Keraro (2022) looked at liquidity management techniques at
NSE. There were a total of 75 observations comprising firm-year data from 2006 through 2017
where 18 NSE-traded businesses were chosen at random. A regression analysis was conducted to
learn more about the connection. The study's results show that the more liquid a company is, the
less successful it is financially. The findings show a significant inverse relationship for study
constructs. On the other hand, research has established a causal association for cash conversion
cycle and value of market. While the overall model did show statistical significance, none of the
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independent variables, with the exception of the average payment time, showed any statistically
significant impact.

Gakure, Chelugut, Onyango, and Keraro (2022) looked at the correlation between liquidity and
performance for a group of 15 manufacturing firms at NSE for 2006 to 2017. A total of 75
businesses were studied in depth as a sample. A total of 18 businesses trading were tested using a
regression analysis. The data showed that the average time it took to collect payments was
significantly lower than the average time it took to make payments. Nevertheless, the whole
model demonstrated statistical significance.

Nyabwanga, Ojera, Lumumba, Odondo, and Otieno (2022) looked into how different approaches
to liquidity management affected the financial performance of Kisii SMEs. A total of 113 owner
of SMEs business persons were included in analysis remainder being split evenly between
commercial and industrial sectors. According to the results of the survey, many small and
medium-sized businesses (SMEs) have used ineffective strategies to manage their cash flow. A
significant fraction of these businesses got into this jam because they lacked set rules for
efficiently managing liquidity. Additionally, it was noted that the small and medium-sized firms
(SMEs) demonstrated below-average financial performance.

The data offered illustrate the anticipated payments that our clientele is likely to make in the
immediate future. Trade receivables refer to a category of receivables that emerge as a result of
the routine exchange of merchandise with clients. Proficient administration of trade receivables is
of utmost importance for organizations in order to secure profitability and minimize the negative
consequences on liquidity. The topic concerning the effectiveness of accounts carries substantial
importance within the respective discipline. The proficient administration of accounts receivable
holds substantial importance and entails strategic ramifications, since it directly impacts firm
financial growth and overall value. The implementation of a cash flow management strategy,
which involves effectively coordinating a company's cash inflows and outflows, is of paramount
importance. The primary objective of effectively managing trade receivables is to optimize
shareholder value. Accounts receivable represent a significant proportion of a company's current
assets. The present study assesses the net present values associated with capital expenditures. The
incorporation of trade receivables can serve as a means to facilitate sales, as it allows buyers the
chance to evaluate the quality of goods and services prior to making payment. However, it is
imperative to recognize that trade receivables are comprised of financial assets and should also be
seen as a forgone alternative accompanied by accompanying expenses. The importance of risk,
future events, and economic value within the framework of accounts receivables underscores the
necessity of effectively managing trade receivables. Scholars within the academic community
have devoted considerable attention to the analysis of trade receivables.

Gill (2017) posits that the primary objective of receivable management is to improve equilibrium
in the administration of cashflow constituents. funds flow management is a fundamental area of
concern within organizational operations, placing significant importance on strategic planning
and effective oversight of the movement of funds into and out of the company. Moreover, it
encompasses the execution of tactics aimed at maximizing the ideal quantity of liquid assets
maintained by a firm at any one moment.

Jagongo and Makori (2023) investigated the relationship between working capital and the
valuation of manufacturing and construction companies that were listed on the Nairobi Securities
Exchange in Kenya. The study covered the time period from 2023 to 2022. The study employed
Ordinary Least Square (OLS) regression models and Pearson's correlation analysis to examine
the association between liquidity management approaches and corporate valuation. The research
findings revealed a negative correlation between the worth of the firm and the time it takes to
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collect accounts receivable and convert them into cash, as well as the cash conversion cycle. On
the other hand, a positive correlation was observed between the valuation of the company and the
length of time for which goods were sold, as well as the length of time taken to make payments to
suppliers. The assessment of a corporation's worth is influenced significantly by various factors,
including financial leverage, sales growth, current ratios, and firm size. Based on the available
empirical information, it is recommended that management adopts a strategic strategy of
extending the payment period for accounts payable. The possible impact of extended payment
intervals on the liquidity of enterprises with limited capital resources may have been disregarded
in the study.

Muthoni, Kiprotich, Naibei, and Kipyego (2018) did a study to figure out how accounts debt
management affects health of firms listed. To learn about the population's current state,
researchers used a descriptive study strategy. Between April and October of 2016, specifically,
147 individuals working in finance and accounts. The research found strong evidence supporting
a favourable relationship between credit granting policies. Explicit and precisely defined
procedures for the management of accounts receivable are recommended for industrial
enterprises in the present study. These regulations must include the elements of credit extension,
receivables financing, and the length of receivables collection periods. According to the data,
these factors have a major bearing on manufacturing firms' bottom lines.

Kyambi and Muturi (2018) sought to assess the impact of loan regulations on receivable within
industrial firms in county, Kenya. The findings of the research suggest that the effective
management of accounts receivable, specifically trade receivables, significantly influences the
execution of liquidity management methods in manufacturing firms. Hence, the proficient
administration of accounts receivable exerts a direct influence on the entire prosperity of an
organization, particularly with regards to its liquidity and firm value.

Several case studies and empirical analyses have examined trade receivables and liquidity
management practices in Kenya. Mathuva (2017) studied 30 companies that were traded on
India's NSE (National Stock Exchange) between 1993 and 2008. The author makes a compelling
case that the adoption of ART has a negative impact on the value of a business as a whole.

Conceptual Framework

Independent variables Dependent variable
) ) Hoz
Accounts receivable practices Eirm Value
e Receivable turnover ratio >
e Tobin Q

Adopted from Gakure, Cheluget, Onyango & Keraro (2019)

Figure 1 Conceptual Framework

Methodology

Adopted causal study design for cause and effect relationship for accounts receivable and firm
value. This was based on 8 firms listed manufacturing firms at NSE where all were adopted
through census based on few firms concept. The study inferentially ascertained the firm value in
relation to accounts receivable
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Ethical considerations were sought; the study successfully acquired the requisite permits from the
institution, NACOST]I, and the NSE in order to assure compliance with ethical standards during
the investigation. The researcher ensured the highest level of privacy and confidentiality for all
provided information, refraining from disclosing any data to external parties without explicit
consent from the original source.

Table 1: Regression Random Effects of Accounts Receivable Management Practice on Firm value

Receivable turnover | .0999371 .0998678 1.00 0.017 .2956745 .0958002
_cons | 2.207542 3314305 6.66 0.000 2.857134 1.557951

| .31569823
| .92669326
| .10398862

Findings obtained demonstrated that the accounts receivable management technique exhibited an
overall R square value of 0.2703, indicating 27.03% of the variance observed in the valuation.
The findings revealed 0.0317 p value. This found that the coefficient for the practice of managing
accounts receivable was calculated to be 0.0999371. This indicates that a one percent increase in
this behavior is linked to a similar increase of 0.0999371 in Tobin Q.

Tobin Q=2.207542 +0.0999371ARMP

The research findings have refuted the null hypothesis. This finding implies that the adoption of
enhanced strategies for managing accounts receivable is correlated with an increase in the market
value. According to Muthoni, Kiprotich, Naibei, and Kipyego (2018), there is substantial
evidence to suggest a strong and statistically significant beneficial relationship. This study offers
an alternative viewpoint to the conclusions given by Kyambi and Muturi (2018), who found no
significant influence. The study done by Kyambi and Muturi (2018) did not expressly focus on
publicly traded companies, but instead centered on enterprises situated inside Nairobi County.
Consequently, it is conceivable that the outcomes could vary in investigations that incorporate a
more diverse array of firms.

Conclusion

Conclusively the study affirmed that receivable accounts management is a key component in
value addition of NSE manufacturing firms in Kenya. The significant association avails that
listed firms adopts receivable approach for profitability and safety purposes

Recommendation

The study recommends that credit sales and cash sales should be checked to ensure that accounts
receivable management practice is effective. Credit sales should be safeguarded by providing
provision for bad debts. This would avoid shortages from bad debts.
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