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ABSTRACT 

This study inve tig tcs the need for introducing reverse stock splits at the Nairobi 

Securitie E. h m ) , l.!nya. As most companies at the NSE have relatively large 

numb 'r~ f ut.tanding shares or their share prices are relatively low, the research tries to 

lind ut if the introduction of reverse splits would be welcomed by the managers of the 

vuriou companies listed at the NSE. 

An e ploratory research design was used and data was collected from fifty two managers 

by use of a questionnaire. This methodology was used because little information is 

known about reverse stock splits in Kenya and hence the findings would be useful for 

future analysis and generation of hypotheses. A chi-square test was then carried out to 

analyze the data. 

The findings reveal that there are many advantages associated with reverse stock splits 

but they do not outweigh its disadvantages. However, managers would recommend their 

companies to reverse split so as to attract institutional investors and hence, they support 

the case for the introduction of reverse stock splits in Kenya. 

This would mean that the various institutions like the Capital Markets Authority and the 

Nairobi Securities Exchange responsible for regulating the securities market hould 

advocate for legislation that would allow the introduction of re erse stock plit and 

hence formulate policies that will go em the proces . 
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CHAPTER ONE 

INTRODU TlON 

1.1 Bn kground Of The tudy 

Mu ·t 1m ·tors fall under two categories - growth and value investors, this is 

ac rding to bel (2005), and both offer compell ing reasons for their preference. 

r \\th investors will tell you the growth stocks mature over time, because their 

underlying earnings rates grow at rates faster than the market as a whole. Value 

investors will convince you that value stocks are better because you buy cheap stocks 

whose value will appreciate latter. 

Hence, for most investors, growth stocks are ideal for creating wealth. In order to reap 

maximum benefits from the equity market, it is advisable to be a long term investor 

rather than a short term speculator. If one buys Kenya airways shares thinking the 

price wiil rise by ten per cent in two weeks, then that is speculating. However, if one 

buys Uchumi supermarket shares because she hopes that the stock will have good 

earnings per share in five to ten years and that they are reasonably priced given tho e 

earnings per share growth expectations, then that is invc ting. 

1.1.1 Efficient Market Hypothe 

' I he Efficient 1arkct llypothe i (l.Mll) ' a first p rtra ·cd b Fama ( 1965) and 

that current market price:-. of a ct fsto k reflect all a ailablc market 

inf rrnlti n and inv uld trade cks depend in' l n the e pre\, ilin 1 prices 

h n in11u n in • th b in b u ht r ld . 11 the h, Ill is twn •, 
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then the stock price would reflect both private and public information and hence 

adju t according\ ' . If not, i.e. MH is semi strong or weak, then prices will 

persi t ntl) b t \ min1m um low ince they do not reflect both public and private 

inlorm·ttwn I h m;trh. ·t is hence made efficient by the demand and supply pressures. 

tl ·k pri · is always at the fair level (fundamental value), reacts to news 

imm ·tliutcl and changes only when the fair level changes, therefore, stock price 

hunge are unpredictable because no one knows tomorrow's news. When there is a 

tock plit or a reverse stock split announcement, this information is absorbed by the 

market and in an efficient market, the stock prices will adjust according to the forces 

of demand and supply with most activities on the days just before and after the splits, 

until the prices adjust to their true market value. 

1.1.2 Reverse Stock Splits 

A stock split (or forward split) is a corporate action, usually effected by amendment to 

the articles, to increase by a multiple the number of outstanding share of a cia s 

without altering the equity capital of the corporation. Thu , in a 2 for I plit of a cia s 

of par value hares, the corporation will replace each out tanding hare of that cia 

\ ith 2 ne\ hares of half th original par value. The amount of equity capital tay 

the arne, onl the number and the alue of each hare \ ill change. Like\ i c, in 

corporation \ ith no P• r alue hare , th market aluc of th t h. hould deer a c 

in a m nncr in r ely proportional to th incr c in the numb r of shares. 

W ldrid ' md 

plit hi h m 

m up ith n th r \cr i n 

th ub tituti n I n n " 

ll d~ plit· the 

crt tin 



number of outstanding hares. It can be declared by a corporation's board of directors 

for many spe ific rea on . This reverse split will have a ratio of old shares for new. A 

-plit would t lk.c I 0 old shares for each new one, for example, a company 

that had I 0 millil n shnr s outstanding and declared a 1: I 0 reverse split would have a 

milli )1\ -11.11 s l utstanding after the reverse split. In addition, the share price of the 

't) '"- w uld al o increase by the same ratio. They noted that the procedure was 

t p1call u ed by companies with low share prices that wanted to increase prices to 

either gain more respectability in the market or to prevent the company from being 

delisted. This was found to be because many stock exchanges de-listed stocks if they 

fell below certain prices per share. They found that the announcement of a reverse 

split elicited a negative stock market response. They saw a notable difference between 

stock split and reverse split being that, while regular splits could be ends in 

themselves as vehicles to correct stock undervaluation, reverse splits did not aim at 

signaling the firm value but at moving share prices to more attractive trading ranges. 

Event studies in the U.S. market show that abnormal returns around the 

announcement date are negative and small firms have stronger negative reaction, 

Lamoureux and Poon(1987), Peterson and Peterson ( 1992). However, this negative 

response is contrary to the results in anada where market react po itively with a 

cumulative abnormal return of 9.3 percent on the announcement date that i the rca ft r 

maintained, Ma e et a\. ( 1997). o igni ficant market re pon e to the c -date i 

ob crved. he adju ted trading olumc in rca c con idcrabl after rc cr e split. . 

'I his rc ult partiall uggc -t that th r r c . t ck impro e the liqUid it I th 



1.1.3 The airobi Securities Exchange (NSE) 

Hence, in light f this. both low priced growth and value stocks in most developed 

and dcvclopin • ·ountrics have raised a lot of concern as they give negative 

inform 11i ll\ al mt th' future performance of the stock in the stock market. Some 

ha therefore resorted to having a reverse stock split for this and many 

1th 1 r •as n · What about the case for Kenya? The NSE which is Kenya's securities 

market comprises of 60 listed companies from 9 different sectors namely agricultural, 

automobile, banking, commercial and services, energy, construction, insurance, 

telecommunication and manufacturing. These companies are further grouped into 

two; The 20 share index which is price weighted and an all-inclusive NSE All Share 

Index which is market capitalization weighted. Price weighted indices are based on a 

geometric mean of average prices of the constituent companies which are equally 

weighted. In line with best practice, the market indices are reviewed periodically to 

ensure that they reflect an accurate picture of market performance. The criteria u ed in 

reviewing the indices involves weighting market performance measures for a twelve­

month period as follows; Market capitalization 40%, hares traded 30%, Number of 

deals 20% and Turnover 10%. 

Hence in it daily activitie , the · ha pla)ed a major role in facilitating the 

mobilization of capital for de eloprnent and pr ide· a er in Ken a \ ith un 

alternative a ing t I. Fund that would then i e ha c b en con umed or dcp )~ih.:d 

in h nk a ounts arc r dir ted t promot growth in nrious rs of the ·onom . 

eft1 i n~ in mohiliz tion ol ''in 1 1 , pitul i ,\lit ated 

m t \ lu to th pr~l\ ide 

nt rpri ith I l the 



public. It provides not only the substitution but also diversification of risk to 

entrepreneur a the rai a pi tal through equity. The activity in the market further 

serves a a b, rl mt:ll:r llw th' performance of the economy. The movement of shares is 

an intli · tor ,r th ' n ral trend in the economy because share prices tend to rise or be 

t tll "h n th economy and the relevant companies are stable and growing. 

II n\ '\ ·r. m hare prices in the NSE have persistently been low despite the 

· mpan · performance being rated as high. Those with relatively high share prices 

ha e at times decided to undergo a stock split, but on the other hand, a reverse stock 

plit has not been witnessed for the stocks that have low share prices trading at the 

NSE. 

1.2 Statement Of The Problem 

For this reason, we tend to ask why companies do not undergo a reverse stock split at 

the NSE. As reverse splits have been used across the world for many reasons with 

their own advantages, little information has been gathered to ascertain why there have 

been no reverse stock plits in Kenya despite it advantages. In lndone ia, tudy by 

avitri and Martani (2008) at the Jakarta tock exchange (J X) between 200 I and 

2005 on rever e stock. plit ho\ ed a ignificant abnormal return between third days 

before to fir ·t day aft r split. The r ult r ealed that rc er e t k plit ha e mor • 

effect to th tock return than . to k plit. 'I here wa ·ignific, nt olumc diiTrrcn ·c 

b h\c n the d ' b lore md altt:r the revere t l k split. 

In th Unit d 

D 

tu uti 

ric there h 

y 

08 

n J 1nu ry 

tl th t th 

t k plit lllllOlllH.: cd 

ml r ~ll . 



essentially motivated b unu ual rundowns in stock price and poor growth 

opportunitie . ontr llmg, for price level and prospect indicators, firms appear to be 

more cone mcd "ith l'Mlh)t'lltc image in general and investor perceptions in particular 

nnd will thl'r I( n .. · hoos' larger reverse split sizes when directors are subject to stock 

~m n ·r hit r ·quir mcnl'i. This implies that directors' incentives lead to different 

d ·i i~ n r ·garding the choice of reverse split factor than when directors' wealth is 

indep ndent of the firm's value. Firms with larger reverse split sizes are more likely 

to urvive given that their post reverse split prices high enough to attract institutional 

investors and to meet listing requirements. 

In Canada, Masse, Hanrahan et al. (1997) find positive abnormal return for reverse 

stock splits that is sharply contrast with U.S. studies. They provide possible 

explanations for Canadian results. This may have resulted from institutional 

differences between the two countries such as stock exchange regulation and 

government legislation. For example, the 

Toronto Stock Exchange has no minimum price requirements for the delisting of 

securities, while the AMEX requires a minimum price of U $ 3 per share and the 

A DAQ requires that the bid price be at least U $ 5 per share for initial li ting. 

Th deci ion to rever e plit may be dt cretionary or non-di crctionary. Non­

di cretionary rever e plit include tho e rever e plit required to ati -f the hsting 

requirement. Peter -on and Peter on (1992) argue that the moti e to di cretionary 

rev r c plit arc a o iatcd ' ith the commi sions reputation and marketabilit , and 

comp nie~ fon.:cd tor vcr plits ha\e po iti c wealth effect. 



In Hong Kong market, firms generally issue a prospectus to raise their proposal of 

rever e plit . Pro, p tu usually contains the reasons for the capital reorganization as 

well a· th pllkd timetable and other information about the firms. Among various 

n:as m . r 'us split will reduce transaction costs for dealings in the consolidated 

·h.u · . As firm listed in I long Kong Stock Exchange have the discretion on board lot 

iz 1 f their tocks, most firms choose to remain the board lot size at pre-split level 

up n the consolidation becoming effective. 

In Kenya today, ten companies listed at the NSE have over I billion outstanding 

shares. These companies include Safaricom leading the pack with a total of 40billion 

shares, then Barclays Bank, Equity Bank, Co-operative Bank of Kenya, Kenya 

Commercial Bank, KenGen Ltd, British-American Investments, KPLC, Mumias 

Sugar and Kenol Kobil Ltd. 

On the other hand, ten companies have their share prices trading for less than Kshs. 

I 0 and this has been so for the three months of May, June and July 20 I 2. The e 

companies include Eveready East Africa, afaricom, Olympia Capital Holding , 

Express Ltd, Sameer Africa, Access Kenya, British-American lnve tments, Mumia 

ugar, CFC Insurance Holdings and Ken en Ltd. In addition, mo t of these 

companie have both characteri tics, i.e. have a lot of hares and al o have their price 

belO\ K h . I 0 for the three month . The e companie can b singled out as 

afaricom, British- merican lnve tmcnt • Mumia ugar and Ken len Ltd ~cc 

, ppcndicc II and Ill. 

If the abo-.: mcnti ned c mpanics ' ere to con olidatc their hares thr u •h rc\ ~rsc 

k plit th n th in urr d b mp ni '"hilc ndin • lin mci 11 p1'rt to 

ry t th fin n i II 

m m r tt 
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However, there is no guarantee that every company would decide to reverse split 

because of the conflicting views on the advantages and disadvantages of making such 

a deci ion. 1 hi. Ul.ltc, a gap and the need to find out the different opinions from the 

chid t: ~: ut h '-'s \1 ho run these companies on a daily basis. 

I h ·r .tr thos • managers and shareholders who would advocate for a reverse split 

und thcr · would not. lienee, this research would therefore seek to answer the 

folio\ ing question: Why are reverse stock splits less common than stock splits and 

\ hy don ' t we have companies in Kenya engaging in reverse stock splits? 

1.3 Objectives Of The Study 

The main objectives ofthe study are to: 

I. To find out the mam reasons why compames may choose to or not to 

undertake a reverse stock sp lit. 

II. Investigate why there are no reverse stock split at the Nairobi ccurities 

exchange (N E) despite orne tock prices con i tently being low for a long 

period of time. 

1.4 Value Of The tud 

his tudy \\Ould thcn.:fon.: hcd li •ht on companies' c. pcctations .lbout n: crsc sto~.:k 

plit . 'J h tud "ill al o contribute to the lit r. ture by pn viti in ' insi •hts on Ia ·tors 

a plit little rc ~.: m:h h 1 

b n ndu 

th plit t r. B n • thi ul 

in mn til n { nt~.: nt 

thi h .. 



analyzing the factors that contribute to the absence of reverse stock splits at the 

Nairobi e uritie, . hnngc. These findings will therefore be useful to: The investors 

who bu c\.,s "ith th hope of making good returns on their investment i.e. buying 

ht: \p \nd sdl in ' at a high price or earn dividends from returns gained; The 

• l ll\1 .111 k \ hi h have stock prices relatively low or high number of shares and want 

hl make a turn around by increasing prices and reduce number of shares 

imultaneously; and finally the Capital Markets Authority (CMA) which as the 

industry regulator will be tasked to analyze if there is need for legislation that allows 

companies in Kenya to reverse split their shares. 



CHAPTER TWO 

LIT RA TlJR ~ REVIEW 

.I F.ffici.: nt Market Hypothesis 

lh efficient market hypothesis (EMil), popularly known as the Random Walk 

1 heory, is the proposition that current stock prices fully reflect available information 

about the value of the firm, and there is no way to earn excess profits, (more than the 

market overall), by using this information. The first time the term efficient market 

was used was in a 1965 paper by E.F. Fama who said that in an efficient market, on 

the average, competition will cause the full effects of new information on intrinsic 

values to be reflected instantaneously in actual prices. 

Many investors try to identify securities that are undervalued, and are expected to 

increase in value in the future, and particularly those that will increase more than 

others. The main engine behind price changes is the arrival of new information. A 

market is said to be efficient if prices adjust quickly and, on average, without bia , to 

new information. As a result, the current price of ecuritie reflect all available 

information at any given point in time. Con equently, there i no rea on to believe 

that price are too high or too low ecurit price adju. t before an in estor ha · time 

to trade on and profit from a ne\ piece f information. 

'I he key rca ·on for the c. i tcnce of an efficient market is thc intcnsc competition 

11111 ng invc to to profit from any new information . 'I he abilit · to identif over and 

und rpri cd k i \ ry v lu tblc b it \\mild , II l\ im ~ stors to bu · some 

fi r I th n th ir tru \' lu r Ill H th Ill the \HT \ mth . 

i •nifi mt m unt tim i 1\ II\ 
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effort to detect mispriced stocks. Naturally, as more and more analysts compete 

again t each oth r in their effort to take advantage of over- and under-valued 

securiti ' . thc ltkdthood of being able to find and exploit such mis-priced securities 

be ·omt.:s m.1lk r and smaller. In equilibrium, only a relatively small number of 

1111h " ill b~.: able to profit from the detection of mis-priced securities, mostly by 

han • F r the vast majority of investors, the information analysis payoff would 

likel not outweigh the transaction costs. 

The most crucial implication of the EMH can be put in the form of a slogan: Trust 

market prices! At any point in time, prices of securities in efficient markets reflect all 

known information available to investors. There is no room for fooling investors, and 

as a result, all investments in efficient markets are fairly priced, i.e. on average 

investors get exactly what they pay for. Fair pricing of all securities does not mean 

that they will all perform similarly, or that even the likelihood of rising or falling in 

price is the same for all securities. According to capital markets theory, the expected 

return from a security is primarily a function of it risk. The price of the ecurity 

reflects the present value of its expected future ca h flow , which incorporate many 

factor uch a volatility , liquidity, and ri k of bankruptcy. However, while price arc 

rationally ba ed, change in price are expected to be random and unpredictable, 

becau ne~ information, by it very nature, i unpr dictablc. 

'I hcrefon.: stock pri e arc said to fo lio~ a ra ndom \ alk. The random \ alk thco 

ert th, t price rn wement \ ·ill not f olio~ , n p. ttc.: ms or trends nd that past pri~c 

mn t u d to pr~.:di t future price m )\em nt 

me pr hkm lor the 

lid it th n m t r I tuniti \ hilc 
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another in e tor evaluates a stock on the basis of its growth potential, these two 
inve tor ' ·ill already have arrived at a different assessment of the stock's fair market 
v 1lu~: . 'I h~o.· rl fore, one argument against the EMH points out that, since investors value 
sl( ~.· ks dill~r~ntly, it is impossible to ascertain what a stock should be worth under an 
·ffi icnt market. Eugene Fama never imagined that his efficient market would be 
I 00% efficient all the time. Of course, it's impossible for the market to attain full 
efficiency all the time, as it takes time for stock prices to respond to new information 
released into the investment community. The efficient hypothesis, however, does not 
give a strict definition of how much time prices need to revert to fair value. Moreover, 
under an efficient market, random events are entirely acceptable but will always be 
ironed out as prices revert to the norm. Prices should respond nearly instantaneously 
with the release of new information that can be expected to affect a stock's investment 
characteristics. So, if the EMil allows for inefficiencies, it may have to admit that 
absolute market efficiency is impossible. For greater efficiency to occur, the 
following criteria must be met: (I) universal acces to high-speed and advanced 
systems of pricing analysis, (2) a universally accepted analysis y tern of pricing 
stocks, (3) an absolute absence of human emotion in inve tment deci ion-making, (4) 
the willingne of all inve tor to accept that their return or lo se will be c. actly 
identical to all other market participants. 

1 



2.2 Characteristics Of A Reverse Stock Split 

1ost ol the prcviou literature has documented negative abnormal returns around 
rc\l rs~:. split dates. Empirical evidence shows that reverse splits are viewed as a 
111: 1.\li signal about future performance, since the only way for reverse-splitting 
ftrms to improve their stock price is through artificial means (Spudeck and Moyer, 
1985). A rational manager expecting earnings and price growth would not incur 
reverse split costs. Moreover, managers may undertake reverse splits to maintain 
listing on the current exchange. Some empirical studies have also revealed certain 
value-improving results. Reverse splits increase liquidity (Han, 1995), increase 
investors' ability to buy the stock on margin (Masse, Hanrahan, and Kushner, 1997), 
improve the stock's image and make it more attractive to institutional investors (West 
and Brouilette, 1970) and decrease risk (Peterson and Peterson, 1992). These are all 
wealth-enhancing benefits that should result in a positive market reaction to the new 
of a reverse split as observed by Masse et al. ( 1997) in the anadian market. 
However, Woolridge and Chambers ( 1983), Spudeck and Moyer ( 1985), Lamoureux 
and Poon ( 1987), Peter on and Peterson ( 1992) and Han ( 1995) all documented a 
negative price reaction with re pect to rever e plit . 1 hereforc, conducting the 
re er ·e plit trateg rna} reflect managements' pcssimi m about their stocks' abilit 
to reach an attractive trading range and arc believed to con c managem~.:nts' signal 
ol a lack of future earning impro emcnt or pa t earnings persistence . 
Vatca (200 I) and Robin on (2008) c. mine the carnin •s p rformanee nt rever c 

k pJit . I ik re ult how th t pr - plit \min md r turn lf 

nifi ntl ' n ti ' C . R bin n p vidc dire t 

plit p rt nd utu min• p 1\ th ti c 
m rk t undin pl it nn ur m nt . it th 1l 
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rever e tock. plits implicitly convey managements' pessimism and signal a potential 
Ia k. f pa t/fu turc earnings improvement. 

l'hr )lll!h n.: crsl!-splitting events, investors will realize that managers do not expect 
lt rm ~' l pl! rating performance to improve in the future. Martell and Webb (2008) note 
that fi rm reverse splitting its stock is often interpreted as a virtual public 
acknowledgement that the managers have no better means to raise the price of their 
finn's stock. Reverse splits are therefore viewed as almost desperate efforts by the 
fi nn to raise its stock price high enough to meet the minimum price required to 
maintain continued listing as experienced on the NYSE, the AMEX, or NASDAQ. 
This can be viewed in the case of online marketing company; popmail.com, Chinese 
supermarket chain QKL inc. , American Video game Company THQ and News and 
Information company Lee enterprises which decided not to go for a reverse split. 

Lee (20 I 0) used traditional event study and calendar time approach to investigate the 
operating perfo rmance changes surrounding reverse stock splits. The te t , based on a 
sample of 543 reverse stock splits from the period 1987-2001 in the . . tock 
markets, had several interesting conclusion . Fir t, rever c stock. splitting fi rms arc 
alway performing poorer re lative to their indu try matched median fi nns. Such 
re ult ugge t that tock ' ith reverse plitting e. periences may n t be good 
inve ting instruments for inve. tors. Second, firms of dilfen.:nt t ·p' e hibit different 
operating pcrfom1 nee changes round rever e stock plit . In general, reverse 

c pcrien e i nifi nt underp rform n c lterw trd e pcciall) lor 
lute I r r plit f: l ' r tl nd m til r linn siz . In 

n 

p iti n n 
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the evidence uggests that during the stock reverse split's execution period, investors 
appear t) ~orroboratc their expectations that future operating performance decreases 

n.: pnm.m~.·nt rather than transitory. In conclusion, the results above lend support to 
th\: h pt)th ~is that reverse stock splits convey negative information to investors and 
r ducc shareholders' wealth. This negative information is hypothesized to be that 
in estors interpret reverse splits as admissions from managers that share prices are not 
likely to increase in the near future based on managers' cognition on overall 
performances. 

2.3 Advantages And Reasons For A Reverse Stock Split 

Companies that have chosen to have a reverse stock split on their shares have done 
this because of the various reasons and advantages that it holds. ln a 1977 study of 
reverse splits, nearly half of the firms that reverse sp lit their stock offered no public 
explanation at all for the split. Of the firms that made public announcement , the mo t 
common reason given was image improvement. This was followed by exchange 
requirement , then appealing to a different type of invc tor, and finally, reduction in 
hareholder service co t (Gille pic & . eitz, 1977). 

A company in financial trouble rna be in need of a capital injection to sur i c, hut 
potential investor will want assurances of a n:asonablc rdurn on their in\'cstm~.:nl. 1 

low t k price i ~ di in ~.:nti\c for them to in ~.: t. lienee. 1 n::\icr c stt d: split may 
mak it p ibl ~ r 

nd 1i c 1pit I. < n th l\th r 
h nd, plit n in fin m i 1l tr uhl 
m rc t n, th rc n rc' 

th pri mk. 



Hence, there erse split will lead in an increase in the share price but does not change 
any of the fundamentals associated with the company. 

But m n: importantly, reverse splits can cause more investors to look at a stock 

l · .HI'.~ of th sudden increase in share price. This may not save the company, but it 
i 1 It nan tndication that the management is taking steps to reverse the slide and turn 

things around. 

Reverse stock splits may also save a company from delisting, and this can be viewed 

in the case of American companies e.g. at the NYSE where the minimum trading 

price is one US dollar. According to Federov (2011), if a stock price drops too low, 
the company may be in violation of listing compliance, meaning that if its stock price 

does not increase above a certain threshold by a specified deadline, the stock may be 
delisted from the stock exchange. Delisting is often a death blow to the shareholders, 
who won't be able to buy or sell the stock. 

Han (1995) showed that the liquidity of equity is improved after a rever e stock plit. 
He proxied liquidity with the bid-ask spread, trading volume, and the number of non­
trading days. He compared split firms with control firm and concluded that for the 

rever ·e plit tock • the prcad i reduced, th volume i incrca ed, and there arc 
fewer. days during \ hich the tock i not traded. In addition, he ho\ cd that bid-ask 
pread decrca e and trading olume increase after th r verse plit lienee, n.· crsc 

~ plit improve th liquidity of a tock b cause the in ·rcased shar~ price aiiO\ s 
inve tors to bu th t k n margin. Brok r do n )! IIO\\ their cu-;tomcr to hu · 
I \\-pri d n margin. 'I here rc plit impr \c liquidit · h 11lu\\ in • 
mrmm t th 

l n lim th 1t th 
Ill Ill pri pt i n 
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above, institutional investors are more likely to purchase shares that they can justify to 
their client.. 

1\: t~·rsnn .llld 1\.:krson ( 1992) found that the total risk of returns of reverse split stocks 
k ·lin~d after the reverse split. Brennan and Copeland (1998) documented decreasing 

ri k hifts for forward splits. I lowever, Peterson and Peterson showed that systematic 
' ri k docs not change after reverse splits. In contrast, Brennan and Copeland found that 

ystematic risk decreased around forward splits. 

Peterson and Peterson (1992) found positive wealth effects for companies that were 
forced to reverse split. Companies that were not forced to reverse split did not exhibit 
the same wealth effect. Their research showed that firms were less risky after a 
reverse split because of decreased nonsystematic risk. 

Reverse splits also reduce transactional costs. Researchers have shown that the higher 
price range after a reverse stock split results in lower percentage bid-ask spread , and 
thus the transaction costs are lowered. The lower bid-a k pread is probably due to the 
increased liquidity of the stock at its post reverse split price. However, a po sible lost 
tax savings after a rever e stock plit can a! o be con idcred a "tran ·acti n cost." 
Volatility dccrea c after a rever e tock plit, and firm (and invc. tor.) arc less able 
to take advantage of tax Ia\ that allo\ them to c. pcnsc a paper los . 

'1 he majority of the rever c- plitting !inns do not change their board lot si1c .1ftcr 
plit ' the , thcr r rc r du tran actin, co ts. '1 h r llti\' ti k size . whi h II 0 .lllcct 

th trnn ti n t d rea c ~ i nili untl ' Iter plittin •. 

k plit lor t th r 

2 II th t th in lu limin tin 
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small shareholders, gain a certain corporate classification as well as anticipate for a 
fomard plit in th future. 

\\ h~n a stl d, r ·verse splits, shareholders who hold less than the specified number of 
slur~. ' lilt~~ ·ivc cash instead of new shares, ending their status as shareholders. For 
in tan c, a I :500 reverse split will eliminate shareholders who own less than 500 
shares, since there is no provision for a fractional share. A large reverse stock split is 
thus an effective method of lowering the number of shareholders. Cashed-out 
shareholders may not appreciate losing their stakes in a company. To them, the 
reverse split is not beneficial. 

To change a company's corporate classification, a reverse stock split can be used as 
seen in the following example. A Subchapter S corporation can be classified as one in 
which income is passed through directly to shareholders, who then pay income tax on 
it. A normal Subchapter C corporation can be reclassified as Subchapter if its 
number of shareholders dips below 100. By setting the rever e split ratio high enough, 
it is feasible for a corporation to shed enough shareholder to be reclas ified. 

Lastly, if a company u es a rever e plit to reclas ify it elf by shedding stockholder • 
it can undergo the reclas ification and then immediately issue a forward spltt that 
rever e the re er ·e plit. 1 his reestablishes the share price to pre-rc ersc-split I~ cis. 
l·orward rever e u ed in thi wa arc almo t always pn:ccdcd b rcvl!rsc splits. 
Mana cmcnt bene tts from for.vard ~ plits by dfe ting a reduction of ·hareholders ,md 

tabli hin i t ti n "ith ut \!Iedin • h trc pric . 



2.4 Challenges Of Reverse Stock Split 

tudi . t t tc a.c , plits in the late 1970s and early 1980s find that there is a small 
tn n:as-.: in olumc and a decrease in the number of shareholders after the split, but the 
in titutional int~.:r~.:st remains unchanged. The studies conclude that reverse splits are 

n< t ju~tJfled because they are, in general, detrimental to shareholder wealth. 

t rcover, reverse stock splits are not justified by the reasons cited by managerial 

urveys because there are no tangible benefits related to those reasons. In addition, 
Radcliffe and Gillespie (1979) studied only firms that survived their test period, so it 

is likely that they understated the negative effects of the reverse splits on shareholder 

wealth (Woolridge & Chambers, 1983). 

Another negative effect of the reverse split is the decrease of the tax option value of 

stocks. The investor has more possible tax alternatives when stock is more volatile. 
High volatility allows investors to take advantage of tax laws by of~ etting capital 

gains with capital losses. Reverse splits decrea e volatility and therefore decrea e the 

tax option value. Forward splits, on the other hand, increa e volatility (Lemoureu. & 
Poon, 1987). 

Academic in accounting also pro id explanation for negative market reaction to 

stock plit announc mcnt. V fca (200 1) documents thut revcr e-splitting I trms 

r p rt si nifi ntly lo\\ r earning in the pre- plit car than ample ot matdH.:d 

in 

I finn . 'J l ir , rnin • p r ormnn c:p ted to pcr i t in th-.:: future.: . 

plit m rk rti ip nt -..lu-.:: th tum c.unm, 

n • ti I . \\ ith n.: rd t 1 ul tr 



Asquith et a!. ( 1 989) find that regular splitting firms have superior earnings 

performan in th~.: years before the splits. The regular stock split conveys to the 

m rk. t th t th In orablc pre-split performance is not temporary and will persist in the 

1 st-split . c.:ars . Their finding is significant even after adjusting for contemporaneous 

in lu tr performance. These two findings support the signal hypothesis that stock 

di tribut10n it ·ct f conveys the information of pre-split earning performance to the 

market. 

Grinblatt, Masulis and Titman [GMT] (1984) study a sample of stock splits and report 

a positive abnormal return of 3.3% over the two-day event period surrounding the 

announcement. Woolridge and Chambers ( 1983) document that reverse splits are 

associated with negative abnormal returns at their announcement and ex-date. They 

even suggest that upon learning of an impending reverse split, investors should sell 
their shares. 

Numerous findings illustrate the long-run common stock returns following tock 

splits and suggest that the stock market under reacts to the information conveyed in 

the stock splits. Desai and Jain (1997) document that tock regular plitting firm , on 

average, earn significant abnormal returns of 7.05% for the 1-year peri d after the 

announcement month. The abnormal return for the 2- and the 3-year p riod after the 

announcement month are 9.39% and 11 .87%, re pecti cl 1 he result of re crse 

plit further verif · the under reaction of st ck mark t. 'I he 1-, 2- and - car 

abn rmal returns following th rc er c split nnoun em nt month arc - I 0. 77%, -
20.62% and - .< % r pcdiv ly. 'I hu for b Hh st k rc: •ultr plit , nd rc n c.: 

plit th I n •-run p r r dri t i in th m dire.: tion ~ th initi,tl 

thl ~~~ k 
n m hi h th 1 n 111 ti 
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Lakonishok and Lev ( 1987)]. Therefore, reverse split may be used to place the stock 

price in thi rang . hare prices that are too low may harm marketability. In the U.S., 

in titutit)l 11 '' tor, u ually view low priced securities as speculative investment 

md lrt' t th s ~.: s~curiti~s from their portfolio. Firms whose stock trade at very low 

pri ma wi ~h to change their image as issuers of 'penny' stock through reverse 

lit . 

ince the regular stock splits and reverse splits are noneconomic events, how can the 

ignificant abnormal return for stock splits be explained? People argue that it is 

because stock splits have strong signal effect, Spudeck and Moyer ( 1985). A widely 

held view is that when a company splits its stock, management is sending a positive 

information signal to investors that the stock is undervalued, Brennan and Copeland 

(1988), McNichols and Dravid (1990) . 

Since the hypothesis of negative returns following reverse stock splits is supported by 

a number of empirical studies, why would firms voluntarily send a negative ignal to 

the market through a reverse split? Han ( 1995) examine why management would 

employ reverse plits when they adver ely affect hareholder . llis finding how 

that rever e split enhance the liquidity of the t ck: the stock c pcricnced a significant 

decrea e in bid-a k pread, a ignificant incr a e in trading olum and ignilicant 

decrea in the number of non-trad ing days ~ llo\ ing reverse split. . n the oth~r 

hand, Dra id ( 1987) demon tratc that post-spl it olatility of n.: turns for r rs~.: splits 

\ cnt \ hi h i upp rted b ' the mdin •s ol Peter m .1nd 

mp r d ' ith re uh )I 

in rei ti liquidit • in th plit : 

p p rti r ul r plit · p 

t h~:r~.: ts 1 nnmcnt 
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as a percentage of the value of the stock, Copeland (1979). Copeland also argue that 

the har h ld r ngr c to splits even experiencing the lower liquidity is because the 

ben tits m l l 1st from plitting that equal or exceed the liquidity costs. For example, 

it is s ll\1;\ hat cheaper to diversify after a split because smaller values can be traded 

.11 wund lot transaction costs. Also, splits may have a value as messages which 

I( r ast anticipated dividend increase. 



CHAPTER THREE 

R H METHODOLOGY 

3.1 Rest•arch Design 

\n . plorator research design was used to conduct the research. The design involved 
ath •ring information on reverse stock splits in Kenya hence establish the reasons as 

t \ hy companies undergo a reverse stock split and why this hasn ' t been the case for 
Kenya. This design was used because little is known about reverse splits in Kenya and 
hence it helped gather pertinent information about the issue and paved way for future 
analysis and hypotheses to be generated. 

3.2 Study Population 

The sample population consisted of sixty firms listed at the Nairobi ecuritie 
Exchange (see appendix 1). Out of this previous target, eight firms did not give a 
response and this led to a final data collected and analyzed from fifty two firm Ii ted 
at the N E. Expert insight was then ought from manager of the e firm on their 
extent of agreement or di agreement to variou i ue regarding rever 

whether the di ad antage out\ eighed the ad antagc and \ hat th b ncfit f rc crsc 
lock plit would be to companie if it wa pra ticcd in Ken a toda . 



3.3 Data Collection 

Primal) data "a ollcctcd u ing questionnaires in form of a five level Iikert scale 

ranging fr m ' tn n 'ly Disagree" on one end to "Strongly Agree" on the other with 

111 ,\\ in th middle" ( ee appendix VT); through email correspondence and 

1 lq h 1H: interviews. Respondents were asked to indicate their level of agreement 

"ith a given statement by way of an ordinal scale. The data collected also captured 

the ad antages and disadvantages of a reverse stock split. This ensured there was 

content validity on the instrument used and the same results can be replicated in future 

research work. 

In addition, data on Kenyan listed companies was collected from various sources 

which included; the NSE website, listed stock brokerage firms and listed companies' 

websites, as well as from the rights issue prospectus of various companies. This 

involved a total of 60 firms classified according to the Economic sector they belong. 

2 



CHAPTER FOUR 

D T N LY 1 , RESULTS AND DISCUSSION 

In- lq 1h .ltl:ll :-;is nf th~ data collected is done to find out the different results and 

tllllp.lr r sponscs from the different respondents . Out of the 60 firms previously 

tnr' ted, 52 firms managed to give a feedback. Data analysis methods used for 

indi idual questions (ordinal data) include use of median and mode to display central 

tendency; and variability/spread by use of range and inter-quartile range. For 

statistical inferences, non-parametric test (differences between the medians of 

comparable groups) was used. The data from the Iikert scale was reduced to a 

binomial level by combining all agree and disagree responses into two categories of 

accept and reject. A chi-square test was then used for the analysis. 

4.2 Results 

4.2.1 Advantages Of Reverse tock plit 

The table b lo" how the ob erved fr quencie and percentage resp nsc. on th 

ad antage of a rc r c stock plit. 

om pan fr m deli tin' 

Per rU 
v lid y 28 538 

0 24 2 100 0 T 52 1000 1000 



[Valid 

Valid 

1---

Valid 

Help attract institutional investors 

I Frequency 
Cumulative 

Percent Valid Percent Percent y 48 92.3 92.3 92.3 
No 4 7.7 7.7 100.0 
Tot I 52 100.0 100.0 

-~ 

llighcr prices increase liquidity and reduce risk of a stock 

I Frequency 
Yes t 47 
No 5 

Tota~ 52 

Percent 

90.4 

9.6 

100.0 

Valid Percent 

90.4 

9.6 

100.0 

Cumulative 
Percent 

90.4 

100.0 

Reduced total outstanding shares reduces operating costs 

Cumulative 
Frequency Percent Valid Percent Percent r 71 .2 71 .2 71 .2 

Yes 37 
No 15 28.8 28.8 100.0 
Total 52 100.0 100.0 

From the observations above, most respondents vtew the biggest advantage of a 

reverse stock split is that it helps attract institutional investors (92.3%). This i clo ely 

followed by increa e liquidity and reduces ri k (90.4%); reduce operating co t 

(71.2%) and lastly, aves a company from being deli ted from the ecuritie exchange 

(53.8%). 



4.2.2 Disadvantages Of Reverse Stock Split 

Th tables bdl" sho\l the observed frequencies and percentage responses on the 
di .1 h 11\t.l 'I.S oL1 r verse stock split. 

Valid 

Valid 

V<:i1d 

Yes 
No 

Total 

Yes 

No 

Signa ls that the company is in financial trouble 

Cumulative 
\ Frequency Percent Valid Percent 

51 98.1 98.1 

l 
1 1.9 1.9 

52 100.0 100.0 

May be used to eliminate small shareholders 

Cumulative Frequency Percent Valid Percent Percent 
49 94.2 94.2 94.2 
3 5.8 5.8 100.0 

Total __j____ 52 100.0 100.0 

Reduces shareholder's wealth 

I ~alid Percent 
r Cumulative Frequency Percent Percent ... 

73.1 Yes 

I 
38 73.1 73.1 No 14 269 26.9 100.0 Total 52 100 0 100 0 t 

Portray the company a lacking future earnings improvement 

Cumulative Frequency Percent Vahd Percent Percent l . 
Vahd Yc 27 51 .9 51 .9 51 .9 1 0 25 48.1 48.1 100.0 Total 52 100 0 100.0 I 

l'hc bi e t di dv,nt o , r vcr tock plit i th t it ma signal that the 
c mp n · i in 

I to climin. tc sn1.1ll hardmld r 

• thl': l mp.m 1 

m uturc mm imp m nt I. 
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4.2.3 Descriptive Statistics 

In the table below, mean and median has been used to display central tendency. 

Descriptive Statistics 

Percentiles 
Std. 50th N Mean Deviation Minimum Maximum 25th (Median) 75th ' ~)Ill! llll "ith lm: 

·bar · pri ~.:c · hould 
r·vcr~c spl it 
~ 52 1.2 1 0.5 1 3 I 1 I 

rhere i need for 
intr ducing rules 
go ·eming reverse stock 
splits in Kenya 52 1.9 0.75 I 3 1 2 2 Earnings per share 
increases in case of a 
reverse split 52 1.92 0.97 1 3 1 1. 5 3 ·-Recommend for a 
reverse split to attract 
institutional investors 52 2.08 0.9 1 3 1 2 3 
Reverse splits usually 
succeed in the long run 52 1.63 0.6 1 3 l 2 2 Directors to make final 
decision on reverse 
splitting and not 
shareholders 52 2.23 0.76 1 3 2 2 3 Advantages of reverse 
plit outweigh its 

disadvantages 52 1.62 0.89 1 3 I I 3 

'I he data for agree and di agree re pon e were combined into two cat g ric o f 

accept and reject; and th c were coded as fo lio\ · Reject ( I), cutral (2) and accept 
( ). 



4.2.4 Chi- Square Test 

The chi-squared te t tatistic, X2
, resembles a normalized sum of squared deviations 

between b n cd u1 I theoretical frequencies. From the data collected, frequencies 

ob..,crn:d '"I th~.: ln.: quency expected were tabulated for each question in the Iikert 

' lk. 

ompanies with low share prices should reverse split 

Observed Expected 
N N Residual 

reject 43 17.3 25.7 
neutral 7 17.3 -10.3 
accept 2 17.3 -15.3 
Total 52 

There is need for introducing rules governing reverse stock splits in Kenya 

Observed Expected 
N N Residual 

reject 17 17.3 -3 
neutral 23 17.3 5.7 -accept 12 17.3 -5 .3 
Total 52 

.arnings per hare increa e in case of a rever e plit 

Ob erved Expected 
N N Re idual -reject 26 17.3 8.7 

neutral 4 17 .3 - 13.3 
a ccEt 22 17.3 4.7 ~· I otnl 52 



Recommend for a reverse split to attract institutional investors 

Expected 
N Residual 

17.3 1.7 
17.3 -7.3 -
17.3 5.7 -

pl its u ually succeed in the long run 

Observed Expected 
N N Residual 

reject 22 17.3 4.7 
neutral 27 17.3 9.7 
accept 3 17.3 -14.3 
Total 52 

Directors to make final decision on reverse splitting and not shareholders 

Observed Expected 
N N Residual 

reject 10 17.3 -7.3 
neutral 20 17.3 2.7 
accept 22 17.3 4.7 
Total 52 

Advantages of reverse split outweigh its disadvantages 

Observed Expected 
N N Residual 

reject 34 17.3 16.7 
4 - -neutral 17.3 -1 3.3 ----accept 14 17.3 -3.3 

Total 52 

hom th tabul t d d ta ab vc \\C d terminc the de ree freedom, dot the 

nti 11 ' th numl r I r Ill redu cd hy the num\ cr o\ 
p th fitt d di tributi n { I • (n - I lumn - I)}. 

0 



Recom 
mend Directors 

'I hue i, for a Revers to make 
th:cd for reverse e splits final 
introducing Earnings split to usually decision on Advantages ( omp.mit•s rul ·s per share attract succee reverse of reverse " ith It) \\ go ~.;rn ing increases instituti d in splitting split h II ' II j . r ·verse in case of a onal the and not outweigh its h1 ul I t ' r c stock splits reverse investor long shareholder disadvantag _iplit in Kenya split s run s es Chi - . 

' quar 
(. ·') 57.731 3.500 15.846 5.115 18.500 4.769 26.923 d 2 2 2 2 2 2 2 A )mp. 

tg. .000 .174 .000 .077 .000 .092 .000 

2 X2 is then compared to the critical value of significance from the d distribution, 

which is an approximation of the distribution of X2 (see appendix IV). We use 0.05 as 

our level of significance while comparing X2 value with the probability table . Where 

the X2 value is less than(<) the table value of chi - square probabilities, we accept the 

null hypothesis, but if it is greater than or equal to ( ~) the table value, then we reject 

the null hypothesis. The table value of chi-squared probabilities at d = 2 with 0.05 

level of significance is 5.991 (see appendix IV). If the null hypothesis i rejected, then 

it would mean that there is a significant difference between the data set and thi 

difference cannot be due to chance alone. 



4.3 Discussion 

Most respondent on ider d the greatest advantages of a reverse stock split as its 

ability to attra t instituth n. I invc tor ; increase liquidity and reduced stock risks with 

92. % 1n I l)l). t 0 ~1 ol r spondcnts agreeing to these respectively. This high 

p ·rc nt 1 '\.' .111 I .tttrihutcd to the fact that managers would be willing to welcome 

hu · • 1pital injection into their companies as this new capital can be used to fund 

variou · project and expansion plans of the firm. lmproved stock prices would also 

mean that ne\ investors will not shy from buying the stocks at the securities exchange 

ince they would have confidence in them, and this increases liquidity and reduces 

risk. 

Reduced company operating costs was supported by 71.2% of respondents while 

preventing a company from being delisted from the securities exchange was the least 

favored advantage with 53 .8% of total respondents agreeing to it. A Company' s 

operating costs may include the costs of preparing financial statements for companies 

with a very large number of shareholders and holding annual general meetings, of 

which these costs will be reduced by reducing the number of shareholders through a 

re er e split. Preventing a company from being delisted was least favorite becau e in 

Kenya today, companie that are listed at the N cannot be deli ted for having low 

hare prices. 

'I h~.: greatest di ad antagc of a re cr t ck split are it abi11t)' to ignal that th 

company i in financial pr blcm and that it rna be used to eliminate small 

wi th th l\ ·o r~.:. on g tt in' 98. 1% and 94.2% or rc pondcnts 

t, n 
m~.:)cd m \ · r~.:s ult into 

nt pri d ndin n h th r th in nn ni n i 'l x1 )f h. 1. 



When companies decide to reverse split, it may signal all is not well as this process 

can be viewed as an artifi ial ' a of ri ing prices to attract investors. In the process, 

the number of ·harch ld ~:t is nl. o reduced and this will mostly affect the small 

shareholders whl) "ill\~ tm~~:d to give up their stocks. 

1 ·duct ion lll h,11 holders wealth was supported by 73.1% of respondents but they 

w~:r · ·li •hth indifferent on whether it may portray a company lacking future earnings 

impr \cment ''ith 51.9% agreeing and 48.1% disagreeing. When there is a reverse 

plit. the number of shares owned reduces while price increases. However, the prices 

may reduce in future and hence it would mean a reduction in shareholders wealth. A 

company's future performance would rely on market and economic conditions, 

strategies employed and management style. Hence the managers were indifferent on 

whether reverse stock split would actually portray a company lacking future earnings 

improvement. 

Most respondents strongly disagree that companies with low share prices at the NSE 

should reverse split, this is mainly because reverse splitting is viewed as just a 

temporary solution and the prices might go back to their minimum low after some 

period of time. Most disagree that earning per share of a company increase after 

re er e plit and that advantage of a rever e plit outweigh it di advantage . 

Majority n ither agree nor di agree that there i need t introduce rc cr e tock plit 

in Kenya that re erse split u ually ucc ed in the long run and that the final decisi n 

n "hcth r tor -.:cr e plit should be made b the director and not the shareholder . 



4.4. Summary Of Findings 

From the finding , managers ' ·onld recommend for a reverse split for two mam 

reasons, to attract instituti nal mv stors and increase liquidity while reducing the risk 

of u stock. 11th· ~: ·uriti~.:s , · han'~.: . Reverse splitting may also reduce a company's 

tlpL·rutin • 'tl t l ut thi is not a major advantage and delisting from the securities 

c dum• • b · ·uu ' flo' hare prices is not applicable at the NSE today. 

lh: greate t di advantage of a reverse split is that it may signal a company in 

tinancial trouble and reduction of total outstanding number of shares may eliminate 

small shareholders from the company as well as reduce the remaining shareholders 

wealth. However, this may not necessarily portray that the company is lacking future 

earnings improvement. 

On the other hand, managers would not recommend for companies currently having 

low share prices at the NSE to reverse split and they believe that the advantages of 

reverse split de not outweigh its disadvantages. The managers were also slightly 

indifferent on whether companies which choose to reverse split acquire increa ed 

earning per share and whether they would succeed in the long run. They were 

ho\vever categorical that it i the directors who should make the final decision on 

whether to rever e plit and not the hareholder . 



CHAPTER FIVE 

SUMMARY, CONCLU ION AND RECOMMENDATIONS 

5.1 Summary nd onclu. ion 

In oth •r 'lllllllri s ar und the world where reverse stock splits are practiced, the value 

of a com pan '· tock may become relatively low and investors may no longer be 

intere ted in purchasing it based on the perception that the low stock price is an 

indication of the overall health of the company. When this happens, a company issues 

a reverse stock split to increase the price of its shares. To date, some companies 

initiating a reverse stock split continue in business. However, this does not mean that 

reverse splits are necessarily the solution to relatively low stock prices. 

In Kenya, most managers would recommend their companies to reverse split so as to 

shed off possible consideration as a poor investment by encouraging institutional 

investors into the company. The NSE as a major stakeholder encourages the broader 

ownership of firms and the opportunity accorded to the general public to have 

ownership rights over listed enterprises helps to reduce large income inequalitie 

through the sharing of profits made by these enterpri es, thereby facilitating the 

redi tribution of wealth. Investors are accorded the opportunity to buy the number of 

ecurities that are affordable to them, thereby facilitating the mall in e tor' ource 

of extra income. Thi i in contra t to other mean of inve tment that r quire large 

capital outlay that arc not within the reach of mall inve tors b the indi iduals or 

in titution . K nyun manager have howc\'cr indicated that there i need for 

intr du in, rule go\eming rever tock plits even thou •h the\ think the 

di dv nt Ul\\ci hit , d\' llll I e . 



In conclusion, while a reverse split may signal that a company is in trouble and elicit a 

negative stock market re pon , it an al o aid in investing into the company by 

attracting new buyer . Ken n c.: l' lllP nics would most probably go for a forward split 

than a reverse split ll .1 • ·ommodnte the small local investors, but the various 

companies th,1t Wl uld ~ th ·n i:sc want to sec their stock prices rise or number of 

outstundin, shar · dr p through a reverse stock split would not achieve this for now 

becuu ·e rever ·e tock plits aren't sanctioned by Kenyan law and for this reason they 

aren't practiced. 

5.2 Recommendation 

The first recommendation is that the Capital Markets Authority and the Nairobi 

Securities Exchange should consider introducing reverse stock splits in Kenya and 

this can be done by making recommendations for legislations that would allow the 

process. This would help the NSE develop new policies that would ensure prices at 

the exchange are maintained above a particular level and companies that go below 

this may either reverse split, use other means to increase their prices or ri k being 

delisted. econd, companies at the N E which have had a relatively low hare price 

for a long time should consider pu hing for the introduction of rever e tock. plit as 

thi i practiced in man countrie and can be part of the olution to thi pr blcm. 

Tho e that ,.,·ould , j h to attract institutional m c tors would at 0 b ncfit h . the 

intr duct ion of rever c tock plit . 



5.3 Limitations Of The Study 

One of the major limitation of the stud wa in collection of data. Getting data from 

all respondents po ed a gn.: t clulkng' mainly because most of the managers were 

committed and could n I r 1 I in good time. This was solved by making follow up 

calls to the parti ·ul ,tr '()J\tpani 'sand sending polite reminders for response. 

An )tlu:r limituti 11 wa gathering information on reverse stock splits. This information 

for literature rc ie\ \ a hard to find since most companies around the world engage 

more in fon ard splits than in reverse splits. 

5.4 Area For Further Research 

More in-depth study should be carried out to find out from experts and capital markets 

analysts on the impact of reverse stock splits if they were to be introduced in Kenya. 

This feasibility study should involve the managers at the NSE, the Capital Markets 

Authority and the various investment/securities companies that have been licensed to 

operate at the NSE. These findings would therefore add to literature on reverse tock 

splits in Kenya. 
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APPENDICES 

Appendix I: Table 1. ompanies Li ted At The NSE. 

SECTOR 
1-

'OMP: Y SE TOR 

ONSTRUCTION 

COMPANY 

Athi River 1\GRl 'UI.TUI 

AL 31 Mining 

I -Eaagad 32 Bamburi Cement 
Kakuzi 33 Crown Berger :3----------~K~ap-c7h-oru--a~T~e-a -----i~3~4--------------~E~.~A-.C~a~b~le-s~L-t~d~ 

4 Limuru Tea 35 

5 Rea Vipingo INSURANCE 

6 Sasini Ltd 36 

7 Williamson Tea 37 

AUTOMOBILE 38 
8 Car and General 39 

9 CMC Holdings 40 

10 Marshalls (E.A.) 41 

I I ameer Africa 42 

43 

12 Barclay Bank 44 

13 CFC Stanbic Holding 45 

14 Diamond 'I ru t Bank ENI~RGY 

15 Equity Bank 46 

t6 11 u in Fin n Co 47 k----- ~:•-17 K n mm rei I 8 

0 

B.A. Portland 

Cement 

British-

American 

Investments 

CFC Insurance 

ClC Insurance 

Jubilee Holdings 

Kenya Re-

Insurance 

Pan Africa 

In urance 

Centum 

lnvc tmcnt 

ity Tru t ltd 
-

-- -I mpia apital 

1 ran -Century 

KcnGcn Ltd 

KcnolK bil Ltd 

KPLC 



Bank 

National Bank of 

18 Kenya 49 Total Kenya 
r-- - -19 Nl Bank. MANUFACTU RING -_, 

t m I 1rd ' hartcrcd A.Baumann co 
20 B,lllk 50 Ltd 

1-

B.O.C Kenya 

21 ' - pBanl of Kenya 51 Ltd 

British 

OMMER.& American 

ERVICE 52 Tobacco 

22 Express Ltd 53 Carbacid 

East African 

23 Hutchings Biemer 54 Breweries 

Eveready East 

24 Kenya Airways 55 Africa 

25 Longhorn Kenya 56 Kenya Orchards 

26 Nation Media Group 57 Mumias Sugar 

27 Scangroup Ltd 58 Unga Group 

28 Standard Group TELECOMM 

29 TPS Eastern Africa 59 AccessKenya 

30 Uchumi Supermarket 60 Safaricom 
Source. The Na irobiSecurities Exchan e g 

1 



Appendix II: Table 2. Top 20 Companies in total outstanding shares 

PRICE BETWEEN MAY - JULY 

2012 
~ -

II ARES COMPANY IIIGHEST LOWEST AVERAGE 
r----

-
ufuricom 40,000,000,000 3.95 I 3.15 3.45 

f-2 Barela s Bunk 5,431 ,536,000 14 12.5 13.15 

Equit Bunk 3,702,777,020 23.25 19.85 21.05 

4 Co-operative Bank of Kenya 3,492,369,900 15 10.15 12.88 

5 Kenya Commercial Bank 2,950,259,818 24.75 21.75 23.22 

6 KenGen Ltd 2,198,361 ,456 9 7.8 8.43 

7 British-American Investments 2,150,000,000 6.15 4.75 5.35 

8 KPLC 1,734,637,374 15.6 14 14.97 

9 Mumias Sugar 1,530,000,000 7.35 5.05 5.97 

10 Keno1Kobil Ltd 1,471,761,200 16.95 12 14.38 

11 East African Breweries 790,774,356 242 200 220.75 

12 Centum Investment 604,947,068 16.5 12.25 14.25 

13 Kenya Re-Insurance 600,000,000 13.4 8.5 10.96 

14 CFC Insurance Holdings 515,270,364 8.3 7.05 7.8 

15 Kenya Airways 461 ,615,483 17.5 12.3 14.48 

16 NIC Bank 394,897,562 39 28.5 34.3 

17 Bamburi Cement 362,959,275 180 143 154.82 

18 Standard Chartered Bank 287,077,133 - 204 165 
-

182.3 
-

19 National Bank of Kenya 280,000 000 22.5 18.65 19.82 
- - -- - -

20 ameer Africa 278,342,393 4.9 3.9 4 . 4 - UR E: llve.my tock .co.ke/ tock 
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Appendix III: Table 3. Companies With The Lowest Share Prices 

PRICE BETWEEN MAY - JULY 

2012 
1---

t-COMPANY !lARES I UGliEST LOWEST AVERAGE -
-
I Ewrcud Eust Afi·i a 2 10,000,000 2 1.5 1.72 

2 ' afuric m ~ 

40,000,000,000 3.95 3.15 3.45 

I mpia apital Holdings 40,000,000 4 3.15 3.7 
4 Ex pre Ltd 35,403,790 4.25 3.4 3.87 
5 Sameer Africa 278,342,393 4.9 3.9 4.34 
6 AccessKenya 208,084,296 6 4.3 4.89 

British-American 

7 Investments 2,150,000,000 6.15 4.75 5.35 
8 Mumias Sugar 1,530,000,000 7.35 5.05 5.97 
9 CFC Insurance Holdings 515,270,364 8.3 7.05 7.8 
10 KenGen Ltd 2,198,361 ,456 9 7.8 8.43 
11 E.A.Cables Ltd 202,500,000 11.6 10.1 10.75 
12 Kenya Re-Insurance 600,000,000 13.4 8.5 10.96 
13 Unga Group 75,708,873 13.2 10.1 12 

-14 Sasini Ltd 228,055,500 13.5 11 12.02 
15 Marshalls (E.A.) 14,393, 106 13.5 12 12.41 
16 Co-operative Bank of Kenya 3,492,369,900 15 10.15 12.88 

-17 Barclays Bank 5,43 1,536,000 14 12.5 13 15 
-18 Centum Investment 604,947,068 16.5 12.25 14.25 

-f.-- - - -19 KenolKobil Ltd 1,47 1 '76 1 ,200 16.95 12 14 38 
- -20 Kenya Ain ays 46 1,6 15,483 ~1 7.5 12.3 I 48 

-0 RCE: li e.my tock .co.ke/ tock 



Appendix IV: Table 4. Chi - Square Distribution Table. 

l () ()()() ll .OIIO lUlU I 
2 () () 10 0 11".?11 n.ur,1 
:I (I 07:..' Oil• IUih 
I O,".?Oi n .~"7' II. I I 

r. ll .•ll ".? o r.r. t n.S:II 
(i () (lj(l o .~'i:.! 1.'.!:17 
i () ,CJtitl 1.:.!'1!1 l.b'IO 
s 1.:\ll I hlh 2.1 n· 
!I l .i '\r, :.!.11 vno 
10 2. lf>li ., r.·,s ... ,,. ' :UI7 
11 2 .bll:\ 1.0"·:1 3.~16 
12 :lUi I :\.571 t.l!ll 
1:\ ~L!lfl.'""1 cl . ltli G.009 
11 l.lli.'i l.h!iO G.fi29 
l!'i ..\.HOI .'i.22'.l 6.262 
ill .'i 142 : •. ~12 6.908 
17 !\.697 H.-10. 7.!\G.J 
11.\ 6.265 7.015 .231 
19 6.8-1-1 T.u:t~ .907 
20 7.434 t>.2GU 0.591 
21 8.03-1 8 .. 1\97 10.283 
22 .6 13 9.512 l0.9 2 
23 0.260 10.106 11.6 9 
2cJ 9. 86 HJ.W,Ii 12...101 
25 10.520 ll.f>2-1 13.120 
21i 11.1 (j{) 12.l!IS 13.8-I..J 
27 11. ~ox 12.R7!) 1-1.573 
2 12.1Gl t:Utfi!i l rt.30 
29 13.121 1-1.2;'!1) 16.047 
:10 13.7, 7 11.!}f,;! w. 791 
10 20.707 22.1!}1 21.133 
50 27.tl01 2!1 .707 32.357 
GO :15.5:11 :17.1'\!i .tO.cJ 2 
70 .J:! .27.'i 1.'"1 . 112 -IX.758 
so 51.172 r,:tr.to 57.153 
C)() 5!l.H 0 lil. i:'"~l li!i.617 
HXJ li7 .:t~s ill .()(;:, 71.222 

o.no 1 n.nw 
ll . lll:\ ll.211 
u.:1r12 O . .'i>'.l 
11 .7 II l.llll I 
1.1 ·l!i l.li I 0 
l . fl:~ 2 20 I 
2.lfi7 2 8:1:1 
2.n:1 :uno 
:U2.'i 1.168 
:1.0 lO 1.86!\ --
1.57G 5.578 
!i 22G G.30 I 
5.892 7.W2 
6.!l71 7.700 
7.2Hl K.!i-l7 
7.002 0.312 
8.672 10.085 
9.300 10. 65 

10.117 11.651 
10.851 12. 113 
11.501 13.2-lO 
12.3.38 11.011 
13.001 14 . ..\ 
13.8-18 15 .650 
1-l .611 16.473 
1s.:mJ 17.202 
1G.l!i1 UU1-l 
16.02l-l 1 .!)3!) 
17.708 19.768 
18 .. 193 20.59!) 
26.509 20..0!')1 
:lUG I :!7.6~9 
cl3 .1 IG .-159 
51.7:11) !15.:!2!) 
60.391 f11.27R 
(i!JJ26 i :U'll 
77,!)2!) ~2.:1:,s 

2 
\ 100 

2.706 
4.!i05 
0.25 1 
7.770 
9 . 2:~6 

IO.fW5 
12.017 
t:3 .:lG2 
11.681\ 
15.987 
17.275 
18.5-19 
19.812 
21.06<1 
22.307 
23.5-12 
24 .769 
25.9 9 
27.20-1 
28.412 
20.615 
30. 13 
32.007 
33.100 
3-1.382 
:15.563 
36.741 
37.916 
39.0 7 
40.256 
"Usor .) . ,) 

63.167 
7-l .397 
X5.!i27 
00.578 
107.r. ,;~ 

11 8. 1H8 

2 
\ .050 

:J.8.11 
ri.!>01 
7.815 
!lA88 
11.070 
12.rm 
14.067 
15.507 
16.919 
18.307 
19.675 
21.026 
22.362 
23.~!) 

24 .000 
26.200 
27.r~R7 

28.H60 
30.14 1 
31..110 
32.671 
33.021 
35.172 
36. llG 
37 .652 
3R.AA'i 
10.113 
1 1. :~:n 

l2.r>57 
1:un 
r:r: -r~~ ,),). I '~ 

67 .. G05 
79 .Ck"2 
!10 .!'1!!1 
101.87!1 
u :u tr, 
12U-12 

5.024 6.635 7.87\l 
7.378 0.210 10.[)97 
9.3.!8 11.345 12 .c 3 
11 .143 1:3.277 14 .860 
12.833 15.086 16.750 
14.449 16.812 18.548 
IG.O 13 18.475 20.27 
17 . .'i35 20.000 21.%5 
19.023 21.006 23 .5 9 
20.483 23.209 25.188 
21.920 2 1.725 26.757 
2:t3:l7 26.217 28.:!00 
2 1.736 27.688 29 .H19 
26. 11 9 20.111 :11 3 t!) 
27.-l88 30.578 :12.1'!01 
28.8-l5 32 .000 3-l .267 
30.191 33.409 :15.718 
31.526 31.805 37.156 
a2.~52 :HJ.Hll :!H.582 
31.170 37.566 39.097 
35.479 38.932 11 101 
3G.71H 10.280 12 796 
:~ .076 11.638 I I 181 
:!0.:16 1 12 .080 l."t .f>Ml 
"10.616 -l-l .311 IIi \12~ 
ll .!)Z:J cl5.G·I2 18.290 
.t:U!l!i 16 .003 11Ui 15 
11. 161 18.278 !mo9:! 
15.722 19 .5 8 r>2.'l3fi 
16.!179 !'tO.XH2 5:um 
50.:112 (i3 .0!)1 (i(i -7Gil 
71. 120 76 .151 711 190 
R3.29 .:nn !Jl.%2 
\l.'i.U2:l llXI. t2.'"l 1012l .'i 
10G.fi29 112.:!29 11!i.:l2J 
11 .136 12l.1Hi 121\,2!11) 
121J.f,Gl 135.Nl7 liU.Ili!l 



Appendix V: Glossary 

Median: The middle numb r in · 1rted li t f data. 

Mode: The most frequent numl er in a ~ct of data. 

Range: Diflcrcm:c bet we ·nth· largest and smallest value in a set of data. 

Quartile: Any or thr ·c value · that segment sorted data into four equal parts. First 

quartile (Q I) cut · off the lo~ est 25% of the data; second quartile (Q2) is the same as 

the median; and third quartile (Q3) cuts off the highest 25% of the data. 

Inter-quartile range: The difference between the 3rd quartile (Q3) and the 1st quartile 

(Ql); the middle 50% ofthe data. 
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Appendix VI: Questionnaire 

This questionnaire seeks to co\le t information on the use of Reverse stock splits. 

Please provide information frnnl-.1 and honestly. All information received will be 

treated confidentially mlus I I( r academic purposes only. 

SE 'TION A: B H.:!-. >r und Information ( ptional) 

I . Nun1c f the firm ....................................... ............ ... ............. . 

2. Nmne of respondents ........................ .. ... ......................... ........ . 

3. Position Held ....................................................................... . 

4. Number of years in Current Position ............................................... . 

SECTION B: Please indicate whether you agree or disagree to the statements below 

by selecting either Yes or No using the symbol(X). 

1. In your own opinion, would you consider the below as advantages of a reverse 

stock split? 

(a) It would save a company from being delisted from the stock exchange. Yes ( ) 

0 ( ) 

(b) Inc rea ed hare price\ ill help attract in titutional/corporate inve tor . Ye ( ) 

0 ( ) 

d price lead to incrca cd liquidity and redu ri k of a t cl-. Yc ( ) 

( t tal out t mdin h rc~ rcdu ompan 's opcr tin • co t . Yc 



2. In your own opinion, would you consider the below as Disadvantages of a reverse 

stock split? 

(a) It may signal that the compan in linnn ial trouble. 

No ( ) 

(b) It may be used to ·liminat mall ·harcholdcrs. 

No ( ) 

(c) It rt:ducc · ·hureh lder' \! ealth. 

No ( ) 

(d) It portrays the company as lacking future earnings improvement. 

No ( ) 

7 

Yes ( ) 

Yes ( ) 

Yes ( ) 

Yes ( ) 



SECTION C: Please indicate how much you agree or disagree with each of the 

following statements. Use an X to indicate our answer. 

Strongly Disagree Neutral Agree 

ompanic · with I w ·hare price at the 

Nairobi ·ccuritie e. change hould reverse 

split 

2 There is need for introducing rules governing 

reverse stock splits in Kenya 

3 In case of a reverse split, the Earnings per 

Share of a company increases 

4 You would recommend for your company to 

reverse split to attract institutional investors 

5 Reverse stock splits usually succeed in the 

long run 

6 Directors of a company should make the final 

decision of re er e plitting and not shareholder· 

7 'I he ad-.antagc of a n.:vcrsc split outweigh it' 

di adv nt 'c 

Oi agree 

Q 0 

Q 0 

Q 0 

Q 0 

00 

I hank) u I( r your particip ti n. 

Q 8 

Q 8 

Q 8 

Q 8 

88 

88 

Q8 

Strongly 

Agree 

01 

01 

01 

01 


