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ABSTRACT

The objective of this study was to analyze and evaluate whether the form of business
ownership has any significant effect on the financial performance of sugar companies in
the Kenyan sugar industry.

The study was driven by the fact that the history of the Kenyan sugar industry has been
revolving around sugar shortages, inefficiencies, inability to compete with imported
sugar, perennial losses and political interferences. Despite the challenges facing the
industry, more new private companies are being registered and are yet to start milling
operations. Of the nine (9) sugar mills that operated within the study period, five (5) are
state-owned and four (4) are private. Despite these continued investments, self-
sufficiency in sugar has remained elusive over the years as consumption continues to
outstrip supply.

The study analyzed data obtained from the Annual Financial Statements of the sugar
companies for the years 1993 to 2010 using multivariate regression analysis.

The findings of the study showed that ownership structure by shareholding did not seem
to influence performance. Thus the controlling shareholding held by the government in
the public companies and that held by investors in private companies equally were found
to be insignificant in influencing performance. Additionally, where there were foreign
investors, the variable showed no material relationship to performance. Instead, internal
factors of the companies which included the ability to generate income, the efficiency of
assets, liquidity, leverage, workforce level and overall efficiency were key to realizing
impressive performances especially for the private companies than the state-owned
entities.

The study concludes that internal factors of the companies may be held accountable for
differences in performance as the independent variables proved to be more reliable in
measuring financial performance for private companies than for the public ones.
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CHAPTER ONE

INTRODUCTION
1.1 BACKGROUND OF THE STUDY

The form of business ownership describes how a business is legally set up. In other
words, the form of business ownership is the business’ legal structure. Norman (2010)
quote from John D. Rockfeller states that “A friendship founded on business is a good
deal better than a business founded on friendship”. According to Madura (2007),
entrepreneurs must decide on the type of ownership that will offer the greatest benefits as
the form chosen can affect the profitability, risk or value of the firm. Basically, the
structure of ownership will have influence on the decision making, control, sourcing of
funds and the risk acceptance levels of the business entity.

Carysforth (1995) classifies business organizations into three broad categories based on
ownership to include private enterprises, state-owned enterprises and “other
organizations”. Private enterprises are the privately owned businesses whose activities
are unregulated by state ownership or control. Further classification of the private
enterprises includes sole proprietorships, partnerships, private limited companies and
public limited companies,

State-owned enterprises which form the second category according to Carysforth (1995),
can be described as those legal entities created by a government to undertake commercial
activities on behalf of an owner government. Entities in this category can also be referred
to as government-owned corporations, state enterprises, publicly-owned corporations or
parastatals. Mainly, these organizations are meant to provide essential goods or services
which may not be availed to all the citizens if left on the hands of private businesses. In
this category of state-owned enterprises are the local authorities, central government
departments and public corporations.

The third category of business ownership, classified as “other organizations” include
clubs, charitable organizations and co-operatives. These are a formation by a group of
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members with a common goal. The objective of this category is not to pursue profits but
rather meet the interests of the members.

1.1.1 Financial Performance Evaluation

Financial performance can be described as the measurement of the results of a firm’s
policies and operations in monetary terms. This term is also used as a general measure of
a firm’s overall financial health over a given period of time, and can be used to compare
similar firms across the same industry or to compare industries or sectors in aggregation.

Financial performance evaluation represents one of the key functions of any business
owner or manager. The most valuable information to most users of financial statements,
however, concerns what probably will happen in the future. The purpose of financial
statements analysis Is to assist statement users in predicting the future by means of
comparison, evaluation and trend analysis.

The concept of evaluation of financial performance has become a great concem to the
shareholders, managers, potential investors, creditors and other stakeholders. This
explains why auditors are hired by companies to give an independent opinion on their
performance and financial status. The government has also taken a step towards
monitoring financial performance of its ministries and state corporations by having
financial targets as part of the performance contracts introduced in the recent reforms.
The timely preparation and availability of financial statements assists top management in
the process of examining the condition and performance of a company. This process,
known as Financial Performance Evaluation, serves to identify the company’s strengths
and weaknesses interms of shillings and percentages.

The financial performance evaluation is designed to provide answers to a broad range of
important questions, some of which include whether the company has enough cash to
meet all its obligations; is it generating sufficient volume of sales to justify recent
investment; does the company collect outstanding accounts from customers without
creating burden on its cash flow; does the company make timely payments to suppliers to
take advantage of discounts; does the company utilize the inventory in an efficient
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manner; does the company have sufficient working capital; does the company maintain
an adequate profit margin; and does the company produce sufficient return on
investment? An effective financial performance evaluation system should be able to
attain the goals of promoting goal congruence and coordination, communicating
expectations, motivating, providing feedback and benchmarking (Horgren, Harrison &
Oliver, 2009). In summary, every husiness, just like human beings, needs an annual
“physical” check-up.

1.12 Ownership structure

The ownership structure is defined by the distribution of equity with regard to votes and
capital but also by the identity of the equity owners. These structures are of major
importance in corporate governance hecause they determine the incentives of managers
and thereby the economic efficiency of the corporations they manage (Jensen &
Meckling, 1976). Ownership structure has influence on the entity’s expected financial
returns and participation in decision making. A business ownership should be structured
according to the needs of the owners and potentially liability that the business could
incur. Business owners have to pick the structure that best meets their needs.

Most of the important factors to consider while deciding on the ownership structure are
the potential risks, liabilities of the business, the formalities and expenses involved in
establishing and maintaining the various business structures, income tax Situation, and
investment needs. In large part, the best ownership structure for a business depends on
the type of services or products it will provide. If a business will engage in risky
activities, it will almost surely want to form a business entity that provides personal
liability protection ("limited liability"), which shields the personal assets from business
debts and claims. A corporation or a limited liability company (LLC) is probably the best
choice for this. Where the owner(s) don’t want to go through many formation formalities
and incur high expenses, then the choice would be a sole proprietorship or partnership.
Unlike other business forms, the corporate structure allows a business to sell ownership
shares in the company through its stock offerings. This makes it easier to attract



investment capital and to hire and retain key employees by issuing employee stock
options.

Various ideologies have been fronted with regards to the determinants of ownership
structure. Although researchers conventionally treated ownership structure as an
exogenous variable in explaining firm performance, Demsetz (1983) pointed out that the
ownership structure might be an outcome influenced by the equilibrium of various cost
advantages and disadvantages. Demsetz and Lehn (1985) found that ownership
concentration is determined by a firm's risk level, regulations, and industry-specific
factors, and that the hypothesized relationship from ownership concentration to firm
performance became insignificant after controlling for these factors. Kole (1996)
provided related evidence for this conjecture by showing that managers prefer equity
compensation only when they expect their firms to perform well, suggesting that
managerial ownership might be endogenous to compensation contracting practices.
Similarly, Rajagopalan (1996) showed the relationship between executive compensation
and performance is contingent upon the firm’s strategic context. Cho (1998) used the
simultaneous equations estimation technique to show, for his sample, that corporate value
affected ownership structure, while the reverse relationship did not hold. Loderer and
Martin (1997) found that acquisition performance and firm value affected the size of
managers’ stockholdings but not vice versa in their sample of acquisitions.

1.1.3 Relationship between ownership structure and financial performance

Firms are defined by a network of relationships representing contractual arrangements for
financing, capital structure, managerial ownership and compensation. While it has been
observed from the earliest of business history that these relationships have conflicts but
virtually every party has professed to the overall objective, namely good performance of
the business. The most prominent and crucial issue in discussion has been the ownership
structure which became more sensitive when the concept of companies became popular.
The intention behind every business is earning profit. Individuals invest in the businesses
for earning profit. Businesses around the world need to be able to attract funding from
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investors in order to expand and grow. Before investors decide to invest their funds in a
particular business, they try to be as certain as they can be about the firm’s financial
soundness and prospects.

Firms are likely to gravitate to ownership structures that yield the best performance.
Those structures are likely to differ across industries or even across different firms in the
same industry, so that one might expect little relationship between measures of ownership
structure, such as concentration levels, and relative performance. Numerous empirical
studies have tried to highlight the relationship between ownership structure and corporate
performance. The results are sometimes contradictory. Some works showed a linear
relation (Cole & Mehran, 1998) whereas other studies highlighted a non-linear relation
(Morck, Shleifer & Vishny, 1988; McConnell & Servaes, 1990; Short & Keasey, 1999).
From the studies done, three basic assumptions on ownership structure and performance
of firms have emerged.

Under the first assumption, the greater the managerial ownership, the less inclined the
managers are to divert resources away from value maximization. In other words, higher
ownership by managers aligns the interest of the managers with that of the company. In
other words, the greater the managerial ownership (i.e. larger the percentage of shares
held by the directors of the company), the better will be the company’s performance. This
assumption is referred to as convergence of interest or incentive alignment (Jensen &
Meckling, 1976).

In the second one according to Demsetz (1983), corporate performance depends on
environmental constraints; it has nothing to do with the ownership structure and all
structures are equal. So, performance has no relationship with the ownership structure
and it is dependent on internal and external environment. This assumption that ownership
structure has no influence over a firm’s performance is referred to as the "neutrality
assumption”.



The last assumption, referred to as entrenchment, is that, the greater the percentage of
shares held by the managers, the lesser the other shareholders can compel them to
manage the firm in their (other stakeholders) interests. More equity ownership by the
manager may decrease financial performance because managers with large ownership
stakes may be so powerful that they do not have to consider other stakeholders interest.
They may also be so wealthy that they no longer intend to maximize profit but get more
utility from maximizing market share or technological leadership etc (Morck, Shleifer &
Vishny, 1988).

114 Kenyan sugar Industry

The development of the sugar industry in Kenya started with private investment at
Miwani in 1922, followed by Ramisi Sugar Company in 1927. After independence, the
government started playing a central role in the ownership, management and control of
the industry. This led to the establishment of five state-owned sugar factories namely:
Muhoroni (1966), Chemelil (1968), Mumias (1973), Nzoia (1978) and South Nyanza
(1979). Three more private factories which include West Kenya (1981), Soin (2006) and
Kibos Sugar and Allied industries (2004) joined later with Mumias Sugar Company being
privatized in the year 2001. Another factory, Butali Sugar Company was registered in the
year 2005 and started producing sugar in 2011. Other private mills which include
Transmara Sugar Company (2006), Kwale International Sugar Company (2007) and
Sukari Industries (2007) have been registered (Kenya Sugar Board Investment Guide).

The establishment of the state-owned mills was driven by a national desire to (i)
accelerate social-economic development; (ii) address regional economic imbalances; (iii)
increase Kenyan citizen’s participation in the economy; (iv) promote indigenous
entrepreneurship; and (v) promote foreign investment through joint ventures. This desire
was expressed in the Sessional Paper No. 10 of 1965 on African Socialism and its
Application to Planning in Kenya (Kenya Sugar Industry Strategic Plan, 2010-2014).

Despite these investments, self-sufficiency in sugar has remained elusive over the years
as consumption continues to outstrip supply. Total sugar production grew from 368,970
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tonnes in 1981 to 523,652 tonnes in 2010. Domestic sugar consumption increased even
faster, rising from 324,054 tonnes in 1981 to 772, 731 tonnes in 2007. Consequently,
Kenya has remained a net importer of sugar with imports rising from 4,000 tonnes in
1984 to 258,578 tonnes in 2010. There however exists potential for Kenya to become and
retain self-sufficiency in production and also produce surplus for export (Kenya Sugar
Board Year Book of Sugar Statistics, 2010). The state-owned millers have publicly been
seen as a burden and loss making with the inability to meet their financial obligations.
Interestingly, more private firms have continued tojoin the sugar sector.

12 STATEMENT OF THE PROBLEM

There is no one “pest” form of ownership. Choosing the “right” form of ownership means
that one must understand the characteristics of each form and how well those
characteristics match the business and personal circumstances (Norman, 2010). Most
businesses, be it state-owned, private or individual, are started with a goal, which
generally is considered to be revenue generation and growth. Following continuous
performance measurements and monitoring, the owner may decide to change the form of
ownership so as to match the demands or challenges thereof. For instance, the private
companies will convert into public to be able to raise more capital; the loss-making
government owned firms will be sold-off through privatization to offload the financial
burdens and so on.

Kinandu (1995) notes that privatization of parastatals is one of the major elements in the
economic reform programs being undertaken by African governments. He cites the
objectives of privatization as. Raising revenues from sale of state-owned assets,
deepening of financial markets, dispersing widely the ownership of assets previously held
by the government and reducing the financial and administrative burdens that these
enterprises impose on the government.

Several studies have been carried out locally on the link between ownership structure,
financial performance and privatization in a number of organizations and sectors of the
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economy. Angeline (2006) suggests that further research on privatization be carried out
on specific sectors of the economy while Mwanthi (2004) concludes that the study
proved there was some improvement in the financial position of Kenya Airways
following privatization. Ng'ang’a (2003) analyzed financial performance of state-owned
enterprises against that of privatized enterprises from different industries and concludes
by suggesting that there is need for a further study comparing perfonnance of private and
state-owned firms within the same industry especially in the agriculture sector. On a
related study, Olteita (2002) concentrated on ownership structure and financial
perfonnance of listed companies in Kenya. The researcher concluded that the influence
of the state together with institutions and individual as shareholders to listed firms’
profitability was insignificant, if not completely irrelevant,

Previous studies done in the sugar industry seem to indicate a possibility of poor
performance by the state-owned millers. Murgor (2008) recommends a complete
restructuring of all non-performing sugar companies to enable them effectively fulfill
their obligations to cane farmers and other stakeholders. Further, he recommends that the
government should review a number of its policies, like is rationalization of the sugar
industry through off loading part of its shares to the public, which will bring in the
culture of private sector management style in the industry. Wasilwa (2008) alludes that
the firms need to put certain measures in place to address internal factors that affected the
sugar sector cost of effectiveness and included in these measures is privatization of state-
owned companies. Does this mean the private sugar companies are performing better
than the state-owned ones? In his conclusions, Obado (2005) identifies high indebtedness
as a challenge and constraint that inhibit the competitiveness of the Kenyan sugar
industry and recommends the restructuring of the balance sheets of all state-owned sugar
firms to attract new investment.

None of these studies attempted to compare the form of ownership against the financial
performance for the sugar companies. Publicly, performance of most of sugar companies
especially the state-owned ones, has been considered to be poor with huge accumulated
debts and cash flow problems. The sugar factories as at end of 301 June, 2010 owed

farmers, Levy Fund and KSB-SDF loans an estimated Kenya Shillings 12 hillion
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excluding other trade creditors and statutory deductions (KSB Annual Statements, 30th
June 2010). Kidero (2004) outlines the challenges facing the sugar industry as high
production costs, management inefficiencies, poor debt management, poor road
infrastructure for cane transportation and lack of product-diversification.

The choice of sugar companies for this study was driven by the fact that the history of the
Kenyan sugar industry has been revolving around sugar shortages, inefficiencies,
inability to compete with imported sugar, perennial losses and political interferences.
Despite the challenges facing the industry, three (3) new companies have been registered
and are yet to start milling operations after construction. Of the nine (9) sugar mills that
operated within the study period, five (5) are state-owned and four (4) are private. Among
the private firms, only Mumias started as a public entity then turned private through
public offer. So, is there any significant difference between the financial performance of
the state-owned and the private sugar companies in Kenya?

13 OBJECTIVE OF THE STUDY

This study aims to analyze and evaluate whether the form of business ownership has any
significant effect on the financial performance of sugar companies in the Kenyan sugar
industry.

The specific objectives to this study were analysis of the relationship between the
identified variables and financial performance; and determination of whether these
variables account for any differences in performance among the private and public sugar
companies.

14 VALUE OF THE STUDY

This study will be of significant use in assisting the current and potential investors to get
an understanding of the viability of the sugar industry. It will provide information on

9



whether the private sugar companies can perform better than the state-owned counter
parts.

Moreover, this study will be helpful to the government and the public in judging the
performance of the state-owned companies and deciding on whether they are fulfilling
their responsibility to the country. It will also help the management of institutions within
the sugar industry in identifying and addressing any significant performances differences
that may exist.

Finally, it will also serve as a future reference for researchers on the subject ownership
structure and performance.
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CHAPTER TWO
LITERATURE REVIEW
2.1 INTRODUCTION

This chapter presents a review of the related literature on ownership structure and
financial performance. The chapter is structured as follows: Section 2.2 briefly explores
the literature on theoretical framework about ownership structure theories and
performance theories. Section 2.3 provides empirical literature review from both global
and local studies while section 2.4 describes the financial performance measures. Section
2.5 gives an exploration of the various forms of business ownership. Finally, Section 2.6
provides the conclusions of the chapter.

2.2 THEORETICAL FRAMEWORK
2.2.1 Ownership Structure Theories

Several theories and studies have been developed around the topic of ownership
structure. Among the noticeable theories are the Theory of Irrelevance, the pecking order
theory, the Agency Theory, Optimal Capital Structure debates and others.

It was in 1958, when Modigiliani and Miller (M&M) wrote a paper on the irrelevance of
capital structure that inspired researchers to debate on this subject. This debate is still
continuing. However, with the passage of time, new dimensions have been added to the
question of relevance or irrelevance of capital structure. M&M declared that in a world of
frictionless capital markets, there would be no optimal financial structure (Schwartz &
Aronson, 1979). The theory later became to be known as the “Theory of Irrelevance”. In
M & M’s over-simplified world, no capital structure mix is better than another. M & M’s
Proposition-11 attempted to answer the question of why there was an increased rate of
return when the debt ratio increased. It stated that the value of the firm depends on three
things:



L Required rate of return on the firm’s assets
2. Cost of debt of the firm
3. Debt/Equity ratio of the firm

The expected rate of return on a single asset is equal to the sum of each possible rate of
return, multiplied by the respective probability of earming on each return generated by
debt financing.

When a firm raises money for working capital or capital expenditures by selling bonds,
bills or notes to individual and /or institutional investors, in retum for lending the money,
the individuals or institutions become creditors and receive a promise to repay which is
exactly offset by the risk incurred, regardless of the financing mix chosen,

Miller (1977) wrote a paper which took into account not only the corporate taxes but
personal taxes as well. In the theory of firm’s capital structure and financing decisions,
the Pecking Order Theory or Pecking Order Model was developed (Myers, 1984). It
states that companies prioritize their sources of financing (from internal financing to
equity) according to the Principle of least effort, or of least resistance, preferring to raise
equity as financing means of last resort. Hence, internal funds are used first, and when
that is depleted, debt is issued, and when it is not sensible to issue any more debt, equity
is issued. Unlike M&M’s over simplified Irrelevance theory, Pecking order theory
considers the consequences of debt and equity issues for a firm. It basically states that
firms will consider all methods of financing available and use the least expensive source
first (Myers, 1984: Brealey & Myers, 2000). It further suggests that firms should
consider financing new projects in the following manner: first use internal equity, next
use debt and last use external equity (Titman & Wessels, 1988). The important difference
is that the equity is divided into two parts, namely internal equity and external equity.
Internal equity is that which is readily available for investment, whereas external equity is
that which must be obtained from outside sources.

Pecking Order theory suggests that firms issuing debt send a positive signal about their
future prospects. This also shows that the company has more investment opportunities

and growth prospects than it can handle with the intemally generated funds. The
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reasoning behind this is that managers who are unsure of future profitability will not
subject the firm to bankruptcy risks. Therefore, only those firms that are confident of
their ability to repay obligations will issue debt. In summary, the pecking order theory
has two prepositions:

L The signaling theory in finance: equity is issued to spread risk amongst equity
holders, while debt is issued to avoid sharing wealth. This aspect of signaling
theory is consistent with shareholder wealth maximization, and therefore has wide
support.

2. The Trade-off theory: suggests that firms with substantial amount of intangible
assets should rely on Equity Financing.

The act of raising money for company activities by selling common or preferred stock to
individual or institutional investors in return for the money paid, shareholders receive
ownership interests in the corporation, whereas those firms having tangible assets should
rely more heavily on debt financing (Harries & Raviv, 1990). However, it is evident that
the advantages and disadvantages of offering excessive debt are significant. Trade-off
theory acknowledges the tax advantages of debt, while considering the threat of
bankruptcy associated with it. According to Myers (1984) Trade-off theory is easily
accepted because it explains why firms do not use excessive deht.

The other theory of ownership structure is the agency theory. It is argued that the
separation of ownership from control for a corporate firm creates an agency problem that
results in conflicts between shareholders and managers (Jensen & Meckling, 1976;
Shleifer & Vishny, 1997). The interests of other investors can generally be protected
through contractual arrangements between the company and concerned stakeholders,,
leaving shareholders as the residual claimants whose interests can adequately be
protected only through institutions of corporate governance (Shleifer & Vishny, 1997),
Since ownership structure remains the basis for exercising power and control over
corporate entities under conditions of market imperfections and/or incomplete nature of
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contracts, the problem of agency costs needs to be addressed according to the ownership
structure of the firm to ensure efficient financial performance.

For a publicly traded firm with widely dispersed shareholdings, the challenge for
shareholders is to control the behavior of dominating managers and/or of the board. The
challenge for a closely held firm with a controlling shareholder and a small number of
outside minority shareholders or a widely held firm dominated by a controlling
shareholder is how outside shareholders can prevent the controlling shareholder from
extracting excess benefits to the detriment of minority shareholders (World Bank, 1999).
Therefore, to ensure optimum performance and minimize agency costs, ownership
structure is considered to be one of the core governance mechanisms along with others
such as, debt structure, board structure, incentive-based compensation structure, dividend
structure and external auditing.

2.2.2 Performance Management Theories

In determining factors influencing performance diversity, literature dealing with such
work suggests that industrial performance and performance differences among firms can
be explained as arising from various characteristics: those which are firm-specific and
those which are industry specific (Capon, Farley & Hoenig, 1990).

Industrial organization economists point to industry effects (i.e. concentration levels,
industry growth) using the structure-conduct-performance model (SCP) as the main
factor determining firm profitability (Scherer, 1980; Porter, 1981). On the other hand, the
resource-based view (Wemerfelt, 1984; Bamey, 1991; Peteraf, 1993) suggests that the
explanation for the existence of more or less profitable firms within the same industry
must be found in the internal factors of each company (for example, market share, firm
size, skill level, etc.). These firm-effect factors favour the achievement and maintenance
of competitive advantages of each firm, which eventually lead to different profitability
levels among firms belonging to the same industry (Amato & Wilder, 1990).

Sarkaria and Shergill (2000) suggest that firms seeking to improve financial performance
must shift from labour intensive to capital intensive methodologies. This would lead to
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process modernization, improved product quality, wastage reduction and better cost of
production. Based on this argument, it is hypothesized that capital intensity associates
positively with performance.

It should be noted however that large investments made in fixed assets or for building
plants may bind a firm to a certain business even if the business is declining. Moreover,
whether capital intensity increases profitability would also depend on the cost of input
(Sidhu & Bhatia, 1993).

Skill has been employed into some models to measure the impact of human capital on
performance. Studies carried out by Siddharthan and Dasgupta (1983) and Kumar (1985)
have suggested a positive relationship between the skill of employees and financial
performance. Based on this argument, it is expected that the expenditure on employees
will lead to an increase in their satisfaction as well as efficiency. Therefore, a positive
relationship can be hypothesized between the expenditure on employees and financial
performance of the firm. In line with Kumar (1985), the skill variable was computed by
dividing the staff costs of employees and workers by total related sales.

According to Penrose (1959), firm size may play a role towards performance. Larger
firms can enjoy economies of scale and these can favorably impact on profitability.
Larger firms may also be able to leverage their market power (Shepherd, 1986). Thus,
size isexpected to have a positive relationship with profitability.

Like the firm size-profitability relationship, the association between firm age and
financial performance has been widely studied. On the one hand, Sidhu and Bhatia
(1993) argue that younger firms will be outperformed by older ones. Older firms have the
early mover advantage and may possess specific competencies and skills which younger
firms may not have developed as yet. In doing so, they are able to grow faster to achieve
higher profitability. However, Hannah and Freeman (1989) suggest that older firms are
more resistant to changes in a competitive environment and newer technologies which
may, as a result of the need to operate in an age-old standardized manner, leave older
firms progressively outdated and lead to organization failure.
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Leverage has been employed widely as a measure of risk in previous studies of financial
performance reflecting a trade-off between shareholders’ returns and risk (Hall & Weiss,
1967; Scott & Pascoe, 1986; Pant, 1991). The usual supposition is that a leveraged firm
with relatively more borrowed capital represents a greater financial risk to equity holders
than a firm with relatively low debt (Bothwell, Cooley & Hall, 1984). Depending on the
cost of debt, the effect of leverage may be favourable or unfavourable. When the cost of
debt is lower than the company’s rate of return, shareholders’ earnings will be magnified.
However, when the rate of return on the company’s assets Is lower than the cost of debt
capital, then the leverage effect will be unfavourable. In line with Sarkaria and Shergill
(2000), leverage in this analysis is assumed to arise as firms venture to borrow capital
when they expect to earn more than the cost of debt capital, and hence, a positive
relationship between leverage and performance is expected.

2.3 EMPIRICAL LITERATURE REVIEW
2.3.1  Global Studies

The nature of the relationship between ownership and financial performance is a key
issue for governance. Some corporate governance studies support the existence of a lingar
or monotonic relationship between ownership and performance (Berle & Means, 1932;
Jensen & Meckling; 1976; Lichtenberg & Pushner, 1944; Mehran, 1995), while others
support a non-linear or non-monotonic relationship between them (Morck et al, 1988;
McConnell & Servaes, 1990 and 1995, Chen et al, 1993; Short & Keasey, 1999). Both
sets of studies assume a uni-directional relationship, hased on the assumption that
ownership is exogenous. This notion was questioned by Demsetz (1983) and Demsetz
and Lehn (1985), who argue that ownership structure is endogenously related to firm
performance with no direct relationship expected between the two.

The debate, however, has been broadened by some of the more recent empirical studies.
These studies present evidence of either a reverse-way or a bi-directional relationship
between them using a simultaneous equations approach to model endogeneity (Chung &
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Pruitt, 1996; Loderer& Martin, 1997; Cho, 1998; Bohren & Odegaard, 2001; Demsetz &
Villalonga, 2001).

Studies that were cross-industry but country specific in nature (for example Sun & Tong,
2002 on Malaysia; LaPorte & Lopez-de Silanes , 1998 on Mexico; Smith et al,1996 on
Slovenia) all concluded that privately owned firms improved their performance when
there were management changes. They also find that the improvements in the
profitability of businesses were largely explained by improvements in productivity rather
than through higher prices or reduction in the labor force.

In particular, Sun and Tong (2002) comprehensive study on the privatization of 24 state-
owned firms in Malaysia during the period 1983- 1997 concludes that the Malaysian
privatization program had been successful, albeit not as successful as that achieved in
other countries. Privatized firm have observed a three -fold increase in absolute levels in
total profit, doubled real sales, increased dividend payouts and significantly reduced
leverage. In addition, these results were robust across various specifications. Sun and
Tong’s findings are similar to the results obtained by other multi-country studies like
DSouza and Megginson (1999) and Boubakri and Cosset (1998). Boubakri and Cosset’s
(1998) study of 79 newly privatized firms in 2 developing countries that experienced
full or partial privatization between 1980 and 1992 found significant increases in
profitability, operating efficiency, capital investment spending , employment and
dividends.

Evidence from China, however, does not seem to corroborate the findings in other
developing countries. Sun, Tong and Tong (2002) found that state ownership and firm
performance was positively related, irrespective of the type of state ownership, ie.
whether proxies by state share ownership or legal person share ownership. However, the
relationship between ownership and performance was non linear. In other words, firm
performance increases at the initial stage of privatization, but beyond a certain level,
divesting ownership to the private sector results in poorer firm performance. Thus, they
suggest that a certain optimal level of state ownership may actually be conducive to firm
performance. Still, there is an overwhelming evidence to suggest that private ownership
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improves the financial and operating performance of firms. Ramasamy, Ong and Yeung
(2005) in their study found empirical evidence that firm size and the firm ownership are
important determinants of financial performance in the Malaysian palm oil sector.
Particularly, their findings showed that privately-owned firms performed better than
state-owned firms for reasons based around the inefficiencies that are created from the
incentive and contracting problems due to public ownership. They recommended
complete privatization of the palm oil sector.

Most research on the relationship between ownership and financial performance is rooted
in and agency framework. The Agency view prescribes that incentive and contracting
problems create inefficiencies due to public ownership. This is because managers of
state-owned enterprises may pursue objectives that differ from those of private firms and
face less monitoring. As a result, this has given rise to the claim that private ownership
has advantages over public ownership in terms of being inherently more efficient and
profitable. There is an abundance of literature to support this claim (LaPorta & Lopez-
De-Silanes. 1998; Megginson, Nash & Van Randenborgh, 1994; Boubakri & Cosset,
1998: Sun &Tong, 2002).

The results of the study on “The effect of ownership structure on performance of
hospitals from the state of Washington” by Alam, Elshafie and Jarjoura (2008) indicated
that not- for profit hospitals were more profitable relative to for- profit and government
hospitals even after controlling for other factors reflecting other financial and non-
financial measures. Gupta (2001), using firm level data of government owned firms in
India from 1993-98, document that even the sale of minority stakes has a positive impact
on firm performance and productivity. She finds that privatization and competition have a
complementary impact on firm performance. Further in relation to the performance of
partially privatized firms, Sheshinski and Lopez-Calva (1998) and Boubakri and Cosset
(1998) both deduce that partially privatized firms have a lower effect on profitability
when compared with full privatization.

However, Hubbard, Himmelberg and Palia (1999) US study and Kumar (2003) India
study found performance and ownership to be unrelated, hence suggesting ownership is
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optimally chosen over the long run. In the empirical literature, Loderer and Martin (1997)
consider Tobin’s Q and managerial ownership as endogenous ina simultaneous equations
framework and use data on acquisitions to investigate whether executive stock ownership
boosts the performance of the bidding firms. Using 2-SLS regression, they find no
evidence that larger managerial ownership boosts performance. Demesetz and Villalonga
(2001) also address endogeneity concerns about the performance-ownership relationship
by using a simultaneous equations model. Their 2-SLS estimates show no statistical
relationship between managerial ownership or top 5 shareholders’ ownership and
performance.

Bohren and Odegaard (2001) conducted a similar study using simultaneous equation on
Norwegian data. Consistent with the findings of several prior studies, they present
evidence that performance drives insider ownership but not vice versa. Fernandez and
Gomez (2002) also estimate simultaneous equations using a pooled sample of Spanish
firms. Their findings show that managerial ownership does not appear to influence firm
performance (either as market-to- hook value ratio or ROA). Similarly, Agrawal and
Knoeber (1996) and Firth, Fung and Rui (2002) construct a complex system of
simultaneous equations for US and Chinese firms respectively. Both studies find no
evidence of ownership influencing firm performance.

2.3.2 Local Studies

Kenya is an emerging economy. Corporate governance systems here are arguably less
evolved than those in developed countries such as the Anglo-American countries,
Germany, or Japan. Emerging markets as a whole differ substantially from developed
countries in their institutional, requlatory and legal environments. The emerging market
model is typically characterized by the control model of having concentrated ownership,
insider boards, limited disclosure, inadequate minority shareholder protection and a
limited takeover market. In contrast, the typical features of the developed markets model
include dispersed ownership, non-executive majority boards, high disclosure, shareholder
equality, institutional investment and an active takeover market (The Mckinsey Emerging
Market Investor Opinion Survey, 2001).
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Locally, studies have been done with regard to ownership structure and performance and
more specifically comparing performance of state-owned firms with the private ones.
Ongore (2008) found that ownership concentration and government ownership have
significant negative relationships with firm performance while foreign ownership, diffuse
ownership, corporation ownership and manager ownership had significant positive
relationships with firm  performance. Mwanthi (2004) proved there was some
improvement in the financial position of Kenya Airways following privatization,
Ng'ang’a (2003) concluded that privatized enterprises have a higher return on
shareholders’ wealth than the state-owned enterprises by more than 80%. In a related
study that looked more into the shareholders” influence on performance, Oltetia (2002)
suggested that the influence of the state as a shareholder, institutions and individual
shareholders to firm’s profitability was insignificant if not irrelevant. However, the study
went further to suggest that foreign investors had significant impact on firm profitability
but only when taken as a group.

2.4 FINANCIAL PERFORMANCE MEASURES

241 Types of Financial Performance Measures

The commonly used tool for measurement of financial performance is the ratio analysis.
Norman (2010) explains ratio analysis as a method of expressing the relationship between
any two accounting elements that allows business owners to analyze their companies’
financial performance. The ratios serve as a company’s harometers of financial health.
Mclaney (2009) classifies ratios into five groups as follows:

I) Profitability Ratios which are concerned with the effectiveness of the business in
generating profit. Among the ratios in this class are Retumn on Capital Employed
(ROCE), Return on Equity (ROE), Gross Profit Margin and Net Profit Margin.

i) Activity of Efficiency Ratios that indicate how effectively a firm is using its

resources.  Included in this class of ratios are the Inventory Turnover Period.
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Accounts Receivable Collection Period, Accounts Payable Payment Period, Net Asset
Turnover and Sales to Employees ratio.

iii) Liquidity Ratios which give reflection of the ability of a company to meet short term
obligation using assets that are most readily convertible into cash. These ratios
include Current Ratio (CR), Quick Ratio or Acid Test Ratio (ATR) and Sales to Net
Working Capital Ratio.

Iv) Gearing or Leverage Ratios which are used to assess how much financial risk the
company has taken on while seeking financing. The ratios are Total Debt to Assets
Ratio, Debt to Equity Ratio, Gearing and Interest Cover Ratio.

V) Investors Ratios are the ratios commonly used by investors to assess the performance
of a business as an investment. They include Eamings Per Share (EPS), Price-
Earnings Ratio (P/E), Dividend Yield or Payout Ratio and Dividend Cover.

2.4.2 Limitations of Financial Performance Measures

According to Homgren, Harrison and Oliver (2009), financial measures tend to be lag
indicators (after the fact), rather than lead indicators (future predictors) and focus on the
company’s short-term achievements, rather than on long-term performance. Additionally,
other limitations are posed by the choice of accounting policies, summarization of
information and differences in accounting periods.

Ratios need to be interpreted carefully. They can provide clues to the company’s
performance or financial situation. But on their own, they cannot show whether
performance is good or bad. Ratios require some quantitative information for an informed
analysis to be made.
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25 FORMS OF BUSINESS OWNERSHIP
251 Sole Proprietorship

There are several forms of business ownership based on the number of owners, formation
legalities, ways of raising capital and management methods among other factors.
Carysforth (1995) defines Sole proprietorship as a business owned by a single person
with the advantages being less legal requirements to start, lower amount of capital,
enjoyment of all the profits earned, the benefit of low taxes as the eamings are
considered as personal income, quick decision-making process and reduced chances of
conflicts. However, the disadvantages are unlimited liability, limited access to sourcing
of funds, limited skills and risk of ending with the death of the owner.

2.5.2  Partnership

Partnership is defined by The Partnership Act Chapter 29 of the laws of Kenya as the
relationship which subsists between persons carrying on a business in common with a
view of profit. However, this definition excludes any company registered under the
Companies Act or any other Act for the time being in force. A partnership can be either
general where by the liability of the partners is unlimited or limited partnership in which
extend of liability is limited to the shares (Madura, 2007). In partnership, the business
gets additional funding from the partners, losses are shared and there are more
specializations as each partner comes in with his skills. Among the disadvantages of a
partnership is sharing of control which slows down he decision-making processes as there
has to be consultations and consensus, formation process may not be easy due to
legalities required and the profits are reduced by sharing.

253 Company

A company can be described as a legal entity, allowed by legislation, which permits a
group of people, as shareholders, to apply to the government for an independent
organization to be created, which can then focus on pursuing set objectives, and
empowered with legal rights which are usually only reserved for individuals, such as to

sue and be sued, own property, hire employees or loan and borrow money. A company
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can be either Private or Public. Private limited company as described in The Kenyan
Companies Act Chapter 486 is owned by few owners of not more than fifty, the shares
are not quoted and they are not freely transferable. For the public company, the shares of
are quoted on the stock exchange and can be easily purchased or sold by investors,
shareholders enjoy limited liability and the companies have a wide access to funds.
Among the challenges of a company are the agency problem, high formation costs, more
financial disclosure requirements and high taxes.

254 State-owned entities

These are legal entities created by the government to undertake commercial activities.
They include Local Authorities, Central Government Departments and Public
Corporations. Local Authorities are enterprises organized and operated through the local
town or council offices while Central Government Departments are public enterprises run
by the government and administered by government departments. On the other hand, a
“State Corporation” is defined in The Kenyan State Corporation Act, Chapter 446 to
mean a body corporate established by order of the President to perfonn the functions
specified in the order; a body corporate established by after the commencement of the
Act by or under an Act of Parliament or other written law but not any other body under
other Acts of the laws of Kenya to include Local Government Act, Co-operative Societies
Act, Building Societies Act, Companies Act and Central Bank of Kenya Act; a bank or a
financial institution licensed under the Banking Act or other company incorporated under
the Companies Act, the whole or the controlling majority of the shares or stock of which
is owned by the Government or by another state corporation and finally a subsidiary of a
state corporation.

255 *“Other Organizations”

These are a formation by a group of members to meet their interest other than pursue
profits. They include clubs, Charitable Organizations and Co-operatives. Clubs are
business entities that are run by volunteers for the benefit of members whereas in
Charitable Organizations, money is raised less the administration costs and balance spent

on a particular cause. Co-operatives are enterprises organized for the benefit of members
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who share a common goal for example workers, consumers, producers etc with any
surpluses arising thereof being shared.

26 CONCLUSION

From the foregoing literature review, a lot has been done on the subject of ownership
structure and performance, yet no eminent conclusion has been arrived at. Researchers
have come up with contradictory findings for different countries and industries. For
comparability of findings, then the assumptions made in various studies might have to be
leveled. This paper aims at extending the existing literature on the relationship between
ownership structure and firm financial performance to an emerging market economy
setting, Kenya. It will emphasize the firm effects on performance as a focus on a single
industry, the Kenyan sugar industry. In particular, it will highlight the role of ownership
structure as a determinant of firm's performance, in the context of it being owned either
by the state or privately owned.
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Research Design

The study is a descriptive research design as it investigated whether ownership structure
had significant effects on the performance of the sugar companies in Kenya. It involved
comprehensive multivariate regression, ratio and descriptive analysis,

3.2 Hypothesis

This study sought to determine whether ownership structure affected firm performance in
the sugar industry of Kenya. Ownership structure was analyzed in terms of ownership
concentration and ownership identity. The hypothesis tested was as follows:

H I Ownership concentration is positively associated with firm financial performance.

3.3 Population

The population for this study comprised ofall the 9 Sugar milling companies that were in
operation in the period 1993-2010 (Appendix 1)

3.4 Data Collection

The study used secondary data obtained from the Annual Financial Statements of the
sugar companies for the years 1993 to 2010 and the Kenya Sugar Board Year Books of
Statistics for the same period. The Financial statements were obtained from the data bank
of Kenya Sugar Board or from the respective companies were none existed in the data
bank. Specifically, the data extracted from the financial statements was that of the total
income, total operational costs, earnings before interest & tax, net finance costs, taxation,
net profits, noncurrent assets, current assets, inventories, equity, noncurrent liabilities,
current liabilities and number of employees and shareholding distribution. The data
collected for each of the sugar companies namely: Muhoroni, Miwani, Chemelil,
Mumias, Nzoia, South Nyanza and West Kenya was presented in appendixes 7 to 13,
Miwani and West Kenya companies had some parts of the data missing, though they
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were still included in the study. Soin Sugar Company and Kibos Sugar & Allied
Industries were eliminated for lack of sufficient data as they were in operation for less
than two Years of the study period. Further, the following ratios were computed from the
data for analysis: Return on Assets, Net profit Margin, Current Ratio, Loganthm of Total
Assets, Logarithm of Total Sales, Total Debt to Total Assets Ratio, Inventory to Total
Assets Ratio and Loganthm of Total Sales to Employees Ratio.

35 Data Analysis

The model used in this study was multivariate regression analysis on ownership and
financial data of the sugar companies in Kenya for eighteen years (1993-2010). Two
ownership structure vanables were used in the study; Controlling Shareholder (CSH) and
Foreign Investors (FI). Asa proxy for ownership concentration, the percentage of shares
held by a controlling shareholder was used and referred to a group of shareholders who
control the company, such as shareholders owning substantial equity stake, their family
members and affiliated entities or the government where shareholding is above 51%.
Foreign ownership was measured by the percentage of shares held by foreign investors.

Two variables were selected as a proxy for company financial performance: Return on
Assets (ROA) and Net Profit Margin (NPM). ROA indicates how profitable a company is
relative to its total assets while NPM is an indication of how effective the company is at
cost control. The accounting-based measures were preferred to market-based measures
like Tobin’s Q as it was only one out ofthe nine companies which was listed in the NSE.

Besides ownership structure, other factors can cause the variation in company financial
performance. Thus, several control variables were introduced in the study: firm size,
liquidity, leverage, business cycle and employee efficiency. Natural loganthm of total
assets (LTA) and natural logarithm of total sales (LTS) were included to control for firm
size while for liquidity, current ratio (CR) was used. As for leverage, total debt to total
assets ratio (DAR) was employed to control for capital structure effects. The company’s
inventory to total assets ratio (1TAR) was introduced to control for effect of husiness
cycle, while logarithm of sales to employee ratio (LSER) was used to contrpl for
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workforce efficiency. Using the combination of variables, two linear regression equations

were used to empirically test the hypothesis: one, measuring financial performance using
ROA and the other measurement being NPM as follows:

1) .ROA =B, +BtCSH +B:FI +B,LTA +B4LTS+ B<CR+ B«,DAR+ B7ITAR+ B&SER
2) NPM = Bo + BjCSH + B?FI +B;,LTA +B«LTS+ BLR+ BsDAR+ B7ITAR+ ByLSER
Where:

Bo..s = Coefficients,

CR = Current Ratio,

CSH = Controlling Shareholder,
DAR = Debt to Assets Ratio,
FI = Foreign Investors,

ITAR = Inventory to Total Assets Ratio,
LSER = Logarithm of Sales to Employees Ratio,
LTA = Logarithm of Total Assets,

LTS = Logarithm of Total Sales,

NPM = Net Profit Margin and

ROA = Return on Assets,

The study made use of ratios, graphs and tables and where appropriate to present and
analyze data. The financial performance of each company was analyzed separately,
followed by computation of an average performance for each category i.e. public and the
private companies. Coefficient of variation was calculated and tested to determine
whether there was any significant difference in the performance of the two categories.
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36 Diagnostic Tests
36.1 T-Tests

The t-test was performed to test the coefficients at both the 1% and 5% levels of
significance on whether the independent variables are significant in predicting Return on
Assets and Net Profit Margin. If the calculated value of t is less than the critical value,
then the inference is that the regression equation do not tell much.

3.6.2 Multiple Coefficient of Determination, R

To test the overall utility of the model, the multiple coefficient ol determination, R was
used. The higher the R2, the better the model fits the data.
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CHAPTER FOUR
RESEARCH FINDINGS AND INTERPRETATION

41 Introduction

The study’s aim was to analyze and evaluate whether the form of business ownership has
any significant effect on the financial performance of sugar companies in the Kenyan
sugar industry. The regression analysis was done in four levels: first for each company;
secondly on average data for public companies, then on average data for the private
companies and lastly for the combined data of all companies. The results of the data
analysis have heen presented in two levels; first the correlation results and then the
regression results.

4.2 Correlation Coefficients results

The study determined the correlation coefficients between the variables in the regression
models as shown in Tables 4.1 to 4.10. Table 4.1 presents correlation coefficients for all
variables while Table 4.2 to 4.10 contains correlation results for each company and the
two categories of ownership under the study.

Table 4.1: Correlation Cogfficients for all variables

ROA NPM  LTA LTS CR DAR ITAR LSER CSH Fi
ROA 1 .724*=  -013 -.075 -122  .885**  -084 060 -378%* .463%*
NPM 1 -011 -.142 -.146 663" -.222"  -021 -501" .606"
LTA 1 .904" 116 003 339" 8P 233" -361"
LTS 1 142 -054 3737 951" 311" -.461"
CR 1 -171*  -.080 142 132 -.233"
DAR 1 -011 093 -.378" 481"
ITAR 1 297" 113 -.096
LSER 1 .238" -.384"
CSH 1 -857"
Fi 1

** Correlation is significant at the 0.0l level (2-tailed).
*Correlation is significant at the 0.05 level (2-tailed).
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Table 4.1 above shows that there was a significant positive relationship between total
debt to total assets ratio (DAR) and return on assets (.885**) and between foreign
investments and return on assets (.463**). This means that an increase in debt to total
assets ratio and foreign investments causes an increase to return on assets. However,
controlling shareholding (-.378**) had a significant negative relationship with return on
assets indicating that when the former increases, the later decreseases. Further, DAR
(.663**) and foreign investment (.606**) had a significant positive relationship on net
profit margin unlike ITAR (-.222**) and controlling shareholdings (-501 **) which had a
negative significant relationship with net profit margin,

Tabled.2: Correlations coefficients for Muhoroni- Sugar Company

ROA NPM LTA LTS CR DAR  itar  LSER CSH F
ROA 1 917 382 286 414 301 033 .11 @ 022
NPM 1 285 543 232 .143 250 -.146 ° 066
1 168  .708 778" -.474'  -.463 010
ITs 1 -455  564' 690" 834" @ 345
uhoron CR 1 910" -702" -.786 181
DAR 1 694 861" ° 180
ITAR 1 789" 2 284
tSER 1 a 367
CSH a

Fl

=+ _Correlation is significant at the 0.01 level (2-tailed). *. Correlation is significant at the 0.05
level (2-tailed), a -Cannot be computed because at least one of the variables is constant.

In Muhoroni Company as in Table 4.2, return on asset is positively correlated to net
profit margin. However, the predictor variables cannot be used to explain the financial
performance measures of the Company as they showed no strong relationship except for
net profit margin which showed a significant negative correlation to logarithm of total
assets. The trend analysis is as in Graph 4.1 below.
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Tabled.3: Correlations coefficients for Miwani Sugar Company

ROA
NPM
LTA
LTS
CR
DAR
(TAR
ISER
CSH
A

=« Correlation is significant at the 0.01 level (2-tailed).
level (2-tailed). A -Cannot be computed because at least one of the variables is constant.
According to Table 4.3, in Miwani Sugar Company, hoth return on asset and net profit
margin had a significant positive correlation with LTS, LTA, DAR and LSER. This
implies that return on assets and net profit margin increases for every additional unit
increase in LTS, LTA, DAR and LSER. Correlation for controlling shareholdings and
foreign investment could not be computed because at least one of the variables was
constant. The trend analysis is as in Graph 4.2 below.

ROA NPM LTA LTS
1 .600" 487" 515"
1 761" .684
1 .988"

1

31

CR

DAR

.988"

ITAR

-.093

LSER
621
714

.960"
967"

613"
.243

» o o o o o o

FI
a
a
a
a
a
a
a
a

.a

1

* Correlation is significant at the 0.05



Graph 4.2: Trend analysis of Variables for Miwani Sugar Company
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Tabled.4: Correlations coef icients for Cheme il Sugar Company

ROA NPM  LTA LTS CR DAR itar LSER CSH Fi
ROA 1 .885"  -.025 -106  -.053  .415 223 .006 -210 1
NPM 1 .248 -032 -339  .531' -076 .145 -195  .885"
LTA 1 785" -.827" 352 -.892"  .866" 128 -.025
LTS 1 -525' 141 -711" .946" -.062  -.106

chemeil CR 1 -514' 860" -.655"  -102  -.053
DAR 1 -.246 426 -052 415
ITAR 1 757" -120 223
LSER 1 -021  .006
CSH 1 210
A a

=+ Correlation is significant at the 0.01 level (2-tailed). * Correlation is significant at the 0.05
level (2-tailed), a-Cannot be computed because at least one of the variables is constant.

The results for Chemelil Sugar Company as in Table 4.4 showed a significant positive
correlation between net profit margin and foreign investments and also with total debt to
total assets ratio while predictor variables had no impact on return on assets. This means
that return on assets is less responsive ifany at all to changes in the predictor variables.
The trend analysis is as in Graph 4.3 below.
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Source: Author
Tabled.5; Correlations coefficients for Mumias Sugar Company

ROA NPM  LTA LTS CR DAR ITAR LSER CSH  FI
ROA 1 431 .006 412 573" -310 -.030 .346 .014  -.093
NPM 1 .048 .238 753" -.655" -.318 .381 193 -.305
LTA 1 .826" -.086 451  -.442 .821" 228  -.625"
LTS 1 252 297 -522 964"  .040  -.698"

) CR 1 -645" -.306 .360 -146  -.407

Mumias
DAR 1 190 187 216 155
ITAR 1 592"  -.051 542
LSER 1 025 814
CSH 1 389

Fl

**_Correlation is significant at the 0.01 level (2-tailed). *. Correlation is significant at the 0.05
level (2-tailed), a -Cannot be computed because at least one of the variables is constant.

The case for Mumias Sugar Company as in Table 4.5 indicated that Current ratio had a
positive significant impact on return on assets. There was also a positive significant
correlation between current ratio, total debt to total assets ratio and net profit margin,
This means that the performance of the company can be greatly influenced by controlling
the current and debt to assets ratios. Controlling shareholding and foreign investments

had no significant impact on return on asset and net profit margin. The trend analysis is
as in Graph 4.4 below.
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Graph 4.4: Trend analysis of Variables for Mumias Sugar Company
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Tabled.6: Correlations coefficients for Nzoia Sugar Company

ROA NPM LTA LTS CR DAR ITAR LSER  CSH Al

ROA 1 881" 260  -.789" 534" -034  .113 ~789" -197 °

NPM 1 184  -865  .380 -.095 -111  -.863  -112 @

LTA 1 347 442 888" 181 .388 -036 °

LTS 1 -551' 043  .031 993" 184 @

_ CR 1 105 .260 .534" .373 8

Nzoia a
DAR 1 091 007 119

TAR 1 .010 107 2

USER 1 203 2

CSH 1 a

a

Fl

**_Correlation is significant at the 0.01 level (2-tailed). *. Correlation is significant at the 0.05
level (2-tailed), a -Cannot be computed because at least one of the variables is constant.

Table 4.6 showed that logarithm of total sales and logarithm of sales to employees’ ratio
in Nzoia Sugar Company had a significant negative impact on return on assets and net
profit margin. This means the costs of the company were increasing at a high rate for
every additional unit of sales. Further, the workforce could be less efficient or over
employed. However, Current ratio had significant positive correlation with retum on
assets. Controlling shareholding had no significant impact in financial performance. The
trend analysis is as in Graph 4.5 below.
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Source: Author

Tabled.7: Correlations coefficients for South Nyanza Sugar Company

CSH

ROA NPM LTA LTS CR OAR ITAR LSER  CSH Al

ROA | 483 307  -276  .456 -038  .071 .323  ° a

NPM 1 099 -625" -.014 157 123 -500" @ a

LTA 1 670" -835" -.695" .793"  .gog" 2 a

ITS 1 539" -428  -501'  .965" 2 a

CR 1 345 540" -681 " 2 a

Sony a a
DAR 1 826" -.493'

ITAR 1 640" 2 a

LSER 1 9 a

a a

a

Fl

=+ Correlation is significant at the 0.01 level (2-tailed). *. Correlation is significant at the 0.05
level (2-tailed), a-Cannot be computed because at least one of the variables is constant.

In Sony Sugar Company per Table 4.7 above, the predictor variables had no significant
impact on return on assets. This means that there could be other factors contributing to
the company’s performance. However, there was a negative significant correlation
between Logarithm of total sales and logarithm of sales to employees’ ratio and net profit
margin implying that the rate of increase in costs could be higher than that of sales. The

trend analysis is as in Graph 4.6 below.
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Graph 4.6: Trend analysis of Variables for South Nyanza Sugar Company
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Table4.8: Correlations coefficients for West Kenya Sugar Company

ROA NPM LTA LTS CR DAR  ITAR LSER  CSH  F

ROA ! 905' 738" 754" 197 531" 615" 808" a

NPM 1 780" 782" 051 417 752"  .849" ° a

LTA 1 999" 208 707" 562"  .990" ° a

LTS 1 218 706" 559" 991" 2 a

West Kenya CR 1 490" -.008  .157 : :
DAR 1 253 671"

ITAR 1 609" @ a

LSER 1 a a

CSH a a

i a

=« Correlation is significant at the 0.01 level (2-tailed). *. Correlation is significant at the 0.05
level (2-tailed), a -Cannot be computed because at least one of the variables is constant.

As in Table 4.8 above, for West Kenya Sugar Company, the predictor variables apart
from current ratio had a significant positive impact on return on assets and net profit
margin. This means that return on assets and net profit margin increases for every
additional unit increase on LTS, LTA, LSER, DAR and ITAR. Correlation for controlling
shareholding and foreign investments could not be computed as they were constant. The
trend analysis is as in Graph 4.7 below.
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Graph 4.7: Trend analysis of Variables for West Kenya Sugar Company
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Table4.9: Correlations coefficients for Public Companies Combined

ROA NPM LTA LTS CR DAR ITAR LSER CSH Fl
ROA 1 941" 113 -420 -293 366 -.035 -.089 .345
NPM 1 032 -551'  -149 125 -170 -274 153
LTA 1 -.253 395 351 830" -321 -.195
LTS 1 -323 156 -319 884" 324
Public Companies CR 1 -662” 374 -708" -961"
Combined DAR 1 316 488' 790"
ITAR 1 -.366 -.200
LSER 1 .709"
CSH 1 a

Fl

**_Correlation is significant at the 0.01 level (2-tailed). * Correlation is significant at the 0.05
level (2-tailed), a-Cannot be computed because at least one of the variables is constant.

For the public companies combined as in Table 49, the results show that there is no
strong relationship between the predictor variables and the measures of performance
except for logarithm of total assets which has a negative relationship to net profit margin.
The trend analysis is as in Graph 4.8 below.
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Source: Author
Table4.10: Correlations coefficients for Private Companies Combiner

ROA NPM LTA LTS CR DAR ITAR LSER CSH  FI
ROA 1 905" 779" 794" 272 507 392 828" -324 454
NPM 1 768" 771 081  .286 368 820" -397  566'
LTA 1 999” 206 634" 629" 994" -285 391
LTS 1 212 636" 631" 995"  -287 389

Private Companies CR 1 587" -.083 171 210  -238

Combined DAR 1 210 590" 098  -025
ITAR 1 625" -559' 546’
LSER 1 -313 437
CSH 1 -935¢

FI 1

=« Correlation is significant at the 0.01 level (2-tailed). *. Correlation is significant at the 0.05
level (2-tailed), a-Cannot be computed because at least one of the variables is constant.

Table 4.10 indicated that return on assets and net profit margin were positively related to
LTA, LTS, DAR, LSER and F I The trend analysis is as in Graph 4.9 below.
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Source: Author

43 Regression results

Regression analysis was done for each company using the two regression equations to
measure financial performance using Return on Assets and Net Profit Margin. Each
company was analyzed on its own after which a regression analysis was carried for all
companies. The statistical terms are as explained below:

Beta- Cogfficient for the model

R Measures the strength of the relationship. Shows Percentages that explains the
explanatory variable.

- F-F Statistics (tests the significant of the model)
- T-T statsistics (tests)
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Table4.11: Regression Summary for Muhoroni Sugar Company

ROA NPM

Beta t Sign Beta t Sign.
Intercept (Constant) 1.455 0.046 0.964 104.952 1.028 .328
Logarithm of total assets 0.346  0.788 0.449 .038 .095 926
Logarithm of total sales -0.846 -1.786 0.104 -1.034 -2.422 .036
Current ratio -0.134 -0.247 0.810 -.364 -.746 473
Total debt to total assets ratio 1.082 1174  0.268 .225 271 792
Inventory to total assets ratio -.218 -.593 0.566 -.345 -1.043 322
Logarithm of sales to employees ratio 0.080 0.091  0.929 488 611 .555
Foreign investors shareholding -0087 -0.386 0.708
F 2.157 0.131 2.981 0.58
R 0.776 .822

0.602 676

R2

From Table 4.11:
ROA= 1.45+0.346LTA -0.846LTS -0.134CR+1.082DAR - 0.21 SITAR+0.08LSER-0.0087FI
NPM= 104.95+0.038LTA -1.034LTS -0.364CR +0.225DAR - 0.3451TAR+0.488LSER

The F statistics (ROA: F=2.157, p=0.131; NPM: F=2.981, p=0.58) for Muhoroni Sugar
Company are not significant, hence the model can not be used to test the hypothesis.

Table4.12: Regression Summary for Miwani Sugar Company

ROA NPM

Beta t Sign Beta t Sign.
Intercept (Constant) -.009 -.107 .916 130 .081 .937
Logarithm of total assets .890 2.997 .012 5.566 6.154 .000
Logarithm of total sales -1.139 -2.949 .013 -4.802 -4.081 .002
Current ratio 2.111 5.894 .000 1.003 919 .378
Total debt to total assets ratio 1.207 24.338 .000 .769 5.086 .000
Inventory to total assets ratio -1.882 -6.075  .000 -.688 -.728 482
Ir_;)gzrlthm of sales to employees -002 016 987 -.566 -1.692 119
F 460.959 0.000 48.013 0.000
R 0.998 .981
R2 0.996 676
From Table 4.12:

ROA=-0.009+0.89LTA -1 14LTS +2.1 ICR +1.21DAR - 1.88ITAR-0.008LSER
NPM=0.13+5.57LTA -4.8LTS +1.003CR +0.769DAR - 0.688ITAR-0.566LSER

The F statistics are statistically significant indicating the model’s goodness of fit. The
results indicate that ROA increases by 0.890, 2.111 and 1.207 for every additional
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increase in LTA, CR and DAR respectively. However the relationship was negative for
LTS (p=-1.139) (P=.013) and ITAR (p=-1.882) (P=.000). The R-squares imply that
LTA, LTS, CR, DAR and ITAR explain 99.6% of return on assets. Further, the findings
revealed that there was no significant relationship between logarithm of sales to
employees and returmn on assets for the Company as indicated by (P=-0.002) (P=.987).

It was observed that net profit margin had a positive significant relationship with
logarithm of total assets (p=5.566) (P=.000) and total debt to total assets ratio (P=.769)
(P=.000). Logarithm of total sales had a negative significant relationship to net profit
margin (p=-4.082) (P=.002). The R- squares (.676) implies that 67.6% of net profit
margin can be explained by the independents variables.

Table4.13: Regression Summary for Chemelii Sugar Company

ROA NPM

Beta t Sign Beta t Sign.
Intercept (Constant) 4501 .318 757 21.496 1.017 333
Logarithm of total assets 792 .833 424 916 1.042 322
Logarithm of total sales 799 332 746 - 749 -.338 743
Current ratio -.404 -540 .601 -.430 -.621 .548
Total debt to total assets ratio .545 .565 .585 134 .150 .884
Inventory to total assets ratio 1.158 1.606 .139 .848 1.272 232
Logarithm of sales to employees ratio -1.059 -344 738 .358 126 .902
Controlling shareholdings -.158  -.603 .560 -.286 -1.180 .265
F 1.067 0.447 1.493 2.73
R .654 715
R2 428 511

From Table 4.13;
ROA=4501+0.79LTA+0.799LTS -0.404CR+0.545DAR+1 158ITAR-1.059LSER-0.158CSH
NPM=21.5-KI.916LTA -0.75LTS -0.43CR +0.134DAR +0.848ITAR+0.36LSER-0.29CSH

The Fstatistics and R" (0.428) for Chemelii are statistically insignificant indicating that

the model can not be used. T is less than the critical value.
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Table4.14: Regression Summary for Mumias Sugar Company

ROA NPM

Beta t Sign Beta t Sign
Intercept (Constant) -2.838 -1.474 175 1.962 1409 192
Logarithm of total assets -.322 -.597 565 -.012 -.025 981
Logarithm of total sales 1.635 1.499 .168 -1.467 -1.465 177
Current ratio 217 .556 592 .257 718 491
Total debt to total assets ratio -.485 -1.214 256 -.440 -1.200 .261
Inventory to total assets ratio .378 1559 153 159 713 494
Logarithm of sales to employees ratio -.404 -.283 .784 2.308 1.761 112
Foreign Investors Shareholdings .394 547 .598 .514 778 457
Controlling shareholdings -174  -.426 .680 -.053 -.142 .890
F 3.477 0.041 4.340 0.021
R .869 .891
R2 .756 794
From Table 4.14:
ROA= -2.84-0 32LTA +1.64LTS - KE)ZZCR -0.49DAR +0.38ITAR-0.404LSER+0.39FI-0.17CSH
NPM= 1.96-0.012LTA -147LTS 40.26CR -0.44DAR +0.16ITAR+2.3LSER-H).51FI-0.053CSH

For both ROA and NPM equations, the F statistics are statistically significant indicating
that the models can be used to measure financial performance in Mumias Sugar
Company. However, the relationship between LTS, LTA, CR, DAR, 1TAR, LSER CSH,
FI to ROA and NPM was statistically insignificant.

Table 4.1S: Regression Summary for Nzoia Sugar Company

ROA NPM

Nzoia Beta t Sign Beta t Sign
Intercept (Constant) -.402 -.397 .700 -10.314 -.869 405
Logarithm of total assets -2.415 -2.113 .061 -2.637 -3.574 .005
Logarithm of total sales 1.688 .919 379 1.922 1.622 .136
Current ratio .636 1.837 .096 524 2342 .041
Total debt to total assets ratio 1974 2.043 .068 2.121 3.401 .007
Inventory to total assets ratio .180 .985 .348 .000 .000 999
Logarithm of sales to employees ratio -3.079 -1.551 .152 -3.549 -2.770 .020
Controlling shareholdings .013 .070 .946 .103 .837 422
F 4.487 0.017 12.765 000
R 871 .948

759 .899

R2

From Table 4.15:
ROA=-0.402-2.42LTA +1.69LTS +0.64CR +1.97DAR +0.18ITAR-3.088LSER+0.013CSH
NPM=-10.31-2.64LTA +1.92LTS -K).52CR +2.12DAR -3.55LSER+0.103CSH
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The results indicate that both return on assets and net profit margin are influenced by
loganthm of total sales, current ratio, total debt to total assets ratio, Inventory to total
asset ratio, controlling shareholding, loganthm of total assets and loganthm of sales to

employees ratio. The F statistics are statistically significant indicating the models’
goodness of fit,

Table 4.16: Regression Summary for Sony Sugar Company

_ ROA NPM

Beta t Sign Beta t Sign
Intercept (Constant) -375 -111 914 .897 177 .863
Logarithm of total assets .089 .081 .937 .703 872 402
Logarithm of total sales 432 214 835 -.929 -.627 .543
Current ratio 453 Ja72 457 -.089 -.207 .840
Total debt to total assets ratio -.049 -.069 .946 .209 405 .693
Inventory to total assets ratio -310 -.424 .680 .010 .019  .985
Logarithm of sales to employees ratio -.725 -.279 .786 -.125 -.066 .949
F 0.690 0.663 2.853 0.063

523 .780
273 .609

R
R2
Tahle 4.16:
R %5350, TA +0.422LTS +0.45CR 0049DAR - O3UTARTELSER
NPNI= 0.80740.703LTA -0S3LTS 0.080CR-K) 200DAR +0.0LITAR0 15LSER

In both cases of ROA and NPM, the F statistic is statistically insignificant, indicating that
the model can not be used for financial performance in Sony Sugar Company.

Table 4.17: Regression Summary for West Kenya Sugar Company

ROA NPM

Beta t Sign Beta t Sign
Intercept (Constant) .000 -.057 .955 .000 -.027 .979
Logarithm of total assets -7.500 -4.461 .001 -.191 -.121 .906
Logarithm of total sales 4.084 2.215  .049 -3.027 -1.756 .107
Current ratio .155 1.613  .135 .185 2.056 .064
Total debt to total assets ratio .166 1.365 .200 -.122 -1.071  .307
Inventory to total assets ratio .057 .558 .588 .150 1.568 .145
Logarithm of sales to employees ratio 4.016 5.909 .000 3.998 6.292  .000
F 29.942 0.000 34.515 0.000
R 971 974

.942 .950

R2
From Table 4.17:
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ROA=0-75LTA +4.08LTS -KU6CR -KUTDAR +0.0571TAR+4.02LSER

NPM= 0-0.19LTA -3.03LTS +0.19CR -0.122DAR +0.15ITAR-+4.0LSER

The F statistics are statistically significant indicating the models’ goodness of fit thus the
models can be used to measure financial performance using the return on assets and net
profit margin for the Company. The R-squares implied that LTA, LTS, CR, DAR, and
ITAR explain the returm on assets and net profit margin. Logarithm of sales to employees
showed a positive significant relationship to the measures of financial performance.
However there was no significant relationship between net profit margin and the rest of
the independent variables.

Table 4.18: Regression Summary for Public Sugar Companies combined

ROA NPM

Public Sugar Companies Beta t Sign Beta t Sign
Intercept (Constant) 38.341 3.387  .007 147.690 4.074 .002
Logarithm of total assets .576 1.737 113 .730 2531 .030
Logarithm of total sales -4.314 -5.018 .001 -4.035 -5.395 .000
Current ratio 1.963 2.587 .027 1.544 2.339 .041
Total debt to total assets ratio -.609 -1.272 232 -.633 -1.521 .159
Inventory to total assets ratio -.483 -1.939 .081 -.755 -3.488 .006
Logarithm of sales to employees ratio 5.011 4.263 .002 4.453 4.354 .001
Controlling shareholdings .573 .827 428 279 462 .654
F 8.138 0.002 11.211 0.001
R .922 .942

R2 .851 .887

The regression analysis results in the table above indicates that public sugar companies
return on assets had a positive significant relationship to current ratio and loganthm of
total sales to employees ratio. However, public sugar companies had a negative
significant relationship between logarithm of total sales and return on assets. Further
there was no significant relationship between loganthm of total Assets, total debt to total
assets ratio, inventory to total assets ratio, controlling Shareholding and change on return

on assets. The F statistic (8.138) was statistically significant implying model goodness of
fit



For NPM, there was a significant positive relationship in public sugar companies between
logarithm to total assets, Current ratio and net profit. In additional, there was a significant
negative relationship between logarithm to total sales, inventory to total assets ratio and

net profit margin.

Table4.19: Regression Summary for Private Sugar Companies combined
ROA
t

Intercept (Constant)

Logarithm of total assets
Logarithm of total sales
Current ratio

Total debt to total assets ratio
Inventory to total assets ratio
Logarithm of sales to employees ratio
Foreign Investors Shareholdings
Controlling shareholdings

F

R

R2

Beta

.262

-7.431%*

2.878

141

.236

-.138

5.291*

-.331

-.399

26.300

979

.959

.862

-2.802

.664

1.549

1.331

-1.170

2.629

-.621

-.881

Sign
411
.021
523
.156

.216
272

.027
.550
401

.000

Beta

.140

-.132

-3.679

153

-.133

-.268

4.798

-.119

-.267

11.211

.956

914

NPM

t

.387

-.034

-.586

1.164

-.517

-1.565

1.645

-.153

-.407

Sign
707
973
573
274
.617
152
134
.881

.694

.001

The regression analysis on private companies revealed that like in public companies there
was a positive significant relationship between logarithm of sales to employee ratio and
return on assets. However, there was a negative relationship between logarithm of total
assets and retumn on assets in private companies unlike in public companies where a
negative relationship was revealed between logarithm of total sale and return on assets.
The F statistics were statistically significant implying the model goodness of fit in private

companies.

Although the model was fit to test the hypothesis measunng the

performance of private sugar companies, the relationship between the independent

variables and the dependent variables was statistically insignificant.
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Table 4.20: Regression Summary for the Entire Sample (All Companies)

ROA NPM

private Beta t Sign Beta t Sign
Intercept (Constant) -.067 -.086 931 -12.840 -1.900 .060
Logarithm of total assets .086 .758 450 567 3.845  .000
Logarithm of total sales -.048 -.233 .816 -.634 -2.364 .020
Current ratio .035 .786 434 .003 .054 .957
Total debt to total assets ratio .868* 15.457 .000 371 5.056 .000
Inventory to total assets ratio -.066 -1.425 157 -.213 -3.512 .001
Logarithm of sales to employees ratio -.013 -.084 .933 .335 1706 .091
Foreign Investors Shareholdings -.004 -.047 .963 137 1.154 251
Controlling shareholdings .049 450 .654 573 4.003 .000
F 58.120 .000 27.985 .000
R .894 .810

R2 .799 .657

The results indicate that both return on assets and net profit margin are depended on
totaldebt to total assets ratio, logarithm of the total assets and controlling shareholdings
for all companies combined. The R-squares imply that the financial performance
measures can be explained by CSH, FI, LTS, LTA, CR, DAR, LSER and ITAR, while
the F statistics are statistically significant indicating the model’s goodness of fit
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CHAPTER FIVE
SUMMARY FINDINGS, CONCLUSIONS AND RECOMENDATIONS

5.1 Introduction

Industrial organization economists theories point to industry effects (i.e. concentration
levels, industry growth) using the structure-conduct-performance model (SCP) as the
main factor determining firm profitability. On the other hand, the resource-based view
theorists suggest that the explanation for the existence of more or less profitable firms
within the same industry must be found in the internal factors of each company (for
example, market share, firm size, skill level, etc.). To achieve the study objective, a
regression analysis was set out between retum on assets and net profit margin as the
dependent variables and eight independent variables.

5.2 Summary findings

Regarding the objective of the study and the variables used therein, the study made the
following observations:

The findings of the study showed that ownership structure by shareholding did not seem
to influence performance. Thus the controlling shareholding held by the government in
the public companies and that held by investors in private companies equally were found
to be insignificant in influencing performance. Additionally, where there were foreign
investors, the variable showed no material relationship to performance. Instead, internal
factors of the companies which included the ability to generate income, the efficiency of
assets, liquidity, leverage, workforce level and overall efficiency were key to realizing
impressive performances especially for the private companies than the state-owned
entities. LTS, LTA, CR, DAR and LSER had a significant positive correlation on net
profit margin in private sugar Companies unlike in public sugar companies where only
LTS and DAR had a significant negative correlation on net profit margin.
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Secondly, out the seven companies studied, three showed that there was no strong
relationship between the predictor variables and the performance measures of return on
assets and net profit margin. Of the remaining companies, two showed a positive
relationship between the dependent and independent variables especially logarithm for
total assets, logarithm for total sales, debt to assets ratio and logarithm of sales to
employee ratio. For the last two companies, performance was only related to two out of
the eight independent variables.

Thirdly, from the eight independent variables used, logarithm of total assets had influence
on performance for three companies while logarithm of total sales, debt to assets ratio
and logarithm of sales to employee ratio showed that each had effect on four companies.
Current ratio and foreign investments were related to performances of two and one
companies respectively. Both controlling shareholding and inventory to total assets ratio
didn’t have strong relationship to performance of any company.

Fourthly, with regards to the nature of relationship, logarithm of total assets was
positively related to two companies and negatively related to one. Both logarithm of total
sales and logarithm of sales to employee ratio had positive relations to two companies
and same for negative. Debt to assets ratio appeared to be a key factor by being positively
related to three companies and negatively influencing performance of one company. The
two relations noted for current ratio were positive while the only relation for foreign
investment was also positive.

Finally, in some cases, the independent variables showed a strong relation to the return on
assets with no relation to net profit margin and vice versa. This observation is attributed
to the introduction of finance costs in working out net profit margin whereas for return on
assets, earning before interest and tax was used.

5.3 Conclusions

The empirical findings in this study shed light on the role the selected variables play in
financial performance of sugar companies in Kenya, and thus offering insights to policy
makers interested in reforming the industry’s performance.
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This study showed that the factors that greatly influence on performance are total sales,
total assets, current ratio, debt to assets ratio and sales to employee ratio. Therefore, the
ahility to generate income, the efficiency of assets, liquidity, leverage and workforce
level and efficiency are key to realizing impressive performances. The ownership
structure by shareholding did not seem to influence performance. This may be attributed
to the fact there were no changes in shareholdings for the public companies and West
Kenya Sugar Company, whereas in Mumias where there was changes, it was not in every
year. Thus, internal factors of the companies may be held accountable for differences in
performance.

Secondly, companies which were highly geared were incurring heavy financial costs,
hence the variations in the determination of return on assets and net profit margin. Thus,
debt financing, which was rampant among the public companies need to be controlled
and more equity introduced.

The weak relations among the dependent and independent variables, especially for the
public sugar companies can be concluded to mean that there could be other internal or
external factors that influence performance.

The study can conclude that the independent variables could be more reliable in
measuring financial performance for private companies than for the public sugar
companies. From the population of two private companies, the variables proved usable
while out of five public companies, the variables showed relations with performance for
only one company. The study findings seem to agree with the resource-hased view in that
most of the independent variables proved to be related to the dependent variables for the
private sugar companies, which was not the case for most of the public sugar companies.

5.4 Recommendations
In the light of the findings of the study, the study recommends the following:

First there is need to look into the other factors that could be held accountable for the
performance in the Kenyan sugar industry. This is from the fact that out of the eight
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variables studied, none which came out strongly as being major to influencing
performance.

Secondly, the study identifies total sales, total assets, current ratio, debt to assets ratio and
sales to employee ratio as significant predictors of financial performance in the sugar
industry. To improve the performance, this study recommends improvements on
workforce efficiency, liquidity, leverage and asset utilization.

Thirdly, there is a cause for alarm on the high costs within the sugar industry which
reduces the profit margins. The costs, especially financial costs need to be put under
control if the profitability of the industry is to be improved.

Fourthly, there is need for bench marking among the sugar companies to help improve on
the weaker factors and strengthen the variables that showed strong relationships in order
to booster performance.

Further, the study recommends that while Kenya as a country continues to pursue
competitiveness of a liberalized sugar industry in the face of removal of COMESA
safequards, it should vigorously implement the measures recommended in previous
studies like: privatization of the public sugar companies, replacements with new
technology machines, cost reductions through reduced taxation and incentives to the
players to encompass product diversifications.

Finally, the sugar companies should be encouraged to store data in electronic form. This
would make it easy for retrieval and even attract more researchers into the sugar sector.

5.5 Limitation of the study

This study is not without limitations and those limitations should be taken into account
when interpreting the results

The study covered only 7 out the 9 sugar companies that operated during the selected
study period. The 2 companies (Soin and Kibos) left out lacked sufficient data as they
started operations in 2008 and 2009 respectively. Miwani Sugar Company was put under

receivership in 2001 and the only activities since then is sugar cane farming on the
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nucleus estate, and data for 1993 to 2000 could not be obtained. This additional data
could have contributed to the study.

Most of the data was obtained from financial statements prepared under different
accounting policies and procedures. For example, the study noted that there was no
uniformity of treatment of items in the financial statements especially hiological assets
and classification of loans as to whether long-term or short-term. Thus the study was
constrained by limitations arising from such financial statements preparation.

The study relied on only figures from financial statements without consideration of any
events that could have also contributed to the performance of the companies. May be
when taken together the interpretations and conclusions could have heen different,

In the study, only current ratio, total assets, total income, debt to assets ratio, inventory to
assets ratio, number of employees and proportions of shareholdings were considered as
determinants of Return on Assets and Net Profit Margin for the sugar companies in
Kenya. Other internal and external factors not included as variables in this study could
also influence the financial performance.

The study used multiple regression analysis to analyze the data. One needs to be
conversant with the technical statistical terms to be able to better understand the
regression results.

Finally, except for Mumias Sugar Company, the rest of the companies are not listed in
the Nairobi Securities Exchange. They had no electronic way of storing data, hence it
took a lot of time to retrieve data from the archives.

5.6 Suggestions for further research
Several recommendations for future research can be fonnulated.

First, this study concentrated on ownership structure and financial performance of the
sugar companies in Kenya using the annual financial statements. A further study to
determine the effect of management and board changes on the performance of the sugar

industry could be beneficial.
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Second, the study noted wide variations in the production, operational and financial costs
among the sugar companies in Kenya. It would be desirable to carry out further research
into the factors influencing these costs.

Third, the study found that the Kenya Sugar Board was heavily financing the sugar
industry7through the Sugar Development Fund since 1992. A study to determine the
impact of this funding is recommended.

Fourth. Mumias Sugar Company started as state-owned mill in 197; then was privatized
in 2001. It would be interesting to carry out a study on the impact of this privatization
with a view of informing the policy makers.

Finally, it would be interesting to analyze extend of the owner-agency problem within the
sugar companies in Kenya.
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f NO. COMPANY
Miwani Sugar Co.

2 Muhoroni Sugar Co.

3 Chemelil Sugar Co.

4 Mumias Sugar Co.

5 Nzoia Sugar Co.

6 South Nyanza Sugar Co.

7 West Kenya Sugar Co.

8 Soin Sugar Co.

9 Kibos Sugar & Allied Industries
Ltd.

10 Butali Sugar Co.

11 Transmara Sugar Co.

12 Kwale International Sugar Co.

13 Sukari Industries

YEAR
ESTABLISHED
1922

1966

1968

1973

1978

1979

1981

2006

2004

2005

2006

2007

2007

Source: Kenya Sugar Board Investment Guide

OWNERSHIP
STATUS
State owned

State owned

State owned

Private

State owned

State owned

Private

Private

Private

Private

Private

Private

Private

SHAREHOLDING

49% Kenya Govt

51% Vanessa Associates

82.78% Kenya Govt

16.86% Mehta Group

0.36% Smallholders

97.11% Kenya Govt

1.73% Grindlays Finance Corporation
1.16% Kenya Shell Ltd.

18% Kenya Govt

82% Public investors

98.87% Kenya Govt

1.13% Fives Cail Babcock (France)
99.80% Kenya Govt

0.20% Mehta Group

100% Private investment

100% Private investment
100% Private investment
100% Private investment

100% Private investment
100% Private investment

100% Private investment
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REMARKS
Placed under-receivership & not operational

Operating under-receivership as from March
2001

In the process of being privatized

Started as state owned, but privatized in 2001
In the process of being privatized

In the process of being privatized

Was the first 100% owned Sugar Company
Has the smallest crushing capacity of 300 TCD
(Tons of cane per day)

Started production in December 2007

Started production in February 2011

Started production in December 2011

Under construction

Started production in December 2011



Appendix 2:

NPM

Company
name

Muhoroni
Miwani
Chemelil
Mumias
Nzoia

Sony

West kenya
Av public
AV Private

Model summary table for relationship of independent variables and

Model

S T = T S e e

R

.822
.981
715
.891
.948
.780
974
.942
.956

R Square
.676
.963
511
794
.899
.609
.950
.887
914

Adjusted R
Square

449
.943
.169
.611
.829
.395
.922
.808
.837

Std. Error of
the Estimate

44741192
4.2845861
.0971996
.0302390
.2585996
.0682726
.0151793
.6736604
.0210341

Durbin-Watson
2.753
1.570
2.347
3.054
1.815
3.270
2.058
1.927
2.207

R= Predictors (Constant): FOREIGN INVESTORS SHAREHOLDING, LOGARITHM OF TOTAL ASSETS,
LOGARITHM OF TOTAL SALES, INVENTORY TO TOTAL ASSETS RATIO, CURRENT RATIO (CA/CL),
LOGARITHM OF SALES TO EMPLOYEES RATIO, TOTAL DEBT TO TOTAL ASSETS RATIO
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Appendix 3: ANOVA table for testing relationship of independent variables and NPM
(significance of the model)

Company

name Model Sum of Squares df Mean Square F Sig.

Muhoroni 1 Regression 417.770 7 59.681 2.981 .058
Residual 200.177 10 20.018
Total 617.947 17

Miwani 1 Regression  5288.444 6 881.407 48.013 .000
Residual 201.934 11 18.358
Total 5490.378 17

Chemelil 1 Regression  .099 7 .014 1.493 273
Residual .094 10 .009
Total .193 17

Mumias 1 Regression .032 8 .004 4.340 .021
Residual .008 9 .001
Total .040 17

Nzoia 1 Regression 5.975 7 .854 12.765 .000
Residual .669 10 .067
Total 6.644 17

Sony 1 Regression .080 6 .013 2.853 .063
Residual .051 11 .005
Total 131 17

West Kenya 1 Regression .048 6 .008 34.515 .000
Residual .003 11 .000
Total .050 17

Av public 1 Regression 35.615 7 5.088 11.211 .001
Residual 4538 10 454
Total 40.153 17

AV Private 1 Regression .042 8 .005 11.928 .001
Residual .004 9 .000
Total .046 17
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est of relationship of independent variables and NPM (the coefficients) Muhoroni, Miwani and Chemelil

Unstandardized Standardized 95.0% Confidence
Coefficients Coefficients Interval for B
Lower Upper
Model B Std. Error Beta t Sig- Bound Bound
1 (Constant) 104.952 102.082 1.028 328 -122.501 332.405
LOGARITHM OF TOTAL 1.745 18.334 .038 095 926 -39.107 42.597
ASSETS
LOGARITHM OF TOTAL -21.281 8.785 -1.034 -2.422 036 -40.854 -1.707
SALES
CURRENT RATIO (CA/CL) -19.946 26.734 -.364 -746 473 -79.512 39.621
TOTAL DEBT TO TOTAL .163 .601 .225 271 792 -1.176 1.503
ASSETS RATIO
INVENTORY TO TOTAL -27.176 26.062 -.345 -1.043 322 -85.247 30.894
ASSETS RATIO
LOGARITHM OF SALESTO  7.246 11.863 488 611 555  -19.186  33.677
EMPLOYEES RATIO
FOREIGN INVESTORS -17.135 33.690 -.104 -509 622 -92.200 57.931
SHAREHOLDING
1(Constant) 130 1.618 081 937 -3.432 3.692
LOGARITHM OF TOTAL 35.290 5.734 5.566 6.154 .000 22.669 47.910
ASSETS
LOGARITHM OF TOTAL -35.883 8.793 -4.802 -4.081 .002 -55.237 -16.529
SALES
CURRENT RATIO (CA/CL) 1017.115 1106.638  1.003 919 378 -1418.578 3452.808
TOTAL DEBT TO TOTAL .594 117 .769 5.086 .000 .337 .852
ASSETS RATIO
INVENTORY TO TOTAL -69.005 94.723 -.688 -728 482  -277.489 139.479
ASSETS RATIO
LOGARITHM OF SALESTO  -6.885 4.068 -.566 -1.692 119 -15.840 2.070
EMPLOYEES RATIO
1(Constant) 21.496 21.134 1.017 .333 -25.594 68.585
LOGARITHM OF TOTAL .376 361 916 1.042 322 -.428 1.181
ASSETS
LOGARITHM OF TOTAL -.579 1.715 -.749 -338 .743  -4.399 3.242
SALES
CURRENT RATIO (CA/CL) -.126 .203 -.430 -621 548 -577 325
TOTAL DEBT TO TOTAL .100 .666 134 150 .884  -1.383 1.583
ASSETS RATIO
INVENTORY TO TOTAL 1.125 .884 .848 1272 232 -845 3.094
ASSETS RATIO
LOGARITHM OFSALESTO  .197 1.567 .358 126 902  -3.295 3.689
EMPLOYEES RATIO
CONTROLLING -21.575 18.290 -.286 -1.180 .265 -62.328 19.178

SHAREHOLDING (GOK)
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est of relationship of independent variables and NPM (the coefficients) - Mumias, Nzoia & Sony

Unstandardized Standardized 95.0% Confidence
Coefficients Coefficients Interval for B
Model B Std. Error Beta t Sig.  Lower Upper
Bound Bound
1(Constant) 1.962 1.392 1409 192 -1.187 5.110
LOGARITHM OF TOTAL -.004 145 -.012 -025 981 -.332 324
ASSETS
LOGARITHM OF TOTAL -421 .288 -1.467 -1.465 177 -1.072 229
SALES
CURRENT RATIO (CA/CL) .025 .034 257 718 491  -.053 102
TOTAL DEBT TO TOTAL -.198 .165 -.440 -1.200 261 -.571 175
ASSETS RATIO
INVENTORY TO TOTAL .109 152 159 713 494  -.236 453
ASSETS RATIO
LOGARITHM OF SALESTO  .313 178 2.308 1761 .112 -.089 715
EMPLOYEES RATIO
FOREIGN INVESTORS .269 .346 514 778 457 -514 1.053
SHAREHOLDING
CONTROLLING -.037 .258 -.053 -142 890 -.619 .546
SHAREHOLDING (GOK)
1(Constant) -10.314 11.864 -.869 405 -36.749 16.120
LOGARITHM OF TOTAL -1.018 .285 -2.637 -3.574 005 -1.653 -.383
ASSETS
LOGARITHM OF TOTAL 4.281 2.640 1.922 1622 136 -1.601 10.163
SALES
CURRENT RATIO (CA/CL) 8.643 3.690 524 2342 041 421 16.865
TOTAL DEBT TO TOTAL 2.457 722 2.121 3.401 .007 .847 4.067
ASSETS RATIO
INVENTORY TO TOTAL .000 .664 .000 000 999 -1.480 1.480
ASSETS RATIO
LOGARITHM OF SALESTO  -5.747 2.075 -3.549 -2.770 020 -10.370 -1.124
EMPLOYEES RATIO
CONTROLLING 2.686 3.208 .103 837 422 -4.462 9.835
SHAREHOLDING (GOK)
1(Constant) .897 5.071 177 863 -10.264  12.058
LOGARITHM OF TOTAL .369 424 .703 872 402 -.563 1.302
ASSETS
LOGARITHM OF TOTAL -.499 795 -.929 -.627 543 -2.249 1.252
SALES
CURRENT RATIO (CA/CL) -.019 .092 -.089 -207 .840 -.221 .183
TOTAL DEBT TO TOTAL 178 441 .209 405 693 -.791 1.148
ASSETS RATIO
INVENTORY TOTOTAL .017 .866 .010 019 985 -1.890 1.924
ASSETS RATIO
LOGARITHM OF SALFSTO  -.046 .698 -.125 -.066 .949 -1.582 1.491
EMPLOYEES RATIO
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rst of relationship of independent variables and NPM (the coefficients)- West Kenya, Av. Public & Av. Private

Unstandardized Standardized 95.0% Confidence
Coefficients Coefficients Interval for B
B Std. Error  Beta t S Lower Upper
Model Bound Bound
1(Constant) .000 .009 -027 979 -.020 .019
LOGARITHM OF TOTAL -.004 .036 -191 -121 906 -.084 .076
ASSETS
LOGARITHM OF TOTAL -.071 .040 -3.027 -1.756 .107 -.160 .018
SALES
CURRENT RATIO (CA/CL) .003 .002 .185 2.056 .064 .000 .007
TOTAL DEBT TO TOTAL -.023 .022 -122 -1.071 307 -.071 .024
ASSETS RATIO
INVENTORY TO TOTAL 137 .087 .150 1568 .145 -.055 .330
ASSETS RATIO
LOGARITHM OF SALESTO  .164 .026 3.998 6.292 .000 .106 221
EMPLOYEES RATIO
1(Constant) 147.690 36.254 4.074 002 66.912 228.468
LOGARITHM OF TOTAL 736 291 .730 2531 .030 .088 1.384
ASSETS
LOGARITHM OF TOTAL -40.191 7.449 -4.035 -5.395 000 -56.788 -23.593
SALES
CURRENT RATIO (CA/CL) 7.457 3.188 1.544 2.339 .041 .354 14.561
TOTAL DEBT TO TOTAL -441 .290 -.633 -1.521 159 -1.087 .205
ASSETS RATIO
INVENTORY TO TOTAL -29.933 8.582 -.755 -3.488 006 -49.055 -10.812
ASSETS RATIO
LOGARITHM OF SALESTO  29.063 6.675 4.453 4.354 001 14.190 43.936
EMPLOYEES RATIO
CONTROLLING 11.365 24.582 279 462 654 -43.408 66.137
SHAREHOLDING (GOK)
1(Constant) .140 .361 387 707 -.676 .955
LOGARITHM OF TOTAL -.003 .081 -.132 -034 973 =.=¢ 181
ASSETS
LOGARITHM OF TOTAL -.079 135 -3.679 -586 573 -.383 .226
SALES
CURRENT RATIO (CA/CL) .003 .002 153 1.164 274 -.002 .008
TOTAL DEBT TO TOTAL -.026 .050 -.133 -517 .617 -.139 .087
ASSETS RATIO
INVENTORY TOTOTAL -.338 216 -.268 -1.565 .152  -.827 151
ASSETS RATIO
LOGARITHM OF SALESTO  .186 113 4,798 1.645 134 -.070 441
EMPLOYEES RATIO
FOREIGN INVESTORS -.605 3.941 -.119 -153 881 -9.520 8.310
SHAREHOLDING
CONTROLLING -.146 .360 -.267 -407 .694  -.960 .668
SHAREHOLDING (GOK)
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APPENDIX 7: MUHORONI SUGAR COMPANY
EXTRACT OF FINANCIAL STATEMENTS

STATEMENT OF COMPREHENSIVE INCOME

TOTAUNCOME

TOTAL EXPENSES

EBIT

FINANCE COSTS/ INCOME (NET]
TAXATION

LOSS/PROFITAFTER TAXATION

STATEMENT OF FINANCIAL POSITION
NON-CURRENT ASSETS

CURRENT ASSETS

tiventofles

CurrentAssets net off Inventories

TOTAL ASSETS

SHAREHOLDERS'FUNDS
NON-CURRENT LIABILITIES
CURRENT LIABILITIES
TOTAL LIABILITIES

TOTAL FINANCING

NUMBER OF EMPLOYEES

FINANCIAL RATIOS

ROA (EBIT/TOTAL ASSETS]

NPM (NET PROFIT/TOTAI INCOME)
LOGARITHM Of TOTALASSETS

LOGARITHM OF TOTAL SALES

CURRENT RATIO (CA/Cl)

TOTAL DEBTTO TOTAL ASSETS RATIO
INVENTORY TO TOTAL ASSETS RATIO
LOGARITHM OF SALESTO EMPLOYEES RATIO
SALES TO EMPLOYEES RATIO

CONTROLUNG SHAREHOLDING (GOK)

FOREIGN INVESTORS SHAREHOLDING

1993
KSHSOO0O
236,392
(345,240)
(108,848)

(41,092)

(149,940)

746,325
171,416
107,726

63,690

917,741

(372,2701
695,067
594,944

1.290,011

917,741

1,605

0.117
2.17
147.28

0.8278

0.1722

1994
KSHSO0O
388,398
(538,957)
(150,559)

(49,766)

(200,325)

788,026
194,578
138,505

56,073

982,604

(572,594)
767,867
787,331

1,555,198

982,604

1,507

1994
(0.15)
(0.52)
5.99
5.59
0.25
1.58
0.141
2.41
257.73

0.8278

0.1722

1995
KSHSO0O
440,595
(524,292)
(83,697)
(96,892)

(180.589)

823,776
242,087
126,387
115,700

1,065,863

(753,183)
940,866
878,180

1,819.046

1,065,863

1,431

1995

(0-08)

(0.41)
6.03
5.64
0.28

0.119
2.49

307.89

0.8278

0.1722

1996"
KSHSO0O
756,857
(835,335)
(78.478)
(188,533)

(267,011)

879,182
249,914
127,895
122,019

1,129,096

(1,020,194)
1,064,043
1.085.247
2,149,290

1,129,096

1,432

1996"
(0.07)
(0.35)

6.05

5.88

1.90

0.113

528.53

0.8278

0.1722

No employment data was available for years 1993 to 1998 and esti mates were obtained

1597
XSHS'000
609.890
(801,461)
(191.571)

(188,531)

(380,102)

960,087
269,335
155,124
114,211

1,229,422

(1.400,296)
1,111,157
1,518,561
2,629,718

1,229,422

1,362

1997

(0.16)
(0.62)
6.09
5.79
0.8
2.14
0.126

165

447.79

0.8278

0.1722

1998
KSHSO0O
463,578
(830,990)
(367.4U)
(302,837)

(670,249)

1,046,899
413,000
195,759
217,241

1,459,899

(2,070,545)
1,409,684
2.120,760
3,530,444

1,459,899

1,265

1908"

(0.25)

(1.45)
6.16
5.67
0.19
2.42
0.134

2.56

366.46

0.8278

0.1722

1999
KSHSO0O
394,988
(1188,107)
(253,115)
(299,246)

(592,365)

1086,400
432,714
193,259
239,485

1519 ,114

(1662,910)
1790,336
1391688
4,181024

1,519,114

u32

1999°
(0.19)
(0.66)
6.18
5.95
0.31
2.75
0.127
2.90
79G 63

0.8278

0.1722

2000°
KSHSO0O
609,690
(1,208,937)
(599,247)
(910,322)

(1,509,569)

621205
597,195
200,507
396,688

1,218,400

(4,150,557)

5,368,937
5,368,937

1,218,400
1,046

2000

(0.49)

(148)
6.09
5.79
0.11

0.165
2.77

582.88

0.8278

0.1722

65

2001

KSHSOOO
194,777
(4.574,008)
(4,379,231)
(730,332)

(5.109,563)

403,671
214,963

75,630
139,333
618,634

(9,308,138)
9,926,772
9,926,772

618,634

2001

(7.08)
(26.23)
5.79
5.29
0.02
16.08
0.122
2.72
$22.19

0.8278
0.1722

2002" 2003°
KSHSO0O KSHSO0O
608,814 1,058)004
(671,358)  (1,144,962) .
(62,544) (86,958)
(464,443) (395.215)
(526,987) (482,173)
356,421 309,937
442,644 430,808
154,961 215,211
287,683 215,597
799,065 740,745
(9,835,127)  (10,317,300)
10,634,192 11,058,045
10,634,192 11,058,045

799,065 740,745

852 674

2002 2003"

(0.08) (0.12)

(0.87) (0.46)

5.90 5.87

5.78 6.02

0.04 0.04

13.31 14.93

0.194 0.291

2.85 3.20

71437 1,669.74
0.8278 0.8278
0.1722 0.1722

2004
KSHS'000
1,215,453
(375,443)
840,010
(415,482)

424,528

280,542
373,704
188,265
185,439
654,246

(9,892,771)

10,547,017

10,547,017
654,246

6.08
0.04
16.12
0.288
3.27

1,844.39

0.8278

0.1722

2005"

KSHSOOO

1,137,972

(1,350,672) .

(212,700)
(404,147)

(616.,847)

246,895
283,872
130.253
153,619
530,767

(10,509,618)
11,040,385
11,040,385

530,767

2005"

(0.40)
(0.54)

6.06
0.03
20.80
0.245
3.26

1,835.44

0.8278

0.1722

(12,201,692)

2006" 2007 2008°
KSHSO0O KSHSOOO KSHS'000
1,327,987 2,111,701 1,682,241
(1,441,603)  (2,796,796)  (2,738,713)
(113,616) (685,095)  (1,156,472)
(560,680) (544,855) 773,252
(674,296)  (1,229950) (383,220)
242,270 307,660 386,530
366,310 585,805 489,756
119,642 249,233 322,108
246,668 336,572 167,648
608,580 893,465 876,286

(14,261,133) (14,644,353)

12,810,272 15,154,598 15,520,639
12,810,272 15,154,598 15,520,639
608,580 893,465 876,286
673 608 739
2006 2007" 2008"
(0.19) (0.77) (132)
(oin (0.58) (034)
5.78 5.95 5.94
6.12 6.32 6.20
0.03 0.04 0.03
21.05 16.96 17.71
0.197 0.279 0.368
3.30 354 333
1,973.23 3,473.19 2,141.06
0.8278 0.8278 0.8278
0.1722 ai722 0.1722

2009°

KSHSO0O
1,891,042
(2,750,337)
(859,295)
(372,823)

(1,232,118)

392,937
526,084
215,566
310,518

919,021

(15.876,471)
86,607
16.708.885
16,795,492
919,021

706

0.03
18.28

0.235

2,678.53

0.8278
0.1722

2010
KSHS'000
1691.840
(3.978.885)
(2.287,045)
(374.822)

(2.661.867)

450,790
363,834
167,557
206,277

814,624

(18.538,538)
50633
19,302,329
19,352,962
814,624

2,427.32

0.8278
0.1722



APPENDIX!. MIWAN! SUGAR COMPANY
EXTRACTOF FINANCIAL STATEMENTS
STAJEMENT O f COMPREHENSIVE INCOME

7DTAI INCOME

TOTAL EXPENSES

EBIT

FINANCE COSTS/INCOME (NET)
TAXATION

LOSVPROFITAFTER TAXATION

STATEMENT OF FINANCIAL POSITION
NON-CURRENT ASSETS
CURRENT ASSETS

Inventories

Current Assets netoff Inventories
TOTAL ASSETS

SHARE HOLDERS'FUNDS
NONCURRENT LIABILITIES
CURRENT LIABILITIES
TOTAL LIABILITIES
TOTAL FINANCING

NUMBER OF EMPLOYEES

FINANCIAL RATIOS

ROA (EBIT/TOTALASSETS)

NPM (NET RROHT/TOTAL INCOME)
LOGARITHM OF TOTALASSETS

LOGARITHM OF TOTAL SALES

CURRENT RATIO (CA/Ct)

TOTAL DEBT TO TOTAL ASSETS RATIO
INVENTOAYTO TOTALASSETS RATIO
LOGARITHM OF SALES TO EMPLOYEES RATIO

SALES TO EMPLOYEES RATIO

CONTROLLING SHAREHOLDING

FOREIGN INVESTORS SHAREHOLDING

' 191}

KSHS'OCO  KSHS'000

1993 r

' PDIY/OI

IDIV/01

INUMI

INUMI

folv/ol

eoiv/oi

POIV/OI

101v/01

»V /01

ol

1994

1994"

+0IVv/01
FOIV/O1
INUMI
FNUMI
TOIvV/O1
FOIV/O!
FOIV/Ol
FOIv/ol
FOlv/ol

o il
0.49

1995

XSHS'000

1995
FOIv/0l
*DIV/0!
INUMI
INUMI
1o1v/ct
10Iv/01
1o1v/01
1o1v/01

101v/01

o il
0.49

1996

1996
DIV/0L
IDiV/0!
INUMI
INUMI
101v/01
IDIV/0!
101V/01
IDIV/0!

Kolv/ol

ol
0.49

f
r

r

1997

1997

1oIv/o1
IDIV/01
INUMI

INUMI

IDIV/0!
101v/01
1oIv/01
101v/01
HOIV/Ol

ol
0.49

1999"

KSHS'000 KSHS'000 KSHS'O0O

1991

101v/01
101v/01
9 INUMI

INUMI

101v/01

1o1v/01

FOIv/0l
r 101v/01

r 10Iv/01

ol
0.49

1999"
XSHS'000
$60594
(993079)

(332445)
(994284)

(1,326429)

431438
137414
434 38
93476
569352

(1249,178)

1418430

1418430

569352

1999°
(0i8)
(227)

s.76

0.0756 *
3.19
0.076S *
301

143029

ol
049

2000

XSHS'000

S29

2000

flolv/ol
10<v/0I
INUMI

INUMI

101v/01
101v/01
1oIv/ol

INUMI

ol
049

The company was putunder-receivership in 2001 with onl> operationbangcane farming In nucleus estate since then. Some data was not available

66

2001
KSHS'000
225,713

11,217461)

(991448)
(87,419)

(1479467)

352,988
42426
19423
23403

395,914

(3,687419)
1453,758
3429175
4482433

395,914

04142
1021
0.0503
2.63

426.68

051
049

2002°
XSHS'000
14,621
(602,126)
(587505)
(99.055)

1686,560)

288,775
7279
1630
5,749

296454

(4573579)
1583,177
35 86,456
4,669,633

296,054

2002

(148)

(4646)
547
4.16
0.0020
15.77
0.0052
151
32.49

051
0.49

2003
XSHS'000
57549
(514582)
(456533)

(107,109)

(564442)

234,155
6524
1530
5494

240,779

(4437,621)
1,081577
4496,423
5,178500

240,779

0.0016
2151
0.0064
242
82744

ol

2004

20,685
(585,949)
(565,064}
(122,534)

(687,598)

198,558
6,760
1,673
5,087

205,318

(5,625,219)
762,689
5,067,848
5,830,537

205,318

2004"
(2-75)
(32.92)
531
432
0X013
28.40
02)081
2.94

87031

ol
0.49

r
200%
KSHS'000
22500
(726447)
(703,747)

(142,472)

(846419)

167,335
$343
1573
3,370

172578

(6,471,437)
635,421
5948394
6,643315

172378

200s"

(4.08)

(37.61)
534
435
031008
38.54
03)097
3.05

1,125330

051
0.49

2006
XSHS'000
29501
(914380)
(885379)
(155388)

(W «,567)

132,016
2351
15692
1359

134367

(7512,004)
743386
6303,585
7546371
134367

2006"

(656)

(3551)
5.13
4.47
0.0004
56.66
033118
3.19
1,542.16

051
039

r
2007

KSHS'000
36,328

(1.138,480)

(1,102,152)

(172,161)

(1274,313)

99,402
6,192
1,592
4,600

105X 94

(8,786,312)

811X 71
8X80,035
8X91X06

105,594

2007
(10.44)
(35X8)

5X2
4i6
0.0008
84.21
0X151
3.28
1,912X0

ol

0X9

2008
KSHS'000
41398
(1,40),822)
(1363524)
(104358)

(1,464,782)

1384336
18,228
1,595
16330

13112361

(6,465394)
1480319
8388,236

10368,455

1502,861

69

2008"

(031)
(2931)

2009
KSHS'000
75,117
(2327,181)
(2352364)
(180375)

(2532,139)

1,752,745
23,435
1330
21,605

1,776,180

(12,127,124)
4588,308
9314,996

13303304

1,776,180

68

2003

(132)

13331)
625
438
0,0025
733
03010
3.04
1304.66

2010
KSHS'000
71,608
(2,490,760)
(2319352)
(166342)

(2585,994)

1544345
42,445
1382
41,063

1,687290

(14,713318)
4,755351
11,645357
16,400,408

1687390

2010

(1.43)

(36.11)
633
4.85

03036

05006
239
98033



APPENDIX 9: CHIMIUISUGAR COMPAM*
EXTRACT OP FINANCIAL STATEMENTS

STATEMENT OF COMPREHENSIVE INCOME*

TOTAUNCOMI

TOTAL EXPENSES

EBIT

FINANCE COSTS/ INCOME (NET)
TAXATION

LOSS/PROFIT AFTER TAXATION

STATEMENT OF FINANCIAL POSITION
NON-CURRENT ASSETS

CURRENT ASSETS

Inventories

Current Assets net off Inventories

TOTAL ASSETS

SHARE HOLDERS* FUNDS
NON-CURRENT LIABILITIES
CURRENT LIABILITIES
TOTAL LIABILITIES

TOTAL FINANCING

NUMBER OF EMPLOYEES

FINANCIAL RATIOS

ROA (EBIT/TOTAL ASSETS)

NPM (NET PROFIT/TOTAL INCOME)
LOGARITHM OF TOTALASSETS

LOGARITHM OF TOTAL SALES

CURRENT RATIO (CA/CL)

TOTAL DEBT TO TOTALASSETS RATIO
INVENTORY TO TOTAL ASSETS RATIO
LOGARITHM OF SALES TO EMPLOYEES RAW
SALES TO EMPLOYEES RATIO

CONTROLLING SHAREHOLDING (GOK)

FOREIGN INVESTORS SHAREHOLDING

1993 *

tSHS'000
589,881

1660,989)
28,892
6,112

(17,460)
17,544

312,240
333,708
171,088
162,620

645,948

329,728

38,376
277,844
316,220
645,948

1,510

0.9711

0.0289

1994+

KSHS'000
1,058,036

(1,009,678)
48,358
22,758

(15,000)
56,116

343,869
353,645
228,294
125,351
697,514

381,379

88,376
227,759
316,135
697,514

1,505

1994°
0.07
0.05
5.84
6.02
1.55
0.45
0.327

703.01

0.9711

0.0289

1995
KSHS'000
1,333,301
(1,238,612)
94,689
9,220
(34,634)
69,275

417,266
369,696
261,405
108,291

786,962

446,625

70,000
270,337
340,337
786,962

1,430

1995

0.05

5.90

1.37

0.43

0.332
2.97

932.38

0.9711

0.0289

1996
KSHS'000
1,615,656
(1,461,899)
163,757
1,279
(42,322)

122,714

592,216
412,453
282,122
130,331
1,004,669

553,017
70,000
381,652
451,652
1,004,669

1,430

1996
0.15
0.08
6.00
6.21
108
0.45
0.281

3.05

1129.83

0.9711

0.0289

No employment data was available for years 1993 to 1998 and estimates were obtained

1997
KSHS'000
1,939,105
(1,698,587)
240,518
(23,957)
(36,002)

180,559

2,064,848
673,628
439,084
234,544

2,738,476

2,011,310
106,000
621,166
727,166

2,738,476

1365

1997
0.09

6.44
6.29
1.08
0.27

0.160

3.15

1420.59

0.9711

0.0289

isn
KSHS'000

1,701,078
(1,842,907)
(141,829)
(65,3121

(207,1411

2,090,846
612,728
363,933
248,795

2,703,574

1,817,269
50,000
836,305
886,308
2,703,574

1,350

1998"
(0.05)
(0.12)
6.43
6.23
0.73
0.33
0.135
3.10

1260.06

0.9711
0.0289

1999
KSHS'000
2,018,209
(1,988,086)
30,123
(59.637)

(29,514)

2,317,169
426,167
248,547
177,620

1743,336

1,784,527
25,000
933,809
958,809
1743,336

1,329

1999*
0.01

(0.01)
6.44
6.30
0.46
0.38

0.091
3.18

1,518.59

0.9711

0.0289



2000°
KSHS'000
2,247,410
(2,041,186)
206,224
(59.697)
(18.827)

127,700

2,319,134
610,992
313,833
297,159

2,930,126

1,653,580

353,712
1,022,834
1,376,546
2,930,126

1*227

r
2000

0.07

1,831.63

03711

0.0289
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2001

KSHS'000
1,578,442
(1,532,065)
46,377
(42,906)
(10,642)

(7.171)

2,335,167
659,353
377,805
281,548

2,994,520

1,642,096

363,900
1,088,524
1452,424
2,994,520

1122

2001
0.02

(0.00)

6.20
0.61
0.49
0.126
3.15

1*406.81

0.9711
0.0289

2002

KSHS'000
1,602,520
(1,729,640)
(127,120)
(38,326)
55,453

(109,993)

2,325,916
822*450
617,098
205,352

3,148,366

1,432,103

308,678
1,407,585
1,716,263
3,148,366

1*119

2002
(0.04)
(0.07)
6.50
6.20
0.58
0.55
0.196
3.16

1,432.10

03711
0.0289

2003"

KSHS'000
1,747,525
(2,087,277)
(339,752)

6,095
88,005

(245,652)

2,384,587
446,801
282,599
164,202

2,831,388

1%227,543

287,757
1,316,088
1,603,845
2,831,388

1,164

0.34
0.57
0.100
3.18

1,501.31

03711
0.0289

2004"

KSHS'000
1,727,569
(1,788,992)
(61,423)
7.Us
22,168

(32,140)

2*323*879
460,351
268,977
191,374

2,184,230

1195,403
619,065
969,762

1*588*827

2,784,230

1,092

0.47
037
0.097
3.20

1,682.02

0.9711
0.0289

r
2005
KSHS'000
2,143,540

(2,083,271)

60,269
(1966)
(24.510)

33,793

2,099,287
677,520
283,145
394,375

2,776.807

1%229,196

352,242
1*195,369
1*547.,611
2,776,807

1,019

2005
0.02
0.02

6.33
0.57
0.56
0.102
3.32

2,10337

0.9711
0.0289

2006
KSHSO0O
2,455,715
(2,578,805)
(123,090)
2,720
11,493

(108,877)

2,166,559
605,978
301,855
304,123

2*772,537

1*120*319
659,302
992,916

1652,218

2,772,537

1019

2006
(0.04)
(0.04)

6.44
6.39
0.61
0.60
0.109

3.38

2,409.93

0.9711
0.0289

2007
KSHS'000

2,432,959

(2.334,582)
98,377
21,560

(33,976)
85,961

1,950,979
930,272
368,403
561869

2,881,251

1,206,280

536,643
1,138,328
1,674,971

2,881251

976

2007
0.03
0.04
6.46
6.39
0.82
0.58
0.128
3.4C
2,492.75

0.9711
0.0259

2008
KSHS'000
2,510,654
(2,702,355)
(191,701)
(10,844)
196,592

(5.953)

2,953,420
945,893
522,934
422,959

3,899,313

1,635,979
1,186,413
1076,921
2,263,334

3,899,313

0.58
0.134
3.41
2,580.32

0.9711
0.0289

2009
KSHSO0O
1.676,479
(2,640,823)
(964.,344)
(21,872)
255,728
(730,488)

1777,828
843,493
508,026
335,467

3,621321

887,986
757,970
1975,365
1733,335

3,621321

0.43
0.75
0.140
328
1,890.06

0.9711
0.0289

2010
KSHS'000
1,759,459
(2,296,902)
(537,443)
(58,019)
171,799

(423,663)

2,920,340
716,544
478,678
237,866

3.636.884

464,323
541,197
2,631,364
3,172,561

3.636.884

0.27
0.87
0.132
3.30
1,974.70

0.9711
0.0289



APPENDIX 10 :MUMIAS SUOARCOMPANY
EXTRACT OP FINANCIAL STATEMENTS

STATEMCNT OP COMPREHENSIVE INCOME 1093 um' 19951 1096 1997 1998' 1999' 2000" 2001 *
KSHS00Q ~ KSHSO00 ~ KSHSO00  ksusooo  KSHSIXX) ~ KSHSOOO — KSHSOOO — KSHSOO0O  KSHSTXX)
TOTAL INCOME X157,704 5,087,741 5557003 6.171,027 6575758 6,196927 6450967 9,068570  6,777.113
TOTAL EXPENSES (3,005,424) (4,649504) (4,428.154) (s.280,807) (5,874187) (5816(530) (4944.175) (8,380,896) (5.645,439)
EBIT 152280 438237 1128849 890,130 701571 380397 506792 1587,674 1131674
FINANCE COSTS/ INCOME (NET) 23s8)  (49.424)  (16955)  (91627)  (387,426) (385.149)  (551.349)  (212,135) (4,774)
EXCEPTIONAL ITEMS . . (449,189)  (230.856)  (185,703)  (108.642) . (441271)  (441,679)
TAXATION (CHARGE)/ CREDIT 262,901 315970 (230149) (122.386)  (32570)  (25468) 14505  (304,054)  (202.421)
LOSSIPROFIT AFTERTAXATION 192826 704783 881,745 676117 281575  (3a220)  (30,052) 1071.485 924,479
STATEMENT OF FINANCIAL POSITION
101-CURRENT ASSETS 2,784,752 3099532 3,858,841 5850229 67353312 6307436 6.020420 5748422 6,521,693
CURRENT ASSETS 1681723 2205147 1802714 2130274  1889,049 2246675 3231990 X483834 3,693,443
hvwitoriM 574707 931,393 1,028125 736789 923546 1444523 2.364218 1395727 2,527,465
Current Assets net of1 Lnventories L107,016 1,273,754 774,589 1.402,485 965,503 802.152 867,772 1,088,107 X165,978
TOTAL ASSETS 4466475 5304679 5661555 7,998.503 8,242.361 8.554.111 9252410 8,232,256 10,215,136
SHAREHOLDERS' FUNDS 3493800 4,199,662 4,477,036 5118368 5206852 3,999,898 3885642 4,221,015  5354,095
NON-CURRENT LIABILITIES . 324063 1.033,620 884929 1282188 2.107.475 2016370  2.121663
CURRENT LIABILITIES 972675  1,105017 860,456 1846515 2,150,580 3,072.025 3,250,203  X994871  2.739,378
TOTAL LIABILITIES 972675 1105017 1.184519 2,880,135 3,035500 4,554,213 5366768 4011241  4,861.041
TOTAL FINANCINO A466.475 5304679 5661555 7,996.503 8,242.361 8,SS4,111  0.252.410 8232,256 10,215,136
NUMBER OF PERMANENT EMPLOYEES 5,111 5,073 5.032 4925 4836 4.662 4531 3,020 3,040
FINANCIAL RATIOS 1993' 1994' 1995 1996 1997 1998’ 1999' 2000' 2001
ROA (EBIT/TOTAL ASSETS) 003 0.06 0.20 011 0.09 0.04 aos 0.19 an
NPM (NET PROF IT/TOTALINCOME) 0.12 0.14 0.16 0.11 0.04 (0.00) (0.00) 0.11 al
LOGARITHM OF TOTAL ASSETS 6.65 6.72 6.75 6.90 6.92 633 6.97 6.92 .01
LOGARITHM OF TOTAL SALES 550 6.71 6.74 6.79 6.82 6.79 6.81 7.00 6.83
CURRENT RATIO (CA/CL) 173 200 2.10 116 0.88 0.69 0.99 1.25 X35
TOTAL DEBTTO TOTAL ASSETS RATIO 0.22 0.21 0.21 0.36 0.37 0.3 058 049 0.48
INVENTORY TO TOTAL ASSETS RATIO 0.1287 0.1756 0.1816 0.0921 0.1120 0.1689 0.2555 0.1695 0.2474
LOGARITHM OF SALES TO EMPLOYEES RATIO 219 3.00 3.04 3.10 3.13 312 3.15 3.41 332
SALESTO EMPLOYEES RATIC 617.83 100291  1,10433 125300  1359.75  1329.24 142374 254300  2,00X70
CONTROLLING SHAREHOID NG 0.7076 0.7076 0.7076 0.7076 0.7076 0.7076 0.7076 0.7076 0.5868
FOREIGN INVESTORS SHAREHOLDING 0.216 0.216 0.216 0.216 0.216 0.216 0.216 0.216 0.0328
OTHER SHAREHOLDING 0.0764 0.0764 0.0764 0.0764 0.0764 0.0764 0.0764 0.0764 0.3804
NB

FROM 1993 TO 2000, THE CONTROLLING SHAREHOLDING WAS THE GOVERNMENT, THEN THERE AFTER ITWAS THE PUBUC FOLLOWING PRIVATIZATION IN YEAR 2001

68

2002
KSHS000

7847233

(7.651,265)
195,968
(5% 323)
(39,003)
(39.436)
104.209

6,220,884
3,38X228

3,383,228
9,604.112

5,08X736
X973.448
X544,928

340
2,521.29

0.5868
0328
0.3804



2003
KSHS'000
1.668.215
(7,800,698)
(132 483)
)

)

5813,723
3,208,130
1231,479
1.976,651
9,021,853

4,865,654
1,818,756
2,337,443
4,156,199
9,021,853

2978

2003r

(0.01)
(0.01)
6.96
6.88
L37
046
0.1365
341
257495

0.5868
0.0328
0.3804

2004
KSHS000
9,837,091
(8,542,479)
1,294,612
150,430
(306,492)
(347,099)
1,007,943

5,547,628
3,599,709

840,943
2,158,766
9,147,337

5,402,105
1,921,217
1,824,015
3,745,232
9,147,337

2,189

2004f

0.14
011
6.96
6.99
197
041
0.0919
355
3,527.10

0.5868
0.0328
0.3804

2005
KSHS000
10,154,708
(8,356,382)
1,798,326
45,055
(553,451)
1,289,930

5,851,910
3,645,664

944,732
2,100,932
9.497,574

6,080,035
1,808,854
1,608,685
3,417,539
9,497,574

1992

2005

0.19
0.13
6.98
701
221
0.36
0.0995
3
5097.74

0.5868
0.0328
0.3804

2006
KSHS'000
11,658,772
(9,600,242)
2,058,530
161,359
(693,274)
1,526,615

7,426,083
4445423
689,843
3,755,580
11871,506

7,709,049
2,155,414

2006
017
0.13
7.07
7.07
221
035
0.0581
381
6,416.50

0.5868
0.0328
0.3804

2007
KSHS000
14424535
(4544,055)
188C.480
25414

(515,283)
1393611

8,243,773
3,675.096
518,679
3,157.417
11.916.869

4337,660
1,965,833
1,613,376
3,579,209
11.916.80

1,850

2007
0.16
013
7.08
7.02
2.28
0.30
0.0435
375
$,634.88

0.764
4036
0.20

2001 2009
KSHS000  KSHS'000
12,055,652 11,840,933
(10.389.556)  (10.756.507)
1.666.096 1,084,426
(76,892) 108,735
(375,367) 416.811
1213837 1609972
9,578,476 12,375,878
4574100 5,099,837
1,086,254 796,096
3,487,846 4,303,741
14,152576 17,475,715
9,041,497 10,039,469
1,712,983 3,675.907
3,398,096 3,760,339
5111.079 7,436,246
14,152,576 17,475,715
1.606 1.700
2008* 2009
au 0.06
aio 414
715 124
7.08 707
1.35 1.36
436 443
0.0768 0.0456
3.88 384
7,506.63 6,965.25
0.7581 47621
0.0419 40379
420 420

2010
KSHS1000
15,647 815
(13,503,276)
2,144,539
35,335

(607,491
1572383

11,834276
6,495.834
955,078
5,544756
18,334.110

10,999,852
4,084,237
3,250,021
7,334258

18,334U0

1523

2010
0.12
0.10
1.26
7.19
100
440
0.0521
4.01
10,274.34

47621
40379
0.20



APPENDIX 11:MOIA SUGAR COMPANY
WTRAC1 Of FINANCIAL STATEMENTS

STATEMENT OF COMPREHENSIVE INCOME

TOTALINCOME

TOTAL EXPENSES

EBIT

FINANCE COSTS/INCOME (m )
TAXATION

LOSS/PROFIT AFTER TAXATION

STATEMENT OF FINANCIALPOSITION
NON-CURRENT ASSETS
CURREITASSETS

Ktvw fattt

Current Assets net off Inventories
TOTAL ASSETS

SHARE HOLDERS'FUN OS
NON-CURRENT UABILITIES
CURRENT LIABILITIES
TOTAL LIABILITIES
TOTAL FINANCING

NUMBER OF EMPLOYEES

FINANCIAL RATIOS
ROA(E8BIT/TOTAIASSETS)

NPM (NET PROFIT/TOTAL INCOME)
LOGARITHM OF TOTAL ASSETS

LOGARITHM OF TOTAL SALES

CURRENT RATIO (CA/CL)

TOTAL DEBT TO TOTALASSETS RATIO
INVENTORY TO TOTALASSETS RATIO
LOGARITHM Of SALES TO EMPLOYEES RATIO
SALES TO EMPLOYEES RATIO

CONTROLLING SHAREHOLDING (GOK)
FOREIGN INVESTORS SHAREHOLDING

1993
KSHStXX)

367,749
(736,327)
(368,578)
(189,677)

(558,455)

3,743,215
248,227
129,903
118,324
3,991,442

(1,329,985)
3,611,138
1,710,289
5,321,427
3,991,442

2,540

1993
(0.09)
(1.52)

6.60

0.15
1.33

’ m
144.78

0.9887
0.0113

1994
KSHStXX)
743,903

1995"

KSHStXX)
981,379

(1,163,353) (1,337,470)

1449,450)

(368,195)

(817,645)

4,472,833
410,300
165,548
244,752

4,883,133

(2,229,234)
3,800,465
3,311,902
7,112,367
4,883,133

2,540

1994
(0.09)
(1.10)

6.69

i/

1.46

0.034
2.47
292.88

0.9887

0.0113

1356,091)
(510,829)

(866,920)

4,527,923
596,909
168,457
428,452

5,124,832

(3,059,112)
3,422,251
4,761,693
8,183,944

5,124,832

2,360

1995°"

(007)
(0.88)
6.71
5.99
013
1.60
0.033
2.62
415.84

0.9887
0.0113

19961
KSHStXX)
932,498
(1,228,629)

1296,131)

(734,083)

(1,030,214)

5,293,795
750,910
194,841
556,069

6,044,705

(4.108,270)
3,284,420
6,868,555

10,152,975
6,044,705

2,360

1996°

(005)

(o)
6.78

0.032
2.60
395.13

0.9887

0.0113

Noemployment data was available for years 1993 to 1938 and estimates were obtained

1997
XSHStXX)
738,506
(1,331,062)

(592.556)
(784,210)

(1,376,766)

5,293,803
590,889
205,998
384,891

5,884,692

(5509,704)
3,058,327
8,336,069

11,394,396
5,884,602

2,275

1997%
(0.10)
(1.86)
6.77
5.87
007
1.94
0.035
2.51
324.62

0.9887
0.0113

1998"
XSHS'C00
1,164,547
(1,725,262)
(560,715)

(1,220,109)

(1,780,824)

5,639,357
689,369
244,890
444,479

6.328,726

(7.414,533)
2,524,749

11,218,510

13,743,259
6,328,726

2,215

1999"

XSHStXX)
1,363,645

(1,847,740)

(484,005)

(1,030,313)

(1,514,408)

7,469,630
535,897
248,207
287,690

8,005,527

(7,719,949)
2,135,759

13,589,717

15,725,476
8,005,527

2,145

1999°

(0.06)

(1.11)
6.90

0.04
1.96
0031
2.80
635.73

0.9887
0.0113

i)

XSHStXX)
2,098,242

(2.012.281)
85,961

(504,468)

(418,507)

7,622,439
539,211
311,752
227,459

8,161,650

(7,794,366)
1,678,963

14,277,053

15,956,016
8,161,650

2,036

(0.20)
6.91
6.32
0.04
1.95
0.038
3.01
1,030.57

0.9887

0.0113

69

il

XSHS'000
1,156,634
(1,409,712)
(253,078)
(478,887)

(731,965)

7,565,948
591,662
371,967
219,695

8.157,610

(8.532,473)
948,588
15,741,495
16,690,063
8,157,610

1,956

)]

(0.03)
(0.63)
6.91
6.06

4
2.
0.046

2.77
591.33

0.9887

0.0113

p())

XSHStXX)
1,564,945
(X 625,672)

(60,727)

(378,953)

(439,680)

7,494,511
539,616
391,404
148,212

8,034,127

(8,972,153)
703,144

16,303,136

17,006,280

8,034,127

1,896

()

(0.01)

(0.28)
6.90
6.19

0.049

2.92
825.39

0.9887

0.0113

2003"

KSHS'000
1,661,996
(1,720,729)
(58,733)
(132,713)

(191,446)

7,360,567
803,440
446,037
357,403

8,164,007

(9,064,583)
246,099
16,982,491
17,228,590
8,164,007

1,789

2003"

(0.01)
(0.12)

@2
A

2.97
929.01

0.9887

0.0113

2004°
KSHS'000

2,361,617

(1,849,967)
511,650

(83,869)

(128,334)
299,447

7,230,355
1,106,256
429,104
677,152
8,336,611

(8.765,136)
324,000
16,777,747
17,101,747
8,336,611

1,694

2004
0.06
0.13
6.92
637
0.07
2.05

0.051

3.14

1,394.11

0.9887

0.0113

i)}

KSHS'000
2,711,211
(2,645,651)
65,560
(118,405)

(52,845)

7,138,867
1,387,097

384,133
1,002,964
8,525,964

(9,695,270)
300,000
17,921,234
18,221,234
8,525,964

1,590

a

(0.02)
6.93
6.43
0.08
2.14

0.045
3.23
1,705.16

0.9887

0.0113

2006"
KSHS'000
2,809,406
(2,584,534)
224,872
(145,391)
(20.814)

58,667

7,321,771
1,668,647

374,797
1,193,850
8,890,418

(9,686,680)

18,577,098

18,577,008
8,890,418

1,598

2006"

@

6.95
6.45
0.08
2.09
0.042
3.28
1,758.08

0.9887

0.0113

2007
XSHStXX)
2,471,861
(2,606,012)
(134,151)
(223,442)

(357,593)

7,280,364
1,606,191

383,264
1,222,927

8,886,555

(11,308,762)

20,195,317
20,195,317
8,886,555

1,380

1,791.20

0.9887

0.0113

2008
KSHS000
2,594,812
0.919,015)
(334,203)
(17,208)

(351,411)

7,345,268
1,695,482
740,403
955,079
9,040,750

(11,346,207)
20,386,957
20,386,957

9,040,750

1,307

2008"
(0.04)
(0.14)
6.96
6.41
0.06
2.26
0.082
3.30

1,965.32

0.9887

0.0113

2009°
XSHStXX)
3,776,922
(3,802,767)
(25,845)
6,302

(19,543)

7,322,371
1,803,807

712,287
1,091,520
9,126,178

(11,602,422)
20,728,600
20,728,600

9,126,178

1,264

2009+
(0.00)
(0.01)
6.96
6.58
0.09
127
0.078
3.48

2,988.07

0.9887

0.0113

0

KSHS'000
4,448,063

(3.927,780)
520,283

(480,254)

40,029

6,153,341
4,805,577

847,671
3,957,906

10,958,918

(9,836,957)
20,795,875
20,795,875
10,958,918

1,068
7.04
6.65
0.23
1.90
0.077

3.62
4164.85

0.9887

0.0113



APPENDIX 13:SOUTH STANZA SUBAX COMPANY
EXTRACT OF fINANCIAt STATEMENTS

STATEMENT OF COMPREHENSIVE INCOME * 1993 1994
KSHSOOO  KSHS'000
TOTAL INCOME 734,341 1,398,724
TOTAL EXPENSES (736,347)  (1,245,838)
wiT 57,994 152,886
FINANCE COSTS/INCOME (NET] (197,708) (41,036)
TAXATION
LOSS/PROFIT AFTER TAXATION (139.711)  111.850
STATEMENT OF FINANCIAL POSITION
ROH-CURRERT ASSETS 651,600 701,586
CURRENT ASSETS 545,399 717,312
Inventories 246,481 309,804
Current Assets net off Inventories 298,918 407,508
TOTAL ASSETS 1,196,999 1,418,898
SHARE HOLDERS'FUNDS 129,026 236,305
NON-CURRENT LIABILITIES 706,261 614,227
CURRENT LIABILITIES 361,712 568,366
TOTAL LIABILITIES 1,067,973 1,182,593
TOTAL FINANCING 1,196,999 1,418,898
NUMBER OF EMPLOYEES 2,115 2,115
FINANCIAL RATIOS 1993 1994
ROA (EBIT/TOTAL ASSETS) 0.05 0.11
NPM (NET PROFIT/TOTAL INCOME) (0.18) 0.08
LOGARITHM OF TOTAL ASSETS 6.08 6.15
LOGARITHM OF TOTAL SALES 5.90 6.15
CURRENT RATIO (CA/CU LSt 1.26
TOTAL DEBT TO TOTAL ASSETS RATIO 0.89 0.83
INVENTORY TO TOTAL ASSETS RATIO 0.21 0.22
LOGARITHM OF SALES TO EMPLOYEES RATIC 2.57 2.82
SALES TO EMPLOYEES RATIO 375.57 661.34
CONTROLLING SHAREHOLDING (GOK) 0.998 0.998
FOREIGN INVESTORS SHAREHOLDING 0.002 0.002

1995 1996
KSHS'000  KSH5000
1,491,021 2,069,087
(1,313,021) (1,749,068)
178,000 320,019
(56,649)  (107,462)
121,351 212,557
805,938 746,844
890,678 L 114,100
334,675 327,400
556,003 786,700
1,696,616 1,860,944
362,273 569,875
688,633 594,324
645,710 696,745
1334,343 1,291,069
1,696,616 1,860,944
2,050 2,050
1995 1996
0.10 0.17
0.08 0.10
6.23 6.27
6.17 6.32
138 1.60
0.79 0.69
0.20 0.8
2.86 3.00
72733 1009.31
0.998 0.998
0.002 0.002

Rio employment date was available foryears 1993to 1993 and estimates were obtained

1997+ 1998" 1999 2000 2001 2002 2003
KSHS'000  KSHSOOO ~ KSHS'000 ~ KSHS'000  KSHSOOO — KSHSOOO — KSHS'000
1,802,323 1,900,307  2.131,395 1,889,052 1,226,941 2,103,631 1,578,131
(1,878,138) (1,969,307) (2,219,397) (2,043,779) (1,501,67S) (2,079,027) (2,033,656)
(75.815) (69,000) (88,002)  (154,727)  (274,734) 24,604 (455,525)
(113,369)  (127,022)  1151,969) (85.195) (95.934) (99.149) (70,548)
(189,184)  (196,022)  (239,971)  (239,922)  (370,668) (74.545)  (526,073)
885,561 906,278 906,397 2,473,729 2,346,476 2,674,385 2,450,117
1,107,894 1,035,227 975,483 1,017,317 857,119 1,129,687 1,033,730
461,803 550,095 488,992 498,966 489,694 556,543 470,806
646,091 485,132 486,491 518,351 367,425 573,144 562,924
1,993,455 1,941,505 1,881,880 3,491,046 3,203,595 3,804,072 3,483,847
362,852 173,113 (65,276) 1,264,510 893,842 1,279,010 816,470
531,829 514,977 445,904 468,277 504,181 337,424 491,035
1,098,774 1,253,415 1,501,252 1,758,250 1,805,572 2,187,638 2,176,342
1,630,603 1,768,392 1,947,156 2,226,536 2,309,753 2,525,062 2,667,377
1393,455 1,941,505 1,881,880 3,491,046 3,203,595 3,804,072 3,483,847
1,900 1,800 1,763 1,678 L551 1,442 1,345
1997 1998" 1999 m ZD]. m 2003
(0.04) (0.04) (0.05) (0.04) (0.09) 0.01 (0.13)
(0.10) (0.10) (0.11) (0.13) (0.30) (0.04) (0.33)
630 6.29 6.27 6.54 6.51 6.58 6.54
6.26 6.28 613 6.28 6.09 6.32 6.20
101 0.83 0.65 0.58 0.47 0.52 0.47
0.82 0.91 1.03 0.64 0.72 0.66 0.77
0.23 0.28 0.26 0.14 0.15 0.15 0.14
2.98 3.02 3.08 3.05 2.90 3.16 3.07
948.59 1055.73  1,208.96 1,125.78 791.06 1,458.83 1,173.33
0.998 0.998 0.998 0.998 0.998 0.998 0.998
0.002 0.002 0.002 0.002 0.002 0.002 0.002
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2004
KSHSO00
2,394,260
(2.262,256)
132,004
(83,942)

48,062

2,324,794

L 277,099
405,302
871,797

3,601,893

946,569
550,162
2,105,162
2,655,324

3,601,893

1,266

2004"
0.04
0.02
6.56
6.38
0.61
0.74
0.11
3.28
L891.20

0.998
0.002

2005

KSHSOOO
2,983,134

(2,653,030)
330,104

(42,999)

287,105

2,794,995

711,892
424,575
287,317
3,506,887

1,221,020

509,275
1,776,592
2,285,867

3,506,887

1,315

2005 "

0.09
0.10
6.54
6.47
0.40
0.65
0.12
3.36
2,268.54

0.998
0.002

2006
KSHSO00
2,585,355
(2,804,278)
(218,923)
(29,960)

(248,883)

2,835,018

623,491
409,538
213,953
3,458,509

930,861
466,101
2,061,547
2,527,648

3,458,509

L339

0.12
3.29
L930.81

0.998
0.002

2007
KSHSO0O
2,935,625
(2.799.486)
136,139
(39,163)

96,976

2,602,319

554,562
325,302
229,260
3,156,881

1,027,836

596,005
1,633,040
2,129,045

3,156,881

L322

2007"

0.36
0.67
0.10
3.35
2,220.59

0.998
0.002

2008
KSHS'000
2,757,149
(2,784,548)
(27,399)
(41,709)

(69,108)

2,708,964

817,349
568,201
249,148
3,526,313

985,513
563,193
1,977,607
2,540,800

3,526,313

L303

2008*
(0.01)
(0.03)
6.55
6.44
0.41
0.72
0.16
3.33
2,116.00

0.998
0.002

2009 2010
KSHSOOO  KSHS'000

3,233,933 3,501,107
(3.152,259) (3,220,877)
81,674 280,230
(37,999) -38629
(19.815) (56.318)
23,860 185,283
2,288,354 2,263,420
1,172,426 1,557,204
384,315 486,967
788,111 1,070,237
3,460,780 3,820,624
937,228 1,140,715
739,032 740910
1,784,520 1,938,999
2,523,552 2,679,909
3,460,780 3,820,624
1,282 1161

20009r m
0.02 0.07
0.01 0.05
6.54 6.58
6.51 6.54
0.66 0.80
0.73 0.70
0.11 0.13
3.40 3.48
2,522.57 3,015.60
0.998 0.998
0.002 0.002



APPENDIX13 :WESTKENYA SUGAR COMPANY
EXTRACT OF FINANCIAL STATEMENTS

STATEMENT OP COMPREHENSIVE INCOME 1993 1 1994 1995 1996 ' 1997 1998 1999 2000 2001" 2002’ 2003 2004 2005 2006 2007 2008 2009 2010
KSHS'000 KSHS'000 KSHS'000 KSHS'000 KSHS'000 KSHS'000 KSHS'000 KSHS'000 KSHS'000 KSHS'000 KSHS'000 KSHS'000 KSHS'000 KSHS'000  KSHS'000  KSHS'000  KSHS'000  KSHS'000
TOTAL INCOME 112,963 187,824 197,752 502,995 561,575 659,499 608,488 755,625 911,143 1,292,339 2,028,156 1,724,006 2,656,720 4,383,311 5,106,891
TOTAL EXPENSES (102,731) (163,043) (183,064)  1452,156) (510,536) (607,595) (551,990) (635,860) 1785,128) 11,092,989) (1,528,901) (1,340,081) (1,933,731) (3,181,135) (3,795,096)
EBIT 10.232 24,781 14,688 50,839 51,039 51,904 . 56,498 119,765 126,015 199,350 499,255 383,925 722,989 1,202,176 1,311,795
FINANCE COSTS/INCOME (NET) (6,847)  (11.291)  (12,252) (12,741) . - (10,639) (3.251) (5.741) (23,516) (17,878) (83,041)  (254,645)  (189,789) (117.129)
TAXATION . . . 2,279 (5.026) (9.196) 5,452 (45,123) 134,022) (41,664) (147,146) (68,791) (168,526) (305,134) (359.864)
LOSS/PROFITAFTER TAXATION 3,385 13,490 2.436 40377 46,013 42,708 - 51,311 71,391 86,252 134,170 334,231 232,093 299,818 707,253 834,802
STATEMENTOf FINANCIAL POSITION
NON-CURRENT ASSETS 140,301 142,661 175,016 226,425 768,598 705,937 562,493 563,234 707,732 162,565 1,355,899 3,543,931 3,690,349 3,721,207 3,947,287
CURRENT ASSETS 17,904 46,702 59,941 75,635 93,450 163,018 . 164,604 . 335,876 288,791 255,425 1,003,039 128,738 701,404 1,061,200 1,653,829
Inventaries 1,463 3,394 9,745 14,373 40,783 22,293 25,647 104,263 41,648 44,749 49,832 52,625 155,192 292,801 778,457
CurrentAssets netoff Inventories 16,441 43.308 50,196 61,262 52,667 140,725 138,957 231,613 247,143 210,676 953,207 76,113 546,212 768,399 875,372
TOTAL ASSETS 158,205 189,363 234,957 302,060 862,048 868,955 . 727,097 . 899,110 996,523 1,417,990 2,358,938 3,672,669 4,391,753 4,782,407 5.601.116
SHARE HOLDERS'FUNDS 20,398 33,888 36,323 138,136 698,092 679,933 402,828 513,512 590,431 715.956 1101,208 963,968 1,263,786 1,809,039 2,593,163
NON-CURRENT LIABILITIES 129,704 152,092 183,114 116,728 55.814 56,390 233,829 174,575 236,687 482,122 1,014,669 2,365,241 2,395,345 2,087,683 1,665,980
CURRENT LIABILITIES 8,103 3,383 15,520 47,196 108,142 132,632 90,440 211,023 169,405 219,912 243,061 343,460 732,622 885,685 1,341,973
TOTAL LIABILITIES 137,807 155,475 198,634 163,924 163,956 189,022 . 324,269 . 385,598 406,092 702,034 1,257,730 2,708,701 3,127,967 2,973,368 3,007,953
TOTAL FINANCING 158,205 189,363 234,957 302,060 862,048 868,955 * 727,097 . 899,110 996,523 1,417.990 2,358,938 3,672,669 4,391,753  4,782.407 5.601.116
NUMBER OF EMPLOYEES 393 406 414 424 487 534 541 212 389 397 410 436 423 440 402 457 486 505
FINANCIAL RATIOS 1993 1994 1995" 1996 * 1997 1998 1999 2000 2001 2002 2003 2004 2005" 2006 ~ 2007" 2008" 2009 2010
ROA (EBIT/TOTALASSETS) 0.06 0.13 0.06 0.17 0.06 0.06 HDIV/0l '«DIV/0I 0.08 r#DIV/0! 0.13 0.13 0.14 0.21 0.10 0.16 0.25 0.23
NPM (NET PROFIT/TOTAL INCOME) 0.03 0.07 0.01 0.08 0.08 0.06  4DIV/0! r#DIV/OI 0.08 r#DIV/0! 0.09 0.09 0.10 0.16 0.13 0.11 0.16 0.16
LOGARITHM OF TOTAL ASSETS 5.20 5.28 5.37 5.48 5.94 5.94 RNUM! ' 4NUMI 5.86 r NNUMI 5.95 6.00 6.15 6.37 6.56 6.64 6.68 6.75
LOGARITHM OF TOTAL SALES 5.05 5.27 5.30 5.70 5.75 5.82 ONUMI r 4NUM! 5.78 ' JINUMI 5.88 5.96 6.11 6.31 6.24 6.42 6.64 6.71
CURRENT RATIO (CA/CL) 2.21 13.80 3.86 1.60 0.86 1.23  ADIV/01 "#DIV/0! 1.82 r#DIV/0! 159 1.70 1.16 4.13 0.37 0.96 1.20 1.23
TOTAL DEBTTO TOTALASSETS RATIO 087 0.82 0.85 0.54 0.19 0.22  4DIV/0L r«DIV/0OI 0.45 '4D1V/01 0.43 0.41 0.50 0.53 0.74 0.71 0.62 0.54
INVENTORY TO TOTALASSETS RATIO 0.0092 0.0179 0.0415 0.0476 0.0473 0.0257  HDIV/OL * KDIV/01 0.0353 r HDIV/0L 0.1160 0.0418 0.0316 0.0211 0.0143 0.0353 0.0612 0.1390
LOGARITHM OF SALES TO EMPLOYEESRATIC 2.46 267 2.68 3.07 3.06 3.09 #NUMI r #NUM! 3.19 " UNUMI 3.27 3.32 3.49 3.66 3.63 3.76 3.96 4.00
SALES TO EMPLOYEES RATIO 287.44 462.62 477.66 1186 .31 1163.13 1235.02 0.00 0.00 1,564.24 * 1,842.99 2,089.78 3,055.17 4,609.45 4,288.57 5,813.39 9,019.16 10,112_66
CONTROLLING SHAREHOLDING 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
FOREIGN INVESTORS SHAREHOLDING 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0

No employment data was available lor years 1993 to 1998 and estimates were obtained

71



APPENDIX 14: AVERAGE FOR PUBUC SUGAR COMPANIES

FINANCIAL RATICS 1963 1004 1965 1% 107 198 199 2000
ROA (E51T /70 TAIASSETS) (00014) (0009) 00125 006% (00035) (0.0510) (0.0263) (0.0675)
NPM (NET PAGFIT/TO TAIINGONE) 04)  (029) (023 (02 (0471 (6) (%) (05
LOGARITHM OF TOTAL ASSETS 629 63 6% 641 65 65 657 663
LOGARITHM OF TOTAL SALES 590 611 616 627 624 66 635 636
CURRENT RATIO (CArGL) 09 0% 0% 100 0% 081 055 083
FOTAL DEBT TO TOTAL ASSETS RATIO 092 0% 100 103 110 124 18 15
07 04 0l6 01 013 013 o1l 01l

LOGARITHM OF SALESTO EMPLOYEES RATIO 2-58 2.79 2-87 2.98 3.X 3.04 3.14 3.19

SALES TO EMPLOYEES RATIO 64324 88845 99168 131798 164787 192490 1957.76 241550
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2001
1180)

(679
642
591
028
48
011
288

821.85

2002
(003

(03)

6.47
6.13
0.29
416
0.15
302

1,107.72

2003
(009)

(026)
6.4
6.7
023
459
015

310

2004

0.34

012

6.43

6.27

0.30

487

0.14

322

129335  1677.93

205
(007)
(011)
641
6.2
021
604
013

329

2006
(007)
(016)
643
634
02
612
012

330

07
019)
016)
646
639
032
512
014

338

2008
(035)
(010)
651
636
035
532
019

334

2009
(030)
(02)
651
640
030
551
014

340

200
(07)
(044)
652
642
033
651
013

34

197818 201801 24%444 220567 251981 2,895.62



APPENDIX IS: AVERAGE FOR PRIVATE SUGAR COMPANIES

FINANCIAL RATIOS 1993 1994 199 19% 1997 1998, 1999, 2000
ROA (EBITITOTAL ASSETS] 006 013 006 017 0.06 006 #DIV/0L | #DIVIO!
npm (NET PROFITITOTALINCOME) 003 007 o0t 0.08 0.08 0.06 8DIV/Ol  8DIV/!
LOGARITHM OF TOTALASSETS 520 528 537 548 594 5.94 #NUM! | #NUM!
LOGARITHM OF TOTAL SALES 505 527 530 570 575 582 #NUMI- «NUM!
CURRENT RATIO (CA/CL) 221 1380 386 160 0.86 123 8DIVIOI  8DIVIOI
TOTAL DEBT TO TOTALASSETS RATIO 087 08 08 0.54 0.19 022 #DIVIOL  4DIVIOI
INVENTORY TO TOTAL ASSETS RATIO 001 002 004 0.05 0.05 003 8DIVIOI | BDIVIOI

LOGARITHM OF SALES TO EVPLOYEES RATIO 246 267 288 307 306 309 #NUMJ - BNUMI

SALESTO EVPLOYEES RATIO 8144 46262 47766 118631 115313 123502
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2001, 2002
0.09, #DIVIO!
011, 4DIV/OI
644, #NUM!
6.31, tiNUMI
158 #ovio!
0.46"4DIVI0I
0.14 HDIVIOL

326 #NUMJ

2003

0.06

0.04

6.45

6.38

148

044

0.13

334

1827.97 126364 2208.97

2004

0.13

0.10

6.48

6.48

184

041

0.07

343

2808.44

2005

0.16

0.12

6.56

6.56

1

043

0.07

360

4076.46

2006

0.19

0.15

6.72

6.69

317

0.44

0.04

374

2007

0.13

0.13

6.82

6.63

133

0.52

003

369

551297 4961.73

2008

0.14

011

6.90

6.75

us

0.54

0.06

38

2009

0.16

0.15

6.96

6.86

128

0.52

0.05

390

2010

0.18

013

701

6.95

162

047

0.10

401

6660.01 7992.21 1019350



