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PROLOGUE 

"There is a time for l'l't'lytltiug, ami a season for every activity under heaven: 
a timl' to be born and a time to die, 
lllime to pla11t mula time to uproot, 
a time to /..ill and a time to !teal, 
il time to teilr down and a time to build, 
a lime to weep ami a time to laugh, 
a time to mourn and a time to dance, 
a time to scatter stones and a time to gather them, 
a time to embrace and a time to refrain, 
a time to search and a time to give up, 
a time to keep and a time to throw away, 
a time to tear and a time to mend, 
a time to be silent and a time to speak, 
a time to love and a time to hate, 
a time for war and a time for peace." Ecclesiastes 3:1-8 

The Holy Bible, New International Version. 
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ABSTRACT 

This n.:sear ·h prOJt: t investigated the use of venture capital by for-profit health 

management !inns in Kenya. The firms are important because their services are critical 

to the de elopment of Kenya. Venture capital is provided to firms operating in risky 

sectors with high growth and return potential. This research established that these firms 

lack funds to provide affordable and comprehensive health care and venture capital is an 

important source that can alleviate this problem. A questionnaire was used to collect 

primary data from all the managed health care firms in Kenya. The study also established 

that bank loans and personal savings are the main sources of finance but firms avoid bank 

loans because of the high interest charged on them. Half the firms investigated used 

venture capital mainly for restructuring and expansion and 30% used venture capital to 

start their operations. Respondents indicated that the health Management sector is risky 

because of high variations in returns. This makes most financiers for example banks to 

charge high interest rates or give no loan at all and this makes it a fertile ground for 

venture capitalists. All respondents believe that existing venture capital firms need to 

create more awareness in Kenya about their operations. Major providers of v nture 

capital in Kenya are foreign multilateral institutions and the main determining factor for 

u venture capitali t to invest is the product/service and return . 
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CHAPTER I 

1.0 INTRODUCTION 

1.1 Bacl· 1 round 

ood health is both a basic right and a prerequisite for socio-economic development. A 
I 

sound health care system, good nutritional status, food security and the absence of 

epidemic diseases are conditions that produce healthy people capable of participating in a 

country's economic, social and political development. There is a direct relationship 

between the health of a population and its productivity as a result of investing in health 

care services (Kimalu, 2001). However, implementation of health programmes in Kenya 

has been hampered by inadequate resources in the health sector (GOK, 2002). 

The ambitious free medical services initiated by the government after independence in 

1963 has not been sustainable. Population increase and the demand for health care 

outstrip the ability of the government to provide effective service. Worse still, the 

l-IIV I Aids pandemic is now a major threat to growth. The health sector therefore has not 

been able to expand as rapidly as the population to ensure adequate coverage, 

acces ibility and acceptable quality of health services (Kimalu, 2001 ). According to the 

Kt:nya I Iuman D velopment Report of 1999, government financing of health cart.! 

'mounts to ()()% of what i required in order to provide minimum ht:alth st=rvic .. 1 his 

impli that h , lth car d liv ry in K nya i undt:r funded. 



The government finances 50% of health care costs while private payments cover 42% 

and donors, non-governmental organizations (NGO's) religious organizations and other 

private institution provid % of recurrent health care costs (Kimalu, 2001). 

Reduced gl vernment revenues and donor support has necessitated the development of 

alternative methods of health care financing particularly by the private sector (Qwino, 
•' 

1999). The government is therefore encouraging the private sector to play a greater role 
' 

in the delivery and financing of health care services while the ministry of health 

concentrates on policy formulation and regulation of activities (Owino, 1999). Through 

this selective privatization, the government is able to reduce its commitments in the 

health sector (EIU, 1995). 

The private sector medical service provision is gaining prominence even more beca\.JSe of 

deterioration of services and conditions in the pub1ic sector since the 1980's (Owino, 

1999). However the central problem facing the private sector is inadequate resources both 

human and financial (Vogel, 1990, Shaw, 1995, Mati, 1997). Since adequate funding is 

essential in the provision of adequate health care for all (CBK, 1991 ), health insurance is 

one in a portfolio of options that are available to augment government budgetary 

resources for health care spending (Vogel, 1990). 

1._ II alth ar Provi ion in I ' n ·a 

n 'tt, ining ind p nd nee 111 1963, th government of Kenya committed itsdf to 

providing fr h , hh ervic 1 p n1 o it d v lopm nt tr t y to all vht poverty and 

improv th lucti ity f th n \\ion. hi pi ' \: '• h n r l in I< l 



with the discontinuation of pre-independence health- user fees and the introduction of 

free outpatient services and hospitalization for all children in public health facilities. 

Services in public h alth fa ilities remained free for all except those in employment 

whose expense "er m t by the employers (G.O.K, 2001). 

Advl!t"C economic changes in the past, coupled with new health challenges have led to a 

reversal of the policy of offering free health services by the government and the need for 

overall health sector reforms. A key challenge is how to ensure access to affordable 

health care for all Kenyans. In the first two decades after independence, Kenya's health 

infrastructure and service coverage grew rapidly (G.O.K, 2001). 

In 1965, the government abolished fee collection in public health facilities and went 

ahead in 1970 to take over health centers and dispensaries previously run by local 

authorities. All these facilities were taken over under the Ministry of Health. However a 

COITesponding transfer of the relevant budget did not accompany this take over from local 

authorities to the Ministry ofHealth (G.O.K, 2001). 

The government through the ministry of Health exercises general oversight responsibility 

for the health of the population. The Ministry ofHealth (MOH) is responsible for 

national health policy. It is also the largest provider of health services in the Kenyan 

health care sy tem. The MOB con ist of two wings, the administrative wing head d by 

cr t ry and the profe ional wing he. d d by the l m.::ctor of lcdical 

rvic (D ). 'I he P mum nt cr t. ty is r pon ihl fot pl. nnin , budg tin' and 



development while the DMS is responsible for hospitals and other health facilities, 

training and medical research . 

The medic. I prac ti ti n ' J'S and dentists Board under the chairmanship of the DMS is 

rcspon ·ibl ' lt. r ll ll r ing private hospitals and clinics and for the overall supervision of 

the prn ti e of medici ne by qualified physicians and dentists in the country. A senior 
I 

Deputy Director of Medical services is responsible for co-ordinating non governmental 

organisations ( GO) and private health provider activities . 

Kenya is divided into eight administrative provinces and a Provincial Medical Officer 

(PMO) oversees the health system of each province. He is also responsible for co-

ordinating government and non-government health services and for the overall 

administration of GOK health facilities in the province. The health system in the district 

is administered by a District Medical Officer of Health (DMOH). 

The Health Information System (HIS) database of the Ministry of Health li sts the 

followi ng types of health facilities: hospital, health centre, sub-health centre and 

dispensary. 

I lospitals 

I Io pitals are Nl Ill'-approved for inpatient reimbursement and are expected to provide 

both curativ inpatient and outpatient care. But th y vary in the range and quality of 

rv1c they provide. "I hey mainly have pa diatric, inten iv car~;, maternity and gcn ral 

rd nd m uipp d \ ith th stat ofth , rt t elm Jolly. Th 1' n • tta Ilion 11 



Referral Hospital (KNH) which serves as a teaching and a referral Hospital is at the top 

of all hospitals in Kenya follow d by Moi National Referral Hospital in Eldoret. The 

provincial Hospitals 

hospitals . 

1/ealth 'C'ntre· 

., n 1 ink between the district hospitals and the national referral 

By definition health centres are expected to provide mainly primary care with some 

limited inpatient capabilities. Those health centres which provide inpatient services can 

be HIF-approved and make claims from the NHIF. 

Dispensaries 

These facilities provide largely outpatient services. Dispensaries provide limited 

outpatient curative services in addition to dispensing drugs. They do not provide 

inpatient services and therefore do not receive reimbursements from the NHIF. 

Sub-Health Centres 

There has been an increase in the number of sub-health centres. This is largely 

attributable to a government decision in 1989 to allow nurses and clinical officers to enter 

private practice. All of the sub-health centres provide outpatient care although a few 

have minimal inpatient facilities. 

'I he following table gives the number of various health facilities and hospital beds and 

cots in Kenya by province. 



Table 1 
Health institutions and hospital beds and cots by province 

Province IIospitals Ilealth l!ealth Sub- Total Hospital beds and 
~.;ntr' cntres and Facilities Cots 

0 i spensari es Number Number 
for 
100,000 
Population - -Nairobi -6 53 376 485 4891 21.2 

cntral 63 56 368 517 8191 22.4 
'oa ·t 64 40 331 

I 
435 7687 30.6 

•astern 63 79 689 831 7412 1.5.3 
Northeastem 7 11 65 83 1707 14.0 

' Nyanza 97 114 328 539 11922 23.1 Rift alley 98 259 1002 1259 12390 16.2 
Western 66 92 192 350 6457 19.1 
Total 514 634 3351 4499 60657 19.2 
Source: GOK, Economic Survey, 2003. 

The table below gives the number of medical personnel by category in Kenya. 

Table 2 
Registered Medical Personnel. 

Type ofPersonnel Number Number per 100,000 
Population Doctors 4740 15.1 Dentists 761 2.6 Phatmacists 1.866 5.9 

Pham1aceutical Technologists 1319 4.3 Registered nurses 9753 31.0 Enrolled nurses 29094 94.6 Clinical officers 4778 15.2 Public health officers 1174 3.3 
Public I Iealth fechnicians 5484 17.3 Total 59049 189.1 " 8ource: ,QK, l!conomic Survey, 2003. 

H alth in urnnce in Kenya is provided by the govemment and the private sector. 

ov rnmcnt pr vi ion i through the ational Ho pitallnsu1 ance hmd ( lllF). 



1.3 National Hospital Insurance Fund (NHIF) 

The National Hospital Insurance Fund (NITlF) was set up by an act of parliament, Cap 

255 in 1966. Its mi ssion i I upport the financing of healthcare and related services in 

Kenya . It co li ' Is contnluti ns from all Kenyans earning an income of over Ksh.1 000 

and pny ho pita! b •nefit' out of the contributions to members and their declared 

dependant , ( pouse and children). 

Prior to 1966 there was a discriminative scheme meant to cover Europeans, Arabs and 

Asians. A series of amendments have been made to the original Act at different times to 

accommodate changing healthcare needs of the Kenyan population, employment and 

restructuring in the health sector. In 1972, the Act was amended to incorporate voluntary 

membership. In 1990, the Act was repealed to allow contribution on a graduated scale o [ 

income. In 1998, the old Act was repealed and transformed NHIF into a state corporation, 

del inking it from the Ministry of Health, where formerly it was a government department. 

The current Act makes provisions for in-patient and outpatient benefits to 

members. However, currently the Fund only provides for an in-patient cover and 

is undertaking actuarial studies to determine the feasibility of establishing an 

outpatient cover for its members . Under the in-patient scheme, NIIIF pays 

benefits to acc redited hospitals and health providers in respect of its members and 

their d clared benefi ciaries. 

Th hm I i mandated und r lht.: nt:w Act to in\'t:st funds in programmes airnt:d at 

improving th quality of health c r in the country. Int ndt:d b nt.:ficiari art.: 

h J ublic , nd privat h pit I oth r t tk holt r . ·1 h mon y ·an ht.: 

7 



invested in the procurement and acquisition of essential medical equipment for 

provision to hospitals. Tn additi n, the fund is working out modalities of 

establishing a hospital I nn programme, where declared hospitals can borrow 

loans to improv~; th }twlity of hcalthcare they are offering NHIF members. In 

mid 001, Nllll • d nated 83 ambulances through the Ministry ofHealth to public 

and mi ·sion h pitals countrywide. The Fund has also held several free medical 
I 

camps in some of Kenya's remote areas and given drug donations to health 

facilities in these areas. 

The NHIF Act gives the fund power to declare/accredit hospitals where contributors can 

seek services. Currently, about 400 hospitals and health providers that offer general, 

specialised and emergency healthcare services are accredited by the Fund. Accredited 
institutions are those legally recognized by the Fund in respect of claims made by 

contributors or hospitals. Refunds cannot be made for health care services sought in non-
accredited hospitals. 

The Fund regularly inspects these facilities to ensure quality is maintained in the services 

that contributors receive as well as to avoid contributors from being overcharged. The 

criteria used in detennining the benefit rates for these hospitals and health providers, is 

ba ed on facilities available. These include X-rays, Intensive Care Unit (ICU), ov ra\1 

area occupied, sepatate wards for children, males, females, isolation wards, number of 

actor , nur e and clinical officers, supply of electricity and a ailahility of stand-by 

g n rntors, mbulanc ~, phanmtcie , laboratorie , and operating thcatr 

h pri •at • h I h In ur, nc finn , r di id l into t 'O: 



a) Firms providing health insurance alongside other insurance businesses and are 

registered under the Insurance Act. 

b) Firms providing ht:alth in nrance only but can also own hospitals, chemists and 

laboratories gcn '!''lily r ferred to as Health Management Organizations (HMO's). 

llculth lnsurnnc i th ·process of transferring the cost of future incidences of ill health to 

a ri ·k und ~rtak r in . ·change for a specific smaller payment or premium. This presumes 

that th ri k undertaker has analysed the random size and frequency of the risk, measured 

it, classified it, provided for its impact on cash flow, solvency and profitability or 

sustainability by appropriate reserving methods and priced it. 

Private sector providers include insurance compames and health management 

organisations (HMO'S), hospitals and private sector organisations by means of staff 

allowances. Health Management Organizations (HMO's) are organised systems of 

healthcare that provide an array of medical services on a prepaid basis to voluntarily 

enrolled persons. HMO's act like insurance companies in that they finance healthcare. 

Insurance companies are in the business of providing financtal protection to property, 

life, health, fire, motor vehicles and other risks that face individuals, corporations, 

govcmmcnts and other entities. The insured person in an insurance contract pays regular 

premiums in return for a policy guaranteeing such protection. However, unlike Insurance 

companies, I IMO's al o deliver medical services through owner hip of hospitals, health 

clinic , di, gnostic laboratorie and ambulance ervices. ITM 's are regi tered only under 

th ompani ct. IIO\, ver, in on! r to op rate hospitals, health linic , diagnosti 

nd ph nnaci , th y, r r quii d to b lie n d und r th II a\th A t. 



The Minister for Finance has proposed to bring all HMO's under the Insurance Act 

(GOK, 2002). The implications of the proposal are that liMOs, which are involved in 

medical insurance, shall have to raise their capitalisation base to KshlOO million, the 

minimum rcquir d of nn insmnn e firm in Kenya. My research has found that 80% of the 

liMO's hnvc lllllHHII turnov rs of Ksh.l 00 million or less (table 3). According to the 

Association f Ken a Insurers (AKI) few of the Kenya's existing HMOs can raise that 

kind of mone, (capital) easily, implying that they will fold up, merge or concentrate on 

the pro ision of medical care like conventional clinics. Other stakeholders in the medical 

and insurance sectors, including the Kenya Medical Association (KMA), have stated that 

this situation exposes Kenyans to rip-offs, including high premiums and exposure to fake 

firms (Kimani, 2002). 

Further, the capital base of these organisations and their solvency levels may not be able 

to support the random size and frequency of claims, and at the same time meet 

unregulated operating costs which are usually very high (AKI, 2001). In 1998, according 

to AKI Kenya's then second largest health insurer, Medivac, collapsed following a piling 

up of liquidity problems, leaving an estimated 40,000 members uninsured. International 

Private llealthcare a liMO has also closed after collecting premiums from the public. 

ccording to (Kimani, 2002) the proposal to make liMOs answerable to the 

ommissioner of Insurance is intended to redress the oversight that Tl v10's currently 

tmn act me lice I insurance bu iness in Kenya without regulation and super ision . t the 

me tim the Kenya 1edical A ociation (K, 1A) contend that becau e of a r gulatory 



vacuum, Kenyan HMO's often engage in medical insurance practices that would be 

unacceptable in more developed marl ets (Kimani, 2002). 

The Association f K n a ln ur~;r (AKJ) gtves the following reasons in support of 

rcgulntionoi'!IM '· 

I) To •n ·ure that II IO's remain solvent and can guarantee the obligations that they 

have assumed. When a HMO accepts a pren1ium payment or membership fee, it 

technically incurs a liability. The liability is the obligation to pay claims ·as they arise and 

the HMO should earmark funds to represent the liability. l-IMO's should be legally 

required to demonstrate that such funds are actually available. Without such a 

requirement, unwise or even illegal investment practices could enable the HMO to use its 

funds in a way to endanger the guarantee that claims will be paid promptly and in full. 

2) To ensme that HMO's are fair and ethical in their treatment of consumers or 

members. In order to do this, HMO's products should be required to meet certain 

standards before they can be offered to the public. The standards should govern the 

benefits provided, contract wording, the reasons that may be used to deny claim payment 

and the manner in which the HMO sells and administers the products. Currently there is 

no authority to which an aggrieved member of a liMO can tum to for help. 

3) To create a level playing field. Lack of uniform regulation creates an uneven 

playing field in the provision of health Insurance. n the one hand are insurance 

companie who operate under the Insurance Act and on the other hand, arc I IM ' \ ho 

h, nor ul, ting authority. 

) To prot t con um r or m mb in th ev nt of collap ·e of th 1 I 1 . 

11 



Medivac continued to ace pt new members until it went into voluntary liquidation in July 

1998. No government agency has ever moved to investi gate the reasons for the collapse 

or to protect the mcmb r . 

1.4 Vcntnn.' Capital 
Vcntur' capital i: htgh-nsk equity in which the investor actively or partially participates 

in the v ntur being financed. The objective is to add value during the financing period 
~ 

o that the enture capitalist can sell his share later with positive returns. Venture capital 

• is fle. ible and imaginative in the financing packages that are put together than the 

banking sector. The contribution of venture capital includes help to companies in 

restructuring during the process of growth, finding suitable management and assisting in 

rescue packages (Sami-Al Suwailem, 2000). 

Equity financing is an exchange of money for a share of ownership. It generally comes 

from investors who expect little or no return in early stages but require more extensive 

reporting as to the company's progress. The major disadvantage to equity is dilution of 

ownership and possible loss of control that may accompany sharing of ownership. Debt 

financing means borrowing money that is repaid over a period of time, usually with 

interest. Debt carries the burden of monthly payments whether or not you have positive 

cash flow. Debt financing is available to all types of businesses but risky businesses have 

to pay high interest rates. Debt financing does not sacrifice any O\ nership interests in the 

bu in 



HMO's can greatly benefit from venture capital financing because venture capitalists; 
(i) Provide expertise. 

(ii) Provide equity funds,\ hi h do not require periodic payments like debt capital. 

(iii) I felp finn.' tari ·UJ, grow or expand whenever the owner has a need. 

1.5 Rr ·ran .. ·h Jlrohl ·m 

Th' for 1 ro!itmanaged health care fitms (HMO's) in Kenya require financing in order to 
I 

provide a \ ide array of medical services and the proposal to put them under the . 
Insurance ct implies they would require more funds to meet the minimum capital base. 

t 

In view of the above this research intends to provide answers to the following questions; 

(i) Are For-Profit Managed Health Care firms aware of venture capital financing? 

(ii) What is the extent of the for-profit managed health care firms' use o[ venture 

capital? 

(iii) What is the for-profit managed health care firms' attitude towards venture 

capital financing? 

(iv) What problems affect venture capital financing in Kenya? 

1.6 Objective of the Study 

The objective of the research was to study various aspects of venture capital 

financing that apply to for-profit managed health care firms (liMO's). It also intended to 

determine the extent of usage of venture capital by managed for-profit health care fim1s 
in Kenya. 



1.7 Justification for the Study 

The health sector of any country is important because a healthy nation means a healthy 

working population. Ilow v~.:r to achieve the healthy status desired by all, financing of 

hcalthcarc becom ._. ·titi ·al. It is this need for financing that this research sought to 

establish til· roh:. orv nture capital in the TIMO sector. 

1.8 Importance of the tudy 

Th study is of importance to; 
, . 

• Existing and potential private for profit health care providing firms . It will 

assist existing firms by providing literature about venture capital financing and its role in 

assisting fitms meet financing requirements at any level of their development. 

• The government 

The government will benefit by realizing the role of venture capital financing in health 

care provision. It will gain by developing policies that favour the growth of venture 

capital and the private for profit health care firms. 

• Research scholars particularly in the area of health and health care financing . 

Researchers in the area of health and health care financing will have ready material on 

venture capital and its role. This fonns the basis of further research and comparison with 

other forms of health care financing. 

• 1-:.. isting and potential venture capitalists 

Ventur capital provider will gain an understanding about the operations of ht.:alth care 

linn . 1 hey •ill un r tand why they u e or do not u c venture capital. 'I his will hdp 

th m l velop pr p r pr gr. mm uit th op ration of health car linn . 



1.9 Research Report 

The research report is divided into ti c chapters: 

Chapter l Introduction 

·r he chaptn en\' r tin: h.H: kgmund of the study, managed health care in Kenya, the case 

for r · •tllation nf II I< • in Kenya, venture capital, research problem, objectives and 

impt)ttanc t)rth · ~tud •. 

'haptcr _ Literature review 

It Lira I \\ tlh IH\ ·t research in Kenya nhout venture capital, (\<dinilions of venture capitol, 

hi tory of venture capital in the world, types of venture capital, features of venture 

capital, venture capital investment process, venture capital in Kenya, benefits of v nlure 

capital and managed health care. 

Ch::~pter 3 Research design 

'1 he population of the study, data collect JOn and analysis methods for the rcscatch project 

i dealt with here. 

Chapter 4 Data analysis and findings 

'I he chapter gives details on the population characteristics, sources of finance, venture 

capit, 1 a\ •arcness and use, attitude towards \'enture capital and their hen~; fits, vc;nturc 

c, pitali t concerns and investment criteria and venture capital in Kenya. 

hapter ummary, Limitations and recommendations. 

umm ry f the re earch finding , limitntions to the; study encountered and 

r nun nd·ttion r fm1h r r , rch i :plain I. 



IIAPTER II 

2.0 LITERATURE REVIEW 

2.1.0 Past Rt• t•ar h on liMO's in Kenya 

The Summa Foundation commissioned a case study to examine the impact of a loan that 

it made to A R lleallh Services. The case study examined the success of the loan in 

achtevmg positive health outcomes and the cost effectiveness of this intervention. The 

study concluded that financing is an innovative intervention with the private sector that 

can achieve positive health outcomes, such as the sustainable delivery of family planning 

services, at no cost or very low cost. 

2.1.1 Introduction 

There has been much discussion on the role of private providers in health care delivery in 

developing countries. Even under the current pro-private sector environment, there is not 

adequate research on how to support for-profit providers in ways that produce cost­

effective public health outcomes. Historically, these for-proftt providers have mainly 

focused on curative care. Increasingly, however, lor-profit providers are playing a largt.:r 

rol in delivering health crvices with public health outcomes, such as immuninti n or 

mily pl nning. In many countric , however, there are a number of impediments that 

ha con trained th 1rowth of the private c tor. ln some count! ic. th rc arc demand 

P·Y 1 lie ·md rc ul tory conslt, int . In om C,l ' lht: 

lo to in t b u it p rc ,,. I ) ' r Ill m p )pulutinn 

Ill mily pl nnin 1 t p ll hi ( I I j ki I , 



The private sector has also been constrained by lack of financing. Commercial banks are 

often reluctant to lend to the privat~, health sector. In order to grow, many private 

provider. an: lin1ited to then 0\\11 sa\tngs or borrowing from friends and family. In an 

t:nvironmt:nt of limitt.:d tH tlllCL'rtain financial rewards, external intervention may be 

n:quirc.:d to ·ncour.tgL: for-ptotit pri ate providers to provide services with positive public 

health ~)utrnm • . nc of tht: approaches that has been used to motivate the private sector 

is tht: provi ion of financing, through loans or equity investments, 

The provision of financing has been used not only to address the access issue but some of 

the other impediments listed above. Understanding the impact of financing on alleviating 

impediments on the private sector is useful for improving the design of future 

interventions. In a limited funding environment, it is not only important to examine 

whether financing can produce positive health outcomes, it is also important to see how 

the outcomes compare with the costs. 

2.1.2 Goals oflntenrention 

umma's long-tenn goals of this intervention were the following: 

I) Integrnte ' full range of family planning services, including pills, barrier methods, 

P nnicidc , f male terilization, and vasectomy into AAR's packa •c of prepaid ·cn·ices 

2) I ncr th number of new family planning acceptors. 

ntribut to the u tainable delivery of family pi, nning n •tc by th private ctor. 

) hifi ~ mil pl nnin 

R t nt r 1 

rvtc 1 rovi n from th publi to the 1 nv 
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2.1.3 Description of Intervention 

The Summa Foundation provided a loan to AAR to establish a clinic system in the 
industrial area in Nairobi. Pr tl!ds from the loan were used to build and equip a medical 
center and outrl!a ·h ·linic, as ' ·e ll as to support related activities1 such as market 
research, and compul r sy~tcms to 'uppor1 operations. The total value of the loan was 
Kshs 2' million. 

2.1.4 ucccs in Achieving Goals 

Goal 1: Integrate a full range of family planning services into AAR's package of services 

The umma loan was very successful in integrating family planning services into AAR's 
prepaid package. 

Goal2: Increase the number of new family planning acceptors. 

The Summa loan had a more limited success in increasing the number of new family 
planning acceptors. 

Goal 3: Contribute to the sustainable delivery of family planning in the private sector. 
Although the loan had a modest impact on creating family planning demand, by 
motiv lling A R to introduce ervices, it created a continued expectation of such services 
from it m mh r . Family planning has become entrenched in AAR'. overall sen icc , ' 
n I i unlikely to he di continued even alter the loan is r paid. 

hi fi mily pi< nnin • n•icc provi ion fr m the puhli to 1 rivak s ctor. 
an t R va ful in hif\ing ~ mil • pl mnin • etvtcc 

p vi i n r 
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Goal 5: Assist AAR to enter a lower income market. 

The Summa loan was succe sful in assisting AAR to enter a lower income market. 

Before the Summa 1 an, almost exclusively served an upper income market, 

targeting their pn;paid 1 a ·J.:a 10 of high qtwlity services to managers of multinational 

corpornt i()tlS ami oth~r high-income population groups. 

2.l.5 naly ·i of o ·t Effectiveness 

Thi in ten ention is very different from traditional public health interventions because it 

is a loan. The calculation of the costs must also factor in AAR's repayments. AAR has 

made full and timely repayments to the Summa Foundation. Specifically, Summa was 

able to integrate family planning services into a pre-paid package of services that will be 

delivered on a sustainable basis through the private sector. Summa was able to motivate a 

commercial company to offer high quality health services to a lower income population 

group. 

2.1.6 Le sons Learned 

Providing financing to a for-profit company to motivate it to provide family planning 

service can be a cost-effective way to increase new family planning acceptors and 

deliver family planning services. Financing can remove some of the obstacles to for­

pr fit providers' reluctance to provide certain health services. Financing is more 

ucce ful t addre sing process obstacles ( uch as lack of training or capital), than 

uch a I, ck of market demand or financial incentives). ln some 

to com in financing with tar t d t hni a\ \ i tan m 

rc m 111 



The Summa loan was successful in motivating AAR to offer family planning services, 
but did not provide an incentive for AAR to promote these services. A managed care 
organi zation will promot ccrtam crvices if providing such services can help avoid 
future more expcnsivt.: lrLaltnL:nt (for example, childhood immunization or early malaria 
trcatnwnt) . Familv 1 l,mning could be comparable to other preventive services if the 
provid~r wa· r ·1 onsible for coverage of costs related to childbirth providing family 
planning is a lo\ -cost way to prevent a more expensive delivery. More research should 
be conducted on how to link family planning to a significant increase in revenue or 
reduction in costs for a for-profit provider. A commercial partner will expand to lower 
income groups if it is profitable. 

Financing can be used to share risk and encourage the commercial partner to enter a new 
market. The intervention caused fewer clients to switch from public providers than was 
originally anticipated. Further research to explore the explanations for this outcome 
would be useful since one of the goals of working with private providers is often to 
encourage users to switch from public providers. Targeted promotion to public sector 
users may be necessary. In order to lower the cost of this kind of an intervention or 
increase the positive return, it is important to consider costs when setting the interest rate 
and pa)111ent tem1s. 

D pending on the method for analy1.ing costs, the umma loan to A R I Iealth crvicc 
produced family planning and other po itive health outcomes at no co t or \'Cry low cost. 
It '1 dcm n trat d that mor innoYative interventions with privat pr vidcrs hou\d he 
c n id r d they c, n be more c t fti c iv than tra litional pro 1 am . l•inancinn can he 

0 



used to motivate the private sector to achieve public health outcomes. Attention should be 

paid to how the financing is structured and to selecting the appropriate partners. 

2.2.0 Definition of Venture Capital 

Venture cnpitn\ is a rmn of active investment through high-risk equity-based 

inslntnH:.nts Ventun.: i.lJ ita! financing is praised for its role in promoting growth while 

maintaining financ1al lability. The objective is to add value to the recipient company 

during the financing period, so that the venture capitalist can se11 his share later on with 

po itive retums (Sami AL- Suwailem, 2000). Venture capital funds provide finance for 

high growth potential unquoted firms and it is a medium to long-term investment 

(Amold, 1998). 

Venture capital plays a strategic role in financing small-scale, hi gh technology and risky 

ventures. It is a significant innovation of the 201
h century and a synonym of high risk 

capital (Pandey, 1999). Venture capital funds provide start-up capital for new or existing 

high-risk businesses having high profit potential. Venture capital managers provide 

significant oversight and input to the target companies. Venture capital is money invested 

in a new business by people who usually have no interest in managing the firm but offer 

advice(. chall, 1986). uch investment is exposed to greater than normal probability of 

lo e and consequently banks, insurance companies, and tmsts keep away from them 

(Van Home 1 973). Venture capital is provided by professionals ' ho invest alongside 

m nt in young rapidly growing companit: that have the pott..:ntial to d~,;vt:lop into 

i nific, nt c n mic contrihutot (India lnfi)lin , 2001 . UNIVERSITY 
OW R AB- T IBRAU 



2.3.0 Brief History of Venture Capital 

2.3.1 Georges Doriot 

When venture capital \vas a new styl or investing in the 1950s, the first institutional 

investor to attract monc ' Cor it wa American Research and Development (ARD) in 

Boston . Thi · compnn • was the invention of General Georges Doriot, a naturalized 

American from Fran c. 1 Ic was a senior professor at the Harvard Business School who 

had s ~rved in the .\merican Army during World War II. 

Gen . Doriot, taught a class called 'Manufacturing', which was a mini-version of what he 

considered a full Master of Business Administration (MBA) cutTiculum should be. He 

attracted only top students and demanded that they give his course their highest priority. 

Students engaged in a major group project of original work, which elsewhere would have 

been considered a thesis. These projects often resulted in new companies being formed 

by students following graduation and Federal Express is one of them. 

Gen. Doriot also served as an active chairman of ARD, the first publicly traded venture 

capital investor. It was usually the lead investor and did participate with other investors. 

During the 1960s, the ARD portfolio had approx imately one hundred positi ons. It is 

Important to no te that onl y two investments - Digital Equ ipment and Ili gh Voltage 

·ngineering- produced almost all the gains. 

There were two lessons about venture investing that 1en. Doriot emphasized. first, 

nw very carefully hut c:pcct that your success ratio v ill he a tiny fraction of the 

numb r fin tm nt . 1 hcreforc, run \ ide, diversified portfolio ccond, pn:pan.: to 

nd tim urc to manit r n i nurtur '< ur invc tm nt lurin th tim~.: ·nu 

Ill . lli in nd din tm nl h tiz n w1 1 rp tu l, l hHI'h hi th )II 



suggested that as companies became able to stand on their own feet, ARD should recycle 

the money elsewhere. 

Venture inves tment is now hi 1hl , sp ciali1,ed with some investing in startups, mezzanine 

investing !'or compani ~.:s pr paring to raise public market money, others concentrating in 

particular indu s lt i~.:: and still others ti e advice and money in a style that would have been 

approv ·d by ~ ~ n I onot. 

2 .. L! J. II. Wllllue • 

The ability to create and foster new businesses has been the appeal of venture capital 
since its creation in 1946 by the privately held J. I f. Whitney and Company and the 
publicly traded American Research and Development Corporation (AR ). Prior to this , 
funding for new ventures came mainly from wealthy individuals or from the government. 

John 1Iay Whitney, who established Whitney and Company with four others, was a scion 

of an enormously wealthy family. He also was an internationa\1y ranked polo player, art 

collector, and an investor in theaters and motion pictures. He funded Pioneer Pictures and 

helped to establish the Selznick International Motion Picture Company, which produced 

"Gone with the Wind." As a publi sher, he fund ed Scientific American and Newsweek, 

among others, and publi shed the ew York I!eralcl Tribune, the famed competitor to The 
1
CW York ~I imes. 

Alth ugh Whitney in\'cstcd in a few private companit;S be fort; the war, he reali zed that a 

mor fonnal proces of venture capital investment would he needed i r mcncan 

rc to thri in the ne\ ' postwar economy. \ hitncy envisioned a 

o c. pit. I fr m' c. lthy inclividu, I to qualifi d new v nllll\:: , with th' 

mi i n f n urn ing n ' id • nd t elm l gi . Thi ' , uld h lp th ' • ulth ' m t 



their societal obligations, and the success of the venture capital system might be better 

assured by having professional ventme capitalists manage the [unds they invested in new 

enterprises. This signal d the birth of venture capital as a comprehensive business 

strategy and philo•mph '. 

Portl'o\i{l ro111pank '' r car ·Iiili chos n, Whitn y rejected 99 percent of~ll pmpc;nmls1 

ucn:ptin' th · r 'tnilinin' G'\ r not only for whnt they made, but also fm the managerial 

qualit ~o)(' their G unders . Among the 350 companies that Whitney helped develop were 

l\1 inute taid, Compaq Computers and The North Pace. 

2.4.0 Types of Venture Capital 

Venture capital can be grouped in the following ways according to (Pandey, 1999), 

I. Seed com This is financing to allow the development of a business concept. 

Development involves expenditure on production of prototype and additional research. 

II. Start-up A product or idea is fmther developed and or initial marketing 

can·ied out. Companies are very young and have not yet sold their product commercially. 

Ill. Other early- stage These are funds for initial commercialization, 

manufacturing and sales. Many firms at this stage will remain unprofitable. 

IV. Expansion ompanies at this stage arc on a fast growth tracl· and need capital 

to fund increa ed production capacity. working capital and further development of the 

pr tu t r mmk t. 

1ma 111entluyows (t\1/JO l Ierc a team of manager mak ·s an oi'f~.:r to thL:ir 

hu in ,a ub i\i,ryora ti n } that th () n 01 run it ror 
lh 1\ 'lr • finn t th if th hu in und r p t fonnin • md d) n l tl in 



with the strategic core business. The management team has limited funds and requires 

venture capital. 

VI. Monagement Bll) -i/1\' ( flU's) A new team of managers from outside an 

existing business. hu 'n stnk0, usually backed by venture capital. A combination ofMBf 

nnd MHO IS HI IB . wh •n..: a new group of managers join forces with an ex isting team 

to nrquir • n husme ·s. 

2.5.0 Jiea ture ofVenture Capital 

(India Info line 2001) gives the following as the features of ventu re capital, 

I. Equity participation Venture financing is an actual or potential equity 

participation through direct purchase of shares, options or convertible securities, the 

objective is to make capital gams by selling off the investment once the enterprise 

becomes profitable. 

II. Long-term investment Venture financing is a long-tenn illiquid investment. 1t is 

not repayable on demand but requires long-term investment altitude and one wails 

between 5 10 years to make large profits. 

Itt. Participation in Management Venture financing ensures continuing participation 

of the venture capitalist in the management of the business. This helps him protect and 

enhance his investment by actively supporting the entrepreneur. Ilc also gives his 

marketing, technical, planning and management skills to the new fim1 . 

2. l.O Venture ~ :lJ)ital Inv stment Pro c s 

(lndi. In~ lin th v ntut capital inv tm nt prnc~.:ss '\'en 

th u •h ri. ti n c. n 



1. Deal origination ln generating a deal now, the venture capital investor creates a 

pipeline of cleals that he would consider for investing in. 

11. Due diligence Thi r f~.;rs t all the activities that are associated with evaluating 

un investment propos,ll. It m ·\ud~.;s arrying out reference checks on the proposal related 

aspects such ns tlHIIH\ ·~m 't1t team, products, technology, market etc. Due diligence 

l'ocuscs mor ·on qualitative a ·pects of an investment opportunity. 

111. l!ll't'.'llllt'llt mluation The investment vahtation process is an exercise aimed at 

arri\ ing at an acceptable price for the deal. Il could entail evaluation of future revenue 

and profitability, future finn value etc. 

tv. Stmcturing the deal Structuring refers to putting together the financial aspects of 

the deal and negotiating with the entrepreneurs to accept a venture capital's proposal and 

finally closing the deal. To do a good job in structuring a deal, one needs to be 

knowledgeable in areas of accounting, cash flow, finance, legal and taxation. 

v. Afonitoring and follo'.v-up The skills of the venture capitalists are most required 

once the investment is made. The venture capitalist gives ongoing advice to promoters 

and monitors the project continuously. 

\'1. Exit Exit from the investment varies from investment to investment and from 

venture capital to venture capital. 'I here arc several exit routes, buy-back by the 

promoter , all: to another venture capitalist, sale at the time of initial public offering etc. 

In all ca , p cialists will \ ·ork out the method of c:it and decide what is most 

pr fit, hie and uitah\ to both the venture capitali land the inve tee unit. 



2.7.0 Venture Capital in Kenya 

Kenya has had a venture capital ~c tor since independence in 1963 (Ngigi , 1997). The 

venture capital sector h' '•111 '' ith th following government institutions; 

2.7.1 lndustriaiDt'Hiopm •nt Bank (IDR) 

lndustrinl n ·velnpml!nt I ank (TDB) is a wholly owned government institution. It was 

eslnbli 'hL:d in Januar 1973 hy the Government of Kenya with the support of the World 

Bank. lts purpose ts to further the economic development of Kenya by flnancing 

industrial enterprises mainly usmg foreign currency resources . lDB's mandate and 

mission is to promote economic and industrial development of Kenya by providing long 

tem1 finance and accompanying financial services to med ium and large scale industries in 

a manner that ensures profitability, liquidity and sustainability. This objective of the 

Bank is achieved by using funds mobilized both domestically and abroad. Over time the 

Bank diversified and offers a wider range of products and financial services to industrial 

projects (IDB, 2002). 

The bank's coq1orate mandate has been enunciated in the bank's statement of policies 

and operating procedures which has been adopted by the Board. According to this 

statement the mandate of the bank is achieved through the provision of-: 

a) 1 lcdium and long-term loans, 

b) \ rking capital machinery !inane and c:port trade related banking 

faciliti an\ 

rvt 



The principal activity of IDB is medium and long term lending. The minimum loan size 

for first time borrowers is Kshs.l 0 million . The bank does not invest in a project or group 

in which its maximum expo ur i more than Ksh.75 million. While the bank assists all 

business sectors, it c nc~.:ntrat '. on financing the expansion, modernization, balancing 

and diversincatt )Jl )rsu· ··sful projects with a proven track record (IDB, 2002). 

The bani gl\'' preference to those projects with positive employment and balance of 

payments features for the Kenyan economy. All projects are, however, required to be 

economically sound, financially viable, technically feasible and those with or willing to 

engage competent management (IDB, 2002). 

2.7.2 Kenya Tourist Development Corporation (KTDC) 

Kenya Tourist Development Corporation (KTDC) is wholly owned by the government. 

The Kenya Tourist Development Corporation Act (Cap 382) outlines the powers and 

scope of the operations for the Corporation, including the investigation, formulation and 

carrying of projects for developing the tourist industry in Kenya. In pursuance of its 

functions, the corporation operates commercial loan programmes and revolving fund 

programmes. The objective of the revolving fund is to assist Kenyan entrepreneurs to 

become more competitive in the tourist sector in line with the government policy to 

Kenyani e not only the tourism sector but also the entire industrial and commercial 

ector of the economy (Kl D , 2002). 

Tl i pr 1r mm eared towar rai ing the tandat<.l of th~.: touri t '\ccommodatinn 

nd h r cititi a ll uit. bl b lan · in th di trihuti \ n 



hotels and lodges in all parts of the country to serve the needs of the tourist and business 

sector. Business loans (B.L) nre provided for tour operations vehicle, curio shops, 

handcraft trade and r lated projc t . Development Loans (D.L) are offered for 

development of new tomist fa ·iliti 'S, hotels, restaurants or lodges. K.enyanisation loans 

arc given to as ·ist pm ·ha · · of existing tourist facilities from foreign ownership while 

motkrnization and cxten·i n loans are for purchase of existing facilities such as hotels, 

lodgt.: '. or rc taurants (KTDC, 2002). Under commercial loans programme, loans are 

advanced to well established tourist enterprises including high-class hotels and travel 

organizations again to facilitate realization of the objectives. 

Financial assistance is eligible to all Kenyans. In case of limited liability companies and 

partnerships, a venture is deemed Kenyan if 51% or more of its shares are held and 

owned by a Kenyan (KTDC, 2002). KTDC does not take over loans from the · other 

lenders. However, co-financing with other financial institutions can be permitted only in 

cases of an expansion of existing projects where satisfactory financial results have been 

clearly demonstrated but working capital from commercial banks is not considered part 

of co-financing (KTDC, 2002). 

2.7.3 DeYelopment Bank of Kenya (DBK) 

Development Bank of Kenya (DBK) main objective is to make contribution to the 

d elo 1mcnt and expan ion of Kenya' industrial sector in order to help stimulate the 

c unt ' economic progrc within thc overall framework of the govcmmcnt'. 

licy. It cm1 ha iz the ere. tion oi n w productive a t , and th~.: 
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diversifications and refurbishment programmes. Tn the evaluation of projects for 
investment, the broad criteria of commercial viabi lit y and development va lue are given 
particular attention (DB\', 200-). 

Tlw Firm provllks 1\\L'dium and long-term foreign currency loans or equity capital to 
industrial L'llll'lprts :. hut it docs not engage in the ref1nancing of existing projects. It 
gives l"lnam:ial a ·sistance to only private or public companies and not to individuals, 
partnership or proprietorship (DBK, 2002). 

2.7.4 lndu trial and Commercial Development Corporation (lCDC) 
Industrial and Commercial Development Corporation (ICDC) was established ll1 1954 
and assigned the task of assisting Kenyans to actively participate in the economic 
development of the nation. The corporation has put in place a number of small scale 
programmes which have enabled thousands o[ Kenyans to set up commercial and 
industrial enterprises throughout the country (ICDC, 2002). 

long or in partnership with other investors, ICDC has promoted over 60 medium and 
large-scale projects in all sectors of the economy. These projects now constitute an 
impotiant foundation upon which development can be built. To facilitate the industrial 
and economic tle\'dopmcnt of Kenya, l D is mandated to provide; 

a Venture apital finance in a minority capacity. 1 his is subject to percentage of I D 

greater than 40% of paid up ordinary share 
20 2. 



b) Secured long - term finance and export financing. As part of the conditions, lending 

rates are pegged to the ruling mnrket rate. 

c) Management Advisory ( onsultancy) s rv1ces. !CDC provides general management 

advisory services on vmtnu . dts ·ip lin~.;s 

In l·ct:ping Wtlh Ill· llt:L'd In operate on a more commercial footing, the corporation has 

lltHkrgone a major re tructuring exercise to enhance its effectiveness and profitability in 

nn open market tl DC, 2002). 

2.7.5 Kenya lndu trial Estates (KIE) 

Kenya Industrial Estate (KIE) is wholly owned by the Government and specializes in 

pro\iding loans for small enterprises. It was established in 1967 as a subsidiary ofTCDC 

but was reconstituted in 1978 as an independent financial institution and principal 

government agency for promoting small-scale industries throu ghout the country. 

It does this through; 

a) Enhancing acquisition of skills necessary for industrial development 

b) Technological innovations through research. 

c) Providing capital necessary for industrial development 

d) Providing guarantees for loans to be used for industrial development especially for 

small- cale industries (KIE, 2002). 

Kll· pr 
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economically viable and technically feasible. Kenya Industrial Estate helps to raise 

finance both from local and/or for ign sources. At the moment the government is the 

biggest donor but the programm ha bt,;cn assisted substantially by World bank and other 

international donors {I' IF,_ OCL). 

2.8.0 Benl'fits of Venture apital 

VL:nturc capital funds are considered national tFeasures due to the success they have 

enjoyed over the years in identifying, financing and nurturing to maturity many of the 

best known high technology start-up companies including Intel, federal Express, 

Microsoft etc (Gompers 1992). According to (Bygrave, 1992) and (Manju, 2000) venture 

capitalists are more useful in starting up new businesses since they also provide 

professional guidance. Economic development for states is also linked to availability of 

venture capital to local entrepreneurs and businesses (Gaston, 1990). 

Sufficiently high incentives for risk sharing would induce some high quality 

entrepreneurs to accept the average bid by the venture capitalist (Amit, 1990). Many 

high quality entrepreneurs, although innovative and productive, lack the required 

experience in management, marketing and financial planning. ln this case, the 

entrepreneur might be willing to accept venture capital in compensation for the 

experience and contacts of the venture capitalist. (Warne, 1988) shm s that, i r assistance 

cannot be acquired through a competitive market and in the presence of asymmetric 

in~ nnation, entrt::preneurs would bt:: willing to pay more for venture capital than for a 

I . I 11 ' Ill ut a i tnnce. 



A related factor is the reputation that the entrepreneur wou ld get by obtaining venture 

capital. Such reputation helps the ntr preneur to obtain furth er cap ital in the future at a 

lower cos t than othenvise. For example, venture backed initial public offering (TPO's) 

arc genera ll y butler vnlued th:m non ven ture backed IPO's . Venture capital promotes 

stabl e financiul wmlitit ns forth' ncdging firm. It also fosters policies which may lead 

lo hi gher return n in\'cstmcnt i.e. profit rewards and incentives for investors and 

entr~.?prcncur, alike. 

According to (Schumpeter, 1942), a driving force for growth is innovation. Venture 

capitalists are able to explore territories and break barriers that traditional fin anciers 

because of the lack of information and high risks, are unable to explore. Since start-up 

firms have little or no adequate cash flow to support debt obli gations, then venture capital 

becomes appropriate. High quality information on their activities as required by 

traditional financiers and their prospects may be impossible or very costly to obtain 

externally and their level of capitalization is very low (Sagari, 1992). 

2.9.0 l\lanaged Health are 

A manaoed health care plan is a program that integrates the financing and delivery of 

health care services and promises to meet all the medical needs of its members for a set 

premium per month. While managed health care plans are most widely developcd in thc 

nited tate , they arc increasingly being seen a partial solutions to health care 

Prohl m in oth r coumric tover, I <)<)6). 1 lo t employ 1 tabli h un annuul 

fi r h alth care rva p r 'hich can vary ''id ly ot cl 1 of 

Ill pi nd hich n h u I t r inp ti mm nl h 1 it 11 



and in some cases outpatient and pharmacy services. Some employers seek to finance 

care by purchasing health care coverage from insurance companies, which assume 

responsibility for processing claims. Du to escalating costs and high levels of fraud and 

abuse, mnny insmers hav • round he:llth care covcrage unprofitable and have exi ted the 

health insurutH:~.: nwtlct (,'tov ·r I 9()(>). 

Demand !'or scrvi c through the govemment system has far outstripped the resources 

available and has caused patients to seek care at non-government facilities. However, the 

Ice for private medical services often exceed an individual's ability to pay. Employers 

contend that the costs and problems of the health system require more concerted and 

sophisticated effo11 than they can bring to bear. They are seeking managed inpatient and 

outpatient health care programs, with efficient cost and fraud controls. All of these 

developments create both a need and an opportunity for the development and introduction 

of managed care plans into the market. A knowledgeable and careful sponsor has the 

potential to build a cost effective and successful business (Stover, 1996). 

2.1 0.0 A Brief II is tory of Managed Care 

~lanaged health care can be defined as the health service that is run on business 

principle with the objective of making services cost effective. The main objectives ol' 

u h ser ice are to reduce cost and increa e the number of people served per unit cost. 

lana led care trncc its hi t ry to a eries of alternative IH;althcare arrangements that 

app , r I Ill vanou communi tie a early as lh 19th c ntury. 'I he goal of these 

rr n , Ill nt \V, to h lp Ill t th h lthcar n d of le t d group 0 p opl , 

Ill lu lin , •r 1 r th ir , mili h I ., i I t c to 



physicians who then delivered care under the terms of their agreement. Tn urban areas, 

such groups often were paid by bcncvoknt so ictics to provide care to their members. 

These prepaid ,ro 11 p pr:tl'li Ts wen; a mod0l for later entities that came to be known as 

health muint etHII\ ·, organisations (I !MO). Several other prepaid group practice plans 

developed in th, 19 0 · and 1940s and became precursors to the modern HMO. These 

eatly prepaid grou1 practice plans, or medical serv ice plans, eli ffered 'in their corporate 

structures. lloweyer they all shared a commitment to comprehensive and coordinated 

healthcare. ln fact, their premiums were as expensive or more expensive than other 

insurance, but their coverage and benefits were superior, including a major emphasis on 

preventive care, outpatient care, well-child care services, immunizations, and other 

services not covered by other insurance. Members were subject to relatively few 

exclusions and limits. 

Group practice plans, especially if they owned hospitals, could create an environment and 

incentives for physicians that reinforced cost-effective and high quality care. In some 

locations prepaid group practice plans were quite successful at attracting members. 

Prepaid health care remained a minor phenomenon until the 1970s phrase health 

maintenance organization to refer to prepaid health plans that enrolled members and 

arranged for their can.: from a designated provider network. While the initial growth and 

nr llmcnt go, 1 have not been met, managed car as it has c )me to be calh:d, has 

c ntinu to grow. bmpl yer came to look UJ n manag d arc as a le ', p 11 iv 'el 

offi r th ir mpl lY 

NAI llb 

I BR AP." 



2.11.0 Description of a Managed Health Care Plan 

A mnnaged health care plan incorporat s n nmnhcr of principles related to financing and 

managing th e delivery of health cnr' SL'rvi cs that is ; 

• Covemge is prm ided ({)t a broad range of health care services. Typically, a 

progmm will Cl, 't pr '\Cntivc and curative services, including inpatient and 

outpatient 'are. 

• · crvices are generally available through a pre-selected network of providers who 

are under contract to the sponsor. 

• The program generally provides services for a pre-determined price per member 

per month. 

• The patient may be required to follow cetiain protocols to obtain care. For 

example, to always see a particular primary care provider who would authorize all 

covered specialist care. 

• The sponsor will systematically and actively manage the care delivered to assure 

high quality. 

• The program may require that the providers' share in the financial risk associated 

with the program. 

'In off~.::r coverage lor a broad range of health services at an affordable price, a managed 

health care plan mu t incorporate the perspective and interests of the members 
' 

I ro iders and in urers. lanaged care programs u cone of two organizational models· 
' 

(i) ·1 he c1 d-pan I mod I, th 1 rogrmn dir ctly employs th h alth cme providers 

h pr0\1d rvtc to th 1 ro 'ram m mh r . 1 h 110vid r gcn 1. 1\y ar locat d in 



centralized clinic settings but the program may operate clinics at multiple sites. In some 

cases, the program may also O\:Vll a hospital or a nursing home. 

(ii) Open-panel program, medica l , t.: rvi '~.; arc provided by independent practitioners 

in the cotnmunity who arc untkt 'Ontract to the program. These doctors and hospitals are 

not employed or owned h • th pro '!'am. 

According t<l inlt: •rated Jlealth Care Association (lilA, 1997) Managed health care is a 

multi-l'aceted s 'stem for pro iding high quality health care while containing costs. 

llenlth i\lanagement Organizations do not all look alike, in fact, a broad array of health 

msurers, medical groups, hospitals and health systems are considered managed care 

organizations. 

A managed care organization may be a physician group, health plan, hospital or any 

organization that is accountable for the health of an enrolled group of people. Managed 

care is a belief that a health care system should work to keep people healthy and when 

they are sick or injured, should work to assure the right treatment in the right setting by 

the right person. Health Management Organisations exist in different forms, with 

different benefit structures, financing mechanisms and provider configurations. ]tis still 

evolving and therefore very much a work in progress (II IA, 1997). 

2.12.0 Attitude. 

llitude ar the tands a person takt.:s about objects, people, groups, and issue . 

ltitude i the sum total of a man' inclinations and feelings, prt;jttdice and bias, 

pr one ivc I notion , id as, feat , thr at , and convictions about any s1kci fi d 

1 pi · t llud i the :t nt of liking or i liking omething ( I ull r, 19 6). 
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2.13.0 Theories of Attitudes 

2.13.1 Cognitive Dissonance Theory 

The theory focu ses on situations whcr two ognitive clements are inconsistent with one 

<mother. 1\ cognitive ekml'nt ·an h!..! somethi ng a person believes about himself, a 

hclwvior he pnlt)llll1:-i n1 an oh~l.!rvation about surroundings. Por example the two 

cognitivl: elements I knO\\ smoking cigarettes causes cancer and I smoke cigarettes are 

dissonant with one another. This psychological inconsistency creates a feeling of 

discomfort that the smoker is motivated to reduce (Assael, 1981). 

The magnitude of dissonance depends upon the importance and number of dissonance 

elements. Dissonance reduction can occur either by eliminating, adding or changing 

elements. For example, the person could stop smoking or remember a great aunt, who 

smoked until the clay she died at age 90. Alternatively, he might question the research 

that links cancer and smoking perhaps by believing industry sponsored studies that try to 

refute his connection (Assael, 1981 ). 

2.13.2 Self- Perception Theory 

'elf Perception Theory assumes that people use observations of their own behavior to 

determine what their attitudes are just as we assume that we know the attitudes of others 

by\ atching what they do. The theory states that ' c maintain consistency by inft;rring 

that ' c must have a pnsi t i vc attitude toward an obj ct if we have bought or consumed j l. 

Ill 

y might , y to h rs If I gue I must like this brand of Vodka 1 set.:m to onh:r 

If-per pti 11 th ry i r I v, nt to the low invol m nt hi rar hy. Sine . it 

ituati n 111 hi h I havior ar ini i, lly 1 rfonn I in th th of, tr n • 



internal attitude after the fact the cognitive and effect ive components of attitude fall into 

line. Thus buying a product out of habit may result in a positive attitude toward it after 

the fact- namely, why would I buy it iff didn't like it? (Calder and Ross, 1973). 

2.13.3 Social Judgement Theory 

Social Judgement theory ns ' tllll • that JH.:nplc assimilate new information about attitude 

objects in li gh t or what th ·y already know or feel. The initial attitude acts as a frame of 

reference nnd new information is categorized in terms of existing standards. Just as our 

decision that a bo"\ is heavy depends in part on other boxes we have lifted, we develop a 

subjective standard \vhen making judgments about attitude objects (Pishben, 1980). 

One important aspect of the theory is the notion that people eli ffer in terms of the 

infonnation they will find acceptable or unacceptable. They form latitudes of acceptance 

and rejection around an attitude standard. Ideas tl1at fall within a latitude will favorably 

be received while those falling outside of this zone will not. Messages that fall within the 

latitude of acceptance tend to be seen as more consistent with one's position than they 

actually are. This process is called an assimilation effect. On the other hand, messages 

falling in the latitude of rejection tend to be seen as even farther from ones position than 

they actually are resulting in a contrast effect (Fishbcn, 1980). 

2
·13 ·4 Balance Theory 

Balance 11 · I t · I 
1eory considers relations among e emen s a person 1111g 1t perceive as 

helo · · 
ng1ng together. 1 his perspective involves relations among thrl;e elements, so the 

re lilting attitude structure arc called triads. Ench triad contains 

• I cr n and his or h r p rc~..:ption , 

• n • ttitud bj ct, 



• Some other person or object. 

These perceptions can be either positive or n gn live. People alter these perceptions 111 

order to make relations arnon, th m consistent (Tialloran, 1967). 

The theory spcci lies tlwt penpl' desi re relations among elements 11.1 a triad to be 

hnnnonious, or bnl<lllc ·d. If th 'Yare not, a state of tension will result until somehow 

pcrccptiotls me changed and balance is restored. Elements can be perceived as going 

together in one or two , ays. They can have either a unit relation, where one element is 

seen as somehow belonging to or being a part ofthe other or a sentiment relation, where 

the two elements are linked because one has expressed a preference or dislike for the 

other. A dating couple might be seen as having a positive sentiment relation upon getting 

lllarried, they will have a positive unit relation. The process of divorce is an attempt to 

sever a unit relation (Halloran, 1967). 

2
·13.5 Congruity Theory 

Congruity Theory specifically addresses how attitudes are affected when a person is 

linked to an object. Assuming that we can measure the appeal of an endorser and the 

favourability of a product, congruity theory can help to answer two questions regarding 

the cf~ . 
ectiveness of this strategy . 

• I low big a boost would a product get by being paired with the endorser? 

• I low will the endorser's reputation be affected by his or her connection , ith the 

product? 

ong · · · 1 
ru11y th ory predicts that the value of the more n gnttve ·valued element will rise 

h n link I to a p itiv Jy vnlu 1 on . uch a p pular p 1 anality, in ad lition though 

th I iti ly 'nlu d 1 111 nt , 'ill b nffl t J, it •· tin 1 will h dimini h d b , it 



association with the first element. .The implication here is that a person or organization 

that is linked to some other entity does o nt some risk. This process helps to explain 

why some media outlets arc careful to ekct advertisers whose images are congruent with 

their own (Kiesler, 1969). 

2·14.0 Attitude IVh•asun.·mrnt 

Lollis Thurstone is the 'ocial Psychologist who first created attitude-measurement 

lllcthotlology. Thurstone method involved defining and iclenti fying the object, then 

making a pool of opinion statements, some positive, some negative, some neutral 

(Mueller, 1986). Thurstone developed 3 scales for measuring attitude; 

• Paired Comparisons 

This method requires that attitude comparisons be paired in every possible combination. 

Since 20 statements will result in the judging of 190 pairs, this method is a lot of work. 

• Equal-Appearing Intervals . 

J u ci gcs · f I r. l I 
sort statements one at a t1me on a range o extreme y tavora) e to extremely 

Unfavorable. It is much like Likert scaling, but neutral items are required to incorporate 

the entire spectrum of attitude about an object. 

• Successive intervals. 

'I his is · · t 1 1· It t · t · · 

an extension to the equnl-appcanng 111 crva sea mg. ncs o statisl!cally place 

items on a continuum instead of relying on subjective answers given by judges. It uses 

th llUrnb r of times differ nt judges rate a stntem nt to develop the rank order for the 

cal 
( 1ucll r, 198 1). Like11 tre ed that when trying to mea urc attitud ({)I' 

Ill thin •, it i a i r to me, urc fi r t mgihl obj t than for, h tr, l ohj t . 1 r w \ '· 111 



to measure abstract objects, we must define them clearly so the researcher and the subject 

Will have the same object in mind (Mueller, I 986). 

Likert bclievccl in constructing multiple scnks, or narrowly defining sca les so that other 

di111ensions wouldn't b~ in Jude I. I k gctwratcd an item pool which included statements 

about beli~fs for the ohj ·ct in question. Fach item was clearly positive or negative. Likert 

did not usc neutral statements. fost surveys use five scales ranging from strongly agree 

to strongly di agree ( lueller, 1986). 

Louis Guttman developed a scale much like Likert and Thurstone, but he placed extreme 

stress on unidimensionality of the scale. He believed that if a person agreed with an all 

1t1clusive category, they should also agree witl1 the varying parts of the category. An 

example follows: 

• 

• 

Abortion is acceptable under any circumstances . 

Abortion is acceptable in cases of rape. 

rr a person agrees with number one, they will agree with number two also. When judging 

criteria, he only used items that every judge agreed on the order of. Respondents must 

agree with all questions similar to one another ( 1ueller, 1986) . 



CHAPTER Ill 

3.0 
RFSK\I~CJI DESIGN 

3.J.o Populalion 

The population or the stud 'consi ·ted of fourteen private for-profit Health Management 

Organisations as shown in (Appendix TIT). All the fourteen (14) firms are based in 

Na1robi. However some of the finns have branches outside Nairobi. 

3·2.0 Data Collection 

1 1.1'1 ry data was collected by both direct interview and or drop-and-pick later method 

using a structured questionnaire. The researcher personally visited the firms. Follow up 

Was done by personal visits and telephone calls to the firms. Four firms Representing 

40% of the finns filled the questionnaire with the aiel of the researcher while the other six 

(60%) filled the questionnaire without the aid of the researcher. 

1 he major problem encountered by the researcher in data collection was the failure of 

respondents to keep appointments siting lack of time due to pressure of work. 

Others required a lot of convincing that the information sought was for academic 

PUrpose only and would not be availed to competitors. !•our firms of the total target 

Population refused to fill the questionnaire becau e they aid the information sought \\'' 
.tS 

confi lential particularly infonn, tion touching n somce of finance and the amount or 



annual turnover. Tl1e whole process of distributing and picking fi !led questionnaires took 

one and a half months between mid June and end of July 2002. 

The questionnaire is shown in appendix (II) nnd has five sections as follows : 

• Section r rCllCf'il! infL)mlilti )ll about th~ firms . 

• Suction II SourCL'S nr IIIHlll(' •. 

• Section 111 Venture cap1tal m arcness and use . 

• Section IV Attitudes tm ards Venture capital and its benefits . 

• Section V Venture capitalists concerns and investment criteria . 

• Section VI Venture capital in Kenya and its problems . 

The questionnaire was addressed to the firms' finance managers and accountants 

accompanied by a letter of introduction. 

3.3.0 Data Analysis 

Data was tabulated and statistically analysed using descriptive statistics. The p111vose of 

descriptive statistics was to enable the researcher to meaningfully describe a distribution 

of scores or measurement using a few indices or statistics. This is because the study is 

descriptive and exploratory in nature. To achieve the objectives of the study, data was 

analyzed through the use of percentages, mean and standard deviation of the various 

Parameters tested . The results are presented using tables. 

1can = LX Standard deviation () = .V .... ~ll.} 

11 
11 

n == numb r of values p = population mean X = score 



JL\PTER IV 

4.0 DATA ANALYSIS AND FINDINGS 

4.1 Population Charactcri ·ti ·s 

rourtecn questionnaires ''ere distributed and ten were received, giving a 71% response. 

All the ten questionnaires received were used for analysis. 

Table 3 shows the age profile of the firms in the population. 

Table 3 

Firms' Age Profile. 

Years Number of firms Percent 

l - 3 4 40 

4 -6 1 10 

7-9 3 30 

10 and above 2 20 

Total 10 100 

Source: Primary Data 

From the above table, majority o[ firms ( 40%) fall between 1-3 years meaning they are 

relatively young and fit to use venture capital because venture capitalists prefer young 

and growing fim1s. 

Tahl 4 

Ia ·ification of Onner. hip. 

Owner~hip Numht:r of !inns f>l.:rccnt 

Local 7 70 
r--. I 10 
Jomt venture 

l·oreign 2 20 

~ 10 100 
otal 

:--

. 'ource: Pnn ry I Ia 



Majority of firms (70%) are locally owned and (20%) are foreign owned with only (1 0%) 

being ajoint venture between local and foreign en1repreneurs. 

Table 5: shows annual turnover of the firm inv sti g;ttcd in million ofKenya shillings. 

Tahir 5 

Annu:tl Turno er (Millions) 

Tumover I' sll (millions) Number of firms Percent 

10 50 4 40 

51 100 4 40 

101 500 1 10 

500 - 999 - -

1000 and above 1 10 

Total 10 100 

Source: Primary Data. 

Prom table 5, majority of finns (80%) have annual turnover of between 10-100 million. 

This shows they are relatively small and growing. Only one firm has annual turnover 

exceeding one billion. This indicates the health sector has a lot of potential that venture 

capitalists can exploit. The average tumover for the sector per annum is 

Ksh 1 80,250,000. 

Table 6 

Permanent Employees 

Employees Number of firms Percent 

I - 30 5 50 
. -· 

31-60 3 30 

61 - C)Q I 10 

91 and above I 10 

Total 10 100 -
Source: Prim·u , Data 

h m table 6, most firms, ( O%) havt.: si:ty or lc s pl.:rmant.:nl employees with .-0% 

h, ing thirty or I 'J his furth r sho m t finn nr mall. 'J h , v rage numb 
1 1 

r 



Table 7 shows the number of casual employees excluding sales executi ves who are paid 

on commission and therefore do not work wholly for the firms. Casual employees work 

at the premises ofthc firms but arc not pt..:rmnnt.:ntly em ployed. 

Tahlt' 7 

Ca'iual Jc: mployces 

- -- umber of firms 
~·mplo ~l'S 

Percent 
--

I 10 4 50 
- --
1 I ~0 3 37.5 

21 30 l 12.5 

Total 8 100 

Source: Primary Data. 

On ly eight firms indicated the presence of casual workers, and oftl1e eight, 50% had ten 

or less causal workers. The average number of casual workers is twelve, further 

indicating the small size of the firms. 

Table 8 

Rank of Respondents 

Rank Number of fim1s Percent 

Accountant 6 60 

Sales manager 1 10 

Administrator 2 20 

General manager l 10 

Total 10 100 

Source: primary Data 

fajority (60%)of respondents are accountants. The questionnaire was addressed to 

finance managers and accountants because they would be in a better pos 1tion to 

understand issu s of venture capital financing. 
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4.2 Sources of Finance 

Respondents were asked to indicate the variou ources of fi nance lhey used to start their 

operati ons. The res ults, as shown in tabll: 9 indicale tln1t majority of fi rms used bank 

loa ns (70%) ilnd personal savin •s ( >0%) tn start their operat ions. Venture capital does not 

fea tu re prominently in ~tmting u linn hut 30% of the firms used it. Another type of 

financing that these firms u ·e i premium financing and 20% of the firms used it. 

Table 9 

Sources of F inance 

Sources Number of firms Percent 

Bank loans 7 70 

Personal savings 6 60 

Micro-finance loans - -

Venture capital 3 30 

Donor funds - -

Premium financing 2 20 

Source: Primary Data 

Respondents were also asked to indicate their satisfaction with the various sources of 

finance. Their satisfaction was rated between one to five that is extremely clissatisfiecl, 

clissatisfiecl, neutral, satisfied and extremely satisfied. The results are shown in table 10. 

Table 10 

ati faction \Vith ources of Finance 

Sources Average score [Standard deviation 

Bank loans 2.8 1.32 

Personal savings J.G 0.98 

1\·1 icro finance loans 3.5 0.93 

Vt:nlme c~pital 4.5 0.53 
t- 3.8 1.28 Donor funds 

'ow·c : Pnn r ' I> t 



Despite the fact that bank loans are commonly used respondents are not satisfied with it 

as a source of financ e. They gave a mean score of2.8 that is nen r neutral and a standard 

deviation of 1.32. The high cost of borrnwing i. tllG main ca use of their dissatisfaction 

with hnnk loans. Personal savin •s are fhvomed hGcause th ey do not initi all y come with a 

cost to the form . Even tllnul..!llmino-rinance loans and donor fund s were not used to start 

any firm , the respondents could fa,·our them because they got a mean score of3.5 and 3.8 

respectively with a standard deviation of 0.93 and ] .28 respectively. Majority of finns 

showed high levels of satisfaction with venture capital , with a mean score of 4.5 and a 

standard deviation of 0.53. This confirms that risky sectors prefer venture capital to 

finance thei r operations. 

4.3 Venture Capital Awareness and Use 

Respondents were asked to tick statements that are true about venture capital financing to 

test their awareness. The results are presented in table 9 

Table 11 

Awareness of Venture Capital 

Statement Number of firms Percent 
Finance new and ra~idl~ growing comEanies 10 -· -100 
Purchase equit~ securities . 4 40 
Assist in the development_£[ new products or sernc~ 8 80 
~value to the company through active participation 5 50 
'l·akc hi~h~·~isks with the expc~tatior~ of higher re\\ ards 7 70 
~ve a long-term investment o!t~,;nlatJ.on 5 50 
Venture capital financing has nor qurred rate of return ') 

20 
·~ 

Soun e: Pdm. ry I at,, 

lajority f finn indica! of venture capital. nl ' 20% of the 

r p nd 111 th ught vcntur capital Hnnncin' ha no r tuir d r, t ot r turn. II finn 

th t v ntur , pit I i u I t finan n ,, ani 1,1 idl, 't \\in' 



companies. fifty (50%) per cent of the firms indicated they have used venture capital 

before. This confirms the health management s~;ctor as a risky sector and suitable for 

venture capital. Of the fi fly percent (50%) lirrns that used venture capita l, twenty percent 

(20%) used it in stnrting their opl mtions :1 hundn~d percent. (I OO<Yc,) used it for expansion 

and sixty percent ((>0° o) usl'd it f'or re ·tructuring. No firm has used venture capital for 

management buyout · (1\IBO). nly one firm of the five (5) that used venture capital used 

it very often but the others use it moderately. It follows that venture capital can be a 

popular source o[ funding the health management organizations. 

4.4 Attitudes Towards Venture Capital and Benefits 

Respondents were asked to tick routes, which venture capitalists use to invest. The 

results are shown in table 12 below. 

Table 12 

Venture Capital Investment Routes 

Route Number of firms Percent 
Equity shares 10 100 
Recleemable_Ereference shares 2 20 
Non-convertible debt instruments 2 20 
Convertible instruments 2 20 

Source: Pnmary Data 

All respondents ( 1 00'%) agreed that venture capitalists mainly invest through equity 

stocks in target firms . The other routes of redeemable preference shares, convertible and 

non-convertible debt instruments received only (20%) mention, indicating they arc not 

popular or re pond nts arc not fiunilinr' ith thcs routes. 

R p nd nt w r al a k d to nmk th ir attitud n n cnlc of 1-5, that i trongly 

, nd lr ngly a •r ah ut th ir attitud to v rd ntu
1 



capitalists. All respondents felt and agreed that venture capitali sts invest only 111 

successful and expanding businesses. The restllts nrc shown in tabl e 13 . 

Tnhlc 13 

Attitude Towards Vrntur apitalists 

t -Statemcn 
lnscnsitiv 
Bankers w 
Invest on 
Ne 'Otiati 
Do not m 
Valuation 
Assume t 

c to ea rl y sta •e proJC ·ts 
itll .!jltle prac,!isa llnc wledPe 

Jy in succcs ·!ttl C'\paml i ng business 
onstakctoo long 
eel ru nd ing nee us 
s are un !'air 
hey know everything 

Source: Primary Data . 

r-
A veragc score 
2.4 --
2.3 
4.0 
3.7 
2.8 
3.1 
2.7 

Standard deviation 
1.24 
0.89 
1.15 
0.71 
1.10 
0.93 
1.32 

Respondents disagreed with the statement that venture capitalists are insensitive to early 

stage projects and this shows venture capitali st do actually favour early stage proj ects . 

. The mean score was 2.4 with a standard deviation of 1.24. They also felt venture 

capita li sts are not bankers with little practical knowledge because they gave mean score 

o[ 2.3 with a standard deviation of 0.89. However, they felt generally negotiations take 

too long and this discourages the use of venture capital. They disagree that venture 

capitalists do not meet funding needs with a score of 2.8 and standard deviation of 1.1 0. 

They were neutral about valuations being unfair with a mean score of 3.1 and a standard 

deviation of 0.93. They also felt that venture capitalists do not assume they know 

everything and therefore the contribution of the firms themselves is important. 

Table 14 sho' ,5 respondent's feelings towards the benefits of venture capital on a scale of 

1--, that is e ·tremely dissati . lied, Di satisfied, neutral, satisfied and e trl;mcly satisfied. 



Statement 
Ri sk shari 
Mana rem 
Businesse 

ng -
cnt ex perience 
s contacts 

Table 14 

Benefits Venture Capital 

1\ vc.::ra •c s 
4.0 
J.6 
J.R 

<tnd Financial Planning 3.6 

r planning nnd re -ruitm cnt or 
' 3.2 

1 to the !inn 4.0 

Transfer o f technology 3.1 

Source: Primary Data . 

ore Stand ard dev iation 
1. 15 
1. 17 
0.46 
0.73 

1.30 
0.93 
1.27 

Most respondents were satisfied with risk sharing as a benefit with a mean score of 4 and 

a standard deviation of 1.15. This is true because entrepreneurs use venture capital 

because ofthe risk sharing elements. They also were positive about the benefits received 

from management experience, business contacts and marketing and financial planning 

with a mean score of 3.6, 3.8 and 3.6 respectively. However, the standard deviation 

varied, that is 1.17, 0.46 and 0.73 respectively. They were also satisfied with a mean 

score of 4 about the ability of venture capitalists to give reputations to a firm , with a 

standard deviation of 0.93 . However, they were neutral on the ability of venture 

capitalists in manpower planning, recruitment of personnel and transfer of technolo gy 

with a score of 3.2 and 3.1 respectively and a standard deviation of 1.3 and 1.27 

respectively. 

4.5 Vcntur ( apitali t ' onccrns and Innstment rit ria. 

Re pond nt , •er u ked to rc nk n a cale of I - 5 that i · strongly di 'agn.:c, disa •r~..:~..: 

11 
utr.l, agr or tr ngly agree about '•hat they thought vcntmc capitnli ts lo )k for in 

t·1r t firm . Th r ult , r pr ntc.:d in t. hi 1 . 



Table 15 

Concerns of Venture Capitalists in Target Firms 

Statement Av ra ge score Standard 
dev iation 

Technical feas ibili~ ofproduct/service --1.6 0.70 
Marketin g_ aspects nnd sizt.: of th_:_2.~.!!.1.' 1 · 'I 3.9 !.10 
Adcc1uacy of_t~ccotllltin, s sk1ns . 3.9 1.46 -Government influcnct.: and r ·~tllalll111 ' 3.1 1.36 -- --~mbcr of competitors 3.9 1.29 
Ex port potent ial _ 3.3 1.50 
lnvolvement or international institutions 3.4 1.01 
Source: Primary Data 

Most respondents strongly agree with a mean score of 4.6 and stand ard deviation 0.79 

that technical feasibility of product or service is very important to venture capitali sts. 

They also agree that marketing aspects and size of the market , adequacy of accounting 

systems and number of competitors with a mean score of 3.9 and standard deviation of 

1.1, 1.46 and 1.29 respectively are also important considerations influencing venture 

capitalists. However, they are neutral with regard to government inOuence and 

regulations, export potential and involvement of international institutions with mean 

scores of 3.1 ,3.3 and 3.4 respectively and standard deviation of 1.36, 1.5 and 1.0. 

Respondents were asked the main criteria used to identify target finns. Ninety percent 

(90%) believe rctums from investment is the main deciding factor for venture capitalists 

and the stage the firm is in (SO%) at the time of negotiations. 'I he sector the target finn is 

_in a! 
0 

matters with a score of GO% of all respondents. !Iowevcr, management (40%) and 

lo atit 
11 

(30%) did n t cem to be key factors in inOuencing venture capitali ts. 



4.6 Venture Capital in Kenya 

Majority (90%) believe foreign institutional investors are the main providers of venture 

capital. ri fly percent (50%) believe that multilateral financial institutions and wea1thy 

individuals also contribute. B:tnb (. 0%), 1nsur;mce com panies (I 0%) and government 

development !innncinl institutions (-0~1,) contribute little to venture capital in Kenya. 

Respondents were asked to mnk on scale of 1-5 problems of venture capital financing in 

Kenya. The results arc shown on table 16. 

Table J 6 

Problems of Venture Capital Financing in Kenya 

Statement Mean Score Standard 
deviation 

Lack of good business proposals 3.9 1.17 
Readiness of local investors 3.7 0.87 

Tax disincentives 4.2 0.92 
Social approval of entrepreneurship 2,4 1.01 
Government regulatory structures 3.9 1.20 
Lack of information about operations of venture capital 4.5 0.71 

Growth prospects 4.3 0.68 
Fear of failing to meet venture capital expectations 4.1 0.88 
Availability of other cheaper sources of funds 2.0 1.33 
Source: Primary Data 

Most respondents strongly agree that lack of information about venture capitalists is a 

major problem in Kenya. This implies little awareness has been created. Lack of good 

business proposals, readiness or local investors, tax disincentives, government regulatory 

structures, growth pro peels and fear of failing to meet venture capital expectations an.: 

al 
0 

key fitctor that impede the u c of v nturc capital. I lowcvcr, respondents disagn:cd 

that j, 1 a11 roval of cntr 1 renelll· hip and a 'ailability of oth r cheaper ourccs of funds 

c ntribut 1 \ ' ll of\ ntur c.pitalinK n ' · 



( IIAPTER V 

5.0 SUMMARY, Lll\IITATIO S ANO Rf~COMMENDATlONS 

5.1 Summary 

Majority of firms' (80° o) have been in existence for less than 10 years and most o [them 

(70%) are locally owned . The annual tumover is Ksh 100 million or less for most firms 

(80%) with only one firm having over Ksh 1 billion in turnover. These fim1s are not 

regulated by any body and are only required to comply with requirements of the company 

act. However, the Association of Kenya Insurers is lobbying to have them put under the 

ii1surance Act. In the budget speech of June 2002 for the year 2002/2003 the minister of 

finance directed the firms to be put under the insurance Act and controlled by the 

commissioner of insurance but there appears to be a confusion since health Management 

organizations are not covered by the Act. Some health management organization also 

own laboratories, hospitals and chemists and this make them unique. If put under the 

insurance Act, this will radically affect the current and future firms because of being 

required to have minimum capital which is not there now. 

On the basis of tht; low turnover (table 5) [t;W pcnmmcnt employees (table 6), and even 

- f1 wer cu ual mployee (table 7) most health management organizations arc small 

ntiti operating in raJ idly growing ctor. ' l h ir small size and growth pot ntial 

mnk th m viahl [i r v ntur capital inve tm nt. 'I h main mrc of linanc to t 1rt the 

nal vm 1 % . llow v r the ' II incli at I to 



be dissatisfied with bank loans as a source of finance because of the high interest it 

attracts. Venture capital is not greatly used (30%) to start the firms but the respondents 

regard it favourably. This shows venture capita l can be a good source of finance for 

start-ups particularly in risky sectors. 

The health sector is risky b~c.w • of the prevalence of fraud caused by doctors and 

employees of II M 0' s. octors overstate patient costs and treat excluded ai lments. They 

also treat persons not covered by the schemes. 

Most respondents are aware about venture capital particularly the fact that they finance 

new and rapidly growing companies and assist in the development of new products or 

services. The health sector is growing because currently only three hundred thousand 

Kenyans out of a population of thirty million are covered by both the health management 

organizations and insurance companies. The rapid growth of this sector is because 

people who understand the health sector and are able to give personal attention than the 

other insurance companies nm the firms more professionally. 

Expansion and restructuring are the main reasons why these firms require venture capital 

financing. Fi rty percent of the firms have used venture capital and the trend could go on 

in futurl!. 'I he fact that the fim1s receive premiums on an installment basis from members 

- but have to pay all bill incurred at once make them risky. If accident and disease 

preval 11 c ri e tremend usly they incur heavy co ts and this makes their rdurn variable 

r quiring h , vy inv tm nt, thu th nc d for venture capital. R pond nts al 0 b ti v 



(70%) that venture capitalists take higher risks with the expectation of higher rewards and 

therefore they would prefer them since their sector is risky. 

Venture capitalists prefer investing thrnu 111 equity shares according to the respondents 

(100%). This shows that. i!'th ·risk i · l11gh, and they expect hi gh retums, they can only 

gel the hi gh returns lhrou 1h equit participation. Eq uity participation ensures they 

participate in management and other areas of the firms operations. Since respondents feel 

venture capitalists finance new and rapidly growing firms (100%), they therefore disagree 

(2.4) with the statement that venture capitalists are insensitive to early stage projects. 

The respondents disagree (2.3) that venture capitalists are bankers with littl e practical 

knowledge. The implication is that venture capitalists bring more than money. 

Risk sharing because of variability of retum is the main reason that pulls respondents to 

venture capita l as well as the ability of venture capitalists to give the firms a good 

reputation. However most respondents do not believe venture capita li sts transfer 

technology to them. Respondents also strongly agree that the technical feasibility of 

products or service is very important to venture capitalists. The health management 

sector is a new concept with huge potential because the untapped market is still large. 

'I he number of competitors, according to respondents is also important to venture 

capitalists while choosing a target finn but government intlucnce and regulations are not 

very critical. II \ ever, in general. a return from a sector is the other main factor that 

innu nc inv tm nt d ci ion of a vcntur capitali t . 

7 



The Kenya venture capital market is dominated by foreign institutional investors 

according to respondents (90%) but the main dctcrr~nt to its continued use generally is 

the lack of information about operations of ventur' capi tal. This means that the existing 

venture capita li sts have not created ~;nnugh awareness about their products nor have they 

captured all segments ol' the crom 111 '· '1 he respondents do not think there exists any 

other cheaper sourc' c r !inance other than what they are using, that is bank loans and 

personal sav in gs that could hinder the use of venture capital. This means with proper 

mobiliza tion venture capital can be a major source of financing for Kenyan firms. 

The respondents feel that with adequate financing they can provide affordable, cheap and 

comprehensive medical cover to all Kenyans. Since the health management sector is yet 

to be fully developed, has a high growth potential and Kenyans demand for good and 

affordable health is growing continuously and coupled with reduced government 

intervention in the health sector then venture capitalists should find this sector 

appropriate for their investment purposes. 

5.2 Limitation 

In the course of the research the following three major problems were encountered by the 

researcher; 

• 'l he lack of a regulatory body for the health management lirms made it diflicult 

to a certain beyond reasonable doubt that all II I 's wen; covered in the study. 

Ffforts t ' t a 1i t fr m the mini trie ofh alth and linancc proved unsuccc s!i.tl. 

Th , rcher t r ly nth known H 1 )' to id ntify other play r in 

th 



• The other problem was lack of information regarding the operations ofi-IMO's in 

Kenya. Neither the ministry of health nor that of finance clearly understand the 

TTMO sector. These was evidenced b ' the 1 ar lack of documented data with 

regard to the same. Even the as-ori.ltion of insurers docs not have information 

about this sector. 

• Jnlormation rcgnnling th' v ·nturc capital sector is also scanty. It is also a sector 

that has not been covered extensively by researchers and other scho lars. The 

information available is with regard to foreign countries. Unlike in many 

countries where there is a venture capital association, that is not the case in 

Kenya. This made information gathering difficult. 

Other limitations to the study included; 

The health sector in Kenya has many players including the government, non­

governmental organizations (NGO'S), missionaries, the private hospitals, insurance 

companies and the health management firms among others. The many players make it 

clirficult to rely on the conclusion that one sector can fully address the health problems of 

all Kenyans. Since health management firms are not regulated as at the time of 

undertaking this study, then if they are put under the insurance Act, the conclusions might 

be di ffcrcnt in an environment where there exists government regulations. 

Since only ()0% of the respondents arc in finance sections of the fim1s analy:ted, the other 

40% is dirficult to say whether they fully understand issues concerning venture capital. 

-It \Vas difficult to separate those firms that operate their own hospitals and chemists and 

th that rely on thcr c tahli hed ho pitals and chemist . incc no secondary cvid nc~.; 



like annual repmis was provided to the researcher, it is difficult to confirm the ligures 

given by firms for annual turnover and number of employees both permanent and causal. 

5.3 Recommendations for Future Research 

The researcher rccommt.:nds th t.: rolln\\ in' areas for rurther research; 

A similar study can bt.: cmri~d nut loin lucie all firms and institutions dealing with health 

care provision. This would ho\\ ' hether the different health care providers perceive 

venture capital the same way the health management firms do. 

Since the government has intentions of regulating the health management !irms by 

putting them under the commissioner of insurance and the insurance Act, a study can be 

done arter implementation to see what effect this change could have on the firms. 

A study can also be carried out to detem1ine if those firms that use venture capital 

perform better than those that do not use venture capital. 



EPILO(,lJE 

"Now all has been heard; 
Here is t!te conclusion (~l th<' matter: F 'ar God and keep Ilis commaudmeuts, for this 
is the whole duty of man. /•or God ll'ill bring evety deed iuto judgement, iucludiug 
evet:J! hidden tiling whether it i ·good or evil." El-clesiastes 12:13-14. 

The lloly Bible, New International ers10n. 
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APPENDICES 

APPh.NDIX I 

LI~TTI~R OF INTROOlJCTION TO THE RESPONDENTS 

CARLO CI IE iE 

UN IVERSITY Or N IROBI 

P 0 BOX 301 97 NAIROBI 

Dear Sir/Madam, 

r '1111 a mn~t "r ~ student in the faculty of cqmm~rG~ N(tlrobl Vnlv nslty. rn P'lrt!nl 

fulfillment of the requirements of the degree of Master of Business Administration 

(M13A), I am conducting a study entitled "AN INVESTIGATION INTO TilE USE OF 

Vf[NTURE CAPITAL BY PRIVATE FOR-PROFIT MANAGED HEALTH CARE 

FIRMS (liMO's) IN KENYA." 

Your firm has been selected to form part of the study. 1 kindly seek your assistance in 

completing the attached questionnaire. Any information that you provide to make this 

study a success will be highly appreciated. The information and data required is needed 

ror academic purposes only and will be treated with strict confidence. A copy of the 

tudy re. ults will be availed to you on request. Your cooperation in participating in this 

study will be highly appreciated. 

Yours sincerely, 

. i 'lll..:d: Signed: _____ _ 

,ul < h gt; IHA tud nt Bara a J. !.... (. upcrvi or) 



QUESTIONNAI Rl~ 

SECTION I GENERAL INFOR IATION 

(i) Nnme or the linn --------------------

(ii) Company age prolile (years). Please put a tick Q in the box next to the right 
response. 

D Less than I year 

D 1 -3 years 

D 3-5 years 

D More than I 0 years 

(iii) Classification of ownership of company. 

D Local 

D Joint venture (Local and Foreign) 

D Foreign 

D Others (specify) -------------------

(iv) Annual turnover in Ksh . __ ---------

( \') 'umber of emp)Oyl:C 
a P nnanent 
b) n ual 

( 1 I , nk f r p nd nt 



SECTION II SOURCES OF FINANCE 

i) The following are the various sources or finance for a business, please tick only 

those that describe your sources or finance; 

• Bnnk lonns D 
• Personal savings D 
• Micro-linnnce loan D 
• Venture capital D 
• Donor funds D 
• Others (specify) 

(ii) Please circle the number that best describes your satisfaction with the above sources 

of finance; 

key; 1-=- extremely dissatisfied 
3= neutral 
5- extremely satisfied 

Bank loans 

• Personal savings 

• ·1 icro-li nancc loans 

• Vt:nturL: capital 

• I )onor fund 

2= dissatisfied 
4= satisfied 

2 

2 

2 

2 

3 4 5 

3 4 5 

3 4 5 

J 4 5 

J 4 5 



SECTION III VENTURE CAPITAL A \VARENESS AND USE 

(i) Please tick only those statements that are true nbout venture capital financing. 

• Finance new and rapidly growing companies 

• Purchase equity sccmilics 

• Assist in the dcvt.:lopnlt:llt nl" 11~.:\' 1 roducts or services 

• Add va]ut; (l) lhl! com1 any through active participation. 

• T;tke higher risks with the expectation of~higher rewards. 

• Have a long-tcm1 investment orientation 

• Venture capital financing has no required rate of return 

(ii) Has your firn1 used venture capital before? 

Yes D No D 
(iii) If yes, nt what stage did you use venture capital? 

• Starting the firn1 

• Expanding the firm 

• M:magement Buyout ().t[BQ) 

• Restructuring the fim1 

• Others. (specify) 

D 
D 
D 
D 
D 
D 
D 

D 
D 
D 
D 

(iv) Fmm the follm ing statc:ment, which one describes the e:tcnt of your use or 

• 

• 

• 

• 

enture ca1 ital? 

'cry ftenly 

mte bit 

I dernt ly 

r 

D 
D 
D 

D 



SECTION IV ATTITUDES TO\VARDS VENTURE CAPITAL AND THEIR BENEFITS 

(i) Venture capitalists invest using the follO\\ing rouks. State the ones you are familiar 

with by ticking Q 

• Equity sharL:s ( ) 
• RGclL:L:nwhl t: prd\.:r ·n 'C ·hares ( ) 
• Non convcrlibk debt instruments ( ) 
• C nm·crtible instrument ( ) 
• OllKrs (specify): 

(ii) Please circle the number that describes your feelings about venture capitalists attitudes 

• 
• 
• 
• 
• 
• 
• 

Key; 1 = 
-+ = 

Strongly disagree 
Agree 

2 Disagree 3 =Neutral 
5 = Strongly agree 

Insensitive to early stage projects 1 2 3 4 
Bankers with little practical knowledge 2 3 4 
Invest only in successful expanding business 1 2 3 4 
Negotiations take too long 1 2 3 4 
Do not meet fundin g needs 2 3 -+ 
Valuations are unfair 2 3 4 
Assume they know everything 2 3 4 

5 
5 
5 
5 
5 
5 
5 

(iii ) Please circle the number that best desc ribes your feelings about the bene fits of 

venture capital. 

Key: 
= E:tremely dissatisfied ") = Dissatisfied ... = 1 cutral -+ = Satisfied 

_, 

= E ·tn:mely satistied. 

Risk sharinJ 2 .... 
-+ 5 • 

• lan. :::~ ment .·p rience 1 ..) -+ 5 
Bu ines cont.tct I ' 4 • .) 

• ltrk ting n Fin nci· 1 planning l 4 5 
• tion o h mn 4 



• Manpower planning and recruitment of 
Personnel 

• Transfer of technology 
2 
2 

J 
J 

4 
4 

5 
5 

SECTION V VENTURE CAPITAl 0 CERN \ND INVESTMENT CRITERIA 

(i) Pleas~ circle the numl l..!r that best dt!scribes your feelings about the concerns 

o[vellture capitalist, in target fi m1s. 

Key; 
l = trongly disagree 2 = Disagree . J Neutral 
4 = Agree 5 = Strongly agree 

• Technical feasibility of product/service 1 2 J 4 5 
• Marketing aspects and size of the market 1 2 3 4 5 
• Adequacy of accounting systems 2 3 4 5 
• Government in.fluence and regulations 1 2 3 4 5 
• Number of competitors 1 2 3 4 5 
• Export potential 1 2 J 4 5 
• Involvement of international institutions 1 2 3 4 5 (ii) From the following categories, please tick (...; ) the ones that best describe venture 

• 
• 
• 
• 
• 

capitalists investment criteria. 

[anagement 
Sector 
Stage of the firm 
Returns 
Location 

E TIO~ VI VE .TURE CAPITAL IN KENYA 

( ) 
( ) 
( ) 
( ) 
( ) 

( i) Pleas select by ticking ( ...; ) who are the providers of venture capital 111 

I' enya? 

• For ign in titutional in esters 
• lultll,n r.l d elopment financ institutions 
• Bank 
• 
• m nt financi 1 instllution 
• 

( ) 
( ) 

( 

( 



• Others (specify) ----------------------
(ii) P1ease circle the number that best describes your Ceclings about problems of 

venture capital financing in Kenya. 

Key: 

l = Strongly disagree 2 = Disagree 3 = Neutral 4 = Agree 5 = Strongly agree 

• Lack or good business proposals l 2 3 4 5 • Readiness of local investors 1 2 3 4 5 • Tax disincentives 1 2 3 4 5 • Social apprm·al of entrepreneurship 1 2 3 4 5 • Govemment regulatory structures 1 2 3 4 5 
• Lack of infotmation about operations of 

Venture cap ita! 1 2 
..., 

4 5 .) 

• Growth prospects 1 2 3 4 5 • Fear of failing to meet venture capital 
expectations 1 2 ..., 

4 5 .) 

• Availability of other cheaper sources 
of funds 2 3 4 5 • Other (specify 

In the spaces provided below, kindly put any comments regarding venture capital 

financing in Kenya and in particular to managed health care firms. 

1:1111.: . ou or. our p:trti~ipation and ·oopcration. 



APPI(,NDIX III 

IIEALTll MANGEMENT OnGANISATIONS (liMO'S) IN KENYA 

I. AAR llcnlth Services. 
2. Avenue llealtl! nre. 
3. I lcalth Firsllnternational (l ) 
4, llealth Management Solutions Ltd. 
5. I Jealth Plan Services Ltd. 
6. Jlcalth Risk Management Ltd. 
7. lnlegry Health 
8. Medical Express Kenya ltd 
9. Medical Partners ltd 
I 0. Mediforl Services ltd. 
ll. Mediguard Ltd. 
12. Mediplus Services Ltd . 

. , 3. Mesco Consultants ltd. 
14. Strategies Health 

Source: Kenya Association of Heath Care Organizations (I<AITO), June 2003 



PPENOIX IV 

LIST OF INSUIV\NCl1: FlRl\IS 

1. African Merchant ssurance Company Limited 
2. American Li !e Insurance Company (K) Limited 
J. Apollo Insurance ompany Limited 
4. Blue Shield Insurance Company Limited 
5. British American lnsurance Company Limited 
6. Cannon Assurance Company Limited 
7. Concord Insurance Company Limited 
8. Co-operative Insurance Company Limited 
9. Corporate Insurance Company Limited 
1 0. East Africa Reinsurance Company Limited 
11. Fidelity Insurance Company Limited 
12. First Assurance Company 
13 . Gateway Insurance Company Limited 
14. Geminia Insurance Company Limited 
15. General Accident Insurance Company Limited 
16. Heritage All Insurance Company Limited 
17. Intra Africa Assurance Company Limited 
18. Insurance Company of East Africa Limited 
19. Invesco Assurance Company Limited 
20. Jubilee Insurance Company Limited 
21. Kenindia Assurance Company Limited 
22. Kenya ational Assurance (2001) Company Limited 
23. Kenya Orient Insurance Company Limited 
24. Kenya Reinsurance Corporation Limited 
25. Kenya Alliance Insurance Company Limited 
2(>. Liberty Assurance ompany Limited 
27. Lion ofKen;a Insuranc(j Company Limited 
28. ladison fn!)urancc Company Limited 
29. r-..lercantile life and General Assurance ompany Limited 
JO. Occidental Insurance ompany Limited 
. I. Old lutua1 Life ssurance Company Limited 
J_. I' an A lri a In urancc ompany Limited 

. Pho ni; ha t frica As::;mancc Company Limited 
4. Pion cr ( ompany Limit d 

. . I yal In uran mpany Limited 

. 6. tdml rd uran e ( ompnny I imit d 



37. Tausi Assurance Company Limited 
38. The Monarch Insurance Company Limited 
39. Trident Insurance Company Limited 
40. Trinity Life Assurance Company r imitcd 
41. UAP Provincial Insurance Company Limited 
42. United Insurance Company Limited 

Soun·e: Commissioner or lllS\II<Illl't', Kt'll ' ll Dt•t' l'lllbCt )002. 



\PPENDIX V 

LIST OF VENTlJIU: Ct\PlTAL FlRI\lS IN KENYA 
l . Acncin Fund. 
2. Africa Magic Fund 
3. African Proje t Development Facility. 
4. Aureos E. A Fund. 
5. East African Development Bank (EADB). 
6. Economic Development for Equatorial and Southern Africa. 
7. first Capital 
8. Industrial and Commercial Development Corporation (ICDC). 
9. Industrial Promotion Services (IPS). 
1 0. International Finance Corporation (IFC). 
11. Kenya Industrial Estates (KIE). 
12. Kenya Tourism Development Corporation (KTDC). 

Source: Capital Markets Authority (CMA), Kenya , December 2002. 
Investors Guide on Financial Resources for Industrial Projects in Kenya 2000. 


