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ABSTRACT 

There are many and varying views on the effect of the amount of long-term financing of 

current assets on the profitability of companies. There are also views that public 

companies in different sectors in Kenya follow different working capital management 

policies. The objective of this research study was to establish the working capital 

management policies of companies in Kenya. The research also addressed the question as 

to whether there is any significant relationship between working capital management policy 

and the profitability of a company as measured by the return on equity. 

The population of interest for the study was all public companies as listed at the Nairobi 

stock exchange. These companies were fifty one as at 315
t December 2002. A random 

sample of these companies was used. The classification of the companies was based on 

the categorization as done by the Nairobi stock exchange. 

The secondary data for the research was extracted from the audited financial statements of 

the companies sampled. For each firm sampled annual data on the assets (split between 

current and non-current assets), liabilities (split between current and non-current 

liabilities), total shareholders' equity and the profit after tax were collected for the penod 

1998 to 2002. 

The data collected was analyzed to determine the individual company' nnu working 

capital management policy as mea sur d by h long·t rm m nctng of cur r nt 

ass ) and also the profttabilrty of th camp n . h nnu I or in m nt 

policy nd profit bilr y w s v r t til ftv y r 

for ell of h rou1 d nto 

r u o ut . 



The results of the analysis showed that the commonly practiced working capital 

management policy among the public companies in Kenya is the aggressive policy. The 

findings of the research did not show any significant differences between the working 

capital management policies across the five sectors. Further the research findings show 

that there are no significant differences in return on equity among companies that practice 

different working capital management policies. The regression analysis also showed that 

the working capital management policy explained only fifty three per cent of the variation 

in return on equity. 
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CHAPTER ONE: INTRODUCTION 

1.1 BACKGROUND 

All firms require resources in order to produce goods and services to be sold to the 

customers. These resources are the assets of the firm. The assets are further divided into 

two classes namely fixed assets and current assets. The current assets are those 

resources that are expected to be converted into cash within the next one year. Examples 

of current assets include inventory, accounts receivable, marketable securities and cash. 

On the other hand fixed assets are the resources of the firm that are not expected to be 

converted into cash within the next one year. Examples of fixed assets are plant and 

machinery, land and buildings, motor vehicles, computer hardware and software, and 

furniture and fittings. 

1.1.1 Working capital concepts 

There are two major concepts of working capital - net working capital and gross working 

capital. When accountants use the term working capital, they are generally referring to net 

work1ng capital, which is the shilling difference between current assets and current 

liabilities. Financial analysts on the other hand, mean current assets when they speak of 

working cap1tal. Therefore their focus is on gross working capital(Van Horne 1995) . This 

is the concept which is adopted in this research study. 

Working capital is the investment which a bu in o m k in 1t d y- to-d y 

op ra ions. tm nt necessa o; 

• C rry oc ; 

• Allow r 

II d 



time. In addition financial managers must decide how these current assets are to be 

financed. 

1.1.2 Significance of working capital 

The management of working capital is important for several reasons. For one thing, the 

current assets of a typical manufacturing firm account for over half of its total assets. For a 

distribution firm they account for even more. If a company is to operate efficiently, 

receivables and inventories must be tightly monitored and controlled. This is particularly 

important for a fast growing firm because the investment in such assets can quickly 

mushroom out of control. 

Excessive levels of current assets can easily result in rea lizing a low return on investment. 

However, firms with too few current assets may incur shortages and difficu lties in 

maintaining smooth operations. 

For small companies, current liabilities are the principal source of external financing. These 

firms do not have access to the long-term capital markets, other than to acquire a 

mortgage on a building. The fast-growing but larger company also makes use of current 

liability financing. 

More fundamental, however, is the effect that working capital d cisions have on the 

company's risk, return, and share price. Having an ad quat 

therefore vitally important for the survival of an bu in 

motor car ngin continu lly working rnoo hi nd 

o p th bu in n in con t ntl 
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of funds tied up in current assets. Thus too much working capital reduces risk and return, 

too little working capital increases risk and return (Ross and Jaffe 1990). 

1.2 STATEMENT OF THE PROBLEM 

In relation to shareholder value the firm's investment in working capital should produce 

cash returns that add to the market value of the firm and thus to the wealth of its 

shareholders. However excessive investment in working capital will depress returns by 

increasing the opportunity costs of having funds unnecessarily tied up in current assets 

(Mcmenamin 1999). 

Alternatively, insufficient investment in working capital increases the firm 's risk of financial 

distress or insolvency by not having sufficient funds avai lable to pay creditors when the 

bills become due. It is worth noting that while working capital management accentuates 

short term financial decisions and policies, these will however, be framed in the context of 

the firm's overa ll corporate strategy, with the aim of realizing its strategic object1ves and 

the primary goal of maximizing shareholder value. A firm can identify extremely va luable 

essential Investment opportun1t1es, find the preose optimal debt ratio, follow the perfect 

dividend policy and yet fa1l because no one bothers to raise the cash to pay this year's b1lls. 

Hence the need for short term planning. (Arnold 1998) 

Working capital is a basic requirement for all 1rms s 1t i h t 

smoothly. Having suffici n fund 1nv t d in or m 

1rm running into llquid1ty probl m 

bu 1n . How v r, th fund 

111 lon • rm 
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1) To establish the current working capital management policies by public companies 

in Kenya, 

2) To establish if there are any significant differences in working capital management 

policies across different sectors in Kenya . 

3) To establish if companies that follow different working capital policies report 

significantly different profit levels. 

1.4 SIGNIFICANCE OF THE STUDY 

Companies are faced with the undoubtedly difficult task of determining the appropriate 

working capital policies while sustaining good returns to their shareholders. The research 

wi ll seek to point out the current working capital practices by public companies in Kenya. 

By studying the working capital management practices across the sectors, the researcher 

will highlight and document the differences as well as the effect such differences have on 

company performance. This will contribute to research in this field and future researchers 

and consultants may use the research to advise interested parties on working capita l 

management policies. 

Companies will also benefit from the research by using the working capital management 

polic1es that will be identified as appropnate, for each sector in Kenya, in the study. 

Regulatory bod1es like Central Bank, Commissioner of Insuranc and Capital Markets 

Authority can use the study to improve on h fram or or r ul t1on. Th 1 rch 

findmgs will also b of sigmficant in po anc nd tu nt , 1t will 

h availabl nowl on or 1n9 c olt ' . 



CHAPTER TWO: LITERATURE REVIEW 

2.1 AN OVERVIEW OF WORKING CAPITAL 

All businesses require capital - that is money invested in plant, machinery, inventories, 

accounts receivable and all the other assets it takes to run a business efficiently. Typically, 

these assets are not purchased all at once but obtained gradually over time. Let us call the 

total of these assets the firm's cumulative capital requirement. Most firm's cumulative 

capital requirements grows irregularly like the broken line in figure in figure 1.1 below:-
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This line shows a clear upward trend, as the firm's business grows. But there is also 

seasoned variation around the trend. In the figure, the capital requirement line breaks late 

in each year. 

The cumulative capital requirement can be met from either long term or short term 

financing. When long term financing does not cover the cumulative capital requirements, 

the firm must raise short-term capital to make up the difference. When long term financing 

more than covers the cumulative capital requirement the firm has surplus cash available for 

short-term investment. Thus the amount of long term financing raised, given the 

cumulative capital requirement determines whether the firm is short-term borrower or 

lender(Mcmenamin 1999 ). 

Lines A, B and C in figure 1.1 illustrates this. Each depicts a different long term financing 

strategy. Strategy A+ always implies a short-term cash surplus. Strategy C, implies a 

permanent need for short-term borrowing. Under Strategy B, which is probably the most 

common strategy the firm is short-term lender during part of the year and borrower during 

the rest. 

Many financial managers would feel more comfortable under Strategy A than Strategy C. 

Strategy A+ (the highest line) would be st1ll more relaxing. A firm w1th surplus of long­

term financing never has to worry about borrowing to pay ne month's bills. But are 

managers paid to be comfortable? Firms usually put surplus cash to war in Treasury b1lls 

and marketable securities. This is at best zero PV inv tm nt for a ta p ying 1rm. Thu 

firms with a permanent cash surplus ought to r 1 1 LH i 1 to 1 due I on 

rm 1nancing o a 1 v 1 h 1rm' cumul I t 1 11 h fu rn i on 

lin A I ou h 
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focusing almost entirely on liquidity will tend to reduce the potential profitability of the 

company. 

The main components of a firm's working capital are accounts receivable, inventory, cash 

and marketable securities. These elements are discussed below. 

2.1.1 Accounts receivable 

One important Current asset is accounts receivable. When one company sells goods or 

services to another company it does not usually expect to be paid immediately. These 

unpaid bills or trade credit make up the bulk of accounts receivable. Companies also sell 

some goods on credit to the final consumer. This consumer credit makes up the remainder 

of accounts receivable. Debtors are people or other firms who owe money to the firm . This 

will usually happen where the firm has sold goods with a period of credit. The firm sells the 

good or service but allows the purchaser a period of credit to pay - usually a month . During 

thts month the purchaser owes the firm the money and is therefore a debtor. If the firm 

has debts these are considered an asset, because when the debtors pay the firm will have 

converted the debt into cash in the bank. Because most debts are relative ly short-term 

they are considered current assets. The other current assets are stocks and cash. 

The amount of accounts receivable a firm has depends on the line of bustness they are tn. 

If most of their business is with trade customers where they have to offer cr dt then the 

level of accounts receivable may b high. For many r tatl bu tn , how v r, th I v I of 

accoun r ceivabl will t nd to b r lativ ly to mo o h 1r h 

2.1.2 Inv ntory 

Ano h r t curr n 

1n 

0 n 

( ) 



The benefits to holding inventory are often indirect. For example a large inventory of 

finished goods (large relative to expected sales) reduces the chance of a "stock out" if 

demand is unexpectedly high . A producer holding a small finished goods inventory is more 

likely to be caught short, unable to fill orders promptly. Similarly, large raw material 

inventories reduce the chance that unexpected shortage would force the firm to shut down 

production or use a costly substitute material. (Arnold 1998) 

Bulk orders for raw materials although they lead to large average inventories may be 

worthwhile if the firm can obtain lower prices from suppliers. (that is, bulk orders may yield 

a quantity discount). 

The task of inventory management is to assess these benefits and costs and to strike a 

sensible balance. In manufacturing companies the product ion manager is best placed to 

make this j udgment. Obviously, average stock-holding periods wi ll be influenced by the 

nature of the business. For example, a fresh vegetable shop might turn over its entire stock 

every few days while a motor dealer would be much slower as it may carry a wide range of 

rarely-used spare parts in case somebody needs them. Nowadays, many large 

manufacturers operate on a just-in-time (JIT) basrs whereby all the components to be 

assembled on a particular day, arnve at the factory early that morning, no earlier - no 

later. This helps to minimrze manufacturing costs as JIT stocks take up lrttle space, 

minimize stock-holding and virtually eliminate the risks of obsolete or damaged stock. 

Because JIT manufacturers hold stock for a very short time, th y are able to cons rv 

substantial cash. JIT is a good model to strive for II th pr rncipl of 

prud nt stock managem nt. 
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• Can you remove slow movers from your product range without 

compromising best sellers? 

2.1.3 Cash and marketable securities 

The remaining current assets are cash and marketable securities. The cash consists of 

currency, demand deposits and time deposits. The principal marketable security is 

commercial paper (short -term, unsecured notes sold by other firms). The other security is 

the government of Kenya Treasury bills and Bonds. 

Cash flows in a cycle into, around and out of a business. It is the business's life blood and 

every manager's primary task is to help keep it flowing and to use the cash flow to 

generate profits. If a business is operating profitably, then it should, in theory, generate 

cash surpluses. If it doesn't generate surpluses, the business will eventually run out of cash 

and expire. The faster a business expands, the more cash it will need for working capital 

and investment. The cheapest and best sources of cash exist as working capita l right within 

business. Good management of working capital will generate cash, will help improve profits 

and reduce risks. Bear in mind that the cost of providing cred1t to customers and holding 

stocks can represent a substantial proportion of a firm's total profits. 

There are two elements in the business cycle that absorb cash - Inventory and 

Receivables. 

The main sources of cash are Payables and Equity and Loans. In choosing b twe n cash 

and marketable secunt1es, the financial manager faces a ta li that of th production 

manager. Th re are always advantag s of holding I r ntori of c 11 th y r uc th 

ris of running out of c h nd having to r 1 mon o not1 . 



2.3 OPTIONS FOR SHORT TERM FINANCING 

Firms often have various short-term sources of funds. To finance investment in current 

assets, a company may rely on a variety of short-term loans. These sources include 

commercial paper and bank loans. Many short-term loans are unsecured, but a company 

may offer its inventory or receivables as security. Some of the common sources are 

explained below. 

• Unsecured bank borrowing 

In this case a firm makes an arrangement with its bank allowing it to borrow up to a 

certain amount of money at a specified interest rate. The firm can borrow and repay 

wherever it wants so long as it does not exceed the credit limits. The firm does not need to 

pledge any of specific assets as security for the loan. This kind of arrangement is called a 

line of credit. When a company borrows on an unsecured line of credit, it is generally 

obliged to maintain a compensating balance on deposit with the bank. 

• Stretching payables 

In th1s case the firm gets funds by making use of accounts payable. Th1s is often a 

cheap source of funds as the only cost IS the minimal additional cost that a firm that is 

buying on account has to pay. This source is often used instantaneously as the volume of 

business grows. 

2.4 SOME ASPECTS OF SHOR -TERM FINANCIA PO Y. 

policy h f1rm dop or -t rm two 

m n . 11 

r o cu 
0 



Figure 2.1: Working capital cycle 
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On the other hand, there is a cost to holding idle cash balances rather than putting the 

money to work in marketable securities (Brealey and Myers 1991). 

2.2 SOME THEORETICAL OBSERVATIONS 

What 1s the best level of long term financing, relative to the cumulative cap1tal 

requirement, there is no convincing theoretical analysis of this quest1on. We can g1ve 

several practical observations however; 

• Matching Maturities 
OS rs t mpt to m ch m u 1 1 nd II 1llt1 tl' t 1 ; tl1 y 

II pi n lilly nd 

• P rm n n n 
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2.3 OPTIONS FOR SHORT TERM FINANCING 

Firms often have various short-term sources of funds. To finance investment in current 

assets, a company may rely on a variety of short-term loans. These sources include 

commercial paper and bank loans. Many short-term loans are unsecured, but a company 

may offer its inventory or receivables as security. Some of the common sources are 

explained below. 

• Unsecured bank borrowing 

In this case a firm makes an arrangement with its bank allowing it to borrow up to a 

certain amount of money at a specified interest rate. The firm can borrow and repay 

wherever it wants so long as it does not exceed the credit limits. The firm does not need to 

pledge any of specific assets as security for the loan. This kind of arrangement is called a 

line of credit. When a company borrows on an unsecured line of credit, it is generally 

obliged to maintain a compensating balance on deposit with the bank. 

• Stretching paya le 

In this case the firm gets funds by making use of accounts payable. This is often a 

cheap source of funds as the only cost 1s the m1mmal add1t1onal cost that a firm th t is 

buying on account has to pay. This source is often used instantaneously as the volume of 

business grows. 

2.4 SOME ASPECTS OF SHORT-TERM FINANCIAL POLICY. 
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• The financing of current assets 

This is measured as the proportion of short-term debt to a long-term debit. A 

restrictive short - term financial policy means a high proportion of short-term debt relative 

to long term financing and a flexible policy means less short-term debt and more long-term 

debt. 

2.5 FLEXIBLE SHORT-TERM FINANCIAL POLICY 

A flexible short-term financial policy include: 

• Keeping large balances of cash and marketable securities 

• Making large investment inventory. 

• Granting liberal credit terms, which result in a high level of accounts receivable. 

Flexible short-term financial policies are costly in that they require higher cash outflows to 

finance cash and marketable securities, inventory and accounts receivable. However, 

future cash inflows are highest with a f lexible policy. Sales are stimulated by the use of a 

credit policy that provides liberal financing to customers. (Van Horne 1995) . 

A large amount of mventory provides a qutck delivery service to customers and increases 

sales. In addition, the firm can probably charge higher prices for the qutck delivery service 

and the liberal credit terms of flextble policies. A flexible polic also may result tn fewer 

production stoppages because of tnventory shortages. 

2·6 RESTRICTIVE SHORT-TERM FI NAN CIAL POLICY 

R 5 rictiv short-t rm financial policy is char ct n d b 

·:· K Ping low c h b lane nd no 1n 
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Costs that rise with the level of investments in current assets are called carrying costs. 

Costs that fall with increases in level of investment in current assets are called shortage 

costs. 

)...- Carrying costs 

Carrying costs are generally of two types: -

First, because the rate of return on current assets is low compared with that of other 

assets, there is an opportunity cost. Second, there is the cost of maintaining the economic 

va lue of the items e.g. the cost of warehousing the inventory. 

r Shortage costs 

Shortage costs are incurred when the investment in current assets is low. If a firm runs 

out of cash it wi ll be forced to sell marketable securities. If a firm runs out of cash and 

cannot readily sell marketable securities, it may need to borrow or default on an obligation. 

(Th1s general situation is called a cash-out) if a firm has no inventory (a stock-out) or if it 

cannot extend credits to its customers, it will lose customers. 

Figure 2.2 Illustrates the bas1c nature of carrymg costs. The total cost of investing in 

current assets is determined by adding the carrying costs and the shortage costs. The 

minimum point on the total cost curve (CA) reflects the optimal balance of current assets. 

For firms whose cash flow patterns are predictable, typified by the public ut1l1t1es sector, a 

low degree of liquidity can be maintained. Immediate access to capital markets such as 

that enJoyed by large prestigious firms, also allows a great r risk taking cap b1llty. Th 

P culiarities of a firm's industry will hav a major Imp ct on th option op n to 

managem nt. (Block and Hirt 1992). 



Figure 2.2: working capital costs 
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In cases when a company is in the fortunate position of generating cash surpluses then, 

after allow1ng for an appropriate 'safety marg1ns' excess cash can be Invested on a short­
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resources should be invested in working capital. Financing decisions relate to how the 

investment in working capital is to be financed. 

What may be considered an acceptable level of working capital for one industry or line of 

business may be unacceptable (e.g. too much or too low) in another, as a result of 

different operating or business characteristics across industries. Working capital 

requirements are also likely to change over time in response to changes in the nature of a 

company's operations for example as a company progresses from a growth to a maturity 

stage in its life cycle. (Block and Hirt 1992) 

Broadly there are three distinct types of working capital policy, which a company can 

adopt: -

r An aggressive policy 

, A moderate policy 

, A conservative policy 

The type of policy relates to the firm's general approach to the investing and financing of 

its working capital needs. Aggressive and conservative poliCies tend to represent the 

opposite ends of spectrum of working capital policy options. The policies differ in their 

attitudes to both the Investment in and the financing of current assets. The more 

conservative 1n altitude the pol1cy, the greater the level of Investment 1n current assets and 

the greater the firm's reliance on long-term capital (in the form of debt or equity) to 

finance the investment in current assets conversely, the more aggressive the work1ng 

capital policy the lower the level of investment in current ass and th less is the f1rm's 

reliance on long term capital to finance current ass ts. 
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2.9.1 A conservative working capital policy 

• Investment: 

As far as investment is concerned a conservative working capita l policy is the 'play it safe' 

philosophy. At its most conservative, the policy will attempt to provide sufficient long -

term financing to cover all anticipated eventualities. A conservative policy implies relatively 

high investment in current assets in relation to sales, the current assets to sales ratio will 

be comparatively high and asset turnover ratios will be low. In a conservative approach 

stock and cash levels will generally be kept high to avoid stock out and illiquidity costs. 

There is also likely to be a sizeable investment in short-term bank deposits and other short­

term liquid investments. (Copeland and Weston 1988) 

• Financing 

At one extreme a company can finance all its current asset requirements with long-term 

funds, including its peak temporary requirements. In operating a conservative policy short­

term funding may only be called upon as a fallback or emergency source of funding. 

The investment in current assets is divided 1nto permanent current assets and temporary 

current assets. The investment 1n permanent current assets represents the core, or 

minimum level of investment 1n current assets required on a contmual bas1s. In addition to 

permanent current assets the business may need to invest in temporary current assets, to 

accommodate fluctuations in its business cycle. 

At i most extreme the cons rvative or ing capital polic um I om wh t 
th absenc of any spon an ou un 1n rom curr uch 

cr d1to Spon n ou ur drn 0 Ul din vir u lly 
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is also the low risk working capital policy as the company is not dependent upon access to 

short term funds and is not therefore exposed to the volatility of short-term interest rates 

or to unexpected changes in general economic conditions. 

Figure 2.3: Conservative Working capital Policy 

Permanent Current /\ssets 

0. 
c 
c 

------------.:.----~ Time 

Source Mcmenamin 1999: 

In contrast, long- term financ1ng although generally expensive is more certain and stable 

with regard to the term of the finance, its costs and its conditions. The firm pays a price for 

certainty and stability. Long-term sources of finance such as equ1ty and long-term loans 

are more certain and stable and consequently they tend to be more p ns1ve. 

( McMenamin 1999). 
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2.9.2 An aggressive working capital policy: 

An aggressive policy relies on minimum investment in current assets and is highly 

dependent on access to short term financing. 

• Investment 

With an aggressive policy total investment in current assets will be kept to a minimum. 

The current assets to sales ratio will be much lower and the current assets turnover rates 

much higher in comparison to a conservative policy. 

• Financing: 

In terms of financing a company following an aggressive working capital policy will use 

long term finance to fund its investment in permanent fixed assets and also a substantial 

part of its permanent current assets, short term financing will be used to fund temporary 

current assets needs and also part of the permanent current assets requirements. 

Figure 2. 4: Aggressive working capital policy. 
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neither lean nor excessive. Following a moderate policy long-term funds are used to 

finance the investment in fixed assets and the permanent components of current assets 

investments. Temporary, or seasonal current assets are financed by short-term sources of 

finance. The moderate policy is illustrated in figure 2.5 below. 
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Figure 2.5: Moderate working capital policy 
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CHAPTER THREE: RESEARCH METHODOLOGY 

3.1 POPULATION 

The research is based on all public companies registered in Kenya. The population of 

interest is thus all public companies listed at the Nairobi Stock Exchange, which were fifty 

one as at 315
t December 2002. 

3.2 SAMPLE 

The sample is drawn using stratified sampling so as to give representation to each of the 

sectors that are represented at the stock exchange. The sectors represented in the study 

are agricultural, commercial, finance and investment, industrial and allied, and alternative 

investment sector. The sample size is thirty companies. 

3.3 DATA COLLECTION 

The data required for the research 1s in the form of profits after tax, sa les turn- over, 

current assets, current liabil1t1es, as well as the fixed assets, and the long term debt and 

equity of the firms surveyed. Th1s data was obta1ned from the annual financial statements 

of the firms. The data used was thus secondary data. 

Data was collected from a sample of thirty companies for the five year-penod from 1998 to 

2002. Secondary data based on the audited financial statemen of the companies was 

collected so as to show the total assets, profrt after ta as II a th quity fin ncing of 

each of the firms in th sample. Th data coli d al o ho th br down of th 

frnancing of curr nt s ts 1nto long-t rm rn ncm r m t tn n in . 1 11 d t 
coli d i hown in pp ndr 1 o p 
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computing the proportion of current assets that is financed using long-term funds. This was 

determined as follows: 

Proportion of current assets financed by long-term debt = Net current assets I Total current assets 

A simple arithmetic mean was used to come up with each firm's working capital 

management policy for the five year period. 

The companies in the sample were then grouped into three depending on their working 

capital management policy, as follows: 

I ) Conservative working capital management policy. 

All companies whose average long-term financing of current assets is at least sixty percent. 

II ) Moderate working capita l management policy . 

All companies whose average long-term financing of cu rrent assets is more than thirty per 

cent but less than sixty percent. 

III) Aggressive working capita l management policy. 

All companies whose average long-term financing of current assets is less than thirty per 

cent. 

The profitability of each of the compames was computed usmg profit after tax as a 

percentage of owners' equ1ty. 

3.4.2 Computation of sector working capital policy and ro 1 bility. 
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at both the sector level and the individual company level. The working capital management 

Policy and profitability was compared across the three classification of companies. The 

significance level was 95 percent. 

3.4.4 Regression Analysis 

A simple regression model was used to find out if there is a relationship between the 

long-term financing of current assets and the return on equity for the firms in the sample. 

The strength of this relationship was also computed using r 
1

• 



CHAPTER FOUR: DATA ANALYSIS AND FINDINGS 

4.1 COMPUTATION OF INDIVIDUAL COMPANY WORKING CAPITAL POLICY AND 

PROFITABILITY. 

The data collected was first analyzed so as to determine the amount of current assets 

financed using long term funds. The long term financing of current assets (net current 

assets) was then divided by the total current assets to determine the proportion of current 

assets financed using long term-term funds in the form of equity and long-term debt. Each 

of the individual company's annual proportion for the five-year period was averaged to 

come up with the company's average working capital management policy. 

Secondly the annual return on equity for each of the company was computed using the 

profit available to shareholders as a percentage of the total shareholders' funds. 



The annual return on equity was then averaged to get the average return on equity for 

each of the firms in the sample. The resultant individual company working capital 

management policy in percentage form is as shown in table 4.1 on page 25. 

The resultant individual company profitability in percentage form as measured by the 

return on equity is also as shown in table 4.2 below. 

Table 4.2 : SUMMARY OF INDIVIDUAL COM PANY PROFITABILITY 

COMPANY 2002 2001 2000 1999 1998 AVERAGE 

Brooke Bond 3.4 5.4 10.3 5.5 4 .5 5.8 

Kakuzi 0.4 (3.0) (2. 1) 1.8 5.2 0.5 

Rea Vipingo 5.5 0.9 (7.6) (1 .3) 8.7 1.2 

Sasin1 (3 9) 2.0 7.3 2.3 9.8 3.5 

Baumann (10 7) (0 5) 0.8 2.0 0.6 (1.6) 

City Trust 2.6 4.5 5.4 6.9 23.7 8.6 

Eaagads 24 06 (5 7) 40 26 5 5.6 

Kapchorua Tea (3 .8) 1.5 36 29 19 1 4.7 

Llrnuru Tea 69 (10 6) 30 4 29 0 65 4 24.2 

VVililarnson Tea (2 3) 12 8 76 4.0 34 3 11 .3 

CMc 70 42 63 7.5 11 .3 7.3 

Kenya A1rways 11 3 17 1 38.3 52 3 41 .1 32.0 

Nation Med1a Group 17 4 12 7 10 7 14 9 21 .2 15.4 

1 
ounsrn Promot1on Serv1ces 10 4 10.3 88 88 11 .2 9.9 

Uchurni 5.4 9.5 34 1 30 6 42.4 24.4 

Barclays Bank of Kenya 17 8 25 9 20 0 25 8 36 7 25.3 

CFc 87 7.4 10 4 10 8 14.9 10.4 

Housing Finance Company 55 (18.9) 36 45 18 5 2.6 

Kenya Commercial Bank (57 0) 24 (58) (17 6) 10 9 (13.4) 

Standard Chartered Bank 38 8 39 9 34 0 38 4 35 8 37.4 

Athi R1ver Mining 67 4 1 36 32 1 2 3.8 

Barnburi 12 4 73 32 7 1 54 7.1 

BAT 20 0 14 7 13 5 24 9 56 19.7 

C rbac•d 83 70 15 1 179 12.6 

Ea Afnca Brewenes 20 8 15 7 14 1 15 0 1,4 

F',r ton 15 6 21 8 7 4 

1 
Ya Pow r & Llghtmg (53 5) (2 9) (70 3) 

o 1 ny (7 2) 
Un Grou ( 1) (21 . 1) 

ortl nd 
(1 .1) 
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Table 4.3: Classification of companies based on sectors 
r---

Long-term Return on 
Financing of C.A Equity(%) 

""-
(%) 

~GRICUL TURAL 

_§_rooke Bond Ltd 49.6 5.8 

-.!S_akuzi -11 .1 0.4 

,B_ea Vipinqo Plantations Ltd 1.3 1.2 

.§.asini Tea & Coffee Ltd 55.4 3.5 

- Mean 23.80 2.73 

f-- Standard deviation 29.11 2.11 

£.0MMERCIAL AND SERVICES 

r-£Mc Holdin!=Js Ltd 31.7 7.2 

r-'Senya Airways Ltd 30.4 32 .0 

rl:!ation Media Group 38.9 15.4 

J:ourism Promotion Services Ltd (Serena 0.7 9.9 

~humi Supermarket Ltd 2.4 24.4 

~--~ 
Mean 20.82 17.78 

Standard deviation 16.01 - ~ -- -
FINANCE AND INVESTMENT 

~---- - -
Barclays Bank Ltd 

-~-

10 0 25.3 ----
Kenya Commercial Bank Ltd 58 -13 4 

-- - - -
CFc Bank 1--

18 3 10 41 

fHous~n Finance CompaQY_ 
~ - -
---~- 42 26 - ~ 

Standard Chartered Bank ---1--- 7~ 37 4 

9.16 12.46 
Mean --1-

4.96[ ;:..:..;._ __ --t- ____ .:...:..:....=+-- 17.65 

_r_ 

td 

27 4 

-9 5 
-70 3 



financing of current assets of 60.7 per cent while the finance and investment has the least 

long-term financing of current assets of 9.16 per cent. In terms of return on equity the 

commercial and services sector has the highest return of 17 · 78 per cent while industrial 

and allied had the least return of negative 3.2 per cent. 

4.2.2 Classification of companies based on long-term financing of current assets 

Table 4.4: Classification of companies based on long-term financing of current assets. 

ressive 

Ken a Power & Llght1ng c9._o ------+-----~- 1-::2-.::2t---___:_:9 
Kakuz1 

-11 1 

;Unga Group -9 4 

Ath1 R1ver M1n1ng 0.3 

Tounsm Promot1on Serv1ces Ltd LSeren~- _ 0 7 

Rea V1p1ngo Plantations Ltd=-~ _ _ -----'-"1 3+----

Uchuml Su_Q_ermarket Ltd _ ~ 

Hous1ng F1nance Company 

Kenya Commerc1al Bank Ltd 

Total Kenya Ltd ---

tandard Chartered Bank 

Barela s Bank Ltd - ----r-Fe Bank ::---........;:;.;.;.:..;... _______ ---
East Afncan Brewenes Ltd ---

Mean 

Stanard deviation 

--

6 
___ 7 

13 

1 .~ 
25.85 



The companies in the sample have been grouped into three depending on their financing of 

current assets using long-term funds. A five year's average percentage of long-term 

financing of current assets for each of the companies has been used. 

The categorization is based on the following: 

• Conservative working capital management policy. 

All companies whose average long-term financing of current assets is at least sixty percent. 

• Moderate working capital management policy. 

All companies whose average long-term financing of current assets is more than thirty per 

cent but less than sixty per cent. 

• Aggressive working capital management pol icy. 

All companies whose average long-term financing of current assets is less than thirty 

Percent. 

The resu ltant grouping is as shown in table 4.4 on page 28. 

Based on the resu lts of the research the common work1ng cap1tal management pol1cy 1s the 

aggressive policy which represented fourteen out of the sampled th1rty compan1es. Thus 

about forty seven percent of the sampled firms practice the aggressive policy. The second 

Prom1nent policy was the moderate policy which had eleven companies thus representing 

about thirty seven per cent of the sample. The least practiced policy was conservative 

Which had only five companies thus representing about si t n p rc nt of th firms 

sampled. 
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finance current assets using long term funds. Current sources of funds like accounts 

Payable which often bear minimal cost are thus used instead of long-term debt and equity 

Which are often expensive. 

4.3 TESTS OF SIGNIFICANCE 

4.3.1 Testing for significance for differences of working capital management 

Policies across sectors. 

In order to compare the working capital management policies across the five sectors the 

mean working capital management policy and the standard deviation for each sector were 

Used. The significance of the differences were tested using the student 't' statistic. The 

formula for computing 't' is as given on appendix II on page 53. 

'The null hypothesis is that there are no differences in the working capital management 

Policies across the sectors while the alternative hypothesis is that the working capital 

management policies are not the same across the sectors. The statistica l significance of the 

differences have been tested at 95 per cent confidence level. The results are as 

summarized in table 4.5 below. 

I able 4.5: Summary of comparison of workmg capital management policies across sectors 

Mean Standard Sample cnt1cal Remark 

01fference Error t alue value of t 

2 98 16 221 0 183 
14 64 14 723 0 9 4 

-5 18 17 577 -o 294 

-36 67 15 710 -2 334 
116 7 150 

-8 1 0 -o 70 

~ 70 

Cl I 



Working capital management policy. Thus irrespective of the sector, the long- term 

financing of the current assets tends to be the same across the other sectors. 

4.3.2 Testing for profitability differences across working capital management 

Policies. 

In order to compare the effect on profitability of different working capital 

management policies the mean return on equity and the standard deviation for each policy 

Were used . The significance of the differences were tested using the student 't' statistic. 

The formula for computing 't' is as given on appendix II on page 53. 

The null hypothesis is that there are no differences in the returns on equity across the 

Policies while the alternative hypothesis is that the returns on equity are not the same 

across the policies. The statistica l significance of the differences have been tested at 95 per 

cent confidence level. The resu lts are as summarized in the table 4.6 below: 

I ab le 4.6: Summary of comparison of profitability of working capital management policies 

Policy 

Aggressive policy vs Moderate policy 

Aggressive policy vs Conservative policy 

-lOderate policy vs Conservative policy 

Mean Standard Sample dof cnt1cal Remark 

Difference Error t value value of t 

-7 14 7 8 -0 915 24 2 06 Not s1gn1t1cant 

-14 .64 8141 -1 793 18 2.10 Not s1gn1f1cant 

-7.5 5 267 -1 424 15 2 14 Not s1gn1t1cant 

The results of comparing the profitability of the companies that fall under the three 

different working capital management policies shows that there is no signi 1cant diff r nee 

In return on equity across the three policies. Th sampl valu o h 

as well w1thin the required limit in all th thr c thu 

capital manag m nt policy adopt d by a comp n 

qu1 of h p r icul r comp ny. 
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4.4 REGRESSION ANALYSIS OF RETURN ON EQUITY ON WORKING CAPITAL 

MANAGEMENT POLICY. 

A simple regression model has been used to find out if there is a relationship between the 

long-term financing of current assets and the return on equity for the firms in the sample. 

The strength of this relationship has also been computed. 

The dependent variable (y) is the return on equity while the independent variable (x) is the 

Working capital management policy as measured by the long-term financing of current 

assets. The formula for the simple regression model is as shown in the appendix II on page 

53. 

The resultant regression equation is as given below: 

.1' :::: - 0.67 + 0.226x 

The strength of the relationship has also been tested using r ' which shows the proportion 

of the variation in the dependent variable (in this case return on equity) which is explained 

by the independent variable (in this case the long-term financmg of current assets). 

The resultant value of r IS 0.527. 

lhe regression analysis show that the long-term financing of current assets is a weak 

Predictor of the return on equity of a company. The value of r 1 which measures the 

strength of the relationship In a regression equa.tio.n ~as only 52.7 percent. Thus other 

Variables account for about 47.3 percent of the vanat1on 1n return on qUity. 



CHAPTER FIVE: CONCLUSSIONS AND RECOMMENDATIONS 

5.1 CONCLUSIONS 

The research findings show that the aggressive working capital management policy is the 

most predominant among the public companies in Kenya. This would be partly due to the 

high cost of long-term funds in Kenya which for most part of the research period were 

above twenty percent. Management of most companies would thus tend to use the short­

term funds like trade creditors which often carry very minimal direct costs. The cost 

consideration thus dominates the need to match the duration of the source of funds with 

the life of the asset to be financed. Under the maturity matching concept one would have 

expected that the companies that require heavy investment in current assets could use 

more long term financing but this was not the case. The other source of long-term funds 

namely the owners' equity might also not have been attractive to the companies because 

of the costs, for instance, floatation costs assocrated wrth rarsing such funds besides the 

annual dividend expectatrons from the shareholders. 

lhe findings on the research do not show any significant differences between the workrng 

capital management polioes across the vanous sectors as categorized b the Nairobr stock 

exchange. The only srgnificant differences that were noted tended to touch on th 

alternative market sector and the other sectors. The al rna iv m r t ctor i ubj ct to 

less stringent requirements by the Capital rna e uthon nd thu th r ult< nt 

ff renee in rts working capital man 9 m n poh tor . h 
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adequacy requirements by the regulatory bodies more specifica lly the Capital Markets 

Authority. 

Further the research findings show that there are no significant differences in return on 

equity among companies that practice different working capital management policies. The 

factors that affect the return on equity of the various companies thus tend to influence them 

to the same extend irrespective of the working capital management policy followed by any 

given company. Factors like cost of power, transportation, and labour form a significant 

portion of the operating expenses of companies and thus will influence companies to the 

same extent irrespective of the working capital management policy adopted by any given 

company. For instance the road network in Kenya during the period 1998 to 2002 was in a 

very bad state as a result of the eli-nino rains in 1997 and this affected all the companies to 

almost the same extent. The power rationing during the period 1999 to 2000 also affected 

the power costs incurred by the firms to the same extent and thus their return on equity. 

The regression analysis thus showed that working capital management policy explained only 

fifty three percent of the variation on return on equity leaving forty seven percent to be 

explained by other factors. 

The absence of a strong relationship between long-term financing of current assets and 

return on eqUity would also be based on the different levels of equity financing of the 

companies. A highly equity financed company following aggressive or ing capital policy, 

which is more risk but more profitable than the conservat1 polic ., would 111 h v 

reported the same or even lower return on quity than 

following cons rvat1ve policy. This is b cau of m 
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management policy which they deem convenient to them . There also does not appear to 

be any particular working capital management policy that is peculiar to any particular 

sector and thus irrespective of the sector any policy will be applicable. Management should 

devote their time to the activities that enhance the efficiency of their firms and those 

strategic actions that increase their competitiveness in the market place and thus 

improving the return to their shareholders. 

5.3 LIMITATIONS OF THE STUDY 

The study however faced a number of limitations as discussed below. 

Other factors that are not financial ly quantifiable but affect profits were not considered in 

the study as it was based on the audited financial statements. A part from the working 

capita l management other factors like different management style, staff motivation, qua lity 

of the production equipment, and the goodwill of the company have a strong influence on 

a company's profitability but these factors were not considered 1n the study. 

The time available for the study was not sufficient to allow for a more detailed study of the 

effect of the working capital management policy on the return on equity. Because of time 

limitation a detailed analysis of the current liabilities was not carried out. The effect of a 

change in working capital management policy on profitability from year to year was not 

Possible because of the time factor. The time factor therefore hindered the researcher from 

extending the research for a longer period and considering th influ nc of oth r f ctors that 

would have changed over the study period. 

Th 1nancial r sourc Jloca d for rch or 1t nd 
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to look for ways of improving profitability through efficient utilization of financial resources 

~t their disposal. There is room for research into the effect on profitability of a single 

company of changes on working capital management policy over time. 

The effect on profitability of changes in the components of the individual elements of 

working capital is also an area that can be researched on. The individual elements of 

working capital are associated with different cost levels and therefore changes in their mix 

is likely to affect profitability of a company 

There is also room to research on the other factors that affect the profitability of the 

companies like the staff morale, adequacy and quality of tools used and the management 

style. These are factors that are normally not shown in the financial statements but 

nevertheless have a bearing on the level of profits and thus return on equity. 
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F·•nancial Data of The Sampled Companies Appendix I: 

Brooke Bond 
2002 ASSETS EMPLOYED 2001 2000 

4,807 ,954 5,019,479 5,104,990 Non-Current Assets 
1 ,419,209 1,149,394 1,487,542 Current Assts 

629,533 581,231 810,500 Current Liabilities 
789,676 568,163 677,042 Net Current Assets 

5,597,630 5,587,642 5,782,032 Total Net Assets 
FINANCED BY 

488,750 488,750 488,750 Share Capital 
2,990 2,990 2,990 Share Premium 

2,078,703 2,127,805 2,613,478 Revaluation Surplus /Reserves 
1,433,355 1,368,685 1,011,031 Retained Earninings 

122,188 97 ,750 293,250 Proposed Dividends 
4,125,986 4,085,980 4,409,499 Shareholders Funds 
1,457,021 1,487,929 1,351.489 Non-Current Liabilities 

14,623 13,733 21044 Minority Interest 
5,597,~ 5,587,642 5,782,032 Total Financing - :...__ 

4,251,285 4,371 ,947 4,117,143 TURNOVER 
217.603 1- 328 031 664 664 ~ 

Profit before taxation 
(78.957) (106,189) (210,000) Taxation 
138,646 221 ,842 454 .664 ProfiV (Loss) after taxation 

(890) 1432 (5.675) Minonty Interests 
137,756 223,274 448,989 Profits attributable to Shareholders 

1999 1998 

5,057,752 5,274 ,816 
1 ,048,130 816,182 

764 ,083 742,443 
284,047 73,739 

5,341 ,799 5,348,555 

488,750 488,750 
2,990 0 

2,663,785 4,794 ,064 
804 ,985 0 

0 0 
3,960,510 5,282,814 
1,361 ,594 42,351 

19.695 23,390 
5,341 ,799 5,348,555 

'----

~ -3,123,166 4 ,220~ 
343.146 473.386 

(123,402) (233,714) 
219,744 239,672 
(4 464) (9.966) 

215,280 229,706 
-



ASSETS EMPLOYED 2002 2001 2000 1999 1998 - - f-
Non-Current Assets 1,735,455 1,718,836 2,084,282 2,114,658 2,162,970 

Current Assets 482,870 364 ,380 466,633 350,244 387,680 

Current liabilities 258,015 152,342 200 ,450 125,599 189,680 

Sasini 

Net current assets 224,855 212 ,038 266,183 224,645 198,000 

Total Net Assets 1,960,310 1,930 ,874 2,350,465 2,339,303 2,360,970 

FINANCED BY 

Share Capital 190,046 190,046 190,046 190,046 190,046 

Reserves 1,564,866 1,642,171 2,008,832 1,945,527 1,940,015 

Proposed 01v1dend 0 9,502 0 0 0 

Shareholders funds 1,754,912 1,841 ,7 19 2,198,878 2,135,573 2,130,061 

M1nonty Interest 89,418 53,564 67,652 71,352 78,933 
:-:-- -
Non Current L1abilit1es 115 980r- 65.591 83,935 132,378 151,976 --- - - - -" -
Total Financing 1,960,"310 1 ~960_,874 2,350,465 ~339_.303 2,360,970 --- - - :c 

TURNOVER 848,445 874,602 1,017,484 766,107 955,799 - - -
Profit I Loss before taxation (684151 36.436 161 ,594 50.002 209 182 

--~ . (2,375) ·-
Exceptional1tem 41 8?]" 

. -- --
ProfiV/(Loss) before taxat1on _ i26,59.~ -- 36 43~ 159,219 50,002 2~~·.~~~ 
Taxation 9 807 (24 114) (52.954) (44,230) --1- - --

I ProfiV (Loss) after taxallo~ __ ~ .D.§ ·"~ - 12,322 106,265 5.772 124,317 

'\ilnonty Interests 9 846 3.068 4 507 6.106 ' 2611) --
Profit attnbutable to shareholders (6,940} -- 15,390 __ 110,772 12,078 121,706 -



A Baumann 
ASSETS EMPLOYED 2002 2001 2000 1999 1998 - - 1--- -
on Current Assets 301 ,972 358,594 370,164 361 ,551 390,940 

Current Assets 146,248 129,118 157,565 285,643 181 ,916 

Current Liabilities 61 ,019 48,021 73,387 206,330 110,916 

Net current Assets 85,229 81,097 84 ,178 79,313 71 ,000 
Total Net Assets 387,201 439,691 454,342 440,864 461,940 

FINANCED BY 

Share Capital 19,200 19,200 19,200 19,200 19,200 
I=--
Reserves 367 ,001 415,651 430,302 418,583 433,003 
1--- -- -

0 Proposed d1v1dend I 0 3,840 3,840 0 --- I -
Shareholders Funds 386!201 438,691 453,342 437,783 452,203 .. . _ --Mmonty mterests 1,000 1,000 1,000 1,000 1,000 
1- ---r of- 1- 9,329 Long Term Liabilities -, 0 2,081 ---- --
Total Financing 387,201 439,691 454,342 440,864 462,532 ---TURNOVER 112,749 108,808 117,836 139,319 226,879 - --Profit (Loss) Before Taxation (51 494) 1,060 5,463 16,149' 5,097 
~-- ---r Too f--Taxation 3,402 1 '161 3.471 (1 704) 
~------- . -I (2,582 )f.- 4,302 12,678 3,393 Profit (Loss) After Taxat1on (48,092) 
L....--~--- -- -
City Trust .--
ASSET EMPLOYED 2002 2001 2000 19991 1998 -- -+-
Non current Assets _j_ 171 ,898 171,898 173,702 173,702 

Currents Assets 37,681 39,893 6,986 

6,212 4,794 1?,751 

34 23 
207 ,939 



Eaagads 

ASSETS EMPLOYED 
-----------------+ 

Non current assets 

Current Assets 

Current Liabilities 

Net Current Assets 

Total Net Assets 

FINANCED BY 

20~ 
131,181 

71,494 

8,197 

2001 
. -1-

133,691 

66,050 

6,008 

63,297 60,042 

194,478 193,733 

1------------------- ---I-- --!--

Share Capital 10,049 10,049 

Reserves 144,501 143,997 

Retained Profits 4,020 

Proposed dividends 4,020 

2000 1999 

135,m- 140,204 

64,672 75,032 

15,608 31 ,846 

49,064 43,186 

185,059 183,390 

8,039 8,039 

75,836 99,815 

67,002 75,535 

1998 

125,448 

106,875 

48,222 

58,653 

184,101 

8,039 

99,816 

76,246 

~eholders' Funds ---------+-_.:1 ~~!.?ZQ _:_15;:8~, 0~66;r----...:1750~,8;.::-7-=t7 _ _.:..:18~3 ,~38~9J--__ 1~842, 1~0~1 
Non current Liabilities 35 908 35,667 34 ,182 0 0 

' ~~--~-------+------~------~ 
~I Fin a nci n 9 _ _J 19414 78 193, 73=3+------'1-=-8 5"-'-,0=-=5

4
9 __ __:_:18::.:31.:, 3-=-:89+---__ --...:..:18~4~, 1~0 1 

;~:~~~~)RBefo~ Taxallon ' 
8
: ·::: 

6

~:::l 
6::::c '::::~ - 1 ;~:::: 

Taxat1on _____ t-1--_~.25301 :_(1 ,709) (11 ,649), _ (2.433) ==(22,824) 

Profit (Loss) After Taxat1on L 3861 1 947[ _ L8.534=)1 __ .:...:..:7 , 32~ 48.749 

Kapchorua Tea 

ASSETS EMPLOYED 

Non-current assets 

FINANCED BY 

2002 

468,829 

158,187 
- I 

62,375 
+ 

95 812 -
564,641 

~..:..S_ha_re_c_a..:...p_lta_l ____ 
1 
_____ ....;19,560 

399,667 

1,956 
421,183 

143,458 
564,641 

2001 

444 ,039~ 

193,559i 

74,628 

118.931 

562,970 

9780 

424,369 
138,601 

62,970 

2000 1999 

- 451 ,550! 429,879 

155,421 148,538 
-- ---60,543 53,505 

94 .878 95 033 

546,428 

19,560 

396,307 

524,912 

19,5 0 

50 352 

1998 

286,292 

254,640 

150,394 

19, 60 

370,978 

0, 38 

7 573 



LIMURU TEA 
ASSETS EMPLOYED 2002 

Non-Current Assets 14,487 

Current Assets 31 ,996 

Current Liabilities 6,602 

Net Current Assets 25,394 

Total Assets 39,881 

FINANCED BY 

Share Capital 12,000 

Revaluation surplus/ Reserves 1,372 

Proposed Dividends 1,800 

Reta1ned earnings 15,08~ 

Shareholders' funds 30,2551 

Non cur-rent Liabilities 9.2§ 
t-

Total Financing 39,881 
f--- -

TuRNOVER 47,6541-- -f-
Profit (loss) Before Taxat1on 4,082 

- --
Taxation (2,0051 ---
Profit (loss) After Taxation 2,077 

Williamson Tea Kenya 

ASSETS EMPLOYED 2002 

Non -Current Assets 1,910,774 

Current assets 472.044. 

Current L1ab1lihes 194,928 

,Net current assets/(hab1liLes) 277,116 

tT otal Net Assets 2,187,890 

FINANCED BY ' I 
Share Cap1tal 

2,187 0 

2001 2000 

14,952 17,518 

30,481 31 ,546 

9,564 8,208 

20,917 23,338 

35,869 40,856 

12,000 4,000 

1,441 3,194 
0 6,000 

14,737 25,648 

28,178 38,842 
7,691 2,014 

35,869 40,856 

45,429 "56,292 
(3,991) 16,998 

1,008 (5,174) 

(2,983}1 11 ,824 

-
1,86 

-
59 

27 

31 

2.18 

2001 

5,442; 
2,414 

+-
5,714· 

1999 1998 

19,142 18,508 

26,112 32,454 

10,225 19,234 

15,887 13,220 

35,029 31 ,728 

4,000 4,000 

3,266 27,728 

24.752 -

32,018 31 ,728 

3,011 -
35,029 31,728 

51,212 65,883 
- --- -

14,242 30,169 
- - - -

t4.941J (9,407)-
-

9,301 20 ,762 - --

2000[ 1999 1998 

1,875,206 1 .893 0671 1,158 216 

432]5'5J - 387,670 565,6031 

286.564t-299 783 



CMC 
ASSETS EMPLOYED 2002 *2001 2000 1999 

Non- Carrent Assets 1 '192,531 1,366,917 1,528,982 1,252,079 

Current Assets 3,264,631 2,739,179 3,070,857 3,820,858 

Current Liabilities 1,992,289 1,735,751 2,144,068 2,819,586 

Net current Assets 1,272,342 1,003,428 926,789 1,001 ,272 

Total Net Assets 2,464,873 2,370,345 2,455,771 2,253,351 

FINANCED BY 
Share Capital 121 ,398 121 ,398 121 ,398 121 ,398 

Reserves 545,935 590,804 582,736 2,029,288 

Retained Earnings 1,505,299 1,315,241 1,237,097 0 

Proposed Dividends 24,280 18,210 18,210 0 

Shareholders Funds 2,196,912 2,045,653 1 ,959,441 2,150,686 

Minority Interests 1,491 2,381 2,537 3,160 

Non-current Liabilities 266,470 322,311 493,793 99,505 
~ 

2,464,8731 
--

Total Financing 2,370,345 2,455,771 2,253,351 
f- -

TURNOVER 
-~--f- f-- -

4,552,390 4,224,218 4,112,378 4,203,586 --
Profit (Loss) Before Taxat1on 241 ,150 139,806 183,904 250,607 

(89,260) ---"=-153, 1 OO)t _ 
...!...- -l-1-

Taxation --
Profit (Loss) After Taxation 151 ,890 
~-
,Mmonty Interests 
Attributable Profit 

Kenya Airways 

890 - 152,780 -

2002 

--i--~13 .~34 .000 
___. ___ 8,436.000 
___ __.6 ,~848 ,000 

1.588.000 
15,322,000 

(61 ,446) ~.072) 

86,706 122,458 160,535 - 196r 156 (28) -86,862 122,654 160,507 

2001 2000 
12,576 000 10,682.000 
10.691 ,ooo' 12 258 ooo1 

6 ,678:-::0700~~~7:-::6--73,.;..,,0:":'0-:-t-01 

4.onoooT 4.585.ooo 
16,589,oooi 

1998 
501 ,508 

3,618,392 
2,660,923 

957,469 
1,458,977 

121 ,398 
1,248,526 

0 
0 

1,369,924 
3,132 

85,921 
1,458,977 

4,087,173 -
246,993 
(92,097)1 
154,896 

259 ---
155,155 

1999 



Nation Media Group 
ASSETS EMPLOYED 2002 

Non current Assets 1,516,300 

Current Assets 2,097 ,100 

Current Liabi lities 1,221,500 

Net current Assets 875,600 

Total Net Assets 2,391,900 

FINANCED BY 
Share Capital 267,500 

Revaluation Reserve 66,800 

Retained earnings 1,899,000 

Proposed Dividends 93,600 

Shareholders Funds 2,326,900 -
Minority 1nterests 4,700 

~on current liabilities 
- 1---

60,300 
- - -

Total Financing 2,391 ,900 
- -

-
TURNOVER 4,103,400 - -
Profit Before T axat1on 635,200 -
Taxation (255,900) 

1-----
Profit After Taxation 379.300 - - 24,500 M1nonty Interests - -
Net Profit 403,800 

--

TPS 
ASSETS EMPLOYED 

2001 
1,631 ,900 
1,217,500 

698,500 
519,000 

2,150,900 

178,300 
65,100 

1,718,100 
57,000 

2,018,500 
20,900 

111 ,500 
2,150,900 

3,538,800 
390,2001-

(127,000) 
263200 
(6 500) 

256,700 

2002 
1,351 584 

771 208 
710,994 
60 214 

-

-

2000 
1,755,400 
1 '163,600 

687 ,500 
476,100 

2,231 ,500 

178,300 
188,400 

1,481 ,100 
42,800 

1,890,600 
17,300 

323,600 
1---

2,231,500 
- 1- -

3,022,600 
296,100 
(96,000) 
200,100 

3,000 
203,100 

2001 
1,357,256 

648 434 

-
-

1-- -

-

1,411 ,798 1,386,681 

1999 1998 
1,636,700 1,389,500 

961 ,700 813,000 
765,600 415,600 
196,100 

397,400 
1,832,800 1,786 ,900 

178,300 178,300 
211,700 231 ,100 

1,288,300 1 '127,400 
0 0 

1,678,300 1,536,800 
2,900 3,100 

151-:600 
~ ~-

247,000 
- 1- -

1,832,800 1,786,900 -

2,409,0001 
~ =-=- -

2,450,500 -342,200 497,700. 
(92,400) (171,260}1 

-· 

326,50~ 249,800 

0 -
249,800 326,500 -



Uchumi 
ASSETS EMPLOYED 

Non-current Assets 

Current Assets 
Current Liabilities 
Net current Assets/Liabilities 

Non-Current Liabilities 
Total Net Assets 

FINANCED BY 

Share Capital 
Share Premium 
Revaluation Reserves 

Retained earn ings 

$reposed Dividends 

Total Financing 

TURNOVER 

Profit Before Taxation 

Taxat1on 
~ 

Profit After Taxat1on --
D1v1dends 
Reta1ned Prof1ts --

BARCLAYS BANK OF KENYA 
ASSETS EMPLOYED 

2002 2001 

1,375,971 959,979 

1,163,994 988,506 

1,607,486 1,010,580 

(443,492 (22 ,074 

4,910 0 

927,569 937,905 

300,000 300,000 

129,452 129,452 

105,566 108,452 

-t- 362 ,551 340001 

30 ,000 60,000 

w27.569 937 ,905 
7,954,005 936 ,755 -

-+ 80,206 151 ,082 -
30, 542 61,884 

+ 

=L49.664r- 89,198 

30,000 96,000 

19,664 -6,802 

2002 

2.405.000 

83 509.000 

75,925,000 

7 584 000 

9 989 ,000 

1 7 3 000 

2001 

2.698.000 
70,949.000 

62 247,000 

2000 1999 1998 
737,248 500,882 507,934 

-
1,526,164 1,329,248 1,351 ,778 

1 ,325 ,368 1 ,032 ,134 1 '121 ,826 

200,796 297 ,114 229 ,952 
0 0 0 

938,044 797,996 737,886 

300,000 300,000 300,000 
129,452 129,452 437886 

32 ,508 34,174 0 
476,084 334,370 0 

0 0 0 

938,044 !--::- 797,996 737,886 
. -,--:-

7,228,371 5,968,031 5,968,031 
462,530 375,097 485,354 

- - i-- -
- 172,742 142,482 130,708 ,__ 

r- 244,389 320,048 312,612 
180,000 180,000 225,000 
140,048 64,389 87 ,612 

2000 

0000 



CFC BANK 

lASSETS EMPLOYED 2002 2001 2000 1999 1998 

l Non Current assets 561 ,967 589,785 595,172 554,777 364,624 

Current Assets 11 ,284,158 9,822,582 9,318,892 7,051 ,639 6,544,014 
' 
Current Liabilities 9,468,827 8,180,199 7,770,427 5,613,095 5,114,242 

'- --
Net Current Assets 1,815,331 1,642,383 1,548,465 1,438,544 1,429,772 

,__ 

Total Net Assets 2,377,298 2,232,168 2,143,637 1,993,321 1,794,396 

lFINANCED BY 

Share Capital 600,000 600,000 600,000 500 ,000 500,000 

Reserves 1,326,996 1,224,044 1,185,523 1,178,728 1,035,316 

Proposed Dividends 80,400 80,400 80,400 67 ,000 67 ,000 

Shareholder's Funds 2,007,396 1,904,444 1,865,923 1,745,728 1,602 ,316 

Minority Interests 369,902 327 ,724 277 ,714 247 ,593 192,080 

Total Financing 
-- .-:-:: 1-

2,377,298 2,232,168 2,143,637 1,993,321 1,794,396 
- - - r-

-
260,467 

r-
298 ,194 

r--

Profit Before Taxation 323,093 360,622 
-

425,681 
-- - -

Taxation (98,368) (68,643) (125,712) (91 ,933) (146,331) 
-- -- -

ProfiULoss After Taxation 224,725 191 ,824 234,910 206,261 279,350 

M1nority Interests ±= (51 ,036~1 (50432) (41 268) (16957) (401 64) 

173,689 
-

Attributable Profit 141 ,392 193,642 189,304 239,186 
--

Housin Finance Com an 
19981 ASSETS EMPLOYED 1999 -- 1,235,065 532,671 

11 ,826,082 12,298,565 
-t---

urrent Liabilities 11 ,502,466 

3?3616 1011528 
1,544,199 

575,000 

8 3,82 
0 0 

125 37 

5 735 



Kcs 
!Kenya Commercial Bank 

~ASSETS EMPLOYED 2002 

Non current Assets 5,347,159 

Current Assets 54,407,710 

Current Liabilities 54,487,414 

Net Current Assets (79,704) 
.______ - -- - ::-:: 

Total Net Assets 5,267,455 

FINANCED BY 

Share Capital 1,496,000 
....__ 
Reserves 3,771,455 

Shareholders funds 5,267,455 

Total Financing 5,267,455 
- 1-"- -

Profit /Loss before Taxation (4,178,557) 

- - --- 1177,918 
Taxat1on - -- -
Profit /Loss after Taxation (3,000,639) 

- - -

SCBK 

--~ ASSETS EMPLOYED 2002 

Non current assets 
1 769.589 

Current Assets 59 880539 --Current L1ab1ht1es 55 958 1831 

et Current Assets 3 922 356 .._ 
Total Net Assets .._ 

FINANCED BY 

Share Cap1tcu 
129 

2001 2000 1999 

4,288,742 4,278,258 3,259,058 

60,695,337 69,050,235 72,001,307 

56,826,404 65,280,075 66,419,134 

3,868,933 3,770,160 5,582,173 

8,157,675 8,048,418 8,841 ,231 

1,496,000 1,122,000 1,122,000 

6,661,675 6,926,418 7,719,231 

8,157,675 8,048,418 8,841,231 

8,157,675 8,048,418 8,841 ,231 
-

182,958 (765.631) (2,244 ,854) 

12.686 301 162 690,189 

195,644 (464,469) (1 ,554,665) 
._ 

2001 2000 1999 

1 834.07t~ ·'60.705 
1,765.474 

52 511 225 47 .541,347 41311464 

48 657 382 42,973 325! 38.250,0821 

4 568022 3,0-1 382 
I 

6,402,097 

1 

1737 

1998 

3,025,674 

76,007,561 

68,677,335 

7,330,226 

10,355,900 

1,122,000 

9,233,900 

10,355,900 

10,355,900 

1,410,598 

(284,353) 

1 '126,245 

1998 

1 529.8121 

36,402.4751 

33,938.699 

0 
0 

3 93 588 



Athi River Mining Co. 
I 

ASSETS EMPLOYED 2002 2001 2000 1999 1998 

Non current Assets 923,266 876,001 906,743 908,503 899,475 

Current Assets 491 ,888 384,792 363,869 325,104 278,853 

Current Liabil ities 375,587 278,952 294,322 430,653 379,812 

Net Current Assets 116,301 105,840 69,547 (1 05 ,549) (100,959) 

Total Net Assets 1,039,567 981 ,841 976,290 802,954 798,516 

FINANCED BY 
Share Capital 465,000 465,000 375,000 375,000 375,000 

Share premium 241,477 241,477 154,947 154,947 154,947 

Reserves 147,025 126,835 118,763 92,311 69,999 

Proposed dividends 9,300 0 0 0 0 

Convertible bond - - 189,000 - -

Shareholders fund 862,802 833,312 837,710 622,258 599,946 

Non current Liabilities 176,765 1485:29 138,580 180696 198570 

Total Financing 1,039,567 981 ,841 976,290 802,954 798,516 

TURNOVER 1,1 26,385 883,740 890,415 682,738 595,532 

Profit Before Taxation 82,136 51 ,027 45,601 19,925 12,866 
----- (24 746) (17,222) (15,711)1-- - (5 ,552) 

Taxation 
280 

57,390 33,805 
---'- -

7,314 
Net Profit 

29,890 20,205 
'--

- -- .__..__ ·- -

Bamburi 

ASSETS EMPLOYED 2002 2001 2000 1999 1998 

Non- Current Assets 11 .616.000 12,322.000 11.011.000 10,866.000 8,949,000 

Current Assets 3 489.0001 2,774,000 3,126 000 2,899.000 2,599,000 

Current Liab11it1es 2 259 000 1,611,000 1,888,000 2,123,000 1,015,000 

1 230,000 1,163 000 1 238,000 rsooo 1.584.000 

12.846,000 13,485,000 12 249,000 11 ,642,000 10,533,000 

1,815.000 
3.475,000 
5,241 000 

2,000 0 
0 
0 
0 

10 000 
0 
0 



BAT 
2002 2001 2000 1999 1998 

ASSETS EMPLOYED 

Non-Current Assets 3,421 ,765 3,401,060 3,483,043 3,303,879 3,068,361 

Current Assets 2,892,031 3,244,444 3,673,538 3,834,81 1 3,397 ,363 

Current Liabilities 1,579,221 1 ,972,713 2,266,595 1,351 '190 2,079,887 

Net Current Assets 1,312,810 1,271,731 1,406,943 2,483,621 1,317,476 

Total Net Assets 4,734,575 4,672,791 4,889,986 5,787,500 4,385,837 
----'---

FINANCED BY 

Share Capital 1,000,000 1,000,000 1,000,000 750,000 750,000 

Share premium 23 23 23 23 0 

Capital Resetves 829,489 817,650 953,103 981 ,676 1,964,975 

Retained profit 2,031 ,298 2,087,030 2,205,477 2,634,194 1,670,862 

Proposed dividends 250,000 210,000 165,000 600,000 0 

Shareholders fund 4,110,810 4,114,703 4,323,603 4,965,893 4,385,837 

Non-Current Liabilities 623,765 558,088 566,383 821 ,607 0 

- . . 
Total Fmancmg 4,734,575 4,672,791 4,889 ,986 5,787,500 4,385,837 

-

T URNOVER 9 ,422,~*- 10,363,f 10,895,622 11 ,037,539 1T726,7o6 

--::-
---: 

Profit Before T axat1on 1 ,310,423 851,343 682,970 1,874,466 1,751 ,790 
- (247 ,234) (100,260) 

Taxat1on (487,303) (637,068) (628,516) 

-Profit Attributable to Shareholders -- - -
823,120 604,109 582,710 1,237,398 1,123,274 

- - - -

Carbacid 
ASSETS EMPLOYED 2002 2001 2000 1999 1998 

Non-current assets 380,743 351 ,924 347.668 170,4181 288,151 

Current Assets 385,928 391 ,068 367,480 406.233 288,432 

~ . bl Current L1a 11t1es 20.8091 
23,839 56.234 71,208 32,491 

Net Current Assets 367 229 311 ,246 335,021 365 119 255,941 

Total Net Assets 
t 

745 862 719,153 658,914 544,092 

FINANCED BY 

Share Cap1tal 
47 195 

Reserves 
496,897 

Proposed d1v1dends 
0 



T t I K Ltd oa enya -,-
--~ 

ASSETS EMPLOYED 
2002 2001 2000 1999 1998 

Non current assets 
2,366,970 2,570,256 1,519,024 1,212,754 981,492 

Current Assets 
3,741,954 4,559,922 8,554,389 4,4 12,102 3,061 '1 02 

Current Liabi lities 
2,688,802 4,985,275 8,428,986 3,988,383 2,970,396 

Net current Assets 
1 ,053,152 (425,353) 125,403 423,719 90,706 

-

Total Net Assets 
3A20,122 2,144,903 1,644,427 1,636,473 1,072,198 

FINANCED BY 

Share Capital 
779,604 525,225 280,000 280,000 280,00( 

Share Premium 
1,348,226 690,318 30,487 30487 

Revaluation surplus 
- 6,373 11 ,117 13,000 

Reserves 
994,682 922,987 1,313,386 1,101 ,187 792,19 

Proposed Dividends 297,610 0 0 190,400 

Non current Liabilities 0 0 9,437 21 ,399 

fLJRNOVER 16,291 ,258 17,925,997 23,157,136 14,715,766 14,068,1: 

1Jrofit Before T axatlon 604,776 (318,899) 333,498 856,686 515,0 

T axat1on( charge/credit) 
1-- e-.- - 1----

(244,575) 96,798 (126,989) (305,266) (193,9~ 

- 35o,2o1 1 -
Net Profit/ (Loss) 

(222,1 01) 206,509 551,420 321,06 

2002 2001 2000 1999 H 

Non Current Assets 1,952,059 2,277,218 2,622,965 3,294,' 

Current Assets 1,137,660 1,518,422 1,878,071 2,612,: 

Current Liabilities 1,095,027 1,638,116 2,174,235 2,868, 

Net current Assets 42,633 -119,694 -296,164 256, 

Total Net Assets 1,994,692 2,157,524 2,326,801 2,745,784 3,037, 

FI NANCED BY 

-

Share Cap1tal 
234,294 234,294 234 

Share Premium 

Reserves 
2,274 

Shareholders Funds 
?.,50f 



East Africa Breweries 

ASSETS EMPLOYED 2002 2001 2000* 1999 1998 

Non-Current Assets 8,394,157 8,188,782 8,824 ,089 9,170,828 9,833,675 

Current Assets 9,656,545 6,955,754 5,271,720 5,467,072 5,088,998 

Current Liabilities 5,656,715 3,775,345 3,808,529 5,575,084 4,481 ,914 

Net Current Assets 3,999,830 3,180,409 1,463,191 (1 08,0121 607 ,084 

Total Net Assets 12,393,987 11 ,369,191 10,287,280 9,062,816 10,440,759 

FINANCED BY 

Share Capital 1,090,305 1,090,305 974,022 936,022 936,022 

Share Premium 2,188,534 2,188,534 1,467,808 

Reserves 2,477,038 2,572,503 2,763,372 6,222,444 8,572,542 

Retained Earnings 4,434,689 3,450,933 2,997,642 0 0 

Proposed Dividends 981 ,275 735,956 535,712 0 0 

Shareholders fund 11 ,171 ,841 10,038,231 8,738,556 7,158,466 9,508,564 

Non-Current Liabilities 1,195,828 1,230,027 878,465 1,120,231 208,130 

Mmority Interests 26,3~ 
100,933 670,259 784,119 724,065 

Total Financing 

--

+-
12,393,987 11_._369-'-191 10!287_._280 9,062,816 10,440,759 

- - ---r 1- 25)48)88 ~5,778)13 
TURNOVER 27,734,679 26,813,674 25,448,122 

~ -- f-- :-::-

Profit Before Taxation 
2.499,117 1 ,798,105 1,506,962 

3,400,411 
493,858 

- (211,636) 

Taxation (1 ,099,617): (946,793) (623,308), (379,032) 

I- - . 

-~ 

Profit I Loss After Taxat1on 2,300,794. 1,552.324 1,174,797 1,127,930 282,222 

Minonty Interests 18,456 21 082 59,263 (52,185) (96.412, 

-- -- -
Attributable profit (Net profit) 2,319,250 1,573,406 1,234,060 1,075,745 185,810 

KP&LC 
ASSETS EMPLOYED 2002 2001 2000 1999 1998 

Non current assets 19,604 ,111 13 468,373 12,026,975 9,140,666 7,633,330 

Current Assets 11 ,748 984 15,343,987 13,474,440 12,508,120 13,351 ,178 

Current Liabilities 10 132,466 22,45?,178 15,919,741 13,428,088 13,740,710 

Net current Assets 
-?,445,301 -919,968 389 532 

Total Net Assets 
9,581 ,674 7,243,798 

FINANCED BY 



T t I K ltd oa enya - -
ASSETS EMPLOYED 2002 2001 2000 1999 1998 

Non current assets 2,366,970 2,570,256 1,519,024 1,212,754 981,492 

Current Assets 3,741,954 4,559,922 8,554,389 4,412,102 3,061 '102 

Current Liabilities 2,688,802 4,985,275 8,428,986 3,988,383 2,970,396 

Net current Assets 1 ,053,152 (425,353) 125,403 423 ,7 19 90,706 

Total Net Assets 3,420,122 2,144,903 1,644,427 1,636,473 1,072,198 

FINANCED BY 

Share Capital 779,604 525,225 280,000 280,000 280,000 

Share Premium 1,348,226 690,318 30,487 30487 0 

Revaluation surplus - 6,373 11 ,117 13,000 

Reserves 994,682 922,987 1,313,386 1,101 ,187 792,198 

Proposed Dividends 297 ,610 0 0 190,400 0 

Non current Liabilities 0 0 9,437 21 ,399 0 

TURNOVER 16,291 ,258 17,925,997 23,157,136 14,715,766 14,068,135 

b- (318,899) 
r- -

Profit Before T axalion 604,776 333,498 856,686 515,021 

Taxation( charge/credit) I 
(244 ,575) +- 96.798r- - (126,989) (305,266) (193,958) 

-- (222, 1 o1"f\ Net Profit/ (Loss) l 360,201 206,509 551,420 321 ,063 

2002 2001 2000 1999 

Non Current Assets 1,952,059 2,277,218 2,622,965 3,114,673 

Current Assets 1,137,660 1,518,422 1,878 ,071 

Current Liabilities 1,095,027 1,638,116 2,174,235 

Net current Assets 42,633 -119 694 ·296,164 256,610 

Total Net Assets 1,994,692 2,157,524 2,326,801 2,745,784 3,037 ,531 
--

FINANCED BY 

Share Caprtal 234,294 234 ,294 

Share Premium 

Reserves 1,003,558 

Shareholders Funds 1,?37,85?. 
, 18,388 

970,561 



EAST AFRICAN PORTLAND 
ASSETS EMPLOYED 2002 2001 2000 1999 1998 

Fixed Assets 5,440,126 6,340,733 6,532,623 4,931,973 5,076,373 

Current Assets 1,974 ,527 1 ,787,159 1,550,805 1 '100,704 714 ,248 
. 

Current Liabilities 786,574 811 ,787 802,472 711 ,765 544 ,735 
- - - -

Net Current Assets 1 '187,953 975 ,372 748,333 388,939 169,513 

Total Net Assets 6,628,079 7,316,105 7,280,956 5,320,912 5,245,886 

FINANCED BY 

Share Capital 450,000 450,000 450,000 450,000 450,000 

Share Premium Account 648,000 648,000 648,000 648,000 648,000 

Reserves 754,111 1,368,847 527 ,576 -276,380 602,206 

Proposed Dividends 45,000 90,000 0 0 0 

Shareholders fund 1 ,897 ' 111 2,556,847 1,625,576 821 ,620 1,700,206 

Loans 4,125,675 4,219,167 5,160,609 4,442,605 3,203, 190 
f-- ~ 1-

Staff Gratuity/Deferred Tax 605,293 540,091 132,596 -272,337 143,720 
f.-
Deferred Liability - 0 362,175 329,024 198,770 

Total Financing -- - -t-

6,628,079 7,316,105 7,280,956 5,320,912 5,245,886 
- - - -'---

2002 2001 2000 1999 1998 

TURNOVER I 3,207,060 3,169,645 2,918,148 2,349,922 2,177,468 
-

Prof1t Before Taxation 212.934 974.384 -538.860 1,294,643 499,452 
--- -

Taxat1on 89,755 237.899 119,392 416,057 123.745 
I- t -878.586] Profit I Loss After T axa!lon 123,179 736,485j -419,468 375.707J 

-- ' 

!Firestone -:- J 
ASSETS EMPLOYED 2002 2001 2000 1999 ~ 1998] 

INon Current assets ---------+--' 1 048.954 1 090.574 1 203,742 1,149.575 
1,083,8361 

~--~n-tAssets 1,464 .846 ~----+----:--:-::~~--,-.645180-- 1 508 ,35~1 

Current Liab1ht1es 396•838 8 9,069 778,216 

Net Current Assets 730 136 
• 

1,879,7111 

1, 91,7121 

87, 

00 
0 

. 



7.2 Appendix II : Mathematical formulae 

b = Ixy - I xi_~ · 
n Lxc -n(Ix )c 

- -
a = .1' -hx 

( \ \) ~ 
.\ 
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