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ABSTRACT 

Th · s s udy s con uct d with h obj c v of find'n out 

wb th r high y d'v rsifi d irms p r ormed be 

diversif"ed fir s. 

r han h less 

Tb "t ra rev· w d fines h concep of d"vers·r·c t"on 

as u d by v rious uthor . Th spec"f"c ares co sidered 'nclude 

th cop of div rsif"c tion, di en ions of div r if"c t"on and 

the r Liona for divers"f'ca ion . Th Kenyan in u ance "ndus ry 

is a so d"scuss d ·nclu ing the kind o insuranc business tr ns-

acted ·n he K nyan ins r nee marke . In essence, the i erature 

r vi w evelops conce u ization of d"vers"f"c on in th n-

suranc 'ndustry. 

A u st"onn re was used to co c primary data from the 

insur nee f"rms . This d ta was us d to classify he f'rm nto 

th hr e d"ver y groups mployed n the study. Secondary data 

was ob ned f om the R gistrar Gen ra 's Off"ce and th Kenya 

Re . n Libr part·cular, a a was co ected on he ur nee ry . n 

f"nanc· 

tal o 

Analy · 

perform nee of h firms f om the annu reports. A to-

10 firm out of 18 r· m w re ·nclud d in th study. 

of var nee w s th main s ·s ical too used. 

Th f"nding of the s udy revea d that when he firms were 

c as · f · d on h si of produc d"versificat"on, h f"rms 

w · h m d · um di v p rformed be r than e"th r the ow or 

· v rsi ty f · rms . When the r· m were ca gorized on he 

bas·s of geograph"cal diversif'ca ion he firms th were high y 

divers·r· d performed bet r than h two other groups . n bo h 

cases, the diff nee in p rformanc was not sa ·stical y s·g-

nific·n . 

( v) 



Inspite of h limitations of h. 

h p to expla'n he w k but sugges v 

w n the exten of d'v rs'fication nd 

y R t.urn on Ass { ROA) . Th . s im 

responsive to d'v r ·r·c tion. 

{vi) 

study, he f'nd'ngs may 

r tionship found b 

rformance, s m su d 

s ha perform nc is 



CHAPTER 1 

I TRODUCTION 

1.1 ckgro nd 

Th c ntral c or examined be b g'nning of str gy 

cons'dera ion s th u in ss th r·rm is n or wan s to be n. 

or s a 1 r nd med'um firms, this busin ss d fin' on is simp e 

nou h: mer y d scribes th produc or s rvice category 

served by h firm. A majori y of 1 firms 
. 
nvolved n rge ar 

.m 1 'pl bus'ness s; h nc th ir bu ness d f'nit'on s mor com-

p x. Bu most organ . z ·ons• r tegic 1 tern a ti ves revolve 

around ch n e n the business the organ·zat·on is currently n 

and in h effici ncy and effec iveness by which hey achieve 

corporate objectiv s n th ir chosen business sector. A growth 

egy is such eP.:ic org n 
. 
zation may s ra one s ra a rna v n 

purs A f'rm pur u s grow h strat y when: 

It ncreases he vel of its objec ives h · gher han an x-

tr pol tion of the p s ev 1 nto h future. For ex mple ' it 

signific n ly incr s i m rket sh re or 1 s 0 j c ives . 

It con inues 0 ve Lh publ'c n the s me product/service 

sec or bu dds new produc /s rvic c ors. 

I focu s it str 

form nee ncr a e . 

g·c d c·s · on on major funct 'onal p r-

Figur 1-1 summ riz lh major 1 erna ive grow h 

s ra es availabl o a f · rm . 

1 



ig t 1·1 
G s rate ies 

I. 
a. Si gle prodacl/ser tee or prod cl/se Yice li e 
b. Di•e siCica io 

(I) Co ce tic/ elated di•ersificatio 
(t) Co &loae te/u related di•e siCicalion 

z. Iter al C ovt (ae (e I 
a. Si &le p o ct/ser•tce or pro cl/aer ice li e 
• Di ersificatio 

(I) Co ce l ic/ elated di•ersiftcatio 
(Z) Co &lo•erale/ related di•e aificatioo 

3. leral & o (joi l wet e) 
4. ertical intecratioa. 

Source: adapted fro • Glueck, V.F. , B sicess Policy and 
Strate ic au ue t I 80, lrd Bd. cGrav-lill. pp 103. 

n ernal Grow h: The first way n wh'ch firm can grow is 

o increase th s le , profits, and m rk t sh re of the current 

product/service line f ster than it has b en increasing hem in 

he past. This c n b done in sev ra w y , for example, he f'rm 

c n increase rimary d mand and ncour ge new uses fo h 

product/ erv'ce ·n th s me area, with th me customers, pric-

ng and produc s, n wi h the pres n organiza ional rr ng -

m nt, or expand sal in dditional s c ors and geographic r s. 

Th second way in whic a firm can ac i v int rnal growth s 

hrough d'vers'flca ion . This is a tr t, gy in wh'ch t he firm' 

0 j ct'v s are ch'ev d by add'ng pro uc I rv ces n ernally 0 

h pr or products/ v c s . Concen ric iv r ·r·cat'on k s 

p c wh n the rodu I rvices add r simila to Lhe pr s nt 

on . in one of s veral w ys: t chno ogy, produc on, mark 

ch nn 1 or custom r In conglom r t divers· c ion, h 

produc I rvice re not s·gnifican ly r 1 t to he presen 

produc /services in echnology , produc on, m rket'ng cbanne s 

or c Lomers. 

2 



Ex rn 1 G owth: An extern 

which the firm incre s s "ts !eve 

high r 

s 1 s 

namely, 

th n n 

nd p or· s. 

extr 

by 

olation of 

he purch s 

y ergers or joint ventur 

grow h str 

of o j ct · v 

p s v 

of product/ 

A m r r 

of two or more busin s es in which on cquir s 

gy i on n 

chi v m n 

by incr s·ng 

rv·c l"nes, 

comb"n 

ss s 

on 

d 

liabili 

com n 

es of he o her in exch ng for s ock or ca h or bo h 

red" solved and assets and liab"l" is r comb" n d 

nd n w stock i ·ssued . A horizontal merg r is a com ination of 

wo or mor r·rms in the same busin ss and spects of h p oduc

ion p ocess. n a concentric merger h r·rm comb·n·ng r n 

bus· n e r 1 ted by technology, produc on proc s s or 

m rk ts . Where a conglomerate merger is comb"n ion of f"rms 

n bu ·n s s wh"ch re not c ose y re at d by technolo y, 

J oin t ven ures r form d wh n produc~·on processes or markets . 

r· ms jo n ogether to chieve spec·r·c objectives. 

V r ical In egr on: This s a growth s r t gy char c-

r z 

pos i 

volv s 

r s n 

by h x ens"on of the f"rm ' s business def·n· ion in wo 

ir cL"ons from h presen . A backward ·n egr ion n-

r· m n r ng ·nLo the business of supply"ng som of s 

· nputs . Wh reas forward in egration moves h r· m "nto 

th u n of dis r· uting th ou put of the r·rm y n r·n 

chann C OS o the u tima e consumer. 

S v r 1 r ons re given why firms may w nt o pursu 

grow h r gy . Som of hese reasons are: 

In vola il indus ries, growth is necessar~ for the surv·v 1 

of he organiz on. 

any ex cu ves equ te growth to effectiveness . 

3 



Some b li ve hat ociety b n fi s from growth stra gies. 

M n g rial mo iva on. Grow h r tegi s r · se from power 

needs of many xecut·v s nd th s n ds or drives encourage some 

x cu ives o g mbl nd choose a gr nd s r l gy of growth . A 

growth company lso becom better known and may attr ct better 

k, 1980). man gem nt ( Gl 

As Crm grow in size and xp rienc , they get b tter a 

wh hey do nd reduc co s whi 

Growth 1 ds to ff ctiveness 

and o h r ypic measures). 

m roving productivi y. 

measur d by prof'tab.lity 

Of the grow h str l ies list d n figure 1, diversif·cation 

s th mos u d stra gy. This ha d many researchers to pay 

more at ntion to i than the other grow h s r egies. n the 

s·xti the cen er of interest w s on conglomerate act·v·ty, 

(Berg, 1969; Gor , 1962; Turner, 1965). Wh ile ·n the sev nties 

and eighties, he rese rch has concentrated on the eff cts of 

diversif'cation on perform nee of firm . Accord·ng to McDougal 

and Ro nd (1984) the ju ification of diversification as a cor-

pora 

Firs , 

rate y r to e based on three related them s . 

diversir·c tion h s ben re a d to pror· maxim.zing be-

hav·or on the p r of f'rms. t may n ble a firm to o a·n 

econom·c power and profit through, for example, predatory pr·c-

ng eh vior, h dv n ages of s·ze p r se, or th reduct.· on of 

compel· ion y r moving poten 'al r·v l hrough m rgers. a so 

may nab a firm to achi ve higher p ofi s through econom· s of 

scale,or hrough he exploita ·on of complementaries in produc

tion, distribution, marketing, research nd development, pu chas

ing, r·n nee and m nagement. 

4 



S cond strat 

n ger 1 th or·e of 

y of d·v r ification 

h firm. Div rsifica 

c n be link d o 

on provid s oppor-

tun·t· s for growth n profits, nd sse th t r no 

poss throu h horizon l xpans'on. Third, div rs·r·c on can 

o ri k red c ·on with th objec of h r·rm b ng t h e 

r due ·on of r a v or to 1 r'sk associ L d with firm' s 

earn'ng nd th explo· ·on of r d b n fits. 

1 . 2 S t meat of h Pro m 

n he rec n pas v rio s s t m nts h ve b n m d bout 

the n d for in urance firms to 

Presld nt of K nya Prof. GorgeS · 

f'rm o consid r off ring r 

or x mplc 1 h Vice 

adv · d he 

and liv stock 

nsurance 

nsur nee 

serv·ce to farm rs (Da· y at'on, 6 November 1990). In r sponse 

to th·s c 11, som insur nee firms 'nit'ated h policy s part 

of the·r servic ckage . The Commi ·oner of Ins ranee of Kenya, 

H. Muruthi, a o ca 1 don insur nc firms to xpand ·r as-

sur n usine nd ven ure 'nto n w lines such med'c 1 n-

sur nc ·nstead of comp ·ng for h few produc s ava b e n 

the m rk (Nation 1990, 13 Dec.). And ccord'ng o the cha'rman 

of K ny Na ·on 1 A s r nee Contp ny, the co mp t ·lion exist· ng 

within h insur nc indus ry, esp c1 lly w· hin he lif usi-

ness, c ls fo divers·r·c l'on. H ss r s th h's company ·s 

able to o well c use p rsues d'v rs'fica ion (Annual Report 

1986). rther Lh pr sence of hrea s to core bus·ness and the 

presenc of numerous oppor un'ties, 1 ads almost · nevitably o 

cons·d ra on of a divers·r·cation strategy n orde to 

streng h n the f'rm's r venue mix nd finding new sources of 

5 



profita . ity . To jus y thes c s for nsur nc firms 0 

diversify on n d 0 nswer h qu ion: Do diversif' d firm 

perform b tt r han less diversified f'rms? 

Some 0 h u ies that h v b n c rr d out previously 

have g ven con r ctory results. Fo X mpl , c rter (1977) in 

s udy of the p rform nc of diversif' d f'rm , provided ev'denc 

which sugges ed lh t d'v rs'fied f'rm 

ciali7. d count rp rt (o h r things ein 

rformed their sp -

ual) and ha h 

o rce of h up r or performance · th syn rgy that arises 

from d'vers'f'c t'on. Mcdougall and Ro nd ( 984) udied the mo-

tives for diversification and compared the p rformance of diver

sifying and non div rs'fying Austra in 'ndustrial firms an 

found no signific n d'fference in h p ofitability and r k 

faced by the two groups of companies. They how v r found th 

h'gh y d'verslfi d f'rms were more prof' abe than the les 

d'versified firms. n nother study by Montgom ry (1985) on 

m rket struc ure an p rformance, the resul s show d that diver-

sified firms did not h ve higher market shar ·n their respectiv 

market than le div r if'ed firms. In a lat r s udy, Montgomery 

and Wernerfelt (1988) r ported that e fie' n diversif'ers, wh'ch 

they defined as f'rms p rsuing related ype of · versificat'on 

r than inef-ocusing on spec· f'c r d skills, pe form d b 

ficient d'vers· rs wh n hey competed 'n h'gh y profitable in-

dustries . On th oth r hand, they found th n fficient diver-

sifiers tended to pros er ·n less prof'tab e env· onments. Fur-

hermore, ineff'c· n d'vers'f'ers were found to enefit mor e 

from markets wi h high growth than d'd efficient diversifiers . 

6 



Mos of th s u s h ve been don in he m nufactur·ng 

s ctor as oppo d 0 he servic c or. The s ud·es have 0 

concen ra ed on m . ur ng performanc cross industr es s op-

osed 0 within ndus r s. This cou d h v ffected h r s reb 

f"ndings in th r· rms fro differ n ·ndu ries experienc d·r-

f rent environm n 1 constra·nts and oppor un· ies wh "ch m y h v 

d.fferen influ nces on them . In ddit ·on, the service c or 

"k the manufac uring 

in any economy nd · 

This study wi 

ctor, fo m n impor~ant econom·c s ctor 

erformance ·s ·mport nt . 

LLemp to prov"d an nswer to the follow-

ng question: Do h"gh y diversif.ed firms p rform better than 

1 s diversified firms? 

1.3 Objec ve of th SLu y 

Th major objec i v of this study 

h·gh y iversif. d firm p rform be er 

rms. 

1.4 Significance of h S udy 

o find out wheth r 

h n less divers·f· d 

Th·s study is of import nee to mangers who are invo ved ·n 

formul ng corporaL r gies. Since v ry m nager aims at ·m-

proving t e performanc of h·s organizat·on, th find·ngs of this 

tudy should help him ·o d ciding whether to pursue a d·v r

s· fie tion strategy or no . 

7 



CHAPTER 2 

LITERATURE REVIEW 

2.1 Scope of Diversific ion 

2.1.1 Def'ni ion nd Cone ptual Fr mework 

Th re r . any ways n wh'ch diver if'cation h s been 

defined. Co ding on and Moore (1987) defined ivers'fica ion as a 

stra e y th 

v n ag of 

al empts o spr d fin nc'al risk by tak·ng ad-

n w 

decn· ·on tha 

marke opportuni 

he cone pt of risk 

guishe d'versif'cation from vertic 

tegrat'on is re erred to as an attem 

s. Th y po'nt out n this 

mpor ant s·nce 't distin

'ntegra 'on . Vertic 1 in

to con~rol a major p9rt'on 

of a local or r gional m rke~ by integrating backw rd or forward . 

Accord'ng to hese au hors, vert·c integr tion, jus l'ke 

divers'f'cation is a way of achi ving growth. An org n ·z on 

can 'ther cqu·re i suppliers ( ckward 'nt gration) or ac

quir 'ts distr'bu ors (forwa d ·nt g ·on). Some organizations 

do bo h. In d'v rsifica ion an org nization mov s in o products 

or s rv ces th are cl arly d'ff r nt rom its current 

busin s. 

y Ansoff (1957) in h's paper, Strategi s for Diversif'ca-

tion, ss rts tha , one w y to div rs'fy, commonly known as v r-

tical d'vers'fic t'on, is to branch out into production of com-

ponen s, parts nd material. This d f'n'lion of diversif'ca on, 

at f · r s g ance , seems 'ncons'stenL 

def'ned as divers· ficat'on. However th 

w'th wha t 

differenc 

we hav 

is due to 

jus 

he 

fac ha Ansoff looked at diversific ion from the point of view 

of the m' ssion of be avera 1 product , tha the echnology n 

fabricat·on and manufacture of these parts and materi ls is 

8 



1 · k ly o be very differen from th techno ogy of m nufactur·ng 

he fin produc . Th refore ccord·ng to h ' m, v rtica diver

sific on does imply both cater·ng o n w m'ss'ons and intro

duc ion of n w products. 

B tt' and H 11 (1982) see iversific tion sa co ection 

of bus·n s r sulLing from tb fact th t r· m comp tes n 

d·rr r nt ·ndu ri Th se industries hav diff ren struc ural 

ch r c er·stic (in the industria o ganizat·on n ), nd these 

d'ffer n true ur 1 characterist·c result n d' rr r nt ver ge 

profit in e ch industry . This definition s not d' fferent from 

that g·v n by Gor (1966), that d'versificat'on ·s n increase in 

the number of industries in which a f'rm is ct'v 

leads to a ower d gre of specialization by th 

pr'ncipal c ivity . 

Th's ncrease 

f'rm in 'ts 

From these fin'tions, it is clear th t, divers·r·cat·on 

involv s a firm mov i ng 'nto new ven ur s from what it set out to 

do ini ial y. is 'mportant to note here ba d'v rs'f'cation 

may nvo ve produc s , h s introducing n w products ·n o the 

firm s rv'ng d ' ffer nL markets wi h the sam products or d'f-

ferent produc it m y also ·nvolve moving ou from one area of 

operat'on to o her ar s . Th's latter form is commonly referred 

to as g ographic 1 div rsification. 

2.1.2 o·m n ions of Diversif'cation 

Ev ry company d fines, n one way or another, the 

busines ( s) it partic'p tes in . A first decision relates o the 

horizon al rang of p oducts: from specia izing n a s'ng e 

product or a narrow s gment of an ' ndustry, on one extrem , to 

9 



bro iv rsif" ca. ion . nto a wide v y of unr ted products r 

on h 0 h r. Wi h·n the diversif·c t'on op on, differen a.p-

pro ch r possib e d pending on h d gre of "r la.tedness" of 

the v ou a.c ivit' The business units, each cat r ng for a 

d'ff r t pro uct nd m rket, may sha.r commona.lt' s n t chnol-

ogy, p od ct ·on proc s, dis ribution, and c stom r b se or the 

rel n ss betw en th units may be v rtua. y non xist.ent . 

B ed on h r tedness of th bus in sse s v ra.l d'men-

sion of div rsificat'on can be discerned . 

Ko r (1988) looks a diversific on n market'ng 

p rsp c ve. He classif'es diversifies. ion in 0 three types; 

1 Concen r. c diversification in wh'ch company seeks new 

product. h h ve t chnologica.l and /or marketing syn rg· s w'th 

ex·st'ng produc lines, even though he produc may app 1 to a 

new c 

bus'n 

s of cus om s . Th's me n the comp ny go in o 

s which r re at d to the f'rm's curren business s . 

2 Horizon al diversification in which the company s arches for 

new pro uc th co d appeal to its curren custom rs hough 

techno o ·c ly unr t d o its current product in . 

3 Conglomerate di ersifica ion where the comp ny takes on 

bus'ness h h v no relationship to the com ny's current 

techno ogy, products or markets . 

n off (1957) 

tent may not e v ry 

elude; 

s different classificat'ons, 

'ff r n from those of Ko 

wh'cb ·n con

r. Th y in-

1 . Vertical diversifies. ion in which a company branches ·no tb 

product'on of compon nt.s, parts and materials.Th' c a ifica-

tion may e s'ly e confused with vert·cal integrat·on . Bu Ansoff 

10 
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ha 

nd 

n o add th t the differ nc tw n v r c int gration 

d'v rsifica ion lies in h m s·on to b rv d. n 

v r c diver ·r·ca on, compon n p s nd mat r·al are 

istinc from the d sign o p rform c r a·n m'ss'on , wh'ch r 

m s ion of the ov r product. Fur h rmor t h dds 1 the ech-

no 0 y in r rica on and manuf cture of h s p rts and 

mat r ls r 'k ly 0 b very d' f r nt from th t chnology 

u d 
. n m nu fac tur ng the final product . 

2. Horizont.al diversification whereby n w produc s are intro-

due d wh'ch do no con r'bute to th pr en produc ne in any 

way, u cater for m'ssions which ie with'n th company's know-

how an exp ri nc in echnology, f'nance nd mark t'ng. 

3. Later 1 diversification ·n which a comp ny mov beyond the 

conf' n s of th ·ndus ry to which · b longs. Th's d'm ns·on of 

the str L gy i simi 

d'vers· f'c t'on. 

o wha Kotler descr'b s as cong om rate 

s·mmonds (1990) ooks at diversification from, the 'mp emen-

t tion po'nt of v· w. 11 argues that he deci ion o d ' v rs ' fy is 

part of rg r exp n ·on decision by the f 'rm, and includes the 

simult n ous con id r t'on of bo h d'versifica ·on br adth and 

mode. 

Br th r f rs o either related or unre t d d ' versif'ca-

tion wherea mod r f rs to eitber interna or x rn 1 d'ver-

sifica ·on. Simmonds rgues that, a firm decid'ng to div rs'fy 

must make a cho'c of 'ther related or unrela ed d'vers'f'ca-

tion. Th t s, a r·rm may decide to seek new produc s th have 

technolog'ca and/or marketing synergies w'th exis ng product 

lines even though he products/services may appeal to a n w cl ss 

11 



of custom rs, n this case 't will con · d r d a r 1 d 

vers ier. Or a r·rm may dec·d o e k n w products/ rvices 

th h v no re at·onship to the company's curr nt produc n 

in tha c s 't is cons·dered an unr ed div r 'f' r. A concur-

rent d c'sion i whether such d'vers· ficat·on wi be carr· d out 

through n ern or external mean . n ern div r 'f'ca on oc-

curs wh n th current market sh re with current products s x-

p nd wh r as, ext rnal div rsif'cation occur wh n comp ny 

ci e to acquire or merge with another and absor ·t . Th s 

d"m nsion r summarized in Figure 2-l be ow. 
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8 DTB 

arbt: 
Co centric/rel ated 

CoDgloaerale/ D

rehted 

ec olon: 
Co ce tric/related 

Co gJoaerate/1 re
lated 

forvard: 
Coacentric/relaled 

Co gloaerate/u -
elated 

Bacha d: 
Co ce tric/rela ed 

Co gloaerate/u -
ehted 

e -1 A ve aiCicatto atrix 

Bori,oetal DiYersi ficatioo 

DeTelop products/services 
t &l serve siail&r custo
aers iD aiailar aa rkets 

DeYelop prod cts/aer•icea 
l at are dirCerut Croa 
preae t prod ct l iae/ 
u rkets. 

e•elop prod cts l at ae 
tee aologies iailar to 
prese t 1i e. 
DeYelop products t at se 
tee aolocies diflere t 
froa prese t liDe. 

P rc ase prodacla/aervicea 1 

coapaoiea t ha t aer•e 
aiailar cusloae a i aia
lar u kela, 
p c~aae producta/aer•icea 1 

coapa ies t at aer•e dirr
ereet cuatoaera/aar el. 

P rc~ase firas • ic 
tilbe tech olociu ail

Jar lo preseol liDe. 
P rc ase (i ra usiog lec~

ologies differe t (roa 
present 1 iae. 

Vertical Diversification {Vertical I tegratio11} 

De•elop outlets for sale 
of curreol products and 
related products to con
s aers 
Develop outlets for sale 
o( dif(ere t products to 
co suaer. 

evelop ow stpplier diYi
io to coYer preseal aat-

e ials 
develop ow s pplier 
divisio to cover different 

Pu rchase outlets for sale 
of products to castoaers. 

P rchase suppliers of rav 
u terials. 

uteriah ---------------------------
So rce: Adapted r tO I Gl eck I 'F' I .::,:BU:.:B.::.in.::.:e=-=s~s ..!.P~ol~i.:.c L...:.:=..:"-==a.=;...::.:==c::.:..L 

lrd &d. 1980, cGrav-Bill.pp ZIO. 
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2 .1. 3 ionale for Diversific t'on 

Th r ar many reasons why f'rm mi h w n to d'v rs'fy . 

Th s m y dep nd n on th type of d'v r ic ion s rategy 

th org n za ion w nts to pursue . For X mple, Co d'ng on and 

Moor (1987) i ntif' d seven major on a h h c r system 

might. w n o d'v rsify: 

1 Communi y service Address health car n d of he populat'on 

that go n - et without hospita action. 

2 . Compe itive posi ioning Maintain or improv b he 1 h syst.em 

and med'ca cen r's competitive pos't'on. 

3. Innova ion op rat a the cutting edge of n w produc s . tech-

DO ogy, and s rv·c s in order to iden 'fy m rg·ng new us· ness 

opportuniti s . 

4. Profit augmen ation eplace expect d r venu and prof't reduc-

tions ·n r dit'ona r as (for examp e, inpat' nt s rvic ) . 

5 . Risk managem n m nimize overall organ'za on 'sk by 

spreadin risks mong a var'ety of ventures nd m rk s. 

6 . Opera ing economi s achieve operating conom s (r duced 

costs) nd · mprove t · z tion of exis ng r ourc s (faci 'ties, 

st ff nd so on). 

7 . edical s aff rela ions mprove relat'onsh ' p with m dical 

staff memb rs, or augm n their practices. 

I should b no d ha he init'a reasons for est b 'sh'ng 

an w venture my no n ce sar'ly be h re sons fo a siness 

today . This ' s b caus n the initial stages, the r asons m Y not 

have been clear y d r·n d but with passage of tim , th re may e 

significant chang s in these reasons . 

14 



McDougall nd Round (1984) a r that a general theory of 

diversifica ion do 

such corpor e 

not exist . Ins d, th justif·cation for 

s rategy ppears to be b sed on tbr e rel d 

themes r·r diversification m y b r la d to profit maximiz -

tion b hav·or on th 

tain econo c pow r 

pricing beh vior, h 

n 

p rt of firm . It 

profits through, 

y enab e a firm to ob

for x mple, pred tory 

dvantages of ze p r e , or the reduction 

of compe i on by r moving poten ·a r·vals through cong omerat 

mergers. I l o may enable a firm o achi ve higher prof· s 

through economi s of scale, or throu h the exp oitation of com

P ement ries in produc ion, distribution, m rket·ng, research and 

d velopment, purch sing 1 finance and mana ement. Second, a 

strategy of diversif·cation can be linked o managerial theor· s 

of the r·rm. Diver ·r·cat·on provides opportun·ti s for grow~h 

in prof·ts, s les, and assets that ar not possible through 

hor·zont expans on. Third 1 divers·r·c t·on c n be inked 0 

risk reduction, w·th the object of the r·rm b · ng the reduction 

of relative or otal r·sk associated w·th the r·rm's earnings 

stream and th xplo· a ion of related benefi s. 

Michael Gort (Alb rts and Segall, 1966) carr· d out research 

on firm d·versificat·on and expounded on h mo ~v s for diver

sific t·on. He ca egor·z d this mot·ves in o r·ve categor·es, 

which are d"scuss d n he fo lowing paragr ph 
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1 . Diversification s a means of ffec 1ng economies of 1 rger 

sc le 

y b don by ·ntroducing n w pro uc or rv·c to 

h r·r or through mergers espec· lly wh th m rgin firms 

c n op r t more rr·c·ently tb n th y oper d fore. Diver

sific on hrough mergers accomp ish d by n xch nge of stock 

with no new capi al re uirements make he bas·s for r·nancing 

cono s. 

A minis rative economies are other sources of po sib gains 

h r ssoc·at d w'th large firms . But ·t sho d eo s rved 

h t f om he st ndpoint of administrative effic'ency, a dive -

sif'cat·on of this type leads to a s rious d'ffu on of 

m n g r tim on operations that may not b vi to th r·rms 

o a earn·ngs . In short, diversif'cat·on can ad o a s r·ou 

d'vers·on of m nagerial effort from the prob ms h are r a ly 

cr'Lic o h f'rm ' success. 

nd D velopment economi scan also be ffec d ·n 

h r·rm w· h a w·d range of products has many oppor uniti s 

for x o ·ng the resu ts of a program of research . Th's · b 

cause h d'rec ·ons wh'ch research w'll produce results r to a 

larg x 

of c iv 

n unp d'ct le . 

i s, the h'gher 

Consequently, 

the chance 

the greater h rang 

that di cov ry of 

d v lopm nt in t chno ogy will fit into the f'rm's x·s ng 

produc s ructur In the sense that economies are rel no so 

uch o s z , in t rms of output or investment as to the r nge of 

oods n s rv·ces produced . 
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2. Oi ersifica ion to use spare reso rces. 

Th s · pl s case of divers'fic tion r nd r d ttractive by 

tbe pr nc of sp re r sources, involves by-products. This is 

espec y ru in m nufacturing f'rms. Sp r r ources could 

also b in th form of spare capaci y n m n ger' resources and 

in th a s fore A Lhough instanc s in which spare resources 

are av ·1 bl for d'versif'cat·on ar doubt ess numerous, diver-

sific ·on of n mpinges on scarce r sourc 

3. Oiversifica ion to enter profi able industries 

A v ry fr qu nt rationale for divers·r·c t'on s to exploit 

a prof'table opportunity ·n a sector or indu ry of the economy 

that prom·ses h'gh r- han-average rate of re urn, especially 

where the objec ives of the f'rm are long t rm. Th critic 1 fac

tor in de er~n·ng how prof'table a ventur w'll prove ·s the ex

tent to wh 'ch a f'rm h s a compet'tive adv ntage relat·ve to 

other po entia n r nts n the industry. In this connection, the 

radit'onal v w h s been that the compe it've po i ion of a firm 

i n a new ct'vi y depends upon sim'lari i in production tech-

niques, raw a ls nd marketing operat·ons b w en i s old 

ctivities nd th n w one . The trend app ars to incr as ' ngly 

toward a differen s L of dec'sive relations b tw n old and new 

activiti s, nam ly he k'l s and Lrain'ng r quir d of manager·a 

nd technic 1 p rsonne . Simi arities in the requ·r d technical 

ersonnel kil s regen r lly assoc·ated w· h s m arities n 

production proc ss bu he two do not necessar y go toge her, 

nor are hey usual y present n he same degree. 
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n in h s nc of a pow rful ffect by div rs·r·cat·on 

on r of return, ntry into n w c ·vities may x r an upw rd 

·nfluenc on stock ric Th·s m·gh follow from x gg rated ex-

p c on by th inv ing pu · c of he eff c h new ac-

4 rsifica ion o S abilize profi s 

On of the mos fr quently off reason fo 

ion he w·sh to s bilize earn·ngs and sales, 

d·v rs"fica

nd there are 

two g n r conting nci s aga·nst which stabi ·za on may be 

d s·re . The r·rs contigency my ar e from the unc rt inty of 

the env·ronm nts th ·s , unforeseen, unique ev n s such as per-

manent ch nges in con umer tastes, 

bus· nes cycle . 

Th r is a wide r nge of unfores 

revenue nd earnings from p rticular 

increas ng the number of indus ri 

opera e -through div rsific tion- a 

chanc s of sharp d c n s n 0 

arise rom unpredic e changes 

he other cont · ncy is the 

n events that ff c sales 

pro due s. Conse u n ly, by 

s or business s in which it 

com any tends to reduc the 

company earnings th t can 

n h economy. From the 

standpo·n of cycl·ca y table indu tr· s, entry "nto n un-

stable "ndu try may actually increase f uc uations n e rn·ngs . 

The two sLions addr s d when eva u ng the e fee of d·ver-

s· fie t"on on cyclical s abil.ty are; s th new ·ndus ry c harac-

terized y relative y s able demand and (even if ·t is not} 

will h tim·ng of p aks and troughs ·n he demand for th new 

products offset similar fluctuations for the older products? 

With respect to the second question, h mor the the mark s for 
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h n w roduc s 

gre t r should b 

st b ' l ' ty. Ag ns 

re unl'ke tho for he o 

the con r ' bution of divers·fic 

th se adva.ntag on shou d no 

produc s, he 

on o cycl· c 1 

h h 

risk of n w ven ures are higher wh n th s v n ur s ar n n-

co pl t ly unlike hose in wh 'ch ·rm' pr'ncip 1 c-

ivi re oc ed. 

Th r 'sk against wh ich it is really worth diver ify·ng are 

hos ssoc·at d w'th long term cons quences nd hos r a d o 

he n t 'li ty of arnings. F ' rst, a sharp, ough, temporary 

d c n in e rnings may severe y restr'ct a f'rm's f'nanc'al 

r sourc s nd th refore l'mit its ab· ity to xp oit prof'tab e 

i nvestm nt oppor unit'es . The firm may also be ob ·ged to a an

don h'gh y profit be projects that do not have a rap·d payoff. 

In x reme c ses dec ines in earn·ngs may v n d 0 

nkruptcy. Second, a fluctuat·ng ·ncome str am my have dv rse 

ffects on th exp c t'ons of investors w· h consequent n ga-

t i ve 'nflu nee on th pr ce-earnings ratios for common tock . 

o·ver 'fie on s of n intended as protec ion agains a p r -

man nt d cl'n n earn'ngs th t could resul from a. fundam n 

ch ng in h con · t·on of supply and demand. 

5 . Diversific ion for Growth 

Ano h r m ortan ra ionale for diversifica ·on appears o 

be th d r for grow h. A study by Gort (Ibid.) of diver · ic-

t'on p t rns show d Lh h ' gh-growth ·ndustries wer enter d far 

more fr qu ntly han those with modest rates of growth. A o low 

growth i n h pr · nc·p e activities of firms tended to exert a 

positive ' nflu nee on their attempts to diversify. In mos in-
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dus r s, h r of grow h o m rk t d mand partially deter-

ines h ext nt to h·ch a firm c n row. v n entry into rela

tiv ly low-growth sectors of the conomy will contribute to the 

rate which 

n its princip 

Grow h s 

f·rm xpands if th o ibi iti s for expans·on 

c iviti s hav b n xh sted . 

factor ·n the p r on 1 moliv s of managers ·s 

fa· ly asy to under and. First, carr pr stige in the 

busin s commun·ty nd e sewhere, s cond, h com nsation of ex-

ecu ives s g n r 1 y related to h siz of the firms they 

manage . But h th s ockholder a tak in he r te t which a 

f·rm expands? The answer is fairly obvious if sal s increases are 

for produc s with high profit rat s; but o what extent can 

growth in itse f, be an appropriate objec ve for the stock

holder? 

One reason for growth is that the moral of managerial per

sonnel is, o some ex en , related to th growth of the en

terprise . Since opportuni ies for advancemenl r more limited in 

declin·ng ·ndus r·es or firms, it is h rder to r crui and retain 

people with high competence, and th·s, in turn, dv rsely affects 

corporate earn·ngs pro pees . In this sens an o u e decl·ne 

or even a low grow h ra e can become a self reinforcing process 

that pr c·pita e fur her declines or dec lerat·ons n growth. 

Needless o s y, al th influences that affect g ow h br eds its 

own ineff·c·enc·es, which may offset the advantages noted above . 

On the part of r·rms pursuing growth the adv ntage ·s that 

reinvestment of corporate earnings reduces th ax burden for 

s ock holders whos ·ncome ·s subject to high marg·nal tax rates. 
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Gro ing indus r 

deemed to b mo p 

growth o be ssoci 

·ndustries tend to 

reduces th ir profi 

It is ·mportan 

s re fr quently se cted b c u e hey are 

le. Although tb re s r ason to expect 

d wi b profitab.lity, i lso ru that 

com more competit·ve a th y grow, and th·s 

i ·ty ·n the ong run . 

o note that a part·cular d·v rs·r·cat·on 

strategy m y be h·gh y des·rable for on of th objec v s but 

less desir bl for o h rs . For examp e, if firm shows d clining 

volum of demand, would be unwise to cons·d r wha Ansoff 

calls v rt ' ca d "v r "ficat·on (1957) 1 sine th· wou d be at 

least a temporary devise to stave off n eventua decline of 

business. If company bows every s"gn of h althy growth, then 

horizontal div rsif·c t·on would be a d s·r bl device for 

strengthening he pos "tion of the company n a fi din which ·ts 

knowledg and exp r·ence are concent a ed. f th major concern 

is sta ·1· y under con ·gent forecasts, chanc s are that both 

horizon a and v rtica d·versificat·on could not provide a suf-

ficient stab.liz·ng 

called for . 

In conclu on, 

·nfluence and that conglom rate action s 

he broader the market for iven produc 

and the mor complex the production process, the more specializa-

tion on would norma ly expect r·rms o be. And yet, not-

withst nding the grow b n markets and the ncreas ng complexity 

of technology, th trend for companie seems o be oward greater 

diversif "ca ion ra her than toward spec·a za on . 
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2.2 Research o D'v s lCa ion 

Res arch n o t · on and 

firm perform nc h y d d mixed r sul s . For x mp Carter 

( 1977) in s udy of th 

ugg 

1·z d 

p rform nc of d·v r ·ried firms, 

div rs·f· d r·rm out-provided ev·d nc wh 'ch ed ha 

perform d 

equal) and 

synergy th 

th r 

h t th 

r 

ec count rp r s 

ourc of the super·or 

s from d·versif·ca ion. 

(o h r thing b ng 

p rformanc is the 

Mcdoug nd Round 

(1984) studied th mo ·v s for divers·f·c ·on and compared the 

performance of divers·ry·ng and non diversifying Australian in

dustrial irms and found no significan diff renee in the 

profitability and risk faced by the two groups of companies . They 

however found hat h·gb y diversifi d f·rm w re more profitable 

than the e s d·v rsif.ed firms. 

In 

mance, 

study of d·vers.fication, 

Hon gom ry (1985) found 

mark t s uc ure an perfor-

tha d'v rsifi firms did not 

have higher mark sh re in their r s c ve m rket than less 

diversif .ed firms. In a ater study, Montgomery and Wernerfelt 

(1988) r por d tha effic·ent divers·fi rs, wh·ch hey defined 

as firms pursu ng related types of d i vers·r·cation focusing on 

specific relal sk· s, performed b 

sif·er wh n they comp ed in highly 

er than ·n ff.cient diver-

prof · table · ndustries. On 

th oth r hand, 

to prosp r in 1 

cien 

they found that inefficient d · v rsifiers tended 

prof·table env·ronmen . Fur h rmore, ·neff·

were found to b nef't more from markets with div rs·rers 

high grow h than i fficient divers·f ·e rs. 
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R s rch findin on sp cific i nsions of diversific t'on 

have lso een co tr dictory. 

(1988), guyen and o·venn y 

or exampl , Ami 

0), s·mmonds 

and Livn nt 

(1990) nd 

Varadar j n and R m nujam ( 987) h v shown h r 1 ted div r-

sifi r out-perfor d unrela ed div rsifiers. On h other h nd, 

Bettis nd Hall {1982), n 

of re at d and unr d 

differen e between th 

study of risk and re urn ·n a sample 

iversifi d f'rms, 

wo group of 

found no performance 

r·rms. Dubofsky nd 

Varadar jan (1987) ex mining th relationsh'p b tween diver

sific tion s rategies and perform nc , using both ccounting nd 

market m asures of p rformance, found tha account'ng measures 

sugges ed that relat d divers'fiers wer b tter p rformers while 

market m asures sugge te ha unre ed diversif" r were bet er 

performers . They cone ud d that, depend'ng on the y of perfor

mance m asure used- accoun ing or market based- d'fferent · n 

ferences bou· the rela ·onsh'p be w en diversif'c tion and a 

firms' p rformance are 'k ly to b m d . 
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2.3 he Kenyan Insurance Industry 

2.3.1 Rol of n ur nee in Kenya 

Th in ur nc 'ndustry in Kenya has developed over the y rs 

to prov· e ·ndiv'duals and organizations with means of protect'on 

g n r·n nci 1 losses ar'sing from accidents. 

Al hough nsurance is basically a risk transfers m chani m, 

the spec a procedures nd systems wh ich have dev loped over the 

years n insur nee 1 w and practice, g·ves ·t more continu'ty and 

uniform· y than other random transfer of r'sks. The financ'al 

se vic s it offers to clients is a·med at g'ving them econom'c 

securi y . 

Th 

r'sk, 

essence of nsurance is 

a function which facil'tates 

the pooling or spreading of 

many inst'tut·ons nd n-

div'dua s to pay small sums of money in the form of prem·ums n o 

a centra pool fro m which much larger paym nts wi 1 be made o 

the few n the group who require compensat·on a 

loss . 

a result of 

In urance f'rms are also f'nanc·al ·ns · ut'ons. Thy' r 

gu rdians of huge sums of money contr'buted 

For th m to accomplish their obl'gation to 

s ranee f'rms invest these funds in product·v 

by po icy ho ders. 

he·r cl'ents, n

en rpr ses such 

as rea s te . As investors, insurance firms are among th 

largest sources of long-term development cap'tal in any conomy . 

In addition, the insurance firms, in the proc ss of provid'ng in-

surance covers, also ·nculcate the 

d'viduals. Such savings are essentia 

saves as well as o the economy . 
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Th industry a so provides mploym nt op or un i 

Dir c y by employ'ng people ·n th 'ndustry to c rry ou th 

norm ·nsurance activities, such as s 1 ng pol·c· s, m nager'al 

s, and ind·rectly, through th var·ous inv s men 

proj cts initi ted by the industry . 

The insur nee industry generates con ider b funds from the 

oper ions of indiv'dual firms, in the form of corporate income 

and premium taxes for the government. The insurers undert ke 

research 

measur s 

saving o 

wast ge. 

'nto oss prevention and 

lead to the improvement 

r sources within the country 

r ' sk minim'za on wh'ch 

in risks and ultimat ly a 

through m·n·m·za on of 

Insurance is herefore, vital for he econom·c dev lop-

ment of he country. 

2. 3. 2 Th S ructure of nsurance Indus try in Kenya 

Th ·nsur nee 'ndustry in miniature form s a r flee 'on of 

th K ny n economy bo h in terms of ownershi and sophist 'cat'on 

or ack of it. The indus ry in Kenya has not reached he 1 vel of 

grow h or soph's ca ion of markets in developed countri s. An-

nu t t · s ica su vey pub ished by Kenya Reinsuranc shows 

h t we re t'll n importers of reinsurance serv'ces. A fac 

ha h s n cr'ed y the Vice President, Prof. Saito i {Kenya 

Tim s 1 90, Nov. 17). He also noted that there was growing 

r nd wh r y much of Kenya's foreign exchange was being lost 

throug h nn ces ary r n urance overseas. 

The ncorpora 'o n of insurance companies as requ'red by th 

In uranc AcL (1984), has lessened the need for he exportation 

of all th insu ance premiums written ·n the Kenyan market as was 
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th c e befor 1978, when the industry was co posed of many 

br nches of ov r as nsur nee co panies . The retention ratio of 

n premium to gro pr miums, by Dec mber 1989, 

th n SOX (Insur nee Focus 1989) . 

A pr sent th r is one re-insurance firm, 

suranc Corporat'on, 38 insurance companies out 

was s '11 1 s 

the Keny Rein

of wh'ch 19 

transac l'fe ssur nee business, 70 insurance brok rs and 2,500 

insuranc agen s. In sp· e of statu ory requ·remen s h t all ·n

uranc companies b ocally incorporated, a number of compan s 

and bod'es th control a large share of the ava'lab e bus·n ss 

are s controlled from outside . They include, Al'co, Prov·n-

ci 1, Lion of Kenya, Phoenix, Britak, to men ion just a few. 

The other sizab e portion of the marke s shared between 

emerging 'ndigenous owned companies and a smal but s rong y 

founded Asian companies . In this category we have compan·es such 

as Corporate, un· ed , Gateway, Gem'na and Pan Afr'ca nsuranc . 

Due to the competition that ex'st within he industry, th 

· nsurance compan·es se 1 essentially ' dentic 1 serv · ces . Accord 

i ng to Mwang i (Insurance Focus 1989}, most of th compet·t·on is 

he defens·ve ype, wh'ch has taken he form of p ·c ·ng of serv

ices, complementary services, rea and unre 1 s v·c diff ren-

iation and obstruct·on of competi or's op rat·ons . 

m rket is such that only the largest firms can afford 

o all egments of the Kenyan market. This impl· s ha 

nsurers have to concentrate the·r sales effort 

Tod y h 

o pp al 

h sm 1 

on s lect d 

geographic and industr'al segments of the marke s to us th r 

i mited resources effectively. Ye th trend for both small nd 

arge companies is toward divers'fic t'on of their s rv·ce lines. 
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Hos insurer concu that compet'tion in keny h b com 

quit s · ff in c nt y ars because here ar mor and mor com-

p ni s ch s'ng f w r bus·n ss opportunities. For ·nstanc 1 th r 

w re four en in ur nc compan . es ac iv ly ng in K nya opera n 

the ear y part of h cad of the 1970's as com r d w h 38 a 

the pr sent ay which h s meant that he industry has xp r nc d 

consid r 1 expansion in the number of comp nies comp n for 

the m rket over a rel vely short period of ti e. Th resul has 

been tha compe it ion has intensified b yond b t. wh'ch can 

reason ly be r g r d s beneficial for the he lth of th in-

dustry of for th insur'ng public. 

A n w comp ny wish'ng to enter them rket has to create for 

i self 

ness , 

ava '1 b 

portfo io of bus ' ness . If th re is not enough n w bu ·

't has to a tack the existing busin ss, r ulting in th 

market hav'ng o be shared y a gre ter num r of com-

p n es. Th's, o course , exempl'f'es the d'ff'cult'es wh'ch a 

sm 1 or med'um s'zed oca company wou d exper nc wh n at-

mp i ng o star up as an insurer. The ex'sting s bl'sh d n-

sur nc comp ni s wou d then be forced to defend th ·r h r of 

the m rk prob bly by reducing pr miums, or by o f ring oth r 

a ded nc n ives o a ract the insuring publ'c. Anoth r method 

is 0 

m diar 

AP 

iv 

r 

h igh r rate of commission o brok rs nd oth r inter

o s o gen rate more bus · ness ' n tha way. 

from competit'on, another f ctor tha ff c s the in-

sur nee 

sciousn 

are m d 

u ine s worth noting is the increasing cla'ms' con

on the part of the public . This me ns tha many claims 

some of which might not reach the desk of an nsurance 

comp ny . This problem is by no means p cul'ar to Keny , 'L ·s far 
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more aggrav d, with the increa ng d gr of sophistica on , n 

some w ste n countries, result"ng in mor ngenious fraud . 

However , th r of ·ncrease of th·s ype of occurrence in Keny 

is a disturbing factor and adds to h difficu ties faced by ·n-

surance companies, ecause of the very fast r te of expansion n 

ll sectors of h economy . 

2.3.3 Government R gulation 

The government of Kenya , through the Insurance Act Cap 487, 

regulates the ·nsuranc industry in one way or another . Of impor

tance to this stu y ·s the regulation on nsur nee investments 

and types of bus · n sses the insurance compan·es re allowed to 

make . For instance, insurance companies are not free to make 

whatever inves m n s h y wish . Because bad ·nvestments would 

jeopardize ins rer o vency, thu s strict "mit tions are estab-

·shed on he types of ·nvestments an insur r may make. In par

icular the Kenyan 1 w requires that an insurer carrying on 

ong-term nsuranc 

( appendix c give 

usiness may invest in any of the follow·ng 

mor detailed list); 

-Government secur"ti nd bonds 

prescribed s atutory bod·es 

local author·ty s cur s 

mortgages on un cum r d immovable propert· s · 

- d b ntures 

Keny 

preference shar s or ordinary shares of public companies whose 

sh r s are quoted on the Stock Exchange in Kenya 

o ns on life assurance policies 
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- deposi s in b nks for financia inst.i u ion or any other 

pr scr'b d inve tm nts . 

An insurer is also prohibited by lh aw not to d'rectly or 

i nd'r c y inv s in a company, oth r h n a b nk or financial 

institut'on lie nsed under the b nk'ng acl . 

2.3.4 Cone p ua iza on of Divers'fication n h Insurance In

dustry 

Insur nc 

classe , the 

services can be c tegorized n o two broad 

f'rst one is long-term or if assur nc The 

second , gen ra nsurance or non-l'fe 'nsurance. Long-Term n-

surance invo ves ma'nly life assurance on n 'ndiv'dual or on a 

group basis. The pension or superannuation schemes are part of 

long-t rm insurance. General insurance norm ly ·nvo v s covers 

for shor r dura ions of one or less years. The ma ·n h d'ngs un-

der th · · 

liabi ity, 

workman's 

c ass'fic on 

m rin , mo or, 

comp n ation 

are, av·ation, eng n r'ng, f're, 

personal accident and h a th, th ft and 

insurances . These v r'ous class s of 

gener nsur nee prov'de covers to meet var· d needs of n-

dividuals nd bu ines es . 

A typic 1 d'versified insurance firm would b on th t 

ransacts a or most of th different insur nee busin sses shown 

in figure 2-2 an d' cussed in the succeeding pages. 
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Fi&are 2-2 
1 Clasaificatioa o! Insura ce b •i e11 a d l e related di ersi!icatio 

diae 1iou. 

LIFK SSO CK-------------------
adet : 
I di•id al life assDraace 
fnd 1trial life &II raace 
Gro p life ass ranee 
Credit life &lilt& ce 

Policy (Contract!: 
fer• assurance 
Whole life assurance 
Bndovaent life assurance 

GBMKRAL [NSORANCB 
Marine insuraace 
Fire i suraoce 
!ccideat inaura ce 
otor iu ranee 

bgi eering i nra ce 
A•iatio i sura ce-------------

[ YIS ---------------------
Stocks, shares, tnd debent res 
Goverruae t bo ds a d securities 
leal property 
Cash deposits 
o rtgage sche1es 

Other businesses other tban 
insurance ----------------- -----

2 .3.5 Life As sur nc 

-RRLA TKD---

-ONRBLATKD-

------------ I T RIAL 

Klpuaioo C r01 

vit in the fin. 

-------------- KXTKRNAL 
Krpansioa b7 
acqa isilioos, 
aer&en 1 JOiDt 
•e t res etc. 

1

-------------rMTKR AL 
Ktpa I io f fO I 

wit in 

-------------KITKRNAL 
hpansioo by 
acqu isit ioas, 
•ergers, joint 
ventures etc. 

A great varie y of policies are off red by ife assurance 

firms. But he e r hree b s"c descr"ption : 

a ) Term Assuran c e 

These are h old form of policy, paym nt only being made 

y he assurer if the l"fe assured dies wi hin specified 

r "od. I prov"des a mporary and cheap form of life cover. It 

i s meant solely of the purposes of protection ag ·nsL he conse-
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quences of d th. This ype of polici s re usu 1 y wi hou 

profits nd re issued for t rms ran ng from few w ks to 

twen y years (Khamala 1985). Th po cy hol r s given h op-

tion of renewing he po cy (at a h' h r premium) at the nd of 

the pol'cy p riod. The pol'cy may convert'bl tha s, the 

assured may exchange i a later for som form of per-

manent ssuranc without m dical ex m'nation. Th policie do not 

develop cash valu s and they do not h ve the sav·ng elemen since 

they are for pu e pro ction . Henc , it is not pract'ca le to 

g've 

case, 

rm assurances for very long t rm periods. This be'ng the 

his typ of pol 'cy 's often t ken by hos who ne d short 

term protection, for ex mpl thos go'ng abroad on shor rips, 

or for he purpose of short term loan ransactions. 

Th term policy has undergon some mod if'cation ov r the 

years (Dorfman 1982) . Fo ns ance, here is the decreas'ng t rm 

assurance, which is 'deal for loans hat are repayabl by in-

s allments like th house purchase mortgage. Th re is a so the 

incr s ng term po cy wh1ch provid s proceeds th ncre s ach 

year . f death occurs n h first y ar of the po cy, the f ce 

amount of the pol'cy is p id . For X mple, suppose th f ce 

a moun of the pol'cy is Ksh 20,000; this is the mount thaL would 

be ·r t..h assured die in Lh first year of he policy. 

Afte 10 year ,for example, perhaps Ksh 23,000 wou d be 

he ben fic'ary. 

'd 0 
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b hole life assurance 

Unl· k term ssurance which pays b n r·ts on y if d th oc-

curs during the term of the policy, whol if s uranc provid s 

pro ct·on for the whole of the assur d's l'f ti Th se 

pol'cies as for the whole of the assur d's 'f I th um b ·ng 

p yabl de tb only. Premiums may b p y ble through ou lif , 

or cease a a given age, for exampl 65 y ars. Th se pol·c·es 

are us fu in providing against death dutie , and for p rsons of 

norm 1 hea h quite substantial benefits can be obta'n d for 

r la iv y low premiums . The distinguishing feature of h's form 

of cover for h assurer ·s that the assurer knows for c rt ·n 

th even ua ly he must pay a claim on every who if pol'cy 

th is n force (Dorfman 1982) . 

Whol l'fe policies can be broadly classifi d 'nto thr 

groups d on the m hod of premium paymen . 

( · ) S · ng prem m who e life policies; <- e h s are thos n wh'ch 
" ~ 

the s r r prom's s o p y the sum assured, upon death, in x-

ch ng for o pr m'um only, which is relativ ly arge. 

( · ) ) Co nuous prem·um whole life (ordinary life po ·cy) - the 

su ed ys h sam p em·um amounts (monthly, quarterly semi-

nnu 1 y o nnually) hroughout his life. 

( · · · ) Limi d-paym nt if policies, these are variations of h 

ordin ry l'fe sur nee n h t,the sum assured is paid u on 

d h b th pr mjum r limited to a fixed number of y rs, or 

un il rt in s ipu ated age is attained. The shorter he 

P riod h larg r h pr m·um payment will be . The policy ho r 

c n rr ng fo he pr miums to cease at the age when h expec s 
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o retire from c iv u iness, so ha wh n h's incom 

variab y f lls on re ir men , he ill be in poss s·on of 

p id-up policy. 

c) Endowment assurance 

in-

fullY 

Th's pol'cy has b come v ry popu arb c us th a surd can 

benefit p rson ly from he proce d of th po ley . Th pol'cy 

provides for the sum ssured to be pa·d eith r a h, or after 

a fixed number of years, whichever comes fi st. Th's is a par

ticularly suitab form of policy for h fam· y man; in the 

event of h's prema ur d a h, his depend n s re prov'ded for, if 

b va'lable for him he surv·ves the rm, 

to use as he wish s . 

th pol'cy moneys wil 

2.3.6 Varia ions in Life assurances 

Var·a~ions and a number of adap ation of the as·c forms are 

numerous, prompted both by the very comp ve n re of this 

class of bus'ness and by the complex n eds of soc· y today. 

1 Con er ible rm 

Thi 

sion h 

is a norm term assurance bu w· h h v uable provi-

he r d h s he op ion to conver h pol·cy into a 

whole l'f . 

2 House Purchase 

With mor nd more people borrow·ng mon y o uy t he·r own 

houses, many sch m have been effected o g ve ss'stance, espe-

cia ly wh r h borrower dies before h lo n b s been repaid . 
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3 Assurances for children 

a) child's deferred ssurance 

This policy is ffected on the ife o h par n for a 

selected number of years, terminat'ng with no tion d e, wh n 

he ch'ld reach sa v sting age (usual y 21). Un tha time he 

premium is paid y the r nt, but then th ch· d h s the opt'on 

of having the assur nee vested i o b's nam nd on his l"fe, as a 

normal whole lif or ndowment policy, reg rdles of the child's 

m dica cond"tion . 

b) Educat"onal endowment 

This is tl more than an ordinary endowment policy, 

maturing by ins nts, to provide incom o me t school and 

/or universi y f es . 

c) Annuities 

Strictly spe k "ng annuit'es re no contrac s of life as-

surance . They r form of pension, wh r y, n return for 
w 

certain sum of mon y (p id in a lumpsum of by installments), h 

assurer agrees o p y he annuitant an nnu amount (annuity) 

for a specif" d per'od or for the r m in r of the annuitan s 

l"fe . The annu· y h s s basic function h syst matic l'qu"d 

t'on of that wh"ch ha been created, long "th r life assur nee 

or non- if ns r n· nes such as savings nk ccounts, stock 

or bond inv stm n .s or rea estate (Kh m a 1982) . Annuities m y 

b clas ·r·ed us ng var ous bases . F'rs I th annu y may be pa.y-

able on y for th ura . on of one or mor v s . This cov r 

single- if nd jo n -and-s rvivor annui s . Second, annu· ties 

may be c t goriz d according to the time payments are to com-

mence; an ·mmedia nnui y is one wh re th f'rst payment is u 
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on one payment interva from he d t 

lso b d ferred, tha is, there is 

twe n the dat of purchase and th 

en 

of purch s . An 

spre d of s v r 

beginning of h 

nnu · ty m y 

l ye rs b 

nnu y p y-

Annuities ay also be classified accordin 

premiu p ym n , the annuity may be purch sed by 

(the annu·ty to begin immediately or to bed f r 

o h m t.hod of 

i gl pr mium 

d) or it m y b 

urchased in installments over a period of tim Ano her c s-

sificat·on in on the basis of the nature of the ssur r's obl. a

tion. A pure, s·ngle-life annuity provide paymen s for th 

b lance of the annu·tant's life t·me regardl s of how long or 

short i may be. The obligation ceases upon the annu·n an s 

death. Or th annuity may have a refund featur , w h a spec·r· d 

amount 

within 

o be p id to the annuintants benef·ciary shou d he d. 

pecif.ed period after payments commenc . 

Th above lyp s of life assurances are typica of .h K ny n 

industry . But ·n recent ye rs the industry is experiencin 

plorif r l·on of new covers, borrowed large y from h d v op 

coun ri s. 

Life 

classes 

cl sses 

cr di 1· 

sur nee has lso een categorized into four ma n 

ed on th manner in wh·ch hey are m rketed. Th 

indivi u 1 life, industrial lif , group 1·re nd 
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2.3.7 T.pes of Life Assurance 

Indi ·idual Life Assurance 

Al o called ordinary life assur nc , this yp of ur nc 

describ s the life po 'cies purchased by ind'vidu s o fulfill 

heir ssurance needs . The premiums re p id e· h r annually, 

s miannu lly, quarterly or monthly . Th prem'um r usu lly 

r mi ted using the "check-off" system in the case of employed s-

sured , u they can a so be paid by mail or ·n cash. 

Industrial Life Assurance 

This class is characterized by relatively small amounts of 

the premium which are paid as frequently as once a w k. Usu 1 y 

h premiums are collected by a represen ative from th assurer . 

It w s d signed to meet the needs of low-·ncom workers. The 

sm 1 amounts of sums ssured obtained from this cl ss of as

surance go tow rds meeting expenses such as funeral nd burial 

expenses . 

Group Life Ass ranee 

Thjs ·s lif as ur nee provided to a well-def'ned group of 

p opl who re ssoc·a ed for some purpose other than purchas'ng 

l'fe s r nc Common groups to whom his class of assur nc s 

so inc de m loye groups and members of profess'onal associa-

tions. Cov rage is u ually granted to the members of h group 

under on po icy, c 1 d a master pol icy, w'thout evidence of n-

surabili y, ha is, wi hout medical examination for the n -

d'vidua m mb r of h group . 
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Credi Life Assurance 

This life assur nc is offered on bo h n ·ndividu 1 and 

group b s·s. I is so d hrough lending inti u ons ( 'ke com-

ercial banks, f'nanc companies and hire purch r ta'l rs) o 

short-term borrowers cont mplating consumer purch s s, nd n-

stallment buyers. I o includes mortgag pro c on if as-

surance. 

Credit lif prot cts both the lenders and d b ors against 

financial loss should the debtor die before comp eting the re-

quired payments. Pl ns available are usual y wr· ten on term as
( 

surance basis, g ner ly decreasing in mount as he oan is 

repaid over tim . The life of the borrower s n ·ally assured 

for an amount e ua to the amount of the oan. 

2.3.8 General Insurance 

The m jor classes under this category 'nclud . 

Marine insurance 

Th's i th old st type of insurance, it w s practiced by 

the ear y Pho n'cian raders. Marine insurance covers perils 

aris·ng from m r·tim trade and ven ur s. The various classes 

are; 

a) Hull - Th·s r at s o i nsurance of ac u 1 v ssel and its 

mach·nery. 

b) Cargo - Th·s rela es to goods or m rchandise carried by the 

ship. 

c) Freigh -In marit·me it refers to th cost of transport·ng 

goods, or hir of a vessel. 

d) Dr'l ng rigs- Covers offshore 'nst llations. 
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Fire Insurance 

Th b sic inten on of the fire policy is to co p ns te for 

loss or damage caused by urn·ng . To form v ·d claim und r h 

policy, th re must b ac u 1 ·gnition wh ·ch w s ccidenta 

as the ·nsured is cone rn d . 

s far 

For additional pr m·um, the standard fire policy may b x-

t nd d o cover any of he following; 

a) bursting or overf ow·ng of water t nks, pparatus or pip 

b) earthquakes 

c) explos ons 

d) floods 

e) ha·l 

f) i mpact or damage y vehicles, an·mal ' or artie es from 

a·r , ·nc uding aircraf 

g) r·ot and /or civ· 

h) storm and tempes 

i) spontaneous comb tion, self-hea ng or fermentat·on 

j) subsidence and landslide. 

Accident Ins ranc 

Th erm accid n nsurance is r h r vague (Hans 1989, 

51), embracing wha may be describ d a misce any of only 

s igh ly connected diff r nt classes of bu iness . Henc h x-

acl con titution of an accident depar m n will vary b w n in

surers . The following comprise the major cl sses trans cte un er 

th·s c egory ; 

a) fid lity gu r nee (including contig ncy insuranc 

b) personal acc·d nL and sickness 
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c) m oyers iabili ty j,.JYY'It~ Cov.?;u "-'""It cn-. • 

d) publ·c iability 

e) burg ry or theft 

f) otb r types of insurance; 

1·ves ock 

agr ·culture 

g s , credit, rainfall, hail, l·cense and so on. 

An om·ssion from the above ·s motor ·nsur nc , 

class h s grown to such an extent tha most ·nsur r are r g rd

ing it as eparate from their general acciden por o o. 

fo or Insurance 

Th re are v ry wide variety of risks w· h·n he scope o 

motor ·nsur nee, du to the many different tYPes of v h·c o 

s en on ~h roads oday. These risks, however, h ve be n c s

s·fi d ·no the fo low·ng c tegories; 

a) pr va e cars 

b) mo or cycl s 

c) comm rc· 1 veh·c es (used for transport·ng goods or p 

s ng rs for comm rcia purposes) 

d) agr·cu tura and forestry vehic es 

e) sp cial types (vehicl used for unusual cons rue ion or 

ad pt t·on for x mp e, mov·ng cranes, 

equ · pmen ) 

f ) mo or rad 

ambulance earth mov·ng 

motot- t 

For th· ca ory, exc pt motor trade the policy avail b n-

c ode; 
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a) Act only this is the minimum cov r provid·ng insur nc 

cover sufficient only to comp y with ro d tr ffic Act. 

Th.rd party - cov rs the insured's 1 g 1 bility tow rds 

he peop e arising ou of he use of he v h ·cl 

c) Th.rd party, r·r and theft - ·t includ s loss or d m g 

rising from fires or h ft only. 

d) comprehensive 

ually accidenta 

includes full third party cover, and vir

oss or damage to th ·nsured veb ·c 

Engineering Insurance 

Includes the ·nsurance of; 

a) hoi ers and other pressure vessels 

b) cranes, lifts, eng·nes (steam, gas, or oil-powered 

c) el ctrical p ant ( ·ncluding refr·g rators} 

d) computers 

e) miscellaneous equ·pment and mach · nery. 

The covers provided for his category are d·vided ·nto two; 

a} inspection services 

b) insurance cov r 

Aviation Insurance 

Av· t·on insur nee sa very s ec·a ized field. Th 

ty es of nsuranc av b e are; 

a) acc·dental d mag o he aircr f i self 

m n 

b) liability for d tb, injury or property damage to th.rd 

p rti s (not pass ng rs) 

c) sim·lar liabi · e towards pass ng r 

d) cargo insurance 
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e groups personnel acciden nsurance. Po ici r arrang d 

for ircraft crews and for travelers. 

f) products l'ab'lity, offered to aircraft m nuf cturers cover

ing he liability ar'sing from fau ty design or m nufacture. 

Given the na ure of heir business, insurance firms, espe

cially ife assuranc firms, are guardians of larg sums of money 

contributed by po icy holders. These funds mus b invested n 

profitable ventures e h ron short erm bas·s or on a long-term 

b s·s, depending on the circumstances of th company and the 

classes of business transacted. Life assuranc funds are usua y 

· nvested on a long-term asis and genera bus·ness funds and 

reserves are invested on a short term basis so as to be readily 

available to meet unforeseen liabilities. TYP'cal composite in

surance company ( ransacting both life assurance and general in

surance} would show h following in its ·nvestment portfol'o 

(Irukwu 1984). 

1. Stocks, sbar s, bentures of compan s and commercia or-

ganizations. This m y ccount for 30% of th company's portfo o. 

2. Government bonds and o her governmental gu ranteed securit' s 

would compr·se bout 20%. 

3. Mortgage lo n - app oximately 15% or mo e of the portfo o 

depending on a comp ny' peculiar c·rcum tanc s. 

4. Real property (1 nd, office b ocks, w r houses and resid n-

ia buildjngs) subj c o the laws gov rn ng insurance company's 

i nvestmen sin th's cl ss of property, 10%- 20%. 

5. Cash deposits at banks at fixed ·nterest rates and other m· s 

cellaneous investmen s may account for th remaining 15%. 
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An insuranc firm may d c · de to transac life assurance 

busines as well as g neral bus'ness n which c s 't pursues re

l ated d·versificat ·on . Or th firm m y dec'de to deal only in 

e ither lif assurance or gen ral insur nee, ·n wh'eh case it is 

spec i alized in one area . Figure 2-2 summ rizes th cone ptua 

ti on of d·versif'cat'on wilh'n the ·n urance 'ndu try g'vin 

c lassific ions and the related d'vers'f'cation d'men~ ions. 
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3.1 Popu ation 

CHAPTER 3 

RESEARCH METHODOLOGY 

The popu ation for th"s study consisted of all insurance 

firs r g'stered to transact l"fe insurance bu in ss n K ny . A 

lis of the companies was obtained from he R gis r r Gen r l's 

Office and was updated by cross-check"ng with an nsuranc index 

appearing in the January issu of The Kenya Underwriter (s e ap

pendix B) . The final list consisted of a to al of 19 comp nies 

directly writing l"fe assurance business. For th purpose of this 

study, a firm had to meet the follow'ng criter·a o be con idered 

relevant for the study: 

(1) It should have been n business before 1980 since the per"od 

of study was from 1980 to 1984. 

(2} It's annual reports were accessible as they provided d a on 

financia performance. 

Using the above criteria, 10 companie were found eligibl for 

the study. All wer used. 

3 .2 Data Collec ion 

For each of th 10 firms in the s udy, the research r com-

piled secondary from he Reg·stra General's Office and he 

Kenya R insuranc l"brary . A lists of the f'rms, 

subsid"a s was compiled forth per'od between 

branch s and 

980 1984. 

Financia data w collec ed from the nnual reports (ob a·ned 

from he K nya Rein urance L"br ry) . 

naire ppendix A) was used to 

Th data from the qu stion

classify the firms in o he 

v rious diversity groups . Th Standard Industria Classif"cation 
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(SIC) codes could not be used since al the 'nforma · on n d d to 

compile them was not available. For examp e, inform tion on he 

individual activities of the fir s was no v "labl . 

3.3 easures of Variables. 

3.3.1 He ures of Diversification 

In a pioneering study of divers'fication and p rformance, 

R elt develop d an approach to categoriz'ng the extent and typ 

of d'vers'fication of firms that is based on re atednes of 

products, markets and technologies (Varadarajan and Ramanujam, 

1987) . Subsequent research has been based on this categor·zation, 

some wi h a few modification, for example, Bett's and Ha 

(1982) , Am't and Livnant (1988), Simmonds (1990). 

Rume t's classificat'on has been , however, critic'zed by 

V rad raj n et.al. (1987), for be'ng subject've nd t'me con m

ing , invo ving as emb ·ng data from numerous fragmentary sources 

1 'ke annu reports, 10-Ks, and other publications. Howev r, 

Montgom ry (1982) h d arl'er demonstrated that the use of either 

Rumel 's pproach or the tradit'onal measures baed on Stan rd 

Industr· C ass·r·cat·on codes (SIC) produced s'm'lar cl s-

s'f'ca ·ons. Th refore extensions of Rumelt's work have s mp y 

circumv n ed the me surement problem by using the arne f'rm nd 

cl ssif'c ions h used (Bettis et. al. 1982; Montgomery, 1982; 

Dubofsky . al . 987; Barton, 1988). 
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Som researcher have attempted to develop m asur of d ' v r -

sifica ion that combine the conceptual attract'v s of Rum t's 

sche e w'th the relat·ve objectivity and access· 'ty of re dily 

availabl data based on SIC codes (Montgomery, 1982; V r d r jan 

et .al. 1987; S'mmonds, 1990). 

Rumelt's class·f·cation is summarized in f'gure 3-1 b ow. 

figure 3-l 
Ru elt 1s Cl ssificalion Syste * 

Specialitalion ratio ** 
SS-1001 firas that are basically co .. illed 

to a discrete business area 

70-941 firas that have diversified to soae 
extent but still obtain the prodo -
nderance of their revenues rroa a 
discrete business area 

Less 
t an TO% Fins that are diversified and 

wh ich aore l an ?OX of the 
di•ersificalion bas been 
accoaplisbed by rel&ti g oev 
acl i•ilies to old 

ot 

fins lbll ue di•e sified ad i 
vh ic less lha TO% of t e diyer
aificalio is related to the firas 
original skills or stre gtbs. 

Single Business 
single business 

single Yertical 

Doainant Business 
doainut vertical 

doaioaot constrai ed: 
doainant linked 
doainant unrelated 

Related Business 

related constrained 

related linked 

Unrelated Busine s 
au lti-busineas 

unrelated portfolio 

* From Montgomery {1982) pp 301 
** P rcentage of firm's tota sales n d · crete 

area. 
siness 

: Th d'stinct·on between cons r ' ned nd linked d ' ver-
sif'c t'on, a key point in Rumelt's me hodology, s strated 
·n r· r 3-2. 

45 



Figure 3-2 

Constrained pattern 
. (a) 

L·nked pattern 
{b) 

Assignment to a "main" diversification category s m d on 

the bas·s of the percentage of a firm's to a sa e that can b 

attributed to a "discrete business area" . Further d.ffer nt· tion 

is ba ed on the pattern of linkages among a r·rm's bus·n ss nes 

(f"gure 3-2} . Pattern (a} represents a cons r ·ned d·vers· r· r 

where·n new endeavors are consistently re a ed o one cor or-

ganiza ·on 1 s ength or character·stic. In con rast, he l"nked 

div rs·r·er (b) has grown through relating new v nture to old, 

but no nece s rily o one core str ngth or char c er"st·c 

(Montgom ry 1982) . 

The more tra "tiona! d·versity measures have bas d on 

product coun (product difference approach). t ·ncludes h use 

of St. nd rd In us ry C ssif'ca ion (SIC} codes . In Lh·s p -

pro ch, business r . atedness ·s generally captur d hrough th 

us of r os tom asure he degree of business activ'Ly n a 

sing u in ss or group of business (Simmonds 1990) . or x-

am le, n s·mmonds' study each four-digit SIC code d fined 

unigu usin ss . A 1 bus·nesses with the same firs two dig· s of 

th SIC code w r deemed related, reflecting the classifica on 
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sys 's h"erarchy of the two-digit as industr· Firms who 

larges groups of re ated businesses (two-d"gi SIC cod c-

count d for 0% or more of the total firm sales w re con r 

relate d"versif"ers, nd those with ess h n 40X w r con-

sider d unrela ed d"versifiers. 

Other researchers have used the SIC code ·n heir stud· s 

as well ( Amit and Livnant 1988; Varadarajan an R m nuja 987; 

Montgomery 1982). There is no agreement on which ppro chis su-

perior to he other . Montgomery (1982) found h both Rumel •s 

categor·zation and the traditiona approach produc m ar c s-

sificat·ons, but this was dismissed by Na hanson (1985). Thu , 

the measurement of diversification of f"rms rem ns con rov r

s·al nd unsett ed area . Neverthe ess Varadar jan a (1987), 

re-ex mined the linkage between diversity and perform nc us·ng 

new m hod of categorizing firms based on he· d gr e nd d"rec-

tion of d"versification . They state that the ap roach overcom s 

' h prob em of subjectivity inber nt ·n Rumelt's c a 'fica on 

schem and m kes no demands ford ta"led bus·ne s 1 vel da a th 

is rerequis"te of the Palepu's entropy mea u (Var d rajan t 

l. 987). They proposed a two- ·mensional cone p u 

div r i yin f"rms which distingu·sh s b ween wo d"sL"nc 

t rns of d"vers"fication . The wo pa ern w r from 

on of 

pa -

rl"er 

works of B rry and Wood (Varadaraj n et a 198 7), who u d Nar-

row Spectrum d · versif ·cat· on (NSD) and Bo rd s ectrum n·v r-

s"fic ion (BSD) as the dimensions. Varadarajan e 1. mod· f · ed 

th"s s ightly and came up wi h what hey cal ed H n Nar ow 

Sp c um d"versity, abbreviated as M SD and Bro d Spec rum n·ver-

sif'c t·on or BSD . Figure 3-3 shows th resu t'ng from ce 1 
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matrix, n wh'ch each cell represents the totality of f'rm's 

past d'versific ion activities in various two nd four-d' 't C 

indus ry categor'e . 

Fit•re 3-3: A lvo Di•e sional Conceptualization of diversity in Firas. 

Broad Bigb Cell C:O related Cell D:Firas with 
diversified firtS very high diversilJ 

Spectrua 

Diversity* Low Cell A:Firts vith Cell B:ielated 
very lov diversity diversified tilts 

Lov B~b 

Kean arrov Spectrua Diversity** 

Source: Varadarajan et al 1 (l987) pp 383 
otes: 

* Broad Spectrua Diversity (BSD) is the nuaber of tvo-digit 
SIC categories in vhicb a (ira concurrently operates. 

** Kean Narrow Spectru• Diversity (KNSD) is the nutber of four 
digit src categories ln which a [itl operates divided by t e 
the nutber of two-digit SIC categories in which it operates. 

A d sirab e feature of this conceptualiza on h 't 

does no r qu·re da a on revenues of bus'nes egments, but t' 1 

prov ' d s 'nsigh s 'nto both (1) the degr e of d'v r 'ficat'on 

b'gh v r us low) and (2) its direct'on, predom'n n ly r la ed or 

pr dom ' n ntly unrelated . The firms are c ass 'ed 'nto the four 

eels of fig re 3 us'ng mean values of BSD and MNSD. For ex mp e, 

BSD (10.74, s .. - 6.51) and MNSD (1.99, s . . = 0.53). 

c use his study could not meet mos of the condi ons re-

quir d by the var'ous methods descr· ed a ove, he resea cher 

us d more subject've classification method . The respons s from 

he quest'onna·re were used to c assify the f'rm 'nto he 

var·o s d'ver 'ty groups (appendix D). If a f'rm opera ed in less 

than 4 d'ff rent ·nsurance areas the f'rm w cons'der d a ow 
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divers"fier. Those that operated b etween 5 7 d"ff r n in-

sur nc are w reconsidered medium diversif"ers nd thos ha 

operat d 8 and above different insurance ar as w r con "d r d 

high d"versif"ers his captured product div rsific on. 

Geographical d"versification was measured by the number of 

branch s op rated by each f"rm . Those with le than 5 branch s, 

were considered ow d"versifiers, those w"th eLween 6 10 were 

consider d med·um d "versifiers and those with 8 nd above were 

considered high diversifiers . Subjective measures of d"versity 

have been used b fore s·nce controversy still ex"sts as to which 

is th b st method of measuring divers·r·cat·on (Simmonds 1991). 

3.3 . 2 Measures of Performance 

A 

s h 

Equ"ty, 

common characteristic of past research on d"vers·r·ca ·on 

use of account"ng data to measure pe formance. Returns on 

Assets,Sales and Capital ·nvest d, h v b en fr qu ntly 

em oyed as th y ref ect a r·rm's performance ov r p s years . 

Som research rs have however depart d from th"s approach (Nguyen 

and o·v nney 1990; Amit and L"vnan 1988) and employ d marke -

b d m sure of risk and return develop d in h d"sc"pl"n of 

fin nc . Such m asures are based on th 

which cone ptually reflects the mark 

r c of a r·rm's ock, 

p rc ptions of the 

f"rm' u ur performance . Oth r r search rs have comb·n d the 

accoun ng m asure and marke based measur s to determine 

wh th r the resu s would differ (Dubofsky and V r darajan 1987; 

Montgom ry 982; Varadarajan etw 

1990). The argument here ·s that, 

performance,tbey should give s·m· ar 
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only the study by Dubofsky and Varadarajan gave conflict·n 

results in that, they found d'fferent results for the diff r n 

easur s. 

Return on Assets (ROA) is the most commonly us d ingl c

count'ng measure of performance {S'mmonds 1990: Barton 1988; Bet-

is nd H 11 1982; Hoskisson 1987; Varadarajan et al. 1987). Th 

reason given for its w'de usage is that return on assets refl cts 

a return more directly under the centro of managemen and 

employed by managers, analysts and researchers. Further mor , by 

contrast with return on equity, it controls for the effec s of 

differ'ng amounts of financial leverage. The other account'ng 

measures suffer from the basic problems of account'ng inform t'on 

and, n any case all are highly correlated {Bettis and Hall 

1982). 

B cause of ·mited information on th mark t mea u es nd lo 

facil' ate comparison of the results of th's study w· h pr v·ous 

ones, the accounting data was used for measur ng p rform nee. 

Spec· ·cally, the return on assets measur was d s·nc h' · 

'nform tion was ava'lable from the annual r por s of lh n 

surance firms surveyed. 

3 .4 D t Analysis 

The simp e analysis of variance was use to n lyze h 

relat'onsh'p between diversity and performance. Other r s arch rs 

have us d the same analysis tool in the'r stud· s {V rad r j n 

et .a 1987, Simmonds 1990, Bett's et.al. 982). 
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CHAPTER 4 

RESULTS, DISCUSSION AND CONCLUSIO 

Th data ·n t his study is summar·zed and pr sented by use of 

table . Whereas percentages are used ·n most of hese tables, the 

sim le ana ysis of variance (ANOVA) test ·sus d to make statis

tic l "nf rences about the findings. · 

4.2 Findings 

Tab es 4-1, 4-2 , and 4-3 summarize the typ s of produc s of

fer d by the 10 insurance companies surveyed in th"s study. Table 

4-4 g·ves the types of investments made by the compan·es. 

(a) Long-Term Business 

E ch of he r spond"ng firms o fered two or more of the 

var·ous forms of 1· f ssurances availab e in K ny today . As 

shown n Ta 1 4-1, l the insurance compan s rans cted in-

d"vidu ife sur nee, 60% of he respond n tr nsac d group 

life assur nc , 50% credi life and pens·ons, 40% nnu"ti s and 

20% h ndl d ·n us · l life assurance . Table 4-2, shows that 90% 

offer whol lif po "cies, 70% endowm n po c s nd 60% offer 

term assur nc s. 
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a ket: 
Group life 
hdividul lire 
hdustri&l liCe 
Credit life 
Auuities 
Peas ions 

PolicJ (co tract) : 
doVJeDt policies 

Ten assura cea 
ole life policies 

Table 4 -I Types or luu nee OU e ed bJ t e iru 

o. of Fins 

6 
9 
2 
5 
4 
5 

Percutage 

60 
90 
20 
50 
40 
so 

Table 4-2 TJpes of Policies Offered bJ tbe Firaa 

o. of Fins 

' 6 
9 

Perce tage 

TO 
60 
90 

(b ) General Insurance 

Table 4-3 summar ·zes the types of gen ral insurance serv-

ices offered by he f'rms surveyed. It ·nd'cate that all the 10 

firms offer fire nsur nee, 90X hand e person cciden 80% 

offer engineering, mar·ne, motor acciden nd workman's compensa-

i on insurances, 70X h ndl theft (burg! ry), 40X livestock and 

30X hand e v· t'on insurance . Oth rs offer m·sc llaneous in-

suranc s such s agr'cul ure and crop. 
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Table 4-3 ypes of General Insurance Offered by tbe Firas 

i e 
Liability 
Limtock 
arine 
olor 
ot.or Pool 

Pe sonal Acc ide t 
eft 

Vor~aan's Coapensatio 
isc . 

(c) Investments 

A f·rms 

Mo. of Fim 

3 
8 

10 
8 
4 
8 
8 
9 
9 
T 
8 
8 

nves 

Percentage 

30 
80 
100 
80 
40 
80 
80 
90 
90 
TO 
70 
80 

n government bonds nd securiti 

mor gag s and loans, real property and cash depo its , 90% hav 

invest d · n ordinary shares both quoted and unq ot d, 70% n lo-

cal u hority securities, 50% in preference share and 40% n 

deb nt res. This is summarized in Table 4-4. 

able 4-4 Types of [nvestaents aade 7 the Firas 

0 dinary shares 9 
P e{ere ce share 5 
Debe t res 4 
GoYernaeot Bonds and Securities 10 
Loul a thority securities 1 
o tgages and loa s 10 
eal property 10 

percentage 

90 
50 
40 
100 
10 
100 
100 
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4.2.1 D'versification and Performance 

The issue addressed by the study was whether there was a 

difference in performance between low diversifiers and h"ghly 

divers'fied assurance companies . To be able to determine his 

issu , the firms were classified into three groups of ow d'ver-

sity, edium divers'ty and high diversity using two cr"t r a; 

the extent of product diversification and the extent of 

geographical d"vers'fication . Table 4-5 presents the ang s of 

diversif'cation for the bases used in the analysis. The f'rst 

basis used to classify the firms, the average number of products 

offered by the f'rms, was calculated as shown in appendix D. Low 

divers· ty (range of 1-4) had a total number of 3 fir.ms, M d ium 

divers'ty (range of 5-7) had a total of 4 firms and h H 'gh 

divers· y category (range of 8 and above) had a total of 3 f'rms. 

The geographica diversification basis was determined by the num-

er of branches each f"rm had . In the f'rst group, Low d ' v rs·ty, 

the range was 1-5 branches, had a total of 5 f"rm , H dium d'v r-

i y, h range was 6-10, had a total of 3 irms and the H"gh 

iv s'ty group, those w"th over 11 branch s, w r 2. 

T&ble 4-5 Classification of Firas by type of Diversification 

ses Lo v ediaa Rich 

Rance llo. o. 
Product 
di,eraificat.ion H 3 H over 8 3 

Geogra.phicd 
diversiCicatio Below 5 5 HO 3 OYer II 2 
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In Table 4-6 the profitability of the three groups, ow, 

aediu and high diversity,is compared . The average ra e of return 

are shown for the groups, for each of the bases of diversif'ca-

tion and the differences are assessed using tbe analysis of 

variance test. The firms with medium diversity show better per-

ormance than the firms with low diversity and high diversity. 

Although he d'fference between medium group and the h'gh group 

is smal er compared to the difference between med 'um and ow 

groups. The firms with high geographical diversity showed better 

performance than either the low or medium geographic diver-

s'fiers. In neither case were the differences statistical y sig-

nif'can . 

Table 4-6 Average Rate of Return by Type of Diversification Group 

Profitability Ratio; 
20 (product diversity) 
0 (Geoc apbic diversitJI 

Diversification Groups 

Lov 

l.l 
4.1 

Kedi 1 

5.3 
2.1 

High 

4.1 
6.0 

T b s 4-7 and 4-8 summar z results of he an lys· of 

var nee tes of he difference be ween p rformanc of h 

var·ou product d'versification groups and geogr phic 1 d'v r-

sif'cat'on gro ps r spectively. Th r sul s show ha h re s no 

signif'cant difference between he performanc of th hree 

groups . The ob ained F value results ·n the f iling to rejec the 

null hypothes·s. This means he prob bi 'ty h t he lhre means 

.7, 5.3, and 4.7) differ mere y by sampling rror is high. 
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Therefor it ·s likely that the between groups vari nc est'm 

wa not ' nfluenced by divers'fic tion. s·milar y, wh n d"v r-

sificat'on groups r class"fied on the asis of ogr phic d · s-

persion, the ANOV test shows no s·gnificant d'ff r nc in h 

performance of tb hree groups . Th"s results are rr v d at s 

shown ·n Table 4-8. Thus the analysis of the data reve s no sig-

n·r·can d 'fferences in performance between insurance f'rms with 

low d'versity, Medium diversity and High diver · y, the basis un-

der y'ng the format'on of the groups makes no diff rene . 

able 4-? A Suaaar7 Table of the ANOVA A al7ses Cot the Kffects of Product Diversificatioa on ProfitabilitJ. 

Source 
Beheen groups 
Within groups 
To ttl 

df 
z 

ss 
22.4 

14 3.1 
166 .I 

Critical Values (df : 2, 7) *Fus = 4.14 
Uft.ll : 9.55 

v.~. < H', i.e o.& < 4.14 

Decisio 
Fail to reject Ua: 

lis 
11.2 
20.5 

SOli UY TABLK 

F ratio 
IIS~etweae 11.2 
--------- : ---- = 0.6 
liS, I U I t 20, 5 

Table 4-T A Suaaa rr Table of tbe A OVA Anal7ses for lbe Kffects of Geograp ic Diversificalion oo 
Prof it&bil itJ. 

So rce 
Betvee croups 
it i Cro PI 

Total 

d! 
l 
1 

' 

ss 
461.8 

-Z94. 7 
156.1 

Critical alues (d( = Z 7 I tFe.u = 4.14 
HFt. 1 1 = 9. 55 

.~. < t , i.e -s.s < 4.74 

eciuo 
Fail to reject It: 

SDIUfJ Table 
s F ratio 

Zl0.9 IIS~et•••• 230.9 
-U.I --------- :: ---- =-S.S 

S,tuu -U.l 
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4.3 o·scussion of Findings 

The find'ngs show th ost of the insur nee firms offer in-

d·vidua ife ssuranc as oppos d o ind 1·r a suranc . 

ondents w s tha Th r ason g·ven for this by some of the r 

th· ype of assurance was most unprofitab e du to h llnes 

of tb market. The ·ndiv·dua life assurance has been found to 

mo e popular with the insur'ng pub ·c. Wi h r gard to th general 

business class, all he firms offered f're insur nee and a 

major'ty offered person 1 accident. This ·s because this types of 

insurances are sought after by th public and ·n the long run are 

profitable to the ·nsurance firms . L'vestock nsurance s rela-

tive y new service in the Kenyan ·nsurance market. This could 

account for the fact th t very few ·nsurance f'rms off r "t. 

A 1 the respondents invest d in Government onds and 

secur'ties as w 11 as in local author·ty secur't'es. Th's ·s be

caus the gov rnment r qu·res that the insur nc firms 'nvest a 

certain percen ag in these bonds n securit· On h other 

han , he insurance firms active y ·nvest n r al prop rly wh'ch 

inc ud s res'dentia as well as off'c bui d·ng Th·s due to 

th n ure of ·nsuranc bu ines , ·n that ·n ur nee firm hol 

large ums of money which m y be d to financ viabl projects 

such a proper y. 

Th resu ts also showed that th insurance firms wi h medium 

divers'ty on verage performed be ter than the high d·versifiers 

and ow divers'fi rs . A though the difference between th p rfor

manc of high d'v rsifiers was sligh ly lower h n those of the 

medium divers·f·ers. The s atistical analysis revealed th t this 
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differences in p rfor ance between the three group was not sig

nificant . These f'nd'ngs are cons'stent with som of tb pr v ous 

stud· s concern ng the relationsh'p between d'versific t·on nd 

prof'tab'l'ty as measured by the return on asse s . HcDoug 11 and 

Round (984) , studied the motives for diversifica ion and comp red 

the performance of divers'fying and non diversify·ng Aus ralian 

'ndustria firms and found no significant difference in the 

prof "tabil "ty of the two groups of companies . They also us d ROA 

as a measure of performance . 

n this study, he lack of s·gnificant difference between 

the performance of the groups cou d be attributed to wo m jor 

factors . The r·rst was the relatively s mall number of firms that 

were used ·n the study . The second factor related to he concep

tualization of diversification in the insu ance industry . Due to 

the competit ' on that exists within the indus ry , most of the 

firms h ve tended to offer basica y the same products , th dif

ference being in the brand names . This meant th t there w s no 

c ear difference n the produc s offered by he differen in

suranc firms . 

Insp· e of this limita ·ons th findings ra·s u ons 

cone rning lhe justif"cation of as r tegy of d'versif'ca ·on and 

·nd'ca e some divergence between corpor te motives for div r-

sif'ca ion and overall results . Clearly, these sp c s r quire 

f rthe r search . Nevertheless, f've general explanations may c 

count for the results. First, the h"gh y dive sified firms may 

have p aced greater emphasis on growth han on other performanc e 

parameters. Diversifies ion may have been viewed s a means of 

overcoming the lim"tations of small marke s wi h ow growth rat s 
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typic of the Kenyan insurance marke (as exp ·ned in ch.2). 

Secon , d'vers'f'cation expecta 'ons my not hav been re liz d 

because of poor qual· y management and difficulties encoun r d 

in cop'ng with new products and ·n capturing sufficient m rk t 

share ·n markets which have specia ized firms . Third, the costs 

of stra egy of diversification could have been grea r than ex

pected . Compet' on among the insurance f'rms for sui ble diver

sific t'on opportunities may have resulted · n h'gher cos s than 

were just'fied. In addition, inability to ach'eve expected sea e 

econom'es , the ex·stence of market ·mperfections, and government 

regulat·on (especia ly ·n respect of business and ·nvestmen 

policy - see ch. 2) may have influenced he profitability effects 

of a po ·cy of diversification . 

Certain aspects of diversification, however, appear to h ve 

been favorable . The geographical y divers'fied f'rms seem d to 

pe form better than the less geographically diversified ones. The 

reason could be that due to the spread in branches the f'rms are 

able to c pture a more wider market than heir counter parts . Th 

results in that respect, provid some ten t've v'd nee ha 

diversifying f'rms may perform be ter than th ess d'versifi d 

firms under more favorable econom'c condi ions. 

Fourthly, the fact that the ' nsuranc f'rms re im ' t d by 

law to certain types of businesse and ' nvestmen s cou d exp a · n 

the very fact that the industry pursues a related d'versif'ca.·on 

strategy. Bence the difference n performance may no b w 1 

highl'gbted as would have been the case when unrel ted d'ver

s'fication were pursued . In add'tion, pas rese rch has used 

firms from the manufacturing sector where diffe ences · n produc 
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is e ~ y determ·ned. This study used ·nsurance firms (service 

sector) n which a lot of competit'on has led to high product 

differentiation wh"ch ·s really not product diversificat · on. 

F "fth, the methodology emp oyed in this study differed 

gre t y from previous studies. Past researchers have frequ ntly 

employed product count measures based on the Standard Industrial 

Class"fication (SIC) Codes because they are considered objective. 

In th"s study , the researcher used judgment and averages to as

sign the var· ous firms into d ' versity groups . Thus, using d"f

ferent guidelines for assigning firms to groups could have in

f uenced the results reported in this study . Further more, he 

size of the population was too small to capture the differenc s 

in performance between the groups . The researcher believes a 

larger sample would produce different results a together. Future 

research should t herefore be more focused on th's dimens·on. 

4.4 Conclusion 

This study set out to determ·ne whether h"gh y ivers'f "ed 

i n s urance firms performed better than the les divers· f" d n 

sur ance firms . Three divers'ty groups were "den 'fied . Th ·rs t 

were those firms w"tb ow diversity, hat is, hey offer f w 

ins ur nee products (1 - 4) to he mark nd operat d b ow 5 

branc hes. The second group, medium divers'fiers offered several 

insurance products (5-7) and operated between 6- 0 branch s 11 

ove r the country. The third category, high divers'fi r s off e d 

ove r 8 of the insurance products ound in th Kenyan market oday 

and operated over 11 branches country wi de. 
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of 

Of particular 

diversifica ion 

·nteres was the f"nding h 

were not assoc · ated 

overall 

strongly 

vels 

wi h 

profi bility. Tha ·s, product ·versif"cation produc d r u s 

tha the medium d"ver ·r · ers appeared o outpe form the firms 

w· h low divers"ty and high diversity. Yet the geographic 1 

diver if"cation gave results to the effect that he high 

geographically diversified firms performed better than medium 

divers·ty firms and f"rms with low diversity. The results were 

no s atistically sign"ficant. 

Despite the shortcomings of the study, hese findings m y 

help to expla·n the weak but suggestive relationship found be

tw en extent of div rsification and performance, as me sured by 

ROA, 

of 

to the extent that performance is respons·ve to the exten 

d"versificat·on . It would be useful "f future research would 

focus on more rigorous measures of diversificat'on and use more 

me sures of performance than were captured ·n this study. 

4.5 Suggestions for Future Research 

Due to the ·m·tations d"scussed n the prev·ous sect"on, 

re earch could be carried ou n h's area, 

sid ration the various issues raised here·n. 

aking ·nto con

or eXampl 1 f Ur 

r search could be done us·ng a onger me frame, a ger 

sampl , d fine d"versif"cat·on us·ng other par meters oth r h n 

those used in this study, so as to br"ng out the relationsh"p b -

tw en diversification nd perform nee more clearly. 

More specifical y future r s arch should focus on; 
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(i) the mult·d·mens·on 1 character of f. p rform nc , nd he 

relation be ween the m rket percept·on of m n g r 1 choice to 

diversify nd accoun ·ng d ermined prof· hili y (Amit nd L·v-

nant, 1988). 

(ii) the integr ted spec·f·cation of m nag r 

strateg · s at he r·rm and ·ndust y lev s, 

d·v r ·ric t·on 

·nc ud · ng he dis-

tinction be we n pr·m ry and secondary ·ndus r s (N uyen and 

Devinney 1990). 

(iii) applicat·ons o modeling methods to cap ur the compl xity 

of the d·versif·cat·on phenomenon as a dimension of industry 

structur (Bet · s 198 ) . 

4.6 L·m·ta ions of the Study 

Two major l·m·tations that have cons r n d he study and 

therefor 

and th 

he f·nd·ng are; the ex rem ly sm 1 populat·on size 

lack of c ear difference among th products offered by 

different nsur nee 

statist·cal f·nding 

rms. The f · s im·t 

in that the small o ul 

on affected the 

on used could not 

bring ou he r la onship bet we n d·ve s · ficat ·on nd perf or-

mance c arly. Th s cond limi a on ff c d he measu ement of 

divers·r·cat · on in such manner h t mos of th f·rms, although 

th y m y s m v s·r·ed, offer s nLi y h s me k·nds of 

produc Th·s m n that the dif r c tw n d·versif·cat·on 

leve s w s no gr 

Ano h r mit on was that som firms w r unwill.ng to 

prov the r s archer w·th the·r nnu r por s and which were 

unavai a ls wh r th·s reduc d h num of r·rms surveyed 

to 10 firms. 
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Th results ob ained in th's study could h v n n-

fluenced by he methodology used in assign ng h firms into the 

three groups. Another methodology may resu t in h firms f lling 

in different groups . The consequent differenc s results h'gh

lights he need for res archers to examine clos y th composi

tion of th groups they study for possible discrepanci 

Du to the above limi ations the results of his s udy c n

not be gen ral·zed. 
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APPENDI X A 

QUESTI ONNAI RE 

Section A 

1 . What is the name of the company ? 

2. When was the company established ? 

3 . Is the company; locally owned 
foreign owned 
parent company 
a subsidiary 
a joint venture 

( 
( 
( 
( 
( 

) 
) 
) 
) 
) 

4 . What is the total number of employees in the company ( 

Section B 
5. Lis the major classes of life assurance policies offered to 
your clien s (under t h e headings provided) 

Whole life assurance 

Term assurance 

Endowment life assurance 

6. Which of the following type(s) of life assurance does your 
company deal in? 
( ) group life assurance 
( ) individua life assurance 
( ) indu rial life assurance 
( ) credit l · fe ass ranee 

(including mortgage pro ection) 
ension schemes 

annuities 
o hers (specify) 

7, Please list the major classes of general insurance ransacted 
by he company in the space provided below . 

8. If your company does not de l in some of he major types of 
assurance mentioned in (6) above . Tick all hat apply . 
a · ( ) the company deals with eli en s who do no need the 

assurances 
he company is specializing in some assurances 

c. ' L is the policy of the co mpany no to deal in them 
d . financial and other co nstrain s make the company not deal 

in them . 
e . it is no profitable o deal in t hem 
f. o hers (specify __________________________________________________ __ 



9 . Please rank the reasons you hav given above in order of im
por ance . For example, 1 . (e), would indicate tha th reason ( ) 
is the most important . 
1 ( ) 2 ( ) 3 ( ) ( ) 5 ( ) 6 ( ) 7 others ( s pee i fy) 

10. If your company d als in all of he major types of ssurances 
mentioned in (6) abo e, what are some of the r sons you would 
give . Tick all that apply. 
( ) to achieve economies of scale 
( ) to use spare resources 
( ) to enter profitable industries, markets etc . 
( ) to stabilize profits 
( ) to pursue growth 
Other reason(s) (specify) ________________________________________ __ 

Section C 
11 . How many subsidiaries does your comp ny have? ( 

If any, please l'st them below . 

12 . What activity(ies) do(es) the subsidiary(ies) engage in? 
Please list them below . 

13. Wh constitutes he company's investment portfolio. Tick all 
that apply. 
a . ordinary shares 
b. preference shares 
c . deben ur s 
d . gover ment bonds and securities 
e . local authority securities 
f . mortgages and loans 

g . real property ( incl ding land, office blocks 
residential buildings etc . ) 

h . cash deposits 
i. Others (please sp city) 



APPENDIX B 

A LI ST OF LIFE ASSURANCE FIRMS 
1. African International Insurance (ALL) ltd. 
2. American Life Insurance Company 
3. Appollo Insurance * 

Blue Shield Assurance 
5. British American Insurance * 
6. Cannon Assurance 
7. Co-operative Insurance Services * 
8. Corporate Insurance 
9. Fidelity Shield Insurance 
10 Jubilee Insurance * 
11. Kenindia Assurance * 
12 . Kenya ational Assurance Company * 
13. Insurance Company of East Africa * 
14 . Madison Insurance 
15. Pan Africa Insurance * 
16 . Phoenix East Africa (Sun Alliance) * 
17. Pioneer Insurance * 
18. Stallion Insurance 
19. Union Insurance 

o e: * Those used in the study . 



APPE DIX C 

Dl!TeHMINA1'1 omTe IADI Ill ~ 

PART A 

· r the pUI'pO:.C c·tion 41 of the A t· 

I. A ets hall b luc not ex c\!diOt; th ir m rkct r 
rtdlrtable v luc and m p rll ular-

(11) the vatu~ f land .10 I butldrng' ~ohall not c cccd the: aluc 
dctcnmncd un he: b,t'>i' of J valu;tli n hy a 1TlCmbcr I lito: 
In 11tut~ C .Survcyul"l'i of 1\:cny.t wh' t\ nat a pcrlll;tllent 
cmploy~ uf the lll\Urc:r, .tl I ~~ l n~o.c tn c.: cry live ycotr' ut, 
Jl \U h httrll:r tntcrv<tl a.\ the ummt 11 IH:r ntay Ctln\ldcr 
nc.: · 'i.1fy, 1f Ute c.;rr<.:um lance u\ .111 fl.trw:ul.tr aw 11 

tkm .. m.l; 

(/1) where them r ct value of ny ' ur 1 , h. rc, debenture, nil 
ur thcr iuv~lHh.:nl IS nut it-'> ·ctt.tlltoJblc, unly :.uc.:h a Jut:, 11 

any, :.h 11 be la~en lllltl , o~nt a' " c.:ulhtllcrtd rea\OIIitbk, 
ho~vinl) rc!:.lld to the fmancial ru 111 11 uf the i uin~; nccrn. 
the dtviclcnd aid hy 11 during tic pre cd1ng five year\ :~nd 
other rd~.; unt I t.uh; 

(c·) lite: vuluc: I .tllY c•• 1p tlcr cqUtJIIl!Lill uf 0111 tn~urcr, 

(r) Ill he fman i.tl y ·tr uf the.: 10\ltHr 10 lll'h 11 j, pur · 
cha. ed, -.hall 111 1 e ~o:ta:d thrl" · qu.ar1-.:r\ of the co:.L thcrcul 
1 the imurcr; 

(ii) jn (he 1r t financial year lhtrcartcr, ~hall not be •realer 
than nc·lr If uf th.tl o:.t; 
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(iia) m the sect nd Jinnnci.tl ycnr th rc:tftcr, <ihall not he 
greater thnn one-quart r of that ; and 

(iv} n any ~U <;equcnl financial y :tr, hall be left Ul f the 
ac .. oun : 

(d) th value of onice m;~chmc~y ( lher thiln computer ((tlll(l· 
men I). furn1lure. motor vcluclc and other cquillm nl • mil be. 
in lhc finoncinl year in which 11 ~ purcha~ed, n I ~realer 
han one-half .or ~he c ~~ here ( and o;hall be. in any ~Ub· 

!itquent financin l year, lc'fl 111 of account: 

(e) de:1d <ilOCk and. s t ;~ t iohcry shall e excluded. 

2. propl'r value !i1tall c pl~l\.:ed on every item of the Ita 1liti \ , 
In dclcrmmmg an m~urE'r'<; liahiltliC". lh "h~rc c;~rilal. ncr:1l rc~ervc. 
rc.<;e rvc for had and dot ful dent • dcprrc1 lion fund and other 
r~ervc'i Clf 'iim1~r nil tltc not ere. led In meet "JlcriOc linhil111c 
ap(lrovcd hy he mnmi .. dnner. <ihnll h c. eluded. The li:lt !11 ic<; lt<;tcd 
hereafter \h:tll be included to lhe c lent mdi\::ttC\1: 

(tr) Pro 1 1on for diviclcld" declared and UL\1, ndmg. 10 full. 
(b) me Jllll due to other pc~on<; r l'lndic~ c:lrryinR on m ur:~ncc 

OII\IOC""· in full. 
(c) An, unls due to sundry creditor~. in full 

(rl) Prnv1'i10n for 101 :~lion. in full 

~ d :qu:'llc 1 rovi~ton "hall h <~de. m ac..:ord;mcc ·1th mclhod 
approv\:d l>y the ommi 1 ner, 111 rc pect c r unt:Jm d prcn11111ll~ . 
ur.c'\pi r rt<ik\ :t ncl outslandin l:tll11\, inchltllll rnwi~i m fM cl:~im~ 
in urrcd h tl n l rcportetl. 

, :tiC11'1 n " or admi11ed <1~\C:I\ ;~nd adrn 11l d habi liti sh;lll h 
prepared. <; paralcly in re c ·t f-

(a) lon -term 1n uran e husinc ~: and 

(f,) ~cncr:~l '"'"ranee lu<omc"'· 
'" lh form pre" nhcd in Part n of th". h clute 

I 

141 

I uh lclln 1 

I "" I • .. . I s ~I I II mount• 1•1 li.cn• 1 Shtlhn ' 
I' It I II 

~T, Tl IL T Ol 0 llTfl I I 

'''" •'''" ,,,.,.,. 

, •· "' "n II) ,,,., ,, .,. 

f r t 

\II -1 
II /o rto ,/ lot ,\rrtlolfl Sill \I ••/ /lor 

···l•· l'••lnl ,,, 

.l lS ,\ I) 0111111 11.\IIIIITI 

I'' ••· II II d .. \ ~ R Cl 

Ill I"'· 

\lml.r·l ,,, 
Ro·otlr:nMr• 

I ,,J,, 
,,,,~ I n/u, 

(n; '"""' " in 1•1111111 r 
drrrll 

.11111 II <I f) rrrmlll'r, 1•1 

(i r I MAl. f 'I\IIM ' I 
Ill ,1 ... , ... 

. ,,,,~..,, ,., I ,,.,., ,,,,,,., 
1/rulrn/• l• (tn ·''"'" '" 

, .,,,., In """'"' •• 

'"""" 

t ' Ill •• 
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l~hlhi.Jia l I 
I'"' 1 '' I S. 1-1- ICuutr/.1 

I'ART IJ 
,\II AIIIIIUIII> 111 Kl'll)'" 'holh 

Sr.-1u.tLl'.t lll 1\V tiiiiU t\ illS U J\u Ill 1111 I I '"1111 

I~~ /m,·¥/llln/11 ll•fr rut/ lc> ;, Sr ,;..,, SU(4) ••/ 
thAt/, 

ltl 1 rll!.t~~ on uncn.:umt..:r •I 1111· 
m 1Y11hk prorcrly 10 Ken "· 

1 "' d ·tthll< ~ .. ..:ur.:U hy 111 111 '·II'>' '"' 
unc:n ... ulll ·ro:ll tmmo •till• (lropcrty 111 
K•n)',l. 

IIIIJ I \Ioiii. 1111 hfc \I>>Ur.IIICC pult.:io: 1\llliul 
I ~~~II >U I I~thlcr Y<~liiL'lo. 

ltV} .111d ;tlhl buihhn~; 111 K.:n)~ (t.l'., 
111\l<oii\ICnl\ of lll..k IU llllllhtv:thlc 

rrup;:rly '" cuy.1). 
" I U.:lk:IIIUIQ , .... ro:~ or rullh.: .:ohiiJI•IIII• 

"' \ hus.: Jh,;rc arc quotc1l 1111 rue~ 
.:•.:h~n •c m K<'ll).t . 

h II l't.:f.:tCII•'C >lt.ll.: ( puhh.: O:lllllf'dlllt\ 
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I ~l. 
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APPEN X D 
MEASURES OF DIY RS FICATIO 

Produc Diversifica on 

Respondent Long-Term General Investmen s Br nch s Aver ge 
Business Business 

1 3 5 4 2 
2 2 2 5 8 
3 3 6 3 1 
4 2 11 7 1 
5 5 10 5 7 
6 4 12 8 14 
7 5 12 7 19 
8 5 11 8 12 
9 1 11 7 2 
10 3 10 7 1 

Diversity Groups: 
Low Diversifiers average range, 1-4 
Medium Diversifiers average range, 5-7 
High Diversifiers average range, 8 and above 

Geographical diversif'cat'on 
Diversity Groups: 

Low Diversifiers, No. of branches, Less than 5 
Medium Diversifiers, No. of branches, 6-10 
High Diversif'ersJ No . of branches, above 8 

4 
3 
4 
6.6 
6.6 
8 
8 
8 
6 
6.6 

{3 firms) 
{4 firms) 
{3 firms) 

(5 firms) 
(3 firms) 
(2 firms) 
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