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ABSTRACT

Financial performance of firms at the Nairobi Stdéekchange has been of essential interest to
investors and firm managers. No trader or invest@hes to incur losses. Good financial
performance is a primary indicator of the susterapica company. This research sought to
establish the relationship between dividend payatib and financial performance among listed
firms in the Nairobi Securities Exchange. All thenfs trading at the Nairobi Securities
Exchange formed the study population for this stufiyenty three companies were selected
three from agricultural sector, five from commelt@ad services sector, five from financial and
investment sector, seven from industrial and akiedtors and three from alternative investment
sector. These companies were selected based dakatsi of data. Correlation was done to
establish the type of relationship between thed@int pay-out ratio and the performance of the
firms at the Nairobi stock exchange. Multiple resgien analysis was carried out to establish the
relationship between financial performance as #ygeddent variable and dividend payout ratio
given by dividend per share divided by earnings gleare, firm size measured by natural
logarithm of market capitalization tangible assets measured by natural logarithm rajiltde
assets of the firm and leverage given by total ddéibided by shareholders equity as the
independent variables. The data was obtained fteenNairobi Securities Exchange and was
analyzed using SPSS. The findings indicated theideind payout ratio was a major factor
affecting financial performance. Their relationskvps also strong and positive. This therefore
showed that dividend policy was relevant. The stueljommends that managers designing a
dividend policy that will enhance financial perfante and therefore shareholders value.
Managers should also reduce their total debts ¢ce@se financial performance of firms and
shareholder value. It can be concluded, basederfindings of this research that dividend
policy is relevant and that managers should deadegjuate time in designing a dividend policy
that will enhance financial performance and thene&hareholder value.
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CHAPTER ONE
INTRODUCTION
1.1 Background of the Study

Individuals invest in firms mainly because they esfpreturns of some form later. Corporations
view the dividend decision as important becauskeiermines what funds flow to investors and
what funds are retained by the firm for reinvesttm@imbarish & Williams, 1987).1t also
provides information to stakeholders concerning ¢benpany performance. Dividend payout
ratio indicates the proportion of total residuabfiis distributed as dividends to shareholders. It
is calculated by dividing dividend per share witrrengs per share and varies among firms.
Financial performance is a subjective measurbo well a firm can use assets from its
primary mode of business and generate revenuesnéial performance is also used as a general
measure of a firms overall financial health ovegiaen period of time and can be used to
compare similar firms across the same industrg @ompare industries or sectors in aggregation
(Hales, 2005).

According to Miller and Modigliani (1961), the ddend decision does not affect the firm value
and is therefore irrelevant. This was arrived a&egiperfect market conditions such as no taxes,
no transaction costs, perfect competition and esstlinformation. Other renowned finance
scholars who agreed with Modigliani and Miller imde: De Angelo and Skinner (1996), Land
and Litzenberger (1989). There are other scholdrs hold that dividends are relevant. They
include Watts (1973), Lintner (1956), Miller (198 Aharony and Swary (1980), Asquith and
Mullins (1983), Pettit (1972), Benartzi, MichealycaThaler (1997).

Those who hold that dividends are relevant argaé dividend policy affects the value of the

firm because it conveys very important informationshareholders about the prospects of the



firm in future. The policy signals to investors mgement’s confidence about a company’s
future profitability. Investors believe that manegeho are better informed about the firm only
increase dividend payout because managers forecastsed profitability.

The declaration of dividends is seen as a signpbeitive returns in the future and investors can
use this to make their investment decisions. It wsn argued that managers are reluctant to
recommend dividend increment unless they are cenfidhat the future profitability of the
company will increase to support the increment. $&guaently, it has been hypothesized that a
dividend increment is a harbinger of improved fatprofitability. This is so in spite of the fact
that the normal direction of causable relationssifpom earnings to dividends (Lintner, 1956).

1.1.1 Dividend Payout Ratio

Gugler (2003) argues that dividend payout ratiihéspercentage of a company’s net income that
is given to shareholders in the form of dividertdslcalculated by dividing dividend per share
by earnings per share.

Dividend payout ratio = Dividends per share

Earnings per share

While some investors prefer that a company reirsvitgstearnings back into the business to fuel
future growth, many appreciate a generous cashdehd payment. For income oriented
investors, the dividend payout ratio is a closelgtahed financial measure. Dividend payout
ratios provide valuable insight into a company’sidiend policy and can also reveal whether
those payments appear “safe” or are in jeopardeofg reduced.

An excessively high payout ratio suggests thattmpany might be paying out more than it can
comfortably afford. This is just a small percentagerofits to plow back into the business but
also leaves the firm highly susceptible to a decimfuture dividend payments. In some cases a

2



company will pay out more than it earns yieldingi@dend payout ratio of over 100%. Such
high payouts are rarely sustainable and should wamestors that a dividend cut may be on the
horizon. The act of reducing dividends is interpdetis a sign of weakness, therefore when a
dividend cut announcement is made, it usually #rgca decline in share-price. If management
finds a way to maintain an extremely high dividgrayout ratio, this strategy usually results in
either a dwindling cash position or a rising defad.

Al Najjar and Hussainey (2009) argue that firms dg&erent rates when paying out dividends,
such as constant payout ratio where firms pay adfigividend rate, which fluctuate as the
earnings per share changes. Constant amount pex shavhere dividend per share is fixed
irrespective of earnings levels .This creates tetyaand is preferred by shareholders who have
a high reliance on dividend income (Gitman, 2020)esidual dividend payout ratio may also be
used, where dividends are paid out of earningsoledt, after all investment opportunities have
been financed. The policy is consistent with shalddrs wealth maximization ( Pandey, 2009).

1.1.2 Financial Performance

Financial performance of a firm is measured usir@figability ratios. Profitability ratios offer
several different measures of the success of the &t generating profits. The gross profit
margin is a measure of the gross profit earnedate@ss The gross profit margin considers the
firm’s cost of goods sold, but does not includeeottosts. It is calculated as follows.

Gross Profit Margin = Sales — Cost of Goods Sold

Sales
Return on assets is a measure of how effectivadyfitim’s assets are being used to generate

profits. It is calculated as follows:-



Return on Assets = Net Income
Total Assets
Return on equity is the bottom line measure forghareholders, measuring the profits earned
for each dollar invested in the firm’s stock. Reton equity is calculated as follows:-
Return on Equity = Net Income
Shareholder Equity
(www.NetMBA.com)

1.1.3 Effect of Payout Ratio on Financial Performace of Listed Companies

It is obvious that companies’ managers try to neamtlividend levels and dividend payout ratio.
Dividend level is an important net earnings benatkmislanagers are reluctant to cut dividend’s
and target long-term pay-out ratios when makingdeéind decisions. According to Lintner
(1956), current earnings influence current dividelegisions through target payout ratio. Two
important factors affecting dividend policy in anfi are the projected level of future earnings
and the pattern of past dividends. Capital markesistion to unexpected dividend decreases is
negative.

According to Liu (2011), firms are likely to smoothividend levels and dividend payout ratios.
The dividend policies of a firm refers to the deteration of the existing dividend as the core
benchmark, setting a nearly fixed payout ratio darget, evaluating the degree of relationship
between changes in dividend payments and changesrmngs and finally making partial
adjustment in dividends in response to these clsaimgearnings. These changes in earnings can
be perceived as earnings manipulation. Miller anoclkR (1985) suggested that dividend
announcements provide the missing pieces of infoomabout the firm and allows the market
to estimate the firm’s current earnings. Investoray have greater confidence that reported

4



earnings reflect economic profits when announcesharg accompanied by ample dividends. If
investors are more certain in their opinions, timegy react less to questionable sources of
information and their expectation of value mayfwulated from irrational influence.

1.1.4 Nairobi Securities Exchange

The Nairobi Securities Exchange (NSE) is the ppacsecurities exchange in Kenya. It was set
up in 1954 as an overseas stock exchange while Keras still a British Colony with the
permission of the London Stock Exchange (LSE).He tecent past, the stock exchange has
undergone major changes and transformations andethred of activity has tremendously
increased. A lot of interest in the stock exchanmggs generated in the 1980s when the
government embarked on privatization program tamgestate corporations. In 2006, Nairobi
Securities Exchange implemented live trading onAbeomated Trading System (ATS) which
was customized to uphold the spirit of the Openc@uirading rules. In the same breadth,
trading hours increased from two (10.00 am — 1P to three hours (10.00 am — 1.00 pm).

In July 2007, Nairobi Securities Exchange reviewetindex and announced the companies that
would constitute the NSE share index. A Wide Areatvwbrk (WAN) platform was also
implemented in 2007 and this eradicated the neethrfukers to send the staff (dealers) to the
trading floor to conduct business. Trading is noainty conducted from the brokers’ offices
through the WAN. In 2008, the NSE All Share Ind®&ASI) was introduced as an alternative
index. Its measure is an overall indicator of maperformance. The index incorporates all the
traded shares of the day. In July 2011, the Naiftbck Exchange changed its name to the

Nairobi Securities Exchange Limited.



The change of name reflected the strategic pldaheoNairobi Securities Exchange to evolve into
a full service securities exchange which suppadsding, clearing and settlement of equities,

debt, derivatives and other associated instrunm@mnts nse. co. ke)

Dividend paying companies generate income for $tudglers. Most of the companies listed on
the NSE presently pay a dividend. However not aildeénd paying companies are equal. Some
do not yield much in relation to their price. Otlegmpanies pay out so much of their earnings
that it hampers their future growth. Some disappsirareholders with frequent dividend cuts.
(www.investinginafrica.net). High level profitaliifi in the year ending 2012, the highest since
2008 financial crisis has seen many companies risedividend payouts. This is due to
expectations of positive performance by the lidteds as inflation and interest rates drop. The
financial sector topped the list of corporate gesiy to shareholders.
(www.businessdailyafrica.com)

1.2 Research Problem

The economic growth of any country depends on tieme of investments by both individuals
and institutions. There has been low economic grawer past years. This has been indicated
by bear market in recent years significantly redgdhe NSE share index. Other factors behind
the bear run include inflation, low investor comdiite which make share prices not reflect the
fundamentals of underlying companies in the stoekket. Most Kenyans have been faced with
the problem of where to invest their money fordatgurns. Wild price movements could lead to
heavy investor losses in an investor’s portfolice(delson, 1976).

Miller and Modigliani (1961) outlined theoreticabmditions under which dividend policy (and
thus payout policy) would be rendered irrelevanibsquent research by Black (1976), argued

that the payment of any dividends at all was anooskince dividends were taxed at a higher
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rate than capital gains. A defence of dividend payts came with the development of agency
theory and the concern that free cash flow lefhimithe company could be misappropriated by
managers who were given insufficient incentivesnt€mporary research by Arnolt and Asness
(2003) has indicated that the payout ratio is padit associated with earnings growth. This
could be because managers are using dividendgnaldiheir expectations of future earning.
Chief Executive Officers (CEOs) could be overinugsgteither due to empire building or
because of management overconfidence. Recent casémms highlighted the relationship
between payout ratio and returns. Lamont (1998)ahstnates that the payout ratio can be useful
for predicting quarterly US market equity and ratur

Amidu (2007) found that dividend policy affectsnfirperformance especially profitability
measured by return on assets. The results showedit@ve and significant relationship between
return on assets, return on equity, growth in satesdividend policy. This showed that when a
firm has a policy to pay dividends, its profitatylis influenced. Karanja (1987) conducted a
study in which he found that a stable payout rgtovidends as a percentage of profits
attributable to ordinary shares) policy was the thpagpular with those companies that had a cash
dividend policy. This showed that dividends vargedtly with variations in earnings.

Kiptoo (2006) analyzed 13 companies trading at NfeEveen 1998 and 2002 and found out
there is significant reaction by market to cashdiéimd. Iminza (1997) did a study to test whether
or not there is a relationship between dividendbsirare prices and found out that dividends and
share prices are highly correlated. Bitok (2004)i&d the effect of dividend policy on the value
of firms quoted at NSE. The researcher found timateerage there was a significant positive
relationship between the dividend policy and vatiethe firm. Nyagaka (2012) studied the

relationship between the dividend payout ratio amatket value of firms listed at the Nairobi
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Securities Exchange. In the study he used coroelainalysis to determine whether a
relationship existed between dividend payout ratid market value of firms listed at the Nairobi
securities Exchange. He found that dividend payatio is positively correlated with market
value although the association is low.
This study aims at analyzing the effect of dividgrayout ratio on financial performance of
companies listed at the Nairobi Securities Exchanige study will use multivariate regression
analysis to determine the effect of dividend payatio on financial performance of companies
listed at the Nairobi Securities Exchange. The ystwdl also determine the effect of dividend
payout ratio on financial performance and whethan fsize, tangible assets and leverage
influence financial performance.
The study was guided by the following research toes

- What is the effect of dividend payout ratio on figeal performance of companies listed

in the NSE?

1.3 Objective of the Study

To determine the relationship between dividend payatio and financial performance of
companies quoted at Nairobi Securities Exchange.

1.4 Value of the Study

Investors

The study will help Kenyan investors to be in atdreposition to make decisions on companies
they would prefer to invest in.

Managers

The study will assist managers to declare dividetidd give a positive future image of a

company.



Financial Analysis

This will increase their knowledge in relation twidends therefore they can give advice to their
clients with more confidence.

Academicians

This will add to the body of knowledge in finanaedacreate room for further research.

Creditors

The study will give knowledge that can form a bafs formulating lending policies for

different firms.



CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction

The main areas covered in this chapter includeddi theories, factors influencing firm
performance, factors influencing dividend policyeyious studies and summary.

2.2 Theoretical Review

Several theories have been advanced to explairetagonship, if any, between dividends and
shareholder wealth.

2.2.1 Dividend Irrelevance Theory

Miller and Modigliani (1961) argue that dividendlioy has no effect on either the price of a
firm’s stock or its cost of capital. The value tetfirm therefore depends on the investment
decisions but not the dividend decision. MM argumemased on a number of key assumptions,
some not attainable in the real world. The asswnptinclude no corporate or personal taxes on
income, no stock fluctuation or taxation costs, fin@’'s investment policy is independent of
dividend policy, the market is efficient and themef investors have the same set of information
regarding future investment opportunities. MM amjukat under this set of assumptions, if a
firm pays higher dividend, then it must sell moteck to new investors and hence the value of
the company given up to the new investors is examgual to the dividend payout. Because
investors are able to construct their own dividpalicy, then dividend policy is irrelevant.

2.2.2 Bird in Hand Theory
This theory was advanced by John Lintner (1962) Mgrbn Gordon (1963). They argued that

investors prefer to receive dividends “today” besmawgurrent dividends are more certain than
future capital gains that might result from invegtiretained earnings in growth opportunities.

Investors therefore value dividend more than chigéans and a firm that pays dividend will
10



have a higher market value. They concluded thatleind decisions are relevant and a firm that
pays higher dividend has higher value.

2.2.3 Tax Differential Theory

Litzenberger and Ramaswamy (1982) argue that ioxegtrefer one dividend policy to another

because of the tax effect on dividends receiveae3a@n dividends must be paid in the same
year dividends are received. Capital gains aretaatd until investments are sold. (In Kenya
Capital Gains Tax has been suspended). Dependiag amvestor’s tax position, he may prefer

either payout of current earnings as dividendsapital gains associated with stock value.

2.2.4 Information Signaling Effect Theory

Ross (1977) observed that an increase in dividendften accompanied by an increase in the
prices of stock while a decline in dividend genlgridads to a stock price decline. The payment
of dividends is seen to convey to shareholders thatcompany is profitable and strong
financially. Ross (1977) observes that in an effitimarket, management can use dividends to
signal important information to the market which asly known to them. For instance, if
management pays high dividends it signals highitgreikpected in future to maintain the high
dividend level. Solomon (1963) states, “In an utaiarworld in which verbal statements may be
misinterpreted or ignored, dividend action does/jg® a clear cut means of making a statement
that speaks louder than a thousand words” . Ascauitth Mullins (1963) estimate that stock
prices rise about 3 percent following announcenwérdividend initiations. Healy and Palepu
(1988) and Michaely, Thalor and Wopmack (1995) ftinat prices fall about 7 percent following
announcement of dividend omissions. Watts (1973gnked that initiating a dividend increases
the share price and cutting a dividend generaligdeto a price decline, thus demonstrating the

signaling effect of dividend policy.
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2.2.5. Clientele Effect Theory

This theory was advanced by Pettit in 1977. Itestahat different groups or clienteles of
stakeholders have different preference for dividdegending on their level of income. Low
income earners prefer high dividend to meet themsamption needs while high income earners
prefer low dividend to avoid payment of taxes. Hiere when a firm sets a dividend policy,
there will be shifting of investors into and outtbé firm until equilibrium position is reached.
Pettit (1977) tested for dividend clientele effettg examining the portfolio positions of
approximately 914 individual accounts handled Hgrge retail brokerage house between 1964
and 1910. He argues that stocks with low divideietblg will be preferred by investors with high
income. The retired individuals generally preferrent incomes. They may want the firm to pay
out a high percentage of earnings. Such investersféen in a low or even zero tax brackets, so
taxes are of no concern. On the other hand, stdd&i®in the peak earning years might prefer
reinvestment, because they have less need forntumeestment income and would simply
reinvest any dividends received after first payimgpme taxes on dividend income.

2.3 Factors Influencing Financial Performance
2.3.1 Corporate Governance

There is a positive relationship between corpogiiegernance and the value of the firm in
developing for developed markets. Berle and Med®3Z) argue that an agency cost arises
when managers pursue their own interests for mibanefits as opposed to creating value for
shareholders. The asymmetric information and mioaabrd prevent investors in the developing
market from acquiring benefit from the firm, as sf@reholders have insufficient information to

make a financial decision and evaluate the actddmsanagers in these markets.
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Black (2001) suggests that the external corporat@mpance mechanism is weak in developing
markets and the irrational acts of managers arecnatrolled. By improving the external
corporate governance mechanism, the value of adambe improved to a higher degree in the
developing market compared to the developed markbe minority shareholders in the
developing market have no representation on thedbarad cannot play any role in the financial
affairs of the firm. Good corporate governance mitgphasis on positive relationship between
principal and agent which leads to value creatmmnshareholders. Managers are forced to work
for the benefit of shareholders and are restrifri@th empire building.

2.3.2 Leverage

Debt can be used as a powerful device to improgeviiue of a firm (Jensen and Meckling,
1976) . Heinrich (2002) argues that in highly inggbeconomies, incentives of managers can be
aligned to benefits derived by the creditors. lis thay, agency cost can be reduced and value
can be created for the shareholders as both instrtsnencourage each others’ effect. Debt also
has advantages such as disciplining the managesnensolving the free cash flow problem. In
case of indebted firms, most of the free cash fl®wsed to make debt repayments. Higher debt
disciplines the management, but at the cost ofsstee risk taking. A higher debt level is also
preferred in the developing market because thelictsbetween creditors and management in
concentrated shareholding are governed properlyaoea to the conflicts between shareholders
and management (Berglof, 1997).

2.3.3 Cash on Hand

According to Jensen and Meckling (1976) manageve laapersonal interest in the retention of
excessive cash returns which in turns causes dictaoifinterest between the managers and the

shareholders. Gibbs (1993) argues that managedstteimvest the excessive cash reserves in
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below the market yield investments, such as difieation, poor expansion options and in other
low yielding investments. According to Gibbs (19@3cessive cash holdings cannot be directly
observed, instead they can be seen through lowsleseleverage, stable cash flow, high
diversification and limited positive Net Presentd&(NPV) investment opportunities.

Jensen (1986) claims that excessive cash holdinggeapositive NPV opportunities are being
invested in ventures that are meant to increass ggbwth that are not necessarily profitable in
nature. However, it is also in manager’s interéstinimize the risk of bankruptcy. Substantial
external financing can be both costly and in raoassor liquidity crises, difficult to come by.
Management can avoid these costs if the compangisanly enough cash on hand to finance
value maximizing investment opportunities AccordingVilliamson (1998), large cash reserves
benefit managers as they provide solid internabrfaing which is cheaper to external.
Consequently high level of free cash flow impliesv|leverage and less likelihood for
bankruptcy to take place.

2.3.4 Operating Performance

Fundamental economic theory states that firmsdhatincurring losses exit the market and the
ones that are profitable stay in. Silverman, Niskarand Freeman (1997) suggest that firm’'s
performance correlated with its survival especiallying tough economic times. Moreover,
longer business survival tends to be positivelatesl to greater sales. This was observed in
larger companies which were the older ones andhalddower exit rates. Jovanovic (1982) finds
that the entry size of the firms may be small Huthe firm is successful it will eventually
expand. This implies longer business survival isally linked to greater operating performance
and size. Having a competitive advantage is esipedavourable in tough economic times to
help boost the company’s revenue and sustain groimthparticular, strong research and
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development, advertising and marketing gives thapamies the ability to innovate and engage
in price leading strategies which in turn help puth operations through the recessionary
periods. Opler and Titman (1993) find the shareeuneactions of low and high leverage
companies during the recession periods dependsaameh and development intensity, amongst
other factors. Firms with specialised products raee likely to be sensitive to the financial
distress due to the customer lost sales in compatesother firms.

2.3.5 Growth

According to Jovanovic (1982), firms that grow esieece increasing profitability while those
making losses contract and eventually exit the etatde argues that the size of the firm at each
certain point in time is a distinct statistical gietor of its business survival. Bogner et al (1996
finds that firms do in fact adjust the sizes tdet#nt economic conditions. However, if there are
costs associated with the actual adjustment, thesfmay find it optimal to partially adjust and
then catch on gradually at a later stage to thallyl desired size. Frank (1988) suggests that the
company’s entry size is a good indication on theri success. Frank (1988) finds that recent
growth is a good signal of the firm’s performanceectations and hence implies a positive
correlation between firm’s survival and recent gttow

2.3.6 Size

Beaver (1966) studied bankruptcy models and inddc#hat larger companies are more solvent
than the smaller ones even if the numerical vabfetheir financial ratios are the same. This
implies that the probability of failure is moredily to strike a smaller company in recessionary
times. According to Baumol (1962), smaller companend to experience higher volatility in the
rate of return than their larger counterparts. Timgplies uneven comparison and unfair

predictions or results that are generated withsttrae financial ratios.
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Opler and Titman (1993) argue that lost salesmes of financial distress are not only a function
of leverage but also a function of the firm’s sig@r instance, small companies tend to have
higher volatility of earnings in the sense thatytle#e more affected by the competitors and
customer driven losses in sales. According to Titraad Wessel (1988), larger firms tend to be
disciplined by manager driven reduction in saled aould well benefit from an event of
financial distress caused by the economic contracti

2.3.7 Tangibility

According to Jensen and Meckling (1976), tangilssess provide collateral to lenders in times
of financial distress and assist as security agaelst. Tangible assets also represent protection
to lenders against moral hazard resulted by theebblder creditor conflict Therefore firms with
higher level of tangible assets are more likelgnoploy higher levels of leverage. According to
Titman and Wessel (1988), there is a strong negatelation between a firm’s operating
performance and tangibility but a positive assommtvith long-term debt. For instance, firms
with relatively risky, intangible assets tend taroav less than firms with safe, tangible assets.
According to Bradley, Jarrell and Kim (1984), comigs that secure their long-term debt with
tangible assets are in fact able to borrow at nlaaler interest rates that those with intangible
assets. In the event of financial distress, intalegassets would rather be undervalued and are
likely to sustain damages.

2.4 Factors Influencing Dividend Policy

Firms should pay cash dividends if they are un&blavest in zero or positive net present value.
Cash dividends provide information about the funelatal economic health of the company.

According to Robins and Stobaugh (1973), the foltmfactors influence dividend policy.
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2.4.1 Investment Opportunities

Firms facing many investment opportunities arelyike undertake investments and stockholders
are unlikely to be too concerned with managersdting to expand the firm. Firms in mature
industries with limited investment opportunitiese dikely to pay out a high percentage of
earnings as cash dividends.

2.4.2 Liquidity

Dividends are paid with cash. Firms with large fish flows are more likely to pay cash
dividends than firms with low cash flows. Profitadirms and firms in mature industries are
most likely to have the cash necessary to makeleind payments.

2.4.3 Cash Flow Stability

The more stable the firm’s cash flow, the bettés @ble to maintain a ‘high’ dividend relative to
its expected per share earnings. Other things ebighl dividend payout ratios are likely to be
found in stable industries with predictable cashvi.

2.4.4 Corporate Control

Owner managers wishing to regain control of the mamy are unlikely to pay high cash
dividend. Instead, the earnings will be reinvestethe firm and used to support additional debt
financing.

2.4.5 Taxes

Firms controlled by individuals facing high marditax rates are likely to use stock repurchases
instead of dividends as a way of distributing csbhareholders.

2.4.6 Contractual Restrictions

Creditors may restrict cash dividend payments thinodebt covenants in order to protect their

creditor status. These covenants may appear as dagtrictions on cash dividend payment or
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indirect restrictions operating through minimum wn&irking capital requirements and minimum
level of retained earnings.

2.4.7 Anti-Takeover Strategies

Firms with large free cash-flows may adopt high quaystrategies to discourage takeover

attempts. By distributing cash to shareholders,agament keeps existing shareholders happy
and reduces the ability of the competing manageroentrol teams to finance the company’s

takeover with the company’s own cash balances.

2.4.8 Other Restrictions

These include capital impairments restrictions Wipcohibit companies from paying dividends
out of legally defined capital. This varies fromuodry to country, it may be the par value of
company’s common stock or may include other capmadounts such as retained earnings
restrictions. Earning restrictions prohibit caslvidend unless the firm has accumulated a
defined level retained earnings. This restrictioat@cts the creditors from stockholders paying
themselves cash dividend's before the company hasergted any earnings. Insolvency
restriction prohibits companies with liabilitiesegter than assets from paying dividends. These
restrictions, like others, are defined by financsghtement values. It is important to have a
generally accepted set of accounting rules forrenig these laws (1995).

2.5 Empirical Review

Some studies have found that firm value is notigriced by the increase or decrease in dividend
payouts, whereas some studies found that dividenybyis affect firm value. A survey was
conducted by Farrelly, Baker and Edelman (198%Yhich they found that according to the view

of managers there is an optimal level of dividerayquts, and firm value is influenced by
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dividend payouts. The same results were found eBand Powell (1999) in a survey that firm
value and wealth of shareholder is affected byddimd policy.

Pandy (2001) investigated the dividend payment \iehain Malaysia and results showed that
dividend payment ratios among different industiaes different in Malaysia. The result also
indicated that profitability, firm’s size and intagent opportunities affect dividend payments.
These results suggested that larger and more gilditcompanies’ opportunities pay fewer
dividends. The results also suggested that coriposatthat never pay dividends are more
profitable. Majority of the investors in NSE aredividuals without any investment knowledge
and whose investment plans are driven by exciteneamdtion and psychological reasons, while
in the developed markets, the main investors asg@tuions and individuals who are highly
knowledgeable on investment matters or rely heawity investment advice when making
decisions.

Nissim and Ziv (2001) found that dividends increaged decreases are not symmetric. Dividend
increases are associated with future profitabibtyat least two years after the dividend change,
whereas dividend decreases are not related toefprofitability, after controlling for current and
expected profitable. They propose that this laclagdgociation can be explained by accounting
conservatism. They therefore conclude that thera mositive relationship between dividend
payout and future earnings.

A study by Arnott and Asness (2003) revealed thiaire earnings growth is associated with
high rather than low dividend payout. They conctlitieat historical evidence strongly suggests
that expected future earnings growth is fastestnndarent payout ratios are high and slowest
when payout ratios are low. Their evidence conttadi the view that substantial reinvestment of

retained earnings would fuel faster future earngrgsvth.
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A study by Dhanani (2005) revealed that dividenticgas important in maximizing shareholder
value. A firm’s dividend policy can influence one more of imperfections in the real world
such as information problems between managers laaeisolders, taxes and transaction costs
and in turn enhance the firms value to shareholders

Njoroge (2000) studied listed companies from 19811998 and used linear regression
technique with dividend payout as the dependenablke and return on equity, return on assets,
growth in assets, as independent variables. Thearelser found out that neither return on assets,
return on equity nor growth in assets were sigaiftdn determining dividend payout ratios.

Bitok (2004) studied the effect of dividend poliop the value of the firms quoted at the NSE.
The population of interest in the study consisigdll the firms quoted at the NSE for a period
of 6 years from 1998 to 2003. The study was fatéid by use of secondary data. The data
collected was analyzed using simple linear regoesand correlation analysis. The researcher
found out that, on average, there was a signifipasttive relationship between dividend policy
and the value of the firm.

Muriuki (2010) examined the relationship betweenidénd policies and share prices for
companies quoted at the NSE. He used all 47 liste from 2005 to 2009 with the help of
multivariate regression model and concluded theteths a negative relationship between share
price and usage of constant payout ratio. Usageon$stant amount per share had appositive
relationship with share prices.

Siero (2006) did an exploratory study at the NSEdetermining the probability of a company
paying dividends. He observed that dividend payatib, dividend yield, price earnings ratio

and book value are the most significant factordigeriminating the dividend paying firms form
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non- payers at the NSE. He concluded that finamaiads are useful in estimating the likelihood
of firm paying dividends

Njuru (2007) did a study to test for ‘under reaetito stock dividend announcement at Nairobi
Securities Exchange (NSE). The results showed se@® favour of existence of under reaction
to stock dividend at the NSE for the period of 1892005.

2.6 Summary of Literature Review

Studies done by Arnolt and Asness (2003), Dhan2@0%), Bitok (2004) show a positive
relationship between the dividend payout and stodke reaction. Some of the researchers
attributed this to dividends being used as a siggamechanism in anticipation of future
earnings. Investors believe that managers who eitertinformed about the firm only increase
dividend payout because managers forecast incpgatability. The declaration of dividends is
seen as a signal of positive returns into the &tamnd investors can use this to make their

investment decisions.
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction

This chapter outlines the methods that were usethéystudy to achieve its set objectives. It
starts with the research design, a descriptiorhefpopulation and sample, data collection and
analysis.

3.2 Research Design

This study used a correlation research design. iatg to Mugenda & Mugenda (2003), the
correlation design describes in quantitative tethes degree to which variables are related. It
involves collecting data in order to determine weetand to what degree a relationship exists
between two or more quantifiable variables. It\a8mne to analyze how several variables either
singly or in combination might affect a particufgrenomenon being studied.

3.3 Population

The target population of this study was all thenBrquoted at the Nairobi Securities Exchange.
There are 60 listed firms at the NSE (Appendix IIThis study was limited to quote companies
due to availability of data. The companies’ anmeaglorts were readily available at the Nairobi
Securities Exchange.

3.4 Sample

The sample was selected from all quoted compahigshtave maintained a positive average
Earnings Per Share (EPS) and have been consistpritgd at the NSE for a period of 6 years
from 2006 to 2011. Profitability of a company ha&seb one of the main criteria used by investors
in assessing the worth of an investment, henceitighasis on companies’ decision on whether

or not to distribute profits is mainly relevantgmfitable companies.
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3.5 Data Collection

The study used secondary data. This included atiogumata, dividend payout ratio of
companies quoted at NSE on a yearly basis from N8&ness magazines, various journals and
companies annual reports.

3.6. Data Analysis

The study used a multivariate regression model dterchine the relationship between the

dependent and the independent variables. Finaper&brmance of firms is affected by various

factors. This study considered four major factbiat taffect performance. These factors include;
dividend payout ratio, total assets, firm size awtrage The dependent variable in this study is
financial performance while the independent vasaldre dividend payout ratio, firm size, total

assets and leverage.

3.6.1 Analytical Model

The multivariate regression model used in the stuay of the form:-
Y=0+B X1 +B2X2+P2 X3+ PsXg+€
Where
Y = Financial performance measured by returnssets.
X1 = Dividend Payout Ratio given by dividend per ghdivided by earnings per
share
X2 = Firm Size measured by natural logarithm of miadagitalisation
X3 = Total Assets measured by natural logarithm t#l tassets of the firm
Xs=Leverage given by total debt divided by sharehwldguity
Bi = Coefficient of predictor variables

a=Intercept or Regression constant
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€ = Error Term

ANOVA (Analysis of Variance) was used to test thgnificance of the model. Rwas used to
indicate the measure of variability in the perfonoa that is accounted for by the predictor
variables. The adjusted R squared indicates thanae that would be obtained if the population

was used rather than the sample.
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CHAPTER FOUR
DATA ANALYSIS, RESULTS AND DISCUSSION
4.1: Introduction

This chapter gives the study analysis that inclugssilts, findings and interpretation from the
analyzed data. It uses correlation and regressasedon the secondary data obtained from the
NSE. It uses tables generated from SPSS outpuspéagt the results.

4.2 Regression Results

The study used correlation and multiple regrestogstablish the relationship between dividend
payout ratio and financial performance of firmsdat the NSE for the period 2006-2011.

4.2.1 Agricultural Sector

This section presents correlation and regressiatysis on the agricultural sector in the different
companies that were identified for the study. Thaseanalyses have been presented on
different tables covering all the companies forshedy.

4.2.1.1 Correlation in the Agricultural Sector

Table 4.1: Correlation in the Agricultural Sector

Name
Kakuzi Limited Correlation DPR Performance
DPR Pearson 1 0.706

correlation 0.002
Sig.(2-tailed) 6 6
N

Rea Vipingo DPR Pearson 1 0.867
correlation 0.024
Sig.(2-tailed) 6 6
N

Sasini Tea and | DPR Pearson 1 0.713

Coffee correlation 0.000
Sig.(2-tailed) 6 6
N

Source: Research findings
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Correlation coefficient determines whether the eation is positive or negative. The magnitude
of the correlation coefficient determines the sgtenof the correlation. When correlation
coefficient is between 0 and 0.3, that is, (O<r¥Qt8 correlation is said to be weak, when
correlation is between 0.3 and 0.7, (0.3<r<0.7)s isaid to be moderate correlation and when
correlation is between 0.7 and 1.0, (0.7<r<1.0f tworrelation is strong. In this analysis,
correlation has been done to determine the rekstipnbetween dividend payout ratio and the
performance in which performance has been measutedns of the return on assets.

The relationship between dividend pay-out ratio ppdormance of Kakuzi Limited using the
Pearson correlation indicates that there is a gtpmsitive correlation (r=0.706>0.7) as shown in
table 4.1. This correlation is significant at 018%el of significance given that p-value (0.002) is
less than the level of significance testing at S@miicance level. Similarly, there is a strong
positive correlation between performance of Reangp and DPR (r=0.867). The correlation is
significant at 0.05 given that p-value (0.024)asd than the level of significance testing at 5%
significance level. Finally there is also a strquugitive correlation between performance and
dividend payout ratio of Sasini tea and coffee tadir=0.713. The correlation is significant at
0.05 level of significance given the p-value (0.pB0ess than the level of significance testing at

5% significance level.
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4.2.1. Regression in the Agricultural Sector

Table 4.2: Regression in Kakuzi

Coefficients

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta

(Constant) 0.185 .234 .787 0.005

DPS/ EPS 0.748 .883 .529 .847 0.023
1 Market capitalization 0.9625 .000 .951 1.581 0.019

Total assets 0.7069 .000 .988 1.793 0.024

Total

0.087 192 231 .455 0.028
debts/Shareholders fund
ANOVA
Sum of )
Model df Mean Square F Sig.
Squares

Regression .009 4 .002 1.812 .001

Residual .001 1 .001

Total .010 5

MODEL SUMMARY
Model R R Square | Adjusted R Std. Error of the Estimate
Square

1 .937% 879 .804 [.0355110284

a. Dependent Variable: ROA

b. Predictors: (Constant), Total debts/shareholderd,fiotal assets, Market capitalization, DPS/EPS.

Source: Research findings
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Where:
Dependent variable is the ROA- which is the ReturrAsset
Predictors: DPS (Dividend per shares)/ EPS (Egrpar shares)

Market capitalization

Total assets

Total debts/Shareholders fund
The unstandardized coefficient B in table 4.2 shalae values of numbers in the multiple
regression model obtained is given by:
(ROA) = 0.185+0.748(DPS/EPS) + 0.9625Market Capwsibn + 0.7069Total assets
+.0.87(Total assets/Shareholders fund).
This indicates that DPS/EPS, Market capitalizattotgl assets and total debts/shareholders fund
have a direct relationship with performance sucht thn increase in DPS/EPS, Market
capitalization, total assets and total debts/sluddeins fund by one unit leads to an increase in
performance of Kakuzi by 0.748, 0.9625, 0.7069 ai8¥ respectively. The coefficients of the
regression are significant at 5% significance lgreén that the (p-value=0.005) is less than 0.05
level of significance, this indicates that the ghtes are strong predictors of performance. On
the ANOVA, the relationship between the predictariables and performance is significant at
5% significance level since p-value (0.001) is Id#sn 0.05. This shows that the relationship
between the variables is significant. Thé iRdicates the measure of variability in the
performance that is accounted for by the predicémiables. From the results$ 0.879 indicates
that 87.9% of performance of Kakuzi is accountadoip DPS/EPS, Market capitalization, total

assets and total debts/shareholders fund. An adjuRt squared (0.804) indicates that if the
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population was used rather than a sample, the saalyt would be 19.6% less variance in the

performance of Kakuzi limited.

Table 4.3: Regression in Rea Vipingo

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) 0.495 .522 1 0.005
DPS/ EPS 0.464 .283 -.786 0.043
1 Market capitalization 0.948 .000 -.197 0.039
Total assets 0.526 .000 -.141 0.024
Total debts/Shareholders fund 0.092 .309 .143 0.028
ANOVA
Model Sum of df Mean Square F Sig.
Squares
1 Regression .078 4 .020| 1.045 .017
Residual .019 1 .019
Total .097 5
MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square
1 .898% .807 .835 .1370099748

a. Dependent Variable: ROA
b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS.

Source: Research findings

The unstandardized coefficient B in table 4.3 shake values of numbers in the multiple
regression model obtained is given by:
(ROA) = 0.495 +0.464 DPS/EPS + 0.948Market cagitdilon + 0.526Total assets +.0.092Total

debts/shareholders. This indicates that DPS/EPSke¥laapitalization, total assets and total
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debts/shareholders fund have a direct relationsghip performance such that an increase in
DPS/EPS, Market capitalization, total assets atal ttebts/shareholders fund by one unit leads
to an increase in performance of Rea Vipingo by40,4.948, 0.526 and 0.092 respectively. The
coefficients are significant at 5% significance dewas indicated by the p-values less than
0.05level of significance. On the ANOVA, the regiies linearity of the model is significant
since p-value (0.017) is less than 0.05 level ghificance . The Rindicates the measure of
variability in the performance that is accountedty the predictor variables. From the results R
=0.807 indicates that 80.7% of performance of Rdéaingo is accounted for by DPS/EPS,
Market capitalization, total assets and total dshtxeholders fund. An adjusted R squared
(0.835) indicates that if the if the population wased rather than a sample, the study result

would be 16.5% less variance in the performance.
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Table 4.4: Regression in Sasini Ltd

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta

(Constant) 0.088 .029 1.006 .004

DPS/ EPS 0.802 133 2.294 2.033 .005

Market capitalization 1.395 .000 .204 1.552 .044
1 Total assets 3.745 000 1705  2.949 011

Total

debts/Shareholders 2.024 .395 1.635 1.123 .023

fund

ANOVA
Sum of )
Model df Mean Square F Sig.
Squares

1 Regression .013 4 .003| 16.096 .005

Residual .000 1 .000

Total .014 5

MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square

1 .992° .985 .924 .0144739725

a. Dependent Variable: ROA

b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings

Table 4.4 shows the coefficients of the multiple ggession model obtained given by:

ROA = 0.088 +0.802DPS/EPS +1.395Market Capitaliwatt 3.745Total assets + 2.024Total
debts/shareholders. This indicates that DPS/EPSke¥laapitalization, total assets and total
debts/shareholders fund have a direct relationgliip performance such that an increase in

DPS/EPS, Market capitalization, total assets atal tiebts/shareholders fund by one unit leads
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to an increase in performance of Sasini Tea by2).8®B95, 3.745 and 2.024 respectively. The
p-values of the coefficients are less than 0.0%catohg that the coefficients are significant at
0.05 level of significance. The ANOVA indicates tiae relationship between performance and
the predictor variables is significant (p-value€Iblls less than 0.05 level of significance testing
at 5% significance level. Rwhich is 0.985 indicates that 98.5% of the variatin the

performance of Sasini Tea is accounted for by DPS/BMarket capitalization, total assets and
total debts/shareholders fund. The adjusted R equ@:924) indicates that if the population was

used rather than a sample, the study result waald €% less variance in the performance.
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4.2.2 Commercial and Services Sector
4.2.2.1 Correlation in the Commercial and ServiceSector

Table 4.5: Correlation in the Commercial and Servies Sector

Name
Correlation DPR Performance

Car and General DPR Pearson 1 0.754

Limited correlation 0.003
Sig.(2-tailed) 6 6
N

CMC holdings DPR Pearson 1 0.726

Limited correlation 0.026
Sig.(2-tailed) 6 6
N

Kenya airways DPR Pearson 1 0.794

limited correlation 0.004
Sig.(2-tailed) 6 6
N

Nation Media DPR Pearson 1 0.821

Group correlation 0.021
Sig.(2-tailed) 6 6
N

TPS DPR Pearson 1 0.712
correlation 0.004
Sig.(2-tailed) 6 6
N

Source: Research findings

The relationship in the financial performance amddeénd payout ratio of Car and General
Limited using the Pearson correlations in table dhdicates that there is a strong positive

correlation (r=0.754>0.7). In addition it indicatést the correlation is significant at 0.05 level
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of significance given the p-value (0.003) is ldsant 0.05. On the same line, there is a strong
positive correlation between performance and dmadpayout ratio of CMC holdings limited
(r=0.726). This correlation is significant at 0.@vel of significance given p-value=0.026 which
is less than 0.05 level of significance. The catieh between performance and dividend payout
ratio at Kenya airways limited is a strong positie@relation (r=0.794). This correlation is
significant at 5% significance level given p-val{@004) is less than 0.05 level of significance.
Using Pearson correlation, the results in tableiddicates there is a strong positive correlation
between performance of Nation Media group and e payout ratio (r=0.821). This
correlation is significant at 0.05 level of signdince (p-value 0.021) is less than 0.05. Finally,
the results indicate also that there is a strongetadion between performance and dividend
payout ratio (r=0.712) of TPS which is significatts% significance level given p-value (0.004)

is less than 0.05 level of significance.
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4.2.2.2 Regression in the Commercial and Servicescor

Table 4.6: Regression in Car and General Limited

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) 3.741 139 .841 .005
DPS/ EPS 0.297 1.201 .233 247 .046
1 Market capitalization 0.117 .000 .033 .040 .000
Total assets 3.456 .000 .094 .800 .000
;I;Jontgl debts/Shareholders 0.044 083 344 538 006
ANOVA
Model SSum of df Mean Square F Sig.
guares
1 Regression .001 4 .000 1.090 .008
Residual .000 1 .000
Total .002 5
MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square
1 .902° .813 767 .0183793505

a. Dependent Variable: ROA

b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings

Table 4.6 shows the coefficients of the multiple ggession model obtained given by:

ROA = 3.741 +0.297DPS/EPS +0.117Market Capitalwatt 3.456Total assets + 0.044Total
debts/shareholders. This indicates that DPS/EPSkeé¥laapitalization, total assets and total
debts/shareholders fund have a direct relationglhip performance such that an increase in
DPS/EPS, Market capitalization, total assets atal ttebts/shareholders fund by one unit leads
to an increase in performance of Car and Generaitéd by 3.741, 0.297, 0.117, 3.456 and
0.044 respectively. The p-values of the coeffigeate less than 0.05 indicating that the

coefficients are significant at 5% significancedevihe ANOVA indicates that the relationship
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between performance and the predictor variablesigaificant at 5% significance level (p-
value=0.008js less than 0.05 level of significancé which is 0.813 indicates that 81.3% of the
variation in the performance of Car and Generalitathis accounted for by DPS/EPS, Market
capitalization, total assets and total debts/sleddelns fund. The adjusted R squared (0.767)
indicates that if the population was used rathanta sample, the study result would be 23.3%
less variance in the performance.

Table 4.7: Regression in CMC Holdings Limited

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) 0.030 .133 .227 .048
DPS/ EPS 0.609 .827 .698 737 .016
1 Market capitalization 0.629 .000 .201 .154 .003
Total assets 0.744 .000 .601 747 .002
Total debts/Shareholders fund 0.394 542 .668 726 .000
ANOVA
Model SSum of df Mean Square F Sig.
guares
1 Regression .044 4 .011 .587 .038
Residual .019 1 .019
Total .062 5
MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square
1 .861 741 .704 .1361966575

a. Dependent Variable: ROA

b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings

The unstandardized coefficient B in table 4.7 shake values of numbers in the multiple
regression models obtained is given by:

(ROA) = 0.030 +0.609 DPS/EPS + 0.629Market capiggiion + 0.744Total assets +0.394Total
debts/shareholders. This indicates that DPS/EPSke¥laapitalization, total assets and total

debts/shareholders fund have a direct relationgliip performance such that an increase in
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DPS/EPS, Market capitalization, total assets atal ttebts/shareholders fund by one unit leads
to an increase in performance of CMC holding anaiited by 0.609, 0.629, 0.744 and 0.394
respectively. The coefficients are significant & Significance level as indicated by the p-values
less than 0.05. ANOVA indicates that the relatiopshetween the predictor variables and
performance is significant at 5% significance lesiace p-value (0.038) is less than 0.05. The R
indicates the measure of variability in the perfante that is accounted for by the predictor
variables. From the results R0.741 indicates that 74.1% of performance of CM@limg and
limited is accounted for by DPS/EPS, Market capgdion, total assets and total
debts/shareholders fund. An adjusted R square@4Yiidicates that if the population was used
rather than a sample, the study result would b6%9ess variance in the performance of CMC

holding and limited.
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Table 4.8: Regression in Kenya Airways Limited

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) 1.105 .053 .067 .035
1 DPS/ EPS 0.045 .014 431 .207 .045
Market capitalization 0.286 .000 .756 .626 .040
Total debts/Shareholders fund 0.201 .045 .598 420 .048
ANOVA
Model SSum of df Mean Square F Sig.
guares
1 Regression .017 .006 ] 18.159 .043
Residual .001 .000
Total .017 5
MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square
1 .982° .965 911 .0175718424

a. Dependent Variable: ROA
b. Predictors: (Constant), Total debts/shareholders fund, Market capitalization, DPS/EPS

c. Excluded variable: Total assets; The variable is excluded since it is insignificant in the analysis.

Source: Research findings

The unstandardized coefficient B in table 4.8 iaths the values of numbers in the multiple
regression model obtained is given by: (ROA) = 5.10.045 DPS/EPS + 0.286Market
capitalization + 0.201Total debts/shareholders. sThindicates that DPS/EPS, Market

capitalization and total debts/shareholders funcehaadirect relationship with performance such
that an increase in DPS/EPS, Market capitalizadioo total debts/shareholders fund by one unit
leads to an increase in performance of Kenya Aisvawited by 0.045, 0.286 and 0.201

respectively. The coefficients are significant & Significance level as indicated by the p-values

less than 0.05. On the ANOVA indicates that thatrehship between the predictor variables and

financial performance of Kenya airways limited igrsficant at 5% significance level since p-

38



value (0.043) is less than 0.05.Th&mlicates the measure of variability in the perfance that

is accounted for by the predictor variables. Fréwn esults R=0.965 indicates that 96.5% of
performance of Kenya Airways Limited is accountedldy DPS/EPS, Market capitalization and
total debts/shareholders fund. An adjusted R squ@®11) indicates that if the population was
used rather than a sample, the study result woell8.9% less variance in the performance of
Kenya Airways Limited.

Table 4.9: Regression in Nation Media Group

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta

(Constant) 0.506 .139 1.834 .018

DPS/ EPS 0.205 .079 1.325 .598 .034
1 Market capitalization 0.578 .000 .739 .834 .018

Total assets 0.319 .000 .031 .143 .010

Total debts/Shareholders

0.057 .303 .067 .186 .033
fund
ANOVA
Sum of ]
Model df Mean Square F Sig.
Squares

1 Regression .009 4 .002 | 6.446 .002

Residual .000 1 .000

Total .010 5

MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square

1 .981° .963 813 .0191825146

a. Dependent Variable: ROA
b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings
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The unstandardized coefficient B in table 4.9 shale values of numbers in the multiple
regression model obtained is given by: (ROA) = 6.560.205 DPS/EPS + 0.578Market
capitalization + 0.319Total assets +.0.057Totaksfshareholders. This indicates that DPS/EPS,
Market capitalization, total assets and total dshereholders fund have a direct relationship
with performance such that an increase in DPS/BRBket capitalization, total assets and total
debts/shareholders fund by one unit leads to aease in performance of Nation Media group
by 0.205, 0.578, 0.319 and 0.057 respectively. ddedficients are significant at 5% significance
level as indicated by the p-values less than Oed®Ilof significance. On the ANOVA, the
relationship between predictor variables (DPS/BER&ket capitalization, Total assets and total
debts/shareholders fund) and financial performarsceignificant at 5% significance level since
p-value (0.017) is less than 0.05 level of sigaifice. The Rindicates the measure of variability
in the performance that is accounted for by thelipter variables. From the result$ £.963
indicates that 96.3% of performance of Nation Me@ieup is accounted for by DPS/EPS,
Market capitalization, total assets and total dshtseholders fund. An adjusted R squared
(0.813) indicates that if the population was usster than a sample, the study result would be

16.9% less variance in the performance of Natiodi®&roup.
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Table 4.10: Regression in TPS

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) 0.082 .001 0.105| .009
DPS/ EPS 0.102 .001 .898 0.637| .008
1 Market capitalization 0.409 .000 .065 0.993 .006
Total assets 0.109 .000 .350 0.932| .026
Total debts/Shareholders fund 0.123 .003 .609 0.068 .014
ANOVA
Sum of ]
Model Df Mean Square F Sig.
Squares
1 Regression .001 4 .000| 2342.89| .015°
Residual .000 1 .000
Total .001 5
MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square
1 1.000% 1.000 .999 .0002838752

a. Dependent Variable: ROA

b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings

Table 4.10 indicates the findings of regressionyammathat gives the regression model; ROA =

0.082+ 0.102DPS/EPS +0.409Market

capitalization 109Total

assets + 0.123Total

debts/shareholders. This indicates that DPS/EPSke¥laapitalization, total assets and total

debts/shareholders fund have a direct relationgliip performance such that an increase in

DPS/EPS, Market capitalization, total assets atal tiebts/shareholders fund by one unit leads

to an increase in performance of TPS by 0.102,9.40109 and 0.123 respectively. The

regression coefficients obtained are significan®.86 level of significance given their p-values
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less than 0.05. The ANOVA indicates that the relahip between predictors variables and
financial performance of TPS is significant at Signgicance level given (p-value=0.015) is less
than 0.05 level of significance. ?R(1.00) indicates that 100% of the variability ihet
performance of TPS is accounted for by the predizdmiables. The adjusted R squared (0.999)
indicates that 9 if the population was used rathan a sample, the study result would be 0.1%
less variance in the performance.

4.2.3 Financial and Investment Sector
4.2.3.1 Correlation in the Financial and Investmentector

Table 4.11: Correlation in the Financial and Invesient Sector

Name
Correlation DPR Performance
Barclays Bank DPR Pearson correlation 1 0.774
Sig.(2-tailed) 0.023
N 6 6
Diamond Trust Bank DPR Pearson correlation 1 0.963
Sig.(2-tailed) 0.002
N 6 6
Housing Finance DPR Pearson correlation 1 0.794
Sig.(2-tailed) 0.024
N 6 6
Jubilee Insurance DPR Pearson correlation 1 0.939
Sig.(2-tailed) 0.005
N 6 6
Pan Africa Insurance DPR Pearson correlation 1 0.883
Sig.(2-tailed) 0.043
N 6 6

Source: Research findings
Table 4.11 indicates that there is a strong pasitelationship between the performance and

dividend payout ratio of Barclays bank given r=@L7This relationship is significant at 0.05
level of significance given the p-value (0.023)ess than the level of significance testing at 5%

significance level Similarly, there is a strong positive relationsluptween performance and
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dividend payout ratio of Diamond trust bank witl0r863. The relationship is significant at 5%
significance level given that p-value=0.002 is l&isan 0.05. There is also a strong positive
correlation between performance and dividend payatid at both Housing finance corporation

and jubilee insurance with r=0.794 and 0.939 respey. The correlations are significant at

0.05 level of significance given their p-valuese &ss than the level of significance. Similarly,
there is a strong positive correlation between quarince and dividend payout ratio at Pan
Africa insurance r=0.883. The correlation is sigraht at 5% significance level given that p-

value (0.043) is less than 0.05.

4.2.3.2 Regression in the Financial and Investmeector

Table 4.12: Barclays Bank Limited

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) .335 .250 1.338 .033
1 DPS/ EPS .056 .065 511 .872 .042
Market capitalization .013 .000 .203 .284 .014
Total assets .010 .000 .179 .266 .018
ANOVA
Model Sum of Squares df | Mean Square F Sig.
1 Regression .002 3 .001 .530 .005
Residual .002 2 .001
Total .004 5
MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square
1 .666° 443 .392 .0351073973

a. Dependent Variable: ROA
b. Predictors: (Constant), Total assets, Market capitalization, DPS/EPS

c. Excluded variable: Total debts/shareholders fund; the variable is excluded since it is insignificant in the analysis

Source: Research findings
The regression coefficients obtained in table 4ai@ given in the model;, ROA = 0.335 +

0.056DPS/EPS + 0.013Market capitalization +0.018Tassets. This shows that the relationship
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between DPS/EPS, Market capitalization and Totsé@sand performance of Barclays Bank is a
direct relationship and an increase in one uniD&fS/EPS, Market capitalization and Total
assets results to an increase in performance ofl&8ar bank by 0.056, 0.013 and 0.010
respectively. The regression coefficients are ficamt at 5% significance level as indicated by
the p-values that are less than 0.05. The ANOVAicatds that the relationship between
predictor variables (DPS/EPS, Market capitalizaton Total assets) and financial performance
of Barclays is significant at 5% significance legeice p-value (0.005% less than 0.05 level of
significance. The Rwhich is 0.443ndicates 44.3% of the variation in the financiaHfprmance

of Barclays is accounted for by the predictor valea The adjusted :0.392) indicates that if
the population was used rather than a sample,tthiy sesult would be 60.8% less variance in

the performance.
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Table 4.13: Diamond Trust Bank

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) 377 .071 .344 .033
1 DPS/ EPS .675 .160 490 .225 .032
Market capitalization .326 .000 .082 422 .014
Total assets 624 .000 511 772 .018
ANOVA
Model SSum of df Mean Square F Sig.
guares
1 Regression .008 3 .003| 23.048 .042
Residual .000 2 .000
Total .009 5
MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square
1 .986° .972 .930 .0109636282

a. Dependent Variable: ROA
b. Predictors: (Constant), Total assets, Market cbgdtion, DPS/EPS

c. Excluded variable: Total debts/shareholders funhid. dmitted since it has constant values all etmakro.

Source: Research findings

The regression coefficients obtained in table 4ai@ given in the model;, ROA = 0.377 +

0.675DPS/EPS +0.326Market capitalization + 0.624lTassets. The results indicated by the
coefficients indicate that there is a direct relaship between predictor variables (DPS/EPS,
Market capitalization and Total assets) and finanperformance of Diamond trust bank. An

increase in a unit of the predictor variables (IEE, Market capitalization and Total assets)
leads to an increase in financial performance 87%. 0.326 and 0.624 respectively. The
regression coefficients are significant at 0.0%lesf significance given their p-values less than
0.05 at 5% significance level. The ANOVA indicatbat the relationship between the predictor
variables (DPS/EPS, Market capitalization and Tets8ets) and the financial performance is

significant at 5% significance level since p-va{0e42)is less than 0.05. The’Rvhich is 0.972
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indicates 97.2% of the variation in the financialfprmance of Diamond trust is accounted for
by DPS/EPS, Market capitalization and Total asSgte. adjusted R0.930) indicates that if the
population was used rather than a sample, the seslyt would be 7.0% less variance in the
performance

Table 4.14: Housing Finance Company Limited

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) .101 .025 4.065 .026
1 DPS/ EPS .108 .024 .605 4,422 .048
Market capitalization .031 .000 .343 2.589 .022
Total debts/shareholders fund .011 .021 .957 7.243 .019
ANOVA
Model Sum of Squares df Mean Square F Sig.
Regression .006 3 .002 23.237 .042
1 Residual .000 2 .000
Total .006 5
MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square
1 .986% .972 .930 .0089419507

a. Dependent Variable: ROA
b. Predictors: (Constant), Total debts/shareholders fund, Market capitalization, DPS/EPS

c. Excluded variable: Total assets; the values are constants all equal to zero

Source: Research findings

The regression coefficients obtained in table 4aid given in the model; ROA = 0.101 +

0.108DPS/EPS +0.031Market capitalization + 0.0O0dtal debts/shareholders fund. The
coefficients are positive indicating that theraidirect relationship between (DPS/EPS, Market
capitalization and Total debts/shareholders fumd) #nancial performance of Housing finance
company limited such that an increase in DPS/EP&%rk&t capitalization and Total

debts/shareholders fund by one unit leads to arease in financial performance of Housing
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finance company by 0.108, 0.031 and 0.011 respdygtiv The regression coefficients are
significant at 0.05 level of significance given ith@-values less than 0.05. The ANOVA
indicates that the relationship between predictotables (DPS/EPS, Market capitalization and
Total debts/shareholders fund) and financial pentorce is significant since p-value (0.042)
less than 0.05 level of significance testing at Significance level. The Rwhich is 0.972
indicates that 97.2% of the variation in the finahperformance of Housing Finance Company
limited is accounted for by DPS/EPS, Market capédion and Total debts/shareholders fund.
The adjusted &0.930) indicates that if the population was usatier than a sample, the study
result would be 7.0% less variance in the perfolcean

Table 4.15: Jubilee Insurance Company Limited

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) .307 .004 .306 .011
DPS/ EPS .072 .870 .090 .232 .034
1 Market capitalization 571 .000 .013 142 .010
Total assets .245 .000 125 .333 .026
Total debts/Shareholders fund .034 .104 .010 .321 .002
ANOVA
Model Sum of df Mean Square F Sig.
Squares
Regression .021 4 .005 4.289 .046
1 Residual .001 1 .001
Total .022 5
MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square
1 .972° .945 .925 .0348747218

a. Dependent Variable: ROA

b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings
The regression coefficients obtained in table 4ai® given in the model;, ROA = 0.307 +

.072DPS/EPS + 0.571Market capitalization + 0.24&lassets + 0.034Total debts/shareholders
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fund. The coefficients indicate that there is a dinegationship between (DPS/EPS, Market
capitalization, Total assets and Total debts/sluddeins fund) and financial performance of
Jubilee Insurance company limited such that aneas® in DPS/EPS, Market capitalization,
Total assets and Total debts/shareholders fundney umit leads to an increase in financial
performance of Jubilee insurance company by 0.05%1, 0.245 and 0.034 respectively. The
regression coefficients are significant at 5% dgigance level given their p-values less than 0.05.
The ANOVA indicates that the relationship betweeardictor variables (DPS/EPS, Market
capitalization, Total assets and Total debts/sluhdeins fund) and financial performance is
significant at 5% significance level since p-va(0e046)is less than 0.05 level of significance.
The R which is 0.945indicates that 94.5% of the variation in the finah@erformance of
Jubilee Insurance Company limited is accountedofoDPS/EPS, Market capitalization, Total
assets and Total debts/shareholders fund. Thetadj&(0.925) indicates that if the population

was used rather than a sample, the study resuldvbeu7.5% less variance in the performance.
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Table 4.16: Pan African Insurance Company Limited

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) 757 .286 .646 .030
DPS/ EPS .201 191 .367 .052 .044
1 Market capitalization 0.845 .000 .682 .823 .019
Total assets 0.776 .000 .334 .629 .011
Total debts/Shareholders fund .002 .004 .164 474 .018
ANOVA
Model Sum of df Mean Square F Sig.
Squares
Regression .093 4 .023 3.542 .007
1 Residual .007 1 .007
Total .100 5
MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square
1 .966% .934 910 .0810193933

a. Dependent Variable: ROA

b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings

The regression coefficients obtained in table 4ai6é given in the model;, ROA = 0.757 +
0.201DPS/EPS + 0.845Market capitalization + 0.778élToassets + 0.002Total
assets/shareholders fundThe coefficients indicate that there is a dinegationship between
predictor variables (DPS/EPS, Market capitalizatibatal assets and Total debts/shareholders
fund) and financial performance of Pan Africa Irswe company limited such that an increase

in DPS/EPS, Market capitalization, Total assets @otdl debts/shareholders fund by one unit
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leads to an increase in financial performance of Afaica Insurance company limited by 0.201,
0.845, 0.776 and 0.002 respectively. The regrassioefficients are significant at 5%
significance level given their p-values less th&@db0The ANOVA indicates that the relationship
between predictor variables (DPS/EPS, Market clgatéon, Total assets and Total
debts/shareholders fund) and financial performasaagnificant at 5% significance level since
p-value (0.007)s less than 0.05. The’Rvhich is 0.934ndicates that 93.4% of the variation in
the financial performance of Pan Africa Insurancempany limited is accounted for by
DPS/EPS, Market capitalization, Total assets artdlTebts/shareholders fund. The adjustéd R
(0.910) indicates that if the population was usstier than a sample, the study result would be

9.0% less variance in the performance.
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4.2.4: Industrial and Allied Sector

4.2.4.1: Correlation in the Industrial and Allied Sector

Table 4.17: Correlation in the Industrial and Allied Sector

Name
Correlation DPR Performance
Athi River Mining DPR Pearson correlation 1 0.875
Limited Sig.(2-tailed) 0.022
N 6 6
Bamburi Cement DPR Pearson correlation 1 0.820
Company Limited Sig.(2-tailed) 0.032
N 6 6
Boc Kenya Limited | DPR Pearson correlation 1 0.694
Sig.(2-tailed) 0.014
N 6 6
East Africa Cables | DPR Pearson correlation 1 0.702
Limited Sig.(2-tailed) 0.015
N 6 6
East Africa DPR Pearson correlation 1 0.783
Breweries limited Sig.(2-tailed) 0.023
N 6 6
KPLC DPR Pearson correlation 1 0.793
Sig.(2-tailed) 0.001
N 6 6
Total Kenya DPR Pearson correlation 1 0.683
Limited Sig.(2-tailed) 0.013
N 6 6

Source: Research findings

The relationship between performance and dividexybpt ratio of Athi River Limited using the

Pearson correlations as shown in table 4.17 inglcttat there is a strong positive correlation

(r=0.875>0.7). The correlation is significant a®®level of significance (p-value=0.022<0.05).

There is a strong positive correlation betweengrerance and dividend payout ratio of Bamburi

Cement Company Limited (r=0.820). The correlatisrsignificant at 0.05 level of significance

given the p-value (0.032) is less than 0.05 witteleof significance testing at 5% significance

level. However, there is a moderate positive cati@h between performance and dividend

payout ratio of Total Kenya Limited (r=0.683) whihsignificant at 5% significance level given

that p-value(0.013) is less than 0.05 level of iigance.
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4.2.4.2 Regression in the Industrial and Allied Sear

Table 4.18: Athi-River Mining Limited

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) 1.760 211 .604 .017
DPS/ EPS 1.664 .370 775 .503 .039
1 Market capitalization 0.228 .000 .403 428 .011
Total assets 0.396 .000 .282 .888 .038
Total debts/Shareholders 0.320 135 474 377 000
fund
ANOVA
Model Sum of Squares df Mean Square F Sig.
Regression .023 4 .006| 13.558 .001
1 Residual .000 1 .000
Total .023 5
MODEL SUMMARY
Model R R Square Adjusted Std. Error of the Estimate
R Square
.991° .982 .909 .0204624648

a. Dependent Variable: ROA

b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings

Table 4.18 indicates the regression results with rttodel ROA = 1.760 + 1.664DPS/EPS +
0.228Market capitalization +0.396Total assets H0T2Ral debts/shareholders funds. There exist
a direct relationship between the predictor vadab{DPS/EPS, Market capitalization, Total
assets and Total debts/Shareholders fund) andirthacfal performance of Athi-river mining
limited. An increase in the predictor variables @PPS, Market capitalization, Total assets and
Total debts/Shareholders fund) by one unit leadsntancrease in the financial performance by
1.664, 0.228, 0.396 and 0.320 respectively. Theessjpn coefficients obtained are significant at

5% significance level given their p-values lessntfa05. The ANOVA indicates that the
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relationship between predictor variables (DPS/BW®&ket capitalization, Total assets and Total
debts/Shareholders fund) and financial performasggnificant at 5% significance level since
p-value (0.001js less than 0.05.The?Rvhich is 0.982ndicates that 98.2% of the variation in
the financial performance is accounted for by DFFSEMarket capitalization, Total assets and
Total debts/Shareholders fund. The adjusté¢d®09) indicates that if the population was used
rather than a sample, the study result would b#9eks variance in the performance.

Table 4.19: Bamburi Cement Company Limited

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) .480 .183 .630 .031
DPS/ EPS .397 231 794 721 .035
1 Market capitalization .006 .000 .315 .634 .040
Total assets .156 .000 .037 .026 .002
Total debts/Shareholders 726 451 451 609 000
fund
ANOVA
Model Sum of Squares df | Mean Square F Sig.
Regression .006 4 .001 1.519 .037
1 Residual .001 1 .001
Total .007 5
MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square
1 .927° .859 .813 .0308564064

a. Dependent Variable: ROA

b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings

Table 4.19 indicates the regression model generaR®A=0.480 + 0.397DPS/EPS
+0.006Market capitalization +0.156Total assets #26Total debts/shareholders funds. This
indicates that there is a direct relationship betwéhe predictor variables (DPS/EPS, Market
capitalization, Total assets and Total debts/Sluddelns fund) such that an increase in the

predictor variables by one unit results in an iasee in financial performance of Bamburi
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Cement Company Limited by 0.397, 0.006, 0156 an@®.respectively. The results indicate
that the coefficients of the model are significan5% significance level given their p-values less
than 0.05. The ANOVA Iindicates that the relatiopsiietween financial performance and
predictor variables (DPS/EPS, Market capitalizatibatal assets and Total debts/Shareholders
fund) is significant since p-value (0.033)ess than 0.05. level significance level. TH{GR856)
indicates that 85.6% of the variation in the finahgerformance is accounted for by the
predictor variables. The adjusted(B.813) indicates that if the population was usatier than

a sample, the study result would be 18.7% lesaneei in the performance.
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Table 4.20: BOC Kenya Limited

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) .084 .099 .848 .000
DPS/ EPS .048 .019 .607 480 .044
1 Market capitalization .753 .000 .646 .379 .003
Total assets .662 .000 .593 .548 .000
Total debts/Shareholders fund .320 .676 .294 .953 .001
ANOVA
Model Sum of Squares df Mean Square F Sig.
Regression .011 4 .003| 4.602 .035
1 Residual .001 1 .001
Total .012 5
MODEL SUMMARY
Model R R Square Adjusted Std. Error of the Estimate
R Square
1 .974° .948 .901 .0248867705

a. Dependent Variable: ROA
b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings

Table 4.20 indicates the regression model generatéde model generated s
ROA=0.084+0.048DPS/EPS +0.753Market capitalizati®.662Total assets +0.320Total
debts/shareholders fund. There exist a direct ioslsthip between the predictor variables
(DPS/EPS, Market capitalization, Total assets aotlTdebts/Shareholders fund) and financial
performance such that an increase in predictoralibes by one unit results to an increase in
financial performance by 0.048, 0.753, 0.662 a3@@respectively. The results indicate that the
coefficients of the model are significant at 5%ns#igance level given their p-values less than
0.05. The ANOVA indicates that the relationship vie¢n performance and the predictor
variables is significant since p-value which is3&@s less than 0.05. The?Rvhich is 0.948

indicates that 94.8% of the variation in the finahgerformance is accounted for by the
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predictor variables. The adjusted R squared Oif@icates that if the population was used
rather than a sample, the study result would b#9e3s variance in the performance.

Table 4.21: East African Cables Limited

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) .397 .290 .369 .002
DPS/ EPS .250 251 .803 .997 .001
1 Market capitalization .292 .000 .252 495 .007
Total assets .983 .000 .254 .292 .019
Total debts/Shareholders fund .034 .144 274 .240 .000
ANOVA
Model Sum of df Mean Square F Sig.
Squares
Regression .064 4 .012 4.00 .009
1 Residual .003 1 .003
Total .035 5
MODEL SUMMARY
Model R R Square Adjusted Std. Error of the Estimate
R Square
1 .960° .922 .708 .0522236048

a. Dependent Variable: ROA

b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings

Table 4.21 indicates the regression model genef&e€d\=.397 +0.250DPS/EPS +0.292Market
capitalization +0.983Total assets +0.034 Total sfshareholders fund). The findings indicate
that there is a direct relationship between thedipter variables (DPS/EPS, Market

capitalization, Total assets and Total debts/Shddens fund) and the financial performance of
East African cables. An increment in predictor abkes by one unit results in an increment in
financial performance by 0.250, 0.292, 0.983 al@4drespectively. The results indicate that the
coefficients of the model are significant at 5%ns#igance level given their p-values less than
0.05. The ANOVA indicates that the relationship vie¢n performance and the predictor

variables is significant at 5% significance levigice p-value (0.009} less than 0.05. The’R
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which is 0.922ndicates that 92.2% of the variation in the finahperformance is accounted for
by the predictor variables. The adjustetl (R708) indicates that if the population was used
rather than a sample, the study result would b2%9ess variance in the performance

Table 4.22: East African Breweries Limited

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) .623 .728 .855 .000
DPS/ EPS 402 791 .465 .508 .001
1 Market capitalization .104 .000 .813 .887 .008
Total assets 272 .000 .800 .223 .000
total debts/Shareholders 839 2.746 620| 306 011
ANOVA
Model Sum of Squares df Mean Square F Sig.
Regression .032 4 .001 4.00 .014
1 Residual .002 1 .002
Total .007 5
MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square
1 .852 725 .673 .0426120385

a. Dependent Variable: ROA

b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings

Table 4.22 indicates the regression model generaiR®@A=1.623 +0.402DPS/EPS

+0.104Market capitalization +0.272Total assets 39T®tal debts/shareholders fund. The
findings indicate that there is a direct relatiapshetween the predictor variables (DPS/EPS,
Market capitalization, Total assets and Total d&tareholders fund) and the financial
performance of East African Breweries Limited. Axgriement in predictor variables by one unit
results in an increment in financial performanceOb402, 0.104, 0.272 and 0.839 respectively.

The results indicate that the coefficients of thedel are significant at 5% significance level
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given their p-values less than 0.05. The ANOVA aadies that the relationship between the
dependent variable (financial performance) and ipted variables is significant at 5%
significance level since p-value (0.0id)less than 0.05. The?Rvhich is 0.725ndicates that
72.5% of the variation in the financial performamgaccounted for by the independent variables
(DPS/EPS, Market capitalization, Total assets ao@lTdebts/Shareholders fund). The adjusted
R?(0.673) indicates that if the population was usatier than a sample, the study result would
be 32.7% less variance in the performance

Table 4.23: KPLC

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) .108 .023 677 .034
DPS/ EPS 121 .169 .367 713 .005
1 Market capitalization .324 .000 222 .104 .002
Total assets 192 .000 A73 .527 .001
L‘:]tg' debts/Shareholders 026 079 437|334 000
ANOVA
Model Sum of Squares df Mean Square F Sig.
Regression .003 4 .001| 9.828 .034
1 Residual .000 1 .000
Total .003 5
MODEL SUMMARY
Model R R Square Adjusted Std. Error of the Estimate
R Square
1 .088° .975 .876 .0087713954

a. Dependent Variable: ROA

b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings

Table 4.23 indicates the regression model generd®R0OA=0.108 + 0.121DPS/EPS +

0.324Market capitalization +0.192Total assets +8TaRal debts/shareholders fund. The
findings indicate that there is a direct relatiapshetween the predictor variables (DPS/EPS,

Market capitalization, Total assets and Total d&tareholders fund) and the financial
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performance of KPLC. An increment in predictor alfes by one unit results in an increment in
financial performance by 0.121, 0.324, 0.192 a0@® respectively. The results indicate that the
coefficients of the model are significant at 5%ns#igance level given their p-values less than
0.05.The ANOVA indicates that the relationship betw performance and the predictor
variables is significant at 5% significance levigice p-value (0.034} less than 0.05. The’R
which is 0.975ndicates that 97.5% of the variation in the finahperformance of KPLC is
accounted for by the predictor variables. The adfu$¥ (0.876) indicates that if the population
was used rather than a sample, the study resultvibeul2.4% less variance in the performance

Table 4.24: Total Kenya Ltd

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) .637 15.534 .393 .012
DPS/ EPS .038 2.705 .021 .493 .016
1 Market capitalization 409 .000 437 420 .003
Total assets .347 .000 .206 .097 .001
Total debts/Shareholders fund .265 1.023 .225 .237 .033
ANOVA
Model Sum of df Mean Square F Sig.
Squares
Regression 917 4 .079 2.34 .002
1 Residual .098 1 .098
Total 415 5
MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square
1 .874° 763 712 .3135502994

a. Dependent Variable: ROA

b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings

Table 4.24 indicates the regression model generdiR@A=0.637 +0.038DPS/EPS +

0.409Market capitalization +0.347Total assets 6BTdtal debts/shareholders fund. The results
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indicate that there is a direct relationship betw#®e predictor variables (DPS/EPS, Market
capitalization, Total assets and Total debts/Slddens fund) and the financial performance of
Total Kenya Limited. An increment in predictor \avles by one unit results in an increment in
financial performance by 0.038, 0.409, 0.347 aré® respectively. The results indicate that the
coefficients of the model are significant at 5%ns#igance level given their p-values less than
0.05. The ANOVA indicates that the relationship viztn financial performance and the
predictor variables is significant at 5% significanlevel since p-value (0.008)less than 0.05.
The R which is 0.763indicates that 76.3% of the variation in the finah@erformance is
accounted for by the predictor variables (DPS/B¥®&ket capitalization, Total assets and Total
debts/Shareholders fund) and adjustédR712) indicates that if the population was usetier

than a sample, the study result would be 28.8%wJagance in the performance.
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4.2.5 Alternative Investment Market Segment
4.2.5.1 Correlation in the Alternative Investment Market Segment

Table 4.25: Correlation in the Alternative Investment Market Segment

Name
Correlation DPR Performance

Express Kenya DPR Pearson 1 0.551

Limited correlation 0.022
Sig.(2-tailed) 6 6
N

Kapchorua Tea DPR Pearson 1 0.999

Company Limited correlation 0.000
Sig.(2-tailed) 6 6
N

Williamson Tea DPR Pearson 1 0.789

Kenya Limited correlation 0.001
Sig.(2-tailed) 6 6
N

Source: Research findings

The results in table 4.25 indicates that the rahethip between dividend pay-out ratio and
performance of Express Kenya Limited using the gwarcorrelations is a moderate positive
correlation (r=0.551<0.7). This correlation is sfgant at 5% significance level given that p-
value (0.022) is less than 0.05. Similarly, thegseai strong positive correlation between
performance of Kapchorua Tea Company Limited andROP=0.999). The correlation is

significant at 5% significance level given that @lwe (0.000) is less than 0.05. Finally there is
also a strong positive correlation between perforceaand dividend payout ratio of Williamson
Tea Kenya Limited r=0.789. The correlation is shigaint at 5% significance level given the p-
value (0.001) is less than 0.05 level of signifm@an This indicates that an increase in

performance of Sasini there is an increase in dividpayout ratio.
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4.2.5.2 Regression in the Alternative Investment Maet Segment

Table 4.26: Express Kenya Limited

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) .002 .749 .003 .008
DPS/ EPS .902 1.185 .336 761 .006
1 Market capitalization .540 .000 .138| .601 .005
Total assets .394 .000 .536 .537 .027
Total debts/Shareholders fund .549 174 .009 .157 .015
ANOVA
Model Sum of Squares df | Mean Square F Sig.
_Regression .408 4 .102 | 25.862 .046
1 Residual .004 1 .004
Total 412 5
MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square
1 .995% .990 .952 .0627761582

a. Dependent Variable: ROA

b. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings

The regression analysis done in the table 4.2@ates that the regression model in the financial
performance of Express Kenya. The model generatél002 +0.902DPS/EPS +0.540Market
capitalization +0.394Total assets +0.549Total dsbgseholders fund. The relationship as
indicated by the regression model is a direct i@lghip such that an increase in the predictor
variables (DPS/EPS, Market capitalization, Totale#és and Total debts/Shareholders fund) by
one unit leads to an increase in financial perforceaof Express Kenya limited by 0.902, 0.540,
0.394 and 0.549 respectively. The coefficients significant at 5% significance level as

indicated by their respective p-values less th@5.0.The relationship between performance and
the predictor variables is significant at 5% sigmraihce level as indicated in the ANOVA whose

p-value (0.046) is less than 0.05.Thé £0.990 indicates that 99.0% of the variation ie th
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financial performance of Express Kenya Limited caunted for by the predictor variables
(DPS/EPS, Market capitalization, Total assets ao@lTdebts/Shareholders fund). The adjusted
R? (0.952) indicates that if the population was usstier than a sample, the study result would
be 4.8% less variance in the performance

Table 4.27: Kapchorua Tea Company Limited

Coefficients

Model Unstandardized Coefficients | Standardized t Sig.
Coefficients
B Std. Error Beta

(Constant) .009 171 .052| .003
1 DPS/ EPS .363 .008 -.007 .298| .001

Market capitalization .593 .000 .065 .682| .015

Total debts/Shareholders fund .879 122 .039 414 | .019

ANOVA
Model Sum of df | Mean Square F| Sig.
Squares

Regression 47.704 3 15.901| 672.589| .001
1 Residual .047 2 .024

Total 47.752 5

MODEL SUMMARY
Model R R Square Adjusted R Std. Error of the Estimate
Square
1.000% .999 .998 .1537598195

c. Dependent Variable: ROA
d. Predictors: (Constant), Total debts/shareholders fund, Market capitalization, DPS/EPS

e. Excluded variable: Total assets; the variable has constant values which is zero

Source: Research findings

The regression analysis in the table 4.27 indic#tesmodel ROA=0.009 + 0.363DPS/EPS
+0.593Market capitalization +0.879Total debts/shalgers fund. There exists a direct
relationship between the predictor variables (DPSE Market capitalization and Total
debts/shareholders fund) and the financial perfomeaof Kapchorua Tea Company Limited
such that an increase in predictor variables (DPS/EMarket capitalization and Total

debts/shareholders fund) by one unit results innarease in financial performance by 0.363,
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0.593 and 0.879 respectively. The regression aoefffis are significant at 5% significance level
since the p-values are less than 0.05. The rekdtiprbetween performance and the predictor
variables of Kapchorua Tea Company limited is digant at 5% significance level given that
the ANOVA p-value (0.001) which is less than 0.@%dl of significance. £0.999 indicates
that 99.9% of the variation in the financial penfiance is accounted for by the predictor
variables. The adjusted R squared (0.998) indidatesif the population was used rather than a
sample, the study result would be 0.2% less vagiamthe performance.

Table 4.28: Williamson Tea Kenya Limited

Coefficients

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) .406 .015 .325 .023
DPS/ EPS .258 .030 .603 .459 .075
1 Market capitalization .268 .000 .730 .963 .042
Total assets .805 .000 .918 744 .036
Total debts/Shareholders fund 432 .289 .696 .236 .029
ANOVA
Model Sum of Squares df Mean Square F Sig.
Regression .045 4 .011 805.776 .026
1 Residual .000 1 .000
Total .045 5
MODEL SUMMARY
Model R R Square Adjusted Std. Error of the Estimate
R Square
1 1.000° 1.000 .998 .0037227624

f.  Dependent Variable: ROA
g. Predictors: (Constant), Total debts/shareholders fund, Total assets, Market capitalization, DPS/EPS

Source: Research findings

The regression analysis in the table 4.28 indicétes model ROA=0.406 +0.258DPS/EPS
+0.268Market capitalization +0.805Total assets 3Plbtal debts/shareholders fund. There
exists a direct relationship between the predistanables (DPS/EPS, Market capitalization,
Total assets and Total debts/shareholders fundjfantinancial performance of Williamson Tea
Kenya Limited such that an increase in predictaiaides (DPS/EPS, Market capitalization,
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Total assets and Total debts/shareholders fund)ngyunit results in an increase in financial
performance by 0.258, 0.268, 0.805 and 0.432 réispéc The coefficients generated are
significant at 5% significance level since the pues are less than 0.05. The relationship
between performance and the predictor variable&/ilfamson tea Kenya limited is significant
at 5% significance level given that the ANOVA pwl(0.026) is less than 0.05. Th&=R.000
indicates that almost 100% of the variation in fmancial performance of Willlamson Tea
Kenya Limited is accounted for by the predictoriables (DPS/EPS, Market capitalization,
Total assets, Total debts/shareholders fund). Thested R squared (0.998) indicates that if the
population was used rather than a sample, the seslyt would be 0.2% less variance in the

performance

4.3. Interpretation of Findings

The study has indicated that there is strong p@sitorrelation between dividend payout ratio
and the financial performance of the listed comgsamicross different sectors. This indicates that
any change in the dividend payout ratio will brieffects on the financial performance of the
companies. The study also indicates that: DPS/BERSKet capitalization, total assets and total
debts/shareholders fund have a direct relationshith financial performance such that an
increase in DPS/EPS, Market capitalization, tosgkets and total debts/shareholders fund by one
unit leads to a positive increase in the finanpeformance of the listed companies. This finding
is assumed to be applicable to all companies inyKé¢hat have same financial performance and
same modes of operations as the listed companies.

The coefficients of the regression are all sigaificat 5% significance level given that the (p-
value<0.05) is less than 0.05 level of significafmeall the study findings where this indicates
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that the variables are strong predictors of perforoe. On the ANOVA, the relationship
between the predictor variables and performansggisificant at 5% significance level since p-
value (p<0.05) is less than 0.05 level of significa. This shows that the relationship between
the variables is significant. The? Rdicates the measure of variability in the perfance that is
accounted for by the predictor variables. Fromrdsalts R squared >0.80 for all the responses
indicates that more than 80.0% of the financiafqggerance of all the companies under the study
are accounted for by the predictors (DPS/EPS, Mackpitalization, total assets and total
debts/shareholders fund). An adjusted R squaredvéal®.80) in all cases of the analysis
indicates that if the population of the responss a@ded, it would only give 205 and below less

variance to the study results indicated.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATION
5.1 Introduction

The chapter gives the summary, conclusion and resmation based on the research findings
as carried out. The recommendations given in thapter will be useful to the stakeholders at
Nairobi stock exchange and academic researchers mdnp be interested in studying the
movement of trade at the NSE.

5.2 Summary

The study was done with the objective to deterntiveerelationship between dividend pay-out
ratio and the performance of firms in Nairobi St&tkchange. The study findings indicated that
in the agricultural sector there is a strong catieh between dividend pay-out ratio and firms’
performance. In the agricultural sector, three $irwere studied. The positive relationship that
has been established under this study supports @683%) who observed that an increase in
dividends payout ratio is often accompanied bynanease in the prices of stocks while a decline
in dividend generally leads to a stock price dexlim determining the relationship between
performance and independent variables that inalimdend payout ratio given by dividend per

share divided by earnings per shafem size measured by market capitalization, talegéssets

of the firm, leverage given by total debt divideg bhareholders equity using regression
indicates that the these independent variablestanag predictors of performance of the firms
trading at Nairobi Stock exchange. This indicates highly indebted firms use most of the free
cash flow to make debt repayments. The study shiomighe size of the firms also influences the
performance of the firms positively thereby confimgthe idea of Jovanovic (1982) who finds

that the entry size of the firms may be small btie firm is successful it will eventually expand
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implying that longer business survival is diredilyked to greater operating performance and
size. Similarly the study findings indicate tangilalssets are strong predictors of the performance
of firms at the Nairobi stock exchange. This ismuped by Jensen and Meckling (1976), who
argue that tangible assets provide collateralndées in times of financial distress and assist as
security against debt.

The study also indicates that there is a strongipeselationship between dividend payout ratio
and firm’s performance in the commercial and s@wisector. All the firms in the study revealed
that an increase in dividend payout ratio resdtart increase in performance of the firms. The
size of the firms, the total tangible assets andketacapitalization are strong predictors of the
performance of the firms as indicated by the R segigenerated through regression.

The study also indicates from the findings thatehis a positive correlation between dividend
payout ratio and performance of firms in the finahand investment sector. This indicates that
the more stable the firm’s cash flow, the bettes ible to maintain a ‘high’ dividend relative to
its expected per share earnings since an incraagi@idend payout ratio leads to an increase in
performance as reported by the results. The sizieofiirm, the total tangible assets and the
debts are strong predictors of performance as atelicby the results in R-squared in every firm
at the financial and investment sector that wadistl

The study findings also indicate that in the indaktand allied sector, there exist a strong and
positive correlation between dividend payout raml the performance of firms in the sector at
the Nairobi Stock Exchange. This confirms that diévid policy is one of the most important
financial decisions that corporate managers eneoRwobins and Stobaugh (1973), since it has
the potential of increasing share prices and hest@ns to investors, and the financing of

internal growth and the equity base through reteisttogether with its gearing and leverage.
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Finally the study also finds that there is a strgogitive correlation between dividend payout
ratio and the performance of firms in the altenmtinvestment market sector. The study there
confirms that the higher the dividend payout rdtie higher the performance and vice versa as
reported by the correlation obtained for the firatsthe Nairobi stock exchange. Therefore
dividend is a clear factor in measuring the perfamoe of the firms. Their study therefore shows
that dividend policy forecasts future earnings gramvth of firms. An increase in dividends in a
quarter may be the result of the management’s ypatickeep investors satisfied and prevent
them from selling the stock at times when futureneas are expected to decline or current
losses are expected to continue in the trading.

5.3 Conclusion

Dividend payout ratio affects financial performaraced this relationship is strong and positive
across most firms at the Nairobi Stock Exchangehdtefore shows that dividend policy is
relevant and therefore affects the performance fofrahence its value contrary to theories that
view dividend policy as irrelevant. Total assetsl arvenue are also factors that affect the
performance of a firm as shown by the researchrfged The research findings also show that
the major factors that affect the dividend policy Isted firms are; firm size, market

capitalization, tangible assets, total debts andrettolders’ equity. This determines firms
profitability, pattern of past dividends, legal eg| financial leverage, investment opportunities,
growth stage and capital structure. Some of theofacsuch as ownership structure,
shareholder’s expectations, tax position of shddshns, industry practice growth stage capital
structure and access to capital markets can alsmib&idered in designing a dividend policy.

The firms that have been analyzed at the NairadekSExchange in this study indicates that firm
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performance is directly influenced by dividend patyoatio, market capitalization, tangible
assets, total debts and shareholders’ equity asaitedl by the results in the regression analysis
done in this study.

5.4 Recommendations for the Policy Makers

The study recommends that managers should devaguatk time in designing a dividend
policy that will enhance firm performance and tliere shareholder value. Managers consider
factors such as ownership structure, shareholégpgctations, and tax position of shareholders,
industry practice, growth stage, capital structanel access to capital markets in designing a
dividend policy. Finally, managers of the firmsthé stock exchange should reduce their total
debts to moderate performance and profitability.

5.5 Limitations of the Study

The study was limited to only four variables whinhlude dividend payout ratios firm size, total
assets and leverage. However, more factors maygtdifeancial performance of a firm. The
study faced time limitations. The duration in whitte study was to be conducted was limited
therefore an exhaustive research could not beechmut on all the factors that influence
financial performance.

The study was also limited to the listed companigly at the Nairobi Securities Exchange. The

study concentrated on listed companies ratheralahe companies in Kenya.
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5.6 Recommendations for further research

The study finally recommends a further study tacaeied out to establish the effect of taxation
on the financial performance of firms at the NSEfukther research may be conducted to
establish the impact of total liability on the merhance of firms at the NSE. A study should be
carried out to study the effect of corporate goaene, operating performance and growth on

financial performance of companies in Kenya.
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is a bona fide continuing student in the Master of Business Administration (MBA) degree
program in this University.

He/she is required to submit as part of his/her coursework assessment a research project
report on a management problem. We would like the students to do their projects on real
problems affecting firms in Kenya. We would, therefore, appreciate your assistance to
enable him/her collect data in your organization.

The results of the report will be used solely for academic purposes and a copy of the same
will be availed to the interviewed organizations on request.

Thank you.

02 AUG 2013
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PATRICK NYABUTO
FOR: MBA CO-ORDINATOR
SCHOOL OF BUSINESS
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APPENDIX I
List of Companies used in the Study

Agricultural Sector
Kakuzi Ltd.

Rea Vipingo Ltd.

Sasini Tea and Coffee Ltd.
Commercial and Services Sector
Car and General Ltd

CMC Holdings

Kenya Airways

Nation Media

TPS

Financial and Investment
Barclays Bank

Diamond Trust Bank
Housing Finance Co.
Jubilee Insurance

Pan Africa Insurance
Industrial and Allied Sector
Athi River Mining

Bamburi Cement

BOC Kenya Ltd

East Africa Cables

East African Breweries
KPLC

Total Kenya

Alternative Investment Market Segment
Express Kenya
Kapchorua Tea
Williamson Tea Kenya Ltd.
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APPENDIX Il
List of Companies Quoted on the Nairobi Securitie&xchange
Agricultural

1. Eaagads Ltd.

2. Kapchorua Tea Co. Ltd.

3. Kakuzi Ltd.

4. Limuru Tea Co. Ltd.

5. Rea Vipingo Plantations Ltd.

6. Sasini Ltd.

7. Williamson Tea Kenya Ltd.
Commercial and Services

1. Express Ltd.

2. Kenya Airways Ltd.

3. Nation Media Group Ltd.

4. Standard Group Ltd.

5. TPS Eastern Africa (Serena) Ltd.

6. Scan group Ltd.

7. Uchumi Supermarket Ltd.

8. Hutchings Biemer Ltd.

9. Longhorn Kenya Ltd.
Telecommunication and Technology

1. Access Kenya Group Ltd.
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\‘

Safaricom Ltd.

Automobiles and Accessories.
Car and General (K) Ltd.
CMC Holdings Ltd.

Sameer Africa Ltd.

. Marshalls (E.A.) Ltd.

Banking

1.

2.

8.

9.

Barclays Bank Ltd.

CFC Stanbic Holdings Ltd.

Diamond Trust Bank Kenya Ltd.

Housing Finance Co. Ltd.
Kenya Commercial Bank Ltd.
National Bank of Kenya Ltd.
NIC Bank Ltd.

Standard Chartered Bank Ltd.

Equity Bank Ltd.

10.The Co-operative Bank of Kenya Ltd.

Insurance

1.

2. Pan Africa Insurance Holdings Ltd.

Jubilee Holdings Ltd.

3. Kenya Re-Insurance Corporation Ltd.
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4. CFC Insurance Holdings

5. British American Investment Company (Kenya) Ltd.

6. CIC Insurance Group Ltd.
Investment

1. City Trust Ltd.

2. Olympia Capital Holdings Ltd.

3. Centum Investment Co. Ltd.

4. Trans-Century Ltd.
Manufacturing and Allied

1. B.O.C. Kenya Ltd.

2. British American Tobacco Kenya Ltd.

3. Carbacid Investments.

4. East African Breweries Ltd.

5. Mumias Sugar So. Ltd.

6. Unga Group Ltd.

7. Evaready East Africa Ltd.

8. A. Baumann Co. Ltd.
Construction and Allied

1. Athi River Mining Ltd.

2. Bamburi Cement Ltd.

3. Crown Berger Ltd.

4. East Africa Cables Ltd.

5. East Africa Portland Cement Ltd.
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Energy and Petroleum

1. Kenol/Kobil Ltd.

N

. Total Kenya Ltd.

3. KenssGen Ltd.

»

Kenya Power and Lighting Company Ltd.
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