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ABSTRACT

This study sought to investigate the impact of gtrreent decisions on performance of
companies quoted at the Nairobi Securities Exchalhg®ught to specifically assess the
impact of investment decisions on profitability cdmpanies quoted at the Nairobi
Security Exchange; as well as to ascertain ther@and strength of the relationship

between investment decisions and profitability @ihpanies quoted at the NSE.

The study adopted a descriptive survey designishegbpropriate to researches seeking to
describe the characteristics of firms quoted atNB&, estimate the proportion of firms
with distinct characteristics, and make predictioftse population this study consisted of
all forty (40) companies listed at the Nairobi Sdties Exchange as at 3December
2012. From the population that is the companiestegu@t the Nairobi Securities
Exchange, the researcher analyzed the data extroi® annual reports and accounts
for the period (2007-2012) quoted companies aslatD&cember 2012. The researcher
used secondary data to carry out the study. Secpmdda was beneficial to the study
because the researcher obtained the relevant metaannual reports and accounts for
the defined period for the quoted companies aiNhieobi Securities Exchange. Simple
regression analysis was then performed to estathlesihelationship between investments

and performance.

The study found out that there was a positive i@ahip between the invested amounts
and performance (profitability) of the listed comps. This is to mean that with
increased decisions on investments the companiagddweerform better. The study
recommends that there is need for the companies/atuate the various investments
options available so as to ensure that the prajaosen will give maximum value;
decision makers in the companies should also wamhisk involved in the projects
chosen so as to provide the most suitable rewardstdkeholders including shareholders

and customers.



CHAPTER ONE
INTRODUCTION

1.1 Background of the study

Capital budgeting practice has become one of thddmental criteria for a company
planning to undertake an investment. It is onehef ost important decisions that face
the financial managers today; these decisions shia@duture of the company. The
process of investment decision should be done gakito considerations the firm’s
strategic plan. Typical projects include the acgjois of plant and equipment, a
marketing campaign, developing a new businessantyat (Correieet al., 2007; Emery
& Finnerty, 1997). These projects are expectedptoduce future benefits to the
organization. Investment decision refers to thecgss of determining which investment
projects result in maximization of shareholdersieaglHermes et al., 2007). According to
Dayanandat al., (2002), the risk involved in investment decisi@ll< for involvement
of all the functional areas of the business to tplg in the decision making such as

production, marketing, data processing and humaartiment.

The selection of potential investment is done usiegeral techniques which have been
designed by many researchers the methods aid icathelation of expected return from
promising investment projects. The following tecjues can be used: the Net Present
Value (NPV), the Payback Period (PB), AccountingeRat Return (ARR), Internal Rate

of Return (IRR), Discounted Payback Period (DPR) BReal Options.



In Drury (2004), it has been shown that investnagtision is of importance to firms
because; it enables firms to determine which ptsjdtey should accept and companies
are also able to determine the total amount oftaapkpenditure which the firm should
undertake.. Investment affects the profitabilitg dong-term strategy of the organization.
This calls for management to use proper technituesaluate their projects since failure
to make valuable decisions can result in the comsarffering financially in the long-

run.

1.1.1 Investment Decision
Investment decision is the process of evaluatirdysatecting long-term investments that

are consistent with the firm’s goal of maximizingreer’'s wealth.

Horne, (2000) define investment decisions as thecaion of capital to investment
proposal whose benefits are to be realized in therdé and includes, new product or
expansion of existing products, replacement of mgent or buildings, research and

development, exploration and others.

Capital expenditure includes all those expenditusdsch are expected to produce
benefits to the firm for a period of over one yeamnd this includes both tangible and
intangible assets. Lynch (2001) looked at the ¢adir improving the capital budgeting
process to produce results, as a way of maximiimgs contribution to shareholders’
value. He argued that shareholders’ value can beeased by improving the capital
expenditures process for fixed assets with theatabat an understanding of the process
and a functioning continuous capital budgetingesyswere prerequisite to improvement

activities.



Investment decisions of a firm are generally knasgnthe capital budgeting, or capital
expenditure decision. It is defined as the firmisiea to invest its current funds most
efficiently in the long-term assets in anticipatiohan expected flow of benefits over a
series of years it includes expansion, acquisitioadernization and replacement of the
long-term assets, sale of a division or businegetinent), change in the methods of
sales distribution, an advertisement campaignarebeand development programme and
employee training, shares (tangible and intangddsets that create value) (Pandey

2005).

Despite all these problems, to what extent quotedpanies uses investment decision is
a question that remained unsolved. When we anahgéterature, the importance of the
theme; “past investment and profitability “beconaggparent not only for the academic
environment but also capital market and the compaagagers. However what is being
observed is still following an evolutionary pattemith different methodological
proposals being carried out. Hence this study giterto make a significant addition to
this debate by exploring gaps that still exist e titerature, as well as suggesting the
implementation of a more suitable statistical mddeldealing with the longitudinal data

of the profitability of companies.

Investments should be evaluated on the basis tdrierithat are compatible with the
objectives of the shareholders wealth maximizatibimerefore, all the stakeholders to
some extent have an interest in seeing sensibémdial decisions being taken. Many
business decisions do not involve a conflict betwesbjectives of each of the

stakeholders. Nevertheless, there are occasions wbmeone has to decide which



claimants are to have their objectives maximized which are merely to be satisfied-

that is, given just enough of a return to makertbentributions (Arnold 2005).

In a globalized world, companies are involved inoapetitive market environment, in
which competitors act against the company; changuppliers conditions; consumer can
then switch their preferences; and new technologiese; all of which change the
circumstances of competition. Faced with this siturg the results of investment can turn
out to be different from what was planned and thibeginning to be reflected in the
economic and financial results of companies ovperod of time. In this scenario and
from the standpoint of the company, investment slens are made with the aim of
adding value by obtaining a profit and positive lcdl®ws. From stand point of the
shareholders, the profit and positive cash flowsstrhe revealed in the stock prices

(Damodaran, 2010).

From the perspective of assessing the effects wésiments on the profitability of
companies, Gordon and lyengar (1996), Echevar@87), Kim (2001), Li (2004), Jiang
et al., (2006) and Hao et al. (2011) seek to deschese relations when investigating the
effects of investment on profitability in subsequeeriods to those of the investments
carried out. This study is based on the fact tmastment decisions are made, so it must
target positive returns and add value to the complanview of this, the main objective
of this work is to study the relation between irugnt carried out and the profitability

of companies quoted at the Nairobi security Exckang



1.1.2 Profitability measures

Profitability is the net profit arising from busse activities and decisions; it reflects the
effectiveness of operations and shows the effectgjaidity on asset management and
liabilities in the company results. Profitabilitare be calculated through performance
measures as for example, sales margins, returnsggtsa return on net worth among
others (Brigham and Houston, 2008). Indicators @A, ROE and asset turnover have
been used as proxy to the profitability of companiden related to levels of corporate
governance, ownership concentration or even to rfakeasts about future share prices,

among other applications (Gordon and lyengar, 19D&004; Jiang et al., 2011).

The return on assets (ROA) is one of the most widskd profitability measures; it is
well known in the accounting literature and représe¢he operational return provided by
all the assets of the company. As well as showhegéturn on investment for the whole
company, it is also a key benchmark for making egarison with third-party capital
cost estimates (Weygandt et al., 2009). Apart friiva indicators for profitability
calculated by accounting measures, there are imigthat use market values to measure
the profitability of a company. Tobin’s q coeffiakeis recommended in the financial
literature as a criterion that can allow the perfance of companies to be measured

(Wenderfelt and Montgomery, 1988; Bharadwaj eti#199).

The two indicators are used to measure the prdfitalof companies over a period of
time: i) the ROA show the profitability provided lilie total assets of the company
(calculated annually for each company by dividimgem@ting results by average total

assets). ii) the Tobin’s q coefficient which shqvesformance obtained by the company’s



shares in the stock market related to its totaétasgalculated annually and for each
company using as a basis the market share valugldmecember or the quotation
immediately before, added to the short and longitéabilities divided by the total

amount of fixed assets in the balance sheet of gaah in accordance with Shin and
Stulz, 2000). In this case, Tobin’s q coefficiehbws a future perspective of profitability
by relating the values of company’s assets with rierket value of its shares and

liabilities

1.1.3 Nairobi Securities Exchange

The Securities Exchange is an organized market evsayck and shares are issued,
bought and sold through the services of stockbsokemdealers. It is, therefore, a part of
the capital market.

The stock market consists of those institutionslidgan long-term funds, and these
include the Stock Exchange. The Stock Exchangesde#th new issues and second-hand
shares. The second-hand market is always extrawilgiriarger than the new issue
market. The shares are much more liquid, and as &y are much more attractive to
invest in. This is especially so if they can cotiyebe predicted that they can be readily
resold for cash at a later date.

The Stock Exchange provides the market for sua@sale where second-hand shares may
be bought or sold. The company issuing the shaaestdy make prior arrangements for
their shares to be traded.

Nairobi securities exchange has the following fiom among others: It enables

mobilization of savings for investment in produetienterprises as an alternative in



putting savings in bank deposits, real-estate imvest or outright consumption, gives
room to the growth of related financial servicestsee.g. insurance pension schemes,
which nurture the spirit of savings, makes it efsgheck against the flight of capital that
occurs due to local inflation and currency depremmaand it permits the owners of

capital to “divorce” from managing their capital.

1.1.4 Relationship between Profitability and Inveshent decisions

Financing decisions require an appropriate selecéiod combination of capital from
available sources, investment decisions are coadewith the efficient deployment of
capital funds. When the firms make investment pitditability or the amount of internal
funds are considered. As a result, there existsalusal relationship among investment
and profitability. In general the firm needs an emive, a means of evaluating or
measuring proposed investment and financing oppibies and a criterion for their
acceptance or rejection in order to make its firlndecisions on a rational basis. The
cost of capital is an important element in makipgroal investment decision because of
the need to devise a rational mechanism for matkiagnvestment decision of the firm.
Successful investment decisions generate positeash flows which can be used to
make interest payment. So the investment decisimn$ar more important than financing
decision because it is the investment decision hvtlecides the level of future cash flows
generated from successful trading. As sensibley'dirpractical managers must solve

investment and financing decisions at the same (ilee and Dobbin, 1986).



1.2 Statement of the problem

Most of the results conducted on investment degisiod firm performance are majorly
on large company and in the context of developashity (OECD 2003, Melville et al..,
2004), in their findings some asserted positive aotpand others considered it
insignificant while some even assume negative imp@&tratopolous 2000). The
performance of these quoted companies has becomesavoe that one felt it deserve a
thorough investigation. That is why it becomes impige to conduct this research in
guoted companies at the Nairobi Security Exchafides present study has it as an
objective to elucidate whether investment a deoisias any effect on the profitability of
guoted companies with emphasis Nairobi SecurityhBrge.

The relationship between performance and the imest decision-making process has
attracted much theoretical attention (for examplaijey et al., in press; Simpso&t al.,
2000; Wensley, 1999 and 1997; McCunn, 1998; Ot&B97; Nutt, 1997). In 1977
Hambrick and Snow advanced a model of interacti@ween current and past
performance and the investment decision-makingge®icbut concluded that the effects
of the investment decision-making process on perémice were not well articulated and
that the available evidence was insufficient to psrp specific theories (Papadakis,
1998). Although many other studies (for exampleamand Sharfman, 1996; Hart, 1992;
Quinn, 1980) have described and explained the imeasg decision-making process, little
consensus has emerged as to the expected rel@omstween organizational
performance and investment decision-making prosedee example, Prieret al., 1995;

Rajagopalaret al., 1993).



There are few studies carried out on this area amyld.( Malombe 2009) on the
relationship between capital budgeting methods padormance of water services
boards in Kenya and (Kadondi, 2002) A survey opi@ Budgeting Techniques used
by companies listed at the Nairobi Securities Ergea(NSE)-Previously Nairobi Stock
ExchangeAccording 71% of respondents, their companiesidensd capital budgeting

process a strategy for achieving competitive achgatAnother finding of the study was
that small companies use IRR and Payback Methode \arge Companies with high

net profit margins use NPV, IRR and Payback Permgthods. This study is set to
investigate the impact of investment decisionsa(f) on performance of companies

guoted at the Nairobi Securities Exchange.

1.3 Obijective of the study
The objective of the study was to assess the impécinvestment decisions on

profitability of companies quoted at the Nairobc8ety Exchange.

1.4 Value of the study
The study benefited the top managers and policyensakf the company regarding

decision on optimum level of investment decisiorgys of managing it and overall
policies on Investment decision. It gives a cleadarstanding about the relationship
between investment decision and profitability o quoted at the Nairobi Security
Exchange.

The study acts as a guideline for those who conttheédt study on similar topic and gives
brief information for shareholders, prospective tongers and creditors of a firm

regarding profitability in relation to investmergasions.



Current and potential investors in firms quotethatNSE and other firms in competitive

industries will find research findings valuable.eTktudy will add knowledge on the

understanding of the impact of investment decismmsompany performance.

A study of investment decision is very important ifternal and external experts. Sales
expansion, dividend declaration, plant expansiaw product line, increase in salaries
and wages etc put added strain on investment dagxans.

The research would be useful source material fadamicians and students on
investment decision and profitability

Management consultants could use the results afefearch as a guide in advising their

clients (companies) on efficient investment decisio

10



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

The purpose of this chapter was to review the emeéeon investment decision and
profitability of companies. Hence, the chapter risaiaged into three sections. The first
section presents the review of theories on investrdecision while the second section
reviews the empirical evidence pertaining to inwesit decision and profitability. Third,

the section presents conclusions on the literauiew on investment decision.

2.2 Review of theories

2.2.1 Neoclassical Theory

The neoclassical model formulation by Jorgenser6319966, 1967, and 1971) and
associates in the wake of the Modigliani-Miller 89 came up. Pioneered by Dale
Jorgenson of Harvard and confirms that Real inta@gs and taxes play a key role in
determining investment spending. Jorgenson used th&ory to analyze the

responsiveness of investment to a variety of tapentives, including investment tax

credits that are subsidies to investment

The neoclassical model of investment implies thaestment decisions depend mainly
upon the cost of capital, and that the real ananiomal decisions undertaken by the firms
are separate. The departure of the Jorgensonianagbpwas also providing a structural

formulation of the investment decision, based afipmaximization behavior by firms.

11



2.2.2 Accelerator theory
In the Eisner model, gross capital expenditure faration of sales, depreciation, and

profits. Eisner (1978) argued that the rate of eigue output should be the primary
determinant of investment. In practice, this trated to formulating investment as a
distributed lag function of current and past chanigesales. The forces influencing the
expected profitability of investment is capturedcurrent and past profits, which may
also capture some capital supply effects. i.e.th extent the capital markets are
imperfect; firms tend to invest more when profits high and less when profits are low.

A different approach to investment relative to grefit-maximizing model is that of the

accelerator model. This model begins with the motlmat a certain amount of capital is
necessary to support a given level of economiwiggtiwe can define this relationship

as being proportional to GDP:

2.3 Review of empirical studies

There are several studies in the literature thegsssthe effects of investment carried out
by companies from different standpoints as: ab&fattveness of investments (Biddle et

al. 2009; Cutillas and Sanchez, 2012); their retatwith the expected stock returns

(McConnell and Muscarella, 1985; Titman et al., £0Bama and French, 2006); their

relation with profitability or firm value (Gordonnd lyengar, 1996; Echevarria, 1997,

Jiang et al., 2006; Hao et al., 2011)

Kadondi (2002) carried out a survey on capital latithg) techniques used by companies
listed at Nairobi Securities Exchange (NSE). Thgdtives were to document the capital

budgeting techniques used in investment appraisalcérporations in Kenya, to

12



determine whether the techniques used conformeoryhand practices of organizations
in developed countries and to determine how firmd @EO characteristics influence the
use of a particular technique. She intended to wanithe study on 54 Companies listed at
the NSE but the analysis included only 43 Compawigsse annual reports and accounts
were available. Of these, only 28 Companies respdnof which 50% were small
companies and 50% large companies. Data was al@ébtough questionnaires. Data
was analyzed using SPSS and was put into frequdistijbution tables. Chi-square test
was used to test relationships between technigo@dian characteristics. The findings
of the study were that 31% of the companies usgbd®k Period method, 27% use NPV
while 23% uses IRR. According 71% of respondeihisiy tcompanies considered capital
budgeting process a strategy for achieving competi#tdvantage. Another finding of the
study was that small companies use IRR and Paybktkods while large Companies

with high net profit margins use NPV, IRR and PagoReriod methods.

This study is consistent with the survey done byafam & Harvey, 2002) who found
that large firms favored the sophisticated techesgof capital budgeting while the
smaller firms favored the traditional methods oyhmeck and ARR. The issue of capital
budgeting techniques being used as a strategic ftsobenchmarking and gaining

competitive edge was imminent in the study and erecar with the findings.

Graham and Harvey (2002) sought to find out hovefcfinance officers (CFOs) make
capital budgeting decisions and identify areas wtibeory and practice are consistent.
They asked CFOs to rate how frequently they ustdrdnt capital budgeting techniques

on a scale. The sample consisted of 4,440 US fiAn®tal of 392 CFOs responded to

13



the survey giving a response rate of 9%. Though b rate was consistent with the
response rate for the quarterly FEI-Duke surveysghesponse rate is usually 8-10%,
given the length (three pages) and depth (apprdrignd00 questions) of the survey.
They reported results by summarizing the percentd@e-Os who said that they always
or almost always used a particular capital budgegmaluation technique. The study
found that NPV and IRR were the most frequentlydusapital budgeting techniques,
74.9% of CFOs always or almost always used NPV7%5almost or always used IRR
while 56.9% of CFOs used hurdle rate. They alsadoout that companies that pay
dividends were significantly more likely to use NR¥d IRR than firms that do not pay
dividends regardless of firm size. Public companvese found to be more likely to use
NPV and IRR than private companies. Other than NFRR and the hurdle rate, the
payback period was the most frequently used capitdgeting technique (56.7% always
or almost used use this technique). This was faundrising because finance textbooks
have lamented shortcomings of payback criteriondfiezades. The choice of evaluation
technique was found to be linked to firm size amdcetive characteristics. They also
observed that payback period method is used by dephisticated, older managers

without MBAs.

Robichek and Van Horne (1967) noted that routinesiteration of the abandonment
option reduces the potential for down side movenmrenalue. Using the option-pricing

they have shown that an asset payoff is bonded toetow when the abandonment
option is explicitly considered. Their approach &mgzes the reduction of the potential
losses as opposed to risk and the increase invatwe implied by the abandonment

option is more obvious. According to them, the amarment value is the value of the

14



abandonment option and its worth should be includethe calculation of the present

value of the future cash inflows.

The calculations of the present value at time £BMO); provide the market valuation at
such a point in time. As time passes, conditioitigee endogenous or exogenous to the
firm, will change the present value of an assetwslthe present value of future cash
flows of the same asset will be different at anyegi point in time. The question of
whether to abandon and the decision process ajghmal timing of abandonment have
been considered. They suggest that a policy of ddbang an asset one period after
abandonment value becomes greater than the presieiet (AV>PV) would benefit the

firm.

They considered investment in a mine when mothizalican occur by incurring
maintenance cost and costless abandonment of tie impossible. They found that it's
optimal to close the mine only when the output @ri@as fallen considerably below
production cost, and conversely, it's not optintaf¢-open a mothballed mine even when
the output rises, well above the production coltsis, there is a range of value of output
prices over which it is optimal to produce. Thisspbmenon, that is a consequence of the
interaction of sunk costs and uncertainty, is refrto in economic literature as

hysteresis.

In their work, Holmén and Pramborg (2009) invesgdaSwedish firms’ use of capital
budgeting techniques for foreign direct investmgiiSl). Questionnaires were sent to
the CFOs of the Swedish firms that had respondeddorvey from the Swedish central
bank (Riksbanken) in the spring of 2003, regardiog much FDI the firm had invested
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as of December 2002. A total of 497 firms met thigeca and 200 responded. They
surveyed to what extent firms actually use pre-stivent strategies to manage political
risks. They focused the analysis on whether firnesewmore likely to use the Payback
method instead of the theoretically correct NPV hundtwhen the risk of expropriation

was perceived to be high. They concluded thatérptiesence of political risks, managers
are reluctant to rely on the traditional NPV mettaod suggest this is due to the fact that
they find it difficult to take such risks into aagat. This is consistent with managers
being bounded rational decision makers, using €mplles of thumb when the

deliberation cost is high. Further, the results @mesistent with the notion that the rules

of thumb are adjusted to proxy optimal decisiofieass possible.

Block (2005) carried out a study on the use of tehpudgeting procedures between
industries and stated that while it is easy toestfaht the use of capital budgeting analysis
has become more sophisticated over the decadegjudstion remains as to whether
different industries have followed the same pattei@ conducted a survey comprising of
three hundred and two companies and organized #iengy industry lines. Chi-square

independence of classification tests indicated thatull hypothesis of no significant

relationship between industry classification angite budgeting procedures could be
rejected in a number of decision-making areas oty goal setting, rates of return, and
portfolio considerations. This emphasized the pthat, just as industry patterns affects

financing decisions; they also affect capital buttgedecisions.

Uddin and Chowdhury (2009) sought to find out wieetthe capital budgeting theory of

large business is well applicable for the smalliesses or not. He suggested that if it is
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not, then further development of theory becomeessary. He found that out that there
is no well accepted standard definition of smaBibass in the literature that can be used
to create the basis of applying the theory of ehpitidgeting. It is possible to say that the
theory of capital budgeting, which is constructetier assumptions related to large
incorporated businesses, is not fully applicabtesfoall businesses. He argued that NPV
however is the ultimately suggested method of ehpiidgeting that involves estimation

of cash flows, and the market determined discoat®. Both of these two tasks require
expertise and relevant knowledge. Decision-makersmall businesses may lack this

knowledge or may find it cost ineffective to hiket kind of expertise.

Moreover, market determined discount rate is nasfide to find since the market for
small business’s capital is not liquid, which does allow thinking about separation of
investment and financing decision. Also, the effafcagency conflict, when it is present,
on the investment decision, is different for snbalsinesses because of lack of separating
ownership and control. Size and availability ofitalpas well as investment opportunities
are also among some other factors contributinghi® ¢onclusion. He found that the
reasons for the inapplicability were:-lack of knedtje, cost of hiring outside
consultants, low priority of planning, size and itafaility of capital, size and availability

of investment opportunities, tendency of high mdi&a on easy techniques like payback
period, short operating history, credit constraiwifficulties in quantifying future cash

flow, and limited discretionary alternatives fov@stments.

Stein and Scharfstein (1997) developed a two-tiaghcy model that shows how rent-

seeking behaviour on the part of division managems subvert the workings of an
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internal capital market. By rent-seeking, divisioranagers can raise their bargaining
power and extract greater overall compensation fileenCEO. And because the CEO is
herself an agent of outside investors, this extrapmensation may take the form not of
cash wages, but rather of preferential capital btidg allocations. One interesting
feature of his model is that it implies a kind gbtialism” in internal capital allocation,
whereby weaker divisions get subsidized by stronges.

Dean and Sharfman (1996) observed, the followirgassumptions must hold to prove a
link between investment decision process and detisffectiveness. Firstly, it must be
assumed that investment decision processes atedétachoices; or, more specifically,
that the investment decision process followed erltes the choices made this could of
course be tested in an organizational level amalysithough this assumption appears
intuitively obvious, many academics have argued tina operating environment shapes
organizational and individual choices (Aldrich, 997Pfeffer and Salancik, 1978).
Others, however, claim that despite the existerfcth@se external factors, managers
retain a substantial degree of control over choides example, Miles, 1982; Child,
1972). One argument made in favor of this posibgrDean and Sharfman (1996) is that
some managers make very poor choices with devagtatinsequences for their firms,
while others in very similar circumstances make mbetter choices (for example,
Bourgeois, 1984). Such variation, the authors §sseuld not exist if constraints alone
were driving decisions. Hence, Dean and Sharfm@8g)L.conclude that it appears likely
that viable outcomes are a product of the decigrooess used. Leading on from this, the
second assumption is that choices relate to outspmeued that all outcomes are not

equally good. Once again there can be very litthebd that external forces also influence
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decision effectiveness (Hitt and Tyler, 1991; Réefbnd Salancik, 1978).Changes in
competitor strategies or customer tastes can tuategic coups into disasters or vice
versa. However, Dean and Sharfman (1996) noteittih&tunlikely that the influence of
such forces eliminates the impact of choice on dieci effectiveness as it is hard to
imagine a decision in which all potential choicedll vbe equally successful or
unsuccessful. The two assumptions then appeariplauPean and Sharfman, 1996)
which suggests that it is reasonable to expecinhestment appraisal decision-making
process to influence decision effectiveness. HoweseAldrich rightly observed (1979),
the importance of managerial decisions in detemmginorganizational outcomes is
ultimately an empirical question (Dean and Sharfri&96).

Many empirical studies have investigated the emtsteof a relationship between the
investment decision-making process and effectivenisne have concentrated on the
use of decision analysis in the investment decisiaking processes of organizations.
However, several have explored the effects of cemgmsiveness, rationality, formality
and consensus in the decision-making process @nizaional performance. In much of
the decision theory literature, it is argued thatision Analysis provides a convincing
rationale for choice improves communication and nper direct and separate
comparisons of different people’s conceptions ef structure of the problem, and of the
assessment of decomposed elements within theatstas, thereby raising consciousness
about the root of any conflict.(Humphreys, 1980Anodwin and Wright, 1991 pl177)
Goodwin and Wright (1991) also argue that adoptinglecision analysis approach
implies comprehensiveness/rationality and formébraof the decision-making process,

improved communication amongst the stakeholderspaodides the organization with
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access to a common language for discussing theealsnof a decision problem. This,
they argue, helps to build consensus in the compavityich in turn expedites
implementation of the decision.

Since adopting decision analysis clearly involvesmprehensiveness, rationality,
increased formality and high levels of organizagiooonsensus, it suffices to examine
that empirical literature that has examined thati@hship between these aspects of the
investment decision-making process and decisioectfeness. These studies are now
examined. Attention is first focused on the effeictomprehensiveness and rationality in

the decision-making process.

Smith et al. (1988) provided some empirical support for a pesitielationship between
performance and comprehensiveness/rationality é décision-making process. They
found that, for both small and larger firms, cont@esive decision making processes
out-performed less comprehensive. Similarly, Jogteal. (1992) reported consistently
positive relationships between organizational e¢ifecess and comprehensiveness in
decision-making. In addition, a series of publicas on hospital integration strategies
(for example, Blairet al., 1990), researchers found that successful ventwe®
associated with comprehensive strategy formulapitesses (Papadakis, 1998). Janis.
(1989) case studies suggested that public polieysaas that used rational methods
were more successful than those that did not P&mad@d998) study also provided
evidence that the companies that exhibit the sesingrganizational performance tend to
be those with rational decision-making processgmracipative approach and extensive

financial reporting. Furthermore, studies by Capbal. (1994) and Pearos al. (1987)
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suggest that formalization in strategic planningoasitively related to organizational
performance. Such results led Papadakis (1998)ypmthesize that performance is
positively related to comprehensiveness/rationaityl formalization in the investment

decision-making process.

Conversely, Fredrickson and his colleagues (Frksioic and laquinto, 1989;
Fredrickson, 1985; Fredrickson, 1984; Fredricksord aMitchell, 1984) looked at
prototypical (assessed by response to a scenatiogrrthan actual investment decision-
making processes and related them to firm perfoomaather than to specific decision
outcomes and concluded that firms usually do n& sisck generated by excellent
performance to pay the costs of seeking optimaltswis; instead resources are absorbed
as suboptimal decisions are made. This phenomegnhelp explain why managers in
historically successful firms sometimes make aeseof what appear to be inadequately
considered, intuitive decisions that in combinatidrave significant negative

consequences (Fredrickson, 1985 p824).

Similarly, Cyert and March (1963) argued that sigreperformance lowered the
intensity with which organizations searched for aadalyzed information. More
specifically, Bourgeois (1981) and March and Sim@®58) proposed that slack

resources permit organizations the luxury of sgtigf and sub-optimal decision-making.

Whereas in poorly performing organizations the latlasic funds exerts pressure on
management during the making of crucial decisiassa wrong decision may drive the
firm out of business. Consequently, since managemmesless scope for error, they may
have strong incentives to follow rational/comprediea processes (Bourgeois and
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Eisenhardt, 1988; Cyert and March, 1963). This estygy that managers of poorly
performing firms may hire consultants, seek ad¥icen various sources and conduct
extensive financial analyses (Papadakis, 1998 8bservations led Fredrickson (1985)
to conclude that the investment decision-makingcgss of poor performers is more
comprehensive than that of excellent performerg dlbove arguments, if correct, would
indicate that good organizational performance is gatigely related to

comprehensiveness/rationality in the investmentistatmaking Process (Papadakis,

1998).

Clearly, then, much of the research to date appedrave produced contradictory results
and no consensus seems to have yet emerged. Gowtridwe arguments of Fredrickson
(1985) and others, it can be argued that good pedoce enables companies to
rationalize/ modernize their internal structure aydtems and thus be in a position to
apply more rational/ comprehensive and formalizedestment decision making
processes for two reasons. Firstly, as Dean andrSéia (1996) have previously argued,
effective decisions must be based on organizatigoals. Rational decisions usually
require extensive data collection and analysisreffand it is difficult to do this unless
the decision is closely aligned to the organizasimbjectives (Langley, 1989). Hitt and
Tyler (1991, p329) described rational, formalizedcidion-making as a series of
analytical processes in which a set of objectiviéerga is used to evaluate strategic
alternatives. This orientation toward organizatlogaals makes it more likely that
procedurally rational decisions will be effectii@gan and Sharfman, 1996). Secondly,
formalized, rational decisions are also likely tvolve relatively complete information

and knowledge of constraints. Executives who collextensive information before
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making decisions will have more accurate perceptioh environmental conditions,

which have been shown to relate positively to fpenformance (Bourgeois, 1985).

Therefore, it can be argued that good performerdems likely to exhibit less politics and

less problem-solving disagreement in their decisi@king process.

This section has justified the assumptions thattralel in order to prove a link between
investment decision process and effectivenessadtreviewed those empirical studies
that have focused on the effects of comprehenssgneationality, formality and

consensus in the decision-making process on org@omal performance. It therefore
suffices to advance only one hypothesis for emglitiesting in this thesis. Organizational
performance is positively related to use of deasanalysis in investment appraisal

decision-making.

2.4 Conclusions

A capital expenditure budget is one of the comptsdrat make up the financial budget.
Each of the budget components has its own uniqogibation to make toward effective
planning and control of business operations. Faingle conventional, independent
projects, the IRR, NPV and Pl methods lead us tkensamilar accept/ reject decision.
Various types of circumstances and projects diffees can cause ranking difficulties.
Four situations that could cause include; when duack limited necessitating capital
rationing, when ranking two or more projects pragewith varied lives, when ranking
two or more projects with different Investment gsaind when projects have opposite

cash flow patterns.
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Since investment decisions are important for thepamny, it is hoped that this study can
make a positive contribution to decision-making @hiovestment. It should also be of
value to the stock market and its investors by igliog confirmation through market
measurements that profitability is positively rethtto past and present investment, past

profitability and growth opportunities.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter outlines the methods the researchet tes achieve the objectives of the
study and thereby attempt to answer the reseaijelstofes outlined in Chapter One. The
chapter further discusses the following aspecteeséarch that the study utilized; they
include:- research design, study population, reteasample, data collection and

procedure, data analysis, data validity and rdltgbi

3.2 Research Design

The study adopted a descriptive survey designishegbpropriate to researches seeking to
describe the characteristics of firms quoted atNB&, estimate the proportion of firms
with distinct characteristics, and make predictiofise purpose of a descriptive study is
normally to gather information about the presenisteng conditions without making
amends to the actual observation (Creswell, 19bdgrefore, this study aims to gather
information from the firms quoted at the Nairobic8eties Exchange. Descriptive
survey, according to Best and Kahn (1998) has thiityato produce statistical
information about aspects of education that intggebcy-makers and researchers.
According to Orodho (2003), descriptive survey aesk designs are used in preliminary
and exploratory studies to enable researchers mattiermation, summarize, and
interpret the data. The purpose of descriptive are$e according to Mugenda and
Mugenda (2003) is to determine and report phenonaith help in establishing the

current population under the study. The chosengdesinabled the researcher to
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adequately address the research questions and metdhe objectives of the proposed

study.

3.3 Population

Cooper and Schindler (2006) define population astdial collection of elements about
which one wishes to make some inferences. Thisysttdnded to cover the companies
guoted at the Nairobi Securities Exchange. Theareber obtained the company data
extracted from annual reports and accounts fop#reds selected, from the companies
quoted at the NSE to obtain the information thatidaenable achieve the objectives of
the study. According to Mugenda and Mugenda (20@&)target population should have
some observable traits to which the researcher aiméen generalizing the result of the
study. The researcher has done the profiling sineeature of the information required
can only be obtained from the target populationrfmiteverybody else.

The population this study consisted of all forty0X4&ompanies listed at the Nairobi

Securities Exchange as af‘Tecember 2012

3.4 Sample Design

From the population that is the companies quotdatieaiNairobi securities Exchange, the
researcher analyzed the data extracted from amepatts and accounts for the period
(2007-2012) quoted companies as at Bkecember 2012. The reason for the researcher
to sample from the forty listed companies is beeafdhe following reasons. There were
new entrants in the market which have not lastecertttan five years, other companies
to be eliminated are those that one is unabledtifyuthe trend i.e. no consistency in the

period in the market and those that were suspeddedg the period.
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Financial institutions and insurance firms adopffedent reporting structure in their
annual reports and accounts. They are also sulgjesgtecial regulations e.g. banking and
insurance Acts. Consequently the companies in thandial institutions sector and

insurance sector will be excluded from the analysis

3.5 Data Collection Method

The researcher used secondary data to carry ostutg. Secondary data was beneficial
to the study because the researcher obtained ldnean¢ data from annual reports and
accounts for the defined period for the quoted camgs at the Nairobi Securities

Exchange.

3.6 Data Analysis Method
Using financial reports for the years 2007 to 20thi2al amount spend on investment

activities; return on assets (ROA) was calculatedife years for each company.

Simple regression analysis was then performed tabksh the relationship between
investments and returns performance indicators R@®A, Investment amounts were

regressed against performance indicators for time geeriod.

The regression equation was:

Y= atbX+e

Where

Y is the returns performance indicators (ROA)
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X is the amount spent on investments

b is the slope or gradient of investment amount.

While a is the constant arglis the error term.

Co-efficient of correlation R was used to establish relationship between ROA, as
dependent variables and investments as independeables. A positive R showed a

direct relationship while a negative R showed amige relationship.

Co-efficient of determination R squared was usedmiasure the total variation in
dependent variable (performance indicators) thlth&i accounted for by the variation in

the independent variable (investments)

F test was used to test the significance of theadvemodel. The null hypothesis (i.e. the
model lacking explanatory power) will be rejectelden significance value F statistic was

less than 0.05 (significance level).

Durbin Watson test was used to test the autocoimalan the model. It tested the
independence of each value of investments at diffeobservations. Durbin Watson

value above 2 shows the absence of autocorrelation.

T test was used to test for the significance ohgaedictor variables in the model. The
null hypothesis (i.e. the model lacking explanatgopwer) was rejected when

significance value t statistic will be less tha@3(significance level).
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Considering the qualitative nature of the study #me information from the collected
data, the data will be analyzed using qualitatisatent analysis. Content analysis is a
method of summarizing any form of content by cougtits various aspects, thus
enabling a more objective evaluation. The consmatlysis will be carried out to identify
the companies that will have a positive correlation investment decision and
profitability. Analysis of data collected will thdme compared with theoretical approach
and themes in literature review. The data will balgzed and thereafter be interpreted

with respect to research questions using tifeviTsion of SPSS.

3.7 Data Validity and Reliability

Validity is the ability of the research instrumerits measure what is purported to
measure. This will be relayed by the auto correfabf the data analyzed for the period
selected.

Reliability is concerned with estimates of the @sgto which a measurement is free of
random or unstable error. Reliable instrumentsrabeist; they work well at different
times under different conditions. This distinctiohtime and condition is the basis for

frequently used perspectives on reliability-staéjilequivalence and internal consistency
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CHAPTER FOUR
DATA ANALYSIS FINDINGS AND INTERPRETATION

4.1 Introduction

This chapter presents the findings of the studgthas the data collected from the field.
The study sought to determine the effects of imaest decisions on profitability of
companies quoted at the Nairobi Securities Exchafige study used the secondary data
which included the financial statements (balanasethand profit and loss accounts) of

the companies listed in the NSE for period of sang (2007-2012).

4.2 Findings

The regression model was applied to determine tren fof relationship between
investments and returns performance indicators R@A, Investment amounts were
regressed against performance indicators for th@geetween 2007 to 2012.The

regression equation took the following form.
Y= at+bX+e

Where:Y is the returns performance indicators (ROA)is a constant whil is the

amount spent on investments, whelis the error term.

Investment value of the companies was presentdtkéy assets plus current assets less

current liabilities. Further, the investment indeas calculated as follows:

Investment Index =Investment

Average total assets

30



Table 4.1 Model Summary- Year 2007

Model

R Square Adjusted R Square

Std. Error of the Estimate

0.950(a)

0.902 0.878

1.32157

a) Predictors: (Constant), Invested Amount

Adjusted R is called the coefficient of determination andsteis how performance of the

listed companies which was represented by ROA (Degpat variable) varied with

(independent variables) the investments amountsn fine regression model summary in

table 4.1 above, the value of adjustetdidR0.878. This implies that investment amounts

explained 87.8% of performance in the listed congmnThis is to mean that the

regression line accounts for 87.8% of the totakolmtions.

Table 4.2 ANOVA

Model Sum of Squares ch Mean Square F Sig.

1 Regression 64.635 1 64.635 37.007 .004(a)
Residual 8.735 5| 1.747
Total 73.370 6

a) Predictors: (Constant), Invested Amount

b) Dependent Variable: Profitability (ROA)
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The study used ANOVA to establish the significantéhe regression model from which

an f-significance value of p=0.004 was establisfAdds shows that the regression model

has a less than 0.004 likelihood (probability) ofimg a wrong prediction. Hence the

regression model has a confidence level of 95%.

Table 4.3 Coefficients Results

Model Un-standardized Standardized Sig.
Coefficients Coefficients
B Std. Error Beta
1 (Constant) 35.920 3.653 9.832 0.001
Invested amounts 0.731 0.120 0.950 6.083 0.004

a) Dependent Variable: Profitability (ROA)

From the regression analysis, the following regogsequation was established:

ROA =35.920+ 0.731X;

From the above regression model, it can be sedn dhanit increase in investments

amount would cause an increase in profitabilitydbynit of 0.731. The results further

show that there was a significant relationship leetw investment amounts and

performance/profitability of the listed companies ahown by the P value:

(P=0.004<0.005).
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Table 4.4 Model Summary Year 2008

Model |R R Square Adjusted R Square | Std. Error of the Estimatg

1 0.950(a)| 0.902 0.883 1.28623

a) Predictors: (Constant), Invested Amount

A correlation value of 0.950 was established wrsblows a high relationship between
dependent and independent variables. This is alsowrs by a coefficient of
determination value of 0.883. This is to mean thia, investments amounts explained

88.3% of the returns in the year 2008.

Table 4.5 ANOVA

Model Sum of Squares dff Mean Square F Sig.

1 Regression 76.308 1 76.308 46.125 0.001(a)
Residual 8.272 5 1.654
Total 84.580 6

a) Predictors: (Constant), Invested Amount

b) Dependent Variable: Profitability (ROA)
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The study used ANOVA to establish the significantéhe regression model from which
an f-significance value of p=0.001 was establisfAdds shows that the regression model

has a less than 0.001 likelihood (probability) mirgg a wrong prediction.

Table 4.6 Coefficients Results

Model Un-standardized | Standardized | t Sig.
Coefficients Coefficients
B Std. Beta
Error
1 (Constant) 36.64% 3.459 10.593 0.000
Invested 0.761 0.112 0.950 6.792 0.001
amounts

a) Dependent Variable: Profitability (ROA)

The study shows that, a unit increase in investraamunts would cause an increase in

return on assets at unit of 0.761. The followingression analysis was obtained:

ROA = 36.645+ 0.761X;

The results further show that there is a signifigatationship between invested amounts
and profitability (ROA) of the listed companies ahown: online banking (p=
0.001<0.05). Hence, there is a positive and sicgnifi relationship between ROA and

investment amounts.
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Table 4.7 Model Summary Year 2009

Model |R R Square ' Adjusted R Square | Std. Error of the Estimat

11%

1 0.760(a) | 0.577 0.542 0.333

a) Predictors: (Constant), Invested Amount

Table 4.7 above shows the value of adjustédisR0.542. This implies that, the
independent variables- invested amounts, explad®fd% of return on assets. This is

also to mean that the regression line accounts4@% of the total observations.

Table 4.8 ANOVA
Model Sum of Squares | df| Mean F Sig.
Square
1 Regression 1.819 1| 1.819 16.38R000(a)
Residual 0.555 5/ 0.111
Total 2.374 6

a) Predictors: (Constant), Invested Amount

b) Dependent Variable: Profitability (ROA)
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In table 4.8 above, an f-significance value of 880. was established. This shows that

the regression model has a less than 0.1% likalinpoobability) of giving a wrong

prediction. Hence the regression model is reliabiee it has a confidence level of above

95%.

Table 4.9 Coefficients Results

Model Un-standardized Standardized Sig.
Coefficients Coefficients
B Std. Beta
Error
(Constant) 4.179 0.152 1.178 0.000
Invested amounts 0.502 0.096 0.324 3.143 0.003

a Dependent Variable: Profitability (ROA)

The following regression equation was established:

ROA =4.179+ 0.502X;

From the above regression model, holding all theabées constant, return on assets

would be achieved at a unit of 4.179 while a umir@éase in investments amounts in the

companies listed in the NSE would cause an incr@ageturn on assets by a unit of

0.502. Moreover, the study found out that there wasgnificant relationship between

invested amounts in the companies and the retuassets (p=0.003<0.05).
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Table 4.10 Model Summary Year 2010

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

1 0.895(a) | 0.801 0.766 0.53181

a) Predictors: (Constant), Invested amounts

From the regression model summary above, the vafuadjusted R is 0.766. This
implies that, there was a variation of 76.6% ofineton assets with the invested amounts,

or rather; the invested amounts explained 76.6%efeturn on assets in the year 2010.

Table 4.11 Analysis of Variance- ANOVA

Model Sum of Squares| df Mean Square F Sig.
Regression 4.985 1 4.985 17.625 0.000(a)
Residual 1.415 5 0.283

Total 6.40 6

a) Predictors: (Constant), Invested Amount
b) Dependent Variable: Profitability (ROA)
The analysis of variance was calculated to establis reliability of the model results.

An f-significance value of p=0.000 was establiskddch implies that model has a less
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than 0.1% likelihood (probability) of giving a wrgnprediction; hence the model is

reliable.

Table 4.12 Coefficients Results

Model Un-standardized Standardized | t Sig.
Coefficients Coefficients
B Std. Error | Beta
(Constant) 2.204 0.402 5.481 0.00(
Invested amounts 0.550 0.094 0.652 5.832 0.000

a) Dependent Variable: Profitability (ROA)

The following regression analysis was established:

ROA =2.204+ 0.550K;

The regression analysis established that thereawassitive and significant relationship
invested amounts and the return on assets of tmpaies listed in the NSE as shown
(p=0.000<0.05). The results shows that, a unitiase in invested amounts would lead to

an increase in return on assets by a unit of 0.550.
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Table 4.13 Model Summary for Year 2011

Model |R R Square

Adjusted R Square

Std. Error of the Estimate

1 0.865(a) 0.748

0.691

4.605

a) Predictors: (Constant), Invested Amount

Table 4.14 above shows the value of adjusteés®.691. This implies that, there was a

variation of 69.1% of return on assets with theested amounts by the listed companies

in the year 2011. In other words, the regressiaa kccounts for 69.1% of the total

observations.

Table 4.14: Coefficient’s Results for Year 2011

Un-standardized

Standardized

Model o o t Sig.
Coefficients Coefficients
B Std. Error | Beta
1 (Constant) 3.918 1.715 3.133 | 0.000
Invested Amount 0.579 | 0.057 0.095 0.093 |0.028

a) Dependent Variable: Profitability (ROA)

The established regression equation for was
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ROA =3.918 + 0.579 X

In the year 2011, the study found out that, a umétease in invested amounts would
cause an increase in return in investments bytarfa¢ 0.579. It was also found out that
there was a significant relationship between iregsimounts by the listed companies

and return on assets as shown; p=0.028<0.05).

Table 4.16: Regression Model Summary for the Year@®2

R R Square Adjusted R Square Std. Error of thetzdé

0.898a | 0.806 0.775 0.468

a) Predictors: (Constant), Invested Amount

A correlation value of 0.898 was established whsblows a high relationship between
dependent and independent variables. The valueafficient of determination value was
0.775. The determination coefficient value indisatigat the regression line accounts for

77.5% of the total observations.
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Table 4.17: Regression Coefficients for the Year 2@

Un-standardized Standardized | T Sig.
Coefficients Coefficients
B Std. Error | Beta
(Constant) 1.182 1.367 0.871 0.000
Invested Amount 0.639 0.273 0.246 1.461 0.00(

a) Dependent Variable: Profitability (ROA)

The study shows that, a unit increase in investaduats would cause an increase in

return on assets by a value of 0.639. The followeggession analysis was obtained:

ROA = 1.182+ 0.639%

The study further shows that there is a significatationship between growth on the
amounts invested by the listed companies and thernreon assets as shown
(p=0.000<0.05). This implies that an increase iroam invested will always have a

positive effect on performance of the listed conmgan
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4.3 Summary and Interpretation
A review of the findings shows that, in the yeab20there was a positive relationship

between the invested amounts and performance tgoiiy) of the listed companies. It
was established that, a unit increase in investsnamtount would cause an increase in
profitability by a unit of 0.731. Moreover, there a significant relationship between
investment amounts and performance profitabilityheflisted companies.

In the year 2008, the study shows that, a unie@se in investment amounts would cause
an increase in return on assets at unit of 0.76&. Study also established a significant
relationship between invested amounts and profitalf the listed companies. In 2009
there was a positive relationship between investraemounts and profitability of the
companies. A unit increase in investments amourts fwund to cause an increase in
return on assets by a unit of 0.502; the relatignalas significant.

In the year 2010, the results show that there wpesaive and significant relationship
invested amounts and the return on assets of tpaes listed in the NSE. A unit
increase in invested amounts would lead to an aseren return on assets by a unit of
0.550. In 2011, the study found out that, a urgtease in invested amounts would cause
an increase in return in investments by a facto®.679. The relationship between the
two variables was also found to be significanttrefeship.

In the year 2012, the study established a posigiationship between the two variables
whereby, a unit increase in invested amounts woalge an increase in return on assets
by a value of 0.639. Moreover, the study foundtbat there is a significant relationship

between the amounts invested by the listed compamé the return on assets.
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A review of the findings above shows that there veagositive and significant
relationship between the investment decisions anfbpnance of the companies listed in
the NSE. This is in line with a study by Sméthal. (1988) who provided some empirical
support for a positive relationship between perfomoe and comprehensiveness/
rationality in the decision-making process. Theurio that, for both small and larger
firms, comprehensive decision making processesperitrmed less comprehensive.
Jones et al. (1992) also reported consistently positive relalops between
organizational effectiveness and comprehensivenedscision-making.

Goodwin and Wright (1991) also argue that adoptinglecision analysis approach
implies comprehensiveness/rationality and formébraof the decision-making process,
improved communication amongst the stakeholderspmadides the organization with
access to a common language for discussing theealsnof a decision problem. This,
they argue, helps to build consensus in the compavtyich in turn expedites
implementation of the decision.

Papadakis (1998) study also provided evidence ttmiatcompanies that exhibit the
strongest organizational performance tend to beetheith rational decision-making
processes, a participative approach and extensigadial reporting. Studies by Capen
al. (1994) and Pearcet al. (1987) suggest that formalization in strategic plag is
positively related to organizational performancect®s results led Papadakis (1998) to
hypothesize that performance is positively relaeaomprehensiveness/rationality and
formalization in the investment decision-makingqass.

This study also agrees with findings of Cyert anaréh (1963) who argued that superior

performance lowered the intensity with which orgations searched for and analyzed
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information. More specifically, Bourgeois (1981)dalarch and Simon (1958) proposed
that slack resources permit organizations the lixofr satisfying and sub-optimal

decision-making.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction
This chapter provides a summary of the findingse thonclusion and the
recommendations of the study which sought the iogighip between investments and

performance (profitability) of the companies lisiadhe NSE.

5.2 Summary

This study sought to investigate the impact of stneent decisions on performance of
companies quoted at the Nairobi Securities Exchalhg®ught to specifically assess the
impact of investment decisions on profitability ocdbmpanies quoted at the Nairobi
Security Exchange; as well as to ascertain ther@madnd strength of the relationship

between investment decisions and profitability @ihpanies quoted at the NSE

The study is expected to benefit the top managedspmlicy makers of the company
regarding decision on optimum level of investmeatision, ways of managing it and
overall policies on Investment decision. It givesclkear understanding about the
relationship between investment decision and @bifity of firms quoted at the Nairobi

Security Exchange. The study would also act asidegid management consultants in
advising their clients (companies) on efficient estment decision as well as to
shareholders, prospective customers and creditoes fom regarding profitability in

relation to investment decisions. The research evcae useful source material for

academicians and researchers in this field.

45



This study was guided by the neoclassical modehditated by Jorgensen (1963, 1966,
1967, and 1971) as well as accelerator theory lsydfi model; where Eisner (1978)

argued that the rate of expected output shoulthd@itimary determinant of investment.

The study adopted a descriptive survey designishegppropriate to researches seeking to
describe the characteristics of firms quoted atNB&, estimate the proportion of firms
with distinct characteristics, and make predictiorftse population this study consisted of
all forty (40) companies listed at the Nairobi Sgties Exchange as at 3December
2012. From the population that is the companiesteguat the Nairobi securities
Exchange, the researcher analyzed the data extract® annual reports and accounts
for the period (2007-2012) quoted companies asl&t®cember 2012. The researcher
used secondary data to carry out the study. Secpnldda was beneficial to the study
because the researcher obtained the relevant metaannual reports and accounts for
the defined period for the quoted companies aiNieobi Securities Exchange. Simple
regression analysis was then performed to estathlesihelationship between investments

and performance.

5.3 Conclusions

It can be concluded that, there is a positive agdifecant relationship between the
investment decisions and profitability of the comiea listed in the NSE. This is to mean
that with increased decisions on investments thepemies would perform better.
However, the performance as observed from thetsegatied year by years; this may be
as result of macro-economic factors which may bé&ibated to the varying

performances.
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Capital investment decisions are long-term corgofaitance decisions relating to fixed
assets and capital structure. Decisions are basedseveral inter-related criteria.
Corporate management seeks to maximize the valtigedirm by investing in projects
which yield a positive net present value when vdlusing an appropriate discount rate.
These projects must also be financed appropriatélyio such opportunities exist,
maximizing shareholder value dictates that managemeturns excess cash to
shareholders. Capital investment decisions thuspdsm an investment decision, a
financing decision, and dividend decision. A pegtinvestment decision can only be

taken the application of ratio analysis.

The study also concludes that whereas in poorljopaing organizations the lack of
basic funds exerts pressure on management durengétking of crucial decisions, as a

wrong decision may drive the firm out of business.

5.4 Policy Recommendations

In view of the findings, the following recommendaats were made:

Investment decisions are important for the compasigice they make a positive
contribution to companies’ performance as revealgdhe results of this study. Hence
the study recommends need for emphasis on moréaunsged investment decisions so as
to maximize on shareholders’ value. Focused investrdecisions would ensure creation
of new jobs, increasing the volume of consumptiand creating new investment

opportunities.
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Investment decisions involve weighing up the risid dhe likely rewards of various

options. The study therefore recommends that tleéside makers in the companies
listed in the NSE have to weigh up risk so as twvigle the most suitable rewards for
stakeholders including shareholders and custoriées.starting point should always be
the company's overall aim which then filters dowtoia strategy, creating a balanced

portfolio made up of numerous investments.

There is need for the companies to evaluate theusinvestments options available so
as to ensure that the project chosen will give maxn value. The companies can
achieve this through project ranking which wouldphtaem establish how much would a
particular project return as well as which projeas the ability to provide the business, a
maximum value. Moreover, the study recommends xXteresive use of measures such as
payback method, net present value method, andRRenmethods which can help give an

estimate of the firms’ return over several invesitn@ojects.

Companies should also be more cautious and consadlermacroeconomic environment
and legal environment before they venture into mgkinvestment decisions. Some
sectors may be more prone to risks from the maoramuic environment than the legal

environment. For instance, trade companies andadiabservices companies should pay
more emphasis on macroeconomic environment in thegstment decision process,
whereas agricultural companies should pay moretadte to the legal barriers in their

investment decision process.

Investment knowledge has a place in investmentsaetimaking. There is therefore

need for the companies listed in the NSE to emplghly skilled and qualified staff; this
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would help the companies effectively analyze andeustand the features and nature of

available investment instruments as well as howrthestment markets operate.

5.5 Limitations of the Study

In conducting the study, the researcher encountenedmber of challenges. One of the
challenges was lack of cooperation from some of dhmpled companies who were
unwilling to give information. This study was deplent on financial statements and
some companies were unwilling to give such inforamat However, the researcher
explained to the company authorities that the sbugbrmation was just for academic

purposes and would not be released to third party.

Another limitation was that, this study relied @tsndary data from the companies listed
in the NSE. However, the secondary information dal give a clear picture on the

impact of investment decisions on performance ef cbmpanies. There was need to
collect primary data as well so as to get the mamagnts’ opinion on the issue. Hence

the study could not clearly a formidable concludigirelying on secondary data only.

The study consisted of companies listed at the dWailSecurities Exchange. The
companies in the NSE have characteristics distirarh other companies not listed.
Therefore, the results of this study cannot be gdised to other companies unless only

those listed in NSE.

Lastly, this study only covered a period of 6 yedirsm 2007 tO 2012). The researcher
could not conduct an extensive study for long mkdae to lack of enough resources and

time. A study conducted for a longer period wowdhi a better formidable conclusion.
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5.6 Suggestions for further study

This study concentrated on the listed at the NaiS#zurities Exchange. The researcher
suggests that a replicate study should be conductedmpanies which are not listed in
the NSE for comparison of results. This would Helpn a better conclusion and make

any distinctions if there.

This study depended solely on secondary data. ddtes however could not form a clear
picture on the impact of investment decisions origpmance of the companies listed in
NSE. The study recommends that future studies calstol gather primary data from the

staffs and the management so as to get their apondahe issue.

There is need to conduct a study to establishlibenges that the companies experience
when making decisions on the investments that dngpanies should invest on. And also
establish whether the process of investment decisialone taking into considerations

the firm’s strategic plan.

Lastly, the researcher suggest that a similar stahducted should seek to establish
whether the size of the companies determine thm fof investments that they make.
Moreover, a study should be conducted also to ksttatwhether the companies CEO

influence the companies’ investment decisions.
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APPENDICES

Appendix [: List of Companies Samples

Companies

1 Rea Vipingo Ltd

2. Sasini

3 Kakuzi Ltd

4. Access Kenya

5 Marshal's EA

6 Car and General

7 Kenya Airways

8 CMC Holdings

9 Nation Media Group
10 TPS Serena

11 Scan Group

12 Standard Group

13 Safaricom

14 Athi River Mining Ltd
15 BOC Kenya

16 British American Tobacco Kenya
17 Carbacid Investment
18 EA Cables

19 EA Breweries
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20 Sameer Africa\Kenya Oil
21 Mumias Sugar Company
22 Unga Group

23 Crown Berger

24 EA Portland Cement

25 Kenya Power & Lighting Company
26 Total Kenya

27 Eveready East Africa

28 KenGen

29 A Baumann & Company
30 City Trust

31 Eaagads

32 Express

33 Williamson Tea Kenya
34 Kapchorua Tea

35 Kenya Orchards

36 Limuru Tea Company
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Appendix Il: Summary of the Regression Results

Year/Variables

Beta Co-efficient

Sign. (P Value)

Year 2007
(Constant)
Invested amounts
Year 2008
(Constant)
Invested amounts
Year 2009
(Constant)
Invested amounts
Year 2010
(Constant)
Invested amounts
Year 2011
(Constant)
Invested Amount
Year 2012
(Constant)

Invested Amount

35.920

0.731

36.645

0.761

4.179

0.502

2.204

0.550

3.918

0.579

1.182

0.639

0.001

0.004

0.000

0.001

0.000

0.003

0.000

0.000

0.000

0.028

0.000

0.000
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