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ABSTRACT
In recent times, interest in listing at the stesikchange has assumed high prepositions. This is

probably due to the great push from the developmgtries to the African countries to embrace
positive image in order to attract foreign invest@nd to improve shareholders value. The
general objective of the study was to investigheedffect of listing on the financial performance
of companies listed in the Nairobi stock Exchandeis study utilized four main theories i.e.
market timing theory, capital asset pricing modebitrage pricing theory and portfolio theory.
The study used descriptive survey research desitinthe target population being companies
listed at the Nairobi Securities Exchange betwe@d22012. Secondary Data was collected
from NSE and published financial statements froemdbmpanies’ websites. Data collected was
analyzed using Chi square test. Findings from thdysrevealed that the X*2>5.991at 2 degree
of freedom show that the results are statisticallynificant at 5% significance level. The
research findings indicate that there is negatelationship between listing and firm financial
performance. The implication of these findings katt listing may affect the company’s
performance negatively. Further research shouldapeed on similar studies in Kenya so as to
analyze the impact of listing on financial perfoma over a longer time-span. Also in the
future, it would be important to investigate to whextent these conditions impact firm

performance.
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CHAPTER ONE

INTRODUCTION
1.1 Background of the study
Capital market is that part of financial marketihich trade of long term debts and securities are
done by brokers and it includes share/stock maaket bond market. The buyers are general
public, middle investors, companies and brokers \at® interested to invest their money for
getting profit in the form of interestand profito bargaining (Kumar, 2008).Purchases and
sales of existing stocks and bonds occur in thersdary market. Transactions in the secondary
market do not provide additional funds to the fifthe secondary market increases the liquidity
of securities outstanding and lowers the requigtdrns of investors(Kuhlemeyer, 2004).Capital
Markets securities such as stocks and long ternd$are often held by financial intermediaries
such as insurance companies and pension fundshwhbie little uncertainty about the amount
of funds they have in the future (Mishkin and Stg2€09).

In 1984, a study on the Development of Money angit@hMarkets in Kenya was jointly
undertaken by the Central Bank of Kenya and therhattional Finance Corporation with the
objectives of making recommendations on measusvibuld ensure active development and
strengthening of the financial sector. This becamblueprint for structural reforms in the
financial markets. The Government further re-afédnits commitment to the creation of a
regulatory body for the capital markets in the 1&&&sional Paper on “Economic Management
of Renewed Growth. The CMA in 1989 assisted in tawaaof a conducive environment for

growth and development of country’s capital mafkE¥A forum, 2005).

Capital markets generate many economic benefitgydmg higher productivity growth, greater
employment opportunities, and improved macroeconatability. The ability of companies in
their early stages of development to raise fundbéncapital markets is also beneficial because it
allows these companies to grow very quickly. Thiswgh in turn speeds the dissemination of
new technologies throughout the economy. Furthegmby raising the returns available from
pursuing new ideas, technologies, or ways of ddinginess, the capital markets facilitate
entrepreneurial and other risk taking activitieec@d, the developmentof the capital markets
has helped distribute risk more efficien(udley et al, 2004

1



The capital market has an intricate role to playniobilizing savings and channeling them into
the most efficient investments. Therefore, the tedpmarkets become a fundamental component
of the financial sector in achieving a robust anstaining economic development. A company
lists in the stock exchange in order to raise nguitg & reduce debt or to grow business &
create wealth or in bid to ensure that they remaigoing concern or indeed to provide
shareholders with a ready exit strategy. The CaMtakets Authority is further committed to
continue consulting with the Government to put lacpany additional appropriate measures to
support the development and deepening of the Qadyiaekets as a critical pillar for effective
long-term resource mobilization and allocationte productive sectors of the economy. (CMA
forum, 2005).Stock Exchanges provide a market for the tradingecurities to individuals and
organizations seeking to invest their saving oleszdunds through the purchase of securities.
Globally, stock exchanges were established for ghgoose of facilitating, regulating and
controlling the business of buying and selling s#i@s. Also it provides facility for buying and

selling securities that have been listed for trgdin that exchange (Odita, 2009).

Enhancing shareholders’ wealth and profit making @among the major objectives of a firm
(Pandey, 2005). Shareholder’'s wealth is mainlyuigriced by growth in sales, improvement in
profit margin, capital investment decisions and itedpstructure decisions (Azhagaiah et al,
2008). Firm performance in this case can be viewsdhow well a firm enhances its
shareholders’ wealth and the capability of a fiorgenerate earnings from the capital invested

by shareholders.

Capital markets in developed countries have groulstntially over thepast three decades,
experiencing a large boom in the 1990s. The dewedmy of capital markets in rich countries has
been accompanied by an increasing financial integraacross nations.Some of the most
developed capital markets in the world are thodeurope and USA. The US market offers both
regulated and unregulated capital markets givimgstors a choice of both. The capital market
in the US include: NYSE, AMSE and NASDAQ. They ager under US securities and
exchange commission which is the top regulatorynegeresponsible for safeguarding the
trading of company’s shares and protecting US itovesThe UK market offers only the London

Stock Exchange which is regulated by the UK Listhaghority. Firms listing at the L.S.E must



prepare and disclose financial information in adeance with the US or UK Generally Accepted

Accounting Principlesor International Accounting&dards (Abdullah, 2008).

Coffee(1999, 2002) argues that firms signal theweseto protect investors by cross listing on
both the US and UK regulated exchanges that haveeht regulatory mechanisms in the world.
This bonding mechanism indicates willingness tarmge transparent and reduce risk associated
with investment decision making to which informat@symmetry represents major obstacle.
Effective capital markets require a firm foundatidinis includes the enforcement of laws and
property rights, transparency and accuracy in atog and financial reporting, and laws and
regulations that provide the proper incentivesgood corporate governance. A well developed
financial system is a spur to growth, macroeconop@dormance, and more rapid growth in
living standards Capital markets have been thardyiforce behind the development of the UK
and US financial systems. (Dudley et al, 200dstimulate growth of capital market the Kenyan
government has put into place incentives armedhedwaging both foreign and local investors
to participate in the stock exchange.Stock exchadeeelopment in Africa is now being
promoted, not only to enable investors from theettgped nations to peacefully participate in
but also being promoted to enable Africans thenesete participate and to enjoy the benefits of

liquid and clean markets.

It is therefore the aim of this study is to looktla¢ effects of listing companies at the NSE on
financial performance of companies. This study wilhinly focus on effects of listing on
insurance companies by studying three variablefiqudity, leverage and Profitability(earnings

per share).

1.1.1 Listing of companies
Corporations require resources to enable them gbeveneeds of their customers effectively.

This implies thattheir owners have to go an extile to find the funds necessary to sustain their
customers. Most common typesof long-term finandéordgirms include long term debt, common

stock, preferred stock and retained earnings.Thioss fmay borrow or use their own available
savings. However, as they continue to expand thegrt toborrowing. Equity or debts are the

only options at their disposal yet most preferde aquity because it forms apermanent source of

3



funding that cannot be easily cancelled. Listinghe admission of a company into a stock
marketafter meeting certain regulatory requiremesds by the regulatory authority of that

particular country. For acompany to be listed & kabe a public company. Cross-listing refers
to the listing of ordinary shares of a firmon afeliént exchange other than its home stock

exchange.(Onyuma, Mugo&Karuiya, 2012).

Stock markets provide high-growth, innovative conmipa with a means of raising large amounts
of long-term capital by selling company shares tdsile investors. An IPO offers many
companies the best way of financing their contingealvth and for most venture capitalists is
the preferred exit route (best way of profiting nfroventure capital investment) for their
investments. The entry standards imposed for aliftihg on traditional stock markets may be
too rigorous for young, technology-based comparResently, however, a number of initiatives
have been taken by traditional stock markets at ageby new market operators to create new
stock markets for high-growth, innovative companiEfficient and liquid risk capital stock
markets play a large role as a source of finantandnigh-growth companies and are necessary
for the development of venture capital by offeriag exit route for investors. In the United
States, the NASDAQ market has been developing forenthan twenty-five years and has
become the market of choice for raising capitafitrance fast-growing enterprise (Rose et al,
2000).

1.1.2 Financial performance

The main objectives of a company are to generadaisiable shareholder value over the long
term. Over time, the company needs to generateuenren the capital invested in it and overall
the cost of that capital. Measuring performanca strategic part of any business entity because
the in the long run survival of any organizationpeleds on its performance. According to
Divenney et al (2008) financial performance encosspa 3 specific areas of firm outcomes:
firm performance (profits, return on assets), mangerformance (sales, market share) and
shareholder return (economic value, total sharemaleturn). Academically, firm performance is
the ultimate dependable variable of interest farséhconcerned with just about any areas of

management. March et al (1997), found that rougBBb of articles in the strategic management



journal, the academy of management journal and @idtrative science included some measures

of firm performance.

Performance is so common in organization resedrah it is rarely explicitly considered or
justified instead it is treated as a seemingly @stjonable assumption (Devinney et al,
2005).Financial performance is derived from or clise related to the company’s chart of
accounts as those found in the profit and los®stant, balance sheet, cash flow statements.
Accounts measures of performance have been thédred methods of quantitative approach to
organization measurement of performance. Theseuresasare considered as lagging since the
provide feedback on past performance. Some of tliesecial measures of performance
include: return on assets(ROA), return on investiidl), return on sales(ROS), earnings per

share(EPS), cash flow analysis, net income, redorcapital employed(ROCE) etc.

Greene & Segal (2004) argued that the performahgesorance companies in financial terms is
normally expressed in net premium earned, profitgbirom underwriting activities, annual
turnover, return on investment, return on equitiede measures could be classified as profit
performance measures and investment performancsumesa However, most researchers in the
field of insurance and their profitability statdoht the key indicator of a firm’s profitability is
ROA defined as the before tax profits divided btat@ssets. Hardwick& Adams (1999), Malik
(2011) are among others, who have suggested tinaugh there are different ways to measure

profitability it is better to use ROA.

1.1.2.1 Performance of listed companies

Most of these companies have seen their markeéd®ualine at the Nairobi bourse over the past
six months in a period that has seen the stock ehagkin 23.3 per cent, aided by the
performance of most blue chip firms and increasm@i@n investor interest. The high profit
alerts in 2012 has been driven by the weak locdl global economy besides other unique
factors that have eroded earnings of individuah&r Agricultural firm Kakuzi joined Longhorn,
Eaagads, Express Kenya, Kenol Kobil, Sasini, EaBic#n Portland Cement Company
(EAPCC), Kenya Airways (KQ), and Kapchorua Tea, echhall said their profits would drop by
more than 25 per cent in 2012. In 2011, only Tated CMC Holdings issued profit warnings.
The increased warnings highlight the challengepamate Kenya is facing in an economy that is

5



feeling the weight of expensive credit, high inftat and political jitters linked to the General
Election. EAPCC'’s share price dipped 31.2 pet teish42 as KQ'’s share lost 18.5 per cent to
Sh12.2. Other firms that recorded share price enosi the same period include Eaagads and
Kakuzi whose shares dropped 30.4 and 12.5 perrespectively to Sh24.5 and Sh70 a piece.
Investors in other companies that have posted gtpraofit growth have, however, seen their
paper wealth rise by double digits, highlighting tiegative impact of losses and slow earnings
on investor wealth. Safaricom investors have béeefithe most, with the stock’s price rising
50.7 per cent over the past six months to Sh4.fh thle company reporting a 98.3 per cent
growth in net profit to Sh7.7 billion in first halénded September. City Trust, Pan Africa
Insurance, and Standard Chartered Kenya are athagdiners that have seen their share rise by
double digits. Eaagads made a net loss of Sh8 h4heisix months to September compared to a
profit of Sh26.3 million in 2011 (Nairobi Securisi&xchange) . Kenya'’s listed firms are banking
on renewed confidence in the economy in the seqoiadter to grow their profitability further,
after defying a harsh business climate last ye@o&t impressive results in the current reporting
period. Of the 11 Nairobi Securities Exchange (N&&gd firms which had reported their full
year results for the period ending December 20&%ers posted double digit growth in profits.
An analysis of the full-year results shows that kelas the banking industry continues to post
impressive results, firms in other service indestrand those in manufacturing are struggling to
balance between expansion, stability and sharehoaleteirns, with a good number of the
companies opting to suspend dividends paymenteegsdeek to manage their financials (The

East African Newspaper).

Kenyan firms view the sub-region as an importaatkat, hence their faith in cross-listing at
this early stage and export of expertise. Kenyarsstisted companies include well-known
brands like East Africa Breweries (EABL), Kenya ways (KQ) Jubilee Insurance Holding
(JIH), Equity Bank (EB), Kenya Commercial Bank (KZBNation Media Group (NMG) and

Centum Investment Company (also in the Ugandanzardaan and Rwandan bourses)

1.1.3 Effects of listing on financial performance

The decision to go public improves the liquidityafCompany's shares as well as the scope for
diversification by the initial shareholders of tllempany. Other benefits realized include



positive public image and better management of efiotompanies. Public companies
(companies that are owned by shareholders who arebers of the general public and trade
shares on public exchanges) tend to have betterageament records than privately held
companies (those companies where shares are niatlptitaded, often owned by the company
founders and/or their families and heirs, or otheewby a small group of investors). (Nairobi

Securities Exchange).

The main benefits of listing include; source of amdong-term capital, shareholder protection,
positive public imageprovision of a ready market for securities, gre&tpiidity/transferability

of securities reduces risk of holding the assgeailve valuation of securities by market forces,
greater efficiency due to more rigorous disclostgguirements, greater public profile and
awareness of the institution and its products,itgbtb leverage corporate strength, ready
succession and exit strategy (CMA forum, 2005). fidund NSE coupled with falling interest
rates has boosted insurance sector earnings hetpuggse the losses. An analysis of listed
insurance sector shows that companies recorde@ep shcrease in investment income and
revaluation gains due to 30% rise in value of NIBEerest rates went down from 28% in 2011 to

18% after tightening of the country’s monetary ppl{The East African).

Stock markets are only a small part of the ovdnadincial system. However the existence of an
equity market is important because it provides stwes with an exit mechanism, it attracts
foreign capital inflows, it provides important imfoation that improves efficiency of final

system and it provides valuation of companies. rAaricial system is essential to an economy
because it is responsible for resource allocatigall functioning financial intermediaries may

affect positively economic development of a countityrough four main channels such as
reducing information and transaction costs, imprgvresource allocation, increasing saving
rates, promoting development of markets and ingtnisthat enable risk organic relationship

between stock market development and economic gr{Maceur et al, 2007).

The possibility to rebalance the financial struetand improve a company’s position relative to
its debt holders is found to be another importamtdiit of going public (Rajan, 1992; Pagano et

al., 1998). Capital market development literatureigate that regional integration is important



for stock market development in smaller emergingntdes (Demirguic-Kunt et al., 2008,

Tahari et al, 2007, Shah et al., 2008). Proponehtsross-listing have argued that regional
integration can bring greater efficiency, synergi@sd economies of scale; attract the foreign
flow of funds; foster risk sharing and portfoliovdrsification; act as an impetus to financial
sector reforms, thereby broadening the competiésenof regional financial systems and
minimizing the risks of financial instability; fditate capital market development; and lead to
economic growth. The differences between quotednamdquoted companies is important from
the point of view of financial planning and busisesluation as the profitability ratios can be
used to predict future profit growth (e.g. Fama &mdnch, 2000) or investor's expectations
about future growth. The conditions specific to tgabcompanies should in a long-term lead to
better performance. Among such specifics of quatechpanies can be different accounting
rules, agency problems and lower information asytmméetween insiders and outsiders

compared to the non-quoted companies.

Quoted and non quotedcompanies can even in speecifies choose different pricing policies.
This is closely connected with quality of corporg@vernance and with the fact that immoral
behavior is not usually followed by share pricé &lthe non-quoted companies (Schargrodsky,
2001). Desai et al (2006) find (on US data) thatsinaf the managers who used “creative
accounting”, lost their work, have difficulties fmding new job and when they found it, they
used to get significantly lower remuneration thaaswhe average. This threat is relevant rather
in the case of quoted companies. The non-quoteganids have usually common management
and ownership and so we can’t imagine manager-ofinvgg himself. This is one of the reasons
why we should be more careful when using and amadythe financial statements of the non-
guoted companies — especially in the case of satkeocompany or business. Conservative
accounting methods commonly used in non-quoted eomp can provide lot of space for

creation of hidden reserves or their later disbueg.

The major role of the NSE is that it promotes duwel of saving. Through trading of securities,
NSE assists in the transfer of savings to investrimeproductive enterprises as an alternative to
keeping the saving idle. In as much as an econaanyhave savings, the lack of established

mechanisms for channeling the savings into aaddwitthat create wealth would lead to



misallocation or waste of those savings? The NS thssists in the rational and efficient
allocation of capital (NSE profile, 2008). As eraged in the Vision 2030, to promote long-term
investments, particularly in infrastructure, thevgmment will promote long-term marketable

securities which will be listed on the NSE. It w#incourage secondary trading of such
instruments to make them liquid thus attractiventeestors. Additional efforts will be made to

encourage more companies to be listed on the N8Haaunse capital markets to raise long-term
finance. Similarly, the government will continue lengthen the maturity period of treasury
bonds. The law is already in place to encouragg-temrm securities through the annual budget
and incentives have been provided to encourage fstiegs. The government consults with

stakeholders and develops a strategy for faciigathe overall deepening of capital markets.
(Vision 2030).

The NSE has amended its Listing Manual and incatedr the CMA guidelines on corporate
governance into the continuous obligations of distempanies and it continuously monitors
compliance by listed companies with these obligation Kenya the emphasis on good corporate
governance and accountability to shareholders dakielsolders has been on public listed
companies. The potential for listed companies dgpsinbjected to sanctions for non-compliance
by either the CMA or NSE has played an importané rencouraging compliance with the

guidelines.

Listing of companies at the NSE has led to improdisdlosure because of investor orientation,
the reports are availed the public and these compaare expected to make non-financial
disclosures because of stakeholders expectatiangidwth in premiums of insurance firms will
be driven by rising GDP per capita that will ingealiscretionary income of consumers and rise
in private household credit that will lead to aaion of assets, thereby boosting demand for
insurance services.Evidence from research indi¢catgsan increasing number of companies see
going public as a: Way to improve their reputatéord social capital with beneficial effects on
their capacity to access external resources andrappties for new entrepreneurial ventures.
The decision to go public improves the liquidityafCompany's shares as well as the scope for
diversification by the initial shareholders of tllempany. Other benefits realized include
positive public image and better management of efiotompanies. Public companies

(companies that are owned by shareholders who ambars of the general public and trade



shares on public exchanges) tend to have betterageament records than privately held
companies (those companies where shares are niitlpttaded, often owned by the company

founders and/or their families and heirs, or othsevby a small group of investors).

1.1.4 The Nairobi Securities Exchange
The NSE was constituted in 1954 as a voluntaryaason of stockbrokers registered under the

Societies Act. Although dealing in shares and statlkrted in the 1920’s when the country was
still a British colony, the market then didn’t hasay formal rules and regulations to govern
stock broking activities. On attaining independenttee economy experienced tremendous
growth following structural reforms during the fidecade (1963-1973). Some major milestones
for NSE include: the government selling 20% stakeéKenya Commercial Bank (1988), the
government off-loading its 51% stake in Kenya Aiywg1996), live trading on the automated
trading systems implemented together with Centrapd3itory System. There are 60 listed
companies which are covered under 10 main sectansely: Agriculture, Commercial and
Services, Telecommunication and technology, Autalasland accessories, Banking, Insurance,

Investment, Manufacturing and allied, Constructowl allied, Energy and petroleum.

The NSE was a regional security market up to 19/@@nit lost its regional character following
the nationalization, exchange control and otheeritgrritorial restrictions introduced in
neighboring Tanzania and Uganda. Currently, thiengeon foreign investment is 40 percent for
institutions and 5 percent for individuals (Onyun2812). This market is regulated by the
Capital Markets Authority, which operates underjtivesdiction of the Ministry of Finance.The
CMA is a government regulator charged with licegsamd regulating capital markets in Kenya.
The operations of listed companies are regulatetheyCMA through various acts, regulations
and guidelines. The Corporate Governance GuidelyeSMA define corporate governance as
the process and structure used to direct and mamagjaess affairs of the company towards
prosperity and corporate accounting with the ultenabjective of realizing shareholder long-
term value while taking into account the interesttlte other shareholders (The Corporate
Governance Guidelines, 2002). Over and above thé @gulations, banks listed at the NSE
also come under additional regulations by the Gémank of Kenya, which specifies corporate

governance guidelines which are adopted by comuddreinks to govern their operations, all in
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a bid to safeguard shareholders interest. The dnser Regulatory Authority has also developed
Draft Corporate Governance Guidelines to promoted@nt management of all insurers in
Kenya. The NSE has played an important role ingtization of state owned enterprises such as:
Kenya commercial bank, Kenya airways, National bahKenya and Mumias Sugar Company.
Shares issued through the NSE have proved popuathrexorded a substantial rate as high as
400%.

The CMA prescribes that no person may offer itaigges forsubscription or sale to the public
or a section of the public inKenya unless, befdne offer, it publishes an information
memorandumand files a copy of it with the AuthariGompanies havethe option of raising
finance from the Main Investment MarketSegment,Alternative Investment Market Segment
or the Fixedlncome Securities Market Segment (fmmporate and treasurybonds). Shares or
bonds can be traded on the NSE.

The Listing Regulations require a company seekp@val for offering securities to the public
to publish a prospectus, to issue the prospectgsdf charge to the members of the public, and
to ensure that the prospectus complies with theilddt provisions set out in the Listing
Regulations. The Listing Regulations also set outeétail the eligibility requirements for a
company to issue securities, which vary accordmthée type of security being offered and the
market segment on which the securities are todbedi The Authority considers any applications
for approvals of offers of securities to the pubtaking into consideration any comments from
the NSE. To apply for the listing of securities thie NSE, a company is required to appoint a
sponsoring stockbroker and notify the NSE. The NM3E its own listing rules. It is through the
sponsoring stockbroker that all applications, pnest@ns and ancillary matters will be presented
to the NSE. The Listing Regulations do not applyptivate offers (which are defined in the
Listing Regulations), or to securities offered e tgovernment or by entities that are not
companies. The most recent addition to legislatielating to listed shares in Kenya is the
Central Depositories Act (the CDA). Under the C@Asecurities exchange can prescribe that a
listed security is immobilized. Immobilized secig® can only be dealt with using a securities
account opened with a central depository (to damdy the Central Depository and Settlement

Corporation has been approved as a central deppsitder the CDA). The central depository is
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authorized under the CDS to appoint central depsagents (stockbrokers, banks and so on),
through whom some functions are carried out. Irckusion, for acompany to be listed it will be
required to meet the eligibility and disclosure uegments of a public listed company.Listing
regulations for the MIMs at the NSE require thddaing of every company seeking to list for
the first time on the bourse:the issuance of arorindtion memorandum meeting the
requirements of theCMA, and so approved by the Cit#l carrying a whole range of
disclosures for that purpose; the issuer must beneorporated company limited by shares
undernational law; the issuer's authorized and edsshare capital must be not less than
fiftymillion Kenya shillings of ordinary fully paidup shares; the issuer’s net assets immediately
prior to listing must be not less thanKenya shijjirone hundred million;additionally, the issuer
is required to have current audited financialstatets, in the IFRS format, not older than four
months prior to listingapplication, prepared onngpconcern basis. (The NSE Website).

Publicly quoted companies are either single busimasmulti —business. Group or Holding
companies constitute subsidiary undertakings. Hewethere are they numerous companies in
the NSE which have several subsidiaries but doeferrthemselves as Group or Holding
companies. Companies adopt diversification strathgy to various motives such as to increase
stock value, increase growth rate, make betterafideinds that internal investment, revenue
earnings, and improve stability and to increaskieficy and profitability. Listing is the process
of taking a privately owned entity whose securitte be traded on a stocks exchange. The
stock market consists of both the primary and seéagnmarkets. In primary markets shares of
stock are first brought to the market and soldnteestors. In secondary market existing shares

are traded among investors. (Ross et al, 2000).

Going public marks an important watershed in tfeedf a young company. It provides access to
public equity capital and so may lower the costfuriding the company’s operations and
investments (Motley, 2006). It also provides anrase for trading the company’s shares,
enabling its existing shareholders to diversifythavestments and to crystallize their capital
gains from backing the company. This is an impdrtamsideration for investors and venture
capitalists. The act of going public itself shireespotlight on the company, and the attendant

publicity may bring indirect benefits, such asattmng a different caliber of management.
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At the same time, the company acquires new obtigatiin the form of transparency and
disclosure requirements, and becomes accountakdelaoger group of relatively anonymous
shareholders who will tend to vote with their f¢ey selling the shares) rather than assist the

company’s decision-makers in the way a ventureabgtitmight (Loughran et al, 2002).

1.2 Statement of the problem

The best performance of any industry in general amgl firm in particular plays the role of
increasing the market value of that specific firougled with the role of leading towards the
growth of the whole industry which ultimately leatts the overall success of the economy.
Measuring the performance of financial institutidmss gained the relevance in the corporate
finance literature because as intermediaries, tbesganies in the sector are not only providing
the mechanism of saving money and transferring bbisk also helps to channel funds in an
appropriate way from surplus economic units to aiefeconomic units so as to support the
investment activities in the economy. Promotiorfie&ncial and capital market in Africa have
only received greater attention in recent yearsam effort to increase domestic resource
mobilization, improve supply of long term capitaldaencourage efficient allocation of existing
resources. This situation has developed as at refstdnewed awareness that capital market can
play several roles including: lowering cost of égdience stimulating investment and growth by
spreading the risks of long terms investment. Tliec&n Capital Market is still in a nascent
state. As the continent is primarily dominated bg fpoor and underdeveloped nations, the
capital market in Africa is influenced by the hanldbf developed economies like South Africa,
Nigeria and Botswana.A quantitative assessmertteNSE’s performance is a very significant
exercise especially with regards to policy develeptthat will spur the growth of the Kenyan

capital markets.

Investors rely on accounting information in theilcpng of shares and companies which provide
good quality information have thus an advantageaitower cost of capital. Investors in

developed counties are keen on the financial inébion of the intended investing companies.
Listing of companies has a lot of impact on theneroy; the study investigates if listing has a

positive effect on the financial performance of gamies.
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Despite the recent strong stock market rally anfbpmance, some investors may still doubt the
financial health of some listed companies, andrliestors are very concerned about whether to
cut losses or hope in the healing of these shanestécks they owned that were classified as
under the companies in Malaysia. In some casessiaxs do not know about written off notices
of these companies (Kok, 2010).The extensive libeeaon corporate governance and on initial
public offerings discusses many costs and benefitgoing/being public (e.g. Allen, 1993;
Jensen, 1989; Pagano et al., 1998; Faure-GrimaiGeomb, 2004). These studies indicate that,
from the perspective of the company, the benefasnin reflect different aspects of two major
advantages of being quoted: the information pradofitansparency in financial markets and
the reduction in capital constraints. By contrdemsen (1989), Mayer and Alexander (1991),
Myers (2000) among others, also show that the agprablem between insiders (management
or controlling owners) and outside shareholderslyiks the most important disadvantage. These
properties of a stocklisting create new opportesiteand pressures that may influence the

effectiveness of performance drivers.

Most of the articles concentrate on the performaaroeind the date of quotation. Degeorgeet al
(1993) find that at the reverse LBO the performanEeacompany is extraordinarily good,

contrary to the post-quotation period, when theaeshed companies show poor performance.
Jain et al, (1994) even find positive relationshigggween the share of the original (pre-IPO)
owners after IPO and the company’s performancéenpbst-IPO period.The scope of literature

dealing with relationships between quotation andigpenance of a company is quite small.

1.3 Objective of the study
To determine the effect of listing on financial feemance of listed companies at the Nairobi

Securities Exchange.

1.4 Importance of the study
Capital markets play a fundamental role of the rfoial sector in achieving a robust and

sustaining economic development. The study impogamerges from the fact that insurance
sector plays a significant role in enhancing thenty economy, and providing critical services

for people of Kenya
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The study findings will be of benefitbecatlsere is need to secure the confidence of investors
and encourage investment in securities by providimgm with the results from financial
analyses of the listed companies; this is alsotma@rage more companies to quote on the stock
market and money markefBhe study will be of benefit to the Kenyan Goveamnbecause it is
interested in knowing which companies operate ssfadly or failed to take the necessary
measures to avoid crises of the bankruptcy in tloesepanies.The findings can be used to
improve the current regulatory framework to formelaand implement new corporate
governance policies. The study will provide infotima which can be used by stock analysts in
evaluating performance of quoted companies in aprovide prudent advice to customers

The study adds to the wide academia gap of knowl@udghis area which may in turn be used to

trigger subsequent studies in sub areas of the sapiee
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CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction
This chapter summarizes information from other aes®ers who have carried out their research

on the same field of study. The specific areas @aéere are:theoretical review, research

variables,decision to list, empirical review andnsoiary of study.

2.2 Theoretical review

2.2.1 Market timing theory

Ritter (1991) argues that firms tend to list atkpealuations. Pagano et al.use the market-to-
book ratio (M/B) as a proxy for investor optimismdafind that the M/B ratio has the highest
explanatory power in determining an IPO. Howevdrilevthe M/B ratio may be an indication of
market buoyancy it may also be a measure of fujupsg/th opportunities. Pagano et al. (1998)
distinguish between the two arguments by examie@ostevidence. They find that during the
years subsequent to the IPO, profitability falls. dddition to this finding, investment and
leverage fall. By contrast, Jain and Kini (1994)teir study of IPOs in the US from 1976 to
1988, find that IPO firms have significantly higheapital expenditure growth. Despite the
increase in capital expenditure, they also findgiaitability deteriorates subsequent to an IPO.
Overall,an IPO is not a means for companies to tgofitable growth opportunities but rather
a means forfirms to take advantage of a window mbootunity andto adjust their capital
structure while equity financing isrelatively che@ayless and Chaplinsky, 1996,Paganoet al.,
1998).

Baker and Wurgler (2002) and Loughran and Ritt@08) argue that companies are more likely
to issue equity when their shares are overvalukdy Tocus on the M/B ratio as a determinant of
the changes in leverage and attempt to establigiheh changes in equity are a result of net
equity issues as market timing theory would preditte Pagano et al.(1998) they acknowledge
that while the M/B ratio may be a proxy for mispng, it is also a measure of a firm’'s

investment opportunities and profitability. Theyagate the two signals by examining the effect

of profitability on leverage. Baker and Wurgler (2) find that high M/B ratios are associated
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with lower leverage, which is consistent with markening theories. However, the lower

leverage could be a result of higher retained egmiThis is plausible because according to
Myers (1984)'s seminal peckingorder theory, highetained earnings actually reduce leverage
giving the impression that profitable firms are aqtity issuers. Despite this, Baker and Wurgler
(2002)’s results show that leverage is not affedigdretained earnings but rather net equity

issues as market timing implies.

2.2.2 Capital market theory
Capital Market Theory tries to explain and predia progression of capital (and sometimes

financial) markets over time on the basis of the on the other mathematical model. Capital

market theory is a generic term for the analysisediurities. In general, whenever someone tries
to formulate a financial, investment, or retiremplan, he or she (consciously or unconsciously)
employs a theory such as arbitrage pricing thecapjtal asset pricing model, coherent market

hypothesis, efficient market hypothesis, fractatkeahypothesis, or modern portfolio theory.

2.2.2.1 Portfolio theory
Portfolio theory of investment which tries to maxam port folio expected return for a given

amount of portfolio risk and equivalently minimizisk for a given level of expected return,
bycarefully choosing the proportions of variouseassAlthough portfoliotheory is widely used
in practice in the financial industry and sevenaators have won Nobel Prize for the theory,in
the recent past the basic Portfolio theory has madaly challenged byfields such as behavioral
economics.(Markowitz 1952).

Portfolio theory is a mathematical formulation bétconcept of diversification in investing,with
the aim of selecting a collection of investmentetsghat has collectively lower risk than any
individual asset. This can be seen intuitively luseaof different types of assets often change in
value in opposite ways. For example, when priceis dfie stock market fall, prices in the bond
market often increases and vice versa. A colleatbhoth types of assets can therefore have a
lower overall risk than either individually. Butvairsification lowers risk even if assets’ return is

not negatively correlated even if they are posiyiesrrelated (Markowitz, 1952).

A company which has been run as a family concegagnts a number of financial problems to

its owners whichthey can overcome by going pul@®iten the first motivation for obtaining
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listing is the desire to consume some ofthe capédlup in the business by selling some of the
shares held by the family.

To diversify the proprietors investment portfoliot@f the family business into a wider spread of
assets, the ownersmay wish to alter their levgleaifring either because they will be able to
borrow more against quoted securitiesthan agamgeted securities or they may wish to

reduce their personnel debt by selling some of steres.

More technically,portfolio theory models assetsimetnormal distributed (or more generally as
an elliptically distributed random variable), defimisk as a standard deviation of return and
model of portfolio as aweighted combination of &sseo that the return of a portfolio is
weighted combination of assets’ returns. By commgndifferent assets whosereturns are not
perfectly positively correlated, portfolio theorgsames that investors are rational and market
efficient. (Sharpe, 1964)

Capital market theory builds on portfolio theorydadevelops a model for pricing all risky assets
The concept of a risk-free asset is critical to diegelopment of capital market theory. Portfolio
theory was developed in the 1950’s through theyeB®l70s and was considered an important
advance in the mathematical modeling of financec&ithen, many theoretical and practical
criticisms have leveled against it. This includae fact that financial returns don'’t follow a

Gaussian distribution and those correlations batvessets (Michael, Sproul, 1998).

2.2.2.2 Capital asset pricing model
William Sharpe(1964) published the capital pricthgory. Parallel work was also performed by

Treynor (1961) and Litner (1965). CAPM extended ridavarkowitz’'s portfolio theory to
introduce the notions of systematic and speciB&.rFor his work on CAPM, Sharpe shared a
Nobel Prize in Economics with Markowitz and Miller.

Tobin’s (1958), super efficient portfolio must e tmarket portfolio. All investors will hold the
market portfolio, leveraging or de-leveraging itthyositions in the risk free asset in order to
achieve a desired level of risk. CAPM decompospsr#olio’s risk into systematic and specific
risk. Systematic risk is the risk holding the markm®rtfolio. As the market moves, each
individual asset is more or least affected. Todheat extent that any asset participates in such

general market moves, that asset entails systemmskicSpecific risk is the risk which is unique
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to an individual asset. It represents the compookah asset’s return which is uncorrelated with
the general market moves (Litner, 1965).

No matter how much we diversify our investments itmpossible to get rid of all risks.
Investors deserve a rate of return that compenshen for taking on risk. CAPM helps in
calculating investment risk and what return on staeent to expect.

When CAPM was first introduced,the investment comityuviewed the new model with
suspicion, since it seemed to indicatethat profesdiinvestment management was a waste of
time. It was nearly a decade before investmentegsibnals began to view CAPM as an
important tool in helping investors understand&.riBhe key element of the model is that it
separates the risk affecting asset’s return into t&tegories. The first is unsystematic or
company specific risk. The long term average retdor this kind of risk should be zero. The
second is systematic risk, is due to general ecanantertainty. CAPM states that the return on
assets should, on average, equal the yield onkéres bond held over time plus a premium
proportional to the amount of systematic risk ttuels posses (Markowitz, 1952).

The treatment of risk in CAPM refines the notiofisystematic and unsystematic risk developed
by Markowitz. Unsystematic risk is the risk an @&ssealue caused by factors that are specific to
the organization, this kind of risk is present tu¢he fact that every company is endowed with a
unique collection of assets, ideas and personnese/hggregate productivity may vary.

A fundamental principle of modern portfolio theory that unsystematic can be mitigated
through diversification. That is by holding manyffelient assets; random fluctuations in the
value of one will be offset by opposite fluctuasan another. (Markowitz, 1952)

Systematic risk cannot be removed by diversificatibhe risk represents the variation in an
asset’s value caused by unpredictable economic mewes. This type of risk represents the
necessary risk that owners of a firm must accemnaiaunching an enterprise. In CAPM, the
risk associated with an asset is measured in oakttip to the risk of the market as a whole.
(Sharpe, 1964)

CAPM developed by William Sharpe is well applicalsianvestment decisions. It describes the
identification of an investment’s return and diviecation of risk on the investments at hand.

2.2.2.3 Arbitrage pricing theory
Arbitrage pricing theory was developed primarily Bpss (1976). It is one-period model in

which every investor believes that stochastic pridgee of returns in capital assets are consistent
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with a factor structure. APT describes the priceergha mispriced asset is expected to be. It is
viewed as an alternative to CAPM, since APT hasemitexible assumption requirements.
Whereas CAPM formula requires the expected markairm, APT uses the risky assets’
expected return and the risk premium of a numbema€ro-economics. Arbitrageurs use the
APT model profit by taking advantaged of mispricegurities. A mispriced security will have a
price that differs from the theoretical price mogeédicted by the model. By going short an
over-priced security, while concurrently going lotige portfolio the APT calculations were
based on the arbitrageur is in a position to matkeearetically risk-free profit. (Ross, 1976)

The APT is the idea that the price of a securitdrisen by a number of factors. This can be
divided into macro factors and specific factorse TAPT is a substitute for the CAPM in that
both assert a linear relation between asset’'s ¢éageeturn and their covariance with other
random variables. (Ross,1976).

The difference between CAPM and APT is that CAPM hasingle non-company factor and a
single beta, whereas APT separates non-compargr$aoto as many as proves necessary. Each
of these requires a separate Beta that is thetisetgsnf the price of the security to that factor.
APT doesn’t rely on measuring the performance efrttarket, instead it directly relates price of
the security to the fundamental factors drivingrthe problem with this theory in itself provides
no indication of what these factors are, so thesdn® be empirically determined. There is no
guarantee that all relevant factors have beenifcahtThis added complexity is the reason APT
is far less widely used than CAPM. (Sharpe, 1992).

Companies’ profitability is influenced by both imeal and external factors. Whereas internal
factors focus on specific characteristics, the retefactors concern both industry features

and macroeconomic variables. The profitabilityrefirance companies can also be appraised at
the micro, meso and macro levels of the economig fhieory is of importance since it enables
us identify the key success indicators of listethpanies which facilitates the design of policies

that may improve the profitability of the listedrapanies.

2.3 Variables of performance of listed firms

This study focuses on the effects of initial pulditer on performance of insurance companies
guoted at the Nairobi Stock Exchange,by studyingehvariables i.e. liquidity, leverage and
Profitability(earnings per share)
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Research suggests that the performance of a congiaghg NSE greatly affects its liquidity in
that underwriter’s createactive aftermarket tradiggunder pricing IPOs. Stock flippershave the
greatest effect on pricing in weak IPOs, compaceddtiPOs. Those findings suggest that both
underwriters and marketparticipants generate liquith the post-issuance trading ofnewly
traded securities. Price stabilization that undiéens carryout in a short period after the offering

can also affect liquidity

Research also suggests that the performance ahpasty at theNSE greatly influences its level
of leverage due to factors such as;control, groveife of future sale, sales stability, loan
covenant,competitive structure of the industryeasdructure, managementattitude and lender
attitudes.Research also shows that the performainaecompany at theNSE affects its earnings
per share in that the firms have ability toidentiiyes in which the market is overvalued or

times wheninvestors will pay for an IPO relativeotber firms.

2.4 The decision to go public
One question that academics have explored is th&vation to go public. Given the

underperformance oflPO firms, it appears that cangsalist not to finance future growth, but to
take advantage of buoyantmarkets. In fact, Padaawetta and Zingales (1998) question the idea
that going public is simply aninevitable growthgeaof a company. They argue that the need to
finance future growth had little to do withthe nwatiion to list; rather the relative overvaluation
of firms in the same industry provided the greateshtive to undertake an IPO. Furthermore,
some large firms in the US, for example United BPla&ervice (UPS), remain private and in

Europe, large private firms are far more common.

Various life cycle theories have been proposedxidain the decision to go public. Zingales
(1995) proposes that entrepreneurs are able tonget money for their firm via an IPO than
they would by simply selling it to a single biddecause a single acquirer can force a target firm
on pricing concessions more than outside investotdd. Thus, by undertaking an IPO, the
initial owners sell their company for a higher \alihan they would ordinarily receive from an

outright sale. Brau et al, (2003) discovered thatders hide the full extent of their actions, in
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that they sell a greater amount of their holdingsthe IPO than originally disclosed.

Suchconduct is consistent with wealth-maximizingdgor.

There are also direct and indirect costs assocmithd going public. Smaller firms are more

likely to remainprivate as there is a consideradtininistrative burden on companies that
undertake an IPO: underwriting fees, registratieesf etc. Moreover, once listed, there is the
expense incurred from auditors, distribution of @wainreports, stock exchange fees, etc.
However, larger firms can bear these expenses nealy since the magnitude of these costs

does not increase proportionally with the sizehef PO (Pagano et.all998).

Disclosure rules of stock exchanges may force @mas to reveal sensitive information, which
may put them at a competitive disadvantage. Suahsparency may dissuade firms with
sensitive information and a high proportion of sgsé and development (R&D) expenditure
from listing. Moreover, listed companies are subjec more scrutiny from tax and legal

authorities and thus, have a reduced ability toceahtax obligations (Pagano etal.,1998).
However, announcing an IPO can be beneficial. Raganal.(1998) cite the following as

benefits of going public: overcoming borrowing ctvasits, improved bargaining power with

lenders, liquidity and portfolio diversification, anitoring, change of control and taking

advantage of the market’s overvaluation of the fand investor optimism. Chemmanur et al,
(1999) argue further that listing facilitates gezatliffusion of ownership, which allows large

block, undiversified investors to offset some dithrisk. According to Stoughton et al.(2001) an
IPO is a signal of high product quality. In the UK,survey revealed the main reason for
undertaking an IPO was to improve the visibility thie company and hence, improve its
competitive position (Burton et al , 2003).

Amihudet al (1988), going public makes the firmtsages more liquid and so more valuable to
itsowners. The added liquidity of being a publiengany also gives owners a chance to diversify
their own holdingsby divesting some or all of theiock. Obviously, as noted in Roell (1996),

this reason is not emphasized in IPOprospectuses.
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The possibility of differences in performance obtpd versus non-quoted companies is evident:
A number of authors point out the difference betwegcellent performance of companies in
pre-IPO phase and poor performance in post-IPOeplag. Jain et al, 1994), which is even
worse in comparison with performance of companied have been quoted for a longer time.
Jain et al, (1994) even find positive relationshiiggween the share of the original (pre-IPO)
owners after IPO and the company’s performancherpbst- IPO period. The private benefits of
control can be exploited more easily in non quatedhpanies, especially when owners are
members ofmanagement board at the same time. Thsibpo differences in performance

between quoted and non-quoted companies can b# oéswider public knowledge of the

guoted companies compared to non-quoted companies.

2.5 Empirical review

Jain et al (1994) were one of the first to study dperating performance of firms going public in
the US during the period 1976 to 1988. They inges&id the operating performance of US
guoted companies in their first few years aftemggoublic. They reported that, relative to their
pre-going public level, newly listed firms show @ctine in post-issue operating performance as
measured by the operating return on assets anditopgercash flowsdeflated by assets. An
assertion was made to the fact that the declinpegaiing performance of public firms couldnot
be explained by the lack of sales growth opportesitor cutbacks in post-issue capital
expenditure since thesefirms showed a high growguales and capital expenditures in the post-
public period. Jain et al concluded thatinvestgopear to value public firms based on their

expectation that earnings growth will continuedervelopedmarkets outside the US.

Pagano et al (1998) analyze the determinants ofitdlian IPOs by comparing the ex-post
characteristics of IPOs with those of private firmiey show that the profitability deteriorates
after the IPO and the decline increases in timenftioe first year after the IPO to the third. Caiet
al (1997) study the operating performance of JagmifeOs during the first five years after going

public and report significant under-performance.

Chan et al (2004) also document a significant decin the operating performance of Chinese

IPOs. They also found that this inferior operatpeyformance was not related to a decline in
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business activity. Rather, they argue that manaaptesnpt to window dress their accounts prior
to going public which leads to pre-IPO performaheag over-stated and post-IPO performance

being understated.

Karolyi (2004) reports that at the end of 2003 ¢heere over 2000 foreign firms listed in the
USA, more than twice the amount listed in 1990. dtal value of trading across world markets
reached its peak in 1999 and has remained steadgsaall major stock exchanges through to
2004. The fraction trading comprised of foreignitigs also leveled off at a median of 5.8% in
2004, though this was double the figure noted 9519

A more recent example of out-performance of adistempany is that of ICBC (Industrial and
Commercial Bank ofChina). Wang Zhi (2007) on Cha@nomic Net that through going public
inside and outside China, thefinancial condition@BC has been improved further, its capital
strength and capital adequacy have reinforcedngtdabk profitability has kept rising and
presented a stronger sustainability. Accordingltalaa from theannual report of 2006 to the
third quarter-report of 2007 issued recently, adap soaring momentum of ICBC has

been demonstrated. ICBC handed over a very pledaahievement list” for the year of public
listing. For the pastyear of the listing, ICBC’snggany governing ability has been enhanced
obviously, and under the requirement ofmodern fuerenterprise system, shareholder meeting,
Board of Directors, Board of Supervisors and Sé@aragement have taken their due charges,

conducted effective balance and operated in coatidim.

Kuria (2008) determined the short-term and longateeffects of cross-border listing
announcements oncompanies listed at the NSE aivdpits listing performance, and reported
that cross-listing announcementshave statisticidjgificant negative effects on stock returns. In
fact, the non cross-listed firms had higher daiyaver ratios than cross-listed firms, an
indicator of increased activity hence liquidity. Mover, Mugo (2010)and Mugo et al., (2011)
have reported that cross listing “may” affect filiquidity and P/E ratios. However, acloser look
at these findings reveals fatal interpretationabrsr as the changes were never tested for

significance.Unlike the developed market, studiesmss-listing are thin.
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2.6 Summary

The empirical literature on when and why compag@public is small relative to the number of
papers underpricingand under-performance of nesdyad shares (e.g. Lowry, 2003, or Ritter,
2002).However, several reasons have been propastt iacademic literature to explain why
companies decide to gopublic and list on a stockange. Roell (1996) documents five reasons
why companies decide to go public,among which thveees reported by stock market entrants
themselves. The first is access to new financembhiees for new finance include prospects of
growth by acquisition, funds for organic expansiatgrporatemarketing, diversity and
development and refinancing of current borrowing®nce public, a company’s
financingalternatives are increased. Thus, a plybtraded company can return to the stock
market for additional capital viaa bond or conv#eibond issue or secondary equity offerfng.
listed firm is said to experience a performancdidedf its ratio of pre-tax operating income to
asset has been above its industry median for #anaqars two consecutive years but then drops to

either below 25 or 10 percentiles.

The going public decision is one of the most imartand complex questions in corporate
finance. In recent years,the theoretical literathes investigated this topic from different
perspectives, proposing a host of different mobtlielgertheless, the empirical analysis of the
going public decision and of its consequences fatraspecific level isone of the least studied
issues in corporate finance.Many of the studieslaotedby Ritter (1991) were based in Asia,
Europe and the US. Theseoften demonstrated a\mositk between initial public offer andthe

performance of the company but the methodology medisne that could easily be replicated by
practitioners on a regularbasis. Such studies eamodstrate that IPOs have a relationshipwith
organizational performance but they do not provmechguidance on the actual effects on
performance. This study willtherefore add to theréture by establishing the effects of IPOson

performance of listed companies at the NSE andtimygaps will be filled.
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction
This chapter presents an overview of the methodgolingt guided the study. The chapter
discusses the research design; population of thdysthe sample size and sample design, the
data collection methods and data analysis techsique

3.2 Research design
Hopkins (2000) suggests that descriptive studigmis of a quantitative research design, whose

aim is to determine the relationship between arepeddent variable and another dependent or
outcome variable in a population, establishing #ssociations between variables and the
causality.For this study, theresearch design isrg#s/e survey since it sought to establish the
relationship between listing and firm performancesample survey of the companies
listedbetween 2002-2012 at the NSEwas conducted.

3.3 Population of the study

According to Cooper and Schindler (2008), poputaisreferred to as the collection of elements
about which we wish to reference. The study focuseshe 13 listed companies at the NSE
between 2002-2012. Data on company financial perdoce before and after listing was

obtained from companies accounts.

3.4 Data type, source and collection

The study used secondary data which wasobtained frablished information from the NSE
and other available published information from CMeéportsThis secondary data includes
profits before tax,current assets, current liab8it fixed assets, turnover, debt level and equity

shares outstanding.

3.5 Data analysis

Data collected wasanalyzed to come up with a coatpar analysis of financial performance
prior to listing and after listing of companies the NSEbetween 2002-2012. Financial ratio
analysis was used to compute current ratios, ggaatios, profitability ratios, and investor
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ratios.A correlation analysis was conducted tolista whether the findings indicated a strong

positive or negativecorrelation. The financial eatcan be summarized as follows:
RATIOS MEASUREMENT
Liquidity Ratios

Current Ratios Currenc s

Current Liabilities

Gearing Ratios

Debt-Equity ratio Total debt

Total shareholder equity

Equity ratio Owner’s equity

Total capital employed

Investor Ratios

Dividend yield Divided per share

Market price pershare

Earnings per shareProfit after taxes and prefershaee

Outstanding shares

Price-earnings ratio Market price per share

Earnings per share

Profitability Ratios
Return on capital employed Earnings before interest and taxes

Capital employed

Gross profit margin Profit before operating expenses

Net sales

27



Return on investment Earnings after tax

Total share capital

From the data collected, Chi-test was used to ksalbhe significance of the differences
between measures of financial performance befodeafter cross-listing. Thetests concentrated

on liquidity, profitability, gearing and equity-agkd ratios.
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CHAPTER FOUR

DATA ANALYSIS AND FINDINGS

4 1lntroduction

This chapter explains about the financial reviewisted equity companies, findings of the chi

test and the interpretation of these findings.

4.2 Brief description of listed firms under analyss

The following firms had data spanning several yéaliswing listing at the NSE. They therefore
form the listed firms under consideration and rssptesented below stem from analysis of data:
Co-op, Equity, Trans century,Safcom, Access Kekyamgen, Longhorn, Scangroup, Kenya-Re,
Britam, CIC and Liberty Holdings. The ratios forckacompany were derived from the Balance
Sheets, Income and Expenditure Statements.

BANKING SECTOR

TABLE 1.CO-OPERATIVE BANK OF KENYA

Co-op bank was listed in the securities exchangbanember 2008,with 701,300,000 shares
floated, data was captured from company’s annyabrte and financial statements and post
listing data from the NSE

2012 2011 2010 2009 2008 2007 2006
Number Of
Ordinary Shares
Issued 2,660,363 2,618,977
4,190,843,298 | 3,492,370,000 | 34,923,700.00 34,923,700.00 34,923,700.00
Earnings Per
Share (Kshs 1.84 1.53 131 0.85 0.8 7 54
Dividends  Per
0.1
Share (Kshs) 0.5 0.4 0.4 0.2 0.1 0.1
Net Assets Value 1.8 1.5
Per Share (Kshs)| 7.0 6.0 6.0 4.5 3.7
Price To 71 9.2
Earnings Ratio 7.1 6.4 12.1 8.8 10.5
Dividend Yield 3.8 4.1 25 2.7 1.2
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2 2
i 0, 0, 0, 0,

Pay Out Ratio | 27% 26% 31% 24% 13% 14% 19%
Return On Equity 18 11

26.3 25.6 22.9 19.0 18.3
Price To Book

2.3
Value(Kshs) 1.9 1.6 2.6 1.7 1.4 1.1
Current ratio 1.2 0.88 1.1 1.2 1.2
. . : : 1.3 1.1

Source: NSE and Co-op website

TABLE 2. EQUITY BANK
Equity bank was listed in the securities exchamg2006,with 452,823,000 shares floated, data

was captured from company’s annual reports anddiiah statements and post listing data from

the NSE
2012 120 2010 2009 2008 2007 2006

Number Of
Ordinary Shares
Issued 275,000,000| 272,000,000

3,702,777,020 | 3,702,777,020 | 3,702,777,020 3,702,777,020 370,277,702
Earnings Per| 7 8.32
Share (Kshs 3.26 2.79 1.93 1.14 10.56
Dividends  Per 2 2
Share (Kshs) | 1.25 0.80 0.80 0.40 3.00
Net Assets Value 34.8 24.3
Per Share (Kshs)| 11.59 9.26 7.35 6.19 52.88
Price To 13 16.71
Earnings Ratio 5.90 5.88 3.89 12.55 16.67
Dividend Yield 6.49 4.88 2.99 2.79 1.70 2 1.44

571% 24.3%
. 28.41%

Pay Out Ratio % | 38.32% 28.69% 41.53% 34.98%
Return On Equity 0.13 9

6.52 5.58 3.85 2.29 0.92
Price To Book 4 2.2
Value(Kshs) 1.66 1.77 3.64 2.32 333

0.4 0.6

Current ratio 1.2 1.2 1.2 1.3 13

Source: NSE and Equity website
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COMMERCIAL AND SERVICES

TABLE 3.LONGHORN KENYA

On May 30, 2012, Longhorn shares were listed (dyoduction) on the Nairobi Securities
Exchange, becoming the first book publisher in Hastern Africa region to be publicly listed,
58,500,000 shares were floated. Data was captuoed dompany’s annual reports and financial

statements and post listing data from the NSE.

2012 2011 2010 2009 2008 2007 2006

Number Of
Ordinary Shares
Issued

58000 11700 11700 11700 11700
Earnings Per
Share (Kshs (0.38) 10.92 1.85 1.72 6.66
Dividends Per
Share (Kshs) | 2 75 1 1 3
Net Assets Value
Per Share (Kshs)| 4.52 34.34 25.62 24.27 25.38
Price To
Earnings Ratio (48.17) - 11
Dividend Yield
Pay Out Ratio -5.26 0.69 0.54 0.58 0.45
Return On Equity

(0.08) 0.32 0.07 0.07 0.26
Price To Book
Value(Kshs) 4.09
Current ratio 0.1 0.7 1.1 1.1 06

Source: NSE and Longhorn website

TABLE 4.SCANGROUP
Scangroup was incorporated on 26th January 1999 veasl listed on Nairobi Securities
Exchange on 29 August 2006, with 69,000,000 shares floated. Dates captured from

company’s annual reports and financial statemerdspast listing data from the NSE.
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2012 2011 2010 090 2008 2007 2006
Number Of
Ordinary Shares
Issued 159,000 159,000
284,789,128 | 284,789,128 | 237,324,321 220,689,655 220,689,655

Earnings Per 1.54 1.23
Share (Kshs 221 2.55 2.13 1.81 1.79
Dividends  Per 0.90 0.83
Share (Kshs) | 0.6 0.7 07 05 069
Net Assets Value
Per Share (Kshs)| 7 5.89 5.2 4.56 4.31 3.82 296
Price To 19.35 20.13
Earnings Ratio 31 16.27 28.87 14.09 14.94

3.03 3.35
Dividend Yield 1 2 1 2 3

. 58.54% 67.49%
Pay Out Ratio 27% 27% 33% 28% 39%
Return On Equity 1.03 1.03
15 17 16 17 15

Price To Book 7.79 8.35
Value(Kshs) 1.9 16 26 17 23

141 1.55
Current ratio 25 2 5 1.2 12

Source: NSE and Scangroup website

2005 2004

Number Of
Ordinary Shares
Issued

150,000 150,000
Earnings Per
Share (Kshs 0.96 0.43
Dividends  Per
Share (Kshs) 0.26 0.2
Net Assets Value
Per Share (Kshs)| 2 4.7
Price To
Earnings Ratio 11 6
Dividend Yield 0.2 0.6
Pay Out Ratio(%)| 27% 47%

Return On Equity
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0.6 0.6
Price To Book
Value(Kshs) 0.77 0.93
Current ratio 1.3 1.1

Source: NSE and Scangroup website

ENERGY AND PETROLEUM
TABLE 5. KENGEN
Kengen was listed in 2006 at the NSE, with 658,000 shares floated .Data was captured from

company’s annual reports and financial statemerdspast listing data from the NSE.

2012 2011 2010 0920 2008 2007 2006
Number Of
Ordinary Shares
Issued 159,000 159,000
298,361,456 2,198,361,456 | 2,198,361,456 | 2,198,361,456 | 2 198,361,456

Earnings Per| 1.54 1.23
Share (Kshs 2.21 2.55 2.13 1.81 1.79
Dividends  Per 0.90 0.83
Share (Kshs) 0.6 0.7 0.7 0.5 069
Net Assets Value
Per Share (Kshs)| 7 5.89 5.2 4.56 4.31

3.82 2.96
Price To 19.35 20.13
Earnings Ratio | 31 16.27 28.87 14.09 14.94

3.03 3.35
Dividend Yield 1 2 1 2 3

. 58.54% 67.49%

Pay Out Ratio | 27% 27% 33% 28% 39%
Return Oon 1.03 1.03
Equity 15 17 16 17 15
Price To Book 7.79 8.35
Value(Kshs) 1.9 1.6 2.6 1.7 23

1.41 1.55
Current ratio 25 2 5 1.2 12

Source: NSE and Kengen website

2005 2004
Number Of
Ordinary Shares
Issued
150,000 150,000
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Earnings Per
Share (Kshs 1.38 1.25
Dividends Per
Share (Kshs) 0.35 0.42
Net Assets Value
Per Share (Kshs)| 2 o 2.25
Price To
Earnings Ratio 1.2 0.86
Dividend Yield 0.07 0.1
Pay Out Ratio(%)| 25.4% 33.6%
Return On Equity

0.49 0.13
Price To Book
Value(Kshs) 0.77 0.93
Current ratio 1.98 2.1

Source: NSE and Kengen website

INSURANCE
TABLE 6. BRITAM

Britam was listed in the NSE in 2011, with 1,891,850 floated shares. Data was captured

from company’s annual reports and financial statgsand post listing data from the NSE.

2012

2011

2010

200

2008

2007

2006

Number Of
Ordinary Shares
Issued

1,891,451,850

1,891,451,850

1,891,451,850

1,891,451,850

Earnings Pel

Share (Kshs 1.33 (1.03) 0.9 0.84
Dividends  Per

Share (Kshs) 0.25 0.15 0.15 0.05
Net Assets Value

Per Share (Kshs)| 6.59 4.52 4.6 3.7
Price To

Earnings Ratio 4.5 (5.03) 2.36 3.94
Dividend Yield 4.17 2.88 0.9 1.2
Pay out| 18.77 (14.50) 16.67 5.95
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Ratio(%)

Return On

Equity 13.3 (10.3) 15 8
Price. To Book| 0.91

Value(Kshs) 1.15 1.41 0.89
Current ratio 1.4 1.5 2 1.8

Source: NSE and Britam website

TABLE 7. CIC INSURANCE GROUP

The company listed on the 19th July 2012 with 2,000,000 shares floated. The Group’s gross
premiums increased by 34% from Kshs. 6.7B to KSt& billion. Profit before tax increased by
110% from Kshs.787M to Kshs.1.65B. Data was cagptdirem company’s annual reports and

financial statements and post listing data fromNI&E.

2012 2011 2010 200 2008 2007 2006

Number Of
Ordinary Shares
Issued

2,179,655 108,983 30,571 21,399 20,689
Earnings Per
Share (Kshs 0.64 5.48 16.75 11.48 8.94
Dividends Per
Share (Kshs) | 0.10 1.80 0.16 1.60 1.40
Net Assets Value
Per Share (Kshs)| 2.51 39.40 85.35 46.27 36.62
Price To
Earnings Ratio 5.55 4.56
Dividend Yield 0.03
Pay Out Ratio(%)| 0.16 0.33 0.01 0.14 0.16
Return On Equity

0.25 0.14 0.19 0.24 0.24
Price. To Book
Value(Kshs) 1.41
Current ratio 1.6 1.6 1.7 1.4 13

Source: NSE and CIC website
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TABLE 8. KENYA RE
The company listed at the NSE in 2007 with 240,000 ,shares floated. Data was captured from

company’s annual reports and financial statemerdspast listing data from the NSE

2012 2011 2010 090 2008 2007 2006

Number Of
Ordinary Shares
Issued 600,000,000| 600,000,000

699,949,068 | 600,000,000 | 600,000,000 600,000,000 600,000,000
Earnings Per
Share (Kshs 4 3.19 2.57 221 2.47 1.38 1.25
Dividends Per
Share (Kshs) 0.4 0.35 0.35 0.5 0 0.23 0.1
Net Assets Value
Per Share (Kshs)| 20.88 19.21 17.62 15.17 13.34 7
Price To 4 2
Earnings Ratio 2.67 2.29 4.3 5.28 5.17
Dividend Yield 3.74 4.79 3.17 4.27 3.92 2.79 2.68
Pay Out Ratio 9.99% 10.97% 13.62% 22.57% 20.26% 16.67% 8%
Return On Equity

16 13 1.03 0.9 1 0.49 0.13
Price To Book
Value(Kshs) 0.51 0.38 0.63 0.77 096 0.25 0.23
Current ratio 2.6 2.5 2.6 2.5 24

. . . - 2.1 1.9

Source: NSE and Kenya-Re website

TABLE 9.LIBERTY HOLDINGS
The group was listed at the NSE in 2011 with 516,200 shares floated. Data was captured

from company’s annual reports and financial stateésand post listing data from the NSE

2012

2011

2010

2009
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Number Of

Ordinary Shares 515270364 | 515,270,364

Issued

515,270,364 | 515,270,364
Earnings Per
Share (Kshs 1.72 1.84 1.64 1.24
Dividends  Per
Share (Kshs) 0.4 0.3 0.26
Net Assets Value
Per Share (Kshs)| 10.52 8.1 251 2.2
Price To
Earnings Ratio 3.89 3.55 3.4 2.89
Dividend Yield 5.97 4 3.87
Pay Out Ratio(%)| 23.25 18.9 20.96
Return On Equity

1.72 0.14 0.19 0.24
Price To Book
Value(Kshs) 0.64 0.81 14 1,62
Current ratio 1.2 12 1.87 2

Source: NSE and Liberty website

INVESTMENT
TABLE 10.TRANSCENTURY

The Group, as at December 2012 hadrevenues of BEBri and net income of KES 740mm. it
was listed in 2011 at the NSE with 269,342,155 eshdtoated. Data was captured from
company’s annual reports and financial statemerdsast listing data from the NSE

2012 2011 2010 200 2008 2007 2006
Number Of
Ordinary Shares
Issued
273,950,284 | 269,342,155 | 267,038,090 267,038,090 266,588,090

Earnings Per
Share (Kshs 1.66 1.32 1.29 0.34 1.28
Dividends Per
Share (Kshs

( ) 0.4 0.25 0.20 0.05 0.05
Net Assets Value
Per Share (Kshs)| 27 36 24.63 19.82 13.17 11.59
Price To
Earnings Ratio 14 21 15
Dividend Yield 2 1 0.89
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Pay Out Ratio(%)| 24 19 16 15
Return On Equity
10 9 9 7 20
Price To Book
Value(Kshs) 0.9 11
Current ratio 1.3 1.2 1.6 1.8 18

Source: NSE and Transcentury website

MANUFACTURING AND ALLIED
TABLE 11.EVEREADY EAST AFRICA LTD

The company was listed on the 18 December 2006 63tB00,000 shares floated. Data was

captured from company’s annual reports and finarstegements and post listing data from the

NSE
2012 2011 2010 200 2008 2007 2006
Number Of Ordinary
Shares Issued
210,000 | 210,000
210,000 210,000 210,000 210,000 210,000
Earnings Per Share
(Kshs 1.66 1.32 1.29 0.34 1.28 0.60 0.79
Dividends Per Share
Kshs
( ) 0.4 0.25 0.20 0.05 0.05
Net Assets Value Pe
Share (Kshs) 27.36 24.63 19.82 13.17 11.59 2.59 250
Price To Earningg
Ratio 14 21 13.21 22.77
Dividend Yield 2 1 566 334
Pay Out Ratio%) | 24 19 16 15 4
Return On Equity
10 9 9 7 20 3 25
Price To Book
Value(Kshs) 0.9 1.1 3.06 717
1.56 1.89
Current ratio 1.3 1.2 1.6 1.8 18

Source: NSE and Eveready website

38




2005

2004

Number Of
Ordinary Shares
Issued

210,000

210,000

Earnings Per

Share (Kshs

4.2

4.3

Dividends Per

Share (Kshs)

0.35

0.42

Net Assets Value
Per Share (Kshs)

Price To

Earnings Ratio

1.2

0.86

Dividend Yield

0.07

0.1

Pay Out Ratio(%)

8.3%

10%

Return On Equity

Price To Book
Value(Kshs)

0.77

0.93

Current ratio

2

2

Source: NSE and Eveready website

TELECOMMUNICATION AND TECHNOLOGY
TABLE 12.ACCESS KENYA

Access Kenya Group Limited went public on 4 Jun@72trough listing of its shares on the
Nairobi Securities Exchange. Data was captured ftompany’s annual reports and financial

statements and post listing data from the NSE

2012 2011 2010 200 2008 2007 2006

Number Of
Ordinary Shares
Issued 210,000 78,082

218,038.0 207,656.0 207,227.0 | 207,227.0 203,581.0
Earnings Per
Share (Kshs 0.69 05 (0.4) 0.72 0.94 0.60 0.79
Dividends Per
Share (Kshs) 0.3 0.3 0.4 0.2 0.22
Net Assets Value
Per Share (Kshs)| 27 36 24.63 19.82 13.17 11.59 28.9
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Price To

Earnings Ratio | 6.39 9.86 (352.20) | 27.10 21.08 15.7 2.8
Dividend Yield 0.07 0.02 0.02 0.8 0.6
Pay Out Ratio(%)| 43% 42% 42% 20% 28%
Return On Equity

12 10 -1 13 20 9 0.3
Price To Book
Value(Kshs) 0.77 0.93 2.59 3.50 3.91 2.4 2.67
Current ratio 0.5 0.7 0.7 11 15 1.2 1.7

Source: NSE and Access Kenya website

2005 2004

Number Of
Ordinary Shares
Issued

20,040 20,040
Earnings Per
Share (Kshs 3.6 0.6
Dividends  Per
Share (Kshs) 1 0.3
Net Assets Value
Per Share (Kshs)| g 10.03
Price To
Earnings Ratio 17.06 6.5
Dividend Yield 0.2 0.6
Pay Out Ratio(%)| 27.8% 50%
Return On Equity

0.5 1.2
Price To Book
Value(Kshs) 0.77 0.93
Current ratio 0.8 0.7

Source: NSE and Access Kenya website
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TABLE 13.SAFCOM
The company was listed at the NSE in 2008 with llibb shares floated.Data was captured

from company’s annual reports and financial statgsand post listing data from the NSE

2012 2011 2010 2009 2008 2007 2006

Number Of

Ordinary

Shares Issued 40,000,000,000 | 40,000,000,
40,000,000,0 | 40,000,000,0 40,000,000,0 | 40,000,000,0 | 40,000,000,0 000
00 00 00 00 00

Earnings  Per

Share (Kshs 0.32 0.33 0.38 0.26 0.35 0.47 0.39

Dividends Per

Share (Kshs) 0.22 0.20 0.20 0.20 0.05 0.15 0.18

Net Assets

Value Per Sharg 2 11 1.99 1.76 1.40 1.23 241 2.17

(Kshs)

Price To

Earnings Ratio | 10.14 11.55 14.66 11.39 10.39 19.17 17.03

Dividend Yield | 6.88 5.26 3.60 3.33 1.39 289

Pay  Out| 69.69 60.80 52.81 37.96 14.44 396 46.93

Ratio(%)

Return On

Equity 10 9 9 7 20 0.4 0.4

Price To Book

Value(Kshs) 1.52 1.91 3.16 2.15 293 1.98 3.2

Current ratio 0.56 0.64 0.67 0.49 051 0.8 0.7

Source: NSE and Safcom website

4.2.2:Pre and post financial performance of listedompanies
From the table 4.2.2.1, it is evident that liquydiind profitability ratios Kengen improved after

listing while it reduced in the case of Equity a@wb-op. The current ratio for Kengen

outperformed the recommended 2:1 parameter. Duecteased share capital at Kengen, the

gearing of the firm reduced this was also the adsEquity and Co-op. The return on equity

reduced after Equity listed while it increased tcadly in the case of Co-op and Kengen after
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listing. The price-earnings ratio for the three pamies also improved. When the P/E ratio is

high, it implies that shareholders have more canfad in the firm thus willing to wait for long

years to recoup their earnings, the dividend ya&b increased but the E/S of Co-op reduced

drastically

TABLE 4.2.2.1

CO-OP BANK EQUI BANK KENGEN

Measures After Before Measures AfterBefore Measures Before After
Listing Listing Listing Listing Listing Listing

Current Ratio 11 1.2 Current Ratio 1.24 0.5 Current Ratio 2.04 21

Earnings per 1.3 6.2 Earnings per 4 1.7 Earnings per 1.32 8 1.

Share Share Share

Dividend per 0.3 0.1 Dividend per 1.3 2 Dividend per0.39 0.7

Share Share Share

Price to Earnings Price to Earnings 9 15 Price to Earnings  1.03 .680

Ratio 9 11.7 | Ratio Ratio

Return on Return on 3.83 n.5 Return on 0.31 11.7

Equity 22.4 15 Equity Equity

Net Assets Value 5.4 1.7 Net Assets Value 17.5 30 Net Assets Value 2.23 4.82

Per Share Per Share Per Share

Pay Out Ratio(%) 24.2 16.5 Pay Out Ratio(%) 34.3 15 Pay Out Ratio(%) 29.5 40

Debt-Equity Ratio  6.22 11.33 Debt-Equity Ratio  4.02 4.25 Debt-Equity Ratio 3.2 8.8

Dividend Yield 7.2 2 Dividend Yield 3.77 1.7 Dividend yield 0.09 2.2

Source: Data Analysis (2013)
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It is evident from table 4.2.2.2, the liquidity i@tLiberty deteriorated after listing, while it

improved in the case of CIC and Scangroup in rddpethe current ratio. The return on Equity

improved in all the three companies, profitabilidé§io measured by gross profit margin increased

at CIC and Scangroup. Debt ratio reduced at Scapgand CIC, while it increased at Liberty

due to increased borrowing needs. The P/E ratiacex at Liberty, while it improved at CIC

and Scangroup after listing.

TABLE 4.2.2.2

SCANGROUP

CIC INSURANCELIBERTY HOLDINGS

Measures After Before Measures Before After Measures Before After
Listing Listing Listing Listing Listing Listing

Current Ratio 2.38 1.2 Current Ratio 1.5 1.6 Current Ratio 1.9 1.2

Earnings per 1.8 0.7 Earnings per 10.66 0.64 Earnings per 1.44 1.78

Share Share Share

Dividend per 0.64 0.23 Dividend per 1.24 0.1 Dividend per 0.28 04

Share Share Share

Price to Earnings 20.63 8.5 Price to Earnings 4.56 5.55 Price to Earnings4.59 3.72

Ratio Ratio Ratio

Return on 16 0.6 Return on 0.21 9.2 Return on 0.22 0.93

Equity Equity Equity

Net Assets Value 5.39 353. Net Assets Value 51.91 251 Net Assets Value 2.36 9.3

Per Share Per Share Per Share

Pay Out Ratio(%) 40 73 Pay Out Ratio(%) 0.16 0.16 Pay Out Ratio(%) 19.93 23.25

Debt-Equity Ratio 1.03 .28 Debt-Equity Ratio2.16 15 Debt-Equity Ratio  4.05 4.4

Dividend yield 2.19 1.14 Dividend yield 0.03 Dividend yield 3.94 5.97

Source: Data Analysis (2013)
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From table 4.2.2.3, it is evident that there wasngprovement on the liquidity of Access Kenya

and Safcom, there was also an improvement in therrgatios after listing, and this was

contrary to the case of Britam where both liquidatyd returns reduced drastically, hence an

increase in profitability ratios at Access Kenyad &®afcom. There was an increase on the

gearing ratio at Britam and Safcom; this is duéntease in borrowings. P/E ratios increased

after listing at Access Kenya and Safcom; howelvergarnings per shares reduced in both cases.

TABLE 4.2.2.3

BRITAM ACCESS KENYA SAFCOM

Measures Before After Measures Before After Measures Before After
Listing Listing Listing Listing Listing Listing

Current Ratio 1.9 15 Current Ratio  0.75 1.1 Current Ratio 0.75 43.

Earnings per 0.87 50.1 Earnings per 2.1 0.55 Earnings per0.43 0.33

Share Share Share

Dividend per 0.1 .20 Dividend per  0.65 0.2 Dividend per 0.17 1D.

Share Share Share

Price to Earnings 3.2 26) Price to Earnings 11.78 13.8 Price to Earnings18.1 11.62

Ratio Ratio Ratio

Return on 115 51 Return on 6.25 08. Return on 04 11

Equity Equity Equity

Net Assets Value 4.2 65.5 Net Assets Value  5.02 17.96 Net Assets Value2.29 1.7

Per Share Per Share Per Share

Pay Out Ratio(%) 2.14 11.31 Pay Out Ratio(%) 38.9 35 Pay Out Ratio(%) 39.42 47.14

Debt-Equity Ratio 1.87 1.93 Debt-Equity Ratio  4.17 35 Debt-Equity Ratio  1.18 1.24

Dividend Yield 1.05 53. Dividend yield 0.4 30. Dividend yield 2.89 09.

Source: Data Analysis (2013)
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It is evident in table 4.2.2.4 below, there wasrastic decline in liquidity of Transcentury and

Longhorn, while there was a slight improvement atrieady after listing. There was an increase

in debt ratio at Eveready and Longhorn. The P/Hiced drastically at Longhorn so is the

earnings per share, the returns and profitabilfos reduced drastically. The P/E for both

Eveready and Transcentury improved so did the dividyield. However there was a decline

On profitability in Transcentury while it improved Eveready after listing.

TABLE 4.2.2.4
EVEREADY TRANSCENTURYLONGHORN

Measures Before After Measures Before After Measures After Before

Listing Listing Listing Listing Listing Listing
Current Ratio 0.85 1.55 Current Ratio 1.73 1.25 Current Ratio 0.89 0.1
Earnings per 4.25 1.04 Earnings per 1.46 15 Earnings per (0.38) 5.22
Share Share Share
Dividend per 0.39 0.14 Dividend per 0.1 0.33 Dividend per1.84 10.02
Share Share Share
Price to Earnings 1.03 17.75 Price to Earnings 15 175 Price to Earnings (48.17) 11
Ratio Ratio Ratio
Return on 1 8.64 Return on 12 9.5 Return on (0.8) A®
Equity Equity Equity
Net Assets Value 2 14.52 Net Assets Value  14.86 26 Net Assets Value 22.6 4.52
Per Share Per Share Per Share
Pay Out Ratio(%)9.15 5.4 Pay Out Ratio(%) 17.5 215 Pay Out Ratio(%) (5.26) 1.92
Debt-Equity Ratio 3.8 6.72 Debt-Equity Ratio 2.71 1.29 Debt-Equity Ratio 0.61 15
Dividend yield 0.09 3 Dividend yield 0.89 15 Dividend yield -

Source: Data Analysis (2013)

From table 4.2.2.5 below, it is evident that theras improved liquidity at Kenya-Re after

listing. The firm’s current ratio outperformed tliecommended 2 and 1 times parameter.
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Therewas an increase of the yield ratios. Due teermfunds at the disposal, the profitability and
return ratios increased on listing. There was agsoincrease in debt ratio indicating more
borrowings.

TABLE 4.2.2.5

KENYA RE

Measures Before After
Listing Listing

Current Ratio 1.9 25

Earnings per 1.25 2.6
Share

Dividend per 0.1 39.
Share

Price to Earnings2 3.95
Ratio

Return on 0.13 04lL.
Equity

Net Assets Value 7 15.54
Per Share

Pay Out Ratio(%) 8 15.7

Debt-Equity Ratio 0.23 0.66

Dividend yield 2.68 8.7

Source: Data Analysis (2013)

4.3: Chi test results on financial performance

How significant are these findings? From the datiéected, chi-test was performed to establish

thesignificance of the differences between measofdmancial performance before and after
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listing. Each ofthese tests concentrated on liggiddrofitability, gearing and equity-related
ratios. The results of the chi-test arepresentddalyie 4.3.1 below. The interpretation of findings

are explained in the next section.

Table 4.3.1: Chi— Test Analysis for the Effect on iRancial Performance
Before and After Listing

CHI-TEST: CO-OP 0.05 level of significance

Measure observed freq(OiJ) Expected freq(EiJ) (OiJ-EiJ)"2/EiJ  X"2
Liquidity ratio 2.3 2.3 0

Gearing ratiol7.55 8.14 1.09 =1.32

Profitability ratio 44.9 325 0.44

EQUITY

Measure observed freq(OiJ) Expected freq(EiJ) (OiJ-EiJ)"2/EiJ  X"2
Liquidity ratio 1.24 0.67 0.547

Gearing ratio 8.27 4.49 10. =0.6955
Profitability ratio14.1 7.66 .0915

SCANGROUP

Measure observed freq(OiJ) Expected freq(EiJ) (OiJ-EiJ)"2/EiJ  X"2
Liquidity ratio 3.58 271 0.17

Profitability ratio 19.1 14.16 3.35 =8.96
Gearing ratio 5.28 3.99 5.44

ACCESS KENYA

Measure observed freq(OiJ) Expected freq(EiJ) (OiJ-EiJ)"2/EiJ  X"2
Liquidity ratio 1.85 0.96 0.04

Gearing ratio 7.67 4 0.1 =0.171
Profitability ratio 17.94 9.27 0.02
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CHI-TEST: EVEREADYO0.05 level of significance

Measure observed freq(OiJ) Expected freq(EiJ) (OiJ-EiJ)"2/EiJ  X"2
Liquidity ratio 2.4 24 0

Profitability ratio 14.93 9.62 0.0104 = 0.0287
Gearing ratio 10.52 6.78 0.018

KENGEN

Measure observed freq(OiJ) Expected freq(EiJ) (OiJ-Eil)"2/EiJ  X"2
Liquidity ratio 4.16 2.93 0.77

Profitability ratio 15.13 10.68 2.53 = 8.43
Gearing ratio4.08 2.88 5.13

SAECOM

Measure observed freq(OiJ) Expected freq(EiJ) (OiJ-EiJ)"2/EiJ  X"2
Liquidity ratio 2.18 1.82 0.78

Profitability ratio 2.42 2.02 1.159 = 4.629
Gearing ratio 12.16 10.16 2.69

CIC

Measure observed freq(OiJ) Expected freq(EiJ) (OiJ-EiJ)"2/EiJ  X"2
Liquidity ratio 3.1 1.56 0.002

Profitability ratio 3.66 1.84 0.126 = 0.158
Gearing ratio 11.67 10.98 0.015

LIBERTY

Measure observed freq(OiJ) Expected freq(EiJ) (OiJ-EiJ)*"2/EiJ  X"2
Liquidity ratio 3.11 211 2.28

Profitability ratio 12.74 8.75 1.98 =6.65
Gearing ratio 8.45 5.8 3.39
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CHI-TEST: BRITAMO.05 level of significance

Measure observed freq(OiJ) Expected freq(EiJ) (OiJ-EiJ)"2/EiJ  X"2
Liquidity ratio 3.4 2.57 0.765

Profitability ratio 14.02 10.66 1.14 =3.385
Gearing ratio 39 2.97 1.48
TRANSCENTURY

Measure observed freq(OiJ) Expected freq(EiJ) (OiJ-EiJ)"2/EiJ  X"2
Liquidity ratio 2.56 1.56 0.139

Profitability ratio 4 21 0.662 = 0771
Gearing ratio 24.46 12.82 0.07

LONGHORN KE

Measure observed freq(OiJ) Expected freq(EiJ) (OiJ-EiJ)"2/EiJ  X"2
Liquidity ratio 0.99 0.99 24.77

Profitability ratio 11.56 8.56 8.88 = 38.84
Gearing ratio 5.11 2.11 5.19

KENYA RE

Measure observed freq(O1J) Expected freq(EilJ) (Oi1J-E1J)*2/E1J

Liquidity ratio 4.4 4.39 0.08

Profitability ratio5.07 4.07 0.1

Gearing ratio 0.89 0.88 0.17

X"2 0.35

Source. Data Analysis(2013)
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4.4: Interpretation of findings
This section provides an interpretation of the @si-results from the 13 companies, at 0.05%

level of significance where

Df=2 i.e.Df-degree of freedom

From mathematical tables at 2 degree of freedoenydfue for 0.05%=5.991

Hence if X*2>5.991 it is significant

Table 4.4.1, shows name of company and its chittestlts.An explanation of the Chi-test
results is provided in the preceding paragraphs

TABLE 4.4.1

NAME OF COMPANY CHI-TEST RESULTS
CO-0OP X"2<5.991 not significant
EQUITY X"2< 5.991 not significant
KENGEN X"2>5.991 significant
SCANGROUP X72>5.991 significant
SAFCOM X72<5.991 not significant
EVEREADY X"2< 5.991 not significant
ACCESSKENYA X"2< 5.991 not significant
CiC X"2<5.991 not significant
LIBERTY X"2>5.991 significant
BRITAM X"2< not significant
TRANSCENTURY X"2<5.991 not significant
LONGHORN KE X"2>5.991 significant
KENYA RE X"2<0.35 not significant

Source: Data Analysis (2013)

For Co-op X"2<5.991, implied that there was no sigant difference between listing and

financial performance.

For Equity X72<5.991, implied that there was nongigant difference between listing and

financial performance.

50



For Kengen X72>5.991, implied that there was sigaift difference between listing and

financial performance. Thus listing had a positmpact on company’s financial performance.

For Scangroup X*2>5.991, implied that there wasigant difference between listing and

financial performance.

For Safcom X72<5.991, implied that there was naisicant difference between listing and

financial performance.

For Access Kenya X"2<5.991, implied that there wassignificant difference between listing

and financial performance.

For CIC X"2<5.991, implied that there was no siguaift difference between listing and

financial performance.

For Eveready X"2<5.991, implied that there was igmiBcant difference between listing and

financial performance

For Liberty X72>5.991, implied that there was sigant difference between listing and

financial performance.

For Britam X72<5.991, implied that there was nongfigant difference between listing and

financial performance.

For Longhorn X72>5.991, implied that there was #gigant difference between listing and

financial performance.

For Transcentury X"2<5.991, implied that there wassignificant difference between listing
and financial performance.
For Kenya-Re X"2<5.991, implied that there was mmificant difference between listing and

financial performance.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

This chapter gives a summary of the research obgs;t methodology and findings, draws
conclusions and recommendations, elaborates otations of the study and suggests areas for
further research.

5.2 Summary
The objective of the study was to determine theafbf listing on financial performance of

listed companies at the Nairobi Securities Exchaiige research methodology involved the use
of secondary data collected from published inforamatrom the NSE and from published annual
reports of listed companies. For this study, a debee survey was used to establish the
relationship between listing and firm financial fpemance. The research findings indicate that
there is negative relationship between listing &énd financial performance in the following

firms: Co-op bank, Equity bank, Eveready, Accessyée CIC, Britam, Kenya Re, Safcom and
Transcentury limited, while there was a positivéatienship between listing and financial

performance in Longhorn, Kengen, Liberty Holdingel é&cangroup. The implication of these
findings is that different firms respond differgntb the decision going public, the impact it has

on each firm is different from others.

5.3 Conclusion
The research findings indicate that there is negatelationship between listing and firm

financial performance in the following firms: Co-dmnk, Equity bank, Eveready, Access
Kenya, CIC, Britam, Kenya Re, Safcom and Transagnlitmited, while there was a positive
relationship between listing and financial perfomoa in Longhorn, Kengen, Liberty Holdings
and Scangroup. The effect of listing on companiiaricial performance is significant to some
firms; this implies that there are other factorattihave a greater impact on firm financial
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performance as opposed to listing. The differemcpearformance can be attributed majorly on

macro-economic factors based on company’s stremgitisveaknesses.

5.4 Recommendations for Policy
Even though the research results indicate thagtisdittle or no significant relationship between

listing and firm performance, this should not disgbthe importance of listing to long term
performance of any company because listing leadsmirovement in a variety of firm
fundamentals. The CMA and the NSE should encouragee companies to go public within
Kenya and also cross-list across East Africa. Targe extent, the research results seem to have
been largely affected by factors such as the cgignéiconomic performance. In this regard, the
government through theCMA, should realize thatai la pivotal role in laying down micro and
macro-economic policies that enhance the counggtenomic performance. This will translate

to improved bottom lines for the listed companies.

5.5 Limitations of the study
The limitations to this study mainly arose from theavailability of annual reports and financial

statements of a number of companies on the compahgites and that of the NSE. It was not
possible to extend the research period to covengelr period e.g. over 10 years since some
companies were incorporated between 2002 to dajerty of companies didn’t have annual

reports available for years prior to 2006.

The study focused on the 13 companies quoted oN&teonly. There are 54 listed companies,
there are many other public companies operatidegimya. The findings of this study cannot be

generalized.

Time and data were a major limitation.
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5.6 Areas for Further Research
Degeorgeet al (1993) find that at the reverse LB®@ performance of acompany is

extraordinarily good, contrary to the post-quotateeriod, when the researched companies show
poor performance. Jain et al, (1994) even findtpasrelationships between the pre-IPO and the
company’s performance in the post-IPO period. Agestjon for further studies would be to
consider conducting similar studies in Kenya saoaanalyze the impact of listing on financial
performance over a longer time-span. Since thearekefindings indicate that the prevailing
economic conditions have an impact on financiafggerance of listed companies, it would be

important to investigate to what extent these dions impact firm performance.
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APPENDIX 1

COMPANIES LISTED AT THE NSE BETWEEN 2002-2012

COMPANY DATE OF LISTING
LONGHORN KENYA 30"MAY 2012
SCANGROUP 28 AUGUST 2006

CIC INSURANCE GROUP

1®JULY 2012

LIBERTY HOLDINGS

27" APRIL 2011

BRITISH AMERICAN
INVESTMENTS COMPANY LIMITED

8" SEPTEMBER 2011

KENGEN

1" MAY 2006

ACCESS KENYA

A JUNE 2006

SAFARICOM LIMITED

9™ JUNE 2008

EVEREADY EAST AFRICA

18DECEMBER 2006

CO-OPERATIVE BANK

22° DECEMBER 2008

EQUITY BANK 7" AUGUST 2006
TRANSCENTURY LIMITED 14" JULY 2011
KENYA REINSURANCE CO-OPERATION| Z7AUGUST 2007
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