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ABSTRACT

This study was aimed to investigate the long-rurigpance of initial public offerings
of firms listed at the Nairobi Securities Excharsgeas to address methodological gap
which resulted to inconsistent results reportedpbgvious researchers who adopted
different research methodologies in investigating kbng run performance of IPOs of
firms listed at the NSE. This study was anchoredhenwinners curse theory and the
efficient market theory and in order to address régearch gap identified, the study
adopted a descriptive research design. The stupylg@ion was the 64 firms that were
listed at the NSE as at 31December, 2014.From the population, 8 firms diealifor
the study because they have issued IPOs at theetmavler the period 2006-2012.
Secondary data was sourced from the NSE websiteN8id trading data vendors.
Market adjusted buy and hold returns (MABHR), meaarket adjusted buy and hold
returns (MMABHR), abnormal returns (AR) and cumivatabnormal returns (CAR) for
the stocks of the firms that issued IPOs at therdWaiSecurities Exchange over the
period 2006-2012. The study findings shows thatrathe issuance IPOs at the NSE,
stocks performed fairly well in the first three ygaf trading and under performed in the
fourth year of trading and performed good in thbssguent years of trading. Findings
also shows that stocks of the firms that have #$B©s at the NSE that earned negative
returns after the first year of trading also earnedative returns in the subsequent years
of trading. On the other hand stocks of the firimat tearned positive returns after first
year of trading also earned positive returns inghigsequent years of trading. The long
run performance of IPOs is a major concern to tieler market: the investors both
individual and institutional, CMA, investment bam&einvestment brokers and agents.
The study recommends that the relevant authousesthe study findings as a source of
reference with regard to the long run performantéP®s issued at the NSE and to
evaluate the economic performance of the economysing the market returns as a basis
since high market returns signal good economic itimnd while low market returns
signal bad economic conditions.
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CHAPTER ONE: INTRODUCTION

1.1 Background of Study

According to Pike and Neale (2009) an IPO involaerm obtaining a listing on the
stock exchange by selling shares and it is managesponsors such as an investment
bank or a member of the stock exchange, who adeisesspects such as the timing and
the price of the shares to be issued. Pricingainptublic offerings is difficult because no

market price is observable prior to the offer theme making an IPO a risky investment.

According to the Winners’ Curse Hypothesis, genenatstors who are going to invest in
IPO firms by purchasing securities can be dividedwo groups. Rock (1986) claimed
that informed investors are the group of outsideestors who are better informed about
firms’ value by holding knowledge about cash flowdaother statements. The other
group is made up of uninformed investors who ladkrmation about future cash flow
and value of issuers. This information asymmetrgviates a situation that informed
investors look for underpriced IPOs while outsigénéormed investors lose by investing
in less successful IPOs or overpriced issues. Dé&xetsarolis and Combs (1999) indicate
that under-pricing is a rational strategy by firtosreduce the effect of this information
asymmetry between informed and uninformed investarfact, issuer firms under-price

their securities to increase the level of partitgrain public market.

The Nairobi Securities Exchange has had very fe@dslPompared to developed markets.

The IPOs have been highly oversubscribed with Bgscbank of Kenya recording a high
1



of 613%, Eveready at over 800% and Safaricom thgdst offer in the region at 382%.
In all the oversubscribed offers, so much money lgtison the table’ and this results
into hefty refunds to subscribers. If all investesgpect that the long run returns of IPO
shares will be negative, through backward inductionone will invest in IPOs in the
initial markets. The long run underperformance BO§ is anomaly that is worth

examining (Chen & Pan, 1998).

1.1.1 Initial Public Offerings (IPOs)

IPO is the first issuance of securities with thepoge of selling to the public (Bukh,
Nielsen, Gormsen and Mouritsen, 2005). The mainiaito raise more capital from the
public and, or provide an exit strategy for som¢hef companies’ current owners besides
other rationales that drive a company to tradeligres in the public (Rohini and Phil,
2011) among other various reasons which might pt@mgmmpany to make a decision to

issue an IPO.

Studies put forward three important rationalesgming public. Firstly, the cost of capital
structure advocated by Scott (1976) and Modigliand Miller (1963) argued that
companies carry out a public offering when extereqlity will lessen their cost of
capital, and for this reason, maximize the valugheffirm. Secondly, Mello and Parsons
(2000) and Zingales (1995) argued that an IPO pgermsiders to cash out. Black and
Gilson (1998) argued that the IPO provides ventagitalists the opportunity to exit,

thus providing an attractive harvest strategy. dijr IPOs may facilitate takeover



activity. This is consistent with Zingales (199%y@ment that an IPO can serve as a first

step en route to having a company taken over atteactive price.

The valuation of IPOs is quite relevant from anrexuic efficiency perspective because
this is the first opportunity that managers of sewompanies get to observe the price
signals from the public capital markets. Such dgrean either affirm or repudiate
management’s belief regarding its future growth apmities (Aggarwal, Bhagat and
Rangan, 2009). Very little is publicly known abdbe IPO valuation process used by
underwriters because the process is unobservalibeniation on IPO valuation in Kenya
is also not released to the general public, ancetbee the actual methodology used and

considerations made are usually not clear.

1.1.2 Long-Run Stock Price Performance

Stock price is the cost of purchasing a stock o@arhange (Ritter, 1998). Therefore,
stock price performance refers to the behaviouibéda by stock price. The different

behaviour of stock price in the economy is seebdattributed to economic variables
such as; information on money supply, inflationtput, and the central bank’s discount
rate (Warner, Watts and Wruck, 1987). Stock priass also be affected by a number of
factors including volatility of the market, curreetonomic conditions and popularity of

the company.

Warner, et.al (1987) argued that the stock pricéopmance is of importance to various

players in the economy ranging from companies, stovs, investment analysts and



consultants. Their study exhibited the importanicéne stock price performance as an aid
in understanding the efficiency of the manageméinéy demonstrated that there exists a
relationship between the share price performanddl@company management, which is
also of importance to the investment analysts amtswltants in giving advice on the
stock price performance to their clients.

Goergen, Khurshed and Mudambi (2007) showed tloak gprice performance can be
measured using the returns on the stocks inve$tesl; suggested that the models to be
used to calculate these returns include; simplermsf market adjusted returns,

cumulative abnormal returns and buy and hold return

1.1.3 Initial Public Offerings and Long-Run Stock Rice Performance

Theories have been put forward to explain shareephehaviour in the long-run.
According to Fama (1965), the market prices fulflact the available share information
hence in the efficient market, trading of stocksatidair value and there is no chance of
overpricing or under-pricing. The prospects thebyyKahneman and Tversky (1979)
explains the rationale behind oversubscriptionRfD$. It suggests that investors tend to
be risk averse in realms of gains but tend to ble seekers in times of crisis. Studies
conducted show that the models used will deterrthieeextent of long-run performance

of IPOs (Wairia, 2010).

Initial empirical evidence on long-run stock prigerformance indicates that IPO firms
severely underperform their comparable benchmdkger (1991) provides an analysis

on a sample of 1,526 IPO firms from 1975 to 1984ese firms significantly



underperform a group of comparable firms matchedibgy and industry three years after
going public. Loughran (1993) compares the retura portfolio of IPO firms’ stocks
with the NASDAQ index return and reports an almé86 underperformance. Loughran
and Ritter (1995) show that IPOs conducted from01®71990 underperform non-issuing
firms of similar size by more than -50% over a fixgar horizon after the offering. Ritter
and Welch (2002) provide empirical evidence showvtivgg IPO firms underperform by -
23.4% on average over a three-year period whemtr&et-adjusted return is applied to
measure abnormal performance. Long-run performafid®O firms would contradict

market efficiency: post- IPO stock price performasbould not be predictable.

Loughran and Ritter (1995) argue that the subsdadarg-run underperformance of IPO
stocks is due to misevaluation at the time of ggublic. They contend that investors
appear to systematically overweight the growth pegs of IPO firms and underweight
long-run mean-reverting trends. In the same vesm &nd Kini (1994) observe that
investors appear to value IPO firms based on tipecation that the projected earnings
growth will continue forever although pre-IPO ptafiargins are not sustained over the
long-run. Overall, the timing of IPO issues is itiked as the main cause of IPO firms’

performance.

1.1.4 Nairobi Securities Exchange
Nairobi Stock Exchange (NSE) was constituted as cduntary association of
stockbrokers registered under the Societies Act984. The NSE witnessed its first

privatization in 1988 when the government sold 2@% its holdings in Kenya



Commercial Bank. Other IPOs which were issued tijincilhe NSE after this included ;
Kengen, Scan Group, Eveready East Africa, Accessyy&é&roup, Kenya Re-Insurance
Corporation, Safaricom, Co-op Bank of Kenya, Britamd lately the self-listing of
Nairobi Securities Exchange. Most of the IPOs weeavily oversubscribed, notably;
Safaricom, the biggest offer in the region at 38Barclays Bank of Kenya 613%,
Kengen 330%, Eveready 800%, and NSE among the lafesings at 663%. In 1994,
the NSE was rated as the best performing markétanworld with return of 179% in
dollar terms. In the same year the NSE set up goatenized Delivery and Settlement

System (DASS) attracting more stock brokers.

In 2008, NSE All Share Index (NASI) was introducesl an alternative to the NSE 20
Share Index. It measures overall market performandecaptures all the traded shares of
the day. In September 2011, the NSE changed froomgany limited by guarantee to a
company limited by shares which subsequently gatleei mandate to self- list. In July
2014, the NSE opened its IPO where a total of 1¥,@#&estors participated in the
venture that was heavily oversubscribed by 663%iltiag in huge refunds to the
participants. The NSE is now the second exchang&frica after Johannesburg that is
self-listed (NSE, 2014). It is currently composdd2@ member companies with daily
trading volume of 2.5 million shares, average sgtitrnover of 600 million Kenya
shillings and market capitalization of approximgtelo trillion shillings (NSE Website)

In September 2014, the NSE launched a new systertradding corporate bonds and
Government of Kenya Treasury Bonds allowing on-lirsgling of debt securities and is

integrated with the settlement system at the CeB&iak of Kenya. The system is more
6



efficient, scalable and flexible, and can supp@ding in bonds that have been issued in
foreign currencies. In October, 2014, the NairobcBities Exchange (NSE) and Korea
Exchange (KRX) signed a memorandum of Understan@@U) in Korea, marking the

beginning of collaboration between the Kenya andelddCapital Markets (NSE, 2014).

The NSE is in the process of launching the derreatimarket which will provide a

convenient and transparent hedging mechanism foerccy and interest- rate risks. On
16 July 2015, the NSE registered the Settlementrdbiee Fund (SGF) — a fund
established to strengthen the financial integritgh@ derivatives market and to ensure
settlement of transactions in the remote case f#utteby a clearing member. On the
same date, the NSE set up the Investor Protectiod APF) — a fund created to satisfy
potential claims of clients against trading membsreuld adverse events occur (NSE,
2015). Previous studies on long run performancHl@fs at the NSE by Jumba (2002),
Nabucha (2008) and Ndatimana (2008) have indicatet IPO firms severely

underperform their comparable benchmarks.

1.2 Research Problem

According to the winners curse hypothesis on IP@ewpricing, if some investors are
more likely to attempt to buy shares when the issuenderpriced, the excess demand
will be higher when there is more under-pricing.eT$ignalling hypothesis on under-
pricing of IPOs indicates that the under-priceduéss leave a ‘good taste’ with the
investors, allowing the firms and insiders to gature offerings at a higher price than

would otherwise be the case. This leads to exoessterest in future offerings. Ritter



(1991) found a significant long run under perforcaat the end of three year following
the offering for a sample of 1526 IPOs over theqael975-1984. He found that the

results appeared to be time sensitive.

The NSE which operates under the regulations oCgital Markets Authority provides
a platform for investment and trading in IPOs. Camps which sell their shares through
an IPO do so by floating them at the NSE. Mosthaf tompanies which have floated
their shares through IPOs at the NSE have beenvbedémingly oversubscribed. Notable
among them are Barclays bank of Kenya recordinggh bf 613%, Eveready at over
800%, Safaricom the biggest offer in the regioB&2% and NSE at 663.92%. In all the
oversubscribed offers, so much money was left tentable’ and this results into hefty
refunds to subscribers (CMA, 2014).

Levis (1993) in a study of 712 UK firms during theriod 1980-1988 reported an under
performance three years after going public. He chtibat the average underperformance
in the UK sample appeared to be less excessiveithtre Ritter's (1991) US sample.
Loughran and Ritter (1995) in their study on thevrissues puzzle used a sample of
companies issuing IPOs and SEO during 1970-1990dfdhat firms issuing IPOs and
SEOs significantly underperformed relative to nssuing firms for five years after the
offering date. Jumba (2002) studied the performasfcB?Os in Kenya for the period
1992-2000 and concluded that in the short run I8N@s perform the market while in the
long run IPOs underperformed the market using thyes holding period. Njoroge
(2004) analyzed initial and long run performancdRDs at the NSE during the period

1984-2001 and concluded that all IPOs underperfdrthe market in the long run using



three year holding period. Ndatimana (2008) analytre performance of IPOs for the
period 1992—-2007 and reported that underperforméorcthe first three years reverses
by the fifth year using Market adjusted Buy and dHBleturn (MABHR) to measure the
performance.

Jumba (2002) used average daily returns and meekatns to determine the long run
performance of IPOs for the 1992-2000 at the NS&Efaand out that all IPOs produced
returns that were below the market average. WgRi@10) investigated long run
performance of IPOs for the period 2001-2008, thdysadopted Mean adjusted buy and
hold returns and cumulative abnormal returns modeld findings were that IPOs
underperform in the long run. Ndatimana (2008) bte bther hand used average
cumulative returns to investigate long run perfanoe of IPOs and found out that
underperformance of IPOs in the first three yeaverses in the fifth year.

Despite adoption of different research method@sdpy previous researchers, there are
contradictory results with regard to the long ramfprmance of IPOs at the NSE. While
some studies have shown underperformance in thgerion these studies have been done
in the past. Currently, no studies have been dortkd recent past to argue whether the
underperformance scenario still exists. As a tesuthe lapse of time, the study was
conducted to establish whether IPOs under perfortie long run, hence the research

guestion, does IPOs affect the long run stock perdoce of listed firms at the NSE?

1.3 Research Objective

This study was aimed to investigate the long-rurigpmance of initial public offerings

of firms listed at the Nairobi Securities Exchange.



1.4 Value of Study

The study findings will contribute to the existifigerature on IPOs by examining the
existing IPOs performance theories and stock grezéormance within their fifth year of
trading. It will also seek to confirm the empiridaidings on long-run performance of

IPOs.

Based on the findings of this study investors Wwél able to evaluate the true success of
an IPO from an informed point of view without beiogrried away by the intricacies of
the five years of trading. Managers of companieshig to go public will be in a
position to value the IPOs appropriately. Resuftshes study will enable investment
analysts and consultants to advise their cliently ap IPOs. The findings will also serve
as background reference which future researchersdeatify gaps for further research

on IPOs and their performance.

10



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

The literature review is organized into four ma@ttoons. The first section is the review
of the theories that affect the individual variabtbat form part of the research question,
that is, stock price performance and IPOs. The rgkcsection summarizes the
determinants of stock price performance followedabgection on empirical evidence.

Finally, the chapter concludes with summary literatreview.

2.2 Theoretical Review on IPOs

The study of the review of theories that affect itdividual variables that form part of
the research question, that is, stock price pedoce and IPOs is anchored on the
following theories: Winner’'s curse theory, Effictamarket hypothesis, Signalling theory

and Market-Timing theory.

2.2.1 Winner’'s Curse Theory

Rock (1986) categorized investors into two typ@$ormed and uninformed. Informed

investors are knowledgeable about the future paspE the shares being sold and will
only attempt to buy when the issue is underpri¢dminformed investors, on the other
hand, do not know which issues are underpricedverpmiced, and therefore do not
discriminate between issues when they apply forslPthey will be allocated only a

small fraction (or none at all if the demand is &toong) of the most desirable new
issues, while they are certain to get full allotinehthe least attractive new issues. The

uninformed investors face a winner’s curse: if tigey all of the shares that they demand,
11



it is due to the fact that the informed investocsrbt want them. Due to this adverse
selection problem, the uninformed investors willitethe market unless IPOs are

sufficiently underpriced on average to compendaentfor their informational handicap.

Thaler (1997) in his study argued that even if cams bid somewhat less than the
estimate their expert provided, the companies wieaperts provided high estimates will
tend to bid more than the companies whose expestsded lower estimates. He further
emphasized that the firm that wins the auction béllithe one whose experts provided the
highest estimates. If this happens, the winnerhef auction is likely to be a loser.
Therefore, information inadequacy plays a key inlgenerating the estimates which is
in concurrence with the winner’s curse hypotheSmx and Isaac (1984) argued that the
winner's curse cannot occur if all the bidders w®onal and hence evidence of a
winner's curse in the market settings would com#titan anomaly. However, acting
rationally in a common value auction can be difficiRational bidding requires first
distinguishing between the expected value of tleekstconditioned only on the prior

information available, and the expected value doma¢d on winning the offer.

2.2.2 Efficient Market Hypothesis

In Fama’s (1965) dissertation, he stated that gtgaven time and in a liquid market,
security prices fully reflect all available inforti@n. Therefore, in an efficient market,
competition among the many intelligent participal@ads to a situation where, at any
point in time, prices of individual securities ady reflect all available information.

There are three forms of EMH, weak form EMH whidstulates that future stock prices

12



cannot be predicted from historical information atprices and returns. Semi-strong
form suggests that stock prices react almost imatelgi to any new public information
about the stock. Lastly, strong-form EMH statest tetock prices adjust almost

instantaneously not only to new public informathmrn also to new private information.

Shostak (1997) however, discredits the EMH behet @ll market participants have the
same expectations of future security prices aswiliill trade, and its implication that

buy and hold strategy is as good as any otherngadirategy gives no scope for
entrepreneurial trading. Malkiel (2003) also befidvthat security prices can be
predicted. According to EMH, stocks always tradehat fair value, thus no chances of
over or undervaluation. This implies that marketes fully reflect available information

on the stock and therefore investors should expewbrmal rate of return. The theory
therefore suggests that neither fundamental ndmteal security analysis is worthwhile

hence, supporting a passive portfolio managemeameg§ue, 1979).

2.2.3 Signalling Theory

The signaling theory is based on the assumptionthigafirm knows about its prospects
better than the investors. Allen and Faulhaber 198d that in some circumstances
good firms want to “signal” to their investors albdheir good future prospects and
therefore underprice their IPOs. This is consisteitih Ibbotson (1975) conjecture that
IPOs are underpriced so as to leave a good tagteeimvestors’ mouths so that future

seasoned equities can be priced higher.
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Welch (1989) further formalized this in a two perimodel where high quality firms will

under price but low quality firms will not be alitedo so because of high imitation costs.
Grinblat and Hwang (1989) add to this body of atere by saying that the issuers signal
higher quality in IPOs by underpricing as well asaming some of the firms’ shares in

their personal portfolio.

2.2.4 Market-Timing Theories

Lucas and McDonald (1990) developed an asymmaifarmation model where firms
postpone their equity issue if they know they argently undervalued. In their model, if
a bear market places a low value on the firm, gilienknowledge of entrepreneurs, then
they will delay their IPOs until a bull market affemore favourable pricing. Choe,
Masulis and Nanda (1993) found that firms avoidiiisg in periods where few other
good-quality firms issue. Other theories have adgtieat markets provide valuable
information to entrepreneurs (information spill os)e who respond to increased growth

opportunities signalled by higher prices (Subranaamy Titman, 1999; Schultz, 2000).

Welch and Ritter (2002) suggested that in additmmational theories for IPO volume
fluctuations, a plausible semi-rational theory with asymmetric information can also
explain cycles in issuing activity. Investors neecknow how and when new issues can

be of benefit to them.

2.3 Determinants of IPO Long run Performance

A company IPO performance is determined by a tsarmé factors some of which

include the following; volume of IPOs in a givenayge firm size, number of shares
14



approved for listing, age of the company, Revenuest of listing and the size of the

board of the company, among other determinants.

2.3.1 Volume

The volume of IPOs refers to the number of IPOgddsin a given year as a percentage
of the total number in the sample period (Kiran 8i1P2011). From their study, there is a
positive relationship between the level of subsmipand returns of IPOs. It depicts the
total demand of the issue generated in the market.

2.3.2Firm Size

Teker and Ekit (2003) in their study proposed tadirm with larger amount of total
assets experience less uncertainty regarding ifsepety, and hence commanding less
under-pricing, consequently higher offer pricet&i(1991) argued that larger companies
are easier to value because of ease of forecasasigflows. According to Dalton (2003),
the size of the IPO firm has important implicatior pricing as it is an important
determinant of stability of the firm.

2.3.3Issue Size

Issue size as a determinant refers to the offer&iza company, that is, the total number
of shares a company is selling in their IPO aslossx in the listing firm’s prospectus
(Kiran & Phil, 2011). They established a positiedationship between the issue size and
the price of the stock. In contrast, Zaluki and K¢2012) established a negative
relationship in the short-run. Megginson and W¢i€91) studied issue size and under-
pricing of IPOs and found out that it is relategtoxy for asymmetric information. They

therefore, concluded that offer size is inverselgted to degree of under-pricing.
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2.3.4 Age of the company

Kiran and Phil (2011) defined the age of a compasythe difference between the
incorporation date of a company and its listingedatespective of the company’s name
change and shifting over from private to publiceifrstudy highlighted that an increase
in the company’s age results in an increase irrdlereturns of the stock. Waelchli and
Loderer (2011) attested that getting older slowsopmance, regardless of whether the
measure of a firm’s age is from the time of listorgthe time of incorporation. They also
observed that, the variability of stock returnsnisgatively related with age of the
company.

2.3.5 Listing costs

Information contained in IPO pre listing documestgeh as magnitude of listing costs
could have a significant bearing on the aftermapertormance of the listing company.
These costs, albeit small relative to the sizehef companies listing, could have been
utilized for capitalizing the business furtheroirder to enhance the future profitability of
the firms (Hanley and Hoberg, 2010).

2.3.6 Board size

Lin (2014) argued that a smaller board forms cossgmore easily and speeds up the
decision process; hence it increases the efficieidpe board and enables the board to
perform its function more effectively. He furthessarted that in turn it improves
company performance and concluded that a smalldba#so avoids the free-rider

problem and facilitates decision-making producyiwt each board member.
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2.4 Empirical Review

Long run performance of IPOs has been the subjeatlot of research in many of the

jurisdictions with developed capital markets. Sale@uthors have studied aftermarket
long-run performance of IPOs from a number of coast This section discusses past
researches which have been done in relation téR®s and their long run performance

from both the international and local perspective.

2.4.1 International Empirical Studies

Loughran and Ritter (1995) in their study on thevriesues puzzle used a sample of
companies issuing IPOs and SEOs during 1970-19%@y found that the firms issuing
IPOs and SEOs significantly underperformed the etarative to non-issuing firms for

five years after the offering date.

In a study of the long-run performance of GermandPStehle and Przyborowsky (2000)
showed that size portfolios and matching stocksewsstter benchmarks than market
portfolios. Using buy-and-hold abnormal returns aedounting for the size effect, they

reported a long run underperformance for Germars|&@oughly -6% over three years.

Another study by Alvarez and Gonzalez (2001) ingestd long-run performance of
IPOs in Spanish capital market to provide evidemtéhe long-run performance of IPOs
and the influence of prospectus on the long-ruriop@ance. Their sample consisted of
56 companies for the period 1987 to 1997. Theyutaled returns for the first day of

trading and long-run returns of the IPOs for théh136th and 60th months after the first
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day of trading using the following models; buy dmald returns, calendar time portfolios
and the Fama and French three-factor model. Buyhatdl returns indicated negative
abnormal returns that were occasionally significamtthe periods of 36th and 80
months. Calendar time portfolios and Fama and Frémee-factor model based on mean
monthly returns stated the non-existence of lomguraderperformance. They concluded
that long-run underperformance was non-existentvé¥@r, the magnitude of abnormal
returns depended on the method used and to a kes®sst, on the weighting method as
well as benchmark used for the adjustment of ti@n€&turns.

In their study Kooli and Suret (2002) sought todstigate the aftermarket performance
of IPOs and the long-run stock price behaviour nfaasoned new issues in Canada.
They sampled 445 Canadian IPOs for the period 189B98. They used three measures
to evaluate the long-run performance of IPOs; catiwgd average adjusted returns
(CARSs), buy and hold abnormal returns (BHARs) ahd Calendar time abnormal
returns (CTARs). Kooli and Suret (2002) found obatt investors who purchased
immediately after the listing and held shares foe fyears suffered a loss of 24.66% on
an equally weighted basis or 15.16% on a valuefwedybasis relative to investment in
the controlled companies. The high initial prices the first day of trading may have
been due to myopia of investors who were unabt®toprehensively grasp the extent to

which IPO companies engaged in earnings management.

Another related study conducted by Goergen, Khurstrel Mudambi (2007) looked at
the long-run under-performance of UK IPOs by relgtit to the pre-IPO financial

performance of the firm as well as the manageredisions taken before the IPO. A
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three-year share return of UK IPOs was studiedgutie following methods; buy and
hold return, cumulative abnormal return and Fanth lrench three-factor return. They
found that the percentage of equity issued andéigeee of multi nationality of a firm are
the key predictors of its performance after the .IFQrthermore, small companies
behaved differently from large companies and satffdrom worse long-run performance

than large companies.

2.4.2 Local Empirical Studies

Locally, Jumba (2002) studied the initial publides in Kenya for the period 1992-
2000. Using a sample of 9 IPOs, she found thatatlezage daily return is 0.06% in 3
years after going public, whereas a market modmdyced daily returns of .3% over the
same period. She also found out that for the 3syéary and hold period, all IPOs
produced below the market average with Beta vahetgw 1. Nabucha (2008) in her
study of IPOs in the NSE for the period 1984- 2808ght to find if there existed any
difference in the pricing and performance of statened and private firms. She found
that both IPOs depicted negative cumulative abnbrreturns of 32% and 6%
respectively. She concluded that a long term imorestas better of investing in the

privatization IPOs as compared to private IPOs.

Similarly, Ndatimana (2008) studied the long rumf@enance of IPOs over a five year
period for the period 1992- 2007. He found that dkerage cumulative returns fall to -
3.1% after the first three months, down further@d 7% at the end of the first year, and

randomly traces -1.92%,0.68%, -1.72% and 8.66%eaenhd of the 2nd, 3rd, 4th and 5th
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year respectively. He concluded that there is reretnible regularity of long run
performance when gauged against the market benkbmasing wealth relatives defined
as the average gross total return on IPOs dividedhb average gross return on the
market index, both measured over 5 years aftetRReexcluding the initial return, he
found that the wealth relative was 1.0866 at the&tniversary and -1.017 at the third
anniversary. He asserted that any underperformiondde first three years reverses by

the 5th year.

Another local study conducted by Wairia (2010) stigated the long-run performance
of IPOs at NSE. The study relied on secondary dhtl companies that issued IPOs in
NSE from 2001 to 2008, an account of six companisan adjusted buy and hold
return, cumulative abnormal return models were ugedanalysis. According to the
study, the IPOs underperformed the market in thegdwmn, though, study results
depended on the model used. Wachira (2012) in toidysto evaluate the short-run
performance of the IPOs at the NSE found out t®&b Bf the eight companies studied
had their relative value above those of related paomes within the same sector, thirty
days after issuing an IPO. The study considerelt édignyan companies that had issued
their IPOs between 2005 and 2011. He used markebotk ratios and market
capitalization measures to come up with concluswvieence, a deviation from most of
the studies on IPO performance. The findings cateduthat IPOs vyielded significant
initial excess returns, an indicator that withire tehort-run; the company will attract

funding for further growth and instil confidencethte current and prospective investors.
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Odongo (2012) carried out a study to determine¢tetionship between IPO mispricing
and long-run performance of companies listed in NJke study was based on a
population of 58 companies listed in NSE and a $arop twelve companies listed in

1996 to 2012 was considered. Descriptive statistias carried out for analysis. The
result depicted a positive relationship betweerroffrices in the first day price with a
significance level of +0.021. The value showedgnificant effect of the offer price on

the performance of share price in the market. 3b ahowed a negative relationship
between under-pricing and performance of shares aihegative coefficient of -0.158,

which showed that lower offer prices have highegrdes of under-pricing.

2.5 Summary of Literature Review

This chapter has presented theories relevant itaiexpg the long run performance of
IPOs which are as follows, Winner's Curse Theoryficient Market Hypothesis,

Signalling Theory and Market Timing Theory. Thisapter also provide the determinants
of long run long run performance of IPOs. The Issttion of this chapter gives an
empirical review of studies on the long run perfanoe of IPOs focusing on both local
and international studies. While Ndatimana (200&unfl out that long run

underperformance in three years reverses in theyédh, studies by Jumba (2002) and
Njoroge (2004) limited their period of study to é¢br years and reported long run
underperformance of IPOs. Ritter (1998) observemt tompanies that went public
during 1970-1993 produced an average return of f8%year for the five years after
going public, while the market average annual retwas 13.1%, thus IPOs

underperformed the market.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

Research methodology describes the steps followesblize the research problem. This
chapter is subdivided into five sections as followgsearch design, population of the

study, the sample, data collection techniques aa @halysis techniques.

3.2 Research Design

The study adopted descriptive research desigrstdhe long run performance of IPOsat
the NSE in the long-run. The study covered alldix¢y four companies listed as at®31
December 2014. The NSE 20 share index was used bsnchmark for market

performance indicator.

3.3 Target population of the Study

The population of the study comprised of all theli6fed companies at the NSE as at
December 2014 (see appendix 1). The companies asgarized according to the
industry and type of equity as follows: Agricukurautomobiles and accessories,
banking, commercial and services, construction aliced, energy and petroleum,

insurance, investment, manufacturing and alliedtal@tommunication and technology.

3.4 Sampling Technigues and Study Sample

The study adopted non probability purposive sangptechnique. This technique was

selected because it proposes that the focus is anlthe specific target group of the
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population and the sample of the study was thesfitihat have issued IPOs during the

period 2006-2012 (see appendix 2).

3.5 Data Collection Techniques

Secondary data was obtained from NSE records stdirom the NSE website and NSE
trading data vendors. The data series sourced ¢ssdpof stock prices of firms listed at

the NSE that have issued IPOs during the perio®-2002 (see appendix 3).

3.6 Data Analysis

The data collected was analysed using tables. Blithosoft Excel and SPSS program
were used in analysing the data collected. Meanrages Buy and Hold Returns
(MABHR), Abnormal Returns (AR) and Cumulative Abnwl Returns (CAR) were

used to calculate the performance of the stocldatistic for CAR was computed to test
for its significance. MABHR was used as a measureeturns to investors who buy
stocks and hold them for a long period of timeardtgss of fluctuations in the market.
CAR used to measure the expected stock returnslofigerun covered the stock price
performance five years after and the closing offits¢ day of trading. MABHR, AR and

CAR will be used to measure long-run performance.

3.6.1 Market Adjusted Buy and Hold Returns (MABHR)

The following model proposed by Ritter (1991) wasedito calculate the MABHR.

8 Pft Mt
MABHR,, = E (lﬂ, —In )
s\ P M, 4

it—1

Where:
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MABHR,,is the market adjusted buy and hold return forra fiover t months.

Inis the Natural logarithm.

P..is the closing price of firmstock in month.

P,,_,is the opening price of firmstock in montH.

M.is the closing value of the NSE 20 Share index amtnt.

M,_,is the opening value of the NSE 20 Share indexathin

A mean MABHR was used to show the MABHR of all IP@®ach year of trading after
issue. The mean MABHR was computed as the ariticragtrage of abnormal return on

the sample size “n” in montrusing the model:

MMABHR,,,, ==%i—, MABHR,,

ipo,t

Where:

MMABHR,

ip0.:1S the mean market adjusted buy and hold retumldPOs in the

sample in period

n is the number of firms that have issued IPOs duitiegstudy period 2006-2012.

MABHR,.is the Mean adjusted buy and hold returns for fiimmontht.
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3.6.2 Market Model

The study adopted a market model used to deterthey@&R and CAR which represents

the abnormal return and cumulative abnormal retaspectively. The abnormal returns

is the difference between the actual return repteseby the NSE 20 share index return
and the expected return of firms that are listethatNSE and have issued IPOs during
the study period 2006-2012.

The abnormal returns were calculated as the difterdoetween the stock returns of the
firms that have issued IPOs at the NSE and therrein the NSE 20 share index. The

study adopted the abnormal returns calculatiorok®As:

AR:‘: = R:‘r - E(Rirj

Where:

AR, .is the abnormal return of firmstock in month.
R..is the return of firm stock in month.
E(R,.)is the expected return of firivstock in month.
The E(R,,) was calculated using the CAPM proposed indepehdegtTreynor (1961),

Sharpe (1964), Lintner (1965) and Mossin (1966pHsws:

E(R.)=R;+ B(R, — R,,)

25



Where:

E(R,.)is the expected return of firnstock in month.
R; is the risk free rate i.e. interest rate on trepbills.
B; is the beta coefficient.

R, is the market return.

The average abnormal return of all the firms thatehissued IPOs at the NSE during the
study period in montt is the equally-weighted arithmetic average of th&ocamal
returns as follows:

AAR, :% r=1 ARy,

Where:

AAR.is the average abnormal returns of all the firna trave issued IPOs at the

NSE during the study period.

n is the number of firms that have issued IPOs duitiegstudy period 2006-2012.
AR_.is the abnormal return of firm i stock in mortth

Cumulative average abnormal returns (CARS) wasutaled as follows:

1 n
CAR, = ;Z AR,
t—1
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3.7 Test of Significance
According to Ritter (1991) a T-test was conducte®%6 confidence level to find if

there was significant MABHR and CAR after the iss&of IPO at the NSE.
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CHAPTER FOUR: DATA ANALYSIS, RESULTS AND

4.1 Introduction

DISCUSSIONS

This chapter presents the results on descriptatéessts of the variable of the study. This

includes the mean, standard deviation, variancews&ss and kurtosis of the stock

returns of the firms that have issued IPOs at tI8ENThe section also reports the

findings with regard to the performance of IPO yirg the MABHR, MMABHR, AB,

AAR and CAR. As a test of significance t test résake shown.

4.2 Descriptive Statistics

Table 4.1 below reports the descriptive statistinsthe stock returns of the firms that

have issued IPOs at the NSE over the period 200@-20

Table 4.1: Descriptive Statistics of Stock Returns

Descriptive Statistict

N Range | Minimum | Maximum| Sum Mean Std. Variance | Skewness| Kurtosis

Deviation
Statistic | Statistic | Statistic | Statistic | Statistic | Statistic Statistic Statistic Statistic | Statistic
Co-op Bank 78 .59 -.20 .39 .59 .0076 .09023 .008 733 3.333
ScanGroup 105 .67 -31 .36 71 .0068 .09931 .010 273 1.536
KenGen 105 .68 -.36 .32 -1.40 -.0133 11237 .013 .025 1.264
Everead EA 10z .8t -.3€ AC -1.8¢ -.017¢ .1189¢ .01 .70% 3.07¢
AccessKenya 101 .69 -.38 31 -.69 -.0068 .10835 .012 -.489 2.309
KenyaRe-insurance 93 72 -.32 .40 .08 .0009 .09989 .010 .700 3.067
Safaricon 84 .5t -.3€ A€ .51 .0061 .0935: .00¢ -1.02¢ 2.26:
Britam 47 .63 -.27 .36 .92 .0196 12387 .015 271 .829
Valid N (listwise) 47
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Table 4.1 above reports that the stock returnsanmé0.0076, 0.0068, -0.0133, -0.0179,
0.0068, 0.0009, 0.0061 and 0.0196 for Co-op Ban&nsgroup, KenGen, Eveready,
AccessKenya, KenyaRe, Safaricom and Britam respaygtiThe total returns during the
study period was 0.59, 0.71, -1.40, -1.83, -0.69800.51 and 0.92 for the stock of Co-
op Bank, scan group, KenGen, Eveready, AccessKéfarayaRe, Safaricom and Britam
respectively. Over the study period Access Kenyzedgnced the lowest return of -0.38
while Eveready on the other hand experienced thieelst return of 0.49.

The measure of asymmetry shows that the stocknewir Access Kenya and Safaricom
are skewed to the left of their means as they laslkewness statistic which less than 3 (-
0.489 for Access Kenya and -1.026 for Safaricomjlemvtine stock returns of the other
firms are skewed to the right of their means ay theve a skewness statistic which is
more than 3 (0.733, 0.273, 0.025, 0.705, 0.700Rd1 for Co-op Bank, Scan Group,
KenGen, Eveready, KenyaRe and Britam respectively.

The measure of peakedness shows that the stoakseatti Co-op Bank, Eveready and
KenyaRe have steep distribution more than a nodiséiibution as they have a kurtosis
statistic of more than 3 (3.333, 3.075 and 3.067Clo-op Bank, Eveready and KenyaRe
respectively). On the other hand Scan Group, Kendexess Kenya, Safaricom and
Britam have flatter distributions than a normaltidlgition as they have kurtosis statistic

of less than 3 (1.536, 1.264, 2.309, 2.263 andr82pectively).

29



4.3 Performance of IPOs at the NSE

The objective of the study was to analyse the lamgperformance of IPOs of the firms
listed at the NSE during the period 2006-2012. Gloieve this, Mean adjusted buy and

hold returns, abnormal returns and cumulative albbabreturns were calculated.

4.3.1 Market Adjusted Buy and Hold Returns of IPOsat the NSE

The market adjusted buy and hold returns were tzkulito represent the returns that an

investor would earn by investing in the IPOs. Thaye calculated as follows:

® Py M,
MABHR,, = Z (lﬂ, —In )
5 P:‘r—l Mr—l

Table 4.2 below shows the market adjusted buy ad teturns of IPOs of the firms
listed at the NSE over the period 2006-2012.

Table 4.2: Market Adjusted Buy and Hold Returns

MARKET ADJUSTED BUY AND HOLD RETURNS
Company Name Year 1 Year2| Year3| Year4 Year§ Ye®& | Year7 | Year8 | Year9 Year 10
ScanGroup -0.20 0.13 0.34 0.1] 0.54 0.2 0.32 -0.16 0(04 .02
Kengen -0.2¢8 0.0C 0.0C -0.1¢ 0.14 -0.48 -0.17 0.3¢ -0.3€ -0.0¢
Eveready -0.76 -0.52 -0.07| -0.2( -0.4y 0.05 0.32 0.32 013
KenyaRe 0.04 0.22 0.08 -0.2( -0.0p 0.32 0.20 0.05 0{20
Safaricom -0.19 0.36 -0.24 -0.14 0.3 0.9 0.13 0.20
CoOp Bank 0.01 0.48 -0.19 -0.14 0.2 0.J6 0.19
Access Kenya 0.42 0.43 -0.04 -0.59 -0.77 -0.34 0.70
Britam 0.0C 0.01 0.7% 0.4¢ -0.3C

Source: Author, 2015.
Table 4.2 above reports that in year 1 the sto€l&can Group, KenGen, Eveready and

Safaricom earned negative returns while KenyaRep©C®ank, Access Kenya and

30



Britam earned positive returns. In year 2 of trgdafter issue only the stock of Eveready
earned negative returns while those of the othersfiearned positive returns. In the third
year of trading the stock Scan Group, Kengen, KBeyand Britam earned positive
returns while those of Eveready, Safaricom, Co-gniBand Access Kenya earned
negative returns. During the fourth year of tradomy the stock of ScanGroup and
Britam earned positive returns while those of thieepfirms earned negative returns. In
the fifth year of trading after issue the stockksfeready, Access Kenya, KenyaRe and
Britam earned negative returns while those of therdfirms earned positive returns.

In the sixth year of trading after trading only K&n and Access Kenya stocks earned
negative returns while the rest of the firms earpesitive returns. In the seventh year of
trading only the stock of KenGen earned negatiwerms while those of the other firms
earned positive returns. During the eighth yeatrading after issue only the stock of
Scan Group earned negative returns while thoseeobther firms earned positive returns.
In both the ninth and tenth year of trading theclstof Kengen earned negative returns

while those of the other firms earned positive mesu

4.3.2 Mean Market Adjusted Buy and Hold Returns

A mean MABHR was used to show the MABHR of all IP@®ach year of trading after
issue. The mean MABHR was computed as the ariticrastrage of abnormal return on

the sample size n in ya@asing the model:
1
MMABHR,,,, = ~2i=1 MABHR,,

ipo,t
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Table 4.3: Mean Market Adjusted Buy and Hold Returrs

MARKET MEAN ADJUSTED BUY AND HOLD RETURNS

Year

2006

2007

2008 2009 2010 2011 2012 201 2014

0152

MMABHR

-0.21

-0.03

0.05 0.04 0.01 -0.26 0.04 038 0

10

6Q.

Source: Author, 2015.

Table 4.3 above reports the mean market buy andi fetlirns of the IPOs of the firms

listed at the NSE over the period 2006-2015. Thdifigs shows that in the years 2006,

2007 and 2011 IPOs at the NSE earned negative meaket adjusted buy and hold

returns while in the years 2008, 2009, 2010, 27,3, 2014 and 2015 they earned

positive results.

4.3.3 Abnormal Returns

The abnormal returns of the stock of firms thateh&sued IPOs at the NSE over the

period 2006-2012 are as tabulated below.

Table 4.3: Abnormal Returns

ABNORMAL RETURNS

Company EL |1

Name 2006 2007 200 2009 2010 20[L1 2012 2013 2014 0152
ScanGroug -3.7( -13.9% -14.9¢ | 14.4¢ -5.2¢F -14.2¢ -23.8¢ -16.77 -17.3¢ -12.8¢
Kengen 6.57 27.39 29.74 28.18 11.39 27.24 46(84 34.62 33B.4 24.94
Eveready -18.05 -19.32| 17.97 -7.30 -17.95 -29.62 -20.05 -21.02 -15/63
KenyaRe 4.8:2 15.7¢ | 14.9( 5.67 14.2¢ 24.9( 17.0¢ 17.7: 13.2¢
Access Kenya 9.28 22.17| 22.82 15.58 7.40 39.65 23|14

Safaricom 6.54| 12.87 4.72 11.16 22.21 14.79 15}16 10.90
CoOp Bank 12.29 5.35 11.80 20.21 14.18 14.69 11,00
Britam 39.22| 130.23 90.14 94.11 68.88

Source: Author, 2015.

32



As reported in Table 4.3 above the stocks of Scanrand Eveready had negative
abnormal returns over the period 2006-2015 whike skock of the other firms had

positive abnormal returns over the same period.

4.3.4 Average Abnormal Returns

Average abnormal returns were used to show the AR&I IPOs in each year of trading
after issue. The AARwas computed as the arithneaterage of abnormal return on the

sample size n in yeausing the model:

1
AAR, =—2.p=1 ARy,

Table 4.4: Average Abnormal Returns

AVERAGE ABNORMAL RETURNS

YEAR 2006 2007 2008 2004 201p 201
AAR 1.44 1.89 6.66] 8.37 43D 9.8

[

2012 2013 20140152

28.82 19/39 19.53 3614.
Source: Author, 2015.

[

Table 4.4 above reports the average abnormal etfrstocks of the firms that issued
IPOs at the NSE over the period 2006-2015. In 8y 2012, 2013, 2014, and 2015 the
average abnormal returns were very high while enyibars 2006 all through to 2011 the

average abnormal returns were very low.

4.3.5 Cumulative Abnormal Return

Table 4.5 below reports the cumulative abnormalrret of stock of the firms that have

issued IPOs at the NSE.
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Table 4.5 Cumulative Abnormal Returns

CUMULATIVE ABNORMAL RETURNS

Company EL |1

Name 2006 2007 200 2009 2010 2011 2012 2013 2014 015
ScanGroug -3.7C -17.65 -32.65 -47.1¢ -52.41] -66.6¢ -9053 -107.3! -124.6% -137.5!
Kengen 6.57 33.97 63.73 91.91 103.30 130.54 177.37 209.99 243.42 268.36
Eveready -18.05 -37.37 -55.34 -62.64 -80.59 -110.21 -130.2 -151.28 -166.91
KenyaRe 4.83 20.62 35.52 41.20 55.48 80.38 97145 115.18 28.4B
Access Kenya 9.28 31.45 54.27 69.8D 77.19 116.84 139.98

Safaricom 6.54 19.41 24.1: 35.2¢ 57.5( 72.2¢ 87.4¢ 98.3¢
CoOp Bank 12.29 17.64 29.44 49.65 63.83 7853 89.
Britam 39.22 169.46 259.60 353.71 422

Source: Author, 2015.

Table 4.5 shows that both the stocks ScanGrougEaaceady underperformed while the

stocks of the other firms over performed in the kaaafter listing.

4.4 Discussions of Findings

Findings of the study shows that stocks of the dittmat have issued IPOs at the NSE

over the period 2006-2012 generally earned posigugrns after the third year of trading

meaning that they performed well in the long ruhe3e findings contradict the findings

reported by Stehle and Przyborowsky (2000) thatn@er IPOs underperform in the

stock exchange, Loughran and Ritter (1995) thasIBi@nificantly underperform, Wairia

(2010) that IPOs underperform in the market. Onather hand the findings supports the

findings of Alverz and Gonzalez (2001) that thexaon-existence of underperformance

of IPOs at the Spanish Stock Market, Wachira (2amh2) IPOs yield significant initial

returns after being listed and Ndatimana (2008) tthe underperformance of IPOs in the

first years of trading reverses in the fifth yeatrading.
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4.5 Test of Significance

Test of significance was conducted using the f &t t test as shown in the table 4.6

below.
Table 4.6 Test of Significance
Independent Samples Test
Levene's Test for Equality t-test for Equality of Means
of Variances
F Sig. t df Sig. (2-tailed)

Equal variances assumed 27.575 .000 4.729 18 .000
ScanGroup

Equal variances not assumed 4.729 9.000 .001

Equal variances assumed 27.542 .000 -4.716 18 .000
Kengen )

Equal variances not assumed -4.716 9.000 .001

Equal variances assumed 31.414 .000 5.195 16 .000
Eveready

Equal variances not assumed 5.195 8.001 .001

Equal variances assumed 28.113 .000 -4.190 15 .001
KenyaRe )

Equal variances not assumed -4.460 8.000 .002

Equal variances assumed 13.150 .003 -4.422 13 .001
Safaricom

Equal variances not assumed -4.114 6.001 .006

Equal variances assumed 28.808 .000 -3.896 13 .002
CoOp Bank ]

Equal variances not assumed -4.185 7.001 .004

Equal variances assumed 21.598 .001 -4.278 12 .001
Access Kenya )

Equal variances not assumed -4.278 6.004 .005

Equal variances assumed 10.788 .011 -3.676 8 .006
Britam

Equal variances not assumed -3.676 4.000 .021

Source: Author, 2015.

Table 4.6 shows that there is significant diffeesihetween the variability in MABHR

and CAR. Further the findings show that there sigmificant difference between the
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MABHR and CAR of the IPOs that were issued at tf8ENover the period 2006-2012.

This is because all the significance value is tbag 0.05.
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CHAPTER FIVE: SUMMARY, CONCLUSIONS AND

RECOMMENDATIONS

5.1 Introduction

The main objective of the study was to investigat long run performance of IPOs at
the firms listed at the NSE. This chapter presdrgsussions of the findings of the study,
conclusions drawn from the findings, recommendatimnthe market participants and the

regulator, limitations of the study and suggestanrfurther research.

5.2 Summary of Findings

The study findings shows that after the issue IBOthe NSE, stocks of the respective
firms performed fairly well in the first three ysaof trading and under performed in the
fourth year of trading and performed good in thbsagquent years of trading. Findings
also shows that stock of the firms that have isd&€s at the NSE that earned negative
returns after the first year of trading also earnedative returns in the subsequent years
of trading. On the other hand stocks of the firhret earned positive returns after the first
year of trading also earned positive returns insthigsequent years of trading.

These findings contradict the findings reportedStghle and Przyborowsky (2000) that
German IPOs underperform in the stock exchangegltu@n and Ritter (1995) that IPOs
significantly underperform, Wairia (2010) that IPQsderperform in the market. On the
other hand the findings supports the findings ofe# and Gonzalez (2001) that there is

non-existence of underperformance of IPOs at tteniSh Stock Market, Wachira (2012)
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that IPOs yield significant initial returns aftegibg listed and Ndatimana (2008) that the
underperformance of IPOs in the first years ofitrgdeverses in the fifth year of trading.
The study findings are in line with the EMH progasis by Fama (1965) that it is
impossible to predict the market performance wébard to price changes and returns.
The findings shows no consistency in the returmeezhin the market making it difficult

to predict the performance of IPOs.

5.3 Conclusions of the Study

From the findings of the study it can be conclutieat over 80% of the IPOs that have
been issued at the NSE have earned positive retuthe first year of trading and in the
subsequent years of trading, thus it can be nbi&ickthe long run performance of IPOs at

the NSE is good.

The market adjusted returns at the NSE are poswtikieh shows that the market is
developed as returns derived from the market as#tip® which is a major concern of
investors and to the government because it sessaa adicator of good economic status

of the country as a whole.

5.4 Recommendations of the Study

The long run performance of IPOs is a major conderthe market participants: the
investors both individual and institutional, CMAyestment bankers, investment brokers
and agents. The findings of the study will act aoarce of reference with regard to the

long run performance of IPOs issued at the NSE.
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The findings of the study provide a platform of lenading the economic performance of

the country. This is because securities marketeseas an investment platform for

investors whose aim is to maximize their returne Tihdings of the study can be used to
evaluate the economic performance of the economysing the market returns as a basis
since high market returns signal good economic itimmd while low market returns

signal bad economic conditions.

5.5 Limitations of the Study

The trading data about the daily share price offitines listed at NSE is very expensive
to obtain thus making it very difficult for the esscher to consider longer period in the

study. Due to this only 10 years of trading afssuie was considered.

5.6 Suggestion for Further Research

Based on the findings, the study suggests thaidy ¢ie done to determine whether the
long run performance of IPOs at the NSE is affettgdhe sector that the firm belongs

to.

Based on the findings, the study suggests thatdy ¢te done to determine whether there

is difference between the long run performanceRfdd and seasoned offerings at the

NSE.
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APPENDICES

Appendix 1: List of Companies Listed at the NairobiSecurities Exchange

NO. | AGRICULTURAL NO. CONSTRUCTION AND ALLIED
1 | Eaagads Ltd 38 Athi River Mining
2 | Kapchorua Tea Co. Ltd 34 Bamburi Cement Ltd
3 | Kakuzi 35| Crown Berger Ltd
4 | Limuru Tea Co. Ltd 36 E.A.Cables Ltd
5 | Rea Vipingo Plantations Ltd 37 E.A.Portland Catigd
6 | Sasini Ltd ENERGY AND PETROLEUM
7 | Williamson Tea Kenya Ltd 38 KenolKobil Ltd
AUTOMOBILES AND ACCESSORIES 39 | Total Kenya Ltd
8 | Car and General (K) Ltd 40 KenGen Ltd
9 | Sameer Africa Ltd 41 Kenya Power & Lighting CalL
10 | Marshalls (E.A.) Ltd 42 Umeme Ltd
BANKING INSURANCE
11 | Barclays Bank Ltd 48 Jubilee Holdings Ltd
12 | CFC Stanbic Holdings Ltd 44  Pan Africa Insuraloddings Ltd
13| 1&M Holdings Ltd 45| Kenya Re-Insurance Corpavati_td
14 | Diamond Trust Bank Kenya Ltd 46 Liberty Kenyaltings Ltd
15| Housing Finance Co Ltd 4 7British-American Investments Company ( Kenya) Ltd
16 | Kenya Commercial Bank Ltd 48 CIC Insurance @rbtd
17 | National Bank of Kenya Ltd INVESTMENT
18 | NIC Bank Ltd 49 Olympia Capital Holdings Itd
19 | Standard Chartered Bank Ltd 50 Centum Investi@erittd
20 | Equity Bank Ltd 51 Trans-Century Ltd
21 | The Co-operative Bank of Kenya Ltd 52 Home Adrikd
COMMERCIAL AND SERVICES 53 | Kurwitu Ventures
22 | Express Ltd INVESTMENT SERVICES
23| Kenya Airways Ltd 54 Nairobi Securities Exchamhgg
24 | Nation Media Group MANUFACTURING AND ALLIED
25| Standard Group Ltd 56 B.O.C Kenya Ltd
26 | TPS Eastern Africa (Serena) Ltd 56 British Aroani Tobacco Kenya Ltd
27 | Scangroup Ltd 5y Carbacid Investments Ltd
28 | Uchumi Supermarket Ltd 58 East African Brewelitebs
29 | Hutchings Biemer Ltd 59 Mumias Sugar Co. Ltd
30 | Longhorn Kenya Ltd 60 Unga Group Ltd
31| Atlas Development and Support Services 61 EwdgrEast Africa Ltd
TELECOMMUNICATIONAND
ECHNOLOGY 62 | Kenya Orchards Ltd
32| Safaricom Ltd 63 A.Baumann CO Ltd
64 | Flame Tree Group Holdings Ltd
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Appendix 2: List of firms with IPOs

COMPANY DATE OF ISSUE
KENGEN May 2006
Scan Group August 2006
Eveready East Africa December 2006
Access Kenya Group June 2007
Kenya Reinsurance Corporation August 2007
Safaricom June 2008
Co-operative Bank of Kenya December 2008
BRITAM September 2011
Source: NSE
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Appendix 3: Data Collection Sheet

Mean
Closing Risk Covariance, Cumulative market
Opening Stock Stock Opening Closing Index Free IPO, Variance Beta Expected | Abnormal Abnormal Adjusted
Company Name Year | Stock Price | Price Return Index Value | Index Value | Return Rate Market Market Value Return Returns Returns Returns
ScanGroup
Kengen
Eveready
KenyaRe

Access Kenya

Safaricom

Co-oP Bank

Britam

a7




