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ABSTRACT 

Privatization in general refers to the transfl r of the provision of services or assets from 

the public to the private sector Privatizati n an be partial (divestiture) or complete 

where 100% of government O\\ n r hip L ld out to the public. Privatization of 

parastatals is one the maj onomic reform program being undertaken 

by African govc1111n •nts lht 11\,\i n c l j tiv s of privatization is raising revenues and 

reducin, th • linan ·i t1 111 I 1 mini trative burdens that these enterprises impose on the 

govctnnttnl Olh ., pt j, ti ati n objectives are to foster economic flexibility and improve 

acctss to lbt tcn market · for domestic products and to promote foreign investments. 

Pri utiz1tion 1 a'' rld-\\ ide phenomenon and there has been a rush to privatize SOEs as 

the vchi le fl r de\elopment. Kenya has not been left behind in privatization of SOEs. 

The ke i ue in pri atization is how to implement it. In privatization, some governments 

choo e to full or rapidly privatize while others implement privatization gradually or 

carr ing it out in piece-meal. 

This study therefore sought to assess the rate of transfer of ownership of privatized public 

enterprises and to assess the relationship between the rate of transfer of ownership and 

the financial performance of privatized companies in Kenya. 

This study shows that for companies that followed the rapid privatization, there was a 

ignificant increase in all the financial ratios thus improved financial performance. In the 

case of gradual privatization, there has been mixed results in that they have recorded very 

low financial ratio after the econd dive titure The study reveals that gradually 

privatized firm are performing relatively poorly a compared to rapidly pri atized Thi 

tud · r veal a number of potential challenge v hich include the fact that few c mpanie 

have been privatized in Ken a through the tock e. chang thu th r ult rna not b 

conclu iv ln addition, there wa lack of ·uffici nt document d data from th airobi 

nd apital 1ark t Authorit ' re •ardin, th per nt , of hare the 

r th i II • in th c o •radual pri •atization 

th r qu m urn 

m h p r p nn n du t th • d pt b 'th n mnt 

Ill 



From the findings of the study, it is recommended there is need to ensure that whenever 

firms are privatized, the government should u e the rapid privatization approach since 

this leads to better performance 

It is suggested that further re ar h b nrri d ut on pcciftc sectors of the economy like 

the banking sector that hav b n idu1tifi i and arc yet to be privatized. One would 

research on the imph "tti n un ~ ·ur d loans in privatized banks whether they were 

privatized raptdl ot •• t lu.tll 



CHAPTER ONE: INTRODUCTION 

1.1 Background 

Privatization in , ·n ., tl t ft r · t transferring the provision of a service or an 

asset fioll\ th · l ulli t the private sector. Boubak (1999) defines 

pri nlizatl m a· th • llan fer of ownership from the govermnent to the private 

s~ ·tc r. l twatlzation could be partial (divestiture) or complete (1 00% sale of 

wm!r·hip ). Pn\ atization is a world-wide phenomenon, from the fonner 

ociali t tate to the Latin America, from South Asian countries to the 

fiican Continent. The world has, for the last two decades been undergoing 

a profound fundamental shift in infrastructural development and provision 

of essential services. There has been a rush to privatize State-Owned 

Enterprises (SOEs) as the vehicle for development 

Simba (1986) defmes a public enterprise as an organization or company that 

is created by an Act of Parliament, w1th specific policy guidelines, objectives 

and goal , that directly or through a government mini try, agency or 

authority and that in v hich the go emment appoint the oard of Director 

and the hief ecu live. 

to t g vernm nt in dev 1 p d and d veloping countnc ar rctr atmg from 

ownm and running u 111c -like a tivitic · and ar [! u '111, mor • 111 

pr \ i lin a r • 'ulat ry framework and nab! in, pcratinr em i10nmcnt for 

pm nt B ub k l 

i an 'thin 

n nmnm nt 11 ti imba l 

(ll\\ithth· 

n t t t t th 

\ Jl\ll l 

nun nt i n t \ 



suited to do business in a competitive environment, where customer taste and 

preferences change overnight. He goes further and draws a comparison 

between both private and publi enterprises in tenns of personnel, 

investment and manag m nt p li i' . In terms of management policies, 

board decision in pul h q ration arc only recommendations to the 

governm nt wh in th~.: ptt at~ s~ctor, the board decisions are the highest 

auth01 it 'Ill I unk til IJ d~cisions . In addition, public inveshnents are 

done in 

prival 

( imba .I 

n national strategy considerations whereas in the 

m e tments are based on market analysis and viability 

far as workers are concerned, unproductive and 

inefiicient emplo ees are retained in public corporations whereas they are 

laid off in the pri ate enterprises. 

Kinandu (1995) notes that privatization of parastatals is one of the major 

elements in the economic reform program being undertaken by African 

governments. He cites objectives of privatization as raising revenues from 

sale of state-owned assets previously held by the government and reducing 

the financial and administrative burdens that these enterprises impose on the 

go ernment. 

Other pri\ atization objecti e a tated by mith ( 1996) i 

econ01m fl , ibility and eliminate rigiditie in operation 1mpr 

for ign market for dome tic produ t and t 

' hi h would r ult to onom1 gr wth. 

to fo t r 

ace to 

tm nt 

In m t unttic ret 'n im c tor t nd t cqu, tc th c c tivcn and 

an l 

un l 

\ ith th Ill 

u til r. 

nt d tr m nt un int ub' ti liti I 



making and bureaucratic incompetence is necessruy for a successful 

privatization process (Kerf, 1996). In addition, investors need to be 

convinced that they will be trent d in a fair and objective manner free of any 

type of corruption and r d t p~.: . ln rdcr to be credible, the privatization 

process must al o b trm 1 ar nt with traightforward laws and well-defined 

institutional r 'S( m it ilttt s 

lajid • (. 00 tlwt th • key issue in privatization may no longer be 

whdh 't t 1 rn atiz · t n t ut how to implement privatization. Privatization 

impro e productive efficiency, which in tum increases 

comp ~titi n among firms, lowers prices and ultimately improves consumer 

welfare . De pite this, the privatizing governments have not suddenly 

tran ferred all public enterprises to the private sector. 

In pri atizing state-owned enterprises, some governments have chosen to 

proceed totally, in which case the public firm is fully privatized, leaving 

other reforms such as restructuring to the new owners. Another relates to 

where privatization is implemented gradually, in which case the government 

only restructures initially , and privatization is carried out in stages, that is 

taging of privatization (Olajide,2005). 

1.2 tatement of the Problem 

ov mm nt Policy Pap r (1994) ob Cf\-C that th r arc 2 0 c mmcrciall 

ri nt d public cnt rpti 111 en •a with dtrc t r mdir t gm cmmcnt 

0\\11 r hip . ut o the c 3 ar \ btl 2 7 ar non-

. trat 1 ie ntcrpri ·e ar ~ defined a th that provid c enti, I 

rYI r pia ' a k : role fr m the 1 oint of vi w o nati nat mit • h alth 

nd tic n. 

Jll n h l n 

iti u pn iz ti m m 1 li um nt 



the reality has been different. Out of the aforementioned 240 state-owned 

enterprises, only half ha e been ptivatized over a period of twelve years 

since 1992. Mutahi (1989) n t that the public is reluctant to speed up 

privatization proce and thi i nttributed to the fact that public sector has 

been used by man 11 ·an ') lirtltnents as a source of employment. 

Equally, the . ds and services at subsidized prices for the 

social 1 (lOd )r th • 1 · 1 I·. It has also been used as a political patronage, 

whi ·h is 'tttl • 11 l m t African Governments. 

mith. 1 ) has identified some factors that will influence the success of a 

privatization process. This includes political commitment, business 

orientation, fairness and transparency during the privatization process. 

A pri atization program is successful when it results into an efficient transfer 

of public enterprises into private hands under the conditions that the sales 

generate the maximum price attainable in the market, and that the future of 

these companies is improved. Transfer of ownership can be gradual, or rapid. 

The method used during transfer of ownership will have an effect on the 

performance of the privatized companies (Kerf, 1996). 

In Ken a, no study has been done to assess the rate of tran fer of owner hip 

of public enterpri e from the go ernment to the pri ate ector and the em ct 

th rate oftran fer ha had on the financial p rformanc r uch c mpanic 

'J hi tud , will ther fore fill the gap bj coll ting and 11ating 'tdcn and 

argum nt ~ mctimc u d to JU tif ' tagm, and cqu n ing a an ptunal 

tmt , ~· fi r privatization implementation. 



1.3 Objectives of the Study 

Two main objective of thi tu nr : 

1. To assess the rat f tr'ln. ~r f wncrship of privatized public enterprises 

in Kenya 

2. To as: ·ss th · 1 l:Jti n hrp between the rate of transfer of ownership and 

the fill'llll:i 1l p d' rm n c of privatized companies in Kenya. 

1.4 Importance of the tudy 

Thi stud \ ill be useful to the following: 

Government 

Privatization is likely to lead to reduction of financial and administrative 

burdens on the exchequer, equity in wealth distribution among citizens of the 

country and payments of taxes by privatized companies to the exchequer. 

Privatized institutions 

Thi tud " ill gi e an indication of the rate of owner hip that contribute to 

the highe t financial perfonnance. Thi will in r tum re ult t d 

profitabiiit), u tainabl emplo m nt impro d cffi i n nd en han d 

qual it , of g f\ IC . 

P t ntial inv tor 

u thi 

ti 1 1 n 

\ ·ho • n af c rd t pur 

n I tur n-ar Hill I th 

tc- \\ll l cnt tptl ulu 

nt 

lllJ Ill 



investors could be attracted into buying such enterprises and this would be of 

advantage to our economy in tem1s of provision of employment among 

others. 

Policy maker 

Polic ut •tJ... •rs 1 • 111it • in(! tmation to assist put in place policies that will 

en for·· lin·ut ·iII i iplinc, mobilize managerial and financial autonomy all 

aim~:d at ha\ mu pn\ atized enterprises operate on commercial principles. 

'l hi ·tud · wtll be of a istance in selecting what rate of transfer to apply and 

u e the ptivatization process to diversify ownership and to enable the gains 

e. ·pected from pri atization to be widely shared. 

Privatization program 

A pri atization program should be reliable and attractive to investors. This 

study will be of assistance when drawing a privatization program, which will 

result, into privatized firms that are profitable and competitive. 



CHAPTER TWO: LITERATURE REVIEW 

2.1 Objectives of Pri 'a tization 

State-own d nt rpn th u ' hi to enhance development performed poorly 

in most d ·v ·I 1 in , · untn s. Financial losses resulting from inefficient 

munag 'Ill ·nt ·md I atcd orkforce often posed a major burden for already 

hard-l n:.; ·d ubhc budget . Generally, governments hope that the change 

in ownet"hip ' til decrease the financial demands made by state-owned 

enterpri e on trained government budgets and that it will improve the 

efficienc of the economy resulting in an overall and net positive effect on 

the country's economic and social development (Sader, 1996). 

Defining privatization objectives is an important exercise that should be 

undertaken as early as possible for the success of a privatization program. 

The current wave of privatization is largely a response to the financial crisis 

facing many governments. Subsequently, budgetary matters and short-term 

re enue maximization tend to be high on the list of governmental objectives 

(Guislain, 1997). 

Two main principles of pri atization are to enhan e the efficienc and 

performance of the public enterpri e ctor, and to reduce th financial 

burden of the e tor on go ernment Go ernm nt Policy Paper 1994). 

Gui lain ( 1997), and adcr ( 1996) gr up objcctl c of pri atizatt n int 

four br ad , tcg ric · 

2.1.1 linancialobj tiv 

P i ti ti n 1 tm I t nuvtmlzlll' n t 1 riv· tiz ti n r i1 t m 

un th r mm nt u t" • ti n 1 th 1 ul li 

7 



sector deficit, or repay domestic and foreign debt outstanding (Sader, 1996). 

In addition, privatization is aimed at reducing the financial drain of the state

owned enterprises on the govemment in fom1 of subsidies, unpaid taxes, 

loan arrears and guarant gi n ( ui lain, 1997). Privatization is also 

aimed at mobilizing n nt :{ ur cs t finance investlnents that can no 

longer be fund d fi m r ublic finances. Sader (1996) observe that 

privatization ·h )til al 1cnerate new sources of tax revenue as well as 

limitin, 1 t ·ntial future demands to provide capital for expansion , 

upgradin 1 r re ue of Es in financial difficulties. 

2.1.2 Efficiency and economic development 

The pri atization objective of efficiency and economic development includes 

macroeconomic or sectoral efficiency and competitiveness which results into 

improved level and/or quality of goods and services produced. Sader ( 1996) 

observe that privatization should aim at establishing or developing efficient 

capital markets resulting to better capture and mobilization of domestic 

sa ings as well as attraction of foreign capital and expertise resulting to 

impro ed access to foreign markets for domestic products. Privatization 

hould al o aim at promotion of dome tic and foreign inve tments, 

maintaintenance of I or creation of employment and promotion of innovation 

through acces to nc" technologic 

2.1.3 Inc me di tribution or redi tribution 

n th r privatization bjc tivc • im at in m di t1ibution 01 1cdi tribution. 

Thi nt il 1{> terin broadc1 ' ide. p1 ~ d <1( it·1I 0\\llcr ·hip • nd pr m tin 1 

d nati n I middl l c1 th 11 

tiz ti n u uhr ~ UJ in 



society and promotes employee ownership to elicit public support for 

initially costly liberalization policies. 

2.1.4 Political con idcration 

l · 'r ' that another objective of privatization takes 

into account !H Itt• " 11 n id ·rati on . This is aimed at reducing the size and 

scope or th • 1 u II ·ct r or its share in economic activity which allows the 

g t:rnment t concentrate on core governmental functions including 

creation fan enabling en ironment favorable to private economic activity 

a well as reducing the opportunities for corruption and misuse of public 

a sets b government officials and SOE managers and reducing the grip of a 

particular group or parties on the economy. 

The government's strategic task in the process of privatization is to balance 

competing objects and prioritise them. Flexibility must be built into the 

system especially at the implementation level when multiple objects exists . 

This calls for transparent procedures and acceptability of decision makers. 

The go ernments should never lose sight of the primary motivation for 

privatization, and that is to transform 0 s into efficient and profit-making 

private enterpri es ( ader 1996). 

2.2 Economic Importanc ofPri atization 

'I here arc qui te a numb r of c nomi benefit that a 

foi l "in , privatization. ·r hcsc m ·Jud' 

nt rpri tcv nuc t th 'OV nun nt in onn of 

i\ id nd rom li\ mp.m ' h 1 th 

Ill uit , h I lin' kl 

ru t th , vt.:mnH.:n t 

n ale of tat~.:- '' n d 

1nm nt h t in I 



2.2.1 Cash proceeds 

Economic benefits include, a mg m million of shillings in terms of 

financial and admini trnti\ burden to the exchequer spent in the 

management of th t'lt - \: n d enterprises, reduction in Government 

borrowin ~ to su ' (' lilt th' l: I : making enterprises, less reliance by the 

.1ovcmmcnt lll r)r ·wn md that is usually accompanied by unpleasant 

conditional ti '·. th' multtplicr effects arising from stable employment such 

a ' pa ' 111 nt f per onal taxes on income by employees, indirect taxes on 

con umpti n of good and services, and increase in individual savings and 

in estment (Roth, 1994 ). 

2.2.2 Enhances monitoring 

Sader (2000) states that privatization subjects managers to pressure of the 

financial markets and to monitoring and discipline of profit-oriented 

investors. The change in ownership equally redefines the firm 's objectives 

and the manager's incentive. He further notes that releasing a firm from 

government control provides greater entrepreneurial opportunities and that 

freeing SOE'S from the financial con traints impo ed by the go ernment' 

public ector borrowing requirements open attracti e financing option 

( ad r 2000) 

2.2.3 apital market di ciplinc 

c rdin, to Boubak ( 19 9), • wcll-d ~vclop d and •t tiv apital mark t 

rna 1 ntribut to an on mt and n.: •ulato ' ~nvi1onmcnt ondu iv t 

t-privatiz tt n 

u h m rk t •til 

nt . 'I h •tuth t 

th n ' I 1 1 • tiz finn 

nt nd th.tt 



frequently required for further restructuring and equipment modemization 

(Boubak, 1999). 

2.2.4 Changes in EO and the board of directors 

hangcs in th pu\ 'l it/' i firm ' upper management who are often political 

appointe'S u ·trtlly I 'J t performance improvements. Lopez-de-Salanes 

(I< 9<) note · tint the c i ting OE management may lack the appropriate 

human capital t effect1 ely guide the privatized firm in the new competitive 

market Heal o finds a positive relationship between a change in CEO and 

the market alue of the privatized firm. Megginson (1994) also examines 

how e ecuti e changes affect the operating performance of newly privatized 

firms and report improved performance for firms with larger changes in top 

management (Lopez, 1999) 

2.2.5 Exposure to competition 

Privatization equally exposes the firm to discipline of product market 

competition. Having to compete with other firms for customers and market 

share rna pro ide the pressure required to stimulate greater efficiency and 

profitability. Chong (2003) identify competition a a major d terminant of 

po t-privatization performance impro ement firm that are not ubjcct t 

di ciplm of comp titi c pre ur are I likely t b ncfit fr m pri\ attzati n 

h ng, 2003). 

IJ 



2.2.5 Improved performance 

To an organization that ha und rg nc privatization, some of the benefits 

include improvement m p r nmm c in terms of profit, increased 

productivity and cnh n d ~~rat in) 'nicicncy. These arises from change in 

ownership and th n; ·tJlt ·tnt d plo mcnt of both modern technologies and 

profcssioll'tlt ·m fi ·\ 111 hi hi qualified personnel, who are attracted to a well

mann ll:d firm "- t [ m1th, 1996) 

Privatizati n equally opens the doors to international investors who may 

ha e initially shunned investing in bureaucratic managed firms. Chong et al 

(2003) for instance, finds positive results for productivity, operational 

efficiency and production but negative result for labor in a finn following 

privatization. 

Empirical analysis showed that profitability of the firms increased 

significantly after privatization according to the ratio namely operating 

income to sales, net income to sales, operating income to fixed assets, net 

income to fixed assets and earnings before interest and taxe to total As ets 

(Chong, 2003) . 

2.3 Approache to Privatization: 



According to Guislain (1997), the main approaches to privatization include: 

Public offerings of share in th tock Exchange: This involves floating 

of shares at the ex chan , th r b ) iving cvcty member of the public a 

chance to participat in . h~lrl ' n rship. 

Snit.• of sh trt.· · by pri' at ' tor placement: This method involves the 

issuing or ·htu . .. l. ti cl to individuals or institutions, which are known 

to r hav . pre ed their interest in shares of a particular company. 

ale of enterpri e assets, including liquidation: This is mostly applied to 

tho e in titutions that have ceased from being going-concern but whose 

assets can fetch residual value (Guislain 1997). 

Employee/management buy-outs: This method is applied to small and 

medium firms with intention of retaining the insiders, that is, the employees 

and or management who are familiar with the running of the enterpri e to 

provide continuity. The private firm manages the operations of the OE 

without committing its own investment capital. The contractor mu t be 

given enough autonomy to implement commercial reform , including the 

hiring and firing of labor. Management contract i an attracti e option when 

the gO\ ernment' commitment to fuller pri ati7ation i " eak and m re 

ambitt u £i nn of pn\ atl.lation ar to be con id red in utur Kerf, 19 ). 

L a ing: 'I hi wh r lea -pur ha nt1a t ar m d' ctwc n th · 

' It · u ~· and the will in , pattie .. 'I he piivatc mn pet'lt and maintain th 

it It r um.: nt mmit 

un , rat I , t p ratin, nd maint n n 



Concessions: In this method of privatization, the private operator manages 

the facility, operates it at its own commercial tisks, accepts investment 

obligations and can build/e, pand the e i ting facility. The conh·act has a 

fixed term and invol c tran t:r f a. ct back to the state at end of tenn 

(Smith, 1996). 

Dc-monopolil:in • and n \ cntr : These methods involves de-monopolizing 

a nuukct · · 1 111 ·nt 111 ' h le or in part and allow private investors to enter the 

market at th tr ' n n k . The new entry can be complimentary to the 

e.· i ·ting publi ector or in competition with it (Kerf, 1996). 

Dive titure: This involves sale of Government shares in a SO E. It acts as a 

source of government revenue and is used to pay down debts and other 

government obligations (Sader, 2000). 

2.4 Challenges to Privatization 

In countries where indigenous private sector performance is weak, we might 

a k whether this is not perhaps in large part the re ult of barrier and 

di tortions consciously or unconsciously created by policy maker ( !au en, 

1987). 

tan} ob tacles to pri ate ector in ol ement in public erv1c ar ial 

and p Jittcal rather than te hnical and financial. Lack of 

inv tment and ur au rat1c r quircm nt can d pr 

pirit R th 19 4). 
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2.4.1 Small market affordability concerns and payment risks 

In order to attract private inv tm nt, the rewards must be commensurate 

with the risk. Low per apitnl in om~ and low or negative economic growth 

can make market app ~.lr . mall and unattractive to private investors. In 

many ca. es, th k' 1 t 11 'll\ i: in ufficicnt information on how a market 

would rc ·1 md t I'' att.'atton (Kerf, 1996). There is the issue of the 

nm.m.iabilit I f th' C t-covering tariffs being levied by the private 

invc ·tment. and e\ en if the tariff is affordable, there is the issue of non

pa ·ment. \\hich introduces additional risks for potential investor (Smith, 

19 ). 

2.4.2 Legal and regulatory framework 

Sader (2000) observes that most legal framework have been drafted with the 

understanding that the provision of goods and services is the business of the 

public sector, with very little attention to potential private sector 

participation. Before committing significant capital to private investments 

pri ate firms require clear "Rules of the game" covering such matter a the 

scope and conditions of market entry. ader (2000) continues to ob erve 

that change of legislation takes long and in mo t ca e the in e tor walk 

a\va , and re-route to other countrie \! here I gi lation i fri ndl 

tm tment. Gu lain ( 1997) add that the go'\emment hould ar full 

cope ~ r private opcrati n and th that wi 11 b • 

adopted. ·1 ht man • include am ndmcnt of cat It r lc 'i latt n that mandat d 

pr ovi ion b • I:.. 



2.4.3 Availability of local finance 

Privatization may require ignifi an t volumes of capital. Most domestic 

financial markets arc un rd " 1 ~ d and rely heavily on foreign capital to 

finance a large part of prn atin1t ion. Most developing countries, which have 

succcssfu11y ath ·t ·t ' i l' nat ' financing, have relied heavily on foreign 

sources ){' ··tr tt tl K •t f 1 9 ). uislain (1997) has gone fwiher to state 

'OlllC or th ·nti i m that ha been levied on privatization programs. These 

include e ·e · i\ e bureaucracy, to much political interference, too many 

pe pl_. with the potential to influence the process, lack of a clear and 

con i tent process lack of a clear and consistent process, lack of business 

capabilities and lack of clear objectives. 

2.4.4 Unclear market entry conditions 

One obstacle investor's encounter is lack of clarity in the rules governing 

their entry and operations in a particular sector. The government tends to 

maintain the very lucrative and rapidly growing business for it elf. This 

n01mally tends to hold back the county economic growth by maintaining it 

monopoly position. (Sader 2000) 

2.4.5 Price inequality 

An th r ob ta te to th tm' h m nt f private tn publt en tc 

provi i n i th noti n that ·crvic hav to be th ·amc rate r dtfTcrcnt 

l c pi n ir um tan dif r 'f atly or c mnplc uppl • o wat r 
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The cited obstacles does not mean end of private sector involvement. Before 

privatization program is embarked on careful assessment of 1isk mitigation 

measures must be examined. Tnv t r will need to ensure that all risks are 

mitigated as much a p ibl and that government are willing to take 

responsibility for ri h. th' investor control (Roth, 1994). Some 

ways of miti l'llln, tt h. " uld b' to maximize funding from local currency 

ourcc 'sp ··~ally 111 1 • ·pcct of debt financing; governments to create 

enabling cnvir nm ·nt \ tthout undue interferences during operation and to 

a' ur a ·uffi ientl attractive rate of return (Roth 1 994). 

2.5 Implication of Rate Transfer of Ownership on Financial 

Performance 

The Change in ownership following privatization has been credited to 

improvement in performance of firms. Wellenius (1992) notes encouraging 

results in the privatization of state telecommunication enterprises in Latin 

America, in terms of attracting expert managers (labor), specialized 

management tools, access to latest technologies and willingne s by 

international markets to provide large amounts of capital to pri atized 

companies in countries with sound microeconomic and regulatory 

frame\ ork . 

imilarly \1 ggin on (1994) compare pre and p t pri atizati n financial 

and opcratmg p rfonnance of 6 I compamc fr m 1 untnc. and n tc that 

after b m , privattz d finn in r a real ale ' me m r pr fitabl 

tn 1 a thci1 apital pending and improv d their op ratin, r 1 fotman c. 
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His study covered eight variables (i.e. net sales, net profits, net assets, 

investment, fixed investment, number of employees, debt and index of 

liquidity). From the e variable i. · were derived to measure efficiency, 

sales and profit by cmpl f return in form of profit to sales, sales 

to net assets and pr p n 1 t • t ) in . t with respect to sales and assets. 

The obtain · i r ·:ult · n firmed that privatization brings significant 

unprovcm ·nt f fiun · performance in terms of increased productivity, 

cf1i ·icnc '. pr fitabili and propensity to invest. 

h·om microeconomics perspective, Olajide (2005) states that privatization is 

expected to lead to productive efficiency, which in turn increase competition 

among finns lov ers product prices, and ultimately improves consumer 

welfare. 

Two issues are key at the center of the implementation process. The first is 

whether privatization of public firms should proceed totally, in which case 

the public firm is fully privatized, leaving other reforms such as restructuring 

to the new owners. The second relates to whether privatization should be 

implemented gradually, in which case the government only restructures 

initially and privatization is carried out in stages. That 1 , taging 

pri atization. In the fir t case, the government will offioad all it 

hareholding all at once to the pri ate ector and will ha e no contTol on the 

operation cept for regulatory purpo e . In the cond ca , the 

go, mment , ill offload it harcholdmg to th pn\ at n a pic -

meal ba 1 while till mamtaining m har and a ·a' in th • pcn1t1 n 

th mn lajid 200 ) 

l::tiid 2 0 ob IY that ,radual priv< tization is b n ficial a the ial 

pre, d O\ cr 'l Jon' p ri d o imp! 111 nt ·ttion 'l PI cd t tot 11 

prh atizati n ' h 1 ·un 1 r m mv , furth 1 
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the firm behaves post-privatization. The case of Telmex (Mexico) provides 

evidence on how gradual privatization and on stages can increase the market 

value of firm. In this ca e, the mmcnt sold to a private consortium 

20.4% of the capital in I , publi offi ring of 15.7% in 1991, 4.7% in 

1992,3% in 199 nd 1 . 0 in I 4 ( uislain , 1997). The share price of 

Tc1mcx incrcn. ·d fi )111 l S d liars 8 billion during the first phase to about 

$14 billion si · 111 nth · I at ·r and then to about $30 billion, which represents 

almost lhr ·' tim' , a htgh a the initial value (Olajide, 2005). 

Thi ma n t be in all cases as is explained by Lopez-de-Silanes (1996). 

lle found out that ~ here the government holds on to some shares and only 

r lea e gradual! during privatization, the direct cost for restructuring is 

quite substantial and slows down privatization. This is particularly when 

subsidies poured on the state-owned enterprises can quickly add up to 

outweigh privatization revenues. For gradual rate of transfer to be effective, 

regulatory framework must be in place. Sader 1996) reports that the speed of 

privatization of numerous power and utilities was impressive in Argentina, 

difficulties arose for the simple reason that the regulatory framework 

effectively was not in place. Gradual privatization will provide sufficient 

time for de eloping appropriate regulatory framework as compared to the 

rapid pri atization(Olajide,2005). This will in turn tran late to improved 

performance as a result of pri atization. 

In other ca e , notably in Argentina, hile, Gennan and 

privatization took the fonn of ale of all or almo t all th ' hare 

mv t r or group of in\ e tor that 1 th rapid rat f tran cr 

" Z aland, 
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Cooper (2004) observes that privatization is about inducing behavioural 

changes in the public firms. Implementation strategy adopted by the 

government might not matter if fim1 b haved exactly in the same way under 

any ownership form. F r impl m ntntion trategy to matter, behavior must 

differ according to "n rshi~ . hl:rcas the merits of total privatization can 

be jud )ed sol I ' n '' n •r:hip change, the merit of any alternative 

ownership fHut 1 · r ·htt ·I complex. In partial or staged privatization for 

c amp! '. what h uld e the extent of the shareholding that the government 

'hould trawfcr to the private sector at a time? A government should 

endeavor t know hm: a firm would behave under different ownership fonns 

in order to determine the appropriate form of implementing privatization 

(Cooper 2004 ). 

Lopez (1996) concludes by stating that there is a premmm for rapid 

pri atization as it halts the drain of resources. The key lesson is "----do not 

do too much, simply sell." 

2.6 Measures ofPerformance 

Pierre Guislain ( 1997) states that privatization program is succes ful when it 

re ults in an efficient transfer of public enterprise into private hand under 

the condition that the ales generate the maximum price attainable in the 

market and that the future of the e companie i impro ed 

lmpr \ d p rforman e after privatizati 11 i r nc t ·d in ub tantial 

p r nnan gam in al • . invc tm nt pr fit 

and divid nd and rcducti n in d bt. finn 
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privatization receipts, reduced taxation, trim in the public sector deficit and 

reduced financial drain of the SOEs on the state in form of subsidies. It acts 

as a new source of tax re enue. 

For the buying firm, pri' 'l!tzati n results into mobilization of private sources 

to finance inv :tm nt · that an no longer be funded from public finances, 

improved lll ' llt 'l • ·m ·n . a c ·s to modem technology and professionalism. 

For a ·u · · · · ·ful pn\ atlzation program, factors such as political commitment 

nnd a tc hni all) ound and business oriented treatment must be taken into 

con ideration Kerf, 1996). 

Pri atization can be linked to increase in labor productivity and to the rate of 

growth of total factor of productivity. Reducing investment barriers expose 

investors to competition and forces them to exert more effort to obtain higher 

levels of productivity and growth. Privatization also allows firms to 

participate in wider capital market and international markets. A fitm could 

be inefficient because it fails to choose appropriate capital/labor ratio, if it 

uses more inputs than necessary to produce a given level of output, if 

produces less output for a given level of input used and al o if ito erpay for 

input used (Belli, 200 1) 

Public enterpri e are con idered le efficient in en uring that the di [i rene 

betw en revenue and co t i a larg a po ibl 'I ht 1 au manager 

arc awar that an h rtf all can b remcdtcd b ' g v mm nt ub tdtc ·. 

lana ,cr ar· hicld d from th f[i t of market ontrol and th • tend to 

objc ti\ • a d ·t nnin d b ' th liti ian . \Vhcn th i 
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Another measure of performance is the impact on simulated welfare due to 
the redistribution of wealth from other stakeholders. ~ We consider how social 
welfare is affected when a mp tlti e pricing enterprises is replaced by a 
private firm that ct it pri maximize profits but also more efficient in 
producing its output Bt 1 H uri I 92). 

/\. . ob:ctv•d U) '" 't dliamson (1968~ 1968, 1969), if a private firm is 
mon.: ·rti ·i ·nt 1 r ciuccr. then the net change in social welfare depend upon 
the n.:lativ 'alue of both the loss of monopoly pricing and the resource 
aving , made po ible by more efficient production 

Another measure of performance is the change in the market value at the 
Stock Exchange Increase in the market value depends critically on the firm's 
financial and operating performance. The market value of a loss-making firm 
prior to privatization will decrease rather than increase (Derek~ 2002). 

Another measure of performance is cost-benefits analysis. This is relating 
costs to the benefits that are measurable in monetary terms. The cost 
benefits of the government provided goods or services hould be compared 
\ ith the cost and benefits of having the private ector provide the rune 
good and ervice . In uch ca e , we rna u e co t-effecti ene (one 
variable) and/or \ eighted co t-effecti ene ( e eral ariable ) t mea ur 
p rfonnance (B lli , 2001 ). 

thcr mea ur of pcrfom1an ' 111 \ud ·urgmg . t k pn ' . m n.:a · tn 
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Upward performance is not always guaranteed after privatization. This may 
not only be due to the challenge as cited out in this paper but other factors. 
Such factors include ex hang rat hock where massive devaluations drive 
a wedge between dom rc cnuc streams and hard currency debt 
service rcquir m nt. , 

potential for pr )j t 

11 in) pr petty values erasing future mcome 
r l 111 ) on real estate development and general 

cconomi · ·I w )\\ n 1 th , 1994 ). 

ln , n ·lu ' i n. G r countries to allow benefits from new and more efficient 
inve tment . go\ emments need to devout substantial efforts in designing 
br ad refonn that v ill sustain an investor-friendly environment. Failure to 
do so will almost invariably result in lengthy delay in the privatization 
programs (Sader 2000). 



CHAPTER THREE: RESEARCH METHODOLOGY 

3.1 Population and ampling 

The entire populati n ll th' 'Om panics privatized through Nairobi Stock 

Exchange sin·' 1 )() numl <..:tllll ci lht (sec Annex 1) were examined thus 

no snrnplin , w·t · u n -. 

3.2 Dnta oil crion 

The tud relied heavily on secondary data from published financial 

statements of the companies, Ministry of Finance, Kenya National Audit 

Oftice and airobi Stock Exchange. The data collection entailed the 

examination of the financial statement of firms identified for the period 

1990-2004. 

Post privatization data was sourced either from the financial statements of 

the firms and or airobi Stock Exchange records. 

3.3 Data Analysi 

Data wa anal ed b u e of percentage proportion of authorized hare at 

pre and p t pn attzation, di idcnd ield and finan ial ratio ycar-b -year 

ba i gi\'ing an indi ation ofpcrfonnan ' rtun . 

h , nalv i wa. or finn ''here rate o trans cr o ''ncr hip wa tapid a ~ 

t wh rc the tt ansfct "· 't·tdunl. I apid t'ltl: o han fl.:t of 
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except for regulatory purposes. The public firm is fully privatized leaving all 
other reforms as restructuring to the new owners. In the case of Gradual rate 
of transfer of owner hip, the g v mmcnt offloads its shareholding to the 
private sector on a pic -m nl bn ' i while still maintaining some shares and 
a say in the operation th linn. The government only restructures initially 
and privatiz·ttt n 1 • \ \lt 1 J ut in tages and the proportion need not be the 
same. 'J h' 1 ·suit · " ·r • th n aggregated and the variability in performance 
anal s ·d. 

The fit ancial ratio computed assessed the profitability, growth, solvency, 
liquidity and operating efficiency of the privatized firms, which included 
operating income to sales, net income to sales, operating income to fixed 
assets, net income to fixed assets and earnings before interest and taxes to 

total assets. 

The same ratios were computed in order to establish the effect of rate of 
transfer on ownership on financial performance after privatization. 

Ratios used included: 

Profitability ratio 

The c included· 

• ro profit margin c mput d a 

• t pr fit rat i mput d ~ : = __Lgrofit 

• I tu m n · 1 it·tl mpl 

l t I 



Growth ratios 

They included; 

• Net book valu p 1 r I mat share Net book value of assets 

No. of ordinary shares 

= 

• DiYidends per share= 

Efficiency ratios 

• Assets turnover = 

• Stock turnover 

• Debtor days 

• r ditor da · = 

Net earnings after tax 

No. of ordinary shar·es 

Total dividends 

No. of ordinary shares 

Sales 

Net Assets 

Cost of goods sold 

Average stock 

Debtor 365 

ale 

Purchases 



Solvency and Liquidity ratios 

These included· , 

• urrcnt ratl 

• ·id te ' t ratio 

• Fixed interest cover 

= 

= 

Current assets 

urrent liabilities 

Monetary assets 

Current Liabilities 

Earnings before interest & tax 

Interest expense 

• Long-term debt to shareholders funds =Long term debt 

Interest expense 

• Total debt to shareholders funds = Total debt 

Shareholders fund 

Operating performance ratio 

• Return on a et 

T tal a 

... 7 

ta.' 



In canying out the analysis, chi-square was used where rankings were 

done in terms of gradual and rapid rate of transfer of ownership from the 

government to private fim1 . Thi was correlated to the financial 

performance of the firm u in r tiP tw methods of rates of h·ansfer of 

ownership. Gradual rat r trnn. fl;r was the case where the government 

tran fcrrcd it: ·h·11 ·h I iin , t the private sector on a piece-meal basis 

whereas rnt td t ·1t' f ttansfcr was the case whereby the govermnent 

tran ·fetT ·d all 1t hareholding all at once to the private sector during the 

pri atizati n proce . 



CHAPTER FOUR: DATA ANALYSIS AND FINDINGS 

4.1 Introduction 

The research de i }n ' . . 'r s: : ·tional urvey. The research design is a 

suitable method of )I t.tin111' 1 ·sponscs from several firms or individuals in 

the ·nmc indu ·tJv. 1 in d1 crcnt industries at once. (Coopers and Emory, 

J9C 5) r' · mm nd tlu pe of research design for studies carried out once 

and n:pr~ 'enting one point in time. This study fe11 in this category. The 

ampl 3 wa made up of all the eight companies privatized through the 

Nairobi tock Exchange SE) since 1990. The companies listed at the 

Exchange as at 31st December 2004 were included in the study. The data 

collection entailed examination of the published financial statements of the 

companies/firms identified for the period 1990-2004. All the financial 

statements of the eight firms were examined hence representing a 100% 

response rate. 

The Statistical package for Social Sciences (SPS ) was used to capture the 

data and build a database and analyzed the data to produce descriptive 

stati tics. Frequency tables, percentages and proportions were used 

exten i ely to draw conclu ions on the finding . hi- quare te t \i a carried 

out to detennine whether there i relation hip bctwe n gradual and rapid 

privatizati n 

4.2 D m graphi data. 

rl h mpantc. urve •cd in thi tudy \\ t ' all pt ivdtiz d thtOUlh I \\ II I 

aiiObi to k 1:.. h·m •c . 1 h • tot IJ pul tti n 1 firm n I 
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showing authorized shares at privatization and their price by share as shown 
in Table 1 and percentage and propmtion of authorized shares at pre and post 
privatization. 

T bl 1 R 'd P . a e . apt nv·ltllahon . 
Name of firm -r\ car of Authorized Price per 

p ri ~~ tiza tio n shares share (Kshs) ·-l .Uchumi 1992 16,000,000 14.50 

1993 1,600,000 26.50 

3.Ct\lC 1993 2,000,000 10.00 

4.Ken 'a Ain: a s 1996 235,423,896 11.25 

5.TPS erena 1997 12,893,000 13.00 
---------------··--Source: Research Data 

The abo e table shows the year of privatization, the number of ordinary 
shares and the price per share (in Kenya shillings) in the case of those 
firms that were privatiz d rapidly through the Nairobi Stock Exchange. 

Table 2 below indicates the firms that were privatized gradually. It shows 
the year of pri atization, number of authorized share and the price per 
hare in Kenya shilling . For example in theca e of Kenya ommercial 

Bank (KCB), the go emment old 20% of it hareholding in 1988, 10% 
in 1990, 10% in 1996 and 25°1o in 1998, therefore remaining v ith 35% 
har holding. 

ln th ca- of Ilou ·ing Finane rp ration of K n a (ll · K th ~ 
overrun nt ffioad d "'0. %of tt har hold in, ~Bing ct 1ht en 

11illi n 18 1 hate at Kshs 7 ea h in 19 2 and a l\.u-thct 6_."'% in 1 
b • llin, thirt • milli n 0 1 ~hare ' \t K h 1 t a h hen ·c remninin • 



For National Bank of Kenya (NBK), the govemment sold forty million 

( 40M) shares at kshs 10 each in 1994 and this represented 57.5%, hence 

remaining with 42.5% har h lding. They sold a finther forty million 

(40M) shares in 1 tl r k h- 1 a h by offloading 20.5% hence 
remaining with o :h:11 h ldin ). 

Table • r•ulu· I Prh atization -Name Y•ar of overnment Government Authorized Price 
of firm Privatization Divesture 1Yo Holding c!lo shares per 

share 

(Kshs) 
l.KCB 1988 20 80 7,500,000 20.00 j 

1--------------·---1990 10 70 7,500,000 33.00 
1996 10 60 11,880,000 50 .00 

1998 25 35 28,050,000 65.00 

2.HFCK 1992 30.4 69.6 18,000,000 7.00 

1999 62.3 7.3 30,000,000 14.00 

3.NBK 1994 57.5 42.5 40,000,000 10 .00 

1996 20 .5 22 40,000,000 15 .00 ...__ ..__ _ 
ource: Re earch Data 



4.3 Financial Ratios of the firms both pre and post privatization. 

Financial ratios of all the eight mpame were calculated before (pre) and 

after (post) privatization t d t m1in whether there was any significant 

increase in financial p r mu n after privatization. The ratios are computed 

to assess the proftt tl t!tt). 't wth , ~fficiency, solvency and liquidity of the 

privatized li11n · 

4.3.1 Rapid Privatization. 

T bl 3 Cl\IC H Id' a e . 
0 m_g_s . 

Years 
Ratios Pre Post 

' 90 '91 '92 '93 '98 '99 ' 00 '01 '02 
GPM .042 .033 .027 .027 .061 0.00 .27 .25 .23 
NPR .019 .016 .011 .015 .038 .038 .030 .021 .034 
ROCE .045 .035 .037 .036 .062 .048 .092 .073 .075 
EPS 3.09 2.59 1.98 2.69 8.07 6.61 5.05 3.66 6.30 
DPS .073 .84 .98 1.22 .399 .59 .59 .59 .78 
AT 2.35 2.42 2.72 2.86 2.98 1.95 2.10 2.05 2.07 
CR 1.40 1.37 1.48 1.43 1.36 1.36 1.43 1.54 1.64 
LT/SF .002 .004 .035 .015 .025 .046 .252 .222 .121 
TD/SF 1.18 1.31 1.06 1.18 1.90 1.36 1.35 1.11 1.03 1-- 1-- -I---

.036 .062 .048 .092 .073 .075 ROA .045 .035 .037 
Source: Re earch Data 

·rom the abO\ e table it i elf-evid nt that before pri atitati n majorit of 

the ratio cal ulatcd for the p ri d 1990 t 199"' \ rc d rca ing 

Profit largm P\1) de r cd fr m .0 - t 027. t I ro tt alto ( I I ) 

from . 19 t .0 1 1 R turn R .0 6 

and L min l Per hare I P .0 

t m . "'t \' I I •t 

• nd ur n t I t i drml . 

'03 
.26 
.039 
.068 
7.30 
.78 
1.95 
1.54 
.141 
1.26 
.068 -



1.43. However, after privatization the ratios estimated for the period 1998 to 

2003 increased remarkably. GPM increa ed from .061 to .26, while NPR 

more than doubled from .015 t .0 , RO .. increased from .036 to .068 
' 

EPS increased by 271% fr m -· t 7.30 after privatization, CR from 1.43 

to 1.54. It is onl T "ln ' h h, ' .'hown some abnormal tTend in that it 

increa ed from j II J .98 in 1998 after which it has had an up and 

down b -hnvi )lit liuall · ·ttling at 1.95 in 2003 . 

T r--able_:!: Uchumi Supermarkets 
Years 

Pre Post 
Ratios '92 ' 93 '94 '95 '96 '97 '98 '99 
GPM .125 .137 .135 .090 .087 .070 .081 .054 - -
NPR .045 .096 .087 .054 .056 .043 .052 .035 
ROCE .302 .293 .369 .284 .300 .243 .261 .207 
EPS 5.75 6.2 6.76 5.27 6.48 3.75 5.21 4.07 
DPS 2.75 2.67 3.33 3.33 3.33 3.35 3.75 3.00 
AT 3.50 4.07 5.59 6.69 7.43 7.96 8.09 8.65 
CR 2.34 1.82 1.55 1.45 1.47 1.31 1.21 1.33 
ROA .302 .293 .369 .284 .300 .243 .261 .207 --- -'--

Source: Research Data 

Despite the fact that there was an immediate increa e in almo t all the ratio 

after pri atization such as GPM, PR, EP and AT, DP and RO ·/R A 

decrea ed from 2.75 to 2.67 and .302 to .293 re pecti el . Furthcnnor , th 

abO\e-calculated ratio ha e be n decrea ing e p ially the profitabiltty, 

oh nc , liquidity and operating p rfonnanc rat1 0 . I Io' 'cr, th r ha 

n trcm ndou and gr wth ratio. t tum vcr 

A'l fl r . amp! in r a db ' ov r 100% fi·om 4.07 in 1 Ill 

I c 9. 'I hi may be att libutcd t th mana 'cmcnt tratl:' 'adopted y the filln 
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sustainable in the long run and as a result Uchumi has found itself in an 
insolvent scenario. 

T bl 5 K a e . en a 1nvays . 
1- Year -_Ratios Pre Post 

'<) '96 . 7 '98 '99 '00 '01 '02 '03 
GPM 0 00 0.00 0 00 0.00 0.00 .294 .271 .261 .251 - . - f- ~ 

NPR 0. )Q o.oo 1 o.oo 0.00 0.00 .163 .091 .035 .013 -R F . I l 0 .11 .12 .08 .13 .09 .05 .023 -:; p l 92 4.33 2.36 3.11 3.09 6.18 4.43 2.29 1.18 -
T 0.00 0.00 0.00 0.00 0.00 1.17 2.84 3.38 3.74 

DPS 0.00 0.00 .75 1.0 0.00 1.25 1.25 0.60 0.50 
CR 1.22 1.42 1.30 1.30 1.53 1.60 1.60 1.23 .87 
LT/SF .16 .27 .30 .48 .59 1.03 1.09 1.03 1.30 
TD/SF 0.61 1.79 0.89 1.06 1.11 2.03 1.94 1.95 2.31 
ROA I 0.11 0.20 0.11 0.12 0.08 0.13 0.09 0.05 0.023 
Source: Research Data 

Despite the fact that the ratios were increasing even before privatization they 
increased tremendously after privatization. This is exemplified by the fact 
that EPS increased from 1.92 to 2.82, LT/SF from 0.16 to 1.60, TD/ F from 
0.61 to 2.49, while AT and DPS reached a high note of3.61 and 6.75 
respecti ely. The GPM, PR and AT are zero up to 1999 becau e the finn 
\ as not di clo ing their turnover thu not able to compute the e tatcd ratio . 
Ho" e er, the finn tarted di clo ing it turno cr a from th year 2000. 

'04 
.295 
.043 
.071 
2.82 
3.61 
6.75 
.87 
1.60 
2.49 
0.071 

De pite that th re \ a a decrea in R · R A from 0.11 t 0 071 and R 
from 1 22 to 0 87 . Howe\er, there t a' ry inter ttng trend in that it 
rca h d it p ak in 2000 and th n took n cdiv' unttl _00" b 01 ' turnin' 

around in 2004. 



Table 6: BOC 

Years 
Ratios Pre Post 

'90 '92 93 '00 '0 1 '02 '03 '04 -
GPM 0.00 0.00 0. .494 .5 14 .568 .583 .581 f- ._ -- -NPR 0.00 0.00 . I 3 . 115 .151 .209 .193 - - 1-
RO E .108 10 - .089 .09 1 .122 .157 ( .151 --

EPS I { · ~ 3.83 3.84 5.40 7.82 8.20 
0.00. 0.00-

1-
DIS 0.00 3.55 3.55 4.35 4.35 4.50 -AT f~O_Q_~O 00 0.00 .546 .634 .664 .648 .693 -

I ' ·- )8 1.99 Ill_ 3.44 2.70 3.18 3.43 2.98 -
LT/ I· l 1 1 .049 .043 .04 1.05 1.04 ~· 

TO/SF 1.26 1.27 1.29 .262 .3 16 .268 1.25 1.27 
ROA .0 18 I .10 .085 .089 .091 .122 .157 .151 
Source: Re earch Data 

It is vety clear that after privatization there was a remarkable increase in 

literally all the ratios. GPM increased from .494 to .581 this clearly indicates 

that the firm was making more profits after privatization, NPR increased 

from .133 to .193 hence the firm was able to reduce operating expenses after 

privatization hence increa ed net profits, ROCE increased from . 089 to .151 . 

This shows that return on capital employed has almost doubled after 

privatization, an indication that the firm has made an optimal use of its 

as ets. EPS and DPS increased from 3.83 to 8.20 and from 3.55 to 4.50 

re pecti ely. This clearly how that the firm performed well hence it was 

able to pay a higher di idend and earning on hare . AT increa ed from 

546 to .693 " hich mean that th re' a a more utilization fa ail a lc 

r our c aficr pri\atization. furthennorc, th finn ha ccn abl ~ t r du 

th ratt fl 0 · b • more than half fr m .262 t .127, de pit~ th ~ fact that 

Ll/ I· in r a ~d margin, II '. 1 hi !carl ' in eli at . th, t th ~ finn wa a 1' t 

l I ' cv 1 the cal ulation o 

1 i tiz ti n , •a im1 o il I due l th r l 11in nt ti n 



financial statements, given that they prepared them to suit their parent 

company. For example in the calculation ofGPM, neither sales nor turnover 

for the year was given, henc it al ulation becomes impossible. 

Table 7: TP eren•t 
r---· 

Ve•trs 
1- ' 

Pr·c..· Po ·t 
Ralios '9 . - .--

' '9 '99 '00 '0 J '02 '03 '04 - -
IM l 086 .785 .780 .781 .786 .786 .795 --

NPI . 0-t (J 040 .064 .110 .106 .107 .118 .028 
1-

.124 
ROCE .099 .095 .094 .083 .0788 .0785 .0805 .017 .101 
EPS 0.00 1.17 1.72 2.05 2.15 2.50 2 .75 .65 3.37 
DPS 2.708 .998 .998 1.098 1.098 1.098 1.098 1.098 1.098 
AT .455 .472 .544 .760 .675 .635 .704 .825 .653 
CR .809 .944 .885 .948 .919 1.047 1.085 1.116 1.102 -
LT/SF I .186 .191 .093 .332 .340 .482 .383 .385 .301 

TD/SF .895 .742 .703 .734 .990 1.143 1.079 .981 .882 

ROA I .099 .095 .094 .0832 .0788 .0785 .0805 .017 .1012 

Source: Research Data 

Before privatization most of the ratios were decreasing but after privatization 

they increased marginally. They increased as follows ; GPM from .078 to 

.795, PR increased by 210% from .040 to .124, and EPS increa ed by 

188%from 1.17to3.37, DPS by 10%from0.998 to 1.098, AT from0.455 

to 0.653, RO E/ROA from 0.099 to 0.10 1, R from 0.809 to 1. 102, L T/ F 

from 0.186 to 0.301. Furthermore, TD/ F ha reduc d from 0.89 to 0 .8 2 

howeYer marginal it i . 

Before privatization mo t of the ratio \\er ' ry I ' ut imm dtat I a cr 

privatll'ati n the in r a ed tgnificantl and ·ta tl11t=d. '1 hi impli • th. t th 

finn ha 

thr u ,h 

me mor profit. blc cffi icnt and ffi· ti' c a r 1 rivatizat i n 

utilization of it a . ·t ·md n.:du tion f hort-t tm an 1 

I r -t 11 1 debt. 



4.3.2 Gradual privatization 

Table 8: Kenya Commercial Bank 

.059 
22.3 
7 
.059 
.059 

'03 '04 
.015 .015 
3.06 3.94 
1.00 0.00 
0.00 0.00 
.015 .015 

Gi' en that the go cmment has been offloading their shareholding gradually 

in KCB, this has however resulted in a phenomenon that is different in those 

that were privatized rapidly. In that, by divesting 10% in 1988 and 20% in 

1990 it resulted in positive improvement in ratios especially EPS, which 

increased consistently from 11.44 from 1993 to 22.29 in 1996 prompting the 

government to divest a further 10% in the same year and 25% in 1998. 

However, after that the ratios drastically became negative. For example, EPS 

resulted in a loss per share of 13 in 1999, 4.1 in 2000 and 20 in 2002. This 

negates the whole objective of privatization. Fortunately, the trend seems to 

ha e changed in 2003 and 2004, given that EPS was 3.06 and 3.94 

re pecti el in the two years unlike the pre ious year , which were lo e . 

ome data e pecially on GPM, PR, R, and LT/ F wa not available. Thi 

i in line" ith commercial bank " hich do not report tumo rand ha e little 

or no long-t nn debt in their financial tructure ju tif ing' h th tat d 

ratio c uld not b e timated 
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Table 9: Housing Finance Corporation of Kenya. 

Pre Post 
Ratios '90 '9 1 '95 '96 '97 ' 98 '00 '01 '02 
GPM .7 17 .082 . 18-t .174 . 181 .151 0.00 0.00 0.00 -
NPR .041 .049 . l h . 108 .111 .101 0.00 0.00 0.00 
ROCE 

1-- - - .. 
.285 . L .359 .370 .393 -.04 -.25 .100 - -EPS 0.00 0 ( . 2 2.75 3.23 2.48 (.5) (1) .49 - -

J\T .. 0 I 1 .3 l 1.80 1.84 1.83 0.00 0.00 0 .00 -
LT/ ' F . - 9 0.00 0.00 0.00 0 .00 0.00 0.00 0.00 -
[ . ...:85 .213 .289 .3 59 .370 .393 -.04 -.25 .100 L- -

ource: Re earch Data 

lt i clear from the above table that after the first divestiture in 1994 the 

company ratios improved. For instance the GPM increased from 0.082 to 

0.184 and then it started decreasing to 0.151 just before the second 

divestiture in 1999 and NPR the same thing in that it increased from 0.049 to 

0.116 and then decreased to 0 .10 1. But after the second divestiture in 1999 

the ratios dropped dramatically, for example EPS resulted into loss per share 

of .50 and 1.0 in 2000 and 2001 respectively unlike when they were stable 

between 1995 and 1998. 

Table 10: ational Bank of Kenya 

Pre 
'9 1 '92 93 '94 

.0 18 .0 12 
4.38 .81 
1 25 0.25 

95 

I rom th , bov • tab!· it i evident that aficr the tt t dive titurc o ~ th 

mpan , r ti o improv l. ·1 hi , n l 11 thH U 'h f 

'03 

0.00 

0.00 
.097 
.45 
0.00 

0.00 
.097 

t I. lr m . l t 1. . lut 



L 

after the second divestiture of 1996 the ratios decreased drastically heading 

to the negative. ROCE decreased to negative 0.02 in 2001 before increasing 

to positive 0.015 in 2002.Furth nn rc, TD/SF increased by almost 100% 

from 6.66 in 1996 to 1 .1 in_ 0 . 

This indicate that fi r th . · nd divesture the firm performed dismally. 

4.4 Cornp:natin· anal ·i 

Table ll: Rapid Privatization analysis. 

PR POST 

Ratios UCH I KQ TPS BOC CMC AVE UCH KQ TPS BOC CMC AVE 

GPM . 125 0.00 .082 0.00 .034 .058 .093 .274 .786 .548 . 177 .376 

NPR I .045 0.00 .043 0.00 .015 .029 .060 .045 .094 .160 .030 .083 

ROCE .302 .155 .097 0.10 .039 .097 .280 .084 .076 .122 .065 .125 

EPS 5.75 3.85 1.17 4.98 2.55 3.138 5.40 2.70 2.17 5.82 5.67 4.352 

DPS 2.75 0.00 1.85 0.00 .85 1.35 3.25 6.63 1.08 4.06 .71 2.24 

AT I 3.50 0.00 .46 0.00 2.50 1.48 6.93 3.40 .685 .637 2.28 2.896 

CR 2.34 I 1.32 .876 1.69 1.42 1.326 1.45 1.29 1.02 3.15 1.47 1.675 

-
I L T/SF I 0.00 .215 .189 0.00 .014 .139 0.00 .928 .45 .45 0.16 .491 

--
TO/SF 1 0.00 1 1.20 .819 1.27 1.18 1.118 0 00 1.77 .93 .67 1.22 1.165 

- 1-- - ~- -
ROA I 302 .155 .097 . 10 039 .139 280 084 076 122 06 .125 

ource: Re earch Data 

From th abo e data, th financial ratio nnpr \ d after pri\ alt.1at10n and 

thi i e ·emplified b the [I llowmg ratto , fr m 0. 

0. "'76. PR mer a d by over 16 % fr m 0. 29 to . A from 

0.0 7 t 0.12 I P rom "". I . 2 DP. fn m I . to .2 l A'I hom 

I. to 2. R from I. to I . . 1:... pt I( I LT/ I· and rl [ 



increased marginally instead of reducing from 0.139 to 0.491 and 1.118 to 

1.165 respectively. 

Table 12: Gradual 
Pre Post 

!--

Ratio K I 1~ II F AVE KCB NBK HF AVE 

1PM 0.0 I .141 .141 .021 .003 0.00 .012 
- r-:G88-

-
NPR 0. 0 00 .088 .019 .0015 0.00 0.010 

-
R .0 .025 ! .009 .030 .011 (.022) .012 .0003 

EP 1 .54 2.67 1.814 7.675 ( 4.96) 2.423 (.053) 1.295 

DPS 6.40 .93 0.00 3.665 1.00 0.00 0.00 1.00 

AT .055 0.00 1.694 .875 0.072 0.035 0.00 0.054 

LTL/SF 0.00 0.00 .015 .015 0.927 0.00 0.00 0.927 

TD/SF 0.00 8.000 0.00 8.000 8.26 23.85 0.00 16.055 

ROA .056 .025 .009 .030 .011 (.022) .012 .0003 
-- --

Source: Research Data 

From the above-calculated ratios that were available for both before and after 

privatization, it is evident that ROCE/ROA decreased from 0.030 to 0.0003 

after pri atization, and EPS decreased from 7.675 to 1.295. Further, T I F 

increa ed by o er 100% from 8.000 to 16.055 in tead of reducing h n e thi 

negate the "\Cry need for pri atization. In addition T Fratto d ubled 

after prn atizat10n. 



1-

Table 13: Comparative analysis for both gradual and rapid, pre and post 

p riva tiza tio n. 

Pre Post 

Ratios Gradual 1 Rapid I Gradua1 2 Rapid 2 
- --GPM . 141 .058 .012 .376 

NPR .0 .029 0.010 .083 

R ~ l ~ .0 .097 .0003 .125 
- -;p ' .67- 3.138 1.295 4.352 

f--

DP 3.665 1.35 1.00 2.24 

AT .875 1.48 0.054 2.896 

R 1.326 1.326 1.675 1.675 

LTL/SF .015 .139 0.927 .491 

TD/SF 8.000 1.118 16.055 1.165 

ROA .133 .139 .0003 .125 

Source: Research Data 

4.5 Hypothesis testing using Chi-Square Test 

Ho: Performance of gradually and rapidly privatized compame li ted in 

the airobi Stock Exchange is not significantly different. 

II Performance of gradually and rapid! pn atized companie li ted in 

the . airobi tock change. 



Chi-Square Test 
Table 14: Descriptive Statistics 

Statistics 

GRADUA GRADUA 
L 1 L2 RAPID1 RAPID2 

N Valid 10 10 10 10 
Mis ing 0 0 0 0 

Mean 2 194800 2.102860 .887400 1.352800 

Medi n 508000 .490500 .628500 .828000 

Minimum .0150 .0003 .0290 .0830 

Maximum 8.0000 16.0550 3.1380 4.3520 

Te t tatistics 
Gradual I Gradual2 Rapid2 Rapid I 

Chi-Square .778 .778 .800 .800 

From the results of the Chi-square test it is evident that there is a strong 

positive relationship between both cases i.e. gradual and rapid ptivatization . 

However, rapid privatization has exhibited a higher strong positive 

relationship (0.800) as opposed to (0.778) for gradual privatization. 

Therefore, from the findings of this research we can conclude that rapid 

privatization is better than gradual privatization hence in agreement with 

Lopez ( 1996) who said that rapid pri atization i the be t. De pite the fact 

that other factors might ha e had a great influence on the perfonnan c of 

firm like change of top management a put fon: ard b (l pe.1, 19 9, 

1eggin on, 1994) v ho a crted that e ecuti e change lead t impr \ d 

p rfonnan 111 rganizat1 n 



CHAPTER FIVE: SUMMARY AND CONCLUSIONS, 
RECOMMENDATIO S A D UGGESTIONS FOR FURTHER 
RESEARCH 

5.1 Summary of finding . and on elusions 

5.1.1 .. umm•try of Find in 

The t' m·un ~ ' tl' e of this study were to assess the rate of h·ansfer of 

owm~r, hip f pri\ atized public enterprises in Kenya, and to assess the 

relation hip between the rate of transfer of ownership and the financial 

performance of privatized companies in Kenya. 

To satisfy the objectives of the study, the secondary data was collected, by 

way of examination of the financial statements of the firms before and after 

privatization for a period of 15 years that is 1990-2004.The data was 

analyzed by comparing their financial ratios before and after privatization 

and conclusions drawn from the findings . 

The research findings revealed that financial ratios of firms both pre and po t 

privatization recorded improved performance. 

In a e ing the rate oftran fer of owner hip ofpri\ati7cd pub lic ntcrpri c 

in Kenya, the \\ere cia ificd into tv o group , gradual and rapid. 62.5°o f 

the finn were pri ati1 d gradually while "7 5°'o \\Cf' privati/ d u ing mptd 

appr a h. In th rc \\a a rcmarkabl in rca · in th 

o pri' atizcd ompamc a mea urcd b ' rati ptofitabiltty ,rO\\ th 

~otvcn , and liquidity f th' 1 tivatiZl:d finn . 'I hi in line \\ ith 

, h •t 'lie I th t th k ' i u i h w t im1 l mc.:nt 

n. 



5.1.1.1 Rapid privatization 

It is evident from the rc ar h mdin) that before privatization, financial 

ratios of most firm w r d r a in) low or had stagnated but after 

privatization, th r w·t: n st 1nificant increase in literally all the financial 

ratio: . For '"llllJI · th ·r ·" a an increase of707% in gross profit margin 
0 o aming per share (EPS) in the case of CMC holdings, 

21 °·o in a et turno er (AT) for Uchumi, 178% increase in return on capital 

emplo ed RO E) for BOC just to mention but a few. 

This in line" ith (Lopez, 1996) who argued that rapid privatization is the 

best approach. However, a notable observation is in the case ofUchumi and 

Kenya Aitways. In the case ofUchumi the profitability, solvency and 

liquidity and operating performance ratios have not been consistent except 

for efficiency ratios . This may be attributed to the management strategy 

adopted by the two firms. Furthermore, this has resulted in frequent change 

in the CEOs, which has actually given some positive results in the two firms. 

This is indicated by the fact its ratios have increased consistently up to 2004. 

This is mainly attributed to CEO change. 

5.1.1.2 radual privatization 

In th a e f gradual privatization, there ha een mt 

haver c rd v ry lo\ financial ratt after th 

K B mad a I per hare f4 . 6 ctwecn I 99 to 2 

·md 2 OJ and BK in J9< 

d re ult in that the 

F r e ·ampl' 

2, llF Kin2 

In 1l iti n thl: ( \crall a' Il: ''\lc 1 ult o all the ratio d tc'l d a cr 

11 i , tiz ti n • pt 01 t tal debt t 



doubled after privatization: This negates (Olajide, 2005) who favours 

gradual privatization since he argue that firms that are privatized gradually 

will have enough time to dev lop appr priate regulat01y framework as 

compared to rapid privatizati n. 

The dismal pcrfot m·tn · f 'radually privatized firms is further confinned 

by the h potlr • ·i · t • ·ttn 1 u mg chi-square, which indicates that despite the 

fl1ct that th rt! i · n tgmficant relationship between gradual and rapid rate of 

privntizati n gradually pri atized firms are performing relatively poorly as 

compared to rapidl pri atized firms. 

5.1.2 Conclusion 

From the chi-square test it is evident that there is a strong positive 

relationship in performance of firms that were privatized rapidly. This is 

supported by chi-square value of0.80. However, in the case of gradually 

privatized firms the chi-square value is 0.788, which shows that there is a 

strong positive relationship. 

This study is therefore in agreement with (Chong, 2003) who stated that 

profitability of firm's increases significantly after privatization and ( ooper, 

2004)' ho favour a middle ground by ad ocating for inducing beha ioral 

change in the public finn after pri atization. I Ie" ent further to elucidate 

that implem ntation trategy adopted b th go\ rnment do n t matt r if 
finn b hav d actly m th arne \\a under an ' ncr hip G nn. 

'I h rc ore we c nclude that th1 tud ' all und r th1 cat '01) a the · 

, a whole po. ted ub tantial p r onnan gain in term ftcrrn 
in f IOfitabiJit ' liquidit ' OJ\'Cil .'and peldtin 1 l,llil . 



5.2 Limitations of the study 

The change of reporting standard gt n that initially companies in Kenya 

used to be preparing their finan i 1 tnt m nts in accordance with Kenya 

Accounting Standard ( , \\hi\ urrcntly financial statements are 

prepared in accordan "tth lntunational Accounting Standards (lAS). In 

both cases som · ·1 'Ill ·nt ' rc c eluded which were crucial in calculating 
the variou, 1inan ~ial rat! 

rurthcrm re. m companies for example CMC holdings reported their 

result in Ken 'an pounds and in accordance with their parent company 

fonnat/ pecification. 

Few companies (only eight) have been privatized through the stock 

exchange, thus the results might not be conclusive. A number of firms in 

Kenya have been privatized and if all were considered in the study, then the 

conclusions may be different. 

Categorization into rapid and gradual was challenge where the researcher 

ended up relying on the number of times the company had issued shares as 

an indicator of how rapid or gradually the process was undertaken. 

In addition there was lack of ufficient documented data from the tock 

exchange and capital market authority regarding the percentage of hare 

the goYemment di e ted over the year in theca e of gradual pri atization 

approa h. I len forcing there earcher to gather th in[! nnation from the 

individual firm furthennore, \en the e finn lack d a lear mecham m f 

obtaining th data. 



5.3 Recommendations to Policy makers 

There is need to harmonize the pr entation of financial statements in 
accordance to international untin) tandards (lAS) as is currently with 
most firms to enable comparL n tween finns and for the same fitms over 
a duration of tim . 'J hi: luninat' the need to restate or prepare the financial 
statements n 1ain t nil " mpanson. 

Furthcrm rc. th r' 1 need for government to ensure that whenever firms are 
privatiz d the ' u c the rapid approach to eliminate any further political 
interference in the firms . Since, previous research has shown that politicians 
use uch firm for political expediency by for example employing their 
relatives and supporters. 

5.4 Suggestions for further research 

It is therefore suggested that further research be carried out on specific 
sectors of the economy like banks because they seem to share common 
problems. This is clearly indicated by the fact that after privatization both the 
two banks KCB and NBK had a lot of unsecured and unserviced loans, 
which ended up straining its operational efficiency. Hence, there is need to 
do a research focusing specifically on the implications ofun ecured loan m 
privatized banks whether they were pri atized gradually or rapidly. 
Furthennore, there i need to do a re earch on the effect of manag ment and 

change in privati .led finn a orne finn rna ha\ e pcrfonn d poor! 
due to the trat g ad pted by it management \ ca 111 p mt t humi 
and K n •a Airwa , whi h how d imprO\ d p ·r onnanc after 
han 
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In addition there is need for a research that focuses on the specific sectors of 
the economy. For example in theca e ofUchumi, it was almost a monopoly 
in the early 80s to the late 90 befor ntty of competitors like Nakumatt and 
other small super market lik u k "r Mattresses. Hence, this partly explains 
why they arc pcrfonnin > di, mall ' en aflcr privatization, since they are 
facing tiff comp titi )ll . 

This alsc applic · t tta 1tt n banks like KCB and NBK, given that apart 
from ·tifT · mp titi n from big banks like Barclays and Standard Chartered, 
there are ne\ entrant in the industry like NIC, CFC, Stanbic, Commercial 
Bank of fi·ica among other banks who are determined to create a market 
niche for themsel es. 
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ANNEX 1 

LIST OF PRlV ATIZED FIR I TllROUGll THE NAIROBI STOCK EXCHANGE 

I) Ken a C onun 'r tal ank Ltd 

2) llou 'ing Finance Company of Kenya Ltd 

3) Uchumi upermarkets Ltd 

4) British Oxygen Companies (BOC Kenya) Ltd 

5) National Bank of Kenya Ltd 

6) Kenya Airways Ltd 

7) C. M. C Holdings Ltd 

8) Serena Hotels Ltd 



·ANNEX 2 

SOURCE DATA FOR TilE EIGHT (8) FIRMS 

KENYA AIRWAY 

-- ·-Years 1 9. I' 1997 1998 1999 2000 
Profit before 

- • I· -KH . 1.{ 99.726 1,090,100 1,436 1,425 2,853 Tax 
~ -

2.1 36.791 r-P~olit urtcr T tt · 1.419 091 85 1 568 1 314 1 207 2,922 ftxcd A ·· ts 4.078.117 4.530,095 5,691 ,680 7,348 11 ,244 10682 ~ 

3.827.418 Current Assets 5,436, 178 4,526,182 4,904 6.096 12,258 Total As ·et 7.90-. 35 9,996,273 10, 12,252 17,340 22,940 
217862 

Current 3,827,418 5, 4,526,182 4,3763 3,74 7,673 Liabilities 436,178 
Net Current 694,226 1,613,373 1,043,753 6,507 2,122 
Assets 
Long-term loans 1,105,851 681 ,079 1,787,800 3,122 4,526 8,003 S/holders funds 6,912,818 2,510,949 5,921 ,253 6,507 7,689 7,738 
E.P.S Before 1,92 4,33 2.36 3,11 3,09 6, 18 Tax 
E.P.S after Tax 4 63 3,07 1.84 2.85 2.45 6.33 D.P S 0.75 1.00 - -
Dividend 346 461 577 

Kenya Airways 

Year 2001 2002 2003 2004 2005 
Turnover 22)25 25, 165 27,46 1 30_,421 42,234 -- r-- - - r--- --1 Gross Profit 6 107 6 557 6,639 8 983 13, 169 1 Profi t before Tax 2,044 1,059 547 2,075 5,520 

et Profit 1,357 868 345 1 302 32882 
· PS before ta~3 2 29 I 18 282- 8 40 
· P before ta'\ 577 277 231 6 75 1.25 --On tdend 12.576 13,734 17,873 _22 908 33,260 -ft'\ed Assets 23.267 22.170 24,2-5 29,408 44,822 -Current Assets 10,691 8,436 6.382 6 500 _ _ 11,562 
harehold r 7,925 7,444 7 38 8,420 12 29 

, I unds 
Long-term 8,66 7 659 9,551 13,502 18,490 
linbthtics 
Curr nt 6 678 6,8·l~ 7,366 7 t68 13,992 

L Ltnbthtics 
1 ~o of h r 461,61-,483 

~i.d td_Pcr 0.5 0 75 



Share 

Note: All figures are in Kshs ~1illion, except EPS and DPS, which are 
ratios and number of shares that i in thousands 



UCHUMI SUPERMARKETS 

1993 1994 1995 1996 1997 1998 
Turnover 1,975 ,657 3,109556 4.6- ~ .-L6 ' 176,699 5,968,031 5,176,699 Profit 271,064 418,997 3.5_, R) 405,777 364,085 485,354 before 
Tax ---
Profit I 90, I 2 270.2 10 210,808 259,589 224,948 312,612 after tax - --Dividend 160.000 _o UH ,_ - 206,000 200,000 201,000 225,000 ·PS 4.07 ) 6.76 5.27 6.48 3.75 -- ,_ 
/holder · 4~ .7ll .929 566,737 626,326 650,274 337,886 funds 

Fixed 126.319 237.593 265,642 261,123 219,366 507,934 Assets 
Current 800.043 897,683 977,043 1,090,860 1,281 ,852 1,35 1,778 Assets 
Current 440,643 579,347 675,948 741 ,841 979,396 1,121 ,829 liabilities 
Net 359,400 318,336 301095 349,019 302,456 Current 
Assets 
Total 1,813 ,215 926,362 1,135,276 1,242,685 1,351,983 1,501,218 Assets 

Note: All figures are in Kshs Million, except EPS and DPS, which are 
ratios and number of shares that is in thousands 

1997 EPS = Kshs 224,948 ,000/60,000,000 shares 
3.74 

1998EPS = 312.621,000 
60,000,000 

= 5 21 

L 999 - EP 224,389,000 
( 1998. 312,6 12,000) and 60,000,000 shares m tssuc at 301

h June 1999 

1999 
5,968,0: 
375,097 

244,389 

180,000 
5.21 
802,275 

473 ,477 

1,339,73 

l ,01 0,9Ll 

229,952 

1,859,71 



KENYA COMMECIAL BANK (KCB) 

After 
Befor·e 

Advertised in 1998 60% 
35% 

Ordinary shares 
65% 

- OSO,OOO 65/= 40% 

Government Divestiture 
Government ll ldmg 

1997 1 sl 
1988 20% 80% EPS Ksh -2.87 1990 10% 70% 

DPS Ksh 8.00 1996 10% 60% Dividend cover Ksh 86 1998 25% 35% Net Asset alue per share Ksh 87.40 

Kenya Commercial Bank (KCB) 

1997 1996 1995 1994 1993 
Profit before 4,122.661 4,045,520 3,786,733 2,887,146 2,041 ,324 ta.,x 
Ta-xation 1 556,249 1,544,587 1 410,923 1 157,300 758 039 
Profit after Tax 2,566,412 2,500,933 2,372,810 I ,679,846 1,283,285 Dividend 897,600 785 400 504,900 324,500 280,750 Dividend 2.9 3.2 4.7 5.2 4.7 
Cover 

1 AdJusted EPS 22.87 22.29 21.15 14.97 11.44 
Income 17,041 ,026 15,914,484 12,320,088 II ,039,831 6,888,978 1 No 112.200,000 841 ,150,00 841 ,150,00 841 , 150,00 841 ,150,00 

I 
parttct pating 
shares 
DP (Kshs) 8 7 6 6 5 

d'utdEP J fi urc ar g com utcd u in p g 112 200 000 or·dina ry har 

7 



. Kenya Commercial Bank (KCB) Balance Sheet Items 

1997 1996 1995 1994 1993 Current Assets 
Other Assets 16 729,811 18,141 ,420 13,915,841 Total Assets 57,930,778 60,608,164 39,503,148 Total other 5 470,129 7, 636,330 4, 939,279 Ca ital 6 423 753 4 555,675 3,196,947 Fixed Assets 2,333,048 1,940,067 1, 196,947 .A. 38,867,9 19 40,526,677 725,834 

The Bank. hu · ·c nllnu d t rcc rd impressive pre tax profits in the last 5 years. In 1997 it wa 4.122. ))l.OOOr pr enting98%increase overthe 1993of2,041,324,000. The incrca ·~ ha · b en gradual O\ er the last five the year period. The adjusted EPS was conlinu u ly 1mpr0\ed and a level ofKsh 22.87 was recorded in 1997, compared to Ksh 11.44 reuli1ed in 199 . The et Asset value per share by end of 1997 was 87 .40, which is 20.5 °/o increase oYer the 1996 value. 

_ Kenya Commercial Bank (KCB) 
2000 1999 2001 2002 2003 2004 Total Assets 74, I 75,260,365 64, 59,754,869 60,488,155 69,600,167 104,539 984,079 

Fixed Assets 2,832,608 3,226,063 
Total 65, 66,499,134 56,826,404 54,487,414 54,905,745 61,020,008 Liabilities 710,185 
Share 1,122,000 1,122,400 
Capital 
Reserves I 7,719,231 

7,222,354 
Shareholders 8,841,231 8,157 ,675 5,267,455 5,582,410 8,580,159 8,394,354 
Interest t 10,452,739 6,608,506 4,735,345 
Income 8 785,274 

-Interest (5 084,686) (2,511 ,504) (1,767,455) (944,043) (388,276) E:xpense (4.342,316) 
-Loss before (765,631) 1 (2,244,854) (182,958 ( 4, 178,557) (877,012 (1,073,467) Ta:x 

Ta...: 3011162 690 1 9 
~-- - - 12,686 1,177,918 _ (264,6 I) ,..Q86,416) _ Loss after (464,469) (I ,554,665) 195,644 (3,000,639) 612,441 787 0 I tax 

Lo p r (4 . 14) ( 13.86) 1.31 20 06) 3.06 3 94 share 

N tc: \llfi,ur ar inK h Million >t ... PS and I PS ' hi h ar rltio md numb r of har that i in th< u and 



NATIONAL BANK OF KENYA (N.B. K.) -200,000,000 ordinary shares 
1999 1992 1993 1994 1995 1996 Total 9,687,598 10,690,526 12,824,6 4 17,565 ,949 18,256,865 24,447,179 Assets 

-Fixed 351 ,764 373,835 .1() ,. )~ 1,049,556 1,103,705 1, 215,497 Assets 
1-9,03 ,01 9- - 1-Total ), )'.7 .7 II 418 14,643 ,360 15,264,055 21,256,468 f-Liabilities - -Dividends . I , 0 ()'2.500 1-9 ,750 51 ,250 218,439 431,302 -Nel (i 4, ]\) 732.80 1 1,289,236 2,922,589 2,992,810 3,190,729 As ·cts 1- ' - f-

7 2.801 S/holdcr · 6 . 7q 1,289,238 2,922,589 2,992,810 3,190,729 funds 
1- -

E. P. S 468 438 0.70 1.80 1.85 2.51 Pro lit ~ 1 . )8 196,102 150,297 429,253 633,379 903,826 before ta.'\: 
Pro lit 11 6 945 109,471 87,685 247,252 370,221 502,336 After ta.'< 
DPS 1.55 1.25 0.25 0.10 1.50 DiYidends 38,750 1,250 31 ,250 20,000 300,000 300,000 

1997 1996 1998 2001 2002 Fixed Assets 31 ,090,007 24,447 ,197 25,762,640 23,304,862 25,230,980 

Fixed Assets 1,219,780 1,215 ,497 1,299,973 
1 

T/Liabilities 27,761 ,586 21 ,256,468 25,355 ,992 21 ,586,231 23 ,313 ,59 1 

Net Assets 2 328,421 3,190 729 406 648 1.718 631 1 917 389 S/h funds 2,328,421 - 3,190,729 406_!_648 1)18,631 1,9 17,389 -Profit (2,821 ,722) (322,580) 390, 142) Profit before ta.'< 650 059 903 826 
Profit after ta'< 387,692 502,334 (2,82 1 ,773) 298,868 198,758 -On 1dend 250,000 300,000 100,000 
EPS 1.94 2 51 (14.1 1) ·-1--1.49 0 99 ' Interest :xpcnse (992,805) _ j 1,09 

ote: II figure are in K h Million, exc pt P and DP , which are ratio and number of hare that i in thou and 

-66) -



HFCK 

1990 1989 1991 1999 Fixed Assets 236,637,703 85,698,761 238,950,015 539,652,118 Net Current Assets 208,553,632 239,474 319 335,624 379 13,061 ,147,000 Long-term Loans - c-4,289,782 -- - ' 
0,548 3,021,604 Gross Revenue 841 ' - I-tO 4 938;_116 874,450,641 - r~ ·, -Profit before Ta,' 60, 7 _,.I I 

t~ 
27,307,200 71 ,808,171 114,315,839 Profit Arter Tax 

~ 

1_ 1. 8,835 812 42,405,752 70,684,810 
.Il l -Dividends umo.ooo 4 000 000 28 000,000 1-

Share Cnpitnl ... 0.000.000 20,000 000 140,000,00 575,000.00 Reserve '-- 191.716.761 27,485264 337 182 385 866 595 810 

IIFCK 

1995 1996 1997 1998 Income 1,558,041 ,980 2,350,621 ,273 2,671 ,382,248 2,820,264,253 Profit before Tax 286,539,730 407,893 ,419 4,83,337,034 428,246,959 Profit after Tax 180,966,153 252, 876,696 297,127,312 285,734,461 Dividends 69,000,000 115,000,000 138,000 000 172 500,000 EPS 2.62 2.75 3.23(2.58) 2.48 Fixed Assets 543,144,339 548,830,152 543,581 ,887 532,671 ,240 Net Assets 1,190,558,766 1,307,959,709 1,456,033,747 I ,544,198,933 Share Capital 345,000, 000 460,000,000 460,000,000 575,000,000 Reserves 646,157,773 676,672,599 844,828,236 843_.1_8211._842 t--- -Operating Profit 543,235 ,770 572,622,757 

HFCK 
2000 2001 2002 2003 

Interest _\Pense (623,933) 401,20 Profit before ta\. 951,318 98,011 Profit after Ta\. 
1- 55, 51 1,847 fP. 

0 49 04 1 otal 
10 44 .217 

440,(,20 
9629 

ot : \II fi ur ar in K h Million pt Ll and I P. ''"hi h ar ratio and numh r o har that i in thou and 



C. M. C HOLDINGS 

1993$ 11992$ 1991$ 1990$ 1998$ 
I 

Revenue 100,890,706 91,798, 79,024,299 75 ,511,736 4,087 ,173 
( 6 

-
c• 2,715,49~ 7,1. 

Operating 2,632,489 3, 148,779 250,846 
Profit - --Profit aflcr I , I , 9 > 1 ·I. . I ,306,839 1,424,502 154,896 
Tax --

.l53 1550.6 2 
- -Total l 475,530 409,015 12,410 

Dividends 
EP 269 1 98 2.59 3.0918.07 
Fix ·d Assets 16.846.993 15 949 029 16 562,865 17 052792 447,334 1-

i9.0 i8.724 Current 51,194,948 58,5 18,030 52,926,072 31 ,621 ,802 
Assets 
Current 41.170.323 34,591,527 421 ,604,548 37 ,825 ,783 2,664,33 
Liabilities 
Share I 63 ,337 957,469 
Capital 
Reserves 35,269,760 33,191,718 32,613 ,434 32,089,744 1,360,924 
Total Assets 751 ,905,717 67,143,977 751 ,080,895 69,978,846 4,069 ,136 

C. M. C HOLDINGS 
2003 2002 2001 2000 1999 

Revenue 4,493 092 4 552,390 4,224 218 4 112,378 4 203,586 Cost sales (3,479, 104) (3 ,485 ,211) (3 , 186,764) (2,996,5 12) 
1 Gross Profit 1,013,998 1,067,179 1,037,454 1,115,886 

Operating profit 354,410 34,238 351,387 424 394 241 431 Profit before Ta'X 173,745 151 ,890 88,642 122,458 
Mmonty Interest 3,243 890 156 196 
Net profit 176,988 152,780 88,798 122,654 160,535 Dntdends 24,280 24,280 18,210 18,210 18,210 
EPS 7 30 6.30 3.66 5.05 6 6 1 . ·--- -- .. -hareho1ders 2,302,311 2,196,912 2,059,289 1 959 441 2, 150,686 -

-' - ' - - 991 505 -I Long Term debt 341 831 266 470 457.868 493 793 
( - - -Fixed Assets - 1.232,657 1 '192,531 1,535,682 I ,528,982 1--1,218,729 Current Assets 3.969.156 - . 3.26-h631 2,816,292 J,070,87 - ,820 8 8 Current liabilities 2 .. 76,423 1,992 289 I 832 436 2 144 068 - 2,819 6 r--!et Current Assets 1)92,733 I ,272 342 983.856 926,789 1,001,272 -'I otal Assets 5 201 813 4.457 162 4,351 .974 4,599 839 5.039 87 -'ote: All fi urc ar inK h Million g p t EPS and DPS whi h ar 

ratio and numb r of shar that i in th u and 



TPS Serena Hotels- Shares 38,731750 
2004 2003 2002 200 1 2000 1999 Sales 1 672,490 1217130 1 450,158 1 473 952 1,404,798 1 187 792 Gross Profit 1,392,490 1,217,130 1,450,158 1,473,952 1,404,798 1,187,792 Operating 207,929 34,549 171 048 157,352 148,552 130,304 profit ,_ 

Profit before 197,540 42,96!-l I )~ 9~7 138,699 117,113 103,813 Tax 
1- c --,_ 

Profit after I 0. l .. 077 10 . ~~9 96,706 83,052 79,336 Tax 7---=b) -- - 1-EP ' ~ 1- 2.74 2.50 2.15 2.05 Dividend - --· n 42. 47 42,547 42,547 42,547 38,679 Proposed -
Shnrchold r · 1.091.639 1.003,660 1,021,130 935 ,891 947,619 903,246 funds 
Long-term 28.-14 386,893 390,668 450,790 340,875 300,052 Liabilities 
Fixed Assets 1.355,278 1,321,342 1,351,584 1,35 7,256 1,336,850 1,183,33 1 
Current 699,241 667,298 771 ,208 648,434 549,095 382,975 Assets 
Current 634,366 598,087 710,994 619,009 597,457 363,008 Liabilities 
Non-current 64,875 69,211 60,214 29,425 (481 ,362) 19,967 Assets 
Total Assets 2,054,519 1,988,640 2,122,792 2,005,690 1,885,951 1,566,306 

TPS Serena Hotels- Shares 38,731750 
1998 1997 1996 

Turnover 1,032,305 1,131 ,189 1,158,673 Profit Before Ta'< 89,216 88,490 98,789 
Profit after Ta'< 66,362 45,314 52,673 1 Dl\'ldends (38,679) (381,680) 104,898) Ftxed Assets 643,155 652,151 696,717 
Current Assets 302,735 277,581 302,,489 
Current Ltablltttes 342,244 293 933 373979 

on-current (39,509) (16,352) (71 ,490) Ltabtlities 
Long-term Liabilitie (52,312) (101,938) (98,000) ·- --harcholdcrs T·unds 561. 44 53 ,861 527,227 --

I 

- - -Not . \II fi ur ar inK h 1 ill ion t EP and DP whi h ar 
. g p 

ratio and numb r of har that i in thou and 



BOC 

Year 1993 1992 1991 1990 1989 
Net Assets 34,308,556 1- 21 ,262._3~4 20,433 942 19,087,369 10,815,209 

4,386.177 l ( ( 9 3,823,597 2,583,136 2,288,406 -'' Dividends 1,737, 'L 
- -1 (,~~·:;~~2 I 623 042 1, 162,434 1,108,504 Profits 3,7 )0, 11 2,583, 186 2,288,406 -

EPS ~<t (; 15 3.33 2.76 -Pron ulkr . ·h. I ,789,317 1,420,752 1,179,902 ln.· 
r--: ASSI Ftxed · ·~ts 28.690,689 5 680 790 16,569,87 8,940 058 

+U 13261 26,922,655 23,996,707 
Current l- .422, 11,241,865 7,426,832 6,208,429 Assets 572 
Current 9,804,695 5,660,121 4,924,338 4,348 ,278 Liabilities 
Net Current 5,619,877 5,581,744 2,502,494 1,860151 Liabilities 
Net Assets 34,308,566 21,262,534 19,087,369 10,815,209 Shareholders 34,308,566 21,262,534 19,087,369 10,815,209 Funds 

2000('000) 2001 2002 2003 2004 
Sales of goods 504,923 551,103 608,672 637,786 687 ,095 
Operating TI 73,413 96,777 136,535 148,675 189,324 
Profit before 110,159 118,175 154,990 210,720 220,980 Tax 
Net Profit 74,715 75,050 105,491 152,619 160,117 
EPS 3.83 3.84 5.40 7.82 8.20 - - - - --DPS 3.55 3.55 4.35 4.35 4.50 Shar·eholders' 980,671 986 406 1,006,873 1,009,479 1,076,803 Funds 

-·ct A et 1,1028,417 1,034,394 1,050,525 1 ' 124,441 I 199,479 -



2004 2003 2002 2001 

Sales 830,67- 72R 720 697,505 655,728 561,941 Gross Pa·ofit ) ~ -124, 475 395 ,970 337,101 277,677 ..j ... (- -
Dividends ,)7') ) - 84 ,936 84,936 69,315 69315 
Shareholder, ' fund . 1, 1 

' 
) 1 074 556 1 006 873 986,406 980,671 Long-term Liabiliti ~s I.Jt9,479 1,124,441 43,652 43,159 47,746 

Fixed Assets 672,264=- 5901.5 13 556,447 571,825 520,635 
1.446 290 1,344,579 1,277,058 1,298,386 1,23 7,546 

( urrent ·s...t . 794,026 754_,066 __ 720,611 726,561 716,911 - !-
Current Liabilities 266,811 220,138 226,533 268,821 209,129 -

199~ 1995 1996 1997 1998 1999 2000 
Net As ets 704.114 727,962 885,380 956,285 1,119,661 1,021,979 1028417 

Dividends 51,972 54,623 65,410 65,410 68,339 69,315 69,315 
Profit 133,346 133,160 176,719 224,089 249,682 180,691 110,159 before tax 
DPS 3.22 2.81 3.35 3.35 3.50 3.55 3.55 -S/holders 704 728 885 956 1,120 1,022 1,028 Funds 
E.PS 3.54 3.98 6.17 6.98 7.81 5.75 3.83 Pa·ofit 69 78 121 136 153 112 75 
after tax 

Note: All figures are in Kshs Million, except EPS and DPS, which are 
ratios and number of shares that is in thousands 



ANNEX 3 

CHI- Q ARE TEST 

ln carrying out th 'Hl'll '.'t.. hi - quare was calculated to test the conelation 
between the fin an ·1 111 't [I nnancc of those finns which were privatized 
gradual! nnd l''ll idh ln th1 case, we are comparing the observed ratios 
afier pri atizuti n \\ ith tho e before privatization. The expected frequencies 
afi r privatization are a sumed to be equal. In other words, we are testing the 
h p the i that the t\1 o methods of privatization (gradual and rapid) will 
ha e the same ratios i.e. the change in ratios like GPM and NPR will be the 
same. 

Chi-square has been chosen because it is appropriate for comparing two or 
more related samples. 

Descriptive Statistics 

Statistics 

GRADUA GRADUA 
L 1 L2 RAPID1 RAPID2 N Valid 10 10 10 10 

Missing 0 0 0 0 
Mean 2.194800 2.102860 .887400 1.352800 
Median .508000 .490500 .628500 .828000 
Mmimum .0150 .0003 .0290 .0830 
Maximum 8.0000 16 0550 3 1380 4 3520 


