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ABSTRACT 

When a wmpam r ·ord. a poor financial perronnance, usually such a company is expected 

to tak.e som' step· in order to avoid getting into the situation of a financial distress, which in 

turn would re ult to serious financial problems to the extend of being unable to meet it 's 

!inanciul obligation a and when they fall due. 

Thi tudy examined the conventional actions taken by companies quoted in the Nairobi 

tock Exchange for the period 1995 - 1999 in response to financial distress . 

Performance of the listed companies was established and all the companies ranked in their 

superiority of performance using Return on Assets (ROA) as the measure. This was done ror 

the years 1995 to 1999. Companies that shifted from the top 40 percentile in one year to the 

lower 40 percentile in the next year were identified and studied to establish what kind of 

actions they took, with an objective of finding out whether such companies characteristics in 

terms of size, leverage and sector determined the choice of response actions. In addition, 

those companies that managed to improve their performance significantly were also studied 

to find out whether they took unique response actions from the rest of the companies that did 

not succeed in improving their performances to the same level . 

The tud ought to a certain \ hether company characteri tic uch a level of lc eragc and 

the e tor the compan] operated determined the kind or re pon e action taken b ·u h 

companie . It wa e tabli hed that the characteri tic of the com panic did not determine the 

rc p 11 e a lion · the took in the face or finan ial di trCS'i. 

It \\U al o established that not all the ompanics \\ere able to impro\e their perfoman e even 

·Iter tlwy took the re pon e action. I hl.: comp.lllle-. that \\ere able to a ·hievl.: '' superior 

P rformancc., Iter implcmentm' the respon c actwn-., \\Cre I(Hmd to ha\ e tak~.:n un1qu~.: 

\11 



Actions such ns rc ' ruiting mor staff and holding constant or increasing dividends paid 

out at the critical m )111~t11n!' linnncial distress during which they were expected to have taken 

the convent ionnl r 'S I om;~ a tion s. 
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HAPTER ONE: INTRODUCTION 

1.1 Back~r und 

When u mpan perience poor performance, it responds either operationally, by 

muking change in top management (Gilson (1989)] or by reformulating its organizational 

' lrateg and structure [Wruck (1990)], or financially, through debt restructuring and 

bankruptc fillings [Gilson et al (1990)]. 

Typical responses to a period of poor performance include asset restructuring, employee 

layoffs, and management replacement [John et al (1992)]. 

A firm is said to be in financial distress at a given point in time when the liquid assets of 

the firm are not sufficient to meet the current requirements of its hard contracts [John et al 

(1993)]. Financial distress may be manifested in different forms such as retrenchment, 

change of operations of the Company, branch closures, replacement of top management, 

dividend cuts and the worst is receivership and bankruptcy. Since financial distress results 

from a mismatch between the current available liquid assets and the current obligations of 

a companies ' "hard" financial contracts, mechani sms for managing financial distress 

rectify the mismatch by either restructuring the assets or restructuring the financial 

contracts or both. 

If financial distress is not addressed, it leads the company into bankruptcy. 

In order for fi nancially distressed companies to remain in bu ine , there i evidence that 

they have been forced to take one action or another \ ith an objective of avoiding th 

unde irable re ult of being forced into bankruptc . 

h ar lay ank f Kenya imited [I r example. in the lat I 

rati n liz tion pr gr mm wh 

19 7 to 2,742 in I 

I inan ial St t rn nt 

uld I h p r j, d pr 

[3 nk of Ken ·a Ltmttcd . I c 

d \ ith th 

ti n . 

rried ut staf 

111 

nnth I I c..:p )tt 

)f ut Hl1 < 11m. \\ht h 



Different compnni hn tak n different remedial and survival actions and some have 

succc dcd in turn in ) th '111 ' 'lves round whereas others have failed to achieve the desired 

po itiv' r •suits. 

m r the main operational actions taken by financially distressed firms in order to 

a oid bankruptcy include the following: 

I. Changing the asset structure by selling assets, divesting, divisions and discontinuing 

unprofitable operations [Brown eta! (1991 )]. 

2. Changing the size and scope of operations by consolidating production facilities and 

laying off employees [John and John (1992)] 

3. Changing the top management[Gilson (1990)]. 

4. Restructuring debt covenants [Gilson (1990)]. 

5. Dividend cuts [Smith and Warner (1979)]. 

It is possible to find Companies that have similar characteristics in terms of size, leverage, 

operations in the same industry and structure of ownership, among others taking different 

actions in response to financial distress. In deed, orne have been able to turn them elve 

round, while others have failed. 

In the late 1990's, many companies listed in the airobi to k xchange ) performed 

poor! and a a result their alue declined tremendou I . Hitherto, uch compani had a 

record of g od performance and hence high alue . The profit before ta., am ng li ted 

c mpanic gr \ light! b tv.e n 1995 and 1997, but I t b 

two year . 1 h m rket e p nen d a m 

h .22 billi n in 19 5 t K hs tlli n in 

dr p in pr 

. 'I h 

pr fit ''a th fin n ial ppin, fi m K h .II . billi n in I 

in I n int r tin thin , to n t i th t. !thou •h th 'tin.ln i.tl 

rst hit b th dr p tn 

- t Kshs. l .9 billion 

tl r ha I thl: hi 1 1 st 



drop, it also had the b t p rformer . Shareholders earnings dropped by 60% in aggregate 

from Ksh .14 billi n m 5 to Kshs. 6 billion in 1999. (Nairobi Stock Exchange 

llandbook 1 5 - I ) . The poor financial performance, which has persisted for some 

compnni ·. h 1 I d l uch firm being unable to meet their financial obligations as and 

wh 'n th · ' fall due, hence leading to financial distress, among other problems. 

1.2 tatement of the Problem 

A drop in profits from an aggregate ofKsh.22 billion in 1995 to Ksh. 8 billion in 1999 by 

companies quoted in the Nairobi Stock Exchange is a performance that caused alot of 

concern to the investors and the Government alike. Indeed, this must have led many 

companies into financial distress. 

The financial distress led such companies to react in one way or the other in an attempt to 

change their undesirable state to a better position. So far, there is no research, which has 

been carried in Kenya, on the actions taken by companies in response to financial distress 

or poor financial performance. Further more, there is need to establish whether the actions 

that have been taken by different companies though with similar characteristics, differ or 

not. 

This study aimed at establishing what actions have different companies that have 

experienced financial distress, taken in response to financial di tre in order to ave 

themselves from bankruptcy and turn their financial performance to b on an upward 

trend. It " as also to find out whether companie unique characteri ti , uch a IZ 

le erage and industry influence the action such companie to k in order to re p nd to 

financial di tre . 

In 

d l 

th be t f m n tudi had f: r b n rn d ut on 

n ial d1 ln.: .. 



1.3 Objectives of the tudy 

Thi tudy ught t : -

(i) rtnin th' ' tent of u e of different actions in response to short term financial 

(ii) E tablish the relationship between response actions and characteristics of distressed 

companies, if any. 

(iii) Establish differences in response actions taken by compantes that successfully 

turned themselves round and those that did not succeed within the study period. 

1.4 Importance of the Study 

The study will be of interest to:-

Investors: Both local and foreign investors to understand what kind of actions shou ld firms 

take when they get financially distressed in order to change their trend . 

Mana~:ement: Out of the research, managers of various companies will get information on 

what short term actions should they take when the companies they run get into financial 

distress. 

Academicians: cholars will also use this tud to build up on kno ledge and in additi n 

to a i t th m do further re earch on the action taken b financiall di tre ed companic 

in rd r to correct their ituati n . 

'Jh tud · will b u ful to th gov~::rnm nt in th t based n th ut omcs 

th tudy. th • \crnm blc t) karn s m ll rut lcs n to mllu 11 

rmul rnm r i. I t r. 



HAPTER TWO : LITERATURE REVIEW 

2.1. Meaning of inanci:ll Distress 

firm i: lin ll1 mil di tre sed when it finds itse lf with inadequate liquid assets to meet 

th ·mr nt r qutrements of its hard contracts [John and John (1993)]. Therefore 

financial di tre is an outcome of a mismatch between the current available assets and 

the current obligations of a Company's hard financial contracts. This mismatch causes 

companies to experience serious operational problems, which if not checked could result 

to the worst being put under receivership and ultimately being liquidated. 

Therefore, any company which finds itself financially distressed will result to one action 

or another to employ mechanisms for managing the financial distress so that it can be 

able to rectify the mismatch between its current available liquid assets and the current 

obligations of its "hard" financial contracts [Hart and Moore (1989)]. 

2.2 Hard and Soft Financial Contracts 

The Financial contracts of a firm may be categorized into two; the "hard" and the "soft" 

contracts. 

The "hard" contract specifies periodic payments by the firm to the bondholders. If the 

payments are not made on time, the firm is regarded to be in violation of the contract and 

the claim holders may take specified or unspecified legal actions to enforce the contract. 

xamples of this type of contracts are; coupon debt contracts, contract with upplier 

and also contracts with employees. 

he " oft" contract on the other hand are tho e t) pe of contract that e en th ugh I aim 

holder ha e e pectation of recei ing current pa out fr m the firm in dditi n t th ir 

O\ n r hip right the le el and frequen f th pa · ut ar dir ted b 

d mad b · th firm. ~. ·amp I rc u h ntra t • mm n st !... • nd 

pr k. 

l urin • h· r 

tru turin n 

tim finn \\ith c ntr t·t rc.l t tin lll 'iall_· thr ll 1h c.ld t 

b n ruptc filin 1 l .il n t tl I l 1. 



2.3 Signals of Financial DL trcs 

Th fir t . ign I r finan ial di tres is a tremendous decline in financial performance in a 

comp m '· Thi · i tht: beginning of financial problems, assuming that the company had 

·ound W rking apital Management. immediately a company experiences a serious 

de line in it financial performance, such a firm is supposed to initiate actions to contain 

the ituation, unless such decline in financial performance can be accounted for under 

circumstances of being extraordinary and therefore the company would be back to its 

normal trend of good financial performance in the subsequent years. 

2.4 Response to Financial Distress 

Once a company finds itself experiencing serious decline in financial performance, such 

a company would of course embark on pre-financial distress actions in order to avoid 

getting into a situation of financial distress [ Jensen (1989)]. Some of the actions taken 

are: 

i) Changes in organizational Strategy and Structure 

Companies will change their strategies and their organization structures in order 

to respond to a looming financial distress [Wruck ( 1990)]. This is therefore a 

sign of financial distress or a looming financial distress. 

ii) Employee Lay Off 

iii 

This is also a common action for hort-term period of poor financial 

performance. The employees are laid off and once the compan i back to good 

performance it may go ahead and re-hire more employee to match it n \ rk 

pre ure requirem nt [John et al 1992)]. 

han ing th p ana m nt 

trm 

chan 'C 

th • inj 

ing 

turn tr >und th c mp. n;. 

p rform n 

i I. n( I 

rna r p nd per ti nail , b · making 

)] . 1 ht " uld b in th h p that if' 

the ne\ team ' uld cmpl )) ne\\' stt ate 1i s to 



iv) Debt Restructuring 

ompani uld ol o take financial actions aimed at restructuring their debts, so 

that th bt cnants are softened in their favour. In addition, if the situation 

is (! un t be.: very severe, such companies could file for bankruptcy in order to 

· cur [i r them elves a court protection. [Gilson et at (1990)]. 

Y) Dividend Cuts 

Company could change the amount of total annual regular dividend paid and 

reduce it in order to respond to financial distress [Warner (1990)] . 

Formal and informal reaction to financial distress 

There are two main ways in which a firm experiencing a looming financial distress may 

react in order to save itself. 

i) Formal approach 

ii) Informal approach 

i) Formal Response to Financial Distress 

Through this approach, a Company will take deliberate actions of operational 

nature or financial nature in order to change its poor performance trend. 

The operational actions include; making changes in top management, changes in 

organizational strategy and structures or by taking financial action such as debt 

restructuring, dividends cuts and bankruptcy filings. Other actions could be a et 

restructuring and employee layoffs [Ofek (1992)]. 

ii) Informal Action 

The distres ed compan can choo e not to take an action but continu \ ith it 

operation a u ual. 

'I he n.:dit r d bt will g un crvi d and there[! r su h rcd1t r will tJkc ourt 

' tion cith r [! r p r \\here it was not pll 1tl ' pr 1d d I( r in 

th contr tu, I t rm nd nd iti n . for appn priah: <.I m. • . 
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If the ompan i not abl to pay the damages as adjudged by the court, then the 

credit r \\ill m c in and file for "Involuntary winding up". 

In thi - a' , the company is assumed to have taken an informal action by not 

t•1king an concrete step to contain financial distress. 

2.5 Finn haracteri tics and their relation to response actions 

2.6 

Whereas different companies that have taken different actions 111 order to revive 

themselves may have been in the same industry, they may have had different 

characteristics. Such characteristics have differentiated them and hence probably this 

could be the justification for different actions they have taken. 

Some ofthe characteristics that differentiate the companies are: 

(i) Level of leverage 

(ii) Some firms performing poorly in relation to the industry. 

(iii) Size ofthe Company. 

(iv) Structure of the Ownership. 

Actions Based on Leverage 

According to Harris and Raviv (1990) and Ofek (199 1) default wi ll cau e a po itive 

relation between leverage and many other operational action which lead to a firm 

increa e in value. 

(a Hi h v rag d irm . 

c rding to J n n 19 ) high I ·-1 cn:d firm ''ill r' p nd faster t de line 

in firm' 

it r ult t 

h. nkruptc t ltu . 

-lc rag d firms, he usc a m II d' ltn 111 \ luc an 

d f: ult in th r p.l mcnt of the d ht md h 11 c , t 111t0 



2.7 

(b) Low v •·a firm 

If 'l tlrm is I v -l~veraged, it is less likely to respond to short-term operational 

distr' ·s. f course, default of servicing the hard contracts will occur if losses 

ntinuc mo ing the firm's value below the pre-distress level. This will be 

another 1 sue that this study will seek to establish . 

The argument implies that a highly levered firm is more likely to restructure its operations 

and its financial claims quickly, in order to preserve its going-concern value. This is one of 

the issues that this study will attempt to ascertain. 

It is also indicated that a positive relation exists between leverage and actions that generate 

short-term cash flow [Jensen (1989) and Stulz (1990)]. This means that the debt service 

obligations will cause the poorly performing firms to sell assets and divest operations. 

Firms that experience poor performance respond either operationally through carrying out 

changes in top management [Gilson (1989)] or by changing the organizational strategy and 

structure [Wruck (1990)]. Others act on their debt, by restructuring it or by filing 

bankruptcy proceedings for themselves [Gilson et al (1990)]. 

Typical responses to short period or poor performance include a set restructuring, 

employee layoffs and management replacement [John et al ( 1992)]. 

There are several ways of taking leverage based actions as detailed below. 

anagement of Financial Di tr ing A et ide 

The hard a ets could, either" holl or partiall , be liquidated to generate additional liquid 

a et in rd r to enable the firm meet the curr nt obligati n . rth le , pr matur 

liquid ti n f hard a et I ad t th de tru ti n f th firm g ing n ern lu . If thi . 

option is u cd to ntain finan 1 I d1 trc , th valu lost du ·to the prcmatun.: hqtudattt n 

nt the t f man 1111 • fin n ial d1stn.: . 



2.8 Restructuring the Financial Contracts 

Through thi m th d. r tru turing of Financial contracts is done by renegotiating with the 

credit rs und r . tru ·turing the terms of the "hard" contracts so that the current obligation 

i · 'ith 'r r du ed t the ca h currently generated by assets or deferred to a later date. 

n lh ·r m th d i to replace the "hard" contract with soft securities, with residual rather 

than ti.·ed pa offs. 

2.9 Raising Additional Current Assets 

This is done by raising additional current liquidity by issuing new financial claims against 

future cash flows generated by assets. This enables avoidance or reduction of premature 

liquidation of assets. 

Although the original "hard" contract is left unaltered, the structure of financing claims is 

altered by the new financing undertaken. In this way, if the new claims issued have a 

softer contract or longer maturity, the new package of financing claims are less onerous on 

the firm than before and hence resolves financial distress. 

2.10 Asset Restructuring 

As indicated, one way of dealing with financial distress is to restructure the asset side of 

the balance sheet to raise enough money to meet the requirement of the 'hard" contracts. 

This is done either in piecemeal or in their entirely. The selling could also be done 

pri ately or through court-process either during bankruptcy reorganization or under 

liquidation proces . Each of the alternative ha different cost attached to them and 

\\hether a et re tructuring i actuall u ed a a oluti n to financial di tr de end on it 

co t relati e to tho e of financial re tructuring [John and John ( 1992)). 

c rding to hit fer and i hny ( 1992) th pri e re i d in , di tr · l rna · ha c 

I r liquid1ty di unt if th nt1r indu try is m a d "nturn. In n illiquid ndar 

rn rk t th c t f a 

th or o btt 

r tru turing r lik ly t b hi ,h and finan ial r tru tunn l 

d lin , \\ ith fin n ia l distr 
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2.11 Integrated Model Of set And Debt Restructuring 

John and Yo ud r, n 1992) examines how the cost of asset sales, the current liquidity 

positi n or th firm and the option value of its equity determine the choice between a 

privati! w rk. ut \l ith or without some asset sales) and filing for bankruptcy proceedings. 

The f und that, when the combined costs of assets liquidations are high, the firm will 

prefer to eek bankruptcy and hence seek new financing under debtor-in-possession 

financing, \ hich has a priority over existing debt. They also found out that: 

i) Successful completion of debt workouts should result to increased stock prices 

and increased firm value. 

ii) Asset sales by distressed firms to make debt payments have a favourable effect 

on stock price. 

2.12 Firms that are able to use Asset restructuring as a solution 

A lot of evidence has been presented on the firms that can be able to use asset 

restructuring as a way of managing financial distress as detailed by Brown et al ( 1991 ). 

The researchers present that asset sale are frequently used by financially distressed firms. 

Firms, which sell assets, are distinguished by multiple division or multiple subsidiary 

operations. Conversely most firms, which do not sell assets, operate only a single 

di ision. 

It ha al o been found that the announcement of a et ale elicit in ignificant abnormal 

to k return · but the announcement of avoidance of bankruptc by firm lead to p iti e 

re ult to uch firm . According to Lang et al 1994) and tulz ( 1 94) th abn rmal 

return i higher for ller \ ho u e the proc d fr m a et al t retir the firm d t . 

1 1 



2.13 Private Debt Re tructuring 

A debt re tru turing on b d fined a a transaction in which an existing debt contract is 

rcn gotiutcd 1nd r pia' d b a new contract with; 

(i) I v r intere tor principal repayments 

u Peri d of maturity extended 

(iii Placement of equity securities with creditors? 

Pri ate debt restructuring occurs when informal re-organization of Corporate Financial 

tructure is done via debt restructuring and private workouts used to "soften" the hard 

contracts which caused the firms to experience financial distress. 

The firm may reduce or defer payment on its debt contracts or replace debt with soft 

securities, which have residual rather than fixed payoffs. 

According to Haugen and Sen bet ( 1978) Capital Markets mechanisms can be used to deal 

with hard contracts and replace them with a "softer" mix. They indicate that it is cheaper 

to use these "private" mechanisms. 

2.14 Impediments to Private Debt Restructuring 

(i) Holder problems 

(ii) Informational asymmetries 

(iii) Conflict among different groups of creditor . 

i) Holder problem 

hi en ountered "hen a firm' debt i held b a large numb r f difTer nt r dit r . 

h r fi re achi ing an agreement am ng redit r ut id th fi rmal ankrupt 

i diffi ult, iall if m fth d bt i held b pri 

un nimou n.: uircd f cv ry b ndholdcr t han' th maturit , pt 111 ' tp.tll r 

r int r t in th b nd ind murc . 



Where the debt i held b publi entities, most often, an exchange offer is pursued, where 

bondholders take th hange their old bonds for a package of new securities 

with an objc tiv of , \HlPf ing existing ''hard" contract for a "softer' mix. 

me p trt i ·i uti n 1 • optional , individual bondholders choose to "hold out" in the 

c ·p ·tnti n that their bonds would be more valuable in the post exchange less distressed 

lirm . than the nev package of securities. 

Therefore, since all bondholders have similar incentives, assuming that they not collude, 

the exchange offer is then likely to fail. 

The items of the new packages of securities are usually set to coerce participation, since 

the corporation aims at implementing a successful exchange offer, which is accompanied 

by modification of the covenants of the original bonds. The change or elimination of 

existing debt covenant is done through voting by tendering bondholders. Once majority 

votes are obtained in favour of the change, then the modification is approved. 

The consent of solicitation is designed in such a way that those who opt for the exchange 

securities gain more than those who choose to stick to the old bonds. It has been noted 

that when bondholders act each on their own, that is the best time to use coercive 

solicitations, but otherwise, bond prices may increase if bondholders collude and act 

coherently in the face of coercive consent so licitations Kahan and Tuckman ( 1993). 

ii) Information A ymmetry 

Corporate insiders and management know more about the firm than out ide 

tn e tor . Therefore, creditors are not in a po ition to evaluate new package 

being proposed in a work-out. They belie e that the debtor management rna 

mi repre ent the alue of the firm and therefore, the} rna reject mutual! 

b n ficial pri ate re tructuring for a ourt-imp ed pr p al ; r gardl f the 

att ndant dead\\ ight rding t Br ' n t al I 93 n th thcr h nd 

h w that wh r th r 1 n . tting, uilibrium h\a " 

r ult to uc ful priv t " rkout . 



iii) Coalitions and onflict 

If a firm hns a mplex capital structure, where there are several groups of 

·luun1nts f di ff~n.~nt cia ses, the issue of conflict of interest arises. This may 

I 1d t di ·tortton in investments (such as under investment, over investment and 

c.- e he continuation or liquidations) [Bulow and Shoven (1989)]. 

2.15 Managerial Holdings 

Managerial holdings refer to shares ofthe firm's equity held by the management. 

According to Jensen (1989), where as leverage is highly related to a firm's response to 

trouble, managerial holdings also appear to play a role. He argues that the larger the 

share of the firms equity held by management, the lower the probability of such a firm 

taking operational actions which do not generate cash inflow, such as replacing 

management, laying off employees, and discontinuing operations. 

Jensen and Meckling (1976) found that the market for corporate control, which 

disciplines and replaces inferior managers, had less effect on firms with large managerial 

holdings. It is difficult to sack poorly performing managers in such firms and to 

discipline them as they grant themselves exorbitant salaries and other benefits which 

reduce the value of the firm. 

Jen en and Meckling (1976) explains that "free" ca h flow may lead manager to pur u 

project \ ith negative et Pre ent Value (NPV) projects. tulz ( 1990) a ume that 

manager alue in e tment becau e their perquisites increa e \ ith in estment , ' hether 

th ) hav p iti e or negati e et Pre ent Value PV). he argum nt impli that 

entr n h d manager are like! · t a id action that r du e th firm in e tment ·u h 

ch n c that r du a t, cmpl m nt ntr I. 



Dividend Cut . 

Leverage L p sitiv and ignificantly related to the probability of dividend cuts. Firms 
Wtth mor · d' t ar mo ·t likely to cut dividends as their financial performance 
d ·t •ri rnt • ·. Th cut in dividends may be capped by financial covenants that restrict 
di id nd pa men , or by cash flow shortage and financial distress that debt service 
obligation create [Smith & Warner (1979)]. 

2.16 Corporate Default And Debt Restructuring 

2.17 

2.1 

In order to avoid default of servicing its debt, a firm must restructure the terms of its debt 
contracts. 

The firm may either file for bankruptcy or attempt to renegotiate with its creditors 
privately. 

The result could be a relief to the firm if the creditors consent to exchange their impaired 
claims to new shares in the firm or when the debt contracts are modified [John and 
Yasuderan (1992)]. According to this the survey, if the firm finds that there are legal and 
institutional constraints of bankruptcy process, then they would prefer an out of court 
settlement. 

Rule and Procedures of Bankruptcy 

In Kenya companies bankruptcy proceedings are governed by chapter 486 of the Laws of 
Kenya. According to this Law, a di tressed company may compromi e with creditor and 
m mb r · In the arne tatute procedure are et out on how to \i ind-up th compan . 

r ditor iling f r Bankruptc 

ilin ' for bankrupt i n t alwa · th c lu ivc right f t kh ld r. rcdtt r~ m. fit 
n "In olunt ry · P tition. a t n the • an pli itt_ shtm • a of th tirm h< \ tn' 

n d linqu nt in m kin pa)m nt nit d~.:bt . 



2.19 Reorganization under hapt r 486. 

According to ap 48 . and 2 10, there is a provision for facilitating 

rcconstructi n Hll \lll'll amati n of companies and also reorganization plan on exchange 

of sccuriti ·s i · r rmall agreed on in which the plan clusters claim holders in various 

tth a unique proposal for each class. 

The value of nev securities distributed to any class is in principle determined by use of 

the priority rule on the claims against the firm. Nevertheless, according to Weiss (1990) 

ignificant deviations from absolute priority occur in practice. 

Usually the filing firm or debtor would propose the firms plan. 

Acceptance of the plan requires a majority acceptance by vote by the claim holders in 

each affected class. 

2.20 Court Intervention 

2.21 

Occasionally deadlocks anse and the court is called upon to intervene. However, 

according to [John & Vasuderan (1992)] the deadlocks are rare, because it is in the joint 

interest of all classes to avoid it, as applications of fair and equitable standard requires the 

court to determine the firms liquidation value and going concern value in a special 

hearing. The hearings are considered extremely time consuming. 

Determinant of Choice of Bankruptcy & Private renegotiation 

{a) tockholders & reditors collectivel benefit from ttling out of ourt becau e 

pri at renegotiation generate lov er co t than bankrupt y. 

nd r thi lo\ er c t alt rnati . th r ulting alu f th firm i high r and a h 

lairn nt \\ uld nd in a b tt r p iti n. 

r, thi I '' rnth pt d nl if I, im, nt n 

h In' ttin, I lit ion Ill . 
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(b) When individual r dit r hav tronger incentive to obtain more favourable 

treatm nt und r th d l t-r stru turing plan. 

John und u udU\ n 1992)] found out that financially distressed firms successfully 

r 'slru ·tur d th ir debt outside of the U.S. Chapter 11. 

Financial di tre s was found to be more likely to be resolved through private 

renegotiations when more of the firms assets were intangible, and if relatively more 

debt was owed to banks. 

Out of the study it was also found that cumulative stock returns were significantly 

higher when debt was restructured privately and therefore on average, stockholders 

would prefer it to bankruptcy. 

2.22 Liquidation 

According to Section 234 of Cap 486 of Laws of Kenya, the Court is granted powers to 

appoint a liquidator or liquidators to liquidate a company after a winding up petition has 

been determined. 

Once the petition is before the Court, the Court may also appoint a receiver before the 

base is determined so that a liquidator is appointed as indicated above. The same law 

stipulates how the liquidation is supposed to be done. 

Liquidation is the last resort after all other remedial actions have failed to re ert a 

ompan into a good performance after financial di tre 

bring to an end the life of a om pan 

2.23 Summao: 

lth ugh tudi h d b en arri d ut n mp ni · 

th r untri 

imit r n t k n h 

17 

et in. Indeed liquidati n 

111 

mpani in K n ' hi h 



experienced Financial di tr 

Altogether, with gl b lt1, ti n, me of the companies may not have been able to turn 

thcmsclv' · round v ~n v ht:n they took the corrective actions, because of the immense 

comp 'liti )1\ whi h ·et in the country in the late nineties. 

l am optimi tic that the findings of this research will be useful in shading some light on 

the action the Kenyan companies have been taking when financially distressed and to 

\ hate, tend they have succeeded in turning themselves round. 



CHAPTER THREE: RE EAR H DESIGN AND METHODOLOGY. 

3.1. Research Design 

'I his r' ·cardt \\Us 1 en d ne on ompanies quoted in the Nairobi Stock Exchange 
(NSI·) 

3.2. The Population 

All the companies listed in the Nairobi Stock Exchange (NSE) during the period of 

stud constituted the population from which the companies for the study were picked. 

lt is should be noted that the number ofthe listed companies fluctuated between 54 to 48 

ov er the years due to delistings. Data was collected on those that were listed through 
the period in review. 

3.3. The Census 

A census of all the companies was undertaken. The financial performance statements for 

years 1995 - 1999, for all companies listed in the Exchange (NSE) were analysed. The 

Companies that were found to have experienced average or superior performance in the 

(base year) immediately preceding a year of extreme poor performance (distress year) were 
picked for the study. 

Ba ed on Return on Assets (ROA) all companies listed in the tock Exchange were ranked 

according to their performance. 1995 was the fir t year to be con idered, which wa 

regarded a the ba e year (T). Then, companie were again ranked according to their 

P rformance in year 1996 (T + 1 ). ompanie that -. ere found to ha e performed ell in 

th Y ar 1995 but declined in performance in 1996. in term of R A ranking, v. r pi ked 

ndidatc for the tud . There pon kin I 97 ( + 2 

nd m 19 (1 3) wcr an ly d wtth r gard t th tr fhc ab 

v. r pc t d f r the ) r 1 , 1 7, 19 , nd I 9 c, h b~..: m , h ld us the ba · 
) r t tim . 



This resulted to four base and di tre years as below: 

Base Year Y nr f Financial Distress Years of Study 

(T) (T + 1) (T+2 (T + 3) 
1995 1996 1997 1998 
(()9 1997 1998 1999 
1997 1998 1999 2000 
1998 1999 2000 2001 
1999 2000 2001 2002 

Table 1: Period of Study 

The period under review was extended from 1995 to 1999 in order to be able to capture 
adequate companies for the study. 

Only companies that experienced poor performance and rapid decline m value were 
selected for the sample. 

The decline is defined as a drop in Return on Assets (ROA) from the top 40 percentile in 
the base year to the bottom 40 percentile in the distress year. 

In order to a oid including companies in the study that did not react to the di tre , the 
tudy was re tricted to reactions within the tv o ear after the financial di tre et 

in. [ i.e. (T -r 2) and (T + 3)]. Thi made it po ible to elect companie v ith one ear f 
r r P rformance to en ure identification of re p n e rt-term di tre , making it 
P ible toe aluate th pe d at v hich the ompanic r a t d t ad lin in alu . 

In t.lditi n, u in a h rter p ri d f p r p rfl rman "' td d bringing in t th amp\ 
mp ni th t am hi hi) I vera d nd fin ·m inti · di t1 ~ d du t the.: ct ntinuin, 

P r P r nn n , t \ hi h u h c rnp. nic: did n{ t d m thin • 1b >Ut. 



3.4. Data Collection 

The study wa ba d on , n ar data collected from the Nairobi Stock Exchange (NSE) 

handbook ' on omp ni , · p r[i rmance, for the years 1995 to 1999. 

The re 'P ti companie Annual statements and Reports were thoroughly scrutinized for 

evidence of financial distress actions taken by each, such as: 

• Emplo ee lay offs. 

• Change of top Management 

• Asset restructuring 

• Dividend cut 

• Debt restructuring. 

3·5· Data Presentation and Analysis 

The Financial Statements were scrutinized for evidence that any of the actions were taken. 

In the presence of evidence, the action was scored positively. The data collected has been 

presented in a distribution table indicating the number of occurrences on the following 

operational actions that may have been taken after the distress set in:-

Operational Actions 

• Employee layoffs. 

• Management replacement. 

• A et restructuring 

• Di idend cut 

• bt rc tructuring . 

l h d 

re 

th Ill I n I) i , th pr nt d in ln.:qu n t bl 
un th 



(i) Size of the om panic 

Under thi ch ifi uti nth data was summarized on the basis oflarge, medium and 

small c )tnpnui ''i . rh' Stl.e of the companies was determined on the basis of market 

cuptluli,utt n mputed a an average of the two years of response actions [i.e. 

( 1 + -)and (T + )] . 

(ii) Leverage of the Company. 

Companies' actions were recorded on the basis of level of leverage at the end of 

each base year. Companies were divided into three classifications of either highly 

(65%), moderately (45- 65%) and lowly leveraged (45% and below). 

(iii) Data by Sector 

Data was collected and recorded on the basis of the sector the distressed companies 

operated in. 

(iv) Companies that turned themselves round 

Data was also collected on the companies that turned themselves round to establish 

whether they took similar response actions. 

J.6 The tati tical Te t. 

non parametric Test was used smce the mea urement scale wa nominal or 

cia ificatory and in thi ca e the chi- quare ( 2) Te twa applied. 

D ,· . 
c\ •~HI n of the actual fr qu ncie in a h cat gorization ' ere mp r d ' ith th 

h P th iz d fr u nci . he great r th b t\ n th m, th th 

pr b bility that the differ nc \\ r ttributed t chan 



The value of x2 is the measure that , pr 

The formula by which x2 wu comput d i 

K 
2 

"' ... 
i = I I 

Wher 

d the extend of these differences. 

Oi 

Ei 

= 

= 
Observed number of actions taken in each classification. 

Expected number of actions in each classification. 

K = The number of classifications. 

The degree of freedom (d.f) for x2 was computed as: 

d.f = K - I and with chi-square or K sample variety, we have both rows and columns 

in the cross-classification table. 

In this, d.f is defined as rows ( r) minus 1 i.e. ( r- I ) multiplied by the columns minus 1 i.e. 

( c - 1 ); 

Hence d.f = (r _ 1) (c _ 1) 

Therefore based on the computed d.f, the x2 was checked in the table of Critical values to 

ecure the appropriate value. 

Then d · · 
a ecJ •on \\as been made based on whether the appropriate value was greater than th 

crucial value. hence leading to acceptance or rejection of the null hypothe i , whiche er \ a the 

c 



H PT R 0 R: RE ULTS AND FINDINGS 

4.1 Gcncrul 

All th' tompnni~.:s li ·t d in the Nairobi Stock Exchange were ranked on the basis of 

performam.:' b ·I eturn on As ets (ROA) for the years 1995 to 1999. 

ixteen companies were found to have been financially distressed in one year or another 
in the period of study. 

One of the companies, Dunlop K. Limited, was dropped from the list of companies for 

the study as it was delisted in the year 1998, hence reducing the number of companies 
studied to be fifteen. 

The main response actions taken by the companies in response to the poor performance 
were found to be:-

(1) Employee lay off 

(ii) Change of Top management 
(iii) Assets restructuring 

(iv) Dividend cut 

( ) Debt Restructuring 

The abo e finding are consistent with the findings on tudies carried out by Gil on (1989), 

Wruck( 1990), il on et at ( 1990) Warner ( 1990) and John et a1 ( 1992) 



T bl 2 F d a e : requencv of response actions taken bv the Financiallv Distresse compames 
Response Action Frequency No. of companies %of Action 
Employee lay off 9 15 60% 
Change of Top management 12 15 80% 
Assets restructuring 15 15 100% 
Dividend cut 4 15 26.67% 
Qebt Restructuring 86.67% 13 15 . 

Tlus table ·how · the fr quency of actions taken by the fifteen companies under each of the 
respon e action. 

The mo t popular response action was Asset Restructuring, which was taken by 100% of the 

Companies followed by Debt Restructuring response action, taken by 86.67.% and Change of 

Top Management taken by 80% ofthe companies. 

Employee Lay Off was taken by 60% of the companies and the least popular response action 

was Dividend Cut taken by 26.67% of the companies. 

4.2 Findings based on the size of the Company 

Table 3· S f c · r · ummarv o response actions based on Market amta Izatlon 
Company size by Name of the Response action taken market capitalization company (Shs) 

Employee Change of Asset Rest- Dividend Debt Rest-
Lav off top mfrt ructuring Cut ructuring 

Below 0.5 billion Eaargard 0 0 1 1 1 
A. Bauma Ltd. 1 1 1 0 I 

( mall companies) E. A. Packaging 1 0 1 0 I 
Std. News 0 1 1 0 1 
Crown Berger 0 0 1 0 1 

0.5 to 1.2 billion E.A portland 0 1 1 0 I (medium 
Kenya ational Mills 1 I 1 1 1 companie ) 
George Williamson 0 I 1 0 I 

Over 1.2 billion 
Sasini I 1 1 I 1 
Unga group 1 I 1 I 1 
Lonrho motor 1 I 1 0 I (Lar c mpani ) Bamburi cement 1 I 1 0 I 
·.A Br w ri 1 I 1 0 

K n)a Po,o,er 
K kuzi 

Lighting 1 I 1 
. n, , hi 

I \ l . 

0 I I 0 1 
. h w th action'> taken by th fift n compcmi '·' in their re. p live ap1tallzatwn 



Table 3 (i) Response actions taken by companies with market capitalization below Sh 0 5 b illion cachjSmall Conmnnicli 
Response action Frequ n ) N. f mpanies Percent (No. of Frequency 

companies expected 

divided by 25) (Percent x 15) 
·mployce luy otT 5 20 3.0 
hungc of top - 5 20 3.0 

management 

A set re tructuring 5 5 20 3.0 
Dividend cut I 5 20 3.0 
Debt restructuring 5 5 20 3.0 
Total 15 25 100 15 

== 4.2 

Testing at 95% significance level, 4.2 < 9.49 

Table 3 (ii) Response actions taken by companies with market capitalization between 
Sh. 0.5 to 1.2 billion each. (Medium Size Companies) 
Response action Frequency No. of Percent (No. of Expected frequency 

companies companies (Percentage x 16) 
divided by 20 Employee lay off 2 4 20 3.2 

Change of top 4 4 20 3.2 man'!_gement 
A et re tructuring 4 4 20 3.2 
Di idend cut 2 4 20 3.2 
Debt re tructuring 4 4 20 3.2 

otal 
16 20 1 16 

... 



Table 3 (iii) Response action taken by companies with market capitalization of Sh. 1.2 
b'lr 1 Ion and above. (Lare:e Companies) 
Response action Fr qu n N. f Percent (No. of Expected 

mpanies companies divided freq uency 

by 30) (Percentage x 22) 
Employee lu ofT -

6 20 4.4 
Change ftop 6 6 20 4.4 
management 

As et re tructuring 6 6 20 4.4 
Dividend cut I 6 20 4.4 
Debt restructuring 4 6 20 4.4 
Total 22 30 100 22 

X
2 

= 3.909 

Testing at 95% significance level, 3.909 < 9.49 

(i) 
Based on size of the company, 40% of the small companies laid off staff while 50% of 

(ii) 

the medium sized companies reacted similarly. 83.33% of the large companies laid off 

staff. Therefore, the large companies used this response action more than the smaller 

companies. This is in conformity with the findings by Wruck (1990) that companies lay 

off staff when they find themselves facing a financial distress . 

4
0% ofthe small sized companies changed their top management while 100% of 

the medium and large sized companies took the same action. This action conform 

v .. ith the re ult of a research carried out by il on ( 1989), where it wa found that 

companies change top management in order to inject new managerial kill . 

(iii) 
2 %of th II d h rna companie reduced their divid nd pai to t 1r L, \\hi\ 
-% 

f th medium ·ized companies reduced their . nl . 7% of th large 

m11 ni r due d their di id nd . h finding n[i rm t th b \!urnr(l ) 

h re it tabli hed th t during hard finan iul t1mc firm \\ 1th finan tal ontra t · 

t fin n ially b tc tructurin th ir d bt 

d nt( ni 1 tru tur th dcht 
th mp ni id th m 



4.3 Findings Based on Leverag 

Table 4: Summary of respon e action ba ed on leverage. 

Percentage Nam' ofth' mpan Response action taken of Leverage 

Employee Change Of Asset Rest- Dividend Debt Rest-
Lay off top mgt ructuring Cut ructur ing Bclow4% nga r up td. 1 1 1 1 1 

aagard Ltd. 0 0 1 1 1 (Low .Bauman Ltd. I I 1 0 I Geared) Bamburi Cement Ltd. 1 1 1 0 1 
Kakuzi Ltd 0 1 I 0 1 
George Williamson 0 I 1 0 l 
Sasini Ltd. 1 1 1 1 1 

45-65% Kenya national mills 1 l 1 1 1 
E.A Packaging 1 0 1 0 1 (Medium Crown Berger 0 0 1 0 1 Geared) E.A Breweries 1 I 1 0 0 

Over 65% Lonroh Motors Ltd. 1 1 1 0 I 
K.PL.C Ltd. 1 1 1 0 0 (Highly E.A Portland Ltd. 0 I 1 0 1 Geared) E.A Standard Ltd. 0 I 1 0 1 

Table 4 (i) Response actions taken by companies with a leverage of less than 45% (Low 
Geared) 

Response action Frequency No. of Percent (No. of Expected frequency 
companies companies (Percentage x 24) 

_§_mployee I!!)' off divided ~35) 
4 7 20 4.8 hange of 
6 7 20 4.8 management 

Dividend cut 3 7 20 4.8 
1~t ~structuring 4 7 20 4~ kbt restructuring 7 7 20 4!_ ot I 

2-' 3 100 2-' 

2.2~ 

in 
2.2 



Table 4 (ii) Response action taken by companies with a leverage of 45%-65% 
(Medium Geared) 

Response action h qu n N. Percentage (No. of Expected 
companies companies divided frequency 

r----- by 20) Percentl:!&e x 13) 
Erl!Q_It2Yce luy otT l_ 4 20 2.6 Change of 2 4 20 2.6 munqgcment 
A 'et Re tructuring 4 4 20 2.6 

Dividend cut 1 4 20 2.6 

Debt Restructuril'!_g 3 4 20 2.6 Total 13 20 100 13 

X2 
= 2.oo 

Testing at 95% significance level, 2.00 < 9.49 

Table 4 (iii) Response actions taken by companies with a leverage of over 65% 
(Highly Geared) 

Response action Frequency No. of Percentage Expected frequency 
companies (No. of (Percentage x 13) 

companies 
divided by 20 

Employee lay off 2 4 20 2.6 
Change of 

4 4 20 2.6 management 
A· et Re tructuring 4 4 20 2. 
Di id nd ut 

0 4 20 2.6 

Debt I'CStru~turil')_g 3 4 20 2.6 I'ot I 
13 20 1 13 

- 4. 6 



(i) Based on leverage, 57% of th lm -geared companies laid off their staff, while 75% of 

(ii) 

(iii) 

the companie with m dium nring took the same action. Only 50% of the highly 

geared compani lai I ffth ir 'tarr. 
These findin ,s 1r • 11 lt full on i tent with the findings by Harris & Raviv (1990) and 

Ofck ( 1991 ). ' hi h h '' that companies with highest leverage reacted faster in order 

to suv th 111 he from impending bankruptcies. 

lt ' a ' found that, 85% of the low-geared companies changed their top management, 

while 50% of the medium leveraged companies took the same action, as 100% of the 

high! geared companies did the same. 

This is in line with Harris and Ravid (1990) and Ofek (1991) that highly geared 

companies react faster. 

For companies with low gearing; 42.86% reduced dividends paid while 25% of the 

companies with medium gearing reduced theirs. None of the highly geared companies 

reduced dividends paid to their shareholders. 

This contradicts the findings by Smith and Warner (1979) that leverage is positively and 

significantly related to the probability of Dividend cuts. 

(iv) 100% of the low leveraged companies restructured their debts, while only 75% of the 

medium and highly leveraged companies restructured theirs. This contradicts the 

finding b Jensen (1989) that highly leveraged firms re pond fa ter than the low 

le eraged one . 



4.4 Findings Based on the ector 

Table 5: Summary of rc pon action ba cd on sector. 
,.._ 

Sector Comp n om Response action taken 

Employee Change Asset Rest- Dividend pebt Rest-

- Lay off top of mgt ructuring Cut ructuring 

Agricultural 'CCt r uu ard td 0 0 1 1 1 
Kakuzi 0 I 1 0 1 

eorge Williamson 0 1 1 0 1 

- Sasini I I 1 1 1 
Commercial ector A Bauman & Co Ltd. 1 I 1 0 1 

Lonroh Motors Ltd. 1 I 1 0 1 

--- Standard Newspaper 0 1 1 0 I 
Industrial sector Unga Group Ltd. 1 I 1 1 I 

Kenya National Mills 1 1 1 1 1 
E.A. Packaging Ltd. 1 0 1 0 1 
Bamburi Cement Ltd 1 1 1 0 1 
Crown Berger Ltd. 0 0 1 0 1 
E.A. Breweries Ltd. 1 1 1 0 0 
K.P.L.C. Ltd 1 1 1 0 0 
E.A. Portland Cement 0 l 1 0 1 

Table 5 (i) Respon e actions taken by companies in the Agricultural Sector 
,...._ 

Response action Frequency No. of Percentage (No. of Expected 

- companies companies divided by 20) (Percentage x 14) 
.Enu:>lovee lay off I 4 20 2.8 
Change of top 3 4 20 2.8 

,.E'lanagement 
..... Asset Restructuring 4 4 20 2.8 
_Qividend cut 2 4 20 2.8 
._Qebt restructuring 4 4 20 2.8 
J:Qtal 14 20 100 14 

X2 
== 2.42 

1 in at 95% ignift ance le I, 2.42 < 9.49 



Table 5 (ii) Response action taken by companic in the Commercial sector 

Response actions Frequ nc No. >f P r entagc (No. of Expected frequency 
·om ni ' companies divided by (percentage x 1 l) 

15) 
EmJ>loyee lay off 2 3 20 2.2 
Change of 3 20 2.2 
management 
Asset 3 20 2.2 
Restructuring 
Dividend cut 0 3 20 2.2 
Debt 3 3 20 2.2 
restructuring 

._Total 11 15 100 11 

Testing significance level at 95%, 3.09 < 9.49 

Table 5 (iii) Response actions taken by companies in the Industrial sector 

Response actions Frequency No. of Percentage (No. of companies Expected frequency 
companies divided by 40) (percentage x 28) 

f--Efl!ployee lay off 6 8 20 5.6 
Change of 6 8 20 5.6 

f-. management 
Asset 8 8 20 5.6 

t-Restructuring 
Dividend cut 2 8 20 5.6 
Debt 6 8 20 5.6 
r~tructuring 

Total 28 40 100 28 

T ting at 95% ignifi anc le el, 3.43 < 9.49 

(i % of the mpani . in th gri ultural c nd omm r i I r stru turcd th tr 

d t \\hil nly 50% of th in the lndu tri I ector t< k this ti n. 



The actions taken by the compani nr in line with the findings by Gilson et al (1990), 

that companies take financial a ti n that they obtain softer Debt covenants in their 

favour to avoid getting int bankrupt 

(ii) In the Agricultural · • t l\ nl 25% of the companies laid off staff, while 67.67% of 

compani ' · in th ommerc1al sector and 75% in the Industrial sector responded 

imilarly. The action taken are inline with the findings by John et at (1992) that 

financiall distre sed companies will Jay off staff, but if the situation improves they may 

re-hire more in order to get adequate capacity to meet its manpower demands. This 

action is conforming to the findings by Gilson et al ( 1989). 

(iii) 75% of companies in the Agricultural sector changed their top management while 100% 

of those in the Commercial sector and 75% in the Industrial sector took this action. 

(iv) 50% of the companies in the Agricultural Sector reduced Dividends, while none of the 

companies in the Commercial Sector acted similarly, as 75% in the Industrial sector did 

the same. This partly conforms with the results from the study by Warner (1990), but 

reactions by the companies in the commercial sector contradicts these findings by 

Warner ( 1990). 

4.5 Asset Restructuring 

All the companies irrespective of size, leverage, or sector restructured their as ets by 

either bu)'ing new assets dispo ing existing one or both. 

4.6 ummary of Re pon e Rate ba ed on haracteri tic 

b) companie ba ed on their characteri tic i a ummariz d in the 

tabl b I w: 



Table 6: Summary of the re pon e actions taken by companies based on 

characteristics 

Company charactcri ti ' at gor Percentage of companies 

that took actions. 
-

izc mall 60% 

Medium 80% 

Large 73.33% 

Leverage Low 77.13% 

Medium 65% 

High 65% 

Sector Agricultural 70% 

Commercial 73.33% 

Industrial 70% 

From the above table, it shows that on average 70% of the companies that got financially 

distressed, responded to the situation within two years by taking one action or the other. 

4.7 Hypothesis 

The null hypothesis was formulated as: 

"The actions taken by companies quoted in the Nairobi Stock Exchange in re pon e to 

financial distress are not determined by the companies' characteristics uch as size of the 

company, leverage of the company or the sector the company i operating". 

4.8 Chi- quare Re ult 

Ba ed on th c mputation of the chi- quare and te ting at 95°/o ignificance le el the finding 

w rea ummariz d in the table belo\ : 

' 



Table 7: Summary of the outcome on the 2 computations under the various 

Company characteristics 

Company Characteristic. 'tat 95% ignificance level Null Hypothesis 

$jzeoftb 

Below K h. 0. billi n 4.20 < 9.49 Accepted 

1.5 < 9.49 Accepted 

Over Kshs.l.2 billion 3.909 < 9.49 Accepted 

Less than 45% 2.25 < 9.49 Accepted 

45%-65% 2.00 < 9.49 Accepted 

Over 65% 4.36 < 9.49 Accepted 

Agricultural sector 2.43 < 9.49 Accepted 

Commercial sector 3.09 < 9.49 Accepted 

Industrial sector 3.43 < 9.49 Accepted 

From the above summary of computation outcomes the null hypothesis that 'The actions taken 

by companies quoted in the Nairobi tock Exchange in response to financial distress are not 

determined b the companies' characteri tics such a ize of the company, leverage of the 

company or the ector the compan is operating" i accepted . 



Table 8: Companies' performance based on ROA (%) for the financially distressed 

companies (1996-2002) and omputati n of improvement (for Year 2002 against 1996) 

Name of company 1996 1 7 1998 1999 2002 Improvement 

1996-2002 

Unga group Ltd 12. 7.63 -11.99 -6.36 -1.08 -100.4 
-

Kenya National. Mill· l.94 8.44 -15.02 -8.88 -6.12 -415 .5 

Eaagards -6.80 19.10 30.81 4.54 19.05 380.1 

A. Bauman o. Ltd -2.30 -1.81 0.89 2.50 1.90 182.0 

Lonron Motors 27.08 -4.12 -34.68 -22.64 -10.12 -137.4 

E.A. Packaging 8.28 1.43 -4.95 -3.46 -5.40 -165.2 

Std Newspapers -6.85 15.20 0.28 -21.01 3.41 149.8 

Bamburi Cement 13.26 12.75 4.93 6.47 14.56 9.80 

Crown Berger 0.95 6.73 4.05 9.43 8.89 835.7 

E.A. Breweries 7.46 8.62 3.31 10.09 13.54 81.5 

Kakuzi 7.41 9.60 4.82 0.51 -3.85 -151.9 

K.P.L.C 8.50 10.61 9.56 0.79 -8.86 -204.2 

E.A. Portland Cement 1.83 2.00 8.63 -21.46 1.86 1.64 

George Williamson 2.32 6.22 24.62 2.94 29.00 1150 

Sasini 4.32 6.89 8.20 2.03 5.42 25.46 

Table 8 (i) Three companie that recorded mo t ignificant improvement year 1996-2002 

om pan 

George William on 

rm n 8 rger 

l~aagard 

I rom th 

ROA Improvement by % 

1150 

835 

13 0.1 

th mp ni th t r rtl t1 th m t up n r m. n ial 

f I 15 % rom th ) c· r 1 

ith . I o/.: imp ' m nt. 



Table 9: Summary of the re ponse acti ns taken by the three Companies with most 

significant improvement year 1996-20 2. 

Chan of 

Company Employee top Assets Dividend cut Debt 

lay off management restructuring restructuring 

George Yes (T+ l) Yes Yes Yes (T+2) Yes 

Williamson Recruited Increased in 

(T + 2) (T+2) 

Crown Berger No No Yes No No 

Eaagards No No Yes Increase in Yes 

(T+l) 

Decreased in 

(T+2) 

The Eaagards company did not also take the conventional action of laying off staff and changing 

top management, just like Crown Berger which took no other action except asset restructuring. 

7 



CHAPTER FIVE: CONCLU ION AND RECOMMENDATIONS 

5.1 Conclusion 

All the compunie thut -. p rienced financial distress took one action or another to 

respond to th 'ituuti n. 

The financiall di tr ed companies responded by either one or a combination of 

actions of laying off staff, replacing top management, restructuring their assets, reducing 

dividends and restructuring their debts. 

The analysis of the primary data shows that 100% of the companies studied restructured 

their assets, 86.67% carried out debt restructuring while 80% changed their top 

management. 60% of the companies laid off employees while only 26.67% reduced 

dividends paid. 

Restructuring of assets was the most popular response action taken. This was done 

through either disposing all or part of the existing fixed assets and or acquiring new 

ones. This action could be seen to have been aiming at reducing operational costs, 

increasing efficiency, acquiring new technology and new methods of production so that 

the companies' performance could be improved. 

The next rna t popular response actions were debt restructuring and change of top 

management. 

·mploye Ia · off was fair! p pular and"' a tak n b 60% of the companie 

'] h fr qu nt cti n taken b) th mpani "a th 

mp n1 P• rti ular asp t f th m m n: cd 

f fin. n i.l dt tr ss . di\ id nd \ hi h i \ i ' cd ' un n nti n, lund r 



The companies with the highe t market capita lization, highest leverage and those in the 

Industrial sector show a 2 f r und 4.00 which is generally higher than the X2 

computed under th oth r ituation . This is an indication that these three 

characteristic could b' t ·ndin 1 t determine the response actions that the companies 

took compared tc th • r ·t f the ther characteri stics. But it is not consistent, especially 

when the ·mall and the large companies exhibit this outcome whereas the medium 

compame do not. 

Whereas there is no clear consistency on the actions taken by the companies that were 

able to record the best improvements in their Return On Assets (ROA), one of the 

companies, George Williamson, which is among the companies that improved well, was 

noted to have taken some unique actions such as recruiting more staff at a time when it 

ought to have taken a conventional action of laying off staff. It is also noted that this 

company increased dividends at this critical time . 

The Eaagards company did not also take the conventional action of laying off staff and 

changing top management, just like Crown Berger which took no other action except 

asset restructuring. 

5.2 Recommendations for further Research 

(i) Whereas financially distressed companies should take conventional response 

actions in order to improve their performance it is important that such companies 

should take into consideration their individual characteristics. 

There i need to carry out further study eparating labour intensive from the 

capital labour inten ive companies in order to establish whether the action of 

laying of taff is uniformly taken or v hether orne companies v ill prefer to 

r tructure their a t in tead of Ia ing of taff. 

(ii noth r tud could bed neon th hange oft p managem nt \\ ith an bje ti e 

o tabli hmg \ hcther maJ r h rch \d r \ h ha ub t ntial tmg p \\ er • 

an n t b rem v d fr m th b • min rit · ld rs 

pt d n th ir O\\n voliti n t quit their • rd \\h n th mpan. t int 



5.3 Limitations of the study 

(i) om of th comp·mi :' p •rformances varied due to change in accounting 

method ' in r • ·1 ·t f d preciation of assets and valuation of stocks and this is 

not fact r d in th tud . 

(ii) orne of the companies were labour intensive while others were capital intensive, 

which ma account for the variability on actions taken, especially on employee 

layoffs. 

(iii) Some of the companies' directors could have been major shareholders and hence 

could not have easily been voted out by the shareholders, regardless of the 

perceived poor performance of the company associated with those directors' 

personal attributes. 
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Appendix (i)-List of companies quoted in the NSE -1995 

1 Firestone East Africa Ltd Ord 5.00 
2 City Trust Ltd Ord 5. 00 
3 Limuru Tea Co. Ltd Ord 20.00 
4 E. A. Cables Ltd Ord 5.00 
5 Uchumi Supermarket Ltd Ord 5.00 
6 Lonrho Motors EA Ltd Ord 5 00 
7 Dunlop Kenya Ord 5.00 
8 I.C.D.C. Investments Co Ltd Ord -'iOO 
9 Kenya Airways Ltd Ord 5.00 

10 Kenya Oil Co Ltd Ord 5.00 
11 Carbacid Investments Ltd Ord 5.00 
12 B.O.C. Kenya Ltd Ord 5.00 
13 British American Tobacco Kenya Ltd Ord 10.00 
14 Nation Media Group Ord 5.00 
15 Rea Vipingo Plantations Ltd Ord 5.00 
16 Bambttri Cement Ltd Ord 5.00 
17 Tourism Promotion Services Ltd Ord 5.00 
18 CMC Holdings Ltd Ord 5.00 
19 Kenya Power & Lighting Ltd Ord 20.00 
20 E.A Packaging Ltd Ord 5.00 
21 National Industrial Credit Ltd Ord 5.00 
22 East African Breweries Ltd Ord 10.00 
23 Kakuzi Ord 5.00 
24 Total Kenya Ltd Ord 5.00 
25 Barclays Bank Ltd Ord 10.00 
26 Kenya Commercial Bank Ltd Ord 10.00 
27 Marshalls (E.A) Ltd Ord 5.00 
28 Standard Chartered Bank Ltd Ord 5.00 
29 C.F.C. Bank Ltd Ord 5.00 
30 Express Ltd Ord 5.00 
31 Housing Finance Co. Ltd Ord 5.00 
32 Jubilee Insurance Co. Ltd Ord 5.00 
33 Kenya Orchards Ltd Ord 5.00 
34 Sasini Tea & Coffee Ltd Ord 5.00 
35 ~ational Bank of Kenya Ltd Ord 5.00 
36 Pan Africa Insurance Ltd Ord 5.00 
37 Athi River Mining Ord 5.00 
38 Brooke Bond Ltd Ord 10 00 
39 Kapchorua Tea Co Ltd Ord Ord 5 00 
40 Unga Group 
41 George Williamson Kenva Ltd Ord 5 00 
42 Kenya National Mtlls Ltd Ord 5.00 
43 E. A. Portland cement Ltd Ord 5.00 
44 Pearl Drvclca ncrs Ltd Ord 5.00 
45 Crown Berger Ltd Ord 5~00 
4 6 Hutchings Siemer Ltd Ord 5.00 
4 7 Diamond T rust Bank Kcnvn Ltd Ord ~ . oo 
4 8 lA. Baumann & Co. Ltd O rd 5.00 
49 I Ena~~nd s L .. td Ord 1.25 
50 Stnndard Newsn:ttlCrs Group Ord 5.00 
51 Car & Genernl (K) Ltd Ord 5.00 

$ Theta Group Ltd Ord aJ)O 
531 Africa Lakes 



pp ndrx (II ) - Drvrdends pard by companies quoted in the NSE. 1995 - 1999 

lr;- •I Com;:any 

1 l c l Or 20 00 

2IF .. ur:r.e £a I L d Ord 5.00 

3E. c 0 5 00 

4 u i Si:p~lmiJII l d 0 d 5.00 

5 I Na!JOn Gr d 5.00 

6 c s L d Ord 5.00 

7 ICiftYJ 011 Co U Ord 5.00 

8 E L 1.25 

9 8.0 c Ll Ord 5.00 

0 c I L Ord 5 00 

1 I.C 0 C .... "'"'"'-'• Co ltd Ord 5.00 

2 British T a co enya ltd Ord 10.00 

3 St; ' r; • .,'"~'.l'"' s Gr Ord 5.00 

1 

1 

1 
1 

1 
1 

i4 Ba:::!lml C d Ord 5.00 

5 (lllfl ll L d Ord 20.00 

6 Kl!lfl s l d Or 5.00 

7 1 t:atli2J Or 5 00 1 
1 

1 

2 
2 
2 
2 
2 
2 
2 

8 T GUrmn P·o::natit!l S e Ltd Ord 5. 00 

9 Ru i s ltd Ord 5.00 

0 Eas1 Bt s ltd Ord 10.00 

1 1\qa l d 0 d 5.00 

2 Ounbp Or 5.00 

3 Un;a G Or 5 00 

4 rtatioftal n Cr l d Ord 5.00 

5 c l Ord 5.00 

6 CFC l 0 500 

TOTAL DIVIDENDS PAID (Kshs '000) 

Sector 1995 1996 

A 4,210 6,000 

I 510,290 463,900 

I 40,500 50,600 

c 200,000 200,000 

c 26.700 32.700 

I 9,860 16,046 

I 28,800 28,800 

A 4,502 4,502 

I 54,623 65.410 

F 3.749 5,208 

F 61,220 84,767 

I 375,000 450,000 

c 0 8,561 

I 212,000 393,000 

I 35,168 140,672 

c 0 0 

A 39,200 43,120 

c n/a 104,900 

A n/a 43,675 

I 255,940 327,600 

I 64,546 64,546 

I 8,390 7,180 

I 52,065 52,065 

F 98.437 98,877 

c 24,280 30,349 

F 50,000 50,000 

46 

1997 1998 1999 

13,000 17,000 6,000 

463,904 417,514 278,340 

40,500 40,500 91,125 

201,000 225,000 180,000 

49,000 58,800 58,900 

18,879 21.766 47,195 

28,000 43,199 54,000 

-12,863 30,549 8,039 

66,867 66,899 69,300 

6,249 8,332 8,332 

94,186 84,775 94,125 

450,000 562,500 787,500 

8,561 1,283 0 

408,000 451,000 362,000 

422,016 422,016 633,024 

346,204 461,000 0 

53,900 53,900 39,200 

38,679 38,679 38,679 

22.400 0 0 

393,000 561,613 655,215 

86,062 21,507 0 

4,000 4,000 n/a 

78,098 9,372 0 

131 ,864 115,381 148,340 

30,349 12,140 18,210 

67,000 67,000 67,000 



71ft ___ t 
Co lidO Ord5 00 A 3,912 3,912 5,868 29,340 9.780 

28 !Sam T Co ltdOr 500 A 76,019 63,349 76,019 114,028 19,005 
29 !Crcvt!l lt 500 I 21,570 21 ,570 29,120 21,570 43,500 

0 I belays lt Ord1000 F 1,071,000 1,286,000 1,543,000 1,697,000 1,543,000 

1 1 Georue ''rlbnson a ltd Ord 5 00 A 8.756 8.756 13,135 65,672 21 ,891 

32 IKr:nyaC B ltd Ord 10.00 F 504,900 785.400 897,600 673,200 0 

33 T a ltd 0 d 5 00 I 70,000 140,000 145,600 168,000 190,400 

34 !StandardC B ltd Ord 5 00 F 618.109 824,145 609.407 898,793 1,219,735 

15 HouU1g Co ltd Ord 5.00 F 69,000 115,000 138,000 172,500 57,500 

16 Marshalls lt Ord 5 c 38,382 38,417 38.417 14.428 0 

37 Jubilee Co. ltd Ord 5.00 F 43.750 60,000 52,500 63,000 63,000 

8IPan A r a ----Ltd 0 d 5 00 F 17,500 17,500 22,750 22.750 n/a 

39 Athi Ord 5.00 I n/a 15,600 22,500 0 0 

Orlatiooll a ltd Ord 5.00 F 300,000 300,000 188,545 20,326 0 

1 l&prwl 0 500 c 38,400 19,880 10,560 8,160 0 

2 iE.A. c tltd Ord 5.00 I 6,000 30,000 60,000 90,000 0 

i3 E ft-....v!;"' Ltd 0 d 5.00 I 26,880 26,800 0 0 0 

44 ............... r ltd Ord 5.00 c 786 786 66 n/a n,a 

IS A R,.,...,., Co. Ltd Ord 5.00 c 3,840 1,920 1,920 2,880 4,800 

46 !Btwte ltdOrd 1000 A 48,875 97,750 0 195,500 195,500 . 
7 !lolwbo s EA ltd Ord 5.00 c 246,960 170,440 0 0 0 

8 •Diamond T I enya lid Ord 4.00 F 114.480 63,600 47.700 63,600 n/a 

9 Kecya ltd Ord 5 00 I 0 0 0 0 n/a 

50 Purl .,., ........... s ltd Ord 5.00 c 1,220 0 1.710 0 n/a 

51 Theta ltd Ord l 00 A 0 0 0 0 0 

52 ltv I Ltd Ord 5.00 c 2,025 0 0 0 0 

53 lArrea c n/a n/a n/a n/a n/a 

ITOTJ.LS 5.491.844 6,863,383 7.408,872 8.116.472 7,012,635 

47 



Ap nd1x (iib ) - Return on Assets for Companies quoted in the NSE - 1995-1999 

I Name of Cempaay 

1 l T Co L Or 20 00 

2 f•estone E t nca ltd Ord 5 00 

3 IE. A c s Ltd Ord 5 00 

4 IJchun1 ~ ....... "1 ltd Ord 5.00 

5 IN:nion G Ord 5 00 

6 ICarbatid t IS Ltd Ord 5.00 

7 1

Kenya CoLtdOr 500 

8[ Eugads l t Ord 1.25 

1 

1 

9 la.oc 
oc T 

1 I C.D.C 

2lsrnisb 

LidO 5.00 

Lt 0 5.00 

1 s Co Ltd Ord 5.00 

T co ya ltd Ord 10.00 

1 

1 

1 
1 

1 

1 
1 

2 
2 
2 
2 
2 
2 
2 

3IStandard nc ··~s Gr Ord 5.00 

14 I Bartiluri c Ltd Ord 5.00 

iS IKenra l ling Ltd Ord 20.00 

16 [KfJI)'I s ltd Ord 5.00 

7 IKatazi 5.00 

8 T -................ s ICe ltd Ord 5.00 

9 IRu latiOnS Lid Ord 5.00 

OE A s ltd Ord 10.00 

1 [KeDYJ s ltd Ord 5.00 

2 IDrilp 5.00 

3 IU:IgJ Lt Ord500 

'4 lr:atma~ tr Cr I ltd Ord 5.00 

5 ltMC LdO 5110 

6 c .c l 0 5.00 

Sec tor 1995 1996 

A 27.86% 37.36% 

I 47.23% 47.51 % 

I 30.54% 34.58% 

c 28.36% 29.66% 

c 23.54% 14.45% 

I 12.99% 18.75% 

I 15.31 % 19.41 % 

A 7.30% ·6.80% 

I 14.68% 16.28% 

F 25.75% 44.95% 

F 21.75% 20.46% 

I 14.66% 15.88% 

c 4 .53% ·6.85% 

I 12.07% 13.26% 

I 9.81 % 8.50% 

c 11 .05 o/o 19.77% 

A 4.63% 7.41 % 

c n/a 9.89% 

A n/a 13.84% 

I 4.23% 7.46% 

I 12.89% 1.94% 

I 35.67% 25.81 % 

I 11.09% 2.49% 

F 8.96% 8.06% 

c 7.79% 8.61 % 

F 0.62% 5.44% 

4 8 

Return on Assets ( %) 

1997 1998 1999 

51.92% 59.20% 31.47% 

37.35% 33.91 % 20.25% 

24.95% 22.60~ 8.20% 

22.34% 26.10% 20.68% 

20.78% 22.60% 13.1 7% 

20.26% 2266% 25.09% 

20.21 % 17.76% 17.49% 

19.10% 30.81 % 4.54% 

18.60% 22.30% 14.42% 

18.19% 18.79% 5.51 % 

17.17% 7.73% 6.96% 

15.31 % 27.09% 24.82% 

15.20% 0.28% ·21.01 % 

12.75% 4.93% 6.47% 

10.61 % 9.56% 0.79% 

9.74% 10.72% 8.05% 

9.60% 4.82% ·0.51% 

9.52% 9.33% 6.63% 

8.89% 5.78% ·0.77% 

8.62% 3.31 % 10.29% 

8.44% ·15.02% ·8.88% 

8.39% 7.20% n/a 

7.63% ·11.99% ·6.36% 

7.38% 5.93% 6.40% 

7.28% 5.99% 4.94% 

7.19% 6.16% 3.92% 



27 lea Co. Ltd Ord Ord 5 00 A ·1 .37% 2.60% 7.09% 20.30% 4.42% 

28 ls.slll c ltd Ord 5 00 A 4.46% 4.32% 6.89% 8.20% 2.03% 

29 Cr l d Ord 500 I 4.89% 0.95% 6.73% 4.05% 9.43% 

O!Barclays ltd 0 1000 F 6.90% 6.88% 6.56% 6.38% 5.18% 

1 I George \'flllilumun ltd Ord 5 00 A 0.70% 2.32% 6.22% 24.62% 2.94% 

32 !Kenya C B ltd Ord 10.00 F 6.54% 5.93% 5.63% 1.78% -2.98% 

3 T lt 0 5.00 I 13.96% 7.21% 5.61% 12.74% 15.235 

34 IStandatd c r B ltd 0 d 5 00 F 6.48% 5.73% 5.38% 6.04% 6.00% 

15 .Hauling Fi c lt Ord 5 00 F 4.01% 4.65% 4.81% 3.34~ 0.88% 

16 Mmhalls Jlt 500 c 9.15% 5.79% 4.61% 2.34% -10.71% 

7 JtiliJee .. ._. ..... ., Co. ltd Ord 5.00 F 4.02% 4.62% 4.37% 4.11% 2.86% 

8 PanAI ltd Ord 5.00 F 1.62% 3.64% 4.22% 4.79% n/a 

39 A 0 d 5.00 I n/a 3.11% 3.34% 1.09% 1.62% 

0 I National a ltd Ord 5.00 F 3.47% 3.70% 2.24% -11.16% -1 3.82% 

1 I[Jpress l 0 5.00 c 8.01% 5.06% 2.17% 1.93% 4.29% 

2 E.A. c tlld Ord 5.00 I 2.03% 1.83% 2.00% 8.63% -21.46% 

3 E.A --." .. lt 0 5.00 I 13.14% 8.28% 1.43% -4.95% -3.46% 

44 u. .. ~ ........ ltd Ord 5.00 c 4.93% -1.39% 0.43% nla nla 

45 " .. Co. ltd Ord 5.00 c 5.53% -2.30% -1 .61% 0.89% 2.50% 

46 I Brooke ltd Ord 10.00 A 0.72% 3.07% -1.64% 7.60% 5.62% 

7 t.onmo s EA ltd Ord 5.00 c 12.72% 27.08% -4.12% -34.68% -22.64% 

8 Diamond Trust B a ltd Ord 4.00 F 4.99% -1.43% -4.44% 3.23% n/a 

.9 Kenya l d Ord 5.00 I -11.31% 4.57% -8.1 0% -7.80% n/a 

50 Pearl Cr, .. IC<II .... s ltd Ord 5.00 c 6.10% 1.68% -13.09% -17.00% n/a 

51 Theta l d Ord 1.00 A -3.19% -1 9.13% -1 6.97% n/a n/a 

52 c I Ltd 0 d 5.00 c 1.46% -12.00% -17.70% -5.21% n/a 

3 Afral.akes c n/a n/a n/a n/a n/a 
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Ap nd1 (iic)- Market Capitalization of Companies quoted in the NSE - 1995-1999 

iuame cl ComPJIIir:s 

1 l T Co. ltd Ord 20 00 

2 f• E t Ira ltd Ord 5.00 

3 IE c ltd Ord 5 00 

4 [Udunl ""J=IIwf!l.et ltd Ord 5.00 

5[rlJtion Ord 5 

'6 c lt ts ltd Ord 5.00 

7 Kenya 0 CoLt Ord 5.00 

8[Eugml Or 1.25 

9 [B.OC ltd Ord 5.00 

1 

1 

1 
1 

1 

1 
1 

1 

oc T t ltd Ord 500 

1 IC 0 C l ts Co ltd Ord 5.00 

2[Britrlh T co enya ltd Ord 10.00 

3S , .. s Group Ord 5.00 -.. 

14 IBarrjujt ltd Ord 5.00 

15 [Kenya L ting ltd Ord 20.00 

1,6 [Kenya s ltd Ord 5.00 

7 
1

Kabui0 5.00 

8 T 

19 IRu 
0 lwt 

1 

2 

2 

2 
2 
2 
2 
2 

1 [Kenya 

2 'Dri:lp 
3 ltql 
~4 l!iztional 

5 itMt 

~6 CJ.C 

r ion Services ltd Ord 5.00 

lations ltd Ord 5.00 

r ltd Ord 10.00 

L d Ord 5.00 

a Ord 5.00 

Ltd Ord 5.00 

Cr t ltd Ord 5.00 

Ltd 0 d 5.00 

Ltd d5.00 

Market Capitalization (Ksh '000) 

Sector 1995 1996 

A 260,000 260,000 

I 4,592,660 4,824,612 

I 729,000 627,750 

c 1,600,000 1,780,000 

c 1,152,748 1,283,472 

) 398,223 483,718 

I 435,600 496,800 

A 192,930 175,245 

I 1,132,450 1,298,413 

F 116,648 114,565 

F 621,62t 593,366 

I 6,675,000 4,650,000 

c 111,033 68,755 

I 5,766,261 6,834,918 

I 1,538,600 2,178,192 

c n/a 4,108,374 

A 1,842,400 1,911,000 

c n/a n/a 

A n/a 588,000 

I 2,943,310 3,374,383 

I 1,028,721 907,695 

I 101 ,200 104,000 

I 739,394 833,120 

F 1,722,644 1,823,718 

c 655,560 789,100 

F 2,875,000 1,875,000 
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1997 1998 1999 

150,000 150,000 130,000 

4,360,707 4,481 ,313 4,453,478 

587,250 405,000 263,250 

2,340,000 2,64{),000 2,400,000 

2,335,206 4.884,410 3,565,263 

622,974 589,935 632,411 

347,400 395,989 482,387 

266,887 276,550 167,216 

1,288,650 1,396,069 1,259,391 

141,644 109,359 91,653 

649,877 1,186,836 1,883,895 

3,750,000 5,737,500 5,812,500 

452,673 275,455 126,197 

13,156,285 13,065,552 9,527,194 

9,495,360 6,594,000 7,556,724 

3,462,113 3,762,166 3,623,682 

1,881,600 2,763,600 1,705,200 

541,506 560,846 620,798 

490,000 360,000 288,000 

3,177,817 6,271 ,351 6,552,158 

995,078 1,1 43,006 638,739 

200,000 200,000 100,000 

937,200 2,202,362 1,218,328 

3,296,600 2,472,450 2,225,193 

971,200 874,064 728,387 

1,760,000 1,510,000 1,425,000 



7 ~;ptl-..,...., T Co ltd 0 d d500 A 453,792 266,016 273,840 371 ,640 586,800 

28 SasnT c Lt Ord 500 A 1,634.430 1.469.720 2,381,960 2,660,648 1.710.416 

~9 c ltdO 500 I 452,970 215.700 213,543 173,639 215.700 

0 lmclays LdOdlOOO F 16,609,180 12.408.742 14.787,620 20,059,650 15,893.415 

1 Georye ;·;iii.,,._, a ltd 0 d 5.00 A 753,016 630.432 753,016 1,234,641 814,338 

2 Kenya C rt 8 ltdOrd 1000 F 4,602.750 7,012,500 8,639,400 6,900,300 3,534,300 

13 T all 500 I 4,788,000 3,500,000 2,940,000 2.744.000 2,702,000 

34 !Standard C 8 ltd Ord 5 00 F 8.735,937 7,623,341 7,582,134 8,323,858 9,312,831 

IS 'Ho:..'UI9 F c Ltd Ord 5 00 F 1,845.750 1,380,000 1.752,600 1,845,750 1,21 3,250 

36 !Ma!Wil$ Ltd Ord 5.00 c 355,015 450,965 393,395 359,828 338,238 

37 I.Jubller .. ~Ul ..... " Co. ltd Ord 5.00 F 1,181,250 997,500 1,102,500 1,080.000 927,000 

SIPanA I '-••w~A ltd Ord 5.00 F 434,000 399,000 417,500 325,000 432,000 

39 1Athi Ord 5.00 I n/a n/a 678.750 495,000 431,250 

0 r:ational 8 a Ltd Ord 5.00 F 4,650,000 2,600,000 2,500,000 1.720.000 1,000,000 

1 I upress Ltd o 500 c 422.400 451,200 283,200 138,000 91 ,200 

2IE.A. tltd Ord 5.00 I 315,000 2,137,500 1,800,000 1,579.500 1,012,500 

3lu Ltd 0 d 5.00 I 579,840 529,920 376,320 119.424 79,104 

~4 -• r Ltd Ord 5.00 c 4,320 9,000 12,690 7,290 7,290 
........... "' 

s It> a ............ Co Ltd Ord 5.00 c 119,680 84,480 59,712 64,513 56,449 

46 'Brt:te ltd 0 d 10.00 A 9,286,250 8,699.750 5,376,250 6,891 ,375 5,083,000 

7 ILonrbo s E Ltd Ord 5.00 c 2,337,940 2,550,480 2,486,679 1.402.744 848,022 

8 I (Unond Trust B ya Lid Ord 4.00 F 4,134,000 2,544,000 1,729,125 1,749,000 2,067,000 

9 lt:enra Ltd Ord 5.00 I 2,000 7,800 7,760 2,000 2,000 

50 !Peart Uf,...,...,..,.s ltd Ord 5.00 c 18,457 15,900 16,779 15,977 4.793 

51 T Gr Ltd d 1.00 A 19,280 18,316 9,640 9,832 9,832 

52 ICa1 I ltd Ord 5.00 c 456,732 445,592 358,702 267,355 222.796 

3 !Africa L c n/a n/a n/a n/a n/a 

I Set tor 
22,345,899 17.493,938 12,516,857 12,247,010 9,483,986 

!TOTAlS 
101.422,991 98.432,048 114,591.140 124,848,776 1 06,072.567 
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I 
··----

Nnmc of ( ompany ector RANKING RANKING RANKING RANKL"{G RANKING 

1995 1996 1997 1998 1999 
I 'Firestone East Africa Ltd Ord 5.00 I I 1 2 2 I 5 

2 'Dunlop Kenya Ord -.00 I 2 7 22 22 I n/a 

I·. I Ltd rd .00 I 3 4 3 8 I 12 

4 Uchumi Supcm1arkct Ltd Ord 5.00 c 4 5 4 5 4 

s ~ ~imuru fen Co. Ltd Ord 20.00 A 5 3 1 1 I 1 

!i tity Trust Ltd Ord 5.00 F 6 2 10 12 I 20 

7 Nation 1edia Group Ord 5.00 c 7 14 5 9 I 9 

8 I.C.D.C. Investments Co Ltd Ord 5.00 F 8 8 I 1 21 14 

_i Keny-a Oil Co Ltd Ord 5.00 I 9 10 7 13 6 

10 B.O.C. Kenya Ltd Ord 5.00 1 10 12 9 10 I 8 

II B.A.T. (K) Ltd Ord. 10.00 I 1 I ' 13 12 4 I 3 

1- ~·otal Ken\a Ltd Ord 5.00 I 12 24 33 14 7 

l_l L.A P_!c_kaging Ltd Ord 5.00 1 13 20 43 43 37 

14 [Carbacid Investments Ltd Ord 5.Q_O I 14 1 I 8 7 2 

IS Kenya National .\tills Ltd Ord 5.00 I 15 42 21 48 39 

16 LonrhoMotors I~A Ltd Ord 5.00 c 16 6 47 50 I 44 

17 Bamburi Cement Ltd Ord 5.00 I 17 16 14 29 I 16 

18 rtJnga Groups Ltd Ord 5.00 l 18 40 23 47 38 

19 [Kenya Ain,ays Ltd Ord 5.00 c 19 9 16 15 13 

20 Kenya_ Power & Lighting Ltd _ rd 20.00 l 20 19 15 16 33 

-1 [Marshalls (E.A) Ltd Ord 5.00 c 21 27 36 37 40 

-- tNationallndustrial Credit Ltd Ord 5.00 F 22 21 24 27 17 

23 Express Ltd Ord 5.00 c 23 30 41 38 25 

24 ICMC Holdings Ltd Ord 5.00 c 24 18 25 26 22 

25 Eaa~ds I d Ord 1.25 A 25 49 8 "' 23 .) 

-
52 



26 B I I n Ltd Ord I 0.00 F 26 52 30 23 21 

27 ~ubilee Insurance Co. Ltd Ord 5.00 F 27 32 37 32 28 
.,8 :Kenya Commercial Bank Ltd Ord I 0.00 F 28 26 32 39 36 

29 !Standard Chartered Bank Ltd Ord 5.00 F 29 44 50 49 n!a 

_30 PearlDryclenners Ltd Ord 5.00 c 30 48 45 41 29 

31 ~.Baumann & Co. Ltd Ord 5.00 c 31 47 48 I 36 n!a 

32 Diamond Trust Bank Kcnva Ltd Ord 4.00 F 32 46 44 n!a I n!a 

33 ~ ·lutchings Biemer Ltd Ord 5.00 c 33 45 29 33 I 11 

34 !Crown Bcmer Ltd Ord 5.00 I 34 23 17 30 I 34 

35 1KnkU7J Ord 5.00 A 35 34 28 19 I 30 

36 Sasini Tea & Coffee Ltd Ord 5.00 A 36 22 20 35 10 

37 'East Africal\' Bre\\t:ries Ltd rd 10.00 I 37 22 20 35 10 

38 Housing J inane~.: Co. Ltd Ord 5.00 F 38 31 35 34 I 32 

39 National Bank of Kenya Ltd Ord 5.00 F 39 35 40 46 41 

40 L.A. Portland cement Ltd Ord 5.00 I 40 43 42 18 43 

41 Pan Africa Insurance Ltd rd 5.00 F 41 36 38 3 I n!a 

~-2- Cnr & General (K) Ltd Ord 5.00 c 42 51 52 44 I n!a 

13 Brooke Bond Ltd Ord I 0.00 A 43 38 46 20 I 19 

44 George Williamson Kcnva Ltd rd 5.00 A 44 41 31 6 27 

45 IC.F.C. Bank Ltd Ord 5.00 F 45 29 26 24 26 

46 !Kapchorua Tea Co. Ltd Ord Ord 5.00 A 46 39 27 11 I 24 

47 Theta Group Ltd Ord I .00 A 47 52 51 n!a I n!a 

48 Standard Nc\\'§Pil~ rou_p _ rd 5.00 c 48 50 13 42 42 

49 Kenya Orchards Ltd Ord 5.00 [ 49 33 49 45 n!a 

so Rea Vipingo Plantations Ltd Ord 5.00 A n!a 15 19 28 35 

Sl Africa Lakes c n!a n!a n!a n!a n!a 

52 fourism Promotion . ervices Ltd Ord 5.00 c n!a 17 18 17 15 

53 Athi River Mining Ord 5.00 I n!a n!a n!a n!a n!a 

53 



Appendix (iv) Table showing Actions taken by Companies quoted in the NSE 

in response to Financial Distress 1997-2000, and Average leverage % (T + 1, T + 2) 

EMPLOYEE CHANGE ASSETS DIV. DEBT 

LAY OFF OF RESTRU· CUT RESTRU· % 

MAGT. CTURING CTURING of Leverage. 

COMPANY YEAR 

1 Unga Group 1997 1 1 1 -1 0 33. 16 
I 

Limited 1998 0 1 1 1 1 49.46 

2 Kenya National 1997 1 1 1 -1 1 44 .12 
I 

Mills Ltd. 1998 1 1 1 1 1 58 .83 

3 Eaagards Ltd. 1997 0 0 1 1 1 14.71 
I 

1998 0 0 1 -1 1 20.76 

4 A. Bauman & Co. 1997 -1 0 1 0 1 27.65 
I 

Limited 1998 1 1 -1 1 20.89 

5 Dunlop (K) Ltd. 1997 0 1 1 N/A 20 .6 
I 

1998 N/A N/A N/A N/A N/A N/A 

6 Lomoh Motors 1997 1 1 1 0 1 345 .66 

E. A. Ltd. 1998 1 1 1 0 1 108.42 
I 

7 East Africa 1998 1 0 1 0 1 55 .33 

Packaging Ltd. 1999 1 0 1 0 0 57.45 

8 Standard Newspapers 1999 0 0 1 1 1 105.11 

Group 2000 0 1 1 0 1 97.75 

9 Bamburi Cement 1999 0 1 1 1 1 35.18 

Limited 2000 1 0 1 1 0 38 .3 5 

10 Crown Berger 1999 0 0 I -1 0 37.9 

Limited 2000 0 0 1 0 1 67.94 

11 Ea t Afncan 1999 1 1 1 -1 () 45.74 

Brcn cn es Ltd . 2000 l l 0 () 0 ~5.56 

12 Kaku11 1999 0 () I 1 l 33 29 

IE. A. Ltd 2000 () 1 I 0 I 44 50 

13 K n)a PO\\I.:r 2000 I 0 I 0 () 22un 

Lighting Co Ltd. 200 1 I I I () () 435.94 

14 lEast ri 'l Porthnd 2000 () 1 I () l ~~ . 7 

1 c~ment !.ttl 2001 0 0 l () () 120. l(i 

IS :Geor • 'tilt 11 II 2000 0 0 1 1 I 3!( .5K 

.200l -1 I I 1 1 32.7~ 

16 !Sasi111 2000 I I I 1 l 12. 1 

2001 I I I 0 0 ll.l2 


