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ABSTRACT 

Tiris study sought to find out the possible causes of poor investment portfolio of 

Development Financial Institutions(DFis). The need of the study arose from the fact 

that DFis projects are normally problematic as evidenced by high level provisions for 

bad and doubtful debts. 

In order to achieve the objectives, pnmary data wa collec1ed from Investment 

Managers or their equivalent of DFI operating in Ken a. This v as a ·c mplishcd 

through the use of a que tionnaire administ red b_ the res archer. 

The results show the following to be p ible a use· f p r inYe ·ttnent pm1foli of 

DFis: 

.. 

• 

• 

.. 

"' 

Engagem nt in ri ky busint: 

vcr mph. i o I pm nt.l 

lurir 

lh m 



... 

... 

Unfavourable or adverse Government policies and Government interferences 

Insufficient raw materials 

Stiff competition 

Lack of generous dividend policy 

These results should be interpreted in consideration of the limitations of the study and 

the findings of the study should be viewed as a tool to aid Investment Managers in 

their efforts to maintain clean investment portfolio. 
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CHAPTER ONE 

INTRODUCTION 

1.1 BACKGROUND 

Growth has slowed, inflation is high and economic disparities within and between 
nations remain large and increasing. International trade is sluggish and payments 
imbalances are high\ not to mention scarcity of capital investment funds yet 
industrialization rank high on the priority list of developing countries. These are some 
of the problems facing many developing nations today, Kenya inclusive. 

Development Financial Institutions(DFis) are employed b many developing countries 
as catalysts for required industrial and agricultural dcvdopmcnt. De cl pment 
~inancial Institutions( I ) arc 'pecializ d public and privat~ Imancial in·tituti ns that 
·upply medium and long-term funds for the Cfi;!J(i n f 1.:. ·pan j n f in lu •(li:\1 

enterprises2
. The have arisen in man d v loping c untril;! becau eo; thu e. ·isting 

banks usually focus on short-term lending for omm rcial purpo ·es. \\'here · · the 
demand for funds in industry and an be ad quatd_ atered for t · th 
commercial banks. th r ar proje t \ ·h r for rea n u h htgh ti. k r low 
profitability an not g t prh t • pit. I. In u h 

In. ti tution till th 

uppl m nr 1h 

ith I n -1 m1 

. n. un 1 th 1 h rt-



According to the Ireland Development Institute(IDI) Financial market study dated 

December, 1993 lending by commercial banks, non-bank financial institutions and 

DFis as at 30th June, 1992 was as follows: 

Table:l.1 

Market Share of Lending Institutions 

Total Lending Industry Only 
(Shs million) (Shs million) % 

Commercial banks 
NBFis* 
ICDC** 
IDB** 
DFCK** 
KIE** 

11,600 
4,664 
1,638 

946 
807 
585 

57 
23 
8 
5 
4 
3 

57,340 
38,213 

2,008 
1,154 

81-J. 
585 

20,240 100 100,114 

* Source: entral Bank :c nomic Rep rt 
"'* Source: Annual Accoun 1992 

57 
38 

2 
1 
1 
1 

100 

s it can be een in the above table the DFI and NBFI ' mark 't -har of the 1 ans 

or investment market ex luding hou. in :m l a_2ri ultural linan'. \ a. 4, 0 o r the 

total mark t. 

mm 1 I . n nditi n th t tl n . : PI t ~ ti.H 



and promotional involvement in the enterprises they finance. DFis are thus playing an 

increasingly important role in the industrialization of LDCs. 

However, DFis as capital investors should carry out thorough project investments 

analyses to ensure that scarce resources are profitably utilized. In this regard various 

techniques for appraising capital investments are used to establish their suitability. 

Most Development Banks concentrate on large projects probably because smaller loans 

do not justify the time and effort involved in their appraisal. 

Every player in the banking industry in Kenya has been affected b the liberalization 

of the industry h nee DFI being ke player ha c been a ompctition 

from other financial institutions i ·tiff henc m t H arc tru I olin r r ' Uivi nl. 

1.1.1 OVERVIEW OF REC N TIIR B. 

DFI. are key pl yer. in th b nkin t r. In th l.. t thr :e. rs rh bankin indus It ~' 

h h. ll< c d linit t: t t th 

I 



i). To better control the financial sector. Initially, the financial sector was 

operated under many duplicative and conflicting acts. All players in the 

financial sector now operate under the Banking Act which is now the Cardinal 

Act. 

ii). To ease performance comparison among and between the bank/financial 

institutions. Formerly, such comparison was difficult to exercise owing to the 

unique undertaking of the respective institutions. With the conversion into 

banks, there is uniformity of operation. 

iii). To cnhanc cffici ncy in th day-t -Ia · p rati ns or finan ial in titutions 

on grounds of competitive ad anta e thcr by rcdu ing inter~,;. t rate· t 

manageable levels. 

iv). To trengthen the Dep it Pr t ·ti n Fund DPF). Initi;1lly nl} 

omm r i 1 b nk er un i b\' l. · t suh rib~.: 1 thi fund ll1 mandatm: 

"' h. ll 0 l 00 p .• . . n i . m imnm 

tl: inly l n 

II lh 

Ill 
\11 it~ . 



i). Competition among and between banks is bound to hit the ceiling. The DFis 

will be forced to focus more on customer needs leading to improvement in the 

services so offered. 

ii). DFis can now offer full range of financial servtces normally offered by 

commercial banks. These include offering counter services, savings and current 

accounts, call and fixed deposits among others just to mention a few. 

(B) EXCHANGE RATE liBERALIZATION 

In 1993, the xchangc ,\ ct w· rcv1 cd. 1l1c ex han c rate \ as allm: cd to 

float and the bank \ ere allo\ ed to bee mt.: dcalers3
• Firstl. , thu h<mk: 

therefore (including DFI ) haY to grappl with th intri ate 1 rc · 

market that determine the e.· hang rat in a lil ralized en ir runcnt. 

Secondly th re h n t r \ tk pr usly li n hy HK to th 

Bank . 1:.. in th n u I l ' the 1t 'emm nt . ,\ 

h.m 

\ I 

nt . 

lh 

" 



Exchange Act also shoved more responsibilities. The bulk of importation paper 

work has been passed on to the commercial banks. The Banks are thus 

important focal point in the determination and allocation of foreign exchange. 

(C) FOREX BUREAUS ESTABUSHMENT 

As result of liberalization forex bureaus were established in Kenya. So far 

40 forex bureaus4 have been established with the approval of the Central Bank 

of Kenya and are in operation. 

These bureaus sell and buy reign urr ncy t and from cu t mcrs 

rc pectively. The e bureaus not onl ' ell r bu. [! re: but als is uc lnt cllurs 

cheques at no commission. The. complim nt or i curr nc. activitie o th 

banks . Currentl_ fore.· bur aus ontrol ' eYen p r cent 1 the foreinn . chan c 

market although it wa till t earl~ I ' ::tY 

btl! in . ill b · enruall/. H r. il i. 

ti mt thi n t m th 

, 

ful this t)p > r 

n -lull' that hanks 

. but a us . 



(D) REGIONAL ECONOl\IIIC INTEGRATION 

The promotion of PTA and its conversion into a Common Nlarket for Eastern 

and Southern Africa (COMESA) together with the recent revival of the East 

Africa Co-operation auger well for inter-territorial trade which will foster 

industrial development. Such regional economic cooperation is important in 

influencing growth and a country's industrial peiformance. A large 

economically integrated area offers opportunities for a larger market due to a 

higher population and income than the domestic market and can facilitate the 

establishment of medium and large-scale projects which can benefit from 

ccon mic o cale. I ' opcrati n arc geared t \ ards the finan in f 

medium and large- cale project pcrati n c ull c c. pi itl;d 

for the benefit of the e institutions. DFI ~ill bcmefit a ' inlu ' tric' make 

efforts to exploit the opportuniti ari ·inJ fr m rc )ional , peration. 

Th hange in K ny · b nkin in :lu. rry . n h undt.: . ll d if\ s them 

\ ithin th l r r . n in• in t tr ks d 

I 
'PI .It 



Each of them has to choose the road that will take it into the next century and 

to the kind of clientele it wants6
. 

1.1.2 DEVELOPl\tffiNT FINANCIAL INSTITUTIONS (DFis) 

The following are DFis involved in industrial and commercial activities operating in 

Kenya: 

INDUSTRIAL DEVELOPM.ENT BANK(IDB) 

ID 1s a wholly owned government DFI c tabli hcd m January, 1 73 b lhG 

Government o Kenya with the ·upp rt o \V rld Bank 1 r the puq> sc of lmtht.:tin<) 

the economic development of K.enya by financing industrial nt rpti ' ' main! · u 'in l 

foreign currency resource . 

IDB' m:mdat nd mi 

K ·r;. by pro idin I on t nn man 

in • 

1 in lllit •. Thi 

m iliz l th 

mi • n i industrial ~h::\ lt pm nt ol 

. . in·• lin. n i.l ·~t 1 '. H medium 

l tl hi. l ilit ·, liqttillil ' It\ I 

1 \\ l 



The Bank's corporate mandate has been enunciated in the Bank's Statement ofPolicies 

and Operating Procedures 7 which has been adopted by the Board. According to this 

Statement the mandate of the Bank is achieved through the provision of:-

a) Medium and long-term loans; 

b) Working capital, machinery finance and export trade related banking facilities; 

and 

c) Corporate advisory services. 

The principal activity of IDB is medium and long term lending. The minimum loan 

size for first lime borrO\ ers is Ksh .10 million ' ·hilc th bank d c not n nnall 

invc. t in a project or group in ' hich it· ma;·imum c. po·ur t an < tw projcd r 

group is more than Kshs.75 million8
. "bile the Bank a i t' all us inc·· 't:ct · it 

concentrate on financing the expansion. mod mizati n, alan in and div rsilicati n 

of . ucces. ful proje with a pro" n tra ·k re rd . 

The B nk giv p th p ithp.iti mpl . •mt:nt and b. t. 

tu t quit d 

e lJ th \ ith )l 

, 



The Bank co-finances projects with other DFis and complement the activities of other 

financial institutions. In addition the Bank seeks to provide loan syndication 

services.To facilitate and enhance efficiency in its operations and ensure that its 

objectives are achieved the Bank's organization structure, management, portfolio and 

balance sheet have been restructured with the assistance of the Government and the 

Irish Development Institute (IDI) Consultants and any bottleneck identified removed9
. 

While the bank has been successful in performing its developmental role its operating 

performance has not been as successful. Since its inception in 1973 the Bank has 

experienced various problems emanating from both int mal and external environments 

leading to fluctuating finan ial pcrfi nnan . or th .. that th Bank. h. bct;n 

in opt!ration it has recorded profi · or onl · 11 y a with the rc ·t n.:cor lin) I s:cs. 

ORPOR TI 1 IF 

IF \ a. cr at d in 1 p n ot th \ · rl i B. nk t. mil. • ~1 1 th~,; s trat~ em. 

id ( th up \ ith l p 'idin 

Ill I I 1 It • 1 

II n tl 



Originally it was not permitted to make equity investments but, since 1961, when the 

corporations articles were amended to permit equity investments, IFC normally does 

buy equity shares11 as well as providing long term loans. Like any Investment Bank 

its criteria for lending includes the financial soundness of the project, but the IFC is 

also supposed to concern itself with the contributions of the project to the broader 

economic development of the nation.It is IFC policy to avoid investing in enterprises 

whose profits depended on excessive protection. IFC tries to sell off to private 

enterprise its shares in an enterprise as soon as this is commercially feasible so that 

it can "roll-over" its capital frequently and increase its overall impact. 

IFC al o offers line of cr ditto Devcl pm nt Finan c Instituti n ' ( ·L ). \long with 

this it provides technical exp~rti c, tand-b · and oth r underwritin arrau,<.;OH.:nt · in 

support of public offering· or privat plac m nt of shar 

corporate securities12• 

EAST AFRI \ D • 4 ·K 

It 

d b ntur · and th r 

1t . • 1\ tntll\ll\it: with 

th 

1\1 ' ( 



wasteful competition and excess capacities(because the imported capital equipment is 

usually designed to produce more than may be required by individual national 

markets) and inability to exploit economies of scale. Hence the main objectives of 

EADB as they are stipulated in the Bank Charter, which was reviewed in 1980, are 

as follows: 

a). To provide financial and technical assistance to promote industrial 

development of partner states. 

b). To give attention to economic development in the region in such fields as 

industry, tourism, agriculture, infrastructure such as transport and 

telecommunication and similar or related fields of development. 

c). To provide consulting, promoti 

region. 

and thcr imilar t.:t icc for th 

d). To upplement the activities of national development a ncte · 1 the \lcm cr 

States by joint financing operations. tcchni ·al a i ·tan·· and b us of such 

agencies as hann 1 or fin ncin 

e). 1o o-op~;rate ith th r in riruri n. • n I t ani7. ti )fi l uhlt · or pn' ate, 

n tion 1 or int tion.l hih 111( \ l { . lt){ m nt I h.\1 n 
1 mt 

I . ll nt (h Ut\ I II ll h 

u 



the usual way raises loan capital from within the co-operation and abroad. So far the 

main suppliers of loan capital from outside the co-operation have been the World 

Bank(speci:fically IBRD), African Development Bank(ADB), Swedish International 

Development Authority(SIDA), European Investment Bank, B-10, Nordic 

Development Fund and Eximbank of Japan. From external agencies the bank also 

gets some funds , which are classified as specific funds, but not ordinary capital funds. 

Special funds are administered according to the wishes of the donor and usually carry 

lower interest rates than EADB lending rates. However, the bank charges a 

commission on funds administered under its special operations. 

AD o crs a range o financial product and rvic · to saiL f tht: n d~ of it. 

diverse clientele in asl Africa. Thi includ Ion t ·nn 1 an ·. ·h rt t 'nn I ~In; ~;quit 

investmen advisory and consultanc_ and t 1 asing.TI1e bank rna. al ·o mak 1 an· 

or quarantee loan to national devel pm nt a )encie 1 r d ·siltnat d project · aorced to 

by the bank rather than prm.iding finan dir 'tly t< p~ ·iii· 1 ro ·e ·t. . 

ri ' ly in ol in th 1 di' t • tlli pt ·v: rize pubti 

nt rpri 
. i L l l ll) • s i t t I 

ti 11 
. 
It\ 



INDUSTRIAL & CO:MlVIERCIAL DEVELOPMENT CORPORA TION(ICDC) 

ICDC was established in 1954 and assigned crucial task of assisting "wananchi" to 

actively participate in the economic development of the nation. The corporation has 

put in place a number of small-scale programmes which have enabled thousands of 

Kenyans to set up commercial and industrial enterprises throughout the country. 

Along or in partnership with other investors, ICDC has promoted over 60 medium and 

large projects14 in all sectors of the economy. These projects now constitute an 

important foundation upon which developmenl can be built. 

To facilitate the industrial and econ mic d vclopmcnt f Ken ~t, I 

to provideu; 

is mand~ltcd 

a). \ ntur apit3l fin n m • min rity apal:ity: 'l11i ' i. ' Uhjc ' I to 

b. . I I 

• mpan~ not tc:1h.:t 

I .It I Ill th 

,, . 



c). Management Advisory (consultancy) services: 

ICDC provides general management advisory services on vatious 

displines. The servtces include: management, computer services, 

accountancy systems, internal audit, equity valuations of companies, 

estate management and advising on mergers, acquisition and disposals. 

In keeping with the need to operate on a more commercial footing, the Corporation 

has over the past two years undergone a major restructuring exercise to enhance its 

effectiveness and profitability in an open market. 

0 IPA 0 KE A (DF K 

DFCK was incorporated in 1963 and its har holde ' ar : 

ICD , onunonwealth D velopment nit d Kin 'd rn), cut ·che 

Inve titions(German) r drln e . . . man 1 nn thcrl:md. ) and Int rnati mal 

·m nc Ofl)oration 

m n ut' t tl 

Jl 



It provides medium and long term foreign currency loans or equity capital to industrial 

enterprises . DFCK does not engage in the refinancing of existing projects, transfer 

of existing assets or in purely corrunercial enterprises. 

DFCK gives financial assistance to only private or public comparues and not to 

individuals, partnerships or proprietorships. DFCK's level of investment currently falls 

into two categories, firstly, upto Kshs.20 million or not more than 60% of the total 

project cost and secondly, upto Kshs.90 million or not more than SO% of the project 

cost16 
• 

. MALLE T •RPRJ FIN E 0 lPA Y LThOTFD( EF 0) 

S ·CO is a ub idiary company of DF K. In rcco uti n th need to promot 

mall indigenous Kenyan inve tors DF K. in partn rship ' ith · me 1 cal and f rei n 

development finan e institutio e t bli h d SEr 

v ntur . Th omp n • 

ot ne\ 

rnll 

in 1 \ ith it· main bj ·cti · · 

· ahl bus in ss 

stablishm(;m 

n .m i 1 h. l ilit. tit n t l 

ul · t t th 



KENYA TOURIST DEVELOPl\tiENT CORPORATION(KTDC) 

KIDC is wholly owned by the Government and operates under the State Corporation 

Act. The Kenya Tourist Development Corporation Act(Cap 382) outlines the powers 

and scope of the operations for the Corporation, including the investigation, 

formulation and carrying of projects for developing the tourist industry in Kenya. In 

pursuance of its functions, the Corporation operates commercial loans programme and 

revolving fund programme18
. 

The objective of the revolving fund is to assi t Kenyan entreprenew·s to become more 

omp titiv in th touri t ector in the lin~ with the cmment p lie to Ken anise 

not the tourism sector but the entire industrial and c mmc,;rcial :c I rs I the c · n m . 

This programme is geared towards rai ing th ·tandard of the t uri ·m acconuuodation 

and other facilities as well ensuring a more equitabl · balan in U1e di ·tri uti n ol 

hotel and lodge in all parts of the untry t en f th t uri. t ;md 

m L pr 'it i t r ll Ut t p t:tti n c,;hid~.: .. ·urio 

d t 

hip ' hil 



Under commercial loans programme, loans are advanced to well established tourist 

enterprises including high class hotels and travel organisations again to facilitate 

realisation of the objectives.Financial assistance is eligible to all Kenyans. In case of 

limited liability companies and partnerships, a venture is deemed Kenyan if 51% or 

more its shares are held and owned by a Kenyan. 

KTDC does not take over loans from other lenders. However, co-financing with other 

financial institutions can be permitted only in cases of an expansion of existing project 

where satisfactory financial results have been clearly demonstrated but working capital 

from commercial bank is not considered part of co-fmancing. In a co-financing 

ituation, th orporati n har c uritit: n "pari pa u" ba i . 

Y IND TRL\L ' T T 

KIE wholl~ m: ned by th O\' mm nt :md p ializ m pr idin 1 1 an lor mall 

entcrpri e . It e t bli h d in 1 1 I l ut was r on. titut d 

in 1 78 nm . nJ ~ · ip.l tJl) mm nr a 't:n • t 

m tin mall untr • 

. ] 
I I ll U 



business counselling and training or referring clients to more specialised training etc, 

and developing industry sheds for sale or lettit.g. 

KIE assists enterprises rangmg from Jua Kali artisans to modem small scale 

industries. It expects the business to be owned and managed by an indigenous 

Kenyans, located within the republic of Kenya, be a start or expansion, total 

investment not exceeding Kshs.5,000,000/-, economically viable and technically 

feasible. 

Generally KIE helps to raise finance both from local and/or foreign sources. At the 

mom nt the OV rnmcnt is the bigge t d n r 9 Ut the pr granun ha been :Hi j ted 

·u stantially b World ank. AD . N R. , ' I \ , kF\V . nd 

KIE considers loans from little .u ,.. hs.lO.( OOf- t K ·h ·.-:0,0001- in th inf mt.tl 

cctor(Jua Kali) and upto Ksh . - 0 - lor t rm.l Dr. · ·urity i · r qmr d 

I 1 \ 'I 1 

tl 



Southern Africa states20
• One of the financial institutions established by this Treaty is 

the PTA Trade and Development Bank in December, 1985. Its headquarters are in 

Bujumbura, Burundi but have been temporarily relocated to Kenya due to on-going 

civil wars. 

The Bank provides loans to promote trade and development to the member states as 

well as opening up new job opportunities which would otherwise not have been 

possible21
. The Bank also has attempted to create a database of information about the 

PTA countries, where member states can exchange technical information, ideas and 

experiences on production and supply ofvarious countries. 

1b.c Bank issue. PTA travellers cheque· \ hich pr m tc tr;l\'d <tn I business in the 

r gion. Howe er Kenya was the last mem r ·tat to i · ·u su ·h ·IH:quc · . 

1.1.3 SPECTFJ 

It h uld l n t d th t th D • nt · uti n t th i.l dcH:l pm nt 

th 

In 



1. Mobilization of foreign currency resources 

Most DFis are quite successful in mobilizing foreign currency resources from bilateral 

and multilateral sources. Some of these sources include African Development Bank, 

USAID, IBRD, BADEA, EIB, SIDA, Swiss l\llixed Credit and DEG. The foreign 

currency funds mobilized by DFis are obtained inform of lines of credit guaranteed 

by the Government and are utilized mainly to finance imported machinery, spare parts 

and imported raw materials. This, together with co-financing facilitated by the funds 

contribute positively to the process of investment or capital formation which is 

necessary for economic growth. onsidering the dearth of foreign currency resources 

in the country D I pla , an imp rtant rol in upplcm~.;ntin the countt ' dT tt in 

getting foreign currency re ·ource: there · [rc~.;in ~ the 1 rei 'fl c. ·chan. c a aibblc 

locally to be used for other purpo ·ew. In additi n. th 1 reinn n.:s 

DFis have upplemented dome ti avin l which a1 ne ar · t ·id r d inad 'qU!lte 1 r 

capital ormation. 
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helped create direct employment opportunities for over 50,000 people23
• Tbis was a 

significant contribution to the total national wage employment in the manufacturing 

sector estimated at 189,600 in 1992.?.4 . DFis also create employment opportunities 

indirectly. 

lll. Transfer of technology 

iii . 

As stated above most of the DFis foreign currency funds have been utilized largely 

for the procurement of foreign machinery, spare parts and to a lesser extent raw 

materials. Considering that technology i usuall embodied in machinery, this activity 

has contributed to the procc s o !Tan fer o fi rei n tcchnol 

expertise into the country. Throu h the pr c · · 

entails negotiations ,. ith potential up li FI · nd a\ ur t 

and related kiU and 

~ll, ,. hkh at tim~;: 

'UI that tin: m ·t 

appropriate technology i el t d an i br u ht int th c untl"\ b~ thdr client . F r 

example DFI insi. t that hin ry h ul i n t l imi rt ·d and i1 

th r hould he a crtifi at o 1 lmi . i Up{ lied. 

hi 1 ' In h h.1 
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policy most of the projects financed by DFis in the past have been import-substitution 

projects, the successful ones have nevertheless contributed to foreign exchange savings 

with positive balance of payments effects. Some projects however have been export-

oriented and have led to foreign exchange earnings again with positive balance of 

payments effects. It should also be noted that by mobilizing foreign currency resources 

and using them productively in financing imported machinery and raw materials DFis 

help in conserving foreign exchange generated in the country thereby making it 

available for use in financing other activities in the economy. In addition the very act 

of borrowing in foreign currency represents an inflow of foreign capital which has 

immediate and direct positive effects on the country's balance of payments. 

IV. 

Economic grov th i a major obj tive t the 

m orne. , \ hi h if equit bly di tri ut d h lp in th .ul' ·a tit n of 1 crt\ B~ 

fin n ing inve tm nt upp rt p1 l nuihukd ll th 

ar 
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v. Development of local entrepreneurs 

Development of local entrepreneurs, most of whom are not conversant with modern 

business practices, is a risky process which the traditional commercial banks are not 

keen to engage in. DFis, in compliance with Government policy, promote indigenous 

entrepreneurs in various ways eg. through undertaking a programme for financing 

1v1edium Scale Enterprises (:NISEs) and specialized "Jua kali" loan schemes. The 

sponsors and management of such firms are provided with advice on various aspects 

of management and operations with view to making the projects more efficient and 

effective. 

vi. Dcccntrali;r.ation and diversification of In lustrv 

re urcc and l n tit thrm Ul th Unlf)'. ln 1 l 1 I • hi thi l)\'ljt: ·ti t: l 1·1 



vii. Indigenization of industrv 

1.1.4 

When most of the DFis were created, there was a deliberate policy by the Government 

to ensure greater local participation and, if possible, transfer the control of indusl:ty 

into the hands of indigenous Kenyans. To implement this policy DFis adopted a 

policy of combining loan and equity investment whenever it was possible to do so. 

There was also a deliberate effort by most DFis to increase local participation in 

multinationals by taking equity in some profitable finns. However, most of the DFis 

are divesting from such equity investments because of the low returns they have been 

getting. 

DFI have in the past relied hea ily n 1 n ,_, m1 l mlin ' ·hi ·h ho.l. ' b ~.:n their 

traditional produ t. In doing o th y h ' de\ loped It: ·i.l · mp ·tcnc and • · p rlt. • 

in thi area hi h on ti tut t th • c in timtwn. upt n 

't hi h their bu in h n uilt 



These other products are: 

Letters of Credit 

DFis have a dealer's license and operate letters of credit for clients to facilitate 

importation of machinery, raw materials and spare parts. Over time these DFis have 

been able to establish business relations with several overseas correspondent banks at 

the major international trading centres in the world. 

Fi'<ed De_QQsi~ 

. liccn ·cd financial i tituti th y arc all ' cd t rai. c dcp sit: In m the publi ' 

although not many have done ·o. Some haYe r 

tenus from the pu lie and oth r i tituti n . Th ~ · ll 1 at1i ·i1 at in th inter-bank 

depo it market by r ei\i ' ng depo it m bank . • nd tinand.ll in titution.· and pia in l 

their d p . it ·ith r put bl in tiruti n . 

n11 l n I 



Management and Consultancy Services 

DFis have qualified and competent professional staff who are utilized to provide 

management and consultancy services eg computing services and accounting services 

as well as preparing feasibility studies for clients at a fee. \Vhile generating revenue 

for the institution such services benefit projects by improving their operating 

performance. 

Bridging Loan 

DFI. provide bridging financ to their projc t h e l an have b en appro cu and 

arc pending disburs~ment. lr m c:tcmal kndc .'. This !acilit. nal ks the pnjt: t to 

proceed with their implementation pro rammc '. Thi · facility is als 

client with good financial backinJ. 
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Correspondent Banking Services 

Most DFis offer correspondent banking services to their clients through their global 

network of reputable correspondent banks. Correspondent banking services include 

external loans transfer of funds and provision of economic and financial intelligence 

information on overseas markets and suppliers. 

Short Term Financing 

This facility is available to project for a p riod not t:X eeding twenty four months. 

Th funili ar in lo al currt;n and ar u.c t.:d f r • ui ition ot 1 cJl raw m, !erial and 

fi . ·ed asst;t . uch · machinery and quipmcnt, 

acqui ition ot motor ehicle . 

rt-Import Finan in 

n ·tw ·ti m l l uillim'S ;\n 1 

n r thi p m . Jl rt-inli 1 t .1 ti iti 

th it tlil) . 



would be ideal for rehabilitation cases, it is realized that such funds are difficult to get 

for the industry. Lending of such funds is done on commercial lending tenns but 

projects benefit from longer repayment period up to 12 years including 3 years of 

grace. 

Venture capital 

Some DFis provide seed capital inform of equity to projects. However, DFI do not 

under normal circumstances take a controlling interest in a project. 



1.2 STATEMENT OF THE PROBLE:M 

ivlost DFis yield marginal or no returns from most of their projects . In case of loan 

projects, most of them are repaying their loans with strains, or they are seeking for 

rescheduling or restructuring of the loan, or they either are under receivership or in 

the process of liquidation. In addition, most of DFis' equity investments declare very 

low or no dividend at all. Tbis is evidence of poor investment portfolio of these 

institutions characterised by high level provisions for bad and doubtful debts. 

'This is evidenced by the following stati tics extracts from the audited finan ial 

statementc; of the DFis: 

Table: l.2 Provision of doubtful debts of DFis0fillion) 

Organization Loan quity 

Gross Prov o· 
0 Gro Prov 0 ' , Q 

IDB 821.0 88.0 10.7 3: 6 .6 

ICDC 2110.8 614.8 29.1 8 28.9 

SEFCO 101.8 L.43 11.-

PTA 
13A TA 7.0 - O.t 7 

KII:. 1 l 11. 

L77.7 .l l. 

I. - .I 
, .. 11 .0 11 . 

Ul : \nnu 1 Ul\1 



Table:1.3 Provision of doubtful debts of Commercial Banks (Nhllion) 

Organization Loan 

Gross Prov % 
Barclays* 25792 893 3.4 
Standard 
Chartered 
Bank 13013 1236 1.05 

KCB 24211 726 3.00 

Credit & 
Commerce 538 8.4 1.56 

Southern 
Credit 
Finance 270 5.62 2.08 

Source: 1994 Annual Audited Accounts 
*1995 Annual Audited Accounts 

Equity 

Gross Prov % 
534 

1925 

375 

From Tables 1.2 and 1.3 it became apparent that commercial bank ' provi ion for 
doubtful debts is far much lower than those of the DFI '. Thi indicat s 1gn of weak 
investment portfolio of the DFis. 

In the era of stiff comp titian DFis must maintain healthy inYe. tmcnt portlolio in 
order to survive. The managem nt of e ry DFI in Kcny. ta · ~.: . the challcn cs or 
developing strategies for lcanin -up th ir im tm nt p rttolio and nsUtin• that th 
in. titution invests n ound pr ~ t . "!11 mdy tc b ;\tn l 
out to determine po ill in tm nr 1 

l 



1.3 OBJECTIVES OF THE STUDY 

The objectives of the study are two-fold: 

(a) To identify possible causes of poor investment portfolio of DFis as perceived by 
Investment :Nianagers. 

(b) To identify possible oversights or disfunctions in the project appraisal process which 
would lead to poor investment portfolio of DFis as perceived by Investment 
Nfanagers. 

1.4 

i) 

ii) 

STUDY 

This study may of importance to the following: 

Development financial institutions 

This study will highlight po sible factors DFis may o erlo k in lectin project to 
invest in. It will create awarene within the b nkin industry, in p;u1icut r Fl 
mark t s gment,. to be . n itiv to u h to .. 

Pro motors 

·n,c tuu • i li · l • t 
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iii) Management 

The study is also likely to aid the management in ensuring that they direct loans to 
economically sound and financially viable projects. Further it can help the 

management in intensifying their monitoring efforts. 

iv) Investment Consultants 

This study forms a sound basis for preparation of feasibility study or bank proposals 

for credit considerations. 

V) Academia 

The study is expected to benefit scholars who may " ish to pur uc further tudics in 
this area. 
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CHAPTER TWO 

UTERA TI.JRE REVIEW 

United Nations have defined project as a self contained capital investment, a separate 

entity capable of being casted with accuracy and of being broken into components and 

functions with definable sources and sequences. Projects can be classified as private 

or public. Private projects are those owned and operated by private citizens with 

minimum control and interferences by Government while public projects are essential 

for public welfare and are undertaken either by the Government as a department or 

by an autonomous body set-up by the Government. AI o project c uld be cla ificd 

as sound or white elephant projects. Sound projects are tho e in whi h the ti ·k · arc 

the minimum and the prospects of benefits to all cone rned are at a maximum while 

white elephants projects are technicall unsound. ri ky or oY ·r-arnbiti us and too large 

for the market or premature for the lev l of le\ el pment in th • ·ountt_ 15
• 

evcrtheles , an. proj ct ha. typi 1 quen t \\ ht h it ha: to go thr u_h. 

in 1 tit Ul I l.u 
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large extensions. In principle, a project is earned out in four steps, during which the 

amount of time and money spent is increased successively26
• 

These four steps are as follows as seen by Hirtz(1992): 

1. Evaluation of Venture 

u. Pre-project or Feasibility Study 

ill. Project Concept Study and concept approval 

tv. Project Realisation. 

'Onnal decisions to proceed or not arc taken after a h of the.: fit t thrc tcp. in order 

to avoid putting too much effort into a project at to early a tag~. In vic;\ f limited 

resources, it is indeed necessary to concentrat effort' on n:ntur · \ hich have a 

reasonable probability of materiali ing."Ib e t p' are bri 11. "Xplained her l lm : 

2.1.1 ~ alu:ltion of V ntu 

•t initi tiv nt mi ri m m. tK t lt th 

niz ti n. Th n inl lll llit.lti 

nt 

ll I I Ut IU 
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Investments, product cost and return are very roughly estimated, if at all. The 

evaluation of a venture typically takes about a week. If the venture look 

promising, the organization will take steps to have a Pre-project or a 

Feasibility Study done. 

2.1.2 Pre-project or Feasibility Study 

A Feasibility Study is a qualitative and quantitative asse sment of preliminary 

solutions regarding commercial, agricultural, technical, economic, financial and 

legal fi Ids. It is typicall rcquir d for n w v ntur~., \Vh rc u h inf nnation 

ha. to be ubmiltcd t partner , govcmrnt:nt \ r 1in nci I in. tituri n . 

For project -.: ho c ea i ility i 

stud. is limited to a Pr -pr 

r quired for n tt producti n ntr 

In c ibility 

limit to l 

In 

ey nd d ubt (but n t th pt titabilitY). the 

nd n ,-.\lu.lli n. It i typkally 

rm r i tin 1 m:uk t • 

Ill l 
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.... 1. 

may have to be made, since information on certain project parameters such as 

site, local conditions and facilities may be missing. 

For economic evaluations, a planning horizon of 10 years is standard practice. 

In this case, the study consists of a Pre-project with investment figures over 

the 10 years, product cost, cash flow estimation and ROI calculation. Cost 

estimations are without uninflated and at current exchange rates. 

A Feasibility Study is carried out by an ad hoc team of experts headed by a 

Project Coordinator. Since the different parameters can ha e a significant 

impact on co t and tim of impkm~ntati n., • ll p. rtit.:. c n crncd h. ·c t 

participate in the dcficition of th~.; preliminary pr ~c 

out alternati es. 

n ' q>t and in \ rki1w 

A fe i ilit_' tudy tak minimum 1 m nth: it m. y t. k mu ·h I n 1er. Stnc 

the input d t, are pr limin. ry th ullin lt UI h.\ .n . ·m. y ol 

ppro. ·imatdy 2( n 

ll 



The Project Concept Study consists of the elaboration of the Project Concept, 

including time schedule and investment cost, as well as, if appropriate, a 

review of the profitability. The Project Concept typically includes: 

Products, packings and sales forecasts 

Future development 

Process and service facilities, quality assessment 

Site location 

Preliminary plans, layouts and master plan 

Organisation and manpow r 

Pr paration o production 

Warehousing and 1 gi:tic 

Environmental protection and ·at· tv 

Information te hnology 

Pro urement and imp I1 tion 

Inv · tm nr t. 

l \ 



the mandatmy standards of the company or Group. The Project Manager is 

also responsible for cost estimate, time schedule and resource planning. 

Such a study typically takes 2-6 months and at least 1,000 man-hours. Under 

normal circumstances, and apart from unexpected inflation/exchange rate 

variations, the accuracy of investment estimations will be within +/- 10%. 

A major step before the Project Realisation is the approval of the Project 

Concept by the Board of Directors of the company. This includes a review of 

the Concept as well as deci ion regarding the following points: 

Proper balan c bctwt.: n bu. inc . oal and the technic. 1 elution 

provided 

Speed and quality o functional input 

Final deci ion on ·p d of impl mcntati n Ia · k . 1 ut · · and 

re ponsibilitie 1 r 11 th~; ul 4ucnt ph. 

Idcnti1i ati n riti 1 ti\ "ti 

m it i im iti lh 
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2.1.3.1 Bank/DF1'S project appraisal 

DFI's lending policies and procedures are designed to ensure that 

projects financed are economically sound, financially viable, 

technically feasible, environmentally acceptable, socially desirable and 

have positiv contribution to the national economy7
. DFI's participation 

in the project starts from the basic project idea to a commercially 

operative enterprise and involves the following stages as outlined in 

IDB Brief: 

a) Proj ct l<.lcntilication 

The project id a · are c ·vcd ft m p h.:nlial sp ns · ~m i tlu: 

Bank' O\ n r 3r h a th iti . 

b Proj t parati n 

• nt inl n.11i n . n \ l . 
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infrastructural facilities, premises and the subject of security 

eg. search on the title deeds. The Bank utilizes its own multi­

disciplinary working team comprising of a lawyer. an engineer, 

an economist and a financial analyst who undertake various 

aspects in project preparation process. 

c) Project Appraisal 

This is the most crucial stage of the project cycle at which the 

Bank makes a critical e aluation of the major technical, 

on mi , tin ncial, in. tituti nal nd manaoerial aspect to 

detc.:nnine the ia ility I the rojc ' ( and t m:lk a dt: isi n n 

\ beth r to financ th project r n t. In brid. this ·:duati< n 

take: into a aunt th toll "in l 1.1do ·: 

hni ul 



* Financial Aspects 

Past performance, financial strength, ability to service the loans, 

leverage, profitability. 

* Managerial As pec1s 

Nlanagement competence, experience and qualification of key 

personnel; technical services, industrial relations. 

l<trk t ompetition 

• 1arket for the project' products. both d ntt!'tic and .·r o•t· 

laws and regulations or customs which alT t marketin 

t the end o th 

nd ubmitt l 

n 

th 

• n . ppr. i. .I rep rt i. ·ompil d 

1 l m tin 1( 1 
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d) Project approval and legal documentation 

Upon the approval by .tvianagement, the detailed appraisal report 

together with recommendations on the requested finances is submitted 

to the Investment Committee of the Board of Directors for 

consideration and approval. The Investment Committee reviews in 

detail all the key issues of the loan request, in respect to sectorial 

policies, financial and economic viability and collateral security 

arrangements. The Investment Committee's approval and 

recommendations are ubmitted to the full Board of Directors final for 

approval. ·or ·or ign urr n I ans wh li funds a.r t be u ed for 

procurement of foreign goods and crvices the tt:m1 and nditi ns I 

the loan are subject to appro ·al b. the e ·t mall ·nd 

The Legal Document tion pr '- tart a.ft r • pr r '.1 .md in '" ~.:: lral in 

a I r o Of~ r noti1} in th 

n ition.'i undc hi h h 

pr :par m 

. n i t l 

h 
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..... 

An appropriate project organisation is to be set-up. The project manager has the 

overall responsibility for the realization within the defined concept. 

The major activities during project execution are: 

Detail planning and specification of facilities 

Design and specification of buildings 

Contracting and procurement 

Recruitment and training of factory operating staff 

Sourcing and purchasing of ra~ and pa king materials 

Development and imph;mcntati n f admini tr ti c . t~.:m 

ommissi()ning and tart-up. 

The time required for a Project Realization vari "id Iy Ir m n pr ~ 1 1 .m thcr 

(1-3 _ ea ).During the realizati n ph th Pr · 

progr · .. report. ·hi h in lu ·p ndim . nJ rim h lui r pm1~ 

h vc to be;; ubmin d ro lh . nk I . ilir t m nit nn• . 
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future28
• Capital investments require large cash outlay and have long economic lives. 

As a result, they do involve many complex factors which need to be understood and 

anticipated. The economic lives and flow of cash proceeds of the investment proposals 

on the basis of which investment decisions are made are forecasts whose accuracy 

depends on circumstances surrounding the investment proposals. Therefore it is 

expected that actual results may deviate from original estimates. Being aware of this 

fact investors may seek to manipulate the estimates through provisions for risk and 

uncertainities to enhance their confidence about the profitability of the proposed 

investments. These issues should be analysed and atTanged in a useful manner to 

avoid mistaken decisions. When d aling with compte. inve tment proposals, decisions 

based on experience or rule of lhc thumb an n t bc rclicd up n '9. 

In order, to make investment deci ion the folio\\ in critical fa t 

b financial institutions· proje l a kground. mana rial ·p iability, 

economic soundne. te hni al t a ibility and m rk t omp tith n . 0• 'll1 ,_. !act 1: 

are di . cw. ed in brie her und r: 



A). F£NANCIAL VIABiliTY 

Financial analysis measures the returns from the project accruing to the firm. Banks 

should analyse the financial statements of every proposed projects to detemrine their 

financial profitability and capacity to meet long-tetm and short-term obligations. 

Financial ratios as well as cash flows of the project should be analysed. Tbis analysis 

is usually on pro-forma financial statements as well as recent performance reports of 

the firm if they are available like in the case of rehabilitation or expansion projects. 

To be able to establish the financial viability of th project the following tools are 

notmally used: 

a). Financial r.1tio analvsis 

The general practic i. to compar th r ti tor the tim1 \\ ith th 1 att tlL' 1 >r 

lhe indw try or lin ot bu in 1
• l11i. should h 

mu. t 

1 h m th it du It • 
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Various financial ratios which should be computed include: 

i). Liquidity ratios 

Liquidity ratios measure the firm's ability to meet its maturing short­

term obligations. Therefore it is crucial for the financial institution to 

ensure that the funds it loans to finance the projects are repaid. It does 

not make sense - financial or otherwise - for a banker to lend money 

to a business which is unable to repay its debts32
. As a result, solvency 

or liquidity ratios should be computed to establish credit worthiness of 

the project. 

ii). Profitability ratios 

These measure management' effe tiYene a . ho\\'n y th return 

generated on sales and inve tm nt. Profit. r . nal. ' ~.:d as an inorcdicnt 

that ensure continuity nd ' 'lh 1 bu:in . s nt rpri. . 



iii). Leverage ratios 

These measure the extent to which the firm has been financed by debt. 

Of concern should be the project's debt ratio, debt service coveraoe 
Ol 

times interest earned, debt-equity ratio and security coverage. 

iv). Activicy ratios 

These measure how effectively the firm is in using its resources. 

v). Growth ratios 

These measure the firm's ability to maintain it economic p ition in 

the growth of the econom. and industry. 

vi). Valuation ratio , 



directly to the goal of maxmuzmg the value of the firm and 

shareholder's wealth33
• 

b). Project's financial rate of return 

This is the discounting factor which equates the project's expected cash inflows 

to cash outlay (investment cost). It is one of the tools that should be used to 

analyse the financial viability. It is relied upon as an overall measure of 

project's financial soundness and capacity to repay it's loans. However, the 

yield or financial rate of return should be greater than the bank's average cost 

of capital for the project to qualify for financial as i tancc34. 

c). Break-Even Analysis 

Break-even analysis is a device for d t rmining the p int at ' hi -h 'ak \Vill 

just cover co. ts. If all of th firm' o ts '• ri. bl the ubje t f bn:a"-

even wpuld not om upH. ut th 1 H:l ot 101. l an b on.:atlv . . 
influ n~; d by the iz th tmn m. k • th 1 ullin 
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l3 ). 

the lowest production and price levels at which the fum can operate. Volume 

break-even should be computed using the following formula: 

Fixed costs(FC) 

Break-Even point( units) = ---------------­

Contribution margin 

Volume break-even analysis should be supplemented by cash break-even 

analysis which is computed as follows: 

FC -depreciation 

Cash Break-Even point(shs) = ----------------­

CIS ratio 

Where C = contribution margin in monetary terms 

S - sales in monetary term 

1bis is another tool that should be used to analy u the profitabilit. and 

financial soundness of the project. 

Economic anal is m 3.! ur s th 

fin ncial an ly i m h~ m ruin\ 1 lh mn. l· < lll mi 

c luation vc1 11 e m in 

I • 

IU 

·I J h 



economic costs. Little-Mirrles methodology is used to calculate ERR36. The 

methodology is based on the use of Cost Insurance Freight(C.I.F) prices and 

not market prices for all internationally traded items (output and inputs) and 

adjusted prices on all non-traded items. All components essential for 

development are incorporated in its computation. The analysis mainly focuses 

on: 

i). Foreign exchange earnings or savings, 

ii). Utilization of indigenous material resources, 

iii). Provision of more employment opportunities, 

iv). Promotion of development in other industries, 

v). Distribution of income and pr ~eel 

vi). Enabling the country to be elf-reliant. 

These components are quantified and by makin(T appr priat • tlju. tmcnt , t thl.! 

financial cashflow the are converted int 

the computation the onl. adjustm nr m d 

r t ~:nclils. Tn 

• nnu: l tin n 't:ll -;~ h11m r 

the proj t i th valu tion o rr d d omm Jiti in t m1s t h r :t r pri es. 
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b). 

accordance with the concept of the opportunity cost, the projects with the 

highest ERR should be attended to first. If the rate is lower then the adoption 

of the project is a cost to the economy i.e misallocation of resources is bound 

to occur7
. 

Any project on which the expected financial rate of return is above the bank's 

lending rate and the estimated rate of return is satisfactory and is clearly 

eligible for a loan. If the economic rate of return is satisfactory but the 

financial rate of return is below the bank's lending rate then the project should 

be considered for the loan only if soft loans are available or the bank has at 

its disposal special funds carrying low r rat of inter t. No loan 

extended to projects on which economi rate o return is un. Mi ·fact ry unless 

there are unlikely to be sufficient projects a ·ailable for the bank' · con ·id ration 

in the near future and the finan ial institution ha ub tantial amount f unused 

funds. 

\n >th r m 
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economy. Only direct employment opportunities should be considered in the 

analysis. 

c). Value added of the project 

It measures the payments to primary factors of production i.e lancllabour and 

capital, engaged in a particular economic activity or a set of economic 

activities. It is a measure of contribution made by these factors in transformina 
~ 

a set of inputs into different output. It can be measured for a :fi.nn, an industry, 

a sector or the entire economy. Invc tment analyst or officer hould be 

concerned only with the value add d forth tinn or indu. try. 

There are four sets of choices to be mad in calculatin } value add d. 'lltc 

value added concept can refer to dom ti or national value add d: ,ro,: or 

net value added; value added at fa tor t or m. rk t pri~.; · .md valu • added 

at domestic pri s or world pri 

o proj it i. r ommend 

it i more omm n1y 

in th hr n in lu It 
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i). Value Added= 

ii). Value Added = 

Rent + Wages+ Salaries +Non-wage benefits+ 

Depreciation + Interest + Profit 

Total revenues - Expenditure on all non-factor 

inputs 

Projects with gross local value added of less than 33% should not qualify for 

financing. 

d). Foreign Exchange Earned or Saved 

In view of the relative importance of foreign ex hangc in our conom it i · 

necessary to assess the effect of a given investment on the forei n e. han e 

position. Foreign exchange can be aved or earned. 

Foreign exchange . aved i cstirn t 

.I.l· luc ot equiv I m tin 1m r1 1 

01 1 '0 e. 
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). 

Foreign exchange earned is computed as follows: 

Free On Board(F.O.B) Value of all exports less F.O.B value of inputs( 

if not previously exported), C.I.F value of inputs( if imported), all 

factor payments abroad (which include repatriated salaries, interest to 

foreign lenders and dividends to foreign investors) and depreciation on 

import content of capital. 

The effect of an investment on foreign exchange position determines its overall 
effect on the balance of payment position of the economy. 

e). Domestic Resource R.atio(DRR) 

Domestic Resource Ratio(DRR) is used to m a ure the effect of domestic 
resource utilization. DRR defines the number of hilling. gen rated a a re ult 

of borrowing one unit of for ign urr n 'Y· Pr ~ ts r 1. ing on local raw 
mat rials skould be n our, g d on tht:: b. i th. t l c. l m. t rial h~.:ap and 

al. o r du demand of th 

1 ll\ · , nm nt I n im nU · 11- in of dt 

tl n hi hI rin it 
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financial risk assessment procedures38
. By integrating environmental risk into 

traditional risk assessmen~ banks do not see environmental risk as "add on", but part 

of the core business. 

The following are some of the guidelines applicable as provided for by United Nations 

Guidelines for Project Evaluation: 

i). Waste treatment 

Analysis of all outputs including bye-products and was te for the treatment, 

reuse and assimilation should be done. Need for treatment plant hould al o 

be inves tigated. 

ii). Site assimilative capacity 

Present or baseline anal_ se. of ir. 

determine 6riginal conditio~ nd projt: 

. hould b ozon lay r tri mil:. b P · 

ar, ble land or I to 

t r • nd bnd ~.;, rryin!7 apa ' ity to 

lon . ·n1 plant 

h ul n 1 t ult to de ,t~ld. tion >l 



iii). Social aspects 

Effects of the project on human relations in settlement patterns should also be 

analysed. Therefore the project should be socially desirable. 

iv). Health aspects 

Effect on welfare and safety of population near the plant should be 

investigated. The project should not be emitting toxic gases. 

However, ecological considerations are more important for some projects cg tannctic , 

fueboard plants, chemical plants, etc than others. There ore the anal ' t hould 

establish that there would be no harmful ecological effects ari ing out a proposed 

project. 

D). TECHNI AL FEASffiillTY 

·It is cruci l to c 1 uat th t hni 

not onl. w hcthcr i l \ ill 

the dill 1 II! fun ti 11 • 

~I ibiJit th 1 in t I t to d 1 nnin 

1 rt h 



factors eg raw materials, labour, electricity, water, fuel etc should be analvsed. 
~ 

Sometimes technical management agreements do exist in projects. If tied to supply, 

technical management conditions should be scrutinised to see whether there are fair 

and whether the project is protected39
. 

E). :MANAGERIAL ASPECTS 

Competent management of a project must be assured. Project plans should include 

compre._hensive training of Kenyans for advancement at all levels. The analyst should 

examine whether the management pursues reasonable fiscal policies. Thi requires 

sound accounting, adequate control of resources forecasting and budgeting of cnpital 

expenditures and outlays, quick and accurate reporting of condition and a 

maintenance of balance between equity and debt. 

Every organisation should be alert to increase efficien Y and to m t th -hall nge of 

competition in the use of new methods. Te hnol gi 

project should be effi icnt in its produ tion. Pr du ti n 

d velopm nt o lo: lty and mor I thr u h ruitin . t .linin ( un l p t nne I 

pra ticcs throu h out th nt q ti . h 1 cl\\ilhlh 

~ ~ pon. ihility of pt m tin' l 



No enterprise can remain healthy without provision for originating and investigating 
new ideas, processes, and procedures. Appraisal must consider the number of usable 
ideas developed. Therefore investment analyst should assess how well the management 
are executing their research and development responsibility40

. 

F). lVIARKET ASPECTS 

Kotler asserts that without market, projects can not exist. Therefore the analyst should 
consider the market potential of the products of the project both for the local and 
export market. The extent of competition in the market should be analysed. urr nt 

marketing strategies employed by the firm to counter-attack tiff competition from it 
rivals should also be covered. Marketing tools the project use or intends to us~ 
should be accessed. These include, inter alia, sales promotion. price-off:', extra-filling, 

exceptional packaging and advertising. 

£0LIA TERAL SE RITY 

Banks nonn lly ac cpt d b ntu 

gu r ntc :1 urity. 'll1 

0 

1 h. 
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a). Debenture 

Any instrument creating or acknowledging a debt might properly be called a 

debenture whether issued by a corporation or individual. It is usually under 

seal and create a charge over the whole or some part of the company's 

property41
. A debenture contains at least four clauses on its face. These are: 

i). The promise by which the company to repay the principal on a certain 

date 

ii). A promise to repay interest in the meanwhile 

iii). A charge on the company's assets 

iv). A provision that the debenture is issued with the benefit o and ubj t 

to certain conditions which ar fr qu nti t.mdot 't!d thet'eon. but may 

otherwise be annexed. 

A debenture makes the principal urn payable at a fi\:ed date but provide f r 

the immediate payment in certain event \ ·hi h w llilll. • ar ::. mpt marie f 

insolvency ane in which th d b ntui 

<.:nd. ngercd. , u h nt 1 th n lll· ~ m nt . ' in lin' \ll) l)\ l 1, 

or resolution for v >lunt. • liqui ti l ,\ 



When two series of debentures are issued successively, as the case for 

syndication of loans, constituting a floating charge they rank according to the 

date of issue of each series in the absence of anything to show that they are 

to rank pari passu. Debenture could be classified as first or second. Niost 

banks insists that if debenture is to be used as security then it should be first 

and created on all movable assets of the borrowing company42
• 

b). Legal Charge 

Legal charge is one of the Bank !vfortgagc Forms and is usually created on 

freeholds. Hence it is created on all assets that are immovable i.e land and 

buildings. There are several advantages of employing legal charge a 

security43 viz.: 

1. The document means what it say . Thi make it ea i r for a customer 

to understand the deed that he i ex uting. 

11. Precisely the arne orm m ' b u d r m rt • m l >th tree hold · 

and le:t. ehold . hi 



ill. The legal charge has a special advantage in relation to leaseholds. 

However, for the bank to accept to charge a leased property, the period 

of the lease should be at least as long as the period of the loan. 

c). Banker's Guarantee 

As at the time of seeking for financial assistance from a bank it may happen 

that the project's assets are pledged with another bank which is not willing to 

share the securities or release them. In such a case, the bank may request the 

promoters to obtain a banker's guarantee to be used as ecurity. Thi 

considered to be a safe security. However, the proj ct has to mct.:t barge for 

such a service. 

d). Directors' Guarantee 

In order the bank to have total e uri~· it m. · r uir 

company each# to u •• nt th I ), n .tmmmt. 

lienee the dire t ot ll\ li.lbl . 

b. senti.lly 

urit. 

Jir I I . II 
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It is crucial for the analyst to understand the common causes of financial 

troubles so as to identifY a potential problematic project, alert the management 

of the bank and assist them in taking corrective action before the situation 

becomes too serious. Newton(1985) pointed out possible common economic 

causes of business failures. 

2.3 ECONOl\IIIC CAUSES OF BUSINESS FAILURES 

Business failures have been with us as long as busines es have exist d, and their end 

is not in sighr5
• Failure has been defined by \Vebster as "the tate or fact of being 

lacking or insufficien~ falling short" While all businesses plan to be ucc ful, not 

all of them accomplish their objective. The fact that many finns fail to achieYe ucce 

is evidenced by the increasing number of busines. e that di ontinue p rati n: or 

operate at very low level of their capa itie . It i not ea. y to dd nnin th , '\a t 

call')e(s) of financial difficulty in any indi'\iidu.l 

enumerated the followi'hg a. po ibl u t ll in 

"' Ov rcxt n. ion o rt:dit , n t 

fncflt icnt "' 111 1 m nt u l 

.1 1.11 latic 11 

inal ilit • I 

, 

tJ I h ult m tl 
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2. 

sales, improper pricing, inadequate handling of receivables or payables, 

insufficient working capital including weak cash position, unbalanced capital 

structure (unfavourable debt-equity ratio), Inadequate insurance 

cover, Inadequate accounting methods and records, insufficient capital and 

lack of marketing efforts. 

* Casualties (acts of God) like fires, earthquakes, floods and explosions. 

* Other outside immediate causes eg stiff competition, unfavourable 

economic conditions, adverse movements in commodity price , political 

reasons (Government interference) and adverse Government p li ic . 

DFis which have injected equity on projects expects return in form of dividends. 

Dividends received by the Bank therefore determine hether a proje I i' ucce '. r 

not. However, these projects normally have di\.id nd p li ie. \ ·hi h d I rmm the 

division of earnings between paymenb to t kh ld • nd r im c tm nt in th tirm 10
• 

These factors are enurtlcrat d helm ·. 

air 



a). Liquidity Position: This determines the finns ability to pay cash dividends 

b). Need to Repay Debt: If a firm decides to retire its debt, it will generally 

require to retain its earnings 

c). Restrictions in Debt Covenants: Debt contracts, particularly when long-term 

is involved, frequently restrict a finn's ability to pay cash dividends. 

d). Rate of Assets Expansion: The more rapidly a finn is growing, the greater the 

needs for financing asset expansion. 

e). Profit Rate: The expected rate of return on as ets determine the relative 

attractiveness of paying out earnings as dividends. 

f). Stability of Earnings: A finn that has relati ely tJbl· eJrnin . i oft n abl 

to predict approximately what it · future amm \ ill he. u h . tirm i lik ly 

to pay a higher p rcentag o it nun th n . urn \\ ith llu tu. tin 1 • min l • 

J ) . to U1 'apit•l ~lark II ith a 1 < t l l 

rh m 1 l in th ir 



h). Control: Some corporations expand only to the extend of their internal 

earnings. Tiris is because by selling additional common stock it will dilute the 

control of the dominant group. Reliance on internal financing in order to 

maintain control reduces the dividend payout. 

i). Tax Position of Stockholders: The tax position of a corporation's owners 

influences greatly the desire for dividends. The owners prefer taking their 

income in the form of capital gains rather than as dividends, which are subject 

to higher personal income tax rates. 

; 



CHAPTER THREE 

3. RESEARCH DESIGN 

An exploratory research design was considered appropriate for this study as it would 

act as an eye-opener in the research area. It would be particularly helpful in breaking 

this broad problem statement into smaller, more precise sub-problem statements. In 

addition, it would clarify some of the concepts in the research area. 

3.1 THE POPULATION 

The population of this study consisted of all the Development Financial Institutions 

involved in financing industrial and commercial activities registered under the BanlJng 

Act and listed in the "Directorv for Commercial Bank . Finan ial In titutions, Buildino • 
0 

Societies, and representative offic of foreign bank op rating in K nya a . t 2nd 

pril, 1996. 

~:n th izc ot th 1 JUlali n nin ni ut. 



3.2 DATA COLLECTION METHOD 

The information sought in the study was collected using a structured questionnaire as 

shown in Appendix 2. The questions were developed from a study of the pertinent 

literature and informal discussions with some Investment .Nianagers in these 

institutions. 

The questionnaire consisted of five sections( see Appendix.2). It had both closed and 

open-ended questions and has been designed following the likert approach ie. five 

point likert scale. The divisions were meant to simplify work for th re. pondents and 

for classification purposes. 

SECTION A 

The section collected general information from the r p ndt:nt. . Thi. inf nn~ltion 

pertained to the name of the institution, th produ t. r r. 

Projects they finance, anll sectors they . p n or or l r m t · 

B 

11ti .td Ire c I it ·II I j t 1l i l : l I ni I f 

I t l im rt nt in 
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covered. Omissions or disfunctions during the appraisal process by bank officers 

which could have adverse effects on the future of the project were covered. 

SECTION C 

1bis was aimed at obtaining information on project realization. Possible reasons for 

delays in appraisal and implementation of projects were captured. 

SECTION D 

The mam arm of this section was to identify po sible constraints m monitoring 

exercise and debt collection. Symptoms of failing projects and po sibl caus of the 

same were identified too. 

~ECTION E 

Thi ·• lf tu on quity pro· t \ ' th th . 1111 s section addressed ttse to rc m _ 

PO. sible reason. why u h proj I d 



3.3 DATA ANALYSIS lVIETHOD 

The objectives of the this study were to establish possible oversights or disfunctions 

during appraisal process and causes of poor in estment portfolio. 'Th.is section 

therefore contains a presentation and analyses of the data that was be collected in the 

survey. The two major tools of analysis that the researcher have used were descriptive 

statistics and factor analysis47
. To perform factor analysis, SPSS statistical package 

was used. 

, 



CHAPTER FOUR 

4. DATA ANALYSIS AND FINDINGS 

1bis section is divided into five parts each under a different heading. Under each 

heading, all the responses from the respective part of the questionnaire relating to the 

heading are presented and discussed. The first part reports on the findings relating to 

background information. The second part details with project viability and 

omission/disfunctions during appraisal process while the third part deals with reasons 

for delays in project realization. The fourth part covers monitoring and debt collection, 

symptoms and causes of failing projects. The last part embodies return on quity. 

Out of the thirty DFis' Managers or Senior Investment Officers approached. twenty 

two responded. This implies that a response rate of 73.3% (ie. 22 30) wa achie ed. 

PRINCIPAL PRODU TS OF DFI 

Th · principal produ ts / crvi nd th numb r ·I h.t ~ l ~ n 

umm~ui . d in the oil )\ in 1 ltbl l I ' : 



Table:4.4 Principal Products of the DFis 

Product/Service No.ofDFis 

Long Term Loans 9 
Short Term Loans 6 
Letters of credit 3 
Bridging Finance 2 
Rehabilitation Funds 5 
Venture Capital 4 
Guarantee 2 
Consultancy 9 

All these institutions ranked long-term loan as the most important product while short-

tenn loans ranked second by 55.5%. Letters of credit wa ranked third b 66.7% of 

DFis but all of them ranked consultancy last. 

Generally DFis o er a number of products and it is evid nt from th tati tic a c 

that their major product is long-term lending which i inh rend a ri k busine · 

OF PRO.JE T. 

Table:4.5 atu Pr t r n~ 0 
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4.3 SECTORIAL PREFERENCE 

All the DFis ranked tourism(eg. hotels) sector first in their preference(see Annex.l). 

Food and beverages was ranked second while chemical and pharmaceutical was 

ranked third. Horticulture was ranked fourth. All the DFis ranked textiles last in their 

list of preference. However, they had mixed feelings on all the other sectors as per 

their order of preference was concerned hence they never ranked them. 

4.4 OVERALL VIABiliTY 

The following is a summary of number of respondents who ranked first various 

factors in deciding on the overall viability of the proj ct. 

Table:4.6(a) Overall Viability 

Factor 

Technical viability 
Economic soundness 
!vfanagerial aspects 

Iarket aspectl 
inancial viability 
oli.:Heral S curi 

" i 

No. of Respond nts 

3 
5 
0 

L 

0 ' . o 

13.6 



In addition, the following is a summary of the number of respondents who ranked last 

various factors when deciding on the overall viability of the project. 

Table:4.6(b) Overall Viability 

Factor No. of Respondents % 

Technical viability 0 00.0 
Economic soundness 2 09.1 
:tvianagerial aspects 4 18.1 
Market aspects 0 09.1 
Financial viability 0 00.0 
Collateral Security 16 72.7 

22 100.0 
---

.tviajority of the respondents(72.7%) ranked collateral securit. last when dett:nninin 

the overall viability of the project. Managerial aspects and conomic undn w r 

ranked last by 18.1 °~ and 9.1 °~ respective! . Hm ever, no re pond nt ranked t chnical 

viability, market aspects and financial viability last. 

From the above tables it i. I ar that m ~ority th In that 

1111 nl « r' nt ti t 



4.5.1 CORREIA TION lVIA TRIX 

Table:4.7 CORRELATION l\IIATRIX 

Xl25 X126 Xl27 X128 X129 X130 Xl31 X132 Xl33 
X125 1.00 
X126 .60 1.00 
X127 -.52 -.33 1.00 
X128 .99 .68 -.44 1.00 
Xl29 .73 .98 -.36 .80 1.00 
X130 -.01 .56 .59 .14 .50 1.00 
Xl3 1 -.35 -.12 .48 -.24 -.21 .42 1.00 
Xl32 .06 .80 .04 .19 .68 .78 .36 1.00 
X133 -.44 -.57 -.42 -.56 -.61 -.84 -.36 -.53 1.00 

From the correlation matrix in Table:-l-.7, which is the basi o gcn rating the factors, 

variables X125, X126, Xl28 and Xl 29 were found to have at lca:t tr ng po iti c 

correlation. Variables X130 and X133 are also correlated but negatively. ariable, 

X125, X127 and X132 were weakly correlated48
. 

Tabl :4-.8 SPSS output or Part . 
Variable Commun li f um l 1 



The communality is the proportion of the variable's variation to the total variation that 

is involved in the factors. Using Table:4.8 above, all the variables have communality 

value equals to 1. Therefore it can be deduced that all the variables rank the same in 

terms of their contribution to the factors. This supports the correlation matrix. 

4.5.3 EIGENVALUES, PCT OF VARIABLE AND CUM PCT 

The measures in Table.4.8 indicate how well each of the identified factors fit the data 

from all the respondents on all statements. Eigen value is the sum of squares of its 

factor loadings . Because the responses to the statements are standardi ed, the variance 

associated with the responses to any statement equals to 1.0. For example, actor 1 

explains 50.5% of the total variation, Factor 2 explains 61.8°& of the total ariation 

and so on. 

-l.5 .4 INITIAL lATRIX 

Table:4.9 FA TOR . L\ 

Factor 1 # ·a tor 2 r. t r l 

---=-------------------------------------------------.----------------------------------------------

--------------------------- ------------------



Table:4.9 is the initial factor matrix shows the correlations between the factors and the 

variables. 

Variables X126, X128, X132 and X133 load heavily on principal factor 1 while the 

second factor is loaded heavily by variables X127 and X131. 

4.5.5 FINAL VARIMAX ROTATED FACTOR :NIATRIX 

Table:4.10 Final Varimax Rotated Factor Matrix 

Factor 1 Factor 2 Factor 3 Factor 4 

--------------------------------------------------------------------------------------------------
X125 .97261 .10910 -.12706 -.16122 X126 .50047 -.85901 .00237 -.10788 X127 -.37380 -.14164 .89598 .19348 X128 .97191 .21870 -.03639 -.07900 Xl29 .64040 .74686 .02216 -.17776 Xl30 .04471 .65133 .73584 .17975 Xl31 -.17948 .08908 .26531 .94311 Xl32 .01039 .95725 .14527 .-4993 Xl33 -.54542 -.38128 .70450 -.24662 

The rotated matrix gives the revi ed initial t r m tri . • 

rot t d wing v rim· ·. It n mpt t imply th l y m. kin 

II luc r I. 'I hi 

'lh O'lfl icnl >l th m.tri · i ht nd 
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4.6 FACTOR ANALYSIS AND DISCUSSIONS 

4.6.1 VARIABLES CONSIDERED TO DETERMINE PROJECT'S VIABILITY 

Annex.2 shows varimax rotated matrix of the variables considered by DFis are crucial 

when making their investment decisions. Good past performance(X2), Low break­

even(X4), project value-added(X6), domestic resource ratio(X8), foreign exchange 

effects(X9), capacity of machinery(Xll), level of training(X15), adequacy of 

accounting system(X16), research and development(X17), export potential(X23), 

number of competitors(X24), promotion tools uscd(X25) and distribution(X27) load 

heavily on factor 1. In addition, favourable finan ial ratio (. J ), financial rat of 

return(X3), employment generation(X5), economic rate o return(. 7) a ailability of 

in.frastructure(XlO), technological appropriateness(X13), debenture 18) legal 

charge(Xl9), banker's quarantee(X21), size of local mark t (X22) and pricing 

policy(X26) load heavily on factor 2 while fa tor 3 i h a\ "ly load d b. t" 'luu a1 

agreement(X12). Factor 1 explain 62.7~& ·hil f t 2 . pl in. 3_,1° 1 the t t. 1 

variation . 



An analysis of the variables considered by Investment Nlanagers or their equivalent 

in these organizations when evaluating new projects and degree to which they 

consider those variables to be important was done as shown in varima'< rotated matrix 

Annex.3. Employment creation(X30) and availability of security(X33) among others 

loaded heavily on factor 1 while factor 2 was loaded heavily by, inter alia, utilization 

oflocal resources(X32) and export potential (X36). Popularity of promotors(X34) and 

Government influence(X37) loaded heavily on factor 3. This shows that DFis consider 

security cover to be crucial for new projects and amplify their pursuit of Government 

policy through employment generation. The Investment Managers or their equivalent 

agreed that undue influence from promoters and Government affect their investment 

decisions hence these institutions may inv st in projects which are not viable but 

merely because of the promotor behind the project or Government influence. Fa tor 

1 explains 59.8% while factor 2 accounts for 29 .2~o of the total variations. 

A further analysis on the variables con id red wh n making in · 

extending rehabilitation fund! \ a. don . Reh bilit ti n fund • r 

\ hich arc failing but hj uni pp d p t nti.l. 

Anne . .4 indi ate th t lnve tm nt 

ilal ilit • 
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ir 
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Only few DFis gtve seed capital. Annex.5 show a varimax rotated matri"'C of an 

analysis of certain variables considered by Investment lv'Ianagers when deciding to 

give venture capital. Employment creation(X50), utilization of local resources(X52) 

and promotion of indigenous promoters (X53) are variable that loaded heavily on 

factor 1 while availability of social infrastructure(X51) and export potential(X55) 

loaded heavily on factor 2. The implication of this is that DFis stress on the economic 

soundness when injecting an equity capital into the project. 

4.6.2 OMTSSIONS ORlAND DISFUNCTIONS BY BANK OmCERS DURING 

APPRAISAL 

A varimax rotated matri"'C on Annex.6 show that failure to use audited account (X58) 

use of unreasonable estimates (X60) omission of some estimate (X61 ), non-pr edural 
' 

or informal arrangements between the officer and inv tor eg. brib r;. • 0 7) and 

ailure to do market urve_ (X69) load heavily n a t r 1. I • ck ot qu t. ri ns or 

in dcquate numb r(X59) ilure t h · m - : nd 

1 ilurc to ndu l r \ m t ri I 

h 
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It can be presumed from the above that failure to use audited accounts is either due 

to the fact that their clients are new, do not keep the accounts or simply difficult. 

Corruption is eminent in these institutions as officers accept favours from the clients 

hence lack professionalism, accountability and transparency. Most of these institutions 

do not conduct a market survey and raw material supply study in order to ascertain 

the expected market share and reliability respectively, this con:finns that their research 

departments are weak or do not exist. Further it can be inferred from the above that 

it is not upon the officer appraising the project to ensure that all security arrangements 

are in place as this is the responsibility of the legal department. 

t6.3 REASO S FOR DEIA YS IN PRO.JECT REALIZATIO 

!vlany projects fail because they started on a wrong phase hence their implementation 

and commercial production delaid. It is worth to not that loans arrears a crue a, the 

project implementation delay . Varimax rotated matrix \nne.·. 7 ho th. t lal:k of 

bank propo. als or ea. ibility . tudi (X71) d 1. y in 1 , 1 dt um nt. ti n • ·1. ), 

promotor' ailure to i'tlje t owner' l. 

probl m 

mmitmcnt b , 

n 
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factor 3. Factors 1, 2 and 3 accounts for 62.2%, 20.2% and 16.6% of the total 

variations respectively. 

4.6.4 MONITORING AND DEBT COLLECTION POUCY 

A final varimax rotated matrix Annex.8 show possible constraints in monitoring and 

debt collection. Lack of financial statements of the clients(X84), limited site visits 

(X87) and inaccessibility to promotors(X88) loaded heavily on factor 1 while skeleton 

monitoring staff(X85), mode of payment-bankers or company's cheque(X89) and debt 

collection policy(X90) loaded on factor 2. Factor 1 explains 54.5% while factor 2 

accounts for 35.4 % of the total variation. 

It is a requirement in the letter of offer that the loanee hould upply the bank ~ ith 

its monthly or/and audited accounts. Howe er. it i evid nt from the ab ve that th 

do not abide to this requirement hence frustrate m nitorin0 tfort th l1i c . Thi 

may be due to size of the clients e. peciall. tho. lemlin t mall nt rpri. ~ hi ·h 

do not . e the c . n of pteparin ' 

to l m. in in 1 u h ' ilh 
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4.6.5 SYMPTOMS OF FAlllNG PROJECT 

A final rotated varima.-x matrix Annex.9 show variables which can signal the 

Investment Managers on failing projects. Decline in pro:fitability(X91), sales volumes 

dropping at constant rate(X92), liquidity deterioration(X94 ), dubious accounting 

policies(X95), declining market share(X98) and lack of individual 

accountability(X101) loaded heavily on factor 1. Increase in debt(X93), rapid 

management turnover(X97) and lack of strategic thinking or planning(X99) load 

heavily on factor 2 while fear or stress incapacitating top management(X96) and 

reduction or elimination of dividends payments(X102) load heavily on factor 3. Lack 

of attention to detail by owners or management( .. 100) load h avily on factor 4. actor 

1, 2, 3 and 4 explains 69.6%, 14.7~o, 10.4°o and 5.3°& of the total ariation 

respectively. 

The respondents strongly agree that decline in profitability. ale ·olum and market 

share are key . ymptoms of failing proj cts. In ddition 

ac ounting polici s to indow dr r p I1 i t rt 
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4.6.6 CAUSES OF FAILURE OF PROJECTS 

A final rotated varirna-'1: matrix Annex.lO show variables which the respondents 

perceive to be possible reasons for failure of their projects. Inadequate sales (X103), 

improper pricing(X104), excessive overhead expenses and operating costs(X105), 

insufficient working capital(Xl 08), inadequate financial and management 

controls(Xlll), lack of marketing effort(Xl18), adverse government policies(Xl21), 

unfavourable location(X122) and diversion of funds(X123) load heavily on factor 1. 

Excessive interest charges on long-term debts(X106), overinvestment in fixed assets 

and inventories(X107), unbalanced capital structure(X109), adverse movements in 

foreign exchange rates(Xl12), competition(X114), changes in market demand(X115) 

adverse movements in commodity price (X116), political reasons i.e overnm nt 

iniluence(X117), overdiversification(Xl19) load heavily on factor 2. . \lth ugh. 

overextension of credit(Xll3) and acts of God(X124) load heavil: on fa t r 

actor 1 accounts or 63.1% o th total v, ri tion . H 

th above that with xccption o 

v ri h1 re] te to in 11 ien ' o 
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stretched to unbearable limit or some of the divisions go burst adversely affecting the 

main business. It is also evident that some projects close their doors because of 

political reasons i.e Government interferences, this is so in cases where projects have 

parastatal status. Most of the projects in Kenya rely on agricultural sector for raw 

materials hence acts of God like prolonged droughts affect their performance. 

4.6.7 RETURN ON EQUITY PROJECTS 

.l'vfost of the equity projects declare no or low dividends. In fact some declare dividend 

when they want to approach the bank for a repeat business. A fmal varima:: rotated 

matrix Annex .11 show that unfavourable liquidity position( .. 125) and need or rat 

of asset expansion(X128) load heavily on factor 1. However The need to repa 

debt(Xl26), low profit rate(Xl29) and the need to maintain control( .. 1 2) load on 

factor 2. Unstable eamings(Xl30) and high tax po ition of orne hareholders load 

heavily on factor 3 while factor 4 is loaded b ~ 

market<>(X 131 ). 

t.1in ·d nun 1 a h ap ou mn: 

Th ore if finn re rt thi , it 

lh 

to th apital 

t rm ' . nt 1 c. 1 . n I. 

p 

hit 

m tn r t 



somewhat disagree that high tax position of some shareholders influence dividend 

policy of any of their clients. 



CHAPTER FIVE 

5. SUMMARY AND CONCLUSIONS 

s.l 

The objective of the study was to explore into the area of poor investment portfolio 

of the DFis operating in Kenya. Among other things, the study was to come up with 

possible reasons for failure of DFis projects and omissions or disfuncti.ons by 

investment officers that adversely affect the future of the project as perceived by 

Investment Managers or their equivalent in the organization. 

The literature covered in this study dwelled much on the project apprai a1 proce 

which is the backbone of any investment decision, reasons of economic failure and 

factors that influence dividends of any compan . 

From tn rc c rch tindin a pr nt d m thi Ill 1\ , 
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5.1.1 CONCLUSIONS ON SECTORS, PRODUCTS OF DFis AND VARIABLES 

CONSIDERED TO DETERNIINE PROJECT'S VIABILITY 

From this sectio~ it can be deduced that long-term lending is the main stay of DFis 

although they offer a wide range of products. Ideally, long-term lending is inherently 

a risky business since the future of any project is uncertain. Any change affecting the 

project over the loan period has riffle effects on the status of the portfolio. 

Secondly, DFis prefer investing in sectors which are more prone to demand variability 

like tourism and food and beverage or depend on imported raw materials like metal 

and engineering and chemicals. In addition, they inve t in new and rehabilitation 

projects which are more riskier. 

Essentially, DFis support Government policy as concerns industrialization, redu lion 

of unemployment p1 oblems, support transfer of appropriate technology and balan ·e 

of payment~ . It became evident rom the tudy th t D 

excessive development orientation which h · d\ 

p rtiolio: Su h ob lh ir 
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5.1.2 CONCLUSIONS ON 01\IIISSIONS OR/AND DISFUNCTIONS BY BANK 

OFFICERS DURING APPRAISAL 

According to the analysis in this section, the respondents strongly agreed that failure 

to use audited accounts could adversely affect the future of the project. Non­

procedural arrangements( eg.bribes) or officers accepting favours from the clients result 

to projects which do not qualify for financial assistance if appraisal was done the right 

way. In addition the respondents agreed that they are influenced by promotors when 

making their investment decision. Nlost of these institutions do not conduct a market 

survey and raw material supply study in order to ascertain the expected market share 

and reliability respectively, this confi.nns that their research departments are weak, do 

not function properly or do not exist. 

·1.3 CON LUSIONS ON REASONS FOR DEL\ YS 

From this section, mo t respondent() agreed th t ilure to tie-up fin n i.l pl. n du t 

promotor's inability to inject otvn r' quit)• nd oth r b nk tailu rund 

deb 
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implementation schedule. However, they disagreed that Government influence affect 

implementation plan of project, expect in very few cases. Therefore it can concluded 

that some of the DFis projects are not performing well or are heavily geared due to 

the long time taken to implement the project and commence commercial production. 

5.1.4 CONCLUSIONS ON MONITORING AND DEBT COLLECTION POliCY 

The respondents strongly agreed that client's failure to supply audited or management 

accounts to the bank makes the monitoring exercise frustrating and even fruitless. 

Therefore officers may not notice early enough any failing project. fficcrs 

occasionally visit the clients due to lack of neces ary facilitie like v hi lc and 

therefore they are not in touch with the clients hence advise them when n ce ary. In 

addition, the respondents strongly agreed that promoters are inacce ible hence the 

can not intensify their monitoring efforts as all are fruitl . Notwithstanding the fact 
• 

that DFis staff are few, monitoring and debt coil lion i hard t k to pl. y. 

s.t.s 
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From this section it can be deduced that inefficiency of project management and 

adverse Government policies cause projects to fail. Further it can be deduced that 

DFis failure to signal the symptoms of failing projects may be deemed a cause of 

their poor investment portfolio. In addition, acts of God like prolonged droughts affect 

their performance if not making them fail. 

5-1.6 CONCLUSION ON RETURN ON EQUITY 

From this section, it can be concluded that well-to-do projects fail to declare dividends 

or declare very low dividends because of their intention to use retained arning to 

finance asset expansions. Further it can be concluded that poor liquidity positions due 

to poor performance of the projects result to no dividends. Debt contracts in case of 

heavily geared projects also do restrict the amount to be declared a di'id nd but a1 o 

directors may opt to repay their debts hence reduce the amount \'ail bl to pa. a h 

dividends. Further, it can be deduced that high ta.:· po iti no d ~.:. 

not influ nee dividend poli 



Table.S.ll SUMMARY OF POSSIBLE CAUSES OF POOR INVESTl\IIENT 

PORTFOUO OF DFis 

* 

* 

* 

* 

Engagement in risky business 

Overemphasis of developmental role 

Oversights by officers during the appraisal process 

Corruption 

Undue influence by promoters during appraisal process 

Weak research department or lack of the same 

Delays in project realization 

Impedimenls in monitoring exercise 

Failure to identify symptoms of failing projects 

Inefficient management of the project 

Unfavourable or adverse Government policie and Gov mrn nt intert~ r n ~ 

Insufficient raw materials 

Stiff competition 

La· k o g n rou. di ·id nd p li 



5.2 LIMITATIONS OF THE STUDY 

1bis study had several limitations which can not go without mention: 

1. As questionnaires were used, it was difficult to tell whether the respondent was 

giving his own personal views or was stating his or her company's actual 

practice and experience. 

u. The DFis studied are in same way homogeneous in that they are in the same 

segment in the banking industry and offer similar or the same products. Only 

DFis involved in commercial and industrial activities were studied. Therefore, 

the results could not be generalised to include DFis involved in agri ultural 

and housing activitie . 

rn. The respondents o the study were DFI's Inve tment .Managers. ther 

re pondents may result to different finding and conclusions. 

Inve. tment Nfanagers ba! ed at di. tri t o 
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5.3 SUGGESTIONS FOR FURTHER RESEARCH 

The study could not have exhausted all there is in possible causes of poor investments. 

In addition, the lack of time to carry out the research acted against carrying out of a 

thorough and comprehensive study. Nevertheless, the "way" has been opened and now 

its up to scholars in finance to extend the current study so as to cover the entire area. 

Ibis exercise can prove to be challenging, of potential intellectual stimulation and 

interesting. The researcher does therefore recommend a few of directions in which 

such research can be undertaken. 

l. The present study was restricted to DFis involved in commercial and industrial 

activities therefore a similar study on other DFis, especially tho e involv d in , 

agricultural and housing activities, is required. 

ii. Ibis study concentrated on the perceptives of the management on the p ible aus~.: 

of poor investment portfolio. Their perceptives could b di r nt fr m th a tu•1l or 

real reasons. A similar study on proje ~ und r r ·ei hip. r It uiJati n is 

necessary. 

iii. 
The utur o D · un .. in lu 1 th il 
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v. Not all DFis have failed, ideally a substantial number has been successful. Hence of 

particular interest would be on the success candidates. A study on the success factors 

of DFis projects would be very beneficial. 

vi. Tbis paper should not be taken as final word on the matter, but should merely act as 

the pathbreaker towards further research. Tbis is because it is reasonably expected that 

there will always be projects failing and others declaring no or low dividends. 

Therefore a research into the area in the future is inevitable. Such replicative studies ' 

could be carried out to see whether the causes of poor investment of these institutions 

have changed overtime. 



APPENDL"X 2 

QUESTIONNAIRE 

Please answer the following questions by placing a tick [ ] in the spaces provided 
and/or giving details as may be necessary. 

SECTION A:BACKGROUND INFORMATION OF THE ORGANIZATION 

1. Name of the.. Institution: ___________ _ 

2. Currently which of the following products or setvices does the Institution offer? Rank 
them according to an order of importance to the institution. 

Product/service Rank 

Long-term loan [ J 
Short-term loan [ ] 

Bridging finance [ ] 

Letters of credit [ ] 

Rehabilitation loans [ ] 

Venture capital [ ] 

Guarantees [ ] 

Export-Import financing [ J 
Consul tancy services [ l 

Wh. t i. the n turc of the rn.J< 1 P tit uti 

\ I ro·c t I I 
I 1 
( J 
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4. Which of the following sectors does the Institution sponsor and promote industries in? 
Please rank them in order of preference 

Sector Rank 
Tourism [ ] 
Basic Metal [ ] 
Textiles [ ] 
Food & Beverages [ ] 
Horticulture [ ] 
Chemical & Pharmaceutical [ ] 
"NfuUng & Mineral Processing [ ] 
Engineering and Metal Products [ ] 
Wood, Pulp, Paper & Printing [ ] 
Rubber, Plastics and Leather [ ] 
Fibre & Cordage [ ] 
Energy [ ] 
Other Sectors(specify) [ ] 

SECTION B:-PROJECT VIABILITY 

S. When considering the overall viability of the proj ct \"\hi h f th olio "tn0 t~1ct 
do you consider? Please rank them in the ord ·r o 

vital 

a tor 
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( 1) Extremely Important 

(3) Important 

(5) Not Important 

(a) Financial Viability 

Favourable Financial 
Ratios 

Good Past Performance 

Financial Rate of 
Return 

Low Break-Even Point 

Others,specify 

(b) Economic Soundness 

Employment Effects 

Project's Value added 

Economic Rate of 
Return 

orne tic Resource 
R tio 

1 reign 

thct pc if 

) 't hni 

hit 

(2) Very Important 

( 4) A bit Important 

1 2 3 

[ ] [ ] [ ] 

[ ] [ ] [ ] 

[ ] [ ] [ ] 

[ ] [ ] [ ] 

[ J [ ] [ ] 

[ ] [ ] [ ] 

[ ] [ ] [ ] 

[ 1 r 1 

I 1 [ 1 

I I l I 

I I 

4 5 

[ ] [] X1 

[ ] [] X2 

[ ] [] X3 

[ ] [ ] X-t 

[ J [ ] -s 

[ ] [ ] • p6 

[ ] [ ] •• 7 

[ ] [ ] . 
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I I I 1 
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Technical Management 

Agreement 

Technology Appropriateness 

Others, specifY 

(d) Managerial Aspects 

Relevant Experience 

of key managers 

Level of training/ 

education 

Adequacy of accounting 

system 

Research & Development 

Others,specify 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

(e) Adequacy of security of the project 

Debenture 

Legal Charge 

Director's Guarantee 

Banker' Guarantee 

th . pc i 

umf 
m 

• 1 

[ ] 

[ ] 

[ ] 

[ l 

I I 

I I 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ j 

[ 1 

I I 

1 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

r J 

I I 

I I 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ) 

[ I 

I I 

[] Xl2 

[] Xl3 

[] Xl4 

[] Xl5 

[] Xl6 

[] Xl7 

[] X18 

[ ] XI 
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Others,specify _____________________ _ 

Do you finance new projects? 

(a) YES 

(b) NO 

[ ] 

[ ] 

If the answer is "NO" go to the next question. If the answer is "YES", which of the 

following factors do you consider? Please rate them in order of their perceived 

importance. 

( 1) Extremely Important 

(3) Important 

( 5) Not Important 

Factor 

Internal Rate of Return 

Favourable Financial Ratios 

Employment Creation 

Availability of Social 
Infrastructure 

tiliz tion of J al Rc out 

Adcqua · oJ S 

I' >pularitv oJ PronH I 1 

umber >f lliJ 

I· .' J H 1 Pol nti tl 

(2) Very Important 

( 4) A bit Important 

1 2 3 

[ ] [ J [ ] 

[ ] [ ] [ ] 

[ ] [ ] [ ] 

[ ] [ ] [ I 

I I [ J 

I 1 I 1 I 1 

l I I J l I 
I ) I 1 I J 

l I ( I J 

I J I J I 
( J ( 1 1 

4 5 

[ ] [] X ... 8 

[ ] [] X ... 9 

[ l [ 1 ~ ·3o 

I l I J ~ 1 

( I I I ~ 

I I I . 
[ J l ) 
I I I ) I 

I 1 [ ] 
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Others,specifY _____________________ _ 

8. Do you finance rehabilitation p··1jects? 

(a) YES [ ] 

(b) NO [ ] 

If the answer is "NO" go to the next question. If the answer is "YES'', which of the 

following factors do you consider? Please rate them in order of their perceived 

importance. 

( 1) Extremely Important (2) Very Important 

(3) Important ( 4) A bit Important 

(5) Not Important 

Factgr 1 2 3 4 5 

Internal Rate of Return [ ] [ ] [ J [ ] [ J .t r 

Favourable Financial Ratio [ ] [ ] [ ] [ ] [ ] ·~o 

Employment Creation [ ] [ ] [ ] [ J [] .'41 

vailability of So ial 
Infra. tructure [ ] [ ] [ ] [ ] l ] "'r -l_ 

•titization o our [ ] [ ] [ ] [ ) [ } • r ~ 

r [ J [ ] I 1 I 1 u 
[ ( ] I J I I 

tit l ] I J [ ) I 1 I l . ' 
( ] I 1 [ ] . 
I 1 I I ( I 1 I 1 
I 1 I J I I l 



9. Currently, do you give venture capital? 

(a) YES 

(b) NO 

[ ] 

[ ] 

If the answer is "NO" go to the next question. If the answer is "YES", which of the 

following factors do you consider in making the inves•ment decision? Please rate them 

in order of their perceived importance. 

( 1) Extremely Important 

(3) Important 

(5) Not Important 

Factor: 

Employment Creation 

Availability of Social 

Infrastructure 

Utilization of Local Resources 

Promotion of Indigenous 

Promo tors 

Number of Competitors 

xport Pol ntial 

10 rnm nt Inilu n . 
Sc torial h:p ure 

( lhe1 pc il_: 

(2) Very Important 

( 4) A bit Important 

1 2 3 

[ ] [ ] [ ) 

[ J [ J [ J 

[ ] [ ] [ J 

[ ] r J [ ) 

[ ] [ 1 [ ] 

r J [ ] [ l 

r 1 [ J [ ] 

[ J [ J 

4 5 

[ ] [ ] . 5 

[ ] [] ~'-1 

[ 1 [ ] .. --

[ 1 [ ) - r • 

[ ] [ ] T .:4 

r J I I 
( ] I J • 
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(3) Neither agree or disagree ( 4) Somewhat disagree 

(5) Strongly disagree 

1 2 3 4 5 

Failure to use audited 
accounts [ ] [ ] [ ] [ ] [] X58 

Lack of proforma invoices or 
adequate number of quotations [ ] [ ] [ ] [ ] [] X59 

Use of unreasonable estimates [ ] [ ] [ ] [ ] [] X60 

Omission of some estimates 
in project cost [ ] [ ] [ ] [ ] [] X61 

Use of unrealistic financial 
projections assumptions [ ] [ ] [ ] [ ] [] X62 

Failure to get consent from 
the other Banks to share 
securities [ ] [ ] r l [ J r 1 . 6 

Failure to do a search on 
the securities [ ] [ J [ J [ ] [ J -r 6-+ 

Failure to have industry 
standards or yardsticks for 
comparison [ ) [ ] [ 1 [ 1 [ ] . -

Failure to be consistent in 
appraising projects [ ] [ ] [ ] [ ] [ ] • r 

on-proc dur I or i rmi 
b twl.! n the 1 I r 

[ 1 ( 1 ] I 1 I l 

Un lu inllu n h , pt m 1 ( ] l ] ( 1 I J 

1· .tilt I e 1 J I , m.t I l I 1 I I l I I l 

I J l I ( J I 

1 



SECTION C: PROJECT REAUZA TION 

11. Listed below are possible REASONS for delays in appraisal and implementation of 

projects. Please indicate the extent to which you agree or disagree with each of the 

following reasons by placing a tick [ ] in the appropriate box. 

(1) Strongly agree (2) Somewhat agree 

(3) Neither agree or disagree (4) Somewhat disagree 

(5) Strongly disagree 

Lack of feasibility studies/ 

bank proposal 

Delays in loan approval 

Delays in legal documentation 

Promotor's failure 

to inject owner's equity 

Lack of commitment by 

promo tors 

Problems of security 

arrangements 

Fail to tie-up the 

financial plan(in 

case of s ndication) 

Unwillingness to share 

securi ties by other Banks 

Insu 1cient curiti s 

time t k n b e. t m I 
th Jo. n 

1 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ) 

[ ] 

r J 

I 1 

2 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ 1 

[ J 

I 1 

l I 

3 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ J 

[ J 

[ J 

r 1 

I J 

I J 

) 

4 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

l ] 

[ J 

[ ] 

I 1 

( 1 

I J 

I I 
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[] X71 

[] X72 

[] X73 

[] X74 
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Others,specify ______________________ _ 

12. How long does it take you to appraise and approve a project? 

Less than One month [ ] 

One month [ ] 

One month - Three months [ ] 

Three - Six months [ ] 

Six months- One year [ ] 

13. How long do you take to disburse loan funds once the project is approved? 

L ss than ne month [ ] 

nc month [ ] 

n month - Three months [ J 

Three - Six months [ J 
Six months- One year [ ] 

TIO. D: IO 0 A. D DB 
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Limited site visits [ ] [ ] [ ] [ ] [] X87 

Inaccessibility to promoters [ ] [ ] [ ] [ ] [] X88 

Mode of payment(bankers or 
company's cheque) [ ] [ ] [ ] [ ] [] X89 

Debt Collection Policy(monthly 
or half-yearly) [ ] [ ] [ ] [ ] [] X90 

Others,specifY 

15. Listed below are possible SYMPTOMS of any failing project. Please indicate the 

extent to which you agree or disagree with each of the following constraints by 

placing a tick [ ] in the appropriate box. 

( 1) Strongly agree (2) Somewhat agree 

(3) Neither agree or disagree ( 4) Somewhat disagr 

(5) Strongly disagree 

1 2 3 4 5 

Profitability declining [ ] [ ] [ ] [ ) []X 1 

Sales volumes dropping at 
constant prices [ ] [ ] [ ] [ J [ ] r 

Debt increasing [ ] [ ] r J [ ] • 

iquidity dct rior tin ( J [ 1 ( I l 1 I l . ·l 

r [ J ( ] ( l I I 

[ J ( ) l J I 1 

tpi I m.m a l I I l I J 

1 ( J I 1 I J 

( J I 1 

I J I I I I 
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16. 

No individual accountability 

Reduction/elimination of 
dividends payments 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] [ ] [ ] XIOI 

[ ] [ ] [] Xl02 

Others,specifY ______________________ _ 

Listed below are possible CAUSES of failure of any project. Please indicate the extent 

to which you agree or disagree with each of the following causes by placing a tick [ 

] in the appropriate box. 

(1) Strongly agree (2) Somewhat agree 

(3) Neither agree or disagree ( 4) Somewhat disagree 

(5) Strongly disagree 

1 2 3 4 5 

Inadequate sales [ ] [ ] [ J [ J [] XJO 

Improper pricing [ ] [ ] [ ] l ] [ ] • , 0-t. 

Excessive overhead expenses 
& operating costs [ 1 [ ] [ ] [ J [ 1 xiO-

Excessive interest charges 
on long-term debts ( ] [ ] [ ] [ l [ ] • ' 1 0 

Overinvestment in fixed a ~ 

& inventories [ 1 [ I [ 1 ( 1 I l . ·1 07 

In. u 1 i nt workin pi l I 1 I 1 [ ) I J I I . 10 

r 1 ( ] I I I I I 1 

ln.td !lJ.II ( ] I l ( ] I I ·u 

Jn 1 I JU II 
( ) l ) I J I J 1 I 1 

( J I I I I I J ll .. 

( ) ( J I J I I I J 11 



17. 

Competition [ ] [ ] 

Changes in market demand [ ] [ ] 

Adverse movements in 
commodity prices [ ] [ ] 

Political reasons eg 
Government interference [ ] [ ] 

Lack of marketing efforts [ ] [ ] 

Overdiversi:fication [ ] [ ] 

Big projects compared to 
market [ ] [ ] 

Adverse Government policies [ ] [ ] 

Unfavourable project location [ ] [ ] 

Diversion of loan funds l ] [ ] 

Acts ofGod [ J [ ] 

Others,specify 

SECTION E: RETURN 0 EQUITY PROJE T 

Listed below are possible 

declare very low divid nd. PI 

" ith e:1ch o th ollowin· r 

(1) Strong! grc 

) 

li ui i 1.' 

. 0. 

on 

mdi t lht: 

by pl. ... in 

( J 

( J 

( J 

I 1 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

I J 

I J 

I 1 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ J 

l ) 

[ ] 

hi h 

I J 

I 1 

[] X114 

[ ] X115 

[] Xll6 

[ ] X117 

[ ] X118 

[] X119 

[] Xl20 

[ 1 Xl21 

[ ] 122 

[ l -'1.. 

l ] . 'LA 
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Need/rate of asset expansion [ ] [ ] [ ] [ ] [ ] Xl28 

Low profit rate [ ] [ ] [ ] [ ] [ ] Xl29 

Unstable earnings [ ] [ ] [ ] [ ] [ ] X130 

Easy access to the capital 
markets [ ] [ ] [ ] [ ] [ ] Xl31 

Not to dilute/maintain 
control( ownership) [ ] [ ] [ ] [ ] [ ] Xl32 

High t(k'< position of some 
shareholders [ ] [ ] [ ] [ ] [ ] X133 

Others,s peci:fY 

11IANK YOU FOR YOUR CO-OPERA 110N 



SECTORIAL PREFERENCE 

Sector 

Tourism 

Basic Metal 

Textiles 

Food & Beverages 

Horticulture 

Chemical & Pharmaceutical 

Mining & Mineral Processing 

Engineering and Metal Products 

Wood, Pulp, Paper & Printing 

Rubber, Plastics and Leather 

Fibre & Cordage 

Energy 

1 

12 

2 

4 

3 

Annex.1 
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FAC'1'CR A ~I A L Y S I S 

Analysis number 1 ListWlse delet~on of cases with miss1ng values 

Correlation Matrix: 

X1 X2 X3 X4 xs X6 

X1 1. 00000 
X2 .49759 1. 00000 
X3 .86709 .80508 1.00000 

X4 .11220 .88993 .55178 1. 0001')0 

X5 .92866 .18 732 .62897 -.205il8 1.00000 
X6 . 08814 .87745 .55588 .97861 -.2628 1.: 1. 00000 
X7 .91921 . 77536 .92914 .45826 .76487 .40760 
X8 . 33724 .78384 .74626 .78140 -.025!>2 . 86467 
X9 .44459 .91893 .82976 .87643 . 09029 • 91382 
XlO .95802 .31578 .69837 -.11663 . 37493 -.14947 
Xll . 70811 .89740 .80702 . 61712 .49846 .58396 
X12 -.20779 .44222 .22413 .56636 -.53452 • 71893 
Xl3 .92333 .70257 .85575 .32845 .80898 . 28197 
Xl4 .96959 .39963 .75035 .00634 .97397 -. 05641 
Xl5 .29521 .94707 .70807 .97811 - .03997 .97134 
X16 .42133 . 96680 .80165 .91604 . 07103 .93848 
X17 .14339 .87182 .59025 .90330 -.22783 . 96811 
Xl8 .89837 .81367 . 97127 .53536 .70613 .49754 

Xl9 .97328 .33451 • 7 4272 -.05359 .98727 -.10684 

X20 . 76327 .91336 • 97233 . 69170 • 47660 .70508 

X21 .83755 . 76315 . 83254 .48649 . 2199 . 39226 

'X22 .95542 .?36"'7 . 68668 - .1826'7 .98351 -.20541 

X23 .53293 .99381 .84384 .86828 .20908 .87436 

X24 .70390 .90805 . 91363 .76852 . 46414 • 71117 

X25 .30973 .90390 .13193 • 5458 -.~2696 .95523 

• X26 .92866 .18732 . 62897 -.20508 .00000 -.26282 
.06479 .88976 .49794 120 000 73 7 X27 

XB X9 10 ll X J 

)(8 1.00000 
1.00000 X9 .9 144 

XlO .07877 .1 0 
.70343 1.00000 

Xll .51722 
l " 

X13 
Xl4 
X1 

1 

. 

Page 112 
Annex.:2 

X7 

1.00000 
.49134 
.65809 
.82794 
.90455 
06814 

• 9'1722 
.88755 
.59882 
. 677·l8 
.HBBl 
.98777 
. 85311 

0062 
. 6988 
. 7 147 
.78314 
.90027 
• 57 977 
• 76487 
.42743 

:u 
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- - - - - - - - - - - F A C T 0 R ANALYSI s - - - - - - - - - - -

X8 X9 X10 Xll X12 Xl3 Xl4 
Xl7 .90686 .92470 -.07668 .61650 .81767 .32234 -.02818 X18 . 60713 .74962 .76667 .87936 .0 4194 .93582 .83496 Xl9 .12299 .24645 .98022 .60470 - .42424 .87698 . 992)9 X20 .81571 . 90919 .58380 . 87718 . 3658·0 .93044 . 63707 X21 .36318 .57738 .76674 .90258 -.20215 . 95071 .85468 X22 .08144 .16978 .98901 .53649 -.39345 .82975 .96508 X23 .83491 .94705 .34186 .88587 .49361 .70733 . 41375 X24 .70530 .85676 .51535 .84545 .16540 .79900 .63144 X25 .90521 . 96712 .05037 .63605 .59080 .43089 .16337 X26 -.02552 .09029 .97493 . 49846 -.53452 .80898 .97397 X27 .73995 .84270 -.14218 .63693 .57907 .31869 -.03092 

Xl5 X16 X17 X18 Xl9 X20 X~1 

X15 1. 00000 
X16 • 97655 1. 00000 
Xl7 .92620 .94319 1. 00000 
Xl8 • 67735 .75181 .50423 1.00000 
X19 .11722 .22824 -. 07372 .80899 1. 00000 
X20 .82350 .90618 .74458 .94453 .60893 1.00000 
X21 .58950 . 62514 .35584 .94020 .80265 .81678 1. 00000 X22 . 00148 .14235 -.13046 . 73221 .98177 .546 8 .70052 
X23 . 94221 . 98014 .88806 .82992 .35820 .94284 .74400 
X24 .85746 .86934 . 65797 .94020 .59301 .93022 .89362 
X25 .98696 .96504 .90549 .67607 .12994 .82229 .55054 
X26 -.03997 .07103 -.22783 .70613 . 98727 . 47660 .72199 
X27 .95923 .89968 . 91132 . 49215 -.10163 .65991 • -16 14 

X22 X23 X 4 X25 X26 X27 

X22 1 . 00 000 
X J .27353 1.00000 
X2~ .47084 .90574 1.00000 
X25 .01601 .91030 .85640 

.983~1 .20908 • 4 l .00000 X26 . • 8 2 7 .721 00 .0000 X27 - .22268 
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f A C T 0 R A N A L Y ~ I S 

1 for analysis 1, Principal Components Analysis (PC) 

Init1al Statistics: 

Variable communality * Factor Eigenvalue Pet of Var Cum Pet * 
X1 1. 00000 * 1 16.93489 62.7 62.7 X2 1. 00000 * 2 8. 66992 32.1 9 .u X3 1. 00000 * 3 .98~3 5 3.1) 98.5 X4 1.00000 * 4 .40983 1.5 100.0 XS 1. 00000 * 5 .00000 .0 100.0 X6 1. 00000 * 6 .00000 .0 100.0 X7 1. 00000 * 7 .00000 . 0 100.0 xa 1.00000 * 8 .00000 .o 100.0 
X9 1.00000 * 9 .00000 . o 100.0 
XlO 1.00000 * 10 .00000 .o 100.0 1.00000 * 11 .00000 .o 100 . 0 Xll 
Xl2 1. 00000 * 12 .00000 .o 100.0 
Xl3 1. 00000 * 13 .00000 . 0 100 . 0 1. 00000 * 14 .00000 . 0 100.0 X14 

1. 00000 * 15 .00000 .o 100.0 X15 
Xl6 1. 00000 * 16 . 00000 .o 100.0 1. 00000 .. 17 .00000 .0 100.0 Xl7 

1. 00000 " 18 .00000 .0 100.0 Xl8 
1. 00000 * 19 .00000 .0 100.0 Xl9 
1.00000 * 20 .o 000 .o 100.0 X20 
L 00000 * 21 .00000 .o 11JO.O X21 
1.00000 .. 22 .00000 • 0 00.0 X22 
1.00000 • 23 .00000 .0 100.0 X23 
1.00000 " 24 .00000 .0 100.0 X24 
1. 00000 .. 25 .08000 .0 100.0 X25 
1. 00000 .. 26 .00000 .0 100.0 X26 

.00000 • 27 .0000 100.0 X27 

PC extracted 4 ! ct.Ors. 

F c+-or • trix.: 

1 r r r 4 

-. -. 
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~ Factor 1 Factor 2 Factor 3 Factor II 

X3 .95880 .15480 .21478 -.10297 
X23 .94824 - 29290 .03704 .1Hi97 
X2 .93420 -.30268 -.14697 .11857 
X7 • 93097 .35603 -.07959 • 01448 
Xll .91277 . 09031 -.22466 .32897 
X.16 .89831 -.43660 .04571 .01831 
X.9 .88499 -.112243 .17920 -. 07891 
X.21 .88167 .34825 -.31803 -.01545 
X.13 • 8 614 7 ; 46114 -.10514 .18484 
X.15 .83761 -.52819 -.10546 -.09110 
X25 .82531 -.52175 -.00396 -.21594 
Xl .76378 .62299 • t6721 . • 02354 
X8 .75545 -.49915 . 41094 -.10619 
X4 . 72046 -.64459 -.23313 -.10534 
X17 . 71436 -.67150 .11856 .15725 
X27 .69068 -.66795 -.27678 . 01408 

X.5 . 49716 .86354 .05670 -.06254 
X26 . 49716 .86354 .05670 -.06254 
X22 .54399 .tnsl4 .19648 .0318 
X12 .27023 -.79307 .50646 .20375 
XlO .59314 .79028 .09287 .12252 
X19 .62765 . 77251 .06554 -.07064 
X.14 .66660 .74501 --.02321 .00851 
X6 .70406 -.70764 -.05539 -.02196 

CollltlUllality 
,. Factor Eig nv Variaol~:: ,. of V r c Pc 

1.00000 ~ 1 Xl 
),.... 00000 . 2 X2 

X3 1.00000 
1.00000 4 X4 
1.00000 • . X5 

X6 1.00000 
X7 1.00000 
XS 1.00000 

~- 0000 • xg 
1.00000 • XlO 

Xll .00000 

Xl2 .ooo 0 

13 1.00 00 
X 4 .oo 
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f A C T 0 R A N A L 1 S I S 

I J Variable . Communality * Factor Eigenvalue :Pet of Var Cum Pet 

X15 1. 000 00 * 
Xl6 .00000 
Xl7 1.00000 t 

X18 l. 00000 * 
Xl9 1. 00000 * 
X20 1.00000 * 
X21 1.00000 * 
X22 1. 00000 * 
X23 1. 00000 * 
X24 1.00000 * 
X25 1.00000 
X26 1. 00000 
X27 1. 00000 ~ 

VARIMAX rotation 1 for extraction 

VARI.MJ converged in 6 iteratio 

Rota ·ed Factor Matr. x: 

Xl5 
X6 
X4 
X25 
X27 
X16 
xn 
X9 
X2 
X23 
X8 
'X24 
X20 
Xll 

Xl9 
XlO 
X22 
Xl4 

X2 

Factor 

.99463 

. 99019 

.98390 

. 98364 

.96846 

.96697 

.94964 

. 34601 

.91933 

.91665 

.87667 

.80136 

. 77897 

.65113 

1 Factor 

.09299 
-.12473 
-.08238 

.09993 
-.12297 

.2 656 
-.07330 

.23199 

.J2 17 

.3:>1 

2 

1 in analysis 1 K . - a~ser Normal~zation. 

Factor 3 Factor 4 

.00464 

.04188 

.03339 
- -14991 

.15854 
-05157 
-141"12 

-.08971 
·21 
-1 '7 '7 

--.,10 41 
-.OJg 1 

-02818 
·441 7 
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Factor 1 Factor 2 Factor 3 Factor 4 

X1 . 20961 . 97359 . 08 020 -.0 4185 
XlJ .38 808 .381Sl .06020 .2598? 
X7 .51839 .84444 - .09386 .09693 
X18 .60494 .79526 -.03887 -.01039 
X21 .50383 .78523 -.32384 .15715 
XJ .65121 .73212 .15849 -.12166 

X12 .64365 -.40499 .64928 . 01167 

Factor Trans!ormation Matrix: 

Factor 1 Factor 2 Factor 3 Factor 4 

Factor 1 .78522 . 61618 • 0211 0 .05756 
Factor 2 -.60999 .78182 - . 12907 - .00080 
Factor 3 -.07151 .09524 .91717 -.3 802/ 
Factor 4 - . 07895 . 00149 . 37641 . 92308 

·-
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fli.CTOR A N A L Y 3 I 3 

Analysis number 1 Listwise delet~on of cases with missing values 

Correlat~on Matrix : 

X28 X29 X30 X31 X32 X33 

X28 1. 00000 
X29 .89207 l. 00000 
X30 .95750 . 95611 l. 00000 
X31 .73852 .69805 . 61403 1.00000 
X32 . 64 601 .64246 .51696 .95962 1. 00000 
X33 .97516 .95944 .99622 .67"24 .5847!) 1 00000 
X34 -.68795 -.52733 -.69516 -.33952 -. 08470 -.67686 
X35 .70175 .74570 • 61449 .92467 .98066 . 67218 
X36 • 41130 .37785 .24398 • 91478 .91670 .32026 
X37 -.59749 -.21449 -.45106 -.32138 -.12140 -. 46395 
X38 -.20597 .05208 -.22111 .32875 .53380 -.17555 

X35 X36 X37 X38 

X35 1. 00000 
X36 .82684 1. 00000 
X37 -.05967 -.13797 1. 00000 
X38 .53552 .53598 . 73814 l. 00000 

Extraction 1 for analysl5 1, Principal C s An ly l.:S (PC) 

- . Initial St t.i5tiC:s: 

; 

ctor v r c nality .. 0 r Variabl . 
·x2s 1.00000 
X29 l.ObOOO .1 

1.00000 3 .3 X30 
1.00000 4 100.0 X31 
1.00000 100.0 X32 
1.00000 100.0 X33 
1.00000 100.0 X34 
1.00000 100. X35 

Page 11~ 
Annex 3 

X34 

1. 00000 
-.08364 
-.05219 

.81216 

.72774 
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- ------- - - - F ACTOR 

Variable Communality * Factor 

X36 1. 00000 * 9 
X37 1. 00000 * 10 
X38 1.00000 * ll 

PC extracted 4 factors. 

Factor Matrix: 

Factor 1 Factor 2 

X28 . 94841 -.26766 
X33 .92338 -.27021 
X31 .90558 .32421 
X29 .90319 -.06584 
X30 .88853 -.32415 
X35 .86109 .49663 
X32 • 83.172 .52599 
X36 . 65723 • 57919 

X38 .05286 .98518 
X34 -.57132 .75300 
X37 -.45712 . 67905 

Final statisti~: 

Vanable comrrn.mality • Factor 
• 

1.00000 • X28 
1.00000 .. 2 X29 
1. 00000 • 3 X30 

.00000 • XJl 
1.00000 .. XJ2 
1.00000 

,. 
X33 

1.00000 • X34 
1.00000 

,, 
X35 
X36 1.00000 
X37 1.00000 
X38 1. 00000 

6 .1 

A N A L Y S I S 

Eigenvalue Pet 

.00000 

.00000 

.00000 

Factor 3 

.08093 

.27043 
-.26046 

. 41138 

. 32449 

.02809 
- .16156 
- .46442 

.15929 

.16392 

.54651 

Eiq nvalu 

.58078 
3.2 4 
1.015 

.1 703 

- - - -

of Var 

.o 

.0 

.o 

F~ :tor 

.14942 

.03481 
-.08354 
-.10333 

.01194 

.10538 

.07400 .. 
-.12998 

-.03548 
.28232 

-.17681 

of v r 

59.8 ., 

1.7 

- -

Cum Pet 

100 .0 
100.0 
100.0 

4 

cum Pc 

5 8 
89.1 

100.0 

Page llY 

J 
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VARIMAX rotation 1 for extraction 1 in analysis 1 - Kaiser Normalization. 

VARIMAX converged ~n 6 iteration~. 

Rotat~d factor Matrix: 

Factor 1 Factor 2 Factor 3 Factor 4 

X30 .94428 . 18571 -. 2}145 -.01261 ' . 
X29 • 94364 • 31159 -.02136 :-.10949 ; ~ .: 
X33 • 92449 .26587 -.27280 • . :01477 
X28 .82832 .37334 -.39660 .13120 

X36 • 06265 .99475 .00342 -.08088 . .. 
X32 .39734 .90564 • 09194 .11612 
X31 .43719 .88809 -.13108 -.05456 
X35 .54403 .80800 .17487 .14346 

X37 -.17406 -.14190 .96529 -.13333 
X38 -.10194 .54523 . 83132 .03523 
X34 -.50327 . 00360 .79719 .33344 

-. 
factor Transtorma ion Matrlx: 

Factor 1 Factor 2 actor 3 F ctor 4 

1 .. 74889 .61462 .00211 Factor 
-.24252 .60086 .07313 Factor 2 

.)51633 -.so 7 -.oo 2 Factor . 3 

.02188 -.0 07 7 7 Factor 4 



18 Ju~ ~ 6 3PSS f o rMS WINDOWS ~elease 6,l 
Page 122 

- - - - - - - - - - - F A C T 0 R A N A L Y S I S - - - - - - - -

Variable 

X47 
X48 
X49 

Communality 

1.00000 
1. 00000 
1. 00000 * 

PC extracted 4 factors. 

Factor Matrix: 

Factor 1 

X42 .98998 
X46 . 98635 
X39 .93164 
X44 .92717 
X43 .84859 
X47 .70239 
X41 • 65276 

X48 .25877 
X45 .10232 
X49 .03084 

X40 .49564 

Final Statistics: 

variable communali ty ... 
... 

l. 00000 • X39 
X40 . ooooo 
X4 1 1.00000 

1 . 00000 • X4 2 
1.00000 • X43 

X44 1.00000 
X45 1.00000 
X4 1.00000 
X47 1.00000 
X .00000 
X4 1.00000 

Factor 

9 
10 
11 

Factor 

.08738 
-.14676 
-.19965 
-.20886 

.26489 

.60653 
-. 63371 

. 96260 

.93564 

.77874 

-.33909 

Factor 

1 
2 
3 

Eigenvalue .J Pet of Var Cwn Pet 
.00000 . 0 100.0 .00000 . 0 100.0 .00000 . 0 100.0 

2 Factor 3 Factor 4 

-.07008 -.08598 
li(..Ol250 .07359 
-.29314 .07904 

.29966 .08322 
-.45790 -.00826 -.32317 - .18528 

.38864 .14587 

.03431 . 072~0 

.33259 .05906 

. 623 ~ 9 . 06321 

.76005 - . 24835 

E1g nv Pet:. o V r c um Pet 

100.0 
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f A C T 0 R A N A L Y S I S - - - - - - -

VARIMAX rotation 1 for extraction 1 in analysis 1 - Kaiser Normallzatlon. 

VARIMAX converged 1n 9 iteratlons. 

Rotated Factor Matrix: 

Factor 1 Factor 2 Factor 3 Factor 4 

X43 .99404 .10431 -. 02722 .01632 X39 .90603 -.22048 .32641 .15478 
X42 . 90039 .12372 . 41559 .... -. 03580 
X47 .86534 .43932 -.12957 -.20347 
X46 .82527 -.04499 . 54364 .14617 

X45 .07686 . 99222 - .09251 - .03216 
X49 -.15170 . 97594 .15565 -.01726 
X48 .36005 .89860 -.25050 -.01129 

X40 .00873 . 05611 .98100 -.18554 
X41 .26186 -.32194 .87576 .24661 
X44 .61218 .03392 . 77414 .15747 

Factor Trans!ormatlon Matr1x: 

Factor l Factor 2 F coor 3 F ctor 4 

F.:~.ctor l .85753 .08558 
2 .16354 .88 0 Factor 

-. ' 8644 4297 F ct:or 3 . 
Factor 4 -.0357 .0 7 
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F A C T 0 R A N A L Y S I S 

!l.nalysis number l List·~se deletion of cases with missing 

Correlation Matrlx: 

X 50 X51 X 52 X 53 X 54 

X 50 1. 00000 
X51 - .05618 1.00000 
X 52 .78522 .56583 1. 00000 
X 53 .78522 .53439 .95455 1. 00000 
X 54 -. 42342 .28916 -.08362 -.29268 1. 00000 
X 55 .10890 .98616 . 69471 .65815 .23544 
X 56 .56861 .78587 .95455 .90909 • 04181 
X 57 -.44901 -.52129 -.75378 - .52764 -.48536 

X 57 

X57 1.00000 

values 

xss 

1. 00000 
.87753 

- .60634 

Page 12 ... 
Annex.5 

X 56 

1.00000 
-.75378 

Extraction 1 fo r analys i s 1, Pr:ncipal Components • a lysis {PC) 

Init i al stati sucs: 

Varl abl e communal i ty * : actor Elg nvalu Pc 0 'Jar Clllrl Pet: • 
1. 00000 • ' 5 . X 50 ... 

. 00000 • xs . 
J X 52 1 . 00000 

X 53 1 . 00000 100.0 
1. 00000 • 100.0 X 54 

X 55 1.00000 100.0 
X5 1.00000 .o 100.0 
X 57 1.00000 .o 00.0 
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Factor Matrix: 

Factor 1 Factor 2 Factor 3 Factor 4 

X 56 .99800 .01334 .06157 .00463 
X 52 . 96611 -.23393 -.10733 .01943 
X 53 .90787 -.37315 .11889 .14967 
X 55 .85410 .40855 .32125 -.02009 
X57 -.78563 -.24998 .53137 .19479 
X51 .75634 .52225 .39300 -.02751 

X 54 .06015 .84769 -.49352 .18503 
X 50 .59899 -.73433 -.31747 .03439 

Final Stati3tics: 

Van able communality * factor Eigenvalue Pet o! Var cum Pet * 
X 50 1. 00000 .. 1 5.03477 62.9 2.9 
X51 1. 00000 * 2 1. 95411 24. 7.4 
X 52 1. 00000 * 3 .91380 11.4 ~8 .8 
X 53 1. 00000 • 4 . 09732 1.2 .00.0 
X 54 1. 00000 * 

1.00000 .. ;<55 
X 56 1.00000 .. 

1. 00000 ... 
X57 

~MAX rotation • for x =action l - • lL tion. -

~RIMAX converged in 6 1 r ~on,. 

f c·or 

3 
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F A C T 0 R A N A L Y S I S 

Fact:or 1 factor 2 Factor 3 Factor 4 
X51 .07198 . 98144 .17349 -.03860 X 55 .:23506 .95684 .16117 -.05683 X 56 .66850 .73019 .09936 -.10031 
X 54 -.23546 .14192 . 96147 -.00061 X57 -.57323 -.36767 -.59066 .43284 

Factor TraL3formation Matrix: 

Factor 1 Factor 2 Factor 3 Factor 4 

Factor 1 .70019 .69123 .13193 -.12057 Factor 2 - . 58320 .45429 • 67175 -.04732 Factor 3 -.37792 .56019 -.68838 .26363 Factor 4 .16367 -.04 482 .23975 .95589 
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fA~TOR .Z\NALY..3I3 

Analysis number l ListWlse deletlon of cases with missing 

Correlation Matrix: 

X 58 X 59 X60 X61-· X62 

X 58 1.00000 
X 59 .61740 1. 00000 
X60 .84297 .14717 1.00000 
X61 .90945 .47851 . 90723 1. 00000 
X62 .92344 .57450 .83253 .97680 1. 00000 X63 .37074 .28550 . 43796 .42898 .27210 X64 .20107 .01257 .38855 .27080 .08136 X65 .42586 .83283 .04893 . 45552 .59081 X66 .05268 .38366 .00362 .13363 .01970 X67 .85131 .13473 .98837 .85803 . 78411 
X68 .38547 .83560 . 07194 .47873 .55088 
X69 .99107 .66361 .788 70 .89069 . 93253 
X70 .64394 ,82398 .36339 . 72019 . 80478 

X65 :<66 X67 X68 X q 

X65 1. 00000 
X66 .12793 1. 00000 
X67 -.02991 -. 02725 1.00000 
X68 .93242 .46561 -.02055 1. 00000 
X69 . 51330 -.01747 .79305 3625 1. 00000 
X70 . 94117 .22287 .27822 . 2 '8 .69817 

Extract~ on 
. 

1 tor n ly~l~ 1, Pr n p 

Inl 1 St:. C-': 

c 
1.00000 
1.0000 
1.0000 
L 0 0 

values 

X63 

1. 00000 
.95881 

-.06299 
.87394 
. ~3237 
.25591 
.266-8 
.16936 

X70 

.00000 

r 

!?aqe 127 
Annex. ~ 

X64 

1. 00000 
-.33800 

.79749 

.39795 
-.01059 .. 

.07816 
-.l022o 
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Variable Communality .. Factor Eigenvalue Pet of Var Cum Pet 

X62 1. 00000 .. 5 . 00000 . 0 100.0 X63 1.00000 .. 6 .00000 . 0 100.0 X64 1. 00000 .. 7 .00000 • 0 100.0 X65 1. 00000 .. 8 .00000 . 0 100.0 X66 1. 00000 .. 9 .00000 .0 100.0 X67 1. 00000 .. 10 .00000 . 0 100.0 X68 1.00000 .. 11 .00000 . 0 100.0 X69 1.00000 .. 12 .00000 . 0 100.0 X70 1. 00000 .. 13 .00000 .0 100.0 

PC extracted 4 factors. 

Factor Matrix: 

Factor 1 Factor 2 Factor 3 Factor 4 

X62 .95954 -. 02722 -.24960 .12744 
X61 . 95111 .16550 -.17773 .19083 
XSB .93367 .13340 -. 24151 -.22835 
X69 .93007 .00619 -.28169 -.23576 
X70 .83639 -.50575 .13092 .16593 
X60 .77124 .50943 -.35645 .13643 
X67 .73170 .55994 -.38869 .00184 
X 59 . 72357 -.46868 .33854 -.37706 
X68 .65547 -.57340 .~6156 .16889 

X64 .25547 .77657 .57584 .008 -1 
X65 . 62517 -.75997 . 5940 .07870 

X66 .26690 .24866 .93085 .02133 
X63 . 47128 . 60293 • 54324 -. Q?47Q 

flnal S 1~ cs: 

y c or o V r 



18 .Jul 96 SPSS for MS WINDOWS Release 6 . 1 
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Variable Corrnnunality : .. Factor Eigenvalue Pet of Var Cum Pet. 

X64 1. 00000 .. 
X.65 1. 00000 * 
:<66 1.00000 * 
X67 1. 00000 * 
X68 1. 00000 .. 
X69 1. 00000 ;t 

X70 1. 00000 * 

VARIMAX rotation 1 for extraction 1 1n analysis 1 - Kaiser Normalization. 

VARlMAX converged in 6 iterations. 

Rotated Factor Matrix: 

Factor 1 Factor 2 factor 3 E:'actor 4 

X60 . 97917 -.03597 .16986 -.10524 
X67 .97860 -.12453 .16271 .01875 
X61 . 90145 .38760 .16062 -.10656 
X 58 .89103 . 32325 .08505 .30714 
X62 .86588 .49934 -.00308 -.03007 
X69 .85811 .39884 -.01898 .32:!81 

X65 .11935 .97852 -.:5903 .05447 
X68 .07183 • 97768 .19411 -.03 08 
X70 .40024 . 91588 . 00719 -.03041) 
X 59 .20558 . 82514 .165 • 9948 

X63 .28888 .05281 .04906 
X64 .22149 -.21667 -.0')307 
X66 -.14661 .300 7 .01!) 1 

Factor Tr ns!orma on tri 

1 3 

4 
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- - - - - - - - - F A C T 0 R A N A L Y S I S 

Analysis number 1 L~stwise deletion of cases with missing values 

Correlat~on Matr~x : 

X71 X72 X73 X74 X75 X76 
X7l 1.00000 
X72 .87004 1.00000 
X73 .55968 .33280 1. 00000 
X74 .85319 .52743 .73626 1.00000 
X75 .96874 . 77295 . 72797 .93829 1. 00000 X76 .97517 .89464 .65227 .84190 .97219 1.00000 X77 .90864 .91279 .68887 .72015 .90678 .96851 X78 .64067 .92335 .08312 .16932 .48875 .66655 X79 . 86735 .99569 . 26360 .51801 .75634 .87792 XBO . 71612 .95845 .07375 .27973 .56585 .73140 XBl .29496 .61379 -.46657 -.06964 .1143.1 .2 34b X82 .25319 .43444 .55903 .02813 .27530 .369.8 X83 -.05626 .27076 .27458 -.31284 -.05619 .08825 

X78 X79 x8o X81 X82 X83 
:<.78 1. 00000 
X79 .91941 1.00000 
xeo .98088 .96613 1.00000 
X81 .69440 .66513 • 76756 1.00000 
X82 .53366 . 35631 . 39143 -.1 891 .00000 
X83 . 47739 .20026 .31916 -.0 901 . 9?175 .00000 

Extr ct ' on 1 y 

lnl 1 S ' c 

o f v 

Page 130 
Annex.7 

X77 

1. 00000 
. 74771 
• 87911 
.76946 
.26942 
.58121 
.33343 



V~riable 

:<75 
X:76 
X77 
X78 
X79 
xao 
X81 
X82 
X83 

Communalir:..y 

1. 00000 
1. 00000 
1. 00000 
1.00000 
1. 00000 
1.00000 
1.00000 
1.00000 
1 .00000 

f A ' T 0 R 

1t 

1t 

* 

Factor 

5 
6 
7 
8 
9 

10 
11 
12 
13 

PC extracted 4 factors. 

Factor Matrix: 

X77 
:<72 
X76 
X79 
X71 
X75 
xao 
X78 
X74 

XB1 
X.73 

X83 
X82 

in 1 s 

Factor 1 

.98005 

. 97112 

.96890 

.95368 

.93597 

.88912 

.86433 

. 82791 

.68313 

. 42557 

.54026 

.25509 

.48574 

Factor 2 

-.12806 
.22888 

-.22765 
.25885 

-.23716 
-.43608 

.49394 

.54490 
-.67422 

. 74258 
- 0970 

.36398 
9000 

Pagol31 

A N ,;. L '( :5 I .3 - - - - - - - -

Eigenvalue Pet of Var Cum Pet 

.00000 

.00000 

.00000 

.00000 

.00000 

.00000 

.00000 

.00000 

.00000 

Fac or 3 

.13979 
-. 06718 
-.08927 
-.15200 
-.21982 
-.13726 
-.08724 

.08657 
-.27631 

-. 6900 
.42848 

0 

• 0 
• 0 
• 0 
• 0 
• 0 
• 0 
• 0 
. 0 
• 0 

Fac or 4 

.05960 
-.00441 

.03809 
-.01943 
-.13925 
-.02121 
-.03662 
-.10077 

.04913 

... 1 95 

.l4HO 

. 0 "0 . 
-.07416 

r 

100 . 0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
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fACTOR A N A L Y S I S 

Variable Communality * Factor Eigenvalue Pet oi Var cum Pet 
X77 1. 00000 * 
X78 L 00000 .. 
X79 1. 00000 "J; 

xao 1 . 00000 "" 
X81 1. 00000 * 
X82 1. 00000 .. 
X83 1. 00000 .. 

VARIMAX rotation 1 for extraction 1 in analysis l - Kaiser Normaliza.t.:..);::, 

VARIMAX converged in 5 iterations. 

Rotated Factor Matrix: 

Factor 1 Factor 2 Factor 3 Factor 4 
X74 .97948 .04537 -.19629 -.00540 X75 .94915 .30482 .02453 . 07478 X76 .86176 .49154 .12418 .01827 X73 .85120 -.27115 .43665 -.10464 X71 .84647 .49609 -.01336 .19290 X77 .78436 .50395 .36168 -.00239 
X81 -.15991 .94055 -.~2017 -.20330 xao .28529 . 93138 .21155 .07992 ){78 .20751 .89216 .37517 .1422 X79 .51745 .94200 3572 . 06975 X72 .54478 .80814 -6 .o ti47 

X83 -.13::!49 .!6865 
-.07657 /82 .21632 . 2 u . 0 7 

Fac~or Tr nsro tlon ru:: 

c or or r c or 
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fA(; TOR A N A L Y S I ::': 

Analys.Ls number 1 ListWlse deletion of cases with missing values 

Correlation Matrix: 

X84 xes X86 X87 X88 X89 X90 
X84 1.00000 
X85 .<13562 1. 00000 
;<86 .52437 .62061 1. 00000 
X87 .94946 .59938 .47618 1. 00000 
X88 .70627 • 93839 . 71814 . 79140 1.00000 X89 -.18813 .71607 .02882 .01653 .48689 1.00000 X90 -.52323 .42129 - .29202 -.27609 .10827 .89498 l. 00000 

~ Extrac"O..on 1 for analy~.L~ l, Principal Component~ Analy~l3 (PC) 

In.Lt.Lal Statistics: 

variable communality * Factor Eigenvalue Pet of Var Cum Pet ~ 

1<84 1. 00000 * 1 3.81106 54.5 54.5 X85 1.00000 ~ 2 2.48110 '35.4 90.0 X86 1.00000 * 3 .64164 9.2 99.1 XB7 1.00000 * 4 .06019 100.0 XBS 1. 00000 ,. 5 .00000 . 0 100.0 X89 1.00000 * 6 • • 00000 .0 100.0 :-\90 1 . 00000 7 . 0000 .o ·oo.o 
PC x r ct: d tacU)r:s. 

: c o r. nx: 

-. 
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Factor 1 Factor 2 Factor 3 Factor 4 
X86 . 74754 -.1<?%4 -.63248 . 03590 
;~90 -.03079 .98593 .12044 .11171 X89 .34480 .92654 .06171 -.13726 

Final Statistics: 

Variable Cornmunali ty 1' Factor Eigenvalue Pet of Var Cum Pet .. 
X84 1. 00000 1 3.81706 54.5 54.5 X85 1.00000 " 2 2.48110 35.4 90.0 X86 1. 00000 .. 3 .64164 9.2 99.1 X87 1. 00000 .. 4 .06019 . 9 100.0 xes 1.00000 .. 
X89 1. 00000 .. 
X90 1.00000 .. 

VARIMAX rotat~on 1 !or extrac~on l in analysis 1 - K~ser Normal~za~on. 
VARIMAX converged in 5 iterations. 

Rotated factor Matr1x: 

Factor 1 Factor 2 Factor 3 F ct.or ~ 

X87 .37281 - .01724 • 214~2 -.085"2 X84 .92531 -.25291 . 25667 .11813 XSB . iGl~~ .40456 .5 9 .0 3 5 

:.<89 . 02185 
.1:!032 :<90 - . ~ 608 

# -.1 H 3 
it85 .50115 -.03 4 

X86 . 277 0 
.0103 

c: or Tr n !o 

r 

-. 
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- - - - - - - - F A C T 0 R A N A L Y S I S - - - - - - - -

Analys~s nlli~er l L~stwise deletion of cases with missing values 

Correlation Matrix: 

X91 X92 X93 X94 X95 X96 X97 
X91 l. 00000 
X92 .98201 1. 00000 
X93 .85848 .87399 1.00000 
X94 . 98895 . 94317 .82470 1. 00000 
X95 .79003 .76117 . 94721 . 79280 1. 00000 X96 -.52907 - . 47076 -. 49361 -.56153 -.39026 1. 00000 X97 . 47415 .57748 .82065 .38109 .70619 -.20736 1.00000 X98 .95539 .89409 .86437 .97946 . 88272 -.54520 .42515 X99 .61535 .70160 .90258 .53216 . 79192 -.29275 . 98556 XlOO .61740 .74255 . 49914 .50361 .26527 -.0393 4 .52033 X101 .93644 .85706 . 71367 .97519 .70626 -.b3889 .19960 X102 -.62975 -.57419 -.72367 -.65752 - . 67253 .93198 -. 45660 

X98 X99 XlO&- · X101 X102 

X98 1. 00000 
X99 .56874 1. 00000 
X100 .37307 .56874 l. 00000 
X101 5393 .36141 .35634 1.00000 
X102 -. 69739 -.53858 -.04359 -.68::>52 1. 00000 

::::~ r .act.~c:: _ !o= n lyns . p- J. r. c::...p 
( PC) 

1n1t1 l S :1 c:s: 

v 



SPSS for~ WINDOWS Release 6 .1 
Paqe 1.36 

- - - - - - - - - - - F A C T 0 R 

Variable Communality ~ Factor 

X97 1. 00000 ~ 7 
X98 1.00000 * 8 
X99 1.00000 * 9 
X100 1. 00000 * 10 
X101 1. 00000 * 11 
X102 1.00000 ~ 12 

PC extracted 4 factors. 

Factor Matrix: 

Factor 1 Factor 2 

X93 .96226 .19556 
X91 .95678 -.08738 
X92 . 95026 - .07780 
X98 .94126 -.21521 
X94 .93782 -.21485 
X95 .89203 .09325 
X101 . 86514 -.42522 
X99 . 77947 .55056 
X102 - . 76497 .37933 
X97 .66359 . 64 419 
X96 -.60794 .55313 
X100 .54287 .51588 

Final Statistic3: 

1 ri bl co 

• 

4 

X97 

ANALYSIS - - - - - - - -

Eigenvalue Pet of Var Cum Pet 

.00000 . 0 100.0 .00000 . 0 100.0 .00000 .o 100.0 .00000 . 0 100.0 .00000 .o 100.0 .OOOOG . 0 100.0 

Factor 3 Factor 4 

-.16134 .09886 
.27735 -.00362 
.28582 -.09625 
.13273 .22382 
.26373 .06 18 

-.19418 .39735 
. 25874 .06H7 

-.29721 -. 03131 
. 49011 .17527 

-.37730 -.04802 
.36957 .4334-1 
.51031 - .4 279 

c 0 v 

U.7 
10 • 

• 3 
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- - - - - - - - - - - F A C T 0 R 

Variable Communality * Factor 

X97 1.00000 * 7 

X98 1.00000 * 8 

X99 1.00000 * 9 

X100 1. 00000 * 10 

X101 1.00000 * 11 

X102 1. 00000 * 12 

PC extracted 4 factors. 

Factor Matrix: 

Factor 1 Factor 

X93 .962::!6 .19556 

X91 .95678 -.08738 

X92 .95026 - . . 07780 

X98 . 94126 -.21521 

X94 .93782 -.21485 

X95 .89203 . 09325 

Xl01 . 86514 -.42522 

X99 .77947 .55056 

Xl02 -.76497 .37933 

X97 .66359 . 64419 

X96 -.60794 .55313 

XlOO .54287 . 51588 

variabl ~ommun 11 ~ • r c or 

1.00000 
1.00000 
1.00000 
1.00000 
1.00000 

3 

2 

A N A L Y S I S - - - - - - - -

Eigenvalue Pet 0f Var •:urn Pet 

.00000 . 0 100 . 0 

.00000 . 0 100.0 

.00000 .o 100.0 

.00000 .0 100 .0 

.00000 .0 100.0 

.00000 . 0 100.0 

Factor 3 Factor 4 

-.16134 .09886 
.27735 -.00362 
.28582 -.09625 
.13273 .22382 
.26373 . 06 18 

-.19418 .39735 
.25874 .06147 

-.29721 -.03131 
. 49011 .1 527 

-.37730 -.04802 
.36957 . 33H 
.51031 -. 42279 

.. 
Pcovr .._ Pc 

14. 
10.4 
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fACTOR A N A L '{ S I S 

VA RIMA."< rotation 1 for extraction 1 in analysis 1 - Kaiser Normalization. 

VARIMAX converged in 7 iteration~ . 

Rotated Factor Matrix : 

Factor 1 Factor 2 factor 3 Factor 4 
X101 .91625 .03990 .37292 .14077 X98 .91367 . 30860 .25785 .05899 X94 .90455 .21673 .27947 .23815 X91 • 85232 .29387 .25308 .35092 X92 .75845 .38271 .21134 .48334 X95 .70460 .68295 .13971 -.13270 

X97 .09426 .96030 .11109 .23792 X99 .25201 .91909 .15293 .26150 X93 .61617 . 72616 .26539 .15031 

X96 -.30340 -.06944 -.94993 -.0275 Xl02 -. 41354 -.36733 -.82544 .11273 

X100 .27479 .30078 -.09466 .90933 

Factor Tran~fo~tion ~~trix: 

!actor 1 r c r 2 F .. r 3 . c or ..j 

F . 73 51 
2 -.33558 
3 .42 
4 .4017 
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Analysis number 1 Listwise deletion of cases with missing values 

Correlation Matrix: 

X103 Xl04 Xl05 Xl06 Xl07 Xl08 X109 Xl03 1. 00000 
X104 .94616 1. 00000 Xl05 . 74811 . 91656 1. 00000 Xl06 .29875 .58647 .82079 1. 00000 X107 .18886 .49455 . 75772 .98864 1.00000 X108 .97808 .99279 • 86692 . 48720 .38727 1. 00000 
X109 .16670 . d'-1:61. . 72200 .96892 .99227 .36370 1.00000 
XllO -.87846 -.82818 -.71384 -.27686 -.14371 -.85986 -.06610 
Xll1 .97443 .96789 .83955 .43873 .32179 .98339 .27826 
X112 . 57678 .79308 .93980 • 92931 .86659 . 72381 .81938 
Xll3 .42466 . 49893 .38195 .48674 .45674 . 47248 .50912 
Xll4 .06102 .34370 .54847 .89930 .92203 .24078 .94305 
Xll5 -.03052 .25783 .47573 .84555 .89630 .15149 .93653 
Xll6 -.05046 .20451 • 36773 .73430 .79547 .10883 .85791 
Xll7 .17388 .48190 • 75892 .98800 .99798 .37399 .98365 
Xll8 . )2668 .99385 .91524 .63199 .53918 .98117 .51794 
Xl19' -.14689 ~ ·:1. 7 861 .50311 .88332 .93990 .05971 .94936 
X120 .44888 .64623 .68943 .82626 .80790 . 57785 .83836 
X121 .95592 .91558 .69161 .33255 .23786 .94024 .24476 
X122 .86641 . 97754 .95061 .70733 .63969 .94837 .63062 
X123 . 93889 .99738 .92342 .58443 .49910 .98858 .47880 
X124 -.38508 -.50055 -. 48676 -.64543 -.57147 -.~6121 -.55506 

XllO Xlll Xl12 Xl13 X114 Xl15 Xll6 XllO 
Xlll 
Xll2 
Xll3 
Xl14 
Xll5 
Xll6 
Xll7 
Xll8 
Xl19 
Xl20 - .1 
Xl2l 
X122 
Xl23 
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- - - - - - - - - fACTOR A N i\ L '{ S r 3 - - - - - - - -

XllO Xlll :<112 Xll3 Xll4 Xll5 Xll6 
:<124 . 32645 - .46292 -.68137 -.92250 -.71771 -.57578 -.54120 

Xl17 Xll8 Xll9 X120 X121 X122 Xl23 
X117 1. 00000 
Xll8 .52379 1. 00000 
X119 . 93921 .22770 1.00000 
X120 . 77284 .71309 .67575 1. 00000 
x.121 .20625 .91913 -.07009 .61578 1. 00000 X122 .62333 .97890 .36049 .75473 .86706 1.00000 X123 . 48710 .98526 .18953 . 62964 .90198 .98096 1. 00000 X124 -.54991 -.59187 -.41452 -.80902 -.51781 -.52132 -.44693 

Xl24 

X124 1. 00000 

Initial statistics: 

Var~able communality ~ Factor E~genvalue Pet. ot Var Cum Pet • 
1.00000 • 1 63.1 b3.1 

X103 
1 .00000 * 2 27 . .1 90.3 

X104 
Xl05 1.00000 • 3 "7.1 7. 4 .00000 • 

100.0 
Xl06 . 1. 00000 ,. 5 .o lOO.a 1 . 00000 ,. 

b .o 100.0 1.00000 7 .o 00.0 1.00000 .• .o 100 0 1.00000 • .o 100.0 1.00000 • .o 100.0 1.00000 11 .o 00.0 .0 000 ' 0 . 1.00000 . o 100 • 1.00000 • o 100.0 1.00000 100.0 . 00 0 • .o 00.0 1.000 • 
100.0 
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F A C 1' 0 R A N A L Y S I S 

Variable Communality II: Factor Eigenvalue Pet of Var Cum Pet: 
:<120 1. 00000 .,. 18 .00000 . 0 100.0 X121 1.00000 .,. 19 .00000 . 0 100.0 X122 1. 00000 * 20 .00000 . 0 100.0 X123 1. 00000 " 21 .00000 .0 100.0 X124 1. 00000 * 22 .00000 . 0 100.0 
PC extracted 4 factors. 

Factor r-iatrix: 

Factor 1 Factor 2 Factor 3 Factor 4 

X112 .93953 .03531 .26163 -.21815 X:122 . 9371! 4 -. 29821 .04101 .17275 X105 .93283 - . 18548 .30549 .04583 X:ll8 .90751 -.41792 - . 03285 .02613 X120 .900 95 .27844 -.33076 .03692 X:106 .88633 .38785 .23123 -.10262 X104 . 87314 -.47919 .03055 . 08404 X123 .86546 -.47471 .07022 . H390 Xl07 . 83257 • 49776 .24256 -.01527 X:l09 .82256 .53836 .16740 .07-147 
X:ll7 .81632 • 49326 .29749 -. 0·1257 . Xl08 . 81325 -.57602 -.00758 .09223 
Xlll . 75747 - . 64763 .05165 -.06434 
Xll<l .75595 .6412 -.11359 -.06oo9 
X121 .73139 -.57598 -.33933 .13480 
Xl2 4 -.71730 -.14227 .43131 .52840 

XllO -.55108 . 75553 
Xll9 . 60625 .754 1 
X:103 .69438 -.11921 
Xll5 . .68101 .71 
xuo .61 .71013 

XllJ • 7 13 .1 0 -. 7 04 -.o 111 

r 0 

103 1. 000 1 • 14 .1 
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FACTOR 

Variable .Communality • Factor 

Xl04 1.00000 • 2 
;nos 1.00000 ... 3 
Xl06 1. 00000 • 4 
Xl07 1. 00000 • 
X108 1.00000 * 
Xl09 1. 00000 • 
XllO 1.00000 * 
Xlll 1. 00000 ... 
Xll2 1. 00000 * 
Xl13 1.00000 * 
Xll4 1. 00000 ... 
XllS 1. 00000 * 
Xll6 1. 00000 * 
Xll7 1.00000 * 
XllB - 1 . 00000 * 
X119 1. 00000 t: 

X120 1. 00000 • 
Xl21 1. 00000 ... 
Xl22 1. 00000 * 
Xl23 1. 00000 t: 

Xl24 1. 00000 t: 

VARIMAX rotation 1 for extraction 

VARIMAX converged in 5 iteration~ . 

Rotated Factor Matrix: 

Xl03 
Xlll 
XlOB 
Xl23 
X104 
Xll9 
XllO 
X 
X12 
XlO 

Xll 
10 

!actor 1 

~. 

~. 

F ctor 2 

A N A L Y S I S 

Eigenvalue Pet of Var cwn Pet 

5. 97272 27.1 90.3 
1. 55725 7.1 97.~ 

.57859 2.6 100.0 

1 in analysis 1 - Kaiser Norm liza~on. 

• F ct.or 3 r cor 4 

-.000 
-.1 
-.oo '7 

.04 0 
-.011 0 
-.o u 

.37 
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- - - - - - - - FACTOR A N A L ·r s I s - - - - - - - - - - -

Factor 1 Factor 2 Factor 3 Factor 4 

Xll7 .24867 .96191 .02770 -.llOlO 
X107 .25480 .96054 .08127 -.07638 
Xll5 -.02203 .91650 .38029 .12214 
X106 .35915 . 91172 .10205 -.17138 
Xll4 .06296 . 90252 .42129 -.06335 
Xll6 -.06996 .82439 .50147 .25300 
Xll2 .63380 .70463 .05204· -.31478 
Xl20 . 4091W . 68438 .60195 .03677 

Xll3 . 30727 .32246 .89384 .05147 
X124 -.30769 -. 41470 -.69372 .50210 

Factor Tran~formation Matrix: 

Factor 1 Factor 2 Factor 3 Factor 4 

Factor 1 .70021 .65149 .28358 -.06963 
Factor 2 -.70023 .69668 .14345 . 0611~ 
Factor J .09066 .29696 -.94031 -.13932 
Factor 4 .10570 .04476 -.12175 .98590 
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- - - - - - - - f A C T 0 R A N A L Y 3 I S 

.ZIJlalys~s number l Lisnn.se deletlon of cases with missing values 

correlation Matrix: 

Xl25 Xl26 X127 X128 Xl29 XlJO Xl31 
X125 1. 00000 
X.12 6 .59817 1. 00000 
Xl27 -.52405 -.33174 1.00000 
Xl28 .98650 .68288 -.44217 1. 00000 
X129 .73018 .98118 -.35971 .79898 1.00000 Xl30 -.00792 .56074 .58510 .14493 .49944 1. 00000 Xl31 -.35060 - .11568 .47466 - . 23912 -.21018 .41474 1.00000 Xl32 .05579 . 80017 .03904 .19441 .68037 .77577 .35766 X133 - . 44281 -.57221 -.42104 - .56836 -.60582 -.83546 -.35557 

X132 Xl33 

Xl32 1. 00000 
X133 -.53463 1. 00000 

Extraction 1 for analy~l~ 1, Princlpal Component~ Analy~l~ (PC) 

Initial s tistJ.cs: 

v.:u-iable commun ty .. r ct.or Pc 0 v r c .. 
Xl25 1. 00000 1 0. 
Xl26 1.00000 31. 
Xl27 1. 00000 l .0 3. Xl28 1.00000 

100.0 Xl2 1.00000 .o 100.0 X130 • 0000 .o 00.0 •• 131 . 000 o • Xl32 1.000 0 
100.0 Xl3 • 0 0 .0 100. 
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F A C T 0 R A N A L Y S I S 

Factor Matr~x : 

Factor 1 Factor 2 

X129 .97131 -.16049 
X126 .94884 -.05202 
X128 .81693 -.43793 
X133 -. 767'27 -. 47410 
X125 . 72487 -.57101 
X132 .70388 .47056 

X127 -.19841 .85308 
X130 .61861 . 75564 
X131 -. 02158 .75320 

Final Statistics: 

variable communality * Factor 
* 

X125 1. 00000 .. 1 
Xl26 1.00000 ... 2 
Xl27 1.00000 .. 3 
X128 1. 00000 * 4 
X129 1 . 00000 .. 
Xl30 1. 00000 * 
XlJl 1. 00000 .. 
Xl32 1.00000 .. 
Xl33 1. 00000 .. 

V?.RIMi\X rot: tion for xt:r ction 

Xl 
Xl 

c r 

1 

Factor 3 

.14989 

.30584 
-.35024 

.43164 
-.36843 

.52690 

-.38099 
. 00142 

-.05729 

Eigenvalue Pc 

4.54321 
2.85854 

.98678 

. 61146 

1 n n y:$l.:J 
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Factor 4 

-.09124 
-.05879 

.13481 

.01480 

.11302 

. 0742 1 

-. 29620 
-.21525 

.654 94 

of Var Cum Pet 

50.5 50.5 
31.8 82.2 
11.0 93._ 
6.8 100.0 

- ·ur 

c 
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factoc l Factoc 2 Factor 3 Factoc 4 

Xl3:2 .010J9 . 95725 .H527 .24993 
;(.126 . 50047 .85901 - .00237 - .10788 
Xl29 .64040 .74686 .02216 -.17776 

X127 -.37380 -.llll64 .8~598 .19348 
Xl30 .04471 .65133 .73584 .17975 
Xl33 -.54542 - .38128 - .70450 -.24662 

Xl31 -.17948 .08908 .26531 . 94311 

Factor Transformation Matrix: 

Factor 1 Factor 2 Factor 3 Factor 4 

Factor 1 .68836 • 70295 .17871 -.00855 Factor 2 -.44310 .26133 .70232 .49205 Factor 3 -.53393 . 65613 -.52788 -.07583 Factor 4 .21151 -.08398 -.44289 . 86721 
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