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ABSTRACT

The main purpose of this study was to analyze Long term debt financing as a determinant
of the performance of sugar manufacturing firms in Kenya. The study was guided by the
three long term debt financing constructs namely: Corporate bond financing on firm
performance, Long term loan financing on firm performance, Operating lease financing
on firm performance. The tradeoff theory was used to inform the study. The study
adopted a longitudinal research design and a targeted population of 9 and a sample size of
3. Simple random sampling was used to select the respondents. Inferential techniques
were utilized in data analysis. Multiple linear Regressions model was used to identify
significant predictors of Return on Assets controlling for confounders. Corporate bond
financing, long term loan financing and operating lease financing did not have a
significant relationship with Return on Equity. Results indicated that: Corporate bond
financing and firm performance, (B =1.240, p< 0. 001), Long term loan financing and
firm performance, ( =-20.991, p<.004), Operating lease financing and firm performance,
(B =13.619, p<.020). The study concluded the following, Corporate bond financing
significantly positively affects firm performance, Long term loan financing significantly
negatively affects firm performance and operating lease financing does not significantly
affect firm performance. The study recommended that, Sugar firms should become less
dependent on long term loan financing in their capital structure. There is need for sugar
firms to invest more in issuance of corporate bonds. Sugar firms should opt for outright
purchase rather than excessive use of operating lease financing. The study contributed to
literature review, policy and development of measurements of scale. The study suggests
that other studies are needed to explore the effects of long term debt financing on
performance of sugar firms in Kenya using predictors of firm performance other than
long term loan financing and corporate bond financing.
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Xii

OPERATIONAL DEFINITION OF TERMS

Firm performance
Refers to a business entity end results and the results may be financial or non financial

(Ittner, 2008). In this study it refers to the end of year financial results of the sugar firms.

Return on Assets
It is a measure of the income available to debt and equity investors per dollar of the
firm’s total assets” (Brealey et al., 2011). In this study it refers to total revenue divided

by total assets of a firm.

Return on Equity
Refers to the income generated for the shareholder’s by the equity, which is the financing
provided by the shareholders (Alexander & Nobes, 2010). In this study it is used as

earnings before interest and tax divided by total shareholders’ equity.

Long term debt financing

Long term debt is a resource that is owed to lenders for a period of more than one year
from the date of the current balance sheet (Lancett, 2008).In this study it referred to all
those resources borrowed by sugar firms whose repayment period was more than one
year from the current balance sheet date.

Corporate Bond Financing

Corporate bonds are debt obligations issued by corporations for the purpose of raising

capital for corporate projects and other means of expanding the issuing corporation



xiii

(Thune, 2014). In this study it referred to the proportion of corporate bond to total long
term debt ratio.

Long term loan financing

A Long term loan is a loan from a financial institution (Athreya, 2008). All types of long
term loans sugar firms used were added to form the actual value for Long term loans in
the study. In this study it refers to the proportion of long term loan financing to total long

term debt ratio.

Operating lease financing

Operating lease is a contract that allows for the use of an asset, but does not convey rights
of ownership of the asset (Lorigan, 2014). In this study it referred to operating lease
obligations of the firm that exceeded one year and it is the proportion of operating lease

financing to total long term debt ratio.



CHAPTER ONE

INTRODUCTION

1.0 Overview

This chapter presents the background of the study, statement of the problem, objectives
of the study, research hypotheses, justification of the study, significance of the study,

scope of the study and limitations of the study.

1.1Background of the study

Businesses must pay attention to how they are financed as optimality in their capital
structure would only be achieved when the right financing is adopted. Long term debt
financing is a component of debt finance which is basically resources borrowed to run
business and whose repayment takes more than one year from the current balance sheet
date (Lancett, 2008). Firm performance could either be financial and non-financial
performance (Ittner, 2008). This study concentrates much on financial performance
which measures a firm's overall financial status over a given period of time, and can be
used to compare similar firms across the same industry or to compare industries or

sectors in totality (Ukko, 2009).

The global sugar economy is essentially “managed” rather than allowing free market
forces to hold sway (Tyler, 2007). The World sugar prices have normally been so low

that even the world’s lowest cost, major exporters, Brazil, Australia, Thailand and



Guatemala have all had to find ways to subsidize their exports mainly by blending higher
prices achieved in protected domestic markets with those available through exports.
Brazil, the world’s largest producer of sugar cane and exporter of sugar is facing financial
problems which have resulted in excessive borrowing causing an increase in debts which
are long overdue and the industry is unable to repay (Modi, 2014). Prices in the residual,
free world market have fallen as low as US$150 per tonne, which is less than the

marginal cost of even the most efficient producers (Tyler, 2007).

Africa is not the world’s largest sugar producer, but it embraces some of the world’s best
production facilities. Five African countries are consistently ranked amongst the lowest
cost sugar producers in the world after Brazil and on a par with Australia that is, South
Africa, Swaziland, Zambia, Malawi and Zimbabwe. However, since exports to the
residual free world market have normally been at a financial loss, most of these countries
have limited their core production capacity to meeting domestic requirements, exports
under any available European Union and United States quotas and regional African

markets (Tyler, 2007).

The sugar industry in Kenya is governed by the Kenya Sugar Board which is made up of
the following firms. Nzoia sugar firm, Muhoroni, Mumias sugar firm, West Kenya, Soin,
Butali, Chemilil, Sony and Kibos & Allied sugar firm (Kenya Sugar Board, 2014). Nzoia
sugar firm is located in Bungoma County. The government is the majority shareholder
owning 98% shares while Fives Cail Babcock and industrial development bank owning
the remaining (Kenya Sugar Board, 2014). Muhoroni sugar firm which is in receivership

and it is a firm engaged in sugar cane growing, processing and marketing of sugar. It was



set up in 1964. Muhoroni was placed under protective receivership in the year 2001

(Kenya Sugar Board, 2014).

Mumias Sugar firm is listed on the Nairobi Stock Exchange. Mumias is engaged in the
manufacture and sale of sugar. It was established in 1973 (Kenya Sugar Board, 2014).
The firm is currently highly indebted (Wachira, 2014). Soin Sugar firm is situated in
Kericho District Soin division and it is a privately owned firm established in 1999 (Kenya
Sugar Board, 2014). West Kenya Sugar Company Limited was incorporated in 1979 and

it is situated in Shamberere South Kabras (Kenya Sugar Board, 2014).

Kibos Sugar and Allied firms is located a few kilometers from Kisumu town. Their main
aim is to produce high quality refined sugar for the Kenyan market among other sugar
products. (Kenya Sugar Board, 2014). Butali Sugar firm is located at Butali area, in
Western Kenya (Kenya Sugar Board, 2014).South Nyanza Sugar Company Limited was
established in 1976 and is located in South Western Kenya in Migori County. It’s located

along Kisii - Migori Highway (Kenya Sugar Board, 2014).

Chemelil Sugar firm is located along the Awasi-Nandi Hills road in Nyando District of
Nyanza province. It was established in 1965 as a private limited company and later
became a parastatal in 1974 (Kenya Sugar Board, 2014). There is an increase in the rate
of indebtedness across the sugar firms which indicate financial instability of the sugar

firms in Kenya and across the world (Otieno, 2014).

The sugar industry in Kenya is not performing well either for example, Sugar firms like

Nzoia (Mutai, 2014), Mumias (Wachira, 2014), Muhoroni (Otieno, 2014), Chemilil
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(Otieno, 2014), Nzoia are among the firms faced with deteriorating financial performance
characterized with a reduction in firms’ profitability and hence inability to meet the
firm’s financial needs. The persistent financial constraints have affected the image of the
sugar industry as it sends away investors. The investors are afraid of investing in highly
indebted firms (Mutai, 2014). This study will therefore add to existing literature that has
discussed issues on long term debt financing such as Umar et al., (2012), and how it has

affected the performance of the Sugar firms.

1.2 Statement of the Problem

The sugar industry caters for the livelihood of many Kenyans in terms of employment
and also forms a ready market for their sugar cane plantations. Statistically 54% of
farmers in western region and part of Nyanza region grow sugarcane (Kenya Sugar
Board, 2014). Most of the sugar firms in Kenya have been recording poor financial
performance for over a decade (Wachira, 2014). For example, Muhoroni Sugar firm has
been recording poor financial performance characterized by low profitability and the firm
recording losses (Mutai, 2014). This financial problem has led to the firm’s inability to
pay for its administrative costs including wages and salaries expense for their employees
and payment of their creditors. This financial problem at Muhoroni caused the firm being
put under protective receivership to prevent the firm from total collapse and subsequent
closure of the firm (Otieno, 2014). Poor financial performance is one of the reasons for
total collapse of Miwani Sugar firm which up to date the sugar firm is not operational
(Otieno, 2014). Therefore, there existed poor financial performance among the sugar

manufacturing firms in Kenya. This study sought to investigate and provide a solution



and necessary recommendations for the problem of poor financial performance in its

entirety.

1.3 Objectives of the study

1.3.1 General objective

To analyze Long term debt financing as a determinant of the performance of selected

sugar manufacturing firms in Kenya.

1.3.2 Specific objectives of the study

i.  To determine the effects of corporate bond financing on a firms performance.
ii.  To find out the effects of long term loan financing on a firms performance.

iii.  To evaluate the effects of operating lease financing on a firms performance.

1.4 Research Hypotheses

HO,: Corporate bond financing has no significant effect on firm performance.

HO,: Long term loan financing has no significant effect on firm performance.

HO03: Operating lease financing has no significant effect on firm performance.

1.5 Justification of the study

Studies on Long term debt financing by various researchers yielded diverse results; in the
case of, Ebaid (2009), Huang & Song (2006), Cai & Zhang (2006), Umar et al., (2012),

Onaolapo & Kajola (2010), Daskalakis & Psillaki (2005); they found a negative



relationship between long term debt financing and financial performance. Abor (2005),
Mesquita & Lara (2003), Omran & Pointon (2009), Antwi, Mills & Zhao (2012),
Aliakbar et al., (2013), showed a positive correlation between long term debt financing
and financial performance. The findings were not unanimous hence a gap in knowledge

for further research.

Secondly, there were a few studies on long term debt financing in Kenya sugar
manufacturing firms’. The researcher sought to address the knowledge gap of insufficient
studies on long term debt financing in the sugar industry by focusing on the sugar

manufacturing firms in Kenya.

A study by Alawwad (2013) on Capital Structure Effects on Firms’ Performance:
Evidence from Saudi Listed Companies recommended that for more reliable results to be
achieved, a future study was to use annual financial data rather than quarterly

financial data used in the study.

The researcher further recommended that another study on debt finance to be conducted
on individual sectors in the economy could lead to more informed conclusions on
how each sector responded to the choice of financing mix since each sector was
subject to different regulations and investment requirements. The researcher replicated
the recommendations made by Alawwad (2013) in a Kenyan context by focusing on

sugar manufacturing sector.

1.6 Significance of the study



Findings of the study will help contribute to policy development, literature review on
long term debt financing and firm performance, development of conceptual framework
and measurement of variables. It will also be of great help to firms’ managers who are

charged with the responsibility of effective management of the Sugar firms.

1.7 Scope of the study

This research study was conducted on sugar firms’ in Kenya. The main aspects
investigated in this study were operating lease financing, corporate bond financing, long
term loan financing and their effect on firm performance. Return on equity and Return on
assets were the only measures of firm performance that were used in the study. A target
population of 9 sugar manufacturing firms in Kenya were studied. A time period of five

years were considered that was between 2010 to 2014.

1.8 Limitations of the Study

The major limitation of the study was that this study was limited in scope as not all the
sugar firms in Kenya were included in the sample size. This study was based on a time
period of five years which is relatively a short period of time to access the trend of

financial performance of the sugar firms.



CHAPTER TWO

LITERATURE REVIEW

2.0 Introduction

This chapter covers the concept of firm performance, the concept of long term debt
financing, the concept of long term debt financing and firm performance, concept of
corporate bond financing on firm performance, the concept of long term loan financing
on firm performance, the concept of operating lease financing on firm performance,
theoretical perspective, the conceptual framework of the study, summary of literature and

finally the research gap.

2.1 Concept of Firm Performance

Firm performance focuses on providing financial returns, variously referred to as profits,
return on investment (Ukko, 2009) Performance is the ability to distinguish the outcomes
of organizational activities. Financial performance is a subjective measure of how well
a firm can use its assets from its primary role of conduction of business and its

subsequent generation of revenues.

Financial performance is also used as a general measure of a firm's overall financial
status over a given period of time, and can be used to compare similar firms across the
same industry or to compare industries or sectors in totality. The financial performance is

measured using accounting Key Performance Indicators such as Return on assets, Return



on sales, Earnings before interest and tax, Economic value added or Sales growth

(Crabtree & DeBusk, 2008).

The advantage of these measurements is their general availability, since every profit
oriented organization produces these figures for their yearly financial reporting (Chenhall
et al., 2007). In Kenya some firms are under receivership as a result of financial
instability such as Muhoroni (Otieno, 2014), other firms have been closed down due to
financial constraints for example, Miwani sugar firm, other firms are experiencing
rampant go slows from employees as a result of the firms unable to pay their salaries and

wages such as Chemilil sugar firm (Otieno, 2014).

This study adopted the use of Return on assets and Return on equity since ROA measures
the income available to debt and equity investors per dollar of the firm’s total assets
(Brealey et al., 2011). That is, it measures financial soundness of the firm in terms of its
assets. It was therefore used in the regression model as a measure of financial

performance. Specifically, it is the ratio of revenues generated over a firm‘s total assets.

Another ratio that gave an indication of a firm’s overall financial health is Return on
equity (Bodie et al., 2011). ROE shows the income generated for the shareholder’s by the
equity, which is the financing provided by the shareholders (Alexander & Nobes, 2010).
It gave an indication of whether a firm was able to find profitable investment
opportunities (Berk & DeMarzo, 2011), something that was of great importance for firms
that wanted to stay competitive. The researcher therefore believed that it justified the use

of Return on equity as a measure of financial performance in the regression model.
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Return on equity is calculated as “earnings before interest and tax divided by equity”,

following the lead of Abor (2005).

2.2 Concept of Long Term Debt Financing

Long term debt is a resource that is owed to lenders for a period of more than one year
from the date of the current balance sheet (Lancett, 2008). Long-term debt converts to
short-term debt when the period left until the debt must be repaid becomes less than one
year with the passage of time. Long-term debt is used to finance business investments
that have longer payback periods. Long term debt financing is advantageous as it is
usually less prone to short term shocks as it is secured by formally established contractual

terms. Hence, they are relatively more stable than short-term debt (Lancett, 2008).

Long term debt financing is directly linked to the growth of the company's operating
capacity. The purchase of capital assets such as machinery. Long-term debt financing is
normally well structured and defined (Lancett, 2008). Thus fewer resources have to be
channeled to monitor and maintain long-term debt financing accounts compared to short
term debt financing such as supplier credit which, changes overtime and need to be

monitored on a regular basis.

Long term debt financing options such as leases offer a certain degree of flexibility,
compared to having to purchase the asset (Lancett, 2008). Long term debt financing is a
widely used mode of financing around the world. Long term debt financing is a fast
growing concept in the Sugar industry with little attention paid to its literature. In this

study the indicators of long term debt financing are: corporate bond financing, long term
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loan financing and operating lease financing which all are forms of long term debt
financing. In Kenya Sugar firms have adopted the use of corporate bond financing, long
term loan financing and operating lease financing. For example, Mumias sugar firm has
been issuing corporate bond for over the past five years. Some of the Sugar firms using
long term loan financing and operating lease financing are Muhoroni, Mumias sugar firm

and Nzoia sugar.

2.3 Long Term Debt Financing and Firm Performance

The link between Long term debt financing and firm performance are mostly
inconclusive but a negative relations between the two have been reported in most of the
studies. Studies have been done on long term debt financing in the sugar sector for
example, Ahmad et al., (2012), sought to investigate the impact of capital structure on
performance of Malaysia sugar firms by analyzing the relationship between return on
assets, return on equity and long term debt. The study established that long-term debt
financing had significant negative relationship with ROA. It was also established that
ROE had significant negative relationship with long-term debt financing. The researchers
did not research on the various forms of long term debt financing that sugar firms are

using and how it had affected firm performance.

A research by Mesquita & Lara (2003), on Capital structure and profitability: a case of
Brazilian Sugar firms’ and found that long-term debt financing had an insignificant
negative relationship with Return on equity. Anandasayanan & Subramaniam (2013)
examined the Effect of Capital Structure on profitability of Listed Sugar Manufacturing

Companies in Sri Lanka. Their results revealed significantly negative relationship
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between long term debt financing and firm’s performance. Their studies did not provide
the various forms of long term debt financing that sugar firms are using and how it had

affected firm performance

Other studies on Long term debt financing and firm performance have shown positive
relations between long term debt financing and firm performance. This means the more
one uses the proportion of long term debt the better the performance of sugar firms. For
example, Omran & Pointon (2009) found that the capital structure is not same for every
industry and vary across some of the industries. Further, Egyptian firms with high
business risks are not witnessed with low level of long term debt. The contracting sector
has employed higher level of debt compared to services sector because of higher tax rate
on the service industry confirming the trade off theory. Heavy industries have a positive
relation with long term debt financing sources because of the large assets base employed

by the firms.

A study by Antwi, Mills, & Zhao (2012) on the effect of capital structure on company’s
value by taking all 3 listed Sugar companies on Ghana stock exchange. Simple regression
analysis was used to study this effect. Long term debt had been used as the independent
variable to analyze its effect on firm value. Results of the study indicated that long term
debt is positively and significantly related with firm value. Findings on effects of various

forms of long term debt financing were missing in the study.

According to Aliakbar et al., (2013), study on the “relationship between capital structure
decisions and firm performance: A Comparison between big and small industries in firms

listed on Tehran Stock Exchange.” They found that there is positive and significant
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relationship between long term debt and firm performance as measured by Tobin’s Q in

big and small industries.

2.3.1 Corporate Bond Financing and Firm performance

Corporate bonds are debt obligations issued by corporations for the purpose of raising
capital for corporate projects and other means of expanding the issuing corporation.
When you purchase a corporate bond, you are lending money to a corporation, which in
turn promises to pay you a specified amount of interest until the stated maturity date, at
which time the original amount of the bond you purchased the principal is returned to you

(Thune, 2014).

A corporate bond is a debt instrument that a firm can issue in order to raise funds for its
operations. The buyer of the bond acts as a lender who lends money to the firm for a pre-
specified time period, and who receives interest payments during this time. This interest
that the buyer earns can come in different forms. The most common form is to regularly
that is annual, semi-annual or quarterly receive a coupon, which is an amount calculated
by the bond’s coupon rate that is interest rate times its principal amount( Bodie et al.,

2011).

Corporate bond financing is more advantageous because when you invest in corporate
bonds, you are taking part in a very safe type of investment in general. As a bond holder,
you are actually a creditor to the corporation and the corporation becomes a debtor to the
bondholders. The firm pays interest to the bondholder in return for the loan (Thune,

2014).
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If the firm goes bankrupt, the bondholder will stand a chance of getting the money back
since you are a creditor. There is also a clearly defined rating system offered by
investment experts. The rating system allows the firms’ determine exactly how much it is
going to get before it invest. With a corporate bond, a firm pays regular interest to the

bondholder which is cheap (Thune, 2014).

A study by Sanna & Emilie (2013), on bond-to-total debt ratio and its impact on firms'
performance of Swedish firms. The study found using regression analysis that corporate
bond financing had a positive significant effect on firm performance as measured by
ROA and also there was a significant positive significant relationship between corporate
bond financing and firm performance as measured by ROA, ROE and ROCE at the 99 %
confidence level. The researchers also found that corporate bond financing had a positive
significant effect on firm performance as measured by ROE. The researchers did not
study on the effects of corporate bond to total long term debt but rather as a component of

total debt which comprises the sum of both long term debt and short term debt financing.

A study on Corporate Debt Value, Bond Covenants, and Optimal Capital Structure of
Ghanaian Manufacturing firms by Leland (2004) found that corporate bond financing had
a significant positive effect on firm performance as measured by return on assets and
return on equity. The study did not operationalize corporate bond as the proportion of
corporate bond to total long term debt, therefore the results it provided were not for the
effects of corporate bond on total long term debt financing on firm performance. Lagerlof
& Rosenlof (2012) in their research on the Swedish High Yield Corporate Bond Market

found that the issuance of high yield corporate bond resulted in improved firm
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performance as measured by ROA, with an adjusted R Square Value of 0.624. High yield
corporate bond led to an increase in firm performance as measured by ROA. The study
focused on how high yield corporate bond affected firm performance and not on how

corporate bonds to total long term debt affected firm performance.

A research by Oslo Bgrs (2013) on ‘Issuance of corporate Bonds in Oslo market for
raising debt capital’ found that corporate bond financing had a positive significant effect
with firm performance as measured by return on assets. Shirley & Xu (2001) examined
the effects of corporate bond financing on firm performance. The researchers adopted the
SoE panel data set used by Mengistae & Xu (2004) and found that corporate bonds were
crucial in increasing firms’ financial performance as measured by Return on asset. The
researchers did not study on the effects of corporate bond to total long term debt on firm

performance

Corporate bond financing has a positive in significant effect on firm performance for
example Uchida (2008) researched on the relationship between Tobin’s Q, corporate
bond and bank debt on Japanese manufacturing firms’ between 1989 to 1997. Regression
results showed that corporate bond financing had positive and statistically insignificant
coefficients. Corporate bond had a positive significant effect on firm performance. The
study was carried out on corporate bond but it did not provide results on the effects of

corporate bond to total long term debt on firm performance.

According to the researcher highly indebted firms have insufficient financial resources to
repay debt obligations owed to creditors and whatever little amount that exists is used to

offset part of the debt and hence the financial performance of the firms’ decreases.
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2.3.2 Long Term Loan Financing and Firm performance

A Long term loan is a loan from a financial institution. Long term loans can be raised in
relatively short period, because long term loans are negotiated directly between the lender
and the borrower, and documentation is minimized (Athreya, 2008). According to
Athreya (2008) terms and conditions of long term loan can be revised by mutual
agreement between the lender and borrower. Long term loan has lower issuance costs.
Funds raised from Long term loan are typically used to finance permanent working
capital, to pay for fixed assets or to discharge other loans a firm had borrowed (Athreya,

2008).

Long term loans minimize time spent saving for investments and investors are able to
realize potential earnings sooner to help offset the cost. Long term loans increase the
flexibility of an investor’s limited capital by allowing for its distribution over multiple
investments, and minimizing the immediate impact on operational cash flow. The loans
provide an opportunity to finance potential investments while maintaining control of the

firm (Athreya, 2008).

Long term loans have a very structured payment thus builds credit. It can be very
advantageous to take out a long term loan for a business. After the maturity date and
when full ownership is assumed, the former debtor and now owner can use the asset and
the positive credit they have developed for paying for future borrowing. Thus, reliable
debtors experience a compounding effect of the advantages of a long term loan (Athreya,

2008).
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Scholarly work of Hammes (2003) on firm performance, debt, bank loans and trade credit
where by the researcher compared Polish and Hungarian Sugar firms to a large sample of
firms in industrialized countries. The researcher used panel data analysis to investigate
the relation between bank loan and firms’ performance as measured by profitability. The
results showed that long term loans had an insignificant and negative effect for most
countries. The findings of the study did not bring out the effects of outstanding long term

loans on performance.

Some studies on Long term loan financing found a negative significant effect on firm
performance for example Abu (2012) examined “Capital structure and firm performance;
Evidence from Palestine stock exchange” and found a negative effect existed between
long terms loans and bank performance as measured by ROA although not statistically
significant. In this study the researcher focused on the effects of bank loans on
performance. The researcher did not capture the component of outstanding long term

loans on firm performance.

Studies of Asterbro & Bernhardt (2003) on Start-up Financing, Owner Characteristics,
and firm performance of French Sugar firms. They found long term loan financing had a
negative significant effect on firm performance as measured by both ROA and ROE
although not statistically significant. The researchers focused on long term loans as a
source of start up financing and in their findings they did not provide results on long term

loans outstanding obligations of the firms and how it has affected its performance.

The research work of Ghosh (2006) on profitability and capital structure of Amex and

Nyse firms, found that the level of long term loan associated inversely with firms’
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performance as measured by ROA. The result referred to the creditors who were using
Long term loans as disciplinary tool on the firm. This tool bases on the restrictions
imposed by creditors on the firm as prevention on the firm from distributing the
earnings on the shareholders or impose restrictive conditions on the loans by increasing
the interest rates or impose sufficient collaterals on loans, thus, these restrictions
according to Ghosh (2006) led the management of the firms’ to use a large proportion of
its finances on repayment of debt owed to creditors which in turn reduces firm
performance. The study focused on firms that used long term loans as disciplinary tool
for repayment of debts and also it did not provide results on how outstanding long term

loans affected firm performance.

A study by Fok et al., (2004) researched on the impact of bank loan on performance of
Taiwanese Sugar firms around the 1997 Asian financial crisis. The researchers found that
domestic borrowed long term loans had a negative significant effect on firm performance,
but long term loans borrowed from foreign countries had a positive significant effect on
firm performance. The findings are tied in scope as it was conducted during the Asian
financial crisis. The researchers focused on source of borrowing that is from domestic or
foreign market, they did not provide findings on how outstanding long term loans

affected performance.

According to Kang & Stulz (2000), they researched on how Banking Shocks affects
Borrowing Firms’ Performance on Tokyo Stock Exchange between 1990 to 1993. They
found that firms whose debt had a higher fraction of long term loans in 1989 performed

worse from 1990 to 1993 and also invested less than other firms did. The researchers
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concentrated much on how firms performed in relation to the proportion of long term
loans it held but did not provide results on the effects of outstanding long term loan

obligations.

2.3.3 Operating Lease Financing and Firm performance

Operating lease is a contract that allows for the use of an asset, but does not convey rights
of ownership of the asset (Lorigan, 2014).The property may be leased for a period more
than one year on an operating lease hence being a component of long term debt. Leasing
is a contract between an owner of equipment, the lessor and another party, the lessee
giving the lessee possession and use of a specific asset in return for payment of specific

rentals over an agreed period (Kisaame, 2002).

An operating lease is usually signed for a period much shorter than the actual life of
the asset, and the present value of lease payments are generally much lower than the
actual price of the asset. Atthe end of the life of the lease, the equipment reverts
back to the lessor that is, the owner of the equipment who will either offer to sell it to the
lessee or lease it to somebody else. The lessee usually has the option to cancel the lease

and return equipment to the lessor, sometimes at a cost (Lorigan, 2014).

Operating lease is advantageous to a business because operating lease is used to hide
financially leveraged balance sheets by presenting capital leases as operating leases.
Although an operating lease is, many a times, more expensive as compared to an outright
purchase or a capital lease for the same equipment due to the guarantee of service
obscured in an operating lease in addition to the obsolescence risk assumed by the leasing

company (Lorigan, 2014).
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However, this is justified by the lessee through the convenience of relying on fully
operational equipment in addition to avoiding the obsolescence cost. An operating lease
reduces the lessee’s liabilities thus allowing it to borrow more than if it used a mortgaged
loan or a capital lease. Leases offer a certain degree of flexibility, compared to having to
purchase the asset. The tradeoff theory supports the opinion that leasing leads to tax

allowable and thus high financial performance (Lorigan, 2014).

A study by Tarus (1997) on factors influencing the growth of lease in Kenya in which the
researcher used descriptive research design and collected data through questionnaires
both structured and unstructured while his population consisted of all companies listed in
the stock exchange. The researcher found that leasing improves financial performance by
influencing the cost of capital thus reducing the leverage level which in turn improves the
working capital of the firm. The researcher focused on how leasing improves financial
performance but did not provide results on long term operating lease obligations and how

it affects firm performance.

A research on ‘Effects of Lease Finance on Performance of Sugar Firms in Bangladesh’
by Abdus (2013) found that operating lease financing had a positive significant effect on
ROE. The Adjusted R square value was 0.279. Letoluo (2003) did a study of the
influence of farmland leasing on household livelihood in Narok. The researcher did a
survey with eighty respondent selected randomly and ten informants were interviewed.
The researcher found that leasing of farmland increased revenue to the farmers who later
shifted from pastoralism to doing business. The researcher focused on factors that
influence farmland leasing and its subsequent impact on the farmers but did not research

on long term operating leasing obligations and how it affected performance.
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A study by Vasantha (2012) on capital market frictions, leasing and investment, found
that firms with high information leased more and those with low agency costs leased less.
In addition the researcher found that firms with significant tax-loss carry forwards were
unable to take full advantage of tax benefits of asset ownership, hence they leased more.
The coefficient on size was positive and size squared was negative indicating that largest
firms used less operating lease financing .The coefficient on Tobin’s Q is positive as
higher growth firms leased more which led to an improvement in firm performance. The
researcher dwelt much on characteristics of firms that leased more and those that leased
less. The researcher did not provide findings on operating lease obligations of the firms

and its effects on firm performance.

According to Akinbola & Otokiti (2012), they researched on the Effects of Lease Options
as a Source of Finance on the Profitability Performance of Sugar Firms in Lagos State,
Nigeria using a sample of 300 respondents and the results from the model summary
revealed the extent to which the variance in profitability of organizations could be
influenced by operating lease option. The adjusted R square value was .081. The
researchers also used ANOVA and found that operating lease had significant effect on
organizational profitability with an F-cal 7.540 at 0.01 significance level that is operating
lease financing had significant effect on organizational profitability. The researcher
focused much on leasing options that small and medium enterprises had adopted as a
source of finance but did not emphasize on the effects of operating leasing obligations on

performance.
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A research on the effects of leasing on performance of companies listed at the Nairobi
securities exchange by Munene (2011), found that operation lease financing had a
negative but insignificant effect on firm performance as measured by ROA with p value
of 0.876. The researcher provided results on the effects of lease on firm performance but

did not provide results on outstanding operating lease obligations on performance.

A study on the factors influencing the profitability of leasing firms in Pakistan by
(Muhammad et al., 2012) where the researchers analyzed a pool of data of 28 leasing
companies for a period of 2006-2008. The variables used to determine profitability were
size, leverage liquidity, age and Return on assets in operating lease finance. The study
applied ordinary least square model and Logistic models for estimation of results. The
researchers found that operating lease financing had a negative insignificant effect on
firm performance of leasing companies as measured by ROA. The researchers centered
their study on factors influencing the profitability of leasing firms thus they did not study

on outstanding operating lease obligations and how it affects firm performance.

Leasing is advantageous to outright purchase as it leads to improved financial
performance. This is evident in Salam (2013), research on the casual relationship between
firm performance using ROA and ROE with different sugar firms on lease finance. The
researcher found that operating lease financing had a positive significant effect on firm
performance as measured by ROA and ROE. The researcher did not research on
outstanding operating lease obligation thus the study dwelt much on causal relationship
between lease finance and performance. Eric (2012) did a study on French Small and

medium enterprises for 11436 firms for the year 1999. The variables used were long term
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debt, leasing, equity, short term assets, short term liabilities, financial fees, fiscal debt and
firm age. The researcher found that operating lease financing had a significant positive

effect on ROA. The study did not capture outstanding operating lease obligations.

Studies on the relationships between Operating lease financing and firm performance also
proves a positive significant relationship between the two variables for example, Lasfer
& Levis (2008) examined the relationship between lease finance and ROA for Sugar
firms and found a positive relationship existed between operating lease financing and
firm performance as measured by ROA. They also found that a positive relationship
existed between operating lease financing and firm performance as measured by ROE.
Kisaame (2002) researched on lease finance in sugar firms in Uganda and found that
businesses with leasing competence were on average more profitable as measured by
ROA. The researcher dwelt much on characteristics of firms in relation to  leasing
competence and not on the effects of outstanding operating lease obligations on firm

performance.

The researcher argued that with leasing, you may pay more over the long term. Operating
lease payments included taxes, insurance and risk premium since the lessor assumes the

risk for the purchase and this leads to a decrease in firm performance.

2.4 Theoretical Framework

The study adopted the trade-off theory by Myers (1984) which refers to the idea that a
company chooses how much debt finance and how much equity finance to use by

balancing the costs and benefits. The trade-off theory was taken under consideration after
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the debate on the theorem of Modigliani-Miller (Igbal et al., 2012).When the irrelevance
theorem was added with the corporate income tax, this favored benefit for debt that is it
shields the earnings from taxes. Firm manager evaluates and analyzes the various costs

and benefits of several alternatives of leverage plans.

Most of the time it is presumed that interior solution should be obtained so that balance
can be acquired between marginal costs and benefits. An important purpose of the trade
theory is to explain the fact that corporations usually are financed partly with debt and
partly with equity. The tradeoff theory assumes that there are benefits to leverage within

a capital structure up until the optimal capital structure is reached.

The trade off theory recognizes the tax benefit from interest payments. The marginal
benefit of further increases in debt declines as debt increases, while the marginal cost
increases, so that a firm that is optimizing its overall value focuses on this trade-off when
choosing how much debt and equity to use for financing. Optimal capital structure is

acquired by firms by trading off the costs of debt and equity against their benefits.

Empirically Abor (2007) researched on Debt Policy and Performance of SMEs, Evidence
from Ghanaian and South African firms. The researcher supported the use of the tradeoff
theory as the best in determining Long term debt financing as a source of firm financing.
Other scholars in support of the tradeoff theory are Hovakimian, Opler & Titman (2001),
Korajczyk & Levy (2003), Hovakimian & Tehranian (2004). The researcher held similar
opinion with the above named researchers that marginal benefits and marginal cost

should be considered in the determination of how much of a financial resource to borrow.


http://en.wikipedia.org/wiki/Debt
http://en.wikipedia.org/wiki/Ownership_equity
http://en.wikipedia.org/wiki/Marginal_benefit
http://en.wikipedia.org/wiki/Marginal_benefit
http://en.wikipedia.org/wiki/Marginal_cost
http://en.wikipedia.org/wiki/Optimization_(mathematics)
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2.5 Conceptual Framework

The conceptual frame work for this study figure 2.1 shows the constructs for Long term
debt financing for the study which are, corporate bond financing, long term loan
financing and Operating lease financing. The indicator of corporate bond financing is
corporate bond to total long term debt ratio, the indicator of long term loan is long term
loan to total long term debt ratio and finally the indicator of operating lease financing is
operating lease to total long term debt ratio. Long term debt financing is the independent
variable while firm performance (Sugar firms) is the dependent variable. The indicators
of Firm performance are Return on assets and return on equity. The relationship between
long term debt financing and firm performance as displayed in the conceptual framework
is that corporate bond financing, long term loan financing and Operating lease financing
are the predictor variables of firm performance, where by the overall financial

performance of the firms is assessed using Return on assets and Return on Equity.
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Dependent variable
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Corporate bond financing
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Long term loan financing

- J

( - - - \
Operating lease financing

- J

(Firm performance

Return on assets
Return on equity

Fig 2.1Conceptual Framework for Long term debt financing: (Corporate bond

financing, long term loan financing,

performance (ROA & ROE).

(Source: Author, 2015)

2.6 Summary

Operating

lease financing and firm

There was uniqueness shown in this study of which the literature review has made it

clear. This study has examined major forms of long term debt which are a determinant of

the performance of sugar firms. The study was aimed at identifying the effects of

corporate bond financing, long term loan and operating lease financing on the

performance of sugar firms. According to review studies, it was established that corporate

bond financing, long term loan and operating lease financing affects the performance of

sugar firms. The differences across the studies were that the effects were positively

significant or insignificant and/or negatively significant or insignificant. This study

therefore was aimed at finding whether long term debt financing is a determinant of firm
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performance whereby it provided literature review on the various forms of long term debt

and how it affects firm performance.

2.7 Research Gap

There is lack of findings from the studies reviewed above as to the effects of long term
debt financing (Corporate bond financing, long term loan and operating lease financing)
when the above components are operationalized as a proportion of total long term debt on
firm performance. The studies did not provide findings on the effects of corporate bonds
to total long term debt on firm performance, outstanding long term loans to total long
term debt on firm performance and also outstanding operating lease obligations to total

long term debt on firm performance. The current study addresses this knowledge gap.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Research Design

The Researcher used a longitudinal research design because it is a type of survey where
data is collected from the same target population at different points in time to study
changes over time. Ideally subjects or participants in a study are followed over a long
period to study changes on the same issue of interest (Kothari, 2004). A time span of 5
years between 2010 - 2014 was considered where the researcher drew data from the
audited annual financial statements results of the firms.

3.2 Study Area

The study area is on sugar manufacturing firms in Kenya. This sugar firm’s fall under
various categories; those totally owned by government, private investors and those which
are partly owned by the government of Kenya and partly by private investors. The entire
sugar firms are what comprises the sugar industry in Kenya and the firms are governed
by the Kenya Sugar Board which was established on 1st April, 2002, under the Sugar Act
2001, succeeding the defunct Kenya Sugar Authority (Kenya Sugar Board, 2014). The

problem of poor financial performance was analyzed in detail across these sugar firms.

3.3 Target population

Target population is the objects a researcher selects as respondents in the study and is
vital in achieving the set objectives (Mugenda & Mugenda, 2003). The study targeted a

sum of 9 sugar manufacturing firms in Kenya that is Muhoroni, Mumias sugar firm,
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Nzoia sugar firm, West Kenya, Soin, Butali, Chemilil, Sony and kibos & allied sugar
firm (Kenya Sugar Board, 2014). These are sugar firms which have been in existence for

a decade and above since their incorporation.

3.4 Sampling Procedure and Sample size

This study adopted probability sampling because it allows generalizability to a larger
population with a margin of error that is statistically determinable. Probability sampling
is key to obtaining a representative sample as every sample of a given size in the
accessible population has an equal chance of being selected (Mugenda & Mugenda,
2003). Simple random sampling technique was used to select the firms because it
produces more precise estimates than other methods (Silverman, 2007). The sample size
was determined using Mugenda & Mugenda (2003) 10% - 30% rule. In this case 30% of
9 firms, which are 3 firms. The Sugar firms were Mumias, Nzoia and Muhoroni Sugar

firms.

3. 5 Data Collection Procedure and Instruments

The study used Secondary data. The data was collected using a data collection form for
secondary data (Appendix 11) since secondary data was the main source of data. The
firms prepared financial statements on a regular or continuous basis; this allowed the
researcher to effectively analyze the debt ratios in the sugar firms in Kenya from 2010 to
2014. The data was obtained from the NSE handbook, firms’ websites and firms’
management. The data collection form was presented to the finance managers of the

firms before the required documents were given to the researcher.
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3.6 Measurement of Variables

3.6.1 Measures of long term debt financing

The long term debt ratio was used to measure long term debt financing because it
delivered the key insights to evaluating a firm's long term debt position. High leverage
increased the risk of financial distress if there was slump in economic activity. The ratio
was Long term debt ratio (LTDR) = Long term debt / total assets. Operating lease was
measured using Operating lease to total long term debt ratio, Long term loan was
measured using Long term loan to total long term debt ratio and corporate bond was
measured using corporate bond to total long term debt ratio. A year-over-year decrease in
this metrics would suggest the firm was progressively becoming less dependent on debt

to grow their business.

3.6.2 Measures of Firm performance

This study adopted the use of Return on assets and Return on equity. ROA is the ratio of
revenues generated over a firm‘s total assets that is (Total Revenue + Total Assets).
Return on equity is calculated as earnings before interest and tax divided by equity,

which is (EBIT + Equity).

3.7 Data Analysis

Data entry and analysis was done using SPSS V.20. Pearson product moment correlation
was used to assess for significant association between dependent variables (ROA and
ROE) and the independent variables (Long term loan financing, operating lease

financing, and corporate bond financing). Multiple linear Regression model was used to
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identify significant predictors of ROA controlling for confounders. P < 0.01 was

considered significant. The regression models were as follows:

ROA M, t= Bo-l- B1X1|V|, t+ BzXzM, t+ B3X3|V|, t+e M, t.

When using ROA;

X1M, t = Corporate bond to total long term debt of the firm M in year t.

X;M, t = Long term loan to total long term debt of the firm M in year t.

X3M, t = Operating lease to total long term debt of the firm M in year t.

e M, t = error term, o = intercept, B1, B2, B3 = coefficients of X3, X.X3 respectively.

When using ROE;

Xa M, t = Corporate bond to total long term debt of the firm M in year t.

Xp M, t = Long term loan to total long term debt of the firm M in year t.

X: M, t = Operating lease to total long term debt of the firm M in year t.

e M, t = error term, Bk = intercept, Ba, Pb, Bc = COefficients of X, X,. X respectively.
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CHAPTER FOUR

RESULTS

4.1 Corporate Bond Financing and Firm Performance

Pearson product moment correlation was used to assess for correlation between
dependent variables (ROA and ROE) and the independent variable (corporate bond

financing) before conducting regression analysis and the results were as follows.

4.1.1 Correlation Analysis Results for Corporate Bond Financing

The results of Table 4.1, at 99% level of confidence, showed that 1 unit change in
corporate bond financing leads to 0.691 change in performance of sugar firms as
measured by ROA. When ROE was used as a measure of firm performance the results
were, 1 unit change in corporate bond financing leads to 0.119 change in performance of

sugar firms as shown in Table 4.1.
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Table 4.1: Correlation between Corporate bond financing, long term loan financing,

operating lease financing and performance (ROA & ROE).

Operating  Corporate  Longterm Return Return
lease bond loan on on
financing financing financing  assets equity
Operating Pearson 1
lease Correlatio
financing N
Sig. (2-
tailed) 15
N
Corporate Pearson 124 1
bond Correlatio
financing N 842
Sig. (2-
tailed) 5 5
N
Long term Pearson
loan Correlatio -.506 -.463 1
Sig. (2-
tailed) 15 5 15
N
Return on Pearson ** . ,
assets Correlatio .810 .691 -.832 1
n .000 .005 .000
Sig. (2-
tailed) 15 5 15 15
N
Return on Pearson -133 119 -.097 .109 1
equity Correlatio
n .637 .849 132 .700
Sig. (2-
tailed) 15 5 15 15 15
N

**_Correlation is significant at the 0.01 level (2-tailed).

(Source: Survey data, 2015)
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Multiple linear regressions was then done on corporate bond financing and ROA and the

results showed that 1 unit change in corporate bond financing led to .080 change in ROA

as shown in Table 4.2. Multiple linear regression was not conducted on corporate bond

financing using return on equity because there was no significant relationship between

corporate bond financing and firm performance as measured by ROE at 0.01 level of

significance. The significance was .849 which is above the required 99 % level of

confidence as shown in Table 4.1.

Table 4.2: Regression Results for Corporate Bond, Long Term Loans & Leasing

Unstandardized Coefficients

Standardized
Coefficients

Model B Std. Error Beta T Sig.

1 (Constant) 59.383 24.647 2.409 250
Operating lease 13.619 7.206 565  1.890]  .020
financing
Corporate bond 1.240 4.560 080 272 001
financing
Long term loan 20.991| 13521 -520| -1552]  .004

financing

a. Dependent Variable: Return on Assets

(Source: Survey data, 2015)
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4.2 Long Term Loan Financing and Firm Performance

The study conducted Pearson product moment correlation to assess for correlation
between dependent variables (ROA and ROE) and the independent variable (long term

loan financing) before conducting regression analysis and the results were as follows.

4.2.1 Correlation Analysis Results for Long Term Loan Financing

The results showed that 1 unit change in long term loan financing leads to - 0.832 change
in performance of sugar firms as measured by ROA at 99% level of confidence as shown
in Table 4.1. When ROE was used as a measure of firm performance the results were 1
unit change in corporate bond financing leads to -.097 change in performance of sugar

firms as shown in Table 4.1.

4.2.2 Regression analysis Results for Long Term Loans Financing

Multiple linear regressions was then done on Long-term loans financing and ROA and
the results showed that 1 unit change in Long term loan financing led to -.520 change in
firm performance as shown in Table 4.2. Multiple linear regression was not conducted on
Long term loan financing using return on equity because there was no significant
relationship at 0.01 level of significance between long term loan financing and firm
performance as measured by ROE as shown in Table 4.1. The significance was .732 as

shown in Table 4.1. This is above the required 99 % level of confidence.
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4.3 Operating Lease Financing and Firm Performance

Pearson product moment correlation was used to assess for correlation between
dependent variables (ROA and ROE) and the independent variable (operating lease

financing) before conducting regression analysis and the results were as follows.

4.3.1 Correlation Analysis Results for Operating Lease Financing

At 99% level of confidence as shown in Table 4.1, 1 unit change in operating lease
financing leads to .810 change in performance of sugar firms as measured by ROA.
When ROE was used as a measure of firm performance the results were 1 unit change in
operating lease financing leads to - 0.133 change in performance of sugar firms as shown

in Table 4.1.

In summary the findings clearly show that corporate bond financing and operating lease
financing are positively related to firm performance. However, Long term loan financing
is negatively related to firm performance. Operating lease financing compared to other
independent variables has the highest level of positive relationship that is, 0.810 since an
operating lease reduces the lessee’s liabilities thus allowing it to borrow more than if it
used a capital lease and also operating leases offer a certain degree of flexibility,
compared to having to purchase the asset. Long term loan financing compared to other
independent variables has the highest level of a negative relationship that is, - 0.832.
Some of the factors that explain the negative relationship are such as, changes in interest
rates, inflation rates. From the findings of this study, return on assets is a good measure
of firm performance as compared to return on equity as all the three independent

variables were significantly related to return on assets.
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4.3.2 Regression analysis Results for Operating Lease Financing

The results of multiple linear regression on operating lease financing showed that I unit
change in operating lease financing led to .565 change in ROA as shown in Table 4.2,
There was no significant relationship between operating lease financing and return on
equity at 0.01 level of significance therefore multiple linear regression was not conducted
on operating lease financing and ROE as shown in Table 4.1. Operating lease financing

had a .637 level of significance which is above 0.01 level of significance.

4.4 Regression Model Summary

From the results in Table 4.3, R = .973, R square = .947, adjusted R Square =. 787, and
the standard estimate error = 7.12780. R coefficients indicate the degree of linear
relationship of performance in sugar firms with all predictor variables, whereas the
coefficient of multiple determinations R square shows the provision of the total variation
in firm performance as explained by the independent variables, long-term loan financing,
operating lease financing and corporate bond financing in the regression equation. The
adjusted R square gives us the coefficient of determination indicating that the

independent variables explains 78.7% change in firm performance as shown in Table 4.3.
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Table 4.3: Regression model summary Results

Model R R Square  Adjusted R Square Std. Error of the
Estimate
1 .973° 947 787 7.12780

a. Predictors: (Constant), Long term loan financing, Corporate bond financing, Operating

lease financing.

(Source: Survey data, 2015).

4.5 Hypothesis Testing

From the regression model computed in Table 4.3, the research hypotheses were tested
using the significance level of the coefficients. The research aimed at testing the
hypothesis with the aim of accepting whether there was any significant effect of long
term debt financing on firm performance. A multiple linear regression model was used to

investigate these hypotheses. The study hypothesized that:

HO,: Corporate bond financing has no significant effect on firm performance. The study
rejected the null hypothesis (B = 1.240, p < 0. 001).
HO,: Long term loan financing has no significant effect on firm performance and

therefore the null hypothesis was rejected (f = - 20.991, p < .004).

HO3: Operating lease financing has no significant effect on firm performance. From the

results the null hypothesis was not rejected (f = 13.619, p <.020).

Results from the regression model in Table 4.2 show that the regression weights of long

term loan financing and corporate bond financing were significant. This means that two
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of the three postulated hypotheses were supported. Therefore, long term loan financing
and corporate bond financing are predictor variables which are determinants of

performance in sugar firms.
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CHAPTER FIVE

DISCUSSIONS

5.1 Summary of findings

5.1.1 Corporate bond financing on performance of Sugar Firms

Results for objective one indicated that corporate bond financing had p =1.240, p < 0.
001 and the hypothesis was rejected. This shows that one unit of corporate bond

financing resulted to 1.240 units of performance of Sugar Firms.

5.1.2 Long term loan financing on performance of Sugar firms

Results for objective two indicated that Long term loan financing had f = - 20.991, p
<.004 and the hypothesis was rejected. This shows that one unit of long term loan

financing resulted to - 20.991 units of performance of Sugar Firms.

5.1.3 Operating Lease financing on performance of Sugar firms

Results for objective three indicated that Operating lease financing had  =13.619, p <
.020 and the hypothesis was not rejected. This shows that one unit of Operating lease

financing resulted to 13.619 units of performance of Sugar Firms.
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5.2 Discussion

5.2.1 Corporate bond financing and Sugar Firms performance

Under Corporate bond financing, it was found that corporate bond financing had a
positive significant effect on the performance of sugar firms. This implied that the more
sugar firms used corporate bond financing the better the performance of the firms. The
reasons for improved financial performance are; investment in corporate bonds is a very
safe type of investment as there is a clearly defined rating system offered by investment
experts. The rating system allows sugar firms determine exactly how much the firms are
going to get before they invest. Also a firm pays regular interest to the bondholder which

is cheap compared to short term loan financing.

Corporate bond usually offer higher yields, and also provides an opportunity to choose
from a variety of sectors, structures and credit quality characteristics to meet sugar firms’
investment objectives. The marketability of corporate bonds is easy as a firm can sell a
corporate bond before maturity easily and quickly because of the size and liquidity of the
market which in turn improves the financial performance of the Sugar firms. The study
found similar results to Mengistae & Xu (2004), Oslo Bgrs (2013), Sanna & Emilie
(2013) and positive effect on firm performance. The results of the current study were
different from the findings of Uchida (2008) because of differences in the sample size,

investment policies, and interest rates.
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5.2 .2 Long term loan financing and Sugar firms performance

On objective two, it was found that Long term loan financing had a negative significant
effect on firm performance as measured by ROA. This implied that the more sugar firms’
uses long term loan financing the poor the performance of the firms. The reasons for poor
financial performance are, higher interest rates that is, the interest rates available for a
long term loan financing agreement are usually higher and the level of the interest rate is
established based upon the risk involved with making the loan. Long term loan financing
includes a greater span of time for default and hence more interest payments are made

which affect the financial performance of sugar firms.

Another reason is greater interest cost, the higher rates alone for a long term loan means
that the sugar firms pays more over the life of the loan than they would for a short term
loan, and that is exacerbated by the length of time the firm pays the higher interest rates.
Also the debt to income ratio affect firm performance as accessing credit involves a
review of the sugar firms’ total financial picture. Included in that picture is the firms’
debt to income ratio, or the amount of outstanding debt the firms owe in relation to the
firms cash flows. The longer the terms for the loan, the longer the firms have a hefty

number in the debt column of the sugar firms’ credit worthiness evaluation.

Slow growth of equity is another reason for poor financial performance as long term loan
financing accrues equity as the firms’ repays the loan. The firms’ net worth is defined as
assets minus debt. Long term loan financing, with generally smaller installment
payments, adds equity at a slower rate which affects the sugar firms’ financial

performance. The results were similar to the findings of Abu (2012), Asterbro &
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Bernhardt (2003), Ghosh (2006), Kang & Stulz (2000), Fok et al., (2004).The findings of
this study were different from the results of Hammes (2003) because the researcher
carried out the research on firms from different sectors, differences in sample size and

differences in economic growth.

5.2.3 Operating Lease financing and Sugar firms performance

On operating lease financing, the study found that operating lease financing positively
affects firm performance as measured by ROA although not statistically significant. This
implied that the use of operating lease financing in sugar firms capital structure does not
significantly affect the firm’s performance. Some of the reasons for the non significant
effect are, entering an operating lease involves the higher level of expenses reported.
Sugar firms which enter operating leases record a lease expense for each period
throughout the duration of the lease. These expenses appear on the company's income
statement. The income statement reports the revenues earned for the period, the expenses
incurred and the net income for the period. Financial statement users like to see
companies report a positive net income. Expenses, including the operating lease expense,

reduce the company's net income.

Entering an operating lease is that the leased asset appears nowhere as an asset on the
company's accounting records. The company holds no ability to sell or modify the asset
without the lessor's permission. Operating leases represent temporary arrangements
between the lessor and the Sugar firm. When the lease expires, the terms of that lease
become void. The lessor and the Sugar firm spend time renegotiating the terms or ending

the relationship. The Sugar firm needs to reconsider the lease and evaluate its options on
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a regular basis. This lack of continuity makes it difficult for the sugar firm to plan and

hence affects the financial performance of the firms.

The results of this current study were similar to the findings of Abdus (2013), Akinbola
& Otokiti (2012), Muhammad, et al., (2012), Letoluo (2003), Tarus (1997), Eric (2012)
and Lasfer & Levis (2008). The results were different from the findings of Munene
(2011) because of differences in asset base of the firms, market characteristics and capital

base of the firms under study,
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CHAPTER SIX

CONCLUSIONS AND RECOMMENDATIONS

6.1 Conclusions

From the results on corporate bond financing, the study concluded that corporate bond
financing positively significantly affects firm performance as measured by return on
assets. The use of a corporate bond improves the financial performance of Sugar firms.
On long term loan financing, it was concluded that long term loan financing negatively
significantly affects firm performance. The more sugar firms borrows the poor the
financial performance of firms. Lastly on operating lease financing, it does not
significantly affect firm performance. The Financial performance of Sugar firms is

therefore not significantly affected by the use of operating lease in their capital structure.

6.2 Recommendations

6.2.1 Policy Recommendations

The study recommends that the sugar firms should become less dependent on long term
loan financing in their capital structure. Sugar firms needs to invest more in income
generating projects for financial empowerment rather than overreliance on borrowing.
This is because larger proportion of long term loan financing negatively significantly
affects the performance of Sugar firms. There is need for sugar firms to invest more in
issuance of corporate bonds as there is a clearly defined rating system offered by
investment experts which allows the firms’ determine exactly how much it is going to get

before it invests. Sugar firms should opt for outright purchase rather than excessive use of
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operating lease financing as in the long run the operating lease obligations exceeds the

initial value of the leased product or property.

6.2.2 Recommendation for Further Research

The study suggests that further research to be conducted on the effects of long term debt
financing on performance of sugar firms using predictors of firm performance other than
long term loan financing and corporate bond financing. The researcher found that the data
used in carrying out the research were obtained from sugar firms. A Further study that
includes all manufacturing firms in Kenya is highly recommended. Extensive studies are
also needed to explore the relationship between short term debt financing and

performance of sugar firms in Kenya.
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APPENDIX 1: LIST OF SELECTED SUGAR FIRMS IN KENYA

. MUHORONI

. KIBOS & ALLIED

. SOIN SUGAR FIRM
. MUMIAS

.NZOIA

. WEST KENYA

. SONY SUGAR

CHEMILIL

BUTALI

SOURCE: KENYA SUGAR BOARD (2014)
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APPENDIX 11: DATA COLLECTION FORM FOR SECONDARY DATA

Tick as appropriate

Company Id..............

Indicator

Year

2010

2011

2012

2013

2014

Long term debt ratio

Long term loan

Corporate bond

Operating lease

ROA

ROE
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ARy Kwya
Ep

NZCIA SUGAR COMPANY LIMITED
STATEMENT OF COMPREHENSIVE INCOME AS AT 30™ JUNE 2012

Tumover

{Cost of sales

Gross Profit

Misc theome

Distribution costs

L Administrative expenses

Operating expenses

Operating Profit

F narce income

Profit!(Loss) on Disposal of Fixed Assets

Firance coslis
Profit / (Loss) before Taxation
Taxation charge

Profit / (Loss] for the year

NCTES 2011712 2010/11

(Kshs.) __[Kshs)

4a 5,286,654,329 3,961,290,943

5 3,426,561,904 2,560,564,450

1,860,092,425 1,400,726,493

4b 262,508,136 193,858,146
8¢ (49,084,650) (23,856,193)
6¢ (918,375.166) (621,800,740)
6e (581,611.352) (428,175,079}
573,530,393 517,752,627 |

6a 51,023,013 32,280,053

134,005 164,500
6b |  (408387,572)| (452,573,433}

226,299,840 97,623,747

226,299,840 97,623,747

Notes on page form an intergral part of of these accounts. The accounts were approved
and signed on behalf of board of directorson ................_

NAME M“)ﬁ Stong WIWIKE  gienaTure., = J{al ..............
CHAIRMAN G

B e s ORI oo o

DIRECTOR

NAME. LA St WA LY s aTure N
MANAGING DIRECTOR

Nzoia Sugar Company Anriual Reperts and Financial Statemerts 2011/12
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8.6 STATEMENT OF COMPREHENSIVE INCOME FOR THE YEAR

ENDED 30TH JUNE 2013

REVENUE

Government Grants (GOK)

Development Partners/ Donor
Suppurl

Other Income

Total Revenue
EXPENDITURE
Administration Expenses
Operating and Maintenance
Total Expenditure

Operation Loss for the Year
Profit on disposal of assers

Surplus/! (Loss) for the Year

Note

11

12

13

19 .

24

14

2013
Kshs.

1,220,000,000

14,662,375

2,807,783

1,237,470,158

840,876,055
404,773,605
1.245,649,659

(8,179,501)
2,250,027

(5,929,474)

On the Fronlline against Corruplion

2012
Kshs.

1,292,148,522

13,873,437

478,015

1,306,499,974

965,040,882

342,067.668

1,307,108,550

(608,576)
1,106,536

797,960
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8.5 STATEMENT OF FINANCIAL POSITION AS AT 30TH JUNE 2013

ASSETS Note

Naon Current Assets

Property, plant and Equipment
Intangible Assets

Gratuity Fund Investment
Asset Recovery Account

O & wmN

Current Assets
Inventorics 6

Receivables and Prepayments
Cash and Cash Equivalents

0o~

Total Assets

EQUITY AND LIABILITIES
Accumulated Fund
Revenue Reserves 15

Non Current Liabilities
Gratuity Fund
Asset Recovery Account

o A

Current Liabilities
Trade and Other Payables 9
Accrued Liabilities and Charges 10

Total Equity and Liabilities

14 .

2013
Kshs.

301,696,457
9,376,315
131,965,661
94,096,958
537,135,391

15,204,367
10,769,595
127,224,342
153,198,304
690,333,695

192,330,372
258,656,292
450,986,664

128,035,752
94,096,958
222,132,710

16,614,321
" 600,000

17,214,327
690,333,695

2012
Kshs.

256,038,862
14,063,769
177,779,913
87,813,831
535,696,374

13,168,013
5,462,462
169,136,061
187,766,536
723,462,911

192,330,372
264,585,766
456,916,138

177,779,913
87,813,831
265,593,743

253.030
700,000

953,030
723,462,911

The Financial Statements on Pages 63 to B3 were approved on 23“ September
2013 and signed on behalf of the Commission by:

Mr. Halakhe D. Wago
Secretary/Chief Executive Officer

-

Mumo Matemu
Chairperson

On the Fronfline against Corrupiion
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Ry 17
NZCGIA SUGAR COMPANY LIMITED

59

NON GURRENT LIABILITIES

Non Currant Term Loan

NET CURRENT LIABILITIES

FINANCED BY:

Capital amployed
Share capital

Kshs 20/~ ordinary sharas fully paid
{uuthorigad Kehs, 608,96(,300)
Acsuimulaied Prafit £ (Loss)
Capital reserve (revaluation)
SHAREHOLDERS' INTEREST

13

30.08.12 30.06.11 30.06.14
Nois (Kahs.) Rugtated {{shg,) {Kutiz.)
R SETS ?
Praperly, Plani & Equipmant 44 6,240,74€,738 5,942,413,034 5,942 413,634
Hlolegical Assats 1 438,718,249 269,458,144 269.350.144
8,679,487,987 6.212,272,178 6,212,272 173
CURRENT ASSETS
Inventories 1€ 3,243,847,287 3,41G,971,255 3,410,971,255
Prspaynienls and Qther raceivables 9 553,785,106 466,968,699 466,908,699
Cash i Hand and at Bank 113 777,743,458 213,835,851 213,835,851
SHORT TERM INVESTMENT
Commercial Bank Fixad Deposits 1o 726,284,796 458,368,578 458,366,578
4,851.660,847 4,550, 142;383 4,550,142,382
 TOTAL ASSETS 11,631.128,634 | _10,762,414,561 10,762,414,887%
CURRENT LIABILITIES
Acgruals and Other payables 14 10,601,876484 | 10,002,719,047 10,077,374,087
Contigent ligbiities 78,000,000
Currart Maturity of Long tarm Loans (15 a-¢|  10,418,015.912 10,560 559,126 10,628,556,128

21,095,682,408

20,563,278,173 |

20,706,933,173 |

(165,244 031,758)

(18,003,135.750)| _

18.166,700,796)]

(9,564,583,772)

(9,790,863,612)

{9,944,518,612)

611,000,009

{16.885,153.918}
&,709,580,748
(9,664,563,772)

$11,000.000

(17,111,453, 758)
6,709,530 148
(8,790,863,612)

8708580146

532,000,000

(17,756,108 758)

(9,944 618,612)

The notes on pages form an inlergral part of ihess accounts. The aceaunls vors
Aporoved by the Board ol Direstorson ...

BY
NAME.P"‘LNQ Cff\m‘{l) WAS I sisnature.
CHAIRMAN
NAME. ..o, SIGNATUSE
DIRECTOR

SAOEC whsnlwt
MANAGING BiREaToR
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MITHORONI SUGAR COMPANY LIMITED (IN RECEIVERSHIP)
STATEMENT OF FINANCIAL POSITION
AS AT 30 JUNE 2010

2010 2009
Note K3h'Doo KSHO00
ASSETS 3
Nom current assels
Propesty. plant and equipment

(-]

) 450,790 - 392937

Currant assets

[nventorics 12 157,557 215,565

Biclogical assers ) ) i3 18,213 72,058

Trade and oltier receivables : " 14 72,725 v.096

Dut (lum related partics - s , 9@y - 1,436 4039
Delerred Larmcers' loans znd cebls ae : I e g3 12,359

Short term deposits AR oy 167 e 228y 123,434
Cash and bank balances BEA it 39,518 88,582

363.834 326,084

TOTAL ASSETS T - AR Y

EQUITY AND LIABILITIES

Capital and reserves s

Share capital : SHAET e 17+ oiipe. 85,742 vy s0.055.742:

Accumulated loss e S0 PR S S Ayt (18,594,080) (15.932213)
- Sharcholders’ deficit T s BNEE s R : {18,538,338) . -! ({5,876.471)

~ Nor-current habilities 2ia s 2 LT e e R

Current liabilities : :

Botrowings &g & i 2 18 - liig 80913 1 8,184,776

;Trade and other payables -, - G AL gl e 10,667.162 8,504,775

[ Dué to related pertics e By 451 9(b) 43,013 19.334
._ s 8 19,302,329 16,708,885

< .. TOTAL EQUITY AND LIART JTIES

814,624 919,021

_' 'lhe ﬁng&gj;gl statements. on , page: 9. 0. 26 were approvec by the Joint Receivers Managers
i an- .ﬂ"\-‘ ...... 2012 and were signed on its behall’ by:

;:;»..": saf® e . \ f_-_'_f;_,\
F e @— e T T

: :Jn»im Receivey Manager | ¥ Jo

Joint Recciver Manager

10




MUHORONI SUGAR COMPANY LIMITED (IN RECETVERSHIP)
INCOME STATEMENT
FOR THE YLAR ENDED 30 JUNF 2010
Motz
REVENUE (APPENDIX T)
. FAIL YALUE GAINALOSS) ON BIOLOGICAL ASSETS 0
" OPERATING INCOMI:
COST OF SALES
GROSS FROFIT
| OTIER DPERATING INCOME

ADMINISTRATTVE EXPENSES (APPENDIX 1)

~ QFERATING PROIIT BEFORE FINANCE COSTS AND PENALTIES TOR
UNPAID TAXES i '

ENALTIES FOR NON-PAYMENT OF TAXES (APPENDIX 111}

0SS BEFORE TAXATION

61

2010 2009
KS1000 KSH000
1,499 608 1,808,380
(0,015) 20977
1,490,683 1,829,857
(L678213) __ (1.624.556)
(187,530) 205,301
01157 61,185
- “(2'6’5:,:’};5'??: . (431675)

| (253;142)

(185,189

(374,822 (372.823)
B £ (= YR o (558,012)
(2033903)  (674,106)
(661,867 (1.232,118)
(2,661,867} (1,252,118)




- MUHORONI SUGAR COMPANY LIMITED (IN RECLIVERSHIP)
STATEMENT OF FINANCIAL POSITION
A4S AT 30 JUNE 2011

2011 2010
Note KSh'ong K&h100
ASSETS :
e cwrenl asses
Froperty, plant and vquipment 8 _ 43858 450,790
Current assets
[nveniories 12 361,663 157,357
Biological assets 13 07,802 48,213
Trads and other receivahlos 14 TR.001 T2.725
Due rom relaled parties Aia) 630 1,436
+ Defered farmers’ loans and debts 15 7,837 22,232
¢ Shor! tzrm deposics 16 42,979 22.053
i Cashand bank kulances . 12,216 ) 39518
! 64,318 363,834
i
| TOTAL ASSETS 1,046,277 814,624
1 -
i
4 FQUITY AN LIABILI TIES
! Capilal and reserves
g Share capital 1 55,742 55,742
E Accurmulated loss _(2L315,028) [18.394,080)
; sharsholders' deficit 21,239384) (18538338
 Koncurrent liabilities
1 Borowings 18 5306 50,633
_Enucnrli;:biiir.fes
4 Bormowings I8 9045649 8,502,124
7 “rede and orher payables 19 13,165,522 10,667,162
o} P o related parties 9k 43080 43,043
i 22234 253 19,307,324
SOTALTIQUITY ANT? LIABILITIES |.U48,277 814,624
_}’!.-ri"“ fineneial  sestements o pagé Yot 26 were approved by the  Joinl Recelvers Marnugers
Al (e 2072 and were signed nn its behalf by

e YV

e et g : : e ; S -
Tt Raveiver Blanager Joint Receiver Munager

il

2

i

|

2

e

R s
o

10
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| MUSKORONI SUGAR COMPANY LIMITED (IN RECEIVERSIIIP)

L INCOME STATEMENT
? pOR THE YEAR ENDED 30 JUNK 2011

3

0x

Nate

> o

1

©  REVFNUE (APPENDIX1)
FAIR VALUE GAINALOSS) ON BIOLOGICAL ASSE1S 13
OFERATING INCOME

(:QOST OF SALES (APPENDIX 1)

e T N RN 2

GROSS PROFIT
QTHER OPERATING INCOME (APPENDIX 1)

ADMINISTRATIVE EXPENSES (APPENDIX I)

e TR SETPRPSIEN

(OPERATING PROFIT BEFORE IFINANCE COSTS AND PENALTIES
FOR UNPANE 1 AXES

FINANCE (COSTSFINCOME : . =
LOSS FROM CONTINUING OPERATING ACTIVITIES

, PENALTIES FOR NON-PAYMENT OF TAXES (APPENDIX TII)

LOSS BEFORE TAXAI'ION 5

2 TAXATION 7

A LOSSFOR THE YEAR

2011 2010
KSh'000 KSh'000
2,790,658 1,499 608
32,748 (9,015)
2,823,406 | 490,683
(2.2832.322) (1.678.213)
540,084 (187,530)
178,744 201,157
(345,334) (266.769)
373,493 (253,142)
(469.439) (374.822)
(95,946) (627.964)
(2,621,999) (2,033,903)
(2,720,945) (2,661 867)
(2,720,945) (2,661 .867)




MURDRONI SUGAR COVPANY LIM ITED {IN RECEIVERSITF)
INCOME STATEMENT
FPOR THE YEAR ENDED 30 JUNEC 2012

REVENUL [APPENDLY I

FAIR VALUE ¢ IAINALOSSY ON BIOLOGIOAL ASSETS
OPERATING TNCOME

COST OF SALES (APPENDIX 1}

CIROZS PROF)

OTHER OPERATING INCOME {APPTNDIX 1)
ADMINISTRATIVE EXPENSES {(APPENDILX 1)

CIHRATING PROFTT BRVORE FINANCE COSTS AND PINALTIES
FOR UNPAID TAXES

FINANCE QO8TS

LSS FROM CONTIMUMNG UPERATING ACTIVITIES
PENALTIES FOR NON-PAYMENT OF TAXES -.'AI’FFND.IX 1)
LOSS BEFORE TAXATION

TARATION

LOSS FORTHE YEAL

Note

13

L

-1

2012
KSh'ono

64

2011
KSh000

2265124 2,790,658
(09685 sy
254,159 2 8AL 406
—2.145462) (2283107
108,607 540,084
156,130 178,04
23010y (4341
8713 175416

— [ISUBRE) _ _ i4v1362)
(382.173) (95,9463

(3345051
(3.927,234)

_ (3.921234)

(2,624 9%0)

(2,720,045)

(2,420,945




MUHORONI SUGAR COMPANY LIMITED (IN RLECEIVERSIIF)
STATEMENT O FINANCIAL POSITION
A5 AT 0 JUNE 2012

2012 2011
Mats E BRI B SR
ARRETS
Mom clureenl essets
Traperty, plant and couipment b - 375 583 443,050
Carrent asscls
Inventorizs 2 TR JE46E3
Blological azsets L3 89,596 L7892
Trade and ather receivablos |4 251442 TR0
Dae from related paviics Sial | 487 630
Deferred farmery’ loans and dehis |5 VAT 7037
Short term doposics 16 50,100 42,979
Cash and banx balances _ il 12316
SEE AR al4.318

TOTAL ASSETS

EQUITY AND LIABLLITIES
Capital and roserves

Shere capital

Accurmularzd loss

Shasehalcers' deficit (25.186.318) _ (21,259.284)

Hon-current liabilities

Borrgwings 18 53,304

Current dubilitizs

Burrowings 15 7,474,841 9.045,549

Trade and other payables 19 16,395,655 13,165,522

Doz (2 related parties bl 29218 43.084
26 100,754 21254253

TOTAL CQUITY AND LIABILITIES

“he Tinaneial Statcments on o page ¥ to 230 wers approved b
o, i

0l Recgiya, WETR

U14,256

1.048.277

17 §5.742
_{(23,242.360)

53,742

{21,315,026)

914238

LR £ 3. 2013 snd were sipnad an its behalf by

v the loint Foceivers

1,048,277

Managars
£

—I o

Toin§Raceiver Manager



MUHORONE SHGAR COMPANY LIMITED (IN RECEIVERSHIP)
STATEMENT QF CCMPREHENSIVE INCOME
FOR TI{E YEAR ENDED 30 JUNE 2013

Nite

REVENUE (APPENDIX )
FAIR VALUE 1.05S ON BIOLOGICAL ASSETS i3
OPERATING INCOME

COST OF SALES (APPENDIXY T)

TAXATION 7
LOSS FOR THE YEAR

2013 To2012
(RESTATED)

KS2'000 KSh000
2.540,76% 2,265,124

(19,541) {10,965)
2,521,228 2,254,159

(2337,455) __ (2.145.4€2)

183,773 108,697

178,097 15120

@) @S

41,960 8,713
(71,374) (23,125)
(22,414) (14,412)

(4,173,535) (2,545,061
(4,202,949) (3,559,473)
{4.202.549) (3.559,473)
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ﬂ . MUBORGN] SUSAR COMPANY LIMITED (0 RECEFVRRSHIY}
| STATEMENT OF FINANCIAL POSITION

* CRS AT 30BN 2003

2013 201z
{_REE’L’A‘TI’.-‘.L!’_!
Tuoie KERGOD BRI
ASHETS )
Lo zueranl wincts

Cusrent LESELS
Lrventories
Fighnpcal gaseis

| ¥1 415,184

13 105458

m Fraperty, plant and aquipiment it 345 | BIREER

14 ¥T.308

ALl
Ba. 390
28445

|rade gnd other 1eseivables

‘Dog fom relstad partics : Sa) & BT 1457
Du‘fn—&d sarmess’ oans and debts : 13 TR6T 7550
. 14 RRAEAEY 3,100

[ £ = N — A¥a .
THISME 338,343
15,100 914,237

17 55,74% 55,74z
(2E273.058) _ (24079,109)
e 4.0 i
N .4 ] ) R 24,014,307
L4 3
: & S 1% 8,326 064 RSO0
Tk amd ather [B*&’JH*&.‘. 19 0L 3 146,596,693
(v o reiated partiEs Gy % 8580 29318

29252472 2499860

1e3sd0s 914237

TOTAL BQUITY AND LIABIITIES

R*ab--nafrﬂ on page & o I3 wee spproved  hy the  Joind Rucivers  blopagers
\ f 30074 and were signed on its behalt by

;ﬁmn&#{m

/}‘)ﬁzt [eebver Meamager
!

i

v

TANT Receive Manaf_f




MUHORON] SUGAR COMPANY LIMITED (IN RECETVERSHIP)
STATEMENT OF COMVREHENSIVE INCOME
FOR THE YEAR ENDED 30 JUNE 2074

REVENUE (APFENDIX 1}

FAIR VALUE LOSS ON BIOLOGICAL ASSETS
OPERATING INCOME

CUST OF SALES (APPENDIX T)

GROSS PROFIT

OTHER OPERATING INCOME (APPENDIX T)
ADMINISTRATIVE EXPENSES (APPENDIX 1)

OPERATING PROFIT BEFORE FINANCE COSTS AND PENALIIES
FOR UNPAID TAXES

NET FINANCE COSTS

LOSS FROM CONTINUING OPERATNG ACTIVITIES
PENALTIES FOR NON-PAYMENT OF TAXES (ABPENDTX 1)
LOSS BEFORE TAXATION

TAXATION
LOSS FOR THE YEAR

Nole

68

2014 2013
KSh'000 KShia60
1914388 2,540,769
. (19,3413
1,914,189 2521228

_(LEIR2SEY __(2.337.455)

216,133 183,773

55,248 178:007
(250,722} (319.510)

21,068 41,960
22,042) (71,374)
(374} (20,414}
{4,500,030) (4,173.536)
(4,500,404) (#,202,943)
(4,500 ,404) {4,202,249)




STATEMENT OF COMPREHENSIVE INCOME
FORTHE YEAR ENDED 20 JUNE 2010

2010 20N

Note Sha'Co0 hs'oow
REVENUE 4
FAIRVALUE LOSS ON BIOLOGICAL ASSETS 17

OPERATING INCOME
COST OF SALES

GROSS PROFIT
CTHER QPCRATING INCOME
TAARKE TING AND DIS TRIBUTEON CUSTS

ADMINISTRATIVE EXPENSES <
CTHER CPZRATING EXPENSES

FINANCE INCOMF Sia)
FINANCE COSTS _ 5ib)
PROFIT BE-ORE TAXATION 3
TAXATION (CHARGE)/ CREDIT 8
PROFIT FCRTHE YEAR

OTHER COMPREHENSIVE INCCME

TOTAL COMPREHENSIVE INCOME FOR THZVEAR

CARNINGS PCR 5UIARL - CASIC & DILUTED 2




FOR THE YEAR ENDED 30 JUNE 2012

“For the Year Ended

2012

Note Shs’ 000
Revanue ; 4 }S-,gﬂ_Z' 686
Foir value gain/{loss) cn biclogical assets ¢ Y _5,6_/
Oparaling income - _I 5,3-;!;;;
Cos: o sales o
Gross profit s S
Other opereting income —
Markeling and distributin costs
Administ-otive expenses = :
Cthar oparating expenses = = e S
Finonce ncome 7 ' 7 € I :';'(u) =
Fifianico SoskE. - : ~ L E ey s
[rofit hefpr&"r—axcfoh : “ == Ti= 2 : ~¢ = :
Toxslion i:ni,{uil,."ldnuqfa} P — : e S
2rofitfor # l:")'l..‘(.'l X T 3 e
CTHER COMPREHENSI\-'E.JNCOME :
Gan on revaliction of p upenl), plnt ard uquxpun:nl
Deferred toxation on rwaluuhun ol properly,: p|cm =
anc-equipmert -
TOTAL compnsusﬁsﬁm INCOJAE FOR THE YEAR
Carvings per shara - h{lsi:(' K dlift terd e - =9 3 ; ;

2011
Shs'000

15,795,300
{6,445
: 5,756,955
110,372,125}
S8
106,233

(1,164:570)

S (1,148,041

70

(443,073)

144,851
(295 535

2,646 5?3

(?13,350‘,'

1,933,225

3,078,472
{923.542)

4,088,155

Shs

126



MUMIAS SUGAR COMPANY LIMITCD

STATEMENT OF COMPRIEHENSIVE INCOME
FOR THE YEAR ENDED 30 JUNE 2014

Revenue

Cost of zales

Gross profit

Faiv value foss on Biological Assets
Olaer operating incoine

Marketing and distribution costs
Administrative expenses

Financs income

Finance costs

Loss before taxation

Taxation credit

Losy for the year

OTHER COMPREHENSIVE INCOME

dterns dhat vidll not be reclussified subsequentty to profit or (oss-

Remeasurement of defined benelit obligations

Deferred tax relating to remeasurement of defined benefit ebligation

TOTAL COMPRELIENSIVE (LOSSNINCOMI FOR THE YEAR

(Loss)/earnings per share - basic & dtluted

L)

2014
Shs'000

13,075,912

{12,227,703)

848,204
(91,547

376,074
(029,128)
(3.271,272)

264,020

(601,397)

(3,405,026)

698,451

(2,706,595)

(48,700)

14,610

{34,090)

Shs

(1.77)

2013
{Reslated)
Shs'000

1,957,823
(10,395,794)

1,562,029
(13,781)
237286

(370,920)
(2,806,661)
394,336

(724,988)

(2,222,699)

362,293

{1.660,40G)

293,300

(87,990)

205310
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