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EFFECT OF RESTRUCTURING ON PERFORMANCE OF SMALL AND MEDIUM
ENTERPRISES IN ICT SECTOR IN KENYA

ABSTRACT

The main objective of this study was to establighéffect of restructuring on performance of
SMEs in ICT sector in Kenya. Specifically, the stiekamined the three modes of restructuring;
Financial restructuring, portfolio restructuringdamperational restructuring and the effect of
each mode of restructuring to SMEs’ performancagign key performances namely Sales,
Profit margins, cash flow, revenue, Liquidity, ogkibusiness profitability, Business Image,
efficiency, productivity and staff morale. The spualso sought to establish the relationship
between restructuring and SMEs’ performance usuggadl profitability weighted through
regression analysis model. In addition, it sougtggtablish the most common mode
restructuring among SMEs. The primary data wasctdd through self administrated
guestionnaire to the staff in management of the SMHECT sector. Purposeful sampling was
used to target specific staff with the requirediniation; mostly owners and shareholders. Both
descriptive and inferential statistics were useataDeliability was done using Cronbach’s
Alpha. Data was analysed using descriptive methodsmultiple regression model. The study
found that a strong relationship exist betweerruesiring and performance. Positive
performance was observed as a result of restragtuiortfolio restructuring was found to have
greatest and quick effect on performance while ajp@mnal restructuring had significant effect on
performance on long term basis. Financial restrutgjuvas observed as link between the other
two modes of restructuring for better performaresults. Financial restructuring was found to
be the most preferred mode of restructuring. Thdysalso observed that all the three modes of
restructuring interacted with each other as inéidat

Keywords: Financial Restructuring, Portfolio Restructuringpedational Restructuring, SME,
Performance
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ACRONYM AND ABBREVIATIONS

1. KIPPRA: - Kenya Institute for Public Policy Research @udlysis
2. ICT:- Information Communication and Technology
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4. MSME:- Micro, Small & Medium Enterprises

5. MFI:- Micro Finance Institution

6. NGO:- Non-Governmental Institutions

7. SWOT:- Strengths, Weakness, Opportunities, Threats

8. SPSS (v20):- Statistical Package for Social Sciences (Version 2
9. IBM:- The International Business Machines Corporation
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DEFINITION OF TERMS

. Restructuring: - Is partial or wholesome manoeuvre of business to seahcreased
profitability, higher productivity, reduction in evheads, increase on competitiveness or
in preparation for future competitive position.’sltan action that alters the structure,
composition or orientation of a firm in responsectanging external environments or
altered internal organizational conditions,” (Wu&lios, p314, 2009).

. Operational/Organizational Restructuring: - Any major reorganization of internal
structures of business that is deliberately irelaby management change program
Mckinley and Scherer (2000).

. Portfolio Restructuring: - This is actually reconstruction of firm’s busigegortfolio
either by increasing or decreasing through divieeibn or divestment (Liu & Jiang,
2004).

. Financial Restructuring: Is explained by.iu and Jiang (2004) as any asset variation and
reconstitution of business reserve.

. Small and Medium Enterprises - An enterprises with ten to hundred employees
(European Foundation, 2012). Kenya ICT authorigssifies SME as a start up business
that is at least five years in operation with Ondifty employees and a minimum of Kes.
3.0million turnover.

. IBM: The International Business Machines Corporat®ran American multinational
technology and consulting corporation, with headtgua in Armonk, New York, United
States.

. ICT Firms/SME: - ICT Authority qualifies it as a company that dematrate use of ICT

in having impact on community or economy.
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CHAPTER ONE
INTRODUCTION

1.1 Background

The ICT sector in Kenya is very crucial in this agrrof digitization. All levels of
governance and economical aspirations are incrglggssingnalling the need of going digital for
effective governance and growth of Kenyan economythe next level. This has seen the
government of Kenya take deliberate initiativedibectly influence the growth of ICT sector
both in human capital as well as expertise. Theeguwent has thus taken deliberate steps to
establish and drive technology innovation such amnzd Technology City, Centres of
excellence, digital economy development, etc. Tésult of this is establishment of a very
ambitious project to infuse ICT knowledge into wisi2030 by coming up with grand plan on
how to use ICT to achieve knowledge based econ@rgnaisaged in national ICT master plan

(Republic of Kenya, 2012).

This grand plan; “National ICT Master Plan” asé$erred has a vision to position Kenya
as Africa knowledge economy by 2017. It seeksrivechdoption of ICT policies and initiatives
in achieving vision 2030. ICT is infused into visi®030 by plugging into main economic
intervention areas based on three strategic pilEBmkanced public value through incorporation
of ICT into service delivery and governance; Depebent of ICT business to help world
understand emerging market needs, Strengthen ICH& asiver of industry in enhancing
individual business output, competitiveness andaegpn (Republic of Kenya, 2012). In
accordance with pillar number three above, the amber is interested in looking how

restructuring affect performance of the very busses that this pillar seeks strengthen.



Such initiatives by Kenyan government as demoredrabove shows the importance of
ICT sector in Kenya. The point is further strengtbe by recent political plans to have solar
powered laptops provided to pupils joining class.dn addition, public-private partnership has
seen multinational, IBM (International Business Miaes Corporation) signing partnership
agreement with government to establish researchnla®enya. Dunn and Yamashita (2003)
reported success in use of program dubbed “livalg In Kuppam — India under HP (Hewlett
Packard) corporate social responsibility internaiferred to as “i-communities” whose goals
was to speed economic gains through applicatioteofinology in partnership with India
government and community. Similarly, IBM expectsatthieve such results using ICT drive in

Kenya.

Accordingly, ICT in Kenya is a critical sector theannot be ignored in the economic
prospects. With such significance of ICT sector tadfocus that is renewed by government, the
guestion that comes in mind is how restructuringpaot or affect business performance of
various SMEs within this sector. Even so the redesar observes that ICT sector in Kenya is
relatively new besides being dominated by youndgssionals and a majority of new entrants in
business arena. This exposes the sector to dynamismmally associated with embracing of
diversity such as inclusion of youngsters and ottegtitionally marginalised groups of people in
the corporate world (Ongore, 2001). The result lué tassociation is incorporation of the
adventurous aspect of youths into new business rtalsng the business to evolve from one
aspect to another in resonance with owners’ ammsfishifting priorities, changing passion and
change in mindset. Therefore, researcher obsehatsréstructuring may be more rampant in

ICT firms and SMEs as compared to other maturedosecuch as agriculture, health and



manufacturing. This is due to the said diversitg dgnamism characteristics of the main sector

players who are youthful and ambitious.

In regard to Small and medium enterprises (SME®ir trole in an economy cannot be
downplayed. Okatch, Mukulu and Oyugi (2011) unders the importance of Small and
medium enterprises (SMEs) where such benefits jikecreation and poverty reduction are
realised. Their numbers contributes largely in gngnof an economy, domestic regions stability
and absorption of both skilled and less-skilled keos (Thitapha, 2002). These small business
and family business are vital not just in develgpivorld but also in developed world (Okatch et
al., 2011). Chen, (2006) reported that Small andiame enterprises (SMEs) in China accounted
for 99% of all registered corporations with conttibn amounting to 40% in tax revenues
coming this segment. In Kenya Government has beem kn developing Small and medium
enterprises segment with aim to encourage self @mmnt, creation of opportunities and
reduction of poverty. This is according to Sessidraper No. 2 (Republic of Kenya, 2005).
Various actions and deliberations have been undarteo develop this segment of the economy
such as making of shades and issuance of sma# toagncourage micro and small businesses as
pillars of Vision 2030 (Republic of Kenya, 2005)hi3 therefore forms the foundation that

confirms the importance of Small and medium entsegr(SMES).

This brings us to the question; why restructuriigfeed, restructuring has been used as a
tool for resolving crisis in company performance rhgnagement (Bowman, Singh, Useem &
Bhadury, 1999). Whether the tool works or not; tisaanother question that has attracted both
the researchers as well as managers seeking toirexdine impact and effect of restructuring.
According to Bowman et al. (1999) the question \Wwketestructuring works or not has both yes

and no answer. However he points out that restrimgfdool is frequently used by management
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in reference to other places where it has beenesgfid and the management would want to

replicate the success elsewhere to fit their dised organisation.

Restructuring has been implemented by differentamigations in different means and
variations. Different aspects of restructuring uads introduction of new business lines, new
product, elimination of part of the existing busiegselling out some business units, downsizing
of human resources, outsourcing none core busisiesd@randing, repackaging of products and
services (Bowman et al., 1999). This list continteebe longer and longer as businesses seek to
become slim, effective, efficient and bigger in nmaigsing shareholders wealth which is the very
reason given by managers to justify restructurfPigpctor (2001) brings another dimension of
restructuring where some companies which he rétees testructuring companies’ buy other
firms for the purpose of restructuring them andirsglthem for a profit. This according to
Proctor (2001) reduces such restructuring as a geréling which seeks to buy transform and
sell the transformed organisation at a profit. Buice the organisation being restructured may
become complex or fail to respond to transformakeading to losses in selling such a company,

the whole transaction is thus regarded as a gamble.

Mckinley and Scherer (2000, p.736) defines restmuat) as “any major reconfiguration of
internal administration that is associated withemtional management change program”. The
definition is related to organisational restruatgri Going further, Bowman et al. (1999) and
Gibbs (1993) literature distinctively defines therete types of restructuring as follows: -
Financial restructuring which Liu and Jiang (20@Rplains it as any asset variation and
reconstitution of business reserve, portfolio wegtiring which leads to selling or outsourcing
the less vital business lines. Portfolio restruaiiis actually reconstruction of firm’s business

lines either by increasing or decreasing througrerdification or divestment. Finally there is
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organisational restructuring which touches on daommng human resource, changing the

organization structure to be in tandem with newitess strategies (Liu & Jiang, 2004).

Restructuring is also observed as an act of retiganthe legal, ownership, operational,
or other structures of a company for the purposeaiing it more profitable, or better organized
for its present needs. Basically, it is a partiatolesome manoeuvre of business to realise
increased profitability, higher productivity, redion in overheads, increase on competitiveness
or in preparation for merger, demerger or buyontlekd restructuring is a turnaround of

business to realization of better returns with mahinputs and investment.

In Kenyan, the business environment is not diffefeom the rest of the world and a
number of multinationals have gone through restmrag) in various measures and categories as
defined in the definitions above. The researcheritnessed restructuring in all the companies
he has worked for in his ten years career. Tragueturing has been implemented with mixed
results; the supposition is always that the prowalsjield better firm’'s performance (Bowman
et al., 1999). Unfortunately, it's not possibledffer a “fit all” restructuring model since there
are many parameters that affect any created catbdtnat try to define ways and modes of

restructuring.

Most of small business that are in SME categori{enya were started similarly to what
(Robinson, 2001) explains as family business, lmssies started as a result of unemployment,
retrenchment and retirement. A majority of thessifesses end up lacking finances or facing
stiff competition from similar business started dhe same basis. Due to economic
circumstances, these businesses keeping on evotviagging from one type of business to

another while others can’t survive rather endslapicg.



It's observed that significant number of SMEs coh&l undergoing restructuring due to
advice from their financiers such as banks, Nonegomental organisations (NGOs) and lending
micro-finance institutions (MFIs) at the point afeking for financing. Majority of them having
been started by one to five people, they may firahiselves having limited avenues to seek for
financiers. With fewer options in accessing creidit expand and grow, they could find
themselves in the doors of MFIs and banks (Euralpu2012). It's at the stage of loan
qualification that financiers appraise the busin@msd recommend some changes to business so
as to be in a position to repay the loan. At thégye SMEs end up adjusting their business so as
to qualify for the specified loan. The restructgrithey undertake falls within Bowman et al.
(1999) categories introduced earlier i.e. finanambanisational and portfolio. In some cases,
banks become part of the business partners uetibtisiness repays full loan. This in essence
falls under financial restructuring. Basically,dmcing or funding becomes a factor in prompting

restructuring actions among other triggers in SkeNel.

But, what impact does this restructuring have engtowth of these SMEs? Bowman, et al
(1999) advices all the company managers considetimgg topic of restructuring to ask
themselves if the process works. He proposes thdeeper analysis into the restructuring
processes to be done before any action is takee #iie answer to question on whether it works
or not is ambiguous. This is the question thatMirds and NGOs who often push for changes in
SME ahead of financing should seek to answer befooreeding with their aggressive

recommendations.



1.2 Problem Statement

Influence of performance by restructuring is a Kepic of interest by both business
fraternity as well as scholars. The fact that altibesses will in one way or the other undergo
changes on business or reorganisation of busimetscould amount to restructuring (Gibbs,
1993) shows the inevitability of the topic. Baslgakstructuring for the purpose of performance
achievement is an inevitable element of any busingxluding SMEs in ICT sector.
Unfortunately, restructuring and performance infimigps is given more attention by both media
as well as researchers than it happens in SMEs.tlBsitnotwithstanding restructuring for
performance can also be traced in small and methusimesses environment even though the
process does not hit headlines due to the sizkeofitrm or the firm is privately owned. Liu and
Jiang (2004) gives evidence of restructuring arel associated results in a Small firm but

focuses on why small firms restructure and notatfté restructuring on SME performance.

The frequency of restructuring at SME level is ectpd to be higher than that of large
firms and multinationals due to owners’ motivatiom turn around businesses performance.
European Foundation or Eurofound investigated thmees, means and procedures of
restructuring in SMEs and the effect of that orfgrenance, employment and competitiveness in

Netherlands.

Unlike SMEs, a lot has been studied on large fimmastructuring and it effect on
performance. Jin, Dehuan, and Zhigang (2004) wéxiamining the effect of restructuring on
business performance noted better performancewiitp restructuring on such parameters as
revenue, profit margin, and return on assets in dugpanies. Sulaiman (2012) noted that

restructuring has considerable and positive infbeéeon firm’s performance especially on three



key indicators which included profitability, liqutgt and solvency situation. He focused on big
firms in Nigerian Oil industry. Dong, Putterman alddel (2004) also reported similar trend of
positive performance on big private enterprises taa restructured. In concluding from this
trend, it is justifiable to point out that littles iknown about SMEs’ effect of restructuring on

performance.

The gap exist whereby it's even challenging to fdawtumented knowledge that shows
evidence of restructuring and it effect to perfonegin SMEs in Kenyan ICT sector. Even when
this economic level of investment combined withiposing of ICT sector in Kenya both are
critical to the economic prospects, no studies hmaen directed on this line. While no published
studies on effect of restructuring on performant&MEs in Kenyan ICT sector were found,
majorly, the unpublished studies in business rgptotm and seminar materials focused on
challenges of SMEs. Relatively no empirical evidenis documented about effect of
restructuring on performance of SMEs in Kenyan I€dctor. The topic therefore draws
researcher’s attention owing to the fact that s@tslies ought to have been conducted to
establish the effect of restructuring on SMEs penénce in ICT sector in Kenya in
consideration of Bowman et al. (1999) three categoof restructuring namely financial,

organisation and portfolio.

1.3 Objectives

The main objective of the study is to establishdffect of restructuring on performance

of SMEs in ICT sector in Kenya. The specific obpees of this study are:-



1. To establish the effect of financial restructuriog Small and Medium Enterprises’
performance.

2. To determine the effect of portfolio restructurinog Small and Medium Enterprises’
performance.

3. To evaluate the effect of operational restructurimgSmall and Medium Enterprises’
performance.

4. To determine the relationship between restructuingl performance in Small and
Medium Enterprises.

5. To establish the preference mode of restructurmdmall and Medium Enterprises

Level.

1.4 Research Questions

The above key areas of study formed the basisefeearch questions. The research questions

were:-

1. What is the effect of financial restructuring on @mand Medium Enterprises’
performance?

2. What is the effect of operational restructuring 8mall and Medium Enterprises’
performance?

3. What is the effect of portfolio restructuring on &mand Medium Enterprises’
performance?

4. What is the relationship between restructuring padormance on Small and Medium

Enterprises’ performance?



5. What is the most common mode of restructuring amtmg Small and Medium

Enterprises?

1.5 Significance of the Study

The results of research could be of use to Bankk MHRIs which are frequented with
requests to finance SMEs. Using the study findinlgsse financial institutions will be able to
evaluate each SME and decide if proposing restrimcfuahead of financing is the best solution.
On another side, the government which keep pudoingmpowerment of SMEs will be able to
draw conclusion on how to approach the empowerntgearing in mind those proposals to
restructure SMEs have specific effect on perforrearevealed in this study. Small business
owners and business founders can use this studiato wisdom on the effect of restructuring to
their businesses as they aspire to grow and exih@ncbusinesses and especially on the mode of

restructuring which brings quick and greater effect

1.6 Scope of the Study

In vision 2030 report (Republic of Kenya, 2005);ifdhi is identified as the main
economic hub for Kenya and east Africa in genékbdo according to Kenya national ICT
survey report of 2011 (Republic of Kenya, 2011)irbdlai is indicated as having the highest
population of ICT infrastructure and equipmentsisMould therefore point out to Nairobi as a
location with the highest number of SMEs in ICTteecAccordingly, Nairobi County was
picked as the location for this study. The defanitof SMEs under this study is as per ICT

Authority’s definition which categorised SMEs ayatart up business that is at least five year
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old, annual turnover of Kes, 3 million, One toyligmployees and demonstrate use of ICT to

provide solutions to community.
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CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

This chapter reviews literature on statement oblenm both general restructuring literature and
that which touches on SME restructuring. Sectioa pats to perspective the general view of
researchers on restructuring and especially rasning in SMEs. It further confirms the

problem statement whereby less has been reseanch8§1Es restructuring topic. Section two
tackles objective one by giving an overview of wiwher researchers view on financial
restructuring. Section three deals with objective bn portfolio restructuring and its effect on
business performance as argued out by various rofsga. Objective three on operational
restructuring is dealt with in section four whilecton five present the theoretical frame work
which is based on both agent and resource basedebeFinally, conceptual frame work of the

study is presented in section six of this chapter.

2.2 SMEs and Restructuring

Small and medium enterprises are a key componentaofy economies. In china for example
SMEs represented over 90% of all registered cotjordy 2001 (Chen, 2006). In U.S.A. 80%
of incorporated businesses are small businessesh{iGff & Kirchhoff as cited in Chu, 2009).
According to report by Eurofound a country repartNetherlands SME investigation found that
99% of registered enterprises fall in the categdfr$§ME and only 1% can be classified as large
scale businesses. In Asia and Europe more thandd@®¥isiness started as family owned SMEs

(Faccio, Lang & Young, 2001). Even though the cfasgtion of SMEs may vary with different

12



economies, the importance of this business segoaemiot be over emphasized. As derived from
(Faccio et al.,, 2001) studies, these same SMEdhareones which grew through expansion
programs to become big firms. A close observatioth@se expansion programs could amount to
restructuring. This shows how restructuring prodessart of all businesses irrespective of the
magnitude and size. Fu, Chang and Wu (2001) obdettvat SMEs will encounter similar
problems which call for implementation of restruotg to achieve perpetual operation. In the
same study (Fu et el., 2001) further realised tthaigh SMEs are small businesses, the benefits

created by restructuring are as pronounced asarga firms.

As earlier discussed owners of small businesses &iabitions to grow their businesses either to
provide employment to family members in the caséaaiily business or to be self sustaining
business. Chu (2009) when discussing family baskldE &nd performance identified key
influencing factors. Key among them is ownershig @ontrol. While Chu (2009) identifies
ownership and control as a factor that influencsitp@ performance among SMEs, it makes
sense to analyse how restructuring influence perdoce. Ongore (2001) acknowledges the
unique influence that firms owner have on decisi@king. This ownership influence will cause
investment in a particular manner depending onctieracteristic of the firm owner and his
preferences. If he is risk averse the businessstakrilar path and vice-visa. But since SMEs
ownership is highly concentrated, where concemimnais based on Ongore (2001) definition,
there is more controls from the owner hence inftirea the flexibility of an SME. With many
SMEs being run by the owners (Chu, 2009) it theeefiecomes apparent that the owner using
his control will restructure the business to bdéine with personal ambitions and desires. This is

unlike big corporate firms where ownership struetisrcomplex rendering it rigid to quick fixes
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such as restructuring that would bring better pemémce. This leaves no doubt that SMEs could

be undergoing restructuring cycles more often thege scale firms.

Sulaiman (2012) defines restructuring as “changeswnership, business mix, assets, mix and
alliance with a view to maximize shareholders weahd improve firm value.” In corporate
world restructuring is often carried out for thepose of making an organisation competitive in
the market. According to Wu and Delios (2009), #ira of restructuring is to improve returns
from the exploitation of the company’s resourceowlver, this notwithstanding, many
organisations restructure themselves in preparatoonprivatisation, mergers or takeover.
Though restructuring may take place in prepardtomprivatisation, merger or takeover; in some
cases it has also been observed to take placepestisation, merger or takeover to prepare the
company for better competitive position in the nedrkin other cases, restructuring happens
when a company is in performance distress. Thigates firms’ poor performance as the key
driver for restructuring, (Jain, 1985 as cited i & Jiang, 2004). In this regard, the ultimate
goal is to reverse the negative situation. Posiptiggormance is therefore viewed as the target
product of restructuring. Wu and Delios (2009) hawdicated restructuring as main strategy
among corporate firms in the last three decadea s=action to various changes in business
conditions. When the target results are not ackigte restructurer examines the possibility that
the restructuring was implemented wrongly. Bowmarale (1999) indicates that companies’
efficiencies vary in implementing of their initiaéis. Oblivious of this, company leadership still
moves ahead to try different approach of restrumguthat can provide positive result. In essence
this ends up being like gambling and since reatinrag is risky (Bolman & Deal, 1997 as cited

in cited in Liu & Jiang, 2004) the risks associatégth restructuring becomes inevitable.
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When restructuring is implemented, it takes differf@rms in different organisations. Eurofound
report on Netherlands SME restructuring reportdidiiong aspects of restructuring as common
in SMEs segment, Business relocation, Outsourdffshoring, Bankrupt/closure, Merger &
Acquisition, Business expansion by hiring workfor€ibbs, 1993 summarised all aspects of
restructuring into three forms:- Financial, porithol& operational. Bowman et al. (1999)
concluded that two out of the three have more impagerformance. He singled out financial
restructuring as having the most impact on perfoigeavhile operational restructuring as having
the minimal effect on firms performance post restiting. While Gibbs (1993) referred to one
of the forms of restructuring as operational regtring, McKinley and Scherer. (2000);
Bowman et al. (1999); Sulaiman (2012) refer tcsibeganisational restructuring. Organisational
restructuring as a mode of restructuring may befusad when referring to the overall
restructuring in an organisation. This study whiétefore refer to it as operational restructuring

in accordance to Gibbs (1993) naming.

2.3 Financial Restructuring

Financial restructuring is any substantial chamga company’s financial structure, or ownership
or control, designed to increase the value of tha.fJin et al. (2004) refers to this kind of

restructuring as to include recapitalization, chemo capital structure and repurchase of stock.
According to Sulaiman (2012), financial restruatigrirevolves around capital changes which
also include debt equity swap and leveraged buydost common are leveraged buyout and

especially managed buyout.
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Bethel and Liebeskind (1993) argue that finanetatnucturing takes cash out of manager hands
and take it back to shareholder. The consequentakofg money back to shareholder means
that manager has no free cash to waste in ovemsipaand over diversification. The manager
is therefore left with operational efficiency anellimg of non-performing business lines. This
point is supported by Bowman et al. (1999) whergjilres three arguments as to why financial
restructuring become famous. Argument one supp(Bethel & Liebeskind, 1993) that
managers have incentives to make use of free ckfimed as extra cash remaining after all
projects are funded, then use it in new expandioaisdo not generate wealth to shareholders. In
this regard, financial restructuring is performedréturn cash back to shareholder. Argument
two by Bowman is that managers have insider infoionaof the true value of the firm and
therefore acquire it from external shareholders @rad which he cannot afford to acquire is
swapped with debt from financial sponsor. In thiguanent the manager acquire the firm at an
undervalued price and it's only a matter of timatthe capitalises on the full value of the firm.
Finally, Bowman gives third argument which causesurfcial restructuring be more famous
since it's just a transfer of wealth. He points that there may be not much value addition other
than redistribution of wealth from bondholders tockholders. Both Bethel and Bowman tends
to suggest that financial restructuring may bengbartance even when the company is not in

poor performance.

Financial restructuring is said to have significastatistic improvement on performance
following a restructuring event (Bowman et al., 3He specifically points out to improvement
in operating performance in long term as compandabth pre-restructuring performance as well
as industry scale, increased shareholder wealthhadho significant layoffs are associated with

financial restructuring. According to Sulaiman (2Dlliterature on acquisition and mergers,
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financial restructuring have great significancenoreasing firms value. In conclusion, financial

restructuring is a preferred mode of restructuvimtty almost assured benefits.

2.4 Portfolio Restructuring

This form of restructuring revolves around reductay increment of business lines and business
units. Unlike financial restructuring which lookatd ownership structure of the company,
portfolio restructuring looks into various busindis®s, business units and revenue streams and
seeks to streamline them for better output thal winsequently contribute to overall
performance of the organisation. According to Bownea al. (1999), portfolio restructuring is
meant to whet firm’s focal point by either sellibgsiness unit that is none performing or its
none core to the wholesome company focus. Thetiotenf this exercise is to enable the firm to
concentrate on its core competences and henceageshareholders value (Prahalad & Hamel,
2003). Looking at this mode of restructuring a gjre&tionship to strategic management can be
drawn in that strategic management seeks to aligimbss activities with its vision and mission
statement. In this alignment, a SWOT analysis réopmed and strategies laid down on how to
use both internal market and external market imiggi competitive advantage. The exercise
therefore leads to development of core competencani organisation. The developed core
competence consequently declares some business dimé business units none core to the

organisation.

Youndt, Snell, Dean Jr. and Lepak (1996) unders¢bee importance of developing core
competences that are in line with business stradeaind present both empirical and theoretical

evidence that shows improved performance as atrefsabre competence development exercise
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in line with business strategies. It's thereforeserved that organisations will find themselves
resolving to perform a restructuring following carempetence development to either do away
with resultant peripheral business units or restltadundant workforce. As regards peripheral
business lines, portfolio restructuring is evok@bwman et al., 1999) while resultant redundant
workforce leads to operational restructuring. Teé@undancy of workforce is due to recruitment
of employees with specific core competences inwite new business competences (Youndt et,
al 1996). Both portfolio restructuring and opera#ibrestructuring have a direct relationship.
According to Bergh and Lawless (1998), portfolistracturing is blamed for layoffs yet Layoffs

are classified as part of operational restructurihg this regard, Wu and Delios, (2009)

acknowledge that different modes of restructurimigract with each other. This is no wonder
that one mode of restructuring may trigger the othremay happen in consonance with each

other.

In line with conceptual framework of this studysievident that performance being the trigger
that prompts an organisation to seek for competitigivantage, core competences are developed
in the process which in turn triggers one or twdhaf restructuring modes; in this case portfolio

and operational modes of restructuring. The diagrafigure_1 illustrates the flow of triggers.
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FIGURE 1
Flow of Triggers to Portfolio Restructuring (Reseacher)
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Portfolio restructuring is prevalent especiallywihergers and acquisition. The main driver for
this kind of restructuring is the desire by firmrefocus strategies. Other drivers are similar to
the other two modes of restructuring which incleddganced control, and generally improve
performance. At times it is also prompted by sommeertainties on business environment
(Bergh et al, 1998) especially on future businesapetitive status and performance. This mode
of restructuring just like any other restructuricen have far reaching effects even on corporate
reputation especially in the case of failed acdgoisi attempt. Bergh et al. (1998) describes
portfolio restructuring as an exercise that isyjstostly and hard in implementation. Among
other restructuring actions that are considerefaltaunder portfolio include: spin offs, selloff,
acquisition, closure of business lines and opepingew business line (Bowman, et al., 1999;

Bergh et al., 1998).

Though performance is usually the main driver fortfplio restructuring, (Gibbs 1993) shows
that threats are the main contributing factor. Utageties on business environment can lead to
divesture or acquisition. Bergh et al. (1998) pathbut that acquisition will continue as long as

new business posses some benefits and that thosditbeare greater than marginal cost of
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running the new business line. Usually, the actjarsibenefits are calculated based on various
economies of scale post acquisition. These ecorsoanises from such actions as sharing of
resources hence reduced costs, low governance, aestifocation of resources from non
performing areas to an area that has relativeliebgerformance. Daley et al. (as cited in Wu
and Delios, 2009) indicates that a firm can inceeds value through spinning—off peripheral
business units. Wu and Delios (2009) is basicallivisang firms to consider portfolio
restructuring since spinoffs are part of this moéleestructuring. He furthers indicate that gains
of portfolio restructuring are gotten through rerabwf unconstructive synergies, market

inefficiencies and agency costs.

2.5 Operational Restructuring

This mode of restructuring is very famous both tofg@ssionals and layman due to the fact that it
involves job losses thus affecting the professiore well as their social circles in which they
mainly operate. Almost everybody understands resiring in the form of retrenchment on
workers and layoffs. If any organisation speaksrastructuring, the next expected thing is
retrenchment on personnel. But has there beenestgucturing without retrenchment, layoffs
and job losses? Gibbs (1993) says that the thpastgr modes of restructuring are not mutually
exclusive rather they usually occur together. Timeans that in every restructuring in an
organisation, more often than not employment dommngiwill tend to happen in whichever
magnitude. It may be less or in big magnitude birt one way or the other results in job losses.
Some firms refer to it as change of managementiwimeans that the top management is either

sent on early retirement or their contracts terteida(Bowman et al., 1999) summarizes this
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mode of restructuring as one that has significdmainge in organisational structure of the firm

through divisional redesign and scale down of elygés.

At times, this mode of restructuring may result® imore media coverage both negative and
positive. Negative image especially when dealinghwinionized workers resulting into

demonstrations and strikes. Positive image may rodoe to expected positive impact on

shareholders wealth following reduced wage billeragionalization of slimed departments and
the expected operational efficiencies. Bowman (1 %8@gests that this mode of restructuring is
disruptive and may have detrimental consequenceooporate failure. It's understood as

comparatively riskier since it can destroy soméhef existing good practices and may result in
loss of competencies. Same like other mode ofuetsiring, this mode can result in destroyed
relations and image. Even so, Amburgey (as citdlovwman, 1993) acknowledges the risks but
raises a positive condition that, if the risks arevived, the future promises health to the
organisation. This is the point where the perforoeaof the organisation post layoffs is judged

as positive or negative using the various perfoiceandicators such as profitability & revenue.

Fu, Chang and Wu (2001) trace operational restringiun a Taiwvanese SMEs. Their case study
not only revealed similarities of restructuringweén large firms and SMEs but also revealed
that triggers for restructuring in both SMEs andyéafirms are the same. The trigger according

to them was fall in profits resulting from stiff mpetition.

The success of operational restructuring is depgnale agency theory. Some managers use it as
means to prolong their stay in an organisation aefthre that things will not improve even after
the layoff. No wonder that some organisations deffabut start staffing after a couple of

months post restructuring. In other situations rgans use retrenchment to score points or
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remove the juniors who pose threat to managerstigoseither because the junior is more
qualified or challenges managers decision. All ¢hastions may result to poor implementation
of restructuring decisions and the targeted resarksjeopardised even when the original plan
was brilliant. Bethel and Liebeskind (1993) underss the importance of subjecting managers’
strategic decision to shareholder oversight to mizé some of the above ill-motive in using
operational restructuring as a scape-goat or asaace of revenge, scheming for position or
scoring points with peers or juniors and at timegiars. This will ensure successful
implementation of restructuring and thus realissifpee results. Fu et al. (2001) shows how a
well implemented operational restructuring in anESkésulted into recovering SME'’s vitality

and doubling of profits which clearly demonstratsigive performance.

Fu et al. (2001) clearly demonstrate that the ssasf operational restructuring is fully
dependent on how managers implement it and how aiipents are invited to participate in the
implementation. According to (Wu & Delios, 2009) magers would implement strategies that
serve finest interest of shareholders only if therexistence of good agency relationship. Fu et
al. (2001) case study revealed that successesinetitructuring were due to SME’s founders
approach and involvement of employee. Apparenti, dperational restructuring which largely
carries more impact to employees’ careers, the sangependent on how the agents will
implement it down to the least of the sections epattments. This is unlike other modes of
restructuring which revolves around business li(@ertfolio restructuring) and ownership
structure (Financial restructuring). Operationatmecturing may have brought out the issue of
agency theory but close evaluation of all the thremdes of restructuring reveals that agency
theory plays a big role in making the implementatgd restructuring strategies successful. But

how can agency interference during implementatibroperational restructuring be avoided?
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Bethel and Liebeskind (1993) proposes structuracemg@nce systems to ensure that the right
decisions are made by both senior and junior masagken implementing strategies. Wu and
Delios (2009) add that properly defined agency ti@hahip would greatly reduce agency

interference.

2.6 Theoretical Framework

This study is based on two theories. Agency themny Resource based theory. Agency theory
occurs where principal hires and delegates decisiaking authority to the agent. The agent
should execute the authority with the best intexdsthe principal (Ongore, 2011). From a
negative perspective, when a firm finds itself erfprmance crisis, the agent evaluates the best
restructuring actions that can return the compaagkion track. When firm has more funds, the
agent again decides best restructuring actionsrdpep it to the next level. For example in
financial restructuring, managers must evaluaterdoensolidation of debt and how it can be
swapped with equity to lower the interest rate yapant that could be straining the liquidity of
the company thus impacting on company financialfgperance. In the case of portfolio
restructuring, the same manager must re-evaluatndss lines performance and key
competence of internal customer (employees) to maatkecision which business line or business

unit should be done away with.

In regard to operational restructuring; the managest evaluate wisely which employee to be
retrenched and which ones to be left based onsskilage bill and in line with new strategy
being implemented. In this case, when agent hasitesest of the principal or shareholder at

heart, he will execute actions that are strateg ldave impact to firm’s performance hence
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multiplying shareholders wealth. In return, thershalder should reward the agent to motivate
him to be more strategic in the business (Betheli&beskind, 1993). Unfortunately the
shareholder only focuses on how to multiply his h¥eavithout considering the contribution
received from agent while agent execute busineategies with keen interest to benefit himself
and not the shareholder. The latter forgets thas laesteward. This is the reason Wu and Delios
(2009) looks into the corporate organisations ardeints that more impact would have been

realised with restructuring were it not for pooeagy relationship.

A tug of war exists between shareholder who is ilngKor maximization of his wealth and an
agent who want to maximize his benefits from shalddr’'s wealth. While the agent must look
at the interest of the shareholder, his person@rest will most probably come first. For
example, even when a company is financially stinggino agent would propose a slash to the
salary. In contrary, an agent could propose aegjyathat will prolong his earning even when the
end results are not viable. Bethel and Liebesk@D8) acknowledges that restructuring will
occur only when threat exists. Threat of acqugitbr some activism from the shareholder will
force a manager to propose reorganisation stragychange is a pain point to agent preferring
status quo than uncertainties included in the chahklpwever, when uncertainties of business
survival due to external factors such as competitimd hence decreased revenue or profit
(which consequently threaten agent employment) eigtwuncertainties of change, the agent is
forced to take a decision. This explains why sowmmanies’ baby sits a non working solution
long enough to their downfall. Drucker (1994) olvesrthat the solution may be right and all the
right things are being done but the assumption bithwvthe firm’s strategy is built on is not

right. Unfortunately the agent tends to justify gteategy even when all odds are fading.
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Market value of an organisation exclusively detemsi shareholder's wealth but managers’
package depends on the magnitude of the firm amdidk to bankruptcy more than the value of
the company (Bethel & Liebeskind 1993). As a restiie manager would want to trigger
restructuring when there is abundance by addingerhosiness line and sell some business lines
when there exist threat. This is to ensure thaffithe is big hence his package. Some business
additions do not add value to the firm and hencevaiae to the shareholder’s wealth but will
significantly affect manager’s package due to ttheed responsibility (Amihud and Lev as cited
in Bethel & Liebeskind, 1993). In this case, thgger for portfolio restructuring i.e. addition of
business line was due to availability of the firfisad following profitability. Financial
restructuring may come to address this problemabyng money from manager’s hand and
returning it to the shareholders (Bethel & Liebeski1993) e.g. increasing dividends and issuing
new debt then use debt proceeds to pay out shatembks. The researcher observes this as a

problem of as suffering from abundance.

According to Gibbs (1993), existence of free cdslwfmay trigger diversification which in
essence may result to high agency cost. When agewstygoes too high, threat of takeover
prompts manager to start restructuring to bring dgency cost low. This is the point where
portfolio restructuring as well as operational mesturing tends to happen. Once the agency cost
are in control following both portfolio restructng and operational restructuring, financial
restructuring comes in last to return the moneykhacshareholders. In conclusion, agency
theory plays a big role in triggering restructuriogcontributing to the success of restructuring

which end result is performance.

SMEs on the other hand are affected by the vifidleing majorly owned by family members.

Agency theory plays big role where some membersSiE to benefit themselves more than the
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rest or turn it to a bank (Chu, 2009). Family enttement into an SME is rampant and business
resources could be diverted to serve personal milyfaneeds. In a different perspective, a
focused and determined family may results to higibidons that triggers need to grow the
SME. In the end result, restructuring may be irablé either to return the SME to truck after
abuse by family members or to grow the businessdet family or owner ambitions. In the first
case, it may lead to removal of some members freimgoshareholders and remaining members
to inject more cash while others may be removethflbeing employees to avoid unnecessary
agency costs. As for the second case, the ownkse&ak to grow the business to new levels by

stopping non performing business line or products.

In referring to Resource based theory, it explaires competitiveness of a firm. When a firm
exploits its unique competencies and transformamthe their advantages to influence
performance; shareholders wealth is multiplied.dRese based theory is the use of firms unique
resource that other companies don’t have to competeessfully hence gaining market power
(Barney, Ketchen & Wright, 2011). In attempt tagrbusiness to become bigger, the owner
attempts to introduce strategies that will be hHardopy so as to ensure high competitiveness.
This is by use of his unique resources that areamatlable with other competitors (Prahalad et
al., 2003). They create a set of activities thatwarique to deliver uniquely worth results (Porter,
1996). This is through use of resource based thetwgre the owner makes use of resources
accessible to his business only and not to otidrase resources are special, durable and not
easy to imitate or substitute hence placing an SM&ad of the competition (Rangone, 1999).
Through implementation of this competitive positidhe business is taken through rigorous
changes and streamlining that in effect is restmiragy process which falls under one or more of

the three modes of restructuring. Companies rdsimicso as to concentrate on their core
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competences (Porter, 1996) which will in processddypositive influence on performance. In

this regard, resource based theory is significan¢structuring and performance.

2.7 Conceptual Frame Work

Once a company restructures it will most likelytnesture again either due to non achieved
results of restructuring or the company is backragapoor performance. Alcacer, Khana, Furey
and Mabud in their Havard business review, a castyof Nokia, revealed a possible evidence
of spiral pattern of restructuring, thus confirmitige likelihood of a company restructuring
severally. Gibbs (1993) blames Agency theory aswuse for frequent restructuring. Liu and
Jiang (2004) identifies cash flow, change on mar&enditions, competition, leadership,
conflicts, ownership and management control asrdtiggers of restructuring. The drivers of
restructuring are the same factors that restructtagets to turnaround and have them as
positive results of restructuring. This thereforeeates similarities between drivers of
restructuring and effect of restructuring. Suchultssinclude cash flow, revenue, profitability,
competitiveness, ownership and leadership beingrsdrup by one word as target performance.
Accordingly when the target performance is not eebd, it becomes the motivation for yet
another restructuring initiative. The final outlookthe process is a loop between restructuring
and performance. Mckinley and Scherer (2000) inarjmg the unanticipated consequences of
restructuring, he establishes a loop between thgnittee order of top management and
organisational restructuring, clearly indicatingl@p between performance as results of
restructuring and restructuring itself. The loopnigdotted line indicating that it may exist or it
may not. Its existence will depend on the outcorfnin® effect of restructuring on performance.

If the outcome is positive, the firm will not go dato restructuring but if the impact is not
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positive, high chances are that the firm will conpewith other ways of performing restructuring
afresh. The loop can also occur even when restingtuesults produced positive effect. This is
in case the results were not satisfactory or tmepamy has gone back to performance crisis after
sometime.
FIGURE 2
Conceptual Frame Work (Researcher)
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Performance is a dependent value which is measustag different indicators such as
profitability, sales & revenue, liquidity, produgtly from staff, staff morale and company
image. The ones indicated in the conceptual framlevaoe just indicative and not ultimate.
Different studies have used different indicatons. &t al. (2004) have used revenue, profit
margin and return on asset as measure of perfoendglaiman (2012) uses profitability,
liquidity and solvency while Chu (2009) uses piaditity and ratio of firm’s market value to the

replacement costs of its asset value. On the dtaed, restructuring remains an independent
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variable and the three modes of restructuring mapedively or individually influence
performance. Mostly one type of restructuring ewoltee other and likelihood of them occurring
together is high. In this case, they can be medstogether or independently. Factors like
government incentives, tax reliefs, and changeaifious government regulations may influence
positive performance even in the absence of rdsiting. These factors must therefore be held
constant. But since it's impossible to hold themstant, they will most likely contribute to error

margin of the measurement results.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter explains how the research was undaertaBection one defines the type of study
which is founded on descriptive study. Section tlefines target population while section three
outlines the sampling method and procedure wherglsi random method was employed.
Section four indicates sources of data in this qasmary data. Section five describes data

collection instruments and procedure. Section si@gdata analysis approach.

3.2 Research Design

The type of study was descriptive. Descriptive aesle describes characteristics of a particular
phenomenon seeking to describe relationships agliéncy of occurrence (Kothari, 2004). In
this study the observation is on relationship betweestructuring and performance on SMEs in
ICT sector and at the same time studying the mostirding mode of restructuring. Variables
and conditions in this study are described as #eyobserved. The time dimension of the
research is cross directional as per Cooper anthdeh (2003), meaning that the data was
collected based on the restructuring actions ad harrelation to financial performance at that

moment.

Bearing in mind that there was no existence of lmega that showed SMEs which had
undertaken restructuring and those that had notspect of exploratory research was to be

employed at the time of data collection as welle Titention was to eliminate those SMEs that
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had not undertaken any changes that could amountestructuring. In this regard the

guestionnaire was sent to the whole population sugha survey was conducted.

3.3 Population and Unit of Analysis

Mugenda and Mugenda (2003) define population at afselements with widespread attributes
that can be generalized. Cooper and Schindler {206fned population as total collection of
element where an inference is made. In this reBgampulation of interest was SMEs in ICT
sector within Nairobi County. There were 300 SME$GT sector within Nairobi going by May

2013 list of start up business from ICT AuthoritiyKenya. A self administered questionnaire

was sent to all of them via email.

SME in this study formed the Unit of analysis while target respondents within this unit of
analysis were the senior management of the SMEs.gblal was to reach at least one senior
manager in every SME but since there was no coofralho answered the email, it was found
out that even some few junior officers participated the survey. But the number was

insignificant and therefore it was ignored.

3.4 Sample and Sampling Procedure

This section explains the sample size and the sagiptocess used during the study.

34.1 Sample Size and Sampling Unit
As earlier introduced, a census on population veeslected and the results were taken to data

analysis stage. The target respondents in the gyweee the employees of the SMEs, in this case
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senior management with the relevant informationualbloe business. The minimum sample size
for a population of 300 respondents assuming on®isenanager in every SME would be 76
SMEs. This would pass sample representativenessggoy Israel (2009) table_1 below.

Therefore, the 83 responses received during thiy stile same is representative.

TABLE 1
Israel (2009) Published Table that provide SampleiZe for a given Criteria

_ _ Sample Size (n) for Precision (e) of:
Size of Population

5% /% +10%
100 81 67 51
125 96 78 56
150 110 86 61
175 122 94 64
200 134 101 67
225 144 107 70
250 154 112 72
275 163 117 74
300 172 121 76
325 180 125 77
350 187 129 78
375 194 132 80
400 201 135 81
425 207 138 82

3.4.2 Sampling Procedure

An email with a link to the online questionnairesasent through ICT Authority to all the 300
SMEs in the list. Performing a census meant thHaBBIEs had a chance of being part of the
study. The intention was to send the survey to GE@ach SME. This would have meant
performing purposeful sampling method which Mugeatlal. (2003) points out that the subjects

are handpicked since they are informative and goise required attributes. However, since
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there was no control on who from the responding SMBould address the questionnaire, few

respondents i.e. less than 4% had indicated tegtwiere not in the management.

3.5 Sources of data

Data was obtained from primary sources only. It waltected from the senior management of
various SMEs. At least one response per SME wasgived. On the secondary data,
Krishnaswam, Sivakumar and Mathirajan (2006) listeinal sources as Company reports,
accounting data, in house journals, data warehpwsesert opinion and computer database.
Unfortunately, secondary data posed challengesbtairo since majority of the SMEs are
privately owned and still treat their informationck as financial records with confidentiality.

The most relied source of data in this study wasdtore the self administered questionnaires.

3.6 Data Collection

This section explains the data collection instrutmeand the procedure employed in data

collection.

3.6.1 Data Collection I nstruments

Primary data was collected using questionnaireghasdata collection technique. Due to

constraint of time interviews seeking expert opmioould not be possible as was earlier
intended. Though Krishnaswam et al. (2006) argatittierviews are applicable in all segments
of population and especially where questions tendbeécome complex he also confirms that
guestionnaire is an effective tool in reaching wedpecially in the case of knowledgeable target

population. Kothari (2004) gives merit to questiaima as an instrument for data collection
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because respondents who are not easily approacteablee reached conveniently and in a less
expensive manner as was the case in this studiya@elinistered questionnaire was therefore

justified in this study.

The questionnaire in appendix 1 was structured smgple manner to ensure that there were no
struggles with restructuring terminologies. It we®d as two fold tool; both to conduct census in
establishing the SMEs that have structured andtalsollect restructuring data needed to draw

conclusion on this topic.

3.6.2 Data Collection Procedure

With questionnaire method regarded as wide readioioigas compared to interviews (Cooper et
al., 2003), the researcher endeavoured to extdpaige this method as much as was possible.
Self administered questionnaire was sent througaileamd with help of ICT Authority. The
guestionnaire was built online through (http://wfesmsite.com) then the link of the survey was
sent on email to various respondents. On completiemespondent would click a submit button
and the results were sent directly to researchaisbox. An example of responses received on
email is in appendix_2. Appendix_3 shows a sampleemail sent to respondent by ICT
Authority on behalf of researcher. Appendix_4 shdtss faculty’s letter of introduction used

during data collection.

3.7 Data Processing and Analysis

Data processing was done as per Kothari (2004)cadw. editing, coding, classification and
tabulation. Coding process was done using SPS3/&xdxcel. Tabulation was the final action

that was prepared by feeding the data to SPSSItowlg analysis process.
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Drawing insight from Kothari (2004), descriptiveasstics and infeential statistics were
employed to analyse the data. Percentages of inetgee and mean and were observel
measure tendencies. Tendencies were observed tesadubjective one, two, three and five
effect of restructuring to performance and prefee of restructuring. Objective four w
addressed using inferential statistics by use gfession analysis. A model of regress
analysis used which was based on conceptual frankeisoindicated in figure_3. See fitts

model in the next chapter.

FIGURE 3

Regression Analysis Model

v =fg+ /X +EX+ A3+

Where:

Y = Firm Performanc

X1 = Financial Restructurir

X2 = Portfolio Restructurir

X3 = Operation Restructurii

¢ = Error Margin
Data is presented in tables and graphs in theatater Interpretation of treads, relationsh
and tendencies are explained accordingly. SPSSMa®lused to run the analysis following ¢

coding.
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CHAPTER FOUR
FINDINGS AND DISCUSSION

4.1 Introduction

This chapter discusses the interpretation and ptasen of the findings obtained from the field.
The chapter presents the background informatiothefrespondents, findings of the analysis
based on the objectives of the study. Descriptive iferential statistics have been used to
discuss the findings of the study. Being a surties ,study targeted at least 76 respondents and at
most 172 based on Israel (2009) sampling tablet@dinarlier. From the filled in and returned
guestionnaires, 83 responses were received makiagpanse rate of 28% assuming a baseline
of 300 responses. This response rate was satisfactanake conclusions for the study. The

response rate was also representative.

4.2 Reliability Analysis

A pilot study was carried out to determine relidpilof the questionnaires. The pilot study
involved the 10 respondents sought from ICT AutiyoriCTA authority is better placed to

provide valid opinion on SMEs due to the understagdhey have in as far as financing and
support of SMEs in ICT sector is concerned. Radltglbanalysis was subsequently done using
Cronbach’s Alpha which measures the internal coesty to establish if certain item within a

scale measures the same construct.
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TABLE 2

Reliability Coefficients

Cronbach's Alpha Number of Itens
Financial Restructuring 0.836 14
Portfolio Restructuring 0.807 16
Operational Restructuring 0.813 20

Cronbach’s alpha was calculated by applicationR$S for reliability analysis. The value of the
alpha coefficient ranges from 0 to 1 and may bed usedescribe the reliability of factors
extracted from dichotomous and/or multi-point fotted questionnaires or scales. A higher
value shows a more reliable generated scale. Ca@ahindler (2008) has indicated 0.7 to be
an acceptable reliability coefficient. Table 2 abmhows that financial restructuring had the
highest reliability ¢=0.836) followed by operational restructuring=0.813) and then portfolio
restructuring ¢ = 0.807). This illustrates that all the three esalere reliable as their reliability

values exceeded the prescribed threshold of 0.7.

4.3 General Information

The study sought to establish that respondent tiveéhright knowledge of the business
participated in the survey. Such people are exgdotée in the management level. The study

therefore requested the respondents to indicaiieviioek designation.
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TABLE 3

Classification of Respondents by Work Designation

Designation Frequency Percent
Senior management 29 34.9
Middle Management 34 41
Lower Management 20 24.1

Total 83 100

From the finding in the table 3 above the studglaghed the 41% of the respondents were from
middle management level, 34.9% of the respondemse virom Senior management level,
whereas 24.1% of the respondents were from Loweardgament level, this implies that there
was fair engagement of respondents in relatioratgeted knowledgeable management levels
and the data provided would address the objecti@s.of the respondent who indicated outside
these classifications were assumed to belong teromanagement since one cannot access and

respond to company emails if not a senior personnel

TABLE 4

Classification of Respondents by Years of ServiceeRod

Years of Service Frequency Percent
Below 1 year 18 21.7
Between 1 and 5 years 32 38.6
Above 5 Years 33 39.8
Total 83 100

The study requested respondent to indicate the aumb years they had served in the
organization. From the findings in the table 4 ahahe study established that 39.8 % of the
respondents had served for a period of above ®agsy 38.6 % of the respondents indicated that

they had served for a period of between 1 to 5syemnereas 21.7 % of the respondent indicated
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that they had served for a period not exceedingedr.yThis implies that majority of the
respondents had served for more than one yearhanefore they had vast knowledge about the

surveyed organisation which could be relied upothis/study.

TABLE 5

Classification of Respondents by Stake Holding

Frequency Percent
Owner or Founder 20 24.1
Minor Shareholder 24 28.9
Not a share holder 39 47
Total 83 100

The study requested the respondents to clarify venéhey owned shares with the organization.
From the findings tabulated in the table 5 aboveQ% of the respondents indicated that they did
not own shares with the organization, 28.9% inddathat they were Minor Shareholders,
whereas 24.1% of the respondents indicated that étieer owned or possessed the firm, this
implies that over 50% of the respondents featuredhis study were either shareholders or
founders of the organization hence providing vespdbackground for the study owners who
are involved in day to day running of the organaathave wealth of knowledge about the
business. This also confirms Chu (2009) study winidicated that majority of SMEs are usually

run by the owners.
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TABLE 6

Classification of Respondents by Profession

Profession Frequency Percent
Technical (ICT) 20 24.1
Human Resource 6 7.2
Finance 20 24.1
Sales and Marketing 20 24.1
Business Management 17 20.5
Total 83 100

The study requested the respondent to indicate fredd of profession. From the findings

contained in the table 6 above, it was establithati24.1% of the respondent indicated field of
profession as Sales and Marketing, Technical (I@Md Finance. 20.5% of the respondent
indicated business management, whereas 7.2% otfipendents indicated Area of profession
as human resource. This is an indication that mb#te respondents focused in this study were
professionals in ICT, Finance, and sales and miakelt therefore points out that the correct
knowledgeable targets of respondents were engagedepicted in the table where Human
resource who are expected to have less knowledgeroe financial aspect of an ICT SMEs, the

same are the minority.

TABLE 7

Classification of Respondents by Gender

Gender Frequency Percent
Male 48 57.8
Female 35 42.2
Total 83 100

Reference is made to table 7 above. The study stogretermine the gender of the respondent

and therefore requested the respondent to indibategender. The study found that majority of
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the respondent as shown by 57.8% were males whéP=2% of the respondents were females,
this is an indication that both genders were ingdhn this study and thus the finding of the

study did not suffer from gender bias.

4.4 Restructuring Measures

Following are the findings on various restructurmgasures undertaken by SMEs.

441 Financial Restructuring Measures

The study requested the respondent to indicatehghéhe organization had performed any of
the below financial restructuring measures. From fihdings depicted on table 8 below, the

study established that 55.4 percent of the respusdedicated that their organizations had
injected more cash into the business through l&dm/db4.2 percent of the respondents indicated
that their organizations had injected more casb the business by bringing in new share
holders. 53 percent of the respondents indicatadthieir organizations had partnered with other
companies organizations where partner owns partthef business. 49.4 percent of the

respondents indicated that their organizationsdmgaged in selling of shares to raise money for
clearance of loan or. 42.2 percent of the respdsderdicated that their organizations had

bought shares held by other shareholders and deavdebts into. Finally 38.6 percent of the

respondents indicated that their organizationsdwexidered making employees to own some of
the. This clearly indicates that there are sigaifit financial restructuring actions among SMEs
in ICT sector. Loan, business partnership and nbareholding are the famous financial

restructuring actions among the SMEs in this sector
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TABLE 8

The Undertaken Financial Restructuring Measures

Yes No Total
o [3)
o o

Statement - ® - ) =3 2

o > o > @ )

c S c S “= o

S| 5| 2|5 |5 |32

= o = o ES| EX

i a i 2 | ad|ad
Bringing in of new shareholders (injection of more
cash into the busine: 45 154209 38 | 45.80% 83| 100
Buying of shares held by other share holders
(reduction/consolidation of shares /shareholders) 3%2.20%| 48 | 57.80% 83 100
Converting debts in to shares (debt issuer beconges
part of shareholders) 35| 4220% 48  57.80% 8B 100
Injection of more cash through loan/debt. 44 55.40%  3744.60%| 83 100
Seling shares to raise money for clearanc@aof |
or debt 41 | 49.40% 42 | 50.60% 83 100
Making Employees to own some shares 32 38.60% 51  61{40%3 100
Partnering with other organizations where partner
owns part of the business (Temporariy or longefm 44 | 53.00% 39 | 47.00% 83 100

Injection of more cash through loan or debt hashigbest percentage meaning that this was the
leading financial restructuring. This is in linetviEuro found (2012) report which observed

similar characteristic with SMEs in Netherlandsalso confirms the researcher’s observation
that many SMEs find themselves at the doors of NG@WHs and other financiers which may

influence frequent restructuring at SME level ualik big firms. Debts, new shareholders and
partnership are the leading in percentage indigatiow desperate owners of SMEs are to get
capital injection to their businesses. Unfortungtehaking employees own some share in SME

is the most unpopular yet it's another source gpftehand probably motivation for staff.
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4.4.2 Portfolio Restructuring Measures

The study requested the respondent to indicatehghéhe organization had performed any of

the below portfolio restructuring measures. Fromfihdings tabulated in the table 9 below, the

study established 54.2 percent of the responderdgcated that their organizations had

introduced new product(s) in the market wherea6 p@rcent of the respondents indicated that

their organizations had formed a child companysfoecialization for purpose of acquiring new

business and contracts. 47% percent of the respthdedicated that their organizations had

sold or closured some business lines or sectiotmsihess or selling certain products; what is

technically referred to as spinoff. 44.6% of thep@ndents indicated that their organization had

merged with other companies.

TABLE 9

The Undertaken Portfolio Restructuring Measures

Yes No Total
4 [}
Q o>
2 S
s |5
Statement - N - © o bt
9 < 5 g | £ a
[ — [ —
S| g8 12| § |33
=4 o =4 o e | EX
T e ol & [ad]ay
Sale or closure of some parts of service businesp
27| 3250% 56 67.50% 83 100
Introduction of new product(s) in the market 45 DA 38 45.80% 83 100
Sale or closure of business line or section
making/seling certain products 39 47.00% |44 5300% 83 0 1p
Formation of a child company for specialization/to
help acquire new business/contracts (Spin off) 42 6@ 41 49.40% 83 100
Buying off or taking over other companies 29 34.90% | %b.109 83 100
Closure/Sale of Chid Company 34 41.00% |49 59.p0% 83 1po
Merging with other companies 37 44.60% 4p 55400 83 100
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41% of the respondents indicated that their orgdidrs had closed down or sold a child
company which is the opposite of forming a childnpany. 34.9 percent of the respondents
indicated that their organizations had bought aofftaken over other companies and 32.2%
percent of the respondents indicated that theiaregtions had sold or closed some parts of

service business line.

The popular actions that amount to portfolio redtiting in this case are two. These include
Spinoff and introduction of new products. This aonk researcher’s observation of how SMEs’
owners are hungry to grow their businesses totfarleagues of big companies. Even so buying
or taking over other companies and merging witheptBMEs are two activities that are not
popular in this restructuring meaning that SMEskenbig firms prefer to grow on their own
without taking over other problematic business Wwtdould contribute to down fall. This trend is
opposite of trends in big firms where Sulaiman @0feported acquisition and mergers being

very popular due to quick gains derived therein.

4.4.3 Operational Restructuring

Reference is made to table 10 below. The studyesiqd the respondent to indicate whether the
organization had performed any of the below openati restructuring actions. From the findings

the study established that 56.6 percent of the orefgnts agree that organization had

retrenchment or layoff. 55.4% of the respondeneéegthat the organization had increased office
space to accommodate new business changes. 51.8¥e afespondents agreed that their

organizations had resolved to outsourcing or ceotitrg some aspects of business.

The study further established that majority of thgpondents disagreed that the organization had

sold some of machinery or assets to reduce OPEX& @perational costs as shown by 72.3%.
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Respondents disagree that their organization hatkdaany action to reduce rented office space
as shown by 68.7%. The response on reduction afeo$pace and the one on increase in office
space are in agreement meaning that majority of SM#ving not reduced office they have done
the opposite or remained the same. This may beestigg significant growth among SMEs.

63.9% of the respondents disagreed that the org@miz had done some changes in the
organizational chart (reporting lines & departmémé&organization). 62.7% disagreed that the
organization had purchased of new assets or maghilue to business need to boost total cost
of income. Finally 53.2% of the respondents disagreghat the organization had sold

machines/assets to increase cash flow or cleas.debt
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TABLE 10

The Undertaken Operational Restructuring Measures

Yes No Total
g3
2 <
@ >
Statement > A = o Z E
= S < S| = =
E S| S S ° | °~
o ol o ° e X
I ol a8 34 ad
Sale of machines/assets to increase cash flow of clear
debts 38 45.80% 4p 53200 83 100
Sale of machinery or assets to reduce OPEX & ¢ther
operational costs 23] 27.70% 6D 7230% 83 100
Reduction of rented office space to accommodate
new business changes 26 31.30% |57 68{70% §3 100
Increasing office space to accommodate new buginess
changes. 46 55.40% 3f 44.60% 83 100
Shiting to new office location (to cut cost or seeking
for business/contracts) 4 53.00% |37 44.60% 83 100
Purchase of new assets or machinery due to buginess
need to boost total cost of income 31 37.30% | 52 62/70%3 100
Reduction of employees (retrenchment /layoff) 47 6%p 3§ 43.40% 83 100
Expanding human capital (Introduction of rew
stafflexperts/Professionals) 37 44.00% |46 55.40% §3 1p0
Outsourcing or contracting some aspects of busipes
43 51.80% 4D 48200 83 100
Changes in the organizational chart (reporting ings &
departmental reorganization) 300 36.10% 58 63.90% 83 100

This study confirms that, the same way restructuis linked to retrenchment in big firms
(Bergh et al., 1998), same characteristics arectigpin SMEs as well. This is depicted by 56.6
percent which leads the pack of operational resiring activities in SMEs. This

notwithstanding, SMEs are also seen expanding tiféae space as per this report i.e. 55.4%
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which would mean that business is growing but stafe kept at minimum level as possible.
This tends to confirm the study by Okatch, Mukuhd ®yugi (2011) which indicated that SMEs

in Kenya are usually understaffed.

4.5 Effect of Restructuring on Performance Indicators

The study sought to establish the effect brougldualby business restructuring. From the
findings of the study contained in the table 1lolelmajority of the respondents indicated that
business restructuring had a positive effect offitpgod cash flow as shown by a mean of 4.0 in
each case, Overall business profitability as shbwmean of 3.9, Efficiency as shown by mean
of 3.8, Productivity and sales as shown by a méa&h7in each case, staff morale and business
image as shown by a mean of 3.6 in each case.i§ himong the lowest effect which could be

attributed to retrenchment and layoffs.
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TABLE 11

Effect of Restructuring on Various Performance Indcators

N Minimum [Maximum | Mean Std.
Deviation
Impact on sales 83 1 5 3.7 0.94
Impact on profit 83 1 5 4 0.92
Impact on cash fow 83 2 5 4 0.94
Impact on revenue 83 2 5 3.4 0.9%
Impact on liquidity 83 2 5 3.5 0.9
Impact on overall 83 1 5 3.9 0.96
business profitability
Impact on business 83 1 5 3.6 0.93
Image
Impact on Efficiency 83 1 5 3.8 1
Impact on Productivify 83 1 5 3.7 0.95
Impact on Staff Morale 83 1 5 3.6 1

The studies further revealed that majority of tespondents were of the opinion that business

restructuring had no considerable change on rewenlikis is in order since majority of

restructuring would involve reduction in businessimprove profitability and if the business

grows, the expenditure grow with it hence explainwhy in SMEs sale of assets and

machineries to clear debt is not popular as indttat the table 9 on operational restructuring.

4.6 Effect of Restructuring by Variables

Each mode of restructuring as an independent Jarfad influence on performance. Below is

the discussion on the same.
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4.6.1 Effect by Financial Restructuring

The study requested the respondent to indicateadtien(s) which had the greatest effect on
firm’'s performance. From the findings in the tali2 below, majority of the respondents as
shown by 51.8% greed that Bringing in of new shlaolders had the greatest effect, 45.8%
indicated Making Employees to own some shares242i@dicated Selling of shares to raise
money for clearance of loan or debt, 37.3% inéidaBuying of shares held by other share
holders ( reduction/consolidation of shares/shaiddrs), 36.1% indicated Converting debts in
to shares (debt issuer becomes part of sharehpl@x4% of the respondents indicated that the
greatest effect on firms performance was due ttnBang with other companies organizations
where partner owns part of the business (Tempgrarilong term) and finally 24% were of the

opinion that the greatest effect had been brobghijection of more cash through loan / debt.
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TABLE 12

Effect of Restructuring by Financial Restructuring Measures

Statement Yes No Total
o g g g2 |z2
qg) S qg, S ez | e
o - v - e B e
Bringing in of new share holders (injecton of moref 431 51.80% 40 48.20% 83 10
cash into the busine:
Buying of shares held by other share holders 31 37.30% 52 62.70% 83 1p0
(reduction/consolidation of shares /share holders
Converting debts in to shares (debt issuer beconfes 30 36.10% 58 63.90% $3  1p0
part of shareholders)
Injection of more cash through loan/debt 20 24.10% | 65.90% 83 10p
Seling shares to raise money for clearanceant | 35 42.20% 48 57.80% 83 1p0
or debt
Making Employees to own some shares 38 45[80% | 44 53.00% 83  10(
Partnering with other companies organizationseer 25 30.10% 58 69.90% $3  1p0
partner owns part of the business (Temporarilp
term)

The study also established that there exist somaasities between SMEs and big firms due to
popularity of bringing in shareholders to injectna@ash to business and business performance.
In big firms as per (Bowman et al., 1999) leveréggout and reverse leveraged buyout have

significantly contributed to positive performandebay firms.
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4.6.2 Effect by Portfolio Restructuring

The study requested the respondent to indicate hwbicthe above Portfolio restructuring
Measures had the greatest effect on firm’'s perfaseaFrom the findings shown on table 13
below, the study established that majority of tegpondents were of the opinion that the greatest
effect was due to Formation of a child companydjpecialization to help acquire new business
(Spin off) as shown by 49.4%, others indicated thatas due to Merging with other companies
and Introduction of new service line as shown by0%d in each case. Still others indicated
Introduction of new product(s) in the market asvahdy 33.7%. 32.5% of the respondents were
of the opinion that it was due to either selling/dosure of business line or selling certain
products. Finally 24.1% of the respondents inditakat it was due to buying off or taking over

other companies.
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TABLE 13

Effect of Restructuring by Portfolio Restructuring Measures

Yes No Total
[7p]
R >
e &
o o
Statement - ) - o o t
O (@)) o (@)] 8 (D)
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g e g e el X
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Introduction of new service line/section 4( 48.20% 431.88% 83 100

o7
w
S

Sale or closure of some parts of service busines
Introduction of new product(s) in the market
Sale or closure of business line or section

41.00%| 49| 59.00% 83 100
B 8087/ 55| 66.3090 83 100

N

making/seling certain products 271 3250% % 6750% 83 0 1p
Formation of a chid company for specialization/to

help acquire new business/contracts (spin off) 41 40m%.| 42 | 50.609% 83 100
Buying off or taking over other companies 20  24.10% p35.90%| 83 100
Closure/Sale of Chid Company 40 4820% 43 51.80% 83 1p0
Merging with other companies 34 410000 49 59.0p% 8B 1900

Though the study established that majority of tlespondents disagreed that Portfolio
restructuring measures had any great significancirms overall performance, this mode of
restructuring seems to stand out compared to othlees using regression analysis. Bowman et
al. (1999) analysis of the three modes of restrutguand their consequent effect on
performance places this mode at position two histgtudy places it at position one. Performing
mean on percentages of frequencies, the graph gurefi4.below shows that portfolio
restructuring comes second while operational restring comes last. Even so, this study sticks
to regression analysis which shows that portfodistnucturing has the highest significant effect
on long term while operational restructuring haghlkst significant effect on short term since

mean does not consider coefficient.
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FIGURE 4
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4.6.3 Effect by Operational Restructuring

The study requested the respondent to indicate hwbicthe above operational restructuring
measures had the greatest effect on firm’'s perfoc@aFrom the findings on the table 14 below,
the study established that majority of the respatsleere of the opinion that the greatest effect

was due to outsourcing or contracting some aspédigsiness as shown by 50.6%.

The study also established that majority of thepoedents disagreed that the following
operational restructuring measures had any gréattefof on firms performance; Shifting to
new office location (to cut cost or seeking farsimess/contracts) as shown by 71.1%
Reduction of rented office space to accommodate bhesiness changes, Changes in the
organizational chart (reporting lines & departméméorganization) as shown by a mean of
62.7% in each case, Increasing office space tonawmalate new business changes as shown by
60.2%, Reduction of employees (retrenchment/layagfshown by 59.0% sale of machinery or

assets to reduce OPEX & other operational costshas/n by 55.4% and finally respondents
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disagreed that Sale of machines to increase cashofl clear debts, Expanding human capital as
shown by 53%. On average-wise, this mode of restring performs the worst in terms of it

effect to performance. This is expected since Bowataal. (1999) reports the same.

TABLE 14

Effect of Restructuring by Operational Restructuring Measures

Statement Yes No Total
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Sale of machines/assets to increase cash fowear|cl

debts 39 | 47.00%| 44| 53.00% 83 100
Sale of machinery or assets to reduce OPEX & qther

operational costs 37| 4460% 4p 5540% 8 140
Reduction of rented office space to accommodatg

new business changes 31 3730% p2 62.90%  §3 100
Increasing office space to accommodate new buginess

changes. 33 | 39.80%| 50| 60.20% 83 100
Shitting to new office location (to cut cost @eking

for business/contracts) 24f  2890pp 59 71.1p% 8B 100
Purchase of new assets or machinery due to bugness

need to boost total cost of income 3 47.00% @4  53.00983 100
Reduction of employees (retrenchment /layoff) 34 0%0 49 | 59.00% 83 100
Expanding human capital (introduction of new

stafffexperts/professionals) 39 47.0000 44 53.00% 83 1p0

Outsourcing or contracting some aspects of busines
42 | 50.60%| 41| 49.40% 83 100

Changes in the organizational chart (reporting i&e
departmental reorganization) 31 | 37.30%| 52| 62.70% 83 100
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4.7 Relationship between Restructuring and Performance

In this study, a multiple regression analysis wasdticted to test the influence among predictor
and variables. The research used statistical padkagocial sciences (SPSS v20) to code, enter
and compute the measurements of the multiple reigies The business profit was used as
parameter to analyse the relationship between iealoce and restructuring using regression
model. According to Bowman et al. (1999) restrucirderivative effect can be obtained by
capturing operating profit. Sulaiman (2012) usedfifability, liquidity and solvency to measure

the influence of restructuring to performance.

4.7.1 Regression Analysis Summary

Reference is made to the table 15 below. Adjusteshjirared is coefficient of determination
which tells the variation in the dependent variathle to changes in the independent variable.
From the findings in the value of adjusted R sqgdasas 0.653 an indication that there was
variation of 64.5% on performance of SMEs due tangfes in financial restructuring, portfolio
restructuring and operational restructuring at 9&8nfidence interval. This shows that 64.5%
changes in performance of SMEs could be accourdedy financial restructuring, portfolio
restructuring and operational restructuring. Rhe torrelation coefficient which shows the
relationship between the study variables. Fronfititings shown in the table below there was a

strong positive relationship between the studyaldes as shown by 0.691.

TABLE 15

Model Summary

Adjusted R |Std. Error of the
Model R R Square Square Estimate
1 0.691(a) 0.653 0.645 0.1944
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472 ANOVA

From the ANOVA statics in the table 16 below, theqgessed data, which is the population
parameters, had a significance level of 4.8% wisicbws that the data is ideal for making a
conclusion on the population’s parameter as theevaf significance (p-value) is less than 5%.
The F critical at 5% level of significance was 34dince F calculated is greater than the F
critical (value = 1.684), this shows that the ollenaodel was significant and that financial
restructuring, portfolio restructuring and operatibrestructuring were significantly influencing

performance of SMEs.

TABLE 16
ANOVA
Sum of Mean
Model Squares df | Square F Sig.

Regression  2.232 6 0372 3.418  .Bad
1 |Residual 8.284 76 0.109
Total 10.516

AS

4.7.3 Fitted Model Coefficients

From the data in the table 17 below, the estaldisbgression equation was

Y =0.298 + 0.237 X1 + 0.231 X2 + 0.239 X3.
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TABLE 17

Coefficients

Model Un-standardized| Standardizegd t Sig.
Coefficients Coefficients
B Std. Beta
Error
Constant 0.298 0.453 2.16% 0.04g6
Financial 0.237 0.16 0.198 1.479 0.012
Restructuring
1 [|Portfolio 0.231 0.126 0.245 1.834 0.00L
Restructuring
Operational 0.239 0.145 0.008 0.065 0.028
Restructuring

From the above regression equation it was revehkgcholding financial restructuring, portfolio
restructuring and operational restructuring to astant zero , performance of SMEs would be at
0.298, a unit increase in financial restructurimguld lead to increase in the performance of
SMEs by a factors of 0.237, unit increase in pdidfoestructuring would lead to increase in
performance of SMEs by factors of 0.231 and a imeitease in operational restructuring would

lead to increase in performance by a factor 039.2

At 5% level of significance and 95% level of comficte, operational restructuring had a 0.023
level of significance, financial restructuring had0.012 level of significance while portfolio
restructuring showed 0.001 level of significancedeethe most significant factor is portfolio
restructuring. Overall portfolio restructuring htte greatest effect on performance of SMEs,
followed by financial restructuring while operatanrestructuring had the least effect on

performance of SMEs. All the variables were siguifit (p<0.05).
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CHAPTER FIVE
CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

This chapter presents the discussion of key datdinfys, conclusion drawn from the findings
highlighted and recommendation made there-to. Trelasions and recommendations drawn
were focused on addressing the objective of thdyst'he researcher had intended to establish

the effect of restructuring on performance of SNEECT sector in Kenya.

5.2 Summary of Key Findings

Following is the summary of the key findings dedvieom the study.

5.21 Financial Restructuring

From the findings the study established that a ioggmt number of organizations had
undertaken the following financial restructuringaseres: injected more cash into the business
through loan or debt, bringing in new shareholdeng formation of partnership with other
companies organizations where partner owns patteobusiness. The study further established
that a few number of the Organizations had engagesklling of shares to raise money for
clearance of loan or debt. A few number of orgaiors indicated as having bought shares held
by other shareholders and converted debts intoesha/And finally some organizations had

considered Making Employees to own some shares.
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5.2.2 Portfolio Restructuring

From the findings the study established that a ioggmt number of organizations had
undertaken the following portfolio restructuringtians: Introduction of new product(s) in the
market and formation of a child company for spez#ion so as to help acquire new business.
The study further revealed that most of the orzmtions had sold or closed some business lines
or products line, a few of the organization hachsidered merging with other companies while
a few number of organizations had closed downsad a child Company. A few numbers of the
organizations had bought off or taken over othenganies while most of the organizations had

sold or closed some parts of service business line.

5.2.3 Operational Restructuring

From the findings the study established that a ioggmt number of organizations had
undertaken the following operational restructurimgasures, retrenchment or layoff of
employees, increased office space in order dwmoramodate new business, majority

organizations considered outsourcing or contrgme aspects of business.

The furthers study established that most of ttgamization had sold some of machinery or
assets to reduce OPEX & other operational costagsarganizations had done reduction of
rented office space to accommodate new businessggeba a few number organization had
done some changes in the organizational chart rfiegdines & departmental reorganization)
with only a few number of the organization havpwchased new assets or machinery due to
business need to boost total cost of ownershipallyithe study established that a few number

organizations had sold machines and assets tcaseiEash flow or clear debts.
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5.3 Effect of Restructuring

The study established that restructuring measuagls ahpositive effect on profit, cash flow,

overall business profitability, improved efficieesi productivity and sales, Staff Morale and
business Image. The study further revealed thavniajpf the respondents were of the opinion
that business restructuring had no effect on rezeftis is expected since restructuring more

often includes reduction on business portfolio wheas effect on business revenues.

5.3.1 Effect of Financial Restructuring

From the findings the study established that tlewing financial restructuring measures had
the greatest effect on firms performance in follogviorder: Bringing in of new shareholders,
Making Employees to own some shares, Sellinghadres to raise money for clearance of loan
or debt, Buying of shares held by other sharehe|d@onversion of debts in to shares, formation
of Partnerships with other companies where tlaetnpr owns part of the business, and finally

Injection of more cash through loan / debt.

5.3.2 Effect of Portfolio Restructuring

From the findings the study established that tHewiang portfolio restructuring measures had
the greatest impact on firms performance in follogvorder, Formation of a child company for
specialization to help acquire new business (spily dMerging with other companies and
Introduction of new service line, Introduction oéw product(s) in the market, selling some
business lines or section that makes certain ptedand finally Buying off or taking over other

companies.
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5.3.3 Effect of Operational Restructuring

From the findings the study established that tiewing operational restructuring measures

had the greatest effect on firms performance ilofahg order; outsourcing or contracting some

aspects of business, Purchase of new assets oimmaactiue to business need to boost total cost
of income, expanding human capital, Sale of mackimme assets to reduce OPEX & other

operational costs, Reduction of employees, incngasif office space to accommodate new

business changes, Changes in the organizational, dReduction of rented office space to

accommodate new business changes and shiftinguoffiee location.

5.4 Discussion of the Key Findings

In this study, the list of restructuring activitiescluded in the self administered questionnaire
was in line with (Bowman et al., 1999; Proctor, 20Mckinley & Scherer 2000; Gibbs, 1993;

Liu and Jiang, 2004) list of restructuring actiegi In agreement with Euro found (2012)
Netherlands report, this study establishes thatuesiring is also found in Kenya SMESs just as
it is in other SMEs and big firms in other parttioé world. In essence, similarities exist on how
restructuring impact performance in SME just thmeavay it impacts performance on big firms.
This confirms Fu et al. (2001) study which indichtbat SMEs just like big firms draws same

benefits from restructuring.

In agreement with various studies done on big fi(Biglaiman, 2012; Jin et al., 2004; Bowman
et al., 1999), this study finds similar trends wheestructuring shows positive influence on
following performance indicators namely profitatyli liquidity, cash flow, sales, productivity

and efficiency. All the three modes of restructgrimave individually shown positive impact on
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performance which is a good indicator that restmict is not a bad idea to consider even as

owners of SMEs aspire to grow their business tdgagues of big firms and multinationals.

While Bowman et al. (1999) study which indicatahficial restructuring as having the strongest
positive returns in big firms, this study shows timio restructuring having greatest positive
impact on SMEs performance. Financial restructuriages second position in this study.
Amazingly, this study finds operational restruatgrias having the least impact among the three
modes. This means that portfolio restructuringthadeast impact both in big firms as well as in

SMEs.

Finally, using mean of percentages the graph récp below shows the most popular mode of
restructuring. Even so Bowman et al. (1999) whasdyshas been used extensively in this study,
the same did not explicitly find the preferred marferestructuring in big firms. In any case,
various studies have indicated that the three made®structuring call on each other once
welcomed. This study has therefore gone step futthehow that financial restructuring is the
most preferred while operational restructuring he feast preferred as reflected in figure 5

below.
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FIGURE 5

Preferred Mode of Restructuring

% Mean For Restructuring Measures
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5.5 Conclusion

From the finding the study established that finahadiestructuring positively affect the
performance of Small and Medium and Enterprisetagas found that there was a positive
relationship between financial restructuring andfgenance of Small and Medium and

Enterprise.

The study revealed that portfolio restructuringifpealy influence the performance of Small and
Medium Enterprises also, since it was found fromrégression analysis that there was positive

relationship between portfolio restructuring andi@enance of Small and Medium Enterprises.

The study established that operational restruggupositively influence the performance of
Small and Medium Enterprises, as it was found thate was positive relationship between

operational restructuring and the performance o&lSamd Medium Enterprises.
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The study also established that financial restriraus most common mode of restructuring and
therefore it can be concluded as the preferred noddestructuring among the SMEs in ICT
sector of Kenya. All the three modes were adopteddrious SMEs in different magnitudes.
This confirms that all the three modes of restrtiotuwould happen at the same time in SMEs

just as it happens in corporate world as earleeaked by literature review.

5.6 Recommendations

From the findings the study recommends that trereeed for the Small and Medium enterprise
to adopt various type of restructuring measurest agas found that there was a positive

relationship between restructuring and performaric@mall and Medium Enterprises.

5.6.1 Portfolio Restructuring

Portfolio restructuring has the greatest impactSdtESs’ performance. It will realise quick and
immediate results if implemented according to 8tigdy’s findings. In this regard, if any SME
want to start off restructuring process, it's recoemded to start with portfolio restructuring
before embarking to the rest of the restructurimges it will reap quick benefits and instant
impact to the business. But this notwithstandingg should not stop at this stage since other
restructuring modes also have their impacts too.aiiDelios (2009) indicated that all the three
modes of restructuring interact with each otheingjvmore reasons to look beyond portfolio

restructuring.
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5.6.2 Financial Restructuring

Financial restructuring is seen to be a link betwe three modes of restructuring. It still has
significant impact on performance. Though it's 8een to generate the highest impact, it still
has its benefit if combined with other mode of mestiuring. It's therefore recommended to have
financial restructuring alongside with the restre$tructuring for an all inclusive restructuring

process and hence greater impact on performancgisim line with Gibbs (1993) observation

that the three restructuring modes are not exausiveach other.

5.6.3 Operational Restructuring

Operational restructuring has negative publicitpeesally when actions of reorganisation
include layoff of staffs. However, it is not limdeto retrenchment and job reductions rather it
involves more than that. There are some actionhiefmode of restructuring which have far
reaching impact while maintaining positive imagethe staff and public in general (Fu et al.,
2001). This study has revealed that operationatuetsiring has greater impact on performance
in the long run. In this case, it's advisable fanpand execute the actions of operational
restructuring with a vision of long term benefitedanot short term moves in expectation of quick

gains.

5.6.4 Preferencein Implementing Restructuring

Though the study has shown that financial restrimjuis the most preferred mode of

restructuring among the SMEs, the researcher oésettvat all the three modes should be
considered at different stages with specific focllsis means, Operational restructuring is for
long term gains, financial restructuring servesdmk while portfolio restructuring comes as a

quick measure for quick results. It's thereforeoramended to impalement all three in stages

and in phases.
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5.7 Limitation of the Study

The researcher encountered various limitationshhmtered access to information sought by the
study. The main limitation was its inability to levesponse from all the respondents. The
researcher was solely depending on ICT Authorityrédach out to respondents since ICT
authority could not share contacts details of usi®&MEs in their databases to a third party
owing to confidentiality reasons. This thereforesgad a challenge because there was no way to
push the respondents to respond on time. In thée,dame for data analysis was constrained.
More time would have provided an opportunity to adwect deep dive into secondary data by

scheduling interviews with respondents who respdraeemail.

Only primary data from the self administered questaire was considered in this study.
Secondary data would have provided more value ¢ofitidings and conclusions. Big firms
always have their financial results made publicstpwoviding a researcher with an opportunity
to consider both primary data as well as secondatg. SMEs unlike big firms have their
financial records stored privately which would requthorough follow up to have access to.
Financial records would have provided an applepjoleacomparison between restructuring in
big firms which more often are studied using batimpry and secondary data and restructuring
in SMEs which was the focus in this study. Somenieologies such as profit margins and

general business profitability would have requisethe clarification.

5.8 Suggestions for Further Research

The areas of further study include the impact sfriesturing to staff morale which this study

could not consider into details even though som&SMdicated that it had had negative impact
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on business image. Each mode of restructuring @ndhpact to each performance indicator i.e.
productivity, efficiency, cash flow and profitaltylishould be studied in detail since the scope of

this study was more or less a high-level on eadhexde parameters.
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APPENDIX_1 QUESTIONNAIRE
This is a request for information by filling thisiestionnaire. The information supplied will
remain confidential and only be used for the acadgmrpose as indicated in the letter of

introduction. You are kindly requested to answegaéstion as objective as possible.

Section A: General Information
1. Rank/DesignationTick accordingly)

Senior Manageme|[ ] Middle Managen ] wearoManagemer] |
Others §eCify)..cccooevviiieii,

2. How long have you been with this company? ........ccccoooiiiiiiiiiiiii e,

3. Are you a shareholder? Owner/Four] ] Minar&holde] ] N[ ]

4. Academic BackgroundTr{ck accordingly)

Technical (ICT[ ] HE ] Finan{_ ] Sales/Marke[ ]
Business Managemq{ | OtheBRECITY). .. veveeeeeeeeeeiiiiiiee e

5. Gender Mal{ ] Femd ]

Section B: Restructuring
Background: In this section, the objective is to collect infation about the last changes
performed in your organisation in the last fivee¢a years. Understanding of any minor or major
changes in your company will be of essence. Kiritly any appropriate text box that suitably
represents the changes that your company has pedoso far. You can tick more than one
accordingly.

1. Financial Restructuring

€ Bringing in of new shareholdersnjection of more cash into the business through
shareholding)
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€ Buying of shares held by other shareholdgiReduction/consolidation of
shares/shareholders)

Converting debt into shareBdbt issuer becomes part shareholders).
Injection of More Cash through Loan/debt
Selling Shares to raise money for clearance of Idwdt.

Making employees to own some shares.

a d dh dh

Partnering with other companies/organisations wheagtner owns part of

business (temporarily or long term).

2. Portfolio Restructuring
€ Introduction of new service line/section.
€ sale or closure of some part of service business li
€ Introduction of new product(s) into the market.
€ sale or closure of business line or section makeltyg certain product.

€ Formation of a child company for specialization/teelp acquire new

businesses/contracts. (Spin off)
€ Buying off or taking over other companies.
€ Closure/sell of Child Company.

€ Merging with other companies.

3. Operational Restructuring
€ sale of machineries/assets to increase cash flalear debts.
€ Sale of Machineries or assets to reduce OPEX & atperational costs.
€ Reduction of rented office space to cut cost.
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€ Increasing office space to accommodate new busoieswyes.

€ Shifting to new business location (To cut cost ogeksng for new

businesses/contracts).

€ Purchase of new assets or machineries due to Isssited. (Boosting total cost

of ownership).
€ Reduction of employees (Retrenchment/layoff)
€ Expanding human capital (Introducing of new staffperts/professionals).
€ Outsourcing or contracting some aspects of business

€ Changes in organization chart (reporting lines @atémental reorganisation)
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Section C: Impact of Restructuring- Part 1

Background: In this section, the objective is to assess theetis derived from restructuring
actions above. Your thorough assessment of theeahicions when answering the below part of
guestionnaire is requested.

In scale of 1 to 5 (Wherg&= Very Negative, 2= Negative, 3= No Change, 4= Positive, 5= Very

Positive) kindly rate the impact of the above actions oary@ompany’s performance as below.

1. Tick appropriately.

Description 1 2 3 4 5
Impact on Sales

Impact on Proft Margins
Impact on Cash Flow
Impact on Revenue
Impact on Liquidity
Impact on overall Business Profitability
Impact on Business Image
Impact on Efficiency
Impact on Productivity
Impact on Staff Morale

74



Section D: Impact of Restructuring- Part 2
In your opinion, which of the following actions hdthe greatest impact on the firm’'s
performance as tabulated above? You can tick nmare éne accordingly.

1. Financial Restructuring

€ Bringing in of new shareholdersinfection of more cash into the business
through shareholding)

€ Buying of shares held by other shareholdgiReduction/consolidation of
shares/shareholders)

Converting debt into shareBdbt issuer becomes part shareholders).
Injection of More Cash through Loan/debt
Selling Shares to raise money for clearance of [dwdot.

Making employees to own some shares.

a a d dh

Partnering with other companies/organisations wheagtner owns part of
business (temporarily or long term).

2. Portfolio Restructuring
€ Introduction of new service line/section.
€ sale or closure of some part of service business li
€ Introduction of new product(s) into the market.
€ Sale or closure of business line or section makeilpg certain product.

€ Formation of a child company for specialization/teelp acquire new
businesses/contracts. (Spin off)

€ Buying off or taking over other companies.
€ Closure/sell of Child Company.

€ Merging with other companies.
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Section D Continued: Impact of Restructuring- Part2

In your opinion, which of the following actions hdthe greatest impact on the firm’'s

performance as tabulated above? You can tick nmare éne accordingly.

3. Operational Restructuring

€
€

€
€
€

()

a dh dh

Sale of machineries/assets to increase cash flahear debts.

Sale of Machineries or assets to reduce Opex & aperational costs.
Reduction of rented office space to cut cost.

Increasing office space to accommodate new bustiesgges.

Shifting to new business location (To cut cost oeeking for new

businesses/contracts).

Purchase of new assets or machineries due to lsgsimeed. (Boosting total cost

of ownership).

Reduction of employees (Retrenchment/layoff)

Expanding human capital (Introducing of new staftperts/professionals).
Outsourcing or contracting some aspects of business

Changes in organization chart (reporting lines @atémental reorganisation)
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APPENDIX Il EXAMPLE OF RESPONSES RECEIVED ON EMAIL

Grantee survey Result #7630648

form_engine@fs25.formsite.com <form_¢

to me |-

Reference #
Status

1. Rank/Designation (Tick
accordingly) *

2. How long have you been with
this company? *

3. Are you a shareholder? (Tick
accordingly) *

4. Academic Background (Tick
accordingly) *

5. Gender®

1. Financial Restructuring *

2. Portfolio Restructuring *

3. Operational Restructuring *

Any other business
changes/actions (specify).

PerzonalCA_MBA X =

8 Oct (8 days ago) L

7630648
Complete

Middle Management

MIA

Others (Specify) (agriculture)

male

Making employees to own some
shares.

Introduction of new product(s) into the
market.

Changes in organization chart
(reporting lines & departmental
reorganisation)

no
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Rate the Impact *
Impact on Sales
Impact on Profit margins
Impact on Cash flow
Impact on Revenue
Impact on Liquidity

Impact on Overall business
Profitability

Impact on Business image
Impact on Efficiency
Impact on Productivity
Impact on Staff Morale
2. Your general view of the
impact of restructuring actions in

your company *

1. Financial Restructuring *

2. Portfolio Restructuring *

3. Operational Restructuring *

Last Update
Start Time
Finish Time
IP

Browser
05

Referrer

Fositive
Mo Change
Mo Change
MNegative
Megative

Puositive

Fositive
Fositive
Fositive
Mo Change

n

Making employees to own some
shares.

Introduction of new senvice
linefsection.

Increasing office space to
accommodate new business changes.

2013-10-08 06:42:13
2013-10-08 06:33:28
2013-10-08 06:42:13
41.89.164 35
Firefox

Windows

http: 525 formsite com/
nyagad/grantee/index. html
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APPENDIX Il EXAMPLE OF EMAILS SENT TO RESPONDENTS
This is an example of an email sent to a respontifeatigh ICT Authority’s correspondence.

QlCT

Authority

Dear JASON,

This Is a research project that we are trying to assist a student to complete his thesis. Click Here to
view the students infroduction letter

Kindly assist in completing the short questionnaire on the fink below.

Take the Questionnaire

Thank you for taking time to participate.

Sincerely

Communications Team
ICT Authority

.-' | PLsTey Erm T
b4 SafeUnsubscribe '
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APPENDIX IV INTRODUCTION LETTER FROM FACULTY

Thike Resd, Rueraka
12 Baor 56804 - D000 Nesro:, Kanye
Pilmt Limaz +254 20 BOFG400 | 7

Tel: 154 0 J53TE4Z
Faas +254 20 R34107T
g Wokiler 1254 734 BRELIZ, 710008022
UN]VE 1N Ilwﬂ: kp‘kmﬂ.h
I E Wihsile wrww kio.acke

=l 0B b=

KCAL/ SGS. 13 /wm ; Tustday, September 03, 2011

[ T103 4. e R K L B SR LY

To whom it may concern,
Dear Sir/Madam,

RE:  RESEARCH PROJECT

This is to certify that NYAGA DANIEL KINYUA REG NO. 12/00572 has
been permitted by the School of Business and Public Management to carry out
research an the topic "IMPACT OF RESTRUCTURING ON PERFORMANCE
OF SMALL AND MEDIUM ENTERPRISES IN ICT SECTOR IN KENYA", The
research is purely for academic purposes and for the partial fuilfiliment of the
requirements for the MBA Corporate Management degre2 program.

Kindly assist the student with information where possible.
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