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Abstract

Purpose: The objective was to find out the effect of
rights issue, bonus issue and stock split
announcements on share returns of firms listed in
Nairobi Securities Exchange.

Materials and Methods: Event study research design
was used in the study. Target population comprised
all companies in the Nairobi Securities Exchange
register that announced bonus issue, rights, and stock
split from 2014 to 2020. There were 6 companies
which announced rights issue, 17 companies which
announced bonus issue and 2 companies which
announced stock splits. The study employed event
study methodology whereby collection of secondary
data was done for 30 days before and after respectively
for each bonus issue, rights issue and stock split
announcement. Statistical bias was eliminated by
using normality and autocorrelation tests there after
the Mean Adjusted Return Model was used in
determining expected returns and abnormal returns.

Results: In all the companies there were abnormal
returns which prove that the announcements had an
effect on share returns, Sixteen companies witnessed
increase in abnormal returns while nine firms
witnessed decline in abnormal returns following the
announcements. To whether the effects were
significant null hypothesis postulating that the
announcements had significant effect on share returns
of firms listed in Nairobi Securities Exchange was
accepted for twenty four firms and rejected for one
firm. The conclusion was that right issue, bonus issue
and stock splits announcements have a significant
effect on Share returns.

Unique contribution to theory, practice and policy:
The study recommendations include that; the Nairobi
Securities exchange should support research by
providing data free of charge for interested
researchers. The Capital Markets Authority and NSE
should educate investors on the investment
opportunities available and this will increase local
investors in the bourse, currently most investors are
foreigners. NSE and CMA should beef up surveillance
in the market so as to curb insider trading especially
when companies are about to make any form of
corporate announcements.

Key words: Rights Issue, Bonus lIssue, Stock Split,
Share Return, Nairobi Securities Exchange.
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1.0 INTRODUCTION

Capital markets give institution the chance to raise capital to finance feasible investments. This
acts as a catalyst which increases the market value of institutions and investor wealth which
enables a country to develop and grow its economy (Owusu & Kuwornu, 2011). A securities
exchange one of the elements in a capital market eases trading of financial asset and is a measure
of the level of economic performance which is important in any economy (Kirui, Wawire &
Onono, 2014). Those who invest in a company’s share earn share returns by way of receiving
dividends as a slice of profit and via capital gains obtained when prices of shares in the market
soar (Wilcox & Fabozzi, 2013). Miglani (2011) argues that evolved, coming up and evolving
capital markets vary in terms of transactions, asset, size, risk and liquidity therefore they will have
different reaction of share return upon announcement of rights issue, bonus issue or stock split.

Globally study by Rohit, Pinto and Bolar (2016) indicates that rights issue announcement led to
positive average abnormal returns in Indian Stock Exchange on the announcement day. However,
return was statistically insignificant. Onclin (2014) documents a positive response on share return
in the Dutch securities exchange after a rights issue announcement during interval between 2001
to 2013.According to Agarwal and Mohanty (2012) return of shares were positive upon
announcement of rights issue in Japan, Sweden, Finland, Switzerland and Norway on the other
hand in United states, Hong Kong, Australia, United Kingdom and Korea there was a negative
reaction of the returns.

In Kenya, Mariko and Theuri (2016) reported that share returns had an impartial reaction after a
rights issue announcement in NSE during 2004 to 2013 study period. Mbui (2016) reported a
positive response on share return after announcement of bonus issue in NSE during study period
2010 to 2014. Kithinji, Oluoch and Mugo (2014) found a positive reaction to the announcements
of rights issue and in addition existence of a relationship between performance of a company shares
and the rights issue announcement. Otieno (2014) recorded a negative response on share returns
after announcements of rights issue in NSE during study period of between 2007 and 2014. A
study administered by Ndua (2012) stipulated that share returns were influenced by rights issue
and that the rights issue announcement has information content in NSE. Njoroge (2003) research
documented abnormal negative return a day prior to rights issue announcement and a moderate
setback thereafter. Due to the mixed results the study seeks to look into the matter.

Rights issue

Rights issue is described as an arrangement where current stockholders are given the privilege to
acquire more securities relative to their holdings in a corporation before these securities can be
offered to any other person (Korteweg and Renneboog, 2003). These securities are usually offered
at a discounted price. Rights issue price being traditionally beneath the market price, grants
shareholders an opportunity to trade their shares to prospective investors (Wright & Sylla, 2013).
Companies issue rights to investors so as to raise resources for strategic expansions, obtain fresh
assets or to pay debts owed. According to Van Horne and Wachowicz (2005), rights holders have
three options, firstly they can purchase the extra shares; secondly, they can sell them since they
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are transferable; and thirdly they can simply choose do nothing about them. In the event a
shareholder exercises their rights it does not impact on their wealth it only ensures they retain their
control of the company. The benefits of rights issue are the reduced floatation expenses; therefore,
it is a cost-effective technique for businesses to raise extra resources. Rights have an intrinsic value
since these shares are priced below the announcement price. The disadvantage of rights issue are
indirect costs such as taxes on capital gains, selling transaction costs for rights transactions and
increased bid-ask spread. However, owing to its comfort to both investors and the business, the
firm is in a better place to raise extra capital from investors (Eckbo & Masulis, 1992; Kothare,
1997).

Bonus issue

The term bonus issue implies shares freely awarded by a business to its current shareholders
depending on the number of shares that they hold (Loader, 2005). Companies who have adequate
profit to announce dividends but are faced with a constraint of either not having enough cash at
their disposal to pay the dividends or are not willing to part with cash so as to execute some future
projects which are capital intensive result in announcing bonus issue. Therefore, bonus issue
results in capitalizing of firm’s profit. There is a shift in capital structure of a company once bonus
shares are given since owing to transfer of funds to issued common stock capital the retained
earning shrink. This notion is referred to as reserve capitalization which keeps money from leaving
the company in the form of cash dividends. Several hypotheses have been put forward concerning
dividend announcements, including, cash substitution hypothesis arguing that companies choose
to maintain money by issuing bonus stocks this being a temporary replacement for cash dividends
(Mishra, 2005). The attention received or overlooked company hypothesis argues that in the event
company executives perceive that the company’s stocks are underestimated they may draw
analysts’ attention to the company’s future cash flows for purposes of stock re-evaluation by
sanctioning bonus issue (Adaoglu & Lasfer, 2008).

Stock Split

Stock split implies to raising or reducing the total number of shares in a business without varying
the market value of the business or current shareholders’ proportionate ownership interest. Stock
splits may be either; forward stock split or reverse stock split. A forward stock split results to
reduction in price of shares but leaves the market capitalization unchanged. A reverse stock split
by contrast results to increase in price of shares but also leaves the market capitalization
unchanged.

A share split is regarded a weird phenomenon because the event is viewed as nothing more than
cosmetic since splits have zero effect on company's finances or structures. Westfall (2010)
recounted that a stock split is a trade-off of shares in which at minimum five stocks are issued for
every four stocks formerly held. Shareholders thus received extra stocks for each share they
formerly held. Stock splits happen when the Board of Directors chooses to break each ancient
share into many fresh shares whose worth is reduced while still maintaining the same share capital.
Baker and Powell (1993) explains that a share split is a choice made by company’s directors to
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enlarge the number of outstanding shares in a public company by distributing additional shares to
the current shareholders.

Share return

Okech and Mugambi (2016) explain that Share return consist of capital gains coupled with any
income an investor receives from the shares. Those who invest in a company’s share earn share
returns by way of receiving per annum dividends based on profit earned and also via capital gains
obtained when prices of shares in the market soar after a while (Wilcox & Fabozzi, 2013). A
constant rise in share price is referred to as an uptrend while a constant fall in share price is referred
to as a downtrend. Bull market refers to sustained uptrends while bear market refers to sustained
downtrends. Other factors that might cause share price changes include, demand and supply,
financial position of a company, management profiles of companies, political factors, level of
foreign investments in the market, effective regulation, action of institutional investors,
government stability, speculation and availability of credit.

Nairobi Securities Exchange

This stockbroker institution was inaugurated in 1954 under the Societies Act. Asians and Africans
were barred from dealing in bonds thus the company’s activities were restricted to the resident
European community until after independence was achieved in 1963. In the 1980s the government
acknowledged the need to have policy reforms and design which would stimulate lasting profit-
making system. Capital market authority (CMA) a regulatory body to help in the broadening and
advancement of the country’s capital market was established in the year 1989. The CMA ensures
that companies are not listed in the NSE if they do not meet the minimum listing requirement. On
the other hand, the NSE makes sure that listed companies stick to the set rules; contrary to this
they are delisted.

In addition to trading in shares, trade of Corporate and government bonds is also conducted on the
Nairobi Securities Exchange. The trading hours are between 09:00 and 15:00. An electronic
Central Depository System (CDS) is used for performing the delivery and settlement of traded
items. In 2006, an Automated Trading System (ATS) was launched. The system ensured orders
were automatically executed on the grounds of progression. Thereafter the ATS, Kenya's Central
Bank system and the CDS were integrated thus easing trading of government bonds electronically.
The NSE is made up of different sectors, namely; banking, agriculture, insurance, commercial and
services, automobile, Petroleum and energy, manufacturing, construction, investment services,
technology and telecommunication and real estate investment trust. There were 64 listed
companies as at December 2020.

Statement of the Problem

Several studies on rights issue, bonus issue and stock split announcement have been performed in
different stock markets around the globe, resulting in mixed results. Some of the studies discovered
that these announcements lead to beneficial effect on share returns; others reported adverse effect
on share returns while some studies discovered no market response on share returns. The statement

4



International Journal of Finance and Accounting
ISSN 2513-4311X (online)
Vol.7 Issue 3, No.1. pp. 1 - 32, 2022

INTERNATIONAL PEER REVIEWED
JOURNAL AND BOOK PUBLISHING

www.iprib.org

of the problem is derived from the mixed outcomes from such studies. Movement in share prices
may be associated with information content of the announcement. According to efficient market
hypothesis, this should not be the case; share prices should encompass all information concerning
a company.

Research on effect bonus issue has on stock returns of companies listed in NSE done by Gachuhi
and Iraya (2017) found out that abnormal returns decreased slightly in the following years after
the bonus issue. However, in 2009 and 2010, the study reported a steady but slight rise in abnormal
returns. The conclusion of this study was that abnormal returns are usually higher after bonus issue
as compared to prior the bonus issue. Similarly, actual stock returns are higher after the issue of a
bonus than before the issue of a bonus. Kamanja (2014) carried out research on the effect of the
announcement of bonus shares by banks listed in Nairobi Securities Exchange during period
between 2009 and 2013.Most of the stock prices fluctuated after announcing the bonus issue.
Therefore, a relationship was established between banks’ share price performance and the
announcement of bonus issue.

Modi (2016) studied the effects stock split and right issue have on listed companies in the NSE,
the conclusion was that rights issue and stock split significantly affect the prices of shares. Kithinji,
Oluoch and Mugo (2014) documented existence of relationship between right issue and
performance of companies listed in NSE. Similarly, Ndua (2012) documented that rights issue
have impacts on the share returns. Aduda and Chemarum (2010) reported that the Kenyan market
has a positive reaction to announcement of stock splits. This is being demonstrated by a widespread
increase in trade of shares during the period of stock split. Njoroge (2003) research documented
abnormal negative return a day prior to rights issue announcement and a moderate setback
thereafter.

Based on the mixed finding of the studies done on firms in NSE some companies which announced
rights issue, bonus issue or stock split reported growth in market value while others reported
shrinking of their market value. On the other hand, investors who participated and whose shares
were affected by such announcements either grew their wealth or reduced their wealth.
Management and shareholders are thus not assured growth of their market value and wealth
respectively. It is therefore important for them to have information on how share returns are
affected by rights issue announcement, bonus issue announcement and stock split announcement.
The information will enhance decision making during investment. This study seeks to avail such
information.

Theoretical Review
The Efficient Market Hypothesis (EMH)

Fama et al. (1969) states that market efficiency would result from a perfect world where transaction
costs are zero, market-relevant information are cost-free and available to all participants, and
everyone agrees with the current ramifications of information on current share price plus future
price volatility. Boldt and Arbit (1990) state that empirical research on EMH testing has been
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finished at multiple concentrations of data since 1970 specifically; weak, strong and semi-strong.
The Weak EMH asserts that security prices always mirror accessible historical data on prices
therefore, sequence data is of no advantage in shaping future projection in prices. The Semi-strong
EMH asserts that prices of securities mirror data at the public disposal thus investors cannot derive
any abnormal profits from this information. Tests in this type of EMH focus on price adjustment
of securities through a specific information case, including bonus issue, rights issue and stock split.
Strong EMH form says that securities prices completely reflect government, private, and
monopolistic data which is accessible on the market in extreme interpretations.

Thus, investors with exceptional kind of information cannot gain abnormal returns from using it.
Efficient market hypothesis is characterized to show that subsequent securities’ prices changes
signify random volatilities from previous prices. Random walk ideology has the judgment that
information is unrestricted and is at the same time mirrored in securities’ prices and subsequent
prices reflects the subsequent day’s information. Malkiel (2003) thus defines efficiency in financial
markets as scenarios where one cannot obtain above average returns without undertaking risk
which is above average. This concept makes financial experts’ belief of outdoing the market
impossible. The market prices under EMH reflect both private and public information. There is
relevance of this theory in this study since all the three announcements namely rights issue, bonus
issue and stock split are all in the public domain. The empirical test of the efficient market
hypothesis can be run by examining how market prices react to announcements made by
companies.

Conceptual Framework

The following diagrammatic model showing the relationship between rights issue, bonus issue and
stock split announcements and share returns of firms listed in NSE was used. It is presumed that
when a firm announces rights issue, bonus issue as well as stock split its share return improves.
However, whether this assertion is true or not was the subject of our discussion.

Independent Variables Dependent Variable

Right issue announcement

Share price
increase/decrease
Rate at which price
changes
Sustainability of price
change

Abnormal returns of
stocks

Bonus issue announcement

Stock split announcement

Y WV VYV V¥V

Figure 1: Conceptual Framework
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METHODOLOGY

Target population comprised all companies in the Nairobi Securities Exchange register that
announced bonus issue, rights, and stock split from 2014 to 2020. There were 6 companies which
announced rights issue, 17 companies which announced bonus issue and 2 companies which
announced stock splits. The study employed event study methodology whereby collection of
secondary data was done for 30 days before and after respectively for each bonus issue, rights
issue and stock split announcement. Statistical bias was eliminated by using normality and
autocorrelation tests there after the Mean Adjusted Return Model was used in determining
expected returns and abnormal returns.

RESULTS

The objective of the study was to evaluate the effect of rights issue, bonus issue and stock split
announcements on share returns of firms listed in Nairobi Securities Exchange. Data belonging to
25 companies which announced bonus issue, rights issue and stock splits in between 2014 and
2020 have been used in the study. Their stock returns were analysed for 30 days before the
announcement and 30 days after. A sum 17 companies announced a bonus issue during the period.
Six companies announced rights issue while two companies announced stock splits during the
period. The study made use of T-test to find out the effects and significance of the announcements
on share returns. The analysis was carried out using Ms Excel (2016). Pearson’s correlation
coefficient has been used to evaluate the association between the abnormal returns of the
companies during the events. The test statistics is founded on the principles of covariance (Lee
Rodgers & Nicewander, 1988). The following section explains in details the reaction of stock
returns to the announcement of bonus issues, rights issues, and stock splits.
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CIC Insurance Group Ltd
4 CIC Insurance A
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Figure 2: CIC Insurance Abnormal Returns
Source: Survey Data 2020

CIC insurance declared a bonus issue of 1:05 on 14" July, 2014. The Pearson correlation
coefficient was -0.8874 implying the abnormal returns before and after the announcement of the
bonus issue had a weak and negative relationship. The trend line is on a downward trend indicating
that the abnormal returns continued to decrease after the announcement indicating a negative
reaction. The calculated t-value was 0.980345 and the critical t was 2.04523 thus, accept the null
hypothesis that the bonus issue announcement had a significant effect on CIC insurance stock
performance in Nairobi Securities Exchange.
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Figure 3: Longhorn Kenya Abnormal Returns
Source: Survey Data 2020

Longhorn Kenya Ltd announced a bonus issue of 1:10 on 26" September, 2014. The abnormal
returns were on an upward trend following the announcement as shown by the trend line during
the period under observation. There was a short extreme positive reaction after the announcement.
The Pearson Correlation test was -0.16175 implying that the abnormal returns before and after the
announcement had a weak negative relationship. The calculated T value and the critical T value
were -1.20984 and 2.04523 respectively. Since the calculated T value is less than the critical t
value, accept the null hypothesis that the bonus issue announcement had a significant effect on
Longhorn Kenya Ltd stock performance in Nairobi Securities Exchange.
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Figure 4: PanAfric Insurance Abnormal Returns
Source: Survey Data 2020

Pan Afric Insurance Holdings Ltd declared a bonus issue of 1:02 on 27" February, 2015. The
Pearson correlation coefficient was 0.037479 implying the abnormal returns before and after the
announcement of the rights issue had a weak positive relationship. The trend line is on an upward
trend indicating that the abnormal returns continued to increase slightly after the announcement.
The calculated T-value is -0.49565 and the critical T value was 2.04523. As a result, accept the
null hypothesis that the bonus issue announcement had a significant effect on Pan Africa Insurance
Holdings stock performance in Nairobi Securities Exchange. Reject the alternative hypothesis that
the bonus issue announcement had no significant effect on the stock performance in Nairobi
Securities Exchange.
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Jubilee Holdings Ltd
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Figure 5: Jubilee Holdings Abnormal Returns
Source: Survey Data 2020

Jubilee Holdings Ltd declared a bonus issue of 1:10 on 25" March, 2015. The Pearson correlation
coefficient was -0.0326 implying the abnormal returns before and after the announcement of the
bonus issue had a weak negative relationship. The trend line is on an upward trend indicating that
the abnormal returns continued to increase after the announcement. The stock was highly sensitive
to the announcement. The calculated t-value was 0.017025 and the critical t was 2.04523. As a
result, accept the null hypothesis that the bonus issue announcement had a significant effect on
Jubilee Holdings Ltd stocks’ performance in Nairobi Securities Exchange.

National Bank of Kenya Ltd

4 N
National Bank

AR _,& y'= -4E:05%+0.0006
l_ R?=0.001
naa
1 = Abnormalr——

Dot irn
NCTOTTT

\_ Period in days Y,

Figure 6: National Bank Abnormal Return
Source: Survey Data 2020

National Bank of Kenya Ltd declared a bonus issue of 1:10 on 3™ March, 2015. The Pearson
correlation coefficient was -0.37674 implying the abnormal returns before and after the
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announcement of the bonus issue had a weak positive relationship. The trend line is on a downward
trend indicating that the abnormal returns continued to decrease after the announcement. There
was a high stock reaction after the announcement. The calculated t-value was 0.1000947 and the
critical t was 2.04523. As a result, accept the null hypothesis that the bonus issue announcement
had a significant effect on National Bank of Kenya Ltd stocks’ performance in Nairobi Securities
Exchange. Reject the alternative hypothesis that the bonus issue announcement had no significant
effect on the stocks’ performance in Nairobi Securities Exchange.

Crown Paints Kenya Ltd
/ N

Crown Paint

A
AR e ‘v ~\.

==¢==Abnormal Return

\_ Period in days Y,

Figure 7: Crown Paints Abnormal Returns
Source: Survey data 2020

Crown Paints Kenya Ltd declared a bonus issue of 2:01 on 4" May, 2015. The Pearson correlation
coefficient was -0.22884 implying the abnormal returns before and after the announcement of the
bonus issue had a weak negative relationship. The trend line is on an upward trend indicating that
the abnormal returns continued to increase after the announcement. The stock was highly sensitive
to the announcement. The calculated t-value was -2.02704 and the critical t was 2.04523. As a
result, accept the null hypothesis that the bonus issue announcement had a significant effect on
Crown Paints Kenya Ltd stocks’ performance in Nairobi Securities Exchange. Reject the
alternative hypothesis that the bonus issue announcement had no significant effect on the stocks’
performance in Nairobi Securities Exchange.
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Figure 8: Kapchorua Tea Abnormal Returns
Source: Survey Data 2020

Kapchorua Tea Co. Ltd declared a bonus issue of 1:01 on 15" June, 2015. The Pearson correlation
coefficient was 0.293984 implying the abnormal returns before and after the announcement of the
bonus issue had a strong positive relationship. The trend line is on an upward trend indicating that
the abnormal returns continued to increase after the announcement. The calculated t-value was -
1.85183and the critical t was 2.04523. As a result, accept the null hypothesis that the bonus issue
announcement had a significant effect on Kapchorua Tea Co. Ltd stocks’ performance in Nairobi
Securities Exchange. Reject the alternative hypothesis that the bonus issue announcement had no
significant effect on the stocks’ performance in Nairobi Securities Exchange.

Williamson Tea Kenya Ltd
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Figure 9: Williamson Tea Abnormal Returns
Source: Survey Data 2020
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Williamson Tea Kenya Ltd declared a bonus issue of 1:01 on 15" June, 2015. The Pearson
correlation coefficient was 0.045602 implying the abnormal returns before and after the
announcement of the bonus issue had a weak positive relationship. The trend line is on an upward
trend indicating that the abnormal returns continued to increase after the announcement. The stock
was highly sensitive to the announcement. The calculated t-value was -0.07971 and the critical t-
value was 2.04523. As a result, accept the null hypothesis that the bonus issue announcement had
a significant effect on Williamson Tea Kenya Ltd stocks’ performance in Nairobi Securities
Exchange.

Nairobi Securities Exchange Ltd
/ N

Nairobi Securities Exchange

== Abnormal Returns

L 4

AR B _r -
h{ y= 5E-05x + 0.0008

r ( _____ RZ=0.0014 = = —

2 |
|

\_ Period in days Y,

Figure 10: Nairobi Securities Exchange Abnormal Returns
Source: Survey Data 2020

Nairobi Securities Exchange Ltd declared a bonus issue of 1:03 on 24" March, 2016. The stock
was highly sensitive to the announcement. The Pearson correlation coefficient was -0.16433
implying the abnormal returns before and after the announcement of the bonus issue had a weak
negative relationship. The AR trend line is on an upward trend indicating that the abnormal returns
continued to increase after the announcement. The calculated t-value was -0.48124 and the critical
t-value was 2.04523. As a result, accept the null hypothesis that the bonus issue announcement
had a significant effect Nairobi Securities Exchange stocks’ performance in Nairobi Securities
Exchange. Reject the alternative hypothesis that the bonus issue announcement had no significant
effect on the stocks’ performance in Nairobi Securities Exchange.
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Figure 11: Diamond Trust Bank Abnormal Returns
Source: Survey Data 2020

Diamond Trust Bank Kenya Ltd declared a bonus issue of 1:10 on 10" March, 2016. The Pearson
correlation coefficient was 0.063396 implying the abnormal returns before and after the
announcement of the bonus issue had a weak positive relationship. The trend line is on a downward
trend indicating that the abnormal returns continued to decrease after the announcement. The stock
was highly sensitive to the announcement. The calculated t-value was 1.223176 and the critical t
was 2.04523. As a result, accept the null hypothesis that the bonus issue announcement had a
significant effect on Diamond Trust Bank Kenya Ltd stocks’ performance in Nairobi Securities
Exchange. Reject the alternative hypothesis that the bonus issue announcement had no significant
effect on the stocks’ performance in Nairobi Securities Exchange.

Co-operative Bank of Kenya Ltd
4 N

AR ==¢==Abnormal Return
\_ A A AJ A o v=-0.0001x+0.003
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Figure: Co-operative Bank Abnormal Returns
Source: Survey Data 2020
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The Co-operative Bank of Kenya Ltd declared a bonus issue of 1:05 on 17" March, 2017. The
stock was highly sensitive to the announcement. The Pearson correlation coefficient was -0.06443
implying the abnormal returns before and after the announcement of the bonus issue had a weak
negative relationship. The trend line is on a downward trend indicating that the abnormal returns
continued to decrease after the announcement. The calculated t-value was 1.394846 and the critical
t was 2.04523. As a result, accept the null hypothesis that the bonus issue announcement had a
significant effect on The Co-operative Bank of Kenya stocks’ performance in Nairobi Securities
Exchange.

Flame Tree Group Holdings Ltd

4 Flame Tree Group Ltd )

AR \ & y = 6E-05x - 0.002
'P’L 1 “\ RZ=0.0007

==¢==Abnormal Return
\_ Period in days Y,

Figure: Flame Tree Abnormal Returns
Source: Survey Data 2020

Flame Tree Group Holdings Ltd declared a bonus issue of 1:10 on 28" April, 2017. The Pearson
correlation coefficient was -0.03265 implying the abnormal returns before and after the
announcement of the bonus issue had a weak negative relationship. The trend line is on a
downward trend indicating that the abnormal returns continued to decrease after the announcement
but at the latter days. The stock was not very sensitive to the announcement. The calculated t-
value was 0.029979 and the critical t was 2.04523. As a result, accept the null hypothesis that the
bonus issue announcement had a significant effect on the Flame Tree Group Holdings Ltd stocks’
performance in Nairobi Securities Exchange. Reject the alternative hypothesis that the bonus issue
announcement had no significant effect on the stocks’ performance in Nairobi Securities
Exchange.
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Figure 14: National Bank Abnormal Returns
Source: Survey Data 2020

National Bank of Kenya Ltd declared a bonus issue of 1:10 on 27" April, 2017. The Pearson
correlation coefficient was -0.04819 implying the abnormal returns before and after the
announcement of the bonus issue had a weak negative relationship. The trend line is on an upward
trend indicating that the abnormal returns continued to increase after the announcement. The
calculated t-value was -1.14077 and the critical t was 2.04523. As a result, accept the null
hypothesis that the bonus issue announcement had a significant effect on the National Bank of
Kenya stocks’ performance in Nairobi Securities Exchange. Reject the alternative hypothesis that
the bonus issue announcement had no significant effect on the stocks’ performance in Nairobi
Securities Exchange.
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Figure 15: Housing Finance Abnormal Returns
Source: Survey Data 2020
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On 29th March 2018, Housing Corporation Finance Kenya announced a bonus issue of 1:10.
Following the announcement, the study shows that during the event, it had a Pearson correlation
of -0.29293 indicates that there was a weak negative relationship between the abnormal returns
before and after the event. It had a calculated t of 1.23238 and a critical t of 2.04523 which is
greater than the calculated t. As a result, accept the null hypothesis that the bonus issue
announcement had a significant effect on stock performance of the firm. Reject the alternative
hypothesis that the bonus issue announcement had no significant effect on stock performance. The
trend line was on a downward trend indicating that the abnormal returns over the period of
observation. The stock was highly sensitive to the announcement.
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Figure 16: NIC Abnormal Returns
Source: Survey Data 2020

NIC bank announced a bonus issue of 1:10 on 22" March, 2018. The abnormal returns increased
on the day of announcement to 0.0417 from -0.0006 on the previous day. However, the abnormal
returns were generally on downward trend during the period under observation indicating a
negative reaction to the announcement in general. However, immediately after the announcement,
there was a negative reaction. The Pearson Correlation test was 0.01769 implying that the
abnormal returns before and after the announcement had a weak positive relationship. The
calculated t value and the critical t value were 0.85794 and 2.04523 respectively. Since the
calculated T value is less than the critical t value, accept the null hypothesis that the bonus issue
announcement had a significant effect on NIC bank stock performance in Nairobi Securities
Exchange.
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Figure 17: 1 & M Holding Abnormal Returns
Source: Survey Data 2020

On 28" March 2019, | & M Holdings announced a bonus issue of 1:1, following the announcement
it had a Pearson correlation of -0.14926 indicating that there was a weak negative relationship
between the abnormal returns before and after the event. It had a calculated t of 1.1194 and a
critical t of 2.0452 which is greater than the calculated t. As a result, accept the null hypothesis
that the bonus issue announcement had a significant effect on stock performance of the firm. Reject
the alternative hypothesis that the bonus issue announcement had no significant effect on stock
performance. The trend line was on a downward trend indicating that the abnormal returns over
the period of observation declined.
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Figure 18: Kenya Reinsurance Abnormal Returns
Source: Survey Data 2020
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Kenya Reinsurance declared a bonus issue of 3:1 on 29" July, 2019. The Pearson correlation
coefficient was -0.0519 implying the abnormal returns before and after the announcement of the
bonus issue had a weak negative relationship. The trend line is on an upward trend indicating that
the abnormal returns continued to increase after the announcement. The calculated t-value was -
0.6296 and the critical t were 2.0452. As a result, accept the null hypothesis that the bonus issue
announcement had a significant effect on the Kenya Reinsurance stock’s performance in Nairobi
Securities Exchange.
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Figure 19: Diamond Trust Bank Abnormal Returns
Source: Survey Data 2020

Diamond Trust Bank Kenya Ltd offered a rights issue on 30" June, 2014 at a price of Kshs. 165.
The abnormal returns were on a downward trend following the announcement as shown by the
trend line during the period under observation. The Pearson Correlation test was -0.02004
implying that the abnormal returns before and after the announcement had a very weak negative
relationship. The calculated T value and the critical T value were 0.020495 and 2.04523
respectively. Since the calculated T value is less than the critical t value, accept the null hypothesis
that the rights issue announcement had a significant effect on stocks performance of the company
in Nairobi Securities Exchange.
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Figure 20: NIC Abnormal Returns
Source: Survey Data 2020

NIC Bank Ltd offered a rights issue on 23" October, 2014 at a price of Kshs. 49.25. The abnormal
returns were on an upward trend following the announcement as shown by the trendline during the
period under observation implying a positive reaction. The Pearson Correlation test was -0.14649
implying that the abnormal returns before and after the announcement had a very weak negative
relationship. The calculated T value and the critical T value were -0.12908 and 2.04523
respectively. Since the calculated T value is less than the critical t value, accept the null hypothesis
that the rights issue announcement had a significant effect on stocks performance of the company
in Nairobi Securities Exchange.
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Figure 21: uchumi Supermarket Abnormal Returns
Source: Survey Data 2020
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Uchumi Supermarket Ltd offered a rights issue on 9" October, 2014 at a price of Kshs. 9.00. The
abnormal returns were on an upward trend following the announcement as shown by the trend line
during the period under observation indicating a positive general reaction. The Pearson
Correlation test was -0.11883 implying that the abnormal returns before and after the
announcement had a weak negative relationship. The calculated T value and the critical T value
were -0.59594 and 2.04523 respectively. Since the calculated T value is less than the critical t
value, accept the null hypothesis that the rights issue announcement had a significant effect on
stocks performance of the company in Nairobi Securities Exchange.
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Figure 22: Housing Finance Abnormal Returns
Source: Survey Data 2020

Housing Corporation Finance Kenya announced a rights issue at a price of Kshs. 30 in 19"
February 2015. The Pearson correlation coefficient was -0.03334 implying the abnormal returns
before and after the announcement of the rights issue were negative and had a weak relationship.
The trend line is on an upward trend indicating that the abnormal returns continued to increase
after the announcement. The calculated t-value is -0.24204 and less than its critical t of 2.04523.
As a result, accept the null hypothesis that the right issue announcement had a significant effect
on Housing Corporation Finance Kenya stock performance in Nairobi Securities Exchange. Reject
the alternative hypothesis that the right issue announcement had no significant effect on stock
performance in Nairobi Securities Exchange.
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Figure 23: Longhorn Publishers Abnormal Returns
Source: Survey Data 2020

Longhorn Kenya Ltd offered a rights issue on 18" April, 2016 at a price of Kshs. 4.20. The
abnormal returns were on an upward trend following the announcement as shown by the trend line
during the period in the event. The Pearson Correlation test was -0.13716 implying that the
abnormal returns before and after the announcement had a weak negative relationship. The
calculated T value and the critical T value were -0.079028 and 2.04523 respectively. Since the
calculated T value is less than the critical t value, accept the null hypothesis that the rights issue
announcement had a significant effect on stocks performance of the company in Nairobi Securities
Exchange. The stock was highly sensitive to the announcement.

KenGen Co. Ltd
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Figure 24: KenGen Abnormal Returns
Source: Survey Data 2020
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KenGen Co. Ltd declared a rights issue of Kshs. 6.55 on 23" May, 2016. The Pearson correlation
coefficient was 0.098281 implying the abnormal returns before and after the announcement of the
rights issue had a weak positive relationship. The trend line is on an upward trend indicating that
the abnormal returns continued to increase after the announcement. However, the stock was not
very sensitive to the announcement. The calculated t-value was -1.61263 and the critical t was
2.04523. As a result, accept the null hypothesis that the bonus issue announcement had a
significant effect on the KenGen Co. Ltd stocks’ performance in Nairobi Securities Exchange.
Reject the alternative hypothesis that the rights issue announcement had no significant effect on
the stocks’ performance in Nairobi Securities Exchange.

Stock Split
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Figure 25: Limuru Tea Abnormal Returns
Source: Survey Data 2020

The Limuru Tea Co. Ltd declared a stock split of 1:02 on 121" May, 2015. The Pearson correlation
coefficient was 0.080314 implying the abnormal returns before and after the announcement of the
rights issue had a weak positive relationship. The trend line is on an upward trend indicating that
the abnormal returns increased after the announcement. However, the stock was slightly sensitive
to the announcement. The calculated t-value was -2.30393 and the critical t was 2.04524. As a
result, reject the null hypothesis that the stock split announcement had a significant effect on the
Limuru Tea Co. Ltd stocks’ performance in Nairobi Securities Exchange since in absolute terms
the t calculated is greater than the critical t.
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Figure 26: Kenya Airways Abnormal Returns
Source: Survey Data 2020

The Kenya Airways Co. Ltd declared a stock split of 1:20 on 15" Nov, 2017. The Pearson
correlation coefficient was 0.05381 implying the abnormal returns before and after the
announcement of the stock split had a very weak positive relationship. The trend line is on an
upward trend indicating that the abnormal returns increased sharply after the announcement. The
calculated t-value was -1.35321 and the critical t was 2.04523. As a result, accept the null
hypothesis that the bonus issue announcement had a significant effect on the Kenya Airways Co.
Ltd stocks’ performance in Nairobi Securities Exchange. Reject the alternative hypothesis that the
bonus issue announcement had no significant effect on the stocks’ performance in Nairobi
Securities Exchange.

Discussion of Research Findings

According to the study, all the 25 companies listed at the Nairobi Securities Exchange reacted to
the announcements made in between 2014 and 2020 either positively or negatively. In all the cases
except one the calculated t value was less than the critical t-value therefore the null hypothesis that
the announcement had a significant effect on stocks performance of the surveyed companies in
Nairobi Securities Exchange was accepted. The stocks were highly sensitive to the
announcements. As a result, high price movement was witnessed after the announcements. Nine
companies witnessed a decline in abnormal returns after the announcements. Sixteen companies
witnessed increase in abnormal returns following the announcements. In general, most companies
depicted heightened activities shortly before and after the announcements. It is consisted with other
studies in Singapore, Greece and Korea (Tsangarakis, 1996; Kinyanjui, 2014).

Issue of bonus issue is a positive indicator in the market that the company is performing well
financially. Thus, it is in a position to service more shares. Investors perceive positively believing
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that a company cannot issue bonus share knowing well that it will be profitable in future. It is
therefore giving investors’ confidence in company (Ratib, 2013). However, some companies issue
share bonus in lieu of dividends to enhance their liquidity because in so doing, they retain the
profits. Seventeen companies announced a bonus issue in between 2014 and 2020. According to a
study by Healy and Palepu (1988), companies that issue bonuses tend to have higher earnings in
following years.

Six companies announced rights issue while two companies announced stock splits during the
period. Rights issue are usually made by companies which are strained in terms of cash. Similarly,
stock splits are meant to increase the liquidity of a company. Companies issue rights to existing
shareholders to buy more shares at a discounted price. Except for Kengen, all the other companies
covered in the study and offered rights issues were oversubscribed. Rights issue normally dilute
stock prices and their prices decline in the security markets (Owen & Suchard, 2008).

Some investors buy stocks perceived to be good for speculative purposes. Efficient Market
Hypothesis (EMH) explains that in a competitive market, it is not possible to make profits by
speculation because all the share prices in the market reflect every other information that could be
available in the market (Sewell, 2011). Thus, it is impossible to purchase undervalued stock in the
market and sell it at a profit later. However, it can happen in inefficient markets.

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS
Summary

The objective of the study was to evaluate effect of rights issue, bonus issue and stock split
announcements on share returns of firms listed in Nairobi Securities Exchange. Twenty five
companies were involved in the research. These are the companies that announced either bonus
issue, rights issue or share splits in between 2014 and 2020. A total of 17 companies announced
bonus issue. Two companies announced stock split and six companies announced rights issue
during the period of study. The research realized its objective by discussing abnormal returns.

During the period, the following companies announced a bonus issue and had decline in abnormal
returns; NIC Bank, National Bank of Kenya, Co-operative Bank of Kenya Ltd, Diamond Trust
Bank, Flame Tree Group Holdings Ltd, CIC insurance, | & M bank and Housing Finance Kenya.
Diamond Trust Bank announced a rights issue and experienced a decline in abnormal returns.
However in all the cases except one the calculated t value was less than the critical t value, therefore
the null hypothesis that the announcement had a significant effect on stocks performance of the
surveyed companies in Nairobi Securities Exchange were accepted. The alternative hypothesis that
the announcement did not have a significant effect on stocks performance was rejected.

Conclusion

The study found that the various announcements made by the companies affect the returns
generated from the market. Reason being that the performances of most of the companies in the
study that made the announcement were significantly affected after the announcements especially
in the case of bonus issue announcement. Following the announcements, there was immediate

26



International Journal of Finance and Accounting
ISSN 2513-4311X (online)
Vol.7 Issue 3, No.1. pp. 1 - 32, 2022

INTERNATIONAL PEER REVIEWED
JOURNAL AND BOOK PUBLISHING

www.iprjb.org

adjustment of prices in the market indicating a semi-strong efficient market where security prices
factor in all information available in the public. As a result, there are no cases of cost cutting among
the investors. The volume of traded shares generally increased shortly before and after the
announcements indicating adjustments of the stock prices to the announcements. Few companies
experienced heightened activities before their announcements. From the research, some traders in
companies that experienced increased abnormal returns could have gained while those in
companies that experienced a decline in abnormal returns could have made a loss.

Recommendations

From the study, the Nairobi Securities Exchange seems to be semi-strong efficient. The stock
prices tend to reflect all the public available information. There were abnormal returns in all the
25 companies examined. It is necessary that the market be improved to make it strong. As such,
its communication infrastructure should be improved. Changes of the stock prices and trading
activities are associated with herd behaviour, anchoring, overconfidence, loss aversion, and mental
accounting errors (Unions, 2019). As a result, the Nairobi Securities Exchange should make a point
of educating its investors to avoid such behaviours which may lead them to losses. The Capital
Market Authority and Nairobi Securities Exchange should support research in the market in one
way or another. One of the ways of support would include providing data to researchers free of
charge. Continuous research on the market would help in improving its efficiency.

The Capital Market Authority and Nairobi Securities Exchange needs to beef up surveillance in
the market to prevent insider trading. It should continue tracking activities in the market by using
modern equipment and facilities such as the use artificial intelligence (Tadapaneni, 2020). People
caught doing insider trading should be prosecuted and disciplinary action taken against them. The
concerned authorities should support investment in the security market by carrying out campaigns
in the public domain. Most of the investments in the NSE are dominated by foreign investors.
Local investors should also be brought on board by being encouraged to invest in the market.
During periods of heightened political activities, the trading volumes at the NSE usually decline.
The concerned authorities should protect the market from such matters that affect the market
negatively yet have nothing to do with the market.
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