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Abstract 

Purpose: This study therefore sought to evaluate the effects of privatization on financial 

performance of water utilities in line with water sector reforms objectives aimed at improving 

performance in the sector in Kenya in order to fulfill the global and national goals. The target 

population of the study was all seven water utilities registered as public limited companies 

commonly referred to as water service providers (WSPs) that operate under Coast Water Service 

Board (CWSB) in coast region. 

 Methodology:The study used a census approach hence, included the whole population. 

Secondary data was used in the study for analysis using the Statistical package for Social 

Sciences (SPSS) to generate descriptive statistics, trend analysis and inferential statistics. 

Results: Descriptive results indicate that private sector management is an efficient means of 

privatization which some water companies in Coast County adopt. Delegated management a 

method of privatization is most used by most Water Service companies as it improves efficiency 

in operations, productivity and service delivery. Leasing contracts are considered expensive 

means of privatization; however, it is equally a performance efficient means of privatization. 

Corporatization on the other hand promotes efficiency and service delivery.  Regression results 

show a positive and significant relationship between private sector participation, delegated 

management, leasing contracts and corporatization. ANOVA statistics indicate that the overall 

model was significant. Pearsons’ bivariate correlations show that all the variables had strong and 

positive correlation, private sector participation (0.893), delegated management (0.151), leasing 

contracts (0.441)and corporatization (0.536)respectively. 

Unique contribution to theory, practice and policy: These results imply that privatization 

positively affects the overall performance of a company. Through privatization companies are 

able to positively affect their service delivery, production levels, profitability and increase 

investment through stock trading.  

Keywords: private sector participation, delegated management, leasing contracts, 

corporatization, financial performance 
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1.0 INTRODUCTION 

1.1 Background of the study 

Privatization is the process in which public sector (government) decides to limit the range of its 

action and to transform ownership or management of some economic entities from state control 

or ownership to market mechanism (Che, 2007). Privatization means the transfer of public 

sector assets, control and financing of enterprises to the private sector. Private sector 

participation and/or privatization of water supply often imply commercialization (Okeyo, 2011). 

According to World Bank development report (1994), privatization of water supplies and 

sanitation services, which are both infrastructure utilities, simply implies running the utilities on 

business lines with clear goals focused on service delivery, performance, autonomous 

management and accountability for results an enjoy financial freedom (ring-fencing of water 

revenues).  

 

Privatization has been a key component of structural reforms programs in both developed and 

developing economies, the aim being to achieve higher microeconomic efficiency, foster growth 

and reduce public sector borrowing (Megginson& Netter, 2001). The Centre of these policies 

are the International Monetary Fund (IMF) and World Bank (WB) whose loans are tied to 

countries’ Poverty Reduction Strategy Programs, which contain commitments to a range of 

policies including privatization (Hall, 1997). The first idea of privatization as an economic 

policy was pursued by the Republic of Germany in 1957, when the government sold majority 

stake of Volkswagen to private investors. The next big move in privatization came in 1980’s 

with Margaret Thatcher’s privatization of the Britain Telecommunication by sale of shares. 

After the initial success in Britain, other countries followed suit. However, privatization was a 

stealth economic policy in sub-Saharan Africa (Megginson, Nash &Randenborgh, 1994). In the 

1990s the World Bank and donor agencies promoted a strategy to develop water systems in 

developing countries through privatization. This was expected to deliver finance for 

investments, efficiency improvements, and better governance than they believed possible 

through the public sector in developing countries (Hall, 1997).  

 

Borrowing the classification of Stottman (2000), Onjala (2002) and UN-Habitat (2003, 

K’Akumu (2006) identifies ten types of Public Private Partnerships (PPP) applicable to water 

enterprises. The range, is a continuum from Public Enterprises in which the asset ownership, 

management, tariffs regulation are all under statutory control, followed by Public limited 

company (PLC), Service contract, Management Contract, Affermage contract, Lease contract, 

Concession contract, Built-Operate-Transfer(BOT), Joint Venture, to Divestiture in the extreme 

end. In Divestiture, other than quality monitoring which is in the hands of the public, all other 

controls including asset ownership, capital, management, and tariff regulation are under private 

control (Okeyo, 2011). England was the precursor of modern water supply systems, which later 

spread to Germany, elsewhere in Europe and to the United States. Water supply (and sanitation), 

especially in developing countries is one of the major challenges facing the development 

community. Though many developed countries like France and Britain have successfully 

applied the concept of privatization of water supply and sanitation services, many developing 

countries have not (Browns & Jackson, 1990). By the end of 1993, at least 93 countries had 
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privatized some of their piped water services, including Argentina, Chile, China, Columbus, The 

Philippines, South Africa and the transition economies of Central Europe as well as Australia 

and the UK ( Brubaker, 2001). Between year1990-2002 there were 106 such projects in Latin 

America and the Caribbean and 73 in East Asia and pacific region. By contrast there were only 7 

projects in Middle East, North Africa and 14 in Sub-Saharan Africa (WB, 2005). 

 

There are several important challenges facing the water sector in both developing and developed 

Countries. The first challenge poses the maintenance of the existing infrastructure which 

includes reducing leakages, replacing and expanding existing networks (Prasad, 2006). In order 

to achieve this, there is a need for financial autonomy including sustainable and equitable tariffs, 

and efficient revenue collection. In addition, the utility company should be properly managed 

which necessitates building managerial capacities and improving efficiency and productivity. 

Since water is a basic need, socio-political issues such as affordable price, transparency, and 

accountability must be considered. And finally, issues of environment and health such as public 

health needs, conservation, and environmental management must be appropriately dealt with 

(Prasad, 2006).  

 

Due to deterioration in water sector performance, donor agencies advocated for privatization of 

public utilities in lower income economies to promote more efficient operation, improve 

performance, increase investment and service coverage and to reduce financial burden on 

government budgets (WB, 1994; OECD, 2000). The pressing challenge for public policy 

towards the water sector reforms is to meet efficiency, financial and social welfare objectives 

and to determine the extent to which privatization is critical to achieving the Millennium 

Development Goal seven c for safe, accessible and affordable water services by reducing by half 

the population without adequate access to water by year 2015 and in addition for Kenya, to 

achieve the Kenya Vision 2030 for water and sanitation which, is to ensure improved water and 

sanitation is available and accessible to all (Government of Kenya {GoK}, 2005). 

 

Coast Water service Board is one of the institutions created through Water Act 2002 to 

implement the sector’s reforms. The Board bears the responsibility for water and sanitation 

service provision in the area of jurisdiction covered by former Coast Province in Kenya but it is 

not required to provide the service directly. It is required to contract commercially oriented 

water utilities (MWI, 2007). The water utilities include Mombasa Water, Malindi Water, Kilifi 

Water, Kwale Water, Tavevo Water, Lamu Water and Tana Water.This study therefore sought 

to evaluate the effects of privatization on performance of water utilities in line with the sector 

reforms. 

1.2 Statement of the problem 

A development report by WB (1994 & 2004), stated that the water sector in developing 

countries has long suffered from poor performance of its public water utilities. Due to 

deterioration in water sector performance, donor agencies advocated for privatization of public 

utilities (WB, 2004). In early 2000’s, the government of Kenya recognized the problems in 

public performance in water sector and the need to reform hence the culmination of Water Act 

2002 which outlines water sector reforms and stipulates that one way to tackle challenges and 
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poor performance in water sector is through privatization. (GoK, 2001; Water Act,2002; 

Mumma,2005). Supporters of privatization say thatsince public sector has failed, private sector 

can use market principles to increase efficiency, improve performance and reduce the burden on 

public budgets (WB, 2004; OECD, 2003; UNDP, 2006; Comair, 2005). Privatization therefore 

necessitates the need to measure and compare performance levels in the water sector to establish 

if privatization policy objectives are being met. 

 

The studies and literature in existence on privatization of water sector in Kenya are limited to 

operational performance of water utilities (Asingo, 2005; Impact Report 

2008,2009,2010;Nyangeri,2003;Wambua,2004;Olum,2007;Tubmun,2007;Nyangena, 2008; 

Wagah et al., 2010). Performance is determined by a lot more variables. The studies ignored and 

failed to address the financial performance of the water utilities, which is what this study seeks 

to address. The study therefore evaluated privatization effects on financial performance of water 

utilities in Kenya with special focus on water utilities under Coast Water Service Board for the 

seven year post privatization period for the Financial Years 2005/2006-2011/2012 in which four 

financial measures were examined and analyzed and they include liquidity, profitability, and 

leverage and activity/turnover variables. 

 

1.3 Objectives of the Study 

i. To establish the effect of private sector participation on financial performance water 

utilities. 

ii. To determine effect of delegated management on financial performance of water 

utilities. 

iii. To establish the effect of leasing contracts on financial performance of water utilities. 

iv. To determine the effect of corporatization on financial performance of water utilities. 

1.4 Research hypothesis 

Privatization has significantly improved financial performance of water utilities. 

2.0 LITERATURE REVIEW 

2.1 Theoretical review 

2.2.1 Theories Supporting Privatization 

There are several theories which support privatization. These are Property Rights, Public Choice 

and Agency theories. An important implication of a well-defined property rights is that it creates 

strong individual incentives, a significant factor in the quest for long term growth. The property 

rights approach concentrates on the differences in the ease of capture ability of economic surplus 

of a resource and the rights todirect an asset’s use, alter its from or transfer its claims among 

existent and potential owners. This approach explores the differences in incentives between 

publicand private agencies caused by variation in the ability of owners to monitor 

managementand the problems that emerge when the goals of owners and managers diverge 

(Flynn, 2005). Property rights theorists argue that under state ownership, property rights are 

poorly defined. In private ownership, focus is on the marketability of property rights, (through 
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securities market) threat of bankruptcy and prevention of the managers from seeking their own 

advantages. The managers in state owned enterprises are not constrained by this type of control. 

It is thus, stressed that they are less inclined to maximize profits and attain efficiency 

(Ramamurti, 2000). 

On the other hand public choice theory underlines problems in the functioning of the 

government. Managers of public sector are more concerned with maximizing their own power, 

their prestige and the amount of resources under their control to improve their own interests, 

instead of improving the efficacy of the state run business (Niskanen, 1971). Distortions in both 

the objective function that managers seek to maximize (Shapiro and Willig 1990) and the 

constraints they face, through the budget constraints problem (Kornai, 1986), result in lower 

efficiency under public ownership. Public managers incorporate to the objective function aspects 

related to maximization of employment, at the cost of efficiency, and political prestige without 

facing threat of bankruptcy since it will be the interest of central government to bail the firm out 

using public budget in case of unwise investments. Shapiro and Willig (1990) also stress that 

change in ownership changes the structure of information, incentives, controls, affecting 

operating decisions and thus economic performance. Privatization, by limiting the states’ ability 

to reduce the enterprises activities, in ways that promote short term political objectives enhances 

economic efficiency 

2.2 Empirical literature review 

Earlier empirical studies such as those by Kay and Thompson (1986); Wortzel and Wortzel 

(1989) suggested that privatization does not support economic efficiency. Kay and Thompson 

(1986) argue it is not ownership as such but the interaction of ownership and competition that 

promotes efficiency. Attempts to increase competition may improve performance of a public 

firm in an uncompetitive market more than privatization without adequate regulation. Public 

owned entities maximize an objective function that is weighted average social welfare and 

bureaucrats’ personal agenda while private, maximize profit, which is a component of social 

welfare. Public entities are formed to fulfill a specific good or service. Providing the good or 

service is the goal, not profitability. Meeting other social economic goals like job creation, 

providing industrialization, defending national interests make public entities less economically 

efficient. Lack of clearly defined objectives and the absence of an adequate reward and incentive 

system that create organizational culture that is in conflict with economic efficiency 

(Wortzel&Wortzel, 1989).  

2.3 Conceptualization 

Independent                                                                                Dependent 

 

 

 

 

 

 

Figure 1: Conceptual framework. 
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2.4.1 Financial performance variables 

Financial performance relates to ensuring sufficient funding to fulfill the organization 

obligations. The water sector should be self-financing for WSPs to operate on a commercially 

sustainable basis. This study will therefore analyze financial performance using liquidity, 

profitability, leverage and activity ratios. Liquidity variables measure the ability of the water 

utility to pay its current liabilities when they fall due to avoid bankruptcy. Profitability variables 

measure the management’s ability to control expenses and earn a return on resources committed 

to the business. Leverage measure the extent to which the utility is relying on use of debt. Does it 

attract and service debt if any. To measurethe degree of capital investment I will employ two 

ratios, capital expenditures divided by sales and capital expenditures divided by total assets. 

Activity measures how well the water utility is managing and controlling its assets. This is 

otherwise referred to as working capital or working ratio (Operations & Maintenance coverage) 

which is the ratio of operating revenues /income accruing from billing over operating expenses 

(less depreciation).   

3.0 Methodology 

The study used a census approach hence, included the whole population. Secondary data was 

used in the study for analysis using the Statistical package for Social Sciences (SPSS) to generate 

descriptive statistics, trend analysis and inferential statistics. 

4.0 RESULTS FINDINGS 

4.1 Response Rate 

A successful response rate 100 % was obtained.  This high response rate was able to be achieved 

as a result of the availability of the respondents in the Coast Water Services Companies. The 

study response rate was very good.  Results are presented in Table 1 

Table 1: Response Rate 

Questionnaires Received Response Rate 

36 100% 

 

4.2 Descriptive Statistics 

Primary data collected was analysed using the descriptive statistics whose results are described 

in this section. This was done according to the objectives of the study. The analysis of data is 

presented on a mean scale of 1 to 5, the mean score of 1 and 2 represent the level of 

disagreement, while a mean score of 3 indicate neutral responses and a mean score of 4 and 5 

represent agreed responses. A standard deviation of less than one indicates that responses were 

closer to the mean while a standard deviation greater than one means that the responses varied.   

4.2.1Private Sector Participation and Financial Performance 

The respondents were asked to indicate their views on the effects of private sector participation 

on financial performance. All respondents (100%) agreed that private sector participation has 
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limited the ownership and management of water utilities in our region. Further, all respondents 

(100%) agreed that private sector participation has improved service delivery to clients.One 

hundred percent (100%) of the respondents agreed that private sector participation has been a 

key component of structural reforms programs in our region.Additionally results indicate that 

private sector participation has enabled the water utility company achieve higher microeconomic 

efficiency, growth and reduction in public sector borrowing as indicated by 100%.Through 

private sector participation, affordability, transparency and accountability of utilities have been 

considered as indicated by 100% response rate.From the results, respondents agreed to the 

questions asked as indicated by a mean of 4.47, moreover, the responses received were similar as 

indicated by a standard deviation of 0.48.   The implication of these results is that private sector 

participation in privation improves structural reforms, service delivery and overall financial 

performance of the company. These findings agreed with those of Westman (2005) found out 

that privatization  helps companies to run services more efficiently. However, studies by Estache 

and Rossi (2002) differ with the findings of this study as the researchers indicate that there was 

no significant difference in financial performance between companies operating privately and 

those that are state owned.  

Table 2: Private Sector Participation and Financial Performance 

Statement Agree 
Strongly 

Agree 
Mean 

Std. 

Deviation 

Private sector participation has limited the 

ownership and  management of water 

utilities in our region 

50.00% 50.00% 4.5 0.507 

Private sector participation  has improved 

service delivery to clients 
50.00% 50.00% 4.5 0.507 

Private sector participation has been a key 

component of structural reforms programs 

in our region 

33.30% 66.70% 4.67 0.478 

Private sector participation has enabled 

the water utility company achieve higher 

microeconomic efficiency, growth and 

reduction in public sector borrowing 

83.30% 16.70% 4.17 0.378 

Through private sector participation 

affordability, transparency and 

accountability  of utilities have been 

considered 

50.00% 50.00% 4.5 0.507 

Average 53.32% 46.68% 4.47 0.48 
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4.2.2 Delegated Management and Financial Performance 

The respondents were asked to indicate the effect of delegated management on financial 

performance of Water Utility Companies. From the results in Table 4.2, all the respondents 

agreed that delegated management improves the efficiency of operations and service delivery in 

the water utility as indicated by 100% response rate. One hundred percent (100%) response rated 

revealed that delegated management is more motivated which increases their productivity. 

Delegated management was used by most water companies in Coast province as showed by 84% 

response rate. Delegated management has increased productivity and growth of Water companies 

as indicate by 100% response rate.From the results, respondents agreed to the questions asked as 

indicated by a mean of 4.33, moreover, the responses received were similar as indicated by a 

standard deviation of 0.55.These results imply that delegated management is one among a best 

privatization practice that could be adopted by companies as the same brings forth positive 

improvements in companies,’ productivity and overall financial performance.These results 

support those of Martin and parker (1997) who found that  companies inBritain experienced 

increased productivity growth after privatization. Additioanlly, studies by Claessens and 

Djankov (1999) examine ownership concentration positively improvedprofitability and 

productivity. 

Table 3: Delegated Management and Financial Performance 

Statement Disagree 
Neutr

al 
Agree 

Strongl

y 

Agree 

Mean 

Std. 

Deviat

ion 

Delegated management improves 

the efficiency of operations and 

service delivery in the water utility 

0.00% 0.00% 
50.00

% 
50.00% 4.5 0.507 

Delegated management are more 

motivated which increases their 

productivity 

0.00% 0.00% 
50.00

% 
50.00% 4.5 0.507 

For privatization our company 

used delegated management 

method 

0.00% 
33.30

% 

50.00

% 
16.70% 3.83 0.697 

Delegated management has 

increased productivity and growth 

of our company 

0.00% 0.00% 
50.00

% 
50.00% 4.5 0.507 

Average 
 

8.33% 
50.00

% 
41.68% 4.33 0.55 

 

4.2.3 Leasing Contracts and Financial Performance 

On the question of the effects of leasing contracts on financial performance, respondents 

indicated that leasing contracts is an expensive way of privatization as showed by 100%. Further 

results indicate that the Water Utility Companies did not apply the concept of concept of 
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privatization through leasing contracts as indicated by 50% disagreed responses. Leasing 

contracts increases ownership concentration whichpositively affects performance as agreed by all 

the sample respondents (100%).  Results further indicate that privately owned firms are more 

efficient and profitable than otherwise comparable state owned firms as shown by 100% 

response firms. As indicated by 66.70% disagreed responses, results indicate that leasing does 

not assist in increase in productivity and overall performance of the water utilities companies 

given that it is not a common method for privatization. From the results, the responses received 

were similar as indicated by a standard deviation of 0.55 These results imply that leasing contract 

does not have a positive effect on financial performance and productivity of the Water utility 

Companies in Coast County because it is not a common practice for privatization. The results on 

leasing contract as a form of privatization that improves perfomance agrees with those of Asingo 

(2005) who  found  that privatization of water services had greatly improved availability and 

accessibility to water services in Eldoret, Kericho and Nyeri. 

Table 4: Leasing Contracts and Financial Performance 

Statement 
Disagre

e 

Neutr

al 
Agree 

Strongly 

Agree 
Mean 

Std. 

Deviati

on 

Leasing contracts is an expensive 

way of privatization 
0.00% 0.00% 

83.30

% 
16.70% 4.17 0.378 

Our company has applied the 

concept of privatization through 

leasing contracts 

50.00% 
16.70

% 

33.30

% 
0.00% 3.17 0.697 

Leasing contracts increases 

ownership concentration  which  

positively affects performance 

0.00% 0.00% 
66.70

% 
33.30% 4.33 0.478 

Privately owned firms are more 

efficient and profitable than 

otherwise comparable state owned 

firms 

0.00% 0.00% 
33.30

% 
66.70% 4.67 0.478 

Leasing helps our company to  

increase productivity and overall 

improve performance 

66.70% 5.70 
34.30

% 
0.00% 3.17 0.697 

Average 16.68% 11.14% 50.18% 23.34% 3.90 0.55 

4.2.4 Corporatization and Financial Performance 

On the question of the effects of corporatization on financial performance, respondents indicated 

that the interaction of ownership and competition promotes efficiency in service delivery and 

operation in corporatization as indicated 73% agreed responses. It was also demonstrated that 

corporatization supports efficiencyStock trading has improved upon corporatization as shown by 
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100% responses. One hundred percent (100%) of the responses indicated that Water Service 

companies in Coast County have experienced an improvement in labor productivity after 

corporatization. Sixty seven percent of the responses revealed that through corporatization the 

company’s profitability and productivity changes are positively related to ownership 

concentration. From the results, respondents agreed to the questions asked as indicated by a 

mean of 4.00, moreover, the responses received were similar as indicated by a standard deviation 

of 0.61. The results imply that corporatization, a form of privatization of companies is efficient 

as it results to positive improvements in companies’ productivity and overall financial 

performance.   These findings support those of Kay and Thompson (1986) who argue that the 

interaction of ownership and competition promotes efficiency. The findings of these study, 

however, do not confirm with those of Wortzel and Wortzel (1989)  whosuggested that 

privatization does not support economic efficiency. 

Table 5: Corporatization and Financial Performance 

Statement 
Disagre

e 

Neutr

al 
Agree 

Strongly 

Agree 
Mean 

Std. 

Deviati

on 

The interaction of ownership and 

competition promotes efficiency in 

service delivery and operation in 

corporatization 

16.70% 0.00% 
66.70

% 
16.70% 3.83 0.91 

Corporatization supports efficiency 0.00% 0.00% 
83.30

% 
16.70% 4.17 0.378 

Stock trading has improved upon 

corporatization 
0.00% 

33.30

% 

33.30

% 
33.30% 4 0.828 

Our company has experienced an 

improvement in labor productivity 

after corporatization 

0.00% 0.00% 
66.70

% 
33.30% 4.33 0.478 

Through corporatization the 

company’s profitability and 

productivity changes are positively 

related to ownership concentration 

0.00% 
33.30

% 

66.70

% 
0.00% 3.67 0.478 

Average 3.34% 
13.32

% 

63.34

% 
20.00% 4.00 0.61 

4.3 Trend Analysis 

This section provides graphical representation of the indicators of financial performance of the 

study. 

4.3.1 Trend Analysis in Profitability 

Trend analysis in profitability in Figure 4.3 indicates an inconsistent trend. From the results 

profitability recorded a slight decrease in 2006 which was followed by an increase all through up 

to year 2009. Another decline was recorded in year 2010, with a major decline 2011 with slight 

increase in year 2012. This inconsistency in the trend can be explained by the competitive 

environment in which the companies operate in. Among other factors that may have hindered 
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profitability in the company are; resources accessibility, geographical location of clients, limited 

workforce and managerial competence.These  findings support those of Ombogo (2009) who  

conducted a study on water sector reforms in Kenya on improving governance and human rights 

to water in Kenya and found out that the sector still needed more resources to carry out the water 

sector reforms.  Additionally to his results the researcher found out that it was a major challenge 

in improving water coverage in both rural areas and informal settlements within urban towns. 

 

 

Figure 1 Trend Analysis in Profitability 

4.3.2 Trend Analysis in Liquidity 

The trend in the companies’ liquidity after privatization recorded a decrease in year 2005 to year 

2006. Later between years 2006 to 2010 the trend was constant which was later followed by a 

slight decline in year 2011 then an increase in year 2012. These results indicate that the 

companies have enough assets to offset their liabilities.  

  

Figure 2: Trend Analysis in Liquidity 

4.3.4 Trend Analysis in Leverage 

Figure 3 presents an increase in  the trend of leverage  in the Water Service Company in Coast 

province.  The results marked an increase in from years 2005 to 2007 with minimal decline in 

year 2008 which was followed by a rise in leverage up to year 2012. This implies that the 

companies use more debt for funding; this is understandable given that the companies are 

privatized and there is limited funding form the government.  
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Figure 3 : Trend Analysis in Leverage 

 

4.3.5 Trend Analysis in Activity/Efficiency 

Trends in efficiency of the company presents an increase in year 2006 with slight decline in 

2007. Further, the results also show an increase in year 2008 and another decline in year 2009. 

Following this years, the companies experienced slight increments’ in their efficiency. These 

results indicate that through privatization, the company has been able to see slight improvement 

in terms of companies’ growth, increase in workforce, productivity and profitability. 

 

Figure 4: Trend Analysis in Activity/Efficiency 

4.4 Inferential Data Analysis 

This section provides the analysis of relationship among the independent variables to the 

dependent variable. As well as determining the significance of the variables under study.In 

statistics significance testing the p-value indicates the level of relation of the independent 

variable to the dependent variable. If the significance number found is less than the critical value 

also known as the probability value (p) which is statistically set at 0.05, then the conclusion 

would be that the model is significant in explaining the relationship; else the model would be 

regarded as non-significant. 

4.4.1 Pearsons’ Bivariate Correlation 

The Pearson’s Bivariate analysis sought to find whether there was any significant relationship 

between the independent variables; private sector participation, delegated management, leasing 

contracts, corporatization and the dependent variable; financial performance. The results of this 

relationship are presented in Table 4.5. Pearson’s Bivariate results shows that private sector 
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participation (0.000), delegated management (0.038), leasing contracts (0.007), corporatization 

(0.001) were statistically significant  in determining the performance of Water Service 

Companies as their  values were value lower than the conventional p value 0.05. The results 

further show that all the variables had strong and positive correlation, private sector participation 

(0.893), delegated management (0.151), leasing contracts (0.441), corporatization 

(0.536)respectively. This means that an increase in either of the variables positively influences 

financial performance of Coast Water Services Companies. 

Table 4: Pearson’s Bivariate Correlation 

Variable 
Correlati

on 

Financial 

performan

ce 

Private 

Sector 

participati

on 

Delegated 

Manageme

nt 

Leasing 

Contrac

ts 

Corporatizati

on 

Financial 

performance 

Pearson 

Correlatio

n 

1  
   

 

Sig. (2-

tailed)  
 

   

Private 

Sector 

participation 

Pearson 

Correlatio

n 

0.893 1    

  
Sig. (2-

tailed) 
0.000     

Delegated 

Management 

Pearson 

Correlatio

n 

0.151  1 
  

 

Sig. (2-

tailed) 
0.038  

   

Leasing 

Contracts 

Pearson 

Correlatio

n 

0.441  0.366 1 
 

 

Sig. (2-

tailed) 
0.007  0.028 

  

Corporatizati

on 

Pearson 

Correlatio

n 

0.536  -0.683 -0.132 1 

 

Sig. (2-

tailed) 
0.001  0 0.442 

 

4.4.2 Regression Analysis 

Table 4.6 shows the fitness of the model. These results show that coefficient of determination 

also called the R square was 97.4% which means that the combined effect of the predictor 

variables (private sector participation, delegated management, leasing contract and 

corporatization) explains 71.8% financial performance. These results indicate that  the different 
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forms of privatization positively affects performance of companies. These findings support those 

of Clarke and Wallsten (2002)  whoreported greater service coverage under private ownership; 

Baylis (2002) who  observed that water privatization points to improvement in terms of financial 

managementattracting investors and  Wambua (2004)  who indicated that  privatization improves 

efficiency. 

Table 5: Model of Fitness 

Indicator Coefficient 

R 0.987 

R Square 0.974 

Adjusted R Square 0.971 

Std. Error of the Estimate 0.06055 

The results on analysis of variance in Table 4.7 indicate that the overall model was significant. 

This shows that the combined effect of private sector participation, delegated management, 

leasing contract and corporatization were statistically significant in explaining financial 

performance. This was demonstrated by a p value of 0.000 which is less that the acceptance 

critical value of 0.05. 

Table 6: Analysis of Variance (ANOVA) 

Indicator Sum of Squares Df Mean Square F Sig. 

Regression 4.292 4 1.073 292.739 0.000 

Residual 0.114 31 0.004     

The results in Table 4.8 present the regression of coefficients of the study. These results shows 

that there is a positive relationship between financial performance and private sector 

participation delegated management, leasing contracts and  corporatization as supported by beta 

coefficients of 0.589, 0.378, 0.236 and 0.18 respectively. This means an increase in either of the 

variables will positively increase financial performance. The analysis also yields results that 

show all variables used in the study were statistically significant as the probability (p) values 

were 0.000 for private sector participation delegated management, leasing contracts and 0.016 

for corporatization were lower than the conventional value of 0.05. 

Table 7: Regression of Co-efficient 

Variable Beta Std. Error t Sig. 

Constant -1.577 0.418 -3.777 0.001 

Private Sector participation 0.589 0.05 11.702 0.000 
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Delegated Management 0.378 0.079 4.794 0.000 

Leasing Contracts 0.236 0.024 10.024 0.000 

Corporatization 0.18 0.07 2.56 0.016 

5.0 SUMMARY OF FINDINGS, CONCLUSIONS AND RECCOMMENDATIONS 

5.2.1 Private Sector Participation and Financial Performance 

This section summarizes findings of both descriptive and inferential statistics of the study 

variables. One of the objectives of the study was to examine whether private sector participation 

affects the financial performance of Coast Water Service Companies. Correlation results indicate 

that private sector participation positively influences financial performance of the companies.  

Descriptive results indicate that ownership and management of water utilities is limited to private 

sector and that through privatization service delivery to clients has improved drastically. In 

addition to improved performance, structural reforms programs, higher growth and reduction in 

public sector borrowing has been evidenced through private sector participation.  

5.2.2 Delegated Management and Financial Performance 

Another objective of the study was to determine whether delegated management affects the 

financial performance of Coast Water Service Companies. Correlation results indicate that 

delegated managment positively influences financial performance of the companies. Data 

gathered from the descriptive analysis indicate that delegated management a method of 

privatization used by most Water Service companies improves efficiency in operations, 

productivity and service delivery which leads to increased revenues to the company. 

Additionally, delegated management has assisted many water utility companies in the region to 

have increased productivity and significant growth. 

5.2.3 Leasing Contracts and Financial Performance 

The third objective of the study was to identify whether leasing contracts privatization method 

significantly affected performance of Water Utility Companies. Correlation results indicate that 

leasing contracts positively influences financial performance of the companies. Results indicate 

that leasing contracts are expensive ways of privatization and the companies did not use the same 

in privatization.  Additional results revealed that leasing contracts increases owners 

concentration which positively benefits the performance of water utilities companies. From the 

results, the respondents indicated that leasing contracts as much as it is a good privatization 

method is not commonly used by the Water service board for privatization. 

5.2.4 Corporatization and Financial Performance 

The other objective of the study was to establish whether corporatization increased financial 

performance of the Water Service Companies. Correlation results indicate that corporatization 

positively influences financial performance of the companies. Respondents indicated that 

corporatization promotes efficiency in service delivery and improves labor productivity which 

improves the overall profitability and productivity of the organizations. Additional results also 
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indicate that corporatization improves investment in companies as from the study’s results 

respondents indicated that corporatization increases stock trading of the company. 

5.3 Conclusions 

The results of the study lead to the conclusions that private sector participation is a great way for 

privatization which companies take into consideration during privatization.  Private sector is 

responsible for running the system, in exchange for a fee that is to some extent performance-

related. Private sector participation has increased profitability significantly, in both the economic 

and statistical sense. Further analysis result to the conclusion that most of the changes occurred 

in utilities with private shareholders in the majority rather than the minority.Further conclusions 

from the study leads to the conclusions that delegated management is mostly used by most 

companies for privatization used by most firms. This method of privatization has been used by 

other water utilities company of other developing counties such as Philippines and Tanzania. The 

delegated management can reduce the proportionof non-revenue water, while increasing revenue 

for water utilities, and providing higher quality service at more affordable prices. 

Leasing contracts is the situation where assets are leased to the private operator who receive a 

share of revenues. Leasing contracts privatization method significantly affects performance 

companies, but is considered expensive and not commonly used by many firms for privatization. 

However, leasing contractsbear a higher commercial risk than under a management contract thus 

not a common method of privatization. 

Corporatization from the results is among the great methods for privatization which many 

companies adopt. Corporatization promotes efficiency in service delivery, increases stock trading 

and improves labor productivity.  Corporatization includes restructuring the internal governance 

system of the state owned enterprises according to that of a modern corporation. From the results 

it is evident to conclude that corporatization may enhance efficiency through prompt   service 

delivery, increases instock tradingand improvement in labor productivity. Corporatization has a 

positive impact of firm’s investment levels and that it improves profitability and efficiency. 

5.4 Recommendations 

The study provides recommendation to stakeholders that are the Ministry of Water and Irrigation 

in the Water Service Companies to understand the importance of privatization and practice the 

same in sectors where performance is seen as deteriorating.  Additionally, other organizations or 

sectors planning to go under privatization need to have a good set of guidelines and monitoring 

strategies to ensure privatization goes as planned.  

The water services companies also need to review and continuously follow up on the 

performance of the company after privation. This will help them in improving their weaknesses 

and maximizing on their opportunities for the success of the company. The company may also 

through the study asses their faults especially in financial capacities to know if privatization is of 

better assistance. 

5.5 Areas for Further Studies 

This study examined the effects of privatization on financial performance of the company, 

further area of study would include replica study in a different organization which has undergone 
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privatization such as Engen which is now partly owned by the government. The results of this 

study will be compared with those found in the current study. Additionally, further research 

could also include an assessment of leadership, competence in privatized companies on 

performance. The findings of this study will provide comparison on competence, leadership and 

management between privatized and state owned companies. 
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