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Abstract — Firms should adopt corporate restructuring to improve their financial performance. However, after the
restructuring exercise, some of the companies end up earning high profits, others low profits while others make high
losses. It is on the basis of this purview that the current study sought to assess corporate restructuring, firm characteristics
and financial performance of companies listed at the Nairobi Securities Exchange, Kenya. The specific objectives were to;
determine the effect of financial restructuring and portfolio restructuring on the financial performance of companies listed
at the Nairobi Securities Exchange. The study also sought to determine the moderating effect of firm characteristics on the
relationship between corporate restructuring and the financial performance of companies listed at the Nairobi Securities
Exchange. A positivism research philosophy was adopted. The study adopted an ex-post facto research design. The target
population was 59 companies listed at Nairobi Securities Exchange. The sample size was 51 companies which were
selected using simple random sampling technique. The study used only secondary data for the period between 2017 and
2021. The data collected was analyzed using both descriptive and inferential statistics. Stata version 17.0 aided in analysis.
The results were as follows; financial restructuring (p = 0.7510, p=0.000); portfolio restructuring; (B = 0.3581, p=0.000);
leverage (B = -0.0593, p= 0.000) and firm size (p =0.2850, p= 0.5113). The study concluded that corporate restructuring
has a significant positive effect on financial performance. The study recommended that firms should continue to practice

corporate restructuring as it contributes to improvement in financial performance.
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I. INTRODUCTION

Companies around the globe are supposed to be financially
viable so as to maintain their listing on the securities
exchange [1]. A precursor for the going concern of any
company in both developed and developing countries is
growth in profits or reduction in losses which are attributes
of good financial performance [2]. The company’s listed
on the securities exchange are supposed to evaluate their
financial performance so as to measure their overall
financial status over a given period of time [3]. Financial
performance is of paramount importance to organizations
because it provides an overall assessment of how well a
company is doing with regard to its mission, vision and
objectives [4]. It goes without mentioning that, companies
as well as other business entities faces a myriad of
challenges within the business environment, these calls
upon organization leaders to use financial performance as
one of the measures used to guide decision making on
whether any changes are to be made [5]. This is because
assessment of financial performance identifies the
financial strengths and weaknesses of the company’s by
establishing relationships between the items of the
financial position and income statement [6].
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In the last one decade, [7], posits that several corporate
failures among listed companies have occurred throughout
out the world. The annual flow of failures of companies
has increased sometimes due to the periods of financial
crisis. Delisting is not a new or rare occurrence; more than
7,300 firms have been delisted from US stock exchanges
from 1995 to 2015, with nearly half of these being
involuntarily delisted by their respective exchanges [8].
Also, in 2008, the New York Stock Exchange (NYSE) and
the NASDAQ delisted 139 firms which had fallen into a
financial crunch [8].  Further, corporate failure has
occurred in other companies such as Enron Corp,
WorldCom, Xerox, Lehman Brothers, AIG, and Freddie.
In Ghana, recent cases of corporate failures include the
Gateway Broadcasting Services, Ghana Co-operative
Bank, Bank for Housing and Construction, National
Savings and Credit Bank, acquisition of Merchant Bank
Ghana Ltd by Fortiz Private Equity Fund Ltd.

As noted by [9], the reasons cited for the sale of Merchant
Bank in Ghana was poor financial performance attributed
to solvency and liquidity challenges faced by the bank. [3],
opine that an early warning signal of probable corporate
failure would enable both management and investors to
take restructuring as a preventive measure against
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corporate failure. In Kenya, some of the listed companies
continue to experience poor financial performance
witnessed by the increase in delisting of companies and the
placement of some firms under statutory management.
Several firms have been delisted from the stock market
which include; Mumias Sugar Company, Eveready,
Lonrho East Africa, Pearl Dry Cleaners, East African
Packaging, Uchumi Supermarkets, Kenya Corporative
Creameries and CMC Kenya Ltd., among others [10]. In
order for listed companies to effectively assess their
financial performance, they are supposed to put in place
appropriate measures of financial performance. [11], opine
that restructuring is a prerequisite for revamping financial
soundness of companies in financial crunch.

As opined by [12], corporate restructuring is the process of
breaking down or dismantling the structural confines
within an organization in order to achieve certain
predetermined goals. It involves selling off some parts of
the business and purchasing others so as to revitalize or
change the company’s practices. According to [13],
corporate restructuring comprises of reorganization of
assets through acquisitions and sell-offs, creating new
ownership as a result of spin-offs, split-ups and equity
carve-outs, reorganizing financial claims as a result of
adopting exchange offers, leveraged recapitalization,
financial reorganization and liquidation and other
strategies such as joint ventures, leveraged buyouts among
others. Companies are supposed to put in place robust
corporate restructuring strategies so as to realize good
financial performance [14]. Corporate restructuring is one
of the strategies that can help companies overcome poor
financial performance, achieve operational efficiency and
develop new strength in the capital market [15].

As elucidated by [16], there is no single specific reason as
to why a company undergoes restructuring because
circumstances leading to restructuring differ among
companies. As opined by [17], the essence of restructuring
by companies is to cut down on expenses, focus more on
the core activities and enhance their financial performance,
avoid bankruptcy, avoid being put under receivership,
liquidation, insolvency and forceful takeovers. Also, [18],
posits that restructuring is undertaken so as to increase the
market share, because of poor and declining profits, poor
performing divisions, financial distress, so as to readjust
corporate strategy, reduce expenses and also due to poor
corporate governance and over borrowing. Additionally,
[19], revealed that since the business competition is high
in this century and because of this companies undertake
restructuring and reorganization in order to keep up in
their industries. As noted by [20], the use of corporate
restructuring produces massive efficiencies in regard to
increased financial performance.

According to [16], corporate restructuring is not only a
tool to help salvage poor performing companies but also as
a means to even better results for companies that have
adequate results. It is a solution for large companies such
as multinationals that have subsidiaries or branches to
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have adequate overall consolidated results. The authors
note that a company may be performing well in the region
where it is headquartered but the subsidiaries left lagging
behind. In such a scenario, corporate restructuring may
therefore be a solution to bringing all the company’s
decisions at par. As much as corporate restructuring is
advocated for as the best approach for improvement of
financial performance, [19], reveals that it is riddled with
challenges which sometimes compromise the results or
goals set out prior to commencement of the restructuring
exercise. The main forms of corporate restructuring are
financial, portfolio and organizational restructuring [21].
The corporate restructuring strategies adopted in this study
include both financial and portfolio corporate restructuring
strategies.

Problem Statement

Financial performance measures whether a corporate
entity is on the path of corporate success. Some of the
companies listed at the Nairobi Securities Exchange in
Kenya are no longer offering services due to inability to
raise sufficient financial resources to meet their financial
obligations. According to [22], share prices of some listed
companies have also fallen below the par value, putting
investors” wealth at risk. [24], posits that corporate
restructuring should prevent firms from delisting, failure,
illiquidity, low profitability margins by providing an
opportunity to recapture competitive advantage and gain
profits by shifting around modes of corporate
restructuring. However, this has not been the case at all
times, for example companies such as Atlas Africa
Industries Ltd, Athi River mining, Deacons (EA) PLC and
Kenol Kobil PLC, Unilever, Access Kenya, Rea Vipingo
Marshall East Africa Ltd, Hutchings Biemer and A.
Baumann have either been suspended or delisted from the
Nairobi Securities Exchange even after undertaking
restructuring.

Delisting and suspension from trading dents investor
confidence due to inability to attract new listings. Some of
the listed companies have recorded better financial results
after restructuring while others have not. Therefore, this
study intends to find out whether the firm specific
characteristics influence the relationship corporate
restructuring has on financial performance. Empirically,
few studies exist that have assessed the moderating effect
of firm characteristics on the relationship between
corporate restructuring and financial performance of
companies listed at the Nairobi Securities Exchange. For
example, [24], examined the effect of Bank restructuring
on financial performance of commercial banks in Kenya.
The researcher recommended that, a further study should
be conducted to determine the appropriate moderating
variables that affect the relationship between Bank
restructuring and financial performance. Therefore, this
study sought to fill this knowledge gap by identifying the
moderating variables that affect the relationship between
corporate restructuring and financial performance of not
only Banks but all the companies listed at the securities
Exchange. The specific objectives of the study included;
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to determine the effect of financial restructuring on the
financial performance of companies listed at the Nairobi
Securities Exchange in Kenya and also to establish the
effect of portfolio restructuring on the financial
performance of companies listed at the Nairobi Securities
Exchange in Kenya.

Il. RELATED WORK

Financial Restructuring and Financial Performance
[25], assessed financial restructuring and its impact on
operating performance in the energy sector in India. The
purpose of this study was to analyze the impact of
restructuring on operating performance of restructured
energy sector firms in India. This study included a sample
of 43 firms of energy sector and related sub-sectors in
India who had undergone financial restructuring. This
study involved a two-stage methodology. In the first part,
paired sample t - test was used to investigate the
significant differences in various financial ratios in the
pre- and post-restructuring period. In the second part of
methodology, the focus was given to check the impact of
restructuring on the operating performance of the
companies in the post-restructuring period using various
techniques like factor analysis, correlation matrix, and
multiple regression analysis. The results showed that there
was a significant impact of financial restructuring on
operating performance of firms in all the factors except
turnover.

[26], examined the effect of corporate financial
restructuring on the financial performance corporates in
India. The data was collected from secondary sources on
six companies that have gone into corporate financial
restructuring for a period of 3 years prior to the year of
corporate financial restructuring and 3 years after the
corporate financial restructuring. Data was collected from
Vandana Gupta Capitaline and websites of companies. The
author identified 6 companies which have gone into
corporate financial restructuring and analyzed the financial
performance of these companies 3 years prior to the year
of going to corporate financial restructuring and 3 years
after the year of corporate financial restructuring. A set of
10 financial ratios are examined as indicators of financial
performance. These ratios are taken on the basis of
assessing the liquidity, profitability, solvency positions of
the company and additional ratios are included to assess
the operational efficiency of the companies. The
methodology adopted for the study is t-test. The findings
reveal that the performance of the company does not
always improve as a result of undergoing financial
restructuring.  Financial  restructuring  was  not
operationalized using the changes in total debt to total
equity ratio which the current study sought to incorporate.

[27], conducted a study on financial restructuring and non-
financial performance of Pan Africa Insurance Holding
Company, in Kenya. The study used a cross sectional
research design in data collection. A target population of
60 respondents was considered in the study. A sample size
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of 20 respondents was used in the study. Stratified and
simple random sampling was used in the collection of data
from the sample. Factor analysis was used to test for
validity and the test-retest method was used to test for
reliability. Simple linear regression model and Karl
Pearson product moment correlation were the inferential
statistics metrics adopted in the study. The study found
that financial restructuring has a significant effect on non-
financial performance of Pan Africa Insurance Holdings
Company. Financial restructuring improves the liquidity,
increases the cash flows for a sick insurance company and
reduces the cost of capital for healthy insurance
companies.

[28], researched on the relationship between financial
restructuring and financial performance of commercial
banks in Kenya. The study used a Positivism research
philosophy and descriptive and inferential causal research
design. The study population was 44 commercial banks
operating in Kenya. The sample size of the study was 39
banks licensed to do banking business in Kenya. Data was
collected from the audited financial statements of the study
banks using a standardized data collection sheet. The
longitudinal panel data obtained covered a period of
thirteen years for the period 2002 to 2014. Data on
financial restructuring was analyzed using descriptive
statistics such as mean, standard deviation, skewness and
kurtosis while the relationship between the variables was
established using hierarchical regression analysis. The
study found that financial restructuring had a positive
significant effect on financial performance of commercial
banks in Kenya. Companies from other sectors were not
considered in their study which the current study seeks to
incorporate.

Portfolio Restructuring and Financial Performance

[29], researched on product-market uncertainty, portfolio
restructuring, and performance. The author investigated
whether portfolio restructuring undertaken in response to
changes in product-market uncertainty had implications
for financial performance. A model that integrates
information-processing and resource-based theories was
applied to data from a panel of 168 Fortune 500
companies. Secondary data was the main source of data
and it was obtained from the individual 168 Fortune 500
companies. The study findings were presented using both
inferential statistics and descriptive statistics. Inferential
statistics adopted in the study were correlation analysis
and regression analysis while the descriptive statistics used
in the study were mean and standard deviation. The results
of the study indicated that portfolio restructuring actions
influenced the financial performance of the companies.

[30], assessed the effect of portfolio restructuring on return
on equity of financially distressed commercial banks in
Kenya. This study employed a longitudinal research
design. The target population comprised of 24 financially
distressed commercial banks in Kenya that restructured
their assets during the period 1992 -2016. The study
employed secondary data extracted from the audited
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financial statements and annual reports of the commercial
banks over the 25-year period, 1992 to 2016. The
unbalanced panel data regression model was adopted in
data analysis. Restructured loans, non-performing assets
and written off assets were the sub constructs of portfolio
restructuring while ROE was the dependent variable. The
study found that portfolio restructuring had a positive and
significantly effect on return on equity of financially
distressed commercial banks in Kenya. Changes in fixed
assets to total assets ratio was not considered in the study
which the current study sought to incorporate.

[31], researched on portfolio restructuring strategy and the
performance of commercial banks in Kenya. The study
was delimited to Kenya Commercial Bank. The study was
guided by Contingency theory, Resource Based Theory
and Transaction Cost Theory. The study adopted a
descriptive design and it targeted 235 employees in KCB
headquarters in Nairobi. The sample size was 71
respondents selected using stratified random sampling
technique. The primary data was collected through use of a
questionnaire. A panel of peers was used to check for the
validity of the research instrument while reliability of the
questionnaire was tested through Cronbach’s alpha test.
The data collected was analyzed through descriptive and
inferential statistics. The study found that portfolio
restructuring strategy has a positive and significant
relationship with performance of the bank.

Corporate Restructuring, Firm Characteristics and
Financial Performance

[32], opine that the degree to which a firm uses debt over
equity in financing their activities varies from one
company to another. When the companies’ debt is high, it
is an indication of high risk faced by the company and its
impact on the shareholders as it dilutes their share value.
On the same note, [33], revealed that the number of years a
company has been operating in the market since it was
incorporated is an important determinant of its financial
performance. On the other hand, [34], opined that
companies that are young are more dynamic and more
volatile in their growth experience than older companies.
Moreover, [35], enunciates that companies have different
levels of profitability which informs the extent to which a
firm restructures its operations. It is construed that
companies that are mature learn more precisely their
market positioning, cost structures and efficiency levels
which in turn leads to good financial performance. [24],
postulated that firm characteristics influence the extent,
type and when restructuring exercise is undertaken by the
company which in turn influences its financial
performance.

[36], [37], opine that firms undergoing restructuring and
that are financially weak prior to or during the
restructuring year, are fundamentally different from those
that are in a healthy financial condition. A restructuring
made by financially weak firm may indicate that it is
having difficulties generating enough demand for its
products, staying cost-competitive in the market and/or
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maintaining its profitability. According to the researchers
it is to be expected that firms that are financially healthy
are more likely to survive a bad economy than firms that
are in an unfavorable financial condition. Therefore, they
concluded that firms’ profitability during the year of
restructuring as a factor that affects company’s financial
performance. Other types of firm characteristics were not
considered in their study. The current study sought to
incorporate firm size and leverage as moderating variables
as it seeks to find out the moderating effect of firm
characteristics on the relationship between corporate
restructuring and financial performance.

[38], researched on firm characteristics, corporate
restructuring and performance in Malaysia. Ninety-three
debt restructuring firms and ninety-six portfolio
restructuring firms listed on the Bursa Malaysia between
2000 and 2012 firms were selected as the final samples.
The findings of the study showed that the presence of
board of directors in the ownership of the firm prior to
debt restructuring and portfolio restructuring did not
support the argument that when board of directors become
owners, the ownership would lead to improved
performance of the firm in terms of return on total assets
(ROA) and return on operating cash flow. Also, prior to
debt  restructuring, institutional  ownership  and
concentrated ownership had a negative relationship on
performance. Prior to portfolio restructuring, institutional
ownership had significant positive relationship while
concentrated ownership had negative relationship on
performance. The findings also revealed that the
ownership structure had no significant relationship with
firm's performance following debt restructuring but had
significant relationship with performance following
portfolio restructuring. The study found that debt ratio had
a negative effect on firm's performance prior to debt
restructuring and  portfolio  restructuring.  Debt
restructuring and portfolio restructuring did not improve
firm's performance with increased use of debt.

[24], researched on bank restructuring, financial services,
firm characteristics and financial performance of
commercial banks in Kenya. A positivism research
philosophy was adopted in the study. The study used a
descriptive research design and secondary data was the
main source of data. The study period was between 2002
and 2014. The population of the study was 44 commercial
banks. The research was a census of all the 43 commercial
banks registered under the banking act and one mortgage
company. Data on the study variables was obtained from
the financial statements. Data was presented using both
descriptive and inferential statistics. Organizational
restructuring had a significant negative effect on financial
performance when moderating variables were included in
the model. Capital restructuring had a positive significant
effect on financial performance when firm size was used
as a moderating variable in the study. The firm
characteristics considered in the study was size and
ownership. The current study sought to incorporate more
moderating variables such as leverage as it seeks to assess
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the effect of corporate restructuring and financial
performance of companies listed at Nairobi Securities
Exchange in Kenya. Literature reviewed led to the
development of the following hypotheses statements.

Hol: Financial restructuring has no significant effect on

the financial performance of companies
listed at the Nairobi Securities Exchange in Kenya.

Ho2: Portfolio restructuring has no significant effect on
the financial performance of companies listed at the
Nairobi Securities Exchange in Kenya.

Ho3: Firm characteristics have no significant moderating
effect on the relationship between corporate
restructuring and financial performance companies
listed at the Nairobi Securities Exchange in Kenya.

I11. METHODOLOGY

Research philosophy is a belief about the way in which
data about a phenomenon should be gathered, analyzed
and used [38]. A positivism research philosophy will be
adopted. The choice for the positivism research philosophy
is supported by the principle underlying this philosophy.
According to the principles of positivism, the philosophy
depends on quantifiable observations that lead themselves
to statistical analysis [39]. With regard to the progression
of this study, it was guided by the hypotheses in attempt to
show the association between independent variable and
dependent variable. All these attributes of the study apply
for the positivism research philosophy hence its choice as
the ideal research philosophy. This study adopted an ex-
post facto research design. The study target population was
59 companies listed at the Nairobi Securities Exchange.
The sample size was 51 companies determined based on
[14] sample size determination formula. The study adopted
simple random sampling technique. The study used only
secondary data where a desk top review was done with the
aid of a secondary data collection sheet. The study used
panel data for the period between 2017 and 2021. The data
was analyzed using both descriptive and inferential
statistics. STATA version 17.0 statistical software aided in
the analysis. The empirical models were as follows;

Pooled model:

ROA; = Bo + B:iFRit + BoPRit BsFSii + BsLEVi + &;
1)

Fixed model:

ROA; = fo + P1iFRyt + BoPRit+ BaFSi + BiLEV: + Uy

2

Random model:
ROA; = fo + piFRi + BoPRi+ B3FSii + BaLEVi + Uit + &
(3)

Where,

ROA,; refers to return on assets of company i at
time t.

FR;; refers to financial restructuring of company
i attimet.

PR;; refers to portfolio restructuring of company
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iattimet.

FS;. refers to size of the company i at time t.
LEV; is the financial leverage of a company i at
time t.

Bo- intercept coefficient of company i at time t.
B1, B2, P3, B - row vectors of slope coefficient of
regressors

gy Stochastic error term of company i at time t
Ui is the error term of company i at time t

To determine the nature of the panel data and determine
the best model for analysis, diagnostic test for normality of
residuals, serial correlation, heteroscedasticity and random
or fixed effects were be carried out. Jacque Bera test (JB)
was used to test normality of residuals. If P>0.05 then this
implied that the normality of residuals was upheld.
Heteroskedasticity was tested using Breusch-Pagan test.
The null hypothesis was that residuals are homoskedastic.
Therefore, if the F statistic strongly rejects the null at least
at 95% confidence level, this implied presence of
heteroskedasticity. Autocorrelation was tested using the
Durbin-Watson Test. The null hypothesis in Durbin-
Watson test was that there is no serial correlation [41]. If
the d-statistic is more than 0.05, the study fails to reject the
null hypothesis at 95% confidence interval and conclude
that the errors in different observations are not correlated
with each other (Durbin & Watson, 1971). The variance
inflation factor (VIF) was used to test for multicollinearity
problems. A VIF greater than 10 indicates significant
multicollinearity [42]. The Hausman test was done to
detect endogenous regressors in the regression model. The
H, adopted in this study was that random effects was the
preferred model while the H; was that fixed effects was the
preferred model. The null hypothesis was rejected if
p<0.05.

IV. RESULTS & DISCUSSION

Table 1 illustrates the descriptive statistics of the
independent, moderating and the dependent variables of
this study as per the findings drawn from the audited
annual reports of 51 companies listed at the Nairobi
Securities Exchange for the period 2017 to 2021.

Table 1: Descriptive statistics

Variables Mean Std. Minimum | Maximum
deviation

Total 21.44 3.42 8.00 21.00

Debt/Total

Equity

Fixed 22.52 3.18 5.00 19.00

Assets/Total

Assets

Firm size 23.24 4.03 8.00 35.00

Leverage 22.92 3.13 8.00 20.00

ROA 21.71 3.85 6.00 21.00

The total debt to total equity had a mean value of 21.44
with a range from 8.00 to 21.00. Fixed assets to total
assets had a mean value of 22.52 with a minimum of 5.00
and a maximum of 19.0. Firm size had a mean of 23.24
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with a range from 8.00 and 35.00 which expresses the high
standard deviation (SD = 4.03). Leverage had a mean of
22.92 with a range between 8.00 and 20.00. ROA had a
mean of 21.71 with a range from 6.00 and 21.00.
Correlation analysis results were as follows;

Table 2: Correlation analysis

Vol.8, Issue.10, Oct 2022

RO FR PR FS LE
A \

RO Pearson 1
A Correlati
on

FS 0.0611 | 0.045 1.99 0.007 | 0.013 | 0.034

0 0 0 3
Lev - 0.003 | -1.83 | 0.000 - -0.152

0.0432 5 0 0.013
1

No. of R? 0.590
observati 255 27.51 5
ons
F (4, 255) Adj. 0.572
=9.85 R’ 1
Prob > F Root 0.029
0.0000 MSE 71

Sig. (2-
tailed)

FR Pearson .780 1
Correlati
on

Sig. (2- .000
tailed)

PR Pearson .693 .602 1
Correlati * o
on

Sig. (2- .000 .000
tailed)

FS Pearson 751 .590 .670 1
Correlati * o -
on

Sig. (2- .000 .000 .000
tailed)

LE Pearson - - - -
\Y Correlati 795 581 813 709
on

Sig. (2- .000 .000 .000 .000
tailed)

*. Correlation is significant at the 0.05 level (2-tailed).
**_Correlation is significant at the 0.01 level (2-tailed).

Financial restructuring (FR) has a strong positive
significant relationship with financial performance (ROA)
at 5% level of significance (r = 0.780, p< 0.05). Portfolio
restructuring (PR) has a significant positive relationship
with financial performance (ROA) (r = 0.693, p < 0.05).
Firm size (FS), (r = 0.751, p <0.05) was significantly
positively associated with financial performance (ROA).
Leverage (LEV) was significantly negatively associated
with financial performance (ROA) (r = -0.795, p<0.01).

Pooled Ordinary Least Square Model Results

It had been hypothesized as per the model (1) that there are
no groups or individual effects between the listed
companies. The pooled OLS model was performed to
estimate the model (1). The findings were as follows.

The adjusted R-squared is 57.21%. This value explains
that the total variability in return on assets has been
explained by the four variables, and the rest of the 42.79%
is not explained in model 1. Furthermore, F statistics (F
(4,255) = 9.85, Prob > F = 0.000). The pooled OLS model
was therefore significant at 5% to explain financial
performance predictors. It was further noted that financial
restructuring (B =0.4053, p < 0.05), portfolio restructuring
(B = 0.2155, p < 0.05), firm size (B = 0.0611, p < 0.05)
have a significant positive effect on return on assets. But
leverage has a significant negative effect on return on
assets (B =-0.0432, p < 0.05).

Multicollinearity Problem Detection

Variance inflation factor was estimated among the
independent variables and the results are presented in
Table 4. The VIF measures the extent the variance of the
estimated regression coefficients is inflated as a result of
being related to the other independent variables [43].

Table 4: Multicollinearity

VIF
Financial restructuring 1.27
Portfolio restructuring 1.53
Firms size 1.09
Leverage 1.15

Multicollinearity problem is detected when any of the
predictor variables have a VIF value above ten [39]. The
VIF for all the explanatory variables was between 1.09 and
1.53, which are less than ten. This implies that there were
no serious multicollinearity problems in the study.

Fixed Effect Model

The coefficients were assumed to change among the units
as well as time between 2017 and 2021. The fixed model
considers that the individual effects of the companies as in
fixed effect. If there is any unobserved heterogeneity, it
will be deducted in the fixed effect estimation [44]. The
findings were as follows;

Table 5: Fixed Effect Model Results

Table 3: Pooled Ordinary Least Square Model Results
Variable Co- Std. t- Prob 95%
efficie | Erro | statist Confidence
nt r ic Interval
C 0.5088 | 0.014 | 1.77 | 0.006 | 0.051 | 0.715
4 5 1 0
FR 0.4053 | 0.037 | 1.46 | 0.000 | 0.030 | 0.053
7 8 5 9
PR 0.2155 | 0.052 | 1.65 | 0.000 | 0.175 | 0.455
5 0 0

Variable Co- Std. t- Prob 95%
efficie Error | statist Confidence
nt ic Interval
C 0.0551 | 0.0035 1.85 0.00 | 0.03 | 0.05

0 61 75
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0 25 40
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PR 0.3581 | 0.1990 | 2.65 | 0.00 | 0.14 | 0.31
0 57 47
Firmsize | 0.2850 | 0.0350 | 0.180 | 0.51 | 0.02 | 0.05
13 78 40
Leverage - 0.0225 | -1.73 | 0.00 - -
0.0593 0 0.04 | 0.04
23 61
No. of | 255 R? 0.18 | Sigma_u =
observati within 30 0.03515
ons
F(4, 174) R’ 0.15 | Sigma_e =
=357 betwe 57 | 0.03000
en
Prob > F R? 0.14 | Rho=0.5341
0.0000 Overa 75
I
F test that all | F 10.30 | Prob>F =0.0000
u_i=0: (139,10
4) =

5 3 5 0
PR 0.5677 | 0.106 2.37 0.00 | 0.145 | 0.314
4 0] 7 7
Firm Size | 0.0289 | 0.025 | 1.40 0.25 | 0.027 | 0.054
0 0 8 0
Leverage - 0.014 2.55 0.00 - -
0.0617 4 0 0.042 | 0.046
3 1
No. of | 255 R’ 021 | Sigma u =
observatio within 0 0.04150
ns
Wald R’ 0.19 | Sigma e =
Chi2(4) betwee 6 0.00370
56.70 n
Prob >  Chi2 R? 0.18 | rho=0.4508
0.0000 Overal 6
|

Table 5 illustrates that the overall R-squared value is
0.1475 which implies that 14.75% of the total variation in
return on assets is explained by the four variables included
in the fixed-effect model. The value of F (4, 174) = 3.57
at a 5% level of significance. This explains that the model
is goodness fit. The rho value of 0.5341 reveals that 53.41
% of the variances have been explained because of the
differences across panels. Out of the 4 variables, 3
variables (FR, PR & LEV) had a significant relationship
with ROA. Financial restructuring has a significant
positive effect on ROA (B = 0.7510, p < 0.05). Portfolio
restructuring has a significant negative effect on ROA ( =
0.3581, p < 0.05). Leverage had a significant negative
effect on ROA (B = -0.0593, p < 0.000) while firm size
had a non-significant positive effect on ROA (3 =0.2850,
p> 0.05). This study was meant to determine the effect of
corporate restructuring on financial performance. It was
estimated using the pooled OLS and fixed-effect model.
The findings show that both models are significant to
explain the effect. Both models were compared to
determine which model was most suitable to determine the
effect of corporate restructuring on ROA. F-test results had
a p-value of 0.0000. This implies that the fixed effect
model was more suitable to determine the effect of
corporate restructuring on ROA.

Random Effect Regression Analysis

The study assumes that between the units considered in
this study, constant coefficients exist between the units
considered in this study and do not differ. The constant is
to be estimated randomly thorough a random effect model
in order to get unconsidered variables in this study. The
random effect regression analysis findings were presented
Table 6.

Table 6: Random Effect GLS Regression

Random effect regression was adopted to identify the
ROA determinants. The findings of the random effect
model revealed that, financial restructuring ( = 0.4500, p
< 0.05), portfolio restructuring (f =0.5677, p < 0.05), firm
size (B = 0.0289, p < 0.05) and leverage (f = 0.0144, p<
0.05) have significant effect on ROA. In order to evaluate
whether pooled OLS or random effect model was suitable
for explaining ROA determinants, the Breusch and Pegan
Lagrangian Multiplier test was done.

Table 7: Breusch and Pegan Lagrangian Multiplier Test for
Random Effects

Estimated results Var Sd=sqgrt(var)
ROA 0.0095 0.0237

E 0.0019 0.0481

U 0.0053 0.0844

Test: Var (u)=0

Chibar2(01) =246.44

Prob> chibar2=0.0000

The study hypothesized that Hy, = Pooled effect exists, H;
= random effect exists. Findings of the Breusch and Pegan
Lagrangian Multiplier revealed that Prob > chibar2 =
0.0000. Therefore, the null hypothesis was rejected and the
alternative hypothesis accepted.

Hausman Test

Hausman test was done so as to determine the model that
was most appropriate to explain the determinants of ROA.
The findings were presented in Table 8.

Table 8: Hausman Test

Variable Fixed Random | Difference Sgrt
(b) (B) (b-B) (Diag(v_b-
v_B)
FR 0.0035 0.0041 0.0006 0.0001
PR 0.5408 0.5677 0.0269 0.0321
FS 0.0055 0.0285 0.023 0.0191
Leverage | -0.0956 | -0.0617 -0.0339 0.0124

Chi2(4) = (b-B)[(v_b-v_B) ~ (-1)] (b-B) = 14.33

Prob> chi2=0.0203

Variable Co- Std. t- Pro 95%
efficie | Erro | statisti b. Confidence
nt r c Interval
C 0.1318 | 0.157 1.75 0.00 | 0.036 | 0.057
5 0 1 5
FR 0.4500 | 0.003 0.83 0.00 | 0.412 | 1.014

© 2022, IJSRMS All Rights Reserved

In the study, it had been hypothesized that Hy = random
effect exists, and H;= random effect does not exist. The
findings of Hausman test results were as follows
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(Prob>chi2 = 0.0203), therefore the null hypothesis was
rejected that the random effect model exists to explain the
determinants of ROA. The fixed-effect model was
therefore explained further:

Table 10: Robust Standard Error

Variable Co- Std. t- Prob. 95%
efficie Erro | statisti Confidence
nt r c Interval
C 0.1664 | 0.101 1.55 0.000 | 0.529 | 1.134
0 0 0
FR 0.0019 | 0.003 1.37 0.000 | 0.011 | 0.053
5 0 1
PR 0.2704 | 0.204 1.72 0.005 | 0.067 | 0.475
0 0 7
Firm size 0.0028 | 0.032 1.10 0.533 | 0.044 | 0.075
2 1 0
Leverage - 0.021 2.37 0.000 - -
0.2554 7 0.004 | 0.069
2 0
No. of | 185 R? 0.124 Sigma_u =
observatio within 5 0.0581
ns
F (4, 141) R? 0.174 Sigma_e =
2.27 betwee 0 0.0450
n
Prob>F  0.0000 R 0.157 rho=
Overal 5 0.5339
|

When assessing the heteroskedasticity problem in the fixed
effect model, the study found similar set of coefficients
and set of p-values. The study concluded that even though
the model is affected by heteroskedasticity, it did
adversely affect the observed empirical findings. Cluster
robust standard error was observed to control for unknown
heteroskedasticity within the panel autocorrelations in
addition to the robust standard error test presented in Table
10. The study found that the level of significance that was
exhibited by the predictor variables to influence ROA was
similar in the fixed effect model and the cluster robust
standard error.

Table 10: Cluster Robust Standard Error

Variable Co- Std. t- Prob. 95%
efficie Erro | statisti Confidence
nt r c Interval
Cc 0.0551 | 0.003 1.85 0.000 | 0.036 | 0.057
5 1 5
FR 0.7510 | 0.174 2.51 0.000 | 0.412 | 1.014
5 5 0
PR 0.3581 | 0.199 2.65 0.000 | 0.145 | 0.314
0 7 7
Firm size 0.2850 | 0.035 | 0.180 | 0.511 | 0.027 | 0.054
0 3 8 0
Leverage - 0.022 -1.73 0.000 - -
0.0593 5 0.042 | 0.046
3 1
No. of | 255 R’ 0.183 | Sigma.u =
observatio within 0 0.03515
ns
F (4, 174) R? 0.155 | Sigma_ e =
=3.57 betwee 7 0.03000
n
Prob > F R? 0.147 | Rho=0.5341
0.0000 Overal 5
|
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In this study, the fixed-effect model was considered to be
the most appropriate model that was used to explain the
effect of corporate restructuring on financial performance.
The fixed-effect model revealed that financial
restructuring has a significant effect on ROA. The null
hypothesis (Hol) is rejected and the study concludes that
financial restructuring has a significant effect on ROA.
These findings resemble that of [25] that financial
restructuring has a significant effect on ROA. Portfolio
restructuring had a significant effect on ROA. Hy2 was
rejected and the study concluded that portfolio
restructuring had a significant effect on ROA. The findings
are in agreement with that of [30], that portfolio
restructuring has a significant effect on ROA. Leverage
was found to have no significant effect on ROA. Firm size
had a significant positive effect on ROA. The findings
resemble that of [23], that leverage has a significant effect
on ROA. Firm size had a significant positive effect on
ROA The findings resembles that of [37] that firm size has
positive significant effect on ROA.

V. CONCLUSIONS AND FUTURE SCOPE

The study concluded that corporate restructuring has a
significant positive effect on financial performance. Both
financial and portfolio restructuring improves the financial
performance of companies listed at the Nairobi Boer. Firm
size and leverage moderate the relationship between
corporate restructuring and financial performance. The
fixed-effect model is the most appropriate model that is
used to explain the effect of corporate restructuring on
financial performance. The study recommended that firms
should continue to practice corporate restructuring as it
contributes to improvement in financial performance.
Firms should adopt both financial and portfolio
restructuring when restructuring. The proportion of debt to
equity in a firms’ capital structure should be closely
monitored so as to avert any adverse effects on financial
performance. Firms should also monitor the proportion of
fixed Assets to Total Assets as it affects financial
performance.
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