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Abstract

Retail business has been not performing in Kisii town due to poor investment decisions for their continuity and still remains a
major issue. This calls for investment decision as a technique of capital budgeting to make decision whether and how to invest
available funds in long term or short term while anticipating high returns. The study aim was to assess the factors affecting
investment decisions on financial performance in retail investors in Kisii town. The study focused on retail investors in Kisii
town. The study assessed the effects of investment decisions on financial performance in Kenya by using retail investors in
Kisii town. The specific objectives were to determine the influence of earning replacement decision and asset renewal decision
on financial performance. The conceptual framework shows the relationship between internal control system and financial
performance. The target population 2250 comprised of employees working in retail investors. The study adopted descriptive
research design because it explained how, why and when and what according to the situation. The researcher selected 225
respondents from the retail business through convenient sampling method. Sampling techniques was stratified and simple
random sampling techniques since the respondents are from different investment. The study used questionnaires to collect
data. The questionnaires was administered by the researcher by drop and pick method. Descriptive statistics and inferential
statistics were used to analyze data. Data was presented by use of tables and figures. Findings show that incorporation of
capital budgeting affect investment variations, most business investors are taking risk adverse investment decision through
capital expansion. Based on the results, division of earnings was preferred during accounting transfer periods from retained
earnings.
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1. Introduction

Investment decision is a growing challenge in many business enterprises in the world. Investors are focusing on new ways to
invest their business for better performance, however it seem to be face difficult in making investment decisions. According to
James & John (2010) from financial management describes investment decisions in terms of Capital expansion decision,
replacement decision, renewal decision, research and replacement decisions. The expansion decisions involve adding of new
business products or line of operation, capacity and diversification of business operations. Replacement decision focuses on
enhancing operating efficiency with cost reduction by replacing outdated products with new product in respect to economic
changes (Bryman & Bell 2015).

Renewal decision is aimed at a changing in operations in terms of business products to be offered, techniques of service
delivery with efficiency operations (Shantatus, 2015). In India, Investment decision has been seen as risk management business in
England, the investment includes risk analysis, portfolio management decisions, payment of dividends and earnings and asset
liability management. Risk analysis is the investment decisions related to variability which is likely to happen in future returns
(Margaritis, 2006).

Investment decision includes investment with high risk is the risk seeker who invests more to more to expect more returns
from the investment decisions. The choice among more or less investment risks has similar expectation to financial returns as they
seem to demand for riskier investors who thought for high returns. Investment decisions are anticipated by appropriate rate of
returns in the future portfolio investment gaps in Poland. An organization requires money from it investors to high returns (Erkki,
2004).

In Kenya, investment in every organization is a challenge of portfolios in its operational activities at well controlled cost
systems. The rate of return is demanded high because every organization wants to generate more funds than today and reduce
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opportunity cost of capital invested. The investment decision function use various funds for risks free purchasing power which
depends on the effect of liquidity management of the firm in business enterprise in United States of America (Solomon, 2014).

The investment managers established that Investment decision press investment in terms of cashing responsibility function of
investment financing sectors which involved currency exchange and demand of investors’ interest bearing portfolios of financial
and non-financial institutions in gross domestic product (Finligman, 2011).

Investment decision involves payment division of earnings which involve dividend decisions undertaken by various financial
investors to allocate invested funds between different profits and industrial sectors as it been seen in European firms and banks
liquidity decisions (lvan, 2013). Current globalizations of financial institutions are looking ways on how to manage their
investment procedure by concentrating appraisal approach but finance investors remain in torpid. The investment decisions of an
entity or organization depend on the type of liquidity functions. Investment decision in this case is the value of capital budgeting
and at large analysis of performance in Nigerians firms in Nigeria. Investments firms control rate of financial flow which involves
skillful management planning investor’s controls. Investment decision in this study will comprise of the divisions of earnings
decisions, risk analysis in investment decisions, and asset liability and portfolio management decision and debt borrowing
decision. In this study will not focus all of them but on specific investment decision to represent other investment decisions of
capital budgeting allocation in the informal sectors (Ouija, 2012).

2. Research Problem

Retail businesses investment decision is credited as one of the causes of these failures. Retail businesses are recognized in
Kenya as important contributors to economic growth. Despite this, it is estimated that up to 40% of the retail start-ups fail by
second year and at least 60% close their doors by third to fourth year (Nyabwanga, 2011).

Mong’o, (2014) observed that the health of the economy as a whole has a strong relationship with the health and nature of
retail investors and given their importance to a nation's economic growth and the role that they play in poverty decline, an
understanding of the problems negatively affecting retail businesses in Kenya is a vital in managing and avoiding the massive
failure of retail businesses. Based on this background, lack of investment criteria is problem to financial performance. Thus, the
study aims to assess the effects of investment decisions on financial performance of retail investors in Kisii Town.

3. Objectives of the Study

The study was guided by the following specific objectives:
i. To assess the extent to which capital expansion decision affect financial performance of retail investors in Kisii town.
ii. To determine the influence of earning replacement decision on financial performance of retail investors in Kisii town.

4. Review of Literature
4.1 Agency Theory

Berle and Means in 1932, put forward an argument on agency theory that because of conflict of interest between the
management and the shareholders, agency costs must be incurred. According to Kegicha (2015) the agency problem springs from
the incomplete contractual relationship between the principal (shareholders) and the agent (management). The following are the
consequences of the agency conflict between stockholders and the management which may lead to a decrease in the value of the
firm. First, managers, may award themselves high salaries and benefits and they may not work hart to maximize the shareholders
wealth. Secondly, managers might undertake projects that only improve their self-image at the expense of profitability and
sometimes they may not choose the highest NPV investment project thus exposing shareholders to unwarranted risk.

Thus, since the best projects end up not being undertaken because of self-interest, the firm’s value is not maximized. Though
the agency problems could lead to loss to the shareholders, there arose a problem on how to define and quantify agency costs. The
three agency costs incurred as suggested by Jensen and Meckling (1976) and Jensen (1986) are: monitoring cost of investment
actions, bonding cost of investment covenants, and investment loss due to suboptimal investment decisions. The theory asserted
that there is a relationship between free investment the agency problem, since managers are likely to investment risk free of cash
flows at their disposal in the absence of profitable projects to invest in order to represent a cost to the shareholders.

The approaches used to solve the agency problem are: the refraining approach and the encouraging approach. The increase in
the use of debt capital by the firm could lead to a substantial decline in the agency costs since managers are legally bound to pay
interest and the principal repayment which reduces the misuse of free cash flows, the threat corporate takeover could discourage
managers from making sub-optimal decisions. The distribution of returns to shareholders in the form of stock repurchase for
investment.
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4.2 Conceptual Framework

The conceptual framework shows the relationship between investment decision and financial performance as shown below:

Capital Expansion Decision -
*  Amount of capital to w
business growth Financial performance
> e Return on Assets
Earning Replacement Decision ¢ Return of equity
e  Amount of revenue for >
investment
Independent Variables Dependent Variable

Figure 1 Conceptual Framework
4.3 Discussion of Variables
4.3. Capital Expansion Decision

Investors are risk takers in capital expansion related to investment projects are known as occurrence of variability in the
investment anticipation returns. Capital expansion implies growth which is the goal to a company in course of wealth
maximization. The expansion is prone to investment risks due to company getting open to new markets, new business, hew costs
and new asset investment. Ivan (2013) conducted a study on the effect risk management on performance. The study employed
descriptive statistics to analyze data from the randomly selected populations. The study used secondary data from various
investors European central banking sectors. The same analysis was attempted by Shantatus (2015) in risk analysis in cash
investments with that of liquidity management in India. The study established that risk management on banking affects the firm‘s
performance. The study concluded that for organization to improve profitability it has to control various investments with in
financial growth.

Investors of two types; risk averter and risk seeker, Riskier averter like less risk investment and risk seeker they need more risk
they prefer a smaller amount of investment risky. Fang (2012) carried a study on the effect of portfolio risk on growth. The study
targeted Wharton school population as the respondents and used stratified sampling techniques in categorizing employees
Pennsylvania, Beruch college and city university of New York. Cristina (2012) studied that the effects of financial risk in
profitability of the firm. The objective of his study was to determine the relationship between financial risk and profitability by
stock taking to investment. The study diagnosed the performance of various firms in Romania and analsyed by secondary data by
descriptive statistics. The findings of her study found that there is a relationship between financial risk and profitability. The
study concluded that stock risk analysis must done without comparing risk with other industries. The recommended that the firm
risk analysis is by business plan development. The study did argue on the relationship between risk analysis and financial
performance which this study will focus on it.

The method of risk analysis is comparable to investment return and argued by Berlici (2011) who noted that risk is the life of
business enterprise which operates inn variability conditions in Paris, the study said that most financiers are more advantaged for
the firm to provide financing loans but mostly from equity financing. The risk of borrowing cost is constantly deductable for the
business. In his study the position of the investment is affected by its financial risk outputs constantly with expenses turnovers.
The analysis of risk in business investors observed that they are economic rates which affect return on investment followed by
various trends of increased equity efficiency. The study added that if equity efficiency is greater than that of profitability lead to
greater risk of investment. The number of risk analysis is measured by the level of risk inherent conditions standard deviation in
cash flow and coefficient of variations if the company assumes possible result with probability of the results in it states of
pessimistic 300 and moderate success 600, they expected risk value can be determined by average of their risk outcome.

Fang (2012) in his study of liquidity on business governance in Wharton school of higher education in New York. The study
found out that they are existing differences among economic returns and cost of capital invested. The similar study also argued by
Nyabwanga (2011) who found out that in every institution there exist financial leverage with in turn bring about risk analysis in
the financial profiting. The study observed that there is use of financial medium loans as the only financial debts to maximize risk
ratio for high profitability. The effects of risk analysis are in respect to all organizations resources with capital outlay to increase
funding for overall performance of the enterprise investors. The study concluded that financial risk influences debtless capacity to
the saturated capital borrowings to control risk of huge investment. The study also added that financial risk management happen
in risk analysis in the investment to perform specific financial debt to improve net profits under the investment.
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Dyan et al., (2015) conducted a study of the influence of selecting good investment risk in investment managers to determine
corporate performance. The study aims to investigate the link between managers and financial performance in Kellogg school
management of Northwest university and found out that there is various mechanisms to govern the link between managers in
investment opportunities on the investors dimensions of improving performance, the formal contract is used to test financial
implications on how corporate social responsibility influences financial performance of the firm. The study posited on the
inference of models and found out that most managers operate with volatile financial risk in order to receive inferior share of
payments from the firm incentive based compensations to push for positive social financial performance. Corporate governance
has been famous in improving gender based business for many companies as their managers strategize to make investment
decisions. Previous studies assessed the relationships between critical functions of social responsibility as the initiative to
performance. Various researchers have been focused relativity of few studies but they are at the individual risk analysis which
cannot understand risk management contributes to poor performance.

Aguinis (2011) argued on the effects of organizational responsibility to industrial risk performance in Washington. The study
found out that firm desires to improve their responsibility performance in hiring managers with positive financial records to prove
advantage of risk analysis. The firm is operating in specific indicators with a sample of management staffs to take part in
evaluating risk variation of the firm. The study argues that the firm has capacity to minimize profits volatility of reduce level of
business incentives payments to increase management investment in corporate social responsibility performance. His study
explains that there exist various opportunity to influence investors to bring optimal financial and corporate performance to prove
performance in relations to profitability, but his study focused heavily on in the event of risk on corporate social responsibility
performance and not financial performance in which this study is to focus and disclose the gap.

Osuji (2012) studied the effects of capital formation on financial risk in Nigerians Firms, a case of Delta state university and
Asaba Campus, Nigeria. The study targeted communication stakeholders and analyzed data by linear process. The objective of the
study was to determine the effects of intergraded financial risk on financial leverage in Kosovo and found out that most
investments decisions are taken to business firms to affect the importance of the investment values. The risk management is
decisive to integrate investment risk analysis to maximize investment decisions. The study introduced new method of integrated
risk management to improve confidence of investors. Financial risk managers concentrated on risk analysis competence to ensure
accuracy of market and liquidity measures against loss. The investment risk analysis involves the process of designing firm
expenditure to improve sufficient competitive investors to discipline risk through insurance firms. The finding also concluded that
risk management is operational and strategically planned to evaluate the effectiveness of internal control in order to measure weak
vessels in financial growth. Management of risk is a business model which included related management procedures and planning
to assess market shares for improved future growth, despite this the study did not discuss the effects of risk analysis on financial
performance in which calls for the study.

Risk analysis are determined by taking into account of probability in corporate performance Uganda Zhou and Wang (2010)
carried study on the relationship between financial risk on performance of the company value in Uganda. The findings indicated
that investors had a positive impact on firm profitability. Many studies have been done on the same but most of them look
emphasize on corporate performance and leave risk analysis on financial performance which calls for this study to address various
weaknesses to financial performance in similar investment decision. In Tanzania the support by Awgbh (2014) explored on the
effect of risk management mechanism on profitability management of Tanzania stock exchange markets. The study concluded that
manager act as owners to institutional investors to improve financial management performance on distasteful investment as well
as profits management in shipping companies the finding disclosed relationship between risk management and financial growth
but his study did not indicate effects of investment decisions.

Kegicha (2015) conducted a study on the effect of investment decision on performance on listed firms in NSE. The research
aim was to the effect of investment decision on performance. The study used descriptive research design. The target population
comprised of 61 firms listed in NSE. Census sampling was used to sample the firms since the number is sufficient. Descriptive
statistics and inferential statistics were employed where time series was also used. The study found that there was a positive
relationship ROA and Investment decision in terms of financial leverage and liquidity. The study concentrated on investment
decision based on financial leverage, liquidity and capital structure on financial performance, thus creates a gap on asset
replacement, profit investment, and marketable security in stock markets as the investment decisions used in NSE.

4.3.2 Earning Replacement Decision

Division of earning is done by profit earned at the end of the period. Financial managers in the investment firms shave to
decide on how to invest other distributing to their shareholders to retain the support by a portion distribution with portion
retention. The profit earned must be well distributed to various finance providers by preference shareholders and debts fund
providers. The company operates with this division of earning can influence determinant of a company value of dividend policy
on how to decide on best dividend payout ratio to maximize value of company. Hayan (2015) studied the mediating impact of
dividend performance and social responsibility. The study finding indicated that the division of earning determines dividend
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policy among payment made to shareholders for reinvestment in the company. The study holds that stock holders get dividend by
additional share of their stock as an alternative of cash in financial records. The study demonstrated the order of dividend payout
decision by the principle of a company to earning by cash dividend, but his study did not discuss the effect of division on financial
performance which will be discussed by this study.

Berheci, (2011) argued on the influence of financial performance on payout policy in Oliver Lukas on University of Tartu. The
study targeted population involved Estonian firms. The findings indicated that payout policy is a divisive issue for investments
performance. The study adopted literatures from other listed firms and demonstrated that they are factors that facilitate the
company payout decision. The study analyses the effect of financial performance by targeting payout decisions from Estonian
sample of companies which covers financial performance due to crisis in 2008 to 2009 calendar years. The result indicated that
earlier financial performance shows are deprived predicators in future payout ratio to the value of earnings. The study established
that they are relationship between dividend payout and future earning of the market share, it also noted that dividends are seem to
own predictive authority.

Bozol (2011) argued that in case of the absence of market deficiencies and financial frictions on dividend payment is not
similar. It however noted that earnings are practical in the conditions of corporate payout policy of dividends in the common
imperfections, in the study there exist corporate taxes which asymmetric to agency cost. The agency cost is arising through
conflict of concern among the claimholders which represents imperfections. Then similar study was carried out by Baker (2011)
who posited that cashing dividend assist to minimize potential problem of overinvestment firms, dividends policy is written down
and signed to minimize conflict of interest among investors or bondholders to dictate various dividend payout. This study
demonstrated that those transactions with flotation cost is also indicated on which market type to hold imperfections, despite this
there is no practical policy on divisions of earnings applied this but this study will apply the division policy to indicate how they
affect financial performance in investment decisions. Most studies have shown the behavioral characteristics to discuss why firms
should pay divide dividend but it has been a continuous argument among the investors in relations to financial performance.

Weigand (2009) conducted study of the effect of varying perception of dividends division policy, decision making of finance
in Thailand and found out that there is connection among company’s financial performance to different payout in Estonian firm.
The correlation show the variation in financial changes of payout ratio conducted the way of relating dividend policy on financial
performance indicator. The study was carried out to establish the relationship between financial performance and payout policy.
The result indicated that there is existing relationship among financial performance indicator and dividend payout. These studies
show that dividend had impact on financial performances of the company. Currently study indicates casted doubt on the increase
of probability divisions of earnings which is measured by bankruptcy model of the firm to influence certain dividends in the future
years. The recommended that inclusion of other characteristics of shareholders on business dividend decision. The dividends
policy is made to control analysis of the firm to improve financial indicators in the organizations. It is also shown that the
relations between financial performance and dividend payout changes differently depending the type of the business operations.

During divisions of dividends financial growth changes every fast in consistency months subsequent periods. Kaarna (2010)
argued that most companies influence division of dividend by cashing from shareholders of the firm and found out that the owners
and managers of these firms are not conducting in depth long term financial planning in Canada firms. In the context of profits
distributions in proposed firm’s management decide to apply profit of different use. For example it is probable to maximize
capital reserve and payback to initiate various stock earnings to cover any loss in the earlier years, it is difficult to assess payback
period of their own shares issues based the accessible balance sheet variability. The same period of dividend is checked to expand
shares of capital reserves which is derived from earlier years restriction in the company’s share capital as compared to other years
to positive deduction of total dividends, it compulsory to find out the reduction of share capital and reserves on this equation;

The reduction of capital reserves and share capital = share capital , - share capital .; + total reserves

According Ibish (2016) the study of the effect integrated financial management of effectiveness in decisions. The decline of
share capital take place under the following; negative change in share capital with reduction of positive increase and total retained
payment and disposable income to further than zeros as well as share capital possible firms not accordance in Estonian law.
Payout ratio [PR] will be applied to indicate proportion of division of earnings to various shareholder dividend and it determined
by dividing dividend [DIV] to net income NI givens as PR=Div/NI, the study keep this formula to calculate the value cash
payments to its shareholders in various forms at the side of cashing dividends in form of repurchasing share capital. In application
of this formula firms can decide in paying shareholders, dividends are paid from any retained profits of other earlier years of the
company. A company can distribute earning more than 100 percent of net income; only a dividend is taken into considerations,
despite these studies only few to disclose the gap of the effect of earning on financial performance.

Roghayeh et al., (2015) studied the relationship of corporate with financial management decisions in Tehran stock exchange.
The objective of the study was to determine the effects of corporate governance on financial growth. The statistical sample
comprised of 110 firms listed to Tehran stock exchange in the year 2007 to 2013. The study employed secondary data. The
analysis method was to test linear regression models. The findings demonstrated negative impact and established that there is a
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relationship between investment effectiveness and governance in recommended that there is no significant relationship among
financial performance. Nousheen Tariq (2014) observed that in exploring terms of financial growth and governance in listed
companies in Iran stock exchange market and the study reveals that company shareholders has a right which is not applied in
Uganda. The study also added that corporate governance reduce earnings administration and declares that the only earning
division is attendance of institutional shareholdings affect the reduction of earnings distributions. The study indicates that there is
no influence of earnings on financial performance, despite this there is any study done to discuss the effects of division of earnings
on financial performance.

Hayam (2015) supported that the existing literature of investors studied and argued from that literature to demonstrate that
there is no relationship among investors to provide financial growth. The study used regression from a sample of Egyptian social
responsibility influence investment decision. The study established that the relationship do not be equivalent to investors in long
term earnings of the firms but the emerging trends in investment decision is still remaining the issue of financial returns for other
investors. Earning of the investors is taken into considerations in investment returns and the applications of risk aversions
assumptions in Kenya. The study can invest much in maintaining social payment from other investors. From the study it is
indicated that the connection on corporate responsibility and investors are distributed normally by their earnings of the company.
Most companies are used to attract more investor to invest more in the company. In Egyptian concept the accessible evidence in
relations to social responsibility of Egyptian firms in distributing the earnings of financial performance. In addition the
classification of companies are divided in two levels in relations to financial performance with the findings to improve significant
effect on divisions of earnings to ownerships in the investment and addition to the findings exposed the institutional investors
that they are more possibly to utilize investment to dividend policy in order to offset inability to meet financial discretionary
policy, the study concluded that they are only various types of shareholders in different dividend policy in earnings, even though
this empirical study there is no sufficient information of the issue of divisions of earnings and how the influences the expansion of
financial performance.

Beaudo Cathy (2015) studied the impact of incentives on earnings on financial reporting. The study wanted to provide
belligerent financial reporting earnings to shareholders. The study has discretionary expenses manipulated to improve financial
incentives and earnings. The study found out that there are incentives conflicting to dividends management. The study also argued
that earning management is the manipulations of profits to acquire the desired finance this is because this has participated in a big
role of accounting records. Earning persist shareholders need to be distributed profits. It is necessary to apprehend the need for
earning management and look methods to reduce incentives conflicting. The found out that personal incentives conflict to that of
corporate finance incentives to dichotomize high and low earnings of the firm.

5. Research Methodology

The study used descriptive design. This is because the method is ideal for gathering information about people’s perceptions,
attitudes, opinions and feelings on a range of social issues. It is applied when gathering data on the attitudes, views, and behaviors
of people or any other social problems. Cooper & Schindler, (2013) give its purpose as, determining and reporting results as it is.
The study fitted within the provisions of survey research design since the researcher was able to collect data and report results
without manipulating the variables. It was also very ideal in attaining a deeper understanding of investment decisions on financial
performance of retail investors in Kisii town.

The sample size of 225 retail business investors in Kisii Town was used according to (Mugenda & Mugenda, 2003).
Stratified sampling procedures were appropriate because the target population was categorized in sub-groups called strata and
simple random sampling procedures were applied to select samples from each subgroup.

The collected data was analyzed by use of descriptive statistics and correlations analysis. Data collected was processed and
tabulated suitably to fit analysis. Descriptive statistics were, mean, percentage and standard deviation with the help of SPSS and
excel. Inferential statistics were used to give final conclusion of the study. Correlation was used to investigate individual
investment decisions and its relationships with financial performance in linear regression model. The data was presented in tables
and figures and then the findings were drawn. The study used muilt-linear regression model to assess the relationships between
individual variables and financial performance as given in this model:

Y = Bo+ BiXot BoX; + e,
Where,
Y-Financial performance
X1 — Capital expansion decision, X, — Earning Replacement decision,
Bo, B1, and B, — model co-efficient.

In the model By, - is a constant term of the variables and B-Measure of sensitivity of the depended variables Y is a predictor
variable and e - is an error term to establish an unexplained variation in the model and its variability was tested by 0.05 sensitivity
analysis. The data was presented in tables and figures.
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6. Research Findings and Discussion
6.1 Descriptive Statistics Analysis

6.1.1 Capital Expansion Decision and Financial Performance

The study sought to establish the effects of capital expansion decision on financial performance of retail investors in Kisii
town. The results were presented in Table 1.

Table 1 Capital Expansion Decision and Financial Performance
Statement N Mean Std. Deviation

178  3.9831  1.04408

Risk are of different attitudes investment decisions

Most business investors are of risk averse 178  4.028 .9354
Management desire for risk investment because business is taking 178  3.8371  1.19385
risk

Investor assume two project at optimal risk 178 35528  1.37976

Two investors must have similar expected cash flow 178 40169 102221

178  4.0674  .87395
Incorporation of capital budgeting affect investment variations

Maximum investment period prefer sensitivity analysis 178  3.4157  1.33471
investment certainty is equivalent 178 3.82416 .888410
Investor require risk adjusted approach 178  3.9157  1.16380

. L . 178 39663  1.04638
Risk analysis ignores value of investment cash flows

178

The results show that incorporation of capital budgeting affect investment variations had a mean of 4.0674 with standard
deviation of 0.87395, followed by most business investors are taking risk averse investment decision through capital expansion
with a mean of 4.028 and standard deviation of 0.9354, on whether two investors must have similar expected cash flow with a
mean of 4.0169 and standard deviation of 1.0222, risk are of different attitudes investment decisions had a mean of 3.9831 and
standard deviation of 1.04408, risk analysis ignores value of investment cash flows had a mean of 3.9663 and standard deviation
of 1.04638, Investor require risk adjusted approach had a mean of 3.9157 and standard deviation of 1.16380, Management desire
for risk investment because business is taking risk had a mean of 3.8371 and standard deviation of 1.19385, investment certainty
is equivalent had a mean of 3.82416and standard deviation of 0.888410, Investor assume two project at optimal risk had a mean of
3.5528 and standard deviation of 1.37976, Maximum investment period prefer sensitivity analysis had a mean of 3.4157 and
standard deviation of 1.33471. This implies that incorporation of capital budgeting affect investment, however, maximum
investment period preferred sensitivity analysis in the retail investors.

6.2 Earning Replacement and Financial Performance

The study sought to determine the influence of earning replacement decision on financial performance of retail investors in
kisii town. Table 2 presents the results. The results showed that Division of earnings was preferred during accounting transfers
from retained earnings had a mean of 3.6910 and standard deviation of 1.22591, Dividend policy to prevent loss of cash had a
mean of 3.6742 and standard deviation of 1.22382, Division of earning is affected by dividend policy of the firm had a mean of
3.6573 and standard deviation of 1.23072, When to pay the earnings had a mean of 2.3933 and standard deviation of 1.67479,
Payout dividend decision is necessary had a mean of 2.3764 and standard deviation of 1.67363, usually engage dividend theory by
division of profits had a mean of 2.3258 and standard deviation of 1.65209, why to pay dividend costs had a mean of 2.2022 and
standard deviation of 1.45112, Division of earnings provide payment to various stock holders had a mean of 2.1966 and standard
deviation of 1.44605, Stock dividend is paid to additional shares of stock had a mean of 2.1798 and standard deviation of 1.37830,
and how salaries paid to shareholders had a mean of 2.1573 and standard deviation of 1.37696.
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Table 2 Earning Replacement and Financial Performance

Statement N Min. Max. Mean  Std. Deviation

Division of earning is affected by dividend policy of 178 1.00 5.00 3.6573  1.23072

the firms

Usually engage dividend theory by division of profits 178 1.00 5.00 2.3258 1.65209

Division of earnings provide payment to various stock 178 1.00 5.00 21966  1.44605

holders

Stock dividend is paid to additional shares of stock 178 1.00 5.00 2.1798  1.37830

Division of earnings prefers accounting transfers from 178 1.00 5.00 3.6910  1.22591

retained earnings

When to pay the earnings 178 1.00 5.00 2.3933 1.67479

Why to pay dividend costs 178 1.00 5.00 22022 1.45112

How salaries paid to shareholders 178 1.00 5.00 2.1573  1.37696

Dividend policy to prevent loss of cash 178 1.00 5.00 3.6742  1.22382
. L. 178 1.00 5.00 2.3764 1.67363

Payout dividend decision is necessary

Valid N (listwise) 178

The study revealed that division of earnings was preferred during accounting transfers from retained earnings. However, the
earning replacement does not invest on how salaries paid to shareholders in the retail investors.

6.2 Inferential Statistical Analysis

The R square 0.869 from the regression model summary indicated that a change in any unit of an investment decision causes a
variation in financial performance of retail investors by 86.9%, whereas 13.1% can explain other variables.

Table 3 Model Summary

Model R R Adjusted Std. Error of the
Square R Square Estimate
1 .932% .869 .866 .28707

Analysis of variance was used to test the model fitness with the calculated F which indicated that 286.949 less threshold 0.000.
The study shows that the model was fit to predict the linear relationships between investment decision and financial performance
of retail investors in Kisii town.

Table 4 ANOVA?
Model Sum of df Mean Square F Sig.
Squares
Regression 94.587 4 23.647 286.949 .000°
1 Residual 14.257 173 .082
Total 108.844 177

a. Dependent Variable: Financial performance
b. Predictors: (Constant), Capital Expansion Decision, Earning Replacement

To establish the relationship between independent variables (investment decisions) and dependent variables the regression
coefficients was used as presented in Table 5.

The regression coefficient shows that market security decision of 0.091 with p<0.05 indicated that there was a strong
correlations between investment decisions and was statistically significant to financial performance, asset renewal decision had
0.131, with 0.188, p>0.05 insignificant with a weak positive relationship, earning replacement had 0.014 with 0.540, p>0.05.
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Table 5 Regression Coefficients?

Model Unstandardized Standardized T Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) .091 146 .620 .536
1 Asset renewal decision 131 .099 129 1.321 .188
Earning replacement .014 .022 .018 .614 .540

a. Dependent Variable: Financial performance

This established the following regression equation through muilt-linear regression model to assess the relationships between
individual variables and financial performance as given in this model;

Y =.091+ .131X;+ .014X,,
Where,
Y-Financial performance explained by the model return on asset and return on equity.
0.091 - is a constant term of performance can be changed by 9.1% of an independent variable
X; — Capital expansion decision; a unit change in capital expansion causes decrease in financial performance by 8.2%
X, — Earning Replacement decision; a unit change in Earning Replacement decision causes an increase in financial
performance by 1.4%

7. Conclusions and Recommendations
7.1 Conclusions

The study sought to establish the effects of capital expansion decision on financial performance of retail investors in Kisii
town. The results show that incorporation of capital budgeting affect investment variations had a mean of 4.0674, whereas risk
analysis ignores the value of investment with cash flows had a mean of 3.9663. This revealed that incorporation of capital
budgeting affect investment decision which in turn affect financial performance of retail investors.

Based on the findings, the study concluded that incorporation of capital budgeting affect financial performance. The variations
in investment in most business investors are more risk averse by investing capital. Management desires for more risk investment
because business is taking more risk increase financial performance. Investment certainty is the same with maximum investment
period during sensitivity analysis.

The study sought to determine the influence of earning replacement decision on financial performance of retail investors.
Based on the results, division of earnings was preferred during accounting transfer periods from retained earnings which indicated
high mean of 3.6910 and division of earnings provides payment to various stock holders which had a mean of 2.1966.

The study found that earning replacement decision affect financial performance of retail investors in Kisii town. Based on the
results, the study concluded that division of earnings was preferred during accounting transfer periods using retained earnings.
Also dividend policy was applied in the more with investment decision to prevent loss of cash. However, the division of earning
was affected by dividend policy of the firm while when the investor pays by earnings.

7.2 Recommendations

The results indicated business in kisii town has many risk for investments, thus the study recommended that investment
decisions should value more cash flows. The retail Investor requires adjusting risk approach, while management should maintain
investment in order to increase financial performance.

Based on the results, division of earning should be done by dividend policy of the firm, while when the investor has to pay the
earnings. Further, recommended that the payout dividend decision should be engaged through division of profits.
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