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ABSTRACT
The purpose of this study was to examine the influence of board effectiveness on
corporate financial performance in the banking industry. The study sought to answer the
following research questions; how technical expertise of corporate boards, how director
compensation, director ownership and board independence influence financial
performance of banks. This study was important to banks, regulators, customers,
employees, creditors and academicians. The main benefit of the study was identification
of the usefulness of corporate governance regulation through linking of corporate
governance practices to financial performance of banks.

The study used descriptive and explanatory research designs. A sample of 39 banks from
a population of 43 banks was studied. The study used interviews and financial statements
were reviewed to answer the research questions. Board members were interviewed using
interview guides while financial statements review was done using a secondary data
guide. The study used descriptive statistics and inferential statistics such as linear
regression and correlation to answer the research questions. Statistical Package for the
Social Sciences was the tool used to analyse the data collected through descriptive and
inferential statistics. The analysed data was presented using tables.

The findings of the study indicated that technical expertise of most boards was high with
76% of directors being university graduates, 68% of the boards with 4 or more levels of
expertise and 68% of directors with more than 15 years experience. There was a
significant relationship between expertise and financial performance; experience in years
and financial performance. However, there was no significant relationship between
education qualifications and financial performance.
The results indicated that the average compensation per director was KShs 6,626,830 per
annum. In 95% of banks, directors had insignificant shareholding while in 81% of the
banks; directors did not hold any shares in their capacity as directors. There was a linear
relationship between shareholding held by directors, director compensation and financial
performance. The results also show that there was a significant relationship between
average compensation per director and financial performance; number of directors with
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shareholding and financial performance. However, there was no significant relationship
between director shareholding and financial performance.
The results indicated that all banks had 4 or more non-executive directors and 1 or more
executive directors. 73% of banks had 6 or more non-executive directors while 54% of
banks had 1 executive director. The mix between the number of executive directors and
the number of non-executive directors was 1:4. There was a significant relationship
between the number of executive, non-executive directors and financial performance.
From the results, the researcher concluded that technical expertise of directors in the
banks‘ boards was high. The findings indicated that board expertise influenced financial
performance since there was a significant relationship between board expertise and net
profit. There was also a significant relationship between experience in years and net
profit.
The researcher concluded that director compensation influenced financial performance as
there was a significant relationship between average director compensation and net profit.
There was also a significant relationship between the number of directors with
shareholding and financial performance. The range of director compensation was high
while shareholding held by directors was largely insignificant.
From the findings, the researcher concluded that board independence influenced financial
performance. There was a significant relationship between the number of executive
directors and net profit. Also there was a significant relationship between the number of
non-executive directors and net profit. The results also indicated a healthy mix between
the numbers of executive and non-executive directors was 1:4.
Major recommendations for improvement were; banks should focus on increasing the
level of expertise and experience of directors through conducting induction and
evaluation of duties of the directors regularly. Banks should also consider lowering
compensation paid to directors and instead encourage more directors to have insignificant
shareholding in the financial institutions. Information asymmetry was identified as a huge
challenge for banks and banks should work to reduce the information gap.
Recommendations for further research included; assessing the impact of information
provided to board members on financial performance and whether board independence
and lower director compensation led to better social performance.
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CHAPTER ONE
1.0 INTRODUCTION
1.1 Background of the Problem
Corporate governance is the process and structure used to direct and manage business
affairs of the company towards enhancing prosperity and corporate accounting with the
ultimate objective of realizing shareholders long-term value while taking into account the
interest of other stakeholders. Principles that are essential for good corporate governance
practices include; board of directors, role of chairman and chief executive officer,
participation of shareholders, accountability and audit (Capital Markets Authority, 2002).
Every public listed company should be headed by an effective board to offer strategic
guidance, lead and control the company and be accountable to its shareholders. There
should be segregation of duties between chairman and chief executive roles for checks
and balances. A chairman in a public listed company should not hold more than two such
positions at any one time (Capital Markets Authority, 2002).

Corporate governance covers the broad array of systems, processes, and procedures that
seek to regulate the relationship between managers and shareholders in particular and
among firm stakeholders in general (Baker, Anderson and Editors, 2010). To maintain
legitimacy and credibility, corporate management needs to be effectively accountable to
some independent, competent and motivated representative; this is what the board of
directors is designed to be (Monks and Minow, 2008). The following four ethical values
underpin good corporate governance; responsibility, accountability, fairness and
transparency. The board of a bank is responsible for stewardship of stakeholders of the
bank, assets, and strategic corrective actions; accountable to stakeholders, consider
interests and expectations of stakeholder and disclose information to all users to enable
them make useful decisions (Central Bank of Kenya, 2013).

Key theoretical approaches and findings in corporate governance include; shareholder and
stakeholder theories. Shareholder theory states that a firm‘s goal is to maximise
shareholders wealth. The theory limitations stem from the agency theory where
ownership and control of organisations is usually separated. Owners of organisations are
not the stewards of the organisations and therefore the goal of shareholder wealth
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maximization may be in conflict with management goals. This theory mainly concentrates
on short term profits and may lead to shortermism (Anca, 2012).

Stakeholder theory highlights that firms have obligations to provide value to stakeholders
such as employees, customers, environment, and society in addition to shareholders
(Freeman, 1984). The above theories led to the development of corporate governance
codes in organisations. The findings of Anca (2012) highlight that stakeholder theory has
more merits that the shareholders theory; because it promotes a broader vision of the firm
and long term relationships unlike the shareholder theory.

Corporate governance has evolved in the 21st Century from an economic perspective to a
more encompassing perspective which includes both environmental and social objectives
and this has led to important debates over the years. Agency theory relates to the
relationship between principals, who are the shareholders, and agents, who are
the company's management. The principal delegates his authority to the agent and the
agent is able to carry out duties on behalf of the principal. The agency theory has led to
debates around ownership and control of organisations and how much power do
shareholders really have. These debates have intensified with the collapse of
organisations such as Enron, WorldCom and the financial crisis that mainly affected
banks. According to recent debates equity versus debt control structures have left
minority shareholders with no power in organisations introducing new complexities in
corporate governance (Klein, 2013).

According to Victoravich, Gan, and Xu (2012), compensation of executives is a debate
that has been rive in the business world and intensified after the financial crisis.
Executives are compensated as agents of the principals as highlighted earlier. Contracts
are drawn up to incentivise the executives for risks taken in pursuit of the shareholder
wealth maximisation goal. According to recent findings, Chief Executive Officer (CEO)
total and equity pay have increased while bonuses have decreased. The findings indicate
that equity pay may not be appropriate because bank executives have fiduciary
responsibilities not only to shareholders but depositors as well. There is also evidence that
well compensated executives are not necessarily more effective, for instance, the CEO of
bankrupt Countrywide Financial, Angelo Mozilo earned $414 million between 2004 and
2007 from exercising stock options.
2

Should the Chief Executive Officer also hold the Chairmanship role in the same
organisation? Recent debate on whether the CEO role should be separated from the
Chairman role has been ongoing. In the United Kingdom and Canada this has been
common practice that is gaining popularity in the United States as well. No research had
been done too, that linked firm performance to separation of these two roles. In fact,
Enron had separated both roles and still collapsed (Klein, 2013).

Information to the board is important in ensuring board effectiveness. There is evidence
that Enron managers provided misleading information in off balance sheet debt facilities
and early revenue recognition. The managers were able to defraud investors and non
executive directors leading to the collapse of the organisation. The lemons problem states
that sellers have incentives to provide misleading information therefore buyers beware.
To curb this problem corporate governance and regulations have been put in place to
enhance market infrastructure (Klein, 2013).

Basel III was introduced by the Basel Committee on Banking Supervision (BCBS) after
the financial crisis in 2008-2009 to manage liquidity and capital risks which led to the
collapse and subsequent bailout of large banks in Europe and the United States (US).
Impact of these regulations to individual banks include; weaker banks crowded out,
significant pressures on profitability and Return on Equity (ROE), change in demand
from short term to long term funding and legal entity reorganisations such as mergers and
acquisitions. Impact of the regulations to the banking industry include; reduced risk of
systemic bank crisis, reduced lending capacity, reduced investor appetite for bank debt
and equity and inconsistent implementation of Basel III proposals leading to international
arbitrage (KPMG, 2011).

Sarbanes Oxley (SOX) regulations were introduced in 2002 after Enron collapsed with
the intent to ensure reliability of publicly reported financial information and increase
confidence in the capital markets. Key provisions to improve corporate governance are
discussed hereafter; the certification by CEOs and Chief Finance Officers (CFOs) of
company financial reports. Also personal loans to executives or board members are
prohibited, criminal penalties enhanced for misreporting financial statements or tax
returns. Organisations must disclose transactions with related parties such as management
3

and shareholders. The Act requires establishment of audit committees that must be
composed solely of independent directors (Securities and Exchange Commission, 2002).

In 2008, the collapse of Lehman Brothers which was a global bank indicated the financial
crisis in the banking industry. Financiers had advanced mortgages to subprime borrowers
and these mortgages were transferred to big banks that pooled them through portfolio
analysis. These banks pooled properties from different American cities during the
portfolio analysis which anticipates rises and falls of the property market independent of
each other however this did not work (The Economist, 2013).

From 2006, the US suffered a property price slump, the portfolio of securities consisting
of subprime mortgages were used to back Collateralised Debt Obligations (CDOs). These
securities were split into smaller portions and these portions were rated as safe by credit
bureaus however, these assessments were overrated. As the property slump unraveled this
revealed just how fragile the financial system was. Credit default swaps where the seller
agrees to compensate the buyer, if a third party defaults on a loan were meant to reduce
the risk but instead concentrated it as a result insurance companies like American
International Group (AIG) collapsed days after Lehman was declared bankrupt.
Revelations of the crisis indicated that banks‘ balance sheets were bloated and held little
capital (The Economist, 2013). To regulate the financial system, regulators have come up
with more reforms to ensure banks mitigate against liquidity and capital risk as discussed
above through mainly introduction of Basel III. On 14 October 2013, three American
scientists won the 2013 economics Nobel Prize for research that has improved the
forecasting of long term asset prices, a hot topic since the collapse of the US housing
market bubble prompted a global financial meltdown.

The Kenyan banking industry went through a tumultuous period after independence and
Africanisation of the industry in the 1980s through to 2005 with twelve banks collapsing
between 1984 and 1989. A number of the new locally owned banks were finding it
difficult to keep afloat due to expensive deposits, low capitalization, political interference
and poor liquidity ratios. Due to inadequate capacity and political interference, the
Central Bank, at the time was not able to regulate the banking industry effectively (Kenya
Bankers Association, 2013).

4

The Banking Act of 1989 was enacted to license banks and financial institutions after the
first wave collapse of banks. The minimum capital requirement was substantially
increased, deposit insurance was made mandatory, and over-lending and earning interest
on non-performing loans were prohibited. In order to protect depositors and oversee bank
liquidation the government set up a Deposit Protection Fund Board (Kenya Bankers
Association, 2013).
Despite the government‘s new regulations, there would be a second wave of bank failures
between 1993 and1995 affecting 19 banks. Billions of Shillings were lost on collapse of
the banks with some of the banks being affiliated to the Goldenberg scandal. In 1998,
Bullion Bank, Fortune Finance, Trust Bank, City Finance Bank, Reliance Bank and
Prudential Bank also collapsed while between 2000 and 2005 five more banks also
collapsed (Kenya Bankers Association, 2013).

Impact of technology on the Kenyan banking industry has been huge with the
introduction of the automated teller machines, swift system, mobile banking which has
been largely influenced by the M-pesa innovation, internet banking leading to financial
inclusion in Kenya (Kenya Bankers Association, 2013). According to Central Bank of
Kenya (2013), financial inclusion in Kenya stands at 74% as at June 2013. Financial
inclusion has contributed heavily to the economic growth of Kenya due to the ease and
convenience of funds transfer through mobile money.

The Central Bank of Kenya uses the Capital Adequacy, Asset Quality, Management
Quality, Earnings and Liquidity (CAMEL) rating system to assess the soundness of the
commercial banks. The banking sector was rated strong in 2012, a similar rating attained
in 2011. The numbers of institutions rated strong, satisfactory and fair in December 2012
were 18, 21 and 4 respectively. Despite the rating, in November 2012, the Central Bank
issued revised Prudential and Risk Management Guidelines applicable to commercial
banks, mortgage finance companies and non-bank financial institutions licensed under the
Banking Act. These replaced the current Prudential Guidelines last revised in 2006 and
the Risk Management Guidelines first issued in 2005 (Central Bank of Kenya, 2012).

The revision was informed by the need to up-date the banking sector regulatory
framework in light of significant changes in the local, regional and global banking
5

sectors‘ operating environment. Some of the key changes in the revised prudential
guidelines include; enhancement of Capital Adequacy Requirement (CAR), introduction
of 2.5% buffer to take effect in the next 24 months and introduction of capital charge for
market and operational risk to take effect in the next 12 months. The revised guidelines
are also designed to enhance Corporate Governance Requirements through the
introduction of ethical leadership as envisaged in the new constitution factoring issues of
ethics, transparency and diversity, strengthening board independence through requiring at
least one third of directors to be independent and clear demarcation of roles of Board and
Management through Board Charters (Central Bank of Kenya, 2012).

1.2 Statement of the Problem
After the global financial crisis in 2008, corporate governance in banks came under
intense scrutiny with analysts indicating poor regulation may have caused the crisis. As a
result, banks boards have been singled out by regulators for regulatory proposals.
Research done by a financial markets group team at the London School of Economics
suggest that bank board independence is mostly determined by regulatory pressure and
external factors whereas board experience was mostly determined by internal factors.
Board independence remained a robust predictor of bank bailouts in the US (Ferreira,
Kirchmaier and Metzger, 2011).

According to Gill (2011), the non-financial Central Public Sector Enterprises (CPSEs) lag
behind their private counterparts with regards to compliance with the corporate
governance provisions such as the number of independent directors. Analyses show
significantly higher mean scores on board size, board meetings and board expertise while
lower on board independence, board competence and audit fees than the peer group. The
two studies highlighted above have been carried out in the developed and emerging
worlds; similar studies should be carried out in Kenya. This study investigated the
usefulness of board effectiveness to banks in Kenya with an emphasis to board
independence, director ownership and compensation and board expertise.

According to a study by Nyamongo and Temesgen (2011), the performance of
commercial banks was influenced by the board size and number of non executive
directors mainly. Studies carried out in Kenya such as Rambo (2013) and Ongore &
K'Obonyo (2011) have been on corporate governance and financial performance however
6

little research has been done on the influence of board effectiveness on financial
performance; a focus on attributes of effective boards.

There was a management gap especially in developing countries mainly on the influence
of board effectiveness on the performance of organisations that the study sought to
address. Management in organisations struggled to link the usefulness of corporate
governance practices and how this translates to financial performance. Regulators
introduced regulation, mainly corporate governance guidelines in the wake of the global
financial crisis however it was not clear whether the stringent regulations introduced are
useful to the banks or reduce the systemic banking risks.

1.3 General Objective
The general objective of this study was to examine influence of board effectiveness to
corporate financial performance in the banking industry.

1.4 Specific Objectives
1.4.1

To evaluate how technical expertise of corporate boards influences financial
performance of banks.

1.4.2

To determine how director ownership and compensation influences financial
performance of banks.

1.4.3

To verify how independence of corporate boards influences financial
performance of banks.

1.5 Importance of the Study
The study benefits the following stakeholders:
1.5.1 Banks
Banks benefit from the study because they relate board effectiveness to financial
performance. Questions have lingered in the banking industry regarding the usefulness of
corporate governance regulation and this study seeks to address these questions. This
study operationalises the regulation in place by providing results of corporate governance
practices implemented.
1.5.2 Regulators
During the global financial crisis regulators were blamed for being lenient with banks and
financial institutions by not keeping abreast the changes in the industry by introducing
7

new regulations. This study assists regulators in identifying gains made by corporate
governance regulation in place and ways to improve corporate governance in the industry.
1.5.3 Customers of Banks
Bank customers have trusted financial intermediaries with their deposits and as such
protection of customer‘s funds becomes paramount.

The study seeks to provide

assurance to the customers that corporate governance practices in banks insulates against
malpractices.
1.5.4 Employees of Banks
The global recession has lead to lay-offs of majority of employees including those in the
banking industry, worse off are employees of collapsed financial institutions. The study is
beneficial to employees providing assurance that embedding corporate governance
practices leads to stable banks.
1.5.5 Creditors and Investors
Creditors and investors are keen on the financial performance of the banks; because
creditors are concerned with the liquidity of the bank while investors are interested with
the ROE. The study assists creditors and investors in recognizing banks to invest in from
assessing the corporate governance structures in place.
1.5.6 Academicians and Researchers
This study assists academicians in building the body on knowledge regarding the
influence of board effectiveness to financial performance of banks. Corporate governance
is an integral topic in strategic management and business management.

1.6 Scope of the Study
The scope of the study was to focus on the influence of board effectiveness to financial
performance in the banking industry in Kenya. The subject of the study was to focus on
the influence of board expertise, director ownership and board independence on financial
performance in the 43 licensed commercial banks in Kenya as at 31 December 2012.
The limitation of this study was lack of disclosure by the banks due to confidentiality
obligations in the banking industry. Due to increased disclosure requirements all banks
were required by the Central Bank of Kenya and for those listed by the Capital Markets
Authority to disclose corporate governance practices embedded in the financial
institutions. This study relied on the disclosures in the published annual reports and
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publications on corporate governance practices in Kenya by Regulators to gather data for
purposes of this study.

1.7 Definition of Terms
1.7.1 Corporate Governance
Corporate governance covers the broad array of systems, processes, and procedures that
seek to regulate the relationship between mangers and shareholders in particular and
among firm stakeholders in general (Baker, Anderson and Editors, 2010).
1.7.2 Bank
Bank means a company which carries on, or proposes to carry on, banking business in
Kenya (Central Bank of Kenya, 2010).
1.7.3 Board of Directors
The board of directors of every listed company should reflect a balance between
independent, non-executive directors and executive directors (Capital Markets Authority,
2002).
1.7.4 Board effectiveness
Effective boards are ‗‗strategy active‘‘. Strategy development should be a joint effort
between executive management and boards of directors (Davis, 2013).
1.7.5 Financial performance
A firm's relative position within its industry determines whether a firm's profitability is
above or below the industry average. A firm attains above average profitability in the
long run through sustainable competitive advantage (Porter, 1998).
1.7.6 Financial crisis
The crisis that began as the US ―subprime‖ crisis in the summer of 2007 spread to a
number of other advanced economies through a combination of direct exposures to
subprime assets, the gradual loss of confidence in a number of asset classes and the
drying-up of wholesale financial markets (Merrouche and Nier, 2010).
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1.8 Chapter Summary
The study focussed on board effectiveness influencing financial performances in banks.
The study sought to address key questions raised by banks and other stakeholders on the
importance and usefulness of corporate governance practices in influencing board
effectiveness. The study in the following chapters focuses on literature review in chapter
2, research methodology in chapter 3, results and findings in chapter 4 and discussions,
conclusions and recommendations in chapter 5.
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CHAPTER TWO
2.0 LITERATURE REVIEW
2.1 Introduction
The previous chapter highlighted the statement and background of the problem, the
objectives, importance and scope of the study. This chapter details the literature review
conducted on the specific objectives. Literature review is recent or historical significant
research studies, company data, or industry reports that act as a basis for the proposed
study. The literature review focuses on the specific objectives of the study which were;
how technical expertise, director ownership, director compensation and independence of
corporate boards influences financial performance of banks in Kenya.

2.2 Technical Expertise of Corporate Boards and Financial Performance
2.2.1 Educational Qualifications
Hsu (2010) investigated the relationship between board characteristics and financial
performance of US firms with initial public offerings from 2000 to 2002. By using
Tobin‘s Q financial performance of the firms was measured and findings showed that
board quality (board expertise and educational background) positively related to firm
performance. This evidence supports the view of Ujunwa (2012) whose study found that
the number of board members with Doctor of Philosophy (PhD) qualifications impacted
positively on firm performance in Nigerian quoted firms. The return on assets or Tobin‘s
Q is influenced by educational qualifications of board members and CEO especially
(Darmadi, 2013).

Ujunwa (2012) investigated the impact of corporate board characteristics on the financial
performance of Nigerian quoted firms. By using the random-effects and fixed-effects
Generalised Least Squares (GLS) regression the study found that board size, CEO duality
and gender diversity were negatively linked with firm performance, whereas board
nationality, board ethnicity and the number of board members with a PhD qualification
were found to impact positively on firm performance. However, the findings indicated
that using the same board characteristics for 160 small firms showed that board duality
was positively linked to firm performance, while a PhD qualification was negatively
linked to firm performance. This evidence supports the view of Hsu (2010) whose study
showed that board quality (board expertise and educational background) positively related
11

to firm performance. According to Darmadi (2013), the return on assets or Tobin‘s Q is
influenced by educational qualifications of board members and CEO especially.

Darmadi (2013) examined the influence of the educational qualifications of board
members, as well the CEO, on the financial performance of Indonesian listed firms. By
using Tobin‘s Q, Return on Assets (ROA) to measure financial performance and
regression analyses performed on the supervisory board, management board, and CEO.
The findings indicate that the return on assets or Tobin‘s Q is influenced by educational
qualifications of board members and CEO especially. The study indicated that CEOs
holding degrees from prestigious domestic universities perform significantly better than
those without such qualifications. This evidence supports the view of Hsu (2010) whose
study showed that board quality (board expertise and educational background) positively
related to firm performance. According to Ujunwa (2012), the number of board members
with PhD qualifications impacted positively on firm performance in quoted firms in
Nigeria.

The literature highlighted that educational qualifications had a positive impact on firm
performance (Hsu, 2010). Particular studies such as Darmadi (2013) indicated that degree
holding CEOs from prestigious domestic universities performed significantly better than
those without such qualifications. However, this was not the case in small organisations
where high educational qualifications affected performance of the firms negatively
(Ujunwa, 2012).
2.2.2 Experience
Shiah-Hou and Cheng (2012) explored how outside directors‘ experience and their
compensation affect firm performance through the quality of their monitoring and
advising when the traditional board structure devises do not seem to work well. By using
a two way fixed effects and least squares regression models the study found that outside
director experience and director compensation have economically positive impacts on a
firm‘s accounting and market performance. This evidence contrasts the view of Shan,
George and McIver (2011) which found that the expertise of a board was not a significant
determinant of corporate financial performance in China. In order to create board
commitment for sustainability of major organisational change important things to
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consider are: board competence and experience, board meeting dynamics and board as a
provider of critical resources (Alänge and Steiber, 2009).

According to Ingley, Vander, Coral and Walt (2008), directors see other board members
as lacking in expertise such as key financial, accounting and other skills and therefore
perceive them as not able to influence key outcomes. This study explored the relationship
between corporate governance processes and perceived management of risk by the board.
The researchers used focus groups comprising of experienced directors and found that
skepticism among board members was a huge challenge faced by organisations. This
evidence supports the views of Petri and Soublin (2010) whose findings highlighted that a
board should possess the necessary depth and breadth of experience to gain the respect
and trust of the executive. This evidence contrasts the view of Shan, George and McIver
(2011) which found that the expertise of a board was not a significant determinant of
corporate financial performance in China.

Petri and Soublin (2010) explored the necessary considerations in assessing and
improving board performance in a Fortune 50 organisation facing complex strategy
execution challenges. By using face-to-face interviews with board members and
aggregate questionnaires completed by board and key members of the management team,
the researchers found that a board should possess the necessary depth and breadth of
experience to gain the respect and trust of the executive. This evidence supports the view
of Ingley, Vander, Coral and Walt (2008) that scepticism among board members was a
challenge facing organisations. According to Alänge and Steiber (2009), key aspects
important in order to create board commitment for sustainability of major organisational
change are: board competence and experience, board meeting dynamics and board as a
provider of critical resources.

Shan, George and Mclver (2011) evaluated the influence of corporate governance
characteristics and corporate ownership on financial performance of Chinese companies
from 2001 to 2005. The researchers used Tobin‘s Q to measure performance and found
out that ownership concentration was significant in determining firm performance. The
study highlighted that the expertise of the board was not a significant determinant of
corporate financial performance in China. However, Hou and Cheng (2012) found that
outside directors‘ experience and director compensation have economic impact on the
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firm‘s accounting and market performance. The evidence contrasts the view of Hsu
(2010) whose study showed that board quality (board expertise and educational
background) positively related to firm performance.

The literature review showed that outside directors bring in a sense of independence for
the board and had different perspective compared to executive directors (Hou and Cheng,
2012). According to Ingley, Vander, Coral and Walt (2008), to gain the trust and respect
of the executive and the CEO, boards need to possess the necessary depth and breadth of
experience. In addition, directors see other board members as lacking in expertise and
therefore perceive them as not able to influence key outcomes. Shan, George and Mclver
(2011) a study done in China indicated that expertise was not a significant determinant of
corporate financial performance.
2.2.3 Financial Expertise of the Audit Committee
Hsu and Pongpitch (2010) examined the relationship between corporate governance and
efficiency performance of public non-life insurance companies in Thailand over the
period of five years from 2000 to 2007. By using data envelopment analysis to compute
the insurer‘s efficiency performance the study found that there was an unclear
relationship between an insurer‘s efficiency performance and corporate governance
attributes such as board size, proportion of financial expertise in audit committee and
board compensation. This evidence contrasts the views of Mustafa and Youssef (2010)
that an independent audit committee member is only effective if he/she is a financial
expert. However, a supervisory financial expertise and an independence audit committee
were not found to be associated with better loss reserve quality (Sun, Xiangjing and Xu,
2012).

Mustafa and Youssef (2010) investigated the relationship between the financial expertise
of the Audit Committee (AC) and the incidence of misappropriation of assets in publicly
held companies in the US. By sampling and matching companies where misappropriation
of assets and control companies the findings supported the notion that an independent AC
member is only effective in reducing the occurrence of misappropriation of assets in
publicly held companies if he/she is also a financial expert. This evidence supports the
views of Sun, Wei and Xu (2012) that accounting, finance and insurance led to a more
accurate loss reserve. However, Hsu and Pongpitch (2010) highlighted that there was an
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unclear relation between an insurer‘s efficiency performance and board size, proportion
of financial expertise in audit committee and board compensation.
2.2.4 Internationalisation
Rivas (2012) examined the relationship between board and Top Management Team
(TMT) members' international experience and CEO multinationality, with their firm's
degree of internationalisation. By using a longitudinal research design the findings of the
study showed a positive effect on internationalisation for international experience of both
boards and TMTs; also a positive relationship is found between CEO multinationality of
TMTs and internationalisation. The evidence enforced the views of Petri and Soublin
(2010) whose findings highlighted that a board should possess the necessary depth and
breadth of experience to gain the respect and trust of the executive. Also, outside directors
experience and director compensation have economic impact on the firm‘s accounting
and market performance (Hou and Cheng, 2012).
2.2.5 Information Provided to Board Members
Roy (2011) focussed on the type of information directors receive amid ongoing criticism
that corporate boards did not receive adequate information to help them fulfil their current
and emerging roles. The researcher conducted a survey of 161 Canadian companies listed
on the Toronto Stock Exchange. The findings highlight that there was a strong association
between board expertise and each type of information received and suggest a weaker
relationship between board independence and information received. According to
Cormier, Ledoux, Magnan and Aerts (2010), information asymmetry is reduced by formal
monitoring attributes such as the board and audit committee size as well as the extent of
voluntary governance disclosure. Providing the right information about the organisation‘s
business model leads to constructive dialogue regarding the quality of the business model,
help in building trusting relationships in the board and ensuring they succeed over the
long term (Bossio and Sheehan, 2013).
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2.3 Director Ownership and Compensation and Financial Performance
2.3.1 Agency Costs
Florackis (2008) investigated the impact of several corporate governance mechanisms on
agency costs namely the ratio of total sales (asset turnover) and the ratio of selling,
general and administrative expenses to total sales. By using a cross-sectional regression
approach the study found that managerial ownership, managerial compensation and
ownership concentration are strongly associated with agency costs. The evidence supports
the views of Akhtaruddin and Haron (2010) that board ownership increases agency costs.
According to Jelinek and Stuerke (2009), managerial equity ownership is nonlinearly and
positively associated with return on assets and asset utilization, and nonlinearly and
negatively associated with the expense ratio.
Akhtaruddin and Haron (2010) examined the relationship between board ownership and
corporate voluntary disclosures. By reviewing financial disclosures of public listed
companies in Malaysia, the findings indicated that board ownership is associated with
lower levels of voluntary disclosures. The study also found that board ownership
increases agency costs as a result of information asymmetry between firm management
and outsider investors. The evidence supports the view of Florackis (2008) that
managerial ownership, managerial compensation and ownership concentration are
strongly associated with agency costs. However, Jelinek and Stuerke (2009) highlight that
managerial equity ownership is nonlinearly and negatively associated with the expense
ratio.
Chu and Song (2010) focussed on the causes and consequences of information
asymmetry. By using linear regression on a sample of 180 Malaysian manufacturing
firms, the findings showed that insiders and industrial competition contribute to the
problem of information asymmetry. The presence of large shareholders as insiders in low
competitive industries further aggravates the problem. Consequently, they found that the
relationship between information asymmetry and share returns is negative. The evidence
supports the views of Akhtaruddin and Haron (2010) whose findings indicated that board
ownership increases agency costs resulting from information asymmetry between firm
management and outsider investors. Cormier, Ledoux, Magnan and Aerts (2010) suggest
that formal monitoring attributes (board and audit committee size) as well as the extent of
voluntary governance disclosure reduce information asymmetry.
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2.3.2 Audit Board Committee and Meeting Frequency
Greco (2011) investigated the determinants of board and audit committee meeting
frequency. By using negative binomial regression during the multivariate analysis, the
study found that insider ownership negatively impacts – either on the board or on the
audit committee meeting frequency. This evidence contrasts with the views of Yin, Gao,
Li and Lv (2012) no evidence was found between management ownership and the
frequency of board meetings. The evidence also contrasts the findings of Sharma, Naiker,
and Lee (2009) which indicated that audit committee meeting frequency is positively
associated with the size of the audit committee and the level of institutional and
managerial ownership.
2.3.3 Insider Ownership and Corporate Performance
Farooque, Zijl, Dunstan and Karim (2010) investigated whether dominant shareholder(s)
of a firm enhance performance in Bangladesh. By using simultaneous equations approach
the study found that there was a significant positive co-deterministic relationship between
ownership concentration and firm performance indicating that ownership concentration
and firm performance simultaneously impact each other. The evidence contrasted the
views of Ping and Hsien (2009) whose study showed that there was an inverse
relationship between insider ownership and corporate performance. However, Jelinek and
Stuerke (2009) found that managerial equity ownership is nonlinearly and positively
associated with return on assets and asset utilization.

Ping and Hsien (2009) examined the determinants and interrelations between corporate
ownership structure and corporate performance. By using F-test, LM-test and Hausman
test to determine the best statistical method (ordinary least squares method, fix effects
model or random effects method) the study showed an inverse relationship between
insider ownership and corporate performance. This evidence is contrary to Farooque, Zijl,
Dunstan and Karim (2010) views that there is a significant positive co-deterministic
relationship between ownership concentration and firm performance. In addition, Bokpin,
Isshaq and Otchere (2011) found that there was a positive relationship between Tobin's Q
and inside ownership.
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Bokpin, Isshaq and Otchere (2011) examined the impact of ownership structure and
corporate governance on corporate liquidity policy from a developing country
perspective, Ghana Stock Exchange (GSE). By using multiple regressions the study found
that there was a positive relationship between Tobin's Q and inside ownership. This study
introduced the perspective that even through insider ownership had positive relationship
with firm performance there was no significant relationship between corporate
governance and insider ownership. The evidence supported the views of Farooque, Zijl,
Dunstan and Karim (2010). In contrast, Ping and Hsien (2009) found that government
institutional ownership and incorporated companies ownership have a significant negative
correlation with corporate performance.
Denise and Robert (2009) investigated the association between the percentage of common
stock held by a company's CEO and measures of financial performance in down markets.
By using linear regression the researchers found that although firms with
high insider ownership generally outperform other firms, this relationship is diminished in
down markets, particularly for firms with the highest levels of insider ownership. This
evidence contrasts the views of Robert, Boylan and Denise (2009) that high insider
ownership led to high price earnings over time. In addition, this evidence contrasts the
views of Farooque, Zijl, Dunstan and Karim (2010) that there is a significant positive codeterministic relationship between ownership concentration and firm performance.

Robert, Boylan and Denise (2009) investigated the impact that high insider ownership on
the stock price returns of firms with high price earnings ratio (top 20%) and low price
earnings ratio (bottom 20%). By using linear regression the study found that high insider
ownership firms with high price earnings ratio tend to sustain high stock price returns
over time. The study also found that firms with low price earnings ratio tend to sustain
low stock price returns over time. This evidence is similar to the views of Farooque, Zijl,
Dunstan and Karim (2010) that there is a significant positive co-deterministic relationship
between ownership concentration and firm performance. In addition, Bokpin, Isshaq and
Otchere (2011) found that there was a positive relationship between Tobin's Q and inside
ownership.
2.3.4 Board Compensation and Corporate Performance
Byrd, Cooperman and Wolfe (2010) examined how board tenure affects the compensation
of CEOs in publicly traded US banks. By using least squares regression methodology the
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researchers found that the relationship between CEO pay and median tenure of outside
directors was positive where CEO tenure was greater than six years, supporting a CEO
allegiance hypothesis. According to Zheng (2010), the percentage of equity-based
compensation increases during the early years of tenure for outside CEOs and decreases
during the later years of tenure for inside CEOs. Li and Qian (2011) found that outside
CEO Directors on the compensation committee are associated with higher CEO
compensation. Also the findings indicated that excess CEO compensation attributable to
outside CEO Directors leads to poor future firm-operating performance.
2.3.5 Social Performers and Regulation
Miles and Miles (2013) explored whether socially responsible firms recognise the
potential conflicts that come with higher levels of executive compensation, and thus limit
executive pay relative to what is being paid in other firms. By using multiple regressions
on a stratified sample of Fortune 1000 companies, the findings of the study showed that
companies identified as good corporate social performers do in fact have lower levels of
executive compensation and there is some support found for a positive relationship
between social and financial performance. Due to active pressure groups about executive
compensation new regulations were introduced as discussed by Hemphill and Lillevik
(2009) and Earle and Wilkerson (2012).

Increased debates around executive compensation pay as highlighted by Miles and Miles
(2013) have led to Regulators seeking to introduce regulation to regulate executive
compensation. Hemphill and Lillevik (2009) discussed the issues surrounding ―say-onpay‖ legislation in the US. Through an exploratory approach the study found that whether
a ―say-on-pay‖ policy was instituted or not, was not the issue, but the ability for
shareholders to have proxy access and successfully pressure the board of directors to
implement an appropriate executive compensation policy. According to Earle and
Wilkerson (2012), interpretation of the Dodd-Frank Act's claw back requirements
indicated that recovery of ―windfall‖ compensation was to be carried out without regard
to misconduct if there is a financial misstatement.
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2.4 Independence of Corporate Boards and Financial Performance
2.4.1 Global Trends and Convergence
Davies and Schlitzer (2008) reviewed corporate governance literature; especially global
code of corporate governance from an international perspective. By using a wide ranging
literature review, the study found that there was a convergence that fundamental features
of shareholder protection, independence of directors and establishment of committees
may be the preferred way forward. The proportion of outside directors and CEO nonduality were negatively associated with institutional and technical weakness ratings
(Zhang, 2012). According to Ameer, Ramli and Zakaria (2010), firm-boards with a high
representation of outside and foreign directors are associated with better performance
compared to those firm-boards that have a majority of insider executive and affiliated
non-executive directors.
2.4.2 Firm Performance
Zhang (2012) aimed to link board demographic diversity and independence to corporate
social performance. By using data collected from various sources for a sample of 475
publicly traded Fortune 500 companies over five years, the findings indicated that the
proportion of outside directors and CEO non-duality were negatively associated with
institutional and technical weakness ratings. This evidence supports the view of McCabe
and Nowak (2008) which suggests that majority of independent minds, reduced the
hazard of group think. According to Davies and Schlitzer (2008), there was a
convergence that fundamental features of shareholder protection, independence of
directors and establishment of committees may be the preferred way forward.

McCabe and Nowak (2008) examined the views of directors of public-listed Australian
companies regarding the role of the independent director. By using a grounded research
approach where 30 directors were interviewed the findings indicate that a majority of
independent minds expressing multiple points of view was perceived to reduce the board
room hazard of ―group think.‖ Firm-boards with a high representation of outside and
foreign directors are associated with better performance (Ameer, Ramli and Zakaria,
2010). According to Yuan (2009), there are still shortcomings in China regarding the role
of independent directors such as unclear of the independence nature, irrationality of
designation method, incomplete incentive system and short of relative responsibility
mechanism which restrict independent director system to be brought into full play.
20

Ameer, Ramli and Zakaria (2010) examined the relationship between board composition
and firm performance using a board-level aggregation variable. By using linear regression
to analyse panel data set of non-financial listed Malaysian firms over five years. The
findings showed that firm-boards with a high representation of outside and foreign
directors are associated with better performance compared to those firm-boards that have
a majority of insider executive and affiliated non-executive directors. This evidence
supports the view of Zhang (2012) that the proportion of outside directors and CEO nonduality were negatively associated with institutional and technical weakness ratings.
According to McCabe and Nowak (2008), boards with more independent directors
reduced the hazard of group think.

Nyamongo and Temesgen (2013) investigated the effect of corporate governance on the
performance of 37 commercial banks in Kenya over the period 2005-2009. By using two
measures of performance, ROA and ROE, and regression analysis the study found that
the existence of independent board directors tends to enhance the performance of the
banks in Kenya. This evidence supports the views of Ameer, Ramli and Zakaria (2010)
that firms with outside directors were associated with better performance. In addition, the
proportion of outside directors and CEO non-duality were negatively associated with
institutional and technical weakness ratings (Zhang, 2012).

Mir and Seboui (2008) investigated whether governance mechanisms approximated by
the board characteristics can help bridge the gap between Economic Value Added (EVA)
and market values approximated by Created Shareholder Value (CSV). The researchers
used discriminant analysis and stepwise regression and found out that governance
characteristics such as board independence are important in explaining the differences
between the results provided by CSV and EVA. This evidence supports the view of
Nyamongo and Temesgen (2013) that the existence of independent board directors tends
to enhance the performance. Corporate board independent of its CEO is effective in
monitoring timely remediation of control problems and thus enhancing performance of
the organisation (Mitra, Hossain and Marks, 2012).

Evidence shows that in addition to increased performance, independent boards also have
better monitoring capabilities. Mitra, Hossain and Marks (2012) examined the association
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between the corporate ownership characteristics and the timely remediation of internal
control weaknesses over financial reporting. By using ordered and binary logistic
regression models the findings showed that a corporate board independent of its CEO is
effective in monitoring timely remediation of control problems. According to Mir and
Seboui (2008), governance characteristics such as board independence are important in
explaining the differences between the results provided by CSV and EVA. This evidence
supports the view of Nyamongo and Temesgen (2013) that the existence of independent
board directors tends to enhance the performance of banks.
2.4.3 Board Independence and Debt
Dunn and Sainty (2009) investigated the link between qualitative measures of a firm's
Board of Directors and its corporate social performance. By using a longitudinal sample
to measure the firm‘s risk and financial performance, the study found that board
independence was positively related to social performance but shareholder orientation
was not. A positive relationship between social performance with both financial
performance and debt was found. Aldamen and Duncan (2012) concur that that
companies with higher levels of corporate governance are more likely to access interest
bearing debt relative to no-debt companies. However, Abor (2008) found that
management ownership is negatively related to debt levels.
2.4.4 Discretionary Accruals
Epps and Ismail (2009) examined the relationship between corporate governance and
earnings management in US context and provide further insights on the effects of board
of directors' characteristics on earnings management. The researchers used descriptive
statistics, univariate analysis and multivariate analysis and findings indicated that firms
with 100 percent independent and nominating compensation committees have more
negative discretionary accruals. However, firms with 75-90 percent independent board
have higher positive discretionary accruals. Iqbal and Strong (2010) suggest that firms
with higher debt to equity ratios, with lower proportions of non-executive directors, are
more likely to use discretionary current accruals to manipulate earnings around rights
issues. A negative relation was found between value of managerial share ownership and
discretionary accruals at lower levels of value of ownership (Khan and Mather, 2013).
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2.4.5 Barriers facing Non Executive Directors (NEDs)
Kakabadse, Yang and Sanders (2010) aimed to examine whether boards of directors with
independent members function as effective corporate governance mechanisms in Chinese
State-Owned Enterprises (SOEs). By using 21 in-depth, semi-structured interviews; the
study found that the NED system is weak in China as a result of the concentrated
ownership structure, unique business culture, intervention of controlling shareholders and
the lack of understanding of the benefits brought by NEDs. It is difficult for NEDs to be
independent from those who appoint them and this prevents them from monitoring and
controlling management effectively. This evidence contrasts the views of Mitra, Hossain
and Marks (2012) and supports the views of Soobaroyen and Mahadeo (2012).
Soobaroyen and Mahadeo (2012) examined whether the expectations and requirements
contained within the corporate governance code have an impact on how accountability is
perceived, understood and practiced by company board members in an emerging
economy like Mauritius. By using semi-structured interviews of board members in listed
and non-listed companies; the study found that there were specific issues with the INED
as an accountability mechanism in that there is much fuzziness on his/her role and
motivations and whether INEDs can conceivably contribute to a socialising form of board
accountability. This evidence suggests that there are accountability issues with INEDs
contrary to the views of Mitra, Hossain and Marks (2012) that independent boards also
have better monitoring capabilities. This evidence is also contrary to the views of Ameer,
Ramli and Zakaria (2010) that firms with outside directors were associated with better
performance.
Annuar (2012) examined whether Non-Executive Directors (NEDs) in Malaysian Public
Listed Companies (PLCs) may be facing certain barriers in the performance of their roles.
By using interviews the study found that majority of the interviewees perceived that the
barriers were either non-existent or at least manageable. The culture effect may also
mediate their effectiveness in performing their roles. This evidence supports the views of
Kakabadse, Yang and Sanders (2010) that culture has an effect on the board
independence system in organisations. Bezemer, Peij, Kruijs and Maassen (2013) indicate
that non-executive directors mainly experience challenges that are manageable such as:
the ability to ask management critical questions, information asymmetries and
management of the relationship between executive and non-executive directors.
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2.5 Chapter Summary
The literature reviewed highlighted various findings and trends on the research questions
highlighted earlier in the introduction. Literature reviewed was important to the study as it
revealed what had been studied; methodologies used by other researchers and gave a
basis for this study. The study in the following chapters focuses on research methodology
in chapter 3, results and findings in chapter 4 and discussions, conclusions and
recommendations in chapter 5.
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CHAPTER THREE
3.0 RESEARCH METHODOLOGY
3.1 Introduction
The previous chapters highlighted the statement and background of the problem, the
objectives, importance; scope of the study and literature review. This chapter details the
research design, population and sampling design, data collection methods, research
procedures and data analysis methods.

3.2 Research Design
According to Cooper and Schindler (2001), research design is the blueprint for fulfilling
objectives and answering questions. The research design is a plan on the overall scheme
or program of the research and includes an outline of what the researcher does from
writing hypotheses and their operational implications to the final analysis of data. A
structure is the framework, organisation or configuration of the relations among variables
of a study. A research design expresses both the structure of the research problem and the
plan of investigation used to obtain empirical evidence on relations of the problem.
The research designs used in the study were descriptive and explanatory research.
Descriptive research method was used in the study to describe the characteristics of the
phenomenon or situation by creating a profile of a group of problems, people or events.
This research design attempted to answer the questions who, where, when, what and
whom. Explanatory research design was used in the study to explain the reasons of the
phenomenon that the descriptive research method described. This method attempts to
answer the question why (Cooper and Schindler, 2001).
The independent variables described in the study were technical expertise of the board,
director ownership, director compensation and independence of the board. The dependent
variable was financial performance of banks. Descriptive research design described the
characteristics of the variables while the explanatory research design explained the
reasons why the independent variables affected the dependent variable. The study used
descriptive and inferential statistics to analyse the data collected.
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3.3 Population and Sampling Design
3.3.1 Population
Population refers to total collection of elements about which the study wishes to make
some inferences. A population element is the subject on which the measurement is being
taken. It is the unit of study (Cooper and Schindler, 2001). The population of the study
was all the licensed commercial banks in Kenya as at 31 December 2012. The unit of
study was a licensed commercial bank in Kenya. As defined earlier, a licensed
commercial bank is a company which carries on, or proposes to carry on, banking
business in Kenya. According to the Central Bank of Kenya (2013), out of
the 43 institutions, 30 are locally owned and 13 are foreign owned. The locally owned
financial institutions comprise 3 banks with significant shareholding by the Government
and State Corporations and 27 Commercial Banks.
Table 3.1 Population Distribution of Licensed Commercial Banks in Kenya
Ownership

Private Financial Institution

Public Financial
Institution

Local

27

3

Foreign (over 50%

13

Nil

ownership)
Source: Central Bank of Kenya (2013)
3.3.2

Sampling Design

3.3.2.1 Sampling Frame

According to Cooper and Schindler (2001), this is the list of elements from which the
sample is actually drawn. It is the list containing the population elements of interest. The
sampling frame of this study was a list of all the licensed commercial banks in Kenya and
was sourced from the Central Bank of Kenya, the Regulator of the banking industry in
Kenya.
3.3.2.2 Sampling Technique

The study used stratified random sampling on elements in each stratum. According to
Cooper and Schindler (2001), stratified random sampling is the process by which the
sample is constrained to include elements from each of the segments. This study used
stratified random sampling to increase the sample statistical efficiency compared to
simple random sampling, to provide adequate data for analysing the various sub
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populations, eliminate intra-stratum differences and to enable different research methods
and procedures to be used in different strata. The strata in the study were based on the
ownership of the banks (local or foreign) and whether the shareholders were private or
public. The strata in the study were; private local ownership, public local ownership,
private foreign ownership and public foreign ownership.
3.3.2.3 Sampling Size

A sample is a group of cases, respondents, or records comprised of part of the target
population carefully selected to represent that population (Cooper and Schindler, 2001).
According to Krejcie and Morgan (1970), the sample size is determined using the below
formula at a confidence level of 95%:
Sample size = X2 NP (1-P)
= 3.84 x 43 x0.5 (1-0.5)
= 38.76 approx 39
d2 (N-1) + X2P (1-P) 0.52x (43-1) + 3.84 x 0.5 (1-0.5)
Where:
X2=table value of Chi square @ d .f. =1 for desired confidence level 0.10=2.71,
0.05=3.84, 0.01=6.64, 0.001=10.83
N=population size
P=population proportion (assumed to be 0.5)
d = degree of accuracy (expressed as a proportion)

Based on the above formula the sample size of the study was 39 banks. To allocate total
sample in the various strata the study used proportionate stratified sampling. According to
Cooper and Schindler (2001), proportionate stratified sampling is where each stratum is
properly represented so that the sample drawn from it is proportionate to the stratum‘s
share of the total population. This technique of allocating the sample size has a higher
statistical efficiency than simple random sample, is much easier to carry out than other
stratifying methods and provides a self weighting sample.
The sample size in the various strata is detailed in table 3.2 below using a weight. The
weight was derived as follows:
= Sample size = (39/43) = 0.9070
Total population
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Table 3.2 Sample Size based on the Stratification of Banks
Sample size

Private Financial

Public Financial

Institution

Institution

Local

24

3

Foreign (over 50% ownership)

12

Nil

By using judgemental sampling, executive directors of one bank were interviewed as
well. The rationale of choosing one bank was mainly due to rapport developed between
the researcher and the board members and stringent confidentiality requirements in the
banking industry. It was not be possible to gain interviews with board members of other
banks.

3.4 Data Collection Methods
According to Cooper and Schindler (2001), primary data relates to raw data without
interpretation or pronouncements that represent an official opinion or position. Secondary
data on the other hand are interpretations of primary data. This study used both primary
and secondary data. The primary data and secondary data answered the following
research questions; how technical expertise, director ownership, director compensation
and independence of corporate boards influences financial performance of banks in
Kenya. Through the review of financial statements, the financial performance of the
subjects was identified and analysed.
The tools of data collection used in the study were interview guide and secondary data
review guide. According to Cooper and Schindler (2001), an interview guide is a set of
guidelines detailing how to conduct interviews, how to increase respondents‘ motivation,
how to gather data, record the interview and interviewer training and selection. The
secondary data review guide mainly details how to review the data provided and highlight
key aspects that address the research questions.
The interview guide was important because it enabled the interviewer to have more
control, allowed for interpretation of questions by the interviewer and allowed the
interviewer to probe for more in depth information from the interviewee. The secondary
data guide was important because it focussed on the questions to be addressed, the
researcher had total control over the method and limited biasness as the data was not
initially collected for the study.
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3.5 Research Procedures
The interview guide was pretested on a team of bankers to determine how well designed
the interview guide was. The team of bankers was chosen because they understood the
research questions under review. Feedback from the pre-test interviews was incorporated
into the final interview guide used. Quality control was determined as the researcher
conducted the interviews with the board members.
The interview guide was designed as follows; identified the research questions to be
addressed, identified key themes of the research questions as discussed earlier in the
literature review and developed questions on the key themes. The questions were both
structured and unstructured in order to probe the interviewee on their understanding of the
key themes and what their effect was on the financial performance of the bank. The
interviews were held with board members of one bank to gain an understanding of the
research questions from the perspective of board members. The interviews were
conducted by the researcher for an average period of thirty to forty five minutes per
interview. The interviewer was the researcher because the researcher was a banker and
had developed a rapport with the board members.
The secondary data guide was designed as follows; identified the research questions to be
addressed, identified key themes of the research questions as discussed in the literature
review, identified the source of the secondary data to be used, ascertained the accuracy of
the secondary data by ensuring certification by professional bodies, identified data to be
analysed and recording templates to be used. The secondary data used for the study were
audited published financial statements for the year ended 31 December 2012. The
published financial statements were collected from the banks‘ websites. The following
areas were reviewed from the published financial statements; board expertise and
experience from the profiles of the board of directors, director shareholding and
remuneration from the corporate governance disclosure note, board independence from
various board committee disclosures and financial performance.

3.6 Data Analysis Methods
According to Cooper and Schindler (2001), data analysis relates to editing and reducing
accumulated data to a manageable size, developing summaries, looking for patterns and
applying statistical techniques. The data preparation techniques involved coding of the
interview results and secondary data reviews to enable analysis. The interview and
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secondary data review results were coded in an ordinal categorically manner in order for
analysis to be done. Editing of the data was done in order to remove interviewer error,
inconsistencies, ambiguity and omissions. Cleaning of the data was conducted especially
on missing responses either through substituting with a neutral value generally the mean
response to the variable, or imputed response which followed the responses of other
respondents to the variable or case-wise deletion where respondents with missing entries
were deleted or pair-wise deletion which means deletion of all cases of any missing
values.
Descriptive statistics display characteristics of location, spread and shape of an array of
data. Inferential statistics includes the estimation of population values and the testing of
the statistical hypotheses (Cooper and Schindler, 2001). Descriptive statistics were used
to describe the basic features of the data in the study. Descriptive statistics provided
simple summaries and formed the basis of virtually every quantitative analysis of data.
Inferential statistics were used because they permitted the researcher to generalise to a
population of individuals based upon information obtained from a limited number of
research participants. This study used hypotheses testing, linear regression and
correlations. Hypotheses testing were done through formulation of the null and alternative
hypotheses. From each research question the null hypotheses were formulated that stated
that the independent variables did not influence the dependent variable.
Linear regression and correlations were formulated through the mathematical form:
Y1=β0 + β1X
(Where; X is the variable represented on the X-axis (independent variable), β1 is the slope
of the line; β0 is the Y intercept, and Y1 is the predicted values of Y for the various values
of X.)
Correlations of the independent and dependent variables were analysed to identify the
strength of the relationship between the variables under study. Statistical Package for the
Social Sciences (SPSS) was the tool used to analyse the data collected through descriptive
and inferential statistics. The analysed data was presented through tables.
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3.7 Chapter Summary
This chapter detailed the research design, population and sampling, data collection
methods, research procedures and data analysis methods. Research methodology is an
important section in research because it details how the research is conducted, tools and
techniques to be used. The study in the following chapters focuses on results and findings
in chapter 4 and discussions, conclusions and recommendations in chapter 5.
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CHAPTER FOUR
4.0 RESULTS AND FINDINGS
4.1 Introduction
The previous chapters highlighted the statement and background of the problem, the
objectives, importance; scope of the study, literature review and research methodology.
This chapter details the results and findings of how technical expertise of corporate
boards, director ownership and compensation, independence of corporate boards
influences financial performance of banks in Kenya.

4.2 Technical Expertise of Corporate Boards and Financial Performance
4.2.1 Descriptive Statistical Results and Findings
A sample of 37 banks was analysed using SPSS after data from 2 banks was missing and
removed from the analysed data. Descriptive statistics were used to describe the basic
features of technical expertise of board of directors of banks in Kenya.
4.2.1.1 Educational Qualifications

The study sought to evaluate the mean of board of directors‘ educational qualifications.
The results in table 4.1 indicated that 76% of board directors were university graduates
while 24% of them possessed professional qualifications such as Certified Public
Accountants, Management Certification, and Law among others. The results indicated
that technical expertise of board of directors in terms of educational qualifications was
high.
Table 4.1 Educational Qualifications
Educational Qualifications
Professional qualifications
University graduate
Total

Frequency

Percent

9

24.3

28
37

75.7
100.0

4.2.1.2 Expertise

The study sought to evaluate the mean of board of directors‘ expertise. From table 4.2, the
expertise levels of the board of directors were high. 68% of the boards had 4 or more
levels of expertise; mainly Banking, Financial Management, Commerce and Strategic
Management. The results highlighted that expertise of board of directors was high.
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Table 4.2 Expertise
Levels of Expertise
2 Levels of expertise
3 Levels of expertise
4 Levels of expertise
More than 4 Levels of expertise

Frequency
2
10
13

Percent
5.4
27.0
35.1

12

32.4

37

100.0

Total
4.2.1.3 Experience in Years

The study sought to evaluate the mean of the board of directors‘ experience in years. The
results in table 4.3 showed that 68% of the board of directors had over 15 years
experience in their areas of expertise. The results highlighted that experience in years of
the board of directors was high.
Table 4.3 Experience in Years
Experience in Years
Between five and 10 years

Frequency

Percent

1

2.7

Between 10 and 15 years
Between 15 and 20 years
Over 20 years
Total

11
13
12
37

29.7
35.1
32.4
100.0

The results of the interviews conducted indicated that technical expertise of board of
directors was critical in the adequate monitoring of banks. Critical assessment of
information provided to the board of directors during board meetings required technical
expertise. Having adequate experience was also important in robust corporate governance
practices. Qualified board members were also seen as influencers of key outcomes
fostering respect and trust among board members. The selection of board of directors was
conducted based on both educational qualifications and expertise thereby ensuring high
qualifications of the board directors. This was done mainly due to sophisticated bank
products and services; without properly qualified individuals the oversight of banks‘
boards would be inadequate. Induction of new board members into the roles and
evaluation of all directors was important as it ensured that expertise of the board members
increased year on year.
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4.2.2

Cross Tabulations

4.2.2.1 Educational Qualifications

The study sought to compare the mean of board of directors‘ educational qualifications in
small, medium and large banks. From the results in table 4.4, large and medium banks
had directors who were more qualified in terms of education compared to small banks.
65% of small banks‘ directors were university graduates compared to 79% of medium
banks‘ directors and 100% of large banks‘ directors.

The results indicated that

educational qualifications of board directors in large banks were high compared to small
and medium banks.
Table 4.4 Peer Group and Educational Qualifications Cross tabulation

Peer Group
Small
Medium
Large
Total

Educational Qualifications
Professional
qualifications
University graduate
6
11
3
11
0
6
9
28

Total

17
14
6
37

The study sought to compare the mean of board of directors‘ educational qualifications in
local, foreign and public banks. From the results in table 4.5, 65% of local banks‘
directors were university graduates compared to 91% of foreign banks‘ directors and
100% of public banks‘ directors. The results showed that board of directors in public
banks had higher educational qualifications compared to local and foreign banks.
Table 4.5 Classification and Educational Qualifications Cross tabulation

Classification
Local
Foreign
Public
Foreign Branch
Total

Educational Qualifications
Professional
University
qualifications
graduate
8
15
1
8
0
3
0
2
9
28

Total

23
9
3
2
37

4.2.2.2 Expertise

The study sought to compare the mean of board of directors‘ expertise in small, medium
and large banks. The results in table 4.6 indicated that 47% of small banks‘ boards had
over 4 levels of expertise compared to 79% of medium banks‘ boards and 100% of large
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banks‘ boards. The results showed that board of directors‘ expertise was higher in large
banks compared to medium and small banks‘ directors.
Table 4.6 Peer Group and Expertise Cross tabulation

Peer Group
Small
Medium
Large
Total

Expertise

Total

More than
2 Levels of 3 Levels of 4 Levels of 4 Levels of
expertise
expertise
expertise
expertise
1
8
7
1
1
2
6
5
0
0
0
6
2
10
13
12

17
14
6
37

The study sought to compare the mean of board of directors‘ expertise in local, foreign
and public banks. The results in table 4.7 showed that 65% of local banks‘ boards had
over 3 levels of expertise compared to 82% of foreign banks‘ boards and 33% of public
banks‘ boards. The results indicated that foreign banks‘ boards had more expertise
compared to public and local banks‘ boards.
Table 4.7 Classification and Expertise Cross tabulation
Expertise

Classification
Local
Foreign
Public
Foreign Branch
Total

2 Levels
of
expertise
1
1
0
0
2

3 Levels
of
expertise
7
1
2
0
10

4 Levels
of
expertise
7
4
0
2
13

Total
More
than 4
Levels of
expertise
8
3
1
0
12

23
9
3
2
37

4.2.2.3 Experience in Years

The study sought to compare the mean of board of directors‘ experience in years in small,
medium and large banks. The results in table 4.8 indicated that 59% of directors in small
banks had over 15 years experience compared to 64% in medium banks and 100% in
large banks. The results highlighted that board of directors in large banks had more
experience in years compared to directors in small and medium banks.
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Table 4.8 Peer Group and Experience in Years Cross tabulation

Peer Group
Small
Medium
Large
Total

Between
five and 10
years
0
1
0
1

Experience in years
Between
Between
10 and 15 15 and 20
years
years
7
8
4
3
0
2
11
13

Total
Over 20
years
2
6
4
12

17
14
6
37

The study sought to compare the mean of board of directors‘ experience in years in local,
foreign and public banks. The results in table 4.9 showed that directors in public banks
had the highest level of experience in years with 100% of all directors having over 15
years experience compared to 65% in local banks and 64% in foreign banks. The results
indicated that directors in public banks had more experience in years compared to foreign
and local banks.
Table 4.9 Classification and Experience in Years Cross tabulation

Classification
Local
Foreign
Public
Foreign Branch
Total

Between
five and
10 years
0
1
0
0
1

Experience in years
Between Between
10 and 15 15 and 20
years
years
8
8
3
2
0
2
0
1
11
13

Total
Over 20
years
7
3
1
1
12

23
9
3
2
37

4.2.3 Correlations
Inferential statistics were conducted which included correlations between technical
expertise and financial performance. Inferential statistics conducted in the study sought to
evaluate the relationship between technical expertise and financial performance. The
hypotheses and results are detailed below.
Null hypotheses (Ho) were formulated as follows:
Ho: there was no significant relationship between educational qualifications and expertise.
Ho: there was no significant relationship between educational qualifications and
experience in years. Ho: there was no significant relationship between expertise and
experience in years. Ho: there was no significant relationship between educational
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qualifications and net profit. Ho: there was no significant relationship between expertise
and net profit. Ho: there was no significant relationship between experience in years and
net profit.
The results in table 4.10 indicated with 90% confidence that there was a significant
relationship between educational qualifications and expertise and therefore rejected the
null hypothesis. The results also indicated with 95% confidence that there was a
significant relationship between educational qualifications and experience in years and
therefore rejected the null hypothesis. However, the results indicated that there was no
significant relationship between expertise and experience in years and therefore accepted
the null hypothesis.
The results in table 4.10 also indicated that there was no significant relationship between
educational qualifications and net profit and therefore accepted the null hypothesis.
However, the results indicated with 90% confidence that there was a significant
relationship between expertise and net profit and therefore rejected the null hypothesis.
Also, the results indicated with 95% confidence that there was a significant relationship
between experience in years and net profit and therefore rejected the null hypothesis.
Table 4.10 Technical Expertise and Financial Performance Correlations
Net
Educational
Experience profit in
Qualifications Expertise
in years KShs'000
Educational
Qualifications

Pearson
1
.456(**)
Correlation
Sig. (2-tailed)
.005
N
37
37
Expertise
Pearson
.456(**)
1
Correlation
Sig. (2-tailed)
.005
N
37
37
Experience in
Pearson
.351(*)
.315
years
Correlation
Sig. (2-tailed)
.033
.058
N
37
37
Net profit in
Pearson
.294
.581(**)
KShs'000
Correlation
Sig. (2-tailed)
.078
.000
N
37
37
** Correlation is significant at the 0.01 level (2-tailed).
* Correlation is significant at the 0.05 level (2-tailed).

37

.351(*)

.294

.033
37

.078
37

.315

.581(**)

.058
37

.000
37

1

.411(*)

37

.011
37

.411(*)

1

.011
37

37

4.2.4 Linear Regression Analysis
Linear regression analyses were conducted and the results are detailed below. As
indicated by model 3 in table 4.11 which contains all the three variables that make up
technical expertise. There was a linear relationship detailed as follows:
Y=-269,994 x1 + 2,041,712x2 + 1,089,522 x3 -9,464,085
Where;

x1 stands for educational qualifications;
x2 stands for expertise;
x3 stands for experience in years; and
Y stands for net profit which is an indicator of financial performance.

The results indicated that without technical expertise a bank would make a loss of
approximately KShs 9.4 billion. Every 1 level increase in educational qualifications led to
a reduction in net profit of KShs 270 million while every 1 level increase in expertise led
to an increase in net profits of KShs 2.04 billion while every 1 level increase in
experience in years led to an increase in net profit of KShs 1.09 billion.
Table 4.11 Technical Expertise and Financial Performance Coefficients
Standardised
Unstandardised Coefficients Coefficients

Model

1

(Constant)

2

Educational
Qualifications
(Constant)

3

Educational
Qualifications
Expertise
(Constant)

B
Std. Error
3,751,441.259
4,559,487.567

Beta

2,443,531.617 1,344,629.914

.294

3,338,581.559
7,498,266.913
297,332.155

t
B

Sig.
Std.
Error

-1.215

.232

1.817

.078

-2.246

.031

1,304,248.732

.036

.228

.821

2,244,158.774 622,562.747
3,422,828.203
9,464,084.560

.565

3.605

.001

-2.765

.009

-.032

-.207

.837

.514

3.322

.002

.261

1.772

.086

Educational
-269,994.157 1,304,882.718
Qualifications
Expertise
2,041,711.896 614,543.592
Experience in
1,089,522.319 614,698.240
years
a Dependent Variable: Net profit in KShs'000
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4.3 Director Ownership and Compensation and Financial Performance
4.3.1 Descriptive Statistical Results and Findings
Descriptive statistics were used to describe the basic features of director ownership and
compensation of board of directors of banks in Kenya.
4.3.1.1 Director Compensation

The study sought to determine the median and range of average director compensation
per annum. The results in table 4.12 indicated that the average compensation of a director
in the Kenyan banking industry was KShs 6,626,830 per annum. The range between the
highest paid director and the lowest paid director was KShs 48,077,000 which was a
result of foreign branches not paying their directors any fees and emoluments compared
to large local banks. The results highlighted that there was a huge disparity in director
compensation across the banks.
Table 4.12 Statistics on Average Compensation per Director in KShs'000
N

37
0
6,626.83
48,077
3,148.77
6,626.83
12,627.00

Missing
Median
Range
Percentiles

25
50
75

4.3.1.2 Director Shareholding

The study sought to evaluate the mean of the shareholding held by directors in the banks.
The results in table 4.13 showed that in 95% of the banks, directors held insignificant
shareholding. The results indicated that director shareholding in the banks was largely
insignificant.
Table 4.13 Shareholding held by Directors
Shareholding held in %
Insignificant shareholding less than 25%

Frequency

Percent

35

94.6

2

5.4

37

100.0

Significant shareholding more than or equal to 25%
Total
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4.3.1.3 Number of Directors with Shareholding

The study sought to evaluate the mean of the directors with shareholding. The results in
table 4.14 showed that in 81% of the banks, directors did not hold any shares in their
capacity as directors. The results showed that in majority of the banks, directors did not
have any shareholding in these financial institutions.
Table 4.14 Number of Directors with Shareholding
Number of Directors with
Shareholding
0
1
5
6
7
8
Total

Frequency
30
3
1
1
1
1
37

Percent
81.1
8.1
2.7
2.7
2.7
2.7
100.0

The results of the interviews conducted indicated that director shareholding was used by
shareholders to ensure that directors‘ main objective remained maximisation of
shareholder returns and therefore eliminating the agency conflicting goals. However
regulation by the Central Bank of Kenya has curtailed the use of this method to eliminate
agency costs by requiring banks to seek approval before appointing directors with
shareholding of 5% and above in the institutions they seek to be directors in.
4.3.2

Cross Tabulations

4.3.2.1 Director Compensation

The study sought to compare the mean of director compensation in small, medium and
large banks. The results in table 4.15 showed that 94% of small banks compensated
directors less than KShs 8 million per annum compared to 79% of medium banks and
83% of large banks that compensated directors more than KShs 8 million. The results
showed that large and medium banks gave their directors more compensation compared
to small banks. This was mainly due to the financial strength of the large and medium
banks that had larger balance sheets compared to small banks.
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Table 4.15 Peer Group and Average Compensation per Director Cross tabulation
Average compensation per
director in KShs'000
0
1,317
1,702
2,164
2,319
2,528
3,139
3,159
3,268
3,591
3,736
4,019
4,894
4,971
5,376
6,513
6,627
7,952
8,147
8,256
8,875
8,935
10,062
10,379
10,883
12,000
13,254
13,793
14,142
15,353
15,596
16,388
17,575
32,312
48,077
Total

Peer Group
Medium
2
0
0
0
0
0
0
0
1
0
0
0
0
0
0
0
0
0
1
0
1
1
1
1
1
0
1
0
1
1
0
1
1
0
0
14

Small
1
1
1
1
1
1
1
1
0
1
1
1
1
1
0
1
1
1
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
1
0
17

Total
Large
0
0
0
0
0
0
0
0
0
0
0
0
0
0
1
0
0
0
0
1
0
0
0
0
0
1
0
1
0
0
1
0
0
0
1
6

3
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
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The study sought to compare the mean of director compensation in local, foreign and
public banks. From the results in table 4.16, 48% of local banks paid their director more
than KShs 8 million per annum compared to 45% of foreign banks and 33% of public
banks. The results indicated that a higher proportion of local banks compensated their
directors an average of KShs 8 million or more compared to public and foreign banks.
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Table 4.16 Classification and Average Compensation per Director Cross tabulation
Average compensation
per director in
KShs'000

0
1,317
1,702
2,164
2,319
2,528
3,139
3,159
3,268
3,591
3,736
4,019
4,894
4,971
5,376
6,513
6,627
7,952
8,147
8,256
8,875
8,935
10,062
10,379
10,883
12,000
13,254
13,793
14,142
15,353
15,596
16,388
17,575
32,312
48,077
Total

Classification
Local
0
0
0
1
0
1
1
1
0
1
1
0
1
1
1
1
1
1
1
0
1
0
1
0
1
0
1
0
1
0
1
1
1
1
1
23

Foreign
1
0
0
0
1
0
0
0
1
0
0
1
0
0
0
0
0
0
0
1
0
1
0
0
0
1
0
1
0
1
0
0
0
0
0
9

Public
0
1
1
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
1
0
0
0
0
0
0
0
0
0
0
0
3

Total
Foreign
Branch
2
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
2

3
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
37

4.3.2.2 Director Shareholding

The study sought to compare the mean of director shareholding in small, medium and
large banks. The results in table 4.17 indicated that 6% of small banks had directors
owning more than 25% shareholding compared to 7% of medium banks and 0% in large
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banks. The results indicated that directors in small and medium banks were more likely to
have more than 25% shareholding compared to directors in large banks.
Table 4.17 Peer Group and Shareholding held by Directors Cross tabulation

Peer Group
Small
Medium
Large
Total

Shareholding held by directors
Significant
Insignificant
shareholding
shareholding less
more than or
than 25%
equal to 25%
16
1
13
1
6
0
35
2

Total

17
14
6
37

The study sought to compare the mean of director shareholding in local, foreign and
public banks. The results in table 4.18 indicated that 9% of local banks had directors
owning more than 25% shareholding compared to 0% in foreign and public banks. The
results indicated that directors in local banks were more likely to have more than 25%
shareholding compared to directors in foreign and public banks.
Table 4.18 Classification and Shareholding held by Directors Cross tabulation

Classification
Local
Foreign
Public
Foreign Branch
Total

Shareholding held by directors
Significant
Insignificant
shareholding
shareholding
more than or
less than 25% equal to 25%
21
2
9
0
3
0
2
0
35
2

Total

23
9
3
2
37

4.3.2.3 Number of Directors with Shareholding

The study sought to compare the total number of the directors with shareholding in small,
medium and large banks. The results in table 4.19 indicated that in small banks only 1
director had shareholding compared to 7 directors in medium banks and 21 directors in
large banks. The results indicated that in large banks more directors had shareholding
compared to directors in small and medium banks. However shareholding by directors in
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large banks was insignificant as indicated in table 4.17 compared to medium and small
banks.
Table 4.19 Peer Group and Number of Directors with Shareholding Cross
tabulation
Peer Group
0
16
13
1
30

Small
Medium
Large
Total

Number of Directors with Shareholding
1
5
6
7
1
0
0
0
0
0
0
1
2
1
1
0
3
1
1
1

Total
8
0
0
1
1

17
14
6
37

The study sought to compare the total number of the director with shareholding in local,
foreign and public banks. The results in table 4.20 indicated that 20 directors in local
banks had shareholding compared to 9 directors in foreign banks. No directors in public
banks had any shareholding in the banks. The results indicated that directors in local
banks were more likely to have shareholding in the institutions compared to directors in
foreign and public banks.
Table 4.20 Classification and Number of Directors with Shareholding Cross
tabulation
Classification
Local
Foreign
Public
Foreign Branch
Total

0
18
7
3
2
30

Number of Directors with Shareholding
1
5
6
7
2
1
1
1
1
0
0
0
0
0
0
0
0
0
0
0
3
1
1
1

Total
8
0
1
0
0
1

23
9
3
2
37

4.3.3 Correlations
Inferential statistics were conducted which included correlations between average director
compensation, director shareholding, number of directors with shareholding and financial
performance.

Inferential statistics conducted in the study sought to evaluate the

relationship between

director compensation, director ownership and financial

performance. The hypotheses and results are detailed below.
Null hypotheses (Ho) were formulated as follows:
Ho: there was no significant relationship between director shareholding and average
director compensation. Ho: there was no significant relationship between number of
directors with shareholding and average director compensation. Ho: there was no
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significant relationship between director shareholding and number of directors with
shareholding. Ho: there was no significant relationship between average director
compensation and net profit. Ho: there was no significant relationship between director
shareholding and net profit. Ho: there was no significant relationship between number of
directors with shareholding and net profit.
The results in table 4.21 indicated that there was no significant relationship between
average compensation per director and director shareholding and therefore accepted the
null hypothesis. However, the results indicated with 90% confidence that there was a
significant relationship between average compensation per director and number of
directors with shareholding and therefore rejected the null hypothesis. In addition, the
results indicated with 95% confidence that there was a significant relationship between
director shareholding and number of directors with shareholding and therefore rejected
the null hypothesis.
The results in table 4.21 also indicated with 90% confidence that there was a significant
relationship between average director compensation and net profit and therefore rejected
the null hypothesis. However, the results indicated that there was no significant
relationship between director shareholding and net profit and therefore accepted the null
hypothesis. Also, the results indicated with 90% confidence that there was a significant
relationship between number of director with shareholding and net profit and therefore
rejected the null hypothesis.
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Table 4.21 Average Compensation per Director, Director Shareholding and
Financial Performance Correlations
Average
compensation Shareholding
Net
per director
held by
Director
profit in
in KShs'000
directors
Shareholding KShs'000
Average
compensation
per director in
KShs'000

Pearson
1
.060
Correlation
Sig. (2.726
tailed)
N
37
37
Shareholding
Pearson
.060
1
held by
Correlation
directors
Sig. (2.726
tailed)
N
37
37
Director
Pearson
.459(**)
.377(*)
Shareholding
Correlation
Sig. (2.004
.022
tailed)
N
37
37
Net profit in
Pearson
.487(**)
-.088
KShs'000
Correlation
Sig. (2.002
.606
tailed)
N
37
37
** Correlation is significant at the 0.01 level (2-tailed).
* Correlation is significant at the 0.05 level (2-tailed).

.459(**)

.487(**)

.004

.002

37

37

.377(*)

-.088

.022

.606

37

37

1

.631(**)
.000

37

37

.631(**)

1

.000
37

37

4.3.4 Linear Regression Analysis
Linear regression analyses were conducted and the results are detailed below. As
indicated by model 3 in table 4.22 which contains all the three variables that make up
average director compensation and director shareholding. There was a linear relationship
detailed as follows:
Y=78,011 x1 - 5,564,723x2 + 1,174,841 x3 +6,422,916
Where;

x1 stands for average director compensation;
x2 stands for director shareholding;
x3 stands for number of directors with shareholding; and
Y stands for net profit which is an indicator of financial performance.

The results indicated that without average director compensation, director shareholding
and number of director shareholding a bank would make a profit of approximately KShs
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6.4 billion. Every 1 level increase in average director compensation led to an increase in
net profit of KShs 78 million while every 1 level increase in director shareholding led to a
decrease in net profit of KShs 5.56 billion while every 1 level increase in number of
directors with shareholding led to an increase in net profit of KShs 1.17 billion.
Table 4.22 Average Director Compensation, Director Shareholding and Financial
Performance Coefficients
Model

Standardised
Unstandardised Coefficients Coefficients

1

B
473,712.757

2

3

`Std. Error
737,317.262

(Constant)
Average
compensation
190.195
57.594
per director in
KShs'000
(Constant)
2,396,491.412 2,553,302.018
Average
compensation
192.915
58.012
per director in
KShs'000
Shareholding
2,347,369.108
held by directors 1,847,281.602
(Constant)
6,422,915.991 2,178,775.522

Average
compensation
78.011
51.657
per director in
KShs'000
Shareholding
2,004,364.714
held by directors 5,564,723.263
Director
1,174,840.850 249,412.318
Shareholding
a Dependent Variable: Net profit in KShs'000
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t

Beta

B
.642

Sig.
Std.
Error
.525

.487

3.302

.002

.939

.355

.494

3.325

.002

-.117

-.787

.437

2.948

.006

.200

1.510

.141

-.352

2.776

.009

.672

4.710

.000

4.4 Independence of Corporate Boards and Financial Performance
4.4.1 Descriptive Statistical Results and Findings
Descriptive statistics were used to describe the basic features of board independence in
banks in Kenya.
4.4.1.1 Executive Directors

The study sought to determine the mean of the executive directors in the banks. The
results in table 4.23 indicated that all banks had at least 1 executive director. 54% of
banks had 1 executive director in the board of directors while 16% of banks had 3 or
more executive directors in the board. The results indicated that most of the boards had
only 1 executive director.
Table 4.23 Number of Executive Directors
Number of Executive
Directors
1
2
3
4
Total

Frequency
20
11
3
3
37

Percent
54.1
29.7
8.1
8.1
100.0

4.4.1.2 Non-Executive Directors

The study sought to determine the mean of the non-executive directors in the banks. The
results in table 4.24 indicated all the banks had 4 or more non-executive directors and
73% of the banks had 6 or more independent directors. These results indicated that the
majority of directors in the boards are non-executive.
Table 4.24 Number of Non-Executive Directors
Number of Non-Executive
Directors
4
5
6
7
8
9
10
11
Total

Frequency
7
3
9
7
5
4
1
1
37
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Percent
18.9
8.1
24.3
18.9
13.5
10.8
2.7
2.7
100.0

The results of the interviews conducted indicated that board independence was critical in
adequate oversight of the board of directors. Banks therefore ensured a healthy mix
between executive and non executive directors. As indicated above, at least all banks had
1 executive director and 4 non-executive directors. These results showed that banks‘
boards had a mix of 1:4 between executive and non executive directors respectively. This
ensured that board oversight was appropriate with non-executive directors acting as a
check for executive directors in the boards. The interviews also revealed that independent
directors were critical in boards as they reduced homogeneity and groupthink which
impede effective decision making. Information asymmetry and board overstretch were
highlighted as being challenges to the sufficient oversight by the board of directors.
4.4.2

Cross Tabulations

4.4.2.1 Executive Directors

The study sought to compare the mean of the executive directors in small, medium and
large banks. From the results in table 4.25, 76% of small banks had only 1 executive
director compared to 57% of medium banks and 83% of large banks who had more than 1
executive director. Also, 43% of medium banks had 2 executive directors while 50% of
large banks had 4 executive directors in the board of directors. The results indicated that
large banks had more executive directors compared to medium and small banks.
Table 4.25 Peer Group and Number of Executive Directors Cross tabulation
Peer Group
Small
Medium
Large
Total

Number of executive directors
1
2
3
13
4
0
6
6
2
1
1
1
20
11
3

Total
4
0
0
3
3

17
14
6
37

The study sought to compare the mean of the executive directors in local, foreign and
public banks. From the results in table 4.26, 9% of local banks had more than 2 executive
directors in the board compared to 27% in foreign banks and 33% in public banks. Public
banks had more executive directors compared to local and foreign banks.
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Table 4.26 Classification and Number of Executive Directors Cross tabulation
Classification
Local
Foreign
Public
Foreign Branch
Total

1
13
4
2
1
20

Number of executive directors
2
3
8
1
2
1
0
1
1
0
11
3

Total
4
1
2
0
0
3

23
9
3
2
37

4.4.2.2 Non-Executive Directors

The study sought to compare the mean of the non-executive directors in small, medium
and large banks. The results in table 4.27 indicated that 65% of small banks had 6 or more
non executive directors compared to 79% of medium banks and 83% of large banks.
Large banks had more non-executive directors compared to small and medium banks.
Table 4.27 Peer Group and Number of Non-Executive Directors Cross tabulation
Peer Group
Small
Medium
Large
Total

Number of independent directors
5
6
7
8
9
10
1
7
2
1
1
0
1
1
4
4
1
1
1
1
1
0
2
0
3
9
7
5
4
1

4
5
2
0
7

Total
11
0
0
1
1

17
14
6
37

The study sought to compare the mean of the non-executive directors in local, foreign and
public banks. In table 4.28, 70% of local banks had 6 or more non-executive directors
compared to 73% in foreign banks and 100% in public banks. Public banks had more
non-executive directors than local and foreign banks.
Table 4.28 Classification and Number of Non-Executive Directors Cross tabulation
Classification
Local
Foreign
Public
Foreign Branch
Total

4
5
1
0
1
7

Number of independent directors
5
6
7
8
9
10
2
6
3
4
2
0
1
2
3
1
1
0
0
1
1
0
1
0
0
0
0
0
0
1
3
9
7
5
4
1
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Total
11
1
0
0
0
1

23
9
3
2
37

4.4.3 Correlations
Inferential statistics were conducted which included correlations between board
independence and financial performance. Inferential statistics conducted in the study
sought to evaluate the relationship between executive directors, non-executive directors
and financial performance. The hypotheses and results are detailed below.
Null hypotheses (Ho) were formulated as follows:
Ho: there was no significant relationship between number of executive directors and
number of non-executive directors. Ho: there was no significant relationship between
number of executive directors and net profit. Ho: there was no significant relationship
between number of non-executive directors and net profit.
The results in table 4.29 indicated that there was no significant relationship between
number of executive directors and number of non-executive directors and therefore
accepted the null hypothesis. However, the results indicated with 90% confidence that
there was a significant relationship between number of executive directors and net profit
and therefore rejected the null hypothesis. In addition, the results indicated with 90%
confidence that there was a significant relationship between number of non-executive
directors and net profit and therefore rejected the null hypothesis.
Table 4.29 Number of Executive, Non-Executive Directors and Financial
Performance Correlations
Number of
independent
directors
1

Number of
independent directors

Pearson Correlation
Sig. (2-tailed)
N
37
Number of executive Pearson Correlation
.212
directors
Sig. (2-tailed)
.208
N
37
Net profit in KShs'000 Pearson Correlation
.434(**)
Sig. (2-tailed)
.007
N
37
** Correlation is significant at the 0.01 level (2-tailed).
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Number
of
executive
directors
.212
.208
37
1
37
.551(**)
.000
37

Net profit
in
KShs'000
.434(**)
.007
37
.551(**)
.000
37
1
37

4.4.4 Linear Regression Analysis
Linear regression analyses were conducted and the results are detailed below. As
indicated by model 2 in table 4.30 which contains the two variables that make up board
independence. There was a linear relationship detailed as follows:
Y=1,854,702 x1 + 650,652x2 -5,254,475
Where; x1 stands for number of executive directors;
x2 stands for number of non-executive directors; and
Y stands for net profit which is an indicator of financial performance.
The results indicated that without any executive and non-executive directors a bank
would make a loss of approximately KShs 5.3 billion. Every 1 level increase in the
number of executive directors led to an increase in net profit of KShs 1.85 billion while
every 1 level increase in number of non-executive director led to an increase in net profit
of KShs 651 million.
Table 4.30 Number of Executive, Non-Executive Directors and Financial
Performance Coefficients
Model

Unstandardised Coefficients

1

(Constant)

B
Std. Error
2,031,567.669
3,407,103.878

2

Number of
independent
directors
(Constant)
Number of
independent
directors

850,214.109

298,053.493

Standardised
Coefficients
Beta

.434

263,943.995

Number of
executive
1,854,702.454 519,845.455
directors
a Dependent Variable: Net profit in KShs'000
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B
1.677

Sig.
Std.
Error
.102

2.853

.007

2.867

.007

.332

2.465

.019

.481

3.568

.001

1,832,871.369
5,254,475.492
650,652.360

t

4.5 Chapter Summary
This chapter detailed the results and findings of how technical expertise of corporate
boards, director ownership and compensation, independence of corporate boards
influence financial performance in the banking industry in Kenya. The results are mixed
and indicated that there was a significant relationship between expertise and financial
performance however; there was no significant relationship between educational
qualifications and financial performance.

The results also indicated that there was a significant relationship between average
director compensation, number of directors with shareholding and financial performance.
However, there was no significant relationship between director shareholding and
financial performance. The results indicated that there was a significant relationship
between number of executive directors, number of non-executive directors and financial
performance. The study in the following chapters focuses on discussions, conclusions and
recommendations in chapter 5.

53

CHAPTER FIVE
5.0 DISCUSSIONS, CONCLUSIONS AND RECOMMENDATIONS
5.1 Introduction
The previous chapters highlighted the statement and background of the problem, the
objectives, importance; scope of the study, literature review, research methodology,
results and findings. This chapter details the discussions and conclusions of how technical
expertise of corporate boards, director ownership and compensation, independence of
corporate boards influences financial performance of banks in Kenya. The chapter also
details recommendations for improvement and further studies in corporate governance in
the banking industry in Kenya.

5.2 Summary
The general objective of this study was to examine influence of board effectiveness to
financial performance in the banking industry in Kenya. The specific objectives of the
study were; how technical expertise, director ownership, director compensation and
independence of corporate boards influence financial performance of banks in Kenya.
The study used descriptive and explanatory research designs. A sample of 39 banks from
a population of 43 banks was studied, identified through proportionate stratified
sampling. The study used interviews and financial statements were reviewed to answer
the research questions. Also, the study used descriptive statistics and inferential statistics
such as linear regression and correlation to answer the research questions. SPSS was used
to analyse the data collected through descriptive and inferential statistics and the analysed
data was presented using tables.

The results indicated that the technical expertise of most boards was high with 76% of
directors being university graduates, 68% of bank board‘s had 4 or more levels of
expertise and 68% of directors had more than 15 years in experience. The results
indicated that there was a significant relationship between educational qualifications and
expertise; educational qualifications and experience in years; expertise and financial
performance; experience in years and financial performance. However, there was no
significant relationship between educational qualifications and financial performance.
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The results indicated that average compensation per director was KShs 6,626,830 per
annum. In 95% of the banks, directors had insignificant shareholding while in 81% of the
banks; directors did not hold any shares in their capacity as directors. The results showed
that there was a significant relationship between average compensation per director and
number of directors with shareholding; director shareholding and number of directors
with shareholding; average compensation per director and financial performance; number
of directors with shareholding and financial performance. However the results indicated
that there was no significant relationship between director shareholding and financial
performance. All banks had 4 or more non-executive directors as well as 1 or more
executive directors. 73% of banks had 6 or more non-executive directors while 54% of
banks had 1 executive director and the mix between the number of executive directors
and non-executive directors was 1:4. There was a significant relationship between the
number of executive and non-executive directors and financial performance.

5.3 Discussion
5.3.1 Technical Expertise of Corporate Boards and Financial Performance
From the results of the linear regression analysis highlighted in section 4.2.4, there was a
negative linear relationship between educational qualifications of directors and financial
performance. The results contrast the findings of Hsu (2010) which showed that
educational background of directors positively related to firm performance. However, the
results support the views of Ujunwa (2012) regarding small firms, which indicated that
PhD qualification was negatively linked to firm performance. The results of the study
contrast those of Darmadi (2013) which indicated that degree holding CEOs from
prestigious domestic universities performed significantly better than those without such
qualifications. The results of the correlations in section 4.2.3; indicated that there was a
significant relationship between educational qualifications and expertise. These results
support the views of Hsu (2010) whose study linked both variables closely in determining
their impact on financial performance.
The results of this study highlighted in section 4.2.4 showed that there was a positive
linear relationship between director expertise and financial performance. Section 4.2.3
highlighted that there was a significant relationship between director expertise and firm
performance. This evidence contrasts the findings of Shan, George and McIver (2011)
which highlighted that the expertise of the board was not a significant determinant of firm
performance in China. In addition, the results of the study contrast the findings of Hsu
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and Pongpitch (2010) which indicated that there was an unclear relationship between
efficiency performance and financial expertise in audit committee. However the results
support the views of Mustafa and Youssef (2010) which highlighted that an independent
audit committee member is only effective if he/she is a financial expert.
The results of this study highlighted in section 4.2.4 indicated that there was a positive
linear relationship between experience in years of directors and financial performance.
Section 4.2.3 highlighted that there was a significant relationship between experience of
directors in years and financial performance. The results of the study support the findings
of Shiah-Hou and Cheng (2012) which indicated that director experience has
economically positive impacts on firm accounting and market performance. The evidence
of this study support the views of Petri and Soublin (2010) whose study found that a
board should possess the necessary depth and breadth of experience to gain the respect
and trust of the executive.
According to Hou and Cheng (2012), outside director experience has an economic impact
on the firm‘s accounting and market performance. The results of the interviews detailed
in section 4.2.1 showed that board experience was important in ensuring robust corporate
governance; this evidence supports the views of Alänge and Steiber (2009) which
indicated that board competence and experience were important in creating board
commitment for sustainable major organisational change.
The results of the study highlighted in section 4.2.1 indicated that board members who
were highly qualified were seen to be key influencers. These results support the views of
Ingley, Vander, Coral and Walt (2008) that highly qualified board members were able to
influence management and foster trust and respect. These findings also supported the
views of Bossio and Sheehan (2013) that indicated that providing the right information
about organisation‘s business model lead to constructive dialogue which helped build
trusting relationships in the board. The results of the interviews conducted, highlighted in
section 4.2.1 showed that critical assessment of information provided to the board of
directors during board meetings required technical expertise. These findings support the
views of Roy (2011) that indicated that there was a strong association between board
expertise and each type of information received.
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5.3.2 Director Ownership and Compensation and Financial Performance
The results of this study detailed in section 4.3.4 indicated that there was a positive linear
relationship between average compensation of directors per annum and financial
performance. The results support the views of Shiah-Hou and Cheng (2012) whose study
showed that director compensation has economically positive impact on firm‘s
accounting and market performance. However the results of the study do not support the
views of Florackis (2008) which indicate that managerial compensation are strongly
associated with agency costs. The results in section 4.3.4 highlighted that there was a
significant relationship between average compensation per director and firm performance.
However the results of the study do not support the views of Hsu and Pongpitch (2010)
there is no clear relationship between firm performance and board compensation.
According to Li and Qian (2011), excess CEO compensation attributable to outside CEO
Directors leads to poor future firm-operating performance; these findings contrast the
findings of this study highlighted in section 4.3.4. Also the results of this study contrast
those of Miles and Miles (2013) which suggest that companies identified as good
corporate social performers do in fact have lower levels of executive compensation and
there is some support found for a positive relationship between social and financial
performance.
The results of this study detailed in section 4.3.4 indicated that there was a negative linear
relationship between director shareholding and financial performance. However, there
was a positive linear relationship between number of directors with shareholding and
financial performance. The results detailed in section 4.3.3 indicated that there was a
significant relationship between number of directors with shareholding and financial
performance. There was also a significant relationship between average director
compensation and financial performance; however, there was no significant relationship
between director shareholding and financial performance.
The results of this study in section 4.3.4 contrast the views of Shan, George and McIver
(2011) that ownership concentration was significant in determining in firm performance.
However the results of this study support the views of Florackis (2008) which indicate
that managerial ownership and ownership concentration are strongly associated with
agency costs. Jelinek and Stuerke (2009) found that managerial equity ownership is nonlinear and negatively associated with the expense ratio these findings are contrary to those
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of this study. According to Akhtaruddin and Haron (2010), board ownership increased
agency costs as a result of information asymmetry between firm management and outside
directors; these findings support the results of this study.
Farooque, Zijl, Dunstan and Karim (2010) found that there was a significant positive codeterministic relationship between ownership concentration and firm performance; these
findings contrast the results of this study found in section 4.3.4. However, Ping and Hsien
(2009) found that there is an inverse relationship between insider ownership and
corporate performance. Bokpin, Isshaq and Otchere (2011) found that there was a positive
relationship between Tobin‘s Q and insider ownership; these findings contrast the
findings in section 4.3.3 of this study. In addition these results also contrast those of
Robert, Boylan and Denise (2009) which showed that that high insider ownership led to
high price earnings over time. Also the views of Dunstan and Karim (2010) show that
there is a significant positive co-deterministic relationship between ownership
concentration and firm performance; these views contrast the findings of the study in
section 4.3.3.
5.3.3 Independence of Corporate Boards and Financial Performance
The results of this study in section 4.4.4 highlighted that there was a positive linear
relationship between number of executive directors and firm performance. There was also
a positive linear relationship between number of non-executive directors and firm
performance. The results of the correlation analysis indicated that there was a significant
relationship between number of executive directors and firm performance. In addition, the
results also showed that there was a significant relationship between number of nonexecutive directors and firm performance.
The results of this study support the views of Ameer, Ramli and Zakaria (2010) which
suggest that a high representation of outside and foreign directors was associated with
better performance compared to firm-boards that have majority of insider executive. The
results also support the views of Nyamongo and Temesgen (2013) whose study found that
the existence of independent board directors tends to enhance the performance of banks in
Kenya. According to Mir and Seboui (2008), board independence was important in
explaining the differences between the results provided by CSV and EVA; these findings
support the findings of this study. However, Sun, Xiangjing and Xu (2012) found that
independent audit committee was not associated with better loss reserve quality; these
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findings were contrary to those of this study which found out that board independence
was significantly associated with firm performance.
The results of the interviews in section 4.4.1 also supported the views of McCabe and
Nowak (2008) which suggested that majority of independent mind reduced the hazard of
group think. Also, these results supported the views of Mitra, Hossain and Marks (2012)
which showed that boards independent of its CEO were effective in monitoring timely
remediation of control problems. The results in section 4.4.1 showed that the mix between
executive and non executive directors was 1:4 supporting the views of Zhang (2012)
which indicated that the proportion of outside directors were negatively associated with
institutional and technical weaknesses ratings. Also the results in section 4.4.1 support the
views of Davies and Schlitzer (2008) which indicated that there was a convergence that
fundamental features of shareholder protection, independence of directors may be the
preferred way forward.
The results of the correlations detailed in section 4.4.3 indicated that there was a
significant relationship between the number of executive directors, number of nonexecutive directors and financial performance. The results of the study contrast the views
of Epps and Ismail (2009) which showed that firms with 100 percent independent
committees have more negative discretionary accruals compared to firms with 75-90
percent independent committees. The findings indicated in section 4.4.1 that major
challenges facing board was board overstretch mainly due to the numerous
responsibilities heaped on board members and lack of understanding of the roles of the
board members. These results support the views of Soobaroyen and Mahadeo (2012)
which found that there were specific issues with the INED as an accountability
mechanism in that there was much fuzziness on the role and motivations of the INED.
The findings in section 4.4.1 highlighted that information asymmetry was a challenge
identified by the board members hindering sufficient oversight by the board members.
These findings contrast with the views of Roy (2011) that there was a weaker relationship
between board independence and information received compared to board expertise and
information received. However the findings support the views of Bossio and Sheehen
(2013) which indicated that providing the right information about an organisations
business model led to constructive dialogue regarding the quality of the business model
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and helps in building trusting relationships in the board and ensured they succeeded over
the long term.

5.4 Conclusions
5.4.1 Technical Expertise of Corporate Boards and Financial Performance
This study sought to evaluate the impact of board technical expertise on financial
performance of banks in Kenya. To achieve this objective, three components were
analysed namely; educational qualifications, expertise and experience in years through
correlations and linear regression. The findings of the study indicated that technical
expertise of most boards was high and there was a significant relationship between board
expertise and financial performance; experience in years of directors and financial
performance. However, there was no significant relationship between educational
qualifications and financial performance.
5.4.2 Director Ownership and Compensation and Financial Performance
This study sought to determine the impact of director ownership and compensation on
financial performance in the banking industry in Kenya. To achieve this objective, three
components were analysed namely; average compensation per director, director
shareholding and number of directors with shareholding through correlations and linear
regression. The results indicated that average compensation per director was KShs
6,626,830 per annum. Shareholding held by directors in banks was mainly insignificant
however there was a linear relationship between shareholding held by directors, director
compensation and financial performance. The results showed that there was a significant
relationship between average compensation per director and financial performance;
number of directors with shareholding and financial performance. However there was no
significant relationship between director shareholding and financial performance.
5.4.3 Independence of Corporate Boards and Financial Performance
This study sought to verify the impact of board independence on financial performance in
the banking industry in Kenya. Two components were analysed namely; number of
executive directors and number of non-executive directors through correlations and linear
regression. The results indicated that all banks had 1 or more executive directors and 4 or
more non-executive directors. The mix between the number of executive directors and
non-executive directors in the banks was 1:4 and there was a significant relationship
between the number of executive and non-executive directors and financial performance.

60

5.5 Recommendations
5.5.1

Recommendations for Improvement

5.5.1.1 Technical Expertise of Corporate Boards and Financial Performance

From the results of this study, technical expertise of corporate boards in the banking
industry in Kenya was high; however, there was a negative linear relationship between
educational qualifications and financial performance. This highlights that although
director educational qualifications were important director expertise and experience in
years had more significant impact on the financial performance of the banks than
educational qualifications. Local and public banks should seek to increase the levels of
expertise in the board to eliminate groupthink and homogeneity. Large banks had all their
directors with over 15 years experience compared to small and medium banks. From
interviews, it was clear that director induction and evaluation should be conducted
annually for directors to understand their roles effectively and how well they achieved
their objectives year on year.
5.5.1.2 Director Ownership and Compensation and Financial Performance

From the results of the study, although average director compensation did not have the
highest impact on financial performance compared to director shareholding; average
director compensation had a positive linear relationship with financial performance. Local
large banks were the highest payers in terms of director emoluments and fees compared to
large foreign banks and yet firm performance was not significantly different. Local banks
should reconsider the high director compensation and instead encourage more directors to
have insignificant shareholding which will lead to reduction of agency theory conflicts
and increase financial performance.
5.5.1.3 Independence of Corporate Boards and Financial Performance

From the results of the study, the mix between the number of executive directors and nonexecutive directors was 1:4 which was commendable as it ensured adequate monitoring of
the financial institutions. However during the interviews, it was noted that the role of nonexecutive directors was not well defined and information provided to non-executive
directors was limited compared to information available to executive directors. This led to
mistrust among the board members and non commitment from non-executive members.
Banks should strive to eliminate this information asymmetry in order to have sufficient
and appropriate oversight, commitment and trust among board members.
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5.5.2 Recommendations for Further Studies
This paper examined whether technical expertise of board members, director
compensation, director shareholding and board independence influences financial
performance of banks in Kenya. The results were mixed indicating that educational
qualifications and director shareholding had a negative linear relationship with financial
performance whereas board independence, number of directors with shareholding,
expertise and experience in years had a positive linear relationship with financial
performance. The researcher recommends further research on the following areas; impact
of information provided to board members on firm performance and whether board
independence and lower director compensation are positively related to social
performance.
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Appendix I

APPENDICES
Interview Guide
Interview guide on the effectiveness of corporate
governance in Banks in Kenya
Research conducted in partial fulfillment of the
requirement for the Degree of Masters in Business
Administration (MBA)

Interview No. ________________
Notes by __________________

Date __________________

Section I: Introduction
1. Thank the interviewee for availing themselves to be interviewed
2. Explain who you are, why you are conducting this research and the importance of the
research to the interviewee.
3. Explain how the interview will be conducted and how long the interview will take
4. Assure the interviewee of confidentiality and obtain consent from the interviewee to
proceed with the interview.
5. Inquire if there are any questions/comments before the interview starts?
Section II: Context
6. Request the interviewee to talk briefly about his role as a director in the organisation and
the role of corporate governance in banking organisations
7. What aspects of the corporate governance are you familiar with?
Objective 1:
8. What are the key characteristics that a board should possess to be effective?
9. What level of technical expertise should a director possess to be effective in a board?
Why?
10. Is experience important for a director to adequately fulfill their duties? How?
Objective 2:
11. Does director compensation and shareholding influence director duties? How?
Objective 3:
12. What level of board independence do you advocate for? Why?
13. Are non executive directors required in boards? Why?
14. Are corporate governance regulations set out by the Regulator useful?
15. Is there any tangible benefit from implementation of corporate governance practices in
your organisation? Explain.
16. What challenges impede board effectiveness in your organisation?
17. What challenges is the banking industry in Kenya facing regarding corporate governance
requirements?
18. What recommendations would you give to overcome these challenges?
19. Where do you see corporate governance evolving to in the future?
Section III: Conclusion
20. Inquire from the interviewee if they would like to add anything else
21. Indicate that you will be analyzing the information received and writing out a report on
the findings in the next 3 months and if the interviewee is interested a copy of the report
would be sent to them for their review.
22. Thank the interviewee for their time.

A-1

Appendix II

Secondary Data Review Guide

Secondary data review guide on the effectiveness
of corporate governance in Banks in Kenya
Research conducted in partial fulfillment of the
requirement for the Degree of Masters in Business
Administration (MBA)

Organisation

Classification

Educational
qualification

Experience
in No. of
years

Average
Compensation
per directors

Shareholding
held by
directors

A-2

How many
directors have
shareholding?

Number of
independent
directors

Number
of
executive
directors

Net
profit

Capital
ratios

Liquidity
ratios

