EFFECT OF CASH HANDLING PRACTICES ON
FINANCIAL PERFORMANCE OF COMMERCIAL BANKS
IN KENYA

BY

MACTOSH MAKINI ONWONGA

UNITED STATES INTERNATIONAL UNIVERSITYAFRICA

FALL 2016

EFFECT OF CASH HANDLING PRACTICES ON
FINANCIAL PERFORMANCE OF COMMERCIAL BANKS
IN KENYA

BY

MACTOSH MAKINI ONWONGA

A Dissertation Report Submitted to the Chandaria School of
Business in Partial Fulfillment of the Requirement for the
Award of the Degree of Doctorate in Business Administration
(DBA)

UNITED STATES INTERNATIONAL UNIVERSITYAFRICA

FALL 2016
ii

STUDENT’S DECLARATION
I, the undersigned, declare that this is my original work and has not been submitted to any
other college, institution or university other than the United States International
University- Africa in Nairobi for academic credit.

Signed: ____________________________ Date: _____________________________

Mactosh Makini Onwonga (DBA 640171)

This thesis has been presented for examination with our approval as the appointed
supervisors.

Signed: ____________________________

Date:_________________________

Prof. George Achoki

Signed: ____________________________

Date:_________________________

Dr. Bernard Omboi

Signed: _____________________________

Date:_________________________

Dean, Chandaria School of Business

Signed: _____________________________

Date:_________________________

Deputy Vice Chancellor, Academic and Students Affairs

iii

COPYRIGHT
This work is the product of the author, hence no part of this paper shall reproduced or
transmitted electronically, or mechanically including photocopying, reprinted or
redesigned without the prior permission of the author.
Mactosh Makini Onwonga © 2016

iv

DEDICATION
To my dad, the late Benjamin Onwonga Keari and my mum Aska Binsari Onwonga for
instilling in me the passion for knowledge, hard work, dedication and determination for
success. In your eyes nothing is impossible, a trait I picked and will keep the embers
glowing. I owe it to you and to God. To my brother James Keari Onwonga and sister
Pamela Onwonga, I owe it to you. To my wife Nancy, son Isaac and daughters Vivian
and Stacy for believing in my passion for knowledge and moral support. May the
Almighty God bless you all.

v

ACKNOWLEDGEMENTS
I express my sincere gratitude to all the people who offered their assistance and
encouragement during the development of this thesis.
Special thanks to my supervisor Prof. George Achoki and Dr. Bernard Omboi for the
overwhelming support accorded in sharpening my research knowledge, improving my
research work and creating a flexible and friendly environment for need base
consultation.
A debt of gratitude to my family, for their encouragement and emotional support, without
which, this journey would not have been possible.
Finally, I thank all my colleagues, whose insights and inspirations assisted in this study.

vi

ABSTRACT
Poor cash handling practices by commercial banks leads to massive losses that ultimately
leads to a negative performance and in extreme circumstances, closure of the commercial
banks. The rising cases of fraud as a result of poor cash handling practices in the Kenyan
commercial banks since 2011 have been overwhelming. This is evidenced by recent cases
of cash in transit being stolen by security firms contracted to transport the cash. The
continuous increase in cases of poor cash handling practices has not made the commercial
banks to adopt better and more improved measures to curb the vice of cash fraud. If so,
the financial sector is likely to continue experiencing losses of cash unless better cash
storage, cash transportation, cash insurance and cash reconciliation are adopted. The
general objective of this study was to establish the effect of cash handling practices on the
financial performance of commercial banks in Kenya. Specifically, the study sought to
establish the effect of cash reconciliation, cash transport, cash storage and cash insurance
practices on financial performance of commercial banks of Kenya. The research was
carried out through a descriptive survey research design. Descriptive design was used
because it focused on complex analysis to bring out the correlation of variables. The
study population was all the 43 commercial banks registered and licensed to operate in
Kenya. These commercial banks formed the unit of analysis. A census was conducted on
all the banks. The sampling frame of the survey of the banks was one head of operations
and head of finance from each of the 43 commercial banks located in Nairobi County.
The target respondents was hence 86. The study used both primary and secondary data for
analysis. Inferential analysis techniques including correlation, regression and t-tests were
used to achieve the study objectives. SPSS version 21 was used for analysis. The study
findings indicated that the correlation between cash reconciliation, cash transport, cash
storage as well as cash insurance and financial performance is positive. Further results
indicated that cash reconciliation had a positive significant effect on return on equity
(ROE) and return on asset (ROA), cash transport had a positive significant effect on
ROA, cash storage had a positive significant effect on ROA but positive insignificant
effect on ROE, cash insurance had a positive significant effect on ROA but positive
insignificant effect on ROE. Organization size does not moderate the relationship
between cash handling practices and financial performance of commercial banks in
Kenya. The study concluded that cash reconciliation is positively and significantly related
to financial performance of commercial banks in Kenya, cash transport is positively and
significantly related to financial performance of commercial banks, the relationship
between cash storage and ROA is positive and significant and the relationship between
cash insurance and ROA is positive and significant. The study also concluded that
organization size does not moderate the relationship between cash handling practices and
financial performance of commercial banks in Kenya. The study recommends that
commercial banks and other financial institutions involved in handling of cash should put
in place proper reconciliation practices for instance increasing the frequency of
reconciling books. The study also recommends that commercial banks and other financial
institutions involved in handling of cash should put in place proper and advanced
practices when dealing with cash in transit for instance having a cash transport policy
which clearly stipulates how cash in transit should be handled and regularly reviewing the
contracts of companies which transport cash for them. Furthermore, the study also
recommends that commercial banks and other financial institutions involved in handling
of cash should put in place proper and advanced practices of cash storage for instance
investing in fire proof safes for storing cash and also in closed circuit television security
cameras for surveillance of cash storage areas and also invest in alarm system in cash
vii

storage areas and also restricted access to cash storage areas by lock, key, passwords and
other security measures so as to reduce fraud arising as a result of poor cash storage
practices. Another recommendation made by the study is that, commercial banks and
other financial institutions involved in handling of cash should put in place proper
strategies and policies which favor cash insurance for instance establishing and
implementing a clear a policy for insuring cash against uncertainties like internal theft by
employee, general theft (from outsiders) and fire . The study recommends that further
studies can be done to establish the effect of cash handling practices on financial
performance of other financial institutions other than commercial banks.
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CHAPTER ONE
1.0 INTRODUCTION
1.1 Background of the Study
Both banking and non-banking sector comprise of the financial sector. However, the
major cornerstone of every economy is the banking sector. The economy strives well
when the financial part of it is effective, intact and powerful (Chernobai et al., 2007). The
solution to any growing economy is the presence of an effective financial institution.
Financial sector forms the pillar of any economic growth as it intermediates cash between
surplus and deficit units. This triggers international trade, payment, financing, growth of
the economy and employment. World economies regard the financial institutions very
highly because they are instrumental to their growth. Nigeria‘s banking sector has
undergone numerous reforms over a period of time with an aim of achieving an effective
and efficient financial system (LinLi, 2007). The problems of banking institutions have
always existed there over the years. The challenges of banking institutions are
inescapable though they are instrumental to the development of the economy. Between
the year 1815 and 1850, 200 banks failed in England due to the fraud as indicated in the
economics and commerce dictionary (Soaga, 2012)
Fraud is a vice that cuts across nations, continents, environments or economies, it is not
constrained to banking institutions alone (Cheptumo, 2010). In Nigeria, banking failure
started way back to 1930s crisis of bank failure. Lack of trust in Nigerian financial
institutions had been a problem for years, (Nwankwo 1994). The crises started in 1930s
when traditional banks apart from the National bank failed. Even though the indigenous
banks of Nigeria survived the liquidators hammer, they did not escape the booming and
crashing of 1940s. Moreover, sixteen out of twenty-one indigenous banks collapsed
between 1952 and 1954. Despite various extensive operations such as rebranding,
restructuring, total takeovers by other stakeholders, 26 banks still failed which prompted
their liquidation in 1990s. The striking feature that dominates during the reforms in the
financial institutions‘ failures is fraud (Cheptumo, 2010).
Fraud as a result of cash mishandling significantly affects the Banks institutions in Kenya.
The media is awash with news of how banks are losing billions of shillings every year to
fraudsters (Mbuguah, 2013). While not all fraud losses are reported, information from the
Investigations Department (BFID) of the Central Bank of Kenya and the banking fraud
1

indicates that significant amounts are actually lost by banks each year in this country.
Money is lost due to loopholes caused by poor cash handling practices by banks which
leads to exploitation by the fraudsters (Kinyua, 2011). Cash is lost while under storage,
when in transit or through theft by bank employees who take advantage of the poor cash
reconciliation practices put in place. The recouping of the lost amounts is improved when
the losers have better cash insurance measures in place. According to Mbuguah (2013),
the net outcome of these huge losses is poor performance. For listed banks this could lead
to a drop in the value of their shares or more stringent oversight control by their multiple
regulators. For both listed and non-listed banks, this leads to lack of trust from their
customers hence they seek alternative banking institutions.
The Central bank of Kenya recognizes the kind of risk involved in handling cash. CBK
frequently circulates circulars encouraging the commercial banks operating in Kenya to
adhere to requirements which has been highlighted in the Risk Management Act (2013).
The central bank of Kenya came up with guidelines which every bank should adhere to in
order to reduce the risks involved with handling of cash. The risk management guidelines
provided by the CBK to the banking institutions stipulates that the banking institutions
should instigate, execute and rebuild a business-wide functional Risk Administrative
Framework that is wholly amalgamated into the bank‘s general risk administrative
processes (CBK Manual, 2015). Functional risk refers to the unpredictability of loss due
to insufficient or non-operational internal activities, humans and structures or due to
outside activities. Such risk may include loss of cash due to non-working intrinsic
techniques, people and institutions during CIT, storage or when reconciling various
accounts. The guidelines states that the developed framework should have reporting lines
and accountabilities, explain the bank‘s agreed performing unpredictability account and
approved risk mitigation strategies and instruments and demonstrate unpredictability
disclosure and administrative Information institutions. The risk administrative procedures
(2013) further highlights the guidelines for deciding whether and how occurrences can be
obtained from expatriates (CBK Manual, 2015).
Outsourcing of third party companies like security companies to offer CIT services and
securing the storage area of funds should follow certain procedures indicated by the
guidelines (Van Anholt, 2014). The guidelines requires that the bank should clearly state
the activities for undertaking expected attention in choosing of possible assistance
facilitators, sound fabrication of the outsourcing adjustment, containing possession of
2

property and privacy of information, together with the completion of privileges, schedules
for administering and overseeing the unpredictability in correlation with the outsourcing
organization, together with the monetary predicament of the of the service provider
(Kinyua, 2011), Establishment of an effective control environment at the bank and the
service facilitators, advancement of feasible continence strategy and implantation of allinclusive agreement and/or service category contracts with a specific distribution of
duties bounded by the outsourcing facilitator and the financial institution (McGuffey,
2016). Despite the fact that there are guidelines relating to operations of the commercial
banks concerning handling of cash, cases of fraud as a result of poor cash handling
practices has been on the rise. The research therefore sought to find out the influence of
money management practices on the achievement of the financial institutions working in
Kenya.
1.1.1 Cash Handling in Developed economies
According to Chernobai et al., 2007, Poor cash reconciliation led to the Enron scandal,
which to date remains one of the huge bankruptcy case ever witnessed on American soil.
Apart from the credit crisis, the largest insolvency case in the American history was a
deficit of six hundred million dollars. Imaginary returns were adopted to develop
imaginary equity so as to finance high unpredictability and eventually non-performing
agreements. This describes well a Ponzi scheme as posited by Berkowitz (2012). This
made it possible to hide from the shareowners and financiers the unpredictability.
Researchers attributed the collapse on several bad bookkeeping collapse and
administration intelligence: the institutions resources were dishonestly exaggerated by a
whooping twenty-four billion US dollars.
British Security Industry Association (2008) report indicates that with the decline in the
worldwide economy, money-in-transit lawlessness is increasing. In the United Kingdom,
approximately five hundred sterling pounds are being moved annually, or equivalently
1.4 billion sterling pounds daily. Cash robbed while being transported significantly
contributes to the financing of the illegal systematized lawlessness. The research findings
also revealed that in 2008, a thousand recorded raids facing the money transport logistics
in the United. Chernobai et al (2007) argues that this is in relation to a sum of four
thousand cartons utilized all through the year. Current information at the British Security
Industry Association indicates that the raids facing the money transport is still a severe
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hindrance and the raids and attacks are a prevalent and ever increasing difficulty across
internationally.
Owing to bad intrinsic monitoring in Barings Bank (the UK's old-aged brokered bank), a
deficit of a billion American dollars emerged from illegal transaction operations (Nick
Leeson, 1995). In the year 2008, a single merchant, Jerome Kerviel, misplaced 7.2 billion
US dollars in illegal European indicator Future transaction at the French financial
institution Société Générale. In early 2011, the Swiss Bank UBS experienced a US$2.3
billion deficit on deceitful Delta 1 and made transactions due to the activities of another
single merchant, Kweku Adoboli. From 2002 continued cases of illegal business have
affected the most international monetary businesses. Transaction monitoring failures were
oppressed by the illegal merchants at most of these financial sectors (GARP Risk
Professional, 2012)
According to the Brazilian case of Banco Central, the central bank of Brazil, break-in at
Fortaleza on the weekend of August 6, 2005 best exemplifies a classic bad money
management case. A group of robbers burrowed into the financial institution and made
away with five packages of 50-real notes, with an approximate worth of about 71.6
million USD at 2005 exchange rate (Soaga, 2012). The Brazilian burglary case typifies
bad money guarantee activities as the cash swindled was not insured. The incident
revealed bad money handling processes as robbers successfully avoided the financial
institutions‘ intrinsic security systems and the robbers managed to conceal themselves
until the bank resumed its operations at the next start of business (Chernobai et al., 2007).
Agricultural Bank of China burglary also exemplifies another international poor money
management practices which resulted in the misappropriation of approximately c.US$6.7
million at ABC Handan branch in Hebei province for a month in 2007. Money
misappropriation was pledged by 2 administrators with the help of 2 security custodians
who took manipulated the inefficient bookkeeping regulations at the financial institutions
to rob the money to participate in gaming practices (Lin Li, 2007).
1.1.2 Cash Handling in regional economies
Bank frauds caused by cash mishandling practices ranging from poor cash reconciliation,
poor cash storage, poor cash transport and the consequences faced as a result of poor cash
insurance is not a Kenyan problem alone as it spreads regionally to other countries. In
South Africa, it has been confirmed that the bank robbers who used to steal from the
4

financial institutions are currently engaging in cash in transport theft and automated teller
machines vandalism. According to Maree (2008), some of the robbers participate in
financial institutions like businesses such as casinos and precious stones selling points.
Busuulwa (2015) reports that bank cash fraud as a result of poor cash handling practices
have been experienced in Uganda more often. In a Ugandan case, fraudsters exploited
loopholes in the banking collection system to file and secure approval of false Customs
entries, forged letters of credit alongside creation of bogus companies that made
suspicious import orders. Most of these inputs are sourced from Chinese and Indian
manufacturers. The fraudsters used these mechanisms to exploit the loopholes in cash
storage practices of the Uganda Revenue Authority.
Tanzania, the second most powerful economy of East Africa after Kenya, continues to
experience cases of fraud from year to year. Just recently in 2005, the central bank of
Tanzania lost $87 million. This is a great lose to a country that heavily relies on foreign
funding. The fraud was masterminded by employees of the bank who took advantage of
the weak cash reconciliation loopholes at the bank to defraud the bank that amount of
money (Emmanuel, 2010). Further reports indicate that the frauds are moving towards
theft of cash in transit and cybercrimes to take advantage of hiccups in the IT systems of
financial institutions.
1.1.3 Cash Handling in Kenya
Commercial banks in Kenya face different challenges in their handling of cash as
handling of cash in itself is a risk (Njiraini, 2010). Cash reconciliation, cash storage, cash
transportation and cash insurance are some of the cash management technology practices
which commercial banks must have clear guidelines on. The banking establishments
employ specific measures to contain handling of money which eventually improve their
net worth. In the Kenyan context, cash handling practices especially reconciliation,
storage and transportation has faced various challenges of cash theft during
transportation. Consistency in theft greatly hurts the image of the commercial bank and
also cash balances at its disposal and this might affect its financial performance (BFID,
2013).
In Kenya, the cases of cash theft under storage, cash in transit and cash being stolen from
banks by internal collaborations a result of poor cash handling have been on the rise. Poor
cash handling practices among some Kenyan commercial banks has resulted in losses of
5

cash through cash in transit thefts during transportation, fraud at ATMs and credit centers,
thefts at Agents, thefts in banking halls and internal frauds due to poor cash
reconciliation. Inefficiencies in fraud fighting regulations and poor cash handling have
created opportunities for widespread cash thefts whereby close to a half of Kenyan
commercial banks have once suffered from economic crime (Deloitte report, 2013).
Frauds related to cheque and bank transfers amounting to Kshs. 2.461 billion were
witnessed in the year 2010. Interestingly, the majority of these fraudulent activities (80%
of total frauds) were committed by employees and the other amount was stolen during
cash in transit. The losses in 2010 among commercial banks in Kenya triggered an
improvement in cash insurance among the commercial banks.
Measures by G4S Security Company to try and fight the thefts of cash in transit are
further proof of an increase in the vice. According to Njiraini (2010) new measures to
prevent theft of cash in transit by the institutions involved in the transportation. G4S
experienced several incidences of theft in the subsequent years where cash that they were
assigned to transport got swindled while being carried. A number of policies were put in
place such as rigorous screening for both police officers and escorting cash vehicles, and
its employees involved with cash-in transit. G4S will now carry out lie detection tests
using polygraph machines, and increase supervision and security checks. It also plans to
install its vehicles with satellite real time monitoring and controls devices, establish a new
operating protocol with the police, and enhance staff training and compliance
programmes. G4S also plans to introduce new cash centres, in collaboration with
commercial banks, to reduce the distance which cash is in transit (Njiraini, 2010).
The Banking Fraud Investigations Department (2013) reported that the increase in cash
thefts is due to some cash handling practices involving poor storage practices
(surveillance of bank halls), poor cash in transit practices, poor cash reconciliation
practices as well as lack of the will to fight the fraud by the commercial banks
(Technology Banker, 2012).These reasons can be summarized in the specific objectives
of this study as; poor cash transportation, poor cash storage, poor cash reconciliation and
poor cash insurance. It is a matter of concern and if it remains unchecked, such massive
losses in cash as a result of poor cash handling practices will lead to customers‘ lack of
trust in the affected commercial banks and ultimately their performance will adopt
downward trends. Due to these cases, the study intended to determine the influence of
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money management activities on the profitability of financial institutions in Kenya
(Technology Banker, 2012).
1.1.4

Commercial Banks in Kenya

The financial institutions in Kenya consist of the CBK as the regulator, bank financial
institutions, those that do not offer banking services, currency trading exchange and
savings and credit institutions as the controlled bodies. The banking sector comprised of
forty-three financial institutions by end of 2015. The financial institutions provide joint
and market financial assistance even though few of them particularly a small number,
mainly comprising the big financial institutions, also provide speculative banking. The
role of banks in an economy is paramount because they execute monetary policy and
provide means for facilitating payment for goods and services in the domestic and
international trade. Commercial banks are custodians of depositor‘s funds and operate by
taking money security from the business minded individuals and giving needy ones loans
at statutorily allowed interest rates. Loans are based on the credit policy of the bank that
is tightly coupled with the central bank interest rate policy. These in effect determine the
level of financial risk in a particular bank. According to an Annual Bank Supervision
report (2005), the Kenyan economy recovered to expand with a GDP growth of 5.2% in
2005 compared to overall 4.3% in 2004.
As a compliance measure, Central Bank of Kenya conducts intrinsic and extrinsic
monitoring of the financial institutions activities. An intrinsic monitoring entails daily
checks carried out by the central bank of Kenya personnel at the individual financial
institution to determine whether their daily transaction details tally with the stipulated
conditions in place as stated by the regulator. Moreover, extrinsic monitoring involves
reexamination of the intermittent entry forwarded to the central bank of Kenya by the
banking institutions. The monitoring operations are guided by stipulated guidelines put in
place for evaluation and ranking procedures and any institution violating the said
regulations is disciplined as provided for in the guidelines (Annual Bank Supervision
report, 2005).
1.2 Problem Statement
Poor cash handling practices by commercial banks leads to massive losses that ultimately
lead to a negative performance and in extreme circumstances, closure of the commercial
banks. The collapse of Royal British bank and City of Glasgow bank in the 18th century,
7

Barings bank in the 19th century and most recently of Euro bank in Kenya in 2003 as a
result of poor cash management attests to this apprehension (Grossman, 2010 and Taylor,
2007). The rising cases of fraud as a result of poor cash handling practices in the Kenyan
commercial banks since 2011 have been overwhelming. This is evidenced by recent cases
of cash in transit being stolen by security firms contracted to transport the cash.
According to Fayo (2015), G4S Security Company was involved in cash in transit theft of
cooperative bank of Kenya cash which was being transported from the bank‘s Maua
branch in Meru to its Koinange branch in Nairobi. Eighty million was stolen in the
process. The company has also been involved in other cases of theft with consolidated
bank of Kenya. It had previously been ordered to pay 18.55 Million to consolidated bank
for being involved in cash in transit theft. Ndonga (2014) states that theft of cash in transit
is not only by the G4S security company but also other security companies contracted to
transport it. A recent case involved KK security officers making away with a total of
Sh82 million which they were transporting from Westlands to the CBK. Despite the fact
that the distance between Westlands and Central bank of Kenya was short, money was
still being stolen. Poor cash transportation practices are to blame for that. Between the
year 2013 and 2015, the most affected commercial banks were the top five commercial
banks who encountered close to 15 cases of fraud of the total 20 cases reported to court.
The amount per hit was close to Ksh4 million (Deloitte, 2013).
Kenya‘s top five banks by profitability — Equity, Co-operative, Standard Chartered,
KCB and Barclays — were the worst hit by 10 fraudsters. Of the 20 cases taken to court
in April, 15 are shared among the top five banks as complainants. Most of the attempted
or actual fraud involved amounts between Ksh500, 000 ($5,880) and Ksh4 million
($47,000). Late 2015, Standard Chartered customers fell victim to the scam when they
found anomalies, where withdrawals had been made from their accounts without their
knowledge. The bank had to send cautionary messages to customers (Deloitte, 2013).
The amount of money lost as a result of poor cash storage, poor cash transportation and
poor cash reconciliation has been increasing ever since 2011. In the first nine months of
2011, Ksh1.25 billion ($14.70 million) was stolen in cases involving storage or cash in
transport, with banks recovering slightly below half, Ksh469 million ($5.51 million). This
year (2015), in April alone, 58 cases of cash mismanagement involving a loss of
Ksh102.2 million ($1.2 million) took place and only 20 cases have been reported and
taken to courts (Zagaris, 2010). Deloitte report (2013) states that companies, especially
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those dealing with huge sums of money like banks and supermarkets are ill-prepared to
fight this onslaught, which is costing them millions of dollars annually arising from
information security breaches and corporate theft. This generally translates to poor cash
handling practices among the commercial banks.
According to Nkungi (2015) there is poor recovery rates of the stolen amounts since
mostly below half of the stolen amount is normally recovered and this shows that the theft
is recovered long after the felonies were committed (Ndonga, 2014).
Studies on cash fraud in commercial banks have been conducted globally and locally.
Analysis of these studies revealed various knowledge gaps which the current study sought
to fill. Regionally, Oloidi et al. (2014) conducted a study on bank frauds and forgeries in
Nigeria focusing on the causes, types, detection and prevention of frauds and forgeries in
the Nigerian banking sector, Chiezey and Onu (2013) assessed the impact of fraud and
fraudulent practices on the performance of banks in Nigeria with a focus on internal theft
while in China Chu (2012) focused on effect of cash reconciliation practices on fraud
reduction. These studies however present a contextual knowledge gap. There was a need
to conduct studies locally to fill the gap. Locally, Mbuguah (2013) focused on response
strategies to fraud by the listed commercial banks in Kenya; Githecha (2013) focused on
the effect of fraud risk management strategies on the financial performance of
commercial banks in Kenya while Ngalyuka (2013) established the relationship between
ICT utilization and fraud losses in commercial banks in Kenya. These studies have played
a role in shedding more light fraud practices among commercial banks, however, a
combination of cash handling practices involving not only reconciliation but also
transport, storage and insurance was lacking and hence the current study focused on
filling this conceptual knowledge gap.
The Bank Supervision report (2014) indicated that the scenario is becoming complicated
as it is projected that financial crimes are likely to increase with the continued increase in
paperless banking. If so, the financial sector is likely to continue experiencing losses of
cash unless better cash storage, cash transportation, cash insurance and cash
reconciliation are adopted. It is in this regard that the research intended to investigate the
influence of cash handling practices on financial performance of commercial banks in
Kenya. More specifically, the study sought to investigate the available cash
transportation, cash storage, and cash reconciliation and cash insurance practices of
commercial banks in Kenya and their effect on performance of these banks.
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1.3 General Objective
The general objective of this study was to establish the effect of cash handling practices
on financial performance of commercial banks in Kenya.
1.4 Specific Objectives
The following specific objectives were used to guide the study;
1.4.1 To examine the effect of cash reconciliation on the financial performance of
commercial banks in Kenya.
1.4.2 To assess the effect cash transport on the financial performance of commercial
banks in Kenya.
1.4.3 To find out the effect of cash storage on the financial performance of commercial
banks in Kenya.
1.4.4 To explore the effect of cash insurance on the financial performance of
commercial banks in Kenya.
1.4.5 To investigate the moderating effect of organization size on the relationship
between cash handling practices and financial performance of commercial banks in
Kenya.
1.5 Hypotheses
The following hypotheses were tested during the study
1.5.1

H0: Cash reconciliation does not affect the financial performance of commercial
banks in Kenya.
H1: Cash reconciliation affects the financial performance of commercial banks in
Kenya.

1.5.2

H0: Cash transport does not have an effect on the financial performance of
commercial banks in Kenya.
H1: Cash transport has an effect on the financial performance of commercial banks
in Kenya.

1.5.3 H0: Cash storage does not have an effect on the financial performance of
commercial banks in Kenya.
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H1: Cash storage has an effect on the financial performance of commercial banks in
Kenya.
1.5.4 H0: Cash insurance does not have an effect on the financial performance of
commercial banks in Kenya.
H1: Cash insurance s has an effect on the financial performance of commercial
banks in Kenya.
1.5.5 H0: Organization Size does not have moderating effect the relationship between cash
handling practices and financial performance of commercial banks in Kenya.

H0: Organization Size has a moderating effect the relationship between cash handling
practices and financial performance of commercial banks in Kenya.

1.6 Justification of the Study
1.6.1 Management of Commercial Banks
The objective of this study was to establish the effect of cash handling practices on

financial performance of commercial banks in Kenya. The findings of the study are
expected to enable commercial banks to improve their services. The knowledge gained can
be used by banking institutions to improve and develop policies to effectively run, evaluate,
improve and manage cash.

1.6.2 Policy Makers
The findings of the study would be of help to the Government, Policy makers and industry
regulator like CBK, Kenya Bankers Association (KBA) and other relevant Government
agencies who can use the result of the study to aid in policy development, regulation and
improvement of Operations in the financial sector.

1.6.3 Stakeholders
The findings of the study are expected to be of importance to stakeholders including
customers and shareholders of the commercial banks. The customers banking with these
commercial banks need to be assured that their commercial banks have implemented the
necessary safety practices for instance insurance, storage and transport so that cases of fraud
don‘t inconvenience their operation. The shareholders also need to make sure that the
commercial banks have implemented the necessary safety practices so that any cases of fraud
don‘t affect their earnings.
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1.6.4 Scholars and academicians

This study will be of use to Scholars and academicians. They may use this findings of the
study to expand on the pool of knowledge existing in cash management and handling in
commercial banks hence develop better products and in turn boost profitability. Further
research related areas and gaps can also be identified for study hence building the theory
of cash management.
1.7 Scope of the Study
The scope of the study was delimited to Kenya context. The study focused on the 43
licensed commercial banks operating in Kenya between the study periods 2010 to 2014.
The study conducted a survey on all the 43 commercial banks. The unit of analysis were
the 86 heads of operations and heads of finance. The study was limited to the effect of
cash handling practices on financial performance of commercial banks in Kenya.
1.8 Definition of Terms
1.8.1 Financial Performance is the profitability of an organization and is given by three
measures, return on assets, return on equity, and operating profit margin (Liargovas &
Skandalis, 2008).
1.8.2 Risk is the "possibility of meeting danger, suffering loss or injury". Risk is a
measure of the probability and consequences of not achieving a defined goal
(Purnanandam, 2008)
1.8.3 Commercial Banks are the banks that are formed with the main objective of
making profit through financial intermediation. They are hence trading business like any
other. Their profits are usually generated through; Interest earned on loans and overdraft
to customers (Tobin, 1964).
1.8.4 Cash reconciliation entails explaining the variation which exists between money
balances as indicated in the institutions financial and the comparable amount indicated in
the institutions current state (Carl, 2010)
1.8.5 Cash Risk management according to Hubbard (2009), cash risk management
entails establishment, evaluation and preference of unpredictability, arrangement and
careful utilization of resources to cut down on overseeing and taking care of the resulting
effect of unwanted activities money (Hubbard,2009)
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1.8.6 Cash handling practices in this study refers to activities carried out by banks in
storage, transportation and other activities related to cash (Cheptumo, 2010)
1.8.7 Cash insurance practices are policies taken by commercial banks from insurance
companies against associated loses of cash (Kuria and Moronge, 2013)
1.8.8 Cash storage practices are measures taken by respective banks to ensure safety of
depositors funds while in their possession (Ngalyuka, 2013)
1.8.9 Organization Size refers to the corporate holding of an organization in terms of the
number of employees and total assets (Sulub, 2014)
1.8.10 Return on Asset
This shows the liquidity of the institution in relation to its cumulative assets. It‘s
formulated by dividing institutions yearly returns by its total assets, return on assets is
shown in proportions. It is also called return on investment and is a ratio of net return on
total assets (Saunders & Cornett, 2014).
1.8.11 Return on Equity
It indicates the rate of profitability of shareholding interest of common stock owners. It
indicates the effectiveness of an institution at creating returns per single shareholder‘s
ownership also referred to as assets minus liabilities. It a ratio of net profits to total equity
(Saunders & Cornett, 2014).
1.9 Chapter Summary
This chapter formed the introductory part of the thesis as it provides insights into the
main theme of the study. The chapter also presents the statement of the problem as well
as the broad purpose. There is also presentation of the specific objectives from which the
hypotheses are established. After the hypotheses, the chapter indicates the beneficiaries of
the study under justification of the study before presenting the geographical, time and
conceptual scope. The chapter that follows, Chapter two, highlights the literature after
which research methodology is provided in chapter three followed by analysis and
presentation of results in chapter and finally discussion of the findings as well as
recommendations and conclusions in chapter five.
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CHAPTER TWO
2.0 LITERATURE REVIEW
2.1 Introduction
This chapter presents theories and models regarding cash handling practices that is: The
rationale choice theory, cash management theory and the market power theory and also
empirical studies on the topic of study. The chapter also has conceptual framework,
critique of literature and chapter summary.
2.2 Theoretical Review
There are several theories that hinge the study. The study was founded on the Rational
Choice Theory, Cash Management Theory, and the Market Power Theory.
2.2.1 The Rational Choice Theory
This theory of extremism arose from applied mathematics and economics particularly
game theory which tries to characterize circumstances where the options of a solitary
individual or masses rely on the decisions of additional persons or individuals (Morrow,
1994). The rational choice theory of extremism posits that extremist performances
typically originate from coherent, planned, mindful choices. In relation to this theory,
extremist could signify uncontrolled or irrational conduct nonetheless, might, characterize
the finest methods to achieve individual requirements in some situations. These choices
signify the best policy to accomplish the socio politically aware objectives of these
wrongdoers (Crenshaw 1992). The rational choice theory is utilized normally to forecast
the use of different approaches. Furthermore, this model can be used to determine
whether, for instance, self-justifying approaches for example metallic sensors and
including procedures that upsurge the charges of extremist occurrences and control the
possibility of prosperity or hands-on processes for instance efforts to impasse incomes or
guarantors are possibly to be operative (Sandler & Siqueira, 2009).
It is a normal misconception that offenders are unreasonable existences that perform
exclusively on instinct and instant satisfaction; even though certain criminals are very
cunning it doesn‘t imply that they do not require coherent awareness once creating the
resolution to engage in criminal activities. The philosophy interprets the criminal as
cognitive player (De Haan & Vos, 2003). Myers (2010) argues that the theory
concentrates on the options to do illegal activities and on how illegal options are
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organized by the communal setting and positional factors. The choice philosophy is
constructed on 3 major grounds. The initial principle entails that wrongdoing is
understood as determined conduct. The criminality suits the wanted requirements of the
wrong doers, this entails crafting of ideas and options (these might be constrained to
period, capacity and obtainability of that which is preferred). According to the Clarke and
Felson (2008), second principle states that the wrongdoing must be described in the
setting that it happens, since the judgment creation procedure is observed as
circumstantial. They also clarified that respective offence shall fulfill a dissimilar purpose
to the subsequent. The last principle states that there must be a clear distinction amidst
law-breaking and offense. Law-breaking can best be described as a procedure in which an
individual selects to participate in a system of wrongdoing, to endure and to halt their
participation. Therefore, a lawbreaker requires a system of normal progression when
participating in some element of offence or law-breaking. Although in different situations
wrongdoers can be pressured or compelled to participate in a definite ‗work‘ as a result of
their unlawful ability tools. Tremblay (2008) constructs on the principle and elucidates
that lawbreakers also need a assessment creation development when choosing their cocriminals; Tremblay (2008) further elucidates that examination of law-breakers are not
just a mere material of looking heartfelt physiques, but entails an all-inclusive
conversation on money in transport theft, stealing of kept money or money scheme as a
result of harmonization disappointments.
A modern-day offense occurrence in the Kenyan scenario is a sophisticated ‗breeding‘
procedure in which law-breakers choose oneself as conjointly complementary or
mismatched for wrong doing resolution. The judgment procedure will comprise restraints
and transactional cost associated with finding suitable co-offenders (Tremblay, 2008).
Bearing in mind both the theoretical premises and the selection process of suitable cooffenders, we can determine that CIT robberies, theft due to failures of cash reconciliation
and thefts of cash in storage and the process behind them can be fully explained by the
theory. These thefts are on average planned and executed with high accuracy to improve
reward and minimize risks and threats. The following assumptions can be made that the
perpetrators undergo a strenuous planning and decision making process before the heist is
executed. We can deduce that the said leader of the group have selected each co-offender
on note of skill, experience and reliability. The extreme accuracy and efficiency that are
involved into cash thefts suggest that a high level of planning is put in place which
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indicates the relevance of the theory to the study. When a bank has poor cash handling
practices in stored cash, cash in transit and cash reconciliation, then there will be
increased cash losses done by organized perpetrators.
Professional wrongdoing first came to the limelight in 1939. According to Edwin
Sutherland, a sociologist and a criminologist defined it as offense by a person of great
communal position and admiration in their part of living (Friedrichs, 2009). Furthermore,
Edwin too amalgamated the criminalities done by permitted companies and businesses.
The discernment that wrongdoing erroneously focused on cost-effective and communal
connective features of offense provoked Sutherland‘s investigation on blue-collar offense.
Sutherland likewise acknowledged entirely individuals with fluctuating socio and costeffective upbringings at all stages of humanity participate in wrongdoing (Gill & Scott,
2008). Furthermore, persons functioning in great and exceptionally authoritative
establishments obligate criminalities as proclaimed by Sutherland.
The straightforward influence of this philosophy provides its acknowledgement as an
outstandingly resourceful notion owing to the broad presentation in different parts of
wrongdoing (Surhone, Tennoe, & Henssonow, 2011). Nonetheless, the basis of principle
of rational choice and during the course of whole development grew in terms of approval
in the education of highway offense. Regardless of experimental confirmations on
judgment creation methods of highway law-breaking contributing to substantial
hypothetical improvements, there is a significant big gap in this principle and
policymaking procedures of blue-collar offenders. Investigation researches on
commercial, blue collar or deliberate criminality contained by the methods of choice
theory designated that these lawbreakers aggressively take part in wide-ranging
administrative than highway lawbreakers. Similar study also emphasized that professional
lawbreakers simply involve in abuse of narcotics or additional damaging activities.
Moreover, a study Siegel (2012) revealed that these criminals might derail short-range
pleasure-seeking in preference of lasting paybacks.
The procedure of managerial law-breaking entails numerous criminal kinds who have
some group teamwork. Lawbreakers inside this collection exhibit greater stages of threat
organization and level-headedness than what could seem in the normal offense actions;
henceforth, enabling the perpetrators high stages of accomplishment and position (Shover
& Hochstetler, 2006). In spite of the detail that professional offenders are suitable for a
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study taking on the philosophies of coherent choice, the law breakers collection scarcely
premeditated criminology.
Several offenders and sociologists best describes professional law-breaking centered on
the method of constraining a wrongdoing by criminals (Piquero & Tibbetts, 2002). In
addition, other researchers explain that professional offenders as non-ferocious offense
for monetary remunerations by crooks of mechanical professional and administration
information (Friedrichs, 2009). The final description eliminates the profession of the
lawbreaker. It is clear that the two explanations focus on the placement of deceitfulness
and dishonesty as a way of participating in an offence. Conversely, practical aspect is not
possessed by all offenders as well as understanding which discloses some weaknesses in
this explanation. For example, criminals in dishonest assertions or duty racket can neither
possess half-wit or methodological services as the appearances of professional
delinquents. From the above descriptions, professional offenders mark coherent selections
to cheat for monetary advantages. This indicates approximately features of the rational
choice theory. The lawbreakers evaluate all the options of detention and consequences
that can come up when participating in the offence.
The arbiters‘ explanation of professional criminalities, for an extended period, has
seemed as the finest method to understand it (Gill & Scott, 2008). For example, a attorney
or public prosecutor is more probable to define this method of wrongdoing as a
criminality that typically does not utilize power in contradiction of things or a person;
contain the ownership, circulation or wagon boot trade of narcotics; comprise nationwide
strategies likes public and immigration privileges; and transmit to general robbery. This
clarification of professional criminalities shares more or less features of normal choice
philosophy. The reason that this offense does not contain the use of excessive energy
counter an individual reveal that the perpetrator in some way practices intensities of
cheating. The belief that professional misconduct does not entail well known offenses
could reveal that skilled persons engage in it and necessitates some mechanical expertise.
Numerous criminals of normal offences typically need no practical abilities that can
expose them to misleading persons for economic advantage. Moreover, judges describe it
as an individual who engage in professional law-breaking frequently needs to understand
the welfare of the individual they are lying to for profitable benefit. Furthermore, the
criminal law reduces almost all practices of criminalities accused in that decree
administrative by portrayal. This characterization concentrates wrongdoings underneath
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antitrust and dangers deception rules as professional wrongdoings (Archer & Tritter,
2000). Criminal laws charges can be brought for non-professional and professional
offenses depending on the conduct of the defendant.
The approach also has some connections to the activities, expectations and likings of a
person. The reasoning driving this that the interactive designs in a culture specifies the
conclusions taken by individuals, which in this setting are professional criminals, as they
try to enhance welfares and decrease charges. Consequently, professional criminals create
selections on how they can execute wrongdoing by determining welfares verses the price
of their activities (Archer & Tritter, 2000). This leads to the expansion of unlawful
interactive designs inside the culture that originate from those choices. The theoretical
impression that professional wrongdoers typically consider the profits and the prices of
their activities is evident in financial model. Economists normally focus on the
acquisition of beneficial belongings by utilizing scarce incomes. As a consequence, they
commonly critic the profits of an item or act associated to additional same piece. An
economist‘s options always try to achieve item or act that provides the highest return at
the lowermost price. The situation is comparable to professional criminals in that they
would hand-pick to betray to advance commercially in an achievement. Additionally,
judges describe professional criminalities does not entail planned offences. This idea
designates that professional offenders constrain wrongdoings in a chaotic method to
decrease the definite charges.
Numerous methods of rational choice philosophy try to clarify the presence of
professional wrongdoing (Gill & Scott, 2008). The initial method is the implementation
of a criminality particular concentration, not just for different criminality requirements, as
well as the situational structure of the selected options. The acceptance of this method is
also intended to bolster difficulties that could come up in the treatment of statistics that
differs between professional criminals (Archer & Tritter, 2000). Criminality explicit
center has the prospective of connecting better-quality merits than those normally done in
law-breaking. This suggests that disregarding these variances considerably decreases the
capability to identify the productive mediation opinions. For example, it is important to
differentiate professional offenses done in central civic accommodation, mid-class
environs and rich housing terrains. Experimental indications reveal that the individuals
participating in professional offenses, their enthusiasms and methods of compelling the
offence contrast significantly. Likewise, this is also appropriate in nearly all arrangements
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of professional wrongdoings (Gill & Scott, 2008). The result of this is that the descriptive
role of the rational choice concept focuses further on wrongdoings instead of the crucial
professional offenders. This method provides more support to both rule and hypothetical
obsessions with professional lawbreakers.
The method further reveals that a choice creation method to professional law-breaking
wants the creation of an essential distinction amongst professional illegal occasion and
participation. In this setting, professional illegal participation is the practice of
determining to contribute in dissimilar systems of professional offences, carry on
contributing and to also discontinue contributing (Blickle, 2006). Dissimilar issues affect
the policymaking course in the stages of sharing leading in distinctly exhibited steps.
Likewise, the assessment procedures combined in the fluctuating phases of a professional
offense apply their personal distinct arrangement of data. Participation selections
completed by professional offenders are multi-stage, pulls upon an extensive variety of
facts, and spreads over a significantly time. Conversely, choices on the occasion are
generally diminutive procedures, creating usage of enormously inadequate facts that
mostly shares to instant situational framework.
Numerous hypothetical matters around professional offense and normal choice theory
occur. Among the anxieties of hypothetical concerns is the habitation of this model in
criminology. Several researchers trust that principles of rational choice model increase
instead of overtaking the existing model (Blickle, 2006). Criminologists argue that
normal optional system centers further on clarifying professional wrongdoings.
Furthermore, they have tried to provide a combination amidst rational choice theory,
social control and daily operations. Sociologists argue that rational choice theory bluecollar offenses are concerned mainly with regular operation tactics, and content of
conclusions. This differs with the notion that rational choice theory is concerned with
biological experiences that deliver the widespread assortment of choices to pick from.
Additional noteworthy hypothetical concern is about the kind of the administrative
development in professional offenses (Blickle, 2006). Though, observed researches
propose that normative and cost-effective and judgment philosophy contexts and related
perceptions could miscarry to divulge the real kind of policymaking procedure taking part
in blue-collar offenses. The imaginative of these structures is indispensable in increasing
an appreciative of the illegal-judgment creating method that helps in demonstrating
indicators for crafting strategies. Moreover, the strategy creation procedure requires to be
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supplemented by some recommendations. Specifically, it could prematurely be assumed
the present restricted series of professional criminalities and attentiveness on incident
judgments.
Another hypothetical matter around professional criminality and normal optimal model is
around the part of focusing in professional law-breaking undertakings. The criminality
particular emphasis appears to hinge on on the knowledge that professional lawbreakers
incline to concentrate in their criminality actions in so as to do it impeccably. Though,
this differs with several observed indications. Actually, such postulations do not have any
foundation on the methods of blue-collar offenses, and that professional wrongdoings are
on misconducts rather than lawbreakers. Specifically, the interrogation whether
professional criminals are experts or are individuals who makes assumptions is a
contradictory and can be evident if the outlines elucidated the area of concentration of a
professional criminal. Furthermore, there is the hands-on fact that it could be inept to
derive distinct participation simulations for professional offenses that appear to be
steadfast by infinitely the similar lawbreakers. Nonetheless, provided the struggle in
differentiating

amid

criminality-oriented

and

lawbreaker

oriented

professional

wrongdoing simulations, it is absolutely clear that the methodology assessment would be
cheerfully valued.
Lastly, hypothetical matter about specialized offense and normal optimal philosophy
worries strategy consequences for a rational choice method (Friedrichs, 2009). The
discernment such as the blue-collar criminals behave typically conform their criminal
habits to variations in disciplinary prohibitions is also articulated by frequent
criminological studies. As per some criminal experts‘ criminologists, with respect to the
control conditions of professional wrongdoings, responsive of issues touching the
objective assessment is instrumental to the administration of transposition problem. In
this setting, dislocation states to the possibility that professional criminals will acclimatize
by substituting to additional selections. Cogent optimal model perception gives a
productive way of theorizing the dislocation notion and assessing the point that could
weaken the professional offense regulation events (Gottschalk, 2009). Overall, an
emphasis on lawbreaker policymaking seems to deliver a valuable approach that appears
geared near communal deterrence and recovery. The transformation between know-how
representations and participation offers a suitable foundation for finding offense
judgments around proximal and digital dangers of constraining professional offenses.
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The occurrence of professional criminality rests great as they are challenging to recognize
(Blickle, 2006). Blue-caller lawbreakers constrain this law-breaking in the discretion of a
household or an agency. Often there are no observers and seldom is there a smoking gun.
The administration suggestion probably depends on appropriate evidence chosen from
classy tabloid trajectory. The administration‘s competence to categorize profession is
normally influenced by lack of capability and incomes. With respect to monetary
misconducts, for example illegal reproduction of cash and scheme, connected to
professional offenders, the illegal fairness structure could want aid from other
management organizations.
Professional offenses have several damaging properties related to it. The illegal
impartiality structure has commanding motives to aim this collection of lawbreakers
(Blickle, 2006). Basically, they affect enormous monetary losses to the public, centralized
and indigenous administrations. They also lead to losses to isolated administrations and
individuals. The US administration, in 1988, confirmed blue-collar offenses as one of the
greatest undecorated matters antagonizing law prosecution establishments. Basically, in
the 1980s, the insider transaction shames shook the United States. Numerous surveys
specified that commercial partners made tremendously huge returns by switching
classified facts with normal stockholders who needed the data when transacting. Such
offenses endangered to undermine community assurance in the safety markets. Initially in
1990s, the investments and credit segment was shaken (Archer & Tritter, 2000). This is
due to the organizations‘ continued engagement in broader and significantly dishonest
operations. This led to misappropriation of life investments by thousands of individuals.
An additional and outstanding consequence of blue-collar offence is the Wall Street
business bookkeeping indignity in 2002 (Archer & Tritter, 2000). Assertions regarding
the Wall Street disgrace reveal that the disgrace happened relatively since of business
managers‘ misconduct. Businesses that were in the beginning performing well filed for
insolvency consequentially triggering massive financial losses to individual retirement
books and stockholders. Though, several devoted professional offenses are uncountable,
which discloses that they are unbreakable to discover.
In the United States, the endorsement and application of unlawful guideline is finalized at
the nationwide stage; below one in twenty offenses go to the state level. Nevertheless,
several statewide situations include highway criminal activities; a greater majority is
professional circumstances. Several countries have applied a substantial variety of
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professional illegal rules; numerous of which obey to the state bylaws. This indicates that
the hearing of professional offences can be conducted at the national or centralized
category. On the other hand, the major and refined professional circumstances are
regularly indicted at the state levels. This is due to the fact that these circumstances entail
different operations that scatter across national positions; therefore, appropriate for
central tribunal (Gottschalk, 2009). Moreover, these issues could include comprehensive
and extremely multidimensional illegal examination and trial systems. These systems
need massive capitals that numerous law implementation organizations do not have.
In supposition, rational choice theory posits that individual action by gauging the welfares
in contrast to expenses to attain the ultimate act, which abuses private benefit. The
general significance of shrewdness in the overall setting is rational or considerate and
undertaking stuff that are worthy over period of time. Professional law-breaking states to
a criminality done by a person of high communal position and esteem in their part of
profession. The consequences of illegal actions are founded on the welfares these lawbreaking criminals pursue to discover from doing offenses. Numerous methods of rational
choice theory try to clarify the presence of professional wrongdoing. The initial method is
the acceptance of a crime-specific emphasis. The second method states that out that a
judgment creation tactic to professional criminalities desires the creation of a important
variation among professional illegal occasion and participation. Numerous theoretic
matters also rotate about professional criminality and rational choice theory. Though, the
greatest noteworthy hypothetical matter is about the kind of the policymaking practice in
managerial wrongdoings.
2.2.2

Cash Management Theory

According to Pandey & Jaiswal (2011) CMT necessitates planning, and controlling of
cash flows in the business, within business and those that are held at a particular period.
Money handling practices was the main objective of the study. It informs the study as it
will help to bring more understanding to the process of cash handling and test whether the
firms subscribe to the guidelines provided by the theory. It will then be easy to link
subscriptions to this guidelines and performance of the firm. Cash inflows directly affect
cash insurance and cash storage and transportation. If there is more inflow of cash, the
commercial banks will be required to have improved cash handling measures like more
advanced and improved cash storage measures, more cash insurance measures and
improved security measures during CIT of the cash to central storage facilities. The
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handling of cash is in itself a risk and the more inflows there is, the riskier it becomes
hence proper measures should be put in place to curb the frauds.
The reason for money organization is to regulate and realize the suitable category and
mode of money, and saleable bonds, reliable with the kind of the company's activities and
purposes (Brigham, 1999). Erkki (2004) argues that the simulations on money
equilibrium administration have been projected by Beranek (1963). Baumol (1952)
initially sought to provide an official structure of money control using the economic order
quantity model. Brokerage dues and bookkeeping, work-form order charges while
predetermined interest and money obtainable charges forms the charges of retaining
money. Baumol‘s structure is conversely undoubtedly the modest, best lined down and
functional concept for evaluating the optimum money locus (Ross, 1990; Lockyer, 1973)
conversely improved Baumol‘s ideal to include overdraft services. Lockyer‘s approach
also states that the sum yearly money strategy charges linked to the utilization of the
overdraft services is assumed by the cumulative of sum yearly money transfer charge,
overall annual report overdraft fee and the whole twelve-monthly holding charge. Erkki
(2004) additionally stipulates that Lockyer‘s structure is criticised for supposing overdraft
abilities, which are not instinctive particularly for businesses with bad credit rating. The
concept further supposes that pay-outs are uniform over the forecasting period.
Erkki (2004) argues that the recurring kind of money is documented for purposes that
besides giving money stability for trading commitments, money equilibrium must be
delivered for preventative tenacities, particularly for periodic happenings that are
arbitrary. In Archer‘s method, expenses connected to overdraft amenities and principal
charges of preventive equilibriums are likened to regulate the finest. Archer‘s method is
beneficial for it distinguishes the recurring countryside of gross money flows of several
companies. Gibbs also argued that the purpose of ideal money equilibrium comprises an
amalgamation of outlay and monetary conclusions. In Gibbs method, situations where
request for cash is of a recurring nature an amalgamation of small and elongated
borrowing ought to be used to evade the use of protracted capitals to shield crests
emanating from indolent money equilibrium, throughout phases of small money request.
Gibbs (1976) opposes that investment decision is arrived at through reviewing of the
amount of buffer stock to be retained. Gibbs concept underscores allotment expenses,
charges of small and expenses of long-standing borrowing and the expenses of
speculation in merchantable bonds (Erkki, 2004).
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For this to happen, numerous operations have to be carried out due to the interactive kind
of money to the process of the financial institution. Meanwhile majority of the financial
institutions‘ processes circle about progression of money then it is subservient for a
significant least amount of money to be upheld. Exactly how bank accomplishes money
will absolutely have consequences on the profitability of the bank. The concept
consequently is of value on the foundations of the strategy the tiers may require in place
with respect to money maintenance so as to circumvent insolvency.
2.2.3 The Market Power Theory
The philosophy is typically practical in moneylending and it positions that the market
structure of a banking industry influences individual banks‘ performance. According to
Tregenna (2009), this theory holds on two major approaches to define market power:
Relative Market Power hypothesis (RMP) and Structure-Conduct-Performance (SCP).
RMP hypothesis explains that profitability for individual profitable financial institutions
is influenced by market segment. The supposition fundamental to this premise is that,
established financial institutions with the capacity to differentiate their products have the
ability to influence the industry‘s market prices and make more profits as corporates.
They do this by exercising their market power that affords them high non modest
incomes. Minor financial institutions do not have the capability to impact the rates and
proliferation returns (Tregenna, 2009).
The SCP methodology alternatively, positions that when customers are highly concerted
in a banking market, they create potential market power for the banks and increase bank
profitability. Banks that operate in highly concentrated markets will potentially make very
high profits. This is because they have the viable option of charging high interest rates
through monopolistic or collusive approaches; or lowering their rates charged on bank
deposits (Tregenna, 2009).
This model is applicable to the research as it describes some of the determinants of
profitability of the commercial banks. The theory argues that profitability of commercial
banks is not only established internally but also externally. External forces other than
internal forces determine commercial banks profitability. External forces like fraud can
similarly influence the how commercial banks perform. The concept is hence relevant to
the study as it informs the dependent variable of the study which is financial performance
of commercial banks.
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2.3 Conceptual Framework
According to Smith (2004) conceptual framework describes how the variables (both
independent and dependent variables) associate. The conceptual framework used by this
study hinges on the cash management theory. The theory necessitates planning, and
controlling of cash flows in the business, within business and those that are held at a
particular period. Money handling practices is the main objective of the study. Cash
inflows directly affect cash insurance and cash storage and transportation. The conceptual
framework as shown in Figure 2.1 is based on the cash management theory.

(Independent Variables)

(Moderating variables)

Cash reconciliation
Frequency of reconciling
various accounts

(Dependent variables)

Financial
indicators

Performance

ROA
ROE
Cash Transport
Amount invested on
transportation of cash

Cash storage
Amount invested on storage
facilities

Organization Size
Total Assets

Cash Insurance
Amount of Insurance
premiums
Figure 2.1: Conceptual Framework
Source: Researcher (2015)
The independent variables in this study are cash reconciliation, cash transport, cash
storage and cash insurance. A moderating variable influences the direction and the
strength of the association between the two sets of variables. The moderating variable in
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this study was organization size. The dependent variable was financial performance.
Good cash reconciliation, better cash transport, cash storage and cash insurance affects
the performance of the commercial banks financially in a positive manner. How much
assets the commercial banks have in terms of its size, affects the direction of this
relationship.
2.3.1 Cash reconciliation
Otley (2002) argues that cash reconciliation involves a set of activities ranging from
comparison of accounts from various systems while placing emphasis on getting
differences as well as getting categorizing so as to make any necessary adjustments.
The procedure involves comparison of a bank‘s cash book balance with its cash balance
to establish any set of differences. This makes it easy to follow the inflow and outflow of
cash during a given period of time. A better reconciliation practice leads to exposure of
errors which might be both deliberate and not deliberate as well as time the differences
and bring them to light. This leads to massive reduction of misstatements during the
process of reporting at quarterly, annually or semi annually periods. The current
conditions as well as progress of the business can be established if there are accurate
financial reports obtained from a comprehensive record keeping practice. Better reports
on cash reconciliation will enable the commercial banks to keep track of any loopholes
that may arise for cash frauds.
A key part of the cash management process is to reconcile ATM withdrawals recorded in
the electronic log with cash stocked in an ATM and returned to the cash supplier by the
ATM processor and armored carrier. This involves investigating any discrepancies
between the cash stocked in an ATM and the cash returned to the vault after allowing for
cash withdrawn by ATM customers. Once the cash and activities at an ATM are
accounted for, the ATM is in balance. This process includes considering the starting
balance at the last balance point, counting the cash that is currently in the ATM,
accounting for all cash dispensing activity since the last balance point, and considering
any funds that were added in the interim. ATM cash management is a balancing act. If a
deployer‘s ATMs don‘t hold enough cash, customers are dissatisfied and frustrated. But if
they hold too much, it can cost an ATM deployer thousands of dollars in annual interest
and lost revenues (Arnfield, Harper, Doyle, Cluckey, and Smith, 2015).
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Muhota (2005) argued that the most valuable aspect of intrinsic controls in any banking
institution as used internally is monitoring. The tools implored in many enterprises are
harmonization, intrinsic checks and auditing to make sure the businesses captured in the
cash flow statements is monitoring money. Financial statements have millions of day to
day trading of businesses. Harmonization are valuable in confirming that all the deposits
captured transpired and all financial institutions charges were detailed in the books, bank
transaction charges were captured, no cash were released from the bank accounts with no
written documentation. In a normal transaction, bank harmonization is the best example,
which harmonizes the discrepancy captured by the reports of banks and cash flows. Most
of the time, the bank harmonization indicate that the financial reports figures do not
reflect the reality. Hence, a method of timely monitoring reconciliations ensures, true
liquidity levels is maintained.
Scholars such as Bell and Carcello (2000) argue that poor financial reporting practices
could be linked to a number of practices such as ineffective internal controls, too much
preoccupation on achieving earnings projections, rapid growth of the business, extremely
aggressive managerial attitudes as well as control environments that are so weak.
2.3.2 Cash transport
Cash-in-transit can be defined as the transport, delivery and receipt of cash using vehicles
(Smith and Louis, 2010). On the other hand, robbery involving cash in transit can be
defined as the unlawful removal as well as appropriation of money or containers
containing money which belongs to other parties while the money was under transport by
a security company which is not the owner of the money. Other definitions of cash in
transit have been brought about by Anholt (2014), who indicated that cash in transit more
or less refers to a situation of picking valuables for instance cash from one party and
taking them to designated points on behalf of the owner. According to him, those carrying
the valuables can use armored vans. Where the weight of the valuables is too much,
trucks are used instead of the vans. Anholt (2014) argues that at the moment, a new set of
business called Cash Management is replacing cash in transit. In this new business, the
whole process of cash management involves cash verification, reconciliation, storage as
well as processing of cash on behalf of its owner but the process is transparent so that the
owner can easily follow.
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Hennop, Jefferson and McLean (2001) highlights two main types of cash-in-transit armed
robberies. The first type is cross-pavement attacks, these take place outside of the vehicle
transporting the money, and the guards/drivers are usual targeted while cash is in
transition to the vehicle, the second type of attack is a ―heist‖ in which the vehicle is
attacked while moving. The use of illegal firearms or stolen firearms are a certainty, there
is a sharp increase in the violence of armed robberies with assault rifles being the
preferred weapon of choice. Hennop, Jefferson and McLean (2001) also explain that the
Nature of CIT robberies are different and unique from hijackings and bank robberies;
continues that the following features as typical of a CIT robbery, Low level of
concealment, force is displayed overtly, little attempt to minimize public witnesses, and
rifles are used to hand guns (preference for greater firepower).
Bold (2011) argues that commercial banks should put in place security measures like
constituent principles on return schedules for an acceptable entry to customer notice and
information. access controls on customer information systems should be established,
pertaining guidance to corroborate and allow the use only to allowed personnel; entry
constraint at substantial locations containing clientele information decoding of
computerized customer details and money such as transportation and storage.
Furthermore, monitoring systems and procedures should be used to disclose real and
attempted invasion on or incursion during movement of money; return programs that
clearly indicate measures to be followed when the institution speculates or notices such
invasions.
Particular logistics package suppliers, similarly recognized as cash-in-transit (CIT)
businesses or reinforced transporters, were employed to passage money amid casting and
reproduction businesses, the central bank‘s money hubs, and additional sequence bodies
and to accomplish warehousing and fractious-docking accomplishments. Subcontracting
these actions to CIT businesses added to the effectiveness of the CSC (Nan &Long,
2009). If profitable tiers (e.g., commercial banks) were consecutively short on money
portfolios, they needed to command money at the chief bank to achieve money
commands positioned by (local) bank outlets, merchants, and commercial consumers, and
to restock self-provision devices such as ATMs. Profit-making banks, venders, and CIT
businesses might command appropriate money at the central bank. Instructions were
chosen up and later transported to the particular money center by wholesale
transportation. And vice-versa, whichever castoff money or unhealthy money (determined
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by guidelines and rule) were reimbursed to the chief bank. CIT businesses transportation
used money from vendors, bank outlets, and self-provision strategies to their personal
cross-dock or money center (Nan &Long, 2009).
2.3.3 Cash Storage
The loss of cash not only affects the customers but also leads to loss of public trust in the
system hence this aspect of cash storage is very important to a business as indicated by
Lyman and Staschem (2006). A bank is therefore supposed to have a number of security
measures in order to make sure that the customers cash is safe some of which are security
cameras installation, having personnel to take care of security as well as having measures
in place to prevent and or alert the security personnel in times of a break in.
Apart from the security of cash, another key part in storage as argued by Bean (2009) is
the security of the customer details being transmitted online using electronic means.
There is a need to have privacy of the customer data as well as information especially
about their cash. Furthermore, the storage of this information electronically using
electronic records calls for more security and privacy practices.
Zagaris (2010) argues enhancement of cash storage can also be conducted using IT
software‘s which are known to increase efficiency of the process make labour simple and
enhance easy and secure flow of data from one party to the other. However, the IT
systems have a challenge of failing and when it happens; it is susceptible to easy breach
and hacking which may be more dangerous. A good case of breach in the IT system can
be linked to the master card situation in 2007which had a virus capturing the customer‘s
details to be used in fraudulent activities (Chernobai et al., 2007).
There was also another scenario where a computer in linking ATMS and the general
internet system of a commercial bank in Sweden was disrupted in the year 2010 leading
to confusion among the customers using the systems. There was a thorough review of the
activities behind it later where the problem was solved (Swedbank, 2010). The problem
of internet frauds is also common in Canadian commercial banks as established by
McPhail (2003) who stated that there are frequent disruptions in payment requirements as
well as internet payment systems which leads to liquidity shortfalls. Due to this, there was
development of a framework which provides a systemic perspective on operational risk
handling by assessing the operational risk management procedures to be followed in a
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given scenario and that has over time led to a financially stable banking system in
Canada.
There is a need to have various procedures in place to ensure safety for instance having a
third company to handle the collection and storage of cash during peak seasons, frequent
clearance of cash to avoid accumulation, there is also a need to establish a numbering
system to identify the bags carrying the cash as well as making sure that more than one
person escorts when cash is being transported from one room to the other. There is also a
need to ensure that the amount of money is ensured and the records for insurance policy
are stored securely and marked in a separate room to be safe from fire and other disasters
(Malete, 2013).
2.3.4 Cash Insurance
Risk minimization by firms leads to better uncertainty preparations and that ultimately
leads to an improvement in performance. Uncertainty preparations provide enough cover
to handle the otherwise adverse effects brought about by unforeseen future events thus
bringing flexibility in times that are not certain. To have preparations for uncertainty,
there is a need for insurance (Harris (2005). Saraswathy (2016) argues that those
companies that deal with cash as well as ATMs always seek insurance services from
insurance companies. The insurance players are both public and private companies and
they offer customized services according to the clients need ranging from cash in transit
to the personnel‘s carrying the cash.
The manner in which huge losses has been occurring in the financial sector led to
improved cash management in United Kingdom banks by improvising better cash
insurance. According to De Jongh, De Jongh, De Jongh and Van Vuuren (2013), over £5
billion has been set aside by UK banks to cover potential future payment protection
insurance (PPI) related compensation payments. There was a case of where the Northern
Bank robbery lost over £26.5 million in pounds sterling due to fraudulent activities and
this placed the case as the largest case. Since the commercial bank had ensured all its
money, the cash was repaid back by the insurance company.

The insurer was the

National Australia Bank which incurred al the cost instead of the Northern Bank repaying
the lost cash. This is an indication of the importance of having cash insurance practices
(Owen &Ted Oliver, 2004).
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An increase in premiums from the commercial banks was directly related to the increase
in risk. The more commercial banks engaged in riskier behaviors such as investments in
risky commercial real estate loans, they become riskier and hence seek more protection
from insurance companies. Insurance of deposits had a negative effect on performance of
the commercial banks as well as on the quality of assets. The cost of ensuring the deposit
was borne by the depositors of the cash. Since this was not borne by the commercial
banks, they had a leverage of engaging in riskier behaviors such as issuing risky loans and
that affected their profitability (Lambert, Noth, and Schüwer, 2013; Demirguc-Kunt,
2000).
2.3.5 Financial Performance
Performance of a firm can be categorized into four major groups ranging from
performance that focuses on the customer, where the key issues involves satisfaction of
the customer, as well as performance of goods and services ; financial performance of the
firm that involves revenue before profits, the net profits, EPS ; performance in regard to
the HR where the satisfaction of the employees is taken care of and lastly performance
with regard to the effectiveness of the organization where issues such as organizational
innovation as well as distributional channels are taken care of (Blome et al., 2010). In the
financial context, performance of a firm centres mainly on the aspect of adaptability,
efficiency and effectiveness as argued by Bredrup (2004) whereby there is a need to
evaluate how effective and efficient the processes pursued by the business are in the
sector of operation.
With regard to measurement of performance, Robinson (2003) argues that the subjectivity
and objectivity method can be approached and in the process, there is over reliance on
financial data. Miller (2007) argues that subjective measures are normally preffered as
compared to objective measures of performance since the accessibility of most
accounting information is hard to come by. Even in cases where accounting information
is available, it is susceptible to manipulation by the firm owners. There are a number of
indicators by which departmental performance may be judged. The balanced scorecard
offers both quantitative and qualitative assessment approaches that recognize varied
stakeholder expectations and the motive of assessing performance. These steps link
process management and short-term outputs to the firm‘s performance (Johnson et al.,
2006). There is great benefit associated with a firm‘s measurement system. Its nature
shapes the employee and management‘s behavior. It is important to understand that
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financial accounting measures used traditionally in the sector may sometimes give wrong
perception that a firm is undergoing innovation and continuous improvement within the
present day competitive business environment (Kaplan & Norton, 2001).
Balanced scorecard provides an opportunity for managers to assess a firm along four
perspectives: the customer perspective which deals with critical success factors which
include market share, customer retention rates and relevant products; the internal business
perspective deals with critical success factors which include process cycle times, and
productivity or capacity utilization; the financial perspective deals with critical success
factors which include survival, profitability and revenues; the innovation and learning
perspective which takes into consideration the critical success factors which include
training, quality improvement and service leadership. The importance of the innovation
and learning perspective lies in the direct link between the company‘s value and its
innovation ability, and capacity for learning and improving. A firm that is able to create
customer value launch new products and increase operating efficiencies continually will
ultimately achieve penetration of new markets, increase in revenues and margins (Kaplan
& Norton, 2001).
Organizational performance is the ability of an organization to produce results in a
dimension determined in relation to a target (Javier, 2002; Njoroge et al, 2015). It relates
to efficiency and effectiveness of the firm. Organizational performance is an important if
not the most important construct in strategic management research and remains a
recurrent theme of great interest to both academic scholars and practicing managers
(Venkatraman &Ramanujam, 1986). Organizational performance has been defined as
organizational effectiveness, efficiency, financial viability and relevance (IDRC, 1999;
Machuki & Aosa, 2011).
Organizations whose performance is measured outperform and have superior stock prices
(Gates, 1999) than those that are not measured (Carpenter & Fredrickson, 2013). This is
supported by the premise that actions must be aligned to strategies and objectives (Lynch
& Cross, 1991). The Balanced Score Card (BSC)(Kaplan and Norton,1992) complements
conventional financial performance with measures that drive future performance putting
firms under tremendous pressure to monitor and report on more than just financial or
economic performance (Hubbard, 2009).The BSC came under criticism and suggestions
for enhancement due to changing demands of the stakeholders led to the emergence of the
(TBL) Triple Bottom-line (Elkington, 1997) as a new tool for measuring performance
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beyond economic profits to include natural environment and social responsibility
performance (Hubbard, 2009). This is what is today referred to as the Sustainable
Balanced Score Card (SBSC) which includes financial, customer service, internal
business processes, organizational learning and development, environmental integrity and
social equity measures.
2.4 Empirical Literature Review
Other studies that have focused on the theme under this study are reviewed in this section.
Studies on the influence of money transaction activities with respect to the profitability of
commercial banks in Kenya among various contexts are presented in the section. From a
global point, to a regional and local context, the section reviews some of the studies under
a similar theme.
2.4.1 Cash Reconciliation and Financial Performance
A study was carried out by Akinfala (2005) to find out the determinants of involvement
into fraudulent activities by convicted bankers and the findings narrowed down to
motivation being a cause, identification as well as involving in fraudulent activities as a
feeling of pride. The study by Akinfala (2005) was conducted using a descriptive research
design because of its advantages in answering the what, when, which and how research
questions. The study employed correlation and regression methods of analysis to achieve
its objectives. Furthermore, the same methods were used to test the hypothesis of the
study. The study findings revealed that motivation and identification to social classes
played a huge role in participation in fraudulent activities.
The study Akinfala (2005) was however conducted in Nigeria where the economic
conditions are not similar to those of Kenya. There is a need to conduct a study in the
East African region so as to compare the findings of the studies. Furthermore, the study
focused on identifying the motivations behind fraudulent activities. This study, on the
other hand, focused on establishing the effect of various cash handling practices on
financial performance. This was a conceptual research gap which this study focused on
filling. The study hence filled both contextual and conceptual knowledge gaps presented
in the study by Akinfala (2005) by establishing the effect of cash handling practices on
financial performance of commercial banks in Kenya.
In another study, Prasetyantoko and Parmono (2008) established what factors determined
the performance of listed firms especially after the 1997 financial crisis in Indonesia. The
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results showed that the size of the firm in terms of assets affected performance but not
market capitalization. Price Waterhouse Coopers (PWC) in there 2014 Global Economic
Crime Survey spanning two years from the year 2013 to the year 2014 categorized the
method of fraud detection into the following categories: corporate controls; corporate
culture; or happenstance. In order of the most effective way f detecting fraud, a report of a
suspicious activity was the most used platform, followed by the discovery through
internal audits then receiving a tip off from other sources which may be internal or
external. According to the survey recommendations, there is a need to strengthen the
internal audit systems in order to enhance fraud detection.
Cheptumo (2010) studied response strategies to fraud related challenges by Barclays
Bank of Kenya. The study conducted a case study of Barclays bank in Kenya. A
descriptive research design was used in the study. Data collection was achieved using a
questionnaire as well as an interview guide. Interview guides are best where in depth
probing is required. The data collected was analyzed using two methods; descriptive
analysis as well as inferential analysis. Descriptive analysis was conducted using means,
standard deviation, frequency as well as percentages. Inferential analysis was conducted
using correlation and regression analysis. Hypothesis testing was conducted using
multivariate regression analysis. Among other findings, the study reported that proactive
fraud detection procedures such as data analysis, continuous auditing techniques, and
other technology tools can be used effectively to detect fraudulent activity involving cash
reconciliation failures by identifying anomalies, trends, and risk indicators within large
populations of transactions. Kinyua (2011) in her study of strategic response of equity
bank to fraud related risks recommended that the judiciary needed to be empowered
through reforms to be able to deal with fraud related incidents, review of fraud legislation,
security features of security documents (The Kenyan National Identity Card, driving
licenses, passports and Title deeds) and staff management through employee screening,
staff account monitoring and motivation of staff.
The study by Cheptumo (2010) was however conducted in the year 2010 where the
economic conditions of performance of commercial banks might be different. There is a
need to conduct a more current study to compare the findings of the studies. Furthermore,
the study focused on response strategies to fraud related challenges by Barclays Bank of
Kenya. This study, on the other hand, focused on establishing the effect of various cash
handling practices on financial performance. This was a conceptual research gap which
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this study focused on filling. The study hence filled the conceptual knowledge gaps
presented in the study by Cheptumo (2010) by establishing the effect of cash handling
practices on financial performance of commercial banks in Kenya.
A study conducted by Mbuguah (2013) on response strategies to fraud by the listed
commercial banks in Kenya. The study conducted a census on all the commercial banks
in Kenya. A descriptive research design was used in the study. Data collection was
achieved using a questionnaire as well as an interview guide. Interview guides are best
where in depth probing is required. The data collected was analyzed using two methods;
descriptive analysis as well as inferential analysis. Descriptive analysis was conducted
using means, standard deviation, frequency as well as percentages. Inferential analysis
was conducted using correlation and regression analysis. Hypothesis testing was
conducted using multivariate regression analysis. The study established that preventive,
training, detection, prosecution and investigation strategies were used to manage fraud in
the banking sector.

Among those playing an important role were the enforcement

agencies.
The study by Mbuguah (2013) presented conceptual and contextual knowledge gaps. The
study focused on response strategies to fraud related challenges by commercial bank of
Kenya. This study, on the other hand, focused on establishing the effect of various cash
handling practices on financial performance. This was a conceptual research gap which
this study focused on filling. The study hence filled the conceptual knowledge gaps
presented in the study by Mbuguah (2013) by establishing the effect of cash handling
practices on financial performance of commercial banks in Kenya.
Oloidi et al. (2014) in their study on bank frauds and forgeries in Nigeria focused on the
causes, types, detection and prevention of frauds and forgeries in the Nigerian banking
sector. Questionnaires were designed to collect data from 81 bank branches in the south
west. Their findings revealed that the major factor in play was the problem of effective
internal control system and enforcement of strict adherence. They recommended that
banks should install effective internal control system and enforce strict adherence.
In Nigeria, while seeking to establish how fraud affects performance of banks,
Abdulrasheed, Babaitu and Yinusa (2012) conducted a study to establish the same. Data
collection was achieved using a questionnaire as well as an interview guide. Interview
guides are best where in depth probing is required. The data collected was analyzed using
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two methods; descriptive analysis as well as inferential analysis. Descriptive analysis was
conducted using means, standard deviation, frequency as well as percentages. Inferential
analysis was conducted using correlation and regression analysis. Hypothesis testing was
conducted using multivariate regression analysis. The study established a significant
relationship between banks profitability and cash involved in fraud. In another study in
Nigeria, Adeyemo (2012) focused on causes, nature, effects as well as the solution for
bank fraud. Data collection was achieved using a questionnaire as well as an interview
guide. Interview guides are best where in depth probing is required. The data collected
was analyzed using two methods; descriptive analysis as well as inferential analysis.
Descriptive analysis was conducted using means, standard deviation, frequency as well as
percentages. Inferential analysis was conducted using correlation and regression analysis.
Hypothesis testing was conducted using multivariate regression analysis. The results
showed that to reduce cash frauds, the offenders‘ temptation to commit fraud must be
reduced. Moreover, the chances of detection must be increased.
The study were however conducted in Nigeria, a country which has different economic
situations to Kenya. The study by Abdulrasheed, Babaitu and Yinusa (2012) on
identification of a relationship between banks profitability and cash involved in fraud
while Adeyemo (2012) focused on causes, nature, effects as well as the solution for bank
fraud in Nigerian economy. The two studies reveal conceptual differences from the
current study. The current study focused on how cash handling affected performance.
This helped to fill the conceptual knowledge gap existing. Furthermore, the fact that this
study was conducted in a different context, with totally different economic situation,
played a role in filling the contextual knowledge gaps existing.
In his study, Muhota (2005) asserted that commercial banks have millions of transactions
on daily basis. Reconciliations come in to confirm that all deposits recorded were made,
all bank fees charged were recorded and that, no funds were disbursed from the accounts
without being recorded. According to the author, in an ordinary business, a classical
example is bank reconciliation, which reconcile the difference between what the bank
reports and what the financial statements show. At many times the bank reconciliation
proves that the financial statement amount is not exactly correct (Wells, 2002). Hence, a
method of timely monitoring reconciliations ensures, true liquidity levels is maintained.
Muthama (2016) established the relationship between cash management practice while
focusing on book keeping and operational performance of public hospitals. The findings
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of the study revealed public hospitals reconciled cash and bank accounts and this
promoted accountability. The study by Osman (2009) set out to examine the cash
management functions or systems, cash handling, cash control practices and cash
investment practices in Logs & Lumber Ltd and how these impacted on the ability of the
company to maintain sufficient and optimal cash balance to effectively manage its most
liquid capital hence solve its liquidity problems. The study revealed that the nature of the
cash management functions as currently practised bred some inefficiency in the
management of the company‘s cash and this led to huge overdrafts and loans.
A study conducted by Attom (2013) on the other hand established that cash management
is plays a huge and significant role in the sustainable growth as well as the rate of survival
of SMEs in Ghana. The study established that lack of cash management procedures
among SMEs had led to appropriation as well as application of cash for wrong activities
which led to slow sustainable growth among the SMEs. The situation was worsened by
the fact that SMEs have difficulty accessing cash in the country. The results also showed
that many small businesses in Ghana don‘t keep track of receipts because of inaccurate
cash books.
A study carried out by Gyebi and Quain (2013) sought to find the effect of intrinsic
regulation on money handling a case study of power Generation Company of Ghana Ltd,
the eastern part of Accra East region. The findings of the study revealed that strict internal
regulation for funds handling are key to curbing mismanagement of company cash and
are made in a way to prevent and guard staff from undue judgments of mismanagement of
cash by underlining their roles in the money management activities. All money collected
requires to be captured in electronic accounting systems with official auto generation of
the firms‘ receipts. With a case of funds handling through electronic documentation, a
quick recording need to be done however where they are captured using non
computerized means, a swift follow up electronic recording should be done. The funds
collected needs to be consolidated electronically through the accounting software cash
reports as per each transaction either immediately or at the end of the day. Also money
should be consolidated differently from cheque and cash requisitions in relation to current
money collected and the cumulative cash from the details of the transactions and
handwritten documents. All money should be safeguarded either through a safe or drawer
while awaiting deposition.
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The study was however conducted in Ghana, a country which has different economic
situations to Kenya. The study by Gyebi and Quain (2013) focused on the effect of
intrinsic regulation on money handling a case study of power Generation Company of
Ghana Ltd, the eastern part of Accra East region. The study revealed conceptual
differences from the current study. The current study focused on how cash handling
affected performance. This helped to fill the conceptual knowledge gap existing.
Furthermore, the fact that this study was conducted in a different context, with totally
different economic situation, played a role in filling the contextual knowledge gaps
existing.
Chiezey and Onu (2013) looked at the effect of fraud and illegal activities on the
profitability of banking institutions in Nigeria. The study investigated the effect of such
malpractices between the years 2001-2011. The findings revealed between 2001 and 2005
the cases of fraud was very high but after implementation of effective fraud management
measures, these percentage decreased in the subsequent five years after 2005. Poor book
keeping and loss of money to armed robbers were reported as some of the major causes of
fraud. The study implies that fraud and fraudulent activities severely inflicted challenges
on financial institutions and their clients. It greatly reduces the funds the funds for
economic. The recommendation of the study is that financial institutions in Nigeria need
to improve on their intrinsic regulation mechanisms and their regulatory agencies need to
better their oversight roles so as to discover and curb in time the cases of fraud and other
illegal operations within the financial institutions in Nigeria.
Chu (2012) emphasized that better and accurate cash reconciliation activities in the
commercial banks led to easy error identification in the records of accounts. Since cash
was the most valuable asset of the commercial banks, cash reconciliation plays a key role
in protection of this valuable resource by bringing to light unauthorized withdrawals.
Nwaze (2011) posited that discrepancies may arise in money and financial institutions
bookkeeping however the banks books of accounts could be showing the agreement
between them. Financial institutions book of accounts and bookkeeping consolidation are
instrumental administration tools; they reveal the strongest indication of proof of
profitability of the business.

The degree of frequency and precision of financial

consolidation conducted can aid in determining whether the workers are doing what is
expected of them or not and whether there are timely payoffs and also avoidable losses
are still recurrent and lastly if the policy measures are current with regard to explaining
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internal control information. Lack of financial institution consolidation exposes the
unpredictability of internal control to unreliability. Unreliable information will not
reassure the financial supervisors or stakeholders. The study was however conducted in
Nigeria, a country which has different economic situations to Kenya. The study revealed
conceptual differences from the current study. The current study focused on how cash
handling affected performance. This helped to fill the conceptual knowledge gap existing.
Furthermore, the fact that this study was conducted in a different context, with totally
different economic situation, played a role in filling the contextual knowledge gaps
existing.
Onuoha and Amponsa (2012) also sought to determine the process of financial
determination as an imperative and accepted cash control measure. The findings of the
study agreed that there are numerous ways of conducting the financial consolidation and
reconciliation so to avoid unnecessary losses encountered due to the incompetence of
employees of either the financial institution. According to the study, great financial
reconciliation practices ensured that cash were not left unused when they could be
utilized to generate some interest. Moreover, financial institution harmonization ensured
that the institutions avoided the losing cash as a result of extra deductions or under
deductions of profits. Furthermore, the study posited that financial harmonization ought
to be conducted regularly and in a consistent manner and also regulatory or monitoring
team should be put in place to follow up on their monthly basis the activities. The
administration team would find invaluable basis of information from the findings of
numerous and differing sources of cash, and the financial institutions harmonization
operations which aids in the monitoring activities that could impact on the stipulated
plans, decisions and actions. The study revealed conceptual differences from the current
study. The current study focused on how cash handling affected performance. This helped
to fill the conceptual knowledge gap existing. Furthermore, the fact that this study was
conducted in a different context, with totally different economic situation, played a role in
filling the contextual knowledge gaps existing.
The study by Onuoha and Amponsa (2012) was however conducted in Nigeria, a country
which has different economic situations to Kenya. The study revealed conceptual
differences from the current study. The current study focused on how cash handling
affected performance. This helped to fill the conceptual knowledge gap existing.
Furthermore, the fact that this study was conducted in a different context, with totally
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different economic situation, played a role in filling the contextual knowledge gaps
existing.
Abel and Kossl (2008) sought to find the effect of working stock utilization of money
holdings revealed that money was important in every transaction in improving the banks
sustainability and success. Cash is defined as the money available for immediate use such
as currency holdings, cash market accounts and demand deposits. The study revealed
conceptual differences from the current study. The current study focused on how cash
handling affected performance. This helped to fill the conceptual knowledge gap existing.
Furthermore, the fact that this study was conducted in a different context, with totally
different economic situation, played a role in filling the contextual knowledge gaps
existing.
The striking features of cash utilization are its forecasting, disbursements balances,
administration of cash receipts management and internal control (i.e. bank harmonization)
(Gitman, 2009). Great money management can highly impact on the day to day operating
capital utilization. Money was distinctively used to monitor and supervise objectively so
as to manage and evaluate the profitable point of funds needed for conducting business
activities and investment in tradable bonds that are conducive for the transaction cycle
(Gitman, 2009).
Sheikhdon and Kavale (2016) evaluated the impact of profitability management on
financial performance of financial institutions in Mogadishu, Somalia. The study findings
revealed that there is a linear significant association among account receivable
management, account payable and cash management on financial performance of
financial institutions in Mogadishu. The study emphasized the need for monitoring all
forms of money collections, cash disbursements and deposits in order to have precise cash
balance.
Muthama, Muturi and Abuga (2016) assessed the influence of money management
activities on working performance of chosen public hospitals. The study focused on
hospitals in Kisii County. The results of the study indicated that having bank accounts
guaranteed safeguarding of hospital cash apart from aiding in monitoring of hospital
trading; the hospitals keeps custody of all transactions in form of receipts or cash records
of all cash payment and receipts on daily basis, facilitating accountability that improved
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operational performance of public funds. The hospitals facilitated cash payment on daily
basis and harmonized cash and bank accounts.
According to Gunnebo (2012), however money was the only best alternative mode of
transaction in several countries, money management contributed to a number of
challenges for traders. Some of them include harmonization and presentation, losses,
theft, overall employee-clientele security and the optimization of management policies. In
addition, cash security imposed limits on the way retailers design their stores.
Administration alone represented 72% of cash handling costs. This included the time
spent on till reconciliation during morning and evening shift changes up to 15 minutes on
average, with an additional 20 to 30 minutes for manual consolidation in cash offices for
each checkout. Reporting, shrinkage control, safe reconciliations and a number of other
administrative tasks including additional bank formalities and cash transport preparation
wasted even more time. The unaccounted costs failed to generate any profits of any sort.
The study revealed conceptual differences from the current study. The current study
focused on how cash handling affected performance. This helped to fill the conceptual
knowledge gap existing. Furthermore, the fact that this study was conducted in a different
context, with totally different economic situation, played a role in filling the contextual
knowledge gaps existing.
The findings of a study conducted by Wanjala, Bwisa, Wandera, Wanyama, and Wanjala
(2014) revealed that the association among business performance and book keeping
administrative activities MSBEs was a strong positive and that accounting management
activities leads to a significant effect on the profitability to the growth of business.
Ademola et al. (2012) sought to determine the roles of bookkeeping in the existence and
development of small scale business, revealed that most of the small scale
businesses have no account of their day to day operations. Instead, most of them have no
book keeping due to lack of know-how or they memorize them. Worse still, the study
observed that some respondents viewed record keeping as a time consuming activity.
Majority of them are conducting their businesses not worrying to find out whether it is
improving. Most small scale entrepreneurs were noted to trust their enterprises is
improving due to lack of clear indication of non-performance. Further, the study
emphasized that prompt and precise book keeping should be kept by the business
enterprises to attain the set goals that drive them. Records kept off head are inaccurate
and misleading and as they can be forgotten as their durability is not assured. Abdul41

Rahamon and Adejare (2014) indicated a positive and a strong association between book
keeping of records and the performance of small scale enterprises.
The Bank of America (2009) stated that in order to collect receivables more quickly,
more efficiently and more predictably requires healthcare organizations to understand the
day-to-day activity and trends associated with major streams of receipts most of the
hospitals did not have a systematic way of managing its short-term cash. The study cites
Gaston Memorial which, like many healthcare organizations, undermined effective cash
management by having multiple cash accounts with several financial institutions. As a
result, the hospital could not get a handle on banking fees, nor could it take advantage of
tools for analyzing inflows and outflows and identifying ways to improve cash
management. For this reason therefore, healthcare organizations consequently are
examining strategies, tools and best practices that can make their cash/liquidity
management more effective.
Williamson (2015) asserted that while a number of major retailers outsourced cash
counting to third parties in the late 1990‘s, the movement towards such ‗prime count‘
solutions lost momentum due to poor service quality, high losses, challenges around
reconciliation and rising prices. However, recent improvements in technology allowing
speedy, automated, low cost reconciliation to checkout level, has changed the cost benefit
model and made outsourcing an attractive alternative. As charges tend to be on a priceper-note basis, outsourcing is sensitive to changes in cash volumes, transforming cash
processing from a fixed to a variable cost so that declining volumes will mean falling
costs.
According to Arnfield, Harper, Doyle, Cluckey, and Smith (2015), a key part of the cash
management process is to reconcile ATM withdrawals recorded in the electronic log with
cash stocked in an ATM and returned to the cash supplier by the ATM processor and
armored carrier. This involves investigating any discrepancies between the cash stocked
in an ATM and the cash returned to the vault after allowing for cash withdrawn by ATM
customers. Once the cash and activities at an ATM are accounted for, the ATM is in
balance. This process includes considering the starting balance at the last balance point,
counting the cash that is currently in the ATM, accounting for all cash dispensing activity
since the last balance point, and considering any funds that were added in the interim.
ATM cash management is a balancing act. If a deployer‘s ATMs don‘t hold enough cash,
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customers are dissatisfied and frustrated. But if they hold too much, it can cost an ATM
deployer thousands of dollars in annual interest and lost revenues.
The most valuable aspect of intrinsic controls in any banking institution as used internally
is monitoring. The tools implored in many enterprises are harmonization, intrinsic checks
and auditing to make sure the businesses captured in the cash flow statements is
monitoring money. Financial statements have millions of day to day trading of
businesses. Harmonization are valuable in confirming that all the deposits captured
transpired and all financial institutions charges were detailed in the books, bank
transaction charges were captured, no cash were released from the bank accounts with no
written documentation (Muhota, 2005). In a normal transaction, bank harmonization is
the best example, which harmonizes the discrepancy captured by the reports of banks and
cash flows. Most of the time, the bank harmonization indicate that the financial reports
figures does not reflect the reality. Hence, a method of timely monitoring reconciliations
ensures, true liquidity levels is maintained. Regression analysis in a study conducted by
Wathowan (2010) on control environment and liquidity levels in indigenous Ugandan
commercial banks revealed that monitoring was a better predictor of liquidity levels.
Monitoring as a continuous process should involve transmitting procedures regularly and
reassessing financial statements record books so as to confirm that all outlined steps have
been duly followed as mandated.
According to Price Waterhouse Coopers (2009), on the average financial institution,
reconciliation of transactions, positions, and balances accounts for between 1.5 percent
and 2 percent of operating expenses. The majority of these costs are labor-related,
stemming from the degree of manual processes still in reconciliation operations. Although
a mere 0.2 percent of all reconciliations turn out to be exceptions, a single exception can
result in millions of dollars in losses. Rather than creating shared service centers to
facilitate the flow of information and expedite the resolution of exceptions, most
institutions still have multiple manual workflows within product or line-of-business silos,
and rely on disparate, outdated, and semi-automated solutions. Trade confirmations,
operational cash accounts, and securities matching are generally reconciled separately and
only within product-line operations. Each group develops its own policies and practices,
with little synergy across groups. Much of this reconciliation-related spending is
unnecessary and can be eliminated through creation of a shared service environment and
adoption of new technologies. Highly publicized fraud cases have resulted in increased
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pressure from regulators and financial services companies to improve controls over the
reconciliation process. Financial services companies continue to be battered by fraudulent
acts that reconciliation is designed to prevent. Besides the obvious financial losses that
result, the banks also suffer reputational damage and increased regulatory scrutiny.
Therefore, the study hypothesizes that;
H0: Cash reconciliation does not influence the financial performance of commercial banks
in Kenya.
2.4.2 Cash Transport and Financial Performance
According to research done by Smith and Louis (2010), United Kingdom (UK) has
considerable risks in CIT robberies. In 2005 the UK had a total number of 763 reported
cases of CIT robberies. In comparison with South Africa, the study found out that South
Africa had 509 cases of CIT theft cases the same year. According to the Brazilian
Federation of Bank, in 2009 the country lost $30 Million due to bank robberies and Cashin-transit robberies (Smith, 2010). Febraban stated that money stolen in a CIT robbery
rarely exceed $300 000.00 but in some cases like an incident that happened on the 5th of
November 2009 where a total of $4 Million was stolen (Smith, 2010). In Brazil 10% of
all bank robberies are directed at armored vehicles and cash in transit (Smith, 2010). The
study revealed conceptual differences from the current study. The current study focused
on how cash handling affected performance. This helped to fill the conceptual knowledge
gap existing. Furthermore, the fact that this study was conducted in a different context,
with totally different economic situation, played a role in filling the contextual knowledge
gaps existing.
Banks should put in place security measures like constituent principles on return
schedules for an acceptable entry to customer notice and information. access controls on
customer information systems should be established, pertaining guidance to corroborate
and allow the use only to allowed personnel; entry constraint at substantial locations
containing clientele information (Bold, 2011); decoding of computerized customer details
and money such as transportation and storage (Bean, 2009). Furthermore, Bold (2011)
explains that monitoring systems and procedures should be used to disclose real and
attempted invasion on or incursion during movement of money; return programs that
clearly indicate measures to be followed when the institution speculates or notices such
innvasions.
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Ikpefan (2007) examined money transfer services in banks through the Western Union
Money Transfer. The study investigated and tested the loss of money in transit by
comparing traditional and western union money transfer using interviews and
questionnaires. The result was tested using chi-square statistic. Data collection was
achieved using a questionnaire as well as an interview guide. Interview guides are best
where in depth probing is required. The data collected was analyzed using two methods;
descriptive analysis as well as inferential analysis. Descriptive analysis was conducted
using means, standard deviation, frequency as well as percentages. Inferential analysis
was conducted using correlation and regression analysis. Hypothesis testing was
conducted using multivariate regression analysis. The study revealed that western union
money transfer had really reduced the frequency of loss of money in transit in Nigeria.
Due to customers complains, the study recommended that bank management should come
out with a very clear policy statement concerning exchange rate.
Gill (2001) conducted a study to examine cash in transit lethal thieving, the perpetrators
who participate in them and their alleged level of respectability. The study involved 341
burglars. Data collection was achieved using a questionnaire as well as an interview
guide. Interview guides are best where in depth probing is required. The data collected
was analyzed using two methods; descriptive analysis as well as inferential analysis.
Descriptive analysis was conducted using means, standard deviation, frequency as well as
percentages. Inferential analysis was conducted using correlation and regression analysis.
Hypothesis testing was conducted using multivariate regression analysis. The study
findings showed that out that the perpetrators who participated in dangerous fraudulence
on cash in transit activities were the best equipped in terms of analysis, reviewing when it
the unpredictability related with the theft. The study also considered the kind of cash in
transit invasion internationally and the nature of avoidance contingencies deployed in
those nations. The study findings further reveled that cash in transit lethal thieving are
customarily regarded as the work of expert and dangerous thieves and there is unscientific
evidence of a recent rise in these types of fraudulence. The study also indicated that
prosperous armed burglars are those who take intimidations; conversely, there is little
research into how those dangers are succeeded.
Expansion was done on Gill‘s work by Pillay (2008) who established that cash in transit
lawbreakers congregated astuteness on their objectives and expended time exploring the
transportation of cash distributions/pools and would choose their objects according to the
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supposed dangers. The principal objects assortment measures will be targets alleged as
‗easy‘ with moderate to great incentive. Pointers of ‗easy‘ targets comprise businesses
using carrying apparatus not suitable for the profession and vulnerable cash in transit
operatives.
As majority of the burglaries in the millennium (after 2000) have budged from financial
institutions infrastructure to cash in transit, Smith and Louis (2010) argued that the great
business contributors, majorly financial institutions, have capitalized seriously in refining
the security of their personnel. Some of the enhancements are improved general plan of
reinforced automobiles to improve members security as well as the setting up of GPS
surveillance on all automobiles, the setting up of a solitary individual entry knowledge on
all automobiles; application of automobiles CCTV structures; and upgraded peripheral
automobile illumination, a complete reevaluation of reinforced vehicle machinist staffing
and initiation drill and the application of progressive yearly reinforced burglary situation
drilling.
In 2007, the South African Investment Danger Statistics Centre described a cumulative of
509 cash in transit occurrences in South Africa (Pillay, 2008). Investigation of South
African occurrences discovered that there were two major kinds of money in transit
fortified burglaries happening, the last of which is not ordinary in Australia. The first kind
are ‗fractious concrete‘ occurrences, which is where the occurrence takes place separate
the automobile and targets the safeguard transporting the strongbox either from, or to, the
customer. Otherwise, guards may be besieged while they are in the development of
replenishing automatic teller machines (Pillay, 2008). The second type are ‗robbery‘
wrongdoings which contain an attack on a safekeeping automobile while it is moving,
compelling it off the highway by means of a crash (also known as a ‗tap tap‘) or by the
use of extreme ferocity (e.g. drive-by shooting; Pillay 2008).
Nixdorf, Kemna and Zink (2011) sought to understand the charge of organization of
money in Asia Pacific through the construction of a cohesive cash source sequence to
advance cash handling effectiveness. Data collection was achieved using a questionnaire
as well as an interview guide. Interview guides are best where in depth probing is
required. The data collected was analyzed using two methods; descriptive analysis as well
as inferential analysis. Descriptive analysis was conducted using means, standard
deviation, frequency as well as percentages. Inferential analysis was conducted using
correlation and regression analysis. Hypothesis testing was conducted using multivariate
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regression analysis. The study revealed that financial institutions in developing markets
today accomplished the maximum cost declines in diminishing labour cost, mainly
through subcontracting of non-key errands, such as replenishing of ATMs and carrying of
money. On the other hand they tackled increasing cost due to rear office wastefulness and
an absence of arrangement in the cash supply sequence. Complete market financial
institution concentrated on the cost of holding additional cash majorly through refining
their predicting and forecasting competences and emerging a thinner cash source
sequence. Safekeeping was more conspicuous in developing markets outstanding to lesser
community safety in general subsequent in greater danger of burglary, stealing, and
deceit. Internal stealing also posed a superior difficulty, as money management in
developing markets involved extra manual handling with more trace opinions of staff and
money thus generating openings for burglary. Transparency and inspection traceability
had also remained termed, but were not hitherto key worries. A financier from Indonesia
itemized that though it is motivating for a bank to recognize where the money is situated
at any specified instant, this is more a worth-supplementary provision than awful
commercial necessity. Nevertheless, it is extremely possible that this necessity will
escalate with rising levels of subcontracting, as banks need to preserve maximum control
above the money sequence. The study revealed conceptual differences from the current
study. The current study focused on how cash handling affected performance. This helped
to fill the conceptual knowledge gap existing. Furthermore, the fact that this study was
conducted in a different context, with totally different economic situation, played a role in
filling the contextual knowledge gaps existing.
A study was also conducted by Delloite (2013) using primary data. The results showed
that retail banks operated some of the largest, greatest multifaceted and utmost protected
stock sequence across the globe, conveying and keeping money through thousands of
localities each period. The price of working this stock sequence prolonged to expenditure
on all the material and amenities necessary to practice and dispenses money during the
course of the bank‘s system–from the chief bank to outlets/ATMs and eventually to
consumers. These expenses were great and rising owing to dual key drivers: the
increasing claim for money and the growing consumption of added multifaceted expertise
through the quantity sequence. It was recommended that accurately planning cash would
provide retail banks with the capability to decrease their functioning principal (money
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portfolio) and working expenditures (handling and moving charges) although still
upholding great provision ranks.
Adu (2016) conducted a study on cashless policy and its effects on the Nigerian economy.
Data collection was achieved using a questionnaire as well as an interview guide.
Interview guides are best where in depth probing is required. The data collected was
analyzed using two methods; descriptive analysis as well as inferential analysis.
Descriptive analysis was conducted using means, standard deviation, frequency as well as
percentages. Inferential analysis was conducted using correlation and regression analysis.
Hypothesis testing was conducted using multivariate regression analysis. The study found
that a cashless policy in handling of cash led to a reduction of theft. This was so since
robbers were attracted by volume of cash movement through bullion vans, the use of
alternative electronic payment system would therefore reduce incidence of robbery in
the society, this was one of the reasons why Central Bank of Nigeria continued to
emphasize that individuals needed to buy into the policy as soon as possible. Removing
all the cash from site removed the security issues relating to cash handling significantly
and reduced the risk of vandalism and theft. The study also found that there was
inadequate security around the ATM locations since most ATM locations were not
secured thereby making it easier for fraudulent persons to carry out their fraudulent
activities without any arrest. Computer hackers also used the porous security system to
steal data by breaking the codes or passwords. The study revealed conceptual differences
from the current study. The current study focused on how cash handling affected
performance. This helped to fill the conceptual knowledge gap existing. Furthermore, the
fact that this study was conducted in a different context, with totally different economic
situation, played a role in filling the contextual knowledge gaps existing.
According to the European Payments Council (2013), the European Union Regulation on
proficient cross-margin passage of euro money by highway permitted numerous behaviors
of establishing money passage as fine as the successive management undertakings
accomplished among profit-making money series contributors, their customers and
National Central Banks (NCBs) through boundaries. This fractious-edging money
transportation reinforced the objectives of the European Central Bank‘s (ECB‘s)
Roadmap for extra merging of National Central Bank money amenities near a
―simulated‖ NCB money centre ideal. This ideal endorsed elementary money amenities of
diverse NCBs inside the Euro structure to become substitutable lacking some hands-on
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difficulty. The NCBs exclusive the Euro structure required established the mechanical
procedures to quickly take and develop fractious-boundary euro money passages. An
important decrease in safety danger might similarly be accomplished as Money-InTransfer Company. Businesses might regulate additional effective money passage ways
for their prevailing customers positioned inside boundary areas. CIT corporations might
additional increase their money facilities to a broader assortment of possible customers
situated in cross-border sections. Owing to historical topographical limitations, the
proportion of cross-border money passage had been trifling when related to the dimension
of the nationwide euro money passage. Nonetheless, it presented the prospective of
improving the money series of specific European Union Member States on condition that
such cross-border money transportation facilities were presented by the CIT businesses.
Nan and Long (2009) while investigating the cash supply chain asserted that particular
logistics package suppliers, similarly recognized as cash-in-transit (CIT) businesses or
reinforced transporters, were employed to passage money amid casting and reproduction
businesses, the central bank‘s money hubs, and additional sequence bodies and to
accomplish warehousing and fractious-docking accomplishments. Subcontracting these
actions to CIT businesses added to the effectiveness of the CSC (Nan &Long, 2009). If
profitable tiers (e.g., commercial banks) were consecutively short on money portfolios,
they needed to command money at the chief bank to achieve money commands
positioned by (local) bank outlets, merchants, and commercial consumers, and to restock
self-provision devices such as ATMs. Profit-making banks, venders, and CIT businesses
might command appropriate money at the central bank. Instructions were chosen up and
later transported to the particular money center by wholesale transportation. And viceversa, whichever castoff money or unhealthy money (determined by guidelines and rule)
were reimbursed to the chief bank. CIT businesses transportation used money from
vendors, bank outlets, and self-provision strategies to their personal cross-dock or money
center.
The appropriate-category recycled money as distinguished by Nan and Long (2009) the
CIT business transported this money whichever orthodox to the chief bank, or to a profitmaking bank‘s money center. Afterwards the CIT Business conveyed the unhealthy
money to the chief bank and the right money nether to the circulation networks. A great
merchant influence has the serious figure to uphold a money midpoint by itself. Incomes
established in money from companies and/or customers were transported from supplies to
49

this money midpoint, after which the money was transported in wholesale to alternative
money midpoint to be placed at a profit-making bank. CIT businesses may need fractious
anchorage hubs to function precise topographical areas. If so, wholesale transportation
was done amongst the money focal point and the fractious anchorage hubs and lesser
consignments, signified as micro circulation, were bartered among the fractious
anchorage hubs and spreading networks. Micro circulation was also executed among the
several circulation networks
Van Anholt (2014) piloted a study on enhancing logistics practices in money stock series.
Data collection was achieved using a questionnaire as well as an interview guide.
Interview guides are best where in depth probing is required. The data collected was
analyzed using two methods; descriptive analysis as well as inferential analysis.
Descriptive analysis was conducted using means, standard deviation, frequency as well as
percentages. Inferential analysis was conducted using correlation and regression analysis.
Hypothesis testing was conducted using multivariate regression analysis. As per the
study, the great worth mass of money (particularly banknotes) needed particular
procedures for putting away, transference, and preservation of devices, automobiles, and
locations to alleviate safety threat. CSC bodies were regularly covered for incursions and
muggings, but worker security is measured best imperative. Exact safety measures are
recognized to guarantee that, e.g., a CIT worker need open a treasury if being required to
do so and a CIT servant may resolve not to restock an ATM if the zone is short of safety
necessities. Lively transport and overhauling: passage occupations and the repairing of
self-provision devices must be completed enthusiastically to evade foreseeable
effectiveness of the transportations. This implies that money and other proceeds might not
be distributed at the similar time and time on a weekly basis. Money is warehoused at
several areas in the CSC: particularly in established nations, the quantity of self-provision
devices dispensing and/ or compliant money is abundant. Since there are numerous
standard positions, relating approaches that concurrently address claim projecting, courseplotting, and order satisfaction obligate the possible of reproducing considerable charge
investments. The study revealed conceptual differences from the current study. The
current study focused on how cash handling affected performance. This helped to fill the
conceptual knowledge gap existing. Furthermore, the fact that this study was conducted in
a different context, with totally different economic situation, played a role in filling the
contextual knowledge gaps existing.
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Credit Agricole Bank, Serbia (2014) presented a method for demonstrating day-to-day
money request for total ATMs in the Credit Agricole Bank system in Serbia. The method
was created on time sequence and regression approaches for predicting an optimum
quantity of cash that ought to be employed every day in the ATMs in so as to encounter
clients' strains and lessen charges of the bank. Three diverse kinds of charges were
deliberated on: cash chilly expenses, conveyance charges and coverage charges. The
presentation of the consequent calculations was related with outcomes of the suggestion
that bank actions for conniving of the period and the number of substantial-in for each
ATM centered on past statistics. In order to retain expenses of passages as little as
imaginable, grouped ATMs were being provided with money in the similar period
(course). Additionally, expenses for cover were comparative reliant on quantity of cash in
ATM. When it emanated to the charge of transportation, the bank handled with the
condition on the ensuing method: In order to minimize expenses for satisfying-in, bank
unceasingly arranged money transportation for numerous topics in the neighbor-hood,
consequently the transportation was completed in the circle (for 3-4 subjects) and not as
astronomical (for each topic disjointedly). The bank employed a request which suggested
the period and the total of satisfying-in for each ATM founded on past information.
In the Kenyan context, Fayo (2015) states that G4S Security Company was involved in
cash in Transit theft of cooperative bank of Kenya cash which was being transported from
the bank‘s Maua branch in Meru to its Koinange branch in Nairobi.Ksh.80 million was
stolen in the process. The company has also been involved in other cases of theft with
consolidated bank of Kenya. It had previously been ordered to pay Ksh.18.55 Million to
consolidated bank for being involved in cash in transit theft. According to Delloite
(2013), cash in transit theft is not only done by the G4S security company but also other
security companies contracted to transport cash (Ndonga, 2014). A recent case was KK
security officers making away with a total of KSh.82 million which they were
transporting from Westlands to the Central Bank of Kenya. Despite the fact that the
distance between Westlands and Central bank of Kenya was short, money was still being
stolen. Poor cash transportation is to blame for that.
The physical transportation of cash as a method of money laundering was not restricted to
a particular type of crime (Middle East & North Africa Financial Action Task Force,
2015). The means employed to physically move illegal money were reliant on a judgment
creation progression carried out by the unlawful. It was obvious from the inquiry form
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replies that this singularity of genuine cross-border money transference was not well
agreed commonly. The answers indicated that most nations were conscious that air
travelers and individuals in automobiles transport money legally across boundaries.
Though, significantly less had any involvement of money transporting in freight and
posting for genuine determinations, and nevertheless vast quantities of money (the
corresponding of tens, and occasionally hundreds of millions of US dollars in a solitary
consignment) are conveyed amongst key monetary organizations by air freight each day,
consignments that are usually focus to very minute examination by taxes experts. This
overall absence of information and/or considerate is important. Without a in-depth
considerate of the means and skills of genuine cross border money transport, the taxes
measures and certification appropriate and the instruments that enterprise these means
and methods, it might be selfsame difficult for the institutions in a nation to be capable to
express if a consignment of money was genuine or

not. Furthermore, lacking this

considerate, nations would not be capable to evaluate if their lawmaking practices were
adequate to permit their duties and boundary powers that be to regulate cross-border
money transference efficiently.
Mazzotta, Chakravorti, Bijapurkar, Ramesh, Bapat, Roy, and Shukla (2015) assessed the
cost of cash in India. Data collection was achieved using a questionnaire as well as an
interview guide. Interview guides are best where in depth probing is required. The data
collected was analyzed using two methods; descriptive analysis as well as inferential
analysis. Descriptive analysis was conducted using means, standard deviation, frequency
as well as percentages. Inferential analysis was conducted using correlation and
regression analysis. Hypothesis testing was conducted using multivariate regression
analysis. Banks were observing for means to decrease money management expenses by
subcontracting money management purposes to particular money-in-transit (CIT)
businesses. This would permit them to emphasis on giving outstanding provision and
obtaining and holding clienteles. Money management was complicated since outlets had
to dispense money amid ATMs, money credit equipment, and outlets, and end up
transporting additional money as cushion. Traffic flow overcrowding and additional
peripheral influences further contributed to this difficulty. Numerous enterprises were
presently intended at improving statistics allocation, decreasing money treatment period
and growing production points. Certainly, establishments were poignant to several
technical progresses and practice-leaning tactics over subcontracting to progress
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effectiveness in money processes. Administrators connected with money processes sensed
that supplementary method enhancements might yield investments of at minimum 25%.
Money in transportation carrying weapons burglaries mostly involved preparation by
numerous wrongdoers, equipped with weapons, who are looking for considerable
improvements. By means of this outline, it was probable that utmost CIT wrongdoers will
be specialized equipped burglars. This is reinforced by Gill (2001) in solitary of the
scarce researches carried out in this part. Gill (2001) considered 341 burglars who
directed a multiplicity of settings and concluded that a steady arrangement arose; CIT
burglars were the most prepared and completed the greatest work to accomplish
conceivable dangers. Further research have also illustrated that CIT wrongdoers
composed evidence and collected intellect about corporations they needed to mark and
that they also investigated when and where undertaking of money takes place (Pillay
2008).
Gill (2001) also indicated that money in transport automobiles were an eye-catching
objective for burglars since they were rewarding. However, they were dangerous too; cars
were portable, safeguards had to be challenged openly and there were advanced levels of
safekeeping than is available the majority of the alternative goals. Consequently, this kind
of burglary appealed the devotion of ‗specialists‘; that was those who were enthusiastic
and experienced and better competent to be able to contain the dangers connected with
their wrong doing. The research recommended that the business characteristics of moey
in transport burglary implied that efforts at deterrence may best be concentrated on
dropping the chances relatively than undertaking the kinds of organizers.
Smith and Louis (2010) sought to investigate the money in transportation burglary in
Australia. Data collection was achieved using a questionnaire as well as an interview
guide. Interview guides are best where in depth probing is required. The data collected
was analyzed using two methods; descriptive analysis as well as inferential analysis.
Descriptive analysis was conducted using means, standard deviation, frequency as well as
percentages. Inferential analysis was conducted using correlation and regression analysis.
Hypothesis testing was conducted using multivariate regression analysis. The results of
the study revealed that a sum of 89 CIT equipped burglary occurrences were documented
by CIT businesses for over a period of twenty years. The massive popular of wrongdoers
who participated in CIT cases from 2000 ahead were men. CIT fortified burglars usually
dress in camouflages. This is to be anticipated bearing in mind CIT equipped burglars
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wrongdoers assemble at the specialized finale of the wrongdoer range and criminals
might be likely to take more safety measures in keeping their personality. The major tools
were their weapons which were obtained illegally and their 'getaway' vehicle. 52% of CIT
carrying weapons burglary occurrences entailed the CIT automobile distributing moneys
to an ATM whichever at a bank, profit-making buildings or supermarket run shopping
center. 36% of cases linked with CIT automobiles constructing pools from whichever
profitable locations or banks. The other cases (11%) involved businesses at banks or
money-making sites, but did not state if it was an assemblage or supply. Investigation
showed that majority of CIT carrying weapons burglaries happen in the daybreak.
Growing the quantity of alterations to CIT automobile courses and supply programs is
another technique probable to diminish or interrupt the chance for the wrongdoing to
happen. Once more, presenting better multiplicity in work arrangements and programs
may interrupt prospects to obligate a CIT theft. Nevertheless, the capacity to spread CIT
distributions is restricted by the demand to meet consumers' requests for money
pickups/drop-offs to be carried out at particular periods.
Poisat, Mey and Theron (2014) focused on social support as important to money in
transportation sentinels‘ mental comfort. Data collection was achieved using a
questionnaire as well as an interview guide. Interview guides are best where in depth
probing is required. The data collected was analyzed using two methods; descriptive
analysis as well as inferential analysis. Descriptive analysis was conducted using means,
standard deviation, frequency as well as percentages. Inferential analysis was conducted
using correlation and regression analysis. Hypothesis testing was conducted using
multivariate regression analysis. Owing to huge quantities of money in transfer,
safekeeping vans had developed favored objectives for carrying weapons burglaries.
Money-in-transportation safeguards had to toil beneath treacherous and existenceintimidating situations, as transferring belongings, predominantly money, required a
progressively more dangerous duty in South Africa. The research sought to find out the
probable effect of social aid on workers‘ vulnerability to work exhaustion. Money in
transport workers are likely to suffer exhaustion as a result of protracted reply to workrelated stressors and a shortage of communal backing. Communal backing may help as a
cushion to work-related worry. This study posited that the extent of exhaustion was
intensely predisposed by an absence of communal provision and a demanding work
setting. A charitable illustration of money in transfer safekeeping protectors was acquired
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from two reserved security corporations in the Eastern Cape Province of South Africa.
The research results showed that communal backing contributed a possibly important part
in decreasing money in transportation workers‘ vulnerability to work fatigue. Also, the
findings recommended that a risky, insecure and demanding job setting may escalate the
danger of work fatigue between money in transfer personnel, and definite administrative
involvements are essential to decrease the result thereof. The study revealed conceptual
differences from the current study. The current study focused on how cash handling
affected performance. This helped to fill the conceptual knowledge gap existing.
Furthermore, the fact that this study was conducted in a different context, with totally
different economic situation, played a role in filling the contextual knowledge gaps
existing.
Hepenstal and Johnson (2010) examined the attentiveness of cash-in-transit burglary.
Data collection was achieved using a questionnaire as well as an interview guide.
Interview guides are best where in depth probing is required. The data collected was
analyzed using two methods; descriptive analysis as well as inferential analysis.
Descriptive analysis was conducted using means, standard deviation, frequency as well as
percentages. Inferential analysis was conducted using correlation and regression analysis.
Hypothesis testing was conducted using multivariate regression analysis. According to
the research, no methodical researches of the spatial spreading of CIT burglary happened
and hence the writers wanted to seal this opening using information for London, UK. In
the initial situation strategies were examined for the whole town. To provide extra
comprehensive examination, an instance research was piloted in solitary area recognized
as a prevalent. In that zone, examination was shown to detect the definite delivery of
possible CIT objectives as well as the crime settings. The probable effect of the
arrangement of the road system was also scrutinized. The conclusions put forward that
CIT burglary bunches in space more than would be anticipated on the foundation of the
delivery of goals, and that the danger of CIT theft was chiefly severe about main
connections. The study revealed conceptual differences from the current study. The
current study focused on how cash handling affected performance. This helped to fill the
conceptual knowledge gap existing. Furthermore, the fact that this study was conducted in
a different context, with totally different economic situation, played a role in filling the
contextual knowledge gaps existing.
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Koss, Lageweg, Lavery and Struben (2011) evaluated how banks could improve the
efficiency of their cash operations. Data collection was achieved using a questionnaire as
well as an interview guide. Interview guides are best where in depth probing is required.
The data collected was analyzed using two methods; descriptive analysis as well as
inferential analysis. Descriptive analysis was conducted using means, standard deviation,
frequency as well as percentages. Inferential analysis was conducted using correlation and
regression analysis. Hypothesis testing was conducted using multivariate regression
analysis. They noted that by teaming up on money dispensation, supply, and device
administration, banks might reduce the price of their money processes by a projected 20
to 30 out of a hundred and avoid some of the dangers intrinsic in subcontracting. A multibank money usefulness conducted money forecasting, device observing, money handling,
money circulation, agreement supervision, and even harmonization and recording.
Discretion of money supplying points (a modest top-secret for numerous banks) might be
preserved over the usage of bank-specific limits that were thought by the efficacy on a
extremely private foundation. Such collaboration also assisted banks and sellers vindicate
on a broader measure, to decrease the quantity of ATMs in a specific region while
cumulating the movement at for each device. To take charges down more, the efficacy
may amalgamate CIT processes inside exact topographies and involve a solitary CIT
worker to allocate money for all banks (and possibly sellers) in a specific area. This
shortened the logistics of transferring money to and from ATMs, decreasing travel period
and expenditure. Also rather than require a lone CIT supplier for all of its countrywide
money processes (as is the circumstance for several banks at present-day), a conglomerate
might upsurge marketplace attractiveness and decrease solitary-supplier dangers by
means of a variety of dissimilar dealers, each portion a dissimilar physical area.
Wetstein (2013) piloted a research on money-in-transport; an examination of the
harassment of secures safeguards. Routine Activities Theory was utilized as a
hypothetical foundation to evaluate statistics obtained from respondents presently used as
reinforced safeguards concerning their oppression practices. The consequences
recommended diverse backing for the usage of Routine Activities Theory as an
appropriate clarification for the persecution of armored personnel. Majority of the
occurrences stated by the respondents looked to be ordinary actions of aggravation;
nevertheless, there was an indication to recommend that lasting introduction to pestering
of this kind can need effects for armored personnel. City of occupation and size of
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occupation were set up to be meaningfully interrelated with the probability of
discrimination amongst the respondents. The last may be the creation of structural
strategies, which led to a reduction in experience over period or respondents evolving
hands-on policies to evade oppression as a consequence of acquisition on-the-job
understanding. Numerous new variables -interval of day, interval of week, and the
respondent‘s remoteness from their endpoint and the business van -were not established
to be expressively associated to, but could still influence, the possibility of discrimination.
Money and other treasures in transport theft connected to the unlawful misuse of these
great worth possessions typically money whereas they remained being conveyed from
one setting to another (Wainer & Summers, 2011). These crimes, categorized as corporate
theft, might happen at numerous areas on the way between money points and bank
outlets. Such thefts characteristically needed preparation and training and frequently extra
than solitary wrongdoer, which as a consequence imply that all these crimes might be
recognized to plan criminality.
Mills, Skodbo and Blyth (2013) wanted to get the meaning of panned wrongdoing over
approximating the gauge and the communal and financial charges. The research indicated
that safer money which was a state centre for astuteness distribution on CViT theft field a
file of all CViT thefts happening in the UK logged entire losses resultant from money and
treasures in transfer wrongdoings of estimated £12 million in the UK in 2010. Provided
the kind of these thefts, this was all accredited to prepared criminality. The usual damage
per crime was almost £15,000. The communal and financial charges of money and
proceeds in transfer burglaries comprised of the worth of possessions robbed from
financial institutions and companies, the physical and expressive evils continued by
targets, vanished production for companies, and any illegal integrity scheme charges from
subsequent examinations. Extra ills had been enumerated by means of Home Office
charges of wrongdoing approximations for theft – profitable, without the worth of
possessions engaged. Roughly 30% of these thefts caused in damages for fatalities, the
charges of which were estimated by Home Office charges of wrongdoing estimates. The
shared and financial responsibilities of registered planned cash and treasures in transport
thefts were projected to be around £27 million.
Through examination of programs from the previous about how numerous distinguished
approaches of criminality in transport have occurred, thrived, lessened and ended, Ford
(2010) wanted to determine if it was hypothetically valuable to generate a shared
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typology of prosperous wrongdoing deterrence measures that might aid avert future
occurrences on treasures in transport. The findings further revealed that some of the main
explanations for people to include in the robbery of CVIT together traditionally and
currently, with the exclusion of CIT vehicle robbery associated diligently to a time of
political downturn, financial or societal, leaving several looking for illegal methods of
revenue so as to live on. Such a try to wrongdoing saw objective leaning behaviour
looking to abuse safety flaws and planning basic counter actions to overwhelm the
present goal toughening actions in existence. Particularly, the burglars mark assortment
would include the uppermost conceivable incentive for the least supposed point of
exertion. As a result, past had steadily predicted that the undertaking of money and
treasures had continuously engaged new methods, all of which were severely missing
satisfactory goal toughening competences and this had remained continuously oppressed
by enthusiastic robbers.
Research studies carried out by Archibugi and Chiarugi (2009) and Dillon (2000)
exhibited that the persons obligating the robbery of CVIT together contemporarily and
factually frequently ready use of their environmentally friendly and educated information
in so as to do away with the less secure procedures of transference, with the exclusion of
CIT vehicles. Such information regularly placed the CVIT robbers at a dissimilar benefit
over the absence of able protectors in custody of defending the embattled transference,
exploiting more technically innovative systems of action and thus pledging the
performance of CVIT robbery. Wilson (2006) further argues that those who classify fresh
methods of susceptible transference to steal usually apply rightfully learnt information
and services from former legitimate work or life understandings to engage in illegal
methods of CVIT robbery so as to live on has remained exposed for past piracy, road
burglaries, train thefts and for the greatest portion, current piracy. The study revealed
conceptual differences from the current study. The current study focused on how cash
handling affected performance. This helped to fill the conceptual knowledge gap existing.
Furthermore, the fact that this study was conducted in a different context, with totally
different economic situation, played a role in filling the contextual knowledge gaps
existing.
Doyle (2015) noted that there has been a drive to de-commoditize the armored transport
industry in order to build profit and the search for alternative, higher-margin revenue
streams has been a priority. Armored transport companies have vertically integrated into
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cash processing services and encouraged banks to outsource vaults. This has worked
particularly well where central banks have introduced note circulation schemes that
encourage economies of scale, such as in the UK and South Africa. End-to-end services
involving the use of cash office technology has proved particularly popular in the US
quick service industry, where cash counting safes that provide better reconciliation, save
time and provide quicker value can be rented from the AT provider by the merchant.
Arnfield et al. (2015) noted that by outsourcing money procedures to third ownership
such as CIT benefactors, banks can incur savings of 15 to 20 percent. However, handling
relations with fortified transporters poses a singular test for ATM handlers owing to the
comparatively small tech, work exhaustive kid of the CIT commercial. This is chiefly the
circumstance for greater monetary organizations that usage numerous reinforced
transporters. Possession pathway of the countless weight programs, hurtling down reports
and filing entitlements can be a weight on the monetary organization‘s backbone agency.
It‘s significant to take care of every reinforced transporter place, subsequently each is
dissimilar and has separate matters demanding to be followed and achieved. These
matters could comprise interior robbery ensuing in fortified transporter assertions; money
area working matters that arise in fit money matters; replacements not finalized on time;
reporting exactness and appropriateness; privileges administration and compensation; and
general danger for individual hauler. Bad ATM money administration broadcasting led to
unobserved inside money robbery arising due a nonexistence of clearness on the position
of money in the system. Therefore, isolated supervision and projecting money
management apparatuses to harmonize the total money packed and distributed. By
merging respective money instruction down to the business deal level, the corporation has
the capacity to recognize any inconsistencies and take the needed measures to alleviate
possible damages.
Bodi-Schubert, Abraham and Lajko (2012) focused on the analysis of Hungarian Cash
supply. The commercial banks put in place ATMS after weighing the benefits versus
costs of either having the ATMS or having cash in transit for cash removal. This is by
establishing the lost interest for cash that is in stock versus the fees that Cash in transit
will need for removal. if the interest is low, there is a need to have a low removal by the
CIT and focus more on the use of ATMS. In another study, Talarico, Sörensen and
Springael (2015) proposed a model that can be used to reduce the cash in transit theft by
proposing a capacitated vehicle which is built based on the balance between the amounts
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of cash it is carrying versus the distance it is supposed to cover. There has been an
increase in the investment in the number of vehicles and other equipments such as
technologies that focuses on drop safes, interlocking doors as well as tracking which have
been implemented by cash in transit companies in order to reduce the cases of robbery
during cash in transit. These measures have been on the increase especially in the last
decade (Erasmus, 2012). One of the reasons attributed to an increase in the cases of
frauds is less of lack of security analysis during the phase where routes are planned
(Smith and Louis (2010); Yan, Wang, and Wu (2012). There is a suggestion of a model
by Yan et al. (2012) which focuses on more flexible routing planning practices that will
take into account the space and time measures which can aide reduce robbery risk. The
study revealed conceptual differences from the current study. The current study focused
on how cash handling affected performance. This helped to fill the conceptual knowledge
gap existing. Furthermore, the fact that this study was conducted in a different context,
with totally different economic situation, played a role in filling the contextual knowledge
gaps existing.
Therefore, the study hypothesizes that;
H0: Cash Transport does not have an effect on the financial performance of commercial
banks in Kenya.
2.4.3

Cash Storage and Financial Performance

A study conducted by Githecha (2013) sought to find out if fraud risk management
strategies affected financial performance of commercial banks in Kenya. By focusing on
all the 43 banks while using mixed research design, the study established that better fraud
risk management practices leads to better performance of commercial banks financially.
Data collection was achieved using a questionnaire as well as an interview guide.
Interview guides are best where in depth probing is required. The data collected was
analyzed using two methods; descriptive analysis as well as inferential analysis.
Descriptive analysis was conducted using means, standard deviation, frequency as well as
percentages. Inferential analysis was conducted using correlation and regression analysis.
Hypothesis testing was conducted using multivariate regression analysis The study stated
that with better regulatory framework, proper governance practices and improved
technological adoption, there was massive reduction in frauds and that positively
improved performance by 77%. In another study, Ngalyuka (2013) linked the use of
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internet and fraud cases in the banking sector. The study however focused on the use of
secondary data only but with a census of all the 43 commercial banks. The results
indicated that if IT is adopted by financing institutions, it significantly reduced the cases
of bank frauds.
In another study, Kytonen (2004) studied the cash management models and tested their
stability. Data collection was achieved using a questionnaire as well as an interview
guide. Interview guides are best where in depth probing is required. The data collected
was analyzed using two methods; descriptive analysis as well as inferential analysis.
Descriptive analysis was conducted using means, standard deviation, frequency as well as
percentages. Inferential analysis was conducted using correlation and regression analysis.
Hypothesis testing was conducted using multivariate regression analysis. Some of the
factors linked to a change in the cash management practices was a change in the
environmental behaviour which could be linked to changes in technology, organizational
structures as well as changes in the professional skills of the accountants and auditors. In
terms of the stability of the cash management models, the study revealed that as a result
of the changes in the cash management regulations, the stability of the model is also
affected. The study revealed conceptual differences from the current study. The current
study focused on how cash handling affected performance. This helped to fill the
conceptual knowledge gap existing. Furthermore, the fact that this study was conducted in
a different context, with totally different economic situation, played a role in filling the
contextual knowledge gaps existing.
The opinion of the accountants was also sought with regard to how fraud can be detected
and prevented. Bierstaker, Brody and Pacini (2006) who carried out the study focused on
registered accountants. Data collection was achieved using a questionnaire as well as an
interview guide. Interview guides are best where in depth probing is required. The data
collected was analyzed using two methods; descriptive analysis as well as inferential
analysis. Descriptive analysis was conducted using means, standard deviation, frequency
as well as percentages. Inferential analysis was conducted using correlation and
regression analysis. Hypothesis testing was conducted using multivariate regression
analysis. The findings revealed that some of the commonly used methods of preventing
frauds were protection through passwords, continuous reviews by the internal control unit
as well as firewalls. On the other hand, other methods which are equally important but
least practiced were data mining, analysis of risks digitally, the use of forensic
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accountants, as well as discovery sampling. The study indicated that specifically, the use
of forensic accountants as well as digital analysis of risks was the least practiced and the
main reason was narrowed down to lack of resources by the firms.
In Australia, Smith and Louis (2010) sought to establish the causes surrounding thefts in
commercial banks. An inquiry into cash thefts in Australian banks was done by Smith and
Louis (2010). According to their report, the early 20th century era was seen as a century of
high cases of robberies among the commercial banks which were seen as soft targets for
robbery. The main reason for a target on commercial banks was due to their poor storage
practices. The commercial banks however responded accordingly to these frauds by
investing heavily in storage in technology which was aimed to counter the attacks. Some
cases were the installation of pop up screens. This in turn led the robbers to focus their
attention somewhere else from storage and the only easy target was the cash in transit as
well as take advantage by raiding ATMs. With time, it became hard to steal from
commercial banks and this forced the robbers to focus on other cash handling firms. The
study revealed conceptual differences from the current study. The current study focused
on how cash handling affected performance. This helped to fill the conceptual knowledge
gap existing. Furthermore, the fact that this study was conducted in a different context,
with totally different economic situation, played a role in filling the contextual knowledge
gaps existing.
A study was conducted by Segal, Ngugi and Mana (2011) to focus on how the credit card
fraud can be tackled. Data collection was achieved using a questionnaire as well as an
interview guide. Interview guides are best where in depth probing is required. The data
collected was analyzed using two methods; descriptive analysis as well as inferential
analysis. Descriptive analysis was conducted using means, standard deviation, frequency
as well as percentages. Inferential analysis was conducted using correlation and
regression analysis. Hypothesis testing was conducted using multivariate regression
analysis. This also involved a focus on how credit card companies have established
mechanisms to protect against the credit card theft related activities. It was established
that theft related to credit card had increased by 37% between the year 2003 and the year
2007. Broad measures were advocating by the study such as implementation of
regulations that would mandate protections of the data as well as mandate standards for
security of data. The study revealed conceptual differences from the current study. The
current study focused on how cash handling affected performance. This helped to fill the
62

conceptual knowledge gap existing. Furthermore, the fact that this study was conducted in
a different context, with totally different economic situation, played a role in filling the
contextual knowledge gaps existing.
In another study, Kevin and Kathleen (2010) focused on how data breaches affected the
shareholder‘s wealth of 45 companies which formed part of the target population. Data
collection was achieved using a questionnaire as well as an interview guide. Interview
guides are best where in depth probing is required. The data collected was analyzed using
two methods; descriptive analysis as well as inferential analysis. Descriptive analysis was
conducted using means, standard deviation, frequency as well as percentages. Inferential
analysis was conducted using correlation and regression analysis. Hypothesis testing was
conducted using multivariate regression analysis. It was established that close to 3.8
million us dollars was lost through cyber crimes and the cost was excusive of costs such
as the loss in the value of the stock, costs involved in legal activities such as litigation as
well as the costs involved to re issue new credit cards. In general, the study argued that
loss of cash led to a negative effect on the financial stability of a company. Another study
by Dominic (2015) focused on organizations in Canada and specifically sought to
establish if various internal controls such as ethical trainings as well as background check
played a role in reduction of fraud loses. The study used a regression model to conduct
the hypothesis tests as well as focusing on the use of primary data as well as secondary
data. The results revealed that various internal control measures such as hotlines, surprise
audits as well as training in ethics all led to a significant reduction of fraud loses when
used in different scenarios. The one with the highest reduction was surprise audits which
led to up 69% reduction followed by Hotlines were which were associated with a
reduction of 54% of the loses.
Another study focusing on the frauds related to the use of ATM banks in relation to the
trust of customers indicated that continued frauds related to ATMs has led to a significant
reduction in the trust of customers in using those machines (Adepoju and Alhassan,
2010). Idowu (2009) focused on how to minimize the rate of fraud which was rampant in
commercial banks in Nigeria. From the use of regression analysis, the study established a
number of factors contributing to this cash frauds ranging from unfavorable working
conditions, overstaying in one job, lack of better management policies poor
remunerations which led to demotivated staffs. On the other hand, Schwartz, Fabo,
Bailey, and Carter (2008) indicated that there were risks involved with handling of cash
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ranging from collection to transport and storage and the risks can be categorized into
healthy as well as safety risks. Safety risks were associated with cash in transit where risk
of violence or injury arises when there is a robbery when carrying heavy bags of money.
Apart from the two, there were also the risks involving fraud and theft. There is a need to
conduct a proper risk analysis so that the set of risks can be identified. After
identification, there is a need to prioritize the risks and provide preventive measures such
as implementation of effective cash handling procedures that involve proper storage
mechanisms by having adequate secure containers like lockable petty cash tins to store
the cash and other cash handling practices involving issuing of receipts to those making
payments as well as making sure that money is handled by more than two people.
Regarding storage and transport of cash, Malete (2013) argued that there is a need to have
various procedures in place to ensure safety for instance having a third company to handle
the collection and storage of cash during peak seasons, frequent clearance of cash to
avoid accumulation, there is also a need to establish a numbering system to identify the
bags carrying the cash as well as making sure that more than one person escorts when
cash is being transported from one room to the other. There is also a need to ensure that
the amount of money is ensured and the records for insurance policy are stored securely
and marked in a separate room to be safe from fire and other disasters.

A study

conducted by Mimano (2014) to find out the relationship between performance and
outsourcing of cash handling practices established that there exists a positive significant
effect of cash handling practices and performance. Data collection was achieved using a
questionnaire as well as an interview guide. Interview guides are best where in depth
probing is required. The data collected was analyzed using two methods; descriptive
analysis as well as inferential analysis. Descriptive analysis was conducted using means,
standard deviation, frequency as well as percentages. Inferential analysis was conducted
using correlation and regression analysis. Hypothesis testing was conducted using
multivariate regression analysis. The decision of outsourcing cash handling practices
affected the commercial banks performance significantly and hence there is a need to
carefully consider these decisions.
Ikpefan (2007) examined money transfer services in banks through the Western Union
Money Transfer. The study investigated and tested the loss of money in transit by
comparing traditional and western union money transfer using interviews and
questionnaires. The result was tested using chi-square statistic. Data collection was
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achieved using a questionnaire as well as an interview guide. Interview guides are best
where in depth probing is required. The data collected was analyzed using two methods;
descriptive analysis as well as inferential analysis. Descriptive analysis was conducted
using means, standard deviation, frequency as well as percentages. Inferential analysis
was conducted using correlation and regression analysis. Hypothesis testing was
conducted using multivariate regression analysis. The study revealed that western union
money transfer had really reduced the frequency of loss of money in transit in Nigeria.
Due to customers complains, the study recommended that bank management should come
out with a very clear policy statement concerning exchange rate.
Credit Agricole Bank, Serbia (2014) presented a method for demonstrating day-to-day
money request for total ATMs in the Credit Agricole Bank system in Serbia. The method
was created on time sequence and regression approaches for predicting an optimum
quantity of cash that ought to be employed every day in the ATMs in so as to encounter
clients' strains and lessen charges of the bank. Three diverse kinds of charges were
deliberated on: cash chilly expenses, conveyance charges and coverage charges. The
presentation of the consequent calculations was related with outcomes of the suggestion
that bank actions for conniving of the period and the number of substantial-in for each
ATM centered on past statistics. In order to retain expenses of passages as little as
imaginable, grouped ATMs were being provided with money in the similar period
(course). Additionally, expenses for cover were comparative reliant on quantity of cash in
ATM. When it emanated to the charge of transportation, the bank handled with the
condition on the ensuing method: In order to minimize expenses for satisfying-in, bank
unceasingly arranged money transportation for numerous topics in the neighbor-hood,
consequently the transportation was completed in the circle (for 3-4 subjects) and not as
astronomical (for each topic disjointedly). The bank employed a request which suggested
the period and the total of satisfying-in for each ATM founded on past information. The
study revealed conceptual differences from the current study. The current study focused
on how cash handling affected performance. This helped to fill the conceptual knowledge
gap existing. Furthermore, the fact that this study was conducted in a different context,
with totally different economic situation, played a role in filling the contextual knowledge
gaps existing.
A survey of various sites in San Jose by Erickson (2010) showed that the presence of
procedures for cash handling revealed that they played a huge significant role on the
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performance of the companies surveyed as they significantly reduced frauds. Among the
practices experienced was that there was minimal handling of cash, cash was kept in safes
which were locked and the doors heading towards the safes were also locked and only
specific staff had keys accessing those doors. There was also a combination of various
cameras to compliment the safe storage. A study conducted by Cheng (2014) established
the practices involving the use of technologies to when handling cash in what was called
retail cash automation. This involved an investigation of a number of software‘s as well
as smart safe product involving the use of smart safe data. The study indicated that smartsafes improved productivity by automating the cash deposits for merchants.
After establishing that cash was the most vulnerable product exposed to theft, Olatunji
(2009) conducted a study to examine the role of internal control system on the overall
performance of the banking sector. Cashiers were revealed to be the main perpetrators of
cash frauds among Nigerian commercial banks and hence when recruiting them, the
process should be very strict and thorough. The study also suggested that during
transport, the commercial bank should have insurance of the cash to insulate it against
loss in case of theft. The study revealed conceptual differences from the current study.
The current study focused on how cash handling affected performance. This helped to fill
the conceptual knowledge gap existing. Furthermore, the fact that this study was
conducted in a different context, with totally different economic situation, played a role in
filling the contextual knowledge gaps existing.
In regard to mobile funds, Gilman and Joyce (2012) established that the key to success of
any business remains in the risk management. Protection of both reputation and revenue
is the outcome of well crafted and implemented risk management strategies. Instead of a
business focusing on detecting frauds, there is a need to focus on preventing frauds. Some
of the suggested measures were segregation of duties among the staffs, hardening of
network that has withstood the test of thorough review and testing. In Kenya, Sang (2014)
focused on commercial banks in Nakuru to establish the relationship between various
fraud determinants as well as interrogate measures which the banks have initiated to
counter any cases of frauds. Data collection was achieved using a questionnaire as well as
an interview guide. Interview guides are best where in depth probing is required. The data
collected was analyzed using two methods; descriptive analysis as well as inferential
analysis. Descriptive analysis was conducted using means, standard deviation, frequency
as well as percentages. Inferential analysis was conducted using correlation and
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regression analysis. Hypothesis testing was conducted using multivariate regression
analysis. Some of the measures established were frequent checks, restriction to cash
storage areas as well as restriction to information systems. The study further established
less internal control systems had been established by the commercial banks.
In Nigeria, Adetiloye, Olokoyo, and Taiwo (2016) focused on internal control measures
and fraud control by use of mixed data methods. Data collection was achieved using a
questionnaire as well as an interview guide. Interview guides are best where in depth
probing is required. The data collected was analyzed using two methods; descriptive
analysis as well as inferential analysis. Descriptive analysis was conducted using means,
standard deviation, frequency as well as percentages. Inferential analysis was conducted
using correlation and regression analysis. Hypothesis testing was conducted using
multivariate regression analysis. The findings of the study revealed that despite the fact
that few staffs were committed to internal control; it was still a better method of
managing cash frauds in commercial banks. The study also established that a focus now
was on technological fraud where internet use was the main focus of traditional robbers.
Technological based fraud was significant. The study revealed conceptual differences
from the current study. The current study focused on how cash handling affected
performance. This helped to fill the conceptual knowledge gap existing. Furthermore, the
fact that this study was conducted in a different context, with totally different economic
situation, played a role in filling the contextual knowledge gaps existing.
Braeuer, Gmeiner and Sametinger (2015) examined risk assessment of ATM security and
established that unlike previously where the main focus was physical assault of ATM
users; robbers have nowadays devised other mechanisms to engage in fraud related to
ATMs by engaging in logical activities involving the manipulation of software are linked
to ATMs. The role played by anti money laundering policy was also reviewed by a study
conducted by Idowu and Obasan (2012) by looking at its effect on performance. Findings
of the study showed that an effective policy significantly reduced cash frauds activities
and played a positive significant role on performance of commercial banks. In the long
run, money laundering has a negative effect on the overall economy of Nigeria.
Therefore, the study hypothesizes that;
H0: Cash storage does not have an effect on the financial performance of commercial
banks in Kenya.
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2.4.4

Cash Insurance and Financial Performance

Kuria and Moronge (2013) conducted a study on the effects of insurance fraud control
mechanism on the growth of the insurance industry with focus on insurance firms in
Kenya. To achieve its objective, the study adopted a descriptive research design. The data
was obtained mainly from claim managers and risk managers of the companies. The
target population was the 49 insurance companies in Kenya. A census was used owing to
the small size of the target population. Questionnaires were used as the tool for collecting
data. The analysis was done by use of a spreadsheet program and presented in tables and
charts. The study found out that regulation does not aid in fraud control and had little
impact on the growth of the insurance sector. Technology and governance on the other
hand had been used to fight fraud in the insurance industry and not only aided fraud
mitigation but also promote growth of the sector.
Ahmed et al. (2011) sought to investigate the effect of firm level characteristics on the
performance of the life insurance sector by taking the case of insurance firms in of
Pakistan for duration of 7 years. Data collection was achieved using a questionnaire as
well as an interview guide. Interview guides are best where in depth probing is required.
The data collected was analyzed using two methods; descriptive analysis as well as
inferential analysis. Descriptive analysis was conducted using means, standard deviation,
frequency as well as percentages. Inferential analysis was conducted using correlation and
regression analysis. The study adopted an ordinary least square regression model and the
findings showed that debt ratio had a negative impact on how the insurance firms
performed. With regard to factors such as age, it was established that it negatively
affected performance but the effect was not huge hence insignificant. The size of the firm
on the other hand had a positive effect on performance of the firm which operated in the
life insurance sector. Large insurance firms perform better than small firms.
Lambert, Noth, and Schüwer (2013) focused on whether a change in premiums from the
banks to insurance firms had an effect on fraud. The results showed that an increase in
premiums from the commercial banks was directly related to the increase in risk. The
more commercial banks engaged in more risky behaviors such as investments in risky
commercial real estate loans, they become more risky and hence seek more protection
from insurance companies. The study revealed conceptual differences from the current
study. The current study focused on how cash handling affected performance. This helped
to fill the conceptual knowledge gap existing. Furthermore, the fact that this study was
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conducted in a different context, with totally different economic situation, played a role in
filling the contextual knowledge gaps existing. In another study, Demirguc-Kunt (2000)
established that insurance of deposits had a negative effect on performance of the
commercial banks as well as on the quality of assets. The argument brought across by the
study was that the cost of ensuring the deposit was borne by the depositors of the cash.
Since this was not borne by the commercial banks, they had a leverage of engaging in
riskier behaviors such as issuing risky loans and that affected their profitability.
The findings of a study by Mishkin (2000) revealed that where the public sector were the
sole administers of insurance policies, the financial performance of commercial banks
was at a greater risk as compared to when the same was given by both public and private
sector. The reason for the argument was the under pricing of the risk premiums in the
managers in the public sector; a trait which was not practiced in the private sector. In
another study to establish how cash deposit insurance related to performance, Cull,
Senbet, and Sorge (2005) conducted a study focusing on 58 countries banking sector. The
premiums paid as well as the requirements presented by the regulator on all the
commercial banks were tested by the study. Data collection was achieved using a
questionnaire as well as an interview guide. Interview guides are best where in depth
probing is required. The data collected was analyzed using two methods; descriptive
analysis as well as inferential analysis. Descriptive analysis was conducted using means,
standard deviation, frequency as well as percentages. Inferential analysis was conducted
using correlation and regression analysis. Hypothesis testing was conducted using
multivariate regression analysis. There was a need to establish whether the two had an
impact on financial activity and stability of the sector. The results showed that the
problem of moral hazard was still rampant especially after insurance activities.
Commercial banks engaged in excessively high risk activities which were relative to
socially optimal outcomes.
In Nigeria, while seeking to establish how fraud affects performance of banks,
Abdulrasheed, Babaitu and Yinusa (2012) conducted a study to establish the same. Data
collection was achieved using a questionnaire as well as an interview guide. Interview
guides are best where in depth probing is required. The data collected was analyzed using
two methods; descriptive analysis as well as inferential analysis. Descriptive analysis was
conducted using means, standard deviation, frequency as well as percentages. Inferential
analysis was conducted using correlation and regression analysis. Hypothesis testing was
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conducted using multivariate regression analysis. The study established a significant
relationship between banks profitability and cash involved in fraud. In another study in
Nigeria, Adeyemo (2012) focused on causes, nature, effects as well as the solution for
bank fraud. Data collection was achieved using a questionnaire as well as an interview
guide. Interview guides are best where in depth probing is required. The data collected
was analyzed using two methods; descriptive analysis as well as inferential analysis.
Descriptive analysis was conducted using means, standard deviation, frequency as well as
percentages. Inferential analysis was conducted using correlation and regression analysis.
Hypothesis testing was conducted using multivariate regression analysis. The results
showed that to reduce cash frauds, the offenders‘ temptation to commit fraud must be
reduced. Moreover, the chances of detection must be increased. The study revealed
conceptual differences from the current study. The current study focused on how cash
handling affected performance. This helped to fill the conceptual knowledge gap existing.
Furthermore, the fact that this study was conducted in a different context, with totally
different economic situation, played a role in filling the contextual knowledge gaps
existing.
Chiezey and Onu (2013) looked at the effect of fraud and illegal activities on the
profitability of banking institutions in Nigeria. The study investigated the effect of such
malpractices between the years 2001-2011. The findings revealed between 2001 and 2005
the cases of fraud was very high but after implementation of effective fraud management
measures, these percentage decreased in the subsequent five years after 2005. Poor book
keeping and loss of money to armed robbers were reported as some of the major causes of
fraud. The study implies that fraud and fraudulent activities severely inflicted challenges
on financial institutions and their clients. It greatly reduces the funds the funds for
economic. The recommendation of the study is that financial institutions in Nigeria need
to improve on their intrinsic regulation mechanisms and their regulatory agencies need to
better their oversight roles so as to discover and curb in time the cases of fraud and other
illegal operations within the financial institutions in Nigeria.
Demirgüç-Kunt and Detragiache (2002) conducted a study toestablish the relationship
between cash insurance and performance of commercial banks. Data collection was
achieved using a questionnaire as well as an interview guide. Interview guides are best
where in depth probing is required. The data collected was analyzed using two methods;
descriptive analysis as well as inferential analysis. Descriptive analysis was conducted
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using means, standard deviation, frequency as well as percentages. Inferential analysis
was conducted using correlation and regression analysis. Hypothesis testing was
conducted using multivariate regression analysis. The study findings established that
deposit insurance was a major contributor of banking sector crisis due to the problem of
moral hazard especially where the environment was weak and the regulations were not
strongly working. With good institutions and enforceable regulations, there was a less
chance of moral hazard which tended to increase the likelihood of banking crises. The
study revealed conceptual differences from the current study. The current study focused
on how cash handling affected performance. This helped to fill the conceptual knowledge
gap existing. Furthermore, the fact that this study was conducted in a different context,
with totally different economic situation, played a role in filling the contextual knowledge
gaps existing.
A study conducted by Ioannidou and Penas (2010) focused on analyzing how cash
deposit affected the commercial banks risk taking behaviour by focusing on commercial
banks in Bolivia. The country had just introduced a deposit insurance system for all the
commercial banks by the time the study was conducted. There was a need to compare the
commercial banks risk taking behaviour to the new developments in the cash deposit
insurance. There was a comparison of before and after effect of the introduction of the
system. It was established that introduction of the system led to commercial banks
increase in taking of riskier behaviors for instance loans with worse ratings but with
higher interest rates and bad ex post performance indicators. Furthermore the commercial
banks did not adjust their collateral requirements and loan maturities so as to take care of
the extra risks involved. This led to high failure rate among commercial banks operating
in Bolivia in the period.
In Sudan, Onour (2014) established the effect of deposit insurance and looked at the
effect of moral hazard behaviour among commercial banks. The study focused on credit
as well as technical efficiency risks in relation to moral hazard. Data collection was
achieved using a questionnaire as well as an interview guide. Interview guides are best
where in depth probing is required. The data collected was analyzed using two methods;
descriptive analysis as well as inferential analysis. Descriptive analysis was conducted
using means, standard deviation, frequency as well as percentages. Inferential analysis
was conducted using correlation and regression analysis. Hypothesis testing was
conducted using multivariate regression analysis. The findings revealed a positive
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correlation between credit risk and deposit insurance coverage. In regard to technical
efficiency risk, the study found out that it was negatively related to performance.
Generally, deposit coverage was negatively correlated to performance of the commercial
banks. A study coupled both insurance of deposits, bank specific factors as well as
conditions of the external macro environment on financial performance of commercial
banks. The study revealed conceptual differences from the current study. The current
study focused on how cash handling affected performance. This helped to fill the
conceptual knowledge gap existing. Furthermore, the fact that this study was conducted in
a different context, with totally different economic situation, played a role in filling the
contextual knowledge gaps existing.
The study which was conducted by Bayir (2000) focused on a sample size of thirty-five
private commercial banks operating in Turkish banking sector for ten years. A panel
regression approach indicated that insurance of cash deposits was highly associated with
failure rate of commercial banks. The higher the rate of insurance of deposits, the higher
the rate of banks failure in Turkish commercial banks between the year 1991 and 1998.
The main case of this was an increase in the moral hazard behaviour as well as fragility of
the commercial banks. The banks started engaging in riskier investments after insurance
of the cash deposits. The study revealed conceptual differences from the current study.
The current study focused on how cash handling affected performance. This helped to fill
the conceptual knowledge gap existing. Furthermore, the fact that this study was
conducted in a different context, with totally different economic situation, played a role in
filling the contextual knowledge gaps existing.
In another study, Yilmaz and Muslumov (2008) found out how deposit insurance
impacted on performance of banks operating in the Turkish banking sector. The study
was able to thoroughly investigate the moral hazard risk associated with insurance of
deposit. Data collection was achieved using a questionnaire as well as an interview guide.
Interview guides are best where in depth probing is required. The data collected was
analyzed using two methods; descriptive analysis as well as inferential analysis.
Descriptive analysis was conducted using means, standard deviation, frequency as well as
percentages. Inferential analysis was conducted using correlation and regression analysis.
Hypothesis testing was conducted using multivariate regression analysis. After analysis;
the results indicated that after deposit insurance, the commercial banks engaged in more
risky activities. There was an increase in foreign exchange position risk and deterioration
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in capital adequacy after commercial banks ensured their deposits. This was a clear
indication of moral hazard behaviour among the commercial banks after insuring
deposits. The research results indicated that a complete deposit insurance system led to
distortion of the commercial bank‘s incentive structure and that led to improper
functioning of market discipline mechanism which ultimately led to the act of excessive
risk-taking. The study revealed conceptual differences from the current study. The current
study focused on how cash handling affected performance. This helped to fill the
conceptual knowledge gap existing. Furthermore, the fact that this study was conducted in
a different context, with totally different economic situation, played a role in filling the
contextual knowledge gaps existing.
In an effort to establish how credit insurance policies affected performance, Hermes
(2006) focused on how both ensured and non credit ensured firms from a number of
markets managed their credit. The focus was on two thousand firms from ten European
countries using both interview guides and questionnaires administered using both
physical means as well as telephone and email means. A rigorous regression and
correlation analysis established that credit insurance led to an improvement in financial
performance of the firms and that played a role in helping the firms to avoid risks
attributed to solvency. In turn, the credit firms played a key role in improving banking
relationships as well as increase the financial accessibility. Better insurance practices led
to protection of both current cash inflow as well as the future.
H0: Cash insurance does not have an effect on the financial performance of commercial
banks in Kenya.
2.4.5 Organization size and Financial Performance
A study was conducted by Omondi et al, (2013) to establish how firm size affected
financial performance of a company and established that it positively and significantly
affected performance. Data collection was achieved using a questionnaire as well as an
interview guide. Interview guides are best where in depth probing is required. The data
collected was analyzed using two methods; descriptive analysis as well as inferential
analysis. Descriptive analysis was conducted using means, standard deviation, frequency
as well as percentages. Inferential analysis was conducted using correlation and
regression analysis. Hypothesis testing was conducted using multivariate regression
analysis. In terms of competitiveness, firms with more assets have an advantage over
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small firms due to the economies of scale. The effect of firm size is only up to a certain
point beyond which the larger a firm is, the more challenges it experiences and the more
it affects performance negatively. On the other hand, Sulub (2014) established various
firm characteristics and the effect they had on banks operating in Sudan. The study
focused mainly on age of the firm, size of the firm as well as leverage as the main firm
characteristics. Qualitative data collected from eight commercial banks using open ended
questions, interview guides and focused group discussions was analyzed by use of content
analysis for a period of four years as well as use secondary data which was analyzed
using regression analysis revealed that the size of the firm had positive significant role on
the financial performance of those commercial banks under investigation. On the other
hand, leverage of the company negatively and significantly affected the performance of
the firm. The study measured leverage as the ratio of debts to asset. The study used
primary data only. This study used both primary and secondary data to avoid mono bias.
This is a methodological gap which this study sought to fill.
A study by Njuguna (2006) reported that firms consider four variables in determining
dividend policy that include cash flow, profitability level, investment and financing
opportunities available to sustain its operations.

The study, however,

found no

significant moderating effect of size of the firm, the nature of the industry, the number
of years that the firm has been in operations and dividend payout decisions. Kivale (2013)
conducted a study to establish the effect of revenue growth and financial leverage on the
dividend policy of corporations listed on the NSE using size as the moderating variable.
Data collection was achieved using a questionnaire as well as an interview guide.
Interview guides are best where in depth probing is required. The data collected was
analyzed using two methods; descriptive analysis as well as inferential analysis.
Descriptive analysis was conducted using means, standard deviation, frequency as well as
percentages. Inferential analysis was conducted using correlation and regression analysis.
Hypothesis testing was conducted using multivariate regression analysis. Secondary data
was used to. The study found that a positive association exists between liquidity, return
on equity, corporate tax, current earnings and dividend payout. The study also found that
size of the firm influences the dividend policy. The study concluded that based on these
findings, firms quoted at NSE practice signaling theory of dividend policy. Dividend acts
as a sign of the current and future prospects of the performance of the firm. Firms can
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boost their growth, liquidity, size and profitability levels when they declare dividends
since the latter commonly signifies prosperity.
In the Kenyan context, Nzioka (2013) interrogated whether size of the firm had an effect
on the performance of banks operating in Kenya by use of inferential statistics involving
correlations. Data collection was achieved using a questionnaire as well as an interview
guide. Interview guides are best where in depth probing is required. The data collected
was analyzed using two methods; descriptive analysis as well as inferential analysis.
Descriptive analysis was conducted using means, standard deviation, frequency as well as
percentages. Inferential analysis was conducted using correlation and regression analysis.
Hypothesis testing was conducted using multivariate regression analysis. The Pearson
coefficients obtained revealed average association between firm size and performance.
The indicators of firm size were assets, deposits as well as loans while the measure of
performance was Returns on Assets. Even though the correlation was moderate, it was
significant only that total assets positively affected firm performance while deposits and
loans negatively affected firm size. Other indicators of firm size for instance number of
employees did not have a significant effect on performance. A suggestion by the study
emphasized on an increase in customer base, assets as well as market share and deposits
by the commercial banks so as to record high returns.
The relationship between firm size and performance of companies has been around for a
long time as history can attests. One of the earliest studies linking the two was conducted
by Hall and Weiss (1967) by focusing on five hundred companies for a period spanning 7
years. The study measured firm size as the log of assets. Other variables such as leverage,
growth of the firm and concentration were also investigated. The dependent variable was
ROE and ROA and using correlation and regression methods, it was established that firm
size positively and significantly affected performance of the company. The main reason
was economies of scale benefits as well as easy access to capital markets mainly because
of denial of access to smaller firms.
With the inclusion of various factors which were specifically related to an individual bank
such as risk associated with credit as well as liquidity, operating expenses as well as
strength of capital and firm size, Swarnapali and Swarnapalia (2014) used both ROA and
ROE as measures of performance to establish the effect of those bank specific variables
on performance of commercial banks in Sri Lanka. The study found out that only
operating expenses as well as bank size had a significant effect on how the commercial
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banks operated. The size of the bank positively impacted on both ROA and ROE Bank
size and the reason was also attributed to economies of scale where large banks
performed well as compared to smaller ones.
Another study conducted by Alhassan, Bajaher, and Alshehri (2015) sought to establish
what determined the performance of banks operating in Saudi Arabia. The main focus
was on corporate governance indicators such as size of the board, its composition as well
as the number of meetings while also focusing on firm size and leverages as other factors.
The time span of the study was 6 years and panel regression analysis method applied to
the study. The results revealed that of the variables investigated, firm size had significant
effect on the dependent variable. In explanation, the study concluded that larger firms had
a stronger resource base and that played a huge role in taking profitable opportunities as
well as market share which smaller banks could not manage.
Assessing how size of the bank affected risk ratios and ultimately performance of the
banks, Terraza (2015) use bank capital as a measure of size and established whether it
affected the risk ratios and performance. One thousand two hundred and seventy
commercial banks were investigated for a period of eight years using panel data. The
study divided the commercial banks into three tiers that is large, medium and small and
investigated whether size had a moderating effect. The findings revealed that larger
banks had homogeneity characteristics hence a pooled regression analysis was applied to
the panel. The other cases revealed that there was heterogeneity in the way the
commercial banks went about their business hence a fixed effect regression model was
suitable. This was to make sure that individual effects in the models were included. The
study also established persistence in profitability using Generalized Methods of Moments
and the results revealed evidence of positive and significant profitability persistence but
in the case of medium sized banks only. Other results showed that liquidity risk was
affected by size of the firm. Prasetyantoko and Parmono (2008) on the other hand
focusing on firm size and performance revealed that firm size affects profitability
positively up to a certain point beyond which it starts to negatively affect it. The study
however indicated that the effect of firm size was sector specific and doesn‘t cut across
all the sectors.
Agiomirgiannakis et al (2006) argued that size of the firm affected the technology used
for production which led to production of technologically complicated products and that
was a has a huge role on concentration. This leads to monopolization in the markets and
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the market has few players and competitors. The study recommended that larger firms
had the advantage of using these complicated method of production and thus
concentration leading to an increase in profitability. The study revealed contextual
differences with the current study. The fact that this study was conducted in a different
context, with totally different economic situation, played a role in filling the contextual
knowledge gaps existing.
In another study, Salim (2012) focused on the relationship between organizational size
and financial performance while focusing on the banking sector. All the commercial
banks in the sector were considered. The measures of size included deposits, loans, assets
as well as the number of branches while the measure of performance was ROA. Data
collection was achieved using a questionnaire as well as an interview guide. Interview
guides are best where in depth probing is required. The data collected was analyzed using
two methods; descriptive analysis as well as inferential analysis. Descriptive analysis was
conducted using means, standard deviation, frequency as well as percentages. Inferential
analysis was conducted using correlation and regression analysis. Hypothesis testing was
conducted using multivariate regression analysis. Using Pearson correlation, it was
established that all the indicators of size positively affected performance. The study
revealed contextual differences with the current study. The fact that this study was
conducted in a different context, with totally different economic situation, played a role in
filling the contextual knowledge gaps existing. Focusing on firm size and voluntary
disclosure, Mukti (2013) used a panel regression approach on all the banks operating in
the banking sector in Kenya. With the use of secondary data, the study also established
that size of the firm; voluntary disclosure and performance are positively associated.
A study by Niresh and Thirunavukkarasu (2014) focused on fifteen manufacturing firms
which were listed at Colombo Stock Exchange (CSE) for a period spanning five years to
establish whether organizational size had an effect on their performance. Two variables
were used to measure performance that is ROA and Net Profit while firm size was
measured using sales as well as assets. Utilizing correlation analysis as well as regression
methods, the study established no significant effect of firm size. The study revealed
contextual differences with the current study. The fact that this study was conducted in a
different context, with totally different economic situation, played a role in filling the
contextual knowledge gaps existing. By seeking to establish the factors affecting
performance Vietnamese firms, Banchuenvijit (2012) looked at total sales as well as total
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assets. The result of the study indicated that total sales positively affected performance
while total assets negatively and significantly affected performance. The number of
employees a firm has does not have a significant effect on how the firm performs.
In another study, Velnampy and Nimalathasan (2010) established how firm size and
profitability of all the branches of Bank of Ceylon were related by using firm level data
collected for a period of ten years. The findings revealed a positive significant effect of
firm size. For a period of nine years between 2002 and 2010, Pervan and Visic (2012)
explored whether firm size had an effect on performance of the firm which was measured
as the net profits. A weak but positive and significant correlation between the variables
was established by the study. The explanation for the results was that due to market
power, larger firms were able to charge higher prices which translated to high revenue in
the long run. The findings were also linked to economies of scale as well as stronger
bargaining power among large firms as compared to smaller firms. The reason for the
weak effect was attributed to the case of separation of ownership from management
where there was a shift in the interests from profit maximization to managerial utility
maximization.
In another study, Amato and Burson (2007) tested size-profit relationship focusing on
firms that were in the financial services sector. There was an analysis of both linear as
well as non-linear relationships between the variables. The findings of the study were
mixed as in the linear case; a negative insignificant relationship with performance was
established but for the case of cubic relationship, there was an indication of presence of a
cubic relationship between the variables. The study revealed contextual differences with
the current study. The fact that this study was conducted in a different context, with
totally different economic situation, played a role in filling the contextual knowledge gaps
existing. A similar study conducted by Vijayakumar and Tamizhselvan (2010) used sales
and assets as the measures of firm size and by logging these variables, it was established
that they had positive effect on various forms of performance such as profit margins as
well as ROA. The target population of the study was fifteen companies where panel data
regression was established. Furthermore, a study by Papadognas (2007) used three
thousand and thirty five firms in Greece which took part in manufacturing over a period
of five years. The study divided firm size of the firms into four groups (Tiers) before
running regression analysis on the data. The results revealed that all the four groups had a
positive effect on performance of the firm.
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Taking the context of India, Majumdar (1997) used a sample of one thousand and twenty
firms in the year 1997 to establish how firm size affected performance as well as
productivity. The study however controlled for the effect of other variables which could
have an effect on firm productivity as well. The study established that there was less
productivity (efficiency) in large firms when compared to the smaller firms. However, in
as much as larger firms were less productive, they recorded more profits as compared to
the smaller firms.
With an aim to establish how firm size and leverage impacted on performance of a firm,
Kartikasari and Merianti (2016) focused on 100 manufacturing firms which were listed at
the Indonesia Stock Exchange for a period spanning six years. The operationalization of
size involved both sales and assets while debt ratio captured leverage. The measure of
performance was ROA. The study focused on the use of secondary panel data. After using
Hausman specification test, the study settled on the use of a fixed effect regression model
which led to the conclusion that firm leverage which was captured as the ratio of current
assets to current liabilities was positive and significant which indicated that an increase in
leverage was associated with an increase in ROA. The total sales on the other hand had an
insignificant effect on performance of the firms.
In Pakistan, Akbas and Karaduman (2012) interrogated whether the firm size of firms
listed at Islamabad stock exchange (ISE) between the year 2005 and 2011 had an effect
on net profits. The findings revealed that the organizational size affected performance
positively.

Similarly, Doğan (2013) investigating the relationship between firm size and

performance, used a time scope of five years and revealed that the measures of firm size,
that is, sales, assets and number of employees positively affected performance which
showed that as the firms expanded, their performance also improved. The study revealed
contextual differences with the current study. The fact that this study was conducted in a
different context, with totally different economic situation, played a role in filling the
contextual knowledge gaps existing.
While investigating the role of firm specific factors on productivity of firms, Chandrapala
and Knápková (2013) focused on internal factors among nine hundred and seventy four
Czech Republic firms for a period of four years. The study adopted a pooled regression
analysis method using ROA as the dependent variable and eight firm specific factors. The
results showed that firm size, sales and capital turnover had a significant and positive
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effect on performance. Other internal factors such as leverage and inventory had negative
effect on performance.
Banafa (2016) investigated the effect of leverage, liquidity and firm size of non-financial
firms listed at Nairobi Stock Exchange during the period 2009-2013. Results showed that
firm size had positive effect on returns on assets and returns on equity in non-financial
firms in Kenya. The implication was that expansion of firms‘ growth had a high potential
of improving financial performance and hence better returns to the shareholders.
Therefore, managers should expand their business and invest more through opening of
new branches to widen their market share and hence boost the financial performance. The
study revealed contextual differences with the current study. The fact that this study was
conducted in a different context, with totally different economic situation, played a role in
filling the contextual knowledge gaps existing.
Salman and Yazdanfar (2012) investigated the profitability determinants in Swedish
micro firms, such as: firm size, growth of sales, productivities, asset turnover and firm‘s
age, using the data of 2007, and concluded that all the determinants subject of study have
a positive relationship with profitability other than size and age, which have a negative
effect on the dependent variable. The effect of the components of the market structure
were also established and tested against performance of firms in a study conducted by
Ramasamy, Ong and Yeung (2005). The focus of the study was firms in the oil sector
specifically Palm oil in Malaysia. Size of the firm as well as ownership was investigated
against financial performance of the firms which were owned privately. In terms of
profitability, the firms which were privately owned performed better but in terms of
organizational size, it affected performance in a negative manner.
A study conducted by Ettlie and Reza (2002) indicated that firm size played a significant
positive effect on financial performance of commercial banks since having more
resources led to an increase in the financial innovation activities of the commercial banks.
Data collection was achieved using a questionnaire as well as an interview guide.
Interview guides are best where in depth probing is required. The data collected was
analyzed using two methods; descriptive analysis as well as inferential analysis.
Descriptive analysis was conducted using means, standard deviation, frequency as well as
percentages. Inferential analysis was conducted using correlation and regression analysis.
Hypothesis testing was conducted using multivariate regression analysis. The results
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showed that financial innovation can be used as a good strategy for firms to improve their
performance and grow their market share.
Francesca and Claeys (2010) examined the factors that determine the choice of strategy
taken by banking groups whenever they set to offer online services. The study involved
60 large banking corporates in the EU between 1995 and 2005. Its findings indicated that
financial innovations like internet banking are more preferred by banks that have a huge
large client deposits (big market share), heavy cost structures, and a high volume of noninterest activities. Internet banking is favored by banks in highly concentrated markets.
Through competition, every bank would strive to establish new small internet banks at the
start. This far, little information exists in whether the ICT technologies applied by banks
bring economies of scope. Banking corporates that operate small internet banks have been
posting poor performance in recent times – because of the high cost of initial technology
investments. The study concluded thatthis trend seen in internet banks is because of
increased failure to build synergies between internet banking and other banking activities
hence financial innovations in the internet banking does not improve banks financial
performance.
Kariuki (2014) explained that evaluating the financial performance of a business enables
managers and decision-makers to measure the results of business strategies and activities
in objective and unbiased monetary terms. It therefore facilitates measurement of a firm‘s
overall financial health over a given period of time, and can be used to compare similar
firms across the same industry or to compare industries or sectors in aggregation. Trew
(2006) study on Finance and growth in banks ascertained that a firms growth theory are
not directly connected to the financial growth of a firm. The firm‘s growth model of a
firm has three categories; the finance mechanism endogenous growth and the treatment of
asymmetric information. The research emphasized that regardless of the source of
endogenous growth, the primary feature that influences growth in most models is some
financial constraint on the acquisition of either knowledge through education or
technology through entrepreneurship.
Using panel data spanning twelve years, Akinyomi and Adebayo (2013) established the
relationship between organizational size and performance among commercial banks in
Nigeria using a census approach of the listed firms. Turnover as well as total assets
captured organizational size while ROA was used to measure the performance.
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Controlling for the effect of liquidity ratio, debt ratio as well as inventories to total assets
ratio, the firm established organizational size, positively impacted on performance of
those listed commercial banks in Nigeria in the period of the study.
Khatap, Masood, Zaman, Salee and Saeed (2011) investigated whether corporate
governance played a role in the performance of twenty firms from Karachi Stock
Exchange. After rigorous regression analysis, the results indicated that the size of the firm
affected returns on assets positively and significantly but concerning returns on equity,
firm size affected it negatively and insignificantly. Similar findings were also established
by Karadeniz, Serkan and İskenderoğlu (2011) who showed that the organizational size
measured as total assets positively and significantly affected returns on assets of firms
listed at Insian Stock Exchange. Firm characteristics such as age, size and retained
earnings were tested against performance of two hundred and two firms listed at the
Nigerian securities in the year 2014. It It was found out that factors such as firm age and
firm size had a positive and significant effect on financial performance of the firms
investigated. The control variable of board size reported a negative and insignificant
relationship with profitability. Yong and Jang (2005) focused on the effect of size and
financial leverage on profitability of 62 restaurant firms in the United States for the years
1998 through 2003, and found that the size is positively correlated with profitability,
while they indicated that financial leverage does not influence the restaurant firms. On the
other hand, Singapurwoko and Mustafa (2011) established the determinants of
performance of companies listed at the Indonesian Stock Exchange. The findings of the
study revealed that both internal and external factors such as decisions of operation,
macroeconomics environment, organizational size and debt ratio had an effect on
performance of firms. All the factors positively affected performance apart from the
macro economic factors which negatively affected performance.
Azeem, Ali, Aslam and Sair, (2015) established how performance of a company affected
its size. The study was conducted in Pakistan. Final sample and data span consisted of 98
firms listed from 2001 to 2012. It was found that selected profitability proxies and
liquidity parameter had statistically positive significant relation with firm size during
period of study. However, marketability proxy was not statistically significant but capital
structure (DE) was negatively related with the firm size. The study inferred a highly
significant negative relation between debt to equity and firm size. This finding was also
justified because, with an inclusion of higher level of debt in capital structure, different
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factors affected firm size like bankruptcy cost, higher required return of debt investor,
higher required return of equity holders and influence of lending parties. These factors
negatively impacted firm size which hindered it towards optimal flourishing. It was
concluded that size of a firm was dependent upon its performance. Better performance led
to the growth of firm size.
In another study, Lopez‐Valeiras, Gomez‐Conde and Fernandez‐Rodriguez (2016) looked
at how organizational size affected performance of firms in the agricultural sector. Data
collection was achieved using a questionnaire as well as an interview guide. Interview
guides are best where in depth probing is required. The data collected was analyzed using
two methods; descriptive analysis as well as inferential analysis. Descriptive analysis was
conducted using means, standard deviation, frequency as well as percentages. Inferential
analysis was conducted using correlation and regression analysis. Hypothesis testing was
conducted using multivariate regression analysis. The moderating effect of indebtedness
was tested on how firm size affected performance. Eighty-three firms were studied and
the results showed that indebtedness played a significant moderating effect on the way
firm size affected organizational performance. The results showed that indebtedness
enhances the realization of the potential benefits of firm which has more assets than small
firms.
Another study was conducted by Abbas, Bashir, Manzoor, and Akram (2013) to establish
the factors that affected the performance of firms operating in textile sector in Pakistan
for a period spanning six years. After testing for a suitable model using Hausman test, a
fixed effect model was selected to establish the factors. The factors investigated were firm
debt ratio, size of the firm, growth, liquidity ratio, risk, and tax shield while the dependent
variable was financial performance. All the factors had a significant effect on
performance of textile firms.
Olawale, Ilo and Lawal (2016) investigated the effect of firm size on the performance of
firms in Nigeria. The focus was on firm size as the modern-day phenomenon of
economies of scale means this was a crucial factor in firm performance. The study used a
panel data set of 12 non-financial firms operating in Nigeria in the period 2005-2013.
Return on equity was used as a proxy for performance, which served as the dependent
variable. Total assets and total sales were the proxies for firm size, and the control
variables were leverage and working capital. The results of the study revealed that firm
size which was captured as total assets negatively affected performance while sales
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positively affected performance.

Meanwhile, for the control variables, a positive

relationship with leverage and working capital was found. The study thus suggested that
firms‘ focus should be on increasing their size by boosting turnover and opening up new
markets for existing and new products.
Becker-Blease, Kaen, Etebari, and Baumann (2010) examined the relation between firm
size and net profits of firms in the manufacturing sector in the United Sates. However,
they found that in up to 47 industries, profitability increases with size at a decreasing rate
until it eventually starts to decline, and that there was no relationship between
profitability and size in up to 52 industries. These two categories accounted for 97 of the
109 industries under study. On the contrary, in up to 11 industries, profitability continued
to increase as businesses become larger. The authors also revealed that profitability had a
negative correlation with the number of employees for firms of a given size.
A study by Akinlo (2012) focused on sixty-six commercial banks operating in Nigeria for
a period spanning nine years to establish whether there was causality between
performance and firm size in the banking sector. A panel cointegration analysis method
was used by the study. The study findings agreed that in the long run, there was a steady
relationship between the two variables and that each of the variables affected each other
as the causality tests revealed a case of bidirectional causality. This indicated that each of
the variables granger caused each other. In Turkey, Halil and Hasan (2012) focused on a
larger scope of one hundred and forty three firms operating in the manufacturing sector to
establish the effect of firm size in terms of assets and total sales on performance which
was captured as ROA. Some of the controlling variables were leverage, liquidity and
inventories to assets ratio. Both indicators of size had a positive effect on the dependent
variable of the study which was performance captured as ROA. The control effect of
leverage was negative.
Focusing on firms listed at the Tehran Stock Exchange for a period of five years, Razmi,
Hossein, Mohammad, Aran, Hossein and Zarif-Honarvar (2014) sought to find out
whether their size had an impact on efficiency. The study focused on seventy five firms
using DEA method of analysis. The measure of firm size was sales and the results showed
that firm size had a negative significant effect on efficiency and that

the larger the

company is, the more its efficiency decreases. Thus, according to confirming the inverse
relationship between firm size and firm efficiency, the study went ahead to recommend to
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investors that it was important to consider the efficiency index and the desired output
when making investments so as to achieve efficiency.
Abbasi and Malik (2015) sought to establish the moderating effect of firm size on
financial performance using 50 firms. It was established that firm size has a moderating
effect. A study by Kannadhasan (2013) also established whether firm size moderates the
relationship between performance and business strategy. It was revealed that it does not
moderate the relationship. On the other hand, a study by Hui, Radzi, Jenatabadi, Kasim
and Radu (2013) revealed that firm age and size moderates the relationship between
performance and other determinants.
A study conducted by Dalsgaard and Choquette (2015) to investigate relationship
between Firm Size and Performance. The study opted to use a Meta-Regression Analysis
method to achieve its objectives. Relevant tests were conducted prior o running the
regression model. The study findings confirmed a negative moderating effect of firm size
on export performance. It revealed that firm size affects efficiency in production. Larger
firms have challenges in performance because they are not able to monitor their
efficiency.
Therefore the study hypothesizes that;
H0: Organization Size does not have moderating effects on the financial performance of
commercial banks in Kenya.
2.4.6

Cash Handling, Organization Size and Financial Performance

The moderating effect of firm size tested on the relationship between total quality
management and performance used cross sectional research design conducted by
Terziovski and Samson (2000) revealed that firm size had a moderating effect on the
relationship between the two variables and that larger firm had greater benefits from
TQM than smaller firms. In another study, Vithessonthi and Tongurai (2015) examined
the moderating effect of irm size on the relationship between leverage and operating
performance of private firms in Thailand and established that firm size played a
significant moderating effect on the relationship of the two variables since the effect of
leverage on performance was positive for small firms and was negative for large firms.
Zheng, Yang and McLean, (2010) conducted a study on the mediating role that
management as well as firm size plays in linking organizational strategy, organizational
culture, organizational performance and organizational structure. Their study established
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the invaluable importance of organizational knowledge. Most organizations understand
this, and would always strive to identify crucial elements for knowledge management as a
way to achieve optimal organizational effectiveness. The study aimed to establish the
exact effects that organizational structure, organizational strategy and organizational
culture have on the levels of organizational effectiveness that a firm would achieve if it
pursued knowledge management.
Abbasi and Malik (2015) pinpointed the moderating effect that firm size had on firm
performance and firm growth. The authors used alternative hypothesis and null
hypothesis to guide their research study. The null hypothesis negated the moderating
effect that firm size had on firm growth and firm performance. The alternative hypothesis
put the moderating effect in the affirmative. 50 firms were studied to obtain cross
sectional data. These are listed companies in the Karachi Stock Exchange. The
researchers moved to fulfill the formality required for stationary data. They then applied
regression and addressed multi-collinearity to get results that affirmed the alternative
hypothesis. Firm size was determined to have a moderating inspiration on firm
performance and firm growth. Management of firms should be keen to evaluate their firm
size whenever they are pursuing firm growth as a strategy to improve their firm
performance.
Ali et al (2016) conducted a study to establish the moderating effect of firm size on the
relationship

between

management participation practices

and

performance of

manufacturing firms in a developing country context. The study used descriptive survey
approach.

The findings revealed that performance of manufacturing firms was

significantly related to the nature and extent of management participation in strategic
planning. Furthermore, the study established that, while
management participation and

firm size

is a predictor in

firm performance relationship, it is not moderator in

the relationship between management participation and firm performance and
therefore there may be other moderators not dealt with in the study.
Park (2012) conducted a study to examine the moderating effect of firm size on the
relationship between board structure and financial performance of Deposit Money Banks
in Nigeria. This study investigated the role of bank size (log of the asset) as a moderator
of the relationship between board size and board independence with Deposit Money
Banks ((DMB) financial performance in Nigeria. Data of the study were obtained from
the financial statement of the Nigerian Deposit Money Banks for the period 2005-2015.
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The data were analyzed by regression models using Stata SE 12 software. The results
show that the relationship between determinants of board structure (board size, and board
independence) and financial performance was significantly moderated by firm size.
Therefore, the study recommends that firm‘s size should be considered in the aspect of
financial performance of DMBs because of it moderates the relationship between board
independence and board size on firm financial performance.
In a study by Lopez‐Valeiras, Gomez‐Conde & Fernandez‐Rodriguez (2016) to explore
the role of firm size on the relationship between indebtedness and financial performance
of agricultural firms, the study used panel data and established that indebtedness
moderated the relationship between performance and firm size. Hausmann specification
test was first applied to decide the most appropriate regression model to apply. With
regard to firm size affecting how indebtedness affected performance, the study revealed a
significant moderating effect and that larger firm performed better than smaller firms.
2.4.7

Critique of Literature

The chapter examined various literatures informing the study variables. The review of
literature above pin pointed out various research gaps which the current study sought to
fill. The study by Cheptumo (2010) exposed conceptual gaps as it did not investigate the
effect of other cash management factors on performance of commercial banks, a concept
which the current study will seek to investigate. Very few studies have been conducted on
cash transport. The few studies highlighted in the literature review were not conducted in
Kenya. That presented a contextual gap which the current study sought to fill. The pool of
existing knowledge in as far as cash transport by commercial banks in Kenya is
concerned is limited. The study conducted by Maree (2008) in South Africa did not
include the same variables which the current study investigated. That presented a
conceptual gap which the current study sought to fill by including more cash management
variables other than cash transport. Similar study by Gill (2001) presented both the
conceptual and contextual gap since it was done in a different geographical site other than
Kenya and the concept was not exactly similar as the current study. The studies
highlighted in other parts of literature review showed the same gaps. The studies by
Bierstaker, Brody and Pacini (2006) and also Smith and Louis (2010) were not different.
They both portrayed conceptual and contextual gaps.
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Since the literature review highlighted gaps in previous studies conducted on cash
handling practices, the current study sought to fill the gaps and also add to the little pool
of knowledge available in the Kenyan context regarding the effect of cash handling
practices on performance of commercial banks in Kenya, specifically, the effect of cash
insurance, cash storage, cash transport and cash reconciliation on performance of
commercial banks in Kenya. There exists a knowledge gap in the topic involving cash
handling practices in the Kenyan context. Review of literature indicates that most studies
have been conducted on fraud as a whole but not on cash handling practices, hence
necessary for the current study to be conducted to fill the knowledge gap.
2.5 Chapter Summary
The chapter discussed theories that make up the theoretical framework that is, working
capital management theory, Risk management theory and Cash Management theory. The
chapter then looks at the Conceptual framework followed by various empirical reviews on
the topic of study. The chapter criticized various empirical works done on the variables of
study and brings out the gaps which the current study will seek to fill. The main research
gaps identified are conceptual and contextual gaps.
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CHAPTER THREE
3.0 RESEARCH METHODOLOGY
3.1 Introduction
The chapter presents the methodology used to achieve the hypotheses of the study. The
research design Data. The hypotheses of the study were cash reconciliation, cash
transport, cash storage and cash insurance does not have an effect on the financial
performance of commercial banks in Kenya and that organization size does not moderate
the relationship between cash handling practices and financial performance of
commercial banks in Kenya. The section presents a systematic procedure of achieving
these hypotheses from the design of the research, the philosophy applied, the pollution
targeted as well as the method of arriving at the sample. There is also a description of
other research procedures ranging from how data was collected, how the questionnaire
was piloted as well as data analysis techniques and finally presentation of the results.
Finally, the ethical procedures undertaken when conducting the study are also discussed
in the chapter.
3.2 Research Philosophy
Based on the concept of study and nature of different research philosophies, the study
opted for a positivistic epistemology which allows for alignment of the hypothesis of the
study based on the theories supporting it (Remenyi, Williams, Money & Swartz, 2005).
The philosophy is grounded on observable reality which produces credible data that can
be used to test the research hypothesis (Saunders, Lewis, & Thornhill, 2009; Remenyi et
al., 2005).
There is a need for the researcher to be free and objective and not be affected by the study
subject. The study opted for the positivistic approach because the study was objective,
the researcher was independent and results of the study were not shaped by the opinions
of the researcher so as to find the exact situations of the effect of cash handling on
financial performance of commercial banks. The study also opted for the approach since
it emphasized quantifiable observations that were used for statistical analysis and the
study sought to use quantifiable figures in a regression model to back up the findings.
Positivistic research was appropriate since it is generally based on numbers and
mathematical equations which and is difficult to alter because it will use the quantitative
methodology to collect primary data. The study used this paradigm because it sought to
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exclude the researcher‘s personal opinions from the research. The study aimed to
investigate the relationship between a number of cash handling practices and performance
of commercial banks in Kenya. The paradigm encourages the use of quantifiable figures
to justify the claims. This current study applied the procedure by collecting data for each
of the companies and used a statistical program (SPSS) to analyze it using equations (as
the paradigm indicates) in order to determine the impact of the different company
selected factors on performance. Therefore, it is obvious that the study followed the
positivistic research paradigm because it employed natural science methods and was
completely objective when analyzing the collected data. The personal emotions or
possible biases did not affect the result of the research.
3.3 Research Design
A research design presents the structure of conducting a study from the data collection
stage to the analysis stage (Chandran, 2008). The current study used a descriptive survey
design to approach the methodology. A descriptive research design helps to find answers
for questions such as what, when, which are referred to us the `wh‘ questions. A survey
was more appropriate for this study since there was a need to focus on more than one unit
of analysis. With a need to focus on all the licensed commercial banks in Kenya, a
descriptive survey design was appropriate. Since there was a need to describe the current
situation involving cash handling as well as performance of commercial banks in Kenya,
it was more suitable to use a descriptive research design as compared to the other designs.
3.4 Target Population
A population refers to a set or group from which a smaller subset or a sample can be
taken from. The group can comprise of people or individuals or other elements such as
objects or even items that have similar characteristics. The study targeted all the 43
licensed and operational commercial banks in Kenya by the year 2015 (See Appendix VI)
3.5 Sampling Design
The method used to select participants in a study at a given time scope is referred to as a
sample design (Kothari, 2004). The actual activity of arriving at a number of study
participants given a certain population size is called sampling. The sample is believed to
contain similar characteristics as the entire population and hence any conclusions made
from the sample can be generalized to the population since the elements are believed to
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have similar characteristics. The most important rationale when sampling is
representation as argued by Kothari (2004), since how well a sample represents the entire
characteristics of the overall population is very vital. For this reason, there is always a
need to give each element an equal chance of being selected. There is also a need to avoid
bias when sampling. Sampling is aimed at achieving manageable costs as well as ease of
access to the respondents since it‘s a small number. The study however didn‘t sample. A
census approach across all the 43 licensed and operational commercial banks in Kenya
was applied to take care of the smaller population size.
3.5.1 Sampling Frame
Mugenda and Mugenda (2003) argue that a sampling frame is a set of source materials or
a list of the source of materials from which sampling is conducted on to a achieve a
sample size. The definition also encompasses the purpose of sampling frames, which is
to provide a means for choosing the particular members of the target population that are
to be interviewed in the survey (Bailey, 2008). The sampling frame of the survey of the
banks was one head of operations and head of finance from each of the 43 commercial
banks located in Nairobi County.
3.5.2

Sample Techniques

A multi stage sampling approach was used. In the first stage, a census of all the 43
commercial banks was conducted, that is, the units of analysis were the commercial bank.
In the second stage, purposive sampling was used where two respondents from every
organization were taken. In particular the head of operations and the head of finance were
sampled for the study. The study also purposefully sampled commercial banks that had
been victims of cash fraud for a period of 5 years (2010 to 2014) and ran a t-test to
establish whether there was a statistical difference in their financial performance s as to
establish whether cash handling practices had a significant effect on their performance.
An independent sample t-test was used.
3.5.3 Sample Size
A sample is used to represent the characteristics of an entire population (Kombo and
Tromp, 2009). Since there is only one head of finance and one head of operations, the
total number of respondents was 86. The head of operations managers were selected for
the study because they had more knowledge and understanding of the operations
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involving cash transport and storage while the head of finance has more knowledge on
cash reconciliation practices of the commercial banks they operate in.
Table 3.1:

Sample size

Respondent

Number

Head of Operations

43

Head of finance

43

Total

86

3.6 Data Collection Methods
The process of gathering data in any form be it raw or one which is not processed is
referred to as data collection. This data can then be processed to make meaningful or
more sense by using various analysis techniques (Gall, Gall and Borg, 2007). The study
used both primary and secondary data. The primary data collected was quantitative in
nature. Quantitative primary data was collected using structured questionnaires. The study
gathered information on cash reconciliation, cash storage, cash transportation and cash
insurance from the commercial banks using questionnaires. Secondary data on cash
reconciliation (Frequency of reconciling various accounts), cash transportation (Amount
invested on transportation of cash), cash insurance (Amount of Insurance premiums),
Cash storage (Amount invested on storage facilities), Return on equity and return on
assets was obtained using attached secondary data sheet (See Appendix III). There was a
need to avoid mono bias and hence the solution to this was by using both primary and
secondary data for analysis. Secondary data on the financial performance of the
commercial banks that is ROA and ROE was collected. The period was five years from
the year 2010 to the year 2014.
3.7 Research Procedures
The questionnaires were designed in line with the objectives of the study as well as the
hypothesis to support the analysis objectives and pre-tested to establish how suitable it
was before the particular administration. The process was achieved by the aide of trained
assistant. Since the respondents were busy, the questionnaires were dropped and collected
after being filled. Once approval from the University was obtained to conduct the study,
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permission was obtained from the management of all the banks before knowledge
assortment was done.
This study adhered to applicable analysis procedures and every one sources of data were
acknowledged as so much as doable. Before the questionnaire was administered, consent
was sought-after and given by the respondents. The respondents were informed of their
right to not participate in the survey. Full confidentiality was maintained particularly
during the management of the questionnaires as well as keeping the participants
anonymous.
3.7.1 Pilot Study
Prior to employing a questionnaire to gather knowledge it ought to be pilot tested. The
aim of a pilot is was to refine the questionnaire so that the respondents don't have any
issues in responding to the queries. A pilot test played a role in ensuring that validity was
upheld as well as the reliability which ensures consistency. Preliminary analysis of the
questionnaire was to ensure that the information to be collected enabled the inquiring
inquiries to be answered (Saunders, Lewis, &amp; Thornhill, 2012). Newing (2011)
states that the importance of pilot testing can't be overemphasized; you may nearly always
notice that there are queries that people fail to grasp or interpret in numerous ways in
which, places within the questionnaire wherever they're unsure where to go next, and
queries that prove merely to not elicit helpful info. Cooper and Schindler (2006) concur
that the aim of pilot check is to notice weaknesses in style and implementation and to
produce proxy for information assortment of a likelihood sample.
Sekaran (2006) reinforces that pilot check is critical for testing the dependableness of
instruments and also the validity of a study. Once the questionnaire is pilot tested and
amended and also the sample hand-picked, the questionnaire was then accustomed to
collect information in line with Saunders, Lewis and Thornhill (2012). In agreement with
Baker, Veit and Powell (2001), the dimensions of a sample to be used for piloting testing
varies reckoning on time, prices and usefulness, however a similar would tend to be 5- ten
per cent of the most survey. In concurrence with Cooper and Schindler (2006), the
respondents during a pilot check ought not be to be statistically hand-picked once testing
the validity and reliability of the instruments. The study used four banks for pre testing.
This represents ten percent of the entire sample of forty three industrial banks. Care was
taken to exclude the respondents from the ultimate sample size. This enabled fine tuning
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the questionnaire for judgment and potency of the method. It was estimated that the
questionnaire would take 15 minutes to fully finalize.
3.7.2 Reliability of the Instruments
Cooper and Schindler (2006) defines reliability as a as the consistency when answering
research questions. A common measure of reliability is the use of Cronbach‘s Alpha
which ranges on a scale of 0 to 1. A high reliability is indicated by a number that is close
to one than it is to zero. The study nevertheless, used a threshold of 0.7 as the standard of
reliability such that a coefficient below 0.7 indicated that the sub constructs were not
reliable in capturing the variable.
The findings of the study showed that cash reconciliation had a coefficient of 0.729; cash
transport had a coefficient of 0.818, cash storage had a coefficient of 0.792, cash
insurance had a coefficient of 0.832, organization size had a coefficient of 0.902 and
performance had a coefficient of 0.950. All the variables were found to be reliable since
their Cronbach alpha was above 0.7 which was used as a cut-off of reliability for the
study (Kothari, 2004). Hence, it was concluded that the scales used in this study were
reliable to capture the variables. Table 3.2 shows the reliability results.
Table 3.2:

Reliability Test Statistics

Variable

Cronbach's Alpha

Number of items

Cash Reconciliation

0.729

21

Cash Transport

0.818

25

Cash storage

0.792

25

Cash Insurance

0.832

20

Organization Size

0.902

16

Financial Performance

0.950

5

3.7.3 Validity of the Instruments
An assessment of what a questionnaire purports to capture can be established through a
validity test (Newing, 2011). It captures the differences or congruence between the reality
and the explanations. The study measured both content as well as construct validity. The
content validity was established by seeking opinions of two experts who are aware of
cash handling practices, operations of commercial banks, risk management in commercial
banks as well as performance of commercial banks. The experts gave their take on
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whether the questionnaire was suitable in measuring what it was supposed to capture.
They basically gauged the meaningfulness, clarity / ambiguity and offense. Before using
the questionnaire in the main survey, the opinions sort were established and adjusted to
the questionnaire to enhance content validity.
Construct validity of the research instrument was also be tested. Construct validity is the
extent to which the items in a scale measure the abstract or theoretical construct
(Carmines and Zeller, 1979; Churchill, 1987). The study used a Factor analysis method to
establish the construct validity of the research instrument.
Factor analysis looks at the internal-correlations among data to come up with internally
consistent surrogates of the variable (Churchill, 1987). These correlations helped the
researcher to formulate an interpretation of the components (variables). Carmines and
Zeller (1979) have indicated 0.7 to be an acceptable loading. Other researchers suggest
that 0.4 is the minimum level for item loading. Costello and Osborne (2005) argues that if
an item has loading of less than 0.4 it may either not be related to the other items or
suggests an additional factor that should be explored. All factor loading of less than 0.4
were eliminated (Lavrakas, 2008).
The overall summary of the factor analysis for all the variables were stated in Table 3.3.
The results for the factors measuring the dependent variable financial performance shows
that all the factor loadings for the five items were above 55%. All the items were accepted
based on the general rule of thumb for acceptable factor loading of 40% and above. No
item was removed or expunged. The results of the factor analysis for cash reconciliation
with 21 items, cash transport with 25 items, cash storage with 25 items, cash insurance
with 20 items and organization size with 16 items had factor loadings above 40%. This
implies that all items fall within the acceptable threshold based on the general rule of
thumb as none of the item was dropped. From Table 3.3, it indicates that all the factor
loading of all the items were above 40% and thus all were considered for further
statistical analysis.
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Table 3.3:

Factor Analysis for all Variables
Number of items

Overall
loading

Constructs

factor Comment

Cash Reconciliation

21

42% and above

Accepted

Cash Transport

25

48% and above

Accepted

Cash storage

25

49% and above

Accepted

Cash Insurance

20

41% and above

Accepted

Organization Size

16

43% and above

Accepted

Financial Performance

5

55% and above

Accepted

3.8 Data Analysis Methods
After primary data had been collected, it was edited and used to generate descriptive
statistics for the study. Both the frequencies, percentages, means and standard deviations
of the primary data were established. The study also used secondary data to establish the
relationship between the variables by running a regression model. The significance of the
variables was used to test the study hypotheses. Apart from the regression model, the
correlation method using Pearson method was used to establish the association between
the variables in terms of direction. The results of the regression model indicated the
coefficient of determination as well as the ANOVA. The coefficient of determination was
used to establish the percentage of the changes in financial performance of commercial
banks in the study period given attributed to cash handling practices. The Analysis of
Variance was used to test the model significance. Descriptive results were presented in
form of Tables and charts while inferential results from the correlation and regression was
presented in form of tables only. A multiple linear regression model was used to link the
independent variables to the dependent variable as follows;
Y =β0 + β1X1 + β2X2 + β3X3 + β4X4 + µ
Where;
Y = Financial performance of Commercial bank
X1 = Cash reconciliation
X2 = Cash Transport
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X3 = Cash storage
X4 = Cash Insurance
β0 = the constant term which indicates the level of financial performance attributable to
other factors
βii = 1….4 shows the coefficients of the predictor variables
µ is residual which captures other determinants of the dependent variable left out of the
model
In testing for the moderating effect of organization size, the study adopted the Moderated
Multiple Regression (MMR) analysis where the overall model below was adopted.
Y = a + B1X + B2Z + B3X*Z + e……………………………..
X indicates the composite of the independent variable which was cash handling practices,
Z was the moderating variable which was total assets while X*Z was the interaction of
the two variables to form an interacting variable. The significance of the coefficients of
the interacting variable indicates a significant moderating effect. Evans (2001) and
Aguinis (2005) indicate that the model is good when predicting the moderating effect of a
continuous variable. The method has however been criticized by a number of scholars
(Cohen & Cohen, 2003; Evans, 2001) for resulting in low power, but others (Stone and
Hollenbeck, 2004) rejected such criticisms. According to Dawson & Richter (2006), a test
can also be conducted so as to check if the moderator variable supports partial moderation
or full moderation. The study used the method suggested
3.8 .1 Diagnostic tests
The study conducted diagnostic tests before using an ordinary least square regression
model to test the study hypotheses. This was also to ensure that assumptions of classical
regressions are not violated. The normality test, tests of Heteroskedasticity as well as
multicollinearity were conducted before running the respective regression models. These
tests have been described in the subsection.
3.8.1.1 Normality Tests
The normality of the study variables was tested using graphical methods as well as Jarque
Bera methods to ensure non violations of the assumptions of OLS. This was a pre test
which was conducted prior to running the regression model. A normality test was also
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conducted on the residuals of the OLS regression model. JB test combines both Skewness
and Kurtosis in one method and is hence suitable in most cases as compared to other tests.
3.8.1.2 Multicollinearity
Multicollinearity refers to a situation where the predictor variables are highly correlated
to each other in a tune of Pearson Correlation values above 0.8 (Field, 2008). It inflates
both the standard errors and the coefficients which in turn gives false prediction. The
current study relied heavily on modeling to establish nature and strength of relationships
between market liquidity dimensions on one hand, and interest rate risk management
using financial derivatives on the other. The study used a correlation matrix to determine
the presence of Multicollinearity among the independent variables before running the
regression model. A Pearson correlation value greater than 0.8 indicates presence of
Multicollinearity (Ongore , 2008).
3.8.1.2 Heteroscedasticity
The study collected data over a study period spanning five years. This was panel data
across commercial banks and as a result of the time, there was a need to test against
violation of the assumption of homoscedasticity. There was a need to ensure that the
residuals of the regression model are constant across time and hence the study used
Breusch-Pagan test to run the test. It is tested against the null hypothesis of
homoscedasticity.
3.8.1.3 Operationalization of Variables
The Operationalization framework serves a significant purpose since it explains how each
of the variables mentioned in the study will be measured. This study has one dependent
variable which is financial performance of commercial banks. The dependent variable is
being modeled along cash reconciliation, cash transport, Cash storage and cash insurance
and moderated by size of the bank. These factors are the independent variables of the
study and can be measured by looking at various elements that form the variables.
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Table 3.4:

Operationalization of the Study Variables

Hypotheses
1

Independent Variables
Cash
Measurement
reconciliation
Frequency of
reconciling
various accounts

Dependent Variable
Financial
Measurement
Performance
ROA
ROE

2

Cash transport

Amount
invested on
transportation of
cash

Financial
Performance

Measurement
ROA
ROE

3

Cash storage

Amount
invested on
storage facilities

Financial
Performance

Measurement
ROA
ROE

4

Cash
insurance

Amount of
Insurance
premiums

Financial
Performance

Measurement
ROA
ROE

5

Organization
size

Measurement
Board size
Total assets

Financial
Performance

Measurement
ROA
ROE

Tests
Linear regression
and correlation
Accept if p<
0.05 or otherwise
reject
Linear regression
and correlation
Accept if p<
0.05 or otherwise
reject
Correlation &
regression
analysis
Accept if p<
0.05 or otherwise
reject
Correlation &
regression
analysis
Accept if p<
0.05 or otherwise
reject
Correlation &
regression
analysis
Accept if p<
0.05 or otherwise
reject

3.9 Chapter Summary
The chapter presented the steps that took place during data collection. A positivistic
epistemology was established since there was a need to test the hypothesis statistically
using to establish the relationship between them. The study also adopted a descriptive
research design whereby the situation concerning performance of commercial banks was
highlighted. The target population involved the use of all the commercial banks whereby
each head of operation and finance took part in the study. The use of both primary and
secondary data was practiced where primary data was collected using structured
questionnaires and the secondary data was collected from financial books using a data
collection sheet. Prior to the use of the questionnaires to collect primary data, the study
tested for both reliability as well as validity of the questionnaire. Reliability was
conducted by testing Cronbach Alpha against a threshold of 0.7 while both construct and
content validity were tested. In analysis, both descriptive methods as well as inferential
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methods were utilized by the study. Descriptive analysis entailed the use of frequencies,
percentages as well as means and standard deviations to describe the population. To test
the hypothesis, the study used OLS regression analysis method. The next two chapters
present the analysis, discussion of the findings and conclusion as well as
recommendations of the study.
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CHAPTER FOUR
4.0 RESULTS AND DISCUSSIONS
4.1 Introduction
The main aim of the study was to establish the effect of cash handling practices on
financial performance of commercial banks in Kenya which was measured as ROA and
ROE. The specific predictor variables were cash storage, insurance, transport and
reconciliation practices while size of the organization was a moderating variable.
Hypotheses were formed along that line. To achieve the hypothesis, the study adopted a
descriptive research design whereby the situation concerning performance of commercial
banks was highlighted. There was the use of both primary and secondary data where
descriptive and inferential analysis was conducted. The description of the analysis and
results as well as the presentation and explanation is presented in this chapter. There was
the use of charts as well as tables and figures to present the findings of the study. The
main arrangement of the findings was along the hypothesis.
4.2 Response Rate
A total of 86 questionnaires were administered out of which 60 of them were properly
filled and returned representing an overall successful response rate of 69.8% as depicted
in Table 4.1. According to Kothari (2004), a response rate of 50% or more was adequate
for a descriptive study.
Table 4.1:

Response Rate

Response Rate
Returned
Unreturned
Total

Frequency
60
26
86

Percent
69.8%
30.2%
100%

4.3 Diagnostic Tests
The study conducted diagnostic tests before using an ordinary least square regression
model to test the study hypotheses. This was also to ensure that assumptions of classical
regressions are not violated. The normality test, tests of Heteroskedasticity as well as
multicollinearity were conducted before running the respective regression models. These
tests have been described in the subsection.
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4.3.1 Test for Multicollinearity
Multicollinearity refers to a situation where the predictor variables are highly correlated
to each other in a tune of Pearson Correlation values above 0.8 (Field, 2008). It inflates
both the standard errors and the coefficients which in turn gives false prediction. The
current study relied heavily on modeling to establish nature and strength of relationships
between market liquidity dimensions on one hand, and interest rate risk management
using financial derivatives on the other. The study used a correlation matrix to determine
the presence of Multicollinearity among the independent variables before running the
regression model. A Pearson correlation value greater than 0.8 indicates presence of
Multicollinearity (Ongore, 2008).
The study used a variance inflation factor (VIF) method to test for the presence of
multicollinearity in the in the data. Using the method, any values above 1o indicate that
the problem exist but values below 10 indicate the there is no problem of multicollinearity
(Field, 2009). The results in Table 4.2 present variance inflation factors results and were
established to be less than 10 for the all variables and thus according to Field (2009)
indicates that there is no Multicollinearity.
Table 4.2:

VIF test of Multicollinearity

Cash Reconciliation
Cash Transport
Cash Storage
Cash Insurance

Collinearity Statistics
Tolerance
0.344
0.302
0.406
0.364

VIF
2.911
3.307
2.461
2.749

4.3.2 Test for Normality
The test for normality was examined using the graphical method approach as shown in
the Figure 4.1 below. The results in the figure indicate that the residuals are normally
distributed.
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Figure 4.1: Test for Normality
4.3.3 Heteroskedasticity test
The study collected data over a study period spanning five years. This was panel data
across commercial banks and as a result of the time, there was a need to test against
violation of the assumption of homoscedasticity. There was a need to ensure that the
residuals of the regression model are constant across time and hence the study used
Breusch-Pagan test to run the test. It is tested against the null hypothesis of
homoscedasticity.

The results in Table 4.5 indicate that the null hypothesis of

Homoscedastic error terms is not rejected as supported by a p-value of 0.3078 which was
greater than the critical p value (0.05)
Table 4.3:

Heteroskedasticity Results

Breuch-Pagan / Cook-Weisberg test for Heteroskedasticity
Ho: Constant variance
Variables: fitted values of Growth
chi2(1)

= 1.04

Prob > chi2 = 0.3078
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4.4 Cash Reconciliation
The first objective of the study was to establish the effect of cash reconciliation on the
financial performance of commercial banks in Kenya. The study sought to establish how
often commercial banks in Kenya reconcile their accounts. The results are as shown in
Figure 4.2. The study findings revealed that 70% of the respondents indicated that books
were reconciled on a daily basis while only 30% indicated that reconciliation was
conducted on a weekly basis.

Figure 4.2: Frequency of Cash Reconciliation
The respondents were asked to indicate the percentage number of accounts that were fully
reconciled between 2010 and 2014. All the respondents (100%) indicated that over 75%
of the accounts were fully reconciled. Furthermore, the respondents (100%) agreed that
approximate value of reconciled differences each year from the year 2010 to the year
2014 was less than one million. None of the respondents indicated they sponsor cash
fraud training since they were CBK regulations that are adhered to by the commercial
banks.
The respondents were also asked to rate various statements on cash reconciliation on a
scale of 1 to 5 where 1 represented strongly disagree and 5 represented strongly agree.
The results are presented in Table 4.4.
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Table 4.4:

Attributes of Cash Reconciliation
Std
Mean Dev

1

2

3

4

5

The bank has a policy
on cash reconciliation

0.00%

10.0%

30.0%

20.0%

40.0%

3.90

1.05

The bank has trained
its staff on
conducting cash
reconciliation

0.00%

0.0%

20.0%

50.0%

30.0%

4.10

0.71

The bank reviews
cash reconciliation
regularly

0.00%

0.0%

0.0%

60.0%

40.0%

4.40

0.49

duties

0.00%

0.0%

0.0%

50.0%

50.0%

4.50

0.50

The bank conducts
regular audit of cash
reconciliation

0.00%

0.00%

10.00%

20.00%

70.00
%

4.60
4.30

0.67
0.69

Duties of cash
reconciliation are
segregated from other

Average

The study found that 60.0% of the respondents agreed that their bank had a policy on cash
reconciliation while 80% agreed that their bank had trained its staff on conducting cash
reconciliation. All the respondents agreed that the bank reviewed cash reconciliation
regularly and that duties of cash reconciliation were segregated from other duties while
90% agreed that the bank conducted regular audits of cash reconciliation. On a five-point
scale, the average mean of the responses was 4.30 implying that the respondents were
agreeing on most of the statements concerning cash reconciliation. A standard deviation
of 0.69 indicated that the variation in the responses was very minimal.
4.4.1

Relationship between Cash Reconciliation and Return on Assets

The study sought to establish the relationship between cash reconciliation and Return on
Assets. An ordinary least square regression model was used. The results of the model
summary are given in Table 4.5. The study found a positive association between cash
reconciliation and ROA as shown by a Pearson coefficient of 0.338. Furthermore, the
results pointed out that cash reconciliation explained up to 11.4% of the changes in ROA
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of commercial banks in Kenya. This implied that 88.6% of the changes in ROA of the
commercial banks were explained by other factors other than cash reconciliation.
Table 4.5:

Cash Reconciliation and ROA (Model summary)

R
R Square Adjusted R Square Std. Error of the Estimate
.338
0.114
0.099
0.012641
Predictor Variables : Constant, Cash Reconciliation
The study further established the fitness of the model. The results are presented in Table
4.6. The results show that the model linking cash reconciliation to ROA fit well. This was
supported by an F statistic of 7.462 and the reported p value (0.008) which was less than
the critical value also known as the probability value (p) which was statistically set at
0.05.
Table 4.6:

Cash Reconciliation and ROA (Model Fitness)(ANOVA)

Sum of Squares
Regression
0.001
Residual
0.009
Total
0.01
Predictor Variables : Constant, Cash Reconciliation
Dependent Variable: ROA

Df Mean Square F
Sig.
1 0.001
7.462 0.008
58 0
59

The coefficient of the relationship between the variables is as indicated in Table 4.7.
Table 4.7:

Cash Reconciliation and ROA (Model Coefficients)

(Constant)
Cash reconciliation
Predictor Variables : Constant, Cash Reconciliation
Dependent Variable : ROA

B
0.012
0.006

Std. Error t
Sig.
0.004
2.765 0.008
0.002
2.732 0.008

Model
ROA=0.012 + 0.006 Cash Reconciliation
The results revealed a positive relationship between cash reconciliation and ROA
(B=0.006). The relationship was also significant at 5% level of significance (Pvalue=0.008). This finding implied that an increase in cash reconciliation practices by one
unit led to a 0.006 unit improvement in ROA of commercial banks in Kenya. The study
sought to test the null hypothesis below.
H0: Cash reconciliation does not affect the financial performance of commercial banks in
Kenya.
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The results of the regression model between cash reconciliation and ROA was used to test
the null hypothesis. The rejection criterion was based on the P-value of the regression
model. A p-value less than 5% level of significance leads to rejection of the null
hypothesis while a p-value greater than 5% level of significance leads to failure in
rejection of the null hypothesis. The findings of the regression model between ROA and
cash reconciliation showed a p-value of 0.008 which was less than 5%. This led to the
rejection of the null hypothesis hence the study concluded that cash reconciliation
affected financial performance of commercial banks in Kenya.
The findings reveal that cash reconciliation practices have a positive and significant effect
on return on assets of commercial banks in Kenya. An improvement in cash reconciliation
practices such as such as having a policy on cash reconciliation, training its staff on
conducting cash reconciliation, reviewing cash reconciliation regularly, segregating duties
of cash reconciliation from other duties and conducting regular audits of cash
reconciliation leads to a significant improvement in return on assets.
The findings are consistent with Muthama (2016) who conducted a study to establish the
relationship between cash management practice while focusing on book keeping and
operational performance of public hospitals revealed that cash reconciliation promoted
accountability which affected performance positively. It is also consistent with Osman
(2009) who set out to examine the cash management functions or systems, cash handling,
cash control practices and cash investment practices in Logs and how these impacted on
the ability of the company to maintain sufficient and optimal cash balance to effectively
manage its most liquid capital hence solve its liquidity problems and revealed that the
nature of the cash management functions as currently practiced bred some inefficiency in
the management of the company‘s cash and this led to huge overdrafts and loans. The
study findings are consistent with Mbuguah (2013) who established that preventive,
training, detection, prosecution and investigation strategies were used to manage fraud in
the banking sector.

Among those playing an important role were the enforcement

agencies.
4.4.2 Relationship between Cash Reconciliation and Return on Equity
The study sought to establish the relationship between cash reconciliation and Return on
Equity. An ordinary least square regression model was used. The results of the model
summary are given in Table 4.8. The study found a positive association between cash
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reconciliation and ROE as supported by a Pearson coefficient of 0.306 and that cash
reconciliation explained up to only 9.30% of the changes in ROE of commercial banks in
Kenya. This meant that 90.7% of the changes in the ROE of the commercial banks were
linked to other factors not included in this model.
Table 4.8:
Summary)

Relationship between Cash Reconciliation and ROE (Model

R
R Square Adjusted R Square Std. Error of the Estimate
.306
0.093
0.078
100.6442
Predictor variables: Constant, Cash reconciliation
The study further assessed the fitness of the model. The results are as shown in Table
4.10. The study findings confirmed that the model linking cash reconciliation to ROE was
satisfactory given an F statistic of 7.462 and the reported p value (0.008) which was less
than the critical value also known as the probability value (p) which was statistically set
at 0.05.
Table 4.9:

Relationship between Cash Reconciliation and ROE (ANOVA)

Sum of Squares Df Mean Square F
Sig.
Regression
60584.49 1
60584.49 5.981 0.018
Residual
587496.5 58
10129.25
Total
648081 59
Predictor variables: Constant, Cash reconciliation
Dependent variable: ROE

The coefficient of the relationship between the variables is as presented in Table 4.11.
Table 4.10: Relationship between Cash Reconciliation and ROE (Model
Coefficients)
(Constant)
Cash reconciliation
Predictor variables: Constant, Cash reconciliation
Dependent variable: ROE

B
3.97
44.917

Std. Error t
Sig.
34.753
0.114 0.909
18.366
2.446 0.018

Model
ROE=3.97 + 44.917 Cash reconciliation
The study findings showed that there was a positive relationship between cash
reconciliation and ROE (B=0.44.917). The relationship was also significant at 5% level of
significance (P-value=0.018). Hence, it could be inferred that an increase in cash
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reconciliation practices by one unit led to a 44.917-unit improvement in ROE of
commercial banks in Kenya. The findings reveal that cash reconciliation practices have a
positive and significant effect on return on equity of commercial banks in Kenya. An
improvement in cash reconciliation practices such as such as having a policy on cash
reconciliation, training its staff on conducting cash reconciliation, reviewing cash
reconciliation regularly, segregating duties of cash reconciliation from other duties and
conducting regular audits of cash reconciliation leads to a significant improvement in
return on equity. The findings of the study concurred with that of Abdul (2014) who
asserted that there was need for the owners and managers of the small scale enterprises to
embrace proper accounting records keeping in order to be successful in their financial
performance.
4.5 Cash Transport
The second objective of the study was to assess the effect of cash transport on the
financial performance of commercial banks in Kenya. The study sought to establish the
number of security companies that the banks contracted for cash transport services for the
last five years. The findings indicated that all the respondents (100%) indicated an
average of 2 to 3 companies every year between 2010 and 2014. All the respondents also
indicated that the commercial banks reviews cash transport policies 2 to 3 times per year
on average each year from 2010 to 2014. All the commercial banks indicated that they
allocated over 10 million for investment in cash transport facilities annually for the last
five years since the year 2010 to 2014. The respondents were asked to respond to some
statements on cash transport based on a scale of 1 to 5 where 1 represented strongly
disagree and 5 represented strongly agree. The results are given in Table 4.12.
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Table 4.11:

Attributes of Cash Transport

The bank has a cash
transport policy
The bank regularly
reviews the contracts
of companies which
transport cash for
them.
The bank has tracking
devices in the
vehicles that transport
cash
The bank engages
Administrative police
in security
arrangements when
transporting cash
The bank has
invested in a chase
car which is used
when transporting
cash

1

2

3

4

5

Mean

Std
Dev

0.00%

0.00%

0.00%

30.00%

70.00%

4.70

0.46

0.00%

0.00%

0.00%

40.00%

60.00%

4.60

0.49

0.00%

10.00
%

0.00%

30.00%

60.00%

4.40

0.92

0.00%

0.00%

0.00%

30.00%

70.00%

4.70

0.46

0.00%

10.00
%

10.00
%

30.00%

50.00%

4.20

0.99

4.52

0.67

Average

The study findings revealed that all of the respondents agreed that the bank had a cash
transport policy and that the bank regularly reviewed the contracts of companies which
transported its cash. 90% of the respondents agreed that the bank had tracking devices in
the vehicles that transported its cash while all the respondents agreed that the bank
engaged administrative police in security arrangements when transporting cash. Those
respondents who agreed that the bank had invested in a chase car which was used when
transporting cash were 80%. The mean response of 4.52 implied that the respondents
agreed on most statements regarding cash transport. The standard deviation of 0.67
showed that there was a small variation in the responses given by the respondents.
4.5.1

Relationship between cash Transport and Return on Equity

The study sought to establish the relationship between cash transport and Return on
equity. An ordinary least square regression model was used. The results of the model
summary are given in Table 4.13. The findings revealed that cash transport explained
19.4% of the changes in ROE of commercial banks operating in Kenya in the study
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period while 80.55% of the changes in ROE of the commercial banks was explained by
other factors other than cash transport that were not included in the model.
Table 4.12:

Relationship between Cash Transport and ROE (Model Summary)

R
R Square Adjusted R Square Std. Error of the Estimate
.441
0.194
0.121
98.623
Predictor Variables: Constant, Cash transport

Furthermore, the model fitness was assessed by comparing the significance of F
calculated value of 4.312. The results for F-calculated are as presented in Table 4.14
revealed that the model linking ROE and cash transport was significant hence the study
concluded that the model was satisfactory. This is supported by a p-value of 0.002 which
was less than the critical value also known as the probability value (p) which was
statistically set at 0.05.
Table 4.13:

Relationship between Cash Transport and ROA (ANOVA)

Sum of Squares
Regression
87519.36
Residual
674938.4
Total
762457.7
Predictor variables : Constant, Cash transport
Dependent variable : ROE

Df Mean Square F
Sig.
1 87519.36
4.312 0.002
58 11636.87
59

The results in Table 4.15 further presented coefficients of the regression model. These
showed that the relationship between cash transport and ROE was positive and
significant. This was supported by a beta coefficient of 1.867 and P-Value of 0.04. The
findings implied that an improvement in cash transport practices led to an improvement in
ROE.
Table 4.14:

Relationship between Cash Transport and ROA (Model Coefficients)

B
(Constant)
1.231
Cash Transport
1.867
Predictor variables : Constant, Cash transport
Dependent variable : ROE
Model
ROE= 1.231 + 1.887 Cash Transport
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Std. Error
0.661
0.449

t
1.816
2.420

Sig.
0.091
0.04

An improvement in cash transport practices such as having a cash transport policy,
commercial banks regularly reviewing the contracts of companies which transported its
cash, commercial banks having tracking devices in the vehicles that transported its cash,
engaging administrative police in security arrangements when transporting cash and
commercial banks investing in a chase cars which can be used when transporting cash
leads to a positive significant improvement in return on equity of commercial banks in
Kenya.
4.5.2

Relationship between cash Transport and Return on Assets

The study sought to establish the relationship between cash transport and Return on
Assets. An ordinary least square regression model was used. The results of the model
summary are given in Table 4.16. The findings revealed that cash transport explained
11.5% of the changes in ROA of commercial banks operating in Kenya in the study
period while 88.5% of the changes in ROA of the commercial banks was explained by
other factors other than cash transport that were not included in the model.
Table 4.15:

Relationship between Cash Transport and ROE (Model Summary)

R
R Square Adjusted R Square Std. Error of the Estimate
.339
0.115
0.1
107.8743
Predictor Variables: Constant, Cash transport

Furthermore, the model fitness was assessed by comparing the F critical and F calculated.
The results for F-calculated are as presented in Table 4.14. The F-Critical, F 0.05, 1, 58 was
1.35. Since F calculated, 7.521, was greater than F-Critical, F

0.05, 1, 58,

1.35, the study

concluded that the model was satisfactory. This is further supported by a p-value of 0.008
which was less than the critical value also known as the probability value (p) which was
statistically set at 0.05.
Table 4.16:

Relationship between Cash Transport and ROA (ANOVA)

Sum of Squares
Regression
87519.36
Residual
674938.4
Total
762457.7
Predictor variables : Constant, Cash transport
Dependent variable : ROA

112

Df Mean Square F
Sig.
1 87519.36
7.521 0.008
58 11636.87
59

The results in Table 4.17 further presented coefficients of the regression model. These
showed that the relationship between cash transport and ROA was positive and
significant. This was supported by a beta coefficient of 1.087 and P-Value of 0.008. The
findings implied that an improvement in cash transport practices led to an improvement in
ROA.
Table 4.17:

Relationship between Cash Transport and ROA (Model Coefficients)

B
(Constant)
-1.457
Cash Transport
1.087
Predictor variables : Constant, Cash transport
Dependent variable : ROA

Std. Error
8.480
3.969

t
-1.718
2.742

Sig.
0.091
0.008

Model
ROA= -1.457 + 1.087 Cash Transport
The study sought to test the null hypothesis below.
H0: Cash Transport does not affect the financial performance of commercial banks in
Kenya.
The results of the regression model between cash transport and ROA were used to test the
null hypothesis. The rejection criterion was based on the P-value of the regression model.
A p-value less than 5% level of significance led to rejection of the null hypothesis while a
p-value greater than 5% level of significance led to failure in rejection of the null
hypothesis. Based on the findings, the study rejected the null hypothesis that cash
transport did not affect the financial performance of commercial banks in Kenya. This is
because the probability value (p-value = 0.008) was less than the critical value of 0.05
hence the study concluded that cash transport affected financial performance of
commercial banks in Kenya.
An improvement in cash transport practices such as having a cash transport policy,
commercial banks regularly reviewing the contracts of companies which transported its
cash, commercial banks having tracking devices in the vehicles that transported its cash,
engaging administrative police in security arrangements when transporting cash and
commercial banks investing in a chase cars which can be used when transporting cash
leads to a positive significant improvement in return on assets of commercial banks in
Kenya.
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This is in line with Smith and Louis (2010) who focused in the United Kingdom (UK)
and established that there are considerable risks in CIT robberies. The study however
suggested that banks should put in place security measures like constituent principles on
return schedules for an acceptable entry to customer notice and information. Access
controls on customer information systems should be established, pertaining guidance to
corroborate and allow the use only to allowed personnel; entry constraint at substantial
locations containing clientele information, decoding of computerized customer details and
money such as transportation and storage The study also concluded that monitoring
systems and procedures should be used to disclose real and attempted invasion on or
incursion during movement of money; return programs that clearly indicate measures to
be followed when the institution speculates or notices such invasions.
It is also in line with Gill (2001) who conducted a study to examine cash in transit lethal
thieving, the perpetrators who participate in them and their alleged level of respectability,
the latter found that the perpetrators who participated in dangerous fraudulence on cash in
transit activities were the best equipped in terms of analysis, reviewing when it the
unpredictability related with the theft. It revealed that cash in transit lethal thieving are
customarily regarded as the work of expert and dangerous thieves and there is unscientific
evidence of a recent rise in these types of fraudulence. The study also indicated that
prosperous armed burglars are those who take intimidations; conversely, there is little
research into how those dangers are succeeded. It is also consistent with Pillay (2008)
who established that cash in transit lawbreakers congregated astuteness on their
objectives and expended time exploring the transportation of cash distributions/pools and
would choose their objects according to the supposed dangers. The principal objects
assortment measures will be targets alleged as ‗easy‘ with moderate to great incentive.
Pointers of ‗easy‘ targets comprise businesses using carrying apparatus not suitable for
the profession and vulnerable cash in transit operatives.
4.6 Cash Storage
The third objective of the study was to determine the effect of cash storage on the
financial performance of commercial banks in Kenya. The study sought to establish the
number of security companies the banks had contracted to secure the cash storage area
between the year 2010 and 2014. The respondents indicated that on average, 2 companies
had been contracted. The findings also indicated that on average, the commercial banks
review the contracts of the security companies securing the cash storage area 2 times a
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year for the last 5 years from the year 2010 to the year 2014. Furthermore, the results also
showed that all the commercial banks allocated over 10 million shillings every year since
2010 to 2014 to secure cash storage areas. The respondents were requested to rate
statements on cash storage on a scale of 1 to 5 where 1 represented strongly disagree and
5 represented strongly agree. The results are as shown in Table 4.16.
Table 4.18:

Attributes of Cash Storage

The bank has a policy on
cash storage
The bank has invested in
fire proof safes for
storing cash
The bank has invested
heavily in CCTV security
cameras for surveillance
of the cash storage areas
The bank has invested in
alarm system in cash
storage areas
The bank has restricted
access to cash storage
areas by lock and key and
passwords.

1

2

3

4

5

Mean

Std
Dev

0.00%

0.00%

10.00%

50.00%

40.00%

4.30

0.65

0.00%

0.00%

10.00%

40.00%

50.00%

4.40

0.67

0.00%

0.00%

10.00%

40.00%

50.00%

4.40

0.67

0.00%

0.00%

10.00%

30.00%

60.00%

4.50

0.68

0.00%

0.00%

10.00%

10.00%

80.00%

4.70

0.65

Average

4.46

0.66

The study findings revealed that 90.0% of the respondents representing a majority, agreed
that the bank had a policy on cash storage and that the bank had invested in fire proof
safes for storing cash and also in CCTV security cameras for surveillance of cash storage
areas. Similarly, 90.0% of the respondents agreed that the bank had invested in alarm
system in cash storage areas and also restricted access to cash storage areas by lock and
key and passwords.
4.6.1

Relationship between Cash Storage and Return on Assets

The study sought to establish the relationship between cash storage and Return on Assets.
An ordinary least square regression model was used. The results in Table 4.17 present the
model summary. It was found that cash storage explained 7.4% of the changes in ROA of
commercial banks operating in Kenya in the study period implying that 92.6% of the
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changes in ROA of the commercial banks were associated with other factors other than
cash storage that were not included in this model.
Table 4.19:

Relationship between Cash Storage and ROA (Model Summary)

R
R Square
Adjusted R Square
.272
0.074
0.058
Predictor Variables : Constant, Cash storage

Std. Error of the Estimate
0.014546

The study further investigated the model fitness by comparing the F critical and F
calculated. The results for F-calculated are as presented in Table 4.16. The F-Critical, F
0.05, 1, 58

was 1.35. Since the F calculated, 4.638, was greater than F-Critical, F

0.05, 1, 58,

1.35, the study concluded that the model was significant in linking the two variables. This
was further supported by a p-value of 0.035 which was less than the critical value set at
0.05level of significance.
Table 4.20:

Relationship between Cash Storage and ROA (ANOVA)

Sum of Squares Df
Regression
0.001
1
Residual
0.012
58
Total
0.013
59
Predictor Variables : Constant, Cash storage
Dependent Variable : ROA

Mean Square F
0.001
4.638
0.000

Sig.
0.035

The study further presented coefficients of the regression model as depicted in Table
4.19. The study findings showed that there was a positive and significant relationship
between cash storage and ROA. This was supported by a beta coefficient of 0.02 and PValue of 0.035. The findings implied that an improvement in cash storage practices led to
an improvement in ROA.
Table 4.21:

Relationship between Cash Storage and ROA (Model Coefficients)

B
(Constant)
-0.014
Cash storage
0.02
Predictor Variables : Constant, Cash storage
Dependent Variable : ROA

Std. Error
0.017
0.009

T
-0.811
2.154

Sig.
0.421
0.035

Model
ROA= -0.014 + 0.02 Cash storage
The study sought to test the given null hypothesis:
H0: Cash storage does not affect the financial performance of commercial banks in
Kenya.
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The results of the regression model between cash storage and ROA were used to test the
null hypothesis. The rejection criterion was based on the P-value of the regression model.
A p-value less than 5% level of significance leads to rejection of the null hypothesis while
a p-value greater than 5% level of significance leads to failure in rejection of the null
hypothesis. Based on the findings of the regression model between ROA and cash
storage, the null hypothesis that cash storage did not affect the financial performance of
commercial banks in Kenya was rejected given that the p-value of 0.035 was less than
5%. Hence the study concluded that cash storage affected financial performance of
commercial banks in Kenya.
An improvement in cash storage practices such as commercial banks having a policy on
cash storage, commercial banks investing in fire proof safes for storing cash, commercial
banks investing in CCTV security cameras for surveillance of cash storage areas as well
as investing in alarm system in cash storage areas as well as restricting access to cash
storage areas by lock and key and passwords leads to a significant improvement in return
on assets of commercial banks in Kenya.
This is in line with Adetiloye, Olokoyo, and Taiwo (2016) who focused on internal
control measures and fraud control by use of mixed data methods. The findings of the
study revealed that despite the fact that few staffs were committed to internal control; it
was still a better method of managing cash frauds in commercial banks. The study also
established that a focus now was on technological fraud where internet use was the main
focus of traditional robbers.

Technological based fraud was significant. It is also

consistent with Idowu and Obasan (2012) who established that an effective policy
significantly reduced cash frauds activities and played a positive significant role on
performance of commercial banks. In the long run, money laundering has a negative
effect on the overall economy of Nigeria.
According to Smith and Louis (2010), better cash storage practices for instance
installation of pop up screens will in turn lead the robbers to focus their attention
somewhere else from storage areas and that plays a significant role in reducing fraud in
storage areas. These is also consistent with Kevin and Kathleen (2010) who focused on
how data breaches affected the shareholder‘s wealth of 45 companies which formed part
of the target population and argued that loss of cash led to a negative effect on the
financial stability of a company. This is also in line with Malete (2013) who argued that
there is a need to have various procedures in place to ensure safety for instance having a
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third company to handle the collection and storage of cash during peak seasons, frequent
clearance of cash to avoid accumulation, there is also a need to establish a numbering
system to identify the bags carrying the cash as well as making sure that more than one
person escorts when cash is being transported from one room to the other. There is also
consistency of the findings with those of a study by Mimano (2014) to find out the
relationship between performance and outsourcing of cash handling practices and
established that there exists a positive significant effect of cash handling practices and
performance. The decision of outsourcing cash handling practices affected the
commercial banks performance significantly and hence there is a need to carefully
consider these decisions.
4.6.2

Relationship between Cash Storage and Return on Equity

The study sought to establish the relationship between cash storage and Return on Equity.
An ordinary least square regression model was used. The model summary is as presented
in Table 4.20. Based on the findings, it was noted that cash storage explained 6.3% of the
changes in ROE of commercial banks operating in Kenya in the study period and that
93.7% of the changes in the ROE of the commercial banks was explained by other factors
other than cash storage which were excluded from the analysis.
Table 4.22:

Relationship between Cash Storage and ROE (Model summary)

R
R Square
Adjusted R Square
.252
0.063
0.047
Predictor Variables : Constant, Cash storage

Std. Error of the Estimate
102.3069

The model fitness established by comparing the F critical and F calculated was also
presented. The results for F-calculated are as given in Table 4.21. The F-Critical, F 0.05, 1,
58

was 1.35. Given that the F calculated, 4.918, was greater than F-Critical, F

0.05, 1, 58,

1.35, the study concluded that the model satisfactory in linking the two variables. This
was further supported by a p-value of 0.043 which was less than the critical value also
known as the probability value (p) which was statistically set at 0.05.
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Table 4.23:

Relationship between Cash Storage and ROE (ANOVA)

Sum of Squares Df
Regression
41012.71
1
Residual
607068.2
58
Total
648081
59
Predictor Variables : Constant, Cash storage
Dependent Variable : ROE

Mean Square
41012.71
10466.69

F
4.918

Sig.
.043

Results in Table 4.22 present the coefficients of the regression model. The findings
pointed out the existence of a positive relationship between cash storage and ROE and but
not significant. This is supported by a beta coefficient of 0.02 and P-Value of 0.053.
Table 4.24:

Relationship between Cash Storage and ROE (Model Coefficients)

B
(Constant)
-148.954
Cash storage
129.334
Predictor Variables : Constant, Cash storage
Dependent Variable : ROE

Std. Error
117.82
65.337

t
-1.264
1.979

Sig.
0.211
0.053

Model
ROE= -148.954 + 129.334 Cash storage
4.7 Cash Insurance
The fourth objective of the study was to determine the effect of cash insurance on the
financial performance of commercial banks in Kenya. The study sought to establish the
number of times per year the commercial banks review cash insurance policies for the last
five years from the year 2010 to the year 2014. The findings showed that on average, the
commercial banks have been reviewing the insurance policies 2 to 3 times per year for the
last five years. The commercial banks have also been paying insurance premiums of over
10 million on average per year for the last five years since 2010 to the year 2014. The
respondents were asked to rate statements on cash insurance on a scale of 1 to 5 where 1
represented strongly disagree and 5 represented strongly agree. The results are presented
in Table 4.23.
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Table 4.25:

Attributes of Cash insurance

The bank has a policy for
insuring cash
The bank has cash
insurance policy against
employee theft

The bank has insurance
of cash in transit(CIT)
The bank has insurance
against general theft(from
outsiders)
The bank has insurance
policy of cash against fire

1

2

3

4

5

Mean

Std
Dev

0.00%

0.00%

10.00%

40.00%

50.00%

4.40

0.67

0.00%

0.00%

0.00%

30.00%

70.00%

4.70

0.46

0.00%

0.00%

0.00%

30.00%

70.00%

4.70

0.46

0.00%

0.00%

0.00%

10.00%

90.00%

4.90

0.30

0.00%

0.00%

0.00%

20.00%

80.00%

4.80

0.40

Average

4.70

0.46

The study findings showed that 90% of the respondents agreed that the bank had a policy
for insuring cash while all the respondents agreed that the bank had cash insurance policy
against employee theft. Similarly, all the respondents agreed that the bank had insurance
of cash in transit (CIT), general theft (from outsiders) and cash against fire. The average
response rate of 4.70 implied that the respondents were agreeing on most statements on
cash insurance. The standard deviation of 0.46 denotes that the variation in the responses
was minimal.
4.7.1 Relationship between Cash Insurance and Return on Assets
The study sought to establish the relationship between cash insurance and Return on
Assets. An ordinary least square regression model was used. The results of the model
summary are shown in Table 4.24. The findings specified that cash insurance explained
8.6% of the changes in ROA of commercial banks operating in Kenya in the study period
where 91.4% of the changes in ROA of these commercial banks were linked to other
factors not included in the model other than cash insurance.
Table 4.26:

Relationship between Cash Insurance and ROA (Model Summary)

R
R Square
Adjusted R Square
.292
0.086
0.07
Predictor variables : Constant, Cash insurance
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Std. Error of the Estimate
0.014455

The model fitness was also examined by comparing the F critical and F calculated. The
results for F-calculated are as given in Table 4.23. The F-Critical, F
Since F calculated, 5.423, was greater than F-Critical, F

0.05, 1, 58

0.05, 1, 58,

was 1.35.

1.35, the study

concluded that the model fit well. This is further supported by a p-value of 0.043 which
was less than the critical value also known as the probability value (p) which was
statistically set at 0.05.
Table 4.27:

Relationship between Cash Insurance and ROA (ANOVA)

Sum of Squares Df
Regression
0.001
1
Residual
0.012
58
Total
0.013
59
Predictor variables : Constant, Cash insurance
Dependent Variable: ROA

Mean Square F
0.001
5.423
0

Sig.
.023

The coefficients of the regression model are as shown in Table 4.26. The results revealed
that the relationship between cash insurance and ROA was positive and significant. This
is supported by a beta coefficient of 0.006 and P-Value of 0.023. This finding implied that
an improvement in cash insurance practices led to an improvement in ROA of
commercial banks in Kenya.
Table 4.28:

Relationship between Cash Insurance and ROA (Model Coefficients)

B
(Constant)
0.006
Cash insurance
0.006
Predictor variables : Constant, Cash insurance
Dependent Variable: ROA

Std. Error
0.007
0.003

t
0.911
2.329

Sig.
0.366
0.023

Model
ROA= 0.006 + 0.006 Cash insurance
The study sought to test the null hypothesis below.
H0: Cash insurance does not affect the financial performance of commercial banks in
Kenya.
The results of the regression model between cash insurance and ROA were used to test
the null hypothesis. The rejection criterion was based on the P-value of the regression
model. A p-value less than 5% level of significance led to rejection of the null hypothesis
while a p-value greater than 5% level of significance led to failure in rejection of the null
121

hypothesis. Based on the findings of the regression model between ROA and cash
insurance, the null hypothesis that cash insurance did not affect the financial performance
of commercial banks in Kenya was rejected given that the probability value (p-value =
0.035) was less than the critical value of 0.05 hence the study concluded that cash
insurance affected financial performance of commercial banks in Kenya.
This is inconsistent with Mishkin (2000) who revealed that where the public sector was
the sole administers of insurance policies, the financial performance of commercial banks
was at a greater risk as compared to when the same was given by both public and private
sector. The reason for the argument was the underpricing of the risk premiums in the
managers in the public sector; a trait which was not practiced in the private sector. It was
also not consistent with the findings of a study by Cull, Senbet, and Sorge (2005) and
revealed that premiums paid as well as the requirements presented by the regulator on all
the commercial banks were tested by the study. There was a need to establish whether the
two had an impact on financial activity and stability of the sector. The results showed
that the problem of moral hazard was still rampant especially after insurance activities.
Commercial banks engaged in excessively high risk activities which were relative to
socially optimal outcomes.
Further, it is inconsistent with the findings of a study by Onour (2014) who established
the effect of deposit insurance on performance of commercial banks in Sudan and
revealed that deposit coverage was negatively correlated to performance of the
commercial banks. The findings are also inconsistent with the findings of a study by
Yilmaz and Muslumov (2008) who sought to find out how deposit insurance impacted on
performance of banks and indicated that after deposit insurance, the commercial banks
engaged in riskier activities and that there was an increase in foreign exchange position
risk and deterioration in capital adequacy after commercial banks ensured their deposits.
The findings however supported the findings of studies conducted locally for instance a
study conducted by Kuria and Moronge (2013) on the effects of insurance fraud control
mechanism on the growth of the insurance industry with focus on insurance firms in
Kenya and established that proper measures to hedge against fraud through insurance
promote growth of the sector.
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4.7.2

Relationship between Cash Insurance and Return on Equity

The study sought to establish the relationship between cash insurance and Return on
Equity. An ordinary least square regression model was used. The results in Table 4.27
indicate the model summary. The results revealed that cash insurance explained 2.6% of
the changes in ROE of commercial banks operating in Kenya in the study period while
97.4% of the changes in the ROE of the commercial banks were explained by other
factors other than cash insurance that were not included in the model.
Table 4.29:

Relationship between Cash Insurance and ROE (Model Summary)

R
R Square
Adjusted R Square
.162
0.026
0.009
Predictor Variables : Constant, Cash insurance

Std. Error of the Estimate
104.3079

The model fitness was assessed by comparing the F critical and F calculated. The results
for F-calculated are as presented in Table 4.28. The F-Critical, F 0.05, 1, 58 was 1.35. Since
F calculated, 4.565, was greater than F-Critical, F

0.05, 1, 58,

1.35, the study concluded that

the model was satisfactory. This was further supported by a p-value of 0.041 which was
less than the critical value also known as the probability value (p) which was statistically
set at 0.05.
Table 4.30:

Relationship between Cash Insurance and ROE (ANOVA)

Sum of Squares Df
Regression
17032.79
1
Residual
631048.2
58
Total
648081
59
Predictor Variables : Constant, Cash insurance
Dependent Variable : ROE

Mean Square
17032.79
10880.14

F
4.565

Sig.
.041b

The results in Table 4.29 show the coefficients of the regression model. It was found that
the relationship between cash insurance and ROE was positive and but not significant.
This is supported by a beta coefficient of 24.234 and P-Value of 0.216.
Table 4.31:

Relationship between Cash Insurance and ROE (Model Coefficients)

B
(Constant)
21.378
Cash insurance
24.234
Predictor Variables : Constant, Cash insurance
Dependent Variable : ROE
Model
ROE= 21.378 + 24.234 Cash insurance
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Std. Error
50.904
19.369

t
0.42
1.251

Sig.
0.676
0.216

4.8 Correlation Analysis
The study sought to establish the association between the study variables. A correlation
analysis was used. The Pearson correlation coefficient was used to establish the
association between the variables used in the study. A Pearson correlation value ranges
from -1 to +1. The more a value is close to -1, the more strong a negative association is
and the more close a value is to +1, the more strong a positive association is. When a
Pearson correlation value is close to 0 or equal to 0, it indicates that there is no
association between the two variables. Furthermore, when there is a correlation
coefficient of either +1 or -1, it indicates that there is perfect correlation between the two
variables. The results for the correlation matrix are presented in Table 4.30.
The study findings showed that the association between cash reconciliation and return on
asset was positive and significant. This was supported by a Pearson coefficient of 0.346
and level of significance of 0.007. This implies that an improvement in cash
reconciliation practices is positively associated with an improvement in ROA of the
commercial banks. This shows that when commercial banks improve cash reconciliation
practices such as having a policy on cash reconciliation, training its staff on conducting
cash reconciliation, reviewing cash reconciliation regularly, segregating duties of cash
reconciliation from other duties and conducting regular audits of cash reconciliation, it
leads to a positive and significant improvement in the return on assets of the commercial
banks. There is hence a need to relook at the cash reconciliation practices and improve
them in that line whenever there is a need to improve the returns on assets of the
commercial banks.
The findings also indicated that cash storage was positively and significantly associated
with ROA as shown by a Pearson coefficient of 0.272. This implied that an improvement
in cash storage was positively associated with an improvement in ROA. This shows that
an improvement in cash storage practices such as commercial banks having a policy on
cash storage, commercial banks investing in fire proof safes for storing cash, commercial
banks investing in CCTV security cameras for surveillance of cash storage areas as well
as investing in alarm system in cash storage areas as well as restricting access to cash
storage areas by lock and key and passwords leads to a significant improvement in return
on assets of commercial banks in Kenya.
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The association between cash insurance and ROA was also found to be positive and
significant as indicated by a Pearson coefficient of 0.292 implying that an improvement in
cash insurance was positively associated with an improvement in ROA. This findings
shows that an improvement in cash insurance practices such as having a policy for
insuring cash, having a cash insurance policy against employee theft, commercial banks
having insurance of cash in transit (CIT), general theft (from outsiders) and also cash
against fire leads to a positive improvement in return on assets of the commercial banks
operating in Kenya.
The association between cash transport and ROA was positive but not significant as
shown by a Pearson correlation value of 0.190 and level of significance of 0.146. This
shows that an improvement in cash transport practices leads to a positive improvement in
returns on assets although the improvement is not significant. The results reveal that an
improvement in cash transport practices such as having a cash transport policy,
commercial banks regularly reviewing the contracts of companies which transported its
cash, commercial banks having tracking devices in the vehicles that transported its cash,
engaging administrative police in security arrangements when transporting cash and
commercial banks investing in a chase cars which can be used when transporting cash
would improve the return on assets insignificantly.
The findings further revealed that cash reconciliation was positively and significantly
associated with ROE as shown by a Pearson coefficient of 0.306. This implied that an
improvement in cash reconciliation was positively associated with an improvement in
ROE. This shows that when commercial banks improve cash reconciliation practices such
as having a policy on cash reconciliation, training its staff on conducting cash
reconciliation, reviewing cash reconciliation regularly, segregating duties of cash
reconciliation from other duties and conducting regular audits of cash reconciliation, it
leads to a positive and significant improvement in the return on equity of the commercial
banks.
The study findings further specified that cash transport was positively and significantly
associated with ROE given a Pearson coefficient of 0.190. This implied that an
improvement in cash transport was positively associated with an improvement in ROE.
The results reveal that an improvement in cash transport practices such as having a cash
transport policy, commercial banks regularly reviewing the contracts of companies which
transported its cash, commercial banks having tracking devices in the vehicles that
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transported its cash, engaging administrative police in security arrangements when
transporting cash and commercial banks investing in a chase cars which can be used when
transporting cash would improve the return on equity significantly.
The results also showed that cash storage practices have a positive but not significant
correlation with return on equity as shown by a Pearson correlation value of 0.252 and a
significance value of 0.053. This shows that an improvement in cash storage practices
such as commercial banks having a policy on cash storage, commercial banks investing in
fire proof safes for storing cash, commercial banks investing in CCTV security cameras
for surveillance of cash storage areas as well as investing in alarm system in cash storage
areas as well as restricting access to cash storage areas by lock and key and passwords
leads to an insignificant improvement in return on equity of commercial banks in Kenya.
The results further revealed that cash insurance practices have a positive but not
significant correlation with return on equity as shown by a Pearson correlation value of
0.162 and a significance value of 0.216. This findings shows that an improvement in cash
insurance practices such as having a policy for insuring cash, having a cash insurance
policy against employee theft, commercial banks having insurance of cash in transit
(CIT), general theft (from outsiders) and also cash against fire leads to a positive but not
significant improvement in return on equity of the commercial banks operating in Kenya.
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Table 4.32:

Correlation Analysis
Cash
reconciliation

Cash
Reconciliation

Cash Transport

Cash storage

Cash Insurance

ROE

ROA

Cash
Transport

Cash
storage

Cash
insurance

ROE

ROA

Pearson Correlation
Sig. (2-tailed)
Pearson
Correlation
0.431**
Sig. (2tailed)
0.001
Pearson
Correlation
0.245
Sig. (2tailed)
0.059
Pearson
Correlation
0.290*
Sig. (2tailed)
0.025
Pearson
Correlation
0.306*
Sig. (2tailed)
0.018
Pearson
Correlation
0.346**
Sig. (2tailed)
0.007

0.552**
0.000
0.206

0.364**

0.114

0.004

0.302*

0.252

0.162

0.019

0.053

0.216

0.190

0.272*

0.292*

.561**

0.146

0.035

0.023

0.000

** Correlation is significant at the 0.01 level (2-tailed).
* Correlation is significant at the 0.05 level (2-tailed).
Dependent Variables : Return on Equity, Return on Assets

4.9 Organization Size
The fifth objective of the study was to determine the moderating effect of organization
size on the relationship between cash handling practices and financial performance of
commercial banks in Kenya. The respondents were asked to rate statements on
organization size on a scale of 1 to 5 ranging from strongly disagree to strongly agree.
The results are as shown in Table 4.31.
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Table 4.33:

Organization Size
1

2

Std
Mean Dev

3

4

5

30.00%

4.1

0.71

The bank has a large
asset base compared to
its peers

0.00%

0.00%

20.00%

50.00
%

The bank has a large
workforce compared to
its peers

0.00%

0.00%

10.00%

60.00
%

30.00%

4.2

0.61

The bank has a big
branch network
compared to its peers

0.00%

0.00%

20.00%

30.00
%

50.00%

4.3

0.79

60.00%

4.5

0.68

60.00%

4.5

0.68

4.32

0.69

The bank has a large
market share compared
to its peers

0.00%

0.00%

10.00%

30.00
%

The bank has a large
customer base
compared to its peers

0.00%

0.00%

10.00%

30.00
%

Average

The study findings showed that 80% of the respondents agreed that their bank had a large
asset base compared to its peers, 90% agreed that their bank had a large workforce
compared to its peers while those who agreed that the bank has a big branch network
compared to its peers were 80%. Furthermore, 90% of the respondents stated that their
bank had a large market share and customer base compared to its peers. The mean
response rate of 4.32 implied that the respondents agreed on most of the statements
regarding organization size while a standard deviation of 0.69 denoted that there was a
small variation the responses on the statements on organization size.
4.10 Multiple Regression Model before Moderating effect of organization size
The study ran an overall ordinary least square regression model before including the
moderating variable (organization size). The measures of financial performance included
in the model was ROA because it was a better indicator of financial performance. An
ordinary least square regression model was then established without the moderating
variable.
The model was of the form:
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Y =β0 + β1X1 + β2X2 + β3X3+ β4X4 + µ
Where,
Y= Financial Performance of commercial banks
X1= Cash reconciliation
X2= Cash transport
X3= Cash storage
X4= Cash insurance
The results for the model summary are as shown in Table 4.32. The study findings
showed that the predictor variables; Cash reconciliation, Cash Transport, Cash storage
and Cash insurance were jointly, positively associated with financial performance of
commercial banks in the study period as indicated by a Pearson correlation, R, value of
0.462. The findings further revealed that Cash reconciliation, Cash Transport, Cash
storage and Cash insurance jointly explained 18.1% of the changes in financial
performance of commercial banks in Kenya. This meant that 81.9% of the changes in the
financial performance of the commercial banks were explained by other factors not
included in the model. Some other factors both internal and external can explain the
performance of commercial in Kenya. Some internal factors such as corporate
governance, internal control as well as external factors such as inflation, interest rates,
exchange rates, central bank of Kenya regulation can affect performance of commercial
banks. However, cash handling practices significantly affect performance of commercial
banks financially.
Table 4.34:

Regression Model Summary before Moderating

Std. Error of the
R
R Square
Adjusted R Square
Estimate
.426
0.181
0.122
0.014047
Predictor Variable : Constant, Cash reconciliation, Cash storage, Cash transport, cash
insurance
The study further assessed the model fitness by comparing the F- calculated and F-critical
values. The results for F-calculated are given in Table 4.33. The F-Critical, F 0.05, 4, 55 was
1.40. Since F calculated, 3.04 was greater than F-Critical, F

0.05, 4, 55,

3.04, the study

concluded that the overall model was statistically significant. This was further supported
by a p-value of 0.025 which was less than the set probability of 0.05significance level.
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This reveals that cash handling practices such as cash transport, cash reconciliation, cash
storage and cash insurance can be used to predict the financial performance of
commercial banks successfully.
Table 4.35:

Regression Model Fitness before Moderating (ANOVA)

Sum
of
Mean
Squares
Df
Square
F
Sig.
Regression
0.002
4
0.001
3.04
.025
Residual
0.011
55
0.000
Total
0.013
59
Predictor Variable : Constant, Cash reconciliation, Cash storage, Cash transport, cash
insurance
Dependent Variable: Financial Performance

The regression coefficients are as presented in Table 4.34. The findings showed that
holding other factors constant at zero, cash reconciliation practices have a positive and
significant effect on financial performance of commercial banks in Kenya. An
improvement in cash reconciliation practices such as such as having a policy on cash
reconciliation, training its staff on conducting cash reconciliation, reviewing cash
reconciliation regularly, segregating duties of cash reconciliation from other duties and
conducting regular audits of cash reconciliation by 1% leads to an improvement in
financial performance of commercial banks in terms of return on assets by 0.006%.
The findings also revealed that holding other factors constant at zero, cash transport
practices have a positive and significant effect on financial performance of commercial
banks in Kenya. An improvement in cash transport practices such as having a cash
transport policy, commercial banks regularly reviewing the contracts of companies which
transported its cash, commercial banks having tracking devices in the vehicles that
transported its cash, engaging administrative police in security arrangements when
transporting cash and commercial banks investing in a chase cars which can be used when
transporting cash by 1% leads to a 0.003% increase in financial performance of
commercial banks in Kenya.
Furthermore, the findings also showed that holding other factors constant at zero, cash
storage practices have a positive but not significant effect on financial performance of
commercial banks in Kenya. An improvement in cash storage practices such as
commercial banks having a policy on cash storage, commercial banks investing in fire
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proof safes for storing cash, commercial banks investing in CCTV security cameras for
surveillance of cash storage areas as well as investing in alarm system in cash storage
areas as well as restricting access to cash storage areas by lock and key and passwords
leads to an insignificant improvement in financial performance of commercial banks in
Kenya.
Lastly, the findings also showed that holding other factors constant at zero, cash
insurance practices have a positive but not significant effect on financial performance of
commercial banks in Kenya. An improvement in cash insurance practices such as having
a policy for insuring cash, having a cash insurance policy against employee theft,
commercial banks having insurance of cash in transit (CIT), general theft (from outsiders)
and also cash against fire leads to a positive but not significant improvement in financial
performance of the commercial banks operating in Kenya.
Table 4.36:

Regression Model Coefficients before Moderating

B
Std. Error t
Sig.
(Constant)
-0.015
0.016
-0.902
0.371
Cash reconciliation
0.006
0.003
2.038
0.046
Cash Transport
0.003
0.161
3.107
0.002
Cash storage
0.013
0.011
1.174
0.246
Cash insurance
0.003
0.003
1.17
0.247
Predictor Variable : Constant, Cash reconciliation, Cash storage, Cash transport, cash
insurance
Dependent Variable: Financial Performance

Thus, the multiple regression model before moderation was:
Financial performance of commercial banks = -0.015 + 0.006 Cash reconciliation +
0.003 cash transport
Of the four cash handling practices investigated, cash storage and cash insurance had a
positive but not significant effect on financial performance of commercial banks in Kenya
in the study period that is why they are not included in the regression model. Only cash
reconciliation practices such as having a policy on cash reconciliation, training its staff on
conducting cash reconciliation, reviewing cash reconciliation regularly, segregating duties
of cash reconciliation from other duties and conducting regular audits of cash
reconciliation as well as cash transport practices such as having a cash transport policy,
commercial banks regularly reviewing the contracts of companies which transported its
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cash, commercial banks having tracking devices in the vehicles that transported its cash,
engaging administrative police in security arrangements when transporting cash and
commercial banks investing in a chase cars which can be used when transporting cash had
a positive and significant effect on financial performance of commercial banks in Kenya.
Of the two variables, cash reconciliation had the high effect on financial performance of
commercial banks as compared to cash transport practices. This was the case before
inclusion of the moderating effect of firm size captured as the total assets of the
commercial banks in the study period.
4.11 Multiple Regression Model after Moderating Effect
A regression model was run after including the moderating variable (organization size).
The model was therefore of the form:
Y =β0 + β1X1 + β2X2 + β3X3 + β4X4+β5X.X5+µ
Where,
Y= Financial Performance of commercial banks
X1= Cash reconciliation
X2= Cash transport
X3= Cash storage
X4= Cash insurance
X.X5= Interaction of all of the independent variables and organization size
The results for the regression model after moderation are as shown in Table 4.35. The
regression results after moderating revealed that the predictor variables explained 22% of
the changes in financial performance of commercial banks. The change of R2 from 18.1%
(before moderation) to 22% (after moderation) showed that organization size had an
insignificant moderating effect on the relationship between the cash handling practices
and financial performance of commercial banks. This reveals that no matter the tier that a
commercial bank belongs to, be it big, medium or small, cash handling practices will
affect financial performance the same way across the commercial banks. Any poor cash
handling practices would lead to similar consequences. Furthermore, the results reveal
that, an investment in having better and improved cash handling is a key factor in all
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commercial banks regardless of the tier and that no matter the size of the bank, it is a
mandatory practice
Table 4.37:

Regression Model Summary after Moderating

Std. Error of the
R
R Square
Adjusted R Square
Estimate
.469
0.22
0.148
0.013835
Predictor Variable : Constant, Interaction variable, Cash reconciliation, Cash storage,
Cash transport, cash insurance

4.11.1 Hypothesis Testing for Moderator
The study sought to explore the moderating effect of organization size on the relationship
between cash handling practices and financial performance of commercial banks. The
null hypothesis was: organization size has no moderating effect on the relationship
between cash handling practices and financial performance of commercial banks in
Kenya. The regression coefficient results are as presented in Table 4.36.
Table 4.38:

Regression Model Coefficients after Moderating

B
Std. Error t
Sig.
(Constant)
-0.004
0.017
-0.257
0.798
Cash reconciliation
0.003
0.003
1.027
0.309
Cash Transport
-0.009
0.008
-1.167
0.248
Cash storage
0.011
0.011
0.947
0.348
Cash insurance
-0.001
0.004
-0.164
0.870
Interaction variable
0.003
0.002
1.643
0.106
Predictor Variable : Constant, Interaction variable, Cash reconciliation, Cash storage,
Cash transport, cash insurance
Dependent Variable: Financial Performance

The results showed that the interaction between the independent variables and moderating
variable was not statistically significant (0.106), therefore organization size did not
moderate the effect of cash handling practices on financial performance of commercial
banks. Further test was conducted so as to check if the moderator variable supported
partial moderation or full moderation. The results are given in Table 4.37.
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Table 4.39:

Regression Model Coefficients after Moderating

B
Std. Error
t
Sig.
(Constant)
-0.093
0.066
-1.409
0.165
Interaction variable
-0.01
0.009
-1.09
0.280
Independent variable
0.053
0.037
1.437
0.156
Organization size
0.021
0.016
1.337
0.187
Predictor Variable : Constant, Interaction variable, Independent Variable, Organization
Size
Dependent Variable: Financial Performance

The findings revealed that organization size did not moderate the relationship between
cash handling practices and financial performance of commercial banks in Kenya since
the interaction of the moderator and independent variable was not significant (p=0.280)
and also that of the moderator organization size was not significant (p=0.187).

Figure 4.3: Interaction effects
Figure 4.4 shows two-way interaction of the moderator (organization size). The y axis is
the dependent variable (Financial performance of commercial banks) while the x axis is
the independent variable (cash handling practices). High organization size refers to having
a board with 7 and above members whereas low organization size referred to having
board with less than 7 members.
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On the high as well as low organization size, there was no change in the financial
performance of commercial banks. This reveals that moderation was not supported hence
organization size has no moderation effect on the relationship between cash handling
practices and financial performance of commercial banks.
4.12 Financial Performance of Commercial Banks
The study sought to establish the financial performance of the commercial banks in terms
of both the ROA and ROE. The trend analysis of the mean annual ROA as well as mean
annual ROE for the commercial banks was established. The trend analysis for mean ROA
is as presented in Figure 4.6.

The study findings depict unsteady trends in the

performance of commercial banks in Kenya in the study period in terms of ROA. The
mean ROA for all the commercial banks in the year 2010 was 2.45%. The mean ROA
decreased to 2.2% in the year 2011 before decreasing further to 2.17% in the year 2012.
The highest mean ROA recorded within the study period was in the year 2013 where
2.37% was recorded and in the year 2014, a mean ROA of 1.95% was recorded by the
commercial banks. This was an indication of unsteady trends in the ROA across the
commercial banks in the study period.

Figure 4.4: Trend Analysis Mean Annual ROA
The study also established the trends of ROE for the commercial banks in relation to cash
handling practises and the results are as shown in Figure 4.7.
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Figure 4.5: Trend Analysis Mean Annual ROE
Unsteady trends in the performance of commercial banks in Kenya in the study period in
terms of ROE were also observed. The mean ROE for all the commercial banks in the
year 2010 was 74.27% which was higher than the year 2011 which was 69.76%. The
mean ROE in the year 2012 increased up to 97.44% which was the highest for the study
period before showing a slight decrease to 88.74% in the year 2013. In the year 2014,
there was a further drop in the mean ROE to 83.75% for the commercial banks operating
in Kenya in the study period.
The respondents were further requested to rate statements on the performance of their
commercial banks on a scale of 1 to 5 ranging from strongly disagree to strongly agree.
The results are as shown in Table 4.38.
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Table 4.40:

Descriptive statistics for Performance

Net Profit of the bank
has been on the rise
The bank‘s return on
Equity has been on
the rise
The bank‘s return on
asset has been on the
rise
The bank‘s gross
profit has been on the
rise
The bank‘s Interest
income has been on
the rise

4
50.00
%

5

Mean

0.00%

3
20.00
%

Std
Dev

30.00%

4.10

0.71

0.00%

0.00%

30.00
%

40.00
%

30.00%

4.00

0.78

0.00%

0.00%

40.00
%

30.00
%

30.00%

3.90

0.84

0.00%

0.00%

20.00
%

50.00
%

30.00%

4.10

0.71

0.00%

0.00%

20.00
%

40.00
%

40.00%

4.20

0.75

1

2

0.00%

Average

4.06

0.76

The findings revealed that majority of the respondents, 80.0%, stated that the net profit of
their banks had been on the rise in the study period, only 70.0% agreed that their bank‘s
return on equity had been on the rise while those who agreed that their bank‘s return on
asset had been on the rise were only 60.0%. The percentage number of respondents who
agreed that their bank‘s interest income had been on the rise was 80.0%.
4.13 Independent Sample t-test
The study categorized the commercial banks into two groups; one consisting of
commercial banks that have suffered from cash frauds over a period of five years since
2010 and 2014. The other group consisted of commercial banks that had not experienced
cash frauds over the same period of time. The independent sample t-test sought to
establish whether there was a significant difference in their financial performance. This
was to indicate whether cash frauds had a significant effect on performance of
commercial banks.
Ho: The null hypothesis is that there is not statistical difference in financial performance
of banks that have experienced cash frauds between 2010 and 2014 and those that have
not
Ho: The alternative hypothesis is that there is a statistical difference in financial
performance of banks that have experienced cash frauds between 2010 and 2014 and
those that have not
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The rejection criteria is that if the significance level is greater than 0.05, at 5%, the null
hypothesis is not rejected. The findings in Table 4.39 shows that the significance value
was greater than 0.05 (0.474) which indicates that the null hypothesis was not rejected
hence there is no statistical difference in financial performance of banks that have
experienced cash frauds between 2010 and 2014 and those that have not.
Table 4.41:

Independent sample t-test

Independent Samples Test
Levene's Test for
Variances

Financial
performance

Equal
variances
assumed
Equal variances
not assumed

F

Sig.

0.527

0.474

Equality of

t-test for
Means

Equality

t

df

0.046
0.048

28
13.52
7

of

Sig.
(2tailed)

0.963
0.962

4.14 Chapter Summary
This chapter has dealt with the presentation and analysis of the data collected organized
as per the specific objectives of the study and presented in charts, graphs tables and
figures. Results from both the primary and secondary data analysis have been reported.
Descriptive analysis, correlation analysis and regression analysis has also been presented
in detail on each objective. The meaning of the findings as well as the outcome of the
hypotheses has also been brought out. The overall inferential analysis has also been
presented together with the moderation effects of the variables. These findings are
discussed in chapter 5 in the context of the literature in order to draw conclusions and
make recommendations.
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CHAPTER FIVE
5.0 SUMMARY OF FINDINGS, CONCLUSIONS AND RECOMMENDATIONS
5.1 Introduction
This chapter presents the summary of the findings, the conclusion and recommendations.
This was done in line with the objectives of the study. Areas of further research are
suggested and limitations of the study taken into account.
5.2 Summary of the Study
To achieve the study objective, the study adopted a positivistic epistemology since there
was a need to test the hypothesis statistically using to establish the relationship between
them.

The study also adopted a descriptive research design whereby the situation

concerning performance of commercial banks was highlighted. The target population
involved the use of all the commercial banks whereby each head of operation and finance
took part in the study. The use of both primary and secondary data was practiced where
primary data was collected using structured questionnaires and the secondary data was
collected from financial books using a data collection sheet. Prior to the use of the
questionnaires to collect primary data, the study tested for both reliability as well as
validity of the questionnaire. Reliability was conducted by testing Cronbach Alpha
against a threshold of 0.7 while both construct and content validity were tested. In
analysis, both descriptive methods as well as inferential methods were utilized by the
study. Descriptive analysis entailed the use of frequencies, percentages as well as means
and standard deviations to describe the population. To test the hypothesis, the study used
OLS regression analysis method. This chapter discusses the findings of the study per
objective. Comparison with other studies is done and more insight as well as explanations
and implications are also given.
The first objective of the study was to establish the effect of cash reconciliation on the
financial performance of commercial banks in Kenya. The study findings indicated that
70%, of the respondents noted that books are reconciled on a daily basis while only 30%
stated that reconciliation was conducted on a weekly basis. The findings of the study
further showed that 60.0% of the respondents agreed that their bank had a policy on cash
reconciliation, 80% agreed that the bank had trained its staff on conducting cash
reconciliation, all respondents agreed that the bank reviewed cash reconciliation regularly
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and that duties of cash reconciliation were segregated from other duties while 90% agreed
that the bank conducts regular audit of cash reconciliation.
The second objective of the study was to assess the effect of cash transport on the
financial performance of commercial banks in Kenya. The study findings suggested that
all the respondents agreed that the bank had a cash transport policy and that the bank
regularly reviewed the contracts of companies which transported their cash. 90% of the
respondents agreed that the bank had tracking devices in the vehicles that transported
cash while all respondents agreed that the bank engaged in administrative police in
security arrangements when transporting cash. Those respondents who stated that their
bank had invested in a chase car which was used when transporting cash were 80%. The
mean response of 4.52 indicated that the respondents agreed on most statements regarding
cash transport. The standard deviation of 0.67 implied that there was a small variation in
the responses given by the respondents.
The third objective of the study was to determine the effect of cash storage on the
financial performance of commercial banks in Kenya. The study findings revealed that
90.0% of the respondents agreed that the bank had a policy on cash storage, a further
90.0% of the respondents stated that the bank had invested in fire proof safes for storing
cash and also in CCTV security cameras for surveillance of the cash storage areas with
the same number of respondents agreeing that their banks had invested in alarm system in
cash storage areas and also restricted access to cash storage areas by lock and key and
passwords.
The fourth objective of the study was to determine the effect of cash insurance on the
financial performance of commercial banks in Kenya. The study findings showed that
90% of the respondents agreed that their bank had a policy for insuring cash, all the
respondents agreed that the bank had cash insurance policy against employee theft and
that the bank had insurance of cash in transit (CIT), general theft (from outsiders) and
cash against fire. The average response rate of 4.70 indicated that the respondents were
agreeing on most statements on cash insurance. The standard deviation of 0.46 implied
that the responses were not varied much.
The fifth objective of the study was to determine the moderating effect of organization
size on the relationship between cash handling practices and financial performance of
commercial banks in Kenya. The study findings showed increasing trends for the board
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size over the study period. The findings indicated that the mean number of board
members in the year 2010 was between 4 to 6 members. In the year 2011 up to 2013, the
mean number of board size was between 7 to 10 members. The number of board members
in the year 2014 was over 10 board members.
5.3 Discussion of the study
The section discusses the findings of the study and relates the findings of the study to
other studies conducted globally, regionally and locally. This enhances the depth of the
study findings and enables easy comparison of the findings across the globe. Whether the
findings were consistent or inconsistent with other scholars worldwide opens an avenue
for future studies to investigate a similar theme. The discussion incorporates both the
descriptive and inferential study findings. The study hypotheses have also been discussed
in the section. The section guides conclusions and recommendations of this study.
5.3.1 Cash Reconciliation
The results on the correlation between cash reconciliation and financial performance of
commercial banks revealed that cash reconciliation was positively associated with ROA.
Further results showed that cash reconciliation explained up to 11.4% of the changes in
ROA of commercial banks in Kenya and only explained up to only 9.30% of the changes
in ROE of commercial banks in Kenya. The regression results further depicted a positive
and significant relationship between cash reconciliation and both ROE and ROA
implying that an improvement in cash reconciliation led to an improvement in financial
performance.
Commercial banks have millions of transactions on daily basis. Reconciliations come in
to confirm that all deposits recorded were made, all bank fees charged were recorded and
that, no funds were disbursed from the accounts without being recorded. In an ordinary
business, a classical example is bank reconciliation, which reconcile the difference
between what the bank reports and what the financial statements show. At many times
the bank reconciliation proves that the financial statement amount is not exactly correct.
Hence, a method of timely monitoring reconciliations ensures, true liquidity levels is
maintained. A solution to frauds arising from this practice can be solved through a report
of a suspicious activity since it was the best method and the most used platform, followed
by the discovery through internal audits then receiving a tip off from other sources which
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may be internal or external. According to the survey recommendations, there is a need to
strengthen the internal audit systems in order to enhance fraud detection.
Better and accurate cash reconciliation activities in the commercial banks lead to easy
error identification in the records of accounts. Since cash is the most valuable asset of the
commercial banks, cash reconciliation plays a key role in protection of this valuable
resource by bringing to light unauthorized withdrawals. Discrepancies may arise in
money and financial institutions bookkeeping however the banks books of accounts could
be showing the agreement between them. Financial institutions book of accounts and
bookkeeping consolidation are instrumental administration tools; they reveal the strongest
indication of proof of profitability of the business. The degree of frequency and precision
of financial consolidation conducted can aid in determining whether the workers are
doing what is expected of them or not and whether there are timely payoffs and also
avoidable losses are still recurrent and lastly if the policy measures are current with
regard to explaining internal control information. Lack of financial institution
consolidation exposes the unpredictability of internal control to unreliability. Unreliable
information will not reassure the financial supervisors or stakeholders.
There are numerous ways of conducting the financial consolidation and reconciliation so
to avoid unnecessary losses encountered due to the incompetence of employees of either
the financial institution. Great financial reconciliation practices can ensure that cash is not
left unused when they could be utilized to generate some interest. Moreover, financial
institution harmonization ensured that the institutions avoided the losing cash as a result
of extra deductions or under deductions of profits. Financial harmonization ought to be
conducted regularly and in a consistent manner and also regulatory or monitoring team
should be put in place to follow up on their monthly basis the activities. The
administration team would find invaluable basis of information from the findings of
numerous and differing sources of cash, and the financial institutions harmonization
operations which aids in the monitoring activities that could impact on the stipulated
plans, decisions and actions.
A solution to the frauds arising from poor cash reconciliation practices can be mitigated
by outsourcing cash counting to third parties. However, recent improvements in
technology allowing speedy, automated, low cost reconciliation to checkout level, has
changed the cost benefit model and made outsourcing an attractive alternative. As charges
tend to be on a price-per-note basis, outsourcing is sensitive to changes in cash volumes,
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transforming cash processing from a fixed to a variable cost so that declining volumes
will mean falling costs.
A key part of the cash management process is to reconcile ATM withdrawals recorded in
the electronic log with cash stocked in an ATM and returned to the cash supplier by the
ATM processor and armored carrier. This involves investigating any discrepancies
between the cash stocked in an ATM and the cash returned to the vault after allowing for
cash withdrawn by ATM customers. Once the cash and activities at an ATM are
accounted for, the ATM is in balance. This process includes considering the starting
balance at the last balance point, counting the cash that is currently in the ATM,
accounting for all cash dispensing activity since the last balance point, and considering
any funds that were added in the interim. ATM cash management is a balancing act. If a
deployer‘s ATMs don‘t hold enough cash, customers are dissatisfied and frustrated. But if
they hold too much, it can cost an ATM deployer thousands of dollars in annual interest
and lost revenues.
The study findings agreed with the findings and surveys conducted locally. It agrees with
the findings of survey by Price Waterhouse Coopers (PWC) which indicated that
commercial banks need to strengthen their internal audit systems in order to enhance
fraud detection since internal audit systems played a significant role in fraud detection
thus affecting performance. The findings are also consistent with Cheptumo (2010) who
studied response strategies to fraud related challenges by Barclays Bank of Kenya and
reported that proactive fraud detection procedures such continuous auditing techniques
can be used effectively to detect fraudulent activity involving cash reconciliation failures
by identifying anomalies, trends, and risk indicators within large populations of
transactions. That in turn affected performance of the commercial banks.
The findings of a study by Muthama (2016) conducted to establish the relationship
between cash management practice while focusing on book keeping and operational
performance of public hospitals revealed that cash reconciliation promoted accountability
which affected performance positively. It is also consistent with Osman (2009) who set
out to examine the cash management functions or systems, cash handling, cash control
practices and cash investment practices in Logs and how these impacted on the ability of
the company to maintain sufficient and optimal cash balance to effectively manage its
most liquid capital hence solve its liquidity problems and revealed that the nature of the
cash management functions as currently practiced bred some inefficiency in the
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management of the company‘s cash and this led to huge overdrafts and loans. The study
findings are consistent with Mbuguah (2013) who established that preventive, training,
detection, prosecution and investigation strategies were used to manage fraud in the
banking sector. Among those playing an important role were the enforcement agencies.
Comparing these findings to the findings by Muthama, Muturi and Abuga (2016) on the
influence of money management activities on working performance of chosen public
hospitals and indicated that having bank accounts guaranteed safeguarding of hospital
cash apart from aiding in monitoring of hospital trading; the hospitals keeps custody of all
transactions in form of receipts or cash records of all cash payment and receipts on daily
basis, facilitating accountability that improved operational performance of public funds,
there is consistency that better cash reconciliation can be used to enhance performance.
Regionally, the findings of the study are consistent with the findings of a study by Oloidi
et al. (2014) conducted in Nigeria on bank frauds and forgeries focusing on the causes,
types, detection and prevention of frauds and forgeries in the Nigerian banking sector and
revealed that the major factor in play was the problem of effective internal control system
and enforcement of strict adherence and recommended that banks should install effective
internal control system and enforce strict adherence in order to reduce frauds related to
cash and have better performance. The results can also be compared to those of Oloidi et
al. (2014) who in their study on bank frauds and forgeries in Nigeria focused on the
causes, types, detection and prevention of frauds and forgeries in the Nigerian banking
sector. Their findings revealed that the major factor in play was the problem of effective
internal control system and enforcement of strict adherence. They recommended that
banks should install effective internal control system and enforce strict adherence. This
revealed consistency in the causes of frauds among commercial banks in Africa.
The results are also consistent with those of a study conducted by Attom (2013) in Ghana
and established that cash management plays a huge and significant role in the sustainable
growth as well as the rate of survival of SMEs in Ghana. The study established that lack
of cash management procedures among SMEs had led to appropriation as well as
application of cash for wrong activities which led to slow sustainable growth among the
SMEs. The situation was worsened by the fact that SMEs have difficulty accessing cash
in the country. The results also showed that many small businesses in Ghana don‘t keep
track of receipts because of inaccurate cash books. It can also be comparable to that of a
study by Gyebi and Quain (2013) who sought to find the effect of intrinsic regulation on
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money handling a case study of power Generation Company of Ghana Ltd, the eastern
part of Accra East region. The findings of the study revealed that strict internal regulation
for funds handling are key to curbing mismanagement of company cash and are made in a
way to prevent and guard staff from undue judgments of mismanagement of cash by
underlining their roles in the money management activities. All money collected requires
to be captured in electronic accounting systems with official auto generation of the firms‘
receipts. With a case of funds handling through electronic documentation, a quick
recording need to be done however where they are captured using non computerized
means, a swift follow up electronic recording should be done. The funds collected needs
to be consolidated electronically through the accounting software cash reports as per each
transaction either immediately or at the end of the day. Also money should be
consolidated differently from cheque and cash requisitions in relation to current money
collected and the cumulative cash from the details of the transactions and handwritten
documents. All money should be safeguarded either through a safe or drawer while
awaiting deposition.
Globally, the findings also agree with global studies conducted with the same theme for
instance a study by Wells (2002) which indicated that timely monitoring of
reconciliations ensures, true liquidity levels is maintained which positively affects
financial performance. The results are not consistent with Akinfala (2005) who sort to
find out the determinants of involvement into fraudulent activities by convicted bankers
and the findings narrowed down to motivation being a cause, identification as well as
involving in fraudulent activities as a feeling of pride. The results are also consistent with
Abel and Kossl (2008) who sought to find the effect of working stock utilization of
money holdings revealed that money was important in every transaction in improving the
banks sustainability and success. The study also revealed that great money management
can highly impact on the day to day operating capital utilization. Money was distinctively
used to monitor and supervise objectively so as to manage and evaluate the profitable
point of funds needed for conducting business activities and investment in tradable bonds
that are conducive for the transaction cycle.
5.3.2 Cash Transport
Findings showed that cash transport explained 11.5% of the changes in ROA of
commercial banks operating in Kenya. Furthermore, the association between cash
transport and financial performance was found to be positive. The regression results
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revealed that the relationship between cash transport and ROA was positive and
significant implying that an improvement in cash transport practices led to an
improvement in financial performance of commercial banks. These findings show that
business contributors, majorly financial institutions, have capitalized seriously in refining
the security of their personnel. Some of the enhancements are improved general plan of
reinforced automobiles to improve members security as well as the setting up of GPS
surveillance on all automobiles, the setting up of a solitary individual entry knowledge on
all automobiles; application of automobiles CCTV structures; and upgraded peripheral
automobile illumination, a complete reevaluation of reinforced vehicle machinist staffing
and initiation drill and the application of progressive yearly reinforced burglary situation
drilling.
A solution for this problem of cash in transit theft can be tackled by the use of a cashless
policy in handling of cash. This is so since robbers are attracted by volume of cash
movement through bullion vans, the use of alternative electronic payment system would
therefore reduce incidence of robbery in the society. Removing all the cash from site
removed the security issues relating to cash handling significantly and reduced the risk of
vandalism and theft.
Another solution is involvement of cash-in-transit (CIT) businesses or reinforced
transporters who can be employed to passage money amid casting and reproduction
businesses, the central bank‘s money hubs, and additional sequence bodies and to
accomplish warehousing and fractious-docking accomplishments. Subcontracting these
actions to CIT businesses can add to the effectiveness of the CSC. If profitable tiers (e.g.,
commercial banks) are consecutively short on money portfolios, they need to command
money at the chief bank to achieve money commands positioned by (local) bank outlets,
merchants, and commercial consumers, and to restock self-provision devices such as
ATMs. Profit-making banks, venders, and CIT businesses might command appropriate
money at the central bank. Instructions can be chosen up and later transported to the
particular money center by wholesale transportation. And vice-versa, whichever castoff
money or unhealthy money (determined by guidelines and rule) are reimbursed to the
chief bank. CIT businesses transportation can use money from vendors, bank outlets, and
self-provision strategies to their personal cross-dock or money center.
By outsourcing money procedures to third ownership such as CIT benefactors, banks can
incur savings of 15 to 20 percent. However, handling relations with fortified transporters
146

poses a singular test for ATM handlers owing to the comparatively small tech, work
exhaustive kid of the CIT commercial. This is chiefly the circumstance for greater
monetary organizations that usage numerous reinforced transporters. Possession pathway
of the countless weight programs, hurtling down reports and filing entitlements can be a
weight on the monetary organization‘s backbone agency. It‘s significant to take care of
every reinforced transporter place, subsequently each is dissimilar and has separate
matters demanding to be followed and achieved. These matters could comprise interior
robbery ensuing in fortified transporter assertions; money area working matters that arise
in fit money matters; replacements not finalized on time; reporting exactness and
appropriateness; privileges administration and compensation; and general danger for
individual hauler. Bad ATM money administration broadcasting led to unobserved inside
money robbery arising due a nonexistence of clearness on the position of money in the
system. Therefore, isolated supervision and projecting money management apparatuses to
harmonize the total money packed and distributed. By merging respective money
instruction down to the business deal level, the corporation has the capacity to recognize
any inconsistencies and take the needed measures to alleviate possible damages (Arnfield
et al., 2015).
There is also a need for the CIT staff to exert precautionary measures to handle the
problem of cash in Transit theft. A great worth mass of money (particularly banknotes)
needs particular procedures for putting away, transference, and preservation of devices,
automobiles, and locations to alleviate safety threat. CSC bodies can regularly be covered
for incursions and muggings, but worker security is measured best imperative. Exact
safety measures are recognized to guarantee that, e.g., a CIT worker need open a treasury
if being required to do so and a CIT servant may resolve not to restock an ATM if the
zone is short of safety necessities. Lively transport and overhauling: passage occupations
and the repairing of self-provision devices must be completed enthusiastically to evade
foreseeable effectiveness of the transportations. This implies that money and other
proceeds might not be distributed at the similar time and time on a weekly basis. Money
is warehoused at several areas in the CSC: particularly in established nations, the quantity
of self-provision devices dispensing and/ or compliant money is abundant. Since there are
numerous standard positions, relating approaches that concurrently address claim
projecting, course-plotting, and order satisfaction obligate the possible of reproducing
considerable charge investments.
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The results support arguments by Nixdorf, Kemna and Zink (2011) that financial
institutions in developing markets today accomplished the maximum cost declines in
diminishing labour cost, mainly through subcontracting of non-key errands, such as
replenishing of ATMs and carrying of money. On the other hand they tackled increasing
cost due to rear office wastefulness and an absence of arrangement in the cash supply
sequence. Complete market financial institution concentrated on the cost of holding
additional cash majorly through refining their predicting and forecasting competences and
emerging a thinner cash source sequence. Safekeeping was more conspicuous in
developing markets outstanding to lesser community safety in general subsequent in
greater danger of burglary, stealing, and deceit. Internal stealing also posed a superior
difficulty, as money management in developing markets involved extra manual handling
with more trace opinions of staff and money thus generating openings for burglary.
Transparency and inspection traceability had also remained termed, but were not hitherto
key worries.
Globally, the findings are consistent with the findings of a study by Nan and Long (2009)
who while investigating the cash supply chain asserted that particular logistics package
suppliers, similarly recognized as cash-in-transit (CIT) subcontracting added to the
effectiveness of the CSC (Nan &Long, 2009) and reduced the risk of fraud hence
enhancing performance. The results are also consistent with the findings of a study by
Smith and Louis (2010) who sought to investigate the money in transportation burglary in
Australia and the results of the study revealed better cash in transit practices for instance
presenting better multiplicity in work arrangements and programs may interrupt prospects
to obligate a CIT theft. There is also consistency of the findings of the study with
findings of other studies for instance Poisat, Mey and Theron (2014) who indicated that
with better cash in transit practices for instance communal backing, it contributes a
possibly important part in decreasing money in transportation workers‘ vulnerability to
work fatigue which keeps the personnel of cash in transit alert and ay play a role in
reducing an ambush thus reducing the risk and having good performance ultimately.
The findings also agrees with the results of a study by Smith and Louis (2010) who
focused in the United Kingdom (UK) and established that there are considerable risks in
CIT robberies. The study however suggested that banks should put in place security
measures like constituent principles on return schedules for an acceptable entry to
customer notice and information. Access controls on customer information systems
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should be established, pertaining guidance to corroborate and allow the use only to
allowed personnel; entry constraint at substantial locations containing clientele
information, decoding of computerized customer details and money

such as

transportation and storage The study also concluded that monitoring systems and
procedures should be used to disclose real and attempted invasion on or incursion during
movement of money; return programs that clearly indicate measures to be followed when
the institution speculates or notices such invasions.
Comparing the findings to those of Gill (2001) who conducted a study to examine cash in
transit lethal thieving, the perpetrators who participate in them and their alleged level of
respectability, the latter found that the perpetrators who participated in dangerous
fraudulence on cash in transit activities were the best equipped in terms of analysis,
reviewing when it the unpredictability related with the theft. It revealed that cash in
transit lethal thieving are customarily regarded as the work of expert and dangerous
thieves and there is unscientific evidence of a recent rise in these types of fraudulence.
The study also indicated that prosperous armed burglars are those who take intimidations;
conversely, there is little research into how those dangers are succeeded. It is also
consistent with Pillay (2008) who established that cash in transit lawbreakers congregated
astuteness on their objectives and expended time exploring the transportation of cash
distributions/pools and would choose their objects according to the supposed dangers.
The principal objects assortment measures will be targets alleged as ‗easy‘ with moderate
to great incentive. Pointers of ‗easy‘ targets comprise businesses using carrying apparatus
not suitable for the profession and vulnerable cash in transit operatives.
Regionally, the findings are also consistent with Ikpefan (2007) who examined money
transfer services in banks through the Western Union Money Transfer. The study
investigated and tested the loss of money in transit by comparing traditional and western
union money transfer using interviews and questionnaires and revealed that western union
money transfer had really reduced the frequency of loss of money in transit in Nigeria.
Due to customers complains, the study recommended that bank management should come
out with a very clear policy statement concerning exchange rate.
The findings when compared to the case of South Africa, shows inconsistencies.
Investigation of South African occurrences discovered that there were two major kinds of
money in transit fortified burglaries happening, the last of which is not ordinary in
Australia. The first kind are ‗fractious concrete‘ occurrences, which is where the
149

occurrence takes place separate the automobile and targets the safeguard transporting the
strongbox either from, or to, the customer. Otherwise, guards may be besieged while they
are in the development of replenishing automatic teller machines. The second type are
‗robbery‘ wrongdoings which contain an attack on a safekeeping automobile while it is
moving, compelling it off the highway by means of a crash (also known as a ‗tap tap‘) or
by the use of extreme ferocity (Pillay 2008).
In the Kenyan context, the findings confirmed an argument by Fayo (2015) that cash in
transit theft is frequently seen in the Kenyan banking sector. He indicated that the theft
can be reduced by subcontracting money management purposes to particular money-intransit (CIT) businesses. This would permit them to emphasis on giving outstanding
provision and obtaining and holding clienteles. Money management was complicated
since outlets had to dispense money amid ATMs, money credit equipment, and outlets,
and end up transporting additional money as cushion. Traffic flow overcrowding and
additional peripheral influences further contributed to this difficulty. Numerous
enterprises were presently intended at improving statistics allocation, decreasing money
treatment period and growing production points. Certainly, establishments were poignant
to several technical progresses and practice-leaning tactics over subcontracting to
progress effectiveness in money processes. Administrators connected with money
processes sensed that supplementary method enhancements might yield investments of at
minimum 25%.
5.2.3 Cash Storage
The study findings showed that cash storage explained 7.4% of the changes in ROA of
commercial banks operating in Kenya in the study period but explained only 6.3% of the
changes in ROE of commercial banks operating in Kenya. In addition, the findings
specified a positive association between cash storage and financial performance. The
study findings indicated that the relationship between cash storage and ROA was positive
and significant while the relationship between cash storage and ROE was positive and but
not significant.
There are risks involved with handling of cash ranging from collection to transport and
storage and the risks can be categorized into healthy as well as safety risks. Safety risks
were associated with cash in transit where risk of violence or injury arises when there is a
robbery when carrying heavy bags of money. Apart from the two, there were also the
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risks involving fraud and theft. There is a need to conduct a proper risk analysis so that
the set of risks can be identified. After identification, there is a need to prioritize the risks
and provide preventive measures such as implementation of effective cash handling
procedures that involve proper storage mechanisms by having adequate secure containers
like lockable petty cash tins to store the cash and other cash handling practices involving
issuing of receipts to those making payments as well as making sure that money is
handled by more than two people.
Frauds related to poor cash in storage practices can be solved by some commonly used
methods of preventing frauds like protection through passwords, continuous reviews by
the internal control unit as well as firewalls. On the other hand, other methods which are
equally important but least practiced were data mining, analysis of risks digitally, the use
of forensic accountants, as well as discovery sampling. The study indicated that
specifically, the use of forensic accountants as well as digital analysis of risks was the
least practiced and the main reason was narrowed down to lack of resources by the firms.
There is a need to have various procedures in place to ensure safety for instance having a
third company to handle the collection and storage of cash during peak seasons, frequent
clearance of cash to avoid accumulation, there is also a need to establish a numbering
system to identify the bags carrying the cash as well as making sure that more than one
person escorts when cash is being transported from one room to the other. There is also a
need to ensure that the amount of money is ensured and the records for insurance policy
are stored securely and marked in a separate room to be safe from fire and other disasters.
Having good cash reconciliation practices plays a huge significant role on the
performance of the companies surveyed as they significantly reduced frauds. Some of the
practices can be minimal handling of cash, cash was kept in safes which were locked and
the doors heading towards the safes were also locked and only specific staff had keys
accessing those doors. There can also be a combination of various cameras to compliment
the safe storage. Smart-safes improved productivity by automating the cash deposits for
merchants.
The findings agree with the findings of local studies for instance study conducted by
Githecha (2013) which sought to find out if fraud risk management strategies affected
financial performance of commercial banks in Kenya and established that better fraud risk
management practices leads to better performance of commercial banks financially. The
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study findings also agrees with Ngalyuka (2013) who linked the use of internet and fraud
cases in the banking sector and indicated that if IT is adopted by financing institutions, it
significantly reduced the cases of bank frauds. The findings are also consistent with Sang
(2014) who focused on commercial banks in Nakuru to establish the relationship between
various fraud determinants as well as interrogate measures which the banks have initiated
to counter any cases of frauds. Some of the measures established were frequent checks,
restriction to cash storage areas as well as restriction to information systems. The study
further established less internal control systems had been established by the commercial
banks.
The results can also be compared with those of studies conducted regionally. The findings
are consistent with those of Adetiloye, Olokoyo, and Taiwo (2016) who focused on
internal control measures and fraud control by use of mixed data methods. The findings
of the study revealed that despite the fact that few staffs were committed to internal
control; it was still a better method of managing cash frauds in commercial banks. The
study also established that a focus now was on technological fraud where internet use was
the main focus of traditional robbers. Technological based fraud was significant. It is also
consistent with Idowu and Obasan (2012) who established that an effective policy
significantly reduced cash frauds activities and played a positive significant role on
performance of commercial banks. In the long run, money laundering has a negative
effect on the overall economy of Nigeria.
The results agree with findings of study conducted globally for instance Smith and Louis
(2010) who ought to establish the causes surrounding thefts in commercial banks and
established better cash storage practices for instance installation of pop up screens will in
turn lead the robbers to focus their attention somewhere else from storage areas and that
plays a significant role in reducing fraud in storage areas. These is also consistent with
Kevin and Kathleen (2010) who focused on how data breaches affected the shareholders
wealth of 45 companies which formed part of the target population and argued that loss of
cash led to a negative effect on the financial stability of a company. Regionally, the
results are consistent with the findings of a study by Malete (2013) who argued that there
is a need to have various procedures in place to ensure safety for instance having a third
company to handle the collection and storage of cash during peak seasons, frequent
clearance of cash to avoid accumulation, there is also a need to establish a numbering
system to identify the bags carrying the cash as well as making sure that more than one
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person escorts when cash is being transported from one room to the other. There is also
consistency of the findings with those of a study by Mimano (2014) to find out the
relationship between performance and outsourcing of cash handling practices and
established that there exists a positive significant effect of cash handling practices and
performance. The decision of outsourcing cash handling practices affected the
commercial banks performance significantly and hence there is a need to carefully
consider these decisions.
5.2.4 Cash Insurance
The results revealed that cash insurance explained 8.6% of the changes in ROA of
commercial banks operating in Kenya in the study period but only explained 2.6% of the
changes in ROE of commercial banks operating in Kenya in the study period. Moreover,
there was a positive association between cash insurance and financial performance of
commercial banks in Kenya. The regression results indicated that the relationship
between cash insurance and ROA was positive and significant implying that an
improvement in cash insurance practices led to an improvement in ROA of commercial
banks in Kenya while the relationship between cash insurance and ROE was positive and
but not significant.
Globally, the findings of the study are not consistent with the findings of a study by
Lambert, Noth, and Schüwer (2013) who focused on whether a change in premiums from
the banks to insurance firms had an effect on fraud and showed that an increase in
premiums from the commercial banks was directly related to the increase in risk implying
that the more commercial banks engaged in more risky behaviors such as investments in
risky commercial real estate loans, they become more risky and hence seek more
protection from insurance companies. The findings are also not consistent with
Demirguc-Kunt (2000) who established that insurance of deposits had a negative effect
on performance of the commercial banks as well as on the quality of assets. These
findings also contradict the findings of other studies for instance Demirgüç-Kunt and
Detragiache (2002) who established that deposit insurance was a major contributor of
banking sector crisis due to the problem of moral hazard especially where the
environment was weak and the regulations were not strongly working. The findings
continued to show inconsistencies with other global studies for instance Bayir (2000)
which indicated that in Turkey, the higher the rate of insurance of deposits, the higher the
rate of banks failure in Turkish commercial banks between the year 1991 and 1998.
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The findings also showed inconsistency with other findings such as those of a study by
Mishkin (2000) which revealed that where the public sector were the sole administers of
insurance policies, the financial performance of commercial banks was at a greater risk as
compared to when the same was given by both public and private sector. The reason for
the argument was the underpricing of the risk premiums in the managers in the public
sector; a trait which was not practiced in the private sector. It was also not consistent with
the findings of a study by Cull, Senbet, and Sorge (2005) and revealed that premiums
paid as well as the requirements presented by the regulator on all the commercial banks
were tested by the study. There was a need to establish whether the two had an impact on
financial activity and stability of the sector. The results showed that the problem of moral
hazard was still rampant especially after insurance activities. Commercial banks engaged
in excessively high risk activities which were relative to socially optimal outcomes.
Regionally, these findings are also inconsistent with the findings of a study by Onour
(2014) who established the effect of deposit insurance on performance of commercial
banks in Sudan and revealed that deposit coverage was negatively correlated to
performance of the commercial banks. The findings are also inconsistent with the
findings of a study by Yilmaz and Muslumov (2008) who sought to find out how deposit
insurance impacted on performance of banks and indicated that after deposit insurance,
the commercial banks engaged in more risky activities and that there was an increase in
foreign exchange position risk and deterioration in capital adequacy after commercial
banks ensured their deposits. The findings however supported the findings of studies
conducted locally for instance a study conducted by Kuria and Moronge (2013) on the
effects of insurance fraud control mechanism on the growth of the insurance industry with
focus on insurance firms in Kenya and established that proper measures to hedge against
fraud through insurance promote growth of the sector.
5.2.5 Organization Size
The study findings indicated that 90% of the respondents stated that the frequency of
board meetings was quarterly. This implied that the board members meet after every 3
months. The number of respondents who indicated that the frequency of meetings was
monthly was only 10%. Further study findings showed that 80% of the respondents
agreed that their bank had a large asset base compared to its peers, 90% agreed that their
bank had a large workforce compared to its peers while those who agreed that the bank
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had a big branch network compared to its peers were 80%. 90% of the respondents also
noted that their bank had a large market share and customer base compared to its peers.
The regression results after moderating revealed that the predictor variables explained
22% of the changes in financial performance of commercial banks. The change of R2
from 18.1% (before moderation) to 22% (after moderation) showed that organization size
had an insignificant moderating effect on the relationship between the cash handling
practices and financial performance of commercial banks. The study findings suggested
that organization size did not moderate the relationship between cash handling practices
and financial performance of commercial banks in Kenya.
The findings are consistent with the findings of a global studies for instance studies
conducted by Prasetyantoko and Parmono (2008) which aimed to establish the factors that
determined the performance of listed firms especially after the 1997 financial crisis in
Indonesia and revealed that the size of the firm in terms of assets affected financial
performance. It is also consistent with the findings of a study by Terziovski and Samson
(2000) which investigated the moderating effect of firm size tested on the relationship
between total quality management and performance and revealed that firm size had a
moderating effect on the relationship between the two variables and that larger firm had
greater benefits from TQM than smaller firms.
Furthermore, this findings confirmed presence of the moderating effect of firm size as
was the case in studies by Vithessonthi and Tongurai (2015) which examined the
moderating effect of firm size on the relationship between leverage and operating
performance of private firms in Thailand and established that firm size played a
significant moderating effect on the relationship of the two variables ; Abbasi and Malik
(2015) who pinpointed the moderating effect that firm size had on firm performance and
firm growth and established that firm size had a moderating inspiration on firm
performance and firm growth as well as the findings of a study by Park (2012) conducted
to examine the moderating effect of firm size on the relationship between board structure
and financial performance of Deposit Money Banks in Nigeria and showed that the
relationship between determinants of board structure and financial performance was
significantly moderated by firm size.
The findings are however not consistent with the findings of a study by Ali et al (2016)
conducted to establish the moderating effect of firm size on the relationship between
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management participation practices and performance of manufacturing
developing country context and established that, while
management participation and

firm size

firms in a

is a predictor in

firm performance relationship, it is not moderator.

5.4 Conclusion
The discussion of the findings in section 5.3 guided the study conclusions. The
conclusions have been presented per the study objectives and hypotheses. Both inferential
and descriptive results have guided the section.
5.4.1 Cash Reconciliation
Based on the study findings, the study concluded that cash reconciliation was positively
associated with ROA. Furthermore, the study concluded that cash reconciliation
explained up a larger percentage in the changes in ROA than in ROE. The study also
concluded that there was a positive and significant relationship between cash
reconciliation and both ROE and ROA.
Better and accurate cash reconciliation activities in the commercial banks lead to easy
error identification in the records of accounts. Since cash is the most valuable asset of the
commercial banks, cash reconciliation plays a key role in protection of this valuable
resource by bringing to light unauthorized withdrawals. Discrepancies may arise in
money and financial institutions bookkeeping however the banks books of accounts could
be showing the agreement between them. Financial institutions book of accounts and
bookkeeping consolidation are instrumental administration tools, they reveal the strongest
indication of proof of profitability of the business. The degree of frequency and precision
of financial consolidation conducted can aid in determining whether the workers are
doing what is expected of them or not and whether there are timely payoffs and also
avoidable losses are still recurrent and lastly if the policy measures are current with
regard to explaining internal control information. Lack of financial institution
consolidation exposes the unpredictability of internal control to unreliability. Unreliable
information will not reassure the financial supervisors or stakeholders.
5.4.2 Cash Transport
Another conclusion made by the study based on the study findings is that cash transport
explained 11.5% of the changes in ROA. Furthermore, the association between cash
transport and financial performance was positive. The study also concluded that the
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relationship between cash transport and ROA was positive and significant implying an
improvement in cash transport practices led to an improvement in ROA.
A solution for this problem of cash in transit theft can be tackled by the use of a cashless
policy in handling of cash. This is so since robbers are attracted by volume of cash
movement through bullion vans, the use of alternative electronic payment system would
therefore reduce incidence of robbery in the society. Removing all the cash from site
removed the security issues relating to cash handling significantly and reduced the risk of
vandalism and theft.
Another solution is involvement of cash-in-transit (CIT) businesses or reinforced
transporters who can be employed to passage money amid casting and reproduction
businesses, the central bank‘s money hubs, and additional sequence bodies and to
accomplish warehousing and fractious-docking accomplishments. Subcontracting these
actions to CIT businesses can add to the effectiveness of the CSC. If profitable tiers (e.g.,
commercial banks) are consecutively short on money portfolios, they need to command
money at the chief bank to achieve money commands positioned by (local) bank outlets,
merchants, and commercial consumers, and to restock self-provision devices such as
ATMs. Profit-making banks, venders, and CIT businesses might command appropriate
money at the central bank. Instructions can be chosen up and later transported to the
particular money center by wholesale transportation. And vice-versa, whichever castoff
money or unhealthy money (determined by guidelines and rule) are reimbursed to the
chief bank. CIT businesses transportation can use money from vendors, bank outlets, and
self-provision strategies to their personal cross-dock or money center.
There is also a need for the CIT staff to exert precautionary measures to handle the
problem of cash in Transit theft. A great worth mass of money (particularly banknotes)
needs particular procedures for putting away, transference, and preservation of devices,
automobiles, and locations to alleviate safety threat. CSC bodies can regularly be covered
for incursions and muggings, but worker security is measured best imperative. Exact
safety measures are recognized to guarantee that, e.g., a CIT worker need open a treasury
if being required to do so and a CIT servant may resolve not to restock an ATM if the
zone is short of safety necessities. Lively transport and overhauling: passage occupations
and the repairing of self-provision devices must be completed enthusiastically to evade
foreseeable effectiveness of the transportations. This implies that money and other
proceeds might not be distributed at the similar time and time on a weekly basis. Money
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is warehoused at several areas in the CSC: particularly in established nations, the quantity
of self-provision devices dispensing and/ or compliant money is abundant. Since there are
numerous standard positions, relating approaches that concurrently address claim
projecting, course-plotting, and order satisfaction obligate the possible of reproducing
considerable charge investments.
5.4.3 Cash Storage
On the cash storage, the study concluded that cash storage explained a higher change in
ROA than in ROE. Furthermore, the findings of the study concluded that there was a
positive association between cash storage and financial performance. Another conclusion
made by the study was that the relationship between cash storage and ROA was positive
and significant while the relationship between cash storage and ROE was positive and but
not significant. Frauds related to poor cash in storage practices can be solved by some
commonly used methods of preventing frauds like protection through passwords,
continuous reviews by the internal control unit as well as firewalls. On the other hand,
other methods which are equally important but least practiced were data mining, analysis
of risks digitally, the use of forensic accountants, as well as discovery sampling. The
study indicated that specifically, the use of forensic accountants as well as digital analysis
of risks was the least practiced and the main reason was narrowed down to lack of
resources by the firms.
There is a need to have various procedures in place to ensure safety for instance having a
third company to handle the collection and storage of cash during peak seasons, frequent
clearance of cash to avoid accumulation, there is also a need to establish a numbering
system to identify the bags carrying the cash as well as making sure that more than one
person escorts when cash is being transported from one room to the other. There is also a
need to ensure that the amount of money is ensured and the records for insurance policy
are stored securely and marked in a separate room to be safe from fire and other disasters.
5.4.4 Cash insurance
The study also concluded that cash insurance explained a higher change in ROA than
ROE. Furthermore, there was positive association between cash insurance and financial
performance of commercial banks in Kenya. Another conclusion made by the study is
that the relationship between cash insurance and ROA is positive and significant while
the relationship between cash insurance and ROE is positive and but not significant.
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There is however a need for caution since studies indicates that higher insurance
premiums lead to an increase in the moral hazard behaviour as well as fragility of the
commercial banks. The banks start engaging in more risky investments after insurance of
the cash deposits.
Since an increase in premiums from the commercial banks was directly related to the
increase in risk, there is a need to get a better balance between the premiums and the level
of engagement in risks during investment. The more commercial banks engaged in more
risky behaviors such as investments in risky commercial real estate loans, they become
more risky and hence seek more protection from insurance companies. Cash insurance is
related to the problem of moral hazard. After deposit insurance, the commercial banks
engaged in more risky activities. There was an increase in foreign exchange position risk
and deterioration in capital adequacy after commercial banks ensured their deposits. This
was a clear indication of moral hazard behaviour among the commercial banks after
insuring deposits. The research results indicated that a complete deposit insurance system
led to distortion of the commercial bank‘s incentive structure and that led to improper
functioning of market discipline mechanism which ultimately led to the act of excessive
risk-taking. However, better insurance practices led to protection of both current cash
inflow as well as the future.
5.4.5 Organization size
On the moderating effect of organization size, the study concluded that organization size
does not moderate the relationship between cash handling practices and financial
performance of commercial banks in Kenya. The findings found that organizational size,
does not moderate the relationship between cash handling practices and financial
performance of commercial banks in Kenya. This reveals that no matter the tier that a
commercial bank belongs to, be it big, medium or small, cash handling practices will
affect financial performance the same way across the commercial banks. Any poor cash
handling practices would lead to similar consequences. Furthermore, the results reveal
that, an investment in having better and improved cash handling is a key factor in all
commercial banks regardless of the tier and that no matter the size of the bank, it is a
mandatory practice. This study has ultimately indicated that when it comes to cash
handling versus financial performance, organizational size does not moderate the
relationship.

159

5.5 Recommendations
The discussion of the findings, conclusions of the study and recommendations of the
study guided the recommendations of the study provided under this section. The writing
of this section has been presented per objective of the study.
5.5.1 Cash Reconciliation
The study recommends that commercial banks and other financial institutions involved in
handling of cash should put in place proper reconciliation practices. The commercial
banks should focus on increasing the number of times books are reconciled, increase the
regularity of auditing the cash books, put in place and implement a policy on cash
reconciliation, training its staff on conducting cash reconciliation and segregating the
duties of cash reconciliation other duties so as to evolve specialization.
5.5.2 Cash Transport
The study also recommends that commercial banks and other financial institutions
involved in handling of cash should put in place proper and advanced practices when
dealing with cash in transit because improved cash transport practices leads to an
improvement in financial performance. The commercial banks should have a cash
transport policy which clearly stipulates how cash in transit should be handled, regularly
review the contracts of companies which transport cash for them so as to avoid known
routines, have tracking devices in the vehicles that transport cash, engage administrative
police in security arrangements when transporting cash and invest in cash in transit
measures like chase cars.
5.5.3 Cash Storage
The study also recommends that commercial banks and other financial institutions
involved in handling of cash should put in place proper and advanced practices of cash
storage because proper cash storage practices leads to an improvement in financial
performance. The commercial banks should establish a policy on cash storage which
stipulates and directs measures of cash storage practices, invest in fire proof safes for
storing cash and also in CCTV security cameras to surveil the cash storage areas and also
invest in alarm system in cash storage areas and also restricted access to cash storage
areas by lock, key, passwords and other security measures so as to reduce fraud arising as
a result of poor cash storage practices.
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5.5.4 Cash insurance
Another recommendation made by the study is that, commercial banks and other financial
institutions involved in handling of cash should put in place proper strategies and policies
which favor cash insurance because proper cash insurance practices leads to an
improvement in financial performance. The commercial banks should establish and
implement a clear a policy for insuring cash against uncertainties like internal theft by
employee, general theft (from outsiders) and fire . Furthermore, the commercial banks
and other financial institutions should have clear frameworks, policies and strategies of
financing insurance of cash in transit (CIT).
5.6 Contribution of the study to Knowledge
The study has widened the application of the various theories such as the Rational Choice
theory, Cash Management theory and the Market Power theory to understanding the
relationship between cash handling practices and financial performance in the banking
sector in Kenya. This study has widened the scope of application of the theories to
understanding of cash handling. According to the rational choice theory, professional
fraud is linked to rational thinking where the wrongdoers, think about their actions
critically before engaging in them. Numerous methods of rational choice theory try to
clarify the presence of professional wrongdoing. The rational choice theory of extremism
posits that extremist performances typically originate from coherent, planned, mindful
choices. In relation to this theory, extremist could signify uncontrolled or irrational
conduct nonetheless, might, characterize the finest methods to achieve individual
requirements in some situations. The theory has hence played a role of linking fraud to
professional doing and help clarify why and how professionals such as accountants,
auditors and directors collaborate to engage in cash frauds in the commercial banks.
The study has also opened an enquiry for future scholars linking market power theory to
performance of the banking sector. In this study, the Market Power theory was applied to
the research to describe some of the determinants of profitability of the commercial
banks. The theory argues that profitability of commercial banks is not only established
internally but also externally. External forces other than internal forces determine
commercial banks profitability. External forces like fraud can similarly influence the how
commercial banks perform. The external forces are typically out of control of the
commercial banks. It builds to the notion that no matter how prepared commercial banks
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are with cash handling, there is still occurrence of cash fraud and so, such external factors
affect performance. The concept is hence relevant to the study as it informs the dependent
variable of the study which is financial performance of commercial banks.
The study has also opened an inquiry into linking cash management theory to financial
performance of commercial banks. The cash management theory necessitates planning,
and controlling of cash flows in the business, within business and those that are held at a
particular period. The cash management theory plays an important role of bringing more
understanding to the process of cash handling and test whether the firms subscribe to the
guidelines provided by the theory. The theory shed more light on some of the cash
management practices that should be followed in order to manage cash flow and in so
doing; it was able to link subscriptions to this guidelines and performance of the firm.
Cash inflows directly affect cash insurance and cash storage and transportation. If there is
more inflow of cash, the commercial banks will be required to have improved cash
handling measures like more advanced and improved cash storage measures, more cash
insurance measures and improved security measures during cash in transit of the cash to
central storage facilities. The handling of cash is in itself a risk and the more inflows there
is, the more risky it becomes hence proper measures should be put in place to curb the
frauds. Future studies may hence consider applying the theory in other scholarly works on
similar theme.
The study also contributed to theory by building a conceptual framework in the Kenyan
perspective which can be further improved by future scholars. The study tested the
relationship between cash handling practices and financial performance of commercial
banks being moderated by organizational size. In the current study, the predictor variables
were cash insurance, cash storage, cash transport and cash reconciliation practices. The
choice of these variables was based on the knowledge gaps presented by previous studies
on a similar theme. The current study sought to fill the gaps and also add to the little pool
of knowledge available in the Kenyan context regarding the effect of cash handling
practices on performance of commercial banks in Kenya, specifically, the effect of cash
insurance, cash storage, cash transport and cash reconciliation on performance of
commercial banks in Kenya.
Review of literature indicated that most studies had been conducted on fraud as a whole
but not on cash handling practices, hence necessary for the current study to be conducted
to fill the knowledge gap. To build more on the same, the study moderated the
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relationship between the two variables with organizational size. Organizational size in the
banking sector is an important factor since the commercial banks in Kenya are
categorized into 3 tiers according to their size. The study used total assets as the
moderating variable. The measure of financial performance was both Return on Assets
and Return on Equity. When testing for the study hypotheses, return on assets was
suitable. The findings found that organizational size, does not moderate the relationship
between cash handling practices and financial performance of commercial banks in
Kenya. This reveals that no matter the tier that a commercial bank belongs to, be it big,
medium or small, cash handling practices will affect financial performance the same way
across the commercial banks. Any poor cash handling practices would lead to similar
consequences. Furthermore, the results reveal that, an investment in having better and
improved cash handling is a key factor in all commercial banks regardless of the tier and
that no matter the size of the bank, it is a mandatory practice. This study has ultimately
indicated that when it comes to cash handling versus financial performance,
organizational size does not moderate the relationship. Some studies can consider looking
at other factors that can moderate the relationship between cash handling and financial
performance. Some of the other factors can be macro conditions such as political stability,
inflation, exchange rate and interest rates as well as the level of unemployment and
security issues. But as it stands, in the Kenyan context in the study period, cash handling
practices significantly affect financial performance of commercial banks but
organizational size does not moderate the relationship.
5.7 Suggestions for Further Research
Furthermore, the findings indicate that Cash reconciliation, Cash Transport, Cash storage
and Cash insurance jointly explain 18.1% of the changes in financial performance of
commercial banks in Kenya. Further studies can be done to establish the effect of cash
handling practices on financial performance of other financial institutions other than
commercial banks. This will be key in comparison of the results and identification of
more research gaps for future studies. A study can also be conducted to establish the
effect of other cash handling practices other than cash reconciliation, cash transport, cash
storage and cash insurance on financial performance of commercial banks in Kenya in a
different time scope. This is because the variables considered under this study namely;
cash reconciliation, cash transport, cash storage and cash insurance jointly explain 18.1%
of the changes in financial performance of commercial banks in Kenya implying that
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81.9% of the changes in financial performance of commercial banks is explained by other
factors other than cash handling practices. A study can also be conducted in future to
establish these factors.
Furthermore, a panel data approach can be used to conduct a similar study across various
countries and compare the results to this study. That would help in enriching the topic
across the world and be able to compare the findings and approaches used by different
commercial banks in different countries across the world. The study furthermore,
moderated the relationship between cash handling and financial performance of
commercial bank using organizational size. Future studies can consider using other
factors that can moderate the relationship between cash handling and financial
performance other than organizational size. Some of the other factors can be macro
conditions such as political stability, inflation, exchange rate and interest rates as well as
the level of unemployment and security issues. But as it stands, in the Kenyan context in
the study period, cash handling practices significantly affect financial performance of
commercial banks but organizational size does not moderate the relationship.
There will also be need to incorporate other methodologies of data analysis in conducting
studies on the same topic in future instead of using both primary and secondary data,
future studies can use only one type of data and vary the time scope to compare the
findings to the current study. The findings of this study are limited to a five year period
and this may not be enough. There may be a need to widen the scope of the study to more
years. The use of ordinary least square may not be satisfactory. Other studies may need to
consider application of other methods of data analysis for instance probit models, binary
logistic models and Tobit models. A Probit model can be used especially when the
commercial banks are categorized into those that have experienced cases of cash fraud for
a certain period versus those that have not experienced cash fraud cases and then establish
the probability that various factors such as cash storage, cash insurance, cash
reconciliation and cash transport can lead to being a victim of cash fraud. A binary
logistic model can also be used especially when the commercial banks are categorized
into those that have experienced cases of cash fraud for a certain period versus those that
have not experienced cash fraud cases and then establish the odds that various factors
such as cash storage, cash insurance, cash reconciliation and cash transport can lead to
being a victim of cash fraud.
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APPENDICES
Appendix I: Letter of Introduction
MACTOSH MAKINI ONWONGA
UNITED STATES INTERNATIONAL UNIVERSITY-AFRICA (USIU-A)
P.O. BOX 14634, 00800.
NAIROBI.
Dear Valued Respondent,
I am carrying out an important research on EFFECTS OF CASH HANDLING
PRACTICES ON THE FINANCIAL PERFORMANCE OF COMMERCIAL BANKS IN
KENYA. This is in partial fulfillment of the requirement for the award of the degree of
doctor of business administration in finance at the United States International University.
Attached is a questionnaire, please answer all the questions with your own true agreement
to each. There are no wrong responses for any of these statements. All information given
in the questionnaire will be treated with strict confidentiality and used for the purpose of
this research only.
Thank you for taking your time to fill in the questionnaire.
Thank you in advance,
Yours sincerely,
Mactosh Makini Onwonga
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Appendix II: Questionnaire
This questionnaire is concerned with investigation of cash reconciliation; cash transport,
cash storage, cash insurance, organization size and performance. It is divided into 6
sections.
SECTION A: CASH RECONCILIATION
1. How often does the bank reconcile its accounts?
Daily
Weekly
Once a month
Quarterly
Half Yearly
Yearly
Never
2. What is the percentage number of accounts that were fully reconciled for the following
years?
Less than 25%

26-50%

51-75%

Over 75%

2014
2013
2012
2011
2010

3. What is the approximate value of reconciled differences for the following years?
Year(s/Approximate
Value

Up
1Million

to 1 million-5 5.1Million-10
Million
Million

2014
193

Above
Million

10

2013
2012
2011
2010

4. How many times in the last five years did the bank sponsor cash fraud training?
Year(s/Number
times

of Once

2-10

10-20

Above 20

2014
2013
2012
2011
2010

Please mark (x) in the box which best describes your agreement or disagreement. Use the
following likert scale; Strongly Agree=5, Agree=4, Neutral= 3, Disagree=2 and strongly
disagree=1

No

Statement

1

The bank has a policy on cash
reconciliation

2

The bank has trained its staff

Strongly
Strongly
Disagree Neutral Agree
disagree
agree

on conducting cash
reconciliation
3

The bank reviews cash
reconciliation regularly

4

Duties of cash reconciliation
are segregated from other
duties
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5

The bank conducts regular
audit of cash reconciliation

SECTION B: Cash Transport
1. How many security companies has the bank contracted for cash transport services for
the last five years?
Year(s)/Security
companies

2010

2011

2012

2013

2014

1
2-3
4-6
Above 6
2. How many times per year does the company review cash transport policies?
Years(s)/Number
of times

2010

2011

2012

2013

2014

Once
2-3
4-6
Above 6
3. What is the amount allocated for investment in cash transport facilities annually for the
last five years?
Year(s)/Approximate 2010
Amount

2011

2012

Up to 1 Million
1 million-5 Million
5.1Million-10
Million
Above 10 Million
195

2013

2014

Please mark (x) in the box which best describes your agreement or disagreement. Use the
following likert scale; Strongly Agree=5, Agree=4, Neutral= 3, Disagree=2 and strongly
disagree=1
Strongly
Strongly
Disagree Neutral Agree
disagree
agree

No

Statement

1

The bank has a cash transport
policy

2

The bank regularly reviews the
contracts of companies which
transport cash for them.

3

The bank has tracking devices in
the vehicles that transport cash

4

The bank engages Administrative
police in security arrangements
when transporting cash

5

The bank has invested in a chase
car

which

is

used

when

transporting cash

SECTION C: Cash storage
1. How many security companies has the bank contracted to secure the cash storage area?
Year(s)/Security
companies

2010

2011

2012

1
2-3
4-6
Above 6
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2013

2014

2. How many times per year does the company review the contracts of the security
companies securing the cash storage area?
Years(s)/Number
of times

2010

2011

2012

2013

2014

Once
2-3
4-6
Above 6
Never
3. What is the amount allocated for investment in cash storage facilities annually for the
last five years?
Year(s)/Approximate 2010
2011
2012
2013
2014
Amount
Up to 1 Million
1 million-5 Million
5.1Million-10
Million
Above 10 Million

Please mark (x) in the box which best describes your agreement or disagreement. Use the
following likert scale; Strongly Agree=5, Agree=4, Neutral= 3, Disagree=2 and strongly
disagree=

No

Statement

1

The bank has a policy on
cash storage

2

The bank has invested in fire

Strongly
Strongly
Disagree Neutral Agree
disagree
agree

proof safes for storing cash
3

The bank has invested
heavily in CCTV security
cameras to surveil the cash
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storage areas
4

The bank has invested in
alarm system in cash storage
areas

5

The bank has restricted
access to cash storage areas
by lock and key and
passwords.

SECTION D: Cash insurance
1. How many times per year does the bank review cash insurance policies?
Years(s)/Number
of times

2010

2011

2012

2013

2014

Once
2-3
4-6
Above 6
Never
2. What is the amount of cash insurance premiums which the bank has been paying for
the last five years?
Year(s)/Approximate 2010
Amount

2011

2012

Up to 1 Million
1 million-5 Million
5.1Million-10
Million
Above 10 Million
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2013

2014

Please mark (x) in the box which best describes your agreement or disagreement. Use the
following likert scale; Strongly Agree=5, Agree=4, Neutral= 3, Disagree=2 and strongly
disagree=1

No

Statement

1

The bank has a policy for
insuring cash

2

The bank has cash insurance

Strongly
Strongly
Disagree Neutral Agree
disagree
agree

policy against employee theft
3

The bank has insurance of
cash in transit(CIT)

4

The bank has insurance
against general theft(from
outsiders)

5

The bank has insurance
policy of cash against fire

SECTION E: Organization size
This subsection is concerned with organization size. Please mark (x) in the box which
best describes your agreement or disagreement. Use the following likert scale; Strongly
Agree=5, Agree=4, Neutral= 3, Disagree=2 and strongly disagree=1

No

Statement

1

The bank has a large asset
base compared to its peers

2

The bank has a large
workforce compared to its
peers

3

The bank has a big branch
network compared to its

Strongly
Strongly
Disagree Neutral Agree
disagree
agree

199

peers
4

The bank has a large market
share compared to its peers

5

The bank has a large
customer base compared to
its peers

SECTION F: PERFORMANCE
1. Indicate the banks income (ROA, ROE) for the last 5 years.
ROA
Year(S)/ROA

2010

2011

2012

2013

2014

2010

2011

2012

2013

2014

1
1-2
2-4
ABOVE 4
ROE
Year(S)/ROE
1
1-2
2-4
ABOVE 4
This subsection is concerned with Performance of the organization. Please mark (x) in the
box which best describes your agreement or disagreement.

No

Statement

1

Net Profit of the bank has
been on the rise

2

The bank‘s return on Equity
has been on the rise

3

The bank‘s return on asset
has been on the rise

Strongly
Strongly
Disagree Neutral Agree
disagree
agree
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4

The bank‘s gross profit has
been on the rise

5

The bank‘s Interest income
has been on the rise
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Appendix III. List of Banks
NAME OF THE BANK

YEAR LICENSED

1. ABC Bank (Kenya)

1984

2. Bank of Africa

1980

3. Bank of Baroda

1953

4. Bank of India

1953

5. Barclays Bank Kenya
6. CfC Stanbic Holdings

1953
1955

7. Chase Bank Kenya
8. Citibank
9. Commercial Bank of Africa

1991
1974
1967

10. Consolidated Bank of Kenya

1989

11. Cooperative Bank of Kenya

1965

12. Credit Bank

1986

13. Development Bank of Kenya

1973

14. Diamond Trust Bank

1946

15. Dubai Bank Kenya

1982

16. Ecobank Kenya

2005

17. Equatorial Commercial Bank

1995

18. Equity Bank

2004

19. Family Bank
20. Fidelity Commercial Bank Limited
21. First Community Bank
22. Giro Commercial Bank
23. Guaranty Trust Bank Kenya
24. Guardian Bank
25. Gulf African Bank
26. Habib Bank
27. Habib Bank AG Zurich
28. Housing Finance Company of Kenya
29. I&M Bank
30. Imperial Bank Kenya
31. Jamii Bora Bank

1984
1992
2008
1992
1986
1992
2007
1978
1956
2010
1974
1992
1984

32. Kenya Commercial Bank

1896

33. K-Rep Bank

1999

34. Middle East Bank Kenya

1980

35. National Bank of Kenya

1968

36. NIC Bank

1959

37. Oriental Commercial Bank

1991

38. Paramount Universal Bank

1993

39. Prime Bank (Kenya)

1992

40. Standard Chartered Kenya

1910

41. Trans National Bank Kenya

1985

42. United Bank for Africa

2009

43. Victoria Commercial Bank

1987
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Appendix IV: Authorization-NACOSTI
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Appendix V: NACOSTI Research Permit
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