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ABSTRACT

Credit management stands out as a crucial exercisasinesses and cannot be ignored
by any monetary venture occupied with credit relgas of its inclination of business.
Sound credit management is an essential part otlgdiary foundation's soundness and
continuing profitability. Commercial Banks are iretbusiness of lending money. This is
their main source of income. Credit managementeésefore critical to them without
which they would lose their principal too in additito the lost income. In the recent past,
we have seen banks collapse due to poor and weaht enanagement policies. For
instance we have seen Chase Bank come into thelijmebecause of its inability to
honour its obligations-this is all about liquidigmanating from poor management and
weak credit management policies. Imperial bank alas in the headlines for such like
reasons. Institutions therefore need to have propait risk management policies that
are working. But does this always translate intodyperformance in terms of increased
profitability? This study sought to discover théluences of credit risk management on
money related execution of recorded business bamk®nya. It utilized a descriptive
research design. The population of study consistetB commercial banks in Kenya. A
census study was used to carry out the researchn&ary data from financial statements
of commercial banks in Kenya was collected. Thelollected secondary data for the
last five years starting year 2011 to 2015 fronaficial statements of the commercial
banks. Descriptive statistics were used to analya.

Xii



CHAPTER ONE: INTRODUCTION

1.1 Background of the Study

Credit risk is a challenge that banks have to gogbnsidering that advancing credit is
one of their fundamental sources of income. Theegf@dministration of dangers
identified with credit influences the benefit ofettbanks (Ogboi & Unuafe, 2013).
Through compelling management of credit risk exp@sbanks not just reinforce the
reasonability and productivity of their own busisadsit also add to systemic stability and
to an efficient allotment of capital in the econoffdoudel, 2012). The default of a little
number of clients may bring about a big loss toliaek (Geste & Baesems, 2013). It has
been discovered by Basel Committee as a principliece of risk in the early phase of
Basel Accord. A vigorous risk management system kalp banks to lessen their
introduction to dangers, and upgrade their capattyontend in the market (Igbal
&Mirakhor, 2011). A reduction in every foundatiorpsesentation to risk will decrease
the systemic risk as well. Consequently, it is viteat banks set up a far reaching risk
management and reporting procedure to distingungasure, screen, oversee, report and

control distinctive classifications of risks.

This study was guided by risk management theory amigrprise risk management
theory. Risk management theory and enterprise mgkagement (ERM) theory is a
structure that spotlights on embracing a methodacal reliable way to deal with the
greater part of the risks facing an organizatioskRManagement model comprises of

risk identification, chance appraisal, and priaation of dangers followed by facilitated



and practical use of assets to minimize, screahcantrol the likelihood and/or effect of
lamentable occasions or to boost the acknowledgmkopportunities.Enterprise Risk
Management (ERM) is a structure that emphasizesnaoracing an orderly and steady

way to deal with majority of the risks that faceaganization.

Commercial banks are in the risk business. Durrggtime spent giving money related
services, they are in different sorts of riskstHa course of the most recent decade, the
comprehension of the place of commercial bankslenghe monetary division has been
enhanced significantly. Over this time, much hagnbeomposed on the part of
commercial banks in the monetary segment, botlksearch and in the budgetary market
front. Suffice to say that market members looktfaer administrations of these financial
firms as a result of their capacity to give shoveci@sarning, transaction effectiveness and
financing ability. In playing out these parts, théy and large, go about as a central in
the exchange. In that capacity, they utilize thmwn asset reports to encourage the

exchange and to ingest the dangers connectedtwBamtomero, 1997).

1.1.1 Credit Risk Management

Credit risk is the likelihood that the genuine [irddér a bank or loan expanded will
deviate from that, which was prospected (Confo)(. Coyle (2000) describes credit
risk as misfortunes from the refusal or powerlessrad borrowers to pay up all required
funds and on time. Credit risk management pradsceharacterized as the mix of
composed tasks and exercises for controlling amdomating credit risks faced by an

association through the joining of key risk adnti@ison strategies and procedures in



connection to the organization's goals (Nikolaiddeogiazas, 2014). Notably, risk
management practices are not created and planrielll tisks in and out but rather they
go for controlling opportunities and risks that mayng about risk (Frank, Simon and
Josephine, 2014). Credit risk management is fundtahén advancing the optimized
running of money related institutions (Basel, 201A@)key necessity for viable credit
management is the capacity to astutely and profiigieoversee client credit lines.
Keeping in mind the end goal to minimize exposorbdd debts, and insolvencies, banks
must have understanding in terms of the clientiarfcial stability, FICO rating history
and changing installment patterns(Caoutte, Altmaah ldarayanan, 1998). Gathering of
solid data from imminent borrowers is fundamentahchieving successful screening as
shown by symmetric informatin theory. Subjectived aquantitative procedures can be

utilized as a part of evaluating the borrowers tnimize default rates.

1.1.2 Financial Performance

Financial performance is a measure of how weltra fises its benefits from its essential
method of business to create incomes. This termdditionally utilized as a general
measure of an association's general budgetary euadjlover a given timeframe, and can
be utilized to analyze comparative firms over tl@ne business or to think about
ventures or divisions in aggregation (Amidu and AIZ006). Measures of after-expense
rates of return, for example, the Return on AsR@A) and the Return on Equity (ROE)
are broadly used to survey the execution of firmsluding commercial banks (Allen,
1988). In financial organizations, experts havézaaetl ROA and ROE to survey industry

execution and gauge slants in market structureoasributions to factual models to



foresee failures and mergers and for range of réiftepurposes where a measure of
gainfulness is sought. Case in point, in banksdyebvity is resolved from the interest
rate spreads amongst credits and deposits, as donpart of its wage is from interests.
Since productivity is resolved from income and spsianks need to closely screen the

variables that influence these two determinant®f@eeur and Goaied, 2008).

Empirically, many studies recommend that the deteants of financial performance for
the monetary foundations can be isolated into tepasate groups; inward and outer
elements. These studies indicate ROA, ROE, ROCIENdN as the dependent variables

and considering the inner and outer elements a&pamtient variables (Ramlall, 2012).

1.1.3 Credit Risk Management and Financial Performance of Commercial Banks

Better credit risk management results in improveahkb performance. Thus bank
managers need to practice prudent credit risk namagt, safeguard the assets of the
bank and protect the shareholders’ interests. Lmmatfolio diversification and modern
portfolio theory (MTP) emphasizes on the need teeha loan portfolio for the bank
assets to diversify risks, as a portfolio of loanay have less risks than an individual

loan.

Pandley (1995) pointed out that credit definesra’d performance, meaning that, once a
firm adopts an optimal credit policy, it will be lalto maximize its management revenue
in debtors and this improves and promotes its tirrstanding and performance. Thus a

good credit policy decision is positively relatedhigh financial performance. Financial



institution performance is determined by so marggdies with the main one being; risks.
These risks include: credit risk, interest rat&,rpolitical risk, operational risks, liquidity
risks and market risk. These risks are either mateor external. Commercial banks have
gone under and closed business due to the pooorpenfice of loans. This calls for
effective management of its asset (Naceur, 2018)the recent years, banks have
developed sophisticated systems of risk managerviarty banks have been exposed to
more risk of loan defaulting due to the increaseh&f amount of loans advanced. In
addition to the system, management have had tdeip game in securing their assets

(Morsman, 2013).

Commercial banks have policies which guide on tloegss of advancing credit. These
policies define on who should access credit andctiiaterals involved. In addition it
guards its back through insurance. Once this isiegetd, the banks’ financial
performance is expected to go up. For the pastsydranks have reported increase in
profits. The asset base of most banks has beesasiag and the proportion of loans also

has been on a growing trend (IFSB, 2005).

As per the Central Bank Supervision Report (20T} Kenyan banking framework,
most banks that crumpled in the late 1990s weraftan-effect of poor administration of
credit risks which was depicted in the abnormal amt® of non-performing loans. The
progression of the Kenya banking industry in 19%hated the start of exceptional
rivalry among commercial banks in Kenya, which $emks amplify enormous measures

of credit with the fundamental goal of expandingndfégs .The low-quality loans



prompted abnormal state of non-performing loans andhis manner disintegrated

benefits of banks.

1.1.4 Commercial Banksin Kenya

Commercial banks are banks that accept depositsvek@é consumer, commercial and
real estate loans (Saunders, 1949).The bankingrsattKenya is regulated by the
Central Bank of Kenya (CBK). Commercial banks acerised and regulated under the
Banking Act cap 488, the Companies Act, CentrallBainKenya (CBK) Act as well as
the Banking Act. In total, the industry has 43 coanoal banks that are licensed by the

Central Bank of Kenya.

Commercial Banks are further classified into thdiéerent classes depending on the
market share by net assets, advances, customesitdepnd pre-tax profits by Central
Bank of Kenya. Large banks have asset size of dydyillion Kenya shillings, medium

more than 5 billion shillings and small with assete of less than 5 billion shillings. Six
banks are classified as large, fifteen as mediudhtaenty three as small (CBK, 2011).
According to CBK Annual Report (2009) Kenyan bartkave exclusively become

acquinted with the idea of using both informatiogchnologies and transmission
technologies to provide service. Banks have devateldrge amount of finance to

improve customer service by introducing improvelfl Banking services. Some of these
sevices include ATMs, quick messaging sevicespdthtction of programs that support
banking softwares as well as online banking sesvinea few times, commercial banks

and different financial establishments have ausisafichoices that are not vetted; there



are instances of mortgage failures, extension ctkd lending and credit and poorly
perfoming loans. Regulations that aim to reducepth@ implications have targeted on
better banking practices as well as mergers in dddkwever, reviews of laws that are
consistent with worldwide requirements on efficiecash levels for lending are

unavailable. (Uyemura et al, 2012).

1.2 Resear ch Problem

Weaknesses in internal credit management practi@edead to the failure of financial

organizations. Good credit management practiceanobrganization can enhance its
liquidity, performance and improve profitability.hn& management must maintain a
balance between the amount of the various finan@aburces in order to achieve
stability, performance and profitability. The idefcredit risk management is pivotal to
any money-lending organization. The managementeaficrisk involves setting up legal

measures for the bank to have a proper adminstraind performing advance portfolio.
Commercial banks receive distinctive credit risknaigement arrangements significantly
controlled by elements, for example, proprietorskipucture of the banks that is
exclusive, outside claimed, government influencaw grivate ownership, credit

approaches of banks, credit scoring frameworkskdaeagulatory environment and the
caliber of administration of the banks. Banks nfaywever, have the best credit policy

strategies yet may not record high benefits (Saww'gland Cornett, 2012).



The Kenya banking system began to have apparerknesses in the late 1980s which
were felt in the then relatively controlled anddin@ented financial system. During this
time there were contrasts in controls administeti@gking and non-bank budgetary
mediators, there was the absence of self-suffigiamz frail supervisory abilities to do
the Central Bank's surveillance role and authonmmaging account directions. There
were unseemly government arrangements which addadcollection of nonperforming
credits and resistance by commercial organizationsrisdictional prerequisites of the
1989 Banking Act among others. Every one of theseias represented a test to the
Kenya saving money framework. Numerous banks thatd in the late 1990's were as a
consequence of the poor administration of credksriwhich was shown by the elevated
amounts of nonperforming advances (Central Bankeftigion Report, 2005). The
implementation of stringent credit rationing measuby the CBK has led to improved
financial performance for commercial banks due tabiity and adoption of better

lending practices by commercial banks in Kenya (@é®Bank Annual Report, 2008).

Many studies were undertaken in the field of padfility and credit risk in commercial

banks. Some studies have indicated that banks raag the best credit management
policies but might not necessarily record high psofOretha (2012) did a study on the
relationship between credit risk management prastiand financial performance of
commercial banks in Liberia. Quantitative reseaddsign was employed under the
guantitative research design survey method that weasl. The data was collected by
cross sectional survey method. The conclusion & $tudy showed a positive

relationship between the credit risk managemerdtjpes and financial performance.



Muasya (2013) did a study investigating the retatlop between credit risk management
practices and loans losses-a study on commeramkisna Kenya. A descriptive research
design was adopted. The study utilized a standaestgpnnaire to collect primary data
from the credit officers and managers. The data thas analyzed and the findings
presented using tables giving descriptive stafisticcluding frequencies, mean and
percentages. The study concluded that there wamgrdficant negative relationship

between credit risk management practices and lamses and that the Bankers
Association should consider putting in place specifedit risk management practices to

be adopted and implemented uniformly by commetzaaks in Kenya.

Essendi (2013) examined the effects of credit meknagement on the loans portfolio
among SACCOs licensed by SASRA in Nairobi Countgsiits indicated that the
existing credit policy of the Sacco is the primaigcument upon which formulation of
new credit policy is based, trends of creditors amdrhead costs are also taken into
account in the process of formulation. Wanja (20ih®stigated the effects of credit
policy used by commercial banks on their perfornearithe study found that the nature
of loan terms and conditions have a large effecth@nbank’'s competitiveness. Despite
the significant role played by credit risk managatr@actices on financial performance
in commercial banks, most local studies done haeaded on Microfinance institutions.
This study therefore was aimed at filling the alieaxisting knowledge gap through
giving answers to the question, what is the infaeeaf credit risk management practices

on the financial performance of Kenyan commercaaiks?



1.3 Objectives of the Study
1.3.1 General Objective
To determine the influences of credit risk managameractices on the financial

performance of Kenyan commercial banks.

1.3.2 Specific Objectives
1. To examine the impact of credit risk on the finahgerformance of Kenyan
commercial banks
2. To investigate the impact of insolvency risk om tfmnancial performance of
Kenyan commercial banks
3. To examine the impact of operating efficiency om tmancial performance of

Kenyan commercial banks.

1.4 Value of the Study

The study is significant to the management of far@ninstitutions in Kenya as they gain
insight on the relationship between credit risk agegment practices on the financial
performance and adopt appropriate credit risk mamagt practices. The study provided
an insight on the best credit risk management ambres financial institutions that should
adopt in order to effectively manage and enhana#itability as well as reduce

occurrence of non-performing loans and improvenoéidan portfolio performance.

10



The study will be useful to the government in pplimaking regarding the financial
performance and also for the supervision of comrmaklanks. The policy makers will
obtain knowledge on the best mechanisms that sHmeilddopted to curb the poor loan
performance and the responses that are appropsiade)d they occur. This study will
therefore act as a guide in adopting effective itredk management practices by

commercial banks.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction
This chapter presents the theoretical and empiriegiew on studies related to the

purpose of the study. It also presents determiraritse financial performance.

2.2 Theoretical Review
Several theories have been developed to explainctbéit risk management puzzle.
These include risk management theory and enterpisgemanagement theory. These

theories are discussed below.

2.2.1 Risk Management Theory

Risk management theory was to a great extent desized by the work of Markowitz
(conceived in 1927) in a progression of articlestributed in the late 1950s. The theory
was broadened and refined by Sharpe (1934), L{tt&16 and 1983), Tobin (1918), and
others in the resulting decades. Risk administnaisocomposed of processes dealing
with the identification, appraisal, and prioritimat of risks followed by composed and
economic utilization of assets to minimize, scresmg control the likelihood and effect

of terrible occasions or to amplify opportunity lization(Wenk, 2005).

Powerful risk management can convey broad advastagall associations, whether vast
or little, public or private (Ranong and Phuennga0(9). These advantages incorporate;

predominant fiscal performance, better premise fechnique setting, enhanced

12



administration conveyance, a more noteworthy upyerd, less time spent firefighting
and less unwelcome surprises, improved probalolitprogressing the initiative being
accomplished, more concentration on doing the tigings appropriately, more efficient
utilization of assets, lessened waste and misreptason, and better esteem for cash,
enhanced development and better administrationnekpected and upkeep activities

(Wenk,2005).

As per Dorfman (2007), guaranteeing that an asBomiamakes financially savvy
utilization of risk administration first includesaking an approach developed of very
much characterized risk management practices daohaird implanting them.These risk
management practices include governance risk mamagepractices,operational risk
management practices,financial risks managementctipea,and strategic risk

management practices.

Viable risk management can convey extensive adgastao all associations, whether
vast or little, open or private (Ranong and Phuammg2009). These advantages
incorporate, unrivaled monetary execution, bettenpse for technique setting, enhanced
administration conveyance, more noteworthy uppedhkess time spent firefighting and
less unwelcome amazements, improved probability pobgress activity being
accomplished, nearer inward concentrate on doiegright things legitimately, more
productive utilization of assets, decreased wastkeextortion, and better esteem for cash,
enhanced advancement and better administrationnfuraseen and upkeep exercises

(Wenk, 2005).

13



Another critical choice that the supervisors ofibass banks take, alludes to the liquidity
administration. Liquidity is essentially the singaty with which resources of banks can
be uncashed in times of need or its reasonablerasti is that nature of an advantage
that empowers a bank to react to any budgetaryurmistance requiring pressing
imbuement of cash. Liquidity is required to meeinstard monetary commitments of the
bank particularly without dunking into its storest the point when banks hold high
liquidity, they do as such at the open door costarhe speculation which could produce
exceptional yields. The exchange offs that for mi@st part exist amongst return and
liquidity risk are shown by watching that a movenfr fleeting securities to long haul
securities or advances raises a bank's arrivatiaddily builds its liquidity dangers and
the opposite in is valid. In this manner, a higjuidity proportion demonstrates a less

riskous and less beneficial bank (Ongore and K2@43).

This theory issignificant to the present study forighlights the methodologies to
oversee credit risk regularly to stay away fromdhaeger of risk, decreasing the negative
impact or likelihood of the risk, exchanging all part of the risk to another group,
notwithstanding holding a few or the greater parthe potential or genuine results of a
specific risk, and the alternate extremes for ecirstances (uncertain future states with

advantages).

14



2.2.2 Enterprise Risk Management Theory

The principles of holistic risk management that enpth ERM were first developed in
the mid-1990s by the people behind the Australiskhmanagement standard (RM 4360),
with later additions by their Canadian counterpalristhe late 1990s and early 2000s
pioneers in the field were already implementing ERMorganizations. Against the
backdrop of corporate scandals involving unethicalduct the Committee of Sponsoring
Organizations of the Treadway Commission (COSOjd#ekcto extend its internal audit-
framework to cover ERM. The COSO ERM framework vpablished in 2004. This
created a legacy: the COSO ERM framework incorgsréte internal audit aspect is its
entirety, though it is not limited to it. Since ipgiblication, the COSO-framework has
been hugely influential and has featured promieintithe professional discourse on

ERM.

As indicated by Tseng (2007), Enterprise Risk Mamagnt (ERM) is a structure that
spotlights on embracing a precise and reliable teagteal with the greater part of the
dangers standing up to an association. Gordon €@09) then again characterize ERM
as the general procedure for dealing with an omgdiwin's introduction to vulnerability
with particular accentuation on distinguishing atehling with the occasions that could
keep the association from accomplishing its targ®M is an authoritative idea that
applies to all levels of the organization”. In legdERM, the following is recorded as a
portion of the ranges or parts of the associatioat ta risk administrator need to
investigate: the general population, scholarly ueses, mark values, business ability and

aptitudes, the standard wellspring of benefit sireand the administrative environment

15



(Searle, 2008). This will help the association dgusat the two most noteworthy business
weights; the obligation to convey success to pastaad the dangers connected with and
produced by the company itself in a financiallysiéée manner. This way, the risk chief
is continually mindful of the dangers it faces andthis manner always screens its
presentation and be situated to alter system arsediw guarantee the levelof dangers it

takes is worthy.

This theory is imperative to the present studyifdrelps the business to adjust the two
most noteworthy business weights; the duty to cgraecomplishment to partners and
the dangers connected with and produced by the aoypself in a monetarily possible
manner. This way, the risk manager is continualigdful of the risks it faces and, thus,
always screens its presentation and be situatedltéts methodology or course to

guarantee the level of threats it takes is adequate

2.3 Deter minants of Financial Perfor mance
There are several factors that affect firm’s finahperformance which include credit

risk, operational risk, liquidity and firm size esplained below:

2.3.1 Credit Risk

Credit risk is one of the critical dangers of bablsway of their exercises. Through the
compelling administration of credit risks exposusanks not just bolster the feasibility
and productivity of their own business but also addhe systemic strength and an

adequate allotment of capital in the economy (&lgiket al., 2010). The default of a little
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number of clients may bring about an expansive orishe for the bank.(Gestel &

Baesems, 2008, p. 24).

The essence of a bank is to receive deposits dsaséb give credit services; hence it is
directly exposed to credit risk. Credit risk is aywide margin, the huge risk faced by
banks and the accomplishment of their businesgsralipon precise estimation and
proficient administration of this risk to a moremrarkable degree than other dangers
(Gieseche, 2004). As per Chen and Pan (2012),tarskliis the level of significant worth
vacillations in debt instruments and derivativesause of changes in the fundamental
credit nature of borrowers and counterparties. €0f2000) characterizes risk as
misfortunes from the refusal or powerlessness edliticlients to fork over the required
funds and on time. Credit risk is the presentationfronted by banks when a borrower
(client) defaults in respecting obligation commititee on the due date. This risk also
called 'counterparty risk' is sufficient to puttittge bank in trouble if not well managed.
Credit risk management amplifies bank's risk baddn@te of return by keeping up credit
risk exposure inside worthy levels with a specditd goal to provide a framework for

understanding the impact of credit risk manageroarianks’ profitability (Kargi, 2011).

2.3.2 Operational Risk

The Bank of International Settlement (BIS), thenpipal organization of Central Banks
(based in Basel Switzerland), in the major econsmué the world has defined
operational risk as the risk of losses resultingmirinadequate or failed internal

processes, people and system or from external ®v@merational risk can be isolated
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into those misfortunes that are normal and thosd¢ #re startling. It's a type of
diversifiable risk and can be controlled if manageaindoes its job well. An example of
the dire consequences that operational rick pasdsynd merchant of Daiwa Bank in
New York had brought on and shrouded misfortunesU8D 1.1 billion through

rebellious exchanges and trick bargains. Daiwa diok have any calculable
administration controls or even the most straigéod inside control that could have
promptly uncover the deceitful exchanges. The bgwmikto be bankrupt, eleven senior
administrators were requested to pay harms asribglected to regulate staff. (Jorion,

2001).

Globalization and new innovation have given keepimgney industry benefit making
openings however have additionally made it moreerstless against operational risk,
(Bloom and Galloway, 1999). It appears that tharmss' risk control ability has not kept
pace with these improvements as demonstrated histrdtion the Barings Bank
adventure in 1995. The event together with numenihers persuaded banks to take a

more proactive way to deal with operational risknaustration.

Rasid et al (2011), on his study bolsters the hygotal contention conveyed to light by
Soin (2005), Williamson (2004) and Collier et gd004) that risk management in an
association impact the organization’s profitabjlitthrough upgraded chance
administration rehearses. Rasid et al., (2011) pterancovered that risk examination of
money related proclamation was professedly the dsggpatron towards chance

administration while planning and key arrangingiarperative players in overseeing risk
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which influence the bank's productivity. Williams@2004), uncovered that a year-to-
year cost pay proportion, value to aggregate ressuproportion, add up to resource
development proportion and proportion of advancefoniune save to gross advances
decidedly impacts the probability of budgetary biguin the coming year in any case,
macroeconomic data indicates little effect on ikelihood of money related misery on

monetary organization (Zaki et al., 2011) and a parative study led on German banks

by Nuxoll (2003) underpins this conclusion.

2.3.3 Liquidity

Another critical choice that the directors of biesia banks take alludes to the liquidity
administration. Liquidity is essentially the stdaifprwardness with which resources can
be converted into cash in times of need. It is tlatre of a benefit that empowers an
association to react to any budgetary circumstargeiring pressing implantation of

cash.

Liquidity is required to meet consistent money teddla commitments of the bank
particularly without dunking into its stores. Atetipoint when banks hold high liquidity,
they do as such at the open door cost of some Igpecuwhich could create higher
returns. The exchange offs that for the most padt @mongst return and liquidity risk
are shown by watching that a move from fleetingusées to long haul securities or
credits raises a bank's arrival additionally exgaitsl liquidity dangers and the converse
is valid. In this manner a high liquidity proponmtichows a less unsafe however a less

productive bank.
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Liquidity is the available cash for the near futuoe any asset that can be easily and
cheaply converted to cash. A firm can use its Igadvailable cash to finance its
operations when the long-term financing is not lawde. Readily available cash also
helps to deal with its obligations when the earsiage low, and can also help in meeting
unexpected emergencies. Almajali et al. (2012) dfotiat firm liquidity had significant
effect on Financial Performance of firms. It is réfere important that companies

increase their current assets and decrease cliaigiities to improve on liquidity.

234 Firm Size

Different specialists have contended that the spiamthe organization is one of the
components that have the biggest impact on th& stosts of firms (Allen and Rachim,
1996). In any case, despite the fact that mosh®fplast studies have presumed that size
is a vital component, the estimations of size hakdted between studies. Holder,
Langrehr & Hexter (1998) utilized the normal loglam of offers as an estimation of the
size while Daunfeldt, Selander & Wikstrom, 2009lized the logarithm of the quantity
of workers so as to quantify the size. In this gtutkt resources per share will be utilized

as an intermediary for firm size.

Hvide and These (2007) in their study inferred thigiger firms have better execution.
Flamini et.al (2009) recommended that greater fiamesmore focused than littler firms in
bridling economies of scale in exchanges and apmiee@ more elevated amount of
benefits. Athanasoglou et al., (2005) attests #hgiansion in organization measure

expands the execution of the bank. Almajali et2@l1@) contended that the span of the
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firm can influence its money related executionairy case, for firms that turn out to be
outstandingly vast, the impact of size could beatigg because of organization and

different reasons (Yuqi, 2007).

2.4 Empirical Review

Soke Fun Ho and Yusoff (2009), in their study usintpan risk/chance administration
procedures of selected monetary organizations itayda found that larger part of
business establishments and banks’ losses come dedault because of inability of
clients to meet commitments in connection to lognexchanging, settlement and other
money related exchanges. Credit risk exudes frdrank's managing people, corporate,
money related establishments or sovereign substaee awful portfolio may pull in
liquidity and credit risk. The point of credit risidministration is to amplify a bank's risk
balanced rate of return by keeping up credit rigkoduction inside satisfactory limit.
The productive administration of credit risk is iaispensable part of the general risk
administration framework and is significant to gvbank's base and in the long run the
survival of all keeping money foundations. It imsequently essential that credit choices
are made by sound investigations of dangers retdjtirstay away from damage to bank's
productivity. They held powerful administration afedit risk is a fundamental segment
of an extensive method to risk administration aadi®to the long haul achievement of
all managing an account establishment. Gizaw et(2015) focused on the impact of
credit risks on advantage execution of busines&dan Ethiopia. For their study, data
was accumulated from eight banks over a twelve mtinte period (2013-2014). Their

study showed recognize chance measures, for irstammn-performing progresses,
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credits incident game plans and capital adequacgafinentally influence the advantage
of business banks in Ethiopia. They recommendetdthiese is a necessity for enhancing
credit risk organization to keep up the generabatige of business banks in Ethiopia.
Poudel, (2012) considered the effect of credit adkninistration on budgetary execution
of business banks in Nepal. His study attemptedntestigate different parameters
related to acknowledge chance administration amfitence banks' money related
execution. Budgetary report of 31 banks were w@ilizo break down for a long time
(2001-2011) contrasting the benefit proportion watefault rate, cost of per advance
resources and capital sufficiency proportion. Ttuelg uncovered that every one of these

parameters inversely affect banks' budgetary el@tut

Kithinji (2010) surveyed the impact of credit riskiministration on the gainfulness of
business banks in Kenya. Information on the meastiogedit, level of non-performing
loans and benefits were gathered for the period 20@2008. The discoveries uncovered
that the greater part of the benefits of businesské are not affected by the measure of
credit and non-performing advances, in this wayppsing different factors other than

credit and non-performing advances effect on benefi

Muasya (2013) did a study on the relationship betweredit risk management practices
and loan risks. Enlightening examination plan wasduin this study as it intended to
build up if there is a relationship between creidik administration practices and advance
portfolio misfortunes in business banks in Kenyhe Btudy used a standard survey to

gather essential information from the credit chfscers through the drop and pick
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technique shape forty two (42) business banks myKeBe that as it may, just thirty six
(36) of the respondent business banks finishedstireey. The information was then
investigated and the discoveries exhibited utiizitables giving distinct insights
including frequencies, mean and rates. Inquire allgcoveries demonstrated that a
critical number of business banks in Kenya hadsettup credit risk administration data
frameworks to viably gauge, screen, and control @distinguish chance, and that lion's
share of administration of business banks in Kepgeceived the requirement for data
sharing among players inside the business keepimgind the end goal to alleviate the
risk. It was presumed that credit risk administnatpractices are normal among a large
portion of the business banks in Kenya and thatimdtration of these business banks
acknowledged government enactment identifying weitbdit risk management through
the presentation of the credit sharing data Actl #rat there is a noteworthy negative
relationship between credit risk management prestiand advances misfortunes in

business banks in Kenya.

2.5 Conceptual Framework

The Conceptual Framework below gives a depictiorhow the variables are related to
one another. The variables defined here are thepsmtent (explanatory) and the
dependent (response) variable. An independentblariafluences and determines the
effect of another variable. The independent vaeiabl this study is credit risk
management practices. Dependent variable isdlc&drfwhich is observed and measured
to determine the effect of the independent variablee dependent variable is financial

performance. Controlling variables are extraneoastofs, possibly affecting the
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experiment, that are kept constant so as to mimrthieir effects on the outcome. In this

study the controlling variable is firm size.

Figure 2.1: Conceptual Framework

Independent variable dependent variable
ﬁ:redit risk managemen} /Financial Perfor mance \
practices . ROA

\

e credit risk

* Liquidity

» Operating efficiency
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2.6 Summary of theliterature Review

This chapter focused on the concepts of credit msihagement in commercial banks.
From this literature review, it is evident that diterisk management is current and an
important topic in the banking industry compared tte increasingly complex
technological environment. It seems the main creggosures to a bank fall within the
broad categories of people, processes, systemhasel factors outside the direct control

of the bank.
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It is also evident that a bank risk manager sheoaltsider the outcomes of more than one
results methodology before making crucial risk nggmaent decisions in order to ensure
sound decision making. Also the role of the bodrdi@ctors, line managers and internal
audit are emphasized in this discussion to ensgoaiad credit risk management. Also it
is evident that the efficient management of cregit is a vital part of the overall risk

management system and is crucial to each bankdhdial success and eventually the

survival of all banking establishments.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction
This chapter focuses on the research design, populaf interest, data collection

method, sources of data and data analysis.

3.2 Resear ch Design

A research design is the design of the study. la isystematic arrangement of the
measures, factors and the tools to be appliedanctilection and analysis of the data
obtained in order to achieve the objectives ofstuely in the most efficient and effective
way. Kothari (2004) concluded that a research aedigects the researcher by offering
him with guidelines on how to collect, analyze anterpret the data in a coherent

manner.

The study employed descriptive research designp@oand Schindler (2011) defines
descriptive research design as a design used tiloedehavior or characteristic of a
population being studied. The design fits the psggostudy which aimed to determine
the relationships between variables that is creskt management practices and financial
performance. Further, the design was dependalid,arad generalizable in this kind of a

research in that it was good for the purpose a datlection and analysis.
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3.3 Target Population

The target population of the study consisted of48lloperating commercial banks in

Kenya, registered with the CBK. They comprised dfi® banks, 15 medium banks and
22 small banks (CBK, 2015). Because of the smalnlmer of banks and easy

accessibility from their Nairobi offices, all of@tbanks were included in the study hence
a census. A census study includes every unit inplation that is included in a study

(Field, 2010).

3.4 Data Collection

Secondary data from financial statements of corni@enanks in Kenya were collected.
The study collected secondary data for the last ywars starting year 2011 to 2015 from
financial statements of the commercial banks dutiegsame period disclosed as per the
BOT prudential guidelines, on the effect of creddak management practices and
financial performance of commercial banks in Kenjhe data collected was from the
financial statements and included capital, totaletss current assets, current liabilities,

operating expenses, and net operating income.

3.5 Data Analysis

The data gathered was analyzed and presented dssgiptive statistics. Schacher
(2002), has suggested that descriptive studiesnbé/zed using descriptive statistics.
Descriptive statistics include tabulation and orgation of data in order to demonstrate
their main characteristics and involves use of neples such as measures of central

tendency, measures of dispersion, correlation aamphical presentations.
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3.5.1 Analytical M odel

The data collected was analyzed in order to deternthe influence of credit risk
management practices on financial performance mneercial banks in Kenya.

The results were tested to see the extent of eelship using the following linear
regression equation model:

Y = B0 +BaXy + BoXo+ BaX3z+ BaX4.€

Where; Y= Financial performance of commercial bamkskenya was measured by
Return on Assets (ROA)

X, the credit risk which is a measure of banks’ expedo counterparty risk; it was
measured by the ratio of capital and reserve & &#sets

Xz the liquidity; it was measured using the liquidigtio: Current Assets divided by
Current Liabilities

X3 is the operating efficiency as a measure of manage quality; it was measured by
the ratio of Operating expenses to Net Operatiegrire

X4 is the size of the bank which represents the tdaéts of the bank; it was measured
using the Natural Logarithm of Total Assets

€ = Error term Regression analysis was used.

The B coefficient from the equation represented $trength and direction of the

relationship between the variables.
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3.5.2 Test of Significance
F-test was used to test the joint significance lbfcaefficients and t-test for the test
significance of individual coefficients. The signdnce of the regression model was

determined at 95% confidence interval and 5% le¥significance.
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CHAPTER FOUR: DATA ANALYSIS, RESULTSAND DISCUSSION

4.1 Introduction

This chapter presents data analysis and interpyetaio determine the influences of
credit risk management practices on the financafgpmance of commercial banks in
Kenya. More specifically, the study sought to elstbthe effect of credit risk on the
financial performance, to investigate the effectim$olvency risk on the financial
performance and to examine the effect of operatafficiency on the financial
performance of commercial banks in Kenya. Data edkected from all the banks. The
data sources included financial statements, anstaééments for a period of 5 years
(2011-2015) as well as other publications. Data e@kcted based on the variables of
the study, that is, financial performancedepicted Return on Assets; credit risk,

liquidity, operating efficiency and size of the kan

4.2 Descriptive Statistics

Descriptive statistics are the measures that dehiregeneral nature of the data under
study. They define the nature of response from amyndata and/or secondary data.
Descriptive statistics for this study were: meatgndard deviation, minimum and

maximum. Descriptive data analysis was performedhenreturn on assets, credit risk,
liquidity, operating efficiency as well as the siaethe bank. The descriptive statistics

results are tabulated below:
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4.2.1 Return on Assets

The study sought to establish the financial perboroe of commercial banks in Kenya
from 2011 to 2015. Financial performance of comma¢izanks in Kenya was measured
using Return on Assets using the formula: ROA (Retin Assets) = [net income / total

assets]. The findings are as indicated in Tablddldw.

Table4.1: Return on Assets

Minimum Maximum Mean Std. Deviation
2011 -.06 .07 .0287 .02324
2012 -.14 10 .0240 .03770
2013 -.12 14 .0347 .04453
2014 -.10 19 .0490 .05606
2015 -.12 .26 .0681 .07322

The figures in Table 4.1 demonstrate the patterprofit for resource values over the 5
year time frame somewhere around 2011 and 2015sifalest value for ROA was a
mean of 2.4% in year 2012 while the highest waseammof 6.81% in year 2015. This
spoke to a positive change in the ROA mean estimatof 4.41% over the 5 year time
span. The rise in ROA values over the 5 year timené shows that the money fiscal
performance of the business banks has been orxgangon in the course of the most
recent 5 years. Then again the standard deviatenodstrates little variance in the

money fiscal performance between different busihasks in Kenya.
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4.2.2 Credit Risk
The study sought to establish the credit risk ahewrcial banks in Kenya from 2011 to
2015. Credit risk of commercial banks in Kenya wasasured by the ratio of capital and

reserve to total assets. The findings are as itetica Table 4.2 below.

Table4.2: Credit Risk

Minimum Maximum Mean Std. Deviation
2011 .04 .58 1837 12385
2012 .04 .55 1727 11640
2013 .03 51 1622 .10947
2014 .03 48 1525 .10289
2015 .03 45 1433 .09674

According to the findings in Table 4.2 above, thedit-risk of commercial banks was at
a mean value of 0.1837 in 2011. In a period of &rgehowever, the credit-risk of
commercial banks was at a mean value of 0.1433.Was 22% drop in the credit-risk of
commercial banks. This implies that the credit-ridkcommercial banks had declined
significantly over the 5 year period between 20htl 2015. The increased financial
performance of commercial banks in Kenya coulddftee be linked to the decline in
credit-risk of the same banks hence a negativectetie credit risk on performance of
commercial banks in Kenya. The variation in staddieviation indicates slight variation

of credit-risk across all the commercial banks snia.
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4.2.3 Liquidity
The study sought to establish the liquidity riskcommercial banks in Kenya from 2011
to 2015. Liquidity risk of commercial banks was m@&@d using the formula: [liquidity

ratio= [Current Assets / Current Liabilities]. Thedings are as indicated in Table 4.3.

Table4.3: Liquidity

Minimum Maximum Mean Std. Deviation
2011 1.55 3.86 2.5316 .62600
2012 1.64 4.09 2.6836 .66355
2013 1.74 4.34 2.8445 .70341
2014 1.85 4.60 3.0152 .714555
2015 1.96 4.87 3.1962 .79027

Table 4.3 presents the findings on the descrigiagstics for liquidity level for the years
2011-2015. Liquidity can mean the measure of profiby fluid resources. In the event
that a business has direct liquidity, it has adireeasure of extremely fluid resources. In
the event that a business has adequate liquiditthas an adequate measure of
exceptionally fluid resources and the capacity teemits installment commitments.
Liquidity level is measured by current proportidine means portray a steady increase in
the liquidity level for all the 43commercial banksKenya with the lowest being 2.5316
in the year 2011 and the highest being 3.1962 ih528dditionally the scores of
standard deviation indicate variation in Liquidigvel for the various commercial banks

in Kenya statistically.
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4.2.4 Operating Efficiency

The study sought to establish the operating effimyeof commercial banks in Kenya
from 2011 to 2015. Operating efficiency of commardanks was measured using the
formula: [operating expenses/ net operating incori@g findings are as indicated in

Table 4.4 below.

Table 4.4: Operating Efficiency

Minimum Maximum Mean Std. Deviation
2011 1.06 4.93 1.9463 .80196
2012 1.07 4.11 2.3601 .81700
2013 1.17 4.50 2.5820 .89380
2014 1.28 4.92 2.8247 97783
2015 1.40 5.38 3.0902 1.06974

According to the findings in Table 4.4 above, thEemting efficiency of commercial

banks was at a mean value of 1.946 in 2011. Inreogef 5 years, however, the
operating efficiency of commercial banks was ateamvalue of 3.09. This was 58.78%
increase in the operating efficiency of commerbahks. This implies that the operating
efficiency of commercial banks had improved sigrafhtly over the 5 year period

between 2011 and 2015. The increased financiabpaeance of commercial banks in
Kenya could therefore be linked to the improvemamperating efficiency of the same

banks hence a positive effect of operating efficieon performance of commercial
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banks in Kenya. The small variation in standardiatean indicates small variation of

operating efficiency across all the commercial Isainkkenya.

4.2.4 Size of the Bank
The study sought to establish the size of the comialebanks in Kenya from 2011 to
2015. Size of the commercial banks was measured tise natural log. The findings are

as indicated in Table 4.5 below.

Table4.5: Size of the Bank

Minimum Maximum Mean Std. Deviation
2011 2.21 11.70 5.2748 2.99193
2012 2.38 12.59 5.6758 3.21933
2013 2.56 13.54 6.1071 3.46403
2014 2.76 14.57 6.5713 3.72715
2015 2.97 15.68 7.0706 4.01051

Table 4.5 presents the findings on the descripstatistics for the size of banks
(measured by the natural log of total assets)Henfears 2011-2015. The means portray
a steady increase in the size of banks for allchramercial banks in Kenya with the
lowest being 5.2748 in the year 2011 and the higheisig 7.0706 in 2015. Additionally
the standard deviation figures are high for simdjdating that the data points are spread

out over a large range of values, meaning thaettsehigh level of variability in the data.
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There is a wide gap between the maximum and minireize& means that there is high

variability of size change in commercial banks.

4.3 Regression Analysis

In addition, the researcher conducted a multiplgregsion analysis so as to test
relationship among variables (independent) on ffeets of credit policy on the liquidity.
The researcher applied the statistical packagedoial sciences (SPSS V 21.0) to code,

enter and compute the measurements of the mutaglessions for the study.

Coefficient of determination explains the extentwbich changes in the dependent
variable can be explained by the change in thepedéent variables or the percentage of
variation in the dependent variable (financial parfance) that is explained by the credit
risk, liquidity and operating efficiency as the @pndent variable and size of the firm as

the control variable.

4.3.1 Model Summary

Table4.6: Model Summary

Model R R Square Adjusted R Square Std. Error of th
Estimate
1 979 .959 919 .04131

a. Predictors: (Constant), credit risk, liquidity, oatng efficiency, and size of the
bank

Sour ce: Author (2016)
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Adjusted R squared is a coefficient of assurancelwlets us know the variety in the
dependent variable because of changes in the indepevariables. From the discoveries
in the above table the estimation of balanced Rusgliwas 0.959 a sign that there was a
change of 95.9 percent on financial performanceashmercial banks in Kenya due to
changes in credit risk, liquidity, operating eféocy and bank size at 95 percent
confidence interval. This shows that 95.9 percdr@nges in financial performance of
commercial banks in Kenya could be accounted togbs in credit risk, liquidity,
operating efficiency and bank size. R is the catreh coefficient which shows the
relationship between the study variables, from fthdings shown in the table above,

there was a strong positive relationship betweersthdy variables as shown by 0.979.

4.3.2 ANOVA Results

Table4.7: ANOVA of the Regression

Model Sum of df Mean F Sig.
Squares Square
Regression 10.286 4 2.571 7.123 .007°
1 Residual 13.718 38 .361
Total 24.004 42

a. Dependent Variable: ROA
b. Predictors: (Constant), credit risk, liquidity, openg efficiency, and size of the
bank

Sour ce: Author (2016)

37



From the ANOVA statistics shown in table the presesdata, which is the population
parameters, had a significance level of 0.1% wlshbws that the data is ideal for
making a conclusion on the population’s parameteiha value of significance (p-value)
is less than 5%. The F critical at 5% level of gigance was 7.123 since F calculated is
greater than the F critical (value = 2.021), thisws that the overall model was
significant and that credit risk, liquidity, operag efficiency, and size of the bank were

significantly influencing financial performance @dmmercial banks in Kenya.

4.3.3 Coefficient of Correlation

Table 4.8: Coefficient of Correlation

Coefficients®
Model Unstandar dized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) 2.853 733 3.890 .000
Credit Risk -.238 .108 -.044 -2.204 .004
Liquidity  .013 .013 142 .995 .036
1 Operating
.204 110 .230 1.850 .028
efficiency
Size of th
231 .103 .181 2.246 .011
bank

a. Dependent Variable: ROA

Sour ce: Author (2016)
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As per the SPSS generated table above, the equationp0 + X1 + P2X2 + PasX3 +
B4X4+€) becomes:

Y =2.853-0.238X + 0.13% + 0.204>+ 0.231X%

From this regression equation it was revealedhbbting credit risk, liquidity, operating
efficiency, and size of the bank to a constant z@nancial performance of commercial
banks would be at 2.853, a unit increase in crasik would lead to an decrease in
financial performance of commercial banks by adaaf 0.238, a unit increase in
liquidity of the banks would lead to an increasdimancial performance of commercial
banks by a factor of 0.013, a unit increase in afp@n efficiency of the banks would lead
to increase in financial performance of commerbehks by a factor of 0.204, further a
unit increase in size of the bank would lead tangnease in the financial performance of

commercial banks by a factor of 0.231.

At 5% level of significance and 95% confidence levaquidity had a 0.036 level of

significance, operation efficiency had a 0.028 ledfesignificance; size of the bank had
0.011 level of significance while credit risk shav@ 001 level of significance, hence the
most significant factor is credit risk. Overall dierisk had the greatest effect on the

financial performance of commercial banks. All tlagiables were significant (p<0.05).

4.4 Summary and Inter pretation of Findings
The study found that there was a strong positilegiomship between the study variables.
The study further revealed that credit risk, liqyidoperating efficiency, and size of the

banks significantly affected the financial performa of commercial banks. The finding
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of this study concur with the finding of Kamau, 1) in a study of adaptation of risk
management by commercial banks in Kenya, indicétedl operational risk was very
critical and it was 44% out of the other risks thaturred in commercial banks, and this
is due to the high increase in the use of automiaethology, lack of qualified staff and
lack of management support in the organizations, also the internal and external
frauds. He also established that operational riakagement largely affects profitability

thus forcing banks to change their investment dt&tis

From the regression equation it was revealed teditcrisk had a negative relationship
with financial performance of commercial banks ieriga. The study also found that
there was a positive relationship between liqujdiyerating efficiency, size of the bank
and financial performance of commercial banks. fiinding of this study concur with the
finding of Muasya (2013) who did a study investiggtthe relationship between credit
risk management practices and loan losses-a smdymmercial banks in Kenya and
revealed that there was a significant negative tiogiship between credit risk
management practices and loans losses and thBatiieers Association should consider
putting in place specific credit risk managemeticgices to be adopted and implemented

uniformly by commercial banks in Kenya.
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CHAPTER FIVE: SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction
This chapter gives the summary, conclusion andmetendation of the whole study.
From the findings the researcher was able to cgmeitih the summary, conclusion and

recommendation.

5.2 Summary

The objective of the study was to determine théuarfces of credit risk management
practices on the financial performance of commétusaks in Kenya. Secondary Data
was collected from Central Bank and banks finarmapbrts and descriptive and multiple
regression analysis used in the data analysissiuty revealed a positive change in the
ROA means values of 4.41% over the 5 year periadthat there was 22% drop in the
credit-risk of commercial banks. The study alscaleished a steady increase in the
liquidity level for all the 43commercial banks ireKya with the lowest being 2.5316in
the year 2011 and the highest being 3.1962 in 20%&s evident from the study that the
operating efficiency of commercial banks had imge\significantly over the 5 year
period between 2011 and 2015. The study furthe@béshed a steady increase in the size
of banks for all the commercial banks in Kenya wifite lowest being 5.2748 in the year

2011 and the highest being 7.0706 in 2015.
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From the finding in the adjusted R squared theystiodind that 95.9% variation on
financial performance of commercial banks could dseounted for by credit risk,
liquidity, operating efficiency, and size. From tb@rrelation coefficient, the study found
that there was a strong positive relationship betwéhe study variables. From the
ANOVA finding, the study found that the model hadignificance level of 0.001 which
shows that the data is ideal for making conclusmmshe population’s parameter as the
value of significance (p-value) is less than 5%e tudy further revealed that credit risk,
liquidity, operating efficiency, and size signifrdsy affected the financial performance of

commercial banks.

5.3 Conclusion

From the discoveries the study reasons that crsfitmanagement impacted the fiscal
performance of business banks in Kenya, as it wasd that there was a solid positive
relationship between credit risk management andybtady execution of business banks

in Kenya.

The research additionally found that there wasgatiee correlation between credit risk
and financial of business banks. In this way thalgtinfers that credit risk contrarily
influences the financial performance of businesskbaThe study also uncovered that
there was a positive relationship between liquiditgrking productivity, and size of the
bank and performance of business banks. Conseguehg study presumes that
liquidity, operating effectiveness, and size of Hamks emphatically impacts the money

related execution of business banks.
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5.4 Recommendations For policy
From the findings and conclusion, the study recomusethat there is need for the
commercial banks to effectively manage their credk as it was found that credit risk

management positively influences financial perfanoeof commercial banks.

The study further recommends that there is needhiermanagement of commercial
banks to constantly check their banks’ exposurer&alit risk as it was revealed that

credit risk negatively affect the financial perfante of commercial banks.

There is need for commercial banks to enhance ligeiidity, operating efficiency, and
size of the bank, as it was revealed that liqujdifgerating efficiency, and size of the

bank positively influences the performance of comaiag banks.

5.5 Limitations of the Study

This study restricted to the utilization of auxilianformation which raises unwavering
quality issues of the information utilized. Deparglon the optional information implies
that any blunder in the source will likewise belgefed in the examination, that is,
mistakes and suspicions not unveiled in the soteperts will likewise reoccur in the

exploration.

It is possible that the nature of data from theuahistatements affected the results in an
unanticipated manner or limits the power of thestés detect associations. This may be

created by variation of statistical figures illading the key variables measurements. Be
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that as it may, the utilization of optional infortitan gave a chance to hunt to a more
honest and inherent relationship between the facfbnis managed the researcher the
advantages of a greater focus on examining thessitde information in a way that

would enhance the accomplishment of the study goals

The study encountered the challenge of privacy watfard to disclosure of information
on banks as only a few disclosures are given ianftral statements to comply with
statutory requirements. The management are heswdnan it comes to exposing
information to the public which it considered a®p secret. The researcher surmounted
the challenge by way of assuring them that theystuds purely academic and their

identity would always remain confidential.

5.6 Suggestionsfor Further Research

Since the study factors represent 95.9% of the sadgents in the money fiscal
performance, it implies that 4.1% of the banks' etary execution is controlled by
different variables. Consequently, a study oughbeodone utilizing diverse factors to
decide their impact on fiscal performance. A portf the elements can be premium

sensitivity, capital sufficiency, remote trade gsdknd bank's deposits.

Further research needs to be done to find outeterminants of credit risk management

among commercial banks in Kenya. This will helgxplain if the financial performance

is affected with the implementation of the creditipy to the organizations.
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Appendix |: Commercial Banksin Kenya

. Africa Banking Corporation Ltd (Kenya)
. Bank of Africa Ltd

. Baroda Bank Ltd

. Bank of India Ltd

. Barclays Bank of Kenya Ltd

. CFC Stanbic Bank Ltd

Charterhouse bank Ltd

Chase Bank Ltd (Kenya)
Citibank N.A Ltd

Commercial Bank of Africa Ltd
Consolidated Bank of Kenya Ltd
Cooperative Bank of Kenya Ltd
Credit Bank Ltd

Development Bank of Kenya Ltd
Diamond Trust Bank Ltd

Dubai Bank Kenya Ltd

Ecobank Ltd

Equatorial Commercial Bank Ltd
Equity Bank Ltd

Family Bank Ltd

Fidelity Bank Limited Ltd
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Fina Bank Ltd

First Community Bank Ltd

Giro Commercial Bank Ltd
Guardian Bank Ltd

Gulf African Bank Ltd

Housing Fin. Co. of Kenya Ltd
Habib Bank Ltd

Habib Bank A.G Zurich Ltd
&M Bank Ltd

Imperial Bank Kenya Ltd

Jamii Bora Bank Ltd

Kenya Commercial Bank Ltd
Sidian Bank Ltd (formerly, K-Rep Bank)
Middle East Bank Kenya Ltd
National Bank of Kenya Ltd
NIC Bank Ltd

Oriental Commercial Bank Ltd
Paramount Universal Bank Ltd
Prime Bank Ltd (Kenya)
Standard Chartered Kenya (K) Ltd
Trans National Bank Kenya Ltd

United Bank for Africa Ltd

Source: CBK (2015)

50



Appendix I1: ROA

2011 2012| 2013| 2014| 2015
Africa Banking Corporation Ltd (Kenyg) 0.041 0.029( 0.039| 0.054| 0.073
Bank of Africa Ltd 0.014 0.013| 0.018| 0.024( 0.033
Baroda Bank Ltd 0.046 0.036| 0.049| 0.067| 0.091
Bank of India Ltd 0.042 0.024| 0.033( 0.044| 0.06
Barclays Bank of Kenya Ltd 0.042 0.07( 0.095| 0.13| 0.176
CFC Stanbic Bank Ltd 0.022 0.035| 0.048| 0.065| 0.088
Charterhouse bank Ltd 0.023 0.027( 0.037| 0.05( 0.068
Chase Bank Ltd (Kenya) 0.064 0.104| 0.141| 0.192 0.262
Citibank N.A Ltd 0.036 0.04| 0.054| 0.074( 0.101
Commercial Bank of Africa Ltd 0.016 0.01| 0.014| 0.019| 0.025
Consolidated Bank of Kenya Ltd 0.087 0.048| 0.065| 0.089( 0.121
Cooperative Bank of Kenya Ltd 0.01 0.013| 0.018] 0.024| 0.033
Credit Bank Ltd 0.014 0.008( 0.011| 0.015| 0.02
Development Bank of Kenya Ltd 0.042 0.049| 0.067( 0.091| 0.123
Diamond Trust Bank Ltd 0.009 -0.012| -0.016( -0.022| -0.03
Dubai Bank Kenya Ltd 0.00p -0.048| -0.065| -0.089| -0.121
Ecobank Ltd 0.006 -0.046| -0.063| -0.085( -0.116
Equatorial Commercial Bank Ltd 0.068 0.074| 0.101| 0.137( 0.186
Equity Bank Ltd 0.04 0.027| 0.037| 0.05| 0.068
Family Bank Ltd 0.028 0.009| 0.012| 0.017| 0.023
Fidelity Bank Limited Ltd 0.021 0.02| 0.027| 0.037| 0.05
Fina Bank Ltd 0.013 0.029| 0.039( 0.054| 0.073
First Community Bank Ltd 0.028 0.017]| 0.023( 0.031] 0.043
Giro Commercial Bank Ltd 0.019 0.019( 0.026| 0.035( 0.048
Guardian Bank Ltd 0.01p 0.028| 0.038| 0.052 0.07
Gulf African Bank Ltd 0.029 0.042( 0.057| 0.078| 0.106
Housing Fin. Co. of Kenya Ltd 0.046 0.065| 0.088| 0.12]| 0.164
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Habib Bank Ltd 0.064 0.055| 0.075( 0.102| 0.138
Habib Bank A.G Zurich Ltd 0.058 0.052( 0.071| 0.096| 0.131
&M Bank Ltd -0.018 0.015( 0.02| 0.028| 0.038
Imperial Bank Kenya Ltd 0.0p 0.052| 0.071] 0.096| 0.131
Jamii Bora Bank Ltd 0.028 0.032( 0.044| 0.059| 0.081
Kenya Commercial Bank Ltd 0.2 0.008| 0.011f 0.015( 0.02
SidianLtd 0.03q 0.017| 0.023| 0.031| 0.043
Middle East Bank Kenya Ltd 0.046 0.049( 0.067| 0.091] 0.123
National Bank of Kenya Ltd 0.038 0.018]| 0.025( 0.033| 0.045
NIC Bank Ltd 0.024 0.012| 0.016| 0.022f 0.03
Oriental Commercial Bank Ltd 0.031 0.027| 0.037| 0.05| 0.068
Paramount Universal Bank Ltd 0.05 0.059( 0.08| 0.109| 0.148
Prime Bank Ltd (Kenya) 0.0404 0.037| 0.05| 0.068( 0.093
Standard Chartered Kenya (K) Ltd -0.057-0.136| -0.117| -0.101| -0.087
Trans National Bank Kenya Ltd 0.031 0.02| 0.027( 0.037| 0.05
United Bank for Africa Ltd 0.011 -0.017| -0.002| 0.016| 0.037
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Appendix I11: Credit Risk

2011 2012 2013 2014 2015
Africa Banking Corporation Ltd (Keny@)160 |0.150 | 0.141 | 0.133 | 0.125
Bank of Africa Ltd 0.146 | 0.137 | 0.129 | 0.121| 0.114
Baroda Bank Ltd 0.132 | 0.125| 0.117] 0.110 0.1038
Bank of India Ltd 0.121 | 0.113 | 0.107| 0.100] 0.094
Barclays Bank of Kenya Ltd 0.110| 0.103| 0.097 0.0910.086
CFC Stanbic Bank Ltd 0.100 | 0.094| 0.088 0.088 0.078
Charterhouse bank Ltd 0.091| 0.085 0.080 0.075 0.071
Chase Bank Ltd (Kenya) 0.083| 0.078] 0.073 0.060 .06
Citibank N.A Ltd 0.075 | 0.071 | 0.066 | 0.062| 0.059
Commercial Bank of Africa Ltd 0.068 | 0.064| 0.060, 3¥0 |0.053
Consolidated Bank of Kenya Ltd 0.062| 0.059 0.055 05P. [0.049
Cooperative Bank of Kenya Ltd 0.057| 0.053 0.050 4©.0 |0.044
Credit Bank Ltd 0.052 | 0.049 | 0.046| 0.043] 0.04(
Development Bank of Kenya Ltd 0.047| 0.044, 0.041 39.0 |0.037
Diamond Trust Bank Ltd 0.043 | 0.040, 0.038 0.03% B8.03
Dubai Bank Kenya Ltd 0.039 | 0.037| 0.034) 0.032 0.03D
Ecobank Ltd 0.048 | 0.045 | 0.042| 0.040[ 0.037
Equatorial Commercial Bank Ltd 0.059| 0.055 0.052 040. |[0.046
Equity Bank Ltd 0.072 | 0.068 | 0.064 | 0.060] 0.056
Family Bank Ltd 0.089 | 0.084 | 0.079| 0.074] 0.06¢
Fidelity Bank Limited Ltd 0.109 | 0.103 | 0.097| 0.091 .08b
Fina Bank Ltd 0.135 | 0.127 0.119| 0.112 0.105
First Community Bank Ltd 0.166 | 0.156| 0.146] 0.13§ 120.
Giro Commercial Bank Ltd 0.204 | 0.191, 0.180, 0.169 156.
Guardian Bank Ltd 0.251 | 0.236| 0.221] 0.208 0.196
Gulf African Bank Ltd 0.308 | 0.290 | 0.272| 0.256| 0.241
Housing Fin. Co. of Kenya Ltd 0.379 | 0.356/ 0.333 16.3 [0.296

53



Habib Bank Ltd 0.356 | 0.335 | 0.315| 0.296] 0.27¢
Habib Bank A.G Zurich Ltd 0.335 | 0.315| 0.296| 0.278 .261
&M Bank Ltd 0.315 [0.296 | 0.278 | 0.261| 0.246
Imperial Bank Kenya Ltd 0.296 | 0.278| 0.261f 0.246 30.2
Jamii Bora Bank Ltd 0.278 | 0.261| 0.246) 0.231] 0.21
Kenya Commercial Bank Ltd 0.261 | 0.246/ 0.231 0.217.2090
SidianLtd 0.246 | 0.231 | 0.217 | 0.204| 0.192
Middle East Bank Kenya Ltd 0.231| 0.217| 0.204 0.1910.180
National Bank of Kenya Ltd 0.217 | 0.204| 0.192 0.18(0.170
NIC Bank Ltd 0.204 | 0.192 | 0.180 | 0.170| 0.159
Oriental Commercial Bank Ltd 0.192| 0.180, 0.17Q 0.15/0.150
Paramount Universal Bank Ltd 0.180, 0.170 0.159 ®.150.141
Prime Bank Ltd (Kenya) 0.242 | 0.227| 0.214 0.201 9.18
Standard Chartered Kenya (K) Ltd 0.324 0.304 0.286.269 |0.253
Trans National Bank Kenya Ltd 0.434| 0.408 0.384 60.3 |0.339
United Bank for Africa Ltd 0.582 | 0.547 | 0.514| 0.4830.454
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Appendix IV: Liquidity

2011 2012 2013 2014 2015
Africa Banking Corporation Ltd (Kenya)3.241 | 3.435 | 3.642| 3.86 4.092
Bank of Africa Ltd 1.873 | 1.986| 2.105 2.231 2.36b
Baroda Bank Ltd 3.363| 3.565| 3.77§ 4.006 4.245
Bank of India Ltd 2589 | 2.744| 2909 3.084 3.269
Barclays Bank of Kenya Ltd 1.873] 1.98¢ 2106 2.23R.365
CFC Stanbic Bank Ltd 2.163| 2.292 2.43 2576 2.73
Charterhouse bank Ltd 3.314 3518 3.724 3947 4.184
Chase Bank Ltd (Kenya) 2071y 2196 2327/ 2467 3R.61
Citibank N.A Ltd 2163 | 2.292 | 2.43 2579 2.73
Commercial Bank of Africa Ltd 2.665| 2.825 2.99% @1 | 3.365
Consolidated Bank of Kenya Ltd 3.274 3471 3.679 9 3. | 4.134
Cooperative Bank of Kenya Ltd 3.699 3921 4.156 08.4| 4.67
Credit Bank Ltd 2524 | 2.676| 2.836 3.007 3.187
Development Bank of Kenya Ltd 3.107 3.298 3491 3.7| 3.922
Diamond Trust Bank Ltd 2983 3.162 3.351 3552 8.76
Dubai Bank Kenya Ltd 2.858| 3.03 3.212 3.404 3.609
Ecobank Ltd 2.75 2915 3.089 3.27% 3471
Equatorial Commercial Bank Ltd 2.641 2.799 2.967 148. | 3.334
Equity Bank Ltd 2532 | 2.684| 2.845 3.016 3.19¢/
Family Bank Ltd 2431 | 2577 2.732) 2.89¢ 3.069
Fidelity Bank Limited Ltd 2.33 2.47 2.618| 2.778 229
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Fina Bank Ltd 2237 | 2371 2513 2.664 2.824
First Community Bank Ltd 2.152| 2.281 2417 2.563 71B.
Giro Commercial Bank Ltd 2.066, 2.19 2321 2461 08.6
Guardian Bank Ltd 1981 21 2.225 2.359 2.501
Gulf African Bank Ltd 1903 | 2.017| 2.138 2.266 2.40Q
Housing Fin. Co. of Kenya Ltd 1.818 1.927 2.042 68.1| 2.295
Habib Bank Ltd 1.732 | 1.836 1.946 2.063 2.187
Habib Bank A.G Zurich Ltd 1.654| 1.754] 1.859 197 082
|1&M Bank Ltd 2953 | 3.131 | 3.318| 3.518] 3.729
Imperial Bank Kenya Ltd 2.807| 2.976 3.154 3.343 435
Jamii Bora Bank Ltd 2.646| 2.805 2973 3.152 3.341
Kenya Commercial Bank Ltd 2486 2.63% 2.798 2.96 138.
SidianLtd 2.339 | 248 2.628| 2.786 2.958
Middle East Bank Kenya Ltd 2.178] 2.309 2448 2.592.75
National Bank of Kenya Ltd 2.018] 2.139 2.267 2.403.547
NIC Bank Ltd 1.871 1984 | 2103 2.229 2.363
Oriental Commercial Bank Ltd 1711 1.813 1922 2.032.16
Paramount Universal Bank Ltd 1.55 1.643 1.741  1.848.957
Prime Bank Ltd (Kenya) 3.643| 3.862 4.093 4339 @.59
Standard Chartered Kenya (K) Ltd 3.049 3.232 3.428.631 | 3.849
Trans National Bank Kenya Ltd 3.762 3.988 4.227 84.4| 4.749
United Bank for Africa Ltd 3.86 4.091| 4337 4.5974.873
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Appendix V: Operating Efficiency

2011 2012 2013 2014 2015
Africa Banking Corporation Ltd (Kenyd)530 |1.700 | 1.860 | 2.035| 2.226
Bank of Africa Ltd 1.115 | 2.180 | 2.385| 2.609| 2.854
Baroda Bank Ltd 1.700 | 2.050 | 2.243| 2.454 2.684
Bank of India Ltd 1.300 | 1.620 | 1.772 1.939] 2.121
Barclays Bank of Kenya Ltd 1.580 | 1.755| 1.920 2.10(».298
CFC Stanbic Bank Ltd 1.305| 1.895| 2.073 2.268 2.481
Charterhouse bank Ltd 1.800| 2.650 2.899 3.172  3.470
Chase Bank Ltd (Kenya) 3.065| 3.625| 3.966 4330 ®&.74
Citibank N.A Ltd 1940 | 2.150 | 2.352 | 2.573| 2.815
Commercial Bank of Africa Ltd 1.500 | 1.665| 1.822] 939 |2.180
Consolidated Bank of Kenya Ltd 2550 4.110 4.496 9149. |5.381
Cooperative Bank of Kenya Ltd 1.400| 3.050, 3.337 586.6 [3.993
Credit Bank Ltd 1.800 | 2.700 | 2.954| 3.231] 3.531
Development Bank of Kenya Ltd 1.680| 1.865 2.040 32.2 |2.442
Diamond Trust Bank Ltd 2.050 | 3.200| 3.501] 3.83( @.19
Dubai Bank Kenya Ltd 2.205 | 2.250| 2.462] 2.693 2.94p
Ecobank Ltd 3.245 | 3.600 | 3.938| 4.309] 4.714
Equatorial Commercial Bank Ltd 1.075| 1.190, 1.302 424. |1.558
Equity Bank Ltd 1.270 | 2.060 | 2.254 | 2.465| 2.697
Family Bank Ltd 1615 | 3.180 | 3.479| 3.806] 4.164
Fidelity Bank Limited Ltd 2080 | 2305 | 2522 | 2.759 .08
Fina Bank Ltd 4925 | 3.600 | 3.938| 4.309 4.714
First Community Bank Ltd 3.115 | 3.455| 3.780] 4.133 524.
Giro Commercial Bank Ltd 2.565 | 2.845| 3.112] 3.40% 728.
Guardian Bank Ltd 2.060 | 2.390| 2.615 2.860 3.129
Gulf African Bank Ltd 2.750 | 3.055 | 3.342| 3.656| 4.00C
Housing Fin. Co. of Kenya Ltd 3.500 | 4.000f 4.376 84.7 |5.237

57



Habib Bank Ltd 1.605 1.230 1.346 1.472 1.61(
Habib Bank A.G Zurich Ltd 3.295 | 3.655| 3.999| 4.374 .78%
&M Bank Ltd 1.730 [1.920 | 2.100 | 2.298 | 2.514
Imperial Bank Kenya Ltd 2.155 | 2.390| 2.615 2.860 29.1
Jamii Bora Bank Ltd 1.300 | 1.450| 1.586| 1.735 1.89
Kenya Commercial Bank Ltd 1.825| 3.210| 3,512 3.842.203
SidianLtd 1.700 | 1.070 | 1.171 1.281 1.401
Middle East Bank Kenya Ltd 1.625| 2.635| 2.883 3.158.450
National Bank of Kenya Ltd 1.323 | 1.684| 1.842] 2.01%.205
NIC Bank Ltd 1.257 1.695 1.854 2.029 2.219
Oriental Commercial Bank Ltd 1.191| 1.706| 1.866 2.04/2.234
Paramount Universal Bank Ltd 1.125| 1.717 1.878 2.052.248
Prime Bank Ltd (Kenya) 1.059 1.728| 1.890, 2.06§ 2.26
Standard Chartered Kenya (K) Ltd 1.993 1.739 1.902.081 |2.277
Trans National Bank Kenya Ltd 2427 1.750 1.91% 92.0 |2.291
United Bank for Africa Ltd 1361 | 1.761 | 1.927| 2.1082.306
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Appendix VI: Size of the Bank

2011 2012 2013 2014 2015
Africa Banking Corporation Ltd (Kenya)7.998 | 8.606 | 9.260 | 9.964| 10.721
Bank of Africa Ltd 8.669 | 9.328| 10.03F 10.800 11.620
Baroda Bank Ltd 9.039| 9.726] 10.465 11.260 12.116
Bank of India Ltd 8.626 | 9.282| 9.987 10.746 11.563
Barclays Bank of Kenya Ltd 11.69f 12586 13.543 512.| 15.679
CFC Stanbic Bank Ltd 9.140, 9.835 10.582 11.386 32.p
Charterhouse bank Ltd 2429 2614 2812 3.026 3.256
Chase Bank Ltd (Kenya) 9.270 9.97% 10.7833 11.548.42p2
Citibank N.A Ltd 10.540| 11.341 12.208 13.130 14.128
Commercial Bank of Africa Ltd 9.550| 10.276 11.0571.8D7 | 12.801
Consolidated Bank of Kenya Ltd 10.080 10.846 11.674®2.557| 13.512
Cooperative Bank of Kenya Ltd 2.355 2534 2.727 32.9| 3.157
Credit Bank Ltd 2520 | 2.712| 2918 3.139 3.378
Development Bank of Kenya Ltd 2.551 2.745 2953 78.1| 3.419
Diamond Trust Bank Ltd 2649, 2.850 3.067 3.300 B.5%
Dubai Bank Kenya Ltd 25401 2.733 2941 3.164 3.405
Ecobank Ltd 3.091| 3.326f 3579 3.851 4.143
Equatorial Commercial Bank Ltd 2932 3.155 3.395 653. | 3.930
Equity Bank Ltd 3.046 | 3.277| 3.527), 3.79% 4.083
Family Bank Ltd 2212 | 2.380| 2561 2.756 2.96b
Fidelity Bank Limited Ltd 3.038 | 3.269| 3.517] 3.78% .0A&R
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Fina Bank Ltd 2220 | 2.389| 2570 2.766 2.976
First Community Bank Ltd 2416 2.600 2.797 3.010 238
Giro Commercial Bank Ltd 2565 2.760 2.970 3.195 438.
Guardian Bank Ltd 2867 3.085 3.319 3572 3.843
Gulf African Bank Ltd 2750 | 2.959| 3.184 3426 3.68b
Housing Fin. Co. of Kenya Ltd 3.978] 4.28( 4.606 56.9| 5.332
Habib Bank Ltd 4476 | 4.816| 5.182 5576 6.000
Habib Bank A.G Zurich Ltd 4481 | 4.822] 5.186 5.58p .00d
|1&M Bank Ltd 4476 | 4816 | 5.182| 5.576/ 6.00(
Imperial Bank Kenya Ltd 10.420 11.212 12.064 12.9813.967
Jamii Bora Bank Ltd 3.755| 4.040, 4.347 4.678 5.033
Kenya Commercial Bank Ltd 3.758 4.044 4351 4.682.03B%
SidianLtd 3.762 | 4.048| 4.356| 4.687 5.048
Middle East Bank Kenya Ltd 3.748| 4.034 4330 4.66%.024
National Bank of Kenya Ltd 3.751] 4.036 4.343 4.673%.028
NIC Bank Ltd 3.755 | 4.040| 4.347| 4.678 5.033
Oriental Commercial Bank Ltd 3.758/ 4.044 4351 2.68 5.037
Paramount Universal Bank Ltd 10.450 11.244 12.099.018 | 14.008
Prime Bank Ltd (Kenya) 6.381| 6.866 7.388 7949 B8.55
Standard Chartered Kenya (K) Ltd 6.38Y 6.872 7.393.957 | 8.561
Trans National Bank Kenya Ltd 6.350 6.8383 7.352 17.9| 8.512
United Bank for Africa Ltd 6.342 | 6.824| 7.343 7.9018.501

60



