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ABSTRACT 
 

The study examined the effects of corporate governance on the financial performance of 

insurance companies in Kenya. The study aimed at establishing the effects of corporate 

governance practices and policies on financial Performance of the insurance companies 

in Kenya. A cross sectional and analytical research design was used in this study. The 

population was 49 insurance companies operating in Kenya. The entire population was 

evaluated. Secondary data was used in the study which was gathered from the company’s 

annual reports, financial statements and from the IRA periodical reports. The period 

under study was from 2011 to 2015. Statistical Package for Social Scientists (SPSS) and 

excel were used. Spearman Correlation Coefficient and Multiple Regression Analysis to 

determine the magnitude of the relationship and prediction of financial performance 

respectively were applied. This study independent variable was corporate governance 

which examined the board size, board composition, board sub-committees and CEO 

duality and how they affect the financial performance of insurance companies in Kenya. 

The firm performance was measured using the Return on Assets. This study adopted a 

descriptive research design to investigate the relationship between corporate governance 

and financial performance of insurance companies in Kenya. The study found that all 

measures of corporate governance are not significant predictors of financial performance 

of insurance companies in Kenya. There was a positive relationship between board 

composition and firm financial performance. The study recommends that the regulator 

should draw minimal requirements for corporate governance in the insurance industry to 

serve as guideline for the insurance firms; this will improve the financial performance of 

these firms. Insurance companies need to review their corporate governance structure 

with the view of improving their financial performance in future. The board size, 

leverage and non-executive directorship should be monitored so as to ensure 

effectiveness in operations leading to improved financial performance, in order to 

implement good corporate governance. Managers need to know that they should be 

concerned about the interrelationships between corporate governance and firm 

performance. The study findings strongly confirm this correlation and therefore; 

insurance companies that adopt and implement good corporate governance have higher 

advantage of increasing their performance. More so, this will ensure that interests of the 

firm and shareholders are served. 
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CHAPTER ONE: INTRODUCTION 

1.1 Background of the Study 

Corporate governance comprises of corporate order, freedom, straight forwardness, 

responsibility, justice, responsibility, honor and social obligation. Corporate governance 

embodies the consistence with the supervisory and legitimate prerequisites. In 2003, one 

of the biggest and a world pioneer insurance agency in Sweden known for in giving 

variable annuities and different investment funds came into confusion after the three of 

its top officials were put under scrutiny for misusing the corporate resources. In Nigeria, 

Lion of Africa Protection was sold out because of the board's emergency its commitments 

dominated the advantages and couldn't recapitalize again. Corporate governance is one 

way a company can protect itself from the vulnerability of financial distress and failure in 

the future (Bhagat & Black, 2002). The developing rate of corporate extortion, including 

swelled and misrepresented books have educated recharged worldwide accentuation on 

the requirement for corporate governance. Crane and Matten (2008) notes that, there is a 

constantly expanding assent that great corporate governance has a productive relationship 

to national financial development and improvement. It is through corporate governance 

that governing rules in an organization are fortified. 

 

The agency theory, which is one of the common and elaborate theory in corporate 

governance advocates that agents (management) should behave in a way that puts best 

interests of the shareholders first. Stakeholders theory emphasizes on looking at the 

interests of all the parties affected in a very direct way or in an indirect manner by 

running of a firm. Stakeholders may include customers, suppliers, government and the 

society at large. Stewardship theory is also very vital when putting corporate governance 

into perspective. The theory considers managers as the stewards of the company’s 

resources who must safeguard them for the shareholders interest.  Various countries have 

set up different mechanisms to fortify great corporate governance mechanisms to go up 

against the test connected to awful corporate governance practices like poor 

responsibility and restraining infrastructure of force (Erkens, Hung & Matos, 2009).  
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The insurance business has encountered reasonably development with most organizations 

through the years. Corporate governance issues connected in the insurance industry in 

Kenya have been compelling to some degree in accomplishing the objectives, however 

there are governance issues that still need to be addressed. However a percentage of the 

leadership developments in the insurance industry can be ascribed to the intentional 

endeavors in enhancing corporate governance in Kenya. What does corporate governance 

involve? As per Arum and Turner (2009), Great corporate governance involves 

performing successfully and having a well laid procedure on how the strategic affairs of a 

firm are going to be run. It additionally means advancing qualities for the entire 

organization and showing the estimation of good governance through conduct. Great 

governance additionally means taking informed, sound decisions and ensuring good 

financial health in the organization. Great governance additionally means involving all 

stakeholders and making responsibility and accountability genuine.  

 

1.1.1 Corporate Governance Practices 

Corporate governance is the structure that outlines how various participants in the 

organization rights and responsibilities are distributed. The participants in the 

organization include board of directors, shareholders and various stakeholders who 

clearly states out the rules to be followed and the procedures needed to make decisions of 

corporate affairs (Kolk, 2008). Good corporate governance leads to high returns to firms 

while also boosting investor confidence. Good corporate governance increases company 

valuation and boosts its performance (Gompers et al, 2003). In essence, markets can only 

operate efficiently and profitably in the presence of investor confidence which is boosted 

by corporate governance (Bhavik, 2012). 

 

Claessens, Djankov and Fan (2003) notes that better corporate governance frameworks 

increase access to financing and ensure favorable treatment of the company by 

shareholders. On the contrary, companies having weaker corporate governance 

frameworks have reduced access to financing sources and are more vulnerable to collapse 

in cases of macroeconomic crises. Companies with strong shareholder rights produce 

higher returns compared to those with weaker rights, while also they achieve greater 
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valuations, sales growth, low capital expenditures and high profitability. On the contrary, 

those with weaker shareholder rights are poorly governed, report lower profits, lower 

valuations, pay less dividend to shareholders and have a higher risk of bankruptcy 

(Gompers et al, 2003). Kyereboah and Biekpe (2005) adds that good corporate 

governance increases investor confidence and market liquidity. Corporate governance 

influences the price that investors pay to acquire other firms. According to a McKinsey 

Global Investor Opinion Survey (2002), global Institutional investors are prepared to add 

a premium to be paid on shares by upto forty percent in firms with superior corporate 

governance practices. Countries lacking strong corporate governance mechanisms do not 

attract capital since investors are not confident about the protection of their investments 

(Bhavik, 2012). 

 

Corporate governance further ensures market integrity, increases investor confidence and 

brings about positive economic growth, protect investor funds and ensure that the 

shareholder value is maximized. Corporate governance goes further to commitment of 

values and ensures that ethical business is conducted in the right way. Corporate 

governance entails how an organization is managed, the production of accurate 

disclosures which reveals the ownership, the financial performance, the governance 

practices and the financial position of the company (Panchasara, 2012). Corporate 

governance assists the public to comprehend the activities carried by the company, the 

organization chart and the policies adopted by the company which ensures that the firm 

attracts the right investors and enhance the level of trustworthy and confidence levels of 

the stakeholders. When running a company business ethics forms plays a key role while 

developing corporate governance structures that can address scams that may occur in an 

organization, earning managements and corporate failures due to financial distress. It has 

been argued that various global financial scandals can be linked to poor corporate 

practices making transparency, business ethics and accountability to be key principles in 

corporate governance reporting. The effectiveness of corporate governance practices is 

measured by the board size, duality, board composition, and board committees.  

 



 
 
 
 
 

4 
 

1.1.2 Financial Performance 

Performance can be described as a means by which organization deploys its resources in 

order to achieve its goals, mission and objectives. According to Heremans, (2007) 

financial performance is the use of financial measurement tools to evaluate the level the 

objectives of a company are achieved and the contribution in availing resources needed to 

run the organization and support of the bank to exploit the existing business and 

investment opportunities. Rutagi, (1997) defines financial performance the effectiveness 

of an organization in achieving its success as reflected by the numbers in the financial 

statements. Another definition of the term financial performance of a firm is by looking 

at the extent as to which the desired outcome of an organization are achieved (Namisi, 

2002). Researchers and many practitioners have confirmed that effective boards lead to 

success and great achievement in the organization. From the assessment of the internal 

long-term profitability of the firm and the external shareholder perspective it can be 

deduced that effective board of directors’ composition and practices eventually leads to 

value addition in the organization, Epstein et al., (2003). 

 

Yacuzzi (2005) argues that traditionally financial measures have focused on the financial 

aspects. With modernization and revolution in the organizations are now considering the 

financial measures insufficient. One of the major shortcomings is that financial reporting 

often does not consider investment in new technologies and markets which is very 

important in enterprise advancement. The corporate financial reporting only looks at the 

events that occurred in the past but ignores the future benefits that the organization gets 

from the future opportunities. There has been various new developments in the financial 

performance measures which came up with development of new financial reporting 

standards. Financial measures normally concentrate on the short-term goals which gives 

the top management a leeway to manipulate financial reports to record high performance 

during their tenure.  

 

The financial performance of a firm focuses on how a firm utilizes its assets to generate 

future revenues from the operations. Firm in the same industry are in a position to 

compare themselves in terms of financial performance since the measures are standard. 

Brealey, Myers and Marcus (2009) noted that financial performance can be measured in 
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terms of level of profits made, liquidity levels, how solvent a firm is, financial efficiency 

and repayment capacity of the organization. Profitability is measured by how well the 

firm uses its assets to generate revenue, liquidity is evaluated by how well a firm meets 

its financial obligation by paying debts in good time; solvency measures a firm ability to 

pay back all obligations when its assets are liquidated, financial efficiency looks at how 

money invested produces revenue while repayment capacity checks on how loans are 

paid in time. There are various ways in which the financial performance of a firm is 

measured. This could be either using net income, operating income, firm’s assets or the 

cash flows generated by the company. 

1.1.3 Corporate Governance and Financial Performance 

To make sure that managers work in the best interest of the shareholders, agency costs 

must be incurred (Spong & Sulivan, 2011). Organizations have been very keen on ways 

to minimize these agency costs. When management are left unsupervised they are likely 

to concentrate more on their interests, this can have serious negative consequences on 

corporate values, performance of the firm and may interfere with proper functioning of 

capital markets. Kaplan (2001) asserts that accountability forms an integral part to make 

sure that organizations hit their desired level of performance that is in line with the 

strategic objectives of the organization. The researcher further indicates that the most 

used method to measure performance of an organization is by evaluating the financial 

performance.  

 

However recent developments have proved that financial measurements alone are not 

adequate to measure and manage a company’s performance. Financial reporting in itself 

looks at a company’s past performance but has little to do with the future and long-term 

value creation of a firm. Kaplan and Norton (1996) came up with the Balanced Scorecard 

to assist in measuring performance for profit making organizations.  The balanced score 

card focuses on the financial as well as other non- financial measures such as the internal 

processes, Customer and learning and growth perspective. Corporate governance 

mechanisms can improve the firm’s performance with better oversight, managers are 

likely to be more vigilant and will invest the company’s funds in value maximizing 

projects leading to the maximization of the shareholders wealth.  
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On the other hand the company’s management will not expand fewer available resources 

in non-productive investment ventures such as consumption of perquisites, empire 

building and shirking. Better governance will cut down incidences of asset tunneling, 

asset stripping, levels of related` party transactions and other forms of asset diversions 

that negatively impact on performance. This implies that with good corporate governance 

investors are well protected and are less subjected to risk of misuse of assets. (Uwuigbe 

and Fakile, 2012). 

1.1.4 Insurance Companies in Kenya 

Currently we have 47 licensed insurance companies operating in Kenya carrying out both 

General and life insurance business. In Kenyan insurance sector six out of 47 insurance 

companies are listed at the NSE. The insurance industry is regulated by the Insurance 

Regulatory Authority (IRA) under an Act of Parliament Cap 487. IRA is a state 

corporation mandated to regulate, supervise and facilitate the management oversight of 

the insurance industry in Kenya. The major stakeholders in the IRA framework are 

mainly the insurance firms, Re-insurance business, brokers, agents and the policyholders 

at large. This body is expected to ensure the efficient management, supervision, 

regulation and control of insurance business in Kenya (IRA Report, 2012). The Financial 

stability report (2013) cited sustained growth in insurance as a result of good corporate 

governance, favorable demographics, conducive business environments, civilization and 

the emergence of growing economies In addition, innovation has played a huge role in 

the massive growth of the insurance industry in Kenya.  This has led underwriters to 

develop products that perfectly meet the need of the consumers leading to sustainable 

growth and great financial performance. 

 

Growth in the insurance industry in Kenya has been tremendous in today’s dynamic 

business environment. Unfortunately, there has been some insurance companies that have 

collapsed while other are placed under statutory management. Causes for the closure 

range from governance issues to poor financial performance. The Insurance Act was 

enacted in 1984 to stimulate and govern the sector. The insurance practioners in Kenya 

has formed an association as the Association of Kenya Insurers (AKI) which was 
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established in 1987. Its main objectives are to promote sound insurance practices, 

sensitize the public and ensure growth in the industry.  

 

The insurance companies play on of the key role in the financial system by indemnifying 

financial risk in the economy. They serve as institutional investors in the capital and 

money market markets where they invest the surplus amount. An insurance policy is an 

official document that legally outlines when the insurance claim is payable provided the 

insured put on the necessary measures to avoid the loss from occurring. Many insured 

people and corporations often lose some trust with the insurer due to the large number of 

unpaid claims and the long period that is taken before the claims are paid. Lack of 

adequate corporate governance structures in the companies has been the major cause for 

such delays. Most of the claims remain unpaid due to the long period to undertake the 

investigations causing insurance clients to lose trust with the industry. However, the 

insurance sector in Kenya have to deal with issues of fraud and have to pay huge claims 

as a result of dishonesty either by the intermediaries to the customers or vice versa. 

Hence the need for strong corporate governance structures to reduce the frauds and 

financial crimes. To ensure that the insurance contract remains binding the insured should 

always ensure the premiums are paid in good time. To ensure the insurance business is 

profitable most companies tend to charge higher premiums and ensure fewer claims are 

paid. Therefore, this study will establish the role of corporate governance in the financial 

performance of companies in the insurance industry in Kenya. 

 

1.2 Research Problem 

The major cause of conflict between the shareholders of a company and the management 

is mainly due to the separation of ownership and control in most companies (Berle and 

Means, 1932). Shareholders are usually keen on maximizing the firm’s value, while 

managers' objectives are to increase their compensation and ensure a secured job tenure. 

There are various governance methods that can assist to align the shareholders and 

management interest hence reducing the existing conflicts. The board of directors plays a 

very major role in overseeing the manager’s actions (Fama, 1980). The board size, board 



 
 
 
 
 

8 
 

diversity and board structure are the key characteristics that determine how effective the 

board is to monitor the managerial activities. 

 

There has been rapid growth in the insurance industry in Kenya due to the increased 

awareness of the importance of insurance among the people and the emergence of the 

middle class. Sadly, many insurance companies have either gone into receivership, 

collapsed or are under statutory management. These companies include Kenya National 

Assurance Company, United Insurance Company, Standard Assurance, Stallion 

Insurance and Blue Shield Insurance Company. The major attribute to the collapse can be 

traced to the corporate governance practices in those companies. More so challenges of 

fraud and claims that taking long to be cleared leading to collapse can be attributed to the 

poor management structures. Corporate governance provides a framework that directs 

and controls the organizations activities which directly affects the performance of the 

organization (Jensen, 1993). Therefore, a lot need to be addressed to ensure there are 

proper corporate governance structures to avoid the occurrence of more corporate failures 

and malfunctions.  The most common forms of insurance in Kenya include medical 

cover, motor vehicle insurance, professional indemnity, accident, fire and burglary. 

(Mbogo, 2010). The major causes for low insurance penetration can be attributed to the 

shared market, lack of creativity in product development and the risk averseness of many 

individuals.  

 

The Insurance Regulatory Authority has emphasized that Corporate Governance in 

insurance companies as one of the big challenges that the insurance industry need to 

overcome. Wanyama and Olyweny (2013) argues that poor corporate governance is a 

major cause of the collapsed insurance companies in Kenya. Because Insurance industry 

being very crucial in the financial system of the country, there is need to put strong 

corporate governance measures in order to improve on performance of the insurance 

companies. More of research o corporate governance at a global level has confirmed the 

strong relation of good corporate governance and superior financial performance.  

 

Previous studies have been done in various countries have showed that governance issues 

is a factor that majorly that determines the success and failure of the insurance business. 
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(Najjar, 2012). Wet (2012) investigated how executive remuneration affects the value 

addition and financial performance where he found that corporate governance structures 

determine the success or failure of a business among the South African listed companies. 

Kimosop (2011) on his study on the impact of corporate governance and financial 

performance of insurance companies in Kenya concluded that there is a significant 

relationship between board size, non-executive directorships, insider shareholding and 

board meeting frequency using both ROA and ROE. The guiding principles are how 

corporate governance enhances firm financial performance. The major contribution 

towards the existing gap of knowledge is to analyze whether there is a predefined way in 

which corporate governance affect financial performance of the firm in terms of 

increased premiums in the insurance industry. 

 

The conclusion was that with good corporate governance, improved financial 

performance can be achieved. In Kenya several studies have been done on the various 

industries however more study need to be carried out in the insurance industry 

Nyamongo and Temesgen (2013), argues that companies with board size which are large 

performance is likely to be negative while the presence of an independent board of 

directors always leads to good financial performance. Kiragu (2014) in assessing the 

challenges encountered by the insurance business in building competitive advantage in 

Kenya found that governance regulation is most significant factor in ensuring good 

financial performance. Little research investigating the impact of corporate governance 

practices to the performance among the insurance companies in Kenya. The research 

therefore seeks to find what effect does corporate governance has on the financial 

performance of Insurance companies in Kenya? 

1.3 Research Objective 

The objective of the study is to determine the effect of corporate governance practices on 

the financial performance on the insurance companies in Kenya. 

1.4 Value of the Study 

The study will help the policy makers in selecting the best governance practices that are 

adequate for the insurance companies in Kenya so as to improve the financial 
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performance. The policymakers who include the managers and the board of directors in 

the insurance companies will find the study very important in improving their operations 

and enable them benchmark among their peers in order to improve on corporate 

governance practices in order to sustain the performance in the insurance industry. 

 

The regulator in the insurance industry will use the research results in formulating 

policies, which can be implemented in the regulation of the insurance industry. The 

government will be able to assess the current situation and gaps existing with reference to 

the governance issues and hence help in the coming up of more effective policies. 

 

The shareholders and stakeholders will also benefit from the results in knowing the 

effectiveness of the board of the companies they invest in. This will enlighten the 

shareholders on the governance issues and how they affect the performance of the 

companies. Other researchers will benefit from the study in identifying further areas for 

the study. The study will help academicians and researchers interested in corporate 

governance to identify the gaps existing and also the study will act as a supplement for 

their empirical review. 
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CHAPTER TWO: LITERATURE REVIEW 

2.1 Introduction 

The chapter discusses the theoretical review and the empirical evidence of the corporate 

governance systems on the insurance firms that are domiciled in Kenya. This section 

further focuses on the corporate governance theories, determinants of corporate 

governance practices and later the empirical literature review. The empirical literature 

framework includes scholarly done studies and theories with the aim to ascertain the 

impact of the corporate governance practices on the financial performance among the 

insurance firms operating in Kenya. The conceptual framework depicts how the 

independent variable affects the dependent variable. 

2.2 Theoretical Review 

This theoretical review deals with three major capital markets theories. The main purpose 

of this literature review is to identify and examine what has been done by other scholars 

and researchers in relation to the effect of Corporate Governance on the financial 

performance of insurance companies in Kenya. The section will look at three major 

theories which include stewardship theory, agency theory and Stakeholder Theory. 

 

2.2.1 Stewardship Theory 

Arthurs (2003) found out that the theory was developed to addresses the underlying 

agency theory assumption the risk appetite of the shareholders and the managers is 

different. Agents tend to concentrate their deeds on themselves to mitigate their own risk 

without taking into consideration the risk appetite of the principals. The stewardship 

theory indicates that there is an alignment between the interests of shareholders and the 

managers who run the company. This is because managers who act as stewards believe in 

ensuring that whatever they undertake is for the best interest of everyone involved. 

Actions that benefit the company and the shareholders are put in the forefront before 

individual interests are considered.  
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Stewards of the company’s resources and assets should ensure that they are well 

protected. The managers should safeguard all the shareholders resources by ensuring that 

they engage in the most profitable business that maximizes the shareholders wealth. The 

company’s employees should work with the goal of benefiting the company at large. A 

steward’s behavior is not supposed to deviate from the organization goals but should be 

in alignment to what the organization believes in. Stewards are expected to iron out the 

difference between the different stakeholders within the organization and other interest 

groups. The theory aims to reinforce a strong and good relationship between the 

managers and owners by ensuring the success of the firm is guaranteed (Clarke, 2004). 

 

This underlying assumption of the interest of everyone comes against the individualistic, 

opportunistic and selfish that ensures an all-inclusive kind of leadership. Stewardship 

theory also emphasizes on the need of individuals to not act based on self-interest but for 

the common interest of the organization performance. Using this theory prepositions in 

the study, managers should not be motivated by personal goals and aspirations but by the 

general interests of the organization performance (Wesley, 2010). This theory will be 

useful in the study in assessing how the board decisions helps the in safeguarding the 

interest of the company. The board makes decisions on who is hired as the executive 

employees based on whom they feel will be a good steward and will drive the company’s 

performance. The bottom line is that stewards should maximize shareholders value as 

reflected by the firm’s performance.  

2.2.2 Agency Theory 

Jensen and Meckling (1976) came up with the theory proposing that the interest of 

management and shareholders interest will always conflict since managers put priority to 

their interest at the expense of firm owners. As a result agency costs are incurred to 

reduce the conflicts between management and shareholders. Agency theory depicts that 

the shareholders and the company executives who run the company have a special 

relationship. Shareholders delegate the managing of the company to the executive and 

non- executive directors and senior managers who act as the agents to the shareholder 

(Clarke, 2004). The investors have appointed the management as principal to act at best 

of their interest and provide them with all information required about the company. 



 
 
 
 
 

13 
 

Daily, Dalton and Cannella (2003) concluded that there are majorly two factors that 

influence the predominance of agency theory. One, is the theory being a simplified theory 

that deals with two participants in the organization who are the owners and the 

executives. Two, agency theory says that executive management in organizations can be 

seen to have interests in the organization. In the application of the agency theory, 

shareholders who are the owners expect the management to make decisions and act to the 

investors interest to improve performance. However, the management are likely to make 

decisions that favor them at the expense of the interests of the principals (Padilla, 2000).  

 

Agency problem normally arises from the conflicting interest among the principal and the 

agents. The agency problems that occur when the ownership and control is separated in a 

principal-agent relationship as concluded by (Davis, Schoorman & Donaldson, 1997). In 

agency theory, the agent can be led by to self-interest, look for opportune scenarios and 

not putting the interest of the principal in the forefront. Agency theory was developed to 

minimize the agent- principal conflicts to ensure wealth maximization (Bhimani, 2008). As a 

way to compensate management they are given incentives in order to minimize the 

conflicts of interest. Bebchuk (1999) suggests that where ownership concentration is high 

wrong use of the company’s resources by the majority owners be evidenced with little 

consideration to the minority shareholders and hence ownership and control should be 

separated. Holmstrom and Milgrom (1994) argued that while providing managers with a 

fluctuating incentive payment based on performance, the agents tend to focus on the low 

risk projects with high returns. This may provide an assessment that is fair, but it may not 

prevent management misconduct.  

 

In this study the theory will be helpful since in the organization there is an agency 

relationship existing when the shareholders appoint the management to perform duties in 

the firm on their behalf (Ross, 1973). The CEO duality aspect will come into play where 

the management is appointed by the shareholders and hence the CEO cannot be the 

chairman of the board due to the agency relationship principles. The theory will be of 

great help in evaluating how CEO duality affects performance.  Board independence also 

will be evaluated using the concepts of this theory. The shareholders transfer the role of 

making company decisions to the management who should make sound decisions that do 
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not harm the shareholders. An agency problem erupts when the appointed management 

and board works on its best own interest contrary to the goals of the shareholders. In the 

securities market the shareholder expects management to perform effectively by 

increasing the shareholders wealth. According to Berle and Means (1932) managers are 

accountable and should report to shareholders of the expected earnings. The theory leads 

to agency costs which must be monitored in order to ensure the strong financial 

performance is achieved. The incentives provided to management must be in alignment 

with the company’s performance. 

 

2.2.3 The Stakeholders Theory 

Wheeler, Fabig and Boele (2002) proposed that stakeholder theory is a mixture of both 

the social and organizational behavior disciplines in a company’s operations.  A 

stakeholder is viewed as a group or a person who affects or is affected directly or 

indirectly by the activities undertaken by the organization. Stakeholder theory researchers 

advocate that in an organization manager have a number of relationships whom they owe 

a duty of responsibility. Examples include the suppliers, employees, government, society, 

debtors, shareholders and business partners among others. This group of network who are 

mostly outsiders are also very important other than the manager, employee and owner 

relationship as is the case in the theory of agency. Sundaram & Inkpen (2004) argues that 

stakeholder’s theory main focus is to address the group of people who are affected by the 

decisions of the management indirectly making them to deserve the management’s 

attention in decision making. 

 

The stakeholder theory depicts that an organization is a social interaction composed of 

various stakeholders with various need that must be attended. An organization is 

perceived as the place where stakeholders network and meet in order to exchange 

services, information, influence and other resources (Mersland & Strøm, 2009). Thus, 

according to Harrison, Bosse and Philips (2007) an organization creates value when the 

needs of the firm’s key stakeholders in a win-win scenario are met by attending to the 

interests of all their stakeholders - not just their shareholders. According to Freeman and 

Harrison (1999), stakeholders are a group of people or organizations or an individual who 
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has the power to affect or be affected by the involvement of the organization's vision. 

This is an individual or a group that are affected in a positive way or impacted negatively 

impacted by the undertakings of an organization.  

 

This theory will be important in evaluating the board committees since various boards are 

charged with different responsibilities to different stakeholders. The board committees 

address various issues and various groups in the organization. These stakeholders can be 

distinguished in terms of the magnitude of influence, their interest and their location. 

Hence looking at the various board committees and their contributions to financial 

performance the theory principles will have great importance in addressing the various 

groups. In terms of effect two categories of stakeholders can be identified as primary and 

secondary stakeholders. Primary stakeholders are people who are affected in a direct 

manner either with a positive or negative effect by the actions of the organization. Their 

continued participation and involvement in the organization is very important to ensure 

business continuity in an organization. Jawahar and MClaughlin (2001) identified 

primary stakeholders as the customers, investors, shareholders, employees and suppliers. 

Secondary stakeholders are the groups, individuals or organizations which can indirectly 

affect or be affected by the organization's actions. A number of theories have been 

advanced by various scholars on the stakeholders’ organization relationship. 

2.3 Determinants of Financial Performance 

The corporate governance component that determines the financial performance of the 

insurance companies are discussed below. 

2.3.1 Corporate Governance 

Research has proved that good corporate governance does indeed pay huge returns 

(Eisenhofer, 2010). However there have been different results on the impact corporate 

governance has on the performance of the organizations in context. The returns of 

organizations practicing sound corporate governance are normally higher than the 

companies that have neglected good corporate governance in running their affairs  The 

firms market valuation is affected to a large extent by the corporate governance practices 

put in place Zahra and Pearce (2009) concluded that portfolios that performs well are for 

companies with very superior corporate governance measures where as poor corporate 
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governance leads to non performing and undesirable portfolios. Companies with higher 

governance ratings enjoy higher profits and returns. 

 

High sound governance scores enjoy low cost of capital because investors and lenders 

assume the low risk.  The level of investment in companies with good corporate 

governance practices is higher than while poorly governed companies have very low 

returns for their investments. However, Clark (2007) argued that in some developing 

countries the corporate governance advocacy was yet to penetrate and hence the 

investment decisions in such countries is affected by completely different factors other 

than corporate governance practices.  

 

The annual reports issued by most companies always relay information about their board 

structures and other corporate governance disclosures. The financial reports in the 

financial statements can be related to the corporate governance of that particular 

company. When a firm has a good financial performance, the managers can be allocated 

incentives in order to improve the corporate governance disclosure quality in order to 

showcase the corporate governance systems put in place for the outstanding performance.  

On the other hand, when a company records a poor financial performance they should 

invest in a quality corporate governance mechanism in order to boost shareholder’s and 

investor’s confidence by assuring them systems are in place to improve the performance 

in the new future. A more detailed information on corporate governance gives the 

manager san upper hand to support their remuneration and job security and to be a signal 

to gain the investor’s confidence (Jensen & Murphy, 2011) .  

2.3.2 Size of the Company 

In setting the corporate governance systems an organization is likely to incur costs, due to 

this fact most large firms have better corporate governance practices due to their large 

pool of resources. The economies of scale allow large firms to invest in large board size 

and strong internal control systems which make them perform well financially.  During 

financial reporting and setting up good disclosure system a firm will incur financial costs, 

most of which are of a fixed component and are easily borne by larger firms.  When it 

comes to sophisticated and complicated business structures which most large firms have 
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they require good corporate governance structures. Large firms should have great 

corporate governance structures to ensure increased profitability and business 

sustainability. The characteristics of the board committees in large organisation impact 

the quality of corporate governance (Castello & Ozawa, 1999). 

 

Bigger firms have the advantage to diversify their operations in order to gain an 

advantage over small firms. Larger firms also have the advantage to buy on large scale 

earnings great quantity discounts and therefore reducing the unit cost of production which 

consequently lowers the sale price unlike small firms. Larger firms also have the 

capability of employing exemplary human resources that can boost the performance of 

the firm (Penrose, 1959).  

 

Small firms on the other side have less agency problems and a flexible non-bureaucratic 

structures which are critical in changing business environments (Yang and Chen, 2009). 

Small size of an organization may significantly affect the capacity of the managers to 

implement strategies crucial to the organization thus posing a challenge to the going 

concern nature of the organization (Armstrong et al., 1998). Lack of economies of scale 

by small firm significantly affects their performance in sectors where they have to incur a 

lot of fixed and sunk costs. In addition their ability to hire few competitive human 

personnel may also affect to a large extent the firms’ procurement options.  

2.3.3 Investment 

Investment policies comprise of asset allocation policy, and the extent to which the 

selected asset classes are to be actively managed.  A company should set a written 

statement and actively observe the overall investment policy. The level of investment has 

an effect on the financial performance of a firm. When the firm is making investment 

decisions it should evaluate how the cashflows of the firm affects both the balance sheet 

and the statement of financial performance. The policy should as a minimum have clear 

investment objectives, a strategic asset allocation, sound risk management process, 

procedure for selection and monitoring of fund managers; and a procedure by which the 

governing body will be reviewing the effectiveness of the policy (OECD, 2009).  
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In the investment decisions the asset allocation decisions determines how well the 

investment portfolio’s (Brown, Garlappi and Tiu, 2010). The investment can either be 

long-term or short term in nature. When making the decision on the duration of the 

investment the finance committee should evaluate the implication. The decision on how 

the assets are allocated affects the level of the returns on the investment. The investment 

size affects the financial performance and the yields of that particular investment. 

Investments funds that are large in size have the advantage of the economies of scale and 

a huge scope making them more efficient in relation to firms that are small in size. 

However when investment funds become more and more larger, there is likelihood of 

some inefficiencies that may cause inferior financial performance (Majumdar, 1997). 

2.4 Empirical Literature Review 

Maina (2005) examined the effect of board composition on firm's performance in 

companies quoted in the NSE for a period of ten years starting from 1994 to 2003. The 

primary data was gathered by the use of a questionnaire through interviews while 

secondary data was also utilized and a multiple linear regression model was used to 

analyze the data gathered. Performance was evaluated and analyzed using return on 

equity and Tobin's Q while elements of board composition practices included board 

independence, audit committee independence, CEO duality and directors from financial 

institutions. No significant relationship between firms' performance as measured by ROE 

and board composition variables was found She also documented that the most popular or 

preferred board mix consists of an average of 8 members in size, 70% non-executives and 

no CEO duality. The study used ROE to evaluate performance which might not give the 

overall performance view of the firm due to funds sourced from other avenues. 

 

Aduda (2011) in his study to evaluate the interaction between the executive compensation 

and financial performance variables on the nine commercial banks listed at the NSE as at 

December 2008. He did a census survey which employed secondary data gotten by 

examining the financial statements of the banks included in the study. Multiple regression 

model was used to do the analysis using SPSS to analyze the data. The researcher 

concluded that there is a negative relationship that was not significant between executive 

compensation and performance of commercial banks in Kenya. He indicated that in 
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commercial banks with large size, size is a key criterion in deciding the level of executive 

compensation. The researcher also found that there is need to monitor the executive 

compensation practices for the smaller banks to protect the larger shareholders who are 

also the bank directors. This ensure the returns and smaller owners of the bank are well 

protected. The study considered only executive compensation as the only drive of 

financial performance which is a very rare scenario considering that financial 

performance is affected by various other factors. 

 

Opanga (2013) sought to establish how the number of directors, number of resolutions 

passed in general meetings, number of committees and the frequency of holding meetings 

affect the insurance firms’ financial performance in Kenya. An 80% sample of the 45 

insurance firms in Kenya during the period of 2010 – 2012 was used in the study. The 

study established that the number of board committees, board meeting frequency, number 

of resolutions passed in an AGM and number of board of directors all are positively 

correlated with financial performance. The study assumed that the number of resolutions 

passed in a general meeting had an effect on the financial performance without 

considering that some resolutions passed may not even affect the firm’s performance in 

any way. 

 

Chepkosgei (2013) studied the influence of board composition on financial performance 

of 43 commercial banks in Kenya for the period 2005-2009. Findings of the study 

revealed that board size, average tenure, ratio of female directors, occupational 

experience of the directors and ratio of non-executive could significantly predict only 

ROE and ROA.  The researcher also concluded that previous corporate governance 

researches did not give a clear evidence on the role of independent directors in improving 

financial performance. However, the researcher did not give a clear recommendation on 

what is the best board composition for optimal financial performance to the firms. 

 

Murage (2010), in his research on the impact corporate governance systems on the 

financial performance of Parastatals in Kenya concluded that large boards enhanced 

corporate performance.  Further to his research when the board of directors have many 

non-executive directors the value of a firm improves significantly. While the CEO duality 
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impact was not significant on the financial performance measure of ROA, in his study, it 

had a positive relationship with financial performance in conflict with other studies. 

When it comes to governmental organization it is not easy to determine how much such 

organization makes due to the fact that the nature of activities are not purely profit 

making and hence performance measurement using ROA could be challenged. 

 

Khan and Awan (2012) also undertook a research study investigating the effect of board 

composition on a firms’ performance in Pakistan. Population of the study comprised 100 

firms that form the stock exchange index and a sample of 91 firms obtained. Secondary 

data was used in the study and regression analysis undertaken. Levene’s test and t tests 

were undertaken to test the significance of the model and relationships identified. The 

study findings indicate that the firms with independent board members have greater 

financial performance. This study supports the agency theory which calls for board 

independence. However the study narrowly focuses on only one parameter of board 

composition which is the board independence to analyze performance hence ignoring 

other corporate governance components that may affect the performance of a firm. 

 

Marimuthu (2009) empirically examined the impact of the diversity in demographics of 

the companies’ boards and how the firm’s financial performance is affected. The research 

used secondary data gathered from the Top 100 Malaysian non-financial listed companies 

between the year 2000 and 2006. Diversity in demographics was analyzed based on the 

difference in ethnicity and the gender diversity while the financial performance was 

measured by return on assets and return on equity. The ordinary least squares regressions 

were employed to carry out the data analysis for the research. The results found a 

negative correlation between the board diversity and financial performance although 

ethnicity proved to impact the financial performance significantly. The study should have 

made a recommendation on the characteristics of the diversity of the boards that made 

more contribution to the financial performance and the motivation behind it. 
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2.5 Conceptual Framework 

 

The following conceptual framework represents how the components of corporate 

governance affect the insurance firms financial performance. The interactions between 

the independent variables and financial performance can be conceptualized as depicted 

below.  
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2.6 Summary of Literature Review 

The stakeholder’s theory, agency theory and stewardship theory have had a key role in 

explaining the delicate nature of the corporate governance issues.  The theories have 

critically evaluated how corporate governance has developed and how the common 

practices have evolved particularly the relationship that exists between management and 

the shareholders. The board composition, board committees and board size have been 

identified as the major corporate governance influencers on the financial performance. 

The conceptual framework shows the linkage between corporate governance practices 

and the financial performance. The empirical studies identified various results of the 

effect of the corporate governance practices on the financial performance. The empirical 

literature studies were done in Kenya and in other countries showed some conflicting 

relationships.  
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CHAPTER THREE: RESEARCH METHODOLOGY 

3.1 Introduction 

The section evaluates the research design, population, sample design, data collection, and 

data analysis. The chapter also discusses the research methodology put in place in order 

to realize the objectives of the study. It further discusses the data collection method and 

the ways through which the data was analyzed. 

3.2 Research Design 

The research adopted the descriptive research design. Descriptive research design mostly 

involves observation of trends as a means of collecting data. It is a formalized and well-

structured method with well stipulated hypotheses and investigative questions hence 

provide a detailed and highly accurate picture (Walliman, 2011). Descriptive design 

allows discovery of associations among different variables in order to determine if the 

variables are independent and if they are dependent to identify the relationship strength or 

magnitude. The study dealt mainly with the quantitative data to determine the financial 

performance. Also, qualitative approaches was incorporated to measure the non 

quantitative variables and provide more insights and comprehension of the results from 

the quantitative data. The design was used considering the type of data and the analysis 

that was carried out. A descriptive study is concerned with identifying the frequency on 

which a particular scenario occurs and how the variables relates with each other (Cooper 

& Schindler, 2003). 

3.3 Population 

The population constituted all the 49 insurance companies operating in Kenya as at 

December 2015 (See Appendix 1). The companies are divided into two categories; 

General Insurance and Life Assurance Companies. The feedback from these companies 

was used in the analysis of the corporate governance components in the insurance 

industry and hence analyzed the influence of these components on the performance of the 

Insurance Companies. The population of this study included 49 insurance companies 
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under the Insurance Regulatory Authority. In the research a census of all the 49 insurance 

companies was carried out. 

3.4 Data Collection 

The study used secondary data. The secondary data gathered from the insurance 

companies annual reports and the audited financial statements from 2011-2015. The data 

comprised of both financial and non-financial information of the insurance companies in 

a period of five years that was used to gather the corporate governance practices and 

analyze the financial performance. The information contained in the company’s annual 

reports shed light on the organizational systems  the corporate governance practices for 

the period under review. 

3.6 Diagnostic Test 

Reliability and validity tests were used as the key determinants for soundness of the 

research instrument. According to Kothari (2004), validity indicates the degree the 

instrument chosen is right and measures the correct thing what it is supposed to measure 

on the other hand reliability measures the degree the measuring instrument provides 

results that can be replicated and are consistent. 

 

Multivariable analysis was used in the research since the multiple predictive variables are 

considered to estimate the association with study measurements. The predictive variables 

are uncorrelated hence multi-collinearity tests was performed using the regression 

analysis.  T tests for individual coefficients was performed while F test was used to 

confirm that the model is adequate to predict the financial performance (y). 

3.7 Data Analysis 

Regression analysis was used to establish the linear relationship that exists between 

corporate governance and financial performance of insurance companies in Kenya. The 

research used tools which include MS Excel and Statistical Package for Social Studies 

(SPSS) to analyze the data. According to Healey (2011), descriptive statistics enables the 

researcher to condense large quantities of data using methods that are understandable to 

the observer. Both linear regression and correlation analyses was used to assess the 
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hypothesized relationships between the independent and dependent variables. R- squared, 

adjusted R-squared, F statistic the Analysis of Variance (ANOVA), and beta coefficients 

and their p-values will be used to interpret the inferential results. 

 

3.7.1 Analytical Model 

The model used multiple independent variables which are the corporate governance 

practices to establish the relationship with the financial performance. Multiple regression 

analysis assisted in critically defining the relationship between corporate governance 

practices and financial performance. The board composition, board size, board 

committees and CEO duality all affects the financial position  and were analyzed using 

the multiple linear regression equation shown below. Since the corporate governance 

variables are all measurable in a particular organization because the are likely to be 

present at the same time and hence evaluating them using a multiple regression linear 

equation is deemed appropriate. 

 

The model for the study will be as follows:  

𝐘 = 𝛃𝟎 + 𝛃𝟏𝐗𝟏 + 𝛃𝟐𝐗𝟐 + 𝛃𝟑𝐗𝟑 + 𝛃𝟒𝐗𝟒 + 𝛃5𝐗5 + 𝛃6𝐗6   𝛆𝐭 

Where:  

Y = Financial Performance determined by return on assets (ROA); 

Where  

ROA =   Net profit   X 100% 

             Total Assets 

β0 = Constant;  

β1 - β5= regression coefficients; 

 X1=Board composition as represented by the ratio of the number of executive and non-   

executive directors 

 X2=Board size as represented by log of the total number of directors 

X3=Board committees; Measured by the total number of the board committees in a             

company 

X4=CEO Duality; measured as Yes = 1, No =0 
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The control variables include:  

X5 = Firm Size, measured as the Log of the total Assets 

X6 = Age of the Firm, measured using the Log of the length of time the company has 

been in operation 

εt = Error term; 

 

3.7.2   Test Of Significance 

The t test was used to determine whether each individual variable was significant in 

explaining the financial performance of insurance companies. A 5% level of significance 

was used. The model was a viable method to apply in this study keeping in mind 

assumptions of multicollinearity, normality and linearity. All the assumptions were tested 

statistically using Statistical Package for the Social Science (SPSS) 
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CHAPTER FOUR: DATA ANALYSIS, RESULTS AND DISCUSSION 

4.1 Introduction 

This chapter covers the results, data analysis and discussion of what was found out in the 

research on the effects of corporate governance components and financial performance of 

firms in Kenya. This chapter concludes with the interpretation of data and summary of 

the findings. The independent variables that is board composition, board size, board 

committees, CEO duality were evaluated. The control variables included in the study 

were the age of the firm and the size. Financial performance was measured using ROA. 

4.2 Response Rate  

The study was targeting 49 insurance companies with operations in Kenya. Secondary 

data was collected from the financial reports/statements and annual reports of all the 

insurance firms. Data about the board composition, size of the beard, board committees 

and CEO duality from the 49 insurance companies was gathered and analyzed.  

4.3 Descriptive Analysis 

This section discusses the descriptive results of the study including measures of central 

tendency, skewness, maximum and minimum and standard deviation. The section also 

explains the characteristics of corporate governance factors that affect the financial 

performance of insurance companies in Kenya. From the analysis of descriptive statistics 

the finding clearly reveals that return on asset has a mean of 1.665 with a maximum of 

10.521 and minimum of -16.281 and standard deviation of 0.898, board size has a 

weighed mean of 0.875 maximum of 1.08 and minimum of 0, board composition 

weighed mean of 0.25, maximum of 1 and minimum of 0 and standard 6.29 deviation of 

0.04. 

 

The study revealed that in all the insurance companies surveyed, the chairman of the 

board was a different person from the CEO of the company hence refuting the CEO-

Chairman duality theory. 
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Table 4.1:  Descriptive statistics 

  

 N   Minimum Maximum Mean Std. 

Deviation 

Variance Skewness Kurtosis 

ROA 49 -16.89 10.52 1.67 6.29 39.55 -1.26 1.07 

Board 

composition 

49 0 1 0.25 0.04 0.06 2.26 4.42 

 

Board Size 

49 0 1.08 0.88 0.18 0.03 -2.69 11.34 

Board Committee 49 0 4 1.22 0.8 0.64 2.39 5.76 

CEO duality 49 0 0 0 0 0 0 0 

Firm size 49 0.60 7.77 

 

5.25 1.73 

 

2.99 

 

-0.74 

 

-0.01 

 

Age of the firm 49 0 2.02 

 

1.36 

 

0.46 

 

0.22 

 

-1.41 

 

1.87 

 

 

Source: (Researcher, 2017) 

4.4 Correlation 

Correlation analysis looks at the existing relationship between two or more variables 

likely to be either strong or weak correlation. The correlation an also be positive or 

negative correlation. Four independent variables and two control variables were 

generated to see how the variables correlates to each other. The correlation matrix is a 

very important indicator that is used to test the linear relationship, amongst the variables. 

The matrix also assists to determine the strength of the various variables i.e. strength of 

the relationship between the dependent variable i.e., performance (return on assets) and 

the independent variable 
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Table 4.2: Correlation analysis  

 

 

  

Board 

compositio

n 

Board 

Size 

Committee

s 

CEO 

Duality 

Firm 

Size 

Age of 

the 

Firm ROA 

Board  

Compositio

n 1 

      Board Size 0.148 1 

     Board 

Committees -0.169 0.218 1 

    CEO 

Duality 0.000 0.000 0 1 

   Firm Size -0.010 0.050 -0.097 0 1 

  Age of the 

firm -0.016 0.203 0.148 0 0.025 1 

 ROA -0.292 0.076 -0.069 0 -0.219 0.280 1 

 

Source: (Researcher, 2017) 

 

From the results there is a positive relationship between board size and board 

composition (0.148), board size and board committees (0.218) and firm size and age of 

the firm (0.025). Whereas a negative relationship exists between: Board committees and 

ROA (-0.069), board composition and ROA (-0.292) and firm size and ROA (-0.219). 

4.5 Regression Analysis 

The corporate governance components i.e duality of the CEO, size of the board of the 

directors, composition of the board of directors, board committees and age of the firm 

and size of the firm were analysed. An analysis on multiple regression was carried out to 

determine how the variables relates with each other as indicated under Appendix 2 
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Table 4.3: Regression Analysis and ANOVA 

 

Model Sum of sq Df Mean Sq F Sig 

Regression 108.792 
 

6 18.132 9.058 0.000 

Residual 478.478 

 

239 2.002   

Total 587.270 

 

244    

 

ANOVA table shows results of analysis of variance which includes the regression and 

residual values, degree of freedom (df), sum of squares, mean square, regression and 

gotten from regression analysis. From the above table 4.3, the mean square calculated as 

the sum of squares over the degrees of freedom was 18.132. The F static calculated as the 

regression mean square divided by the residual mean was 9.058. Degree of freedom df, 

was 4.00. Statistically, the analysis of variance, F-Ratio is 0.249. The results show that 

corporate governance has no significant effect on performance (p < 0.05).  
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4.5.1 Regression Analysis and equation 

Table 4.4 Regression Analysis and equation 

 

 

 

Source: Researcher (2017) 

 

From the results obtained as shown in Table 4.4, the equation  

Y = β0 + β1X1 + β2X2 + β3X3 + β4X4+ β5X5 + β6X6 + ε)  

This means 

Y= -2.284+ 0.450X1 +2.546X2+ 0.613X3 +1.628X5 +3.891X6  
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From the above regression model on corporate governance and financial performance, 

this study shows that a unit change in board composition holding other factors constant, 

financial performance measured by ROA will increase by 0.450, a unit change in board 

size holding other factors constant would change the financial performance of the 

insurance companies by a factor of 2.546. A unit change in the number of board 

committees other factors in the insurance companies being constant would increase the 

financial performance by a factor of 0.613.  

 

The study was conducted at a significant level of 5%. TO test if the independent variables 

were significant or not significant for the model, the figures were compared with the 

resulting probability value and α=0.05. When the probability value is less than α, then the 

predictor variable is significant if not the model is considered not significant.  In this 

study the independent variables were significant in the model since the probability values 

were found to be not more than α=0.05 

Table 4.5: Model Summary 

 

Model  R  R2  Adjusted R2 Estimate  

Std. Error  

 

1  0.729  0.532  .512  .37489  

Source: researcher, (2017) 

 

 

Coefficient of determination is used in this study in order to determine the fitness of the 

model. The multiple coefficient of determinations the adjusted R2, shows the percentage 

variance of the dependent variable which can be uniquely explained by the independent 

variables. The average adjusted coefficient of determination (R2)  obtained was  0.512 

and which implied that 51.2% on the variations financial performance is explained by the 
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independent variables understudy board composition, board size, board committees, CEO 

duality, Size of the firm and the firm age.   

4.6:  Test of significance 

 

4.6.1 Test for linearity 

 

From the regression equation derived during the regression analysis the 

equation showed that a linear relationship exists between the independent 

and dependable variable. The equation also shows a constant value that 

exists in the absence of the independent variables. 

4.6.2 Test for Normality 

 

The P value was used to test for normality. Normality doesn’t exists when 

the p value is less than or equals 0.05. This means that at a 95% confidence 

normality doesn’t exist. From the study the independent variables were not 

normally distributed. 
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4.6.3 Multicollienarity Tests  

 

Table 4.6: Diagnostic Tests 

 

 

 

Constant 

Board composition 

Board size 

Board Committees 

CEO duality 

Firm size 

Firm Age 

                 Collinearity Statistics                                                                     

 Tolerance                    VIF                                                                                                                        

 

 

0.505                          1.980 

0.393                           2.348 

0.717                           1.395 

 

0.641                            1.560 

0.524                            1.735 

Source: Researcher, 2017 

 

The table above also shows multicollinearity test. The major reason of this test was to 

establish whether any correlation among independent variables was found or not. An 

adequate regression model should be free from correlation between variables. The 

variables should not be orthogonal that is the independent variable should have a zero 

correlation with other independent variables. Multicollinearity is observed from the 

correlation matrix by looking at the independent variables on the value of variance 

inflation factor (VIF).  When the VIF value is below 10 and the tolerance value rises 

above 0.1, this is translated to mean that no multicollinearity amongst the independent 

variables exists. From table above, the tolerance values and VIF values for each variable 

were as shown. This means that when the VIF value < 10 and tolerance value > 0.1, then 

multicollinearity does not exist. 
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4.7 Interpretation of the Findings 

 

 In summary, this study observed that implementation of proper corporate governance is 

an important element in the financial performance. The regression equation revealed that 

Board Composition, Board Size, CEO duality, board committees, firm size and firms age 

while at a constant of zero, financial performance of companies would stand at -2.284. 

An increase in Board composition leads to increase in ROA of insurance companies by a 

factor of 0.45, an increase in Board size would lead to increase in ROA by a factor of 

2.456, a unit increase in board committees would lead to decrease in ROA by a factor of 

0.163, any change in CEO duality will not have an effect on the financial performance.  

 

When the control variable of the firm size unit increases it would lead to increase in ROA 

by a factor of 1.628 while a unit increase on the age of a firm would lead to 3.891 

increase on the ROA.  

 

The results in table 4.3 shows, the goodness of fit as indicated by the coefficient of 

determination R² with value of 0.512. This means that independent variables explain 

51.2% of the variations that affect the financial performance. 48.8% of variations are 

brought about by other factors that exist in the industry. The results indicate that the 

model had an F-ratio of 9.058 which was significant at the 0.00 level of significance. This 

implies that the overall regression model is statistically significant and can be used for 

prediction at level of significance of 0.05. From the analysis the independent variables 

used are statistically significant in predicting financial performance of the insurance 

industry. 
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CHAPTER FIVE: SUMMARY OF FINDINGS CONCLUSION AND 

RECOMMENDATIONS 

5.1 Introduction 

In this chapter we identify and discuss the significant data discoveries, the inferences 

drawn from these research findings and the recommendations made. It’s important to 

note the overall inferences or deductions made from this report including the propositions 

drawn were made from studying the relationship between corporate governance and 

financial performance of insurance companies in Kenya. 

5.2 Summary of the findings 

The objective of the study was to establish if corporate governance has an effect on 

financial performance of the insurance companies in Kenya. Corporate governance was 

aspects that the study focused on were: board composition, board size, board committees 

and the CEO duality. It was established that the board size for the insurance companies 

was mainly between 6-12. This is a sufficient number as per the requirements by the 

Insurance Regulatory Authority which is the regulatory body of the insurance companies 

in Kenya. The findings of this study show that good corporate governance practices have 

a positive but insignificant effect on the performance of the insurance companies in 

Kenya.  

 

The Coefficient of Correlation and regression analysis were used to find the relationship 

between the variables to be measured i.e. corporate governance practices and financial 

performance of insurance companies in Kenya. The study focused on the board 

composition by comparing the number of executive directors compared to the non- 

executive directors. It was found that the number of executive directors were fewer in the 

boards ranging from 1-4 in most boards. The board size was also evaluated, and the 

findings were that the optimal board size in most companies was 5-13 directors. The 

board committees in most companies were 1-4 committees. In all the insurance 

companies there was no CEO duality since most companies have the CEO and chairman 

as different persons. 
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The study found that independent variable i.e. board size and the age of the firm, have a 

positive effect on the financial performance of the insurance companies in Kenya. There 

is also a positive effect of board composition, board committees and the size of a firm on 

the financial performance of insurance companies in Kenya. However, it’s important to 

note that CEO duality had no effect on the ROA since CEO duality did not exist in all the 

insurance companies. From the findings, there’s a significant relationship between the 

dependent variables and independent variables. The p-values of the independent variables 

depicts that there’s relationship that exist. But the p-value varies and the one with the most 

significant factor is board size (0.36). The study found that the board size was the most 

influential factor followed by board committees and then board composition.  

5.3 Conclusion 

The relevance of corporate governance cannot be over-emphasized since it constitutes the 

success of a company on how it is well managed. Corporate governance brings new 

outlook and enhances a firm’s corporate competitiveness. The study examined the effect 

of corporate governance on the financial performance of insurance companies in Kenya 

by using ROA as the performance measure. The regression results show further that the 

direction and the extent of firm’s performance is dependent on the predictors being 

examined. Results show that large corporate practices, policies and rights of shareholders 

enhance corporate performance and that when such factors are capitalized, it enhances 

firm value. 

 

Findings on the relationship between corporate governance variables and ROA indicated 

significant negative relationship. Board composition plays a crucial role in the financial 

performance of the company. If a firm has more non-executive directors on its board will 

perform better than one that does not. On the board size, a smaller is more preferable to a 

larger one. Board composition (Ratio of executive directors against total board members) 

had a negative relationship to the ROA of the firms and thus firms should increase their 

boards’ composition for better corporate governance. 
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Also noted from the empirical evidence gathered from this study is mixed and gives little 

evidence for the shape of an optimal governance structure. One explanation is that the 

existing theories have not been sufficiently complete to include all major determinants of 

good corporate governance. Perhaps there will be no optimal governance structure 

because no two firms, two markets, two legal regimes or two authorities that are exactly 

the same, resulting in highly complex issues of corporate governance. Ultimately 

corporate governance is determined by a combination of the above factors and their 

dynamics. The way forward is examining corporate governance for insurance firms in 

Kenya, perhaps might be increasing the focus on Shareholder interests and concerns, 

rather than trying to find some specific mechanisms which are universally applicable for 

effective corporate governance. 

5.4 Recommendations 

From the findings on the effect of board size on financial performance which was negative 

and for boards to be effective in performing their roles, there is need to review the 

numbers of board members to avoid having large boards. Smaller boards were found to 

be more effective. 

 

On the firms’ board composition, the firms should increase their number of non-

executive directors against total board members as well as gender as this would ensure 

compliance with better corporate governance principles and this would lead to a better 

financial performance.  

 

Insurance companies should develop training programs for their managerial personnel, as 

well as for board members, aiming at improving and advancing their corporate 

governance practices in the light of OECD principles. 

5.5 Limitation of the study 

The results of this study were limited to the 49 insurance companies without considering 

other financial institutions like banks. The study only focused on few corporate 

governance variables that influence financial performance. Corporate governance 

practices were limited to board composition, board size, board committees and CEO 
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duality. Other variables such as role of audit committees, remuneration committees, risk 

management committee, number of board meetings, board diversity and non-executive 

directors were not considered. The study did not consider any other factors that inevitably 

affect performance regardless of corporate governance such as Political, environmental 

and social-economic and technological 

 

Other factors responsible for financial performance such as competitiveness, government 

policy, inflation rates and customer demand were also not considered. The study also 

focused on one financial measurement to evaluate the financial performance. The focus on 

only ROA as the main determinant of financial performance is not adequate for evaluation 

5.6 Suggestions for Future Research 

This study has examined effect of corporate governance on the financial performance of 

insurance companies in Kenya. Studies should be carried out in another industry using 

the same variables to find out if the same results would be obtained. This will be of value 

in assisting researchers and ascertain whether it can be summarized to give one general 

conclusion on how corporate governance affects financial performance especially in 

Kenya. 

 

The study used six variables as the measures of corporate governance in determining 

financial performance and these were Board composition, CEO duality, board 

committees, size of company, age of the company and board size. Further studies in 

determining the relationship between corporate governance and financial performance 

should use other variables such as the board diversity, board meetings board roles, board 

characteristics, executive compensation contingence and board effectiveness. 

 

Future researchers should consider using an interview to gather data so that the emotions, 

behaviors and feelings of the respondents are identified. This will help identify if there is 

any bias in the responses that are provided. 
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APPENDIX  1 

 

List Of Insurance Companies 

1. AAR Insurance Kenya Limited 

2. Africa Merchant Assurance Company Limited 

3. AIG Kenya Insurance Company Limited 

4. APA Insurance Limited 

5. APA Life Assurance Limited 

6. Barclays Life Assurance Kenya Limited 

7. Britam General Insurance Company (Kenya) Limited 

8. Cannon Assurance Limited 

9. Capex Life Assurance Company Limited 

10. CIC General Insurance Limited 

11. CIC Life Assurance Limited 

12. Continental Reinsurance Limited 

13. Corporate Insurance Company Limited 

14. Directline Assurance Company Limited 

15. East Africa Reinsurance Company Limited 

16. Fidelity Shield Insurance Company Limited 

17. First Assurance Company Limited 

18. GA Life Assurance Limited 

19. GA Insurance Limited 

20. Gateway Insurance Company Limited 

21. Geminia Insurance Company 

22. ICEA LION General Insurance Co Limited 

23. ICEA LION Life Assurance Company Limited 

24. Intra Africa Assurance Company Limited 

25. Invesco Assurance Company Limited 

26. Kenindia Assurance Company Limited 

27. Kenya Orient Insurance Limited 

28. Kenya Orient Life Assurance Limited 
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29. Kenya Reinsurance Corporation Limited 

30. Liberty Life Assurance Kenya Limited 

31. Madison Insurance Company Kenya Limited 

32. Mayfair Insurance Company Limited 

33. Metropolitan Cannon Life Assurance Limited 

34. Occidental Insurance Company Limited 

35. Old Mutual Life Assurance Company Limited 

36. Pacis Insurance Company Limited 

37. Pan Africa Life Assurance Limited 

38. Phoenix of East Africa Insurance Company Limited 

39. Pioneer Assurance Company Limited 

40. Prudential Life Assurance Kenya Limited 

41. Resolution Insurance Company Limited 

42. Takaful Insurance of Africa Limited 

43. Tausi Assurance Company Limited 

44. The Heritage Insurance Company Limited 

45. The Kenyan Alliance Insurance Company Limited 

46. The Jubilee Insurance Company of Kenya Limited 

47. The Monarch Insurance Company Limited 

48. Trident Insurance Company Limited 

49. UAP Insurance Company Limited 
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APPENDIX2 : Corporate Governance and Return On Assests 
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