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ABSTRACT 

This is a survey seeking to establish the performance measures for executive 

compensation schemes in public listed companies in Kenya. The study covered a sample 

of thirty-nine companies listed in the Nairobi Stock Exchange under the Main Investment 

Market Segment (MIMS). A questionnaire was administered to all the companies in the 

sample. However only twenty-four companies responded giving a response rate of sixty 

two percent which was considered adequate for the study. 

Attributes of the companies that responded were obtained from the audited financial 

statements covering the period 1998 to 2002. There was no great distinction on the 

attributes of the companies that u e variou perf rmance mea urc . 

From the urvey it i evident that mo t firm u e b th financial and n n finan ial 

mea ure of performance (balanced core card) in de igning e ecutiv c mp '11 ·uti n 

schemes for senior management. The e firm are both local and f reign ' n ~ct. 

It is also evident that growth in earning i the mo l c mm n financial mea ure f 

performance while increase in market hare i them t omm n n n financtal mea ure f 

performance. 

Most companies prefer u ing a umin b. d m • m t I p tit nn: n <.: b ellis<.: th' 

ar m a Ulabl s 11 rlorman . 

' lh ·r for• w an 

in 
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CHAPTER1 INTRODUCTION 

1.1 BACKGROUND 

1.1.1 Goals of the Firm 

Organizations exist to fulfill certain goals. These goals include: maximizing 

shareholders' wealth, growth, survival, social responsibility, ethics, market leadership, 

profit maximization and cost minimization (Pandey 1989). Managers in organizations 

strive to fulfi ll the finance functions with an aim of achieving the goa ls set above. All 

deci ions of an organization are there fore aimed at fulfilling the cho en goa ls. 

Financial management is that managerial activity which i concern d with th planning 

and controlling of the firm 's financial resource . Finance function includ~ : 

• Investment or long term as et mix deci ion 

• Financing or capital mix deci ion . 

• Dividend or profit allocatiOn dec1 1on . 

• Liquidity or short term a set m1 de i i n. 
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This however is normally not the case because the objective of shareholders is very 

different from the objectives of management. This forms the foundation of the agency 

theory proposed by Lambert and Larcker (1985) . 

1.1.2 Principal agent relationship and shareholders' wealth 

maximisation 

The relationship that exists between shareholders and managers is the principal-agent 

re lationship. There is a significant separation between the ownership and control of the 

firm in the modern Limited Company. (Nzomo 1995). This is mainly because as 

organi zations expand and become complex, it becomes difficult for owners to manage the 

firm s themse lves because they lac k the necessary skill s and time to do so. In addition to 

thi s, it i o ften advisable to separate owner hip and control in a world where p ciali zed 

kill lead to more effici nt producti on. 

wners there fore hi re managers who are charged with there p n ibilit f th da t da 

running of the business and making strategic deci ion to rna imize hareh ld r ' ulth 

while the owners are the provider of fund . 

In the shareholders /management - pnncipal/ ag nt relati n hip, there i the agen · 

problem brought about by the divergenc of inter t bet\\ een the ent · nd th' prin ipa l. 

This problem i mainly brought ab ut by th fa 1 th· t . h;m.:h ldtr!> . h: i111 'r ~r 1s tc 

maximiz th ir w alth hil mana m nt ' t i t in 

wealth whi h taketh form 
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(Jensen, 1974 and Williamson 1964). They may, as Jensen (1986) suggests, fail to 

distribute excess cash when the firm does not have profitable investment opportunities. 

Managers also may entrench themselves in their positions, making it difficult to oust 

them when they perform poorly (Sh leifer and Vishny, 1989). All these create conflict. 

To reduce this conflict, which is caused by divergence of interest, owners usually take 

appropriate measures to keep the managers in check. 

The owners therefore introduce checks and balances, which include monitoring costs 

such as audit fees, monthly management accounts, and best compensation packages for 

managers and stringent reporting measures. Consequently, the owner faces a trade-off 

between monitoring costs and forms of compensation that will cause the manager to act 

in the owner's best interests. 

According toWe t nand opeland (19 ), t reduce di erg nc wn r and 

manager need to strike a ba lance that the wner ffcr manager ' the b t 

compensation package to motivate manager to gear their eff rt toward ma imizati n 

of hareholders wealth . 

1.1.3 ugge ted , olution to th agen . probl m 

cvcral way of addressing th agen ) pr blem h 'e been pr p . ~.:d b · \'a ric u aut hers. 

According to Pand y 19 9), om o l th ' , ; . in this pil bk:m in lud~: : 
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• Managers should be made to understand that there exists a threat of take over 

and potential losses of jobs if shares of the firm they are working for are 

undervalued. 

• Owners can also tie management compensation to the company's 

performance through issue of stock options plans. 

According to Lambert and Lacker (1985) the solutions include: 

• Owners can design appropriate executive compensation plans based on 

appropriate performance measures. 

• Having a competitive market for executive labor, which implies that with 

competition for various positions, on ly the be t performers will win. 

• Market for corporate control -(take- over ) tho management team that do 

n t act in the i ntercst of harch lder wi 11 b' tak. n vcr. 

• ' rp rate governance initiative . 

1.1.4 E ecutive ompensation Plans v· a ' 'i gene) onflict 

ompcnsation plans are rc-.: ards given to e. uth e tom ti\ att: them to ma imi. 1.: 

harcholdcr's wealth (Atchin on, Bd hen · · h m . 'l ht.: prima run lit not th~ 

manu m nt nd hareh I 
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• Administrative effectiveness and cost control- The plan should be easy to 

monitor because it is based on objective criteria easily observed by all concerned 

parties and incapable of being manipulated. 

• Internal equity-The plans should be fair to employees of all cadres in the 

Organization. 

• Cost benefit efficiency- The plan should prevent excessive perquisites to 

management and should minimise shirking thus making expenditure decisions 

that benefit shareholders. 

• Tax considerations- The tax efficiency of plans should be compared. If two plans 

are alike in most aspects but one is designed to minimise the tax liability of the 

firm and its management, then its tax efficiency may become the decisive factor. 

• apital accumulation- The plan should have a long horizon to match the 

per pective of the shareholders. Management compen ation hould be tied to 

changes in the shareholder wealth and if po iblc to manag~;ment's p cifi 

c ntributi n t changes in harch ld r wealth. r c ampl 

a firm can under perform relative to it c mp•titi n but still 

increa ·c in share price simply bccau ·e the market went up. 

• Align risks- The plan should attempt to match manag r ·· ri k to that f 

hareholders while recogni ing that hareholder can d1wr 1f a\\ a fr m 

idiosyncratic risk of the firm more ea il ' than manager \\ h have tht.:u human 

capital tied to the firm' future. 

1.1. p s of omp n ation I Hls ' 1 hl m n _l)( ) 
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Bonus plans have a minimum threshold and a maximum payout. For example, pay bonus 

if net income is 10 percent of total capital employed. Maximum bonus cannot exceed 

certain percentage of executive's salary. 

Set backs of bonus plans 

• Bonus plans based on earnings or earnings growth distort investment decision e.g. 

many positive projects lose money during the gestation period. Managers who 

typically are myopically pursuing short-term goals may milk through the firm in 

order to get better bonuses . 

• Bonus plans are inferior from the tax point of view because they are taxable just 

like any other income. 

• Bonus plans have a risk dimension to them in that a bonus is only earned when a 

minimum threshold is exceeded and there is no maximum threshold. 

• Bonus plans al o suffer from a ratcheting effect, that i , if management do not 

reach their target for two year con ecutively , then n b nu i paid f r that 

peri d. Thi create a high ri k of turnover. T di c uragc turn vcr and thu · 

maintain managers, firm are forced to lower the p rformance tandard . 

Executive Share Option Plans (E OP ) 

An executive share option is a call option that gi\'es a manager th right t purcha · a 

given number of shares at a spectfied pri e within p ift d p n d. rding to 

Stewart ( 1998) there are three form of tock b n -

qualified stock option , Inc ntive t k pti n i:Hi 11 ti~ht. MOI:\11 

(2002) states that the three" iddy u d 

Opt ton pi tn th · n •ht 1 l lllJ • 1\ .11 .1 ll 1 ti l (th 
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experience, type of industry and prevailing market conditions. In some instances, it is 

negotiated 

1.1.6 Performance measures used in designing executive compensation 

schemes 

Performance measures are quantitative or qualitative ways to characterise and define 

performance. They provide a tool for Organizations to manage progress through 

achieving pre-determined goals, defining key indicators of Organizational performance 

and customer satisfaction. Performance measures are a central component of 

management control systems. 

In t day's modern firm, p rformance mea ure most con•m nly u ed in lud~: 

profitability m asurcs, cu t mer atisfaction mcasur , internal m a. ur , of ·ffi ·i '11 y, 

quality and time and innovati n mea ·urcs am n st thcr ·. 

Performance mea ure can either be financial or 11 n fi11an ~al. inan ial mea ·ur • · can 

either rely on internal financial informati n u h a operutm 1 111 · me r e t ·rna! 

financial information uch a toe · pri e . Internal non-t111ancmlmf rmatt m mea ur' 

u ed include defect , manuf turin I ad tin11: nd numt r ftll.:\\ paktlts . .., tcmaltnn 

mancial inf rmation m ure in lud ti 11 t. 1111 • . , nd market shart' . 
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1.2 STATEMENT OF THE PROBLEM 

Tying a manager's compensation to a firm's performance usually by designing 

appropriate performance measures is one way to overcome agency costs and to motivate 

value maximising behaviour. There exist great diversity in performance measures both 

theoretically and in practice. 

The number of firms using non-financial performance measures for incentive purposes is 

increasing (Banker eta\. 2000). Although there are a number of reasons why firms use 

non-financial performance measures, the primary rea on is that some of them are leading 

indicator of financial perf rmancc (Kaplan and N rt n 1992; 200 I). 

B th the practitioner literature (Kaplan and N rt n 1 2) and th th n 

agency theory ( Feltham and Xie 1994; Hemmer 1996) mpha iz that n n finun ·ial 

performance measures change the effort allocation of manager , in th that thest: 

managers become more focu ed on the long-term impact of lh ir ncti n . Hov ~ er, 

despite the increased use of non-financial performance mea ure und th ubo 'claims' , 

there is only little em pineal e\'idence of the effe f the erf 1111anc ~mea sur~ on th 

effort allocation of manager . 

l ur th ·nn rc, th 
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trade-off between incentives and risk sharing when managers are risk averse (Merchant 

and Manzoni 1989). 

However, the empirical evidence of the use and effects of difficult performance targets in 

general is limited. 

The main purpose of a control system is to align the goals of managers with those of the 

organization. One way to achieve this is through the design of incentive contracts. In 

general, incentive contracts consist of three primary elements (Merchant 1989): 

performance measures, performance targets and rewards. 

Each of these elements has an effect on the type of incentives provided to managers. The 

design of incentive contracts, and the use of performance measures is the basic problem 

addressed by agency theory. In general, agency models analyze the situation in which a 

principal design an incenti ve contract to motivate a risk and work averse agent to provide 

effort. The e incentive contracts are traditionally ba ed on one or more noisy measures of 

performance. The a umption underlyi ng the e agency model i that the incentive 

contract and, mor pccifically, the p rf rman e mea. ur'. u. cd affect th ' ag nt 's 

behavior. 'J hal is, the agent directs hi s attcnti n l th '' USl Is t f th j b that til' ' b ing 

mea urcd (H lm trom and Milgr m 1991 ; ·dtham and, ic I ( 94-) . 

The findings in the empirical accounting literatUJe n the effc ·t. f 111 cnlnc ·tem · are 

consi tent with the agency predicti n . r ~.:: mpk. Bankct ct ,1\. Jl t • \l allucc 

(1997), and Banker ct I. m~:. un.:d p riL rm.m t m ·r ·as'S aftct the 

implcm ntation of n in 
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It is apparent that performance measures used by Organizations are key to deciding 

managers' efforts in trying to maximize shareholders wealth. Therefore, this study aims 

at finding out performance measures used in compensation plans to managers in public 

listed companies in Kenya. 

1.3 OBJECTIVES OF THE STUDY 

The objectives of this study are: 

1) Ascertain the performance measures used in compensation schemes for chief 

executives in public listed companies in Kenya. 

2) Identify the attributes of the organisations that use specific performance 

measures in executive compensation schemes in Kenya. 

3) Ascertain whether Public Li ted ompanie u e market ba ed or accounting 

ba ed mea ure f perf rmanc . 

4) Ascertain whether Public Li ted mpanic u c · financial r n n finan · iul 

measures of performance. 

1.4 I PORT OFTH T D 

The agency problem i e. perien ed b: mp ni fr mall \\alk of life. mpunic hu e 

rc.::ali cd that unlc r .mizati n \\l uld not he able to fulfil the 

m t imp rtant ~.:. lth. '1 his stud ~.: pl 1~.::-. in t.kpth tht: 
per otm tn 

m ·an 

' ! 1 tud Jll tl 
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ADf~IPll11"f' fl~ ~Af"i:J 

Investors AUETF I IBR.MI 

Confidence is only available to those market participants who have access to all relevant 

information. The study will provide both cuJTent and prospective investors with a basis 

for decision making on how best to compensate their managers and come up with the 

optimal executive compensation plan. 

Students of research 

The study will expand their knowledge base and form the basis for further research. 

Policy makers 

The study will provide insight on performance measures used in designing executive 

compensation plans in the country and will be of u c to labour rganizations and the 

Federation of Kenya Empl ycr . 

The public 

The study will create av arene on the i ue of ecuttv c mp nsati n rtun ·. h \ and 

why firms in Kenya apply it. 



CHAPTER2 LITERATURE REVIEW 

2.1 AGENCY THEORY 

There is apparent conflict of interest between the different interest groups in a Company. 

Although nearly all the interest groups want the company to grow and prosper, they are 

likely to hold different views on how these should be achieved and how the resulting 

wealth would be shared. 

Agency relationship therefore arises when one or more parties contracts another to 

perform on hi s behalf a service and then delegates decision making authority to that hired 

party . The party hired is the agent where a the hirer i the principal. ammon agency 

relation hip in bu iness involve: 

• wncr of the firm and th manager . 

• wncrs of the finn and credit r . 

• overnment and the owner· of the c mpan . 

(We ton and Brigham 19 l) 

gene problem 

hi refer to the diverg nee of intere t bet\\~:~n prin ipal .md ht agent. 

' l h 
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this to best use. The management undertakes the day to day operations of the firm hence 
they are agents to the owners. 

This poses agency problem that is exemplified by management: 

• Working less hard. 

• Taking actions to increase short term profits. 

• Creative accounting. 

• Not investing for the future. 

• Management concentrating on prestige, esteem and power goals. 

ii) Shareholders and creditors (Weston and Brigham 1981) 

reditors lend funds to the firm that are based on: 

• The riskiness of the firm's existing a set . 

• xpectation concerning the ri kine f future as t additi n . 

• The firm cxi ·ting capital tructurc. 

• ~ xpcctation c nccrning future capital tructur . 

The po ition of the loan creditor can b prejudiced if: 

• High div1dend are paid out therefore decrea ·in th a· ·et · a ailabl as 

secunty for corporate lender . 

• Asset on which the I an i _e ured i old 

• t . wh1 h ar~ ri 'kier than tho c riginall · 

d cribcd to th I n n.:dit r then.: b ' in r~.:asitP th~.: n:d1t r e posur~ . 

• urth r m pe i. ll i it has ,\ 1i •ht t pnor pa m nt in 

th v nt liquid ti n. 
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iii) Government and Shareholders 

The Government expects a company and by extension its shareholders to operate in a 

manner beneficial to the entire economy and society. The position of the Government can 

be prejudiced by shareholders as follows: 

• Failure to give an accurate picture of earnings of a company so as to minimise 

liability to tax. 

• Possibility of businesses engaging in illegal business. 

• Lukewarm response to social responsibility calls. 

• Avoiding certain business and locations though coveted by the Government. 

• Lack of adequate interest in safety and environmental awareness concerns. 

This problem can be addressed by undertaking the following measures: 

• Inculcating a sense of social responsibility. 

• Providing incentive for compliance or accepting to undertake Government 

preferred project . 

• Legis lation to govern ompany operation and pr t 'ct c 'rtain int r' ·ts. 

• uideline on mimmum di clo ure requirement f r th 

• Monitoring co t uch a tatutor · audtt , in pecti n ·and inve ·tigati n ·. 

• Government lobbying for director hip in a compan n gr und ·uch as 

"company i operating in trategt a tiYitie and en ice " 

According to Lam rt n 

own r hip fr m 

r ·lati n 1 th 

• 

• 
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• Management and shareholders have different decision- making time 

horizons with management being biased towards short -term decisions 

and shareholders being biased towards long-term decisions . 

Several means of reducing potential conflict of interest between management and 

shareholders proposed by Lambert and Larcker (1985) and Pandey (1989) include: 

• Management incentive compensation plans. 

• Legislation like company law, stock exchange regulations etc 

• Voluntary code of good practice 

• Additional monitoring costs 

• The existence of a market for corporate control, which disciplines inefficient 

managers through threat of take over. 

• A market for executive labour which in theory w ighs an x cutiv 's past 

service to hareholdcr when determining hi r her pp ttuniti sf r 

alternative employment. 

The agency framework identifie the ource of connict bet\ e n the shur ·h ld ·n; und 

the management and as ist in determining the optimal de ign fa c mpensuti n plan. 

2.2 OL TIO T 

The e are c rnpen ti 

pcrl 
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Mcmenamin (1999) gives the following classifications for the performance based 

compensation plans; Executive share option schemes and performance incentive plans 

which may either be equity shares granted to management as a result of their performance 

related to realisation of specific targets or cash bonuses. 

2.2.2 Hostile Take Overs 

External threat of take-over can also be used to control the agency problem especially 

where the predator (acquiring) company considers the target company to be badly 

managed or undervalued. Me menamin (1999) states that the existing management, 

which is considered inefficient, will be replaced with an efficient management. This 

threat of job loss will influence managers to be alert to shareholders and market 

expectations concerning value creation thus reducing agency problems. 

2.2.3 Legal on traints 

According t Me mcnamin (l999) nder the K mpany law, dir 

bonafide in the be t intere t f the c mpany a 

in the management of the company and not all 

duties to the company. 

Pandey ( 1989) al o empha i e that article of a· · 

crci 

ciation, 

stock exchange rules and regulation combined wtth legal debt c ntra 't' ma act a a 

control of manager intere t thu upholding hareh ldcr intere ' I ·. 

2.2.4 :fonitoring And ontrollin~ \ ran~ m nt. 

Tht entail introdu in ldur in the ll .misati n to limit the 

minim I ri 

ytmli 
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defalcation or dishonesty by managers. This cushions the shareholders from any loss by 

management negligence. 

2.2.6 Corporate Governance 

Unlike the above measures, which directly relate only to shareholders protection, 

corporate governance encompasses all those affected by corporate behaviour. 

It seeks to protect all those who have a legitimate interest in the goals of the firm and will 

benefit or suffer according to the fate of the firm. This is achieved by recognising the 

rights of the diverse stake holders namely consumers, suppliers, employees, general 

public and even the government, and setting specific goals that managers need to 

accomplish. Specifically, the board of directors and senior management are now under a 

lot of public scrutiny especially after the 'ENRON' scandal and all their actions and 

decisions are closely monitored. They arc expected to comply with corporal governance 

tandard and all the dcci ion they mak ar binding on them. In oth r w rds, th bu k. 

top with them and they arc ace untablc t all intcrc ted takch 

development · go a long way in reducing the agency pr blcm. 

2.3 FI 

mar t, 
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and compensating managers. Concems have been raised about traditional performance 

measures and most managers feel that they do not work because they do not emphasize 

on drivers of value such as customer and employee satisfaction, innovation and quality. 

Inadequacies in financial performance have led to innovations ranging from non-financial 

indicators of 'intangible assets 'and 'intellectual capital'to 'balanced scorecards' of 

integrated financial and non-financial performance. 

The Balanced Score card 

A growing number of firms are replacing their financially based performance 

measurement and compensation systems with a "balanced scorecard" incorporating 

multiple financial and non-financial indicators. Proponent of the balanced scorecard 

concept contend that thi approach provide a powerful mean fortran lating a firm's 

vi i n and trategy into a t I that effectively c mmunicatc tratc ic int nt and 

motivate performance again t tabli hed tratcgi g at (Kaplan and N rt n, 1996). 

However, the balanced scorecard literature provide little di ·cu · ·i n f th • ·c r • ·ard' · 

role in compensation deci ion . de pite the fact that th maj rit fad pter · u tiP 

scorecard for this purpo e (Tower Pernn, 199 ). 

The limited di cus ion of pt::rforman e t::Valuation and c mp nsati n i sues rai ·sa 

number of que tion regarding ho\\ tht:: muhipk putom1an ·~ m~asun.:s and their relative 
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Advantages of non financial measures (Ittner & Larcker 2000) 

• They provide a closer link to long term organizational strategies. Financial 

measures generally focus on annual or short term performance against accounting 

yardsticks. They do not deal with progress relative to customer requirements or 

competitors that are important in achieving profitability, competitive strength and 

long term strategic goals. 

• Drivers of success in many industries are intangible assets such as intellectual 

capital and customer loyalty rather than the hard assets allowed on the balance 

sheet. By excluding these intangible assets , financially oriented measurements 

encourage managers to make poor decisions. 

• Non-financial measure arc better indicator of future financ ial p rformancc 

bccau c they prov ide f rward-1 king inf m1ati n n ace unting or st ck 

perf rmance. 

Di advantage of non financial p rformance Ittner · Lnrck r 2000) 
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performance measures focus attention on wrong objectives and improvements 

cannot be linked to later outcomes. 

• Lack of statistical reliability. It is difficult to say whether a measure actually 

represents what it purports to represent. 

2.3.1 Performance targets 

Performance targets are a part of the incentive system that is neglected in basic agency 

models. Traditionally, the outcome of an agency model presents an optimal incentive 

contract based on some measure of performance and the agent is told to 'do his best' . The 

behavioral literature on goal setting, however, indicates that goals have significant effects 

on behavior and performance. Goal setting theory predicts that when goals become more 

difficult, performance increases and that specific, hard goals lead to a higher level of 

performance than vague goa l , uch a 'do y ur b t' r n g al at all (L k an Latham 

1 90). he primary mcchani ·m that en urc that g al impr v p~rf rman car th ~ 

called universal task strategic , which con i ·t of 

(l) direction of attention, 

(2) effort, and 

(3) persistence. 

First, goals dtrect attention to tho e activitie f r "htch g a! have b 'en a signed. 

Activitie for which no goal have been a igned an.: intt.:rprekd a h: · r le ant and the 

attention of the individual i 
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Most of the evidence to date stems from experimental studies, which find results 

consistent with goal setting theory, i.e. , more difficult targets increase performance (e.g., 

Chow 1983; Hirst and Yetton 1999). Using a survey questionnaire methodology, Simons 

(1988) shows that difficult budget goals increase firm performance, while Vander Stede 

(2000) finds that budgetary slack increases managerial short-term orientation. Overall , 

the results of the empirical studies investigating target setting indicate that the degree of 

target difficulty affects performance and managerial behavior. 

2.4 EMPIRICAL EVIDENCE ON EMPLOYEE COMPENSATION 

SCHEMES 

2.4.1 Agency Theory and Incentive Compen ation cheme 

Agency theory sugge t that compen ation p I icy tying c ccutivc pay t rp rat 

perf rmance or hareholder wea lth provide inct!ntive for c e utivc · t n appr priat 

effort on behalf of shareholders. There are many mecham m thr u h which 

compen ation policy can provide value-increa ing mcentive . 

Executive compensation i one of tho e internal control mechani ·m . Perf rmJnce-based 

bonuse , share options and share owner hip cheme are e ample of in enti\'t: 

compensation scheme {len en and Meckling ( 197 . Jen~ n and turph; I c l 0). and 

Byrd, Parrino and Pritsch ( 1998). 

Baker, Jcn en, and Murphy ( 19 ) not \\ h~.: 11.: 

x~.:cutivc work, and th c mpen ·tti n tru ture 
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contingent on corporate performance, a balance must be struck between the interests of 

both shareholders and executives (Mehran 1995, Byrd et al. 1998). 

Innovations in compensation policy have received considerable attention in the past 

decade. These innovations have frequently sought to adjust the balance between long

term and more immediate forms of compensation, or between certain and perf01mance 

contingent elements. 

2.4.2 Executive compensation and corporate performance 

Numerous empirical studies have been conducted to examine the association between 

executive compensation and corporate performance. However, the findings have failed to 

offer a strong consensus. 

An early inve tigation by Lewellen and Hunt man (1970) ugge t that th n; i a 

ignificant corrclati n between performance and xecutive pay lt;vel . 

Moreover, they find that long-term element of compcn ati n had littl c fc t n this 

reward-performance I ink. 

Murphy (1985) concludes that corporate performance, a mea ured b hareh ltler ·· 

reali ed returns, is strongly and positively related toe ecuti,·e c mpen ati n. 

imi lar result are obtained by oughlan and hmidt 19 -

po itive relationship betwc n the real rat of h ng in 

share pric p rformance. Ab wd 19 0 h 
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Mehran (1995) documents a positive relationship between corporate performance using 

153 US manufacturing firms and the percentage of equity-based compensation received 

by managers over 1979 and 1980. 

Main, Bruce and Buck (1996) employ a broad measure of executive pay and include data 

on the share options for executives in 60 of the largest 

Companies in the United Kingdom (UK) during the 1980s. They find executive 

compensation to be significantly sensitive to corporate performance. McKnight and 

Tomkins (1999) find that a pronounced link existed between performance and pay over 

both the short- and long-term for their sample of 109 UK companies over the period of 

1991 to 1995. 

Changes in the value of executive share options is found to be strongly and 

ignificantly associated with shareholder returns. 

Although the studie above provide evidence supp rting th link b tween executiv~ 

compen alion and corporate performance, other tudie r p rt the pp it finding . 

Jensen and Murphy (1990) examine the en itivity of pay of 1,6 e ecuti 

corporate performance over the period of 1974 to 19 6. The ugge t that e ecutive pa 

rose (and fell) by about 3 per every $10 change in the wealth of a fmn· ·hareh lder 

and interpret their findings as evidence of inefficient comp n ation arrangement -. 

Leonard ( 1990) examine the effect of c. e uti\ e ompen. :11i n p 

organizational tructure on the performan c o 4 

1981 and 19 5. He md that accountin 
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reported by Canyon and Gregg (1994) who utilize the same measure of ROE as Gregg, et 

al. (1993) and a measure of company operating profit. 

2.4.3 Do compensation contracts matter? 

Evidence documents a positive relationship between senior executives income and annual 

shareholder returns. Studies by Larcker (1983) have shown that stock prices rise when 

companies announce the adoption of long-term compensation contracts. 

This favourable reaction could be because of 

• Incentive hypothesis - the benefits of the compensation plan will exceed the 

costs of the compensation. 

• Signalling hypothesis- management will initiate an executive stock options 

plan when prospects arc good. "When you hare equity owner hip with 

employees it ends a powerful me age that motivate pc pic t w rk hard, 

create new idea , and build company value," ay R b •rt . imm nnan. a 

consultant with Frederic ook (2002). 

• Tax hypothesis - the pay offs of a salary plu tock option plan· d minute 

those of salary plus bonus consequently the value of the firm ri e n the 

inception of E OP because of the total co t decline. 

2.4.4 Ri k A v rsion 

Amihud and ·v ( 19 5) h)'J oth iz d th tt • uti th.tn 

con '1om 

lit j 
lh II 

I tnl rt n 
Ill 

th II 
tJ n Itt 



spreading it among different assets, a large portion of managers wealth (human 

capital compensation earned and stock in the firm) is tied to the fortunes of the 

company thus managers are more risk averse. 

They analysed whether the adoption of a stock option plan contract motivates 

managers to increase the variability of the value of the firm. 

The results indicate that managers risk aversion can be partially offset if his 

compensation contract is designed to make the adverse consequences associated with 

the "downside" less severe, or to make the favourable consequences of the "upside" 

more attractive. Properly designed stock options may be the answer to neutralising a 

manager's risk aversion. 

Options may be effective in encouraging management to invest in riskier projects 

because, while they carry no downside ri k, their value generally increases as the 

volatility of the company 's stock price ri es, and they allow manag r to har in th 

up ide potential of the firm . 

2.4.5 Long time horizon 

According to Lambert and Larcker (1985), there is a p tential c nnrct between th 

decision-making time horizons of e ecutrve and hureholder . ore am1 le the 

compensati on committee may evaluate an e. ecuti\'e' imc: tmem de 'isi n mer u 

shorter time period than hareholder u e in a e in 

arne investment deci ion. Thi pn:: urc m in tum 

projects ba cd on their imm 
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An important feature of this plan is that the compensation earned from this 

contract is defetTed until the end of the specified period. Therefore 

manager's time horizon is extended through the duration of performance 

period. 

• Management should be compensated on the basis of stock options. If the 

executive is compensated on the basis of share price he will be more likely 

to accept a long-term project because he expects it to have a favourable 

impact on his compensation. This is because management believe that the 

long-term performance measure will eventually if not immediately reward 

him by reflecting the long term consequences of his investment decisions. 

• Defer the pay-offs earned by executives to some future time. For example 

some firms may defer annual bonus and may require that the defetTed 

bonus be paid in terms of ordinary shares. 

Larcker (1983) examined whether the ad ption of "long-term" c rnpcnsati n ntra ts 

was associated with increa e in "long-term" inve tment. The p cific f u 

was the adoption of "performance plans". He found out that the relativ am unt f capital 

investments of companies adopting the plan increa ed ub tantially compan:d t th se 

firms without such plans. 

Miller ( 198 J) demonstrated that compared \! ith alarie • Rs ( t ~~ appre Hltion righb) 

are tax neutral from the firm' point of vie\\ and t . d min n! u rdtn to till.: m.magt r' s 

point of view. 
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Though no statistical analysis has been done most articles conclude that there is little or 

no relationship between executive compensation and corporate performance or 

Shareholder's wealth. 

In the early 1990's corporate boards became convinced that the surest way to align the 

interests of management to those of shareholders was to make stock options a large 

component of executive compensation. As the stock market began its ascent executive 

pay mounted but the correlation between a CEO'S pay and the stock market did not 

prove that the company was enjoying superior performance. In practice any increase in 

stock price will reward the holder of a stock option regardless of his performance. 

This huge gain from options for below average performers has led to debates on 

executive compensations. 

Rappaport (1999) suggests the following ways of bridging the gap between exi ting 

compensation practises and need to promote higher level of achievement. 

• Rewarding top managers only when they out perf rm comp titi n. 

• Determining the real contribution of each bu ine unit t the OV(;rall hare 

price. 

• Involving frontline managers and workers in the que t for higher 

shareholders value. 

Morgan and Poulsen (2001), examine the folio\ ing qu uon : 

i) Are pay for performance compen ation plan bcndt ialt han.:h lder~· 

ii) What are the immediate wealth effc t of 
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Proposing firms are more likely to have lower book to market ratios in the year 

receiving the announcement. Firms with higher institutional holdings are more 

likely to propose performance plans. 

iv) Whether stockholders perception of stock based compensation plans is a function 

of various plans and firm's characteristics? 

Shareholders have a more positive perception of plans in larger firms. Negative 

plan features like higher dilution ratios lead to lower percentage approval of 

plans. 

v) Whether wealth effects related to plans announcements provide a signal about a 

firm 's future performance? 

Firms proposing compensation plans have significantly higher one year prior to 

stock price performance than do the firms on propo ing plan , and that the 

propo ing firm have ignificantly higher pric p rf rman in th year f 11 wing 

the prop al. 

2.4.7 Pay and ize 

Many studies report strong links between firm ize and managerial re\\urd '. 

Agrawal (1981) ompen ation can be u ed to moti\ te eff n mon lo\\er )e,el 

managers who vie'< the top job a pail th t g ' ith the 'inn r of an intra t mn 

tournament. 
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2.4.8 Risk and pay 

Hermalin and Wallace (2001) observed that firms pay their CEOs significantly 

more, ceteris paribus, the greater the firm's riskness. This is consistent with the 

agency theory that agents expected compensation to rise as risk rises to 

compensate for the extra risk burden. 

2.4.9 Corporate governance, CEO compensation and firm's performance. 

Core, Hortheusen, and Lakhan (1999) found out that firms with weaker 

governance structure have greater agency problems. CEOs in companies with 

greater agency problems receive greater compensation yet firms with greater 

agency problems perform worst. Green span (1999) finds that a lot of what is 

being paid to individual Os is not directed to the value they ar produ ing f r 

2.4.10 

the harcholdcr wh arc paying the bill. Jensen and Murphy (1990) ay that 

compen ati n of the t p executive i independent of per nnancc. 
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1993.These rules mandated the use of tables, graphs and reports to describe and justify 

executives compensation alongside the present stock performance graph. This was aimed 

at promoting a stronger link between pay and performance. 

• Financial Economists 

Murphy in 1985 using 1200 firms showed that executive pay was positively and 

significantly correlated to shareholders returns. He concluded that top executives are 

worth every nickel they get. Jensen and Murphy in 1990 found that pay and turnover 

rates are significantly linked to shareholders return but changed their focus from 

relationship to a new measurement of pay to performance. 

• Accounting economists 

According to Watt and Zimmerman accounting mea ure arning arc the univcr al 

mea ures of performance bccau c they are mo t efficient and c t cffc tivc. h y argue 

that earnings shield executive compen ation from market" ide Ouctuati n in cquit 

va lue that are not caused by expected change in fundamental . 

Lorreta J M and Dorkey F also support accounting performance mea ure a the , are 11 t 

innuenced much by macro economic noi e and are highly c rrelated With marJ..et 

adju ted individual firm stock return . 



CHAPTER3 RESEARCH METHODOLOGY 

3.1 POPULATION 

The population covered all the 49 companies listed on the Nairobi Stock Exchange as at 
30th April 2004, representing the different sectors of the economy namely the 

Agricultural, Commercial and Services, Finance and Investments and Industrial and 

Allied sectors. 

3.2 SAMPLING 

The ample comprised the thirty-nine companie in the Main Inve tm nt Market 

egment. The decision to include the companie in the Main lnve tment Mark t gmcnt 

was mainly because the companie in the Main Inve tment Market egm nt repre nted 
all the main sectors in the economy and data collected was therefore repre ntati e 

enough. This sample was therefore very convenient for the purpo e of th tud . 

3.3 DATA COLLE TIO TE HNIQ 
Data was collected u ing both primary and econd ry data. Prima dara' lie kd 
using the questionnaire , which were delivered to the 

of human re ource of th identified rgani ati n . 

. ccondary data, which mainly VCH:d th 

c lie ted from the audited ltnun 

lnlormation collected\\ t 
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3.3 DATA ANALYSIS 

This was done by use of tables and graphs combined with percentages and 

averages. 

The study also used financial ratios and spearman's correlation coefficient to find 
out if there is an association between the performance measures used by specific 

companies vis a vis the attributes of the Companies such as profit before tax, 

turnover, shareholders funds and earnings per share. 

Spearman's correlation coefficient uses an ordinal scale where two variables are 
ranked then we determine the strength of the association of the two variables. 

pearman's cotTelation coefficient is given by: 

R = 1-(6 2: Di* Di/ (n*n*n-n)) 

Where r = trcngth of the relation hip 

i=Yi-Xi 

N= no of paired ob ervations 

Yi= The first variable (Companies that u e financial mea uP 

Xi= The second variable( ompanies that u e balanced c r card 



CHAPTER 4 DATA ANALYSIS AND FINDINGS 

4.1 BACKGROUND INFORMATION ON RESPONDENTS 

Though the sample targeted was thirty-nine firms only twenty-four firms responded. The 

table and graph below show the composition of the firms that responded. 

Table 1 : Types Of Responding Firms 

Market segment No. of firms No of firms 

responding targeted 

Agricultural 0 4 

Commercial and 5 8 

services 

Finance and 6 11 

investments 

Industrial allied 13 16 

Total 24 39 



Graph 1: Sector Analysis 
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For mo t of the organi alion , the head of the human re ourcc and head f finance wh 

are senior managers of the firms filled the form . Only one " a filled by a manag r in liP 
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human resources function. The information obtained can therefore b relied on a the 

persons filling in the forms are well ver ed" ith the organi 

procedure . 



Graph 2: Analysis of number of employees in the firm 
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Pie chart 3: Analysis of firm ownership 
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Most of the companies who responded operate within the regional market and this was 

followed by companies that operate internationally. 

20.8% of the respondents operate in the local market only. 

This therefore implies that most of the quoted companies operate in the regional market. 

4.2 PERFORMANCE MEASURES USED BY COMPANIES IN KENYA 

4.2.1 Compensation Schemes for the senior management team 

Most Companies compensate their senior management team using salary and bonus. Very 

few Companies use salaries only, salary and commissions and salary, bonus, commission 

and stock options as shown by the survey results in the table below. Bonuses are mainly 

given to management if their performance exceeds certai n expectations. 

Table 4 ompen ation for enior management 

Compesatlon for the 
senior management Frequency Percent 

Salary only 1 4.2 

Salary and Bonus 14 58.3 

Salary and Commissions 1 4.2 

Salary, Bonus and Stock 5 20.8 
options 

Salary,Bonus and 2 8.3 
commissions 

Salary, Bonus, 
Commission and Stock 1 42 

Options 

Total 24 100.0 

4.2.2 inan ial m a ur s of p rforman 
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Pie Chart 5 Financial measures of performance 

Financial Measures of Performance 
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From these results, it was evident that most companies prefened using increase in sales 

as a measure of performance. This was followed by growth in business or market share. 

Mergers and acquisitions is the least favored measure of performance in use. 

A comparison of the financial and non-financial performance from the graph above 

shows that 33.3% of the companies use financial measures while 66.7% of the companies 

use non-financial performance. This therefore led to the conclusion that for most 

companies, both financial and non-financial measures of performance are important in 

executive compensation scheme's design. 

4.2.3.1 The Spearman Rank Correlation Test 

From the set of data above, we used the spearman rank con-elation to find out if there 

ex ists a con-elation between the performance measures used by ompanies that elected 
financial measures and the balanced score card a measure of perf rmancc. 

The various ranking are a hown on the table below: 

Table 5 Rankings of performance mea ure 

Balanced 
Financial core 

Performance Measures Measures card x-y (x-y)2 
Increase in Sales 1 1.5 -0.5 0.25 
Innovations 8 7 1.0 1 
Increase in Customer base 2 3.5 -1.5 2.25 
Decrease in staff tum over 7 8 -1.0 I 
Increase in effeciency 5 5 0.0 0 
Increase in stock price 6 6 0.0 0 

-Growth of bu. in .. /bu. incs. 
offer 4 1.5 .... 5 6.l5 
Mer cs and acquisitions 2 9 ()() 0 
·customer Satisfaction 3 3.5 ·0.5 0.25 

11 

s1 .,11 m an r tnk c orr 

11 um t1 



n =Number of pairs to be ranked 
In our case, Rs = 1-(6*11/9(81-1) )= 0.90833 

Interpretation 

Rs in this case is closer to 1 indicating that there exists a high positive correlation 

between the rankings. 

Tests of significance 

We compare the computed value of Rs to the critical value of spearman's correlation. 

In this case, the critical value at 5% level of significance based on n=9 is 0.683 

In this case, the value of Rs is greater than the critical value hence we conclude that there 

is a high correlation between the rankings of the two performance measures. 

4.2.4 Market Ba ed Vs Accounting Based Measures of Performance 

From the urvey, it wa evident that mo t of there pendent u e accounting ba d 

mea ures of performance in executive compen ation cheme . 

Pie Chart 7 Compari on between Market Ba ed Vs ccounting Ba ed Mea ure 

of Performance 
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4.2.5 Financial Vs Non Financial Measures of Performance 

Table 6 Measures of Performance 

The most common measure of performance 

The most common 
measure of performance Frequency Percent 

Financial measures 9 37.5 

Non financial measures 1 4.2 

Balanced scorecard 14 58.3 

Total 24 100.0 

From the survey, it was evident that most companies use both financial and non-financial 

measures (the balanced score card) in executi ve compen ation chemes. 

To a certain the ignificancc of thi a crtion, we carried ut a hyp the i te t r 
proportions. 

Hypothesis tests of proportion 

The di stributi on sample proportion is approximately normal prO\ ided that: 

n.O is greater than or equal to 5 and n (1-.0) is greater than or equal to 5 

ull hypothe i : 

50% of companie quoted at the airobi tack 

mea urc of performanCt;. 

Ho: = 0.5 

It rnati v h polfl(' is: 

(ll than 0' 
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Therefore p =14/24=0.583 and since 

24*0.5=12 which is greater than 5 and, 

24*0.5=12 is also greater than 5 

The distribution of sample proportions is approximately normal with a mean of 0.5 and 

standard deviation ((0.5*0.5)/24)* 1/2=0.102 

This is a one tailed test at a significance level of 5% 

Tests of significance 

Critical value fort at significance level of 5% and n of 24=1.711 

T value for proportion is computed by: 

T= q-u/S.D 

(0.583-0.5/0.102) = 0.814 

Interpretation 

rom the analysis, the critical value of I .711 i greater than the computed t value hence 

we reject the null hypothesis and accept the alternative hypothc i which state that over 

50% of c mpanic quoted in The Nair bi t ck xchang usc the bulan d cor' ard as 

a mea urc of performance. 

4.2.6 Rea ·ons for using ·elected performance mea ·ure · 

Pie hart 8 Reason for u ·ing ·elected ped rmance mea ure 

Reasons for usrng selected 
performance measures 

20% 
40% 

400/o 

I r 111 th ur • 1t 

11 ur 



4.2.7 Effectiveness of Performance Measures 

Table 7 Effectiveness of performance measures 
Effectiveness of 
performance measures Frequency Percent 

Very Effective 12 50.0 
Effective 7 29.2 
Moderately Effective 5 20.8 
Total 24 100.0 

From the survey, 50% of the respondents stated that the performance measures they used 
were very effective, 29.2% effective and 20.8% moderately effective in achieving the 
Organ ization 's objectives. 

4.2.8 Ba i of as essing performance 

Pi hart 9 A se ing p rformancc 

Individual 
Departmental 

8.3% 
20.8% 

Overall 

70.8% 

r r m th r ull th th 
rl nn 111 in t rnum n m u 



4.2.9 Analysis of compensation scheme versus performance measures 

Table 8 Comparison of compensation for senior management Vis a Vis measures of performance used. 

Compesation for the senior management team • The most common measure of performance Crosstabulation 

The most common measure of 
performance 

Financial Non financial Balanced 
measures measures scorecard Salary, Bonus, 

1 Commission and 
Stock Options % of Total 

4.2% 
Salary,Bonus and 1 1 commissions %of Total 

4.2% 4.2% 

Compesatlon Salary, Bonus 
5 for the senior and Stock %of Total management options 

' 20.8% team 

Salary and 1 
Commissions %of Total 4.2% 
Salary and Bonus 6 8 

%of Total 25.0% 33.3% Salary only 1 
%of Total 42% 

Total 
9 1 14 

o/o of Total 37.5% 42% 58.3% 

or companic that u financial m a url; o 

m st comm n compen ation 

nly on otnpany u 

n .tti n h m 

llll 

d 

tl 

1\ 

Total 

1 

4.2% 

2 

8.3% 

5 

20.8% 

1 
4.2°/o 

14 
58.3% 

1 
4.2% 

24 
1000% 



4.2.10 Analysis of number of employees versus company ownership 

Table 9 Comparison of number of employees Vis a Vis Company ownership. 

Company Ownership 

Total 
Joint Number of (Foreign employees Local and Local) 

Greater than 
500 7 8 15 

% of Total 29.2 33.3 62.5 
301-500 4 0 4 

%of Total 16.7 0 16.7 
101-300 2 1 3 

%of Total 8.3 4.2 12.5 
Less than 50 2 0 2 

%of Total 8.3 0 8.3 

-Total 15 9 24 I--
% of Total Total 62.5 37.5 100 

From the survey, it was evident that the local ompanie had the large t number f 
employees accounting for about 62.5~ of the total employee . 



4.2.11 Analysis of executive compensation versus company ownership 

Table 10 

Compensatio 
n for the 
senior 
management 
team 

Total 

Comparison of Executive Compensation Vis a Vis Company ownership. 

Company Ownership 

Total 
Joint (Foreign 

Local and Local) 
Salary, Bonus, 
Commission and 
Stock Options 1 0 

%of Total 4.2 0 Salary,Bonus and 
commissions 0 2 

%of Total 0 8.3 Salary, Bonus 
and Stock 
options 2 3 

%of Total 8.3 12.5 Salary and 
Commissions 1 0 t-- -

%of Total 4.2 0 

Salary and Bonus 11 3 -· 
%of Total 45.8 12.5 

Salary only 0 1 
% of Total 0 4.2 

15 9 
62.5 37.5 

% of Total 62.5 37.5 

1 
4.2 

2 
8.3 

5 
20.8 

.!... 
~ 

14 
58.3 

1 
4.2 

24 
100 
100 

he re ult of the survey indicated that mo t I all) O\ n d mp ni~.: s c mp n. ate tht: ir 
executi ve. u. ing alary and bonus 
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4.3 ATTRIBUTES OF THE ORGANISATIONS THAT USE VARIOUS 

PERFORMANCE MEASURES 

Generally, there was no great distinction on the attributes of the companies that use 
various measures of performance. However, a few notable attributes for specific 
categories of companies using various performance measures are as highlighted below: 
(i) Firms that use financial measures of performance in Kenya have the 

following Attributes: 

• They are a mix of big and medium sized companies with a capital base of 

between Kshs 6.5 billion to 132 million. 

• Most of the ompanies that use financial measures of performance are in the 

commercial and ervice ector. 

• They arc long tabli hcd firm with a mean age of ar und 4 y ar inc 

incorporation in Kenya. 

• Their performance in the local market is not o good" ith three of them having 

negative earnings per share. 

• About forty four percent are locally controlled whil th r t ar j intl 

and have a significant foreign influen . 

ntrollt:d 

h r w rc very n n- 111 n I m 

th C llllpani u 

ii) I inn th till t 111111 fllttll 
' m • h.a IIH 

lullmwt • \tllllnah : 
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• They are long established firms with a mean age of around 36 years since 

incorporation in Kenya. 

• Their performance in the local market is above average and most of the 

Companies have good turnover and positive earnings per share. 

• Most of the Companies are jointly owned. 

58.3% of the firms use the balanced score card in assessing performance in 

Organizations. 

(iii) Firms that use both financial and non financial (balanced score card) 

m a ure of performance in Kenya have the following attributes: 

• h y arc a mix of big, medium and mall ized c mpanie with a capi tal ba 

b tween k h 10 billion to 7 million. 

• Mo t of the ompanie that use the balanced core card are in th Finane and 

Investment and Indu trial and Allied ector. 

• They are long establi hed firms with a mean age of around 

incorporation m Kenya. 

r 

• heir p rformance in the local markt.:t rang trm th t per rm \:l:r wdl 

and firm that an.: n t doin :-.o ,. 
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CHAPTERS CONCLUSIONS, RECOMMENDATIONS AND 

LIMITATIONS OF THE STUDY 

5.1 SUMMARY AND CONCLUSIONS 

From the above study it is evident that most firms use both financial and non financial 

measures in assessing and rewarding performance and salary and bonus is the most 

common compensation scheme for executives. 

Balanced score card was the most favoured measure of performance becau e it combine 

the trengths and weakne se of financial and non financial mea ure f p rf rman . In 

my pinion, mo t c mpanies preferred the balanced c re card becau c it captur · all 

a peels of an rganization' performance. Financial mea ure of perf nnance are 

mea urable and quantifiable while non financial mea ure of performan e capture ther 

important variables uch as efficiency. innovation and cu tomer uti fa ti 11 . 

In today' modt;m world, it i not enough for c mpanit; to ju t m~::. un.: lm. 11 ial r :-.ull 

but th y mu t also I kat a tor that ntrihut n 

rowth in bu~in 

till 1 m. ml lttur 
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Growth in earnings was the most popular financial measure of performance while 

increase in market share was the most common non-financial measure of performance. 

Mergers and acquisition was the least favored financial measure of performance and this 

is mainly attributable to the fact that our financial markets are still at the infancy stage 

and mergers and acquisitions are not so common in Kenya today. 

Most companies preferred using accounting based measures of performance as opposed 

to market based measures of performance. This is mainly because accounting based 

measures of performance are quantifiable and measurable while it is not very easy to 

measure the market based measures of performance because they are subject to 

nuctuations depending on political, economical , socia l and technological factor in the 

cnvir nment. 

5.2 RE MM DATI 

a) Firm that use both financial and non-financial mea ·ure of p rf rmanc appear 

to have high share prices, positive earning per hare and are ver pr fitable . \ ith 

the e positive effects in mind I would recommend that all 1rm that endeav ur t 

reduce the effect of agency problem should u e a combination of both finan ' Jal 



2) There was generally limited time for data collection due to pressure from the office 

and the responding companies. 

3) Some companies considered questions in the questionnaire against their policy or too 

sensitive hence could not fill therefore reducing number of respondents. 

4) Most people have a negative attitude towards filling questionnaires and treat 

questionnaires with a lot of suspicion making it difficult to obtain a good response 

rate. 

5) Some of the terms in the questionnaire were not easy to explain and thus answers 

given may not be accurate. 

5.4 UGGE TION FOR FURTHER TUDY 

1) The extent to which financial and non-financial mea ure of perf rmance ar appli ·d 

in Kenyan companies that are fully foreign owned and locally owned companie that 

are not listed in the Nairobi stock exchange. 

2) The relationship between performance measures and other area of the agenc 

conflict like shareholders and creditor . 

3) The relation hip between performance mea ure and rp 

performance m asurc can b u cd to cnh n 

4) hi study can abo carri ·d out in pr 

rc~ult~ cun I o lp in tr mlinin 

pr t I m 

O\ ~.:man ~.: and h \ 
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APPENDIX II: QUESTIONNAIRE 
Performance measures used in Executive Compensation Schemes NIB 
This study regards performance measures used in executive compensation schemes and the information obtained will be confidential and will be used for academic purposes only. 

SECTION 1: Background information on the firm 
1. Company Name (optional) 

2 Company Ownership (Please tick as appropriate) 

a) Local ( ) 

b) Foreign ( ) 

c) Joint (foreign and loca l) ( ) 

3 Plea c indicate the indu try that you are primarily inv lved in . 

a) Manufacturing ( 

b) Service ( 

c) Any other, specify ( ) 

4 Please indicate the main scope of your company' operation 

a) Local 
) 

b) Regional 
) 

c) I ntcr n:.tti nul 

Pl·a inui at th uuml ·r mpl Ill lr 

lh n 

0 It 

I H. 

I · 



e) Greater than 500 ( ) SECTION2 

1) How does your company compensate the senior management team? (Please tick as appropriate) 

a) Salary only ( ) 

b) Salary and Bonus ( ) 

c) Salary and Commissions ( ) 

d) Salary, Bonus and Stock options ( ) 

e) Salary and stock options ( ) 

e) Others (Please specify) ( ) 

2) How do you mea ure performance in your organization? (Plea e tick a appr priat ) 

a) Growth in earnings ( ) 

b) Return on investment ( 

c) Return on equity ( 

d) Increase in market share ( ) 

e) Positive cash flow po ition ( 

f) ther (Plea. c pccify) ) 

3) 
me. 111 

y 



4) In measuring performance, companies use the following variable. Please rank what your Organization uses to measure performance in order of importance starting 

a) 

b) 

c) 

d) 

e) 

f) 

g) 

h) 

i) 

j) 

5) 

with 1,2,3 

Increase in sales ( ) 

Innovations ( ) 

Increase in customer base ( ) 

Decrease in staff turn over ( ) 

Increase in efficiency ( ) 

Increase in stock price ( ) 

Growth of business/market share ( ) 

Mergers and acqui sitions ( ) 

u tomer ati fac ti on ( 

ther(plea e pecify) ( ) 

What would you say i the most common measure of performance u ed b Organi zation? (please tick as appropriate) 

a) Financial measu res 

b) on financia l measures 

c) 

6 

b 

Balanced corecard ( 
Balanced score card-(use of both financial mtlnonfin nt iul pt r mman t nll!a.w res) 

If your unsv. r to qu 
rn·tur litd 

rn ur 
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7) If your answer to question 5 above is (b), please tick the reasons for using financial measures listed below in order of importance starting with 1,2,3 ..... 

a) It is easy to measure ( ) 

b) Cost efficient ( ) 

c) Has a long term horizon ( ) 

d) Not easy to manipulate ( ) 

e) Others (please specify) 

8) How effective has the performance measure used by your firm been in evaluating manager performance and compensation. Please tick the effectiveness in order of importance starting with 1,2,3 ... .. 

a) Very effective ( ) 

b) Effective ( ) 

c) M derately effective ) 

c) Not effective at all ( 

9) What is the basis of as es ing performance? (plea e tick a appr priate) 

a) se of individual performance ( 

b) Use of departmental performance ( ) 

c) se of overall firm wide performance ) 

hank you for y ur tim and f ort in Jilin thi 
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APPENDIX III 

Companies Listed at the Nairobi Stock Exchange 

• Main Investment Market Segment (MIMs) 

Agricultural 

2. Brooke Bond Ltd Ord.lO.OO 
3. Kakuzi Ltd Ord.5.00 
4. Rea Vipingo Plantations Ltd Ord. 5.00 
5. Sasini Tea and Coffee Ltd Ord. 5.00 

Commercial and Services 

1. Car and General (K) Ltd. Ord 5.00 
2. CMC Holdings Ltd. Ord.5.00 
3. Hutchings Biemer Ltd Ord.5.00 
4. Kenya Airways Ltd. Ord.5.00 
5. Mar hals (E.A) Ltd. Ord.5.00 
6. Nation Media roup. rd .5.00 
7. Touri t Promotion crvicc Ltd. rd.5.00 
8. chumi upcrmarket Ltd. rd.5.0 

Finance and Inve tment 

l Barclays Bank Ltd Ord. 10.00 
2 F Bank Ltd. Ord 5.00 
3 Diamond Trust Bank Kenya Ltd. 
4 Housing Finance o. Ltd Ord.5. 
5 I. .0. Investments o. Ltd. rd 5. 
6 Jubilee Insurance o. Ltd rd 5. 
7 Kenya ommercial Bank Ltd rd . l . 
8 ational Bank of K nya td. rd.5.( 
9 NI Bank Ltd rd 5. 
I 0 Pan African I nsuran Ltd. 
11 Stundard hartcr d B tn 

lndu'-.triat und alii d 

7 



9 E A Portland Cement Ltd. Ord.5.00 
10 East African Breweries Ltd. Ord.lO.OO 
11 Firestone East Africa Ltd. Ord.5.00 
12 Kenya Oil Company Ltd. Ord.5.00 
13 Mumias Sugar Company Ltd. Ord.2.00 
14 Kenya Power and Lightning Co Ltd. Ord.5.00 
15 Total Kenya Ltd. Ord.5.00 
16 Unga Group Ltd Ord.5 .00 

Alternative Investment Market Segment 

1 A Baumann and Company Ltd Ord. 5.00 
2 City Trust Ltd. Ord 5.00 
3 E A Packaging Ltd. Ord.4.00 
4 Eaagads Ltd Ord.5.00 
5 Express Ltd. Ord.5.00 
6 Williamson Tea Kenya Ltd. Ord.5.00 
7 Kapchorua Tea Company Ltd Ord.l 0.00 
8 Kenya Orchards Limited Ord 5.00 
9 Limuru Tea o Limited Ord. 20.00 
I 0 landard New papers roup Ord 5.00 



APPENDIX IV-RATIOS 

1) Return on total assets= Profit before taxes/ Total assets* 100% 

2) Total assets turnover = Total assets/ Turnover 

3) Debt Ratio= Total Liabilities/Total Assets 

4) Earnings per share= Earnings attributable to shareholders/ No of outstanding shares. 



APPENDIX VI 

LIST OF RESPONDENTS 

Commercial and Services 

l.Car and General (K) Ltd. Ord 5.00 
2.Hutchings Biemer Ltd Ord.S.OO 
3.Kenya Airways Ltd. Ord.S.OO 
4.Marshals (E.A) Ltd. Ord.S .OO 
S.Tourist Promotion Services Ltd. Ord.S.OO 

Finance and Investment 

6. Barclays Bank Ltd Ord. 10.00 
7. Diamond Trust Bank Kenya Ltd. Ord.4.00 
8. I. . . lnvc tmcnt o. Ltd. rd.S.OO 
9. Jubilee In urancc . Ltd. rd.S .OO 
10. Kenya ommercial Bank Ltd rd.lO.OO 
11 . Nati nat Bank of Kenya Ltd. rd .S. 0 
12. Pan African Insurance Ltd. rd .S.OO 
13. tandard bartered Bank Ltd. rd.S .OO 

Indu trial and Allied 

14. B Kenya Ltd. rd 5.00 
15. rown Berger Ltd. rd .5.00 
16. Dunlop Kenya Ltd rd . lO. 
17. A able. Ltd. rd 5 
I 
I 
20. 
21. 
22. 
23 . 
.... . 


