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Abstract

Banks operate in an environment of considerates ragkd uncertainty. Credit risk has
always been a vicinity of concern not only to baskieut to all in the business world
because the risks of a trading partner not fuliglhis obligations in full on due date can
seriously jeopardize the affaires of the othermmartCredit risk management in banks has
become more important not only because of the sefidinancial crisis that the world
has experienced in the recent past but also thedinttion of Basel 1l accord. Managing
credit risk thus remains an essential and chaltfengorporate function. The chief goal of
an effective credit risk management policy mustdomaximize a commercial banks risk
adjusted rate of return by maintaining credit reskposure within acceptable limits.
Moreover banks need to manage credit risk in theeeportfolio as well as the risk in

individual credit or transactions.
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The objective of the study was to establish theti@hship between credit risk
management and profitability in commercial banksKanya. Both qualitative and
guantitative methods were used in order to fullle main purpose of the study. A
regression model was used to do the empirical aisalyn the model ROE was defined as
the profitability indicator while NPLR as credisk management indicator. The primary
data was collected through a structured questiogntie information was analyzed with
the help of descriptive statistiche secondary data was collected from the published
annual reports for the commercial banks for a gkoioten years.

The findings and analysis reveal that credit riskhagement has effect on profitability in
all the commercial banks analyzed. NPLR has a fsogmt effect on profitability
indicator (ROE). The study used regression analgsestablish the association between
NPLR and ROE; a forecasting model was developedestdd for accuracy in obtaining
predictions. The finding of the study indicatedtttiee model was moderately significant.
NPLR as an independent variable was linearly rdlatiéh the dependent variable (ROE)
thus simple linear regression model was used tecémt ROE for commercial banks;
however care should be taken when using the moddl vahere necessary other
independent variables should be included in theehsal as to strengthen the value 6f R
The results obtained from the regression model ghaivthere is an effect of credit risk
management on profitability at a reasonable leBanks should therefore prudently

manage credit risk to bolster their profitabiligvels.

The analysis on each bank level shows that the ampfcredit risk management on
profitability is not the same. In view of thesedings, the author recommends that there
should be continuous financial innovation by coneia@rbanks in Kenya in order to
minimize credit risk and boost profitability, intexsion this will strengthen the financial

system and create more wealth for the shareholders.
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CHAPTER ONE
1.0 INTRODUCTION

1.1 Background of the study

In today’s environment of intense competitive poess, volatile economic conditions,
rising default rates and increasing levels of comsu and commercial debt, an
organizations ability to effectively monitor and mage its credit risk could mean the
difference between success and survival (Altman2p00he past decade has seen
dramatic losses in the banking industry. Firms tied been performing well suddenly
announced large losses due to credit exposureduirad sour, interest rate positions
taken, or derivative exposures that may or mayhaote been assumed to hedge balance
sheet risk (Santomero, 1997). In response to ttwsnmercial banks have almost
universally embarked upon an upgrading of thek nsnagement and control systems.
Due to the nature of their business, commerciakbaxpose themselves to the risks of
default from borrowers. Prudent credit risk assesgmand creation of adequate
provisions for bad and doubtful debts can cushlm lanks risk. However, when the
level of non- performing loans (NPL'S) is very highe provisions are not adequate
protection (Gupta, 1998).

Credit is derived from a Latin word “credere” maapirust. When a seller transfers his
wealth to a buyer who has agreed to pay latergetiser clear implication of trust that
payment will be made at agreed date (Butterworll®90). Major causes of serious
banking problems are directly related to lax crethindards for borrowers. Poor portfolio
assessment or lack of attention to changes in edm@ngircumstances, common in
emerging economies (Basel, 1999). Banks as finaimgttutions extend credit to their
customers in form of loans, overdrafts, off balasbeet activities i.e. Letter of credit
(LC) guarantees, and credit card facilities. Bagkant credit to enhance their revenues
streams, maintain a competitive edge, to act dsaitgaining power in the industry, as the

industry practice as well as to enhance the reialig with their customers.
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The fundamental objective of the Bank managemetd mmaximize shareholders wealth
(Koch and MacDonald, 2006). This goal is interpdete mean maximizing the market
value of the firm’s ordinary shares. Wealth maxiatian, in turn, requires that managers
evaluate the present value of cash flows underrtaiogy with larger, near- term cash
flows proffered when evaluated on a risk adjustadiv (Koch and MacDonald, 2006).
To obtain higher yields on returns, a bank mudtegitake an increased risk or lower
operating costs (Kegode 2006). Thus managers nvatiate and balance the trade offs
between the opportunity for higher returns, thebptmlity of not realizing those returns,
and the possibility that the bank might fail (Koahd MacDonald, 2006). The banks

profitability will vary with the riskness of its ptiolio and operations.

According to Clarke (1999) awarding credit is arjmy, the success of which depends
on the methodology applied to evaluate and to aw@dcredit. This journey starts from
the application for credit through acquisition oédit and ends at the time the credit is
fully paid. A credit policy helps to define the fn@ work within which credit will be
extended and managed. Hempel et al (1994) staatsdhbre are two credit evaluation
systems in relation to banks assessment of loalcappns. Judgmental credit analysis
which relies on the consumer loan officer's expee in assessing the loan and
empirical credit analysis also referred to as ¢rechring which assesses applicants based
on scores applied to various applicant charactesigExamples of applicant characterizes
assessed include age, employment history, perfarenan loans currently held and types
of accounts held (Shubhasis, 2005).

Profitability is the primary goal of all businesentures. Without profitability the
business will not survive in the long-run. So meamucurrent and past profitability is
very important. Profitability is measured with imee and expenses. Income is generated
from the activities of the business. A business ihadighly profitable has the ability to
reward its owners with a large return on the investt (Waweru and Kalani, 2009).

13



A profitable banking sector is better able to wiimel negative shocks and contribute to
the stability of the financial system. Importantaniges in the operating environment
particularly credit risk is likely to affect bankgditability. Empirical analysis finds that
both bank- specific as well as macroeconomic factwe important determinants in the
profitability of banks (Westerfield, 2008).

1.1.1 Performance Measures

Brealey and Myers (2003) argue that there are uarimportant measures in determining
profitability of an organization. These include;tNRrofit Margin, Return on Assets and
Return on Equity. In 1972 David Cole introduced racedure for evaluating bank

performance via ratio analysis (MacDonald and K&306). This procedure enables an
analyst to evaluate the source and magnitude dksbprofits relative to selected risks
taken. David Cole employed return on equity modehmhalyze bank profitability and

identified specific measures of credit risk, ligtydisk, interest rate risk, operational risk
and capital risk (McDonald and Koch, 2006).

Performance measures derive directly from the irecm@tatement. There are various
measures of profitability. The ratio of net incoteeequity is the accounting Return on
Equity (ROE). It often serves as a target profliiBbmeasure at the overall bank level.
Market Return on Equity, is a price return, or thgo of the price variation between two
dates of the banks shares. Under some specificitammli.e. when the Price Earning
ratio remains constant, it can serve as a prohtaldienchmark. Both ROE and the
market return on equity should be in line with gexders expectations for a given level
of risk of the banks shares. A current order of nitagle for the target. ROE is 15% after
tax, or about 25% before tax (Bessis, 2005). ReturAssets (ROA) is another measure
of profitability for banking transactions. The masimmon calculation of ROA is the
ratio of the current periodical income, interestame and current fees, dividend by asset
balance (Bessis, 2005). ROA can be decomposedfaoto constituent’'s parts by an

accounting identity:

Profitability= ROA= NI/TA + NII/TA — OV/TA- LLP/TA

14



Where, NI is Net Interest Income, NIl is non- imsr Income, OV is non- interest

overhead expenses and LLP is loan loss provisiofWesterfield, 2008).

The Net Interest Margin NI/TA creates a wedge betweeturns to savers and investors
and reflects the cost of bank intermediation sewiand the efficiency of the banking

sector. In general, the higher the net interesgimathe higher are banks’ profit margins
and more stable is the banking sector. Howeveiglzeh net interest margin could reflect
riskier lending practices associated with subsséhtdan loss provisions and could be an
indication of inefficiency in the banking sector €éterfield, 2008).

The draw back of accounting ROE and ROA measura$,ofthe P& L of the trading
portfolio, is that they do not include any risk astment.Hence, they are not comparable
from one borrower to another, because their cregk differs, from one trading
transaction to another, and because the marketvesks across products. This draw
back id the origin of the concept of risk- adjusigerformance measures. This is an
incentive for moving, at least in internal repaootsrisks and performances to economic
values, mark to market or mark to model valuesabse these are both risk and revenue
adjusted (Bessis, 2005).

1.1.2 Credit Risk Management

Greuning (2003) defines credit risk as the chahe¢ & debtor or a financial instrument
issuer will not be able to pay interest or repag firincipal according to the terms
specified in a credit agreement. It means that gaysamay be delayed or ultimately not
paid at all, which may cause cash flow problemsaffetts banks liquidity. Credit risk is

the most important area in risk management. Moa@ 80% of all banks balance sheet
relate to credit (Greuning, 2003; Kabiru 2003; idaR005). All over the world exposure
to credit risk has led to many banks failure. Adiog to Basel (2004) credit risk

exposure particularly to real estate led to wideagrbanking problems in Switzerland,
Spain, The United Kingdom, Sweden, Japan and oth#¥se in Kenya Obiero (2002)

found out that credit risk was only second to pe@nagement in contributing to bank
failures. On perception, Idarus (2005) found ouwit ttredit risk was the most important

area of risk management in Kenya.
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Risk management means, increasing the likelihoalo€ess, reducing the possibility of
failure and limiting the uncertainty of all the oa# financial performance. Best (2000)
argues that the purpose of risk management isdeept an institution from suffering

unacceptable loss. He goes on to explain that ‘eeyable loss” is one which either
causes an institution to fail or materially damagescorporate position. Banks must
monitor the ever changing micro and macroeconomigrenment to identify the risks

therein and find ways of managing these risks. [pmeg economies of the world,;

Kenya included, face more uncertainties that theeldped counter parts. Banking
business in developing worlds therefore faces nmigks. Failure to manage risks
effectively in the respective banks leads to baakufes. One bank failure may have a
contagion effect on the other banks leading tostesyatic failure of the whole banking
industry in a country or even a whole region asyessed during the Asian Bank crisis
(1997-1998). Kenya has had its share of bank fsluDbiero (2002) noted that in 1993

alone, 14 banks in Kenya collapsed.

In recognization of the high risks involved in bank the Central Bank of Kenya has
published risk management guidelines (2005) foptlmpose of providing guidance to all
financial institutions on the minimum requiremefs a risk management frame work
and strategy. It has classified the risks facinwaricial institutions into nine classes
namely: strategic risk, credit risk, liquidity risknterest rate risk, price risk, foreign
exchange rate risk, operational risk, reputatisk and regulatory risk. Banks can project

the average level of credit losses it can reasgratpgect to experience.

1.1.3 Banking Industry in Kenya

The Banking industry in Kenya is governed by thenpanies Act, the Banking Act, the
Central Bank of Kenya Act and the various prudérgiadelines issued by the Central
Bank of Kenya (CBK). The banking sector was libeed in 1995 and exchange controls
lifted (CBK Website). The CBK, which falls underetiMinister for Finance docket, is

responsible for formulating and implementing monetgolicy and fostering the

liquidity, solvency and proper functioning of thedncial system. As at December 2009
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there were forty four banks and non bank instingidfifteen micro finance institutions

and one hundred and nine foreign exchange bur&is (Website).

The banks have come together under the Kenya Bsnkssociation (KBA), which
serves as a lobby for the banking sector’s intexeShe KBA serves a forum to address
issues affecting members for instant governmensligpn. Over the last few years, the
Banking sector in Kenya has continued to growtlassets, deposits, profitability and
products offering. The growth has been mainly upithered by; An industry wide branch
network expansion strategy both in Kenya and ingast African community region and
automation of a large number of services and a nowards emphasis on the complex
customer needs rather than traditional ‘off-thelsbanking products (CBK, 2006).

Players in this sector have experienced increaseapetition over the last few years
resulting from increased innovations among thegrsand new entrants into the market.
To further strengthen the banking system and emhancveillance in the industry, the
Central Bank took the following actions: Bank Swyi&on Department was strengthened
to enhance closer surveillance aimed at detectamisibg problems early enough so as to
take preventive action. Guidelines for risk clasation of loans were revised and issued
to facilitate better credit risk assessment. That@aé Bank has recently licensed credit
reference and credit rating agencies in order toaece credit risk assessment. The
disclosure of the financial performance was enhdrasea way of ensuring better market
discipline. The banks are now required to publigin-performing loans as well as
facilities to directors (CBK, 2006).

The Banking Act was amended further in 1999 soodset in tandem with the regional
and international banking regulations as followscapital requirement was adopted in
order to be in line with the Basel Committee Accaad International Supervisory
practice. Restrict advances, credit and guarartees in form of an insider or associate
in excess of 20% of core capital of the bankingitinsons. Central Bank may prescribe
limits on the preparation of core capital that rbayinvested in purchase or acquisition of
land. Institutions required disclosing to the CahtBank the full particulars of the
individuals who hold shares in the banking insiitng (CBK, 2004).

17



1.2 Statement of the Problem

The main aim of every banking institution is to gge profitably in order to maintain its
stability and improve in growth and expansion. e fast twenty years, the banking
sector has faced various challenges that include- mperforming loans, political
interference and fluctuations of interest rate agnothers, which have threatened the
banks stability as indicated by Roche (2003).Accydto Bessis (2005) risk
management is important to bank management bedmmdes are ‘risk machines’ they
take risks; they transform them and embed thenmairking products and services. Risks
are uncertainties resulting in adverse variatidngrofitability or in losses. Various risks
faced by commercial institutions include; credgkri market risks, interest rates risk,

liquidity risk and operational risk (Shubhasis, 200

Various local studies conducted have failed tol#isia any relationship between credit
risk management and profitability in commercial k&mn Kenya. The study by Mudiri
(2003) had sought to determine credit managemastinigues applied by financial
institutions in Kenya. Maina (2003) conducted aveyron risk based capital standards
and the riskness of bank portfolio in Kenya. Mb@804) studied on the relationship
between credit risk analysis and the level of nenfggmance loans. Mwirigi (2006)
conducted an assessment of credit risk techniquesmmercial banks. Kegendo (2006)
sought to establish factors that determine credittiviness of a visa card. The study by
Ngare (2008) was a survey of credit risk managerpeadtices by commercial banks in
Kenya. Ndung'u (2003) in a study on the determisaat profitability of quoted
commercial banks in Kenya finds that sound asset lability management had a

significant influence on profitability.

While the above research outcome provides valuablghts on credit risk management,
they have not induced a clear relationship betweesdit risk management and
profitability in Commercial banks in Kenya. Givehet gaps poised by the above
empirical studies, this study poses the researatstoun: “what is the relationship
between credit risk management and profitabilitcammercial banks in Kenya?” The
study hypothesizes that commercial banks shouldodstrate to improve profitability of
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the bank after administration of a credit. This diyyesis is based on the argument that
commercial banks’ largest credit risk is loanshaligh that credit risk exists throughout
the other activities of the bank both on and o# Halance sheet. These other activities
include acceptance, inter-bank transactions, trdol@ncing, foreign exchange
transactions, futures, swaps, options and guarainieeanswer the above question, the
study seeks to establish a relationship betweethitaiek management and profitability;
this will be done by reviewing various profitabylimeasures and in particular the ROE
ratio. ROE has an important indicator to measueepttofitability of the banks has been
discussed extensively. Foong Kee (2008) indicabed the efficiency of banks can be
measured by using the ROE which illustrates to veliéent banks use reinvested income

to generate future profits.

1.3 Objective of the study
The main objective of the study is to establisklatronship between credit risk

management and profitability of commercial bankKémya.

1.4 Significance of the Study

The study will be important to various stake hotdas indicated here below:

Banking Industry
The industry will obtain information on the relaighip between credit risk management
and profitability. This information will be espetliauseful to future investors in the

industry and Senior Management.
The Government

The government will obtain information on the imaorce of implementation of various

legal frameworks in relation to credit risk managein.e. Basel Accords.
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Academicians

In addition to contributing to the body of knowledghe research will also help and

encourage continuity as far as doing further retesr concerned.
Regulatory Body

Central Bank of Kenya will further acknowledge theportance of credit risk

management in banks.
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CHAPTER TWO
2.0 LITERATURE REVIEW
2.1 Introduction

This chaptedeals with various concepts in regard to the m@hstiip between credit risk
management and profitability of commercial banks. addition, the researcher will
discuss various empirical studies done in the dattk theories of credit administration,
profitability theories and ratios and summary cas@n of the literature review.

2.2 Theoretical Review

2.2.1 Modern Portfolio Theory

Modern portfolio theory was largely defined by therk of Harry Markowitz (1927) in a
series of articles published in the late 1950ssTheory was extended and refined by
William Sharpe (1934), John Lintner (1916 1983)néa Tobin (1918), and others in the
subsequent decades. Portfolio theory integrates piteeess of efficient portfolio
formation to the pricing of individual assets. Kkp&ains that some sources of risk
associated with individual assets can be eliminateddiversified away, by holding a
proper combination of assets (Bodie et al, 1999)ido portfolio Theory (MPT) is one
of the most important and influential economicsoties that deal with finance and
investments (Markowitz, 1990). The Modern Portfdlibeory was developed by Harry
Markowitz and was published in 1952 in the jouroélfinance under the name of
“Portfolio Selection”. Later in 1959, He also pudtied a book by the name of “Portfolio
Selection: Efficient Diversification of Investmeht@Brealey and Myers, 2003). What
Harry Markowitz started back in the early 1960s wastinued through the development
of the capital market theory, whose final produitte capital asset pricing model
(CAPM), allowed a Markowitz efficient investor tstanate the required rate of return
for any risky asset (Bodie et al, 1999).

MPT argues that, it is not enough to take only paeicular asset’s risk and return under
consideration but rather invest in several assétslow correlations towards each other.
This will give the portfolio advantages of diversition. Hence, the relevant objective in
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the MPT concept is to choose the right combinatdrthese assets to the optimal
portfolios (Freeman, 2006). The theory of moderntfpbo management describes the
resulting risk and returaf a combination of individual assets. A primaryeabive of the
theory is to identify asset combinations that dffecient. Here, efficiency means the
highest expected rate of return on an investmentfgpecific level of risk (Grinold,
1999). The primary starting point for portfolio trg requires an assumption that
investors are risk averse. This means that thdynailconsider a portfolio with more risk
unless it is accompanied by a higher expectedofateturn (Greg, 2009).

The main benefit of forming portfolios is the pdiahto create combinations with lower
risk and possibly higher expected returns thanbmanbtained from individual securities
(Butterworths, 1990). Now consider the risk asgediavith an individual security as the
sum of two parts. One part is represented by régkofs that are truly unique to the
specific security. The other part is representedskyfactors that are essentially common
with all other securities. For example, the potrir a key employee to leave the firm
unexpectedly or the possibility of discovering galdder corporate headquarters are
unique risk factors that are not shared with offivens (Michaud, 1998). On the other
hand, risk factors concerning the potential for xpeeted and rapid growth in the
national (or international) economy or the enactn@mew legislation that affects the
operating costs for all firms represent examplesoshmon risk factors. While portfolio
formation reduces the influence of unique risksoaisded with individual securities, it
cannot eliminate exposure to common risk factorsated differently, properly
constructed portfolios allow for diversification nhsystematic (unique) risk, but not for
systematic (market) risk (Markowitz, 1991).

In summary, portfolio management theory assessds and return relationships for
combinations of securities. While the expected rretaf a portfolio is the simple
weighted average of the expected returns of itspoorant securities, portfolio risk must
also consider the correlation among the returnsdi¥/idual securities. Since part of the
price fluctuation of a security is unique, it doest relate to price fluctuations of other
securities held. This allows the investor to divgrsor eliminate, a portion of each
security's risk (Michaud, 1998). With additionabéysis, the subset of portfolios with the
highest expected return for a given risk level bandentified. If a risk-free asset can also
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be purchased or sold, then there is a unique catibmof risky securities that will allow
all investors to achieve superior returns for aegivisk level. The capital asset pricing
model and other models use this result to inferrilereturn relationship for individual
securities. Although there is imprecision when ratigng to implement these theories,
they provide a useful way to evaluate and improweaiaety of investment strategies
(Thygerson, 1995).

In banking, loans constitute the assets in thentirlds and therefore the theory can be
used to expound on the need of commercial banksigr a portfolio that cuts across
different industries and businesses (Greg, 20093. gortfolio can be formed on the basis
of purpose, time period, industry etc. This theppses a number of gaps; the initial
intent by Markowitz was to address the importancaneestment portfolio for investors
to spread risk when investing and not managemeidasf portfolio in banks. Some of
the issues not addressed by the theory include; bavks can form a portfolio of loans
that minimizes risk and maximizes return? It doesoutline ways of determining a risk
free portfolio. In addition the theory does not a3 various risks that are faced by
banks when managing a loan portfolio. Therefore ttieory cannot apply holistically

when managing credit risk in banks.

2.2.2 Trade-off Theory

The initial trade-off models dominated the capisatucture literature. The tax benefit-
bankruptcy cost trade-off models (DeAngelo and Masd980) predict that firms will seek
to maintain an optimal capital structure by balagdhe benefits and the costs of debt. The
benefits include the tax shield whereas the costhide expected financial distress costs.
Under the agency theoretical models (Jensen andlMgg1976), Myers (1977) and Jensen
(1986)) firms use the benefits of reducing poténfiee cash flow problems and other
potential conflicts between managers and sharetmlde offset costs associated with
underinvestment and asset substitution problemesdttheories predict that firms maintain
an optimum capital structure where the marginaklieof debt equals the marginal cost. The
implication of these trade-off models is that firtmsve target leverage and they adjust their
leverage toward the target over time.
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Standard Capital Market Theory states that ther® tiede off between risk and return
(Markowitz, 1952 and Sharpe, 1964). The more risk & willing to accept the more
return can be expected. However, this trade-of§ twolds true for the unsystematic risk,
not for the risk that can theoretically be avoid®ed diversification. Financial theory,
therefore predicts that well diversified banks gidligher expected returns than banks
with little diversification. However, financial tbey based on the notion of perfect capital
markets is not really applicable to banks. Thisuargnt leads to the theory of financial
intermediation, taking into account the role of rasyetric information which
incorporates the relevance of monitoring. In tharbond (1984) model- monitoring costs
and monitoring quality are considered to be corisaaross all banks. Thus, the argument
by Diamond that diversification reduces the banlanmoring costs and that therefore
banks should be as diversified as possible.

What is the trade- off between the risk that thenlwvill enter default and result in a loss,
and the return that the institution will receivef@es and interest income? The answer to
this question, through analysis of the risk- retirade- off, is the crux of all investment
decisions; the yield on risky assets must incofgoexpected credit losses (Thygerson,
1995). If the risk of default is high, then theuret should be commensurately high.
Inevitably, investors expect to lose on loans antkstments expecting those relatively
risk- free vehicles. As with any portfolio of asgaghe management challenge is to ensure
that the experienced losses are less than or dqudlose expected when the firm
acquired and priced the assets; and managementchayve this stability through careful
origination and servicing of individual assets atchtegic portfolio diversification and
management (Johnson, 2000).

This theory has tempted to explain the importarfceanle off between risk and return,
however it has not addressed a number of impoftanbrs such as; the level of loan
portfolio that will be ideal for maximization of ig@n and minimizing of risk, how to
determine the optimal level of loans? It has neegitools to be used in determining the
optimal loan levels and also the criteria to beduse diversification. This therefore
creates a study gap between the theory and ciisklittfanagement and profitability in

banks.
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2.3 Credit Risk
According to Gregoriou and Hoppe (2009) bank loanai debt, which entails the

redistribution of the financial assets betweenlémeler and the borrower. The bank loan
is commonly referred to the borrower who got an ami@f money from the lender, and
need to pay back, known as the principal. In addjtthe banks normally charge a fee
from the borrower, which is the interest on the tddline risk associated with loans is
credit risk. One of the principal duties of finagcinstitutions is to provide loans, this is
typically the source of income to banks, bank loand credit also constitute one of the

ways of increasing money supply in the economy (Wayd, 2007).

The Central Bank of Kenya defines NPLs as thoseddaat are not being serviced as per
loan contracts and expose the financial institwitmpotential losses (CBK, 1997). It is
important to note that non-performing loans reéeatcounts whose principal or interest
remains unpaid 90 days or more after due date. rdoog to the Central Bank of Kenya
Supervision Report (CBK, 1999), the level of nomfpening loans has been increasing
steadily from shs.56 billion in 1997, to Shs. 8Bidn in 1998 to shs.97 billion in 1999.
This high level of non-performing loans continuesbe an issue of major supervisory
concern in Kenya. The recent financial crises inAUSd Europe suggest that NPL
amount is an indicator of increasing threat of imsocy and failure. However, the
financial markets with high NPLs have to diverdifieir risk and create portfolios with
NPLs along with Performing Loans, which are widbded in the financial markets. In
this regard, Germany was one of the leaders of MBtkets in 2006 because of its sheer
size and highly competitive market. Also, Czech @dijgc, Turkey and Portugal are
noticeable NPL markets in EU according to Ernst &Mg@'s Global Non-performing
Loan report (2006).

According to Omuodo (2003), as pressure mountherbanking industry’s profitability
resulting from over reliance on interest incomebbyks, it is strategically imperative that
banks focus on other revenue streams. National sindl Credit Bank, NIC, has
introduced new products to diversify revenue andkeep its head above the water.
Omuodo adds that part of NIC Bank’s strategy hasnbt® diversify revenues, by
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expanding the scope of its activities in additiorit$ predominant asset finance focus and
offering more general commercial banking facilitieged other products. Premium
financing and provision of custodial services haeduced over reliance on interest
income. According CBK (2002), public sector bankattgave loans without proper
documentation are finding the loans difficult tacager. They have now shifted away
from security based lending to the emphases orcuktomers ability to meet the loan

repayments.

Several banks in the country are already harvestiegfruits of prudent risk management
practices. As reported by Wahome (2004), the Cadper Bank of Kenya announced a 70
per cent rise in its pre-tax profitability for yea®03 and declared its first dividend in six
years. This is the second straight year of prafitgdor the bank, which had earlier reported
a Sh2 billion loss in 2000. The chief executiveiagff attributed the impressive results to
aggressive cost management, focus on non-fundesmiec debt recovery and prudent
liquidity management contributed significantly tbet bank's performance in the year
(Wahome, 2004).

According to the Basel Accords, banks face variislss, that is, credit risk, market risk
and operational risk. Market risk is defined as tis& of losses in on and off-balance
sheet positions arising from movements in markétepr The capital treatment for
market risk addresses the interest rate risk andtyegisk pertaining to financial

instruments, and the foreign exchange risk in tadimg and banking books. Operational
risk is defined as the risk of direct or indireos$ resulting from inadequate or failed
internal processes, people and systems or frommratevents (Basel 1999). A firm wide
risk management framework is an amalgam of strat@ggcess, infrastructure and
environment which helps such institutions makelligient risk taking decisions prior to

committing limited resources and then helps to rmorthe outcome of these decisions
(Venkat, 2000). This integration approach to mamggrisks ensures full risks

identification, risk awareness, risk assessmentasmmement and control and finally

evaluation.
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In response to recent corporate and financial thsssregulators have increased their
examination and enforcement standards. In bankaéogogs Basel Il has established a
direct linkage between minimum regulatory capitatl ainderlying credit risk, market
risk and corporate risk exposure of banks. Thip gfiwes an indication that Capital
management is an important stage in risk mitigateord management. However,
development of effective key risk indicators angithmanagement pose significant
challenge. Some readily available sources sucholsigs and regulations can provide
useful direction in deriving key risk indicators dacompliance with the regulatory
requirement can be expressed as risk managemenoatioi. A more comprehensive
capital management framework enables a bank toowepprofitability by making better

risk based product pricing and resource allocdtiBasel 2004).

Because of the dire consequences of credit risks important that credit managers
perform a comprehensive evaluation of credit riskvering the credit portfolio
management, lending function and operations, cregik management policies, non
performing loans portfolio, asset classificatior dman provisioning policy. This review
must be done at least annually (Basel 11 2004 diCriek management is the process of
evaluating risk in an investment. When the risk bbasn identified, investment decisions
can be made and the risk vis a vis return balaonsidered from a better position. Credit
risk can be reduced by monitoring the behaviorligihts who intend to apply for credit
in the business. These clients may be businessaadoniduals (Altman 2002).An
important aspect in credit risk management is tesiessment. Due to the dire effects of
credit risk (whereby if not well managed can leadank failure), it is important for a
bank to have capacity to assess, administer, sispewcontrol, enforce and recover loans,

advances, guarantees and other credit instrumi€aksr(i, 2002).

It is the responsibility of management to set wpealit administration team to ensure that
once credit is granted it is properly maintainedd aadministered. Procedures for
measuring a firms overall exposure to credit riskveell as stringent internal rating
systems should be adequate. All companies thatoti@urrently have independent risk
management structures must immediately set up thatswill concentrate fully on the

risk management function. This risk managementtfancwithin an institution should
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report directly to the board, to ensure independeiBasel, 1999).The importance of
credit risk management has never been more imgosi#imthe current high default rates
and high provisioning. Indeed in 1999, at the ehdhe benign credit cycle, banks ,
regulators and financial market practitioners wspending considerable time on this
subject due to increased emphasis on sophisticsgkdmanagement techniques in a
challenging environment, refinements in credit swprtechniques, establishment of
relatively large database of defaults, recoveres$ eredit mitigations, development of
offensive credit risk mitigation techniques suchsasuritizations, credit derivatives and

credit insurance products (Altman, 2002).

Financial institutions use various techniques digating credit risk. The most common
are collateral, guarantees, netting off of loarsires deposits of the same counter-party.
The payments are netted off against the receigtglanbalance is paid thus reducing the
credit risk. Credit Insurance, factoring, debt eotlon, surety bonds, and letter of credit
are other techniques widely used. While use ofgheshniques will reduce or transfer
credit risk, other risks may arise which includgdke operational, liquidity and market
risks (Stutz, 1985). The dictum in finance sayd thihe greater the risk, the higher the
return”. Therefore risk can be seen both as an rypity and as a threat; opportunity,
because the most risky businesses are also higbfitgble. Risk is a threat because it
includes a possibility of losing part or the whadé your investment. Risk cannot
however be done away with. Venal (2000) argues itih@dt business managers would
agree that it is neither possible nor desirablecampletely eliminate risk from the
business proposition. What is required is an uridedsng of all risks that arises from a

particular business and managing those risks aftdgt

The purpose of Basel Il is to create an internafitandard about how much capital
banks need to put aside to guard against the tyfpesk banks face. In practice, Basel Il
tries to achieve this by setting up meticulous askl capital management requirements
aimed at ensuring that a bank holds capital reseappropriate to the risks the bank
exposes itself to. These rules imply that the greask which bank is exposed to, the

greater the amount of capital a bank needs to tood@feguard its solvency (Basel, 2006.
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The theoretical banking literature is, however, idid on the effects of capital
requirements on bank behavior and consequentlyhenmisks faced by the institutions.
Some academic works point toward that capital requent clearly contributes to various
possible measures of bank stability. On the coptrather works conclude that capital
requirements make banks riskier institutions thHaytwould be in the absence of such
requirements (Joetta, 2007). Jeitshko and Jeur@ipf2@ave discovered numerous aspects
that explain the differing implications of portfoimanagement models for the
responsiveness of bank portfolio risk to capitgltation. Results depend on banks being
either value-maximizing or utility-maximizing firmeank ownership (if limited liability)
and whether banks operate in complete or incompmstet markets. Moreover, the
effects of capital regulation on portfolio decissoand therefore on the banking system’s
safety and soundness eventually depend on whidpgetive dominates among insurers,

shareholders, and managers in the principal-agésriaictions (Jeitshko and Jeung 2005).

2.4 Credit administration

According to Muriuki (1998) credit administratiog & critical element in maintaining the
safety and soundness of a bank. Once a creditaigtegt, it is the responsibility of the
business unit, often in conjunction with a creditranistration support team, to ensure
that the credit is properly maintained. This in@dadkeeping the credit file up to date,
obtaining current financial information, sendingt aenewal notices and preparing
various documents such as loan agreements (Mulig@8). Given the wide range of
responsibilities of the credit administration fuoat its organizational structure varies
with the size and sophistication of the bank. Irgéa banks, responsibilities for the
various components of credit administration are aligu assigned to different
departments. In smaller banks, a few individualghthihandle several of the functional
areas. Where individuals perform such sensitivetions as custody of key documents,
wiring out funds, or entering limits into the cont@u database, they should report to
managers who are independent of the business atiggmand credit approval processes
(Tirapat 1999).
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In developing their credit administration areashksashould ensure: the efficiency and
effectiveness of credit administration operatioimgjuding monitoring documentation,
contractual requirements, legal covenants, colgtetc.; the accuracy and timeliness of
information provided to management information eys; adequate segregation of
duties; the adequacy of controls over all “backceff procedures; and compliance with
prescribed management policies and procedures dks ase applicable laws and
regulations (Muriuki,1998). For the various compuatseof credit administration to
function appropriately, senior management must rgstded and demonstrate that it

recognizes the importance of this element of moimigoand controlling credit risk.

The credit files should include all of the infornoet necessary to ascertain the current
financial condition of the borrower or counterpaay well as sufficient information to
track the decisions made and the history of thditrEor example, the credit files should
include current financial statements, financiallgses and internal rating documentation,
internal memoranda, reference letters, and appsai$ae loan review function should
determine that the credit files are complete anat @l loan approvals and other

necessary documents have been obtained (Mullei)2003

2.5 Credit Risk Management

Risk assessment enables an organization to detenviiether a specific transaction or
business is appropriate from a risk return perspmcMeasurements entail quantifying

risk in a consistent corporate wide manner to datex the types and events of risks
being assumed in line with the expressed risk #pgpeifter measurements, then there
are controls i.e. setting limits to avoid unnecessancentration of risks (Saunders and
Corrett 2007). Evaluation entails examination dfedent risk taking activities to ensure

that there is adequate differentiation of busin@sproduct that create value and those
that destroy value(Venkat, 2000).

Risks are identified, captured, assessed measuarkedeported. Selim (1999) argues that
the new paradigm in risk management involves vigwiasiness risks in the context of

their relationships to change, opportunities, diojes and controls. It also involves

examining threats not only to financial performanaed control but also to an
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organizations strategies, business objectives gputation. Venkat (2000) has identified
some of the possible risk management objectiveshannk the business strategy to the
risk management strategy to ensure consistency emtérprise competitive advantages.
The focus should be improving quality and sustalitgbof earnings, enhancing risk

taking efficiency meeting customer needs and irgingashareholders value.

According to Duncan (2000) some of the possibleebenthat a bank can accrue from
risk management include; avoidance of large uneaepetosses, avoidance of large
number of small losses, improved operational efficy, improved customer satisfaction
improved awareness of operational risks within trenagement, better management of
knowledge and intellectual capital within the firagsurance to the senior management
and the shareholders that risks are properly aslddesAll banks can therefore
enormously form an effective risk management gjsateSuch a strategy requires a
formal process (Greuning, 2003; CBK 2005). The congmts of an effective risk
management framework in a bank should include; ativea board and senior
management, who must understand and own risk mareagge adequate policies and
procedures, an established risk management depdrtareadequate risk monitoring and

finally, implementation of Basel accords (Greunigg03).

2.5.1 Credit Risk Management Indicators

In response to recent corporate and financial thsssregulators have increased their
examination and enforcement standards. In bankéogos Basel Il has established a
direct linkage between minimum regulatory capitatl ainderlying credit risk, market
risk and corporate risk exposure of banks. Thip gfwes an indication that Capital
management is an important stage in risk mitigateord management. However,
development of effective key risk indicators an@ithmanagement pose significant
challenge. Some readily available sources sucholsigs and regulations can provide
useful direction in deriving key risk indicators dacompliance with the regulatory
requirement can be expressed as risk managemenoatioi. A more comprehensive
capital management framework enables a bank toowepprofitability by making better
risk based product pricing and resource allocatioianjuan et al.2009).
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The purpose of Basel Il is to create an internai@tandard about how much capital
banks need to put aside to guard against the tyfpesk banks face. In practice, Basel Il
tries to achieve this by setting up meticulous askl capital management requirements
aimed at ensuring that a bank holds capital reseappropriate to the risks the bank
exposes itself to. These rules imply that the greask which bank is exposed to, the
greater the amount of capital a bank needs to toot@feguard its solvency (Joetta 2007).
The theoretical banking literature is, however, idkd on the effects of capital
requirements on bank behaviour and consequentlyhemnisks faced by the institutions.
Some academic works point toward that capital reguent clearly contributes to various
possible measures of bank stability. On the coptrather works conclude that capital
requirements make banks riskier institutions thaytwould be in the absence of such
requirements (Madga 2009).

Jeitshko and Jeung (2005) have discovered numerspects that explain the differing
implications of portfolio-management models for tlesponsiveness of bank portfolio
risk to capital regulation. Results depend on bamésg either value-maximizing or

utility-maximizing firms; bank ownership (if limitkliability) and whether banks operate
in complete or incomplete asset markets. Moreawer,effects of capital regulation on

portfolio decisions and therefore on the bankingtay's safety and soundness
eventually depend on which perspective dominatesngmnsurers, shareholders, and

managers in the principal-agent interactions.

2.6 Profitability

Bessis (2005) defines profit as the surplus leféirdvom revenue after covering expenses.
Profitability is the measure of profit generated amongoing basis. Profit is generally

measured in shilling terms. Profitability ratiososha company's overall efficiency and

performance. We can divide profitability ratiosantwo types: margins and returns.

Ratios that show margins represent the firm's tgliiti translate sales dollars into profits

at various stages of measurement. Ratios that sbémnns represent the firm's ability to

measure the overall efficiency of the firm in geatgrg returns for its shareholders

(Bessis, 2005).
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2.6.1 Profitability Measure in Banks

The profitability in this case is presented and snead using ROE. In other words, the

amount of NI returned as a percentage of TSE. TOE i defined as the company’s

annual net income after tax divided by sharehofdequity. NI is the amount of earnings

after paying all expenses and taxes. Equity repteshe capital invested in the company
plus the retained earnings. Essentially, ROE irtdgcghe amount of earnings generated
from equity | choose it as profitability indicatdwecause ROE comprises aspects of
performance, such as profitability and financiakleage (Foong, 2008).The measurement
of bank performance has been developed over timtheAbeginning, many banks used a
purely accounting-driven approach and focused emtkasurement of NI, for example,

the calculation of ROA. However, this approach doeisconsider the risks related to the

referred assets, for instance, the underling rigkthe transactions, and also with the

growth of off-balance sheet activities. Thus trekiness of underlying assets becomes
more and more important. Gradually, the banks edtiat equity has become the scarce
resource. Thereby, banks turn to focus on the RODmEdasure the net profit to the book

equity in order to find out the most profitable imgss and to do the investment (Joetta,
2007).

ROE is commonly used to measure the profitabilftpanks. The efficiency of the banks
can be evaluated by applying ROE, since it shova$ bfanks reinvest its earnings to
generate future profit. The growth of ROE may alspend on the capitalization of the
banks and operating profit margin. If a bank ishlygcapitalized through the risk-
weighted capital adequacy ratio (RWCAR) or Tierapital adequacy ratio (CAR), the
expansion of ROE will be retarded. However, thegase of the operating margin can
smoothly enhance the ROE (Foong, 20R&E as an important indicator to measure the
profitability of the banks has been discussed ety in the prior studies. Foong
(2008) indicated that the efficiency of banks cannteasured by using the ROE which
illustrates to what extent banks use reinvestednre to generate future profits.
According to Risk bank’s Financial Report (2002 theasurement of connecting profit

to shareholder’s equity is normally used to defhme profitability in the banks.
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ROE also hinges on the capital management acsvitiethe banks use capital more
efficiently, they will have a better financial leage and consequently a higher ROE.
Because a higher financial leverage multiplier ¢aties that banks can leverage on a
smaller base of stakeholders fund and produce higlerest bearing assets leading to
the optimization of the earnings. On the contraryise in ROE can also reflect increased
risks because high risk might bring more profitsisTimeans ROE does not only go up by
increasing returns or profit but also grows by tgkmore debt which brings more risk.
Thus, positive ROE does not only represent thenfire strength. Risk management
becomes more and more significant in order to ensustainable profits in bankSam
and Magda, 2009).Furthermore, the paper “Why Returrquity is a Useful Criterion
for Equity Selection” by Kee (2008) has mentionbdttROE provides a very useful
gauge of profit generating efficiency. Becauseéiasures how much earnings a company
can get on the equity capital. The increased ROk hmat that the profit is growing
without pouring new capital into the company. Aasliéy rising ROE also refers that the
shareholders are given more each year for theasitmvent. All in all, the higher ROE is
better both for the company and the shareholdarsdtition, ROE takes the retained
earnings from the previous periods into accounttafisl the investors how efficiently the

capital is reinvested (Kee, 2008).

In accordance with the study by Waymond (2007)fitadality ratios are often used in a
high esteem as the indicators of credit analysisainks, since profitability is associated
with the results of management performance. ROE R@d& are the most commonly
used ratios, and the quality level of ROE is betw#8% and 30%, for ROA is at least
1%. The study of Joetta (2007) presented the parpb&®OE as the measurement of the
amount of profit generated by the equity in thenfilt is also mentioned that the ROE is
an indicator of the efficiency to generate profiarh equity. This capability is connected
to how well the assets are utilized to produce ftadits as well. The effectiveness of
assets utilization is significantly tied to the ambof assets that the company generates

for each shilling of equity.
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2.7 Empirical Review

In their study ‘Credit Risk Management and Profiiab in Commercial banks in
Sweden’ Juanjuan et al (2009) highlighted that icregk management has effect on
profitability. The analysis further indicated thithe impact of credit risk management on
profitability is not the same on all the four (Hnemercial banks sampled. The study was
limited to identifying the relationship of credisk management and profitability of four
commercial banks in Sweden. Further, the resultthefstudy were limited to banks
sampled and were not generalized for all the coromehanks in Sweden The
researchers used regression model to do the ealpamalysis. The data was collected
from the sample banks annual reports (2000-2008).

A study by Tang and Jiang (2003) on ‘The profitidéypibf the banking sector in Hong
Kong’ finds that both bank-specific as well as no@oonomic factors are important
determinants in the profitability of banks. Fronmsample of four main banks in Hong
Kong, Tang and Jiang highlights that macro-econdagttors, real GDP growth, inflation
and real interest rates have a positive impact. dgnbank specific variables the
researches identifies operational efficiency andiress diversification contribute to
higher returns on assets, after controlling fofedénces in the credit quality of loans.
They enlist provisions for bad debts and non- sgeexpenditure as the major factors
influencing banks profitability in Hong Kong. In mdusion the researchers argue that
controlling bad debts through prudent credit risainagement leads to a more efficient

bank and thus higher profits.

Ngare (2008) conducted a survey of Credit Risk M@anzent Practices by commercial
banks in Kenya. The specific areas of research wegred towards identifying the
sources of credit risk exposures in banks andegfies that the banks in Kenya have
adopted to monitor and mitigate against the credik exposures inherent in the
operations of their business. To facilitate thaiathent of the objectives of this study,
guestioners were administered to the credit riskagars and credit managers. From the
study it was found that most banks use qualitakdan assessment methods to make
credit granting decisions while liquidity runs dretborrowers’ credit concentration and
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adverse trading by the borrowers were the maincesunf credit risk among the banks in
Kenya. In addition, most banks were found to usa Idiversification, banks guarantees

and bank covenants to mitigate against credit risk.

Mwirigi (2006) in his study survey approach exandingne credit risk management
techniques adopted by Micro- finance institutionskienya. The study reveals that; a
significant number i.e. 92% of the respondents usedit management policies as a
basis of objective credit risk appraisal, 6705 pent had distinct departments where
credit activities were organized, 67.5 per centoined their institutions in the

development of credit risk management policiesthatl 87.5 per cent used pre-set credit
risk levels as a means of managing credit riskcdnclusion he identifies credit risk as
the most important risk with 80 per cent of thepmslents ranking it as the most

important among other risks faced by their ingittos.

Simiyu (2008) while analyzing techniques of credgk management observed that
micro- finance uses 6 C’s techniques of credit ns&nagement. The study further
established that majority of the institutions useddit Metrix to measure the credit
migration and default risk. It was a descriptivadst targeting a sample of thirty (30)

Micro- finance in Kenya.

Njiru (2003) on credit risk management by co-opgeest in Embu district found that

none of the credit societies use quantitative nutho evaluate the credit worthiness of
their members but use qualitative methods only the 6 C’s technique i.e. character,
capacity, condition, collateral, capital and cohtrat to a small extent. It was a census

study of twenty four (24) co-operative societie€mbu.
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2.8 Conclusion Summary

A profitable banking sector is better able to wiimel negative shocks and contribute to
the stability of the financial system. Credit forrige largest contributor of the banks
bottom line through interest income and relateds.feEhe study hypothesizes that
commercial banks should demonstrate to improve itptolity of the bank after
administration of a credit. This hypothesis is lhsa the argument that commercial
banks’ largest credit risk is loans, although tbdit risk exists throughout the other

activities of the bank both on and off the balasleet.

The empirical and the theoretical analysis findt ttr@dit risk management as vital in
management of banks. Juanjuan et al (2009) in shedty ‘Credit Risk Management and
Profitability in Sweden relied on the informatiori only four commercial banks to
establish the relationship thus due to the sizéhefsample the results might be biased
and not applicable to other commercial banks. lditamh, the study was carried out in
Sweden and thus can not be relied locally. Theystmd Tang and Jiang (2003) was
carried out in Hong Kong and it was based on fdyilb@nks it established that there are
various factors that affects banks profitabilitydame of them was credit. The study does
not establish a relationship between credit riskag@ment and profitability it only states
credit as a factor influencing profit.

The local studies analyzed are biased towardsdheus tools and techniques of credit
risk management used by various institutions (N@A@8; Simiyu 2008; Mwirigi 2006
and Njiru 2003) the studies did not establish arclelationship between credit risk
management and profitability. In addition, the stsdhave not discussed measures of
profitability and credit risk in Banks. The two tivees analyzed have induced a very
important element in banks i.e. ‘risk and returndadholding of a portfolio of assets to
diversify risk’. The theorists intention were todaess investors of stocks in an Equity
market i.e. on how to maximize return while miramg risk and further diversifying the
portfolio held to minimize risk. Thus the theoriémve not clearly explained the
relationship between credit risk management antitabdity in commercial banks. From
the literature review there are various gaps ifiedtand thus necessitating the study.

37



CHAPTER THREE

3.0 RESEARCH METHODOLOGY

3.1 Introduction

This chapter discusses the research design, tpogetlation, sampling procedure and

design, data collection instrument and procedunesdata analysis.

3.2 Research Design

According to Kerlinger (1986) research design s phan and structure of investigation
SO conceived so as to obtain answers to researektigns. The plan is the overall
program of the research and includes an outline/ttdt the investigator will do from
writing of the hypothesis and their operational licgtions for the final analysis of data.
Cooper and Schindler (2003) summarizes the estenfimesearch design as an activity
and time based plan. Always based on the researektigns, guides the selection of
sources and types of information, a frame worksfeecifying the relationship among the

study variables and outlines the procedure foryekesearch activity.

According to Mugenda and Mugenda (1999), reseaestigd as the outline plan or
scheme that is used to generate answers to tharchsproblems. It is basically the
structure and plan of investigation. Descriptivesel@ch seeks to establish factors

associated with certain occurrences, outcomes,ittomsi or types of behavior.

The researcher used descriptive research designisTeemed appropriate because the
study involved an in depth study of the credit rislanagement and profitability in
commercial banks in Kenya which helped the researitchdescribing the state of current
affairs. According to (Mugenda and Mugenda 1998escriptive study is undertaken in
order to certain and be able to describe the ctersiics of the variables of interest in a
situation. Other studies Kombo, (1997); Kandie,0@0Q Situma, (2006); Juanjuan et al
(2009) and Gichuki, 2009 successfully employed dtee analytical technique.
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3.3 Target Population

According to Mugenda and Mugenda (1999), a targgufation is one the researcher
wants to generalize the result of the study. Tlseaech comprised of all the commercial
banks in Kenya as at 3December 2010, licensed and registered under dn&iBg Act.
According to the central Bank of Kenya, there wdek licensed banks as at *31
December 2009 (appendix 1)

3.4 Sample

A random sample of 30 Financial Institutions waketa from the population. This
constitutes 73% of the entire population. This damiairly represented the whole
population and was considered large enough to geoa general view of the entire

population and serve as a good basis for validraliable conclusion.

3.5 Data Collection Instruments and Procedures

The study applied data from both primary and seapndources. Primary data was
collected by use of a questionnaire (appendix A&gording to Kirakoski (1998) defines
a questionnaire as a method for the elicitationpm#ing and collecting of information.
Further, Kothari (2003) argues that questionnageserate data in a systematic and
ordered fashion. The questionnaire comprised bdthstructured and unstructured
guestions to avoid being too rigid and to quantifg data especially where structured
items were used. The questionnaire was administéredigh the “drop and pick later”
method. The follow-up was done by emails, Short $d4ge Service (SMS) and phone
calls, on arrangements some questionnaires wersomaly administered to the
respondents.

The researcher also used secondary sources. Tadoddahe banks was extracted from
the banks’ annual reports and financial statemknta ten year period 2000-2009. These
were obtained from the NSE library, the respectvamks’ secretaries, and the banks

supervision department at the Central bank of Kenya
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3.5.1 Reliability and Validity

According to Kee (2008) reliability and validity earoften used by the scientific
researchers in their studies, both qualitative guodntitative. Reliability refers to the
consistency and accuracy of the research resaltthel quantitative research, reliability
can be illustrated as the stability of the measergnover time, the similarity of the
measurements during the given period, and alsad#iggee to the same results of the
measurement given repeatedly. Validity means tbaracy of the measurement of which
it is intended to be measured and how truthful tbgults of the research are Joetta
(2007).A descriptive study was carried out usirgample of 30 banks representing 73%
of the population. Omissions in the questionnawese corrected to improve reliability
of the instrument. Most of the information from thecondary source was from published
financial information thus this improved accurabyaddition, the researcher used SPSS
package in obtaining regression output and thisrmétion was further confirmed for
accuracy by use of MS Excel. Thus, the findings #mel results obtained through
regression analysis of the study are replicableclwhtonsequently guarantee the
reliability and validity of the study.

The researcher pre-tested the research instrurbefdse commencing the study; hence
this helped in the validity of the questionnairel @limination of misunderstanding of the
guestions being asked by the researcher.

3.6 Data Analysis

Data was tabulated and analyzed using descriptastic i.e. use of the frequency
distribution tables, percentages and charts. Theareher used a regression model to
analyze data collected from the annual reportshef sample banks. Based on the
regression outputs the researcher conducted thgsasdo answer the research question.
The analyses are presented by using descriptiveoagip. The regression outputs were
obtained by using SPSS (version 17). In additiba,researcher applied MS Excel 2007
to confirm the accuracy of the results. From thelgt the determinant for profitability is
ROE (Net Income/Total Shareholders’ Equity). Foredit risk management the
researcher used NPLR (Non-performing Loans/Totalns).
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3.6.1 Dependent variable

The researcher used ROE as the indicator of thitgihity in the regression analysis
because ROE has been widely used in earlier réselraddition, use of ROE as the
indicator of profitability enhanced accuracy intttize required information was available

in the annual reports of the banks.

3.6.2 Independent variable

The researcher chose NPLR as the independent keababause it is an indicator of risk
management which affects profitability of banks.URPindicates how banks manage
their credit risk because it defines the proport@inNPL amount in relation to TL
amount. Other researchers who have used NPLR teuresaredit risk include; Juanjuan
et al (2009), Joetta (2007; Brewer et al. (200B8)PLR is defined as NPLs divided by
TLs. To calculate this ratio, the researcher usa@d grovided in the annual reports of
each bank for a period of ten years i.e. from 200 2009. NPL amount is provided in
the Notes to financial statements under Loansa@ecliL amount, the denominator of the
ratio, has been gathered by adding two types ofslolans to institutions and loans to
the public. The loan amount provided in the balasiteet of the banks in their annual
reports. Thus, calculation of the NPLR has beeomaptished in following way:

NPLR = (NPL amount) = (TL amount).

3.6.3 Regression analysis
The regression analysis was conducted to find loaitrélationship between credit risk

management and profitability in commercial bankdie Tresearcher employed the
following regression model presented below:

Y= a+p1X

That is;

STANDARD APPLICATION

Y — The value of dependent variable; Y: ROE- profitability indicator

o — The constant term;

B — The coefficient of the function;

X — The value of independent variables | NPLR —credit risk management indicatg

=
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Thus the regression equation becomes R@E fNPLR

It is the regression function which determinesridation of X (NPLR) to Y (ROE)a is
the constant tern§ is the coefficient of the function, it is valuerfthe regression
equation to predict the variances in dependenakibgifrom the independent variables.
This means that ip coefficient is negative, the predictor or indepamidvariable affects
dependent variable negatively: one unit increasedapendent variable will decrease the
dependent variable by the coefficient amount. k& shme way, if th@ coefficient is
positive, the dependent variable increases by tedficient amounta is the constant
value which dependent variable predicted to havensindependent variables equal to
zero (if X=0 therm=Y).

Regression analysis output contains the followiagables:

R2 is the proportion of variance in the dependeariable that can be predicted from
independent variables. There is also adjusted RiZhwhives more accurate value by
avoiding overestimation effect of adding more alea to the function. So, high R2
value indicates that prediction power of dependemiable by independent variables is
also high. Adjusted R2 is calculated using the fdarl-((1-R2)*((N-1)/ (N-k17-1)) 18.
The formula shows that if the number of observatisnsmall the difference between R2
and adjusted R2 is greater than 1 since the derbonirs much smaller than numerator.
Adjusted R2 sometimes gives negative value. SirtésRdjusted to find out how much
fit probably happen just by luck: the differenceamount of fit by chance. Also, negative
values of adjusted R2 occur if the model contamsddions that do not help to predict
the response (ROE) or the predictor (NPLR) chogenwaong to predict ROE. R2 is
generally considered to be secondary importandessrthe primary concern is of using
regression equation to make accurate predictio@sisRan overall measurement of the
strength of association, and does not reflect hoywiadependent variable is associated
with the dependent variable.

The Probability value (P-value) is used to meabore reliably the independent variables
can predict the dependent variable. It is compdecethe significance level which is
typically 0,05. If the P-value is greater than Q,@5can be said that the independent
variable does not show a statistically significamationship with the dependent variable.
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CHAPTER FOUR
4.0 DATA ANALYSIS PRESENTATION AND INTERPRETATION
4.1 Introduction
This chapter presents the analysis of data thatcalected in the field. The aim of this

study was to establish if there is a relationshgiwieen credit risk management and
profitability in commercial banks in Kenya. Thendings were analyzed qualitatively
and quantitatively.

4.2 Quantitative Analysis
This involves tabulation and presentation of thearical data on figure. Numerical data

emerges from the closed ended responses.

4.2.1 Response Rate

The response rates were as follows:

Table 4.2.1 Response Rate

Categories Respondents Percentage (%)
Responses 28 93

No response 2 7

Total 30 100

Source: Research data

From the table 4.2.1 above, out of the 30 questivas that were issued to the
respondents, 28 which translate to 93% were retimwiele 2 which translate to 7% were
not returned. The 7% consist of respondents whe wet in the shift during the time of
guestionnaire collection.93% represents a higharesprate.
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4.2.2 Gender

Analysis of gender is as follows.

Figure 4.2.2 Gender of Respondents

m Male

H Female
B 61%

Source: Research data
Figure 4.2.2 above presents the distribution oidge61% of the respondents were male
while 39% were female. This shows that most ofrdspondents who participated in the

study were male.
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4.2.3 Highest Education Level
The respondents’ education levels were as follows.

Figure 4.2.3 Education Level

| Certificate

m Diploma

W Bachelors Degree
| Masters

m Other

0 43%

Source: Research data

Figure 4.2.3 above presents the highest educatiid attained by the respondents.21%
had acquired diploma, 43% bachelors’ degree withb Biad masters. These shows that
majority had at least bachelors degree thus hadhdarstanding of their work and related

issues.
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4.2.4 Years of Experience in the Organization

Figure 4.2.4 Years of Experience

15 years and above

Y
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s
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Percentage

Source: Research data

As in table 4.2.4 above,22% of the respondentsattied with their institutions for less
than 5 years.39% had worked for 5-10 years,32%4 @15 years and 7% for 15 years
and above. Majority therefore had been in theirkkbaninstitutions for 5-10 years which

is a period enough to understand the individuatgiand the banking industry.
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4.2.5 Credit Risk Management
Regarding whether there is a relationship betweesditc risk management and

profitability, the responses were as follows;

Figure 4.2.5 Relationship between Credit Risk Managment and
Profitability.

HYes

H No

Source: Research data
As in table and figure 4.2.5 above 75% of the resdpots felt that there was a
relationship between credit management and prdittabwhile 25% disagreed. This

indicates that there is a relationship betweenitneanagement and profitability.
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4.2.6 Effect of Credit Risk Management on Profitadity

On whether credit risk management affects profitgbthe responses were as follows;

Table 4.2.6 Effect of Credit Risk Management on Priitability

Categories Respondents Percentage
Yes 19 68

No 9 32

Total 28 100

Source: Research data

As in table 4.2.6 above, 68% of the respondentsated that credit management affects
profitability while 32% felt that credit managemdmad no effect on profitability. This
shows that credit management affects profitability.

4.2.7 Application of Credit Management Principles

On whether the banks applied the principles ofitrednagement, the responses were as

follows.

Figure 4.2.7 Applications of Credit Management Priiples

m 7%

H 93%

HYes

B No

Source: Research data
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As in figure 4.2.7 above, 93% of the respondentficated that credit management
principles were applicable in their banking indtdas while 7% denied. This shows that

credit management principles are applicable invireus banking institutions.

4.2.8 Profitability

Figure 4.2.8 Profit Calculation Ratios
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Return on Income Return on Equity Cash Return on
Asset

Profitability Ratio

Source: Research data

Figure 4.2.8 above presents the ratios of ascertpprofitability.36% of the respondents
indicated that their banking institutions used metan income ratio.46% indicated that
they used Return on equity ratio while 18% indidateat they used Cash return on asset
ratio. From this, it can be concluded that retumeguity is the commonly used ratio

followed by return on income.
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4.2.9 Effect of Profit Ratios on Credit Management
Table 4.2.9 Effect of Profit Ratios on Credit Managment

Response Frequency Percentage
Yes 17 61

No 11 39

Total 28 100

Source: Research data

As in table 4.2.9 above, 61% of the respondentabeld that profit ratios affect credit

management while 39% disagreed. This shows thatlitcretios affect credit

management.

4.2.10 Extent to which Ratios Relate to Credit Risknanagement

Figure 4.2.10 Extent to which Ratios Relate to CratiRisk management

Source: Research data

H 0%

m 39%

50

m Very Great
W Great
W Average

H Low




Figure 4.2.10 above, presents the extent to whiatiog relate to credit risk
management.25% of the respondents indicated thaast very great extent,39% great
extent and 36% average extent .This shows thattgiodity ratios greatly affect credit

risk management.

4.3 Qualitative Analysis

This section of the data analysis gave judgmemaiions of the respondents answers
received from open-ended questions on the questieand during short interviews. It

consists of explanations from open ended questidmnish add meaning to the closed

ended responses.

When asked about the application of the credit mameent principles in the banking
institutions, majority of the respondents indicatieat credit management principles were
widely used in the banking and even microfinancsitutions. They gave examples of
these principle as Creating value , explicitlgl@dsing uncertainty ,basing on the best
available information and taking into account lamnactors .They also cited on the 6
Cs of credit management which include charactepaloidity, context, credibility,
collateral and conditions.

When asked on the procedure of determining profitabmost of the respondents
pointed out Return on equity which is the amount r&t income returned as a
percentage of shareholders equity. Return on eqeysures a corporation's
profitability by revealing how much profit a compangenerates with the money
shareholders have invested. Return on Equitypsessed as a percentage and calculated

as net income divided by shareholder’s equity. Thaso called return on net worth.

When asked about challenges experienced in crealiagement, respondents indicated
that they experienced challenges such as diffioudtscertaining client credibility which
cannot be easily determined by assuming credibtyisiThey also cited cases where

some clients default in loan repayment.
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Respondents suggested that to enhance profitainilityedit management, the credit risk
measures should be tightened. The loan officer msstmble and evaluate information
and then determine what the entire picture lodks. ILegal policies are aimed to create
legal relationship and thus ability to take the essary measures in case one of the
parties to the contract defaults. Organizationadlieg policies should be in line with the
existing legal policies. It is important for therpen to have a good loan history and be of
sound character. Respondents pointed out thathiaéyexperienced cases where loanees
default the loans with many giving the reason péficial constraints. Mechanisms such

as substantial security and client vetting can mire loan defaulting.

4.4 Regression Analysis
The first step in analyzing the data was througscdptive measures and scatter graph,

which was done using Microsoft Excel. The resulésenvas shown in Table 1 (descriptive

measures) and Figure 1 (scatter plot) below.

Table 4.4: Descriptive Statistics

Mean Std. Deviation
Return on Equity 12.9333 21.94800
NPLR .1845 .16028

Source: Research data

The average value of ROE had a mean of 12.93 atdnalard deviation of 21.95 while
NPLR had a mean of 0.1845with a standard deviatibi®.161. There is very high
variability in both ROE and NPLR among the commarbanks during the period 2000

to 2009 as shown by their standard deviation values
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Figure 4.4: Scatter plot

100
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Source: Research data

The scatter plot shows a downward trend for thaticiship between ROE and NPLR.
The trend seems to be linear and as such a limgmegsion analysis can be used for

further analysis.

Table 4.4.1 Pearson Correlation

Return on Equity NPLR
Return on Equity 1.000
NPLR -.527 1.000

Source: Research data

Correlation matrix is used to check on the concéphulticollinearity, that is if the is a
strong correlation between two predictor variablies.this case there was only one
predictor variable hence the problem of multicahnity did not exist. There also exist a

moderate negative correlation between ROE and NPLR.
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Table 4.4.2: Model Summary

Std. Error
R Adjusted of the
R Square | R Square | Estimate Change Statistics
R
Square F Sig. F
Change | Change dfl df2 Change
.527(a) .278 275 18.68179 .278 | 114.690 1 298 .000

Predictors: (Constant), NPLR
Source: Research data

Analysis in table 4.4.2 shows that the coefficiafit determination (the percentage
variation in the dependent variable being explaibgdhe changes in the independent
variables) R2 equals 0.278, that is, NPLR explair8 2ercent of ROE for commercial

banks leaving 72.2 percent unexplained. The P-evafu0.000 (Less than 0.05) implies

that the model of ROE is significant at the 5 pataggnificance

Table 4.4.3: ANOVA

Sum of

Squares Df Mean Square F Sig.
Regression 40027.94(Q 1 40027.94(Q 114.690 .000(a)
Residual | 104004.726 298 349.009
Total 144032.667 299

Predictors: (Constant), NPLR
Dependent Variable: Return on Equity

Source: Research data

ANOVA findings (P- value of 0.00) in table 4.4.3ost that there is correlation between

the predictor’s variables (NPLR) and response a&iéROE).
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Table 4.3.4: Coefficients of regression equation

Unstandardized Standardized
Coefficients Coefficients t Sig.
B Std. Error Beta
(Constant) 26.251 1.646 15.947 .000
NPLR -72.189 6.741 -527 -10.709 .000

Dependent Variable: Return on Equity
Source: Research data

Regression equation

The established simple linear regression equataoines:

Y =26.25-72.19X

Where

Constant = 26.25, shows that at zero value of NfIrtRll commercial banks, ROE takes

the value 26.25

X1=-72.19, shows that one unit change in NPLR resal72.19 units decrease in ROE.

NPLR is also linearly related with ROE as shows At value of 0.00 which is less than

0.05.
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4.5 Summary of findings and Interpretation

The aim of our study was to establish the relatigndetween credit risk management
and profitability in commercial banks in Kenya. @Giterisk management is vital in all
commercial banks in that it is one of the majortdbntors to the income stream. To
satisfy the objective of the study both primary aed¢ondary data were collected. The
primary data was collected by use of a structureestionnaire to the thirty sampled
commercial banks. The secondary data was colle@tech the annual published
financials for the target sample; the data covexrqueriod of ten (10) years i.e. 2000-
2009.The data from the two sources was analyzedskeyof descriptive statistics and
presented in form of frequency tables, graphs amdgmtages.

As per the response rate analysis, out of the ZBtopnnaires that were issued to the
respondents, 28 which translate to 93% were retimiele 2 which translate to 7% were
not returned. The 7% consist of respondents whoewr leave and could not be
contacted during the time of questionnaire colat®3% represent a high response rate.
The questionnaires were given to credit managegsfimance managers in respective
commercial banks. Gender analysis indicates th&b 61 the respondents were male
while 39% were female. This shows that most ofrdspondents who participated in the

study were male.

An analysis of the highest education levels atthibg the respondents shows that 21%
had acquired diploma, 43% bachelor's degree whieb :hrad masters. This show that
majority had at least bachelors degree thus hadhdarstanding of their work and related
issues. Regarding work experience 22% of the refgus had worked with their
institutions for less than 5 years.39% had worla@dbt10 years, 32% for 10-15 years and
7% for 15 years and above. Majority therefore hadmbin their banking institutions for
5-10 years which is a period enough to understhadndividual firms and the banking

industry.
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On whether there is a relationship between credimagement and profitability 75% of
the respondents felt that there was a relationgl@jween credit management and
profitability while 25% disagreed. This indicatdsat there is a relationship between
credit management and profitability. When askedualibe application of the credit
management principles in the banking institutiongjority of the respondents indicated
that credit management principles were widely usedthe banking and even

microfinance institutions.

In determining the effect of credit management oofifability, 68% of the respondents
indicated that credit management affects profitgbiWwhile 32% felt that credit

management had no effect on profitability. Thiswedhat credit management affects
profitability. On whether credit management prinegowere applicable in the banking
institutions, 93% of the respondents indicated ttratlit management principles were
applicable in their banking institutions while 7%ended. This shows that credit
management principles are applicable in the varibasking institutions They gave
examples of credit management principles used aati@g value , explicitly addressing
uncertainty ,basing on the best available inforamatiand taking into account human
factors .They also cited on the 6 Cs of credit ngangent which include character

,capability, context, credibility, collateral andraitions.

Various ratios are used to ascertain profitab8®@6 of the respondents indicated that
their banking institutions used return on incom&ord6% indicated that they used
Return on equity ratio while 18% indicated thatythesed Cash return on asset ratio.
From this, it can be concluded that return on ggsithe commonly used ratio followed
by return on income. When asked on the procedudetdrmining profitability most of
the respondents pointed out Return on equity whish the amount of net
income returned as a percentage of shareholderty.e@aturn on equity measures a
corporation's profitability by revealing how mucitofit a company generates with the
money shareholders have invested. Return on E@ligxpressed as a percentage and

calculated as net income divided by shareholdeyste.

57



Regarding the effect of credit ratios on credit agement, 61% of the respondents
indicated that profit ratios affect credit managetmehile 39% disagreed. This shows
that credit ratios affect credit management.themxto which ratios relate to credit risk
management.25% of the respondents indicated thahst very great extent,39% great
extent and 36% average extent .This shows thattgidity ratios greatly affect credit

risk management.

The study used regression analysis to find thecestson between NPLR and ROE
Forecasting model was developed and tested foracgun obtaining predictions. The
finding of the study indicated that the model wasderately significant. This is

demonstrated in the part of the analysis wheréoRthe association between NPLR and
ROE was 27.8%The results obtained from the regression model stiatthere is an

effect of credit risk management on profitabilityy aeasonable level with 27.8%
possibility of NPLR in predicting the variance IrOE. So, the credit risk management

strategy defines profitability level to an importaxtent for commercial banks in Kenya.
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CHAPTER FIVE
5.0 SUMMARY, CONCLUSIONS AND RECOMMENDATIONS
5.1 Summary

The objective of the study was to establish whethere is a relationship between credit
risk management and profitability in commercial k& Kenya. The study used both
primary and secondary data collection methods.pFimeary data was collected by use of
a structured questionnaire and the secondary dateoltained from the banks published

annual financials.

To achieve the objective, profitability and credisk management indicators were
computed from all the sampled date. Return on gquas used as an indicator of
profitability and Non- performing loan ration wasead as an indicator of credit risk
management. A regression analysis was done asthilleshed a negative co-relationship
between the dependent variable (profit indicatex) andependent variable (credit risk

management indicator).

The study results reveal that there is a relatipnbbhtween credit risk management and
profitability among the sampled banks the conclusi® also applicable on the un-
sampled commercial banks. The respondent on theapyidata indicated that there is a
relationship between credit risk management anditability this was further enhanced
by the secondary data, the regression analysis tiequastablished a negative
relationship. This means that as the independeidhla changes it has a negative change
on the dependent variable. Therefore, as the nerforming loan ration increases it
results to a decrease on the return on equity.ahlaéyses asserts that as the commercial
banks non performing loan book increases it hagppler effect in that it leads to a
reduced profitability.

Therefore commercial banks have to prudently manesgéan book to achieve high
levels of profitability. This can be achieved thgbuestablishment of effective credit risk

management tools and close monitoring of the plkotfo
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5.2 Conclusions

The findings have shown that there is a relatigndletween credit management and
profitability such that credit management affectsfipability. When asked about the
application of the credit management principlesh@ banking institutions, majority of
the respondents indicated that credit managementiples were widely used in the

banking and even microfinance institutions.

Credit management principles were applicable inrthanking institutions .They gave
examples of credit management principles used aati@g value , explicitly addressing
uncertainty ,basing on the best available inforamatiand taking into account human
factors .They also cited on the 6 Cs of credit ngan@ent which include character,

capability, context, credibility, collateral andnzbtions.

Various ratios are used to ascertain profitabilitiiese include return on income ratio,
Return on equity and Cash return on asset ratiturRen equity is the commonly used
ratio followed by return on income. Return on eguthich is the amount of net
income returned as a percentage of shareholderty.e@aturn on equity measures a
corporation's profitability by revealing how mucitofit a company generates with the
money shareholders have invested. Return on Edpigxpressed as a percentage and

calculated as net income divided by shareholdeyste.

NPLR as an independent variable was linearly rdlatieh the dependent variable (ROE)
thus simple linear regression model could be ugddrecast ROE for commercial banks;
however care should be taken when using the moddl wahere necessary other

independent variables should be included in theahsal as to strengthen the value 6f R
The findings are in congruent with other earliardsts i.e. Juanjuan et al. (2009), that

concluded that there is a relationship betweenitcris# management and profitability in

commercial banks. The study was carried out on ficajor banks in Sweden.
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5.3 Policy Recommendation

The research findings have showed that there eationship between credit risk and
profitability in commercial banks therefore poliayakers should come up with policies
that enhance profitability through prudent credikmanagement. These policies should
be reviewed periodically to be in check with realBBased on the findings, following are
the recommendations to policy makers and regulaidre main stake holder to ensure
that commercial banks adhere to set credit riskagament policies is the central bank of
Kenya, being the regulator CBK should review pekciset to manage credit risk and
ensure full implementation. As indicated by theegesh findings credit risk management
is critical to profitability of commercial bank. éfitability is a key pillar to the stability
of the financial system, consistent loss makingcbmmercial banks can lead to adverse
effect on the country’s financial system. Therefaentral bank plays a key role in

ensuring that the financial system is safe guabyeelstablishing policies and regulations.

To enhance profitability in credit management, tredit risk measures should be
tightened. The loan officer must assemble and et@alinformation and then determine
what the entire picture looks like. The bankingtegs should be based on organizational
and legal policies. Organizational policies regeifdie lending activities within individual

banking institutions while Legal policies are aintedcreate legal relationship and thus

ability to take the necessary measures in casefahe parties to the contract defaults.

The modern day shareholder is interested in a fitat generates wealth for them, this
can only be achieved through making profits becdtma the profits the shareholders
are paid dividends and also earlier research stibafs profitability is a fundamental
influencer of the share prices at the stock exchahkiygh share prices leads to capital
gains to shareholders. Therefore, commercial bamksagers should establish policies
that are geared towards ring fencing the orgamiamatiprofitability. The policy should
seal all the loopholes that lead to hemorrhagerofitp. Lending policies should be in
line with the existing legal frameworks both intefrand external. In addition, the credit
policies should facilitate business growth throwgéating an enabling environment and

not hinder it through long bureaucratic procedures.
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Banks should develop management systems that éedhér creation of credit risk

management objectives, the careful monitoring afgpess against these goals, tighter
expense control, and more aggressive pricing afldction procedures. This however
should be based on business intelligence systeynsomstantly enhancing existing credit

risk management tools banks are able to work tosvactiieving best practices.

5.4 Limitations of the Study

Researchers on the subject of credit risk managearesh profitability in commercial
banks were few and little literature on the int¢iovaal arena was also not available on
the subject, in addition much of the literature aoiéd related to the developed
economies whose circumstances may be different thanof a developing economy like

Kenya.

Some of the respondents were suspicious about tindy sand left gaps on the
guestionnaires for fear that the confidentialityceftain information about their banks
may be exposed to competitors and other partigs.féar was in spite of the respondents
not being required to necessarily disclose thetiles of their banks. In addition, each
guestionnaire was attached with an assurance tettee respondents that their responses
would be treated with ultimate confidentiality ardlely for academic purposes. This

deprived the study some necessary information.

Granted that the secondary data used in this stadyobtained from published annual
financial reports, one must be cautious of thethtons associated with such data. This
data may to some degree be manipulated by the reareay of a firm to present a “rosy”
view of the firm’s position. This kind of manipuiah is known as “window dressing”.
The possibility of window dressing has been coldtbto some extent by use of many

commercial banks financial information.
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5.5 Suggestions for Further Research

The study sought to establish the relationshipredit risk management and profitability
in commercial banks in Kenya. Further research meycarried out to establish the
relationship between other various risk exposures liquidity risk, foreign exchange

risk, operational risks, interest rate risk facgccbmmercial banks and profitability.

The study applied only one independent variableletermining the results, a further
study can be carried out by including more independariables to the regression model.
Use of more variables may better capture the stineoigthe relationship. Also the study
could be further enhanced by examining Basel léafion profitability of commercial

banks upon full implementation. Profitability indior could be developed by adding

other relevant dependent variables to grasp thdentasiations in profitability.

The study was only carried on thirty commercial ksarAs at 3t December 2009 there
were forty four commercial banks in Kenya. A furtlbensus study should be carried out
to evaluate if there is a substantial change ofitlfténgs. This study can also incorporate

other risk exposures on commercial banks.
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Appendix 1: Letter of introduction

UNIVERSITY OF RAIROB]
SCHOOL OF BUSINESS
MB & PROGRAM — LOWER KABETE CAMPUS

Telephone: 020-2059162 F.O. Box 30197
Telegrams. “Varsiny”, Nairobi Narrobi, Kenva
Telex 22095 Varsity

TO WHOM IT MAY CONCERN

The bearer of this letter . oo

Registration NoO: . o

is a Master of Business Administration (MBA) student of the University of
Nairobi.

He/she is required to submit as part of his/her coursework assessment a
research project report on a management problem. We would like the
students to do their projects on real problems affecting firms in Kenya. We
would, therefore, appreciate if you assist him/her by allowing him/her to
collect data in your organization for the research.

The results of the report will be used solely for academic purposes and a
copy of the same will be availed to the interviewed organizations on request.

Thank you. UNIVE

e RSITY
SN O A
*/%22) . SCHOOL OF Bué\lﬁ“”u‘?-
/ - . ASBA OFF-ICE"NESS
DR. W.N. IRAKI T 7%, Box 3019
CO-ORDINATOR, MBA PYYRREM
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Appendix 2: Questionnaire

This questionnaire seeks to collect data to be usadstudy of “the relationship between
credit risk management and profitability in comni@rcbanks in Kenya” you are

requested kindly to provide answers to these questas honestly and precisely as
possible. The information you will provide will teeated as confidential and will be
used for the intended purpose of this study onlgage tick [

fill the required information in the spaces prowdde

SECTION A BACKGROUNG INFORMATION

1. Name of your inStitutioN?........ccooeveieiiiieeeeeiiieiiiee

2. Gender
Male ()
Female ( )
3. Highest education level

Bachelors degree ( ) Masters
Diploma ( ) Certificate
Other ()

4. For how long have you been in the organization?
Less than 5 years ]
Between 5 & 10 years L]
Between 10 —-15 years Ll
[l

15 years and above

SECTION B CREDIT RISK MANAGEMENT

............................ (optional)

()
()

Please indicate by a tick [ ] to show your ansaerthe stated questions.
1) Do you think there is a relationship between cradit management and

profitability?

Yes|[ ]
No [ ]

2) Does credit management affect profitability of ytank?

70

] where appropriate or



Yes|[ ]
No [ ]

3) Do you apply any principal of credit management?

Yes|[ ]
No [ ]

If yes briefly state the prinCipalS..........ccoii i e e

SECTION C: PROFITABILITY
1. Briefly state how you determine profitability rati®

2. Which of these ratios do you use in calculatingrymofit?
Return on income []
Return on equity []

Cash return on asset [ ]

3. Does the ratio you use affect credit management?
Yes| ]
No [ ]

4. State some of the challenges you go though in tcrislimanagement?
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5. To what extent does the ratio relate to credit nglhagement?

Very great [ ]
Great [ ]

Average [1]
Low []

6. What can you advice on credit risk managementafitpbility of your bank?
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Appendix 3: List of Commercial Banks’

AFRICAN BANKING CORPORATION

BANK OF AFRICA

BANK OF BARODA

BANK OF INDIA

BARCLAYS BANK OF KENYA

CFC STANBIC BANK

CHARTERHOUSE BANK (UNDER STATUTORY MANAGEMENT)

CHASE BANK

Ol 0| Nl O O | W N| =

CITIBANK N. A KENYA

=
o

COMMERCIAL BANK OF KENYA

=
=

CONSOLIDATED BANK OIF KENYA

=
N

CO-OPERATIVE VBANK OF KENYA

=
w

CREDIT BANK

H
o

DEVELOPMENT BANK

[
(63}

DIAMOND TRUST BANK

=
(o]

DUBAI BANK OF KENYA

=
\l

ECOBANK KENYA

=
oo

EQUATORIA COMMERCIAL BANK

=
(o]

EQUITY BANK

N
o

FAMILY BANK

N
=

FIDELITY COMMERCIAL BANK LTD

N
N

FINA BANK

N
w

FIRST COMMUNITY BANK LTD

N
~

GIRO COMMERCIAL BANK

N
a1

GUARDIAN BANK LTD

N
o

GULF AFRICAN BANK

N
~

HABIB BANK A.G. ZURICH

N
(o)

HABIB BANK LTD

N
©

IMPERIAL BANK LTD
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30

| & M BANK

31

JAMII BORA BANK LTD

32

KENYA COMMERCIAL BANK

33

K-REP BANK

34

MIDDLE EAST BANK

35

NATIONAL BANK OF KENYA

36

NIC BANK

37

ORIENTAL COMMERCIAL BANK

38

PARAMOUNT UNIVERSAL BANK

39

PRIME BANK

40

STANDARD CHARTERED BANK

41

TRANS-NATIONAL BANK

42

VICTORIA COMMERCIAL BANK

43

UBA KENYA

44

HOUSING FINANCE (MORTGAGE FINANCE INSTITUTIONS)
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Appendix 4: Secondary data

Profit Provisio | Write- Return Total Total Non- NPL
After n offs on Equity | Loans | Assets | Performing | R
Commercial Tax Loans
Bank
African Banking 2000 31 90 89 10 1,639 2,813 272 0.166
Corporation 2001| 34 159 113 11 1,641 2,978 370 0.2p5
2002 41 81 79 12 1,380 2,961 213 0.1%4
2003 44 61 26 12 1,644 3,38\ 152 0.092
2004 66 77 55 16 1,795 3,818 144 0.080
2005 119 66 19 24 2,131 4,184 130 0.061
2006 124 155 22 23 2,768 5,140 145 0.0p2
2007 140 190 13 21 3,031 5,357 225 0.0[4
2008 185 255 56 23 3,597 6,143 198 0.0p5
2009 224 243 42 20 3,793 6,757 184 0.049
Bank Of Africa 2000 155 106 7 26 3,151 4,624 208 0.066
2001 68 277 138 11 3,132 5,732 304 0.0p7
2002 63 224 (24) 9 2,543 5,771 255 0.100
2003 45 211 (23) 6 2,142 4,666 172 0.080
2004 1 64 (6) 1 3,345 4,797 30 0.0Q9
2005 139 64 - 21 3,121 4,942 31 0.010
2006 7 243 - 1 3,245 5,373 29 0.0Q9
2007 61 296 - 6 4,069 6,488 29 0.007
2008 158 371 13 13 4,951 7,657 104 0.0p1
2009 93 519 40 6 7,375 12,304 141 0.019
Bank Of Baroda | 5000 44 302 5 13 1,693 3,083 529 0.312
2001 47 223 1 13 1,342 3,300 466 0.347
2002 52 53 11 14 1,261 3,82) 270 0.214
2003 41 64 13 10 1,533 4,998 257 0.168
2004 143 75 21 5 1,886 7,998 298 0.158
2005 274 105 21 28 2,797 8,335 234 0.084
2006 238 188 3 22 3,747 9,265 249 0.066
2007 373 181 3 30 4,554 11,773 196 0.043
2008 524 244 46 33 7,203 14,759 227 0.082
2009 633 426 243 33 9,364 18,361 416 0.044
Bank Of India 2000 117 168 8 29 1,201 2,551 180 0.150
2001 94 45 2 29 714 2,528 84 0.118
2002 116 42 2 30 852 3,131 59 0.069
2003 63 36 16 8 1,081 4,692 81 0.075
2004 176 88 54 20 1,452 5,806 120 0.083
2005 123 87 4 13 1,609 6,034 111 0.069
2006 124 72 32 14 2,371 7,206 81 0.034
2007 278 87 36 27 3,319 8,70p 119 0.086
2008 474 77 36 36 3,641 10,344 163 0.045
2009 609 94 81 36 4,542 12,049 259 0.0b7
Barclays Bank 2000| 3:361 1,392 440 38 39,999 69,292 3,687| (092
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Of Kenya 2001| 3,035 2278 1,641 29 44510 70,377 4,118 0.092
2002| 4,235 1,961 | 1,037 37 47615 73,647 5,95( 0.125
2003| 2,550 2,664 | 1,513 26 53,335 85,9414 8,031 0.151
2004| 4,764 | 3968 | 1613 43 60,038| 96,914 8,915 0.148
5,501 1,913 45 67,750| 110,08 9,081
2005 4,057 3 0.134
104,52
2006| 5,401 4718 | 1,330 41 69,610 2 11,877 0.171
117,72
2007| 6,475 4,505 881 44 78,411 2 9,214 0.118
157,65
2008| 7,079 2,607 687 40 107,953 6 5,399 0.050
168,51
2009| 8,016 3,328| 1,282 39 111,414 0 6,582 0.059
Cfc Stanbic Bank 2000 34 1,454 11 3 6,692 6,930 2,081 0.311
2001| (443) 1,059 311 (47) 4354 7,149 1,813 0.416
2002  (294) 328 146 (47) 3,400 6,503 793 0.233
2003| 32 79 (92) 5 2,923 8,104 316 0.108
2004 (151) 130 62 (16) 4,109 9,931 200 0.049
2005|153 89 - 9 7,080 | 11,49D 100 | o014
2006| 444 150 68 22 8,648 14,994 124 0.014
2007| 921 216 152 34 11,564 25,84 233 0.020
2008| 1,194 296 121 36 19,950 34,469 287 0.014
2009| 1,313 2,284 602 19 46,488 83,166 2,966 0.064
Chase Bank 2000 8 21 8 4 336 746 23 0.068
2001| 26 6 8 8 390 826 2 0.005
2002| 30 6 1 9 477 972 2 0.004
2003| 47 8 2 13 684 | 1,156 1 0.001
2004| 59 11 3 13 937 1,704 1 0.0d1
2005|  (92) 14 150 17 1294 2,082 118 | 5001
2006| 65 48 16 11 1,739] 2,618 56 0.032
2007| 111 57 11 17 2,072 4128 68 0.033
2008| 180 135 37 25 3,387 5,776 110 0.082
2000| 247 176 36 29 5315 10,300 185 0.085
Citibank N.A 2000| 488 118 14 26 6,318 | 14,786 118 | 0019
Kenya 2001| 619 246 86 27 10,103 22,243 198 0.020
2002| 699 283 71 17 12,388 27,710 296 0.024
2003| 1,159 346 113 29 11,554 30,1p1 348 0.430
2004| 826 215 4 20 8,795 | 28333 466 0.053
2005|356 210 52 10 9,814| 25,108 386 | (039
2006| 1,285 309 (73) 24 10,920 30,9p8 451 0.d41
2007| 1,530 318 66 24 12,644 37,704 339 0.427
2008| 1,782 343 (22) 24 12,967 47.3p1 310 0.024
2009| 3,353 304 (15) 37 18,458 47,585 129 0.4o7
Commercial 2000 392 278 65 25 5177| 11,872 497 | 0.096
Bank Of Africa 5001 392 525 140 24 5017 12,783 956 0.101
2002| 515 240 (18) 29 4,894 16,082 391 0.080
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2003] 382 211 41 23 5220 16,418 525 0.100
2004| 568 324 116 29 4,631 18,306 503 0.109
2005|437 343 23 22 5,654| 20,189 485 | 5086
2006| 369 917 84 16 12,438 29,589 917 0.074
2007| 1,343 982 (187) 36 15,206 37,438 777 0.051
2008| 1,416 1,069 75 30 18,246 42,011 813 0.045
2009| 1,765 1,138 272 34 29,740 55,202 1,098 0.037
Consolidated 2000 13 2,288 Q) 2 5,226 2,272 2,440 0.467
Bank OfKenya 5001 (34 1310 | (12) @ 2018 2500 1443 0745
2002|  (14) 294 20 ) 1,061] 2,94p 394 0.371
2003| 77 461 167 12 1,487 2,707 712 0.479
2004 12 485 32 2 1,590 2,44p 740 0.465
2005  (90) 457 4 (16) 1572 2,754 874 | oese
2006| (12) 1,689 (12) ) 2,978 2,916 802 0.269
2007| 16 1,072 53 2 2,714 3,437 653 0.241
2008| 26 909 100 3 3,154 4,100 624 0.108
2009 85 886 64 10 3,637 4,657 695 0.101
Co-Operative 2000| (108) 3,082 445 (@) 17,691 24,018 6,130 o347
BankOfKenya 175601 (1.665) | 6.179| 1,638 (113) 19,566 23,388 9,653 0.493
2002| (803) 4,623 847 (50) 19,428 23,600 8,013 0.413
2003| 104 4,700 411 5 22,596  28,6/75 7,679 0.340
2004| 181 5,156 464 8 23250 32,304 8,195 0.352
2005| 356 6,016 886 11 33,024 46,434 8.663| (060
2006 714 15,459| 1,164 18 44548 51,830 9,747 0.219
2007| 1,256 | 15474] 1,425 24 43,895 58,038 9,486 60.21
2008| 2,094 6,871 700 31 45300 65,709 5,931 0.131
2009| 3,359 7,124 403 24 60,418 83,871 6,605 0.109
Credit Bank Ltd 2000 17 79 - 5 866 1,708 159 0.184
2001 26 - 4 8 820 | 1,714 305 0.372
2002| 38 30 7 11 684 | 1,561 121 0.177
2003| 31 27 3 8 693 | 1,79% 139 0.201
2004| 49 38 16 12 912 | 2,156 162 0.178
2005 47 44 6 11 1,396 | 2,708 167 | 0100
2006 90 168 7 19 1,867| 2,798 263 0.141
2007 90 162 @) 18 1585 2,61p 354 0.223
2008| 131 121 11 23 1,753 3,358 230 0.181
2009 79 167 29 12 1,976] 3,637 213 0.108
Development 2000 134 670 85 5 3,914 3,771 1,361 0.348
BankOfKenya 75501 g4 914 154 6 3,158 3,635 1,559 0.404
2002| 109 9 93 9 2,195| 3,147 668 0.304
2003| 59 449 224 5 1,836 2,610 751 0.409
2004| 103 188 21 10 1171 2,536 464 0.306
2005| 97 180 13 10 826 | 2,219 319 | 0386
2006| 165 308 37 16 1,380 2,718 233 0.159
2007| 126 225 (13) 12 1,802 3,270 221 0.1p3
2008 156 96 11 14 2573 4,678 181 0.070
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2009| 169 113 10 14 3552 6494 375 0.1pb6
Diamond 2000|155 340 49 14 2,763| 5,996 726 | (063
Trust Bank 2001| 200 367 28 16 1,853 5,155 483 0.261
2002 51 484 (10) 4 2310 5516 339 0.147
2003| 113 324 1) 9 3,020 6,27k 162 0.054
2004| 204 356 45 15 5238 8,660 128 0.0p4
2005|263 288 36 18 7.425| 11,172 114 | 5015
2006| 427 367 92 26 10,685 16,384 86 0.008
2007| 681 392 59 24 14,225 21,787 156 0.011
2008| 1,055 360 72 19 23542 35,988 176 0.do7
2009| 1,604 549 197 23 34610 56,146 395 0.011
Ecobank 2000| 23 121 55 4 1,429 10,499 352 | (o046
2001 26 176 54 4 1,507| 9,426 532 0.353
2002 22 211 42 4 2379] 891D 543 0.228
2003 19 260 50 3 3,188| 8,856 744 0.233
2004| (754) 254 877 (109) 2,723 4,210 1,011 0.371
2005| (62 407 153 (10) 2714 4,168 1,042 | 384
2006 13 867 30 1 4,773 3,97b 1,549 0.3p5
2007| 47 1,272 176 3 5734 3,268 2,234 0.390
2008| 112 1,718 171 7 6,676 2,632 2,396 0.359
2009 67 2,090 37 4 7.216] 2,638 2,890 0.400
Equatorial 2000| 20 210 85 6 1,454 1,061 352 | 0.4
ggrﬂmerc'a' 2001 30 299 57 8 1,344 2,217 505 0.376
2002 27 50 56 7 1,002| 2,288 178 0.178
2003 65 76 42 16 1,104| 2,498 148 0.184
2004 96 91 25 21 1,537| 2,041 119 0.077
2005| 103 73 5 20 1,823 2,873 73 | 0040
2006| 109 58 3 19 1,904 3,671 112 0.059
2007 94 79 36 15 2,492  3,96p 234 0.004
2008 73 54 1) 11 2,360| 4,879 154 0.065
2009|  (10) 67 102 B) 2373 4,400 184 0.078
Fidelity Bank 2000| 19 67 8 10 675 996 196 | 0290
2001 2 141 46 1 941 1,313 372 0.395
2002 23 115 30 10 796 1,220 298 0.374
2003 22 99 19 9 767 1,169 228 0.297
2004 18 109 39 7 825 1,227 205 0.248
2005 1 84 31 1 1,175 | 1,565 196 | (167
2006 13 94 4 5 1,154| 1,667 141 0.122
2007 26 100 9 9 1545 2731k 204 0.182
2008| 49 187 14 16 2,159 3,19 202 0.004
2009 73 94 16 17 2,854 4,320 118 0.041
Fina Bank 2000| 54 339 86 13 3,051| 4,389 836 | o074
2001 51 408 58 11 2,726] 4,649 795 0.202
2002 52 179 57 10 2,869 464D 514 0.179
2003 73 169 96 13 2,757 5,201 442 0.160
2004| 106 219 88 17 2,854 5805 397 0.1B9
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2005]  (51) 370 205 (6) 3,798] 8,38F 548 0.1h4
2006| 107 443 12 11 4371 8,638 485 0.111
2007| 151 401 38 13 5226 9,785 557 0.1p7
2008| 150 358 96 10 6,741 11,623 469 0.070
2009| 139 336 134 8 0,394 14,366 467 0.060

Guardian Bank 2000 42 598 22 7 4,017 4,419 1,604 0.399
2001| 56 844 26 9 3,828 | 4933 2,283 0.596
2002| 56 127 16 9 2717] 3,626 1,466 0.540
2003| 64 132 (4) 10 2,449 4,011 1,185 0.484
2004| 52 161 48 8 2,776|  4,06b 927 0.384
2005| 53 306 50 7 3,181 4,11p 911 0.286
2006| 56 604 51 7 3,549 4,450 904 0.255
2007| 48 619 90 6 3579 4,91f 1,294 0.362
2008 25 730 94 3 4,020 5,54p 1,169 0.201
2009| 44 725 188 5 4,278 5558 999 0.2B4

Giro 2000| 17 160 88 5 2,716 | 3,748 671 | (o047

ggr'n(merc'a' 2001 20 131 60 6 2714] 4,068 865 0.319
2002| 30 130 39 8 2925 4116 851 0.201
2003| 33 165 48 8 2,785] 4,100 753 0.270
2004| 33 183 51 8 2981 4,254 743 0.249
2005 14 247 70 3 3,274| 4,74k 774 0.286
2006  (6) 228 63 1) 3,534 4,926 677 0.192
2007| 59 161 55 12 3,181 5,098 438 0.1B8
2008| 41 225 132 8 3,205 5610 414 0.106
2009| 126 216 26 21 3,627 5,938 295 0.0B1

Habib Bank 2000| 86 103 10 31 836 | 3,114 103 | (103

A.G Zurich Ld 5000 T 106 92 1) 37 745 | 3,004 92 0.123
2002| 113 42 4 32 731 | 3,514 42 0.057
2003| 82 55 19 22 741 | 3,798 55 0.074
2004| 77 52 16 19 726 | 4,020 52 0.072
2005 56 49 6 13 1,082 4,45 49 0.045
2006| 147 48 3 27 1,158] 4,748 48 0.041
2007| 165 44 7 25 1,335 5,328 44 0.033
2008| 204 72 7 28 1,684 6,206 72 0.043
2009| 242 117 9 31 2,246|  6,55( 117 0.052

Investment & 113 267 134 11 4,299 5,06 791

Mortgages

Bank Ltd 2000 0.184
2001| 132 380 104 12 4,028 6,450 788 0.106
2002| 101 120 64 9 3,696 7,10D 462 0.1p5
2003| 109 168 42 10 3519 7,176 583 0.166
2004| 285 183 121 17 5,498 12,180 448 0.081
2005| 372 270 139 20 8,468 14,912 766 0.090
2006| 489 281 134 24 11,368 18,046 685 0.d60
2007| 936 150 77 34 14,853 22,348 275 0.019
2008| 1,294 174 126 33 19,388  29,4P0 316 0.016
2009| 1,619 366 172 31 26,258 36,656 1,744 0.066

Kenya 2000| (2:239) | 9,897 | 5,114 (25) 64,757 75260 18,812 (401
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Commercial 2001] (766) | 12,134] 4,359 (10) 51237 73328 21,731 424

Bank 2002| 183 7216 | 2,772 2 42208 64984 20,684 0.490
2003| (4,179)| 8,890| 4,877 (81) 38,797 59,689  20,92D 0.539
2004| 877 8,786 | 1,378 16 35901 60,488 16,478 0.459
2005| 1,074 8,993 838 13 45218 69,600 16,195 0.358
2006| 1,948 9,352 591 19 45668 78,315 10,53} 0.231
2007| 3,167 8,106 | 1,158 27 53,376 92,527 9,922 0.186

120,48
2008| 4,226 7,901 | 1,214 32 72,179 0 8,055 0.112
191,21

2009| 6,013 7,682 | 3,701 29 101,205 2 8,591 0.085

Middle East 2000|110 168 20 17 1610 4,71 309 0.192

Bank (K) Ltd 2001 111 302 4 16 1,631 4,148 510 0.313
2002 80 62 4 11 1,528| 4,075 299 0.196
2003| 60 60 3 8 1,316] 3,918 406 0.309
2004 79 83 26 11 1512] 3,455 326 0.216
2005| 36 93 10 5 1,701| 3,988 400 0.235
2006| 115 209 25 15 1,735 4,051 241 0.189
2007| 100 107 (8) 12 2,089 3,40 53 0.025
2008 94 69 (9) 11 1,955| 3,007 48 0.025
2009 30 151 39 3 1,802] 3,207 243 0.185

National Bank 2000| (A471) | 15456 2,742 (164) 34570 25124 23,602 (g3

Of Kenya 2001| (1,620)| 18575] 1,569 (75) 36,985 23,960 26,079 0.706
2002| (323) | 23,335 1,187 (13) 41672 24,043 28289 .67D
2003| 390 9,202 | 1,419 20 28590 25231 14,897 0.521
2004| 492 10,765| 1,563 23 31,085 25919  16,43D 0.529
2005| 743 12,325| 1,575 28 34,627 30,994 17,238 0.198
2006| 859 30,021 1,663 27 54234 32,984  17,14p 0.816
2007| 934 32,227 2,322 24 58,717 36,123 17,438 0.p97
2008| 1,610 4,542 595 32 12,386 41,414 3,721 0.800
2009| 1,797 1,892 362 29 10,848 42,696 1,970 0.182

Nic Bank 2000|461 782 228 23 5,847| 7,212 1,019 | o174
2001| 451 850 113 20 47900 7,442 1,218 0.254
2002| 377 546 70 16 4,793 8,39 923 0.1p3
2003| 340 676 88 14 5389 9,329 947 0.176
2004| 359 733 57 14 7,629 10,990 759 0.009
2005| 373 548 20 14 12,089 16,643 589 0.049
2006| 403 611 186 14 14,871 20,7p0 706 0.047
2007| 677 777 133 22 17,347 26,062 1,271 0.073
2008| 1,050 668 100 22 22,878 31,281 968 0.042
2009| 1,484 905 195 27 30,860 42,6019 1,032 0.033

Southern 8 189 53 3 1,213 | 1,583 439

Credit Banking

Corporation Ltd 2000 0.362
2001| (14) 906 32 @) 1114|777 1,060 0.952
2002|  (60) 310 39 (5) 1559 2,89p 657 0.421
2003 14 168 52 3 1,668] 2,645 516 0.309
2004| 49 145 86 11 1,968 3,264 660 0.335
2005| 61 191 63 13 2,163 3,820 652 0.3p1
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2006] 31 481 72 6 2439 4221 694 0.285
2007| 32 648 50 6 2943|4598 600 0.204
2008| (14) 190 108 3) 2,680 5,218 573 0.2114
2009 6 292 53 1 2,946| 5171 709 0.241
Standard 2000|  2:566 1,746 326 50 20,458 44,056 2,883 01a1
Chartered Bank 1 ™504117 3972 | 1.627| 215 51 17076 49188 2,693 0.150
2002| 3,232 1,352 186 58 15,106 54,477 1,601 0.106
2003| 3,212 388 122 56 17,048 61,650 1,399 0.082
2004| 4,010 404 81 62 19,328 64111 1,345 0.470
2005| 2,691 509 247 44 27,066 67,061 1,631 0.060
2006| 3,513 1,076 582 37 35,118 72,842 1,679 0.048
2007| 3,810 1,491 520 38 37,258 81,014 1,890 0.051
2008| 4,910 1,307 250 45 40,776 91,122 1,329 0.033
2009| 4,720 1,252 432 41 44551 99,020 1,067 0.024
Trans-National | »00g| (152) 493 254 37) 1,744 1,374 969 | o ceg
Bank Ltd 2001| 22 278 56 5 1,088 1,360 718 0.660
2002| 221 106 33 32 992 1,588 341 0.344
2003| 122 135 49 16 1,039 1,746 418 0.402
2004| 121 156 60 14 841 1,475 217 0.258
2005| 200 177 34 20 1,053 2,368 218 0.207
2006| 59 360 30 6 1578] 2,035 365 0.251
2007| 46 302 63 4 1,606| 2,56B 358 0.203
2008| 81 336 46 7 1,544 3,221 354 0.209
2000| 121 322 37 10 1,763 3,414 398 0.206
Victoria 2000| 20 411 a1 5 2.283| 3521 746 | 307
ggm(mermal 2001 21 339 65 5 2,001 3,021 662 0.381
2002| 20 304 56 4 1,795 2,76D 274 0.153
2003| 22 89 43 5 1,416| 3,100 258 0.182
2004| 31 103 47 6 1,746| 3,33p 182 0.104
2005| 45 49 40 9 1,926 3,620 51 0.026
2006| 124 32 (4) 22 1,943 421p 31 0.016
2007| 128 13 (20) 22 2181 4,284 13 0.006
2008| 151 (15) 23 2396 4,131 8 0.003
2009| 170 1) 22 2,785 4,460 10 0.004
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