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ABSTRACT

Business organizations have become aware of theortemre of presenting
information about the broader range of activitieeluding both their financial
performance and non-financial performance sucloeisidy responsible performance.
Regulations on mandatory supply of financial infatran through statements are not
the only reason why organizations provide finanaibrmation but firms provide
information beyond the mandatory requirements. fiagn purpose of this study is to
establish the effect of voluntary financial discloss on the stock returns of
companies listed at the Nairobi Securities Exchafigns study used a descriptive
study design. The population of the study washal@1 firms listed at the NSE as at
December 2013. The sampling technique was purpasiyedgmental, as the study
purposively chose the 20 companies consistentlyimyakp the NSE —20 share index
between 2009 and 2013 (five years) because theycirén information and are blue
chip. The study used secondary data from the Gdydekets Authority (CMA). The
selected period was year 2009 to year 2013 (5 y@&aes particular secondary data
was extracted from financial statements of sampimsf and from the Nairobi
Securities Exchange handbook for the five yearsogeof study, from 2009 to
2013.The researcher used frequencies, averagepeaaoentages in this study. The
researcher used Statistical Package for Sociah&ese(SPSS) version 20 to generate
the descriptive statistics, trend analysis and a&ts@enerate inferential results. A
multivariate regression model was used to link ihéependent variables to the
dependent. The study concluded that; increase ipocate governance voluntary
disclosure results to increase in the levels dflsteturns, increase in corporate social
responsibility voluntary disclosure results to eamse in the levels of stock returns.

increase in human resource accounting voluntarmglatisre results to increase in the



levels of stock returns and increase in firm sizguntary disclosure results to
increase in the levels of stock returns. The stteommended that firms should
embrace voluntary financial disclosure as it posithem to many
privileges/advantages. These advantages may incladey access to external
financing, securing a good name with governmentatl anon-governmental
organizations, having a good public image. In addjtthe study recommends that
firms should ensure a balance of their debt totgas increased debt is seen to cause
a reduction on the stock returns. To the governptéet study recommends the tax
levies should be reviewed in a bid to improve teefgrmance of the firms. As a

result the stock returns of these firms would insge
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CHAPTER ONE: INTRODUCTION

1.1 Background of the Study

Business organizations have become aware of theortemre of presenting
information about the broader range of activitieeluding both their financial
performance and non-financial performance sucloesky responsible performance
(Akisik and Gal, 2011). After corporate scandalsl dimancial crises, regulators,
academicians, investors and other stakeholdersedcafbr greater corporate
transparency from the business world. Greater catpotransparency means
decreasing information asymmetry between manageds stakeholders by better
information disclosure via various media such asgreleases, corporate web sites,

prospectuses, and annual reports (Kothari, Li drattS2009).

Regulations on mandatory supply of financial infatran through statements are not
the only reason why organizations provide finangiérmation (Healy and Palepu,
2001). Healy and Palepu, (2001) argues that fishmeiormation is provided before
installation of the regulatory bodies; firms noden regulatory brackets still provide
statements; firms provide financial statements nfi@guently than is required by the
regulations and many organizations provide subisiintmore information than is

required by the regulators.

Stock market returnsis sometimes synonymous tokspoices (Leuz, Verrecchia,
2000). A strong market is one that impounds newrmftion to stock prices and
hence making the stock prices for the firms stade accurately valued. Due to
misevaluations of firms by public capital marketg®nagers provide the information

known by them alone to the capital markets to @brifee misevaluations, since stocks



value is dependent on information (Velashani andhdie2008).Walter (2006) noted
that since organizations in the same industry tenchimic one another, voluntary
disclosure by one organization is mimicked by otlens, hence more information

released to the market tendingthe capital marketards efficiency.

The information asymmetry and agency conflict cdneasely impede the allocation
of resources in capital markets of an economy (&feai and Mehdi, 2008).The
regulatory bodies, standards setters, auditors,capdal market intermediaries seek
to facilitate and enhance the credibility of mamagat disclosures hence playing an
important role in mitigating the problem of infortiem asymmetry and agency
conflict (Healy and Palepu, 2001). Deegan (20X8itp that corporate disclosure is
critical for the well functioning of an efficienapital market, furthermore, companies

exercise voluntary disclosures for capital marketsons.

In light of the increasing focus on the Nairobi Geties Exchange as an important
avenue for attracting foreign investments and twoarmage local residents to invest in
shares, Kenyan companies may engage in voluntaglodures as a means to
enhance the value of their stocks hence investuiidence (Barako, 2007). Ensuring
investor confidence enhances investors’ partiapain the market activities and
encourages saving and channeling of savings intmyative real investment,
therefore fostering capital accumulation and edficly in investment and real sector
development. It is however debatable whether ptioiecof investors promotes
market efficiency. To enhance the customers’ camicé, a market needs to be fair in
which customers have complete confidence, a mankehich the public interest and
the interest of investors rather than immediatdifsras the primary aim of those

concerned (Shiller, 2000).



Investors get information regarding the organizagidrading in NSE through their
annual reports and other announcements. It is itteenged of information so that
stock prices in the NSE reflect the most currefdrmation, that is, NSE like any
other exchange market encourages the firms toadischs much information as is
possible. This is advantageous since literaturesalethat organizations with good
corporate governance, more so in corporate repgpatia able to raise capital from the
markets relatively cheap (Zareian, 2012). Furtheemtihe greater the disclosures, the
greater the extent to which the stock prices retlee whole truth hence obeying the
market fundamentals. This helps the investors dbtiully choose the securities to

invest in.

Daily price movements in the NSE are significantyated to investor sentiment.
Consequently, investors’ psychology is a potengaplanation for stock price
movements. The indicators of stock market developraeow the general increase or
decrease in the total shares traded, turnoveryaréet capitalization (Rono, Tenai,
Kiplangat and Bitok, 2011). Levitt (2000) suggettat the quality of information is
the vital blood of a powerful and efficient markétithout it, liquidity is crippled and
the market efficiency fades out. This confirms filnedamental role that can be played

by disclosure information in the capital marketessally with respect to liquidity.

1.1.1 Voluntary Financial Disclosure

Voluntary financial disclosure refersto disclosuoé information regarding the
organization up-and-beyond the statutory requirdmenhe practice of voluntary
disclosure has attracted a lot ofattention froneaeshers. Meek, Roberts and Gray
(1995), classify voluntary disclosures as strategion-financial and financial

information. They classify the disclosures depegdim what they are intended for



and the contents of such disclosed informationc&ithe management knows more
about the company than the shareholders, custonseqspliers, creditors, and
government regulators including capital market arities, the management finds it
useful to inform the outsiders what they know abthé& company (Feng and Li,

2007).

The key aim of voluntary disclosures is to infoime public more about the company.
In turn, the management hopes that the stakehofufetise company will respond
favorably to the company. Whether strategic, ndimancial or financial voluntary
disclosures, Meek, Roberts, and Gray1995), pdsasrmost organizations gain some
benefits by virtue of disclosing more than is expdcif the issued information is
strategically availed to the important parties wdre likely to act in favor of the
company. The disclosures are sometimes not periwtite others are periodically
released including voluntary disclosures releasggther with annual reports of an

organization.

Marston and Shrives (1991) stated that many stubsse measured disclosure
guality, but there is no concrete explanation aregal guide for the selection of items
to measure the extent of voluntary disclosure. ¥¢alland Naser (1995) defined
disclosure as an abstract construct since it igcdif to determine its intensity or
guality. In addition, it does not possess own iehércharacteristics. The most
prominent financial disclosure include; voluntamgrmorate governance disclosures
such as experience, skills, expertise of board neesalOther disclosures include
corporate social responsibility, environmental agdmg, human resource
accounting, and economic value added statement®lastary disclosures (FASB,

2013).



1.1.2 Stock Returns

Stock returns consist of ratio of the investmerdltmcome (loss) in a given period to
capital consumed at the beginning of the perioobtain the benefits. Return includes
changes in original capital (stock price) and Dérid per share. Return scale is
regarded as an important index in evaluating firdrmerformance of the firms. Since
increasing wealth of stockholders is considerethasmain goal of economic units,
the firms should act in such a way that increasealtiv of stockholders by achieving
appropriate return whereby increased wealth ofkétoiclers is defined as stock

‘positive return’ in each fiscal period (Zarein,12).

Return is a complicated and multi-dimensional cpihcerhich is closely related to
interest, value and price criteria. Although ingtrevalue and price criteria can be
derived from financial statements, these criter@adifferent from accounting interest,
economic value and economic return, which are ested by most users. The firms
accepted in the stock exchange can assess theablesrusing market information
and analysts always attempt to identify misprictstlss using financial statements

information and other available information (Zare2012).

Many factor influence investors to invest in thaitable investment opportunity in

the stock market of which it consists of the primand the secondary markets. Many
factors affect the development of both the primamg the secondary markets. Many
factors have contributed to the increase in stawkep like, excess liquidity in the

local markets, high oil prices, huge increase itonal revenue, government spending
on major projects, expansion in the private sec&rgouraging and supportive
remarks from government officials, and good busnessults of some companies,

privatization, and oversubscribed initial publi¢esings among others. Most of these



factors are instrumental in building a positive @stors’ sentiment. The effect of
having around half of the nations’ population baymew IPO, or when an IPO price
increases by 10 folds in its first day of trading aolid proof of the impact on

investor’'s sentiment (Subrah, 2000).

1.1.3 Relationship between Voluntary Financial Disclosure and Stock Returns

Many studies reveal that organizations operatingndustries highly dependent on
external financing have a considerably higher lewél voluntary accounting

disclosures (Velashani and Mehdi, 2008). They fnrttealized that the results were
still up-held after controlling for differences iagal and financial systems amongst
countries, and firm-specific controls for firm siznd performance.The findings
revealed that organizations with relatively higtewels of disclosure usually have
lower costs of capital (Walter 2006). Therefore,lumtary disclosures lower

information asymmetry costs and hence the costtefeal financing for the firm.

Additionally, literatures from past studies revehat most researchers have been
skewed to the factors that influence the exteotidintary disclosure. Those studying
the relationship between voluntary disclosure atwtks returns, like Ponnu and
Maurice (2009), Oyenje (2012), Munyao (2012) angalmiyit (2012) focused on
the CSR and corporate governance and related is€ibsr researchers elsewhere
have linked causality between quality voluntarycttisures and stock returns and in
turn the stock market performance. Yet again, stiarée had conflicting results.
Zareian (2012) studied the relationship betweerityuaf voluntary disclosure and
stock returns and sought to establish stock cdioels between voluntary disclosure

quality and stock returns each year. Results shalsgdvhile there was absolutely no



correlation between disclosure quality and stodkrrms in some years, there were

some correlations in other years.

Hail (2002) established that there is no relatigndletween voluntary disclosures and
stock returns. He however established that thermegative linear relationship
between the voluntary disclosures and the costgoitye As such, an increase in
voluntary disclosures would reduce the cost of aoguequity capital from capital
markets. He held that increasing voluntary disalesueduce the cost of capital since
such disclosures increase the demand and liquadiitlge company’s stock. He posits
that this reduces the cost of publicity and isseavfcthe stocks since investors know

the firm better.

1.1.4 Voluntary Disclosure with Regard to Nairobi Securities Exchange

The Nairobi Securities Exchange, formally Nairobock Exchange was established
in 1954 as a voluntary association of stockbrokethe European community. It was
registered under the Societies Act. Since thenriagket has undergone tremendous
transformations. At the heart of the Exchange isketaliquidity enhancement by
fostering transformational and utmost ethical pcast amongst the participants so
that more investors are assured of free and férnmation for their trade related

decision-making (Ngugi, 2005).

Hence, the Kenyan Government has initiated refatrtte NSE aiming to transform
the exchange to be the vehicle to mobilize domesdiings and to attract foreign
capital investments (Barako, 2007). Consequentyparate financial reporting and
especially enhanced voluntary disclosures is anortapt ingredient of enhancing

confidence and trust of the market by both loca toreign investors (Ngugi, 2005).



Since the year 2008, the exchange has greatly esizglilaon corporate governance

with some participants punished for faulting theegtable market regulations.

Amongst other changes are enhanced communicatipasd within the NSE itself.
In November 2011, the exchange launched the FTSE K&hya 15 and FTSE NSE
Kenya 25 Indices, after extensive market consohatiwith local asset owners and
fund managers. The launch of the indices reveasitkerest of growth into the
domestic investment and diversification opportesitin the East African region. This
was followed by NSE becoming a member of Finan@iahes Services Division
(FISD) of the Software and Information Industry Asstion (SIIA) in March 2012.
By providing the indices in its website, the iniiv@ provided the investors with
current information of reliable indication of theeiyan equity market's performance

during trading hours.

With its emphasis on attracting more investors, NS to encourage all the
participants in the market to provide as much imi@tion as is practically possible.
Barako (2007) posits that the level of disclosureduding voluntary disclosures
amongst the participants in the NSE has increagedtbe years. Definitely, with the
CMA emphasizing on tightening corporate governaramongst the market
participants, the extent of disclosure includindumtary disclosure is bound to be

enhanced in the NSE.

1.2 Resear ch Problem

Investment in securities of companies listed atNh@obi Securities Exchange by the
local investors has steadily gained momentum dwedast few years (Wanyonyi and
Olweny, 2011).The effect of voluntary financial d@sure on stock returns is a

controversial issue that has been widely discussethie accounting and financial



literature (Zareian, 2012). Quality of financiaformation can be measured either by
the level of disclosure (Botason, 1997) or by theel of earnings management

(Bhattacharya, Ecker, Olsson and Schipper, 2007).

Ponnu and Maurice (2009) in their corporate sa@sponsibility disclosure in Kenya
noted that CSR disclosure received only modesntite and the theme most
commonly disclosed was community involvement, whied little relationship to
stock returns. Lopokoiyit (2012) investigated thifée& of corporate governance
practices on the share prices of companies listede NSE. He noted that there is a
direct relationship between corporate governan@etijpes and share prices. Halil
(2012) study concluded that there exists a negatiationship between cost of equity
capital and voluntary corporate disclosure. Studies the effect of voluntary
disclosures are inconclusive since some find a thegaelationship (Hail, 2012;
Ponnu and Maurice, 2009) while some revealed atipesielationship (Wanyonyi

and Olweny, 2011; Lopokoiyit, 2012).

Bruslerie and Gabten (2011) sought to determin¢héf process of filtering out
financial information voluntary disclosed by firmgs modified by the introduction
of the IFRS. Results revealed voluntary communicapolicies did not change with
the introduction of the IFRS. Laswad, Fisher andelese (2001) examined the
voluntary internet financial reporting practiceslatal authorities and found out that
only size and type of council are associated with quantity and type of financial
disclosure on the Internet. The above studiesddteaddress the effect of voluntary
financial disclosures on the stock returns of comgm since they only concentrated
on the factors that increase the likelihood of mgkvoluntary disclosures by a

company.



Few studies have addressed voluntary financialalisce and specifically the effect
of voluntary financial disclosure on stock retufrfions listed in the NSE. This study
therefore wishes to address the effect of voluntiagncial disclosure on stock return
of firms listed in the NSE. The question that thedg wishes to address is: What is

the effect of voluntary financial disclosure onciteeturn of firms listed in the NSE?

1.3  Research objectives

To establish the effect of voluntary financial distres on the stock returns of

companies listed at the Nairobi Securities Exchange

1.4  Valueof the study

This study will provide more insight on the effed¢tvoluntary financial disclosure on
stock returns. This will provide management of NhirSecurities Exchange, listed
firms and also firms intending to list with moresight on the importance of voluntary

financial disclosure.

This study will add more knowledge on the concdptaduntary financial disclosure
and give more empirical findings on the relatiopsbetween voluntary financial
disclosure and stock returns. This will provide enbterally material which will be of
value to scholars, students and researchers. Tdy san also be used as a basis of

further research and also in academics in thearealuntary financial disclosure.

The study findings will prove to be important teetBtock market in Kenya, other
organizations in the country, policy makers in MhairSecurities Exchange and other

financial services and in scholarship.

10



The findings can further be applied by policy makierthe area of voluntary financial
disclosure and stock returns. Voluntary financisctbsure selectively reduces the
asymmetry of information in the financial markebliBy makers can hence use the
study findings to design policies that will encayeavoluntary financial disclosure in

the stock market but at the same time instillifgetfve regulatory environment.

11



CHAPTER TWO: LITERATURE REVIEW

2.1 I ntroduction

This chapter contains a review of theories whidbrim the foundations of the study.

It also contains general and empirical literatinag informs the study.

2.2 Theoretical Review

This section contains review of theories relevamd avhich inform the theoretical
background of the research subject matter. Theridgeageviewed are: voluntary
disclosure theory, efficient market hypothesisafioial intermediation theory and

random walk theory.

2.2.1 Voluntary Disclosure Theory

The notion of voluntary disclosure supports theajdeven in the absence of
regulation; managers still wish to disclose addaionformation. The study base this
idea on considerations found in agency theory, wigissert agency costs are borne
mainly by agents (Jensen and Meckling, 1976). Ttheze agents try to reduce their
agency costs to maximize their wealth. As describeagency theory, agency costs
are a product of information asymmetry, whereby #gent has more private

information about the firm’s performance than thiegipal.

Theoretical and empirical studies in accountinguoon the informational role of
voluntary disclosures for the capital markets (fWeahd Palepu, 2001; Verrecchia,
2001). In USA, the SEC and the FASB provide guitkdifor mandatory disclosures;
the disclosure literature in accounting refers tolumtary and discretionary

disclosures, interchangeably, as information mamege releases itself. In Kenya, the

12



reporting framework is regulated by CMA and the BABhe underlying assumption
in the disclosure literature is the manager pogsessiperior information to all
outsiders. The result is managers’ trade-off betweaking accounting choices and
providing disclosures to “communicate their superimowledge of a firm’'s
performance to investors, and to manage reportatbrpgance for contracting,

political, or corporate governance reasons” (Healgt Palepu, 2001).

Theoretical studies related to disclosure suggastdfsclosure of information will

occur due to investors’ belief non-disclosing firnteave the worst possible
information (Grossman, 1981). Such studies alsorae<redible disclosures and zero
disclosure costs. However, Verrecchia (1983) sugges the presence of fixed,
positive disclosure costs, only firms whose infotiora provides economic benefits
above such costs will disclose. In addition, disale policies are influenced when
disclosures provide information to competitors. diegical studies in accounting
related to disclosure are most concerned with viyyzs of disclosures mightoccur,

instead of disclosures actually made by firms (Heald Palepu, 2001).

2.2.2 Efficient Market Hypothesis Theory

In finance, a stock price reflects or contains ticial information. The efficient
market hypothesis (EMH), also called Joint Hypoth@&soblem, asserts that financial
markets are informational efficient (Barako, 2000onsequently, one cannot
consistently achieve returns in excess of the gecnaarket returns on a risk-adjusted
basis, given the information available at the tifme investment is made since before
any investor acts on the information, the markéi dve adjusted the stock prices to
reflect new information (Fama and French, 1992) ilivee major versions of the

hypothesis include weak form, semi-strong form, atrdang form. The weak-form

13



EMH claims that prices on traded assets includtngks, bonds, or property already
reflect all past publicly available information. 8semi-strong form EMH claims that
prices reflect all publicly available informatiomhe strong form EMH asserts that

prices instantly reflect even hidden or insideomifation.

Critics argue that it is pointless to search fodemvalued stocks or to try to predict
trends in the market through either fundamentakohnical analysis (Zareian, 2012)
while academics point to a large body of evidencesupport of EMH, many
dissensions have been raised. Critics have blahedelief in rational markets for
many of the late 2000s financial crisis. For exampivestors, such as Warren Buffett
have consistently beaten the market over long gerad time, which by definition is

impossible according to the EMH (Feng and Li, 2007)

Detractors of the EMH also point to events, sucthasl987 stock market crash when
the Dow Jones Industrial Average (DJIA) fell by ov@% in a single day, as
evidence that stock prices can seriously deviaim ftheir fair values. In response,
proponents of the hypothesis have stated that rmafkeiency does not mean having
known certainty about the future. Market efficierisya simplification of the world
which may not always hold true, and that the maikepractically efficient for

investment purposes for most individuals.

2.2.3 Financial Intermediation Theory

Current financial intermediation theory builds & thotion that intermediaries serve
to reduce transaction costs and informational asgmes (Diamond, 1984). As
developments in information technology, deregulatialeepening of financial
markets, and tend to reduce transaction costsrdiodriational asymmetries, financial

intermediation theory shall come to the conclustbat intermediation becomes

14



useless. This contrasts with the practitioner'swi financial intermediation as a
value-creating economic process. It also conflits the continuing and increasing
economic importance of financial intermediariesrfithis paradox, we conclude that
current financial intermediation theory fails tmpide a satisfactory understanding of

the existence of financial intermediaries.

Different participants in financial markets firmfpancial intermediaries, rating
agencies, and investors typically have varying ameuwf information about, or
differing abilities to determine, the value of setes offered in the market. Two
types of asymmetric information problems commonigiag for nonfinancial firms
include the following: a firm issuing a security shanore information about the
potential cash flows associated with the secuhigntdo investors; some investors
have more information about a security's valuebgiter ability to value the security)
than other investors; i.e., some investors areofiméd" whereas others are

"uninformed" (Hirschleifer and Riley, 1979).

2.24 Random Walk Theory

Consistent with the efficient market hypothesishis random walk hypothesis which
is a financial theory stating that stock market@si evolve in a random fashion hence
cannot be predicted (Hubert, 2001).The theory pedgi states that stock price
changes have the same distribution and are indepérad each other, so the past
movement or trend of a stock price or market carb®tused to predict its future
movement. It is the notion that stocks take a ramdend unpredictable path.
Proponents of the random walk theory believe the impossible to outperform the

market without assuming additional risk.
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Critics of the theory, however, contend that stad@snaintain price trends over time.
They argue that it is possible to outperform thekegby carefully selecting entry
and exit points for equity investments. Martin Wieba leading researcher in
behavioral finance, found trends in stock markétsr gperforming many studies. In
one of his ten years stock market analysis, he ddoét the market prices for
noticeable trends and found that stocks with higbepncreases in the first five years
tended to become under-performers in the followiivg years contradicting the

random walk hypothesis (Hubert, 2001). Another rmtittion was his findings of

stocks that had an upward revision for earningperfdrming other stocks in the

following six months.

Hubert (2001) posits that an investor with this kiexige has an edge in predicting
which stocks to pull out of the market and whicbcks, the stocks with the upward
revision, to leave in. Martin Weber's studies detrdrom the random walk

hypothesis, because there are trends and othetotipsedicting the stock market.
Furthermore, the contradictions of the efficient rked hypothesis allow some

investors to earn abnormal earnings by capitalipimghe weaknesses in the market.

2.3 Deter minants of Stock Returns

Stock return is determined by several factors sischconomic growth given by stock
market capitalisation; stock market liquidity giveg total number of shares traded,
equity turnover, investors’ confidence in capitahriket, exchange rates and both

voluntary and statutory disclosures among others.

Aduda, Masila and Onsongo (2012) sought to invattigthe determinants of
development in the Nairobi Stock Exchange. Secgondata for the period 2005-

2009 was used to model the factors influencingdeeelopment of the NSE. The
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regression results found that, macro-economic factach as stock market liquidity,
institutional quality, income per capita, domestavings and bank development are
important determinants of stock market developmernie Nairobi Stock Exchange.
The regression analysis reported no relationshiprd®n stock market development
and macroeconomic stability-inflation and privatapital flows. The results also
revealed that Institutional quality represented layw and order and bureaucratic
guality, democratic accountability and corruptiodex are important determinants of
stock market development because they enhancaahidity of external finance. This
result suggests that the resolution of politicakrcan be an important factor in the

development of the Nairobi Stock Exchange.

Ouma and Muriu (2014) investigated the impact @f tilacroeconomic variables on
stock returns in Kenya during the period 2003-2048ing the Arbitrage Pricing
Theory (APT) and Capital Asset Pricing Model (CAPivgmework for monthly data.
The Ordinary Least Square (OLS) technique is agple test the validity of the
model and the relative importance of different &ales, which may have an impact
on the stock returns. The empirical analysis fotwd interesting results. First, all
variables were 1(0). Second, with the exceptioniraérest rates, there existed a
significant relation between stock market returm&l anacroeconomic variables.
According to the findings of the study, Money Sypmxchange rates and inflation
affected the stock market returns in Kenya. Mongyp$y and inflation were found to
be significant determinants of the returns at NSEhange rates was however, found
to have a negative impact on stock returns, wimterest rates is not important in

determining long rung run returns in the NSE.
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Gatua (2013) analyzed the share price performafcgewen firms and sought to
identify the factors that influence share pricesthe selected firms in various sectors
at NSE by developing a model(s) for share pricemeination. Data was collected on
the seven variables under study for a period @& y®ars (2008 —2012) and regression
analysis was utilized to determine the effect désted macroeconomic variables on
the share prices of seven companies in seven setttdSE, and the share prices for
the companies were analyzed in terms of changeagnitude. The general results
indicated that there is no one model to predictresharices at NSE. Only one
company, Equity Bank, had a model that could bel usedetermine share prices
based on the variables under study and this coelldxplained by the fact that the
share prices of Equity Bank had a big differenfadl Kshs 312.15) with the highest
price at Kshs 324.00 and the lowest price at Ksh85lwhile the share prices of the
other companies under study had small differentigtis the biggest differential being

Kshs 54.25.

24  Empirical Literature Review

Laohapolwatana, Smith and Howieson (2005) investjahe impact of voluntary

disclosure on sell-side analyst stock recommendstidhe study used an explanatory
research design. The study was based on a samg@0alecommendation revisions
of 40 listed Australian companies. The results sstgd that voluntary disclosures do
contribute to analyst stock recommendations. Theiffigs revealed that the quantity
of disclosure is positively related to the numbédr recommendations and that
disclosure with favourable signals or with pricexg@ve contents are significantly

related to the direction and type of financial seans. In additions, disclosure of

specific themes (e.g. dividend and product) in canypannouncements and news are
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significantly associated with the recommendatioange. This has implication for

both the formulation of accounting policies and tgulation of financial disclosure.

Oyugi (2007) sought to determine whether or notehexists a relationship between
frequency of financial disclosure and security mesu Secondly to establish whether
or not there exists a relationship between frequeoic financial disclosure and
volume of shares traded at the Nairobi Stock ExghaiNSE). The study used data
covering a five year period from 2001 to 2005 dediyrom the NSE. Security returns
were determined using the market model on monthlsish Trading volumes were
determined by shares traded divided by outstanstages for each month. The study
revealed that security returns for firms reportiog quarterly basis were higher
compared to those of firms reporting semi-annuallyading volumes of firms
reporting on quarterly basis were found to be higlenpared to trading volumes of
the firms reporting semi-annually. The study codeld that there exists a strong
relationship between frequencies of financial disate and trading volume of firms
quoted at the NSE. On the other hand, there isak waationship between financial

disclosure frequency and share returns of compapieted at the NSE.

Onkoba (2008) sought to investigate the effectadéaed accounting variables on
stock liquidity for firms listed at the Nairobi Sgities Exchange. In particular, the
study examined the effect of debt to equity ratio stock liquidity, the effect of

dividend yield on stock liquidity, the effect ofsest turnover ratio on stock liquidity
and the effect of earnings per share on stockdityfor firms listed at the Nairobi

Securities Exchange. The study used a descriptagggd model. The population of
this study comprised of all the listed firms at tairobi Securities January 2008 to

December 2012. The sample constituted all the fittmas comprise Exchange from

19



the NSE 20 Share Index. Analysis was conductedugirathe use of regression
analysis and ANOVA. The results indicated that actimg variables, as represented
by the predictor variables only influenced ten petcof variations in stock liquidity

as indicated by the adjusted R square statistic.

Mwirichia (2008) examined the actual corporate goaace disclosure practices in
the listed public limited companies by considerifgdisclosure items. A sample of
35 listed companies was used. To facilitate theyaisa a Corporate Governance
Disclosure Index (CGDI) was computed and a numbehypotheses tested. The
mean and standard deviation of CGDI were found & 7.967 and 7.305

respectively. Compared to other emerging econoihiwas apparent that NSE listed
companies report more comprehensively and gap leetite good and poor reporters
is narrower. In addition, only a mild differencesv@und to exist among the CGDI of
various sectors. Financial sector was found to mal@e intensive corporate

governance disclosure than the non-financial sedtorgeneral, companies were
found to be more active in making financial disck@s rather than non - financial
disclosures. Multiple regression result showed tt@porate governance disclosure
index is significantly influenced (at 5% level agsificance) by whether or not the

company is in the finance sector, the size of terd of directors, and the age of the
company. Local ownership, the size of the compamether or not the company is a
multinational, and size of the company were nontbto have any significant impact

on corporate governance disclosure.

latridis (2009) sought to analyze the financial relcteristics of firms that provide
extensive disclosures, and assess the financishdmgf their motives. The study

examined the financial attributes of firms thatctbse information about key
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accounting issues including risk exposure, changeaccounting policies, use of
international financial reporting standards andgnegl practices. Results showed that
in order to raise finance in the capital and delarkats, firms tend to provide
extensive accounting disclosures. Firms that pevimformative accounting
disclosures appear to display higher size, growthlaverage measures. The findings
also showed that the disclosure of sensitive adoayimformation has not adversely
affected firms' profitability. In fact,firms thatrg@vide detailed accounting disclosures
tend to exhibit higher profitability. The implematibn of international financial
reporting standards enhances the quality and thepamability of financial
statements; hence, it promotes consistency anabiigly in financial reporting and

facilitates companies’ in raising capital interoaglly.

Kothari, Li and Short (2009) documented systematitcdence of risk effects of

disclosures called from a virtually exhaustive sesources from the print medium.
The study used an explanatory research design.slidy used secondary data.
Content analysis were done on more than 100,0@lodisre reports by management,
analysts, and news reporters (i.e. business pr@ssjonstructing firm-specific

disclosure measures that were quantitative and alptento replication. Results
revealed that when content analysis indicates &blerdisclosures, the firm’s risk,
asprovided by the cost of capital, stock returnatiliy, and analyst forecast

dispersion, declines significantly. In contrast, fauorable disclosures were
accompanied by significant increases in risk me=suAnalysis of disclosures by
source corporations, analysts, and the businesss prevealed that negative
disclosures from business press sources resuliedrieased cost of capital and return
volatility, and favorable reports from businessssreeduce the cost of capital and

return volatility.
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Rahman (2010) examined the impact of Internet FirReporting (IFR) on stock
prices in Indonesia Stock Exchange. This study afseestigates whether IFR
companies have better financial condition than R companies as predicted by
signalling hypothesis. This study investigated mlblic companies incorporated in
Kompas 100 index. The results showed that the degfanformation disclosed in
website has significant positive impact on abnorreairn. The t-test used to test any
significant difference between IFR companies and mBR companies showed
insignificant result. Finally, the hierarchical regsion test used to examine the
impact of moderating variable, corporate governanodFR companies’ stock prices

also showed insignificant result.

Suka (2011) examined the information content offips@arning announcements at
the Nairobi Stock Exchange. This was achieved bghyshg fourteen companies that
had issued profit warning between the periods 2002010.The study made use of
the stock returns and market returns data to daterrwhether profit warning

announcement elicit any reaction in the Kenyankstoarket. The study made use of
daily adjusted prices for sample stocks for thenewendow of 31 days, consisting of
15 days before and 15 days after the profit waraingouncement. The event study
methodology was employed in the determination efeffects of the profit warning

announcement. Abnormal returns were calculated d&y af the market model and
tests are conducted to test the significance. Tudygound out that the Kenyan Stock
market reacts negatively to profit warning annoumeets as shown by a general
decline in mean abnormal returns around the pwaditning announcement period.
This is consistent with the hypothesis that preférnings have information content

which is associated with a negative revaluatiothef firm. The study equally found
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out that there are negative abnormal returns thatstatistically significant at 5%

level, around the profit warning announcement date.

Muthamia (2013) sought to estimate the financiatrdss in the firms quoted in the
Nairobi Securities exchange. The study applied rij@se correlation design
involving a total of 26 firms selected from the pégiion of 61 quoted firms. It
excluded the firms in the banking, insurance andufacturing sectors to which the
chosen model was not applicable. The study apgexbndary data from audited
financial reports for nine years to estimate finahdistress using the Altman's Z" -
score model. The study found that financial distieas prevalent among the sampled
firms but the estimates obtained from the sampleewet significant enough to be
generalized on the population. The results sugdebt# the firms quoted in Nairobi
Securities Exchange did experience financial distfeom time to time to which there

was minimal reaction from market observable in ®ohmovement of stock returns

Jouiroua and Chenguel (2014) highlighted the lesklvoluntary disclosure of

Tunisian companies. In addition, they sought toniife the determinants on this

disclosure. The study used a descriptive reseassiyul. The study used primary data
collected from annual reports of listed Tunisiamn relative to the year 2007. The
empirical results showed that the size of the calpgas measured by the number of
employees), the independence of the board of direand audit firm size had a
positive and significant influence on the leveldigclosure, while the age of the firm,

had a negative influence on the level of disclosure

24  Summary of Literature Review

Quality of financial information can be measurethei by the level of disclosure

(Botason,1997) or by the level of earnings managerfighattacharya, Ecker, Olsson
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and Schipper, 2007). Ponnuand Maurice (2009) iim tugporate social responsibility
disclosure study in Kenya noted that CSR discloseceived only modest attention
and the theme most commonly disclosed was commumitylvement, which had
little relationship to stock returns. Lopokoiyit Q22) investigated the effect of
corporate governance practices on the share prfogsmpanies listed in the NSE. He
noted that there is a direct relationship betweenparate governance practices and
share prices. Hail (2012) study concluded thatethexists a negative relationship
between cost of equity capital and voluntary casperdisclosure. Studies on the
effect of voluntary disclosures are inconclusivexcei some find a negative
relationship (Hail, 2012; Ponnu and Maurice, 20@®jle some revealed a positive

relationship (Wanyonyi and Olweny, 2011; Lopokqiy012).

Bruslerie and Gabten (2011) sought to determin¢héf process of filtering out
financial information voluntary disclosed by firmsas modified by the introduction
of the IFRS. Results revealed Voluntary communacapolicies did not change with
the introduction of the IFRS. Laswad, Fisher andelése (2001) examined the
voluntary Internet financial reporting practicesl@tal authorities and found out that
only size and type of council are associated with quantity and type of financial
disclosure on the Internet. The above studies daite address the effect of of
voluntary financial disclosures on the stock resunf companies since they only
concentrated on the factors that increase the illil@tl of making voluntary

disclosures by a company. This represents a sgaja.

Few studies have addressed voluntary financialalisce and specifically the effect
of voluntary financial disclosure on stock retufrfions listed in the NSE. This study

therefore wishes to address the effect of voluntiagncial disclosure on stock return

24



of firms listed in the NSE. The question that thedg wishes to address is: What is

the effect of voluntary financial disclosure onciteeturn of firms listed in the NSE?
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CHAPTER THREE:RESEARCH METHODOLOGY

3.1 Introduction

This chapter discusses the type of research desagulation, and target population,
sampling frame, sample, sample size, sampling tqakninstruments used, and data

analysis.

3.2 Research Design

A research design is the structure of research.iddg¢2011) states that a research
design is a general plan or strategy for conductingesearch study to examine

specific testable research questions of interest.

This study used a descriptive study design. Detegipresearch aims at getting
answers to the Who? What? Where? When? How? And iHamy questions? In this

study descriptive study design assisted to find thet present state of affairs in
relation to what extent organizations voluntarilgalibse non-statutory required data
to the public and the implications of the voluntdrgclosure on the stock returns for a

firm trading in the NSE.

3.3  Population

A population refers to an entire group of indivityjaevents or objects having a
common observable characteristic (Mugenda and Mieye2003). The population of

the study was all the 61 firms listed at the NSB&ta3ecember 2013.
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34  Sampleand Sampling Technique

The sampling technique was purposive or judgmerdal,the study purposively
choose the 20 companies consistently making ugN®E —20 share index between
2009 and 2013 (five years) because they are rigifanmation and are blue chip. The
NSE 20 share index also contains the financialisesvsector. These companies have
unique features and are subject to higher leveldistlosure requirements by
regulators like IRA and CBK. Their inclusion in tlsample was controlled by a
dummy variable to check whether the effect of vtdiy disclosure varies between

financial and non-financial sectors.

35 Data Collection

The study used secondary data from the Capital darkuthority (CMA). The
selected period was year 2009 to year 2013 (5 yeHng particular secondary data
was extracted from financial statements of samplesf and from the Nairobi
Securities Exchange handbook for the five yearsogeof study, from 2009 to
2013.Voluntary disclosure aspects was calculatedegpect to the above factors.
These were Voluntary disclosure of human resourceounting (employee
productivity analysis); Voluntary disclosure of @mmwment accounting; Voluntary
disclosure of corporate social responsibility; Mfdlry corporate governance

disclosures.

The matrix below was used to operationalize thesmeaof extent of disclosure. The
extent was measured relative to the number of woediscated to information on the

voluntary disclosure as shown below:
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Table 3.1: List of Voluntary Disclosure Items

Voluntary Disclosure

Examples

Corporate Governan

Breal dowr of marke shart growtt anc informatior on
new products
Strategic direction and future leadership need

Board leadership structure

iv. Business experience of directors
v Information on senior management responsibilities
vi  Experience and background
vii  Product description
viii ~ Long-term objectives
Corporate Social
i)  Information on community involvement
responsibility
i) Activities in abating pollution
iii)  Fostering a culture of ethical behaviour and respec
iv)  Sustainable business practices while deliveringdyets
and services that enable sustainability
v)  Customerrelations
vi) Commitment to improving transparency regarding |

term performance and risk management

bNg

EnvironmentaAccounting

Environmental accounting practit
Environmental management program (long term andit
term)

Establishment of environmental targets and objestiv

5ho
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i/or

iv Environmental stuc and research incentiv
v Product innovations related to environmental degpiad
reduction
vi  Environmental education programs (internally anc
community)
vii  Environmental studies / research
viii  Mention of company’s environmental compliance
ix  Partnership with environmental organizations Award
X  Participations in environmental indices
Human Resource i)  Education
Accounting i)  Know-how
iii)  Employment Safety
iv)  Employee numbers
v)  Professional experience
vi)  Employee featured
vii)  Entrepreneurial spirit, proactive and reactiveigbil
viii)  Training programs
ix)  Gender
X)  Union issues
xi)  Employee thanked
xii)  Employee productivity.

Source (FASB Annual Report, 2013), Human Capitapd®éng in a Developing

Nation (J. Guthrie 2004)
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3.6 DataAnalysis

The researcher used frequencies, averages andnizyes in this study. The
researcher used Statistical Package for Sociah&ese(SPSS) version 20 to generate
the descriptive statistics, trend analysis and atsogenerate inferential results.
Regression analysis was used to demonstrate effeailuntary financial disclosure
on the stock returns of NSE- 20 share index firfascording to Mugenda and
Mugenda (2003), the regression technique is usedartalyse the degree of
relationship between two variables. The resultseweesented using tables to give a

clear picture of the research findings at a glance.

3.6.1 Analytical Model

A multivariate regression model was used to link thdependent variables to the

dependent variable as follows;

Y =Bo + P1X1 + P2X2 + P3X3 + BaXa +PsXs+PeXet

Where;

Y = Actual stock returns, (capital gains). Defiresithe appreciation in price divided

by the original price of the stock
Actual stock returns will be calculated as follows;

stock Price in year; — stock Price in year;_,

stock price in year;_4

X1 = Number of items voluntarily disclosed with respéo corporate governance

(Table 3.1)

X2 = Number of items voluntarily disclosed with respdo corporate social

responsibility (Table 3.1)
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X3 = Number of items voluntarily disclosed with resp&r environment accounting

(Table 3.1)

X4 = Number of items voluntarily disclosed with respdo human resource

accounting (Table 3.1)

Xs= Dummy for financial services sector

Xe= Divided pay out

X7= Firm Size (Log of Total Assets)

Dividend pay-out value was measured by divided payatio recorded in the Nairobi
Securities Exchange Hand Books. Firm size was meddwy the log of total assets.
Other areas of voluntary disclosures were assumeuaktbeyond the scope of this
study. The study concentrated on the most resedmhes, which are highlighted in

the previous section. For corporate governancs; those aspects that are not a

mandatory requirement by CMA were used.
Po = the constant term

Bii= 1....6 measure of the sensitivity of the dependeamiable (Y) to unit change in

the predictor variables XXz X3, X4 Xs5Xe.
i =is the error term which captures the unergladivariations in the model.
Evaluation of Significance;

In this study, the level of significance was 5% e@rhimeans that all statistical tests
werecarried out and compared against the 5% lelvsigmificance. The statistical
tests include Ordinary Least Regression (OLS) .tdstsparticular, coefficient of

determination test (goodness of fit test) was aeheby inspecting the ’RThe R
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shows the amount of variance of the dependent blarithat is explained by the

independent variables.

The overall model significance was tested by apgithe ANOVA/F-test. The F test

checks whether the independent variables are godgredictors.
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CHAPTER FOUR: DATA ANALYSISRESULTS AND

DISCUSSION

41 I ntroduction

This chapter deals with the analysis of data. Thgaiive of the study was to
establish the effect of voluntary financial diseloss on the stock returns of NSE- 20
share index firms. The data analysis is in harmaith the objective of the study
where patterns were investigated through descepinalysis, trend and inferential

analysis which were then interpreted and inferedcagn on them.

4.2  Descriptive Statistics

The table 4.1 below indicates the descriptive siat of the variables that were used
in the study. The results indicate that the statkrns (capital gains) of the NSE- 20
share index firms had a minimum of -8 and a maximafrone (1) and its reported
mean was -0.2 which deviated by 1.218. Similarey sults of corporate governance
indicate that the minimum and maximum values irs tbase were 5.42 and 8.64
respectively with a mean value of 7.161 deviating ®602.Corporate social
responsibility indicates that the minimum and maximvalues were 4.06 and 8.64
respectively. Results also indicated that the emwrental accounting had minimum
and maximum values of 4.06 and 6.75 respectiveljean value of 5.511 and a
standard deviation of 0.664. Further, result shiea human resource accounting had
a minimum and maximum values of 5.19 and 7.38 sy, a mean of 6.11 and a
standard deviation of 0.546. Financial service@ebtd a minimum and maximum
value of zero (0) and one (1) respectively, a ma&fah 25 and a standard deviation of

0.435. Dividend payout ratio had a mean and standeviation values of -0.829 and
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0.652 respectively. Among the other variables aglbph the study was firm size

whose reported mean and standard deviation we8¥ Bid 3.074 respectively.

Table4.1 Descriptive Statistics

Minimum Maximum M ean Std. Dev

Stock Returns -8.000 1.000 -0.200 1.213
Ln corporate governance 5.420 8.640 7.161 0.602
Ln corporate social responsibility 4.060 8.350 6.64 0.789

Ln environmental accounting 4.060 6.750 5.511 0.66
Ln human resource accounting 5.190 7.380 6.110 60.54
Financial Services Sector 0.000 1.000 0.250 0.435
Ln dividend payout ratio -2.210 0.980 -0.829 0.652
Firm Size 0.000 20.000 16.370 3.074

4.3 Trend Analysis

This section provides graphical representationhef novement and changes of the

variables under study over the years 2009 to 2013.

4.3.1 Trend Analysis of Corporate Gover nance

The fiqure 4.1 below shows the corporate governalisosure of the NSE- 20 share
index firms for the period 2009 to 2013. The fiquirdicates that corporate
governance disclosure of the NSE- 20 share indexsfused in the study over the 5
year period was increasing linearly between 20020tb3. This implies that the firms
have realized the importance of voluntary disclesofr corporate governance as this
places them at a better position of acquiring ewtkefavours such as easy access to

external financing without difficulties.
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Figure4.1 Trend Analysisof Corporate Gover nance
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4.3.2 Trend Analysis of Corporate Social Responsibility

The fiqure 4.2 below shows the corporate sociglarsibility disclosure of the NSE-
20 share index firms for the period 2009 to 2013 Tiqure indicates that corporate
social responsibility disclosure of the NSE- 20rshiadex firmsused in the study over
the 5 year period was increasing linearly betwe@®©2o 2013. This implies that the
firms have realized the importance of voluntarycltisure of corporate social
responsibility as this places them at a bettertjposiof acquiring external favours
such as easy access to external financing and goest related favours without

difficulties.
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Figure4.2 Trend Analysisof Corporate Social Responsibility
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4.3.3 Trend Analysis of Environmental Accounting

The fiqure 4.3 below shows the environmental actingrdisclosure of the NSE- 20
share index firms for the period 2009 to 2013. figere indicates that environmental
accounting disclosure of the NSE- 20 share indewrdiused in the study over the 5
year period was increasing linearly between 20020tb3. This implies that the firms
have realized the importance of voluntary disclesofr environmental accounting as
this places them at a better position of acquigrtgrnal favours such as easy access
to external financing and recognition by environtaétased organizations such as

NEMA without difficulties.
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Figure4.3  Trend Analysisof Environmental Accounting
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4.3.4 Trend Analysis of Human Resour ce Accounting

The fiqure 4.4 below shows the human resource atirgudisclosure of the NSE- 20
share index firms for the period 2009 to 2013. Tigeire indicates that human
resource accounting disclosure of the NSE- 20 shmatex firms used in the study
over the 5 year period was increasing linearly leetw2009 to 2013. This implies that
the firms have realized the importance of voluntdisclosure of human resource
accounting as this places them at a better positiacquiring external favours such

as attracting qualified personell during recruittsemithout difficulties.
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Figure4.4  Trend Analysis of Human Resour ce Accounting
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4.35 Trend Analysisof Stock Returns

The fiqure 4.5 below shows the stock returns ofNIB&- 20 share index firms for the
period 2009 to 2013. The fiqure indicates thatdtuek returns of the NSE- 20 share
index firms used in the study over the 5 year gkvias negative for the largest part
of the study period (2009 to 2013). This implieattdespite the reported increase in
voluntary financial disclosure, the firms have beera down hill trend with regard to
their performance (profitability) as they may hamereased the levels of external

financing compared to previous years and thustattieir image to the public.
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Figure45 Trend Analysisof Stock Returns
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4.4  Inferential Data Analysis

This section provides the analysis of relationsimnipong the independent variables to
the dependent variable. As well as determiningstgrificance of the variables under

study.

4.4.1 Regression Analysis

The regression equation took the following form.

Y =Bo + B1X1 + P2X2 + BaX3 + BaX4 +PsXs5+PeXetPrX7+U
Where;

Y = Actual stock returns, (capital gains). Defiresithe appreciation in price divided

by the original price of the stock
An actual stock return was calculated as follows;

stock Price in year; — stock Price in year;_4

stock price in year;_4
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X1 = Number of items voluntarily disclosed with respéo corporate governance

(Table 3.1)

X2 = Number of items voluntarily disclosed with respdo corporate social

responsibility (Table 3.1)

X3 = Number of items voluntarily disclosed with resp&r environment accounting

(Table 3.1)

Xa = Number of items voluntarily disclosed with respdo human resource

accounting (Table 3.1)
Xs= Dummy for financial services sector
Xe= Divided pay out

X7= Firm Size (Log of Total Assets)

Table 4.2 shows the fitness of the model identifedabve in determining the
relationship between voluntary financial disclosarel stock returnsof the NSE- 20
share index firms. The coefficient of determinatialso called the R square was
70.9%. This means that the combined effect of trediptor variables (corporate
governance, corporate social responsibility, emrirent accounting, human resource
accounting, financial services sector, divided pat firm size) explains 70.9% stock

returns.

All the variables significance tests were carrietilmy examining the t-statistics. After
calculating the t-statistics was larger than thiicat t-value of 1.96 apart from
environmental accounting, financial service seatut divided pay out. This indicated

that the independent variables are a significatgrdenant of stock returns
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Table 4.2; M odel of Fitness

Indicator Coefficients
R 0.842
R Square 0.709
Adjusted R Square 0.589
Std. Error of the Estimate 0.558

The results on analysis of variance in Table 4dcete that the overall model was
significant. This shows that the combined effecttofporate governance, corporate
social responsibility, environment accounting, hanmasource accounting, financial
services sector, divided pay out and firm size wetatistically significant in

explaining stock returns. This was demonstrate@ fpyvalue of 0.001 which is less

that the acceptance critical value of 0.05.

Table4.3:  Analysisof Variance (ANOVA)

Indicator Sum of Squares df Mean Square F Sig.
Regression 12.891 7 1.842 5.918 0.001
Residual 5.29 17 0.311

Total 18.181 24

The results in Table 4.4 present the regressionoefficients of the study. These

results shows that there is a positive relationSleifpveen stock returns and corporate
governance, corporate social responsibility, emrirent accounting, human resource
accounting, financial services sector, divided pay and firm size as supported by

beta coefficients of 6.019, 1.432, 1.319, 0.43836, 0.111, 0.28 and.137
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respectively. This means an increase in the inddgr@nvariables will increase the
stock returns. The analysis also yields results shaw that corporate governance,
corporate social responsibility, human resourceoactng and firm Size were
statistically significant as the probability (p)lwvas were 0.003, 0.016, 0.02 and 0.027
respectively which were lower than the conventiomalue of 0.05. Similarly,
environment accounting, financial services sectod aivided pay out were not
statistically significant as the probability (p)lwa was 0.074, 0.778 and 0.228

respectively which was higher than the conventioadle of 0.05.

Table 4.4 Regression of Coefficients

Variable Beta Std. Error  t Sig.
(Constant) 6.019 2.493 2.414 0.027
Ln corporate governance 1.432 0.409 3.5 0.003
Ln corporate social responsibility 1.319 0.495 B.66 0.016

Ln environmental accounting 0.438 0.23 1.907 0.074
Ln human resource accounting 0.834 0.325 2.564 0.02
Financial Services Sector 0.111 0.388 0.286 0.778
Ln dividend payout 0.28 0.224 1.25 0.228
Firm Size 0.137 0.057 2412 0.027
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CHAPTER FIVE:SUMMARY ,CONCLUSIONAND

RECOMMENDATIONS

51 I ntroduction

This chapter dealt with the summary of the findingbe conclusion and
recommendations. This was done in line with theectije of the study. Areas of

further research were suggested and limitationbeobtudy were taken into account.

52  Summary of Findings

The study findings indicate that corporate goveceamorporate social responsibility,
environment accounting, human resource accountfim@ncial services sector,
divided pay out and firm size had a positive relaghip with stock returns as shown
by a beta coefficient of 6.019, 1.432, 1.319, 0,48834, 0.111, 0.28 and 0.137
respectively (t=2.414, 3.5,2.666,1.907,2.564,0225 and 2.412 respectively).
These findings agree with those of Laohapolwat&naith and Howieson (2005) who
investigated the impact of voluntary disclosure eell-side analyst stock

recommendations.The findings revealed that the tifjyaof disclosure is positively

related to the number of recommendations and tisatodure with favourable signals
or with price sensitive contents are significan#yated to the direction and type of
financial revisions. The findings also agree withge of Oyugi (2007) who sought to
determine whether or not there exists a relatigndlgitween frequency of financial
disclosure and volume of shares traded at the NiaBtock Exchange (NSE). The
study concluded that there exists a strong relakipgn between frequencies of

financial disclosure and trading volume of firmsotpd at the NSE. On the other
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hand, there is a weak relationship between finhmiszlosure frequency and share

returns of companies quoted at the NSE.

The study findings also indicate that corporate egosnce, corporate social
responsibility, human resource accounting and fdize were statistically significant
in explaining stock returns as supported by p \&kie0.003, 0.016, 0.02 and 0.027

respectively.

53 Conclusions

It can be concluded that increase in corporate m@aee voluntary disclosure results
to increase in the levels of stock returns. It ed8o be concluded that increase in
corporate social responsibility voluntary disclasuvesults to increase in the levels of
stock returns. Further, it can be concluded thatei@se in human resource accounting
voluntary disclosure results to increase in thelewf stock returns. Finally, it can be
concluded that increase in firm size voluntary ldisare results to increase in the

levels of stock returns.

The study concludes that firms should embrace vatynfinancial disclosure as it
posits them to many advantages. These advantaggsintiade; easy access to
external financing, securing a good name with govemtal and non-governmental

organizations, having a good public image.

54 Recommendations

From the findings discussed above the study recamdméhat firms should embrace
voluntary financial disclosure as it posits thenmtany privileges/advantages. These
advantages may include; easy access to exteraaldimg, securing a good name with

governmental and non-governmental organizationgnga good public image.
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In addition, the study recommends that firms shauidure a balance of their debt to

equity as increased debt is seen to cause a redurtithe stock returns.

To the government, the study recommends the tagdeshould be reviewed in a bid
to improve the performance of the firms. As a resut stock returns of these firms

would increase.

Corporate governance, corporate social resportgibdnvironmental accounting and
human resource accounting should not be practicgtdgr regulatory purpose alone.
The opportunity they provide for growth and surVirathe market ought to be the
driving force. Moreover, these disclosures havectiral outcomes with respect to

company performance.

Disclosure alone in the annual reports shall noebeugh. Such disclosure must be
emphasised as they facilitate and stimulate pedon®a of companies, limit abuse of

power and monitors managers opportunistic behaviour

5,5  Limitation of the Study

The study was limited to selected aspects of catpogovernance, corporate social
responsibility, environment accounting, human rese@accounting, financial services
sector, divided pay out and firm size. Given thatk returns of the NSE- 20 share
index firms could be attributable to other facttrat were not covered in this study,
then the findings of the study would not necesgaig generalizable to the entire

population of listed firms in Kenya.

Secondly the study was constrained by the inalititfind data from some of the 20
share index companies listed at the NSE and irr aihiges where data was available

they were not complete and as a result this mighehntroduced some element of
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biasness in the study finding and thus the reptatees of the findings may not
represent an accurate picture of the relationshgtwden voluntary financial

disclosure and stock returns of the 20 share ifides listed at the NSE.

5.6  Suggestionsfor Further Research

The study recommends that further research focusinghe specific industries of
firms listed at the NSE could perhaps reveal mareused results as different
industries may respond differently to certain infiation releases. An analysis of the
effect of voluntary information release on stockuras as soon as it is released can

help depict the short-term effect of such informatdisclosures on stock return.

The study also recommends that further researatttwer factors that affect the level
of stock returns. Future research may be done baranhdustries not within the

Nairobi stock exchange.
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APPENDICES

Appendix I: List of NSE 20-Share Index Companies

1.ReaVipingo Plantations Ltd
2.Sasini Ltd

3.Express Ltd

4. Kenya Airways Ltd

5.Nation Media Group

6.Barclays Bank Ltd

7.Kenya Commercial Bank Ltd
8.Standard Chartered Bank Ltd
9.British American Tobacco Kenya Ltd
10.East African Breweries Ltd

11. Mumias Sugar Co. Ltd
12.Bamburi Cement Ltd

13.Ken Gen Ltd

14. Kenya Power &Lightning Co. Ltd
15.Uchumi supermarket

16. Safaricom Ltd

17.Equity bank

18.Co-operative Bank
19.KenolKobil

20.Athi River mining

Source: NSE, 2013
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Appendix I1: Voluntary Disclosure Index (Xn), and Stock Returns(Y)

Company X Stock
Nome Year | X1 X2 | X3 | x4 X6 X7 SReturn
2009 | 913 287 | 70| 179] d 02000 13.989 .
N 2010 | 539 267 | 227 227 4 07100 14.065 0.380
Pﬁ;gté'ig'r?gtt 42011 | 511 274 | 153 272 d 0.1400 14.488 -0.214
2012 | 469 274 | 128 245 J 01700 14566 0.132
2013 | 745 274 | 126 247 J . 13.990 0.393
2009 | 800 58 | 76| 5 ol 01700 15842 .
2010 | 1213 78 | 58] 0 0 01100 15960 0.545
Sasini Ltd 2011 | 969 76 | 180 0 o 04100 15999 -0.104
2012 | 1630 451 | 186 0 d 25000 15.986 -0.100
2013 | 1322 205 | 335 0 d 04630 15550 0.177
2009 | O 0 0| o 0 13595 .
2010 | O 0 0 | o 0 13569 -0.032
Express Ltd | 2011 | 520 0 0] o 0 12.786 -1.000
2012 | 1263 0 0] o 0 12719  -0.114
2013 | 0 0 0 | o 0| . 13.083 0.103
2009 | 716 362 | 117 293] J 0.1100 17.8p9 .
2010 | 1162 579 | 60| 935 d 02300 17.780 0.671
/f.e”ya 2011 | 1113 1156 558 1415 0 0.2040 17.850 -0.860
irways Ltd
2012 | 1236 918 | 0| 1358 d 02300 17.798 -1.312
2013 | 1613 918 | o | 1602 d . 17.657 -0.274
2009 | 515 1562 0 | 865 d 0.7000 15.385 .
_ 2010 | 453 1410, o | 815 d 0.8000 15506 0.293
grztl:%” Media 5017 | 509 911 | 0 | 634] 0 1.0400 15.654 -0.193
2012 | 518 583 | 0 | 535| 0 0.6300 15.825 0.360
2013 | 514 876 | 0 | 490| 0O 07468 15324 0.293
2009 | 784 584 | 0| O 1 0.6000 12.013 .
2010 | 2206 675 | 510 O 1 07000 12.049 0.280
L?g‘rc'ays Bank 011 | 4319 1075 220 966/ 1 1.0000 12.0p0 -3.7B9
2012 | 5644 1539 0| 0 1 06000 12.127 0171
2013 | 1198 1310 857 276 1 05000 12.063 0.105
2009 | 1128 998 | 342 352 1 05400 16.785 .
Kenya 2010 | 1097 775 | 685 458 1 04500 19.342 0.057
Commercial | 2011 | 1324 889 | 385 401] 1 05040 19.607 -0.201
Bank Ltd 2012 | 1441 1008 412 288 1 0.4600 19.7p2 0.434
2013 | 1416 13571 286 386 1 04149 19.3p5 0.370
2009 | 1425 857 | 564 283 1 0.73d0 18.6B4 .
Standard 2010 | 1322 791 | 312 324 1 073d0 18777 0.376
Chartered Bank 2011 | 1012 614 | 458 309 1 0570 18916 -0.613
Ltd 2012 | 1456 1022 256 348 1 04790 19.080 0.319
2013 | 3278 1679 716 402] 1 04929 188p8 0.227
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2009 | 0 0 0] o o| 10004 15643 .
British 2010 | O 0 0| o 0| 0.0904 15764 0.341
'.?g“b‘z(':%%”Kenya 2011 | 754 0 0] o 0| 09800 15945 -0.098
Ltd 2012 | O 0 0] o 0| 0.990d 16.026 0.501
2013 | O 0 0| o0 0| 0.993¢ 15625 0.17¢
2009 | 429 541 | 615 592| d 09200 17.089 .
_ 2010 | 604 482 | 2417 356| d 09600 17.004 0.166
East Africa
Broworios g | 2011 | 462 475 | 301 338 d 09400 17.342 0.062
2012 | 586 368 | 256 312| 06500 17.284 0.150
2013 | 729 627 | 155 329 d 08777 16.969 0.217
2009 | 1056 115| 199 401 O 0.38do 16.4B4 .
_ 2010 | 1093 323| 0| 375 d 03800 16512 0533
C';’é‘fr[‘t'gssugar 2011 | 1615 486 | 129 226 4 0.39d0 16.810 -0.797
2012 | 1456 509 0| O of 03800 16.892 -0.172
2013 | 784 603 | 83| 390 d . 16.325 -0.452
2009 | 1648 22820 0| O d 0.6000 17.285 .
_ 2010 | 1523 4217 0] o0 o 06100 17.321 0.16p
g:r?:rt’tr:_t 4 | 2011 | 1554 22120 0| O 0 0690p 17.327 -0.496
2012 | 1456 2468 0| O d 08600 17518 0.324
2013 | 1789 3268 0| O d 1.151B 17.010 0.11D
2009 | 1368 564| 0| O of 05300 18448 .
2010 | 1236 721 o] o of 03300 18783 0.14b
Kengen Ltd | 2011 | 1423 825| 0| O of 05200 18824 -0.262
2012 | 1138 918 | 699 371] Q 04600 18814 -0.516
2013 | 2719 613| 0 | 433] d 02510 18551 0432
2009 | 2664 1394 420 0 d 0.1963 18.0y3 .
Kenya Power&| 2010 | 2456 1247 320 0 d 26667 18268 0.270
Lighting Co. | 2011 | 2245 1458 458 0 d 02083 18613 -8.302
Ltd 2012 | 2789 1132 359 0 d 02119 18714 -0.4p4
2013 | 3562 1025 298 0 d . 18360 -0.041
2009 | 0 0 0| o o| 0.130d 15.600
_ 2010 | O 0 0] o 0 14.43¢ .
SUuCphe“rm;rket 2011 | O 0 0 | o o| . 14717 -0.277
2012 | O 0 0| o 0| 02913 14828 0.287
2013 | 887 316 | 0| O o 02222 . 0.201
2009 | O 638 | 0 | 0 0| 0.3800 17.839 .
2010 | 1706 1503 0| 0 d 05200 18.068 0.459
Safaricom Ltd | 2011 | 1952 1425 0| 0 d 06100 18194 -0.461
2012 | 226 1336] 0 | 1041 d o0.70d0 18250 -0.188
2013 | 2493 1810 0 | 1394 0 0.7045 . 0.467
2009 | 1963 1246 128 0 1 03500 184b9 .
_ 2010 | 1895 1158 268 0 1 04200 18778 o0.464
L'fg“'ty Bank 15011 | 2896 1548 196 0 | 1 02900 19.005 -0.681
2012 | 2475 1236 428 0 1 03800 19309 0.148
2013 | 2205 1369 114 0 1 04178 18956 0.374
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2009 | 2040 1232 146 325 1 0.24d0 185p2 .
_ 2010 | 1920 1583 158 395 1 0.3100 18.855 0.529
éﬁmm"’e 2011 | 2450 1124 136 654/ 1 02600 18941 -0.551
2012 | 1850 965 | 189 425 1 027d0 19.117 0.028
2013 | 1956 1208 198 624/ 1 02273 18881 0.290

2009 | 2145 1142 235 0 d 03700 16.182 .
2010 | 2014 965 | 459 0 d 04000 16.257 -4.000
KenolKobil | 2011 | 2456 1247 328 0 d 04500 16.394 -0.005
2012 | 2245 1458 454 0 d . 15.809 0.266
2013 | 2789 1132 359 0 d 02632 158p8 -0.342

2009 | 696 0 0| o 0| 02300 16312 .

L 2010 | 985 245 0] 0 ol 01600 16.643 0.393
Athi River ] .
Mining 2011 | 1258 678 0| 0 o 0.170p 16.837 -0.158

2012 | 1600 5766 | 0| O o 0.190p 17.110 -2.551
2013 | 1648 589 0| O of 02190 16.817 0.50p
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Appendix I11: Voluntary Disclosure Score Card

Number of Words Disclosureitem is
Voluntary Disclosure

disclosed

Voluntary corporate governance disclosuresi34,181

Voluntary disclosure of corporate social

83,384
responsibility
Voluntary disclosure of environment

16,605
accounting
Voluntary disclosure of human resource
accounting 23,866
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