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ABSTRACT
Kenya’'s manufacturing sector is going through aamajansition period largely due to the
structural reform process, which the Kenya Goveminiias been implementing since the mid-
eighties with a view to improving the economic asdcial environment of the country.
Manufacturing firms fall under the umbrella of Kenyssociation of Manufacturers (KAM)
(2002). Kenya association of manufacturers pogitst removal of price controls, foreign
exchange controls and introduction of investmeog¢mives have, however, not resulted in major
changes in the overall economy, and in particuleey have not improved the manufacturing
performance. The impact of risk on the business environment deaith the level of
understanding of cause effect relationships. Theash of a given state of events may cause
uncertainty for a firm, industry or the general iness environment. By incorporating risk
management into manufacturing firms’ operationspufiacturing firms are better equipped to
exploit their resources, thereby enabling theiraargations to transform an expenditure activity
into an activity that can yield a positive retuBeveral studies relating to risk mitigation have
previously been conducted in Keny#owever there lacks evidence so far of a study goted!
in Kenya to investigate the effects of risk mitigat strategies on the financial performance of
manufacturing firms in Kenya. Therefore, it is aggithis backdrop that this study sought to fill
this gap by answering the following question; waia the effects of risk mitigation strategies on
the financial performance of manufacturing firmsKenya. The study adopted a descriptive
approach in trying focus on large manufacturingnéirin Nairobi. The population of the study in
this research was of large scale manufacturing eomep that are based in Nairobhe study
therefore involved 46 large manufacturing compamesairobi. Table 3.1 shows how 46 firms
that form the sample size was arrived at. The ystuded primary data that was collected
through a self-administered questionnaire tuwtsisted of both open and closed ended
guestions that was designed to elicit specific sasps for qualitative and quantitative analysis
respectively. The research deployed both qualitesive quantitative methodehe study found
out that most frequent occurring risk is Product{@ailures in internal systems, processes and
people, or from external factors) .Further respotsiéndicated that Economic (associated with
commercial and business performance) risk; occopaitirisk (health and safety of employees)
and operational risk, (fraud, oversight failuagk of control, and managerial limitations, human
error or omission, design mistakes unsafe behaepmployee practice risks, and sabotage)
occurs frequently. The study concludes that masjuent occurring risk is Production (failures
in internal systems, processes and people, or fe@ternal factors).The study recommends
proper risk mitigation planning.



CHAPTER ONE: INTRODUCTION

1.1 Background of the study

Kenya’'s manufacturing sector is going through aamajansition period largely due to the
structural reform process, which the Kenya Goveminiias been implementing since the mid-
eighties with a view to improving the economic asdcial environment of the country.
Manufacturing firms fall under the umbrella of Kenyssociation of Manufacturers (KAM)
(2002). Kenya association of manufacturers pogits removal of price controls, foreign
exchange controls and introduction of investmeog¢mives have, however, not resulted in major
changes in the overall economy, and in particuleey have not improved the manufacturing
performance. Therefore, to build a self-sustairimdyustrial sector, it is necessary to establish
strategic linkages within the domestic economy. grevth in manufacturing sector has mainly
been attributed to rise in output of the agro-pssa®y industries. These included sugar, milk,
grain milling, fish, tea, oils and fats processisgb-sectors. Other key sub-sectors of
manufacturing that perform well are: manufacturecigfarettes, cement production, batteries
(both motor vehicles and dry cells), motor vehe$sembly and production of galvanized sheets.
The Kenya Government has always been committeéveldping a mixed economy where both
public and private sector companies are presenmty&&overnment, Development Plan 1989-
1993). Public sector participation in manufactunsgnuch smaller than the private sector and is
still decreasing due to government’s change ofcgplthe emphasis is now being given to

privatization of the industrial sector (KAM, 2002).

Risk and risk mitigation is a major concern for elmpanies (Alquier and Lagasse, 2006).
Ntlhane (1995) asserts that risk management isctire principle that entrepreneurial or
management should focus on in recognizing futureeaainty, deliberating risks, possible
manifestations and effects, and formulating planaddress these risks and reduce or eliminate
its impact on the enterprise. The impact of riskilos business environment deals with the level
of understanding of cause effect relationships. inlgact of a given state of events may cause
uncertainty for a firm, industry or the general iness environment. By incorporating risk

management into manufacturing firms’ operationspufiacturing firms are better equipped to
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exploit their resources, thereby enabling theiraargations to transform an expenditure activity
into an activity that can yield a positive retuirgtopoulos et al., 2001; Banham, 2004). This
study therefore will seek to find out the effecfsrisk mitigation strategies on the financial

performance of manufacturing firms in Kenya.

1.1.1 Risk Mitigation Strategies
According to Smithson and Wilford (1995) risk mag hiewed as uncertainty that surrounds

future events and outcomes. It is the expressidgheofikelihood and impact of an event with the
potential to influence positively or negatively.sRiis a combination of the probability of an
event (usually adverse) and the nature and sewvefritge event. Risk mitigation is the actions
aimed at reducing the severity/ impact of riskotder to mitigate risks one must first assess the
potential impact of risk. Business Risk Mitigationay be defined as a concept used by
stakeholders, management, employees or audit@spi@ss concern about the probable material

effects of an uncertain environment on businestsg@aabb, 2003).

Business risk mitigation helps organization to findys to manage events that will negatively
impact the financial, physical, or human capitahnforganization. Business risk mitigation also
recognizes that the purpose of organizations wetiver services and goods to their respective
customers and to meet business goals. Organizaimhistitutions put tangible assets (such as
dollars, technology, processes, and people) arhgittle assets (such as reputation, brand and
information) at risk to achieve objectives. Whettiex organization is for-profit, not-for-profit or
governmental the task of management is to managsethsks in an uncertain environment.
Organizational management becomes synonymous iskimranagement. The simplest type of
risk mitigation is to set limits on exposures i tHifferent risk categories in order to achieve

diversification effects (Alquier and Lagasse, 2006)

Accepting the notion that the volatility of perfoance has some negative impact on the value of
the firm leads managers to consider risk mitigastnategies. There are three generic types of
risk mitigation strategies which include: elimirati or avoidance of risks through simple
business practices, transferring risks to othetiggpants and management of risks at the firm
level.In the first of these cases, the practiceisi avoidance involves actions to reduce the

chances of idiosyncratic losses by eliminating giskat are superfluous to the institution's



business purpose. Common risk avoidance actioms, hee underwriting standards, hedges or
asset-liability matches, diversification, reinswan or syndication, and due diligence
investigation. In each case, the goal is to ridfitme of risks that are not essential to the finahc
service provided, or to absorb only the optimalrgii of a particular kind of risk. What remain
are some portion of systematic risk and the unrigkes that are integral to an institution's unique
business franchise. In both of these cases, riglgation remains incomplete and could be
further enhanced. In the case of systematic risi,systematic risk not required to do business
can be minimized. Whether or not this is donelsisiness decision that can be clearly indicated
to stockholders. Likewise, in the case of operatiansk, these risks of service provision -
including fraud, oversight failure, lack of contr@nd managerial limitations can be addressed
(Alquier and Tignol, 2006).

According to Prasanna, (2002), aggressive riskgatitbn activities in both these areas will
constrain risk while reducing the profitability frothe business activity. Accordingly, the level
of effort focused on reducing these risks can beroanicated to shareholders and cost-justified.
There are also some risks that can be eliminatedf teast substantially reduced through the
technique of risk transfer. Markets exist for tha&iras issued and/or assets created by many of
the financial institutions. Individual market parpants can buy or sell financial claims to
diversify or concentrate the risk in their portési To the extent that the market understands the
financial risks of the assets created or held lgyfthancial firm, they can be sold in the open
market at their fair market value. If the institutihas no comparative advantage in managing the
attendant risk, there is no reason for the firnalbsorb and/or manage such risks, rather than
transfer them. In essence, there is no value-addsdciated with absorbing these risks at the

firm level (Prasanna, 2002).

Risk mitigation is therefore taking prominence eVvanabove issues of financing constraints in
long-term as well as short term investments (Plp@a09). This field is a rapidly developing
discipline and there are many and varied viewsdesttriptions of what risk mitigation involves,
how it should be conducted and what it is for. Riskhagement according to Raghavan (2005)
is an ongoing process targeted to enhance operghi@ctices, resource allocation, ensure

compliances to established rules, achieve perfocmagpals, improve financial health and



prevent damage to the firm. In general the stratkegimployed include; transferring the risk to
another party, avoiding the risk, reducing the tiggaeffect of the risk, and accepting some or

all of the consequences of a particular risk.

Traditional risk mitigation focuses on risks stemgifrom physical or legal causes such as
natural disasters or fires, accidents, death amduas (Feridun, 2006). Risk mitigation is an
action in present for securing the future, proacaetivity (Raghavan, 2005). It is the process of
measuring, or assessing risk and then developmagegtes to manage the risk. According to a
study conducted by Ntlhane (1995), Small and meduterprises (SME) owner and managers
were not versed in the availability and use of mis#uction techniques to reduce the adverse
effects of risks on the enterprise. Their studyobaesed that owners and managers preferred
avoiding risks rather than devising risk controltihoels, a conclusion that Smit and Watkins
(2012) also came up with. This impedes on the eminprogress of a country as every business
can be defined by its ability to take on greateksi

1.1.2 Financial Performance
Financial performance refers to the degree to wilichncial objectives being or has been

accomplished. It is the process of measuring tkalte of a firm's policies and operations in
monetary terms. It is used to measure firm's oVérancial health over a given period of time
and can also be used to compare similar firms adfes same industry or to compare industries
or sectors in aggregation. In other words finanpaformance is company’s ability to generate
new resources, from day-to-day operations, ovavengperiod of time; performance is gauged
by net income and cash from operations. A portf@i@ collection of investments held by an
institution or a private individual (Aggrey, Eliab Joseph, 2010). According to Awino (2011)
manufacturing is an important sector in Kenya anchakes a substantial contribution to the
country’s economic development. It has the poténtagenerate foreign exchange earnings
through exports and diversify the country’s economlyis sector has grown over time both in
terms of its contribution to the country’s grossyastic product and employment. The average
size of this sector for tropical Africa is 8 penteDespite the importance and size of this sector
in Kenya, it is still very small when compared bat of the industrialized nations United Nations
Industrial Development Organization (UNIDO, 1987).



1.1.3 Risk Mitigation Strategies and Financial Pedrmance
Business risk comes in many forms. Quantitativeosupes include treasury risks, currency

risks, and interest rate risks while those qualigaby nature include human resources political
risks, and some categories of strategic and opawltrisks. Asaf (2004) indicates that experts at
Pricewaterhouse Coopers divided the populationisésrthe company is exposed to into five
main groups: First, Strategic risks which inclugs of plans failing, poor corporate strategies,
weak marketing strategies, poor acquisition stiagggand changes in consumer behavior,
adverse political or regulatory change. This gralgp includes adverse changes in government
policies and a broad range of economic financiaestment, and social policies that could affect
the financial returns of the firm (Crabb, 2003).

Additionally, Operational risks which include riské human error or omission design mistakes
unsafe behavior, employee practice risks, and agbotMoreover, Commercial risks which
include risks of business interruption, loss ofey kxecutive, supplier failure, and lack of legal
compliance. On the other hand, Technical risks Wwimclude risks of physical asset failing or
being damaged, equipment breakdown, infrastrudailare, fire, explosion, pollution etc. More
crucial, there are financial risks which includsks of financial controls failing, treasury risks,
lack of counterparty of credit assessment, solaittd financial fraud and the effect of changes
in macroeconomic factors. Interest rate risk andi§m currency risk are the main categories of

financial risks.

Risk can be divided into categories, and the ngitkin each category can prioritized/ranked in
terms of probability of occurrence and impact ihatien to the organization’s needs and
operations. The general types of risk faced bybaBinesses can be grouped into five broad
categories: market risk (unexpected changes inegstteates, exchange rates, stock prices, or
commodity prices); credit/default risk; operatiomzk (equipment failure, fraud); liquidity risk
(inability to pay bills, inability to buy or selloenmodities at quoted prices); and political risk
(new regulations, expropriation). In addition, firancial future of a business enterprise can be
dramatically altered by unpredictable events sush da&pression, war, or technological
breakthroughs whose probability of occurrence caiweoreasonably quantified from historical
data (Copeland & Weston, 2009).



Risk management is the identification, assessmemd, prioritization of risks followed by
coordinated and economical application of resoutcesninimize, monitor, and control the
probability and/or impact of unfortunate eventst@maximize the realization of opportunities
(Wenk, 2005). Effective risk management can briagreaching benefits to all organizations,
whether large or small, public or private sectoarfBng and Phuenngam, 2009). These benefits
include, superior financial performance, betteridder strategy setting, improved service
delivery, greater competitive advantage, and lese spent firefighting and fewer unwelcome
surprises. Other include; increased likelihoodladnge initiative being achieved, closer internal
focus on doing the right things properly, more aéfint use of resources, reduced waste and
fraud, and better value for money, improved innmraand better management of contingent

and maintenance activities (Wenk, 2005).

The intent of risk mitigation planning is to answvilee question of what is the program approach
for addressing this potential unfavorable consegee®ne or more of these mitigation options
may apply: avoiding risk by eliminating the rootusa and/or the consequence, controlling the
cause or consequence, transferring the risk, asd&rming the level of risk and continuing on
the current program plan. Risk mitigation therefergails planning the activity that identifies,
evaluates, and selects options to set risk at eoleplevels given program constraints and
objectives. Risk mitigation planning is intended @pnable program success. It includes the
specifics of what should be done, when it shouldat@mplished, who is responsible, and the
funding required to implement the risk mitigatiolarn The most appropriate program approach
is selected from the mitigation options listed ab@nd documented in a risk mitigation plan.
The level of detail depends on the program lifekeyghase and the nature of the need to be
addressed. However, there must be enough detalldtav a general estimate of the effort
required and technological capabilities neededdasesystem complexity. For each root cause
or risk, the type of mitigation must be determirsad the details of the mitigation described
(Gweyi, 2013).

Once alternatives have been analyzed, the seleataghtion option should be incorporated into

program planning, either into existing program plaor documented separately as a risk



mitigation plan (not to be confused with the rislamagement plan). Hofmann, (2009), posits
that, the risk mitigation plan needs to be realjsdichievable, measurable, and documented. In
addition it should address descriptive title foe tHentified risk; the date of the plan; the paht
contact responsible for controlling the identifieabt cause; a short description of the risk
(including a summary of the performance, schedaled resource impacts, likelihood of
occurrence, consequence, whether the risk is witiéncontrol of the program), root causes
leading to the risk. Furthermore, it should provithee options for mitigation (possible
alternatives to alleviate the risk), definition e@fents and activities intended to reduce the risk,
success criteria for each plan event, and subseduesk level if successful” values, a
management recommendation whether budget or tirteebe allocated, and whether or not the
risk mitigation is incorporated in the estimateampletion or in other program plans. Finally it
should provide appropriate approval levels (higegel Product Manager and Systems

Engineer), and identified resource needs.

1.1.4 Manufacturing Firms in Kenya
The manufacturing sector has a great potential oometing economic growth and

competiveness in the country like Kenya. It is thied leading sectors contributing to GDP in

Kenya. The sector has experienced the fluctuatmres the years under different financial

conditions. It experienced the lowest real GDP ghovates in 2008 to 2009 as 1.7 percent in
2008 and improved to 2.6 percent in 2009 (EastcafriCommunity Facts and Figures — 2010,
March Issue, 2011). The lack of demand from the ekifm market caused depreciation in

Shilling and international demand was largely hjt diobal financial crises that caused the
slower growth in the manufacturing sector. In tewhgross domestic product (GDP), the share
of manufacturing sector maintained in the last @@rg from 2000-2001 as 10 percent to 2009-
2010.

Performance, a quality of any company, is achidwedaluable outcome such as higher returns.
It can also be measured by the levels of efficieanyg this can be analyzed by a variety of
methods, such as the parametric (stochastic fiorgmealysis) and non parametric (data
envelopment analysis). The management of any coynpauld like to identify and eliminate

the underlying causes of inefficiencies, thus hegpiheir firms to gain competitive advantage

and attain sustainable competitive advantage, déeast, withstand the challenges from others
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(Yang, 2006). In the economically competitive worlgbod financial management is a key
indicator of a corporation performance. The presatus of manufacturing sector in Kenya,
which suggests that efficiency, is a main issue ptays an important role in economic
improvement during the present scenario (East afri€ommunity Facts and Figures — 2011,
October Issue, 2011). It is also important from @liqy perspective because it provides

information relevant to policy design for indusspecific strategies.

One of the strategies that can help in improvinggpmance is risk mitigation strategies since
the manufacturing industries in Kenya operatedqiengresent day volatile environment facing a
large number of risks such as political risk, creik, liquidity risk, foreign exchange risk,
market risk and interest rate risk, among othesksri These risks have an effect of threatening
the industry’s survival and success. Among the noashmon risk that faces manufacturing
firms in Kenya is the credit risk. These firms wsgious techniques to mitigate credit risk. The
most common are collateral, guarantees, nettindpafis against deposits of the same counter-
party; this is especially used by large multinagilocorporations, which engage in intercompany
trade. The payments are netted off against theptscand the balance is paid thus reducing the
credit risk. Credit insurance, factoring, debt eotlon, surety bonds and letter of credit are ather
techniques widely used. While use of these teclasiquill reduce or transfer credit risk, other
risks may arise which include legal, operationiguitity and market risks (Smith and Stultz,
2005).

Corporate face a number of credit risk exposure. fRanufacturing companies, a larger or
strategic exposure to this risk comes in the fofnfonger-term supply contracts. Consider the
risk involved in manufacturing large stocks of atam distributor and the potential effects of a
credit down grade of such large customers on thgipliers (Smith and Stultz, 2005). These
risks could be managed or mitigated in differenysvauch as use of credit derivatives (Stanley,
2006), credit insurance, surety bonds and secaiibiz and netting off (Smith and Stultz, 2005)
factoring, letters of credit and use of debt cdbes. Of these credit mitigation practices credit
derivatives are rapidly developing despite the thet the market still lacks, the transparency
and liquidity of more traditional, exchange-tradestruments (Freeman & Cox, 2006). Smithson

and Mengle (2000), defines a credit derivative asomatract to transfer credit risk from one



counter party to another. Early forms of creditivktive were financial guarantees with current

forms including credit default swap and total ratawap. Since they are traded over-the-counter,
credit derivatives can be tailored to suit the ipatar needs of the purchaser (Smithson and
Mengle, 2000).

The market for credit derivatives has been and mstildominated by banks and insurance
companies, who trade credit risk among themselvigs mwcentives to distribute and diversify
risk, gain additional yield and to manage theirizdpequirements under Basel accords. To use
whichever instrument correctly a credit policy mhstinstituted. A credit policy is the blueprint
used by a business in making its decision to exteadit to a customer. The primary goal of a
credit policy is to avoid extending credit to cusrs who are unable to pay their accounts. The
credit policy for larger businesses can be quiten& while that of small businesses tends to be
quite informal with a number of small business omnelying on their instincts (Miller, 2002).
The credit policy can also be lenient or stringehigood credit policy should help attract and

retain good customers, without having a negativgaich on the cash flow.

Miller (2002) advocates that there are at least feasons to have a written credit policy, and
they each add to the productivity of the entireamigation. These reasons are seriousness of this
undertaking, need for consistency among departmemtsd for consistent treatment toward
customers and finally it provides recognition te ttredit department as a separate entity. The
credit approval process must be designed to awdidtantive and procedural errors. Substantive
errors comprise the erroneous assessment of at @eposure despite comprehensive and
transparent presentation. Procedural errors omtther side may take one of two forms, where
the procedural-structural design of the credit applr process itself may be marked by
procedural errors thus lead to an incomplete ong/qaresentation of the credit exposure. On the
other hand, procedural errors can result from @ornect performance of the credit approval
process caused by negligent or intentional misconby the persons in charge of executing the

credit approval process.



1.2 Research Problem
The impact of risk on the business environmentgdeath the level of understanding of cause

effect relationships. The impact of a given stateewents may cause uncertainty for a firm,
industry or the general business environment. Bgorjporating risk management into
manufacturing firms’ operations, manufacturing firnare better equipped to exploit their
resources, thereby enabling their organizationgraasform an expenditure activity into an
activity that can yield a positive return (Kirytagos et al., 2001; Banham, 2004). Kenya at its
independence, adopted a mixed economic structae dalowed for the development of the
private sector, including manufacturing industri€éee next four decades saw varieties in the
country’s policy and strategic directions, but gtiovef the manufacturing sector, particularly
food processing and related sectors remained oodivetry’s agenda throughout. Recent policy
documents, including the Economic Recovery StrategyWealth and Employment Creation
(Kenya 2003) and the Kenya Vision 2030 (Kenya 200&ve reiterated the country’s
commitment to expand tourism, trade, and industypart of Kenya’'s overall development
strategy. Vision 2030 stresses the importance efmianufacturing sector and identifies food
processing as the most important single sub-sacttarms of its contribution to GDP (28.7%)

and manufacturing-sector employment (34.5%).

Several studies relating to risk mitigation havevwusly been conducted in Kenya, for instance
Kagwathi, Kamau, Njau and Kamau (2014) conductetudy on Risks Faced and Mitigation
Strategies Employed by Small and Medium Enterprisdsairobi, Kenya. The findings of their
study indicated that SMEs in Kenya employs diveratfon, collaboration, insurance and credits
scorecards as strategies to risk mitigation streseghereby 66% of SMEs used at least one of
these strategies. Another study conducted by Ayie@006) on Kenyan Banking Industry,
associated Risks and Mitigation Strategies fountl tbat Banks in Kenya employs record
management,credit management, insurance, partpersdmd mergers, due diligence and
macroeconomic forecasting as strategies to mitigsks. Finally a conducted by Gweyi (2013)
on credit risk mitigation strategies adopted by @Guercial Banks in Kenya found out that the
banks had policies and strategies that governebbémelending. Though this existed, most of the
banks did not seem to efficiently implement the saifhe banks also assumed some of the

economic factors, which could affect their loanfpenance. The banks also concentrated highly
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on collateral as the main security for loans, whathtimes made the banks assume other
strategies of preventing risk. However there lamkislence so far of a study conducted in Kenya
to investigate the effects of risk mitigation stgies on the financial performance of
manufacturing firms in Kenya. Therefore, it is aggithis backdrop that this study sought to fill
this gap by answering the following question;

(i) What is theeffect of risk mitigation strategies on the finaalgerformance of manufacturing

firms in Kenya?

1.3 Objective of the Study

1.3.1 General objective

The general objective of this study was to invedgghe effects of risk mitigation strategies on
the financial performance of manufacturing firm&ienya

1.3.2 Specific objectives
i. To find out the effects of risk transfer strategiea financial performance of

manufacturing firms in Kenya

ii.  To find out the effects of Collaboration/ partnepshtrategies on financial performance
of manufacturing firms in Kenya

iii.  To find out the effects of risk Diversification ategies on financial performance of
manufacturing firms in Kenya

iv.  To find out the effects of risk Prevention/ redantistrategies on financial performance

of manufacturing firms in Kenya

1.4 Value of the study

The finding of this study will help current and potial investors in the manufacturing sector to
be better equipped with strategies to minimize sriskhen conducting business in order to

improve financial performance.

Secondly, manufactures in the small and mediumeseaterprises can use the finding of this
study to mitigate risks and thereby improve finahgberformance. The reasons is having

identified possible risks and strategies to mitgtdiem, a business can then assign the most
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relevant party (internal staff or external expessappropriate) to deal with them. A strong risk
management process will ensure that once assignadk can be tracked to ensure it is dealt

with on time and effectively.

The findings of this study will also be significatd other researchers as it will add to the

knowledge of this field of study.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction
This chapter summarizes the information from otresearchers who have carried out their

research in the same field of study. The specifieag covered here are the theoretical

framework, empirical review, and culminate by presgy a summary of the chapter.

2.2 Theoretical review
This study is premised on the theory of opportumishtrepreneurship, portfolio theory and

contingency planning theory.

2.2.1 The Theory of Opportunistic Entrepreneurship
Cressy (1991) on the theory of entrepreneurial dppésm points out that the theory allows the

individual to receive a continuous sequence ofgmtsgj in each of which he makes a decision to
invest or not. The model takes the form of thewdgion of an optimal decision rule over project
success based on probability which maximizes thieepreneur’'s expected return and minimize
risk given his current knowledge. This rule tete tentrepreneur which projects to accept and
which to reject. The optimal reservation probapilg shown to be a function of the quality of
the entrepreneur’s data, ability to formulate tloerect model and to update that model as

information accumulates.

2.2.2 Portfolio Theory
Harry Markowitz first developed the basis of poalitiotheory in 1959. The common sense

behind the portfolio theory is based on the adagenot put all your eggs in one basket’. This
explains the risk-reducing effect of spreading stmeent across a range of assets, that in a
portfolio unexpected bad news concerning one compalh be compensated for to some extent
by an expected good news about another. Markodfi59q) has given the tools for identifying
portfolios that give the highest return for a parar level of risk. The investors can then select
the optimum risk-return trade-off for themselvegpelding on the of personal risk aversion.
These portfolios of different proportions satisfyparticular level of investor risk tolerance.
According to the portfolio theory there is a rigducing effect of spreading investment across a

range of assets rather than running a single imazst
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2.2.3 Contingency Planning Theory
Contingency planning (CP) also known as business$iragity planning is a crucial element of

risk management. The fundamental basis of Conting&tanning (CP) is that, since not all risks
can be eliminated in practice, residual risks akvegmain. Despite the organization’s very best
efforts to avoid, prevent or mitigate them, incitdenwill still occur. Particular situations,
combinations of adverse events or unanticipatedatirand vulnerabilities may conspire to
bypass or overwhelm even the best information #gcuwontrols designed to ensure
confidentiality, integrity and availability of infmation assets (Hisnson and Kowalski, 2008). In
the context of this study, CP is defined as thalitgtof activities, controls, processes, plans etc
relating to major incidents and disasters. It is Htt of preparing for major incidents and
disasters, formulating flexible plans and marshpfinitable resources that will come into play in
the event, whatever actually eventuates. The venygl\wcontingency’ implies that the activities
and resources that will be required following majaidents or disasters are contingent (depend)
on the exact nature of the incidents and disasitatsactually unfold. In this sense, CP involves
preparing for the unexpected and planning for thenown. The basic purpose of CP is to

minimize the adverse consequences or impacts mfants and disasters.

2.3 Empirical Review
A number of studies have been carried out of Firehfisk Management in both the public and

private sector both locally and globally.

2.3.1 Local Studies on Risk Mitigation
Several studies relating to risk mitigation haveviwusly been conducted in Kenya, for instance

Kagwathi, Kamau, Njau and Kamau (2014) conductestudy on Risks Faced and Mitigation
Strategies Employed by Small and Medium Enterpriisdsairobi, Kenya. The findings of their
study indicated that SMEs in Kenya employs divératfon, collaboration, insurance and credits
scorecards as strategies to risk mitigation straseghereby 66% of SMEs used at least one of
these strategies. Another study conducted by Ayie@0D06) on Kenyan Banking Industry,
associated Risks and Mitigation Strategies fountl tbat Banks in Kenya employs record
management, credit management, insurance, paripersind mergers, due diligence and
macroeconomic forecasting as strategies to mitigaks. Finally a conducted by Gweyi (2013)

on credit risk mitigation strategies adopted by @Guercial Banks in Kenya found out that the
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banks had policies and strategies that governebb#melending. Though this existed, most of the
banks did not seem to efficiently implement the saifhe banks also assumed some of the
economic factors, which could affect their loanfpenance. The banks also concentrated highly
on collateral as the main security for loans, whathtimes made the banks assume other

strategies of preventing risk.

2.3.2 Studies on risk mitigation globally
Globally, Buttimer (2001) carried out two case $&gdon the implementation of Financial Risk

management by US government agencies. He founthatthe first Company was successful
in its financial risk management efforts and havoogh internal and external support for a risk
management system was important. In the secondstadg, he concluded that government can
affect financial risk indirectly as well as dirgcind when the government is using derivatives, it
must be careful not ‘move’ the markets. Fatemi &ldum (2001) studied risk management
practices of German firms. They found out that thehority and responsibility for risk

management was highly centralized in most firmg teaponded. Bodnar, Matson & Hayt

(1998) indicate that risk management is highly @@izied in American firms.

Fatemi and Glaum also found out that most of thediused derivative instruments for hedging
purposes. Transaction exposure was the exposurentist of the firms were greatly concerned
with. Glaum (1998), studied foreign exchange Ris&nagement in German non-financial
Corporation and found out that most of the firmgseveoncerned with managing their transaction
exposure. Most of them adopted selective hedgiradesfic based on exchange rate forecasts, the
exposure concept favored by academic literature afidstle importance in practice and most
managers used forecasting technique since thesMeelithat most markets were not information

efficient.

Brucaite and Yan (2000) conducted a case studyvorSwedish firms (SKF and Elof Hanson)
with specific reference to financial Risk managemeith the two Companies. They found out
that Forwards were the main instruments used by &iKFexposure hedging, the company’s
treasury department wholly dealt with Financial @yre management while the subsidiaries did

not take any exchange risk at all. The organizatibthe exchange risk management was based
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on the centralization principle and was fully calized for the Swedish divisions of the SKF
company, the company used forwards as the maimumsnhts for exposure hedging) the
company did not consider translation risk importantl therefore did not hedge it. They also
found out that transactions exposure was the mmopbitant for the two companies. Doldel
(1993) found out that on his extensive survey, 8§%he responding firms used derivatives to
manage financial risk. About 90% of the firms thegponded said that their view would affect
the extent to which they hedged. For the compasuegeyed, the focus of risk management was
mostly on transaction exposures. He also foundtlmait the use of derivatives was greater for
large firms than small firms. Crabb (2003) indisathat the findings of Bailley, et al. (2003)
Gay, et al. (1998), Cecsy, et al. (1997), GrahathRogers (2002), and Nance et al. (1993) are

consistent that the use of derivatives is posiielrrelated with firm size.

2.4 Financial Performance
Performance, a quality of any company, is achidwedaluable outcome such as higher returns.

It can also be measured by the levels of efficieanyg this can be analyzed by a variety of
methods, such as the parametric (stochastic fiorgmalysis) and non parametric (data
envelopment analysis). The management of any coynpauld like to identify and eliminate

the underlying causes of inefficiencies, thus hegpiheir firms to gain competitive advantage
and attain sustainable competitive advantage, deast, withstand the challenges from others
(Yang, 2006). In the economically competitive worlgbod financial management is a key

indicator of a corporation performance.

Various studies have so far been conducted on diabrmperformance analysis, using
conventional methods such as financial ratios. &iocgnventional methods can only support
single input-output, the new approach introducechgrnes ,Cooper and Rhodes (1978) known
as constant return to scale (CRS)-Data envelopeueaysis. This model supports multi input-
output data. Banker, Charnes and Cooper (1984heuextended it to variable return to scale.
Since then, it has been used extensively by vaniessarchers in different fields of interests
including manufacturing companies. Aggrey, Eliabd adoseph (2010), investigated the
relationship between firm size and technical edficly in East Africa manufacturing firms using

DEA approach and GLS technique. Output was all @uppoduced by firm in a year and inputs
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were cost of raw material solid and liquid fueleatticity, and water. They found negative
association between firm size and technical efficye in both Uganda and Tanzania
manufacturing firms. Din et al. (2007), investightihe technical efficiency of the large scale
manufacturing sector in Pakistan using DEA apprdacbutput oriented model under CRS and
VRS assumptions. Sample of 101 industries for Bbgsras 1995 to 1996 and 2000 to 2001 were
considered. Inputs included were capital, labatustrial cost and non-industrial cost and output
was contribution of GDP. CCR model indicated thaam efficiency has improved from 0.23 in
1995-96 to 0.42 in 2000-01 and only 2 industriesl@¢anaintain their ranking in both periods.
On the other hand, under BCC model, average dffigiescore has increased from 0.31 in first
period to 0.49 in the second period. Later, Tahid &emon, (2011) and Memon and Tahir
(2011) adopted the approach to investigate theiefity of top manufacturing companies in
Pakistan.

Thakur (2005) evaluated the efficiency levels ofl@éian state-owned electric utilities by CCR
and BCC-DEA model. The CCR efficiency had a meaesof 68 percent with three (Decision
Making Units (DMU’s) on efficiency frontier and nmjty were below the average efficiency
level. The results using BCC model showed thatatrerage efficiency was 84 percent with 10
DMU’s were considered efficient. Thore, KozmetskgdaPhillips (1994), examined the
productive efficiency of U. S. computer manufactanesing DEA. Their results showed that few
corporations were able to stay at the productieityciency throughout the time period under
study. Abokaresh and Kamaruddin (2011) considerffdcte on efficiency of 21 Libyan
manufacturing firms before and after privatizatidrgm 2000 to 2008. The pre and post-
privatized effect suggested no significant differenn technical efficiency. Average technical
efficiency of all firms in the years (before prization) was 49.5 percent, whereas, after
privatization it became 62.3 percent. In additistate-owned firms improved only 9.3 percent
after privatization and private firms increasedyobb.3 percent after privatization, though in all

conditions there was no significant effect.

Qiang and Cai (2009) analyzed efficiency high-textustries in China with two inputs and two
outputs. R&D expenditure and R&D personnel weredeld as input, while, patent and sale

revenue were selected as the output variables.uBatented DEA model is used to examine
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efficiency by CCR model for 6 years. The resultevedd that average technical efficiency
declined from 2002 to 2007. Herbal medicine induathieved five times 100 percent efficiency
in six years, followed by Entire Computer industmith 4 times 100 percent efficiency.
However, three companies had decreasing variatmn 2002 to 2007. Again decreasing trend
showed by VRS model with only 5 efficient companie2007. However, 1 company achieved
100 percent score in six years. Zhou et al. (20a83umed similar technology on large and
medium-sized enterprises from thirty provinces gdaoth CRS and VRS for the period from
2006 to 2008. The decreasing trend of technicatieffcy was found in three years. 2006 is
considered as the most efficient year with 23.3cear efficient firms. Mostly, scale
inefficiencies (decreasing return to scale) werseobed throughout the years. Hajiha and
Ghilavi (2012) assessed efficiency of 100 Tehraackstexchange listed manufacturing
companies from Iran. BCC output oriented model used to measure efficiency in seven years
(2004-2010). Among 100 companies, there were onlp&cent DMU’s who appeared to be as
fully efficient in 2010. Furthermore,®land 2 DMU’s were efficient throughout the entire
period. Wu et al. (2006), examined the performaoicéhe retailing industry in Taiwan using
CCR DEA model. Four inputs and two outputs were leged for five years (1998-2002). It was
found that, on average 74 percent of companies imef@cient in five years and 2000 appeared
as most efficient year with 12 efficient companiégtther, there were six companies which were

consistently efficient in each year.

2.5 Summary

The review has evaluated various theories that shusly is based on. These theories are
important in explaining the risk mitigation straiegyadopted by various manufacturing firms and
the impact of these strategies on the financialop@ance of the firms. The literature review

also shows that risk in manufacturing firms is leeyl many researchers are giving it attention.
The literature also shows that different manufaoturfirms adopt different risk mitigation

strategies as the key financial performance indisatlso differ.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction
The chapter describes the proposed research délsggtarget population, sampling design and

size, data collection instruments and procedurakdity and reliability and the techniques for
data analysis.

3.2 Research Design
This research involved a cross sectional surveh@flarge manufacturing companies operating

in Kenya. The study adopted a descriptive appraattying focus on large manufacturing firms
in Nairobi. According to Emory (1995), a surveyféasible when the population is small and
variable hence the researcher was able to covéreallements of the population. Robson (2004)
underlines that; descriptive research aims at imgadccurate information on the variables with
the intention of bettering understanding of thejsctbunder study. Kothari (2004) affirms this in
his argument that descriptive research providearadwork for exploring a social phenomenon
while Mugenda and Mugenda (2003) reckons thatférsfthe study a chance to bring out new
insight providing perspective to the variables. rEfiere the survey was considered to be more

efficient and economical.

3.3 Population of the Study
The population of the study in this research waksuafe scale manufacturing companies that are

based in Nairobi. According to the Kenya Assooiatf Manufacturers, there are a total of 455
large scale manufacturing companies operating inolNia(Kenya Association of Manufacturers
(KAM) Directory. June, 2011). The 455 large Iscananufacturing companies represented
the study population. Due to their high numbéhgy were sampled according to various
sectors under which they operate. The reason focerdrating only on large manufacturing

firms is on the assumption that they have risk rgangent departments.

3.4 Sample size
According to Cooper and Schindler (2006), sampimghe process of selecting a number of

individuals for a study in such a way that the widiials selected represent the larger group from

which they were selected. Sampling involves theassher securing a representative group that
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will enable him/her to gain information about thepplation (Mugenda and Mugenda, 2003).
Stratified random sampling method will be apglito come up with the sample size,
since the population in different large manufaictyirfirms was considered heterogeneous,
implying that a simple random sample would hde=n unrepresentative. This according to
Cooper and Schindler (2006) ensured that eaamufacturing subsector was represented.
According to Mugenda and Mugenda (2003), at le@%b df the target population was important
for the study. The study therefore involved 46 éanganufacturing companies in Nairobi. Table
3.1 shows how 46 firms that form the sample size agived at. The study will pick head of

risk management department from each of the matwrfag firms.

Sample size

Sector No. of firms Percentage Sample size
Building 6 1.3 1
Food, Beverages 100 22 10
Chemical 62 13.6 6
Energy 42 9.2 4
Plastics 54 11.9 5
Textile 38 8.4 4
Wood products 22 4.8 2
Pharmaceutical 20 4.4 2
Metal and allied 38 8.4 4
Leather 8 1.8 1
Motor 17 3.7 2
Paper 48 10.5 5
Total 455 100 46

3.5 Data Collection
The study used primary data that was catbdhrough a self-administered questionnaire

that consisted of both open and closed ended gussthat was designed to elicit specific
responses for qualitative and quantitative analysgpectively. The closed ended questions

enabled the researcher to collect quantitative. d&ienary data sourced from the respondents in
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the institution and secondary data from the librags the study’s key evidence. The researcher
selectively sampled and identified data that islgascessible and important for the problem

under investigation. The questionnaires was admeir@d by drop and pick method.

3.6 Data Analysis
The research deployed both qualitative and quangtanethods. According to Kothari (2008)

this aided in understanding the main research themee effectively as both methods will
complement each other’s deficiencies. The procésmta analysis involved data clean up and
explanation. The data was then coded and checkehfoerrors and omissions (Kothari, 2004).
Frequency tables, percentages and means were aiggdsent the findings. Responses in the
guestionnaires was tabulated, coded and procegsadgebof a computer Statistical Package for
Social Science (SPSS) version 17.0 programme fta daalysis. This was coupled with the
content analysis on qualitative issues to generdlie results. The impact of risk mitigation

strategies were X (independent variables) and dabpervariable is Y (Financial performance).

The regression equation to be used is:

Y= Bot B1X1+PoXot BaXzt PaXat
Where Y is the dependent variable (Financial pemtorce (Operating profit, Return on Assets
and Return on Equity)Jo is the regression coefficierfty, B2, B3, B4 andps are the slopes of the
regression equation,Xs the risk transfer strategies independent vhejaX, is Collaboration/
partnership strategies independent variablg,is<risk Diversification strategies independent
variable, X% is Prevention/ reduction strategies independenible whilea is an error term
normally distributed about a mean of 0 and for psgs of computation, theis assumed to be
0.

3.7 Data validity and reliability
Validity refers to the extent which a test measwvhat we actually wish to measure: it is based

on the adequacy with which the items in an instmimmaeasure the attributes of the study
(Nunnally and Bernstein, 2000). Yin (2003)’s sadatifor assuring construct validity is: Use
multiple source of information, establish chainesfdence and have key informants review the
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report. Multiple sources of informatiomas used in the form of three kinds of sourcesrdiure
review on previous empirical research, primary datathe form of interviews using

guestionnaires.

Reliability is the extent to which any measuringqedure yields the same results on repeated
trials (Neuman, 2000). In many areas of reseaitoh,precise measurement of hypothesized
processes or variables (theoretical construct®gpaschallenge by itself. In general, in all social
sciences, an unreliable measurement of peopleisfbar intentions obviously hampers efforts
to predict their behaviour. Reliability and itemaayrsis can be used to construct reliable
measurement scales, to improve existing scalestcaenhluate the reliability of scales already in
use. Specifically, Reliability and item analysided in the design and evaluation of sum scales,
that is, scales that are made up of multiple imblisl measurements (e.g., different items,
repeated measurements, different measurement devéte.). The program will compute
numerous statistics that will allow the user toldw@ind evaluate scales following the so-called
classical testing theory model. The assessmentaié seliability is based on the correlations
between the individual items or measurements ttedtenap the scale, relative to the variances of
the items. In this context the definition of religl is straightforward: a measurement is reliable

if it reflects mostly true score, relative to theoe.

22



CHAPTER FOUR

DATA ANALYSIS AND INTERPRETATION

4.1 Introduction
This section presents analysis and findings ofstidy as set out in the research methodology.

The study’s findings are presented to investighéedffects of risk mitigation strategies on the

financial performance of manufacturing firms in kKan

4.1.1Response Rate
The population of the study in this research wakuafe scale manufacturing companies that are

based in Nairobi. According to the Kenya Assooiatf Manufacturers, there are a total of 455
large scale manufacturing companies operating inoNia(Kenya Association of Manufacturers
(KAM) Directory. June, 2011). The 455 large Iscananufacturing companies represented
the study population. Due to their high numbéhgy were sampled according to various
sectors under which they operate. The reason focerdrating only on large manufacturing
firms is on the assumption that they have risk rgangent departments. The study involved 46
large manufacturing companies in Nairobi. The stydgked head of risk management
department from each of the manufacturing firms.

All the 46 head of risk management department feach of the manufacturing firms responded
to the questionnaire giving a response rate of 100Pks response rate is considered
satisfactory to make conclusions for the study. dhap and Mugenda (2003) observed that a

50% response rate is adequate, 60% good and abbile,70% rated very good.

4.1.2 Reliability and Validity
According to Borg and Gall (1989), validity is tlegree to which a test measures what it is

intended to measure. Mugenda and Mugenda (2003hedefalidity as the accuracy and
meaningfulness of inferences, which are based emeearch results.To enhance validity of the
instrument, a pre-testing (pilot study) was conddcbn a population similar to the target

population.
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Reliability of a measuring instrument is the degodeconsistency with which it measures
whatever it is meant for (Dempsey & Dempsey, 200Qyenda and Mugenda (2003) define
reliability as a measure of the degree to whicksearch instrument yields consistent results or
data after repeated trial. However, reliability the research is influenced by random error.
Random error is the deviation from a true measueetd factors that have not been effectively
addressed by the researcher. As random error seseeeliability decreases. These errors might
arise from inaccurate coding, ambiguous instrustiom the subjects, interview fatigue and
interview bias. The researcher in designing andimigtering of his instruments took care to
avoid such errors. According to George and Mail2@0@), the researcher used the most
common internal consistency measure known as Cobrdalpha ¢). It indicates the extent to
which a set of test items can be treated as me@sarsingle latent variable (Cronbach, 1951).
The Cronbach alpha ranges from 0 — 1 and the ckosér, the greater the consistency. The

recommended value of 0.7 was used as a cut-offliahilities.

Independent variables Reliability Cronbach’s AlphaComments

Risk transfer strategies

0.83 Accepted
Collaboration/ partnership strategies

0.87 Accepted
Diversification strategies

0.79 Accepted

Risk Prevention/ reduction strategies
0.75 Accepted

4.2 Study variables study
The sought to find out Level of occurrence among tisks outlined which relate to

manufacturing firms. From the findings, respondenticated that the most frequent occurring
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risk is Production (failures in internal systemepgesses and people, or from external factors)
indicated by a mean of 4.87.Further respondentgcatetl that Economic (associated with
commercial and business performance) risk; occopatirisk (health and safety of employees)
and operational risk, (fraud, oversight failuegk of control, and managerial limitations, human
error or omission, design mistakes unsafe behaenmployee practice risks, and sabotage)

occurs frequently as indicated by a mean of 4.12], @nd 3.85 respectively.

The study findings are in line with literature rewi where Asaf (2004) finds that business risk
comes in many forms. Quantitative exposures inctuggsury risks, currency risks, and interest
rate risks while those qualitative by nature inelutuman resources political risks, and some
categories of strategic and operational risks.efraterhouse Coopers divided the population of
risks the company is exposed to into five main geotFirst, Strategic risks which include risks
of plans failing, poor corporate strategies, wealkkating strategies, poor acquisition strategies,
and changes in consumer behavior, adverse politicalegulatory change. This group also
includes adverse changes in government policies aafmoad range of economic financial

investment, and social policies that could affeetfinancial returns of the firm (Crabb, 2003).
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Table 4. 1: Level of occurrence among the risks olined which relate to manufacturing
firms

Types of risks Most frequentFrequently Often Sometimes Seldom Mean Sdev

Production 0.6 6.7 20.73 42.07 29.26 4.8 0.94
(failures in internal

systems, processe

and people, o

from external

factors).

Economic 0.6 6.7 20.73 42.07 29.26 4.12 0.84
(associated  with

commercial  and

business

performance)

occupational risk 1.21 6.7 20.73 42.07 29.26 3.91 0.93
(health and safet

of employees)

operational risk, 0 12.19 17.07 42.68 28.04 3.85 0.96
(fraud, oversight
failure, lack of
control, and
managerial
limitations, human
error or omission,
design mistakes
unsafe behavior,
employee practice
risks, and
sabotage)

Whether organization use the following risk mitigat strategies to manage risks; risk transfer
strategies, Collaboration/ partnership stratedgisersification strategies and risk Prevention/
reduction strategies

From the findings, 56% of the respondents indicateat organization use risk mitigation
strategies to manage risks such as ; risk trassfaetegies, Collaboration/ partnership strategies,
Diversification strategies and risk prevention/ uetibn strategies while 44% indicated that

organization do not use the above risk mitigatiategies.
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Figure 4. 1. Whether organization use the followingisk mitigation strategies to manage

risks; risk transfer strategies, Collaboration/ partnership strategies, Diversification
strategies and risk Prevention/ reduction strategie

Table 4. 2: Extent to which firm use financial riskmitigation strategies

risk

Extent of utilization of r ©w @ @ =
mitigation strategies ] 93=J & % 2 2

) o 9 ) o

= <S 2 3 5 o

£ g g 32 8 =
Risk transfer strategies 0.61 1.21 2256 36.58 39.02 4.12 .8420
Collaboration/ partnership 1.21 6.70 20.73 42.07 29.26 391 .936
strategies
Diversification strategies 0 12.1 17.0 42.68 28.04 3.86 .9626

9

Risk prevention/ reduction 0 6.09 1890 42.07 32.92 4.04 .8755
strategies 7

From the findings on the extent to which firm us®hcial risk mitigation strategies, majority of

the respondents indicated that to a great extamtudse financial risk mitigation strategies such
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as Risk transfer strategjeRisk prevention/ reduction strategiellaboration/ partnership
strategies and Diversification strategies as indicated by a mead.@2,4.04,3.91 and 3.86

respectively.

The findings collaborate with literature review byfmann, (2009) who posits that, the risk
mitigation plan needs to be realistic, achievableasurable, and documented. In addition it
should address descriptive title for the identifrezk; the date of the plan; the point of contact
responsible for controlling the identified root saua short description of the risk (including a
summary of the performance, schedule, and resoumgacts, likelihood of occurrence,

consequence, whether the risk is within the corafdhe program), root causes leading to the

risk.

Extent to which utilization risk mitigation strategies affect the operating profit margin in

organization

From the findings, 37% of the respondents indicéited to a very great extent risk mitigation
strategies affect the operating profit margin orgation, 36% indicated to a great extent while
15% and 12% of the respondents indicated thatléast extent and very least extent utilization

risk mitigation strategies affect the operatingfpprmargin organization.
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Figure 4. 2: Extent to which utilization of risk mitigation strategies affect the operating

profit margin organization

Extent to which utilization of risk mitigation stra tegies affect the Return on Assets (ROA)

in organizations

From the findings, 47% of the respondents indicdted to a very great utilization of risk
mitigation strategies affect the Return on Ass&©A) in organizations, 26% indicated to a
great extent while 10% and 17 % of the respondedisated that to a least extent and very least

extent utilization of risk mitigation strategiedesdt the Return on Assets (ROA) in organizations.
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Figure 4. 3. Extent to which utilization of risk mitigation strategies affect the Return on

Assets (ROA) in organizations

Extent to which utilization of risk mitigation strategies affect the Return on equity in

organizations

The findings showed that, 50% of the responderdated that to a very great utilization of
risk mitigation strategies affect the return oniggin organizations, 19% indicated to a great
extent while 17% and 14% of the respondents indicdhat to a least extent and very least

extent utilization of risk mitigation strategiedesdt the return on equity in organizations.
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Figure 4. 4. Extent to which utilization of risk mitigation strategies affect the Return on

equity in organizations

Extent to which organization involve the followingparties in the risk Identification process

for effective financial risk management

The study sought to find out the extent to whicfiamization involve the following parties in the
risk Identification process for effective financialsk management. From the findings,
respondents indicated that to a great extent azgdan involve Senior ICT employees, External
auditors and internal system auditassindicated by a mean of 4.2, 3.9 and 3.8 ctisiady.

Further respondents indicated that to a moderaenexMiddle and Lower Level Employees are
involved in in the risk Identification process feffective financial risk management as indicted

by a mean of 3.3.

The findings are in line with goals (Crabb, 2003)onargues that business Risk Mitigation may
be defined as a concept used by stakeholders, manesg, employees or auditors to express
concern about the probable material effects of mcerain environment on business Crabb
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argues that for effective risk mitigation strategexternal auditors and internal system auditors

should be involved .

Table 4. 3: Extent which organization involve thefollowing parties in the risk

Identification process for effective financial riskmanagement

E)_(t_ent_of utilizatio_n of risk r (3,) o § ® §
mitigation strategies & 5 § 8 g 2

o o - o o Y S

= = o = T S )

8 g g 3 § =
Internal system auditors 2.43 6.09 21.95 4451 25 3.83 0.95
External system auditors 1.82 243 20.73 49.39 2560 3.94 0.85
Senior ICT employees 0.60 3.65 12.80 33.53 49.39 4.27 0.86
Middle and Lower Level 1.82 244 1280 51.21 31.70 3.35 3.22

Employees

Extent of agreement with the statements concerninBisk reduction strategies
From the findings, respondents strongly agreedtti@internal auditor is responsible to review

and verify the risk management systems, guidelamekrisk reports as indicated by a mean of
4.91.Further respondents agreed that There isaratem of duties between those who generate
risks and those who manage and control risks laadfirm has put in place an internal control
system capable of swiftly dealing with newly recagad risks arising from changes in
environment as indicated by a mean of 3.95 and BeSgectively. Finally respondents were
neutral on the statement that firm has countermeasigontingency plan) against disaster and

accidents as indicated by 3.12.
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Table 4. 4: Extent of agreement with the statementsoncerning Risk reduction strategies

The extent of agreement t&trongly Disagree Neutral

adoption of risk reductionDisagree
strategies

Agree Strongly Mean Sdev

Agree

The firm has put in place 2.45 4.88 23.17
an internal control system
capable of swiftly dealing
with newly recognized
risks arising from change:
in environment

There is a separation of
duties between those who
generate risks and those
who manage and control
risks

The firm has
countermeasures
(contingency plan) agains
disaster and accidents.
The internal auditor is
responsible to review and
verify the risk
management systems,

guidelines and risk reports.

1.22 6.7 20.73

0.61 1.24 22.56

1.23 6.7 20.73

35.37 34.14 3.94 0.99

42.07 29.26 3.95 0.95

36.58 39.024 3.12 0.84

42.07 29.26 491 0.93
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Extent to which organization focus on strategies atcognizing and mitigating risks

The study sought to find out the organization foonsstrategies of recognizing and mitigating
risks .From the findings respondents agreed thgdrozation focus on possible manifestations
and effects , formulating plans to address ris&spgnizing future uncertainty and recognizing
future uncertainty impact on the enterprise asaegies of recognizing and mitigating risks as
indicated by a mean of 4.0. 3.88, 3.86 and 3.7gews/ely. Further respondents agreed to a
moderate extent that organization reduce or eliteingk impact on the enterprise as a strategy

of recognizing and mitigating risks as indicatedabiyean of 3.4.

Table 4. 5. Extent to which organization focus ontgategies of recognizing and mitigating
risks

- w o Z 9] <

2 e &z 2 ¢ 3
recognizing 1.21 7.92 26.82 43.29 20.73 3.74 0.91
future
uncertainty,
deliberating  4.26 6.7 15.85 42.68 30.48 3.88 1.05
risk avoidance
actions risks,
possible 1.82 5.48 16.46 42.07 34.14 4.01 0.94
manifestations
and effects
formulating 3.65 9.14 15.24 40.85 31.09 3.86 1.07
plans to
address these
risks and
reduce or 2.24 6.92 36.82 33.29 20.73 34 0.91
eliminate its
impact on the
enterprise
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Extent of agreement with the statement: Businessgk mitigation helps organization to find
ways to manage events that will negatively impache financial, physical, or human capital
of an organization

From the findings, 57% and 24% of the respondegrtseal that to a very great extent and great
extent respectively business risk mitigation hedpganization to find ways to manage events
that will negatively impact the financial, physicar human capital of an organization. While
11% and 8% of the respondents indicated that tetlaad very least extent business risk
mitigation helps organization to find ways to mamagyents that will negatively impact the

financial, physical, or human capital of an orgatian.

57%

0.5 A1

0.3 A 24%

11%
8%

0.1 | . .

0 T T T 1
Very Great Great extent Least extent Very least
extent extent

Figure 4. 5: Extent of agreement with the statementBusiness risk mitigation helps
organization to find ways to manage events that wilnegatively impact the financial,
physical, or human capital of an organization
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Extent of agreement statement: organizations put tagible assets (such as dollars,
technology, processes, and people) and intangiblssgts (such as reputation, brand and
information) at risk to achieve its objectives

The study found out that 38% and 17% of the respotdstrongly disagreed that organizations
put tangible assets (such as dollars, technologycegses, and people) and intangible assets
(such as reputation, brand and information) at tiskchieve its objectives while 23%,12% and
10% of the respondents agreed that organizationtgpgible assets (such as dollars, technology,
processes, and people) and intangible assets ésudputation, brand and information) at risk to

achieve its objectives.

38%

40%

35% -

30%

23%
25% - i

20% - 17%

15% 1~ 12% 10%

10% A

5% | ‘\

0% T T T T T
Strongly Agree Neutral Disagree Strongly
agree disagree

Figure 4. 6: Extent of agreement statement: organ&ions put tangible assets (such as
dollars, technology, processes, and people) and anigible assets (such as reputation, brand
and information) at risk to achieve its objectives

Extent of agreement with the statement: The manageemt of my organization set limits on
exposures in the different risk categories in ordeto achieve diversification effects

The findings showed that 41% and 20% of the respondents strongly déshthat management of
organization set limits on exposures in the diffiéreisk categories in order to achieve

diversification effects while 20%, 10% and 9% oé tftespondents agreed that management of
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organization set limits on exposures in the différeisk categories in order to achieve

diversification effects.
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Figure 4. 7: Extent of agreement with the statemenfThe management of my organization
set limits on exposures in the different risk categyies in order to achieve diversification
effects.

Methods used by firm in relation to risk avoidanceactions

The study sought to find out the methods usedrny ifn relation to risk avoidance actions. From
the findings, respondents 45% ,34% ,47% ,38% at¥d 4f the respondents indicated that
methods used by firm in relation to risk avoidarazions include Underwriting standards,
Hedges or asset-liability matches, DiversificatiorReinsurance or syndication and Due
diligence investigation while 55%6% ,53%),62% and 56% indicated that their firm do not use

the above methods.
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Table 4. 6: Methods used by firm in relation to ri& avoidance actions

Risk avoidance actions YES NO

Underwriting standards, 45% 55%
Hedges or asset-liability matches, 34% 66%
Diversification, 47% 53%
Reinsurance or syndication, 38% 62%
Due diligence investigation. 44% 56%

Extent to which risk mitigation strategies employedby firm assist organization to achieve
the following

Respondents agreed that to a very great extentnitiffation strategies employed by firm assist
organization to achieve performance goals and iwgfmancial health and prevent damage to
the firm as indicated by a mean of 4.82 and 4.5@heurespondents agreed that to a great extent
risk mitigation strategies employed by firm assigganization to achieve enhanced operation
,Enhancing practices ,ensure compliances to eskedulirules and enhancing resource allocation

as indicated by a mean of 4.35.4.10 and 3.93 réspBc
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Table 4. 7: Extent to which risk mitigation strateges employed by firm assist organization
to achieve the following

3 s 28 o g5
g < & &3S
3 : 5 = ® € o
- o = © ]
= 52 S o
Enhancing operatior 1.21 9.14 15.85 48.78 25 435 451
Enhancing practices  1.21 9.75 26.82 31.70 30.48 0 4.14.12
Enhancing resource 1.21 4.26 24.39 39.63 30.48 393 .91
allocation
Ensure compliances 0.60 3.65 15.85 44.51 35.365 4.10 .84
to established rules
Achieve performance O 4.26 15.24 40.85 39.63 482 5.12
goals
Improve financial 0.6 0.6 12.8 38.41 47.56 456 3.19

health and prevent
damage to the firm

4.3 Regression analysis
The researcher conducted a multiple regressiorysisato as to investigate the effects of risk

mitigation strategies on the financial performarafe manufacturing firms in Kenya. The
researcher applied the statistical package SPS&)tew and compute the measurements of the

multiple regressions for the study as presenteaivbel

Table 4. 8: Model Summary

Model R R Square  Adjusted R Square Std. Error of tle Estimate

1 008 772 .796 .89757

Source: Research, 2014
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a. Predictors: (Constant), risk transfer strategi@sllaboration/ partnership strategies, risk
Diversification strategies, risk Prevention/ redoctstrategies.

b. Financial performance (Operating profit margin, Reton assets and return on Equity)
Coefficient of determination explains the extentmioich changes in the dependent variable can
be explained by the change in the independent blageor the percentage of variation in the
dependent variable (performance (Operating profirgim, Return on assets and return on
Equity) that is explained by all the 4 independesriables (risk transfer strategies,
Collaboration/ partnership strategies, risk Divization strategies, risk Prevention/ reduction
strategie9. The four independent variables that were studegblain 77.2% of variance to
investigate the effects of risk mitigation strag=gion the Operating profit margin, Return on
assets and return on Equity as represented by%A&iR therefore means that other factors not
studied in this research contribute 22.8% of vamam the dependent variable. Therefore,
further research should be conducted to investitpteffects of risk mitigation strategies on the
performance of manufacturing firms in Kenya

Table 4. 9:ANOVA?

Model Sum of df Mean F Sig.
Squares Square
1 Regression 18.423 5 18.423  9.123 .002
Residual 34.31 40 .806
Total 52.733 45

a. Predictors: (Constant), risk transfer strategi@sllaboration/ partnership strategies, risk
Diversification strategies, risk Prevention/ redoctstrategies.

b. Financial performance (Operating profit margin, Reton assets and return on Equity)

The F critical at 5% level of significance was 3stiéce F calculated is greater than the F critical
(value 9.123), this shows that the overall modes$ wagnificant. The significance is less than
0.05, thus indicating that the predictor variabkegplain the variation in the dependent variable

which is performance (Operating profit margin, Reton assets and return on Equity). If the
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significance value of F was larger than 0.05 thenibhdependent variables would not explain the
variation in the dependent variable.

Table 4. 10: Multiple Regression Analysis

Model Unstandardized Standardized Sig.
Coefficients Coefficients
B Std. Error Beta
1 (Constant) 7.978 .984 .000
risk transfer strategies .270 117 272 .000
technology innovations
Collaboration/ partnership .032 165 .025 .001
strategies
risk Diversification strategies .305 148 .256 .004
risk Prevention/ reduction 391 .180 275 .000
strategies 3

a.Predictors: (Constant), risk transfer strategi€s)laboration/ partnership strategies, risk
Diversification strategies, risk Prevention/ redoctstrategies.

b. Financial performance (Operating profit margin, Reton assets and return on Equity)
The regression equatiol € B0+ p1X1 +p2X2 + p3X3 + p4X4) was interpreted to mean

Y=7.978+.270X%+.032X2+.305%+.391 X,

Where Y is the dependent variable (financial penfance (Operating profit margin, Return on

assets and return on Equity))

X1 is risk transfer strategies, X Collaboration / partnership strategy, X3 is ikersification

strategies and X4s the risk Prevention/ reduction strategies.
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According to the equation, taking all factors (ris&nsfer strategies, Collaboration/ partnership
strategies, risk Diversification strategies, rigie\R®ntion/ reduction strategies) constant at zero,
overall financial perfomance(Operating profit margReturn on assets and return on Equity)
will be 7.978. The data findings also show thahd increase in risk transfer strategies variable
will lead to a 0.270 increase in financial performoa (Operating profit margin, Return on assets
and return on Equity); a unit increase Collabordtipartnership strategies will lead to a 0. 032
increase in financial performance (Operating prafiérgin, Return on assets and return on
Equity); a unit increase in risk diversificationragegies will lead to a 0. 305 increases in
financial performance (Operating profit margin, lteton assets and return on Equity) and a
unit increase in risk Prevention/ reduction stregegvill lead to a 0.391 increase in financial

performance (Operating profit margin, Return oretssnd return on Equity). This means that
the most significant factor is risk Prevention/ uetion strategies followed by risk

Diversification strategies.

4.4 Discussion
From the findings, respondents indicated that tbstrfrequent occurring risk is Production

(failures in internal systems, processes and peopleom external factors).Further respondents
indicated that Economic (associated with commenia business performance) risk;
occupational risk (health and safety of employaes) operational risk, (fraud, oversight failure,
lack of control, and managerial limitations, hungaror or omission, design mistakes unsafe
behavior, employee practice risks, and sabotaga)redrequentlyrhe study findings are in line
with literature review where Asaf (2004) finds thwaisiness risk comes in many forms.
Quantitative exposures include treasury risks,enay risks, and interest rate risks while those
gualitative by nature include human resourcesipalitisks, and some categories of strategic

and operational risks.
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From the findings on the extent to which firm usehfcial risk mitigation strategies, majority of
the respondents indicated that to a great extemtdse financial risk mitigation strategies such
as Risk transfer strategjeRisk prevention/ reduction strategiesollaboration/partnership
strategies and Diversification. The findings collaborate with lisgure review by Hofmann,
(2009) who posits that, the risk mitigation plared® to be realistic, achievable, measurable, and
documented. In addition it should address deseefpitle for the identified risk; the date of the
plan; the point of contact responsible for coningilthe identified root cause; a short description
of the risk (including a summary of the performarsehedule, and resource impacts, likelihood
of occurrence, consequence, whether the risk isinvthe control of the program), root causes
leading to the risk. The study also found from tin@tiple regression analysis that risk transfer
strategies, Collaboration/ partnership strategiisg, Diversification strategies, risk Prevention/
reduction strategies are key ingredient in therfan@ performance (Operating profit margin,
Return on assets and return on Equity). Binder(B97) in his findings in Managing Financial
Risk found out that competitive strategies creatgide range of products thereby promoting

performance.
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CHAPTER FIVE

SUMMARY CONCLUSION AND RECOMMENDATIONS

5.1 Summary of findings
The study found out that organization use the Valhg risk mitigation strategies to manage

risks; risk transfer strategies, Collaborationfparship strategies, Diversification strategies and
risk Prevention/ reduction strategies

From the findings on the extent to which firm usehfcial risk mitigation strategies, majority of
the respondents indicated that to a great extemtdse financial risk mitigation strategies such
as Risk transfer strategjeRisk prevention/ reduction strategigllaboration/ partnership

strategiesandDiversification strategies.

The findings collaborate with literature review byfmann, (2009) who posits that, the risk
mitigation plan needs to be realistic, achievableasurable, and documented. In addition it
should address descriptive title for the identifrezk; the date of the plan; the point of contact
responsible for controlling the identified root saua short description of the risk (including a
summary of the performance, schedule, and resoumgacts, likelihood of occurrence,

consequence, whether the risk is within the corafdhe program), root causes leading to the

risk.

Majority of the respondents indicated that to ayvgreat extent risk mitigation strategies affect
the operating profit margin organization, thatim#ition of risk mitigation strategies affect the
return on Assets (ROA) in organizations and thdization of risk mitigation strategies affect

the return on equity in organizations
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From the findings extent to which organization ilweo the following parties in the risk
Identification process for effective financial riskanagement, respondents indicated that to a
great extent organization involve Senior ICT empkg, External auditors and internal system
auditorsas indicated by a mean .Further respondents irdicatt to a moderate extent Middle
and Lower Level Employees are involved in in thekridentification process for effective

financial risk management.

From the findings on risk reduction strategiespoeslents strongly agreed that the internal
auditor is responsible to review and verify thek ieanagement systems, guidelines and risk
reports. Further respondents agreed that there geparation of duties between those who
generate risks and those who manage and contkslaizd that firm has put in place an internal
control system capable of swiftly dealing with ngwécognized risks arising from changes in
environment. Finally respondents were neutral andtatement that firm has countermeasures

(contingency plan) against disaster and accidents.

5.2 Conclusion
The study concludes that most frequent occurrisigig Production (failures in internal systems,

processes and people, or from external factorspn@&mic (associated with commercial and
business performance) risk; occupational risk theahd safety of employees) and operational
risk, (fraud, oversight failure, lack of controlndh managerial limitations, human error or
omission, design mistakes unsafe behavior, emplgreetice risks, and sabotage) occurs
frequently .

The study further concludes that organization thee following risk mitigation strategies to

manage risks; risk transfer strategies, Collabomatipartnership strategies, Diversification
strategies and risk Prevention/ reduction stragegied that majority of firms use financial risk

mitigation strategies such as Risk transfer strasegRisk prevention/ reduction strategies
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,collaboration/ partnership strategies and DivVieesion strategies. To a very great extent risk
mitigation strategies affect the operating profiargin organization, that utilization of risk
mitigation strategies affect the return on Ass&®A) in organizations and that utilization of
risk mitigation strategies affect the return oniggin organizations.

Further the study concludes that Senior ICT emmeyeExternal auditors, internal system
auditors and Middle and Lower Level Employees areolved in in the risk Identification
process for effective financial risk managemenankithe findings on risk reduction strategies,
the study concludes that internal auditor is resfme to review and verify the risk management

systems, guidelines and risk reports.

Finally the study concludes that risk mitigatioelgs organization to find ways to manage
events that will negatively impact the financiahypical, or human capital of an organization,
organizations put tangible assets (such as dollachnology, processes, and people) and
intangible assets (such as reputation, brand godmation) at risk to achieve its objectives and
that management of organization set limits on expssin the different risk categories in order
to achieve diversification effects .On the methodsd by firm in relation to risk avoidance
actions, respondents indicated that methods use@rryin relation to risk avoidance actions
include Underwriting standards, Hedges or asabiliiy matches, Diversification,

Reinsurance or syndication and Due diligence itigason.

5.3 Recommendations for policy and practice
The study recommends proper risk mitigation pilagnThe intent of risk mitigation planning is

to answer the question of what is the program agagrdor addressing this potential unfavorable

consequence. One or more of these mitigation optioay apply: avoiding risk by eliminating
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the root cause and/or the consequence, contrdiiagcause or consequence, transferring the

risk, and/or assuming the level of risk and coritigwon the current program plan.

Risk mitigation should therefore entail planning #ictivity that identifies, evaluates, and selects
options to set risk at acceptable levels given anogconstraints and objectives. Risk mitigation
planning should be intended to enable program sscdeshould include the specifics of what
should be done, when it should be accomplished, i/hesponsible, and the funding required to
implement the risk mitigation plan. The most appiate program approach should be selected

from the mitigation options listed above and docoted in a risk mitigation plan.

The study further recommends that Senior ICT engdgy External auditors, internal system
auditors and Middle and Lower Level Employees stidnd involved in in the risk Identification

process for effective financial risk management.

Finally the study recommends that methods usedirioyin relation to risk avoidance actions
should include Underwriting standards, Hedgesasset-liability matches, Diversification,

Reinsurance or syndication and Due diligence itiyason.

5.4 Limitations of the study
The study encountered a number of limitations. @hthe limitations was accessibility of the

large scale manufacturing companies that are baséthirobi. The researcher delt with this

limitation by introducing herself through the inditection letter from the university.

Another limitation was the financial constraintsceuantered in the research process. This was
through transportation cost .At times time the aesleer was forced to pay the respondents to get

attention from their busy schedule.
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An earlier start of the data collection would havade the data collection process more
involving and comprehensive. However the researalaer able to use the little time schedule to

collect data that assisted in analysis.

Finally the analysis in chapter four was techniaatl the research sought to find the right
mechanism that included attending data analystsvacé training in order to be able to code and

analyze data.

5.5 Recommendation for further studies
The study was done to investigate the effects sif mitigation strategies on the financial

performance of manufacturing firms in Kenya. A stwthould be carried out on challenges that

affect the identification of risk in financial ongaations.

Further study should be carried out to identifyithpact risk mitigation strategies failures on the

financial performance of manufacturing firms in kKan

Also a study should be carried out on the riskgatibn strategies on the financial performance

of processing firms in Kenya.

A study on the comparison on risk mitigation stgae and their effect should also be carried

out.
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APPENDICES

APPENDIX I: LETTER OF INTRODUCTION

Dear Sir/Madam,
RE: REQUEST TO COLLECT DATA FOR AN MBA PROJECT

I, CAROLINE MARY NJERI, am a post graduate studahtUniversity of Nairobi pursuing a
Degree of Master in Business Administration finaap&on.

Pursuant to the pre-requisite course work, | amealy conducting a research project thie
effects of risk mitigation strategies on the finanial performance of manufacturing firms in

Kenya.

The focus of my research is the large manufagucompanies in Nairobi and this will involve
use of questionnaires administered to the heaglkfmanagement department from each of the

manufacturing firms

I kindly seek your assistance in filling this queshaire and | guarantee you the data will be
used solely for academic use and will not at ang time disclosed to anybody without your
authority and consent. | have enclosed an intranfydetter from the University. Your assistance

is highly valued. Thank you in advance.
Yours faithfully,

CAROLINE MARY NJERI

D61/ 67668/2011

MBA Student,

University of Nairobi (UON)
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APPENDIX Il: QUESTIONNAIRES

1. Among the risks outlined below and which rekatenanufacturing firms, please rate the level

of occurrence

Types of risks Frequently | Often | Sometimes| Seldom

Production (failures in interna
systems, processes and people,
or from external factors).

Economic (associated with
commercial and business

performance)

occupational risk (health and

safety of employees)

operational risk, (fraud,

oversight failure, lack OL

control, and manageri
limitations, human error or
omission, design  mistakes
unsafe  behavior, employee

practice risks, and sabotage)

2. Does your organization use the following risktigation strategies to manage risks; risk
transfer strategies, Collaboration/ partnershimtsgies, Diversification strategies and risk
Prevention/ reduction strategies?

Yes[ ] No[ ]

If yes, to what extent do your firm use the belawahcial risk mitigation strategies? Use a scale
of 1 to 5 where 1 is the least extent and 5 isi¢onhost extent.
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Extent of utilization of risk mitigation strategies 1/2(3/4|5

Risk transfer strategies

Collaboration/ partnership strategies

Diversification strategies

Risk prevention/ reduction strategies

3. To what extent does the utilization of thesk nstigation strategies affect the operating profit

margin in your organization?

Very Great extent [ ]
Great extent [ ]
Least extent [ ]
Very least extent [ ]

4. To what extent does the utilization of thes& nstigation strategies affect the Return on

Assets (ROA) in your organization?

Very Great extent [ ]
Great extent [ ]
Least extent [ ]
Very least extent [ ]

5. To what extent does the utilization of thesé& ngitigation strategies affect the Return on

equity in your organization?

Very Great extent [ ]
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Great extent [ ]

Least extent [ ]

Very least extent [ ]

6. To what extent does your organization iweothe following parties in the risk

Identification process for effective financial riskanagement? Use a scale of 1 to 5 where 1 is

the least extent and 5 is the most extent.

Parties involved in risk identification 1123|415

Internal system auditors

External system auditors

Senior ICT employees

Middle and Lower Level Employees

Other, Please Specify

7. To what extent do you agree to the followindesteents concerning Risk reduction strategies?

Use a scale of 1 to 5 where 1 is strongly disaggeand 5 is strongly agree.

The extent of agreement to adoption of risk Strongly | Disagree| Neutral| Agree| Strongly

reduction strategies Disagree Agree

The firm has put in place an internal control

system capable of swiftly dealing with newly

recognized risks arising from changes|in

environment

There is a separation of duties between those
who generate risks and those who manage

and control risks

The firm has countermeasures (contingency

plan) against disaster and accidents.
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The internal auditor is responsible to revi

[9%)
=

and verify the risk management systems,

guidelines and risk reports.

Other, Please Specify

8. To what extent does your organization focustenfollowing strategies of recognizing and
mitigating risks? Use a scale of 1 to 5 where bi¥ery Great extent , 2 Great extent,3 Least

extent , 4 Very least and 5, no extent

recognizing future uncertainty,

deliberating risk avoidance actions risks,

possible manifestations and effects

formulating plans to address these risks and

reduce or eliminate its impact on the enterprise

9. To what extent do you agree to the followingtesteent? Business risk mitigation helps
organization to find ways to manage events thdtivegatively impact the financial, physical, or

human capital of an organization

Very Great extent [ ]
Great extent [ ]
Least extent [ ]
Very least extent [ ]

10. To what extent do you agree to the followingtesnent? My organizations put tangible
assets (such as dollars, technology, processes,paople) and intangible assets (such as

reputation, brand and information) at risk to achiés objectives.
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Strongly agree () Disagree ()
Agree () Strongly disagree ()
Neutral ()

11. To what extent do you agree to the followingteamhent? The management of my
organization set limits on exposures in the différeisk categories in order to achieve
diversification effects

Strongly agree () Disagree ()
Agree () Strongly disagree ()
Neutral ()

12. In relation to risk avoidance actions, whicltla# following methods are used by your firm?
Tick appropriately

Risk avoidance actions YES| NO

Underwriting standards,

Hedges or asset-liability matches,

Diversification,

Reinsurance or syndication,

Due diligence investigation.

13. To what extent do risk mitigation strategiegpkyed by your firm assist your organization
to achieve the following? Use a scale of 1 to 5neHeis to Very Great extent , 2 Great extent,3

Least extent , 4 Very least and 5, no extent
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Enhancing operation

Enhancing practices

Enhancing resource allocation

Ensure compliances to established rules

Achieve performance goals

Improve financial health and prevent damage tdithe

14. What would you recommend for risk mitigatiaryour organization?

THANK YOU FOR YOUR RESPONSE!
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