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ABSTRACT

Corporate governance is the set of processes,mastmlicies, laws and institutions affecting theyw

a corporation is directed, administered or corghllOn the other hand strategy implementationés th
process that turns implementation strategies amadspinto actions to accomplish objectives. For
effective strategy implementation, the strategy tmbe supported by decisions regarding the
appropriate organization structure, reward systeganizational culture, resources and leadership. T
process must have the blessings of all interestetiep and the top management should play a leading
role in the exercise. The general objectives of ttudy were to investigate the corporate govemanc
strategy implementation challenges at OCB. This wasase study design where primary data was
collected using interview guide. The data was olgdi by use of an interview guide and the
respondents comprised of head of departments anibrsenanagers. Data was analyzed using
gualitative analysis. The findings from the studggest that the organization had developed stegegi
which were geared towards accomplishment of tharoegtions objectives. Involvement of employees
in strategy formulation was the main reason fordlogv implementation of strategies. The other major
challenges faced by the organization in implementis strategies were cited as; hon commitment of
senior staff and employees in general to suppoeva strategic plan given the start to its compitetio
including review and supporting its recommendatidmnge of strategy mid-stream to suit their focus,
inadequate analysis of progress being made as qiarfimancial constraints, lack of implementation
continuity if a staff leaves due to absence of ggbpperational manuals, duplication of activitzsl
reporting over the same activities which calls &fective design of the programmes. This study
contributes to the body of knowledge in the areaavporate governance in addition to the suggestion
it makes the organization’s policies and thoséhefdntire banking sector.
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CHAPTER ONE

INTRODUCTION

1.1 Background

In the last three decades, corporations in thel twiorld countries have undertaken
massive restructuring so as to realign their Sjiateto ever-changing business
environment (ICPAK, 2012). The growing emphasiscorporate governance and its
importance to the viability of an organization agérg in today’s global economy is

the driving force to effect the necessary changesiaw the business enterprises
respond to the need for greater accountabilityteamtsparency in management of the
organizations (Hill, 2001). The owners or fundirgeacies of organizations whether
for profit or nonprofit, private or public have fod it necessary to engage in

corporate governance and accountability in ordexctieve their corporate goals.

Much of the research into corporate governanceveerfrom agency theory and
resource based view. Since the early work of Barld Means (1932), corporate
governance has focused upon the separation of shipesind pedals which results in
principal-agent problems arising from the dispersmanership in the modern
corporation. The seminal papers of (Alchian & D&ms1972; Jensen and Meckling,
1976), describe the firm as a nexus of contract®r@mindividual factors of

production resulting in the emergence of the agethepry. In the resource based
view, Edith (1959) argued that “a firm is more ttemadministrative unit; it is also a
collection of productive resources, disposal of alhis between different users and

overtime is determined by administrative decisions”



The collapse of high-profile firms such as Enromgiifcom, Tyco and Xerox and the
believe that poor corporate governance contribtetheir collapse have generated
renewed interest in determining the best pract€e®rporate governance, (Sarbanes-
Oxley Act, 2002; OECD, 1999; World Bank 2002). Maver, in 1997 the East Asian
financial crisis occurred as a result of the la€lkcarporate governance mechanisms
which highlighted the weaknesses of economic un#bihs, Vaughn and Ryan (2006).
In Kenya, corporate frauds have continued to feafs a result of inadequate system
of corporate governance. They include the collagfseeveral financial institutions
such as Euro Bank, Trust Bank, Trade Bank, AkibarMiFinance and the recent
fraudulent activities by pyramid organizations masgding as micro finance
institutions, Wanjau (2007). This view motivateg tstudy on Oriental Commercial

Bank.

This study sought to find out how Oriental Commair@8ank, (OCB), has applied the
Corporate Governance Strategy and the challengesl fia its implementation. Some
of these include; incompetent employees, poorlyroomicated strategies, inadequate
commitment from management, board that lack bankéxgerience and poor

organizational culture.

1.1.1Cor porate Governance Strategy

According to Knell (2006) Corporate governancehe et of processes, customs,
policies, laws and institutions affecting the way carporation is directed,
administered or controlled. Corporate governanc® ahcludes the relationships
among the many players involved and the goals faichv the corporation is

governed.



An important theme of corporate governance dealh wgEsues of accountability,
fiduciary duty and essentially advocating the immpdmtation of guidelines and
mechanisms to ensure good behavior and protectisblders Otero (1998). Another
key focus is the economic efficiency view, throughich the corporate governance
system should aim to optimize economic results,hwat strong emphasis on

shareholders welfare.

There are yet other sides to the corporate govemasubject, such as the
stakeholders’ view, which calls for more attentamd accountability to players other
than the shareholders Singh (2005). Sir Adrian @adn the preface to the World
Bank publication 'Corporate Governance: A Framewddt Implementation’

(September 1999): “Corporate governance is condemi¢h holding the balance
between economic and social goals and betweenidugdiv and communal goals.

Corporate governance is about how companies agetdd and controlled.”

Becht et al. (2002) identifies a number of reastmsthe growing relevance of
corporate governance, which includes the worldwidee of privatization of the past
two decades, the pension fund reform and the grofvfitivate savings, the takeover
wave of the 1980s, the deregulation and integradforapital markets, the 1997 East
Asia Crisis, and the series of recent corporatadala involving firms such as Enron

and WorldCom in the USA and elsewhere.



1.1.2 Strategy I mplementation

Strategy implementation means acting on what hdsetdone internally to put the
chosen strategy into place and actually achievddtgeted results Florence (2009).
According to Thompson and Strickland (1989), itiisask that involves figuring out
workable approaches to executing the strategy &edh turing the day-to-day
operations, getting people to do their job in atefy-supportive and achieving

fashion.

Wheelen and Hunger (2008), observed that Strategglementation involves
establishing of programs to create a series of ogyanizational activities. Many
organizations create great plans for strategy ftatimn but fail to implement the
desired change. According to Mintzberg, (2008)tety implementation precedes
strategy formulation. Mintzberg argued that orgatians articulate mission, goals or

objectives after implementing strategies.

Implementing and executing strategy entails figgiant the entire how’s, the specific
techniques, actions and behaviors that are neentesl §mooth strategy — supportive
operation and then following through to get thibgse and deliver results, Thomson,
Gamble and Strickland (2006). They further asseat twithout a smart, capable
results-oriented management team, the implementatimcess ends up being

hampered by missed deadlines and misdirected defuasfforts.



1.1.3 Challenges of the Implementation of Cor porate Governance

Strategy

According to Renee (2010) the principal challenge dorporate governance is to
create a system that holds decision makers acdaantahile according proper
respect to their authority over the corporationniligerial challenges as was observed
by Muriuki (2011) are a challenge for the boardetfectively monitor management
even if the power pattern held is reality. The e comes from the fact that such
contracts are necessarily “incomplete” and it i$ possible for the board to fully
instruct management on the desired course of acimer every possible business

situation.

According to Seward (2007) Corporations do not afgein isolated environments or
in vacuums, they are subject to State imposed anesregulations as well as events
and forces around them. As a result, corporate rgavee is affected by overall
public governance. If economic and political goserce at the country level is weak,
the impact of that weakness almost invariably teskdown onto corporations

operating within the country.

Organization culture which McCord (2002) definestesresidue of success within an
organization and it is the most difficult organipatl attribute to change; outlasting
founders, leadership and all other physical attebuof the organization. Cultural
differences in national ideologies stand to hinither union of corporate governance

mechanisms.



McDonough (2002) believes that one challenge foreadors and executive
management is to find outside directors who ardicsenmtly independent but still
knowledgeable about and engaged in the businefiseofompany on whose board
they will sit and further asserts that another lelmgle in selecting outside directors is
how to balance general business knowledge withifspendustry knowledge and

technical expertise.

1.1.4 Banking Sector in Kenya

According to Sashoo (2012) the origin of commerdiahking in Kenya related to
commercial connections in East Africa, which exdstewards the end of the 19th
Century. It was followed by a banking sector friagiln 1999 which resulted from
poor management, and worsening economic condititms1998, several major
Kenyan banks collapsed, including Trust Bank, Reka Bank, Prudential Bank,

Bullion Bank; and the giant National Bank almodtléxl.

The Banking industry in Kenya is governed by thenpanies Act, the Banking Act,
the Central Bank of Kenya Act and the various pntidé guidelines issued by the
CBK. The banking sector has witnessed stiff contipetiforcing banks to re-package
their services and products to satisfy the needshefcustomers and retain their
market share. Institutions are therefore incredginffering e-banking services for
both residents and non-residents (CBK, 2005). Sofrthe main challenges facing
the Banking sector today include; new regulatiofsr instance, the Finance Act
2008, which took effect on 1 January 2009 requivadks and mortgage firms to

build a minimum core capital of KShs. 1 billion Bgcember 2012.



In a study report by KPMG (2014), banks are restming in favor of locally
capitalized, funded and client-driven businessterea on regional hubs. They are
striving to introduce a real client focus at theutieof their businesses, and the right
culture and people to deliver this, and they aekisg to rebuild relationship of trust

with their customer, investors, regulators and iosti@keholders.

1.1.5 Oriental Commercial Bank Limited

The Bank started its operations in the year 20@Risicensed to offer banking and
financial services in Kenya. The Banking Act, Comipa Act, the Central Bank of
Kenya Act and the various prudential guidelineséssby the Central Bank of Kenya
(CBK), governs its operations. The bank is catematiin the small sized banks group
by Central bank of Kenya's classification. (OCB Awah Financial Report, 2014)
Currently, OCB has seven Directors who constitte Board as per the CBK
Prudential Guidelines of whom six are non-executiieectors including the
Chairman. Further, the Board has put in place varidoard Committees as required

by CBK Prudential Guidelines to assist in the mamagnt of the bank.

Some of the strategic objectives that the bankalkapted as mentioned in the bank’s
strategic plan for 2014-2018, include; growing ttedume of business by expanding
the branch network by at least two branches eaah, ycoming an acknowledged
financial services provider in Kenya for the medinet worth customer. The bank
also sets to extend services and reach within dse growing and integrating East
Africa Region, introduce innovative products, bublénd loyalty (OCB strategic plan

2014).



1.2 Research Problem

The problem of increasing corporate failures, satigns, fraud and corruption among
top management and reduced competitiveness has Wweerying the society.

Governance as described by Caver (2001) involvedditection and control of the
organization. Mintzberg (1998) noted that the pfather than the implementation

comes in for scrutiny, because it is less problematanalyze.

Oriental Commercial bank in its endeavor to implameorporate governance
strategy faces a host of challenges ranging fromectbrs who lack banking
experience, weak economic and political governandéenya, cultural differences,
organization culture and high staff turnover. Mar@g internal frauds in banks have
been rampant and Oriental Commercial bank is nexaeption and thus they have to

review their corporate governance strategy impleatem planning.

Various studies have focused on strategy implenientand challenges of strategy
implementation. For instance Longeneck and Prirfg®#81) documented issues of
corporate governance in the 1970s, Monika (201®tevon corporate governance in
banks: problems and remedies and concluded thasdhle irregularities found in
banks and financial markets that led to financi&is have brought up the need for
in-depth analysis of all aspects of their operation particular the efficiency of

corporate governance.



In India 2012 Rujitha carried out a study on chailles to corporate governance:
issues and concerns and concluded that the intatiore of public company u/s292A
of the companies Act needs to be effectively reliseking in to the repercussions it
creates and the loop hole in the provisions habetaemoved and the companies
should not be left to escape by taking advantagaefimitations of the clause 49 of
the listing agreement. Nadege 2014 wrote a worgager on reforming the corporate
governance of lItalian banks and summarized thathdéurimprovements should
include: strengthening further the existing bagkmegulations through stricter fit-
and-proper rules for directors and controlling shatders, implementing the new
related party lending regulation with tightenedinigébns, strengthening oversight of
foundations when they are the controlling sharedrsidn banks and facilitating the

transformation of large cooperatives into jointckteompanies.

In Kenya Njagi (2010) carried out a study on chajles of strategy implementation at
Equity Bank of Kenya found that the bank faced ttallenge of strategy
implementation time being underestimated and thastrof the implementers have a
deadline that is merely an approximation due to dtlveurrence of unexpected
developments and also experience delays by extbusahess partners in providing
the expected support in time, Githui (2008) focusedBarclays Bank Kenya to
document the challenges for implementing strategiésn Barclays, Muthuri (2010)
carried out a study on challenges of strategy implgation at National Bank of
Kenya and concluded that involvement of all staffsirategy process enables the
accessibility to a greater pool of ideas, redusestance and promote teamwork spirit

in the bank.



Kiprop (2009) researched on challenges of straitegyementation at Kenya Wildlife
Services anddentified that a firm should focus on formal orgaational structures and
control mechanisms of employees while implemenitsgtrategy It is therefore evident
that studies have been carried out on Commercridhdowever, OCB in a different
context of corporate governance strategy implentientéhas not yet been studied.
Thus, what are the challenges of corporate govematrategy implementation by the

Oriental Commercial Bank Kenya?

1.3 Research Objective

To establish the challenges of implementing corgogavernance strategy at Oriental

Commercial Bank in Kenya.

1.4 Value of the Study

The study findings are to help OCB management anpleyees and other banking
Institutions to appreciate the challenges involdedng strategy implementation and
ways of addressing them in the ever changing enmiemt. This way, and through
careful practice of corporate governance, the agare# more accountable and the

organization becomes more competitive.

The findings of the study are going to assist iticgadevelopment by bank regulators
given the challenges facing banks. In addition; shely findings are going to assist
the Government to formulate proper policies andslaw regulate the operations of

banks in Kenya.
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This study is also going to be useful to academgiand researchers in terms of
contributing to the body of knowledge in the arefacballenges for corporate
governance strategy implementation and form a hbasiarther research as it builds
on the agency theory as well as the resource hasedtheory and also fills gaps for

past studies and gives recommendations for futucies.

1.5 Chapter Summary

This chapter highlights the background of this gtadd introduces the concepts of
corporate governance strategy, strategy implementaand challenges of the
implementation of corporate governance strategycimclude those brought about

by the environment, organization culture and tleadors’ independence.

The chapter also introduces the knowledge of timkibg sector in Kenya; its history,
current governance of banks and the future of tlaeking sector. Oriental
Commercial Bank Limited is also introduced, whishaifocus of this study; which is

to establish the challenges of implementing coigogavernance strategy at OCB.

The chapter highlights various studies that hawiged on strategy implementation
and challenges of strategy implementation; sudtoageneck and Pringle (1981) and
Monika (2012) wrote on corporate governance in barkoblems and remedies,

Rujitha (2012) wrote on challenges to corporateegoance among other studies.

The study findings shall contribute to the enhareeinof the OCB’s policies, the
entire banking sector’s policies and assist theeguwent to formulate policies and
laws and also contribute to the body of knowledy¢he area of challenges for CG.

The next chapter presents review and literature.

11



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction
This chapter shall review the literature availabte corporate governance, strategy

implementation and challenges of corporate govemaitrategy implementation.

2.2 Theoretical Foundation

Agency theory is the relationship where the priatgntrust the work to the agent and
this involves risk sharing and conflict of interéstween the two. It is understood that
the agent may be driven by self-interest rathen thalesire to maximize the profits
for the principal. The principal-agent model regatide central problem of corporate
governance as self-interested managerial behawioa iuniversal principal-agent
relationship and agency problems arise when thatadpes not share the principal’s

objectives Mallin (2010).

However, this separation is linked and governedubh proper “agency relationship”
at various levels; “between shareholders and baoairdiérectors between boards and
senior management, between senior and subordieatés|of management” (Hayes
and Abernathy, 1980). According to ISDA (2002), eimpanies are exposed to
agency problems, and to some extent develop aptaors to deal with them.A second
notion is that humans are self-interested and Uingilto sacrifice their personal

interests for the interests of the others (Dailg|tén & Cannella, 2003).

12



The firm is not an individual but a legal fictiomhere conflicting objectives of
individuals are brought into equilibrium within aramework of contractual
relationships. These contractual relationshipsnateonly with employees, but with

suppliers, customers and creditors (Jensen & Megkli976).

The agency role of the directors refers to the gumece function of the board of
directors in serving the shareholders by ratifyiing decisions made by the managers
and monitoring the implementation of those deciiohccording to the perspective
of agency theory the primary responsibility of theard of directors is towards the

shareholders to ensure maximization of sharehetaele.

Resource based view theory argues that firms psssssurces that enable firms to
achieve competitive advantage and lead to supkmgy term performance. Valuable
and rare resources can lead to the creation of ettivp advantage. That advantage
can be sustained over longer time periods to thenéxhat the firm is able to protect
against resource limitation, transfer or substiuti(Frawley & Fahy, 2006).
Information system resources may take on many ef dktributes of dynamic
capabilities and may be useful to firms operatimgdpidly changing environment.
Information resources may not directly lead thenfito a position of superior
sustained competitive advantage but they may kealrito the firm's long term
competitiveness in unstable environments if thelp iedevelop, add, integrate and

release other key resources over time (Wade & Hd|l2004).

13



Resources such as adequate finance and competeskiled managers in banks are
crucial for the effectiveness management practic@srapidly changing environment,
Wade and Hulland (2004). The dynamic capabilitiésctv consist of the activities
and mechanisms of managing resources in the creatiovalue may have an
influence on the effectiveness and success of Gi& &m organization that has
adequate financial resources would facilitate diffe¢successful corporate
governance strategies. This theory is relevarttécstudy as it explains how resources

at a firm’s disposal are a critical factor for efige CG strategy implementation.

2.3 Concept of Corporate Gover nance and Strategy | mplementation
challenges

2.3.1 Introduction

The theory on corporate governance stems fromhiesig “The Modern Corporation

and Private Property” by Berle and Means (1932)e Tihesis highlights a

fundamental agency problem in modern firms wheerehs a separation between
management and ownership. It has long been readgjtii|mt modern firms are run by
professional managers, who are accountable to @isgeshareholders. The scenario
fits into the well-discussed principal-agent pagadi The question is how to ensure
that managers follow the interests of shareholdeder to reduce cost associated
with principal-agent theory. To do that, the prpads have to deal with two problems.
First, they face an adverse selection problem: thathey must select the most
capable managers. Second, they are also confrantie@ moral hazard problem; that
is how to adequately motivate the managers to puh fthe appropriate effort and

make decisions aligned with shareholders’ interests

14



2.3.2 The Concept of Corporate Governance

Corporate governance has attracted various deinsiti Metrick and Ishii (2002)
define corporate governance from the perspectiibefnvestor as “both the promise
to repay a fair return on capital invested and ¢benmitment to operate a firm
efficiency given investment”. According to NoriZ2008) corporate governance
(CG) refers to the broad range of policies and tras that stockholders, executive
managers, and boards of directors use to managaséitees and fulfill their
responsibilities to investors and other stakehsldéver the past decade, corporate
governance has been the subject of increasing siller attention and scrutiny

(Noriza, 2008).

These concerns have given rise to a powerful sbateh movement. Shareholder
activists, composed primarily of large multi-biliadollar pension funds, religious
and socially responsible investment groups, andratistitutional investors are now
using a variety of vehicles to influence board bébra including creating corporate
governance standards of excellence and filing siwdder resolutions. These investors
are concerned with such issues as board divemsigpendence, compensation, and
accountability, as well as a broad range of soeiglies, for example employment

ethics practices, environmental policies, and comtgunvolvement (Noriza, 2008).

The concept of CG has also been defined as, “theeps and structure used to direct
and manage the business and affairs of the compamgrds enhancing business
prosperity and corporate accountability with them#te objective of realizing long-
term shareholder value, ...”(High Level Finance Cofteei Report, 1999, p. 10). The
definition implies that investors of companies thabpt the Best Practices will be

able to enjoy higher returns from their investment.

15



A further definition has been offered by Cornelarsd Kogut (2003) who state that a
system of corporate governance consists of thosaaloand informal institutions,

laws, values, and rules that generate the menwegsdl land organizational forms
available in a country and which in turn determtihe distribution of power on how
ownership is assigned, managerial decisions areeraad monitored, information is

audited and released, and profits and benefitsatkal and distributed.

On his part, Millstein (1998) describes corporatevegnance as the relationship
between managers, directors and shareholders. Thisstricted definition

encompasses also the relationship of the corporadicstakeholders and society. No
matter the definition, Millsten (1998) observestthasically corporate governance
concerns the means by which a corporation assavestors that it has in place well
performing management who ensure that corporattsapsovided by investors are
being put to appropriate and profitable use. Ithsrefore difficult to define the

concept of corporate governance in a universalbepiable way because definitions
vary from country to country due to culture, legaystems and historical

developments (Ramon, 2001).

Cadbury Committee (1992) defines corporate govermas “the system by which
companies are directed and controlled”. On therdthed, Rajan and Zingales (1998)
define a governance system as “the complex sebmgtraints that shape the ex post
bargaining over the quasi rent registered by then"fi Mayer (1997), corporate
governance is seen as concerned with ways of bgniie interests of investors and

managers into line and ensuring that firms arefouthe benefit of investors.

16



CG also been defined by Keasey et al (1997) toudelthe structure, processes,
cultures and systems that engender the succesgiiaton of organizations.
Corporate governance is concerned with the eskabéat of an appropriate legal,
economic and institutional environment that woudtilitate and allow business
enterprises to grow and strive in order to maxinshareholders’ value while being

conscious of the interests of other stakeholdedstla society. Ademba (2006).

According to Claessens (2003), corporate governameed include: The relationship
between shareholders, creditors, and corporatidietyween financial markets,
institutions and corporations; and between empleyaed corporations. Corporate
governance would also encompass the issue of @aigpaocial responsibility,
including aspects such as dealing with the firmhwiespect to culture and the

environment” (Claessens 2003, p.5).

In many developing countries, systems of corporgd@ernance are frequently
‘relationship-based’ which can foster insider tragdand corruption, Oman and Blume
(2005). Ensuring better governance of corporatifinancial institutions and markets
are increasingly recognized in developing countdespite the limited number of
firms there with widely traded shares, Oman andni&u(2005). According to

Claessens, 2003 significant development in deve{pmountries benefits can be

linked to higher corporate governance standardsdrprivate sector.
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Agents or managers may not always act in the béstest of shareholders when the
control of a company is separate from its ownersimipJune 1959, Simon Herbert
proclaimed that managers might be “satisfiers”eathan “maximisers,” that is, they
tend to play it safe and seek an acceptable levgravth because they are more
concerned with perpetuating their own existence thédh maximizing the value of
the firm to its shareholders. Shareholders deledatasion-making authority to the
agent (CEO) with the expectation that the agent &gt in their best interest. In
contrast, Demesetz (1983) and Fama and Jensen)(%888est that the primary
monitoring of managers comes not from the ownetsfimm the managerial labour
market. It is argued that management control ofrge corporation is completely

separate from its security ownership.

A comprehensive theory of the firm under agencwragements was developed by
Jensen and Meckling (1976), who show that the grais can assure themselves that
the agent will make the optimal decisions onlygpeopriate incentives are given and
only if the agent is monitored. Monitoring consisfsbonding the agent, systematic
reviews of management prerequisites, financialtapdind placing specific limits on

management decisions. These involve costs, whiehaar inevitable result of the

separation of corporate ownership and control. Swusts are not necessarily bad for

shareholders, but the monitoring activity they caweeds to be efficient.
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After independence the banking and financial ingush Kenya was highly
controlled. The government relaxed the stringefgsrin 1982 with the issuance of
licenses to operate non-bank financial institutio®BFI). The low capital
requirement of only 5 million for non bank finankiastitution led to mushrooming
of these institutions. The relaxed regulatory amgesvisory systems, upon which the
banking and financial institutions operated durihig time, led to poor governance
and management culture in the industry (Centredoporate governance, 2004 p.5).
1980s saw the collapse of some banks, the firgtigbeiral urban credit finance
company Itd which was liquidated. After this thevgmmment made changes in
banking act as well as CBK act in order to curkthHer instability in the banking

industry.

Despite the effort of government in streamlining tanking sector by introduction of
statutory regulatory measures of containment, roares still collapsed due to weak
internal controls and bad governance and managepnaatices. Some of the banks
that collapsed then were continental bank of Keagd continental credit finance
limited collapsed in 1986, capital finance limitedllapsed in 1987 and Eurobank in
2002. Adoption and emphasis on corporate governapagaany companies has seen
it become a household name as these companies stroompete and satisfy all their
stakeholders. The CMA came up with guidelines apa@ate governance that was
gazetted on 31st may 2002. The guidelines wereapeefor companies listed in
Nairobi stock exchange but companies in privatdosegre encouraged to practice

good corporate governance as well.

19



Consultative corporate sector held in November 1&8@8March 1999 resolved that a
private sector initiative for corporate governaree established to: Formulate and
develop a code of best practice for corporate Gaere in Kenya, explore ways and
means of facilitating the establishment of a nati@pex body (the National corporate
sector foundation) to promote CG in Kenya and Qiirate developments in
corporate governance in Kenya with other initiagivi@ east Africa, Africa, the

Commonwealth and globally.

On 8th October 1999 the corporate sector at arsgrorganized by the private sector
initiative for corporate governance formally adapte national code of best practice
for corporate governance to guide corporate govexman Kenya, and mandated the
private sector initiative to establish the corperaector foundation, and collaborate
with the global corporate governance forum, the rm@mwealth association for

corporate governance, the African capital marketsih, Uganda and Tanzania in

promoting good corporate governance (Edema 2006).

Since the collapse of Enron in 2001, one of Amésitargest companies, corporate
governance has become one of the most commonlypisades in the current global
business vocabulary as indicated by Solomon andn8m (2004). Interest in
corporate governance is growing at an exponentdé rand improvements in
corporate governance practices are being orchedtrat a global level, while
international bodies such as the Organization tmmemic Development (OECD) are

developing internationally acceptable standardsogborate governance.
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As a result of increasing interest in corporate egpance matters within the
practitioner community, academic research has groamidly in the area. At

universities across the UK, new modules are sprigip on corporate governance-
related issues, with corporate governance becorengral to many business-related

degree courses (Solomon & Solomon, 2004).

In Kenya, the Centre for Corporate Governance (Cé@)ndependent organization
was established in March, 1999, as the PrivateoB&mbrporate Governance Trust.
The centre seeks to improve the quality of life pgfople in Kenya and Africa
generally, by fostering adoption and adaptatiopliagtion and implementation of the
highest standards of corporate governance in pkgyof business enterprises that
ensure that the business enterprises thrives. ds do through awareness raising,
advocating for reform; initiating research, faetihg monitoring and evaluation
activities; and supporting training and educatiolmgpammes that build national
institutional and human capacities. The values upwbich CCG was founded and
which guide its operations are to act in the bestrest of society in promoting
effective and efficient use of resources, in a neamased on accountability, integrity,

responsibility and transparency.

Many countries especially in emerging markets h@uaged into economic crisis due
to weak legal environment and poor governance sBystd his triggered discussions
on the importance of corporate governance (Sun@3)20f countries are to reap the
full benefits of the global capital market andhky are to attract long term capital,
their corporate governance arrangement must béteexhd consistent with practices
across borders (Muriithi 2004). Good corporate goaace practices have become a

necessity for every country and business entep(iibet, 2001).
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Several workshops have been held in Kenya regardimoigporate governance.
Workshops organized by the private sector corpogateernance trust, NSE, CBK,
ICPAK, and ACCA Kenya chapter have stressed theortapce of corporate
practices such as board composition and audit ctteesi Khemani & Leecher
(2001) argue that competition is needed for a cellaf good corporate governance to
thrive. Competitive policy helps bring about effiocy, promote greater
accountability and transparency in business dewsind lead to better corporate
governance. Zingales (2000) discusses how the yees tof firms that are emerging

demand a re-evaluation of corporate governance.

The Cadbury report (1992) cites three fundamemtatpod corporate governance as
openness, integrity, and accountability relevartidth private and public sector. The
report of Nolan committee (May 1995) stipulateseseyprinciples that guide good
corporate governance as selflessness, integrijgciity, accountability, openness,
honesty and leadership. In all fields of human emdg good governance is founded

upon the attitudes, ethics, practices and valudéiseoivellbeing of the society.

The OECD principles of Corporate Governance (1988 developed by the
Organization of Economic, Co-operation and Develeptr{OECD), in response to a
call by the OECD council meeting, to develop, innjomction with national
government, other relevant international organiresiand the private sector, a set of
corporate governance standards and guidelineseTprasciples, agreed on in 1999,
have formed the basis for corporate governancatinigs in both OECD and non-

OECD countries.
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There is no single model of good corporate govezeaHowever, work carried out in
both OECD and non-OECD countries and within theanrzation has identified some
common elements that underlie good corporate gavee The principles are built
on these common elements and are formulated toaamlihe different models that
exist. For example, they do not advocate any pdaicBoard structure (OECD,
1999). The corporate governance framework shoutept and facilitate the exercise
of shareholder’'s rights (OECD, 2004). Basic shaladrorights include: secure
method of ownership registration, right to trans$bares, obtain relevant material
information on the corporation on a timely basiastigipate and vote in general

shareholder meetings, elect and remove membehe @dard.

Corporate governance framework should ensure thategic guidance of the
company, the effective monitoring of managementtliyy Board, and the Board’s
accountability to the company and the sharehol(@@ECD, 2004). The appointment
of the Chief Executive Officer (C.E.O) and senitafsshould also be the role of the

Board (C.C.G, 2003).

2.3.3 Strategy | mplementation Challenges
Strategy implementation is defined as a way in Wlain organization should develop,

utilize and amalgamate the structure, control systand culture to follow strategy
that will lead to competitive advantage and bgttaformance (Pearce and Robinson,
2007).According to Chakravarthy and White (2001fyategy implementation is a
process by which strategies and policies are patantion through the development

of programs, budgets and procedures.
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Chandler (1962) defined strategy as the deternainadf the basic long term goals
and objectives of an enterprise and the adoptioraation and the allocation of
resources necessary for carrying out these godis. Means that strategy is about
managing new opportunities. The strategy that @seh should be one that optimizes
the resources available in order to achieve orgdéioizal goals and objectives.
Strategy implementation has been defined as “tbegss that turns implementation
strategies and plans into actions to accomplisbatives” Pride and Ferrell (2003). It
addresses who, where, when, and how to carry ocategtc implementation process

successfully (Kotler et al, 2001)

Alexander, (1985) explain that strategy implemeatatinvolves articulating the
mission, objectives and intent of the strategy fostaff, planning, acquiring and
allocating organization resources and managing @inpan staff and external
environment, creating the right organization swwoet establishing appropriate
organization systems, developing a management diys is supportive of
organization culture and takes a proactive apprt@dulture change and considering

strategy at three organization levels( corporatsirtess and functional).

According to David (2003), both managers and eng#syshould be involved in the
implementation decision and adequate communicatietween all parties is

important for successful implementation. Elemeht require consideration during
the implementation process include annual objestiy®licies, resource allocation,
management of conflict, organization structure, agamg resistance to change, and

organizational culture.
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Bartlett and Ghoshal (1987) noted that in all tbenpanies they studied “the issue
was not a poor understanding of environmental ®roe inappropriate strategic
intent. Without exception, they knew what they badlo; their difficulties lay in how
to achieve the necessary changes”. Supporting Miler (2002) reported that
organizations fail to implement more than 70 peragrtheir new strategic initiatives.
Given the significance of this area, the focushia field of strategic management has
now shifted from the formulation of strategy to itsplementation (Hussey, 1998;

Lorange, 1998).

The main steps in strategy implementation includeseloping an organization
having potential of carrying out strategy succdsfdisburse abundant resources to
strategy essential activities, create strategy-oeraging policies, employ best
practices and programs for constant improvements larxk reward structure to

accomplishments of results, Kombo ( 2008).

The factors to be in place for successful implemigon of strategy include sufficient
space in the work environment to relieve staff fremarmal activities and to
participate in the required change, the implem@nigirocess must be integrated into
the organization’s operations (time schedules feetings, planning and deliverables)
so that it becomes a legitimate organizational gge@nd having acquired appropriate

resources to enable the strategy to be implemd@teld, 2002).
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Strategy implementation has attracted much lesentadn in strategic and

organizational research than strategy formulatiorstoategic planning. Alexander
(1991) suggests several reasons for this; strataglementation is less glamorous
than strategy formulation, people overlook it bessaaf a belief that anyone can do it,
people are not exactly sure what it includes ancerehit begins and ends.
Furthermore, there are only a limited number of ceptual models of strategy
implementation. There are many operation-relatedblpms to implementing

strategies. These are problem with suppliers, rieegroduction software, loss of
control of inventory, inapplicability of strategiés low-volume operations or batch
oriented productions, management complacency aad dé late production; and

conflicts with ongoing projects (Drazin and Howat884).

The available literature in the 1990s on stratagplémentation was examined in
order to identify potential strategy implementatigmoblems. Eisenstat (1993)
indicated that most companies attempting to develew organization capacities
stumble over these common organizational hurdlespetence, coordination, and

commitment.

Guth and MacMillan (1986) provide insights of hoveak management roles affect
implementation by identifying the relative importanof the three determinants of
implementation effort: perceived ability, perceivgmtobability of success, and

perceived consistency between personal goals anstititegic change goals. Personal
characteristics of the middle managers influenaar therceptions and the national

culture characteristics influence the perceptidmaiddle managers.
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Heracleous (2000) indicated that if middle managena® not think the strategy is
the right one, or do not feel that they have thguigte skills to implement it, then
they are likely to sabotage its implementation liletrate actions or inactions, if

implementing the strategy may reduce their powdriafiuence.

The role of appropriate management in strategicesgis highly significant. It has
been observed that leadership plays a critical imléhe success and failure of an
enterprise (Kazmi, 2002).Adequate leadership isleédor effective implementation
of strategy as this will ensure that all comparfpre$ is united and directed towards

achievement of company goals (Pearce and RobiiS&8).

Chief executives should play a leading role byimg in setting company values and
giving a positive lead. The chief executive roledefveloping motivational systems
and management values is critical to the success aimpany. Strategic decisions
create a wave of sub-decisions that must be suodgsmplemented Mintzberg et al.

(1976). Typically, the manager-leader (middle mamagand supervisors) is held
accountable for the implementation of these sulistets. Sub-decision

implementation is defined as a sequence of tasksfutly executed so that a

favorable business outcome can be achieved in gtbum to short term.
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It is clear that the particulars of such implemé&otavary widely from decision to

decision, but virtually all decisions require eiiat implementation to be successful
(Nutt, 1993). Or in other words, a brilliant deoisican prove worthless without its
efficient implementation. Even the best decisioa$ tb be implemented due to the
inadequate supervision of subordinates, among otlea@asons. Kenny (1999)
emphasizes that those who implement decisionsetdeist of their ability are usually

those who have made them.

Ansoff (1999) rightly noted that, “although an eatdiscipline is devoted to the study
of organizational strategy, including strategy ierpentation; little attention has been
given to the links between communication and sggateBusiness communication
researchers have become increasingly interestetheincontribution of corporate
communication to a company’s ability to create disgeminate its strategy in the last
decade. However there is importance of communicdiio the process of strategy
implementation (Heide, Grgnhaug and Johannesser2).200rganizational
communication plays an important role in trainihgpowledge dissemination and
learning during the process of strategy implemé@nmaand it is pervasive in every
aspect of strategy implementation, as it relates icomplex way to organizing
processes, organizational context and implememtatigectives which, in turn, have

an effect on the process of implementation (PeanceRobinson1988).
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The challenging aspect when implementing strategythie top management’s
commitment to the strategic direction itself. Inns cases top managers may
demonstrate unwillingness to give energy and lgytdtthe implementation process
(Marginson, 2002). This demonstrable lack of commeiit becomes, at the same

time, a negative signal for all the affected orgational members.

Hewlett (1999) suggests that most strategic plams haurdled by the financial
constraints during the time of their implementatitins important, particularly at the
business level, to integrate non-financial meassteh as market share or market
growth in the budget, so that one can better as$es&xtent to which improved
competitive strength is being achieved as wellh&sextent to which deviations are
due to changes in the business attractiveness, silsce most budgets will be based
on operating departments, it is important to suppase key non-dollar factors that
would signal whether the strategic programs areg@ding on schedule. The concern
for financial measurement accuracy in the budgetans to have jeopardized the

concern for relevance in some companies' budgets.

The various program alternatives need to be ecaraliyievaluated in two respects.
First, there are different ways to achieve a paldicstrategic implementation action
and these alternatives should be compared. A ewsdflh analysis is needed, but
unfortunately is done too often on narrow grouri8ig.only looking at the financial
costs and benefits without taking a strategic askessment into account one might
easily pursue the less favorable project or faiséarch for less risky alternatives

(Porter 1985).
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To assess risk in this strategic context threessté@mnalysis must be carried out: a
specific assessment of which budgetary factors nammificantly affect the strategic
plan’s success; an assessment of the degree attalality of each factor; and an
assessment of one's own potential for responding tparticular environmental
development to ameliorate adverse effects or tee takvantage of favorable
developments. Thus, the choice of plan alternagiveuld put major emphasis on
maintaining strategic flexibility (Eisenstat 1993Unfortunately, a too narrow
financial analysis typically seems to take placécWwiiloes not pay proper attention to
maintaining strategic flexibility. The second adpefcthe economic evaluation of the
strategic planning activities relates to the aggtieg of strategic programs into an
overall "package" for the division. Many businessesnot take existing programs
into account when choosing the overall "package'steditegic programs; thus, the

continued relevance of existing strategic prograamst examined (Kaplan, 2005).

However, even if a "zero-base" approach has beleentto the program package
evaluation, another problem seems to be that tbkag® is chosen according to some
cut-off point on a cost-benefit ranking, withoutypay proper attention to how the
combination of strategic programs provides thedtiioe agreed upon for the business
during the objectives-setting stage. Too often stingtegic programming activities are
left open-ended without proper assessment of dvbrainess strategy impact and
consistency with the business objectives. Whent afsstrategic programs has been
decided upon it is implied that resource allocatidmve been made for these
programs, often for several years into the futWeéhout providing for the necessary
assets and strategic expenditures a strategic gmogrannot be implemented

(Eisenstat 1993).

30



However, in most companies there is a long traditiballocating resources to capital
investments through capital budgeting and for egiat expenditures through
discretionary expenditure budgets. There is a prabihen these traditional resource
allocation procedures are not modified to be coestswith the resource allocation
pattern implied by the strategic programme ac#sitithe new role for the traditional
capital budgeting and strategic expenditure tobtsukl be as fine-tuning and safety-
checking devices for the strategic resource alioogpattern, and not as devices to
frustrate the progress of strategic programs. Uafately the latter might easily
become the case, particularly when different orztional staff groups are primarily

responsible for the activities (Peng and LitteljoR001).

Many projects are based on cost budget. Thergaesdency in the private sector to
not properly estimate the true costs of implemensirategic plan for fear of not
getting the project funded adequately. The mostreomof the forgotten costs are the
indirect or non-project costs. There is a tendeimcyyome departments to under-
estimate the true costs of implementing stratedgm gor fear of not getting the
project funded. The most common of the forgottestca@re the indirect or non-
project costs. Some of the most often overlookestscimclude staff related costs for
example recruitment costs, training, benefits aatlutory payments, start-up costs,
overhead or core costs. After all that have beasidered, then a budget is drawn for

the whole organization (Heller & Aghvelli, 2005).
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The primary concern during the budget implementatwocess is to ensure the
fulfillment of the financial and economic aspecftstite budget. The financial tasks
include; spending the amounts for the purposesifgcminimizing savings and

avoiding lapses or rush of expenditures during éhd of the year. The economic
tasks on the other hand arc; ensuring that theigddytargets of programmes and
projects are achieved and the macro-economic aspafctthe budget such as
borrowing and deficit levels are also achievedmianaging budget implementation
one of the key areas of focus is the revenue apdraditure flow pattern. Aggregate
revenues tend to be below the projections on wtiiehbudget is based (Kiringai and

West, 2000).

In situations when revenue inflow is low and therefcash releases are affected as
budgeted, ministries are often forced to reduceeedjiures. As a rule, personnel
emoluments and statutory obligations for examplet geayments are exempt from
expenditure reductions, therefore implementation defvelopment projects and
purchase of goods and services suffer severe targgeiductions (Kiringai and West
2000). This result in distortion of priorities amdduction in productivity as the
recurrent costs of development projects cannot & @ne of the major problems in
the implementation of the budget especially theettgpment budget is the recurrent
cost problem. Heller & Aghvelli (2005) define thecurrent cost problem as the
failure to provide adequate funds to operate anidtaia a project or programme. The
recurrent cost problem arises when the recurretiiymiare sufficiently below the
level necessary to operate or maintain a projectsaintended level to result in a
noticeable loss in output, inefficiency or an olmsodeterioration in plant and

facilities (Heller & Aghvelli, 2005).
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The budgetary and economic tasks are rendered tmpeda through the
administrative process that comprises four majtarielated phases of work namely;
an allocation system under which expenditure istroied by release of funds,
(Muleri, 2001). Supervision of the acquisition afogls and services to ensure value

for the money spent, (Brigham, 2005).

Many strategic planning managers have resorted um@alistic and unattainable
strategic plan schedules. It is easy to ignoreityeakt times when developing a
schedule, to skip some fundamental steps in coimgleéhe schedule. Very often,
everything may look good on paper but the resuly maviate significantly from
reality. One of the way of ensuring that paper gigsiare in tandem or synergistic
with reality is to ensure that the strategic platheslule correctly addressees
dependencies between strategic plan tasks. Whegndes strategic plan schedule, it
is always good to keep in mind how some activitielste to other activities and
define them accordingly. Establishing clear depentis between tasks and having a
true understanding of the critical path, (the strof tasks that are the longest point
between the start and finish of the strategic pigile most important component of

any building construction strategic plan schedule.

Pacelli (2004) established that one other way afugng that the strategic plan
schedule is realistic is to make sure that thetegjra planning schedule is not too
long, the strategic planning team understandsedrtl and all the strategic plan tasks
produce useful deliverables. When designing thetesgic plan schedule, it is always
good to ask continually what is the deliverablet thdl be produced out of any
anticipated activity. What will the deliverable lobke? What happens if the activity

is not done?
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(Buckoutet al., 1999) points out that having a realistic andiattble strategic plan
schedule guarantees successful delivery of anyegicaplan. Lack of a proper
strategic planning schedule is one of the suressemm of strategic plan failure
especially when the clients is under pressure ftbenstrategic plan sponsors who
insist on quick returns on their financial investmeThis is specifically so if the
strategic plan is funded by borrowed funds. Itnipérative for all the strategic plan
stakeholders to emphasize on a properly desigmatégic plan schedule. Without the
schedule, a strategic plan might linger for morftleraanother, consuming resource
and missing opportunities. Time is one of the caitifactors that need to be managed

for a successful implementation of a strategic plan

2.4 Empirical Studiesand Research Gaps

Rujitha in (2012) did a research on challengesoiparate governance : issues and
concerns and noted that corporate governance wéhlshe entire networks of formal
and informal relationships with the management led tompany and company’s
stakeholders including employees, customers, aeditlocal communities, and
society in general. The objective of this paper teasxamine the challenges faced in
the present corporate governance practices in.ligtiee of the issues observed are
how far “independent” is the “independent directdro plays a key role in the audit
committee for the practices of good corporate guwece. The paper also analyzed
regulatory deficiencies in corporate governance asd discussed short comings in
the provisions of the companies Act, stock exchdigimg criteria, codes of good
practice in corporate governance of listed commaniich have incorporated

provisions of corporate governance and requirdtatee audit committee.
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Monika (2002) in the study corporate governancéanks: problems and remedies,
highlights the weak and ineffective corporate gaaece mechanisms in banks and
are pointed out as the main factors contributinght® recent financial crisis. Deep
changes in this area are necessary to reinforceniuecial sector stability. The paper
presents key aspects requiring reforms: the radestitution and accountability of
board, risk management, management remuneratiansgarency, new regulations
and guidance are presented, creating the foundatayra new order of the financial

market. The paper also points out the banks’ stalkehs’ accountability.

Agency theory and resource based view theory lgbhlihe challenges between the
principal and agents while the resource based thewry elaborates how proper use
of resources can be profitable to the organizagspectively. Various reviews reveal
studies on strategy implementation. However, litdsearch has been carried out in
Kenya regarding challenges faced by organizations corporate governance
implementation. Principals and agents from variouganizations do not seem to
understand their obligations as far as corporateem@nce implementation is
concerned and those who understand face some sgenmsurmountable challenges

which this study will focus to highlight.

2.5 Chapter Summary

This chapter reveals two theories in the area gfarate governance; Resource based
theory which explains that firms possess variabsources that enable them achieve
competitive advantage and Agency theory descrite réflationship where the

principal entrusts the work to the agent.

35



The chapter provides a detailed knowledge of thecepts of CG and strategy
implementation challenges have also been discuSgede of the challenges include;
adequate communication, environmental forces, weastnagement, financial

constraints and other budgetary factors among athedienges.

The chapter mentions some empirical studies that baen done both locally and by
international scholars. From some of the studies)esof the issues observed in CG
are: the independence of directors, regulatory caafcy in CG, management

remuneration and stakeholder responsibility amahgrs.

The chapter concludes by highlighting the resegagbs; studies have been done on
strategy implementation, however little researcls feen carried out in Kenya
regarding challenges faced by organizations in @@ementation. The next chapter

presents the research methodology.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This chapter covers the research design used, adlection methods and data

analysis.

3.2 Research Design

The research design is a case study. A case s$udly in-depth investigation of an
individual, institution or phenomenon of a partenulunit under consideration
(Kothari, 2004). The study is used to identify tellenges of corporate governance

strategy implementation at Oriental Commercial BemKenya.

In this light therefore, a case study design isndled the best design to fulfill the
objectives of the study as the results will be expe& to provide an in-depth
understanding of how the bank responds to the catpogovernance strategy

implementation challenges.

3.3 Data Collection

The study used primary data which was collectedutin a face to face interview
guide with the researcher at the Oriental CommEBaak. The interview guide had a
mix of questions, with open ended and specific sasps to a range of questions
(Mugenda & Mugenda, 2003).The interviewer listedvdall the responses given by

each interviewee.
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The interviewees were 9 functional departmentatibesnd 8 Senior Managers from
different department who are in charge of Financ&&@ministration, Audit &
Enterprise Risk Management, Information Technolo@perations and Human
Resources. They were considered to be key infosntmtthis research because of
their involvement in strategy formulation and implentation. In addition the
departments in which the intended respondents wokke the key developers and

implementers of the banks strategies.

3.4 Data Analysis

The data obtained from the interview guide was yaal using qualitative analysis.
Qualitative data analysis makes general statenmntsow categories or themes of

data are related (Mugenda & Mugenda, 2003).

The qualitative analysis was done using contentyaisa which is the systematic
qualitative description of the composition of thgextives or materials of the study
(Mugenda & Mugenda, 2003). It involves observatiand detailed in-depth
description of objects, items or things that cosgthe object of study. The variables
that were used in the analysis are broadly claskifito two: corporate governance

and strategy implementation challenges.
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3.5 Chapter Summary

The chapter reveals the research design of the stsih case study; which is an in-
depth investigation of how the bank responds todbmporate governance strategy
implementation challenges. a case study desigaeméd the best design to fulfill the

objective of the study.

Data was collected by use of an interview guidéhwitmix of questions, with open
ended and specific responses. The interviewedliglieresponses from the functional
heads of departments interviewed. The intervieweei® considered to be the key
informants for the research because of their iremlent in strategy formulation and

implementation.

Data collected was analyzed through qualitativelysia which was using content
analysis; a systematic qualitative descriptionh&f tcomposition of the objectives of
the study. The variables involved were classifiatb icorporate governance and

strategy implementation challenges.
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CHAPTER FOUR
DATA ANALYSIS RESULTSAND
DISCUSSION

4.1 Introduction

This chapter presents the results, analysis amdisgns with regard to the objective
and discussion of the same. The research objestigeto determine the challenges of
implementing corporate governance at Oriental CormiaeBank in Kenya. The
interviewees comprised the top level managers ef bAnk and the researcher
interviewed ten respondents out of the intendecersieen interviewees. All the
interviewees had worked in the organization betwéeea to ten years. It was
therefore felt that the interviewees were knowledde enough on the research

subject matter and help in the achievement ofekearch objective.

4.2 Challenges of theimplementation of Cor porate Governance

Strategy

OCB faces a number of challenges in implementirgy strategies. The study
established that different factors that have hiedezffective implementation of the
strategy. The challenges comprised of: inadequas®urces, ineffective reward
system, culture diversity, inexperienced employekxk of feedback and a
monitoring system, organizational culture and gtreee and other external
environmental factors which include: bank customergense competition and

technology.
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The study requested the informants to confirm dréhwas a corporate governance
strategy. All the respondents confirmed that thees. However the findings from
respondents indicated that the original strategy ptas poorly conceived and that the
strategy is not properly understood by the bank leyges therefore causing the
implementation process to take more time than @dnn Unanticipated
internal/external problems arising, poor coordimatbf activities, crises or competing
activities diverted attention, assigned employesmskdd necessary skills, assigned
employees being inadequately trained, insufficiemitocation of resources,
uncontrollable external environmental factors, emohte lower-level leadership and
direction, poorly defined key tasks and activitiesd inadequate monitoring of

activities and progress.

Inadequate information systems used to monitortegiya implementation was
identified from the findings as another challendéajority of the respondents
indicated that when vertical communication is megjient, strategic consensus that is
shared understanding about strategic prioritiesnaé enhanced and corporate
governance strategy implementation fails. The stiwdither found that senior-level
leaders failure to communicate the OCB’s direct@mm business strategy to all of
their subordinates causing unsuccessful strategyfemmentation due to inadequate
information systems used to monitor strategy im@etation. This implies that
inadequacy of information systems constitute thebaarier to the implementation of

planned strategic activities.

41



It was established that the culture in the orgamnahindered implementation of
corporate governance strategy. The cultural factbet were identified by the
respondents included resistance to change andajéaek of commitment and sense
of obligation by some employees. some senior st&finbers that are used to certain
ways of doing things in the organization and whemenew changes were introduced
or change of strategy was required to capture @ioevpportunity or counter a given
threat, the same group would be slow in decisiokingathat lead to the loss of
opportunity. The interviews established that whempleyees are used to a certain
way of life or a way of doing things, normally nedleas are seen as a threat to the

existing culture and will naturally be resisted.

The researcher also established that leadershipram&gement was a challenge to
the process of corporate strategy implementation. tAis extent 100% of the

respondents were of the opinion that indeed leagensas a big challenge to the
process. They supported this by pointing out th&wua kinds of challenges faced by
the organization resulted from the leadership acel First, rigidity and bureaucracy
together with the failure to embrace new ideas amdbvational technology in

business was noted as a challenge. In additiong sointhe managers have been
known to lack expected competence to ensure az#i@ih of the strategies.

Management resistance to change and new ideaspfiatsionary leadership together
with poor leadership skills and knowledge are stdditional challenges facing the
organization. Some of these leadership skills vieoad to be due to lack of proper

training.
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The customers’ influence on the implementation lvé brganization’s corporate
governance strategy was also noted to be a challefige bank has known its
customers to desire quality service and abhorrigl lexpectations. Thus in some
circumstances, demands from some high net wodtomers cause bank officials to
infringe policies that are already in place andsagjuently jeopardize shareholders
interests at the risk of losing the customers. &ample, some customers demand
high interest rates which are out of scope on fidegosits and on the other hand,
other customers demand low interest rates to beyeaon loans and other facilities
and therefore causing a challenge to bank officiale® are always required to

maximize profits for the shareholders and at threestime retain the customers.

Further, the respondents noted another challende tthe introduction of products
which were not market driven. The bank for exangwald discontinue a particular
product line and introduce a new product that isnegeived well by customers or
unaligned products in line with the consumer needsl also increasingly
sophisticated clients who gave out organizatioital information to the competitors.
This cause the organization’s strategy not to bézed however much effort is taken
to implement the same. In addition, the respondextt® highlighted negative
criticism from customers as a big downturn to thmplementation strategy because
the customers might be reluctant to share infownatin how they want the new
system improved but at the same time being thesritf efforts purposed for their

benefit.
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The interviewer established that the organizatiaiisicture is also a challenge to
corporate governance strategy implementation. Thectsire of an organization is
designed to facilitate how work is to be carried wubusiness units and functional
departments and not to be an impediment in theldpweent or implementing of the
organization’s strategies. It was observed thatvibeical structure that has been
adopted by the organization though good for colmigpl the activities of the
organization, has influenced its decision makingcpss. Its response structure was
found to be slow and in some cases lead to losppdrtunities. Further when asked
about other challenges in strategy implementatibithvis brought about by the way
the structure was organized, the respondents gbmtethat some roles and functions
were not clearly structured and that they lackexlshpporting structure. In addition
the management's failure to take initiative in ¢eg and sustaining a favorable
environment within the firm that could incorporatdl the stakeholders in the

implementation process was identified as a majaliehge.

The study sought the Opinion whether there werBcgerit resources for the strategy
implementation. From the findings, majority of thespondents indicated that the
available resources (physical, financial, technigi@gand human) were inadequate
for the strategy implementation in the bank. Frdme findings majority of the
respondents indicated that inadequacy of finanoglshwman resources in terms of
gualifications, competence and numbers were idedtds major constrain that hinder
the strategy implementation. This clearly indicatddht insufficient funds and
insufficient personnel in the company were chaleendacing implementation of

strategies at OCB.
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Information gathered show that external partness delayed in providing expected
support in time. Poor time planning may lead tdlldsonment of the partners on
strategic decisions who may quit the business beiimplementation is completed.
Partners such as legal firms, property valuerssk@mple delay to provide required
information which is vital for decision making. Sualelays frustrate corporate

governance implementation and ultimately lead $s lof business for the bank.

The researcher also confirmed through the inteméswthat employees are a
challenge to the process of corporate governangdementation; employees play
roles including formulation of strategic objectimad execution of activities in order
to realize plans. The argument is that since pesdiavere formulated to profit the
organization, employees are in the frontline anedally involved in implementing

strategies though with the help of line managews;eixample, if a new system was
introduced, employees are required to implementsdme and hence constitute a

critical part of the organization.

Asked whether there was resistance experience flmmemployees in relation to
strategy implementation, the respondents were lirafireement adding that at times
there was lack of commitment to agreeing to nevasdand diminishing feeling of
ownership to the new policies. They outlined sorhthe ways on how to overcome
these resistances to include the involvement ofttal staff in devising strategic
objectives, communication, motivating employees amtouraging team work

together with frequent recognition of employee’siagement.
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The interviewees further added that disseminatidnvision through constant
communication was paramount in overcoming resigsras the employees would
feel as part of the process. Further, resistanceh@nge and the fear of new
technologies by the old staff were considerabldlehges as well. The pursuance of
other goals different from those of the organizatyy the staff was also identified as
another great challenge. The interviewees pointed tbat they faced not only
criticism and lack of cooperation but also stratémjjure and implementation delays
together with lack of self-motivation. The greatedtallenge is in bringing all

employees on board to adopt new ideas.

The researcher also established that other stakahquirements cause challenges
to the process of corporate governance strategyeimgntation. Issues like the
alignment of strategies in line with other stakeleos’ expectations, especially the
shareholders are a challenge. Shareholders exp@i¢mtls which may conflict with

company’s strategy to retain profits in order tpaxd.

Technology is a challenge to the process of cotporgovernance strategy
implementation. All interviewees agreed that thekbeequires a robust technology
for efficient processes and to be consistent wittha electronic banking. The
organization needs to do a lot in terms of inteemat branchless banking that requires
huge investment of resources to maintain in terfneapital and human resources.
The interviewees noted that economic change, téabiwal advancement, political
changes and the change of guiding policies byegelator bodies for example CBK
and KBA. In addition, unaligned organizational &yst together with stiff
competition were pointed out as major problems Wwhiere a big setback to strategy

implementation.
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The interviewees agreed that the organization dméshave a clear reward system
which they feel that it interferes with the corpergovernance implementation. Lack
of an elaborative reward system means lack of msparent remuneration formula
which consequently causes demotivation among erepwho feel that they are not
equitably rewarded. This feeling appears as a fofrdiscrimination which causes

disillusionment and loose of focus in corporateaggoance implementation.
4.3 Discussion

The results of this research suggested that foecwfe corporate strategy
implementation, several factors need to be put suaosideration. The first most
important factor for effective strategy implememdatis the involvement of all

stakeholders at the corporate strategy making psocA& great majority of the

respondents reported that organizations neededne wp with strategy formulation
that is supported with an action plan for effectsteategy formulation process and
implementation. The organization structure, cultuegnployees, customers and
shareholders, according to all the respondentsjldhze put into consideration for

effective corporate governance strategy implemamtagiplagat (2008).

The interviewees indicated that the involvementhef senior management in strategy
implementation and training together with commutiasa of benefits of corporate

governance strategy to all staff were key waysueracome most of the challenges
realized in strategy implementation. Respondent®menended the openness of
board meetings to create an all-inclusive procdssrevnot only the staff but also the
customers could feel part and parcel of the proCess way, the management would
win the support of employees and own up the proedssh is extremely important

for strategy implementation (Beer & Eisenstat, 2000
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The interviewees recommended the involvement ofooosrs through the research
and design process for them to understand fullir gecific needs and their ideas
and needs factored in before the final strategyclvie meant for implementation is
adopted. In addition communication, education tglouhe media ought to be
enhanced for them to be conversant with the newcipsl and products, holding
introductive sessions with customers in order f@m to appreciate new strategies,
trying to understand the consumers and educatiemy thn what policies are there for
implementation especially on the matters that affdfem. Therefore involving
customers at all levels of the implementation psscés important for effective

decision-making, guidance and support. Muthuri (301

The most significant opportunity to improve the erabf success of strategy
implementation is employee motivation. When inceniplans are tied to successful
implementation of strategies, managers come toirsgeoved performance as a
necessary and normal part of their jobs. Withoit linkage, staffs get demoralized
and lose the work ethics. Therefore, organizatisimsuld design effective rewards
and incentive schemes for motivating their peoplecontribute their best to the

implementation process. This agrees with the figdiom the study by Githui (2008).

Proper planning of financial resources and printj on the policies is a key factor
to be considered in avoiding wastage. It is alspartant to set aside enough finances
for the project while ensuring that staff are mated and recognized through reward
and appreciation schemes. The staffs with adedueiténg in their roles in strategy
implementation are resource centers in boostingotiganization competence and

qualification to handle demanding tasks. (Penglatteljohn, 2001)

48



Some of the remedial measures recommended by floemiants deal with the
challenges posed by management and leadershipléd;lhiring of experts to engage
senior management on the need for change, in addliey proposed that retreats for
senior management and the board ought to be sdtedal discuss the need for
corporate governance strategy implementation. Maeteadership training sessions
to instill a set of management competencies wascated for which the respondents
said could deliver better competitive and commémiactice, appraisal of individuals
was recommended as there was a believe that pénfprindividuals could be

identified and rewarded. Guth and Macmillan (1986)

The informants were in agreement of the challepgssd by ineffective coordination
and poor sharing of responsibilities which is aseault of poor communication,
overworking of some staff leading to errors. Thependents recommended various
ways of addressing these challenges, among thenagerg human resource
department and business units in harmonizing alesroin the company.
Communication of roles and responsibilities at anlyestage and involvement of
middle line managers at the tender stage was fuaitheocated for by the respondent
views. The interviewees in addition emphasized esponsibility and accuracy as a

great remedy to the challenges (Pearce and Robir8&8)
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4.4 Chapter Summary

The chapter presents the results, analysis andsdisns with regard to the objective;
to determine the challenges of implementing corgoigovernance at OCB. The
challenges comprise inadequate resources, ineffeateward systems, culture

diversity, inexperienced employees and other eatesnvironmental factors.

The chapter reveals that the strategic plan at @Qiorly conceived and therefore
causing delay in its implementation. In additionanticipated internal and external
problems arising, poor coordination of activitidsjerted attention, lack of vital skills
among employees also contributed in a major waytds/slowing down the strategy

implementation process.

The discussions revealed that several factors rnieelle into consideration for
effective corporate strategy implementation. Sorhéhese are involvement of all
stakeholders at the corporate making process, vawaént of senior management in
strategy implementation. The discussions agree fuittings from similar studies

done.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATION

5.1 Introduction

This chapter summarizes the findings, conclusiam$ makes recommendations as
per the research findings. It also includes suggestfor further research, research

gaps and contributions to the body of knowledge.

5.2 Summary

In summary, the study revealed that the respondargsaware of the corporate
strategies adopted by OCB and the implementatioogss and the challenges that the
organization is facing in the process of achievisgobjectives. As a result of the
above, the researcher felt that the results olddnoen the respondents reflect the true

position as in the organization.

OCB has responsibilities to shareholders, custamargployees and communities
together with the underlying objective of the fimhich is providing banking services
to Kenyans. Towards the attainment of this objegtithe firm has endeavored to
modernize its infrastructure through the employmeftnew technologies and
maintain a workforce that is motivated and willit@ysteer the organization towards

the attainment of the same objectives.
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The organization’s corporate governance strateggidar and concise and can be
understood by the employees though the organizatimpts a top-down approach in
its strategy development. As a result the employeelsthat they need to be involved
more by the top managers especially in strategiipslthat affect them. As a result
of the non-involvement of the employees in the tgwaent of the strategies,
implementation of these strategies has faced cigdke such as staff being hesitant to

act.

In addition, the organization has recognized thepartance of availing enough
resources to the implementation process espedlaiyhuman resource. Continuous
training and development programs have been ieditd help in building capacity of
these employees to face the different challengesiirgp from the business

environment.

In the pursuit of achieving implementation sucoalsthe organization strategies, the
company has faced a number of challenges. The eclyggs ranged from:
inappropriate organization structure, technologyward system, inadequate
resources, and capacity of staff, un-adaptive drgéional culture, and high
stakeholder and customer expectations. It was radéed that organization structure

should be restructured to facilitate quick respdhsaa is currently witnessed.

On the role that communication plays in the proaafsstrategy implementation at
OCB, the researcher found that proper communicatfastrategic awareness can act
as a cohesive force and succeed in connecting thitseultimate responsibility for

formulation of organization’s strategy with thoseedtly implementing policies.
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Communication is pervasive in every aspect of sgtimplementation, and it is
related in a complex way to organizational procgssgganizational context and
implementation objectives which, in turn, have ampact on the implementation
process and also enhances timely feedback on tgggss and challenges met in the
process of strategy implementation. The study afsond that effective
communication throughout the organization enhamearainderstanding of key roles
and responsibilities of all stakeholders includnigidle managers, whose role is often

pivotal and ensures that everybody understandessdevels at all times.

The researcher found that factors leading to giyat@plementation success includes
clear aims and planning, a conducive climate, givinplementation priority, having
abundant resources, an appropriate organizatiotralctgre and implementing
flexibly, advancements in technology, control metbas, strategic consensus,

leadership and positive attitude towards strategylementation success.

5.3 Conclusion

The study concurs with Simons and Thompson (1998)pgsition that an
organization is affected by various factors. Aseaded by the study, economic factors
and trends are highest influencing external agenttlie implementation of the
corporate governance strategic plan of OCB. Alamgsihe legal and Political
activities within the country and hence for the amigation to be strategic, these
identified factors must be effectively be monitoradd the processes be adjusted

accordingly.
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From the findings, the organization’s corporate egoance strategy seem to be clear
and can be understood by the employees thoughrgfamiaation adopts a top-down
approach in its strategy development and therefestablished that strategy
formulation follows a defined process and invohaesne organizations employees,

management and other stakeholders.

Engagement and involvement of all staff in the oosmpe governance strategy
formulation was found to be a prerequisite for eifee implementation. Managers
surveyed accorded great importance to the employeelvement for effective

strategy implementation. Information gathered aomfithat this factor was

responsible for the management engagement to weirstipport of employees and
own up the process which is extremely importantdivategy implementation. The
organization has a team of qualified and experigrstaff who are committed to their
work. In addition, the researcher felt it is import for the organization to have in
place adequate mechanism of incorporating the viewstakeholders especially the
ones that will be affected by the implementatiorsofe strategies. This agrees with

findings by Pearce& Robinson (2003).

Effective monitoring and evaluation of the straésgiduring implementation was
found to be critical. An organization should bei@ént in making decisions and
therefore increase the chances of achieving thee ssimategies. In an effort to
improve monitoring and evaluation, external coraultwill be recommended in order
to give independent and objective guidance towdhndsachievement of the same

organization.
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5.4 Recommendations and I mplications of the Study

Board of directors and management need to havepom@e governance code and
charter subscribed annually. Internal monitorinterivals need to be increased to
quarterly basis and feedback of performance pravidéhis shall portray the

seriousness and commitment to the organizatiomnijsocrate governance.

To improve on technological advancement, the bae&da to train key staff on
administration of the systems, review the job atans, reward system and the
organization structure. The bank has generallyzedlgreat achievement in terms of
revenue growth however a better reward system wbelda great boost that will
increase commitment to implementation of corporgteernance strategy and

therefore increase the shareholders’ value for theestment.

The researcher recommends that the company castiesan evaluation on the
application of the corporate governance strategyhi$ has been running in the
company. | suggest that this starts from the depant level and all the concerned
parties can do the same to the whole company. Enemesearch there is need for a
well-planned training program for staff at the deéyeent level and those involved in
implementation of the strategy. Regular trainingaild be valuable to the growth and
sustainability of OCB market share. It is necess$arnthe company to adopt capacity

building sessions.
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From this study; it has become apparent that varipolicies are not inclined to
support the implementation of CG. The most pronednia this study is the reward
system at OCB which appears to mismatch the adments of the employees as far
as implementation of CG is concerned. This stuugilenges and recommends an
overall scrutiny of the various policies in plage that to realign them in order to
eliminate constraints that either hinders or slodewn the process of CG

implementation.

This study affirms agency theory; that the printipatrusts the work to the agent
however conflicts are inevitable due to self-intéseof the two parties. The conflicts
are surmountable by finding a balance between W garties; by the principal

understanding the interests of the agent and by apent understanding and
maximizing the principal's objectives. This facttemds to all the organizations’

stakeholders. Similarly, this study agrees to thgument of resource based view
theory. The organizations ought to invest in adeguasources such as technology
and competent employees among others which ar@tfacorganizations to achieve

competitive advantage and lead to superior longn teerformance. In summary this
study verifies the arguments of the two theories provides an understanding of the

theories in a different dimension.
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Strategic plans are normally a blue print of whatoaganization should do so as to
achieve its objective, mission and survive in auulent environment. However,

implementation of the same normally experiencelehges and only a portion of the
strategic plans are successfully implemented. Atingrto this study, some of the
challenges are lack of commitment in implementitigtegic plans and if it has to be
implemented it is costly in terms of time and finag. In practice the implementation
does not follow bottom-up approach but top downcleeaften gets resistances from

the staff.

This study has scrutinized various challenges énpitactice of the implementation of
CG and in summary the implementation can be actitiweugh sound management
of the various functions of the bank. From the giuttherefore, OCB and other
companies need to involve employees in both styatégrmulation and
implementation and in evaluation of the same. Bhisll increase their commitment
towards implementation of the same and implemeoriatof the strategic plans will

experience less resistance.

There are still untapped opportunities in the maskbich OCB with appropriate
strategies can take advantage of to increase itkemshare. For example a focus on
customer satisfaction among others would enable bhek maximize on CG
implementation and therefore attract more custonffrshe same time, in its future
strategic plan, it has equally to consider the lehges brought about by
environmental factors since the world has becongéohbal village and the business

environment could impact negatively on the banlgerations.
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CBK as the regulator need to develop a policy andedine for commercial banks on
the aspect of corporate governance consideringsén@usness of this matter. The
policy should include a guideline for the ideal ndeof board of directors. The
regulator need also put up an inspection unit faiparate governance which shall

monitor and audit corporate governance practicesmmercial banks in Kenya.

5.5 Limitations of the Study

A limitation for the purpose of this research wagarded as a factor that was present
and contributed to the researcher getting eithedequate information or responses
provided being totally different from the reseamthexpectation. Some interviewees
refused to be interviewed; reducing the chancesadthing a more conclusive study.
Some of the interviewees were busy throughout aabtd continuously be reminded
to provide the required information. However, carsabns were made with response
provided. This study depended on interviews andudisions with management and
the employees of the organization. It would haverbef more value to obtain the
views of those served by the organization or ottekeholders in the firm. The
research design was a case study limited to oren@ation. Thus, any generalizing
to other organizations operating under differentiremment, leadership and resource
abilities can be misleading.

5.6 Area of Further Research

The study suggests that research needs to be ccastie on challenges facing
implementation of corporate governance strategyther banks and other public
listed organizations so as to obtain comprehenain@ exhaustive findings on the
same since every organization has unique challeagedlifferent strategic plans are

adopted.
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APPENDICES

Appendix 1: Interview guide

Which department are you in?
What is your job title?

How many years have you worked in the bank?

w0 N PF

Do you have laid down procedures for corporate guvece implementation

process in your section?

5. Do you have regular feedback and monitoring systemcerning corporate
governance implementation?

6. In your opinion, are the available resources (ptalsifinancial, technological
and Human resources) adequate for corporate gavenmplementation?

7. What are the specific challenges the bank is fagingorporate governance
implementation?

8. What measures has the bank used to mitigate thiecheas?

9. Are your reward systems tied to ability to implernstnategies?

10.What suggestions would you make regarding the ehgdls in corporate
governance implementation process to the bank fegaly and the entire
industry in general?

11.Do you experience any uncontrollable factors ingkiernal environment that
adversely impact on corporate governance strategieimentation?

12.1s there a system of monitoring corporate goveraanmplementation? Who

does it and how frequent?

Any other comment

Thank you for your co-operation
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Appendix I1: Letter of Introduction

Date: .......coveeevienns

Dear Respondent,

RE: Interview for Academic Research

My name is Paul Mwenda Mwongera, a student of Mast®usiness Administration
at University of Nairobi carrying out a researchudst on the challenges of
implementing of corporate governance strategy byer@al Commercial Bank

Limited Kenya.

This is to kindly request you to participate agspondent in an interview with a view
of obtaining your input from your experience. Ydeedback will be handled with
confidentiality and results of the report will bsedl solely for academic purposes.

Yours Faithfully,

Paul Mwenda
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Appendix I11: Letter from School of Business

UNIVERSI:I:Y OF NAIROBI
SCHOOL OF BUSINESS
MBA PROGRAMME

Telephone: 020-2059162 P.O. Box 30197
Telegrams: “Varsity”, Nairobi Nairobi, Kenya
Telex: 22095 Varsity

DATE,..",’.‘.’..{ &Ff[ (£

TO WHOM IT MAY CONCERN

Registration No..... bé//?'“qc'/?\c“'{' ............................

is a bona fide continuing student in the Master of Business Administration (MBA) degree
program in this University.

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

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

Thank you.

PATRICK NYABUTO
MBA ADMINISTRATOR
SCHOOL OF BUSINESS
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Appendix IV: Letter from the I nstitution

D

ORIENTAL

COMMERCIAL BANK LTD

MBA Administrator,
School of Business
University of Nairobi
Nairobi.

15" September, 2015

Dear Sir/Madam,

REF: D61/70961/2014 - MWONGERA PAUL MWENDA.

The above mentioned student at your School of Business-University of Nairobi has
requested to collect data through conducting interviews.

The same was allowed by the bank and I confirm that he has concluded the exercise
and we hope the information gathered shall be useful for his academic purposes.

We also expect that the information provided will be treated with STRICTLY
CONFIDINTIALITY both during and after the expiry of the research exercise/course
work.

For any more information, please don't hesitate to contact us.

Nead /- Human Resources & Administration.

Human Resource & Administration Department
Oriental Commercial Bank Ltd,

Head Office-Finance House 1% Floor, Koinange Street.
Nairobi.

Oriental Commercial Bank Limited.
Westlands Branch, Apollo Centre, 2nd Floor Ring Road, Westlands, P.0. Box 14357-00800 Nalrobl Kenya
Tel: (020) 3743278/87, 3743289/98 Fax: (020) 3743270 Swift: DELFKENA Email: co.ke

Directors: S.V. Shah (Chairman), R.B. Singh (Managing), P.). Shah, R.M. Thakkar*, R.M. Haria, N.M. Shah, J.C. Patel” (*British)
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