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ABSTRACT

The aim of this paper was to research on the oglshiip of IT Governance, Business
Alignment and Strategy delivery in Microfinance tiigions in Nairobi County. The
research looked at the relationship between IT @Gmree and Business Alignment as
well as Relationship between Business IT Alignmemd Strategy delivery. The specific
objectives of the research were to establish thenéxo which Microfinance institutions
in Nairobi County are using IT governance framewpro assess how the current IT
Governance frameworks are related to Businessigiirakent of Microfinance institutions
in Nairobi County and to establish the relationsbgiween Business IT alignment and
Strategy delivery in Microfinance institutions inaobi County. A census of the
population was taken where data was collected iMik8ofinances that are in Nairobi
County. This was followed by a descriptive analysfsdata collected. The research
concluded that most microfinance institution in fidai County had not implemented IT
Governance and that there was a strong positiveelation between Business IT
Alignment and Strategy Delivery. However the reskawvas not able to determine the
relationship between IT Governance and BusinessAlijnment as the regression
analysis results were insignificant.
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CHAPTER ONE

INTRODUCTION

1.1 Background of the Study

There has been rapid technological invention amdbvations over the last few years.
Information and Communication Technologies (ICT$ lh&come an influential tool that
the Microfinance sector are relying upon to redoperating cost and interconnecting
branches making it possible for them to expanduralrareas where majority of the
population were previously unbanked. ICT innovati®such as MPESA have proven
overtime to be less expensive to establish andbasme more convenient for customer
(lvatury, 2005). In many organizations Today, IC3 plays a critical role thus
necessitating the need for IT Governance, as itphagen to be very crucial in growth,
sustainability and support of the organization.gdvernance is defined as capacity of
Board of directors and senior management to dabigiT strategy that compliments the

Business Strategy (ITGI, 2005).

IT governance plays a vital role in enabling orgations to maximize the business value
they derive from IT investments by helping thengmltheir businesses and ensuring that
risk associated with IT investments are mitigatkdaddition, it ensures IT supports
organization goals and objectives and that orgéioizanaximize on benefits accrued
from IT investments. The IT solutions that underipia delivery of business services are
changing, with increasing reliance on external iservproviders to supplement the

capabilities of the in-house IT function. This isgrand that looks set to continue, as the
1



growing interest in cloud computing services emef@eganizations are recognizing the
advantages of such services and naturally wantetotlge benefits of using them.
Effective IT governance ensures organization ICppsuts its goals and objectives,
Maximize on IT investment and appropriately manAgeelated risks. (Callahan, Bastos

& Keyes, 2004).

Much emphasis is on how Microfinance empower thenagement and the IT staff in
terms of ICT investments to carry their respongibg in terms of IT Governance and
Business IT Alignment so as to create value fromestments of IT. Microfinance

institutions offer credit to the poor and the finelly excluded especially to those in
remote areas. Microfinance has been experiencimyessive growth and has reached
150 million of the world’s poor in four decadess Ipresent in more than 100 developing
countries and has reached an aggregate outstafahingportfolio of about 45 to 60

billion USD (Adler & Waldschmidt, 2013).

As the Microfinance industry grows and becomes numplex, governance plays a
progressively important role in managing sounditusbns and preventing crises. The
Microfinance industry have recognized the imporeamf good governance and the
critical role it plays in making the industry susstul, but only few research have been
done on governance in the Microfinance sector doskc look at the role of Governance
in Microfinance is very crucial as the sector seaviarge population. (Campion, 1998;
McGuire, 1999). IT governance applies to both laagd small organization as it enables

organization align their business so as to achiles® strategic objective.



1.1.1 IT Governance

IT governance involves the drafting and implemeatabf organization structure with
clear responsibilities of information, processend anfrastructure with the aim of
ensuring that IT investment generate business vathge mitigate risk (Weill & Ross,
2004). Van Grembergen, (2003), defines IT goveraascapacity of Board of directors
and senior management to design the IT stratedyctimpliments the Business Strategy.
It involves formulating IT strategy of the orgartiba, assigning responsibilities and
ensuring that the strategy is executed and ther@ssgmonitored so as to ensure

organization achieve the goals set.

The main goal of IT governance is to align Businasd IT so as to ensure that the
company achieve its strategic objectives in terineduced cost, profitability as well as
efficiency. (Van Grembergen, 2003). Accordingly,a(@ll, Ridley & Young, 2004)
recognizes COBIT & ITIL as the widely used IT Gavance Framework worldwide.
ITIL focuses more on the processes whereas COBtlsfanore on goal setting and
objectives and can be used to measure if orgaaiz&ts achieved its strategic goals and

objectives.

1.1.2 Business-IT Alignment

The concept was introduced by Fonstad & Robert&006) to describe the system of
mechanism that assist the Strategy level and apeehtlevel managers in decision
making so as to integrate the operations of thenbas in terms of Business strategy and

IT strategy. According to De Haes & Van Gremberd@009), Business-IT alignment is



the integration of IT strategy, Business strategyd &he infrastructure both IT
infrastructure and Business Infrastructure. Failtgealign IT to business can have a
dramatic effect on the organization in terms of@enance and competitiveness and may

also result to IT investment losses due to IT rfigilio deliver.

1.1.3 Strategy Delivery

The IT Governance Institute (2005), defines stnatdglivery as ensuring that that IT
delivers expected benefits against the strategyishset by the executive management.
Strategy delivery can be in terms of optimizing tca@nhancing business flexibility,
penetrating new markets, product innovation, imprg\efficiency and providing value

to the shareholders (Sambamurthy et al. 2003).

The role of IT governance is to ensure that IT gtneents helps in strategy delivery by
helping the organization realize value from theestments through alignment. One way
of realizing the strategy delivery is ensuring bess takes a leading role by managing IT
as an asset to enable organization realise thegtdenefits rather that looking at IT as

a cost (Van Grembergen, 2010).

1.1.4 Microfinance institutions in Kenya

According to Githinji, (2009) World Bank defines &fofinance Institutions as
organizations that engage in small financial traheas using various channels to serve
low income households, small businesses and othercannot access the Bank services

especially in the rural areas.



In recent years Kenya has been experiencing fiahmevolution. The Microfinance
sector has been part of this revolution more savailing financial services to the
unbanked and underbanked people. The Microfinandesiry in Kenya is the most
advanced in East and Central Africa and this has lagded by the introduction of mobile
banking as well as the credit information systenkingit possible to reach people in
remote areas of the country. Its projected thatrdicance in Kenya serve an estimated

23% of the population (AMFI, 2014).

According Association of Microfinance Institutions (AMFEI)(2014) the number of

Microfinance institutions participating grew to Zredit Only MFIs, 9 DTMs and 4

Banks, a total of 34 participants. The Microfinarae 2008, authorized Central Bank of
Kenya to regulate, license and supervise the depsng Microfinance. Development
of Microfinance sector is essential as it play mportant part in solving unemployment
issues in country, alleviate poverty as well as @wvgring Kenyans who live in rural and
remote areas where they are not able to accessrigasdrvices due to lack of collateral

(Githinji, 2009).

1.2 Research Problem

There has been increased research on the opetdiemefits of Information Technology
Governance structures and their alignment to basipeocesses around the world. De
Haes & Van Grembergen, (2009) found that there avasong relationship between the
use of IT governance practices and Business ITn@lent and that highly aligned

organizations do have more enhanced IT governaraxiges compared to organization



that are not aligned. Gu, Xue and Ray, (2008) atghbat the ability of an organization to
generate value from IT investments was dependealignment between IT governance

structure, organizational structure as well as wigdion strategies.

The objective of IT governance is to achieve sgiatalignment between the business
and IT and to ensure that money spent on IT iwveetig value for the business. Various
studies (Luftman and Brier, 1999; Teo and Ang, 19%8/e emphasized on how strategic
alignment impacts on the corporate strategy. HoweReterson, (2004) acknowledged a
gap in literature that outlines the degree to wHitlgovernance structures impacts on
organizational Business IT alignment. The researceeommended further study into
Business IT Alignment and governance structuressecuip managers with knowledge
that will enable them strategize on Business [§rahent and IT Governance in an effort

to align the organizations business with IT.

In Kenya today, very few microfinance institutionave adopted clear IT governance
policies with most operating without (Madiavale, 12). This means there is no standard
way of data management, security and generatioapafrts which makes IT audit a very
tedious procedure. This can partly be blamed orfatiethat majority of MFIs in Kenya
are not regulated by Central Bank and hence naogexblto follow the ICT governance
structures stipulated by the regulator of bank&mne of the operational inefficiencies in
MFIs can be directly linked to poor IT governanoel @his supported by MFI studies that
point out poor implementation of corporate govensafeads to organization failure to
meet their targets or achieve their objectives @gye and Otieku, 2010; Bassem, 2009).

IT Governance plays an important role to the suwad#sMFIs, but only few research
6



study have been done on governance in the Micnod@aector and closer look of the
role of Governance in Microfinance is very cru@althe sector serve a large population

(McGuire, 1999).

Munene (2012), clearly shows the importance of éVegnance on the commercial bank
in Kenya. The researcher found that many resposdéit there was room for
improvement on the implementation of IT governamtéoth commercial banks and
other organizations both public and private, espgcivhen it comes to automating the
record keeping and reporting of the various relaipdrations. Many respondents also
thought that they would be more effective if thgyplked IT governance to achieve the
desired business alignment. The researcher recodedethat each of the five IT
governance domains could form a basis for othezareties that will even lead to better
IT Governance practices in all sectors of the enonarhis study therefore seeks to find
out the extent of IT governance implementation incridfinance as well as the
relationship between IT governance, Business I@natient and Strategy Delivery in

Microfinance institutions in Nairobi County.

1.3 Research Objectives

i.  To establish the extent to which Microfinance igions in Nairobi County are

using IT governance frameworks.

ii. To assess how the current IT Governance framewandkselated to Business IT

alignment of Microfinance institutions in NairoboGnty.



ili.  To establish the relationship between Businesdi@ihment and Strategy delivery

in Microfinance institutions in Nairobi County.

1.4 Value of the Study

This study will be beneficial to future researchemsl academicians as it will add to the

body of knowledge on ICT and Microfinance in Kenya.

The study will also be beneficial to policy makéke the government and central bank
in their quest to regulate the Microfinance sedtoKenya. This study will bring into
light the various dynamics of the sector and hdralp the policy makers come up with

relevant policies and procedures to regulate those

The study will also be useful to Microfinance itstions especially on Governance and

Alignment and the impact it has on the sector.



CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter reviews past literature on IT goveceaand Business IT alignment in
Microfinance institutions in a bid to understand tlast body of knowledge. This chapter

also reviews theories on IT governance and Busiiieséignment.

2.1.1 IT Governance in Microfinance

Good corporate governance in Microfinance Instigi occurs when board offer
guidance on the strategic direction the organipatiall move and they carry this

function on behalf of shareholders who they represkhey also set policy and strategies
which should be consistent with the MFIs vision andsion and it's their mandate to
ensure the Microfinance Institution are always entv In addition the Board ensures it
hires competent managers who will implement thewization strategy so as to drive the
company towards realizing it goals and objectivEsis is through setting targets and

monitoring consistently if they are achieving tle¢ targets (Otero and Chu, 2002).

The key to success of IT Governance in MFIs is#i-erafted IT strategy that is aligned
to the organization strategy against which the esgcof the organization will be
measured as well as performance of individualaldb includes risk management, IT
code of conduct and adequate internal control tigate on any risk. (Van Greuning et

al, 2003).



Madiavale, (2014) established that most MFls inrdl@ihad implemented the most basic
form of ISM practices and that most MFIs had not puich effort in Implementing IT
Governance framework as the adoption rate was latv 8O been the framework used
by majority of the MFIs. The researcher also fouhdt a larger percent of the
Microfinance practitioner had little knowledge oh Governance framework and that the

IT Governance had minimal impact on organizatioalgo

2.1.2 IT Governance Frameworks

The IT Governance Frameworks are regarded as ugeiiegs for the implementation of
the IT governance. However, there are various Megmance framework that govern IT
effectively within organizations which are designedimprove the effectiveness of IT
(Barton, 2004). The main aim of all IT Governancanfeworks is to maximize on the

benefits of IT so that organizations can get véilam their IT investments.

The most common IT governance framework are COHIIL and ISO. COBIT focuses

on general decisions in management of IT and doe$ogus on the technical issues. It
best solution for IT managers when they are lookorgan integrated framework and it
major drawback is that is does not give guidelioehow to achieve the set objectives.
ISO on the other hand is a standalone frameworkdbas not integrate with other IT
Governance framework. It outlines detailed metharul$ procedures of implementing the
framework in an organization and helpful to manageno might not have a framework

in place. ITIL focusses more on the IT processeasdo achieve effectiveness and

10



efficiency in an organization. It focuses more digranent especially in aligning

business needs and IT services but it's limitedexurity (Arora, 2010).

The major dilemma senior management are facindha®sing the right framework to
achieve the desired alignment in the organizatioorder to realise the strategic benefits.
The choice of framework is determined by goals alpj@ctives of the organization, how
much they are willing to spend and security framdwtbat best suit their organization

(Arora, 2010).

2.2 Theories of Business IT Alignment & Governance

The theoretical review explores the various thesodeveloped by past scholars in an
attempt to explain the contribution of IT governenBusiness IT alignment towards the

achievement of the strategic goal.

2.2.1 Strategic Alignment Model (SAM)

Henderson and Venkatraman (1993), developed onkeobest Business IT Alignment
model known as the SAM model. The model identiffedr areas namely Business
Strategy, IT strategy, Business infrastructure @nohfrastructure on which organization

should seek alignment. (De Haes, Haest and Van lGxagan, 2010).

The model provides a tool that can be used to nnedbke current situation in terms of
Business IT Alignment in organization as well idBnarea an organization can improve
on to achieve the alignment. In addition, the maadel also be used to formulate strategy
depending on what organization want to achieveeims of performance, alignment or

Competitive advantage (De Haes, Haest and Van Gragah, 2010).
11



There are four dominant perspective namely strategcution, competitive potential,
technology potential and service level. The stnategecution Business strategy drives
the organization infrastructure and IT infrastruetuthe IT manager is just an
implementer, Technology potential Business artteslaghe vision of the company and
the IT manager designs the architecture so asite thre Business strategy, competitive
potential the IT strategy informs Business stratdwat will be adopted the role of IT
manager is that of Business visionary and drivethef organization strategy and finally
the service level where Business strategy haslecara the role of IT Manager is that of
business leadership so as to ensure effective U$E @sources to drive growth and

innovation (Henderson and Venkatraman, 1993).

2.2.2 The IT Balanced Score Card Model

The Balanced scorecard Model was introduced in 1982y argued that the evaluation
of organization should not be based on traditionathod of financial performance but
other methods that would assure organization ofaswbility and guarantee of future
performance. The model can be used for both Strafegnulation as goals and
objectives are set as well as Strategy implemamtdtirough continuous monitoring of
progress. In addition, the model is used as a pegoce measurement tool to evaluate
on the key goals of the organization which mayudel improved financial performance,
streamlining of the internal business processestomer satisfaction rating and finally

learning and growth of employees within the orgation (Kaplan and Norton, 1992).

12



The IT balanced score card is a generic modeMiatintroduced in the late nineties as a
result of deficiency of measuring models that wonldasure the performance of IT in
organizations. Martinsons, Davison, and Tse (19p&)posed modification to the
Balanced score card for it to effectively and eéintly measure the impact of IT. They
reasoned that IT is more of an internal servicevigey and project initiated by IT are
carried out for the benefit of organization as wal the end users. In addition, they
proposed four perspective that would be used tosorealT namely operational
perspective which basically measure operationdf stew of organization in terms of
effectiveness and efficiency, Business contributiperspective which measures
management view of organization in terms of repomatiT cost and performance, User
orientation which is the end user view of the gysia terms of how the system will
complement their work and finally future orientatiavhich looks at new products and
innovation. The IT balanced scorecard is a goodahofl measuring impact of IT to

Business as well as measuring the relationshipdenvT and business.

2.3 IT Governance and Business IT alignment

The goal of IT governance is to realize a bettgnahent between the business and IT.
Prior findings have ascertained that IT governanfiteences Business IT alignment and
that it's an enabler of Business Alignment (De H&¥an Grembergen, 2009). This
findings are supported by (Peterson, 2004) whotifies IT Governance as integral in

achieving Business IT Alignment.

13



De Haes & Van Grembergen, (2009) study on IT gosmece and Business IT alignment
in SMEs in the Netherlands concurred with the presearch, the findings indicated that
organizations with a better IT governance practareslikely to score better in terms of
Business IT alignment and vice versa and that azgfon that are highly aligned do
have advanced IT governance practices comparedh&r organizations that are not
aligned. The researcher recommended further studitee field of SMEs are required to
better understand Business-IT alignment in thiSrenment and how IT governance can
help in improving alignment. Gu, Xue and Ray, @p@rgued that the ability of an
organization to generate value from IT investmevds dependent on alignment between

IT governance structure, organizational structgrevell as organization strategies.

However, Peterson, (2004) acknowledged a gap ematiire that outlines the degree to
which IT governance structures impacts on orgamaat Business IT alignment. The
researcher recommended further study into Busihi&s#lignment and governance
structure so as equip managers with knowledge \thitenable them strategize on
Business IT alignment and IT Governance in an eftodrive the organizations business
with IT. This was supported by Munene, (2012) wacommended that each of the five
IT governance domains could form a basis for otesearches that will even lead to

better IT Governance practices in all sectors efabonomy.

2.4 Business IT Alignment and Strategy Delivery

Business IT Alignment has become a top concersdaior management for a long time

(Luftman et al., 2005). IT strategy and Businesg#thent is very critical to executive

14



management as IT managers are been tasked notocidgmulate the IT strategy of the
organization but also participate in formulation Bfisiness Strategy to enhance the
fusion between IT and Business (Tam, 2007). Adddily, Carroll, Ridley and Young
(2004) describes the role of IT governance is zedli alignment at a strategic level
between IT and business and making sure that tmeyngpent on IT is creating business

value.

Furthermore, failure by organizations to align tH&usiness has led to poor IT return on
investment and inefficiency especially in operasidaading to poor performance that
affects the organizations competitive advantageftithan et al., 2005). Luftman and
Brier, (1999) further asserts that organizatiort edagn their Businesses to IT have the

capability to transform, have high growth and img@erformance.

2.5 IT Governance, Business IT Alignment and Stratgy Delivery

According to Weill and Ross, (2004) organizationithvbetter IT governance structures
have higher returns than organizations with lom@iGovernance implementations given
the same strategic goals. The role of IT governaiscéo ensure alignment with

organization’s strategy and goals and support teation of business value. A Research
carried out by PricewaterhouseCoopers on behdlf @t in 2003 indicated that one of

the top ten IT issues facing senior managementthespparent disconnect between IT
strategy and Business strategy which was percdivedake organization not to realize
their full potential, experience higher cost anahitity to maximize on business potential

(ITGI, 2005).
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The main goal of IT governance is achieving BusndsAlignment so as to make sure
organizations get return on their IT investment afsb to maximize value and achieve

their strategic objectives.

2.6 Summary of Empirical Studies and the Research &

Studies reviewed have clearly shown a relationbleigveen IT governance, Business IT
alignment and Strategy delivery. The role of IT gmance is to ensure alignment with
organization strategy and goals so as to createdsss value (ITGI, 2005).From the
literature review, IT governance has been highéighds very essential to an organization
as it enhance the achievement Business IT Alignméntaddition, the literature
consistently underlines the critical role of BusisdT Alignment if organizational goals
are to be achieved and that some of the operatinetiiciencies in MFIs can be directly

linked to poor IT governance.

Although there many studies that have been caroetd on the relationship of IT
Governance and Business Alignment very few researtiave looked at the impact of
the two in terms of strategy delivery. Furthermdrem the literature review it's clear
that only a few studies on IT Governance and Bsiné Alignment have been carried

out in Kenya and there is need for research inates.
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2.7 Conceptual Model

IT GOVERNANCE

e Structures

Business/IT Strategy Delivery

A 4

* Processes

* Relational
Mechanisms

INDEPENDENT INTERMEDIATE DEPENDENT
VARIABLE VARIABLE VARIABLE

Figure 2.1 Conceptual model
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This chapter discusses the methodology used irstilndty. In this chapter the research
identified the research design, target populatéata collection procedures and finally

data analysis.

3.2 Research Design

The research problem was studied using a desaipésearch design. In this case the
researcher was interested in exploring the relahignbetween IT governance, Business

IT Alignment and Strategy delivery in Microfinaneestitutions in Nairobi County.

3.3 Population & Sampling

A population is the group that the research focase€Cooper and Schindler, 2006). For
the purposes of this study, the various Microfirentstitutions registered under AMFI

were to act as the research population (AMFI, 20T4je study adopted a census
approach where 18 Microfinance institutions in MhirCounty were the subject of the

study.

3.4 Data Collection

The study relied on primary data collected fromrsgpondents using a questionnaire. In
order to ensure uniformity in response and to eragei participation, the questionnaire

consisted of closed and open questions as welirdeilt scale method. The questions
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were divided into four sections. Section 1 contdirgeneral information about the
Microfinance Institutions, Section 2 focused on ddvernance structures, Section 3
focused on Business IT Alignment whereas Sectibmcdsed on Strategy delivery. The
target groups for the questionnaires were the sdmigpersonnel of the Microfinance

institutions in Nairobi County. The researcher usatine questionnaire as well as drop

and pick later method to collect data.

3.5 Data Analysis and Presentation

Quantitative method of data analysis was used. cimepleted questionnaires from the
field were counted, edited, checked for completersesd consistency and then sorted
accordingly for coding and data entry. Objectivewas analyzed using descriptive
statistical tools (SPSS) and presented using tablddigures, Objective 2 was analyzed
using correlation/regression analysis to establisa relationship between the IT
governance and Business IT alignment. Objective & wwchieved by carrying out

regression analysis using the regression modetswhel

Model 1: IT Governance and Business IT Alignment
Y = B0 +p1X1 +¢

Where;

Y = Business IT Alignment
BO = Constant Term
B1, = Coefficient

X1 = IT Governance
19



€ = error term

Model 2: Business IT Alignment and Strategy Delwer

Y = B0 +B1X1 +¢

Where;

Y = Strategy Delivery

BO = Constant Term

B1 = Coefficient

X1 = Business IT Alignment

€ = error term
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CHAPTER FOUR

DATA ANALYSIS,RESULTS AND DISCUSSIONS
4.1 Introduction

This chapter presents the findings of the studg way of data analysis. The analysis

involved an in-depth examination of the findingdiime with the study objectives

4.2 Response Rate

The researcher distributed the research instruntentise potential respondents and the

response rate is shown in Table 4.1 below

Table 4. 1 Response Rate

Number Percentage
Responded 18 72%
Did not respond 7 28%
Total 25 100%

From the findings presented in table 4.1, 72% efdbestionnaires sent out for the study
were returned fully filled meaning that only 28%tbé targeted sample did not respond.
This response rate was considered adequate tosesprthe population. The data was
collected through questionnaire which were filledime as well as using the drop and

pick later method.
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4.3 General Information

The study enquired some general information abotite nature of Microfinance
Institution, duration the Microfinance has beenBuosiness as well as the number of
branches the Microfinance have so as to ascertan size of the Microfinance
Institutions. The general information helped eliatenresearch bias and ensuring that the
research findings were not skewed to the views r# of the research cluster. The

findings are presented below;

Table 4.2 General Information of Microfinance Institutions

Duration of Operation Frequency Percentage
Below 5 Years 2 11%
5-10 Years 6 33%
Above 10 Years 10 56%
Total 18 100%
Nature of Microfinance Institution

Bank 3 17%
Deposit Taking Micro Finance Institution 9 50%
Credit Only Microfinance Institution 6 33%
Total 18 100%
Number of Branches

Less Than 5 1 6%
Between 5 - 10 2 11%
Between 11 — 20 5 28%
Above 20 10 56%
Total 18 100%
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The study sought to establish how long the Micrafice Institutions had existed. The
study felt that enquiring the length of operatidrttee Microfinance was important so as
to correlate the length of operation and policynfalation and structures. The study had
theorized that institutions which have been in bess for a longer have more solid IT

governance structures than recent start-ups.

From the findings presented in Table 4.2 abovey @n(11%) Microfinance institutions

have been operating for less than 5 years. 6 utisiits (33%) reported having been in
operation for between 5 and 10 years while 10tuisdns (56%) reported having been in
operation for more than 10 years. This shows thajority of the Microfinance

Institutions have been in operation for more th@&nygars. However, the population
represents institutions that have been in operdbora long time and recent startups.
This therefore makes the researcher conclude lbdirtdings of the study are not biased

on the length of operation of a Microfinance ingtian.

The study also sought to establish the nature efMictrofinance Institution in order to
make sure that the findings of the study are netwskl to the views of one of the
research sampling strata (Banks, deposit takingafi@nce institutions or credit only

micro finance institutions).

From the findings presented in Table 4.2 abovegspondents (17%) indicated being
employed by a Microfinance Banks, 9 respondent&o(S@dicating working for Deposit
Taking Microfinance Institution while only 6 resptents (33%) indicated that they work

for a Credit only Microfinance Institution. This®his that respondents from Credit Only

23



Institutions were less willing to respond to theaarch as compared to the other sample
groups. However, the researcher got a represeatadmple from the three groups of
respondents and hence can conclude that the fimaihthis study are not biased to the

working environment of the respondents.

The study further sought to establish the curreanth network of the Microfinance
Institutions selected for the study. This was int@ior because organizations with large
branch networks tend to have functional IT goveceastructures to limit employee

behavior and ensure system lapses are minimizaitl aist.

The findings presented in Table 4.2 above, only mspondent (6%) indicated that the
workplace has less than five branches. 2 resposd&h%o) indicated having between 5 —
10 branches while 5 (28%) respondents indicatedvibrkplace has between 11 and 20
branches. 10 respondents however indicated thatrtfaization they work for has more
than 20 branches. The current branch network wasnm® gauge the size of the
Microfinance institutions. From the findings of tiseudy, the researcher can conclude
that IT governance, Business IT Alignment to businie not dependent on the size of the

organization.

4.4 IT Governance Frameworks

The study sought to find out whether the Microfioarnstitutions in Nairobi County

have existing IT governance frameworks. This wapdrtant in order to ascertain the
extent of IT Governance Framework implementatiorthe Microfinance Institutions.

The study findings are presented below;
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Figure 4.2 IT Governance

IT Governance

The findings presented in Figure 4.1 above, 56%hefrespondents indicated that there
were no existing IT governance frameworks at thark places. However, 44% of the
respondents indicated that there have IT governémoeeworks in place at their work
places. The study went further to enquire whichgbivernance framework was more

popular and the findings are presented below.
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Table 4.3 Governance Frameworks Adopted

IT Framework Frequency Percentage
COBIT 3 17%
ITIL 3 17%
ISO 2 11%
NONE 10 56%
Total 18 100%

From the findings presented above, 3 respondei®&)teported using COBIT while 3
respondents (17%) indicated using ITIL frameworkibfGovernance and 2 responded
(11%) indicated using ISO. This means that COBITIT8L are the most popular IT
Governance framework in Microfinance institutiotsis however a matter of concern
that 56% of the respondents were not aware of Megmnce frameworks in their work
places. This is an indication that IT governancacstires are not aligned to the business

operations of the Microfinance Institutions.

The study went further to examine the length oftitime institutions had aligned their IT

Governance to their day to day business operatidmes findings are presented below
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Table 4.4 Length of using IT governance

Frequency Percentage
Zero 10 56%
1-2 Years 1 6%
3-5Years 3 17%
Above 5 Years 4 22%
Total 18 100%

The study found out that 22% of the respondentsheah using the IT Governance for
over 5 years. 3 respondents (17%) indicated hawsagl IT governance frameworks for
between 3 and 5 years with only one respondent (Bfdicated having used IT

governance for less than 2 years. This shows Th&dvernance is not a new concept

since some of the institutions had used these fraories for more than 5 years.

The study also sought to assess the departmentacinof implementation of IT
Governance frameworks among Microfinance Instingioln order to carry out this
assessment, the researcher assumed that in afrghgizations there were the standard
five departments (Finance, ICT, HR and Administmati Operations and Audit). The

findings are presented below.
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Table 4. 5 Departmental Impact of IT Governance

Department N Mean Standard Deviation
Finance 18 2.44 3.40
IT 18 4.17 4.10
Operations 18 1.89 4.02
HR & Admin 18 1.28 4.98
Audit 18 1.44 4.71

The findings presented above indicate that IT Goaece has the biggest impact on the

IT department as compared to other departments. fiNls@ce department comes in

second with operations ranking third. From the ifigd of the study, usage of IT

Governance has the least impact on the Audit andatiuresource department.

The study finally checked the existence of IT Goegrce structures, processes and

relationship mechanisms in Microfinance Institusan Nairobi County.

28



Table 4. 6 Structures, Processes and Relationshipddhanisms

Standard

IT Governance Framework N Mean Deviation
IT representation at Board level 18 2 89 317

Senior executive in-charge of IT governance

18 4.44 4.52

IT steering committee 18 3.11 3.17
There are IT performance measures 18 261 3.28
There is an IT governance Framework 18 3.39 3.28

A budget for IT projects 18 3.89 3.74
Business managers understand IT. 18 233 350
IT managers take part in Strategy formulation. 18 200 3.87
Strategic meetings between IT and business 18 172 4.26
Total 3.00 3.56

The findings presented in table 4.6 above, shoas tiajority of the respondent agreed

that there are frequent strategic meeting betwé&eant Business in their organization.
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This affirmation has the greatest impact towardsuegng the IT governance framework
implemented will align smoothly with the businesgamization of the firm. On the other
hand having a senior executive in charge of IT waed the most inefficient way to
ensure business IT alignment. These findings pouttthat if the implementers of a
policy are not knowledgeable in IT and are not Iagd in its formulation the policy is
likely not to be efficiently implemented. The resgacan therefore conclude that even if
there is IT Governance which is up and running witnenend users, the business and IT

managers are not for the idea the desired bengfitaot be achieved.

4.5 Business IT Alignment

The study sought to establish how the current I'veamance frameworks have been
aligned to the business operations. The alignménkT ogovernance frameworks to
business is theorized to have a positive impadhercorporate strategy implementation.

The findings are presented below.
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Table 4. 7 Business IT Alignment

Standard
Business Alignment N Mean Deviation
IT strategy are in harmony with Business strategy 8 11.83 4.10
Business management has a good understanding of IT 18 1.83 4.10
There is a shared vision about the role of IT Inidg
organization strategies 18 2.89 3.17

Business and IT planning are closely integrated and
aligned 18 3.00 3.16

Business managers are involved in design of sgcurit

privacy and risk management policy 18 2.00 3.87
Business end users contribute in the design and

implementation of new IT systems. 18 3.22 3.20
IT projects are aligned to Corporate Business &jias 18 1.78 4.18
Business are aware about IT performance 18 1.61 43 4.

Technology has evolved to become more than just
business support 18 1.67 4.35

Total 2.20 3.84

Basing on the findings presented in table 4.7, nitgjof the respondents strongly agree
that the communication to the business managenstdbe performance of IT services
had the greatest impact on Business IT Alignmemicrofinance Institutions in Nairobi
County. These findings indicate that business aid planning being tightly
interconnected has the least effect on Businesdiginment. These results compare with

findings in table 4.6 which indicate that the invahent of the implementing officers in
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the alignment of business to the IT strategy has lilggest impact on the smooth

implementation of the corporate strategy.

4.6 Business Strategy Delivery

The study sought to establish how Business IT algmt had contributed to the corporate
strategy delivery in Microfinance institutions. Thaudy theorized that aligning the IT
strategy to the Business strategy had a positiyga@tnon the Strategy Delivery. The

findings are presented below.

Table 4. 8 Business Strategy Delivery

Strategy Delivery N Mean Standard Deviation
Shareholders Satisfaction 18 2.22 3.61
The Customer Satisfaction 18 2.39 3.44
Efficiency And Effectivemess 18 2.22 3.61
Meeting Future Needs 18 2.61 3.28
Increased Business Productivity 18 1.89 4.02
Positive Financial Performance 18 2.67 3.25
Mitigation of IT Risks 18 1.50 4.61
Added Competitive Edge 18 1.56 4.52
Encouraged Innovation 18 1.89 4.02
Total 2.10 3.82

The findings presented in Table 4.8 above show ttratalignment of IT to business
enabled Microfinance Institutions in Nairobi Courity mitigate IT related risks, gave
them a competitive advantage over their competidsrsvell as encouraging innovation

among staff which had a positive impact on theirmss productivity. The increased
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efficiency and effectiveness caused by the aut@matf key operational activities had
increased customer and shareholder satisfactiowekter, since technology is dynamic,
it doesn’t guarantee that the current technologitgirovements will meet the needs of
the future. Lastly, the continuous improvement efhinology as well as adopting new
technologies in a bid to remain competitive doesamone cheaply and in the short run
result to reduced financial performance. Howewverthie long run the benefits will be

evident

4.7 Regression between IT Governance frameworks anBusiness IT

Alignment

The study sought to find out the relationship bemvéT Governance frameworks and
Business IT Alignment. This was done using a umiata regression model where IT
governance frameworks were used to determine tred & alignment. The results are

presented in table 4.7 to table 4.11 below.

Table 4. 9 Model Summary

Multiple R | R Square | Adjusted R Square| Standard Error Observations

0.367 0.135 0.011 0.636 9.000

Predictors: (Constant, IT governance Framework)

Dependent Variable: Business IT Alignment
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Table 4. 10 ANOVA

Df SS MS F Significance F
Regression 1 0.442 0.442 1.092 0.331
Residual 7 2.835 0.405
Total 8 3.278

Predictors: (Constant, IT governance Framework)

Dependent Variable: Business IT Alignment

The significance level measures the accuracy ofntbdel in predicting the dependent

variable. Based on the findings presented in tdbl® the significance level is 0.331

shows that there is a possibility of 33% that thsuits of the model are false. Therefore,

the result of the regression analysis are insigaifi and as a result not possible to

determine the relationship between the two varable

4.8 Regression between Business IT alignment and&egy Delivery

The study further conducted a regression analgsisstablish the relationship between

Business IT Alignment and Business Strategy DejivEhe results are presented in table

4.12 to table 4.14 below.

Table 4.11 Model Summary

Multiple R R Square | Adjusted R Square

Standard Error

Observations

0.759 0.577 0.516

0.295

9.000

a) Predictors (Constant, Business IT alignment)

b) Dependent Variable: Business Strategy Delivery
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The study relied on the coefficient of determinat{édjusted R Square) to show us the
causal effect of Business IT Alignment on the ®ggtDelivery. The models shows us
that 51.6% of the success in Strategy Delivery lmanraced to Business IT Alignment.

This means that 48.4% of the success rate is detednby factors outside the model

Table 4. 12 ANOVA

Df SS MS F Significance F
Regression 1 0.831 0.831 9.530 0.018
Residual 7 0.610 0.087
Total 8 1.441

a) Predictors (Constant, Business IT alignment)

b) Dependent Variable: Business Strategy Delivery

The ANOVA analysis enabled the researcher estalhghreliability of the research

model when predicting the degree of Strategy DejivEhe model was found to have a
significance of 0.018 meaning that there was only8% chance that the model would
give a wrong prediction. This is statistically aotable and hence the researcher

concluded that the model is reliable to make casichs on.

Table 4. 13 Coefficients between Business IT Alignent and Strategy Delivery

Coefficients Standard Error t Stat P-value
Intercept 0.995 0.373 2.672 0.032
X Variable 1 0.503 0.163 3.087 0.018

a) Predictors (Constant, Business IT alignment)
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b) Dependent Variable: Business Strategy Delivery

From the findings presented in table 4.14 above, shccess of implementation of
corporate strategy would be 0.995 if all factorseneeld constant. However, if there was
Business IT Alignment, the success rate would ameeby 0.5 per every unit of Business
IT Alignment. As shown in table 4.12 above, theseai strong positive correlation
between Business IT alignment and Business stratetiyery. The resultant model from

the findings therefore would be;

Y =0.995 + 0.503X

4.9 Discussions

The study found out that most of the Microfinanastitutions sampled for this study
have more than 10 branches and have been in apefatimore than 10 years. A bigger
percentage of those who responded either workedbank or in a DTM showing that
potential respondents from credit only institutiomsre less willing to respond to the
research as compared to the other sample groupssisldn indication that IT governance

may not be popular in credit only Microfinance ihgtons.

Majority of the respondents indicated that thererev@o existing IT governance
frameworks at their work places. However, a clasédlf of respondents indicated that
there are IT governance frameworks in place at twerk places. This means that IT
governance is not widespread in Microfinance logbnhs. Similarly, the usage of IT
Governance was perceived to be useful to the staff department only and had the
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least impact on the Audit and Human resource defgant. This is an indication that there
is a mismatch between the usage of IT Governaramadworks and the departmental
perception of the possible benefits to the orgdimma This shows that the other
departments are not aware of the contribution ahgudT governance towards the
actualization of the corporate strategy. Howevaguient meetings between the business
managers as the consumers of the IT frameworkdTamianagers as the support team
will always work to the benefit of the organizatiahlarge. This findings are consistent
with the findings of Madiavale, (2014), who fourttht adoption rate of IT Governance
framework in Microfinance was low and that majordf respondent in Microfinance

Institution in Nairobi had little awareness on I'B\¥&rnance practices.

From the responses given, COBIT & ITIL were thesm@opular IT Governance
framework in Microfinance Institutions. Furthermprmajority of respondents who
worked in institutions which had adopted IT gover® indicated having used these
frameworks for more than 3 years. This shows thaBbvernance is not a new concept
since some of the institutions had used these fraorkes for more than 5 years. However,

it is clear that aligning these structures to besssseemed to be the real issue.

In terms of the relationship between IT Governaaog Business IT Alignment the result
of the regression analysis were insignificant as@ @aesult not possible to determine the

relationship between the two variables.

Finally on the relationship between Business ITgrahent and Strategy delivery in

Microfinance institutions in Nairobi, the findingshows a strong positive correlation
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between Business IT alignment and Strategy deliMergddition, the findings show that
the alignment of IT to business enabled Microfirmmestitutions mitigate IT related
risks. This gave them a competitive advantage dbeir competitors as well as
encouraging innovation among staff which had a tp@siimpact on the business
productivity. The increased efficiency and effeehess caused by the automation of key
operational activities had increased customer dmatebolder satisfaction. However,
since technology is dynamic, it doesn’t guarantbat tthe current technological
improvements will meet the needs of the future.tiyashe continuous improvement of
technology as well as adopting new technologies lnd to remain competitive does not
come cheaply and in the short run result to reddiceshcial performance. The findings
are consistent with findings Luftman and Brier, 429who concluded that organization
that align their Businesses to IT have the capglidi transform, have high growth and

improve performance.
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CHAPTER FIVE

SUMMARY, CONCLUSIONS, RECOMMENDATIONS

5.1 Introduction

This chapter presents the summary of findings, diweclusions, the recommendations
and areas of further research in the quest to ledtathe relationship between IT
governance, Business IT Alignment and Strategyvegjiin Microfinance Institutions in

Nairobi County.

5.2 Summary of Findings

The study found out that most of the Microfinanaostitutions sampled for this study
have more than 10 branches and have been in apefatimore than 10 years. A bigger
percentage of those who responded either workedbank or in a DTM showing that
potential respondents from credit only institutiomsre less willing to respond to the
research as compared to the other sample groupssisldmn indication that IT governance

may not be popular in credit only Microfinance ihgtons.

Based on the first objective of the study which was establish the extent to which
Microfinance institutions in Nairobi County are ngilT governance frameworks, the
study findings show that majority of the respondantlicated that there were no existing
IT governance frameworks at their work places. Hmvea close to half number of
respondents indicated that there are IT governérazeeworks in place at their work

places. This means that IT governance is not wigespin Microfinance Institutions.
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On the second objective of assessing how the duffesovernance frameworks are
related to Business IT alignment of Microfinancestitutions in Nairobi County the
results of the regression analysis were not condusnd that could not determine the

relationship of the two variables.

On the final objective of exploring the relationsetween Business IT alignment and
Strategy delivery in Microfinance institutions iralkbbi County, the study found out that
there was a strong positive correlation betweeniri@ss IT alignment and Strategy
delivery and that majority of the success in Busn8trategy Delivery can be traced to

Business IT Alignment.

5.3 Conclusions

The study found out that majority of the respondesampled were not aware of the
existence of IT governance frameworks in their wplkces. The findings further show
that majority of the respondents worked for DTM.eT$tudy can conclude majority of
Microfinance in Nairobi County have not implement&djovernance but close to half of
institutions have implemented IT governance franrewdut they have not aligned these

structures to their business operations.

The study finally concludes that Business IT Aliggmh has a positive impact on the
Strategy delivery. The study found that there istrang positive correlation between
Business IT alignment and Strategy delivery. Theifigs show that the alignment of IT
to business has enabled Microfinance Institutiorngate IT related risks giving them a

competitive advantage over their competitors ad a®lencouraging innovation among
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staff which had a positive impact on the businasglgctivity. The study can therefore
conclude that alignment of IT to business has aigesmpact on the corporate strategy

delivery.

5.4 Recommendations

The study concluded that majority of Microfinance Nairobi county have not

implemented IT governance frameworks and therettoeestudy recommends regulation
especially credit only Microfinance which are negulated to enable them to implement
corporate governance practices especially enslifimgpresentation at the board level as
well as in senior management who will be in chan§éT Governance. For DTM and

Microfinance Bank it compulsory for them to havevgrnance structure as they are
regulated by CBK and they should ensure they havwepresentation at the top level of

Board to encourage IT governance.

The researcher noted that there was a mismatchebetthe various departmental staff
regarding the usefulness of IT governance and BgsiiT Alignment to business and
recommends that the IT managers should sensiteettier departments that the policy
is not just meant to benefit the IT departmentfdbat the organization at large. The
study further recommends that there be constantrzortation between the IT and

Business managers to ensure unity of purpose.

The researcher found a positive correlation betw&asiness IT alignment and Strategy
delivery. This means that if the IT strategy isgaéd to the business strategy of an

organization, the organization’s corporate strategyikely to be achieved within the
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stipulated period. The study therefore recommehds there be harmony between IT
managers and Business managers towards delivemmgcdrporate strategy through

ensuring alignment.

5.5 Limitations of the study

The study focused on Microfinance Institutions iaifdbi County and so the research did
not provide a generalization of all Microfinancestitutions in Kenya. In addition, the

population size was small which could have lechtionclusive results on the relationship
between IT governance and Business Alignment aegttbre a larger population should

be considered in future.

5.6 Suggestions for Further Research

The study found out that a sizeable number of Micamce institutions had not
implemented IT governance frameworks despite tipeitential benefits. This study
therefore recommends a further study to establise tactors that affect the

implementation of IT governance in Microfinancetigions in Kenya.

There is also a need to carry research on theaeddtip between IT Governance and

Strategy Delivery.
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APPENDIX 1:

QUESTIONNAIRE
My name is Raphael Njehu and | am conducting aarekeon IT governance, business
IT alignment and strategy delivery in microfinanostitutions in Kenya for my post
graduate studies in the University of Nairobi. Tihiformation you provide will remain
confidential and will be used only for the purposésacademic purposes. Kindly take a
few minutes to complete this questionnaire
SECTION 1: General Information

1) Name of Institution .............c.ceceviiiiiiii i i ee e 2. (Optional)
2) How long has your Institution been in business?

i) [J Below 5 years

i) [J5-10 Years

i) [J Above 10 Years
3) Nature of Microfinance Institution

i) [JBank

i) [J Deposit Taking Microfinance Institution

iii) [J Credit Only Microfinance Institution

4) How many branches does the bank have in Kenya?
i) [JLessthan5
i) [ Between5 - 10
iii) [ Between 11 - 20
iv) [ Above 20
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SECTION 2: IT Governance Frameworks.
1) Are there any IT Governance initiatives in youramgation?
i) [JYes
i) [JNo
2) If Yesin 1. Above, Which IT governance frameworkybu use?
i) [1 COBIT
i) [ ITIL
i) [11SO
iv) [ NONE
V) [1Other ....cooovviiiiiiin (Specify)

3) If Yesin 1. Above, how long have you been usinglth Governance Frameworks?
i) [J1-2years
i) []2-5years

iii) [J Above 5 years
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4) Extent of IT Governance Framework implementatiothimfollowing departments.

Departments To a venyTo a large To a To aless| Not at all
large extent extent(4) | moderate extent(2) | (1)
(5) extent(3)

Finance

IT

Operations

HR & ADMIN

Audit

Other(Kindly

Indicate)
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5) Kindly indicate the degree to which you agree vatith of the items as they apply to

your organization?

Strong

Agree

Agree
Neutral
Disagree
Strongly
Disagree

o

There is IT expertise at the level of boar

of directors

There is a senior executive who is |n-

charge of IT governance e.g CIO

There is an IT steering committee |at

executive level

There are IT performance measures |for
example organization contribution, future

orientations

There is an governance and control
Framework e.g COBIT that is used |to

govern IT

There is a budget set up for IT projects or

processes

Business managers have a good
understanding of IT.

IT managers take part in the formulatipn

of corporate strategy.

Frequent Strategic meetings between| IT

and business
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SECTION 3: Business IT Alignment

Kindly indicate the degree to which you agree veiich of the items as they apply to

your organization?

Q o)

D o O | = O | = 0o
c o 0] © ) o =
s O (@) S n o ®©
N © < ] = 5 2
Z |0 |»n A6

IT strategy are in harmony with Business
strategies, goals and needs established by

executive management

Business management has a good understanding

of the impact of IT on the Business.

Business and IT management have a shared vision

of the role of IT in enabling business strategies

Business and IT planning and management

processes are tightly connected and integrated

There is adequate involvement of the Business|in

security and privacy matters

Business key-users participate in the design and

development of new IT systems.

IT projects are aligned to Corporate Business

Strategies

Your organization fosters transparency and
communication to the Business of the

performance of IT services.

Technology has evolved to become more than just

business support
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SECTION 4: Strategy Delivery
1. Kindly indicate the degree to which your instituti has achieved the following

strategic objectives as a result of Business I'ghent.

Benefits Strong| Agree | Disagree| Neutral | Strongly
agree | (2 (3) (4) Disagree
1) (5)

Shareholders satisfaction

The customer satisfaction

Efficiency and effectiveess

Meeting future needs

Increased business productivity

Positive financial performance

Mitigation of IT Risks

Added competitive edge

Encouraged innovation

THE END
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APPENDIX 2:

LIST OF MICROFINANCE INSTITUTIONS IN NAIROBI

10.

11.

12.

13.

14.

15.

Faulu Microfinance Bank Ltd

Kenya Women Microfinance Bank Ltd

SMEP Microfinance Bank Ltd

Remu Microfinance Bank Ltd

Rafiki Microfinance Bank Ltd

Uwezo Microfinance Bank Ltd

Century Microfinance Bank Ltd

Sumac Microfinance Bank Ltd

Musoni Kenya Ltd

U&I Microfinance Bank Ltd

Jamii Bora Bank

Caritas Microfinance Bank Ltd

Maisha Microfinance Bank Limited

BIMAS

ECLOF Kenya
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16. Jitegemea Credit Scheme

17. Platinum Credit

18. Premier Credit






