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ABSTRACT

The study investigated the effect of a two-tierrdastructure on the financial performance of all
63 companies in the Nairobi securities exchange Jtihdy considered board diversity, board
independence, and board size as the independemdbiesr of the study and financial
performance as the dependent variable. The resedeslgn adopted in the study was a
descriptive cross-sectional approach focused orfitihms listed between 2001 and 2021. The
study utilized secondary data that was sourced fiteenannual financial reports of the NSE-
listed companies. Moreover, the research also psetary data from respondents from NSE-
listed companies. The study used a regression sigdly estimate the relationship between the
study's main variables. The study found that bodickersity, the board size, and board
independence had a statistically insignificanttrefeship with the financial performance of the
NSE-listed firms. The study's findings also showttbhoard diversity, independence, and size
have a weak correlation with the financial perfoneeof firms listed in the NSE. Generally, the
research findings conclude that the two-tier bardcture has an insignificant relationship with
the financial performance of the companies listethe NSE. The research recommends using
other variables that affect the financial perforecenf the listed companies apart from the two-
tier board structure because it has a statisticaBignificant effect on the performance of the
listed companies. Moreover, future research may ltoother board characteristics and other

measures of performance to evaluate whether tlsel® positive or a negative relationship.



CHAPTER ONE: INTRODUCTION

1.1 Background of the Study
According to Arifai et al. (2018), atwo-tier board structure protects shareholder tsigind

interests more effectively, and the board of doexts more responsible to shareholders. Further,
Hossain & Oon (2022) notes thabaard comprised of members from many stakeholdexs)

as shareholders, workers, and customers, are liketgake choices in the best interests of the
firm as a whole, resulting in greater dedicatidluoch et al. (2020)esearch found that different
board structure methods, except the size of thedbdzave a considerable impact on the
performance, and that board structure as a whaleahsignificant impact on listed company
performance. The frequency of board meetings, Gr@dnliteracy and board size were
demonstrated to be statistically important in intpacbusiness performance in several studies,
however the independence of the panel of direct@s not statistically significantMuchiri,
2016) The two-tier board structure may contribute adfstetention by enhanced communication
and decision-making, better accountability and dpanency, and expanded chances for career
growth @u Plessis, 2021)n addition, two-tiered board arrangements magrofforkers with a
higher feeling of ownership and engagement in tine, fwhich may result in better job
satisfaction and loyaltyNjenga, 2018) Moreover,Njenga (2018) notethe two-tiered board
may facilitate the simplification of decision-magirand the improvement of communication

between the board and management, resulting irehgloductivity.

The research was be guided by agency and stewparttsories. Agency theory describes how
principals and agents interact, with agents actsgthe principals’ representativedkde,
Campopiano & Calabro, 2020)he idea tackles the issue of how to incenti@gents to operate

in the principals' best interests. The theory ghgs organizations should use incentive systems
to align the interests of agents and princip@lsqj, Chatfield, & Chatfield, 2018)n addition, it
suggests that companies closely monitor the behaviagents to verify that they are operating
in the organization's best interests. The stewgvdbleory of management is based on the notion
that managers are trustees responsible for theuneso assigned to then®ijermann et al.,
2020). The agency theory is founded on the idea that gemsahave a moral and ethical
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obligation to utilize these resources in a manhat benefits the firm and its stakeholders. Both
theories are founded on the notion of responsgbildemonstrating their impact on the

performance of businesses.

In 1954, the NSE was established as the NairobckStexchange. In terms of market
capitalization and liquidity, it is presently onktbe largest stock exchanges in Africa. It offars
platform for firms to obtain financing, fosters @conic growth, and generates employment
(Lwanga, 2018)It belongs to both the East African Securitieslanges Association (EASEA)
and the World Federation of Exchanges (WFE).Thet&lajglarkets Authority (CMA) oversees
the NSE, which is responsible for the supervisibalbsecurities exchanges in Kenydjénga,
2018).Moreover, it is a significant income source foe tkenyan government because it collects
taxes on the earnings of NSE-listed firms. The N&® offers job possibilities for Kenyans and
has contributed to the development of Kenyans' auoag, financial, and investing abilities.
The reason why NSE was selected for the curremiarel is that most firms registered under
NSE have a two-tier management structure. The firstsd in the NSE were also be chosen in
the current research since it is the most impodtotk exchange in Kenya and it has the highest

market capitalization.

1.1.1 Two-tier Board Structure
An organization with a two-tier board structure lamsexecutive board and a supervisory board

(Jouber, 2020)The supervisory board provides oversight andctor, while the executive
board controls the company's daily operations. Aaidhlly, a two-tier board structure is a
system in which a firm has two distinct boards iwédors, one for the parent company and one
for its subsidiary Bzeouich, Lakhal & Dammak, 20197 ypically, the subsidiary board is in
charge of the company's daily operations, whilentiaén corporate board provides oversight and
makes strategic and major project decisions. Tdnis fof board structure gives more flexibility
and responsibility than a single board, but if hahdled effectively, it can also lead to confusion

and conflict.

It is crucial to take into account the measurea ofvo-tier board structure when examining the
governance of a corporation. In the structure, ating toKao, Hodgkinson & Jaafar (2018he
number of board members is an essential metricigfbbard is more independent and, hence,

less likely to be dominated by management. A bedtd a modest size is more likely to be
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under the influence of management. The number @épgandent board members may also be
used to determine if a board has a two-tier streci{®Omware, Atheru & Jagongo, 2020)
Typically, a bigger board is more independent tlaasmaller board since more views and
opinions are represented. The proportion of inddeethto non-independent board members
influences success of board members (Omware, Aietagongo, 2020). A high ratio shows
that the board is more independent and, henceJikedg to be influenced by management. A
low ratio suggests that management is more likexert influence on the board. In a two-tiered
board structure, the number of committees is amathecial metric Kuchiri, 2016). Holding

many board meetings indicates a more autonomouw likaly to be controlled by management.

1.1.2 Organizational and Financial Performance
According toConu (2020), the extent to which an organization sssftely places itself on the

commercial market utilizing its financial, infornnatal, and human resources is referred to as
organizational performanc&l-Amin (2022) defines financial performance as th&o of an
organization's actual output to its expected yielterms of financial performance, shareholder
return, and product market performancgaha et al. (2022) also defines organizational
performance as the process of an organizationisoaaic development that allows for alignment

with the professional development of the organarasi current human resources.

According to Singh, Darwish & Potiik (2016),one of the common measures of financial
performance is profitability. Profitability is a mgsure of how much money an organization
makes and it gauges whether a company is generatioggh revenue to cover its expenses
(Singh, Darwish & Pot&nik, 2016) A company's profitability can be determined by itet
income, which is the total revenue generated mihedotal expenses incurred. It is measured in
terms of net income, operating income, or net nmafg§ingh, Darwish & Poténik, 2016) A
company that is not profitable may have difficufiystaining itself in the long term and may
eventually have to shut down. According Amwar & Abdullah (2021),productivity is also
another measure of organizational performance Isecshows how efficiently an organization
produces goods or services. It can be measuredmstof output per employee, output per hour,
or output per unit of input. It is often expressada ratio of output to input, or as a rate ofrretu
on investmentAnwar & Abdullah, 2021) Market share is another measure of organizational

performance. It is a measure of an organizatiomsesof the total market for its products or



services. Market share can be measured in termsadfet share by revenue, market share by
unit sales, or market share by custom@arth, Emrich & Daumann, 2018What is more,
employee satisfaction is also a measure of perfiocmavhich is associated with measuring how
happy and satisfied employees are with their jobsan be measured in terms of employee
turnover, absenteeism, or survepaith, Emrich & Daumann, 2018Fustomer satisfaction can
be also used to measure organizational performapcaeasuring how satisfied customers are
with an organization's products or services. Ilimsasured in terms of customer surveys or

customer complaints.

1.1.3 Nairobi Securities Exchange
The most important stock market in East Africahie Nairobi Securities Exchange (NSE). The

institution was founded in 1954.2006 marked theoohiction of the NSE's computerized trading

system before being demutualized and became achutshded corporation (Njenga, 2018). The

NSE 20 Share Index is the exchange's primary indlbe. NSE launched the NSE25 Index in

2020, which was aimed to track the performancehef éxchange's 25 largest companies. It
provides a trading platform for stocks, bonds, atigkr assets and it is the first African exchange
to implement electronic trading. Additionally, ielongs to the World Federation of Exchanges
and home to sixty-three listed firms (Njenga, 2018)

The Nairobi securities exchange offers a venue Hosinesses to raise finance. It allows
corporations to raise funds by listing their shaoes the exchange. Additionally, it gives

companies access to a larger pool of possible toxe¢l wanga, 2018). The Nairobi securities
market gives investors with liquidity as they magdily purchase and sell shares, allowing them
to immediately liquidate their investments if nesay. In addition, the stock market is regulated
to ensure openness and investor protection (NSE2)20t offers a wide variety of goods,

including stocks, bonds, and derivatives, givingestors several options for investment
(Lwanga, 2018). The Nairobi securities exchanga isell-established market with a lengthy

history, which provides investors with trust in tinarket's stability and durability.

In recent years, the performance of companiesdliste the NSE has been good due to the
favorable business environment created in Kenyanelheless, there have been major
exceptions, such as the fall of Kenya Airways' ktpdce in late 2019. The performance of the

firms is attributed to good corporate governanae the board structures used by the firms listed
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in the NSE. The Capital Markets Authority, a legisle body created by the Capital Markets
Act, Cap. 485A of the Laws of Kenya oversees theda Securities Exchange (NSE)(Njenga,
2018). The institutions help in regulation, andmabing creation of an orderly, efficient and fair

capital market in the Kenyan market (NSE, 2022).

1.2 Resear ch Problem
The board structure and its impact on an orgamiaatisuccess have been widely contested

because of the challenges brought on by board csitigpm Despite the fact that board
composition is a significant factor in a compang&rformance, research on the subject is
conflicting. Balsmeier, Buchwald & Dilger (2015) daesed on the supervisory function of
supervisory board members with concurrent outsicectbrships in order to examine the factors
that influence CEO turnover on two-tiered boardsca@ding to the study, external supervisory
board members tend to raise executive turnovdreatdémpanies they oversee. Mofokeng (2021)
studied the association between ownership strucince board characteristics on CEO-firm
performance sensitivity and discovered that CEOagkinstitutional ownership are negatively
associated with CEO turnover. In addition, a catieh existed between board size and CEO

turnover.

Most companies registered on the NSE have a Bdabdrectors and a Board of Management.
The directors are responsible for the overall sgytand direction in the company, while the
Board of Management is in charge of day-to-day agpems. The structure is prevalent in
European nations and is increasingly embraced byrobla Securities Exchange-listed
companies. In Kenya, companies si&dfaricom, Kenya Airways, KCB Grougquity Bank
Kenya, National Bank of Kenyd@arclays Bank of Kenya, and East African Brewerikenya
have accepted the regulation and reaped the benefitincreased accountability and
transparency, as well as supervisory board indegesed Consequently, management and

shareholders' interests are linked in those firms.

Numerous other experts have researched the efféatoetier board on the success of publicly
traded companies, and their findings indicate l@ofositive and negative correlation. Arifai et
al. (2018)investigated the effects of the two-tard system on the success of listed family-
owned businesses in Indonesia. They found that Ifyamivolvement in company board

participation and family equity ownership estab#islan alignment between the supervisory role
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and the role of management, leading in improved agament oversight of the organization.
Participation of family members on both boards hdseneficial effect on corporate success.
Yasser, Al Mamun & Rodrigs (2017) studied at thareection between the financial success of
Karachi Stock Exchange businesses and the demaogodphe directors in the board. According
to the study, the presence of family directors twe toard, board size, and minority
representation on the board are all positivelyedated with business performance. The authors
also discover that in Pakistan, independent direcoe adversely correlated with business value,
rather than producing value. Adika, Maru & Mugan(p018) evaluated the impact of board
composition on the financial performance of entegx listed on Kenya's NSE. The results
showed that board composition factors such as wmentive directors and director nationality
has a positively statistically significant impact business success. Additionally, Muchiri (2016)
investigated how characteristics of the board &ff¢he performance of public companies in
Kenya. The findings discovered that board indepeoéevas not statistically significant, but the
board size, board meetings, board size, and finamzdependence were beneficial in predicting
a positive firm’s performance. Wanyama & Olweny12Pexamined how financial performance
of insurance companies was affected corporate gamee in Kenya. Their findings of the
research show a direct connection between corpg@aternance and the profitability of the
businesses. However, the findings of the reseahdwsthat the financial performance of
insurance firms negatively affected board size. Wifac (2016) researched the effect of
governance on the performance of Kenyan insurangginésses. The results discovered
that board size and board independence should engiribritized because they have minimal
effects on the financial growth of the insurancenpanies. Ogeno (2013) examined the effect of
board characteristics on financial performance eamya and found that CEO duality, board size,
audit committees, board remuneration, and boareépeddence have a substantial negative
association with financial success. It was discedethat board diversity had a considerable

favorable impact on financial success.

There is a significant gap because none of thearelenvestigate the effect of two-tier board on
the financial performance of NSE-listed compani®sost research concentrates on how
corporate governance, board makeup, board chasdi®r and board meetings affect the
profitability of enterprises and publicly tradedngeanies. The majority of studies on the effects

of two-tier boards were conducted in other coustrisuch as Indonesia, which is another

6



limitation of the present studies. Additionally,nmeoof the studies looked at board independence,
board size, or board diversity as independent blasa The current study investigated how a
two-tier board affects the listed companies’ finahgerformance. Consequently, the study
addressed the following question: does the twodheard structure influence the success of

Nairobi securities exchange listed companies?

1.3 Resear ch Objective
To determine the effects of a two-tier board striteston the financial performance of Nairobi

securities exchange listed enterprises.

1.4 Value of the Study
The research contributes to theory by providing eariaformation to be used by researchers to

show the relationship existing between public conmgmfinancial performances and the two-tier
board structure. Researchers and scholars willasefit with the information from the research
because it adds on the already existing literatddslitionally, it offers more proof of the link

between board structures and performance of orgémiws, which is beneficial in making

economic models and frameworks for educational geep.The study also provides insights
into the mechanisms by which two-tier board strieeteads to improved firm performance. The
information is valuable for educators who want tepgare their students for the increasingly

complex business world.

The government and policy makers are also bengésiaf the research findings. The findings
will provide enough information on ways which irdtection of two-tier boards would help the
firms. As a result, they would decide whether tipdduce a regulatory framework to control the
operations of the listed firms. The research effdre governmengvidence to support the
introduction or expansion of such structures intibsiness sector. The study could also provide
insights into the most effective way to design amg@lement two-tier board structures, which
could be useful for policy makers when developigigted regulations or guidelines. Finally, the
study could also highlight any potential risks egative consequences associated with two-tier

board structures, which could help government aiidymakers to avoid these pitfalls.

The findings offer valuable information for straiegnanagers, who can use this evidence to

make decisions about whether or not to implememtaatier board structure. Additionally, the
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study provides insights into how two-tier boardustures can affect firm financial performance.
This information can be used by strategic manaigensake more informed decisions about how
to structure their board3he findings of the research will be beneficiakteategic managers in
the NSE listed companies because they will obtaloable information, which will be effective
in improving the financial performance of firms blganging the board composition or structure.
The investors with strategic management knowledgk also benefit from the information
because they will get the most viable investmepioojunity from the firms listed in NSE a fact

that enhances their safety and surety of gettiagamable returns.



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction
This section focuses on the study of theoreti@ah&works used in the current research, a review

of empirical evidence considering the determinasftdwo tier board structure on financial

performance.

2.2 Theoretical Review
The influence and contribution of the board are sabered paramount by researchers in

management and organizational theories. In theentiresearch, the stewardship theory and the
agency theory are used to explain the viewpointsnahagers and board members. The two
approaches analyze the impacts of governance opetfiermance of companies, and they will

fit in the current research because the boardtstmics vital in setting governance mechanisms.

2.2.1 Agency Theory
In 1976, Jensen and Meckling formulated the the@ritolla, Raimo, & Rubino, 2020).

According to the principle, corporate governanceascentrated on the separation of controls
and owners, which causes principal and agent pmsble modern companies. The board of
directors is essential in minimizing the principald agent problems (Vitolla, Raimo, & Rubino,
2020). The management is tasked with initiating emolementing while the board of directors
monitors the operations of the company. The boayditors the company's operations to ensure
that the stakeholders' interests in the marketeee As a result, the directors must introduce
evaluations, scrutiny, and regulations to the t@gmagement to ensure the stakeholder's interests

are maximized.

When the principal hires another party, the agenprovide a service on their behalf, an agency
relationship occurs (Vitolla, Raimo, & Rubino, 202t firms where capital is widely held, the
actions of the managers are different from stalddrsl because the stakeholders want to
maximize their wealth leading to the agency problé&ecording to the theory, the governance
mechanisms are associated with protecting the Isblaers’ interests, ensuring alignment of
agent-principal interest, and minimizing the ageoagt within an organization (Vitolla, Raimo,
& Rubino, 2020). The theory assesses the conffiotterest between the principals and agents,

especially in situations where the intentions &f Hgents are questionable. In such cases, the



principal seeks more information to evaluate anahitoo the agents to ensure they act on behalf
of the stakeholders' interests (Vitolla, Raimo, &kdho, 2020). Critics of the theory argue that

agency theory assumes people are self-interestédational, which is not the case because
employees are not always acting in the companyé&rest. Because managers may act in their
own accord rather than maximizing the interestthefshareholders, agency theory can result in
a conflict of interest between managers and shédefs) which can produce friction within the

company. The theory is pertinent to the curreneassh because, under a two-tiered board
structure, the directors assist monitor managementuct and may gauge an organization's

effectiveness by their deeds.

2.2.1 Stewardship Theory
Donaldson and Davis proposed the theory in 1989yiag that the directors of the board are

accountable for supervising the operation of tha in favor of the stakeholders (Subramanian,
2018). Managers are viewed as stewards of the dinch must operate for the benefit of the
shareholders of the business. The major focusevidia is on the institutions that enable and
empower individuals, rather than on monitoring anthnaging the firm's operations

(Subramanian, 2018). Therefore, the theory supm@mp®inting a single person to be CEO and
chairperson within an organization. Managers ardivated to gain and achieve intrinsic

satisfaction by going through the most challendasks, which can be acquired by authority and
recognition from peers and bosses. The theory stgppaving a board of directors dominated by

internal employers to understand the firm's operatin-depth.

The theory posits that managers are motivated loyfimancial reasons such as requirements to
achieve and fulfillment of effective organization@rformance. The stewards are portrayed as
keen when defending their ability to make decisiosisg their skills (Subramanian, 2018). As a
result, the firms operate in ways that maximize etary performance. The agents in this theory
are considered trustworthy in managing the ressuemrusted to them, which makes the
monitoring aspect obsolete. Opponents of the theogue that it relies heavily on self-
regulation, which is difficult to maintain over &niod. The stewardship therefore does not offer
clear guidelines of how people are supposed tanagpecific situations because it relies on the
idea of self-interest. People who are overly foduse their own interests are less likely to

operate for the benefit of the shareholders oftthginess. The theory is relevant to the present
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research because it informs how managers are nteaoperate as stewards to protect the

interests of stakeholders.

2.3 Two-Tier Board Structure and Financial Performance
Most contemporary corporations have been affectethé two-tier board structure's effect on

the performance of companies listed at the NaiB#uurities Exchange. Researchers all over the
world are still studying the impact of a two-tievdrd structure on the success of businesses. The
studies below, conducted by various scholars, stimvconnection between the impacts of a

two-tier board structure on financial performance.

Merendino & Melville (2019) investigated the effeaft having a panel of directors on business
performance in Italy. The independent variableslusehe research were board size, ownership
structure, shareholder agreement, level of boadlépandence, and CEO-chairman leadership.
The study was based on a dynamic generalized methodments to evaluate the effects of the
board of directors on organizational performancke Tesults of the research showed that
minority shareholders do not have an impact onraegdional performance. The study confirms
that independent directors and board size affegarorational performance. Additionally, the
study's findings showed that shareholder agreemamdsownership structure do not impact

financial performance.

Yasser, Al Mamun & Rodrigs (2017) studied how Ptkis board structure affected company
performance. The goal of the research was to exarthie connection between the board's
demographics and the financial success of compéiated on the Karachi Stock Exchange. The
performance of the businesses was evaluated Usengeturn on assets, Tobin Q, and economic
value added in the study. The study's findings ettpd the notion that the performance of the
business was correlated with board size, the peeseinfamily directors, and the participation of
underrepresented groups on the board. The resa#schfound that independent directors in

Pakistan negatively affect a firm's financial penfance.

Kao, Hodgkinson & Jaafar (2018) investigated thepaot of company performance on
ownership structure and board of directors in Taiwihe research follows use of the time series
aspect of the data by using listed companies fr8@8v¥ 2o 2015 plus panel estimate. The data was

displayed in graphs and tables, and the researpiogetd a regression model. According to the
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study's findings, having many independent directarsvo-tier board structure, a smaller board
size, and a lack of duality in the chief executnde all help to improve organizational
performance. The findings also showed that ownprshiucture, block holders’ ownership,
foreign ownership, institutional ownership, and figmownership all positively affects an

organization's performance.

Hossain & Oon (2022) examined the impacts of béeadership and frequency of holding board
meetings on business performance in two-tier bodras study examined how leadership on the
board affects the frequency of meeting meetingshawl the frequency of meetings influences
an organization's performance. The study utilizetlOayear longitudinal company dataset in
Indonesia and Germany. The research findings shtwadCEOs in both countries prefer having
lower board meeting frequency. The research resis showed that female independent
directors in Germany were more likely to initiatenm board meetings. Frequent board meetings
increased firm performance in Indonesia compare@d¢omany, as demonstrated by the study

results.

Arifai et al. (2018) studied the performance ofdndsian family enterprises under the two-tier
board arrangement. The presence of the board omggsioners, directors, and both boards is
used in the study to assess family involvement. dlee-added intellectual coefficient (VAIC)
used in the research incorporated capital emplogédictural capital, and human capital
efficiencies to assess a firm's performance. Tgzes were spent gathering the data that was
used in the study. According to the study, famiynership improves a company's success. The
findings revealed that family representation on ¢benmissioners and board of directors had a
favorable impact on an organization's performai¢e findings indeed support the notion that
having family members on the panel of directorsnaldhas a detrimental impact on the
businesses' success. Additionally, the board ofnaigsioners' performance improved because of
family members' participation. The results imphattifamily representation on both boards
fosters a balance between managerial and superviesponsibilities, resulting in effective

oversight of the businesses' operations.

Aluoch et al. (2020) examined the connection betweemposition of the board and the
operating performance of companies listed on theolaStock Exchange. The association

between the variables was examined using a lorigaldlescriptive research methodology.
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Regression analysis was used in the study to exathainformation gathered. The findings of
the study demonstrated that occupational expeatisegender diversity had a positive impact on
return on assets. The study's findings also reddalat the selected Kenyan enterprises' Tobin's
Q was highly impacted by the board's independendeage. Both Tobin's Q and return on assets
were significantly impacted by the board's overaipact on the listed firms' performance.
Additionally, the research results demonstrated tha board size had a little effect on the

performance of the listed companies in Kenya.

Machira (2016) investigated how governance of catons affected the financial success of
Kenyan insurance firms. The research looked at board meetings, board committees, board
size, board independence, and board diversity taffean organization's ability to generate
returns on assets, which is a measure of finarstiatess. To examine the data, the research
employed a descriptive research methodology usnggal regression analysis. The data used in
the research was gathered from secondary souncégha data analysis was carried out using
SPPS. The return on assets was shown to be ndygaitiwpacted by board size, but board
diversity was positively correlated with board disigy. According to the data, there is not much
of a connection between board meetings and compasatcess. The effectiveness of the
company was shown to be significantly positivelyretated with board committee and board

independence.

Muchiri (2016) investigated how board compositidfeeted listed companies' performance on
the Nairobi Stock Exchange. Board independencerdooeembers, board size, and number of
board meetings were all taken into account as iewi@pnt factors in the study. The study
focused on the businesses listed between 2010 @ @nd employed a descriptive research
approach. The findings of the research demonsteafaslorable connection between the number
of board meetings, board size, and financial ltgrand firm performance. The research also
discovered that there was no significant connedtietween the success of enterprises and the

independence of the board of directors.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction
The methodology used for the research is explainethis section. It outlines the study's

research design, model specification, data cotiac@pproach, target population, and data

analysis procedure.

3.2 Research Design
The research design offers a detailed plan usedtan facts needed to solve the problem in a

study Pandey & Pandey2021). In the current study, a descriptive crossiseal survey
research approach was used in an effort to bettderstand the impact of a two-tier board
structure on the financial performance of businedisted on the NSE. The research adopted a
descriptive research design involves collectingadatorder to describe a phenomenon. A cross
sectional study involves studying a population apeacific point in time. The major emphasis of
a descriptive cross sectional study design is cidle of data from a population at a single point
in time. The research design is suited for theesurstudy because it describes the characteristics

of the targeted population within a given periodiofe.

3.3 Target Population
All of the companies registered on the Nairobi ktexchange make up the target population. As

of 2021, there are 63 listed companies on the Nafsecurities Exchange. The research was a
census study because it considers all the compdisiesl in NSE. Therefore, the target
population consists of all the companies listedNBE for the period 2001 to 2021. The listed
firms to be included in the study are those tradimthe Nairobi securities exchange during that
period. The companies listed under NSE attracieskiand experienced individuals to their
boards. Such companies are preferred in the stadguse of availability of sufficient data to be

analyzed for the study.

3.4 Data Collection Method
The data utilized in the research was extractedh frgimary and secondary sources. The

secondary information comes from the Nairobi sé@sriexchange, which has all the yearly

reports of the firms listed. The study collectedoselary data on financial performance from
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annual reports and the company website. Specificdie return on assets data from the annual
reports was considered. The study focused on tlidisped data such as the statements of
financial position and income statements. Docunaardlysis was used whereby the income

statements were studied to gather informationtferstudy variables.

Supervisors and staff members of the companiexdlieh the NSE provided the primary data.
The data was collected using a questionnaire adtensid online and through face-to-face
meetings. The questionnaire has two parts includinganizational characteristics, board
independence, board diversity and board size. Raof the questionnaire has captured the
organizational characteristics factors. Part Bhaf tjuestionnaire has covered questions on the
two-tier board structure. Data on financial perfanoe was collected using annual reports
available from the company websites. The annuartegprovided information on the return on
assets (ROA) ratio of the company. The ratio wdseted by using the net income and the total

assets from the financial statements.

3.5 Data Analysis
Secondary data from the Nairobi securities exchaepgerts was reviewed for consistency and

completeness to apply the statistical analysisgu§RSS. The NSE data was analyzed using
inferential and descriptive statistics approactfdpent descriptive analysis techniques are used
to analyze the quantitative data such as mean,anstéindard deviation. Charts and tables are
used to summarize the responses from the respenteriacilitate further comparison of the
data. The study used multiple linear regressionlyaizato explain the connection existing
between two-tier board structure and the finanmeformance of the listed firms in NSE.

This study's regression model is written as follows

Y=B0 +B1X1 +P2X2 +B3X3 +¢
Where:

Y = The performance of the firm (ROA was used t@asue performance)
X1= Board Size (It was measured using the total begsof the board of directors).

X2 = Board independence (The proportion of noncakee board of directors to all of the
directors)
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X3= board diversity (The total number of women alendirectors on the board)
e = Error term
B0 = Constant Variable

B1, B2, p3 = Beta coefficients to measure of how quickly X2, and X3 change.
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CHAPTER FOUR: DATA ANALYSIS, RESULTS AND DISCUSSIONS

4.1 Introduction

The chapter provides details of the results andlymem the consolidated data extracted through
a questionnaire and secondary data from all the-N$&l companies from 2001 to 2021. The

association between the two-tier board structure thie financial performance of businesses
listed on the NSE was investigated through a limegression analysis. The results of the
research are presented using descriptive statetidstables organized according to the study's
objective. The chapter shows the descriptivesttesi that were employed in the study, results of
the normality test, the model summary, ANOVA, ctatien, and discussion of the study

findings.

4.2 Response Rate
The study targeted 63 respondents from the compdisted in the Nairobi securities exchange.

There was a 100% response rate from the supenasaorstaff members of the companies listed
on the NSE. The high response rate assisted imgedtte necessary information to show the
influence of a two-tier board structure on the ficial performance of companies listed in the
NSE.

4.3 Descriptive Statistics

The standard deviation and mean of the researd¢hbles are summarized in tables below. The

descriptive statistics of the organizational chemastics are considered in this section.

4.3.1 Description of Organization
Table I Description of the Organization

Description of the organization
Cumulative
Frequency Percent |Percent
Valid |Private 0 0 0
Public 63 100 100.0
Others 0 0 100.0
Total 63 100.0
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The table 1 shows all the companies used in thdysitere public companies. The frequency
table shows that 100% of the respondents agreeN$ielisted companies are public. None of
the respondents confirmed the companies were primaainy other form of company as shown

by the 0% response rate.

4.3.2 Years of Operation
Table 2 Years of Operation

Y ear s of operation
Cumulative
Frequency Percent |Percent

Valid |Less than 5 years 1 1.6 1.6

5-10 years 10 15.9 17.5

11 years an(52 82.5 100.0

above

Total 63 100.0

The frequency table shows that majority of the oasients confirmed the NSE listed companies
have been in existence for more than 11 years.r&hdts show that 82.5% of the respondents
confirmed that the companies have been in existéocenore than 11 years. 1.6% of the

respondents claimed that companies registereceilNE have been in operation for less than 5

years as shown by the results of the study.

4.3.3 Number of Staff Members

Table 3 Number of Staff Members

Number of Staff Members
Cumulative
Frequency Percent |Percent
Valid |0-50 employees 1 1.6 1.6
51-100 employees 5 7.9 9.5
101-150 employees |12 19.0 28.6
151 employees ar 45 71.4 100.0
above
Total 63 100.0

Table 3 shows the number of staff members in thheowa companies listed in the NSE. The
results of the study shows that majority of the panies have more than 151 employees and
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above as represented by 71.4%. Only 1.6% of thgorekents claimed that companies employ
less than 50 employees as shown by table 3. Therhugber of employees in majority of the

companies shows that the companies registered ByadSbig.

4.3.4 Annual Revenue
Table 4 Annual Revenue

Annual revenue
Cumulative
Frequency Percent |Percent
Valid [1-2 million  saleq2 3.2 3.2
revenue
35 million saleg 6 9.5 12.7
revenue
6-8 million  saleg16 25.4 38.1
revenue
9 million and above |39 61.9 100.0
Total 63 100.0

Table 4 shows the revenues gained from the opesatb the NSE listed companies in a year.
The responses show that 61.9% of the companiesngaia than 9 million annually. The results
also show that 2% of the companies earn betweermilidn annually. The high number of
companies earning more than 9 million shows thatNBE listed companies have been making

more sales from their operations.

4.4 Two-Tier Board Structure Characteristics
Data on each individual independent variable wdkeced and analyzed. The two-tier board

characteristics selected in the study include th&rd independence, board diversity and board

size.

4.4.1 Board Independence
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Table 5 Board Independence

Std.
Statement Mean Deviation
Relationship with 2.59 1.278
shareholders is good
Relationship with 2.95 1.142
present company stg
is good
The board sets up 12.65 1.310
own agenda
The board cal2.73 1.273
challenge thg
management any time
Average value of meal2.73 1.2508

The respondents were asked to declare whetherageed or disagreed on the influence of
board independence on the financial performanceftompanies. The responses were based
on a five point Likert scale. A mean value of 3/kows neutral response, values above 2.5
represents agreeing and values below 2.5 repredesagreeing. The findings of the study as
shown by Table 5 reveal that most of the resporsdagteed that the company was having a
good relationship with the shareholders as showa mean of 2.59 and a standard deviation of
1.278. The mean value is above 2.5 showing thatakgondents agreed. The respondents also
showed that the relationship with the organizaisogood as represented by a higher mean value
of 2.95 and standard deviation of 1.142. The ardpnts also agreed that the board was
involved in setting up its own agenda because tlammvalue was more than 2.5. The
respondents also agreed that the board could olgalldhe management at any time as shown by
the mean value of 2.73 and the standard deviafidn2@3. The values of mean are all above 2.5
showing that the respondents agreed that boargo@émdkence influenced the performance of
NSE listed companies. The low values of standandatien imply that the data points are
clustered to the mean. Therefore, the mean valaensidered an accurate representative of the
effects of board independence on the performancéheflisted firms. On average, the
respondents agreed that the board independenaencts the performances of listed companies
as shown by the mean value of 2.73 and standardtoev of 1.2508 representing all the

statements.
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442 Board Size
Table 6 Board Size

Std.
Statement Mean Deviation
Number of boar(2.63 1.248
members is high
The executive directol2.48 1.030
are more than 2
The organization is big 2.51 1.230
There are complg2.71 1.288
operations in m
company

Average value of meal 2.58 1.199

The respondents were asked whether they agreadamreled with the influence of board size on
the financial performance of NSE listed companieghe first statement, the value of the mean
is 2.63 and the standard deviation is 1.248 showiagthe respondents slightly agreed that the
organization had many board members. In the sestatdment, the respondents disagreed that
the executive directors of the companies are nmmae two as shown by the mean value of 2.48
and the low standard deviation value of 1.030. Thed statement asked whether the
organization is big and the respondents slighthgeg that the organization was big as shown by
the mean value of 2.51 and a standard deviatich280. The respondents confirmed that the
NSE listed companies are involved in complex opanatas shown by the high mean value of
2.71 and a standard deviation of 1.288. Thereforest respondents agree that board size has an
influence of the financial performance of the listeompanies. The low values of standard
deviation in all the statements show that the mgam accurate measure because the data points
are clustered on the mean. On average, the resptsndgreed that the board size influences the
financial performances of listed companies as shbwrthe mean value of 2.58 and standard

deviation of 1.199 representing all the statements.

4.4.3 Board Diversity
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Table 7 Board Diversity

Std.
Statement Mean Deviation
There is gender pari|2.84 1.125

in my organization
There is a notable a¢2.70 1.265
difference among ¢

directors

The board membe|2.60 1.225
have differen

educational

gualifications
The board membe|2.33 1.231
are from different racid
groups
Average value of meal 2.62 1.2115

The respondents were asked whether board divardgltyences the financial performance of
listed companies using a five point Likert scatetHe first statement, the respondents prove that
there is gender parity in the organization as shbwthe value of the mean that was 2.84 and a
standard deviation of 1.125. The standard deviaisotow showing that the data points are
clustered on the mean. The respondents also agineedhere was a notable age difference
among the directors of the companies. The meanevafuthe statement was 2.70 and the
standard deviation was 1.265. The respondentspatse that the board members had different
educational qualifications as shown by the high mealue of 2.60 and the standard deviation
value of 1.225. However, the respondents disagiestdthe board members are from different
racial groups as shown by the low value of meare fiean value was 2.33 and the standard
deviation was 1.231 implying that the data poimnts @ustered on the mean. On average, the
respondents agreed that the board diversity infleerthe financial performances of listed
companies as shown by the mean value of 2.62 andatd deviation of 1.2115 representing all

the statements.

4.5 Normality Test

Table 8 Testing for Normality
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Tests of Normality

Kolmogorov-Smirnov Shapiro-Wilk

Statistic |df Sig. Statistic | df Sig.
Board Independence |.067 63 .200 971 63 140
Board size .091 63 200  [.974 63 195
Board diversity .081 63 .200 .967 63 .086
ROA .021 63 .200 .997 63 1.000

The sample size considered in the research wasdi\wshowing that it was appropriate to use
the Kolmogorov-Smirnov test to determine if theadat the research variables was normally
distributed. A p-value less than 0.05 shows thatdata is not normally distributed and that the
null hypothesis should be rejected. The Kolmogdsowrnov test yielded a p-value of 0.2 for all

the variables showing the data was distributed atlym

4.6 Linear Regression

To determine the impact of the two-tier board dtieee on the financial performance of
companies in the NSE, the extracted data was adhlyzing linear regression analysis. A model
summary showing the values of R-squared, ANOVA, i@alession model coefficient table was

used to explain the study's results.

4.6.1 Summary of the Model
Table 9 Summary of the Model

Summary of the M odel
Change Statistics
Standard|Value |Value
R Adjusted|Error ofjof R|of F Significa | Durbin-
Squarnvalue ofithe Square | Chang nt F| Watson
Model |R e R Squarg Estimate | Change|e dfl |df2 Change |value
1 205 .042 |-.007 5.01807 |.042 .864 |3 |59 465 1.850

Multiple R is the absolute value of the correlationefficient. The value represents the
correlation between two or more variables. Theefd.205 is the absolute value of the
correlation between the variables used in the study

R-squared is a statistical measure in regressitichwis used to determine the percentage of

variance in the dependent variable that can beaegad by the independent variable selected.
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The value of R-squared shows how the data fitsrélgeession model used. High values of R
squared show the model fits the data but a lowevahow a low goodness of fit. The R squared
value is 4.2%, as shown by the table 9, showingeaker fit of the regression model. The low
values of R-squared shows that the variables cereidn the study are ineffective in explaining
the changes in independent variable. The tablesd sthows that the Durbin Watson value is

close to 2, indicating no autocorrelation.

4.6.2 ANOVA
Table 10 Analysis of Variance (ANOVA)

ANOVA
Sum of
Model Squares Df Mean Squar{ F Sig.
1 Regression| 65.292 3 21.764 .864 465
Residual |1485.680 59 25.181
Total 1550.972 62

The independent variables do not reliably predietdependent variable, as indicated by the low
value of F statistic. The low F-value shows that gihoup means are close together with minimal
variability compared to the variability within eaghoup. To reject the null hypothesis, F value
has to be high but the F value in the researcbhwsshowing that we accept the null hypothesis.
Therefore, the low F-value from the test shows ti@ independent variables used in the

research has an insignificant impact on the depengeiables.

4.6.3 Regression Modd Coefficients

Table 11 Regression Model Coefficients

| Coefficients
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Valu
es of
Stand
ardiz
ed
Coeff Value of
Unstandardizg icient Collinearity
d Coefficients|s Correlations Statistics
Stand Signi| Zero Tole
ard fican |- Parti ranc
Model B Error |Beta | T ce |order|al Part |e VIF
1 (Constant) -2.521 |2.164 -1.165|.249
Board -.680 |[.847 |-.138|-.803 |.425 |.042 |- -.102|.553 |1.810
Independence .104
Board size 1.355 |1.057|.260 |1.281 |.205 |.178 |.165 |.163 |.395 [2.530
Board diversity .078 968 |.014 |.081 |.936 |.122 |.010|.010|.526 |1.901
a. Dependent Variable: ROA

The unstandardized coefficients show the directbrthe relationship between the financial

performance and the two-tier board structure. Bselting regression model is as shown below:
Y=-2.521 - 0.680 board independence +1.355 baaet€.078 board diversity

A unit increase in the board independence in thedi companies in NSE leads to a 0.68
decrease in the NSE-listed financial performanagthérmore, a unit increase in board size
leads to a 1.355 unit increase in financial permoe. A unit increase in board diversity led to a
0.078 a unit increase in financial performance. Ewsv, the study results show an insignificant
effect in all the variables because the p-valuesnaore than 0.05. Board size, board diversity,
and board independence each had significance vafuegi25, 0.205, and 0.936, respectively.
Therefore, the effect of board size, independeand,diversity is insignificant in relation to the

financial performance of the NSE-listed firms.

4.7 Discussion of Findings
The study findings show a positive and weak refetiip between the effect of the two-tier

board structure and the financial performance airmsses listed on the NSE, as shown by the
regression results. Generally, the results proa¢ & insignificant relationship exists between
the two-tier board structure and the financial perfance of businesses listed on the NSE. The
study results are consistent with the study by Nug2016), who investigated how the

characteristics of the board affected the perfoceanf public companies in Kenya. Muchiri
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(2016) found that board independence was not stalily significant, similar to the current
study results showing that independence of thedobas a statistically insignificant relationship
with the financial performance of firms listed irSH. The results of the study are Consistent
with Machira (2016), who researched the effect @fegnance on the performance of Kenyan
insurance businesses. Machira (2016) discovereédtzad size and board independence had an
insignificant relationship because they had indigant effects on the performance of insurance
companies. The results also showed diversity of bbard had a positive correlation with
performance of the companies listed in NSE, coasistvith the current study results. The
current research findings are also consistent wigtudy by Ogeno (2013), who evaluated the
impact of board characteristics on performance mhmganies in Kenya and concluded that
independence of the board had a negative assacimith financial performance. The current
research shows that board independence negatiffelstsathe financial performance of listed

companies.
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CHAPTER FIVE: SUMMARY, RECOMMENDATIONS AND CONCLUSIONS

5.1 Introduction
The section covers a recap of the study results. chapter offers a summary of the research

findings and a comprehensive conclusion focusinghenestablished connection between two-
tier board structure and the financial performaotcéhe listed companies at NSE. Additionally,
the chapter offers suggestions for further resealists the study's limitations, and makes

recommendations.

5.2 Summary of the Resear ch Findings

The research findings prove most of the compaisesdl in the Nairobi securities exchange have
existed for more than 11 years. Moreover, the congsaare large because the results show that
they employ more than 150 employees. Most of tlspardents from the various companies
reported that the companies gain more than 9 miilorevenues each year. The high revenues

generated by most of the companies also provehbgtare big.

The descriptive statistics table shows that boad#pendence, size, and diversity had mean
values above 2.5. The respondents agreed that daed bindependence influences the

performance of the listed companies as shown byateeage mean value of 2.73 and standard
deviation of 1.2508 for all the statements. Moreptlee respondents agreed that the size of the
board influenced the performance of the listed camgs as shown by the mean value of 2.5825
and standard deviation of 1.199. Additionally, tespondents agreed the board diversity also
influenced the performance of listed companies. rBsalts prove that the listed companies can
make set their own agenda and the board can chellgr® management. The results also show
that the companies are big in size because they m@any board members. The companies also
have a high diversity of the board members shouliag the members have various educational

backgrounds and qualifications and they have diffegenders.

The study variables were not a good fit for the etdiecause 4.2% of the variables fit in the
regressing model, as shown in Table 4. Therefdreretis a weaker fithess to the model.
Moreover, the results show that a 4.2% variancéhen financial performance results can be

predicted by the board diversity, board size, avarth independence in the NSE companies. The
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Durbin-Watson statistic has a value of 1.850, n2arshowing no autocorrelation in the

regression model output.

The F-value is 0.864, and the significance leve.#&65 showing that the study results are not
statistically significant. Therefore, board divéysboard independence, and board size does not
reliably predict the performance of the listed camps. The low F value also shows that the
linear regression model does not fit the data hetteerefore, the two-tier board structure had an

insignificant effect on the financial performanddisted companies.

The coefficients of the regression model are nghificant since the p-values are higher than
0.05. The p-values for board independence are Qlt#yd diversity is 0.936, and board size is
0.205.The findings also show that the two-tier boatructure has no association with the
financial success of the listed firms because radribe variables is significant. The results from
the regression model also show that board divemsitg board size positively affected the
financial performance of listed companies, whileattbindependence negatively affected the
performance of listed companies from the linearresgion model. The outcome of the
correlation analysis demonstrates that the perfoomaf the firms had a weakly positive link

with board independence, board diversity, and bagd. The findings from the correlation

show that the two-tier board structure affects fthancial performance of the companies even
though the relationship is insignificant. Therefottee study's findings prove that introduction
and existence of a two-tier board structure hadgnargnificant positive effect on financial

performance of the listed companies.

5.3 Conclusion of the Study

The results of the research demonstrate that aed board diversity, and board independence
have insignificant impact on the financial performa of listed firms. The research also
concludes that the companies listed in NSE havie tregenues, and they employ more than 150
employees showing that they are big companies. Bwaungh the results show that the two-tier
board structure had an insignificant effect onfthancial performance of the firms, the size of
the board had the largest effect, board diversay the second largest effect and board

independence had the least and negative impatiteopetrformance of the firms.
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The study's findings prove that a two-tier board&tre does not affect financial performance of
companies listed in the NSE. The variables haveakvpositive association and the relationship
shows an insignificant relationship from the T-tastl F-test used in the research. The value of
R squared shows a weak relationship between thdiéwdoard and the financial performance
of listed companies. Therefore, it is justifieddonclude that the two-tier board structure does
not reliably predict the performance of the listaanpanies in NSE because of the insignificant

relationship between the variables consideredearsthdy.

5.4 Recommendations

The findings show there is an insignificant relaghip existing between the two-tier board
structure and the financial performance of listechpanies. Therefore, it is recommended that
the listed companies have to change the currentdbst@ucture composition to ensure they
influence the financial performance of the compsniEhe changes can include having more
having more than two executive directors and adoptif a board with members from different
racial groups. The respondents proved that thedbeaiuctures do not have different racial
groups and they do not have more than two execdireetors showing that adoption of many
executive directors can influence the financiafg@@nance of the companies. It is recommended
that the changes have to be made in line with #ig dperations of the two-tier board structure
for the companies to perform better in the markae research findings offer valuable insight to
the managers, authorities, and stakeholders orntiaddpe two-tier board structure. The findings
will benefit the authorities tasked with formulati@f policies, especially the Capital Market
Authority(CMA), and the Nairobi Securities Exchartgeknow the changes to make in the two-
tier board structure to ensure it contributes ®fthancial performance of the listed companies.
The findings of the research show an insignificeglationship between the two-tier board
structure and the financial performance of listechd. Therefore, the NSE-listed companies
have to formulate policies to popularize the acaepe of a two-tier board on the firms listed in
NSE. The policies would encourage changes to tletiev board composition, resulting to a
higher significance in the data.

The research findings proves the two-tier board &asinsignificant relationship with the
financial performance of the companies listed inENSherefore, it is recommended that the

companies have to focus on other measures, suaheasial expertise and the number of board
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meetings to evaluate whether they impact the fighrmerformance of the listed companies.
Therefore, the managers of the NSE-listed compan#a® to analyze the failures of board
diversity, the board size, and board independeadeprove the financial performance of the
listed companies. Through the government and tlaedbof directors, the companies can make
the necessary changes on the board compositiamstoeeit influences the financial performance
of companies. Therefore, an analysis of the boati¥ersity, size, and independence would

strengthen the weak areas of the listed companies.

5.5 Study Limitations

Most respondents in the research offered neutswers that limited the accuracy of the study
findings. Extraction of the secondary data for¢herent research was another limitation because
most companies have not exposed their data touhkcfor some periods within the 20 years
considered in the research. As a result, it wasl harextract the information because extra
finances were used to obtain information from tmepyees in the companies. Time was
another limitation of the study because most of réspondents did not provide the responses
within the set time. As a result, the study tookrentme to extract the primary data, affecting
the efficiency of the study's extraction. Additilyathe time allotted for the research was
constrained, and obtaining the listed companieahitial statements took time.

5.6 Suggestion for Further Research

The study did not consider all the characteristitthe two-tier board structure, and it did not
consider the prevailing macroeconomic variablesnduthe study period. Therefore, future
research has to consider the prevailing macroecmngariables to find their effects on the
financial performance of NSE-listed companies. Diiger characteristics of a two-tier board
structure, including the company structure, flowaothority, and communication mechanisms,
can be considered in future research. Therefotarduesearch has to consider these factors to
establish their influence on the financial perfonea of listed companies in NSE. Future
research also has to consider the effects of atiewoboard structure on the financial
performance of other governmental organizations anivhte companies. The findings would
effectively inform whether there will be a signdiat relationship between the two-tier board

structure and financial performance.
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Appendix 1: Data Collection Schedule

Year

ROA

2001

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

2016

2017

2018

2020

2021
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Appendix 2: Questionnaire

Please provide your responses to the following tijpres Use a tick or cross where necessary.
Feel free to provide any additional relevant infation relating to the subject matter in the

spaces provided. Do not include any identifyingadeton this questionnaire.
PART A: ORGANIZATIONAL CHARACTERISTICS

1. How would you describe your organization?

Private []
Public [
Others []

2. How long has your organization been in existence?

Less than 5 years []
5-10 years []
11 years and above []

3. How many staff members are in your company?

0-50 employees 1 [
51-100 employees []
101-150 employees []
151 employees and above []

4. How much revenue does your firm generate annually?

1-2million sales revenue []
3-5 million sales revenue []
6-8 million sales revenue []
9 million and above []
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PART B: TWO-TIER BOARD STRUCTURE CHARACTERISTICS

Tick the appropriate box for the following statemeslating to two tier board structure. The
items are arranged in a Likert scale of 1 to 5trargly disagree, 2-disagree, 3-Neutral, 4-
Agree, 5- Strongly agree.

5. To what extent do the following aspects of boadkpendence, board size
board diversity influence performance of your comyga

ELEMENTSOF TWO-TIER BOARD STRUCTURE 5 4 3 |2 1

Board independence

Relationship with shareholders is good

Relationship with present company staff is good

The board sets up its own agenda

The board can challenge the management any time

Board size

Number of board members is h

The executive directors are more than 2

The organization is big

There are complex operations in my company

Board diversity

There is gender parity in my organization

The is a notable age difference among of directors

The board members have different educational qoatibns

The board members are from different racial groups

THANK YOU FOR PARTICIPATING.
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