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ABSTRACT

Recent public interest in the management of ressuin the public sector has
reignited the need for risk based auditing. A tisised audit approach is designed to
be used throughout the audit to efficiently aneetively focus the nature, timing and
extent of audit procedures to those areas that Havemost potential for causing
material misstatements in the financial reportt{tage of Chartered Accountants of
Australia, 2011) According toBell et al (2005) the basic premise of RBA is that
auditors should devote more resources to accohatsate likely to be misstated and
fewer resources to those that are less likely tonbsstated thereby improving
financial performance. The study sought to esthlilie effect of risk based audit on
the financial performance of the commercial stateporations in Kenya. This
research was conducted through a descriptive suessarch design. The descriptive
survey research design was considered appropriait enables description of the
characteristics of certain groups, estimation @& fhoportion of people who have
certain characteristics and making of predictiombis study used primary and
secondary data. The primary data was obtained th@mChief Internal Auditors of
the sampled firms while the secondary data wasirddafrom the annual financial
reports of the sampled state corporations in Kemwex a period of 3 years (2011-
2013). The data was collected based on the infoomaabout the variables.
Quantitative data was analyzed by descriptive amalwhile qualitative data was
analyzed through content analysis. The study mayige information to policy
makers, scholars, academicians and investors oefteet of RBA on the financial
performance of public sector in Kenya. From thelifigs, the study established that
risk management, annual risk based audit plannirigrnal auditing standards and
internal auditing capacity significantly affectdtetfinancial performance of the state
corporations in Kenya over the 3 year period taeagextent. The study concludes
that there exists a positive relationship betweiskh based audit factors and the
financial performance of the state corporationKémya. The study recommends that
the management of the state corporations in Kehgald embrace the ISAs to guide
the ethical work of internal auditors, enhance risknagement practices and support
the internal audit function by providing the ne@egs resources and fully
implementing its recommendations.
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CHAPTER ONE
INTRODUCTION
1.1 Background of the Study

Audits serve a fundamental purpose in promotindgidence and reinforcing trust in
financial information. Risk Based Audit approachtie method the auditor follows to
determine the audit procedures to be performededoas risk; or the indication that
the transactions or classes of transactions, atsaurbalances and/or disclosures is
misstated to enable the auditor to achieve thetalgective. The evaluation and
consideration of the risk based audit approachnisrenal consequence of striving for
improvement and the development of the services tha auditing profession

provides (Lutta, 2012).

Risk Based Audit enhances transparency, accouityadild responsiveness to public
expenditure policy priorities and it virtually cageall aspects of the public financial
management (Lutta, 2012). A risk based audit ambraa designed to be used
throughout the audit to efficiently and effectivdébcus the nature, timing and extent
of audit procedures to those areas that have ttst paiential for causing material
misstatements in the financial report (InstituteChiartered Accountants of Australia,
2011).The risk based audit approach is an essaatimponent in the performance of
an audit and part of the audit profession’s defeagainst legal liability. This

improves the standing of the audit profession asahdit was legalised (Rapa and

Kauffman, 2005).

Risk Based Audit is superior to traditional augipeoaches for two reasons. First, it

focuses on risks, the underlying causes of findrstigorises, not just the accounting



records. Second, the Risk based Audit shifts tikeddrom inspecting the quality of
the financial information that is recorded in theahcial statements to building
guality into the financial reporting process andliagd value to the Bank’s operations

(Gibson, 2003).

The Risk Based Audit, which focuses on both ream@®ed unrecorded risk, improves
financial statement and the financial statemenbnép process. The Risk Based
Audit focuses on business risk and the processdotrolling these risks. The higher
the risk area, the more audit time and client astare required. Besides focussing
on the level of risk, the risk based method hetpsvaluate and build value into the
financial reporting process and the clients busireesd activities. This knowledge is
gained through the way the client operates thesin®mss, management, internal and
external environments. The knowledge gathered egmtb design the audit program
that includes the most effective combination oftdeesponsive to each client’s
unique circumstances. For this reason, the risledapproach is then superior to

traditional auditing methods (Gibson, 2003).

1.1.1 Risk Based Audit

It is a process, an approach, a methodology anattdnde of mind rolled into one.
The simplest way to think about risk based auditceptually is to audit the things
that really matter in an organisation. Risk baseditas developed after considering
certain complexities surrounding an audit. Majormeptexities are, firstly, the
expectation gap, secondly, responsibilities of theditor, thirdly, provision of
reasonable assurance, and fourthly, the practioglementation of the standards

(Gibson, 2003).



The basic premise of RBA is that auditors shouldotle more resources to accounts
that are likely to be misstated and fewer resoutogbose that are less likely to be
misstated (Bell et al. 2005; Rittenberg & Schweig2®05; Knechel, 2007). This
approach is expected to lead to more effectiveedfident audits (Public Company
Accounting Oversight Board, 2007). However, if dadi do not accurately assess
misstatements risk at the account level, auditiess will be misallocated, resulting

to undetected misstatements (Kinney, 2005; O’'Ddré&é&chultz, 2005).

Risk based approach requires the auditor to firsfetstand the entity and its
environment in order to identify risks that mayulésn material misstatement of the
financial report. Next, the auditor performs aneassnent of those risks at both the
financial report and assertion levels. The assessmeolves considering a number of
factors such as the nature of the risks, relevartnal controls and the required level

of audit evidence (ICAA, 2011).

The result of the assessment effectively categoribe audit into a) areas of

significant risk of material misstatement that riegspecific responses and b) areas of
normal risk that can be addressed by standard sk program. Having assessed
risks, the auditor then designs appropriate awdiponses to those risks in order to
obtain sufficient audit evidence on which to coweu Risk assessment continues
throughout the audit and the audit plan and proesdware amended where a

reassessment is necessary (ICAA, 2011).

1.1.2 Financial Performance

Financial performance is a measure of an organizatipolicies and operations in

monetary terms. It is a general measure of a firaverall financial health over a



given period of time and can be used to comparélasirarganizations across the
same industry or compare industries or sectorsgigremation. There are many
different ways of measuring a firm’s financial perhance. It may be reflected in the
firm’s return on investment, return on assets, #aidded among others and is
subjective measure of how a firm can use asseis ft® primary mode of business

and generate revenues.

There are many different ways to measure finanmeaformance, but all measures
should be taken in aggregation. Line items suateasnue from operations, operating
income or cash flow from operations can be usedwal as total unit sales.

Furthermore, the investor may wish to look deep#y financial statements and seek

out margin growth rates or any declining debt (&ug012).

In public sector, the nature of financial positisna function of the resources and
obligations the public sector entity is held acdabite for managing and maintaining
in order to meet its multiple public interest oltjees in both the short and long terms.
The financial performance is determined by a comsparof actual versus budgeted
annual results. The resultant surplus or defigitvjgres cumulative information about

the financial performance of the public entity (Mat 2012).

1.1.3 The Effect of RBA on Financial Performance inCommercial State

Corporations

The risk based audit approach provides the auditthr an approach to conduct the
audit as efficiently and effectively as possiblenéfitting both the audit team and the
entity. The basic premise of RBA is that auditonewdd devote more resources to

accounts that are likely to be misstated and fes@eources to those that are less



likely to be misstated thereby improving financ@@rformance (Bell et al. 2005;
Rittenberg & Schweiger, 2005; Knechel, 2007). Tdpgroach is expected to lead to
more effective and efficient audits (Public Compakgcounting Oversight Board,

2007).

Focusing on critical risks by auditors align augitiorities with those of the
shareholders resulting in adding value to the yn#iccording to Griffiths (2006)
RBA directs scarce audit resources at checkingablponses to the risks that present
a serious threat to an organization and that réigukare now requiring directors to
ensure these risks are properly managed. HightglRBA ensures that critical risks
are accurately identified and properly evaluated eported by the auditors. Good
use of RBA results to effectiveness and therefamgroving returns to the citizen and
investors. As opposed to general audit of busipessesses in an organization, RBA
appeals to an auditor to carefully consider thaigant processes in an entity and

focus efforts there. Use of RBA ensures that nemtlly risky area is left out.

1.1.4 Commercial State Corporations

In the Kenyan context, state corporations operate aopre-determined set of
guidelines that govern recruitment and remuneratibrstaff, and even their own
overall general operations of running the corporati There is need to give general
operating guidelines for state corporations bub @lsneed to give managers of each
corporation a free hand to run the same. Stateocatipns were set to empower
Kenyans economically and Kenyan institutions thagrev earlier run by the
colonialists (Republic of Kenya, 2007). They wenal @re the platform in which the

government is involved in commercial activities.eT$tate corporations operate on a



pre-determined set of guidelines that govern rémemt and remuneration of staff

and even their own overall general operations ohing.

According to Richard Bosez and Gaetan Breton (2@&je owned enterprises are
arm’s length entities established to pursue pubdiicy and commercial objectives.
Unlike other government agencies, SOEs take compdoam and thus constitute a
legal entity. Their legal personality is expresdmd an Act of Parliament. They

operate in many sectors of the economy.

1.2 Research Problem

Auditing is defined as an independent examinatioth @xpression of opinion on the
financial statements of an entity by an appointeditar in pursuance of that
appointment and in compliance with any relevanttustay obligations. RBA
approach is designed to enable the auditor toieffily and effectively focus the
nature, timing and extent of audit procedures tos¢hareas that have the most
potential for causing material misstatement(s)he tinancial report. Proper use of
RBA may result to saving critical audit time andl&uesources and coming up with

appropriate audit opinion (Masika, 2013).

Recent public interest in the management of ressuirc the public sector requires us
to rethink our approach to public oversight. A auysglance at local dailies and news
channels reveals questionable financial malprestemevering the entire spectrum in
the Public Sector. Reading the Constitution revealsous Commissions and state
agencies set up to check on these malpracticesllhe continue using the same
methods we used yesteryears to fight the war agfsasd, corruption, wastage and

abuse of public resources? The relevant oversigbha@es must be proactive if we



are to sustain the fight against corruption. Thenmeeed for continuous auditing if we
are to respond to managerial accountability anészssent of service delivery. The
Office of the Auditor General must prioritize aremlsere public resources are at most

risk (Edward Ouko-Auditor General of Kenya, 2011).

Lutta (2012) carried out a study titled ‘Determitsaaf adoption of risk based audit in
public sector in Kenya’. The study focussed on fdeterminants; role of internal
audit function, top management commitment, trainipwlicy framework and
communication process. The study established tisk Ibased audit enhances
transparency, accountability and responsivenepslibc expenditure policy priorities
and it virtually covered all aspects of public imtgal management. Despite the recent
adoption of Risk Based Audit in the Public Sectodig no academic research has
been carried out to establish the effect of adoptibRBA on financial performance
in the public sector thereby creating a knowledge. § he study sought to answer the
following question:-What is the effect of RBA onnéincial performance in the

commercial state corporations in Kenya?

1.3 Objective of the Study

To establish the effect of risk based audit on fin@ncial performance of the

commercial state corporations in Kenya.

1.4 Value of the Study

The study would be useful to senior managementaite £orporations on increasing
effectiveness of risk management systems establighetheir organizations. The

study would be a useful tool for formulation of wars policies and enhance



accountability and transparency in management dflipuesources by the state

corporations.

The academicians would benefit from the resultghisf study since they would get to
interrogate the concept of RBA and relate it witiblic audit. The research would
make a contribution to the body of knowledge in fileéd of auditing in Kenya and

beyond especially other developing countries. Téedamicians may want to carry

out more studies on this area to increase knowledge



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

This chapter provides literature review from redastudies by other researchers who
have carried out their research in the same fiektuay. Specific emphasis has been
put on the major issues in Risk Based Audit prastion the financial performance of

commercial state corporations in Kenya.

2.2 Theoretical Review

The following theories are relevant in the RBA. ¥heclude the Auditing theory, the

Agency theory and the Risk Based Audit theory. e®ries are discussed below;

2.2.1 Theory of Auditing

The audit approach or audit methodology followedanyauditor is a component of
the theory of auditing or the axiomatic method afliting. This is explained by
Mautz and Sharaf (1961) as follows: This schemauafiting knowledge might be
pictured in the form of a pie-shaped chart. Théremhart represents knowledge, all
knowledge. At the centre is a hard core of the maslamental types of knowledge,
metaphysics, logic and mathematics. Touching tbis end drawing strength from it
is the groundwork level of auditing knowledge,ptslosophical foundation. Included
in this level of knowledge is the definition or pose of the field and the fundamental
nature of its knowledge and methodology. It posadathe basics for inferring
concepts, must relate to and be harmonious with phirpose and recognise the

possibilities and limitations of its developmentdaavaluation of risk-based audit



approaches methodology. Every field must have $usth foundation and it must
never permit itself to become separated from teenehtal disciplines from which it
draws strength. The field of auditing grows outvgarffom its philosophical

foundations; it enters the area of conceptual sirac Then come the precepts
(concepts) and the area of practice and practigpliGations and then showing the
adjacent fields of knowledge. This theory indicaties changing role of audit and

anticipates more changes going forward.

2.2.2 Agency Theory

A significant body of work has done in this aredhivi the context of the principal-
agent framework. The work of Jensen and Mecklir@/€) in particular and Fama
and Jensen (1983) are important. Agency theorytiiikshthe agency relationship
where one party, the principal, delegates worknottzer party, the agent. According
to the agency theory a company consists of comstiaativeen the owners of economic
resources (principals) and managers (agents) wkocharged with using and
controlling those resources (Jensen & Meckling,6)9Agency theory assumes that
agents have more information than principals arad this information asymmetry
adversely affects the principal’s ability to momitwhether or not their interests are
being properly served by agents. Furthermore, annagtion of agency theory is that
principals and agents act rationally and use cotitrgito maximize their own wealth.
The agency relationship can have a number of d&ss#dges relating to the
opportunism or self interest of the agent. For eplamthe agent may not act in the
best interest of the principal. There can be a rarmatb dimensions to this including
for example, the agent misusing his power for p&syror other advantage and the

agent not taking appropriate risks in pursuancthefprincipal’s interest because he

10



(the agent ) views those risks as not being ap@igpand the principal may have
different attitudes to risks. There is also thebteo of information asymmetry
whereby the principal and the agent have acceddfesent levels of information; in
practice thus the principal is at a disadvantageabse the agent has more

information.

2.2.3 Risk Based Audit Theory

Risk based audit theory argues that clients sjgeekperience increases an auditor’s
ability to assess future client risks accuratelgl{B Solomon, 2002). However, prior
research in Psychology suggests that individuald te overweigh experience when
faced with current risk cues that conflict with exignce. This design examines the
consequences of prior, positive client-specific erignce and efficiency pressure,
represented by costly risk cues, on the abilitye¢nerate an effective risk assessment.
The results indicate that individual's bias towgaribr experience. Efficiency results
suggest that higher cue costs result in suboptinséll cue selection, but do not
negatively influence risk assessment effectivenBssk audit theory argues auditor
evaluations during the audit become more effectivt client-specific experience
(Bell et al. 1997; Bell et al. 2005). Rather, thésea risk that auditors will rely on
historical client-specific experience, which is baard-looking in nature, in addition

to gaining this increased client-specific knowledge

RBA is a process, an approach, a methodology arattiéude of mind rolled into one
and it can simply conceptualized as auditing tliregg(or processes) that really matter
in an organization (l1A, 2004). ISA 315-ldentifyingnd Assessing the Risks of

Material Misstatement through Understanding thetizand its Environment and ISA

11



330- The Auditor's Responses to Assessed Risks aamditing standards that
specifically set out the risk based audit approagtth other auditing standards
containing specific risk-related principles and qggdures appropriate to their subject
matter. Recent public interest in the managemenesdurces in the public sector
requires us to rethink our approach to public agéts A cursory glance at local
dailies and news channels reveals questionablediabmalpractices covering the
entire spectrum in the Public Sector. Reading tlens@Gtution reveals various
Commissions and state agencies set up to checkese tmalpractices. Should we
continue using the same methods we used yesterieéight the war against fraud,
corruption, wastage and abuse of public resour@&ég?relevant oversight agencies
must be proactive if we are to sustain the fighaiagt corruption. There is need for
continuous auditing if we are to respond to managaccountability and assessment
of service delivery. The Office of the Auditor Gealemust prioritize areas where

public resources are at most risk (Edward Ouko-faudseneral of Kenya, 2011).

2.3 Financial Performance Measures

Measurement of financial performance by ratio asialfelps identify organizational
strengths and weaknesses by detecting financiahales and focusing attention on
issues of organizational importance. Turk et al98)9suggested that the key to
analysis and measurement of the financial and @paed control and impact is
related to the central question. Their model rédldbe interrelationship between a
series of questions about the mission and the diahnesourcing and control of the
organization. They suggest that such a framewarkiges an appropriate analysis for
the past performance which will help an organizatimove towards its future

direction.

12



According to Blair (1996), Return on investment da used to measure financial
performance for many commercial organisations. Retan Investment (ROI)
analysis is one of several commonly used finantiatrics for evaluating financial
consequences of business investments, decisiorations. ROl analysis compares
the magnitude and timing of investment gains diyeegith the magnitude and timing
of investment costs. A high ROI means that investngains compare favourably to

investment costs (Ball and Shiva Kumar, 2004).

Return on investment = Gain-Investment cost
Investméust

There are many different ways to measure a comalestite corporation’s financial
performance. It may be reflected in the firm’s raton investment, return on assets,
value added among others and is a subjective meadurow a firm can use assets

from its primary mode of business and generatemes®

Profitability can be measured using Return on satekreturn on assets ratios. These
ratios are calculated from earnings before inteagst taxes. Using earnings before
interest provides ratios as independent as posséibfe the cost of capital. This

approach is justified by the difficult of graspittge notion of capital in a state owned
corporation. The capital and the debt are oftearfoed by the state (D’souza et al,

2000).

An indicator of how profitable a company is relatito its total assets. ROA gives an
idea as to how efficient management is at usingagisets to generate earnings.
Calculated by dividing a company's annual earnibgsits total assets, ROA is

displayed as a percentage. Sometimes this is eeféoras "return on investment”.
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The return on assets is calculated as:

Net Income

Total Assets

Some investors add interest expense back intangeme when performing this
calculation because they'd like to use operatingrme before cost of borrowing.

(Mutua, 2012)

2.4 Risk Based Audit Practices

2.4.1 Risk Management

The separation of ownership and management fursctiand the presence of
information asymmetry introduce the possibilitypfncipal-agent conflicts (Haniffa

and Hudaib, 2006). The agency conflicts, agencyscasd risks are now managed
within the corporate governance framework througtoantability mechanisms, such

as internal control and audit (Haniffa and Hud2i06).

According to Hay and Knechels’ 2004, demand foritinglis a function of the set of
risks faced by individual stakeholders in an orgation and the set of control
mechanisms available for mitigating those riskser€fore, internal auditing risk
management orientation has given the audit fundticreased credibility across the

enterprise and greater acceptance by managemeann@e2006).

Through Risk based audit, sound risk managemeatesies that are forward looking,
can be implemented helping the organizations imgrdweir business decisions
(Fatemi & Glaum, 2006). Sound risk management is jost about avoiding or

minimising losses, but about dealing positivelyhmitpportunities. It is a powerful
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tool for the public sector managers (Drzik, 20@Bpod risk management is based on
a well-planned, logical, comprehensive and docueterdtrategy. This strategy
provides policy guidance and plans and procedurasdan be used as part of the

organization’s everyday work to manage risk (OEQQOQ5).

Many risks will be significant to the organizatiand the discussion of their controls
will involve more senior managers and directorsithraght be involved in traditional
finance oriented audits (Al-Tamimi, 2002). Auditdlwnvolve more discussions with
managers about their risks and their responsefem.t Major tasks will include;
determining processes and their objectives, idgngfrisks that hinder the processes
with management, controls mitigating the risks, oripg where risks are not
sufficiently mitigated by controls and assure mamagnt that risks are mitigated to
an acceptable level. This has been made easy withtian of RBA in the public
sector (Millichamp, 2002). Through RBA, the auddtiaity provides useful and

relevant information to the organization for mameagits risks.

The objective of RBA is to provide independent assoe to the board that there is a
sound risk management framework within the orgdiinaand risks that may affect
the organisation’s business objectives and stredegre being identified, managed
and reduced to a level that is acceptable to tleedb@IA 2003). One indication of
risk management framework is the existence of aarsép committee or group,
comprised of directors and managers to developmigkagement development policy

(Goodwin-Stewart & Kent, 2006).
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2.4.2 Annual Risk Based Planning

Planning is considered a vital audit activity ahthcludes preparing a strategic plan,
annual plans and programs for individual risk basadlit assignments. The
operational standard of the internal audit dealuitty planning aspects of the internal
audit requires the preparation of a strategic plesually a five year plan, a periodic
(annual) plan and plans for individual audit assignts. It is an exercise by which
the head of audit ensures the appropriatenessotirees by projecting requirements

in a timely fashion thus enhancing good governgKeeapetrovic, 1999).

Proper planning enables accomplishment of a langeber of audits in a given period
by improving efficiency. In some cases the numbsrshe audit engagement are
completed in the budgeted time and the numbertobhaudits performed in a period
is usually less than the number of audits statethé annual audit plan (Sanda,

Milkailu & Garba, 2005).

In planning the engagement and determining its esctipe external auditor's main
objective is to gather evidence to support giving @inion on the financial
statements. According to Davidson et al. (2005)@dhitor’s duty is to give a fair and
truthful view of a client’'s set of company’s acctabut auditors cannot guarantee
that the company accounts are entirely free frororgrand irregularities. In their
audit planning, auditors must identify and asshegsisk that they need to discover. If
an item is discovered, auditors must consider dmext and presentation of the item

and then decide whether it affects the true andvfaiv of the company’s accounts.

16



2.4.3 Internal Auditing Standards

Auditing standards are set on principles of goodegoance, transparency and
accountability, fairness and equity, efficiency affictiveness, respect for the rule of
law and high standards of ethical behaviour. Fe@kRBased Audit to provide good

governance in public sector International Auditistgndards must be embraced to

guide audit ethics of work and maintain professi@naliting standards (Mutua 2012).

The Standards delineate the basic principles thatesent the practice of internal
auditing and provide a framework for performing gmdmoting value-added internal
auditing. The standards also foster improved omgditinal processes and operations

as well as provide a basis of evaluation of intean@it performance (11A).

2.4.4 Internal Auditing Capacity

The Foreign Corrupt Practices Act of 1977 mandatelic companies to establish
and maintain effective internal accounting contrimlsprovide reasonable assurance
that assets are safeguarded and that transactepsaperly authorised and recorded.
To accomplish this, many companies establishednateaudit functions, increased
internal audit staffing and strengthened internaditaindependence. Beasley et al.
(2000) show that investments in internal auditimyénbeen effective, as companies
with internal audit staff are less prone to finahdraud than companies without
internal auditing. The number and magnitude of rermrequiring adjustment by the
external auditors have been found to be substhnkmVer for the entities that had an
internal audit department compared to those thdtrdit have an internal audit

function department (Wallace & Kruetzfeldt, 1991).
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In 1987, a report by the Treadway Commission recentdrd that public companies
establish an internal audit function that is fuliypported by top management and
have effective reporting relationships. The repoged that the internal audit function
be staffed with an adequate number of qualifiedqamel appropriate to the size and

the nature of the company (Treadway Commission7)198

According to Norman Marks (2007), emerging requestn boards is that internal
auditors review and comments on the organizatigo'gernance policies, processes
and practices. The IIA recognizes this in its In&tional Standards for the
Professional Practice of Internal Auditing (Stamidyr Standard 2100 states that
internal audit activity should evaluate and contrébto the improvement of risk
management, control and governance processes assygtematic and disciplined

approach.

According to Ziegenfus (2000), audit quality is @ndtion of the level of staff

expertise, the scope of services provided and xtenteto which audits are properly
planned, executed and communicated. IIA’s stand&#0 on proficiency of the

auditor require that the internal auditors posdkss knowledge, skills and other
competencies needed to perform their responsésli(llA, 1999). Since audit work
requires knowledge and experience on a wide rahgystems and operations, it is
imperative to deploy auditors with extensive prefesal skills and to upgrade their

skills through continuing professional training atel/elopment.

The audit activity needs professional that colladti has the necessary qualifications
and competencies to conduct the full range of audijuired by its mandate. In order

to ensure good governance, auditors must comphh wiinimum continuing
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education requirements established by their relepasfessional organizations and
standards. The head of the audit activity mustiie t effectively recruit, retain and

mange highly skilled staff (Kunkel 2004).

2.5 Empirical Review

The section will provide information from studiektbe effect of RBA on financial
performance in the public sector. The section altlo examine findings of various
scholars and authors on the effect of risk basektiag and risk management on the

financial performance of commercial state corporagiin Kenya and other countries.

2.5.1 International Evidence

Humphrey, et al. (2003) found that business riskragach still faces criticism
expressed about their added value, technical msthnd the scope and role that the
auditor plays. He argued that even though the leasimisk audit approach became
dominant over the last few years, yet their statog identity remains striking. The
role of non-executive directors and lack of confice in the auditors to achieve the
objectives which they are supposed to deliver offebig challenge to the audit
profession. The value of audit in society has Heenbeen questioned in recent years.
A series of high-profile corporate failures has ted growing debate on the effective
role of audit. Inquiries into the recent bankingsisr have sought to understand what
role auditors have played in the demise of systeliyicimportant financial
institutions. The value of audit is once again uritie spotlight- this time firmly on
an agenda of wider stakeholder interest includimgpkls themselves, businesses,

employees, regulators, as well as investors.
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According to Davidson et al. (2005), an auditorigydis to give a fair and truthful
view of a client’s set of company’s accounts, bot to guarantee that the company
accounts are entirely free of errors and irregtiéi In their audit planning, auditors
should identify and assess the risk that they neeliscover. If an item is discovered,
auditors must consider the context and presentaifothe item and then decide
whether it affects the true and fair view of thengany accounts. The Statements of
Auditing Standards, SAS 220 states that ‘Auditdrsutd consider materiality and its

relationship with audit risk when conducting an iEy@®’regan, 2002).

Bowlin (2009) carried out a study titled ‘Risk bdsauditing, strategic prompts, and
auditor sensitivity to the strategic risk of frau@he purpose of the study was to
explore the way auditors allocate limited pool @@urces among client accounts that
differ in non-strategic risk and whether client ragars exploit those allocations. Also
whether a strategic reasoning prompt enhancesaauskinsitivity to the managers
potential exploitation of auditors risk based reseuallocation and whether such
prompts could thereby improve the effectiveness effidiency of audit resource
allocations. The study concluded that RBA is anitive approach that focuses more
resources on accounts deemed to be riskier and fesgurces on accounts that seem
less risky. However, if auditors focus on non-ggat risks and overlook the strategic
risks that arise when managers anticipate risk dadlecation of audit resources,

opportunities for fraud can arise among ostenddolyrisk accounts.

Hironori et al., (2011) carried out a study titf€lient risk factors and audit resource
allocation decisions.” The purpose of the study teasxamine how individual client
risks are categorized into broad risk factors axahening the extent to which such

broad risk factors are associated with audit engage planning decisions. Planned
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audit hours was regressed on client risk factorsvels as on client size and client
status (public or private) and results comparedgusidividual risk assessment. The
study found that risk factors are significantlyasated with audit planning decisions.
That the total audit hours and audit hours by dacél of staff are influenced by the

risk factors identified from the factor analysis.

Dogui et al., (2013) carried out a study titledOiS%wuditing and the construction of
trust in auditor independence’. The paper analjetsissed on the sense-making
strategies used by actors within the network toettgyand sustain trust (or doubt) in
professional independence. Interviews were conducte36 Canadian practitioners
including 1ISO auditors, managers of certificatioodies, accreditation inspectors,
consultants and corporate environmental managene Study predicated on a
theoretical perspective centred on sense-makingepses and the construction of
inter-subjective meanings around claims to expertifhe study found that

practitioners used a range of sense-making stestegi construct and maintain the
belief that ISO audits meet professional requirasieri auditor independence. As
such the constitution of confidence involves stgfeing, distancing, storytelling and

procedural mechanisms that are collectively maodalisn the production of a culture

of comfort surrounding the concept of auditor inelegence.

Vinnari and Skaerbaek (2014) carried out a stutgdti‘the uncertainties of risk
management: a field study on risk management iatexandit practices in a Finnish
municipality’. The purpose of the study was to gsalthe implementation of risk
management as a tool for internal audit activitfesussing on unexpected effects or
uncertainties generated during its application. tuely found that risk management,

rather than reducing uncertainties, itself createdxpected uncertainties that would
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otherwise not have emerged. Uncertainties relatioglegal aspects of risk
management in particular issue of defining and a@nalisation of risk management

and also issue on resources available for expamdikgnanagement.

2.5.2 Local Evidence

Mutiga (2006) carried out a research on perceivad of the external auditor in

corporate governance. The study concluded thatewhdependence of the external
auditor enhances the quality of his audit repany aonsequently transparency and
accountability other evidence indicated that thditateport fails to capture critical

issues on corporate governance. After all, augionteis based on historical data and
limited to the financial performance and positiomil& corporate governance is
administrative in nature and mainly entails corp®rasues and board composition.
The study concluded that the letter of weaknesmgahe crux of the weaknesses in
the internal control systems of a company, inclgdicorporate mechanisms a
corporation has put in place. For an auditor tosken to have discharged his
responsibility to the shareholders, he should Inhhlthe contents of the management

letter in his audit report or at the annual genereéting where he presents his audit.

Kimwele (2011) notes that in public sector, thexgeneral shortage of skilled labour
and efforts to improve skills in government areenffrustrated by migration of labour
to the private sector for higher pay when workeasehacquired sufficient skills. In

corporate sector, risk management and risk basdd ate considered as important
skills in audit and it is an emerging disciplinegavernment organizations in public

sector and need sufficient training on this subject
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Lutta (2012) carried out research on determinah@doption of risk based audit in
public sector in Kenya. The study focussed on figgerminants; role of internal audit
function, top management commitment, training, @poli framework and

communication process. The study established tisi based audit enhances
transparency, accountability and responsivenepsliic expenditure policy priorities

and it virtually covered all aspects of public ficgal management. The study found
that for RBA to be adopted successfully, all théedwrinants; top management
commitment, training, policy framework and commution are essential and affect
the RBA at a level that can averagely be said ttotvebased on the results provided
in the study. There has to be every aspect of eAchem put together with other
factors not mentioned in the study to ensure aectffe and efficient adoption of
RBA approach. Overly the regression model was fooodsuitable for this study

meaning that there are other factors that deterrtineeffective implementation of

RBA.

Mutua (2012), in the study project for the MBA degrof the University of Nairobi

titted, ‘The effect of risk based auditing on figad performance in commercial
banks in Kenya’' concluded that risk based auditimgpugh risk assessment, risk
management, annual risk based planning, internditiag standards and internal
auditing should be enhanced. The author arguedttimtvould enable the firm be
able to detect risks on time and concentrate oh higk areas leading to increased
transparency and accountability, hence enhancmanéial performance. The author
further argued that proper planning improves ddficly, accuracy, completeness,
timeliness, convenience and clarity. The study €buhat credible audit reports,

auditor independence, compliance with acceptedt atdndards, effective internal
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audit and independent audit committees influencearftial performance in
commercial banks in Kenya. From the findings, thiadg recommended that
management in commercial banks in Kenya should taeffpctive risk based audit
practices such as risk assessment and managemangl aisk based planning and

internal auditing standards to enhance effectivceedficient financial performance.

Masika (2013) carried out a study titled ‘The effe¢ the quality of risk based

internal auditing (RBIA) on the effectiveness oteimal audit in regulatory state
corporations (RSCs) in Kenya'. The study estabtistieat the quality of RBIA is

positively related to the effectiveness of interaabit. The study showed that the
quality of RBIA and management support for interaatlit had a huge influence on
the effectiveness of internal audit in regulatdgtes corporations in Kenya. The study
also established that management support for iatewrdit had considerable influence

on the availability of resources to internal audit.

From the study, RSCs in Kenya were strong in rigihagement. Majority of them
had Risk Management Policy Framework in place, askessment procedures in
place and they carried out regular risk assessmedtrisk management training.
Majority of staff in internal audit were certifiechembers of professional bodies
relevant to internal audit. However, the study eded that internal auditors were not
thorough in their work, audit recommendations wer# good enough to solve
observed problems, internal auditors did not cautyall planned audits and they did
not hand in reports on time. It was also revealat tnternal audit plans did not
address executive management concerns and thatygassessment for internal

auditors by third parties was not done regularly.
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2.6 Summary of Literature Review

Recent public interest in the management of ressuirt the public sector requires us
to rethink our approach to public oversight. A auysglance at local dailies and news
channels reveals questionable financial malprasta®/ering the entire spectrum in
the Public Sector. Reading the Constitution revealsous Commissions and state
agencies set up to check on these malpracticesllSa@ continue using the same
methods we used yesteryears to fight the war aighsnsd, corruption, wastage and
abuse of public resources? The relevant oversigeh@es must be proactive if we
are to sustain the fight against corruption. Theneeed for continuous auditing if we
are to respond to managerial accountability aneéssssent of service delivery. The
Office of the Auditor General must prioritize aremlsere public resources are at most

risk (Ouko, 2011).

The study sought to establish the effect of RBAtba financial performance in
Kenya. Emphasis is made on the role of auditorgood governance practice with
little regard on factors that determine successfydlementation of risk based audit

approach (Rapa & Kauffman, 2005).
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

The purpose of the study was to examine the effeRBA on financial performance
of commercial state corporations in Kenya. Thispteapresents the research design,

the target population, data collection and datdyarsaand presentation methods.

3.2 Research Design

The research design used in this study was a géserisurvey, a design deemed
appropriate for investigating the effect of RBA @nancial performance of the
commercial state corporations in Kenya. Mugenda klugjenda, (2003) describe
descriptive survey as collecting data in orderst hypothesis or to answer questions
concerning the current status of the subject alystirhe descriptive research design
approach has been credited due to the fact thatoivs analysis and relations of

variables.

3.3 Target Population

Hair (2003) defines population as an identifiabtéak group or aggregation of
elements (people) that are of interest to a rekearand pertinent to the specified
information problem. The target population of tetady consisted of 10 commercial
state corporations in Kenya where RBA was beingctmad and were listed in
Nairobi Securities Exchange. The population of bdnmercial state corporations
listed in the Nairobi Securities Exchange is sntiadirefore the study carried out a

census survey. The study respondents were the Giteihal Auditors of the 10
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commercial state corporations in Kenya. A censuvesuwas applied for and
according to Kombo and Tromp (2006) the methodsesful in selecting information

rich respondents for in-depth analysis on issuegglstudied.

3.4 Data Collection

The study used both primary and secondary data.s€hendary data was obtained
from the annual financial reports of the state ocampions that show financial
performance. The primary data was collected toinhtdormation on the effect of
risk based audit on financial performance of conmagstate corporations in Kenya.
The data was collected using a self-administeregstipnnaire that contained close
ended questions. The questionnaire covered RBAtipeacof Risk management,

annual risk based audit planning, auditing starglard! internal audit capacity.

3.4.1 Data Validity and Reliability

The study used both secondary and primary dataanEial performance was
extracted from the financial statements of statpa@tions between 2011 and 2013.
The primary data on RBA practices which was oribinacharacter was collected

from the people who had a firsthand experiencéefield of study.

3.5 Data Analysis

Mugenda and Mugenda (1999) observe that data amatyshe process of bringing
order, structure and meaning of information co#éctFor collected data to be
understood well, it needs to be analysed. StatistRackage for Social Science

(SPSS) was used for analysis of data provided $yoredents in the questionnaire. It
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is preferred because SPSS has an ability to cowgde range of the most common

statistical and graphical data analysis and is sgsyematic.

3.5.1 Analytical Model

To test relationship between percentages and meBA Practices and State
Corporation’s financial performance a multiple Bmegegression model was used. A
ROA mean for each state corporation was used todtelthe financial performance
of each state corporation. The model treated filhnperformance of State
Corporation as the dependent variable while thepeddent variables were the risk
based audit practices namely; risk management,h@sed audit planning, internal
audit standards and internal audit capacity. Tlependent variables were obtained
by a questionnaire that had likert- scale questiBnsr research has examined impact

of RBA on financial performance in commercial ba(iuitua, 2012)

The following multiple linear regression model daratrates the relationship between

the variables.

Y=o+ B1X1 + BoXo + BaX3 + PaXs + ¢

Where;

Y= Return on Assets (ROA), extracted from fimancial statements for the years
2011 to 2013 and was derived by dividing the nebine by the total assets for each

of the state corporation

X1= Risk Management = [(expenditure on risk managefoperating income) * 100]
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Xo= Annual Risk Based Planning = [expenditure on tisised planning/operating

income]

Xs= Internal Auditing Standards = [expenditure on idng standards compliance

/operating income]

X4= Internal Auditing Capacity = [(expenditure on amal auditing/operating

income) * 100]

o= Constant term

B1. B2, B3, P4 = Beta coefficients

¢= Standard errors (Random error)

Return on Assets (ROA) was extracted from the fuanstatements for the years
2011 to 2013 and was derived by dividing the nebine by the total assets for each
of the state corporation. The ROA was the dependatidble. Data on the predictor
variables; risk management, annual risk based pigninternal auditing standards

and internal auditing capacity was collected byafs@ questionnaire.

3.5.2 Test of Significance

Test of significance was conducted using regressiodel and was expected to yield
co-efficient of determination (R-square), f- testest and Analysis of variance
(ANOVA) at 95% confidence interval. ANOVA was ustxdetermine whether there
were any significant differences between the dependand the independent
variables. F- test was used to test the overatlifsignce of the regression model

while the t-test was used to test the significaotcéhe independent variables in the
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model. The purpose of the regression model waskamimme the effect of RBA on

financial performance of commercial state corporatiin Kenya.
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CHAPTER FOUR

DATA ANALYSIS, RESULTS AND DISCUSSION
4.1 Introduction

This chapter presents data analysis, interpretaiah presentation. The objective of
the study was to establish the effect of risk bamadit on the financial performance
of the commercial state corporations in Kenya. Datas collected from 10

commercial state corporations in Kenya where RBA b@ing practised from 2011 to
2013. The data sources were the annual finan@tmeents of the state corporations
spanning three years (2011-2013) for the samplezbfrfimercial state corporations in
Kenya. Data was collected based on the variablethefstudy, that is, Return on
assets [financial performance] depicted by risk ag@ment, Annual Risk Based

Planning, Internal Auditing Standards and Intesadliting Capacity.

4.2 Background Information

The study sought to ascertain the background irdtion about the respondents
involved in the study. The background informationirnps at the respondents’
suitability in answering the questions on the dff#faisk based audit on the financial

performance of the commercial state corporatioriseinya.

4.2.1 Number of employees in the respondent’s corgiion

The study sought to establish the number of empleyeorking in the respondent’s

corporation. The findings are as shown in Figufieb&low.
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Figure 4.1 Number of employees in the respondenttorporation
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Source: Research Findings

The findings as shown in Figure 4.1 above inditiagenumber of employees working
in the respondent’s corporation. The study estabtisthat majority (60%) of the

commercial state corporations in Kenya had 10030@0 employees, 30% had over
3000 employees while 10% of the commercial statparations in Kenya had 200 to
1000 employees. This implies that majority of tlwenenercial state corporations in
Kenya were a major source of employment for mangyaes. This further depicts

the need for RBA to review the risk element asgediavith the large workforce and

its possible effect on the financial performancéhef corporations.

4.2.2 Number of years in operation

The study sought to find out the number of yeaes rbspondent’s corporation had

been in operation. The findings are as shown inreig.2 below.
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Figure 4.2 Number of years in operation
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The study found that majority (70%) of the commalraitate corporations in Kenya
had been in operation for over 10 years, 20% fdiQO6years while 10% of the
commercial state corporations in Kenya had beepperation for 1-5 years. This
implies that majority of the commercial state cogiimns in Kenya had been in
operation for long enough to appreciate the etécisk based audit on their financial

performance.

4.3 Risk based audit and financial performance

The study sought to establish the effect of riskseloa audit on the financial
performance of the commercial state corporationémya and the findings are

discussed in subsequent sections.
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4.3.1 Effect of inherent risk assessment on finaraliperformance

The study sought to determine whether inherentasgdessment affected the financial
performance of the commercial state corporationKeénya and the findings are as

shown in Figure 4.3 below.

Figure 4.3 Effect of inherent risk assessment onrfancial performance

Source: Research Findings

The study found that majority (90%) of the respoartdandicated that inherent risk
assessment affected the financial performanceeif torporations while 10% of the
respondents indicated that inherent risk assessmientnot affect the financial
performance of their corporations. This impliest thaierent risk assessments affected
the financial performance of the commercial stamgaorations in Kenya. This further

shows that inherent risk assessments were a nmejoert of Risk Based Audits.
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4.3.2 Extent to which risk assessment factors affeftnancial performance

In order to further assess the effect of risk baaetit on the financial performance of
the commercial state corporations in Kenya, thgaedents were requested to
indicate the extent to which various factors ok assessment affected the financial
performance of the commercial state corporatiortsanya. The responses were rated
on a five point Likert scale where: 1 — Very lowtent 2 — Low extent 3 — Moderate
extent 4- Great extent and 5- Very great extene fiindings are as shown in table

4.1.

Table 4.1 Extent to which risk assessment factordfact financial performance

Std.
Mean Dev
Consideration of risk assessment in the detecti@mrors. 4.639  0.3559
The auditors understanding of the corporation’s.ris 4572 0.9647
It is difficult and costly to assess risks at tleporation. 3.851 0.4054

The corporation auditor’s involvement of managemantisk 4.433 0.6475

evaluation process

The corporation auditor’s identification of changest have 4.018 0.0159

influence on financial performance at corporation

Auditors recognition of work environment in risksassment 3.675 0.8431

Source: Research Findings
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From the study findings, the majority of the respemts agreed that; consideration of
risk assessment in the detection of errors (Med&89), the auditors understanding of
the corporation’s risk (Mean=4.572); the corponatiauditor’s involvement of

management in risk evaluation process (Mean=4.488)the corporation auditor's

identification of changes that have influence oraficial performance at corporation
(4.018) affected the financial performance of the@ dampled commercial state
corporations in Kenya to a great extent. In addijtilne majority of the respondents
also agreed that; it is difficult and costly to ess risks at the corporation
(Mean=3.851) and that auditor’s recognition of werkvironment in risk assessment
(Mean=3.675) affected the financial performancehef 10 sampled commercial state

corporations in Kenya to a moderate extent.

This illustrates that various factors on risk assent such as the auditors
understanding of the corporation’s risk, consideratof risk assessment in the
detection of errors, auditor’s identification ofariges that have influence on the
firm’s financial performance and the cost and diffties in risk assessment
significantly affected the financial performancetbé commercial state corporations

in Kenya.

4.3.3 Significance of various factors in influencig judgments of risk

In order to further assess the effect of risk basetit on the financial performance of
the commercial state corporations in Kenya, thgaedents were requested to
indicate the significance level of various factarsnfluencing judgments of risk in

the commercial state corporations in Kenya. Thparses were rated on a five point

Likert scale where: 1 — Insignificant 2 — Slightkignificant 3 — Moderately
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significant 4- Significant and 5- Very significarfthe findings are as shown in table

4.2.

Table 4.2 Significance of various factors in influecing judgments of risk

Std.

Mean Dev
Effective controls 4926 0.5782
Lack of adequate funds 4.328 0.2671
The complexity of operations 4.261 0.8924
The quality of personnel in internal audit 4.152 1.0135

Source: Research Findings

From the study findings, the majority of the respems were in agreement that;
effective controls (Mean=4.926) were a very sigaifit factor that influenced
judgments of risk in the commercial state corporaiin Kenya while lack of
adequate funds (Mean=4.328); the complexity of aj@ns (Mean=4.261) and the
quality of personnel in internal audit (4.152) weignificant factors that influenced

judgments of risk in the commercial state corporatiin Kenya.

This implies that judgment of risk in the commelsiate corporations in Kenya was
significantly influenced by various factors sucheasstence of effective controls, lack
of adequate funds; the complexity of operations #mel quality of personnel in

internal audit. Further, the findings imply thaese factors are critical in the RBA
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process and as such have an influence on the falgpeformance of the commercial

state corporations in Kenya.

4.3.4 Influence of risk management on financial pdormance

The study sought to establish whether managemeniskf influenced financial
performance of the commercial state corporationKénya and the findings are as

shown in Figure 4.4 below.

Figure 4.4 Influence of risk management on financigperformance

Source: Research Findings

The study showed that majority (80%) of the resmmtsl indicated that risk
management influenced the financial performance tié commercial state
corporations in Kenya while 20% of the respondémdécated that risk management
did not influence the financial performance of twmmercial state corporations in
Kenya. This implies that risk management is criticathe financial performance of
the commercial state corporations in Kenya. Thigk management significantly

influenced the financial performance of the comnastate corporations in Kenya.
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435 Extent to which various risk based audit sermes affect financial

performance

In order to further assess the effect of risk baaetit on the financial performance of
the commercial state corporations in Kenya, thgaedents were requested to
indicate the extent to which various risk baseditasgtvices influenced the financial
performance of the commercial state corporatiortsenya. The responses were rated
on a five point Likert scale where: 1 — Very lowtent 2 — Low extent 3 — Moderate
extent 4- Great extent and 5- Very great extene fiindings are as shown in table

4.3.

Table 4.3 Extent to which various risk based audiservices affect financial

performance
Std.
Mean Dev
Risk Based Audit Reporting time 3.344  0.2685
Assessment of risks 4.677 0.0598
Risk Based audit Annual plans with the Management 3.428 1.8924
Acting on reported audit queries on time 4475 0.2671

Implementation of audit recommendations by the Mj@ngent 4.988 0.8924

Adequate auditing staff 4106 1.0135

Source: Research Findings
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From the study findings, the majority of the respemts were in agreement that;
implementation of audit recommendations by the mament (Mean=4.988)

influenced the financial performance of the comnatistate corporations in Kenya to
a very great extent; assessment of risks (4.6€fipgaon reported audit queries on
time (Mean=4.475) and adequate auditing staff @).l@fluenced the financial

performance of the commercial state corporationKenya to a great extent while
risk based audit annual plans with the managemdeai(=3.428) and risk based
audit reporting time (3.344) influenced the finaigyerformance of the commercial

state corporations in Kenya to a moderate extent.

This indicates that various risk based audit sewvitave a significant influence on the

financial performance of the commercial state capons in Kenya.

4.3.6 Annual audit planning and financial performarce

The study sought to establish whether corporateia@naudit planning affected the
financial performance of the commercial state coapons in Kenya and the findings

are as shown in Figure 4.5 below.
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Figure 4.5 Annual audit planning and financial performance

No

20% - ——

-

Source: Research Findings

The study showed that majority (70%) of the resgoisi agreed that corporate annual
audit planning affected the financial performanéeheir corporation while 30% of
the respondents disagreed that corporate annudl adning affected the financial
performance of their corporation. This depicts tbatporate annual audit planning
had a positive influence on the financial perforoerof the commercial state

corporations in Kenya.

4.3.7 Extent to which various risk disclosures affe financial performance

In order to further assess the effect of risk bamedit on the financial performance of
the commercial state corporations in Kenya, thgaedents were requested to
indicate the extent to which various risk disclesuraffected the financial

performance of the commercial state corporatiortsanya. The responses were rated

on a five point Likert scale where: 1 — No extenala2 — Little extent 3 — Moderate
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extent 4- Great extent and 5- Very great extene fiilndings are as shown in table

4.4.

Table 4.4 Extent to which various risk disclosuresiffect financial performance

Std.
Mean Dev
Disclosures about financial risk and risk managdmen 4573 0.2550
Disclosures about compliance risk and risk manageme 4485 0.2793
Disclosures about environmental and safety riskraskd
Management 3.112 0.7621
Disclosures about technology risk and risk managgme 2.356 0.2795

Disclosures about internal process risk and riskagament  4.178 0.5346

Source: Research Findings

From the study findings, the majority of the respemts were in agreement that;
disclosures about financial risk and risk managemn(étean=4.573), disclosures
about compliance risk and risk management (4.488) disclosures about internal
process risk and risk management (4.178) influeticedinancial performance of the
commercial state corporations in Kenya to a gre&atrd. The respondents further
indicated that; disclosures about environmental safdty risk and risk management
(3.112) influenced the financial performance of deenmercial state corporations in
Kenya to a moderate extent while disclosures alieahnology risk and risk

management (2.356) influenced the financial peréoroe of the commercial state

corporations in Kenya to a little extent.
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This indicates that various risk disclosures a#ddhe financial performance of the
commercial state corporations in Kenya to variegréles with the major disclosures
being on financial risks, compliance risks and otefrinal process risks. However,
disclosures on environmental and safety risks amdechnology risks had lesser

impact on the financial performance of the comnadstiate corporations in Kenya.

4.3.8 Extent to which various auditing standards déct financial performance

In order to further assess the effect of risk basetit on the financial performance of
the commercial state corporations in Kenya, thgaedents were requested to
indicate the extent to which various auditing stadd affected the financial
performance of the commercial state corporatiortsenya. The responses were rated
on a five point Likert scale where: 1 — Very lowtent 2 — Low extent 3 — Moderate
extent 4- Great extent and 5- Very great extene fiilndings are as shown in table

4.5.

Table 4.5 Extent to which various auditing standard affect financial

performance
Std.
Mean Dev
Auditors technical and professional skills 4.463 2530
Auditors readiness to embrace change 4142  0.2793
Quality audit reports 4287 0.7621

Quality criteria to measure internal auditors
4.075 0.2795

Performance

Source: Research Findings
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From the study findings, the majority of the respemis agreed that; auditors
technical and professional skills (Mean=4.463),litpjaudit reports (4.287), auditors
readiness to embrace change (4.142) and qualirierito measure internal auditors
performance (4.075) are auditing standards thattdt the financial performance of

the commercial state corporations in Kenya to atgegtent.

This shows that the various auditing standards tedopy the commercial state
corporations in Kenya had a great effect on thearfcial performance. There existed
a relationship between the adopted auditing stalsdand the reported financial

performance of the commercial state corporatioriseinya.

4.3.9 Extent to which various risk based audit praiices affect financial

performance

In order to further assess the effect of risk baaetit on the financial performance of
the commercial state corporations in Kenya, thgaedents were requested to
indicate the extent to which various risk baseditapidctices affected the financial
performance of the commercial state corporatiortsanya. The responses were rated
on a five point Likert scale where: 1 — Very lowtent 2 — Low extent 3 — Moderate
extent 4- Great extent and 5- Very great extene fiindings are as shown in table

4.6.
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Table 4.6 Extent to which various risk based audipractices affect financial

performance
Std.
Mean Dev
Active and independent audit committee 4.463  0.2550
Independent directors 3.852 0.7156
Management's ownership interest 3.658 0.8229

Financial management and compliance with acceptedit a

standards 4.075  0.2795
3.364 0.4522
Limited auditors in the corporation
4.129  0.6587
Proficiency of the internal auditor
Effective audit planning 4184 1.7118
Effective internal audit department 4235 0.8675
Risk assessment 4321 1.0241
Risk management 4.356  0.4475

Source: Research Findings

From the study findings, the majority of the respemts were in agreement that
existence of; active and independent audit commiti@ean=4.463), risk

management (4.356), risk assessment (4.321), efeatternal audit department
(4.235), effective audit planning (4.184), profindy of the internal auditor (4.129),
financial management and compliance with acceptelt atandards (4.075) affected

the financial performance of the commercial staigparations in Kenya to a great
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extent while independent directors (3.852), managis ownership interest (3.658)
and limited auditors in the corporation (3.364)eaféd the financial performance of
the commercial state corporations in Kenya to a eraté extent. Therefore, risk
based audit practices significantly affected theafficial performance of the

commercial state corporations in Kenya.

4.4 Descriptive Statistics

4.4.1 Return on Assets [Financial performance]

Financial performance is a measure of an organizatipolicies and operations in
monetary terms. The findings on the financial peniance for the 10 commercial
state corporations in Kenya under study as depieyeceturn on assets (ROA) are as

presented in the table 4.7 below.

Table 4.7 Return on Assets [ROA]

Year N Mean Std. Deviation
2011 10 2.48 0.972
2012 10 3.12 1.372
2013 10 3.56 0.528

Source: Research Findings

The findings as shown in table 4.7 above indicheettend of return on assets values
over the 3 year period. The ROA mean values weragan of 2.48 in year 2011, a
mean of 3.12 in year 2012 and a mean of 3.56 im 2643. This represented a
positive change in the ROA mean values of 1.08 tiver3 year period. The steady
rise in ROA values over the 3 year period indicdked the financial performance of

the 10 commercial state corporations in Kenya ustigly has been on the increase
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over the last 3 years. On the other hand, the rdiftescores of standard deviation
indicate variation in the financial performance ftime 10 commercial state

corporations in Kenya.

4.4.2 Risk Management

The findings on the risk management percentageesadie as presented in the table

4.8 below.

Table 4.8 Risk Management

Year N Percent
2011 10 0.12
2012 10 0.14
2013 10 0.18

Source: Research Findings

The findings as shown in Table 4.8 above indich&ettend of expenditure on risk
management of the 10 sampled commercial state @rpos in Kenya over the 3
year period. From the findings, expenditure on nsknagement of the 10 sampled
commercial state corporations was 0.12% in yearl2@114% in year 2012 and
0.18% in year 2013. This shows a steady increasg&penditure on risk management
among the 10 sampled commercial state corporatioim&nya between 2011 and
2013. Thus, risk management positively affected fthancial performance of the

commercial state corporations in Kenya over the& yeriod.
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4.4.3 Annual Risk Based Planning

The findings on the annual risk based planning mednes are as presented in the

table 4.9 below.

Table 4.9 Annual risk based planning

Year N Mean Std. Deviation
2011 10 0.06 1.013
2012 10 0.09 0.625
2013 10 0.11 0.415

Source: Research Findings

The findings as shown in Table 4.9 above indichgettend of expenditure on annual
risk based planning of the 10 sampled commercaéstorporations in Kenya over
the 3 year period. From the findings, the expemditan annual risk based planning
mean values for the 10 sampled commercial stafgocations was 0.06 in year 2011,
0.09 in year 2012 and 0.11 in year 2013. This shewteady increase in expenditure
on annual risk based planning of the 10 samplednuential state corporations in
Kenya between 2011 and 2013. Thus, annual riskcbpnning positively affected
the financial performance of the commercial staigpaorations in Kenya over the 3

year period.

4.4.4 Internal Auditing Standards

The findings on the internal auditing standards mealues are as presented in the

table 4.10 below.
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Table 4.10 Internal auditing standards

Year N Mean Std. Deviation
2011 10 0.09 1.013
2012 10 0.12 0.625
2013 10 0.16 0.415

Source: Research Findings

The findings as shown in Table 4.10 above indidhte trend of expenditure on
internal auditing standards of the 10 sampled coruialestate corporations in Kenya
over the 3 year period. From the findings, the exitere on internal auditing
standards mean values for the 10 sampled commseteia corporations was 0.09 in
year 2011, 0.12 in year 2012 and 0.16 in year 20h& shows a steady increase in
expenditure on internal auditing standards of tile sampled commercial state
corporations in Kenya between 2011 and 2013. Thdberence to the internal
auditing standards had a positive influence on fihancial performance of the

commercial state corporations in Kenya over the& yeriod.

4.4.5 Internal Auditing Capacity

The findings on the internal auditing capacity petage values are as presented in

the table 4.11 below.
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Table 4.11 Internal Auditing Capacity

Year N Percent
2011 10 0.20
2012 10 0.25
2013 10 0.28

Source: Research Findings

The findings as shown in Table 4.11 above indidhte trend of expenditure on
internal auditing capacity of the 10 sampled conuia¢istate corporations in Kenya
over the 3 year period. From the findings, expemdibn internal auditing capacity of
the 10 sampled commercial state corporations wa@0in year 2011, 0.25% in year
2012 and 0.28% in year 2013. This shows a steautgase in expenditure on internal
auditing capacity among the 10 sampled commerd&ik scorporations in Kenya
between 2011 and 2013. Thus, internal auditingaci&p positively affected the

financial performance of the commercial state coapons in Kenya over the 3 year

period.
4 5 Inferential Statistics

In determining the effect of risk based audit oe financial performance of the
commercial state corporations in Kenya, the stuolydaocted a multiple regression
analysis to determine the nature of relationshigvben the variables. The regression

model specification was as follows;

Y=o+ B1X1 + BaXo + PaX3z +PaXs + €

Where; Y= Financial performance = Return on assets
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X1 = Risk Management, X= Annual Risk Based PlanningzX Internal Auditing

Standards, X= Internal Auditing Capacity

o=constant,

€= error term,

B=coefficient of the independent variables.

This section presents a discussion of the restilteeomultiple regression analysis.
The study conducted a multiple regression analysisdetermine the relative
importance of each of the variables with respedirtancial performance of the 10
sampled commercial state corporations in Kenya. Jtaely applied the statistical
package for social sciences (SPSS) to code, entec@mpute the measurements of
the multiple regressions for the study. The findimge as presented in the following

tables;

Table 4.12 Model Summary

Model R R Square Adjusted R Std. Error of the
Square Estimate
1 . 877 7691 .761 0.0125

Source: Research Findings

a. Predictors: (Constantjisk managemenannual risk based planning, internal auditing

standards, internal auditing capacity
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b. Dependent Variabléinancial performance [ROA]

Coefficient of determination explains the extentwbich changes in the dependent
variable can be explained by the changes in thepeddent variables or the
percentage of variation in the dependent variabilearfcial performance) that is
explained by all the four independent variablesk(rnhanagemenannual risk based

planning, internal auditing standards and inteenaliting capacity).

The four independent variables that were studieglaen 76.91% of variance in
financial performance of the 10 sampled commerstate corporations in Kenya
firms as represented by thé.Rhis therefore means that other factors not et

this research contribute 23.09% of variance in dependent variable. Therefore,
further research should be conducted to investitfaeother factors that affect the

financial performance of the commercial state caapons in Kenya.

Table 4.13 Analysis of Variance

Model Sum of Square:df Mean Square F Sig.
1 Regressio  31.327 2 .20z 9.45 .0C1?
Residual 5.408 3 .246
Total 56.896 5

Source: Research Findings

a. Predictors: (Constant), risk managememtnual risk based planning, internal

auditing standards, internal auditing capacity

b. Dependent Variable: financial performance [ROA]
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Analysis of Variance (ANOVA) consists of calculat® that provide information

about levels of variability within a regression mb@nd form a basis for tests of
significance. The "F" column provides a statistc testing the hypothesis that ;iﬁ

# 0 against the null hypothesis tH%t: 0 (Weisberg, 2005). From the findings the
significance value is .001 which is less that Ot@Gs the model is statistically
significant in predicting how risk managemeannual risk based planning, internal
auditing standards and internal auditing capaditycathe financial performance of
the commercial state corporations in Kenya. Theitical at 5% level of significance
was 3.23. Since F calculated (value = 9.45) istgrethan the F critical (3.23), this

shows that the overall model was significant.
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Table 4.14 Multiple Regression Analysis

Model Unstandardized Standardized T Sig.

Coefficients Coefficients

B Std. Beta B
Error
(Constant) 3.653 .826 3.61 .000
Risk management 0.752 .0312 0.591 1.81 .0012
Annual risk based planning 0.518 .864 0.802 8.41 .0018
Internal auditing standards 0.424 .68 0.764 456 .0022
Internal auditing capacity  0.646 .68 0.451 456 .0015

Source: Research Findings

From the regression findings, the substitutiorheféquation

(Y=a + B1Xy1 + B2X2 + B3X3 +B3X3+ €) becomes:

Y=3.653 + 0.752 X+ 0.518 %+ 0.424 X+ 0.646 X%+ ¢

Where Y is the dependent variable (financial penfmance), X is the risk
management, Xis the annual risk based plannings ¥ the internal auditing

standards and s the internal auditing capacity.
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According to the equation, taking all the factaisk management, annual risk based
planning, internal auditing standards and inteenaliting capacity) constant at zero,
financial performance would be 3.653. The dataifigd also show that a unit
increase in risk management would lead to a 0.@B&ase in financial performance;
a unit increase in annual risk based planning wdest to a 0.518 increase in
financial performance; a unit increase in interaatliting standards would lead to a
0.424 increase in financial performance while at umcrease in internal auditing
capacity would lead to a 0.646 increase in findréaformance. This means that the
most significant factor is risk management followmdinternal auditing capacity. At
5% level of significance and 95% level of confidendsk management had a 0.0012
level of significance; internal auditing capacitgcha 0.0015 level of significance;
annual risk based planning had a 0.0018 levelgfifstance while internal auditing
standards had a 0.0022 level of significance, imglyhat the most significant factor
is risk management followed by internal auditingaeity, annual risk based planning

and internal auditing standards, respectively.

4.4 Interpretation of the Findings

From the findings, majority of the respondents @atied that consideration of risk
assessment in the detection of errors (Mean=4.@88)auditors understanding of the
corporation’s risk (Mean=4.572); the corporation digar’s involvement of
management in risk evaluation process (Mean=4.488)the corporation auditor’s
identification of changes that have influence oraficial performance at corporation
(4.018) affected the financial performance of theporations in Kenya. Majority of

the respondents further agreed that; it is diffi@aid costly to assess risks at the
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corporation (Mean=3.851) and that auditors recagmiof work environment in risk

assessment (Mean=3.675) affected the financiabpaence.

From the findings, majority of the respondents adrehat effective controls
(Mean=4.926) was a very significant factor thatuahced judgments of risk in the
corporations while lack of adequate funds (Mean2&)3 the complexity of

operations (Mean=4.261) and the quality of persbiménternal audit (4.152) were

significant factors that influenced judgments skrin the corporations.

The majority (80%) of the respondents were in agesd that risk management
influenced the financial performance of the comnarstate corporations in Kenya
while 20% did not agree. The study findings furthevealed that majority of the
respondents were in agreement that various risledoamudit services have a
significant influence on the financial performanead the commercial state
corporations in Kenya. From the findings, majoiff)%) of the respondents agreed
that corporate annual audit planning affected timantial performance of their
corporation while 30% of the respondents disagrébd. study findings further found
out that majority of the respondents were in agesgnthat various risk disclosures
affected the financial performance of the commérsiate corporations in Kenya to
varied degrees with the major disclosures beindirmancial risks, compliance risks
and on internal process risks. The study findingdicated that majority of the
respondents agreed that various auditing standatdpted by the commercial state
corporations in Kenya had a great effect on thaarfcial performance. The findings
further showed that majority of the respondentsewaragreement that existence of
various risk based audit practices significantlieetied the financial performance of

the commercial state corporations in Kenya.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

This chapter presents the summary of the datarfiisdon the effect of risk based
audit on the financial performance of the commeéti@te corporations in Kenya. The
conclusions and recommendations are drawn thefEhs study addressed risk based
audit practices which included risk managementuahrisk based planning, internal

auditing standards and internal auditing capacity.

5.2 Summary

From the findings, the study established that ieherisk assessment affected the
financial performance of the 10 sampled commestatie corporations in Kenya. The
study further indicated that management of riskisi@mced the financial performance

of the commercial state corporations in Kenya.

The study found that risk assessment factors suchhea consideration of risk
assessment in the detection of errors, auditoremgtahding of the corporation’s risk,
auditor’s involvement of the management in risk leaion process and auditor’s
identification of changes that have influence orpoaation’s financial performance
affected the financial performance of the 10 sachptEmmercial state corporations in
Kenya to a great extent. The study further estabtisthat difficulties and cost
associated with assessing risks at the corporat@hauditor’'s recognition of work
environment in risk assessment affected the firsperformance of the 10 sampled

commercial state corporations in Kenya to a moéezatent.
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The study further established that effective cdatveere a very significant factor that
influenced judgments of risk in the commercial esstedbrporations in Kenya. Lack of
adequate funds, complexity of operations and ttaditguof personnel in internal audit

were significant in influencing judgment of risksthe banks.

The study revealed that implementation of auditomemendations by the
management influenced the financial performance tllé commercial state
corporations in Kenya to a very great extent whagsessment of risks, acting on
reported audit queries on time and adequate agd#iaff influenced the financial
performance of the commercial state corporation&enya to a great extent. The
study established that corporate annual audit pignraffected the financial
performance of the commercial state corporatiortéenya. The study also found that
disclosures about financial risk and risk managamdisclosures about compliance
risk and risk management and disclosures aboutnaiteprocess risk and risk
management influenced the financial performance toié commercial state

corporations in Kenya to a great extent.

The study showed that auditor’s technical and m@mal skills, quality audit reports
and auditors readiness to embrace change are rapditandards that affected the
financial performance of the commercial state coapons in Kenya to a great extent.
Effective auditing standards influence auditor'shéd@our and improve the quality

and effectiveness of audits by substantially adjgsaudit practice.

The study indicated that existence of active ardkpendent audit committee, risk

management and assessment, effective internal aeghartment; effective audit
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planning and proficiency of the internal auditofeated the financial performance of

the commercial state corporations in Kenya to atgegtent.

From the regression analysis, the study establighatl there exists a positive
relationship between risk based audit factors amel financial performance of
commercial state corporations in Kenya. In additithre study also established that
the most significant risk based audit factor i& msanagement followed by internal
auditing capacity, annual risk based planning antkrnal auditing standards,

respectively.

5.3 Conclusion

The study concluded that effective risk managerskatild enable the management to
assess the risks and recommended corrective meafurérm’s improvement. In
addition, the study concluded that auditor's un@deming of the corporation’s risk,
consideration of risk assessment in detection ifrer auditors recognition of work
environment in risk assessment, auditor's involvemef management in risk
evaluation process and auditor’s identification abianges that have influence on
performance were key elements of risk managementhwihfluenced the financial

performance of commercial state corporations inygen

The study concluded that the management of the @omiah state corporations in
Kenya should be able to embrace proper annuabaskd planning so as to improve
efficiency, accuracy, completeness, timelinessyenirence and clarity. Proper annual
risk based planning leads to transparency and ataboility in the commercial state

corporations in Kenya hence influencing their ficahperformance.
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The study also concluded that for risk based atditimprove the financial
performance of the commercial state corporationsKé@nya, the auditors must
embrace the International Auditing Standards (ISAa} guide the internal audit code
of conduct and maintain professional auditing séads. Adherence to the ISAs
would enhance the independence, confidentialitytegrity and technical
skills/’competence of the internal auditors whichuldohave a positive effect on a

firm’s financial performance.

The study concluded that various internal auditcapacity initiatives such as
existence of active and independent audit commitiefgective internal audit
department, proficiency of the internal auditor andnagement's ownership interest
had a significant positive influence on the finahg@erformance of the commercial

state corporations in Kenya.

The study concluded that there exists a positilatiomship between risk based audit
practices and the financial performance of the cencial state corporations in
Kenya. The study further concluded that the magtiicant risk based audit factor is
risk management followed by internal auditing cagya@nnual risk based planning

and internal auditing standards, respectively.

5.4 Recommendations for Policy

The study recommends that the management of theneooial state corporations in
Kenya should emphasize on auditor's understandingis&t assessment in error
detection, work environment in risk assessmente rof management in risk

evaluation process and identification of major aem within and outside the
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organization that may affect the firm’s financia@rfprmance in order to enhance the

corporation’s risk management practice and ensumeep financial reporting.

The study recommends that the management of theneotial state corporations in
Kenya should bear the responsibility of equippingirt firm’s internal audit function
with adequate resources to enable it to devel@rife annual risk based audit plans
that would provide the basis for performance oéiinaél auditing. This would enhance
transparency and accountability through improvédiehcy, accuracy, completeness,

timeliness, convenience and clarity.

The study also recommends that in order to impineefinancial reporting of the
commercial state corporations in Kenya, the managérof the commercial state
corporations in Kenya must embrace the Internatidnditing Standards (ISAs) that
guide the ethical guide of internal audit personnthis would enhance the
independence, confidentiality, integrity and teclhskills/competence of the internal

auditors which would have a positive effect onrmfs financial performance.

The study recommends that the management of corahetate corporations in

Kenya need to develop and retain adequate audggsmionals who possess the right
technical and professional skills and other compeés needed to perform individual
responsibilities in order to ensure quality au@parts and better internal auditor’s

performance.

5.5 Limitation of the Study

The main limitation of the study was the inabilityinclude more organisations. This

study concentrated only on the commercial statparations. The study would have
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covered more organizations across all sectors so asovide a more broad based

analysis. However resource constraints placedithitation.

The study also faced challenge of time resourcegitig the study from collecting
information for the study particularly where thespendents delayed in filing the
guestionnaire and travelling for collection. Theidst faced limitation where the
management were failing to reveal the financiafgremrance of the organization and
sometime delayed in filling the questionnaire. Tegearcher did follow up to ensure

data was collected without further delays.

The study also faced a limitation whereby the respots were found to be
uncooperative because of the sensitivity of thermation required for the study. The
researcher explained to the respondents that theration they provided was to be

held confidentially and was only for academic psg0o

5.6 Recommendation for Areas of Further Research

Since this study explored the effect of risk baaedit on the financial performance of
the commercial state corporations in Kenya, thdystecommends that; similar study
should be done in other countries for comparisomp@ses and to allow for
generalization of findings on the effect of risksbd audit on the financial

performance of the commercial state corporations.

The study recommends that a further research sheutdrried out to determine other
effects of risk based auditing on financial perfarmoe of micro finance institutions in

Kenya.
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The study recommends that a further research steubéirried out to determinethe
challenges affecting implementation of risk baseatfices in public sector in Kenya

and Africa as whole.
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APPENDICES

APPENDIX I: QUESTIONNAIRE

This questionnaire is prepared for the purposeotiécting data for Research Project
in partial fulfilment of the requirement for an awaof master of business
administration degree and therefore all informatislhbe handled confidentially.

SECTION A: BACKGROUND INFORMATION

1. What is the name of your State Corporation?

.................................... (Optional)

2. Please indicate the number of employees in yoyraration

3. Kindly indicate the number of years your corporatitas been in operation.
(Tick as applicable)

i 1-5 years [ ]
il. 6-10 years [ ]
iii. Over 10 years [ ]

SECTION B: MAIN ISSUES: RISK BASED AUDIT AND FINANC IAL
PERFORMANCE

4. Does an inherent risk assessment affect financeafopnance at your
corporation

Yes [ ] No [ ]

5. To what extent do the following factors on risk essnent affect financial
performance at your corporation?
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Very great extent
Great extent
Moderate extent
Low extent

Very low extent

Consideration of risk assessment in the
detection of errors.

The auditors understanding of the
corporation’s risk

Difficult and costly to assess risks at the
corporation.

The corporation auditor’'s involvement pf
management in risk evaluation process.

The corporation auditor’s identification of
changes that have influence on financial
performance at corporation

Auditors recognition of work environment jn
risk assessment

6. How significant are the following factors in inflaeing judgments of risk in
your corporation?
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significant
Significant
Moderately
significant
Slightly
significant
Insignificant

Very

Effective controls

Lack of adequate funds

The complexity of operations

The quality of personnel in
internal audit

7. Does management of risk influence financial perfomoe in  your

corporation?

Yes [ ] No []

8. Indicate the extent to which the following risk bdsaudit services influence

the financial performance in your corporation?

Risk Based Services

Very great extent
Great extent
Average extent
Low extent

Very low extent

Risk Based Audit Reporting time
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Assessment of risks

Risk Based audit Annual plans with the
Management

Act on audit queries on time

Implementation of audit recommendation |by
the Management

Adequate auditing staff

9. Does corporation annual audit planning affect foiahperformance in your

corporation?

Yes [ ] No [ ]

10.To what extent do the following disclosures affextrporation financial
performance? Use a scale of 1 to 5 where: 1 = Nenéxat all; 2 = little

extent; 3 = Moderate extent; 4 = Great extent;/5very great extent

Disclosures about financial risk and risk managdmen

Disclosures about compliance risk and risk managéme

Disclosures about environmental and safety riskraskd

management
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Disclosures about technology risk and risk manageme

Disclosures about internal process risk and riskagament.

11.To what extent do the following auditing standaral$ect the financial

performance in your corporation?

Very Great | Moderate| Low Very
great extent | extent extent | low
extent extent

Auditors technical and

professional skills

Auditors readiness to

embrace change

Quality audit reports

Quality criteria to measure
internal auditors

performance

12.The following is a set of risk based audit practiggease indicate to what

extent the practices influence financial perforneimcthe corporation where 1
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= Very low extent; 2 = Low extent; 3 = Moderateentt 4 = Great extent; 5 =
Very great extent.

Very Great Average Low Very low
great extent | extent extent | extent
extent

—

Active and independer
audit committee

Independent directors

Management's ownershjp
interest

Financial management and
compliance with

accepted audit standards

Limited auditors in the
corporation

Proficiency of the interna
auditor

Effective audit planning

Effective internal audit
department
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Risk assessment

Risk management

Thank you for your Participation
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APPENDIX II: FIRMS LISTED IN THE NSE AS AT DECEMBER 2013

Eaagads Ltd

Kakuzi Ltd

Kapchorua Tea Co Ltd
Rea Vipingo Plantations Ltd
Limuru Tea Co Ltd

Sasini Tea and Coffee Ltd
Williamson Tea K Ltd
Kenya Orchards

9. Access K Ltd

10.Bauman Ltd

11.Car and General K Ltd
12.CMC holdings Itd
13.Express K Ltd
14.Hutchings Biemer Ltd
15.Kenya Airways Ltd
16.Marshall EA Ltd

17.Nation Media Grp Ltd

18. Safaricom Ltd

19. Scangroup Itd

20. Standard Grp Ltd

21.TPS( Tourism Promotion Services ) Serena Ltd
22.Uchumi Supermarkets Itd
23.Barclays Bank of Kenya
24.British American Insurance
25.Carbacid Ivestments Itd
26.CFC Insurance CFC Stanbic Bank
27.City Trust Ltd

28.Diamond Trust Bank K Itd
29. Equity Bank

30.Housing Finance Co Ltd
31.Centum Investment Co
32.Jubilee Holdings Itd

33. National Bank

34.KCB

35.Kenya Re

36.NIC bank

37.0Olympia capital holdings Itd
38.Pan Africa Insurance co Itd
39. Standard Chartered Bank
40. Cooperative Bank
41.Trans-Century

42.Athi River Mining Ltd
43.Bamburi Cement

NG A~LWNPE
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44 . British American Tobacco
45.Crown- Burger K Ltd
46.Eaast African Cables
47.East Africa Portland
48.Eveready EA Ltd
49.BOC K Ltd

50.KPLC

51.Kengen

52.Kenol Kobil

53.Total K

54.Mumias Sugar Co ltd
55.Sameer Africa
56.Unga Group Ltd

Source: Nairobi Security Exchange (201Bjandbook for the NSE. Retrieved from

Wwww.nse.co.ke
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APPENDIX [ll: STATE CORPORATIONS LISTED IN NAIROBI
SECURITIES EXCHANGE AS AT DECEMBER 2013

Kenya Airways Ltd

Safaricom Ltd

National Bank

Kenya Commercial Bank

Kenya Re-Insurance

Athi River Mining Ltd

East Africa Portland Ltd

Kenya Power and Lighting

Kenya Electricity Generating Company

Uchumi Supermarkets Itd

Source: Nairobi Security Exchange (201Bjandbook for the NSE. Retrieved from

www.nse.co.ke
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