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ABSTRACT 

Organizational performance has attracted scholarly attention in corporate finance literature over 
several decades. However, in the conte ·t of in urance sector, it has received a little attention in 
developing economics. The objcctiv f thi tudy i to determine the r lationship between firm 
characteristics (size, div r ific tic n, k ragl.:, liquidity, age, premium growth and claim 
experience) and financial p 'rl( rman · r life insurance companies in Kenya. In order to carry 
out the study, sccondar dat ·t )r 17 I if< insurance companies over the period of 2008-2012 was 
obtained on the Iinam: hi p ·rf rman · from the annual reports and audited financial statements. 
Data collected was anal ' 7 ·d u ·1ng P ( tatistical Package for Social Scientists). Regression 
analysis was used to anal) z the data. 

The study iinding , indicate that the variables are statistically significance to influencing financial 
performance of life in urance companies as indicated by the positive and strong Pearson 
correlation coefficients. This implies that premium growth is relied upon to make conclusions 
about th financial performance of life insurance companies' as shown by its strong and positive 
correlation coefficients. Based on the findings, the study recommends that insurers must work 
towards improving the premiums earned to increase profits. Further studies should be undertaken 
to analyze the different sectors in the economy to determine any significant differences in the 
relationship between firm characteristics and financial performance in the different sectors 
incorporating more independent variables. 
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CHAPTER ONE 

INTRODUCTION 

1.1 Background of thr Stud} 

The performance or any linn n t ( nl ' play· the role to increase the market value of that specific 

linn but also ll!nd · t "ard · th • grO\: th of the whole industry which ultimately leads towards the 

overall prosperit ' of the ec nom . Assessing the determinants of performance of insurers has 

gained the importance in the corporate finance literature because as intermediaries, these 

companies not onl provide the mechanism of risk transfer, but also helps to channelize the 

fund in an appropriate way to support the business activities in the economy. However, it has 

received little attention particularly in developing economies (Ahmed et al, 2011). 

The subject of financial performance has received significant attention from scholars in the 

various areas of business and strategic management. It has also been the primary concern of 

business practitioners in all types of organizations since financial performance has implications 

to organization's health and ultimately its survival. High performanc reflects management 

effectivene s and efficiency in making use of company s resources and thi in turn contribute to 

the country' economy at large . ·a er and Mokhtar 2004 ). 

Pcrfonn n 

d fin 

p r 

ti 

dillicult concept. in term of b th definition and m a ·url!mcnt. It ha bccn 

f ti\ it_:. nd the ppr pn m urc lcct d orp r lh.: 

t d p nd n th 

lu ti in th m nt 1 ll 
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have offered a variety of models for analyzing financial performance. Researchers have 

suggested that studies on financial performance should include multiple criteria analysis. This 

multidimensional view of performanc impli that di ITerent models or patterns of relationship 

between corporate pcrformanc and its i ll:rminants will emerge to demonstrate the various sets 

of relationships bctw en tk p n I ·nt and independent variables in the estimated models (Ostroff 

and 'chmitt, 199 ). 

Life insurance companies have importance both for business and individuals as they provide 

economic and ocial benefits in the society i.e. increasing employment and reduction in 

anxiou nes and fear. The challenge thus facing the local industry is the need for diversification 

of insurance products, better tailored products suited to meet the needs and development of the 

country. The concept of total customer satisfaction should lead to higher retention rates, 

increased market share and higher profitability in the life insurance industry. 

1.1.1 Firm Characteristics Affecting Financial Performance 

Empirical literature examines how financial and non-financial characteristics, such a leverage, 

liquidit}, ize; age and di ersification have an influence on the firms' financial performance and 

gro\\ th. 1 he ·e charact ri tics can be ea ily mea ured b using a ailable data n life in urance 

ompani . 

l·inn IZ ne o h mo t inllu ntial chara teri ti . 111 rg< nization· 1 studies. h~.:n and 

II mbri k intzb r 1 ( 79 rovid 'l umm·1ry and vcrvic\\ of' the im 

mn IZ • h to t I to in u try- unk 

rti I int ti n nd ' P iii t n t I. J . I r, r li lllUIIl 



companies are more likely to have more layers of management, greater number of departments, 

increased specialization of skills and functions, greater centralization and greater bureaucracy 

than smaller life insurance compani ( • ft. 1995). 

Recent research has foun I 111 ass ·iation between firm size and inertia defined as slow 

adaptation to chang· )f r • ·i ·tunc· t fundamental changes in conducting business (Miller and 

hen, t 994). Inertia can b cau ed b constraints on action associated with firm age and size 

(Miller and hen. 1994: Hannan and Freeman, 1984; Aldrich and Austen, 1986; Meyer and 

Zucker. 1989). tarbuck (1985) argues that inertia can make change more costly and harder to 

achie e and maintain. Larger life insurance companies may also find it more difficult to maintain 

an atmosphere of continuous change than smaller life insurance companies (Starbuck, 1985). 

Firm diversification is a corporate strategy to increase sales volume from new products and new 

markets. Many researchers have studied the relationship between firm diversification and 

performance. Datta et al. (1991), Hoskisson and Hitt (1990), and Ramanujam andVaradarajan 

(I 990), provide excellent surveys, analyses, and critiques of previous findings. The observation 

that th re does not seem to be any consistent or conclusive finding betwc n firm 

diver ificati nand performance. timpert and Duhaine (1997) argue that th incon i ten ies arc 

due to the fact the diver ification impact oth r variabl , \\hi h in turn dct rminc firm 

per om1an 

· r um nt 

di r ifi ti n. 

m tirm iz nd divcr·ificati n ar p sitivcly c rrclatcd ( aft, 1995), the 

ut in rtia and c n tr, int n a ti n rclat d t firn1 iz ould al: apply to 



Firm leverage is the degree to which a company uses fixed-income securities, such as debt and 

preferred equity. With a high degree of financial leverage come high interest payments. The 

trade-off between agency costs of debt and quity (.Ten en and Meckling, 1976); the limited 

liability effect of debt (Brand r n 1 It.:\ is, I ); and the disciplining effect of debt (Grossman 

and Ilart, 1983; Jens n. 19 ) 'Ill ·u 1 1 st a p sitivc effect of leverage on performance. Bolton 

and chnrlstein. 1990; 'h ·vJii ·rand. charfstein, 1996; Dasgupta and Titman, 1998; suggest that 

leverage opens u1 op rtunitie [! r rivalry predation in concentrated product markets, thus 

conditioning the perf rmance effect of leverage on the degree of competition in the life insurance 

indu tr . 

Life Insurance Companies that are highly leveraged may be at risk of bankruptcy if they are 

unable to make payments on their debt; they may also be unable to find new lenders in the 

future. Leverage is not always bad, however; it can increase the shareholders' return on their 

in estment and make good use of the tax advantages associated with borrowing. 

Firm liquidity measures the company's ability to meet its short-term obligations using its most 

liquid a et . It is u ually measured by the current assets to current liabilities (current ratio). 

It how the abilit · to convert an as et to ca h quickly and reflect the abilit of the firm t 

manag working capital wh n kept at normal level . According to ubrahman am and Titman 

(200 I). liquidity improv finn op ·rating financial p r[i m1anc . L ifc in urancc mpanic ' ith 

mor liqui 

utp r nnin 

p iti 

· lik ly to fail b au th : an n.:alizc h at the time f n cd thus 

ct l. 20 upportin , that 

pr rti n liquid I i h.: 



insurance company. Higher liquidity allows a firm to deal with unexpected contingencies and to 

cope with its obligations during periods of 10\ earnings (Liargovas, and Skandalis, 2008). 

Aging is a process associated \Vith , g n t"< l d~.: line in the physical functioning of the human 

body, such as the ability t) n.:m ·ml r, r a t, move and hear. By analogy, firms should weaken 

over time and lose their ubilit) t mJ etc. If performance declines as firms grow older, it could 

c 'plain why mo ·t f them are e\entually taken over (Loderer, Neusser, and Waelchli, 2009). 

Age could actually help life insurance companies become more efficient. Over time, firms 

di cover what the are good at and learn how to do things better (Arrow, 1962; Jovanoic, 1982; 

Eric on and Pakes, 1995). Firms specialize and find ways to standardize, coordinate and speed 

up their production process, as well as to reduce costs and improve quality. Older firms may also 

benefit from reputation effects, which allow them to earn a higher margin on sales. 

On the other hand older firms are prone to inertia, and the bureaucratic ossification that goes 

along with age; they might have developed routines, which are out of touch with changes in 

market conditions, in which case an inverse relationship between age and profitability or growth 

could be ob erved (Liargo as, and kandalis, 2008). Newer and smaller firm , as a re ult, take 

awa market hare in pite of di advantages like lack of capital, brand nam and corp rate 

rcputati n with older firms (Kakani, aha and Reddy, 2001). 

1ro\ th i mplo c in thi model a m urc of h ng in d mand. n would thcn..:f n: 

ci t d \ ith hi •h r profitability. I {O\\cVcr it h, h l:ll 

r •u d th t . tn.:m pr fit, ilit ' in n p ri d m ntribut t< n:du tion in r ){tt \ ilit. in thl: 

5 



following period. Growth may also be achieved via pricing strategies which sacrifice current 

profitability (Gaskins, 1970).The proxy measure for growth rate is the annual percentage change 

in life insurance companies' related a! r enu over a time period. Prior studies have used this 

measure, or one based on the gr wth rr h si al output (liall & Weiss, 1967; Shepherd, 1972). 

This is the matching or nil I · · · c urring during a given 12-month period of time with all 

premium earned during the ·arne period of time. The smaller life insurance companies have less 

profitability a a result of ver high claims as compared to the premiums earned unlike with the 

larger life insurance companies with larger reserves for claims payment. The costs incurred in 

processing claims; court costs, interest upon awards and judgments, the company's allocated 

expenses for investigation and legal expenses are also too high for smaller life insurance 

companies. 

1.1.2 Financial Performance 

This refers to the measurement of the results of a firm's strategies, policies and operations in 

monetary terms. These results are reflected in the firm 's return on assets and return on 

inve tment . Financial performance provides a subjective measure of how well a life in urance 

company can u e a et from it primary mode of bu ine s and generate rc cnu . hnancial 

performance i mea ur d b} re\ enue from op ration , p rating inc m r ca ·h 0 \ fr m 

op r, tions or total unit . ale . 'I he anal ' t or inve t r ma · wi h t I ok deep r into lin an ial 

c k out margin growth rates or any declining debt (L ah, 2 



Financial performance indicators in the form of ratios include profitability, liquidity, utilization 

financial structure and investment - shareholder ratio (Philip, 2004). Measure of profitability is 

by gross profit margin; the amount of mon made after direct costs of sales have been taken 

into account, operating margin: li b !\\ c n th' )ro s and net measures of profitability and net 

profit margin; takes all costs inl) a· 't unt. Liquidity ratios indicate the ability to meet short- term 

obligations, crticicn · nti · indi at' how well the business assets are in use and financial 

leverage/gearing ratio· indicate the sustainability to the exposure of long-term debt (Leah, 

2008).These ratios can be combined to determine the rate of return for a company and its owners 

and the rate at \ hich the company can grow the sustainable rate of growth. By adding data about 

the compan 's stock market performance, the analyst can gain insight into how financial markets 

view the company's performance (Hamilton, 1989). Financial performance of life insurance 

companies could also be as a result of financial planning, financial control and decision making 

by the management. 

The performance of the life insurance companies will be measured by return on assets (ROA). 

The ROA, defined as net income divided by total assets reflects how well a company 

management is using the company real investment resources to generate profit . R A is widely 

u ed to compare the efticienc and operational performance of com pan a it look at th return 

general d fr m th a t financed by the com pan . Another mea ur of profitability i the r turn 

on equity R l~). It indicate h w effccti el ' the management f the cnt rprise is a lc t turn 

har hold ' fund into net profit. It i th rate or return n \\ ing t the mpan ,• shan:h ld r. 

nd R I ~ r llc t high r man • ri 1 I tcicn • I the ompan. nd vic 

\ 

7 



1.1.3 Relationship between Firm Characteristics and Financial Performance 

Firm size is one of the most acknowledged det rminants of a financial performance (Beard & 

Dess, 1981 ). The causal relationship b tw n siz and financial performance have been widely 

tested with ambiguous results. • ' nl ·tudi s suggest that a positive relationship exists between 

company size and linam:i·tl 1 ·rf rman c. Bigger firms are presumed to be more efficient than 

maller one·. 'J he mml ·t 1 '' ·r and access to capital markets of large firms may give them 

acccs to inve ·tm nt pp rtunitie that are not available to smaller ones (Amato and Wilder, 

1985). Firm ize help in achie ing economies of scale. 

Firm age (measured as the number of years a company is operating in the market since it was 

founded) is an important determinant of financial performance. Past research shows that the 

probability of firm growth, firm failure, and the variability of firm growth decreases as firm's 

age (Evans, 1987; Yasuda, 2005).According to the life cycle effect, younger companies are more 

dynamic and more volatile in their growth experience than older companies (Evans, 

1987).Maturity brings stability in growth as firms learn more precisely their market positioning, 

cost structures and efficiency levels. 

1.1.4 Life In urance ompanie in Kenya 

Life in urance is a c ntract bet\\e n an in urance polic holder and an in urcr, wher the insurer 

promi ·c to pay a de ignated bcnefi iary a urn f mon up n the c urren fan in urcd 

·v nt. I pen ling n the contract, thcr event t m1inal illnc s r riti al illn · ma ' als 

tri • • r p ) mc:nt. ore b ncfit of litl: in uran e i o one· l'lmily 

rm critic I illne or dc ·uh ot the 

lu r th r 1 th • mm · in ·n in th t th I tth ll 
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the assured person will not result in financial hardship. Kunreuther and Pauly (2012) argue that 

there is a tendency to view insurance as a bad in estment when you have not collected on the 

premium you paid the insurer. It is diffi ult to convince people that the best return on an 

insurance policy is no return at all. 

Kenya 's life insurance s ·ct )t' i: quit' unu ·ual. In terms of absolute premiums written, it is tiny. 

Density (i.e.: premium· pl:r capita is low by all standards other than those of Africa (except 

outh Africa). Tran parent! . a sizeable percentage of all households are too poor to be able to 

consider aving for their long-term futures via life insurance. Nevertheless, the rapid growth in 

density, and the fact that the segment accounts for a significant portion (approximately a third) of 

all activity in the insurance sector, there will be growth in the life insurance sector (AKI Annual 

Reports, 2011 ). 

The life insurance industry acts as a big stimulus to all types and sizes of business ventures as a 

source of funds for investment. The numerous premium streams accumulate into a vast fund that 

would otherwise be impossible to stimulate. From this pool organizations as well as individuals 

can borro\\ to finance business undertakings. The go emment also results to thi p ol to finance 

public c. ·penditure. The industry al o is a source of revenue to the go ernment a theta. paid by 

the indu try contribute toward funding the •, -chequer (Franci , 1996). 

I h liJ in ur n indu tr • in Kenya n: ordcd gro. writt n premium of K ~hs. l. 0 billion 

c rnp·tr billion in 2010, rl:pr n 111 rca ~,:, rn~d 

b , 17. Y< t t K h .7 illi n in 2 11 OlllJ r t K h . 



billion in 2010. The industry's annual performance exceeded the overall economic growth of 

4.4% recorded in 2011. The insurance penetration is estimated at 3.02%, which compares well 

with the emerging markets average of2.7% (AKI Annual Reports, 2011). 

Life insurance com panic · und ' rwrit nl long-term business that is: life insurance, pensions 

and annuities. ln Kenya. th e companies include: Old Mutual Life Assurance Company 

Limited, I· Life As urance Company Limited and Metropolitan Life Assurance Company 

Limited. However, majorit of the life insurance companies are composite companies i.e. they 

w1derwrite both life insurance and general insurance business. At present, out of the 4 7 insurance 

companies in Kenya, 24 provide general insurance business, 11long-term insurance business and 

12 are composite insurers. This study will be conducted by using all the life insurance companies 

(Alice, and Lucy, 2011). 

Life insurance premiums in Africa are estimated to have increased by 1.3% to USD 46 billion in 

20 11, having declined by 11% in 201 0. South Africa, the region's dominant market, accounts for 

around 90% of regional premium volume. Premium income in South Africa is estimated to have 

grown by 1.5% in 2011, against a decline of 12% in 2010. Growth was supported by an increase 

in recurring premiums for individual in-force policies in 2011 (AKI Annual Reports, 2011 ). 

1.2 Rc carch Problem 

'I hcorctical ba i [I r arguing that firm charact ri tic arc related to finan ial p r[i rman c an be 

!'lund in th tr diti nal nc Ia . ical vi w f th firm and th 

I ~ onomi' o m / c ur or , . riou r n u h · s fin nci l~ b tt r int r st rall:s and 
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better discount rate to larger firms, organizational; specialization and division of labour, and 

technical; division of high fixed costs across large number of w1its. Thus, a positive relationship 

between firm size and profitability i exp t d. A negative relationship between firm size and 

profitability is noted in the alternativ th ri of the firm, which suggest that large firms come 

under the control of managers pur ·uing '•If-interested goals and therefore profit maximization as 

the firm 's objective functi n ma. be replaced by managerial utility maximization function. 

Studies on the ffect of firm characteristics on firm performance have generated mixed results 

ranging from those supporting a positive relationship to those opposing it. A positive relationship 

between firm size and performance was found by Vijayakumar and Tamizhselvan (2010). In 

their study, they used different measures of size (sales and total assets) and performance (profit 

margin and profit on total assets). Majumdar (1997) investigated the impact that firm size has on 

profitability and productivity of a firm. While controlling for other variables that can influence 

firm performance, he found evidence that larger firms are less productive but more profitable. 

Pottier (2007), examine the determinants of private debt holdings in the life insurance industry. 

The results suggest that larger insurers, insurers with higher financial quality, mutual insurers, 

publicly traded insurers, and insurers with greater cash holdings are more prevalent lenders in the 

private debt market. 

thcr tudie have been carried out on life insurance in Kenya by Khamallah (1984) Angima 

(1 7) and Waircgi (20 4) on lifl in urance in Ken)a, the adequac of lifl in uranc nd 

by lifl in ·uranc c mpani in Ken a pit th urr nt li fl in ·uran 
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companies' development, no studies were conducted to determine the performance of life 

insurance companies in Kenya. 

The determinants of performance huv' b n tudicd in corporate finance literature from the last 

several decades but non ha · b' 'n i n' on life insurance companies. The study relating to the 

relationship of firm churn ·tcri tic and financial performance of life insurance industries 

provides an imp rtant data for comparing determinants of performance of life msurance 

companies between de eloped and developing economies. Thus, the significance of this study is 

to fill the gap in understanding the determinants of financial performance for life insurance 

companies in Kenya. 

1.3 Research Objective 

To determine the relationship between firm characteristics and financial performance of life 

insurance companies in Kenya. 

1.4 Value of the Study 

The study aims at equipping financial managers with applied knowledge for determining 

characteristics that affect life insurance performance as a result of their financial control, 

planning and decision making. The study will also add to the body of knowledge in the finance 

di cipline and form a foundation for de eloping the finding further and may act a a ource f 

rc[l rene in th future for a ad mician and cholar . 

12 



The study can also be used by people willing to take up insurance policies and investors willing 

to invest in deciding on what company to settle for an1ong the many competitors in the life 

insurance industry. The financial advi or can u the findings of the study to advice their clients 

on which companies to invest in rd r t m t their expectation. If the larger life insurance 

companies pay higher dividend · then the clients or investors would be appropriately advised. 

1 



CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction 

This chapter present· the lit 'ratur re iew on the firm characteristics based on the information 

from other researcher, ' ho ha e carried out their research in the same field of study. The chapter 

also present a theoretical re iev on firm characteristics. 

2.2 Theoretical Review 

2.2.1 Traditional Theory 

This theory holds that there exists an optimal level of leverage. The implication is that 

minimizing the cost of capital when the optimal level of debt capital is employed maximizes the 

value of the firm (Brealey and Myer 1998). It's based on the argument that at low levels of debt, 

increased leverage doesn't increase the cost of debt hence the replacement of an expensive 

source of capital (equity) with a cheaper source (debt) translates to an increase in the value of the 

firm. It's this that creates borrowing incentives to firms. Brealey and Myers (1998) observe that 

this argument holds because investors who hold debt are informed of the increased risk at 

'moderate debt levels and will continue demanding the same return on debt. They argue that it's 

only at 'excessi e debt levels that they demand a higher return. Alexander (1963) better 

c ·plains the fact that debt funds are cheaper than equity funds carries the clear implication that 

the co t of debt plu the co t of equity together on ""eighted ba is will be les than th c t f 

cquit •, which c. ·i t d n cquit b [i rc d bt financing; that th w ightcd a crag 

capital ,.,•ill deere c '' ith th u. of debt. 
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The validity of the traditional view is questioned on the ground that the market value of the firm 

depends upon its net operating income and risk attached to it. The form of financing doesn' t 

change net operating income nor the ri k atta hcd to it but simply the way in which the income is 

distributed between equity holders and d t t h ldcr (Brealey & Myers 1998).Modigliani& Miller 

(1958), criticize the tra litional vi " n the ground that the assumption that the cost of equity 

remains unaffected lev •rag' up t orne reasonable limit does not provide sufficient justification 

for such an as ·wnption. The do not really add very much to the riskiness of the share. 

2.2.2 Resource Based Theory 

This theory addresses performance differences between firms using asymmetries in knowledge 

(Chen, 1996). At the corporate strategy level, theoretical interest in economies of scope and 

transaction costs focus on the role of corporate resources in determining the industrial and 

geographical boundaries of the firms ' activities. At the business strategy level, explorations of 

the relationships between resources, competition and profitability include the analysis of 

competitive imitation, the appropriability of returns to innovations, and the role of imperfect 

information in creating profitability differences between competing firms. 

A fi rm's ability to earn a rate of profit in excess of its cost of capital depends upon the 

attractivene of the indu try in which it is located and it establishment of competitive 

advantage ov r rival . Indu trial organization economics empha ize indu try attractivene a 

the primar · ba i for upcrior pr fitability, the implication b 'ing th t strakgic management i · 

con cmcd prim, ril ' '' ith ccking fav rabl industl) emir nmcnt , I ting ttra tivc cgments 

nd tral i roup "ithin indu tri and m derating c mp titiv pre. sures by inf1u n in , 
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industry structure and competitors behavior. Thus, a resource based theory of the firm entails a 

knowledge based perspective. 

2.2.3 Pecking Order Theory 

This theory explains why int ·rn·tl !inane' i much more popular than external finance and why 

debt is cia ·ilicd a· the m ·t attracti e external finance option. Pecking order refers to a 

hierarchy of financing beginning v ith retained earnings followed by debt financing and finally 

external equity financing. The theory basically suggests that companies with high profitability 

may use less debt than other companies because they have less need to raise funds externally and 

be au e debt is the 'cheapest' and most 'attractive' external option when compared to other 

methods of capital raising. Donaldson followed by Myers suggests that management follows a 

preference ordering when it comes to financing. 

First, internal financing of investment opportunities is preferred because it avoids the outside 

scrutiny of suppliers of capital and also there no floatation costs associated with the use of 

retained earnings. Secondly, straight debt is preferred. Not only does debt result in less intrusion 

in management by suppliers of capital, but floatation costs are less than with other types of 

external financing. Also asymmetric information and financial signaling considerations come 

into play. The third in order of preference is preferred stock which carries some features of debt. 

Thi i followed b · anou h brid ecurities uch a convertible bond . Finall th lea t 

d irable c urity t i u 1 ar the mo t intru i e, n atati n 

· rl! highc t and there· likclih d to be an adv r ·c ignaling f[i ct. 
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However, Pecking order hypothesis suggests that corporations don't have a well throughout 

capital structure. Rather a company finances overtime with the method providing the least 

resistance to management and there's little capital market discipline on management's behavior. 

The capital structure that result i a '- pr duct and changes whenever there's an imbalance 

between cash flows and capital inv ·:tml:nts. 

2.2.4 Agency Theory 

According to the Agenc theor developed by Jensen and Meckling, agency costs arise from 

conflicts of interest betv een shareholders and managers of the company. Agency costs are 

defined as the sum of monitoring costs incurred by the principal, bonding costs incurred by the 

agent, and residual loss. Lower agency costs are associated with better performances and thus 

higher firm values, all other things being equal. Agency theory states that management and 

owners have different interests (Jensen and Meckling, 1976).Companies that separate the 

functions of management and ownership will be susceptible to agency conflicts (Lambert, 

2001).They show that regardless of who makes the monitoring expenditures, the cost is borne by 

stake holders. Debt holders, anticipating monitoring costs, charge higher interest. The higher the 

probable monitoring costs, the higher the interest rate and the lower the value of the firm to its 

shareholders all other things being the same. There are three types of agency costs which can 

help explain the relevance of capital structure. 

s t ub ·titut ffe t: a debt t equit increa e , manag ment ha an incr a cd inc nti to 

if th pr ~ t i u ccs ful. har hold r get 11 the 

up i if it i un uccc ful d bt holder g t all thl: d \\nsidc. If the projc L • r 
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undertaken, there's a chance of firm value decreasing and a wealth transfer from debt holders to 

shareholders. Underinvestment problem: if debt is risky, the gain from the project will accrue to 

debt holders rather than shareholder . Thu , management has an incentive to reject positive net 

present value projects, even though th ha c the potential to increase firm value. Free cash 

Oow: unless free cash now is giv 'n ba k to investors, management has an incentive to destroy 

firm value through cmpir j building and perks etc. Increasing leverage imposes financial 

discipline on management. 

Complete protection -v ould require the specification of extremely detailed protective covenants 

and extra ordinary enforcement costs. As residual owners of the firm, the stock holders have an 

incentive to see that monitoring costs are minimized up to a point. Monitoring costs may limit 

the amount of debt that's optimal for a firm to issue. It's likely that beyond a point the amount of 

monitoring required by debt holders increases with the amount of debt outstanding. When there's 

little or no debt, lenders may engage in only limited monitoring. Costs associated with protective 

covenants are substantial and rise with the amount of debt financing. Shareholders incur 

monitoring costs to ensure manager's actions are based on maximizing the firm's value. Jensen 

and Meckling ( 1976) noted that with increasing costs associated with higher levels of debt and 

equity an optimal combination of debt and equity might exist that minimizes total agency costs. 

2. mpirical R vie\ 

'J here have b n many tudie n the relati n hip b tween firm characteri tic and finan ial 

p rform nee on b nk and non n th li[i in uran indu try in n a. nghaz ( 1 7) 

· mined th impa l of linn I vel churactcri ·tic on t. bank nd inter . t margin. 'l h~.: r '. ult 
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showed that bank interest margin positively related with leverage, opportunity cost, default risk 

and management efficiency. Neeley and Wheelock (1997) explored the determinants of 

profitability of commercial banks and found that profitability positively related with changes in 

per capita income. Asimakopoulo , • mita and Papadogonas (2009), illustrated that firms 

profitability is positiv ly afT· ·t 'd iLc sales growth and investment while leverage and 

current ass t ncgativ 'ly r ·luted with profitability. 

Several studies have been conducted to measure the performance of the life insurance 

companies. For instance; Sloan and Conover (1998) deduced the functional status of insurers 

does not affect the profitability of being insured but public coverage have significant impact on 

profitability of insurance companies. Chen and Wong (2004) examined that size, investment, 

liquidity are the important determinants of financial health of insurance companies. Chen et al., 

(2009) examined the determinants of profitability and the results showed that profitability of 

insurance companies decreased with the increase in equity ratio. The life insurance companies 

must diversify their investment and use effective hedging techniques which help them to create 

better financial revenues. 

Loo (2007) did a survey of liquidity management approaches and their effect on profitability of 

commercial banks in Kenya. The objective was to identify liquidity management strategies 

cmplo ed by uch bank and to tudy the relationship betwe n banks liquidity manag ment and 

pr fitability. I Ic ound out that, commercial banks in their lending acti itie xt nd credit nl 

for hort p ·ri d nd for purp . \\ hich rc ·ult d 111 lf-li uidati n f red it. Bank \\ ith 

r I. ti\ ly ti ,ht liquidity \\en: more profit bl . 
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Kamau (20 1 0) in his study on the relationship between capital structure and financial 

performance of insurance companies in Ken a found out that there was a positive but weak 

relationship between capital stru tur and financial performance. He also found out that capital 

structure decision was found to Titi al for any business organization due to the need of 

maximizing return · to vuriou · rganizational components, and also because of the impact such a 

decision has on a iirm' abilit to deal with its competitive and volatile environment effectively. 

The findings indicated that, debt to equity ratio accounted for a smaller percentage of financial 

performance of all three types of insurance companies under study. There was a positive but a 

weak relationship between capital structures and financial position of the insurance companies. 

In many literatures, it has been suggested that company size is positively related to financial 

performance. This is because large life insurance companies have greater capacity for dealing 

with adverse market fluctuations than smaller life insurance companies, large life insurance 

companies can easily recruit able employees with professional knowledge compared to smaller 

life insurance companies and they also have economies of scale in terms of the labor cost, which 

is the most significant production factor for delivering insurance services. Browne et.al, (200 1) 

has shown empirically that company size is positively related to the financial performance of U 

life insurance companie . However, company size is not found to b an important determinant of 

op rational p rforman e in the Bermuda insurance market during the p riod 1993-1 97(Adam · 

and Buck! . 2 ). 
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Life insurance companies could prosper by taking reasonable leverage risk or could become 

insolvent if the risk is out of control. Adams and Buckle (2000) provide evidence that life 

insurance companies with high leverage ha b tt r operational performance than life insurance 

companies with low leverage. I lO\ c cr. m r mpirical evidence supports the view that leverage 

risk reduces company p rforman ·c. ar · nand Hoyt (1995) found that leverage is significantly 

positively related to th' pr abilit of insolvency. Moreover, a negative relationship between 

leverage and performance ha al o been found in Browne et al., (200 1 ). 

Life insurance companies with more liquid assets are less likely to fail because they can realize 

cash in very difficult situations. It is expected that life insurance companies with more liquid 

assets will outperform those with less liquid assets. Brown et al. , (2001) found evidence 

supporting that performance is positively related to the proportion of liquid assets in the asset 

mix of a life insurance company. More empirical findings have confirmed that there is a positive 

relationship between liquidity and financial performance of insurers (Ambrose and Carroll, 1994 

and Carson and Hoyt, 1995). However, according to the theory of agency costs, high liquidity of 

assets could increase agency costs for owners because managers might take advantage of the 

benefits of liquid assets (Adams and Buckle, 2000). Liquid assets imply high investment risk 

since the proceeds from liquid assets would have to be reinvested after a relatively short period 

of time thu reinve tment risk would put a strain on the performance of a company. In this ca e, 

it i likely that life in urance companie with le s liquid as ets outperform tho e with mor liquid 

as t . 
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Like the firm size-profitability relationship, the association between firm age and financial 

performance has been widely studied. On the one hand, Sidhu and Bhatia (1993) argue that 

younger firms will be outperformed by older on . Older firms have the early mover advantage 

and may possess specific compel ncic and kill which younger firms may not have developed 

as yet. In doing so, they arc abl' t gr " fa tcr to achieve higher profitability. However, Hannan 

and Freeman (1989) ugg 't that ldcr firms are more resistant to changes in a competitive 

environment and ne\ er technologies which may, as a result of the need to operate in an age-old 

standardized manner, lea e older firms progressively outdated and lead to organization failure. 

Life insurance premmm growth measures the rate of market penetration. Empirical results 

showed that the rapid growth of premium volume is one of the causal factors of insurers' 

insolvency (Kim et al. 1995). This is because if too much attention is only given to growth, it can 

lead to self-destruction as other important objectives may be neglected such as reinvestment 

projects, minimizing expenses for the company and ensuring customer satisfaction. 

Ahmed et al., (20 11) also investigated the impact of firm level characteristics on the performance 

of the life insurance sector of Pakistan over the period of seven years from 2001 to 2007. The 

re ult of the OL regression analysis revealed that leverage is negatively and ignificantly 

relat d to the performance of life insurance companies. rowth of written premium and age of a 

firm ha al negative relation to performance of life insurance compani but they ar 

tati tically in ignificant. 1 he tudy al o howed that firm 1ze 1 p iti el and ignificantl 

r~ht ·d to the p rlorman of life insuran c c mp nic . 'I hi indi at that pcrft m1ancc of th~.: 

I rg iz lifi in umn c comp. 111 i b ttcr th n th mall size life in uran c mpam s. 
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According to this study, tangibility of assets and liquidity also has a positive relation to 

performance of life insurance companies but they are statistically insignificant. 

Another study by Malik (2011) e ·amin d th" determinants of Pakistan's insurance companies' 

profitability proxied by return on t tal a d . The variables tested were age of company, size of 

the company, the v lum' r cat ita!, le erage ratio and loss ratio. The result shows that there is 

no relationship between profitability and age of the company and there is a significant and 

positive relation hip bel:\: een profitability and size. On the other hand, the analysis suggests that 

leverage ratio and loss ratio have a negative impact on profitability of insurance companies in 

Pakistan. 

A study by Lee (2008) examined the effect of equity ownership structure on firm financial 

performance in South Korea. It focused on the role of two main dimensions of the ownership 

structure: Ownership concentration (i.e., the distribution of shares owned by majority 

shareholders) and identity of owners (especially, foreign investors and institutional investors). 

The study found that firm performance measured by the accounting rate of return on assets 

(ROA) generally improved as ownership concentration increases, but the effects of foreign 

owner hip and institutional ownership are insignificant. The study also found that there is a 

hump-shaped relation hip bet\veen ownership concentration and firm performance, in which firm 

p rforrnance p ak at intermediate le els of owner hip concentration. The study provided orne 

cmpiri al 'UPP rt [i r th h pothc i that a owner hip concentrati n increa c ; th p iti 

rnonitorin f n cntratcd ''ncr hip first d minat but later utw ighcd b. th • 

n 'athc h th c ·propri ti n r min 
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A study by Liargovas & Skandalis (2008) examined the impact of key determinants of firms' 

financial performance. The study distinguished between financial and non-financial drivers of 

firm performance. The study r suit d that leverage, export activity, location, size and the 

index for management comp '( n · ·i nificantly affect firm performance in Greece. The results 

indicated that profitabl' iinn · in reece are large, young, exporting firms with a competitive 

management team, which ha e an optimal debt-equity ratio and use their liquidity to finance 

their investments. 

A study by Antoniou et al (2007) investigated how firms operating in capital market oriented 

economies (the United Kingdom and the United States) and bank oriented economies (France, 

Germany and Japan)deterrnine their capital structure. The study found that the leverage ratio is 

positively affected by the tangibility of assets and the size of the firm, but declines with an 

increase in firm profitability, growth opportunities and share price performance in both types of 

economies. The leverage ratio is also affected by the market conditions in which the firm 

operates. The degree and effectiveness of these determinants are dependent on the country's 

legal and financial traditions. The results also confirm that firms have target leverage ratios, with 

French firms being the quickest in adjusting their capital structure towards their target level , and 

the Japane e are the slO\\est. verall, the capital structure of a firm is heavily influenced by the 

economic em ironment and it institutions, corporate go ernance practices tax sy tern , th 

b rrov.:cr-1 ndcr rdation hip, cxp ur to capital market , and th le el of in e t r pr t cti n in 

the countr • in which th firm p r t . 
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2.4 Summary of Literature Review 

There is no universal theory on the firm characteristics. There are several useful conditional 

theories that attempt to approach the determination of financial performance, each from different 

aspect. The pecking order theory ugg t that firms will initially use internally generated funds, 

i.e. undistributed earning , wh r th r i n existence of information asymmetry, then they will 

draw debt capital if additi nul fund are needed and finally they will turn to new equity issue to 

cover any remaining capital requirements. Thus, highly profitable firms that generate high 

earnings are expected to use less debt capital than those that are not very profitable. Jensen and 

Meckling (1976) identify the existence of the agency problem which arises due to the conflicts 

between managers and shareholders. Managers of firms act as agents of the owners. However 

managers are mainly interested in accomplishing their own targets which may differ from the 

maximization of the firm value which is the maximization of the owners' benefit. 

The cash flows of a firm which value is most likely to remain stable in the future are predictable 

and its capital requirements can be financed with debt more easily than these of a firm with 

growth potential. Myers (1977) argues that firms with growth potential will tend to have lower 

leverage. It has been suggested that company size is positively related to financial performance 

since large insurance companies have greater capacity for dealing with adverse market 

fluctuation than the mall ones and also because large insurance companies can easily recruit 

able cmplo ee with profe ional knowledge compared with mall in urance companie . In thi 

pap r. I wi ·h c. ·amm ome pecific firm characteristic that d t rmine th finan ial 

p~.:rfom1an c f li c in uran c mp m · m en ·a. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 Introduction 

This chapter deals with th' r' · ar h design, population and also outlines the steps that were 

followed in data c lie tion and anal sis. 

3.2 Research Design 

A research design is the general plan of how one goes about answering the research questions 

Saunders, Lewis and Thornhill (2007). According to Cooper and Schlinder (200 1 ), research 

design constitutes the blueprint for data collection, measurement and analysis. There are several 

research designs ranging from exploratory studies, descriptive studies and explanatory studies. 

This is a descriptive study in which a survey was conducted to establish the relationship between 

firm characteristics and financial performance. 

3.3 Population 

A population is the total collection of elements about which the researcher wishes to make some 

inferences: Cooper and chindler (200 1 ). The population of this study consisted of all the life 

in urance companie incorporated under the Companies' Act and licen ed under the In urancc 

ct total f 17 ompanies \\-ere studied ( ee Appendi 1) 
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3.4 Data Collection 

Data on the financial performance of the companies as well as on leverage, diversification, 

liquidity, age, size and premium growth ' a obtained from secondary sources such as armual 

reports of the quoted companies forth ' ar 200 -2012. 

3.5 Data Analysis 

Data obtained from ec ndar data was analyzed using statistical package for social sciences 

(SPSS). The tudy used regression analysis as the data analysis technique to investigate the 

impact of independent ariables on dependent variable. ANOV A was used to establish the 

significance of the model. The results obtained from the model are represented in tables to aid in 

ar1alysis and ease with which the inferential statistics was drawn. The regression model used is as 

shown below· 

Regression Equation 

ROA =~0+ ~ 1(LG) +~2(DV) +~3(SZ) +~4(LQ) +~s (AG) +~6(CC) +~7(PG) +E 

Where: 

ROA = Return on total assets; Net Profit before Tax/ Total Assets 

LG =Leverage; Total Liabilities/ Total Assets 

DV DiYcr ification; o.of branches across the region 

1 ize of c mpanie ; · atural log of Total A sets 

L Liquidit ·: urrcnt A ct I urrcnt Liabilitie 

A 1= gc f comp nic · y ars ·in c c tabli hmcnt 

I· im ·:p ri n c; 'ct !aim In urn:df ct I·arn d Pn.:mium 
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PG=Premium growth; PG (t)-PG (t-1)/ PG (t-1) 

£ = error term 

Po=Constant 

P1, z, 3 ... 7=Parameters to be estimat d 

The following explain th, mcth d u cd for calculating dependent and independent variables: 

A mea ure was u ed t evaluate the financial performance that is the Return on assets (ROA). 

ROA is one of the most v idely used financial models for performance measurements and it was 

developed by Dupont in 1919. ROA determines a firm's ability to make use of its assets 

(Tangen, 2003). 

Leverage was measured by the ratio of total liabilities to total assets, liquidity ratio was measured 

by the ratio of current assets to current liabilities, size was measured by the total assets, age was 

measured by the number of years since establishment, premium growth was measured by percent 

increase in gross written premiums, claim experience was measured as the ratio of incurred 

claims to earned premiums, diversification was measured as a ratio of the squared fraction of 

sales in a segment to total sales and financial performance was measured by ROA 

The analy is of the data collected from the life insurance companies financial statement 

follov.:cd a numb r of ba ic tatistical techniques in order to identify and interpret the rating of 

n.: ·p ndcnt uch a mean , tandard de iation , T - te t for ind pend nt ariabl . The degree of 

criticality o ca h factor wa anal 'Zed by u ing a c nt nt anal · i appr ach. 
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To answer the study questions and hypothesis the following statistical methods were used: For 

subject of response description means and standard deviation were used and for hypothesis 

testing regression analysis was used. 

3.5.1 Data Reliability and Validity 

The term 'Reliabilit ' i · a con ~pt u ed for testing or evaluating quantitative research, through 

the idea is oilcn u ·cd in all kind of research. The most important test of any qualitative study is 

its quality. Rcliabilit is a concept to evaluate quality in quantitative study with a "purpose of 

explaining'' while qualit concept in qualitative study has the purpose of "generating 

understanding' (Stenbacka, 2001 ). The concept of validity is described by a wide range of terms 

in qualitative studies. This concept is not a single, fixed or universal concept, but "rather a 

contingent construct, inescapably grounded in the process and intentions of particular research 

methodologies and projects" (Winter, 2000).For the purpose of this study, data reliability and 

validity was ensured by collecting jnformation and data from official sources such as annual 

audited accounts and corporate websites. 

3.6 Te t of Significance 

The study u ed the tatistical Package for ocial cience ( P ) to determine the relationship 

betw en 1rm haracteristics and Financial Performance of Life Insurance ompanies. The 

Te t of ignificance are Regre ion Anal sis e ·pected to ield oefficient of etermination 

(R2). naly i.: f V arianc along ' ith r le ant t-test f-test and P alue . In[! rential tati tical 

t hniqu ' ere done at -% ontid n Level. (a = . 5) 
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CHAPTER FOUR 

DATA ANALYSIS, RESULTS AND DISCUSSION 

4.1 Introduction 

This chapter is a pre ·entation )f r 'tilt and findings obtained from field data, both descriptive 

and inferential ·tutistic · have ~en employed specifically using regression and ANOV A to 

establish the ignificunce of the model and also to establish the relationship between firm 

characteristics and tinancial performance of life insurance companies in Kenya. 

4.2 Descriptive Statistics of the Population 

This summarizes the population characteristics of the relationship between firm characteristics 

and financial performance of life insurance in Kenya as indicated below. A population of 17 life 

insurance companies was studied. The results of tests on the differences in means of all variables 

of the model were considered i.e. Size, Leverage, Liquidity, Age, Diversification, Claim 

Experience and Premium Growth. The findings were as indicated in Table 4.1. 

Table 4.1 De criptive Stati tic of the relation hip between firm characteri tic and 

financial performance of life in urance companie in Kenya 

Minimum Maximum Mean td. 

De iation 

Return on 5 .0000 . 1 00 .045412 .03 5075 

L v rage 5 .12 0 1. .740 24 .1 

I j, c ifi ti n 2 22 8. 4 -1 
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Firm Size 85 13 .0177 17.3387 
15.3006 

34 
1.2316324 

85 .4900 3.9800 
2.06317 

.3303433 Liquidity 
6 

Firm Age 85 92 33.29 25.739 

Claims 
8 7 2.0649 .729083 .3223284 

Experience 

Premium Growth 8 .0000 .7600 .166588 .1736825 

Valid N (list 
85 

wise) 

Source: Researcher. 

The results in Table 4.1 shows tests on the differences in means of all variables of the financial 

performance model considered i.e. leverage showed an average percentage mean of 74.08 and 

standard deviation of 0.1610, diversification showed a mean of 8.94 percent and standard 

deviation of 5. 951 , size showed a percentage mean of 15.3 and standard deviation of 1.23, 

liquidity showed a percentage mean of 20.6with standard deviation of 0.33 and claim exp ricncc 

showed a percentage mean of 16.6 with a standard deviation of 0.17 . The positive values imply 

that the variables under the model are significant in determining the financial performance of life 

in urance companies in Kenya. 

4.3 orrelation ocfficient of the Relation hip ben c n Firm haract ri tic and 

inancial P r~ rmanc f ifc In uranc ompani in en a 

'I he tutly furth r d tcrmincd the corrd tion between the ind p nd nt aria I u d in th tud 

1. . iz Liquidity, L v ra ' . gc I, im r ~. ·p ricnc . I in:r ·iii ati n and I r mium Jrowth. h r 

thi n rrcl ti< n u t t d t nnin i ttit n ' ithin the 

31 



independent variables and also between independent variables and the dependent variable. The 

analysis of these correlations seems to support the hypothesis that each independent variable in 

the model has its own particular inforrnativ alu in the ability to explain financial performance 

of life insurance companies in Kenya T .. bl 4._) 

Table 4.2 Correlation coefficient' of the relationship between firm characteristics and 

financial performance of life in urance companies in Kenya 

Return on Assets Leverage Diversificatio Firm 

n Size 

1 -.242* -.004 -.008 

Return on Assets .026 .973 .94S 

-.242. 1 .072 .sst• 

Leverage .026 .513 .000 

I 

-.004 .072 1 .116 

Diversification .973 .S13 .292 

-.008 .sst• .116 1 

Fim1 ize .94S .000 .292 

.177 -.0 2 .166 1-4 

Liquidity .1 4 .4S8 .129 .159 
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Firm Age 

Claims 

Experience 

Premium Growth 

Return on Assets 

Leverage 

Oi\cr ifi ation 

I inn i Zl: 

Pearson Correlation 

Sig. (2-tailed) 

N 

Pearson Correlation 

ig. (2-tailed) 

Pear on Correlation 

ig. (2-tailed) 

Pc, r n orrclation 

i . (2-t,il d) 

-.024 

.825 

-.255* 

.019 

.118 

.283 

Correlations 

.104 

.345 

.483 ** 

.000 

-.078 

.477 

Liquidity Firm Age 

.177 -.024* 

.104 .825 

85 85 

-.082* .104 

.458 .345 

85 85 

.166 -.026 

.129 .817 

5 5 

.154 
') .. 
·- 4 

.1 - 1 

-.026 .234* 

.817 .031 

-.017 .348** 

.874 .001 

.133 .010 

.225 .926 

Claims Premium 

Experience Growth 

-.255 .118 

.019 .283 

85 85 

.483 -.078 .. 

.000 .477 

85 85 

-.017 .13 

.874 .225 

5 5 

.0 10 

... ) 



N 85 85 85 85 

Pearson Correlation 1 .065 -.145 .200 

Liquidity Sig. (2-tailed) .556 .186 .066 

N 85 85 85 85 

Pear on 'orr lati n .065 1 -.086 .151 * 

Firm Age 'ig. (2-tui I 'd .556 .432 .167 

N 85 85 85 85 

Pearson orrelation -.145* -.086** 1 -.084** 

Claims Experience ig. (2-tailed) .186 .432 .443 

N 85 85 85 85 

Pearson Correlation .200 .151 -.084 1 

Premium Growth Sig. (2-tailed) .066 .167 .443 

N 85 85 85 85 

Source, Research Findings 

*. Correlation is significant at the 0.05 level (2-tailed). 

**.Correlation is significant at the 0.01level (2-tailed). 

Table 4.2 shows the correlations between the independent variables considered in the 

regre ion : ize, liquidit , age, claim experience, premium growth, leverage and diver ification 

a indep ndent variable in th model and R A as a measure of financial performance of life 

in ·uranc companie in Kenya. he ignificance of the coefficient wa calculated at th le el f 

95%. 'I he tudy tin ing indicate that th variable ar tati tically ignifi anc t infiu n ing 

fin n ial rformanc of life in urance ompani a indic t d th p itt\ and tr ng 

P tr on rr I ti n c ti i~;:nt . 'I hi implies that th pn.:mium 't \\lh i r !it:d up n t mak 



conclusions about the financial performance of life insurance companies as shown by its strong 

and positive correlation coefficients, see table 4.3 below. 

Table 4.3: Premium growth Versus Financial performance of life insurance companies in 

Kenya 

Premium growth variables Pearson Correlation 

Sig. (2-tailed) 

N 

Source, Research Findings 

Financial performance of 

commercial banks in Kenya 

0.20 

0.000 

85 

A Pearson coefficient of 0.20 and p-value of 0.000 shows a strong, significant, positive 

relationship between premium growth variables and financial performance of life insurance 

companies in Kenya. Therefore basing on these findings the study rejects the null hypothesis that 

there is no relationship between premium growth variables and financial performance of life 

insurance companies in Kenya and accepts the alternative hypothesis that there exists a 

relation hip between premium growth variables and financial performance of life insurance 

companie in Kenya. 

11 variabl con id r d affect life in urance companie ' financial performan e po iti el , 
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Table 4.4: Regression Coefficients of the relationship between firm characteristics and 

financial performance of life insurance companies in Kenya 

Model Un tandardiz d Standardized T Sig. 
o ffi i nt ocfficicnts 

I td. Error Beta 

( on tant) -.012 .057 -.220 .0827 

Leverage -.057 .034 -.230 -1.653 .0102 

Diversification .000 .001 -.042 -.387 .0700 

Firm IZC .006 .004 .200 1.457 .0149 

Liquidity .011 .014 .095 .838 .0405 

Firm Age .000 .000 -.084 -.743 .0460 

Claims 
-.025 .015 -.201 -1.596 .0115 

Experience 

Premium Growth .018 .025 .080 .724 .0471 

Source, Research Fmdmgs 

Dependent Variable: Return on Assets 

As per the R generated table above, the equation Y =a+ ~1x 1 + ~2x2 + ~3x3 + ~4X4 + ~5x5 + 

B come: 

Y -0.012 -0.057.·1 + 0.00.·2 0.006. 3 + 0.011X4 + 0.00. 5 + -0.025x6,. 0.01 x7 

ccon.ling to the rcgn.: ·i n equation c ta li h d, taking all firm hara t ri ti int • c ount, 

nnanc A \ ill - . 12. 'I h ~.:lli i nt 

th ntribution of h v ri, bl to th~.: ml d I. A I r' v lu indi m~ th,\t a 
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unit change in this predictor variable has a large effect on the criterion variable. The t and Sig (p) 

values give a rough indication of the impact of each predictor variable - a big absolute t value 

and small p value suggests that a predictor ariabl is having a large impact on the criterion 

variable. 

4.4 Analysis of Variance ( N( A 

Table 4.5: Analysis of Variance (A OVA) results of the relationship between firm 

characteristics and financial performance of life insurance companies in Kenya 

Model wnof df Mean F Sig. 
quare Square 

Regression .018 7 .003 1.699 .122b 

Residual .114 77 .001 

Total .131 84 

Source, Research Findings 

Dependent Variable: Return on Assets 

Predictors: (Constant), Premium Growth, Firm Size, Diversification, Liquidity, 

Firm Age, Claims Experience, Leverage 

The alue of the F statistic, 1.699 indicates that the overall regression model is ignificant hence 

it ha some c. ·planatory alue i.e. there is a significant relationship between the predictor 

variable. i1c. Liquidit '. Lc cragc, Premium Growth Di cr ification Age, !aim . p n nc 

nd linanci I p rform nee of I if in ·uranc compani m K n a . 
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4.5 Discussions of Findings 

The results of tests on the differences in means of all variables of the model were considered. 

The study carried out descriptive statistics on th ariables in a model. The findings presents the 

descriptive statistics of the variubl u ' d in the analysis: Size, Liquidity, Leverage, Age, 

Diversification, !aim h ' P ricn'' and Pn.;mium rowth and financial performance measure 

(ROA). The findings ·how that life insurance companies characteristics considered are 

significantly a sociated ' ilh financial performance as indicated by the positive mean values and 

their respective standard deviations. 

According to the regression equation established, taking all firm characteristics into account; 

size, liquidity, leverage, age, diversification, claim experience and premium growth financial 

perfom1ance measured by ROA will be -0.012. The data findings analyzed also shows that taking 

all other independent variables at zero, a unit increase in the size of the company will lead to a 

0.06 increase in the return on asset; a unit increase in the premium growth will lead to a 0.018 

increase in the return on asset in financial performance; a unit increase in the claim experience 

will lead to a 0.025 decrease in the return on asset in financial performance. 

According to the regression equation established, taking all firm characteristics into account, 

financial performance mea ured b ROA will be -0.012. The tandardized Beta oefficient 

give a mea ure of the contribution of each variable to the model. A large alue indicat that a 

unit change in thi predict r variable ha a large effect on th criteri n ariable. he t and ig (p) 

valu gi' c •t rou h indication of the impact f ca h pn.:dict r vari bl big ab Jut t \'aluc 
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variable. The value of the F statistic, 1.699 indicates that the overall regression model is 

significant hence it has some explanatory value i.e. there is a significant relationship between the 

predictor variables Size, Liquidity, Levcrag Pr mium Growth, Diversification, Age, Claim 

Experience and financial pcrformanc' r I if in uran c companies in Kenya. 

9 



CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

5.1 Introduction 

This chapter summarizes th ·tudy und make conclusion based on the results. The implications 

from the findings and arcus for further re earch are also presented. This section presents the 

findings from the stud objectiYe and research methodology. 

5.2 Summary of Findings 

In data analysis and presentation of results both descriptive and inferential statistics were 

employed specifically using correlation, regression and ANOV A to establish the significance of 

the model and also to establish the relationship between financial performance with premium 

growth. The results of tests on the differences in means of all variables of the financial variables 

were considered i.e. size, leverage, liquidity, diversification, age, claim experience and premium 

growth. 

The results showed tests on the differences in means of all variables of the financial performance 

model considered i.e. le erage showed an average percentage mean of 74.08 and standard 

deviation of 0.1610, di er ification showed a mean of 8.94 percent and standard deviation of 

5.951. ize h \Vcd a perc ntage mean of 15.3 and standard de iation of 1.23, liquidit bowed 

a p rccntage m an of 20.6 \ ith standard de tation of .33 and claim xp n nee how d a 

pcrccntag m , n f I . \\ith a tand rd dc\Jati n f .17.1 h p itiv alu imp! · that th 

m dd arc ignificant in d tcm1ining the financial p rt m1. ncc of lifc 

mp m in K ny . 
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The study further determined the correlation between the independent variables used in the study 

i.e. financial performance and premium growth. For this analysis Pearson correlation was used to 

determine the degree of associati n within the independent variables and also between 

independent variables and the d r 'nd 'nt ariablc. The analysis of these correlations seems to 

support the hypothc ·i · that ca ·h independent variable in premium growth has its own particular 

informative value in the abilit · to e, plain the financial performance of life insurance companies 

in Kenya. 

A Pearson coefficient of 0.20 and p-value of 0.000 shows a strong, significant, positive 

relationship between premium growth variables and financial performance of life insurance 

companies in Kenya. Therefore basing on these findings the study rejects the null hypothesis that 

there is no relationship between premium growth variables and financial performance of life 

insurance companies in Kenya and accepts the alternative hypothesis that there exists a 

relationship between premium growth variables and financial performance of life insurance 

companies in Kenya. 

The tandardized Beta Coefficients gave a measure of the contribution of each variable to the 

model. A large value indicate that a unit change in this predictor variable has a large effect on 

the criterion variable. The t and ig (p) alues give a rough indication of the impact of each 

pr\!dictor v ri ble - a big ab lute t alue and mall p alue ugge t that a predict r ari bl i · 

having ' l 1. r 'C imp ct on the crit rion variabl . 
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According to the regression equation established, taking all firm characteristics into account, 

financial performance measured by ROA will be -0.012. The Standardized Beta Coefficients 

give a measure of the contribution of each ariable to the model. A large value indicates that a 

unit change in this predictor variable ha lnr) cff ton the criterion variable. The t and Sig (p) 

values give a rough indication of th imr a t f each predictor variable - a big absolute t value 

and small p value ·ugg' ·t ' that a pr dieter variable is having a large impact on the criterion 

variable. The value of U1e F stati tic, 1.699 indicates that the overall regression model is 

significant hence it has some e planatory value i.e. there is a significant relationship between the 

predictor variables Size, Liquidity, Leverage, Premium Growth, Diversification, Age, Claim 

~ ,.perience and financial performance of life insurance companies in Kenya. 

The findings showed the correlations between the independent variables considered in the 

regressions: size, leverage liquidity, diversification, age, premium growth and claim experience 

as independent variables in the model and ROA as a measure of financial performance of life 

insurance companies in Kenya. The significance of the coefficients was calculated at the level of 

95%. The study findings indicate that the variables are statistically significance to influencing 

financial performance of life insurance companies as indicated by the positive and strong 

Pearson correlation coefficients. This implies that premium grow this relied upon to make 

conclusions about the financial performance of life insurance companies' as shown by it trong 

and p ·iti c c rrclation c fficient . 

42 



5.3 Conclusions 

The results showed tests on the differences in means of all variables of the financial performance 

model considered. The positive value impli d that th variables under the model are significant 

in determining the financial p rforman r lifl in urance companies in Kenya. The findings 

showed the correlations bctw~..:cn th ind 'pendent variables considered in the regressions: size, 

liquidity, leverage, age. premium gr ' th diversification and claim experience as independent 

variable in the model and R as a measure of financial performance of life insurance 

companies in Kenya. The significance of the coefficients was calculated at the level of 95%. 

The study findings indicate that the variables are statistically significance to influencing financial 

performance of life insurance companies as indicated by the positive and strong Pearson 

correlation coefficients. This implies that premium growth is relied upon to make conclusions 

about the financial performance of life insurance companies' as shown by its strong and positive 

correlation coefficients. According to the regression equation established, taking all firm 

characteristics into account, financial performance measured by ROA will be -0.012. 

The tandardized Beta Coefficients gave a measure of the contribution of each variable to the 

model. A large alue indicates that a unit change in this predictor variable has a large efD ct on 

the criterion variable. The t and ig (p) alues gi e a rough indication of the impact of ea h 

predictor variable - a big ab olute t value and mall p alue sugge t that a predict r variable i 

having a large impa t n th riterion variabl . 
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A Pearson coefficient of 0.20 and p-value of 0.000 shows a strong, significant, positive 

relationship between premium growth variables and financial performance of life insurance 

companies in Kenya. Therefore ba ing on th finding the study rejects the null hypothesis that 

there is no relationship bctw en pr mium r wth variables and financial performance of life 

insurance companies in Ken a and a·· pt the alternative hypothesis that there exists a 

relationship b tween pr ·mium gr \\th ariables and financial performance of life insurance 

companies in Kenya. 

5.4 Recommendations 

The study found that premium growth is the most significant factor influencing financial 

performance of life insurance companies in Kenya. The study therefore recommends that 

insurers must work towards improving the premiums earned to increase their profits. Higher 

profits would mean better reserves which would assist the insurer to operate in times of large 

unexpected claims and also help them maintain liquidity at all times. The study further 

recommends that insurance regulatory authority should increase the reserve requirement of the 

life insurance companies so as to put in place measures that oversee the performance of the 

companies in times of unexpected eventualities. This will increase the financial performance of 

the life insurance companies as they will have enough reserves as opposed to depending on 

premium grO\\-th. 

'I he ' tudy al n.: omm nd a high con ideration f incr a ing the c mpan a ct . Thi i 

b ·m t: th 1z of the c mp ny j ~ n imp rtant fa t r it mp titiv p \\ r 

m II c mpam h, v lc: pow r th n I, rgt: ont: · h n t: th · m~ find it dilfi ult t mp tc.: 



with the large firms particularly in highly competitive markets. Great attention should be paid to 

leverage since companies that are highly leveraged may be at risk of bankruptcy if they are 

unable to make payments on their debt; the ma al o be unable to find new lenders in the 

future. On the other hand, leverage can in r a ' th harcholdcrs' return on their investment and 

make good usc of the ta advnntu , '· a·· iatcd with borrowing. There is a significant need to 

have highly quali (icd cmplo ·c · in the top managerial staff since the age of the company has no 

influence on it good linancial performance. 

5.5 Limitations of the Study 

This study relied on secondary data (reported accounting financial statements) and therefore the 

reliability and quality of the data used was not a hundred percent. The researcher also had no 

control over the quantity and form of data for the study and this contributed to shortage of data; 

some of the financial statements used by the researcher did not give enough information leaving 

the researcher to hunt for more facts and had to be familiar with other empirical studies that have 

used similar data set. The use of regression analysis means that there is an assumption of 

linearity with the various models which may not be the case. The regression model is only 

applicable if all factors are held constant which may not be the case as the environment keep on 

changing. 

1 he Ending of thi tud rna not also be generalized to all life in urance companie aero the 

glob but can be u. cd a a rdcrence to c mpanie in de loping c untrie ince the fa e aim t 

ame pr vailing c mpamc · 111 

tor n changing rr m p ri d t r ri d th.:p ndin l 
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on prevailing economic situations and market demand. The findings therefore may not reflect the 

true effect of these factors on financial performance of life insurance companies for a period 

considered. 

5.6 Suggestions for Further 'tudy 

The current research wa · a ·cd n a de criptive research design on the life insurance industry. 

Futme studies should b undertaken through a case study for a longer time period which will 

help in finding in-depth in estigation of a single group or event. Depending on available data, future 

studies on financial performance may include additional explanatory variables as well as enlargement of 

used population in a way that it involves cross-country analysis. 

Further research should be conducted on the same topic with different companies and extending 

the years of the population. Further research can also be undertaken which analyses the different 

sectors in the economy to determine any significant differences in the relationship between firm 

characteristics and financial performance in the different sectors incorporating more independent 

variables and also taking into account the prevailing macroeconomic situations. 
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APPENDIX 1: LIST OF THE LIFE INSURANCE COMPANIES 

1. Apollo Insurance Company Limited 

2. British American Insurance Company Limit d 

3. Cannon Insurance ompany Limited 

4. Cl~ C Insurance ompany Limit ·d 

5. Cooperative In urancc ompan Limited 

6. Corporate Insurance ompan Limited 

7. ICEA Lion Insurance Company Limited 

8. Jubilee Insurance Company Limited 

9. Kenindia Insurance Company Limited 

10. Kenya Alliance Insurance Company Limited 

11. Madison Insurance Company Limited 

12. Mercantile Insurance Company Limited 

13. Metropolitan Life Insurance Company Limited 

14. Old Mutual Insurance Company Limited 

15. Pan Africa Life Insurance Company Limited 

16. Pioneer Insurance Company Limited 

17. AP In urance Compan Limited 
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APPENDIX 2: SUMMARY OF THE X AND Y VARIABLES 

YR 

N COMPANY YEAR INC ROA LG DV sz LQ AG CE PG 

1 APOLLO 2012 2004 0.04 0 .85 2.00 14.34870375 2.06 8.00 1.168616627 0.06 

2 APOLLO 2011 .. oo.~ o.o o.83 2.oo 14.298 16261 2.62 1.oo t.I9800513 o.15 

3 APOLLO 2010 -004 00 0.72 2.00 14.28072963 2.47 6.00 1.492833167 0.17 

4 APOLLO 2009 -004 0.15 0.12 2.00 13 .57167183 2.10 5.00 0.498105193 0.09 

5 APOLLO -008 -004 0.09 0.56 2.00 14.34748379 2.23 4.00 0.941224616 0.05 

6 BRlTAM -012 1965 0.05 0.70 18.00 17.07284015 3.49 47.00 0.486745523 0.41 

7 BRITAM 2011 1965 0.06 0.79 18.00 16.84021068 3.98 46.00 0.451977106 0.29 

8 BRITAM 2010 1965 0.05 0.65 18.00 16.87998351 2.12 45.00 1.043553601 0.15 

9 BRITAM 2009 1965 0.03 0.71 18.00 16.48994062 2.04 44.00 0.602032486 0.19 

10 BRITAM 2008 1965 0.03 0.63 18.00 16.33906829 2.00 43.00 0.707114989 0.26 

II CANNON 2012 1964 0.04 0.57 5.00 15.44448106 1.99 48.00 0.568417271 0.50 

12 CANNON 2011 1964 0.04 0.62 5.00 15.22597105 2.01 47.00 0.724184998 0.64 

13 CANNON 2010 1964 0.12 0.58 5.00 15.07469912 2.03 46.00 0 .625017322 0.01 

14 CANNO 2009 1964 0.13 0.64 5.00 14.89712927 2.18 45 .00 0.705263289 0.36 

15 CANNO 2008 1964 0.01 0.58 5.00 14.71376562 1.74 44.00 0.612116305 0.22 

16 CFC 2012 2004 0.03 0.82 5.00 16.58672371 2.00 8.00 0.673639013 0.08 

17 CFC 2011 2004 0.03 0.93 5.00 16.41100031 2.02 7.00 0.702102883 (0.29) 

18 CFC 2010 2004 0.02 0.84 5.00 16.43434499 2.01 6.00 0.930204304 0.04 

19 CFC 2009 2004 (0.04) 0.89 5.00 16.23665332 2.0 I 5.00 0.848865734 0.15 

20 CFC 2008 2004 0.03 0.88 5.00 16.08761809 2.01 4.00 0.733382507 0.05 

21 PERA'I I E 2012 1978 0.08 0.60 14.00 15.06999604 2.07 34.00 0.650195145 (0.60) 

22 PbR 'II I~ 2011 1978 0.07 0.61 14.00 16.223647 4 2.04 33.00 0. 893 4271 0.57 

23 PER 2010 1978 0.09 0. 0 14.00 15.6 765126 2.01 32. 0 0 .5 OJ 88 0. t2 

2 20 197 0.0 0.72 .00 1-.06 5 ·112 2.0 1.00 0 .2 

2 2 J97 0 . 7 0 .7 . 0 I .92 272 2.00 0 .0 0 ol I 971 0. 1 

s 



26 CORPORATE 

27 CORPORATE 

28 CORPORATE 

29 CORPORATE 

30 CORPORATE 

31 I EA LION 

32 ICEA L1 N 

33 I EA LION 

34 ICEA LION 

35 ICEA LION 

36 JUBILEE 

37 JUBILEE 

38 JUBILEE 

39 JUBILEE 

40 JUBILEE 

41 KENINDIA 

42 KENINDIA 

43 KE INDIA 

44 KENINDIA 

45 

46 

47 

48 

49 

0 

2 

1 DI O,' 

2012 1982 0.03 0.45 10.00 14.39720369 2.20 30.00 0.429972891 0.24 

2011 

2010 

2009 

2008 

20 I. 

.0 11 

.010 

2009 

2008 

2012 

2011 

2010 

2009 

2008 

2012 

2011 

2010 

2009 

2008 

2012 

2011 

2010 

2009 

2008 

2012 

2011 

-010 

1982 0.02 0.56 

1982 0.18 0.52 

1982 (0.0 ) 0. 77 

198_ 0.0 0.7 

I 78 0.01 

I 7 0.02 

1978 0.05 

1978 0.02 

1978 0.02 

1937 0.04 

1937 0.04 

1937 -

1937 0.07 

1937 0.04 

1978 0.08 

1978 0.08 

1978 0.13 

1978 0.13 

1978 0.10 

1979 0.07 

1979 0.06 

1979 0.11 

1979 0.12 

1979 0.01 

19 0.02 

19 8 0.02 

0. 

0.82 

0.88 

0.88 

0.90 

0.90 

0.88 

0.90 

0.84 

0.92 

0.84 

0.84 

0.92 

0.88 

0.89 

1.00 

0.65 

0.65 

0.68 

0.75 

0.40 

0.84 

0.8J 

0. 2 

56 

10.00 14.16755661 2.05 

10.00 14.06791384 2.07 

10.00 13.68579132 2.12 

I 0.00 13.66212858 2.00 

8.00 

8.00 

8.00 

8.00 

8.00 

3.00 

3.00 

3.00 

3.00 

3.00 

8.00 

8.00 

8.00 

8.00 

8.00 

8.00 

8.00 

8.00 

8.00 

8.00 

22.0 

22.00 

22. 

17.33865312 2.02 

17.19803338 2.01 

17.11738019 2.00 

16.97423286 2.01 

16.88455128 2.01 

17.27736528 2.02 

17.14692247 2.00 

16.94926234 2.04 

16.6500559 2.00 

16.82133295 2.00 

16.98043697 2.01 

16.81630037 2.03 

16.56843202 2.06 

16.36344021 2.08 

16.23780421 2.03 

15.02234297 2.17 

14.96775587 2.25 

14.94689041 2.06 

14.82494695 2.00 

I .47234719 2.03 

15.4 1274 4 2.09 

. t 41 7 2.06 

I .2 180 2. 

29.00 0.560089493 0.01 

28.00 0.60780372 0.02 

27.00 0.556293413 0.14 

26.00 0.629462389 0.08 

34.00 

33.00 

32.00 

31.00 

30.00 

75 .00 

74.00 

73.00 

72.00 

71.00 

34.00 

33.00 

32.00 

31.00 

30.00 

33.00 

32.00 

3\.00 

30.00 

29.00 

24. 0 

23. 0 

22. 

1.142346313 0.06 

1.128971073 0.10 

1.343039896 0.10 

I .395654635 0.25 

1.347571656 (0.32) 

0.913923546 0.05 

0.890364725 0.39 

1.155192883 (0.22) 

0.806072724 0.2 I 

0.772123738 0.38 

0.866664489 0.08 

0.862624568 0.14 

0.664060126 0.12 

0.628402207 (0.04) 

0.83 I 991493 0.06 

0.469041327 0.20 

0.350940445 0.76 

0.288740504 0.28 

0.1025615 9 0.72 

0.66 01 02 (0.52) 

0. 7 9\ 226 0.02 

0.7 l 071 0.1 

0.777 70.7) ()- l 



54 MADISON 

55 MADISON 

56 MERCANTILE 

57 MERCANTILE 

58 MERCANTILE 

59 MERCANTILE 

60 MER ANTILE 

61 METR P LIT N 

62 METR POLITAN 

63 METROPOLITAN 

64 METROPOLITAN 

65 METRO PO LIT AN 

66 OLD MUTUAL 

67 OLD MUTUAL 

68 OLD MUTUAL 

69 OLD MUTUAL 

70 OLD MUTUAL 

71 PA AFRICA 

72 PA AFRICA 

73 PA AFRICA 

74 PA AFRICA 

75 PAN AFRI A 

76 PIO EI:R 

77 PIO I:I~R 

78 PI 

7 PIO I:I~R 

0 PI 

p 

2009 

2008 

2012 

2011 

2010 

. 009 

200 

-OL 

2011 

2010 

2009 

2008 

1988 0.03 

1988 0.01 

1993 0.07 

0.82 22.00 15.06973018 2.05 

0.82 22.00 14.87609694 2.05 

0.59 4.00 14.21487442 2.03 

199 

19l) 

0.07 

o.o-

0.62 4.00 

0.58 4.00 

0.0 0.65 

199 0.05 0.66 

-006 (0.17) 0.40 

2006 (0.22) 0.42 

2006 (0.09) 0.51 

2006 (0.18) 0.84 

2006 (0.12) 0.66 

4.00 

4.00 

2.00 

2.00 

2.00 

2.00 

2.00 

14.13789908 2.06 

14.05658047 2.06 

13 .814451 2.00 

13.70395869 2.02 

13 .26734472 1.97 

13.24880394 1.91 

13.073757 1.97 

13.01770928 1.94 

13 .02935734 1.89 

21.00 0.778423358 0.10 

20.00 0.628698709 (0.08) 

19.00 0.526314099 0.01 

18.00 0.514271874 0.16 

17.00 0.540533156 0.12 

16.00 

15 .00 

6.00 

5.00 

4.00 

3.00 

2.00 

0.54683622 0.10 

0.525992158 (0.03) 

0.320565629 0.08 

0.283322644 (0.08) 

0.56686182 (0.13) 

0.489740729 0.12 

0.27648602 0.27 

2012 1920 0.0 I 0.87 2.00 16.01287568 1.89 92.00 0.67633617 0.04 

2011 1920 0.02 0.88 2.00 15.96579993 2.00 91.00 0.631177863 (0.08) 

2010 

2009 

2008 

1920 (0.07) 0.87 2.00 16.0666913 2.01 

15.83917218 2.00 

15.62006482 2.00 

90.00 

89.00 

88 .00 

1920 (0.06) 0.88 2.00 

1920 0.03 0.89 2.00 

2012 2004 0.04 0.85 15.00 16.46155223 2.01 8.00 

20 II 2004 0.05 0.82 15 .00 16.25779055 2.00 7.00 

20 I 0 2004 0.06 0.83 

2009 2004 0.02 0.81 

2008 2004 (0.00) 0.81 

15.00 16.18309853 2.00 6.00 

15.00 15.85419755 2.00 5.00 

15.00 15.62283641 1.91 4.00 

15.00 14.02800481 2.02 

15.00 13.83645567 2.04 

15.00 13.69 14356 2. I 

15.00 13.62112 73 2.06 

82.00 

81.00 

80.00 

79.00 

0.496430837 0.22 

0.588648193 0.00 

0.705007841 (0.05) 

0.565765249 0.07 

0.568619311 (0.05) 

0.846441481 0.27 

0.797616246 (0.14) 

0.658201954 0.20 

0.608581261 0.10 

0.614916034 0.23 

0.487273314 0.20 

0. 7 0174 0.41 

2012 

2011 

2010 

2009 

200 

2012 

1930 0.04 

1930 0.04 

1930 0.06 

1930 0.05 

19 0 0.01 

0.62 

0.71 

0.69 

0.73 

0. 15.00 I .270 I 4 2.01 

II. 0 I .9 70 I - .0 I 

7 .00 0, I 6·19·1 > 0.27 

0.01 0. 3 I . 0 0.07 

7 



82 UAP 

83 UAP 

84 UAP 

85 UAP 

2011 

2010 

2009 

1994 (0.11) 0.93 

1994 (0.02) 0.96 

1994 (0.05) 0.93 

2008 1994 0.07 0.8 

58 

11.00 14.88961872 2.00 17.00 1.353656734 0.43 

11.00 14.78917848 2.01 16.00 2.064854917 0.52 

11.00 14.5 73 13845 0.49 15.00 1.369578325 (0.08) 

11.00 14. 17606477 2.01 14.00 0.098741505 0.12 


