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ABSTRACT

Taxes are a significant cost to a firm. Therefor@ avoidance is beneficial to
shareholders (Chen, Chen, Cheng and Shevlin 20HGyvever, in state owned
enterprises (SOESs), taxes are an implicit dividemdhe controlling shareholder. Thus,
less tax avoidance actually benefits the contrgléhareholder. Ownership structure may
therefore affect the level of tax avoidance. Furtlaerecent report by the KRA claims
that most of the multinational firms in Kenya, somiewhich are listed at the NSE,
collude with the large accounting firms in Kenyaawoid paying some taxes (lrungu,
2013). Thus, tax avoidance is a subject of intefi@sthis study given the claims by the
KRA. This study examined whether variation in fifmsorporate governance
mechanisms, more specifically the ownership strectexplains differences in their level
of tax avoidance in Kenya. The study aimed at déstabg the relationship between
ownership structure and tax avoidance of compalétsd at the Nairobi Securities
Exchange. In order to do this, the research wagjuked as a descriptive study where
relationships were tested. The population comprefeall the 61 companies listed at the
NSE. All the 61 listed firms formed the sample bk tpopulation. Secondary data
collected from the NSE Secretariat, respective @mgpwebsites and the Africa
Financials website was used in the study. Data thes analysed using descriptive
analysis and regression analysis. The findingshefstudy are that ownership structure
does not significantly influence tax avoidance las ¢ffects of state ownership, foreign
ownership and institutional ownership on tax avomawere insignificant at 5% level.
On the other hand, ROA positively influences tawidance while Tobin g and previous
year’s loss has a negative influence on tax avaelahhe model accounts for 13% of the
variance in tax avoidance and it was fit to expldia relationship between ownership
structure and tax avoidance. The study makes a euwibrecommendations for both
policy and practice. The study recommends thagims of policy, ownership structure is
irrelevant in explaining tax avoidance and therefibishould not be considered by policy
makers in the quest to reduce instances of taxdance. Instead, policy makers should
focus on the financial performance of firms asllest indicator of tax avoidance. From
the results, firms that had higher ROAs were likielyrecord higher effective tax rates.
Lastly, the results of the study also have impdrtarplications to listed firms and any
other companies in Kenya that pay corporate taxetheir quest to pay lower effective
tax rates, they should understand that their own@istructure is irrelevant and therefore
concentrate on legal avenues to manage their talebs.
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CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

Conventional wisdom argues that because taxes significant cost to a firm, tax avoidance
is beneficial to shareholders (Chen, Chen, Cherty Sinevlin 2010). However, in state
owned enterprises (SOESs), taxes are an implicideid to the controlling shareholder. Thus,
less tax avoidance actually benefits the contrglighareholder of SOEs and reflects an
implicit expropriation of wealth from other sharddhers. Ownership structure may therefore

affect the level of tax avoidance.

There are a total of 61 listed companies in Kertydn@ moment. Some of these companies
trade beyond Kenya and differ in their tax lia@kt A recent report by the Kenya Revenue
Authority (KRA) claims that most of the multinatiahfirms in Kenya, some of which are
listed at the NSE, collude with the large accouptiiims in Kenya to avoid paying some
taxes (Irungu, 2013). Thus, tax avoidance is aestibyf interest for this study given the
claims by the KRA. Given that Kenya is one of tleeloping countries in the world with a
plan to reach a middle-income economy by 2030,staxe the major sources of revenue for
the Government and therefore it is of interestxtangine the issue of tax avoidance by large

corporations in Kenya.

1.1.1 Ownership Structure

Ownership structure is like the hard core of coap@igovernance, a firm’s “owners,” is those
persons who share two formal rights: the rightdotml the firm and the right to appropriate

the firm’s profits, or residual earnings which inebry, could be separated and held by



different classes of persons Hansmann (2000). Gshigestructure can be broadly classified

into two distinct group or views for purposes ofidigon as explained below.

The first view defines ownership structure as défd types of equity such as A share, B
share, outstanding share or allotment transfer {Zh®99). A second view defines ownership
structure according to its “ownership”, that isgtetshares, state-owned legal person shares,
legal person shares, institutional owners, amohegrst This view sees ownership structure
like the shareholder structure which refers to ggratio occupied by various shareholders

(Wu, 2003).

According to Gursoy & Aydogan (2002), the concepbwnership structure can be defined
along two dimensions: ownership concentration andesship mix. The former refers to the
share of the largest owner and is influenced bylabes risk and monitoring costs (Pedersen
& Thomsen 1999), while the latter is related to tthentity of the major shareholder. The
later view is the one taken in the present studyn@ship structure is therefore defined in
this study as different classes of shareholders fmm. These structures may include state

ownership, institutional ownership, foreign or datie ownership, among others.

1.1.2 Tax Avoidance

Tax avoidance is the use of legal methods to madlifyindividual's financial situation in
order to lower the amount of income tax owed. Tawidance can be exogenous or
endogenous. Exogenous tax avoidance refers to @awvoedof tax by resorting to transactions
or structures for their own sake, that is, to teati®sns and structures that are independent of
other economic activity of the taxpayer (Zoe & J&910). Exogenous avoidance typically
involves taxpayers participating in tax shelters thenerate losses to set off against ordinary

income or that otherwise produce fiscal effects tie@luce tax payable on such income.



Endogenous tax avoidance refers to avoidance shaffeécted by adjusting transactions and
structures that the taxpayer was proposing to eotehave already entered, in any event.
Endogenous avoidance ordinarily involves avoidandle context of some other transaction

or structure, most commonly a business or estarenpig structure (Zoe & John, 2010).

According to Sonja (2002) tax avoidance reducespifesent value of tax payments and
generally increases the after-tax rate of returint@stors in a firm. Graham (2003) noted
that taxes affect financing choices, organizatidoain and restructuring decisions, payout
policy, compensation policy and risk managementisitats. A strong positive feedback

effects between corporate tax avoidance and thetste of corporate governance may exist
such that increased levels of tax enforcement naaserfirm value, despite the firm’s

increased tax payments (Desai, Dyck and Zingal@84PCorporate tax avoidance not only
entails distinct costs, but these costs may agtualtweigh the benefits to shareholders

(Graham et al., 2004).

Sonja (2002) also argued that multinational corpona have opportunities to avoid income
taxation by locating operations in low-tax rate miies, by shifting income from high-tax

locations to low-tax locations, by exploiting diffemces between the tax rules of different
countries, and by taking advantage of tax subsigigeanents with host countries. Economies
of scale and scope can significantly affect a Brability to reduce its tax burden through tax
avoidance. Firms with higher levels of pre-tax imeoand more extensive foreign operations
are able to reduce their worldwide tax burdensughotax planning activities. Holding firm

size constant, firms with greater pre-tax income ldely to avoid more income taxes than
firms with less pre-tax income, since firms withegter income have lower costs of tax
avoidance. Manzon and Plesko (2002) argue thaitgioté firms can make more efficient use

of tax deductions, credits, and exemptions relatvess profitable firms, resulting in greater



book-tax differences. Firms with greater pre-tazoime should have greater incentives and

resources to engage in tax planning.

According to Gupta and Newberry (1997) tax avoig@acan be measured using the average
generally accepted accounting Principles (GAAPgatie tax rate (ETR). Average GAAP
ETR is the ratio of the total tax expense and tteet@x income. Tax avoidance can also be
measured using the Book-tax difference (BTD) met{idesai and Dharmapala, 2009). BTD
is the difference between the pre — tax incomethadestimated taxable income (Desai and
Dharmapala, 2009). BTD can be raised either thraaghing management (the manipulation
of financial statements and the increase oppotionigyancial income) or tax avoidance
(deliberately decreasing taxable income). Anotheasare is the Contingent Tax Liability
Reserve (Lisowsky, 2012). This is the managemeguntgment of potential future tax losses.
It is calculated as the difference between cun@aexpense, tax benefit from Stock Options

and total taxes after credits

1.1.3 Effect of Ownership Structureon Tax Avoidance

Few papers directly examine the link between cafgogovernance and more specifically,
ownership structure, and tax avoidance. Minnick &aba (2010) investigate whether
several measures of corporate governance are atbueiith a variety of proxies intended to
capture firms’ level of tax avoidance, but findlétevidence that governance is associated
with avoidance. Desai and Dharmapala (2006) repersurprising result that firms that are
poorly governed but where managers have high lexfedgjuity incentives engage in less tax
avoidance. They interpret this result as evideria# tax avoidance and managerial rent
extraction are complementary activities, which imepkhat the level of a firm’s tax avoidance
is increasing in the strength of its corporate goaace. Rego and Wilson (2012) find that

firms at which managers have high risk-taking eguiicentives engage in more tax
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avoidance. However, they fail to find any evidetitat governance mechanisms—other than

executives’ equity incentives—affect this relation.

In a concurrent paper, Robinson et al. (2012) erarttie association between tax avoidance
and audit committee financial expertise. They repoidence that audit committee financial
expertise is generally positively associated wdR planning, but that this association is
negative where they deem tax planning to be risky, @ggressive). Overall, the few papers
that examine the relationships between corporateergance and tax avoidance have

produced results that are quite mixed.

The link between ownership structure and tax avaidahas been studied by a number of
scholars but such studies are still few. Most & #udies in this area have been done in
China and examine mostly how state ownership affeast avoidance of firms (Bradshaw,

Liao & Ma, 2013). In their study, Bradshaw et &013) found that state owned enterprises
(SOEs) have less tax avoidance than non-state oenexprises. State owned enterprises
were found to make tax decisions that favour cdlirigp shareholders but costly to the

minority shareholders. Jian, Li & Zhang (2012) attodied how state ownership affects tax
avoidance in China and found that SOEs avoid lasdian non-SOEs. The study found a
negative relationship between state ownership axn@voidance and this is more pronounced
in large firms than in small firms. The negativéat®nship was also found to be weaker

among firms with concentrated non-state ownership.

1.1.4 Nairobi Securities Exchange

The NSE has undergone three phases in its develdpA®outlined and discussed by Ngugi
(2003), these phases are the initiation stage, fthenalization stage and the

revitalization/restructuring stage. The initial ggawas mainly characterized by dominations



of foreign investors in share trading and spontasegowth. The formalization stage saw the
adoption of a self-regulatory framework with effoitio increase the participation of local
citizens in share trading especially in the posdependence period. This is also the period
when the Government adopted a controlled policymmegand implemented tax policies that
penalized share returns more than returns fromr dthancial assets. Further, the Nairobi
Stock Exchange which had served as a regional harkeng the East African states lost its
market share with the break-up of the East Afri€@mmunity. Partially because of these
developments, the stock market was characterizeal digte of dormancy during this phase.
This gave way to the revitalization stage whereoré$f were made to strengthen the
institutional infrastructure and also to enhance plolicy environment in order to facilitate

growth of the stock market.

The NSE currently has 61 firms listed on it in Etters (see Appendix 1). These sectors are
agricultural (7 companies), commercial and servi€sompanies), telecommunication and
technology (1 company), automobiles and accessoffescompanies), banking (11
companies), insurance (6 companies), investmeobdifdpanies), manufacturing and allied (9
companies), construction and allied (5 compan&rgy and petroleum (5 companies), and
growth enterprise market segment (1). The other $ectors are fixed income securities

market segment which lists preference shares andsofdNSE, 2014).

These companies have varied ownership structumse @ire foreign owned while others are
purely domestic. Others have a mixture of both.rétege some that are state owned with the
Government of Kenya having majority shares. Thes#ude Kenya Commercial Bank,
Kenya Electricity Generating Company, National BarikKenya, Kenya Airways, Mumias
Sugar Company, among others. The regulations issyethe Capital Markets Authority

(CMA) in 2002 as regards ownership structure predidior new foreign investors’



regulations where the locals have 25% minimum vesef the issued share capital with the
balance 75% becoming a free float for all classesvestors. This applies to IPOs and GOK
privatizations (Ngugi, 2003). These varied owngrsgiructures in these listed firms offers an

opportunity for an empirical examination of howytedfect tax avoidance in Kenya.

1.2 Research Problem

There has been a recent surge in research that Beaekderstand the sources of variation in
tax avoidance (Hanlon and Heitzman, 2010). The fitenef tax avoidance can be

economically large (Scholes et al., 2009) and taidance can be a relatively inexpensive
source of financing (Armstrong et al., 2012). Hoegvaggressive tax avoidance may be
accompanied by substantial observable (e.g., farek legal fees) and unobservable (e.qg.,
excess risk and loss of corporate reputation) cé@dteough understanding the factors that
influence managers’ tax avoidance decisions isrgoitant research question that has broad
public policy implications, relatively little is kawn about why some firms appear to be more

tax aggressive than others.

With the revelation by the Kenya Revenue Authotitgt multinational firms have avoided
paying taxes to the tune of Sh. 8 billion havingjumted with the large audit firms in Kenya
(Irungu, 2013), it is interesting to investigateatlmfluences tax avoidance of listed firms in
Kenya. Tax avoidance may be influenced by a nundfefactors but the present study
investigates the role of ownership structure détisfirms on their levels of tax avoidance. As
other studies have found that non-government oviined tend to avoid tax more than the
government-owned firms, an investigation of theeeffof ownership structure on tax
avoidance for listed firms at the NSE is useful forposes of policy recommendations and

theory of tax avoidance.



Prior studies on the effect of ownership structumdax avoidance have focused on how state
ownership affects tax avoidance (for example, Bradset al., 2013; Jian, et al., 2012). Both
studies found a negative relationship between stateership and tax avoidance in China. In
Kenya, studies on tax avoidance are generallyddniSome of them include Wachira (2011)
who surveyed tax avoidance and incentives scherdepted by Kenya Airways. Owiti
(2012) examined the effects of tax planning stiggegn tax savings on manufacturing firms
in Nairobi and found that the tax planning stragésgivere ineffective in contributing to tax
savings. To the knowledge of the researcher, noifspstudy has been carried out in Kenya
on how ownership structure affects tax avoidanter& is therefore a gap in literature which
the present study seeks to bridge. This study finere@xamines whether variation in firms’
corporate governance mechanisms, more specifidhly ownership structure, explains
differences in their level of tax avoidance in Kanyhe following research question will be
answered: what is the relationship between owngrstructure and tax avoidance among

listed companies in Kenya?

1.3 Research Objective

To examine the relationship between ownership stracand tax avoidance among listed

firms at the NSE.

1.4 Valueof the Study

This study is important to the theory of tax aveoida as it assesses how ownership structure
affects tax avoidance in Kenya. This will add omibe growing body literature on how

governance structures influence tax avoidanceesfied in organisations.



This study also contributes to the practice offtahagement in organisations. The results of
this study will aid managers in various organisadiavith various ownership structures on

how their tax planning policies are influenced bgit ownership structures.

Further, this study will inform policy makers esjadly the Capital Markets Authority and
the Kenya Revenue Authority on how ownership stmed affect tax avoidance in large

corporations. This will guide in policy formulatidoy both agencies.

Researchers, students, and other academicianslsallfind this study a valuable source of
information on how ownership structure affects éwoidance. Thus, future studies can be
based on the present study especially by takingratdge of the limitations of the present

study and the recommended future research dirextion



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

This chapter presents the review of literature. Tingt section reviews the theoretical
literature where different theories of tax avoidammd other relevant theories are discussed.
The second section presents an empirical reviewavpeor studies on ownership structure

and tax avoidance are reviewed. The third secidhe summary of the chapter.

2.2 Theoretical Review

A number of theories are reviewed here and thé@vamce to the present study explained.
These theories are agency theory, resource basedavid institutional theory. These theories

explain both the tax avoidance behaviour of firmd the role of ownership structure.

2.2.1 Agency Theory

Agency theory suggests that the firm can be vieaged nexus of contracts between resource
holders (Agrawal &Knoeber, 1996). An agency relasioip arises whenever one or more
individuals, called principals, hire one or mordent individuals, called agents, to perform
some service and then delegate decision-makingatyttio the agents. The primary agency
relationships in business are those between sttditsoand managers; and between debt
holders and stockholders. These relationships @reectessarily harmonious; indeed, agency
theory is concerned with so-called agency confliotsconflicts of interest between agents

and principals.
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This has implications for, among other things, coape governance and business ethics.
When agency occurs it also tends to give rise emag costs, which are expenses incurred in
order to sustain an effective agency relationshgrordingly, agency theory has emerged as
a dominant model in the financial economics literat and is widely discussed in business
ethics texts. Agency theory in a formal sense patgd in the early 1970s, but the concepts

behind it have a long and varied history (Bowie énard, 1992).

The principal-agent model suggests that managerseas likely to engage in strictly profit
maximizing behaviour in the absence of strict manmig by shareholders (Prowse, 1992;
Agrawal & Knoeber, 1996). Therefore, if owner-cafigd firms are more profitable than
manager controlled firms, it would seem that cotregaed ownership provides better
monitoring which leads to better performance. Timay also explain why in some firms

managers will choose to avoid tax more than inrsthe

2.2.2 Resource Based View

Resource Based View (RBV) holds that firms can earstainable super-normal returns if
and only if they have superior intangible resourtest are protected by some form of
isolating mechanism preventing their diffusion tighout industry. According to Wernerfelt
(1984) &Rumelt (1984), the fundamental principle tboe RBV is that the basis for a
competitive advantage of a firm lies primarily imetapplication of the bundle of valuable
resources at the firm's disposal. To transform artstun competitive advantage into a
sustained competitive advantage requires that ttesseirces are heterogeneous in nature and

not perfectly mobile (Barney, 1991; Peteraf, 1993).

Essentially, these valuable resources become aesairsustained competitive advantage

when they are neither perfectly imitable nor subsible without great effort (Barney, 1991).

11



In a nutshell therefore, to achieve these sustinatove average returns, the firm’s bundle
of resources must be valuable, rare, imperfectlitaile and non-substitutable (Barney,
1991). The extent to which external and internatdies affect managerial discretion will
depend on, among other factors, the manager’s locasntrol, perception of discretion and

the amount of power that people perceive the martagsssess.

Foreign shareholders are endowed with good mongarapabilities, but their financial focus
and emphasis on liquidity results in them unwillimycommit to a long-term relationship
with the firm and to engage in a process of resiiurg in case of poor performance. These
shareholders prefer strategies of exit rather thaioe to monitor management (Aguilera
&Jackson, 2003). Consequently, foreign shareholdees postulated to have a moderate
impact on firm performance. Domestic shareholdesspss characteristics that represent the
worst of both worlds. Their financial focus leadsshort-term behavior and a preference for
liquid stocks while their domestic affiliation ofteresults in a complex web of business
relationship with the firm and other domestic shaiders (Claessens et al., 2000;
Dharwadkar et al., 2000). Therefore, these shaden®lare expected to have a negative
influence on firm performance. Thus, tax avoidatahaviour of some firms may be
explained by the RBV theory as studies have shinhlarge firms may avoid more tax than

small firms especially in non-state owned firms.

2.2.3 Institutional Theory

Institutional theory emphasizes the influence ofieaultural norms, beliefs and values,
regulatory and judicial systems on organizationtiicsure and behaviour. Institutions
regulate economic activities through formal andoinfal rules as a basis for production,
exchange and distribution (Khanna &Palepu, 200®)addition to these features, emerging

economies are characterized by greater imperfectiothe markets for capital, products and

12



managerial talent. These lead to so called inatitat voids - a situation when specialized
intermediaries who typically provide these servitesdeveloped economies are absent
(Khanna &Palepu, 2000). It presents an opportunitgome firms, which have the necessary

resources and capabilities to bridge these ingtitat voids.

Business groups are particularly well suited tovjgte the necessary welfare enhancing
functions to plug these institutional voids becaogeheir superior ability to raise capital,

train and rotate managerial talent among groupsfirand use common brand names in
marketing their products. On the downside, thougime of these institutional voids and
ineffective protection of minority shareholder asrdditor rights lead to greater entrenchment
by controlling shareholders resulting in conditioreally suited for expropriation of

disadvantaged stakeholders. The institutional theoay therefore also explain why some

firms avoid taxes more than others (Khanna &Palépap).

2.3 Determinants of Tax Avoidance

Generally, a number of factors tend to affect tawidance as several other studies have
examined and determined. Some of the factors examin this study are ownership

structure, size of the firm, profitability, and dabintensity and structure.

2.3.1 Ownership Structure

The ownership structure as a determinant of taxdavnce has also received a lot of attention
from scholars. Studies have therefore been perfdrtneexamine how various ownership
structures such as state ownership, foreign owigershinstitutional ownership affect tax
avoidance. For instance, Bradshaw et al. (2013)ddhat state owned enterprises have less

tax avoidance than non-state owned enterprises, Uia& Zhang (2012) found a negative

13



relationship between state ownership and tax amcgland this is more pronounced in large
firms than in small firms. The negative relationshias also found to be weaker among firms

with concentrated non-state ownership.

2.3.2 Firm Size

Using a non-ETR measure of tax avoidance, Wils@@92 found a positive relation between
tax shelter participation (as a proxy for particlylaaggressive tax planning) and firm size.
Yet other studies identify a negative relationiirelwith the political power or clout theory,
assuming that large firms have greater resourcesofibying and more sophisticated tax
planning activities (Porcano, 1986). Still othersdfno association between ETRs and firm
size (Mills, Erickson and Maydew, 1998). Richardsord Lanis (2007) test the association
between firm size and ETRs in an Australian settigy a sample of publicly-listed firms
over the period from 1997-2003, the authors finsults in line with the political power
theory and posit a significant negative associatetween firm size, measured as the natural

logarithm of total assets (at book value), and ETRs

2.3.3 Profitability

Gupta and Newberry (1997) were among the firstnieestigate the association between
GAAP ETRs and multiple firm-level characteristid4ultivariate results derived from micro-
level panel data show that ETRs are significanfigoaiated with a number of other firm
characteristics besides size, e.g. firm profitabilProfitability is commonly measured as
either return on assets or cash flow from operatiofhe basic argument is that more
profitable firms arguably have a greater incentvgeduce their tax burden as compared to

firms that are less profitable (Dunbar, Higginsillgis, and Plesko, 2010).
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Graham, Hanlon, Shevlin& Shroff (2013) analyzedveyr responses from nearly 600
corporate tax executives to investigate firms’ moges and disincentives for tax planning.
The study found that financial accounting incergiylay a role. For example, 84% of
publicly traded firms responded that top managerattiteir company cares at least as much
about the GAAP effective tax return (ETR) as theyabout cash taxes paid and 57% of
public firms say that increasing earnings per sharan important outcome from a tax

planning strategy.

2.3.4 Capital Intensity and Structure

Other fundamental characteristics that, startingp dupta and Newberry (1997), have been
reasonably assumed and shown to be associatedaxitavoidance are a firm’s asset mix
(e.g. capital intensity) and capital structure.(leverage), which are common controls in
many subsequent cross-sectional panel studiestaCapiensive firms (with high levels of
property, plant & equipment; PP&E) are usually ectpd to have more tax planning
opportunities (Dyreng et al., 2008) and the changeproperty, plant, and equipment
(APP&E) is associated with cash tax benefits relédealccelerated depreciation (Gallemore

and Labro, 2013).

24 Empirical Review

This section reviews various studies on ownerstipcgire and tax avoidance. Both

international and local studies on ownership stngcaind tax avoidance have been reviewed.

2.4.1 International Evidence

Lim (2011) examined the impact of tax avoidancealancost of debt and its interaction effect

with shareholder activism. Using Korean firms, thsteidy found a negative relationship
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between tax avoidance and cost of debt, suppottiagtrade-off hypothesis. Further tests
reveal that the negative relationship becomes g&orwhen the level of institutional

ownership is high and even stronger after 1998 whenshareholder rights of institutional
investors were strengthened. It suggests that neailahgopportunism hypothesis has an

additional explanation for tax avoidance activities

Kholbadalov (2012) studied whether there is anyati@hship between corporate tax
avoidance and the cost of debt, and whether thal I&vinstitutional ownership moderates
this relationship, with two hypotheses tests ongarof 110 listed firms in the main board of
Bursa Malaysia during the year 2005 — 2009. Theysfound that there is no significant
effect of institutional ownership on the relatioigsbetween tax avoidance and cost of debt,
meaning that the level of institutional ownershges not impact on the relationship between

tax avoidance and the cost of debt, regardlesketet institutional ownership is high or low.

A study by Jian et al. (2012) examined how theestanership affects firms’ tax avoidance.
Using a proprietary dataset of actual tax filinggions in China, the study found evidence
that SOEs avoid tax to a less extent than non-SAEs. negative effect of the state
ownership on tax avoidance was stronger among bifyges and is weaker among firms
with concentrated non-state ownership. Overall,rémilts suggested that the executives at
SOEs have incentives to please the government ghrgenerous tax payments, and that

these incentives are curbed by the monitoring ateatrated non-state ownership.

Bradshaw et al. (2013) examined the effect of oslmer structure on tax avoidance using
evidence from agency cost of state ownership im&husing a sample of publicly traded
companies in China, the study found that SOEs éxsignificantly higher income tax rates
than do non-SOEs, consistent with less tax avorla@werall, the findings suggested that

SOEs make tax decisions favorable to the contglihareholder but costly to the minority
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shareholders, and the state utilizes SOE managsmeer concerns to promote the

minimization of tax avoidance.

In a recent study, Armstrong, Blouin, Jagolinzetagcker (2014) examined the relationship
between corporate governance, incentives, anduaixiance. Using quantile regression, the
study found a positive relation between the finahsiophistication and independence of
boards and tax avoidance in the lower tail of @ve dvoidance distribution, but a negative
relation in the upper tail of the tax avoidancetrdbsition. However, the study found no

relation between corporate governance and tax awogl at either the conditional mean or
median of the tax avoidance distribution. Theselltessuggest that corporate governance
tends to decrease extremely high levels of taxdaraie and increase extremely low levels of
tax avoidance, which may be symptomatic of oved ander-investment, respectively, by

managers.

2.4.2 Local Evidence

Studies in Kenya have not directly linked ownersstipucture and tax avoidance but a few
studies have been conducted on ownership struasireell as tax avoidance in Kenya. For
instance, Njoka (2010) in her study on the effettownership structure on corporate
performance found that generally ownership striectaffects significantly corporate

performance. More specifically, ownership concdidradoes not have any impact on firm’s
performance, in addition to independent ownershifnich has a negative impact on

profitability and as a result on performance. Meexg it is stated that weak corporate

governance leads to poor corporate performance.

Wachira (2011) surveyed tax avoidance and incesitboliemes adopted by Kenya Airways.

The main objective of the study was to determine benefits and effectiveness of tax
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avoidance strategies adopted by Kenya Airways. fifftengs of the study show that Kenya
Airway comprehensively looks at various tax optionsorder to take full advantage of all
available tax deductions, both business and pekslmplementing tax avoidance strategies
has been done by changing one's tax residencetax &aven and adopting the double
taxation treaties as applied in other countrieswéier the study reveals that employees in
KA do not use legal avoidance of personal taxalionhinstead separate legal entity to which

one's property is donated is created.

A study by Kamau, Ngui and Mutiso (2012) singled dax avoidance and evasion as one of
the major factors influencing creative accountingcgice in Kenya. Data was randomly

collected from thirty six accountants working fariwus companies in Kenya. The results of
the study established that tax avoidance and avasiondeed one of the major factors

contributing to practice of creative accounting agn@ompanies in private sector in Kenya.
Creative accounting is carried out with an objextof making the company appear to be
financially stronger or weaker depending on the ag@ment’s aspirations. This practice is
considered professionally unethical in Kenya eveugh in some countries it's permitted by

law.

Owiti (2012) examined the effects of tax plannitigtggies on tax savings on manufacturing
firms in Nairobi. The study found that claiming dap allowances was not only the most
effective strategy for mitigating tax but also theost widely known among the finance
officers. The others: tax education, use of debtdpital structure and intelligent sourcing
were found to be ineffective in creating significéax savings. On intelligent sourcing, most
firms cited lengthy procedures involved as the aea®r ineffectiveness in creating tax
savings. Therefore, the strategies laid down byginernment in the ITA for creating tax

savings were found to be ineffective and consedyaintributing very little tax savings,
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and thus the manufacturers claims that the taxmegs oppressive is valid and requires the

government to address it.

Kiruri (2013) sought to investigate the effectsoafnership structure on bank profitability in
Kenya. Primary data was obtained through a quesdios that was structured to meet the
objectives of the study. The study used annualrtegbat are available from their websites
and in the Central bank of Kenya website. The sfodyd that ownership concentration and
state ownership had negative and significant effemt bank profitability while foreign
ownership and domestic ownership had positive afieant effects on bank profitability.
The study concluded that higher ownership conctotrand state ownership lead to lower
profitability in commercial banks while higher faga and domestic ownership lead to higher

profitability in commercial banks.

25 Summary of Literature Review

The literature review has examined three main theothat explain the tax avoidance
behaviour of firms and how ownership structurenBuiential in firm decisions including
those that involve tax avoidance. The theory trest bits the present study is the agency
theory which credits management for decisions wingl tax avoidance on behalf of

shareholders.

A number of determinants of tax avoidance have dsen examined. These include
ownership structure, capital intensity and strustdirm size, and profitability. These have
been shown to influence tax avoidance in a numberays. Further, it has been shown that
they have been used as control variables in taidamoe studies and therefore important for

the present study. It is also worthy to note thatrteffects on tax avoidance has been mixed.
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The empirical review has pointed out some inteamati and local studies that have examined
the determinants effect of ownership structureanavoidance in organisations. The review
has shown that studies have found mixed resultser®tfind negative relationship while

others find no relationship at all.

It is also clear from the literature review thatstady has been undertaken in Kenya on how
tax avoidance is affected by ownership structuré d&uew studies have examined tax
avoidance practice in organisations in Kenya. phésents a gap in literature that the present

study seeks to explore.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter presents the research methodologytediap this study. The chapter describes
the research design, the population, data collegiimcess, and data analysis model and

techniques adopted for the study.

3.2 Research Design

This is a descriptive research design. A descepstudy is one in which information is
collected without changing the environment (Monaad van Horn, 2008). Sometimes these
are referred to as “correlational” or “observatibrsaudies. This design was selected because
the study seeks to find a relationship between ostmg structure and tax avoidance. As
Monsen and Van Horn (2008) noted, a descriptiveaeh can be used to propose an

association. The present study has proposed aniaisso between the two variables.

3.3 Population

The population of this study was all the compatigted on the NSE. There were 61 firms
listed on the NSE in 11 different sectors as shawAppendix 1 (NSE, 2014). Since the
number of listed firms in Kenya was not so largel #me study sought to come up with a
descriptive model on the relationship between osMmgprstructure and tax avoidance, all the

61 firms formed the sample. Thus, this was a cessuty of all the listed firms in Kenya.
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3.4 Data Collection

This study used secondary data. The focus wasrtheahreports of the listed companies.
The datawas sourced from the NSE Secretariat, cégpecompany websites, and The
African Financials website. The data was colleaadhe variables of interest for the 5 year
period beginning 2009 to 2013. This period was ghoto provide data that was in the
analysis. Tax avoidance data was gathered fronfinlacial statements by looking at the
current tax expense and the pre-tax income. Taidamoe was then calculated as defined in
Table 3.1. Ownership structure data was also beegad from the annual reports by looking

at the shareholder information section of the repor

3.5 DataAnalyss

The data collected was panel data and was therefnatysed using panel regression
techniques. A Hausman test was conducted to determwhether a fixed effects model
regression or a random effects model regressiotysisavas appropriate for the analysis.
This method tests the null hypothesis that theeprefl model is random effects vs. the
alternative the fixed effects (Green, 2008). Thaswided by STATA 12. If the probability of
x2 is less than 5% (that is, significant), then dixeffects model is usually recommended.
Descriptive statistics was used to analyse datas Phovided the mean and standard

deviation of the variables in the study.

3.5.1 TheAnalytical M odel

A regression model was evaluated to investigatedlaionship between ownership structure
and tax avoidance of companies listed at the NSierGthe prior models used by other

scholars who have studied ownership structure ardavoidance, this study model was a
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replication with a slight modification of a modelapted by Bradshaw et al. (2013) to come

up with the following analytics model:

TA = o + BLSOE +B2FOR +P3INST + B4SIZE +B5ROA +B6LEV + B7TQ + BSPPE +

B9LagLOSS +

The dependent variable is tax avoidance (TA) measbwas the effective tax rate. The
independent (ownership structure) variables arge sianership (SOE), foreign ownership
(FOR) and institutional ownership (INST). The cahtvariables are size of the firm (SIZE),
return on assets (ROA), leverage (LEV), Tobin’s TR), property plant and equipment
(PPE) and lagged loss (LagLOSS). The model alsérasnfor the effects of industry and

year. These variables are defined under 3.5.2 below

3.5.2 Operationalization of the Variables

The table below discusses how the aforementiongdblas can be operationalized.

Table3.1

Variable | Definition M easur ement
Scale

TA Is the effective tax rate measured as current iectax expense divided by pre-tax income Ratio

SOE An indicator variable equal to one if a firm is ¢cafled by the state, and zero otherwise. THBummy

controlling owner is defined as the one who costat absolute majority of voting rights, or

holds enough voting rights to have de facto control

FOR An indicator equal to 1 if a firm is foreign owneadd zero otherwise. Dummy

INST Institutional ownership measured by percentageeshawned by institutional shareholder&atio

among the top 10 shareholders

ROA Operating income divided by total assets at thecfrtide year Ratio
SZE The natural logarithm of the book value of totadets at the end of the year Ratio
LEV Total liabilities divided by total assets at thelaf the year Ratio
TQ Tobin’s Q, the sum of market value of equity andlbealue of liabilities at the end of theRatio

year, divided by the book value of total assetbaend of the year.

PPE The net book value of fixed assets divided by tataslets at the end of the year. Ratio

LagLOSS | An indicator variable equal to one if the firm refsoa loss in the prior fiscal year, and zer®ummy

otherwise

Source: Resear cher (2014)
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3.5.3 Testsof Significance

A correlation and a multiple regression analysigewearried out to test the relationship
between ownership structure and tax avoidance. Arelaion matrix shows the

interrelationships within the variables under stutlyis helped show any serial correlations.
A multiple regression analysis was then carried BIOVA and F-test show the fitness of
the model used in the study. The coefficients show each of the variables influence tax
avoidance. The results of significance were inttgat at 5% level of significance. Both p-

values and t-tests were interpreted.
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CHAPTER FOUR
DATA ANALY SIS, RESULTSAND DISCUSSION

4.1 Introduction

This chapter presents the results of the study. dri@ysis in this study is based on data
collected from 48 listed firms in Kenya. This is%%f the sample the study intended to
study. Of the 61 firms listed on the NSE, somerdidhave the annual reports for the entire 5
years with the CMA or on their websites and theyeatberefore not included in the sample.
Some had been suspended from trading and theréferdata for some of the years were
missing. There are a total of 240 observations usd¢te present study covering five years
from 2009 to 2013. The chapter is organised asvi@l the next section presents the results

of the study while section 3 is the discussionesiults.

4.2 Findings

This section presents the results of the study. S@otion is organised as follows. The first

part presents the descriptive results followed doyatation and regression results

4.2.1 Descriptive Statistics

Table 4.1 shows the descriptive results on theabéas used in the study. The results show

the mean, median, minimum, maximum, standard dewviaand observations.

Table4.1: Descriptive Statistics
TA SOE FOR INST SIZE ROA LEV TQ PPE LAGLOSS

Mean 025 025 0.40 7.60 16.11 0.07 0.58.420 0.38 0.06
Mediar 0.2¢ 0.0C o0.0C 8.0C 16.31 0.0t 05¢ 04z 0.3z 0.0C
Maximum 2.23 1.00 1.00 10.00 25.67 0.34 215096 1.00 1.00
Minimum -2.14  0.00 0.00 0.00 8.79 -0.30 0.040.00 0.00 0.00
Std. Dev. 0.27 043 049 2.25 2.69 0.08 30.20.23 0.32 0.24
Observation 24C 24C 24C 24C 24C 24C 24C 24C 24C 24C

Sour ce: Resear ch Findings
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The mean tax expense for the firms surveyed was BB standard deviation of 27%. The
mean number of institutional investors among the 1® shareholders was 7.6 with a
standard deviation of 2.25. Leverage averaged @i#8a standard deviation of 0.23 while
Tobin g averaged 0.42 with a standard deviatiof.28. PPE averaged 0.38 with a standard
deviation of 0.32. A further analysis revealed thatfirms (or 23%) had state ownership or
were fully owned by the state. The results alsonstimat 19 firms (or 40%) were foreign

owned.

4.2.2 Correlation Results

Table 4.2 shows the correlation results for theepmhdent variables used in the study. A
correlation analysis was done to examine the ciogls among the independent variables.
This was done in order to determine any serial etations between the independent

variables.

Table4.2; Correlation Matrix

SOE FOR INST SIZE ROA LEV TQ PPE  LAGLOSS

SOE 1.00C  -0.36¢ 0.29¢ 0.182 -0.06z -0.00¢ -0.01( 0.162 0.00¢
FOR -0.36¢ 1.00C 0.12:  -0.131 0.21¢  -0.137 0.12( 0.03¢ -0.06¢
INST 0.298 0.124 1.000 0.031 0.053 0.204 1D.2 -0.147 -0.107
SIZE 0.184 -0.131 0.031 1.000 -0.291 0.337 0.3 -0.197 0.038
ROA -0.062 0.21¢ 0.05:  -0.291 1.00C -0.41¢ 0.51¢ 0.18¢ -0.133%
LEV -0.00¢  -0.13¢ 0.20¢ 0.337 -0.41¢ 1.00C -0.92¢ -0.46: 0.05¢
TQ -0.011 0.121  -0.217 -0.374 0.519 -0.924 1.0000.525 -0.062
PPE 0.162 0.040 -0.147 -0.197 0.185 -0.463 5.52 1.000 0.097
LAGLOSS 0.01C -0.06¢ -0.107 0.03¢  -0.137 0.05¢  -0.06: 0.097 1.00C

Sour ce: Resear ch Findings
As shown in Table 4.2, except for the correlatietwizen leverage and Tobin g, none of the
other independent variables were highly correlafls, it can be said that most of the

independent variables were not serially correlated.
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4.2.3 Regression Analysis

This section presents the regression analysistsesidble 4.3 therefore shows the summary

results for both pooled OLS and Random Effects rhode

Table4.3: Regression Analysis

Variable Pooled OLS M odel Random Effects M odel
Constar 0.497587 (0.044! 0.497587 (0.051:
SOE 0.000376 (0.993i 0.000376 (0.994¢
FOR 0.019616 (0.6260) 0.019616 (0.6359)
INST -0.007306 (0.4063) -0.007306 (0.4198)
SIZE 0.002705 (0.701: 0.00270%(0.7092
ROA 1.001205 (0.0004 1.001205 (0.0005
LEV -0.202768 (0.3047) -0.202766 (0.3187)
TQ -0.503707 (0.0284) -0.503707 (0.0332)
PPE 0.102473 (0.120! 0.102473 (0.131!
LAGLOSS -0.283319 (0.0001 -0.283319 (0.0002

R 0.127153 0.127153
AdjustedR? 0.09299i 0.09299:

F 3.722837 (0.0002 3.722837 (0.0002

Sour ce: Resear ch Findings

Both the pooled OLS and random effects models sttmvsame results in terms of the
relationship between the independent variablestarndavoidance. As shown in Table 4.3,
state ownership had a positive effect on tax avaidabut it was not significant, p > 0.05.
The results show that foreign ownership had a pesédffect on tax avoidance but the effect
was not significant, p > 0.05. Institutional owrtlépshad a negative but insignificant effect

on tax avoidance, p > 0.05.

The results also show that size of the firm hadositjve but insignificant effect on tax
avoidance, p > 0.05. Return on assets had a positid significant effect on tax avoidance, p
< 0.05. The results also reveal that leverage hadgative but insignificant effect on tax
avoidance, p > 0.05. Tobin g had a negative anfgignt effect on tax avoidance, p < 0.05.
Further, PPE had a positive but insignificant effet tax avoidance, p > 0.05. LagLoss had a

negative and significant effect on tax avoidance,(05.
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4.24 ANOVA Results

Analysis of Variance (ANOVA) is usually performeldrough an F-test to show whether a
model is fit or not. In this study, an F-test résuhs produced for each of the model as shown

in Table 4.4.

Table4.4:  ANOVA

Sum of Squares df Mean Square F Sig.
Regressiol 15.8092: 10C .25190¢ 3.72283 .00022(
Residual .2612175 140 .000
Total 16 240

Sour ce: Resear ch Findings

From the results, the F-statistic was 3.7 and Sggmt, p = 0.0002. This means that the
model was fit to explain the relationship betweewnership structure and tax avoidance.
From the R2 results, the model explained 12.7%hef wariance in tax avoidance. This

suggests that ownership structure explained vihy bf the variance in tax avoidance.

4.3 Interpretation of the Findings

The aim of this study was to examine the relatignéletween ownership structure and tax
avoidance. A five year period data in relationar &avoidance and ownership structure were
used to carry out the analysis. Data was gathewxed the financial statements. The data

collected was analysed using regression techniques.

From the regression results, R2 is 0.1271 implyheg the model explained 12.7% of the
variance in tax avoidance. This suggests that cstigistructure explained very little of the
variance in tax avoidance. More specifically, thvegiables were used to proxy ownership
structure: state ownership, foreign ownership, iasttutional ownership. Other explanatory
variables investigated on how they relate tax auotg@ were return on assets, size of the

firm, leverage, Tobin g, PPE, and previous yearss|
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Further, the results from the correlation analygdiswed that ownership structure had no

relationship with tax avoidance.

The study identified a positive but insignificaetationship between state ownership and tax
avoidance. State ownership was measured as a dwamaple with all those companies in
which government has some stake denoted as 1 atitefvise. Thus, state ownership does
not influence tax avoidance. State ownership maytmerefore provide any tax benefits to

listed firms in Kenya.

There was a positive but insignificant correlatibetween foreign ownership and tax
avoidance. Foreign ownership was measured as arynrariable of 1 if a company is
controlled by foreign investors and 0 otherwiseefBfiore, foreign ownership does not
influence tax avoidance in Kenya. Foreign ownershgy not therefore provide listed firms

in Kenya with corporate tax benefits.

A Correlation analysis for the institutional owr@s and tax avoidance did not identify
significant relationship. Institutional ownershi@svmeasured as the number of institutional
investors in top 10 largest shareholders in eachetompanies selected. The study revealed
that institutional ownership had a negative buignisicant effect on tax avoidance. This
means that institutional ownership does not aftest avoidance in Kenya. Institutional

ownership does not therefore offer listed firm&enya any significant tax benefits.

Other factors investigated on how they affect tasidance were return on assets, size of the
firm, leverage, Tobin g, PPE, and previous yearss! The results showed that size of the
firm had a positive but insignificant relationshigth tax avoidance. This means that tax
avoidance is not influenced by size of the firngsed on NSE. Size of the firms listed on the

NSE may not therefore offer firms any tax benefits.
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The study also revealed that company performancasuned by return on assets had a
positive and significant relationship with tax adaince. This suggests that tax avoidance for
the listed firms in Kenya is influenced by the peniance of a firm in terms of return on

assets. Specifically, a 1% increase in ROA leads 186 rise in taxes paid. Thus, firms that

have higher ROAs are unlikely to avoid taxes.

The results showed that leverage had a negativeingignificant relationship with tax
avoidance. This shows that leverage does not infleieéax avoidance in Kenya and therefore
the leverage ratios of listed firms may not offegrn any tax advantages in terms of corporate

tax savings.

The study found that Tobin g had a negative andifsignt relationship with tax avoidance.
This shows that firm performance as measured bynTglinfluences tax avoidance of listed
firms in Kenya. Specifically, a 1% increase in Tolgj leads to a 0.5% decline in tax rates.

Thus, firms are likely to avoid more tax by havimgher Tobin g ratios.

The study found that PPE had a positive but inamt relationship with tax avoidance.
Thus, tax avoidance for listed firms in Kenya ig mdluenced by the levels of PPE. This

means that firms are unlikely to get any significiax benefits through their PPE ratios.

The study revealed that LagLoss had a negative sagwificant relationship with tax
avoidance. This shows that tax avoidance is inftednby whether a firm made a loss the
previous year or not. More specifically, a previoear's loss leads to a 0.28% decline in

taxes paid by the firm the current year.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

This chapter presents the summary of researchnfysdithe conclusions of the study, the
recommendations for policy and practice, limitatiasf the study, and suggestions for

further research.

5.2 Summary

The study sought to examine the relationship betweenership structure and tax
avoidance. Secondary data from 48 listed compaatiedhe NSE were collected from

2009 — 2013. A total of 240 observations were usd¢le analysis.

The descriptive results show that the mean effectax rate was 25%. The average
number of institutional investors among top 10 shalders was 7.6. The results show
that 23% of the firms had state ownership while 40#ére foreign-owned. The
correlation analysis showed that among the indep@ndariables, only Tobin g and

leverage were highly correlated.

The results showed that ownership structure didsmgutificantly influence tax avoidance
as the effects of state ownership, foreign ownersimd institutional ownership on tax
avoidance were insignificant at 5% level. On theeothand, the results showed that ROA
positively influenced tax avoidance while Tobinrggrevious year’s loss had a negative

influence on tax avoidance. The model accounted 1fé# of the variance in tax
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avoidance and it was fit to explain the relatiopsbétween ownership structure and tax

avoidance.

5.3 Conclusion

The study concludes that ownership structure dagsaffect tax avoidance for listed
firms in Kenya. This means that state ownershipeifiim ownership and institutional
ownership do not have a significant impact on thedavings of listed firms. Firms are
therefore unlikely to avoid taxes based on the @ghmp structure of the firm. This is
important for firms as it is inconsistent with thestitutional theory as regards tax

avoidance.

The study also concludes that tax avoidance isenited by ROA, Tobin g, and previous
year’'s loss. The financial performance of an orgaton is therefore a significant
predictor of tax avoidance for listed firms in Kenyirms with higher ROAs are likely to
pay higher effective tax rates. Firms with high@bih q ratios are likely to avoid more
taxes as they pay lower effective tax rates. Furfivens that make losses are more likely

to avoid taxes as they pay lower effective taxgate

54 Recommendationsfor Policy and Practice

The study makes a number of recommendations fdr policy and practice. First, the
study recommends that in terms of policy, ownerstipcture is irrelevant in explaining
tax avoidance and therefore it should not be censatlby policy makers in the quest to

reduce instances of tax avoidance. This is importarthe Kenya Revenue Authority
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which has in the past insisted that multinationain$ in Kenya are avoiding taxes

through their subsidiaries.

Secondly, the study recommends that policy makemuld focus on the financial

performance of firms as the best indicator of tagidance. From the results, firms that
had higher ROAs were likely to record higher efifeettax rates. Thus, firms recording
higher ROAs while paying less effective tax rateswdd be better candidates for further
scrutiny by the Kenya Revenue Authority. On theeothand, firms with higher Tobin g

ratios and those that make losses are likely tolpagr effective tax rates. Thus, KRA
should investigate further any firms that have lowebin g ratios and make profits

annually while recording lower effective tax rates.

Thirdly, the results also have important implicagoto listed firms and any other
companies in Kenya that pay corporate taxes. lir theest to pay lower effective tax
rates, they should understand that their ownerstripcture is irrelevant and therefore

concentrate on legal avenues to manage their taebs.

55 Limitations of the Study

The number of firms used in the analysis was o8lyidns out of the intended 61 firms.
This was because the data for the remaining firms wnavailable for some of the
periods in the study and therefore they were nduded in the sample. This limited the
effective sample dataset to 240 observations. Hewethis sample is adequate to

generalise to the population of interest.
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While the model used was fit to explain the relasioip between ownership structure and
tax avoidance, the model only accounted for 13%hefvariance in tax avoidance. This
means that a number of variables were not inclulékde study. Given the limitations of
time and data, more variables could not be inclu@ed the fact that the model was fit

shows settles the model limitations.

The data used was for a five year period from 2@02013. This was because most of
the firms did not have their annual reports extegdieyond the five year period. While
this limited the number of observations per compempnly five per variable, it was
more recent and therefore reliable in estimatirgyghrameters. This can be considered

adequate as it was enough to achieve the objesstiveut in the study.

5.6 Suggestionsfor Further Research

More studies need to be done in this area. Spaliifichere is need to improve on the
data by including more listed firms in order to oype the reliability and applicability of
the results. If possible, all the listed firms shibbe surveyed and for a longer period of

time of about ten years or more.

Studies should also be done in this area by inotudiore ownership structure variables
in the model and testing how they influence taxi@aoce. For instance, the effect of
family ownership can be tested. Further, the eféédilock ownership, board ownership,

and disperse ownership on tax avoidance shouldvsstigated.

Some firms have their subsidiaries in other coestrand may therefore use such

subsidiaries to avoid taxes. While in the presé&mdysforeign ownership was studied, it
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would be important in the future to examine whettens with subsidiaries pay lower

effective tax rates in Kenya than those withoutssdibries outside Kenya.
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APPENDICES
Appendix 1: Companies|listed at the NSE asat 25" June 2014

Sector 1: Agricultural
1. Eaagads Ltd
2. Kapchorua Tea Co. Ltd
3. Kakuzi
4. Limuru Tea Co. Ltd
5. Rea Vipingo Plantations Ltd
6. Sasini Ltd
7. Williamson Tea Kenya Ltd
Sector 2: Commercial and Services
8. Express Ltd
9. Kenya Airways Ltd
10. Nation Media Group
11. Standard Group Ltd
12. TPS Eastern Africa (Serena) Ltd
13.Scangroup Ltd
14.Uchumi Supermarket Ltd
15. Hutchings Biemer Ltd
16.Longhorn Kenya Ltd
Sector 3: Telecommunication and Technology
17.Safaricom

Sector 4: Automobiles and Accessories
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18.Car and General (K) Ltd
19.CMC Holdings Ltd
20.Sameer Africa Ltd
21.Marshalls (E.A.) Ltd
Sector 5: Banking
22.Barclays Bank Ltd
23.CFC Stanbic Holdings Ltd
24.1&M Holdings Ltd
25.Diamond Trust Bank Kenya Ltd
26.Housing Finance Co Ltd
27.Kenya Commercial Bank Ltd
28. National Bank of Kenya Ltd
29.NIC Bank Ltd
30. Standard Chartered Bank Ltd
31.Equity Bank Ltd
32.The Co-operative Bank of Kenya Ltd
Sector 6: Insurance
33.Jubilee Holdings Ltd
34.Pan Africa Insurance Holdings Ltd
35.Kenya Re-Insurance Corporation Ltd
36. Liberty Kenya Holdings Ltd
37.British-American Investments Company ( Kenya) Ltd

38.CIC Insurance Group Ltd
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Sector 7: Investment
39.Olympia Capital Holdings Ltd
40.Centum Investment Co Ltd
41.Trans-Century Ltd

Sector 8: Manufacturing and Allied
42.B.0.C Kenya Ltd
43. British American Tobacco Kenya Ltd
44.Carbacid Investments Ltd
45.East African Breweries Ltd
46.Mumias Sugar Co. Ltd
47.Unga Group Ltd
48.Eveready East Africa Ltd
49.Kenya Orchards Ltd
50.A.Baumann CO Ltd

Sector 9: Construction and Allied
51. Athi River Mining
52.Bamburi Cement Ltd
53.Crown Berger Ltd
54.E.A.Cables Ltd
55.E.A.Portland Cement Ltd

Sector 10: Energy and Petroleum
56.KenolKobil Ltd

57.Total Kenya Ltd
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58.KenGen Ltd
59.Kenya Power & Lighting Co Ltd
60.Umeme Ltd

Sector 11: Growth Enterprise Market Segment
61.Home Afrika Ltd

Source: Nairobi Securities Exchange Website (Jid R
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Appendix 2 Outputsfrom Eviews

Dependent Variable: TA
Method: Panel Least Squares

Variable Coefficient Std. Error t-Statistic Prob.
SOE 0.000376 0.048401 0.007772 0.9938
FOR 0.019616 0.040199 0.487983 0.6260
INST -0.007306 0.008781 -0.831972 0.4063
SIZE 0.002705 0.007037 0.384332 0.7011
ROA 1.001205 0.276511 3.620856 0.0004
LEV -0.202768 0.197110 -1.028704 0.3047
TQ -0.503707 0.228346 -2.205895 0.0284
PPE 0.102473 0.065820 1.556860 0.1209
LAGLOSS -0.283319 0.071701 -3.951407 0.0001
C 0.497587 0.246711 2.016881 0.0449
R-squared 0.127153 Mean dependent var 0.251909
Adjusted R-squared 0.092998 S.D. dependent var 0.275288
S.E. of regression 0.262175 Akaike info criterion 0.201165
Sum squared resid 15.80922 Schwarz criterion 0.346192
Log likelihood -14.13980 Hannan-Quinn criter. 0.259600
F-statistic 3.722837 Durbin-Watson stat 3.024245
Prob(F-statistic) 0.000220
Dependent Variable: TA
Method: Panel EGLS (Cross-section random effects)
Variable Coefficient Std. Error t-Statistic Prob.
C 0.497587 0.253952 1.959370 0.0513
SOE 0.000376 0.049822 0.007550 0.9940
FOR 0.019616 0.041379 0.474068 0.6359
INST -0.007306 0.009039 -0.808249 0.4198
SIZE 0.002705 0.007243 0.373373 0.7092
ROA 1.001205 0.284627 3.517608 0.0005
LEV -0.202768 0.202896 -0.999371 0.3187
TQ -0.503707 0.235048 -2.142995 0.0332
PPE 0.102473 0.067752 1.512467 0.1318
LAGLOSS -0.283319 0.073805 -3.838734 0.0002
Effects Specification
S.D. Rho
Cross-section random 0.000000 0.0000
Idiosyncratic random 0.269870 1.0000
Weighted Statistics
R-squared 0.127153 Mean dependent var 0.251909
Adjusted R-squared 0.092998 S.D. dependent var 0.275288
S.E. of regression 0.262175 Sum squared resid 15.80922
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F-statistic 3.722837 Durbin-Watson stat 3.024245
Prob(F-statistic) 0.000220

Unweighted Statistics

R-squared 0.127153 Mean dependent var 0.251909
Sum squared resid 15.80922 Durbin-Watson stat 3.024245
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Appendix 3: Time Frame

Activities

Planning

Writing
Research
proposal and
Tentative
Design

Improving
Study Design

Data
Collection

Data Analysis

Writing report
1° Draft

Writing report
2" Draft

Submission

2014

2014

2014

2014

2014

2014

2014

2014

2014

2014

2014 | 2014
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Appendix 4: Research Budget

NO ITEM Unit Cost Total

1 Data Gathering I nstruments
Ruled papers 10@ 500 5,000
Packet of pencils 5@200 1,000
Duplicating Papers 10@300 3,000
Typing charges 1,000
Photocopy 2000pages@10 20,000

2 Collection of Data
Fare 5 people@2000 10,000
Allowances 5@ 10000 50,000
Meals 10@500 5,000
Hall hire 3@3000 6,000
Car hire 5@10000 50,000

3 Preparation of Report
Data coding 1@40000 40,000
Photocopies 2000@2 4,000
Binding 10@2000 20,000
Contingencies 10000 10,000
Total Cost 270,000
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