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ABSTRACT

Commercial Banks earn profits principally by obtaghfunds at relatively low interest
rates and then lending the funds or investing cusees at higher interest rates. They
adopt different credit risk management policiesarigjdetermined by ownership of the
banks (privately owned, foreign owned, governmafitenced and locally owned) credit
policies of banks, credit scoring systems, bangsllegory environment and management
styles of the banks. The very nature of bankingriass is so sensitive because more than
85% of their liability is from depositors (Saundserand Cornett, 2005). It's from these
deposits that banks use to generate credit to bloerowers .This credit creation process
exposes banks to high default risk which might Iéadfinancial distress including
bankruptcy. The objective of the study was to dsthbthe effect of credit risk
management on the financial performance of commkeBanks in Kenya. A descriptive
study was undertaken in order to ascertain andoleeta describe the characteristics of
the variables of interest in the study. The indeleem variables included Loss Reserves/
Gross Loans (LLR R), Non-Performing Loans (NPL R)daCAR with ROA (Net
Income/Total Assets) as the dependent variableorfiecy data from commercial banks
annual reports (2008-2012) was used. Of the 43 ceneiadl banks in Kenya, full data
was attained from 30 banks and thus the study obrated on the 30 banks. The data
was then analyzed, summarized and tabulated. Tindy stoncluded that here is a
significant relationship between the bank perforoean(ROA) and credit risk
management (Loan Loss Reserve and loan performaBetgr credit risk management
results in improved bank performance. Thus bankagears need to practice prudent
credit risk management, safeguard the assets obahk and protect the shareholders’
interests. They also need diversify their loanfotid as a way of mitigating credit risk.
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CHAPTER ONE: INTRODUCTION

1.1 Background

Commercial banks are the oldest and most diveasifie all financial intermediaries.
Banks have in the past 10 years made tremendouggmrofits and asset growth in
Kenya. Banks like other business enterprises aieato profits and grow their balance
sheet. They earn profits principally by obtainingpds at relatively low interest rates and
then lending the funds or investing in securitiebigher interest rates. The balance sheet
of any bank means that it's assets indicates wiebank owns or claims that the bank
has on external entities (individuals, firms, gaweents and other banks). A bank’s
liabilities indicate what the bank owes, or claithat external entities have on the bank

(Saunders, 2008).

The banking industry in Kenya is sensitized onrnbed to have formal and documented
risk management frameworks (De Juan, 1991). Themamplex a risk type is the more
specialized, concentrated and controlled its mastSeppla, 2000). Risk management is
defined as the process that a bank puts in placeomtrol financial exposures. The
process of risk management comprises the fundaingietas of risk identification, risk
analysis and assessment, risk audit monitorinds, tmsatment or control (Bikker and

Metzmakers, 2005).

Good risk management is both a defensive and o¥fengeapon for commercial banks.
Banks have to manage four types of risks to eaofitprfor maximizing shareholders’

wealth.



These are credit risk, interest rate risk, liqyidisk and operational risk (Machiraju,
2008).Banks need to manage credit risk inhererthénentire portfolio as well as in
individual credits or transactions. The effectivamagement of credit risk is a critical
component of a comprehensive approach to risk neanagt and essential to long term
success of any banking organization (Central BanKemya Credit Risk Management

Guidelines, 2013).

Credit risk is the uncertainty associated with baer's loan repayments (Sinkey,
2002).Failure to control risks, especially cre@sky can lead to insolvency. Loans as part
of credit are largest single source of income fanks from interest charged and other
fees for banks providing more than 50 percent tdl tbank income today(Lloyd,2006).
Thus a bank’s credit policy objectives should enpass the regulatory environment, the
availability of funds, the selection of risk, arwh portfolio balance and term structure of

liabilities.

1.1.1Credit Risk Management

Central Bank Risk Management Guidelines 2013, dsfioredit risk as the current or
prospective risk to earnings and capital arisiognfian obligor’s failure to meet the terms
of any contract with the bank or if an obligor athise fails to perform as agreed. The
main sources of credit risk include; limited instibnal capacity, inappropriate credit
policies volatile interest rates, poor managemergppropriate laws, low capital and
liquidity levels, poor credit assessment, poor laaderwriting, laxity in loan assessment

and inadequate supervision by central bank.



Credit risk management is defined as identificattdp measurement, monitoring and
control of risk arising from possibility of defautt loan repayments (Early, 1996; Coyle,
2000). Bank managers should minimize credit logse$uilding a portfolio of assets
(loans and securities) that diversify the degreerigif (Barbara, 2006). While it is
accepted that all banks experience some loan logseslegree of risk aversion varies

significantly across institutions.

All banks have their own credit philosophy estdi#id in a normal written loan policy
that must be supported and communicated with amogppte credit culture. Bank
managers are responsible for ensuring that theomeaince of individual loans are
monitored closely, that problem loans are iderdifés quickly as possible and the bank

recovers as quickly as possible from problem ld&asbara, 2006).

Credit risk management is a critical component afoaprehensive approach to risk
management as whole and essential to long-termessiqaf a banking organization. It
helps reduce bank losses. Credit risk managemargrisimportant to banks as it is an
integral part of the loan process. It minimizeskasks, adjusted risk rate of return by
maintaining credit risk exposure with view of sklielg the bank from adverse effects of
credit risk. Bank are successful when the risky tlake are reasonable, controlled and

within their financial resources and competencedaju, 2008).

The magnitude of credit risk depends on likelihajddefault by the counterparty, the

potential value of outstanding contracts, the exterwhich legally enforceable netting



arrangement allow the value of offsetting contraath the counterparty to netted against
each other or the value of collateral held agaimstcontracts. Significance resources and
sophisticated programs are used to analyze andgeamsks. Some banks run a credit
risk department whose job is to assess the credidt) accordingly. They may use in-

house programs to advice on avoiding, reducingarsk transferring risk. They also use

third party provided intelligence.

Credit risk can be monitored by looking at the ftdtan/total assets, non-performing
loans/total loans, loan losses/total loans, loagsde reserves/total assets (Mwangi, 2012).
Other ways for measuring credit risk would invotygalitative and quantitative models,
that is checking on borrower’s specific factorstsas; reputation, leverage, volatility of
earnings and collateral. Market specific facts sastihe business cycle, level of interest
rates can also be used as qualitative measuraedif dsk. Quantitative measures such

as credit scoring models and probability of defaah be used to measure credit risk.

1.1.2 Financial Performance of Commercial Banks

The financial performance of commercial banks isgofat importance on its future
operating activities. The financial performanceny institution cannot be found without
analyzing its financial statements. Performancgasged by net income and cash from
operations. The financial performance of banks @thér institutions has been measured
using a combination of ratio analysis, benchmarkimgasuring performance against

budget or a mix of these methodologies Artikirar§95).



Profitability ratios are often used as indicators apedit analysis in banks, since
profitability is associated with result managempetformance Raymond, (2007). ROE
and ROA are the most commonly used ratios. Fo2008), indicated that efficiency in

banks can be measured using ROE which illustrateghat extent banks use reinvested

income to generate future profits.

Joelta (2007) presented the purpose of ROE as asumament of amount of profit
generated by the equity in the firm. He also merttithat ROE is an indicator of the
efficiency to generate profits from equity. Thigadhility is connected to how well the
assets are utilized to produce profits as well. fitm’s credit policies have an integral
influence on the level debtors, measuring the mansgosition to invest optimally in its

debtors and be able to trade profitably with insezarevenue (Van Horne, 1995).

1.1.3 Effects of Credit Risk Management on FinancléPerformance

The determinants of banks performance have atttabteinterest of research as well as
of bank management, financial markets and bankrsigees. Achou and Tenguh (2008),
shows that there is a significant relationship leetwwvthe bank performance (ROE) and
credit risk management (loan performance). Bettedit risk management results in
improved bank performance. Thus bank managers teeg@dactice prudent credit risk
management, safeguard the assets of the bank atetipthe shareholders’ interests.
Loan portfolio diversification and modern portfoltbeory (MTP) emphasizes on the
need to have a loan portfolio for the bank assethversify risks, as a portfolio of loans

may have less risks than an individual loan.



Pandley (1995), pointed out that credit definesra’é performance, meaning that, once
a firm adopts an optimal credit policy, it will beble to maximize its management
revenue in debtors and this improves and promotssfinancial standing and
performance. Thus a good credit policy decisiopasitively related to high financial

performance.

1.1.4 Commercial Banks in Kenya

A commercial bank is an institution that providé@sahcial services including; issuing
money, lending money and processing transactiodscagating credit (Campels et.al
1993). By 1980s there were 24 commercial banksany& with 400 branches, agencies
and commercial units. Kenya Finance Directoriesl@0 there were 43 commercial
banks in Kenya,/mortgage finance company, 6 depalsihg microfinance institutions, 5
representative offices of foreign banks, 111 famegxchange bureaus and 2 credit
reference bureaus. Commercial banks in Kenya eeased, supervised and regulated by
the CBK as mandated by the Banking Act (Cap 488)ddy the same Act ,commercial
banks in Kenya have laid down rules to operébe instance, minimum reserves,
accounts & audit, information and reporting reqment, inspection and control of

institutions & deposit protection ford .

The Central Bank on Development of the Banking &eébor the year ending 30
December 2012 in Kenya, banking sector continuetegpster improved performance
with the size of assets standing at ksh.2.3 tnllimans and advances worth ksh.1.32

trillion while the deposits base was ksh.1.72itnil and profits before tax of ksh.80.8



billion as at December 2012. During the same petloe number of bank customer
deposits and loan accounts stood at 15,072,922 &%%,574 respectively. The banking
sector's aggregate balance sheet grew by 45 perdéet main components of the

balance sheet were loans and advances, governaemities and placements.

1.2 Research Problem

Commercial banks adopts different credit risk mamagnt policies majorly determined
by ownership of the banks (privately owned, fgneowned, government influenced and
locally owned) credit policies of banks, credit 8og systems, banks regulatory
environment and management styles of the banksv@iyenature of banking business is
So sensitive because more than 85% of their ltgh8i from depositors (Saunders’s and
Cornett, 2005). It's from these deposits that banke to generate credit to their
borrowers .This credit creation process expose&stm high default risk which might

lead to financial distress including bankruptcy.

According to the Central Bank Supervision Repo®0&) on the Kenyan banking
system, most banks that collapsed in the late 19808 as a result of poor management
of credit risks which were portrayed in the higlvdis of nonperforming loans. The
liberalization of the Kenya banking industry in P9fharked the beginning of intense
competition among commercial banks in Kenya, wlsatv banks extend huge amounts
of credit with the main objective of increasing fiaility .The low quality loans led to

high level of non-performing loans and subsequesrdyled profits of banks.



In most the studies that have been done on creskt management on financial
performance of commercial banks have leaned towarl$ools and techniques of credit
risk management on practices and strategies usearyus banks. Grace (2012) used
loan performance and capital adequacy as measuresredit risk on financial
performance of commercial banks. Magnifique (20t&yl four specific objectives of
establishing how credit risk identification, credisk analysis and assessment, credit
scoring mechanism and risk monitoring affect finahgerformance of commercial
banks in Rwanda. They all provide critical leadsapedit risk management. However
loan portfolio diversification a major variable tyedit risk management. By taking
advantage of its size, a bank manager can diversifigiderable amounts of credit risk as
long as the returns on different assets are impiyfeorrelated with respect to their
default risk adjusted returns. Thus the need tceHaan portfolio diversification as a
variable of credit risk management and how it impam the individual credit risks of
loans viewed independently on the whole portfolin fnancial performance of
commercial of banks. Does credit risk managemene hen effect on the financial

performance of commercial banks?

1.3 Research Objective

To establish the effect of credit risk managementtloe financial performance of

commercial banks in Kenya.



1.4 Value of the Study

From the study, researchers and academicians neay tesexplore more dimensions of
challenges to risk management in the banking imguestd other financial institutions.
Researchers may use this study to develop new sadehitigating risks arising from

credit and other risks affecting financial perfomoa in the banking industry.

From this study, the banking industry will be albte identify specific and effective
practices to diversify credit risk in their assettfolio to minimize the risks involved.
The study will also provide an insight to investysunderstand the factors that influence
the returns on their investments through the unaedsng of the risks that affect

financial performance on their investments.



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter deals with the various concepts imnmgo the relationship between credit
risk management and financial performance of comiaebanks. The researcher will
discuss various theories and their implicationtht study. It will also give a review of
determinants of financial performance of commerbehks and other empirical studies

done on the study. Finally a summary of the literatreview will be critically analyzed.

2.2 Theoretical Framework

The theoretical framework helps to make logicalsgeof the relationship of the variables
and factors that have been deemed important terblelem. It provides definitions of
relationships between all the variables so thatthie®rized relationship between them

can be understood in terms of Credit Risk Managéeed Financial Performance.

2.2.1 Modern Portfolio Theory Model

MPT was developed in the 1950s through the early049and was considered an
important advance in the mathematical modelingrafrfce. Modern portfolio theory was
largely defined by the work of Markowitz in a serief articles published in the late
1950s. The theory was extended and refined by 8h@®34), Litner (1916 to 1983),

Tobin (1918), and others in the subsequent decades.
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MPT is a theory of finance which attempts to mazenportfolio expected return for a
given amount of portfolio risk, or equivalently rmmze risk for a given level of
expected return, by carefully choosing the proposdi of various assets. Modern
Portfolio Theory (MPT) was introduced by Harry Mavkitz in his paper "Portfolio
Selection,” which appeared in the 1952 Journal ofamce. The portfolio theory
integrates the process of efficient portfolio fotioa to the pricing of individual assets. It
explains that some sources of risk associated iwitividual assets can be eliminated or

diversified away, by holding a proper combinatidrassets (Bodie et al, 1999).

By taking advantage of its size a bank managerdieersify considerable amounts of
credit risk as long as the returns on differenetssare imperfectly correlated with respect
to their default risk adjusted returns (Blackw@D08). For instance if borrower's loans
do badly and another’s do well then combining Id@nsoth borrowers may reduce the
bank manager's overall credit risk exposure. Th#tthere is negative correlation across
borrowers default probabilities, then a portfolib loans may have less risk than an
individual loan. Thus the sum of the individual diteisks of loans viewed independently

overestimates the risk of the whole portfolio.

The main benefit of forming portfolios is the pdiehto create combinations with lower
risk and possibly higher expected returns thatlmamwbtained from individual securities
(Butterworth, 1990). Now consider the risk ass@dawith individual security as the sum

of two parts. One part is represented by risk factbat are truly unique (unsystematic

11



risk) to the specific security. The other partepresented by factors that are essentially

common with all other securities.

For example, the potential for a key employee tvdethe firm unexpectedly or the
possibility of discovering gold under corporate dgpaarters are unique factors that are
not shared with other firms (Michaud, 1998). On ¢leer hand, risk factors concerning
the potential for unexpected and rapid growth m Kational (or International) economy
that affect the operating costs for all firms reggr® example of common risk factors.
While portfolio formation reduces the influence ahique risks associated with
individual securities, it cannot eliminate exposuge common risk factors. Stated
differently, properly constructed portfolios alloier diversification of unique risk, but

not for systematic (market) risk (Markowitz, 1991).

2.2.2 Value at a Risk Theory

This is a technique used to estimate the probwhilit portfolio losses based on the
statistical analysis of historical price trends amdatilities. Value at risk is commonly
used by banks, security firms and companies tleatn@olved in trading energy and other
commodities. VAR is able to measure risk while @ppens and is an important
consideration when firms make trading or hedgingisien (Manganelli and Engle,
2001). Value at risk (VAR or sometimes VaR) hasrbealled the "new science of risk
management”, but you do not need to be a scigatiste VAR. Here, we look at the idea
behind VAR and the three basic methods of calaudati. Basically, VAR is represented

by;

12



Value at risk = Mean *HPR+ [Z-score*STD Dev*SQRTRR)]

Where mean is the average expected (or actualpfasturn, HPR is the holding period,
Z-score is the probability, STD Dev is the standdediation and SQRT is the square root
(of time).

For financial institutions, risk is about the odafslosing money given out as loans, a
VAR is based on that common-sense fact. By assufimagcial institutions care about
the odds of a really big loss on loans, VAR answeesquestion, "What is my worst case

scenario?"

According to Jorion, (2001)VaR measure the worgteeked loss over a given horizon
under normal market conditions at a given levedaifidence. For instance, a bank might
say that the daily VaR of its trading portfoliofi$ million at 99 percent confidence level.
In other words, under normal market conditionsyame percent of time the daily loss
will exceed $1 million (Jorion, 2001). More formgllVaR describes the quartile of the
projected distribution of gains and losses over téwget horizon. Ifc is selected

confidence level, VaR corresponds to bwer tail level.

2.2.3 Moody's KMV Portfolio Manager Model

KMV Model is a credit monitor model that helps t\e the lending problems of banks
and further look at the repayment incentive prob(&itbert, 2004). To try resolving the
problems, the KMV Model uses the structural relainip between the volatility of a
firm’s asset and the volatility of the firm’s equitThe KMV Corporation (purchased by

Moody’s in 2002) has turned this relatively simpdea into a credit-monitoring model

13



now used by most of the large US banks to deterriiaeExpected Default Frequency
(EDF) that is the probability of default of largerporations (KMV Corporation, 1994).
The expected default frequency that is calculaédigcts the probability that the market
value of the firm’s assets will fall below the przed repayments on debt liabilities in
one year. If the value of a firm’s assets falllelts debt liabilities, it can be viewed as
being economically insolvent. Simulations by the XMhave shown that this model
outperforms both accounting-based models and S&Rgs (Saunders and Cornett,
2007). The relevant net worth of a firm is therefthe market value of the firm's assets

minus the firm's default point.

Net worth= (Market Value of Assets) - (Default Pgin
A firm will default when its market net worth reashzero. Distance to default=
(Market value of assets) (Default point) (Markelueaof assets) (Asset volatility

(Source: Moody’'s KMV; Modeling Default Risk, 18thePember 2003.).

The KMV’s empirical EDF is an overall statisticsathcan be calculated for every
possible distance to default (DD) using data eitigggregated or segmented by industry
or region. To find the EDF for any particular firh any point in time, one must look at
the firm’s EDF as implied by its calculated DD. Agirm’s DD fluctuates, so do its EDF.
For firm’s that are actively traded, it would bespible in theory to update the EDF every

few minutes (Gilbert, 2004).

2.3 Determinants of Financial performance in Commeaerial Banks

Lyman and Charles (1978) defined financial perfarogaas the operational strength of a

firm in relation to its revenue and expenditureegaled by its financial statements. The

14



financial performance of banks is expressed in $eaprofitability. Profitability is a
company’s ability to earn a reasonable profit oa dwner’s investment, Warren, E.,

Buffett, (2005).

2.3.1 Capital Adequacy

Capital is the amount of own fund available to supphe bank's business and act as a
buffer in case of adverse situation (Athanasoglowale 2005). Banks capital creates

liquidity for the bank due to the fact that depssite most fragile and prone to bank runs.
Capital adequacy is the level of capital requirgdthe banks to enable them withstand
the risks such as credit, market and operatiors&isrihey are exposed to in order to
absorb the potential loses and protect the bamitods. It has also a direct effect on the
profitability of banks by determining its expansitm risky but profitable ventures or

areas (Sangmi and Nazir, 2010).

2.3.2 Bank Size

Demnirguc-Kuntand Huizinga (2000), report that &ardanks tend to have higher
margins which lend support to those findings. Sb979), who argues that large banks
are generally able to raise less expensive capitdth positively affects profitability.
Staikouras and Wood (2004), and Kosmidou et alP@®wggest that large banks are
likely to enjoy higher economics of scale and hdme@ble to produce services at a lower
cost and more cheaply and efficiently than can kbaalks which would have a positive

influence on profitability.
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Flamini et al, (2009) argue that large banks withater domestic market share operating
in a non-competitive environment may enjoy highesfips as they pay lower deposit
rates to depositors who demand lower deposits tesause they perceive big banks to
be safer. Furthermore, Goddard et al, (2004) mestithat large banks in highly
concentrated market may obtain abnormal profithely are able to exert market power

in the wholesale or capital markets.

2.3.3 Bank Liquidity

Liquidity implies how quickly a bank can convers issets into cash at face value to
satisfy its maturing liabilities (those of deposg@nd borrowers) as they fall due even
under adverse conditions. Banks with sufficientestments in liquid assets have a
greater ability to weather short-term liquiditysisi. Additionally, without adequate cash
resources to meet short-term liquidity requiremeatdank will find it impossible to
continue its operation even if its capital or solexe remains acceptable. However, there
remains the question of what is the optimal balasfdejuid assets given the risk-return
trade-off of holding a relatively high proportior liquid assets. Generally, higher level
of liquidity makes banks less vulnerable to faillmat is also usually associated with
lower rates of return and may result in lost padfie investment opportunities, which
would influence bank profitability negatively. Maméz Peria andMody (2003), explains
that high liquidity ratios, either self-imposed fprudential reasons or as a result of
regulation (i.e., reserve or liquidity requiremgnitslict a cost on banks since it implies

that banks have to give up holding higher yieldasgets.
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2.3.4 Management Efficiency

Management Efficiency is one of the key internattdas that determine the bank
profitability. It is represented by different fingal ratios like total asset growth, loan
growth rate and earnings growth rate. The perfooaari management is often expressed
gualitatively through subjective evaluation of mgement systems, organizational
discipline, control systems, quality of staff, asttiers. The capability of the management
to deploy its resources efficiently, income maxiatian, reducing operating costs can be
measured by financial ratios. One of this ratiosdutdo measure management quality is

operating profit to income ratio (Rahman et al, 20®angmi and Nazir, 2010).

The higher the operating profits to total incomevénue) the more the efficient
management is in terms of operational efficiencg amcome generation. The other
important ratio is that proxy management qualitgxpense to asset ratio. The ratio of
operating expenses to total asset is expected nedpegively associated with profitability.
Management quality in this regard, determines ¢lrellof operating expenses and in turn

affects profitability (Athanasoglou et al, 2005).

2.3.5 Credit Risk

Credit risk is broadly defined as the risk of figal loss arising from borrowers' failure
to honor their contractual obligations. For ban&sedit risk arises principally from
lending activities but also may arise from varicother activities where banks are
exposed to the risk of counter party default, salrading and capital market debt-based
securities. The importance of the quality of bamdnis portfolio stems from the fact that

poor loans quality may affect bank performance.
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Miller and Noulas (1997), suggest that the higher €xposure to high-risk loans, the
higher the accumulation of unpaid loans and theeflowhe profitability. Duca and
McLaughlin (1990), using a sample of U and S bardsclude that variations in bank
profitability are largely attributable to variati®mn loan loss provisions as they find little
difference between the net income of the samplekdaiter netting out loan loss
provision Poor asset quality is perceived to causg®tal erosion and increase credit and

capital risks (Hassan and Bashir, 2004).

2.3.6 Microeconomic Factors

The macroeconomic policy stability, Gross DomeBtioduct, Inflation, Interest Rate and
Political instability are also other macroeconowggiables that affect the performances
of banks. For instance, the trend of GDP affectsddmand for banks asset. During the
declining GDP growth the demand for credit fallsiethin turn negatively affect the
profitability of banks. On the contrary, in a gromgi economy as expressed by positive
GDP growth, the demand for credit is high due t® mlature of business cycle. During

boom the demand for credit is high compared tossoe (Athanasoglou et al., 2005).

2.4 Empirical Literature

Various researchers have done studies on the efflecredit risk management on
financial performance of commercial banks both ienia and other developing
countries. Grace (2012), sought to review the éftdéccredit risk management on the
financial performance of commercial banks. The aede design used in this study was

descriptive research.
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This study showed that there is a significant retethip between financial performance
(in terms of profitability) and credit risk managem (in terms of loan performance and
capital adequacy). The results of the analysigestdtat both non-performing loans ratio
(NPLR) and capital adequacy ratio (CAR) have negagind relatively significant effect
on return on equity (ROE), with NPLR having highggnificant effect on ROE in

comparison to CAR.

Muthee (2010) conducted a research on the reldtiprietween credit risk management
and profitability in commercial banks in Kenya. Thieidy used regression analysis to
establish the relationship between NPLR and ROHEorAcasting model was developed
and tested for accuracy in obtaining predictiortse Tinding of the study indicated that
the model was moderately significant. NPLR as atependent variable was linearly
related with the dependent variable ROE thus sinipkar regression was used. The
findings and analysis revealed that credit risk aggment has an effect on profitability

in all the commercial banks analyzed.

Musyoki (et al, 2011) studied on various parametersredit risk and their effect on

bank’s financial performance in Kenya. Financiglores of 10 banks was used to analyze
profit ability ratio for seven years (2000-2006quaring the profitability ratio to default

rate, cost of debt collection and cost per loaretaadich was presented in descriptive.
Regression and Correlation was used to analyzédtae The study revealed that all these
parameters have an inverse impact on bank's fiabperformance, however the default
rate is the most predictor of bank financial parfance vis-a-vis the other indicators of

credit risk management.
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Magnifique (2013), studied to establish the effeft credit risk management and
Financial Performance of commercial banks in Rwaridse study had four specific
objectives of establishing how credit risk idemtifiion, credit risk analysis and
assessment, credit scoring mechanism and risk orongtaffect financial performance
of commercial banks in Rwanda. The study adoptddsariptive research design which
assisted to examine the effect between regulatind fnancial performance of
commercial banks. Data was gathered using a datzestionnaire and analyzed using
SPSS 17. The overall finding and conclusion of shely was that all the measures of
credit risk management used in this study are gigidnificant predictors of financial

performance of commercial banks in Rwanda excsftmonitoring.

Abiola (2014) investigated the impact of credikrrmanagement on the performance of
commercial banks in Nigeria. Financial reports @fen commercial banking firms were
used to analyze for seven years (2005 — 2011)paéhel regression model was employed
for the estimation of the model. In the model, Retan Equity (ROE) and Return on
Asset (ROA) were used as the performance indicamdmite Non-Performing Loans
(NPL) and Capital Adequacy Ratio (CAR) as credskrmanagement indicators. The
findings revealed that credit risk management hsigraficant impact on the profitability

of commercial banks’ in Nigeria.

Kargi (2011) evaluated the impact of credit risktbe profitability of Nigerian banks.
Financial ratios as measures of bank performandecaadit risk were collected from the

annual reports and accounts of sampled banks fro64-2008 and analyzed using
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descriptive, correlation and regression techniqiée. findings revealed that credit risk
management has a significant impact on the pralityalof Nigerian banks. It concluded
that banks’ profitability is inversely influenced kthe levels of loans and advances, non-
performing loans and deposits thereby exposing themgreat risk of illiquidity and

distress.

Njanike (2009), Sought to evaluate the extent tacwHailure to effectively manage
credit risk led to Zimbabwe’s banks’ demise in 2084 bank crisis. It also seeks to
establish other factors that led to the bankingi€mand to outline the components of an
effective credit risk management system. The sfodyd that the failure to effectively
manage credit risk contributed to a greater extetihe banking crisis. The research also
identified poor corporate governance, inadequate management systems, ill planned
expansion drives, chronic liquidity challenges.efgn currency shortages and diversion
from core business to speculative non-banking gietsvas other factors that caused the
crisis. There was also need for banks to develap iemplement credit scoring and
assessment methodologies, review and update thdeinlending policies and adopt

prudential corporate governance practices.

2.5 Summary of Literature Review

MPT assesses risk and return relationships for auatibns of securities. MPT is a form
of diversification. Under certain assumptions aaddpecific quantitative definitions of
risk and return, MPT explains how to find the h@sssible diversification strategy. Thus
by taking advantage of its size a bank can diversiinsiderable amounts of credit risk

and reduce the overall credit exposure.
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The theory poses a number of gaps; the initialninbgy Markowitz was to address the
importance of investment portfolio for investorsgpread risk when investing and not
management of loan portfolio in banks. It doesowdtine ways of determining a risk free

portfolio.

In addition the theory does not address variouksrihat are faced by banks when
managing a loan portfolio. Therefore, the theorynnmda apply holistically when
managing credit risk in banks. KMV tries to sole lending problems of banks and
further look at the repayment incentive problem.e TRMVEDF Model has been
criticized on the basis that they are not true philities of default. This is reflected in
the poor results obtained using KMV empirical EDRsorder to replicate risky bond
prices (Kao et al, 2000).VaR measures the worseerp loss over a given horizon

under normal market conditions, given a level affaence.

From the empirical review on effect of credit rislanagement and financial performance
of commercial banks, most of the studies have ticeon nonperforming loans/credit
scoring practices, sources of credit risk exposasethe major variables of credit risk and
the various tools and techniques of credit risk age@ment, practices and strategies used

by various institutions.

The studies did not establish a clear relationgt@pween credit risks management and
financial performance. In addition, loan portfolliversification has not been studied as a

variable of credit risk management.
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Also the need to credit reference bureaus usedharing information as an initiative of
mitigating credit risk and its impact on reducirgses of loan default risks and quality of
loans offered towards improved financial performeamé commercial banks in Kenya.

Thus there exists a gap necessitating this study.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

This chapter deals with how the research is todmelected in order to achieve the stated
objectives and it present the research design atdadology that has been used to carry
out the research. It presents the research designpopulation, and sample selection,
sampling procedure, and research instruments, metlod data analysis and data

collection and limitations encountered during tesearch process.

3.2 Research Design

Research design refers to the way the study igdedj that is the method used to carry
out the research (Mugenda and Mugenda, 2003). &bmearch design is the plan and
structure of investigation so conceived so as tainkanswers of the research questions.
The plan is the overall program of the research imctudes an outline of what the

investigator will do from writing the hypothesisdatheir operational implications for the

final analysis of data. The essential of reseaedigih as an activity and time based plan,
always based on the research questions, guidesetbetion of sources and types of
information, a frame work for specifying the retatship among variables and outlines

the procedure for every research activity.

The research design as the outline plan or schieatest used to generate answers to the
research problems, it is basically the structure plan of investigation (Mugenda and

Mugenda, 2003). The researcher will use a deseepésearch design.
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Descriptive research seeks to establish factorsceded with certain occurrences,
outcomes, conditions or types of behavior. Thidaemed appropriate because the study
will involve in depth a study of credit risk managent and its effect on the financial
performance of commercial banks in Kenya which Wélp the researcher in describing
the state of the real current situation of banksle&criptive study will be undertaken in
order to ascertain and be able to describe theactaarstics of the variables of interest in

the study.

3.3 Target Population

Target population is that population to which aessher wants to generalize the results
of the study (Mugenda and Mugenda, 2003). The @djoul of interest for the study will
be all licensed commercial banks in Kenya. As atddgber 2012, there were 43 licensed
commercial banks. This study thus will constituteeasus of the financial reports of 30

licensed commercial banks in the period 2008 td2201

3.4 Data Collection

Secondary data will be used for the purpose of shusly and this data will be derived
from the financial statements of the banks. Thidl wiclude the statement of
comprehensive income and statement of financiatipnsof the commercial banks. The
variables to be are Return on Assets (ROA) caledlas annual Net Income after tax
divided by Total Assets as a measure of finanaaigpmance. Return on Assets (ROA)
is the ratio of annual net income to average tassiets of a business during a financial

year. It measures efficiency of the business ingigs assets to generate net income.
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The measure for Credit Risk Management will be Laass Reserves Ratio (LLRR)
calculated as Loan Loss Reserves/Gross Loans amd Rerforming Loans Ratio
(NPLR) calculated as Non-performing Loans/Total €8rd.oans. The control variable
will be Capital Adequacy Ratio (CAR) Calculated @ser | + Tier Il)/Risk Weighted

Assets.

3.5 Data Analysis

The data collected from the annual reports of thiekb will be analyzed using multiple
regression analysis: the relation of one dependantble to multiple independent
variables. The regression output will be obtainsthg Statistical Package for Social

Sciences (SPSS version 21).

After a review of some measurable determinantsioéri€cial Performance and Credit
Risk, we set out the data and the regression eguathe researcher will use the multiple
regression analysis to test the hypothesis, whtetes that there is a positive and
significant relationship between the Effective Gré&isk Management and the Financial
Performance of Commercial Banks in Kenya.

The regression model will Bé= o+ BiXi.B;iXii+Bii Xii+&

Financial Performance =u + #LLRR + £; NPLR+B;i CAR+ &

Where, Y =ROA (Net Income/Total Assets)

The Explanatory Variables: The credit risk management indicators which conegrn

with the examination of the credit risk associateith a bank’s asset portfolio. It is

measured by the following assets credit qualitk@s
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a= Constant parameter/Intercept

Bi.Bi& Bi= Coefficients of independent variables

&= Error term determine whether we speak of fixeda#fer random effects.

Xi=Loan Loss Reserves / Gross Loans (LLRR)

This ratio indicates how much of the total portbdias been provided for but not charged
off. It is a reserve for losses expressed as ptagenof total loans. Given a similar
charge-off policy, the higher the ratio the poosdi be the quality of the loan portfolio.
The higher the ratio, the more problematic the soae and vice versa.
Xii=Nonperforming Loans / Total Gross Loans (NPLR)

This ratio indicates the percentage of the totahlportfolio that has been identified as
bad loans. As these two ratios rise, bank expogureredit risk rises along with the
possibility of bank failure, which negatively aftqurofitability.

Xii=CAR is regulatory capital requirement (Tier 1 + Ti¢r2 the percentage of

RWAs.

3.6 Computer program me used

The researcher used the SPPSS software (Versiaio 2hplyze and interpret his model.
The researcher chose this software because ofdbe i@ using it when analyzing a
regression model, and the fact that it is comprsivenin data analysis, has a user

friendly interface and its graphical presentation.
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CHAPTER FOUR: DATA ANALYSIS, RESULTS AND

DISCUSSION

4.1 Introduction

This chapter presents the analysis of data cotleate discusses the findings of the
effect of credit risk management on the financiatfgrmance of commercial banks in

Kenya.

Of the 43 commercial banks in Kenya, full data va#tained from 30 banks. Thus the
study concentrated on the 30 banks. In this chathteresults of descriptive statistics and
the regression model are presented. The resulsnatgzed and the impact of credit risk

management on profitability is described.

4.2 Descriptive Statistics

In the output presented in Table 1: Descriptivei§ias, we have information from 30
banks with a mean of 2.20953 for ROA, 1.55682 fwains Loss Reserves/ Gross Loans
(LLR R), 5.59433 for Non-performing Loans / TotaldSs Loans (NPL R) and 23.16813
for CAR. The standard deviations for the varialaless1.480801, 1.971831, 5.582659 and

9.966905 for ROA, LLR R, NPL R and CAR respectively
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Table 1: Descriptive Statistics table

Mean Std. Deviation N
ROA 2.20953 1.480801 30
LLRR 1.55682 1.971831 30
NPLR ]5.59433 5.582659 30
CAR 23.16813 |9.966905 30

4.3 Correlation analysis

The correlations between the variables in the madelprovided in the table 2 below.
Checking that independent variables show at leastesrelationship with dependent
variable. In this case two scales (LLR R and NPlc&)elated substantially with ROA (-
.213 and -.332 respectively) which is less than &refore all variables lowly correlate

and will therefore be retained.

‘Co linearity diagnostics’ was carried out on vates as part of the multiple regression
procedure to pick up on problems with multicolingathat may not be evident in the
correlation matrix. The results were presentedhia table labeled Coefficients. Two
values given were: Tolerance and VIF. Tolerancansindicator of how much of the
variability of the specified independent is not kxped by the other independent
variables in the model and is calculated usingftheula 1-R2 for each variable. The
value was very large (more than 0.10), indicatimat the multiple correlation with other

variables was low, suggesting the possibility aklaf multicollinearity.
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Table 2: Correlation Summary Table Yr. 2008-2012 fo30 banks

ROA LLRR NPLR CAR

ROA 1.000 -.213 -.332 .102*

LLRR -.213 1.000* 475 .154
Pearson Correlation

NPLR -.332 475 1.000* .555

CAR .102* 154 .555 1.000

ROA . .130* .037 .295

) ] LLRR .130* . .004** .208

Sig. (1-tailed)

NPLR .037** .004 .001**

CAR .295 .208 .001**

ROA 150 150 150 150

LLRR 150 150 150 150
N

NPLR 150 150 150 150

CAR 150 150 150 150

*significance at 0.05
**significance at 0.01

Source: Research findings

4.4 Regression Analysis

In the Model Summary below (table 3) the value giwender the heading R Square
explains how much of the variance in the dependanable (ROA) is explained by the
model (which includes the variables of LLR R andLNR and CAR). In this case the
value is 0.229. Expressed as a percentage (muliyply00, by shifting the decimal point
two places to the right), this means that the md@akich includes LLR R and NPL R

and CAR) explains 22.9 percent of the variance@AR
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4.4.1 Model Summary

Y=1.628-0.009 X-0.147 X +0.061 X;

In the above regression model Y represents ROAlI¢pendent variable, Xi represents

LLRR, X represents NPLR andepresents CAR.

Table 3: Model Summary Table

Model] R R Adjusted | Std. Erroif Change Statistics
Squarg R Square|of  thelR SquardF dfl  |df2 |Sig.
Estimate |Change |Changs Change
1 479 |.229 |.140 1.3731521.229 2.575 |3 26 .076

a. Predictors: (Constant), LLRR,NPLR,CAR

b. Dependent Variable: ROA

4.4.2 Analysis of the Variance

The table 4 below labeled ANOVA assesses the statisignificance of the result. This
tests the null hypothesis that multiple R in thg@uydation equals 0. The model in this
case doesn't reach statistical significance (Si§8, this really means p=0.076>0.0005).

Table 4: ANOVA?

Model Sum of df Mean Squarg F Sig.
Squares
Regression 14.566 3 4855 2575 076
1 Residual 49.024 146 1.886
Total 63.590 149

a. Dependent Variable: ROA
b. Predictors: (Constant), LLRR, NPLR, CAR
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4.4.3 Model Coefficients

Table 5 below present’s regression results forghaditability for the 30 commercial
banks studied in the years 2008 to 2012 whererretnrassets is the dependent variable.
The results show that non-performing loans ratiBl(R) and loan loss reserves (LLRR)
affects return on assets (ROA) negatively. NFL&vefficient is -0.009 which means that
one unit increase in NPLR decreases ROA by 0.00@ while capital adequacy ratio
(CAR) is held constant. LLRIR coefficient is-0.147 which means that one unit@ase
in LLRR decreases ROA by 0.147 units while capadequacy ratio (CAR) is held
constant. CAR has f coefficient of 0.061. This indicates that CAR has effect on
ROA holding LLRR and NPLR constant. Thus, the rissaf the analysis shows that both
NPLR, LLRR and CAR have negative effect on ROAmIiL RR and NPLR having
higher significant effect on ROA in comparison tArC

Table 5: Coefficients Table

Model Unstandardized Coefficients | Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) 1.628 .673 2.420 .023
1 LLRR -.009 .149 -.012 -.061 .952
NPLR -.147 .062 -.555 -2.360 |.026
CAR .061 .031 412 1.970 .060
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95.0% Confidence Interval for B

Correlations

Co linearity Statistics

Lower Bound| Upper Bound Zero-order| Partial Part | Tolerance VIF
.245 3.010

-.315 297 -.213 -.012 -.011 |.756 1.322
-.275 -.019 -.332 -.420 -.406 |.536 1.865
-.003 125 .102 .360 339 |.676 1.479

a. Dependent Variable: Y

Estimated model: Y=1.628-0.009 %-0.147 X% +0.061 X;

4.4.4 Outliers, Normality, Linearity, Homoscedastidty and Independence of

Residuals

One of the ways that these assumptions can be etiaskby inspecting the residuals
scatter plot and the Normal Probability Plot of thgression standardized residuals that
were requested as part of the analysis. Theserasemed on Chart 1. In the Normal

Probability Plot the points lie in a reasonablyagtht diagonal line from bottom left to

top right suggesting no major deviations from nditypa
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Figure 1: Normal P-P Plot of Regression StandardizeResidual

Normal P-P Plot of Regression Standardized Residual
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The presence of outliers can also be detected thenScatter plot. Outliers are cases
that have a standardized residual (as display#ukiscatter plot) of more than 3.3 or less

than -3.3.
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Figure 2: Scatter plot diagram
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4.5 Discussion of the findings

To determine which of the variables included in thedel contributed to the prediction
of the dependent variabl€his information is found in table 5 label&befficients within the

column labeledetaunderStandardized Coefficients

Xi=Loan Loss Reserves / Gross Loans (LLR R)

Holding Nonperforming Loans / Total Gross Loans (NPLaRd CAR constant, a unit
increase in Loan Loss Reserves leads to a decie®®A (Net Income/Total Assets) by
0.9%. The parameter has an inverse impact on bdimiascial performance. Given a
similar charge-off policy, the higher the ratio theorer will be the quality of the loan

portfolio. The higher the ratio, the more probleimé#te loans are and vice versa.
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This therefore means that an increase in loan sifieation levels will amount to better
banks’ financial performance. The Beta value folah® Loss Reserves/ Gross Loans

(LLR R) was slightly lower (-.012), indicating thitimade less of a contribution.

Xii=Nonperforming Loans / Total Gross Loans (NPL R)

Holding Loans Loss Reserves/ Gross Loans (LLR R)@AR constant, a unit increases
in Non-Performing Loans (NPL R) leads to a decreims&kOA (Net Income/Total
Assets) by 14.7%.The largest beta coefficient i$58, (Ignoring the sign) is for Non-
Performing Loans (NPL R). This means that thisaldle makes a relatively strong and
unique contribution to explaining the dependentialde ROA, when the variance
explained by all other variables in the model istoalled for. Further, the Significance
value of NPLR is 0.026 which is less than 0.05.sTimeans then that the variable is
making a statistically significant unique contrilout to the prediction of the dependent

variable, ROA.

X;i=CAR

Holding Loans Loss Reserves/ Gross Loans (LLR Rl ldan-Performing Loans (NPL

R) a unit increase in CAR leads an increase in Rt Income/Total Assets) by 6.1%.
The significance value of CAR is 0.06 which is dgeeathan .05, and therefore the
variable is not making a significant unique conitibn to the prediction of your

dependent variable. This may be due to overlap wiitier independent variables in the

model.
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As can be observed in table 4 on ANOVA, the sumsgfiares due to regression
explained by two variables is greater than the etithe squares due to the residues. This
means that the degree of freedom of the varialdemare accurate to explain the

relationship and the influence of the credit risekmagement in regard to the financial

performance.
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CHAPTER FIVE: SUMMARY, CONCLUSIONS AND

RECOMMENDATIONS

5.1 Introduction

From the analysis of available data, the followidgscussions, conclusions and
recommendations were made. The researcher hadl@tea establish the effect of credit
risk management on the financial performance of mencial Banks in Kenya whole
focusing on how Holding Loans Loss Reserves/ Grosans (LLR R) and Non-

Performing Loans (NPL R) and CAR affect ROA (Natdme/Total Assets).

5.2 Summary

This study showed that there is a significant retethip between financial performance
(in terms of profitability) and credit risk managem (in terms of loan performance, loan
loss reserves and capital adequacy). The resultseoainalysis shows that both Loans
Loss Reserves/ Gross Loans (LLR R) and Non-Perfggrhbans (NPL R) have negative
and relatively significant effect on return on dguiROA), with NPLR having higher

significant effect on ROA in comparison to LLR Rda@AR. This is in line with the

empirical literature review that non-performing mesaratio (NPLR) has a negative and
relatively significant effect on return on equitR@A), with NPLR having higher

significant effect on ROA in comparison to CAR. Ckiag on the independent variables
show at least some relationship with dependentlitei In this case two scales (LLR R

and NPL R) correlated substantially with ROA astbercorrelations.
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In the year 2008-2012, there is negative relatignsletween return on assets and the
non-performing loans ratio and loan loss resena®.r Pearson coefficient of -332
means the two are moving in opposite direction avlile Pearson coefficient of -102
between ROA and CAR shows almost a no relationsbtpreen the two because is near
zero or zero. However there exists a positive imrahip between nonperforming loans
(NPLR) and capital adequacy ratio (CAR) with a Bearcoefficient of 0.475 and 0.555

for the case of 1 tail.

The finding of the study also indicated that thedelavas moderately significant. CAR
was directly and linearly related with the dependeariable ROA. This finding

concurred with the theoretical review that CAR bB® a direct effect on the profitability
of banks by determining its expansion to risky profitable ventures or areas
(Sangmiand Nazir, 2010). However, the analysis gubthat it did not make a significant

unique contribution to the prediction of the depamtd/ariable.

5.3 Conclusion

The study concludes that here is a significantimiahip between the bank performance
(ROA) and credit risk management (loan performanBe}ter credit risk management
results in improved bank performance. Thus bankagears need to practice prudent
credit risk management, safeguard the assets abdahk and protect the shareholders’

interests.

39



This thus led the researcher to conclude that cawialebanks with lower non-
performing loans and capital adequacy ratios hagkeh return on assets hence good
credit risk management strategies since non-penfgroans and capital adequacy ratios

are indicators of credit risk management.

Loan loss reserve ratio is a reserve for lossesesgpd as percentage of total loans. From
the study the higher the ratio the poorer will be guality of the loan portfolio. The
higher the ratio, the more problematic the loars @nd vice versa. Therefore bank

managers must have a portfolio of assets to diyetrse risks.

5.4 Recommendations of the Study

After intensive research opstablishing the effect of credit risk management tbe

financial performance of commercial Banks in Kenyanks should build their
institutional capacity, develop appropriate crembticies volatile interest rates, institute
higher loan underwriting, high capital and liquyditevels and strengthen credit

assessment.

The government should through the Central bank padiament provides adequate
supervision and legislate appropriate laws. Barded to manage credit risk inherent in
the entire portfolio as well as in individual credor transactions through the building of

a portfolio of assets (loans and securities) thadrdify the degree of risk.
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Banks ought to ensure that their credit policy otiyes encompass the regulatory
environment, the availability of funds, the selentiof risk, and loan portfolio balance
and term structure of liabilities. Banks shouldetsify their loan portfolio in order to

diversify risks, as a portfolio of loans may haeevér risks than an individual loan.

5.5 Limitations of the study

The use of secondary data implied that the reseated to rely on organizations for the
data. However, some of them were reluctant becaiufee sensitivity of the information
required. Time was a limiting factor in gatheringformation required for the study.

Constraints in data availability where some ofdh&é were missing.

5.6 Suggestions for further studies

There is need to carry out a study on how risk rgameent practices effects on loan

portfolio diversification on performance of loamsdaommercial banks.
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APPENDICES
APPENDIX 1: LIST OF LICENSED COMMERCIAL BANKS IN

KENYA AS AT 31°" DECEMBER 2012

. African Banking Corporation Ltd.
. Bank of Africa Kenya Ltd.

. Bank of Baroda (K) Ltd.

. Bank of India

. Barclays Bank of Kenya Ltd.

. CFC Stanbic Bank Ltd.

. Charterhouse Bank Ltd

. Chase Bank (K) Ltd.

. Citibank N.A Kenya

. Commercial Bank of Africa Ltd.

. Consolidated Bank of Kenya Ltd.
. Co-operative Bank of Kenya Ltd.
. Credit Bank Ltd.

. Development Bank of Kenya Ltd.
. Diamond Trust Bank (K) Ltd.

. Dubai Bank Kenya Ltd.

. Ecobank Kenya Ltd

. Equatorial Commercial Bank Ltd.
. Equity Bank Ltd.

. Family Bank Ltd

. Fidelity Commercial Bank Ltd

. Fina Bank Ltd

. First community Bank Limited

24. Giro Commercial Bank Ltd.

. Guardian Bank Ltd
. Gulf African Bank Limited
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27.
28.
29.
30.
31.
32.
33.
34.
35.
36.
37.
38.
39.
40.
41.
42.
43.

Habib Bank A.G Zurich

Habib Bank Ltd.

Imperial Bank Ltd

| & M Bank Ltd

Jamii Bora Bank Ltd.

Kenya Commercial Bank Ltd
K-Rep Bank Ltd

Middle East Bank (K) Ltd
National Bank of Kenya Ltd
NIC Bank Ltd

Oriental Commercial Bank Ltd
Paramount Universal Bank Ltd
Prime Bank Ltd

Standard Chartered Bank (K) Ltd
Trans-National Bank Ltd
Victoria Commercial Bank Ltd
UBA Kenya Bank Ltd.

Source: CBK Website
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APPENDIX 2: DATA COLLECTION FORM

African Banking Corporation Ltd 2008 3.08 1.01 0.56 20
2009 2.91 1.04 0.71 18
2010 3.25 1.06 0.73 20.1
2011 2.94 0.96 1.04 17.6
2012 1.94 1.01 2.02 14.4
Average 2.82 1.02 1.012 18
Bank of Africa Kenya Ltd 2008 1.2 0.6 1.8 13.22
2009 1.1 0.6 1.4 15.90
2010 1.3 0.7 1.6 15.20
2011 1.1 0.7 1.4 16
2012 1.2 0.6 2 13.2
Average 1.18 0.64 1.24 14.7
Bank of Baroda(k) Ltd 2008 4.01 2 0.92 19.7
2009 2.87 1.75 6.19 20.6
2010 4.31 1.12 3.82 23.6
2011 3.72 1.06 3.38 21.4
2012 2.30 1.09 0.70 23.5
Average 3.44 1.4 3 21.8
Barclays Bank of Kenya Ltd. 2008 3.3 0.6 3 16.6
2009 3.7 1.9 3.8 23.8
2010 6.1 2.9 4.2 31.2
2011 4.8 2.6 &8} 27.8
2012 4.7 1.4 3.5 31.2
Average 4.52 1.88 3.52 26.1
CFC Stanbic Bank Ltd. 2008 1.07 2.93 6.56 14.7
2009 0.03 1.71 3.8 16
2010 1.28 0.73 2.52 16.2
2011 1.22 0.19 1.31 19
2012 2.10 0.98 1.58 25.5
Average 1.14 1.31 3.154 18.3
Chase Bank (K) Ltd. 2008 1.64 1.69 5.4 12.3
2009 1.62 1.51 5.3 14.4
2010 1.74 1.44 3.7 14.3
2011 1.19 1.8 2.3 14.7
2012 2.20 1.17 3.5 13.2
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Average 1.68 1.52 4.04 13.8
Commercial Bank of Africa Ltd. 2008 2.45 0.72 3.87 15.9
2009 2.15 0.78 2.98 13.98
2010 2.75 0.80 4.03 14.06
2011 1.76 0.71 4.78 14.19
2012 2.64 0.78 4.74 16.07
Average 2.35 0.76 4.08 14.8
Consolidated Bank of Kenya Ltd. 2008 2.07 0.77 13.15 18.6
2009 1.17 0.85 6.64 16
2010 1.69 0.89 6.27 13.18
2011 0.98 0.88 4.92 12.65
2012 0.77 0.85 7.61 15
Average 1.34 0.85 7.718 15.1
Co-operative Bank of Kenya Ltd. 2008 4 0.4 7.0 23.72
2009 2.68 0.30 6.52 21.0
2010 2.97 0.23 4.78 16.5
2011 3.19 0.19 3.78 16.4
2012 1.10 0.38 4.48 23.8
Average 2.79 0.3 5.312 20.3
Credit Bank Ltd. 2008 1.49 1.09 9.67 28.9
2009 1.58 1.05 6.12 33.4
2010 0.75 1.02 11.21 37.6
2011 0.87 0.68 5.38 30
2012 1.09 0.50 5.02 30.7
Average 1.16 0.87 7.52 32.1
Development Bank of Kenya Ltd. 2008 -6.88 -0.44 12.35 32
2009 3.47 3.38 7.67 26
2010 0.90 3.14 13.11 27
2011 0.95 2.34 13.37 27
2012 0.55 3.78 9.17 25
Average -0.2 2.44 11.13 27.4
Diamond Trust Bank (K) Ltd. 2008 2.4 0.11 1.2 19.8
2009 2.2 0.22 1.4 19.0
2010 3.3 0.22 1.3 18.4
2011 3.1 0.16 0.9 16.8
2012 3.3 0.13 1.1 19.8
Average 2.86 0.17 1.18 18.8
Ecobank Kenya Ltd 2008 0.7 5.1 43.3 15.52
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2009 -0.6 5.1 9.7 15.67
2010 0.5 5.2 13.8 33.47
2011 0.7 5 5.7 19.50
2012 -0.5 4.95 3.6 32.51
Average 0.16 5.07 15.22 23.3
Equatorial Commercial Bank Ltd. 2008 0.10 1.20 6.43 21.07
2009 1.15 1.49 12.42 20.76
2010 -0.65 2.02 13.90 14.46
2011 0.56 2.31 5.69 14.27
2012 -3.42 2.32 5.97 8.87
Average -0.5 1.87 8.882 15.9
Equity Bank Ltd. 2008 4.87 0.75 5.98 41
2009 4.73 0.56 7.63 31
2010 5.64 0.52 4.76 28
2011 5.52 0.39 2.90 25
2012 5.10 0.37 3.28 30
Average 5.17 0.52 491 31
Family Bank Ltd 2008 3.52 0.75 2.80 19.12
2009 1.66 0.89 1.51 18.31
2010 1.77 0.88 2.94 23.90
2011 1.36 0.89 4.46 17.51
2012 1.81 0.88 4.97 22.60
Average 2.02 0.86 3.336 20.3
Fina Bank Ltd 2008 0.44 0.70 14.71 13.16
2009 0.60 0.70 19.10 14.43
2010 0.64 0.30 15.93 17.06
2011 1.37 0.49 7.76 19.02
2012 1.85 0.36 4.19 16.86
Average 0.98 0.46 11.14 16.1
Giro Commercial Bank Ltd. 2008 2 1.3 4 23
2009 2.2 1.3 4.4 23.4
2010 5.0 1.3 4.1 24.9
2011 2.5 1.2 2.2 23.7
2012 1.8 1.5 3.0 29.4
Average 2.7 1.32 3.54 24.9
Gulf African Bank Limited 2008 -5.63 0.85 0.20 36
2009 -1.59 0.95 0.28 17
2010 0.77 1.13 1.92 16.23
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2011 0.74 0.90 5.64 14.24
2012 1.79 0.84 2.23 14.5
Average -0.8 0.93 2.054 19.6
Imperial Bank Ltd 2008 3.47 1.13 6.22 20
2009 3.62 1.12 6.38 22
2010 4.51 0.30 6.38 21
2011 4.10 0.43 4.92 21
2012 3.53 0.46 4.07 18.7
Average 3.85 0.69 5.594 20.5
| & M Bank Ltd 2008 2.3 0.2 5.9 12.62
2009 2.3 0.3 2.8 18.71
2010 3.0 0.1 0.9 18.90
2011 3.2 0.2 0.3 18.12
2012 2.9 0.1 0.2 16.98
Average 2.74 0.18 2.02 13.4
Kenya Commercial Bank Ltd 2008 2.19 0.07 2.60 15.5
2009 2.09 0.08 4.95 14.9
2010 2.86 0.09 3.78 23.2
2011 3.32 0.94 2.90 20.7
2012 3.31 1.49 4.95 22.7
Average 2.75 0.53 3.836 19.4
K-Rep Bank Ltd 2008 0.56 0.65 8.01 19
2009 1.01 0.83 5.61 21
2010 0.66 0.75 9.77 22
2011 1.86 0.51 6.27 20
2012 2.05 0.96 5.60 22
Average 1.23 0.74 7.052 20.8
National Bank of Kenya Ltd 2008 2.91 0.91 6.06 39.9
2009 2.85 0.96 2.89 42.6
2010 2.35 0.98 1.08 36.9
2011 2.25 0.98 1.07 29.5
2012 1.09 0.93 2.30 28
Average 2.29 0.95 2.68 35.4
NIC Bank Ltd 2008 3.48 0.95 1.37 14.43
2009 3.21 0.90 1.19 16.34
2010 4.42 0.91 0.43 15.50
2011 4.56 0.94 0.48 15.89
2012 4.17 0.96 0.95 16.44
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Average 3.97 0.93 0.884 15.7
Oriental Commercial Bank Ltd 2008 1.01 9.06 40 54
2009 1.25 10.4 51.5 40
2010 3.42 6.80 6.83 36
2011 3.02 7.64 8.92 35
2012 1.52 7.11 7.58 30
Average 2.04 8.2 22.97 39
Prime Bank Ltd 2008 1.66 14.5 2.61 16.00
2009 1.70 10.86 | 1.37 16.20
2010 1.91 9.64 1.20 13.80
2011 2.37 2.66 1.22 16.50
2012 2.20 1.27 0.55 17.00
Average 1.97 7.79 1.39 15.9
Standard Chartered Bank (K) Ltd 2008 3.28 0.43 4 16
2009 3.82 0.31 3 14
2010 3.77 0.42 2 14
2011 3.56 0.46 1 14
2012 4.13 0.40 2 18
Average 3.71 0.4 2.2 15.2
Trans-National Bank Ltd 2008 2.06 1.22 23.11 65.9
2009 2.68 1.23 24.61 70
2010 2.30 1.18 27.72 78
2011 2.78 0.80 11.51 46
2012 2.42 0.83 12.08 38
Average 2.45 1.05 19.81 59.6
Victoria Commercial Bank Ltd 2008 3.81 1.24 0.1 22.90
2009 4.22 1.09 0 23
2010 5 0.10 0 23.5
2011 4.31 0.84 0 22
2012 4.75 1.00 0 25.10
Average 4.42 0.85 0.1 23.3
Bank of India (k) Ltd 2008 1.05 0.81 0.74 32
2009 1.92 0.91 3.68 34.7
2010 2.51 1.02 0.74 43.2
2011 3.28 1.04 0.89 46.4
2012 2.98 1.01 0.91 40.5
Average 2.35 0.96 1.392 39.4
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