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ABSTRACT

Effective management of a firm’s liquidity positioils considered one of the important
management functions for all businesses, smalljumedr large. This is because an ineffective
management of a firm’s liquidity will result in arh facing challenges in meeting its short term
financial obligations when they fall due. In addiitj effective management of liquidity
requirements of a firm is perceived to positivefieet the firm performance and market value
and as a result it forms part of the company'segira and operational thinking. The study aimed
at establishing the relationship between the liquidisk and financial performance of
commercial banks in Kenya. The study adopted debegi research design. In addition, the
study was cross-sectional in which data was gathjeist once over the period 2010 to 2014 and
as such, a causal study was undertaken in a ndnyazhsetting with no researcher interference.
Multiple regressions was applied to assess the ¢tnplaliquidity risk on banks’ profitability.
The study findings was that there has been anaser@a value of cash balance over the five year
period studied though there has been an increateeinolume of liquidity gap in commercial
banks of Kenya over the five year period studi¢dwas also found that there was positive
correlation coefficient between return on assets @arstomer deposits, cash balance and size of
firm though a weak positive correlation betweemumeton assets and liquidity gap existed. The
study concluded that liquidity risk not only affecthe performance of a bank but also its
reputation and this might result in the loss offaence among the depositors if funds are not
timely provided to them. In addition to this, agpdiquidity position may cause penalties from
the regulator and therefore it becomes imperatia¢ banks maintain a sound liquidity position
at all times. The study recommends that banks dhoalintain adequate liquidity levels though
in the form of short term marketable securitiesiider to realize profits for the banks.
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CHAPTER ONE

INTRODUCTION

1.1 Background to the Study

Maintaining satisfactory level of liquidity, miniming risk and optimizing earning capability are
the three key domains of finance that deserve ger@ttention on the part of the finance
managers. Consequently, liquidity management carcdnsidered as an important tool to
analyze the sustainability and liquidity statuscofporate organizations without which the value
maximizing objective is hard to be realiz&@amond & Rajan, 2005). Liquidity management is
a routine task of finance that concerns with effectmanagement of the two components of
working capital, that is, the current assets aral ¢brrent liabilities. The financial analysis

function requires that a firm must look for an ad&tg level of working capital to meet up the
current obligations while sustaining its operatagjivities because the failure of a firm to meet
its obligations due to lack of adequate liquidgyhighly risky which can be resulted in bad credit
image, loss of creditors confidence, high-cost gmecy borrowing, unnecessary legal battles

etc and it may even threat its survival as a gemeern (Jeanne & Svensson, 2007

This study will be based on the New InstitutionabBomics Theory which is of the view that
mode adopted by a firm in managing risk is deteediby nature of business and industry that
firm operates in. This theory recognizes the posithat because of the nature of business varies,
it will be expected that the uniqueness of the foperations will pose different kinds of risk and
therefore requiring different approach in managin@-root, Scharfstein, & Stein, 2003). In the

case of banks, they posit that banks can hedgefloags to avoid a shortfall in funds that may



require a costly visit to the capital markets ahtha same time derivatives since they point out

those derivatives are positively related to measafehe firms’ investment opportunity.

The challenge for banks is to strike the perfeclar@e between compliance and cost
optimization for compliance. Achieving this togethe a daunting task. Regulatory compliance
requires creating a framework and infrastructuréhiwiwhich the data can be monitored and
reported regularly i.e. capital re-alignment, dditidity reports, stress reports, management
reporting (Goodhart, 2008). He further notes thast optimization for liquidity also needs to be
achieved. This requires efficient management afidify positions for both, the short and long
term operations within the regulatory framework. manage liquidity positions, banks should
look at both the long and short-term positions, ardosure to large depositors, among other
things. To make the required improvements to thstiexy framework, banks should undertake a
gap analysis to compare where they stand with otdpemarket best practices. This analysis
should include the following — risk definition, magement, liquidity positions, measurement and
reporting, stress and scenario testing, develogingontingency funding plan, and public

disclosure (Brunnermeier & Yogo, 2009)

1.1.1 Liquidity Risk

Liquidity is the ability of a bank to fund increasa assets and meet obligations as they come
due, without incurring unacceptable losses (Baswh@ittee on Banking Supervision, 2008).
According to Duttweiler (2009), the inability of tles to raise liquidity can be attributed to a
funding liquidity risk that is caused either by theaturity mismatch between inflows and
outflows and/or the sudden and unexpected liquitktyds arising from contingency conditions.

Thus, liquidity risk is the possibility that over specific time period, the bank will become



unable to settle obligations with immediacy (Drelma& Nikolaou, 2009). The maturity
transformation of short-term deposits into longrtdoans makes banks inherently vulnerable to
liquidity risk (Basel Committee on Banking Supeiwois 2008). The vulnerability of banks to
liquidity risk is determined by the funding riskdathe market risk. The funding liquidity risk is
caused by the maturity mismatch between inflows autflows and/or the sudden and
unexpected liquidity needs due to contingency dumts. The market liquidity risk refers to the
inability to sell assets at or near the fair valaed in the case of a relevant sale in a small

market; it can emerge as a price slump (Brunneméekedersen, 2009).

The behaviour towards liquidity is affected by ranfis characteristics: a bank’s liquidity position
is affected by its size, status and product type Size affects the attitude of the bank towards
wholesale funding, including the access opportuaitg the price of the funds obtained (Nyborg
et al. 2002). Bank size matters because of theaggpof scope and scale; concerning liquidity,
a large bank might have better access to the emdérimarkets because it has a larger network of
regular counterparties or a wider range of. Thewis evidence in Kenya, for example where
the big five banks such as Kenya Commercial Bamkiitlty Bank, Barclays, Standard Chartered
and Cooperative bank will have a large deposit bsiseh that for example at the end of 2014,
they had over 70% of all the deposit in Kenyan caruial banks and consequent constitute a
major players in the inter-bank trading at any gily. Such banks because of their size will
face less liquidity challenges and therefore loguildity risk. The product type offered to the
counterparties, on both the assets and liabilgidss, also affects the liquidity position; banks
that take on demand deposits and offer loan comemtsnneed to hold higher liquidity buffers

that can be mitigated if an imperfect correlatiatdls (Kashyap et al. 2002).



1.1.2 Financial Performance

A firm’s financial performance is a function of iggofitability. The profitability of any firm is
determined by both internal as well as externatofac The internal factors of a bank that
influence its level of profitability include for exple the bank's management decisions and
policy objectives such as the level of liquidityppisioning policy, capital adequacy, expense
management and bank size (Duttweiler, 3009n the other hand the external factors that will
influence banks profitability include structurakfars such as ownership, market concentration
and stock market development and other macroecanfawiors. Green et al. (2010) identified
that return on investment, sales and market groath, profit is important factors that can be
used to measure organization performance. Thusydiog to these researchers, there are many
that can be used to measure the firm’s performanck as market shares, financial performance,

efficiency and effectiveness of an organizatiorfggenance, and human resource management.

Four useful measures of firm profitability are tiage of return on firm assets (ROA), the rate of
return on firm equity (ROE), operating profit margnd net firm incomelfhe ROA measures
the return to all firm assets and is often usedrasverall index of profitability, and the higher
the value, the more profitable the firm businedse ROE measures the rate of return on the
owner’s equity employed in the firm business. lugeful to consider the ROE in relation to
ROA to determine if the firm is making a profitabileturn on their borrowed money (Mesquita

& Lara, 2003).

1.1.3 Liquidity Risk and Financial Performance

According to the Structure-Conduct-Performar8€P) approach, the level of concentration in

the banking market gives rise to potential marketvgxr by banks, which may raise their



profitability. Banks in more concentrated markets most likely to make, abnormal profits by
their ability to lower deposits rates and to chahygher loan rates as a results of collusive
(explicit or tacit) or monopolistic reasons, thaim operating in less concentrated markets,
irrespective of their efficiency (Tregenna, 2008hch (1995) observed that the performance
differences between banks indicate differencesanagement philosophy as well as differences
in the market served which affects their liquiditgsition as well. Athanasoglcet al. (2006)
concurred and argued that profitability is a fuoctof internal factors that are mainly influenced
by a bank's management decisions and policy obgsctisuch as the level of liquidity,
provisioning policy, capital adequacy, expense rganeent and bank size, and the external
factors related to industrial structural factorstsas ownership, market concentration and stock

market development and other macroeconomic factors

The profitability level of a firm has been found tmprove if it holds some liquid assets,
however, there is a point at which holding furthguid assets diminishes a banks’ profitability,
all else equal (Bernanke, 2008). Such findingscargceptually in line with relevant literatures
and are consistent with the idea that the oppdstunast of holding lowreturn assets eventually
outweighs the benefit of any increase in the bankjsidity. Likewise, there is a similar

estimated benefit to holding more liquid assets rweeonomic conditions deteriorate. The
ultimate objective of any commercial bank is to maxe the profit. But, preserving liquidity of

the commercial bank is equally an important obyectoo.

The challenge that commercial banks face is thateasing profits at the cost of liquidity can
bring serious problems to the bank. Therefore,ethaust be a trade-off between these two

objectives of the firms (Sufian & Chong, 2009). Quigective should not be at cost of the other



because both have their importance. If we do not¢ edout profit, we cannot survive for a
longer period. On the other hand, if we do not @dreut liquidity, we may face the problem of
insolvency or bankruptcy. For these reasons liguitianagement in commercial bank should be
given proper consideration and will ultimately atféhe profitability of the bank. However, to
reach an appropriate decision to make balance ketlguidity, profitability and risk, the firm
must have controls over the flows of funds whilewing sufficient flexibility to respond to the

changes that are taking place in the operatingenwient.

1.1.4 Commercial Banksin Kenya

There are forty three banks as categorized by @leBank and members of the clearing house.
Thirty-five of these banks, most of which are sntallmedium sized, are locally owned. The
industry is majorly dominated by a few large bamksch are foreign-owned, though some are
partially locally owned. There are ten banks listad the Nairobi Securities Exchange. The
banks came together under the Kenya Bankers Asgci{&BA), which serves as the lobby for
banks' interests and addresses the issues affeatimgber institutions (Kenya Bankers

Association Annual Report, 2011).

Banks represent a significant and influential sedfobusiness worldwide that plays a crucial
role in the global economy. Commercial banks ararfcial intermediaries that serve as financial
resource mobilization points in the global econd@pdana, 2012). They channel funds needed
by business and household sectors from surplusdsperio deficit spending units in the
economy. A well developed efficient banking sedsoan important prerequisite for saving and
investment decisions needed for rapid economic trow well functioning banking sector
provides a system by which a country's most prolgtaand efficient projects are systematically

and continuously funded. The role of banks in amnemy is paramount because they execute
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monetary policy and provide means for facilitatipgyment for goods and services in the

domestic and international trade.

The liquidity level of a bank, which refers to thbility of a bank to fulfill its obligations to
depositors, determines the level of bank perforraahecording to Dang (2011) adequate level
of liquidity is positively related with bank pradibility. The most common financial ratios that
reflect the liquidity position of a bank accorditigthe above author are customer deposit to total
asset and total loan to customer deposits. Therefioe vulnerability of banks to liquidity risk is
determined by the funding risk and the market rigke funding liquidity risk is caused by the
maturity mismatch between inflows and outflows andhe sudden and unexpected liquidity
needs due to contingency conditions (DuttweileQ®0 The market liquidity risk refers to the
inability to sell assets at or near the fair valaed in the case of a relevant sale in a small
market, it can emerge as a price slump and if redt nvanaged is going to lead to a drop in the

bank’s profitability.

1.2 Resear ch Problem

Effective management of a firm’s liquidity positiols considered one of the important
management functions for all businesses, small,junedr large. This is because when a firm
does not manage its liquidity well, it will haveatlenges in meeting its financial obligations
when they fall due because of lack of cash (Jenkin2008). Indeed, Rafuse (2006) observed
that liquidity starvation has generally been credlias a major cause, if not the main cause of |
business failure in many developed and developimgnities. The importance of managing
liquidity requirements of a firm has in additiondpeadvocated due to its perceived effect on the

firm performance and market value and as a restdirins part of the company's strategic and



operational thinking (Bringham, 2002). Liquidityski is driven by uncertainty regarding the
investment horizon or holding period, the correlatacross the cash flow demands of market
participants, and short-run constraints on markaking capital. The importance of an effective
management of liquidity risk is more pronouncedthe banking sector to ensure economic

stability and growth.

The Kenyan banking sector plays an important rol¢he economy by enhancing the flow of
funds by lending to the cash starved users of fasdsell as providing liquidity to savers on the
liability side. Because of the nature of their Imesises, banks operations require effective
management of their liquidity position because @osrs demand deposits is unpredictable and
there is need of establishing an effective manageroé its liquidity. Consequently, banks
should strive to analyze and assess liquidity soemnan terms of the risks and actions required,
and back them with solid contingency funding plartsey also need to take a critical look at the
costs associated with each scenario and analyzémpact of each on the banks’ liquidity

position.

In the recent past, Liquidity risk has become @serconcern and challenge for the modern era
banks. High competition for consumer deposits, devarray of funding products in wholesale
and capital markets with technological advancemdrage changed the funding and risk
management structure (Akhtar, 2012). A bank hagogd asset quality, strong earnings and

sufficient capital may fail if it is not maintairgradequate liquidity.

As a result of the interest that a banks liquigitsition has taken, several studies have been
undertaken to study the phenomena. Hassan (20@&blisked that Islamic banks encounter

types of risk firstly foreign-exchange risk, secamddit risk and third operating risk and that in



assessing the level of risks majority of the resjgons used the four core techniques of risk
identification — bank risk manager’s inspectiondigaior physical inspection, financial statement
analysis and risk survey. Locally Maina (2011) ezsked on relationship between the liquidity
and profitability of oil companies in Kenya and fmlithat that liquidity management is not a
significant contributor alone of the firm’s profidéity and there exist other variable that will
influence ROA. However, it is important for a firto understand the effect of each of the
liquidity components on the firm’s profitability dnalso undertake deliberate measures to
optimize its liquidity level. However, from the al®studies, it is evident that the realization that
that the liquidity risk of a firm may emanate frahe very nature of banking business such as
macro factors that are exogenous and financingogedating policies that are endogenous has
not been explored in much detail. Consequently,cilmeent research will seek to answer the
following question: what is the relationship betwdiguidity risk and financial performance of

commercial banks in Kenya?

1.3 Research Objective
The objective of this research was to establishréi&ionship between liquidity risk and the

financial performance of banks in Kenya.

1.4 Value of the Study

The understanding of the liquidity risk practice®pted by commercial banks in Kenya as well
as how it will influence their performance will pepolicy makers — governments and other
stakeholders — to design targeted policies thal wadtively stimulate the growth and
sustainability of the commercial banks in the cognas well as helping those policy makers to
support, encourage, and promote the establishnfeappropriate policies to guide the firms.

9



Regulatory bodies such as Central Bank of Kenya)CBapital Markets Authority (CMA) and
the Kenya Revenue Authority can use the study figslito improve on the framework for

regulation.

The study findings will benefit management andfssthtommercial banks who will gain insight
into how their institutions can effectively manageeir liquidity risk by coming up with
appropriate practices. This study will offer an ersfanding on the importance of adopting an an
appropriate liquidity practices and thus offer cetmpve advantage to the firms. Several
practices on risk management and their effectshwiltliscussed for the benefit of the managers.
This is because commercial banks need to adapetoitanging needs of the current business set
up and requirement of various customers and provioé services. As a result, commercial

banks in the country and other affiliated instiatwill derive great benefit from the study.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter reviews literature relating to liqtydiisk in the banking system and its influence
on performance. The literature review has beennizgd in the following sections. First section
covers the theoretical framework underlying thelgiaypes of liquidity risks facing commercial
banks and finally the effect of liquidity risk ok performance. Finally, the section covers the

empirical studies on the research subject area.

2.2.1 New Institutional Economics Theory

According to Williamson (1998), this theory predidhat risk management practices may be
determined by institutions or accepted practicdnwia market or industry. Further, the theory
links security with specific assets purchase, whiciplies that risk management can be
important in contracts which bind two sides withallowing diversification, such as large

financing contract or close cooperation within py chain.

Firms in regulated industries provide top managdemeth few opportunities for discretion in
corporate investment and financing decisions. Suamiith Watts (1992) showed that regulation is
a key determinant of a firm's corporate financialiqy. Therefore, if regulated firms face tighter
scrutiny and face lower contracting costs, thery thie less likely to use derivatives to hedge
firm risk. According to Froot et al (2003), if extal sources of funds are more costly to a firm
than internally generated funds, then the firm ddagnefit from using derivatives. In particular,

firms can hedge cash flows to avoid a shortfalfunds that may require a costly visit to the

11



capital markets and at the same time derivativegasitively related to measures of the firm's

investment opportunity set proxies.

When market participants detect the presence afgelnumber of urgent sellers, the price of
liquidity can rise sharply. Natural buyers of assétold back from supplying liquidity,
accentuating the problem and placing a greaterdouoth market makers and intermediaries. The
financial instability that results can contribute further risk aversion as investors receive
information on the value of their wealth from a ketrdriven by urgent selling pressure and as
buyers hold back and wait for calmer markets. Beese, the equilibrating mechanism necessary
for the normal functioning of capital markets agpat of the economic allocation process
becomes dysfunctional, requiring external interiento prevent a broadening and deepening of

the financial malaise.

2.2.2 Financial Economics Theory

This theory suggests that corporate risk managemeqt to increase firm value in the presence
of capital market imperfections such as bankruptosts, a convex tax schedule, or
underinvestment problems. According to Carter et(2006) risk management can increase
shareholder value by harmonizing financing and stwent policies. When raising external
capital, firms may under invest. Derivatives can used to increase shareholder value by
coordinating the need for and availability of imak funds. Conflicts of interest between the

shareholders and debt holders can also lead tainmdstment.

An underinvestment problem can occur when leveiageigh and shareholders only have a
small residual claim on a firm’s assets, thus thedfits of safe but profitable investment projects

accrue primarily to bondholders and may be reje¢®elssembinder,1991). A credible risk

12



management can mitigate underinvestment costsducireg the volatility of firm value. As the
underinvestment problem is likely to be more severefirms with significant growth and
investment opportunities, various measures suclthasmarket-to-book ratio, research and
development to sales ratio, capital expenditursales, net assets from acquisitions to size are

used for testing the underinvestment hypothesis.

2.2.3 Balanced Portfolio Theory

The balanced portfolio theory has also added itsighto the study of bank profitability
(Nzongang & Atemnkeng, 2006). According to the fxtid balance model of asset
diversification, the optimum holding of each asgsed wealth holder’s portfolio is a function of
policy decisions determined by a number of facgursh as the vector of rates of return on all
assets held in the portfolio, a vector of risksoagged with the ownership of each financial
assets and the size of the portfolio. It impliestfotio diversification and the desired portfolio
composition of commercial banks are results of glens taken by the bank management.
Further, the ability to obtain maximum profits dege on the feasible set of assets and liabilities
determined by the management and the unit costgraa by the bank for producing each

component of assets (Nzongang & Atemnkeng, 2006).

In the case of a bank, there is need for an efficasset allocation decision being made by the
management using the risk and return informatiovergi by the dominant portfolio. The
formation of the dominant portfolio depends on toerelation coefficients among all the assets
within the asset universe. On the other hand, dnleeobiggest hurdles in MPT is that the actual
optimal portfolio doesn't really exist. Thus, naththe portfolio risk nor the return can be
observed and must be estimated with sample obsamgatRecent literature suggests that the

estimation of return is subject to large estimaterors (Roll, 1992). It highlights that a real
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trade-off exists between the return on an investrard the risk (variance) of the investment. In
the textbook example of portfolio theory, an ineess assumed to have preferences over the

expected return on an investment and the variahttebreturn over time.

From the theories reviewed above, it is evident tiha bank liquidity comes out as an important
parameter that should be maintained at any givee.tiThe investment opportunities that the
bank undertakes should consider the need the itgumbsition and the capacity to pay the
customer deposit on demand. The risk managemeaotiqea of the bank also came out as an

important aspect that should be considered andrfétoe required liquidity position of the firm.

2.3 Determinants of Financial Perfor mance of Banks

In accordance with the above theories discusseny stadies have introduced some variables in
the profit function of commercial banks to shedtign key factors that make a difference in
bank profits. From the review of the literaturegrih is a consensus that bank profitability is a
function of internal and external factors. Kochq&P point out that the performance differences
between banks indicate differences in managemeispiphy as well as differences in the
market served. Athanasogletial. (2006) concurred and argued that profitability fsiraction of
internal factors that are mainly influenced by anki® management decisions and policy
objectives such as the level of liquidity, provising policy, capital adequacy, expense
management and bank size, and the external fagtiated to industrial structural factors such as
ownership, market concentration and stock marketeldpment and other macroeconomic

factors.
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2.3.1 Capital Adequacy

Capital adequacy refers to the sufficiency of theant of equity to absorb any shocks that the
bank may experience (Kosmidou, 2009). In most efdbuntries, the capital structure of banks
is highly regulated because capital plays a cruoi@ in reducing the number of bank failures
and losses to depositors when a bank fails asyhlghraged firms are likely to take excessive
risk in order to maximize shareholder value atéRpense of finance providers (Kamau, 2009).
Although there is general agreement that statutapjtal requirements are necessary to reduce

moral hazard, the debate is on how much capi@hdsigh.

Regulators would like to have higher minimum reguients to reduce cases of bank failures,
whilst bankers in contrast argue that it is expensind difficult to obtain additional equity and
higher requirements restrict their competitiven@ésch, 1995). Beckmann (2007) argue that
high capital lead leads to low profits since bankdh a high capital ratio are risk-averse, they
ignore potential investment opportunities and, assalt, investors demand a lower return on
their capital in exchange for lower risk. The gtyadif assets held by a bank depends on exposure
to specific risks, trends in non-performing loamsd the health and profitability of bank
borrowers (Baral, 2005). Aburime (2008) assert$ tha profitability of a bank depends on its

ability to foresee, avoid and monitor risks, pobstb cover losses brought about by risks arisen.

2.3.2 Asset Quality

Poor asset quality and low levels of liquidity dhe two major causes of bank failures. Poor
asset quality led to many bank failures in Keny#im early 1980s. During that period 37 banks
collapsed following the banking crises of 1986-198993-1994 and 1998 (Mwega, 2009).

According to Waweru and Kalani (2009) many of thmamcial institutions that collapse in 1986
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failed due to non-performing loans (NPLs) and timatst of the larger bank-failures, involved

extensive insider lending, often to politicianseT®@BK measures asset quality by the ratio of net
non-performing loans to gross loans. However Kd@9b) argues that a good measure of credit
risk or asset quality is the ratio of loan losserge to gross loans because it captures the

expectation of management with regard to the pevdoce of loans.

2.3.3 Management efficiency

Another important decision that the managers of mencial banks take refers to the liquidity
management and specifically to the measuremerienf heeds related to the process of deposits
and loans. The importance of liquidity goes beytraindividual bank as a liquidity shortfall at
an individual bank can have systemic repercusqiGBK, 2009). It is argued that when banks
hold high liquidity, they do so at the opportunttyst of some investment, which could generate
high returns (Kamau, 2009). The trade-offs thategalty exist between return and liquidity risk
are demonstrated by observing that a shift fronrtsieom securities to long term securities or
loans raises a bank’s return but also increasésjiislity risks and the inverse in is true. Thus a
high liquidity ratio indicates a less risky anddgwofitable bank (Hempel et al. 1994). Thus
management is faced with the dilemma of liquidibg grofitability. Myers and Rajan (1998)
emphasized the adverse effect of increased liquiftit financial Institutions stating that,
“although more liquid assets increase the abibitydise cash on short-notice, they also reduce
management’s ability to commit credibly to an irwesnt strategy that protects investors”
which, finally, can result in reduction of the ffi's capacity to raise external finance” in some

cases (Uzhegova, 2010).
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Poor expenses management is the main contribwtqrsar profitability (Sufian & Chong 2008).

In the literature on bank performance, operatiaalense efficiency is usually used to assess
managerial efficiency in banks. Mathuva (2009) obsé that the CIR of local banks is high
when compared to other countries and thus thereeed for local banks to reduce their
operational costs to be competitive globally. Beakd Fuchs (2004) examined the various
factors that contribute to high interests spreaanyan banks. Overheads were found to be one
of the most important components of the high irgtsreate spreads. An analysis of the overheads
showed that they were driven by staff wage costhlwivere comparatively higher than other

banks in the SSA countries

2.3.4 Market Power

The market power theory, posits that the more aunated the market, the less the degree of
competition (Tregenna, 2009). According to Nzongand Atemnkeng (2006) high degrees of
market share concentration are inextricably astegtiaith high levels of profits at the detriment
of efficiency and effectiveness of the financiasteyn due to decreased competition. Secondly,
since commercial banks are the primary supplierBiodls to business firm, the availability of
bank credit at affordable rates is of crucial intpoce for the level of investments of the firms,
and consequently, for the health of the economysitmation of increased concentration, the
possibility of rising costs of credits is reflectbg a reduction of the demand for bank loans and
the level of business investments. The effect mligs many folds in as much as bank

management capitalizes on the market share coatientfactor.
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2.3.5Bank Size

Large banks with market power have typically bemwed as having incentives that minimize

their risk-taking behavior and improve the quality their assets. Keeley (1990) as cited by
Northoctt (2004) argues that the rise in bank fa#uin the United States during the 1980s was
due in part to an increase in competition in thekioeg industry. Flaminét al. (2009) noted that

if high returns are the consequence of market potler implies some degree of inefficiency in

the provision of financial services. In this caseshould prompt policymakers to introduce

measures to lower risk, remove bank entry bariifetisey exist, as well as other obstacles to
competition, and reexamine regulatory costs. Buklgarofits are also an important source for

equity. If bank profits are reinvested, this sholddd to safer banks, and, consequently high

profits could promote financial stability.

2.3.6 Macro-Economic Factors

The macroeconomic policy stability, Gross Domedimduct, Inflation, Interest Rate and
Political instability are also other macroeconomariables that affect the performances of
banks. For instance, the trend of GDP affects #maahd for banks asset. During the declining
GDP growth the demand for credit falls which inntiegatively affect the profitability of banks.
On the contrary, in a growing economy as expresgedositive GDP growth, the demand for
credit is high due to the nature of business cybliging boom the demand for credit is high
compared to recession (Athanasoglou et al. 200bg¢ Jame authors state in relation to the
Greek situation that the relationship between tidtalevel and banks profitability is remained to

be debatable. The direction of the relationshipoisclear (Vong & Chan, 2009).
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From the above determinants of the bank performancame out that there are a multiplicity of
factors that influences the performance of a barkopmance. There is need therefore of a bank
to consider the several determinants and not oepedd on one factor. As much as external
factors outside the purview of the bank managementd influence its performance, there is
need to consider also the internal factors thatadse important. Such factors as bank size,
investment portfolio and management efficiency cameas equally important factors that will

need to be managed effectively.

2.4 Empirical Reviews

Azam and Siddiqui (2012) sought to establish Domeahd Foreign Banks’ Profitability
determinants using data envelopment analysis tuleaé radial technical efficiency scores. The
study then employed stochastic frontier analysis attribute variation in the calculated
determinants. They concluded that foreign banksnaoee profitable than all domestic banks
regardless of their ownership structure by applyiegression analysis. They further suggest
tht...it is better for a multinational bank to ddish a subsidiary/branch rather than acquiring an
“existing player” in the host country. Acquisitioof a local bank might be an economical
strategy since the local bank will already havealdsthed a goodwill which the new foreign

bank will ride on.

Chantapong (2005) researched on the determinamtsnoéstic and foreign bank performance in
Thailand. They study used the development in wuot tests and co-integration as applied to
panel data and dynamic time series, to estimateelatonship concluded that foreign banks are
more profitable than the average domestic bankditgbdity. Favorable macro-economic

conditions play a supportive role while higher falicies play a hostile role for the entry and
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presence of foreign Islamic banks. The recent tir@rcrisis does not seem to affect the entry
decision significantly. But the profitability of dwestic banks has been seriously affected by the
recent crisis. Results also indicate that privateta credit availability seems to suffer because

of higher tax and reserve rate.

The same finding is supported by a research by ®kund Rungsomboon (2004) who researched
on the Liquidity risk, liquidity creation, and finaial fragility: a theory of banking who found
that that foreign owned banks in Thailand are fotmtbe efficient compared to their domestic
counterparts due to modernized business activiiggported by technology, reduced costs
associated with fee-based businesses and imprdwsd dperational efficiency. The major
reason behind these assertions is that foreignsbamke believed to be strong & efficient and
will be bringing in new expertise that might not leeally available and this know-how has

proved invaluable in most of the countries.

Tregenna (2009) using a sample of USA commerciak$and savings institutions from 1995 to
2005 and a linear regression panel model, foundisiobvidence that concentration increases
profitability in USA banks and then concluded thhe high profitability of banks in the USA

before the 2007/2008 financial crisis was not edrtieough efficient processes, but through
market power and the profits were not reinvestedttengthen the capital base of the financial
institutions. Market dominance of banks has beeedugy majority of the banks to gain

economies of scale and also capture lucrative govent and international contracts that is

determined by the level of capital base.
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In the case of Islamic banks, Hassan (2009) repbass like the conventional banks, they are
also subject to a variety of risks due to the uaigange of products offered. He also shows that
there was a remarkable understanding of risk asldmanagement among the staff working in
the Islamic banks of Brunei Darussalam, which pdothesir ability to manage risk successfully.
The major risks that were faced by these banks vi@egn exchange risk, credit risk and
operating risk. A regression model was used to ldevihe results, which showed that RI, and
RAA were the most influential variables, and thiarnsic banks in Brunei needed to give more

attention to those variables to make their RMPsenaediective.

Nzongang and Atemnkeng (2000) examined the effectoncentration to the profitability of

Cameroonian commercial banks from 1987 to 1999ikenTregenna (2009), who used the
concentration ratio of the 3 largest banks in tl®AUo model market concentration, Nzongang
and Atemnkeng (2000) used the Herfindahl-Hirschimdex to measure market concentration in
Cameroon. The results indicate that market conagoitr power is of paramount importance in

the determination of bank profitability.

Van Greuning and Igbal (2008) and Igbal and Mirakf@011) argue that a comprehensive
framework of risk management is equally applicaiolea conventional or Islamic bank. The
findings of Hassan (2009) lend further support bes targument. Khan and Bhatti (2008)
observed that Islamic banks face another cruciall@mge to improving their risk management
strategies and corporate governance because ofdtileerence to Islamic Sharia’a (law). This
should have an impact on the risk management ainisl banks in terms of certain applications,
emphasis and inclusion or exclusion. They also usedegression model to establish the

relationship.
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A study by Kieschnick et al. (2008) using data ompamel of U.S. corporations from 1990
through 2004, established the importance of worldagital management to firm value. Their
study used stock’s excess return to represenirtnevilue and findings show that on average an
additional dollar invested in net operating workicepital reduces firm value and this indicates
that their study is consistent with industry suiweyggesting that some firms over-invest in net

operating working capital.

The behaviour towards liquidity is affected by mfis characteristics: a bank’s liquidity position
is affected by its size, status and product tyge 3ize affects the attitude of the bank towards
wholesale funding, including the access opportufftien et al. 1989) and the price of the funds
obtained (Nyborg et al. 2002). Bank size mattersabse of the economy of scope and scale;
concerning liquidity, a large bank might have bettecess to the interbank markets because it
has a larger network of regular counterparties widger range of collateral (Fecht et al. 2008).
The product type offered to the counterpartiesboth the assets and liabilities sides, is able to
affect the liquidity position; banks that take oenthnd deposits and offer loan commitments
need to hold higher liquidity buffers that can bdigated if an imperfect correlation holds

(Kashyap et al. 2002).

Ongore and Kusa (2013) studied the determinantimafcial performance of commercial banks
in Kenya. One of the bank specific factors congdewas liquidity management. The objective
of this study was to fill in the gap left by scarstyidies on the moderating effect of ownership
structure on bank performance. The authors useeéarimultiple regression model and

generalized Least Square on panel data to estimajgarameters
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Mwigana (2010) analyzed the effects of financialtseliberalization on financial performance
of commercial banks in Kenya for the period 200812 The financial liberalization index was
calculated for the period 1989- 2012. This is bseeatlne principal component analysis method
that was used in the calculation of the index nexidata for all the years since the liberalization
process started in Kenya so as to calculate tlaadial liberalization index required for the study
period. The study established that financial libeasion policies introduced in Kenya in the late

1980s have had a positive impact on return on yauid return on assets.

Kamau (2009) used a sample of 40 banks in Kenyal8®7-2006 and linear regression method
to analyze factors of bank inefficiencies. The lssshowed that an increase in the degree of
foreign ownership in Kenya is associated with auotidn of cost inefficiencies, suggesting that

the degree of foreign-owned banks influences timfopaance of the local banking sector.

2.5 Chapter Summary

The bank liquidity management practices has bescudsed in detail both in the literature as
well as from the empirical studies done on the exttbarea. It was evident that bank liquidity
management is important for an organization’s hep#rformance and it is used by a firm’s
management to create a positive contribution togtheds, objectives and the portfolio of almost
all its activities. Banks must integrate markeedit and operational risk into a single stream of
capital measurement to have a comprehensive picfutieeir entire capital resources and this
step is considered an imperative component of priserrisk management system. This step will
help banks to establish their overall risk profifietermine how much risk it is taking and the

level of diversification it can achieve by enteringdifferent business areas.
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A banks liquidity risk not only affects the perfaance of a bank but also its reputation and a
bank may lose the confidence of its depositoranfis are not timely provided to them. Further it
emerged that poor liquidity position may cause figsafrom the regulator and it therefore
became imperative that a bank to keep a soundliiguarrangement. Liquidity risk has become
a serious concern and challenge for the moderiatks characterized by high competition for
consumer deposits and capital markets with teclygncdb advancements and as a result, banks
should be equipped to deal with the changing moygialicy that shapes the overall liquidity

trends and the banks’ own transactional requiresnamtl repayment of short term borrowing.

The literature also discussed the multiplicity attbrs that affect the performance of a bank.
These factors include internal factors such asatset quality, the bank capacity adequacy,
management efficiency, market power and the bar¥k Jihe external factors that were found to
affect the bank performance include the macroecangmolicy stability, Gross Domestic

Product, Inflation, Interest Rate and Politicaltaislity are also other macroeconomic variables

that affect the performances of banks.

2.6 Knowledge Gap

Though several studies have been carried out aasfdhe liquidity management practices of
commercial banks is concerned especially in theeld@ed countries, there has been few studies
looking at the liquidity risk and its effect on tiperformance of the firms. The research in the
past have focused on liquidity risk emanating friira liability side of a bank’s balance sheet
and less attention has been given to the risksgrisom the asset side. Liquidity risk may arise
due to the breakdown or delays in cash flows frbm horrowers or early termination of the

projects or may even originate from the very natfrbeanking; macro factors that are exogenous
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and financing and operating policies that are eadogs. A severe liquidity crisis may cause
massive drowning in form of bankruptcies and baailufe leading to a drastic financial crisis.
This study fills in the gap by looking at liquidityom the deficiency of the asset side of the bank

balance sheet as well as other macro factors.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction
This chapter sets to explain the research dedignpopulation of interest, the basis of sample
selection, the type of secondary data used, thesswf data, the techniques of analysis that was

used and the data analysis.

3.2 Resear ch Design

This study employed descriptive research designcoAtng to Albright et al. (2011) a
correlation research is a procedure in which sibjescore on two variables are simply

measured, without manipulation of any variablejétermine whether there is a relationship.

The study was cross-sectional in which data wasegat! just once over the period 2010 to 2014
and as such, a causal study was undertaken in a&aminved setting with no researcher

interference. A cross sectional study permittedrésearcher to make statistical inference on the
broader population and generalize the findingsetl fife situations and thereby increase the

external validity of the study.

3.3 Population of the Study

The population of interest in this study were comuia banks in Kenya that have operated
between 2010 and 2014. Currently, there are 42 a@iad banks operating in Kenya
(Appendix I). The reason as to why this industrysvedosen is due to the availability and the

reliability of the financial statements in that yhare subject to the mandatory audit by
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internationally recognized audit firms as well an€@al Bank of Kenya as regulator. In addition,
all the banks have their headquarters in Nairobi i environs and this made it convenient in
terms of time and accessibility to the researcBarce the number of the respondents is limited,

then the study was a census survey.

3.4 Data Collection

Data was collected from annual reports submittetth¢éoCBK and Capital Markets Authority. All
the banks in the banking sector that operated moally between 2010 and 2014 were included
to ensure that the sampling frame is current amdpbete. From the financial statements, the

researcher collected panel data; a combinatiommaf $eries and cross sectional data.

These information included size of customer deppsaibn-performing loans level, and cash level
and from the notes to the accounts and the liqughip in the bank’s balance sheet. In getting
the same information, only firms that had continslgwoperated over the period 2010 to 2014

were considered in the study.

3.5 Data Analysis

Multiple regression analysis was applied to theadatexamine the effect of the various aspects
of liquidity risk on the performance of the commaldanks in Kenya. The regression model

was run from the financial reports of the bankse $tatement of financial position as well as the
statement of financial performance and their netese studied to get the data for the variables
mentioned in the model

Profitability =f (Deposits, Cash, Liquidity gap, Non performing Lean)
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The model specifically took the form;

Y = Bo + B1X1+ B2X2o + PaX3 + PaXs + BsXs5 + PeXe + ¢

Where;

Y - ROA = Net profit/Total Assets

X1 ; Customer deposits to be gotten from the liabilggton of the balance sheet of
the respective year

X2 - The total cash balance and equivalent marketgogrities in the asset section of
the balance sheet

X3 - Liquidity gap that will be obtained from thetes to the accounts that will
represent the maturity of assets and liabilities

Xa . Non-performing loans which will be taken from thiatement of financial
performance of the respective banks and the noti financial statements

Xs ) Firm Size = Log of Total Assets

Xe ; Leverage = Total debt/ Total Assets

The F- test was used to determine the significasfcthe regression while the coefficient of
determination, Rwas used to determine how much variation in Y igl@kred by X. This was

done at 95% confidence level and correlation amalyas carried out to find the direction of the
relationship between PBT and the independent Vasablhe Statistical Package for Social

Sciences (SPSS) will be used to analyze the data.
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CHAPTER FOUR

DATA ANALYSISAND INTERPRETATION

4.1 Introduction
This chapter presents analysis and findings ofréisearch. The objective of this study was to
establish the relationship between liquidity ristiddinancial performance of commercial banks

in Kenya between 2010 -2014.

4.2 Summary Statistics
The study examined the amount of customer depwsitsn a period of five years with the
objective of finding out if the customer depoditg commercial banks in Kenya impacted on

financial performance.

Table 4.1: Customer deposits

Year Amount (Ksh)

2010 28,858,373,585.00
2011 35,421,513,220.00
2012 46,773,424,042.00
2013 57,851,438,142.00
2014 66,670,096,080.00

The study established that the year 2014 recortledhighest value of customer deposits
66,670,096,080 while the year 2010 recorded theesdwalue of customer deposits of
28,858,373,585. This implied that there has beemenease in value of customer deposits over

the five year period.
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The study also sought to investigate the trendsercash balance of commercial banks in Kenya

from the year 2010 to 2014

Table 4.2: Cash Balance

Year Amount

2010 1,924,153,353.00
2011 2,877,246,616.00
2012 3,322,118,079.00
2013 4,280,042,370.00
2014 4,370,796,015.00

Based on the findings the year 2014 recorded thkeest value of cash balance 4,370,796,015
while the year 2010 recorded the lowest value shdaalance of 1,924,153,353. This implied

that there has been an increase in value of cdahdgatoo over the five year period studied.

The study sought to investigate the trends in tdpaidity gap of commercial banks in Kenya
from the year 2010 to 2014

Table 4.3: Liquidity gap

Year Amount

2010 223,409,284.00
2011 273,497,451.00
2012 380,725,539.00
2013 399,244,717.00
2014 419,083,948.00

Based on the findings the year 2014 recorded thleelst value of cash balance 419,083,948.00
while the year 2010 recorded the lowest value apfidlity level of 223,409,284. This implied

that there has been an increase in volume of lityugép too over the five year period studied.

The study sought to investigate the trends in the-performing loans of commercial banks in

Kenya from the year 2010 to 2014
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Table 4.4:Non-performing loans

Year Amount

2010 177,236,699.00
2011 122,125,774.00
2012 334,872,130.00
2013 184,846,281.00
2014 21,768,727.00

Based on the findings the year 2012 recorded tighelsi value of non-performing loans
334,872,130 while the year 2014 recorded the lowedtie of non-performing loans of

21,768,727. This implied that there has been agudar trends in the volume of non-performing
loans over the five year period studied.

The researcher sought to investigate trends in Baek(logarithm of total assets) in commercial

banks of Kenya from 2010 to 2014. The results &plalyed on table below.

Table4.5: Sizeof Firm

Median Minimum Maximum Mean
Year (000,000) (000,000) (000,000) (000,000) | Std deviation
2010 9.31 5.32 10.11 9.88 0.13
2011 10.11 6.44 11.91 10.90 0.54
2012 12.31 9.25 13.15 12.99 1.26
2013 12.41 8.47 11.54 12.33 1.13
2014 13.11 10.43 13.76 13.23 1.21

From the findings, it can be noted that the yedr42@corded the highest value for the Size of
financial Institutions as shown by a mean of vadfid3.23 while the year 2010 recorded the
lowest value for the Size of bank as shown by 9lB8&ddition, values for stardard deviation

depicts variability in Size of financial Institofis during the five-year period with the highest
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deviation of 1.26 in the year 2012 and the low8st3 in the year 2013. The findings revealed
that there have been a significant increase in 8iZenancial Institutions during the five-year

period.

0.2
0.15
0.1

0.05

2010 2011 2012 2013 2014

Seriesl

Figure4.1: Leverage Ratio

Based on the findings the year 2011 recorded thleest ratio of leverage while the year 2014
recorded the lowest value of leverage. This imptlet there has been an irregular trends in the
leverage ratios over the five year period studiee t economic crisis which was high in 2011.
The researcher sought to investigate trend&inancial performance of commercial banks of

Kenya from 2010 to 2014. The results are displayrethble below.

Table 4. 6: Descriptive Satisticson Financial performance

Y ear Median Minimum Maximum Mean Std deviation
2010 45.31 42.30 49.13 46.21 1.12
2011 55.01 44.40 62.25 54.33 1.06
2012 56.23 51.59 63.31 58.07 0.86
2013 78.31 60.34 85.16 77.44 0.61
2014 82.12 78.22 94.15 84.21 0.35
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From the findings, it can be noted that the yeatO2€ecorded the lowest value in Financial
performance, at as shown by a mean value of 46k the year 2014 recorded the highest
value Financial performance at 84.21. In additimaJues for stardard deviation depicts
variability in investment in Financial performandaring the five —year period. The findings
revealed that there have been a significant inereaBinancial performance during the five-year

period.

4.3 Correlation

The Karl Pearson’s product-moment correlation wseduo analyse the association between the
independent and the dependent variables. The Peprsduct-moment correlation coefficient
(or Pearson correlation coefficient for short) immaasure of the strength of a linear association
between two variables and is denoted by r. ThesBaacorrelation coefficient, r, can take a

range of values from +1 to -1.

A value of 0 indicates that there is no associabetween the two variables. A value greater than
0 indicates a positive association, that is, asréthee of one variable increases so does the value
of the other variable. A value less than O indisatenegative association, that is, as the value of
one variable increases the value of the other blariadecreases. Pearson’s Correlation

Coefficient was carried out and the results obthare presented in table below
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Table4.7: correlation

S < o c
o c = = LE -
E = _‘3 *? e = g
ow ie) = © T
< B2 @ 3 ¢£€E g =
©) =) @ g oo 0 = @
o Oo O O Z2 a0 n —
pearson 1 659 .609" 048" -139" 767"  -.0438
Correlation
ROA
Pearson 659 1 016 158 .103 .293 016
Correlation
Customer deposits
Pearson 609" .016 1 077 021 168  .73T
Correlation
Cash balance
pearson .048" 158 077 1 820" 583"  .078
Correlation
Liquidity gap
Pearson -139" 103 .021 .820" 1 -580"  -.022
Correlation
Non-performing loans
Pearson 767" 293 168 -583° -580" 1 170
Correlation
Size of Firm
Pearson -0438 .016 .731" 078 .022 170 1
Correlation
leverage

Source: Research findings (2015)
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On the correlation of the study variable, the res®ar conducted a Pearson moment correlation.
from the finding in the table above, the study fdtinat there was positive correlation coefficient
between return on assets and customer deposig)aa by correlation factor of 0.659, this
relationship was found to be statistically sigrafit as the significant value was 0.001 which is
less than 0.05, the study found strong positiveetation between return on assets and cash
balance as shown by correlation coefficient of 8,6@he significant value was 0.000 which is
less than 0.05, the study found a weak positiveetation between return on assets and
liquidity gap as shown by correlation coefficierft @048, the study found that there was
negative correlation coefficient between returragaets and non-performing loans, as shown by
correlation factor of -0.139, this relationship svound to be statistically significant as the
significant value was 0.000 which is less than Q.0 study found positive correlation between
return on assets and size of firm as shown byetairon coefficient of 0.767, the significant
value was 0.003 which is less than 0.05, the stadgd a negative correlation between return

on assets and financial leverage as shown bgletion coefficient of -.0438.

The findings concur with franks and Curswoth, (200810 found out that strong positive
correlation between return on assets and sizerof fThe findings further agree with ayodele
(2011) who found out that strong positive correiatbetween customer deposits and return on

assets.

4.4 Estimated or Empirical M odel
In this study, a multiple regression analysis waisduicted to test the influence among predictor

variables. The research used statistical packagsofoal sciences (SPSS V 21.0) to code, enter
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and compute the measurements of the multiple reigres The model summary are presented in

the table below

Table 4.8: Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate
1 877 .769 127 .0193

Adjusted R squared is coefficient of determinatidmch tells us the variation in the dependent
variable due to changes in the independent varidbyl@m the findings in the above table the
value of adjusted R squared was 0.769 indicatia tihhere was variation of 76.9 percent on
financial performance of commercial banks due tangfes in customer deposits, cash balance
liquidity gap, non-performing loans, size of firamd leverage at 95 percent confidence interval.
This shows that 76.9 percent changes in finanaalopmance of commercial banks could be
accounted to changes in customer deposits, casimdealiquidity gap, non-performing loans,
size of firm, and leverage. R is the correlatioeftioient which shows the relationship between
the study variables, from the findings shown in thble above there was a strong positive

relationship between the study variables as shonh B77.

The study further tested the significance of theleidy use of ANOVA technique. The findings

are tabulated in table below.

Table 4.9: Summary of One-Way ANOVA results

Model Sum of Squaredf Mean Square F Sig.
Regression 71.9 4 17.975 9.679 .000
1 Residual 72.288 39 1.8535
Total 144,188 43

Critical value = 2.56
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From the ANOVA statics, the study established #gression model had a significance level of
.000 which is an indication that the data was idealmaking a conclusion on the population

parameters as the value of significance (p-valugd less than 5%. The calculated value was
greater than the critical value (9.679>2.56) anicaibn customer deposits, cash balance
liquidity gap, non-performing loans, size of firgnd leverage all have a significant effects on
return on assets of commercial banks in Kenya. 3Jigeificance value was less than 0.05

indicating that the model was significant.

In addition, the study used the coefficient taldedétermine the study model. The findings are

presented in the table below.

Table 4.10:; Coefficients

Model Unstandardized  Standardizedt Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) 201 .094 239 2.138 .000
Customer deposits 425 136 401 3.125 .011
Cash balance 367 126 346 2913 .016
Liquidity gap .047 122 .010 0.385 .014
Non-performing loans -036 .104 -.053 -3.471 .018
Size of the Bank 697 125 579 5.576 .008
leverage -043 121 -.0302 -3.565 .0350

Sour ce: Resear ch findings (2015)

As per the SPSS generated output as presentetdlenabove, the equatiory (= fo + p1X1 +

B2X2 + B3X3 + PaXat BsXs + BsXe + €) becomes:

Y=0.201+0.425 X 1+ 0. 367X+ 0.047X3-0.361X4 + 0.697X5-0.043X¢
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From the regression model obtained above, a uaiigh in customer deposits holding the other
factors constant would lead to increase in returrassets by a factor of 0.425, a unit change in
Cash balance while holding the other factors coist@uld an increase in return on assets by
a factor of 0.367, a unit change in Liquidity gagile holding the other factors constant would
lead to an increase in return on assets by arfa¢t0.047, a unit change in non-performing
loans, while holding the other factors constant Molead to an decrease in return on assets by
a factor of 0.036, a unit change in size of thefhile holding the other factors constant would
lead to an increase in return on assets bytarfat0. 697. A unit change in financial leverage
while holding the other factors constant would |éa decrease in return on assets by a factor

of 0.043.

The analysis was undertaken at 5% significancel.l&\Jee criteria for comparing whether the
predictor variables were significant in the modekvthrough comparing the obtained probability
value anda=0.05. If the probability value was less thanthen the predictor variable was
significant otherwise it wasn'’t. All the predicteariables were significant in the model as their

probability values were less tharn0.05.

The findings above conform to findings by Uzheg@2810) that size of the bank is directly
related to financial performance, the findings agnwith Carter and Rogers (2006) who found
out that customer deposits is positively relatethweturn on assets. The findings also concur
with and Humphrey (1992) that non-performing loaas lead to efficiency problem for banking
sector. DeYoung and Whalen (1994), found thatrfgilbanks tend to be located far from the
most-efficient frontier because banks don’t optienizeir portfolio decisions by lending less than

demanded. What’s more, there are evidences that @weng banks that do not fail, there is a
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negative relationship between the non-performirapm$éoand performance efficiency (Kwan and

Eisenbeis (1994), Hughes and Moon (1995), Resg))9

4.5 Discussion of the Findings

On the correlation analysis the study found thardéhwas positive correlation coefficient
between return on assets and customer deposig)aa by correlation factor of 0.659, this
relationship was found to be statistically sigrafit as the significant value was 0.001 which is
less than 0.05, the study found strong positiveetation between return on assets and cash
balance as shown by correlation coefficient of 8,6@he significant value was 0.000 which is
less than 0.05, the study found weak positiveetation between return on assets and liquidity
gap as shown by correlation coefficient of 0.048e study found that there was negative
correlation coefficient between return on assetd aon-performing loans, as shown by
correlation factor of -0.139, this relationship svMound to be statistically significant as the
significant value was 0.000 which is less than Q.0fe study found positive correlation between
return on assets and size of firm as shown byetairon coefficient of 0.767, the significant
value was 0.003 which is less than 0.05, the stadgd a negative correlation between return

on assets and financial leverage as shown bglation coefficient of -0.0438.

From the findings Adjusted R squared is coefficieihtletermination which tells us the variation
in the dependent variable due to changes in theperdent variable. From the findings in the
above table the value of adjusted R squared wa&¥ (r@@lication that there was variation of 76.9
percent on financial performance of commercial Isadlie to changes in in customer deposits,
cash balance, liquidity gap, non-performing loasige of firm, and leverage at 95 percent

confidence interval. This shows that 76.9 percdr@nges in return on assets of commercial
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banks could be accounted to changes in customerysdepcash balance liquidity gap, non-
performing loans, size of firm, and leverage. Rhis correlation coefficient which shows the
relationship between the study variables, fromfih@ings shown in the table above there was a

strong positive relationship between the studyaldes as shown by 0. 877.

From the ANOVA statics, the study established #gression model had a significance level of
0.000 which is an indication that the data waslifl@amaking a conclusion on the population

parameters as the value of significance (p-valugd less than 5%. The calculated value was
greater than the critical value (9.679>2.56) anicaiibon customer deposits, cash balance
liquidity gap, non-performing loans, size of firgnd leverage all have a significant effects on
return on assets of commercial banks in Kenya. 3Jigaeificance value was less than 0.05

indicating that the model used was significant.

4.6 Summary

This chapter presented analysis and findings ofesearch. The objective of this study was to
establish the relationship between liquidity risiddinancial performance of commercial banks
in Kenya between 2010 -2014. It was establishetlalhahe measures of liquidity risk analysed
(including customer deposits, cash balance, ligquiglap, non-performing loans, size of firm, and

leverage) have a significant effects on financefgrmance of commercial banks in Kenya.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction
This chapter presents summary of the study findimgsclusion and recommendations. The
objective of this study was to establish the rel&hip between liquidity risk and financial

performance of commercial banks in Kenya betweer®20014.

5.2 Summary of the Findings

The study investigated the trends in customer deposash balance, liquidity gap, non-
performing loans, size of firm, and leverage conuia¢ranks in Kenya between 2010 -2014.
The study established that there has been an seirasalue of customer deposits over the five
year period. According to Elyor (2009) this increthevas attributed to the increased usage in
mobile banking that enables customers to accesk barvices at their convenience using
internet resources. This has however led to areas& in customer deposits among commercial

banks in Kenya.

The findings also indicated that increase in vabfiecash balance over the five year period
studied. In addition it was established that tHeas been an increase in volume of liquidity gap
in commercial banks of Kenya over the five yeaiquestudied. The findings revealed that there
have been a significant increase in Size of fironsnd) the five-year period. The study found that
the year 2012 recorded the highest value of nofepeing loans while the year 2014 recorded
the lowest value of non-performing loans. This iiglthat there has been an irregular trends in

the volume of non-performing loans over the fivaryperiod studied. Based on the findings the
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year 2011 recorded the highest ratio of leveragéewte year 2014 recorded the lowest value of
leverage. This implied that there has been anutaedgrends in the leverage ratios over the five

year period studied.

The study found that there was positive correlatoefficient between return on assets and
customer deposits, cash balance and size of film Study found a weak positive correlation
between return on assets and liquidity gap. It established that low levels of liquidity gap
affected the banks financial performance positivghile high levels of liquidity affected the
ROA in banks negatively. The study found that ¢haras negative correlation coefficient

between non-performing loans, financial leverage raturn on assets.

The study also found that leverage (total debtsgets) and liquidity gap have a negative impact
on return on assets. These results are consisténth& previous studies. Abor (2007) concluded
that ratio of assets to liabilities and capitatisture, especially long term and debt ratios have a
negative effect on performance of SMEs. There alse been some other studies that have
proved empirical evidence supporting this negatelationship between debt levels and ROA

(Cassar& Holmes, 2003; Kyereboah-Coleman, 200vaS#008).

Adjusted R squared is coefficient of determinatidmch tells us the variation in the dependent
variable due to changes in the independent varidbylam the findings in the above table the
value of adjusted R squared was 0.769 indicatia tihhere was variation of 76.9 percent on
financial performance of commercial banks due tangfes in customer deposits, cash balance
liquidity gap, non-performing loans, size of firamd leverage at 95 percent confidence interval.
This shows that 76.9 percent changes in finanaalopmance of commercial banks could be
accounted to changes in customer deposits, casimdealiquidity gap, non-performing loans,
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size of firm, and leverage. R is the correlatioefioient which shows the relationship between
the study variables, from the findings shown in thble above there was a strong positive

relationship between the study variables as shonh B77.

From the ANOVA statics, the study established #gression model had a significance level of
.000 which is an indication that the data was idealmaking a conclusion on the population
parameters as the value of significance (p-valugd less than 5%. The calculated value was
greater than the critical value (9.679>2.56) anicaibn customer deposits, cash balance
liquidity gap, non-performing loans, size of firgnd leverage all have a significant effects on
return on assets of commercial banks in Kenya. Sigaeificance value was less than 0.05

indicating that the model was significant.

From the regression model obtained above, a uangh in customer deposits holding the other
factors constant would lead to increase in returrassets by a factor of 0.425, a unit change in
cash balance while holding the other factors contstemuld an increase in return on assets by
a factor of 0.367, a unit change in liquidity gahile holding the other factors constant would
lead to an increase in return on assets by arfaft0.048, a unit change in non-performing
loans, while holding the other factors constant Molead to an decrease in return on assets by
a factor of 0.036, a unit change in size of thefwhile holding the other factors constant would
lead to an increase in return on assets bytarfat0. 697. A unit change in financial leverage
while holding the other factors constant would léac decrease in return on assets by a factor

of 0.043.

The study noted that liquidity of banks was onettd major determinants of Kenyan banks

profitability. This is the case because adequapaidity helps the bank minimize liquidity risk
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and financial crises. The bank can absorb any plesanforeseen financial position. The effect
on profitability is higher when the liquid assete aot held exclusively, because exclusive
liquid assets have no or little interest grating capacity. Also the opportunity cost of
holding low return assets would eventually outweilga benefit of any increase in the banks

liquidity resiliency as perceived by funding maskdvlashhad (2012).

5.3 Conclusion

Liquidity problems may adversely affect a given ldarearnings and capital. Under extreme
circumstances, it may cause the collapse of amwibe solvent bank. A bank having liquidity

problems may experience difficulties in meeting dlemands of depositors. However, this
liquidity risk may be mitigated by maintaining siefént cash balance, raising customer deposit
base, decreasing the liquidity gap, financial lages and NPLs. Adequate cash reserves will
decrease the bank's reliance on the repo market.wih reduce the cost associated with over

the night borrowing. Moreover, it will also helpetbanks to avoid fire sale risk.

The findings established that banking environmentKenya has, for the past five years
undergone many regulatory and financial reformse $tudy concludes that commercial banks
dominate the financial sector in Kenya andsash the process of financial intermediation in
the country depends heavily on commercial banksni@ercial banks are affected by both the
external and internal factors. Bank-specific fagtorcluding customer deposits, cash balance
liquidity gap, non-performing loans, size of firrand leverage have a statistically significant
impact on liquidity hence affecting the performandde study further concludes that in a
country where the financial sector is dominant dayure in the sector has an immense

implication on the economic growth of the countnedo the fact that any bankruptcy that could
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happen in the sector has a contagion effect thaezd to bank runs, crises and bring overall

financial crisis and economic tribulations.

Liquidity risk not only affects the performanceabank but also its reputation. A bank may lose
the confidence of its depositors if funds are moety provided to them. The bank's reputation
may become at stake in this situation. In addit@rthis, a poor liquidity position may cause

penalties from the regulator. Therefore, it becormeperative for a bank to keep a sound
liquidity arrangement. Based on the findings liquidisk has become a serious concern and
challenge for the modern era banks. High compaetitay consumer deposits, a wide array of
funding products in wholesale and capital markeith viechnological advancements have

changed the funding and risk management strucflkietér, 2007).

Based on the findings the study concludes thattprafe a necessity and a goal for many firms.
Profits are not only a result, but alsonacessity for successful banking in a period of
growing competition on financial markets. Profittiee essential prerequisite of a competitive
banking institution and the cheapest source ofisuBank profits provide an important source
of equity especially if re-invested into the busiseThis should lead to safe banks, and as such

high profits could promote financial stability.

It is imperative for the bank's management to barawof its liquidity position in different
buckets. This will help them in enhancing theirastment portfolio and providing a competitive
edge in the market. It is the utmost priority diank's management to pay the required attention
to the liquidity problems. These problems should gremptly addressed, and immediate

remedial measures should be taken to avoid theeqoesices of illiquidity.
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5.4 Recommendation for Policy

Liquidity risk arises from a bank's inability to etats obligations when they come due without
incurring unacceptable losses. This risk can aéleedfect both bank's earnings and the capital.
Therefore, it recommends that bank’s managemenildhensure the availability of sufficient

funds to meet future demands of providers and s, at reasonable costs.

The study found that liquidity has a significanteet on profitability, however when liquid
assets are held exclusively they generate littlammterest at all. The study recommends that
banks should maintain adequate liquidity levelsugioin the form of short term marketable
securities in order to realize profits for the bank

A bank having good asset quality, strong earnings sufficient capital may fail if it is not
maintaining adequate liquidity. The study recomnsetitht banks should be equipped to deal
with the changing monetary policy that shapes therall liquidity trends and the banks' own

transactional requirements and repayment of skort borrowing.

Based on the findings the study recommends thatliaypon diversification should be put in
place to avoid relying more on traditional bankhatges. A policy that encourages commercial
banks to engage in Non-interest income activitiesesnon-interest income has a positive impact
on bank performance. However, the regulatory aitthehould come in and homogenize prices
of such activities in order to protect bank cliefitsm being exploited. The policy instruments
should allow commercial banks to manage Non-bamlanitial assets and intermediaries,
including insurance products and underwriting.

The banks should stretch the accounts payableasdh®y can reduce the cash conversion cycle

period. Banks can improve their liquidity by incsea the number of day’s accounts are payable
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in as far as they do not strain their relationshipth the creditors and reducing the cash

conversion cycle up to an optimal level.

5.5 Limitation of the Study

The study used multiple regression analysis dugh¢onature of the study, yet it possesses
assumptions which may not hold oftéme study was limited to 43 commercial in Kenya study

was limited to five year period from year 2010 ®ay 2014. The study was limited to secondary data,
which was collected from financial annual reportsalb the respective banks from the NSE and in the

CBK website.

The research considered the influence of liquidityfinancial performance of commercial banks
in Kenya. However, there are other factors thathinlge significantly influencing the financial

performance of these institutions. Assuming thefluence to the financial performance while
taking liquidity as the only factor effecting pemitance would hinder the understanding of the

financial performance determinants in the sector.

The study was also limited to the commercial baogsrating in Kenya only whereas other
financial institutions are also affected in theiraincial performance by the liquidity. This makes
the results of the study not generalizable to thanicial sector since these institutions make part

of a larger financial sector thus cannot be usegpeesentation of the entire sector

5.6 Recommendation for Further Areasof Study
The current study investigated the relationshipvieen liquidity risk and financial performance
of commercial banks in Kenya between for periofived years. Further areas of study should be

focus on a longer time span, probably 20 to 30s/eBis would clarify whether the observed
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relationship changes over the years. Such a stumydncall for advanced econometric and
statistical analysis such as time series and matalanalysis.

A more detailed study should be undertaken thaedaikto consideration various factors
influencing financial performance of financial itstions. Considering other factors in research
would give the extent of each factor's influenced adetermination of the significantly

influencing factor. This would also involve measgri financial performance with the

profitability of the institutions.

Further research should also be undertaken whialiduvaclude firms in various sectors of the
economy and compare the different experienceseattdatthese institutions due to the influence
of the studied factors. This would aid in makingng&al recommendations that would be

employed by relevant authorities to ensure efficyein financial performance of firms.

Also it would be really interesting to execute alifative research in order to answer how the
firms’ managers observe the relationship of liglyidind profitability that is if they observe a

dilemma between these two financial indicatorsheytthink they are interdependent.
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APPENDIX I: LIST OF COMMERCIAL BANKS

ABC Bank (Kenya)

Bank of Africa

Bank of Baroda

Bank of India

Barclays Bank

CFC Stanbic Bank

Chase Bank (Kenya)

Citibank

© © N o g bk w N

Commercial Bank of Africa

10.Consolidated Bank of Kenya

11.Cooperative Bank of Kenya

12.Credit Bank

13.Development Bank of Kenya

14.Diamond Trust Bank

15. Dubai Bank Kenya

16. Ecobank

17.Equatorial Commercial Bank

18. Equity Bank

19. Family Bank

20. Fidelity Commercial Bank Limited

21.GT Bank

22.First Community Bank

23.Giro Commercial Bank

24.Guardian Bank

25. Gulf African Bank
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26.Habib Bank

27.Habib Bank AG Zurich

28.1&M Bank

29.Imperial Bank Kenya

30.Jamii Bora Bank

31.Kenya Commercial Bank

32.K-Rep Bank

33.Middle East Bank Kenya

34.National Bank of Kenya

35.NIC Bank

36. Oriental Commercial Bank

37.Paramount Universal Bank

38.Prime Bank (Kenya)

39. Standard Chartered Kenya

40.Trans National Bank Kenya

41.United Bank for Afric&

42 Victoria Commercial Bank

Source: Central Bank of Kenya (2014)
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DIAMOND
TRUST BANK

HFCK

YEAR

2010

2011

2012

2013

2014

2010

2011

2012

2013

2014

CUSTOMER
DEPOSITS

32,689,208.00
36,274,080.00
44,903,973.00
55,772,275.00

72,505,118.00

10,088,797.00
12,232,645.00
15,945,317.00
18,671,586.00

22,968,209.00

APPENDIX II: DATA USED

CASH
BALANCES

2,120,539.00
2,264,047.00
3,345,349.00
4,420,715.00

5,348,310.00

186,880.00
319,835.00
420,377.00
384,034.00

1,454,346.00

56

LIQUIDITY
GAP

5,421,470.00
8,355,743.00
15,155,670.00
19,722,355.00

25,559,789.00

723,334.00
419,931.00
420,390.00
6,118,820.00

6,453,339.00

PROVN FOR
NON
PERFOMING
LOANS

190,527.00
295,682.00
557,854.00
588,789.00

984,696.00

98,747.00

225,487.00
238,445.00
186,297.00

197,766.00

LEVERAGE PBT

1.93

1.05

0.71

2.52

1.45

0.05

0.13

0.13

0.43

0.40

654,980.00
798,567.00
890,345.00
990,452.00

845,980.00

450,258.00
650,235.00
949,200.00
845,250.00

975,250.00



EQUITY BANK

KENYA
COMMERIAL
BANK

CFC STANBIC
BANK

2010

2011

2012

2013

2014

2010

2011

2012

2013

2014

2010

2011

2012

48,977.00
65,825.00
95,204.00
125,492.00

142,386.00

109,844,869.00
163,029,350.00
196,974,651.00
210,173,514.00

223,493,278.00

67,975,073.00
61,474,379.00

71,425,115.00

12,018.00
10,004.00
11,747.00
19,130.00

35,467.00

13,284,166.00
19,870,878.00
26,997,823.00
20,138,633.00

18,908,695.00

6,289,827.00
4,606,140.00

5,444,892.00
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4,838.00
608.00
11,848.00
16,778.00

5,320.00

73,107,320.00
87,381,529.00
142,755,383.00
116,024,849.00

114,357,710.00

17,710.00
101,343.00

18,914.00

875.00
880.00
1,558.00
1,533.00

1,456.00

2,836,050.00
314,961.00
875,411.00
426,371.00

1,610,710.00

226,622.00
699,449.00

32,153.00

0.38

0.33

0.25

0.35

0.57

0.05

0.11

0.06

0.58

0.07

0.14

0.33

0.51

2,800.00
4,525.00
7,890.00
9,458.00

12,580.00

4,892,450.00
6,945,026.00
9,256,209.00
10,256,583.00

13,950,453.00

648,520.00
690,780.00

750,586.00



STANDARD
CHATERED
BANK

CO-OPERATIVE
BANK

NIC BANK

2013

2014

2010

2011

2012

2013

2014

2010

2011

2012

2013

2014

2010

74,007,134.00

74,906,763.00

76,898,456.00
86,773,652.00
100,504,065.00
122,323,049.00

140,524,846.00

65,934,453.00
91,552,508.00
124,012,039.00
142,704,593.00

162,267,227.00

34,277,654.00

7,104,647.00

23,366,583.00

7,380,062.00
7,728,872.00
8,210,822.00
12,005,054.00

13,575,454.00

6,512,684.00
8,551,464.00
14,033,477.00
14,151,043.00

22,214,066.00

3,373,118.00

58

98,540.00

56,900.00

69,487,996.00
90,075,280.00
102,240,374.00
115,811,022.00

117,374,139.00

41,238,810.00
46,901,988.00
68,612,675.00
84,001,735.00

88,987,456.00

6,422,680.00

652,853.00

635,429.00

365,349.00
474,936.00
332,321.00
412,739.00

716,650.00

403,262.00
628,384.00
798,666.00
709,903.00

999,882.00

361,712.00

1.19

1.00

0.19

0.08

0.12

0.27

0.31

0.28

0.16

0.37

0.19

0.54

1.02

870,890.00

1,245,690.00

3,450,760.00
3,608,905.00
5,790,654.00
7,457,901.00

8,560,345.00

2,590,543.00
2,985,345.00
3,245,950.00
5,120,645.00

6,456,970.00

845,900.00



MIDDLE EAST
BANK

NATIONAL
BANK

2011

2012

2013

2014

2010

2011

2012

2013

2014

2010

2011

2012

2013

2014

36,977,360.00
45,317,661.00
66,293,053.00

83,379,576.00

2,021,995.00
1,892,995.00
2,527,249.00
2,702,760.00

3,906,537.00

34,277,654.00
41,995,446.00
47,804,607.00
56,728,163.00

55,191,425.00

3,272,688.00
4,064,614.00
4,764,626.00

5,963,269.00

123,409.00
173,508.00
199,529.00
271,992.00

1,031,375.00

3,373,118.00
7,888,863.00
4,845,862.00
5,564,998.00

5,460,991.00

59

6,459,697.00
13,086,307.00
18,979,385.00

31,243,041.00

69,626.00
55,545.00
382,930.00
688,138.00

265,685.00

6,422,608.00
6,788,330.00
8,518,647.00
6,794,498.00

7,019,002.00

463,484.00
316,640.00
249,166.00

265,264.00

38,525.00
8,959.00
385.00
8,322.00

15,391.00

361,712.00
145,320.00
362,653.00
692,423.00

725,626.00

0.20

0.16

0.52

1.05

0.28

0.15

0.21

0.22

0.29

0.08

0.07

0.07

0.05

0.06

945,750.00
1,254,890.00
2,480,370.00

3,107,450.00

29,983.00
43,518.00
105,520.00
92,460.00

150,825.00

(1,544,305.00)
240,640.00
489,035.00
956,950.00

1,250,564.00



DUBAI BANK

CHASE BANK

BANK OF
AFRICA

2010

2011

2012

2013

2014

2010

2011

2012

2013

2014

2010

2011

2012

2013

1,031,794.00
986,200.00

1,211,409.00
1,560,914.00

1,445,978.00

7,146,814.00

10,116,828.00
16,880,006.00
24,923,911.00

36,506,005.00

8,700,784.00
12,405,181.00
19,784,311.00

23,986,396.00

145,313.00
185,106.00
186,641.00
273,664.00

290,820.00

1,317,113.00
911,575.00

1,479,404.00
2,647,808.00

5,698,050.00

902,371.00
1,157,535.00
1,806,977.00

2,889,002.00

60

159,098.00
509,768.00
498,552.00
358,120.00

769,034.00

2,480,248.00
1,345,511.00
460,088.00

2,451,523.00

95,168.00

1,959,290.00
338,265.00
4,231,766.00

1,345,620.00

107,312.00
84,899.00
60,818.00
81,603.00

113,790.00

35,861.00
11,951.00
6,686.00

96,349.00

143,797.00

50,455.00
45,302.00
10,174.00

39,303.00

3.43

2.37

1.62

0.30

0.43

0.30

0.31

0.33

0.18

2.11

0.54

0.37

1.03

0.95

9,250.00

18,480.00
33,192.00
20,770.00

39,156.00

102,568.00
158,630.00
178,960.00
150,780.00

240,658.00

258,630.00
310,650.00
370,654.00

584,560.00



PARAMOUNT

BANK

GIRO BANK

CREDIT BANK

2014

2010

2011

2012

2013

2014

2010

2011

2012

2013

2014

2010

2011

2012

33,099,546.00

3,123,480.00
3,512,356.00
3,562,380.00
3,673,838.00

4,156,090.00

5,127,130.00
5,943,974.00
8,308,000.00
10,069,206.00

10,419,779.00

2,990,680.00
3,125,065.00

3,258,488.00

6,147,146.00

245,905.00
564,750.00
437,542.00
213,377.00

435,893.00

327,574.00
424,909.00
591,670.00
94,096.00

103,713.00

766,245.00
500,782.00

258,198.00

61

987,500.00

268,210.00
250,651.00
272,052.00
359,997.00

404,155.00

1,356,727.00
1,708,421.00
2,699,634.00
1,944,703.00

2,160,405.00

1,035,890.00
8,790,345.00

773,662.00

86,437.00

22,879.00
30,568.00
26,701.00
10,255.00

12,565.00

26,281.00
13,824.00
28,980.00
11,324.00

96,925.00

125,690.00
115,675.00

111,832.00

0.73

1.15

1.05

0.10

0.07

1.25

1.15

1.03

0.57

0.45

0.26

0.98

0.95

0.80

468,900.00

150,822.00
180,941.00
280,873.00
112,802.00

184,245.00

125,608.00
185,083.00
634,334.00
782,495.00

828,952.00

38,167.00
46,182.00

33,612.00



ABC BANK

PRIME BANK

DEVELOPMENT
BANK OF KENYA

2013

2014

2010

2011

2012

2013

2014

2010

2011

2012

2013

2014

2010

2011

3,937,417.00

4,189,050.00

6,679,056.00
7,180,331.00
8,305,790.00
10,690,542.00

11,056,798.00

15,617,394.00
19,987,650.00
25,430,551.00
28,763,569.00

30,235,990.00

2,231,147.00

2,411,091.00

3,266,880.00

2,856,902.00

678,345.00
558,808.00
674,415.00
500,756.00

456,244.00

1,343,984.00
1,446,990.00
1,686,371.00
1,957,264.00

2,245,680.00

167,545.00

163,988.00

62

1,517,200.00

1,345,905.00

815,972.00
480,404.00
1,194,361.00
1,489,203.00

1,342,967.00

347,286.00
620,670.00
4,468,858.00
1,234,437.00

3,892,450.00

49,613.00

92,721.00

57,859.00

67,453.00

70,453.00
68,544.00
40,427.00
65,548.00

59,354.00

145,001.00
145,990.00
145,435.00
197,690.00

200,459.00

46,383.00

67,440.00

0.75

0.57

0.23

0.18

0.20

0.14

0.13

0.20

0.43

0.02

0.22

0.23

5.43

11.03

51,282.00

69,483.00

230,125.00
243,525.00
476,689.00
501,245.00

528,645.00

460,360.00
684,950.00
769,630.00
1,068,367.00

1,650,185.00

169,199.00

189,275.00



&M BANK

FIDELITY BANK

2012

2013

2014

2010

2011

2012

2013

2014

2010

2011

2012

2013

2014

4,105,025.00 356,242.00
4,635,590.00 452,270.00
5,003,894.00 490,267.00
28,354,656,664.001,873,640,881.00
34,799,004,763.002,813,885,369.00
45,994,961,254.003,243,399,025.00
56,943,705,296.004,194,306,060.00
65,640,244,868.004,247,943,202.00
3,778,058.00 273,271.00
4,888,219.00 952,893.00
7,204,224.00 722,285.00
8,352,881.00 850,211.00
8,256,790.00 835,224.00

63

98,235.00
104,890.00

115,652.00

6,371,667.00
7,483,906.00
3,683,826.00
3,776,643.00

7,285,571.00

1,174,011.00
1,101,998.00
1,643,753.00
1,755,992.00

1,876,930.00

67,942.00
62,855.00

70,258.00

171,532,724.00
117,338,754.00
330,282,426.00
179,882,130.00

14,167,545.00

16,562.00
40,655.00
116,221.00
180,290.00

198,430.00

10.87

9.54

11.86

1.08

0.72

0.63

1.02

0.82

0.62

261

2.47

2.55

2.43

235,623.00
385,948.00

465,948.00

689,450,500.00
569,045,600.00
890,258,450.00
919,054,050.00

1,290,348,750.00

35,485.00
52,007.00
376,588.00
485,192.00

568,485.00



BARCLAYS
BANK

TRANS
NATIONAL
BANK

ORIENTAL
BANK

2010

2011

2012

2013

2014

2010

2011

2012

2013

2014

2010

2011

2012

126,408.00
125,869.00
123,826.00
124,207.00

137,915.00

172,450.00

1,844,938.00

3,010,470.00

5,241,741.00

6,451,636.00

1,314,414.00

2,011,798.00

3,266,148.00

13,695.00
9,751.00

13,131.00
12,212.00

16,486.00

348,261.00
244,764.00
378,979.00
590,497.00

849,079.00

307,175.00
267,093.00

429,510.00

64

73,888.00
98,372.00
102,381.00
97,631.00

110,504.00

245,785.00
158,334.00
1,457,397.00
1,479,693.00

2,499,944.00

367,820.00
412,820.00

424,840.00

1,282.00
513.00
1,200.00
729.00

144.00

35,268.00
33,600.00
61,545.00
64,224.00

50,663.00

36,696.00
9,838.00

50,112.00

0.91

0.70

1.71

1.78

1.86

0.57

2.00

1.73

0.14

0.93

0.05

0.22

7,814.00
9,842.00
13,553.00
12,013.00

11,492.00

0.98 115,792.00

136,184.00
158,582.00
294,928.00

385,192.00

68,219.00
47,330.00

79,412.00



ECO BANK

CONSOLIDATED
BANK

2013

2014

2010

2011

2012

2013

2014

2010

2011

2012

2013

2014

3,694,362.00

4,806,224.00

8,341,460.00

10,818,797.00
16,493,841.00
16,566,403.00

21,475,301.00

3,278,716.00
4,881,920.00
8,008,438.00
12,010,250.00

13,324,851.00

363,033.00

764,759.00

631,856.00
792,521.00
1,452,745.00
1,590,645.00

2,884,485.00

387,998.00
493,483.00
670,452.00
1,209,723.00

1,419,509.00

65

280,271.00

129,267.00

2,273,470.00
1,659,614.00
5,702,185.00
9,789,850.00

1,770,215.00

1,513,917.00
1,905,657.00
1,810,811.00
3,002,824.00

2,975,900.00

45,390.00

3,723.00

36,635.00
757,782.00
227,956.00
40,347.00

176,715.00

63,836.00
102,897.00
117,589.00
81,989.00

167,599.00

0.21

0.20

0.17

0.22

0.07

0.10

0.30

0.26

0.44

0.48

0.49

0.38

86,502.00

120,415.00

43,877.00
61,073.00
11,637.00
169,740.00

210,080.00

178,256.00
(125,840.00)
178,256.00
458,250.00

650,145.00



