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Abstract

Commercial banks have pivotal role in economic development. They not only create wealth but also, the
custodian of resources mobilization and allocation. Global business environment has amplified the need for
effective corporate governance which maximizes shareholder wealth and minimize possibilities of financial
distress. Corporate governance aids with the protection of investors’ interest against stakeholders and
management exploitation. Board members have critical role in enhancing clarity on their role in company’s
management through monitoring and advising chief executive officers. Successful governance is reflected in
quality of financial and non-financial performance. Investment confidence is dependent on financial health
situation of a firm. The specific objectives for the study were: to determine the relationship between ownership
structure, board structure, audit committee and independent directorship and financial distress of commercial
banks listed at Nairobi Securities Exchange, Kenya. The study was based on agency theory, information
asymmetry theory and signalling hypothesis. Correlation research design was adopted. A Census study of 11
listed commercial banks was adopted. Secondary data was collected for the period 2011 to 2018. Panel
regression analysis, correlation analysis and descriptive statistics were used to analyse data which was
presented in tables, graphs and figures. The study found a positive and significant relationship between
ownership structure and financial distress (8 = 0.458, p-value = 0.000). Board structure had a positive and
significant relationship with financial distress (8 = 0.054, p-value = 0.00). Moreover, the study established a
positive and insignificant relationship between audit committee structure and financial distress (8 = 0.021, p-
value = 0.086). The study further found a positive and insignificant relationship between independent
directorship and financial distress (= 0.216, p-value = 0.078). The study recommends that the government
(through the relevant regulatory agencies) should regularly update listed company’s guidelines on governance
to enhance transparency. Current and potential investors should be guaranteed of sustainable investment
opportunity through healthy corporate governance practices. Since their goals differs and may be attributed to
demographic characteristics and behavioral attributes calls for exercise of caution on issues that may trigger
financial distress.
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I. Introduction and Background

Though financial system comprises of heterogeneous players such as insurance and investment banks,
commercial banks have pivotal contribution in achievement of their goals and objectives (Olalekan & Adeyinka,
2013). In addition, they argued that healthy commercial banks are congruent to sustainable and stable economic
development. Poudel (2012) posited for development of robust risk management strategies which would aid in
achievement of high performance and boost in investor’s confidence due to decline in cases of bank panic and
run. Board characteristics causality with corporate governance has a fundamental value. According to Bredart
(2014), board of directors have value contribution on sustainability and survival chances of corporate entities
since they are delegated to oversee their operations. Corporate governance principles must be fully adopted to
mitigate possibilities of financial distress. According to Fernandes (2005), corporate policy documents should be
aligned with acceptable governance principles which eliminate likelihood of financial distress. This mirrored
conclusion by Eyenubo (2013) who argued that appointments of board of governance in corporation minimized
agency costs and was contingent to decreased chances of accounting malpractices which was dominant in
institutions with weak governance.

Board characteristics are unique characteristics describing those mandated in management of corporate
entities. They include age, education qualifications, gender, board structure like board size, gender diversity and
board tenure (Mwengei & Kosgei, 2017). Empirical scholars have documented that these features have an
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impact on corporation performance (Breadart, 2014). Despite there being several board characteristics, the
current study limited its investigation on relationship between ownership structure, board size, audit committee
structure and independent directorship. The ownership structure was represented by the shareholding owned by
top ten shareholders (Ayoola & Obokoh, 2017). The average of board tenure in listed banks was employed to
represent the board structure (Bredart, 2014). Audit committee structure was operationalized as the average
attendance of meetings per annum by audit committee members of listed commercial banks (Muhama, 2015).
Independent directorship was the proportion of non-executive directors (Witiastuti & Suryandari, 2016).

Financial distress refers to the inability of a corporation to pay financial dues as they fall due or
meeting them with challenges such as delays, or alteration of credit terms and conditions (Miglain, 2014).
Financial distress can be examined using different credit default models which have been developed empirically,
the most dominant are the Altman’s Z score (1968) and UK based model by Agarwal and Taffler (2008) who
predicted model failure using hazard model approach, Campbell et al. (2005). The justification for their use is
based on their ability to capture variations on chances of financial distress which can act as a benchmark against
which variations in stock expected returns can be explained (George & Hwang, 2009).

Kenya has 40 commercial banks and 13 microfinance banks being regulated by the CBK and those that
are listed are also oversighted by capital market authority (CBK Annual Report, 2017). Compared to other
countries like Nigeria and South Africa with their respective population, Kenya has more banks in relative
terms. Over the recent years, Kenya has witnessed growth and failure of banks. The growth may be linked to
liquidity ratio that rose over the statutory requirement. As at 2013, commercial bank in Kenya reported an
increase of 20% in profit while non-performing loans (NPL) grew by 13.3% to 61.6 billion shillings (Irungu,
2013). Based on the Cytonn report for the year 2015 credit risk, as assessed by NPL, has continued to increase
despite reporting profits. Loans being the greatest source of credit risk signifies a worrying trend since credit
risk threaten not only the highest degree of loan losses but even bank failure (Odunga, 2016). In this regard,
CBK has developed risk management guideline and supervision strategy approaches for the financial
institutions.

The banks performance could be attributed to insider lending, giving loans to high risk borrowers and
macroeconomic instability (Gathigia, Waweru & Muturi, 2016). As last kicks, some of banks opted to sell off
government securities to cover cash shortfalls signalling financial distress that banks were facing. As
aforementioned, at least three commercial banks have been either liquidated or placed under receivership due to
financial distress by the CBK. From Gathigia et al., (2016), it has been suggested that economic factors could
be contributing to the bank’s poor performance.

Il. Research Problem

Commercial Banking sector plays a pivotal role in economic development of Kenya. The sector not
only creates wealth but it remains key in effecting resource mobilization and allocation. Commercial banks
achieve this by forming capital through consolidation of scattered small savers resources; these institutions
create credit which amplifies production, sales, employment and prices, channel funds to profitable and optimal
project, aid in identification of appropriate industries to invest in at a given time and finance the government
through treasury bills and bonds and entrepreneurs through loan facilities (Kaplana & Rao, 2017). Global
business environment has amplified the need for effective corporate governance, this will not only maximize
shareholder wealth but also minimize possibilities of financial distress. Through corporate governance,
investors’ interest will be fully protected against stakeholders and management exploitation. Board members
have a critical role in enhancing clarity on their role in company’s management through monitoring and
advising chief executive officers (CEOs). Successful governance is reflected in quality of financial and non-
financial performance (Wei et al., 2017).

Listed commercial banks are mandated by their stakeholders to maximize their wealth through profit
generation (Bredart, 2014). The situation is not guaranteed since there are upward and downward trends in
commercial banks profitability. Distressed situations will hamper business community negatively and erode
economic development gains. Long-term financial distress in developing economies has led to liquidation of
commercial banks for example Imperial and Chase banks in Kenya. Cases of them collapsing locally necessitate
empirical investigation on causality between board characteristics and financial distress of listed in Kenya. It is
anticipated that conceptualized model would shed insights on measures to be undertaken to protect investment
in Kenyan commercial banks (Kaplana & Rao, 2014).

Empirical enquiries have reported inconsistent findings with some positive, negative and others not
significant. For instance, Rahani, Kamarun, Rohaida and Zarina (2013) applied logistic regression in Malaysian
listed companies and found positive influence of ownership on financial distress. The study failed to examine
diagnostics prior to fitting the model. Ayoola and Obokoh (2018), documented a positive influence of board
size and management shareholding on financial distress in Nigeria but they applied ordinary least squares
model. Salloum, Azoury and Azizi (2013) used binary logistics in Lebanon and documented insignificant
influence of CEO duality, percentage of women in board, inside directorship and financial distress. Bredart
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(2014) documented inverse board size influence on financial distress and used binary logistics in the study of
US quoted firms. Hence, the aforementioned empirical gaps formed a good basis for this study.

I11. Objectives of the Study
The specific objectives of the study were:
i. To determine the relationship between ownership structure and financial distress of listed commercial banks

in Nairobi Securities Exchange, Kenya.

ii. To evaluate the relationship between board structure and financial distress of listed commercial banks in
Nairobi Securities Exchange, Kenya.

iii. To establish the relationship between audit committee structure and financial distress of listed commercial
banks in Nairobi Securities Exchange, Kenya.

iv. To find out the relationship between independent directorship and financial distress of listed commercial
banks in Nairobi Securities Exchange, Kenya.

*Null hypotheses were tested for each respective specific objective at 0.05 significance level.

IV. Significance of the Study

Government agency could be provided with guideline for controlling operations of Nairobi Securities
Exchange, Kenya by coming up with an effective governance structure to be adopted by commercial banks
sector to mitigate against financial distress. Specifically, capital market authority (CMA) could be assisted in
implementation of governance initiatives. Through CMA, they could examine possibilities of conflicts which
may emerge due to increased shareholding amongst board members. To enhance investors’ confidence there is
need to ensure that their investments are secure. This would be achieved through documentation of the role of
board characteristics on financial distress. There is need for development of measures geared towards
examination on sustainability of listed companies. Even though, there are only 11 commercial banks listed their
financial distress status will act as yardstick for evaluating non-listed commercial banks. The results and
findings of the study could enable prospective investors to acquire tools which are aimed at evaluating financial
health status of listed corporations. Further, the causal effect of board characteristics on financial distress could
be empirically explored. Academically, the study creates demand for further empirical investigation. Also,
empirical foundation for exploration of corporate governance could be important to other researchers.

V. Literature Review
The section reviews key theories (which anchor the study) as well as empirical studies linked to the study
variables.
a. Theoretical review

The study was anchored on agency theory, information asymmetry theory, signalling theory and
wrecker’s theory of financial distress and have been summarised below:

Agency theory was documented by Jensen and Meckling (1976) and explained the benefits and
conflicts arising from delegation of authority in a company by the principal, the business owners and the agents
who are the managers of the firm. Due to the different interests of the parties that make up a company, agency
costs may arise. Therefore, the shareholders employ monitoring tools at their own cost to inhibit further
deterioration while on the other side managers have incurred bonding cost to convince the principals that no
harm that would emerge owing to their activities and decisions. The theory is appropriate for the study since
board characteristics provides avenue for agency costs management. Successful, board and audit committee
operations deters management from undertaking investments which are detrimental to optimal profitability and
also attract costs associated with preparations of meetings and facilitation of reports which may be used to guide
on possibilities of financial distress.

Information asymmetry theory was developed by Akerlof (1970). The theory argues that decision
making in an organization are dependent of market statistics information available. There is contrasting degree
of information access between buyer and seller of goods and services. The former has limited information as
compared to the later. This inhibits pricing of goods and services and places the seller in a disadvantaged
position. Board of management is perceived to be custodian of market statistics and they should ensure there is
low likelihood of information asymmetry. The theory is relevant for the study since there is need for listed
commercial banks to cluster and disseminate information to members of the public and bridge information gaps.
Failure to provide information amongst current and potential investors would increase possibilities of listed
commercial banks experiencing financial distress and erode investor’s wealth and confidence. Information
asymmetry can be minimized by board members through frequent attendance of their board meetings and audit
committee deliberations to identify possibilities of information asymmetry for remediation.

Signalling theory was documented by Arrow (1972) and Spence (1973). The theory supports
generalization of economic based information. It is argued that information transmitted by listed companies is
anticipated to create value amongst different stakeholders. Dissemination of positive information signals good
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performance while negative information is an indicator of underperformance. Information asymmetry alters
inequality of transaction costs. This theory supports the study since disclosure of ownership structure, board
structure, audit committee structure and independent directorship is anticipated to maximize shareholder wealth.
Despite disclosing profitability, there is need for detailed analysis on status of financial distress of listed
commercial banks.

b. Empirical Review

Empirical studies on ownership structure and financial distress have revealed mixed results based on
various sectors and countries. Bredart (2014) investigated the effect of financial distress on corporate
governance for US quoted firms. Board size negatively affected financial distress. Though, board independence
had negative effect it was not significant. The results were similar to studies undertaken in developing and
emerging countries. Mwengei and Kosgei (2017) who investigated the effect of board composition and financial
distress of 39 firms listed in Kenya from 2004 to 2013 documented that board independence inversely affected
financial distress. This was corroborated by Rahani, Kamarun, Rohaida and Zarina (2013) whose study
documented inverse causality of independent directorship, executive directorship, family ownership, foreign
ownership and financial distress.

Salloum, Azoury and Azizi (2013) studied the effect of board of directors on financial distress of
family owned enterprises in Lebanon. The effect of outside directorship, CEO duality, insider equity ownership,
women directorship, tenure of board members, debt value, number of employees, percentage of outside directors
on financial distress was evaluated. Findings indicated positive and non-significant effect between inside
directors and financial distress. This was confirmed by Udin, Khan and Javid (2017) who investigated the effect
of ownership structure on likelihood of financial distress in Karachi securities exchange for period 2003 to 2012
for 146 companies. Government ownership positively affected financial distress. This was justified by
government and private entities conflicting interest whereby government is meant to solve social needs as
opposed to shareholders’ wealth and profit maximization.

Rohani, Kamarun, Rohaid and Zarina (2013) investigated ownership structure and financial distress in
Malaysia. Logistics regression model was fitted on secondary data gathered from 2004 to 2009. Study findings
documented positive effect of board ownership and leverage on financial distress. Further, it was inversely
affected by independent ownership and executive directorship. The findings mirrored Murhadi, Tanugara and
Sutejo (2018) who assessed the influence of good corporate governance on financial distress of listed companies
in Indonesian Securities Exchange. Panel data was gathered from 2011 to 2015 among 337 firms. Logistics
regression model was fitted. Study findings documented that financial distress was affected by good corporate
governance, audit opinion and ownership type. Post-hoc analysis would have been carried out to evaluate
robustness of fitted model.

Alba, Montserrat and Elena (2014) investigated the relationship between corporate governance and
accuracy of financial distress prediction models among companies listed in Spanish securities exchange. Study
findings documented positive and non-significant effect of ownership concentration, CEO duality and financial
distress. There was an inverse and non-significant relationship between board ownership, board size and
financial distress of listed companies. The study should have presented post hoc analysis so as to evaluate
robustness of the model. The study contradicted Khurshid, Sabir, Tahir and Abrar (2018) who investigated the
impact of corporate governance on likelihood of financial distress of non-financial companies in Pakistan.
Particularly, the study examined the effect of board composition, ownership structure, audit quality, board size,
CEO’s duality, board independence, insider’s directorship, institutional investment and financial distress. Binary
logistics model was fitted on secondary data gathered from 2009 to 2016. Study findings documented that there
was significant negative impact on likelihood of financial distress between board size, insider director’s
ownership and audit quality.

Mahama (2015) analyzed the effect of financial distress on companies listed in Ghana for period 2007
to 2013. Secondary data of listed companies was collected for the period from annual financial statements.
Univariate and multivariate methods were used to analyse the data. It was documented that prudent financial and
working management policies amongst listed companies minimized possibilities of financial distress. Since the
study fitted binary logistic there was need to fit post-hoc test so as to examine model stability. Further,
Dissanayke, Somathilake, Madushanka, Wickramasighe and Cooray (2017) assessed the effect of board
configuration on financial distress of listed firms in Colombia securities exchanges. Bivariate methods analysed
the data. Study findings established non-significant relationship between CEO duality and financial distress.
Though, classical modelling analysed the data, no diagnostic test was executed thus there were high chances of
drawing biased conclusions. In addition, it was appropriate to adopt panel data analysis instead of fitting
ordinary least squares regressions. Thirdly, Colombia securities exchanges is at different stage of economic and
technological development consequently it may be better placed on data and information gathering as compared
to Nairobi Securities Exchange.
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VI. Methodology

The study adopted correlation research design. Sekaran and Bougie (2013) supports this design as it is
appropriate whenever the researcher seeks to explore causality between variables under examination. Secondary
data for eight years was gathered through use of data collection sheet for eleven commercial banks listed in the
Nairobi Securities Exchange, Kenya.

The data was collected using a document review guide. The data collection sheet and was cleaned and
coded to make inferences using descriptive, Pearson’s correlation and panel regression analysis. Consequently,
the data was analysed using STATA software. The Altman’s z-score model adopted to measure financial
distress is captured below;

Zy= Pyt 8180+ B3B5;, + B34, + BuID; + v, + 5,

With the following areas of discrimination; Z > 2.6 ‘safe’ zone, 1.1 <Z < 2.6 ‘grey area’ and Z < 1.1 “distress’
zone.
Where:

Z ;. - financial distress (as measured using Altman’s Z score for bank i at time t)

BO - Ownership structure

BS - Board structure

A - Audit committee meetings
ID - Independent directorship

f's - coefficients of explanatory variables
v, - unit-specific residual that differs between individual banks but for any bank i, its value is constant

£;, - normal error term that is assumed to have a mean of zero and constant variance.

VII. Results and Findings
4.1 Descriptive Statistics
Descriptive statistics is meant to provide distribution of variables under examination. Descriptive statistics
included mean, skewness, kurtosis and standard deviation. These results are in Table 4.1 where the analysis and
interpretation are given.

Table 4.1 Descriptive Statistics

. Audit

Ownership Independent

Z Score Board structure - -

Structure Committee Structure Directorship
Mean 5.9 0.7 8.8 0.8 0.7
Median 55 0.7 8.6 0.7 0.8
Maximum 115 0.9 18 0.9 0.9
Minimum 2.9 0.3 4 0.6 0.4
Std. Dev. 18 0.1 2.3 0.1 0.1
Skewness 0.9 -1.1 14 -0.2 -0.6
Kurtosis 3.7 5.9 11.6 2.1 25
Sum 518.3 64.8 776.9 67.3 64.1
Sum Sqg. Dev. 297.7 0.9 454.7 0.6 13
Observations 88 88 88 88 88

Source: Study Data, (2020)

As shown in Table 4.1 the average distress score for listed commercial banks is 5.9, with a maximum
of 11.5 and 2.9. This indicated that most listed commercial banks are stable since they fall in stable region as
documented by Altman’s Z score. These findings concur with Githira, Muturi and Nasieku (2019) who found
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that most companies listed at Nairobi Securities Exchange were not in financial distress. The findings also
confirmed Gitau (2016) findings which indicated that most of listed companies in Nairobi Securities Exchange
were financially stable.

The average ownership structure of listed commercial banks was 70%, which indicated that the highest
percentage of shareholding was owned by first ten shareholders in order of shareholding proportionate. This
would ease decision making process since they can easily ratify decisions which are meant to save the
corporation from financial distress. Average board structure was approximately nine years, with a maximum of
18 years and minimum of 4 one amongst those who were newly recruited. This indicates most board members
have served for long in their respective companies and this would aid them in understanding business trends and
performance in their respective listed commercial banks. The mean audit committee structure was 0.8 (80%),
which indicates commendable attendance of audit committee meetings. This should be recommended so as to
aid in identification of loopholes that may lead to spillage of resources and financial distress. The average
independent directorship was 0.7, which indicates availability of an opportunity to benefit from heterogeneity of
skills provided by independent directors.

Board composition complied with stewardship theory since it had heterogeneous skills hence it could
allow nurturing of quality board room discussions due to diversity of skills. This was in agreement with Atosh
(2017) who supported the need for gender diversity, board independence, executive directorship and ownership
concentration as yardsticks for eliminating odds for corporate financial distress. Moreover, Montserrat et al.,
(2016) argued in favor of optimization of board size, differentiation of ownership type, independent
directorship. Accumulation of appropriate board skills would enhance quality of committees such as audit,
human resources and risk management that would be prudent in enhancing continuity of listed companies.

4.1.1 Descriptive Statistics on Financial Distress

Financial distress was estimated using alternative ratios. The ratios examined working capital management,
proportion of retained earnings, sales turnover and equity fair value to liabilities. Summary of findings are in
Table 4.2. and interpreted

Table 4.2 Descriptive Statistics on Financial Distress
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Mean 0.69 0.20 0.28 0.19
Std. Deviation 0.50 0.10 0.11 0.06
Minimum 0.08 0.1 0.08 0.08
Maximum 0.92 0.37 0.5 0.36
Skewness 191 -0.57 0.01 1.16
Kurtosis 4.68 0.42 -0.56 1.97

Source: Study Data, (2020)

From Table 4.2 the average working capital to total assets was 0.69, with a minimum of 0.08 and
maximum of 0.92. Since the ratio is positive it indicates listed banks have positive working capital. The working
capital has an effect on corporate long-term investment effectiveness and its financial strength to honour
financial liabilities. The average retained earnings to total assets was 0.20, this indicates that listed commercial
banks retained significant portion of their earnings. This would cushion them against floatation costs when in
financial needs and adherence to pecking order theory which is the most optimal decision. On average, listed
commercial banks had positive return on their assets as shown by an average of 0.28, on the ratio of earnings
before interest and taxation to total assets. This indicates compliance with wealth maximization principle and
optimization of profitability. The average of equity par value to liabilities was 0.19, which indicates positive
return on borrowed funds invested by listed commercial banks.

4.4 Correlation Analysis

Pearson’s correlation analysis was carried out to show the strength of variables under examination.
According to Baltagi (2005), correlation is measured using correlation coefficient that range from -1 to + 1,
negative correlation coefficient indicates an increase in independent variable leads to decrease on dependent and
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vice versa. Positive correlation depicts co-movement between variables under examination. Correlation
coefficients greater than 0.5 are an indication of a strong relationship while those less than 0.5 indicate a weak
relationship (Sekaran & Bougie, 2013). Correlation coefficient of -1 indicates perfect inverse relationship and
+1 shows perfect positive relationship. Results are in Table 4.3.

Table 4.3 Correlation Analysis

5 o 3
o E ==}
o E g Eg 3%
S @ c g 2 c =
2 2 % S S 28
N % = 25 g8
e ] = £35
= o <
@]
Z score Pearson Correlation 1
Ownership structure  Pearson Correlation 0.723*** 1
Sig. (2-tailed) 0.000
N 88 88
Board structure Pearson Correlation 0.765*** 0.605 1
Sig. (2-tailed) 0.000 0.405
N 88 88 88
Audit Committee
Structure Pearson Correlation 0.558 -0.236 0.156 1
Sig. (2-tailed) 0.325 0.327 0.427
N 88 88 88 88
Independent
directorship Pearson Correlation 0.546 -0.209 0.325 .235 1
Sig. (2-tailed) 0.245 0.423 0.632 0.221
N 88 88 88 88 88

Source: Study Data, (2020)

There was a positive and significant relationship of ownership structure and financial distress of listed
commercial banks in Nairobi Securities Exchange (rho = 0.723, p-value = 0.000). Board structure had
significant positive relationship with financial distress of listed commercial banks in Nairobi Securities
Exchange (rho = 0.765, p-value = 0.00). Audit committee structure had positive and insignificant relationship
with financial distress of listed commercial banks in Nairobi Securities Exchange (rho = 0.558, p-value=0.325).
Independent directorship had positive and insignificant relationship with financial distress of listed commercial
banks in Nairobi Securities Exchange (rho = 0.546, p-value = 0.245).

These findings supported Rahani et al., (2013) who found positive though non-significant influence of
ownership structure on financial distress. Further, they concurred with Udin et al., (2017) who found positive
effect of ownership structure on financial distress. Ayoola and Obokoh (2018) documented a positive and
significant effect of ownership structure on financial distress of listed companies in Nigeria. Bredart (2014) and
Mwengei et al., (2017) documented a positive and significant effect of board structure on financial distress of
listed companies. Muhandi et al., (2018) and Mahama (2015) documented a positive and significant effect of
audit committee structure on financial distress. These was a conflict with Lugman et al., (2018) who
documented inverse effect of audit committee characteristics on financial distress.

4.5 Regression Analysis

Multiple regression analysis indicates the nature of relationship between variables. Adjusted R squared
depicted model explanatory power, F statistics indicated overall significance of the model and T statistics
documented the significance of respective board characteristics on financial distress. Model summary is in Table
4.4,

Table 4.4 Model Summary
R R Square Adjusted R Square Std. Error of the Estimate

0.79 0.6241 0.6134 0.0041
Source: Study Data, (2020)
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Regression model summary in Table 4.5 had an Adjusted R-square of 0.6134 that indicates that 61.34
percent of changes in financial distress of listed commercial banks in Kenyan are explained by ownership
structure, board structure, audit committee structure and independent directorship while extraneous factors
accounted for 38.66 percent.

ANOVA was used to show the overall significance of the model as shown in Table 4.11.

Table 4.5 Analysis of Variance (ANOVA)

Sum of Squares df Mean Square F Sig
Regression 55.235 4 13.809 22.229 0.000
Residual 51.56 83 0.621
Total 106.795 87

Source: Study Data, (2020)

Results in Table 4.6 indicate that the model overall is significant. Hence, ownership structure, board
structure, audit committee structure, independent directorship collectively significantly affected financial
distress of listed banks in Kenya, (F = 22.229, p-value = 0.00).

Coefficients of regression model in Table 4.6 shows the nature of relationship between board
characteristics and financial distress. T statistics was used to show the significance of the relationship and if it
greater than + or — 1.96 then there was significant relationship and vice versa.

Table 4.6 Coefficients
Standardized

Unstandardized Coefficients Coefficients t Sig
B Std. Error Beta
(Constant) 2.516 1.134 2.218 0.029
Ownership structure 0.458 0.139 0.215 3.289 0.000
Board Structure 0.054 0.013 0.024 4.274 0.000
Audit Committee Structure 0.021 0.020 0.015 1.027 0.086
Independent Directorship 0.216 0.205 0.241 1.056 0.078

Source: Study Data, (2020)

The beta value (B) gives the nature of the relationship between each board characteristics and financial distress
in terms of the ownership structure, audit committee structure, board structure and independent directorship in
firm’s financial distress levels. Study model is as:

Y i = 2.516 + 0.458X, i + 0.054X, i +0.021X; i +0.2161X, i

Where

Y = Financial Distress of bank i at time t

X1, it = Ownership Structure of bank i at time t

Xy, it = Board Structure of bank i at time t

Xs,it= Audit Committee Structure of bank i at time t

X4, it= Independent Directorship of bank i at time t

Results shown in Table 4.6 documents that ownership structure has significant effect on financial
distress of listed commercial banks. Further, this effect was positive (B = 0.458, t= 3.289, p-value = 0.000). This
indicates that unit increase in ownership structure (while holding constant board structure, audit committee
structure and independent directorship) increases financial distress by 3.289 units. Since the p-value is 0.000
which is less than 0.05. Hence, an indication that ownership structure has a significant effect on financial
distress. Therefore, we reject the null hypothesis that ownership structure has no significant effect on financial
distress of listed commercial banks in Kenya. The study therefore shows that ownership structure has significant
effect on financial distress of listed commercial banks in Kenya. These findings contradict those of Rahami et
al., (2013) who documented positive and not significant effect of ownership structure on financial distress of
listed companies. Moreover, the findings concurred with Udin et al., (2017). These findings also concurred with
agency theory and confirmed those charged with governance involvement in management of corporation
activities.
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Board structure has positive and significant effect on financial distress of listed commercial banks in
Kenya (B = 0.054, t = 4.274, p-value = 0.00). This indicates that unit increase in board structure while holding
constant (ownership structure, audit committee structure and independent directorship) increases financial
distress score of listed commercial banks by 0.054 units. Since the p-value is 0.000 which is less than 0.05.
Hence, an indication that board structure has a significant effect on financial distress of listed commercial banks
in Kenya. Therefore, we reject the null hypothesis that board structure has no significant effect on financial
distress of listed commercial banks in Kenya. The study therefore shows that board structure has significant
effect on financial distress of listed commercial banks in Kenya. These findings refuted Salloum et al., (2013)
who documented positive and not significant effect of board structure on financial distress. Further, the findings
confirmed Bredart (2014) and Mwengei et al., (2017) who documented positive and significant effect of board
structure on financial distress.

Board structure should act in interest of all stakeholders and minimize likelihood of deteriorating
financial performance of their respective corporations. According to Ciampi (2015), company distress is
negatively affected by ownership concentration, reduced proportion of independent directors and CEO duality.
Also, it was noted that likelihood of financial distress could be evaluated through examination of quality of
corporate governance. This was in line with Darrat, Gray, Park and Wu (2014) who argued that there is need to
uphold corporate governance principles.

Audit committee structure has a positive and not significant effect on financial distress score of listed
commercial banks in Kenya, (B = 0.021, t =1.027, p-value = 0.086). Since the p-value is 0.086 which is greater
than 0.05. Hence, an indication that audit committee structure has a significant effect on financial distress of
listed commercial banks in Kenya. Therefore, we do not reject the null hypothesis that audit committee structure
has no significant effect on financial distress of listed commercial banks in Kenya. Hence, the study shows that
audit committee structure had no significant effect on financial distress of listed commercial banks in Kenya.
These findings contrasted Lugman et al., (2018) who reported negative and significant effect of audit committee
structure on financial distress. Further, they contradict Muhadi et al., (2018) and Mahama (2015) who reported
positive effect of audit committee structure on financial distress.

Independent directorship has positive and not significant effect on financial distress of listed
commercial banks in Kenya (= 0.216, t = 1.056, p-value = 0.078). Since the p-value is 0.078 which is greater
than 0.05. Hence, an indication that independent directorship has an insignificant effect on financial distress of
listed commercial banks in Kenya. Therefore, we do not reject the null hypothesis that independent directorship
has no significant effect on financial distress of listed commercial banks in Kenya. Hence, the study shows that
independent directorship has no significant effect on financial distress of listed commercial banks in Kenya. The
findings differed with Witiastuti and Suryandari (2016) and Wei et al., (2017) who documented positive and
significant effect of independent directorship. The findings also showed that an increase in non-executive board
members leads to a decrease in financial distress of listed firms. Non-executive board members enhance
governance of the firm thus decreasing the chances of a firm being financially distressed. The findings are
consistent with Manzaneque, Priego and Merino (2016) who established that percentage of independent
directors has a significant effect on business failure likelihood. The findings are however not consistent with
Aggarwal (2013) who found that governance rating has a positive but insignificant influence on corporate
profitability of the listed firm.

VIIl.  Conclusions and Recommendations

Based on study findings the following conclusions can be drawn. Since ownership structure has
positive and significant relationship with financial distress of listed commercial banks. The study, therefore,
concludes that there is need to ensure measures aimed at enhancing investors’ confidence and protecting
minority investors are instituted among all parties. The study documents significant and positive relationship
between board structure and financial distress of listed commercial banks in Kenya. Hence the study concludes
that there is need to define measures aimed at limiting the board tenure irrespective of the board members. The
study documented positive and not significant relationship between audit committee structure and financial
distress of listed commercial banks. In the view of this the study calls for measures aimed at improving quality
of audit. Since independent directorship insignificantly affected financial distress listed banks in Kenya, listed
commercial banks should have requisite skills composition which aid in capturing and maintaining market
share. Through independent directorship listed banks should mix and match their board skills with those that
they lack internally.

The management of listed commercial banks should devise measures that are aimed at promoting
healthy corporate governance. This can be achieved through creation of information sharing platforms with top
shareholders of whom majority are institutions. The government through Capital Markets Authority should
regularly update listed company’s guidelines on governance. This would alleviate likelihood of conflict of
interest and nurture investors’ confidence. Additionally, the Central Bank of Kenya should build adequate
personnel capacity to enhance monitoring of banks showing signs of distress thus ensuring remediation actions
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are taken immediately to prevent further deterioration. Evaluation of the level of governance disclosure would
aid in optimization in wealth through investment in companies whose information access is low. Finally, there is
need for board of management of commercial banks in Kenya to develop measures geared towards adoption of
healthy working capital, increase the asset base and venturing into business opportunities that are profitable.

IX. Contribution to the Knowledge

The study has documented new evidence on the relationship between board characteristics and
financial distress of listed commercial banks. The study lays foundation on future research on examination of
the influence of ownership structure, board structure, audit committee structure and independent directorship on
financial distress of listed commercial banks in Kenya. The study findings support agency and wrecker’s theory.
In line with agency theory there is need for listed companies to develop measures aimed at enhancing
information access among investors. Through increased information access, quality of decision making among
investors would be improved and minimize likelihood of financial distress.
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