EFFECT OF BOARD COMPOSITION ON FINANCIAL
PERFORMANCE OFLISTED FIRMS IN NAIRGR!
SECURITIES EXCHANGE




S FFECT OF BOARD COMPOSITION ON FINANCIAL PERFORMANCE OF
LISTED FIRMS IN NAIROBI SECURITIES EXCHANGE

BY

ADAN HAJI SHUNU

[HESIS SUBMITTED TO THE SCHOOL OF BUSINESS AND ECONOMICS
IN PARTIAL FULFILLMENT OF THE REQUIREMENTS FOR THE
AWARD OF MASTERS IN BUSINESS ADMINISTRATION
GARISSA UNIVERSITY

October, 2017



DECLARATION
Declaration by the Student
[his research project is my original work and has not been presented for a degree in
any other University. No part of this project may be reproduced without prior written

permission of the author and/or Garissa University.

SIFREHIRE o ononsmm R DB covvvanitnnnmatinng A
Adan Haji Shunu

RIEG, NO: MBA/SBE/1009/2015

Declaration by the Supervisors
This research project has been submitted for examination with our approval as

University supervisors.

Signature... |V Date \a‘\g\'lj ................

DR. Philip Bii
Department of Business Management
Garissa University College. Kenya

Date .. \:{’Q(L(“:\L ..............

Signature

DR. Kennedy B. Mwengei Ombaba
Department of Business Management
Garissa University College, Kenya



ABSTRACT

This study sought to establish the effect of board composition on financial performance
of listed firms in Nairobi Securities Exchange. The study objectives were to determine
the effect of board size, independent directors, multiple directorships and financial
expertise of directors on financial performance. Firm performance was measured using
return on assets (ROA). This study was guided by agency theory, upper echelon theory.
The study used exploratory research design. The study emploved panel approach for a
period covering ten years from 2006-2015. The target population comprised of all 68
listed firms in Nairobi Securities Exchange. The study used secondary data which was
obtained from annual reports and NSE bulletins using data collection schedule to
address recent corporate scandals, major accounting failures while other firms going
into receivership and collapsing due to poor financial performance. Data was analyvzed
using both descriptive and inferential statistical methods. Specifically. multiple
regression was used to test the hypotheses. The study found a significant positive effect
of board size (fi= 2.325: p<0.05). board independence (f= 2.112; p<0.05). multiple
directors (#= 2.931: p<0.03 and financial expertise of directors (= 2.114: p<0.05) on
firm financial performance of listed firms in NSE. The study adds value on the
understanding of the effect of board composition on financial performance in listed
firms in Kenya. The study also provides a basis for further research as future scholars
will find this study fruitful in making conclusions. The study recommends the
appointment of more board independent directors to the board and financial experts to
be appointed as directors to the boards. In Kenya. several initiatives have been taken
by the government o strengthen the board structure and composition in order to create
good dynamics of board meetings discussion which will lead to better firm performance
and create good value creation to sharcholders. Future research could also explore on
board characteristics and firm performance by using different research method.



