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ABSTRACT

The need to really know-your-customer (KYC) is trexry base of a outstanding economical
operation. As a measure of sensible behavior/goactipe, well-established banking companies
often follow KYC requirements which are strongearthwhat is called for under law. Know
Your Client (KYC) fulfillment parameter has confied to be among the biggest efficient
encounters banking companies and as well econonugaipanies globally have had to
surmount. The KYC submission require, for everyt®utstanding results, has loaded banking
companies as well as other economical companids avisignificant handling commitment.
Moreover to this, it increasingly includes the depenent of auditable proof of due
determination activities, along with the call farstomer recognition. The purpose of the analysis
was to set up the factors of know-your-customensssion among expert banking companies in
African-american. There are 43 expert banking cangsain African-american. The analysis
focused more on the area and particularly the tap raiddle level management group. From
each stratum the analysis used stratified unigaenexng to select a example of members. From
the target population of four hundred and fortyrfaaxamples of 10% was selected from within
each group in percentages that each group maintaitise analysis population. The analysis
collected both primary and more information. Priynarformation was collected using a set of
guestions while more information was obtained filmmoks, standard bank books and reviews of
the selected banking companies. Self-administeedews were used to collect primary
information. Data was analyzed on the basis ostithtive analysis. Content analysis was used to
assess quantitative information. In order to deteenthe level of submission with KYC
requirements by expert banking companies in Afrdaarerican a straight line multiple
regressions was used. The analysis found that tCfiamctions be a factor more to the
Commercial banking companies Conformity with KYCquaements in African-american
followed by the Size of standard bank then Staffeztise while ICT functions had the least
effect. The analysis indicates that untrue stguiesided with or without evil objectives created
a lasting illegal view of the client by the lendisgmpany. The analysis further indicates that
little banking companies are not able to meet KY@®nmsission cost. Moreover the analysis
indicates that group activities and physical fumrcsi effect assistance support and effective KYC
procedures submission. Finally the analysis indsahat the risk information of economical is
high and should be personalized especially witpaetsto KYC. The analysis therefore indicates
that the workers should be as precise as possiblbe facts given to improve connections
between them and the customers. The analysis furttieates little banking companies to make
sure that they provide things to look for and gateerconfidence in their customers. Small
standard bank owners must find creative ways tahgse limited resources to grow the business
while running the day-to-day functions of the lemgilcompany.
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CHAPTER ONE
INTRODUCTION

1.1 Background of the Study
The need to really KYC is the very foundation ofgaod banking operation. As a

measure of prudent behavior/good practice, weldidisthed banks often follow KYC standards
which are stricter than what is called for undewr.ldn combination with other factors, it is
necessary to identify what information is ‘reallgquired (usually, all data required under law
would be a must) and what could possibly be donthowi (regulators may be open to
negotiating on some of the requirements under reatied effort — for example, retail customers
who are ‘local residents’ and have maintained ati@iship beyond a threshold period of time)
(Rothwell, 2007). Understanding a client is the tmassiduousness and bank guideline that
monetary organizations as well as other synchranioeporations ought to execute to recognize

their clients and create significant informatiofated to doing financial dealing among them.

KYC is in general a strategy put in position to tbeditional to a client identification
strategy approved in the, department 36 of the &tical Act Cap. 488 of the rulings of South
Africa, 1966. Identify your client techniques arecbming progressively more significant
worldwide to avoid character robbery fraud, researdecontaminating as well as capitalist
financing. In an simple framework these rules migfitliate with addressing twelve issues,

however this is the fixed flow of issues and suEams keep on for much more.

According to Rothwell (2007), KYC ought not to lEgarded as a summary to be filled,
but as a process to be followed from the starting dient company to the end. Ruijgrok (2008)
argues that the complying objective by financiatlies has a progressively more important

liability to join in protecting the distributed madity and position of the body. The writer



additionally elaborates that the authoritarian smment is becoming difficult as well with
obviously limitless flow of fresh set of rules. the 2007 depository control declaration, Main
Economical institution of Kenya (CBK) shows thahdncial organizations have exposed a
increasing concentration of commitment in the prasifew years to keep fast to progressively
more firm authoritarian requirements such as aaital washing businesses.

KYC is a basic part of impressive professional digwment carried out to make all
the relevant research concerning a potential cligviitsilegas, 2003). The Standard
Economical institution faction threat managemenhiteéques identify Your Client as a way
by which the lender understands his/her customevedisas their financial dealings so as to
be present at them better and run its threats oavedully.

According to Holton (2006) KYC is the foundationtbe process that plans to ensure
that the profit-making financial organizations dat set up an association with anybody on
the United Countries permit list that maintainsesitof people that are regarded as drug
suppliers, resources launderers, terrorists or ¢yipes of international unlawful actions. The
author argues that know your customer focuses aerstanding the client throughout the
company as well as maintaining this attention imptb over the complete show. As
indicated by Lilley (2003) KYC is the primary rang# justified reason to a bank in
resistance to scammers (Rothwell, 2007). In stor€C form is an requested framework
through which any potential bank client followsgsrto creating an contract with the lender
and is constantly monitored all through the asgimria

KYC is considered to be a management device pposition by the Central bank of
Kenya and it is often used to direct financial arigations in South Africa of the opportunity

where they can get a true legal company with custenKnow your customer regulates the



chance of a bank or the client using the otheeims$ of excessive neglect or total unlawful
action like fraud or resources washing. KYC, amongher authoritarian equipment is
embodied in the CBK Prudential Procedure which mdsitthe least concepts for daily
working activities of a bank as well as the confirgiframework (Sharma, 2008).

Prudential Techniques are guidelines which the CBKapproved through the
Economical Act to make so as to make sure thastiméng business is well performed. The
KYC techniques are intended to act as fundameetglirements together with which all
persistence gamers must meet. The guidelines aigzad in compliance to the industry
characteristics with the most recent assessmennddeen made in Jan 2008. These
assessments amongst others are intended to givendronment suitable for a strong
financial synchronization in range with the vitaliking activities worldwide (Muller 2007).

The Kenyan Economical business performs a impotdiability in business and
industry growth of the country by gathering impara through helping the quality of the
alternative of products and services as finanaibitrator. In this powerful environment,
labor unions have constantly customized their #s/and interior design to duplicate the
unique side-line truths; failing of which makes twmpany end up in a danger (Aosa, 1998).
Banks need to target together with the globe's pesinto practice moreover to satisfying
Main Economical institution of South Africa requiments (Mwende, 2007).

The move by Main Economical institution of Southriéd to get a risk-based
approach as from 2005 in bank guidance has mowag fto determining threat areas more
than just the traditional review exercise (PKF ne@@07). This is meant to teach a threat
management lifestyle whose foundation is the prattiecognition of threats to the banking

industry balance (CBK examination report, 2007) KG&rforms a critical part in controlling



the financial activity in the country. Know youriemt control is one of the ways that CBK
uses to improve assurance and security among thergan the financial industry.

In an effort to provide the much needed assurdmgance and self-discipline among
industry gamers to keep industry reliability whiishthe major characteristic of any audio
economic climate, the CBK performs a key efficipatt of certification and monitoring all
approved traders with the acceptance of the Rederfar Finance among other
responsibilities (C.B.K. Act Cap. 491 of the rutdsSouth Africa, 1966). This has a free part
on the functions of the Economical Act (Cap 48&t turther controls the modus operandi of
all certified professional financial organizaticasd banking organizations in South Africa.

The objective of control in banking is to protecibfic savings, generate balance in
financial systems and prevent misuse of the econatimate (Peter and & Hudgins, 2005).
KYC is one of the anti-money washing measures maeto know your dealings (KYT)
and know your procedures (KYP). Sound Know Your tGuer (KYC) procedures are
serious basic concepts in the useful company okibgrthreats. KYC protect go past easy
account starting as well as record-keeping and rieedicial organizations to develop a
client getting strategy and a tiered client idecdifion strategy that engrosses more extensive
due meticulousness for advanced threat accounts,cansists of practical information

observe for distrustful activities.



FIGUREL

Anti-money laundering model

AML

Source: Muller (2007)

Having adequate information concerning your customéknowing your consumer”
(KYC) — and also using the details supports eath every one of stop -currency laundering
efforts, moreover to it being the most efficiensistance next to being employed to cleanse the
advances of criminal violation. KYC should be aeteature of banks’ threat management and
control techniques, and be associated by regulaioomity reviews and internal review. One of
the key components of the AML/ATF structure is ons¢r due persistence. Customer due
persistence includes determining the consumer anéirming their identity; determining the
valuable entrepreneurs of the consumer and evatuati a risk-receptive basis whether or not to
confirm those valuable owners; and obtaining detail the reasoning and anticipated landscapes
of the trade association. For the purposes of Algis legitimization of criminal activity shall
mean an activity aimed to cover up the illegal seunf criminal activity with the intention to

present the illegal continues as lawful income



1.1.1 KYC in Professional Banks

Prior to the release of KYC banking companies htle Irelevant details in any of the
systems where such details could be obtained. Tegfore managed in various different ways
that introduced about difference in the knowledigeua their clients in the marketplace. Since its
release, KYC has become a legal requirement uimgeet¢onomical act (Cap 488) or the CBK
act.

In compliance with the improved KYC regulation, mamanagers would hold
economical companies responsible for the efficieoictheir initial customer identification and
continuing KYC testing. Organizations are neededh#ntain detailed reports of the steps that
were used to confirm prospective clients' details.

In purchase to assemble KYC satisfaction requirgspeconomical companies ought to:
create sure that clients are not or have not begaged in banned activities like fraud, monetary
laundering or planned offense; confirm a prospectiustomer's identity; maintain proof of the
procedure used to create out their personalityg Biat if a probable customer is listed on any
permits lists in connection with claimed capitastivities, financial laundering, deception or
other violations (Muller 2007). The commercial bexgk companies in South Africa operate
under an umbrella body, the South Africa LendergaDization (S.A.L.O) that is charged with
the combined approach to issues impacting the mesmbk the industry. Through SALO,
Professional banking companies have subsidizedhadéogical coaching and growth side, the
South Africa Institution of Lenders (SAIL.) which required to deal with issues of technological
coaching, values and professional growth of paudict banking companies and team to be able
to generate self-discipline and requirements inrntaeketplace. The economical rule of values

developed by SAIL details some of the significasduies relating to KYC. Through the rule of



values, commercial banking companies are able ¢hamge vital yet private KYC details about

an existing common customer among participant menkiompanies. The CBK on the other

hand runs the Kenya School of Monetary Studiegéoreral coaching in economical and finance
relevant courses. The overall aim of these bodéesoi balance synergies and ensure that
economical services are performed in the best plessnanner together with the regulator’s

contribution.

This is usually intended to achieve better conftynsiages with the demands of the
management authority especially on issues of KYGchwistill has holes. It is with this in
thoughts that this research plans to set up theorsabehind the diverse KYC conformity
requirements from one standard bank to the other.

1.2 Declaration of the Problem

According to the American Organization of certifiadti-money laundering specialists
(ACAMS, 2008), banking companies are gatekeeperthefreliability within the economic
climate. However, the KYC recommendations from @entral Bank of South Africa appear to
be applied with different stages of intensity degemt upon aspects determined by individual
bank business ideals.

Non-compliance with KYC recommendations may haweithpact of direct economical
reduction, lack of reputation, possible lack ofior@l and worldwide links and charges being
enforced on an institution as prescribed in thed@ntial Guide (PG’s) (KPMG, 2003).
Consequently several banking companies and indigdoave made significant failures coming
up out of fraudulently started out records. Most&Jrograms focus on anti-money washing at
the beginning stages but not those funds alreadlyirwthe program which are going through

adding and incorporation processes (Richards, 1998)



Know Your Customer (KYC) observance guideline hasficmed to be one of the
principal functional faces banking companies andviant economical companies worldwide
have had to overcome. The KYC satisfaction allofes, its entire capitalist outcome, has
considered down banking companies as well as o#w@mnomical organizations with a
considerable managing responsibility. Furthermdracreasingly involves the organization of
auditable proof of excellent careful activities, nemver to the necessity of customer
identification.

Among other past industry difficulties, especially the 1980's and beginning 90's,
perhaps the latest Daima Bank liquidation in 1988 the ongoing lawful the multiple between
Charterhouse standard bank and the CBK. standasol#test cases of non-compliance by the
banking companies with KYC recommendations.. Furtlee much larger sum of cash is
trafficked from one region to the other in obviammntravention of anti-money washing and drug
dealing recommendations all due to worthless erfoent of KYC techniques (CBK PG, 2008).

Form the growing, there is a analysis gap sinceesearch has been performed on the
aspects of know-your-customer conformity whichnisaduced about by various aspects such as
team proficiency, ICT facilities, types of clieraad size of a standard bank especially after the
liberalization of the industry in the beginning Kties to be able to be driven by industry forces.
It is with this in thoughts that this research veistio set up why the various economical industry
players still end up with different KYC requiremenfrom one standard bank to the other
sometimes with adverse repercussions as was receititiessed in the flattened Charterhouse
standard bank wherein certain preferred clientsaged their records through proxy servers

while doing business very huge sums across thedwaté boundaries.



It is expected that this research emphasize thectspf KYC thereby helping the
regulating regulators to generate tight values selftdiscipline in the marketplace which will

serve to keep off prospective criminal minds botthin and without the industry.

1.2 Objective of the study

1.3.1 General objective

The wide objective of the research was to set agabtors of know-your-customer

complying among expert economical companies incaAfrttAmerican.

1.3.2 Particular objectives

The specific goals were:
i.  To set up the stage different functions of cust@naéfect the complying stage of CBK
KYC suggestions by expert economical companiesfirtan-American.

ii.  To determine the stage group expertise which affinxet complying stage of CBK KYC
suggestions by expert economical companies in &fr&merican.

iii.  To set up the stage ICT functions that affectssthge of complying with CBK KYC
suggestions by expert economical companies in &fr&merican.

iv.  To set up stage to which the sizing a standarahdiisdinstitution effects the stage of
complying of CBK KYC suggestions by expert econahmompanies in African-
American.

1.4 Resear ch Questions

i.  The research desired solutions to the following d¢pegstions:



ii.  To what stage do the consumer functions affecttmeplying stage of KYC suggestions
by expert banks?

iii.  To what stage is group expertise or complicity ictpey the stage of complying with
KYC suggestions by expert banks?

iv.  How do the ICT functions affect the stage of commmywith KYC suggestions by expert
banks?

v. Does a standard financial institution sizing hamestiect in the complying stage of KYC
suggestions by expert banks?

1.5 Importance of the Study

The research outcomes of the research would helpoatical companies on you will of
the industry which will serve as a guide when ggttip guidelines and procedures within their
businesses with respect to KYC.

The customers of a bank as well as the group walslalview the industry in a better
manner particularly in relation to the reasonsniaking certain requirements compulsory when
working with a standard financial institution aslv&s the reasons for performing an account
must be performed in a particular way. All econahmmpanies in African-American are
currently taking under many litigations for restitun of heavy third party problems coming up
out of mislead funds which have been removed thrdhg financial system with Basel Board on
Banking Assistance (SCBC) alone managing casesamtiue of over African-American
shillings 20.0 million. Anderson (2007) statemethist while KYC requirements include extra
costs, complying with the control has had the bi&nef protecting economical companies
against indirect and direct problems experiencegdtdyoor controls, in particular those with

regards to frauds.
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Being that African-American has been ranked aapnentrance for prohibited drug
trafficking as well as terrorism funding whose @sron pass through these economical
companies, the outcomes of the research wouldogsefits the Government of African-
American though the Central Bank of African-Amerias the regulator to better understand
you will of the industry. This would lead to theeexition of appropriate monitoring systems and
controls. The research would be similarly usefuttcdents and academicians who wish to use
the outcomes of this research for referrals arall@asis for further research in future.

1.6 Opportunity of the Study

The research focused on KYC issues at all the exggenomical companies in African-
American with a special demand for more informafram the lending company guidance
division of the CBK for any information with regartb KYC complying levels in the
marketplace.
1.7 Restrictions of the Study

Owing to the private business characteristics ofiemical institutions there was a lower
reaction rate on the study reviews by the memi&nse economical companies succeed on
group confidence, the economical companies alsomoaprovide very precise information in
order to protect their popularity (reputation rigk)case the facts asked for appears negative.
There was also a high probability that most unlawhnsactions within the financial system are
not recognizable due to the complicated web usetidgcammers. It was also possible that
some politically revealed individualities (PEPs}ammended as a factor in unlawful KYC

methods could be intentionally secured by theidés due to needless effect.
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CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction

This chapter focuses on prior studies that have beaducted by various researchers on
KYC. In addition, this chapter focuses on the ciad KYC submission, KYC in regards to
management, CBK KYC suggestions, conceptual framewas well as the operationalization of
the conceptual framework.

2.2 Under standing of KYC Compliance

KYC submission progressively involves the formatiaf auditable evidence of
outstanding attentiveness actions, moreover tac#fefor customer identification. Muller et al,
(2007) indicate that to get to know KYC submissgpecifications, cost-effective companies
must confirm that their consumers or clients areamgaged in actions that are illegal like fraud,
cash cleaning or organized legal action, confirmittentification of a prospective client, sustain
verification of the various steps used in theimidfication and establish whether a probability is
detailed on any certified information in relationshwith supposed attacker actions, cash
cleaning, frauds or other legal violations.

They further declare that an organization needknmv the source of resources in a
client's information. Wolfsberg group (2002) redtiss that cost-effective companies have to
verify the identification as well as organizatiohmembers and develop their profiles so as to
enable detection of any action that is contraryh® concerns concern of the organizations or
earnings. A creditor’s inner evaluation and subraissroles are very important in the
examination and in ensuring adherence to KYC sugges The need for cost-effective
companies and building societies to develop KYQégues that is sound for the deterrence of
forex cleaning which emphasizes all the other astid/uller et al (2007) indicate that the use of
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cost-effective companies for cash cleaning jeogasdthe stability, soundness and confidence in
the economy as a whole. Being custodians of pulekources, all professional cost-effective
companies in African-american consistently undeagstatutory evaluation work out by the
central bank of Kenya, which is a regulator, tcabée to establish how sound the organization is
run and more so to arrange the level of KYC subioissnd their performance within the
organization. The evaluation work out is centerethe threat frameworks so as to establish the
ability of cost-effective companies to mitigate dbethreats. CBK has come up a various
suggestions to enable cost-effective companies gearthis threat but the cost-effective
companies are responsible of developing actiornsthiey comprehend to manage this threat in a
better way provided that they are in line with Bredential Guidelines.

Much of the reverse actions in the cost-effectindustry will develop from a strong
KYC process with a monitoring program that is teereith information where “red flags”
showing un-usual behavior are put and the riskg wath the product lines of the bank. These
concepts as put up are widely applied and accepyegurisdictions across the world as a
standard for professional cost-effective compamied a sensible work out rule for all other
classes of cost-effective companies. The fall dofveeveral cost-effective companies in Kenya
between the year 1980 and 1990s increased creylitoilthe point that ineffective regulator as a
result of political and other interferences playsexen greater role in the market performance.
During the regular evaluation of cost-effective @amies, the CBK always insists on
understanding that the greatest recipients of saleaformation samples are, particularly those
held by trustees as well as nominees. This is ael@ayent of KYC at plenty of your energy and
effort the cost-effective relationship is creat@ltside the cost-effective sector, the financial

commitment markets as is the situation in the V&agenomical organization discuss problem,
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Co-operative bank, standard bank and Safaricomddrre seen as companies with significant
shareholders that remain legally unidentified. Tdriggs an intriguing situation to their creditors

while undertaking Know Your Customer techniques.

2.21KYC in Regardsto Management

Generally, management is usually identified asacguiure of planning and keeping an
atmosphere in which people working in groups acd@ngomething in a professional manner.
The core functions of management include plannarganizing, leading and controlling. All
these elements are connected together in such dhaaywhen one element is mishandled then
the others are affected. KYC compliance is an efgroé management function. It is therefore
important that appropriate monitoring and evaluatiechniques are put in position to manage
any possible abuse resulting from insufficient sigsion. According to Sharma (2008 India’s
cost-effective program long-term vision of is in difccation from a domestic ground to
worldwide ground by combining new technologicalamation, prudential norms strengthening
like KYC, implementing of worldwide consolidatiomé standards within the economy and
organizational modification management. As a cnegeconomy, the Kenyan cost-effective
program cannot be ignored in light of the globahsformations within the market so that it is
not left behind as compared to other countries.dima machine (2007) argues that the
implementation of an efficient Know Your Customeaditional is a useful element of banks’
threat management techniques. He also indicatéstis&effective companies with insufficient
KYC specifications are often subject to importasks particularly reputation and legal. On the
other hand, Greuning (2003) argues that cost-éfecbmpanies that provide key cost-effective
information in relation to the economy are moreasqa to cost-effective, efficient, organization
and occasion risks.
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As indicated by the Basel Committee on Financiaid@uoce the implementation of
profitable (KYC specifications is element of credis threat management techniques. According
to Loader (2007) financial institutions with insefént KYC threat management applications are
most of the times subject to key risks, particylathatus threat and legal. Good and reliable KYC
suggestions and technigues improve the overalldmess and safety of the creditors, protect the
stability of the cost-effective scheme by minimgithe probability of cost-effective companies
hence developing into vehicles for cash cleaninticker financing as well as other illegal
actions.

Banking companies just like other companies araliystaced with compliance threats,
reputation threat, credit threat, market thredicieht threat, strategic threat, currency trading
amount threat, attention amount and resources ttlf{&tandard standard bank group threat
management suggestions 2009). KYC is within theatbrepan of efficient threat that governs
most of the daily operations in a cost-effectiverimmment. As indicated by BCBS, the key
locations of KYC involve strategies for customercemance, procedure for customer
identification, risky monitoring procedure as weak the framework for threat management.
These kinds of risks can be handled by use ofiefficand strict set down management

processes.

2.2.3 Main Economical organization of African-American KY C guidelines

The camel position strategy is an internationalbpleed position program for cost-
effective companies used by cost-effective compmisyipervisory regulators towards position
their companies (investopedia.com, 2008). The cameinym stands for: (Capital adequacy, A:
Sources top high quality, M: Management top highaliqys E: Earning capacity, L: resources
risk).
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The camel position program is taken into accounthenreasons for these five important
locations, which allows discriminate and analyze tander performance. CAMEL position
provides a statistic of a financial loan compargxssting overall cost-effective, managerial, and
efficient and submission performance. the positisas first provided in 1980s, by US
supervisory regulators, the concept existing a aumif program of position a cost-effective
organization in America. It is depending on the reixer assessment of a cost-effective
organization under certain supervisory agenciesymge the Government Reserve System,
office of the comptroller of the finances (OCC) atfte Government Deposit Insurance
Corporation (FDIC). The same assess has been uge@BIK as per the circular dated
16/10/2005 concerning the updating of the camehoulogy used in position the cost-effective
performance (CBK, 2006). The camel locates fewosafor each acronym components that
assess the financial commitment adequacy, Assetigip quality, Management, Value, and
resources which assess the lender performanceocamdiness.

According to Naylor (2006) the Standard bank hassed from being a reactive or
passive and has turned into a spy since it neekisaew and understand a client's customers and
a client's, client's customers. In spite of thelakebwn actions adopted to avoid trafficking of
drugs, worldwide terrorism as well as tax evasitwe, IMF approximates that cash cleaning
information for between 2 and 5% of the world’s &domestic Product. The implementation
of Continues of Crime and Anti-money Washing AdD@8) to manage these vices that result
from insufficient KYC techniques is intended tother strengthen the integrity of the entire
Kenyan economy against abetting and dealing in ggae of legal action (CBK annual
evaluation , 2006). As indicated in the evaluatainthe year 2007, the CBK indicates that

rectification of the bill requires the organizatimf suitable techniques by companies to
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recognize and avoid stop cash cleaning. The BokRirectors of a cost-effective organization
working in Southern African-American is requireddaosure that the management gets, upholds
and makes sure appropriate recognition of custorietswish to start information or create
dealings whether through proxy or directly. In diddi, the board is needed to sustain sufficient
information for a minimum of seven decades in fefatto the origin of resources and
transactions information; train group consistemtiythe prevention, management and detection
of cash cleaning and the suspicious transactiartification; submit to the Central Bank Kenya
an evaluation of suspicious dealings or actiong thay point out cash cleaning or other
initiatives to cover the actual identification ofistomers or resources ownership and set up
adequate inner management actions which will agsighe anticipation and identification of
cash cleaning actions. Further the CBK forbidsdbmpanies from starting and the keeping of
unidentified information or cost-effective infornmat in apparent fictitious titles. According to
PG (2008) any numbered information should be paskemligh the same verification and
identification procedure (PG, 2008). Verifying coamges are also necessitated to observe that
they provide particular alternatives (to make silna they point out and minimize their cash
laundering/terrorist financing threat on ongoinguridation). This denotes that confirming
companies should apply KYC techniques, deal witmiteoing and improved customer due
dedication as element of their anti-money cleawing reverse attacker financing applications.
2.3 Fund Theory

According to Sharpe (1976) Fund Idea is a fair ralestout thorough concept, of special
attention to information investors. On the othendvaFama (1976) does not offer any precise
definition, but argues that the purpose of his tiexto existing Fund Idea and its scientific

verification. Fama considered Fund Idea as a unigcenomics place as a result of the
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correspondence between concept and work out. Argptd Huang and Litzenberg (1988) Fund

Idea provides with personal consumption and infélwnaoptions under doubt and their cost-

effective resources implications. Jarrow (1988)uagythat Fund Idea is a concept of CAPM,

portfolios, option expenses, models and APT relatedost-effective economy. Copeland and

Weston (1988) indicate that Fund Idea is a contiggitthat gives reasons why people and their
agents develop options and select between varlows,fworking on resources, administration

of information as well as finance suggestions. lkertMerton (1992) argues that Fund Idea can
be considered to be a neoclassical concept thid déh perfectly described locations.

Hagstrom (1995) question Fund Idea as showing th#erent from academics,
evaluation of a threat is complex and it is donlelgdy statistical measurements, as Fund ldea
indicates, adding that specialization is a strommcept for normal investors. Since this
intellectually exposing position comes from a peedavhose graduate research are in the place
of finance and who has created a fortune in stog&stment techniques, it should be considered.
Buffet is an actual fundamental analysis represmetastrategy, which provides discuss
concepts.

Malkiel (1996), however, indicates that arguingidady, this means that a blindfolded
chimpanzee throwing darts at the pages of the stoakket of a newspaper can point out
information with concepts equivalent to those chobg the greatest professional care. He
further argues that his professional and personadligposition against chartists. He further
argues that Technical Analysis as an anathemadnrédbearch and academic world; regular
disapproval is determined by two deliberationsstFis the strategy is evidently false and
secondly it is easy to condemn. In addition, Mdlkiether indicates that even though it appears

a little unjust to condemn such a disgraceful psepahe aim is to save cash. This is an
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immediate, intellectually exposing position witlgaed to other techniques that are not contained
in Fund Idea, in this situation, technical analythiat also provides with the cost of the cost-
effective resources and, particularly, the cosstotks. Technical analysis is considered to be
very old, both in its application and theoretieliniques to discuss concepts.
2.3 Empirical Review
2.3.1 Customer Characteristics

An association establishment between standard badkts clients and consumers is at
first based on information obtained from the clgesahd consumers and how the workers serving
the customer translates and goes about determthmgnformation’s validity and stability.
Falsehoods brought with or without evil purposegettgp create a lasting untruthful view of the
client by the lender. Whether any additional KYJommation is needed or confirmed is
identified by the cash laundering/terrorist finargithreat appropriate to provide particular
assistance (and the KYC information itself varigthvthe customers’ type). The guidelines on
the customer and useful proprietor category indbst-effective companies provided the new
statistic highlighted in worldwide documents— thatistic of useful identification of the owners.
Financial institutions are needed to know all kimfisheir clients and consumers, at a customer
level and also at a contract level monitoring thistemers' information motions (Mountain
2005).A traditional standard bank is needed toeyedence of identification of its customers,
particularly new customers starting informationeTdonsumer titles and information are then to
be compared to sanctions information of dubiousdesignated people that are consistently
produced by government departments (Wolfsberggrd2@)?2). The anti-money cleaning
strategy is a worldwide strategy developed to ersatre that all workers and companies of the

business are informed with regard to their clieartd the kind of the dealings practiced through
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their information. The strategy information thewalof thorough KYC techniques and screening
of foreign correspondent standard bank connectiBagdov, 2007).To create sure examination
regarding the identification of the customer (“Knovour Customer” principles), obtaining
verifying information and certification, it is inotbent upon the relationship administrator to
execute the requisite KYC due diligence engagedrniew customer relationship.

Builov (2007) further states that KYC techniquesoatnable cost-effective companies to
understand their clients /consumers and their effsttive dealings better. This in turn allows
them manage their risks wisely. Financial instang should framework their KYC suggestions
integrating the following four key components: @liAcceptance Policy; Client Recognition
Procedures; Tracking of Transactions; and Threatag@ment.

The strategy accepted by the Board of cost-effeatdmpanies should clearly magic out
the Client Recognition Way to be approved at d#ferstages i.e. while creating an cost-
effective relationship; undertaking an cost-effeetideal or when the lender doubts the
authenticity/veracity or the sufficiency of thegriobtained customer identification information.
Client identification indicates determining the tmmer and confirming his/ her identification by
using reliable, separate source information, ingtram or information. Financial institutions
need to obtain adequate information necessaryttoseheir fulfillment, the identification of
new customers, whether periodic or regular, andaihe of the developed functions of cost-
effective relationship. Being satisfied indicateattthe lender must be able to fulfill the quatifie
regulators that due dedication was seen dependirtgeodanger information of the customer in
submission with the extant suggestions in positiuch threat centered strategy is considered

necessary to avoid extraordinary cost to cost-g¥fecompanies and a difficult program for the
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customers. Besides threat understanding, inform@ozuments needed would rely on the
customers’ type (individual, corporate etc).

For natural individuals’ customers, the cost-effectcompanies should obtain adequate
identification information to confirm the customeridentification; his/her address which
includes location, and also his/her recent pictioe.companies or legal individuals’ customers,
the lender should:

i. Look at the legal position of the legal person/ibess through appropriate and appropriate
details.
ii. Say any personal claiming to act on element oflélgal person is so accepted, recognized
and confirm the identification of that personal,
iii. Comprehend the possession and management framefvdrk customer and establish the
natural individuals who eventually manage the Iggmbonal.

Financial institutions may, however, frameworkith@vn inner suggestions depending
on their encounter of execute with such peoplendities, discretion of normal bankers and the
law as per recognized techniques. If the lendexcselto agree to such information with regards
to the Client Acceptance Plan, the lender sholtd taasonable actions to identify the valuable
owner(s) and confirm his/her/their identificatiam a way so that it is convinced that it knows
who the valuable owner(s) is/are (PG, 2008)

The level of due dedication to be performed rebies variety of factors, such as the type
of customer. For example, there are various spetifins for individual people, companies,
trusts, connections, companies, co-operatives agdlators. Simple verification techniques are
available for household detailed companies and smné&olled trusts. For other kinds of trusts

and companies, more information that includes athtnators or information, useful owners and
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trust beneficiaries) may be required in certain ditons, e.g., where a suspicious matter
happens, it may be necessary for a confirming lessirto carry out personal identification
procedure on a existing customer or to re-verifyparsonal that has already been the subject of

personal identification procedure.

2.3.2 Team Competency

Staff behavior and actual physical features mayachpssistance service. Effective KYC
actions agree to exercises for appropriate managenm&rategy, and segregation of
responsibilities, training as well as other conedcsuggestions which is a Board of directors’
liability. The low group motivation due to insuffemt working environment is expected to have
a important impact on the great top high qualityerécute as well as. According to Mamontov
(2007) the directive on the organization of regatatind legal threat management techniques in
the cost-effective companies, put emphasis on thmeeagement with the concentrate on the
possibility of trailing reputation due to non-conapice with the KYC management, non-
cooperation with the regulator, having unsuccessfuler management guidelines and
divergence from participation in the KYC regime.

The regulator's suggestions also known as the negent of the cost-effective
companies to elaborate on not only the “Know Yous®@mer” (KYC) program but also on the
“Know Your Employee” program. Following the enactmheof the anti-money cleaning
management, actions inside a cost-effective orgéiniz needs not only formal identification of
the law and the regulator's suggestions but alsoddeper understanding of the value of the
worldwide suggestions regarding. Gibbons (2003uesgthat KYC Specialized expertise is
required to create, apply and administer suitahibrmgssion program3his brings to the
forefront to the value of the workers qualificatoand training.
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According to Dementyeva (2006) workers training gisen important amounts of
concentration in big cost-effective companies wheere are continuous alternatives provided
for the workers, all new workers are needed to passductory AML courses focusing keenly
on KYC and they examined a concept of maximum daumtion of the workers in the AML
procedure. Small-sized and regional branches haweave not concerned about training
responsibilities to the same extent. Regular tingjs, nevertheless, important for the potency of
anti-money cleaning initiatives such as KYC.

The absence of know-how of the basic KYC specificet, as well as the banks’
initiatives to limit enough time, causes the cdétetive companies to break the provision with
the exception of the AML official from execute extinner management functions and
tasks.KYC submission is perceived by most creditgars element of day by day execute. They
admit that the reason they apply KYC actions ishestause they want but it is because they are
necessitated. The absence of know-how roots im#izg management, unclear explanation and
inability of the controlling and supervisory reguaes to offer developed of the worldwide AML
specifications (Markov, 2007).

According to Builov (2007), competent group alloereate techniques and suggestions
in regards to Know Your Customer (KYC) and Fraudl &isk Management for companies
interacting with customers and accepting payments‘inot present” environment. They should
offer efficient value-added alternatives due tartipeofessional subject knowledge in the place
of frauds & threat management gained during decadlggactical hands on encounter. This
allows the lender to easily asses their customiguat®ns and specifications to be able to
concentrate their time on delivering achievablegsstjons. It is crucial to comprehend the

organization and risks they encounter but costeéffe companies achieve this through their
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discovery framework ensuring they get up to amaamteasily, accurately and in the most
affordable way for the customers. This allows therspend as great a proportion as possible of

billable time on suggestions (Naylor, 2006).

2.3.3ICT Infrastructure

As a result of the effects of globalization, togeatlvith complex white collar legal action
amongst other factors, the cost-effective prograrauthern African-american has progressed
over the last few decades into a very dynamic marRecording to Kondabagil (2007)
technological innovation has presented a good dppity to cost-effective companies to
surmount geographical, professional and demograpdmcers and offer products and assistance
at almost zero marginal cost together with unbodnaach. In addition, Kondabagil (2007)
argues that the success of economic institutiomow identified by its capability to offer
innovative products in a technologically innovativay that is in accordance to the customers’
needs. He however cautions that the threat infoomatf cost-effective has to be heightened and
modified especially with regard to KYC. In the 20€tandard bank supervision evaluation, CBK
states that cost-effective companies will needeal advith continuously changing organization
environments and a continuous flow of new spedifice via robust ICT platforms, while
staying sufficiently agile.

Financial companies are these days more reliaptemtronic dealings and more prepared
to concurrent information than ever. In additidre tomputerization level may important impact
on a creditor’s performance. Developments is castly cost-effective companies need to assign
to be able to have the right and advantages ag#iest opponents in ICT features (Builov,
2007).With the passing of your energy and effortl dachnological developments, Money
cleaning has progressed into more complicated andvative kinds. The new worldwide

24



economy fuelled by changes in information as welcammunication technological innovation
holds potential advantages and possibilities fat-effective companies worldwide especially in
enhancing the performance of the KYC submissionwéi@r, these possibilities also have their
own complications. Among these complications ineolegal violations relevant to the facts
economy which is seen as an increasing sourceotilgm within the worldwide cost-effective
community. The hails from these legal violations aamouflaged to give it a legal appearance
and this procedure is known as “money laundering”.

New technological innovation, particularly ICT hasovided new methods for cost-
effective companies to advocate products and atees by use of new release channels. The
functions of these new products and alternativeamlie raise amount of transmission of
digitized information, assisting the resources’ ement and alternatives transcending range
within as well as across national boundaries thatpromise with the KYC submission in some
situations (Bradley & Steward, 2002). As indicabgdMishkin and Strahan (1999 amount, range
and secrecy are the crucial elements that transfimeneconomy .However, according to
Philippsohn (2001) the new products and alternatsgch as electronic cost-effective and the
introduction of e-money technological innovatiorvéareated cash cleaning actions even more
common. Actually the FATF (2001) evaluation on ca$#aning typologies identifies online
cost-effective and online as key cash cleaningolehi

Chief Economical Officer (2002) argues that evaargt “technology changes have
influenced the working techniques of many costetfée companies and non-banks as they seek
to contend in the progressively fast-paced and dwide interdependent organization
environment”. Alexander (2001) recommended thatséhsubstitute payment technological

innovation has start breaches that can be subpifatelisguising earnings from legal actions, as
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cash can be channeled through multiple informaitioa host of various resources. This poses
problems relating to traceability of the individudalings which needs enormous amount of
certification. Further, due to complications inceability, involvement in law enforcement
happens after the occasion has taken position FA®B8) Philippsohn (2001) and Vargas &
Backhouse (2003) recommended that management andgeraent applied to fighting cash
cleaning actions needs to deal with the use of t®hnological innovation. As such a sound
economy to monitor and management transactionarsctompounded with strong anti-money

cleaning regimes are important to management dashing actions.

2.3.4 Economical organization Size

The sizing cost-effective companies affects appeahave a positive modify on the level
of KYC submission due to the respective financ@hmitment outlay, which predisposes it to a
certain level of accessibility to varying stagededtures. This invariably decides the level and
complexity of investment techniques in differergaerces and hence the capability to effectively
manage KYC issues within their tier group. Econ@harganization sizing also allows standard
bank to have a higher advantages against theirngope over any undue impact by customers
that are influential due to well recognized mechars. The risk-based strategy of the Anti-
Money Laundering/Counter Enemy Financing Act, galter known as principles-based
management, is developed to offer management torfaization itself to design an AMLCTF
program that suits it (AUSTRAC, 2007). This shiftrmanagement from controlling body to the
regulated business provides flexibility (Ross arahihan, 2007) but needs the companies to be
knowledgeable of the risks they encounter. Acc@ydanAUSTRAC (2007) misunderstanding of
these risks may be interpreted as non-compliakieMG (2008) survey purports that the big
cost-effective companies are able to meet these KMinission expenses.
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Thus, it would be fair to say that companies whe aew to the anti-money cleaning
especially KYC organization would discover it hagding to be acquiescent. Little companies
have limited earnings and a risk-based strategghwéxpects confirming companies to have full
understanding of ML/TF risks which may be arduddsreover, according to Clarke (2006) the
cost of submission with the KYC can be devastating.

As more and more investors are attracted to agqodati standard bank, the administrator
is provided with a significantly huge sum of caghe threat that arises in this situation is that to
put the cash to execute as soon as possible, samagers may purchase extra instruments that
are not enough for the fund's investors (Finanew@dt Nov, 2009). A little standard bank can
easily put all of its cash in its best conceptpaemce of resources causes a huge cost-effective
companies to have to invest in its not-so-good eptecand take larger positions per stock than is
maximum, thereby eroding performance. Grinblatt 8heéridan Titman (2009) discover mixed
evidence that KYC submission earnings decline sfféimdard bank sizing. Needless to say, there
iSs no consensus on this problem.

Risk concerns are at the very heart of most firncommitment options. For both
individuals and companies the incorporation of dhreariables in the choice procedure is
important (Gitari, 2010). Different perspectives thmeat cause different methods of thinking.
The distinction school, March and Shapira (200fhprehend frauds threat as the distinction in
the submission of possible outcomes, their likelde and their subjective concepts. This
understanding of frauds threat also compares wéh Wobicheck (2009) understanding of
frauds threat being the likelihood that the acteminings from an financial commitment may
vary from the expected earnings. That is, the pdagi of a security is the distinction in its

expected future earnings. Conformity threat asutaled as the distinction of earnings has
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obtained widespread acknowledgement in choice @in¢aus, submission threat viewed as the
distinction of earnings is quantified with regarts distinction actions such as range, mean
absolute distinction, variance, traditional distion, and coefficients of distinction (Spiegel,
2008).

The motions approach translates KYC submissiorathséth regards to the motions of
earnings in regards to the market earnings. A assésubmission threat depending on the
motions concept quantifies only that portion of tb&al distinction which is associated with the
market distinction (systematic risk) and ignoresy amsystematic distinction (Bower and
Wippern, 2009).

2.4. Conceptual Framework

In this analysis proposal, it is anticipated thavaaiety of elements will impact the
information level disclosed to the lender. The moxgiortant factors are the customer functions,
standard bank sizing, group proficiency and thaustiess of the ICT features. Computerization,
group behavior and actual physical features weumdoto impact assistance service at KCB
(Murithi, 2006). Effective KYC techniques embracrercises for appropriate management,
oversight, techniques, controls, segregation ofeduttraining and other relevant suggestions
which is a Board of directors’ liability (Pieth, @B). The low group motivation due to
insufficient working conditions was found to havanaportant impact on the great top high
guality of execute as well as at Postbank (Wanp@Q7). The availability and great top high
guality of cost-effective skills is a central prebi in the threat centered appraisal of cost-
effective companies (Greuning, 2003). The ACAMSQ0® declare that cost-effective

companies must offer efficient submission trainbogworkers fully within the locations of
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education, motivation and threat avoidance. Thig bwone of the key locations that is lacking
in cost-effective companies.

Financial companies are these days more reliaptemtronic dealings and more prepared
to real-time information than ever (Bouchereau, 80Bouchereau (2006) states that cost-
effective and electronic frauds involving workesson the increase. The level of computerization
was found to have a important impact on a creditpesformance (Makokha, 2006).
Development is costly and cost-effective companiesd to assign to be able to have the right
and advantages against their opponents in ICT dtifretures (Gikima, 2007). Dalal (2004)
concluded that the advantages and advantages offdCThe smooth running and efficient
functioning of the cost-effective market cannotdiregarded and sidelined All these factors are

required to interrelate as illustrated in figurb&ow:
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This area sets out various levels and levels tieaéiollowed in completing the analysis.
It has a strategy for the choice, figure and amsigtEdetails. This place contains the analysis
design, focus on population, details choice equiggiaetails choice techniques and finally
details analysis.
3.2 Research Design

The analysis was of a illustrative analysis stillastrative analysis style has a area
analysis where an knowledgeable has a inhabitdmt$enest to check with certain issues
concerning the organized analysis. The objectite mllect information without any
adjustment of the analysis perspective and it isintrusive and includes normally obtained
phenomena, where the professional has no contesltbe aspects (Cooper and Schindler,
2003). Kothari (2006) represents illustrative si#einvolved with offering features of a
particular design while determining the reguladfystage of company with something else.
Therefore illustrative analysis was used to evaldia¢ facts and identify any current designs.
3.3 Concentrate on Population

Target inhabitants in analysis are the particuihabitants about which information is
recommended (Ngechu, 2004). In this analysis, tbgepsional used information for the 43
professional financial companies in African-Americdhe analysis focused more on the place
and particularly the 444 top and center stage obtegam who are straight working with the day
to day control of the professional financial comigarsince they are the ones acquainted with the
Know Your Client (KYC) submission in their partieulfinancial companies. The inhabitants

function was as described in table 3.1 below.
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TABLE 1
Target Population

Level Frequency Per centage
Top Management 129 29.1
Middle level Officer 315 70.9
Total 444 100.0

Sour ce: Commer cial banks Human Resour ce Report (2012)

3.4 Sampling Techniques

From the above population of 444 top and middlellevanagers from the staff working
in the commercial banks, a representative sampR06frespondents was drawn using Kathuri

and Pals (1993) formula, (See appendix IV for rissiable).

The formula by Kathuri and Pals (1993) is as foBow

Equation 1
n= X°NP (1-P)
o> (N-1)+x*P (1L-P)
Where:
n = required sample size o® = the degree of accuraayyvalue is 0.05

N = the given population size from thg? = Table value of chi-square for one degree

sampling frame of freedom, which is 3.841

P = Population proportion, assumed to be 0.50

The research arranged the inhabitants into twdastheat are top supervisors and center
stage authorities. From each stratum the reseased easy unique testing to decide on an
example of participants. Mathematically, to be afde generalization to take position, an

example of at least 30 components (respondentsj aragsavailable (Cooper and Schindler,
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2003). Kotler (2001) claims that if well selectedamples of about 10% of inhabitants can often
give excellent stability. Other literatures haveyan that example dimension choice to a large

degree is judgmentally made the decision. The ehwas as follows.

TABLE 2
Sampling Frame
Level Frequency Sample Ratio Sample Size
Top Management 129 0.46 60
Middle level Officer 315 0.46 146
Total 444 0.46 206

Source: Author (2012)
3.5 Data Collection

The analysis gathered both main and additionakmé&ion for the purpose of examining
the factors of KYC conformity among professionahaincial institutions in South Africa.
Primary information was gathered using a set ofceoms while additional information was
obtained from guides, bank publications and revietvhe selected financial institutions. Self-
administered surveys were used to gather mainnrdton. The set of concerns developed in
this analysis consist of two segments. The first peludes the market and functional features
developed to figure out fundamental issues sucth@snarket features of the participant. The
organized concerns were used in an effort to pveseash as well as to accomplish in easier
analysis as they are in immediate useful form; evttie unstructured concerns were used so as to
motivate the participant to give an in-depth andegienced reaction without feeling held back in

exposing of any information.

33



3.7 Stability and Credibility of Research Instrument

Validity is the stage by which the example of eatduproducts symbolizes the material
evaluate is developed to evaluate. Content validihgch was employed by this analysis is
evaluation of the stage to which information gatideusing a particular device symbolizes a
specific domain or material of a particular concé&pvoper and Schindler (2003) deal that the
usual process in evaluating the material validify ewaluate is to use a professional or

professional in a particular area.

To set up the validity of the analysis device thecsalist desired the views of experts in
the area of analysis which include anti-money waghprofessional and the researcher’s
manager. This assisted the necessary modificatidradjustment of the analysis device thereby
improving validity. Stability of the analysis deeiavas improved through a lead analysis that
was done on two professional financial institutiohise lead information was not included in the
actual analysis. The lead analysis allowed fortpsting of the analysis device. The quality of
the device products to the participants was estaddi so as to improve the instrument’s validity
and reliability. The lead analysis allowed the splest to be familiar with analysis and its
administration process as well as determining petedthat require adjustment. The result help
the specialist to correct variance coming up frdre equipment, which ensures that they
evaluate what was intended.

3.6 Data Analysis

Primary information was examined using illustratared inferential research to set up the
aspects that figure out the stage of conformityhWwitYC specifications by professional financial

institutions in South Africa. Data was examined tre basis of illustrative research.
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Mathematical Package for Social Sciences (SPS$ipredi7 was used as an aid to analysis.
SPSS was recommended because of its ability tor @wariety of most statistical and visual
information analysis and is methodical. Contentlysis was used to evaluate quantitative
information. In order to figure out the stage thatious aspects affect the conformity with KYC
specifications by professional financial institutsoin South africa, a straight line multiple

regressions was used.

Equation 2

Theregression equation

Whereby Y = Compliance with KYC requirements
Bo = Constant
X= customer’s characteristics
X= Size of bank
Xii = Staff competency
X = Information Technology

e =Error Term
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CHAPTER FOUR
DATA ANALYSISAND INTERPRETATION
4.1 Introduction

This area provides analysis and outcomes of théysieaas set out in the analysis
technique. The analysis outcomes are provided @ett@ip the aspects that determine the level
of complying with KYC specifications by expert bamx organizations in African-American.
The details were gathered specifically from theodetoncerns as the analysis device. The set of

concerns was designed in line with the objectieb® analysis.

4.1.1 Response Rate

The analysis targeted 206 members in gatheringlsletéh respect to the aspects of
know-your-customer complying among expert bankirrganizations in African-American.
From the analysis, 147 out of the 206 example mesnfiked-in and came back the reviews
making a response quantity of 71.4%. This reasenadaction quantity was designed a reality
after the professional designed personal callsvasits to highlight the individual to fill-in and
return the reviews.

4.2 Demographic I nfor mation

TABLE 3
Gender of the Respondents
Frequency Percent
Male 69 47
Female 78 53
Total 147 100

The research sought to find out the gender oféspandents. According to the findings,

53% of the respondents were female while 47% ofélpondents were male.
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FIGURE 3

Age Bracket
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The research sought to find out the age brackeéhefrespondents. From the findin
33% of the respondents were-40 years, 27% of the respondents wer-30 years, 23% of the
respondents were 334 years, 10% of the respondents w4144 years and 7% of tt

respondents were 184 years

TABLE 4
Highest Leve of Education
Frequency Percer
Higher diploma 25 17
Bachelors’ 103 70
Masters 19 13
Total 147 10C

The study sought to find out the highest level @fi@tion of therespondents. From the
findings, 70% of the respondents were degree helder% of the respondents had hig

diplomas while 13% of the respondents had a mastiegres
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FIGURE 4
Bank compliance with KY C guidelines
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The study sought to find owhether the banks comply with KYC guidelines. Frtima
findings, 87% of the respondents said that theypdma with the KYC guidelines while 13%

the respondents said that they did not comply WNIC guidelines

TABLES
Thelevel of KYC compliance among commer cial banksin Kenya
Frequency Percer
No response 19 13
low 15 10
moderate 79 54
high 34 23
Total 147 10C

The study sought to find out the level of KYC compte among commercial banks
Kenya. From the findings, 54% of the respondwere moderate, 23% of the respondents \

high, 10% of the respondents were low and 13%efdispondents didn’t respor
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FIGURE 5
Awareness of KY C compliance requirements by small banks
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The study sought to find out whether the resporddemreaware of KYC complianc

requirements. From the findings, 87% of the respoisl were aware of the KYC compliar

requirements, 10% of the respondents were not agfatee KYC compliance requirements &

3% of the respondents did not respu

4.3 Customer s char acteristics

TABLE 6
Respondentslevel of agreement with statementsthat relate to customers characteristics
as a determinant of KY C compliance

(]
D
2 &
L o
S @
218 |5 >
(@) = (@)
c [@)) s 5 c c >
S 183|588 |2
n &) z < n = "
Establishment of relationshibetween a ban
and its customers is initially pegged ug
information received from the customer ¢
how the staff handling the customer perce
anq goes a_lbout as_certalnlng the validity 3 20 | 20 17 lao |23 | 06
reliability of information providec
False information delivered with or without e 30 23 | 43 |3 0.6

intention creates a permanent untruthful viev
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customers by bank. 3.1

banks are required to know all types of their
customer not only at a customer level but also at
contract level monitoring the client's accourat

20 |33 | 37| 10 |26 | 0.6
movement

a financial institutions required to obtain pragof
of identity of its customers, especially new

customers opening accounts 20 33 23 23 |25 0.6

banks should frame their KY guidelines
integrating the following four key elemept
clients' approval policy, customer recognition

techniques, tracking of dealings and r%< 13 |40 | 20| 7 |26 |06
management ' '

The study sought to find out the stage of agreematimg customer's features as a
determinant of KYC conformity. From the resultse tiparticipants strongly decided that
falsehoods provided with or without wicked objeesvcreated a lasting unethical view of the
client by the lender as proven by a mean of 3.&, ghrticipants also decided that banking
organizations are needed to know all types of tbk@nt not only at a client stage but also at
contract stage monitoring the customer's accoutivigcand banking organizations should
structure their KYC guidelines developing the fallog four key factor clients' acceptance
policy, client identification techniques, monitogirof transactions and risk management as
proven by a mean of 2.6,the participants wereyfaidutral about banking organizations needed
to obtain proof of identification of its clientssgecially new clients opening accounts and
Organization of relationship between a financiatition and its clients is initially placed upon
details received from the client and how the stedihaging the client understand and goes about
determining the credibility and stability of detajprovided as proven by a mean of 2.5 and 2.3

respectively.
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4.4 size of bank

TABLE 7
Respondents level of agreement relating to size of bank asa determinant of KYC
compliance
(4%
2
g &
1) =)
T @
218 |5 >
<) = © =)
5|8 |3 ¢ |5 |§ |23
= K% [} > = o 2
n &) z < n = "

the size of banks affect appear to have a direct
impact on the level of compliance due to ttBa
respective capital outlay

N
-~
=
~
a1
o
~
N
o
o
(e}

big banks are capable of meeting the KY{_‘0 0 53 |33 |3 28 | 0.6
compliance cost ' |

small banks are not capable of meeting KY6: 33 |33 |33 |0 30 | 06
compliance cost : '
small institution who are new to the anti-theft

laundering especially KYC establishment wou

find it hard going to be compliant BI 23 |30 133 |14 126 106

The study sought to find out the respondents leffaljreement relating to size of bank as
a determinant of KYC compliance. From the findindy® respondents strongly agreed that small
banks are not capable of meeting KYC compliancd essshown by a mean of 3.0, the
respondents agreed that big banks are capableaiingehe KYC compliance cost as shown by
a mean of 2.8, the respondents agreed that thesank appears to have a direct impact on the
level of compliance due to the respective capitalay and small institution who are new to the
anti-theft laundering especially KYC establishmesiuld find it hard going to be compliant as

shown by a mean of 2.6.
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4.5 Staff competency

TABLE 8

Respondentslevel of agreement relating to staff competency as a determinant of KYC

competency
o
g S
1) o
S @
28 |z 3
s|g 35|e|5|§ 3
= ) D o) = o =
n a) z < n = n
staff attitudes and physical facilities affect
customer service and effective KY
procedures compliance % 40 |23 130 |7 30 |06
the low staff motivation due to poor working
conditions IS likely to have a significant |mpacd 27 127 137 |10 57 | 06
on the quality of KYC compliance
personnel qualifications and training is key|
KYC procedure compliance té) 10150 |33 |7 26 |06
staff competency in control management is| an
essential ingredient for compliance in K\r% oa |17 147 |10 27 | 06

guidelines

The study aimed at finding out particifgatevel of contract with regards to team
proficiency as a determinant of KYC proficiency.offr the results, the participants highly
decided that team behavior and physical featurésctetlient support and effective KYC
techniques conformity as proven by a mean of 31 garticipants decided that the low team
inspiration due to inadequate working circumstarnsdgely to have a important effect on the
quality of KYC conformity and team proficiency iromtrol is an essential component for
conformity in KYC recommendations as proven by amef 2.7,the participants decided that

employees credentials and training is key to KY@cpss conformity as proven by a mean of

2.6.
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4.6 Information Communication Technology Infrastructure
TABLE 9

Respondent Level Of Agreement Relating To I nformation Communication Technology
Infrastructure As A Determinant Of KYC Compliance

Disagree
Neutral

Agree
Strongly agree
Mean

Stdev

® | Strongly disagree

The risk profile of banking is high and should |b
modified especially with regard to KYC.
technology infrastructure plays a big role |in
determining compliance with KYC guidelines tta
reduce high risks involved
the new global economy fuelled by advances in
information and communication technology
holds potential benefits and opportunities for
banks worldwide especially in enhancing

efficiency of the KYC compliance rt? 33 113 144 110 (271 06

The study sought to find out the respondent levedgreement relating to information

20 |43 | 37 | 0 |28 | 0.6

communication technology infrastructure as a detant of KYC compliance. From the
findings, the respondents strongly agreed thatigleprofile of banking is high and should be
modified especially with regard to KYC. Technologyfrastructure plays a big role in
determining compliance with KYC guidelines to redudmgh risks involved as shown by a mean
of 2.8, the respondents agreed that the new gldmiomy fuelled by advances in information
and communication technology holds potential bésefnd opportunities for banks worldwide
especially in enhancing the efficiency of the KY&npliance as shown by a mean of 2.7.

Given the control environment, the risk assessntéet,control activities, information
and communication and the monitoring system at ARRS analytical model relating the

dependent variable with independent variables eaiotmulated as follows:
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4.7 Regression Analysis

TABLE 10

Model Summary

Adjusted R Std. Error of the
Model
R R Square Square Estimate
1 877 .783 129 .3099

Coefficient of dedication describes the level tackithanges in the reliant varying can
be described by the change in the separate aspebts percentage of difference in the reliant
varying (Commercial financial institutions Confotgnivith KYC specifications in South
Africa.) that is described by all the four sepal@dpects (customer features, Size of bank, staff
proficiency and ICT facilities.).

The four separate aspects that were analyzed,iexqpity 78.3% of the Professional
financial institutions Conformity with KYC specifations in South Africa as showed by the R2.
This therefore means that other aspects not ardalpzhis analysis play a role 21.7% of the
Professional financial institutions Conformity wikY C specifications in South Africa.
Therefore, further analysis should be performeeiamine the other aspects (21.7%) that affect

Professional financial institutions Conformity wikY C specifications in South Africa.

TABLE 11
ANOVA
Sum of
Model Squares df Mean Square F Sig.
1 Regression 12.559 5 2.901 52.3333 .0089
Residual 196.889 96 2.109
Total 209.448 101
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The significance value is .0089 which is less &5 thus the model is statistically
significant in predicting customer characteristi®ze of bank, staff competency and ICT
infrastructure. The F critical at 5% level of sifjipance was 3.23. Since F calculated is greater

than the F critical (value = 52.333), this showat the overall model was significant.

TABLE 12

Coefficient of deter mination

Unstandardized Standardized
Model Coefficients Coefficients t Sig.
Std.
B Error Beta
1 | (Constant) 2.333 1.033 0.78Y 0.26

Customer

characteristics 0.863 0.123 0.159 1.091 0.002
Size of bank 0.788 0.139 0.085 0.687 0.004
Staff competency 0.564 0.099 0.135 0.97 0.014
ICT infrastructure 0.389 0.079 0.54 0.349 0.083

The researcher conducted a multiple regressionysigalso as to determine the
relationship between Commercial banks Compliandd Wi¥C requirements in Kenya and the
four variables. As per the SPSS generated tab® th& equationy( = o + p1X1 + B2X2 + B3X3

+ B4X4+ €) becomes:

Y=2.333 + 0.863X+ 0.788X%+ 0.564 %+ 0.389X%

Where Y is the dependent varying (Commercial fimarnostitutions Conformity with
KYC specifications in South Africa.), X1 is the @t features varying, X2 is Dimension

financial institution varying, X3 is Team proficieyy X4 and X5 is ICT facilities.

According to the regression equation establisredng all factors into account

(customer features, Dimension financial institutistaff proficiency and ICT facilities.) constant
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at zero, Professional financial institutions Confay with KYC specifications in South africa
will be 2.333. The data findings analyzed also siiwat taking all other independent variables at
zero, a device improve in Client features will leaadh 0.863 improve in Professional financial
institutions Conformity with KYC specifications Kenya; a device improve in Dimension
financial institution will lead to a 0.788 improue Professional financial institutions Conformity
with KYC specifications in South Africa, a devieaprove in staff proficiency will lead to a
0.564 improve in Professional financial institusd@onformity with KYC specifications in
South africa and a device improve in ICT facilitiedl lead to a 0.389 improve in Professional
financial institutions Conformity with KYC specifations in South Africa. This infers that Client
features contribute more to the Professional firemastitutions Conformity with KYC
specifications in South Africa followed by the Dingon financial institution then Team

proficiency while ICT facilities had the least efte

At 5% stage of importance and 95% stage of confideaustomer features had a 0.002
stage of importance, Dimension financial institatltad a 0.004 stage of significance; staff
proficiency showed a 0.014 stage of importance, fié€Tlities had a 0.033 stage of significance;

hence the most significant factor is customer featu
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CHAPTER FIVE
SUMMARY OF THE FINDINGS, CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction

The section provides the conclusion of the redulis section four, and it also gives the
results and suggestions of the research basedeogodis of the research. The goals of this
research were to investigate the aspects thatefigut the stage of conformity with KYC

specifications by professional financial institutsoin South Africa.

5.2 Review of the Findings

The research aimed at analyzing the aspects thatfiout the stage of conformity with

KYC with reference to professional financial instibns in South Africa.

5.2.1 Clientscharacteristics

The research discovered that the participants yidgekided that falsehoods provided
with or without wicked goals designed a lastingthreal perspective of the client by the lender
as proven by a mean of 3.1 and that financialtutsins are required to know all types of their
client not only at a client stage but also at cacttrstage monitoring the customer's account

movement.

5.2.2 Size of bank

The research further discovered out that the ppatnts highly decided that little
financial institutions are not able to meet KYC fmmity price as proven by a mean of 3.0 and
that big financial institutions are able to meet KiYC conformity price as proven by a mean of

2.8.
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5.2.3 Team competency

In inclusion, the research discovered out thatpasicipants highly decided that staff
behavior and actual features impact client supgod efficient KYC techniques conformity as
proven by a mean of 3.0 and that the low staffimaspn due to poor working conditions is

likely to have a significant impact on the quabfyKYC conformity as proven by a mean of 2.7.

5.2.4 Details Interaction Technological Innovation Infrastructure

In inclusion the research discovered that, thei@pants highly decided that the threat
information of financial is great and should be tonszed especially with respect to KYC.
Technology features performs a big part in idemtdgyconformity with KYC recommendations

to decrease great threats involved as proven bganrmof 2.8.

5.3 Conclusion

The research indicates that falsehoods provideld evitvithout wicked goals designed a
lasting unethical perspective of the client by lgweder. The research further indicates that little
financial institutions are not able to meet KYC faymity price.

Moreover the research indicates that staff behaamaor actual features impact client support and
efficient KYC techniques conformity. Lastly the easch indicates that the threat information of
financial is great and should be customized esfhgeuith respect to KYC. Technology features

performs a big part in identifying conformity witkYC recommendations to decrease great

threats involves.
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5.4 Recommendations

Commercial financial institutions offer resourcedgnce for investors. Investors can be
directed to joint funds or unswerving resource marficial institution experts. The research
therefore suggests that the workers should be esispr as possible in the details given to

enhance interaction between them and the custaraarase.

The research further suggests little financialifaBbns to make sure that they offer
things to look for and generate confidence in thabients. This is because Small financial
institutions typically have a more hard time gaghoustomers than bigger financial institutions.
They have smaller marketing and advertising budgltso, some prospective people are
hesitant to do company with little financial instibns, especially new companies without a
faithful following, since they believe that thesemgpanies may not be around for a long period
or that they will not be able to offer the apprapei stage of support. By offering things to look

for, the financial institutions are able to attremire customers hence offering room for growth.

In inclusion, the research suggests that Smalln@izd institution owners must find
creative ways to use their limited resources tovgtiee company while running the day-to-day
functions of the lender. This can be done throuigfee related the prices charged by bigger

financial institutions or offer extra benefits teetclient such as better client support.

Finally, the research suggests that since littharfcial institutions may not have the
money to have a professional analysis done, theyldhely on their consumer base to tell them
what is bad or terrific about them. Let customeave deedback right at the register and on their

website, and train their workers to ask customdratwihey'd like to see offered or done.

49



5.5 Recommendation for Further Studies

This research has analyzed the research on thetssimat figure out the stage of
conformity with KYC specifications by professiorfadancial institutions in South africa. To this
end therefore a further research should be perfdtmset up the stage of conformity with KYC

specifications by other financial institutions.

Moreover a research should also be performed tasdhe functions of professional

financial institutions and the services they offer.
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Appendix |: Questionnaire

DETERMINANTS OF KNOW YOUR CUSTOMER (KYC) COMPLIANCE AMONG
COMMMERCIAL BANKSIN KENYA.

Instruction

This questionnaire consists of five parts Pleassvanall the questions by ticking on the spaces
provided or use the spaces left for you.

PART A: BACKGROUND INFORMATION
1. Name of Bank (Optional) ..........coeieiiiii i
2. Gender: Male [ ] Female [ ]
3. Your age bracket (Tick whichever appropriate)

18 — 24 Years [
25 - 30 Years [
31 - 34 years [
35— 40 years [
41 — 44 years
45— 50 years

Over 51 years

=) r

4. How many years have you worked in the bank?
1-5Years [ ]
6 - 10 Years [ ]
11 - 15 years [ ]
16 — 20 years [ ]
[ ]

Over 20 years

5. What is your position in the organization?

6. What is your highest level of education?
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Certificate

Diploma

Higher National Diploma

Bachelors

Masters

PhD

7. Does your bank comply with KYC guidelines?
Yes [ ]
No [ ]

8. What is the level of KYC compliance among commericanks in Kenya?

Low [ ]
Moderate [1]
High []

9. Are small banks aware of KYC compliance requirersent
Yes [ ]
No []

If no give reason why?
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PART B: CUSTOMERS CHARACTERISTICS

1. What is your level of agreement with the followistatements that relate to customers
characteristics as a determinant of KYC compliahse®trongly Disagree; 2=

Disagree; 3= Neutral; 4 Agree; 5= Strongly Agree.

Establishment of a relationship between a bankitndustomer ig
initially pegged upon information received from tbestomer and
how the staff handling the customer perceives aadsgabout

ascertaining the validity and reliability of thdonmation provided.

False information delivered with or without evikémtions creates ja

permanent untruthful view of the customer by thekba

Banks are required to know all types of their costcs not only at ¢

S

customer level but also at a contract level momtptthe clients

accounts movements.

A financial institution is required to obtain proof identity of its

customers, especially new customers opening acgount

Financial institutions should structure their KYCuidglines
integrating the following four key elements: Cligiqpproval Policy;
Client Recognition Procedures; Tracking of Transast and Risk

control.

PART C: SIZE OF BANK
2. What is your level of agreement with the followisgtements that relate to size of bank
as a determinant of KYC compliande?Strongly Disagree; 2= Disagree; 3= Neutral;

4 Agree; 5= Strongly Agree.

The size of banks affects appears to have a dimgxct on the level

of KYC compliance due to the respective capitalayut
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Big banks are capable of meeting KYC compliancescos

Small banks are not able of meeting KYC compliacmss.

Small institutions who are new to the anti-moneynkdering
especially KYC establishment would find it hard mpito be

compliant.

PART D: STAFF COMPETENCY
3. What is your level of agreement with the followirsgatements that relate to staff
competency as a determinant of KYC competebey&rongly Disagree; 2= Disagree;

3= Neutral; 4 Agree; 5= Strongly Agree.

Staff attitudes and physical facilities affect amer service

andEffective KYC procedures compliance.

The low staff motivation due to poor working comalis is likely to

have a significant impact on the quality of KYC qaiance.

Personnel qualifications and training is the keyKdC procedure

compliance.

Staff competency in control management is an eisdengredient

for compliance in KYC guidelines.

PART E: INFORMATION COMMUNICATION TECHNOLOGY INFRASTRUCTURE
4. What is your level of agreement with the followisigitements that relate to information
communication technology infrastructure as a detgnt of KYC compliancel=

Strongly Disagree; 2= Disagree; 3= Neutral; 4 Agree; 5= Strongly Agree.
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The risk profile of banking is high and should bedified especially
with regard to KYC. Technology infrastructure playsig role in
determining compliance with KYC guidelines to reduagh risks

involved.

The new global economy fuelled by advances in mfdron and

communication technology holds potential benefitsnd @

opportunities for banks worldwide especially in anting the

efficiency of the KYC compliance.

5. Please indicate any other factors which you thinfluence KYC compliance levels in your

bank:

6. Please recommend any other measures which you t¢aimkelp in

of KYC non-compliance among the banks:

{THANK YOU FOR YOUR ASSISTANCE}
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Appendix I1: Study Time Frame

Weeks
Activity 1/2(3(4|5|6 1011 |12|13|14|(15|16|17 18|19 |20
Research
proposal

development

and writing

Proposal
presentation

and defence

Proposal

Corrections

Questionnaire

testing

Data collection

Data analysis

Report writing

Presentation of

Report

Corrections

Compilation
and submission

of final Report
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Appendix I11: Study Budget

Item Kshs

Proposal writing 30,000.00
Questionnaires Printing 15,000.00
Data Collection 10,000.00,
Printing 7,000.00
Photocopying 5,000.00
Transport, logistics and communication 9,000.00
Subsistence 7,000.00
Computer time 6,500.00
Miscellaneous 10,000.00,
TOTAL 99,500.00
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Appendix 1V: Required Sampling framefor given population

N S N S N S N S

10 10 140 103 550 226 4500 354
15 14 150 108 600 234 5000 357
20 19 160 113 650 241 6000 361
25 24 220 140 700 248 7000 364
30 28 230 144 750 254 8000 367
35 32 240 148 800 260 9000 368
40 36 250 152 1200 291 10000 370
45 40 260 155 1300 297 15000 375
50 44 270 159 1400 302 20000 377
55 48 280 160 1500 306 30000 380
60 52 290 165 1600 310 50000 381
65 56 300 169 1700 313 100000 384
70 59 320 175 1800 317

75 63 340 181 1900 320

80 66 360 186 2000 322

85 70 380 191 2200 327

90 73 400 196 2400 331

95 76 420 201 2600 335

100 80 440 205 2800 338

110 86 460 210 3000 341

120 92 480 214 3500 346

130 97 500 217 4000 351

Source: Kathuri & Pals (1993). N=Popidatsize

S=Sample size
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