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INTRODUCTION
1.1 Background of the study

Statement of changes in equity was a financial statement
that presented the changes occurred in the owner’s equity of
an entity during an accounting period. (Jain & Narag, 2016).
Statement of changes in equity was a financial report that
summarized all transactions affecting shareholders’ equity
during an accounting period including profits earned, loss
incurred, dividend distributed and adjustments arising from
accounting policies. (Grewal, 2018).

Statement of changes in equity is a financial report that
show how the equity of an entity changes from the
beginning to the end of a reporting period, by detailed
movements in share capital, retained earnings, reserves and
transactions with equity holders such as dividends and
owners’ contributions. (Adeleke, 2019).

Statement of changes in equity illustrated how company’s
equity evolved over a financial period, reflected not only
profits or losses but also transactions with owners, such as
the issue of new shares, share buybacks and dividend
payment. (Oteng, 2022).

The statement of changes in equity was a reconciliation of
the beginning and ending balances of the various
components of equity, provided a transparent view of the
transactions between the entity and its owners in their
capacity as owners. (Iraya, 2014). The statement of changes
in equity was a specialized reporting tool that captured the
residual interest of sharcholders in the firm’s assets after
liabilities had been settled. (Njeru, Mwikamba & Simiyu,
2025).

1.2 Statement of the problem

Effective statement of changes in equity provided accurate
timely and relevant information that enabled listed firms to
assess and improve their financial performance. The
statement of changes in equity serves as a critical tool to
improve financial performance of commercial banks in
Kenya

According to reports by Central bank of Kenya regulatory
authority (CBK), the financial performance is measured
using return on Asset (ROA) has remained fluctuated and
declined trend due to increased operational costs loan
defaults. CBK report indicated that the sector recorded an
average ROA of about 15% in 2020, 14% in 2021,14% in
2020,15% in 2023 and 16% in 2024.The fluctuation in ROA
indicated inefficiencies in the utilization of shareholders
changes in equity (CBK, 2024)

Onduso (2022) analyzed the effect of changes in equity on
performance of manufacturing firms in Kenya. The study
addressed only the changes in equity components and
profitability, ignored equity. In so doing, prior research
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provided an incomplete picture of how changes in equity
influenced financial performance. Ojeka etal (2021)
analyzed changed in equity and its impact on the
performance of listed firms. The research failed to address
other inferential statistics technics such as regression
analysis in their study.

1.3 Objectives of the study

The study analyzed the effect of Statements of changes in
equity on financial performance of listed commercial banks
in the NSE.

1.4 Hypothesis testing

Ho4: Statement of changes in equity has no statistically
significant effect on financial performance of listed

commercial banks in the NSE.
2.1 Theoretical literature review
2.1.1 stakeholders’ theory

Stakeholders’ theory was mainly developed by R. Edward
Freeman in 1984. Stakeholders’ theory was a management
ethical theory which stated that business should consider the
interest of all people affected by its activities, not just the
owners or stakeholders. (Awa, Etim & Ogbonda, 2024)

Stakeholders’ theory had the following assumptions; it
assumed that firms operated with multiple stakeholders, it
assumed that stakeholder’s interest was legitimate, assumed
that managers must balance interests, relationships matter
for long term value, assumed that value creation was for all
stakeholders. (Gunawan, 2023)

The following were the limitations of stakeholders theory:
the problem of managerial accountability where by
managers became accountable to no one after being made
accountable to multiple groups, instrumentalism as many
firms adopted stakeholders rhetoric purely for reputation
management rather than a genuine moral shift and trade-off
paradox which assumed a win -win scenario is always
possible, the theory may not be applicable in all industries or
businesses contexts ,where the primary focused on
efficiency and profitability. Lastly, it consumed time and
was resource intensive to engage all stakeholders ,especially
in large or global organizations. (Valentinov, 2022)

The theory had various critics such as lack of prioritization
mechanism as it failed to provide a clear method for
weighed the competing interests of various stakeholders
groups ,often making it difficult to resolve conflict,
imprecision in identification as it was difficult to identify
precisely who or what counted as a stakeholder making the
theory difficult to implement in practice ,difficult to
implement as it was argued that the companies cannot
always fulfill everyone’s interest such as increasing
employee salary while simultaneously lowering prices for
consumers and lastly undermining of market principles as it
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was argued that when applying social contract to the
corporation contradicts market economics which led to weak
stakeholders being exploited by managers. (Inkpen &
Sundaram, 2024)

The relevance of stakeholders’ theory was that organizations
should consider the interests of all stakeholders when
preparing and presenting financial information. This was
reflected in the balance sheet, income statement, statement
of changes in equity and cashflow statement collectively, as
they together showed the firm’s financial position,
performance, equity movements and liquidity, enabling
stakeholders to make informed decisions.

2.2 Empirical literature review

2.2.1 Statement of changes in equity and financial
performance

Dumitru and Bondoc (2024) conducted a comprehensive
empirical investigation into the utility of statement of
change in equity primary diagnostically tool for assessing
financial performance and utility stability. A sample size
totalling between 100 to 500 companies was adopted. The
study was carried out using a quantitative comparative
research design. By analysing longitudinal data from listed
companies, the researchers aimed to bridge the gap between
static equity reporting and dynamic profitability metrics.
Purposive sampling technique was used in selecting firms
that maintained consistent reporting standards. The findings
of the study revealed a statistically significant positive
relationship between growth of retained earnings and the
sustained financial resilience of the entries. The study
concluded that statement of changes in equity served as an
essential early warning system. They recommended that
managers should use statement of changes in equity as a
strategic management tool not just as a compliance report.

Khan ,Arshad and Uzma (2022) explored the relationship
between the statement of changes in equity and financial
performance of manufacturing firms in Pakistan .The
research was motivated by the need to understand how
capital structures specifically the transition of wealth as
documented in the statement of changes in equity influence
a firm’s ability to remain profitable in a volatile emerging
economy .Pecking order theory was used .The study utilized
a quantitative research design analysed a sample size of 100
manufacturing firms listed in Pakistan stock exchange
(PSX) over a ten —year period from 2011 to 2022.To
measure financial performance ,the researchers utilized
return on assets(ROA) and return on equity (ROE) as the
primary accounting based dependent variables .The
methodology involved application of panel data regression.
The findings revealed a statistically significant positive
relationship between the growth in total equity documented
in statement of changes in equity and both return on asset
and return on equity. In conclusion the researchers argued
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that statement of changes in equity is a critical tool for
assessing the quality of firm’s earnings. They recommended
that managers should focus on long-term capital retention
strategies and ensure that equity movements are
transparently reported as these factors are highly correlated
with sustained financial performance.

Dube and Naidoo (2024) did a study which was grounded in
the premise that statement of changes in equity served as a
primary indicator of a firm’s internal capital strength and
financial maturity. The study employed a quantitative
research design utilizing a panel of dataset of listed
industrial  and  manufacturing companies on the
Johannesburg stock exchange (JSE) over an eight —year
period. To measure financial performance the researchers
used Tobin’s Q as a proxy for market-based performance
and return on assets (ROA) for accounting-based
performance. The methodology involved multiple regression
analysis and the use of Fama- French model to control the
market risk factors. The findings revealed a statistically
significant positive relationship between cumulative equity
and Tobin’s. In conclusion the researchers argued that the
statement of changes in equity is a vital tool for signalling
financial health of the broader market. They recommended
that corporate boards should pay closer attention to the
narrative told by equity movements as consistent growth in
this area not only improves internal solvency but also
significantly boosts firm’s competitive standings and
attractiveness to long-term investors.

Al-Qudah (2023) examined the impact of statement of
changes in equity on the financial performance of listed
firms within Jordanian service sector. The research aimed to
establish the statement of changes in equity as a primary
indicator of a firm’s ability to navigate economic cycles and
deliver value in the emerging Amman stock exchange
(ASE) market. Signalling theory was adopted. The research
utilized a quantitative research design and focused on a
sample size of 42 services companies listed on the Amman
stock exchange (ASE). The study analysed panel data
covering a ten —year period from 2013 to 2022.To ensure
financial performance, he employed earnings per share
(EPS) and return on equity (ROE) as primary dependent
variables. The methodology involved use of a fixed —effects
regression model. The findings revealed a positive
relationship between growth in total equity reported in
statement of changes in equity and earnings per share. In
conclusion, AL-Qudah argued that statement of changes in
equity was a fundamental predictor of a firm’s future
financial trajectory. The study recommended that financial
managers should focus on strategies that promote consistent
growth of equity and ensure statement of changes in equity
is presented with high degree of clarity.

Omondi and Muturi (2013) analysed statement of changes in
equity in lens of retained earnings and revaluation reserves.
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The study adopted pecking order theory which explored the
conflict of interests between shareholders and managers,
particularly how debt can be used as a tool to discipline
management .They used secondary data which was
extracted directly from the audited annual statements
between 2006 and 2012 with a sample size of 29 firms listed
in Nairobi securities exchange (NSE).Purposive sampling
technique was used. They utilized multiple regression
analysis. The findings emphasized on the need to cover
short-term obligations (often funded through working
capital equity). The researchers concluded that capital
structures components specifically between debt and equity
are critical determinants of a firm’s success. They further
recommended that firms should prioritize the use of retained
earnings to fund expansions, as this reduces the risks
associated with external borrowing.

Araya (2022) analysed the standardized structure of the
statement of changes in equity mandated by IAS 1 in
relation to financial performance. The researcher used a
combination of primary data (questionnaires) and secondary
data sourced from the statement of changes in equity and
other financial reports. A sample size of 144 firms listed in
Nairobi security exchange covering a six —year period from
2006 to 2022 was used. Agency theory was adopted in the
study. The study involved descriptive and conceptual
research design. The findings of the study revealed that
firms which successfully manage their equity accounts to
attract external investors showed a higher growth rate in net
profit. He concluded that the statement of changes in equity
is a lead indicator of a firm’s future performance. He further
recommended that firms in Kenya should improve their
financial reporting and transparency in equity movements.

2.3 Research gaps

Khan, Arshad and Uzma (2022) explored the relationship
between the statement of changes in equity and financial
performance of manufacturing firms in Pakistan. Pecking

Figure 2.1

Conceptual Framework

order theory was used. The study utilized a quantitative
research design analysing a sample size of 100
manufacturing firms listed in Pakistan stock exchange
(PSX) over a ten —year period from 2011 to 2022.To
measure financial performance, the researchers utilized
return on assets(ROA) and return on equity (ROE) as the
primary accounting based dependent variables. The
methodology involved application of panel data regression.
Ochieng’ and Agong’ (2025), conducted a study on equity
investment and financial performance of companies. The
study adopted agency, signalling and modern portfolio
theories but failed to adopt pecking order theory.

Araya (2022) analysed the standardized structure of the
statement of changes in equity mandated by IAS 1 in
relation to financial performance. The researcher used a
combination of primary data (questionnaires) and secondary
data sourced from the statement of changes in equity and
other financial reports. A sample size of 144 firms listed in
Nairobi security exchange covering a six —year period from
2006 to 2022 was used. Agency theory was adopted in the
study. The study involved descriptive and conceptual
research design. Houston and Brighman (2022) studied on
statement of changes in equity and financial reporting and
performance. The study employed dividend theory and
capital structure theory but failed to apply agency theory.
The study used conceptual framework approach and
comparative analysis but failed to use descriptive analysis
design.

2.4. Conceptual framework

A conceptual framework is a structure that researchers use
to organize the key concepts of a study and explain how
they are connected. It guides the research by showing how
the variables interact and influence each other. It is defined
as a diagrammatic or written representation that showed the
relationship between the independent variables and the
dependent variables in a research study.

Financial Performance

Statement of changes in equity

e Net changes in equity

Source: Researchers (2026)

The statement of changes in equity showed the movement in
owner's equity over a given period, including retained
earnings, additional contributions and dividends. Financial
performance affects equity because profits increase retained
earnings, while losses reduced equity. An increase in equity
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y

e ROA

indicated that the organization is generating value for its
members and shareholders, which reflected positive
financial performance.
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RESEARCH METHODOLOGY

3.1 Research design

Descriptive research design accurately and systematically
described a population, situation or phenomenon. The
research design worked as follows: it defined the research
problem, selected a representative sample, choose a non-
invasive method, collected data either through surveys or

case studies. Araya (2022) used descriptive research design
method in her studies of chimpanzees in Gombe Stream
National Park in Tanzania.

3.2 Target population

According to NSE report of 2026, there were 11 listed
commercial banks in the NSE.

Table 3.1

Target population

BANKING

ABSA Bank Kenya Plc Ord 0.50
BK Group Plc Ord 0.80

HF Group Plc Ord 5.00
I&M Holdings Plc Ord 1.00
KCB Group Plc Ord 1.00
NCBA Group Plc Ord 5.00

© ©o N o g ~ w D

Stanbic Holdings Plc ord.5.00

=
e

Equity Group Holdings Plc Ord 0.50

Diamond Trust Bank Kenya Ltd Ord 4.00

Standard Chartered Bank Kenya Ltd Ord 5.00

11. The Co-operative Bank of Kenya Ltd Ord 1.00

Source: NSE (2026)

3.4 Sampling and sample size

This study adopted censures method where by all
commercial banks listed in the NSE were represented as the
sample size.

3.5 Research instrument

The study adopted secondary data which was collected
using data collection sheets as the research instrument for a
period of 5 years from 2021 to 2025.

3.6 Data analysis

The study employed both descriptive and inferential
statistics to analyse data. The researcher used descriptive
statistics to summarise the basic features of the financial
data, which included calculating mean, standard deviation,
minimum and maximum values for each financial statement
components. To establish the relationship between statement
of changes in equity and financial performance, panel data
models was adopted. The product moment correlation
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analysis was also adopted. Data was to be presented using
tables and figures.

Simple regression model

Simple regression model

Y = Bo + Buit Xuirte

Y= Financial performance

Bo = Constant

Xii= Statement of changes in equity
e= error term

DATA ANALYSIS

4.1 Descriptive data analysis

The study carried out descriptive analysis to determine how
net changes in equity influence financial performance of
listed commercial banks in NSE.

The findings were presented in table 4.1 and 4.2 below;
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Table 4.1:

Statement of changes in equity

Commercial Banks Minimum Maximum Mean Standard deviation
ABSA Bank Kenya Plc 0.06 2.10 1.08 0.01
BK Group Plc 0.97 1.39 1.17 0.16
Diamond Trust Bank Kenya Ltd 0.54 1.90 1.08 0.52
Equity Group Holdings Plc 3.10 4.30 3.24 0.89
HF Group Plc 0.91 3.02 1.09 0.87
1&M Holdings Plc 0.60 2.10 1.16 1.73
KCB Group Plc 3.64 4.60 3.90 1.57
NCBA Group Plc 1.70 2.10 1.79 0.64
Stanbic Holdings Plc 1.50 1.70 1.12 0.08
Standard Chartered Bank Kenya Ltd 0.60 3.60 1.62 4.05
The Co-operative Bank of Kenya Ltd 2.40 3.80 2.78 3.03

Source: Field Data (2026)

The study established that Absa bank recorded a mean value
of 1.08 billion and a standard deviation of 0.01, BK Group
recorded a mean value of 1.17 billion and a standard
deviation of 0.16, Diamond trust Bank had mean value of
1.08 billion and standard deviation of 0.52, Equity bank
recorded a mean value of 3.24 billion and a standard
deviation of 0.89, HF Group recorded a mean value of 1.09
billion and a standard deviation of 0.87, | & M Bank
reported a high mean value of 1.16 billion and a standard
deviation of 1.73, KCB Bank had a mean of 3.90 billion and
a standard deviation of 1.57, NCBA Bank recorded a mean
value of 1.79 and a standard deviation of 0.64, Stanbic

Holdings recorded a mean value of 1.12 billion and a
standard deviation of 0.08, the Standard chartered Bank had
a mean value of 1.62billion and a standard deviation of 4.05.
The cooperative Bank had a mean value of 2.78 billion and
a standard deviation of 3.03.

4.1.1 Financial performance

The study aimed at determining the Return on Asset of
listed commercial banks in NSE to assess financial
performance. The data was obtained from annual financial
reports and analyzed using descriptive statistics to establish
the mean and standard deviation for each institution.

Table 4.2:

Financial performance

Commercial Banks Minimum Maximum Mean Standard deviation
ABSA Bank Kenya Plc 0..15 0.18 0.16 0.01
BK Group Plc 0.20 0.23 0.22 0.01
Diamond Trust Bank Kenya Ltd 0.15 0.17 0.16 0.01
Equity Group Holdings Plc 0.22 0.23 0.23 0.01
HF Group Plc 0.54 0.61 0.58 0.01
1&M Holdings Plc 0.26 0.29 0.27 0.03
KCB Group Plc 0.16 0.18 0.17 0.01
NCBA Group Plc 0.17 0.23 0.19 0.01
Stanbic Holdings Plc 0.26 0.30 0.28 0.02
Standard Chartered Bank Kenya Ltd 0.44 0.48 0.45 0.01
The Co-operative Bank of Kenya Ltd 0.15 0.16 0.15 0.02

Source: Field Data (2026)
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The study established that Absa bank recorded a mean value
of 0.16 and a standard deviation of 0.01, BK Group recorded
a mean value of 0.22 and a standard deviation of 0.01,
Diamond trust Bank had mean value of 0.16 and standard
deviation of 0.0, Equity bank recorded a mean value of 0.23
and a standard deviation of 0.01, HF Group recorded a mean
value of 0.58 and a standard deviation of 0.87, | & M Bank
reported a high mean value of 0.27 and a standard deviation

4.2 Correlation analysis

of 0.03, KCB Bank had a mean of 0.17 billion and a
standard deviation of 0.01, NCBA Bank recorded a mean
value of 0.17 and a standard deviation of 0.011, Stanbic
Holdings recorded a mean value of 0.28 billion and a
standard deviation of 0.02, the Standard chartered Bank had
a mean value of 0.45billion and a standard deviation of 0.01.
The cooperative Bank had a mean value of 0.15 billion and
a standard deviation of 0.02.

Table 4.3

Correlation analysis

Statement of changes in equity Financial performance

Statement of changes in equity Pearson Correlation 1
Sig. (2-tailed)
N 55

560(**)
.000
55

Source: Field Data (2026)

The study identified that; statements of changes in equity
had strong positive and highly significant correlation with
financial performance of listed commercial banks in the
NSE in Kenya. r=.560(**) P=.000<0.001. These findings
agreed Dumitru and Bondoc (2024) who discovered that
there was a significant correlation between the profitability
and statement of changes in equity of NSE.

4.3 Panel data analysis

In addition, the study carried out panel data analysis to find
out how statement of changes in equity affected financial
performance of listed commercial banks in the NSE in
Kenya. The findings were presented in table 4.4 below.

Table 4.4

Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate

1 560(a) 531 529

.02637

Source: Filed data 2026

a. Predictors: (Constant), statement of changes in equity

The study revealed that, R was =.560. Hence, statement of
changes in equity had a positive correlation with financial
performance of listed commercial banks in the NSE in

Kenya. Furthermore, the study established that, the model
had an R square of .531. Thereby, change in statement of
changes in equity led to 53.1 % change in financial
performance of listed commercial banks in the NSE in
Kenya.

Table 4.5
ANOVA
Model Sum of Squares Df Mean Square F Sig.
1 Regression .096 1 .096 138.342 .000
Residual 211 54 .001
Total 55 55

Source: filed data 2026
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a. Predictors: (Constant), statement of changes in equity
b. Dependent Variable: Financial performance

The study identified that, F test was 138.342, P=.000<0.05.
Therefore, the overall regression model was fit for the study.
Further, the results of the study revealed that, statement of

changes in equity had a significant impact on financial
performance of listed commercial banks in the NSE in
Kenya. These findings disagreed with AL-Qudah, (2023)
who noted that, statement of changes in equity had a
negligible significant  positive relationship  between
statement of changes in equity and financial performance.

Table 4.6

Coefficients

Standardized

Model Unstandardized Coefficients Coefficients T Sig.
B Std. Error Beta B Std. Error

1 (Constant) .099 .005 18.467 .000
Statement of
changes in .545 .046 .560 11.762 .000
equity

Source: field data 2026
a. Dependent Variable: Financial performance

The study revealed that statement of changes in equity had a
positive and significant effect of listed commercial banks in
the NSE in Kenya. B= .545, t=11.762, P=.000< 0.05. Taking
other factors to be constant at zero, statement of changes in
equity led to 9.9% change in financial performance of listed
commercial banks in the NSE in Kenya. Additionally, the
study noted that, a change in statement of changes in equity
led to 54.9% change in financial performance of listed
commercial banks in the NSE in Kenya. Thus, variation in
statement of changes in equity led to significant increase in
of listed commercial banks in the NSE in Kenya. These
findings disagreed with Dube and Naidoo (2024) who noted

Yit = o +B1 Xy + &t

Y=.099+ 545X it+ €.
4.3 Hypothesis Testing

The study carried out hypotheses testing based on table 4.6
above

Ho:: Statement of changes in equity had no statistically
significant effect on financial performance of listed
commercial banks in Kenya.

The study established that, statement of changes in equity
had a positive and significant effect financial performance
of listed commercial banks in the NSE in Kenya. B= .384,

that, statement of changes in equity and financial t=26.707=.000< 0.05. Thus, the null hypothesis was
performance of the listed banks had a very shaky positive rejected.
association. The panel data model is presented below
Table 4.7
Summary of hypotheses testing
Hypothesis Result conclusion
Hoq: Statement of changes in equity had no statistically significant effect P=.000<0.05. The null hypothesis was

on financial performance of listed commercial banks in Kenya.

rejected.

FINDINGS, CONCLUSION
RECOMMENDATIONS

5.1 Findings of the study

AND

The study found out that, statement of changes in equity had
a positive and significant effect financial performance of
listed commercial banks in the NSE in Kenya.
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Consequently, a change in statement of changes in equity
led to a significant change in financial performance of listed
commercial banks in the NSE in Kenya. Thus, unit increase
in statement of changes in equity led to a significant
increase in financial performance of listed commercial
banks in NSE.
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5.2 Conclusions of the study

The study concluded that, statement of changes in equity
had a positive and significant effect financial performance
of listed commercial banks in Kenya. Additionally, the
study established that, change in statement of changes in
equity led to a change in financial performance of listed
commercial banks in the NSE in Kenya. Thus, unit increase
in statement of changes in equity led to a significant
increase in financial performance of listed banks.

5.3 Recommendations of the study

The study recommended that listed commercial banks in the
NSE should decrease their debt costs, increase their equity,
retained earnings, pay dividends adequately. This would
make them increase their statement of changes in equity and
hence, financial performance. Further, the study
recommended that, listed commercial banks in the NSE in
Kenya should be more vigilant on statement of changes in
equity levels as it directly and significantly affects their
financial performance.
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