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CHAPTER ONE

INTRODUCTION
1.1 Background of the study

Kenya, despite its strategic position, its advarteetinology and its resources in terms of
trained workforce with very good anglicized accehtss not been able to fully attract the
big names in the outsourcing world. While this igtly is one of the earmarked ones in
the Kenya government vision 2030 paper as oneeofjtbatest creators of jobs, wealth as
well as kick starting the economy, it has not kitkef very well, because other

outsourcing destinations such as India, Philippisesith Africa, and Ghana have more
favorable terms for the outsourcers mainly dud&support offered by their government

in terms of marketing and tax incentives (Altinkeraeal., 2005).

The BPO sector in Kenya has constantly urged tivergonent to come up with friendly

tax structure that will make them competitive ire tfegion. The current tax system is
deemed to be hostile to the sector in comparisorotteer countries, thus foreign

outsourcing companies thrive. The industry has pbeéential of employing tens of

thousands of qualified persons if the conditions favorable. Some of the incentives
offered to other outsourcing destinations includibsidized infrastructure, zero
corporate tax status, 30% personal income tax egiosaémployees working in the BPO
sector, establishment of BPO parks, free zones%18femptions on customs duty for
equipment and goods imported for researcher anéloj@wment and tax incentives for
purchases (Machoka, 2008).

In the early 1980s, “outsourcing” typically refadreo firms’ sub-contracting of
manufactured physical inputs from outside the fomthe country rather than making
them inside. Outsourcing or sub-contracting wasetloee associated with relocation of
low-skill labor-intensive industrial operations tow-wage countries. The globalizing

world of the recent decades has been going thr@ugtage with increased forces of



market deregulation and rapid technological advande order to deal with these
competitive pressures, firms are resorting to negawizational forms and activities.
Apart from reorganizing through mergers and actaiss, joint ventures, and strategic
alliances, they are also increasingly adopting g8 operations outsourcing through
external suppliers (domestic or foreign) or foredffiliates. “More recent outsourcing
practices refer to,” what Stefanova (2006, p.7uasg “transfer of intermediate products
and processes to relatively low-wage labor-abundanintries by using technology-
intensive production process typical of the souroentry.” Thus, recent outsourcing
practices apply mainly to intermediate productssitess process operations, and
product-related services. “Outsourcing” is therefdistinguished from export of capital
measured as outward foreign direct investment (FBd)imports of low-skill labour-
intensive finished products, although it is relatedl both. Generally speaking,
“outsourcing” goes by a different meaning in recgears and is predominantly focused
on a segment of the growing international tradesenvices. This segment consists of,
what Bhagwati (2004) earlier called, “long-distahcgervices, in the sense that

transactions do not require the immediacy of ggatycal proximity.

There has been a growth in the amount of outsogincirgeneral and business process
outsourcing (BPO) in particular. BPO is a widelycgted management practice that
consists of transferring one or more of the firtmsiness processes, such as demand
management, enterprise services, operations, apglysmanagement to an external
provider, who, in return, owns, provides and masatpe processes according to some
predefined metrics (Mehtat al, 2006). Thus, BPO involves management resportsibili
for a complete business process or activity. Ingirom system (IS) researchers often
treat BPO as the extension of information technplogtsourcing (ITO) (Lacityet al,
2004). However, this ITO-oriented conceptualizatiends to emphasize the role of IT,
and pays less attention to the broader procesduamctions that are outsourced together
with those supporting IT operations. The key ddfese between them is that BPO is
focused constantly updating and improving busingsscess, human resources, and
technology, while ITO is vendor driven and aimsctmtain and reduce IT expenditure
(Yanget al, 2007).



IT/IS-based BPO has become a widespread world-pid@momenon both in the private
and public sectors and has experienced a consldegadwvth in more recent years. The
BPO market of IT services, which was worth $14@0dailin 2002, reached an estimated
market size of approximately $174 billion in 200ernational Data Corporation — IDC
(2007). In addition, according to IDC, worldwideesgling on BPO services totaled
US$712 billion in 2001 (Yangt al, 2007); and it projects that worldwide spending in
the BPO market will increase to US$1.24 trillion thye end of 2007 (IDC, 2007). This
number is based on the IDC's forecast of 9 busifesstions that include human
resources, procurement, finance and accountingpmmes care, logistics, engineering and
R&D, sales and marketing, facility operations anahagement, and training. It can also
be observed that these business functions are dspgegeographically, from North
America, the UK and Australia to Western EuropejtBaAmerica and some countries in
Southeast Asia, amongst others Japan and somefiieveloping countries (Gonzalez

et al, 2005). Moreover, these markets are predicteddw gapidly in the near future.

Companies in demand BPO must make the right dessabout which BPO services to
outsource and which services to retain in-housegipely take into account the potential
benefits and risks involved in BPO and calculat lting-term economic consequences
they get from BPO. A decision to BPO may be dri\®nthe need to reduce costs,
improve flexibility (FLX) to changing market conttinhs, focus on core competencies
(FCC), access to skills and resources (ASR), impservice quality (SQ), or to achieve
a combination of these benefits (Keghal, 2002). Thus, suitable BPO is strategically
vital to companies that wish to remain competiti®ractitioners have realized this
importance by spending money, time, and resourceghese supporting management
practices. However, many firms have failed becao$erisks including loss of

organizational learning, information security andvacy (ISP) problems in BPO

arrangements, declining rate of innovation (ShiDQ72Q motivation loss of remaining

employees, low-performance rates, high-transaatwsts, and other hidden costs (HC)

that may significantly exceed initial capital estites.

In 2002, Mugure a founder of Precise Internatiostalted offering BPO services in
Nairobi, Kenya, in the area of data captioningnternational clients. At the time, hardly
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anyone had any incline nor understood what BPO Wam years later, the first call
centre (Kencall) offering services to internatioohénts, was started. It took just under
year for a second call centre, smaller in scalegl$o start (Machoka, 2008). Business
Process Outsourcing has for a long time been baled possible growth industry in
Kenya. The landing of several submarine fiber op#éibles connecting the Kenyan coast
to the rest of the world were seen as heraldingteeof BPO in Kenya. The Ministry of
ICT and the ICT board on many occasions pushed B®@ great opportunity for the

country.

For many developing countries outsourcing is themalte get-rich-quick scheme. The

lure of a half trillion dollar market, 85% of whidls unaddressed, is irresistible. The
industry has grown exponentially in the last fevange by a massive 65% between 2005
and 2009. At $220 billion, the Business Process@uting and Off shoring sector takes
up nearly half of the total addressable marketirfidustry, less than 11% of which has

been exploited (Machoka, 2008).

Kenya has announced her intention to stake a diaienpiece of this pie. BPO has been
identified as one of the six pillars of economiowth underpinning Vision 2030, the
country’s strategy to achieve middle-income statithin two decades. The vision calls
for Kenya to quickly become the top BPO destinatio\frica. The plan is to create at
least 7,500 direct BPO jobs and grow the indust@BP contribution from almost
nothing to KShs.10 billion, by 2012. However, adstiby the international consulting
firm McKinsey and Company indicates that the visiennot sufficiently ambitious.
According to the report seizing the Prize —DriviB§O Sector Growth in Kenya, the
sector has the potential to generate Ksh 45 bitiod 20,000 direct jobs by 2014. It will
require a high degree of focus, effort and hastestdize the benefits. It identifies the
country’s competitive strengths and weaknessestiftes a strategic direction and lays
out a series of recommendations covering strategyketing, training, funding and the
country’s business environment, which must be irmeleted sequentially before the end
of this year (Machoka, 2008).



1.2 Statement of the problem

Business process outsourcing companies are pétigiahe Kenyan government to come
up with a friendly tax structure that will make thecompetitive in the region as high

taxes have been identified as one of the main amalrs of BPO growth. The firms feel

that the country's tax regime is so hostile to ¢betor that it has created a breeding
ground for foreign outsourcing companies to thrige. a result, they risk losing the

expanding outsourcing market to international firthat enjoy an assortment of tax
incentives extended to them by their countries. $betor has already sent a taxation
structure proposal to the government, asking toime up with a relatively conducive tax

system that will create a level playing field with international counterparts. The appeal
comes a few months after a study funded by the @andnternational Development

Research Council showed that Kenya is yet to capclvith popular BPO destinations

such as Mauritius, South Africa, Ghana and Indiar{&, 2001).

The study noted that South Africa, one of the legdBPO destinations in the world, does
not have tax incentives but has comprehensive imeasg, training and funding, while
Mauritius had abolished taxes except for a 15 pet corporate tax. On the other hand,
China offers subsidized world class infrastructusex incentives for purchases, zero
corporate tax status and a 30 per cent personaii@dax rebate to employees working
in units in the special parks set up by the govemniConklin, 2005).

BPO sector players have argued that Kenya shouldulate a tax scheme that will
expose BPOs to a corporate tax relief of up to figars holiday and a labor tax relief
holiday to encourage youth to join BPOs and makieeir career succession plan. Also to
be factored in the radical tax shift is the payyami-earn relief, BPO training subsidies as
well as the formation of a data security Act. Thisra danger that Kenyan BPOs may opt
to relocate to tax-friendly countries such as Ppilhes, unless the government takes
drastic steps to address its outsourcing environnidns in turn could reflect in loss of
jobs (Conklin, 2005).

Several related studies have been done MachokaB)2@fr instance, did a research

study on business process outsourcing strategyenatidiovisual industry in Kenya.
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WANYANDE (2006) did a study on application of Angefgrowth strategies by internet
service providers in Kenya. Kamanda (2006) studeaadors influencing the regional
growth strategy at KCB. Muinde (2006) did a studlytbe effectiveness of investing in
the private sector for sustainable growth and dgpraknt in Africa. Mwaka (2006)
studied financial structure and growth of small amdro enterprises in Nairobi. There is
no known study that has been done in Kenya onmétants of growth for BPOs. It this
knowledge gap that the researcher was motivatédidge so that various organizations
may gain knowledge of the driving forces of BPO dethey will know how to adopt
them. By this information, organizations will bel@tio make informed decisions in

outsourcing their services thus enhancing in theductivity and efficiency.

1.3 Objectives of the study

To explore the determinants of growth of busingsggss outsourcing in Kenya

1.4 Importance of the study

To potential investors, the findings of this studere expected to provide valuable
insight to all those interested in entering andesting in the business outsourcing sector.
To the Government of Kenya, the study was expetdede valuable in that it was to
provide the general information on what it can doehsure continuous growth of the
business outsourcing sector in Kenya. As policy enskthe government would find this
study important in formulating policies on tax retlan for the business outsourcing

sector.

To academicians and researchers, the study wik Beurce of reference material for
future researchers on other related topics; it wilo help other academicians who
undertake the same topic in their studies. Theyswitl also highlight other important

relationships that require further research.



CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter examines business process outsouf8P@). It starts with an overview of
BPO sector and move on to its classification, héneind challenges focusing on tax
system. The chapter then outlines the theoretreshéwork of the study. The chapter
finally examines BPO concept in the context of Kaeny

2.2 Theoretical framework

2.2.1 Total cost economics (TCE) theory

Researchers in management have studied inter-aggamal governance mechanism
from TCE standpoint. When firms engage in interamigational collaboration, partners
protect their investment from the opportunistic dabrs of the other by specifying all
the contingencies on the contracts (Yastgal., 2007). However, bounded rationality
limits partners to anticipate all the contingenciegich results in the incomplete
contract. The incomplete contract is complementgd hierarchy mechanism. As

appropriation concern increases, the use of hieyagzontrols increase.

TCE argues that a transaction between inter-orginiz be governed by three
governance structures: market, hierarchy or hy$rigctures. Assuming production costs
are the same, the choice of the governance stauctudetermined by comparing the
transaction costs of the alternatives. In TCE,da@tion costs afx anteandex postypes
are distinguished: the first being associated witiing and negotiating contracts and the
second being related to monitoring, adapting, amfdreing contracts. Asset specificity
and environmental uncertainty are one of the facttetermining the transaction costs
(Carmel, Gao and Zhang, 2008).



A stream of IS outsourcing research has focused©B and viewed the IS sourcing
decision as a rational decision made by firms basettansaction costs. They argue that
as transaction costs increases, the extent ofisulzst by vendors decrease and the need
for internalization increases (Weerakketlal., 2003). As asset specificity increases in
the exchange transactions, the client are more sexpto possibility of opportunistic
expropriation (no unique needs of client are niedreby reducing the quality and service
to any single client) by the service provider, whieads to more internal services. High
uncertainty in technical change and the correspandsks of technical obsolescence, the

need for outsourcing increases.

While TCE views the choice of governance structisredetermined by concerns of
appropriation, organizational scholars (theory)uasythat the governance structure is
also influenced by concerns about coordinationscastmanaging inter-organizational
activities. Imagine that an alliance is formed be#w two firms that have complete
confidence in each other and face no appropriatmmcerns whatsoever (Udo, 2000).
Despite this frictionless situation, they mustl stdordinate the division of labor and the

interface activities and products between them.

2.2.2 Coordination Theory

According to Chen (2000) in intra-firm settings tohis used to create conditions that
motivate the organization to achieve desirableredgtermined outcomes. Translated to
an inter-organizational setting the primary purpoeontrol can be described as creating
the conditions that motivate the partners in imgranizational relationships (IOR) to
achieve desirable or predetermined outcomes. Acogrib this definition, firms enter
IOR by cooperatively performing value-creating wates. When adopting a value-
creation perspective on IORs, TCE's value-appropnaconcerns are only a subset of
organizational issues in IORs. To create transaatiovalue, inter-organizational
relationship partners pool resources, determinkstas be performed and decide on a
division of labor. The resulting interdependencemMeen the subtasks the partners agree
to perform subsequently needs to be coordinatezka@rganizational boundaries.



The extent of the anticipated interdependence letvpartners at the time they form an
alliance can vary substantially and depends onasles included and the likely division
of labor in the partnership, all of which are adtion of the strategic rationale for the
alliance. At one extreme, an alliance may havergk& division of labor with minimal
ongoing adjustments that require each partner acesimformation about the progress of
its initiatives for the partnership to achieve tgac goals (Tsauet al., 2002). At the
other extreme, the likely interdependence can b&neswe, resulting from the
anticipation of a complex and overlapping divisiohlabor that will entail continuing
mutual adjustments between partners and require jeaitner to link specific activities

with other partners closely and regularly.

The types of interdependencies among individuavVities are characterized as follows:
pooled, sequential and reciprocal interdependehlrcynter-organizational relationships
characterized by pooled interdependence, coordmagquirements are low as partners
have little need for any ordering of activities.drsituation of sequential interdependence,
for instance a typical buyer-supplier relationshipsources are transferred from one
partner to another and coordination is charactdriag ensuring an appropriate fit
between the points of contact. Inter-organizateatronships characterized by reciprocal
interdependence, in which partners' activities aeegessary inputs for each other's
activities generally ask for fit between wider raagof partner operations and require
more complex coordination mechanisms for commuitinajoint decision making and

ongoing adjustment to each other's situation.

The higher the anticipated interdependence betvedleance partners, the greater the
magnitude of expected coordination costs. Thusglioéce of governance structure must
consider not only concerns of appropriation bub alencerns about coordination costs
resulting from the extent of interdependence exqubbly the partners. Gulati and Singh
(2002) stress the importance of using control meisinas for managing task
interdependence by arguing that: concerns aboutigaied coordination costs are
particularly salient in alliances, which can entsignificant coordination of activities
between partners and yet have to be managed witheubenefit of the structure and
systems available in traditional hierarchies.
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The more interdependence between the tasks, the mfmrmation processing needs
there are. Alliances with more hierarchical corgrare able to provide greater
coordination and information processing capabditiban those with fewer controls.
Sobrero and Schrader (2002) argue that while thdractual structuring is used to
provide the institution for aligning the partneigentives, the procedural structuring
concerns mainly how firms actually align their jojorocesses through organizational

mechanisms.
2.2.3 Social Control Theory

The problem of organizational decision is to disothat balance of socialization and
formal control (behavior program and outcome measent), which most efficiently
permits a particular organization to achieve coafi@n among its members. The purpose
of using the social control mechanism is to imprave goal congruity among
organizational members and thus compensate thertaimtg and ambiguity of their
performance (Triantaphyllou, 2000). As in the oiligational research, the balance of

social and formal control has been a major contceBPO research.

In BPO, trust is the principal mode of social cohtind is associated with goodwill and
capabilities of the partners. Goodwill trust isidetl as the expectation that another will
perform in the interests of the relationship, eifehis not in the other's interest to do so.
Capability trust relates to expectations about laere competencies to perform a task
satisfactorily. Dekker (2003) argues that trustthe low-cost solution therefore it
substitutes formal controls whenever a sufficiesvel of formal control is realized for
safeguarding the transaction. Thus, increasing trusnd knowledge of a partner can
result in either a reduced need for formal coortlbmaor in improved coordination. He
also argues that excessive use of formal contrer @v certain threshold would risk

damaging the quality of relationship.

Particularly in IT outsourcing, trust based parshg is considered to be equally
important to formal aspects of relationship. Therparship model posits that trust based

informal relationship is a determining factor in dlitsourcing success. In the case where
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outsourced IS application has high asset spegifariid strategic importance to the firm,
mutual relationships play more important role. Tiisthe case where TCE theories

cannot explain the rationale of the outsourcingsiee (Shi, 2007).

2.2.4 Agency Theory

An agency relationship is defined through an impbc explicit contract in which one or

more persons (the principals) engage another pdteeragent) to take actions on their
behalf. Agency relationship exists in all coopemtefforts. In this relationship, one party
is designated as the agents who act for the o#iksdcas principle. The agency problem
is associated with determining the structure of ¢betrol mechanism for agents. Task
characteristics, reward structure, ISs are varsataetermine the structure of the control
mechanism. If task is relatively programmed, betiagbntrol is appropriate. If the task
is less programmed and outputs are readily meastined outcome-based control is
appropriate. Organizations can compensate for dsetk task programmability and

outcome measurability by social control or by irasiag I1Ss (Seet al.,2006).

Under conditions of ambiguity and of uncertainty performance, measurement with
reliability and with precision is not possible. Aorgrol system based on such
measurements is likely to systematically rewarciaaw range of maladaptive behavior,
leading ultimately to organizational decline. Undmrch conditions, ISs and social

control discussed in the previous section can bd ts compensate the uncertainty.

For the management of IOR, ISs play an importate. r¢Yirtual company is made

possible due to the advance in 10S. In the eadiady on BPO, IS and associated
organizational process are important governancenamsms to ensure BPO success. In
this research, we take the view that IOS is a @laan organizational governance system.

We explore the design principle of governance meisiain IOS (Parkan, 2005).

2.3 An overview of Business Process Outsourcing

There has been a growth in the amount of outsogincirgeneral and business process

outsourcing (BPO) in particular. BPO is a widelycgygted management practice that

11



consists of transferring one or more of the firtmsiness processes, such as demand
management, enterprise services, operations, apglysmanagement to an external
provider, who, in return, owns, provides and masaipe processes according to some
predefined metrics (Loh and Venkatraman, 1992; Kledt al, 2006). Thus, BPO
involves management responsibility for a complatsiiess process or activity (Sen and
Shiel, 2006).

BPO are often treated by the Information systen) (E&Searchers as the extension of
information technology outsourcing (ITO) (Lacist al, 2004). However, this ITO-
oriented conceptualization tends to emphasize dleeaf IT, and pays less attention to
the broader process and functions that are outedungether with those supporting IT
operations. The key difference between them isBfRD is focused constantly updating
and improving business process, human resourcdseahnology, while ITO is vendor

driven and aims to contain and reduce IT expengifManget al, 2007).

IT/IS-based BPO has become a widespread world-pidmomenon both in the private
and public sectors and has experienced a consldegrbwth in more recent years
(Buck-Lew, 1992; Currie, 1996). The BPO marketDfikrvices, which was worth $140
billion in 2002, reached an estimated market sizapproximately $174 billion in 2007,
International Data Corporation — IDC (2007). In gidd, according to IDC, worldwide
spending on BPO services totaled US$712 billior2@1 (Yanget al, 2007); and it
projects that worldwide spending in the BPO mauridtincrease to US$1.24 trillion by
the end of 2007 (IDC, 2007). This number is basedhe IDC's forecast of 9 business
functions that include human resources, procurenig@nce and accounting, customer
care, logistics, engineering and R&D, sales andketenrg, facility operations and
management, and training. It can also be obserkiat these business functions are
spreading geographically, from North America, the &hd Australia to Western Europe,
South America and some countries in Southeast Asi@ngst others Japan (Gonzad¢z

al., 2005). Moreover, these markets are predicteddw gapidly in the near future.

Companies in demand BPO must make the right dessabout which BPO services to

outsource and which services to retain in-housegipely take into account the potential
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benefits and risks involved in BPO and calculat lting-term economic consequences
they get from BPO. A decision to outsource may beed by the need to reduce costs
(Loh and Venkatraman, 1992; Altinkemet al, 1994; Udo, 2000), improve flexibility
(FLX) to changing market conditions (D'Aveni andvieascraft, 1994), focus on core
competencies (FCC) (Grovet al,1994; Weerakkodet al, 2003), access to skills and
resources (ASR) (Quinn and Hilmer, 1994), improge/ice quality (SQ) (McFarlan and
Nolan, 1995), or to achieve a combination of thieerefits (Kernet al, 2002). Thus,
suitable BPO is strategically vital to companiesttlwish to remain competitive.
Practitioners have realized this importance by dpgnmoney, time, and resources on
these supporting management practices. Howevery wider firms have failed because
of risks include loss of organizational learninguéiding, 2005), information security and
privacy (ISP) problems in BPO arrangements (Kettet Walstrom, 1993), declining rate
of innovation (Shi, 2007), motivation loss of remag employees (Mahnket al, 2005),
low-performance rates, high-transaction costs,ahdr hidden costs (HC) (Willcockst

al., 1995) that may significantly exceed initial capiestimates.

2.4 Concept of BPO

A decade ago, the concept of business process uscitsg took off in a big way,
supported by the promise that it will result in stamtial cost savings and increased
efficiency. The fact that the BPO concept has Haagely successful in living up to its
promises becomes quite evident when you look atldahge number of multinational
companies that have turned to business processuraiisg and are deriving the benefits
associated with it. Using the BPO concept, buseesgere able to make the best possible
use of available resources, something that is sacg$or achieving competencies in the
marketplace. By outsourcing their noncore busipessesses to outsourcing companies,
businesses were able to concentrate more on th@raceas, which eventually resulted in

better business competence (Mouhalis, 2006).

From humble beginnings, business process outsgurbi@s now evolved into a
completely new industry. The BPO industry todayvides a wide range of outsourcing

services that include everything from back offiqgeeations to complex middle office
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functions such as billing & invoicing, sales & phase, human resource management,
payroll processing, tax management, legal servi@sgounting services, content
management, and many others (Mehta, 2006). Coimsgddre phenomenal growth that
the BPO industry has witnessed in recent years, guite natural to think that it will
continue to deliver the same performance in theiegmpears as well. However, this will
not be as easy as it sounds because just like they mdustry, the BPO industry also

cannot remain untouched by cyclical ups and dowosdht about by market forces.

However, it would be still too early to sound theath knell for the BPO industry
because facing up to the challenges is not sontethiew for business process
outsourcing companies. Over the years, BPO compdmee successfully overcome
many challenges such as high attrition rates, dentiality and privacy issues, and
competition. This time too, they have no plansaf it quits under any circumstances.
Concerned about the increasing customer backlaghadimg profit margins, the BPO
industry is seeking new systems and technologiasviiould help retain its competitive
edge (Mahnke, 2005).

Consistent efforts on this front seem to be payifigor outsourcing companies. This is
evident with the conception of a completely newtesys named BPO. It is anticipated
that BPO will change the fortunes of the BPO indubly optimizing existing processes
through the use of the most advanced Informatichrtelogy and Telecommunication
systems (Lacity, 2004).

BPO is more about quality rather than just cosirgmvand this is why experts predict
that it will help maximize customer satisfactionhieh is the need of the hour for the
BPO industry. This white paper will discuss the patibility of BPO with the existing
market conditions, especially related to the outsiog domain. It will also shed light on
some of the basic concepts and methodologies msB&O and show how exactly they
will benefit the BPO industry.
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2.4.1 Benefits of BPO to the outsourcing industry

2.4.1.1 Increasing focus on quality and customer eds

BPO lays stress on quality of deliverables andaust satisfaction through the use of
multichannel communication systems and fully autetiacustomer interaction hubs.
These advanced systems are connected directly nkme database, something that
allows customer care and support executives tosacbackground information about
customers, their tastes and preferences. This helpeducing turnaround time since
customers do not have to provide all the detailryetime they dial a customer support
number. Providing the best quality services to @ustrs then becomes a lot easier for

outsourcing companies.

2.4.1.2 Laying stress on automation for optimizingvork processes

Earlier, incoming calls were simply rerouted to tiext available interaction hub. This
often created problems because different custornacs different needs and not all
personnel manning the hubs had the same skillstaladts. With BPO services have
become a lot better since automated systems harerhg in place that use inbuilt logic
to reroute incoming calls to the most appropriaistemer care and support hub. This
way, customers get the desired service the vesy fiime and do not have to wait for

annoying call transfers.
2.4.1.3 Complying with SLAs and other mandatory regirements

BPO has made it easier for outsourcing companienaply with stringent Customer
Service Level Agreements through the use of adwhrieehnological systems that
monitor each and every interaction. Based on tberded data, BPO companies can then
easily carry out quality and time efficiency audits ensure those SLAs and other
mandatory requirements are being met in the deanather.

2.4.1.4 Enabling cross selling and up selling capgibies

Using BPO, outsourcing companies are able to peovidlue added services such as

cross selling and up selling to existing customeithout compromising the quality of
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customer care and support services. BPO compaamegshtis become the next profit
centers of multinational companies who regularlfsource their noncore jobs. The
primary objectives will still remain the same, i.Belping resolve problems and
complaints, but what is also true is that therd bl no let up in efforts to cross sell and
up sell, especially if opportunities exist for dgiso. BPO will make this possible by
reducing customer support turnaround time. The 8med can then be used for creating
opportunities for cross selling and up selling. fEhavon't be any problems from the
customer's end because it's highly unlikely thaatsfied customer will mind spending
some time listening to special deals offered byshme company. This will definitely
help because it a proven fact that a support ateselling & marketing initiative almost
always fares better than a standalone selling &eatarg initiative. A support oriented
selling drive helps build trust, something thaeéxessary for converting marketing calls

into actual sales.

2.4.1.5 Enabling and promoting self service practes

The concept of self services practices is not rawt,since the required technological
infrastructure was not as developed as it is ndawyas not used on a wide scale.
However, things are changing with BPO as can ba $e®n the widespread use of
systems promoting self help practices such asdatiee Voice Response (IVR) and
Interactive Online Databases. These systems aegl lmasthe premise that the majority of
customer queries and complaints relate to simpdlpms and issues that can easily be
resolved without the assistance of an expert. Tegstems help by reducing the load on
customer interaction hubs, thereby saving prectous and effort, which can then be
used for resolving the more complex of problems msdes of customers. Repetitive
tasks also get easily eliminated through self serglystems, something that reduces the
generalized monotony experienced by most profealsomvorking for outsourcing
companies. This ultimately boosts the morale andivaion levels of employees,

necessary for having the right attitude while resg customer queries and complaints.
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2.4.1.6 Conceptualizing and developing proactive siems

BPO aims at achieving a utilization capacity of J@¥rcent by eliminating potential
disruptions before they actually occur. This is eldnrough proactive systems that have
the ability to detect potential disruptions in sees and make this information available
to the management. Since there will be no let upeirvices, it will become easier for

outsourcing companies to maximize customer satisfaand foster customer loyalty.

2.4.1.7 Optimizing business process management

BPO lays stress on optimizing Business Process §tamant (BPM), considering the
growing realization that productivity and custonmetperience can be enhanced only
when critical processes are standardized. In BR@panies, processes are standardized
by implementing and codifying industry best praesicacross all the service hubs
functioning within the organization. This helpsidentifying activities that are critical to

a given business process and those that can beated without affecting quality and

without causing a disruption in services (Bottami &izzi, 2006).

2.5 Business Process Outsourcing (BPO) Categories

BPO is often divided into two categories: back adfioutsourcing, which includes

internal business functions such as billing or pasing, and front office outsourcing,

which includes customer-related services such aketiag or technology support. BPO

that is contracted outside a company’s own courmrysometimes called offshore

outsourcing. BPO that is contracted to a neighlgodauntry is sometimes called near
shore outsourcing and BPO that is contracted withe&n company’s own country is

sometimes called “onshore” outsourcing (Namasivaya@®4). Outsourcing is a trend

that is becoming more common in information tecbgygl and other industries for

services that have usually been regarded as imtrinsmanaging a business. In some
cases, the entire information management of a coynigaoutsourced, including planning

and business analysis as well as the installatioanagement and servicing of the
network and workstations. However, from offeringgle services BPO has come a long
way and now covers an array of operations fromnitea banking, insurance, human

resources development and training. to health camtgage and credit card services,
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asset management, customer care, logistics andbdigin, engineering, procurement,

real estate, sales and marketing and web-relatettsg.

According to Namasivayam (2004), non-core andaaitbusiness processes such as IT
services, manufacturing and finance are the fagiesting outsourcing segments, as
companies are moving towards outsourcing thesecesrto third-party providers. Over
time, many business processes which were treatemrashave become non-core and
companies opt to outsource them. It may be poiatgédhat simpler services such as data
entry and other basic processing tasks are comsides low-value and low-risk
operations and bring low margins. Rules-based ¢ipesasuch as payroll processing are
at the intermediate level in terms of value anl.i&PO relating to decision-making and
problem-solving operations involves high-value dngh-risk jobs. When BPO services
include direct contact with customers or clientg.(ecall centre operations) the skill
requirement increases dramatically as the succésa deal depends on excellent
communication and knowledge of the industry conedrand the client’'s mindset. When
service providers offer consulting and advisoryveess, complex services requiring
business skills and advanced services (such asnalagement and sophisticated data

analysis), profit margins of BPO providers are gigantly higher (Namasivayam, 2004).

2.5.1 Benefits of BPO: more than just cost-cutting

After over a decade of economic boom times, theneglobal economic turndown has
significantly accelerated and intensified markempetition pressures, causing many
corporations to seek innovative ways to deal vhitn¢hanged economic landscape. In the
process, an increasing number of organizationsdmadle have turned to BPO, which
has significantly lower overhead costs without g@ang quality and productivity levels.
Today, BPO is considered not only as a simple coging mechanism but also as a
strategic initiative, which is expected to shapel aeady the organization for future
business dynamics. Apart from cost-cutting, BPOesgwecious management time and

resources by allowing companies to concentrateoo& @ompetencies (TOB, 2010).

BPO providers always have a process expertise @jog significant economies of scale

and scope by offering the same services to differkents. Reducing operating costs and
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focusing more attention on the core activitieshaf tompany are the main reasons behind
outsourcing. Additionally, the availability of vable cost structures, improved quality
and speedier services are other important considesaand plus factors as well.
However, the positive implications of BPO servides a company’s performance also
depend on the managerial ability of the BPO cliemtnpany (TOB, 2010). They are
closely related to the company’s goals, objectiaed vision, the selection of the BPO
provider, the development of a structured contréog, mutual relationship between
provide and buyer and the financial justificatioMore than ever, BPO needs a
sophisticated set of skills to keep the dynamiatie@hships in balance. Before engaging
any vendor to provide BPO, a company needs tolgleaderstand the requirements for
BPO and their technical feasibility. During the aggment of a BPO vendor, a detailed
solution design needs to be articulated and a prigject may be run so as to transfer the
knowledge base to the vendor. BPO contracts shd@devaluated regularly as

technology requirements and cost structures vamgiderably over time.

2.5.2 Tax system incentives and BPO firms in Kenya

Business process outsourcing companies are pétigiahe Kenyan government to come
up with a friendly tax structure that will make theeompetitive in the region. The firms

say the country’s tax system is so hostile to thetas that it has created a breeding
ground for foreign outsourcing companies to thride. a result, they risk losing the

expanding outsourcing market to international firthat enjoy an assortment of tax
incentives extended to them by their countries. $betor has already sent a taxation
structure proposal to the government, asking toime up with a relatively conducive tax

system that will create a level playing field with international counterparts. The appeal
came after a study funded by the Canadian IntemnaitiDevelopment Research Council
which showed that Kenya is yet to catch up with ydap BPO destinations such as
Mauritius, South Africa, Ghana and India (TOB, 2P10

The study noted that South Africa, one of the legdBPO destinations in the world, does
not have tax incentives but has comprehensive imasg, training and funding, while

Mauritius had abolished taxes except for a 15 pet corporate tax. On the other hand,
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China offers subsidized world class infrastructuex incentives for purchases, zero
corporate tax status and a 30 per cent personaii@dax rebate to employees working
in units in the special parks set up by the govemmFor instance Ken-Tech should
formulate a tax scheme that will expose BPOs torparate tax relief of up to five years
holiday and a labor tax relief holiday to encourggath to join BPOs and make it their
career succession plan. Also to be factored imdtesal tax shift is the pay-as —you-earn
relief, BPO training subsidies as well as the faroraof a data security Act. There is a
danger that Kenyan BPOs may opt to relocate tofrtearely countries such as

Philippines, unless the government takes drastapsstto address its outsourcing

environment. This in turn could reflect in losgalbs (TOB, 2010).
2.6 Empirical Review

The global offshore outsourcing market for IT anginess services exceeded $55 billion
USD in 2008, and some estimates suggest an anmuatihgrate of 15-20 per cent over
the next five years. In 2008 India posted some &5cpnt of the ITO and 43 per cent of
the BPO market. It is common to talk of Brazil, Bias India and China as the BRIC
inheritors of globalization, offering both offshofé and back-office services, and also,
with their vast populations and developing econamineige potential markets. Indeed, in
2008 India exported $40 billion of such servicedjilev China, Russia, and Brazil
achieved $5 billion, $3.65 billion, and $800 mitlioespectively. However, by 2009 there
were over 120 other active offshore locations affgiT and business process services or
captive locations for these. All were looking foew business. Moreover, the BRIC
countries are not without their problems, with Brand China hardly leveraging their
potential. Russia lacks government support andeiagbled into high-value but niche
work, while India and China may even be seen tgrmannon-BRIC locations for some

solutions, for example to secure low costs andrlalailability (Kern, 2002).

A recent review suggests seven pressures shapingajbt trends in global sourcing over
the next five years. The LSE Outsourcing Unit pgitd the following key pressures in
global off shoring/outsourcing markets: large Imd@ayers moving up the value chain,

best-shoring, vendors acquiring small outlets ading into new sectors; large players
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offering “multi-tower” service across IT, HR, praement, finance, and/or
administration; client pressure towards multiplgpiers that are better managed and
bound in; developing outsourcing services in maowuntries; world economic and
business pressures exerting continuing downwardspre on costs, but also towards
innovation, exacerbated by the 2008-2010 recessione sub-contracting and its hidden
costs; and the unending search for new sourcekilts, and for better labor models at

more attractive pressures (Kahraman, 2007).

The most probable major trends can also be speiledrhere will be a continuing rise in
outsourcing revenues for global outsourcing, withBovertaking ITO within five years.
Multi-sourcing will continue to be the dominantrick India will continue to dominate
but its role will change (Jee, 2000). China hergddsmise but will still struggle to
achieve scale in Western European and North Amerioarkets. Emerging country
competition will intensify. Software as a servicdlwe a “slow burner” but will gain
momentum in the second half of the next decader-blearing will be a strong trend.
Outsourcing, by offering a potential alternativall Wwelp discipline in-house capabilities
and service. Knowledge process outsourcing willease as the BRIC and emerging
countries move up the value chain. Outsourcing esges and disappointments will
continue as both clients and suppliers struggleld@al with a highly dynamic set of
possibilities. Let us now look at some of thesendeeand related issues more closely
(IDC, 2007).

As mentioned earlier, India still holds the cleaand as the preferred destination for
outsourced services, both ITO and BPO. Its rolthagrimary sourcing destination was
cemented in the late 1990s as multi-national capmns struggled to deal with the
looming Y2K conversion effort. India was well pasited due to its educated work force,
foreign investment friendly government policiesaldé political climate and English

language proficiency. India has steadily grown ts delivery capacity, higher value

capabilities and reputation throughout the lastntywe/ears (Gonzalez, 2005). All signs
point to India's continued dominance in both th® I&and BPO markets for the near

future.
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China, however, hopes to increase its role andepoeson the global sourcing stage.
Despite the relatively low percentage of softwaiedpction that is exported (10 per cent
for China versus 78 per cent for India); the dollalue of the Chinese software industry
itself is twice that of India's (Carmet al, 2008). China continues to register impressive
growth in its software industry. According to Chihach News, China's 18,000 software
companies registered 50,000 software products laadntlustry realized a year-on-year
growth rate of 30.4 per cent in the first half 608 (China Tech News, 2008).

2.6.1 BPO in Kenya

Not very many industries have the potential to teradirect and indirect jobs for the
masses as the BPO industry. There is need to eadexel-playing field for the players
in this infant industry vis-a-vis its global compets. Corporate should now consider
shifting their non-core businesses to outsourangut on costs, especially at this time of

the economic financial crisis.

Today, Ken-Tech is one of the leading BPOs in thantry, offering call centre services,
data processing services, transaction processinges as well as digitalization services.
Despite the upheavals, the country is still onrigbkt track to ensuring the sector grows
in tandem with technological changes, especiallthwhe coming of faster internet
connections. Just before the landing of the fiq@reocable, the Kenya ICT Board
introduced a bandwidth subsidy to the sector opesatwhich players say has had a
major impact on their growth (Duening, 2005).

In a clear signal that Kenya is willing to make tbatsourcing sector thrive, the
government in partnership with one of the worléading researchers carried out a
survey, the findings of which are yet to be impleted. Experts, however, say the
findings, among others, will recognize the outsmgdndustry as a stand-alone from the

tax perspective (Deng, 2000).

Currie (2001) argued that there exists a huge igdypgher level outsourcing services like

financial analysis, data mining, engineering, resdeand development, insurance claims
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processing, architectural design, remote educatmmh publishing, medical diagnostics,

and journalism.

More industries appear to be warming up to the ideautsourcing their services.
Kenyatta National Hospital head of the renal uattently entered into an agreement with
KenCall in which the public can call the companyl gget information on any kidney-
related issues like treatment and so on.

India still dominates the global BPO market at 5 gent. In the five years to 2008, the
country had a cumulative total of 241 foreign dir@écvestment (FDI) projects in

customer contact centers and shared services senter

Africa, as a whole, had a total of 48 similar potgein the period under review. India’s
long term experience in the BPO business, goverhswgmport, and its large pool of IT
graduates has served to entrench its top position.

2.7 Growth Factors of BPO

2.7.1 Tax system

The ambiguous tax laws are a greater cause fothuearfor the domestic BPO industry
than doomsday predictions of the backlash. Lackclafity in tax laws will only
discourage foreign companies from investing in otsourcing to the country. China’s
tax laws are far simpler and well defined (Curg@D1). The confusion is not restricted to
tax laws alone. There are other grey areas asliweltransfer pricing. Transfer pricing
margins have not been laid down by the governnigsttypically in the 5-20 per cent
range presenting further scope for subjective jpmetation and ambiguity (Conklin,
2005).

Looking at the broader perspective, the BPO ingusticredited with creating jobs that
otherwise wouldn’t have existed. The Kenyan govemnims already benefiting from tax
on the individual incomes of employees working lede BPO oultfits. Secondly, as a
result of BPO activity, the government is levyingignificant amount of indirect taxes in
the form of customs and excise (Chen, 2006). Themuwnent needs to have a holistic
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perspective on the issue. India is just beginniniguild the BPO industry and the adverse
tax laws may put a blot on competitiveness. Kemgdures among the prime outsourcing
destinations among Philippines, China, Mexico,amel, Poland, Australia, Hong Kong,
Russia and New Zealand and clients who would lobiKenya as a favored BPO
destination would be discouraged if there is nangean the tax structure. India needs to
project itself as a country that has stable taxcps and pave the way for smooth entry
of even more BPO jobs into the country (China Telw, 2008).

Tax implications for the BPO sector include; TaxBigO clients will increase the cost of
transacting in Kenya. This will make Kenya less tedtective. Companies will be

discouraged from outsourcing their processes toy&ethis will slow down the growth

rate of the Kenyan BPO sector (Chen, 2000).

Kenya’'s BPO sector will lose out vis-a-vis its cagtifors like Philippines, China,
Ireland, Hong Kong, etc, if government adopts tougk regimes. The employment
generated by the BPO sector might take a beatirnd the country will lose out
significantly on the income tax charged on indidtlamployees. Overseas clients might
perceive Kenya as a country where taxation poli@es not stable. Kenya needs to
project itself as a stable destination (Carmel 800

2.7.2 Dimensions of company attributes

The variables that are likely to affect the scopd3BO needs are identified: operating
characteristics, firm size, IT maturity and cultufée outsourcing needs of the company

are analyzed against these variables.
Operating environment

As companies are surrounded by more cost presthage tend to place tight control on
the operations. In one study (Klaetsal, 1999), companies facing cost pressures and thus
requiring flexible HR management in terms of adpet in staffing levels perceive

increased amount of HR outsourcing to be more aakfFrom TEC perspective, more
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cost pressures create more values perceived bygaenaf the firm, which sufficiently

offset the risk of opportunistic behavior by thevéee providers (Williamson, 1996).

Difficult financial situation can be a result frommcombination of competitive intensity,
sales decrease and an undesirable economic forémashe firm (Argyris, 1953).
“Competitive intensity” is defined as the degree rofalry among firms producing
products that are close substitutes (Jaworski, 1@2&ignon, 1984; Porter, 1980).
Companies facing intensive competition are likehave more pressure for cost savings
and efficient personnel management. Otley (1978ndothat managers in a tougher
operating environment for making profits relied moin budgets than managers in liberal
operating environments. Thus, more emphases arecedglaon budget
assessments/monitoring and costs/expenses (Meych@@d; Otley, 1978; Jaworski,
1998).

Companies in the tougher environment also tendlépianew technology (Kim and Lee,

2002) to create value and cumulate knowledge. Tinushis research, companies in the
tougher environment are likely to seek more “IT dth8PO” for cost saving and value
creation. In this study, firm's competitive inta@gsifund pressures and market position

were asked to estimate the firms' operating envmemt.
Firm size

The size of the company is determined by the numob@&mployees, sales amount and
assets (Kim and Lee, 2002). From TCE perspectium, ize relates to the economy of
scale and transaction costs that determine a clobittee governance structure (Abraham
and Taylor, 1996; Williamson, 1996; Klassal, 1999; Bunduchi, 2005). According to a
study on HR outsourcing, smaller firms that havghbr per unit cost to acquire
specialized HR services, perceives greater coshgayrom increased HR outsourcing
(Klaaset al, 1999).

According to the organizational value studies, fsipe is also related to organization's
value system hence to the organizational desigiesty. Smaller organizations are likely

to have “flexibility-oriented values” that mainlyse decentralization and differentiation
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strategies. Kelly (1990) found that organizatiorsize significantly affect the
organizational design strategy in the domain oflpmion worker's jobs. In her findings,
the probabilities of decentralization are highersimall, single-plant enterprises than in
large, multi-plant enterprises.

On the other hand, large organizations tend to @sipl “control-oriented values” that
are characterized as centralization and integrafi@ammuto and Krakower, 1991;
Zammuto and O'Connor, 1992). Within control-orieht@lues, organizations are likely
to use hierarchical coordination and control systdmt mainly comprises with
formalization and long-term planning (i.e. two asgeof hierarchical coordination and
control systems). Example of a large organizatiath wentralization and integration
focus is IBM. IBM's Human Resource Service Centetivérs centralized human

resource support to over 500,000 employees anéest{(Gonzalest al, 1999).

Therefore, the following can be speculated: smatigganizations that tend to have
“flexibility-oriented value” perceive BPO as greateost savings. Therefore, smaller
organizations might want to outsource more. Thiues firm size is selected as a variable

that is likely to affect the scope of BPO.

Information technology maturity and culture

The level of IT maturity and creative culture oéthirm could influence the adoption of
IT intensive BPO as well as the scope of BPO. ITumiy is defined as the degree to
which companies incorporate IT in order to achievganizational aims (Arribas and
Inchusta, 1999). There are multiple criteria tdeténtiate more mature firms from less
mature firms. The criteria include expenditure @mndware, years of computer use, user
participation in IS projects and formal IS planniagd evaluation (Benbasat, 1984).
Another criterion to measure IT maturity is the egof IT integration (Karimet al,

1996) — as firms approach maturity phase, firmd terintegrate the IS.

The firms see BPO as an opportunity to renovate firecess using new breed of IT.
Thus, IT maturity level of the firm could positiyelnfluence the decision to adopt IT

intensive BPO and the scope of BPO. This studytes the following items to measure
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IT maturity: expenditure on IT at the firm levekage level of IT at the firm level, level
of IT adoption by HR department and use of integtasystem such as enterprise

resource planning systems.

Culture is defined as “the set of important assummgt that members of communities
share in common (Sathe, 1985)". The role of culiareromoting a new way of doing
things and successful implementation of IS is i@Reilly, 1989; Bradlet al, 1993;
Pliskin et al, 1993; Weber and Pliskin, 1996; Romen al, 1991). Thus, this study
considers creative culture of the business to lp@aitive impact on adoption and degree
of IT intensive BPO. The following items were inded to measure creative culture:
freedom for risk taking, rewards for change, opssnie communication, minimization of

the bureaucracy, autonomy in decision-making aaohteork (O'Reilly, 1989).
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2.8 Conclusion

In a competitive environment, the success of ogimns will increasingly depend on
which business process they should outsource wiitalde vendors in their strategic
decisions. However, managers are often uncertantaimow to decide the most suitable
BPO decision to enhance their business in an eadyeffective manner. In general,
finding the BPO evaluation criteria and developamgappropriate selection model are the
most important issues before a strategic decissomade. It is also imperative for
decision makers to identify risks and benefits 8fprior to forming a decision-making
tool. These kinds of qualitative criteria make #waluation process vague and uncertain.
Therefore, in a decision-making process, the usdingfuistic variables is highly
beneficial when the judgments from decision makemanot be expressed by crisp
numbers. Thus, the objective of this paper is ter&ne the major factors that influence
the growth of BPO in order to document the critenchich is appropriate in selection of
the most suitable BPO decision that decision makansapply to their organization. In
addition, the proposed criteria will be very usdfuthe managers in different sectors, as

this method make decision making easier, systepetficient and effective.
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CHAPTER THREE

RESEARCH METHODOLOGY
3.1 Introduction

This chapter describes the methods that were usembllection of data pertinent in
answering the research questions. It is divided nesearch design, target population,
sample and sampling techniques, description ofarekeinstruments, description of the

data collection procedures, description of datdyamaprocedures and data presentation

3.2 Research Design

The research design that was used in this studydisscriptive survey design. Research
design refers to the arrangement of conditionscfdlection and analysis of data in a
manner that aims to combine relevance to the relsgaurpose with economy in the
procedure (Babbie, 2002). In addition he observed tesearch design is a blue print
which facilitates the smooth sailing of the varicesearch operations, thereby making
research as efficient as possible hence yieldingimmam information with minimal
expenditure of effort, time and money. In this melga since this study was investigating
the factors that affect the growth of the BPO indysescriptive survey design becomes
the most appropriate. The study also integrated Qoalitative and quantitative methods.

3.3 Population of the study

The population of this research study was managea#i the registered BPO companies
in Kenya. There are 12 registered BPO companidéeimya (see appendix Il). In each
BPO company there are 4 managers; human resourcagera finance manager,
operations manager and marketing manager. Thettagmulation was therefore 48

respondents.

29



3.4 Data Collection

Primary data collection was done with the use gfiestionnaire. Mugenda and Mugenda
(2003) observed that, the pre-requisite to questor design is definition of the
problem and the specific study objectives. Prindata was collected using a structured
guestionnaire distributed to Heads of Finance, @mrs, Human Resources and
Marketing in each of the BPOs in existence in Kerniae study used questionnaires
primarily due to their practicability and applichlyi to the research problem. The
guestionnaire contained a mix of open-ended andedlo ended questions. The
respondents were given options of checking sevieoales and questions in which
respondents gave their views in their own words fidsearcher visited 11 out of the 12
target firms; the one not visited was confirmed&ve shut down the previous week. In
one of the organizations the researcher visitesl,ctintact person had just resigned the
week before and due to that, the researcher hiatktaluce one self. Coming from one of
the pioneer BPO, the researcher was considereel torbing from a competitor and most
people were bound to withhold information. But whbe researcher realized that, she
decided not to identify with their employer againt mstead identified with University of

Nairobi to be able to get the information.

One of the target BPO, the researcher got to Iéwmth closed shop the previous week and
had not left any forwarding address at their prasipremises. The researcher did not
therefore get any information from them. 3 of theBs were not in a position to give
feedback on the questionnaire immediately and #qdethe researcher to send the
guestionnaire on soft copy and the response wastmireceived in soft copy. For one of
them, it required a lot of follow up by the resdwcto actually get the feedback from
them, but this was finally received. 4 of the rewsgents preferred to the researcher to
take them through the questionnaire one questien tife other for their response, sort of
an interview, which the researcher handled webither BPO'’s requested the researcher

to drop in the questionnaire and pick it up attarlaour/ date.

BPO Companies being private companies are veryeteasve as regards the sharing of
information. This is still a very young and compigé industry and also still very closed.

The researcher found it difficult to get the respemis to affix their Company stamp.
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There was fear that this information can be useaihagtheir Company and against them.

The researcher was able to put all these togetinéné analysis.

3.5 Data Analysis and Presentation

Collected data was examined and checked for coenss (that all the questions in the
guestionnaire had been tackled) and comprehenssefimderstandability). The data
was then summarized, coded and tabulated. Deseigtatistics such as means, standard
deviation and frequency distribution were usedralyze the data. Data was coded and
entered into the Statistical Package for Sociakigms (SPSS) version 12 for analysis.
SPSS was used to perform the analysis as it aidsgamizing and summarizing the data
by the use of descriptive statistics such as talddasa presentation was done by the use
of bar charts and graphs, percentages and frequables. This ensured that the gathered
information is clearly understood.

The demographic information in Section A was useddtegorize respondents into their
years of service with the respective employers e as their level of education. This
helped to know the degree of reliability of theomhation that the respondents gave. This
information was presented in a tabular form. Inti®ecB, information from Q5 sort to
establish the extent of the effect of the currertregime on growth of BPO Companies
in Kenya. Q6 sort to identify to what extent theafic factors of tax affect the growth of
the BPO Companies. Q7 required the respondenittdgwn any other factors they felt
were not covered in Q5 and Q6 in their own viewisTimformation was analyzed
through cross tabulation of the means and standiavtations and presented in a tabular
form.

Section C required the respondent to indicate sointiee things the Government can do
to ensure continuous growth in the sector. Q8 requihe respondent to give their own
opinion on what these factors would be, while Q§uneed the respondent to tick from a
list on incentives given. Q10 sort the benefit®wtsourcing to the industry in the opinion
of the respondent. Q11 was on the benefits of ontsrg to the government and Q12
sort the extent to which the different BPO growdhtbrs affected each of the respondents
company. This information was analyzed through r@bulation of the means and
standard deviations. Factor analysis was also gm@ldo examine how underlying

constructs influenced the responses on a numhandsrlying variables.
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3.6 Reliability and Validity of Data

According to Joppe (2000) validity refers to thegwe to which a study accurately
reflects or assesses the specific concept thatabearcher is attempting to measure.
Validity determines whether the research truly meas that which it was intended to

measure or how truthful the research results areletermines whether the research
instrument allow the researcher to get the cormefcrmation. Researchers generally
determine validity by asking a series of questi@m] will often look for the answers in

the research of others. Comprehensive researcatunmsints were developed and tested
before the real investigation start. This testirggwlone by use of a pilot study whereby
the questionnaire was administered to the 12 relpuds in the BPO companies to

acquire the information required for the study.

According to Joppe (2000) reliability is the exteéatwhich results are consistent over
time and an accurate representation of the totalllption under study is referred to as
reliability and if the results of a study can bermxluced under a similar methodology,
then the research instrument is considered to ha&ble Reliability has to show the

degree at which the research instruments will yggddd results. In order to achieve this,
the researcher personally administered the instntsri@ order to assess their clarity. If
possible some of the respondents were intervieweastertain whether the information

given in the questionnaire would match with resgooisthe interview.

32



CHAPTER FOUR

DATA ANALYSIS AND INTERPRETATION OF FINDINGS
4.1 Introduction

This chapter discusses the interpretation and prasen of the findings. The objective
of the study was to explore the determinants ofvtinaf business process outsourcing in
Kenya. This chapter focused on data analysis, pregtion and presentation. The

researcher made use of frequency tables and pagesnto present data.
The Response Rate

The researcher targeted a sample of 48 respondentsf which 42 responses were
obtained. This represented an 87.5% response Aatarding to Babbie (2002) any
response of 50% and above is adequate for analysss 87.5% is even better. The
respondents were working in the following BPO comeps; Quick data BPO, Direct
Channel limited (Simba technology limited), VervelX Limited, Lynxbits Limited, Call
Center Solutions E.A. Limited, Technocate BPO & é@sh, Kencall EPZ Itd and
Kentech data Itd.

4.2 General information

percent

N
n
TN T TR N T T N N |

Finance assistant operations hurman
manager finance manager resource
managaer rmanagaer

Figure 4. 1: Respondents’ designation
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Figure 4.1 above shows the positions the respoadeete holding in their company’s.

28.57 of the respondents said that they were fmananagers, 42.86% said that they

were assistant finance managers, 7.14% said tlegt wWere operations managers and

21.43% said that they were human resource managkeis.shows that majority of the

respondents were finance officers and hence theg hdormation on determinants of

growth of BPOs.

Duration of time in the company

Table 4. 1: Duration of time in the company

Frequency

Percent

Between 1 and 5 yrs

42

100.0

On the duration of time spent in their companytladl respondents had spent between 1

to 5 years.

Level of education

Table 4. 2: Respondents’ level of education

Level of education Frequency Percent
Undergraduate 36 85.7
Masters 6 14.3
Total 42 100.0

On the respondents’ level of education as showtable 4.2, 85.7% of the respondents

indicated that they were undergraduates while 14ii88icated that they had masters.

This shows that all the respondents were educaigdvare in a position to give feedback

to the questionnaire given.

4.3 Determinants of growth of business process owotsrcing sector

Whether tax structure affect company’s growth aedggmance

Table 4. 3: Whether tax structure affect company’ggrowth and performance

Response

Frequency

Percent

yes

42

100.0
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The researcher requested the respondents to iedida¢ther Kenya government tax
structure affects their company’'s growth and penamce. In their response all the
respondents (100%) indicated that that tax strectwas affecting their company’s
growth and performance. From these findings we dawduce that the Kenyan

government tax structure affect BPO Company’s ghoavtd performance.
Factors that affect the growth and the performancef the respondents company

Table 4. 4: Factors that affect the growth and theperformance of the respondents

company
Mean Std dev
Transfer pricing laws 3.119 1.656
Ambiguous tax 3.238 1.649
Lack of clarity in tax laws 3.238 1.649
Unfriendly tax structure 3.238 1.649

Table 4.4 above shows the factors affect the groand the performance of the
respondents company. A five point likert scale waed to interpret the respondent’s
responses. According to the scale, those factoishwiuere not considered at all were
awarded 1 while those which were considered torg gecat extent were awarded 5.
Within the continuum are 2 for low extent, 3 for deoate extent and 4 for great extent.

Mean (weighted average) and standard deviation uszd to analyze the data.

According to the researcher those factors with amwose to 4.0 were rated as to a very
great extent while those with a mean close to fewated to a low extent or even not
considered at all. On the same note the highestdnedard deviation the higher the level

of dispersion among the respondents. Transferngriiws was agreed with a mean of
3.119 and a standard deviation of 1.656, ambigtexisvas agreed with a mean of 3.238
and a standard deviation of 1.649, lack of clantyax laws was agreed with a mean of
3.238 and a standard deviation of 1.649 and urdhjetax structure was agreed with a

mean of 3.238 and a standard deviation of 1.649.
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Factor analysis

It is a statistical approach that can be used @yas interrelationships among a large
number of variables and to explain these varialnlderms of their common underlying
dimensions (factors). The statistical approach Iwving finding a way of condensing the
information contained in a number of original vates into a smaller set of dimensions

(factors) with a minimum loss of information (Hairal., 1992).

Communalities of factor variance

Table 4. 5: Communalities of factor variance

Principal component analysis Initial Extraction

Extent to which transfer pricing laws affect
1.000 227
growth and performance of the company

Extent to which ambiguous tax affects growt

and performance of the company 1.000 947

Extent to which lack of clarity in tax laws
affects growth and performance of the 1.000 .841
company

Extent to which unfriendly tax structure affeg

growth and performance of the company 1.000 947

Extraction Method: Principal Component Analysis.

Table 4.5 above helps estimate of communalitieserh variance, the proportion of
variance that each factor has in common with otaetors. ‘Extent to which ambiguous
tax affects growth and performance of the compary anfriendly tax structure affects
growth and performance of the company’ has 94.7%nsonality or shared extent to
which relationship with other factors. This valuashthe greatest communality with
others, while ‘extent to which transfer pricing kaffect growth and performance of the
company’ has the least communality with others2¥%. Extent to which lack of clarity
in tax laws affects growth and performance of thempany had a communality of 84.1%.
This means that ambiguous tax and unfriendly taxcsire have a high effect on the

growth and performance of a Company.
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Total Variance

Table 4. 6: Total Variance

Initial Eigen values Extraction Sums of Squared Loadin
Componen % of Cumulative % of Cumulative
t Total Variance % Total Variance %
1 2.961 74.032 74.032 2.961 74.032 74.032
2 .837 20.928 94.961
3 202 5.039 100.000
4 '2'1661%' -5.416E-15 100.000

Extraction Method: Principal Component Analysis.

In table 4.6 above, the researcher used Kaiser &laration Criterion, which allows for

the extraction of components that have an Eigenevareater than 1. In the second

column (Eigen value) above, we find the variance tba new factors that were

successively extracted. The principal componentyaisawas used and one factor was

extracted. In the third column, Eigen values arpressed as a percent of the total

variance. As shown above, factor 1 accounts fod32 percent of the variance, factor 2

for 20.928 and factor 3 5.039. As expected, the slitme Eigen values is equal to the

number of variables. The third column containsdhmnulative variance extracted. As the

table shows, the factor explains 74.03% of thd iatgation.

Component Matrix

Table 4. 7: Component Matrix

Principal Component analysis Component
1

Extent to which transfer pricing laws affect groveitid performance 477
of the company '
Extent to which ambiguous tax affects growth andgsmance of the 973
company '
Extent to which lack of clarity in tax laws affeggowth and 917
performance of the company '
Extent to which unfriendly tax structure affectewgth and 973
performance of the company '

Extraction Method: Principal Component Analysis.

a 1 components extracted.

37

Js



The initial component matrix was rotated using Wex (Variance Maximization) with
Kaiser Normalization. The above results allowedrdsearcher to identify what variables
fall under the extracted factor. Each of the 4 alales was looked at and placed to the
factor depending on the percentage of variabiftyariable is said to belong to a factor

to which it explains more variation than any otfaator.

Each number represents the correlation betweertdimeand the un rotated factor. from
the findings as shown by table 4.7, the correlati@ween extent to which transfer
pricing laws affect growth and performance of tlhenpany and factor 1 was 0.477, the
correlation between extent to which ambiguous téects growth and performance of the
company and a factor 1 is 0.973, the correlatidwéen extent to which lack of clarity in
tax laws affects growth and performance of the camypand factor lis 0.917 and the
correlation between extent to which unfriendly takucture affects growth and
performance of the company and factor 1 is 0.9F&se€ findings show that all the four
factors were strongly correlated to factor 1 amthange any of them would subsequently

lead to a change in factor 1.

Effects of tax regime on the BPO sector

Table 4. 8: Effects of tax regime on the BPO sector

Effect of Tax regime on the BPO Sector Mean Std dev
risk of losing the expanding outsourcing markeinternational 4.429 0.737
firms

Increase of cost of transacting in Kenya 4571 0.501
Slow down of growth rate of the Kenya BPO sector 288. 0.708
Companies will be discouraged from outsourcing rthei 4.143 0.647
processes to Kenya

The effects of tax regime on the BPO sector, riskosing the expanding outsourcing
market to international firms was agreed with a meh4.429 and a standard deviation
0.737, increase of cost of transacting in Kenya ag®ed with a mean of 4.571 and a
standard deviation of 0.501, slow down of growtteraf the Kenya BPO sector was

agreed with a mean of 4.286 and a standard dewiafid®.708 and companies will be
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discouraged from outsourcing their processes toyKevas agreed with a mean of 4.143

and a standard deviation of 0.647.

Other effects of tax regime on the BPO sector dgated by the respondents were that;
it makes cost of doing business expensive hencgrmahigh unemployment rate, since
the BPO sector is still in its initial stages obgth tax regimes cause firms to shutdown,
since it becomes hard for BPO forms to get fundiiay, regimes also reduce profit
margins and leads to inability to price servicempetitively vis a vis other competing

nations.
Methods the government can use to ensure continuogsowth of BPO sector

On the methods the government of Kenya can usegare continuous growth of the
BPO sector the respondents indicated competitivattwactive tax regime, removal of
conflicting regulatory structures, encouraging anstructing BPO (EPZ) locations,
encourage standardization of regulatory work relgteocedures and processes in the
BPO industry, reduction of tax rates, giving maneentives e.g. tax holidays and zero

rating equipments imported for use in the BPO secto
Applicable tax incentives that can be used by the éyan government

Table 4. 9: Applicable tax incentives that can besed by the Kenyan government

Tax incentives Yes No

Tax holidays 100 0
Timing differences 14.3 85.7
Investment allowances and tax credits 85.7 14.3
General tax reductions 71.4 28.6
Non income tax based incentives 57.1 42.9

Table 4.9 above shows the most applicable tax thasnthat can be used by the Kenya
government in order to ensure growth of the BPQosed ax holidays were agreed by
100% of the respondents, timing differences wasedylby 14.3% and disagreed by
85.7% of the respondents. Investments allowancdgancredits was agreed by 85.7%
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and disagreed by 14.3% of the respondents. Getaerakductions was agreed by 71.4%
and disagreed by 28.6% of the respondents. Nomiadax based incentives was agreed
by 57.1% and disagreed by 42.9% of the respondeérdm these findings we can deduce
that the most applicable tax incentives that caruged by the Kenya government to
ensure growth of the BPO sector include; tax hgbgddiming differences, investment

allowances and tax credits, general tax reductimasnon income tax based incentives.

4.4 Benefits of BPO to the outsourcing industry

Table 4. 10: Benefits of BPO to the outsourcing ingstry

Mean | Std dev
Increase in focus on quality and customer needs 14470.457
Enabling cross selling and up selling capabilities 4571 | 0.737
Enabling and promoting self service practices 4.29.708
Conceptualizing and developing proactive systems 714.| 0.457
Optimizing business process management 4.57 0.500
Complying with the SLAs and other mandatory requieats 4.286| 0.708
Laying stress on automation for optimizing work ggsses 4.167, 0.697

Table 4.10 above shows the benefits of businessepsooutsourcing to the government.
Increase in focus on quality and customer needsagesed with a mean of 4.714 and a
standard deviation of 0.457, enabling cross sekind up selling capabilities was agreed
with a mean of 4.571 and a standard deviation 887. enabling and promoting self
service practices was agreed with a mean of 4.20aastandard deviation of 0.708,
conceptualizing and developing proactive systens agaeed with a mean of 4.71 and a
standard deviation of 0.457, optimizing businesgxess management was agreed with a
mean of 4.57 and a standard deviation 0.5, complymth the SLAs and other
mandatory requirements was agreed with a mean2864and a standard deviation of
0.708, laying stress on automation for optimizingykvprocesses was agreed with a mean
of 4.167 and a standard deviation of 0.697.
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Benefits of business process outsourcing

Table 4. 11: Benefits of business process outsourgi

Benefits of business process outsourcing Mean| Std
dev
Tax on the individual incomes of employees workimghese BPO 4.24 0.979
levying a significant amount of indirect taxes hetform of customs 3.24| 1.120
and excise
Slow down of growth rate of the Kenya BPO sector 048, 1.480
Companies will be discouraged from outsourcing rthpbcesses t103.048| 1.622
Kenya

Table 4.11 shows the benefits of business outsogirdiax on the individual incomes of

employees working in these BPO was agreed with annm@ 4.24 and a standard

deviation of 0.979, levying a significant amountidirect taxes in the form of customs

and excise was agreed with a mean of 3.24 andhdasth deviation of 1.12, slow down

of growth rate of the Kenya BPO sector was agreiial asmean of 3.048 and a standard

deviation of 1.48 and companies will be discourafyeth outsourcing their processes to

Kenya was agreed with a mean of 3.048 and a stdnigaiation of 1.622.

Factors affecting the growth of business process taourcing

Table 4. 12: Factors affecting the growth of busirss process outsourcing

Factors affecting the growth of business proces$sooncing Mean| Std dev
Tax system 4.333 0.979
Operation environment of the company 3i24 1.220
Firm size 3.095 0.850
Information technology maturity 3.38 1.834

Table 4.12 above shows the factors affecting tlevtir of business process outsourcing.

Tax system as a factor affecting the growth of hess process outsourcing was agreed

with a mean of 4.333 and a standard deviation @79. operational environment of the

company was agreed with a mean of 3.24 and a sthd@a&iation of 1.22, firm size was
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agreed with a mean of 3.095 and a standard dewiafid.85, information technology

maturity was agreed with a mean of 3.38 and a arandkeviation of 1.834.

Factor analysis

Communalities of factor variance

Table 4. 13: Communalities of factor variance

Rescaled
Principal component analysis Initial Extraction
Tax system affects the growth of business outsogrci 1.000 140
Operation environment of the company affects groofth
business outsourcing 1.000 415
Firm size affects the growth of business outsogrcin 1.000 767
Information technology maturity affects the growttbusiness
outsourcing 1.000 .918

Extraction Method: Principal Component Analysis.

Table 4.13 above shows the proportion of variaheg¢ €¢ach item has in common with

other factors. For example ‘firm size affects threvgh of business outsourcing’ has

76.7% communality or shared relationship with ottaetors. This value has the greatest

communality with others, while ‘tax system affethe growth of business outsourcing’

has the least communality with others of 14.5%.

Principal component analysis

Table 4. 14: Principal component analysis

gs

Component Initial Eigen values(a) Extraction Sums of Squared Loadin
% of Cumulative % of Cumulative
Total Variance % Total Variance %
1 3.023 63.423 63.423 2.240 56.010 56.010
2 1.109 23.258 86.681
3 450 9.439 96.120
4 .185 3.880 100.000

Extraction Method: Principal Component Analysis.

In table 4.14 above, the researcher used Kaisandl@ation Criterion, which allows for

the extraction of components that have an Eigenevareater than 1. In the second

column (Eigen value) above, we find the variance tba new factors that were
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successively extracted. The principal componentyaisawas used and one factor was
extracted. In the third column, Eigen values arpressed as a percent of the total
variance. As shown above, factor 1 account for Z3 gercent of the variance, factor 2
for 23.258 and factor 3 for 9.439 and factor 4 3d880. As expected, the sum of the
Eigen values is equal to the number of variablese Third column contains the

cumulative variance extracted. The principal congmranalysis was used and one factor

was extracted. As the table shows, the factorsaaxpl6.01% of the total variation.

Component Matrix

Table 4. 15: Component Matrix

Principal component analysis 1

Tax system affects the growth of business outsogrci 374
Operation environment of the company affects grasithusiness outsourcing 644
Firm size affects the growth of business outsogycin .876
Information technology maturity affects the growthbusiness outsourcing 958

Extraction Method: Principal Component Analysis.
1 component extracted.

The initial component matrix was rotated using Wex (Variance Maximization) with
Kaiser Normalization. The above results allowedrdsearcher to identify what variables
fall under the extracted factors. Each of the 4aldes was looked at and placed to the
extracted factor depending on the percentage ofabisty; it explained the total
variability of the factor. A variable is said tolbeg to a factor to which it explains more

variation than any other factor.

Each number represents the correlation betweeiteimeand the un rotated factor. from
the findings in table 4.15 above, the correlatietneen tax system affects the growth of
business outsourcing and factor 1 is 0.374, thereladion between operation

environment of the company affects growth of bussneutsourcing and a factor 1 is
0.644, the correlation between firm size affeces gnowth of business outsourcing and
factor 1lis 0.876 and the correlation between infdram technology maturity affects the

growth of business outsourcing and factor 1 is 8.9hese findings show that all the
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four factors were strongly correlated to factor id aa change any of them would

influence a change in factor 1.
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CHAPTER FIVE

DISCUSSIONS, CONCLUSIONS AND RECOMMENDATIONS
5.1 Introduction

This chapter presents the discussion of key dai@inys, conclusion drawn from the
findings highlighted and recommendation made there-The conclusions and
recommendations drawn were focused on addresse@lifective of this study which

was to explore the determinants of growth of bussr@ocess outsourcing in Kenya.
5.2 Discussions of Key Findings

From these findings of this study we can deducettieunclear Kenyan government tax
structure affect BPO Company’s growth and perforcean

On the factors that affect the growth and the perémce of the BPOs company, transfer
pricing laws was agreed with a mean of 3.119 anstamdard deviation of 1.656,
ambiguous tax was agreed with a mean of 3.238 atdmalard deviation of 1.649, lack
of clarity in tax laws was agreed with a mean @38.and a standard deviation of 1.649
and unfriendly tax structure was agreed with a ne@a@238 and a standard deviation of
1.649.

On the effects of tax regime on the BPO sectok, afdosing the expanding outsourcing

market to international firms was agreed with a meh4.429 and a standard deviation
0.737, increase of cost of transacting in Kenya ag®ed with a mean of 4.571 and a
standard deviation of 0.501, slow down of growtteraf the Kenya BPO sector was
agreed with a mean of 4.286 and a standard dewiaftid®.708 and companies will be

discouraged from outsourcing their processes toyevas agreed with a mean of 4.143
and a standard deviation of 0.647.
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Other effects of tax regime on the BPO sector dgated by the respondents were that;
it makes cost of doing business expensive hencgrgahigh unemployment rate, since
the BPO sector is still in its initial stages obgth tax regimes cause firms to shutdown,
since it becomes hard for BPO firms to get fundingglear tax regimes also reduce
profit margins and leads to inability to price dees competitively vis a vis other

competing nations.

On the methods the government of Kenya can usegare continuous growth of the
BPO sector the respondents indicated competitivattwactive tax regime, removal of
conflicting regulatory structures, encouraging a@mstructing BPO (EPZ) locations,
encourage standardization of regulatory work relgteocedures and processes in the
BPO industry, reduction of tax rates, giving maneentives e.g. tax holidays and zero
rating equipments imported for use in the BPO se¢imm these findings of the study
we can deduce that the most applicable tax incestthat can be used by the Kenya
government to ensure growth of the BPO sector dgltax holidays, timing differences,
investment allowances and tax credits, generatdductions and non income tax based

incentives.

The study found that the benefits of BPO’s inclugierease in focus on quality and
customer needs was agreed with a mean of 4.714aastdndard deviation of 0.457,
enabling cross selling and up selling capabilities agreed with a mean of 4.571 and a
standard deviation of 0.737, enabling and promosalj service practices was agreed
with a mean of 4.29 and a standard deviation 0®&).¢onceptualizing and developing
proactive systems was agreed with a mean of 4.dlaastandard deviation of 0.457,
optimizing business process management was agritéleéd \wmean of 4.57 and a standard
deviation 0.5, complying with the SLAs and othernaiatory requirements was agreed
with a mean of 4.286 and a standard deviation 80&). laying stress on automation for
optimizing work processes was agreed with a meah 17 and a standard deviation of
0.697. Tax on the individual incomes of employeaskmg in these BPO was agreed
with a mean of 4.24 and a standard deviation of @.%vying a significant amount of
indirect taxes in the form of customs and exciss agreed with a mean of 3.24 and a

standard deviation of 1.12, slow down of growtheraf the Kenya BPO sector was
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agreed with a mean of 3.048 and a standard dewiatidl.48 and companies will be
discouraged from outsourcing their processes toyevas agreed with a mean of 3.048

and a standard deviation of 1.622.

The factors affecting the growth of business preaagsourcing include; tax system as a
factor affecting the growth of business processaufcing was agreed with a mean of
4.333 and a standard deviation of 0.979, operdtiengironment of the company was
agreed with a mean of 3.24 and a standard deviafiar22, firm size was agreed with a
mean of 3.095 and a standard deviation of 0.8%rimtion technology maturity was
agreed with a mean of 3.38 and a standard deviafitrB834.

5.3 Conclusion

This study concludes that the unclear Kenyan gawemnt tax structure affect BPO
Companies growth and performance in Kenya in corsparwith other destinations in
the world. The tax factors that affect the growtid ahe performance of the BPOs
Company include; transfer pricing laws, ambiguaars &and lack of clarity in tax laws

and unfriendly tax structure.

The study also revealed that the effects of takmegn the BPO sector include; risk of
losing the expanding outsourcing market to inteomal firms, increase of cost of

transacting in Kenya, slow down of growth ratelsf Kenya BPO sector and companies
will be discouraged from outsourcing their processe Kenya. Other effects of tax

regime on the BPO sector as indicated by the rekpus were that; it makes cost of
doing business expensive hence causing high ungmpla rate. Since the BPO sector
is still in its initial stages of growth uncleaxteegimes cause firms to shutdown, since it
becomes hard for BPO firms to get funding, taxmegg also reduce profit margins and

leads to inability to price services competitively a vis other competing nations.

Government of Kenya can use the following methadsnsure continuous growth of the
BPO sector; competitive or attractive tax regimemoval of conflicting regulatory
structures, encouraging or constructing BPO (EBgations, encourage standardization
of regulatory work related procedures and processtiee BPO industry, reduction of tax

rates, giving more incentives e.g. tax holidays aer rating equipments imported for
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use in the BPO sector. The most applicable taxniives that can be used by the Kenya
government to ensure growth of the BPO sector dgltax holidays, timing differences,
investment allowances and tax credits, generatd@dyctions and non income tax based

incentives.

The study also revealed that the benefits of BR@Ckide; increase in focus on quality
and customer needs, enabling cross selling andellmgs capabilities was agreed,
enabling and promoting self service practices, ephalizing and developing proactive
systems, optimizing business process managemeanplging with the SLAs and other
mandatory requirements, laying stress on automdtionptimizing work processes, tax
on the individual incomes of employees working lede BPO, levying a significant
amount of indirect taxes in the form of customs ardise, slow down of growth rate of
the Kenya BPO sector and companies will be disgmdafrom outsourcing their
processes to Kenya. The factors affecting the drositbusiness process outsourcing
include; tax system as a factor affecting the ghowt business process outsourcing,

operational environment of the company, firm siaségrmation technology maturity.

5.4 Recommendation

This study recommends that the government shoulsaethe transfer pricing laws,
clarify its tax laws and get rid of ambiguous tdrusture and instead ensure there is
clarity in all tax laws. This study revealed thia¢ tfactors that were affecting the growth
and the performance of BPO companies included; gualois tax, lack of clarity in tax

laws and unfriendly tax structure.

The government employ competitive or attractive tagime. The study found that the
tax regime was causing the risk of losing the edpan outsourcing market to
international firms. These measures will help Kerpanpete at the same platform as

other BPO destinations which have various incestiagplace from their Governments.

The government should also remove conflicting raguly structures and encourage
standardization of regulatory work related proceduiT his study revealed that there were

conflicting regulatory structures hindering the yto of BPOs.
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The government should employ the following tax mtoees to ensure growth of the

BPO; tax holidays, timing differences, investmeidvaances and tax credits, general tax
reductions and non income tax based incentives Jtaidy revealed most applicable tax
incentives that can be used by the Kenya governtoegnisure growth of the BPO sector
include; tax holidays, timing differences, investinallowances and tax credits, general

tax reductions and non income tax based incentives.

5.5 Suggestions for further studies

From the study and related conclusions, the reseamrecommends further research in
the area of factors influencing of growth of bussi@rocess outsourcing in Kenya. As a
part time student who needs to balance with studigls full time employment, the
researcher was not be able to undertake an exéeasy exhaustive research limiting the
researcher to a small sample and less researchTimeresearcher was a self-sponsored
student relying on savings to progress his studieks therefore there was limitation on

financial resources and hence the researcher fd@rséhe top management.
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Appendix I

Questionnaire

APPENDICES

Section A: General information

1. Name of the BPO company:

2. What is your designation?

Finance manager [ ]

Assistant finance manager [ ]

3. What is the duration of time you have been workmthe company?

Less than a year []
Between 1 and 5 years []
Between 6 and 10 years []
Above 10 years []

4. Please select your level of education

[]
[]
[]
[]
[]

Certificate
Diploma
Undergraduate
Masters

Phd

Others (Specify).......cvvviiiiii e

Determinants of growth of business process outsoung sector



5. Does the Kenyan government tax structure affectr yoampany’'s growth and
performance?

Yes | ] No|[ ]

5 To what extent do the following factors affect tp@wth and the performance of your
company?

great

Very

extent

Great extent
Moderate
extent

Less extent
No extent at

all

Transfer pricing laws

Ambiguous tax

Lack of clarity in tax laws

Unfriendly tax structure

6. To what extent do you agree with the following #feas of tax regime on the BPO
sector

great

Very

extent

Great extent
Moderate
extent

Less extent
No extent at

all

risk of losing the expanding outsourcipg

market to international firms

Increase of cost of transacting in Kenya

Slow down of growth rate of the Kenya




BPO sector

Companies will be discouraged fram

outsourcing their processes to Kenya

7. Apart from the ones named above what other efidmts tax regime have on the growth
and the performance of the BPO sector?
i
i.

What can government do to ensure continuous growtbf the BPO sector?

8. Please indicate the methods that the governmeKenfa can use to ensure continuous
growth of the BPO sector

9. Please select on the most applicable tax incentikes can be used by the Kenya
government in order to ensure growth of the BPQosec

Tax holidays [ ]
Timing differences [ ]
Investment allowances and tax credits [ ]
General tax reductions [ ]
Non income tax based incentives [ ]

Benefits of business process outsourcing to the gourcing industry

3



10.To what extent do you agree with the following d@seof business process outsourcing
to the outsourcing industry?

Very

extent

Great extent
Moderate
extent

Less extent
No extent at

all

Increase in focus on quality and customer
needs

Enabling cross selling and up selling

capabilities

Enabling and promoting self service

practices

Conceptualizing and developing proactjve
systems

Optimizing business process management

Complying with the SLAs and other

mandatory requirements

Laying stress on automation for optimizipg

work processes

11.To what extent do you agree with the following déseof business process outsourcing
to the government?

great

Very

extent

Great extent
Moderate
extent

Less extent
No extent at

all




Tax on the individual incomes of

employees working in these BPO

levying a significant amount of indirect

taxes in the form of customs and excise

Slow down of growth rate of the Kenya
BPO sector

Companies will be discouraged fram

outsourcing their processes to Kenya

12.To what extent do the following factors affect trewth of business process outsourcing
in your in company?

great

Very

extent

Great extent
Moderate
extent

Less extent
No extent at

all

Tax system

Operation environment of the company

Firm size

Information technology maturity




Appendix II:

BPO companies in Kenya

Call centre solutions East Africa Ltd
Edamars Enterprises

Grephys outsourcing Ltd

Lynxbits Limited

Ken — tech data Ltd

Verve K.O Ltd

Technocate BPO & research
Kencall EPZ Limited

Horizon Contact Centers

10. Call Centre Africa Limited

11.Quick Data BPO Limited

12.Direct Channel Limited (Simba Tech Limited)
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Appendix IlI:

Raw data



