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ABSTRACT

The Government of Kenya is expressing dissatisfiacwith the performance of its
institutions especially financial performance, whiwould prevent it from achieving
any sustainable development despite having in placg effective policies. The poor
public financial performance is attributable tokdaaf adoption of ISO certification,
according to academic literature, studies and ofjoairnals. There is scanty
information linking 1ISO certification to public fancial performance in Kenya, which
caused this study to be conducted with an objedfvevaluating the effects of ISO
certification on financial performance of publiccew institutions in Kenya. This
study used a descriptive survey in soliciting infation in the area of research and its
target population was selected from 70 public geatstitutions, which were
operational between 2008 and 2012. Data was celleitom secondary sources and
analyzed using both descriptive and inferentidisiaes. This study revealed that the
ISO certification Status affects the financial penfiance of public sector institutions
positively. It was found that an increase in thaqekafter ISO certification enhances
the financial performance of public sector instdos and vice versa. The study
recommends that the Government of Kenya reviewtéadards and audit policies to
ensure that all its institutions are compelled égulations to adopt ISO certification
and design policies to ensure that the firms tlaaehadopted receive support during
the ISO continuous improvements. There was a sogmf relationship between ISO
certification status (p-value=.029) and period raf&0O certification (p-value = .004)

and financial performance of the public sectoriingbns.
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CHAPTER ONE

INTRODUCTION

1.0  Background of the Study

The rapid growth of International Organization 8andardization (ISO) certification
is branding ISO as the most important quality stéadsl globally (ISO, 2008). In fact,
many African countries including Kenya have adod®@ standards ((Emeka et al.,
2008); Raphael, 2010). According to Morris (20aB¥ ISO certification is applicable
to any type of organization, including the publectr since it drives performance
improvement and covers all aspects of the actsvitiean organization (Chow-Chua,
Goh, & Wan, 2003). KPMG (2011) indicates that tlbl sector, globally, is being
pushed by unprecedented change, challenge inezffiand effective quality products
and services provision and complexity in qualitpgurcts and services provision to
adoption of ISO certification (Arauz and Suzuki, 029 Klefsjo, Bergquist &
Edgerman, 2006). There are pressures on the goeetnmstitutions to; give more
choice to consumers; ensure compulsory competigéindering; counter cost restraint;
ensure value for money; and satisfy more demandirsgomer requirements; hence
the need for quality management (Warnack, 2003)etér they like it or not the
government institutions (the public sector) musphave their product and service

quality their disposal to very high levels (Po]IRO05).

1.1.1 1SO certification

The public sector in many countries is widely aduptiSO certification to enhance;
focus on results (Macharia, 2010; Muthaura, 208dsure effective and efficient

service delivery (Kariuki & Kasomi, 2011; AmwayiQ22), and improve public sector

1



performance (Macharia, 2010). The certificationvtes guidelines to public sector
(Morris, 2006) to drive performance improvementgi@let al, 2003; Grajek, 2004).

Considering that the public sector provides vergeasial services and products
(Muthaura, 2010) and is the backbone of countrgenemy and well being (Kenya
National Bureau of Statistics [KNBS], 2012), themdd for ISO certification to

ensure quality management is very high (KPMG, 2&ldimett, 2012). For instance
in Kenya alone 150 public sector bodies in Kenyeehabtained ISO certification and
many more are on the pipeline (KNBS, 2013). In fadblic universities, government
ministries, parastatals and government regulatagids are increasingly acquiring

ISO certification to improve their performance (Magda, 2010).

1.1.2 Public Sector Institutions Financial Performance

The agency theory explains that the welfare of tsgemd principal should be
maximized as a result of financial decisions takgrgovernment (Bowie & Norman,
2008). The desired financial performance outpuesassured when that performance
meets the needs of the citizens. According to K8887), when a public officer
chooses to manipulate the financial results throogimagerial activity and that
activity maximizes the return to that person ratian financial return to the country
then there is an agency problem. When applied blipdinancial performance, the
agency theory regards citizens who are the taxpag®rthe principal(s) and finance
office as agents who must deliver to the citizeaailmard and Patty (2007) states
that, the principal-agent theory has proven to H&xble and useful approach for
interpreting effects of institutional arrangemeatsaccountability of public decision

makers and public policy. However, financial periance of most Public sector



institutions is very ineffective and very wantingacacterized by; costing heavily to

the government, poor service delivery, financigkkes, and poor public image.

1.1.3 1S0 certification and Public Sector Institutions Financial Performance

ISO certification has been argued out as influept¢he organizational performance,
and more specifically, the financial performanceitiing, 1982; Buttle, 1997; Gavin
et al, 2008). According to Corbett et al. (2004), firrttsat have obtained this
certification display strongly significant abnormfhancial performance. Journal
literature, studies and theories have shown th& [Rrtification factors; 1SO

implementation, and ISO continuous improvement ugrfice the financial

performance of organizations. ISO implementatiotivaies include, “including

identifying its key processes, defining roles aadponsibilities, policies, objectives
and documentation requirements” (Kyalo, 2013)e TBO certification requires
increased communication and accordingly the doctatien becomes the reference
point to assuring that communication (Morris, 2006)fact documentation ensures
better processes due to greater communication dhoat the organization (Joubert,

1998).

As per the words of Deming (1982), this leads tuption in costs and an increase in
quality. Further the ISO certification provides ktform that ensures continuous
improvement in the processes carried out and ptedm@anufactures (Vouzas &
Gotzmani, 2005). Such ensures that that the quatipnagement system has
procedures, policies and requirements which ensluaé customer satisfaction is
consistently achieved (Bhuiyan & Alam, 2005), whiengely affects the financial

performance. A systematic approach to quality irmpnoent results in; generating



greater value for customers, building market shane revenues; lowers costs,

increasing financial performance (George, 2002).

1.1.4 Public Sector Institutionsin Kenya

Between July and December 2013, Kenya had 46 Miesstand Accounting
Departments, 178 State Corporations, 175 Local @uites and 69 Tertiary
Institutions in the Ministries of Education and He&y Education, Science and
Technology. This is a total of 468 Government agendver the last seven years of
implementation of performance contracts by publgereies, there is sufficient
evidence to conclude that the agencies have entbtaeeperformance contracting
strategy as shown by improved performance. Furtther, implementation of the
strategy has also enhanced service delivery. Fhemesults, it is clear that sustained
application of the performance contracting strategy necessary prerequisite for
streamlining the management and operations of thieliq service to improve
efficiency. However, for the Strategy to be fulhtegrated and become effective, it is
imperative that it is extended to all institutionghin the three arms of Government
and cascaded to all levels, including the Countgll€Office of the Prime Minister,

2012).

1.2 Research Problem

The key drivers ISO certification in the public w&an its efforts to ensure financial
performance improvement are; public sector findngianagement has always by
passed those in the private sector; skills dediod retention issues; losses and waste
in the public sector (Corbett al. 2005), accountability and transparency over public
spending for the general public and tax payer, weakurce allocation, and serious

deficiencies in financial data and budget reporti@gher drivers include; weak
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accounting and auditing systems, compliance witlerirationally accepted
accounting practice, the need to strengthen gomeena a developing country, the
need to improve efficiencies and effectiveness @mvise delivery, and weak

legislative framework (The Association of Charte@@ettified Accountants, 2010).

Further, the public sector institutions are undezspure due (Pradhan, 2010) to;
changing global environment, trade liberalizatichpice to consumers; compulsory
competitive tendering; cost restraint; value form@yg and customer requirements, to
adopt quality management and especially ISO ceatibn (Gotzamaret al, 2007;
Muthaura, 2010). Adoption of such certification iistended to ensure; facing
competition, acquiring public acceptability, redetya stamp of quality and improved
organizational performance (ISO Survey, 2008). len¥a public sector is being
compelled by prevailing circumstance to join ISQtifieation train (Lee, To, & Yu;
2011). However, some public sector institutionsKienya are still lagging behind
showing no sign of immediate ISO certification dkep certified organization still
register poor quality processes, products and &sv(Simmons, 1999). In this
respect, the Government of Kenya (GoK) is exprgssiissatisfaction with the
performance of such institutions (GOK, 2003) owitw the poor performance

especially financial performance (Magwual, 2011).

When this status of affair is not addresses urggerathieving Vision 2030 to
completeness will be a nightmare and poverty eadidic initiatives will just be
myriad of imaginations. In fact, in this status gy@vernment would not be able to
achieve any sustainable development despite hanipiace very effective policies.
The failure to achieve public financial performanseattributable to lack of proper

ISO certification. Studies and other journals hakewn ISO adoption (Kirsch and



Corbett, 2002; Magd and Nabulsi, 2007; Cagna#zal 2010) and the length of time
the institutions has been certified - continuougprovement (Vouzas & Gotzmani,
2005; ; Cagnazzet al 2010) ISO certification as factors that influertbe public

financial performance

Various studies have been done on the effect ofd&@fication on public financial
performance globally (such as by; Magd and Nab@0,7; Hesham and Magd, 2007;
Luz and Maria, 2011), regionally (such as by Mung,£010), and locally (such as
by Kyalo’s, 2013; Kagumba and Gongera, 2013). Mbshese focused on effects of
ISO certification on business and operational perémce and avoided showing how
the public financial performance fared in ISO dexdtion. More precisely, there is
scanty information showing the ISO certificatio®@ adoption status, and the length
of time the institutions has been certified) asedatnants of the financial
performance of public sector institutions. It isaspt this background that the

researcher conducted this study.

1.3 Objectives of the Study

The objective of the study was to evaluate thecésfef ISO certification on financial

performance of public sector institutions in Kenya.

14 Value of the Study

The findings of the study provided information offieets of ISO certification on
public sector financial performance in Kenya. Infation from the study would be
useful to Government of Kenya in ensuring effecie®s and efficiency of service
delivery in the public sector. The government wobkhefit in strengthening ISO

certification considerations in its institutions,hieh would improve financial



performance and effectiveness in these organizatibhe public would also benefit
in obtaining effective and efficient services abvéged to them, which would lead to
their satisfaction and trust. The public sector Mobe able to compete with the
private on equal standings in that public imageéhef government institutions would

have drastically improved. The efficiency in finealananagement in the pubic sector
would improve considerably. The study would be a® @pener to the ISO

certification and public finance performance in anmaking the study useful to
researcher in this field. Lastly, the study addedwedge to the ISO certification and

public finance performance, making the study ustefalcademicians and scholars.



CHAPTER TWO

LITERATURE REVIEW

21 Introduction

This chapter presents a review of literature pertinto the study as presented by
various researchers, scholars’, analysts and authosummarizes literature that has
been reviewed for the purpose of the study withardg to ISO certification and
financial performance The literature covers an empirical review, which as
overview of the literature of past studies, findirend recommendation showing the
research gap to be filled. It also has a reviewhebretical literature (theoretical

framework). Lastly, the conceptual framework of siedy and summary is provided.

2.2 Theoretical Review on 1 SO Certification and Financial Perfor mance

The present study reviewed various theories relatd80 certification and financial
performance with a view of obtaining a conceptualdel for the study. The main
point concern was explained by resource based thewry, Internal Improvement

theory, and External Improvement theory

221 ResourceBased View Theory (RBV)

According to Martinez-Costa et al., 2008), the tgse based view theory is theory,
which has become one of the most widely used thiearédrameworks in the strategic
management (Newbert 2007), holds that “a compasyscess is based on the
resources and capabilities it holds in control Wwhimay become a source of
competitive advantage. Scholars have always rethtadmic capabilities to Resource

Based View (RBV) and in the process defined it e key strategic and



organizational routine used by the managers to Hitgr resource bases to generate
new value-creating strategies (Helfat and Pet@@0;3). Dynamic capabilities are the
buffer between resources of the firm and the stgffbusiness environment, which
enhance sustainability of its competitive advant@yetogerou et al 2008; Ambrosini
et al, 2009). This a sentiment that was held fironito by Barney (1991), who posits
that for a resource to yield competitive advantageyjust be valuable, rare among
competitors, imperfectly imitable, and should net fubstitutable by competitors.
According to Fahy (2002), the role of company mamags crucial to firm-level
competitiveness, since their perceptions of theuanstances dictate the selection of

resources to be exploited, developed and proté&ieshonet al, 2007).

As regards ISO certification, the adoption is basedinternal factors to enhance
efficiency and improve processes, the knowledge axpertise gained (Somsuk,
2010), which actually creates opportunities forl Eampetitive advantage (Alcina &
Inaki, 2013). An organization adopting ISO cerafion would acquire improved
performance as compared to before certificationwéieer, if the motivation for
adoption of the standard is solely external, thganization would implement the
standard to meet the external pressures and mightimprove performance
(Martinez-Costeet al, 2008). The financial performance measures ard asethe
indicators to assess the success of a firm in aicigestated strategies, objectives and

critical success factors (Hass et al. 2005).

According to (Grant 1991), to create a competiadeantage, which is the degree to
which a firm outperforms its competitors in the fpemance measures chosen to be
benchmarked (Villalonga 2004), it is important fltucus on those firm-specific

resources that are valuable, rare, imperfectlyabi and not substitutable (VRIN)



(Barney, 1991). As such, a temporary competitiveaathge is built on the resources
that add value to a company and that are not rggaemusly distributed across
competing firms. In order to create a sustained pmiitive advantage, a firm must
also possess imperfectly mobile resources (e.gta etiaal. 1995). The application of
financial statement information in assessing theeds of the competitive advantage
assumed by the RBV is not entirely straightforwaidce the existing accounting and
reporting systems do not recognize in the finanstalements the whole value of the

intangible resources and capabilities possessdidnby (e.g., Powell 2003).

2.2.2 Contingency Theory

Contingency Theory, arising from leadership factansl treats them as function of
different variables within the organization is daefd through a combination of ideas:
there is only one way to well manage an organinatidrawing a model related to the
environment; so, effective organizations have aggadte adjustment to it and to its
subsystems; the needs of the organization arerlsattisfied as they think best; at last
the management model should be appropriate bdtrettasks to be performed and to

the nature of the group work (Somsuk, 2010).

2.2.3 Ingtitutional theory

It considers the more intrinsic aspects (normsesiukregulations procedures and
routines) of the structure of the organization ¢(§ct©95). The guiding elements of
institutional theory are: the basis of compliante mechanisms of action, the logic
of operation, the indicators of the performancemiaork and the legitimacy.
Depending on the type of organization concerneghulatory, normative or cognitive
- the predominant features are defined. Regulatans that the indicators of action

are based on existing laws and regulations assdciatith a punition regime.
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Normative type means that certification will conhd the guiding principles.
Cognitive type has to do with indicators provideg & comparison to others or to
different environments, and may be the case of tiemsomorphism. Companies
many times seek legitimacy through processes ahasphism - similarity between
the internal characteristics of the organizatiod &8 environment. Firms are open
systems with communication processes that intevahtother organizations and they
are a direct output of its institutional environmhébevitt and Nass, 1989; Lowrey,
2005). The mimetic isomorphism supposes that tigarozation has a tendency to
imitate other similar and successful organizati¢bsvitt and Nass, 1989; Leiter,
2005) considered as a model (O'Connor et al., 200 coercive isomorphism is a
form of coercion by a third party (State, Trade &hs, clients or suppliers) and can
reveal itself through the existence of regulatigbsvitt and Nass, 1989; Chua and
Petty, 1999; Lowrey, 2005; Leiter, 2005). The natimeisomorphism stems from the
widespread applicability of standards across ctaséerofessionals and recognizes
that this class has an important role in dissenmigatertain kind of orientation (Levitt

and Nass, 1989; Chua and Petty, 1999; Lowrey, 20€i%er, 2005).

2.3 Deter minants of Financial Performance of Public Sector | nstitutions

The study proposes that financial performance oblipusector institutions is
determined by; the status of ISO certification, dhd period the organization has
been certified. This is adopted from Pinar, et @003); Corbett, et al. (2004);
Aslanertik and Tabak (2006), Hesham and Magd (200@&mport et al., (2010),
Anyango and Wanjau, (2011) and Kagumba and Gon@&a3). In this case, the
status of ISO certification, and the period theamigation has been certified are the

independent variables and the financial performasfcpublic sector institutions is

11



dependent variable. The financial performance oblipusector institutions is

indicated by; budget compliance and reduction ofinent costs.

However, there are other variable which might ieflae the financial performance of
public sector institutions such as; inflation, orgational commitment, and financial
crisis. The study considers these as intervenimgabi@, which have moderating
effects on the financial performance of public sednstitutions. These intervening
variables would have moderate the cause effectionthip between the dependent
and independent variables in the study. For instamill (2003) suggests that
different beliefs and value systems inform people#itudes towards ISO
certification. How an individual perceives the I18€rtification, is critical to whether

the individual will eventually adopt the ISO ceddtion.

Increased inflation rate and the weakening of tleayan shilling has contributed to
the widening of the current account deficit (KNB2012). Organizational
commitment means identifying with one’s employingganization. Managers who
participate in the ISO certification process beconwe satisfied with their working
environment. They develop higher organizational wwment which leads to
improved financial performance (Yahya al, 2008). Thus, stronger and more
generalized commitment may enhance financial perdmice, organizational
development, growth and survival. When commitmenthigh, it means that an
employee's values are aligned with the organizatmahthat the employee wants to do

what is best for the organization.

Financial crisis in the world would affect seveapahks and other financial institutions
around the world, including the public sector. Hendinancial crisis has been

included to the model as a moderating variable.ifstance, global financial crisis

12



creates insufficient foreign exchange reservesltexbun devaluation and increased
interest rates. It has effects on public financeQmyvernments due to the bailout
actions (may lead to serious budget deficits). karel markets (stock exchanges and
derivative markets notably) where it developed mteear run. Therefore the need for
the Government to shield the economy from the astveffects of the global financial
crisis (Capital Markets Authority, 2008). The studyitigated these variables

appropriately.

24  Empirical Review

The present study reviewed various global, regiomald local studies on ISO
certification and how it relates to financial perfance of different organizations.
The study evaluated the past studies and showedheywelated by; identifying the
benefits from the past studies and research gapsvituld be filled. For instance, the
global study by Gupta (2000) found that ISO 900fdtifoed companies performed
better than the non-certified. Although Gupta’'s Q@D study considered;
technological management, quality management dordanises of poor quality and
quality control techniques used, it failed to shoew the financial performance fared
as regards to this certification ( gap that thesgn¢ study will fill). Romano’s (2000)
study found that there was statistically significarfluence of ISO certification on
improvements after certification. That study wasaned with quality performance
in production, reliability of the production systeand external quality performances
but lacked sufficient information on how the finaigerformance was affected by
the certification (although it showed that non-gyatosts diminished significantly

after certification). The study by Romano (200@) dot provide enough grounds to
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comprehend that financial performance were affedigdthe ISO certification in

anyway, which the present study did.

A study by Dick, Gallimore and Brown, J. (2002) mouthat ISO certification made
significant difference in the ways quality is pevesl and measured but was not
particular on the influence that this certificatibad on public financial performance.
The study by Heras, et al. (2002) established t8& certification significantly
influenced the sales and profitability to the extidrat certified companies performed
better than the non-certified. Although Heras, et (2002) touched lightly on
finances, it did not sufficiently show how publindncial performance was affected
by this certification. The studies by Dick et &002) and Heras, et al. (2002) did not
explicitly explain how the ISO certification reldt¢o public financial performance,
which was done by the present study. Sousa and Y28¥02) conducted a study
which found that; quality management practices swh ISO certification,
significantly influenced on quality and operatiopairformance, which supported the
current study in considering financial performanas the dependent variable.
However, the study by Sousa and Voss (2002) waspetific on how the public

financial performance relate to ISO certificatiargap the present study will fill.

Kirsch and Corbett’ (2002) study found that ISOtified companies improved their
financial performance while the non-certified onesxperienced substantial
deterioration. According to the findings, the IS@rtdication significantly increased
performance of the certified companies. The stuakgadh that the implementation of
the ISO certification play a significant role teethrm’s performance. These findings
were very useful in regarding the 1ISO implementatis an independent variable. The

study by Kirsch and Corbett’ (2002) evaluated peipltraded firms listed in the New
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York Stock Exchange where they considered firntsrreon assets (ROA), which is
not the case with public financial performance. @ting this, the present study

considered public financial performance to fill identified gap.

Pinar, et al. (2003) study examined some ISO @edtidnd other non-certified firms

listed in the Istanbul Stock Exchange Market (I®&gr various time periods and
established that for all time periods; the cerifierms had higher mean returns;
certified firms had reduced stock returns volatjlitertification seemed to reduce
risk; certified firms had increases in revenuetifted firms were able to access new
markets and had increase production volume. It veag clear from these findings

that the ISO certification significantly influenceale firm’s performance (financial

performance included) and position in the markatsTvas very helpful to the present
study in regarding financial performance as theedédpnt variable. The failure by the
study explains how far this affected the publicafinial performance raised many

guestions, which were answered by the present study

Corbett, Montes-Sancho and Kirsch (2004) showedtl B@ certification achieves
internal benefits; quality, productivity improvenignincreases in market share, or
both; as it evaluated the financial performanceetified manufacturing firms. The
study found that ISO certification preceded sigaifit abnormal improvements in
financial performance. The study findings encoudatiee present study to regard
financial performance as the dependent variable Stady Corbettet al. (2004)
showed that ISO certification significantly impravéhe financial performance but
sidelined the public financial performance as italaated the private financial
performance. After noticing this, the present stadgessed how ISO certification

influences public financial performance.
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A study by Terlaak and King (2005) using panel aataertified manufacturing firms
found that 1ISO certification enhanced competitidgamtage of these firms. The study
found that certified firms; grew faster after cigetaition, which was not as a result of
operational improvements. Although the study showikd strong relationship
between ISO certification and firms’ performancedid not consider the role of
volume, value, and criticality to explain more fulthe conditions under which
certification with ISO certification generates angmetitive advantage. Further, the
study did not explain how this is applicable in fhéeblic sector and more specifically
on public financial performance, which is what gheesent study will achieve. In
Saudi Arabia, Magd (2005) study found that ISOifteation; improved efficiency,
yielded better documentation procedures, and igeceguality awareness in the firm
adapting it. This is to say that ISO certificatiomproved the firms’ performance. The
study findings helped the current study identifyatal variables and indicators. Since
the study failed to show the role played by ISCtiteation on public financial

performance, the current study did it.

The study by Aslanertik and Tabak (2006) invesddathe “impact of customer
satisfaction, cost reduction, and integration wiskippliers on the financial
performance of the certified companies” and fourdttISO implementation
significantly improved performance of certified cpamies. Singhet al, (2006)
conducted a study to analyze the benefits of adoptf ISO and established that there
was improvement in processes and operations isdbi@r after adoption. The studies
by Aslanertik and Tabak (2006) and Singhal, (2006) simply showed that ISO
certification company’s performance (financial pemance included) but did not
extent the search to the influence of the samehenptublic financial performance,

leaving a wide gap to be fill. The present studgréffore filled this gap.
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Magd and Nabulsi (2007) conducted a study on IS@lémentation and certification,
which found that internal benefits of ISO exceedkd external benefits of the
certified organizations. These findings were furtbenfirmed by the study by Lest

al. (2009) which found that ISO certification impravéhe quality of public service
delivery to all service consumers; internal andeexdl. The study by Hesham and
Magd (2007) conducted evaluated ISO implementatiomdentify the critical success
factors contributing to the success of the starslaiithe study found that the
challenges to successful ISO implementation indydeanagement commitment;
system changeover, and workers resistance. The $tydCagnazzaet al (2010),
which found that ISO implementation impacted on pleeformance of the company,
agreed to that of Hesham and Magd (2007) in allswayrhe information thus
obtained from the studies by Magd and Nabulsi (208iésham and Magd (2007),
Lee et al (2009) Cagnazzet al (2010 was very useful in regarding the 1SO
implementation as an independent variable anddntify training as crucial item for
overcoming resistant to change. Although the stdiel not explain how ISO
certification influenced public financial performa) it provided information to build

the case in the present study.

Papadimitriou and Westerheijden (2010) study fotimat those institutions which
engaged in quality assurance voluntarily had higlh@provement in their
performance than those which were just complyinghwgovernment-initiated
policies. Since most government institutions areallg driven by government-
initiated policies, it would be vital to assess hithe ISO certification related public

financial performance in such a scenario.
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Fard and Abbasi (2010) study explains and repdtiat ISO certification standards
were not applicable to the public sector which, mhaiprovides services. Lamport et
al. (2010) study differed with the findings in thard and Abbasi (2010) study and
showed that ISO certification improved businessfquerance and profitability.
Lamport et al. (2010) study revealed that thereans association between ISO
certification and the overall financial performanoé companies. This was in
agreement with the study by Mung'ara (2010) whickind that established 1SO
certification ensured improved efficiency, strearall operations, customer
satisfaction, reduced waste and improved businesformance in the insurance
industry in Kenya. A comparative study by Herasz8diitoriam, Molina-Azorin, and
Dick (2010) I1SO certification and financial perfaance established that there was no
evidence that improvements in performance followedrtification but 1SO
certification caused improved financial performantée study by Olouch (2010)
showed that ISO certification enhanced quality anhya Medical Training College
(KMTC). Considering the findings and debates by;itw(2010), Lamport et al.
(2010), Fard and Abbasi (2010), Mung'ara (2010)radeSaizarbitoriam, et al.,
(2010), and Olouch (2010), it was clear that asetlveas a gap in the effects ISO
certification on public financial performance. Thsotivated the present study to

research on this topic.

Luz and Maria (2011) study established that theas a/positive relationship between
ISO certification and quality results. The study ISAI-Najjar and Jawad (2011)
revealed the main factors that would hinder thelemgntation of the standards is
lack of top management commitment. The study figsliwere useful to regarding

management review as an indicator in ISO implentemtaDanielet al, (2012) study
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established that ISO implementation was positivelgited to all the three aspects of

supply chain management.

Locally, Magutu, et al, (2010) study was conducted to assess how quality
management practices, such as ISO certificatidlueinced academic services at the
University of Nairobi. The study concluded that theiversity of Nairobi has applied
guality management and to a very great extent hesured that the Quality
Management Policy is appropriate to its purposesyThecommended that public
universities should remove the status quo to beatipe to any formulation of new
ideas in order to respond to an ever-changing enmient in higher education.
However, the study by Magutwet al, (2010) did not determine how Quality
management through the ISO certification can cbated to organizational financial

performance, which would be done by the preseiatystu

The study by Owino (2010) established ISO certifsa ensured improved
operational performance within government agencfedocal study by Mungara
(2010) established that ISO certification woulddlida benefits such as; improved
efficiency, streamlined operations, customer satisbn, reduced waste and improved
business performance. The study by Macharia, (284@blished that there was high
rate of ISO certification acquisition in the Kenypublic sector aimed at improving
public sector performance. Although the studiesCyino (2010), Mungara (2010
and Macharia, (2010) found that the ISO certifara would lead to business
performance, they fell short of explaining how fhélic financial performance was

influenced by the same.

The study by Okibo and Kamau (2012) found out ttiedre is generally low

compliance with quality assurance standards amaog} mternal audit units in state
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owned corporations in Kenya due to; lack of awassred standards; non-membership
with standards body; non adoption; age and expegieof the internal audit
department and understanding of the quality assaratandards. The findings in
Okibo and Kamau (2012) study are raising loud alanrar the ISO Certification
status in the public sector. The status affairs sayse the private sector to over ride
the public sector in quality service assurancesThghly motivated the present to

evaluate the financial benefit of ISO Certificatiorthe public sector.

A study by Anyango and Wanjau (2011) on certifiednonfacturing firms in Nairobi
established that ISO certification significantlycieased performance by improving
guality, improving the corporate image, competiiivantage, and increasing market
share. The study found that ISO certification pwesly impacted on; financial
resource management, customer satisfaction, humaoumce management and
control measures. From these findings it was shdvat ISO certification had an
impact on financial area but it was not clear hdus tplayed in public financial
performance, which engineered the study to regatdigfinancial performance as

the dependent variable.

Kyalo’'s (2013) study sought to establish; whethanya Powered and Lighting
Company (KPLC) achieved process quality improvemafier ISO certification; the
impact of the certification on process interactionke study findings revealed that
there were significant improvements in process iguafter 1SO certification.

However, the study failed to establish other dinmms of process quality apart from

service delivery time, such as public financialfpanance.

The study by Wanjauwet al. (2013) confirmed that the success of quality aidopt

appears to rely more on management commitment, gqrativer factors. Mangula’s
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(2013) study revealed that ISO certification imprdvorganizational performance
through; improvement of quality of products, voluggiantity). The study failed to
show the role played by; top management committedular training as well
adhering to team work approach. To fill this gdp® present study regarded all these

omitted factors as indicators of the independenatées.

Kagumba and Gongera (2013) conducted a study ablest the effectiveness of ISO
certification on customer satisfaction, employeedpictivity, inflow of revenue and
internal procedures and processes at Kenyatta tsiye The study found that
appreciation and participation in ISO certificatiorcreased performance through;
improved customer satisfaction, improved organareti outcomes and increased the
revenue inflows for development. The internal psses have also been greatly
enhanced by university management. However, thdystid not consider non-
compliant universities and conduct a comparatiwel\stof both private and public

universities to find out which side ISO certifieatihas greater impact.

25  Summary of Literature Review

The study reviewed various literature on theormate to ISO certification as well
past studies which were found helpful to the pres#ody. The theory review
established that certain theories were useful weldping a conceptual frame work
adopted form; Pinaret al., (2003); Corbett, et al. (2004); Aslanertik and dlab
(2006), Hesham and Magd (2007), Lampatrial, (2010), Anyango and Wanjau,
(2011) and Kagumba and Gongera (2013). On reviewnagmpirical studies, it was
found that various studies have been done on teetedf ISO certification on public
financial performance globally (such as by; Magd &eabulsi, 2007; Hesham and

Magd, 2007; Luz and Maria, 2011), regionally (swshby Mung’ara, 2010), and
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locally (such as by Kyalo’s, 2013; Kagumba and Gawag2013). However, there is
scanty information linking the public financial pemmance of public sector
institutions to; the level of ISO certification, cthe period the organization has been

certified. The present study filled this gap.
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CHAPTER THREE

RESEARCH METHODOLOGY

31 I ntroduction

This chapter provides an explanation of the resedesign and the methodology that
was applied in carrying out the research studyjastification for using a particular
research design. It also describes the charaatenisthe population which was used
in the study, detailed description of sampling mdthto be used, procedures, data
collection instruments and the procedure of datkeation and finally describes the

appropriate data analysis methods.

3.2  Research Design

Orodho (2003) defines research design as the sghartime or plan that is used to
generate answers to research problems. A reseasigndcan be regarded as an
arrangement of conditions for collection and analgé data in a manner that aims to
combine relevance with the research purpose. Tudy stdapted descriptive research
design since it describes the state of affaird & Descriptive design is used when
collecting information about people’s attitudesjnogns, habits and other possible
behavior (Orodho and kombo, 2005). The study aimedlescribing the state of
affairs of 1ISO certification and public financiakgiormance as it is and therefore

descriptive research design was considered asaeappropriate for this study

3.3  Target Population

Target population refers to the entire group ofivithhals or objects to which a

researcher is interested in generalizing the resilthe study and having observable
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same characteristics (Mugenda & Mugenda, 2003).taiget population was all the

government institutions as at the year 2012.

Table 1: Classification of Government Institutionghe year 2012

Category Total
Government ministries 46
state corporations 178
local governments 175
tertiary institutions 69
Total 468

Sour ce: Office of the Prime Minister (2013)

3.4  Sampling Design and Procedures

Samples are always subsets or small parts of taknamber that could be studied
(Orodho and Kombo 2002). The study will use a sangalpulation of 70 (which is
15% of the target population). This choice of thenple size of 15% was guided by
the Mugenda and Mugenda (2003) who advised thangle size of 10% is good
enough for a survey research. Further, Kombo awtnpr(2006) indicated that in a
descriptive the sample population should at leasB® elements to obtain favorable
results. The study therefore had a sample well @d®% and meets the threshold of
30 for a descriptive study. Half the sample (3%®)Juded the government institutions
that obtained 1SO certification before the year C@hd the remaining 35 were
institutions that have not yet adopted ISO ceditfmn by the year 2008. This was to
allow the study to observe how these institutioasggmed before, during and after
certification and thereby obtained accurate resuttsshould be noted that the

performance contracting data is only availablettat period (2006 and 2012).
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35 Data Collection I nstruments and Procedures

Data was collected from secondary sources using descking method. The main
source of secondary information was published guideurnals, reports and
information from internal sources. Secondary dada also be obtained from existing

documents such as financial statements and journals

3.6 DataAnalysis

Data Sampling, classification and analysis was dorader to come up with clear,
understandable, up-to-date, genuine and reliabiernmation aimed at achieving
objectives of the research study. The collected @as thoroughly examined and
checked for errors and tabulated accordingly. Jthdy used descriptive statistics to
analyze the data to establish patterns, trendgedlatonships. The various methods

for analyzing data that used included: bar grapltspae charts, tables, and narrative.

The study used bivariate analysis to assess thee@lsgyength of relationship that
exists between the factors of ISO certificationddpendent variables) and the
financial performance (dependent variable). Thelystused the Pearson’s Product
Moment Method to determine the strength of theti@tghip (Wuensch, 2009).
Where the correlation was weak or none those Magalwas ignored in further
analysis. Thereafter, multiple regressions wasdorestimate a model that explains
the dependent variable in terms of the independdre. multiple regression analysis
was carried out to determine how the independeméaias (predictor) best describe
the financial performance (response) using ANOVAdlsis of Variance) (Ho,

2006) using the study modetrm = go + B.STAT + S.PERIOD + &

Where
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Po_ is a constant, which is the value of dependentabbr when all the

independent variables are 0

L1 B2 Regression coefficients of independent Variableshange induced by

[IM, and ICI
& - Error of prediction

PFM — Public finance Performance which is the ddpah variable. It was
measured using the indicators; Budget complianad® Reduction of

Recurrent Costs.

STAT - ISO certification adoption status, whictihe level of certification, can

be 1 for ISO certified or O for non-certified.

PERIOD — Period (length of time) the institutiorssibeen certified measured
in using O for those firms not yet complied or cdieghin less than a year

or 1 for those complied for over a year.

The values for status of certification, and periaf certification were regressed

against the Financial Performance to estimatettigdysnodel.

The study used IBM Statistical Package for Socaigce (SPSS) ver. 20.0 software

to analyze descriptive data.
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CHAPTER FOUR

DATA ANALYSIS RESULTSAND DISCUSSION

41 I ntroduction

This chapter contains data analysis, results, aalskions from the analysis of the
collected data. The results from analysis were gmesl using tables and
interpretation in form of narratives. The study lgsed the data using descriptive
statistics and thereafter inferential analysistten the chapter contains discussions
of the research findings. When discussing the tgsuhe study referenced the
literature reviewed in chapter two, which was bibthoretical literature and empirical

studies.

4.1.1 Study Response

The study chose to use 35 ISO certified governnmestitutions and 35 non certified
institutions as the sample population, which tratexl to sample population of 70
respondents. The study analyzed the actual resgmasssl on the sample population

and the results are in Table 2.

Table 2: Analysis by Response Rate

Category Sample Population Response % Response
ISO CERTIFIED 35 26 74.29
ISO NON-CERTIFIED 35 26 74.29
Total 70 52 74.29

Source: Research Data (2014)

Table 2 shows that the total response rate wa9%l. which the same for each

category of the respondents. The response ratalg@s4.29% for both ISO certified
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respondents and the 1ISO non-certified. The respaasevery high from the words of
Mugenda and Mugenda (2003), who classified respoms@usly; according to
Mugenda and Mugenda (2003), a response rate ofis@xequate, any response not
exceeding 60% and greater than 50% is good, amidbmes rate above 69% is very
high. The response of 74.29% means that 25.71%adatigarticipate in the study the
reason being these were government institutiortswieee only existent in the period
2008 and 2012, after which they closed down. Thesétutions did not have

sufficient data to use in the study

4.2  Descriptive Analysis

The study used the study objective to analyze #ta dnd considered three variables,
ISO certification status (Independent variable) Heperiod the institutions had been
certified by 2008 (Independent variable). The stuiyective was to evaluate the
effects of 1ISO certification on financial perfornt@nof public sector institutions in
Kenya. First, the study analyzed the data usingrges/e statistics. The study could
not obtain data for 2012/2013 because there wasgehaf hand in the government,
the ministries were collapsed, and others merged &efore the end of the financial

year. It was not possible to get adequate data émiapsed and merged institutions.

4.2.1 Effectsof SO certification status on financial performance

The study first assessed ISO certification Statuth wespect to the financial
performance in effort to establish, the dependemtable, ISO certification Status
affected the financial performance of public seatstitutions. The study analysed the
budget non-compliance data for both the certified aon-certified institutions for
each financial year (FY); 2008/2009, 2009/2010, @0d40/2011. The study also

obtained the average non-compliance. The non-camg# was expressed as
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percentage of the estimates for the year (budgen&tes). Non Compliance = (Gross
Estimates -Approved Gross Expend)/Gross Estimategdch year. This was later
expressed a percentage to simplify for interpretatiThe results were recorded in

Table 3.

Table 3: Analysis on Effects of 1 SO certification on financial performance

NON-COMPLIANCE

certification Status 2008/2009  2009/2010 2010/2011 AVERAGE

ISO CERTIFIED 8.46% 6.85% 9.19% 8.17%
ISO NON-CERTIFIED 49.04% 32.00% 19.31% 33.45%
AVERAGE 28.75% 19.43% 14.25% 20.81%

Source: Research Data (2014)

Table 3 showed that the average non-compliancbadudget by the ISO certified
institutions within the study period was 8.17%. arthese results it was also shown
that that ISO certified institutions indicated thla¢ Non-compliance decreased from
8.46% in 2008/2009 FY to 6.85% in 2009/2010 FY, ahghtly increased to 9.19%
in the year 2010/2011. The average non-compliandbe budget for all institutions
was 28.75% in 2008/2009, which then decreased®#3% in 2009/2010 FY, and
then decrease to 14.25% in 2011/2012 FY. From thesdts, it would be seen that
the companies with ISO certification had very nompliance percentages, an
indication that ISO certification influenced thedncial performance of public sector
institutions. For instance, when ISO certified hadn-compliance of 8.46% in
2008/2009, the ISO non certified had non-compliaoctne budget of 49.04%, in the
FY 2009/2010, ISO certified had non-compliance @566 as the ISO non-certified
had non-compliance of 32.00%. in the year 2010/208D certified had non-
compliance of 9.19% as the ISO non-certified hacdh-campliance of 19.31%.

Further, the average non-compliance of ISO cedtifieas 8.17% and that of ISO
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certified was 33.45%.. The results in Table 3 inthcthat the ISO certification
implementation considerably affects the financi@rfprmance of public sector

institutions.

The results also indicated that non-compliance tinegg influenced the financial

performance by allowing high non-compliance to aperfreely. The values of non-
compliance were well above 20%, which was consiatldre the present study as
substantially poor performance. In 2008/2009 theoa-compliance was 49.04%,
which decreased to 32.00% in 2009/2010, and tha®181% in 2010/2011 FY. The

average non-compliance stood at 33.45%.

The ISO certification significantly increased penf@nce of the certified companies,
and the implementation of the ISO certificationypéa significant role to the firm’s

performance. It can further be observed that theawmpliance of non-certified was
decreasing over time, which was attributable toséhenstitutions adopting some

guality standards within the period.

4.2.2 Effectsof Period of SO certification status on financial performance

The other Independent Variable in the study wasogeof ISO certification. The

study analyzed its data to establish the ISO cmatibn Status affected the financial
performance of public sector institutions, usingsative statistics. The results
obtained were captured in Table 5. The table costagsults on period and non-

compliance level of various periods.
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Table 4: Effects of Period of certification on financial performance

NON-COMPLIANCE
Period Certified Frequency Percent 2008/2009 2009/2010 2010/2011 Average

1 12 46.15 93.08% 9.25% 7.25% 36.53%
2 8 30.77 8.37% 5.75% 3.88%  6.00%
3 6 23.08 13.50% 3.50% 2.02% 6.34%
Total 26 100.00 38.32% 6.17% 4.38% 16.29%

Source: Research Data (2014)

The results in Table 4 the yearly Non-compliancéhefvarious years decreased with
time. In 2008/2009 FY it was 38.32%, which redut®8.17% in 2009/2010 and then
4.38%. Those institutions which had been certifredhe year 2008 had their non-
compliance reduced from 93.08% in the year 20082009.25% in FY 2009/2010

and then 7.25% in 2010/2011. The Institutions whheldl been certified for 2 years
had their non-compliance reduce form 8.37% in 20082 FY to 5.75% in

2009/2010, and then reduce to 3.88%. The institatihat had been certified for 3
years had their non-compliance reduced from 13.602008/2009, which reduced to

3.50% in 2009/2010 FY and then 2.02% in 2010/2011.

4.3 Correlation Analysis

A correlation analysis was carried out on the studgiables to establish whether
there existed any significant relationship betwéled dependent variable and the
independent variables using 0.05 level of signifte tests. The study made the
proposal that ISO certification on public sectorstitutions affected financial

performance in Kenya and the factors leading t® were 1SO certification status and
period after ISO certification. The study assessbdther that there was a statistically
significant relationship between ISO certificatistatus and period after ISO

certification and the Dependent Variable used m shudy. The data was analysed
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using the Pearson’s product method correlating Brependent Variable to all
Independent variables, ISO certification statusl, period after ISO certification. The

result on Table 5 illustrates these relationships.

Table 5: Correlations Statistics of 1 ndependent and Dependent Variables

ISO certification period after ISO
status certification
Pearson 583" 703"
financial Correlation
performance Sig. (2-tailed) 0 0.006
N 52 52

**_Correlation is significant at the 0.01 levek@iled).
Source: Research Data (2014)

The study analyzed the correlations as comput&karson correlation. The results in
table 6 show that under the Pearson correlatidrthalIndependent Variables; 1ISO
certification status and period after ISO certifica were statically significant to

financial performance. From the results; ISO ciedifon status and; period after ISO
certification (r =.702, p =.006). For each Indegent Variables (1V), the p-value was
less than .05. In fact for each Independent Vaembp<..01<.05. This made the
relationship very significant. Period after ISO tdaration had a very high

relationship (r=.702), Followed by ISO certificatigtatus (r = .582). In short, all the
Independent Variables can be used to explain finhperformance of government

institutions, which allowed for further analysisdstablish the regression model.

4.4 Regression Analysis

The independent variables were tested to establsther they were determinants of
dependent variable using multiple regressions. 008l of significance test was

assumed. The regressions tests were carried otlieoimdependent variables; ISO
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certification status and period after ISO certifica against the dependent variable;

financial

PFEM = Bo+ B:STAT + B.PERIOD + ¢

Where

performance

Lo is a constant

and

thereby

estimated

the ainod

L1 B2 Regression coefficients of independent Variableshange induced by

lIM, and ICI

& - Error of prediction

PFM — Public finance Performance which is the ddpanvariable.

STAT - ISO certification adoption status, whictihe level of certification, can

be 1 for ISO certified or O for non-certified.

PERIOD - Period (length of time) the institutiores/a been certified measured

using O for those firms not certified or certifiedless than a year and 1

for those certified for over a year.

The values for status of certification, and periof certification were regressed

against the mean for Financial Performance to eséirthe study model.

Table6: ANOVA for financial performance

Model Sum of Square Df Mean Squarg F p-value
Regression 17.895 4 5.965 23.66§ .000
Residual 9.324 43 252

Total 27.220 47
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Source: Research data (2014)

The study designed hypotheses to test the modetllzas0.05 level of significance.

These were;

Ho: B1=P2= P3= P4 =0 (i.e. the coefficient of ISO certification statand period after

ISO certification are all zero)

H,: At least oneB; # 0

Ho is accepted if p-value >.05 (at 5% level of sigaihce)

Hois reject if p-value <=.05 (at 5% level of signditce) H: and is accepted

From Table 6, it can observed that p-value = .0Blhce p-value <.001< .05
(F=23.668, P-value=.000), then we reject then mytbothesis and accepted the
alternative hypothesis. So, at the 5% significaeeel (i.e a=0.05, level of

significance), there exists enough evidence to lcoecthat at least one of the
predictors; ISO certification status and periodefiSO certification, is useful in

predicting the financial performance. Thereforeniedel is useful.

Table 7. Coefficientsfor Study M odel

Un-standardized Standar dized

Model Coefficients Coefficients t Sig.
B Std. Error Beta

(Constant) 4,713 .634 6.775 .000

ISO certification status .186 278 714 2.404 .029

period after ISO certification 974 325 1.565 4.588 .004

Source: Research data
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From the results in Table 7, the p-value for IS@ifteation status is .029, and period
after ISO certification is .004. Since the p-vafae each predictor variable was less
than 0.05, there is an indication that there wamgaificant relationship between each
independent variable and the dependent variabls. i$hHo say that all the predictor
variable; SO certification status and period after ISO ceréfion could be used to
measure (estimate) the dependent varidinlancial performance. The coefficient for
ISO certification status is .186, and period af®® certification is 2.193. Further,
the adjusted R was 0.513, which means that 51.30% of change nanfial
performance is explained by the independent vaagtbO certification status and
period after ISO certification. This is shown inbla 8, which indicates that the
coefficient of determination was .513, implying tlaavariation in ISO certification
status and period after ISO certification causeirmmease of 51.3% of financial
performance The model was therefore fitted as;

PFM =4.713+ .186STAT+.974PERIOD

Table 8: Model Summary

2 : Std. Error Change Statistics
Modd R R Adusted e )
Square  R? _ R F Sig. F
Estimate Change Change 1 a2 Change
1 .830 611 513 .30499 611 9.377 4 23 .000

a. Predictors: (Constant)lSO certification status and period after ISO ¢iedtion

Source: Research Data (2014)

It should also be noted that all the predictor alale; 1ISO certification status and
period after ISO certificatiofi-values were positive. This was an indication 154
certification status and period after ISO certifica were directly proportional to

financial performance in the public service., iniethcase an increase in any of;’ ISO

35



certification status and period after ISO certifica caused an increase

(improvement) in financial performance in the palslervice.

45 Summary and Interpretation of Findings

The non-compliance to budget of the ISO certifiestitutions decreased from 8.46%
in 2008/2009 FY to 6.85% in 2009/2010 FY, and gligmcreased to 9.19% in the
year 2010/2011. The average non-compliance forinagllitutions was 28.75% in
2008/2009, which then decreased to 19.43% in 2009 FY, and then decrease to
14.25% in 2011/2012 FY. From these results, it wdud seen that the companies
with 1SO certification had very low non-compliande budget percentages, an
indication that ISO certification influenced theadncial performance of public sector
institutions. For instance, when ISO certified hadncompliance of 8.46% in
2008/2009, the 1SO non certified had noncompliamée49.04%, in the FY
2009/2010, I1SO certified had noncompliance of 6.8&84he ISO non-certified had
non-compliance of 32.00%. in the year 2010/201Q t®rtified had noncompliance
of 9.19% as the ISO non-certified had noncompliasfcE9.31%. Further, the average

non-compliance of ISO certified was 8.17% and tid§0 certified was 33.45%.

The adoption of ISO certification therefore consaidy affects the financial
performance of public sector institutions. Theselifigs are the same as those of the
study Gupta (2000) which found that ISO certifi@inpanies performed better than
the non-certified. The same was experienced irstidies by Sousa and Voss (2002)

and Kirsch and Corbett’ (2002) which found that 18@tified companies improved
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their financial performance while the non-certifieshes experienced substantial

deterioration.

The ISO certification significantly increased pen@nce of the certified companies,
and the implementation of the ISO certificationypéa significant role to the firm’s
performance. According to the findings, the ISCtitieation significantly increased
performance of the certified companies which is wtha study by Diclet al., 002)
found. The present study findings show that whdrere was certification, the
institutions experienced considerable reductiothef non-compliance to budget, an
indication of improvement in financial performandgorbettet al. (2004) study
agreed to the findings in the present study. Coréetal. (2004) found that 1SO
certification preceded significant abnormal impnmests in financial performance
and the present study also confirmed tl@dher studies with the findings that
conformed to the present study include studiesdagnazzo et al. (2010), Hesham
and Magd (2007). The findings form the studieseadrthat ISO implementation
impacted on the financial performance of the corgpahich was supported by Magd

and Nabulsi (2007) and Lext al (2009) studies.

Lamport et al (2010) study revealed that there is an assoaniatietween ISO
certification and the overall financial performanoé companies, which was a
confirmation of the study by Mung’ara (2010) whestablished that ISO certification
ensured improved financial performance and businpsrformance (Heras-
Saizarbitoriamet al (2010). Mangula’s (2013) study revealed that I&ification

improved organizational performance and KagumbaGaougera (2013) study found
that appreciation and participation in ISO ceréifion increased financial

performance. All the studies were the foundatioth®findings in the present study,

37



which revealed that the ISO certification Statugscéd the financial performance of

public sector institutions.

These findings also agreed to those in the studgitsch and Corbett’ (2002) which
found that ISO certified companies improved thewaicial performance while the
non-certified ones experienced substantial detimr. The [ISO certification
significantly increased performance of the cedifiecompanies, and the
implementation of the ISO certification play a sfgant role to the firm’'s

performance.

Romano’s (2000) study that found that there wassstally significant influence of

ISO certification on improvements after certificatiand the present indicated that
Okibo and Kamau (2012) found out that there is gdhelow compliance with non-

certification. Lastly, Anyango and Wanjau (2011j)absished that ISO certification

significantly increased performance. The preserth wonfident indicates that ISO
certification Status affected the financial perfarme of public sector institutions. It
can further be observed that the non-complianagafcertified was decreasing over
time, which was attributable to these instituticadopting some quality standards
within the period. The non-compliance of non-cextif was decreasing over time,
which was attributable to these institutions adgpsome quality standards within the
period. The results also indicated that non-compkanegatively influenced the
financial performance by allowing high non-comptarto operate freely just as the
study by Okibo and Kamau (2012) established. THaegaof noncompliance were
well above 20%, which was considered by the presamy as substantially poor
performance. In 2008/2009 there noncompliance 84486, which decreased to

32.00% in 2009/2010, and then to 19.31% in 201Q2BY. The average non-
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compliance stood at 33.45%. These findings agré¢lease in the study by Kirsch and
Corbett’ (2002) which found that ISO certified coamges improved their financial
performance while the non-certified ones experidnegbstantial deterioration. The
ISO certification significantly increased perforngarnof the certified companies, and
the implementation of the ISO certification playsanificant role to the firm’s

performance.

The study found that the yearly non-compliancehi budget of the various years
decreased with time. In 2008/2009 FY it was 38.32%ich reduced to 6.17% in
2009/2010 and then 4.38%. Those institutions winatl been ISO certified in the
year 2008 had their non-compliance to the budgsiaed from 93.08% in the year
2008/2009 to 9.25% in FY 2009/2010 and then 7.25%0110/2011. The Institutions
which had been certified for 2 years had their nompliance reduce form 8.37% in
2008/2009 FY to 5.75% in 2009/2010, and then redo@&88%. The institutions that
had been certified for 3 years had their non-coamge reduced from 13.50% in
2008/2009, which reduced to 3.50% in 2009/2010 RY t#hen 2.02% in 2010/2011

(Corbett, 2002; Okibo and Kamau, 2012).

Non-compliance of the various years decreased timie (2008/2009 FY it was
38.32%, which reduced to 6.17% in 2009/2010 and #h88 %.) Those institutions
which had been certified in the year 2008 had them-compliance reduced from
93.08% in the year 2008/2009 to 9.25% in FY 2008R@&nd then 7.25% in
2010/2011. The Institutions which had been cediffer 2 years had their non-
compliance reduce form 8.37% in 2008/2009 FY tb%7in 2009/2010, and then
reduce to 3.88%. The institutions that had beetfifieer for 3 years had their non-

compliance reduced from 13.50% in 2008/2009, whreduced to 3.50% in
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2009/2010 FY and then 2.02% in 2010/2011. The tesiso show that as the period
progresses, the non-compliance decreases’, anatmahc after certification, the
institutions underwent through successful 1ISO cardus improvement. After 1ISO
certification affected the financial performance miblic sector institutions. The
period after ISO certification was useful for impements and further increased the

financial performance of the firm.

As the period progresses, the non-compliance deesgaan indication after
certification, the institutions underwent throughuceessful 1SO continuous
improvement. The period of ISO certification theref significantly influenced the
financial performance and the time after certifmat also influenced the firm
performance. The present study found that the geaiter certification was very
important increasing the financial performanceha irm, where it was revealed that
the period after ISO certification affected theafigial performance of public sector
institutions. The period after ISO certificationasvuseful for improvements and

further increased the financial performance offihme.

The results also show that as the period progregsegaon-compliance decreases’, an
indication after certification, the institutions derwent through successful ISO
continuous improvement. This was in complaint tadiings in the study by Pinat

al. (2003) which established that for all time pespthe certified firms had higher
financial performance and; certification seemedédduce risk; certified firms had
increases in revenue. It was very clear from tliesings in the study by Pinaat al
(2003) that the ISO certification significantly lménced the firm's performance
(financial performance included) and the time attertification also influenced the

firm performance.
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The present study found that the period after foation was very important
increasing the financial performance of the firnmane it was revealed that the period
after ISO certification affected the financial perhance of public sector institutions.
These findings agrees to the findings in the stoglyrerlaak and King (2005) which
found that ISO certification enhanced competitideamtage of these firms and that
certified firms; grew faster after certificationhigh was not as a result of operational
improvements. The findings in the present were alssupport of those in Kyalo’s
(2013) study, which revealed that improvementsraf@O certification led to
improved public financial performance. In a summatlge period after ISO
certification was useful for improvements and ferthincreased the financial

performance of the firm.

ISO certification status and period after ISO ¢edtion are predictors of financial
performance in the public sector, since there waggaificant relationship between
ISO certification status (p-value=.029) and peradtér 1ISO certification (p-value =
.004) and financial performance. Note that the jpivdor each predictor variable was
less than 0.05. it was found that an increasethreeilSO certification status and/or
period after ISO certification led to an increasefinancial performance and vice
versa. It was found that 51.30% of variation imaficial performance is explained by
the 1SO certification status and period after ISftification. The coefficient for ISO
certification status is .186, and period after I&@tification is 2.193, which indicated
that an increase in either ISO certification statnod/or period after ISO certification

led to an increase in financial performance ané virsa.

41



CHAPTER FIVE

SUMMARY, CONCLUSIONSAND RECOMMENDATIONS

51 Summary

The objective of the study was to evaluate thecesfef ISO certification on financial
performance of public sector institutions in Kerugng; I1ISO certification Status and
period after ISO certification as the independeaiables and financial performance
as the dependent variable. The aim of the study twasstablish whether the ISO
certification influenced the financial performarafepublic sector institutions through
assessment of the ISO certification Status andogeaiter ISO certification with

respect to the financial performance (measuredgusampliance of the budget).

The study found that the adoption of ISO certifmatconsiderably influences the
financial performance of public sector institutiopgsitively, such that adoption of
ISO certification increases financial performant®0O non-certification negatively
influenced the financial performance, where it @l the compliance to budget
hence poor financial performance of the institutiime period after certification

played a significant role in enhancing financiatfpemance of the institutions.

The study also found out that as the period aftegnesses, the non-compliance to
budget by ISO certified institutions decreased ratication after certification public
sector institutions experienced an increase innfird performance. The study
therefore found that institutions that underwembtigh successful ISO certification,
ensured continuous improvement, which continuousigreased the financial

performance of the institution.
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There was a significant relationship between IS@ifeation status (p-value = .029)
and period after ISO certification (p-value = .0@hd financial performance of the
public sectors institutions, since the p-valuedach predictor variable was less than
0.05. It was found that 51.30% of variation inaitial performance is explained by
the ISO certification status and period after IS®tiication. The study therefore
found that ISO certification of public sector intgtions in Kenya was associated to

their financial performance and had a positiveuefice.

5.2 Conclusions

Based on the study findings, this study revealeat the ISO certification Status
affects the financial performance of public sectmtitutions considerably. It makes
the public sector institutions to reduce their ketdgon-compliance status and ensure
better compliance results. An ISO certified puldiector institution had less non-
compliance than a non-certified institution, meagnithat 1SO certification has
pronounced financial performance effect than the-certified. The study concludes
that the ISO certification positively influencesetlfinancial performance of public

sector institutions

It was established that the period after ISO gediion affected the financial

performance of public sector institutions. The gawveent institutions ensure that they
enhance the ISO continuous improvements duringpthed after 1ISO certification

which enhances the financial performance of pusdictor institutions as the period
increase, the financial performance becomes befiee. study concludes that the
period after 1ISO certification influences the ficat performance positively and is
used for ISO continuous improvement of the ISOiftestion process, increasing the

financial performance of the government institusi@s time goes by.
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There was a significant relationship between IS@ifation status (p-value=.029)
and period after ISO certification (p-value = .0@hd financial performance of the
public sectors institutions, since the p-valuedach predictor variable was less than
0.05. An increase in either ISO certification ssatand/or period after 1SO
certification led to an increase in financial pemi@nce and vice versa. It was found
that 51.30% of variation in financial performanseskplained by the ISO certification
status and period after ISO certification. So the factors; ISO certification status
and/or period after 1ISO certification are good s of financial performance of

the public sectors institutions in Kenya.

5.3  Policy Recommendations

The study recommends that the Government of Keay@w its standards and audit
policies to ensure that all its institutions arenpelled by regulations to adopt ISO
certification and other total quality managementl assurance standards. There
should be structured ISO certification quality mgeraent standards, which would
make ISO certification and other quality managengenécessity to these institutions.
The free hand operated by ISO certification firrnewdd be tightened to ensure that
all government institutions have access to cediitcn services. The regulation and
policies governing certification should be relaxatbugh to allow all access to this
vital resource. The other stakeholders should as®etheir public awareness

campaigns to ensure that the consumers get thieimigihmation.

Next, the government of Kenya should design pdidee ensure that the firms that
have adopted ISO certification receive support rdurthe period after ISO for

continuous improvements.
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5.4 Limitations of the Study

Various limitations challenged the study. For ins& it was very difficult to obtain
the study due to reluctance and un-cooperativeoketi®e respondents, who felt that
they were being disturbed and would even fail tpl&x some technical terms. The
researcher and research assistant struggled tmegating of these data and values.
However the researcher explained that the datawaat to be obtained was for
academic purpose only. Further, the study usede$pPondents to obtain the desired
results, which limited the precision of the datangidering that Kenya has many
agencies in the rural and urban areas that wowld giore data to arrive at better
results. The study also faced the challenge oftéichitime for data collection and
other processes. To overcome this challenge, thady she researcher employed the
services of a research assistant to assist inctioledata and analysis. Lastly, the
study was limited to the honesty of respondent® fdspondents might have given
inaccurate and incorrect information but the res®ear first conducted a meeting with
the respondents to explain that the purpose ofkthdy was purely academic. The
study model was also limited as it showed that @h3variation of financial
performance was caused by change in ISO certificagtatus and period after ISO
certification. This means that there are otherdiacthat account for the remaining

48.70%.

55 Recommendationsfor further study

The study embarked on collecting data from Nairbbadquarters of the government
ministries and agencies. However, this isolatecerothgencies operating in other
areas, which limited the applicability of the resitb Nairobi only. In Nairobi people

are very responsive to innovations and new proassgpposed to rural areas. So other
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studies should be done to assess the effects of d&@fication of financial

performance in the rural government offices.

The study found that 51.30% variation of finangalformance was caused by change in
ISO certification status and period after ISO ¢iedtion. This means that theeze
other factors that account for the remaining 48.7086n these findings it clear that there
are other variables which affect the financial perfance of public sector institutions,
thus should be identified. The present study tleeeefecommends that studies should be
conducted to assess the other factors contributiegremaining 48.70%l he present
study revealed that both the ISO certification &tand period after ISO certification
affect the financial performance of public sectwstitutions but fell short of exposing
the other factors of certification that affectsaintial performance of public sector

institutions as indicated in the model.
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APPENDICES

Appendix |: Reiability and Validity Testing

The study will conduct a pilot test of the study data collection instrument

(institutional Assessment tool) before administgrin The pilot tests will; identify

possible problems; clarify on the instrument angrapriateness of the language
during the main study, assess the relevance ofréeearch objectives and then
‘debug’ the instrument accordingly (Kvale, 2007heTpilot survey will also assess
how long it will take to complete the instrumentato fit that element into the data
collection phase timetable. Other to be issuesesded in the pre-testing testing will
include; wording and format of questiofSooper and Schindler, 2008). The pilot
study will be conducted on five (5) private firmtsat have ISO certification. These
companies will not be allowed participate in thedst The study will test the

institutional Assessment tool for validity and adlility.

Validity of instrument, which is the accuracy aneéaningfulness of inferences, will
be measured using content validity test. Conteiitlity\a measures the degree to
which data collected using a particular instrumesgresents a specific domain of
indicators or content of particular concept. Theeasment of content validity of a
measure will be carried by two professional expejtslity management experts and
a financial management consultant. The quality rgameent expert will determine
whether the sets of items can accurately measeréSi certification. The financial
management consultant will assess the tools tdledtawhat financial concept the

instrument is trying to measure.
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Reliability will be conducted to a measure of thegke to which instrument yield
consistent results (Mugenda and Mugenda, 2003; €capd Schindler, 2008) and to
establish issues such as data sources, methodgaotdllection, time of collection,
presence of any biasness and the level of accurBy. test for reliability will
establish the extent to which results will be cetesit over time. The researcher will
improve the instrument by reviewing or deleting ansistent items from the
instrument. The study will test for reliability ng the internal consistency techniques

based on the Cronbach Alpha method.
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Appendix I1: Government I nstitutions Considered for the Study Data
1. Min. of state for Provincial Admin. & Int. Security
2. State House
3. Min. of State for Public Service
4. Min. of Foreign Affairs
5. OVP and Min. of Home Affairs
6. Min. of Planning & National Devt. and Vision 2030
7. Min. of Finance
8. Min. of State for Defence
9. Min. of Regional Development Authorities
10.Min. of Agriculture
11.Min. of Medical Services
12. Office of DPM and Min. of Local Government
13.Min. of Roads
14.Min. of Transport
15.Min. of Labour & Human Resource Devt. /Min. of Lalvo
16. Office of DPM and Min. of Trade
17.Min. of Justice, National Cohehsion & ConstitutibAffairs
18.Min of Gender and Children Development
19.Min. of Livestock Development
20.Min. of Water & Irrigation
21.Min. of Environment & Mineral Res.
22.Min. of Co-operative Devt. & Mktng
23.Cabinet Office

24.Min. of East African Community
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25. State Law Office

26.Judicial Department

27.Public Service Commission

28.Kenya National Audit Office

29. National Assembly

30.Min. of Energy

31.Min. of Education

32.Min. of Information & Comm.

33.Electoral Commission of Kenya

34.Kenya Anti Corruption Commission

35. Min. of State for Special Programmes

36.Min. of Lands

37.Min. of State for Immigration & Registration of Rens
38. Min. of State for National Heritage and Cultture
39.Min. of State for Youth Affairs and Sports

40. Min Higher Education,Science and Tech.
41.Min. of Housing

42.National Security Intelligence Service 8,158.62
43.Min. of Tourism

44. Office of the Prime Minister

45. Min. of Public Health and Sanitation

46. Min. of Forestry and Wildlife

47.Min. of Fisheries Dept

48. Min. of Nairobi Metropolitan Devt

49. Min of Devt of Northern Kenya and Other Arid Lands
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50.Min. of Public Works

51.Min. of Industrialisation

52.Interim Independent Boundaries Review Commission
53. Directorate of Public Prosecutions

54.Human Rights and Equality Commission
55.Commission for the Implementation of the Constinti
56.The Commission on Revenue Allocation

57.Local Authorities Provident Fund

58.The Teachers Service Commission

59. Office of the President

60. The State Law Office

61.Judiciary

62.Kenyatta University

63. Rural Electrification Authority

64.Nyayo Tea Zones Development Corporation

65. Municipal Council of Machakos

66.Kenya Technical Teachers College

67.Kenya Railways Corporation

68. National Campaign Against Drug Abuse Authority
69. Pwani University College

70. Co-operative College of Kenya
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Appendix I11: Non-Compliance after Certification

Type of Non-Compliance ~ 2008/2009 2009/2010 2010/2011
Certified for 1 Year

SPENT LESS 58.30 58.30 16.70
OVERSPENT 33.30 41.70 75.00
COMPLIED 8.30 0.00 8.30
Total 100.00 100.00 100.00
Certified for 2 Years

SPENT LESS 37.50 37.50 37.50
OVERSPENT 62.50 37.50 50.00
COMPLIED 0 25.00 12.50
Total 100.00 100.00 100.00
Certified for 3 Years

SPENT LESS 50.00 50.00 33.30
OVERSPENT 33.30 16.70 50.00
COMPLIED 16.70 33.30 16.70
Total 100.00 100.00 100.00
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Appendix 1V: Compliance- levels

NON-COMPLIANCE

certification Status 2008/2009 2009/2010 2010/201 AVERAGE
ISO CERTIFIED 8.46% 6.85% 9.19% 8.17%
ISO NON-CERTIFIED 49.04% 32.00% 19.31% 33.45%
AVERAGE NON

COMPLIANCE 28.75% 19.43% 14.25% 20.81%
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