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ABSTRACT

A number of cost management strategies have bedredtbefore to understand their effects on
financial performance. This study sort to find #féects of selected strategies namely; supply
chain management, labour management and stock exaead and their effects on financial

performance of manufacturing companies.

The study use causal research design specificallyi mvariance linear regression  model. It
studied effects of various variables on another @nedextend of causation was documented.
Study population was six out of eight manufacturcgmpanies listed, on Nairobi security

exchange. The two were accepted due to inaccassddfidata.

The variables were positively related to finangatformance of the manufacturing companies.
The study recommended of the management focusedamaging cost of distribution, cost of
labour and cost of stock. That is ensuring justughostock is available, the supply chain is

reasonable and labour is minimal and efficient.
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CHAPTER ONE

INTRODUCTION
1.1Background of the study
Cost management often refers to cost cutting asaaimmonly approached that firm managers
use to respond to the decreasing sustainable gioiiy (Anderson, 2007). The most important
managerial tools are cost management strategiegyiZand Ada, 2010), and cost management
strategies are considered as critical factors ¢cemse revenue for the success of manufacturing
companies (Kumar and Shafabi, 2011).

Cost management strategy supports decision madgmproves competitive advantage that
results in a better resource allocation (Ellram &tahley, 2008). In addition, cost management
may be an integral feature of overall businessesiagement effectiveness and facilitate to
determine accurately estimated cost before prostading and can help to forecast cost
occurrence in the future. Cost management stra#ggtiveness helps to finish the task with the
spending of limited allocated resources and malagable to firms such as working capital

invested reduction, lower cost per unit, and bejteality of the process and product (Groth and
Kinney, 1994.

Limited resource and apparent continuous compatitiluence firms to better managing cost of

production by implementing standard costing, budiystem, monitoring cost information, and

focusing on value added activities by eliminatingn+value added activities through supplier

coordination, and emphasizing on cost structurarnalyzing cost and finding the way to reduce
costs in the stage of pre-production. Firms witstananagement strategy implementation are
able to know when the amount of cost will incuthee future if they have current and future cost
information. Thus, managers can make better deciswich will positively improve the

financial performance of manufacturing companies.



1.1.1Cost Management Strategies

Traditional cost systems were based on controllbogts and quality and balancing them
temporary, and also focus on internal efficiency. t®e contrary, cost management is a process
of quality planning and cost decreasing that masdle costs before their occurrence. A well
planned cost management system will provide impr®ms in quality, cost/price and
functionality of a product .Manufacturing companise modern cost management techniques in

their daily operations which has a great impacthair financial performance.

Although cost management has been researched orepb&w of prior research studied cost
management of three dimensions. The present réséhlscthis niche, therefore the purpose of
this research is to study cost management stratdégyhree dimensions which are cost

containment, cost avoidance, and cost reductiorst €Containment focuses on constraining
future fixed cost or unit variable cost increasmst avoidance refers to the eliminated activities
that generate costs of non-added values and odgttien refers to an attempt to attain lower
current fixed costs and variable costs associatéid an essential activity (Groth and Kinnery,

1994). The three dimensional cost management giestare applied in three areas which are:

managing cost of stock, cost of labor and costatd#ssand distribution.

1.1.2 Financial Performance

Financial performance is the single most imporfaaotor in assessing growth potential, earnings
capacity and overall financial strength (Richards2002). The business dictionary (n.d) defines
financial performance as measuring results ofra’éirpolicies and operations in monetary terms
and these results are reflected in firm’s returnmuestments, return on assets, return on equity,
liquidity and solvency.

Nelly (2010) observed that financial performanceasuges mainly serve three purposes. One
they serve as a tool of financial management, tvey serve as major objectives of business and
three they serve as a mechanism for motivation emwtrol in an organization. Various
researchers have used different financial perfoomameasures. Doyle (1994) says that

profitability is the best most commonly used measafrperformance in Western companies.



1.1.3 Effect of Cost Management Strategies on Financial Performance

The expected relationship between cost managenratégies and financial performance is as
follows: The researcher anticipates either a pasibf negative relationship of cost management
strategies and financial performance. One schodhotights argues that there is a positive
relationship in that cost management strategiescarnsidered as critical factors to increase
revenue for the success of manufacturing compdKesar and Shafabi, 2011).

Another positive relationship is that cost contagmintechniques such as standard costing,
sourcing and budget system limit the highest doat tould be incurred and as a result for the

same level of income, the expenses are lower wieshlts to increase in profitability.

Cost reduction which refers to an attempt to atlawer current fixed costs and variable costs
associated with an essential activity (Groth anani€ry, 1994). As a result of this total output of
assets is low compared to the resulting incomergéee: These results to rising of (ROA) ration
hence increase in profitability.

Cost avoidance which refers to the eliminated &etss/that generate costs of non-added values
has a positive impact on profitability in that sthich increase expenditure with no future
income generation are done away with hence redubegegative impact on income. Positive
elevation of Income leads to increase in (ROA) engrofitability as well which is the measure

of financial performance in this study.

Another approach which indicates a negative ratatigp of cost management to financial
performance measurement advocates for supplemetradgional cost accounting measures
with a diverse mix of non-costing measures that expected to capture key strategic
performance dimensions that are not accuratelyatftl in short-term accounting measures.
Brancato (1995) and Fisher (1995a) indicate thahym@rms believe that cost accounting
measures are too historical and “backward-looKirlgck predictive ability to explain future
performance, reward short-term or incorrect belraypoovide little information on root causes
or solution problems, and give inadequate conatder to difficult to quantify “intangible”
assets such as intellectual capital. As a resudnynfirms are supplementing cost accounting

metrics with a diverse set of non-cost performameasures that are believed to provide better



information on financial progress and success.

1.1.4 Nairobi Securities Exchange

In Kenya, dealing in shares and stocks startetien1l®20's when the country was still a British
Colony. However, the market was not formal asehgere no rules and regulations to govern
stock broking activities. In 1951, an Estate Ageythe name of Francis Drummond established
the first professional stock broking firm, and inlyd 1953, The London Stock Exchange
recognized the setting up of the Nairobi Stock Exgje as an overseas of stock exchange. In
1954 the Nairobi Stock Exchange was then constituws a Voluntary Association of
Stockbrokers registered under the Societies AatceSAfricans and Asians were not permitted
to trade in securities, until after the attainmehindependence in 1963, the business of dealing
in shares was confined to the resident Europeann@onty. In July 2011, the Nairobi Stock
Exchange Limited changed its name to the NairobuStes Exchange Limited. The change of
name reflected the strategic plan of the NairolwuBdes Exchange to evolve into a full service
securities exchange which supports trading, clgaaumd settlement of equities, debt, derivatives
and other associated instruments. As of March 20%2Nairobi Securities Exchange became a
member of the Financial Information Services Dims(FISD) of the Software and Information

Industry Associatiorhttps://www.nse.co.ke/about-nse/history-of-orgamsahtml.

As at date there are eight manufacturing compdisieesl on the NSE.

1.2 Resear ch problem

Various researches carried out bring about mixedirigs on the relationship between cost
management strategies and the financial performd@mme argue that cost management is an
efficient way of improving financial performance af firm while others argue that cost
management is old fashioned and based on pasmafmm hence it can’t on its own greatly

impact on financial performance of a company.

A study conducted by Omar (2013) investigating ithpact of selected firm characteristics on
the financial performance of firms listed under &gricultural Sector. In his study he measures

financial performance using ROA and the study ¢jeataborates that a collection of firm



characteristics end up affecting the financial @eniance of manufacturing companies.
Waithaka (2010) also deed a related study and iigatsd the relationship between working
capital management practices and financial perfoomaf agricultural companies listed at the
NSE. In her study the variables were firm leverdige size and fixed financial ratio. This study
also concentrated on firms characteristics. Hehese approaches used in previous related
studies are wide based contrary to the currentysiuich only focuses on a modern three

dimension cost management strategy.

A research done by Ondiek (2010) investigatinghenrelationship between capital structure and
financial performance of firms listed at the NSEieSdid her analysis using multivariate
regression analysis and used various variables.edMemin her regression models she established
that the firm size and sales growth were positivelgited to profitability.

A research done by Kaplan (1984) stated that measant systems for today’s manufacturing
operations must consider quality, inventory, pramity, innovation and work force. In
summary, financial measures which are generatadabitional cost accounting systems provide
and inadequate summary of a company’s manufactudpgrations. The current global
competition requires that non-financial measuret sas mentioned previously to be used in the
evaluation of a company’s financial performancempanies that achieve satisfactory financial
performance but show stagnant or deteriorating gremfince on nonfinancial indicators
are unlikely to become or long remain world-classnpetitors. Present cost accounting
and management control systems rest on conceptdopex almost a century ago when the
nature of competition and the demands for intemnf@irmation were very different from what
they are today. After all developments and changesrder to survive and make profit in
global competitive environment, manufacturing comesa have started to question their
traditional and cost management systems with tireddiadaptation to global competition and
supplying quick-changing demands and expectatibesmsumers. Traditional cost management
and cost plus pricing strategies have also losir tiidluence in this new competitive
environment. Because most of the costs are detedrim projection and development phase,

traditional cost management approaches which censidly the costs in production phase and



disregard the other costs in production life cy@ee lost their importance.

(Sakurai and Scarbrough, 1997: 39) states thatrnasagement is certainly not a system that
determines only product cost. Cost management @arcdmceptually categorized as; cost
decreasing (cost planning) and cost control. Tiauil cost systems are based on controlling
costs and quality and balancing them temporary, asd focus on internal efficiency. On the
contrary, cost management is a process of qudhtyning and cost decreasing that manages the
costs before its occurrence (Ansari et al,1997i@)ted resource and apparent continuous
competition influence firms to better managing coktproduction by implementing standard
costing, budget system, monitoring cost informatiamd focusing on value added activities by
eliminating non-value added activities through digopcoordination, and emphasizing on cost
structure by analyzing cost and finding the waydduce costs in the stage of pre-production.
Firms with cost management strategy implementai@nable to know when the amount of cost
will incur in the future if they have current angatdre cost information. So far no local research
which determines the direct impact of cost manageragategies on financial performance of
manufacturing companies has been done. As a réisigltiesearch fills in that gap and evaluates

the direct impact on one variable by another.

1.3 Resear ch Objectives
The objectives of the study are to establish thevang:

i) To establish the cost management strategies usetbyfacturing companies in Kenya.

i) To establish the effect of cost management stragegn the financial performance of

manufacturing companies in Kenya.

1.4 Value of the Study

Theoretical contribution of this study is providingiowledge for management accounting
literature about management of cost of Inventorystcof Labor and cost of sales and
distribution.

Managerial Contribution in that the results of thiigdy provide important implications for firms'

executive as they indicate the positive relatiopshamong cost management strategy and
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financial performance of the firm. To utilize thadwledge, firms can achieve goals and attain
better performance when they implement cost managestrategy. Therefore, these results help
firms' executives specify and consider the costagament strategy for implementation.

The study shall provide grounds for further resedrg other scholars who may want to broaden
their understanding on cost management strategiésteeir financial implication not only to
manufacturing companies but also to other secikesthe Banking industry and others. The
study will contribute to the existing body of kn@adge in the impact of cost management
strategies on the financial performance of manufaty companies.

The study will be of great importance to the mantifang industry as it provides information on
a simplified three dimension approach to cost mamamt strategies and the financial impact the
strategies have on manufacturing companies. Maturfag companies will be in a position to
boost their financial performance by using the ifigd of the research.



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction
This chapter presents a review of literature ort cosnagement strategies and their financial
implications on manufacturing companies. The retethip between cost management strategies
and their impact on financial performance of mantifang companies is elaborately
investigated. This chapter will look into the varsotheoretical frameworks advanced, empirical
studies conducted as well as summary of the resgme.

2.2 Theoretical Review
The selected sub topics will look into the gendinalory relating to cost management strategies

and their impact on financial performance of maotufang companies.

2.2.1 Portfolio Theory

Modern portfolio theory was introduced by Harry Mawitz with his paper “Portfolio
Selection” which appeared in the 1952 Journal obRce. Thirty eight years later he shared a
Nobel Prize with Merton Miller and William Sharpés what has become a broad theory for
portfolio selection.

The theory of portfolio management describes tisalteg risk and return of a combination of
individual asset. A primary objective of the theasyto identify asset combinations that are
efficient. Here efficiency means the highest expectate of return on an investment for a
specific level of risk. This simply means that theyl not consider a portfolio with more risk
unless it is accompanied by a higher expectedofateturn.

Modern Portfolio theory was largely defined by therk of Markowitz (1952) in a series of
articles published in the late 1950s. This theonswextended and refined by Sharpes (1963),
Linter (1949), Tobin (1941) and others in the sgjosmt decades. Portfolio theory integrates the
process of efficient portfolio formation to the ging of individual assets.It explains that some
sources of risk associated with individual asseda be diversified by holding a proper
combination of assets.

Prior to Markowit'z work, investors focused on assing the risks and rewards of individual



securities in constructing their portfolios. Stamt@nvestment advice was to identify those
securities that offered the best opportunitiesdain with the least risk and then construct a
portfolio from these. Markowitz has detailed thethesnatics of diversification and proposed
that investors focus on selecting portfolios basadtheir overall risk —reward characteristics
instead of merely compiling portfolio from secuggithat each individually has attractive risk-

reward measures.

2.2.2 Resource Based View Theory

Pearce 11 and Robinson (2011) define the resowasedoview (RBV) as a method of analyzing
and identifying a firm’'s strategic advantages basadexamining its distinct combination of
assets, skills, capabilities and intangibles asrganization. This theory views the firm-specific
factors and their effect on performance. (Grant)9¥iews the firm as a bundle of resources
which are combined to create organizational capisilwhich it can use to earn above average
profitability. Firms develop competencies from thesesources and when they are well
developed, these become the source of the firmmapetitive advantage. Penrose (1959)
explains the importance of resources including mimgional processes, assets, capabilities,
information and knowledge controlled by the firnDaft 1995) these resources improve
efficiency and effectiveness that will lead to hegfinancial performance of firms.

The desire to understand the effect of firm’s chemastics on financial performance has been so
controversial in the research field. One side asgtieat the firm financial performance is
influenced by structural characteristics of theusitly (Bain, 1954-1959) and on the other hand
others argue that it is influenced by firm speciBsources. Recently much focus has been given
to firms level characteristics as opposed to tltstry level characteristics since it forms the
basis upon which the firms compete. For the purmdshis study cost management strategies
will be the main focus since they are part of durieed characteristics of firms. The theory which
explains the effect of firm’s characteristics whiate internal factors to the organization with
respect to financial performance is the resourcathaiew (RBV).In this study we shall look at
cost management strategies and their impact orfinhacial performances of manufacturing
companies. However the criticism put across on uke of RVB is that researchers only

concentrate on one resource type: that is, intéagibsets within a single industry and examine



its effect on firm’s performance (Kapelko, 2006).

2.2.3 Efficiency Structure Theory (ES)

The ES hypothesis states that firms earn high tgsrbBcause they are more efficient than others.
There are two distinct approaches within the ES Mrefficiency and scale-efficiency
hypothesis. According to the X-efficiency approaoigre efficient firms are more profitable
since they have lower costs. Such firms tend to ager market shares, which may manifest in
higher levels on market concentration, but withaoy causal relationship from concentration to
profitability (Athanasoglou et al., 2006). The Iscapproach emphasizes economies of scale
rather than differences in management or produdgchnology. Larger firms can obtain lower
unit cost and higher profits through economies adles This enables large firms to acquire
market share, which may manifest in higher conegiotn and then profitability.

2.3 Empirical Review

Another approach to strategic performance measurermmesupplementing traditional financial
measures with a diverse mix of non-financial meastinat are expected to capture key strategic
performance dimensions that are not accurateleaeftl in short-term accounting measures.
Brancato (1995) and Fisher (1995a) indicate thatynilams believe that financial measures are
too historical and “backward-looking,” lack predive ability to explain future performance,
reward short-term or incorrect behavior, providéediinformation on root causes or solution
problems, and give inadequate consideration tdaudlif to quantify “intangible” assets such as
intellectual capital. As a result, many firms an@glementing financial metrics with a diverse set
of non-financial performance measures that areebetl to provide better information on
strategic progress and success.(Kaplan and Joli®&) have stated that cost accounting is the
number one enemy of productivity. There are thremcppal shortcomings of traditional
accounting systems, i.e., 1) irrelevant and hartof@ business; 2) expensive to maintain; and 3)

divert the accountant’s attention from more impatrtaatters (Maskell 2009).
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(Horngren 1991) argue that cost management mustbaoisolated from other managerial
functions and should play a key role in the implatagon of the company strategies. It is
reported that less than 10% out of nearly fiveionllfinance function professionals in the United
States are involved in audit, tax, and externarfmal reporting (Sharman2007). It takes more
people to do the work than to check the work. Mpsbple are believed that what an
“accountant” does are taxes or working at a CPMn.fiThe cause of this imbalance is
the proliferation of accounting laws and regulatibamselves. Looking at the role plays by cost
management in construction industry, it is reportedt in the case of cost estimating in
construction industry, the information produced ttees additional drawback that it is remotely

related to the way costs are incurred.

2.4 Deter minants of Financial Perfor mance

Salter (1995) suggested that performance measutesheorporate and business unit has three
dimensions: (1) effectiveness, (2) efficiency, @ adaptability. Some indicators of three
dimensions are returns on investment, sales groarld, new product success, respectively.
Furthermore, Salter (1995) argued that relativéoperance measures appropriate surrogates for
objective measures in the single-industry samplargdn (2012) suggested that business
performance consists of two aspects: market pedoom and financial performance. Market
performance relates to customer behaviors. Highlesss/olume, customer satisfaction increases,
customer loyalty, and growth of market shares adécators of market performance while the
financial performance is measured in accountingsefhis study defines firm performance as a
goal achievement and financial performance that iadkcated by the net income goal
achievement, sales amount and market share insyehgebetter return on investment, and the
growth and continuance of overall performance (Graonphaisal and Ussahwanitchakit, 2010;
Tantiset and Ussahwanitchakit, 2010).

Business operation focus on highest potential paoiil a common approach is a cost control that
is expected to produce the greatest overall firsdnpierformance (Healthcare Financial
Management Association, 2012). Cost managementegyramplementation success might
generate value to the firm, for example, the greatatrol production activities results in better

quality of procedure and lowers the unit cost obdg and cost variance. In addition, the
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consequence of the cost management success ivdita increasing and profit improvement
that positively affects firms' value greater thaitipg (Groth and Kinney, 1994). Therefore, it
can be expected that cost management implementatilincrease firm performance.

Financial performance measures are intended ta&tealthe effectiveness and efficiency by
which manufacturing companies use financial and splay capital to create value for
shareholders. The key recommended measures foncfalaanalysis include: profitability,
liquidity and solvency (Zenion et al.1999). Prdbiledy measures the extent to which a business
generates a profit from the factors of productiabor, management and capital. Profitability is
also used as a general measure of a firm’s ovinalhcial health over a given period of time,
and can be used to compare similar firms acrossdh®e industry or to compare industries or
sectors in aggregation (Copisarow, 2000). Fourulgabfitability ratios and measures are the
return on assets (ROA), return on equity (ROE) rajoeg profit margin and net income. The
ROA measures the returns to all assets and is affed as an overall index profitability and the
higher the value, the more profitable the businB€3E measures the rate of return on the owners
equity employed in the business. It is useful tostder ROE in relation to ROA to determine if
the firm is making profitable returns on their lmwed money. Operating profit margin
measures the returns to capital per unit of gresenue. Net income comes directly off the
income statement and is calculated by matchingnes® with the expenses incurred to create
those revenues, plus the gain or loss on the $alapital assets (Zenios et al. 1999).

Liquidity measures the ability of the business teemits financial obligations as they come due,
without disrupting the normal, ongoing operatioristtee business. It is measured by Current
ratio which is current assets over current lialetit

Solvency measures provide an indication of thertass ability to repay all its debts if all of the
assets were sold. It is measured using Debt totAatie, Equity to Assets ratio and Debt to

equity ratio. In our study whatsoever we are gamfpcus on profitability.

2.5 Conclusion from Literature Review
From the previous empirical studies done it casdeclude that most researches done relating to
this study are done in a general manner. Mairiky the impact of cost management on the entire

firm’s performance or various firms’ traits and ithempact on financial performance. In this

12



study the dependent and Independent variablesnaited, specific and they directly impact on
each other.

This study will focus on the manufacturing indusainyd evaluate all studies previously done so
as to have a clear understanding of the modernmsasigement strategies and their impact on

financial performance.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction
This chapter has provided details of the methodotbgt was adopted for this study. It describes
the research design, sampling design, target ptipojadata collection procedures and data

analysis techniques.

3.2 Resear ch Design

The quantitative approach to research involved migale data and quantitative approach
involves textual data. A third method of reseaiudtt wtilized elements from both the qualitative
and guantitative approaches was categorized admmethods (Symonds & Gorard, 2010). The
study quantitative approach was used for its silifyaio the purpose of developing research
guestions and is appropriate for the type of nucaémlata required in the study (Schweitzer,
2009). Creswell (2009) stated that the quantitatypgproach was most appropriate for the
analysis of numerical data.

This study also used causal research design amis@se used multi variant linear regression

model. Causal research studies the effect of onabla on another or on various variables.

3.3 Population

The population was a complete set of individualsses or objects with the same observable
characteristics (Mugenda, 2003). The target pojulabf this study was consisting of
manufacturing companies which were registered whth Kenya Associate of Manufacturers.
Currently it has 700 member firms involved in mautfiring in Kenya

(http://www.kam.co.ke/index.php/about -us).

3.4 Sample Design
The sample included six of the eight manufactugogipanies listed on the Nairobi Securities
Exchange. Purposive sampling was used which ismglezg technique that allows a researcher

to use cases that have the required informatiom r@gpect to the objective of the study.
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3.5 Data Collection

Data was sourced from both primary and secondargces namely audited financial statements
which enabled researcher to compute the relevamsrand questionnaire. A questionnaire
survey was used to collect the data from all thstel manufacturing companies.

To test potential of non-response bias and to dengpossible problems with non-response
errors, a comparison of the first and the seconeeveiata was recommended by Armstrong and
Overton (1977). The results showed no significaiffeitnces between early and late

respondents. As a result, non-response was natbdepn in this study.

3.6 Data Analysis

In the study, descriptive statistics such as mstmdard deviation and the like were used. The
study also used multi-variant regression analysisee the extent of relationship of the various
cost management strategies in explaining variationgirm financial performance. Several
significance tests were applied to the variables amodel under study to evaluate the
significance of the variables and the fithess ef dverall model. Correlation analysis was also
used in the study to evaluate the direction andcefdf various cost management strategies (R
squared) to explain how much the model explainedctranges in the dependent variable, which
is ROA.

Y=+ 1Xy +f2Xo +faXst &€
Where;
Y is the ROA as the measure of firm performance.
ROA = (Profitability measure)
Computed as ROA= Net Income
Total assets

S = Constant term (intercept)

X;= Cost of Inventory; which is the mean of all the entories recorded at the
end of each year for the last five years

Xo= Cost of labour ; which is the mean of all labor exges incurred for each
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year for the last five years
Xs= Cost of sales/distribution: Which is the mean of allethcost of
sales/distribution incurred in the last five years.

W is the error term.

3.7 Data Validity and Reliability

Some constructs of this research in the conceptaalel were developed as new scales and
adopted from prior researches. The face and contalndity were verified by accounting
academic experts. Confirmatory and exploratorydiaetnalysis was utilized to examine the
underlying relationship of a large number of itemmsl to verify whether it could be reduced to a
smaller set of factors. The factor analyses weneedmdividually on each set of the items
representing a particular scale; this approactsés dor the limited observations reason. Factor
loading values if greater than 0.50 are generadlysiered necessary for practical significant
(Hair et al., 2010).
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CHAPTER FOUR

DATA ANALYSIS, PRESENTATION AND INTERPRETATION

4.1 Introduction

This chapter presents, discusses and interpretsldtee which is obtained from the selected
sample population of the different manufacturingnpanies trading in the NSE (Nairobi
Securities Exchange). The data collected and toabelyzed was gathered from the
manufacturing companies in the MIMS (Main Investim&farket Segment) of the Nairobi
Securities Exchange. The total sample was 9 matwifiag companies trading in the NSE. The
data is presented by use of descriptive data asdalysls which include tables, graphs, charts as
well as other percentage scores. The questionnaees separately analyzed in order to test the

correlation of the independent variables with tepehdent variables.

4.2 Data Presentation

4.2.1 Application of Cost Management Strategies

The sampled respondents were asked to what extentntanufacturing companies they
represented were keen on application of cost manege strategies. All the respondents
indicated that their companies were to a largerdXeen on application of the cost management
strategies. This represented 100% of the data saimphis is indicated in a pie chart as shown

below:-
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Fig 1. Application of Cost Management Strategies

COMPANY_APPLICATION_OF_COST_MANAGEMENT_STRATEGIES

B Large Extent

4.2.2 Preferential costsin Cost management

The respondents were asked to outline which cbstg felt were given more preference in cost
management. 77.78% of the respondents indicateddiecasted future costs were given more
preference in cost management whereas 22.22% oéspendents indicated that past total costs
were given more preference. None of the samplgabretents felt that present total costs were
given any preference when it came to managemeeusit. The responses given are highlighted

in the pie chart given below:-

Fig 2 Preferential costsin Cost management

COSTS_GIVEN_MORE_PREFERENCE_IN_COST_MANAGEMENT

= Forecasted future total
costs
I Past total costs
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4.3. Impact of cost of stock on financial performance of manufacturing companies
The respondents were asked what they felt wasripadt of the cost of stock on the financial
performance of financial companies listed in thérdla Securities Exchange. They gave

differing responses based on the various questiskad. The pie charts below show how they
responded regarding each particular question.

Fig 3: Low stock cost reducesfinancial performance

LOW_STOCK_COST_REDUCES_FINANCIAL_PERFORMANCE

40

Percent

B3.33%

1.11%%

Strongly Disagree  Slightly Disagree Nen,lrtral Sligkrtl'g.rl.ﬁ.gree
LOW_STOCK_COST_REDUCES_FINANCIAL _
PERFORMANCE

Among the sampled respondents, 22.22% of the relgmds strongly disagreed that low cost
stock reduces financial performance of manufactumempanies. 33.33% of them slightly

disagreed whereas 11.1% were neutral about the.saBi83% of the respondents slightly
agreed.
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Figure 4: Low stock cost increasesfinancial performance

LOW STOCK_COST_INCREASES_FINAMCIAL_PERFORMANCE
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LOW_STOCK_COST_INCREASES_FINAMNCIAL_
PERFORMANCE

All the respondents who were sampled strongly abtéat indeed low stock cost increased
financial performance among manufacturing companies

Figure5: Low stock cost increasesfinancial performance

LOW STOCK_COST_INCREASES_FINANCIAL_PERFORMANCE
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T
Strongly Adrees

LOW_STOCK_COST_INCREASES_FINANCIAL_
PERFORMANCE
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All the respondents who were sampled strongly abtéat indeed low stock cost increased
financial performance among manufacturing companies

Fig 6: Increased stock cost improvesfinancial performance

INCREASED_STOCK_COST_IMPROVES_FINANCIAL_PERFORMANCE

100

Percent

Strongly Disagree Mewutral

INCREASED_STOCK_COST_IMPROVES_FINANCIAL_
PERFORMANCE

The respondents were further asked whether thdythelt increased stock cost improves
financial performance. 11.11% of the sampled redpots strongly disagreed with this statement
whereas 88.89% of the respondents were neutral thieistatement. None of the respondents

agreed in any way with this statement that incréaseck cost improved financial performance.
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Fig. 7: Increased stock cost decr eases financial performance

INCREASED_STOCK_COST_DECREASES_FINANCIAL_PERFORMANCE

Percent

Meutral Slightly Agree Strongly Agree
INCREASED_STOCK_COST_DECREASES_FINANCIAL _
PERFOEMANCE

The sampled respondents were asked whether theyh#dl increased stock cost decreased
financial performance. 11.11% of the sampled redpots were neutral about this statement.

77.78% of the respondents felt indeed that inckaseck cost decreases financial performance
whereas 11.11% strongly agreed with this statement.
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Fig 8: managed stock cost causes positive impacts of financial performance

MANAGED_STOCK_COST_POSITIVE_IMPACT_ON_FINANCIAL _PERFORMANCE

1004
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1.11%

T
Slightly Agree Strongly Agree

MANAGED_STOCK_COST_POSITIVE_IMPACT_ON_
FINANCTAL_PERFORMANCE

The respondents were further asked whether mansigeld cost had a positive impact on the
financial performance. 11.11% of the sampled redpots slightly agreed with this statement
whereas 88.89% of the sampled respondents straggbed with these sentiments. None of the

sampled respondents disagreed or were either heeearding this statement.

4.4  Stock management strategies employed by Manufacturing Companies

The sampled respondents were asked to detail tfezetit stock management strategies which
were utilized in the manufacturing companies. Amaing strategies selected included just in
time, economic order quantity and safety stock abmwmal quantity. The sampled respondents
highlighted that none of the manufacturing compsreenployed just in time cost of stock
management strategies. Some of the sampled respsnieplied they used economic order
guantity cost of stock management strategy. Amdmepd who employed economic order
guantity cost of stock management strategy, 55.&8€that it had a positive impact on financial

performance. For those respondents who indicatedeéasafety stock above normal cost of stock
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management strategy, 44.44% of the respondentsaiedi that indeed it had a positive impact

on financial performance. This information is reggeted graphically as indicated below.

Fig 9: Just in time cost of stock management strategies

JUST_IN_TIME_COST_OF_STOCK_MANAGEMENT_STRATEGIES

BEtone

Fig 10: Economic order quantity cost of stock management strategy

ECONOMIC_ORDER_QUANTITY_COST_OF_ STOCK_MAMAGEMENT_ STRATEGY

O Mone

= Positive Impact on financial
perforrmance

Among those who employed economic order quantitgt @f stock management strategy,

55.56% felt that it had a positive impact on finahperformance.
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Fig 11: Safetey stock above normal quantity for security sake

SAFETY_STOCK_ABOVE_NORMAL_QUANTITY_FOR_SECURITY_SAKE

Maone

Positive impact on financial
perfoarmmance

o .06%

For those respondents who indicated to use safetik above normal cost of stock management
strategy, 44.44% of the respondents indicatedititided it had a positive impact on financial
performance. This information is represented gregilyi as indicated below.

4.5, Effect of the cost of labour on financial performance of manufacturing companies

The respondents were asked whether they felt leatdst of labour directly affected financial
performance of manufacturing companies. All the@achrespondents strongly agreed that
indeed cost of labour had a direct impact on fimgrmerformance. This is indicated in the bar

graph shown below.
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Fig 12: Cost of labour directly affects financial performance

COST_OF_LABOR_DIRECTLY_AFFECTS_FINANCIAL_PERFORMANCE
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Strungll' Agree
COST_OF_LABOR_DIRECTLY_AFFECTS_FINANCIAL_

PERFORMANCE
The respondents were further asked whether theofdabor in manufacturing companies listed
in the NSE ought to be managed in a bid to postivapact on financial performance. Among
the sampled respondents, 66.67% slightly agreddtibag ought to be managed whereas 33.33%
strongly agreed with this statement. None of thendad respondents objected to these
sentiments. The results are shown in the bar gyan below.
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Fig 13: Management of labour cost for positive financial performance

MANAGEMENT _OF_LABOR_COST_FOR_POSITIWVE_FINANCIAL _PERFORMANCE

Percent

Slightly Agree Strongly Agree

MANAGEMENT_OF_LABOR_COST_FOR_POSITIVE_
FINANCIAL_PERFORMANCE

4.6 Extent of Managed cost of labor effect on financial performance

4.6.1 Positive effect

The sampled respondents were asked to what ekieynfelt that the managed cost of labor had
a positive effect on the financial performance ainufacturing companies listed in the NSE.
11.11% of the sampled respondents felt that thexs avhigh extent of the positive effect of
managed cost of labor on financial performance8®®. of the respondents further felt that there

was a very high extent of the positive effect ofnanged cost of labor on financial performance
of manufacturing companies in the NSE.
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Fig 14: Positive effects of costs of labour on financial performance
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4.6.2 Negative effect

They were further asked to what extent they fedt the managed cost of labor had a negative
effect on the financial performance of manufactgraompanies which were listed in the NSE.
22.22% of the sampled respondents felt that theatheg effect of labor cost on financial

performance was to a very little extent wherea38%. felt that it was to a low extent. None of
the respondents indicated that the negative effeets significant.

Fig 15: Negative effects of cost of labour on financial performance

NEGATIVE_EFFECT _OF_COST_OF LABOR_OMN_FINANCIAL PERFORMANCE

B0

&0

Percent

207

Wery little extent

Low Extert

NEGATIVE_EFFECT_OF_COST_OF_LABOR_ON_FINANCIAL _
PERFORMANCE

28



4.7. Cost of labor management methods employed by manufacturing companies

The respondents were asked which methods of mapagist of labor were employed by the

company for the past five years as well as the anffeey had on financial performance. They
were further asked whether the impact which wasib&dd was positive or negative. The

respondents each gave varying responses as t@shefdabor management method they were

familiar with. The responses given are tabulatetthépie charts given below.

Fig 16: Impacts of automating production process

IMPACT_OF_AUTOMATING_PRODUCTION_PROCESS

M None

| Positive Impact on
financial performance

The respondents who selected the method of autogh#tte production process had 77.78%

indicating that it had a positive impact on finaigerformance.

29



Fig 17: Retrenchment of unproductive staff

RETRENCHMENT_OF_UNPRODUCTIVE_STAFF

B Mone

inaneial performance

Those who selected the method of retrenching umjatoge staff members, 66.67% felt that this
method had a positive impact on financial perforogan

Fig 18: Remuneration policiesreducing salaries and wages

REMUNERATION_POLICIES_REDUCING_SALARIES_AND_WAGES

O Mone
Megative impact on
=] finanecial performance

The other method regarded reduction of salariesveages as well as other remuneration and
allowances. 88.89% of the respondents who seldatisdmethod felt that it had a negative
impact on financial performance of the respondents.
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Fig 19: Replacing high salaried employees with low salaried employees

REPLACING_HIGH_SALARIED_EMPLOYEES_ WITH_LOW_ SALARIED_OMNES

[ Mone
= Positive impact on fimancial
performance

The respondents were further asked what they leltitareplacing high salaried employees with
lower salaried ones. 88.89% of the respondentsttalt this could have a positive impact on

financial performance.

4.8  Impact of cost of distribution on financial performancein manufacturing companies

a) High cost of distribution

The respondents were asked what impact high codfigifibution had on manufacturing

companies listed in the NSE. 66.67% of the sampésgpondents felt that it had a negative
impact on the financial performance whereas 33.38%b that financial performance was

indifferent to the costs. These results are diguag the pie chart given below
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Fig 20: Impact of high cost of distribution

IMPACT_OF_HIGH_COST_OF_DISTRIBUTION

Megative impact on
- financial performance
.Fin_ancial erformance
indifferent to the costs

b) Low cost of distribution

The sampled respondents were further asked whaadmipw cost of distribution had on
manufacturing companies listed in the NSE askedt whpact high cost of distribution had on
manufacturing companies listed in the NSE. 55.563%4he respondents felt that it had a
positive impact on the financial performance ofitltempanies. 22.22% of the respondents felt
that it had a negative impact on the financial genance whereas 22.22% felt that financial

performance was indifferent to the costs. Thesalteare displayed in the pie chart given below
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Fig 21: Impact of low cost of distribution

IMPACT_OF_LOW_COST_OF_DISTRIBUTIOMN
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4.9  Efficient ratio for measuring profitability

The respondents were asked which ratios they felevefficient in measuring profitability.
55.56% of the sampled respondents felt that the@medn assets was an excellent measure of
profitability whereas 44.44% of the sampled resgonsl felt that return on equity was efficient
in measuring profitability. The results of this alisplayed in the pie charts given below:-

Fig 22: Moreefficient ratio in measuring profitability

MORE_EFFICIENT_RATIO_IN_MEASURING_PROFITABILITY

M Return on Assets
CIReturn on Equity
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.0 Introduction
This chapter summarizes, concludes and recommentedindings obtained from the study. It

also highlights on the limitations of the study audjgests areas for further research.

5.1 Summary

This study sought to find out the cost managemteategies which are applied by manufacturing
companies trading in the Nairobi Securities ExcleafidSE). We have also tried to establish the
relationship between cost management strategiesfiaanicial performance of manufacturing
companies in the NSE. Specifically, we have atteto@scertain the effect of cost management
strategies on the financial performance of manufaaj companies From a review of the
guestionnaires presented and used to sample ressnave were able to find out that all the
sampled institutions employed cost managementegiiesg within their organization to a large
extent. When it came to cost management, majofitij@manufacturing companies preferred to
depend on future forecasted total costs. From élsearch work conducted, we were able to
ascertain that indeed low stock cost increasesid¢iab performance. Through this we could be
able to ascertain that indeed stock cost and finhperformance have a relationship which
exists. With certainty, we could gather from thedfngs that the managed cost of the stock had a

positive impact on the financial performance ofsthenanufacturing companies.

The institutions employed different cost managensénategies such as just in time production of
stock, economic order quantity method and safetgkstibove the normal quantity method.
Majority of the firms employed the economic orderaqgtity method and it bore fruits in that it
had a positive impact on the financial performantehese organizations. The cost of labor
employed in these organizations was also reviewedhid to find out whether there existed any
relationship between the cost of labor and findngpeaformance. The different manufacturing

companies were quite affirmative that indeed th& ob labor directly impacts on their financial
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performance. The companies also illustrated thath@h extent, the cost of labor had a positive
effect on the financial performance. They indicateat to a low extent did the cost of labor have

a negative effect on the financial performance.

The manufacturing companies indicated that a the#teir operations and to the advancement
of their financial performance was high distributioosts. The manufacturing firms indicated
that automation of the production process, retrerait of unproductive staff and replacement of
high salaried employees with low salaried ones &adsitive impact on financial performance.
They indicated that if the remuneration policiegamgling salaries and wages changed, they
would have a negative impact on their financialfganance. They indicated that they indeed
utilized ratios in measuring their profitability ithe ratios employed were return on assets and
return on equity. Majority of the manufacturingnfis found return on equity to be a better

measure of profitability as compared to return ssets.

5.2 Conclusion

Majority of the manufacturing companies in theirlgaperations are usually challenged by cost
management. Some organizations have allocated atite edepartment with smaller cost
departments to try and deal with the issue of ceabagement. The manufacturing companies
have come to find out that to a great extent castagement has a direct impact on the financial
performance of these organizations. An increasbardifferent costs which the organization has
to deal with results in their financial performanbeing negatively affected. A prudent
organization which is able to manage its costshke do effectively improve its financial
performance.

Throughout the study, | sought to establish thet comnagement strategies used by
manufacturing companies in Kenya. | also soughfinnd out the effect which these cost
management strategies had on financial performahtge manufacturing companies in Kenya.
Specifically, the researcher wanted to investigabether a relationship did exist between the

cost management strategies and the financial pedoace.
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5.3 Recommendation policy and practice
Based on the results of this study | recommendnpamy policy makers and transaction
advisors should be keen on making cost managepadicstes to be applied since they greatly

impact on financial performance of the company .

Company policies regarding to financial performanée&ompanies should incorporate various

cost management strategies since they greatly infipacicial performance.

Financial policies regarding cost management grdeshould be formulated and be used

keenly and with a lot of controls to avoid critiéedancial looses.

5.4 Limitations of the study
The study selected only six out of the eight listemmpanies due to inaccessibility of data

leaving out the two companies which could haveredtehe ultimate results.

There were limitations in terms of scope sincenityaoncentrated on publicly listed firms and
ignored private firms. This may limit fair findingdhat could have been gotten if all were

included.

The study concentrated on a sector of economy whkiamanufacturing leaving out all the other
sectors which could have resulted to differentifigd.

Market related data was not captured so as to laveal dynamism of the actual market

operations.

5.5 Suggestionsfor further research
The study confines itself only to companies listedthe NSE | recommend that a study should

be undertaken to cover other private agriculturadg in the sector.
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The study limits itself only to three cost managetnstrategies. | recommend additional
strategies to be included in futures studies sthaaeffects could be analyzed and documented.
The same study should be replicated in other imeggslike financial institutions, energy sectors
and should be done across the entire east Afrstaas to gather more diverse data. The study
considers ROA as a measure of firm performanceuiaré 1 recommend that another study
should be done in corporation other measures dopeance to investigate if the relationship

will be that same
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APPENDIX 1

Manufacturing Companies Listed on the Nairobi Securities Exchange

A.Baumann CO Ltd Ord 5.00

B.O.C Kenya Ltd Ord 5.00

British American Tobacco Kenya Ltd Ord 10.00
Carbacid Investments Ltd Ord 5.00

East African Breweries Ltd Ord 2.00

Mumias Sugar Co. Ltd Ord 2.00

Unga Group Ltd Ord 5.00

Eveready East Africa Ltd Ord.1.00

Kenya Orchards Ltd Ord 5.00
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APPENDIX [1
QUESTIONAIRE

1. To what extent is your company keen on applyirgf ctanagement strategies?
Small extent [ ]

Large extent [ ]

2. When carrying out cost management which of theses@re given more preference?
Forecasted Future total costs [ ]
Present total costs [ ]

Past total costs [ ]

3. The following statements relate to the impact aftadf stock on the financial performance
of manufacturing companies listed on the Nairoliusiies Exchange. Rate them as per

the given Likert scale.

Statement N I . >
22 82 4D
o g a5 d d
S 429z 2 gL g
n dn dZ n 4 n d
1 2 3 4 5

>

Cost of stock has direct effects the finangi

performance of manufacturing companies.

Low cost of stock reduces the financial

performance of manufacturing companies.

Low cost of stock increases the financial

performance of manufacturing companies.

Increased cost of stock improves the financial

performance of manufacturing companies.

Increased cost of stock decreases the financial

performance of manufacturing companies

Managed cost of stock is more efficient and
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positively impacts on financial performance |of

manufacturing companies listed on the Nairobi

securities exchange

4. To what extent do you feel cost of stock affectsfthancial performance of manufacturing

companies listed on the Nairobi Securities Exch@nge

Little
Extent
w| Neutral
&| High
Extent
o1 Very
High

| Very
N Low

Positively

Negatively

5. Which of this cost of stock management strategees d/our company implement and is its
impact on financial performance positive or negeiv
Just in time production of stock when it is needed| ]
Positive impact []
Negative impact [1]
Economic order quantity method that ensure no taomor too little stock [ ]
Positive impact []
Negative impact [1]
Having safety stock which is more above the nomuaintity for security sake [ ]
Positive impact []

Negative impact [1]
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6. The following statements relate to effect of costator on the financial performance of

manufacturing companies listed on the Nairobi SgearExchange. Rate them as per the

given Likert scale.

Statement

Disaare!
W| Neutra
&| Slightly

Aaree

Aaree
o1 Strongly

P Strongly
Disaare:
N Slightly

Cost of labor in manufacturing companies listed| on
the Nairobi Securities Exchange directly affects

financial performance of these companies

Cost of labour in manufacturing companies listed on
the Nairobi Securities Exchange does not affects

financial performance of these companies

Cost of labour in manufacturing companies listed on
the Nairobi Securities Exchange should be managed

so as to positively impact on the financial

performance.

7. To what extent do you feel cost of labor has effectthe financial performance of

manufacturing companies listed on the Nairobi SaearExchange?

c g 8 =
> 32 gz 25§ 8 =5 |
O E ¥3 K| 0o 2 %Xl o 2
> 4 W4a w2 T W > T |\
1 2 3|4 5
Positively
Negatively
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8. Which of these methods of managing cost of lab@sryour company implemented in the
past five years and has the impact on financidbpmance been positive or negative?
Automating production process []

Positive impact on financial performance []

Negative impact on financial performance []

Retrenching workers who are not so productive doice staff size [ ]
Positive impact on financial performance []

Negative impact on financial performance []

Coming up with remuneration policies which reduakases and wages [ ]
Positive impact on financial performance []

Negative impact on financial performance [ ]

Laying off highly paid staff members and replacthgm with new once at a lower salary
[]

Positive impact on financial performance [ ]

Negative impact on financial performance [ ]

9. What impact does a high cost of distribution/sélage on manufacturing companies listed
on the Nairobi Securities Exchange?

They have a positive impact on financial perforneanc []
They have a negative impact on financial perforreanc [ |
Financial performance is indifferent to the costs []

10.What impact does a low cost of distribution/salagehon manufacturing companies listed
on the Nairobi Securities Exchange?

They have a positive impact on financial perforneanc []
They have a negative impact on financial perforreanc [ ]

Financial performance is indifferent to the costs []

11.Which of these suggestions could you make to redbeenegative effects of cost of
distribution/sales on the financial performancen@nufacturing companies listed on the

Nairobi Securities Exchange?
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Eliminating middle men [ ]
Shortening the supply chain [ ]
Delivering the item directly on order to needy cusérs [ 1]
Inventing cheaper, creative and efficient methddsates and distribution [ ]
Clients getting goods directly from manufacturereliminate this cost []
12.Which of these two ratios do you think is more @ént for measure profitability of
manufacturing companies listed on the Nairobi SaearExchange?
Return on Assets [ ]

Return on Equity [ ]
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