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ABSTRACT 

Finance Shared services (FSS) entered the corporate environment in the early 1990’s as 

large decentralized firms sought to combine basic transactional processes such as payroll, 

purchasing and accounts payable, and sell back those services at cost to the individual 

business units. As companies extend their presence across borders, it becomes 

increasingly uneconomical to maintain a duplicate finance and accounting infrastructure 

within each country ofoperation. FSS was therefore created to gain advantage in cost 

savings, standardization of process and to increase efficiency.The study sought to 

establish the effect of finance shared service on financial performance of manufacturing 

firms listed at Nairobi securities exchange.The study adopted descriptive research design. 

Secondary Data was obtained from Nairobi Securities Exchange 2007-2013 published 

handbook. Chi square test was used to analyze association between three years mean of 

Return on Equity, Earnings per share, Market price per share and Return on Capital 

Employed for period prior to and after implementation of FSS. The study revealed that 

there was no association between finance shared service and the financial performance of 

manufacturing firms listed at the NSE. The study recommends that there is need for 

management to understand and monitor the Costs of operations to ensure that controllable 

costs are brought minimized with the implementation of FSS since its reduces duplication 

of key processes that were being done in various branches 
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CHAPTER ONE 

INTRODUCTION 

1.1 Background of the Study 

The dynamic business environment offers great challenges to manufacturing companies 

hence the need to strategize on ways to reduce costs in order to improve financial 

performance and efficiencyandthe need of transformation in finance operations. The 

finance industry agrees that transformation is about costs, efficiency and effectiveness, 

providing agility for growth, speeding up new markets entry, integrating acquisitions, 

creating greater cost transparency and providing business insights (ACCA, 2012). 

Increasing stiff competition and customer awareness has also compelled most 

Manufacturing Companies to step up their globalization efforts to take advantage of the 

opportunities in the emerging markets and as a result we have seen a lot of Centralization 

of key finance and accounting functions that were being done in disparate countries by 

different personnel being done at one central place called Finance Shared Service Centre 

(FSSC) (Mbugua, 2010). 

Finance Shared services (FSS) entered the corporate environment in the early 1990s as 

large decentralizedfirms sought to combine basic transactional processes such as payroll, 

purchasing and accounts payable, and sell back those services at cost to the individual 

business units. As companies extend their presence across borders, it becomes 

increasingly uneconomical to maintain a duplicate accounting infrastructure within each 

country ofoperation. An annual report by Ernst and Young (1998)highlighted the growing 

importance of FSSC in delivering accounting services in the multinational and Pan-

European environment. A key element of the FSSC phenomenon is the evolving role of 

the finance function and the ongoing efforts to improve the quality and added value 

created from shared services. 

In the 1980’s many firms reduced their central staff by farming out support services to 

business units. While the business units created service organizations that were 

responsive to their immediate needs, decentralization produced duplication and raised 
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overall costs of doing business. In the1990’ssomemanufacturingfirms set out to redress 

the excesses of decentralizations by creating a new model that would simultaneously 

maintain the internal customer responsiveness to the decentralized service units and 

eliminate corporate –wide redundancies, the model is known as Finance Shared Service 

(FSS) (Aguire et al., 1998). This is an entity that provides a range of services to various 

members of the corporate family, independent of their business unit affiliation or 

geographical location. 

Many FSSC have been created to gain advantage in labor cost arbitrage, standardization 

of process and increased efficiency. When finance is decentralized and processes are not 

standardized, different factories, offices, stores and other units within the same 

organization may start following their own process which leads to inconsistencies, errors 

and unnecessary complexity especially in financial reporting. One of the core steps on the 

route to finance transformation is the adoption of a FSSC model. By concentrating 

common processes into one entity, companies can increase efficiency, reduce costs and 

improve quality paving way for profitability growth (Hebert and Seal, 2005). 

FSS is essentially the better-performing sibling of centralization, involving full 

collaboration between different parts of a wider organization or group of companies and 

full automation of processes. Efficiency is the core benefit of FSS, which in turn can 

result in large cost savings. Business typically report cost reductions of around 50% 

although they can be as high as 70%. FSS model help to transform finance from a 

backward-looking, number crunching to one that is future oriented and focus on 

providing value through deeper analysis and insight. Most of manufacturing firms in 

Kenya have adopted FSS model for processes like purchase to pay, order to cash, general 

ledger reconciliations, customer data management, treasury management and accruals. 

The multinational companies like EABL that have rolled out their FSSChave reported 

improved financial performance as a result of huge cost saving in transaction processing, 

consistency in finance operations, increased service delivery and efficiency in their 

operations, despite facing challenges of resistance from some of the business unit 
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managers who were worried of losing control and accountability of the FSSC together 

with loss of quality at the expense of cost reduction (Kinoti, 2011). 

1.1.1 Finance Shared Service 

According to Ross (1995), there has rarely been a time when the finance and 

administration departments – the back office – have been out of the firing line.Managers 

accountable for running profit-making organizations always complain about the 

poorquality of service they receive or the amount of overheads related to the back office. 

Complaints range from inaccurate, delays in financial reporting, inaccurate invoice 

processing, inability to pay suppliers as per Service Level Agreement (SLA) 

andunacceptable handling of customer complaints. There is increasing awareness among 

leading organizations that this must change and a finance function that creates value is 

what is now required. The true price of successful finance transformation is to unlock 

value, improve shareholders’ return and create competitive advantage. The continuous 

use of FSS as a tool is testimony to the fact that CFO’s are prioritizing the re-engineering 

and transformation of finance activities (ACCA, 2012). 

FSS requires companies  to pull activities that form core business finance process out of 

each business unit and consolidate them into separate operating unit that runs these 

supporting process as it is the core business finance process, Thus the funding and 

resourcing of the service is shared and the providing unit effectively becomes an internal 

service provider. Finance is not a department of accountants and analysts but a series of 

processes that culminates in stewardship and business decision-making. So, building FSS 

model cannot be a cost-only play (Seal, 2006). 

For successful implementation of FSS, companies need to secure support from across 

their organization since switching to a FSS model requires a dramatic change in mindset 

and management, and this can be one of the most difficult challenges to overcome.  

Resistance can come from all areas of the business, so communication and education is 

key to get stakeholders on board and ensure transitions are made as smoothly as possible. 

Processes are first of all centralized, with the FSSC treating the rest of the business like a 

customer, charging individual offices or factories a fee for its services. Processes are then 



4 

 

standardized, systems are consolidated and finally everything is automated, so that 

processes become streamlined, more efficient and less costly to run. Most 

manufacturingfirms consolidate all the transactional based tasks by creating FSSC using 

information technology to leverage costs.  

Disputes could arise regarding ownership of certain processes and activities. Whilethere 

may be issues with trust, cultural and political differences to take into account; involving 

all stakeholders that will be affected by the FSS model is the only way to ensure that 

projects are launched successfully and have the intended outcomes. Companies recognize 

that, when properly implemented, FSS can be highly effective resulting to improved 

financial performance. However, it's important to get it right, since a poorly planned 

model or a rushed-through project could backfire. 

Hebert (2013) observes that unbundling and reconfiguration of FSS represents more than 

simply a rational response to cost reduction and efficiency savings. Indeed, the more 

fundamental nature of change in the finance function stemming from new structures and 

processes of the FSS can be understood better once the model has been conceptualized in 

the context of overall interactions within the multi-divisional corporation and with its 

organizational. 

1.1.2 FinancialPerformance 

It refers to a subjective measure of how a firm can use its assets from its primary mode 

and generate revenues. It also refers to the overall financial health of a firm over a given 

period of time, and can be used to compare similar firms across the same industry or to 

compare industries (Cornel, 1996). Financial performance can be grouped into; 

Traditional Financial performance measure; these entails measuring the financial 

performance of the organization as a whole and that of key projects.it includes 

profitability, liquidity, gearing and investor ratios. Profitability ratios include return on 

capital employed (ROCE), gross margin, assets turnover etc. Liquidity includes quick 

ratios, current ratios, inventory holding period, receivables collection period, payables 

collection period 
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Value based financial performance measure; is animprovement over traditional financial 

performance measure. It entails computation of a firms cost of capital which facilitates 

value creation in a firm. Examples of value based financial performance measures are 

economic valued added, Net Present Values and Return on investment 

Market based financial performance measure; these help measure the soundness of 

financial position of a firm and the efficiency in the assets management. They include 

price per share, earnings per share etc.   

1.1.3 The Effect of Finance Shared Service on Financial Performance 

According to Hackett (2012), FSS story is changing; increasing numbers of companies 

are moving higher-value finance processes, such as performance reporting and business 

analysis, into shared services organizations. It generally involves removing work 

activities from business units, standardizing & consolidating the way in which those 

services are delivered to provide value to the business units in the form of reduced 

overall operating costs and increased service performance. 

The secret of world-class companies success basically depends on their ability to do more 

with less; getting the mix right, streamlining processes, embedding controls within the 

processes, reducing or eliminating manual handoffs, and leveraging the functionality of 

technology are essential to driving lower error rates and lower overall costs. FSS is an 

approach (operating model) used by companies around the globe to organize and deliver 

internal support services more efficiently and effectively. 

A recent survey conducted by Driscoll revealed that managers of FSS operations are keen 

to deliver business intelligence to their internal customers whoreside within business 

units. One example of this would be analysis of customer payment patterns and the 

reasons for payment slowdowns. Even fancier would be granular analysis of profitability 

by customer with multiple views of sales volumes in distinct regional markets (Driscoll, 

2010). 

Companies such asDowChemical supporttheir overallcorporate strategy by simplifying, 

consolidating and standardizing processes through their business services organization. 
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As a result, Dow is more prepared today tonavigate fluctuating raw materials prices and 

handle rapid changes in customer demand. The business services organization also 

contributes to corporate revenues by selling services to divested companies. Ernst and 

Young Report on Shared Services (1998), found that cost savings is one of the main 

reasons why organizations decide to implement a Finance shared service strategy. 

1.1.4  Listed Manufacturing Firms in Kenya 

Manufacturing sector consists of firms engaged in the mechanical, physical, or chemical 

transformation of materials, substances, or components into new products. Manufacturing 

firms in Kenya are represented by Kenya Association of Manufacturers (KAM). KAM is 

Kenya's leading representative organization for industry that unites industrialists, serves 

as a common voice for Kenya's manufacturing sector, and provides an essential link for 

cooperation, dialogue and understanding with the Government.The manufacturing sector 

was identified as one of the six key sectors under the economic pillar as having the 

greatest potential in realization of Kenya vision 2030 (GoK, 2007). The vision for the 

manufacturing sector is the development of robust, diversified and competitive 

manufacturing processes. The overall goal for the sector is to increase its contribution to 

GDP by at least 10% per annum. The sector is also expected to raise market share in 

regional markets from 7% to 15% and attract at least 10 large strategic investors in key 

agro-processing industries, targeting local and international markets. 

Properly planned and implemented FSS has helped manufacturing firms to register 

improved profits as a result of improved efficiency and cost reduction. Successful FSS 

projects has resulted to reduced head counts especially in Accounts receivable, Accounts 

payables and  reconciliations department. Manufacturing firms have also benefited from 

expatriate who are based at the central place to serve the various branches of the firm. 

1.2  Research Problem 

According to ACCA (2012), Moller explains that FSS has been recognized as a key 

component of a best practice finance function;though laborcost savings may decline over 

time, it is the other benefitslike remote delivery, continuous improvement of finance 
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processes, and better governance over finance operations and efficiency that will continue 

to prevail. FSS success is determined by level of information technology integration 

across the various business units to facilitate faster sharing of information, In the ACCA 

(2012) issue, Stancombe states that Manufacturing firms that undertake proper analysis of 

their existing work flow, engage all the stakeholders, get leadership approval will often 

end with a successful FSSC, reverse is true for companies that have failed to carry out a 

proper plan.  

During the 1980s and the early 1990s, most manufacturing firms were using 

decentralized programmes to make their organization units into manageable chunks in 

order to achieve greater shareholder value. Massive duplication of resources, hidden 

associated costs and problems of co-ordination led to calls for a different approach. FSS 

model was developed in order to address the problems associated with decentralized 

systems. When first conceived, the objective of the FSS was almost exclusively to create 

vast key punching factories for huge volumes of paper invoices/journals and other 

transactional documents. More recently, however, the need to align the business strategy 

and financial/administrative process, combined with a desire to reduce headcount through 

process improvement initiatives, has become the primary motivation for the move to 

FSSC.  

EABL has significantly managed to record cost reduction and excellent transactional 

processing since they rolled out FSS in 2010. FSS has resulted to reduction in employee 

head count and overheads. It has helped streamlined the procurement processes leading to 

increased profits and decline in operating costs from 2010 up to 2015. FSS in Citibank 

has enabled it adopt a workflow solutions that enable e-invoice management, which has 

reducedmanual interfaces between suppliers and accounts payable team resulting to 

improved efficiency, minimal errors and fraud. 

A number of studies have been done on cost reductions provided by labor arbitrage 

through FSS, few have addressed core finance functions which are sensitive to be 

handled by third party and are duplicative in nature. Moving to a FSS model of operation 

entails a huge culture change, resource investments in terms of upgrading the information 
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technology, trainingsand relocating of employees from one businessunit to form FSS 

team. Osterloh et.al. (2002) pointed out that implementing FSS entailed layoffs of 

employees and restructuring into a lean organization. 

FSS study aims at addressing the research gap on the effect of FSS on financial 

performance oflisted manufacturing firms’results. There is still no consensus on the effect 

of FSS on financial performance of manufacturing firms; researchers like Mbugua(2010) 

have established that FSS has a cost reduction effect. Others like Longwood and Harris 

(2007) did a study and established that success is not guaranteed and that many firms will 

fail to achieve their objectives. Ruggni (2006) also established that FSS may have 

disadvantages such as loss of autonomy. This research study intends to address the 

following research question; what is the effect of finance shared service on financial 

performance of manufacturing firms listed at Nairobi securities? 

1.3 Objective of the Study 

To establish the effect of finance shared service on financial performance of listed 

manufacturing firms in Kenya. 

1.4  Value of the Study 

This study will be important to several groups of people including policy makers, 

academicians and managers of various firms. 

It will provide guidelines to finance managers on how they can implement FSSC using 

any of the five models to improve efficiency and reduce operating costs in order to 

improve their performance.  

It will be significant to policy makers by providing guidelines on FSS that can be used to 

formulate requirements to be fulfilled before a firm is advised to roll out FSS. 

The study would be of great importance to scholars and academicians who may wish to 

use its findings as a basis of further research on the subject matter thereby adding to the 

existing body of knowledge in the area of Finance Shared Services. This research paper 
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will give them additional information on the effect of FSS on financial performance of 

listed manufacturing firms. 

 

 

 

 

CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction 

This chapter deals with various concepts in regard to finance shared service and financial 

performance. The researcher will also discuss various empirical studies done in the same 

field, theories and summary conclusion of the literature review. 

2.2 Theoretical Review 

Finance shared service is among the recent financial innovations carried out to help in 

cost reduction and efficiency improvement. Financial innovation is the unanticipated 

improvement in the array of financial products and instruments that are stimulated by 

unexpected change in customer needs and preferences, tax policy, technology and 

regulatory impulses (Bhattacharyya & Nanda, 2000). 

According to Moyer (2007), financial innovation has not only opened up new 

opportunities for the sector participants, but also increased new market players arising 

from new products in the financial market. Financial innovations theories to support FSS 

include; 

2.2.1 The Transaction Cost Innovation Theory 

The main pioneers are Hicks and Niehans (1983). They thought that the dominant factor 

of financial innovation is the reduction of transaction costs by eliminating the duplicated 

transactions across regions. They also state that financial innovation is the response of the 



10 

 

advance in technology which caused the transaction costs to reduce thus facilitate 

financial improvement in FSS 

 

2.2.2  Location Theory 

Desai and Low (1987) stated that financial innovation is the method which can make the 

integrity of financial management come true. He utilized this theory to confirm and 

measure the gap in the scope of acquirable product in financial management which 

indicates the potential opportunity of the new products innovation. The radical change of 

financial innovation might necessitate a new location, new staff, new IT platform and 

new processes which will result to a new FSS Centre. (Schulman, 1999). 

2.2.3 FinanceShared Service Models 

From the onset of FSS, it is important to recognize that each organization will have to 

discover its own route to efficient shared services architecture. The idea of a single best 

practice approach is at best naive and at worst dangerous to the organization’s health. 

What works for one firm will not necessarily work for others. This section attempts to 

discuss in general terms the approaches that could be considered; Consolidation at Single 

Lower-Cost Location whichentails relocation of a finance staff from a large number of 

dispersed locations to a single location. In many cases, expansion over time has led to a 

dispersal of finance staff across a number of sites and this creates problems in terms of 

co-ordination and communication. This model has proven to be an effective way of 

freeing up the expense of fixed assets/real estate in high-cost metropolitan locations in 

favor of lower-cost more accessible locations (Quinn et al., 2000). 

Independent Model; this involves taking staff from finance functions across different 

locations and putting them together at a single location. This approach is usually modeled 

on the experience of multinational corporations that have brought finance staff from 

across a region, such as Europe, to a single low-cost tax efficient location. Processes are 

often reorganized for the FSSC to improve efficiency, new technology platforms are 

usually put in place. In addition, the move to FSSC will typically involve the migration of 

finance systems from a number of different legacy systems to a new Enterprise Resource 
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Planning (ERP) platform. The main benefits of this approach are savings in terms of staff 

costs, fixed assets and IT costs. The FSSC remains part of the existing organizational 

structure and has limited independence. Costs are typically chargedback to the client 

units (Quinnet al., 2000). 

The virtual shared services center Model involves the use of ERP and other technologies 

to connect staff in different locations and thus avoids the need to move staff to a central 

location. Evidence from private sector organizations is that virtual FSSCs are difficult to 

operate in practice. In particular, the absence of regular face to-face contact can lead to a 

lack of cohesiveness and problems of co-ordination among staff at different locations. In 

addition, some organizations have found that the enabling technologies such as intranets 

and video-conferencing have not lived up toexpectations. Though the virtual model 

conjures up images of technology, enabling knowledge workers indifferent locations to 

interact in real time, in reality the virtual FSSC is often a compromise solution based on 

the reluctance or inability of the organization to move to a new location.(Quinn et al., 

2000). 

Outsourcing; According to Mbugua, (2010) Outsourcing FSS entails a contractor 

providing services that were previously provided in-house. Outsourcing contributes to 

improved efficiency and reduced costs of operation. Most services provided by 

outsourced vendors are offered on a fee-for-service basis thus helping a company to 

become more flexible by transforming fixed into variable costs. Outsourcing may provide 

a firm with increased flexibility in its resource management and may reduce response 

times to major environmental changes. Companies are also able to focus on its core 

competencies hence freeing them to invest more time and energy in building the firm’s 

core businesses without being burdened by the demands of bureaucratic restraints. 

Outsourcing is no longer focused on just reducing operating costs but is considered as 

one of the best ways to streamline many core and support finance and accounting tasks. 

Finance leaders not only differentiate between provider capabilities, but also worry about 

loss of their own capabilities through outsourcing. Unilever’s Kaufmann while giving his 

opinion in ACCA (2012) is worried about the danger of outsourcing in relation to 
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maintaining tacit finance knowledge in house. He concludes, ‘a number of companies 

have outsourced their entire knowledge of process and they don’t have a grip on it any 

more.  

2.3 Determinantsof Finance Performance 

Financial performance of a firm is dependent on several factors including corporate 

governance, ownership structure, capital structure and economic condition. 

Corporate governance practices are the structures and behaviors that guide how a 

business entity sets its objectives, develop strategies and plans, monitors and reports its 

performance and manage its risk (Reddy, 2010).Good corporate governance practices 

enhance the performance of a firm (Chugh et al., 2009) 

Economic condition of a country can affect a firm’s performance on multiple fronts. Cost 

of borrowing can negatively influence the firm’s capability to generate finances and 

invest in projects (Ntim, 2009). Prices of Utilities, high costs associated with plant and 

machinery due currency deterioration, high inflation rate or low income level of people 

can decrease the demand for industrial goods and hence negatively impact firm’s 

performance (Forbes, 2002). 

Capital structure; it refers to the ratio of debt and equity financing. High debt ratio tends 

to lead to high performance as it helps mitigate the agency conflict by reducing free cash 

flow of the firm, while too less equity financing increases the control of the owners to a 

large extent (Abu Rub 2012). Internally generated finances have the highest opportunity 

costs for the firm because retainment of profits can affect share holder trust (Lewellen 

and Lewellen 2004).Firms decision on the source of finance is based on cost associated 

with the source and the capital structure of a firm 

2.4 Empirical Review 

A study done by Hackett group in2006 on Shell Limited on FSS established that Shell 

had been able to reduce turnover of finance operations talent by boosting engagement and 

focus on enhancing career development opportunities, its FSS also resulted to a 
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standardized, improved, and embed single-point accountability, co-locating it with other 

functions including customer services, contracting & procurement, human resources 

services, supply & distribution resulting to improved efficiency. Shell’s financial 

operations have gone from just collecting and cleaning data to proactively mining the 

data.According to the Hackett Group Study, the FSS model is a proven optimization 

strategy for cost, quality and risk. Many Service Shared Organizations (SSOs) have been 

created to gain advantages in labor cost arbitrage, as well as other advantages that 

centralization and standardization can offer e.g. operational efficiencies, lower error rates 

and flexibility. According to the Hackett Group’s 2010 study on finance shared services, 

respondents reported that in the 12 months after the study, SSOs had led to significant 

improvements in productivity, quality and customer service.  

Top-Quartile Performance Institute (TQPI) carried out a research in 2009 on Dell 

Company in United States who wished to reduce its administrative costs. Dell had 

consolidated its finance and accounting functions for their subsidiaries into a single 

financial shared services center. The original intent was to achieve economies of scale, 

and to identify and target further efficiencies by having a single view of the finance 

functions. Three years after launching the FSS, the project was considered a failure. 

Processes were still not standardized across the operating companies, costs were higher, 

quality and cycle times had declined, financial reporting was both inconsistent and 

unreliable, and vendors were frustrated with slow and inaccurate payments. $56 million 

had been spent with one of the large consulting firms with little more than a library of 

inaccurate process, diagrams and a disdain of consultants to show for it. 

 

TQPI identified the following as the causes of FSS failure; the FSS lacked authority to 

drive change and enforce quality control outside its own four walls, and the center was 

unable to accurately measure and bill the operating companies for the cost of its services, 

so there were no incentives for the operating companies to partner in solutions or to 

eliminate their own defects 

TQPI did a second study in 2010 on the Dell following a successful review of its FSS and 

established that Dell was able to achieved $2.5 million savings in the first year. After four 
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years, savings exceeded $20 million, with the FSSC handling more than twice the 

original volume with only two-thirds the original staff. Customer (the operating 

companies using the FSS) satisfaction soared. Eight years later, their savings had 

exceeded $70 million.  

Mbugua (2010) in his study on the effect of shared service on cost reduction in East 

African Breweries Limited (EABL), administered semi structured questionnaires to all 

functional heads of the following departments;  procurement, information technology, 

finance, human resources and managing directors of the Kenyan based companies Kenya 

Breweries Limited, United Distillers Vintners, CentralGlass Industries, East Africa Malt 

Limited. The study purposively sampled 10 respondents. Secondary data sources used 

included financial reports and cost report from EABL. He established the following; 

transactional processing had improved by 50%, the average number of manual journal 

vouchers raised in a month reduced by about 70% and the average number of invoices 

processed reduced by44%. He also noted that the average number of days taken to 

produce monthly accounts reduced by 57%, the average number of days taken to fully 

process and pay an invoice reduced by 33%, 8% reduction in salaries and wages costs 

and improved inventory management. 

2.5 Summary of theLiterature Review 

According to outsourcing model of FSS developed by Mbugua (2010), outsourcingis 

considered one of the best ways to streamline core and support finance and accounting 

tasks, improve efficiency and reduce operating costs. The virtual shared service center 

model by Quinn et al, (2000) on the other hand suggests that the use of ERP and 

technologies will help achieve cost reduction and improve efficiency through interacting 

in real time. 

According to the Hackett Group Study, the FSS model is a proven optimization strategy 

for cost, quality and risk. Many SSOs have been created to gain advantages in labor cost 

arbitrage and operational efficiencies,Mbugua (2010) study also established that that 

shared service resulted to reduced costs and improved transaction processing in EABL.  

TQPI (2009) study on Dell Company established that FSS had not improved Dell’s 
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performancein the first year since their operating costs increased and financial reports 

were inconsistent due to poor implementation but later on Dell was able to register 

savings in the following years. In all the foregoing studies, the studies failed to identify 

the starting point of FSS models, the theory also failed to specify which finance tasks to 

be outsourced and which ones to be retained within finance department. 

 

 

CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 Introduction 

This chapter describes the method that was used to collect and analyze data in order to 

derive the findings in the study. Research methodology deals with general approaches or 

guidelines to conducting research. It provides the principles for organizing, planning, 

designing, and conducting research. It also refers to a strategy of enquiry which moves 

from the underlying assumptions to research design and data collection (Kothari, 2004). 

The method includes research design, data collection instruments, data collection 

procedures and data analysis procedures 

3.2 Research Design 

The research designadopted in this study is descriptive research which refers to present-

oriented research that seeks to accurately describe the situation as it is. It also refers to a 

process of data collection to test hypothesis or answer questions that concerns status of 

subject under study (Kothari, 2004). 

The function of a research design is to ensure that the evidence obtained enables one to 

effectively address the research problem as unambiguously as possible. It involves 

identifying the research problem clearly and justify its selection, reviewing previously 

published literature associated with the problem area, clearly and explicitly specifying 
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hypotheses i.e., research questions central to the problem selected, effectively describe 

the data which was necessary for an adequate test of the hypotheses and explain how 

such data was obtained, and describing the methods of analysis which was applied to the 

data in determining whether or not the hypotheses are true or false. 

Descriptive research designs help provide answers to the questions of who, what, when, 

where, and how associated with a particular research problem; a descriptive study cannot 

conclusively ascertain answers to why questions. Descriptive research is used to obtain 

information concerning the current status of the phenomena and to describe what exists 

with respect to variables or conditions in a situation. 

3.3 Population 

Population refers to individuals in the universe who possess specific characteristics or a 

set of entities that represent all the measurement of interest to the researcher (Kothari, 

2004). 

The population of this study consistsof manufacturingand allied firmslisted at the Nairobi 

Securities Exchange as at 13th July 2015as shown in the Appendix, indicating 9 listed 

manufacturing and alliedfirms.The studyadopted census method of data collection since 

the population size is small as well as increasingconfidence interval. 

3.4 Data Collection 

Secondary data was used in this study because of its accessibility and reliability. The 

secondary data was extracted from the financial statement of the listedmanufacturing 

firms that have implemented FSS. The period under consideration is 3 year prior to 

implementation of FSS and 3 year following FSS roll out. 

3.5 Data Analysis 

The study adopted quantitative method since the study is more concerned with 

relationships between variables and analysis of causal using numerical data and statistics. 

Chi square testwas used to analyze association between the mean of some of the financial 
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performance measures like Return on Equity, Earnings per share, Market price per share 

and Return on Capital Employed.  

3.5.1  Analytical model 

The study usedChi square test to establish the existence of association of thefinancial 

performance measures like Return on Equity, Earnings per share, Market price per share 

and Return on Capital Employed three years mean from the period prior to FSS and 

period after FSS implementation to determine the effects of FSS on the financial 

performance. 

Chi Square test:x2= (o-e)2/e 

That is, x2 chi-square is the sum of the squared difference between observed (o) and the 

expected (e) data divided by the expected data in all possible categories where; 

Table 3.1 Financial performance measures 

VARIABLES Before FSS After FSS MEAN 

Return on Equity       

Earnings per share       

Market price per 

share 

      

Return on capital 

employed 

      

Source: Research Findings 
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3.5.2  Test of Significance 

Inferential statistics was used to test the significance of the relationship between the 

return on equity, market price per share, Earnings per share and Return on Capital 

Employed variables for the period prior to FSS and period after FSS, a chi-squared 

probability of less than or equal to 0.05 or the chi-squared statistic being at or larger than 

the 0.05 critical point will be interpreted as justification for rejecting the null hypothesis. 

The alternative hypothesis corresponds to the variables having an association or 

relationship where the structure of this relationship is not specified 

     

    

CHAPTER FOUR 

DATA ANALYSIS, RESULTS AND INTERPRETATION 

4.1 Introduction 

This chapter presents the research findings on the effects of finance shared service on the 

financial performance of manufacturing firms listed in the Nairobi Securities Exchange. 

The study was conducted on 6 years period where secondary data of 3 years prior to 

implementation of FSS and 3 years after FSS was used in the analysis. Chi square test 

was used to determine if there is an association between FSS implementation and 

financial performance. 

4.2 Research Findings 

Data collected for this study was analyzed by using descriptive statistics. Descriptive 

statistics was used to analyze secondary data by way of mean, chi square test and test of 

significance. Chi square test was to establish if there is an association between FSS and 

Financial performance for the firms that have implemented FSS. Only EABL has 

implemented the Finance shared service in the category of manufacturing and allied firms 

listed at the Nairobi securities Exchange. 
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Table 4.1 EABL financial statement extracts   3 years prior toFSS 

implementation. 

Financial performance measures 

‘000’ 

2009 2008 2007 Mean 

Gross profit 16,846,229 17,481,103 15,258,316 16,528,549 

profit from operations 10,396,026 10,883,834 10,635,771 10,638,544 

Earnings per share 8.71 9.55 9.31 9.19 

Return on Equity 0.370 0.43 0.39 0.397 

Return on Capital Employed 0.33 0.39 0.37 0.363 

Market Price per share(MPS) 151 199 154 168 

Source: Research Findings 

From table 4.1above, EABL’s Gross profit increased from 2007 to 2008 by 15% and a 

slight decline of -4% from 2008 to 2009. There was a slight improvement in EPS from 

9.31 in 2007 to 9.55 in 2008, then a slight decline to 8.71 in the year 2009…Return on 

Equity also followed the same trend of an improvement from 0.39 in 2007 to 0.43 in 

2008 then a slight decline to 0.37 in 2008. ROCE also improved from 0.37 to 0.39 in the 

year 2007 and 2008 respectively, and then a slight decline in 2009.There was a 

tremendous growth in EABL Market share price form 154 in 2007 to 199 in 2008 then a 

sharp decline to 151 in 2009. 

 

Table 4.2 EABL financial statement extracts 3 years after FSS implementation. 

Financial performance measures ‘000’ 2012 2011 2010 Mean 

Gross profit 28,657,047 22,066,893 19,142,272 23,288,737 

profit from operations 18,623,227 12,427,512 11,255,869 14,102,203 

Earnings per share 13.46 9.31 9.08 10.616667 

Return on Equity 1.28 0.34 0.37 0.663 

Return on Capital Employed 0.35 0.27 0.33 0.317 

Market Price per share(MPS) 227 193 181 200.333 

Source: Research Findings 
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From table 4.2 above, EABL successfully implemented its finance shared service in 

2010, integrating and unifying its business processes across the East Africa region i.e. 

Uganda, Tanzania Kenya, Burundi and Rwanda resulting to greater efficiency and 

improving its leading position in the market place. Gross profit increased by 15% and 

30% from 2010 to 2011, and 2011 to 2012 respectively. EABL also recorded growth in 

its EPS from 9.08 in 2010 to 13.46 in 2012. ROE, also improved from 0.37in 2010 to 

1.28 in 2012. EABL recorded a slight growth in its ROCE from 0.33 in 2010 to 0.35 in 

2012. Market Price per share also increased significantly from 181 in 2010 to 221 in 

2012. 

 

 

 

 

 

Table 4.3  EABL costs 3 years prior to implementing FSS 

Cost Elements 2009 2008 2007 MEAN 

cost of sales 17,561,486 15,007,009 19,536,924 17,368,473 

other operating 

Expenses 

496,883 599,354 473,756 523,331 

selling& 

Distribution 

2,115,356 2,163,860 2,570,619 2,283,278 

Advertising 

Expenses 

3,837,964 3,834,055 4,842,028 4,171,349 

Source: Research Findings 

 

Table 4.3 shows that cost of sales declined by 23% in 2008 and increased by 17% in 

2009. Other operating expenses increased by 27% in 2008 and declined by 17% in 2009. 

EABL also recorded a decline of 15% and 2% in selling and distribution expenses in 

2008 and 2009 respectively. Advertising expenses declined by 21% in 2008 and 

increased by 0.1% in 2009 
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Table 4.4  EABL costs 3 years after implementing FSS 

Cost Elements 2012 2011 2010 MEAN 

cost of sales 28,657,047 22,828,144 19,536,924 23,674,038 

other operating 

Expenses 

3,797,208 320,673 473,756 1,530,546 

selling& 

Distribution 

4,588,896 3,491,554 2,570,619 3,550,356 

Advertising 

Expenses 

7,450,204 6,474,500 4,842,028 6,255,577 

Source: Research Findings 

 

Despite implementation of FSS, EABL continued to record increase in its cost of 

operation, from the above table 4.4, costs of sales have increased by 46% from 2010 (the 

implementation period) to 2012. Other operating expenses have also increased by 87% 

from 2010 to 2012, selling and distribution expenses have also increased by 78% and 

advertising expenses by 54%. 

4.3 Interpretation of the findings 

Table 4.5 Financial Performance means before and after implementation of FSS 

Financial performance 

Measures 

3 year Mean Before FSS 3 year Mean After FSS 

  Observed(o) Expected(e) Observed(o) Expected(e) 

Earnings per share 9.19 9.236 10.617 10.570 

Return on Equity 0.397 0.479 0.663 0.571 

Return on Capital Employed 0.363 0.317 0.317 0.363 

Market price per share 168 167.911 200.3 200.089 

X2=0.021, P=0.039 

Source: Research Findings 

The study used chi square test of association to test hypothesis; 

H0: there is no association between Finance shared service and financial performance 

H1:There is an association between Finance shared service and financial performance 
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In table 5, the chi-square (X2) value at 3 degree of freedom was X2=0.021, This X2 is 

lower than the critical value of 7.841 at 3 degree of freedom at 5% level of significance, 

hence implementation of FSS does not have an effect on the financial performance of a 

firm. On the same note, the p-value was less that the critical value p<0.05, this supports 

the null hypothesis. The results of the chi-square test thus disapproves the existence of an 

association between finance shared service and financial performance of a firm.  The null 

hypothesis was thus accepted at 5% level of significance at 3 degree of freedom. 

 

The study also revealed that Finance shared service does significantly influence financial 

performance since the P value was less than the critical value. The costs of sales, 

operating expenses, selling and distribution and advertising expenses have been on the 

upward trend since the FSS. The improved financial performance of EABL for the period 

after FSS could have been attributed to other driving factors like expansion to new 

regions like Burundi and Rwanda, increased awareness through proper promotion and 

advertising and EABL corporate social responsibility activities. 

 

The finding of the study concurs with the finding of Longwood and Harris (2007) who 

found out that cost reduction is not guaranteed and that many firms will fail to achieve 

their objectives of cost reduction and profitability improvement. However the study 

contradicts earlier study done by Mbugua (2010) whoadministered semi questionnaire to 

selected functional heads to establish the impact of shared service on cost reduction in 

EABL. Mbugua found out that implementation of shared service in EABL had resulted to 

significant cost reductionwhich led to significant profit increment in 2010. 
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CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

5.1 Introduction 

From the analysis of the data collected, the following discussions, conclusions and 

recommendations were made. The researcher had intended to establish the effect of 

Finance shared service on the financial performance of manufacturing firms listed at 

 the Nairobi securities exchange. 
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5.2 Summary 

The objective of the study was to establish the effect of Finance shared service on the 

Financial performance of manufacturing firms listed at the Nairobi securities exchange. 

Secondary data was obtained from Nairobi securities exchange 2008 and 2013 published 

Hand book. The study used descriptive statistics by way of mean and chi square test to 

analyze theSecondary data. The study covered a period of 6 years from 2007 to 2012. 

 

The calculated X2, was less than the critical value at 3 degree of freedom at 5% level of 

significance hence there was no association between finance shared service and financial 

performance. P value was also less that the critical value of 0.05 indicating that Finance 

shared service is statistically significant. The study also shows a steady improvement of 

EABL gross profits from 2010 to 2012, with increasing costs of operation despite 

successful implementation of finance shared service in 2010. 

 

5.3  Conclusions 

The study concludes that there is no association between finance shared service and 

financial performance i.e; Return on Equity, Earnings per share, Market per share and 

Return on Capital Employed of manufacturing firms listed at NSE. Finance shared 

service is statically significant because of the much resources and restructuring that are 

involved in implementing it. 

5.4  Recommendations for Policy and Practice 

From the findings, there’s need for management of manufacturing firms with branches 

situated at different regions to clearly understand the process flow, engage the different 

team members to gain their support before implementing FSS, these will help in 

minimizing wastage and results in improved financial performance 
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There is need for management to understand and monitor the Costs of operations to 

ensure that controllable costs are brought under control with the implementation of FSS 

since its reduces duplication of key processes that were being done in various branches 

5.5 Limitations of the Study 

The study was limited to establishing the effect of Finance shared service on the financial 

performance of manufacturing firms listed at NSE, The study only looked at 10 firms of 

which only 1 has implemented Finance shared service. 

 

The study was limited to secondary data, which was obtained from Nairobi securities 

exchange 2008 and 2013 handbooks. These data was used as obtained and the researcher 

had no means of independently verifying the validity of the data which was assumed to 

be accurate for the purpose of the study. The study findings are partly subject to the 

validity of the secondary data used. 

 

The study was limited to a six year period, starting from 2007 to 2012; however a longer 

duration of the study would have captured period of various economic significances such 

as booms and recessions. This may have probably given a longer time focus hence given 

a broader dimension to the problem 

 

The study was limited to establishing effects of Finance shared service on financial 

performance of manufacturing firms listed at NSE, for these reasons other institutions 

like insurance firms, education were not incorporated. 

 

5.5 Areas of Further Research 

The study recommends that a study should be done to establish the proportion of 

financial performance that is driven by finance shared service. 

 

The study also recommends that a study should be done on the finance processes that can 

be implemented under finance shared service platform 
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The study also recommends a similar study should be done on banking sector since 

standard chartered bank have adopted Finance shared service platform. 
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APPENDICES 

Appendix I: List of Manufacturing Companies in Kenya as at 29th 

July 2015 

1. A.Baumann Company Limited 

2. B.O.C Kenya Ltd 

3. British American Tobacco Kenya 

4. Carbacid Investment Ltd 
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5. East Africa Breweries Limited 

6. Eveready East Africa Limited 

7. Kenya Orchards Limited 

8. Mumias Sugar Company 

9. Marshalls (E.A.) Ltd  

10. Unga Group Limited 

 

Source: http://www.nse.co.ke, 29th July 2015 

 

 

 

 

 

 

 

 

 

 

 

Appendix II: EABL Financial Review 2007-2012 

FINANCIAL 

REVIEW (KSH '000') 

      

Period 2012 2011 2010 2009 2008 2007 

Revenue          

55,522,166  

         

44,895,037  

         

38,679,196  

         

34,407,715  

         

32,488,112  

         

34,795,240  

Cost of Sales          

28,657,047  

         

22,828,144  

         

19,536,924  

         

17,561,486  

         

15,007,009  

         

19,536,924  

Gross profit          

26,865,119  

         

22,066,893  

         

19,142,272  

         

16,846,229  

         

17,481,103  

         

15,258,316  

Other Operating            

3,797,208  

              

320,673  

              

473,756  

              

496,883  

              

599,354  

473756 
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income(Expense) 

Selling & Distribution            

4,588,896  

           

3,491,554  

           

2,570,619  

           

2,115,356  

           

2,163,860  

2,570,619 

Administrative Expense            

7,450,204  

           

6,474,500  

           

4,842,028  

           

3,837,964  

           

3,834,055  

3,842,028 

Profit from operations          

18,623,227  

         

12,451,512  

           

1,255,869  

         

10,396,026  

         

10,883,834  

11,255,869 

Net Finance Income            

3,370,178  

              

162,523  

              

168,220  

              

653,555  

                

62,407  

                       

-    

Income from 

Associates 

 -   -             

1,143,998  

           

1,015,551  

              

808,421  

                       

-    

Reorganization costs  -   -   -              

(558,181) 

  

Profits before Tax          

15,253,049  

         

12,258,989  

         

12,568,087  

         

11,506,951  

         

12,316,332  

         

10,635,771  

Income tax expense          

(4,066,936) 

         

(3,235,329) 

         

(3,730,527) 

         

(3,244,487) 

         

(3,131,947) 

         

(3,106,880) 

Profit after Tax          

11,186,113  

           

9,023,660  

           

8,837,560  

           

8,262,464  

           

9,184,385  

           

7,528,891  

Minority Interest             

(542,526) 

         

(1,660,985) 

         

(1,658,531) 

         

(1,378,078) 

         

(1,630,591) 

         

(1,395,676) 

Net Profit Attributable 

to shareholders 

         

10,643,587  

           

7,362,675  

           

7,179,029  

           

6,884,386  

           

7,553,794  

           

6,133,215  

       

Statistics       

Number of ordinary 

shares issued in 

       

790,774,356  

       

790,774,356  

       

790,774,356  

       

790,774,356  

       

790,774,356  

       

658,978,630  

Calculation       

Earnings per share(Kshs) 13.46 9.31 9.08 8.71 9.55 9.31 

Dividends per share(Kshs) 8.75 8.75 8.75 8.05 8.05 7.7 

NetAssets Value(Kshs) 40.59 43.01 33.55 31.76 29.82 34.75 

Price to Earnings Ratio 16.87 20.73 19.94 17.34 20.83 16.55 

Dividend Yield 0.04 0.05 0.05 0.05 0.04 0.04 

Pay Out Ratio 0.65 0.94 0.96 0.92 0.84 0.83 

Price to Book 

Value(Kshs) 

5.59 4.49 5.39 4.75 6.67 4.43 

Return on Equity 1.28 0.34 0.37 0.37 0.43 0.39 
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Return on Capital 

Employed(Roce) 

0.35 0.27 0.33 0.33 0.39 0.37 

Market Price Per Share 

(Mps) 

227 193 181 151 199 154 

Source: Nairobi securities exchange Handbook 2008 & 2013 

 

 

 

 

 

 

 

 

 

 

 

 

Appendix III:  Critical Values of X2 

Degree 

of 

freedom 

Critical Values of X2  

Probability under H0 that of X2> chi square  

0.99 0.95 0.50 0.10 0.05 0.02 0.01  

1 0.000157 0.00393 0.455 2.706 3.841 5.412 6.635  

2 0.0201 0.103 1.386 4.605 5.991 7.824 9.210  

3 0.115 0.352 2.366 6.251 7.815 9.837 11.341  

4 0.297 0.711 3.357 7.779 9.488 11.668 13.277  

5 0.554 0.1145 4.351 9.236 11.070 13.388 15.086  
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6 0.872 1.635 5.348 10.645 12.592 15.033 16.812  

7 1.239 2.167 6.346 12.017 14.067 16.622 18.475  

8 1.646 2.733 7.344 13.362 15.507 18.168 20.09  

9 2.088 3.325 8.343 14.684 16.919 19.679 21.666  

10 2.558 3.940 9.342 15.987 18.307 21.161 23.209  

11 3.053 4.575 10.341 17.275 19.675 22.618 24.725  

12 3.571 5.226 11.340 18.549 21.026 24.054 26.217  

13 4.107 5.892 12.340 19.812 22.362 25.472 72.688  

14 4.660 6.571 13.339 21.064 23.685 26.873 29.141  

15 4.229 7.261 14.339 22.307 24.996 28.259 30.578  

16 5.812 7.962 15.338 23.542 26.296 29.633 32.000  

17 6.408 8.672 16.338 24.769 27.587 30.995 33.409  

18 7.015 9.390 17.338 25.989 28.869 32.346 34.805  

19 7.633 10.117 18.338 27.204 30.144 33.687 36.191  

20 8.260 10.851 19.337 28.412 31.410 35.020 37.566  

21 8.897 11.591 20.337 29.615 32.671 36.343 38.932  

22 9.542 12.338 21.337 30.813 33.924 37.659 40.289  

23 10.196 13.091 22.337 32.007 35.172 38.968 41.638  

24 10.856 13.848 23.337 32.196 36.415 40.270 42.980  

25 11.524 14.611 24.337 34.382 37.652 41.566 44.314  

26 12.198 15.379 25.336 35.363 38.885 41.856 45.642  

27 12.879 16.151 26.336 36.741 40.113 44.140 46.963  

28 13.565 16.928 27.336 37.916 41.337 45.419 48.278  

29 14.256 17.708 28.336 39.087 42.557 46.693 49.588  

30 14.953 18.493 29.336 40.256 43.773 47.962 50.892  

Source: Research Findings 


