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ABSTRACT 

The researched focused on rategi m n em "nt n ounting adoption by commercial 

banks in Kenya. It wa b [ t thnt mnny change have occurred in the 

bu. ine. s environm nt 'hi h h.'~.: I\( 1.: •• itnkd th' adoption of strategic perspectives 

if businc ic management accounting has been 

organizations develop and maintain 

t te i management accounting have highlighted the need for a 

riented approach. However, there are considerable practical barrier 

t it· implementati n uch a obtaining competitors' internal cost information, lack of 

train d pers nne! among others. The purpose of the study was to establi h the trategic 

management accounting adoption by commercial banks in Kenya. To achieve thi , the 

tudy "a guide b the following research objectives: 

1. To determine the extent to which commercial bank in Kenya ha e adopted 

strategic management accounting. 

ii. To identify the factor that influenc d th bank 

mana ement accounting. 

ad pt tratcgi 

iii. To t bli h th problem cncount r\:d in d ptin • tr, tc •i 

rn ut. Prim ry 

pul ti n 

u in 

ith h lp 

th 

n 



Performance Measures whereas Value Ch in Analy i and Activity Analysis have 

been applied to a little extent. 

The key factors in flu n in piic n l r strnil;gi management accounting in the 

commercial b nkin 1\l c 1< improve management control and facilitate 

better d ci ion 111 t c t < f impkmcntation and inaccessibility to external 

·ttut · •i · inhltllllll n ' h hli ht d a the major problems encountered in adopting 

untin . 



CHAPTER ONE: INTROD TION 

1.1 BACKGRO 

Accounting i 

to u ·r , h >th 

'(l(ld d .. i i lll 

., '\: Hmtiu ' inl 1111 II 

th th l H i. ion c>f financial and non-financial information 

n or 'Unization, which will help them make 

Mana ,cment Accounting as the provision of 

pl " ithin the organization to help them make better 

e tctency and effectiveness of existing operations. 

T aditi nail management accounting systems focused mainly on reporting financial 

me· ure, ut thi has changed as a result of the changing busines environment. 

Finan ial measures are no longer treated as the foundation of management accounting 

but a part of a broader set of measures. According to Kaplan and Atkin on (200 I) 

management accounting infonnation enhances decision-making, guide trateg 

de\elopment and e aluates existing strategies and focu e effort related to impro ing 

organizational perfonnance and to evaluating the contribution and perf~ rman e f 

organizational units and members. 

n i e or _anizations in 

nvir nm nt. Prior to th 

emir 

111 

en a ha e fa d major chang tn th ir comp titi\ 

19 0' many or •anization oper ted in a pr teet d 

littl n ed r firm to imp 

r . Durin thi 

rth 

liz ti n th K 

hi h 

in 



According to Drury (1996), management counting has been criticized because it is 

heavily biased towards the internal mp ri.on of co t and revenues, and relatively 

little attention is given to th nt in which the business operates. 

Glautier and Underdown internal orientation of traditional 

accounting information 1 for . ·trat' ic decision-making. 

rruditioullm u11 • 111 m 1 unu l did not provide accounting information that would 

to their competitive environment. However, th 

u ine ses in the world markets requires that management 

d t a trategic perspective. To overcome the deficiencies of focu ing 

n internal operations, strategic management accounting ha been 

ugce ted a \a) fon ard. 

mmercial banks. as all organizations, operate within the environment and are 

therefore environment dependent. They are also significant in the Kenyan econ my to 

~irtually all sectors. Over the last fifteen years the banking indu try, like all ther 

indu trie in the country ha e been faced with challenge ari ing from change in th 

em ironment such as liberalization a turbulent econom and government policie 

The bank ha e thu had to change to en ur th 

emir nm nt. The com mer ial bankin tor h 

o tor n h mbr ed tc hnolo 

I . HI -

urvtv 111 u h turbul nt 

en tn it' mu h m r~ 

[i r th~ impl mcnt· ti n 

r 1 r lie ti n d t in 

n 



The many changes in the competiti 

strategic perspecttve ir bu m 

implications for man em nt 

n ir nmcnt IHlV" nccc itated the adoption of a 

. urviv nd pro per. This has important 

it th y nrc to assi t the trategic process. 

Unlike th tr did n I 

COil rn I Wtth 

·n ur • th tl 

ountant, the strategist i outward looking and 

t f( rl(: ( ,Juuticr and Underdown, 2001). 

ritici m of traditional management accounting 

n emcnt ace unting ha · been identified as a way forward to 

de clop and maintain sustainable competitive advantage. 

lautier and Underdown (2001 ), strategic management accounting ha 

d ,el ped t nior management in taking a genuinely long-term view of their 

u me b~ pro iding infonnation, which (a) enables them to monitor and contr I the 

rganization · acti\: ities in a manner measurable against the strategy and objective 

and (b) contributes to the strategic decision-making process. 

The proponents of strategic management accounting ha e highlighted the need for a 

more externally oriented approach. Howe er, there arc con iderable practical barri rs 

to it implementation u h a obtaining competitor ' internal c t in ormati n. lack of 

trained per nn I among other . nl) ne tudy ha be n done in Ken · on tratcgi 

m n cment a ountin rithi (200 I) turin, 

in Ken) h ve d tud revealed th t prin ip II). I r •c 

m nt 

ith th m t mm nly ppli d in t r tin nd 

m nt untin 



Accounting in the service industry' •ith parti ular reference to the commercial banking 

sector. 

1.3 OBJ IV 

The objective o tu tu 

1. • nt t which commercial banks in Kenya have adopted 

t t •• m n cmcnt accounting. 

11. T identit) the factors that influenced the banks to adopt strategic 

management accounting. 

111. To e tablish the problems encountered in adopting strategic management 

accounting. 

1.4 IG nFIC 'CE OF THE TUDY 

1. The stud seeks to highlight the benefit of trategic manag ment 

a counting to the management of rvice organization ince m ny of th m 

ha\ on! · re ently turned their attention to 1anag m nt Ace unting. 

11. udy ,. ill at dcmi ian t dct nnin the r 
imp! m ntin th d' b) tr tc i 

iii. ill timul t int 



CHAPTER TWO: LITERATURE REVIEW 

2.1 INTRODUCTI 

ThL chapter c 

a ountin • to tn 

tl·finc 

will b · 

Ill llh.l 1 'Ill '11 t 

· 'l r. 

11 th~ d ltnition and importance of management 

the riticbms leveled against it. Then it moves on to 

ountin and the different approaches to it by the 

ll ht hh ht the tratcgic management accounting practices that 

) thi rc carch. finally the chapter looks at the strategic 

untin practice in Kenya and an overview of the Kenyan banking 

trategi management acc<>unting is a relatively new area of development in 

management accounting. As a result there is difficulty in identifying what are 

general!) accepted as e<>nstituting strategic management accounting practice . 

Ho,,ever the ke criteria used to identify such practices i that they hould be 

externally and long-tenn. fon: ard looking oriented. Thi tudy eek to d termine the 

extent to ''hich commercial banks in Kenya have adopted trategic management 

accounting practices. 

2.1.1 

n. un nt untin • 

of i nti( in m II 

in 

I 

r 



provide information for external u ers, management accounting systems are designed 

to provide information that' •ill 1 J t i n m 1-.ing within the organization. 

Management accountin 

developm nt nd e 

organizational 

rev ·nu • th tt h n 

'· ti n ~: nhan ~:.s decision-making, guides strategy 

i tin' ... , .Ill 'i s nnd focusc ef~ rts related to improving 

' . luating the contribution and performance of 

plan and Atkinson, 200 I). Therefore the scope 

beyond the traditional measures of co t and 

curTcd to include future oriented data. 

..::ingle m nagement accounting system is suitable for all organizations since 

management a ounting requirements are dependent upon the individual 

haracteri ti of each indi idual organization (Giautier and Underdown, 200 I) . Thu 

the ultimate test of a management accounting system is whether it motivate and 

a i t managers in attaining their organizational objectives in a time!), efficient and 

etfecti\e manner. 

2.2 CRITIC! , I OF AGEME A 0 Tl 

During the late 1980 . criti i m of managem nt ac ounting pra ticc. " r "ide I 

publi iz d in the profc sional and a ad mi a counting liter tur . 

ountant ha\e n criticiz d or pia ing an O\ rcmph i n pr 

n to fi llo th n that i u elul I r 

t 

nt 

in 

pi nnin 

I ru , I 

n 

untin 

m 1 t 

th t 

it 

untm 



management accounting system that wer b I te and no longer relevant to the 

changing competitive environment. 

Drury ( 1996) umm riz 

pract1ce und r th 

2 • .) 

1 tn i .\I Ji1 i isms of the management accounting 

l in • • 

nt 3 rountin, docs not meet the needs of today's 
n ironment. 

ccounting ystcms have been accu ed for being unable to 

td· pt t 111 rn t hnologie . With advancement in technologies, many companies 

f und that in rder to compete successfully they had to produce innovative product of 

high qualit) at a relati ely lo\! cost and also provide a first class customer crvicc. 

l dern technologies have resulted to changes in cost behaviour pattern uch that 

mo t of the firms· costs ha e become fixed in the short term . This ha cau cd problem 

in u ing traditional management system in terms of how to compute product co t , 

ho\\ to modif) control systems and how to measure performance in order to meet the 

ne\\ strategic goals of their organizations. 

Traditional management accounting places greater empha i on r p rting dire t labour 

c t and efficien y \\hile giving little attention to rep rting and c ntr lling dire t 

material nd O\erh ad t . It at o fail tore quality, rcli bilit ·• 

d-tim f1 . ibility and cu t mer 

UCI 

II 



processing costs were high thus 

justified. 

However, in today' m tith 

allocate overh ,,d in r r 1 

inforllltii lll , 

p i tic ted o erh ad allocation systems were not 

m irt nm~.:nt, multi-product companies need to 

rc" . uh:'lidic ·. l·urther, overhead costs now form 

c mp ny osts and compared to earlier days, 

om mailer due to advance in technology. 

urnt information in order to make better decisions hence 

e. 

I n m t accounting practice follow, and have become sub ervient to 

financial ac untin requirement 

aplan argued that management accounting is influenced by financial 

a unting requirements. They noted that product costs that were computed for 

financial a counting purposes were also being used for decision-making. o t ba ·ed 

on principles of financial accounting provide satisfactory estimates for allocating co ·t 

bet\\ een costs of sales and inventories for external reporting purpo e . I iO\ ver, it 

di tort individual product costs through eros - ub idization ari ing from the 

mi all at ion of overheads co ts. 

tudy d n in th 

pre red intern I r fit 

in 

fi 

. . b. Drur) t al ( 1993), r ned that 97% of mp nic~ 

int m I 

ti n 

rtin 

rtin re uirem nt 

nd the • ~t m jorit 

tin • 

rc . t m I 



2.2.4 Management accounting focu e almost entirely on internal activities, and 
relatively little attention i giY n to th e ~ternal nvironmcnt in which the 
business operate . 

Traditional manag m nt 

int rna! compari m 

bu inc 

out th ·tt ' th • u 

~ n a used of being heavily biased towards 

1 •noring the external environment in which 

"e"",..l' ulkr ( 1990) report on strategy formulation found 

rm tion is 1cnerally rare.... ompany annual reports 

urcc of strategic information". The Traditional 

1pp1 ) , ·h )I m 1 unn p fi d c not provide the required information for trategic 

d · ., ·i m·m in . 

Further. traditional management accounting ignores strategic indicator of 

perfi nnan e uch as customer satisfaction and competitor's strength, which provide 

advance ignal of the need to change competitive strategy. A ucce ful bu ine 

trateg) requires the de elopment and maintenance of orne form of u tainable 

relati\e competiti\e. Therefore management accounting information should highlight 

the relati\e competitive positioning of the organization. 

2.3 DEF ilTIO T OF TRA TEGIC M T 

Du to the variou critici m 

In itute of 1anagement c ountant commi i n d an invcstig ti n t n.: ic\ th 

re 

m 

rn nt nd th ' riou cl im in ut it. 'I he 

nd Bhim ni (I 

th t 

Ill nt 

ntnhuti n 



as non-financial infonnation and intemall gen rated information (CIMA Official 

Tenninology, 2000) . 

Simmonds (1981) wh tr~t 

as the provi ion tnd 

competitor whi h t 

bu ill · 

inform IIi m m th 

J th~ ll rm ~trnt )i management accounting, views it 

l llll nt a ountin ) data ab ut a business and its 

'lopmcnt and monitoring of the strategy of that 

fm d it · s the provtsion and analy is of financtal 

md th • m mi rin he cnterpri c tratcgics and those of its competitor in the c 

nw11 r of periods. 

l re recent!~. Inne 1998) has defined strategic management accounting a the 

pr 'i i n of infonnation to support the strategic decisions in organization . Thu 

de ptte the Ia k of consensus on what constitutes strategic management accounting 

there are e\ era! elements that are consistent in the various definition provided. It 

major feature is its ex1.emal emphasis where traditional management accounting ha 

extended its focus to include infonnation about a firm's competitor and environment. 

trategi management accounting al o viewed a pro iding informati n that 

upports an organization· trategic po it ion hen en uring that it gain comp tit ivc 

d\ anta~e O\ er it competitor . It tc hniqu ar th r fore d ign d to up port th 

0\erall ompctithc trate • o the org nizati n. 

2.4 

2.4.1 imm 

u h tl rl 

R 

rk 

mu 

. I 

ul 

untin 

() 

n uri ut d 



competitiveness. This information provide d n e warning of the need for change in 

competitive strategy. 

To obtain trategic 

curve for forec~ tin , 

th · firnt . p i ·iu 

prolit' ·l1ti 111 !111 

mm nd .. u•) stcd the importance of the learning 

duction . I Je also suggested the use of 

1h ir major competitors' cost tructure and 

. f·urthcr asses mcnt can be done on cost volume 

t r in order to predict their pricing responses. 

and pnce . immonds also focused on volume and market share. He 

rganizations need to monitor their major product ' market hare 

m 'ement to check ' ·hether it is gaining or losing position and al o the trength of 

their mpetitors. He suggested that market share statements should be incorporated 

into management accounts. 

2.4.2 Porter (1985) 

Porter ( 1985) argues that competition is at the core of the ucce or failur of firm 

and that it determines the appropriatene s of a firm' acti iti h r fore a firm 

require a competiti e strategy that would enabl it t bli h a pr fita 1 and 

u t inable po ition. Porter tate that t\ o 

c mpetith trote th fir t i th aura ti\'enc 

p fitabilit. tennin it nd th 

titi 

r u I 

und rli th 

industric r I n '-tcnn 

nd i the dctcrmin nt of 

nun itt r u t in 



The collective strength of the e five cornpetiti e fi rce determines the ability of firm 

in an industry to earn, on a erage. t f remrn n investment in exces of the cost of 

capital. These force detennin inJu~try pr fit. hilit be ausc they inOuence the prices, 

costs, and required inv tm nt t tnll in . n industry, that i ', the elements of return on 

investment, 'J h • urics from industry to industry and can 

r ult is that all industries are not alike from the 

)n th 1th ·r h 11 m m indu tric , some firms are much more profitable than others 

f "h 1t the a~erage profitability of the industry may be. Porter argue that 

p1·iti nin' determine "hether a firm's profitability is below or above the indu try 

average. finn that can position itself well may earn high rates of return even though 

indu tr) tructure is unfa curable and the average profitability of the industry 

therefi re mode t. The significance of any strength or weaknesses a firm po se · ·e 

ultimate!) a function of its impact on relative cost or differentiation. 

Porter ( 198 -) suggests that these two basic types of competitive advantage combined 

with the cope of acti ities for which a firm eeks to achieve them, lead to three 

generic trategie for achie ing above a erage performance in an indu try. 

o leader hip· \\hereby a firm aim to be th lo"c t co t pr du cr ' ithin th 

indu tf) thu cnablin it to c mpete on the r thcr th n 

p 0 c may in ludc 

uni 

hi h it i 



achieve a competitive advantage in it tar:.et egments even though it does not posses a 

competitive advantage overall. Thi tr tegy hn. two variants, cost focus and 

differentiation focus. 

mt t tit1 position can be shaped by a firm . While 

. r f1 tion of factor· over which a firm has little 

on idcrablc power to make an industry more or 

til a firm can clearly improve or erode its position within 

ice of trategy and as such firms will place more emphases 

un ing techniques depending on the strategic option they adopt. Thu 

th ·rei an d t1 r management accounting to support a firm's competitive strategies in 

rder t achie,·e ustainable competitive advantage. 

2.4.3 Bromwbich (1990) 

Brom\\ hich (1990) looked at strategic management accounting from the per pective of 

considering the benefits which products and service , offer to customer . lie ought to 

compare the relative costs of the attributes with what the cu tomer was v illing to pay 

for them. He argues that it is the attributes, which need to b th ubje t of appr priate 

anal i , and the purpose of the analysis v ould b to match co t to th enefit th 

provid to the u tamer for each of the attribut that ar beli ed to f trat gic 

tm 

B m' hi h on lud d th t informati n ~ ut numb r f dcm n nd 

n 

th uri ut p 



accounting information throughout the organization and active involvement of staff 

from across a broad spectrum of man gernent functions. 

According to Roslender t t I ) th ddining characteristic of strategic 

management accountiu • i~ u ~ II.; nul f( us. II~; argues that within this emphasis, 

there arc thrct: mr liter~, u tom~;r ·, and linking them, products and that 

'lttHl' 'ic Ill Ill I ', Ill cks to produce a range of information about the e 

2. T ME T ACCOUNTING PRACTICE 

lth ugh trategic management accounting has been identified as a way forward there 

as )et no comprehensi e framework as to what it constitutes. However variou 

practices have been suggested as forming strategic management accounting by the 

different contributions made to its development. The practices discussed below will be 

considered in this research. 

2.5.1 Cu tomer Profitability Analy i 

In in reasingl • competiti\e markets, it is critical to knO\ cu tomer, mark t and 

channel of di tribution profitability. Companie ' n d to b abl to quantif · nd 

pr nt the implication of their trading relation hip that the an add r I vatu 

ommer ial d i ion . c ording to I uti r and 01 on 

uld n \\t:r k ~ qu tion '"hi h onv nti ountin' ils t ddrl: ., 

llin t mp D) m t ur r fit ilit rit ri nit 

II 

m nt 

t It 

r 

ur ll 

d l 



4. Do our largest account 

advantages of volume 

distribution and di 

5. hould we drop 

earn u ren onable contribution, or are the 

t b th osts of promotional activity, 

rcnnm~o:< from the distribution, marketing and sales costs 

manufactured. For decision making purposes, 

1ctivit ma e u ed to assign post manufacturing costs to 

he e co ts reflects the different ways in which customers 

c m ·tun re urce . uch differences have an overall impact on the profitability of 

n ing ditTerent cu tamers. ithout accurate customer profitability information, a 

m an) may make strategic errors. Failing to price differences in ervice levels 

prm ide incenti\es for customers to use what appear to be 'free' services and impo e 

the co t on other customers. 

2.5.2 Competitor Analysis 

According to Glautier and nderdown (2001) a competitor analy i tart with 

identifying competitors and potential competitors. After competitor ar identifi d th 

focus hifts to attempting to understand them and their trateg) . What ar th 

ompetitor · obje tiv ? \\ hat trategie are the mpetit r pursuing nd how 

u e ful are the.? What are the comp tit r tr~:ngth nd "cakncs. cs? 1 h 

id ntific ti n and valu ti n f ompetitor · tr ngth nd "t.: kn~: t.: i t tht.: , c r · 

h rt o a'' 11-d ' m titi\ 

n 

ult rdin n\\ i .h n 



configured in a way in which it can b used for strategy is thought by many 

commentators to be a major contemp r 1 hallenge to accountants " 

2.5.3 Competitive Po iti n . \n~l. !>i. 

ThL i the analy i 

monitorin • trcu J iu 

. tl ·s. rhi . inllllllll(l 

. .4 ti f) n h · 

t <. it ions within the industry by assessing and 

, market ·hare, volume, unit costs and return on 

a~i for the assessment of a competitor's market 

P rter ( 1 -) ugge ts that firms can be viewed as a flow of activities performed to 

pr 'ide products or services to customers. Activity analysis views the bu iness a a et 

of linked a ti\ ities that ultimately add value to the customer. It focuses on managing 

the bu ine s on the basis of the activities that make up the organizati n. Be ide 

providing information on what activities are performed, it provide information on the 

cost of activities. why the activities are undertaken, and ho.. well they are perf~ rmcd 

(Drury. 2004). This ie" enables management to judge each acti ity a value-added or 

non-value added. 

alue added acti\'itie ontribute omething that i worth\ hil to th rganiz ti n nd 

s. \ hc.:r· n 

rn n . ~nu~.:d 

in r th 

tn 



is the linked set of value creating a tiviti all the way from basic raw materials 
sources for component uppli rs thr u h t th ultimate end-use product or service 
delivered to the cu tom r. 

optimize linkage~ in th 

lu h. in . n. I . is is used to analyze, coordinate and 

h. tn I rur , ">004). The linkages in the value chain 

·n th~ r( rf( rmancc of one activity and its effects on the xpr 

·h lin 1 ·l1th 

2) adv cate that a company should evaluate its value 

chain of it competitors or the industry. They ugge t that 

th • f11l ''in~ m lh 

l. ldentif) the industry s value chain. This is composed of all the value creating 

acti\itie ' ithin the industry, beginning with the ba ic raw material and 

ending with deli ery of the product to the final cu tomer. Ba ed on the 

indu ti) ·s alue chain, a company's internal value chain should be 

identified. This is composed of all value creating activitie within a 

compan . The represent activities that are the building blocks \ ith \ hi h 

company in the industry ha e created a product that buyer find aluabl . 

Co ts. revenues and assets should than be a igned to acti itie to a ertain 

their value. 

the o t drivers r •ulating h v lu ti ity. 

, ith r th u h nt \l in t drh cr 

' lu . I · 

h thh 

rin 

tt r tl n m tit 



result in lower cost and/or enhance differentiati n. The e linkages can be within the 
firm or between the firm and it upplier. nd u. tomers. The vatu chain comprises of 
five primary activitie 

defined equentially 

and . at nd rvi 

and in lud ih • Jmn ' 

pw u• 111 ·ut 

•'- .(l 

r I supp rt o tivitics. The primary activities are 

p ra1ions, outbound logistics, marketing, 

i1i s ~xist to 'upport the primary activities 

tru lure. human resource management, technology and 

r 1r, ·t L a cu t mer-oriented technique that is widely used by Japane e 
• mpanie nd' hi h h recently been adopted by companies in urope and the U A 
(Drur). 20 4 . major feature of target costing is that a team approach i adopted to 
a hieve the target cost. The aim is to achieve the target cost specified for the product at 
the pre ribed le el of functionality and quality. 

The major ad antage of adopting target costing is that it is deployed during a product' 
de ign and planning stage so that it can have a maximum impact in determining the 
level of locked-in costs. It is an iterative process ~ ith the de ign team, ' hich id all 
hould re ult in the de ign team continuing with it pr duct and pr c design 

attempt until it find de igns that give an e. ·peeled co t that i equal or lc than the 
target o t. Thu the aim is to de ign a produ t with an exp ted t th t d n t 

e: 

2 .. 

n tin in mt ti n t 

. It 

lh: 
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2.5.8 Non-financial mea ure ofPerformance 

More recent contribution to t t gi m n ~m~nt a c unting have emphasized the 

role of management a counttn nd . upporting the overall competitive 

strategy of n b\:haviour that i consistent with the 

organ izut ion' 

frum ·wot k >f 

lin an 'ial m 

hdn given to developing an intergraded 

u cmc.nt that can be u ·cd to clarify, communicate and 

n (l mry, 2004). 

m n cmcnt accounting control systems tended to focus mainly on 

f per onnance During the I 980s greater empha i wa given t 

in, r ratmg int the management reporting systems those non-financial performance 

mea ure that prO\ ided feedback on the key variables that are required to compete 

ucce full) in a global economic environment. Previous systems that incorporated 

n n-finan ial measurements used adhoc collections of such mea ures, more like 

checklists of measures for managers to keep track of and improve than a 

comprehen he S)Stem of linked measurement. 

The need to integrate financial and non financial mea ure of p rforman e and identif 

ke. perfonnan e measures that link measurement to trategy led to th mergence o 

the balan ed ore ard - an integrated · t of p rfonnanc m a urc deri ed fr m th 

c mp ny 

r aniz.ati 

trategy that give top man cment a fi t but omprt:ht:nsi\ c icw f the 

d ore rd phil phy um th n r • niz ti n' 



assumption of the balanced score ard i th t ea h performance measure is part of a 
course and effective relation hi in o in~ linkage from strategy formulation to 
financial outcome . Th umpti n th. t th~r is n cau c and effect relationship is 

th nh:. sm~ mcnts relating to the non-financial 

1 t tutut hnun ial per(! rmances 

necessary b cau it 

pcrsp ctivc to b • u ·d t 

Non· 111 m 1 1! m 
Ill \II 

2.6 F 

f t fccdhack , for instance, the operators can detect 
1 they arc provided with training and equipment that 

quality, rate of flow, set up time, etc. Performance 

ed on non-financial measures reports may be provided daily, 
required. 

'FL E. CING TRA TEGIC MANA GEM NT 

CCO IT 'G ADOPTIO 

2.6.1 ImproYed lanagement Control 

1anagement control is the process that links strategic planning, that i . etting o erall 
corporate strategies and objective over the long term, and operational control, that i , 
the proce of en uring that specific and immediate ta k are carried out rury I 6). 
The purpo e of management control i to control the day-to-da acti iti and to 
en ure that the re our o re pon ibility c ntcr ar u d eft ti I · and cffi icntl · in 
pu uit ofth at ofth or niz ti n. 

m nt th t pp 

lh r n n· 

ti 1\ 

in 

ntin 



planned inputs in the future. Thi ompari n hould result in a review of the long
term plan and an asses ment ofwh t p re .. hn, b~cn made towards the realization of 
the organizations obje tiv :-.. . ln dditi n the.: mpari on enables management to 
rev1ew the long-r ng th s in the.: li '"' of new circumstances that may have 
rendered tho 

c that communicate· economic information to people who 
in an anization. There are many users of accounting information, 

require information that will assist them in their deci ion 
making and control acti ities. anagement accounting is concerned with the provision 
of inti nnati n to people \\'ithin the organization to help them make better deci ion . 
Befi re good decisions can be made there must be some guiding aim or direction that 
"ill enable the decision makers to assess the desirability of favouring one cour e of 
action over another. 

Deci ion-making entails identifying objecti es or goal of the organiLation, and nee 
identified. a search for a range of po sible cour ·es of action or trategies that might 
enable the obje tive to be a hie ed i carried out. e. t data i gathered a ut th 
altemathe trategie and the mo t appropriat alt mati le t d and impl mentcd . 

trategi m na ement a ountin facilitat thi pr b · en blin , th pr i ion f 
th int m I nd e. t m I in rmation thu n unn ttcr d i ion n.: m d • 

ur 

re nin n t 

in 
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foundation for performance mea urement and control to treating them as one among a 
broader set of measures. 

Changes in the c st tru t 1 

chang in emphu i In 

nd m dtti c nvironmcnt were responsible for this 

( mpctit ivc environment organizations are 

u;)lit . d livery, reliability, afler sales service and 

tl v riablcs i directly measured by the traditional 

de pitc the fact that they represent major goals of 

c c change have resulted in much greater empha i 
n n n-financial performance measures that provide feedback on the key 

varia I · required t compete uccessfully in today's competitive environment. 

... u tomer Profitabili Analysi 

In the past management accounting reports have tended to concentrate on analyzing 
profits b) products. Cooper and Kaplan ( 1991) however, have drawn attention to the 
need to al o anal 7e profits by customers using an activity ba ed co ting approach. 
Cu tomer-profitability analysis provides important information that can be u ed to 
determine \\hich classes of customers should be empha ized or de-cmpha ized and the 
price to charge for cu tomer ervice . 

m r rofitabilit. anal) i can be u d idcnti fy unpr fitnblc cust m rs. 
tt mpt uld be m d to pc th m dit • th ir luyin, 

m pi in nd rd 
llin n 



profitability analysis therefore provide n opportunity for developing a more market 
oriented approach to management untin . 

2.6.5 ternal .nvir nm nr .\ ,t:,. llll'llf 

A ho t o :m organizations choice of direction and action 
1ructurc and internal processes. These factors, 

vhi ·h I environment, can b<:. divided into three interrelated 
in the rem te environment, factors in the industry environment, 
ratmg environment (Pearce and Robinson 1991 ). The remote 

'11\ ir 111ment mpri factors that originate beyond, and usually irre pective of, any 
·in 'le rganization firms operating situation. It organizations with opp rtunitie , 
threa . and c n traints but rarely does a single firm exert any meaningful reciprocal 
influen . 

The nature and degree of competition in an industry hinge on five force : the threat of 
ne\\ entrants. the bargaining power of customers, the bargaining pm: er of upplier , 
the threat of substitute products or service and the jockeying among current 
contestant . To establish a strategic agenda for dealing \ ith the e contending current 
and to gro\\ de pite them. an organization mu t under tand how th w rk in it 
indu try and hO\ • the) affect the organization in it particul r itu ti n. 

tin mpri fa to in the mpctithc 

in uirin n r in pr 
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2.6.6 Competitor Performance 

Assessing its competitive po iti n imprc ~.:s . n oPanizati n' chances of designing 
strategies that optimiz it n ire nmcnt. I opportunit ics. Development of competitor 
profile n ble n t1 n t ll\( r~ ·' curatcly foreca t both its short- term and 

tulf 1.tb (Pearce and Robinson 1991 ). 

lth )\1 •h th t nt n u d in constructing a competitors profile are largely 
d ·t ·rmin ·d , i u ti 1 at tactor . the following criteria are often included: market 
'h m:. u t line. effectivcnc~s of sales distribution, proprietary and key-
a· 't unt ad' nta . price competitiveness, advertising and promotion effectivcnes , 
I ·uti n and age of facility. capacity and productivity, experience, raw material co t , 
finan ial po ition. relati e product quality, R & 0 advantages/po ition, caliber of 
per nne! and the general image. 

The proce of de eloping such profiles is of considerable help to an organitation in 
defining its perception of its competitive position. Moreover comparing the 
organization's profile,: ith those of its competitors can help it manager in identifying 
fa tors that might make the competitor vulnerable to trategie that the rganization 
might choo e to implement. 
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comparing its own capabilitie '·ith tho e competitors it will be possible it will be 

possible to determine the are w er it i out tanding or deficient (Drury 1996) 

Accessing competitor ' im m l infl rm. ti n b difficult and requires a lot of 

networking. 

1 • • )untin • 

munag ment 

n I suppc t: 'J h1s is a major con traint in adopting the 

nun pract1ccs. Given that strategic management 

... u,,....,,,..h to management accounting there are no professional 

reo ering pccialized training in this area. Our professional 

cgun examining the area by including a few questions in 

unting paper . There is a need for organizations to retrain their 

management a countants. 

Lack of Trained Personnel: Due to the fact that strategic management accounting i a 

recent approach to management accounting, there have been no pr fe sional 

in titutions in Kenya offering specialized training and thus there are no trained 

personnel that could be used to implement the system. Thi al o empha i1es the need 

for organizations to retrain their management accountant in order to en ure that uch 

accountants pta their ke role of pro iding rele ant information for decision-making. 

L ck of omputer Re ource : For an organization to implcm nt trukgi 

man emcnt a ountin fully it rcquir ha ing in place an cffi icnt aut mated 

u h 110\ • or ciTe tive nd cf 1 i nt collt.: tion. nd 

utili tion o in orm th t II ' nt nd t 

th cu l m r rc m in lh m t 

quit n n t m n~ 

n: lrnpt m nt ti n 
rm 



Lack of Top Management upp rt: tegi management accounting entails an 

nsur its urvival in the competitive 

m. n,ll~llH.:nt support to ensure successful 
1\:1\\U\1 a counting. In cases where the top 

organization takmg a trat 

environment. Thi th 

imp! mentaliot 

mana • 1 'tit i 11 th' im c rtanc~ of strategic management accounting 
nm nt then such a organization would not succe sfully 

unting. 

h OJ! : 1 uman beings are more often than not resistant to change. 
fh ~ " uld rather c ntinue doing things the way they have always done them in tead 
f taking their time to learn new ways and methods. This is especially so when such 

ne\\ method are imposed on them without being consultation. Therefore it i very 
important that all those people that will be required to implement and apply trategic 
management accounting practices be involved right from the conception tage all the 
\\a#· to the implementation stage. This allows them to the own the whole pr ce and 
thu ''ill be le res1stant to change. 

2. 0 TI1 PR I I 

De\elopments in trategi manag ment a counting practice ha e tend d t rene t 
u inc in de\ loped ountrie . l.ittl r ar h ha been undertaken n 

th in Keny pply tr tcgi m n 1Cmcnt untin' 
n c. pl f) ut the t)p 

m nt m ppli in I r m nu turin 

m ni mill 



accounting in large manufacturing ornpanie. ' hite inaccessibility to external strategic 

information was highlighted th m j r chullcngc in strategic management 

accounting systems implement ti n. 

No study ha y t b n n tr: 1l i management accounting adoption in the 

I '' t< j, . n cd to cstabli h the extent to which the Kenyan 

t at i management accounting practices. This study 

ate apphcd in the commercial banking sector in Kenya 

r · th t i1 Oucncc them to adopt such practices. It also will aim to identify 

th · t n tit and blem associated with implementing strategic management 

a 'C unting practice in commercial banks. 

2.9 OYERVIEV OF THE KENYAN BANKING ECTOR 

The last twenty years of the twentieth century culminated in major change in 

commercial banking sector globally. The globalization of financial market meant that 

banks belonging to a given country faced stiffer competition for market hare from 

foreign O\\ ned banks. Thus banks like other organization have had to pay clo e 

attention to the external en ironment to ensure their urvi al. 

at th 

44 b nk . Ho" ,. r, onl I\ 

nd d po it . Th 

B nk of Ken. . K ny. 

an omm~.:rcial banking t r was mad~.: up ot 

ount for ab ut % f th~.: t tal bankin' 

li kd in de cndin rdcr \\~;n.:, 

nnk. t mdard h rtcrcd B.mk, 
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have been exploiting them in all manner f w . A I o a number of banks have closed 

down due to operational and li uidit. probkm . . 

In the 1990' the Ken ·an 

reform who 

(Ao 199 ). 

which 'll' llt:d 11 

tru ' hill' 1l th • 

crnm nt . u :kroh;d th' implementation of economic 

tt .) ht v an economic turnaround in the country 

ff ctcd: (I) there was a change in legislation 

tability in the ·ector and (2) there was a change of 

mg non-banking and financial institution to convert 

tt1 full n ·d' d 111m ial ank . 

Th • entral Ban of Kenya is the regulatory authority charged with the task of 

m nit ring and upervising the operations of commercial bank . wmg to pa t 

in iden e of bank failures. new regulations were enacted which establi hed trict 

re ene capital guidelines. These required commercial bank to incrca c their non

intere t earning. non-operational deposits to Kenya Shillings 500 million by the end of 

_002. This \\as howe er lowered to Kenya Shillings 250 million for the financial year 

tarting June 2003 due to tighter regulatory, monetary and fi cal policie . 

in • en) h \ thu h d t -thin · th ir in I th 



2.10 SUMMARY 

This chapter reviewed the lit tur n t tcgi m. nagcm nt accounting. It focused on 

critictsm of managem nt 

management a ountin 

It al o hi •hli •ht th 

lllllll • 'Ill Ill 

• :s dis iplinc and the various strategic 

h en proposed to remedy the situation. 

and problems encountered in strategic 

t1 n. l·inally it provides a review of the strategic 

cnya and ends with an overview of the Kenyan 



CHAPTER THREE: RES AR H METHODOLOGY 

3.1 INTRODUCTIO 

Th objective o t 1 

Kenya ha 

nah 1 . 

3.2 H D 

xtcnt to which commercial banks in 

n f11 and problems associated with it. This chapter 

u cd in carrying out the study thu achieving it 

anizcd into four parts: research de ign, popu lation, data 

The re earch design applied in this study was the descriptive tudy. De criptive 

tudie are u ed to describe phenomenon associated with a subject population or to 

e timate proportions of the population that have certain characteri tic . ( o per and 

hindler. 2000). The objecti e of a descriptive study i to learn the, " ho, " hat, " here 

and how of a topi (Cooper and Emory, 1995). Thi de ign " a c n idcred appropriate 

for thi tudy since it enabled the re earcher to obtain infl rmation that helped 

determine th e. ·tent of strategic mana em nt a counting ad pti n b 

b n · in Kenya. 

3.3 p p L D 1PLI 
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l · 1 t were quite different from each other in terns of net assets, 
The popu atwn e emen s 

which in effect, affects their genera pernti n, nd management. Since the population 

was also small, a censu md) ' rrkd ut. A ording to Cooper and Schind\cr 

(2000). two condition are nsus study: 

1) a censu i" fe 1 ibl \\ h th~; c pulation is ·mall ; and 

2) a c ·n u "iH n 1h population variability is high. 

( ut ) th ank accepted and responded to the questionnaires. 

that did n t respond, 9 declined on the basis of too much work on 

th p rt r h re nden hile the other 6 cited confidentiality of the information 

required. Tim the re ponse rate was 63% and this was considered high enough to 

p , id repre entati e results for the commercial banking sector. 

3.4 DAT COLLECfiO 

For purposes of this study primary data was used. This was collected through the use 

of elf-administered questionnaires where the drop and pick method wa u ed. The 

approach '"as considered appropriate since it allowed re pondent time to think ab ut 

the que tions and also allm: ed contact ' ith othef\ i e inacce ible re pondent . The 

que tionnaire had both open ended and clo e-ended que tion that h lped captur b th 

qualitati\ e and quantitative data. It ' ·a di ided into two p rt · part pro id d g n ral 

infi nnati n a ut th b nk 'hi I part provid · th n ry infl rmati n to ns\\ r 

d t th h mcnt untin d nmcnt 

rtm nt the 

h m r 

ll 

in in t im h 



3.5 DATA ANALYSIS 

t: • n in on istcncics to ensure accuracy, 

s t 1 n od 'd keyed into Microsoft Excel 

hl Quantitative data was analyzed by use of 

at· was analyzed by use of content analysis 

1m!lar themes. According to Cooper and Emory (1995) 

The data collected was fir t edit d t rem 

uniformity and comple{en s~. 

pread heet for ea e 

de. criptiv 

'(>lit ·u1 mantic content or the "what" aspect of a message. The 
rc nd to the set objectives. The information analysed was 

l' · · ·nt d m f nn f \a le for ease of interpretation and comparison . 

. 5 

Thi hapter describes the research methodology applied in the study. The re earch 
de ign applied ~as the descriptive study. The population and ampling de ign have 
been highlighted \ here a census was carried out due to the ariability and mall 
number of the population elements. Finally it considers data collection and analysis in 
the stud ·. Primary data \ as collected through the u e of elf-admini tcrcd 
que tionnaires, \\ ith quantitative and qualitative data analyzed by u e of de criptive 
tati tic and content analysis respecti ely. 



CHAPTER FOUR: 

FINDI G 

'I h 

llllllll \1 I 

int ) 

1 • • untin' 

T AL YSIS AND RESEARCH 

t< ~~· blish the extent of strategic management 

mm r tal banking industry in Kenya. This chapter 

t d and di cus es the findings of the study. It is organized 

of bank general information, nature of management 

trategic management accounting practice in u e, factor 

intluen ·ing trategi management accounting adoption, problems encountered in it 

implementati n and the respondents' general views on strategic management 

a unting. 

4.2 OVER E~ OF BANK GE ERAL I FORMA TIO 

able l to 8 hown belo\! gi ·e a summary of there pon e on th questionnaire ab ut 

the general information on the banks interviewed. 
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Table 2: Summary of Banks as per their ownership 

Frequency Percentage 

4 
17 65 
8 31 

26 100 --

nn · that th 2 · bank that responded to the questionnaire, only 4% is 
f 11 t •n. 1 11 owned, while 31% are jointly owned. The nature of 
wn 'r ·hip ,, im rtant to the study because it gave the general characteristics of the 

bank . Th ti reign bank is a subsidiary of bank registered in Dubai and ha no local 

hare \\nershtp. The locally owned banks are those that are fully owned by Kenyan , 
\\hile the part local and part foreign banks were mostly multi-national banks owned 
part!) b) Ken ·ans. 

Table 3: ummary of Banks as per Year in Operation 

i Years in Op ation Frequency Percentage 
iLess than 1 year 0 0 
II - 25 years 16 62 
26- 50 years 6 23 
!51 - 75 years 3 12 
lOver 7i years I 4 
ITot I 2 1 
Sour : Re~ r h Oat 

int rvi h \'c en m 
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Table 4: Summary of Banks a per umber of Employees 

Number of EmplO)' Fr qu ncy Percentage 

Less than 50 4 15 

50- 100 8 31 -
101 -l_OO 8 31 -
~01 -1000 2 8 

(lv_£r 1000 4 15 -
Tc,t"l 26 100 

So rn·: R r h Data 

T bl indi ate tha of the 26 banks interviewed I 5% had less than 50 employee , 

t 0 
0 had b t\ en 0 and l 00 employees, another 3 I% had between 101 and 500, only 

~o had bet\\een ·ot and 1000 while 15% had over 1000 employees. 

Table 5: ummary of Banks as per their et Asset 

'etAs ets in Mjllions Frequency Percentage 

Kshs 0- 999.9 8 
-~-

31 

Kshs 1,000-2,999.9 6 23 
1 K~hs 3,000- 4,999.9 2 8 
Kshs 5,000- 9,999.9 5 19 

~Over I 0,000 5 19 

!Tot I 26 1 

urc : R ar h 0 t 

I b I\\ c n K h 0 .r1d 

,000 nd 



Table 6: Summary of Banks p r their Profit before Tax 

Profit Befor Frequency Percentage 

22 84 
12 

0 0 
1 4 

26 100 

that majority of the banks interviewed (84%) made a profit before tax 
r h\ een k h 0 and 999.9 million. 12% of the respondents made a profit before tax 
f eh een shs 1.000 and 2,999.9 million while onl y 4% made over Kshs 5,000 

milli n. 

Table 7: ummary of Banks as per their Main Competitor 

Total 
lain Competitor % 

, e\ Entrants 4 25 96 

20 77 6 23 

II 42 15 58 

nk inh.:r. · ' d 77% t th\:m ch that the c i tin, 

In u 

sr in m hil nt 



Table 8: urn mary of Ban tb~ir Mnjor Threats 

t:. No Total 
'% o;;, o;o 
81 19 26 100 

8 24 92 26 100 
65 9 35 26 100 

6 23 20 77 26 100 
1 4 25 96 26 100 
3 12 23 88 26 100 
18 69 8 31 26 100 

The tud.: re ·ealed that of the 26 banks interviewed, 81% of them felt that competition 
a major threat to their business. This was followed by Non-performing Loan at 

69°/o and Changes in Technology at 65%. Poor infrastructure and lack of killed 
manpower\ ere considered threats by only 4% and 8% of the bank re pecti ely . Thi 
could be attributed to the fa t that currently, in Kenya the upply of killed manpov r 
i mu h higher than the demand for the arne. 

4.3 
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1ann~cm nt Accounting System in use 

rcqucncy 

0 
\4 --
\2 

26 

l~crceutage 

0 
54 

46 

100 

le Q indt e hat all the banks interviewed used computerized accounting ystem 
with _ u ing full automated systems and the rest, 46% using partly automated 
) tem. Computerized systems are more efficient in providing information for 

de<:i i n-making and thus make the adoption of strategic management accounting 
practi e much easier. 

4.3.2 TRA TEGIC AGEMENT ACCOUNTING PRACTICE 

Que tion 12 of the questionnaire sought to establish the type of trategic management 
a ounting pra tices used and the extent of their application by commercial bank . The 
t ble belO\\ hO\ the ·arious practice in u . 



Table 10: Summary of Strategic anagement Accounting Practices in use 

Strategic Never Rarely !Sometimes Often Always Total 
Management 
Accounting 
Practice 

Fr q ~ IFreq IFreq % Frcq % Frcq 1Yo Freq % 

1- -
Customer 
Pro rtability I 1 I 42 5 19 9 35 26 100 
Anttly~ 1- t- f-

IC(liiiP ·til<ll 
I 0 4 J5 10 38 II 42 26 100 [All dy<.t<. 

[<.\mtp ·tiliv 
- t-

p ·itt11 0 4 15 14 54 6 23 26 100 
Anulvsis 
!Activit) 19 4 5 19 4 15 11 42 26 100 [Analysis 
Value Chain 

8 1 31 I 4 5 19 6 23 6 23 26 100 [AnalYsis 

!Target Co ting 3 12 0 0 8 31 5 19 10 38 26 100 

!Strategic Cost I 
15 3 12 0 0 4 8 31 II 42 26 100 Analysis 

!Non Finan ial I 4 ll\1easures of 1 0 0 6 23 11 42 8 31 26 100 
lperfonnance 
Source: Re earch Data 

From Table 10 above, th tudy re ealed that 42% of th m tim u d 

u t m r Profitability naly i ' hde 19% u d it oft n and 35% u d it Jw 

umulati\ I . th r for 96% of th r nd nt applied th pra ti nl 4% 

in i atin ppli it t II. I ·% of the bank rep rt d th t the · 

% p lied it I en nd 2 pplied 

th re nd nt ppli d th pr ti "ith 

it t II. 

m im th ir 
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of the respondents applied the practice ' ith 19% and 4% indicating that they never 

and rarely applied it respectivel). 

The study also reveal d th t \ 

Analy i., while 2 Yc u 

l I th hnnks sometime applied Value Chain 

%, us~.:d it always. Cumulatively, therefore, 

with 31% and 4% indicating that they 

u ·v ·t t1v ly. 31% of the banks reported that they sometimes 

• 1111 • ilc 19% applied it often and 38% applied it always. 

umul uv ·h. Yo of the respondents applied the practice with 12% 

indi · tin' thJt h ne er applied it at all. 

Ta le l 0 al o ho' that 15% of the banks sometimes analyzed their cost 

trategicall~·· 'hile 31% did it often and 42% did it always. Cumulatively, therefore, 
0 o of the respondents applied the practice with 12% indicating that they never 

applied it at all. Finally the table indicates that 23% of the bank sometime u ed non

financial perfonnance measures in addition to financial measures, while 42% u ed 

them often and 31% used them always. Cumulatively, therefore, 96% of the 

re pondents applied the pra tice ' ith only 4% indicating that the ne r u ed them at 

all. 

I hu fr m abl 10 u tom r Profttabilit · 

in n i I P rforman ur ar th 

untin 

mot 

mm ril 

mp titor An I · is and on

ppli d tr t gi man ) mcnt 

m~:nt 

in th 



Table 11: Summary of Factors influencing adoption of Strategic Management 

Accounting 

Vry 
mportnnt Not 

Irrelevant lm_Qortant 
1
_!m lOrtant Total Factor 

r q 'u Fret} % Frcq % Frcq % Freq o;o r:-- - 1-
Improved 
Management I I I 0 
Control 

0 1 4 26 100 
~ 

I· neil itutt- o ·tt · 
I 6 23 0 0 I 4 26 100 dcci ·ion m1kin• 

Better 
perlorman 'c l 69 5 19 2 8 I 4 26 100 mcusurcs 
Better cu tamer 
profitabi I it) 12 46 10 38 2 8 2 8 26 100 analysis 
Need to a sess 
external 4 15 16 62 
environment 

5 19 I 4 26 100 

!Need to assess 
competitors 10 38 8 31 
ll'_erforrnance 

7 27 I 4 26 100 

Source: Research Data 

Table 11 indicates that 81% of the banks considered Improved Management control a 

a very important factor in adopting strategic management accounting " hile 15% 

considered it important and only 4% felt it wa irrele ant. n the other hand 73% of 

the bank con ider d better de i ion-making facilitation a a very imp nant "hllc 23% 
felt it wa im rtant with onl · 4% con idering it irrele ant. 

on min me urc.:s I bl II h w that % nd 1 % 1 the 

, cf')' im rt nt nd im nnnt fi nl) 12% 

n im nt tt 

ll r u tomcr 

rt nt nd im rt nt 

nt. 

Ill I l 



accounting, while 23% considered it as either not important or irrelevant. Whereas 

38% and 31% considered the need to omp tit rs' performance as a very important 

and important factor respecti el), 31 ~o It it \ . "it her not important or irrelevant. 

Table 1 1 therefore h ws th. t im r ' mana 'Cmcnt control and better decision 

making w re con id ~r d ll. tor in strategic management adoption while 

4.3.4 PROR 

0 NTI llP IE. 

rmancc wa , the least considered. 

R D I TRA TEGIC MANAGEMENT 

TIO 

There are man problems that organizations encounter when implementing a new 

system. This ection sought to establish the specific problems encountered in the 

commercial banking sector. This was captured by question 14 in the questionnaire. 

The table belO\ summarizes the responses on problems encountered. 



Table 12: Summary of Problems Encountered in tratcgic Management 

Accounting Implementation 

Great Mod rate o a little Not 
Total 

Problems extent ntent . tent apJ>Iicable 
Freq o/c r q '% Fr~q % Frcq % Freq o;o -Inaccessibility 

of external I 9 35 4 15 26 100 
information -Inadequate 
training I I 1 38 3 12 12 46 26 100 
support 

Lu k r truint!d 0 0 7 27 6 23 13 50 26 100 per onnel 

Lack f 
computer 0 0 I 4 8 31 17 65 26 100 
resources 

High cost of 8 31 1 1 42 3 12 4 15 26 100 implementation 

Lack of top 
management 0 0 3 12 2 8 21 81 26 100 
support 

Resistance to 
0 0 3 12 18 69 5 19 26 100 change 

Source: Research Data 

Table 12 indicate that cumulati ely 85% of the bank con idered In cce ibility of 

e. ~ temal infonnation a problem to, a great moderate or I ittle ext nt in ad ption of 

trat gic management accounting \ ith only! 5°/o fl ling it \ a n t appli abl . A 

c nc m inad quat training or upport 54% of th bank n ider d it a pr bl m to. 

r at, m rate or a little e. t nt contr I' ith th re t 46% e lin , it" not ppli bl 

nd %of th r nd nt k f trai ned 

in 

ppli 

th irn I m nt ti n 

m r p I m ith nl I lin it n 



Concerning lack of top management support, Table 12 shows that only 20% of the 

banks felt this was a problem w1th the re t, 0°'o feeling it was not applicable. As 

relates to resistance to change, 1 °/o fi It it pr blcm with 69% considering it to a 

little extent. Only 19% felt it wa n t li . blc.:: t II 

As shown by Table I • th ·hi •h t ( t irnpl m ntation and inaccessibility to external 

information wert· t >tt id ·r · t th major problems while lack of top management 

support wus ·on idt·r ·d the I licable problem. 

4.3.5 RE PO D 

AC 0 NTI G 

E RAL VIEWS ON STRATEGIC MANAGEMENT 

The tud re ealed that all the banks had someone specifically in charge of strategic 

management accounting. In some banks this responsibility was vested in senior 

management of the bank for instance the Finance Director while in some it was the 

middle management that was in charge. This reflects the importance which 

commercial banks have placed on strategic management accounting to ensure survival 

in their competitive environments. 

The respondents felt that strategic management accounting had greatly impro ed the 

quality of infonnation pro ided for decision making in the bank. Though it i a fair! 

ne\ approach man re pendent felt that it \ as high! effecti e \ here er practiced. It 

i al o trongl · embraced b the big banks ince the · [! It that it enable them hie e 

and maintain th ir trong trategic po ition \ ithin th indu tr om re p nd nt felt 

that th appr h fi d om rc i tan from m mb r of st due to fc rs of job 

in urit)' 

m nt untin in Ken mi ht 

m II nd in 



4.4 SUMMARY 

This chapter discusses and umm ri e. the n.:sc.: r h findings in relation to the study 

objectives. The tudy foun lh t. lhtt mc.:r Profitability Analysis, Competitors 

Analysi and Non-Finan ·i at 

management c ounlin ' 

rm.m ' Mea ·ure were the most applied strategic 

m th banking ector, while the Value Chain 

e factors influencing its adoption were improved 

munng ·m ·nt , ntrol and h tter dcci ion making whi le the high cost of implementation 

and inucccs ·ibilit l e. ternal infonnation were considered to be the major problems 

encounter d. 



CHAPTER FIVE: DISCUSSIO S, CO CLUSIONS AND 

RECOMMENDATIO 

5.1 INTRODU TIO 

This chapter summ rii' th tin in l f th . tudy. It is organized in six parts: a 
urn mary of findi11 • li 1111 th • i , a discussion of the findings, conclusions, 

rcc< mmcndati{ms. limit ni n f th • tud and suggestions for further research. 

5.2 1\11\1 

trutegic management accounting has been identified as a potential area that would 
enhance the future contribution of management accounting hence enable organizations 
re pond po itively to the changing environment. The purpose of this research was to 
e tabli h the extent of strategic management accounting adoption by the commercial 
banking sector in Kenya. The research was designed to meet three objectives namely: 

1. To determine the extent to which commercial banks in Kenya have adopted 
strategic management accounting. 

2 To identify the factors that influenced the banks to adopt strategic 
management accounting. 

3 To e tablish the problems encountered in adopting trategic managem nt 
accounting. 

Data wa 

rn II 

oil t d thr ugh If dmini ter d qu tionnair . in c th pulati n \\' 

ut m n the 41 ornm r ial bank in Ken ·a. f this 2 

qu fill d f r 

lllnt 

rn nt untin . 



5.3 DISCUSSIONS 

5.3.1 The extent to which comm r ial bank. in cnya have adopted strategic 
management accountin . 

All the re. pondcnt im rvi " · inti h.:d that they u ed either fully automated or part 
automated md part mtnll II m:lnu ' m nt accounting systems, with none using fully 
mununl ·ystcms. Thi quirement for the adoption of strategic management 
u ·countin 1 sin· · m uterized tern are more efficient in providing information for 
dcci ·i n-muking. With ut uch ystems it would be quite difficult to implement this 
appr ach. 

The re pondents indicated that all the banks had adopted strategic management 
accounting. HO\ e er \ hen it came to the analysis of the various practices, the results 
sho\ ed that, Customer Profitability Analysis, Competitors' Analysis and use of Non
Financial Performance Measures were the most applied practices. The Value Chain 
Analysis " as the least applied practice followed by Activity Analysis in the 
commercial banking sector. 

A pre iou stud in the large manufacturing compani m airobi b) Arithi (200 1 ). 
re ealed that principally tho e companies had adopted trategic management 
accounting techniques and that target costing and trategic co t analy i \ ere th mo t 
commonly applied in th manufacturing ector. Ju t a in th banking ctor Valu 

hain naly i did not app ar to ha e taken r t in th manu turing t r. 



Competitors' Analysis on the other hand i ' idely u ed to ensure that each bank 
achieves competitive advantage over it ompetit r . Most respondents indicated that 
they always analyzed their comp tttor r nnancc. Th u e of Non-Financial 
Performance Measure togeth r ith th~.: tr diti nal financial measures is because the 
former consider ntributc to the general performance of 

the bank .. 

The low 1pplh: 1ti 111 I th \ lue hain analysis and Activity Analysis could be 
attributed to th r ·t th t m t rganizations focus on maximizing profits on services 
otTercd while ign ring the linked set of activities carried out in providing the service to 
the cu t mer·. 

5.3.2 The factor that influenced adoption of strategic management accounting 

among commercial banks. 

Various factors ha e influenced the adoption of strategic management accounting 
among commercial banks in Kenya. The respondents indicated that improved 
management control and better decision making were the key factors that influenced 
strategic management accounting adoption while the need to asse s competitors 
performance '"as the least considered. On the other hand Arithi (200 1) found out that 

the need to a s business en ironment and competitors' performance " ere the ke 
factor in the manufacturing ector. 

Th ne d to impr ve m nagement control i 'cry r I am ng the b nk man gem nt 

du to th m ny bank failur th t ha\ b n ·pcrien d in th p ~t fc.:, 

mmerci I nkin gemcnt ha en urc.: 
th tth y run th ir nk ffi i ntly t a'oid u h f: ilur . 'I hi uld I o c. pi in" hy 

It th t ilit ti n of ttcr de i i n m kin " f the.: kc • 
pti n. 

th m in m nt untin 

in 



This could be attributed to the fact that all ban · are required by the Central Bank of 
Kenya Act to publish their result and hen e the \l ere already available. The banks 
therefore did not require strategi m n gem nt unting to be able to assess their 
competitors' performance. 

5.3.3 The prob ·rn u ·ou1ll n l n ,·omm •rcial banks in adopting strategic 
nuanu •(·m ·ni · · m thn . 

ln the impl m ·ntali n f trategic management accounting practices, commercial 
bunk cnc untered ertain pro terns. Most respondents indicated that the high cost of 
implementati n and inacce ibility to external information were the major problems 
encountered while lack of top management support was considered the least applicable 
problem followed by lack of computer resources. 

High cost of implementation was considered a major problem because strategic 
management accounting practices require highly trained personnel, retraining of 
a ailable staff, and use of computer resources among other which are all expensive 
exercises. The ability to obtain external information requires the establishment of 
reliable and efficient net\: orks to provide such information thus the reason why many 
respondents considered it a major problem. 

The rea on why top management \ as not considered a problem could b attributed to 
the fact that the · are the one concerned \ ith th trat gic i ue of th bank and 
hen re \\ell pi d to appr iat th trat gi management ounting. 

omputcr r ourc au all o them w rc lr ad · usin, 

nd hen did n t a m ~or pr bl m. 

m nt untin h 



Analysis, Competitors' Analysis and u e of on-Financial Performance Measures 
have been adopted to a great extent where alu Chain Analysis and Activity 
Analysis have been adopted to a little e ·tent 

The key factor. influencing th 

commercial banking s ·ctur i th 

better dcci:ion mtl..in •, I h ·hi •h 

n f st rat gic management accounting in the 

improve management control and to facilitate 

t f implementation and inaccessibility to external 
tratcgic inlimutti 1n t nd ut s the major problems encountered in adopting strategic 

mnnagcm ·nl 1 • • unting. 

5.5 RE 0 mt D TIO 

The following recommendations were made based on the findings and conclusions of 
the tud . 

1. The stud re ealed that though strategic management accounting has been 

adopted b commercial banks in Kenya some practices such as Value Chain 
Anal sis and Activity Analysis are not fully embraced. It is recommended that 
management accountants in banks be retrained so that they can understand and 

appreciate the value of such practices. 

11. The need to impro e management control and facilitate better decision making 

were considered to be key factor in bank . enior banks management ta 
would benefit from trategic management training that ' ould enable them 
determin ''hich. " hen and ho\ to adopt the trategie that meet their ct 
obje tiv and h n gain comp titi e ad antagc. hi ' ill n ure th do not 
ad pt trat ie on a trial and rror a i and thu void b nk failun:: . 

iii. rk th t will n bl th m qlllr~ 

j{j 

• t m I 

m in m titi 



5.6 LIMITATIONS OF THE STUDY 

The study was limited to the folio" ing n id rnti n : 

i. Most of the re p nd m usy. While nine ofthe 

uotionnairc on the basis of too much work in 

who filled did not take their time to fill them 

111 'ital information could have been left out. 

11. Th ·tud) r lied n primary data collected through self administered 

que ti nnaire. The drop and pick method was used and it is likely that some 

re p ndents rna) ha e misunderstood some questions or gave biased responses. 

111. Time Constraint -v as a major bottleneck. While a comprehensive study was 
desirable this was not given the time constraint. 

5.7 SUGGESTIO S FOR FURTHER RESEARCH 

1. This research focused on the adoption of strategic management accounting in 
the commercial banking sector, the factors influencing its adoption and 

problems encountered. It is recommended that a comprehen i e tudy be 

carried out toe tablish the benefits that ha e accrued to bank due to it 

adoption. 

11. hi tud) con entrat don e eral trat gic mana menta unting pra ti 

n: gen raliz d. R ar h ould al be condu ted t e t lish 

ti in di tcr nt tor of the on my, and 

iii. m nt 
in h r th th r th t th mm i I 



APPENDICES 

As at February 2005 

l. 

2. 

Uank am· 

kib 1 B nk I td 

en a) Ltd 

4. ank of .India 

6. 

7. 

8. 

Bar Ia Bank of Kenya Ltd 

CF Bank Ltd 

Charterhouse Bank Ltd 

Chase Bank (K) Ltd 

9. Citibank A 

10. City Finance Bank Ltd 

11. Co-operative Bank of Kenya Ltd 

12. Commercial Bank of Africa Ltd 

13. Consolidated Bank ofKenya Ltd 

14. Credit Agricole Indosuez 

15. Credit Bank Ltd 

16. Daima Bank Ltd 

17. 0 lphi Bank Ltd 

18. 0 velopment Bank of Kenya td 

19. Diamond ru t Bank Kenya Ltd 

20. Dubai B nk K ny Ltd 

21. 

2. ~quit ' B nk l d 

2 i I R nk Ltd 

~ n) l d 

Dank Peer Group 

3 

3 

2 

2 

1 

4 

4 

5 

4 

2 

4 

5 

4 

2 

5 



28. Habib Bank A.G Zunch 3 

29. Habib Bank Ltd 3 

30. Imperial Bank Ltd 3 

31. Industrial Developm nt B nk 4 

32. Investment M rt .1 ., r ;lnk Ud 

33. K-Rcp Bunk 1 td 4 

34. n Ltd 1 

35. Middl • -; l ank en a td 3 

Nuti nul B nk of en a Ltd 

7. Nuti nallndu trial Credit Bank Ltd 

8. 

39. 

40. 

Paramount Uni ersal Bank Ltd 

Prime Bank Ltd 

Southern Credit Banking Corp Ltd 

41. Stanbic Bank Kenya Ltd 

42. Standard Chartered Bank Ltd 

43. Trans ational Bank Ltd 

44. Victoria Commercial Bank Ltd 

1 

4 

4 

3 

4 

3 

ource: Central Bank of Kenya v ebsite- www.centralbank.go.ke 



APPENDIX II: LETTER OF INTRODUCTION 

Kinyanjui Redempta W. 
University ofNairobi 
Faculty of Commerce 
P. 0. Box 30197 
Nairobi 

June 13. 200 

I lead. Mun gcmcnt 

Dear ir/Mndum 

unt in artment 

RE: PO TGRAD TE RE EARCH PROJECT 

1 am a p tgraduate student in the faculty of commerce, University of Nairobi. In 
partial fulfillment of the requirement of the Masters in Business of Administration 
(MBA) Degree. I am conducting a study entitled A SURVEY OF THE EXTENT OF 
STRATEGIC :MANAGEMENT ACCOUNTING ADOPTION BY 
COMMERCIAL BANKS IN KENYA. 

Your bank has been selected to form part of this study. To this end, I kindly request 
your assistance in completing the attached questionnaire. The information and data 
collected and the results of the report will be used solely for academic purposes. A 
cop of research project report will be availed to your bank on request. 

Your co-operation" ill be appreciated. Thank you. 

Your incerel 

mpta \\ 
" ru 



APPENDIXIIT:QUESTIONNAIRE 

PART A 

1) Title of the Re pondent 

2) Name of th · B mk 

3) I low m m ' brun -h d the Bank have? 

4) Owner hip: 

a) Foreign 0\ ned ( ) 

b) Locall Owned ( ) 

c) Partly local and partly foreign ( ) 

5) Number of years in operation 

a) Less than l year ( ) 

b) l- 25 years ( ) 

c) 26-50 years ( ) 

d) 51 -75 years ( ) 

e) 0 er 75 years ( ) 

6) HO\\ man employees in the bank 

a) Le than 50 ( 

b so- 100 

) 101 - 00 

d 1 - I 00 

r I, ) 



7) Net Assets of the Bank 

a) Between Ksh 0-999.9 milli n ( ) 

b) Between Ksh 1,000-2, Q. milli n ( ) 

c) Between Ksh 3,000 - , million ( ) 

d) Between K h ,0 milli n ( ) 

e) v r K. h 10,00 l milli n ( ) 

8) Last F innl'inl Y · r' Pr fit e[i re Tax 

) twe n I 0 - 999.9 million ( ) 

b) Between h 1.000-2 999.9 million ( ) 

c) Between Ksh 3.000-4,999.9 million ( ) 

d) Over 5.000 million ( ) 

9) Who are our main competitors 

a) Ne\ Entrants ( ) 

b) Existing Big Players ( ) 

c) Micro-Finance Institutions ( ) 

d) Others (Specify) 



PARTB 

11) Describe the nature of your bank' manng m nt ace unting system. 

a) Manual ystem 

b) Automated y t 

c) PartMnul 

( ) 

( ) 
( ) 

12) Plcusc indi · 1t · th • · l nt t "hich your bank applies the following strategic 
m 111 1g ·m ·nt · · untin pr cticc . 

Practice ever Rarely Sometimes Often Always 

Cu tomer Profitabilit} 
Anal is 

Competitor Analysis 

Competiti e Position 
Anal sis 

Activity Analysis 

Value Chain Analy is 

Target o ting 

trategic 0 l n ly i 

' n finan i I me ure 
perfi nn n 

th r I 



13) Kindly rate in order of importan e th r a ns ' hy your bank adopted strategic 
management accounting. 

Rca, on f.: ' mportnnt Not 
Irrelevant n H) hltl Important 

lmpr vcd m 1111, ·m ·nt 
c ntrol 

Fnci I it 1t • ll r d 
.. ,., 11 

making 

Better perfi rmance 
mea ure 

Better cu tomer 
profitability anal sis 

eed to assess external 
environment 

Need to assess 
competitors performance 

Other ( pecify) 



14) Kindly rate in order of importanc the pr bl ms encountered in implementing 
strategic management accounting th . ppl t y ur bank. 

Problem. 

1-

lnncccs. ibility ) · \ ·rn I 
information 

r-
lnndcquut training I 
supp rt 

Lack of trained personnel 

Lack of computer 
re ources 

High cost of 
implementation 

Lack of top management 
support 

Resistance to change 

Other ( pecify) 

15) I th r om bod 

in your b nk? 

1 ;rt Hl·r l()dl'n\t ' To a little Not 
• h:nt ~ t nt extent applicable 

trategic managem nt a untin 



16) From your work experience, what can ou a about the practice of strategic 
management accounting, 

(a) In your bank? 

(b) In Kenya? 
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