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Th study surv yed th for r tion~ I bu g ting · ._ n1 in th in uranc in u tr 

in K nya. Th t 1dy sought to bring out th h lien s in om1ul tin op rati n l budgets in 

the in urance industry in Kenya an to pr po ·oluti ns to the major chalJcn . Th 

objectives of the study were to d t rmin the chall · ng s f: d when formulating an 

operational budget in th insuranc industry in K nya and als to stabli h the f[i ctiveness 

of those operational budgets. 

This study was descriptive 1n nature and the res arch r used the surv y method. The 

population of this study consisted of 42 curr ntly licensed insurance companies in Kenya. 

Data for the study was collected using a structured qu sti nnair . he data coli cted was then 

analys d with the help of Exc 1 prea heets. 

rom the findings the researcher found that operational budg ts wer effi clive in the 

insurance industry as they served their purpose of for casting the future assisting in control 

acting as a means by which management cornmunicat s to oth r le Is of de rtm nt acts as 

a means of performance appraisal and also it motivates mployee to do better. 

h study also fow1d that the challenges faced when formulating the op rational budgets 

w re inability to achieve the required valu of new busin ss management of acquisition and 

maintenance costs time constraints. d sire fi r com£ rt budg ts lack f continuity in the 

committee, competence levels o budgeting t ams non-adher nc to the laid down budgets 

by departments, lack of ad quate authority to spend de pite allo ation, non-achiev ment of 

the main top line income earners cost fluctuation or inflation on costs lack or poor 

participation poor coordination of th exercise measurement of some factors is difficult 

estimations) and at times it is inflexible to chang s/adjustments and also it is p nsive as a 

control/monitoring tool. 
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Thi is a n1ethod of budgeting in hich cti iti s th t in ur o:sts in c h un tion of n 

organization are establish d an r lationships r d fined tw n acth i i . 1 hi 

inti rmation is then us d to d cid how much r ,ourc t ea h a tivit . 

An BB syst m ther for establishes a co t nd · t r lationship b twc n th ari us 

activities. 

Op rational Budgeting 

This is a statement that embraces the impact o operating de i ions. It contains [! recast of 

sales net income and the cost of good or services s ld s lling and adminis rativ . pens 

and other expenses. 

Zero Based Budgeting (ZBB) 

This is am thod of budgeting in which all r venues and xp nditur s must ju tifi d ach 

DL;W budgeting period as opp s t only e plaining th mount v r and ab ve th bas 

year actuals or budg ts. It is a ra ical approach to budg ting that starts from a z ro bas and 

builds up th budget. ZBB th r [! re avoids the d fici ncies of incr m ntal budgeting and 

move towards allocation of resourc s based n n d r n fit. 
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.1 k ro nd 

Kadondi 2002) conducted a surve of (. ital udg ting t chniqu u 

listed at th airobi tock _, an n t d th t c 1p nie 

tnp ni ·s 

in an 

increasing competitive and olatil n ironn1 nt and it i criti "1 that th y mak u f 

managem nt tools that can h lp them survi and prosp r. h s pi ns c -ordinal and 

reflect th various activiti s within an org nisation and i t in organi ti nal c ntr 1 

decision making and performanc evaluation adondi 20 2 ). 

Budgeting systems are univ rsal. ong considered a n ssar t ol in managmg 

company the budgeting process fr qu ntly onsum s si. m nths f manag m nt time in 

negotiations planning and target-s tting. uch syst ms ar int nd d to coordinat th 

activiti s of th units and motivate 1nanag r . Th y ar us d in sim 1 organis ti n and 

in vast and complex nterprise ( nth ny 1965). 

imiyu (1977) und rt k a study f the probl ms o ud ding a d m ti ati n at the 

sup rvisory lev 1 in manufacturing fi1ms in Kenya wh r h a s rt d that th budg tis a 

planning and control tool availabl t an or anizati n. It i a quantitativ plan d tailing 

out the m thodology to be followed in r s urc acquisiti n all cati n and utilization 

ov r a specified period ftime. Activity Bas d Budgeting ) focus son planning the 

various activities r quired to b und rtaken in futur proj ct 1m1yu 1977 . 

bulemire (2006) conducted a survey of budg ting pra tices in secondary school 

focusing on public condary schools in airobi wh re h 1 t d that the erati nal 

budget refl cts incr m ntal improven1ent t xisting operations. be strat gic budget 

authorizes the irutiativ s required to close the planning gap b tween d ir d breakthrough 

performance and that achievabl by continuous improv 111 nt and busine s as u ual. h 

trategic budget identifies what n w operations are required· what n 
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abili ti n1us be cr "'at : 'Aha~ 1H.~· p od 

u ton1er ~ tnark ts application ~ an r on In 1 t 

j ir ventur must be stabl' he . 

trat gic bud~ eting fi cus s n th anti ip t d sc I 

infra~tructure n d d to support tt at 1 ·el o ro ammin 

how the organization might b abl to support thts vi i n. h 

an overview of the program ¥her as th operational udg ting i 

out the resources requir d to accom I ish such a progran1 Allison 

nd 

r li tic assc sm nt f 

tr t gic bud ting giv 

re d tailed a it la 

ay 2005 . 

The limitations of n1anaging by th budg t have b com apparent. W lch 

General lectric ompany in d cried the role £; r budgets in c rp r ti ns: '· he 

budget is the bane of corporate Arnerica. It never sh uld ha e i ted ..... making an 

op rational budget is an exercis in minimization. You ar always g tting th low st of 

p ople because everyon is negotiating to g t the lowest numb rs.' ob utz fi nn r 

president of hrysler orporation, d clared that budg t are to I o repr sion rather 

than innovation (Kaplan & orton 2001 ). 

A 1998 r ad r sw-vey in the j umal ~ o (cit d b K plan ort n 20 1 ) indicated 

that 90 perc nt of r spondents thought their operati nal udgeting was · umbersom '. 

The survey also noted that the problems with perational budgeting are not unique to 

merica but are prevalent in all c mpanies in the world Kaplan & orton 2001). 

Muleri (200 1) surveyed the budg ting practic s an1 ng the maJor ritish on

Governmental Organizations in Kenya wher h D und that perati nal budg ting 

promotes centralization of respon ibility and accounta ility absor signifi ant re urc s 

across the organization and acts as a barrier t custom r re pon i n ss ( ul ri. 2001). 

An effective operational budget i instrumental in contr lling cost and bene the current 

move to 1 an and efficient structure among organisations as a comp titive advantag tooL 

An operational budget highlights detailed plan for c nducting operations throughout th 
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bud0 et n . This stud_ 'V iJI . plor and . · lain m 

pro esses in use today, namely bL. o tin"': th 

pr paration of plans an a tion 

focussed on budg ting. none of th 

budgeting in K nya thu there xists a kno 1 

conceived. 

1.1.1 The Insurance Industry in Kenya 

p 

h lkngt:s facin 

ga r m whkh thi lll 1 was 

The main play rs in th Kenyan insurance industry ar : in uranc mpam . r 1nsuran 

companies insuran e brokers insurance ag nts and th risk manag rs. h tatut 

regulating the industry is th insuranc Act· aws of Kenya f 

the commissioner of insurance was established und r it provi ·ions t 

government regulation under the Ministry f Finan . h r IS 1 s lf r gulation f 

insurance by the Association of K nya Insur rs ( KI . Th pr [! sional y of th 

industry is the Insurance Institut f Kenya (IlK which d ls mainly with training and 

professional ducation. Re ently th r was rmed the Insuranc egulator Authority 

(IRA) mandated to sup rvis and r gulat th insuranc induc;try cc rding t 

the ( KI) Insurance Industry Report for th y ar 2006. th r w r 43 liccns d insurance 

companie in 2006 with 21 c mpani s writing gen r l insuranc . 7 writing li insuran e 

whil 15 were composit . There w r 197 lie nse in uran brok rs during th y ar. 

Th gross premium written by the industry wa K h 41.6 billi n c mp d t K hs 

36.42 billion in 2005 repres nting a growth f 14.54o/o. h gros remium from g n ral 

in urance was KShs 29.20 billi n while life busin ss premium and p nsion 

contributions amounted t K hs 12.48 bil1ion. Th gross profit b for tax r s from K hs 

4.32 billion in 2005 to K h 5.80 billion in 2006 repr s ntin a growth of35%. 

AKI mainly attributed the good p rfi rmanc to th conomic gro h of 6.1% in 

the country. Over the same p ri d the total s ets held by th industry in reased by 

20.6% to K hs. 110.07 billion whil the total liabilitie incuned increas d by 17.3% to 

K hs. 82.67 billion. he net assets incr as d by 31.6% to K hs . 27.40 billi n. 



The claims m ding n .l c n · io 

1-Ao/o to K h . 21.20 billion an 'hs. 14.77 billion r 

I 1 ~ ranee business can broa t 1 y be I ~si 10 

classification the different class 

1 cn.:·ts 

l.'· 

b __ ,7% Hll i 

n li . De it this 

ic v d 

bu incss along th profit entre cone pt. Ac or in 7 to d K n J n uran urv y 

KP G (2004) the General insuranc indu try in Ken is mainly driv n y [I ur main 

lines of business: Motor- omm rcial Fire- Indus rial and ngme nng, tor- Privat 

and Personal Accident. Th life insuranc in ustry is main! driv n by tw Jnain lin f 

business: Ordinary Lifl and uperrumuation which includes r up i In uran and 

Deposit Administration. The urv y r vealed that th n ral insurance bu iness is 

facing two major chall nges. he first chall nge is to orne up with oluti n for 

companies whose viability i thr atened by their ina ility t m t p licy h 1 r !aims. 

Th second major chall nge is how t g nerate growth r an industry t 1at has ignificant 

potential for growing as a percentag of DP but has b en agnant. In contrast to the 

General insuranc business th life insurance busin ss enjoyed a r al cumu]ativ a erage 

gro·wth rate of 8.6 per c nt betw n years 2000 and 2004. ne s ri us chall ng acing 

the life insurance is the increa ing di Iiculty of managing th HIV I AI p1 mic. th r 

challenges facing the insuranc industry inK nya includ : structural weaknc s Kimura 

(2002)· fraud by both clients and mployees Mutiga (2003 , high claims d lays in claim 

settlement delayed premium coli ction, lack f liquidity I ading to c llapse of om 

firms low economic growth Ikiara (2001) poor g v mane and industry saturation 

Makove (2002). 

1.2 tatement of the Problem 

Issue management in th insurance industry demand that in uranc c mpanies hould 

have ffective systen1s in plac to count r unpredictable events that an su tain their 

operations and minimize the risks invol ed. he budg ting approach adopt d should 

represent an accepted top-down methodology for corporat strat gic planning and while 

it identifi s critical success factor it can highlight the k y information r quir m nts 
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o t p m nag m nt. I additi n. i rh 

controllabl maPag m nt can t ke C(!r ain. l 

ration -! u geting invotv ~ th u cl 

typically for a y ar. While annual budq t net:d n 

n1onthJy or quart rly udgets ar espcci, II u ful 

n 1 an 

d int sh 

r 

cOin paring actual exp ri nee with pl n. om 

planning for all phases f th op ration: s lc . mark ting 

Development of an operating budget r uir s m ti ul u 

udgct r quir · 

n of r~bti cl larg 

amount of information. Careful att ntion to detail i ntial. cti 

budg ting support the achievement of cash ontri ution goals. hich in turn h lp in 

financing capital acquisition. An op rational budg t con ist of a for cast o th re nuc 

exp cted from sales of goods and s rvic s and the p ns s . pc ted t incurr d. 

under efficient operati ns for the g ods and s rvices t b pr du d and d 1i re t th ' 

customers. The operational budg t sp cities th m i tin 

products and cust01ners as w 11 as th e pens s incurr t launch new pr ucts and 

attract new customers during the ne t period. 

perational planning and budgeting is clearly a h t t ic n the rpor t ag nda an 

con1panies ar developing improv d proces and sy t n1s t d li v r ett r vi ibility int 

future financial performance. Impr ving per ti nal pl nning and budgeting will 

undoubtedly require a clear understanding f th chall nge faced by the sam . his will 

in turn assist in developing trategi s to ov rcomc th ch ll ng in th 

budgeting process. mong the challenge that fac p r ti nal ud eting includ · th y 

require significantly more time to design th y reat a 1 v 1 of dis atisfaction with th 

process approximately qual to that oc urring und r strat gic budg ts in cas s in whi h 

the effects of managerial participation ar n gat d b top-m 1ag ment chang s th 

creat an unachievable budget in ca e in which manag r may b am iva] nt r 

unqualified to participat may ause managers t intr duce lack into th budget. may 

support mpire building by subordinates and starting th operational udg t pro s 
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arl· r i 1 the y ar when th r" is m r un 'rt i y a ut h,. 

wing t th limit 1 r s arch n .pt:ra•ional ud... ' n j 

tud .. tht: refor i a sur .: on 1 halleng 

operational udgets. his propo d tudy sc k. to Jill th kn 

area of operational budgeting. Tht.; study emp ys th<.! ·indu ·tr .. ·-lc 

rather than the approach ado ted in compan -1 cl tudi s 

gen ralization across the insurance industr . 

1. Objective of the tudy 

The study was guided by the following obj ctiv s: -

r. 

thi w uld nabl 

1. To determine the challenges faced wh n ormul ting an p rati n 1 udget in 

the insurance industry in K n a. 

2. To establish the efft ctiv ness o th operational budgets in th m uranc 

industry in Kenya. 

1.4 Limitations of th urve 

In attaining its objecti s th surv y was limited t 42 in uran mpani s currently 

licensed by the In urance R gulatory Authority ron1 which only one re pond nt was 

icked from each company. Th surv y was there or limit d to th degre f pr cision 

of the data obtained from the r sp ctiv r spond nt . 

In addition the respondents select d for th survey w r s n1or staff in th various 

insurance companies who ar busy and the r s archer had to continuall r mind th m t 

c mplete the qu stionnair s. he timing of the surv y was not v ry appr pria e a it 

coincided with the budg ting eriod for mo t insurance companies. I we er most 

r spondents (71.4% e entually compl ted and returned th questionnaires. 

6 



1._:"' Im rta c of th ·tt y 

The st 1 y i inv luabl th oll w ng: 

the in uranc indu try ta h ld r : th~.; slt d 

c n1panies n1ana m nt in that it h s pr \ id d an in i ht i t the 

to ards operational budg ting pr c ss nd ho\\ o r ti nal u 'et c ul 

nsure efficient utilization o resour s. 

pr ch 

us d 

To the government: th stu y is useful t th gov rnm nt in Ji ym king r ardi g 

ta ation and other regulatory requirements f th insuran compani . 

T the academi ian : the tudy has provid a us ful ba i up n \ hi h urth r tudi s 

on budgeting in the privat sector could be conducted. 

1.6 uggestions for futur tudi 

Th research r r commend that an in-d pth repli at tu y sh uld arri d ut n h w 

the insurance companies ov rcom op rati nal bu gcting chall ng fr m hi h a link 

can be devel ped hat will h lp insuranc comparuc in d aling ith th rational 

budgeting chall ng s from£ rmulation t impl m ntati n. 
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2. 

2.1 ntroduction 

This chapter sum1nariz s the inil rn1ation from oth r r car h rs \ h h 

their research in the same field of tud . h 

budgeting budgeting process. importan f budgetary a untin , an us 

systems, reforms in the budg ting s st ms nd budg ting syst m tn th 

industry. 

2.2 Operational Budgeting 

• rri t ut 

ud 'ding 

finan ial 

Dea (1985) asserted that budg ting Ii s at th he rt o b sincss tn n g n1ent. 

' udgetary planning and control is the most i ible u 

management control proce . y tting standards 

feedback by means of variance r p rts th account nt 

information r quired for overall Ianning an c ntrol" 

a untin in onn ti n in th 

rfi rmanc and pr vidin 

fth md tn nt 1 

Allison & Kaye, 2005) not that. hist ri all ud t IS 1m ly a f 

exp nditures and rev nues for a speci tc p riod o tim . H w r a th tructure of 

businesses has become more complicated, the functi n scop an 

budget has become ace rdingly m re compl . ·rom its rigin 1 un ti n as a pur ly 

financial document th busin s udget is now as a to I t formulat 

int lligent d cisi ns on the manag ment and gr h r a bu in ss ventur nabling 

businesse to set prioriti s and monit r progr s t war oth fin ial and n n-financial 

goal (Allison & Kaye 2005). 

Fanning ( 1999) argu d that op rati nal bu get cone pt pl c emphasi on planning and 

budgeting resourc s for the ac otnpli hment f s r ic ~ective as c n1pared to the 

traditional budget which bas s d ci i n on lin -it m c sts. He urth r stat d that the 



tra itional budg tin r::;,ani atio d 

it m obj ct ccot nt . 

la our r type of m t a+ 

rgarizational unit u uall __ a 

budg t but it is g nerally no relate t the c 

that neither effi ienc n r fft:cti eness d t arc in lu 

( anning 1999 . 

li f.:• 

in thi s typ 

Bunce & Fras r 1997) were of th pillion that rgani ati n 

organized by programs servi d li ry plans an acti iti 

cration ud ) t i 

unn r the udg t 

development proc ss line item object ace unt ar us to budget within 

and it is the activity which generat s th pr ducti n units that a 

objective. he operational budg t th r by dir ctl r I t th lab ur 

costs in the budget to th results that are t b pr due . hi link·up pro ide the m an · 

for measuring both th efficiency nd ffi ctivcn f r urc utili1ation (Bunc 

ras r 1997). 

Obulemire (2006 states that th v rail purp sc o th p~r tion 1 d u get s st m 

is to establish a proces to assist rogram manag r 111 h duling 

order to efficiently and effi tiv ly carry ut the rg nisati n · s goal p lici 

contained in its strategic plan. his purp se is umm riz d in the 11 ·ing c n pt · 

jrst there is integrati n of long-t rm plannin nd val uati n ith th udg t pr c s y 

relating the organi ation's work effort t stat d rvic n1plishn1 nt 

of th gen ral plan, goals and policies ndly thcr d 1ning an 

organisation busin ss in ser ic 1 1 t rms by rforn1ance 1nea ur and 

program statements to describ plann d a compli hm nt hi h ntri ute t a hi \ing 

th general plan s goals and policies f th rganisati n. hirdly ther is r r ing th 

w rk hours products and financial aspe ts of a hi v d ace mpli hments. in ll th re is 

m asuring the ffi i ncy and ffe ti en s a hie d in ace mpli hing budget d 
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obj ctives Ob lemir . ~00 ). 

The abo\·e cone pts ar ... int.!r-r I t 

plan· 0 0als ar directl .. r 1,.. r spe i 1c pr 

The program op· rational stat n1 nt proYides 

purpose of the program? I .O\ will thi purpo c b 

exp cted to be produced? The s r i e d li ery plans ar 

which all work hours and oth r costs are charge an th J r du ts pr vi 

ra 

r 

i ti 111 

the efficiency of production through produ t cost and produ ·t per h ur. dditionally. th 

effectiveness of each operation s accomplishm nt is als m a ur d throu 'h per ti nal 

measur s (Obul mire 2006). 

2.3 Budgeting Proce 

Monitoring and evaJuating in fact is learning. h re is n ltern ti bu lg t1 g and 

budgetary control. Monitoring/evaluating should ecom a s n tur ny 

operational n1anager. Realized r suits -p st must b mpare t th 

estimates ex-ante. In theory the way to th oluti n i simple. Ilow 

working-outs are oft n not beyond dispute as th y h uld h v· rianc s must b 

reported quickly enough to the right p ople (Rusth 1990 . 

The process of preparing a m aningful and us ful budg t i t und rt k n an 

organised and structured group exercis . The udget pr c s a kin a num r 

of questions. Th se start with plans and goals n t numb r . h que ti n can nly b 

answered by programme and finance staff workin t geth r: 

• What are the objecti es ofth c mpany? 

• What activities will be inv lved in achie ing thes o ~ectives? 

• What resources will be ne ded to p rform thes activities? 

• What will these resources cost? 

• Where will the funds come frmn? 

10 



• I th r ·· ult rea ist' . 

ince many diffi re .t ple w:11 n 

and ac uracy is crucial partie larl., i . t f h nr ,. du i 

important to keep not s on all budg ti 1g 

mad Pickup 1985). 

2 .. 1 • timating Co t 

\ c 1 ul h , 

Th cost estimate is what helps an organi ation d t rmin realistic II hat it ·ill t t 

implement its operational plan. When an organizati n is arr mg 

probably need to make use of a wid rang of inputs. Input pi 

quipment skills etc. Most of the inputs ill h vc a ost , tt ch t 

the costs that an rganization n eds to estimat i1 ord r t d v I p a udg t. 

estimation h Ips in developing an ac urat udg t and al help monitor nd 

actual costs of carrying out activiti s hmidg II, I 9 5). 

n 

he costs that any organization ne d to . tim~. t mainly II int th 11 ing 

cat gories: 

perational co t - Th se are the dir ct c t of in ' th w rk . . th c t hiring a 

nue or of printing a publi ation or of tra it wh r 

take place. ere the budgeting committ w uld in lu m t rial uipm nt. tran p rt 

and services ( chmidgall 1995 into th budgets. 

r ani ational co t (al o call d or co t ) - h s ar th sts f th r anisati nal 

bas , inc] uding management administration and g v man . nc an org i ti n ha 

decided on the best organisational s t-up t upport it p rational plans it will in ur the 

organisational e penses on a r gular basis n i it d e not c rr ut its plan r ha 

a tivity 1 v ls as high as it had hop d. o fi r 'ample if an organisation hir 

11 



for our prOJ cts but only manag t rr, ' t l \ • i ·n fl } 

. tra spac . If the organi sat' on has h ir d a ur -tin 

·ill stil hav to pay he alary. \en if 

taffing co ts - Thes are the co s or rg ni 

managem nt the people doing work tha c 

included as a category und r organi tiona! ts··. 1 h 

r pti 

- th 

. "I h 

tl 

<pi in 

any benefits such as medical aid or pension fund ayment or \ •hi h the rg 1i , ti n 1 

responsible (Kadondi 2002 . 

apital costs - These are costs for larg · in estment · hi h. w hi! th y m 

necessary because of a project or proj ts will r main rganis tion I a 

proj cts are over. Vehicles and equipment such as cotn ut rs and 

They may be used by all projects or th y might nl · b r quir r sp 

n t r the 

Depending on how the organisation int nds to us th qui m nt. it might udg t r it 

under operational costs or under organisational costs. 

2.3.2 Budgeting Guidelines 

Whil budgeting depends to a c 1t in xtent on the rti ulars f an organisation or 

proj ct there are certain guideline wbi h apply a r rgani ati n . 

h se are not rules that ar fixed for all time. om u1 lines th t can h lp 

deal with common budgeting proc ss situation Kad ndi 2 2 . 

irstly it is usual for long-term proj cts and organisati ns to r are a budg t which 

makes projections for sev ral years at a tim . Whil it i usuall nly th bu t for the 

forthcoming year that is really quit accurat . the proj allowing ·ear 

gives some indication of the levels f funding that ar likely t e n ed d. m 

allowance is usually made for inflation .D r ub qu nt ars a w 11 as forth antici ated 

activities which may differ from th first ear. thr -year udg t should b d on a 

12 



hree-_ ea; plan 0 Dea, 1985 . 

ec ndly. contributions in kind n t m c... L g 

th budget. ]though the·· ar ... not p r 

sw at quity. vveat equity is tern1 us d to d 

by people who contribut their tim and ffort. It an 

which is the money contribut d t ward th project. It 

comp nsation by businesses to their own rs or mplo c 

a J rm 

Thirdly some costs that need to b e timat d but that t 11-up 

costs research and development d m racy an g r public 

relations - building a professional imag replac ment of apit 1 g d nd 01 itorin 

and evaluation costs for project (0 Dea I 98 ). 

Fourthly guideline requires that budget stimates shoul b 

just guesses. An organisation needs to carry on it h n1 

to arrive at a likely cost etc. This in ol c checking an 

previous y ars that may provide h lpful inD rmation. h r 

price increases affecting the organi ation that ar alrca 

und 

10% that may have already been agr d) and not s th t ar 

likely to occur (e.g. mo ing organisation s offices sh ul mad . A w shillings may 

not seem a big amount, but when multipli d man tim r thi kin f di cr pane an 

make a big diffi renee in the budget (Fanning I 99 . 

It is also important to keep th not made during th bud ting pr ss. As an 

organisation plans its budget and mak s decisions a ut hov. it ·ill e timate c ts. th r 

is n d for those involved in the budgeting recess t handy 

can go back and check where th runounts cam from. h Y may. r e. mp1 

th workshop co ts on the basis of a c r1ain amount for ph t c pying ba n an 

estimated per pag cost. Wh n a ar Iat r. the sts ar high r tl an antici at d. th ) 



should go bacl,. to hcs n tes and \,h r th 

s enario, aL investor m y a k the or0ani~, tion t 

arrived t th cost p r panici an~ fo \ · r s , 

n 

La tly, for n1anag tnent purposes th budg t th rthc 

into a monthly budg t. This\ iJJ help the m, n g m nl ·h n m 

cash flow. It will also help the manag ment to pick up qui 1 • 

2.3.3 Budget Line Items 

Line items are th actual items listed in an organisation bu et. J· r . amp! un r h 

category training costs , 'stationery might b a sp cific line it m. Un er th atcg r 

"governance , training for Board members rna b asp cific line it m. 

It is up to the budg ting committee memb rs to d cid what th or ni · ti n at . n · 

will be and to decide what the line item under ea h tcg ry will e. 

on organisation may include governance und r mana em nt' 

under fundraising whil another may ha e them as s 1 , rat or lin 1 em . 

If an organisation is preparing a budget for the fir t tirn it sh uld b gin by I i ti ng II th 

items that are going to cost th organisation r proj ct man y. 

will have some idea of the categories and items that n1 ke s n 

project so it will be able to take sh rt cut wh n th udg ting 

items. 

at r n~ th m na ,em nt 

r th n r 

mn1ittt: li t th lin 

Once an organisation has the list, th budgeting c mmitt then group thin s int 

categories according to the en1phasis they put n cat g ri s in the r ani ti n · 

manag ment practices. or xample. if manag m nt thinks it i imp rtant to k 1 tra k 

of training c sts then training costs' would b a cat g r . It m uch as stati net). 

venu s printing costs food accommodation transport, and train rs [! s nd o on 

would be line items under that category. 

14 



The budge ing commit e houl 1i k i 

grouping of acti ities that mak a cohcr nt lin th.:i I h 

rganisati n progra m m1ghr he a c st 

records in terms f cost c ntres. 

proj t department or unit finan i llv. I thev opt 

c ntr s will detern1ine the main ategories un r hich to Jist lin it m . 

ometimes it is possibl to work out how much a at g ry f , p n 

that category has not been listed as su h and the it m is r fl ct 

number of categori s. An organi ation or proje t m y n t ha 

but if management wants to know how much tran p rt is 

h 

ro h th 

ti 

rf. 

r 

organisation, they can add up the tran port lin it m listed und r s v ral c t !! n ·s. 1 h 

line items are also influ n ed by the sourc of bud t fund . 

2.4 Importance of Budgetary Accounting 

Budg tary or appropriation accounting consists tracking and rc i t ring ns 

cone rning appropriations and th ir us s. It sh ul v r appr pri ti n , ap 

any increase or de rease in appropriations. ommitm nt I Jigati n nditurc t the 

verification/delivery stage and payments. udgetary ace unting i 

busin ss accounting system but it is th m t cru ial 

supervising budget implementation. In p, rti ular, weakn s 

th !icy an 

tnting 

and recording make quality analysis f th p r rm nc ut ut. r ut In s 1n1 

I pe and H pe 1997). 

Most large organisations keep r gi t rs for th ir tran a ti ns at a h tag f th 

expenditure cycl or at least at th o ligation t e and th payn1ent lag . · hi 

whatever their ac ounting syst n1 or budg t 

small and mediwn enterprise ke p ·imilar r gist r 

level or through c ntraliz d control pr dur 
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cdur · ar , i import nt. M ny 

ith r at th sp nding d partm nt 
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bu g ta y a counting pr s nu ina 

depart1n nts informa ion is not sv m. tic 11 .. a ai 

orB er, which v..·ould n ed it to upe · ·is bt .! 

rganisations budcetary ace unlinb c " r 

wher control procedures are centraliz d s mttim s i 1 

concen1s operation steps that do n t c n sp nd o th 

(Fanning, 1999). 

2.5 Traditional Budgeting y tern 

n 

in th 

one ms regarding a number of limitations and w akn s th t h c en lin 

traditional budgeting processes are becoming increa in I ith th 

fear being that they could potentially hinder and damage an rganiz tion · 

(Bunce and Fraser 1997). For the 1nost part th concerns · 11 int ne m in 

categories: that the process is inefficient and. furtherm r . th tit i in fccti 

As budgets are prepared in ad anc ther ar lik 1 J to b pri c i ncr · en th\: im 

of preparation and the tim when the amount is sp nt r r ceh cd. I I ere i 

this into ace unt wh nan organisation is d ing its bud ( n 

or value will be when the exp nditure is ma r the in 

be an increase in costs then there is n ed to mak sur th t the 

estimate for an increase in what the organisati n 

sales of products. here is also need to k ep th udget 

budget because some stakeholders may b willing to pro 

the management can show clearly that th bu get cal uhtion v er 

rate of inflation than actually prov d to b the ca e (H e an 

2.6 Budgeting Sy t ms: on erns about In ffi ie i an 

With regard to being inefficient for instanc it i gen r II 

budgeting process is very bureaucrati and protract d unc 

16 
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19 9). In parti ular it is cl imeJ tha 

invol in0 numerous revisions · n 

concerns ret::.arding the 

in lud : that t) pically such budg 

d artmental barri rs while hin nng 

p U hI t i I n 

'ignifi a 

chaviour. 

that they are seen as a rigid commitment constraininJ mana ctn nt to ut- f .. at 

assumptions while inhibiting both manag ment initiative an the pur uit f ntinu us 

improvement· that they strengthen the traditional rtical chain r c mmand r th r than 

empowering the people on the organizati n s front lin · and that th mpha iz cost

mininuzation rather than the maximizing of valu ( unce and raser 1997· H and 

Fraser 1997). Overall it is consid r d that such budg ting syst ms often fail to giv 

lasting improvement or generate congruent behaviour ( unc and ·r ser 1 97· A nning 

1999)- indeed 1-Iope and Hope 1997) summariz the ituation by concluding that: the 

budgeting proc ss is too rigid too internally focus d add too littl valu tak s t o much 

management time and encourages the wrong managerial b haviour. 

It is suggested that a significant nun1ber of thes f inefficiency and 

ineffectiveness relate to the fact that tradjtional budgeting syst ms w re actually initial] 

designed just as an aid to fmancial for casting ash flow 1nanag 111 nt and th ontr 1 of 

costs and capital expenditure. In recent tim s though budg ts hav also been utiliz d to 

support such important management functions a con1muni ating and d t nnining 

corporate goals and objectives allocating resources and appraising p rformanc functi ns 

for which the budgetary control ystem wa never design d and for which it i not at all 

well suited (Bunce and Fraser 1997). It is perhaps not surprising then that it is onsid red 

that the traditional budgeting syste1n i ·out o sync with th ne ds of organization in 

the information age and that a new appr ach to achieving manag ment s purposes for 

budg ting is needed (Hope and ras r 1997· Hop and H p , 1997 . 

2.7 Budgeting Systems: Suggested ew Approach 

It has been suggested that it may b possible to m et the budgetary n eds of 
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r0 anizations in the infer 1 ation a e th1 h 

includin for ex rnple cti it~-

(ZBB 1 ( ·annin . _ 99 . o ever. i 

v ith an rganization s budg tin
0 

s .. stem 

that what is r lly need d is a undamentl II. n 

purposes as for ca ting and r sour e alloca i n 

and cost manaoement - an approach which in or r t r n 

m chanis1ns that especially prom t mpow rment n . ·ibilit 

(Hope and Fraser 1997). 

More sp cifically researchers such as Hop and · r 

functions of forecasting and r source allocation would b 

1. 

th t th imp rtant 

thr u h tl u 

of rolling forecasts which should b prepar d quickly and u dat d uir · nd 

which should not b constrained by the traditional annual I 

forecasts will need to b a objectiv and accw·at a 

access to relevant external indicators as w 11 as th 

data around the organization. In the m an tim I lope an 

purposes of performance measurement and con 1 will n 

traditional actual v rsus bu get omparison but rath r 

milestones and relative mea ures - all dct rmin d ithin 

scorecard framework. Furthermor th c nsider that 

better achieved by supporting the dev I pment of an 

nger 

od 

y 

l th 

d n th 

d 

as d n 

adding value and continuou improv ment r in[! reed b n -t nn 

reward systetn. Particularly useful tool that may b pt d in this r sp ct inclu 

Activity-Based Management (ABM and b n hmarking H and l·ra r, 1 7 . 

2.8 Budgeting y terns in the Financial Indu t 

Given the previously not d cone m r garding tradition 1 appr a h s t budg ting it i 

interesting to note that research undertaken with r gard t th use of su h s st m ithin 

the financial industry has identifi d that op rations o all size pp ar t plac 



con iderable import311c on 1he 'r 

utilizing them on a regula basis an ·ic i g th n 

Bran er Br0\\111, 199 -). Furth rmor ·. th 

a proache t budget d t rmin t'on . well a ther m r 

t ·hniques are becoming incr asingl: \vidt: pr ~ d - .SJ 

( chmidgall and -inemeier 1987 · 

simplified systems has b en view d as being m r ap r pri t 

unit operations or where p rcepti n f environmental unc rtain 

1990). 

r~ 

th 

Und rpinning this apparently favourable opinion and r lat wi c pr us c 

traditional budgeting systems are a number o perceiv d b n fits including f r • mpl 

that such budgets can assist managers in tting positi\e t g ts - th 

for other employees ( chmidgall 1995). Furth nn r chmi gall al ugg 

targets when properly used can pr id a positive motivatit g influenc supp 

achievement of an organization s aims. lt has h wev r, lso 

that a number of problems and limitation hav been a 

traditional budgeting proces es within the financial industry. 

that insurance budg tary control syst ms t pic I ly 

adversarial nature (Pickup 1985) and that wher manag m 

not actively participate in the budg t process and/or 

n appar nt r 

d \\lith th 

litn 

su·h 

imed 

r n 

ith r d 

being unattainable th n a numb r of s rious d functi nal such s gam -

playing and £ elings of tens~on and mistrust - n1a em rg ith p t ntially d trin1 nt 1 

implications for an organization ( ea 1985 · Pickup 1 5 · I r us n and rgcr 

1986· Brander Brown 1995). Mor over it ha be n no d that n1ulti-unit op rati n h v 

tended to adopt standardiz d budgeting yslems (Ru th 1 90 which d not p rmit the 

particular circwnstances of an individual op r ti n to be ully re e t while it ha al o 

been asserted that the form of budgetary control syst m typically 1n u is n ith r 

sufficiently flexible nor compreh nsive ( hmidgall and in m ier 1987· d r and 
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Um br it 1987 . 

ugg st d improv tn nts to o · r o 

high r le els f proper y 'Ontroll · nd 

inemeier, 1987 and the incorporation f a wi 

qualitative data Eder and Umbr it 19 7). 

increasing compl xity and competitiv ne s of th 

improvements and developments ha rc a! 

instance although the need for mor cl arly id ntifi 

including in relation to budgets- is long- stabli h d 

date relevant critical success factors are again b ing h rd 

d 

I· r 

Brander Brown 2000). Similarly d spite the fa t th t it has en r cogniz d r me 

time that planning within the insuranc indu try should b pr active r· thcr th n rcactiv 

involving the anticipati n of possible aJternati enario and I 1J 1 72 · l' u h 

and Lefever 1988) it is apparent that such associated to I udg tar.. · ntr I 

have not as yet been widely used Collier and 5: TJarri . nd r nd r 

Brown, 1998). 

his study therefore is a survey f the challeng s f per ti nal udgc tin 1 s t 1n ithin 

the insurance industry in Kenya. 
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3.1 R earch d ign 

This is a descriptive survey tudy aim d at t lishing th f ti I I 

budgeting pro ss in the insuranc indus r inK n a. rdin, t D und: 

(1998) a descriptive study is cone med ith finding ut he tat 

ph nomenon. 

3.2 Population 

Th population of interest of this study as the lnsuranc om tni ' th t lC pcratin In 

Kenya ( ee appendi III). There wer forty two ( 42) in uran mpruu the 

Insurance Regulatory Authority. 

The study being a surv y implied that data wa 11 t d fr m II th 42 1 n ur nc 

companies in I< nya. This therefore m ans that nsus m th d \V . u 

3. Data collection 

In ord r to identify the challenges faced in oper ti nal udg tin 1 tn th tn ur 1 

industry in Kenya self-administer d dr p and pick q 1 w r di tri ut d 

among sampled employee currently mpl y d b insur n 

Questionnaire is designed to identify the hall nge that ar 

operational budgets by insuranc c m ani in K nya. 

mpani s in n a. 

d in th ormulati n f 

The study being a survey meant that on 1) m 1 y e was l ted fr m each of th 42 

insurance companies and administ r d with the questionnair . The ff in th insuran 
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ompani s in lude m nab rs a i tht:r ttl 

The resear her used structure qu stionn tr a 

The qu stionnair s had both op n and los -t: de 

provided mor structured r spon s to fa ilitat tan ibl 

ti n in tr m nt. 

ended questions provided additional informati n that rna · n t ha I · n captu i in h 

close- nded questions. 

Secondary data sources were employed through th us o re 1 u o un1 nt r 

materials to supplement the data receiv d rom qu ti nnair s an 1n rm ti n r m 

interviews. 

3.4 Data analy is 

Before processing the respons s the compl t d u ti01mair cr ditcd t r 

completeness and consistency. A content analysis and d cripti an lysis was 

he cont nt analysis was used to analyz the r sp nd nts 

the operational budgeting process. he data was th n 

be grouped into various categories. D scriptive swnm· ri1.e th 

data. This includ d percentag and fr quenci s. abies an th r b1J'a hi al pr nt ti ns 

as appropriate were used to present the data c lle ted fi r cas of und r ·tandin nd 

analysis. 
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4.1 Introduction 

This chapter presents analysis and 1indings f th 

target of 42 r spondents 30 r spend nts 

constituting 71.4% response rat . 

n rctu nc hl; uc ti nn 1 • 

4.2 Analy is and interpr tation 

Re pondent's d ignation 

On th respondents designation, th stud ~ un th t the r p ndcnt er 111 r ing 

designations such as Assistant General Manag r u 1t nt puty 

chief accountants financ 1nanagers and manag r . 

otal work experience in year 

Th study al o sought to find out th r p ndent ot 1 \\ rk , p nenc . · r m th u 

th respondents experience in y ars rang d from 5 t 24 

that the respondents w re well er d with th ch II n ~ 

insurance industry. 

ength of time in the company 

The researcher also sought to find ou th I ngth f tim in 

cl ar indi ali n 

n I ud t in th 

b en in their companies. From the finding th 1 ngth tim rang d r m 8 m nth t 

15 years. 

2 



'able 1: -umber o mpl ye 

I Freqt 

than 50 8 -6.7 

50-100 12 40.0 

Above 100 10 33.3 

otal 30 100.0 

On the number of employ s in th 1npan th st y foun that lc j ri t tl 

companies had 50-100 en1ployees a shown 40% of th r r nd nt f 11 

33.3% of the companies that had abov 100 mploye whil 2 .7o/o bad I ss tha 

employees. 

Existence of an operational budget plan in th compani 

The study also found that all th con1panies h d n er ti n 1 udg t pl n as " a 

indicated by th respondents. 

Table 2: The length of time period that th p ati n l ud 

Fr quency Perc nt 

1-3 months 3 10.0 

8-12 months 12 40.0 

1-3 years 11 6.7 

Over 3 years 4 13. 
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r Tot l~----~,~0~-------:~ ~10~0~. ------

The resp nden s v. or also rcqu St \ to 

operational budget plan co ere . From th findings. th • 1 

that the operational budget plan in their c mpany c -I 

36.7o/osajd 1-3 years 13.3%ofth r spond ntssa· th tit v red 

o/t 

hi I 

I 0% of the respondents reported that it over d 1- m nth . 

Re pondent's in olvement in the pr paration of p r tj udg t 

in th pr , r ti n The study also r vealed that all the respondent 

operational budgets. This could hav b n b cau 

companies. 

f th ir de ign ti n. in their 

able 3: Existence of a budget committee in th omp n 

requency Perc nt 

Yes 26 86.7 

No 4 13.3 

Total 30 1100.0 

The findings in the abov table revealed that m st omp m s h a bu g t c mn1itt 

indicated by 86.7% ofth r spondents. Th memb r f th d· 

General Manag r financ operations manag r human r ur 1nana r u m 

developm nt manager enior accountant un r ritin man g r udit mmjtt 

Managing Director and EO and oth r aid that 11 manag rs w r als in th bud 

cornmitt e. 

13.3% of the respondents report d that th r w n t mmitt Jn th ir 
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companit:s. 

T bl 4: e · 1 n r a f ·n t y 

larti ipat in era i n· J bu g t p ·u· Co an 

I j·r qucnc~ nt 

trongly agree 24 0.0 

Agree 3 10.0 

eutral 3 10.0 

Total 30 100.0 

The study also sought t find out wh ther all s nior ta f in th c mpam p icipate tn 

operational budget pr paration and discussions. Fr m th finding in the a o e tabl th 

majority f respondents as shown by 80% str ngly a r d th t all s ni r staf in th ir 

con1panies participat d in op rational udg t prepar tion and discu si ns. 1 o/o agr d 

with this while 1 0% w r n utral n h ther mor ta f in th companie 

participated in op rational budget pr paration and di s u 

Table 5: Basi that the operational bud t er r k n d n 

Fr qu n y P rc nt 

Time 4 13.3 

Cost w1it 4 13.3 

Time an cost unit 22 73 .3 

Total 30 100.0 
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n the b si that th opt:r tio 

sho vn by 7 .""~o s 'd that th _ 

vhil the r p ndent \ 1 o .. id th 

th sc wh said c L unit\ r sh wn b 1 "" .. <>.to in c 

r qu nc rrc t 

Fixed budget 9 30.0 

Variable budget 2 .7 

Both 19 63 .3 

Total 30 10 .0 

1 n 

he researcher also sought to in e tigat th budgets th t th insuran c mpanies 

prepared. From th findings in the ab ve tabl . the majorit of th comp nies pr ed 

both fixed and variable budgets as hown by .3% 30% th c01npani s pr pared 

fixed budget while 6. 7°/o of th comp 1i s pre par a ariabl udget. 

Table 7: Purpo e of the operational budget to th mp n 

trongly Str ngly 

agree Agr utral 1 agr disagre mean 

Forecast future 76.7 2 .3 0 0 0 1.2 

Assist in contra 1 63. 36.7 0 0 0 1.4 
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.... 7 I . 0 

appraisal lJ. 7 .7 10. 0 

b tt r 1 .3 .7 20.0 

The fmdings in the ab ve tabl sh w th 1 vel of agre m nt 

importance of the operational budg ts to the companies. 

.8 

0 1. 

2.1 

r sp nd nt n th 

From the findings the majority o th re p ndent strong} r d that the p rational 

budgets were important t orecast th futur as shown by am n r of 1.2 and al o in 

order to assist inc ntrol as sho n by am an s ore f 1.4. 

urther majority of th resp ndents agr d that op r tiona! budg ts w r important s a 

means by which manag m nt c tnmuni at s t oth r l v I sh wn by a 

mean scor of 1.8 as a n1ean of per ormanc ppr isal sh cor 1.9 

and also to motivat mployees t do b tt r a shown by a m an sc r f 2.1 . 

Table 8: Re pond nts opini n on h th r p rati n 1 u o tin pro k 

appropriate tim duration 

Fr quency P1 rc nt 

Yes 17 56.7 

0 13 43.3 

otal 30 100.0 
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Th ·e r q st d 

bu getin tin1 

resp nde s 1 

ppropria ti u rar on in t 

heir compani s o r tio al udg ing 1 r 

abl 9: R p n ibi1i 

propo al 

re u nc 

CEO 5 

Th board 23 

Any oth r 2 

Total 30 

f a n th fi al 

P rent 

16.7 

76.7 

6.7 

100.0 

t 1 n \:I h 

th p ra i n· 1 d 

The study also sought to find out on th resp n ibility o rna ing th final d cision n th 

op rational budg t proposal . rom th tud , Lh n1aJ rity f lh respon nt (7 . 7% 

report d that the board had th r span i ility making th final d cision n th 

operational budg t proposals 16.7% aid the whil .7% s id th rs i. . th 

principal shar hold rs. 

Whether the prepared operational ud rv th ir p r 

The study also revealed that the prepar d pcrati nal budgets rv d their purp se in th 

insurance companies as wa indicated by all th resp nd nt . 
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'1 a I 1 llo ~· in , o dif ti ., r t r dr· ' 

u.o 

12 4 

Total 30 10 .0 

From the findings in th ta 1 th majorit of the r spon nt as sh 'Nn by % r p rt d 

that modifications wer a] l w d aft r th p rational budg t ha n drawn in th ir 

company while 40% of th r spond nts r p rt d that modificati ns re not allow d 

after the operational budgets vV r dr wn in th ir com pan 

Main stage of op rational udgetin pr 

Th study also sought to fin out th p ration 1 udg ting pr c 

From the study the main stag s wer · pr p ration f budg t t mplat <>. circulati n t 

various units con id ration f r vie d nit bud ts r i v f c n1p ny budg t y 

fmanc review by xecutiv ommitt a proval t chni al artn r r vi w by udit 

committee approval by the ard. th r stag · s in lu d coil ting f th hist rica! d ta, 

distributing th data to the r 1 vant n1anag r s king the proj tion and their rationaL 

incorporating this into tandard t mplat rev1 ing th figur or ccura y and 

presenting the figures to th manag m nt b ard and prin ipal shar h rs. th rs tag s 

of operational budgeting w r noted as depa1tm ntal budg ting by d partm ntal he ds 

(each departm nt with its pe rs senior managem nt me tin trategy) to discu th 

overall consolidating th a0 re d final number to th c mprch nsive on p p r 

pr sentation to the oard or approval or an other ug stions r amen m n 

implementation of the budg t with laid down guidelin s. 
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, he ao that tak t 1 u t ti l. ·&n tJ r '" c n Jot tt i 

olle ti n gettin , infi rm ti n 

manag rs ha 

riously an unit udgetin' pr · ration- thi 

base udg ting. 

it i n rm · II 7 r 

haJl nge facio a op r ti 1 ud tin in th m an 

The study also fl und that there ' fa ing p r ti n I ud ting in th 

insurance companie as was indicat by all th r sp nd nt . 

hall en fa in perational bud tin in th in ur nc in u. t in 

The study also sought to find ut th chall n 

compani s. rorn the study th s chall nges er · 

Achieving the required value o n -w busin : m na m nt 

maintenanc c sts tim n traints. de ire r omfi rt bu 

budget comn1ittees, comp t n e 1 els f budg ting teatn , n 

down budg ts by d partm nt lack uth rit 

non-achievement f th main top lin inc m arn r c t flu tuati n 

costs lack or po r participation. th r hall eng id ntifi w r · p or 

the ex rcisc, m asur ment of some factor J diffi ult tim ti ns , 

cqui iti n and 

ntinuit it th 

t the laid 

all ti n, 

r inflati n n 

o rdination f 

ometim - th 

pressure from abov i too much. at tim s it is infl ibJ t han /adju tm nt · and al o 

it is p nsive as a ontrol/monitoring t 1. 

hallenge that gr atly aff ct operati nal ud eti in th ompan 

The researcher also reque ted the re p nd nts to gi e th chall nge that th thought 

greatly affl cted op rational budgeting in th company. Fr m th study. th s 
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b .1ll ~n · v r · 

. 0 - .mitm - \ 1i u Lea d n 

board, lin ited tin1e 

x rei . th 

x ens during low pr du ti n tim an p pi ·pc t· ti ns 

against approved budg t i I so a chall 1ge. 

abl 11: e pond n t 1 I f r n1 n t on h th r m na m nt n 

o rcom the operational budg ti hall n in th m n 

Frequ ncy P rcent 

Strongly agree 11 3 .7 

Agr 19 63.3 

Total "'0 100.0 

The respond nts w re also r quest d to gi th ir opini n n h th r th m na ctn nt 

could b able to ov rc me the op rational budg tin ch ll nge in the omp ny. 

From the findings in the abo ta I the majority f r nt a sh wn y . % 

agree and 36.7% trongly agree th t th man g n1 nt an e a 1 to ver · m th 

operational budgeting challenge in th c mpany. 

Po ible olution to the perati al ud tin chall n th mp n 

On th possible solutions to th operation I budg ting hall ng acjng the in. uranc 

companies the respond nts sugg st d that all units sh ul be in ol d in tb udg t 

preparation valuation and contr 1 ycl manag ment houl a ail n1or tin1 in 

r viewing variances budget shoul also g t ad quat tim allocati n 
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and roper p r :cip tion/c - r ina i n t i th n a l incln · 

op ration,l bu lgc: i l' will i et 

, nd know their e. p t tion ru al 

prepar at Lh bcoinnjng o. n in titi • 1d ct n b 

addres ed and incoq rat 'd. 
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.1 In r du ti u 

from th anal nd d t Jn 1 

r comm ndation 

he r s arch r had intend d t bt in r pon s n ch 11 ng 

in the insurance indu try in Kenya. 

5.2 i cu ion 

From the study all the 30 insur nc mp ni shad an 

in mo t compani s (90%) co ered 8 n1 nth and ab v . 

companies ha 

operations manager human r sour man r· business 

accountant underwriting manag r and an ging ir t r/ 

J ·lusi n and 

the tudy. 

nal bu ctin 

und that m st 

man g r hi 

cl ar th· tin 

most companies all the s nior st f participated in p rati rmul tion nd 

discussions. h tudy also establish that th peration 1 budg t w r r en d wn on 

th basis of tim and ost unit in most mp nic an · al o n1 t c mp i pre ar d th 

the fixed and the ariable budg ts. Th purp s of th th 

study was to for cast th future t a ist in ontr I an by which manag m nt 

communicates to other 1 v ls f d partment as a m ans r rm ce appraisal and 

also to motivate employees to do b tt r. h maJ rity of th 

operational budg ting proc ss in their company t urati n and th 

responsibility of making the fmal d i ion on th 

the board. 

rational udget prop a1 wa v ith 

The study also found that the perational budgets s r d th ir urpos in the compani . 

It was also clear that mo t companies allowed m difi ations aft r th op rati nal 

4 



bud~ t h 

comp e 

to the rei vant managers, 

tandard templat s . revie in the figures [i r 

figures t the manag mcnt b ard nd prin i 

d pattmental budgetin by d partmental h 

managem nt n1e ting strategy to diseu 

numb rs to th om r h nsiv on pap r 

, rltn nt i h i l 

ntation to th b ard 

th 

lud d 

111 r 

111 1 

w n 

approval or any other suggestion or amendm nts an impl m ntati n th bud ct ~ith 

laid down guidelin s. The stag s th t t ok th Ionge. t tim 

planning and d ta coil cti n. getting in rmati n nd assumpti ns r m di er nt 

manag rs- this was because managers had th r di ~ r nt tar et an otn time d n t 

take the budgeting ex rcis eri usly· unit budg ting r p rati n- this i caus it is 

based on zero bas d budgeting. 

The study also established that op rational bu g ting in th ins tranc mpani s [; c 

some challenges which includ d inability to a hiev th r uir lue n w bu in s 

management of acquisition and maint nan or m[i rt 

budgets lack of continuity in th committ f budgeting teams n n-

adherence to the laid down budgets by dcpat1m nt l ck of ade uate auth rity t sp nd 

despite allocation non-achi vement of th main top lin in m rners. c t ilu tuati n 

or inflation on costs lack or poor parti ip, ti n p r c ordin tion f the 

measurement of some factors i difficult ( estin1ations an t tim s it is infl 

change /adjustm nts and also it is e p nsiv as a contr lln1onitoring tool. 

The respondents were of th opinion that manag n1 nt ould b abl to o r om the 

challenges of operational budgeting in th company by inv lving all the units in th 
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know their .· 

b ginning f 

incorporat d. 

5.3 n lu i n 

o nd c ntr 1 

etin ... 

ctati n . In ( diti o . 

ry r rt in ri tic nts lik ll ct c n an 

rom the study the researcher conclud d that p rati nal u get wer c ccti c in th 

insuranc indu try as they rved th ir purp s utur In 

control, acting as a means 

d partment acts a a mean 

do b tter. 

y which managem nt c mmuni at s 

f p rD rmance appraisal and I it motiv t 

ci s f 

to 

he r searcher al o conclud d th t in the pr c of p r ti n 1 udg ting. th in urance 

companies faced s me chalJ nge whi h wer inab 'li y t th r uir d alu 

n w busines management of acquisition and maint .n n 

for comfort budgets la k of ontinuit in the mmitt , 

teams non-adh r nee to the laid d n bud ets y 

de. ir 

la k o ad quat 

authority to sp nd despite allocation n n-achi f th m, in t p lin in orne 

earners cost fluctuation or inflati n on articipati 

ordination of the ex rcise measurem nt s m fa t rs is di fi ult c tilnatio and at 

times it is infl xible t chang s/ dju tment and ls it is s 

controVm nitoring to 1. 
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-.4 mm a afo1 

Fr m the tin r 1. rd t< 

h· llcng ul 

unit in the or anization , r 11 

r p rati n i tl n/c 

rdination of th 4 ret 

It is also recomn1 n le thal gc hould u ·d 1 r crly in r r o 

en ure that organization's r s ur ar uti]iLed fici ntly nd ithin the bu g t n1u 1 

asp s ible. 

The study al o recomn1end that op rational budg t uld b pr p r d in such a \ y 

that everybody who i rc uired t u it will b abl t md r · nd it v itho tt 1y 

difficulties. 
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p J n<.Ji · 1: L t r f ntr d cti n t 

h oJ 

If I. 

19th ' t m r 2 

Dear Respondent, 

: OLLECTIO 

I am a masters program stu ent at Uni r ity of ir bi 

In order to fulfil th master's program r quir m nt , I m un 

proj ct on chall ng s of op rational udg ting in tl i try . 

Your organization has b ens lect d t orm part f thi . tu r I kindly r qu 

you to assist me to collect data by filling ut th a mp n in qu ti n1 airc 

he information provided will e used e. 

held in strict confidence. hank you. 

Yours faithfully 

J.M. Kig chi 

tudent 

r mtc urp 

up i o 

2 

d ill b 



pp ndi: I : u ti nn~ ir 

r in ans ' r th II ti kin at 

pro 1 d. 

Part n al j f 111 tion 

1. mpany arne: ----------------------

2. What i ·our de ignation? -------------------

3. What i your total ork . p ri n m , rs? --------------

4. What is y ur J ngth time in th ompany? --------------

5. hat i th total nun1b r of m in our ompan : I J e ti k n 

s than 50 [ ] 

50 - I 00 [ J 

b v 100 [ J 

art B: ud t planning 

1. oes your n1 pany ha e an 

[ ] y [ ] 

2. If your ans r is yes what i the length tim p n d ct plan 

COY rs? 

1- 3 Month [ ] 

4- 6 M nth [ ] 
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7- nths [ J 

8- ] 2 !. 1 nlh [ ] 

1- " ' ars [ J 

ar.) [ J 

3. Ar ou inv Jv in the pre rati n 

[ ] Yes [ ] ~ ~0 

4. Is there a bud get committe in your mpany? 

[ ] Ys r ] 

If s, wh ar th memb r fthi Jnmitt ? 

Pleas sp ify ith offi e titl 

~ -----------------------------

b -----------------------------

c -----------------------------

d) ----------------------------

e) __________________________ __ 

5. All senior staff in your mpany parti i pate in r ti nal budg t pr par tion and 

discussion . o you agre to thi stat n1 nt? PI a ti k a propriat cale. 

1. trongly agree 

2. Agr e 
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.. u r:-tl 

4. Di ' rt: 

5. tron!:,lydi gr 

6. n what basi d y u break d nyc ur r 'ttion 

[ ] Time 

[ ] ost unit 

[ ] ime and c st unit 

[ ] thers please speci y 

7. Does y ur ompany pr par ? 11 \ r c 

Fixed budg t? 

Vari bl budg t? 

Both? 

8. Operational budgets have a number o purp se . indi at h import nt do u think th t 

ach f the following purpo is rei ant r our mp ny I s indi at th infl nc f 

each purpose using a rating sc I 

1. trongly agre 

2. Agr e 

3. utr 1 

4. Disagre 
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I 

f Anr I ctors 'tr ngl .. tt 1 1 1'0 1, 

gr I ...... 

ri 0 foreca t th futur 

A sist in control 

As a means by which 

management 

communi cat to th r 

le els of d partment 

As a mens f 

perfom1ance appraisal 

To motivat mploy s to 

do better 

9. o you think op ration 1 bud 1 ting pr es t ke a propri" tc tiJ e durati n? 

y s [ ] [ ] 

10. Who makes th fin 1 d cisi non th 

Th Ace ntant 

p rational Manager [ 
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] 

1 ht.= oa d 

n ot r .. 

art ff cti n of h bud 

11. th ir purp sc? 

y s [ ] 0 [ J 

12. Are modifications all wed a er th p rati nal bu g h n r n? 

y [ J [ ] 

giv th fop rati n I udg ting pro ss? 

14. Which stag takes th 1 ngest tim and wh ? 

----------------------------------------------------------------------------------------------------------
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Par u • inc 

\r"' tl ere at al fl in 

[ ] y 

2. I y li t th zn, 1 ch 1l n...,l:S'? 

a) ____________________________ _ 

b) ________________________ __ 

c -------------------------------

d) 

e) __________________________ __ 

hich is the hallcng that u thin rca ly · ·ct It ur 

c mpany? Lxpl in ri fl 

4. h manag 1n nt an b abl t rc m th ud ling chall n 111 y ur 

mpany. y u gr to thi st t m nt? ti k ap r 

a. trong]y agr 

b. gr e 

c. utral 

d. isagr 

e. trongly disagree 
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5. \Vh· L are t p 

c mpan . 

hank u. 
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pp •n j I I: 11. i l , t f) y· 

1. fr' ca. 

F Lin1i ed 

..., 

.J. enya In uran e m an I imit 

4. P Insurance imit d 

5. p ll Insuranc ompany imit d 

6. Blue hield Insurance ompan Limit d 

7. riti h-Am rica Insuranc ompany imit d 

ann n Assur nc ompan td 

9. one rd Insur n c mpan imit d 

12. Dir ctline A uranc tnpany in1it d 

13. idelity- hi ld Insuran ompan td 

14. · irst Assuranc om pan Limit 

15. Gateway Insurance 01npany Limit d 

16. Geminia Insurance mpany imit d 

1 7. General Accident Insuranc om pan td 
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I. H ritug ny Li it 

1 In t ran Limited 

20. lntr fri imi ·d 

21. Jubilee Insuranc omp n_ of en .. a I imit 

22. Kenindia uran imit d 

2 . Kenya ri nt Insurance mp n imit d 

24. Ken a Alliance In urance om pan imit d 

25. i n ofK nya In uranc ompany imit d 

26. adison In uran om any imit d 

27. ayfair insuranc ompany Lt 

rnpany imit 28. 

29. 

30. mpany imited 

31. ld utual Li e suranc omp ny Limit 

32. Pa i Insuran on1p· ny Limit 

3 . Pan frica ife Assuranc ompany imit d 

34. hoeni o ast frica Assuranc ompany td 

35. Pi neer Assurance ompany imit d 
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I Inst ra1 e ip. ny imit 

• t n ard . 'ln)' it 

" . Tau i Assur·m imit ·I 

"'9. Th :\1onarch Insurance omp1 n Limited 

40. Trident In urance omp n.. imit d 

41. Trinity Li~ Assuranc mp ny Limited 

42. UAP Insurance ompany Limit d 
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