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ABSTRACT 

 

The   study   focused on   the   Assessment   of   the effectiveness of financial 

statements for decision-making in public sector, and it   was conducted   at Morogoro 

Sub treasury in Morogoro Region.   

 

Both primary and secondary data were collected and analysed for the study. The 

study sample comprised of 50 respondents, where the study managed to meet only 45 

respondents to collect the needed primary data used to collect other useful secondary 

data. The main tools used in collecting these data were the structured questionnaires 

and face-to-face interviews.  Data analysis was performed using the Statistical 

Package for Social Sciences (SPSS). 

 

The study findings  is that financial information plays a vital role in making effective 

decisions in public sector, this means that no decisions should be taken without the 

consideration of an organization‘s financial statements. The study concludes that in 

order to have effective financial statements, the organization should employ the 

qualified accountants and internal audit section who are responsible for checking the 

internal controls and hence improve an organization‘s operations. 

 

The study recommended that the organization should ensure that its internal controls 

are efficient and effective to enhance preparation of effective financial statements, 

this is because internal control system assures the management that the information it 

receives is both reliable and accurate. The system also helps to ensure that the assets 

are secure and management policy is being followed.  

 

Furthermore the study recommended that the Organization should emphasize the use 

of information technology in preparing its financial statements in order to make 

effective decisions.  
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CHAPTER ONE 

 

INTRODUCTION AND PROBLEM SETTING 

 

1.1 Introduction  

The study focused on the assessment of the effectiveness of accounting information 

for decision making in public sector, by exploring the relationship between 

effectiveness and efficiency, transparency financial reporting system and decision 

making. In general, Effectiveness and efficiency financial reporting system enhance 

effective decision making. Presence of efficient and transparent financial statements 

has become extremely important especially in view of increasing awareness of use of 

public funds. An efficient financial reporting system whose salient features can be 

very helpful for countries like Tanzania in enhancing the credibility of financial 

information, public trust and attracting foreign investments.  

 

The study was conducted in Morogoro Sub-treasury and the researcher assessed how 

public institutions adhere to the principles of transparency and efficient financial 

reporting system and give recommendation on what to be done to improve the 

situation. 

 

1.2 Background of the study 

The Government of the United Republic of Tanzania at first established Ministry of 

Finance with only Head Quarter in Dar es Salaam. In July 1994 they established the 

Sub-Treasuries at pilot regions including Mwanza, Tanga, Kibaha (Coast Region), 

and Sumbawanga (Rukwa). 

 

In July 1996, the Government introduced the 2nd phase of Sub-Treasury which 

includes 10 Regions and Morogoro was one of those regions. 

In July1998, they introduced the 3rd phase which includes Regions like Kagera, 

Manyara, Mtwara, and Ruvuma.  
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According to the Interpreted Financial Management System Accounting Procedures 

Manual Sub Treasury, it is pointed out that, the purpose of the Sub-Treasury is to 

provide accounting payments and revenue collection services in the region on behalf 

of the MDAs. These services are provided to the Sub-Warrant Holders and Regional 

Administrative Secretariats stationed in respective regions. The efficient provision of 

these services is expected to result in an improved services and effective control 

being exercised over the public funds. Region and other departments in region carry 

out many thousands of individual transactions each year. These transactions need to 

be recorded according to a structured framework from which they can be measured, 

summarized and analyzed for management and policy formulation purposes. Frank 

Wood (2009) noted that ―many industries, companies, government institutions and 

even those parastatal organizations which depend on financial statements are affected 

if proper financial statements have not been prepared according to accounting 

standards‖. 

 

Failure to prepare good financial statements leads many organizations to make poor 

decisions and finally, fail to operate or deliver goods or services to the public or 

private sector; and subsequently find themselves out of the market. 

 

Adequate financial reporting system is essential to introduce accountability in the use 

of public funds. Timeliness of financial information is important for good decision 

making. Efficient financial Management and Control system is very important to 

meet the challenges of transparency in decision-making, good governance, 

comparability of financial reporting with other countries of the world and reliability 

of financial information will motivate foreign investors to make investment in the 

country. A financial reporting system based on International Standards is very 

helpful in raising capital from the international markets. Tax payer needs to know as 

to where the government has used the tax revenues, where financial reporting 

provides answer. Creditors/ international donor agencies are interested to know 

whether the government will be able to honor its commitments when fall due. A 

reliable system would facilitate speedy flow of grants and aids from such agencies.  

Rating agencies needs to have timely and reliable information on the financial 
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position to assess government's credit worthiness. Such a rating is very vital in 

raising finances from international donor agencies, capital markets and investors. 

There is increasing recognition around the world that good governance in the public 

sector is the key for social and economic in turns brings prosperity for the nations, 

hence this research is set out to assess the effectiveness of financial statements for 

decision making in Public Sector with particular reference to Morogoro Sub- 

treasury.  

 

1.3    Statement of the Problem 

Presence of an efficient and transparent Financial Reporting System has become 

extremely important for the governments especially in view of increasing awareness 

for use of public funds by governments.  An efficient Financial Reporting System 

can be very helpful for Countries like Tanzania in enhancing the credibility of 

financial information, public trust and attracting foreign investment. The business 

performance is measured to determine the financial soundness and growth rate of the 

company. For this purpose, the financial statements are analysed and interpreted. The 

analysis of financial statements indicates the strength and weaknesses of a company 

and it also shows the underlying trends in its activities, N.A.Saleemi (2008). 

 

The main role of financial statements in management is to provide information for 

decision-making and for the decision made to be more useful to the management, the 

management need to receive all the necessary information. Due to the globalization 

of business and the capital markets the world has been pushed in demanding better 

accounting systems and frameworks so as to come up with financial statements 

which show true and fair view by including accurate and timely prepared, relevant 

information which are comparable and understandable so as to facilitate decision 

making processes in organizations.  

 

Financials are inaccurate in some information, often lead to the failure in the 

organization goals, and normally this is one of the primary problems faced by many 

organizations. Frequently organizational failures can be directly traced to poor 

financial planning. It is not easy to have good financial planning without having a 
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good analysis of financial statements; the problem here is the ability of evaluation, 

analyzing and interpretation of the financial statements. In order for the organization 

to be competitive the management must plan and prepare good financial statements. 

The survival of an organization depends largely on the management‘s ability to use 

financial statements in their decisions. It has been realized that the information 

provided by the financial statements determines the extent to which decisions are to 

be undertaken by the management.  

 

1.4       Objectives of the Study 

1.4.1 General Objective 

The general objective of this research was to find out the effectiveness of the 

financial reports for decision-making in Public Sector. 

 

1.4.2 Specific objectives 

(i) To find out how financial statements are used in decision- making. 

(ii) To identify the challenges in the use of financial statements in decision –

making.  

(iii) To examine how internal control system does assists in the effectiveness of 

financial statements for decision- making. 

(iv) To access how information technology (ICT) does contribute to the 

effectiveness of financial statements for decision- making.  

(v) To identify factors contribute to inadequate information security 

(vi) To identify the role of financial statements in budgetary control. 

 

1.5  Research questions 

The researcher was guided by the following questions: 

 

1.5.1 General question 

The main research question was, what are the factors that hinder the effectiveness of 

the financial reports for decision making in Public sector? 
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1.5.2   Specific questions were: 

(i) How financial statements are being used in decision- making at Sub-treasury?  

(ii) What are the challenges in using financial statements in decision- making?  

(iii) How internal control system assists the effectiveness of financial statements          

for decision- making? 

(iv) How information communication technology (ICT) does contribute to the 

effectiveness of financial statements for decision- making? 

(v) What factors contribute to inadequate information security? 

(vi) What are the roles of financial statements in budgetary control? 

 

1.6  Significance of the study 

Being an empirical work, the study will encourage other researchers to further Study 

on the topic. The following are expected to be the significance of the study: 

Firstly the study will serve as a guide for future reference for practitioners, scholars 

and academicians who will be doing research in this area. Secondly, the research will 

encourage the decision maker to see the importance of implementing financial 

statements in decision-making. Thirdly the research will sight out the challenges 

facing the decision- making based on financial statements. Furthermore the study 

will help other organizations to improve financial statements preparation and 

enhance its overall performance. Other significance of the research can help the 

government through Sub-treasuries to put more emphasis on training accountants and 

auditors about information technology (electronic accounting information system). 

The study also assists the organization to improve its accounting records from which 

financial statements are prepared by using electronic accounting information 

systems. Finally research increases transparency and accountability of government    

spending.  

 

1.7 Organization of the research 

This dissertation has five chapters, each chapter contains different parts such as; 

chapter one is background information of this study, within this chapter the general 

overview of effectiveness of financial statements for decision making in public sector  

practices. The chapter is divided into thirteen different parts that include 
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introduction, background to the study, statement of the problem, objectives of the 

study, research questions and scope, significance of the study, organization of the 

study and delimitation of the study. 

In chapter two, different related literatures to this study have been reviewed so as to 

incorporate other people‘s ideas to this study and recognize literature gap. Both 

theoretical and empirical literatures concerning the subject matter are consulted. In 

the part of theoretical literature review, main theories relating to accounting and 

management are reviewed. These literature sources were available to help the 

researcher to develop a good understanding of, and insight into, previous research 

relating to research understudy and a set of reference disciplines it draws on and 

contributes to. In empirical literature review the current literatures related to this 

study were reviewed. As a whole this chapter lays the theoretical ground for the 

study. 

Chapter three describes the research design and methodology that were used to 

gather and analyze the data collected.  Very specifically this part presents research 

design, area of the study, population of the study, sample and sampling procedure, 

data collection method and lastly data analysis.  

Chapter four describes the presentation and discussion of the research findings. The 

research findings have been presented based on the research objectives including;- to 

examine the role of financial statement in budget control; to find out 

recommendations to be done to enhance the effectiveness of financial statements for 

decision making; to examine how the internal control system does assist in the 

effectiveness of financial statements for decision making and to access how 

information technology (ICT) does contribute to the effectiveness of financial 

statements for decision making. The discussion of the research findings has been 

done in the light of research questions. 

Chapter five describes the summary, conclusion and recommendations based on the 

research findings and finally the future research studies that should be done which 

were not covered with this study. 
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1.8      Limitations of the study 

These are constraints that in one way or another limited the performance. The 

following limitations were encountered during the fieldwork: 

 

i)  Data accessibilities 

Some of the documents were confidential to the management to disclose 

them. The management officials also failed to provide some information, 

which were necessary in fear of revealing their weaknesses. The researcher 

solved the problem by concentrating on available information. 

 

ii)  Budget constraints 

Since the researcher is sponsored with fixed amount to spend in his/her 

studies of the Masters of Science in Accounting and Finance (MSc. A &F), 

the fund provided was inadequate as per study requirements.  

 

iii)  Time limitations 

The time given for the study is assumed to affect the research facts compared 

to the difficulties of the problem. Basing on this fact, a researcher tried his 

level best to efficiently utilize well the available time. 

 

iv)      Slow return of questionnaires 

Some of questionnaires distributed to the nominees were not returned. This is 

because some of the head of department had traveled away until when 

research work ended. However, the researcher used the returned scripts as well 

as information obtained through other methods such as observations to make 

judgments. 

 

1.9    Delimitation of the study 

As far as time and financial resource constraints imposed limitations to the study, the 

researcher was forced to narrow the focus of the study, areas of the study, research 

populations covered and methodology used in data collections as follows: The study 

focused on the effectiveness of financial statements for decision-making in public 
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sector. The study population concentrated on the public employee in Morogoro Sub-

Treasury .The area of the study chosen was Morogoro Sub-Treasury in Morogoro 

region. The study used qualitative techniques in data collection while other 

techniques like quantitative were not considered. Limiting the focus of the study in 

terms of topic, content, methodology and target population helped the researcher to 

manage collecting data within the time frame set for the research work and 

dissertation writing.  
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CHAPTER TWO 

 

LITERATURE REVIEW 

 

2.1    Introduction 

In this chapter, basically various literatures related to this study were reviewed in 

order to identify the knowledge gap. Both theoretical and empirical literatures 

regarding the subject matter were reviewed. At the end of this chapter, a literature 

gap was identified from both theoretical and empirical literature review. The chapter 

gives the theoretical ground of the study related to the effectiveness of financial 

statements for decision making in public sector.  

 

2.2    Conceptual definition of terms  

(i) Financial Statements 

Kerosene (1987), defined financial statements as structured representation of 

the financial position and financial performance of an entity. The objective 

and general-purpose of financial statements is to provide information about the 

financial position, financial performance and cash flows to a wide range of 

users in making economic decisions. 

 

Samuels and Wilkes (1998) in their book states that, ―Financial statements are 

information provided which enable an analysis to be made of a firm‘s past 

actions, to assess its current findings and possibly to form opinions about its 

likely future performance‖. They are useful to understand firm‘s financial 

position. 

 

According to Njau (2000), financial statements are potentially useful for 

making economic decisions and which if provided will enhance social welfare. 

The financial statement should be prepared according to the Generally 

Accepted Accounting Principles (GAAPs). 
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(ii) Decision Making 

The word ―Decision‖ means to decide, to come to conclusion or resolution. It 

represents a course of behavior or action about what must be/or not done.  

According to Sherlekar (1997), decision is a choice whereby a person comes 

to a conclusion about a situation. Sherlekar elaborates further that decision is 

the act of determining in one‘s own mind upon an opinion or a course of 

action from two or more alternative course of action. 

 

Mac Crimmon (1998) defined decision-making as the process of thought and 

action that culminate in choice behavior. Mac Crimmon added further that 

decision-making and problem solving are interrelated topics both involving 

use of judgment, bridging thought and action. Sometimes decision making is 

seen as the subject of problem solving, dealing with evaluation and choice 

from a set of alternatives.  

 

According to Gupta (2001), Decision making is the process of choosing a 

course of action from among alternatives to achieve desired goals. It consists 

of activities a manager performs to reach conclusion. It is a process of 

selection and aim is to select the best alternatives. 

 

(iii)  Generally Accepted Accounting Principles (GAAP) 

Generally accepted accounting principles (GAAP) refer to the standard 

framework of guidelines for financial accounting used in any given 

jurisdiction; generally known as accounting standards or standard 

accounting practice. These include the standards, conventions, and rules that 

accountants follow in recording and summarizing and in the preparation of 

financial statements. 

 

According to CICA Hand book, the ―term generally accepted accounting 

principles encompasses not only specific rules, practices and procedures 

relating to particular circumstances but also broad principles and conversions 

of general application, including underlying concepts. 

http://en.wikipedia.org/wiki/Financial_accounting
http://en.wikipedia.org/wiki/Standard_accounting_practice
http://en.wikipedia.org/wiki/Standard_accounting_practice
http://en.wikipedia.org/wiki/Financial_statements
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In order to ensure application of the accounting concepts and principles, 

major accounting setting-bardies have incorporated them into their reporting 

frame works such as the IASB Frame work. In case where application of one 

accounting concepts or principle, leads to a conflict with another accounting 

concepts or principle, accountants must consider what is best for the user of 

the financial information. 

 

An example of such a case would be the tradeoff between relevance and 

reliability. Information is more relevant if it is disclosed timely. However it 

may take more time together reliable information. Whether reliability of 

information may be compromised to ensure relevance of information is a 

matter of judgment ought to be considered to the interest of the users of 

financial information. 

 

(iv)   Efficiency versus Effectiveness 

According to Clifton (2011) Efficiency is a productivity metrics meaning 

how fast something is done. Hence Testing efficiency metric can be done 

quantitatively. Effectiveness on the other hand, is a quality metrics meaning 

how good something is at testing. Hence Testing effectiveness metrics can be 

done qualitatively. The difference between the two concepts is somehow 

logical. Again, while efficiency means doing the right thing, effectiveness 

means doing the thing right (Chaffey, 2011). International Journal of 

Humanities and Social Science Vol. 2 No. 4 [Special Issue – February 2012] 

298. 

 

Looking from the organizational point of view, according to Scocco, D. 

(2010) efficiency is defined as the extent to which an organization maintains 

a particular level of production with fewer resources or increases the level of 

goods or services it produces with a less than proportionate increase in the 

resources used and effectiveness means the extent to which an organization 

produces output or outcome. Kelly (2011) pointed out that efficiency is all 
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about time, money and effort and effectiveness could be best explained using 

the concepts of accuracy, reliability and ease of use. 

 

(v) Financial Reporting 

A written message presented on sheets of paper is known as a report (Hall 

1998). Literarily, financial report is written financial information signed, 

sealed and delivered. According to Meigns (1998), financial reporting is the 

process of communicating financial information to decision-makers. It 

provides information useful for making investment decisions. Its disclosure 

provides both quantitative and qualitative information for its user‘s effective 

use and reliable decisions. In other words it presents information in a way 

that can be understood by users. Again, the view that is more likely his 

opinion is that of Larson (1999), who viewed financial reporting as the 

communication of relevant financial information to decision-makers. 

 

Further, the American Financial Reporting Standards Board (AFRSB) 

defined financial reporting as ―activities which are intended to serve the 

information needs of external users, who lack the authority to prescribe the 

financial information they want from enterprise and therefore must use 

information that the management communicates to them‖, cited by Lewis and 

Pendrill (1996). Thus, the management pre- pares financial reports for the use 

of the external users who cannot but use the information at their disposal to 

make various decisions concerning an organisation. Majority of the big 

companies around us have become so large that they attract investing capital 

from a great number of investors. Hence, these companies are required by 

law to prepare and present their financial reports covering a period (say 12 

months) to their shareholders at their Annual General Meeting (AGM). The 

small companies are not left out also. The primary means of financial 

reporting is by issuing a set of accounting reports called financial statements. 

These statements normally are of two categories, namely: 

(a)  External Financial Reports: These are reports prepared for all users of 

financial statements irrespective of whether the user has direct access to the 
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books and records of the business or not. These reports are usually in form of 

published accounts; 

 

(b)  Internal Financial Reports: There reports are usually prepared exclusively for 

management uses (Akintoye 2002). 

 

(vi)  Internal control systems 

The American Institute of Certified Public Accountant (AICPA) has defined 

internal control as “The plan of Organization and all coordinate methods and 

measures adopted within a business to safeguard its assets, check the 

accuracy and the reliability of its accounting data, promote operational 

efficiency and encourage adherence to prescribed managerial policies. A 

system of internal control extends beyond those matters which relate directly 

to the functions of the accounting and financial departments”.  

 

2.3  Theoretical Literature Review 

A number of theories exist which had been tested from time to time and again by 

different scholars in association with accounting and management. However, three of 

these theories are considered to be important in accounting and management. These 

theories are Contingency theory, Stakeholder theory and Agency theory.  

 

2.3.1  Contingency Theory 

According to Contingency theory, an organization must identify specific aspects of 

an accounting system which is associated with certain defined circumstances and 

demonstrate an appropriate matching (Otley, 1980). According to this study,   

accounting system is very important within an organization for day to day operations. 

An efficient Financial Reporting System can be very helpful for Countries like 

Tanzania in enhancing the credibility of financial information, public trust and 

attracting foreign investment: Adequate financial reporting system is essential to 

introduce accountability in the use of public funds. Timeliness of financial 

information is important for good decision making. Efficient financial management 
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& control system is very important to meet the new era challenges and transparency 

in decision-making. Many government organizations in developing countries 

Tanzania in particular, have been facing difficulties in their performance. This has 

resulted into tremendous losses, for some of the organization the reasons for the issue 

have been attributed to many reasons. Some of the cities have been successful for the 

use of financial statements for making an economic decisions for example Gaborone 

City in Botswana (Nathan Mnjama and Justus Wamukoya). Many governments all 

over the world are adopting modern information communication technologies (ICT 

specifically the use of electronic accounting information systems) as a tool for 

providing efficient and effective services to their citizens (USA by Deborah Beard 

and H. Joseph Wen). Increasingly information and technology-intensive environment 

in which  ICTs specifically the use of electronic accounting information systems 

have a major impact on the availability, processing, storage, record keeping, 

distribution and security of information. A learning culture and strong infrastructure 

of laws, policies, standards, practices, systems and resources are required to support 

information management in both traditional and e-government environments.  The 

creation, use and preservation of e-records pose special tools that are informed by 

traditional information management principles and goals. 

 

 “Without access to good records, officials are forced to take decisions on an ad hoc 

without the benefit of institutional memory. Fraud cannot be proven, meaningful 

audits cannot be carried out effectively and government actions are not open to 

review upon on time”.  

 

There are several reasons in the context of reliable financial statements in decision 

making and need to manage and maintain records properly. Government relies upon 

policy files, budget papers, accounting records, Procurement records, personnel 

records, tax records, election registers, property and fixed asset registers to 

demonstrate accountability to its citizens and these are achieved if the ICT 

specifically the use of electronic accounting information systems   are effectively 

used and applied.  

 



 

15 

 

2.3.2  Agency Theory 

However, Agency Theory addresses the relationship between two parties, where one 

is a principal and the other is an agent who represents the principal in transactions 

with a third party. Agency relationships occur when the principals hire the agent to 

perform a service on the principals' behalf. Principals commonly delegate decision-

making authority to the agents. Management is also responsible for ensuring 

compliance with laws, regulations and contractual provisions. Stewardship and 

agency theory in the context of business entities, the need for accounting is often 

rationalized in terms of agency theory. The main focus of the agency theory is the 

conflict that arises when ownership is different from management. Agency theory is 

concerned with resolving two problems that can occur in an agency relationship. The 

first problem arises when: 

 

(i) The desires or goals of the principal and agent conflict; and 

(ii) It is difficult or expensive for the principal to verify what the agent is actually 

doing.  

 

The problem here is that the principal cannot verify that the agent has behaved 

appropriately. The second problem is that of risk sharing when the principal and the 

agent have different attitudes towards risk and therefore prefer different actions. 

When a company is listed (quoted) on the stock exchange, control and ownership are 

separated. The company is controlled, at least on a day-to-day basis, by its 

management (the directors or management board) but owned by its shareholders (or 

proprietors). This involves obvious benefits for both parties but also risks. These 

risks may be controlled or reduced by various means: one of the most obvious, and 

widely used, strategies is for a requirement on management to provide regular 

accounts that are available to the shareholders. Financial statements therefore provide 

a key condition for the existence of a modern company: it is difficult to imagine how 

companies with widely held and traded shares would be managed if credible 

accounts were not generally prepared. A stewardship objective emphasizes this role 

of financial reporting as explained below. Shareholders, in their capacity as owners 

of the business, make decisions other than to buy, sell or hold.  
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The other decisions include a consideration of whether they, as owners of the 

business, need to intervene in its management. The shareholders look to financial 

reporting to access information relating to management‘s stewardship of the 

business. Most accounts of agency theory stress the possibility of a divergence of 

interest between management and shareholders, both of which are assumed to be 

relentlessly pursuing their economic self-interest. Perhaps it is for this reason that the 

ED characterises stewardship as a demand for information on management‘s safe 

custody of the assets, and compliance with laws and regulations. The stress is on 

whether management have behaved properly and not for example, unjustly enriched 

themselves at the company‘s expense. If owners assign stewardship of their company 

to management, they wish to have the ability to oversee management behavior to 

ensure that: 

(i) It is aligned to the owners‘ objectives; 

(ii) Management are devising strategies aimed at making the best use of company 

assets; and 

(iii) No misappropriation of the company assets takes place. 

 

The owners attempt to ensure alignment to their objectives by monitoring the 

company against some criteria e.g. at its simplest the increase in profits and net 

assets over the year. However, they also need information that enables them to 

review the company‘s performance in light of the risks management took in order to 

obtain the results and to assist them in making decisions about the future direction of 

the business. Company law in many jurisdictions also interprets what is now 

commonly known as agency theory as discussed above. 

 

Stewardship was originally the primary objective of financial reporting which is why 

company law initially sought to ensure that management provide an account of their 

performance over a given period and show how they have utilized the resources 

entrusted to them by the owners. It was only after the development of capital markets 

that a further focus for financial reporting developed, i.e. on cash flow generation 

that would assist in buy, sell or hold decisions (the main focus of the resource 

allocation decision-usefulness objective as described in the ED). For many investors 
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in unlisted companies, selling the shares in a readily available, liquid market is not an 

option (due to a lack of capital markets or otherwise). The only alternatives available 

to such investors are intervention or removal of management. As a result, the main 

objective of financial reporting for these investors is stewardship. Such equity 

investors are interested in the following: 

(i) How management has performed in the past so they can gauge their likely 

performance in the future; 

(ii) Ability to gauge the extent to which transactions similar to those already 

undertaken might recur in the future; and 

How the management performance and transactions undertaken, including related 

party transactions, might affect the entity‘s performance. Thus, we consider 

stewardship as a separate objective of financial reporting. In fact, an investor first 

assesses how an entity has performed in a given period, and secondly to make a 

judgment about how it is likely to perform in the future (so that he can make 

resource-allocation decisions). We believe that one of the first assessments an 

investor makes is to take a view on stewardship and as such this should have equal 

prominence with the resource-allocation decisions. Therefore, the stewardship 

objective that financial reporting has is broader than the resource-allocation decision-

usefulness objective described in the ED. The stewardship objective is about 

providing information about the past (including, for example, the transactions 

entered into, the decisions taken and the policies adopted) at a level of detail and in a 

way that enables an entity‘s past performance to be assessed in its own right, rather 

than just as part of an assessment about likely future performance. And it is about 

providing information about how an entity has been positioned for the future.  

2.3.3  Stakeholder theory 

Stakeholder theory looks at the relationships between an organization and others in 

its internal and external environment. It also looks at how these relationships affect 

how the organization conducts its activities. You can think of a stakeholder as a 

person or organization that can affect or be affected by your organization. 

Stakeholders can come from inside or outside of the organization. Examples of 
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stakeholders of a business include customers, employees, stockholders, suppliers, 

non-profit community organizations, government, and the local community among 

many others.  

One of the most important contributors to stakeholder theory is R. Edward Freeman 

and his book Strategic Management: A Stakeholder Approach (1984). The core idea 

of stakeholder theory is that organizations that manage their stakeholder relationships 

effectively will survive longer and perform better than those organizations that don't. 

Freeman suggests that organizations should develop certain stakeholder 

competencies. These include the following:  

1. Making a commitment to monitoring stakeholder interests  

2. Developing strategies to effectively deal with stakeholders and their interests  

3. Dividing and categorizing interests into manageable segments  

4. Trying ensure that organizational functions address the needs of stakeholders  

 

Figure 2.1:  Stakeholder Diagram 

  

Source: Researcher completion, 2014 
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2.4    Concepts 

2.4.1  Use of Financial Statements in Decision Making 

The management of an organization has the primary responsibility for the 

preparation and presentation of the financial statements of the entity. Management is 

also interested in the information contained in the financial statements even though it 

has access to additional management and financial information that helps it carry out 

its planning, decision-making and control responsibilities. Management has the 

ability to determine the form and content of such additional information in order to 

meet its own needs.  

 

The objective of financial statements is to provide information about the financial 

position, performance and changes in financial position of an entity that is useful to a 

wide range of users in making economic decisions. Financial statements prepared for 

this purpose meet the common needs of most users. 

 

However, financial statements do not provide all the information that users may need 

to make economic decisions since they largely portray the financial effects of past 

events and do not necessarily provide non-financial information. Financial 

statements also show the results of the stewardship of management, or the 

accountability of management for the resources entrusted to it. Those users who wish 

to assess the stewardship or accountability of management do so in order that they 

may make economic decisions; these decisions may include, for example, whether to 

hold or sell their investment in the entity or whether to reappoint or replace the 

management. 

 

Financial statements provide information that is vital in decision making process. 

Generally financial statements play a great role through which managers obtain 

relevant information, which is important for the sound decision making in the 

organization. Managers cannot make good decision for the benefit of the 

organization without obtaining information about the existing problem/situation and 

this can be obtained through financial statement. 
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Simon (1988), in this article ―Interpretation of financial statements using ratios‖, 

noted that its often necessary to interpret financial statements in order to identify the 

strength and weakness of a company and highlight any underlying trend in its 

operation hence making a reliable decision. He however, said that one of the methods 

of identifying the company‘s strength and weakness in the use of ratio analysis which 

is extracted or calculated from the financial statements. 

 

Taylor (1987) wrote that, ―Financial statement exists in managerial decision making 

so as to provide information about the financial characteristics of organization to 

individuals and groups interested in those organizations. The process of financial 

statements in decision making does not take place in vacuum, so the management 

needs necessary information in order to come up with reasonable conclusion‘‘. 

 

Gigerenzer (2003), in his research out of economics and cognitive psychology has 

focused on the gap between the correct answer to a decision making problem and the 

one given by the subjects for problems of financial statements prepared by the 

accounting departments in the world in general. He denoted that in the past years in 

the mid of 90‘s before the introduction of the personal computers and popular 

spreadsheets applications, much of the information was being analyzed using the 

graphs and tables representing numeric data for decision making in the organization. 

But due to increase in technology, financial statements has now become more 

advanced by the introduction of accounting packages that help to minimize the risk 

of wrong interpretations. 

 

The management of an organization has the primary responsibility for the 

preparation and presentation of the financial statements of the entity. Management is 

also interested in the information contained in the financial statements even though it 

has access to additional management and financial information that helps it carry out 

its planning, decision-making and control responsibilities. Management has the 

ability to determine the form and content of such additional information in order to 

meet its own needs. 
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2.4.2 Financial statements in decision making and its challenges 

a)  Financial statements and Decision-making 

The broad objectives of financial reporting is to provide information about 

the financial position, performance and financial adaptability of an enterprise 

that is useful to a wide range of users for assessing the stewardship of 

management and for making economic decision. Decision-making is one of 

the functions of management amongst many other functions that are 

undertaken by the management of an organization (Pandey 2000). Decision- 

making is the key to financial managers‘ success and is very crucial for any 

business. Managers constantly take actions that affect the firms. For example, 

the introduction of new products a very important decision to make. 

Therefore, financial reporting is crucial to decision-makers to make decision 

on investment, credit policy, marketing strategies, financial, and similar 

decisions (Kaurdi 1999). Decisions are made out of available information; 

hence, financial reports should be made available to users periodically. 

 

b)  Limitations of Financial statements in decision making 

Maheshwari (2002) identified the limitations of financial statements as: 

(i) Financial statements are essentially interim reports 

The profits shown by Profit and Loss account and financial position as 

depicted by the balance sheet is not exact. The exact position can be 

known only when the business is closedown. Again the existence of 

contingent liabilities, deferred revenue expenditure makes them more 

imprecise. 

 

(ii) Accounting concepts and conventions. 

On account of this reason the financial position as disclosed by the 

statements may be unrealistic. Example financial asset on the balance 

sheet are shown on the basis of a going concern concept. This means 

that value placed on financial assets may not be the same, which may 

be realized on their sale. 
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(iii) Disclose/Recording only monetary facts 

Financial statements only disclose monetary facts and ignore non-

monetary event. That is financial statements do not depict those facts 

which cannot be expressed in terms of money. For example, if there is 

a conflict between let say the Production manager and sales manager, 

it will affect the business enterprise but it will not be recorded in the 

business books. 

 

(iv) Lack of Precision 

Financial statements may not be realistic because these are prepared 

by following certain accounting standards and concepts. For example, 

the concept of going concern indicates that the business will continue 

and assets are to be recorded at cost but the book value of the assets 

may not be actual realizable value. 

 

(v) Lack of Objective Judgment 

Financial statements are also influenced by the personal judgment of 

the accountant. He /she can select any method of depreciation, stock 

valuation and amortization of fixed assets. If the method the method 

of depreciation or stock valuation is not realistic then the financial 

statements do not show the true position. 

 

(vi) Historical Nature 

These statements are prepared on the basis of actual events which 

have taken place. These statements present a view of past 

performance only but do not give due performance to future estimates 

and expectations. 

(vii) Scope of Manipulations. 

These statements are prepared in most of the cases to conceal the real 

profitability of the business enterprise. 
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(viii) Inadequate Information 

There are many parties who are interested in the information given in 

the financial statements but their objectives and the requirements 

differ so the information is not adequate for all of them. 

 

c)  Internal control system vs. effectiveness of financial statements for 

decision making 

One of the embracing definitions of an internal control system is that given 

by Millichamp (1996). The definition says: 

“Internal control system is the whole system of controls, financial and 

otherwise, established by the management in order to carry on the business 

the enterprise in an orderly manner, ensure adherence to management 

policies, safeguard assets and secure as far possible the completeness and 

accuracy of the records”. 

 

Internal control enhances corporate governance. Internal control and ethics 

are high profile areas in the current accounting and financial services. The 

auditor will often have a separate and distinct responsibility to form an 

opinion as to the adequacy of the accounting records for the purpose of 

complying with regulations and laws to which an organization may be 

subject. The implementation and maintenance of internal control procedures 

one important issue in the organization. The review of effectiveness of 

internal control should include operational nature as well as financial 

controls. 

 

At the organizational level, internal control objectives relate to the reliability of 

financial reporting, timely feedback on the achievement of operational or strategic 

goals, and compliance with laws and regulations. At the specific transaction level, 

internal control refers to the actions taken to achieve a specific objective (e.g., how to 

ensure the organization's payments to third parties are for valid services rendered.) 

Internal control procedures reduce process variation, leading to more predictable 

outcomes. Internal control is a key element of the Foreign Corrupt Practices Act 

(FCPA) of 1977 and the Sarbanes–Oxley Act of 2002, which required improvements 

http://www.ask.com/wiki/Foreign_Corrupt_Practices_Act?qsrc=3044
http://www.ask.com/wiki/Foreign_Corrupt_Practices_Act?qsrc=3044
http://www.ask.com/wiki/Sarbanes%E2%80%93Oxley_Act?qsrc=3044
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in internal control in United States public corporations. Internal controls within 

business entities are also referred to as operational controls. 

 

The internal auditors and external auditors of the organization also measure the 

effectiveness of internal control through their efforts. They assess whether the 

controls are properly designed, implemented and working effectively, and make 

recommendations on how to improve internal control. They may also 

review Information technology controls, which relate to the IT systems of the 

organization. There are laws and regulations on internal control related to financial 

reporting in a number of jurisdictions. In the U.S. these regulations are specifically 

established by Sections 404 and 302 of the Sarbanes-Oxley Act. Guidance on 

auditing these controls is specified in PCAOB Auditing Standard No. 5 and SEC 

guidance, further discussed in SOX 404 top-down risk assessment. To provide 

reasonable assurance that internal controls involved in the financial reporting process 

are effective, they are tested by the external auditor (the organization's public 

accountants), who are required to opine on the internal controls of the company and 

the reliability of its financial reporting. 

 

Why is Internal Controls Important in Financial Statements? 

Companies implement internal controls for a variety of reasons. The Sarbanes-Oxley 

Act requires many companies to document and implement internal controls into their 

current processes. Other companies implement internal controls to ensure the 

integrity of the data being reported. Internal controls are especially important when 

dealing with financial information. 

Elder et al (2010) explain the following four broad objectives of maintaining an 

internal control system: 

 

Compliance 

Generally accepted accounting principles require that businesses report their 

financial results using a series of accounting standards and principles published 

by the Financial Accounting Standards Board, or FASB. FASB evaluates different 

situations that occur in business and determines the best way to record the 

http://www.ask.com/wiki/Internal_audit?qsrc=3044
http://www.ask.com/wiki/Auditors?qsrc=3044
http://www.ask.com/wiki/Information_technology_controls?qsrc=3044
http://www.ask.com/wiki/Sarbanes-Oxley_Act?qsrc=3044#Internal_control
http://www.ask.com/wiki/PCAOB?qsrc=3044
http://www.ask.com/wiki/SOX_404_top-down_risk_assessment?qsrc=3044
http://www.ask.com/wiki/Financial_reporting?qsrc=3044
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information on the financial statements. Once a decision is made, all companies 

encountering this situation must record data the same way on their financial 

statements. Internal control processes ensure that a company records its 

transactions in compliance with generally accepted accounting standards. 

 

Reliability 

Financial statements used by investors, lenders or managers need to include 

reliable information. These users trust the information presented and use it to 

make their own investment, lending or business planning decisions. These users 

trust that the accountants prepare the financial statements in accordance with 

generally accepted accounting principles. The ability to rely on the financial 

information presented allows the user to believe that the assets, liabilities and 

other numbers recorded truly exist. Internal control processes increase the 

reliability of the financial data presented. 

Operational Effectiveness 

Management wants to see that the company operations are running efficiently 

and effectively. Efficient operations ensure that the company produces enough 

products to meet customer demands. Effective operations mean that the 

products/ services being offered meet the specifications to work effectively for 

the customer. Unhappy customers make claims against the business, reducing 

sales and increasing expenses. Internal control procedures throughout the 

manufacturing process ensure that the production process meets the 

requirements to create final products that will serve the customers. 

Fraud Reduction 

Many investors and lenders worry about the potential for fraud in their 

companies they do business with. Fraudulent financial reporting misleads these 

users into thinking the company is performing better than it really is. A good 

system of internal controls reduces the potential for fraud in the organization 

and allows users to trust the information being reported. 

A good internal control system will usually help a company achieve its objectives 

and minimize loss of resources. A company needs to centralize program and 
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establish a system to measure and monitor internal control’s effectiveness and 

alignment between corporate governance, internal controls and external 

reporting activities. 

A good and strong internal control system will enable the organization to operate 

efficiently and effectively.  

 

(iv)  Information technology (ICT) and the effectiveness of financial 

statements for decision making. 

According to google.com [electronic library] Information technology (IT) has 

created significant benefits for accounting departments. IT networks and 

computer systems have shortened the lead time needed by accountants to 

prepare and present financial information to management and stakeholders. 

Not only has IT shortened the lead time required to present financial 

information, but it also has improved the overall efficiency and accuracy of 

the information.  

 

Some of the cities have been successful for the use of financial statements for 

making an economic decisions for example Gaborone City in Botswana 

(Nathan Mnjama and Justus Wamukoya) .Many governments all over the 

world are adopting modern information communication technologies (ICT 

specifically the use of electronic accounting information systems) as a tool 

for providing efficient and effective services to their citizens.  (USA by 

Deborah Beard and H. Joseph Wen) 

 

Gaborone has been successful in recordkeeping through the use of ICT 

specifically the use of electronic accounting information systems 

technologies in which turns that easily preparation of financial statements. 

True, accurate and complete accounting record underpins good financial 

statement for decision making. Increasingly information and technology-

intensive environment in which  ICTs specifically the use of electronic 

accounting information systems have a major impact on the availability, 

processing, storage, record keeping, distribution and security of information. 



 

27 

 

A learning culture and strong infrastructure of laws, policies, standards, 

practices, systems and resources are required to support information 

management in both traditional and e-government environments.  The 

creation, use and preservation of e-records pose special tools that are 

informed by traditional information management principles and goals. 

 

―Without access to good records, officials are forced to take decisions on an 

ad hoc like Morogoro without the benefit of institutional memory. Fraud 

cannot be proven, meaningful audits cannot be carried out effectively and 

government actions are not open to review upon on time.  

 

There are several reasons in the context of reliable financial statements in 

decision making and need to manage and maintain records properly. 

Government relies upon policy files, budget papers, accounting records, 

Procurement records, personnel records, tax records, election registers, 

property and fixed asset registers to demonstrate accountability to its citizens 

and these are achieved if the ICT specifically the use of electronic accounting 

information systems   are effectively used and applied like GABORONE. 

 

Without adequate records, the effectiveness of development projects cannot 

be ascertained. Moreover, there is no way of verifying that the development 

projects fall within acceptable legal, financial and cultural boundaries of a 

client government or that funds for development are used as intended. 

 

So all the projects and long term plans are achievable since the records which 

are used in preparation of financial statements are well kept and processed by 

using electronic accounting information systems like GABORONE city in 

BOTSWANA as compared to Tanzania where financial statements are 

prepared manually.  

Lacking of good record keeping management is directly linked to the 

persistence of corruption and frauds, which result into, mislead financial 
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statements. Well-managed  records can act as a cost effective restraint. On 

the whole prevention is much cheaper than prosecution. 

 

The loss of control of records has consequences for users of financial 

statements. Relevant, accurate and complete public records must exist if 

governments are to preserve the rule of law and to demonstrate fair, equal, 

and consistent treatment of citizens. 

 

The use of electronic accounting information systems like GABORONE 

CITY has dramatically changed the accounting profession. One response to 

this change is the development of accounting programs that emphasize 

Accounting Information Systems (AIS).  Accounting information systems has 

increased our ability to capture, store, analyze, and process tremendous 

amounts of data, increased our ability to change business processes, and has 

significantly impacted the control process. Employers are demanding that 

their accounting and audit staff possess adequate backgrounds in IT. 

 

Advances in information technology specifically the use of electronic 

accounting information systems and increased use of the Internet require that 

management, accountants, auditors, and academicians become more 

knowledgeable and conversant in the design, operation, and control of 

accounting information systems 

 

With the expansion of computer technology in Gaborone city traditional 

business processes have been restructured and unique internal control 

techniques address exposure to many new dangers. The responsibility for 

establishing and maintaining a system of effective internal controls resides 

with management. Management‘s responsibilities include the documentation, 

testing, and assessment of internal controls, including relevant general IT 

controls (e.g., program development, program changes, computer operations, 

and access to programs and data) and appropriate application-level controls 
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designed to ensure that financial information generated from an 

organization‘s information system can be reasonably relied upon 

 

2.4.3  Qualitative Characteristics of good Financial Statements  

These are necessary qualities which should be possessed by financial statements so 

as to enable interested parties to make rational economic decisions. The useful 

information contained in financial statements should possess the following 

characteristics; Alexander D. and Briton A (1986):  

 

(i) Understandability 

An essential quality of the information provided in financial statements is that 

users readily understand it. For this purpose, users are assumed to have a 

reasonable knowledge of business and economic activities and accounting 

and a willingness to study the information with reasonable diligence. 

However, information about complex matters that should be included in the 

financial statements because of its relevance to the economic decision 

making, needs of users should not be excluded merely on the grounds that it 

may be too difficult for certain users to understand.    

 

(ii) Relevance 

To be useful, information must be relevant to the decision-making needs of 

users. Information has the quality of relevance when it influences the 

economic decisions of users by helping them evaluate past, present or future 

events or confirming, or correcting, their past evaluations.  

 

Information about financial position and past performance is frequently used 

as the basis for predicting future financial position and performance and other 

matters in which users are directly interested, such as dividend and wage 

payments, security price movements and the ability of the entity to meet its 

commitments as they fall due. 
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(iii) Reliability  

To be useful, information must also be reliable. Information has the quality of    

reliability when it is free from material error and bias and can be depended 

upon by users to    represent faithfulness. 

 

(iv) Accuracy 

This refers to a situation where the contents of the report are assumed by an 

independent opinion expressed by the external or internal auditors‘ reports to 

be accurate and correct.               

 

(v) Timelines 

This is another important characteristic of useful information. It recognizes 

the fact that a report has to be submitted to the one in need of it within the 

required period of time so that actions or decisions will be taken or made and 

when required rather than being taken or made out of date. 

 

2.4.4  Features of Financial Statements  

The basic features of financial statements are;  

(i) Financial statements always relate to past period and hence there are called 

historical document.  

(ii) Financial statement is expressed in monetary terms.  

(iii) Financial statements indicate profitability of the business through income 

statement and financial position through the statement of financial position.  

 

2.4.5  Functions of Financial Statements  

(i) Financial statements provide various facts of a business organization. The 

accounting department in an organization plays important and vital role in the 

business management. As the primary aim of a business is maximization of 

profit, such profit can only be determined through accurate records of income 

and expenses which is shown in the financial statement.  
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(ii) Accounting for the scare resources of our society, under any form of 

economics arrangement, decisions as to where capital should   be invested are 

made on the basis of information contained in the financial statement.  

 

(iv) Financial statement helps the management to make decisions that are 

necessary for the continuity of the business. It also provides information 

about the financial strength, performance and changes in information position 

of an enterprise that is useful to wide range of users in making economic 

decisions.  

 

2.4.6   The Role and Components of Financial Statements 

IAS 1 describes financial statements as a structured financial representation of the 

financial position and financial performance of an entity. The objective is to provide 

information about the financial position, financial performance and cash flows of an 

entity that is useful to a wide range of users in making economic decisions. Financial 

statements also show the results of management‘s stewardship of the resources 

entrusted to it. To meet this objective, financial statements provide information about 

an entity‘s: 

(i) Assets; 

(ii) Liabilities; 

(iii) Equity; 

(iv) Income and expenses, including gains and losses; 

(v) Other changes in equity; and 

(vi) Cash flows. 

This information, along with other information in the notes to financial statements, 

assists users to predict the entity‘s future cash flows and in particular the timing and 

certainty of the generation of cash and cash equivalent. 

 

IAS 1 explains that a complete set of financial statements includes: 

(i) Accounting policies; 

(ii) A balance sheet; 

(iii) An income statement; 



 

32 

 

(iv) A statement showing either all changes in equity or changes in equity other 

than those arising from transactions with equity holders acting in the capacity 

of equity holders; 

(v) A cash flow statement; and 

(vi) Explanatory notes. 

 

These financial statement components interrelate because they reflect different 

aspects of the same transactions or other events. Although each component provides 

information that is different from the others, none is likely to serve only a single 

purpose or provide all the information needs for all users. Hence, the information 

contained in the notes to the accounts is of equal importance as the major statements 

such as the balance sheet and income statement. 

 

In addition, IAS 1 outlines fundamental concepts for account preparation including: 

(i) Going concern: The assumption that the business will continue to operate 

into the future (i.e., the business will not be liquidated or cease trading). 

 

(ii) Accrual basis: Transactions are recognized as they occur and reported in the 

periods to which they relate. This recognizes that some cash outlays will 

benefit several future periods—for example, the purchase of an asset will 

provide benefits to future reporting periods and the costs of the asset are 

allocated to each period through capitalization and depreciation of the asset. 

(iii) Consistency: Presentation and classification of items in financial statements 

should be consistent between periods. Where the presentations or 

classifications are changed, the comparative information should be changed 

to reflect the new basis. 

 

(iv) Materiality: Each material item should be presented in the financial 

statements and immaterial items should be aggregated. It is important to 

recognize that materiality encompasses both immaterialities by amount and 

nature. For example, entering a low-value transaction may have extremely 

important risk consequences for the entity that are important to disclose to the 
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users of the financial statements. In this context, information is material if 

nondisclosure is likely to influence the economic decisions of the financial 

statement users. 

 

2.4.7  Objectives of Financial Statements 

The basic objective of financial statement is to assist in decision making. The other 

objectives are;  

 

(i) To provide reliable financial information about economic resources and 

obligations of a business enterprise.  

(ii) To provide reliable information about changes in the net reserves (resource 

obligation) of the business.  

(iii) To provide information that assist in estimating the earning potential of 

enterprise.  

(iv) To disclose to the extent possible, other information related to the financial 

statements that are relevant to the statement users. 

 

According to IAS (2003), the objective of general-purpose financial statements is to 

provide information about the financial position, financial performance and cash 

flows to a wide range of users in making economic decisions. The needs of financial 

statements differ from one group to the other. Shareholders are considering the 

provisions of long-term finance, Employees and public are interested in information 

about the trends and recent developments in the prosperity of the entities and the 

range of its activities, internal users need information in planning and controlling 

organization operations and managing (allocating) organization‘s resources.  

 

So the accounting system should provide information contained in the financial 

statements even though it has access to additional management and financial that 

helps it carry out its planning, decision-making and control responsibilities.  
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Financial statements also show the results of management‘s stewardship of the 

resources to it. To meet these objectives, financial statements provide information 

about an entity‘s: 

(i) Assets 

(ii) Liabilities 

(iii) Entity 

(iv) Income and expenses, including gains and losses 

(v) Other changes in equity 

(vi) Cash flows 

 

According to Thompson and Taylor (1999), the following are the purpose of   

financial statements with respect to the groups of users: 

(i) The employees and labour unions are vitally interested in the firm‘s survival 

and possible growth and its ability to clear its bills in the case when wages 

due. 

(ii) The current owners of the firm need information to evaluate the desirability 

of making an ownership investment in becoming owners of the firm. 

(iii) Current potential suppliers as in the case of creditors lending money need 

information in order to evaluate the safety and desirability of the investment. 

 

2.4.8   Users of Financial Statements 

The users of financial statements have been classified depending on the use and 

requirements found in the prepared financial statements. 

 

According to John A. et all (1985) the users of financial statements includes; 

Management: The management of the organization would be interested in every 

aspect of the financial statements, it‘s their overall responsibility to see that the 

resources of the business are used most effectively and efficiently and that the 

financial condition of the business is sound. 

 

Equity shareholders: The Equity shareholders are the suppliers of the capital. And 

normally investment is of risk in nature. Their interested to know the prospects of the 
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business and to what extent their interest will be affected by the result of the business 

operation. 

 

Investors: Prospective Investors who wants to invest money in firm would to make 

an analysis of the financial statement of that firm to know how safe the proposed 

investment will be. 

 

Employees: Employees are interested in financial position of the concern they serve, 

particularly when payment of the bonus depends upon the size of the profit earns. 

They would like to know the bonus being paid is correct. 

 

Government: Government is interested in the financial statement because they 

reflect the earning for a particular period for the purpose of taxation. Moreover these 

financial statements are used for compiling statistics concerned business 

organization. 

 

Research scholars: The financial statement being a mirror of a financial position of 

the organization are of great importance to the research scholars who wants to make 

the study into financial operations of the particular organization. 

According to Fess Warren (1987), the user financial statements are: 

(i) The Bankers who appraise the financial soundness of the business 

organization and asses the risks involved before making loans or granting 

credit.  

(ii) The Government agencies that are concerned with the financial activities of 

the business organizations for the purpose of taxation and regulation. 

(iii) Managers who rely upon accounting information to assist them in evaluating 

current operations and in planning future operations. 

 

According to IAS (2003), the users of the financial statements include present and 

potential investors, employees, lenders, government and their agencies and the 

general public. They use financial statements in order to satisfy their different needs.  
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2.4.9    Decision Making Process 

Imdieke and Smith (1987) identified the process of decision-making. According to 

them, the process involves the setting of goals, consideration of alternatives, making 

of decision, implementation of decision, and lastly evaluation of results and feedback 

provision. According to Druly (1999) the stages are as follows:  

 

(i) Definition of objectives 

The decision makers must be aware of the organizations objectives, which 

should wherever possible, qualify and they are specified and communicated 

widely. 
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Consideration of alternatives 

Ideally an exhaustive list should be prepared covering all possible alternatives 

and evaluation of alternatives. This involves making quantitative and 

financial comparison between the various alternatives so that the ultimate 

decision maker is provided with relevant and correctly specified financial 

basis for the final decision. 

 

(ii) Selection of the course of action where the actual choice is made. It 

involves personal, social, psychological and political factors as well as the 

more objectives financial and quantitative consideration 

According to Meigs and Meigs (1990), in order for accounting information to 

be proper for decision-making, they must pass through steps regardless of 

whether the accounting system is simple or sophisticated. Those three steps 

are: 

 

(i) Recording financial activity 

This is creating a systematic record of the day-to-day business activity in 

monetary terms (e.g. goods and services are purchased and sold, credit is 

extended to customers debt are incurred and cash is received and paid out).  

 

(ii) Classifying data 

The data after being collected and recorded they must be classified into 

related groups or categories of transactions for instance grouping together 

those transactions in which cash is received or paid out. 

 

(iii) Summarizing the data in order to be useful to decision makers. 

Accounting data must be condensed and highly summarized. Also the 

accounting information should be communicated to interested parties and 

interpretation should be done to help in decision-making.  
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2.4.10   Significance of Financial Reporting 

Financial reporting is of great significance to decision-making, because certain 

decisions cannot be made without the items in financial report. For instance, 

investors and potential investors will need the information contents of the financial 

report to take investment decisions. This are to allow for informed judgment about 

the economic and financial position of the organisation. Moreover, financial 

reporting is very important to management in the process of presenting their 

stewardship report to the shareholders, who are the owners of the business. Thus, 

financial reporting enables organisations to improve on its activities, its performance, 

determine all loopholes and come up with strategies aiming at moving a company 

forward. The overall objective of financial reporting is to provide information that is 

useful for rational investment, credit and similar decisions (Akintoye 2002). 

According to a committee set up by UK accounting British Parliamentary Committee 

the objective of corporate financial report is ―… to communicate economic measures 

of and information about, the resources and performance of the reporting entity, 

useful to those having reasonable rights to such information …‖ (CIBN Study Text 

1991). This simply means that financial reports enable making meaningful decisions 

from the information so provided. Other significance of financial report is: 

 

(i) It shows compliance with statutory regulations and standards; 

(ii) It determines the extent of stewardship of the management to the 

shareholders; 

(iii) It determines the extent to which the resources of the enterprise have been 

fully utilized; and 

(iv) It ascertains whether financial statements show a true and fair view of an 

enterprise financial position (Akinloye 2002). 

 

2.4.11 Meaning of ‘stewardship’ and ‘accountability’ 

The previous IASB Framework issued in 1989 referred to ‗stewardship‘ as follows: 

Financial statements also [i.e. in addition to providing information that is useful in 

making economic decisions] show the results of the stewardship of management, or 

the accountability of management for the resources entrusted to it. Those users who 
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wish to assess the stewardship or accountability of management do so in order that 

they make economic decisions; these decisions may include, for example, whether to 

hold or sell their investment in the entity or whether to reappoint or replace the 

management. Thus, the previous Framework argued that stewardship accounting is 

implicit in a decision-relevance objective. Moreover, the previous Framework 

seemed to imply that the terms stewardship and accountability are synonymous. 

However, ‗accountability‘ refers directly to the fact that, not only do management 

have the responsibility to use the assets entrusted to them for the benefit of 

shareholders, they also have the overriding obligation to provide those shareholders 

with an account of what it has done with those assets. The view of ‗stewardship‘ 

given in the current ED is somewhat different. It mentions that management is 

accountable to the entity‘s capital providers for the custody and safekeeping of the 

entity‘s economic resources and for their efficient and profitable use, including 

protecting them from unfavorable economic effects such as inflation and 

technological changes. Management is also responsible for ensuring compliance with 

laws, regulations and contractual provisions. Stewardship and agency theory in the 

context of business entities, the need for accounting is often rationalized in terms of 

agency theory. 

 

2.4.12   Stewardship as an objective of financial statements: 

The IASB and FASB are currently developing a common conceptual framework. 

This would improve upon the existing conceptual frameworks of each board and 

provide a sound foundation for the development of accounting standards which 

might attain global acceptance. 

 

In May 2008, IASB and FASB published an exposure draft (ED), Conceptual 

Framework for Financial Reporting: the Objective of Financial Reporting and 

Qualitative Characteristics and Constraints of Decision-Useful Financial Reporting 

Information, in which it was proposed that: 

 

(i) The converged framework should specify only one objective of financial 

reporting, that of providing information that is useful to users in making 
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investment, credit and similar resource allocation decisions (‗the resource 

allocation decision usefulness objective‘); and 

(ii) Information relevant to assessing stewardship will be encompassed in that 

objective. In this section, we argue that stewardship and decision-usefulness 

for investors are parallel objectives, which do not necessarily conflict, but 

which have different emphases and therefore they should be defined as 

separate objectives. Stewardship, which is linked to agency theory, should be 

considered as a broader notion than resources allocation as it focuses on both 

past performance and how the entity is positioned for the future. It should 

therefore be retained as a separate objective of financial reporting to ensure 

that there is appropriate emphasis on company performance as whole and not 

just on potential future cash flows. As noted by Andrew Lennard (2007): 

 

“Stewardship contributes an important dimension to financial reporting, which 

should be reflected by specific acknowledgement in the objectives of financial 

reporting. Moreover, stewardship should not be characterized simply as information 

to assist an assessment of the competence and integrity of „stewards‟ (i.e. 

management, directors) but as the provision of information that provides a 

foundation for a constructive dialogue between management and shareholders”. 

 

2.5 Empirical Literature Review 

2.5.1    Abroad Case 

There exist of some studies that are directly or indirectly related to the importance of 

financial statements in decision making:  among them are briefly discussed below: 

Jalal and Khalid Al-Khater (2007), in their study found that, the respondents 

considered annual reports to be important and useful and to be the main source of 

information for investment decisions. The respondents rated the balance sheet, 

auditor's report, cash flow statement, income statement and notes to the accounts as 

the most important and understandable sections in the annual reports. Additionally, 

respondents considered government publications and newspapers, magazines and 

journals to be very important sources of up to date, useful and easy to access 

information. Respondents differed significantly in their perceptions about the 
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importance of the cash flow section, the use of accounting information for 

monitoring investment decisions and the use of other available sources of 

information. 

 

Alattar et al, (2007), in their study found that, the sections of the corporate annual 

reports are most important to the users in the state of Qatar which has unique 

attributes in terms of its economic and accounting developments, hence the 

concluded that the annual reports help various users of annual reports to make 

various decisions. Therefore the study found that, corporate annual reports are unique 

information for decision making.  

 

Boubakri and Cosset (1999), in their study which examined the financial and 

operating performance of newly privatised firms, evidence from developing 

countries, using the two tailed Wilcoxon signed- rank and proportion tests, 

experienced the following changes: increase in profitability, operating efficiency, 

capital investment spending, real sales employment level and dividends. In the same 

study, they also observed the decrease in leverage. However, their evidence 

suggested that privatization yield greater benefits for companies operating in 

developing countries with high income per capital and for companies whose 

government surrenders voting control. 

 

Bernardo, et al (2001), in their study, examined the financial and operating 

performance of 31 national telecommunication companies in 25 countries that were 

full or partially privatised through public share offering between October 1981 and 

November 1999. Using conventional pre-versus post-privatisation comparisons, they 

found out that profitability, output, operating efficiency and capital investment 

increases significantly after privatization, while employment and leverage decline 

significantly. The study verified that privatization is significantly related to higher 

profitability, output and efficiency, and with significant decline in leverage. They 

concluded that, the financial and operating performance of telecommunications 

companies improve significantly after privatization. 
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2.5.2   Tanzania Case 

According to Monyo, (2000), described that the financial statements has been 

changed over time. In recent time the financial statements has been defined as the 

provision of information which is potentially useful for making decision and 

enhances social welfare. The required information is normally provided by financial 

reporting system. The main financial reports that are common known as financial 

statement includes balance sheet, profit and loss accounts, statement of source and 

application of fund. 

 

In addition, it is essential to ensure consistent of such financial statement and 

therefore the treatment of the various items within the financial statement. The 

starting point for an investor in looking at an investment or a firm is to ensure if the 

firm concerned uses its financial statements in managerial decision making. 

 

2.6    Research Gap 

According to empirical study, it is evident that the extensive studies have done on the 

effectiveness of financial information in different organizations. However there is no 

documented in the Sub treasury. 

 

2.7    Conceptual framework  

A conceptual framework can be defined as the mode of how one theory makes 

logical sense of the relationship among several factors that has been identified as 

important to the problem (Sekaran, 2003). 

 

Most of the literature on internal control frameworks includes information and 

communication as one of the internal control components. Smooth flow of 

information and communication across and within the organization is influenced by 

the nature of the working relationship within the organization at all levels. The 

working relationship coordinates organization‘s activities to achieve goal congruence 

When the financial statements are timely prepared according to the general 

acceptable accounting principles will provide the useful and relevant information to 

the management for decision making. The related variables which will provide the 
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useful information to both to the management and other users of financial statements 

are the balance sheet, Income Statements, Cash Flow Statement and Statement of 

Change in equity. 

 

The challenge is ascertainment of the effectiveness of accounting system. When such 

management styles extend to large organizations unscrupulous managers of these 

organizations can manipulate the organizations to meet their personal goals. 

After addressing the above limitations, accounting system is a process of integrated 

sets of activities originated by top personnel of an organization and embedded within 

all the organization‘s activities to achieve goals. This comprises two sets of 

variables: dependent and independent. At the forefront of the independent variables 

is the influence by the effective accounting system that ensures the independent 

variables function to generate the outcome of the dependent variable. 
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Conceptual Framework Underlying Financial Accounting 

 

Figure 2.2: A hierarchy of Qualitative Characteristics for Financial Information 
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Figure 2.3: Conceptual Frame work for the relationship between Effectiveness 

of Financial information and decision making in Public Sector                                                                                                                                    

  

 

 

 

 

 

 

 

Source: Researcher completion, 2014 

 

The model shows that, availability of resources, competence of accountants and level 

of interaction between Accountants, Internal auditors and members of IT department 

impacts positively or negatively the effectiveness of financial information in the 

organization. If the variables are well attained leads to improved decision making in 

public sector, and the vice versa is true.  

2.8  Relationships between the elements 

It is under assumption that (other things remain equal – ceteris peribus) these 

variables relate as follows, the more adequate these variables are evaluated  (i.e. 
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IT team impact positively the effectiveness of Financial statements and hence active 

decision – making in public sector is improved or not improved. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

 

3.1  Introduction  

This chapter describes the research design and methodology that was used to gather 

and analyze data. Research methodology refers to a systematic way applied to solve 

the research problem (Kothari, 2004). The research design which includes survey 

population and sample size and area of study will be discussed. However, sampling 

design and procedure was employed in this chapter. It also defines data collection 

strategy and instrument without leaving aside the data analysis procedures. Finally, 

the expected results and work plan of the study were provided. 

 

3.2   Research Design 

Kothari (2007) defines a research design as an arrangement of conditions for the 

collection and analysis of data in a manner that aim at combining the relevance of the 

research purpose with economy in the procedures. In this study a multiple case study 

design were employed as a research strategy whose main objective was to determine 

the effectiveness of financial statements for decision making in public sector. The 

case study involved an empirical investigation of particular contemporary 

phenomena within its real life context using multiple sources of evidence (Robison, 

2002:178).  

 

This strategy was selected to enable the researcher gain a rich understanding of the 

context of the research and the processes being enacted (Morris and Wood, 1991). 

More knowledge was needed in the area to enable Morogoro Sub-treasury 

management and staffs to have a clear understanding of how the financial statements 

are effective for decision making in public sector. 

 

3.3 Population of the Study  

The researcher has chosen Morogoro sub-treasury as a case study because of its 

contribution to the economy as it facilitates payments and collection of revenue of 

million transactions per year. 
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The population of the study comprises the key staff and functional heads of the 

Departments of the Morogoro Sob-Treasury selected for the study that is among the 

Sub-treasury established in the second phase of introduction of Sub-Treasuries in 

Tanzania. There were a total of 50 personnel‘s in the various departments, whose 

views and knowledge can derive the study. 

  

Table 3.1: Population of the study 

S/No. DEPARTMENT No. OF EMPLOYEES     % 

1 Front Office 3 6 

2 Cash office 11 22 

3 Pre-Audit 6 12 

4 Computer Room 10 20 

5  Imprest 8 16 

6 

 

Audit Quarry and Final Account 12 24 

 TOTAL 50 100 

 

Source: MOF Administration &Human Resources Department, 2014. 

 

3.4  Sample size and Sampling Techniques  

The sample size of 50 respondents was involved in the study. The selection of 

respondents from Morogoro sub-treasury involved a purposive and judgmental 

sampling technique. The purposive sampling technique was used to select Morogoro 

sub-treasury officials from accounting section. This sampling technique was 

preferred to others because of its simplicity and convenience and ability to reduce 

costs and   overcome time constraints (Kothari 2007. The following respondents 

from Morogoro Sub-treasury were interviewed: head of sections (one person from 

each accounting section. Thus, the study samples were drawn from the six (6) 

sections in accounting department.  
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3.5   Data Collection Methods  

The study used the primary and secondary data which were collected through the use 

of questionnaires and interviews with the Morogoro Sub-treasury head of sections 

and their  subordinates and documentary review for secondary data (books, journal 

articles, reports, periodicals and the internet) respectively. Primary data provided 

relevant information from the field (Saunders, 2007). The management of the Sub-

treasury and other staffs under the study was primarily targeted to provide opinions 

on the effectiveness of financial statements for decision making in public sector. 

 

In order to obtain relevant information, a researcher collected data by using three 

instruments. The instruments included the use of questionnaires, documentation and 

observation.  

 

(i) Questionnaires 

Sets of questionnaires were prepared and presented to respective respondents. 

The respondents were requested to read the questions and provide appropriate 

answers to the questions in the questionnaires. 

 

This method assisted the researcher to obtain primary data from the 

respondents. The respondents were those with some knowledge of preparing 

financial statements and organization decision makers. (See appendix 1). 

Only 45 questionnaires were responded and returned to the researcher. 

 

(ii) Documentation 

Documentation method was used to collect secondary data from the 

organization records. 

 

By reading the available documents in the organization, the researcher was 

able to collect information from the organization records. This involved 

reviewing book of accounts, reading organization books such as Financial 

Regulation books, Sub-Treasury annual reports form, register books for files 
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sent to head office. Other publications related to the topic on study were also 

consulted to give weight to the study. 

 

(iii)   Observation  

This involved the observation of day to day activities so as to collect 

information concerning the study. In these areas, various expenditure and 

revenue accounting procedures were observed and witnessed by the 

researcher 

 

3.6  Data Analysis  

The collected data were analyzed by using both qualitative and quantitative 

techniques to establish answers for the research questions. Qualitative data were 

analyzed using content analysis technique. This mainly involved the note book and 

the clustering of information into themes that represented respondent‘s voices. 

Quantitative data, mainly numerical data from questionnaires, were processed and 

analyzed into frequency tables using the Statistical Package for Social Science 

(SPSS). 

 

3.7   Validity and reliability of data (pre-test) 

The importance of evaluating the methodology in order to determine validity is 

pointed out by Schnetler (1989). He informs that a questionnaire should, satisfy 

objectives, meet the aims of the research, reflect accurate information on the topic of 

study and be practicable given the available time and resources. The researcher 

designed the questionnaire for this study to ensure reliability and validity of the data.  

 

3.8   Ethical Considerations 

The major ethical considerations in a study were privacy, confidentiality and 

anonymity Enomy and cooper (1991).This study dealt with these issues as follows: 

The researcher obtained research approval from Mzumbe University, before 

embarking on   the study and there after the researcher informed the 

respondents/interviewees that the study is for academic purposes. 
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During the data collection phase, the researcher ensured ethical consideration by 

being responsible for maintaining the dignity, privacy and welfare of the participants. 

This obligation entailed protecting participants, from harm, unnecessary risks and 

physical discomfort that might be inherent in the research procedure. 

 

The researcher ensured as much as possible that there were voluntary participation of 

the respondents/interviewees  and  respected  the  right  of  individual  to  withdrawal  

from questionnaire or  interview process at any time. Confidentiality assurance used 

to encourage interviewees to talk without fearing that readers would identify them. 
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CHAPTER FOUR 

 

PRESENTATION AND DISCUSSIONS 

 

4.1  Introduction  

The results presented in this chapter include information collected from respondents 

(questionnaire and interviews) and documentary reviews made by the researcher. The 

presentation has been made in form of tables and figures. Necessary descriptions are 

also given where felt to be important. 

 

4.2  Background information of respondents and other units of Analysis 

 

The  findings  in  this  section  give  a  general  picture  or  characteristics  of  the  

study population. They are presented as follows. 

 

(i) Categories of respondents 

This study involved respondents from the management and staffs from 

different departments of Accounts department of Morogoro Sub-

treasury, there were 50 staffs comprised of 35 men and 15 women. 

 

(ii) Characteristics of respondents 

The study found that a large group of respondents have age less than 45 

years. Table 4.1 indicated that 43.5% of the respondents were of the age of 

21-35 years while 34.8% of the respondents were seen to have the age of 

36-45 years. On the other hand, 17.4% of the respondents fall in the age 

group of 45 years and above while 4.3% of the respondents were of the age 

of less than 20 years. The results suggest that most of respondents 

range is 21-45 age range (82.6 %). 
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Table 4.1: Age of Respondents 

 
   

 

Frequency 

 
 

Percent 

 
 

Valid Percent 

Cumulative 

Percent 

Valid less than 20 2 4.3 4.3 

 

4.3 

 21-35 20 43.5 43.5 47.8 

 36-45 16 34.8 34.8 82.6 

 more than 45 8 17.4 17.4 100 

 Total 46 100 100  

Source: Field Data (2014) 

 

 
 

Education of respondents 

 
Table 4.2 show that the majority of respondents have Diploma level of education 

which represented 34.8% of the sample.  This means that majority of Accountants 

at Morogoro Sub-treasury have satisfied level of education. In general the 

accountants at Mororgoro sub-treasury are competent enough for 

preparation of financial statements.  

 

Table 4.2: Level of education of 

respondents 

 
  Frequency Percent Valid Percent 

Valid Certificate Level 10 21.7 21.7 

  Diploma Level 16 34.8 34.8 

 University Degree Level  12 26.1 26.1 

 Master‘s Degree& More  
8 

 
17.4 

 
17.4 

 Total 46 100 100 

Source: Field Data (2014) 

 
 
 

4.3   Uses of  Financial  Statements in Decision - making 

    Financial Statements prepared by Sub-Treasury 

 

Responsibility for the preparation and preparation of financial statements is found    

upon the PF Act 2001 and its regulations. The accounting Officers are answerable to   
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the Accountant General for the timely preparation of their MDA‘s financial 

statements. The Accountant general is responsible for their consolidation. The 

Controller and the Auditor General is responsible for the audit and verification of the 

accounts and their eventual certification to Parliament. Though of the persons 

mentioned above may have no professional training in accounting, or any direct 

relationship with the NBAA, yet it is imperative that the Board‘s standards be 

complied with as these are issued under the auspices of the law-the need for 

preparing financial statements in accordance with the approved accounting standards 

and GAAPs. It is a responsibility of Sub-Treasury to present clear and complete 

accounts information. The book of accounts, as well as supporting documents, they 

are kept for a minimum of ten years. The Committee and the Treasurer in particular, 

are legally responsible for the correct keeping of the accounts. The Auditor is 

likewise held responsible for checking the accounts carefully and must report 

possible irregularities. In the case of misappropriation of funds, civil and penal 

proceedings may be started. Therefore, these accounts are managed with great care. 

   The financial statements prepared by Sub-Treasury contain;  

(i)  Balance sheet 

It shows the financial position of an entity on a specific date. Each entity 

should present in its financial statements based on the nature of its operations, 

clear classification between current assets and fixed assets and another 

between its current long-term liabilities as separate classifications on the face 

of balance sheet. 

 

(i) Statement of source and applications of funds 

(ii) Consolidated summary statements consolidating the individual statements 

prepared by accounting officers on each of the following; 

 

Revenue and expenditure 

(a) Arrears of revenue 

(b) Commitment outstanding 

(c) Stores and assets 
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(iii)  Financial reports 

(iv)  Income statement 

 

The types of financial statements observed as mentioned above helped me to 

determine how the information most recently was used by the head of departments 

for decision making in which lead to conflicts of ideas time to time. Performance of 

the organization depends fully on the decision made by the management, but sound 

decisions are always based on the financial statements.  

        

On every end of quarter, financial statements are released, at this point, management 

seats with heads of departments for analyzing. They seek for weaknesses if any, they 

also plan what next by making budget for the next quarter and discuss its 

implementation, and then the management sends the quarter report to the Head 

Quarter. 

 

4.4  Financial Sstatements in decision making 

For the determination on the extent of contribution of financial statements in decision 

making at Sub-Treasury, questionnaires were administered to the Head of each 

section in the organization.  An instrument came out with the following results: 

                    

Table 4.3:  Contribution of Financial Statements in decision- making 
 

Sections High Medium Low 

Front office 0 0 0 

Examination Office 1 0 1 

Computer Room 0 0 0 

Cash Office 1 1 0 

Total 2 1 1 

%Distribution 50 25 25 

 

Source: Research Field Data, 2014 

 

The researcher found that 50% remarked that the contribution of financial statements 

in decision making is very high. On the other hand 25% said that the contribution is 
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medium while 25% argued that contribution is low. Therefore it is quite clear that the 

management of Sub-Treasury decision based on financial statements furnished by 

accountants.  From the above results distribution more efforts still needed as to the 

utilization of financial statements to forecast the fore coming activities and make the 

effective economic decisions. In the case of Gaborone the use of financial statements 

is the basis of the preparation of government budgets The Government has 

undertaken an assessment of past performance by looking at financial statement for 

the continuing activities/projects, thus the contribution of financial statements for 

making economical decision in Gaborone is higher as compared with Morogoro 

Municipal. 

 

For decision making purposes, the following are the uses of the prepared financial      

statements of Sub-Treasury; 

(i) For consolidation to final Accounts of their respective votes (Ministries). 

(ii) For checking the general trend of their organization (Departments). 

(iii) For Auditing purposes and hence the basis for making opinion on the 

concerned organization. 

 (iv)      For investigation purposes. 

 

4.5  Users of the financial statements at sub- treasury 

i)  Head of Government Departments (Su-Warrant Holders) 

Government is interested in the financial statement because they 

reflect the earning for a particular period for the purpose of taxation. 

Moreover these financial statements are used for compiling statistics 

concerned business organization. Employees are interested in 

financial position of the concern they serve, particularly when 

payment of the bonus depends upon the size of the profit earns. They 

would like to know the bonus being paid is correct. 

 

ii)  Auditors (Both internal and external auditors) 

They are interested in the financial position and performance of the 

organization. Particularly they are the ones who audit the income 
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statements and balance sheet of the organization. The financial 

statements they make help the auditor for making opinions on the 

concerned organization. 

 

iii)  Pensioners 

They are interested in the financial statements to know the position 

and performance of the organization. Particularly they are looking for 

the income statements and cash flow in order to know if the 

organization will be at the position of paying their pension after their 

retirement. 

 

 Challenges faced in using financial statements in decision- making 

The following were observed as challenges faced by officers in using financial 

statements in decision making.      

   

i)  Misinterpretation of Data 

It is quite clear that the processed data are well interpreted by the 

management. The researcher found that the financial statements prepared 

from accounting department are free from ambiguity that could impair any 

decision made.     

ii)  Power Problem 

The questions posed by the researcher related to this part were to assess if 

there is power problem during the conducts of data entry within the system. A 

researcher wanted to know what is being done to avoid power failure that 

could result into wrong processed data that may impair decision making. 

 

The respondents said that power problem cannot lead into wrong production 

of information since uncompleted transaction cannot be posted and saved in 

the system. However, backup have been instituted for emergency case.  
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iii)  Absence of accurate documentation 

The researcher observed that there is negligence in transaction filing. Some 

employees never return the transaction in its proper location once taken for 

the use. If the transaction has been misallocated, it becomes difficult to get it 

when in need. However, the organization has good system of filling 

transactions for easy tracking when in need. 

 

iv)  Preparation of final accounts 

Preparation of final accounts is done to all branches and departments but after 

it has been completed is transferred to Head Quarter at DSM for the 

preparation of general final accounts. Due to difficulties in preparing final 

accounts at the right time relevant information do not reach the Head Quarter 

office on time. Therefore the preparation of general final accounts is to be in 

arrears for one month because of late availability of relevant information.  

Late delivery of information transferred from other departments creates some 

problems in preparing monthly interim financial statement. 

 

v)  Computer systems 

EPECOR system is not operating in all sections. Other sections operate 

manually which increase more paper works. Not all staffs are skilled enough 

with computer knowledge. Therefore the system does not operate efficiently. 

(EPECOR) itself cannot produce financial statements as required by the 

government rather it can produce reports which when joined together 

manually to form financial statements. The problem with this arrangement is: 

               (i)  Accuracy of the financial statements. 

        (ii)    More time will be required to process financial statements. 

       (iii)      In overtime payment. 

 

In the case of Gaborone City in Botswana there are not issues against correctness, 

accuracy and timeliness of monthly and annual accounts. The necessary reports can 

be printed by respective authorized users as and when needed. That indicates quick 

information retrieval for reporting and decision making. 
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4.6  Factors contributed to the inadequate information security for the 

preparation of financial statements. 

The factors posed by electronic records include non-availability of stable electronic 

media, which would be considered archival, capturing the content, context and 

structure of electronic records, acceptance of electronic records as evidence, 

technological obsolescence and impermanence and acquisition of information. 

(Henry N. Kemoni) 

 

The following are six distinct issues as being central to the current problems and 

critical to the future success of electronic records management and the protection of 

the products of information technologies, namely: 

 

(i)  Absence of legislation and policies for the management of information 

technologies and their products, including electronic records; 

 

(ii)  Lack of standards and systems for the management of it products and 

electronic records; 

 

(iii)  Low profile of the record keeping profession, the misconception that 

information technology will easily solve all information and records 

problems; 

 (iv)  Inadequate training of and human resource development for records 

personnel; 

 

(v)  Lack of coordinated action or closer relationship between information 

technology and records management personnel 

 

(vi)  Lack of clarity about processes for the preservation of electronic records and 

the products of      information technology 

 

However Gaborone city in Botswana being the one of the developing country 

implementation were successful by conducting the current state of electronic 
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records management within the framework of e-government and public 

service delivery initiatives. (Gerster Consulting)  

 

4.7   Contribution of information technology to financial statements for 

effective decision making 

The use of networked system assists in effective communication over a large l area 

for example payment to supplier at sub treasure Morogoro can as well viewed in a 

computer at the ministry of Finance. This enables the preparation of financial 

statements.  Financial statements can be used for budgeting, and long-term financial 

planning, organization budgeting, record-keeping, decision making and long-term 

financial planning were all evident aspects of proper accounting practice. 

 

EPECOR system cannot produce financial statement itself but it can provide 

statements and information which when processed manually using a standard format 

can form a financial statement.  

The problem with this system is that more time is spent and errors may be committed 

during the preparation. 

 

Goborone City in Botswana had been succeeded in application of accounting 

information technology; financial statements can be retrieved from the system. 

Immediate retrieval of information has been proven helpful many a times to rectify 

misallocations .Majority of the annual statements of accounts, financial statements, 

tables and estimates can be printed and does not require manual preparation of 

reports That saves a lot of time in generation of accounts as well as estimates .( P.E. 

Namogang). 

 

4.8  The role of internal control system for the preparation of accurate 

financial   statement for decision making at sub Treasury 

(i) Monitor budget execution, public procurement and award of contracts 

control systems. 

Implementation of regulations; upgrade control procedures as necessary. 
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(ii) Preparation of documents for financial decisions; financial control and 

accounting of financial transactions. 

(iii) Detects irregularities and generates financial sanctions and corrections 

(iv) Internal audit function; functionally independent; report directly to the head 

of overall coordination of internal audit and development of audit 

methodology providing assurance that objectives of the institution are being 

met. 

 

The internal control function is conducted by management; the internal audit 

department apart from performing internal audit function they also provide advice to 

management in this arrangement it is very difficult to deal with frauds involves 

management i.e. they report to management. If compared with Internal Control 

System in Estonia Internal control systems and internal audit function are evaluated 

by the State Audit Office during its audits. General assessment of the organization of 

internal audit in public sector is given by the office in its annual overviews on the use 

and preservation of state assets. 

 

The State audit Office has proposed a number of measures necessary for 

improvements of public internal financial control system. This arrangement is more 

successful in dealing frauds involved management and hence accurate financial 

statements for decision making (PIFC Expert Group) 

  

4.9    The role of financial statements in budget control 

(i) Increase the ability to undertake central control and monitoring of 

expenditure and receipts in the Ministries and Departments. 

(ii) Provide up to date and online information on the Government‘s cash position, 

economic, financial and operational performance. 

(iii) Eliminate the duplication of maintaining the same information. 

(iv) Faster processing of budget preparation, accounts closing and other 

transactions processing. 

(v) Enhance the ability to demonstrate accountability to donors and to the public 

by having proper audit trail of transactions in the system. 
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The use of financial statements in budget control has been used during transaction 

processing but there are some errors in coding expenditure category within the 

system this is because of the huge release of the funds by the government at the 

closure of financial year 

 

When compared with Gaborone city control over input and validation of expenditure 

prior to the posting of transaction in to the master file assists in matching budget and 

expenditure to avoid over expenditure under each budget item. This is possible 

because the funds are released by the government evenly over the year according to  

Activities. (Prof. A. C. MOSHA, University of Botswana). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

62 

 

CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

 

5.1 Introduction 

This chapter presents the study summary and recommendations. The conclusion is 

based on the research questions. The areas for further studies have also been 

recommended.  

 

Overall, the study sought to examine factors influencing the effectiveness of Financial 

Statements for Decision Making in Public Sector. The study was conducted in 

Morogoro Sub-Treasury. Combinations of methods were used to collect data for this 

study. Questionnaires, interviews and documentary reviews were used to collect 

relevant data. 

 

5.2  Summary 

The study finding the followings in relation to the research questions: 

 

(i) The use of financial statements in decision-making 

Financial statement helps the management to make decisions that are 

necessary for the continuity of the business. It also provides information 

about the financial strength, performance and changes in information position 

of an enterprise that is useful to wide range of users in making economic 

decisions.  

 

(ii) The challenges of in the use of financial statements in decision-making 

Despite of its important in making economic decision, financial statements 

has got its challenges. So when making decisions the challenges of financial 

statements should be taken into considerations. These challenges includes 

lack of judgment, recording only monetary items, lack of precision, scope of 

manipulation, inadequate information etc. 
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(iii) Assistance of internal control systems in effectiveness of f preparation of 

effectiveness of financial statements for decision-making 

 

Internal control is very important especially when dealing with financial 

information. Companies implements internal controls to ensure integrity of 

the data being reported. Internal controls also help the company to records its 

transactions in compliance GAAPS, reliability of information presented for 

decision-making, fraud reduction and operational effectiveness.  

 

(iv) How does information technology contribute to the effectiveness of 

financial statements for decision-making? 

IT networks and computer systems have shortened the lead time needed by 

accountants to prepare and present financial information to management and 

stakeholders. Not only has IT shortened the lead time required to present 

financial information, but it also has improved the overall efficiency and 

accuracy of the information.  

 

(v) The role of financial statements in budgetary control. 

Financial statements  Increase the ability to undertake central control and 

monitoring of expenditure and receipts in the Ministries and departments, 

provide up to date and online information on the Government‘s cash position, 

economic, financial and operational performance, eliminate the duplication of 

maintaining the same information, faster processing of budget preparation, 

accounts closing and other transactions processing and enhance the ability to 

demonstrate accountability to donors and to the public by       having proper 

audit trail of transactions in the system. 

 

5.3  Conclusion 

The purpose of this study was to examine the effectiveness of accounting information 

for decision making in public sector. The researcher studied the creation, 

communication and interpretation of financial statements which form the bases for 

decision making. The study findings indicated that the financial statement plays an 
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important role in business decision making, so no decision should be taken without 

consideration of financial statements. But in order for the financial statements to be 

effective, the management should ensure that its internal controls are effective and 

active. Also the ICT should be taken into consideration so as to ensure the accuracy 

and hence reliability of transactions. 

 

5.4    Recommendations  

The study has found that financial statements play an important role in business 

decision making. 

 

 In particular the study has revealed that the financial statements prepared by sub 

treasury contains income statements, financial reports, balance sheets and consolidated 

summary statements consolidating the individual statements prepared by accounting 

officers. The uses of those financial statements in decision making were such as for 

consolidation to final accounts of their respective votes, checking the general trend of 

their organization, for auditing purposes and hence the basis for making opinions on 

the concerned organization, and for investigation purposes. 

 

The challenges in using financial statements in decision making includes 

misinterpretation of data, power problem during the conducts of data entry within the 

system, absence of accurate documentation, failure to prepare final accounts at the 

right time, also not all the staffs are skilled enough with the computer knowledge 

which lead to the system not to operate efficiently. 

 

Therefore financial statements at Sub-Treasury are used effectively for decision 

making.  

 

The motive behind this research was to assess the effectiveness of financial 

statements in decision making in public sector. Under this section, the researcher 

proposes the following recommendations based on the weaknesses encountered 

during research work: 



 

65 

 

i)  The organization should make sure that the final accounts are prepared within 

right time to enable the responsible accountants in preparing final reports in 

the right time. It is suggested that for the organization to prepare timely 

financial report which will be helpful for making decision the management of 

Sub-Treasury must ensure all information reach to the responsible staff at the 

right time to enable them in preparing final accounts in time.  

 

ii)  It was recommended that entities should comply with rules regulating the 

preparation and disclosure of financial statement and reports in order to 

ensure uniformity and accuracy. Also the need for carrying out periodic 

investigations on these institutions and providing timely reports to their 

managements was suggested. 

 

iii)  Training end-users      

iv)  Since it was observed that some accountants were not competent with some 

computer applications. Therefore this resulted into wrong postage of data 

which eventually might jeopardize the decisions, so I recommend the 

management to arrange at least seminars and tutorials on computer based 

applications to the accountants in order to minimize/control wrong postage of 

data into the system. 

 

All necessary information must be transferred from other sections to the    

accounting and finance sections in time for preparing monthly interim report. 

There must also be proper connection of the computer network system to 

make it operating all the time. Electric automatic generator must be installed 

to be used when power goes off. 

(i) The system must be installed in all departments to make those activities done 

more accurately and efficiently. 

(ii) They should install back up system in order to restore the uncompleted 

transactions which has not been posted and saved during the power problem. 

(iii) Negligence of transaction filing should be avoided. Employees should return 

the transactions in its proper location once taken for the use. 
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It is also recommended that The Government through Ministry of Finance and 

Economic Affairs should do the following in order to improve internal controls 

within Sub-Treasuries: 

 

(i) Regular communication regarding the internal control system, as well as the 

outcomes, take place at all levels within the organization to make sure that 

the internal control principles are fully understood and correctly applied by 

all. 

 

(ii) Both individual controls as well as the internal control system as a whole 

should be regular monitored and evaluated.  Identification of unacceptably 

high level of risk, control failures, or event that is outside the risk taking 

could be a sign that an individual control or the internal control system is 

ineffective and needs to be improved. 

 

(iii)  Internal control should be used to support the organization in achieving its 

objectives by managing its risk, while complying with rules, regulations, and 

organizational policies. The organization should therefore make the internal 

controls part of risk management and integrate both in its overall governance 

system. 
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APPENDICES 

 

Appendix I: 

QUESTIONNAIRE 

 

 

Research Title: The Effectiveness of Accounting Information for Decision-

making in public sector. 

 

 

Dear Respondent, 

I am a student of Mzumbe University, Dar es Salaam campus currently undertaking 

the study on the above topic. The objective of this questionnaire is to provide 

assistance in data collection that aimed at evaluating the effectiveness of accounting 

information in decision making. 

I humbly request you to respond to the questions below by providing appropriate 

answers. 

I wish to thank you in advance for your assistance. 

 

Yours Sincerely               

                                                     

                                     

 QUESTIONS: 

 

1. In which department are you working? 

(i) Name of department:--------------------------------------------------------- 

(ii) Position:------------------------------------------------------------------------- 

(iii) Age:-------------------------------------------------------------------------- 

2.        What is your educational level? 

           ---------------------------------------------------------------------------------------- 
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3. What kinds of the financial statements are prepared by Morogoro Sub-

Treasury? 

(i) ------------------------------------------------------------------------------------ 

(ii) ------------------------------------------------------------------------------------ 

(iii) ------------------------------------------------------------------------------------ 

(iv) ------------------------------------------------------------------------------------ 

 

4. At which decisions they use those financial statements? 

(i) ------------------------------------------------------------------------------------ 

(ii) ------------------------------------------------------------------------------------ 

(v) ------------------------------------------------------------------------------------ 

(vi) ------------------------------------------------------------------------------------ 

 

5. Who are the users of financial statements prepared by Sub-Treasury? 

(i) ------------------------------------------------------------------------------------ 

(ii) ------------------------------------------------------------------------------------ 

(iii) ------------------------------------------------------------------------------------ 

(iv) ------------------------------------------------------------------------------------ 

(v) ------------------------------------------------------------------------------------ 

 

6. How financial statements contribute to the decision making in Sub-Treasury? 

(i) ------------------------------------------------------------------------------------ 

(ii) ------------------------------------------------------------------------------------ 

(iii) ------------------------------------------------------------------------------------ 

(iv) ------------------------------------------------------------------------------------ 

 

7. What are the challenges you are facing in using financial statement in 

decision making? 

(i) ------------------------------------------------------------------------------------ 

(ii) ------------------------------------------------------------------------------------ 

(iii) ------------------------------------------------------------------------------------ 

(iv) ------------------------------------------------------------------------------------ 
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8. What are you doing to overcome the challenges? 

(i) ------------------------------------------------------------------------------------ 

(ii) ------------------------------------------------------------------------------------ 

(iii) ------------------------------------------------------------------------------------ 

(iv) ------------------------------------------------------------------------------------ 

 

9.          Do your organization use information technology in recording its    

             transactions? 

 

11.        What problems encountered with information technology during the period         

              of preparation of financial statements? 

 

                        

 

 

 

 

 

 

 

Thank you for your co-operation. 

 

 

 

 

 

 

 

 

 

 

 


