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ABSTRACT

The study was designed to assess the role of fimantormation in investment decision

making and PSPF used as a case study. The maitiedjef this study was to examine
the role of financial information in the process infestment decision making. And

various sampling techniques used to ensure thd sghmple is obtained. Whereby
purposive, convenience and stratified random samgpkchnique were employed. Data
was collected from these samples by using quesiioes) interviews and secondary
data.

The findings of the study obtained and analyzedrtable the researcher to answer the
research questions. By answering these questiensefiearcher was in a good position
to get his specific objectives. In totality of tkespecific objectives, the main objective

was obtained too.

Now, the researcher concluded that, the financildrmation plays a big role in the
process of investment decision making. Most ofitlvestment projects can be analyzed
by using their financial information. Because theafncial information are the only
which can show the financial health and picturambrganization. However, there some

financial information itself are not enough to shih& full picture.

Also the researcher provided some recommendatmi3SPF and other organization;
like having competent Investment Officers for amalyg the potential investments,
revising the organizational investment policiescmpe with economic and country
policies too and also finally taking into accouhe tother factors other than financial

information like government policies, social andieonmental impact.

Finally, the researcher suggested some areasrbefustudies to the future researchers.
The future researchers should look on the qualifina of the Investment Officers. Also
should look on the impact of the factors other thaancial information in investment
decision making. Also with the plenty of time anthd the researchers may conduct
their study on more than one investing companies®SPF, PPF and NSSF.

Vi
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CHAPTER ONE

INTRODUCTION

1:0. Introduction

Some of the corporate organizations are involvimgnvestment process, these giant
organizations like Public Service Pension Fund @®SRey do invest in medium and
small firms. And these organizations need finanambrmation for them to make
investment decision. The effectiveness of the datito be made it depends much on

the quality of the financial information suppliey the targeted organizations.

Both large and small organizations in addition atisfying the legislating requirement
tend to retain existing investors and to attradeptal ones through the publication of
their financial reports and statements where thpatalastock of a corporation is widely
held and its affairs are of interest to generallipukelations. The discussions and
illustrations of the study will be centered on theancial information presented to
shareholders and also available for potential toresbond holders and trade creditors
as a tool of information for investment decisioméancial information based on result of
past activities are analyzed and interpreted assgs lfor predicting future rate of returns

and assessment of risk.

Financial statement provides important financidioimation for a wide variety of
decision, investors draw information from the staats and reports of the firm in
which security they expectto invest. Decision makeho anticipate acquiring total or
partial ownership of an enterprise expect to secet@ns on their investment such as
dividends and increase in the value of their innestt (capital gain). Both dividends
and increase in the value of shares of companyndispen the future profitability of the
enterprise. So investors are interested in futuoétpbility of the company. Past income

dividend data are used to forecast returnsfronddivil and increase in share prices.



1:1. Public Service Pension Fund

This part tries to give the over view of the ingiibn to be used as the case study. The
researcher provides important information conceynime Organization which is used as

a case study.

1:1:1. Background of PSPF
The Public Service Pensions Fund (PSPF) is a seemlrity scheme established by

Public Service Retirement Benefits Act No. 2 of 99%he main purpose is to provide
for collection of contributions and payment of tamal benefits to members. The Fund
is operated under two different schemes known aBFPBlain Scheme and PSPF

Supplementary Scheme of which membership is volynta

Coverage

Membership to the Fund is open to any person wikdkan employed in the formal and
informal sector. Previously, the Fund was establisho manage a defined benefit
scheme in which membership was limited to the Gérovernment employees and
employees of executive agencies established uhéeadt of parliament and confirmed
in the pensionable office. However, amendments niadbe Act No. 2, 1999 in June
2012 and the Social Security Regulatory Author@$RA) established under Act No. 8
of 2008 extended membership of the scheme to ieclhployees of formal and
informal sector who are not registered under ahgroscheme. The aim for amendments

is to extend social security services to everyone.

1:1:2. PSPF Vision

Is to be the provider of choice of social secusiyvices in the country.

1:1:3.PSPF Mission
Is to provide competitive Social Security Serviteeur members using dedicated staff

and appropriate technology.



1:2. Background of the Problem

In every organization, every fiber of decision msportant. However, before creating
such valuable decisions, it is also important ® dlecision makers such as leaders have
basis. In terms of performance in an organizatioh @eating new business ventures, it
is emphasized that the use of financial informatam be a great source of crafting
decision. Through the income statement, balancetskséatement of owner’'s equity,
cash-flows and other financial reports an investoim analyze the figures in the more
convenient way, in which the entire organizatiom dae understood. Through the
analysis of the financial data an investor canrba good position to assess the financial

health of the organization.

In previous years the investors were not paying hmattention on the accounting
information when making their investments. In y2@00s the world was shocked by the
collapse of big American corporate like Enron, Vd@bm and Tyco. These scandals
left the accounting profession in a “deep tracesthie history. This situation turned the
attention of entire world on accounting firms, ameting practices and audit practices.
In several years the investors were not dealinghmwuith financial information, and
they end up making wrong decisions. Most of theesters they were failing to examine
the going concern status of the organizations irchvkhey collapse in the near future
after the investment done like Enron and WorldCohictv were presenting profit in

their reports.

After various scandals the world left puzzled witie situation. And most of the
researchers were dealing only with preparation @bdgfinancial statements. This
problem faces the world and at national level @as situation pushed the researcher to
carry out the research for the purpose of idemtgyihe role of financial information

when involving in investment decision making.



1:3. Statement of the Problem

It is observed that, the examination of the roldioéncial information in investment
decision making being a critical issue worldwid&dAhis issue faces both investors and
managers of business organizations. They are eitberaware of the importance of
interdependence relationship that exist betweeestment decision making process and

the financial information. Such problems include;

i. How analytical tools are set to aid prospectiveestors in accessing the
financial position of the corporate organization.

il. Evaluation of performance of an organization tadefor investment in
future.

iii. How to determine the future expected profitability an organization.

Investors lack skills of assessing the future pabflity of projects.

The above listed problems are the ones to be aaHitin this research work. The
problems analyzed tend to scare away both existimtgpotential investors. The reason
of this study is to adequately look into the abquweblems and suggest possible
solutions to any of them. Nevertheless this reseantl end up finding possible key

factors to solve these problems.

The researcher pointed out important factors tcsiclen when examining the financial
information. And creating an awareness of the irgrare of the financial information in

investment decision making process.

1:4. Objectives of the Study
Under this section the researcher expresses wtetds to achieve at the end of the
study. These objectives are categorized into ovem@h objective and specific

objectives.

1:4:1. Overall Objective
The main objective of the study was to ascertaertiie of financial information in

investment decision making.



1:4:2. Specific Objectives
In order to achieve this goal, there are some tibesthat needed to be addressed in the
study that enabled the progress of investigation.
i.  To examine the degree of importance attached &méiial information by
investors.
ii.  To identify the role of financial information ingrbalance between short term
and long term investment decisions.

iii.  To evaluate the trend of expected return of themtédl investment ventures.

1:5. Research Questions

Research questions guide the researcher in cotistyuiloe questionnaires. Therefore the
researcher raised the following research questignish guided him in the construction

of his questionnaire which are instruments in tinel\d The questions are as follows;

I. To what extent are financial information usefulthe investment decision
making?

il. Are financial information useful in balancing thleost term and long term
investment?

iii. Do financial information show the trend of futurgected return of potential

investment ventures?

1:6. Significance of the Study

This study is worth. The researcher believes that, study will be of much value to a
number of people. It will offer the following sididances;

To the Public

The study will help the public in widening knowlexlgf financial information and the
role it plays in investment decision making, itlvalso make the public to appreciate the
importance of sound financial reports in the primrsof information necessary for

decision making.



To Financial Institutions and other Organizations

The study will point out the financial informatiomeaknesses to be considered when
using them for decision making as a base. Thesarations will be aware of what to
consider when making an investment decision. Alseill be able to present important

information for investors to make analysis.

To Academic Institutions

This research paper will be used by the researdwethe partial fulfillment of the

requirements for the award of the Master degrea&cecounting and Finance offered at
Mzumbe University. Also other researchers will dlse report as literature review in
order to improve on their research studies in ftur

1:7. Scope and Limitations of the Study
1:7:1. Scope of the Study

This study was focused mainly in Dar es Salaamoregparticularly at The Public
Service Pension Fund (PSPF) head office. This stvath/conducted in the period of six
months starting from January 2014 to July 2014.

1:7:2. Limitations of the Study
There are some limitations experienced by the rekeain the process of conducting

this research, and the following are some of timiditions of this study;

Uncooperative attitudes The researcher struggled much to get the peromdsir data
collection. There is a lot of bureaucracy in geftihe permission for data collection.

They took a long time to offer permission for coatilug a research at the PSPF.

But the researcher tried much to get the permidsyomaking several follow up in order
to meet the dead line set. Now the researcher esl¥ie various organizations to show
cooperation with the researchers.

Time constraint; The six months given for the study is not enotayithe researcher to
come out with the comprehensive findings. Becaegen those Institutions chosen as a

case study some are not cooperative.



The researcher worked hard so as to meet the deagut for the submission of the

research report.

Financial constraints; financial constraints was also another factor firaited the
researcher to go to many branches of PSPF andathien Pension Funds in Tanzania.
The researcher lacked finance for transportatiactr@nic library etc. and as such was
limited only to PSPF.

Also under this constraint, the researcher minichizarious costs in conducting the
research. For instance, instead of passing thrbuaihches the researcher concentrated

only with the Head Office where all information daa obtained..

The other constraint which was faced by the redearns that, some of the information
given was not appropriate to the study due to hurfpehavior/error or failure to
understand some questions in the QuestionnairdsthnBuesearcher was aware to sort
them and make some corrections in order to enseiiability of the information
collected.



CHAPTER TWO

LITERATURE REVIEW

2:0. Introduction

This chapter is divided into two main parts. Thestfpart deals with the conceptual or
theoretical framework with the objective of explam various theories developed by
other scholars and researchers in supporting thidys The second part mainly deals
with empirical studies or reviews. Under this pdug researcher reviews the findings
and conclusion made by former scholars/researchées.only aim of doing this, is to
identify the study gaps that needs to be fillethis study.

2:1:0. Theoretical Literature Review

In this part, the researcher referred to diffelgatatures concerning the study in hand.
The researcher discussed an over view on finamf@mation and investment decision
making. Under this chapter a reader gets an uradetistg of various terms used in this

report. Also there other related terms discussel@uthis chapter.

2:1:1.Meaning of Financial Information (FI)

Data such as credit card numbers, credit ratingsouat balances, and oth@bnetary
facts about a person or organization that are used llmdyi credit assessment, loan
transactions, and other financial activities. Financial infomea must be processed in
order for business to be conducted, but it must laéscarefully handled by businesses in
order to ensure security for customers and to atl@ditigation and bad publicity that

can stem from negligent or improper use.

The basis of financial planning analysis and deanisimaking is the financial

information. Financial information is needed to ot compare and evaluate a firm’'s
earning capacity. It is also required to help iaremmic decision making, investment and
financing decision making. The financial informatiof an enterprise is contained in the

financial reports.



According to Gautam (2005).Financial statemendefined as financial information

which is the information relating to financial hrabf any firm in a capsule form.

Financial statement can also be defined as theepsowhereby information relating to
the organization as a whole is reported to theideitsvorld. They are reports on
management and not to management. It deals with extdernal financial transactions

of the organization.

According to Hoskin (1997). Financial statemerd ieport from the management of the
firm to the owners describing the results of theragions of the firm during a particular
annual period. The report is sent to all owners,itis also used by many other parties
that have an interest in the firm, for instanceyestors, lenders and credit-rating

agencies.

2:1:2. Qualitative Characteristics of Financial Information

The qualitative characteristics will provide asmmste when choices have to be made
between reporting policies - whether by preparatslitors, those participating in the
standard-setting process, regulators or othersd-tenindicative of the qualities that

users can expect of the financial information pded to them.

According to Libby et al. (2007), for financial brination to be useful, should possess

some qualitative characteristics as discussed below

Relevance

For information that is disclosed in the finanai@borts to be useful at all, it should be
legally relevant. That is, it must be associatetthwhe decisions it is designed to aid and
facilitate. What is relevant for one group of fical information users may not be

relevant for another group of users, thus, themisuch thing as all-purpose financial

report in the context.



The information should be relevant to the decisi@ade by the users of the information.
It should make a difference in their decisions. i€gly, this means the information

must be:

* Timely. This means that, the financial information shouiesented on time.
It will enable also users to make decision conegynihe information on time
too.

» Have predictive value Alsoforfinancial information to be relevant, mupst
able to predict values in future.

* Provide useful feedback on past decisionsThe financial information

should be providing feedback of what has been éediad the past.

Reliable:

The information should be reliable and dependaliiés means that users should have a
trust on the financial information supplied withy Baving the trust on the information,
the users will be comfortable on relying on it whraaking decisions. And this reliance

will be only achieved if the following concepts areserved:

» Faithful representation- the information represents what it claims to
represent. For example, if the reported value cbramon stock holding
purports to be the current market value, that vahkleould be
approximately what the stock could be sold for by tompany holding
it.

» Verifiability - another person or entity should be able to réerdae

reported value using the same information thate¢perting entity had.

» Completeness the reported information should not be missing a
material fact or consideration that would make iygorted information
misleading. The information should provide usersoanded picture of
the economic activities of the reporting entity. Bys, it means that

every aspect of the business which can be repantedonetary terms

10



should be reported as far as possible to give nmtion concerning the

result completely.

» The concept ofeutrality is sometimes incorporated into the concept of
reliability. This means the financial informatiohauld be fair to all parts

of interests.

Comparable and Consistent:

Accounting practices should be uniform both withime corporations and other
organizations. Ideal financial reports of one gmise should be readily comparable
with those of another in the same industry. Newdeds, adoption of different
accounting policies like the method of depreciataomd stock pricing has made this
difficult.

For accounting information to be useful, it musbwalfor comparisons across time and
across competing interests (such as competing aaegoar industries). For instance an
Organization should provide financial data foredadt two years (E.g. 2012 and 2013).
Also an entity should present their financial imh@ation in the way that can be

compared with the competing companies in the saihesiry.

This leads to a need for some consistency, whersueh comparisons are to be
expected. For example, comparisons of two companmsld be very difficult and
potentially misleading if one discounts all itsblilities while the other discounts none of

its liabilities.

For trend analysis the company must make surdattbaeys consistency in using their
Accounting policies like methods of depreciatior atock valuation methods. If these
accounting policies will be used consistently, nowvill be useful for users to make a
comparison of profitability, performance and fineh@osition of the same company

between years.

11



Understandable:

Preparation of financial report should be in adeoce with general accepted
accounting principles (GAAPSs) so that the partigerested to these information can
easily understand them. The financial informatiomiatended to be understood by their
users who have reasonable knowledge of businesspeic activities and accounting
and who are willing to study the information dilighy.

Typically thereis a belief that, for information toe understandable, information
contained in the various financial disclosures aeports must be transparent (i.e.,

clearly disclosed and readily discernable).

Accuracy:

The financial reports should disclose correct amdueate information about the
financial health of the business. They should ofdgtual information; no false
information is to be included. False informatiorulkcblead to wrong decision making.
Once the financial information are incorrect, illvioie misleading the users and end up
making wrong decision too.

2:1:3.0bjectives of Financial Information
The basic objective of financial information is dssist in decision making. The other
objectives are;

I. To provide reliable financial information about aomic resources and
obligations of a business enterprise. These infoomaan only be obtained
in the statement of financial position (Balanceetjhe

il. To provide reliable information about changes ia tiet reserves (resource
obligation) of the business. Also this informatianll be obtained in the
statement of changes in equity.

iii. To provide information that assist in estimating #arning potential of an
organization. Information for estimating the eaghaapacity will be found in
the statement of comprehensive income.
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iv. To disclose to the extent possible, other inforovatielated to the financial
statements that are relevant to the users of fiahmeformation. These

information are always included in the explanatooyes.

2:1:4. Users of Financial Information

The persons who receive accounting informationtarmed as the users of financial
information. The type of information a specific usequires from the financial reports
depends upon the kind of decision that person wemtmake. This it is said that,

financial reports are user oriented.

According to Wild (2011). Accounting is often el the language of business, all
organizations set up an accounting information esgsto communicate data to help
people make better decisions. The accounting irdtion system serves many kind of
users who can be divided into two groups; interyadl external users as discussed

below.

Internal users:
These are users of the financial information froithiv an Organization. This includes

management and employees.

i.  Management Team
This is the management of the entity itself. Thesy @ncerned with the overall
financial worth of the enterprise. Management Hnees dverall responsibility to
see that the resources of the firm are used mésttiekely and efficiently and
that the firm’s financial position is always sountihey need the financial
statement for planning, controlling and decisionkimg on the day to day

operations and long range (strategic) plan of tigamization.

ii.  Employees
Employees are interested in the company’s profitakand stability. They are

after the ability of the company to pay salaried anovide employee benefits.
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They may also be interested in the company’s firsuposition and performance

to assess the possibility of company expansioncaneer opportunities.

The external users

These are persons or agencies outside the organizaho are interested with the

company'’s operations. These persons and agenciesl@)

Prospective Investors:

Investors who wish to become shareholders of thhe dre more concerned about
the firm’s long- run survival and earnings. Theyagymore confidence in those
firms that show steady growth in earnings. As stlody concentrate on the

analysis of the firm’s present and future profitiii

Trade Creditor:

Trade creditors like suppliers and other short tEnnaders are more interested in
the firm’s ability to meet their short term obligats. They will confirm their
analysis on the evaluation of the firm’s liquidggsition based on the analysis of
the firm and determine the terms and conditionanyf lending (or supply) to the

firm e.g. security, repayment time etc.

Suppliers:

Suppliers of long-term debt would be more concemill the firm’s long-term
solvency and survival. They analyze the firm’s pedffility over time, its ability
to generate cash to be able to pay interest amy y@incipal and the relationship
between various sources of funds (capital structetationship). Long-term
creditors do analyze the historical financial ste¢at but they place more
emphasis on the firm’s projected or pro-forma fitiahstatements to make

analysis about its future solvency and profitagilit
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Vi.

Vil.

viii.

Banks and Other Financial Institution:
They study a company’s financial statements to kentdem grant loans. They
evaluate the ability of the entity to meet its ghtions and the entity’s capital

structure relationship.

Government:

Governing bodies of the state, especially the tghaities, are interested in an
entity's financial information for taxation and uégtory purposes. Taxes are
computed based on the results of operations aret talk bases. In general, the
state would like to know how much the taxpayer &king to determine the tax

due thereon.

Educational/Research Institution:
They require the accounting information for teaghiand research purpose.

These include universities and other educationecent

Public:
Public are interested in many ways especially ¢eenomic life and the

sustainability of the company in its operations.

Stock Exchange:
Stock exchange may derive several conclusions filmenfigures of financial
statement such as performance, profitability prospef change in the share

value and health of the company.

Customers:

When there is a long-term involvement or contrattMeen the company and its
customers, the customers may be interested inadimpany’s ability to continue
existence and its stability of operations. Thisthisealso sensitive in cases where

the customers depend upon the entity.
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For example, a distributor (reseller), the customehis case, is dependent upon

the manufacturing company from which it purchabesitems it resells.

x.  Potential Buyers (Acquirers):
Potential buyers of the firm through acquisitionneerger are more concerned
about the potential profitability of the firm inehfuture as such they decide on
the reasonable price to pay and the actions takenton the purchase of the

firm or merger.

2:1:5. Sources of Financial Information

Financial information are the information concegan organization financially. These
information can be obtained in various financigdaws prepared in an organization. The
following are the financial statement which offeraious financial information. There
are many types of financial statements. Accordm@AlS 1 a complete set of financial

statements comprises:

a) a statement of financial position as at the endh@fperiod;

b) a statement of comprehensive income for the period;

c) a statement of changes in equity for the period,;

d) a statement of cash flows for the period;

e) notes, comprising a summary of significant accountpolicies and other
explanatory information; and

f) a statement of financial position as at the begigraf the earliest comparative
period when an entity applies an accounting poletyospectively or makes a
retrospective restatement of items in its financ&htements, or when it

reclassifies items in its financial statements.

An entity may use titles for the statements otlantthose used in this Standard. An
entity shall present with equal prominence allte# financial statements in a complete
set of financial statements. As permitted by paplar81, an entity may present the
components of profit or loss either as part of mglel statement of comprehensive

income or in a separate statement of comprehensn@me. When a statement of
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comprehensive income is presented it is part abraptete set of financial statements

and shall be displayed immediately before the state of comprehensive income.

Statement of Financial Position

This is a financial statement showing the assetBilities and net equity of a company
as of a given point in time usually at the endh&f tinancial year. The main objective or
purpose of a statement is to present the finapasition of a company at the end of the

particular financial year. The fact and figureswhanust be true and correct.

Statement of Comprehensive Income

It is a financial statement that gives a compargrafing results for a specific period of
time. Also referred to as earnings reports opegastatement. Statements normally
cover a year of operations. Its objectives incluthe measurement of capital
maintenance and income distribution. Operationsiddivinto two categories of
transactions, sales and revenue. A typical manufagt company sells products to its
customers which, net of return results in net sédes all expenses. Net incomes are
obtained after taxes are deducted at prevailing. ridiet income is available to be
invested in the business and pay dividend.

Statement of changes in equity
It reconciles the statement of comprehensive incaitte movements in equity for the

period. The business undertaking shall presenfolteving information;

» total comprehensive income for the period, shovaegarately the total amount
attributable to owners of the parent and to nortradimg interest;

» for each component of equity, the effects of rqiemsive application or
retrospective restatement recognized in accordaitbdAS 8;

» for each component of equity, a reconciliation kestw the carrying amount at
the beginning and the end of the period, separalisiiosing changes resulting
from:

- Profit or loss;

- Other comprehensive income; and
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- Transactions with owners in their capacity as owneshowing
separately contributions by and distributions tanews and changes in
ownership interests in subsidiaries that do noultem a loss of

control.

Cash Flow Statement

Cash flow statement is prepared at the end of alfigeriod to show how cash was
affected by the business operating, investing amdn€ing activities during the
accounting period. Simply stated, cash flow statgmmeeans a statement showing
changes or movement of cash or cash equivalemglargiven period. Briefly it may be
stated as showing various sources of cash inflowlsvarious heads of cash outflows. It
is prepared from income statement and changeseiwtrking capital (current assets
less current liabilities).

Cash inflows are those which increase the cashigosand cash outflows are those
which decrease the cash position. Cash inflows alag arise due to the operating
activities. Similarly, cash outflows may arise dte cash purchasing, payment to
creditors, payment to operating expenses and incargayments of loan and dividend
and interest, repayment of long term loans and mgdien of preference shares or
debentures (financing activities) and purchase ixgdf assets including investments
(investment activities). The net result of cashflstatement is to verify the closing cash
balance after adjusting all items of cash inflowighvopening balance and all items of
cash outflow.

These cash inflows and outflows changes the balaht®e cash in bank account. The
corporate financial position for the current acdmm period reports the change in the
balance of cash in bank but does not provide theors for the change. These details
are reported in the cash flow statement.

Notes
Comprising a summary of significant accounting gies and other explanatory
information; and
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The notes shall;

* Present information about the basis of preparaifdhe financial statements
and the specific accounting policies used.

» Disclosure the information required by IFRSs tisatot presented elsewhere in
the financial statements.

* Provide information that is not presented elsewlretbe financial statements,

but is relevant to an understanding of any of them.

2:1:6. Definition and Nature of Investment Decisios.

As postulated by Pandey (2010), investment detssar analysis has to do with an
efficient allocation of capital. It involves deasi to commit the firm’s funds to the
long-term assets. Such decisions are of consideiaiportance to the firm since they

tend to determine its value size by influencingitswths, profitability and risk

The investment decisions of a firm are generallgviim as the capital budgeting decision
may be defined as the firm’s decision to investusrent funds most efficiently in the
long-term assets in anticipated of an expected fidbenefits over a series of years.
According to Canada and White (4) is the serieslagfisions by individual economic
units as to how much and where resources will taiodd and expected for future.
Situation where capital expenditure decisions aaderor taken, they are based primary
with measurement of capital productivity which pdmss an objective means of
measuring the economic worth of individual investinproposals in order to have a

realistic basis for choosing among the firm’s long property.

Pandey (2005). The long-term asset is those wiifelstahe firms operation beyond the
one year period. The firm’s investment decision Mogenerally include expansion,
acquisition, modernization and replacements ofdahg-term assets. Sales of division or
business divestment are also analyzed as an ingestdecision. Activities such as
change in the methods of sales distribution or ttaliesng an advertisement campaign or
a research and development programs have long-tenpfications for the firms
expenditures and benefits, and therefore, they alay be evaluated as investment
19



decisions. It is important to note that investmentong-term assets invariably requires
funds to be tied up in the current assets suchwentories and receivables, some of the

features of investment decisions are as follows;

a. The exchange of current funds for future benefits
b. The funds are invested in long-term assets

c. The benefits will occur to the firm over a seriéyears

The two importance aspects of investment decisaoas
a) The evaluation of the prospective profitabilityrefw investments.
b) The measurement of a cut-off rate against thatptiespective return of new

investment could be compared.

Future benefits of investment are difficult to maasand cannot be predicted with
certainty. Risk in investment arises because of theertain returns. Investment
proposals should therefore, be evaluated in tefmregmected return and risk. Beside the
decision to commit funds in new investment propasedpital budgeting also involves
replacement decisions that are decision of recoimgifunds when an asset becomes
less productive or non-profitable. The correct affit-rate in investments is the
opportunity cost of capital which is the expectaterof return that an investor could

earn by investing in financial assets of equivatesk.

It is significant to emphasize that expenditured banefits or an investment should be
measured in cash. In an investment analysis,dash flow which is important, not the
accounting profit. It may also be pointed out timestment decisions affect the firm’s
value. The firm’s value will increase if investmenare profitable and add to the
shareholder’s wealth. These increases are refléctde financial statement of the firm,
which invariably are used as tool for investmentisiens owing to certain analysis

essential in them.
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2:1:7. Importance of Investment Decision
Investment decisions require special attentiorabsge of the following reasons;
a) They influence the firm’s growth in the long-run.
b) They affect the risk of the firm.
c) They involve a commitment oflarge amount of funds.
d) They are irreversible or reversible at substaiisd.

e) They are among the most difficult decisions to ma&eiirin, G.D, 1977).

Growth: the effects of investment decisions extend ifte future and have to be
endured for a longer period than the consequerfdd® @urrent operating expenditures.
A firm’s decision to invest in long- term assets laacrucial influence on the rate and
directions of its growth. A wrong decision can peostisastrous for the firm. On the
other hand, inadequate investment in assets wouwlkienit difficult for the firm to

complete successfully and maintain its market share

Risk: A long-term commitment of funds may also change sk complexity of the
firm. Risk arises in investment clue to the indpilio anticipate the occurrence of the
possible future events with certainty and consetiyiecannot make any adoption of an
investment increase average gain but causes fredjuetuations in its earnings, the
firm will become more risky. Thus, investment demms shape the basic character of a

firm.

Funding: Investment decision generally involve large anmooifunds which make it
imperative for the firm to plan investment progravesy carefully and make an advance

arrangement for procuring financial internally ate¥nally.

Irreversibility : Most investment decision is irreversible. It iffidult to find a market
for such capital items once they have been acquirled firm will incur heavy losses if

such assets are scrapped.
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Complexity: Investment decisions are among the firms whichraostly difficult to
make decisions. There are assessments of futurgsewhich are difficult to predict. It
is really a complex problem to correctly estimdte tuture cash flow of an investment.
The uncertainty in cash flow is caused by econoputifical, social and technological

forces.

2:1:8. Types of Investment Decisions.

According to Pandey (2010). Investments are clizskih many ways such as;
i.  Expansion of existing business
ii.  Expansion of new business

iii.  Replacement and modernization

Expansion and Diversification
A firm may decide to add more capacity of its e@rgtproducts line to expand existing
operations. Sometimes a firm may expand its as®&itn a new business. Note, the

expansion of a new business requires investmamwnactivity within the firm.

However, a situation whereby a firm acquires emgstiirm to expand its business in
either case, the firm makes investment in the iexjsbr new products may be called

revenue expansion investment.

Replacement and Modernization
The main objective of modernization and replacensetd improve operating efficiency
and reduce costs. Cost saving will reflect in thereased profit, but the firm’s revenue
may remain unchanged. Assets become outdated asdletd with technological
changes. The firm must decide to replace thosdsags new assets that operate more
economically and therefore is called cost reductiMestments. These investments can
be classified as follows;

i. Mutually exclusive investments

il. Independent investments

iii. Contingent investment
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i. Mutually Exclusive Investment: This investment serves the same purpose and
competes with each other, if one investment is ttaklen others will have to be

excluded.

ii. Independent Investment the investment serves different purposes andalo n
compete with each other. Depending on their profitg and availability of

funds, the firm can undertake both investments.

iii. Contingent Investment: These investments are dependent projects; theehoi

of one investment necessitates undertaking oneooe other investments.

2:1:9.Investment Decision Rule

Investment decision rules may be referred to atalmudgeting techniques, or
investment criteria. A sound appraisal techniqueukh be used to measure the
economic worth of an investment project. The esaleptoperty of a sound technique is
that it should maximize shareholders’ wealth. Télétving other characteristics should

also be possessed by a sound investment evaluatienon;

» It should consider all cash flows to determinettine profitability of the project.

* It should provide for an objective and unambigueowesy of separating good
projects from bad projects.

» It should help ranking of projects according tattheie profitability.

» It should recognize the fact that bigger cash flanes preferable to smaller ones
and early cash flows are preferable to later ones.

* It should help to choose among mutually exclusivgqgets that project which
maximizes the shareholders’ wealth.

* It should be a criterion which is applicable to aognceivable investment

project, independent of others.
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2:1:10. Evaluation Criteria

A number of investment criteria (or capital budggttechniques) are in use in practice.

They may be grouped in the following two categories

1. Discounted cash flows (DCF) criteria.
* Net Present Value (NPV).
* Internal Rate of Return (IRR).
» Profitability Index (PI).
2. Non-discounted cash flow criteria.
» Payback period (PB).
» Discounted payback.
* Accounting Rate of Return (ARR).

Net Present Value Rule
The net present value (NPV) is the difference betwihe present value of future cash
inflows and the cash outflows. NPV estimates thewm of wealth that the project

creates.

NPV =% PV of future cash inflows — Initial cost.

= Net gain in wealth

Decision Criteria: Investment projects should be accepted if the NIP\project is

positive and should be rejected if the NPV is niegat

Rationale for the NPV Method
NPV is the true measure of an investments’ profitgblt provides the most acceptable

investment rule for the following reasons:

* Time value. It recognizes the time value of money, a TZS ixsxk today is

worth more than a TZS received tomorrow.
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» A measure of true profitability. It uses all cash flows occurring over the entire
life of the project in calculating its worth. Hendeis measure of the project’s

true profitability.

* Value-additivity. The discounting process facilitates measuring dkmsis in
terms of present value; that is, in term of equaagl current TZS. Therefore, the
NPVs of projects can be added.

» Shareholder value.The NPV method is always consistent with the olbjecdf

the shareholder value maximization. This is thegst virtue of the method.

Internal Rate of Return
The internal rate of return (IRR) of an investmenanalogous to the yield to maturity
(YTM) of a bond. It is timing the cash flows by @iimg the required rate of return which

equates NPV with zero. And this method offers th&lar merits as the NPV.
IRRNPV =0

Decision Criteria: Accept the project if the IRR is greater than diszount rate used to

calculate the Net Present Value of the project,@hdrwise reject it.

Profitability Index
The profitability index (Pl)is a cost-benefit ratequal to the present value of an

investment’s future cash flows divided by its iaitcost:

_ XPV of cash flows

Pl
Initial cost

Decision Criteria:
» If Pl is greater than one, it indicates that theeBtment should be accepted. The
NPV will be positive.

* If Pl is less than one, the project should be tepeclf Pl is less than one, the

NPV will be negative.
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Payback Period
The Payback period for an investment opportunityhis number of years needed to

recover initial cash outlay required to make theestment.

Initial investment

"~ Annual cash flow

Decision Criteria: Accept the project if the payback period is l#sn a pre-specified

number of years.

Discounted Payback Period
Discounted payback period is similar to paybackgaeexcept it uses discounted cash
flows to calculate the discounted period. The distaate is the same as the one used

for calculating the NPV.

] Initial investment
Discounted PB =

PV of annual cash flow

Decision Criteria: Accept the project if its discounted payback peris less than the

pre- specified number of years.

Accounting Rate of Return

The Accounting Rate of Return (ARR), also knowrttas return on investment (ROI),
uses accounting information as revealed by findnstatements, to measure the
profitability of an investment.

Average income (after tax
Jrp = Averag (after tax)

Average investment

Decision Criteria: This method will accept all those projects whoseRAR higher than
the minimum rate established by the managementegjedt those projects which have

ARR less than the minimum rate.
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2:1:11. Role of Financial Information in InvestmentDecision Making

The aim of financial information is to provide amimation about an entity to interested
parties. The information contained in the repoiftewever, it can only become
meaningful through financial interpretations dedveom the analysis of the reported
data. This interpretations and decision unveils géhgence of financial reports, as the
major custodian of financial information necessdoy any investment decisions.
Investment decisions are not made on a vacuum hémeee are bases on which they

will stand.

One major tool for these investment decisionsésratio analysis. Financial analysis is
the judgmental process which aims at evaluatingctiieent and past financial positions
and the results of an entity. The primary objedivé determining the best possible
estimate about the future conditions and performmantt provides a quick diagnostic
look at an entity’s financial health and triggef sfibsequent financial and operational
analysis, the figures that are used in the findramalysis are being dedicated from the
financial information which in turn inform our dsgn maker. Several ratios exists but
this research work will look on other major rulésitt are used in investment decision
like NPV, IRR and the major issue to note herehit financial information are the

major source of the raw materials for the investintetisions.

* In the expansion of the existing businesshe financial information can enable
the decision maker, by informing on the profitalgilof the business and its

going concern status.

* In acquisition of a new investment projectthe financial information give the
raw information to the investor, for analyzing flaéure expected profitability of

the business.

* On replacement of the investment project,also the financial information
enables the decision maker to assess the contibotargin of the project. This

is done to improve efficiency and reduce cost.
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2:2. Empirical Literature Review

This part includes various research/study findidgse by past scholars in relation to the
study at hand. Most of the researchers revealetbtbef financial statements in various

decisions making, as shown below.

According to Amedu. (2012), on her study of “rofdinancial statements on investment
decision making” she concluded that the finandialesnents play a vital role during the
investment decision making. The financial statememtable the investors to predict the
future performance of the business and their @bility. Therefore, for an investor to

make an effective decision it should analyze tharicial statements effectively in order

to evaluate the company’s performance.

According to Zager and Zager (2006), on their stualy“The role of financial
information in decision making”, they concluded tthaccounting information system
prepares the whole range of different information different users. We can measure
and examine the business quality of the entire @myn the basis of accounting and
financial information. In that context we examimeet and fair presentation of financial
position, business efficiency and cash flow. Susfté$usiness is the business operation
that results for quite a long period in correspagdevel of security and efficiency of
business. Security of business is examined, firgtllpon the basis of a balance sheet
and efficiency on the basis of the profit and lassount. However, for a more complete
picture about business quality we need to consiti¢a from other statements, for

example, cash flow statement.

According to Kwok (1999), on her study of “Role Bihancial Statement in lending
Decisions”. She concluded that, the financial statet are very important in lending
decision for financial institution and microfinadn her findings said that Statement of
cash Flows is more important than statement ofrigia Position in lending decisions.
The review of the literature on loan decisions ¢aties that bank officers use financial
statements in lending processes but fail to makej@ate use of cash flow information.

This indicates that the kinetic usefulness of démlv information versus that of other
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information in loan decisions has not been inveséid. In addition, the literature also
shows that lenders differ in the usage and proegssif cues, indicating that

investigation of loan studies will provide insigbtthese areas.

According to Scholleova, Fotr, and Svecova. (2010),their study of “Investment
decision Making Criterions in Practice”. They samestment decision making is an
important part of strategic decision making in gventerprise. Because new investment
projects essentially affect future economic resudtsd the enterprise prosperity.
Successfulness of new projects dramatically comtedto the growth of the enterprise’s
efficiency. Their findings shown that NPV and IRRe dhe most criterions applied in

decision making.

Successfulness or unsuccessfulness of projectsdeoally depends on the quality of
preparing, evaluating and choosing these projddts. quality of investment decision
making is affected by a large number of factorsjlevthe most important of them
include choice of the criterions applied in evallbgiand choosing investment projects.

2:3.Conceptual Framework

The conceptual frame work of the study is a stmectinat can be hold or support a
theory of research work. It explains the relatiopdhetween independent variables and

dependent variable of the study.

2:3:1. Dependent Variable

It is the variable which changes depending on #r@ation of other variables which are
independent. Under this study the dependent variabl‘effectiveness on investment

decision making”. This is affected by other factors

2:3:2. Independent Variables

These are the factors in which their changes caodes factors to change too. The

independent variables in this study are as follows;
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Degree of Importance of Financial Information
This is one of the independent variable in thiglgtwhereby the extent of importance
of the financial information to the investors itncdetermines the effectiveness on the

investment decision making.

Role of Financial Information in Balancing Betweeninvestments
The role played by the financial information in dating between short term and long
term investment it also affect the decision to e It enables the investors to decide

and invest in short term and long term investmemight proportions.

Trend of Future Expected Returns
The trends of future expected returns can influghegnvestment decision making of a
certain project. For a project to be chosen nedtht@® a good trend of expected future

returns.

2:3:3. Extraneous Variables

These are independent variables that are not dethitect to the purpose of the study,
but may affect the dependent variable are termezktraneous variables. Some of these

variables includes; government policies, econoriti@son, capital constraints etc.
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Figure 2:1. Conceptual Framework Model
Independent variables Dependent variable

Degree of importance of
financial information to
Investors

Effectiveness on
Trend of future expected investment decision
returns. making.

\ 4

Role of financial information
in balancing between
investments.

Source: Researcher: 2013.

The conceptual framework model in Figure 2:1abdvews the relationship between
variables, revealing that dependent variable isi@miced by independent variables. This
model guided the researcher in conducting his st@hpws which information to be

collected in order to achieve the targeted speolfijectives.

2:3:4. Operationalization of Concepts
Under this part, the researcher shows the opesdization of various variables used in

the study. The researcher shows the relationshifwea® these variables as

demonstrated in Figure 2:1 above.

The degree of importance to financial informatiataehed by the investors in the
process of investment decision making, it has tteatgimpact on the decision to be
made. An investor should be supplied with the fullncial information in order to

assess the project/investment effectively. Theegfohe weight put to the financial

information it determines the effectiveness ofdleision to be made.
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In balancing the investments between long-term simat-term assets, the financial
information plays a big role on assessing the nitgtaf an asset. Financial information
enables investors in timing the returns of thewestments. That is why, it becomes easy

for investors in deciding how much to invest indeterm assets and short term assets.

Also investors need to know the future profitakilif an investment as well as its going
concern status. With the presence of full finanai&rmation an investor can be in a
good position to assess the trend of future exdeodéurns. In investment decision
making is always guided by the future profitabilisnd an investment with good trend
of future expected returns is selected. All these @ossible with the use financial

information.
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CHAPTER THREE
RESEARCH METHODOLOGY

3:0.Introduction

This chapter discusses the population and sampde thie techniquesused for sampling
and data collection, the various data collectiostruments as well as the procedures
used in measuring and analyzing the data. Thistehéperefore seeks to describe how

the whole research work was conducted.

3:1. Research Design

According to Kothari (2004). It is an arrangemeifitconditions for collection and
analysis of data in a manner that aims to comleteyance to the research purpose with

economy in procedures.

A case study design was employed in this researdiP&PF used as a case study. The
case study method is a very popular form of gualgaanalysis and involves a careful
and complete observation of a social unit, be tinéta person, a family, an institution, a
cultural group or even the entire community. laimethod of study in depth rather than
breadth.

The researcher selected a case study design istldy because; a case study is a
complete study in itself, as it studies the sograt in detail and in its totality. It helps in

getting a deeper knowledge of a wide problem wittitéd resources.

Reasons for Using Case Study Design
The researcher decided to use a case study desigad of other design like survey due

to the following importance;

Under this method the researcher can take oneesguglial unit or more of such units
for his study purpose; he may even take a situatostudy the same comprehensively.

A researcher was able to study an institution (A$BmRprehensively.
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Here the selected unit is studied intensively, Whiteans that it is studied in minute
details. Generally, the study extends over a lomgogd of time to ascertain the natural

history of the unit so as to obtain enough infoiorator drawing correct conclusions.

In the context of this method we make complete ystofdthe social unit covering all
aspects. Through this method we try to understéwedcbmplex of factors that are

operative within an organization (PSPF) as an natiegl totality.

Case study method results in fruitful hypothesem@lwith the data which may be
helpful in testing them, and thus it enables theegalized knowledge to get richer and

richer.

3:2. Area of Study

This research was conducted atPSPF head offica. ifiiitution involves in securing
social funds for public servants and other sectdiss institution selected by the
researcher because it is involving in investingvéets. PSPF is making investments in
different sectors. That is why; the researcherebeli that PSPF was the suitable

organization for this study.

3:3. Sample Size and Sampling Technique

The researchers have a sample size of 50 stafts.s&imple size is depended on the
number of staffs, and who are aware of the studysemted. The sample included
onlythe staffs from PSPF. This involved various atépents which are being involved

in investment decision making, but the researchaniyiconcentrated in the department

of Planning and investment.

It is important to note that it is not possiblestody the entire population as a result of
time constraint, limited resources available andtfe effectiveness on handling the
study. Therefore, only a portion of the populatisrstudied. The opinions and views
sampled (A part of population which the study isused) from the staffs of the

organization. To ensure the determination of adeuwsample size, the statistical formula

derived by Taro Yamane (1964) was employed.
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The formula states thus:

N

"T1¥ N2

Where

n = sample size

N = population of the study which is 60

e = margin of error and in this case, e = 5% (chdsethe researcher)
1 = constant

Therefore;

~ 60
"= 1+ 60(0.05)2

B 60
"~ 1+60(0.0025)

n

60
"=1¥015
60
=115
n=>52

Therefore the sample size to be used in the sgi89 persons.

Sampling Technique Used
The researcher used various methods of sampling. Wé&s done to ensure the sample

selected is a real representative of the population

Purposive sampling technique, this method is ajrectated by the nature of the study
which aimed at getting information from specifispendents. Information concerning
financial information and investment issues carr@obbtained randomly.
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Convenience sampling technique was also used byrabearcher for convenience
purposes, just in case the selected staffs aravalable at the time of the interview.
Stratified random sampling is used to divide thaffsand managers and then the

researcher was conveniently selected the resedttffs available in each department.

3:4. Methods of Data Collection

Primary data was collected through the use of questires, in-depth interviews and
observations. The researcher also used secondaay aga another source through

publications and reports and the use of the interne

3:4:1. Primary Data

Primary data are those which are collected afreghfar the first time and thus are
original in character. The researcher used bothhodst in order to ensure that the
weakness of each method is cleared by each onee Fbhene factors to consider when
choosing a method of data collection, which aremeeénd scope of enquiry, time factor,
precision required and availability of fund. In swmteration of these factors the

researcher decided to use the following instrumentsllect the data from its origin.

i.  Questionnaires
Use of questionnaire for data collection is the meglely used method in social
science. The researcher used the questionnaitbs asain data collection method. This
instrument is administered to respondents to solar information from within the

organization.

Reasons for Using Questionnaires
Collection of data by using questionnaires it cffearious merits to the researcher as

well as to the respondents.

There is low cost even when the universe is largeiawidely spread geographically. It
is free from the bias of the interviewer; answers @& respondents’ own words.

Respondents have adequate time to give well thooghtinswers. Respondents, who
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are not easily approachable, can also be reacheeec@ntly. Large samples can be

made use of and thus the results can be made rapendable and reliable.

Although there some challenges for this method lke rate of return of the dully filled
in questionnaires, but the researcher managedei@ome them to a reasonable level.

ii.  Interviews
Interviews are the structured face-to-face verlmmhmunication between a researcher
and the respondent during the verbal exchange.rébearcher used a questionnaire
(interview guide) prepared for the purpose to @bltbe necessary data. The researcher
used this method to obtain more information and esaharifications of information

obtained in questionnaires.

Reasons for Using this Method
These are some of the chief merits of using inésvgias the method of collecting data.

* More information and that too in greater depth lbarobtained.

* Interviewer by his own skill can overcome the resise, if any, of the
respondents; the interview method can be madeetd gn almost perfect sample
of the general population.

* The interviewer can collect supplementary inforimatabout the respondent’s
personal characteristics and environment which fienoof great value in
interpreting results

* Observation method can as well be applied to reécgrderbal answers to

various questions.

lii.  Observation
This method is useful when the researcher is iositipn to observe some factors. Some
of data was obtained from non-participatory obstwma The researcher now was able
to see some investments made by PSPF allocatedriedDSalaam.But this method was

not much used by the researcher depending on theerat the study at hand.
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3:4:2. Secondary Data

Kothari (2004), states that , secondary sourcésrs¢o the sources of data which have
already been collected and analyzed by somelseeaad which have already been
passed through the statistical process. Thisnmdition will be used to cross-check and
complement information obtained from primary sosrcdhe secondary sources
included books, public records statistics, andedéht journalsWith secondary data the

duty of the researcher is that of compilation.

In this study the researcher used secondary datse¢owhat other scholars and
researchers said about the study at hand. Therckseaised various books, journals,

reports and other research papers.

3:5.Validity of Instruments Used

The validity of the instruments used in this resbawork it was highly controlled by the
researcher. There was clear information and instmg on how to completeffill the
guestionnaires to the respondents, and the reszanas personally administering and
collect them to ensure high rate of turn. Also thestions in the questionnaires was

clear to ensure right information obtained on it.

3:6. Reliability of the Instrument Used

The truthfulness of the instrument which was usecbllecting data cannot be defined.
This is because analysis relied on previous rekesscReliability of instrument can be
based on the statistical roll employed as usedd#&ia analysis. Questionnaires was
tested by an accountant who made it reliable astbtathe researcher in achieving the

aims and objective of the research questions anchvene also tested.

3:5. Data Analysis and Presentation

The research finding is presented in frequency perdentage tables generated from
various sources of data collection. And these figdi presented in accordance to
specific objectives. Position of respondents fa thsearch questions is presented and

also the summary for the research question is gigen. Thereafter responses is
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summarized into the sheet and eventually summed apnclude the result in tables and
figures which is used to illustrate the findings.

The data collected analyzed by various statistizgdsures, which some calculations to
get results. Also these data analyzed particularBach objective and from each method
of data collection.
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CHAPTER FOUR

DATA PRESENTATION

4:0. Introduction

This chapter presents the findings of the studgiviés answers to the study questions
which were raised from the specific objectives. sThltudy paid attention on
identifying the role of financial information inwestment decision making at PSPF.
The researcher developed specific objectives feptirpose of achieving the overall

objective.

The data presented in this chapter is obtained framous sources, by using different
method of data collection too. This information abed related to answering the

specific objectives of the study.

4:1. Degree of Importance Attached to Fl by Invests

Under this objective, the researcher wanted to ktmwvhich extent of importance is
paid to financial information by the investors. Nalae researcher developed various
guestions to measure the degree of importancerfandial information by the investors

during investment decision making process.

The findings obtained by the researcher concerthiagabove objective are presented on

the Table 4:1, which provided data from both methofidata collection used.

Table 4:1. Degree of Importance Attached to FI byrvestors

Method of Data Collection. | Number of respondents Rsponses
It is important It is not importan
Questionnaire 34 34 0
Percentage 100% 0%
Interviews 12 8 4
Percentage 67% 33%
Overall/Total 46 42 4

Source:Research findings 2014.
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The Table 4:1 above shows that, 42 responses éoqtlestions which were trying to
examine the degree of importance put on financifdrmation by the investors during
investment decision making process. Under this abive observation was not

applicable, because there was nothing for the relseato observe.

4:2. Role of FI in Balancing between Short and Longerm Investment Decisions

For this objective, the researcher was interesteddéntify the role played by the
financial information in balancing between shorrteand long term investments. The

researcher asked various questions in order torolmtare information about this.

The data obtained from all methods of data colbecis also presented in the Table 4:2

below, showing from each method.

Table 4:2.Balancing between Short and Long term Inestment Decisions

Method of Data Collection. | Number of respondents Rsponses
Plays a big role Do not play any role
Questionnaire 30 20 10
Interviews 15 12 3
Total 45 32 13
Overall percentage 71% 29%

Source:Research findings 2014.

On Table 4:2 above presented the data concerritigg financial information plays any
role in balancing between short term and long tewestment decisions. The findings
shown that 71% said that, financial information éa big role in balancing between
these investment decisions. And about 13 resposdand that, financial information do
not play any role when you are in need to balaretevéen short term and long term

investment decisions. In which they comprised 29%llaespondents.
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4:3. Evaluation of the Trend of Future Expected Raitrns by Using FI

The researcher also interested in evaluating tlesipitity of calculating the trend of
future expected returns of potential investmenttwess, by using the financial

information of the respective investment.

The point here is, can financial information enabde make estimations of future
expected returns? The trend of expected returmrahdasfluence in making investment
decision. The researcher obtained more informatmncerning this challenging aspect.

Table 4:3 below illustrated all data obtained frbath method of data collection.

Table 4:3. Evaluation of the Trend of Future Expeatd Returns by Using Fl

Method of Data Collection. | Number of respondents Rsponses
It is possible and Returns are not
reliable reliable
Questionnaire 35 26 9
Interviews 15 10 5
Total 50 36 14
Overall percentage 2% 28%

Source:Research findings 2014.

The data obtained still shown that, a great nurobeespondents said that it is possible
to calculate the future expected returns by ushegfinancial information provided. It
about 72% of the respondents argued that. But éise which is 28% of the total
respondents, said that returns can be calculatedhby are not reliable for decision

making.
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CHAPTER FIVE
DISCUSSION OF FINDINGS

5:0. Introduction

In this chapter the researcher discussed the fysdobtained in all sources of data.
Under this chapter the researcher was able to sasglesther the specific objectives
achieved or not. This discussion is done in refatmthe specific objectives. At the end
of this chapter the researcher was able to makelesion and provide some

recommendations.

5:1. Importance of Financial Information Raised bylnvestors

Always investors use financial information as basevestment decision making. But
in this study, the researcher examined whether putyhigh degree of importance on

financial information in decision making.

According to the findings shown that, about 42 cegfents said that there is high degree
of importance attached by the investors when they making investment decision
making. It is almost 91% argued that investors paych attention on financial
information. But is only 9% of the respondents siudt, investors do not attach any
degree of importance to the financial informatidhey argued that, investors consider

much other factors like investment policies etc.

Investment Decision Rules Used at PSPF

There various rules used to analyze the projecinfieestment. The Fund mostly uses
NPV because of its strengths as discussed in ahaypbe However the Fund uses also
the other rules of investment decision like IRRstdmenefit analysis and break even
analysis. These rules used depending on the nahddype of the investment/project.
For instance investment in buildings like the camgion of the College of Education at

the University of Dodoma, the break even analysis suitable.
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These rules used for decision making it are evideti@at financial information
considered much by the investors. All these investndecision rule uses financial

information in their calculations.

Table 5:1. Investment Decision Rules Used at PSPF

Decision Rules Percentage of applicability (Usage).
NPV 50%
IRR and Payback period 20%
Cost benefit analysis, break even analysis and®the 30%
Total 100%

Source Researcher’s findings 2014.

Other Factors Considered During Investment DecisioiMaking

Apart from financial information there are othectfars considered when selecting an
investment. These factors it depends on the orgaoigs (PSPF) investment policies

and government policies.

At PSPF they look on;

» Social and political viability.

» Economic viability.

* Environmental impact analysis viability.
» Safety (legal issues).

» Diversification and prudence.

These above are some of the factors which shoutdksn into account when selecting
an investment. An investment might be productivé the factors mentioned above

should prevail too.
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5:2. Role of Financial Information in Balancing Investment Decisions

An organization supposed to balance between skom &nd long term investment
decision. An organization should invest in bothrstterm and long term investments.
This will enable when its liabilities or obligatisrmatures. Economic policies suggest
that, short term obligations to be covered by shern investments and long term

obligations to be paid from long term investmeiat. to

The researcher now wanted to know on how finanefarmation play part in balancing
between these investments. The findings shownithat71% of the respondents said
financial information plays a big role. The investses this information in timing the
income of their investments. At PSPF they managedalance their investments
between short term and long term ones. PSPF piortfuk as at 3t June 2013 was as

shown in Table 5:2 below.

Table 5:2.PSPF Portfolio Mix

ltems % of total limit of Investment %of Actual Investment
2012/2013

Government securities 40 -60 13.00

Fixed Deposits 5-20 5.12

Loans and special Government 0-50 46.35

project

Equities 5-22 16.05

Real Estate 0-20 18.74

Corporate Bonds 3-7.5 0.74

Grand Total 100.00

Source:PSPF report 2013.

Major consideration in investment decision is dattain recovery and matches with
safety principle of investments. To adhere to theqgple of liquidity, part of
investments should be in short term asset whicludes fixed deposits and treasury
bills. Investments of this nature focus on streagthg the Fund’s ability to meet its day
to day obligations like payment of benefits and guisirative costs. Long term
obligations are matched with long term assets wtierd-und invests in real estate, long

term commercial loans and securities.
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5:3. Evaluating the Trend of Future Expected Returs Using FI
A trend of future expected returns of the potenidestment is very influential in

investment decision making. Investors use finanaf@rmation in evaluating a trend of

expected returns.

The findings shown that 72% of the respondents et it is possible to calculate the
future expected returns of the potential investsieAnd the expected returns can be
relied on making investment decisions. Presenca gbod trend of future expected
returns, an investor will be motivated to seleathsinvestment. Although there are few
respondents which is about 28% of the respondemith that, the expected returns

calculated using past information are not relidbtedecision making.

Effectiveness of the Investments Made at PSPF

PSPF uses the financial information in calculatintyre expected returns, and which
rely on them when making decisions. The trend weéstiments at the Fund is increasing
from year to year. To prove that, investments aoelgctive or profitable and there is an
increment of the investment income frofZS 79,166,638,000n year 2012 tolZS
167,039,376,00tnh year 2013. This also it is evidence that, tB& P investment policies
are workable. These policies enable the Fund to mare from its investments.

PSPF plays its role in economic development by idiog capital to listed and unlisted
companies through equity participation. As af 30ne 2013 the Fund had shares in 14
Companies. The principle of economic and sociditylis considered after fulfillment

of safety, liquidity and return,
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Table 5:3.Percentage of Shareholding in Listed Eaty Portfolio

S/No. Name of Company. % of shareholding
1 Swiss port Tanzania Limited 2
2 NMB bank Ltd 3
3 Tanzania Cigarette Company 6
4 Tanga Cement Company 6
5 Tanzania Portland Cement (Twiga Cement) 6
6 Tanzania Breweries Ltd 10
7 CRDB bank Plc 67
Grand Total 100

Source:PSPF report 2013

Growth of the Fund'’s investments

The Fund investments have been growing every yeam the financial year 2008/09 to
2012/13 overall growth rate was7.80%. Management has the responsibility of
ensuring sustainable growth of the fund. The kégybates towards the growth of the
Fund’s asset is mainly by increase in contributioalections and investment income
(through prudent investments). It is expected that Fund’s size will increase more

when the Government starts to pay pre-July 199ilitky effectively. The trend of

investments is shown in Figure 5:3 below.
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Figure 5:1. Five Years Investments Tren
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CHAPTER SIX

SUMMARY, CONCLUSION AND RECOMMENDATIONS

6:0. Introduction

In this chapter the researcher summarized thernrdton obtained and makes a final
conclusion with suitable recommendations. And tkisa final chapter in this report
which will give the users of this report a positioitthe researcher concerning the study.
The discussion of findings conducted in the presicbapter enabled the researcher to

provide a summary, conclusion and recommendationserning the study at hand.

6:1. Summary

The process of investment decision making it i$ atcritical issue to many investors.
For an organization to come up with a productiveegiment there many factors and

calculation to be taken into account.

In this study the researcher concentrated much ssessing how the financial
information enables the investors to choose thet mosnomical projects. The findings
shown that, the financial information is very caldn making investment decision for
the purpose of analyzing the financial health & pgotential company (investment).
However, there other factors to be considered t@oich are other than financial
information. For instance internal factors are theestment policies developed in a
respective organization. Also there are externatofs to be considered too, which
includes issues like social and political viabilitgconomic viability and other

environmental issues.

At PSPF as a case study in this research, thenfysdshown that they do make all these
consideration mentioned above. And they do welb algth their investment which is

growing from year to year. Their success is broughigood investment policies and
consideration of various external factors, with firesence of competent Investment

Officers.
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The evidence shown in the previous chapters, 8feFRinvestments is increasing from

time to time. The income from these investmentdsse increasing from year to year.

The only caution to other investors is to use wedipared financial information when
they are evaluating their potential investmentsaf that, also they should have
investment policies which go with economic conditid\lso they should consider the

external factors in relation to investment in eadion.

6:2. Conclusion

Financial information plays a vital role in invegm decision making. Because this
information shows the profitability, financial pten and cash flows movement of a
potential investment. Once an investors needswuesinin an organization with a clear
financial information it becomes easier to him/lter make some evaluation and
projections. But the financial information shoule Wwell prepared in order to give a true
picture of an organization, and finally ending uphva right decision. In other words the

financial information should not be misleadinguiters.

Not only that but also the investors must consimt@er factors apart of this financial
information. An organization must have up to datgestment policies which are

workable in relation to the country policies. Thé&selso some external factors to look
on it. These factors includes like; social and tpral viability, economic condition and

environmental factors etc. Now for the investors dmme up with an effective

investment the mentioned issues must be takeragdount.

According to the findings obtained at PSPF shovan, thnancial information play a big
role during the investment decision making procd@$® information presented give a
full financial picture to the investors. Therefoil®y having the financial information

investment decision can be made effectively.
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6:3. Recommendations

The findings obtained and the discussion in thevipus chapter, the researcher
developed some recommendations. These are sonfadews to be considered in order

to improve effectiveness of investment decision imgprocess.

For PSPF and other investors should be very consdio dealing with the financial
information. Those who analyzing this informatimust be the competent ones. In the
analysis of this information, the going concerriustdas very important. An investment
may be profitable and having a good financial posibut the going concern status is in
danger. That is why there are many investmentssldokbe profitable and financially
strong but collapse within few years. There mangndals happened, in which the
companies presented sound financial information ibuhediately they collapsed, a
good example is Enron and WorldCom scandals.

Also the investing companies (PSPF) should be irgyitheir investment policies to
cope with economic condition and country polici€éar instance PSPF made an
investment on educational sector by building thélgge of Education which is also a
government policy to support this sector. For theestors to be in a better position

should be introducing policies which also considgither factors.

The external factors should be also considered whaking an investment decision

making. These factors are economic situation, enwental issues, laws and

regulations concerning the particular type of inresnt. For instance investing in equity
shares there are rules and regulations need tdheed. Therefore, for a specific type
of an investment an investor must be aware ofulesrand regulations and other factors
surrounding the respective potential investment.

The above recommendations if will be taken intooaot it will enable to improve the
process of investment decision making. It will e@se the effectiveness to investment

officers.
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6:4. Areas of Further Study

This study was intended only to examine the rolérancial information in investment

decision making. This was due to various limitasidike time constraint, fund constraint

and other factors. Now for the coming researcherthis field should go further in the

following areas:-

They should examine the role of other factors wegstment decision making
other than financial information. These factorsytheay have a great impact in
the process of investment decision making. Becadlueee are projects which
have no financial information on it, but only thiher factors are to be analyzed

for decision making.

Even in the investigation of the role of financiaformation, the researchers
should also examine the qualifications of the Itwest officers in relation to
investment decision making. Because the financitdrination requires some

knowledge to study and analyze them.

In case of the plenty of time these researchersceoaguct their study in at least
two Organizations like PSPF, PPF, NSSF etc. thik emable to up with the

comprehensive findings and conclusion.

52



REFERENCES

ACCA.(2009). Financial Reporting(International).Sudent text. 3 Edition. London.
BPP learning Media.

Drury C. (2003)Cost & Management Accounting.5'® Edition. Zrinski, Croatia.
Gautam, U. S. (2005Accountancy. New Delhi; Vrinda Publications.

Gibson C.H. (2004)Financial Reporting & Analysis. 9"Edition. Thomson South-
Western.

Hoskin, R.E. (1997).Financial Accounting. A User Perspective."? Edition.New
York.John Wiley & Sons, Inc.

Kaplan R. S., Atkinson A. A. (1998Advanced Management Acconting.3¢ Edition.
London. Prentice Hall.

Kombo, D. K., Tromp, D.L. A., (2006)roposal and Thesis Writing: An Introduction.
1%' Edition. Nairobi, Paulines Publications Africa.

Kothari C.R. (1990Research Methodology (Methods and Techniques), 2" Edition,
New Delhi: K.K. Gupta for New Age International (Bd.

Kothari, C.R. (2004Research Methodology (Methods and Techniques), 2" revised
edition, New Delhi: K.K. Gupta for New Age Interr@tal (P) Ltd.

Kwok, H. (1999).Role of Financial statement in Lending Decision Thesis. University of
Hong Kong.

Lewis, Richard and Pendrill, David, (2004)gvanced Financial Accounting, 7"Edition,
London: Financial Times Prentice Hall.

Libby, R et al. (2007)Financial Accounting.5™ Edition: New York, McGraw — Hill
Companies, Inc.

53



Pandey, I. M. (2005)¥inancial Management. 9" Edition. New Delhi: Vikas Publishing

House.

Pandey, I. M. (2010).Financial Management. 10" Edition. New Delhi: Vikas
Publishing House

Public Service Pension Fund. (2018pnual Report.

Scholleova, H. et al. (2010nvestment Decision making criterions in Practice, Thesis.

University of Prague. Czech Republic.

Sunder, S. (1997)Theory of Accounting and Control, Southwest Cincinnati.College
Publishing.

Tanzania Companies Act, 2002. (Cap 212 R.E. 2008).

Wild, J. J. (2011)Financial Accounting: Information for decisions."5Edition. New

York: McGraw — Hill Companies, Inc.

Wood, F., and Sangster, A. (2008usiness Accounting; the Accounting Equation
andBalance Sheet, 11" Edition. Pearson Education, Harlow

54



APPENDIX |

RESEARCH QUESTIONAIRE.
Dear Respondent,

The researcher is a student at Mzumbe Universitgyng a Master of Science in
Accounting and Finance .This questionnaire is desigfor academic purposes and for
partially fulfillment of the Award of Master Degresf Mzumbe University. It's only
through your response that the work can be completdl. Therefore any information

disseminated will be handled with maximum confidkitt.

Please kindly spare some few minutes to answefall@ving questions, they mostly

involve ticking a response in the space providetifdimg in.

1. Does financial information play any role in investmh decision making?
Yes[ ][No[ ]

2. Does the financial reports reveal the competencemahagement of the

company? Yes[ ]No|[ ]

3. Is it appropriate to relay on the ability of pasiahcial information in forecasting

future performance? Yes[ |[No[ ]
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4. Is there any relationship between financial infaiioraand investment decision
making? Yes|[ ][No[ ]

5. Does the financial information of companies prethe future financial stand of

companies? Yes[ |No[ ]

HOW/WRY .ttt ettt ettt ettt e e et e et eeeaaaeeeaeaaeaaeeas

7. Does the cash flow serve as an important tool vestment decision making?
Yes[ ]No[ ]
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8. Does financial information help users to know thates of affairs of the

companies? Yes[] No [].

9. Apart of financial information, which other factoase considered in investment

decision making?

Thank you for your assistance.

Contact mrisho.samwel @yahoo.com
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