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ABSTRACT

The purpose of the study was to determine the p#aore on the adoption of
international public sector accounting standardsK®nyan Local Authorities in
Kenya.

The research design used was descriptive surveg. gdpulation of the study
consisted of 60 local authorities in the countieKisumu, Siaya, Homa-Bay, Migori
Kisii, Nyamira Kakamega, Bungoma, Vihiga and Bush.sample size of 60
respondents was used where probability sampling adapted. Data was collected
using a questionnaire which had both structuredties and unstructured questions.
Data collected was then summarized, coded andatgallising statistical package for
social sciences software package (SPSS) versionDe&criptive statistics such as
means, standard deviation and frequency distributias used to analyze the data.
Data containing the study results was thengmtesl using pie charts, bar charts,

graphs, percentages and frequency tables.
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CHAPTER ONE: INTRODUCTION

1.1 Background of the study

1.1.1 International Public Accounting Standards

The need to achieve high standards of accountaliiibugh adoption of consistent
accounting basis and user friendly financial rapgrformats is vital. Government

leaders need to plan for periods ahead. The qudlitiyeir decisions can be improved
and made better only if they have access to abtelisource of performance reports,
which give periodic comparisons and recognize alhgactions in a transparent
manner. The answer to this challenge lies in adaptf the International public

Sector Accounting Standards (IPSASs) (ICPAK, 2009).

Long-term fiscal sustainability is the ability of government to meet its service
delivery and financial commitments both now andtie future. A number of
demographic and technological factors have credisechl pressures for many
governments. The global financial crisis has sigaiitly increased these pressures in
many cases, which has led to heightened interesthén long-term financial
consequences of government interventions. Amidstdallenges of unfavourable
climatic conditions, poor infrastructural systemger rising unemployment levels etc,
the question that lingers is whether the governmantapply the limited resources at
its disposal to meet these challenges. Interndtidhablic Sector Accounting
Standards (IPSASs) are accounting reporting guidslideveloped specifically to
offer reporting guidance to general purpose finain@porting officers in the public
sector. IPSASs are developed and issued by thernétienal Public Sector
Accounting Standards Board (IPSASB), a specialtarthoof the International
Federations of Accountants. IPSASB therefore, isirmlependent standard-setting
board with special consideration to public sectoaricial reporting standards on
ethics and public sector accounting. As a boardF#C, IPSASB also issues
guidance to support professional accountants wgrkiar the public sector
organizations. In addition, IPSASB issues policgifions on topics of public interest
(ICPAK, 2009).

IPSAS are designed to apply to the general purfinaacial statements of all public
sector entities. Public sector entities includeiomatl (central), regional and local
governments, and their component entities suchegmrtments, agencies, boards,

commissions et cetera; IPSAS are developed andgeto recognize, measure,



present and disclose requirements dealing withséretions and events in general
purpose financial statements; There are two setd8AS; one set that apply to
accrual basis of accounting and another set thalydap the cash basis accounting
however, there is a move towards adoption of IP®&fging on accrual basis of
accounting. The adoption of IPSAS by governmentpraves both quality and
comparability of financial information reported Ibyeir departments and agencies.
Gathungu (2009) observes that the transition tAB*&s an accounting framework is
designed to improve the quality and consistencyfimdéncial reporting, enhance
transparency and accountability, facilitate bettlcision making and financial

management and good governance in our entire Pabtitor.

Financial report or financial statement is a formeadord of the financial activities of a

business, person, or other entity. All the relevargncial information, presented in a
structured manner and in a form easy to understargdlled the financial statements.
They include the balance sheet also referred tetaement of financial position,

income statement also referred to as statememaridial performance, the cash flow
statement and statement of changes in net asseggldition, these statements may
include an extensive set of notes to the finarst@tements. The objective of financial
statements is to provide information that is us&fuh wide range of users in making

financial as well as economic decisions.

1.1.2 Local Authoritiesin Kenya

With the attainment of independence in 1963, Keinyeerited a dual administrative
structure consisting of Local Authorities and dexoentrated administrative units
collectively known as the Provincial Administratiohhis dual structure remains the
framework for local governance and decentralizexiise delivery, together with
additional decentralized funding flows for regionahd local agencies. Local
Authorities were initially responsible for the pison of a wide range of services
including primary health care, primary educatiomtev supply and roads. However
lack of resources and weak institutional capa@ty o poor performance. Instead of
addressing the weak institutional capacity, thelteg poor performance was used as
an excuse to wrestle health and education respgbitisgbfrom the Local Authorities
in 1969. During the 1970s and 1980s local governnsagnated with central
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ministries taking the leading role in the deliverdyservices through de-concentrated
offices (GoK strategic plan 2008/9-2012/13)

Today the Kenyan local governance system is contbadefour tiers of Local
Authorities (LAs), namely: Cities, Municipalitie$pwns and County Councils. These
councils are corporate entities that are estaldishreler the Local Government Act
Chapter 265, which is currently under review. Imiidn to the Act, the LAs draw
their legal powers from the Constitution of Kenyather Acts of Parliament,
Ministerial Orders and By-Laws. Currently there dré5 LAs in Kenya, which
include 1 City Council, 45 Municipal Councils, 62wWn Councils and 67 County
Councils with Ministry of Local Government as thevecall overseer of their
operations. While the above legal bodies constitateal Government in Kenya, the
local governance framework in Kenya is broader th@ LAs. It consists of
provincial, district, location and sub-location adistration with technical staff
drawn from various ministries. Inherent in the s=@b Local Government and local
governance system are various public and privagtutions, including civil society
organizations. Kenya has no decentralization pdiat rationalizes power sharing,
responsibilities, and resources between the cegdradrnment ministries, parastatals,
District Development Committees, LAs and the pmvaector. This has been a
problem at an operation level, with most of thditndons and organizations lacking
synergy. Although the position of LAs remains umaigr if the New Constitution Bill
adopts the District as the level of devolution (Gatkategic plan 2008/9-2012/13).

The Kenya Local Government Reform Programme (KLGR®RR3 conceptualized by
the government of Kenya in the early 1990s and becaperational in 1996. The
programme with three components: rationalization agntral — local fiscal
relationship, enhancing local financial managemamd revenue mobilization and
improving local service delivery through greatdizein participation. KLGRP focuses
on deepening the legal, financial management asttutional reforms in Local

Government sector.

Whilst there are some very well run councils, thesrall current state of local
authorities in Kenya is precarious characterizeditgreasing debtors, financial
statements not being timorously submitted to thelitu-General, qualified audit

reports, poor systems, poor long term planning,ehsgrvice deliver backlogs,



increasing salary bills, unfounded mandates, gowent debt, concerns about
sustainability, and greater demands and expectabgnall stakeholders. In view of
this, the optimum top agenda of the ministry ofalogovernment is to make LAs
efficient entities by making sure that they areeatd meet their liabilities from the

local revenue they collect.

1.1.3 Financial Reporting in Kenyan Local Authorities

The Kenyan local authorities financial reportingtgyns that have been in use had not
changed with needs and did not benefit (relevamt eeliable) stakeholders the
residents, councillors, council management the @Gowent, business community,
donors, Non-Government Organisations among otfl@rsaddress the phenomenon,
the Kenya Local Government Reform Programme whiak @stablished to spearhead
local government reforms had a mandate of comingwith effective financial
reporting framework for the local authorities. Tikenya Local Government Reform
Programme revised the financial reporting systeththa necessary templates to meet
the needs of central government, local authoriied International Public Sector
Accounting Standards (IPSAS). The financial repgrtframework which is in line
with IPSAS was gazetted (Kenya Gazette) under KHdt0.6218 dated 11 July 2008
and disseminated across all the Local Authoriteggether with the Local Authority
Financial Management Regulations 2007. It was fis#d in the preparation of the
2007/2008 final accounts. Challenges especiallgoime counties, municipalities and

town councils without qualified accountants werpeoted

1.2 Statement of the Problem

The Kenyan local authorities used different appheacto prepare their financial
statements to communicate financial results henigey tlacked uniformity,
comparisons, relevance, reliability and undersitgbiTherefore a variety of users of
local authorities’ financial reports could not ubkem for effective decision making.
The new financial reporting framework has beenaasmgly publicized as one of the
most successful tools to address the councils’ ipi@mv of financial information
problems. The adoption of the IPSAS financial répgr by local authorities is
however not known. A financial report that portregyscouncil has good financial

performance, position and liquidity may not necegssaean reliability. It is expected
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that the IPSAS financial reporting will add releeanand reliability to council’s
financial statements and will also help local auties begin identifying their assets
and liabilities.

Previous studies have not conducted a survey afepéon on the adoption of the
IPSAS by local authorities in Kenya. For examplwirichia (1983) did a study on
financing local authorities in Kenya: a case studyMeru municipality. Omolo,
(2007) undertook a research study on financialnte@pin public primary schools in
Kenya and the audit expectation gap. Mitullah Wakma (2006) conducted a study
on ICTs and Financial Management in Local Authestin Kenya: Case Study of
Mavoko and Nyeri Municipal Councils. Hongo (2010d éh study on promoting
regulatory reform at local government level in KanyRahman (2001) prepared a
Report on the Observance of Standards and CodeS{R®enya: accounting and
auditing. Therefore, no know studies have survdfiedperception on the adoption of

international public sector accounting standard®bsl authorities in Kenya.

1.3 Resear ch Questions

What is the perception on the adoption of inteoral public sector accounting

standards by local authorities in Kenya?

1.4 Objectives of Study

To determine the perception on the adoption ofatonal public sector accounting

standards by Local Authorities in Kenya

1.5 Importance of the Study

The findings of this study will be valuable to ade@irange of stakeholders as follows;

The management; Managers are able to not only discover problemd &nd
corrective actions needed through financial stateémbut they are also able to make
projections of these statements that act as goalstndards for upcoming periods.

The management will as well benefit on theinigms on how employees feel



about the international public sector accountistandards and thereby adjust

swiftly to critical concerns for its efficiency

The Government; The government will benefit from the piaurdrawn from
various perception raised on international lipidector accounting standards and
there by draw conclusions on necessary iatgions for effective
implementation for better results . it wilsa help the planners to come up

with the best approach in perfecting on passchallenges of IPSAS .

The resear cher s and academicians, the research is as an important contribution to a
fundamental review of the overall International jxibector accounting standards of
local authorities. The study  will further recommdefuture research study areas

which will be of interest to other scholars.

Investors: potential investors and lenders always requirarfcial statements for their

lending or investment decisions.



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This literature review chapter discusses issues tti study seeks to address, in
specific the chapter addresses the various theoekesing to financial reporting

concept, empirical review of related local and ring&tional studies and structure of
financial reporting in Kenyan local authoritiesndncial reporting models and

conclusion.

2.2 The Financial Reporting Concept

Financial reporting in local authorities is the yigion of information that is useful to
the local authority, the central government, présen potential investors, creditors
among other stakeholders, in making service dsljvenancial, investment, credit,
and similar resource allocation decisions. Findnmgorting should also provide
information to assist users in assessing whethadsfin public sector are well spent
and costs effective. And, financial reporting sliowffer information about the
sources and uses of financial resources and almouttte local authorities financed
its activities and met their cash requirements.afiamal statements, including the
accompanying notes, are a central feature of fiahneporting. However, the
objective pertains to all of financial reportinggtrjust financial statements, because
some types of both financial and nonfinancial infation may best be communicated
by means other than traditional financial stateme(®ASB 2006). Camerof2005)
notes good financial information is essential anis iusually provided in 2 types of
reports: internal financial reports to the coumsdnagement (clerk and treasurer) and
to councillors (the council), external financialpogts to ratepayers, residents,
government, creditors and investors. To properlsclairge their financial
management responsibilities, councillors and cduneanagement need internal
financial reports to support decisions about resmuallocation, monitor the
performance and financial health of their operaticend to demonstrate their
stewardship of the financial resources for whiatytlare responsible. In their study
Mohamad et al (1999) found, in the absence of st@hdinancial reporting

requirements placed on these authorities, a laxgeatation gap between the needs



and demands of local taxpayers and the financipbrtang practices adopted by
Malaysian local authorities.

2.2.1 International Public Sector Accounting Standards

Local authorities are continuously being subjed¢tedhanging legislation in regard to
reporting requirements. The amount of time allodai® complying with external
reporting requirements is often considered excessind not always relevant —
detracting from the ‘doing’. It was also revealbdttthe bottom line is perceived to be
the most important indicator of a council’s perfamae by stakeholders. From this,
several implications emerge — including the potdrfor manipulation of accounting
figures to achieve a target operating result. Aeotimcludes councils losing their
original identity as service providers to the conmitys Hence, financial, political and
social costs appear to be associated with continedlanging financial reporting

requirements imposed on local government.

The adoption of this new financial reporting franoekv will herald significant
changes to the systems and process of financiaktieg by the government. This
may come with new formats and financial reporti@athungu (2009). The new
reporting financial framework is aligned to theeimtational Public Sector Accounting
Standards (IPSAS) requirements. IPSAS are a sdtighf quality, independently
developed accounting standards aimed at meetinfjnidnecial reporting needs of the
Public Sector. IPSAS are developed by the Inteonati Public Sector Accounting
Standard Board (IPSASB) which is an arm of the rha@onal Federation of
Accountants (IFAC); the global organization for #exounting profession founded in
1977. According to Gathungu, (2009) IFAC currettiias 157 member bodies.

2.2.2 Relevance of Financial Reporting

Relevance is one of the primary qualities of actiogninformation. Relevance of
information means information capable of makingféetence in a decision context.”
Ingredients of relevant information are timelinepsedictive value and feedback
value — allows users to confirm or correct priopestationsMary, et al (2001) only
if an accounting amount is relevant to a finanstatement user can it lsapable of

making a difference to that user’s decisions.



2.2.3 Reliability of Financial Reporting

Reliability is the other primary quality of accoing information. Information is
reliable when it can be relied on to represent tiae, underlying situation. The
ingredients of reliable information are verifiabiliand representational faithfulness

neutrality (unbiased).

Relevance and reliability are the two primary cigethe FASB uses for choosing
among accounting alternatives, as specified indt:ceptual Framework. The
FASB’s Conceptual Framework is set forth in Statetmeof Financial Accounting

Concepts (SFAC) Nos. 1 through 7, which articuldte FASB’s objectives and

criteria to guide its standard setting decisionedét SFAC No. 5, an accounting
amount is relevant if it is capable of making datince to financial statement users’
decisions; an accounting amount is reliable if dpresents what it purports to

represent (Mary et al , 2001).

2.3 Theoretical Review

The following theories are applicable inoimhing the current study

2.3.1 Contingency theory

According to open system theory an enterprnis&act with, adapts to and seek to
control it environment in order to survive. Caogency theory postulates that
effectiveness of the organization in copingithihe demands of its environment
is contingent upon the element of (its)vasisubsystems design in accordance
with demands of the environment which theginact (Burrell and Morgan 1979).

An enterprise’s financial reporting system is onehs subsystem.

Contingency theories first became as a means déiexpg variations in organization
structure. One of these postulates that orgaoizatidesign is contingent on
environmental uncertainty ( Duncan,1972), and aoization size (child ,1975) this
has led to various authors to suggest that irgericy framework may provide
more holistic approach to the design of managegnaccounting systems (

Waterhouse and Tiessen ,1978) the logical sidanof these developments in the
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organizational theory and management accounnghat variation in the
environment uncertainty among other factors gise to difference in corporate

financial reporting systems(Thomas 1986)

Therefore in this context management choiaopton of new financial reporting
practices is contingent upon different d¢wie on entities . Each of which can be
conceptualized as falling into one of the four s&ssin the contingency framework.
Such contingency variable include; social faxtifecting the financial reporting
systems, organization environment (different aotiog methods , organizational
attributes such as size ,capital out lay, etc) atalstly the user characteristics

namely decision models , decision making styfeb aognitive traits

The adoption of new financial reporting wilktiefore come with organizational
adjustment to the contingencies both spectficthe organization and outside the
organization . For example such contingences wdlude; change in accounting
system, need for technical experts to train @ tmew reporting. Some external
contingencies  will include; international commyni pressure  through the

government and also other interested partnettei financial reporting.

2.3.2 Stakeholder theory

According to Grayet al (1997) note that one way of “theorizing the aatability
relationship between an accounting entity and dstside world™ lies in the
stakeholder perspective. They note that the stdétehperspective is well-established
in the literature, with its essence being “the wni@bn of all those groups or parties
who are influenced by and/or who influence the oization (or accounting entity
reporting)” (Grayet al, 1997). Certainly, stakeholder theory has a hadtory and
contemporary significance in the strategic managepmorporate governance, and
corporate ethics literatures, and has also beahinsgccounting research, particularly

in the area of corporate social responsibility ldisare, reporting (Roberts (1992).

Clarkson (1998) defines stakeholders as “thoseoperer interests that have a stake,
something to gain or lose as a result of its #®@s’; and a “stake” as “something of
value, some form of capital, human, physical, eoraficial, that is at risk, either

voluntarily or involuntarily”. Stakeholder theoryas been mostly applied to
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organization-society interaction analysis in thepooate, private sector domain.
However, it is equally applicable in our public s®ccontext. First, it is consistent
with the theoretical conception of accounting cleag contextual and as deriving
from external, social and political forces. Secosthkeholder theory provides the
basis for identifying the groups or parties whicmstitute the external socio-political
forces for the entity at issue, regardless of wérethe entity is in the private or public
sector. It does so through stakeholder power (Ulini®85), which is the power to
influence organizations and management in theipagt Roberts (1992,) states that
power is a function of the stakeholder’'s degreeaftrol over resources required by
the organization; while Grast al (1997) note that stakeholder power may derive
from economic and/or legislative sources. In ourtert, stakeholder power is related
to local authorities ability to win the confidenc of the stakeholders(the public,
government and ultimately the donor communiggnfidence through assurance
of accountability and reliability through thdoption of best practice in financial
reporting. The success of IPSAS adoption and imefeation by local authorities in
Kenya will therefore only depend on the effortsvafious stakeholders who support

the improvement of financial management and repgiiti the public sector

2.3.3 Accounting Theory

Accounting theory is dynamic, not static—it is newefinal and finished product
pragmatic sense—it is concerned with improving riicial accounting and reporting
broad perspective—it includes a conceptual framkwa@ccounting legislation,
concepts, valuation models, reporting and hypeatheand theories that allow

researchers to analyze accounting (ASB, 2000).

If it is to be comprehensible and reliable, accmgnmust be used in accordance with
specific rules and regulations. It is essentiakt thecounting is used according to
generally accepted rules to avoid chaos thatuldvoccur in the process. The first
prerequisite is that accounting should agree ofazonto the basic truths according
to which our economic system functions; the curezm@nomic and business practices
and the applicable law as embodied in legislatiggulations or common law.
Consequently, it is important that uniformity is imained in accounting and

reporting practice. Accounting theory creates amfravork that ensures that
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accounting practice complies with the requiremeasft€onformity and uniformity.
This theory is embodied in a set of principles,ige$, methods, procedures and
conventions. The continuously increasing scope emmplexity of our economic
system requires a corresponding process of adaptati accounting and effective
reporting in order that the relevant informatiogarling economic activities may be
recorded (ASB, 2000)

Accounting theory is based on a set of basic ecamtmths that are of a dual nature.
First, accounting theory is based on propositiomsegally accepted in the economic
order of a particular society. Second, the basanemic truths have characteristics
similar to those of natural laws in the sense Hpcific causes generate specific
consequences. In the development of accountingytheoncepts and postulates serve
as formulations of the basic truths or propositiop®n which the theory is based.
They do not attempt to prescribe the working of élteounting process, but simply
the foundation upon which the structure of accomeyais based. In this context
Kenya economic development has been so fareissjve and as the economy
becomes complex, the adoption of best accourdiagdards will only lead to
compliance to the trends inthe economic gnowAs such local authorities in
Kenya are poised to handle huge sumsnariey and therefore proper
accounting and reporting will therefore bmperative for future resource

sustainability.
2.4 Empirical Review

Over the years, quantitative management accouméisgarch has become the main
approach to assess such major questions as to extexit managers are likely to
succeed with their management accounting and doatrd reporting systems in
various settings. Since many forms of empiricataesh have been taken and a wide
range of topics analyzed, it is not possible heradknowledge them all. The local

research on financial reporting is minimal howesgénilar research studies exists.

In his study Rahman (2001) observes that Kenyarbesntly made progress in
closing the gap between national accounting andiagdractices and international
standards, notably by adopting the IASs and ISAsati®nal requirements. However

he notes that compliance with the requirementsA&sl and ISAs is partial, due to
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enforcement mechanisms that continue to evolveiredkquate resources. Research
by Gathungu, (2009) also notes that adoption argeimentation of IPSAS is not a
requirement for the Government or any of its esitiit is a best practice issue,
IPSASB or even IFAC cannot enforce compliance. $Shecess of new financial
reporting framework (which is in line with IPSASyi@ption and implementation in
Kenyan local authorities will therefore only depend the efforts of various
stakeholders who support the improvement of firentianagement and reporting in

the public sector

Study by  Musyoka (1982) on finance managemeint parastatals aimed at
establishing the financial management infrastmec in the public sector |
Kenya . The survey of that was cross-seation nature, surveyed 10
parastatals found that the financial managénsystems in public sector were
weak and in most cases financial control syster® either lacking or were not
observed at all . The study further noteat thsome parastatals had embraced
good practice in their financial management ohhtranslated to  better
performance for such parastatals. He recomawndmplementation of strong

audit systems to caution from the mismanagemefithe public funds.

Omiti (2003) in his study on financial perfomea of firms with effective TQM
programs in Kenya observed that embracemeht TQM by firms leads to
higher financial performance of such firm. Henoted that firms with good
TQM practices had elaborate financial contamld reporting systems and such
organization had leverage in attracting adddlo capital due to attraction of
investment. This research recommended orgamiza to adopt best financial
management practice for resource maximizatiand therefore high returns on

shareholders value.

Recently a study on financial reporting ibji primary school in Kenya and
audit expectation gap was conducted by Omol®@{20 The study surveyed 17
public primary school and found that there wasjor Gap in financial
management especially with special focus accounting and overall financial
reporting. The study sampled the school headsrmasand committee chairmen

concluded that financial reporting in publ@rimary schools was poor and
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lacked uniformity where it existed. There was aegal lack of standardized
financial reporting systems in these organizatigime study further recommended
that more resources should be allocated initrginf school managers on the

benefit of standardized financial managemerd aultimately financial reporting.

Similar study carried out by Mwarania (1983) onlgsia of financial standards
selecting process in Kenya, noted that thereneas for compliance in observation
of financial standards in Kenya so as to faat#it efficient financial management
practices within organization. The study furtbbserved that only few organizations
in Kenya had adopted international financial dead more specifically financial
reporting. Mwarania study can be seen as foundatiorelated studies on IPSAS. In
conclusion the study recommended that firdneducation institutions and

regulatory body should streamline the finahatandards .

Winfred (2007) carried out a research study atirtg for the existence of noise
in financial statement based reporting for thésted firms inthe NSE . The
study found existence of accounting noise inaat half of the sampled firms. The
study further established non disclosure of somportant financial measurement
items in the financial statement. In this caee researcher noted non compliance
in application of Generally Accepted AccountingnBiples. The study therefore
recommended the adoption of internationallgepted accounting and reporting
standard so asto caution such companies froisleading the potential investors

by concealing the actual financial picturethe organization.

Researches have been conducted on financial regdttroughout the world globe
due to the increasing importance of using finanoiérmation to make decisions.
Karim et al. (1996) argued that annual reports of companiesldhze considered as
the most important source of information about anpany. Ettredge, et al, 1995;
Hungerford (1984), observed that the primary rdleaccounting is to collect and
communicate data that can be used for analysisdanbion making. The way that
financial data is provided and its content is ofimary importance in its
communication to information users, Hungerford @P81owever, FASB (2006) in
developing financial reporting standards, standatters presume that those who use

the resulting information will have a reasonablewledge of business and economic
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activities and be able to read a financial repStandard setters also presume that
users of financial reporting information will reweand analyze the information with

reasonable diligence.

Holthausen and Watts (2000), in evaluating therditge for standard-setting
purposes, assesses the usefulness of accountingersion their stock market value
association. For several reasons they concludéténature provides little insight for

standard setting. First, the association criterfims no theory of accounting or
standard setting supporting it. Standard settarstriptions of their objectives and
accounting practice are both inconsistent withdhierion. Important forces shaping
accounting standards and practice are ignored.n8ledbey say many tests in the

literature rely on valuation models that omit imjaoit factors.

Cocker (2005) argues that Statement of Concep@s important piece of guidance in
the role of accounting. The Statement of Concepas weveloped to outline the
gualitative characteristics that external generalrppse financial reporting
information should possess. These qualitative charigtics are relevance,
understandability, reliability, and comparabilityCANZ (2001). Cocker (2005),
further noted that guidance is thought to have mflicting nature in respect to the
qualitative characteristics of relevance and rdligb and concludes that the
gualitative characteristics of relevance and rdlitgbare perceptions which are held
by interest groups who are associated with findrm@eounting information. In regard
to the accounting standards, Solomons (1989, aited/hittington, 1989) discussed
the trade-off between various qualitative charasties including relevance and
verifiability, and verifiability is now acknowledgeby the Financial Accounting
Standards Board (FASB) as a component of religbilit has long been
acknowledged that different user groups have differequirements and concerns
from information that is disclosed in financial tset@ments, Rayburret al. (1991). In
addition, it is also recognized that users and gmes hold different perceptions of

relevance and reliability, Hooper, (1997)

15



2.5 Structure of Financial Reporting in Kenyan Local Authorities

The Local Government Act mandates the Ministel.imezal Government to define the
system of accounting and the format of the anngabuants to be used by local
authorities as stipulated by the Local Governmecit @ap 265 section 229 laws of
Kenya. For decades, local authorities have beelowolg the colonial British
municipal accounting system. However, recentlyyghigas been a migration to the
Simplified Accounting System which was developéduigh not formally adopted, in
1999, giving rise to audit qualifications. On 11yJ@008 the Minister for Local
Government gazetted a new financial reporting fraork for Kenyan local
authorities which was first used in the preparatibrine 2007/2008 final accounts.
Local authorities’ financial statements are impotteeports since they show how a
local authority is doing and are very useful indiynfor a council's stakeholders, its
managers and councilors and staff. Externally, they important to government
agencies, to lenders such as banks and to investeesaarchers and academicians.

All councils are now required to prepare finangtdtements showing the council’s
annual financial performance, financial positiaquidity position and changes in net
assets/ capital and reserves. It is also requitet statements for external

consumption be audited by the Controller and AudBeneralMuia2005).

2.6 Conceptual Framework for Financial Reporting

The Conceptual Framework for Financial Reportintplesshes the concepts that
underlie financial reporting. The framework is aherent system of concepts that
flow from an objective. The objective identifiesetipurpose of financial reporting.
The other concepts provide guidance on identifyihg boundaries of financial
reporting, selecting the transactions, other evemisd circumstances to be
represented, how they should be recognized andurezhgor disclosed), and how
they should be summarized and reported. Mary ¢2@01) by design, the FASB’s
Conceptual Framework is stated in broad terms amdnat context-specific.
Nonetheless, the Conceptual Framework, with condeted in particular financial
accounting standards, leads to tests of specifit and alternative hypotheses
regarding relevance and reliability. A conceptuahfework is a coherent system of

interrelated objectives and fundamentals that ead to consistent standards and that
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prescribes the nature, function, and limits of ficial accounting and financial
statements. It is needed to enable developmentcoharent set of standards, better
handle new and emerging problems, increase usedgrstanding of and confidence

in financial reporting and enhance comparabilityoam different local authorities’
financial statements.

Criteria used by the FASB to make decisions

Decision usefulness | ™——_
I
i

| |

Comparability (Consistency
Relevlance :

Reliability
| \-._ \\
II| Y \\
\'. Timeliness /
| _/ Neutrality | .
Feedback value
Verifiability kY
Predictive value Representational

[ Measurement faithfulness
Disaggregated '
Earnings Information
Persistence

Sour ce: Conceptual Framewor k, augmented by Jonas and Blanchet (Accounting
Horizons, 2000)

Completeness

2.7 Financial Reporting M odels

The purpose of the new financial reporting modebigprovide more understandable
and useful financial reports to a wider range @rsishan did the previous model. The
Statement applies to the audited financial statésnafrall local authorities. Mary et al
(2001), the tests often focus on the coefficientstlte accounting amounts in the
estimation equation. For example, Holthausen andt3M@000) observes some
studies test whether the coefficient on the acdongnamount being studied is
significantly different from zero with the predidtesign. Rejecting the null of no

significance or unpredicted sign is interprete@wadence that the accounting amount
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is relevant and not totally unreliable. Holthausen Watts (2000) adds other studies
test whether the estimated coefficient on the agiwog amount being studied differs
from those on other amounts recognized in finansiatements. Rejecting the null
that the coefficients are the same is interpretededdence that the accounting
amount being studied has relevance and relialitigg that differ from recognized

amounts.

The new model adds a highly aggregated set of gavemt-wide financial
statements. These new statements are designeovidginformation about financial
performance, financial position, liquidity positi@md changes in capital and reserves
of the local authority. The financial statements aresented using the accrual basis of
accounting, similar to a commercial entity’s finalcstatements. A statement of
financial position; statement of financial perfomsa; statement of changes in net
assets/ capital and reserves; and a statemensloffloavs are presented together with
notes to financial statements. The financial stateshould discuss the current year
results in comparison with prior year, with empBasn the current year. This fact-
based analysis should discuss the positive andtimegaspects of the comparison
with the prior year. The financial statements nhaste a brief discussion of the basic
financial statements, including the responsibgitgtement, treasurer’s report, purpose
of the annual financial statements and report ef cdbntroller and auditor general.
Condensed financial information derived from thwaficial statements comparing the
current year to the prior year. At a minimum thegestnent of financial position should
show total assets, distinguishing between curremd aon current assets, total
liabilities, distinguishing between current and ranrent assets liabilities, total net
assets, distinguishing among amounts invested jpitataby Government entities,
renewals fund and revenue reserve fund, see appéndihe statement of financial
performance should show operating revenues by nsajarce, operating expenses by
major cost category, non-operating revenues (exgnssurplus (deficit) before
capital contributions, special and extraordinargms$, and transfers, capital
contributions, special and extraordinary itemspdfars and change in net assets see

appendix Ill.
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2.8 Chapter Summary

In summary, the literature has fairly providedrsiicant information on financial
reporting with specific examples locally andlmlly. It is however evident from
the literature that financial reportingssms are neither regulated by the
government but instead are set and regulabgdspecialized financial bodies .
Therefore their adoptions are voluntary aitds never without contingencies
as observed by theories. The literature hamately reported the importance of
financial reporting in promotion of financial trggeency of a local authority.
Despite the importance of corporate transparengy r@surring policy issue, there is
limited research on the adoption challenges ofnfomea reporting system in the public
sector. Instead the current researches haampittd systematically recommended
the need for the adoption of effective acogpténancial reporting both in the
public and private sector, this motivates theremt study as it aims at
assessing the adoption of such financial repgrsystems among local authorities

in Kenya.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

Methodology refers to the theoretical analysishef methods appropriate to a field or
to the body of methods and principles particulaa toranch of knowledge (Sekaran
1992). This chapter discusses the research dearget population, sampling data

collection and analysis techniques to be used.

3.2 Resear ch Design

This study used descriptive survey researchgdesSekaran (2000)efined a
descriptive research as a process of collecting oabrder to test hypotheses or to
answer questions concerning the current statuseoftibjects in study. It determines
the reports the way things arédccording to Mugenda and Mugenda (2003),
descriptive design is a process of collecting datarder to test hypothesis or to
answer the questions of the current status of thgest under study. Descriptive
research design was chosen because it enableseskarcher to generalize the
findings to a larger population. The descriptivee@ch design approach has been
credited due to the fact that it allows analysighef relations of variables. This will
enable the researcher to describe the perceptiothe adoption of international

public sector accounting standards in Kenyaallauthorities.

3.3 Target population

The population of the study will consist of 60 Ib@athorities in the counties of
Kisumu, Siaya, Homa-Bay, Migori Kisii, Nyamira Kakega, Bungoma, Vihiga and

Busia. The accounting professionals will constithie study respondent.

3.4 Sample size

According to Siegel, (2003), a sample is a sentities drawn from a population with
the aim of estimating characteristic of the popatat This is a fraction of the
population selected such that the selected fractiepresents the population
adequately. The local authorities will be stradfimto three categories; municipal

councils, county councils and town councils. Dut® the constraint of time and
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money the research will randomly select 50%hef60 local authorities. It is from
the sample local authorities that two resjmms who will include the
accountants and treasurers will be randomsdyected. This constitutes a study

sample size of 60 respondents.

3.5 Sampling Design

This study will adopt probability sampling desigrhis means that various sampling
units have equal chance of selection and tberefreduces on the biases. In this
case simple random sampling was used in seleofitith local authorities and the

participating respondents.

3.6 Data Collection

The primary data will be collected using structurgdestions and unstructured
guestions in the questionnaire. This will make mooenprehensive view than any
other research tool’he questionnaires have the advantage of beingoced easy to
administer and results in data suitable for analgsidesigned by the researcher. Drop
and pick method will be used to distribute the gtugstrument. On drop off, the
researcher and the assistants ensure that theamumeste is intact and clarifies the
guestions to the respondents. The date and timen wheick the questionnaire is

agreed upon to enhance response rate.

3.7 Data Analysis

Data collected will be checked for completenessyilitthen be summarized, coded
and tabulated with assistance of statistical paekByg social sciences software
package (SPSS) version 17. Descriptive statistich as means, standard deviation
and frequency distribution will be used to analyhe data. Inferential statistic
specifically factor analysis will be used. Data @dning the study results will then
be presented using pie charts, bar charts, graensentages and frequency tables to
ensure information gathered is clearly understdoe qualitative data gathered from

open questions will be presented in prose form.
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3.8 Data Reliability and Validity

Validity is the accuracy or meaningfulness and mézdl soundness of the research.
According to (Mugenda and Mugenda, 1999). It isdbgree to which a test measure
what it purport to measure. To enhance validityaajuestionnaire, a Pilot study of
similar to the target population will be necessakiso to increase validity of the

study, data will be collected from reliable sourcéise language used on the

guestionnaire will be kept simple to avoid any agoity and misunderstanding.

Reliability of instruments measures consistencythaf instrument. Best and Khan
(2001), consider reliability to be the degree ohgistency that the instruments or
procedure of measurement demonstrates. A pilotystddta collected will be
subjected to analysis using the cronbach’s alplbitity coefficient. The closer the
reliability coefficients get to 1.0 the better. daeding to Sekaran (2007), reliability
coefficient above 0.80 is regarded as good. Helneanternal consistency reliability

of the measures used in this study was considerbd good.
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CHAPTER FOUR

DATA ANALYSIS, INTERPRETATION AND PRESENTATION

4.1 Introduction

This chapter presents the analyzed results ugagpt in the study instruments. raw
data retrieved from the field was checked ferrors and completeness, coded
entered and finally analyzed using statistimatkage for social sciences . The
retrieved questionnaires were 50 out of 60 disteduquestionnaires resulting to a

response rate of 83 %. The following were toesresults.

4.2 Back ground Information

This part of the study attempted to capture redpot’s background information in
the work place. Results were as presented inftiilowing subsections.

4.2.1 Respondents Years of Service

Respondents year of services is the nundigractical on job experience in
years a respondents have had within annargigon . it is important as

respondents with more years in an organizatitin have more information on

that particular organization . In this caseuhss on distribution of respondents by

length of service is presented in figure 4.1
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Figure4.1: Respondents Length of Service
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Study result revealed that majority (80%})lé respondents in the study had
worked in the study organization for peribdtween 6-10 years while 12 % of
the respondents had length of service ofwéen 11-20 years . It can be
concluded that respondents in the study Iggebd experience within the
organization. Considering the introduction of migional public sector accounting
standard the respondents must have had googberience with its

implementation.
4.2.2 Position within the Organization

Respondents were asked to indicate their pasitithin the organization. Various
positions in an organization have different degreof influence on the

organizational management. Results of this studyaar presented in figure 4.2.
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Figure 4.2: Respondents Position within the Local Authority
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Results show that accountants respondentsstinged half of the study
respondents, 20% of the respondents were teasleputy clerk internal auditors
and clerk constituted 12%,10% and 8% respegtivd@lhis shows that quality of

responses offered by these respondents was higiftyrmed.

4.3 Nature of Financial System

Under this section the researcher sought to eshatiie awareness of financial system
in use within the organization. Respondents vasted to name the financial system

in use in their organization. Table 4.1 presemsrésults.

Table 4.1 Name of Financial System in Use

Frequency Per centage

International public sector accounting standards 42 84
Not sure 8 16
Total 50 100

Results in table 4.1 indicate that majority (9486 the respondents were aware of
the financial system currently in use in thenganization , however only 16% of
the respondents were not sure of financidtesn used in the organization .
respondents were further asked to indicate thawg the financial system beenin
use in their organization . Majority of thespendents confirmed that the system

had been in operation for the last two yedrscdn therefore be observed that
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international public sector accounting standamés introduced in the study

organization 2 years ago .

4.4 Extent to which Organization Publish Annul Reports to the Stakeholders

Respondents indicated the extent to which thejamization published annual report

to the stakeholders. Figure 4.3 presents the sesult

Figure 4.3 Extent of Publication of Annual reports to Stakeholders
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The study established that more than halfthaf respondents in the study agreed
that their organization publish annual répoto stakeholders on a moderate
extent, 24% noted low extent, 10 % large extemhile 4% of the respondents
equally indicate very great extent and noalaextent . It can therefore be
observed that organization had embraced mtidic of annual reports to the

stakeholders on a moderated extent.

4.5 Choosing Between The Old And The New Financial Reporting System

Respondents were asked to compare the oldesincial reporting systems with
the new system (IPSAS). Results were as presémtable 4.2 .
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Table 4.2 : Respondents Choice Between The Older And New Financial
Reporting System

Frequency Per centage
New system 40 80%
Old system 6 12%
Not sure 4 8%
Total 50 100

Results indicated that majority (80%)of masgents preferred the [IPSAS
system over the old system. Respondents weteefuaisked to explain their choice.
Results observed that respondents indicated thieat new system was highly
simplified compared to the old system, its comiidy to international standards,

clarity on various items in the accounting qass and easier to understand.

4.6 Reaction to I PSAS by Organization M anagement.

The conformity to international public sectarcounting standard has been a
government commitment to eradicate viciouslpmaatice in public sector there
embracing high international accountability arichnsparency standards . This
section sought to describe the reaction of managé to this development. See

figure 4.4.
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Figure 4.4: Management Reaction to IPSAS
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Results revealed that majority(40%) of the ng@maent was somewhat supportive
of the implementation of IPSAS while 38% werery supportive. On the other
hand respondents 12% and 10% of the respondantsiowledged that the

management was resistant and not supportil®&AS respectively.

4.7 Opinion On Improvement in Investor Confidence as Result of Adoption of
International Public Sector Accounting Standards.

Respondents were asked whether the adoptidRSAS in their organisation
had improved their organisation capacity insiraj capital . Table 4.3 presents the

results.

Table4.3: Opinion On the Effect of Adoption of IPSAS On Capacity to Raise
Capital for the Organization.

Response Rate Frequency | Percentage
Yes 41 82
No 9 18
Total 50 100
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Results in table 4.3 indicate that most (82%6)the respondents in the study
were of the opinion that the adoption of IPSASheir organization had boosted
investors confidence with organization accounigbil The respondents were
further asked to explain how. Respondents ndted through adoption of IPSAS
foreign donors were able to monitor fundsarity of items in financial

statements have been used to obtain loansn fhe financial institutions.

However, some respondents noted that the mewounting systems has not

been fully understood by the financiers thenefonuch has not been realized.

4.8 Perception on the Financial Disclosuresin the Financial Reporting asa

Result of IPSAS.

This section of the study sought to establidie perception of the respondents on
the financial disclosures in financial repay as dictated by IPSAS. Majority

80% of the respondents agreed that there tweremuch disclosures in their

financial statement a results of IPSAS. The ofeihg results indicates areas that

respondents felt that there too much discesur

Table4.4: Areasof Too Much Disclosure

Frequency | Percentage
Cash flow Statements 32 64%
Financial position and performance 29 58%
Statement of changes in net assets/ capital ardvees 25 50%
Cash and Bank balances 19 38%

Respondents acknowledged that unlike befamancial disclosures were too
much as a result of adoption of IPSAS. Area¢ed to contain much disclosures
include; cash flow statements (64%), financiasipon and performance of the
authority (58%), liquidity of the authority (50%&nd cash and bank balances
(38%).

4.9 Financial Reporting as Per International Public Sector Accounting Standards

29



Respondents were presented with statements finamcial reporting in
international public sector accounting standand awere asked to indicate the
extent to which they agreed with the statemeRissults were as presented in table
4.5:

Table 4.5: Respondents perception on financial reporting inthe |PSAS

Strongly | Agree Not sure | Disagree | Strongly
agree di&igree

freq| % | freq| % | freq % | freq %| freg%

Financial reporting novj 12 | 24| 29 | 58| 7 14, 2 4
emphasis on actual
performance of the authority
against budgeted and loqal
performance indicators

Reporting disclose financial36 | 72 | 10 | 20 4 8
position and liquidity of the

authority

Changes in the net assetdl 5 10 4 8

capital and reserves

system provide reliability and38 | 76
relevance of the financial
information

IPSAS has reduce( 4 8 |13 | 26 24 | 48 9 18
transaction costs leading
overall institutional efficiency

and financial resourc

maximization

IPSAS has lead to easi{7 14 | 33 66 10 20

access to information b

customers and other

stakeholder

IPSAS has lead (g 28 56| 5 10| 15 30 2 4

introduction of timeliness of
financial information

IPSAS has lead to facilitatedlO | 20 | 26 52| 8 16| 6 12
predictive value

IPSAS has lead to enhancé 8 5 10| 27 54| 13 26 1 2
feedback value

IPSAS has lead to opennest 8 |46 | 92
and clarity of processes and
procedures

Facilitate  verifiability = of| 11 | 22 | 29 | 58 8 16 2 4
financial information

Adoption of IPSAS has leaqg 8 16 | 32 | 64| 10| 20
to attraction of capital throug
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improved investors
confidence as result (

transparency

The accounting items a| 4 8 |41 | 82 5 10
clearly outlined in the new

systems

All the financial information 3 6 14 28 | 10 20| 23 46
items reported are useful fo
financial statement users

Results revealed that majority of the resgmtsl agreed with most of
statements on the financial reporting in relatio IPSAS as illustrated in table 4.5.
However, the study observed that responddigagreed thdPSAS has reduced
transaction costs leading to overall institutioeiciency and financial resource
maximization (33%) on the other hand more thali of the respondents were
not sure on whether IPSAS had lead to enharembéek value. It was also noted
that respondents were much divided on whetherhallfinancial information items
reported are useful to financial statement usersam therefore be considered that
IPSAS had lead to best accounting practice irLke

4.10 Challenges Facing Adoption of International Public Sector Accounting
Standard Financial Reporting.

This part of the study sought to establish chaks faced by the management in
adoption of IPSAS. An overwhelming majority (9%%f the respondents
acknowledged existences of challenges in impteation of IPSAS. Table 4.6

presents some of challenges as mentioned irep®wndents.

Table 4.6: Challenges in adoption of |PSAS financial reporting within an
organization.

Challenges Frequency | Percentage (%)
Lack of Enough Skilled Personnel 38 76
Lack of Regular Training 36 72
poor account records keeping among employees 32 64

lack of strict measures from the ministry 29 58
Resistance to Change 28 56
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The study results indicated that adoption of IBSAinancial reporting was faced
with numerous challenges. Among the most mentionballenges include; lack of
enough skilled personnel (76%), lack of regufaining (72%), poor account
record keeping among employees (64%), lacktidtsmeasures on financial
misconduct in the ministry and finally resdents identified resistance to

change by financial management employeethirwithe local authorities.
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CHAPTER FIVE

5.0 SUMMARY OF THE FINDINGS, CONCLUSIONS AND
RECOMMENDATIONS

5.1 Introduction

This chapter provides the summary of the findirggl also gives the conclusions and

the recommendations of the study based on the tolgemf the study.

5.2 Summary of the Findings

Study result revealed that majority (80%})leé respondents in the study had
worked in the study organization for peribdtween 6-10 years while 12 % of
the respondents had length of service ofwéen 11-20 years. Accountant’s
respondents constituted half of the study respotsl 20% of the respondents were
treasurer. The study also revealed that mnigj¢84%) of the respondents were
aware of the financial system currently in use.e Téspondents confirmed that the

system had been in operation for the last teary.

The study also found out that more than half tbé respondents in the study
agreed that their organization publish annueports to stakeholders on a
moderate extent, 24% noted low extent,10 %elaextent while 4% of the
respondents equally indicate very great exeamd not at all extent. On the other
hand majority of respondents preferred the ngystem over the old system.
Respondents were further asked to explain theihoice. Results observed that
respondents indicated that the new system waklyhigimplified compared to the
old system, its conformity to internationalrsdards, clarity on various items in

the accounting process and easier to understand.

Results revealed that majority(40%) of the ng@maent was somewhat supportive
of the implementation of IPSAS while 38% werery supportive. On the other
hand respondents 12% and 10% of the respondanisiowledged that the
management was resistant and not supportiveP®AS respectively. The study
results also indicated that most (82%) of tkespondents in the study were of the

opinion that the adoption of IPSAS in theirgamization had boosted investors
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confidence with organization accountability . isvnoted that foreign donors were
able to monitor funds, clarity of items indncial statements have been used to
obtain loans from the financial institutionsowkver, some respondents noted
that the new accounting systems has not bédly understood by the

financiers therefore much has not been realized

Study also observed that majority (80%) of thesppondents agreed that there
were too much disclosures in their financisatement a results of IPSAS.
Respondents acknowledged that unlike beffinancial disclosures were too
much as aresult of adoption of IPSAS. Aremded to contain much disclosures
include; cash flow statements, statement financibsition and performance,
statement of changes in net assets/ capital aedvessand cash and bank balances.
Study observed that respondents disagreetliRBAS has reduced transaction
costs leading to overall institutional efficienagd financial resource maximization
on the other hand more than half of the redpats were not sure on whether
IPSAS had lead to enhance feedback value. a# &lso noted that respondents
were much divided on whether all the financial mfiation items reported are useful

to financial statement users.

5.3 Conclusion

The following conclusions can be made based erstihdy findings. They include;

That the adoption of IPSAS by the local autites had been embraced for at
least two years, this has not only transfartie financial management by
the local authorities but has also babsi@nsparency accountability in their
transactions. This has not only won the confidesfceprivate sector but also

create foreign awareness.

It can also be concluded that IPSAS had reenbfully understood by financer
and the stakeholders. It can also be concludadIBSAS has led to too much

disclosure of financial information.

The implementation of IPSAS is faced witkeykchallenges that if not looked
into may lead to it inefficiency such challesgnclude; low skilled personnel on
IPSAS and need for regular training due to giman international standards, in

other word it may be extra costlyto maintthe system.
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5.4 Recommendation

The following recommendation can be made baseiti® conclusion of the study.

The study recommends that local authorities mamaagts should consider creating
awareness on IPSAS among its financial pradesss. This will  facilitate
understanding its importance in financial ngement and financial reporting

of the organization .

Accounting institutions charged with reguatiand certification of IPSAS
should carry out regular monitoring so asreuge expected standards are met in

application of IPSAS for its efficiency .

Local authorities should consider regular trajnon IPSAS so as to bridge gaps
that could have been created by future devedop of IPSAS.

5.5 Recommendation for Further Studies

The current study focused on perception on dldeption of international public
sector accounting standardirther research studies should focus on ctdfef

IPSAS on financial performance of local auttiesi in the public sectors. The
study also recommends more similar studies oal lathorities across the country
so as to make a generalized opinion on theepdion on the adoption of IPSAS in

public sector in Kenya.
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APPENDICES
Appendix |: Questionnaire
Please answer all questions in this questionnaire

Name of the local authority

Name of the respondents

Age of the respondent:

20-30yrs[ ] 30-40yrs[ ] 40-50yrs] 50+yrs[ ]
Years of service in present post:

0-5yrs [ ]16-10yrs[ ] 11-20yrs[2D +yrs[ ]
What is your position within the organization?

Clerk [ ] Deputy Clerk [ ] Treasurer[ ]Acuntant[ ] Internal auditor [ ]

PERCEPTION ON THE ADOPTION OF FINANCIAL REPORTING
FRAMEWORK

Which form of financial system is used in your gamnization? Name please?

How long has your organization utilized ttew financial reporting? Indicate in
years ?

To what extent do you publish annual repto the stakeholders ?

Very large extent[ ] Large extent[ ] Modte extent [ ] Not sure [ ]
Low extent[ ] Notat all extent[ ]

Choosing between the older reporting systeansl the new reporting system
which one is more preferable ?

New system [ ] Old system[ ]

Explain you answer above

39



How have been the overall reaction to the némternational public accounting
standard by the financial managers

Very Supportive [ ] Somewhat supportivd Not supportive [ ]
Resistance [ ]

Do you think the new international public sect@accounting standard has
improved your organization capacity in nagscapital from the investors ?

Yes|[ ] No[ ]

Explain your answer above

Looking at your organization accounting preetiwould you say that account

standards are followed as to internationablipusector accounting standards?

Strictly followed [ ] Somewhat followdd | Sometimes followed
[ ]

Not at all followed

What do think there are too much of financidisclosures inthe new financial
reporting as dictated by international pruldector accounting standards?

Which are some of these disclosures ? Narhem t

To what extent do you agree with following staents about financial reporting
in your  organization as dictated by internadion public sector accounting
standards? Use 1. Strongly agree, 2. Agree 3.Nm# 4.Disagree  5.Strongly
disagree

Financial reporting in the organization now dmgs
on actual performance of the authority againstgeted
and local performance indicators

Reporting disclose financial position and ligtyddf the
authority

Changes in the net assets/ capital and reserves

new accounting system provide reliability ancveince
of the financial information

40



new international accounting standardes reduce
transaction costs leading to  overall institutiona
efficiency and financial resource maximization

New accounting standard throughporting system ha
lead to easier access to information by custemand
other stakeholder

new accounting standard has lead to introdonobid
timeliness of financial information

Accounting standard has lead to facilitated motaeck
value

new accounting standards has lead to enhange
feedback value

new reporting system has lead to openness aniyQ
of processes and procedures

Facilitate verifiability of financial information

Adoption of new accounting standardsas lead t¢
attraction of capital through improved invest
confidence as result of transparency

The accounting items are clearly outlinedhiem new|
systems

All the financial information items reported arecfid to
financial statement users

Are there challenges with new adopted intwnal public sector account
standards that need to be addressed

Yes [ ] NoJ ]

What are some of the challenges posed by fimancial reporting by your
organization ? Explain

In your opinion what do you feel should Hene to improve the application
of international public sector accounting staddafor more transparency and
accountability of public finance?
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Appendix | I: Statement of Financial Position

Name of L ocal Authority

2008-2009

2007-2008

ASSETS

Kshs

Kshs

Current Assets

Cash and cash equivalents

Receivables

Prepayments

Inventory

Total Current Assets

X
&[] x<|>

X
SKXX[X

Non Current Assets

Land

Buildings

x| X

X[ X

Capital Work in Progress

Infrastructure

Motor Vehicles

Furniture, Fittings

Tools & Equipments

Community Assets

x| XX

|| >

Motor Cycles

Computers

Capital outlay

XXX

XXX

Other long term outlay

Total Non Current Assets

XX

Total Assets

XX

XX

LIABILITIES

Current Liabilities

Payables/creditors/accruals& provisions

Bank Overdraft

Total Current Liabilities

Non Current Liabilities

Long term Borrowings

Total Non Current Liabilities

Total Liabilities

XX

XX

Net Assets

XX

XX

Net Assets/ Capital and Reserves

Capital Contributed by Govt Entities

Renewals Funds

Other Reserves

General Rate Reserves Fund
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Housing Fund X X
Total Net Assety Capital and Reserves XX XX
Appendix | 11: Statement of Financial Performance M odel
Name of L ocal Authority 2008-2009 2007-2008
Operating Revenue Kshs Kshs
Own Source Revenues X X
LAVLARK X X
LATF X X
EU X X
Total Operating Revenue XX XX
Operating Expenses
Employee Costs X X
Operating Costs X X
Repair& Maintenance X X
Depreciation& Amortization X X
Total Operating Expenses XX XX
Net Surplus/(Deficit) from operating Activities X X
Bad debts provision X X
Interest earned X X
Interest paid X X
Gain/ Loss on disposal of fixed assets X X
Total non-operating revenue (expenses) X X
Net Surplug/(Deficit) before extra ordinary
Activities XX XX
Extra ordinary items X X
Net Surplus/(Deficit) for the year X X
Provision for renewals fund X X
Net Surplug/(Deficit) carried to GRF XX XX
Gener al Rate Reserve Fund
Net surplus/deficit for the year X X
Balance b/f X X
Prior year/other adjustments X X
Surplus/ deficit c/f XX XX
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Appendix I V: Listsof Local Authoritiesin Kenya

1 | City Council of Nairobi
No. | Municipal Coucils No. | Town Councils No. | County Councils
1 | Municipal Coucil of Mombasa 1 | Town Council of Ahero 1 | County Council of Baringo
2 | Municipal Coucil of Kisumu 2 | Town Council of Awendo 2 | County Council of Bomet
3 | Municipal Coucil of Bomet 3 | Town Council of Bondo 3 | County Council of Bondo
4 | Municipal Coucil of Bungoma 4 | Town Council of Burntforest 4 | County Council of Bungoma
5 | Municipal Coucil of Busia 5 | Town Council of Chepareria 5 | County Council of Buret
6 | Municipal Coucil of Chuka 6 | Town Council of Chogoria 6 | County Council of Busia
Town Council of Eldama County Council of Butere
7 | Municipal Coucil of Eldoret 7 | Ravine 7 | Mumias
8 | Municipal Coucil of Embu 8 | Town Council of Funyula 8 | County Council of Embu
9 | Municipal Coucil of Garissa 9 | Town Council of Iten 9 | County Council of Garissa
Municipal Council of Homa-
10 | Bay 10 | Town Council of Kajiado 10 | County Council of Gucha
11 | Municipal Coucil of Kabarnet 11 | Town Council of Kandara 11 | County Council of Gusii
County Council of Homa-
12 | Municipal Coucil of Kakamega 12 | Town Council of Kangema 12 | Bay
Municipal Coucil of
13 | Kapenguria 13 | Town Council of Kangundo 13 | County Council of ljara
14 | Municipal Coucil of Kapsabet 14 | Town Council of Karuri 14 | County Council of Isiolo
County Council of
15 | Municipal Coucil of Karatina 15 | Town Council of Kendu-bay 15 | Kakamega
16 | Municipal Coucil of Kehancha 16 | Town Council of Keroka 16 | County Council of Keiyo
17 | Municipal Coucil of Kericho 17 | Town Council of Kikuyu 17 | County Council of Kiambu
18 | Municipal Coucil of Kerugoya 18 | Town Council of Kilifi 18 | County Council of Kilifi
19 | Municipal Coucil of Kiambu 19 | Town Council of Kipkelion 19 | County Council of Kipsigis
20 | Municipal Coucil of Kimilili 20 | Town Council of Kwale 20 | County Council of Kirinyaga
21 | Municipal Coucil of Kisii 21 | Town Council of Liten 21 | County Council of Kisumu
22 | Municipal Coucil of Kitale 22 | Town Council of Londiani 22 | County Council of Kitui
23 | Municipal Coucil of Kitui 23 | Town Council of Luanda 23 | County Council of Koibatek
24 | Municipal Coucil of Limuru 24 | Town Council of Makuyu 24 | County Council of Kwale
25 | Municipal Coucil of Lodwar 25 | Town Council of Malaba 25 | County Council of Laikipia
26 | Municipal Coucil of Machakos | 26 | Town Council of Mallakisi 26 | County Council of Lamu
27 | Municipal Coucil of Malindi 27 | Town Council of Malava 27 | County Council of Lugari
28 | Municipal Coucil of Maua 28 | Town Council of Mandera 28 | County Council of Makueni
29 | Municipal Coucil of Mavoko 29 | Town Council of Maragua 29 | County Council of Malindi
30 | Municipal Coucil of Meru 30 | Town Council of Maralal 30 | County Council of Mandera
31 | Municipal Coucil of Migori 31 | Town Council of Mariakani 31 | County Council of Maragua
County Council of
32 | Municipal Coucil of Mumias 32 | Town Council of Masimba 32 | Marakwet
33 | Municipal Coucil of Muranga 33 | Town Council of Matuu 33 | County Council of Marsabit
Town Council of Mbita-
34 | Municipal Coucil of Naivasha 34 | Point 34 | County Council of Masaku
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35 | Municipal Coucil of Nakuru 35 | Town Council of Molo 35 | County Council of Mbeere
Town Council of Mtito
36 | Municipal Coucil of Nanyuki 36 | Andei 36 | County Council of Meru
County Council of Meru
37 | Municipal Coucil of Nyahururu | 37 | Town Council of Muhoroni 37 | South
38 | Municipal Coucil of Nyeri 38 | Town Council of Mwingi 38 | County Council of Migori
County Council of Mount
39 | Municipal Coucil of Ruiru 39 | Town Council of Nambale 39 | Elgon
40 | Municipal Coucil of Runyenjes | 40 | Town Council of Nandi Hills 40 | County Council of Moyale
41 | Municipal Coucil of Siaya 41 | Town Council of Narok 41 | County Council of Muranga
42 | Municipal Coucil of Thika 42 | Town Council of Nyamache 42 | County Council of Mwingi
Town Council of
43 | Municipal Coucil of Vihiga 43 | Nyamarambe 43 | County Council of Nakuru
44 | Municipal Coucil of Voi 44 | Town Council of Nyamira 44 | County Council of Nandi
Town Council of
45 | Municipal Coucil of Webuye 45 | Nyansiongo 45 | County Council of Narok
County Council of
46 | Town Council of Ogembo 46 | Nyambene
47 | Town Council of Olkalou 47 | County Council of Nyamira
County Council of
48 | Town Council of Othaya 48 | Nyandarua
49 | Town Council of Oyugis 49 | County Council of Nyando
Town Council of Port
50 | Victoria 50 | County Council of Nyeri
51 | Town Council of Rongo 51 | County Council of Nzoia
County Council of
52 | Town Council of Rumuruti 52 | Olkejuado
53 | Town Council of Sagana 53 | County Council of Pokot
County Council of
54 | Town Council of Sirisia 54 | Rachunyo
55 | Town Council of Sotik 55 | County Council of Samburu
56 | Town Council of Suneka 56 | County Council of Suba
57 | Town Council of Tabaka 57 | County Council of Siaya
County Council of Taita
58 | Town Council of Taveta 58 | Taveta
County Council of Tana
59 | Town Council of Ugunja 59 | River
60 | Town Council of Ukwala 60 | County Council of Teso
61 | Town Council of Wote 61 | County Council of Tharaka
62 | Town Council of Yala 62 | County Council of Thika
County Council of
63 | Transmara
64 | County Council of Turkana

65

County Council of Vihiga

66

County Council of Wajir

67

County Council of Wareng

Source Ministry of Local government letter REF No MLG 983/TY/85 of 7 May 2008
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