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ABSTRACT

This study discusses the subject of the effectdntdgrated Financial Management
Information Systems (IFMIS) on the financial managat of public sector. The IFMIS
provides a critical financial management solutiondountries whose administrative and
economic infrastructure is obsolete, or has beetralged through war and years of
conflict. There is broad agreement that a fully clioming IFMIS can improve
governance by providing real-time financial infotioa that financial and other
managers can use to administer programs effectivetynulate budgets, and manage
resources. Sound IFMIS systems, coupled with theptash of centralized treasury
operations, can not only help developing countryegoments gain effective control over
their finances, but also enhance transparency acduatability, reducing political

discretion and acting as a deterrent to corrusioch fraud.

The study covered 42 government Ministries in Kewygre 30 accountants involved in
the use of Integrated Financial Management Infolomabystems were surveyed and data
collected using both primary and secondary queséimas and review of economic
survey and statistical abstract. The study fourictlvat IFMIS has greatly contributed to

improvement in financial management in Kenya.

The study recommended that IFMIS should therefaedbed out to all public sector

departments in the country.



TABLE OF CONTENTS

DECLARATION L.ttt ettt e e e et et e e e e e e eetaa e e aeeenneesaa e eaeeenes il
DEDICATION L.ttt e e et e e e e e e et b e e e e e e eennna e e e e iii
ACKNOWLEDGEMENT ...ttt e e e v
AB ST R A C T e et errem ettt e e e ettt e e e et e et e e e e e e e e nnra e e e e eaa s v
TABLE OF CONTENTS . ... oo et e e e e Vi
LIST OF ABBREVIATIONS . ...ttt e eeeeeneeenans X
CHAPTER ONE: INTRODUCTION ... .ottt eei e e eeeees 1.
1.1 Background t0 the STUAY.........ccoooe e 1
1.2 Statement of the Problem ... 6
1.3 ReSEArch ODJECHIVES.......ccoiiiieeiiie ettt s 8
1.3.1 MaiN ODJECHIVE. .....coiiiiiiiiieit i e e e e e e e e e e e e e e e e eeeas 8
1.3.2 Other ODJECHIVE ... 9
1.4 Significance of the StUAY ........coooiiii e 9
CHAPTER TWO: LITERATURE REVIEW ... 11
2.1 INEFOTUCTION ...t e e e e e e e e 11
2.2 Theoretical FrameWOIK..........cooi i e e 11
2.2.1 Meta Theory MOl .........eui e 11
2.2.2 CoNntiNgENCY TREOIY......cciiiiiiiiiiiiieeeeeeeeeit e e e e e e e eeee e ennnnsennees 13
2.2.3 1T ON ACCOUNTING ...ttt eeeeee ettt e e e e e e e ee e e e e e 15
2.3 Review of EMPIrical StUAIES ........coo oot e e e 15

Vi



2.3.1 Capacity and technical SKillS..........coaaeeiiiiiii 16

2.3.2 Complexity Of the SYSIEM........uuiiiii s 17
2.3.3 Motivation of the WOrk fOrCe ... 17
2.3.4 The case of Slovak RePUDIIC.......ccooiiiiiieiiiiiiii s 18
2.3.5The case Of MalaWi..........ccccuuuiiiieeeeee e 20
2.3.6 The case of Uganda............ooiiiiiieeeeeemiiiiie e s 20
2.4 Summary of Literature REVIEW............uuuuuuiiiiiiiee et 21
CHAPTER THREE: RESEARCH METHODOLOGY .....ccoiiiiiii e 23
I A [ o (oo [FTox o] o H PPN 23
3.2 RESEAICH DESIGN.. ..o i ittt e e e e e e e e e e e et e et e s 23
3.3 Population of the STUAY .........uueneee e 24
3.4 DAt COIECLION ....eeeiiiiiiiiiie et et e e e e e 24
3.5 Data Analysis and REPOIMING ........uu..tmmmmeeeeeeeerinninniaaaseeeeeeeeeeeeeeeeeeeeeeeeeeeeeeene 25

CHAPTER FOUR: DATA ANALYSIS, INTERPRETATION AND

PRESENTATION ..ottt e et e e et e e e et e e e et e e e e anaa e e e esan s 26
g R 11 o o {3 1o ISP 26
4.2 Secondary Data ANAIYSIS .....coooe i 26
4.3 Primary Data ANAIYSIS ........uuuuuuuniieeeeeeiiiiieaaa e e e e e e e e e e eeeeeeaeeaessn s as 34
A2 DISCUSSION .cettttttitiiee e s e e e e e e e e e e e e eeaeaa s s e e e e e e e e e e e e e eeeeeeesebebbns s saeeee e e e e e e e e eeeeaaeeeeees 36

Vil



CHAPTER FIVE: SUMMARY OF RESEARCH FINDINGS, CONCLUS ION AND

RECOMMENDATIONS . ...ttt e e e e e e e e e e ea e aaeeeae e 38
ST N [ o (o To (¥ Tox o] o H PP T PPN 38
5.2 SUIMIMIATY ..ttt ettt e et ettt e e e e et e et e e e e e eetb e e e e aeenmmssna e e eeeeernnn e aans 38
5.3 Conclusion and ReCOMMENALIONS..........uuurrerriiiiiiiiiiiieeee e 45
5.4 RECOMMENUALIONS.......uuiiiiiiiiiiiiii it e e e e e et e e e e e e e eeeeese bbb e e e eees 47
5.5 LIMitations Of the StUAY ......coooi i e 48
5.5.1 TIME CONSIIAINT ....uviiiiiiiiiiiii e eere et e e e e e e e e e 48
5.5.2 Budgetary CONSIAINT .........iiiii ettt e e e e e e e e e eeeeeeeeeeeeennenes 49
5.5.3 SAMPIE SEIECHON. .....uueii e 49
SR N OfoTo] o =] 7= i [0 o F OSSP SSURRRPPPPT 49
5.6 Suggestions for Further ReSearch ...........ccccoiiiiiiii e 49
REFERENGCES . ... s et e ettt e e et e et e e e e e eenmmns e e e e eenenans 50
APPENDICES ... temm ettt e e e et e e e e e e eenmna e e e e e e enaanns 53
AppendiX A: QUESTIONNAIIE .......iiiieeeeee ettt e e e e e e e e e eeeeeeeeeenne s 53

viii



LIST OF TABLES

Table 4.1: Unit root test for before IFMIS........cccciiiiii e 27
Table4.2: Unit root test for after IFMIS......ccccumiiiii e 28
Table 4.3: Comparative result of the F-Test fortthe periods.............cceoeevviiiiiniins 29..
Table 4.4: Global Statistics Summary for after IIEMAnd before IFMIS ...........ccceeeeee. 29
Table 4.5: Summary of the Regression CoefficientdHe two periods.......................... 30
Table 4.6: Global statiStiCS and CrItEIIA. ...cuuearrrririiiiieii e 31
Table 4.7: Incremental GDP Growth For The two paSi0.........ccooeeiiiiiiiiiiiiiiiieeen 32
Table 4.8: A comparative result of computed GINlares for the two periods.............. 33
Table 4. 9: USe Of IFMIS ... e e e e 34
Table 4.10: IFMIS FEVIEW.....ciiiiiiiiiiiii et e e e 35
Table 4.11: Effect of IFMIS in Financial ManagemehPublic Sector......................... 36



LIST OF ABBREVIATIONS

BOP - Balance of payment

CoA-Chart of Accounts

CoA-Chart of Accounts

GoK-Government of Kenya

IAS-International Accounting Standards

IFMIS- Integrated financial management informatsystem
IFRS-International Financial Reporting Standards
IMF- International Monetary Fund

IT-Information Technology

OLS - Ordinary Least Squares

PEM — Public Expenditure Management

PFM- Public Financial Management



CHAPTER ONE
INTRODUCTION

1.1 Background to the Study

Western countries are convinced that the informmasiaciety will result in economic and
social benefits (Audenhove, 2000). The author aqugptorganization for economic
cooperation and development notes that informatidrastructures are expected to
stimulate economic growth, increase productivitgate jobs and improve the quality of
life. The GoK has for a long time been much conedriover the persistent poor
performance in financial management due to lacketidble and timely information for

decision making. A review by the department of Actant General at treasury -
financial management, accounting systems and rblaudits (KPMG/ Accountants

General report; June 1997), revealed weaknessethenmanagement of financial
information. It reviewed how timeliness of financiaformation if improved could form

the basis for improving control of expenditure agabudget.

The establishment of an IFMIS has become an impbtianchmark for the country’s
budget reform agenda often regarded as a precondiior achieving effective

management of budgetary resources (Diamond e0@h)2

Integrated Financial Management System (IFMIS3risinformation system that tracks
financial events and summarizes financial inforomatiln its basic form, an IFMIS is
little more than accounting system configured terafe according to the needs and

specifications of the environment in which it istalled. Generally IFMIS refers to the



use of information and communications technologyimancial operations to support
management and budget decisions, fiduciary respiitiss, and the preparation of
financial reports and statements. In the governmesiim, IFMIS refers more specifically
to the computerization of the public financial mgeaent processes, from budget
preparation and execution to accounting and reppriwith the help of an integrated
system for financial management of line ministriggending agencies and other public

sector operations.

An IFMIS stores, organizes and makes access tadianinformation easy. It not only
stores all the financial information relating cunreand past years spending, but also
stores the approved budgets for these years’ dainilinflows and outflow of funds, as
well as complete inventories of financial assetg.(equipment, land and buildings) and
liabilities (debt). A strong Public Financial Mareagent (PFM) system is a catalyst for
economy’s growth and development. It ensures ti@aigbvernment and its departments
raise manage and spend public resources in aneeffiand transparent way. Sound
systems, strong legal and regulatory frameworke/@lsas a competent and productive
civil service are the cornerstones of an efficidPEM regime. Public Financial
Management reforms have been identified as thedkeers to efficient public service

delivery and creation of wealth and employment.

Over the last decade, the GoK has undertaken a ewuwbPFM reforms aimed at
enhancing accountability and transparency. Thefkeme have targeted the core PFM

systems of budget formulation and execution, PuBlocurement, Revenue collection,



Internal and External audit, parliamentary oversidgtayroll and pensions, Public debt
and guarantees, Accounting and Reporting and therdffesscal framework. The PFM
reform is also instrumental in the fight againssteéul spending and corruption. Various
studies show positive results and an improved pmdoce by the public financial
systems, although challenges still remain in kesaarof the economy. This calls for
sustained implementation of the government’s refggragrams. One of the major
reforms embarked on is the automation of Publicakoml Management processes,
Electronic Funds Transfer, the Pension System lamdublic Debt Management systems
among others have been premised on the realizafiddoK can effectively leverage

existing and emerging technology to enhance the paceforms.

Obstacles should not be underestimated. The roadpgimenting successful IFMIS in
developing countries is paved with difficultiescBuas resistance from the bureaucracies
involved; lack of decision-making from the top; egstion and fraud; and, in the case of
conflict ridden countries, the instability and eate that impair any efficient long-term
work. Moreover, IFMIS systems are complicated, egpee and difficult to manage and
maintain. Obstacles notwithstanding, the taskiisfeasible. The technology exists and
aid agencies can play a very important role in inglghe decision makers choose the
most adaptable and appropriate tools for theirrenments. The choice of a step-by-step
or phased approach offers the best chances foessfct implementation as a project can
be carefully monitored and reviewed regularly. Giwtbe cost of such exercises, it is
important to aim first for a sound “entry level”’hieh, once functioning effectively, can

then be extended to support additional functions.



Political will is crucial to this process. Once tiiecision has been made to implement an
IFMIS, the battle is half-worn. Garnering supparni those who will use the new
system, and overcoming resistance from those wamalgb lose from its implementation,
can be an equally daunting challenge. Change maragss therefore an important part
of any IFMIS project. IFMIS implementation requirpatience. The full project life-
cycle- from definition of objectives, to system eifieations, to system procurement,
configuration, testing and rollout- can easily tak&0 years, or longer, to complete. For
this reason, IFMIS implementation is best done whas divided into clearly defined
stages with clear objectives and milestones. Ad ei@ge is completed, stakeholders
should carefully assess project progress and erbatehe system under development
still meets the needs of the government, and tbaemment commitment to the IFMIS
is still there. The ultimate goal should be to putplace sound systems that are well

understood and embraced by counterparts and ientthevill be self-sustaining.

1.1.1 Ministry of Finance

The Ministry of Finance derives its mandate frore onstitution of Kenya, Cap VII
Sections 99-103 which provides for proper budgetarg expenditure management of
government financial resources. In addition, Paréat, over the years has enacted 49
Acts to which the Ministry of Finance is a custadthereby adding more responsibilities
to the Ministry.

The functions of the Ministry of Finance are stgatein several ways. As a main
function, the Ministry is charged with the respdmigly of formulating financial and
economic policies. It is also responsible for depegig and maintaining sound fiscal and

monetary policies that facilitate socio - econothéwelopment. This responsibility makes
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the Ministry strategic and central to the counteg¢enomic management, as all sectors of
the economy look upon the Ministry to create arbéng environment in which they can
operate effectively and efficiently. The Ministrggulates the financial sector which is
central to the development of the country and onclviall other sectors depend for

investment resources.

Another strategic responsibility of the Ministry e management of revenues,
expenditures and borrowing by the government. Thaidity must ensure that it
mobilizes adequate resources to support governnpeogrammes and activities.
Consequently, the Ministry has the task of develgmound fiscal policies that ensure
sustainable budget deficits. In addition the Mumyistnust ensure that government
expenditure is within the revenue collected to ceddomestic borrowing, which tends to

cause negative ripples in economic management.

The Ministry is also strategic as far as bilatematl multilateral development financing
and technical assistance is concerned. Given ted f@& support from development
partners to enhance the country's economic reccamdypoverty reduction efforts, the
performance of the Ministry in effectively coordimg this support cannot be
underscored. The Ministry must therefore, provideedafion in the identification,
planning and management of donor support to erthateit is targeted to those areas of

the economy that need it most.



The Ministry coordinates government ministries/dapants in the preparation of the
annual national budget. It is the responsibilitytiedé Ministry to initiate and guide all
ministries/departments to prepare their ministebiadigets. The Ministry also provides
Accounting, Auditing, IT, Insurance, Pensions, Rrement, Clearing and Forwarding
services, and Divestiture services among othersottter government ministries
/departments. The Ministry has established an edbmetwork through its established

departments, and sector institutions, to effecyidgliver on its mandate.

1.2 Statement of the Problem

There is a broad agreement that a fully functioniagllS can improve governance by
providing real-time financial information that fineal and other managers can use to
administer programs effectively, formulate budgatsy manage resources. The Ministry
of Finance is charged with the responsibility ofoypding proper budgetary and
expenditure management of government financialuess. In this regard, the ministry
has been continually striving to improve finanai@nagement systems through various
Public Financial Sector Reform Programmes, aimedingtreasing transparency,
accountability, as well as responsiveness of pulotiancial resources to enhance the

guantity and quality of public service deliveryrteet its developing priorities.

In the past decade, developing countries have beeonuraged to reform their public
expenditure systems and have increasingly embaskeghajor projects to computerize
their government operations. Most popular among ltlave been projects to computerize

government accounting and payment operations, bgpdacing government financial



management information systems. Kenya being a dpiwg country, has sincel997
been implementing a project for the “strengtheniofy government finance and
accounting functions”. This is for the purpose mfproving management, accountability,
and transparency of public funds. During the fivgd phases over the first three years, a
number of diagnostic reviews were conducted anthan€ial management system was
developed. The implementation phase has raisedrdbemof issues but the system has

been implemented and is being used in some mgsstri

Casals and Associates (2004) in “Integrated FimhnManagement Systems Best
Practices: Bolivia and Chile,” for designing andpiementing IFMIS and how to put
them in specific environments: namely, in develgpamd transitional countries as well
as in conflict and post-conflict situations has rbemne. This study showed that an
IFMIS provides critical financial management saati for countries whose
administrative and economic infrastructure is obtobr has been destroyed through war

and years of conflict.

Diamond et al. (2005) in “Introducing Financial Meement Information Systems in
Developing Countries,” on the introduction of IFMitsdeveloping countries established
that, first; the decision to introduce an IFMIS deeto be accompanied by strong
commitment, sufficient manpower and financial reses, widespread internal support,
and an agenda for effective change managementn&gtte introduction of an IFMIS in

a developing country should be regarded as a coempoof a wider reform process.



Third, the implementation strategy both in termdufctionality and number of entities

needs to be phased.

A study conducted by Bill Dorotisky on bank fund&MIS projects found out that only

21% of IFMIS projects were successful, only 6% bé tprojects were considered

sustainable. ( Dorotinsky, 2003). None of thesdistutackled the effect of IFMIS on the

financial management of the public sector in Kerlyas in this light that the research

sought to fill the existing gap in this area ofdstuoy answering the following questions:
I.  To what levels is IFMIS used in the public sectoKenya?

ii.  How successful has IFMIS been in Financial Managgfe

1.3 Research Objectives

1.3.1 Main Objective

The primary objectives of this study with respexttiie financial management of the
public sector was to find out the effect of IFMI& the financial management of the

public sector in Kenya.



1.3.2 Other Objective

i.  Establish to what levels IFMIS is used in Kenya.

1.4 Significance of the Study

The research was important because it investigateldprovided answers to issues that
are becoming more applicable in the increasinglprination systems environment;
leadership and financial management of public sedibe research conducted for this
study identified the factors that influenced inlsttdn of IFMIS and produced guidelines
that can be used by the public sector to enhant@ndial management of public
resources. The information contained in the diasert will be important to managers
because it can be used to make major improvememtsahagerial deficiencies that may

exist within their sector. The study is particwarhportant to the following;

1. Public Institutions
The public institutions will have new channels etord keeping, and they will be in a
position to use IFMIS to provide timely, accuratelaconsistent data for management
and budget decision making. It will also providerthwith means that will provide value

for their money.

2. Ministry of Finance Management
The Ministry of Finance Management will benefitrfrahe information on the effects of
IFMIS on financial management in the public seatoKenya, its importance and how to

successfully implement the system to ensure itsieficy and effectiveness.



3. Academicians/Scholars
The study will stimulate academic interest in thikole aspect of integrated financial
management information system in the public seespecially because it is a relatively

new field hence forms a basis for future researciFMIS in both private and public

sectors.
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CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

This chapter has started with an introduction tMIE followed by the underlying
theoretical framework behind IFMIS. The manner wtadch this system came into being
has also been looked at including the system frdnthvit was coined. The empirical
evidence of the system has followed suit. The amich of the chapter has also been

given.

2.2 Theoretical Framework

2.2.1 Meta Theory Model

According to Ruchala and Mauldin (1999), reseanstaccounting information systems
has been sourced from various disciplines, bagicalmputer science, cognitive
psychology and organizational theory. In this regdr has been asserted that previous
applications of information technology in accougtisystems were mainly processes of
transactions that would reciprocate the manual ggees. This has led to the need of
incorporating various accounting sub disciplineso imore research on accounting

information systems.

With increased focus on the design of these systpnasticing professionals will add

more value to the field and thus redefine the sad@eEcounting information system. The
changing nature of the information systems hasditbabout the need for an organized
way of doing things. Meta theory is the integratiand the synthesis of technical

11



orientations, cognitive as well as the overarcmmggdel into the research on AIS. The
meta theory has helped in addressing the IT limonatthat are imminent and addressed
in previous researches such as the failure to reeeghe task to which IT is being
applied, the failure to recognize the adaptive matof the artificial phenomena, the
failure to account for the design science in theualcfield research and the failure to
direct the act of making or choosing the necessdegisions and treating all the

transactions in an equal manner (Gorry and Scottdp1971).

According to Reneau and Grabski (1987) informatigstems in accounting are used by
accountants and other key decision makers thatantpe accounting information or
make use of the accounting data. The meta theodems built on past frameworks on
the management information systems. The meta thmodel in accounting information

systems can be simplified in a diagram as below;

Cognitive

System Design
Alternatives

Task Performance

Technological

Organizational >

The Meta theory model by Elaine G. Mauldin, LindaRuchala
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Technology is very pervasive and an essential commoin accounting tasks and
changes work processes very efficiently. This il reeognized in the accounting theory.
There are many research methods that are beingogetpko look into the problems
inherent in Accounting information systems and actimg problems. This is evident in
managerial accounting where field work, experimentark and analytical works address
the relationships that exist between managemeaitnr#tion systems and accounting.

The meta theory model starts with a task focusasd suggests a process that matches
between task and the alternatives for system desidrvarious levels of analysis. It also
suggests contingency factors, organizational factord technological factors have an

influence on the aspect of task performance.

2.2.2 Contingency Theory

There are various alternative theories that hawen et forward for the purposes of
accounting on information systems. According to Mguxsh (1981), there is a new IT
theory that embraces the concept of macro orgaoimttechnology and the human
information processing systems. Earlier on, thetingency theory and possible
relationship of the context, control of the orgatian and structures of accounting.
Widener (2004) and Gerdin and Greve (2004) looket ithe various forms of

contingency.

Traditionally, accounting has served as the maympBer of information for decision-
making. Bedford (1961), Simon (1954) and Sathe §1.9in their study of centralization

versus decentralization discussed the need forcanuating system to consider the

13



decision making process. Caplan (1966) and sewthar authors have discussed the
need to consider the relationship between the idecimaking process and accounting
system. Caplan (1966) defined the management atioguprocess as an information
system whose major purposes are (i) to providevérmus levels of management with
data which will facilitate the decision-making fdion of planning and control and (ii) to

serve as communication medium within the orgaromati

The contingency theory has been used for identiina analysis and the evaluation of
the factors that affect the design of accountinfprmation systems and financial
information systems. The conceptual framework hagnbcoined to explore how
management accounting relates with the featuretheforganization. The conceptual

model has been depicted below: -

Financial information
3
A// \\
6
-4

Auditing information > Managerial information

Conceptual model by Hikmat A. Alrawi and Suja Safdlomas.

The outer arrows depict movement of accountingrimédion from various components
in the framework. The various components relatiéfollowing ways; - Arrow 1 shows
the financial information reporting systems reguiemts from the perspective of

management accounting. Arrow 2 shows how finangi@nagement accounting

14



encounters the function of management accountimgpwA3 shows the requirements of
reporting systems of financial accounting by thection of auditing. The fourth arrow
reflects financial information reporting encounitethe view of the auditing department.
Arrow five is management accounting informationnfréthe department of auditing and
arrow 6 is the encounter of audit system of infdiara from the department of

management accounting.

The broadness of the information requirement islireq and is based on proposals and
plans and usage to reflect the absorption of thaired information. In this realm, usage
becomes a subset of the requirements. The requiteand the usage of information have
a gap that signifies the difference between thelirements that are stipulated and the

actual information that has been received.

2.2.3 IT on Accounting

Since the early days of modern information techgglanany people have suggested that
IT will have a profound effect on the accountingfpession. Elliot (1992, 61), in his
article, “Accounting Horizons”, claimed that “Infmation Technology is changing
everything”. Elliot (1992) uses the third wave ireag to predict the impending and

significant changes in accounting practice, edooadind research.

2.3 Review of Empirical Studies

In a research by Kimwele in 2011, he found out thatlevel of awareness by employees

of the Government ministries was 100%. He alsmdoout that 70% of the departments
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used IFMIS. 73% of the respondents to the reseguatstions said that there was
sabotage of IFMIS. 37% of the respondents saidlEMtS supported proper planning of
work. There is a great percentage of abuse okyseem but IFMIS offers security to
personal data (Kimwele, 2011). In his research, Weéthe put forward several factors

which are important in IFMIS implementation.

2.3.1 Capacity and Technical Skills

In Kenya, the experience of the design, developnasl pilot implementation of the
IFMIS has not been satisfying. In the design dfllg, the existing manual budget
execution and accountability processes seem to bhaga automated to a large extend
without consideration of whether there was a be#ted more efficient method of

achieving the required results (Kinyeki, Mutai dsglungu, 1996).

The Government of Kenya has experienced problerttsthe new managers hired by the
Government. The overarching concern being locaacié&yp and no how has always been
and is still the major issue. A fast review of #ystem conducted by the AG in Kenya
with the help of an outside expert in July 2004/esded a number of problems with the
functionality of the system resulting into the delaf the roll out. In general the
implementation phase has not progressed well piynadecause of clearly limited
involvement and some neglect of the system by then players including the ministry
of finance, accountant general and pilot ministrid®ere is need that introduction of an
IFMIS be accompanied by strong commitments, sufitimanpower and financial

resources, widespread internal support and an agemceffective change management

16



(World Bank, 1994). The conclusion from the Womank and Department for
International Development, indicate that only 21PAFdIS projects were successful and
that out of the 21% successful only 6% of the potsjewere considered sustainable

(Dorotinsky, 2003).

2.3.2 Complexity of the System

In its main report on the 2004 Country Intergratédancial Assessment, The World
Bank commented that, “The IFMIS is highly complesgphisticated and expensive.
Having chosen this route, the Government of Kenystnovercome a number of major
challenges to fully realize the benefits of thetsys while ensuring the security is not
compromised. From an accounting financial repgriperspective failure to address
specific issues relating to the sustainability,cliznality and extension of the system are
liable to result in higher rather than lower leveldiduciary risk”. Further the associated
country financial accountability assessment regoiiee following risk: “should the

IFMIS fail there is no current back up at the momether than the continued use of

existing systems in parallel” (GAO, 2004).

2.3.3 Motivation of the work force

Diamond and Khemani (1999) in a World Bank studytloa introduction of IFMIS in
five countries recommended that: “careful evaluatid the salaries and package for the
relevant staffing both public and private sectaydt be done including an assessment of
the implications of improved salaries for the breladublic sector environment. Such a

strategy would aim at striking balance betweemiged to attract/retain qualified staff”.
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In a research conducted by Mobegi 2009, he fourtdtteat 61% of the ministry staff
believed that implementation of IFMIS was way behsthedule while 33% believed
that it was on course. 3% believed that IFMIS wascessful while 11% believed that it
was not successful. 52% believed that transpardracy been achieved while 62%
believe that IFMIS had improved economic governanc&/% believed that it had
reduced corruption while 78% believed that IFMI®\pded sufficient information for
decision making. IFMIS has been implemented inotegicountries, some of which have
failed and others have succeeded. These casesasset to show what can be changed
and manners in how the systems can be improved. Jdnit of the paper will look at

various countries as case examples.

2.3.4 The case of Slovak Republic

IFMIS has been a success in the Slovak Republie.rfiéin driving force in the success
was the political will though it was underpinned $xyme clearly defined timeframe and
strategy. Some clear comprehension of what wasiregtjlby the government and the
other institutions turned out to be clear examplewhat was required as well as a clear
cut definition of the tools that needed to be maske of. This system was defined, tested,
configured and then switched on in a timely maratethe start of the fiscal year. The
result of this system in its basic form was enotmlpay for the money invested in less
than a year of operation. In determining the effectess of the system, there was a need
to do need assessment. This was important to edtahlke functions of the new IFMIS
for the countries minis try of finance that wasoate serve in other organizations that

were related to the government in a feasible mariflee requirements of the system
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included; the system ought to function like a bémkall the destined users, the system

should have functionality that manages budgetsordsc transactions and manages

financial resources, the framework of accountingpéoused was to be IAS, currently

IFRS.

The system architecture for the Slovak republigapicted in the diagram below: -
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The Slovak IFMIS was a major achievement given fbétical climate as well. The

implementation process endured a change in governnieit the process was not

derailed because the elected Assembly (Parliamneag)committed to a new system and

forced the hand of the bureaucracy.
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2.3.5 The case of Malawi

There has been a series of reforms in the legal iastitutional framework for
management of public finances in Malawi. This systBas undergone quite some
reforms since the first elections in 1994. The psescof incorporating a sound system
was spearheaded by sound legislations that regufet@nces, audits, and procurements
which were in time for the Malawi budget procesheie are various studies that have
indicated that the IFMIS system in Malawi was acass and relatively well designed.

In principle, it provides a good starting point foisound management of public finances
(Rakner et al. 2004). For example, the World BankRB803 Country Financial
Accountability Assessment for Malawi states: “Wheompared to most developing
countries, Malawi has a good legal and institutidreanework for public sector financial
management and accountability.” (World Bank 2003)erefore, one could expect that
the formal legal and institutional PFM frameworkNralawi should provide in principle
for effective fiscal and expenditure planning, bedgreparation, execution, and control

in line with the priorities set in the Malawi PotseReduction Strategy Paper (MPRSP).

2.3.6 The case of Uganda

Uganda is a successful case of the implementafidheolFMIS system. There was an
initial implementation of this system that was net@ be. The most recent started in
2002 and was set up with joint World Bank financimge system, which is based on an
Oracle Financials platform, is a good system thaubhs some design issues that require
a system migration. In the Ugandan case, the nraiolgm lies in the Chart of Accounts

(CoA). The Government signed off on the CoA anddhstem was configured, only to
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discover several months later that there were sewsficiencies in the design of the
CoA fields—a discovery that led to months of delaysl considerable cost overruns.
Most CoA’s have this limitation: Once the structusecreated, it is very difficult and

costly to change.

This problem could have been easily avoided, buedhe CoA was approved and the
software configured it was too late. The problens wescussed but the cost involved for
a rebuild of the system would have added more th&$6 million to the project cost.

This would have meant going back to the World Bemkegotiate an increase in funding.
Rather than go back to the donor, the system wasnpu operation with the defects

unaltered. The Uganda IFMIS has limped along eveces under performing its

potential, with patches and workarounds that omgve to decrease the efficiency of
what could have been an excellent system. Sombeobther problems encountered in
Uganda were common to other world systems and deduinadequate planning, poor
communication between the implementing parties,diveors and the government, little
management capacity and resources, changes irsigndlocuments of the system, poor

implementation in trainings and unnecessary budgets

2.4 Summary of Literature Review

A well Integrated Financial Management Informati®ystem will support government
wide as well as agency level policy decisions. ilt also integrate budget and budget
execution data, allowing greater financial contiemhd reducing opportunities for

discretion in the use of public funds. This systemtt provide information for budget
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planning, analysis and government wide reportingvill also facilitate preparation of
financial statements and provide a complete atalitib order to facilitate audits.

The above studies provide an important aspect degariFMIS and its components.
They also provide results and conclusions of retealone on IFMIS in different
countries and environments. None of the studie® hagkled effects of IFMIS on the
financial management of the public sector in Keryas against this backdrop that this
research will seek to fill the existing gap by sagkto establish the level of success of

IFMIS in financial management in the public sedtoKenya.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

The research methodology consists of six parts. firee part focuses on the research
design of the study. The second part highlightspitygulation of the study. The third part
looks at the target population followed by the noetithat will be used to collect data and

lastly, the manner in which the data was analyzed.

3.2 Research Design

There is a requirement of a formal IFMIS plan foleotation of new employees. This
plan is involved in activating the plan and, pemiorg different system operations.
Orientation material is considered necessary in IBMectors and the employee’s
welfare. Comprehensive crisis operations plansaks@ necessary both before and after a
system failure. Backup resource arrangements ardnitial and the most significant
activity in creating a realistic IFMIS. It takestanaccount arrangement of backup
resources and data for use after a system failMi@ny data centres with online
applications mostly use commercial backup centrase dual data centre’s architecture.
Information system users and those who use mamoakgsing require a backup space

and resources.

This chapter gives a presentation of a combinatiomethods, tools and techniques that
was used to carry out this study. The chapter giigive of elements such as research
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design, sampling framework and technique, scopehl®m Statement and description,
research methodology, concepts and terms clarditatdata collection and recording,
research analysis, Sampling Technique, ethicalideretions, usage of the research and
recommendations. In general form, a combinatiomalbbf the above outlined methods
should be applied in providing adequate informathimal baseline for which to base the

IFMIS research.

3.3 Population of the study

According to Cooper and Schindler (2003), a poputaelement is the subject such as a
person, organization, customer database, or theumtmaf qualitative data on which
measurement is being taken. The target populatorthis study was 42 government
ministries that use IFMIS in Kenya. Out of the 4khistries a sample of 30 ministries
was chosen. Therefore 30 accountants were invalvetie study. A simple random
sampling technique was employed in the selectioth@fstudy population. Rosco (1975)
proposed a rule of thumb of 30 and 500 as the @pjpte sample size for most

researches.

3.4 Data Collection

The study relied on both primary and secondary.dBt& primary data was collected
using questionnaires. They contained semi strudtguestionnaires (Appendix 1) which
were be administered to IFMIS users personallshtarten the response time and enable
on the spot clarification of any doubt the resparislehad regarding any questions.

Secondary data was obtained from IFMIS implememnatieview report, economic
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survey and statistical abstract books. Likert seads used in the questionnaires where: 1

— strongly agree, 1 — agree, 3 — disagree andrgty agree.

3.5 Data Analysis and Reporting

Anderson and Pole (2001) postulates that once ltedabeen collected, the researcher
must be able to interpret it reliably. The proces®lves summarizing and categorizing
the data to a temporary manageable length, idethié@gnes, analyze and assess. Data for
the study was analyzed in several stages. Theramittest for nominated variables was
established. The summary of regression coefficitotshe period before and after was
established to improve on the presentation. Comglefuestionnaires were edited for
completeness and consistency. The data was thesd @ul checked for any errors and
omissions. The response from the questionnaires hgted to obtain proportions
appropriately. The closed questions, tables arsalyas done to improve the presentation

of the analyzed results for ease of interpretation.
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CHAPTER FOUR

DATA ANALYSIS, INTERPRETATION AND PRESENTATION

4.1 Introduction

Qualitative and quantitative data from both primangl secondary sources was collected.
The number of respondents who participated inghrsey totaled to 42 one from each of
the ministries. The first part involved analysis tbe secondary data collected. The
second part involved descriptive statistics fronmary data to identify the effect of
integrated financial management information systemshe financial management of

public sector in Kenya based on the respondengsii

4.2 Secondary Data Analysis

Unit Root Tests
The results of the unit root tests for the nomidatariables for before and after IFMIS

have been summarized in tables 1 and 2.
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Table 4.1: Unit root test for before IFMIS

Variable ERS Critical ADF Critical
Government Transfers 10.146p 5.76207% -6.4900 3.13800
Purchasing Power Parity Conversion rate 9.7662 2D¥6 | -4.5445 | -2.7862**
Population 5.9532 5.7620* -5.2252  3.1900**
Government investments 15.2313 5.7620f -5.1155 8eB%
Gross Domestic Product per capita 13.3452 5.7620*4.4606 | 3.1800**
Government Expenditure 8.6974 5.76207 -5.86p2 2498
Inflation 5.6892 4.2200** | -4.5415  3.1800***
Government Revenue 13.682 5.76207 -7.8408 3.1800%1*
Exports 4.7735 2.8700* -6.467%  3.1800**

Note: *denotes stationarity at the level , **dersotationarity at 1st difference while

***denotes stationary at 2nd difference

ERStest critical values are reported at 5% excepéaiitth which is at 1%

ADF test critical values are also tested at 5%. Diffees in ADF values resulted from

sample adjustments by the E-views 6sv softwaredoaseMackinnon (1996) one-sided

p-values.
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Table4.2: Unit root test for after IFMIS

Variable ERS Critical ADF Critical
Government Transfers 6.7812 5.7200% -5.4693  3.5950*
Purchasing Power Parity Conversion rate 6.3252 @72 | -7.5256 | -3.6032**
Population 28.4470, 5.7200* -4.2597 -3.6122**
Government investments 11.23133 5.7200¢ -5.1155 86898
Gross Domestic Product per capita 13.3452 5.762004.4606 | 3.1800**
Government Expenditure 28.8465 5.7200% -4.8652 8@4%*
Inflation 4.7703 | 4.2200**| -3.8520 3.60320***
Government Revenue 11.2882 5.72200* -5.2007 3.6032*
Exports 12.8826| 5.7200* | -5.5594 3.1800**

Note: *denotes stationarity at the level , **denoteatisinarity at 1st difference while

***denotes stationary at 2nd difference

ERS test critical values are reported at 5% excepéaiitth which is at 1%

ADF test critical values are also tested at 5%. Diffees in ADF values resulted from

sample adjustments by the Eviews 6sv software basédackinnon (1996) one-sided p-

values.

From the results of the ERS Point Optimal test,tlal nominated variables attained

stationarity at the level for the periods exceffation which also attained stationarity at

1st difference which makes it unnecessary to testcbintegration. These results also

confirm the authenticity of the regression resaltsl rules out the existence of spurious

regression.
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Table 4.3: Comparative result of the F-Test for théwo periods

Period DF Calculated Critical Significance
Before 23 455.592 2.60 5%

IFMIS

After IFMIS | 23 686.821 2.60 5%

The result here shows that after IFMIS is alsohthgbetter than before IFMIS with a
calculated F-value of 686.818 as against beforel#$1455.592 at 5 percent level of
significance. Now with this conclusion we examirtée result of the global statistics
with reference to the relationship between pubkctsr financial management and

economic development in the two periods.

Table 4.4: Global Statistics Summary for after IFMIS and before IFMIS

Result/Parameters periods R R |AR® |F Skg
Before IFMIS 0.998 0.996| 0.994 455.592 0.000
After IFMIS 0.999 0.997 | 0.996| 689.818 0.0Q0

From the table, Rfor before IFMIS is 0.996 and Adjusted? B 0.994 with oo =
455.592. For after IFMIS it is 0.997 and 0.996 RSrand AdjR respectively with Foo=
689.818. We can therefore reject the hypothesisttiexe is no significant difference
between before IFMIS and after IFMIS. The values F-Tests for the two periods
indicates that the models are highly significand atan be used to describe the

phenomena under study, consequently it can algeli@el upon to explain the impact of
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IFMIS on public sector financial management. A stamyrof the Regression Coefficients

for these selected periods is presented in Table 5.

Table 4.5: Summary of the Regression Coefficient®f the two periods

(o)

bi-bo bl b2 b3 b4 b5 b6 b7 b8 b9 E
before Est -67.27 | -0.026 -0.038 0.364 0.014 -0.58B 0.71975% | 0.854| 0.000 59.
IFMIS See 22.01 0.030 0.03 0.10 0.36 0.20 0.25 0.0 3/5@.240
F*455.592 T -3.06 -0.87 -1.11 -1.27  0.50 -2.84 8%2.| 14.13 5.74 0.01| 3
after IFMIS | Est -6.51 0.02 -0.01 -0.25 0.48 -0.06 0.08 122 30.0-0.03| 3.53

See 2.56 0.001 0.001 1.14 0.23 0.034 0.005 0.00 5 0j00.13
F*689.82 T -2.54 1.10 -0.32 -2.79 4.59 -0.15 0.2029.10 1.85 -0.98 9

The resulting models for each period are as follows
Before IFMIS GDP = -67.27- 0.026Government Reven038Governent Expediture
— 0.364exports + 0.014Population — 0.583Inflation0.#19Purchasing Power Parity

Conversion rate +
0.755Gross Domestic Product per capita + 0.854Gowent Transfers +

0.000Government investments

After IFMIS GDP = -6.51 - 0.02Government Revenu& @1 Government Expenditure —
0.25exports + 0.48Population — 0.06Inflation + ORABchasing Power Parity Conversion

rate +
1.22 Gross Domestic Product per capita + 0.03 Goment Transfers — 0.03

Government investments.
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After IFMIS the public sector performed better thlaefore IFMIS in many respects.
From the models, it is also evident that governnremenue and expenditure have the
wrong signs in both periods under study. In otherds these variables contribute
negatively to the growth of the GDP which agreeshwireikman(2008) and Fyson
(2009). Also inflation seem to exert a negativduahce on the growth of the GDP in

both periods.

NLS/ Arma Regression for before IFMIS and after IFMIS

We conducted the NLS/ARMA regression for some nata@d variables for after IFMIS
and before IFMIS using the EVIEWS 6.sv software ttog confirmation of our results
and the resulting models are as follows:

After IFMIS GDP=38.83+0.32government expediture20Rurchasing Power Parity
Conversion rate +0.0lexport+0.29government revén@eémnflation+0.30government
investment-0.02population

Before IFMIS GDP= -74.98+0.03 Purchasing Power tParConversion rate
+0.01export+0.08government revenue-0.19inflatio@%8government investment

+0.02population

Table 4.6: Global statistics and Criteria

Period R AR? F LL AlIC HQC | SC
After IFMIS 0.885 | 0.843 | 21.006(0.000) -66.34  5.1355.249 | 5.519
Before IFMIS 0.792 | 0.730 | 56.640(0.000) -56.64  4.7474.900 | 5.170
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Using the traditional F-statistic the models heheve overall significant explanatory
powers for both periods namely F0.00=21.006 foerafEMIS and F0.00 =56.64 for

before IFMIS.

The AR for after IFMIS is 0.843 which indicates that #veplanatory variables have the
capacity to explain the changes in the GDP of dRBHS to the tune of 84%, for before
IFMIS it explains 73%. All the criterion, Log-Likghood(LL),Akaike Information
(AIC), Hannan-Quinn (HQC),Schwartz (SBC) confirnhe thigh explanatory powers of
our model. It is interesting to note that here aggovernment expenditure, government
revenue and inflation all have negative signs fothbafter IFMIS and before IFMIS
thereby confirming the earlier results, t-statsstie -2.03 for before IFMIS and -2.07 for
after IFMIS. These results agree with Landan (138&) Easterly (1992). We therefore
conclude here that these three variables are negjaassociated with economic growth

and GDP in Kenya.

Results of the Log-Log Model
Table 7 presents the results of the Log-Log model dffective analysis of the

incremental GDP growth for the periods under study.

Table 4.7: Incremental GDP Growth For The two perials

Period DF F-value Sig b0 bl
before IFMIS 8 3.39 0.029 -43.668 0.0238
after IFMIS 8 4.70 0.040 52.8403 -0.0225
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The results above are consistent with the glolaaissics presented in tables 3 and 4 and
tables 5 and 6. However, it would appear that af@dIS is surprisingly better than
before IFMIS with F-value o4 = 4.70 as against after IFMIS'syfp9 = 3.39. The
implication of the global statistics here is thia¢ tGDP growth in developing countries
are epileptic with an almost insignificant degré@amnual incrementals.

With the above results we computed the GINI Indextiese periods and the result is as
shown in Table 8. Our computation compares favdyralith earlier computed GINI

indexes by CIA and UN.

Table 4.8: A comparative result of computed GINI irdexes for the two periods

Period Research Result CIA (USA) United Nations JUN
before IFMIS 0.464 50.6% 43.7%
after IFMIS 0.320 30% 40.3%

Source UN GINI Index, CIA GINI Index, Research Result.

The significance of these results as presentedableT8 will be better appreciated when
we recall the properties of the Gini Index and ptinciples. First is the Anonymity

principle which simply posts that it does not matto the high and low income earners
are, as well as the principle of Scale Independemiieh posts that the size of the
economy does not affect the calculations whethesh, ripoor, advanced or
underdeveloped. The concept of population indepsrelein the GINI index

interpretation also connotes that the size of thygufation does not matter and finally the
Transfer Principle which posits that if income fleéban the difference) is transferred

from a rich person to a poor one the resultingitistion is more equal.
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4.3 Primary Data Analysis

A respondent from each ministry was presented wiet of questions about effect of
IFMIS in financial management of the public sec85% of the respondents reported that
their jobs involved the use of IFMIS as comparedb® whose jobs did not involve
IFMIS. 58% of the respondents said that finance tha# first appointment in IFMIS
functional areas with 18% in information technologgd the least (5%) in human
resources. Half of the respondents rated use oi3RMthin their ministries as excellent
while another 30% rated it as very good. Howevés,d the respondents rated the use of

IFMIS within their ministries as poor.

Table 4. 9: Use of IFMIS

Frequency  Percentage

Does your job involve the use of IFMIS

Yes 38 95%
No 2 5%

In what functional area of IFMIS was your first appointment

Human resources 2 5%
Marketing 5 13%
Finance 23 58%
Information technology 7 18%
Operation management 3 8%

How do you rate IFMIS currently in the use within the ministry

Excellent 20 50%
Very good 12 30%
Good 7 18%
Poor 1 3%
Very poor 0 0%
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Respondents were asked to state the number of geaestheir last quality review of the
IFMIS which resulted to a mean of 2.20 years al®8 standard deviation. Respondents
were also asked to rate the success of IFMIS ifitla@cial management of public sector

where IFMIS scored an average success of 8.34fdut points.

Table 4.10: IFMIS review

Factor Mean Standard Deviation
What is the number of years since your last quasityew 2.20 1.368

of the IFMIS

On a scale of 1-10 how would you rate the succéssB3@4 0.482

IFMIS in the financial management of a public secto

Respondents were presented with a number of statsn® gauge the effectiveness of
IFMIS in the financial management of the publicteecA 4 point likert scale was used
for each statement which had options ranging frofisteébngly agree”, 3-“agree”, 2-

“disagree” and 1-“strongly disagree”. The averaggore for each statement was

calculated and the results presented in the table 1

From the results use of IFMIS scored a grand méah1d which proved its wide and
acceptable application among the ministries. UséFdfIS major successes included:
shortening the period for preparation of financsshtements, efficient allocation of
resources, justifiable expenditure, reduction ofstage of government resources and

given a complete audit trail to facilitate in asditith mean scores of 3.71, 3.29, 3.2, 3.15
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and 3.15 respectively. However, IFMIS success inygeand sustainability after donors

exit scored lowly at 2.73 and 3.00 respectively.

Table 4.11: Effect of IFMIS in Financial Managementof Public Sector

Respondents’ opinion Mean  Std. Deviation
Is the expenditure on IFMIS justified 3.2 0.749
IFMIS led to efficient allocation of resources 3.29 0.461

IFMIS shortened the period for preparation of ficiahstatements  3.71 0.461

IFMIS led to reduction of wastage of governmenbteses 3.15 0.358
IFMIS has given a complete audit trail to factiéan audits 3.15 0.654
IFMIS has succeeded in Kenya 2.73 0.449
IFMIS can be self sustainable even after donoits ex 3 0.548
Grand Mean 3.17

4.4 Discussion

This cross-sectional survey investigated #ffect of integrated financial management
information systems on financial management of igudéctor in Kenya for a period of
10 yearq1997-2000 and 2007 - 2010). The study employeddh® method to examine
the relationship between nominated macroeconomialias which are proxies to public

sector financial management and IFMIS.

The governments have consistently failed in the agament of Inflation, Government
expenditure and Government revenue. There wasthésassue of investments which

though had the right sign but with almost an ingigant positive value in the two
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periods. After IFMIS public sector appear to peridoetter than before IFMIS in these
respects and also better in terms of the contobatiof government revenue and
government expenditure. Expectedly Gross Domestdut Per Capita (GDPPC) had
the highest contribution and also with the righgnsiWe used the log-log model to
establish the trend of incremental growth for tleeigals under study and found a very

disturbing trend for the economy under study.

Our computation of the GINI Index placed the perlmefore IFMIS below the period
after IFMIS which indicated the state of incometmgition, human development and
standard of living in Kenya. These results agreth Whe numbers representing the state
of economic development of the economy under stadyhe two periods as computed

by international organizations.

From this study, it is clear that there is a siigaifit difference existing in public sector
financial management in period before IFMIS an@rafEMIS. We can also conclude
here that the persistent underdevelopment of tbeamnies of sub-Saharan Africa can be

explained by public sector financial managementifei

From the results of the study, it is recommended the governments of Kenya should
pay more attention to the management of inflatrmaapagement of government revenue
and government expenditure. These three varialdem g0 constitute the three most

causal factors of persistent underdevelopment.
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CHAPTER FIVE
SUMMARY OF RESEARCH FINDINGS, CONCLUSION AND

RECOMMENDATIONS

5.1 Introduction

This chapter gives a brief summary of the reseaficllings, conclusion and

recommendation.

5.2 Summary

In most developing countries, budget execution a@bunting processes were/are either
manual or supported by very old and inadequatelntaiaed software applications. This
has had deleterious effects on the functioningheirtpublic expenditure management
(PEM), systems that are often not adequately agieet The consequent lack of reliable
and timely revenue and expenditure data for bugtg@ining, monitoring, expenditure
control, and reporting has negatively impacted etidganagement. The results have
been a poorly controlled commitment of governmesburces, often resulting in a large
buildup of arrears; excessive borrowing, pushinginterest rates and crowding out
private sector investment; and misallocation obueses, undermining the effectiveness

and efficiency of service delivery.

Further, governments have found it difficult to yiee an accurate, complete, and
transparent account of their financial positiorParliament or to other interested parties,
including donors and the general public. This laak information has hindered
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transparency and the enforcement of accountabilitygovernment, and has only

contributed to the perceived governance problenmsany of these countries.

In light of these adverse developments, it is peshaot surprising that many developing
countries have pressed for, or have been presded adopting integrated financial
management information system (IFMIS) projectstterggthen their PEM systems. The
establishment of an IFMIS has consequently becomé@ngortant benchmark for the
country’s budget reform agenda, often regarded @&eondition for achieving effective
management of the budgetary resources. The sumesidt show that IFMIS has
improved financial management of public sector enia. Although it is not a panacea,
the benefits of an IFMIS could be argued to be pfmwwd. First, the improved recording
and processing of government financial transactiomsld have allowed prompt and
efficient access to reliable financial data. Thsuld have supported the enhanced
transparency and accountability of the executivé®aoliament, the general public, and

other external agencies.

Second, an IFMIS has been observed to strengthancial controls, facilitating a full
and updated picture of commitments and expenditurea continuous basis. Once a
commitment is made, the system should be ableate tall the stages of the transaction
processing from budget releases, commitment, paesh@yment request, reconciliation
of bank statements, and accounting of expenditlites could have allowed a

comprehensive picture of budget execution.
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Third, IFMIS can be said to have provided the infation to ensure improved efficiency
and effectiveness of government financial managénasnreported by most of the
respondents. The benefits of the IFMIS have bedenewe, with the restoration of
expenditure control and improved levels of transpay and accountability. The
commitment control system could have led to theniglation of overspending, and a
substantial reduction in domestic arrears. A nundfegovernment bank accounts have
been reduced to treasury single accounts maintahéde central bank, and the lag in
reconciliation with banking data has been redugethfup to two years to automatic
reconciliation on a daily basis. Comprehensive &ty reconciled fiscal data and

reports are available on a continuous basis.

The design and functionality of government IFMIScrtically different from that of
private enterprise systems. Because governmentsadrdriven by profit but rather by
measures of accountability, financial managemefarimation systems for government
must be designed to ensure compliance with budgeg,lother public finance rules and
restrictions, and an entirely different set of ag@iing rules and reporting requirements.
Moreover, they must also be designed to supportléitode of distinctly public sector-
oriented functions and organizational arrangemem@svernments big and small
undertake a vast number of transactions on an obggbasis, requiring powerful,
resilient, dependable systems to handle the infoomdlows. These systems must be
able to handle and communicate all the financialeneents for the complex structure
made up of line ministries, spending agenciesoregiand local governments as well as

other government clients. From the results of thevesy, respondents from various
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ministry argued that the IFMIS expenditure was ifigst and its use greatly reduced

government expenditure.

Since 1997, the government of Kenya has been ingéng a project for the
“strengthening of government finance and accounfingctions” to improve financial
management, accountability, and transparency olig@funds. This could have led to the
unanimous agreement among the respondents thatexpenditure on IFMIS is
justifiable. Most important, the project managemmeseds to be strengthened to ensure

strategic direction, leadership, and communication.

The above review of past experience in introducamgIFMIS in Kenya gives some
guidance on the key issues to be addressed, amthigldights some risks that should be
avoided. The following issues, in particular, thave contributed to the limited success
of IFMIS projects may be worth noting in the Kengantext. Public expenditure
management in developing countries is often segedeinistitutionally on vertical rather
than horizontal lines. For example, even when thaistny of finance has been given
clear leadership, in Anglophone Africa it is notnmadiately clear who should be in
charge of an IFMIS project — the ministry of finanproper, in charge of budget
management, or the accountant general’'s departftygntally institutionally separated),
in charge of government accounting. Both bodieddcba considered as sharing a central
role in the development and running of the new ISMThe accountant general has
significant regulatory and control functions, whitee budget department has the

dominant role in resource allocation.
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Although it could be recommended that these twadsode nominated as joint owners of
the new IFMIS to ensure balanced requirementsHerslystem, at the same time joint
ownership may involve a loss in accountability aedl ownership of the system. To
counter this it is important to get support for aednmitment to the project at the highest
level, say the minister of finance or his/her dgpihis is important not only to resolve
the identified “ownership” problems, but in devdlop countries to signal authority to
push through government-wide reforms in the facestadng ministries that may feel

threatened by the level of transparency that ani§hposes on them.

The experience of advanced countries is that magagpmplex IFMIS projects requires
considerable management skill. However, this iscalty in short supply in developing
countries. Senior managers in developing countiaesly delegate responsibility and
frequently are overloaded with work. Moreover, to@nagers may not be computer
literate. The consequence is that often the bindowgstraint when introducing IFMISs is
not the technical capacity to create them but #pacity to manage them. Nor is it clear
that there is always a good alignment in the ingerdgtructure facing managers. Bugler
and Bretchsneider (1993), from the experience ofréforms in state and local
governments in the United States, concluded tleatéforms were most likely to succeed
if they have the following features: they are esyse by the manager; they address an
external reporting requirement by the manager; thegt are confined to the manager’s

area of concern.
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These requirements are hard to attain in a devedopountry, where top managers lack
experience in computerised accounting and areftirereinable to grasp its possibilities
for financial management. In developing countrieghe absence of computer literacy
there is a tendency to leave the system developitoetihhe computer supplier, with
minimal user involvement. In such an environmeetehs a likelihood that systems will
not be user friendly, will not match the needs lné tmanagers, and will not have a

required level of management ownership.

To get IFMIS reforms accepted, decision makers niust be sold the idea that the
benefits exceed risk. However, officials tend toris& averse — introducing computer
technology is an innovation that is perceived akyri It is complex, it demands skilled
staff, and it needs procedural changes. Thereeistyplbf evidence of past failure. At the
same time, in developing countries the IT is usualiroduced by expatriates, so there is
room for distrust, even hostility. Second, decigiakers must be convinced it is needed,

i.e. that a problem exists and, therefore, neette taddressed.

Basing a reform on conditions imposed by donorshas sometimes been the case in
Africa, does not increase success. Third, decigiakers should recognise the urgency of
the reform or the need for prompt implementatiasften this perception is lacking at the
top. Fourth, managers may steer away from diffipelisonnel issues. Almost inevitably,
moving from manual systems to an IFMIS allows gaweent to fulfill the same function
with fewer staff. To operate the new system widloatypically require different types of

skill. However, in most developing countries mamage government cannot reduce staff
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and are severely limited in their capacity to cletigem. In such situations IT is not
necessarily seen as a benefit to management; ithiagy from a human resource

viewpoint it could make their task greater and nmomplex.

It is also important to ensure that measures &entéor the project to be sustainable. It
should be recognized that there are recurrent esstsciated with the maintenance and
operation of major IFMISs that must be covered uddets and that often are not
considered. However, perhaps a greater constramtswstainability arises from
inadequate human resources. To overcome this eamstnay require a major training
program, which again will take time, but may notcessarily deliver the pay-off

anticipated.

In most developing countries there is a generaitabe of skilled labour, and efforts to
improve skills in government are often frustratgdliioe migration of labour to the private
sector for higher pay when workers have acquirdficgnt skills. Is it necessary to get
the pay structure right before embarking on suttaiaing program? This consideration
is particularly important for in-house IT capacignd is a concern faced by developed
and developing countries alike. While most IFMI8ders specify a requirement for the
vendor to maintain the system for an initial periogually up to three years), there is
also a need for IT capacity in government. Experts required for interacting with
vendors, to maintain the system and to have adegizad management skills to optimize

the system once established.
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Often this is insufficient to provide the requirgervice to users. Faced with the poor pay
scales mentioned previously, one solution is siniplpay retention bonuses to IT staff,
another is to outsource the management of IT tocallfirm, and yet another is to
establish a dedicated government unit to providesdivices to the public sector that
allows higher salaries than the average in theipuactor. None of these solutions is
without problems, which tend to be exacerbatedhéndeveloping country context, where
there is often a lack of competition in this ar€aus, while recognizing that IFMIS may
be the medium-term solution to many PEM problems likely to be important to first

spend the time in the short run in creating a Smdise for success.

5.3 Conclusion and Recommendations

There are several main conclusions emerging framdilrvey. First, the introduction of

an IFMIS in a Kenya should be regarded as a compooiea wider reform process.

These projects, therefore, should not be viewes@ated interventions, but should be
accompanied by, and related to, other reforms blipgector financial management. It is
also necessary that the IFMIS objectives and ostpo¢ both relevant and consistent
with wider fiscal policy reforms. The study hasailg shown that there is a positive
relationship between IFMIS and Financial managenretite public sector ( mean rate of

3.17).

The study also sought to find out the level of as#MIS in the public sector in Kenya.

It established that 95% of the ministries in Keoyarently make use of IFMIS.
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Second, the use of IFMIS needs to be accompaniestropg commitment, sufficient
manpower and financial resources, widespread iatesapport, and an agenda for
effective change management. Unless these arearepthe chances of success are

limited.

Third, the implementation strategy both in termduwfctionality and number of entities
needs to be phased. The benefits expected frosydtem develop only over time, and it
will be necessary to maintain interim arrangemeiotsfacilitate various aspects of
financial control and reporting. Country authostishould be prepared for a long
implementation path, and one that involves sigaificchallenges. It will be a complex
learning process for all concerned. A number dialifties are likely to be encountered
en route, but the existence of the previously iatid three conditions, along with
resolute commitment of key stakeholders, shouldanrae these difficulties and ensure

success of this worthwhile reform.

As a tool of management, an IFMIS must be carefidlgigned to meet agencies’ needs,
or functional requirements. Often this originalidesphase is the most difficult part of an
IFMIS project, and does not receive the attenttomerits. The functional requirements
document serves as the blueprint for later phabéiseolFMIS project. It describes the
accounting and financial management tasks the mysteist perform, the agency’s
information requirements, the operating environmemd a plan for developing any

necessary programming.
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5.4 Recommendations

Implementing complex IFMIS projects takes time. Tdteps in the project are well
known: preparatory requirements analysis, systesigde development and testing;
procurement and installation; testing of the fyktem in the user environment, training
and conversion. As indicated, it is also well knotrat the time required for the
completion of each step is often grossly underededy especially in developing
countries. In the past, there has been a tenden®}l top management what it wants to
hear. This is reinforced by top managers’ shoritipal time horizon when judging

reform payoffs. While this might be one reasontfa@ underestimation of time required,
additionally the inertia of development agency lbuiracies, coupled with delays
inherent in the implementation of complex IT systerare a disastrous combination.
Moreover, owing to the human resource shortagesdféay developing countries, it will

take them much longer to introduce IT systems timmore advanced countries —

experience suggests perhaps two to three timesgs |

While most IFMIS tenders specify a requirementtfoe vendor to maintain the system
for an initial period (usually up to three yeardjere is also a need for IT capacity in
government. Expertise is required for interactinghwendors, to maintain the system
and to have adequate data management skills tmiaptthe system once established.

It is recommended that the intervention identifigsctional reform priorities based on an
assessment of the weaknesses of the public filaystem. All functions of the system
need not be acquired all at once. The reform cant stith core modules before

introducing additional module such as human ressyrdebts and audits management.
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Experience has shown that the most important aréa taddressed is often the system of
budget execution and expenditure management wlaotstto be complicated, non-
transparent and labour-intensive. Tanzania for gtarhas used a selective approach

focusing on these priority areas.

The application of the IFMS requires a high ovecheatraining across all government
ministries and at different levels of staffing. $tiaining, and the basic computer literacy
training that has to accompany it, has relied prilpan external funding. As a result

training has had to be limited to key users. Thissdor budgetary allocation of the same

to increase computer literacy among the ministie@sployees.

5.5 Limitations of the study

The researcher encountered a number of problenmtheincourse of conducting this

research. The problems included:

5.5.1 Time Constraint

The methods of data collection were both secon@day primary. The collection of
secondary data involved extraction from economiwesys and statistical abstract books.
The primary data collection on the other hand imgdl personal administration of
guestionnaires with accountants across ministriggsth of these methods required

adequate time which was not available.
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5.5.2 Budgetary Constraint

The researcher required funds for transport, statyg typing and printing among other

costs. This forced the researcher to use his pakrsanings.

5.5.3 Sample Selection

The sample of 30 ministries was selected to reptetbe population of 42 ministries.
This restricted the study to the ministries headgus in Nairobi. However, IFMIS has

also been rolled out to other departments in ttld bffices outside Nairobi.

5.5.4 Cooperation

Some of the respondents were reluctant to give arsswo the questions in the
guestionnaires. Some of the respondents thougltt ttiey were being investigated

whether they were resisting effective implementatbthe system.

5.6 Suggestions for Further Research

The study sought to find the effect of IFMIS onalintial management in the public
sector in Kenya. The study population involved thevernment Ministries based in
Nairobi. Further studies could be undertaken bylving other regions or departments in
the country. The researcher obtained a sample cesdpaf one officer directly involved
in the use of IFMIS in each ministry. A more expaddcope whereby all cadre of staff
are involved could form a basis for further reskailthe Ministry of Finance have carried
out reengineering of the system. The results &f tbéngineering could possibly unearth
other variables of significance hence a furtheeaesh can be carried out to establish any
new developments in the systems use.
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APPENDICES

Appendix A: Questionnaire

1. Does your job involve the use of IFMIS?

Yes Nd

2. In what functional area of IFMIS was your first apptment?

Human resources

Marketing

Finance

Information technology

Operations management

Other (Please specify)

3. How do you rate IFMIS currently in use within thémstry on a scale of 1 t6?

Excellent 1
Very good 2
Good 3
Poor 4
Very poor 5

4. What is the number of years since your last quadityew of the IFMIS?

1 2 3 4 5
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5.

In a scale of 1 to 4 has the staff played a fu# ro the quality process of the

system?

Strongly agre

1 Agrg

2 Disag

3  Strongly Disagr

On a scale of 1 to 4 has IFMIS ensured securitjatd?

Interesting

Boring

7. On a scale of 1-10 how would you rate the sicoe#MIS in the financial

management of a public sector

1

7.

2

3

In a scale of 1 to 4 is the expenditure on IFMIStijied

Strongly agre

1 Agf

2 Disag

» 3 Strongly Disagrg

In a scale of | to 4 has IFMIS led to efficientogihtion of resources?

Strongly agre

1 Agr

2 Disag

3 Strongly Disagrs

10

In a scale of 1 to 4 has IFMTS shortened the pdnogreparation of financial

statements?

Strongly agre

1 Agr

2 Disag

3 Strongly Disagrs
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10.1n a scale of 1 to 4 has IFMIS led to reductionvatage of government

resources?

Strongly agre

1 Agr

2 Disag

3 Strongly Disagrs

11.In a scale of 1 to 4 has IFMIS given a completatauail to facilitate in audits?

Strongly agrd

12.1n your own assessment indicate whether if IFMIS $izacceeded in Kenya?

Very successfu

Unsuccessful

1 Agtl

2 Disa

> 3 Strongly Disagr

Success

Very Unsuccessf

Undeci

13. If IFMIS can be self sustainable even after domoiis

Strongly agre

1 Agf

2 Disag

» 3 Strongly Disagrg
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