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Abstract

The study explored both the advantages of transparency and challenges facing finance
departments of local government authorities in the course of preparing and presenting
financial information.

The study employed an explanatory case study,cross-sectional survey and applied a
triangulation of methods to collect both qualitative and quantitative data. The participants
were all selected based on the opportunity to learn and the typicality of Dodoma
municipality.A total of 80 respondents were involved. Data analysis was done through SPSS.
Figures, tables, pattern matching, comparison and strong explanation building all aided in
simplifying the analyses of findings.

Key findings of the study unveiled that participation of the public in finance affairs of local
governments heightened transparency in the preparation and presentation of financial
statements. Furthermore, the finding reveal that International Finnancial Report Standards
(IFRS) was rarely applicable during the preparation of financial statement. It was also found
out that tansparency in financial matters reduced fraudulent behaviours in the allocation and
expenditure of local government funds.
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1. Introduction

Transparency in preparing and presenting financial statements reduces financial
mismanagement. It was learned that if the public knows the sources of financing and how the
municipality is using the funds, then they can easily follow and track the implementation of
different projects and activities. With this knowledge, people can easily monitor the timely,
efficient and effective accomplishment of different projectcs in their local government. On
the other hand, the officers tasked with overseeing different projects and activities will act
diligently when they learn they are monitored by the public.In the last decades, many public
sector entities worldwide have been resorting to information and communication technologies
for service improvement, innovation and participation processes, as a means to promote
transparency and accountability — especially through more information disclosure — and
responsiveness towards citizens and other stakeholders (Tweedle, 2005)The majority of
companies that are currently reporting financial results based on IFRS have only been doing
so for a few years. In order for IFRS to fulfill the promise it holds to be a uniting force of the
world's capital markets and a powerful tool for investors everywhere, there are a handful of
principles that are critical to its success. For various reasons one would like to know the
position of the organisation concerning financial matters during a particular period of time,
that’s why there is a need for public and private institutions to produce good accounting
financial statements (Yen, 2004).IMF (2000) ascertains that if financial statements could be
prepared using one set of universally accepted accounting standards, then their understanding
could be extended to users in different countries.

The quest to acquire such a set of standards is behind the International Financial Reporting
Standards (IFRS) promulgated by the International Accounting Standards Board
(IASB).Moreno and Singer (2005) in their study found that in most developing countries
transparency on the preparation of the financial statement is questionable and sometimes
being interfered by politicians. They further suggest that there is a necessity of public
organization’s to be very transparent at any time so that they can bring a true picture of such
entity. However, in Tanzania, transparency is a recognized constitutional and statutory right
under Article 132(5) sub section (f) of the Tanzania constitution (which declares transparency
as a basic principle of ethics for public leadership), and Section 49 of the 1982 local
government finances Act. In Tanzania, the financial reports are guided by the National Board
of Accountants and auditors (NBAA) as professional accountancy body established under the
accountants and auditors (Registration) Act No. 33 of 1972 as ended by the Act No. 1995
(Killagane, 2006).Many organizations in Tanzania face problems in preparation of financial
statements, across the country there has arisen several complaints about the information
provided in the prepared financial statements to end users (Bert, 2006).

It has been argued that in Tanzania efforts have been made on enactment of a new legal
framework for fiscal management and procurement, enhanced controls on commitments and
expenditure and quarterly publication of the amount and timing of budget transfers to
spending agencies and local governments. Still, there are shortcomings in preparation of
financial statements coupled by unpreventable financial statement (URT, 1999). These
shortcomings in management of finance were to be checked if local governments are to fulfill
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their purpose of establishment. A comprehensive study was thus needed to identify the role
transparency could play in enhancing the quality and credibility of financial statements.

However, experience shows that the application of the accounting principles, concepts such
as going concern, accrual basis, materiality and aggregation and consistency are distorted by
personal views and biases of accounting system of an organization. These affect the truth and
quality of the information presented (Bert, 2006).

2. Literature Review

According to IFRS (2010), Financial statements are defined as structured financial
representation of the financial position and the transactions undertaken by an enterprise.
Financial statements as a structured presentation of the financial position and finical
performance of an entity. Financial statements are prepared information about the financial
position, performance and cash flow of an entity that is useful to a wide range of the users in
making decision (Killagane, 2000:215 —-216)

According to Elliot (2006) stipulates that, in assessing and selecting staff for the financial
statement team, it is important that the team collectively possesses the appropriate
capabilities and knowledge to prepare the financial statements. These include an
understanding of practical experience in preparing financial statements of a similar nature and
complexity a sound understanding of accounting standards and practice, financial reporting
and accountability, and legal and reporting requirements appropriate technical knowledge,
including knowledge of relevant systems.

Developing countries also have a remarkable experience on transparency of financial
statements. Good examples may be drawn from Asian countries that have examined
transparency across 434 Firms from 12 Countries and tested country level variability in
explaining variation in financial transparency (tweedle, 2005) Transparency was measured
using checklist of 228 and 441 items from IFRSs in 2002.In the case of India transparency
gained a lot of momentum in the corporations that have no choice but to make their
operations transparent and be open to their stakeholders and also to the entire community.

The main objective of financial statement is to communicate economic measurements of
information about resourses and performance of the reporting entity useful to those having
reasonable rights to such information (Collier,2012)

Kilagane (2006) associated the budget with transparency by ascertaining that, improving the
budget framework one of the key elements in enforcing accountability through the
implementation of the budget. Transparency in administration is a topic recurrently studied,
especially in international finance contexts (Kulzik, 2004).

Democratic accountability requires governments to increase transparency by disclosing more
budgetary and financial information to citizens, hence promoting public expenditure scrutiny
and preventing corruption and wasting of public resources (Kenneth, 2005).

According to Elliot (2006) stipulates that, in assessing and selecting staff for the financial
statement team, it is important that the team collectively possesses the appropriate
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capabilities and knowledge to prepare the financial statements.
3. Methodology
3.1. Location

According to Kothari (2004) convenience is enough justification to select an area for study as
well as subjects to be included in the study.Dodoma Municipality is relatively located at the
centre of the country.The study was carried out in Dodoma Municipal Council.

3.2. Sample Size

The sample size is a small part selected from a larger whole in which the researcher is
interesting in gaining information and drawing conclusion (Babbie, 1992). In estimating
sample size, the following formula was used:

N=(Zx[2)’P(1-P) A*

Whereby; n = sample size, P= Percentage of local government workers involving in financial
department and A= Maximum error: since P is not known for the study population, its value is
assumed to be 50% as it ensures maximum sample size (Amin, 2005). By using a confidence
interval of 95% for the estimated population proportion, maximum error of 10% and a non-
response rate of 5%, a final sample size involved in a study were 80 local government
workers in ward and street level and other 10 key informants from the municipal finance
department to make total of 90 respondents.

3.3. Sampling Technique

There are mainly two sampling techniques which are probability and non probability
techniques (Kothari, 2004). The particular technique that was used in this study was simple
random probability sampling which was based on the rule that every element in population
had an equal chance of being sampled.This technique of simple random probability
sampling is basic and least complicated technique since the sampling is without
replacement, it assumes that the population is known and it requeres a complete list of all
elements and assumes that such elements are statistically independent of one another
(Kothari,2004).

3.4. Data Collection Methods

Both primary and secondary data were collected. Primary data was collected through
questionnaires and interviews, and also secondary data were obtained from literature sources
or data collected by other people’s findings.

3.5. Data Analysis

Mngarah (2008) defines data analysis as a process of systematically searching through and
arranging the interviews, transcripts, field notes and other materials that a researcher
accumulated to increase his or her understanding of them, and to enable the researcher to
present what he discovered to others. Data analysis was done using both the Statistical
Package for Social Sciences (SPSS) and Microsoft Excel.
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4. Discussion
4.1. Distribution of the Respondents by their Working Experience

As regards personal information, participants were last asked to state their working
experience in years. Table one summarizes the results.

Table one: Distribution of the Respondents by their Working Experience

Working Experience Frequency Percent
e Lessthan5Years 19 22.5
e (05-10 Years 35 45
e 11-15Years 10 12.5
e 16— 20 Years 8 10
e Above 20 Years 8 10
Total 80 100

Source: Field Work survey, 2015

In table one illustrates the distribution of the respondents according to their working
experience. It was observed that 18(22.5%) of respondents had worked for less than five
years. 36 (45%) of the respondents had 5 — 10 years of working experience, and 16 — 20 and
21 and above years of working experience had 8(10%) each among the participants.

4.2.The Contribution of Participation in Enhancing Transparency of Financial Information in
LGAs

The interest in this information was to assess whether there are systems, regulations and
guidelines in LGAs serious enough to ensure transparency prevails in the preparation and
ultimate reporting of financial information. The transparency component was considered
prominent and prerequisite to successful preparation and reporting of financial information.
multiple questions were administered to both street or village and ward participants on one
hand, and the ten municipal officers in the finance department, on the other. The questions for
the first group of village or street and ward officers were to assess whether and to what extent
they were involved or consulted by the municipal authorities in preparing and reporting of
financial information. It should be noted that street and ward officers in different positions are
the very primary representatives of the public. Moreover, their decisions are usually made
through direct participation of local citizens. Their involvement thus, can be interpreted as a
direct involvement of the general public in the financial affairs of the municipality. Such
involvement and participation enhances transparency. Participants thus, were first inquired
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whether or not they were being involved in the preparation of financial statements for the
municipality. The findings summarised in figure one below.

Figure : 1Involvement in preparing Financial Statements

HYes

H No

Source: Field Study, 2015

The pie chart above illustrates that only 24(30%) participants in the local level, accepted that
they were being involved in preparing financial statements of the municipality. The vast
majority 56 (70%) participants declined that they were not being involved in the preparation
of municipal financial statements.

Table Two: Modes of involved in the preparation of FS

Modes Frequency | Overall Individal | Ranks
Percent case (%)

Through planning activities and | 15 34 62.5 1

projects to be undertaken by the

municipality

Through budget preparation 12 27 50 2

Through meetings 7 16 29 4

Through announcements on notice | 6 14 25 5

boards

Through letters 4 9 37.5 3
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Total 44 100 204

Source: Field Study, 2015

As it is illustrated in table two above, many 15(62.5%) respondents who accepted that they
were being involved by the municipality identified planning of activities and projects as the
most common mode of participation. It was learned that before budgeting, some street/village
and ward officers would be summoned to discuss and identify priority areas and projects the
municipal council would undertake in a financial year. Some respondents, however, remarked
that many times the implemented projects and activities would have nothing in common to
the ones agreed.

In addition to activity and project planning, it was observed that some street and ward officers
were involved in budgeting. They would be summoned by the municipality in meetings to
estimate municipal annual income and expenditure. By discussion some respondents added
that sometimes they were asked to prepare budgets for their areas, particularly wards, then the
aggregation of all wards form the municipal budget.

Other modes of involvement were identified as participation through meetings,
announcements on notice boards and through letters. The latter two, however, appear more
informative than participatory modes in preparing and ultimate reporting of financial
statements.

It is generally learned that the very local grassroot level officers who primarily represent
masses do not feel adequately involved in the financial affairs, particularly the preparation
and reporting of municipal financial information. If leaders hold too many reservations on the
transparency of the municipality, then it is no wonder that the public do not even know what
is happening in their municipal council.

On the other hand, the ten key informants were first asked questions to assess whether and
the extent the vouching exercise was transparent in the municipality. This was to establish the
authenticity of the transactions presented and reported in financial reports. Table three
summarises the findings using the likert scale weighting.

Table Three : extent of the vouching exercise

Scale Frequency % Weight Total Average
weight weight

Strongly agree 5 50 4 20 4

Agree 2 20 3 6 3

Disagree 1 10 2 2 2
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Strongly 2 20 1 2 1
disagree
Total 10 100 10 30 10

Source: Field survey, 2015

Table three above depicts the analysis of the extent financial auditing is transparent in
Dodoma municipality. It was observed that 5 officers in the municipal finance office
observed that the exercise was very transparent. Some other two also accepted the exercise
was transparent. In contrast, three respondents declined that the verification of accounting
books was not transparent.using the likert scale the common opinion of all the respondents
was agree that vouching exercise was transparent. One participant remarked it was hardly
possible for the financial information to correctly reach the public when some officers in the
municipal finance department did not have access to audited reports. The respondent added,
some primary accounting books in his office had not been requested for verification for years
despite the auditing exercise being done annually.

In another approach to gauge the transparency of financial information to the public,
respondents in this category were asked whether they adhered to the accepted guidelines in
reporting financial information. Particularly, they were asked whether the municipality abode
by the International Financial Reporting Standards (IFRS) guidelines issued and constantly
updated after 2001 by the International Accounting Standards Board (IASB). The standards
were referred to as they are today used as a benchmark to assess transparency of financial
information across the globe. This is contrasted to the effectiveness of local guidelines that
some people think are dictated by political pressures. The following table presents a
summary of the findings.

Table Four: Adherence to IFRS by the MC

Frequency Percent
Yes 4 40.0
No 6 60.0
Total 10 100.0

Source: Field Study, 2015

It was observed from table four above that 6(60%) of the respondents in the municipal
finance office declined that they did not abide by the International Financial Reporting
Standards in their preparation and ultimate reporting of financial information. On the other
hand, 4 (40%) of the respondents confirm the remarks made earlier by one of the
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respondents that auditing (vouching) was done even without the inspection of primary
documentary evidence such as invoices. In effect, this raises concerns whether financial
information of the Dodoma municipality is transparent.

4.3. Advantages of Transparency

This study wished to establish whether local governments and their people can benefit from
transparency in financial matters, particularly, preparation and presentation of financial
statements. For that purpose, the study wished to identify the general advantages accruing
from transparency in local governments. Given the nature of the question, multiple answers
were given. So, respondents could identify as many advantages as they knew. As a result,
responses may tally to a figure greater than the number of respondents. Table five below
summarises the findings.

Table five: Advantages of Transparency

Advantages Frequency | Overall Individual | Ranks
Percent case (%0)
Reduction of financial | 62 32 77.5 1

mismanagement

Increase of ward and pubic | 43 23 53.8 2
participation

Local government officers | 39 20 48.8 3
become more accountable
to their people

Transparency promotes | 30 16 37.5 4
better and informed policy

decisions

Improved access to sources | 7 4 8.8 5
of finance

It encourages other people | 4 2 5 6
to contribute more and to

work hard

Transparency  encourages | 4 2 5 6

trustfulness of both leaders
and other stake holders to
their government
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It helps to encourage WEOs | 2 1 2.5 8
to do well their work

Total 191 100 238.9

Source: Field study, 2015

By using multiple response analysis, it was found out that the overall percentages were
62(32%) for reduction of financial missmanagement, 43(23%) for increase of ward and
public participation, 39(20%) for local Government officers become more accountable to
their peolple and 30(16%) for transparency promote better and inform policy decisions. The
percentage indicated that all the advantages were perceived to be accepted whereby reduction
of financial missmanagement, increase of ward and public participation and local government
officers become more accountable to their people ranked high. The individual case
percentages were 62(77.5%) for reduction of financial mismanagement, 43(53.8%) for
increase of ward and public participation, 39(48.8%) for local Government officers become
more accountable to their peolple. It was observed that these percentages 77.5%, 53.8% and
48.8% were higher than overall percentages, implying that the respondents highly valued the
advantages especially the first, second and third.

4.4. Reduction of Financial Mismanagement

Transparency makes people know the revenue and expenditure of their councils. This makes
them easily query expenditures that violate financial regulations. Moreover, people can relate
the worth of projects and activities with set out budgets for their implementation. It is also
possible to compare expenditures and project progress. Such transparency reduces questions
and limits loopholes for both misallocation and misappropriation of public funds. Many
62(77.5%) of respondents, for instance, observed that tracking the progress of many projects
was difficult because they did not know how much money was allocated to them and how
many phases they would take before completion. It was thus difficult to understand even the
correctness of their municipal financial statements.

4.5. Increasing Public Participation

Many 43(53.8%) respondents also observed that transparency in financial affairs of the
municipality enhances participation of the public. It was identified that when people know
what is happening, their ambition to partricipate increases. Similarly, they become confident
in their leaders. As a result of the these, people become ready to contribute both financially
and materially to the development of their municipality.
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Table six: Challenges Facing the Finance Department in LGAS

Challenges Frequency | Overall Individual Ranks
(%) case (%0)

Limited access to development | 58 16 73 1

finance

Political influence and pressures | 53 14 66 2

Lack of experts 46 12 58 3

Little knowledge on accounting | 45 12 56 4

and finance principles like IFRS

Conflicts of interest with CDA 44 12 55 5

Lack of transparency and |39 11 49 6
accountability  on revenue
collection and expenditure

Corruption 37 10 46 7

Transfer challenges from | 25 7 31 8
EPICOR to IPSAS

Delay of funds 23 6 29 9

Total 370 100 463

Source: Field study, 2015

By using Multiple Respose Analysis, it was observed that overall percentages were 58(16%)
for limited access to development finance, 53(14%) for political influence and pressures and
46(12.4%) for lack of experts. The percentage indicated that all the challenges were perceived
to face finance department in the preparation and presentation of financial statements
whereby limited access to development finance, political influence and pressures and little
knowledge on accounting and financial principals like IFRS ranked high. The individual case
percentages were 58(73%) for limited access to development finance, 53(66%) for political
influence and pressures and 46(58%) for lack of experts. It was observed that these
percentages 73%, 66% and 58% were higher than overall percentages, implying that the
respondents highly gave priority especially the first, second and third.
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5. Conclusion

Transparency enhances good allocation of resources, project time management, effective use
of resources and public participation. It was also observed that transparency increases
accountability and promote better policy decisions. Additionally, transparency act as a way
foward for a municipal or a Government to qualify for an aid, loan from International
monentary organizations or Development partiners.

While transparency remains of chief importance in managing local government funds, there
remain many challenges that have made local government financial reporting intransparent.
Among the challenges facing finance departments in local governments are the dictation of
key financial decisions by politics, corruption, lack of expert skills in financial management
and shortage of funds.
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