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ABSTRACT

Financial reporting by Community Based Organizaid@BOs) has become an issue of
global concern; because of their local operatio®80€ do not use standards in their
operations. The financial reporting of the CBOs r result into relevant and reliable
information to donors and this affect timely fundiskiirsements and activities’
implementation. Previous studies have focus orelalNpn Profit Organizations but limited
reference to CBOs financial reporting relevance egldhbility. Given the importance of
financial reporting, there is limited informatiorelating to governance, accounting and
accounting systems, on relevance and reliabilitthencontext of CBOs. The purpose of the
study was therefore to analyze factors affectingaritial reporting of CBOs in Kisumu
County, Kenya. Specifically, the study sought ttakksh the effect of governance, analyze
effect of accountability and establish the effefciccounting systems on financial reporting
in the CBOs. The study was anchored on the caosricyg theory. The study employed
correlational research design targeting 55 CBOsArting Officers and 8 management and
monitoring officers. The research did census sumfethe target population. Primary data
was obtained through self-administered semi-stradtujuestionnaires while the secondary
data from desk review of relevant materials. Psioidy of 5 Accounting Officers from the
target population in 5 constituencies was done. Tél@bility of the instrument was
estimated after the pilot study of 5 CBOs, the Itegave Coefficient alpha of 0.949. Validity
of the instrument was verified using experts’ rexges. Data analysis was done using
descriptive statistics, Pearson’s correlation agtession analyses and presented in tables.
The findings were that governance was a positivagmficant predictor of financial
reporting = 0.172, p = 0.140) implying that for every unit iaase in governance,
financial reporting will increase by 0.172; accability positively insignificantly influences
financial reporting [§ = 0.125, p = 0.327) meaning for every unit increasadcountability
financial reporting will increase by 0.125 and aguting systems significantly affect
financial reporting [§ = 0.548, p = 0.00) implying that for every unit inase in accounting
system financial reporting will increase by 0.54khe study concludes that embracing
governance, accountability and accounting systexad to quality financial reporting. The
study recommends that CBOs should intensify goodegmnce practices, improve
accountability and strengthen accounting systenmhe Jtudy findings may help CBOs in
improving compliance to donor requirements andrmf@BO sector policy formulation in
Kenya and the funding partners. The study can foasis for further research in the area.
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OPERATIONAL DEFINITION OF TERMS

The following provide the definitions of terms ased in the study

Community Based Organizations (CBOs):Refers to Total War against Aids (TOWA)
funded communal groupings operating within constitties with common intention to
effectively address the plight of HIV/AIDs victimseeds in the community in Kisumu
County, Kenya. The CBOs were formed for varied oeasand receive funding from
members collection and other donors but were alemtified by National Aids Control
Council (NACC) to receive TOWA funding from WorldaBk.

Financial reporting: A process that the CBOs undertake to produce dpgrahd financial
information that is relevant and reliable in demmsmaking. It involves the CBOs issuance of
financial statements and their related notes asdlalures as set forth in the accounting
standards and requiremenikhis study focused on relevancy and reliability fimancial

reporting.

Governance: The CBOs management of resources in a manner gshapen, transparent,
accountable, equitable and responsive to local camityis needs. Governance for the sake
of this study focused on the CBOs management caesnibdependence and management

effectiveness (qualification and performance).

Accountability: The responsibility of CBOs management delegatedarry out specific
tasks on behalf of donors. This indicated the extemwhich the donor funds are put in proper

use as reported in the financial statement focusimgbjectivity and honesty.

Accounting System: These are operating policies and procedures stipgdhe recording
of financial activities in the CBOs. These are anni of CBOs written financial guideline,

manual or computer financial system being useédonding financial activities.

Relevance: Financial information capable of making a differento CBOs donors and
members decisions who are the main users of finhimdormation. Relevant information has
confirmatory or predictive value and representsdamental qualitative characteristics of

CBOs financial reporting.



Reliability: The CBOs ability of financial reporting to consislg perform as expected in

achieving the CBOs objective. In this study religypirepresent enhancing qualitative
characteristics which are complementary to the dumehtal qualitative characteristics and
these are comparability, verifiability, timelinesmda understandability of CBOs financial

reporting.
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CHAPTER ONE: INTRODUCTION

This chapter sets out to review specific areashefdtudy. It is given under subsections of;
background information with specific focus on thgeatives of the study comparing and
contrasting the existing literature and criticadliyalyses to expose the knowledge gaps. The
chapter addresses the statement of research prolilettso gives the research main and
specific objectives; highlights research hypothest®pe and justification of the study and

finally the conceptual framework of the study.

1.1 Background of the study

Financial reporting is a process which provideariicial information about the reporting
entity that is useful to existing and potential ketaolders in making decisions about
providing resources to the organization (IASB 20Eipancial reporting provides a method
of systematically recording and evaluating businessivities for the benefits of all
stakeholders, they also discloses useful informatiat ensures transparency and can be used
for decision making (Greuning, 2004). Financiala’mg involves the public issuance of
financial statements and their related notes arstlalures as set forth in accounting
standards and requirements (Borio & Tsatsaroni85R0rhe objective of financial reporting
is focused on meeting the information needs ofphmary user in resource management.
Financial reporting is a function of managementhitplanning and controlling functions

and is important to all organizations (Borio & Tsanis, 2005).

Financial reporting process give rise to finanagborts which are formal records of an
organization's financial activities, they are meahportraying financial accountability in an

organization (Collins & Collins, 1978). Financr&ports must exhibit certain qualities that
make them wuseful to the stakeholders and theseudaclrelevance, reliability,

understandability and timeliness (Gale, 2003). kaie report is the first source of
independent and true communication about performanic company managers (Sloan,
2001). Financial statements form part of the preces financial reporting. The main

components of a complete set of financial statemmamg statement of financial position; a
statement of comprehensive income, statement ofggsain equity, statement of cash flows
and notes, comprising a summary of significant antiag policies and other explanatory

information.



At present there are two sets of international aoting standards issued and widely used by
professional accountants: IPSAS and IFRS/IAS faaricial reporting practice in public
sector and for-profit organisations respectivelyorgorate sector financial reporting
(especially for publicly accountable firms —incladi those listed on stock exchanges),
conforms to the standards that are issued by tteenktional Accounting Standards Board
(IASB). The IASB has also published IFRS for Snaid Medium Enterprises (SMEs) for
use primarily by smaller for-profit entities (Intetional Federation of Accountants, n.d).

Governance is an important element for an orgaioizab operate effectively and foster its
growth. For an organization to function efficientiynd effectively stakeholders must have
confidence in the financial reporting process whieim be achieved when there is a well-
balanced, functioning system of corporate govereal@ezaee, 2003). NGOs should
strengthen their leadership through training, coughand mentoring both the Board of
Directors/Management Committees and the NGO managerfKateeba, 2010). For an
organization to deliver quality reporting it ne¢dshave well skilled personnel, qualified and
well trained accounting staff who are able to nteetdonor financial reporting requirements
(Ayuma,2012). Mukasa, (2002) found out that staffinmbers in the NGOs typically receive
lower pay than in the commercial private sectoreylthave little organizational and
professional skills and the little training theyxeeve or lack of it concerns them. CBOs have
people other than an accountant preparing theantiral returns and reports, this can be the
treasurer of the group or a person a pointed byrieagement team and may not necessarily
be an Accountant (Odindo, 2009).

In CBOs management committee is the governing hmlligh provides strategic direction
and leadership. Rezaee (2003) examined financiabrtieg in corporate organizations
operating in the capital market with robust govegssystem unlike CBOs who are small in
size and rely on contribution or donations. Theliings of, Kateeba, (2010); Ayuma, (2012)
and Mukasa are based on large NGOs generally oherbas of governance in these
organizations and not specifically financial repayt Odindo (2009) assesses CBOs capacity
needs in general not mentioning governance inioglab financial reporting. CBOs are
generally small in size with a unique system wigeerning body is the management and
could also double up as the operating personna.dBOs scenario does not fit any of the
studies given therefore necessitated the need afdapendent study on governance and its

effect on financial reporting in these grass roogaoizations. This study specifically



established the effect of governance on finanaglorting of the CBOs which remained

unclear.

Alnoor (2003) asserts that NPOs respond to issfiesc@ountability with both tools and
processes. Familiar tools are annual reports, iahraccounts, performance assessments,
quarterly reports, independent evaluations and tsudDdindo (2009) conclude that
community based programs in Kenya fail due to & t#ctransparency and accountability in
the use of project funds, or a lack of proper rdsan how the funds were used. Slim (2002)
outlines two kinds of accountability for NGOs; pmrhance accountability and voice

accountability that is the reliability of what thegid and the authority with which they spoke.

The studies on accountability of Alnoor (2003) a@dindo (2009) are rightly based on
NPOS where CBOs fall and assessing their accouityafihe studies go round the concept
of accountability but there is no link of accounli# and financial reporting. Despite the
size of the CBOs, there is need of financial rapgrto facilitate funding for effective

implementation. There was need to go in-depth teréain the effect accountability has on
financial reporting of the CBOs which is not evitden the previous studies. This study

analyzed the effect of accountability on financegorting of the CBOs.

Investing in a good accounting system ensures dioaaicial reporting and illustrated the
need to incorporate the Standard Operating RegoRimcedures in financial reporting in
NGOs to reduce these challenges (Ayuma, 2012). MiN@911) asserts that for a long time
in Kenya, the practices and principles of accountirave been viewed to be for use by
corporate and other formally structured organizetiand for SMEs the written accounting
records are limited to a list of debtors and bussnereditors, the other records are held in the

traders’ memory.

Ayuma (2012) focus on computer accounting systerfamge multi-funded NGOs, the result
do not represent the CBOs scenario whose systenmadreobust as these organizations.
Mwangi (2011) studied business Small and Micro Emises whose accounting recording
are different from the donor funded CBOs recordifignis study did not cover the
technological software aspect as given by Ayumd22ut on the written policies and
procedures being followed to generate the financegdorts therefore agrees with the

assertions of Mwangi (2011) on the view of fundatakaccounting principles requirements.



It was therefore important to establish the eftdciccounting systems on financial reporting
which remained unclear whether it is importantdawédnthese systems in the CBOs and which

no other study has adequately addressed.

A Non-Profit Organization (NPO) is an organizatibat operates like a business but does not
seek financial gain (Gray, et al 2006). The pragtifollowed by NPOs on certain issues are
varied and diverse thereby making the financiabrepincomparable and difficult for users
to understand. Currently, the International Accownt Standards Board (IASB) (an
independent, private-sector body that develops apgroves International Financial
Reporting Standards) has not put emphasis on tladityquof financial statements and
increased accountability of Not-For-Profit Organiaas. This has created a myriad of
challenges for the NPOs since their reporting isgueded by standards but by the various
stakeholder requirements (Ayuma, 2012). As a resoline countries have made efforts in
harmonising accounting practices and presentatibithwmostly refer to the lager NPO
formed undeNGOs Co-ordination Board usually referred to as ¥&mvernmental Organizations

(NGO), these standards which exist are mostly countegifip.

Community-Based Organizations are communal growpthgt operate within a single local
community (Fisher, 2002). They are essentiallylzsstiof the wider group of nonprofits, like
other nonprofits they are often run on a voluntaagis and are self-funding or given grant by
well-wishers. In Kenya they are registered underNational Council of Community Based
Organization Board (NCCBO). The CBOs financial mtjng follow the generally accepted
financial principles as spelt out by IFRS since¢his no special standard set for NPOs. It is
evidenced that CBOs are in dire need of financigdpsrt to be able to carry out their
programs, most CBOs have people other than an Ataoupreparing their financial returns
and reports (Odindo, 2009). Currently NCCBO is eaclwith regard to the financial
reporting requirements for registered CBOs in Kem(asence of financial standards in this
sector makes it difficult to have uniformity in tipeocess and presentation, therefore each
CBO follows their own reporting style or specifiortbr requirement. The Total War Against
Aids (TOWA) CBOs operate with mandate to facilitatdV/AIDS care and reduction
activities in Kenya. The CBOs received funding framorld Bank through Financial
Management Agencies (FMA) Price Water House Coofei&/HC) and monitored by
National Aids Control Council (NACC) representifgetgovernment. From the audit reports

for period between the years 2011 to 2014, the CB&® been faced with continuous poor



financial reporting which have caused delay in farahsfer whose requirement is complete
financial documentation as per donor requiremergp{ier Franklin and Associate CPA,
2014).

These grass root organizations are important ireldpment and therefore the research will
analyze factors affecting financial reporting by t&BOs to give some direction in this
sector. This study focused on the factors affectiggqualitative characteristics of financial
reporting. The study concentrated on the effecg@fernance, accountability and use of
accounting system in financial reporting of thed®OCas adapted from Keating & Frumkin
(2003) in the assessing Non-Profit Making Finanblaasure and to ascertain to the extend

which these same factors are affecting financiabreng of the CBOs.

1.2 Statement of the Research Problem

Research findings on financial reporting do nothhght or contradict greatly with CBOs
scenario. While research on financial reportinganporate organizations and larger NPOs
has been done, none has been specific on finareparting of CBOs. CBOs capacity
assessment has been conducted in Kenya, but narcksbas been done specifically
highlighting the factors affecting financial repgag of the CBOs. Currently National Council
of Community Based Organization Board is uncleahwegard to the financial reporting
requirements for registered CBOs in Kenya. Ther@gonal Accounting Standards Board
in its quest on financial reporting requirement pasmuch emphasis on business enterprises
or profit making organization but not to the NPO®WA funded CBOs were given funds to
facilitate the HIV/AIDS related support activitieBhe audit reports revealed that the CBOs
have been faced with continuous poor financial répg; this caused delays in funds transfer
to the CBOs hence affecting service delivery todheraries causing anxieties and even
death. The governing body was entrusted with déumod; CBO scenario does not fit any of
the studies given therefore necessitated the nead mdependent study on governance and
its effect on financial reporting in these grastrarganizations. The demand for
accountability in form of complete financial remnmnade by the Financial Management
Agency (FMA) caused delays in further funds trandlierefore there was need to analyze the
effect of accountability on financial reporting whiis not evident in the previous studies.
The absence or failure to use accounting guidelnyethe CBOs and which no other study

has adequately addressed necessitated this studyaiolish the effect of accounting system



in financial reporting of the CBOs. It is therefockear that there is a concern on CBOs
financial reporting. This research therefore brglgee gap of limited knowledge in this
sector by analyzing factors affecting financialogmg of the CBOs in consistent with the

guided objectives.

1.3 Objective of the Study

The main objective of this study was to analyzediscaffecting financial reporting of CBOs
in Kisumu County, Kenya.

The specific objectives of the study were to:
i) establish the effect of governance on financiabriépg of CBOs in Kisumu County,

Kenya.

i) analyze the effect of accountability on financigporting of CBOs in Kisumu County,
Kenya.

iii) establish the effect of accounting systems omtfira reporting of CBOs in Kisumu

County, Kenya.

1.4 Research Hypothesis

The study was guided by the following null hypoems
Ho1. Governance has no effect on financial reportin@BOs in Kisumu County, Kenya.

Ho2. Accountability has no effect on financial repogtiof CBOs in Kisumu County, Kenya.

Hos. Accounting systems has no effect on financial repg of CBOs in Kisumu County,
Kenya.

1.5 Scope of the Study

The study is multi-disciplinary mainly based on @aating and finance. Geographical scope
of the study will be taken from the CBOs in Kisut@ounty constituencies. The county has
seven constituencies namely: Kisumu East, KisumstW&sumu Central, Seme, Nyando,
Nyakach and Muhoroni Constituencies. The study $eduon the factors affecting financial
reporting in Community Based Organizations, speaify CBOs in thee constituencieas a
representative. The study targeted TOWA funded CB@sto the uniformity of operations

and representation. The constituencies within Kis@ounty were chosen because they had



largest TOWA funded CBOs representations compavedtiier Counties. This study was

conceptualized between September 2015 and Novex0ié:

1.6 Significance of the Study

Community Based Organizations are an integral paiKenya's development process and
have shaped important policies like poverty eratoa The study was to enhance CBOs
capacity to build mechanisms in financial reportinfOWA funded CBOs reporting
guidelines require them to submit financial repogtgery month, these report must be
consistent to the guidelines and to the Generatlgefited Accounting Principles (GAAP).
The funds transfer to the CBOs follows the agredraeannual in any financial period and is
given in subsequent tranches after submitting firdmreports that adheres to the guidelines
otherwise the delay or failure to receive full amated funding. The study findings can
generate knowledge for the donors about why the €B&l to comply with donor
requirements leading to delay or stoppage of fupdirhis can help the donors to identify
what kind of technical support they should provide CBOs before giving them any funding
in order to ensure acceptable financial reporte $tudy findings can help CBO sector in
general in improving their compliance to donor regments and thus improve their
capability to attract more funding and ensure tloeganizational sustainability and growth.
This study can also make an academic contributiotingé area of knowledge. Finally study

findings can be a basis for further research ordtrer/CBO relationships.



1.7 The Conceptual Framework

Independent Variables Dependent Variables
Factor affecting CBOs
Financial Reporting Financial Reporting

Governance
Committee Independence Relevance
Management Effectiveness

v

Reliability
Accountability
Objectivity
Honesty

Accounting System
Procedures
Accounting Records

Figure 1.1: The Conceptual Framework

Source: Adapted from The Contingency Theory by lerel967)

This study was anchored on the contingency theblgadlership according to Fiedler (1967).
The theory states that for the leader to be effecthe/she must adjust leadership style in a
manner consistent with critical aspects of the pizgional context, such as the nature of the
task and attributes of employees carrying out tbekwThis theory focuses on the situational
or environmental factors that influence leadershipis theory was used to represent how
financial reporting is contingent upon the factons the organization emanating from
governance, accountability and accounting systemo Variables have been taken into
account; financial reporting being dependent amdf#ictors affecting financial reporting as
independent variables. These variables have bemtified and their relationship shown in
the figure above. In the model for this study, teet was between the factors and the
financial reporting. The factors have been categakiinto three broad parts to express the
effects emanating from; governance, accountabiiiyd accounting system in an
Organization adapted from Keating & Frumkin (20@3)he assessing Non-Profit Making
Financial Measure with adjustments made to fit @&Os, their quest to quality financial
reporting and meeting the needs of the fundersadhdr key stakeholders. These directly
affect the qualitative characteristics which foe thurpose of this study were; relevance of

and reliability on financial reporting.



The qualitative characteristics adapted from cot@pframework for financial reporting
(FASB, IASB 2008) was used to represent the dependriables. The framework asserts
that for financial information to be useful, it shd possess two fundamental qualitative
characteristics which are relevance and faithfplesentation. It further describes enhancing
gualitative characteristics, which are complemegntao the fundamental qualitative
characteristics; comparability, verifiability, tinres and understandability. Reliability
represented the enhancing qualitative characteasticomparability, verifiability, timelines
and understandability as in the framework. Theeeforancial reporting is a function of these
factors; this was used to represent the contefimafcial reporting of the CBOs as illustrated

in the figure 1.1 above.



CHAPTER TWO LITERATURE REVIEW

This section provides a critical review of relatierature that has been published in this area
with a specific focus on the objectives of the gtudihis chapter reviews theories and
empirical literature resulting from such studiesiean Kenya and elsewhere.

2.1 Theoretical Review

2.1.1 The contingency theory

The contingency theory of leadership accordingiealler (1967) states that for the leader to
be effective, he must adjust leadership stylenmaaner consistent with critical aspects of the
organizational context, such as the nature ofdbk &nd attributes of employees carrying out
the work. During the 1970s, accounting researcl&gan using contingency theory in
management accounting research, developing itth@caccepted, but sometimes criticized,
contingency theory of Management Accounting Systétey, 1980). The main approach is
to identify variables that seem to affect the ca®jty of Management Accounting System in
organizations, the Management Accounting Systemoigtingent upon certain factors or
variables (Jones, 1985). This theory was used poesent how financial reporting is
contingent upon the factors in the in the CBOs atiag from governance in the
organization. The theory fits well with CBOs casxéuse they are generally managed and
run by the governing body (management committeerevim most cases the treasurer is the
accounting officer. The theory was used to expliungher if the financial reporting is

contingent upon accountability and accounting syste

2.1.2 The Concept of Governance

According to Cadbury (1991), directors are accdoletéor the preparation and authorization
of financial statements and responsible for engutive quality and integrity of financial
reporting. This includes their relevance, faithfepresentation, comparability, timeliness, and
how understandable they are for users. He posatstlie governance framework is there to
encourage the efficient use of resources and gquallrequire accountability for the
stewardship of those resources. The aim was tm @gynearly as possible the interest of
individuals, organizations and society. The thasripased on the aspects of corporate profit
organizations and not the CBOs, it does not disclhe effect of governance to financial

reporting and does not represent realty in the CH@es qualitative aspects of relevance and
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reliability in this study were used to establisk #ffect of governance on financial reporting
of the CBOs.

Eyong (2001) asserts that good governance meanseffieetive management of an
organization’s resources in a manner that is opamsparent, accountable, equitable and
responsive to people’s needs. Good governance @minesisure management achieves the
organization objectives and is accountable forfthancial and other resources within the
boundaries set by the rules of the project. Gomgrrbodies are either called Boards,
Trustees, Executive Committees, Management Conssitter Councils. Organization
leadership should establish internal control systémt will ensure a code of ethical conduct
and a framework for internal regulations, includisgstems and bylaws. NPOs require a
governing body to provide strategic direction agadership CAFS (2001). NPOs operate in a
rapidly changing and competitive world if they hate survive in this challenging
environment, managers need to develop the necessdeystanding and confidence to make
full use of financial management tools (Lewis, 20Manjohi (2010) in his study found out
that the major challenges that community based nizgdons face in their quest to
sustainability include poor leadership. NPO sedailso faced with governance challenges
in relation to internal cohesion, Kenya Nationau@ail of NGOs (2001) spells out that NPO
governing bodies are often weak, ineffective anildase not capable of discharging even
basic responsibilities. The governing body has ranetary stake in the organization but
chosen on trust by management, beneficiaries oddmers to oversee the organization’s
functions, this generally make them non committedhallenging situations. Karanja, (2014)
highlights the recent deregistration of 510 chhtéaorganizations for failing to file their
audited reports as required by law and other 15gamernmental organizations for allegedly

funding terrorism activities in the country.

The previous studies set the ground and explair@argance and its challenges in the
corporate profit organizations and larger NPOs @sfig on their broader management, but
do not highlight effect of governance on financgorting. This study used these grounds to
go further and establish the effect of governantémancial reporting specifically on CBOs

which are rather smaller in size and operatiorcdnsistent with the above quoted scholars
this study highlighted effective management of veses, protection of stakeholders’ interest
and adequacy of personnel skills. In contrast Cadi{t991) analysis is on corporate profit

organizations which have very different set up vVB@BOSs, also focused on the capital market
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which CBOs have no connection with. Eyong (2001AFS (2001), Wanjohi (2010) and
Lewis, (2012) have based their assessment in lagggrofit organizations with robust
governance structure than the grass root CBOs. siindies are also generally assessing
governance in promoting efficient use of resoutngsdo not clearly bring out governance as
an issue in the financial reporting. It is cldzat these studies cannot be used to address this
specific sector as far as governance effect oméiah reporting is concerned but were used
as a guide. The funds were entrusted to the CB@rgow body hence the need to establish
their effect on financial reporting which this syualddressed.

There is still limited knowledge on the effect obwgrnance on financial reporting
specifically of the CBOs in general. This study werhead established the effect of
governance on relevancy and reliability of finahoggoorting of the CBOs.

2.1.3 The Concept of Accountability

Financial accountability refers to the use of pubhoney in term of norms property,
austerity and efficiency; it is giving an accoufitagtions taken and being held accountable
for these actions (Mestry, 2006). Financial accabihty is primarily understood as the
relationship between the citizens as accouters,tlamdovernment as an accounted, where
the citizens hold the Government to account for #tewardship of public money.
Accountability is procedure requiring officials ardose who seek to influence them to
follow established rules defining acceptable preessand outcomes, and to demonstrate that
they have followed those procedures (Johnston,)2@@gording to Brown & Moore (2001),
accountability should be treated as a key strategige that will help an organization to
define and achieve its highest value. Mestry, JohnsBrown and Moore looks at
accountability in terms of the process and impaain larger organizations and do not bring
out the effect accountability has on financial mjog. This study went further and analyzed

the effect of accountability on financial reportiofjthe CBOs.

Ross (1973), states that the issue of accourtiabrises as part of the process of delegation.
The principle gives the agent resources or delsgptever for a purpose and wishes to
constrain or provide incentives to the agent tovig® value for money in the use of the
resources. Cornwall et al., (2000) suggests thatctincept of accountability is often used

without clarity over who is accountable to whomihat domains of life. Langenberg (2004),
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states that while NPOs might argue that existingpaotability mechanisms are that simply
having a code does not ensure all organizationsfelibw the rules. Thus, on the surface, it
would appear that some form of mandatory reporiggNPOs forms an ideal measure of
accountability. Marshall (2002), states that théseno straight forward measure of
organizational effectiveness of NPOs and therbesigsue of enforcement and /or sanctions.
These concepts were on larger organizations anchatoclearly isolate the effect of
accountability on financial reporting. In view dfeise facts and especially agency principle
between donors (principle) and CBO management {agénwas important to analyze the

effect of accountability on financial reporting the agents of the funds given by the donors.

Boice (2004) states that financial accounting isaficial responsibility or operational
transparency that requires demonstrating how domatio organization have been used and
how effective organization is in achieving its goaFinancial accountability is made by
preparing and circulating financial statementseaports to stakeholders. According to Gale
(2003), financial accountability gives NPOs legdicy and credibility, contributes to their
reputation and adds to their sustainability. Gowdrfcial accountability limits fraud and
mismanagement. It also empowers beneficiaries #mer gtakeholders since information is
power. While donors are willing to fund organizasothat can create an impact in the
society, they also expect accountability of thed&ithey give. However, according to Leat
(1988) there is need of accountability with santdiovhere some form of penalty is imposed
if the account or the actions are inadequate. Tassertions were on larger organization with
profound processes and also do not show how acaoilityt affect financial report. In
support of Boice, Gale and Leat in their reportsvéts important then to go further and
analyze the effect of accountability on financegporting of the CBOs.

This study incorporated the stated scholars ideaacoountability as defined especially in
the presence of principle and agent relationship emde of conduct. It is also true as
Langenberg (2004) asserts that having code doemeah the organizations will follow, it

may just be kept. It is by action for instance; lgudinancial reporting that one may judge
the accountability compliance. The scholars; (Mgs2006, Brown & Moore, 2001,

Marshall, 2002, Boice, 2004) put emphasis on theontance of accountability in resource
allocation and operational efficiency but do nahgrout effect of accountability on financial
reporting quality that this study analyzed. Thesalysis do not bring out the effect of

accountability on financial reporting and were alsased on corporate profit making
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organizations and large nonprofit organization vdistinct corporate structure, therefore the
result do not represent the small CBOs which thigysfocused on. This study specifically
analyzed the objectivity and honesty in financigparting processes while analyzing the
effect of accountability on financial reportingtimese grass root organizations.

2.1.4 The Concept of Accounting System

A company’'s Accounting Information Systems oftene asubsystem of its overall
management information system (MIS). Collins & @al(1978) contend that an accounting
system is a way of keeping a written record ofgeations. Receipts are given for all money
that is received by an organization and receiptsamked for every time money is spent.
According to Larson & Pyle (1988) an accountingteys consists of business papers,
records, reports and procedures that are used byganization in recording transactions and
reporting their effects. Kugel (2011) suggest thaving the right technology and using it
effectively are both essential to achieving betéxecution of Financial Performance
Management processes. The concepts do not estaldasty the effect of accounting system
on financial reporting. In agreement to the extdrthese scholars’ assertions this study went
ahead to establish the effect of accounting syst@mfnancial reporting in TOWA funded
CBOs.

Welsch & Short (1987) stated that an accountingesys regardless of the size of the
organization is designed to collect, process apdrteperiodic financial information about
the entity. Schnelder (1989) stresses that the lnédiscal management in any organization
is a good accounting system, that is appropriatéh&b organization. In order to achieve
consistent financial accountability it is necesstryestablish standards and a system for
accounting practices. Brown & Moore (2001) statat tthere is no single accountability
system that is right for all organizations. The dhder a transparent and standardized
reporting and accounting system for large scaleviserdelivery, conflicts with the
requirements for the service to those in need ifportant to note despite the size of CBOs
that they need accounting system as stated by Wé&lhort (1987). These previous studies
looked at accounting system in relation to larggaaizations and did not establish how the
accounting systems affect financial reporting. Ehisrneed in the same content to establish

whether CBOs need these systems and their effdotancial reporting. This study focused
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on the small grass root CBOs to establish the efiécaccounting systems on financial

reporting, in case the CBOs.

An organization's choice of accounting system iddtermine how easy or challenging it is to
come up with the varied reports. From these ang)yisés clear that accounting systems are
crucial but they do not clarify the effect on theaihcial reporting. It is therefore important to
establish the effect of accounting systems especlat of the small nonprofit sector which
may assume the usefulness at the expense of falaaporting requirement which facilitates

effective receipt of donor funds which has remaiaedssue in the CBOs.

2.1.5 Financial Reporting

Financial reporting provides financial informatiabout the reporting entity that is useful to
existing and potential stakeholders in making dens about providing resources to the
organization (IASB 2012). Financial reporting refeto a good overview of project’s
progress, and good financial records make sounpbgirononitoring and evaluation much
easier Greuning (2004). Greuning (2004) looks dtnancial reporting in terms of full
disclosure of the financial statements, ensurirengparency and provision of a fair
presentation of useful information that can be ueedecision making purposes. Borio &
Tsatsaronis (2005) asserts that financial reporiegns issuance of financial statements and
their related notes and disclosures but insisttti&t have to follow the accounting standards
and requirements. The Financial Accounting Starslddard (FASB, 2008) states that
financial reporting should provide information thatuseful to present and future investors
and other users in making rational investments @acisions such as issuance of credit
facilities. FASB and the IASB published Concept&ahmework for Financial Reporting
which represents the foundations of the accourdtagdards. The application of objectives
and qualitative characteristics should lead to iudihancial reporting information that is
useful for decision making (FASB, 2008; IASB, 200&ccording to Gale (2003) poor
financial reporting greatly diminishes NPOs progper

International Accounting Standards Board (IASB) has improved the quality of financial
statements and increased accountability of NPOsjesoountries have made efforts in
harmonizing accounting practices and presentasimguGAAP. In Kenya, the council of the
ICPAK set the IFRS to be the accounting standarar{@lVBank, 2001). ICPAK (2005)
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further confirmed that the requirement for adoptiRS had been legalized for both listed
and non-listed companies in the Companies Act (C¥8). However, due to lack of

emphasis on the format of financial statementsiacr@ased accountability of Not-For-Profit
Organizations Kenya has also made efforts in hamman accounting practices and
presentation by coming up with Statement of Recontted Accounting and Auditing

Practices (National Council of NGO, 1998). SORAAdPs sector-driven recommendations
on accounting practices for specialized industaesectors which supplement accounting
standards and other legal and regulatory requiresmienthe light of the special factors
prevailing or transactions undertaken in that palér industry or sector that are not

addressed in accounting standards.

Barth, Landsman & Lang, (2006) states that inforomatis material if its omission or

misstatement could influence the decisions thatrsuseake on the basis of an entity’s
financial information. When considering whetherafgial information is a relevant or
reliable of what it purports to represent, it ispontant to take into account materiality
because material omissions or misstatements vglilren information that is incomplete,

biased, or not free from error. Barth, Landsman &g, (2006) further assert that financial
reporting imposes costs; the benefits of finanoggorting should justify those costs. The

costs of providing information include costs ofleoting and processing the information.

It is no doubt from the quoted scholars that finalneporting is important to the existent and
growth of an organization. These studies were basedorporate profit organization and
large NGOs and not CBOs, there is also no clealysisaof factors affecting financial
reporting. TOWA funded CBOs are required to sulfméncial report which is consistent to
the donor requirements to the FMA before receivimgre funds, these grass root
organizations have not performed well in their sigsions. It is therefore important to
analyze factors affecting financial reporting ight of these harmonized accounting practices
and the constraints. This study focused on faciffecting financial reporting in TOWA
funded CBOs because there is limited knowledge céslhe in these grassroots sector

financial reporting in attracting more funds fopexsion.
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2.1.6 The Concept of Community Based Organizations

Fisher (2002) states that before the formal regfisin of CBOs, community members usually
start informal groupings with common agenda, mdghem are mainly women groupings
with a name “Merry go round”. The main agenda iesth groups is some activities on
economic empowerment. The history of Community BaSeganizations (CBOs) lies way
back during the American Civil War, whereby chargjyoups were designed to offer
assistance to those who were displaced, disabtadypoverished by the war. It was during
the period between 1980s and 1990s, when CBOs dggdaon a point that they were being
referred to as a movement, and the process of camynorganizing expanded into many
community organizations (Fisher, 2002). The maffiadilty that emerged during this period
was the shifting of power from local communities regions, nations, and international
corporations. The process of globalization raisedues about the efficacy of local
organizations in addressing problems caused byedsecgle financial forces, thus the
foundation of national and international organizasi (Speer& Perkins, 2002).

In Kenya, CBOs began as self-help groups in thesye1960s when the first president of
Kenya, Mzee Jomo Kenyatta began to encourage gassgrowth through coming together
in the spirit of what was referred to as Haramb#&aurfjohi, 2013). This spirit was based on
the understanding that one could not be able ty @at plans or actions by him/herself but
would require a certain contribution from the otheembers of the society. The Harambee
spirit kept most of the self-help groups growing/anjohi, 2013). It is estimated that there
are 52,350 CBOs in Kenya registered with Nationaui@il of Community Based

Organization. Most of these organizations are mesfhiy@ based organizations that offer

services to their members as much as they give toaitle society (NCCBO, 2015).

The TOWA funded CBOs were given funds from WorlchBshrough financial management
agencies Price Water House Coopers (PWHC) and areditby National Aids Control
Council (NACC) representing the government. Thedfuwas given to facilitate HIV/AIDS
care and reduction activities. From the audit regoéor period between the years 2011 to
2014, the CBOs have been faced with continuousngistency in financial reporting hence
the delay in fund transfer by financial managensgencies whose requirement is complete
financial report (Kepher Franklin and Associate CR814). The delay in funding means that

the HIV/AIDS care and reduction activities are fatilitated and therefore the life of the
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affected and infected is at risk. The CBOs weresgicapacity building by the financial

management agencies but over the periods there eEmerved concerns in the financial
reporting. The CBO sector contribute to nationaled@oment, unless the issue of financial
reporting is emphasized, it is very difficult fdretm to address not only the critical issues
facing communities today but also the very chalkésnthreatening their own survival and the
purpose on which they are formed. There is no fipgmievious research on factors affecting
financial reporting of these grass root organizatio This research emphasis was on
governance, accountability and accounting systeartlagir effect on financial reporting. The

study focused on the factors affecting financigloréing in the CBOs because this remained

an issue in this sector.

2.2Empirical Review

2.2.1 Effect of Governance on Financial Reporting

Rezaee, (2003) assessing the ‘six legged stookrissshat corporate governance is a
mechanism of managing, directing, and monitoringpgporation with the goal of creating
shareholder value while protecting the interestetber stakeholders. The six legged stool
consist of six groups of: Board of Directors, Audibmmittee, Top Management Team,
Internal Auditors, External Auditors and GoverniBgdies. For good corporate governance,
companies should develop a “six-legged stool” mdhbat supports responsible and reliable
financial reports. Each participant in the procssa leg of the stool, supporting the one top
goal of producing high-quality reports. The modebased on the active participation of all
parties and fosters continuous improvements. (Re2893) further states that this should be
done by personnel with adequate skills; if theyravequalified or lack adequate training then
the effect on financial reporting is enhanced. H@otudes that for capital markets to
function efficiently and effectively stakeholdersush have confidence in the financial
reporting process which can be achieved when ibexevell-balanced, functioning system of
corporate governance. Rezaee (2003) reports omm@ieporganizations, although the CBOs
are not robust in governance as these large om@#ms therefore it is important to
understand their governance structure and thetediedinancial reporting. CBOs do not
have six legged stool but may have one or two caimgr of management and Committee or
just committee who doubles as management. Thigigua and need proper analysis on the

CBOs operations to ascertain the oversight rolgosernance on financial reporting. This
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study looked at the CBOs governing body and estabdl the effect of governance on

financial reporting so as to foster stakeholdeosfitlence.

Kateeba (2010) conducted a study on the relatipnebiween governance and quality of
financial reports in NGOs supported by AIM prograewim Bushenyi, Ntungamo and
Rukungiri Districts in Uganda. The study utilizeatr@ss section survey research design and
a total of 107 respondents from 37 local and 9onali NGOs were interviewed. It was
concluded that governance is highly related toginality of financial reports in NGOs. The
regression analysis established that governanaepigdictor of quality of financial reports
accounting for 49.2% of variation in quality of dncial reports. It was therefore
recommended that NGOs should strengthen their teligethrough training, couching and
mentoring both the Board of Directors and the NG@nagement. His study used cross
section survey design based on the relationshipdest governance and quality financial
reports of the larger NGOs with established stmestuThis study employed correlational
research design which determined and reported #yetlings were and focused on a smaller
institution of CBOs establishing the effect of gmence on financial reporting of CBOs.
Keteeba (2010) study focused on the reports, thgerduct of financial reporting, this study
analyzed effect of governance on the process a@néial reporting itself, that is during
financial production or reporting, this gave beitesight of factors to deal with directly to
achieve better results.

Ayuma (2012)) conducted a study in Kenya on anyasmalof the challenges that multi-
funded NGOs in Kenya face in financial reportings findings included the fact that for an
organization to deliver reports it needs to havd sldlled personnel, a qualified and well
trained accounting staff who is able to meet thaotddinancial reporting requirements.
Mukasa (2002) did a case study of expatriate staffessity in International Development
NGOs in Uganda found out that staff members inN@Os typically receive lower pay than
in the commercial private sector. They have litttganizational and professional skills and
the little training they receive or lack of it caros them. Another study by Ernst & Young
(2013) on capacity assessment of CBOs working Ri#im International in Kenya found out
that majority of CBOs accounting and finance ralese handled by the treasurer who is part
of the executive committee. The treasurer had remaate accounting/finance background
and the treasurer is not empowered to carry oueslubhdependently, this is a focus on

general capacity assessment without connectiomamdial reporting. These studies focused
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on the staff capacity, this study also includedgmvernance staff capacity since most
management committee double as the operating pegsoROWA funded CBOs committee
serve on voluntary basis with basic allowancess #study needed to ascertain that these
officials can still operate normally and have tlapacity to carry on the required financial
reporting. Necessitated with these scholars’ifigsl, the study looked at the management

effectiveness and established the effect of goveman financial reporting of the CBOs.

Odindo (2009) did an assessment on capacity neledsnamunity based organizations in
Kenya to apply for Global Fund Grants (GFATM). Qtaive and quantitative techniques
methods were used that would lead to the assessheigws and opinions from a wide and
varied cohort of respondents among the CBOs théichaied out or plan to apply for funds
to control malaria in their area of project implertaion. The assessment was conducted
through questionnaire interviews with heads andrdioators of Community Based
Organizations, and Key Informant Interviews ofthk organizations interviewed. His study
targeted; Community Based Organizations, Nationatga@izations, Faith Based
Organizations (FBO) and International OrganizatiohBe results on financial reporting
showed that most organizations have people othan #in accountant preparing their
financial returns and reports. It was recommentiatl CBOs that wish to apply for GFATM
grants for their malaria projects should be trait@enhance their capacity to implement
these programs. This was an assessment based acitgaeds of CBOs which is so wide

and did not bring out explicitly the effect of gomance on financial reporting in this sector.

Organizations require a governing body to providatsgic direction and leadership which in
the TOWA funded CBOs is carried out through the GB@anagement committee. The
CBOs are generally small in size with a unique eystwhere governing body is the
management and could also double up as the opgna¢irsonnel. The CBO scenario does
not fit any of the studies therefore necessitaltednteed of an independent study. This study
specifically established the effect of governancefinancial reporting of TOWA funded

CBOs which remained unclear.

2.2.2 Effect of Accountability on Financial reportng

Slim (2002) did an overview assessment of the NG antability literature over the last ten
years which outlines two kinds of accountability fGOs: performance accountability and

voice accountability. Slim adds that over the tastyears NGOs have had to respond to both
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the veracity of what they said and the authoritthwvhich they spoke. The task of providing
statements of income and expenditure, descriptiqggragrams, targets and achievements is
less subjective than providing an account of gaald missions. TOWA funded CBOS are
expected to account for the fund granted as peagheement signed with donor and FMA,; in
a given format and budget used analysis. The agmeerdocument forms the CBOs
accountability and must adhere to the requiremémeravise next funding is delayed until
adequate compliance is ascertained. Whereas theatamuntabilities are important, Slim
(2002) assessment was on NGOs larger organizatidnnat CBOs and did not relate
accountability to financial reporting. This studgcéised onfinancial accountability and

analyzed the effect of accountability on finanecegorting of TOWA funded CBOs.

Alnoor (2003) examines how accountability is preeti by not-for-profit organizations, five
broad mechanisms were reviewed: reports and dis€osstatements, performance
assessments and evaluations, participation, sglitaBon, and social audits. Each
mechanism, distinguished as either a “tool” or aotess,” is analyzed along three
dimensions of accountability: upward— downward,eintl—external, and functional—
strategic. It was observed that accountability macpce had emphasized “upward” and
“external” accountability to donors while “downwd&rdnd “internal” mechanisms remain
comparatively underdeveloped. Alnoor (2003) conetudhat NPOs respond to issues of
accountability with both tools and processes. Tauks created by stakeholders that have
considerable leverage over an NPO like a donorgmva@rnment regulator. Familiar tools are
annual reports, financial accounts, performancessssents, quarterly reports, independent
evaluations and audits. Moreover, NGOs and fundigess have focused primarily on short-
term “functional” accountability responses at thepense of longer-term “strategic”
processes necessary for lasting social and pdlititange. Alnoor (2003) focused on how
accountability is practiced by NGOs not CBO and i analyze the effect of accountability
on financial reporting. Most of TOWA funded CBOsvbaemained small overtime, familiar
financial reporting tools have remain the templajegen by the FMA and NACC which
shows external accountability matters more thanerivdl. Financial reporting is
accountability process, therefore considering actatility in practice the study analyzed the

effect of accountability on financial reportingtbe CBOs.

Odindo (2009) did a study on Capacity Needs of Camity Based Organizations in Kenya

to apply for Global Fund Grants he found out thaaricial management and reporting are
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two crucial areas of project management. Many comiybased programs in Kenya fail due
to a lack of transparency and accountability in e of project funds, or a lack of proper
records on how the funds were used. TOWA fund goesed to be held in separate account
and the use be properly authorized by the officiklsancial audits are carried at various
intervals by both external and NACC auditors. @dii2009) study on capacity needs of the
CBOs hence not clearly bringing out accountabilityrelation to financial reporting This
study focused on accountability as an importaniesand therefore analyzed the effect of
accountability on financial reporting of the CBOs.

The studies go round the concept of accountalbliiythere is no link of accountability and
financial reporting. Keeping in mind the size of @8and the need of financial reporting to
facilitate funding for effective implementation etie is need to further analyze the effect of
accountability on financial reporting in the CBOBSBhis study analyzed the effect of

accountability on financial reporting of the CBOs.

2.2.3 Effect of Accounting System on Financial Rejpiing

Ayuma (2012) conducted a study on an analysisettallenges that multi-funded NGOs in
Kenya face in financial reporting. The study addpss explanatory research design on a
sample of 86 senior finance personnel in multi-diesh NGOs. Primary data was collected
using questionnaires and data analyzed using géiseriand inferential statistics (t-test and
chi-square test). In relation to donor requiremetite entire respondents acknowledge that
donor requirements are not similar and all of treeqpect the organization to meet the donor
requirements. The analysis shows that varying da@rat regulatory requirements create
challenges in financial reporting. From the findinggualification inadequacy of the
accounting staff resulted in financial reportingténges. The study concluded that investing
in a good accounting system ensures good finamemdrting. The findings illustrated the
need to incorporate the Standard Operating RegoRimcedures in financial reporting in
NGOs to reduce these challenges. TOWA funded CB®@ee wgiven standard financial
reporting procedures by the FMA and are supposellow them in financial reporting.
They are also supposed to obtain adequate trammngow to use the system and to give
required reports monthly. It is important to asaer whether the CBOs understood the given
accounting procedures. Whereas Ayuma (2012) stadysked on the multi- funded NGOs
with robust structures and did not bring out th&eaf of accounting system on financial
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reporting. This study analyzed the effect of actimgnsystems on financial reporting of the
smaller grass root CBOs. There is no specific sardBOs accounting system in relation to

financial reporting which this study focused on.

Mwangi (2011) investigated Accounting Systems inaBrand Micro Enterprises in Kenya,
what accounting means to small and micro tradekseinya, by reviewing the practices and
principles they use in running their businesseforinal interviews with small traders in
Nairobi, Nakuru and Kisumu were used to gatheritatale data. The findings indicate that
these enterprises do have an accounting systethduwuiritten accounting records are limited
to a list of debtors and business creditors. Therotecords are held in the traders’ memory.
This system makes it difficult to analyze data hrstsector as information is elicited only
through careful inquiry and discussion with indivad traders. The results of the findings also
indicate that trading in this sector is profitajlst like the other business in the formal sector.
Lack of written accounting information makes itfaifilt to carry out financial ratios relating
to profitability. TOWA funded CBOs written accoumgi system is limited to the instructions
given by the FMA others records may be with indixatofficial separately. Mwangi (2011)
examined the profit-making SME organization ancdalgd not bring out the effect these
accounting systems have on financial reportings Btudy focused on the non-profit grass
root organizations, the CBOs and established tfextebf accounting systems on financial
reporting of the CBOs.

These previous studies were based on accountimgasef whereas this study did not cover
the technological software aspect but the writtelcyes and procedures of the CBOs. This
study agrees with the assertions of Mwangi (20I1l}he view of fundamental accounting
principles requirements. It was therefore importemtestablish the effect of accounting
systems on financial reporting of the CBOs whiamaeed unclear whether it is important to
have the systems or not. This study specificalbué®d on the TOWA funded CBOs written
procedures and accounting records to financialrteygpguidelines.

2.6 Summary
Financial reporting is an area of concern in margaoizations and especially Non Profit
Organizations which the CBOs belong. The reviewragvant literature pointed out a

number of gaps that this study seeks to fill spedlify on factors affecting financial reporting
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of CBOs. Important point to note is that there largted or just implied literature on CBOs’
financial reporting, this could be attributed t@ tommon believe that CBOs are communal
groupings and may generally not bother with opegaguidelines. The available study when
referring to non-profit organization mean the NG&sch are larger organizations registered
with National Council NGO and are donor based whigOs are registered with National
Council of CBOs and are membership based alsooge¢ $unding from the NGOs and other
well-wishers but carry out fundamental activitiesthe society. A part from few general
assessments from CBOs bringing out elements ofdiah reporting there are no specific
literature on effect of financial reporting of CBOghere are no clear findings on the effect of
governance on financial reporting of CBOs whichstktudy analyzed. There is no clear
attachment to CBOs on the studies on accountgbility study analyzed the effect of
accountability on financial reporting of CBOs. Whesferring to accounting system the
available literature point at large corporate oigation computerized systems, this study
specifically established the effect of accountiggtems on financial reporting of the CBOs.
The study of these grass root organization is wemyortant to the researcher because all
larger organizations start small and their sustalityainto foreseeable future will depend on
the foundation of good governance, accountabilitg accounting system at their inception.
TOWA funded CBOs rely on funds granted after staigteement which among other things
require periodic submission of financial reportsnir these CBOs to maintain continuous
funding. This study highlighted factors affectingancial reporting of the CBOs while taking

into account relevance and reliability of the psxe
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CHAPTER THREE: RESEARCH METHODOLOGY

This section describes the methodology employedoimducting the study. It specifies the
research design, the area in which the study wasluxbed, the study population, the

sampling, data collection techniques, analysismedentation.

3.1 Research Design

The study employed correlational research desigmrrelations describe the relationship
between two variables in statistical terms, acewydio Cooper & Schindler (2003)
correlational research tests for statistical relathip between two variables. There was
description of situation and association betweeralbes, Mugenda and Mugenda (2003)
define descriptive research design as a processlletting data in order to test hypothesis or
to answer questions concerning the current stdttisecsubject in the study. This method is
appropriate because it describe such things asibp®ssehavior, attitudes, values and
characteristics; it determines and reports the thaygs are. The study used correlational
research design because of its ability to analyme factors affecting quality financial
reporting and measure the degree of their effectpality financial reporting in addition to
describing them. It presents an opportunity to fosd quantitative and qualitative data and

this helped in primary data collection using stawetl questionnaire.

3.2 Study Area

Kisumu County covers a total land area of 2085.2 kand another 567 km2 covered by
water. It lies within longitudes 33° 20'E and 350'QE and latitudes 0° 20'South and 0°
50’South. The county is bordered by Homa Bay Couartg Kisii Counties to the South,
Nandi County to the North East, Kericho County he East, Vihiga County to the North
West and Siaya County to the West. The county basrsconstituencies namely: Kisumu
East, Kisumu West, Kisumu Central, Seme, Nyandakidgh and Muhoroni Constituencies.
The study covered the TOWA funded CBOs in the seaastituencies.

3.3 Target Population

The target population of respondents is 63; cormmyisS5 TOWA funded CBOs
Treasure/Accounting officer, 7 CACC Officers frofmet7 constituencies and one county
FMA officer. The Treasure/Accounting officer wassightful in understanding the factors

affecting financial reporting, CACC Officers oveesthe CBOs implementation including
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financial aspects and FMA officer who train the GB6n financials and receive monthly
financial report. The Accounting Officer was awaneall financial obligations demanded
both by donors and statutory obligation and thegreee the management of all the donor
funds and their accountability in terms of quafityancial reporting. The Accounting Officer
also was able to specify what could be lacking fritva capacity building given by the

Financial management Agency.

3.4 Sampling Frame

Census survey was used where all the 55 CBOs aaly 8nformants were taken for the
study. The treasurer or accounting officer fromhe@BO was purposively taken; all the
seven CACC officials in the seven constituencied #re only one county FMA officer
formed the sample frame. The figure below showdtk&ibution of the CBOs in the county

constituencies.

Table 3.1: Distribution of the proportion

Constituency | Number of CBOs| CACC Official | FMA Officer Total
Kisumu Central 6 1 7
Kisumu East 5 1 6
Kisumu West 9 1 10
Kisumu Rural 9 1 10
Nyando 9 1 10
Nyakach 9 1 10
Muhoroni 8 1 9
Total 55 7 1 63

Source: FMA Records

3.5 Data Collection Instrument
Structured questionnaires were used as data dohlechstruments to collect relevant

information needed to address the objectives ofsthey. The questionnaires used in the
study were close-ended which enabled the responderitave answers to choose from. The
guestionnaire was designed to capture data ashpestiidy objectives, for both descriptive
and inferential statistics. One set of schedule ugzsl to interview CBOs accounting officer
and key informants. The tool was appropriate fas thtudy as it is typically efficient,
economical and practical. Primary data was develdpeugh survey conducted using a self-
administered questionnaire. The questionnaire Wadpiarts, part A collected information of

the respondent's profile and part B on factorscéifig quality financial reporting.
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3.5.1 Sources of Data

The study used both primary and secondary datmapyi data was collected from the 63
respondents by use of questionnaires designedsigesirihe research questions of the study.
Secondary data was collected through desk reviewfn@BOs available financial records
like the audited accounts and management lettéss, faom books, journals and other

relevant materials.

3.5.2 Data Collection Procedure

The questionnaire was self-administered; this estsuhat respondents were familiar with
research issues and any clarification on the setégiven.

3.5.3 Reliability Test

The questionnaire was pre-tested on 5 CBOs fundgdTOWA in five different
constituencies. Multi-point formatted statementghva 5-point Likert scale questionnaire of
1 strongly disagree to 5 strongly agree was usdéed fEliability of the instrument was
estimated after the pilot study using the Cronbscegliability coefficient, which is a measure
of internal consistency. An overall Cronbach Alplaiability coefficient of 0.949 was
established. Alpha measures the strength of intemsistency by establishing if certain

items measure same construct.

Cronbach Alpha was established for every objectiveletermine if each objective would
produce consistent result in other research atea tane. The table 3.2 below shows the

result of each objective alpha:

Table 3.2 Reliability Coefficient

Scale Croncbach’s Number
Alpha of Items
Effectiveness of Governance 0.850 6
Effect of Accountability 0.701 6
Usefulness of Accounting System 0.980 3

Source: Survey Data, 2016
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The results in table 3.2 above shows that all tireet objectives were reliable since the

reliability values for each exceed prescribedghodd of 0.7 (Mugenda and Mugenda 2003)

3.5.4 Validity Test
To ensure research results were accurately integorand can be generalized to other

populations, the selected total population censwe gredibility to the study. The expert
reviewer in the department of Accounting and Fimaat Maseno University reviewed the
contents of the instruments and determined valitlityensure the instrument accurately
measure the variables it intended to measure aitdhay are in line with research objectives
and analysis of variance (ANOVA). The Significardahe result is analyzed in the ANOVA
table 4.15 in chapter 4 to establish whether tleeliption is accurate. The significant p value
of 0.00 indicates that the regression relationshgs highly significant in predicting the

variables.

3.6 Data Analysis

The data collected from the questionnaire was aedlyising both descriptive and regression
analysis. After collecting and cleaning the datavés entered in a computer using IBM

Statistical Package for Social Scientists (SPS)WV.Yarious statistical tests were run to

analyze the data. These included the descriptiggssts to measure mean and standard
deviation, multiple regression analysis and coti@ba analysis used to measure the
relationship between independent variables (govesaaccountability and accounting

system) and the dependent variable (financialreyy) in the CBOs.

3.6.1 Model Specification

The study employed relevance and reliability as easare of financial reporting of the
CBOs. The dependent variables in this study areemg@nce, accountability and accounting
system, they served as proxies for factors affgdtmancial reporting.

The regression model functionally stated:

Financial reporting (relevance and reliability) €6overnance, Accountability, Accounting
System)
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Stated stochastically as:
Y = Bo+P1 X+ P2 X2+ PsX3+&

Whereas:

Y = Financial Reporting (relevance and reliability)

Bo= Constant;

B1, B2 & Ps= Regression coefficient variables to be measured
X1 = Governance

X2 = Accountability

X3 = Accounting System

& =Error Term

3.7 Data presentation

The results of the analysis have been presentdtkiform of tables, graphs, pie charts and
histograms where appropriate. According to Break{&£&06), descriptive research design is
commonly represented by use of frequency charphg, and pie charts to tabulate the
information gathered appropriately.
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CHAPTER FOUR: RESULTS AND DISCUSSIONS

This chapter presents the research findings ingeée to the research questions and research
objectives found in chapter one. The chapter isddi/ in three sections. The first one
presents the descriptive information about the aedpnts and the CBOs, the second one

presents the results in relation to the objectofabe study and discussions the results.

4.1 Background Information

The study targeted 63 respondents (55 CBOs Acaayificers, 7 CACC Officers and one
FMA). 5 CBO Accounting officers were used in pittrvey, the respondent were all notified
of the intention and gave appointments which wengolired by 57 out of 58 remaining after
the pilot survey, respondents contributing to 98.3¥his response was excellent according
to Mugenda and Mugenda (1999), assertion thatponse rate of 70% is acceptable in social
science research hence the response rate was tdquanalysis and reporting. The
guestionnaires were self-administered to the Spomdgent. The respondents were CBOs
finance personnel (Accounting Officer/Treasurerdl dhe monitoring officers; CACCs and
FMA, these were the core persons dealing with mamagt of funds in the CBOs. It is
therefore evident that the findings on factors @iffey financial reporting of the CBOs were
obtained from highly reliable sources. The 57 resigmts were made up of; 50 CBOs
Accounting Officers, 6 CACC Officers and one FMA.

The study sought to establish the background irdtion of the respondents. This was
important as it would reflect on the relevance aelihbility of information based on the
relationship of the respondents to CBO, the sounfefunding of the organization and
whether the CBOs received all the anticipated fund$e last financial year. The findings

from the primary data are given in the followinigisitrations in tables and figures.

4.1.1 Distribution By Education Level

The respondents were asked to indicate their higlee®ls of education to enable the

determination of the average level of educatiore fidsults are summarized in Table 4.4
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Table 4.1 Distribution by of Level of Education

Educational level Frequency Percentage
Certificate 25 44

Diploma 17 30

Degree 7 12

Others 8 14

TOTAL 57 100

Source: Survey Data, 2016

The results in table 4.1 above show that the nigjof the respondents (44 percent) were
certificate holders; these were holders of secgondartifications. They were followed by
diploma holders at 30 percent. Others who wereanédly trained individual in various skills
after school dropout formed 14%. The degree lesfglasented only 12% percent. The results
show that the majority of the respondents were baliegree level. This meant that the
qualification to hold the office was wanting anéitlhe respondents needed some support to
understand the questionnaire statements and therfe administration of the questionnaire
was worth self-administered by the researcher sto agve reliable results. Assessing the
educational level of CBO Accounting Officers maipr{44%) being certificate holders

highlight the capacity issue in these organizatiarencial reporting.

4.1.2 Distribution By Years Worked

Table 4.2: Distribution by Years worked with the GB

Years Frequency Percentage
Below one year 7 12

Between 1-3 years 20 35

Over 3 years 30 53

TOTAL 57 100

Source: Survey Data, 2016
The results in Table 4.2 above show that the ntgjofirespondents (53 percent) had worked
with the CBOs for a period over 3 years. In additi85 per cent of the respondents had

worked between 1 to 3 years and only 12% for aodeoelow one year. The implication of
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these results is that almost all respondents haaraing relationship with the respective
CBOs of at least 1 year, a period which was longugh for them to know of issues in these

organizations.

4.1.3 CBOS Sources of Funding

Table 4.3: Sources of Funding

Source Frequency Percentage
TOWA fund only 11 20

TOWA fund & Others 46 80

TOTAL 57 100

Source: Survey Data, 2016

The CBOs studied as constituted were not formedTfoWA funding only but to attract
various funding to implement the CBOs objectiveke Btudy therefore sought to establish
other funding source. From Figure 4.3 findings, molsthe TOWA funded CBOs have
funding from other sources while others dependdg @m TOWA funds. The findings shows
80% of the CBOs have other sources of funding lessiblOWA and 20% of the CBOs
depend only on TOWA funds for their operations.slisiimportant to show the sustainability
of the CBOs. This was quite significant and couldam that reporting requirement from

other funding sources could affect the y finanoeglorting.

4.1.4 Tranches of Funds Received

The CBOs have arrangement with FMA to receive fundsvo tranches at an interval of 6
months every financial year; each tranche is reckafter submitting complete financial data
to the FMA. The study sought to establish whetherrespondent organizations had received
all the allocated funds from the FMA. This was sbablish whether the two tranches for the
last financial year from TOWA funds were receivead amplementation of designated

activities went on normally.
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Table 4.4: Tranches of Funds Received

Tranches Number CBOs Percentage
Tranche 1(Initial) 12 24

Tranche 2 (after 6 months) 38 76

Total 50 100

Source: Survey Data, 2016

The agreement with FMA is to disburse annual fugdintwo tranches, at the beginning of
financial year and then after six months. The fugdi shows that 24% received the first
tranche for the financial year and 76% receivedwueetranches for the year. This shows that
the 24% missed out part of funding and thereford dot complete the planned

implementation of activities and the main reasos wane submission of complete financial

data and evidence of problems in financial data.

4.2 Factors affecting financial reporting

This section aimed at analysing the factors affgctiinancial reporting of the CBOs in
Kisumu County, Kenya. The respondents were supptosidicate on the level of agreement
based on a Likert scale of 1-5 where 1 represesitedgly disagree, 2-disagree, 3-neutral,4-
agree and 5-strongly agree.. The number of respdsidie all scenarios was 57. The analysis

for percentage, mean and standard deviation wesedban this rating scale.

4.2.1 Effect of governance on financial reporting

Objective one was to establish the effect of goaece on financial reporting of the CBOs.
Governance for the sake of this study focused @ @BOs management committee
independence and management effectiveness comgjdee qualification and performance.
The respondents were asked to what extend theyralgnagree that governance affect

CBO'’s quality financial reporting, the results isen in the table below:
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Table 4.5: Extend that governance affect finan@pbrting

Source Frequency Percentage
Disagree 6 10.5
Neutral 46 80.7

Agree 5 8.8

TOTAL 57 100

Source: Survey Data, 2016

From the findings shows that the majority 80.7%eweeutral, not certain or just moderately
agreed that governance affect quality financiabrepg in the CBOs, 10.5% disagreed and
only 8.8% agreed that governance as define affieah€ial reporting of the CBOs. To most
of the respondents, they were neutral due to Fedtdther outside players like the CACC and
FMA monitor and give directions and could not &tiite governance issue fully to the CBO

officials are not fully in control.

The respondents were further asked to indicater tlesiel of agreement with specific
statements on governance considering independemteeffectiveness of the board and
management respectively. Mean score and standarihtide for each statement were
computed and presented in table 4.6 below.

Table 4.6 Board/Management Committee Independence

Independence Mean n&ad
Deviation
The CBO has Qualified and independent memberseof th  3.140 0.5154

Management Committee or Board of Directors

CBO officials regularly reviews/monitors the perfance 3.175 0.658
of the implementing staff

The leadership use the reported results in decraigking
and is effective in the management of the CBO nessu 2474 0.734

Source: Survey Data, 2016
The study sought to analyse the effect of Managé@emmittee Independence on financial

reporting of the CBOs. The findings as indicatedable 4.6 above shows that Committee

Independence in the CBOs are almost similar. Tepardents were neutral or moderately
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agree that CBOs have qualified and independent reesdd the management committee and
that the CBOs regularly review the performancengblementing staff with a mean of 3.14
and 3.175 respectively. They disagreed with a n&faB.474 that the leadership use the
reported results in decision making and is effeciiv management of the CBO resources.
The standard deviation between these mean was4).8168 and 0.734. Without qualified
and independent members of the management commitieedo not adequately do regular
monitoring of implementing staff and do not usearded result in decision making mean that
financial reporting process is compromised and am¢quately executed. = Management
committee or the Board of governance independescerucial in financial reporting.
Directors are accountable for the preparation arttiosization of financial statements and
responsible for ensuring the quality and integofyfinancial reporting (Cadbury 1991).
Therefore without proper independence in the gamgrbody in executing their duties this

affects financial reporting relevance and reliapifiegatively.

Table 4.7 Management Effectiveness

Mean Std.
Deviation

Accounting Officer has the required qualificatiarmdavorking
experience appropriate for their position

The Accounting Officer attend regular FMA financainings to adher
to reporting guidelines

The management team of the CBO provides a senitbecammitment
in a timely manner

2.0175 .69414

3.7193  3.97207%

3.1228 15758

Source: Survey Data, 2016

Another way of analysing effect of governance uses$ Management effectiveness; the
respondents were to indicate the extent of agreemgh the statements on management
effectiveness. The findings in Table 4.4 above shtvat the respondents disagreed with a
mean of 2.0175 that Accounting Officers in the CB@we the required qualification and
working experience appropriate for their positidhey agreed that The Accounting Officer
attended regular FMA finance trainings to adhereegjoorting guidelines with a mean of
3.7193 with a standard deviation of 3.97 that methrad the variation of response was
significant. The respondent moderately agreedrtr@atagement team of the CBO provides a
service with commitment in a timely manner, (meat238, std deviation=0.75758). It was
noted that CBOs use members who have no or linkiteadviedge on financial reporting in
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preparing the books, this implies that the bookenemote adequately done as per required
standards. While FMA organized financial workshop lbook keeper, it was noted that in
most incidences that other officials like chairpers or secretary went to these forums
leaving behind the CBOs book-keepers, this meanthieabook keepers may not have up-to-
date information on financial reporting. CBOs magragnt team work was voluntary with
very limited allowance on specific assignment, 6h@B0Os who contracted part-time book-
keepers also paid them very minimal amount. Thiamaghat CBO offered no full time fully
paid job hence as much as they tried their besy, tould not serve with commitment in a
timely manner. From the findings the managemenaci&pto generating adequate financial
data was compromised hence this affected finanepairting.

Ayuma (2012) stresses that for an organizatioretiver reports it needs to have well skilled
personnel, a qualified and well trained accountatgff who is able to meet the donor
financial reporting requirements. The CBOs may aidord well trained personnel but can
strengthen their governance through training, comgchnd mentoring both the Management
Committees and management and management of thes @B@ecommended by Kateeba
(2010).

4.2.2 Accountability and financial reporting

The second objective was to analyze the effectobantability on financial reporting of the
CBOs. This is indicated the extent to which theatdnnds are put in proper use as reported
in the financial statement focusing on objectiatyd honesty. The respondents were asked to
what extend they generally agree that accountglaifiect CBO’s quality financial reporting,

the results is given in the figure below:

Table 4.8 Effect of Accountability on financial kging

Source Frequency Percentage
Neutral 6 11

Agree 40 70

Strongly Agree 11 19

TOTAL 57 100

Source: Survey Data, 2016
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From the figure above majority 70% agreed while 1€&%6ngly agreed and Only 11% were
neutral that accountability affects financial repuag. This is a stronger position of agreement
of the respondents and it shows that accountahlditynportant to CBO financial reporting;

CBOs are required to account for the funds giveioreenext transfer. Accountability was

looked at in terms of objectivity and honesty ire tlorganizations undertakings, the
respondents were further asked to indicate theellef agreement with specific statements
on objectivity and honesty in financial reporting the CBO. Mean score and standard

deviation for each statement were computed andpted in tables 4.9 and 4.10 below.

Table 4.9 Objectivity in Financial Reporting

Mean Std.
Deviation

ICBO management share with stakeholders program progegssts
and financial report

FMA require previous fund transfer accountabiligfdre next
transfer

The Accounting officer understand the processnaifcial reporting
and account as per agreed plan

3.1228 .59971

4.1228 33113

2.6842 .90943

Source: Survey Data, 2016

All the respondent agreed that FMA require previfnsl transfer accountability before next
transfer (M=4.12, SD=0.33). They have to submibrepefore getting the next funding even
as they struggle with sufficient management contnetr use of funds. They moderately
agreed that CBO management share with stakehgddegsam progress reports and financial
report (M=3.1228, SD=0.59971). They struggle thiotlgese factors and therefore disagreed
that the Accounting officer understand the proa#snancial reporting and account as per
agreed plan (M=2.6842, SD=0.90943). Alnoor (20G8)atudes that NPOs respond to issues
of accountability with both tools and processesol$@re created by stakeholders that have
considerable leverage over an NPO like a donorgove@rnment regulator. The results show
that accountability is needed by the FMA beforeshbsequent fund transfer but accounting
officers do not fully understand the format andgass of financial reporting which therefore
compromises the quality of financial reporting dedd to delays in funds transfer. Training
in these tools and processes is important.
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Table 4.10 Honesty in Financial Reporting

Mean Std.
Deviation

CBO properly account for funds in the given format 3.8772 33113

In the discussion of the annual results, highlighhade on the
positive events as well as the negative events 2.8246 A2774

There is sufficient management control over uskindls in the CBO| 2.8070 .61058

Source: Survey Data, 2016

From the findings, the respondents significantlyead that CBO properly account for funds
in the given format (M=3.8772, SD=0.33113), thidbecause the format is set by the FMA
and the proper use of it depend on the users. Becalithe management leadership, they
mostly disagreed that in the discussion of theuahmesults, highlight is made on the
positive events as well as the negative events (8245, SD=0.42774). They could not also
agree well that there is sufficient managementrobmtver use of funds in the CBO with
(M=2.8070, SD=0.61058). Although most respondeulicaited that FMA and CACC do
follow up management and monitoring of funds anerdfore this was adequate, failure of
management to place proper control over the usenafs can lead to misuse or lose of these
funds. Odindo (2009) states that many communitethgsograms in Kenya fail due to a lack
of transparency and accountability in the use ofgat funds, or a lack of proper records on
how the funds were used. It is important that tH®O& should have transparency and
accountability in the use of project funds by actng in the given format and have control
over the use of funds. If the results are not prgpenalysed to show future improvement,
this also affect financial disclosures and repgrtilh is therefore evident that honesty affects

financial reporting disclosures.

4.2.3 Effect of Accounting system on financial repting

The study sought to establish the effect of acdngraystems on financial reporting in the
CBOs. These were in form of CBOs written financgalideline, manual or computer
financial system being used in recording financedtivities where applicable. The
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respondents were asked to what extend they gepergitbe that accounting system affect

CBO's quality financial reporting, the results isen in the table below:

Table 4.11 Effect of Accounting systems on finah@aorting

Response Frequency Percentage
Neutral 10 18

Agree 39 68

Strongly Agree 8 14

TOTAL 57 100

Source: Survey Data, 2016

From the findings; 14 strongly agreed that accaunsiystem affect financial reporting, 68%
agreed and 18% were neutral that accounting syattsat financial reporting of the CBOs.
The Accounting officers were aware of FMA and NA@f@scribed procedures and format
for financial reports therefore agreed that they ianportant to financial reporting. Ayuma
(2012) also states that investing in a good ac@ogislystem ensures good financial reporting

but the CBO should ensure to impose this withinr tieans.

The respondents were to indicate the extent ofemgeat with the given specific statements
in the CBOs. The table 4.12 below gives the meahstendard deviation of the results.

Table 4.12 Accounting System

Mean Std.
Deviation
The CBO has a written guidelines as concern tranfiral reporting
and is used in reviewing, approval and recordinfynancial 2.1930 .89520

documents

The CBO adheres to the generally accepted standdAtscounting,
auditing and disclosure

The internal control procedures of the CBO ensafeguard of the
organization’s assets and the CBO'’s sustainability

1.5965 .65081

2.0877 .82982

Source: Survey Data, 2016
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From the findings the respondent disagreed thaCB® have written guidelines as concern
the financial reporting and is used in reviewingpm@val and recording of financial
documents (M=2.1930, SD=0.8952). They also disalytleat the internal control procedures
of the CBO ensure safeguard of the organizatiosses and the CBO’s sustainability
(M=2.0877, SD=0.82982). These prompted respondsintsgly disagreed that the CBO
adheres to the generally accepted standards ofulstiog, auditing and disclosure which are
the accounting best practices with (M=1.5965, SB5081). The accounting officers
acknowledged the importance of accounting systeespite the fact that as CBOs they did
not have accounting policies and procedures apart the guidelines from FMA and NACC.
Guided by Ayuma (2012) findings, there is needhiis sector to incorporate the Standard
Operating Reporting Procedures in financial repgrin CBOs and NCCBO could facilitate
this.

4.2.4 Quality Financial Reporting

The respondents were asked to what extend theyralgnagree that financial reporting is
important to the CBO, the results is given in tigeife below:

Table 4.13 Importance of financial reporting

Response Frequency Percentage
Neutral 10 18

Agree 40 70

Strongly Agree 7 12

TOTAL 57 100

Source: Survey Data, 2016

The result generally confirms that financial repagtis important to the CBOs by high level

of agreement.

The study further sought to find out specific issuegarding relevance and reliability of the
process of financial reporting. The respondentewerindicate the level of agreement with
guality statements. The descriptive statistics @amand standard deviation for relevance

and reliability is analysed and given in table 4aidl 4.15 below respectively.
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Table 4.14 Relevance in financial reporting

Mean Std.
Deviation

CBOs reporting requirement follow International &mncial reporting
standards (IFRS)

Financial reporting process of the CBOs contaimedéivant material
information (about debtors, creditors, accruals)etc

Financial reporting information given influence dgon making 4.1228 33113

1.5965 75261

1.3509 .58221

Source: Survey Data, 2016

The respondent strongly disagreed that CBOs reygpntequirement follow International
Financial reporting standards (M=1.5965, SD=0.7%28hey also strongly disagreed that
financial reporting process of the CBOs contain ralevant material information (about
debtors, creditors, accruals etc.), (M=1.3509, SD58221). As they disagree with these fact
they agree that financial reporting informationeagvinfluence decision making (M=4.1228,
SD=0.33113). It is now evident that the CBOs fitiahreporting though influences decision
making do not follow GAAP and do not contain allere&ant material information. Reports
were generally not guided by operating principldsfinancial reporting. As stated by
Greuning (2004), financial reporting gives good ri@v of project’s progress, and good
financial records make sound project monitoring amdluation much easier, the CBOs also

need the good overview of progress.

Table 4.15 Reliability of financial Reporting Prese

Mean Std.
Deviation

There is sufficient reliable information on budg&ecution and The
F:BO S fmanmal .reportlng mformatlo.n |s.accuramjacomparable to 5 6316 64453
information provided by other organizations
The financial reporting gives information whichusderstandable to
stake holders 1.6491 .81265
Financial repo.rtlng process and submission of tsgorFMA follows 5 386 61975
the schedule time agreed

Source: Survey Data, 2016
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The respondent generally disagreed that there figisat reliable information on budget
execution and the CBO'’s financial reporting infotioa is accurate and comparable to
information provided by other organizations, (M=216,SD=0.64453). Despite the
requirement to submit reports on time as schedhke respondent disagreed that financial
reporting process and submission of reports to Fidkows the schedule time agreed,
(M=2.386; SD=0.61975). The respondent disagree that financial reporting gives
information which is understandable to stake had@w=1.6491; SD=0.81265). It is
therefore evident that most CBOs did not followretiee already agreed procedures with the
FMA it therefore compromises reliability on the dimcial reports produced. Nevertheless
International Accounting Standards Board (IASB) has improved the quality of financial
statements and increased accountability of NPQsfibre it is important that NCCBO comes

up with some guide to CBOs financial reporting.

4.3. Correlation and Regression Analysis

Pearson Correlation and multiple regression armblysre used on each independent variable
to ascertain the relationship with financial repagtin the CBOs in Kisumu County, Kenya.
The research used various tests which were castiednd the results and interpretations for
each objective are given in the next discussioostglation and regression tables guiding the

discussions are given below:

Table 4.16 Bivariate Coefficient of Factors AffegjiFinancial Reporting

Gover | Account| Accounting| Relevancqg Reliability
nance| ability System
Pearson Correlation 1| 534" 373" 246 251
Governance ) _
Sig. (2-tailed) .000 .004 .065 .060
~ Pearson Correlation 1 539" .366" .354"
Accountability )
Sig. (2-tailed) .000 .005 .007
Accounting  Pearson Correlation 1 434" 487"
System Sig. (2-tailed) .001 .000
Pearson Correlation 1 453"
Relevance ] )
Sig. (2-tailed) .000
Pearson Correlation 1
Reliability Sig. (2-tailed)
N=57

**_Correlation is significant at the 0.01 leveHailed).

Source: Survey Data, 2016
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Table 17: Regression Coefficient between Variables

Model Unstandardizq4 Standardi] t Sig. Correlations Collinearity
d Coefficients| zed Statistics
Coefficie
nts
B Std. Beta Zero-| Partial Part| Tolera| VIF
Error order| | nce
(Constant) .701| .485 1.445 .154
Governance .160| .107 72| 1.499 .140| .442( .202|.144| .704{1.420
Accountability .180| .182 25| .990( .327| .511| .135[.095| .581|1.722
Accounting Systen] .279| .058 548| 4.770] .000[ .679[ .548|.458[ .700]1.429

Source: Survey Data, 2016

a. Predictors: (Constant), Accounting System, GoveraaAccountability
b. Dependent Variable: Financial Reporting

Pearson correlation, 2 tailed table 4.16 is a sytrioa¢ along the diagonal. The values below
the diagonal are excluded because they are mirfoth® values above the diagonal.
According to Wong and Hiew (2005) the correlatiarefticient value range from 0.10 to
0.29 is considered weak from 0.3. to 0.49 is carsid medium and 0.5 to 1.0 is considered
very strong and p<0.05. The results in the tabl /above show that all the predictor
variables have positive correlation with the demardvariable (relevance and reliability of
financial reporting).

The regression model in table 4.17 above with thkies of t=1.445 and with a level of
significance of 0.154 indicates a low significardtween independent variables and the
dependent variable. To evaluate the variablesdataised coefficient which means each of
the variables has been converted to same scakat® of comparison has been used. The
regression analysis above established that takihdaetors into account (Governance,
Accounting System and Accountability) constantexbzfinancial reporting will be at 0.701
The constant is very low meaning that financial repatdepend on these factors and they

have greater effect on the result.

Note that the significant levels are now differénaim the p values in the correlation matrix

this is because multiple regression analysis |latkhe combination of the three variables
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with each other to predict the outcome. On theindwm correlation table each variable is
highly significant with p value less than 0.05 loutcombinations with each other from the
regression coefficient table only accounting systemow significant with p value slightly

above 0.05, the rest are no longer significantisoaemted with p values more than 0.05.

Regression looks at the entire model for reliailit

4.3.1 Governance and Financial Reporting

Pearson Correlations were derived by assessingléeee of variations in the dependent
variable (quality financial reporting), the indepent variables (governance) and the results,
an extract from table 16 are as given in the téBlbelow;

Table 4.18 Bivariate Coefficient of Governance &nthncial Reporting

Gover | Account| Accountin| Relevan| Reliabilit

nance| ability | g System ce y
Pearson Correlation 1| 534" 373" 246 251
Sig. (2-tailed) .000 .004 .065 .060

Governance

N=57
Source: Survey Data, 2016

The results in the table above show that governdmaseweak correlation with relevance
(r=0.246, p=0.065) and reliability (r=0.251, p=0006It is worth noting that governance has
a week correlation with p-values for both relevaacd reliability above 0.05. Governance
has positive correlation with the dependent vaegelevance and reliability of financial
reporting). As stated by Kateeba, (2010) NGOs shatilengthen their leadership through
training, couching and mentoring both the Boardogctors and the NGO management to
enhance their capacity, this is important also tfee CBOs. Cadbury (1991) stated that
directors are accountable for the preparation artdogization of financial statements and
responsible for ensuring the quality and integofyfinancial reporting which is not in
agreement with the CBOs scenario. It should be et there is a week correlation
coefficient, although the CBOs appreciated the ingyee of governance to financial
reporting, they do not have the technical capaitigrefore assume that the structure they
have is adequate to the size and funding scope.
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Regression looks at the entire model for reliapilithe multiple regression analysis give beta
and p-values for governance a8+0.172, p=0.140), implying that for every unit ingse in
governance, financial reporting will increase by 72, see regression coefficient table 17
above.

Rezaee, (2003) reporting on corporate organizatsbated for good corporate governance,
companies should develop a model that supportonsgge and reliable financial reports
which should be done by personnel with adequatiésski they are not qualified or lack

adequate training then the effect on financial riepg is enhanced. CBOs have a thin
governance structure which cannot support this madeRezaee, most members are

comfortable with their status.

4.3.2 Accountability and Financial Reporting

Pearson Correlations were derived by assessingléheee of variations in the dependent
variable (quality financial reporting), the indepgent variables (accountability) and the

results, extract from table 16 are as given intdfe below;

Table 4.19 Bivariate Coefficient of Accountabilityand Financial Reporting

Gover | Account| Accountin| Relevan| Reliabilit

nance| ability | g System ce y
Pearson Correlation| .534* 1 539" | .366° 354"
Accountability Sig. (2-tailed) .000 .000 .005 .007

N=57

Source: Survey Data, 2016

The result shows significant relationship betweeroantability and financial reporting given
as relevance (r=0.366, p=0.005) and reliabilityo(B54, p=0.007). This was a strong position
of agreement by respondents that accountabilitgctdf financial reporting of the CBOs.
Nevertheless Accounting officer do not understdredgrocess of financial reporting. Alnoor
(2003) stated that NPOs respond to issues of ataility with both tools and processes it is
therefore important for CBOs to use properly theldoas per their capacity. From the
regression analysis table above; beta and p-vétwesccountability as;pE0.125, p=0.397),
implying that for every unit increase in governgn@ieancial reporting will increase by
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0.125, this is positively insignificant and can ynéxplain that CBOs do not take
accountability seriously. As stated by Odindo (20@&k of financial records on how the
funds were used caused delays in funding of som®©NGence need to have internal
financial controls. This is true in the CBOs, daelag submitting financial reports caused
delays in funds transfers and activity implemenptativere also delayed causing anxiety even
death. Slim (2002) outlines two kinds of accourigbifor NGOs; performance
accountability and voice accountability that is thediability of what they said and the
authority with which they spoke, this is applicabte the CBOs to the extent of the

performance accountability which they also do reatéhadequate capacity.

4.3.3 Accounting System and Financial Reporting

Pearson Correlations were derived by assessinglébgece of variations in the dependent
variable (quality financial reporting), the indeplent variables (accounting system) and the

results, extract from table 16 are as given indle above.

Table 4.20 Bivariate Coefficient of Accounting S3rstand Financial Reporting

Gover | Account| Accountin| Relevan| Reliabilit

nance| ability | g System ce y
_ Pearson Correlationf .373"| .539" 1| .434 487"
Accounting . )
Sig. (2-tailed) .004 .000 .001 .000
System

N=57
Source: Survey Data, 2016

The result shows significant relationship betweetoantability and financial reporting given
as relevance (r=0.434, p=0.01), and reliabilityo#82, p=0.00). From the regression analysis
table above; beta and p-values for accountabikty (3=0.548, p=0.00), implying that for
every unit increase in governance, financial repgrwill increase by 0.548. Ayuma (2012)
concluded that investing in a good accounting systa@sures good financial reporting. The
findings agrees with Ayuma (2012) and illustrate theed to incorporate the Standard
Operating Reporting Procedures in financial repgrtbut not involving complicated and
expensive system. This study also finds it necgskar the CBOs despite the size and
funding to incorporate some GAAP in financial. Thtady also agrees with the assertions of

Mwangi (2011) on the view of fundamental accountinigiciples requirements.
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4.3.4 Other Regression Model Analysis

Table 4.21 Model Summaon Factors Affecting Quality Financial Reporting

Model R R Square| Adjusted R Std. Error of the Estimate
Square

1 715 511 484 .27398
Source: Survey Data, 2016

a. Predictors: (Constant), Governance, Accountgpiiccounting System,
b. Dependent Variable: Quality Financial Reporting

From the model summary the entire correlation R0.i&l5 which is above each of the
predictor correlation in the correlation table. §uare (Coefficient of determination) is 1
minus the ratio of residual variability. R squanedcommonly used statistics to evaluate
model fit, how much of the predictor variables explthe change in the dependent variable,
in this case is 51.1%. The adjusted R Square akltedc Coefficient of multiple
determinations adjusted to reality and corrects argrestimation in the population; it is the
percentage of the variance in the dependent variabiquely explained or jointly be the
independent variables. Results give adjusted R r8qaia48.4%, that is, of the changes in
quality financial reporting 48.4% could be attribdtto the combined effect of the predictor
variables. Standard error of the estimate givesvénmbility in the prediction, which is plus
or minus the estimate. The standard error of thienate is 0.27398, quite low following the
higher significance of the predictors. Gale (208&)resses that financial reports must exhibit
certain qualities that make them useful to the edtalders and these include relevance and

reliability hence these qualities account for tBel4s.

Table 4.21 ANOVA Results on The Variables

Model Sum of df Mean F Sig.
Squares Square
Regression 4,162 3 1.387] 18.481 .000
1 Residual 3.978 53 .075
Total 8.140 56

SourceSource: Survey Data, 2016
a. Predictors: (Constant), Accounting System, Gosece, Accountability
b. Dependent Variable: Financial Reporting
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The Significance of the result is analysed in thdOVA table to establish whether the
prediction is accurate. F(3,53)= 18.481calculateblfa significant level, 18.481, falls off the
normally distribution graph. The probability vala€0.00 less than 0.05 indicate that there is
0.000 chances that the result was found by sonaomarchance. Therefore regression shows
significant effect of predictor variables; GovernanAccountability and Accounting System

on financial reporting and therefore there wasarmlom chance for these results.

Gale (2003) expresses that financial reports muibé certain qualities that make them
useful to the stakeholders and these include retevand reliability which the results above
shown these relationship. As stated by Borio & 3aainis, (2005) financial reporting is a
function of management within planning and coningllfunctions and is important to all
organizations and therefore the correlation andistgnce is justified even in the CBOs.
Borio & Tsatsaronis (2005) asserts that financegorting is the issuance of financial
statements and their related notes and discloduresnsist that they have to follow the
accounting standards and requirements. This reanltbe attributed to the part that stresses
that financial reporting is the issuance of finahgtatements and their related notes and
disclosures which the CBOs are required to protutehe CBOs may not follow accounting

standards and requirements but given formats.

4.4 Model Evaluation

The proposed Regression model in chapter 3 stated:

Y =bo + biXyi + X + b3X3i 4 e

Where as:

QFR = Financial Reporting

bp = Constant; = Coefficient of variables ( main & intervening)
X1 = Governance

X, = Accountability

X3 = Accounting System

The formulation of the model with a goodness ofatit48.4% in the form of the equation

below:

QFR=  0.701+ 0.172X+125X%; + 0.548%;
Tvalues (1.445), (1.499), (0.99), (4.77)
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In explaining the size of effect of each independeariable on dependent variable, the
standardized beta coefficient was used. From tlevelegression equation; governance,
accountability and accounting system would havarfaial reporting index of 0.0.701. Unit

increase in governance would lead to an increafieancial reporting by a factor of 0.172; a
unit increase in accountability would lead to aor@ase in financial reporting index by a
factor 0.125 while a unit increase in accountingteyn would lead to a decrease financial

reporting index by a factor of 0.548.

4.5 Hypothesis Testing

Thus, this follows that the three hypotheses:

HO1; Governance has no effect on financial repgrtihTOWA funded CBOs in Kisumu
County, Kenya;H02; Accountability has no effectfmmancial reporting of TOWA funded
CBOs in Kisumu County, Kenya. HO3; Accounting syssehas no effect on financial
reporting of TOWA funded CBOs in Kisumu County, Karare all rejected
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CHAPTER FIVE: SUMMARY OF THE FINDINGS, CONCLUSION A ND
RECOMMENDATIONS

This chapter present conclusion and recommendationghe factors affecting quality
financial reporting based on the findings obtaiaad interpreted from the data collected and
suggestion for further research. The objectiveneté study was to analyse the predetermined
factors affecting quality financial reporting in WOA funded CBOs. The conclusion and
recommendations are drawn from the specific objestof study, to; assess the effectiveness
of governance, analyse the effect of accountakalitg establish the usefulness of accounting
systems in the CBOs quality financial reportinge Btudy limitations are also highlighted.

5.1 Summary of the findings

The objective of this study was to analyze factffecting financial reporting of CBOs in
Kisumu County, Kenya. The study used multi-pointnfatted statements with a 5-point
Likert scale structured questionnaire and did cersmuvey on 55 TOWA funded CBOs in
Kisumu county and 8 key informant who work with tBBOs. From the findings, majority of
the respondents have worked with the CBOs for rtttae one year and most had certificate
level. Most CBOs 80% had funds from other sourqesrtafrom TOWA fund, for the last
financial not all CBOs received the total agreeadfsifrom FMA. The findings give adjusted
R Square at 48.4%, that is, of the changes in tyufiiancial reporting 48.4% could be
attributed to the combined effect of the predictariables (governance, accountability and
accounting system). The remaining 51.6% could h@agxed by other factors outside the
scope of this study, nevertheless this was sigmtienough. The standard error of the
estimate is 0.27398, low following the significarafehe predictors.

The first objective of this study was to establisa effect of governance on quality financial
reporting this was also to address the null hyp#hé€overnance has no effect on financial
reporting of the CBOs. The statistical analysishef data obtained from the study indicated
that a positive relationship existed between gomece and financial reporting with
correlation; relevance (r=0.246, p=0.065), religgil(r=0.251, p=0.060). The study results
when analyzed gave the following values duringingstfor rejecting or accepting of
hypotheses (H013=0.172, t=1.499, p=0.140). This is an indicatioatthull hypothesis is
rejected, governance had some effect on finanejbrting although with low significant
influence, p>0.05. Unit increase in governance woldad to an increase in financial

reporting index by a factor of 0.172 when considdrecombination with other variables to
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predict the outcome. Only 9% agreed that governasceefine affect financial reporting in
the CBOs, while 81% were neutral or moderately edjrehis explain why it has some
influence but not significant. Assessing the Boawdimittee independence and management
effectiveness revealed that in most CBOs, the Beoardmittee and management was one
and the same persons this contributed to the relgmds being neutral to the statements as

given.

The study sought to find out the effect of accohitity on financial reporting. Analysing the
effect of accountability on quality financial refiog gave relationship with a positive
correlation (relevance, r=0.366, p=0.005 and rditgly=0.354, p=0.007). This correlation is
high enough with p<0.05 showing significance effextfinancial reporting. In testing for
rejecting or accepting of hypotheses, the resuff; d02;3=0.125, t=0.99, p=0.327), reject
null hypothesis. Unit increase in accountability ulb lead to an increase in financial
reporting index by a factor of 0.125 when considdrecombination with other variables to
predict the outcome. The p value 0.325 greater th@f, has low significant when seen in
combination with others. The result shows that 79f%derately agreed while 21% fully
agreed that accountability affect quality finanaiaporting. This is a stronger position of
agreement and it shows that accountability is keguality financial reporting. It is evident
that FMA require previous fund transfer accountgbibefore next transfer (M=4.12,
SD=0.33), while there is lack of Accounting offisavho understand the process of financial
reporting and report correctly (M=2.6842, SD=0.9894In the analysis of the effect of
accountability in TOWA funded CBOs quality financieeporting it is evident that
accountability uniquely affects the quality finamlaieporting and cannot be ignored.

The third objective was to establish the effecaodounting systems on financial reporting of
the CBOs so as to find out whether it is necessahave accounting systems in CBOs. The
results give higher correlation coefficient witHeneance and reliability (relevance, r=0.434,
p=0.01), and reliability (r=0482, p=0.00). In testifor rejecting or accepting of hypotheses,
the result was; (H033=0.548, t=4.77, p=0.000). Unit increase in accoyns8ystem would
lead to an increase in financial reporting indexabiactor of 0.0,548, with high significance
p<0.00, reject the hypothesis. From the resposd6B8%6 agreed that accounting system
affect quality financial reporting, 14% stronglyragd while only 18% were neutral. Despite
their strong believe in systems, they disagreetl @&0O adheres to the generally accepted

standards of Accounting, auditing and disclosuriee TBOs assume systems and operate
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without proper policies and procedures, they assorganization size and reliance on FMA

and NACC procedure and reporting templates.

5.2 Conclusion

The study concludes that governance financial tempris contingent upon governance,
although the effect has low significant. In coraigtwith previous studies governance is an
important element in well structure organizationsichi should be adapted by CBOs to the
extent of their capacity without ignoring it. GER003) expresses that financial reports must
exhibit certain qualities that make them useful the stakeholders and these include
relevance, reliability, understandability and timeks. CBOs leadership is voluntary and the
scope of operation is limited to a given communityembers choose their leadership
according to trust and not given qualificationgréfore it was viewed by many respondents
as an important issue but not applicable to thehe TBOs governance does not use the
reported results in decision making and is notatiffe in the management of the CBO
resources. It was further evident that Accountirfficérs in the CBOs do not have required
gualification and working experience appropriatecaory out process of financial reporting.
Ayuma (2012) study of multi-funded NGOs concludedttan organization need well trained
accounting staff to meet donor financial requiretnéns also evident that educational level
of the of CBO officers was mostly certificate whieh minimal and they may not make
proper strategic decision on relevance and reitgtaif financial reporting. The main concern
to these CBOs being the cost of well qualified w#fis and staff compared to the
organization funding which is usually minimal anefided to programmatic activities other
than operations including allowances and salafiasre is no adequate training focusing on
governance and relevance and reliability of finahcreporting hence growth and

sustainability of the CBOs are also compromised.

The study concludes that accountability affectedligu financial reporting to a greater
extent. FMA require previous fund transfer accohitityg before next transfer while the
Accounting officer did not understand the procesfimancial reporting and account as per
agreed plan and there was no sufficient manageowertol over use of funds in the CBO.A
number of CBOs did not receive the two transferinfls due to accountability issues which
meant delays in activity implementation or no imnmpéntation. The effect of no
implementation was suffering to the affected upldse of life. Delay in funding or no

funding at all also is a pointer that growth andtaunability of the CBOs are compromised.
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The CBOs can adapt Slim (2002) performance andevagcountability in setting effective
mission and goals to ensure standard financialrtiego As the CBOs use donors’ tools
when keeping to recommended accountability in fonreporting, they need to follow
processes established hence conforming to Alnd@@3Rassertion while focusing on CBO
scenario. As stated by Odindo (2009) lack of finalhecords on how the funds were used

caused delays in funding of some NGOs hence neleavi® internal financial controls.

The study concluded that accounting system hacdctetia financial reporting to greater
extent and it is necessary to have accounting igste the CBOs. The respondent strongly
agreed that accounting system affect financial ntapp by 68%, there lack of formulating
and follow the guidelines concern them. The CBOndbadheres to the generally accepted
standards of accounting, auditing and disclosutee TBO has no written guidelines as
concern the financial reporting and that the irdeontrol procedures of the CBO do not
ensure safeguard of the organization’s assetsten@€BO’s sustainability. The absences of
these key guidelines affect financial reporting akey deliverables. CBOs assume
dependence on FMA guidelines which are limited @MA funded CBOs which are also not
properly understood, and which should not be tlee since most CBO have funding from
other sources with different requirements as perfitndings. As in Ayuma (2012) findings
varying donor and regulatory requirements creasgl@hges in financial reporting. There are
reporting formats by NACC, FMA and other donorsatthere to, causing confusion hence

need to invest in good accounting system.

The study further concluded that although the npagdictors had some significant influence
on financial reporting there are factors to considean extent, these included cost benefit
analysis and materiality. Barth, Landsman & Lar&§)06) states that information is material
if its omission or misstatement could influence tleeisions that users make on the basis of
an entity’s financial information and that finaricraporting imposes costs; the benefits of
financial reporting should justify those costs. fiéhare a number of concerns which came up;
it is argued that as much as there is need offepaaleadership and management, at the level
of funding and the size, the CBOs cannot attraetifigd people to good governance and
management. The reports shared to stakeholdersmédyonot understand them and give
material input that make a difference. The CBOy meed to high service of a professional
to set proper systems, without adequate fundingletenay not cover these costs. Cost

benefit analysis and materially of these circumsgaris important and need to be considered.
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It is evident from the findings that use of qualfi accounting officer do not make

difference in financial reporting and that use of@unting system do not make a difference
in-terms of cost and time in these CBOs. This shtved they are not so material to the
CBOs due to cost and time,

The study finally concludes that quality of finaalaieporting is contingent upon governance,
accountability and accounting system in TOWA fundeBOs. The regression analysis
established that governance, accountability andwatg system are predictors of quality of
financial reporting accounting for 48.4% of vanatiin quality of financial reporting. It can
be deduced that accounting system affects finanegrting to a greater extent, followed by
governance then accountability. This implies thaaricial reporting of CBO can be greatly
improved if governance, accountability and accoyghsystems are strengthened. The study
concludes that considering CBOs size, funding s@k capacity of leadership, the sector
may not need robust professional outlook in termisgovernance, accountability and
accounting system but may need a different approadbuild capacity of leadership and
members to ensure relevant and reliable finane@bnting. Therefore the previous studies on
corporate organizations and larger CBOs were usedguide since the findings do not much
with these organizations settings. However, in ptdeyield positive results the process of
strengthening these variables should be continaodsother intervening factors taken into

account.

5.2 Recommendations

From the findings the study gives recommendatibaswould improve financial reporting in
the CBOs. Generally, CBO that strive to have ratvand reliable financial reporting to
stakeholders should; meet the donor requirements imna timely manner, have some
accounting systems, employ qualified and compgierdonnel, negotiate with the donors to
have training and capacity development budgets.

It is therefore recommended that steps should kentéo strengthen the governance (both
Management Committees and management) throughngaicoaching and mentoring. This
will ensure improved quality financial reporting.aMagement Committees should also be
continuously oriented on their roles in order t@move on their supervision. On qualification
inadequacy of the accounting staff, the study renends a need for the CBOs to avoid the

use of Committee members like the Treasurer asuatiog officers as encountered in most
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CBOs but despite the size absorb some knowledgeabtinting staff even on part time and
enhance proper professional training for CBOs gnowhe structure should ensure that the
board makes collective decisions and ensure thatnthnagement committee is clearly
separate from the staff. The Board/Management Cdeenishould set policy, exercise
oversight and provide strategic direction. It sldowlelegate its authority and provide

supervision to the management of the CBO.

It is recommended that the CBOs should ensure atability in all their operations,

including financial reporting. They should ensubattregular financial audits carried by
CACC and external auditors enhance accountabdistakeholders. They should put in place
a basic communication; management should share stdkeholders program progress
reports to ensure sufficient management controlr ouse of funds. Fund transfer
accountability should be timely as required per digeeement to facilitate next funding for
effective implementation and to avoid delays whialuse harm to the beneficiaries. Internal

controls should be established and adhered to.

The study recommends that CBOs should review thigirent accounting systems to identify
gaps and then put in place steps to fill those .gips recommended that despite the size of the
CBO, each should have some written guideline imfaf policy manual for use in financial
reporting and other operation activities like pnauent. The CBOs may involve the assistance
of professional to guide in the policy formulatiand implementation. The Boards/Management
committees should ensure that the systems in @eeappropriate for their kind of operations
and that they have staff with capacity to managesifstem. There should be a define accounting
guidelines, the CBOs should also invest on somelsimomputer systems like QuickBooks
which can help in cost collection of expenses amdeyon simple financial reporting. This will

strengthen their financial accountability systegrswth and sustainability of the CBOs.

Lastly to alleviate the challenges such as the dessribed in this study, the study illustrates
the need for the CBOs to consider cost benefityargland materiality in making such
decision. These may affect the outcome of the eftécgovernance, accountability and
accounting system. It is important for CBOs to hedgd with some standard guidelines
therefore NCCBO should consider developing someesiants of standard procedures to

guide this sector.
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5.3 Suggestions for Further Research

The study has explored specific factors (governaaceountability and accounting system)
affecting quality financial reporting in TOWA fundeCBOs. The study focused on the three
areas that create challenges in quality finane@pbrting therefore further research should be
conducted to investigate other challenges of firdneporting in the CBO sector. Cost

benefit analysis and materiality could be includedhe further research to establish how
they intervene in the factors affecting qualityaintial reporting and whether there can be

different when they are included.

The study further identified that considering CB€8ge, funding scope and capacity of
leadership the sector may not need robust profesisioutlook in terms of governance,
accountability and accounting system but needsffarelint approach to build capacity of
leadership and members to ensure quality finamgpbrting. Therefore further study is
recommended on the analysis of challenges facinQ<gowth and sustainability which are

embedded on quality financial reporting.
5.4 Limitations of the Study

The research was limited in some of its findingsduse some CBO Accounting Officers
were sceptical of the use of their feedback, mbshem being members of the management
committee. Some CBOs financial records were incemepland others missing. The
implication of this limitation is that the numbef @sponses may not ideally reflect every
CBO and exhaustion of feedback to factors affectjoglity financial reporting in TOWA
funded CBOs.
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APPENDICES

APPENDIX I: LETTER OF TRANSMITTAL

Caren Atieno Onyango

P.O BOX 25196- Nairobi, Kenya

Cell Phone: +254724 880026

Email Addresscarenhope7@gmail.com
Skype Address: caren.atienol

2"YSeptember, 2016

Dear Sir/Madam,
RE: REQUEST FOR PARTICIPATION ON RESEARCH STUDY

My name is Caren Atieno Onyango a final Master usiBess Administration student at
Maseno University. My area of specialization isafice. | am currently carrying out a

research ofractors Affecting TOWA funded CBOs quality finahmgorting.

Enclosed please find a questionnaire in relatiothéostudy which seeks to add value to the
policy makers on coordinating CBOs and donor regments. You are requested to take few
minutes of your busy schedule to complete this tijpm@saire. It is estimated to take 15-20
minutes. The researcher promise strict confidetytiatoncerning your responses and
undertake to ensure that any information providedhis questionnaire is solely academic
purpose.

Thank you in advance for your contribution towardy studies by way of taking this

interview. Please answer each of the questionsetbest of your ability and knowledge.
Yours faithfully,
Caren Atieno Onyango

ADM/NO: MBA/BE/00047/2014
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APPENDIX II: QUESTIONNAIRE

SECTION A -BACKGROUND INFORMATION
Instruction: Please tick and fill in the appropeiapace.
1. Your relationship to CBO
[ ] Member of the Management Commitie¢ Management[ ] Support Staff

2. Your title

3. Highest level of education attained by respohden
[ ] Certificate [] Diploma [ ] Degree

Others (specify)

4. For how long have you had a working relationshiiih this CBO?
[ ] Less than 1 yeaf ] 1-3 years [ ] 4 and above

Others (specify)

7. Number of received funds in your Last Finangesdr
[ ] Quarter 10nly [ ] Quarter 1&2 [ ] Quarter 1,2&3 [ ] All 4 Quarters
8. Sources of Funds in Your Organization
[_] TOWA Funds Only [ ] TOWA Funds and Others

SECTION B: FACTORS AFFECTING FINANCIAL REPORTING

Indicate the extent to which you agree with théofeing statements by using a scale of 1 to 5
where, 1= Strongly Disagree (0-20%) , 2= Disagr2e-40%), 3= Neutral (40-60%), 4=
Agree (61-80%) and 5= Strongly Agree (80-100%).kTibe relevant column that best
describes your opinion of the statement in refezetw the factors affecting financial

reporting in your CBO.

1. Assessing the effectiveness of governance
To what extent do you agree that governance afi&€’s quality financial reporting

[ ] Strongly disagree[ ] Disagree [ ] Neutral [ ] Agree [ ] Strongly agree
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To what extent do you agree with the following etaénts on governance effect to CBO’s

quality financial reporting considering the aspextsnxdependence and effectiveness

a) Board/Management Committee Independence

b ()
2 o
Statement 2 §
B Y o 0l D
c| g & 2 o
°l & g 2 =
blaz <P
1 (23] 4|5
The CBO has Qualified and independent memberseof th
Management Committee or Board of Directors
CBO regularly reviews/monitors the performancehef t
implementing staff
The leadership use the reported results in decrs@king and is
effective in the management of the CBO resources
b) Management Effectiveness
bd
(@]
Statement i %
k=] ©
> W P
o Y [S)
c| o & g €
o 2/% 3 = ©O
S| .2 o g S
nl oz gon
1 (23|45

Accounting Officer has the required qualificatiardavorking
experience appropriate for their position
The Accounting Officer attend regular FMA financainings to

adhere to reporting guidelines
The management team of the CBO provides a senitbe w

commitment in a timely manner

2. Analysing the effect of accountability

To what extend do you agree that AccountabilityeeffCBO’s quality financial

reporting

[ ] Strongly disagree[ ] Disagree [ ] Neutral [ ] Agree [ ] Strongly agree
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To what extend do you agree with the following esta¢énts on accountability effect to

CBO'’s quality financial reporting considering thepacts of objectivity and honesty

a) Objectivity
()
Statement g
2 L
8 >
o @©
> 9 )
ol 2| o 9
AEHEER:
5|2 o é:m =
wl ao|lz n
1 (23 4|5
The management of the CBO share with stakeholdegam
progress reports and financial report
FMA require previous fund transfer accountabiligfdre next
transfer
The Accounting officer understand the processnafricial
reporting and account as per agreed plan
b) Honesty
hd
g ©
52 o
Statement © ©
> D >
O = @© (@]
c| @2 S 8| c
S| 3| 3 & ¢
= 2 o O s
nl alz | n
1 (23 4|5

CBO properly account for funds in the given format

In the discussion of the annual results, highlighthade on the
positive events as well as the negative events

There is sufficient management control over uskiiods in the

CBO

3. Establishing the usefulness of accounting systems

To what extend do you agree that accounting sysiiéect CBO’s quality financial

reporting

[] Strongly disagree[ ] Disagree [_] Neutral [ ] Agree [ ] Strongly agree
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To what extend do you agree with the following estaénts on accounting system

effect to CBO’s quality financial reporting

e
g o
N2} O
S ©
28 =
Statement g = © T
Cl O += O c
(@) (18] S5 bt o
sl .9 o o =S
0n Qo 2 < umn
112|345

The CBO has a written guidelines as concern trentiral
reporting and is used in reviewing, approval arabréing of
financial documents

The CBO adheres to the generally accepted standards
Accounting, auditing and disclosure

The internal control procedurestof CBO ensure safeguard of
the organization’s assets and the CBO’s sustaibabil

4. Financial Reporting

To what extend do you agree that financial repgrisnmportant to the CBO
[] Strongly disagree[ ] Disagree [_] Neutral [ ] Agree [ ] Strongly agree

a) Relevance of Financial Reporting

To what extend do you agree with the following estants on relevance of CBO'’s financial
reporting

bt
8| ©
Statement 0 o
S IS
> D >
o =l ® ¢ ©
c| 2 S 2| c
S| 8| 3 o| ©
sS= 9 < | B
0h ol =z N
1(2 34|65

CBOs reporting requirement follow International &mgial reporting
standards (IFRS)

Financial reporting process of the CBOs contaimedlvant material
information (about debtors, creditors, accruals)etc

Financial reporting information given influence dgon making
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b) Reliability on Financial Reporting

To what extend do you agree with the followingesta¢nts on reliability on CBO’s financial

reporting
e
g o
D (@)
Statement 5 ©
B &l o o B
c| 2 5 9 c
S| & 3 g o
S| O < B
nl alz n
1|2 3|45

There is sufficient reliable information on budg&ecution and The
CBO's financial reporting information is accuratedacomparable to

information provided by other organizations
The financial reporting gives information whichusderstandable to

stake holders
Financial reporting process and submission of tsgorFMA follows

the schedule time agreed

Thank you for your participation.
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APPENDIX III: LIST OF TOWA FUNDED CBO IN KISUMU COU NTY

NAME OF CBO CONSTITUENCY
1|Aegis For Development Group KISUMU CENTRAL
2/Society For Women and AIDS in Kenya (SWAK) KISUMU RERAL
3|Kisumu Green Project (CBO) KISUMU CENTRAL
4|Orongo Widows and Orphans Group KISUMU CENTRAL
5|St. Vincent Depaul CBO Project KISUMU CENTRAL
6|Port Florence Youth Initiative KISUMU CENTRAL
7]Ushindi Women Group KISUMU RURAL
8|Chako Ok Etieko Widows and Orphans Group KISUMU RURA
9|Kosewe Women Group KISUMU RURAL

Mrembo Hair Dressing Youth Gr.

KISUMU RURAL

1

[

United Youth Group

KISUMU RURAL

12

Grail Women Group

KISUMU RURAL

13

Gender Aid Peer Educators Group

KISUMU RURAL

14

Kulusia Women Group Kamatitu

KISUMU RURAL

15

Kojwang Kowe Farmers Group

KISUMU RURAL

16

Shepherds Rock Community Development (SRCD)

KISUMMMN EAST

17

Maisha Orphans and Widows of Kisumu (CBO)

KISUMU TOWAST

18

Jumuika Women Group

KISUMU TOWN EAST

19

Happy Self Help Group

KISUMU TOWN EAST

20

Pal Omega Positive Support Group

KISUMU TOWN EAST|

2

[y

MERCY SH SUPPORT GROUP

KISUMU TOWN EAST

22

Imperial Youth Group

KISUMU TOWN WEST

23

Tonny Red Women Group

KISUMU TOWN WEST

24

Sekombo Women Group

KISUMU TOWN WEST

25

Anuno Self Help Group

KISUMU TOWN WEST

26

Kibuye Jua Kali Association

KISUMU TOWN WEST

27

Tahidi Sisters Women Group

KISUMU TOWN WEST]

28

Better Living Community Based Organization

KISUMU W\ WEST

29

Kisumu Soda Trolley Operators Self Help Group

KISUNIOWN WEST

30

Hekima Women Group

KISUMU TOWN WEST

31|Oling Thii Self Help Group MUHORONI
32|Makindu Mor Primary Health Care Group (B1) MUHORONI
33|Midekre Home Based Care Support Group MUHORONI
34|Ombeyi Young Care Support Project MUHORONI
35| Tamu Pamoja Youth Group MUHORONI
36|Lima Support Group MUHORONI
37|Katugonono Widows and Orphans Group MUHORONI
3g8|Manyine Women Group MUHORONI

39|Chwa Bodo Orphans Widows widowers Community Sup@ooup| NYAKACH
40|Central Nyakach Christian CBO NYAKACH
41|Ondisore Widows and Orphans Support Group NYAKACH
42|Pap Onditi CHWs Development Group NYAKACH
43|Lisana Women Group NYAKACH

44| Tinada Youth Group NYAKACH
45|Mbugra Widows and Orphans Self Help Group NYAKACH
46|Kibogo PLWHAS Support Group NYAKACH
47|Osiepe Kobura Women Group NYAKACH
48|Kochieng Widows and Orphans Self Help Group NYANDO
49|Kajulu Ulore Women Group NYANDO
50|Usilale Women Group NYANDO
51|Kwakungu Women Group NYANDO
52|Koka Community Based Organization NYANDO
53{Nyamika Chidren's Development Project NYANDO
54/Grand Mothers Raising Grand Chidren NYANDO
ss{Nyardac Support Group Cer NYANDO
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APPENDIX IV: MAP OF KISUMU COUNTY

Kisumu County:Gini Coefficient by Ward
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