Accounting Information asan aid to Decison Makingin
the Public Sector

Udo, V. S.
Department of Accountancy
Akwa Ibom State Polytechnic
Ikot Osurua, kot Ekpene

ABSTRACT

The need for effective financial decision making, guidance and direction
to a profitable and solvent course often inform the choice and reliance
on the accounting information. Sourceto accounting information includes
suitably fashioned accounting system which can enable an organization
to identify and gather accounting data, process them into accounting
information for users. Decision making is a complex phenomenon and
requires an appropriate platform. Thus, this paper reviews the role of
accounting information in decision making of public sector x-raying
areas of decision making where accounting techniques are kept in
aberration thereby under mining the imper ative of accounting information.
Thiswrite-up concludes that accounting information is an indispensable
tool in decision making and should be taken up seriously.
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INTRODUCTION

Theuseof relevant accounting system which provides comprehensive accounting
information for controlling, stewardship, planning, and so on, isasurviva strategy
to organizationswhowant to Say afloat inthelr businessesgiventhecomplex business
environments, which they operate. Thefunction of accounting system hasevolved
and changed over the yearsin response to the needs and demands of the socio-
economic environment. There have proper books of account on systematic and
continuousbasis. They havea so been andysisif financid transactionstodlicit facts
for direction. Theincome statement and bal ance sheet areused for this. All these
areaccounting for stewardship, that is, they provideinformation to theownerson
how their resources have been put to use. The ownerswill know their profit and
loss, assetsand liabilitiesposition, productivity and increasein wealth of failing
enterpriseand growth.

Furthermore, thereisaccounting for control because of the complexity of
busi nesses. They includeinventory control, varianceanaysisstandard costing, and
credit control among others. They help the organization to know how they have
performed and what correctiveactionsshould betakenif their actua performance
isat variance with the expected one. More so, cost accounting and management
accounting accommodate processes, jobs, products, contracts, and so on. This
extendsto accounting for decision making, for production and decision making.
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Sound decision making is achievablewith the applications of decision making
techniqueswhichindudeinvesment andyss(cogt-benefit andyss), portfolioanaysis,
cost-volumeanalyss, just afew to mention. The planning function of accounting
leavesmuch to bedesire setting up qualitative goalsand means of achieving them.
Accounting techniquesto serve planning need include capital budget, operating
budget, cash budget, zero based budgets and so on. Given therol e of accounting
information, accounting for stewardship, controlling, planning and decisonmaking
aretherefore necessary inthe public sector for proper investment decision, disposal
of assets, procurement of additional assetsand administration boarded properties.

Objectivesand Char acteristicsof Accounting I nfor mation

Themain objectiveof any accounting systemisto provideinformation to theusers
to make relevant decisions inform judgment (Pandy, 1979). Besides decision
making, control and stewardship are alsoimportant. Accounting systemrefersto
the system designed to record accounting transactions and events of the business
and communicatethemin compliancewith theexisting policiesand proceduresand
by extensonthelegd provisonsto theusers. Hanson (2007) seesaccounting system
toincludetheforma recordsand origind sourceof data. Thus, the basic components
of an accounting system are concerned with collecting, recording, eval uating and
reporting transactionsand events (Pandy, 1979)

Grande, Estebanez and Colombia (2011) corroborate Hanson (2007) that
the elements of the accounting system asthose componentsthat are concerned
with overall accomplishment of accounting process. Pandy (1979, p.27) viewed
accounting asasystem when he stated thus: “ Accounting may be defined asthe
processof identifying, measuring and communicating economicinformationto permit
informed judgmentsand decisionsby usersof theinformation...” Cost accounting
within the contempl ation of Harmason and Edward (2008) isasystem sinceitisa
processof identifying, measuring, accumul ating, andyzing, presenting, interpreting
and communicationfinancia informationto themanagement to plan, evduate, control
within an organi zation and to ensure gppropriate useand accountability for resources.
Conddering theforgoing, accounting system gathersand communi catesaccounting
information to the users. Hence, accounting system gains the nomenclature-
accounting information system (pandy, 1979).

A ccounting system providesaccounting informeation. Accounting information
of anenterpriseiscontained inthefinancia statements. Accounting information as
viewed asby Bengasand Myro (2008) entail san organized set of accounting data
which providesuseful informationthat isutilized by theinterested users(bothinternd
and externd) to eicit factsfor their respective decision making. Theinformation
could be onwhat the enterprise owns (assets), what it owesto others (liabilities) or
theowners wedth (capitd, etc). Besdes, theincomestatementsprovideinformation
on the performance of an enterpriseintermsof profit or loss. Infact, thelist of
information which can be generated from thefinancial report isinexhaustible.
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Accounting information provided by management accounting isnot generally
disseminated outside the company, such assalary costs, cost of materialsper unit
produced and profit targeted. These piecesof information are used by managers,
departmenta heads, project directors, section supervisorsand other managerswithin
an organization. For accounting information to serve useful purpose, Houseden
and Bhaska(2008) noted that it must havethefollowing characteristics. They include
reliability, timeliness, comparability, understandability and soon.

Reliability: Dataprovided by the accounting information must berdliablefor it to
beussful. Rdiability isthat quality which permitsusersof theinformation to depend
onitwith utmost confidence.

Timeliness: Accounting information must be processed and reported at the
appropriatetimefor it to beuseful.

Comparability: Accountinginformationismoreuseful if it facilitatescomparison
asall decision making, control and eva uation invol ve comparison. Comparability
allowsfactsto be measured and reported. The results are distinguished between
thelikeand theunlike.

Understandability: Theaccountinginformationisreportedinaformwhichis
understandabl e by reasonable competent users. It must ensurethat onecaninterpret
correctly so asnot bemisled.

BiasFree Thismeansthat thefactshavebeenimpartialy determined and reported.
It al so meansthat the techniques used in devel oping dataarefreefrom guilt and
bias. Accounting dsoinvolvesvariability, whichrequiresmentaly smilar measures
or conditionswhen two qualified personsexaminethe samedata.

Relevance: Thisisanother characteristic of accountinginformeation. Theinformation
must beusefully associated with actions. It must be designed to facilitatetheresult
to be produced.

Predictive Value: Accounting information has predictivevauewhenit can help
userstoincreasether likelihood of correcting and forecasting the outcomeof events.

Feed-back VValue: Financial information hasfeedback valuewhenit enablesusars
to confirm or correct expectations.

Verifiability: Accountinginformationisverifiablewhenit representswhat it intends
to represent when all the methods of measurement have been used without error or
bias.

Neutrality: Accountinginformationistheonewhichisdirected towardsthecommon
needs of the usersand isindependent of presumption about the particular needs
and desiresthespecific usersof theinformation. Thus, accounting informeation system
should not be designed to enhancethe usefulness of aparticular sesgment of usersto
the detriment of others.

International Journal of Finance and Management in Practice, Vol. 1, No. 1 & 2, 2013 56
ISSN: 2360-7459



Completeness: Completenessinthissenseinvolvesthedisclosureof al information
that isconsidered useful for managers or usersin the decision making process.
Reportinginlinewiththelegd requirement goesalong in ensuring the compl eteness
of accounting information.

IMPORTANCE OF ACCOUNTING INFORMATION SYSTEM AND
ACCOUNTINGINFORMATION

Theimportanceof accounting information system aswell asaccountinginformation
ISSO enormousto any organi zation (Scapensand Jazayeri, 2003). Management of
organizationsneedsaconstant and periodic flow of information for decison making.
The accounting information system prepares information for management by
performing certain operationson all the datareceived. The management of the
businessreceivesthisinformation and utilizesit asabasisfor decision making.
According to James (1992), the practical areasin which accountingisknownto
have been used asan aid to decision processincludethefollowing:

Economic Planning: Inthiscase, accounting information asan information tool
can provide primary datawhich could be used with another datato develop an
analytical device for the purpose of preparing economic development plan.
Moreover, the plan of any organizationiscoordinated in theform of budget usedin
determining the course of actionsfor the attainment of goal's, and eval uation of
projects. Barton (1977) in Fayemi (2003) asserted that the cost benefit analysis of
individua project rdiesheavily onthepast and present accounting datato determine
not only their feasibility but justifiability. Thisevauating processa so enablesthe
management to know the extent of formsof achievement andfailure.

Accountability: The key area of interest of accounting information to the
management and the public at large, and upon which greater emphasesare placed
istheaspect of accountability. The userswho are contributorsof fund havetheright
to know how muchiscollected or spent and for what purpose.

Controlling: Fayemi (2003) points out that management uses accounting
information sourced from accounting information system to measurethe results of
activities, compare them against pre-determined standards and take corrective
actionswhere necessary.

QUANTITATIVE DECISION MAKING TECHNIQUES

Inmanageria accounting, therearetechniquesfor decision making, planning and
control. Thedecision making techniquesarethe concern of thispaper. They include
investment deci sion techniques, marginal costing technique, profitability theory,
sensitivity analysis, decision treeanalysis, cost- volume- profit analysis, linear
programming and so on.
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I nvestment decision techniques: Investment decision involves the judicia
utilization of resources on viable opportunitieswith aview to earning reasonable
returns beneficial to the providers of funds. This can be achieved through the
application of theinvestment eval uation techniques such as cost-benefit analysis
(CBA), payback period (PBP), internal rate of return (IRR), annual rate of return
(ARR) and so on, thereby making decision of whether to invest or not.

Marginal costing techniques: Itisacosting and decision making techniquethat
chargesonly the manageria coststo the cost unitsand treatsfixed cost asalump
sumto be deducted fromthetotal contribution in obtaining the profit or lossfor the
period. The primary purpose of margina costingisto provideinformationtothe
management on the effects on the cost and revenues of changesinthevolumeand
typeof output inthe short-run (ICAN, 2009).

Cost-Volume-Profit Analysis: Thisisalsoreferred to asbreak-even anaysis. It
isatechniquethat ded swith how profitsand costschangewith achangeinvolume
(Hanson, 2007). Thistechniqueis used to assist management to decide on the
profit or losslikely to arisefrom any given leve of production or sale.

Decision treeanalysis: Thisisapictoria representation of decision Situation that
illustratesthe choicesavailableto adecis on maker and estimate outcomes of each
possible decision. Each possible decisionisshown asaseparate branch of atree.
Itisuseful inandyzing projectsunder uncertainly or risk, requiring sequentia decison
Stuations.

Probability theory: To cushion the effect of uncertainty or risk in projects,
probabilitiesarebrought into play. Probabilitiesare assigned to possible outcomes
so asto take decision on the expected val ues.

Portfolio theory: Thecentra themeof thistheory isthat rationa investorsbehave
inaway that reflectstheir aversontotaking increaserisk without being compensated
by adequateincreasein expected return (Hanson, 2007) thistechniqueisuseful in
assessing the extent to which projects add or subtract from therisk of existing
operations.

Linear programming: Itisatechniquedesigned specidly to optimizetheallocation
of scarce resourcesamong the competing endsor product linesin order to achieve
the economi c decis on objective under amultiple constraint situation. Itisuseful in
deciding the optimal product mix from the solution table based on the highest
contribution or lowest cost.

ACCOUNTING INPUBLIC ENTERPRISES

The public sector comprises government agencies, ministries, departments,
governmentd ingtitutionsand those supported by government funds. The nature of
accounting in these organi zations dependslargely on the scope and objectivesthat
informed their establishment. The accounting structure or systemsthusvary from
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one ingtitution to another. Irrespective of the difference in their structure and
objectives, any accounting system should be ableto providefinancia information
adequatdly for policy formulation and extraction of financid statements. Thesystem
should be able to accommodate changesthat become necessary and facilitate the
work of theauditorsappointed to examinethebooksof theingtitution. Thefinancia
statements are maintai ned according to thetype of public enterprise.

Theprofit-making enter prisesmaintainsthefollowing:
Trading, profit and lossaccounts.

Balance shest.

Vaue-added statements,

Notesto the accounts

Cashflow statements

5-year historical summary.

P Q0T

Thenon-profit making publicenter prisesmaintain:

a Income and expenditure accounts.
b. Generd revenueaccount.

C. Balancesheet

d. Cashflow statements.

e Vaue-added statements.

f.

5-year historical summaries.

CRITICAL AREAS OF PUBLIC SECTOR DECISIONS SUFFERING
ACCOUNTING NEGLECT

I nvestment Decision: Investment isajudicious utilization of resourcesonviable
opportunitiestoday with aview to achieving gainstomorrow. It isbecausethe
futureisuncertain andinvestment proposal necessarily involvesrisk. Management
must takeinto consderation thelimited fundsavailablefor useascapitd, thefuture
earningsfromsuchinvestment, thetimevaueof money, theduration of theinvestment
andtherate of returns. Thiscould be achieved when theinvestment proposalsare
gpprai sed with methodsof investment gppraisal such ascost-benefit analysis(CBA),
pay-back period (PBP), discounted cash flow (DCF), profitability index (PI) and
so on. The public sector isseen to be committing fundson capital projects. Thisis
sending apowerful signal to some membersof the public that the public sector is
spending money on viable projects. Sometests could be administered on them
thus: ispolitical consideration outweighing theinvestment appraisal techniqueson
the undertaken project? I's cost-benefit analysis adjudged to be most popular
investment techniquein the public sector still practicable? The processhereis
scanning the public sector decision oninvestment proposalswith ethica perspective.
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Procurement of Additional Asset: Ideally, capital expenditure such as the
procurement of asset isusually informed by the need and its attendant advantages.
Funds (cash at bank and cash in hand) also must be adequate. Against this
perspective, the procurement of public asset isbased on political judgment. Some
adminigtratorseven collect loan that cannot berefunded withinthelr tenureto procure
capital asset thereby leaving debt for the future. Worsening the situation, capital
expenditureiswritten off intheyearsincurred. Memorandum entriesare a so kept
for fixed assetsprocured. Consequently, the balance sheet of government doesnot
discloseany information of thefixed asset acquired. Thus, thealarming questionis
wherearewegoing?

Administration of Boarded Properties. Properties with economic service
potential are not to be boarded since they continuously create revenue. On the
other hand, properties whose useful lives expired asaresult of wear and tear,
obsol escence, passage of time, and so on, can be boarded. In the case of those
with inadequate capacity, additional oneto boost the capacity can be procured
instead of absol ute boarding. From theforgoing, how arethe public administrators
administering the public property? Property bought in aparticular chairman’stenure
isboarded when they till have economic service potentia. The new tenurewill
procure another one. Thisisreally awaste of fund and should be avoided.

Disposal of Assets. Fixed assets can be soldin the course of business probably
duetoinadequate capacity or at the expiration of the contract business. Whatever
isthe case, when assetsare sold, there must belossor profit. Consideration of the
organization’sdue processon disposal of property isimperative sincedue process
setsout the proceduresto befollowed in thistype of event. Thequestionis, isdue
processredly followed? Some even go to extent of salling of the assetsbel ow their
market va ue probably to appropriatewed th to themsel ves. In these circumstances,
the genuine procedures are kept at bay.

CONCLUSIONAND RECOMMENDATIONS

Accounting information has been proved to be an indispensabletool in decision
making process. Equally, the decision making areasthat have suffered accounting
neglect have been x-rayed. Thus, this paper concludesthat the application of proper
accounting system, sophisticated decision making technique and due processas
regardsanevent will facilitate serviceddivery among the public serviceadminidrators
and clearstheamaosphereof doubt inthe public sector activities. For proper decison
making asregards the enumerated areas suffering accounting decision making
techniquesand proper administration neglect, therecommendationsareasfollows:
a Any investment should be apprai sesthoroughly with at least two or three
investment gpprai sa techniquesbefore commitment of fund.
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b. Procurement of additional asset should not be based on political
consideration, but rather, on the need of the people.

C. Propertiesthat still have economic service potentia sshould not beboarded
until they have exhausted their useful life span.

d. Disposd of assetsshould be based on due process or organi zationd policy
and at themarket value.

e. If all theserecommendationsare considered, cost- saving isguaranteed.
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