EFFECTS OF INTERNAL CONTROL SYSTEMS ON FINANCIAL
PERFORMANCE IN AN INSTITUTION OF HIGHER LEARNING IN
UGANDA

A CASE OF UGANDA MARYTRS UNIVERSITY

A POSTGRADUATE DISSERTATION
PRESENTED TO
THE FACULTY OF BUSINESS ADMINISTRATION AND MANAGEMENT IN PARTIAL
FULFILLMENT OF THE REQUIREMENT FOR THE AWARD OF THBEGREE OF
MASTER OF BUSINESS ADMINISTRATION

UGANDA MARTYRS UNIVERSITY

SSUUNA PIUS MAWANDA
2008-M102-20074



DECLARATION

| Sssuuna Pius Mawandahereby declare that this is my original work and m@ver been

presented for any academic award in any University.

Signed.......coooviiiii Date: .......cooovviiinns

Ssuuna Pius Mawanda



APPROVAL

This is to certify that this dissertation Bsuuna Pius Mawandaentitled “Effects of Internal
Control Systems on Financial Performance in antingin of Higher Learning in Uganda” has
been written under my supervision and is herebyramal for submission for a Master of

Business Administration Degree of Uganda Martyrs/ersity.

Moses Kibrai

Uganda Martyrs University



DEDICATION

| dedicate this book to my son Andrew Pius Kisekg,Parents; Gerald & Daisy Mawanda, and
my Aunt Caroline Nassiiwa.



ACKNOWLEDGEMENT

| take this opportunity to thank all people who madcontribution in my academic life so far.

| would like to express heartfelt gratitude to nuwpsrvisor, Moses Kibrai, whose tireless efforts
have made this dream a reality. Moses you restomme in me when | felt hopeless, you
invoked the hitherto hidden abilities in me; a mas will always walk with my head high. No

amount of words can express my sincere gratitudgdor unending support during the research

period. May the good Lord reward your efforts.

| am greatly indebted to my colleagues and works)dtee lecturers in the faculty of Business
Administration and Management, and the entire sitbfganda Martyrs University and to my

many student colleagues (MBA 2008) for your unegdinpport in this journey.

| am grateful to the staff of Uganda Martyrs Unsigr who participated in the research. Special
thanks go to the Deans, Associates Deans, Heddspdrtments and Finance & Accounts staff
that spared their precious time in answering mydflaenaire and responding to the Interview
guide. | am particularly grateful to my line maeggAssoc. Prof. Simeon Wanyama for all his
support through this hectic journey. Without thetcibution of all of you this research would

not have been possible.

| take this opportunity to thank my entire extendkeatily for their love, care and encouragement
to me. | am particularly indebted to my son; André\us Kiseka, whose time was greatly,
compromised during the MBA studies. Special trisige my parents Gerald & Daisy Mawanda,

my Aunts Caroline Nasiiwa, & Theo Zalwango

Lastly, my warm regards and blessings go to athoke who have made a positive contribution

in my life. May the good Lord bless you all.



TABLE OF CONTENTS

DECLARATION ...ceiiiitiecrteeireeeecsteeessneeesssseessssesssssessssssssssssssssssssasesssasssssssssssssssssssssssssssssssssssases I
APPROVAL...iiiiiiniiinninnnissntississsssssssssssssssssssssssssssasssssssssssssssosasssssssssssssssssasssssssssssssssssasssssssss IT
DEDICATION ...coiiceieereiecretecrneeessseeessseeessseeessssesssssesssssessasssssssesssssssssssssssssssssssssssassssssssssssssssas 111
ACKNOWLEDGEMENT .....coonviiiiiiiinninnininisnsissssssssssssssssssssssssssssssssssssssssssssssssssssssssssssassss IV
ASTRARCT eeeeccreetecccrntteccssneeeecessnssessssssstesssssssssssssssasssssssssssssssssasssssasssessssssssssssnnsssssssassssssssnasass X
LIST OF ABBREVIATIONS ..eiecceiernetensnenessneeessnsesssnssssssssssssssssssssssasssssnsssssnsssssnsssssnssssanass XI
LIST OF FIGURES ....ouutieeeecreeeccniecnneecnnesessnsessnssessnsssssasssssasssssssssssnssssssssssssssssssssssnsssssnsssssnss XII
LIST OF TABLES ... eteeccettecccneteeccnneteecssnnesecsssssssssssssssssssssssssssssnssssssssssssssssnssssssssnsasssssns XIII
CHAPTER ONE .eieieiecneiencneiensneeessaseessnsessssssssssssssssssssssssssssssssasssssasssssnsssssssssssssssssnsssssasssssases 1
INTRODUGCTION .iiiiiieeiecccneeeecccsneeeccsssseseccsssaseecsssasssssssssssssssssssssssssnsssssssasssssssssssssssssssssssssnsasssss 1
1.0 INIFOTUCTION cerurnriiiiiniiiriiinteriiiuteseisuttesessstteesssstesessstessssssesssssssesssssassessssssssssssasesssssassssssssssssssssssssssssases 1
1.1 Background tO the StUAY......ciieeieerrrrrrreiiririerrrsnteetieesesssseeeesssessssssnnnessssssssssssnssessssssssssssansessssssssssnsasssssses 1
1.2 ProbIEm STAtEMENL...cccviieiiiiiiiierteiriereintrisresesetessetessssesessssesasesesstssssesesessssssessssssssassssasesessssssssassssssssases 4
1.3 PUrpoSE OF GENEIAl ODJECHVE. .. ..vverreeerereerrrrreeteeeeereersssreeeeeesesssssssseesesssssssssssssesssssssssssssssassssssssssssassssssns 5
1.4 Objectives OF SPECITIC ODJECHIVES...uuuretiiiircerrrrrreeeeieeeerrrrreteeeseesessssneeeessssssssssssesssssssssssssssesssssssssssssasssssns 6
1.5 Research QUESHIONS/NYPOINESIS......ueeeeiiiiiirirrreeeeeeieiecrrrreeeeeeeesissreneeeeeesesesssssssesesssssssssssnsessssssssssrsassssssns 6
1.6 RESEAICH HYPOINESIS: .. uuvereeiiieieeirrrereeeiieieerirrneteeeeeeeessssseeeseesessssrssssesssssssssssssssessssssssssssassessssssssssnsnnssssss 7
1.7 SCOPE Of the STUAY.cceeeeeerrerreiiiereeerrrerteeeeeeeeersrreeneeesescsssssseesesssesssssssssessssssssssssssssssssssssssssasssssssssssssssnsnsssss 7
1.8 JUSHIFICALION. ceeeeueeereeetereeeirereeenreeeeesreeseessreseesereseessresesssaressssssnensssssnsasssssnsessssanessssssnenssssansesssssnsesssssnnens 7
1.9 SIigNiIfiCANCE Of the STUAY....ueiieeerereeeerereeeerieeeeeereeeeeeseeeesseeeeessrseeeessssseassssssesesssssssessssassessssssessssssssssssnnases 8
1.10 CONCEPLUAI FTaMEWOIK...eceeeerrereeeerreeeeesreeeecssssesesssssesesssssesssssssssssssssssssssssssessssssssssssssssssssssessssssssssssnnases 9
L.11 LIMIEALIONS wetererererteerrreresnnisssesesesessssesessssssssssssesesssssssessssssssasesesstsssasesessssssssessssassssssesasesessasssasssssasssses 10



1.12 Chapter SUMMAIY....ccccereruirirrrerestressresessesssssesesessssssssssssssssssssasesessessssasssasssssssssssasssassssasssessasssssasssnsssses 10

LITERATURE REVIEW  ..iiiitiniitntcnininscniisennessessesssessessessessssssssssssssssssssessassseess 12

2.2 TheOretiCal FrameWOIK......cceierererireieririnneerersesnsnessssssssssssssesessssssssesssassssssesesssssssesesassssssessssassssssssssases 12
2.3 Actual Review Of related LILEFAtUIE.......cccciireieerrrrrereteieeeeersnnneeeessessessnneessssscssssssnssesssssssssssassassssssssssssass 10
2.3.1 Internal Controls systems and financial PErfiMaNCE .......eueeeiieiecirrrrrreeeieiecerrreereeeeeeeeessnseeseessssssssnnees 16
2.3.1.1 CONLIOl ENVIFONMENL....uutiiierrreereereeereenreereesneeseessneessssarassessnsessesssesssssasessesssssasssssnsessssssassessasassesane 19
2.3.1.2 Internal Audit and Financial PErfOrMANCE......uueiiieieeerrrrrrreeeeereeerrrrrreeeeeeseessssereeesssssssssssesssssssssssssnnnes 22
2.3.1.3 CONLIOl ACHIVILIES...ceiireerrerreereeereerreereesneeseesntessesressessasassessssessessaseessssassesssssnsesssssnsesessasassessasassessans 28
2.3.2 FINANCIAl PEITOIMANCE. .. uuveereieiereerirrreeeeeereeeerrrrneeeeesessesssseesesssssssssssssessssssssssssssssssssssssssnsasssssssssssnnnes 28
2.3.2.1 LiQUILILY cevererueerereereruersseescsanescssesssseasssssssseasessnsssssasssnsassssessssssssssasssssassssassssssssassssssssssssessnsasssnsassnsases 30
2.3.2.2 ACCOUNTADIIITY.ccceeerureeeerrrreeeerrrreeecesureeecssneesesssseessssesssssssesssssssesssssssesasssssasssssssessssssssssssnsasssssnssssssss OO

2.3.2.3 REPOMING . eeverrerrerrertererreereeresessessessessessessesessessessessessessasseseessessesassessassessassassessssassassessessassassessassssassas O 1

3.0 INTTOTUCTION ceeireeererreenreereereeereesntereesneeseesntesessnressessasessessasassesssseesessntesssssnsessssasessessasassessasassessaseessssans 33
3.1 RESEAICH UESIGN.uuutteiiieieeerrrrerreeeeeeeerrrrrsereeeeessessssseseesesssssssssssesssssssssssssssesssssssssssssnsessssssssssnsssssssssssssssnnnes 33
3.3 STUAY POPUIBLION...cceiiiieeeeeiriereeeteeeeerrrrreereeeeeeeesssssseseeesssssssssssesesssssssssssssessssssssssssssssssssssssssnssessssssssssssnnnes 34
3.4 Area Of the STUAY..ccceeereeieeereeeieertteeeesrteeeeessnteeeessaeeeessseeeesssssnessssssnesssssssesssssssasesssssessssssssssssnnsasassnnessssss OO
3.5 Sample size and Sampling Selection teChNIQUES.......coccctriereiiriiinnirirteneieisstessntesssnesesaresessesssasessseeses 4
3.6 Data source & methods Of data COIECHION......ccicvieieiirirsteiietierteiereretessetesenesssasessnesesaresesasssaseseseeses OO
3.7 Data Management and @nalySiS........ccceeerrerrsrererieissesesssesssnessssssssssssssesesstsssssesssassssssessssssssssasesassesasssss OO
3.8 Reliability and VAILY .....ccccererererireieninirntinenieiinieissserensenesssessssesssssessssesessssssssesssasesssssssssssssssssssesesasssss O

3.9 EthiCal CONSIABIALION.. ... uereeereeererererererereresesesesesssesssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnsssssnsssnnnnns OF

vi



CHAPTER FOUR ..uuiiiiiitiiniintisnisnsnssstsssisssssssssssssssssssssssssssssssssssssssssssssssasssssssssssssssssassssssssss 39
DATA PRESENTATION AND DISCUSSION OF FINDINGS .....cicceveiecrnercssnnnessnssssnsssssnnes 39
4.0 INTTOAUCTION «oevvireereriuirirtereseressteresutesosesesaseesassssssesssssessssesesssssossesssasessssssssstessssessssesssasesessasssssesessssssanes 39
4.1 Quantitative data presentation and diSCUSSIONS.....ccccvvreerrerersreiererirsserestresstessssessssesesasesessasssssesessssssanes 39
4.1.1 Gender characteristiCs Of rESPONUENLS.......uveeecrreeeeeerreereessrreeecssreeesssseeeesssseesssssssssssssssesssssssasesssssasesss 39
4.1.2 Education characteristiCS Of reSPONUENLS....cccccrrrrrrreeeiereerrrrrreeeeereeeessrsseeeeesssssssssssessssssssssssnssasssssssses 40
4.1.3 Description of the Positions of respondenta the INSHIULION .....iiieiecerrrreeeeeeereecrrrreeeeeeeeeerrreneeeeeeseennns 40
4.1.4 Description of age groups Of FESPONUEINLS.....ccccvvrrerreeerereerrrrreeeeereesessrsrsneeesssssssssssessssssssssssnssasssssssses a1
4.1.5 LONQEVILY Of SEIVICE..ciiiiieeerrrrrrrereeerecirrrsnreeeeessessssssssesssssssssssssssssssssssssssssssssssssssssssssessssssssssssnsssssssssssnn 42
4.2 Examining the functionality of Internal Control SYSIEMS.......cvveeeeeeiecerrrrreeeeeereeesrsrsseeeeeesessssssnsessessssssnes 42
4.2.1 Descriptive statistics on Internal CoNtrol SPLEMS....uuiiiieicerrrrreeeeeerereerrrsreeeeeesesssssrsseesesssssssssnsssssssssssses 43
4.2.1.1 Accounting and Financial management SYSLEIML.....cccererreiererersreresneresstessssessssssesasesessasssssessssasssanes 43
4.2.1.2 Management commitment on the operations e SYStEM......ccccvvvruiiriiniuiiriinnieinnnnieeninnienenneeenens 44
4.2.1.3 Monitoring implementation of Internal Control SYStEM......cccuuuiiiiinuiirinniieininnieeiiieerinieereeeesens 44
4.2.1.4 Provision of feedback tO JuNiOr OffiCEIS.....cciiiiiiiiiitiriiiiiiiiiienirtersetcresete e sste s ssasessssasessns 45
4.2.1.5 Measures taken to correct Errors in Accouimig and Financial management system........cccoeevueeee. 45
4.2.1.6 ManNagEmMENT INTEONTY.cccerueeeeerrereeeerrereeeessreeecsssreeessssseessssseeessssssesssssssssssssssesssssssasesssnssssssssssssssnsasasen 46
4.2.1.7 Ethical values in management AECISIONS ..ccccevrrrereeerereerrrrrreeeeesessessssssaseessssssssssssesssssssssssssssesssssssses 46
4.2.1.8 Objectivity and independent of the audit QDMITEEE....cccccvvveeeeirieeirrrrreeeeeeeeecerrnreeeeeeseessrsnnseeeeesssssnns 47
4.2.1.9 Independence of Governing council and itHBIMITEE ......ueeeeeeereeeerrrrreeeeeeeeeeerrrsseeeeeeseesrssnseseessssssnes 47
4.2.2 Descriptive statistics 0N INTErNal AUGIL.....eiieeicerrrrrcreeeieieerirrreeeeeeeeeeessssseeseessssssssssssessssssssssssssssssssssssns 48
4.2.2.1 Existence of internal audit dEPartMENT.....ccccccvvrrereteierierrrrreeeeeeeeecersrsseeeessssssssssseeseessssssssssssessssssssnns 48
4.2.2.2 Internal Audit SUfICIENEY STAFFEM......uuueeeeiiieierrirrrreeeieieerrrreeeeeeeeesesssnreeeeeesesesssssseessssssssssssnnsessssssssnen 49
4.2.2.3 Internal audit staff conduct regular interral audit activities in the INSLItULIoN .....c.coovveeriiniieriiiinnennans 49
4.2.2.4 Internal audit report addresses weaknessasthe internal control SySteMu.......ceevevveeeriiinurcenisiueennans 50

Vii



4.2.2.5 Internal audit reports are produced regUIALY .........eeerieiiriieiiriiiirnieerieeseetesssssresssssssesssns 50

4.2.2.6 Management discusses internal audit repOrfEEQUENLIY .......cceirreeerrrcnneeirereeeesssnneeeesseecsssnneeesssssesses 51
4.2.2.7 Internal auditor makes appropriate recommedations t0 ManagemMenL.......cooueererrrurerssssreessssneesens 51
4.2.2.8 Internal audit department ViSiting UP COUNLY CENIEIS......cvvreeeeeeecerrrrrreeeeesesssssssseseessessssssnsssssssssssnes 51
4.2.2.9 Internal audit issuing audit reportS 0N UPOUNLTY CENLEIS....uueiiieeeeerrrrrreereeeresssrsssnreseeesessssssasssssssssssnes 52
4.2.2.10 Degree of independence of internal aUdIEHArTMENL........ueeeeieieeeerrrrreeeeereeerrsrseeeeeeseesrssnseeeessssssnes 52
4.2.3 Descriptive statistics 0N CONtrol ACtVItIES . ..ccccerrrrrrrreeerereerrrrreeeeeeeeeessrsssereeesssssssssseesesssssssssssssessssssssns 53
4.2.3.1 Separation of roles Within the INSHIULION......cccvvrrceeeeieiierirreeeeeeeecerrrreeeeeesessssssseesesessssssssnssessssssssnes 53
4.2.3.2 Internal checks wWithin the INSHIULION........eitieerriereeererecerrerecereeeeerrereeseeeseeseresessnressessaresssssanensans 54
4.2.3.3 Supervision by Senior Staff........cicereiiiiiiiieteierrcrrrreeeeerecessrnnree e e e seeesssnnnesesssessssssannaessssensnen 54
4.2.3.4 Action taken t0 addreSS WEAKNESSES....ciiieierrrerrrrrerereseesssssnsresssssssssasssessssssssssssnssessssssssssssassassssssssses 54
4.2.3.5 Staffs are trained to implement Accountingnd Financial management SyStem........ccceevueereiiuneenans 55
4.2.3.6 A well developed Chart Of ACCOUNL........ciiieierrrrrrnrettieieerrssneeeeeressesssnneesessssssssssnsressssssssssssnnsassssssssses 55
4.2.3.7 Restriction of access to valuable INfOrmMaii........cccceereeeerrrnneeeerieieesrrnnereeereesesssnneesesssesssssnssessssssssses 55
4.2.3.7 CONLrOlS OVEr EXPENAILUIE..ccviiiiireerrernrretrrereeessssanreteesssessssnnessssssssssssnsssssssssssssssassassssssssssssansassssssssssn 56
4.2.3.8 Departmental DUAQELS FEVIEW...ccccccvrrrereeeeeieerrrrreeeeeeeeseesssssssseeesssssssssssesssssssssssssssessssssssssssnnsassssssssses 56
4.2.3.9 Security system on safeguard of INSHtULIGE ASSELS...ccccerrrrreeeereeirrrrrreeeeeeieeeersrseeeeeesessssssnseeeessssssnes 56
4.3 Examining the financial performance of Instituions of Higher Learning.......cccceeevvveeeeeeerecerrrrnneeeeeseeeenn 57
4.3.1 Descriptive statistics 0n FINaNCial PEIrfOrMAaTE ......eeeeeeieeeerrrrreeeeeereeeersrsseeeeeesessessssssesessssssssssnsssssssssssnes 57
4.3.1.1 Cash availability Within the INSHULION.....ccieicerrrrreeeeeeiereerrrreeeeeeeeeeessrsrseeeeessssssssssesssssssssssnssessssssssnes 57
4.3.1.2 Appropriateness of Institution’s fees StrUCire t0 COVEr COSES...cciiiirrrrreerererecerrrrrneeeeeeseesssssansesssssessnns 58
4.3.1.3 Management collects all UNIVErSity fEES.....coviiiiiiiiiiiiiiiiiiiinniiccrsetesssseesessssesssssssesssssssesssns 58

4.3.1.5 Institution’s accounting system adequatelglentifies the receipts and expenditure of the gran

(oT0] 11 =T £ OO 58
4.3.1.6 The UNIVErSity's @SSt DASE...c.cccirirrtrieririritiiiniinttresetesstesstesssstsestesesatesssesesasessssessssssssssessssasesases 59
4.4 Relationship between Internal Control systemsral financial performance.......cccooveeeecnurernisnneeenisineeenans 59
4.4.1 Control environment are related with financCid performancCe........oceceevcceeeiiereiirrrrnneeeerreeccssscneessssesnes 60

viii



4.4.2 Internal audit and financial PErforMAaNCE......cicuuiiiiiitiriiiniiiiiniienirtereete st ssstesessssessssssessns 61

4.4.3 Internal Control activities and financial PEfOrMANCE......covvuiiriinuiiriiniiiiiiiiitriireerste st ssasesesns 62
4.5.0 Qualitative data PreSENTALION........cicccrerrrrettrereerrrrrsrrettreseesssssstssssessssssnsssssssssssssssassessssssssssssansasssssssssen 63
4.5.1 The position Of OffiCEers INtEIVIEWE......ueeeeiiieieeiirrerreeeieieerirreeeeeeeeessssssseeseessesssssssssessssssssssssnssassssssssns 63
4.5.2 Systems Of INtEINAI CONIOL...uutiiiiiiieriirierreeeeeeecrrrrreereeeeeeeesssrseeeeeesesssssssssesssssssssssssssessssssssssssnnsassssssssnen 63
4.5.3. Effectiveness of systems of internal CONLIQL.......uueeeeeiieieeiirrreeeeereeeersrsreeeeeesesssssssseeeesssessssssnssessssssssnes 64
4.5.4 Main measures of financial PerfOrMaNCE........cccvvrreretiierierrrrrreeeteeeeeersrsreeeeeessssssssseesessssssssssnssessssssssnes 66
4.5.5 FUNA QVAIIADIITY....uvveeiiieieeeirrrereeeeeieeiierrsnteeeeeeeeesssseseeeesesessssssssessesesssssssnsssssssssssssssnsessssssssssssnssssssssssssen 66
4.5.6 ADIlILY 10 PAY DIllIS..uueeeiiieieieiriereeeeeeieeiirrrnteeeeeeeeesrsrseeeeessessssssssessssessssssssssssssssssssssssssssssssssssssnsssssssssssses 67
4.5.7 ACCOUNLADIIILY PrOCEAUIE.....uuuereiirereeirnnrretreereeessssanteetesssessonsesesssssssssssnsssssssssssssssansassssssssssssnsasssssssssssn 67
4.5.8 REPOIING PrOCEUUIE...ceeeeerrreeeeerreeeeerrareeecsssresecsssreesssssessssssssesssssssasssssssssssssssasssssssasesssssesssssssssssssasasen 68
CHAPTER FIVE .cooiiiiiiiinninniinninnsssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssasssssssses 69
SUMMARY FINDINGS, CONCLUSION AND RECOMMENDATION  ...cieevverercnnrcssnnscsnns 69
5.0 INTOGUCTION wevviiiuiiiniiiiiiiiiitiitenntesiesiessatsssessaessst st eestesssessatssstssstesssesssessstssstsssssssssonsesssesssssssssssesnsoss 69
5.1 SUMMATY fINAINGS.ccecerrtereerreererrrerereesreeeeeessseeeessssressssssesssssssassssssssssssssssssssssssssssssnsessssssssssssssssssssnssssassnns 69
5.1.1 Functionality of the internal CONtrol SYSIEM.......ciiiuiiiriiiiiiiiiniiiiineiirieierestessessteesessssessessasessessans 69
5.1.2 The financial performance of the INSHIULION......ccociiiiiniiiiiniiiieiercarcearee e sesasessessane 70
5.1.3 Internal control system and financial PErfOrMANCE........covuiiiirneiiriniiiirinitirieterenteeseseessesssessessnne 70
5.2 CONCIUSIONS .uttiittiireeiittiiisetiiaetisteseatessseessseeseatessstesessesssstesesstsssssesessesssssesensessnsesssssesenstsssssessnsessssseses 71
TG I R T=Toto] 4410 1T 0T P U] o 3PN 71
5.4 SUQQEStioNS fOr fUrther FESEAICH. .. . reetieeeec ettt eeecerrrreeeeesescrnneeeeeeeesssssssneseesesesssssnssenassssssssannens 72
BIBLIOGRAPHY  aeiiieiiiieiecnninnnnissssissssssssasssssasssssasssssassssssssssssssssssssssssssssssssssssssssasssssasssssssss 73
APPENDICES.....ciiriiitinniininisninnsisssssssisssssssssssssssssssssssssssssasssssssssssssssssasssssssssssssssssassssssssssssssss 77
APPENTIX ONE: QUESHIONNAIIE . cceeeerrrerreeeeereeerrrrsrrereeeseessssssssesssssssssssssssesssssssssssssssssssssssssssssnsasssssssssssnssssssss 77
APPENIX TWO: INLENVIEW GUILE ...uuurrerrereeeieeerrrrrreeeeeeseeessssssreeeeesssssssssssssssssssssssssssesssssssssssssssassssssssssrnsassssss 81



ASTRACT

The study investigated and sought to establishelaionship between internal control systems
and financial performance in an Institution of regtearning in Uganda. Internal controls were
looked at from the perspective of Control Enviromtpdnternal Audit and Control Activities
whereas Financial performance focused on Liquidigcountability and Reporting as the
measures of Financial performance. The Researeherus to establish the causes of persistent
poor financial performance from the perspectiventérnal controls.

The research was conducted using both quantitaiige qualitative approaches using Survey,
Correlation and Case study as Research Designa. s collected using Questionnaires and
Interview guide as well as review of available doemts and records targeting basically Deans,
Associate Deans, Heads of Departments, Managememinitee members and Finance and
Accounts staff as respondents from a populatio@7@f Uganda Martyrs University staff. Data

was analyzed using the Statistical Package forab&uientists where conclusions were drawn
from tables, figures from the Package.

The study found that management of the institusocommitted to the control systems, actively
participates in monitoring and supervision of tlcéwdties of the University, all the activities of
the Institution’s activities are initiated by thept level management, that the internal audit
department is not efficient, is understaffed, ddesonduct regular audit activities and doesn’t
produce regular audit reports although the few ntispgaroduced by the internal audit department
address weaknesses in the system. It was furthealexl that there is a clear separation of roles,
weaknesses in the system are addressed, and sheteaining program for capacity building in
the institution. However, the study also found that there is lack of information sharing and
inadequate security measures to safeguard thesasfséte University. It was also noted that
there isn’t enough cash to meet intended Univergigls, that the fees charged to students are
not appropriate to cover costs, that all fees meanbe remitted to the University are not
collected. It was however, revealed that all reesnand expenditures are properly classified,
and that assets of the University have generaltyessed. The study established a significant
relationship between internal control system andricial performance.

The investigation recommends competence profilimghie Internal Audit department which
should be based on what the University expectdritegnal audit to do and what appropriate
number staff would be required to do this job.I$barecommends that the institution establishes
and manages knowledge/information management systeranable all parties within the
institution to freely access and utilize the officinformation. There should be a strategy
improve the generation of additional finances Fa University.

The Study therefore concludes that internal corgystems do function although with hiccups
and that there is a significant relationship betweeternal control systems and financial
performance in an Institution of higher learning.
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CHAPTER ONE
INTRODUCTION

1.0 Introduction

Internal controls refer to the measures institdtg@n organization so as to ensure attainment of
the entity’s objectives, goals and missions. Theyaaset of policies and procedures adopted by
an entity in ensuring that an organization’s tratieas are processed in the appropriate manner
to avoid waste, theft and misuse of organizatiosoueces. Internal Controls are processes
designed and effected by those charged with gomemananagement, and other personnel to
provide reasonable assurance about the achieveoheart entity’s objectives with regard to
reliability of the financial reporting, effectives® and efficiency of operations and compliance
with applicable laws and regulations (Mwindi, 2008)is worth noting that internal controls
only provide reasonable but not absolute assuréman entity’s management and board of
directors that the organization’s objectives wil &chieved. “The likelihood of achievement is
affected by limitations inherent in all systemsmaérnal control” (Hayesgt al, 2005).
Organizations establish systems of internal contoolhelp them achieve performance and
organizational goals, prevent loss of resourceablenproduction of reliable reports and ensure

compliance with laws and regulations.

1.1 Background to the study

There is a general perception that institution enbrcement of proper internal control systems
will always lead to improved financial performande.s also a general belief that properly
instituted systems of internal control improve thporting process and also give rise to reliable

reports which enhances the accountability funcbbrmanagement of an entity. Nevertheless,
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available Literature still allude/point out that spite of elaborate system of controls in
organizations, financial performance has been vusi most of these organizations (OAG,
2010).

This study will be guided by “The Agency Theory”iagially put across by Jensen & Meckling,
(1976) and later expounded on by Gerrit Sarens &dhomad J. AbdolImohammadi, (2010).
Gerrit & Mohammad theory also has connotations with Theory of firm articulated by Nicolai
J. Fosset al. According to the agency theory a company consisésrexus of contracts between
the owners of economic resources (the principais) managers (the agents) who are charged
with using and controlling those resources (Jeds&teckling, 1976). Agency theory posits that
agents have more information than principals arad this information asymmetry adversely
affects the principals’ ability to monitor whether not their interests are being properly served
by agents. Furthermore, an assumption of agencgrihes that principals and agents act
rationally and use contracting to maximize theiaitte A consequence of this assumption may
be the ‘moral hazard’ problem (Jensen & Mecklin@,78), indicating that in an effort to
maximize their own wealth, agents may face thenthit@ of acting against the interests of their
principals. This will be expounded later during fiterature review in Chapter two (2) of the

study. .

This Theory was chosen for this study simply beealisternal control is one of many
mechanisms used in business to address the agesidgm” (Jensen and Payne 20G8d again
“studies have shown that internal control reduggshay costs(Abdel-khalik 1993; Barefield et

al. 1993.



In the study, Internal control systems were comstrio mean “ a process effected by the entity’s
board of directors, management and other persodesigned to provide reasonable assurance
regarding the achievement of objectives in the gmaies; reliability of financial reporting,
effectiveness and efficiency of operations, and mlance with applicable laws and
regulations.” (Ray & Kurt; 2001) While financial ermance was considered in terms of
measures like profitability (using absolute anétige measures), liquidity (using liquidity ratios
like current ratio, acid test ratios, the ease withich the entity settles its financial obligatipns
and Accountability (in terms of financial accouritdy) (ACCA- Managerial Finance Paper 8;
1998; and Panday;1996) . According to Dixon et1890), appropriate performance measures
are those which enable organizations to directr thetions towards achieving their strategic
objectives. On the other hand Stoner (2003), referperformance as the ability to operate
efficiently, profitability, survive, grow and reatd the environmental opportunities and threats.
For purposes of the study we adopted Ray and Kdefmition of internal control systems. In as
much as Internal control Systems are wide and nouserfor the sake of this study, Internal
control systems were limited to; the Control Enmimeent, Internal Audit, and Control activities
whereas Financial performance was looked at b&gitain the three perspectives of Liquidity,

Accountability and Reporting.

In Uganda Martyrs University, financial performanseone aspect that has not been given the
attention it deserves. University staff have inumber of cases been given university resources
and have either failed to account for the resouetdgrusted to the them or have not made the
necessary accountabilities in time. University &wdi have noted cases where funds are
advanced to UMU centres but six months elapse witkite responsible officers providing the

necessary accountability.



Accountability needs to be accurate and timely stoaaid decision making. It should be noted
that International Financial Reporting StandardsR@s) emphasize timely production of
financial reports. Ideally end of year financiahteiments should be produced within three
months following the end of the period to which fir@ncial statements relate. With Uganda
Martyrs University, this has never been the casarieial statements have often been produced

after more than six months.

1.2 Problem statement

Uganda Martyrs University has been in existence deer 15 years. Originally formed by
foresighted and committed Bishops of Uganda undganda Episcopal Conference, the
University has enjoyed continued support from tentders. Their continued involvement in the
affairs of the Institution in their supervisory ety has ensured continuity and faster rise,
growth and prosperity to the extent of becoming ohéhe leading yet youngest University in

the country and the region at large.

The University has since its inception had manageraethe highest qualifications, caliber and
dedication. Management meets regularly (weeklyetoew the affairs of the Institution and to

direct the strategic path of the University an@mgure continued goal congruence.

Systems have evolved over time and all the depatsnand units of the institution have
undergone positive transformations. Internal cdstitave been put in place to ensure safe
custody of all university assets; to avoid misusengsappropriation of university assets and to

detect and safeguard against probable frauds.



The university employs world class professional§ilt@ll the keys departments and units. This
is ensured by the transparent and open systemlaxftise and recruitment aided by the ably
staffed Human Resource department of the instiufdl departments and units are adequately
staffed with qualified and competent staff. Contins on job training and Continuing

Professional Development courses (CPDs) have allwags given greatest priority with great

budget allocation for these trainings.

The University records and accounting systems haeen refined overtime. The records

managers match internationally recognized profesdso

The University accounts and records are auditedpimfessionally trained and recognized
auditors with international reputation. The Univgrshas always had an internal audit
department to help in compliance with the intepalcies and procedures.

However despite all the above efforts, the Univegrstill struggles with Liquidity problems,
financial reports are not made timely, accountgbibtr the University financial resources is still
wanting, frauds and misuse of institutional resear©iave been unearthed and a number of
decisions made have not yielded the expected sesitiis research will therefore attempt
investigate the persistent poor financial perforogafrom the perspective of internal controls

which has hitherto been ignored.

1.3 Purpose or General Objective

The purpose of this research is to establish tlaioaship between internal control systems and

financial performance in an Institution of Highezdrning in Uganda.



1.4 Objectives or Specific Objectives

Internal controls in an organization are normatistituted to provide reasonable assurance about
the achievement of the entity’s objectives withamelyto reliability of the financial reporting,
effectiveness and efficiency of operations and d@npe with applicable laws and regulations.
These will ultimately translate into improved firtgal performance. The study will therefore
attempt to establish the relationship between matecontrol systems and improvement financial
performance in an Institution of Higher LearningUWganda. In particular the researcher will
focus on the following specific objectives:

a) To examine the functionality of Internal Controlssgms in an Institutions of Higher

Learning in Uganda
b) To examine financial performance of an InstitutafrHigher Learning in Uganda
c) To examine the relationship between internal corslystems and financial performance

in an Institution of Higher Learning in Uganda.

1.5 Research Questions/hypothesis

To achieve the above desired objectives the foligwesearch questions will be used:
i) What is the functionality of Internal Control Syste in Institutions of Higher
Learning in Uganda?
i) What is the financial performance of Institutioriddigher Learning in Uganda?
iii) What is the relationship between internal contystems’ functionality and financial

performance in an Higher Institution of Learninglganda?



1.6 Research Hypothesis:

The following research hypotheses is basicallyv@erifrom the available literature but refined to
suit the scenario at hand:

H1: Control Environment Vs Financial Performance.

There is a relation between the control environnagak the financial performance of Institutions
of Higher Learning in Uganda.

H2: Internal Audit Vs Financial Performance

An effective internal audit function is related lwithe financial performance of Institutions of
Higher Learning in Uganda

H3: Control Activities and Financial Performance.

Functionality of Internal Control activities anchdéincial performance of higher Institutions of

Learning are related.

1.7 Scope of the study

The research will focus on the effectiveness irgercontrol systems in Uganda Martyrs
University. Uganda Martyrs University has sevemhpuses, centers and affiliated institutions,
the research will however focus on Nkozi main cemtione. This is mainly due to the fact the
majority of the other centers are just coming ug #re internal controls implemented at the
other centers of UMU are a replica of the contedlthe main center.

1.8 Justification

Financial performance is one area that is givest aflprominence all over the world, it has been

widely researched. A lot of literature has beentemi on financial performance, and External



auditors normally place a lot of emphasis Intec@itrols as measure to ensure sustainable and
improved financial performance, however, it is fleeception of the researcher that there are still
gaps in the research so far done. This study hatdfore, try to establish the linkage between
internal controls and improved financial performaress measured by liquidity, accountability

and financial reporting.

1.9 Significance of the study

The results of the study will help identify gapsthim the systems of internal control in
Institutions of Higher Learning in Uganda. It iss@althe researcher’s belief that invaluable
benefits to management and those charged with gamee in Institutions of Higher Learning
will emerge on how to streamline the systems oériml controls thus ensuring improved
financial performance and ultimately ensure att@ntrof the Institutional objectives. The study

will also add to the existing knowledge bank regagdnternal controls



1.10 Conceptual Framework

Figure 1: Conceptual framework

INDEPENDENT VARIABLE DEPENDENT VARIABLE
Internal controls: » Financial Performance:

« Control Environment * « Liquidity

* Internal Audit » Accountability

« Control Activities * Reporting

INTERVENING VARIABLES

» Governing council policies

* National Council for Higher
Education

* Ministry of Education

Source:Developed from Literature review

From the above Conceptual framework, it is cleat fihternal controls as an Independent
variable (as measured by the Control Environmenérhal Audit and the Control Activities)
affects Financial Performance a dependent vari@demeasured by Liquidity of an Entity,
Financial Accountability and Financial Reportingjowever, there also moderating factors
like Policies established by the Governing coungilidelines established by National
Council for higher Education and Framework govegnimgher Institution of learning as

established by the Ministry of Education and Sports



1.11 Limitations

The major limitation of the study is that a lot isearch has been done on Financial
Performance, but the Researcher wanted to deviate the obvious. There is a general
perception that the study has been around for $ionge The curiosity of the Researcher was

to answer the question; do the systems really \@sré&xpected?

The other limitation was the belief that the reskanay never be read, thus people may not
get the benefit of the study. It is therefore thieihtion of the Researcher to write papers out

of the research and present them in conferences.

1.12 Chapter Summary
The chapter started with an introduction in whible toncept of Internal Control systems

was put into perspective, this was followed by Haekground to the study in which we
brought out the general perception that Institubbrsystems of internal control will always
lead to improved performance, giving rise to im@oweporting and also enhance the
accountability function of management. The Chapteceeded with the problem statement
seeking the establish the persistence of poor d¢iahrperformance in Uganda Martyrs
University despite continued support from the foensg having management of the highest
gualification, caliber and dedication, putting ilage internal controls, employing world class
professionals , and having Auditors of Internatloeaute. The Chapter handled the purpose
of the study which is establishing the relationshgtween internal control systems and
financial performance. Objectives of the study evetetermined as; determining the

functionality of Internal Controls systems in arstitution of Higher Learning, Examining
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the performance of an Institution of Higher Leagim Uganda and examining the
relationship between Internal control systems anantcial performance of an Institution of
Higher Learning in Uganda.

The chapter handled Research questions which asiealig derived from the Research
objectives. The research hypothesis was handledhich it is believed that there is a
relationship between the control environment ared garformance of institutions of higher
learning, that an effective internal audit deparitns related with financial performance of
institutions of higher learning, and that functibtya of internal control activities and
financial performance in institutions of higherneiag are related.

The scope was determined as covering Uganda Mastyirgersity main campus though the
results are assumed to be applicable to other rseotdJMU as well as other Institutions of
Higher Learning. The chapter tackled the justifmatand significance of the research, where
the justification was to determine the relationshgiween Internal controls and improved
financial performance whereas the significancehef tesearch was to help Institutions of
higher learning and those charged with governanagetermining the link between Internal
controls and financial performance. A diagramnaticepresentation linking internal
controls (in particular the control environmentteimal audit and control activities) and
finance performance was done. Lastly the chapterdled limitations which basically
included the fact that the study has been widehledeefore and that the research may never

be read.
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CHAPTER TWO

LITERATURE REVIEW
2.1 Introduction
The research was intended to assess the effeateohal controls on financial performance with
emphasis in Institutions of higher learning. Theiee of available literature therefore attempted
to establish whether there is a correlation betweagrnal Control systems as an Independent
variable and financial performance as a dependatale. The review particularly focused on
Control environment, Internal Audit and Controliaities as the main components of Internal
Control. The other components of internal contrerevignored for purposes of this research.
The review also examined financial performance a@mdparticular focusing on Liquidity,
Accountability and Reporting. All other financialefiormance measures were ignored for
purposes of the study. The review examined the comsystems of internal controls employed
by organizations. The review also tried to deteemihe main objectives systems of internal
control are normally intended to achieve.
The ultimate objective of this review was thereftreexamine the relationship between internal
controls systems and financial performance. Thdevevexamined the theory surrounding
systems of internal control and the methods usegréyious researchers in dealing with internal

control systems.

2.2 Theoretical Framework
The Agency Theory

Agency Theory describes firms as necessary stregtior maintain contracts, and through firms,
it is possible to exercise control which minimizggportunistic behavior of agents. Accordingly,

Barlie and Means (1932) posit that in order to harize the interests of the agent and the
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principal, a comprehensive contract is written dolrass the interest of both the agent and the
principal. They further explain that the relatioimsls further strengthened by the principal
employing an expert to monitor the agent. This fpmsiis also supported by Coarse (1937) who
maintains that the contract provides for conflesalution between the agent and principal, the
principal determines the work and agent undertakeswork. He however, proposes that the
principal suffers shirking which deprives him or fiwm benefiting from the work of the agent.
Nevertheless, the theory recognizes the incomphébemation about the relationship, interests
or work performance of the agent described as adveelection and moral hazard. Coarse
(1937) explains that moral hazard and adverse ts@heaffects the output of the agent in two
ways; not doing exactly what the agent is appoirttedlo, and not possessing the requisite
knowledge about what should be done. This thergfaifects the overall performance of the

relationship as well as the benefits of the priatip form of cash residual.

Other related reviews include; The Sarbanes-Oxley &f 2002 (SOX) whichrequires
companies to report on the effectiveness of tim@rnal controls over financial reporting as part
of an overall effort to reduce fraud and restotegnty to the financial reporting process

John J. Morris .(2011) asserts that software vendwat market enterprise resource planning
(ERP systems have taken advantage of this new focustemal controls by emphasizing that a
key feature of ERP systems is the use of “builtéohtrols that mirror a firm’s infrastructure.
They emphasize these features in their marketiagature, asserting that these systems will help
firms improve the effectiveness of their internahtrols as required by SOX.

Internal control is one of many mechanisms usedusiness to address the agency problem.

Others include financial reporting, budgeting, agdmmittees, and external audiiensen and
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Payne 2008 Studies have shown that internal control redacgscy costAbdel-khalik 1993;
Barefield et al. 1993 with some even arguing that firms have an ecooanaentive to report on
internal control, even without the requirementsS#X (Deumes and Knechel 2008Their
argument assumes that providing this additionarim&tion to the principakshareholdgrabout

the behaviour of the agefmanagemeitreduces information asymmetry and lowers investor
risk and, therefore, the cost of equity capitalhétresearch has found that weaknesses in
internal controls are associated with increasedl$eaf earnings managemdthan et al. 2008;
Ashbaughet al. (2009. Earnings management is the agency problem thaivaed SOX
legislation in the first place, specifically eargen manipulation by Enron, WorldCom, etc.
Internal controls have played a major role in matlag the agency problem in corporations for
many years. Accordingly, Samson et al. (2086cument several internal control procedures
used by the Baltimore and Ohio Railroad as earli/G3.

During the 1980s, several high-profile audit fadlsirled to creation of the Committee of
Sponsoring Organizations of the Treadway Commisg@DSQO, organized for the purpose of
redefining internal control and the criteria fotelenining the effectiveness of an internal control
system(Simmons 199y They studied the causal factors that can leafifatadulent financial
reporting and developed recommendations for pulgi@npanies, independent auditors,
educational institutions, the Securities Exchangam@ission (SEC), and other regulators
(COSO 198%h The product of their work is known as the COS@imal Control—Integrated
Framework(Simmons 199)The framework also points out that controls arestreffective
when they are “built into” the entity’s infrastruce (COSO 1992, and further states that “built
in controls support quality and empowerment inied, avoid unnecessary costs and enable

quick response to changing conditiof€0OSO 1992
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At the turn of the century, another group of cogterscandals resulted in enactment of the
Sarbanes-Oxley Act of 200&0X) which, among other things, requires a formal repaorthe
effectiveness of internal controls. The COSO fraimdwplays a key role in compliance because
Section 404 of the Act requires companies to inelud their annual repqrta separate
management report on the company’s internal cowotref financial reporting and an attestation
report issued by a registered public accounting.fir

John J. Morris. (2011) separates internal contnols those that are gener@ntity-wide
controls from those that are specifmccount-level controls. He believes that if management
was overriding control features in order to manegeaings, then one would expect to find more
Internal Control Weaknesses related to generalralsnteven if the specifigaccount-level
controls are effective. This type of behaviour dtidae uncovered during the audit process since
this is an area of concern specifically identifisdAuditing Standard No. 5, Paragraph 24, which
states that “entity-level controls includmntrols over management override.” On the othedha

a stronger argument could be made that if genenatrals are in place and working, then one

would expect to find less Internal Control Weakess®lated to general controls.

In their publication Whittington and Pany (2001ifeanpt to explain the meaning, significance of
Internal Controls, and the Components of a Comamyernal controls. They also attempt to
explain the relevancy of internal controls in lagmale business organizations. In their book
while borrowing the definition of the Committee $ponsoring Organizations (COSO); Internal
Control- Integrated Framework, Whittington & P&2B01 define Internal control as “a process
effected by the entity’s board of directors, mamaget and other personnel, designed to provide

reasonable assurance regarding the achievemeabjettives in the following categories;
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reliability of financial reporting, effectivenesadefficiency of operations, and compliance with
applicable laws and regulations.” They emphasizg¢ ithternal controls is a process and not an
end in or of itself. They note that internal cotgrprovide reasonable but not absolute assurance
about the attainment of an entity’s objectives. ptau (2001) also acknowledges that internal
controls can only provide reasonable assurancentiagiagement objectives will be achieved.
This is basically due to the inherent limitatiorisndernal controls

In the Executive Summary of “Enterprise Risk Marmagat-Integrated Framework” 2004 by the
Committee of Sponsoring Organizations (COSO, 2008jhe Treadway Commission, Internal
controls have been incorporated into policies,s@ed regulations to help organizations achieve
their established objectives. This is in line wikhny, Gupta and Hayes’ assertion that internal
controls are meant to help an organization achievebjectives. The COSO commission was
partly instituted in response to a series of higbfile scandals and business failures where
stakeholders (particularly Investors) suffered gedous losses. This study however differs in
that it is done for an institution that is not agithough there are reported incidences of scandals
and financial misfeasance. The end results shiwlcktore aid the preventive mechanism rather
than being reactionary. Entities exist to prowaddue to its stakeholders but are normally face

with uncertainty. Uncertainty presents risks angasfunities.

2.3 Actual Review of related Literature

2.3.1 Internal Controls systems and financial perfonance

According to Hayeset al, 2005 internal control comprises five components; the ticn
environment, the entity’s risk assessment prodéssinformation and communication systems,
control activities and the monitoring of controdowever, for purposes of this study, the

research will narrow down to only three componegitthe internal control system. These are;
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the control environment, internal audit and contactivities. The other components of the
internal control systems will be held constant.

Gupta (2001) drawing from Statements of Standarditfag Practices No. 6 (SAP 6) defines
Internal control as “the plan of organization afidt®e methods and procedures adopted by the
management of an entity to assist in achieving mament objectives of ensuring as far as
practicable, the orderly and efficient conducttefdusiness, including adherence to management
policies, the safeguarding of assets, preventiahdatection of fraud and error, the accuracy and
completeness of accounting records and the tintelggration of reliable financial information”.

It is therefore worth noting from the above thatpperly instituted systems of internal control
will ensure; completeness of all transactions utadten by an entity, that the entity’s assets are
safeguarded from theft and misuse, that transaciioithe financial statements are stated at the
appropriate amounts, that all assets in the compdmancial statements do exist, that all the
assets presented in the company’s financial stattsmere recoverable and that the entity’s
transactions are presented in the appropriate maaceording to the applicable reporting
framework (ACCA- Audit and Assurance Services)

Internal control is the term generally used to débsc how management assures that an
organization does meet its financial and other abjes. Internal control systems not only
contribute to managerial effectiveness but are aisportant duties of corporate boards of
directors.(Verschoor; 1999)

Hitt, Hoskisson, Johnson, and Moesel (1996) arghatl there are two types of major internal
controls associated with the management of langaesfi particularly diversified firms, which
have an important effect on firm innovation, thase; strategic controls and financial controls.

Strategic controls entail the use of long-term sindtegically relevant criteria for the evaluation
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of business-level managers' actions and performa8tmategic controls emphasize largely
subjective and sometimes intuitive criteria for leaéion (Gupta, 1987). The use of strategic
controls requires that corporate managers havep ulederstanding of business-level operations
and markets. Such controls also require a richrinfétion exchange between corporate and
divisional managers (Hoskisson, Hitt, & Ireland94%

On the other hand, financial controls entail obyectriteria such as return on investment (ROI)
in the evaluation of business-level managers' pedoce. They are similar to what Ouchi
(1980) and Eisenhardt (1985) referred to as outaooné&ols. Thus, top-level managers establish
financial targets for each business and measurkusieess-level managers' performance against
those targets. Such an approach can be problemiaéin the degree of interdependence among
business units is high. Thus, emphasis on finamacatrols requires each division's performance
to be largely independent.

As a firm grows especially through acquisitional$éo grows in complexity and the number of
units that corporate executives must oversee andagea (thereby increasing their spans of
control). Clearly, each acquisition increases omafe managers’ need for information
processing, sometimes dramatically so. These clsamgde it difficult for corporate managers
to use strategic controls. To reduce informatiomepssing demands, they may change their
emphasis from strategic to financial controls. (Miel A. Hitt, et g

The three major categories of management objectivesprise; effective operations, financial
reporting and compliance (Hayes et al., 2005). diffe operations are about safeguarding the
assets of the organization. The physical asse¢sddsh, non physical assets like receivables,
important documents and records of the company lmanstolen, misused or accidentally

destroyed unless they are protected by adequateotoriThe goal of financial control requires
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accurate information for internal decision becaosnagement has a legal and professional
responsibility to ensure that information is pregghrfairly in accordance with applicable
accounting standards. Organizations are equallyimed] to comply with many laws and
regulations including company laws, tax laws andrenment protection laws.

The authoritative 199#rinciples of Corporate Governanoef the American Law Institute
recommends that “every large publicly held corpgoratshould have an audit committee that
would review on a periodic basis . . . the corpgoras internal controls . . .”

According to Verschoor, (1999), approximately theemarters of the 500 largest publicly held
U.S. corporations voluntarily make a public assertof management’'s responsibilities for
properly reporting financial results and also maiming an effective system of internal control.
These management statements on internal contralaatined in the company’s annual report
to shareholders. He asserts that; virtually alhelse companies report using the same strategies
to execute management’s internal control respdit@ki These include references to
segregation of functions, programs of selection #mthing of personnel, the results of an
internal auditing function, oversight from the auchmmittee of the board of directors, and the
work of the company’s external auditors.

Verschoor believes that management declarationsutaliaternal controls represent a

management commitment and are not just a promadtsbatement.

2.3.1.1 Control Environment

Whittington and Pany (2001) note that the controlimnment sets the tone of the organization
by influencing the control consciousness of peopleey further assert that control environment
is viewed as the foundation for all the other congds of internal control. Control environment

factors include; integrity and ethical values ofgoanel responsible for creating, administering,
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and monitoring the controls, commitment and commpegeof persons performing assigned
duties, board of directors or audit committees €egglly the extent of their independence from
management, experience & stature), managementsppiy and operating style (in terms of
their aggressiveness or conservativeness whichdatrmine the level of risk they may take
on), and Organizational structure (which may beedl wrganized structure that provides for
proper planning, directing and controlling operasiar a disorganized structure that may only
serve to confuse the key players by creating unaigles). Control environment has several
factors, however, for purposes of this researanyelriew will focus on Management philosophy
and operating style, the integrity and ethical ealwf personnel that create and administer
controls, and audit committees and board of dirmsctéor purposes of the study, board of
directors will be represented by the Governing cduand the various committees of Council.
Whittington and Pany also believe that these factat a basis upon which the other internal
control components can be built. They also providdramework within which the other
components operate. However, these assertionsrtu\aways held true, since management in
organizations has always overridden these conttbés,lack of mentoring has always led to
collapse of controls. The independence of auditrndtee has largely been theoretical in most
organizations. Boards of directors have on sewetaasions had very little time for company
affairs, implying that their supervisory role haways been wanting. It is equally worth noting
that most of the board members’ selection is Igrgallitical and a reflection of the political
allegiance. They most of the cases lack the expegi@and exposure to determine the strategic
direction of the organization. Board of directoogight to supervise the management of an
entity, but it has always turned out that Board rhera merely implement recommendations of

the management committee of an institution.
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The audit committee, as a subcommittee of the bofadirectors, plays a role in protecting the
owners’ interests by monitoring management’s astian terms of financial reporting, risk
management and internal control (DeZoettal, 2002; Spira, 2002). On the other hand, an
active audit committee could consider the interaadit function as a necessary source of
information to execute its monitoring responsik@kt (Raghunandaet al, 2001; Sarenst al,
2009; Scarboroughkt al, 1998), thus the audit committee may push fotebedtaffed internal
audit functions.

The study by Wallace & Kreutzfeldt (1991) was amaing first to demonstrate the importance
of the control environment in explaining the exmte of an internal audit function. More
recently, Goodwin-Stewart & Kent (2006) provideddance that the existence of an internal
audit function is related to the level of commitrhémrisk management. Recent case studies on
internal auditing in Belgium illustrate the impartae of the control environment when studying
internal auditing practices. Sarens & De BeeldeOG2) 2006b) found that certain control
environment characteristics (e.g., tone-at-the-teyel of risk and control awareness, extent to
which responsibilities related to risk managemant aternal controls are clearly defined and
communicated) are significantly related to the rofethe internal audit function within an
organization. The tone-at-the-top refers to a comjsaethical values, management’s philosophy
and operating style (Cohet al, 2002) which are reflected by the company’s coideonduct or
code of ethics.

Based on Sarens & De Beelde (2006), we assumevtiext the company pursues integrity and
clear ethical values reflected in a formal codeafduct/ethics, the internal audit function will

take on greater importance. This is because tleeniak audit function is often seen as a way of
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translating and communicating the tone-at-the-twpughout the company (Saregtsal., 2009).
Therefore, management is more likely to invest ielatively larger internal audit function.

The American Bar Association (ABA) directors’ gulbmk states that “an important aspect of
the board’s responsibility, often referred to tlieliacommittee, is oversight of the corporation’s

policies and procedures regarding compliance vaihadnd significant corporate policies.”

Internal control systems not only contributentenagerial effectiveness but are also importanesluif

corporateboards of directorsAccounting literature likewise emphasizes the intguoce of an
organization’s integrity and ethical values in ntaining an effective control systefvierschoor,
1999)

A focus on integrity and ethical values was thengpal contribution ofinternal Control—
Integrated Frameworkpublished by the Committee of Sponsoring Orgarorati of the
Treadway Commission (on fraudulent financial rejpgrd

To trigger independence of auditors, the Americastitute of Certified Public Accountants
(AICPA) Auditing Standards Board issued StatemenAaditing Standards (SAS) No. 78. This
statement requires auditors to perform proceduresvery audit to enable them to understand
their client’s control environment including intégrand ethical values. In other words, auditors
are specifically required to determine whetherrtlolients’ ethical controls are operating. SAS
No. 78 points out that ethical values and othemelats of the control environment permeate the

culture of an organization and affect the stremgthll other controls

2.3.1.2 Internal Audit and Financial performance.

Whittington & Pany (2001¥uggest thainternal auditing is performed as part of the manity

activity of an organization. It involves investigay and appraising internal controls and the
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efficiency with which the various units of the onggation are performing their assigned
functions. An Internal Auditor is normally interedtin determining whether a department has a
clear understanding of its assignment, is adequatelffed, maintains good records, properly
safeguarding cash, inventory & other assets angerates harmoniously with other departments
. The internal auditor normally reports to the tognagement.

Gupta (2001) on the other hand asserts that “latexndit is an independent appraisal function
established within an Organization to examine avaluate its activities as a service to the
organization”. The objective of internal audit @& assist members of the organization in the
effective discharge of their responsibilities. Awmiing to Gupta “the scope of internal audit is
determined by management”. This may however, imffarinternal auditor's objectivity and
hampers his independence, it is quite hard to tepagatively on someone who determines the
scope your work. Although at a Seminar organizedtlie Institute of Certified Public
Accountants of Uganda (ICPAU), Sebbowa, 2009 inpnesentation “The role of Internal Audit
function in Organizations”, states that “Indepermtens established by organizational and
reporting structure” and that “Objectivity is acheel by an appropriate mindset”.

Sebbowa, 200%lso defines‘Internal auditing is an independent, objective uassce and
consulting activity designed to add value and impran organization’s operations. It helps an
organization accomplish its objectives by bringangystematic, disciplined approach to evaluate
and improve the effectiveness of risk managememiroband governance processes”.

He further mentions the principles of Internal audd include; Integrity, Objectivity,
Confidentiality and Competency. However, givemttinternal Auditors are appointed by
management, report to management, and are employeasorganizations, their objectivity is

usually highly compromised.
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In accordance to Institute of Internal AuditorsAdUK; 1997), independence is applicable to all
categories of auditors. This means the opportugréyted to the auditors to report directly to the
top authority. Woolf (1986), says, although an iing auditor is an employee of the enterprise
and cannot therefore be independent of it, he shioailable to plan and carryout his work as he
wishes and have access to the highest level of geamant. However, Millichamp (1993) says,
effective internal audit should be carried out by iadependent personnel though they are
employees appointed by management, for them to wtirkiently, they should have scope to
arrange priorities and activities have un restd@ecess to records, assets and personnel
According to Bhatia (2003), Internal Auditing isetheview of operations and records sometimes
undertaken within the business by especially assigstaff. It's also an independent appraisal
function established within an organization to ekarand evaluate the effectiveness, efficiency
and economy of managements control system (Subiama®006). Its objective is to provide
management with re-assurance that their internatalsystems are adequate for the need of the
organization and are operating satisfactorily (R&idshelby, 2002). It is a component of the
internal control system set-up by management oéragerprise to examine, evaluate and report
operations of accounting and other controls. Theliguand effectiveness of internal audit
procedures in practice are necessary since intauditors cover a wide variety of assignments,
not all of which will relate to accounting areaswiich the external auditor is interested. For
example, it's common these days for internal atalitndertake the extensive and continuous
task of setting management goals and monitoringatformance (Woolf, 1996).

Emasu (2010) notes that “The effectiveness of matieaudit function partly depends on; legal

and regulatory framework, placement of the functon its independence, existence of audit
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committees, resources allocated to the functionpntessionalism of internal audit staff”. It is

however a bitter reality that internal audit depets are rarely adequately facilitated.

Regarding the size and facilitation of the InterAadit Function, Gerrit and Mohammad (2010),
found evidence in support of the monitoring role tbe Internal Audit Function. They
specifically, found evidence that management ownptis positively related to the relative size
of the Internal Audit Function, which is inconsistevith traditional agency theory arguments
that predict a negative relationship, but morana ith recent studies on earnings management.
This finding suggests that increased managemengi@ip may influence the board of directors
to support larger Internal Audit Functions to allalwem to closely monitor managers’
performance. It is also plausible that managemetht igher share ownership is motivated to
invest in larger Internal Audit Function for bettapnitoring of earnings and for signalling to the
board of directors that, despite their high stakearnings, they are convinced that appropriate
use of resources has to be assessed on a regsi&r ba

Gerrit and Mohammad also believe that the proportibindependent board membéoshave a
negative effect on Internal Audit Function sizeisTfinding may indicate a substitution effect,
which means that independent board members maypmsdered as an alternative monitoring
mechanism to the Internal Audit Function. Theytertassert that the control environment has a
significant effect on the relative size of the mi@ Audit Function. Specifically, a supportive
control environmentharacterized by formalized integrity and clearnahvalues, a high level

of risk and control awareness, the perceptionrisktmanagement is important and the fact that
responsibilities with respect to risk managemerd arternal control are clearly defined is

associated with a relatively larger Internal Auglinction.
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Using a US sample, Wallace & Kreutzfeldt (1991) rfduthat companies with internal audit
departments are observed to be significantly largere highly regulated, more competitive,
more profitable, more liquid, more conservativehmir accounting policies, more competent in
their management and accounting personnel, anédttbj better management controls. Carey
al. (2000) found that agency variables do not exptam voluntary use of internal audit by
Australian family firms. More recently, a study Boodwin-Stewart & Kent (2006), using a
sample of Australian listed companies, shows thateixistence of an Internal Audit Function is
positively associated with firm size and commitmientisk management.

Sarens & De Beelde (2006) also show that the nmgk@ntrol awareness have an influence on
the scope of the Internal Audit Function. Theselltsssuggest that when management is aware
of risks and control activities, they are more ljk understand the role of the Internal Audit
Function in monitoring risk and control activitigbus it is more likely that they will support a
relatively larger Internal Audit Function (Sarens [3e Beelde, 2006a; Selim & McNamee,
1999).

Meigs et al (1988) holds that there must be a gtrioternal control system and the internal
auditor must verify the operations of the systermirch the same way, as the external auditor. It
involves the investigation, recording, identificatiand review of compliance tests of control,
they also argued that effective internal audit pches provide sufficient relevant and reliable
evidence in order to detect and prevent fraud.

Kochan (1993), considers auditing procedures in company and describes steps taken in
implementing a quality assurance system, she dissukhie use of internal audits as an essential
part of ISO 9000 certification process. Boakye-Bond999) asserts that internal audit

procedures are seen as ends in themselves rasimea timeans towards a specific objective, with
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such an approach our rambler would undoubtedlyageét Internal audit procedure is a form and
content manual that includes audits notes and ns#ipiities, documentation standards, local

reporting standards and targets, training requirgsneand expectations and performance
measures and indicators (Watts, 1999). Effectivemeshe achievement of goals and objectives
using factor measures provided for in determininghsachievement. However, it has been
traditional in internal auditing that determinatiaf internal auditing effectiveness can be
accomplished by evaluating the quality and effestass of internal auditing procedures that
result in determination by the internal auditorshedf character and the quality of effectiveness of
the auditee’s control operations and if the audifimocedures are effectively carried out, then
the evaluative results are positive (Dittenhofe@0P). Maitin (1994) says efficiency and

effectiveness of internal audit procedures is neingple task, successful operation is governed
by the extent to which the element of internal apdocedures receive attention which include;
expertise, independence, objectivity and totaliBffectiveness of internal audit procedures is a
measure of the ability of the programme to prodacdesired effect or a result that can be
gualitatively measured (Harvey, 2004). ZabihollaB(Q1) argues that, there should be effective
internal audit procedures to ensure reliability fofancial statements, operational reports,
safeguarding corporate assets and effective orgémmal controls. Benston (2003) further

supplements that perception and ownership, orgamizand governance framework, legislation,

improved professionalism and resources were idedtds functions in the public sector derived
from the effectiveness of the internal audit pragsed. How far internal audit procedures

succeed in their effort of effectiveness is maijnigged by three factors that include; frequency

of irregularities committed by the staff in the anggation in form of errors or fraud, the
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promptness with which such irregularities are de@dy the authorities and the planning which
makes possible repetition of such irregularitietiinre more difficult (Reid & Ashelby, 2002).

Earnest and Young (1995), the work of the inteenalitor should appear to be properly planned,
controlled, recorded and reviewed. Examples ofdilre professional care by the internal auditor
are the existence of an adequate audit manual,ragemgernal audit plans, procedures for

controlling individual assignments and satisfacimmangements for reporting and following up.

2.3.1.3 Control Activities

Ray and Pany (2001) also mention Control activiiesanother component of Internal controls.
They note that control activities are policies gndcedures that help ensure that management
directives are carried out. Controls activitiesamorganization basically comprise; performance
reviews (comparing actual performance with budgetsecasts and prior period performance),
information processing (necessary to check accuraoynpleteness and authorization of
transactions), physical controls (necessary to ideosecurity over both records and other
assets), and segregation of duties (where no asempshould handle all aspects of a transaction
from the beginning to the end).

The last component of internal control accordingR&ty and Pany is monitoring. This is aimed at
ensuring that the internal controls continue torafgeas intended. This can be achieved through
ongoing monitoring or separate evaluations. Sepagatluations are non routine monitoring

activities such as period audits by the internalitaus.

2.3.2 Financial performance

According to Stoner (2003), performance referdodbility to operate efficiently, profitability,

survive grow and react to the environmental oppoties and threats. In agreement with this,
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Sollenberg & Anderson (1995) asserts that, perfageais measured by how efficient the
enterprise is in use of resources in achievingoligectives. It is the measure of attainment
achieved by an individual, team, organization acpss (EFQM, 1999).

Hitt, et al (1996) believes that many firms' low performansehie result of poorly performing
assets (businesses). Low performance from poorfpipeing assets is often related to strategic
errors made in the acquisition process in earlieary. For example, some firms acquire
businesses with unrealistic expectations of achgewynergy between the acquired assets and
their current sets of assets. A common reasoruidt srrors is managerial hubris (Roll, 1986) or
overvaluation of managerial capability in the asgion process.

Measures of financial performance

According to Dixonet al (1990), appropriate performance measures are tiwbseh enable
organizations to direct their actions towards aghgg their strategic objectives. Kotey &
Meredith (1997) contends that, performance is nreasuiy either subjective or objective
criteria, arguments for subjective measures incldificulties with collecting qualitative
performance data from small firms and with relidypibf such data arising from differences in
accounting methods used by firms. Kent (1994) foondthat, objective performance measures
include indicators such as profit growth, reventaagh, return on capital employed.

Financial consultants Stern Stewart & Co. createdldét Value Added (MVA), a measure of the
excess value a company has provided to its shatetsolover the total amount of their
investments. This ranking is based on eight maditional aspects of financial performance
including: total return for one and three yearesgrowth for one and three years, profit growth
for one and three years, net margin, and returequity. Verschoor however, mentions other

financial measures to include value of long-termestment, financial soundness, and use of
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corporate assets. He also talks of non financidlopgances measures to include; innovation,
ability to attract, develop, and keep talented peoguality of management, quality of products
or services, and community and environmental resipdity.

Hitt, et al., (1996) mention accounting- based @anfance using three indicators: return on
assets (ROA), return on equity (ROE), and retursaes (ROS). Each measure was calculated

by dividing net income by total assets, total comrmaquity, and total net sales, respectively.

Survival

According to Kotler (1992), strong performer fir@se those that can stay in business for a good
number of years. Dwivedi (2002) also found out thiae¢ ability of a firm to survive in business
in an indicator of good financial performance.

Richardson, Sonny & Suzan (1994) found out that,a88ve British businesses went into
liquidation in the third quarter of 1992 and in 198 total of 21,827 businesses failed compared
to 15,051 in 1990. However in Uganda, about 90%Jgandan SMEs collapse within 3 years

Katuntu (2005). This is therefore an indicator obpfinancial performance.

2.3.2.1 Liquidity

Hitt, et al (1996) mention current ratio (current assets/arfabilities) as a standard measure of
liquidity in organisations. Baysinger, (1989) atsophasized the importance of current ratio as a
measure of an organisation’s liquidity. Other measuwf Liquidity according to ACCA and
Panday (1996) are; Acid test ratio (i.e. Currendels less Inventory/Current Liabilities).

2.3.2.2 Accountability

According to Hayes, et al., 2005, Managers needlaedinancial reports so as to make informed

decisions. Reporting (particularly financial regyris one way through which managers make
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accountability for the resources entrusted to th&masu (2010) asserts that Accountability can

be political, social or financial accountability.

2.3.2.3 Reporting

Whittington & Pany (2001), talk about the compredieeness of internal controls in addressing
the achievement of objectives in the areas of irdmeporting, operations and compliance with
laws and regulations. They further note that “Ing¢rcontrol also includes the program for
preparing, verifying and distributing to the vamolevels of management those current reports
and analyses that enable executives to maintaitratoaver the variety of activities and
functions that are performed in a large organizétio

They mention internal control devices to includege uwf budgetary techniques, production

standards, inspection laboratories, employee trgiand time & motion studies among others.

According Bakibinga 2001, corporate law requiresd&orce between ownership and
management of an entity. Owners normally entrusir tresources in the hands of managers.
Managers are required to use the resources ertdrtstiiem in the furtherance of the entity’s
objectives. Managers normally report to the owr@rshe results of their stewardship for the
resources entrusted to them through a medium céhedcial statements. It is these financial
statements that reveal the financial performana@naéntity.

John J. Morris (2011) believes that Enterprise ResoPlanning systems provide a mechanism
to deliver fast, accurate financial reporting withilt-in controls that are designed to ensure the

accuracy and reliability of the financial infornatibeing reported to shareholders.
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2.4 Conclusion

From the Literature review, several researchersnste concur that there is a relationship
between Internal Control Systems and financial qyetbnce of an organization. These
conclusions will however be confirmed or dispelbdter empirical evidence has been obtained

from the research.
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CHAPTER THREE
METHODOLOGY

3.0 Introduction

This Chapter focuses on the methods that were tsedllect data and analyze it. It greatly
concerns the research design, the population thatstudied, the sample selection procedures
and sampling techniques used, data collection, edstlof verifying reliability and validity of
data and methods, matters regarding ethics antintitations of the methodology used as well

as the conclusions drawn from the methodologied.use

3.1 Research design

The study was conducted using a combination of &ebkedesigns particularly Surveys,

Correlation and Case study. Survey (according to @ Onen, 2008) “present an oriented
methodology used to investigate population by s$elgcsamples to analyze and discover
occurrences”. The same Authors explain Correlati®mhe determination of whether or not and
to what extent an association exists between twmare variables. They also note that case

study is “an Intensive descriptive and holisticlgsia of a single entity or a bounded case”.

Survey was used for its economy, rapid data calecand ability to understand a population
from a part (Oso and Onen, 2008). Correlation weeduas a means of trying to examine the
relationship between internal control systems andntial performance. Case study was used
since UMU was chosen as a representative of anuiigh of higher learning where results of

the study can be replicated and applied to othsititions of higher learning. Case study was
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also chosen because the study focused on the ramipus as a representative of other UMU

centers.

3.3 Study Population

The study will focus on finance and finance relatigpartments of the University targeting
particularly Finance and Accounts personnel, DeAsspciate Deans and Heads of Departments
of the University. The University has a 270 futhg staff (UMU HR 2010). Currently Finance
and Accounts offices have 14 members of staff (UMR 2011). All these are expected to be
interviewed. The financial management processhefWniversity involves a cross section of
individual and most importantly the departmentadde of the university (especially during the
budgeting process). This was basically due to doentralized policy adopted by the University.
The Units of analysis therefore included all Deafsssociate Deans, Department heads, and

Finance and Accounts staff of the University.

3.4 Area of the study

The study focused on UMU main campus and focusiagiqularly of internal controls
(particularly control environment, internal auditdacontrol activities) operated at the main

campus.

3.5 Sample size and Sampling Selection techniques

The study basically targeted top and middle levahagement members because they are the
Custodians of Internal control. Accordingly, allpdetmental heads were targeted as respondent,
however, greater emphasis was laid on capturing lbeesnin Finance and Finance related
offices. The objective was to interview at leaS%of the departmental heads and all staff in

finance and accounts related offices. The researtherefore used purposive sampling
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techniques in selecting Interviewees with an optanreplacing those who didn’'t wish to

respond to the Researcher’s plea.

Purposive sampling is where the Researcher cordgidecides who to include in the sample. It
was used simply because the study was targetinigadiigscustodians of the internal control

systems. It also ensured that only people withvegleinformation are sampled.

3.6 Data source & methods of data collection

Data was collected using both primary and secondats collection techniques. Primary data
was gathered basically through structured questioes and interviews with “Key informant
members” Secondary data on the other hand wasrgdttierough review of available financial
records like Audited Financial Statements, Auditbhtanagement letters and other University
Publications. The Researcher also used a combmatio structured questionnaires and
interviews. According to Oso and Onen, (20§8gstionnaires are a data collection technique in
which the respondents respond to the number ofsitenwriting. Questionnaires were chosen
simply because of the time limitation and partlgdigse the Research was dealing with an elite
community (respondents).

Interviews were the other data collection technigsed by the Researcher. They were used as a
way of supplementing the questionnaires alreadlydfilbut at the same time they would enable
the Researcher probe further into the responsendivthe questionnaires especially given the
importance of the research and the specializedeaafuthe topic under study.

Data was basically collected from Deans, Associ@tans, Departmental heads or their

Assistants, Management Committee members, Finaretédecounts staff.
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3.7 Data Management and analysis

The study targeted departmental heads, managenoeminitee members and finance and
accounts personnel to form Units of analysis. Tldlected Data was fed into computer

programs (using particularly the Statistical Paek&gr Social Scientist with the help of an

Expert) for easy analysis and interpretation ofiltss

The data was analyzed using both statistical amdatinze methods. Correlation was used as a
way of assessing the relationship between intermairols and financial performance. Narrative

analysis was used to explain the qualitative resafithe survey.

3.8 Reliability and Validity

The reliability was ensured by testing the instratador the reliability of values (Alpha values)
as recommended by Cronbatch, (1946). Cronbatchmeemds analysis for Alpha values for
each variable under study. According to Sekaradl Zpha values for each variable under
study should not be less than 0.6 for the statesnienthe Instruments to be deemed reliable.
Consequently, all the statements under each variabte subjected to this test and were proven

to be above 0.6.

The validity of the data collection instruments wadsne with the help of an Expert (the
Researcher's Supervisor) to edit the questionnaime the Interview guide. The Researcher
forwarded the structured Questionnaire to Superwidw is an expert in the area covered by the

research for editing and reviewing.
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Table 1: 3.1: Reliability table

Constructs Alpha Values
Control Environment 0.88
Internal Audit 0.83

Control Activities 0.87
Liquidity 0.70
Accountability 0.72

The table above (3.1) reveals that all the varmlbbave Alpha Values above 0.6 mark
recommended by Sekaran. Therefore all the variabldge instrument are deemed reliable.

3.9 Ethical consideration

Ethical considerations were taken into considenaty first seeking authorization the top
management of the University. Questionnaires weretsired in such a way that there was no
mention of the Interviewee’s name. A statementoath¢ strict confidentiality with which data
will be held was expressly stated in the questioenaFurther, responding was optional,
basically explaining the reason for replacing resfmts who didn't wish to respond as
mentioned in the “Sample Size and Sample Selet¢icmiques” above. Ethical considerations
were also taken care of by the researcher brighegrespondents as to the purpose of the

research, their relevance in the research proaadsgxpectations from them.

3.10 Limitations

The study Research has the following Limitations:

» Study area. The study was conducted using ongutisti; Uganda Martyrs University
(case study), with an assumption that the resualts e replicated and applied to any
other Institution of higher learning yet institut® differ. Some Institution are
Government owned, other are private, some are fommth a profit motive yet other are

not. It was not economically feasible nor operadity possible to study all institutions
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of higher learning, thus culminating into the cleion institution (Uganda Martyrs
University) so as to have an in-depth understandireffects of internal controls systems
on the financial performance of institutions of leg learning. This however does not
vitiate the results of the study since almostradtitutions of higher learning seem to have
similar or related objectives and have the saneatele

Sample size used. The Researcher used Deans, @&ssdeians, Heads of departments
and staff in Finance and Finance related officelstlge University has several staff,
implying that valuable information could have bdeft out among the un-sampled staff
members. The time allocated to the study couldpeoinit inclusion of other staff who
are not directly involved with Internal control $gsis of the institution, even though
some of them could have had very valuable inforomatn the area under study. It is
however presumed that a greater proportion of tfeampled staff’s ideas were captured
through their representation by the Deans, Assec@dg¢ans, Departmental heads,
Management Committee members and Finance and Atstaff members, especially
given that the mentioned staff are the custodiagnsternal controls or are the ones
greatly involved with the Internal control systeaighe institution.

The design of the research is cross section, im@l$fat it is short term in nature. It is

therefore likely not to capture an in-depth undarding of the situation.
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CHAPTER FOUR

DATA PRESENTATION AND DISCUSSION OF FINDINGS

4.0 Introduction

This chapter presents the output of data analy$is. presentations are in form of tables and
statements. The presentation is according to thectes of the study and the hypotheses

generated.

4.1 Quantitative data presentation and discussions

The background information of respondents was ddenseessary because the ability of the
respondents to give satisfactory information on shedy variables greatly depends on their
background. The background information of respotgisnlicited data on the samples and this
has been presented below categorized into; gerdeiGation levels, position held, age and

length of service in the organization.

4.1.1 Gender characteristics of respondents

The study examines and describes the gender defaispondents in this study and details of

their respective gender is presented in table dldvb

Table 2: 3.2: Gender characteristics of respondents

Gender Frequency Percent
Male 23 60.5
Female 15 39.5
Total 38 100.0

Source Primary data
Table: 4. 2 above reveals that 60% of the respdedsare males and 40% were female. This

could indicate that there are still low levels afigoyment of females in institutions of higher

learning in Uganda. The findings represent the siefthe two sex groups about internal control
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systems and financial performance in institutiohsigher learning. This was necessary for the

study to get a balanced picture of the respondeigas.

4.1.2 Education characteristics of respondents
Details about the education levels of respondemrte wbtained and the results are revealed in

table 4.2 below;

Table 3: 4.3: Education Levels of Respondents

Qualification Frequency Percent
Diploma 2 5.3
Bachelor 7 18.4
Masters 23 60.5
PhD 5 13.2
Other 1 2.6
Total 38 100.0

Source Primary data
In table 4.2 above, it can be revealed that mgjaitrespondents who are also the employees
show that they hold masters degree, followed byhélacs, PhD, diplomas and others in the
orders of 60%, 18%, 13%, 5% and 3% respectivelyis Theans that the respondents are

adequately qualified persons academically.

4.1.3 Description of the Positions of respondents the Institution
The study sought and obtained details about thetipes held by the respondents in the
Institution for purposes of understanding theirerah the variables of study. Details of the

respondents and their positions are shown in taBldelow;

Table 4: 4.3: Position held in the organization

Position held Frequency Percent
Mgt Committee Member 1 2.6
Departmental Head 21 55.2
Associate Dean 5 13.2
Finance and Accounts Staff 10 26.3
Total 37 97.4
System 1 2.6
Total 38 100.0
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Source Primary data

The analysis results in table 4.3 show that mgjasft respondents in this study are Heads of
departments (21), followed by Accounts and Finastedf (10), then associate deans (5), and
management committee (1). These represent 55%, P&% and 3% respectively.

From the above description, it can be revealedtti@majority of the respondents in this study
are those directly responsible for or directly itveal the implementation of the Internal Control

System. Therefore, their responses are deemedflextrevhat actually takes place in the

institution.

4.1.4 Description of age groups of respondents

The study obtained details about the age groupiseofespondents for purposes of understanding
their age and possibly the experience they possetiwir respective positions. Details of the

findings are shown in table 4.4 below;

Table 5: 4.4: Age Groups of Respondents

Age Group Frequency Percent
18-25 2 5.3
26-35 9 23.7
36-45 18 47.4
46-55 6 15.8
56+ 3 7.9
Total 38 100.0

Source Primary data

From the description above it is clearly evidermit tthe majority of the respondents are in the age
bracket of between 36-45, followed by 26-35, 46&%t and 18-25 in the orders of 47%, 24%,
16%, 8% and 5% respectively. It can therefore beclkewled that the majority of the respondents
are in the most productive age brackets of théardnd are reasonably experienced (assuming

that an average Ugandan starts work at the age péars).
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4.1.5 Longevity of service

The study investigated the length of period in geserved by the respondents in the institution

and the findings are presented in table 4.5 below.

Table 6: 4.5: Length of Service in the Institution

Frequency Percent
1- 3 years 14 36.8
4 - 6 years 10 26.3
7 - 10 years 8 21.1
10+ years 6 15.8
Total 38 100.0

Source Primary data

In table 4.5 above, it can be revealed that mgjafirespondents have worked in the Institution
for the period 1-3 years (14), followed by 4-6 yw£t0), then 7-8 years (8), and lastly, over 10
years (6). These represent 36.8%, 26.3%, 21.1%1a:8% respectively. This could also show
that majority of the respondents have worked inltistitution for less than 10 years, as per the

illustration.

4.2 Examining the functionality of Internal Control systems

The study sets one of its objectives to criticallyalyze and reveal how the Internal Control
Systems of the Institution actually performs, aethds are presented in the descriptive statistics
shown by the values of the respective means andiatd deviations of the key empirical

references. Details of these analyses are shovabia 4.6 below;
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4.2.1 Descriptive statistics on Internal Control sgtems.

Table 7: 4.6: Mean and Standard deviation of ContrbEnvironment

N Min. | Max. | Mean | Std.
Deviation

Accounting & Financial mgt system 38 2 5 4.08 .882
Management Commitment 38 2 5 3.71 .984
Management's close Monitoring 38 2 5 3.24 .943
Management providing feedback 37 1 5 2.78 1.004
Correction of errors in the system 38 1 5 3.21 .935
Management Integrity 38 1 5 3.29 1.137
Ethical values 38 1 5 3.11 1.034
Independent audit committee 38 1 5 3.08 1.124
Council independence and its committeges 38 2 5 3.66878
Valid N (list wise) 37

Source Primary data
In table 4.6 are details of the measures of effengss of the control environment under
different key statements obtained from the respotsdeThe statements have been ranked in
terms of their means and standard deviations stoateduce meaning out of the results.
Therefore, the details of the table are discussedemn sub headings of the corresponding

statements tested.

4.2.1.1 Accounting and Financial management system

The study (as reflected in table) found that tlepoadents seem to agree that the Institution has
an accounting and financial management system aneplvith a mean value of 4.08 which
appears to be close to the maximum rank of 5. $havs that they generally agree about the
existence of an accounting system. However, theesponding standard deviation also revealed
a significant value of 0.882. This also shows ttiere is a clear variation in the responses
provided by the respondents about the existenddeofaccounting and financial management
system. Having an accounting and financial managemsystem as reflected by the above
results is in line with John J. Morris’ advocacy &m Enterprise Resource Planning system that

deliver fast and accurate financial reports withuiltt controls necessary to ensure accuracy and
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reliability of information being reported to Shaoddters. It is also an indication that Whittington
and Pany’s requirement of preparing, verifying addtributing reports to the various

management levels is achievable.

4.2.1.2 Management commitment on the operations tfe system

From the table 4.6 above, respondents seemed é& dlgat management is committed to the
operation of the Accounting and Financial managdregstem as reflected by the mean value of
3.7 which is tending towards the maximum point oH6wever, a significant standard deviation
of 0.984 suggests varied responses regarding manggs commitment to the Accounting &
Financial management system. Management committoehe operations of the Accounting
and financial management system rhymes with Wigittin and Pany’s assertion of the control
environment setting the tone of the organizatiod ariluencing the control consciousness of
everyone in the organization. It supports the d@sseiby Whittington and Pany that control
environment (especially management philosophy gretating style) is the foundation for all
other components of internal control. Managemertsnmitment to the operations of the
internal control system is also supported by Vewsch(1999) where he notes that “Internal
control systems not only contribute to managerfdotiveness but are also important duties of
the corporate boards of directors”. Therefore manant commitment to the operations of the

system is a fulfillment of their obligation as higjmted by Verschoor.

4.2.1.3 Monitoring implementation of Internal Control system

In Table 4.6 above, respondents provided their rgtaleding in regard to how management
closely monitors implementation of the controls aheir perceptions show mean of 3.24,

implying that they agree with the statement. Batsithe mean appears so close to the actual
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average, then the need to closely focus on thetiami Thus, a standard deviation of 0.943
suggests significant differences in responses ggmrde management’s monitoring of
implementation of internal control system. The fimgdis in line with Wallace & Kreutzfeldt
(1991), Goodwin-Stewart & Kent (2006), and SarenB&Beelde (2006) all of whom advocate
for management (control environment) as the cotoees for an effective internal control
system. Sarens & De Beelde in particular emphasiee'tone at the top, the level of risk and

control awareness” as critical to the success afi@nnal control system.

4.2.1.4 Provision of feedback to junior officers

The results as reflected in table 4.6 show a mda2. 8. This is below the mean average,
implying that respondents disagree as to the sttemegarding feedback to junior officers
regarding the operation of the system. Consequemtlyeater standard deviation figure of 1.004
raises concerns regarding the feedback given torjwificers regarding the operations of the
accounting and financial management system. Thedigf standard deviation further reveals
that the respondents had varied opinion about fegdlnd this could also mean that besides
disagreeing about feedback, they could also beisagdeement with the type of feedback
provided by management. The results are at oddh Whittington and Pany (2001)’s
requirement for management to include programs pi@paring, verifying and distributing
reports and analyses to various level of managenterenable them maintain control over a

variety of activities.

4.2.1.5 Measures taken to correct Errors in Accoummg and Financial management system

The results of the survey in table 4.6 suggest tbgpondents seem to agree that appropriate

action is normally taken by management to correstaasance in the operations of the system,
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although the standard deviation of 0.935 providgdHe same respondents suggests that they
possess varied understanding about the aspeat afi¢hsures taken to correct any weaknesses in
the controls. This could also imply that measussen are sometimes, not communicated or
formal. Management's action to correct misfeasantethe system is an indication of
management’s commitment to the operation of thermal control system. This is a general
(entity-wide) control advocated for by John J. M@©(2011). This can as well be classified as a

strategic control advocated for by Hitt, Hoskiss@ohnson and Moesel (1996).

4.2.1.6 Management Integrity

The results of the survey as revealed by Tablesdggiest that management acts with Integrity.
This is evident when the mean of respondents aguted by the system is well above the
average (i.e. 3.29). Nevertheless, the correspgnsiiandard deviation of 1.137 suggests that
respondents had a significant variation in resp®isemanagement integrity in the execution of
their role; a highly contentious issue. Howevets thould also be construed to imply that
respondents might not have clearly understood therkions of integrity in this context. The
results in this section are in tandem with Whittorgand Pany (2001)’'s assertion where they
talk of the control environment to include factdikee integrity and ethical values of persons
responsible for creating, administering control$isTcan also be likened to “the control
environment setting the tone of the organizationirfjuencing the control consciousness of

people” stipulated by Cohest al, (2002).

4.2.1.7 Ethical values in management decisions

The analysis results in table 4.6 reveals thatotmes extent, ethical values are upheld in all

management decisions as reflected by a mean visgiysabove average, 3.11. However, even
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then the respondents seemed to have varied in fbgponses regarding ethical values in all
management decisions as revealed by a standardtideviof 1.034 (shown in figure 4.6)
Upholding ethical values in management decisions Igne with Coheret al. (2002) where he
state that “the tone at the top refers to a compagthical values, management’s philosophy and

operating style” which are reflected in the codeafiduct or code of ethics.

4.2.1.8 Objectivity and independent of the audit anmittee

The analysis of results in Table 4.6 reveal a n&aB.08, implying that the respondents were
slightly in agreement in regard to the objectivatyd independence of the Audit committees.
However, a standard deviation of 1.124 revealsgaifstant variation in the opinions which
could also relate to not clearly understanding rifle of the committee. Audit Committee’s
independence is in line with Whittington and PaR§Q1)’'s requirement for audit committees to
be independent from the management of an instituaiod to possess the requisite experience
and status. The independence and objectivity ofalldit committee also rhymes well with
(DeZoortet al, 2002; & Spira, 2002)’'s statement that “the aedinmittee, as a subcommittee
of the board of directors, plays a role in protegtithe owners’ interests by monitoring

management’s actions, in terms of financial repgrtrisk management and internal control”

4.2.1.9 Independence of Governing council and it®mmittee

The results of the survey as reflected in Tablerdw&aled that the governing council and its
committees are independent of management as shpamigan of 3.66, even though there were
variations in responses to this test as revealethdytandard deviation of 0.878. However, the
variations in responses do not show a big moveriment the meaff. This finding is also in line

with DeZoort et al, (2002); and Spira, (2002)’'s statement that thditacommittee, as a

47



subcommittee of the board of directors (Governimguiil), plays a role in protecting the
owners’ interests by monitoring management’s astian terms of financial reporting, risk
management and internal control. This role can belgffectively executed if governing council
and all its subcommittees are independent. The rgowg council’s independence was also
highlighted by the American Institute of Certifid®lblic Accountants (AICPA) through its

Auditing Standards Board through the issuancee8tant on Auditing Standards (SAS) No. 78.

4.2.2 Descriptive statistics on Internal Audit.

Table 8: 4.7: Mean and Standard deviation of Interal Audit

N Min. | Max. | Mean | Std. Dev.
Existence of Internal Audit Department 38 2 5 4.00 .900
Sufficiently staffed Internal audit dept 34 1 4 2.5 |.921
Conduct regular internal audit activities 38 1 5 7P. | 1.069
Report addresses weaknesses 388 2 5 3.13 .844
Regular reporting of weaknesses 3B 1 5 2.92 1.050
Management discusses Internal audit reports 38 1 5] 3.11 .894
Appropriate recommendations for improvement 38 1 51334 1.072
Internal auditor visits upcountry centres 37 1 4 682. | .852
Internal auditor issues upcountry reports 38 1 4 662. | .878
Degree of autonomy from management 38 1 5 3.0 2 .88
Valid N (list wise) 37

Source Primary data
In the Table 4.7, the researcher set out to exathméternal audit function (another component
of the internal control system) as a way of exangnihe functionality of the internal control
system. The test statements were equally rankéermns of their mean and standard deviation
as a way of interpreting the results. The detdilhe survey in this regards are discussed under

the sub headings of the corresponding statemesitxitas follows;

4.2.2.1 Existence of internal audit department

From the results in table 4.7, it is clearly evid#érat respondent were almost in total agreement

as to the existence of the Internal audit functiothe Institution as reflected by a mean value of
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4.0 which is tending towards maximum value of &.(strongly agreeing). However, the standard
deviation of 0.9 suggests variations in respongethe various respondents. Virtually all the
writers (reviewed) underscore the importance ofirgarnal audit department in helping an
organization achieve its objectives. Notable amtmgse are Subramaniam, (2006), Reid &
Ashelby, (2002) and Millichamp (1993) among othdrserefore the finding is in tandem with

the reviewed literature.

4.2.2.2 Internal Audit sufficiently staffed

Results of the survey in table 4.7 show a means§ @/hich is below the average; this suggests
that respondents don’t believe that the internphdenent is sufficiently staffed.

However, a standard deviation of 0.921 suggesisdaesponses as to whether the internal audit
department is sufficiently staffed. The understaffin the internal audit department could be
compensated for by an active and independent Cloandi its Sub Committee. This is what
Gerrit and Mohammad (2010) refer to as “a subsbitueffect, which means that independent
board members may be considered as an alternatwéaring mechanism to the Internal Audit

Function”.

4.2.2.3 Internal audit staff conduct regular interral audit activities in the Institution

From the results of the survey as reflected by dabl, respondents seem to disagree as to
whether the Internal audit staff conduct regulaernal audit activities. This is revealed by a
mean of 2.79 which is below the average of 3. Haxea standard deviation of 1.069 suggests a
significant variation in the responses generatethbyrespondents. This means that the internal
auditor’s role of examining and evaluating the efifeeness, efficiency and the economy of the

management control system as advocated by Subrama(®006) may not be achieved. This is
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however in contrast with findings 4.2.1.2 “Manag@&meommitment on the operations of the

system” and 4.2.1.3 “Monitoring implementation ofdrnal Control system”

4.2.2.4 Internal audit report addresses weaknessasthe internal control system

Results of the survey as reflected in table 4. gssgthat Respondents agree that the Internal
audit reports address weaknesses in the intermatatsystem. This is revealed by a mean of
3.13, although the standard deviation of 0.844 se&wnsuggest variation in the responses
generated for the test. This therefore confirms ttMgton and Pany (2001)’'s suggestion that
“internal auditing is performed as part of the monng activity of an organization”. This is also
in line with Gupta (2001) assertion that “the olip of internal audit is to assist members of

the organization in the effective discharge ofthesponsibilities”.

4.2.2.5 Internal audit reports are produced regulaly

Results of the study in table 4.7 suggest thafsstafe not sure as to whether internal audit
reports are produced regularly. This is revealed bbyean value of 2.92 which is slightly below
the average. However, a significant standard dewviaif 1.05 which suggests that in as much as
staffs are not sure as to whether internal augionts are produced regularly, they varied greatly
in their responses. This could also imply that skeffs might not be aware of audit reporting
schedule since they are submitted directly to tbe ghancellor, management committee or audit
committee of council. The finding does not augullweéth Sebbowa (2009)’s suggestion that
internal auditing is a consulting activity designedadd value and improve an organization’s
operations. This therefore means that ZabiholPAI®{)'s assertion of internal audit procedures
ensuring reliability of financial statements, ofenaal reports, safeguarding corporate assets and

effective organizational controls may not be achdkyv
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4.2.2.6 Management discusses internal audit reporfseequently

From the survey, as reflected in table 4.7, it bardeduced that respondents slightly agree that
management discusses internal audit reports frelgudms is revealed by a mean value of 3.11,
although the standard deviation under the sameadestled a variations in responses generated.
Management discussing internal audit reports isnditation of management commitment. It
reaffirms Wallace & Kreutzfeldt (1991)'s findingah companies with internal audit functions
are well run entities, are more competent in theanagement and accounting personnel and are
subject to better management controls. This is aisline with Earnest and Young (1995)’s
statement that the work of the internal auditorudth@ppear to be properly planned, controlled,

recorded and reviewed.

4.2.2.7 Internal auditor makes appropriate recommedations to management

From table 4.7 above, respondents seem to margiagtiee with statement regarding internal
audit recommendations to management regarding wepment in system of control as reflected
by the mean value of 3.34. However, a significaandard deviation figure of 1.072 reveals
varied responses from the respondents on the semplying that they have different opinions

about this role played by internal auditor. Thislldoalso infer as to whether the internal auditor
makes appropriate recommendations for managementpimve. The finding is in agreement

with Gupta (2001)’s statement that “the objectiveinternal audit is to assist members of the

organization in the effective discharge of thegp@nsibilities”.

4.2.2.8 Internal audit department visiting up county centers

From the results of the survey as reflected inetdbf above, respondents did not agree about the

internal auditor visiting up-country centers. Thisrevealed by a mean value of 2.68. It worth
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noting that in as much as the respondent disagutédhe Internal auditor’s visit to up country
centers regularly, they were tending towards thexagye value of 3, implying that to some extent
the respondents were not sure as to whether tlenhit auditor visits up country centers
regularly. However, a standard deviation of 0.868gests varied responses over the control.
Therefore Gupata’s statement of “the objective miérinal audit is to assist members of the

organization in the effective discharge of thegp@nsibilities” may not hold true in this respect.

4.2.2.9 Internal audit issuing audit reports on upountry centers

The results of the survey as revealed by tableirl.this regard suggest a disagreement by
respondents as to whether the internal auditorgessseports on upcountry centers regularly.
This is shown by a mean value of 2.66. This isaimdem with the revelation in 4.2.2.8 where
respondents didn’t agree that the internal audiisit up country centers regularly. A closely

similar standard deviation of 0.878 seems to enmpbake respondents’ observation in 4.2.2.8,
implying those respondents are equally not surgoasvhether the internal auditor issues

upcountry reports regularly. This finding theref@eems to suggest a failure by the internal

audit function in its monitoring role alluded to Whittington and Pany (2001).

4.2.2.10 Degree of independence of internal audiegartment

The results of the survey as reflected in tablestiggest those respondents are indifferent as to
the internal auditor’s independence from managenidns is revealed by a mean value of 3.08.
However, a standard deviation of 0.882 reveals thate were varied responses from the
respondents as to the independence of the intanrditor from management. This does not
rhyme with Gupta (2001) Millichamp (1993) and Selbo (2009) who advocate for

independence of the internal auditor in the exeoubf his/her duties.
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4.2.3 Descriptive statistics on Control activities

Table 9: 4.8: Mean and standard deviation of ContrbActivities

N | Minimum | Maximum |Mean | Std. Deviation
Clear separation of roles 3 1 5 3.42 1.244
Employees’ work checked by others 36 1 5 3.08 .906
Appropriate supervision by senior staff 3B 1 5 3.47 .893
Corrective action taken to address weakness 38 1 5 3.21 1.119
Staff trained to implement system 38 1 5 3.34 .938
Well developed Chart of Account 31 1 5 3.35 1.060
Information accessed with consent of senior staffé |31 5 2.97 971
No expense is incurred in excess of budgeted 37 1 5 3.05 .998
Variance reports generated with explanations 37 1 5 2.89 1.197
Security systems safeguards Assets 37 1 5 251 61.09
Valid N (list wise) 34

Source Primary data

In the table 4.8 above the researcher set outamee the functionality of the internal control
systems in an Institution of higher learning usiogntrol activities as an internal control
component. The results were analyzed used mearstandlard deviations so as to drawing
conclusions from the survey. The results are dsmiisunder the various headings of the

statements tested. These are discussed as follows;

4.2.3.1 Separation of roles within the Institution

The results of the survey as reflected in tablestiggest that respondents agree there is a clear
separation of roles while executing finance anaanting functions. This is shown by a mean of
3.42. However a significant standard deviation d?44 is a clear manifestation of varied
responses from respondents as far as clear s@paddtroles is concerned. This is in line with
Ray and Pany (2001)’s “suggestion of segregatioduties” such that no one person should

handle all aspects of a transaction from the beginto the end.
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4.2.3.2 Internal checks within the Institution

To results of the survey as reflected in tablesui@gest that respondents were indifferent as to
whether every employee’s work is checked by otressrevealed by the mean value 3.08.
However, a standard deviation of 0.906 reveal darresponses from the respondents
interviewed as far as checking other employeeskvi@iconcerned. The lack of internal checks
within an institution is at odds with Whittingtoma Pany’s recommendation of “information
processing” in which he recommends checks to ensweuracy and completeness of

information being processed.

4.2.3.3 Supervision by senior staff

The table 4.8 reveals that respondents agreehbed ts appropriate supervision of junior staff
by their seniors. This is revealed by a mean vafug 47, though it is not significantly far from
the “not sure” position. The standard deviatior0&93 reveals that there were varied responses
from the respondents interviewed. The lack of supEm by senior staff is an indication of
deficiencies in strategic controls as advocatedbiprHitt, Hoskisson, Johnson, and Moesel

(1996) which if not addressed may lead to matémiaknal control weaknesses.

4.2.3.4 Action taken to address weaknesses

The results in table 4.8 above reveal that respasdagree that corrective action is normally
taken to address weaknesses as shown by a meawn ofaRi21. This value is close to the
midpoint position, implying that respondents wefmast not sure as to whether corrective
action is taken to address weaknesses. Howevegnidigant standard deviation of 1.119 shows
that there are very varied responses as far asnssp to this control test was concerned. Action

being taken to address weaknesses in the sys@mimglication of the commitment to system by
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management as recommended by Sarbanes-Oxley ARO0& (SOX). This is the commitment

referred to by Whittington and Pany (2001)

4.2.3.5 Staffs are trained to implement Accountingnd Financial management system

Table 4.8 reveals that respondents agree that stadf trained to implement Accounting and
financial management system and this is shown byean value of 3.34. However, this seems
close the midpoint of 3 implying that the resportdetio seem to appreciate internal control
activities. Nevertheless, a standard deviatiof.988, however suggests varied responses from
respondents as far as staff training in the implgateon of accounting and financial
management systems are concerned. Staff beingdramthe use of Accounting and Financial
management system is an indication of the commitnterthe effectiveness of systems of
internal control. It is what Verschoor, (1999) resuended as “programs of selection and

training of personnel”.

4.2.3.6 A well developed chart of account

The results in table 4.8 suggest that respondgméedo a small extent that the Institution has a
well developed chart of accounts. This is revedigda mean of 3.35. However a significant
standard deviation of 1.06 suggests that there waaied responses as far as this test concerned.
Having a well developed Chart of Account is botstetegic control and a financial control

referred to by Hittet al; (1996)

4.2.3.7 Restriction of access to valuable informain

The results in table 4.8 indicate that respondevese almost indifferent as whether “it is
impossible for one staff to have access to all afalle information without the consent of senior

staff. This is revealed by a mean value of 2.97iciwlis very close to the “not sure” position
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although the standard deviation of 0.971 indicaibesrespondents varied greatly as far as this
test was concerned. This may be an indicationak ¢d segregation of duties which may impact

on the reliability of financial reports referredlig Whitttington and Pany.

4.2.3.7 Controls over expenditure

The results in table 4.8 above revealed that refgas were not sure as to whether controls are
in place to exclude incurring expenditure in exagssllocated funds. This is revealed by a mean
value of 3.05 which is very close the average df.& the not sure position). However, the

deviation of 0.998 suggests varied responses taestefrom the respondents interviewed. The

finding could be a failure in the monitoring aspexferred to by Hayes, et al (2005)

4.2.3.8 Departmental budgets review

The results in table 4.8 suggest that respondersagmked with the test statement that
“departmental budgets are reviewed with actual edjpere compared with budgets and
explanations for the variances obtained”. Thieigeraled by a mean value of 2.89. However, in
as much as respondents disagreed with the testrstat, they were tending towards the “not
sure” position of 3. The standard deviation of Z.b9er the same test suggests varied responses
from the respondents interviewed. The failure kg listitution to provide budget reviews is at
odds with Ray and Pany (2001)'s recommendation “fm@rformance reviews” where he
recommends comparing actual performance with bsdgébrecasts and prior period

performance.

4.2.3.9 Security system on safeguard of Instituti@ assets

The results of the survey as reflected in table sti§gest that respondents disagree with the

security system ability to identify and safeguasdeds of the Institution. This is revealed by a
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mean value of 2.51. However, a significant standiedation of 1.096 suggests that respondents
varied greatly in their responses to the test state. The failure by the system to identify and
safeguard assets of the institution does not augell with Ray and Pany (2001)’s
recommendation for “physical controls” (necessaryptovide security over both records and

other assets.

4.3 Examining the financial performance of Instituions of Higher Learning

This section answers objective two of the studpaRkcial performance of institutions of higher

learning was examined by analyzing data collectedieu dimensions of financial performance

and computing for the mean and standard deviatibrthe responses to the statements
categorized under liquidity, accountability andogmg. Details of these analyses are shown in

table 4.9 below;

4.3.1 Descriptive statistics on Financial Performace

Table 10: 4.9: Mean and standard deviation of Liqudity

N Min. Max. Mean | Std. Dev
Enough cash to meet obligations 37 1 5 1.97 1.213
Fees charges appropriate. 3y 1 4 2.59 .956
Fees dully collected 36 1 5 2.64 1.04p
Outstanding fees dully paid 37 1 5 2.9Y 1.142
Valid N (list wise) 36

Source Primary data

4.3.1.1 Cash availability within the Institution

From the information revealed by table 4.9, respoisl believe that the Institution doesn’t have
enough cash to meet its obligations effectivelyaag when they fall due. This is revealed by a
mean value of 1.97. However, a significant standiwation value of 1.213 under the same test
revealed varied responses from the respondentwigteed. The lack of cash does not rhyme

with Verschoor. (1999)’s assertion of “financialisaness” as a measure of performance.
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4.3.1.2 Appropriateness of Institution’s fees strucire to cover costs

From table 4.9, it can be revealed that the fé@sged by the Institution are not appropriate to
cover the costs of running the courses. This isvshby a mean value of 2.59 although the
standard deviation of 0.956 under the same testted varied responses from the respondents.
This has implications on the financial soundnesthefinstitution and it may hinder investment

as mentioned by Verschoor. (1999).

4.3.1.3 Management collects all University fees

From the information collected from respondentsoading to table 4.9, it clear that all
University fees are not dully collected. This ivegaled by a mean value of 2.64. However, a
standard deviation of 1.046 reveals varied respofreen the respondents interviewed over the
same test. The information revealed could be aaeafion as to the inadequacy of the cash
position of the institution as revealed by the ingdunder 4.3.1.1 (Cash availability within the
Institution). This means that the financial sousshalluded to by Verschoor (1999) may not be

achieved.

Table 11: 4.10: Mean and Standard deviation of Acamtability

N Min. | Max. | Mean | Std. Deviation
System identifies Grant receipts & expenditur 37 1 5 3.00 1.054

IAssets have increased over time 37 1 5 3.00 1.13(
Valid N (list wise) 37

[

4.3.1.5 Institution’s accounting system adequatelglentifies the receipts and expenditure of

the grant contracts

From table 4.10, it is clearly evident that, respem were indifferent as to whether the

Institution’s accounting system adequately idegsifieceipts and expenditures of grant contracts.
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This is revealed by a mean value of 3.00 whiclés“hot sure” position according to the Likert
scale. However, the standard deviation of 1.054eaksv that, respondents varied in their

responses to the test.

4.3.1.6 The University’s asset base

The results in table 4.10 reveal that responderi® wot sure as to whether the University’s
assets have increased over time. This is shownrbgan value of 3.00. However, a significant
standard deviation of 1.130 reveals that in as maieh respondents were not sure in their
responses, they varied greatly in their responsetedt statement. This casts doubt on the

financial soundness referred to by Verschoor (1999)

4.4 Relationship between Internal Control systemsral financial performance

This section answers objective three of the studye relationship between internal control
systems and financial performance in an institutwin higher learning in Uganda was
investigated using control environment, internaflifand control activities as dimensions for
internal control systems while liquidity, accountdéyp and reporting were for financial

performance

Table 12: 4.11: Pearson’s Correlation analysis

1 2 3 4 5 6
1 Control environment 1
2  Internal Audit 0.217 1
3 Control Activities 0.301" 0502 1
4 Liquidity 0.294" 0.091 0291 1
5  Accountability 0.338 0.447° 0.4117 0.094 1
6 Reporting 0.276 0.389° 0.299 0.179 0.266 1

** 5=0.01 (correlation is significant at 0.01 leveltéled)
* 6=0.05 Correlation is significant at 0.05 level (2-tailed)

Source Primary data
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The correlation table presents the relationshigvbeh dimensions of Internal Controls measured
by control environment, Internal audit and contaaltivities against Financial performance,
measured by liquidity, accountability and Reportifitpe results show that all the dimensions
relate positively.

Specifically, control environment relates positivelith liquidity, accountability and reporting (r
=0.294, p <0.01; r =0.338, p < 0.01; r = 0.276; 0.01) respectively. These suggest that the

control environment relates positively with finaaigberformance.

Figure 2: Relationship between Internal control syfems & financial performance

ICS FpP

Liqudaty

Control enviroment

Internal audit Accountability

Control activities Reporting

4.4.1 Control environment is related with financialperformance

Table 4.11 above shows that the control environneepbsitively related to liquidity with r =
0.294 and standard error, p < 0.01, the controlirenment is positively related with
accountability with r = 0.338 and standard errorg .01, and the control environment is
positively related to reporting with r = 0.276 apd< 0.01. The results seem to agree with
Whittington and Pany’s assertion of the controlimmment setting the tone of the organization.

The control environment (as reflected by the aadihmittee) is what DeZoo#t al, (2002)
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referred to as “protecting the owners’ interestsrimnitoring management’s actions, in terms of
financial reporting, risk management and internahtml”. Owners’ interests can only be
protected through accountability and reporting.sTéuggests that the Control environment is
related with financial performance and therefor@diliesis oneH1), there is a relationship
between the control environment and financial p@nfance of institutions of higher learning in

Ugandais accepted.

4.4.2 Internal audit and financial performance.

The results in table 4.11 indicate a positive retethip between internal audit and liquidity with
r=0.091 and p < 0.01, internal audit is positvalated to accountability with r = 0.447 and p <
0.01, and positively related to reporting with 389 and p < 0.01.

These results seem to agree with Sebbowa (2009ewte notes that “Internal auditing is an
independent, objective assurance and consultingitgailesigned to add value and improve an
organization’s operations. It helps an organizatamtomplish its objectives by bringing a
systematic, disciplined approach to evaluate anatone the effectiveness of risk management
control and governance processes”. This is aldménwith Whittington and Pany assertion that
“internal auditing is performed as part of the ntonng activity of an organization”. Since there
is a positive relationship between the internalitatuthction and the dimensions of financial
performance; liquidity, accountability and reporsgjpothesis two H2); an effective internal
audit function is related with the financial perfoance of institutions of higher learning in

Ugandais accepted.
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4.4.3 Internal Control activities and financial peformance.

Results in table 4.11 above indicate a positivati@iship between internal control activities as a
component of internal control systems with liqudit = 0.291 with a standard error, p < 0.01.
Internal control activities further relate positivevith accountability, r = 0.094 with a standard
error, p< 0.01 and with reporting, r = 0.299 witktandard error, p < 0.01. This seems to agree
with Ray and Pany (2001)’s belief that “controligities are policies and procedures that help
ensure that management directives are carried ottérefore, internal control activities affect
financial performance, thus hypothesis thre)( Functionality of internal control activities

and financial performance of higher institutiondedrning are relateds accepted.

Table 13: 4.13: Multiple Regressions

Variable Standard t-test Sig |R? Adj.r* | F Sig.F
Coefficients (B)

2.166 0.031| 0.214| 0.201 35.91p  0.000

Control 0.2709 2.058 0.000
environment

Internal Audit 0.1982 3.521 0.000
Control 0.1527 2.710 0.000
Activities

Source: Primary data

Table 4.12 above illustrates that, the independamnable (Internal Control Systems), through its
dimensions; control environment, internal audit @oedtrol activities) explains the variation in
the dependent variable up to 20.1 % as denotedijbgtad R value in the table.

Similarly, considering the dimensions of internadntrol systems in this study, control
environment seems to provide better explanatiothénvariation in the dependent variable by a
standardized coefficient of 0.2709 followed by mu audit 0.1982 and control activities

0.1527, respectively. The results seem to re-eafdhe correlations established under the
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correlation table 4.11. This finding further conis the explanation given under the correlation

analysis.

4.5.0 Qualitative data presentation

Interview guide results:

In trying to assess the effect of Internal Consydtems on financial performance in Institutions
of higher learning, the researcher conducted a eumbinterviews with key informant members
of the Institution. These included both top levatianiddle level management members. Results

of the Interview are summarized below under théowsrquestions asked

4.5.1 The position of officers interviewed

This study conducted face-to-face interviews sdoastrengthen the quantitative data collected
from questionnaires. Focus was put on the followpogitions; Internal auditor, Chief Finance
Officer, Director Human Resources, Deans and Caoatdrs of projects, Heads of department,
Associate Deans and Center Coordinators. The mareageeam constitutes both top level and

middle level managers who are directly involvedniplementation of the institution’s policies.

4.5.2 Systems of Internal control

The research examined and interviewed a number egf ikformants as to whether the
organization operates systems of internal contrdlas to whether the Internal Audit supports it.
The respondents seem to agree that the internaaudle is supporting systems of internal
control. They also concur that the internal audigmlvises management. He further gives

assurance to management that the systems of ihtemmaol put in place are functioning.
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Similarly, they believe that the Institution op@&sita system of internal control; implementing
strategic plans and measuring actual performanansty budgets, stating priorities and
implementing them on an annual basis through th#géiing process, ensuring policies and
procedures are followed in all financial operatiofshe University, safeguarding assets through
the maintenance of a fixed assets register andtimgdé regularly. They also note that they
participates in the budgeting process, sanctioexmenditures and at times acts as Dean when
delegated to act.

Additional support points that, the institution apys the right people for the right positions,
drafting policies, and enforcing policies througtafs Watching over and ensuring quality
control through module writing, assessing moduledfing exams, supervising staff, clearly
guiding staff, and evaluating courses, authoriratibexpenditure, sanctioning expenditures, and

supervision of other staff

However, they contend that although the Institutiais some internal controls, there are gaps in
those controls. For instance, there is lack of elosonitoring of project bank accounts,
overseeing and approving project accountabilitied jproject expenditure (ensuring project all
expenditures were budgeted for and incurred foumpenproject expenditure). They also posit

that they prepare budgets although they seem tohiaebudgets are never followed.

4.5.3. Effectiveness of systems of internal control

The respondents believe that some of the systenfaration. They gave reasons for the non-
functioning of other areas of the system to incjuldsver staff in the departments meant to
enforce controls, such that the few staff availabke overloaded with work, lack of monitoring

of the functioning of the systems of Internal cohtlfack of adequate supervision. For instance, a
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responsible officer only signs requisitions butheiit greatly getting involved in the monitoring
of the entire payment system, this seems to wetiieenontrols in the process. In addition, there
is a communication gap between managers and thiseqoently affects the process of
budgeting, management of funds and eventually teygpr-urther still, it is still possible for line
managers to get their budgets approved by dondr®utithe involvement of those charged with
the responsibility of managing funds. They furtikentend that this makes prioritizing project
expenditures difficult and thereby creating moraftict in opinion.

They also brought out another issue of internatdwing whereby, those in charge of funds
sometimes borrow project funds without the conseinthose who coordinate the Projects
thereby creating mistrust within the Institutiorhely therefore propose that budget managers
(project coordinators) need to be furnished witutar information about the financial status of
their projects. This sometimes creates impressianthere are no funds yet there might be funds
lying idle in the Institution for project activitte They also propose that the communication
between line managers should be effective so msgmve their relationship.

They pointed out that there is laxity by top mamaget in enforcing the controls. For instance;
the budgets are never adhered to. They believe ttleak is lack of commitment to the
effectiveness of the system. This is evidencedhieylaxity in scrutinizing expenses especially
project funds. Much scrutiny is done on Univergipenses which is not the case with project
expenses. They further pointed out that theredk td control over the income by the faculties
and departments and allot of unnecessary and wastependiture as well as failure to have
clear priorities.

In a related concern, they pointed out that, laEkappropriate controls would lead to the

Institution losing a lot of money. Other concerakate to understaffing in some departments and
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other employees lacking awareness of the needy&iemms of internal controls. This however,

can be addressed by mentoring, short term tragmbguidance by senior managers.

4.5.4 Main measures of financial performance

The staff believe that the following are the maieasures of financial performance; Liquidity by
meeting the day to day obligations as and when hkyue, e.g. salaries, statutory obligations,
creditors, value for money e.g. in procurement @ss¢ buying genuine products. In addition,
they consider assets utilization or maximizing eabf the Institution’s assets as some of the
measures of financial performance. Further stilg &bility to set up endowment funds by
investing funds in assets that generate fundspgpa@t development activities of the Institution.
Others believe that having balanced budget, diseipbudget process, setting priorities and
following them strictly, continuous budget reviewspper accountability guidelines issued and
monitored. Other measures include; infrastructuegetbpment, ability to acquire scholastic

materials, level of motivation of lecturers.

4.5.5 Fund availability

The respondents agree that availability of fundgriical in implementing the Institution’s
activities, for instance; conducting research. Wiiiey also pointed out other critical measures
which include; Assets utilization, Investment mduyethe University to avoid having idle funds

on the University bank account, meeting the critit@eds of the University for example; good
salaries, Laboratories, Housing, Library. Otherssst that the best measure is to ensure research
and publications are done, this is an academitutisn whose performance should be measured

by the number of publications made in a year, nundfestudents’ enrollment, number and
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quality of lecturers (e.g. education levels of leets, their experience, and publications), and

quality of products (students) produced.

4.5.6 Ability to pay bills

In regard to the Institution’s ability to meet d@bligations, the respondents seem to think that the
Institution is sound and has met its obligationgrapriately. They support this by the following;

it has operated uninterruptedly without much finahstress implying that it is sound, it has
operated consistently and has realized a steadvytlyraver the years, it has managed to pay its
staff promptly and up to date, the University has accumulated much outstanding obligations.
Other support include that the University has liofyi but that it also incurs some unnecessary
expenditures, thus constraining the available cabby also think that management sometimes
fails to prioritize their expenditures, as well fadure to collect some of the funds due to the
University. They also pointed out that the expamgnbtan that the University has adopted is
constraining the available funds in the Universityjowever, the group seem to suggest that the
University doesn’'t have enough liquidity to meetigdtions as and when they fall due for the
following reasons; the nature of the business @icgl; without regular cash flows throughout
the year and cash flows depend on the academictéibde, over dependence on tuition, laxity in
controls, spending beyond what some departmentslti@s generate, inadequate planning, and

excessive and unplanned expansions.

4.5.7 Accountability procedure

The respondents gave their opinion on the effentgs of the accountability procedure and
supported their position by citing some key exammpldich are presented below; they believe

that, the Accountability process is not adequat their reason being that some staff take the
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process for granted. Some line managers noted tthey have never been asked for
accountability for money given to them especialeaimplementing the activities. They also
pointed out that the problem of accountability ekated with lack of a comprehensive finance
manual that stipulates clearly what has to be domegard to accountability. They also pointed
out lack of supervision and follow up of accounliapirelated issues. However, they equally
support that other instances regarding accourtialiBem to be adequate and these include;

improving transparency in the system, and procurgmecess.

4.5.8 Reporting procedure

The respondents seem to have mixed opinions regpatbe Institution’s position on reporting.

Others believe that the institution has adequaierting system (the reporting in the Institution
is gradually improving) while others think the refiog system is not any better (lack of regular
reports; senior managers do not ask for reports fifzeir juniors, similarly, line managers also

fail to ask for regular reports and with sanctionsase this is not adhered to)
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CHAPTER FIVE
SUMMARY FINDINGS, CONCLUSION AND RECOMMENDATION
5.0 Introduction
This chapter presents summaries of the study fgsdas per the study objectives, conclusions
based on those findings and recommendations whielbased on both the study findings and
other relevant literature considered necessaryaabto be used in future to improve the study

situation.

5.1 Summary findings

This part presents the summarized results andpimition (findings) based on the study

objectives as established at the beginning of tilndys

5.1.1 Functionality of the internal control system

The study found out that management of the inglituts committed to the controls of the
University and they actively participate in monit@y and supervision of the activities of the
University. The study also reveals that all thevétets of the Institution are initiated by the top
level management. On the effectiveness of thenateaudit, the study found out the internal
audit department is not efficient, doesn’t condregjular audit activities and doesn’t produce
regular audit reports. They however, agree that fdwe reports that are produced in the
department address the weaknesses in the systém.stiidy also found that the internal audit
department is understaffed and this could be onth@freasons for not producing reports as
expected. Regarding control activities, the stiadynd that, there is a clear separation of roles,
supervision of activities by senior staff, weakmssthat are realized are addressed, and there is a

training program for capacity building in the instion. However, the study also found out that
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there is lack of information sharing in the Univgrsaand also no security measures are put in

place to safeguard the assets of the University.

5.1.2 The financial performance of the Institution

The study found out that the Institution does rm¢ehenough cash to meet its intended goals,
and that the fees that the University charges enstindents are not appropriate to cover the
costs. The study further reveals that all the thasare supposed to be remitted to the University
are not collected. However, it was also found #ilatrevenues and expenditures are properly

classified, and that assets of the University rgarmerally increased.

5.1.3 Internal control system and financial perfornance

The study examined and established a significdatioaship between internal control system
and financial performance. This relationship waaneixed through the dimensions of internal
control systems and that of the financial perforogaselected for this particular study. The
dimensions of internal control systems (control iemment, internal audit, and control
activities) were linked to the dimensions of pemfance (liquidity, accountability, and
reporting). Details show that control environmesntlinked to liquidity (r = 0.294, g 0.01),
control environment is also linked to accountapilir = 0.338, p< 0.05), and control
environment is related with reporting (r = 0276; 0.01).

Similarly, the study found that internal auditaeadimension of internal control system, is related
with all the dimensions of financial performancetire following details; internal audit and
liquidity are related (r = 0.091, £0.01), internal audit is related with accountapi(r = 0.447,

p <0.01), and internal audit and reporting have s$icgmt relationship (r = 0.389,$0.01).
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In addition, control activities as a dimension mternal control system and all the dimensions of
financial performance are related; control actatiand liquidity are related ( r = 0.291<p
0.01), control activities and accountability arared (r = 0.411, g 0.01), and control activities

and reporting are related (r = 0.29% p.01).

5.2 Conclusions

Based on the findings of the study, it is conclutleat the institution has an effective internal
control system as supported by the study findinfj€lear separation of roles, supervision,
training, and commitment of management. Howevese are challenges in the implementation
of controls especially considering that the audiriction is not well extended to the upcountry

centers which clearly has affected their efficieasyrevealed by this study

On financial performance of the institution, thadst concludes that the liquidity position of the
University is not appropriate, details of which afeectly in the study, although the study

reveals an improved assets value as well as dtzgsih of its revenues and expenditures.

The final conclusion of this study is that thereaissignificant positive relationship between
internal control system (control environment, intdraudit, and control activities) with financial

performance (liquidity, accountability, and repogi.

5.3 Recommendations

Since it was evident in the study, that the stgffievel in the internal audit department is not

adequate to cover the entire University set updendged by not conducting regular audit
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activities, not operating efficiently as well agithreports not being regular, the study therefore
recommends competence profiling which should beedbasy what the University expects the

internal audit to do and what appropriate numbef gtould be required to do this job.

The study also recommends that the institutionbéistees and manages knowledge/information
management system within the institution so asnabke all parties within the institution to

freely access and utilize the official information.

The study also recommends that the institution béistees a strategy for improving the
generation of additional finances for the operatiohthe University. This could be done through
writing projects, other competitive endeavors whach directly aimed at winning funds for the
University.

Finally, the study recommends that there should Qeliberate attempt to conduct a study which
establishes the relationship of management’s comemt based on factors that are external to
the University such as behavioral issues of thalesits, financial stress of parents, and

information technology.

5.4 Suggestions for further research

1. The influence of ICT on the effectiveness on iné¢control system
2. The effect of cultural and behavioral factors oa prerformance of a higher institution of

learning
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APPENDICES

Appendix One: Questionnaire:

Uganda Martyrs University
Academic/Administrative Staff Questionnaire

Dear Respondent, My nameSsuuna Pius Mawandal am currently carrying out a study for
the purpose of writing a dissertation as a requémnfor the award of Master of Business
Administration and Management of Uganda Martyrsvdrsity. The topic of study is EFFECT
OF INTERNAL CONTROL SYSTEMS ON FINANCIAL PERFORMANE IN AN
INSTITUTION OF HIGHER LEARNING IN UGANDA. You havédeen selected to participate
in this study due to the importance of your infotima in the study. The information you provide
will only be used for the purpose of this study anl be treated with utmost confidentiality.
Please feel free and answer all the questionsftiyth

Section A

RESPONDENT’'S BACKGROUND
1. Gender (Please tick appropriately)
1. Male
2. Female
2. What is your highest level of education?
1. Certificate/Diploma
2. Bachelor
3. Masters
4. PhD
B, Other (SPECITY) ...t e e e e e e e
3. What position do you currently hold in the Ongation/Institution that you work for?
1. Management Committee member
2. Departmental head or Dean of the Faculty
3. Former Dean or Departmental head
4. Associate Dean
5. Finance and Accounts staff
4. In what age bracket do you fall? (Circle whevprapriate)
1. 18-25
2. 26-35
3. 36-45
4. 46-55
5. 56+
5. For how long have you served in your organizdlicstitution?
1. 1-3years
2. 4-6 years
3. 7-10 years
4. 10+ years

77



Section B:
To examine the functionality of Internal Control systems of Institutions of Higher
Learning in Uganda

Please rank the following statement on likert secalgging from strongly disagree to strongly
agree
Where;

1= strongly disagree

2= disagree

3= not sure

4= agree

5= strongly agree

Statements 1 2 131| 4 5

Control environment 1 2 131|4 5

Our institution has an accounting and financial aggement
system

Management is committed to the operation of théesys
Management closely monitors implementation of imdrcontrol
systems in our institution

Management provides feedback to the junior officaloeut the
operation of the system

Appropriate measures are taken to correct misfeasain
operation of our Accounting & Finance Managemerdt&m
Management acts with a great degree of integritgxecution of
their roles

Ethical values are upheld in all management detssio

Our Institution has an objective, independent antiva audit
committee

Our governing council and its committees are indepat of
management

Internal audit 1 2 1314 5

Our institution has an internal audit department

Our internal audit is sufficiently staffed

Internal audit staff conduct regular audit actesti in our
institution
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Internal audit report address weaknesses in oernat control
system

Internal audit reports are produced regularly

Management discusses internal audit reports fretjuen

Internal auditor makes appropriate recommendaticios
management to improve

Internal audit department visits up-country centétsn times

Internal auditor issues Up-country reports regularl

Internal auditor performs his duties with a greatiegree of
autonomy and independence from management

Control activities

Our institution has clear separation of roles

Every employee’s work check on the others

There is appropriate supervision by senior staffttos work of
their juniors

Corrective action is taken to address weaknesses

Staff are trained to implement the accounting anthricial
management system

Our Institution has a well developed Chart of Aatbu

It is impossible for one staff to have access tbvaluable
information without the consent of senior staff

Controls are in place to exclude incurring expamditin excess
allocated funds

Departments have budget reviews where actual expeads
compared with budgeted expenditure and explanatfonsthe
variances given

Our security system identifies and safeguard unsdibal Assets

Financial performance

Our institution has enough cash to meet its ohbgat effectively
(as and when they fall due)

The fees charges by our institution is appropti@ateover the cost
of running the courses

All University fees are dully corrected

Outstanding fees are dully paid in time (beforedenhis sit for
exams)

Our Institution’s Accounting system adequately iifeas the
receipts and expenditure of grant contracts

The University’s asset base has greatly increagedtone
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Section B:

To examine financial performance of Institutions ofHigher Learning in Uganda

6. In your opinion, what do you consider to be thetlmsasures for collecting fees from

students?

7. Do you think the University charges appropriatesfe® its programmes?

Section C:

To examine the relationship between internal contrb systems and financial

performance in Institutions of Higher Learning in Uganda

8. In your opinion, do you think there is a relatioipshbetween internal control systems

operated by your organization and financial pertmmoe?
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Appendix Two: Interview Guide

Effect of internal control systems on financial peformance in institutions of higher

learning in Uganda

Interview Guide:

Dear Respondent:
My name isSsuuna Pius Mawanda.l am currently carrying out a study for the pumpad
writing a dissertation as a requirement for the rawaf Master of Business Administration and
Management of Uganda Martyrs University. You haeerbselected to participate in this study
due to the importance of your position in the tositbn. The information you provide will only
be used for the purpose of this study and willreated with utmost confidentiality. Kindly help
me generate solutions to the following Questions:
1. What is your position in the Institution?
2. What management level do you occupy by virtue afrymosition in the Institution?
3. In your opinion, does the Institution operate systef internal controls? If so how does
your role support it?
4. Are the systems of internal controls referred to3imbove functioning as they are
intended to?
5. In your opinion, what would you consider to be thmin measures of financial
performance in an Institution of higher learning?
6. In your opinion is having enough money the bestsusaof performance of University?
What would be the other measures you would consigpropriate?
7. In your opinion, do you think your institution halequate liquidity to meet its
obligations as and when they fall due? Any reasomxplain the situation.
8. In your opinion, is the Accountability process ada® in your organization? Give
reasons.

9. How would you rate the reporting process in yowanization?

Thanking you for your participation.
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