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25 April 2023  Internal control systems and the performance of financial institutions have
received much attention in recent times owing to the increased recognition
accorded to internal control systems as a source of financial performance.
Researchers and practitioners have been increasingly interested in striving to
understand how these two notions can be harnessed in order to attain a firm’s
success. The aim of the study was to assess the internal control system and
Systems,  the performanceof financial institutionsin Uganda. The studywas guided by
Financial control, specific objectives, which include establishing the relationship between the
Institutions, internal control system and the performance of financial institutions and
and Uganda. finding out the relationship between corporative governance and firm
performance. A mixed research design was applied to achieve the set
objectives utilising both quantitative and qualitative approaches. Using
simple random and purposive samplingtechniques, a total of 118 respondents
were selected to participate in the study. There is a significant positive
correlation between the internal control system and firm performance (r =
407; p<0.01), meaning an increased internal control system in Uganda’s
financial institutions is associated with positive firm performance. There is a
significant positive correlation between corporate governance and financial
performance (r = .649; p<0.01). This implies that as the level of corporate
governance improves, the financial performance of the company tends to
improve as well. Thus, financial firms in Ugandashould endeavour and put
in place functional internal control systems if they are to realise better

institutional performance.
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INTRODUCTION

Internal control systems, corporate governance, and
the performance of financial institutions are
instrumental in having strong internal control
systems (Rehman, 2021). The internal control
system will be taken to represent all the approved
policies and procedures used by the management in
order to achieve effective management of the
business. The control system includes internal
control and internal procedures (Vitolla et al.,
2020). The novelty of this study is that a strong
internal control system is essential for risk
mitigation, assuring financial integrity, and
protecting an organisation’s assets. It contributes to
the organisation’s overall effectiveness and
performance by fostering accountability, openness,
and obedience to laws and regulations.

The term “corporate governance” refers to the
system by which business corporations are directed
and controlled (Vitollaetal., 2020). The corporate
governance structure specifies the distribution of
rights and responsibilities among different
participants in the corporation, such as the board,
managers, shareholders, and other stakeholders,and
spells out the rules and procedures for making
decisions on corporate affairs (Ramesh & Murali,
2020). Therefore, maintaining the faith and trust of
customers, shareholders, and other stakeholders, as
well as fostering a company’s long-term viability
and prosperity depend on effective corporate
governance. Itaids in reducing conflicts of interest,

encouraging accountability, transparency, and
ethical management, and making sure that the
interests of everyone involved are taken into
consideration during the company’s decision-
making processes.

Firm performance has now become a catchphrase
for and about profitability, insolvency, and others
while insinuating organisational effectiveness and
efficiency (Kumar, 2021). Recognising that one of
the driving forces in businesses is profit realisation,
a number of studies have been conducted to
understand how such firms can be keptalofteven
when the business landscape appears to be turbulent
(Alcazar, 2020; King, 2021; Palm & Sieczko,
2021). Well-managed firms come along with
several benefits; they inhibit staff turnover, boost
corporatesocial responsibility, andthe like (Anshari
et al., 2022). Although the status of firm
performance is one of the critical issues in the
service industry, there is a dearth of studies on the
internal control system and firm performance (Saha
et al., 2021). Most of the research in this area has
been in the production and manufacturing industry
(He et al., 2019; Li et al., 2020; Ibama & David,
2021; Kabra et al., 2020).

The performance of some of the financial
institutions in Uganda in recent times has been
evidenced by poor performance: many financial
institutions are facing liquidity challenges; others
have ceased to operate, and some have closed.
Financial institution losses cost more than 10 per
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cent of the gross domestic product (GDP) in
countries where they occurred (Ali et al., 2020).
Theories are supposed to inform practice in a more
parsimonious way. Therefore, considering the
contributions of financial institutions to the states’
economies, coupled with an inadequate repository
of literature, if a study of financial institutions’
performance is not done in Uganda, the scholarly
and practical worlds might not know with scientific
precision why such firms continue to perform
poorly. In reference to (Ali et al., 2020), the poor
performance of financial firmsis boundto rise if an
investigation is not done and how it is intended to
clarify the categorisation of the internal and extemal
stakeholdersas in line with (Johnson et al., 2021).

Objective

To establish the relationship between the internal
control system and the performance of financial
institutions in Uganda.

Hypothesis

H,. There is a positive and significant
relationship between internal control systems,
corporate governance and the performance of
financial institutions in Uganda

MATERIALS AND METHODS
Data analysis

There are two broad approaches to research, i.e.
qualitative and quantitative (Benson and Ayiga,
2022). Turyasingura et al. (2022) argue that the two
approaches can be combined to study a particular
phenomenon which helps to get more detailed
information about the study due to the involvement
of key informants accelerated the use of funnelsdata
collection and analysis, which involves both the
qualitative and quantitative approaches in many
stages during the research process (Ali et al., 2020).
This study adopted a mixed method approach
(Turyasingura, 2022) on the basis that it raises
respondents’ understanding, fortifies confidence in
findings, allows marginalised groups in society to
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be heard and eases the process of sampling, data
collection and analysis. The study adopted a cross-
sectional survey design from the quantitative
orientation (Johnson et al., 2021) as a mixed
approach. Using a cross-sectional research design,
we studied the financial institutions in Uganda. This
study adopted a phenomenological research design
that interrogates a social reality from the point of
view of the researchparticipantswho actually report
the experience of a particular phenomenon and the
way they sense it (Johnson et al., 2021). In addition,
interview and questionnaire methods of data
collection were employed in the study.

The interview method was important for the study
because it acquired specific data and information
from respondents believed to be more
knowledgeable andskilled with the content. Theuse
of the survey questionnaire was of great importance
for the study because of its advantages. For
example, according to Sugiura, Wilesm, and Pope
(2017), survey questionnaires produce rich
guantitative and qualitative data about divergent
individual experiences in respect of the issue in
guestion with the data being collected at a specific
time and period (Cohen, 2007). Behr, Kaczmirek,
Bandilla, and Braun (2012) cited other advantages
such as allowing for similar probe questionsto be
administered to each respondent and providing the
interviewees with time in which to consider their
answers without researcher manipulation.

The study constituted both open-ended and closed-
ended questions to ease data collection in an area in
line with the self-administered survey
questionnaires to solicit the respondents’ views.
Closed-ended questions with both solicited and
unsolicited responses were designed to
quantitatively draw out the relationship between the
internal control system and the performance of
financial institutions in Uganda. A more diversified
and extensive dataset can be produced by including
questionsthatare both openand closed-endedin the
data-collecting process. This allows for a thorough
examination of respondents’ opinions as well as
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standardised data gathering and effective data
analysis. Adeeper grasp of the researchissue can be
gained thanks to this mixed-methods approach,
which can also increase the validity and
dependability of research findings. SPSS was used
to analyse data.

Study Population and Sample Size

The population was 850 and using the Yamen
formula. Hence, the sample size of 118 respondents
from financial institutionsin Uganda was selected
to participate in the study. To get the sample size,
the Yamane formula (1967) was used. Due to the
enormous large population size, the sample size of
the population was determined as follows;

Table 1: Study population and sample size
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N

= ¥ Ne?

Where: n = Sample size, N= Population size, 1 =
constant, e = Level of precession 10%
Therefore N =850, 1 =constant, e = 10%

850 ~
"= 1+850(0.102)

89

Therefore, 89 respondents were selected under a
simple random sampling method. Purposive
sampling was further used to select key informants.

Category of Respondents Population Sample Sampling Method
Financial Institutions 850 89 Simple Random Sampling
Key informants Purposive Sampling

a) Commercial banks 23 23
b) Credit Institutions 3 3
c) MDls 3 3
Total 118 Respondents

Source: Primary Data, 2013.
RESULTS AND DISCUSSION
Demographic Characteristics

From Table 2, it is clear that 36% of respondents
were above 30 — 39 years of age. This indicates that
the majority of the respondents were mature enough
to respond to the questions. Regarding the gender

distribution of the respondents, 58% and 42% of
respondents represented males and females,
respectively, as indicated in Table 2. This shows
that financial institutions employ more males than
females, a trend that is common in other
organisations.

Table 2: Demographic characteristics of respondents

Variable Frequency Per cent
Gender Female 49 42
Male 69 58
Total 118 100
Age (Years) 20-29 12 10
30-39 42 36
40-49 32 28
50-59 30 25
> 60 2 1
Total 118 100

Source: Primary Data, 2013.
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Table 3: Correlation between Internal Control System and Firm Performance

Mean Std. Deviation 1 2
Internal control system 3.8099 46172 1
Firm Performance 3.8772 44003 407" 1

N = 349; **, Correlation is significant at the 0.01 level (2-tailed).

Source: Primary Data, 2013.

It is evident from Table 3 that there is a significant
positive correlation between the internal control
system and firm performance (r = .407; p<0.01).

This finding means that an increased internal
control system in Uganda’s financial institutions is
associated with positive firm performance.

Table 4: Correlation between Corporative governance and Firm performance

Corporate Firm
governance performance
Spearman’srho Corporate Correlation Coefficient 1.000 .649™
governance Sig. (2-tailed) . .000
N 118 118
Firm performance Correlation Coefficient .649™ 1.000
Sig. (2-tailed) .000 :
N 118 118

N = 349; ** Correlation is significant at the 0.01 level (2-tailed).

Source: Primary Data, 2013.

Another correlation objective sought to determine
the relationship between corporate governance and
the performance of financial institutions in Uganda.
It is evident from Table 4 that there is a significant
positive correlation between corporate govemance
and financial performance (r =.649; p<0.01). This
finding meansthat increased corporate governance
in a Ugandan financial institution is associated with
positive firm performance.

Performance of Financial Institutions

The key informants reported that although the
monetisation of the economy had increased, the
levels of increment were still low and reflected the
fact that financial deepening had continued to face
serious challenges because bank services were not
beingextended to rural areas. Itwas further reported
that while the economy welcomes increased use of
technology and the growth in financial innovations,
there is a challenge in terms of preparing clients to
accept the use of ATMs since they had lost
confidence in financial institutions after having

witnessed a myriad of fraudulent acts where huge
sums of clients’ monies had been swindled.

DISCUSSION

The relationship between the internal control system
and the performance of financial institutions in
Uganda. The results of the study confirmed a
significant relationship between internal control
systems and the performance of financial
institutions in Uganda indicating that a positive
internal control system was necessary for the
performance of financial institutions in Uganda.
This is supported by (Li et al., 2020), who argued
that internal control systems such as information
sharing and risk management were important
factors that positively affected the performance of
financial institutions in Uganda. It was also found
that there was a positive relationship between
corporative governance and Firm Performance in
Uganda. This implies that greater corporate
governance practices may be linked to greater
financial success, according to a significant positive
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association between corporate governance and
financial performance. This could imply that
businesses  employing  stronger  corporate
governance systems—including efficient board
monitoring, open financial reporting, and solid
internal controls—are more likely to outperform
their competitors in terms of financial performance.
A firm with solid corporate governance procedures
may be better able to draw in investors, manage
risks, make wise strategic decisions, and build long-
term shareholder value, all of which may boost
financial performance. It’s crucial to keep in mind
thatcorrelation isnotproof of causation in all cases,
while additional factors may also have an impact on
financial performance. Therefore, further research
and analysis would be needed to establish a causal
relationship between corporate governance and
financial performance.

CONCLUSIONS

The results of the study together with the extant
literature confirmed that there is a significant
relationship between internal control systems and
the performance of financial institutions in Uganda.
It can be concluded that for the effective
performance of financial institutions in Uganda,
robust internal control systems must be put in place.

Recommendations

This study therefore recommends that financial
firms in Uganda should endeavour and put in place
functional internal control systems if they are to
realise better institutional performance.

Thereisaneedto reviewandupdateinternal control
policies and procedures: Conduct a comprehensive
review of the existing internal control policies and
proceduresin place within the financial institutions
in Uganda. ldentify any gaps or weaknesses and
update themto align with industry best practices and
regulatory requirements. This may include areas
such as risk assessment, authorisation and approval
processes, segregation of duties, accounting and
financial reporting, and internal audit procedures.

, Volume 2, Issue 1, 2023

There is a need to strengthen the makeup,
organisation, and independence of the company’s
board of directors to strengthen corporate
governance procedures inside financial institutions.
Ascertain that the board is in charge of effective
oversight, that roles and duties are specified, and
that systems are in place to promote responsibility
as well as openness in decision-making.

Encouraging a culture of responsibility, openness,
and moral conduct among Uganda’s financial
institutions. Make sure that staff members are held
responsible fortheir activities, and have a grasp of
the value of oversight and ethical behaviour, and
both. Regular communication, teaching, and putting
in place a system of rewards and recognition that
encourages good behaviour are all ways to
accomplish this.

Ethics Approval Consent Participate

The study was conducted usingsomeethical values.
Each respondent to the study was first informed
about the purpose and objective of the study and the
questionnaires to be administered. After explaining
the objective of the study, respondents were assured
of anonymity and confidentiality before being
administered the questionnaire because the
informationisto be keptconfidential and is used for
academic purposes only.
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The study findings might be of importance to
banking and financial policymakers, which may be
made aware of the contributions of internal control
systems and the role of corporate governance in
influencing the performance of financial systems in
Uganda. Therefore, these findings might help
policymakers in the design of proper strategies for
processes like internal control systems that, if
properly implemented, could lead to a reduction in
cases like those of fraud. This can be done through
the formulation of good personnel and recruitment
policies: This is where employees are employed not
based on sentiment but on personal knowledge.
Guarantees and references from people of high
integrity will go a long way toward preventing the
recruitment of kleptomaniacs, greedy individuals,
and ungodly individuals in the banking sector.
Adequateinternal control systems, whichhave been
earlier mentioned and defined as all types of checks
and balances, both operational and financial, should
be employed by the management of every bank to
ensure that the bank’s assets are safeguarded, of
which cash is one. This would go a long way in
curbing fraud in banks.

This study’s findings also load a new corpus of
literature on internal control systems, corporate
governance, and the performance of financial
institutions in Uganda. By doing this, investigation
fillsthe former glaringgapsin the intellectual world
of these variables (internal control systems,
corporate governance, and performance of financial
institutions).
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