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ABSTRACT
This study was aimed at examining the relationship between internal audit quality, internal control
systems and quality of financial reporting in Financial Institutions in Uganda. The study used a
cross sectional research and quantitative design with a sample size of 56 Financial Institutions in

Uganda. The data was tested for reliability, analyzed using SPSS v23 and results presented based
on the study objectives.

Findings revealed a positive and significant relationship between internal audit quality and
financial reporting quality of financial institutions in Uganda. Further still findings indicated that
there is a positive and significant relationship between internal control systems and financial
reporting quality of financial institutions in Uganda. Overall, internal audit quality and internal
control systems explain 74.8% of the variance in financial reporting quality of Financial Institutions
in Uganda. In addition, internal control systems was found a stronger predictor of financial
reporting quality compared to internal audit quality.

Therefore, the study recommended that public health facilities should ensure that they control
their working environments, put in place control activities and continuously monitor and evaluate
their process in order to attain good performance. In addition, health facilities should also consider
all the element of financial accountability to enable them make informed decisions. Further studies
may also be conducted to ascertain other predictors of financial reporting quality in financial

institutions in Uganda.
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CHAPTER ONE

INTRODUCTION
1.1 Background of the Study
Financial reporting quality represents financial statements that provide accurate and fair
information about the underlying financial position and economic performance of an entity (He &
Kohlbeck, 2021). The CFA Institute (2020) posits that financial reporting quality can be thought
of as spanning a continuum from the highest (containing information that is relevant, correct,
complete, and unbiased) to the lowest (containing information that is not just biased or incomplete
but possibly pure fabrication). Providing high quality financial reporting information is important
because it will positively influence capital providers and other stakeholders in making investment,
credit, and similar resource allocation decisions enhancing overall market efficiency (IASB, 2006;
IASB, 2008; Torress & Garcia-Laccale, 2021). According to IASB, the essential principle of
assessing the financial reporting quality is related to the faithfulness of the disclosed information
in a company’s financial reports. These qualitative characteristics enhance the facilitation of
assessing the usefulness of financial reports, which will lead to a high level of quality. To achieve
a high level of quality, financial reports must be faithfully represented, comparable, verifiable,
timely, and understandable and not having misleading financial information to users (Gajevszky,

2015).

Financial reporting quality remains a concern worldwide (Kawaase, Nairuba, Akankunda &
Bananuka, 2021). Globally, financial misreporting practices are common. For example, Price
Water House Coopers (PwC, 2018), Global Economic Crime and Fraud Survey indicates that 49%
of financial reports presented by firms do not meet the quality standard. PwC was banned for two

years in India for failure to detect inflated revenues by Satyam (Mundy, 2018). Similarly, SEC



established that Miller Energy's financial reports inflated the value of its assets by over US$400
million while Hertz Global Holdings Inc. financials materially misstated pre-tax income worth
US$235 million (SEC, 2017, 2019). In Uganda, cases of misreporting practices are common.
Kaawaase et al. (2016) indicates that questionable financial reporting among commercial banks
first came to light in 1999 with the closure of three commercial banks (International Credit Bank,
Greenland Bank and Cooperative Bank) and have continued. (Bank of Uganda, 2017). In 2015,
Bank of Uganda lamented that Imperial Bank financial reports did not express the true state of
affairs (Bank of Uganda (2015). In November 2016, Bank of Uganda closed Crane Bank
highlighting the cases related to quality of financial reporting. Crane bank financial reports were
inappropriate to the extent that the value of non-performing loans presented were far below the
actual (Bank of Uganda, 2017). The auditors and supervisors of Bank of Uganda revealed that the
financial reports of Crane Bank of 2015/16 misled them to think that the bank had the minimum
regulatory capital adequacy requirements. However, in June 2016, it was revealed that there were
much uncoordinated systems of tracking data in Crane bank that led to presentation of poor-quality
reports that overlooked procedures and policies in documentation of accounting transactions from
the primary records to the reports (Bank of Uganda Report, 2017).

Factors responsible for quality of financial reports identified in literature include internal audit
quality and internal control systems. In terms of internal audit quality, Roussy and Brivot
(2016) denote that the internal auditors through their oversight mandate of all processes and
procedures determine financial reporting quality. A number of studies have been conducted on
reporting quality but majority of these focused on listed firms (Nalukenge, Kaawaase & Bananuka,
2021; Abbott et al., 2016; Johl, Johl & Subramaniam, 2013; Gros, Koch & Wallek, 2017;

Kaawaase et al., 2021) and majorly used secondary data. Prior studies have shown that internal



audit quality is significantly associated with financial reporting quality (Kaawaase et al., 2021);
internal control system is significant and positively related to financial reporting quality (Kewo &
Afiah, 2017; Okello, 2011). This study differs by using perception, with perceptions this study will
be able to capture a number of factors under reporting quality. The population of this study will

include unlisted firms because reporting quality is also important in non-listed firms.

1.2 Statement of the Problem

Financial institutions like commercial banks in Uganda are mandated by Bank of Uganda to
produce reliable, relevant, understandable, and timely and fairly presented financial reports (Bank
of Uganda Annual Report, 2017). Banks’ management have tried to improve the quality of their
financial reports through engaging their staff into professional trainings in auditing and putting in
place control activities, strong control environment and monitoring teams (Stanbic Bank Report,
2015). Despite the existence of these elements, the quality of financial reports of most banks in
Uganda do not measure to the required generally financial reporting standards. This was presented
in the Bank of Uganda report of 2017, that highlighted the cases that led to closure of banks like
Crane Bank, where the auditors and supervisors of Bank of Uganda found out that there were much
uncoordinated systems of tracking. It was difficult to tell whether some transactions were made
to the creditors or not and also monthly accounts including creditors, expenses and incomes were
still recognized on a cash basis which resulted into errors and frauds in the bank that led to
understatement of income. In addition, procedures and policies were overlooked in documentation
of accounting transactions from the primary records to the reports, failure to follow procurement
processes, lack of asset register and faulting approval procedures are mostly common in
commercial banks in Uganda (BoU Report, 2017). Similar issues were raised in regard to Imperial

Bank. This position could be attributed to internal audit quality and the quality of the internal



control system. This study therefore examines the relationship between internal audit quality,

internal control systems and quality of financial reporting in Financial Institutions in Uganda.

1.3 Purpose of the study
The purpose of this research study was to examine the relationship between internal audit quality,

internal control systems and quality of financial reporting in Financial Institutions in Uganda

1.4 Objectives of the study

The study was guided by the following objectives:

(i) To examine the relationship between internal audit quality and financial reporting quality
(if) To examine the relationship between internal control systems and financial reporting quality.

(iii) To examine the effect of internal audit quality and internal control systems on financial reporting

quality.

1.5 Research Questions

(i) What is the relationship between internal audit quality and financial reporting quality?

(if) What is the relationship between internal control systems and financial reporting quality?

(iii) What is the effect between internal audit quality, internal control systems and financial reporting

quality?

1.6 Scope of the Study
The scope of this study was categorized into three components: subject, geographical and time

scope as described below.



1.6.1 Subject Scope

The study generally focused on the quality of financial reporting as the dependent variable while
internal audit quality and internal control systems were the independent variables. The study
variables were examined to ascertain if they are related to each other and find out which of the

independent variables predicts most of the dependent variable.

1.6.2 Geographical Scope
The study was conducted out around Kampala district. The study considered financial institutions
located in Kampala because most of the financial services firms in Uganda have their head offices

in Kampala.

1.7 Significance of the Study
Prior studies on financial reporting have mainly been in listed firms and there is scanty literature

on financial reporting quality in developing countries in non-listed firms.

This study may be of interest to academicians and future researchers who may be undertaking
other researches related to this. This is because it increases their knowledge on corporate
governance, internal control systems and quality of financial reporting as it acts as the source of

literature.

The study may also help financial institutions to come up with better proposals on Internal Audit
Quality, and Internal Control Systems in order to improve on their quality of financial reporting.
The recommendations of the study may contribute to the management of financial institutions on
key areas that should not be ignored in the internal control systems and audition structure as whole

as well as the ways on how quality of financial reporting can be improved.



Further, the findings may be of great use to bank’s management in accounting to the Board for
developing, operating and monitoring the system of internal control and for providing assurance

to the Board that it has done so.

1.8  Conceptual Framework

Internal Audit Quality )
- Compliance with Standards v
- Independence / \
- Staff competency Financial Reporting Quality
e Comparability
\_ /) e Timeliness
e Faithful Representation
/Internal Control Systems \ : Eﬁlg:rzrtlgre] dability
- Control environment e Lers
- Control activities K’ Verifiability -

- Monitoring
- Information & Communication
- Risk Assessment

- J

Source: Adopted with modification from Aquila, (2013), Herath and Albargi, (2017),
Kaawaase, Nairuba, Akankunda, & Bananuka, (2021); Nalukenge, Nkundabanyanga,
Ntayi, Khaled and Zakaria (2018)

Figure 1.1: Conceptual framework of internal audit quality, internal control systems and
financial reporting quality

The above Figure 1.1 reflects the conceptual framework of the study on Internal Audit Quality,
Internal Control Systems and Financial Reporting Quality in Financial Institutions in Uganda,
where internal Audit Quality and Internal Controls will be the independent variables. It is
hypothesized that if a commercial bank has strong Audit Quality and Internal Control Systems,
the quality of financial reporting improves in form of Timeliness, Reliability, and objectivity

(Albarqi, 2017).



CHAPTER TWO

LITERATURE REVIEW

2.0 Introduction
This chapter discusses the literature review of the study. It gives both international and local

sources of literature mostly were Journal articles and Reports to address the topic under study.

2.1 Theoretical framework

This study will be based on the Agency theory. A credible research study has to be based on a
sound theoretical ground to provide direction and a strategy for carrying out the study (Creswell,
2013). The agency theory will be applied in this study to explain the link between Internal Audit

Quality, Internal Control Systems and Financial Reporting Quality. reporting.

2.1.1 Agency Theory

Agency theory posits that owners of the institution who are the shareholders (principal) prioritize
maximization of value where they delegate their authority to management (agents) to run company
on their behalf (Jensen & Meckling, 2019). A conflict arises since the priorities of the shareholders
are not always in congruence with those of the managers. This creates an agency problem which
the shareholders seek to solve by employing a board of directors and other monitoring mechanisms
to ensure that management do not act contrary to the principal’s interests (Rodriguez-Fernandez
et al., 2014). The agency problem is created because of the separation of ownership and control.
The agency theory indicates that having independent directors and credible internal and external
auditors is one mechanism that shareholders use to monitor and control the operations of
management and thus minimizing the agency conflict. Management is more inclined and

motivated to work as required by shareholders when they have monitoring mechanisms such as a



board of directors and auditing by external auditors to the firm (Shin-Ping & Tsung-Hsien, 2009).
Government ownership is also expected to have increased monitoring ability on management and
hence management are not expected to deviate from company objectives in a firm with high
government ownership (Zouari & Taktak, 2014). By having control and monitoring mechanisms,
shareholders are generally assured that management will not deviate from their aspirations and
will not expropriate the company resources for their selfish interests. Therefore, the management

of the institution would produce high quality reports

2.2 Financial Reporting Quality

Van (2005) defines financial reporting as the process of presenting financial information or data
about a company’s financial position, operating performance and its flow of funds for an
accounting period. However, according to IASB, the essential principle of assessing the financial
reporting quality is related to the faithfulness of the objectives and quality of disclosed information
in a company’s financial reports. These qualitative characteristics enhance the facilitation of
assessing the usefulness of financial reports, which will also lead to a high level of quality. To
achieve this level, financial reports must be faithfully represented, comparable, verifiable, timely,
and understandable. Thus, the emphasis is on having transparent financial reports, and not having
misleading financial reports to users; not to mention the importance of preciseness and
predictability as indicators of a high financial reporting quality (Gajevszky, 2015).
Nkundabanyanga et al. (2013) conceptualizes financial reporting quality in terms of comparability,
accuracy, reliability, relevance and understandability of financial information. Studies like
Bananuka et al. (2018) have argued that financial reporting is part of accountability and such
studies pay more attention to accountability as a whole than financial reporting quality. Whereas

Kawaase et al., (2021) states that internal audit quality is given by six dimensions that is



comparability, understandability, relevance, faithful representation, timeliness and verifiability as

detailed below:

2.2.1 Comparability

Financial statement comparability has for a long time been one of the main points of interest of
financial accounting research. The comparability concept of accounting states that the users of
financial reports of a business must be able to compare these reports with previous years’ reports

as well as with reports of other entities dealing in the same industry (Van, 2005; Gajevszky, 2015).

2.2.2 Timeliness

According to Gale, (2003) and Marquez (2011), information should be availed to the users in time
to enable them make decisions in time to meet institution’s objectives. When information delays,
institution’s operations can be put on halt, which creates delays in hitting institution’s targets and
achieving objectives. According to Indira (2008), timeliness is also another important
characteristic of quality financial information. This arises as a result of perishability of accounting
information. To benefit users, financial information must be presented at the right time otherwise,

it loses relevance.

2.2.3 Relevance

Information, which is free from bias, will increase reliance the users place on it (Marquez, 2011).
The information should meet all the proper user needs and be neutral in that the perception of
measures should not be biased towards the interest of any one user group. The accounts should
always show a true and fair view of financial statements. Ideally, management should be able to

spot control failures and make adjustments to improve the control environment.



2.2.4 Understandability

Understandability is the concept that financial information should be presented so that a reader can
easily comprehend it. Understandability assumes that users of financial statements have reasonable
background knowledge of business and economic activities. It requires the information presented

in financial reports to be concise, complete and clear in presentation (Cheung et al., 2010).

2.2.5 Faithful Representation

According to the Conceptual Framework of IASB, “financial reports represent economic
phenomena in words and numbers, and for them to be useful, financial information must not only
represent relevant phenomena, but it must also faithfully represent the phenomena that it purports
to represent” (IASB, 2018). Further, the Conceptual Framework identifies that “faithfully
represented information should be complete, neutral and free from error” (IASB, 2018). The
framework states that “a complete depiction includes all information necessary for a user to
understand the phenomenon being depicted, including all necessary descriptions and explanations”
(IASB, 2018). Completeness can be achieved by providing all quantitative, qualitative, financial
and non-financial information relating to numerical figures presented in the financial statements.
The neutral depiction of information “is without bias in the selection or presentation of financial
information” (IASB, 2018). Free from error means there are “no material errors oOr omissions in
the description of the phenomenon, and the process used to produce the reported information has

been selected and applied with no mistakes in the process” (IASB, 2018).

Because people make mistakes, the information generated may not be free from errors. Of course,
the solution to make any information decision-useful is to provide supportive information and
reasonable justifications that clarifies the process of how, for example, numbers were derived,

which may help users to assess the level for ‘free from material errors, complete and neutral’

10



(IASB, 2018). Importantly, the IASB does not expect a perfectly faithful representation; rather,
one should attempt to maximize to the extent possible the qualities that describe it. Similarly, some
academic work concurs: Maines and Wahlen (2006) state that estimates that link to the underlying
economic constructs and the standards could enhance faithful representation. Botosan et al. (2004)
argue that information on the real economic phenomenon is required to reassure faithful
representation, and it is challenging to assess faithful representation directly by only considering
the annual reports. To faithfully represent economic phenomena that information purports to

represent, annual reports must be complete, neutral, and free from material error (IASB, 2008: 36).

2.2.6 Verifiability

Verifiability is a quality of information that helps assure users that information faithfully represents
the economic phenomena that it purports to report (IASB, 2008). Verifiability implies that different
knowledgeable users of financial reporting information reach general consensus, although not
necessarily complete agreement” (IASB, 2008; 39). The IASB Conceptual Framework defines
verifiability as “that a group of people would reach consensus opinion; perhaps even agree on, that

a particular depiction is a faithful representation” (IASB, 2018, p. 18).

Though the IASB Conceptual Framework recognises verifiability as a separate enhancing QC, it
states that faithful representation is improved by verifiability since the verification confirms that
information is faithfully represented. The literature explains verifiability in different ways. For
example, Jonas & Blanchet (2000) argue that verifiability emphasises the accuracy, use of
estimates, and reliance on assumptions, the ability to quantify and measure, and the level of support
and evidence. Lisowsky, Minnis, & Sutherland (2017) state that information is verifiable when
different agents look at the same underlying data and derive from it a similar result. Since the aim
of the measurement tool is to assess each of the qualitative characteristics and verifiability directly

11



refers to the assessment of faithful representation, verifiability is included in the measurement tool
as a sub notion of this fundamental qualitative characteristic This view is supported by the
preliminary views on an improved conceptual framework for financial reporting (IASB, 2006) and
the concept statements of the FASB (1980), which both include verifiability as a sub notion of

faithful representation.

2.3 Internal Audit Quality

Audit quality has been the focus of many studies for decades. Al-Ajmi (2009), focused on the
information and considered that the auditor who provides his customer with precise information
about the firm's value as a provider of a valuable (good quality) service. Similar to Chuntao (2009),
audit quality as seen by Kim and Yi (2009) is the audit that can affirm, to a higher extent, that

financial statements are free of material misstatements.

Standards may not enhance audit quality unless supported by legal system and legal regimes. In
this context, Kim and Yi (2009) studied the quality of statutory audit in Asia, focusing on the legal
environment with a comparison among seven different Asian countries. The analysis of the data
generated from the relevant law and regulations in these countries showed that diverse auditing
legal environment caused differences in audit quality. In line with the legal enforcement system
for valuable service, quality assurance review is one way for reviewing quality standards. It is
argued that audit quality is more likely to increase if independent audit firm has quality assurance

review programs that enhances the quality of reports produced.

According to Power (1997), based on the concept of auditing, audit quality related to the
independence, competence and ethical codes of auditors. Independence and competence are an

important factor that must be owned by an internal auditor in the implementation of the audit task.

12



Quality audit is an audit that can be acted upon by the auditee. Internal audit quality is determined
by the internal audit department's capability to provide useful findings and recommendations, is
central to audit effectiveness. Internal audit has to prove that it is of value to the organization and
earn a reputation in the organization. Audit quality is how well an audit detects and reports material
misstatements in financial statements. The detection aspect is a reflection of auditor competence,
while reporting is a reflection of ethics or auditor integrity, particularly independence (Arens et.

al., 2011).

Internal audit quality according to Cohen and Sayag (2010); Arena and Azzone (2009); Mihret
and Yismaw (2007) include: the level of compliance with the institute of Internal audit, the ability
to audit plan, audit findings and Communicate Execute audit findings. This quality must be built
from the beginning of the audit to reporting and giving recommendations. Thus, the indicators
used to measure the quality of audits, among others, the quality of the process, whether the audit
is done carefully, according to the procedure, while continuing to maintain skepticism.
Furthermore, GAO (2007), states that, high quality the audits and attestation engagements with

competence, integrity, Objectivity, and independence.

2.4 Internal Control Systems

Internal Control system can be defined as the process designed and affected by those charged with
governance, management and other personnel to provide reasonable assurance about achievement
of entity’s objectives with regard to reliability of financial reporting, effectiveness and efficiency
of operations and compliance with applicable laws and regulations (Gamage, Lock & Fernando,
2014). Internal controls consist of all the controls that are designed to provide reasonable assurance
that the entity’s financial statements are reliable and prepared according to the generally accepted

accounting Practices (Nalukenge et al., 2017). Internal control system comprises of the control
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environment, entity’s risk assessment process, information system, control activities and
monitoring (Committee of sponsoring organizations, 2002). Internal control process has three main
objectives: Effectiveness and efficiency of operations, reliability of financial reporting and
compliance with applicable laws and regulations (Hayali, Ding, Saril, Dizman & Giindogdu,
2012). Evaluating internal controls of either kind requires that a benchmark be available against
which to compare the effectiveness of any given system (Langevoort, 2006). Kamau (2014) argues
that a sound internal control system helps an organization to prevent frauds, errors and minimize

wastage.

The soundness of IC over financial reporting can be assessed on the basis of five components of
COSO framework, which are control environment, control activities, monitoring, information and
communication and risk assessment (Onumabh et al., 2012; Nalukenge et al., 2018; Kabuye, Alinda,
Bugambiro, & Kezaabu, 2021). Though the COSO framework broadly defines internal control in
terms of achieving the effectiveness and efficiency of operations, the reliability of financial
reporting and compliance with applicable laws and regulations. In this study, internal controls will
majorly be in terms of control environment, control activities, monitoring, ICT and risk assessment

(Nalukenge et al., 2018)

2.4.1 Control Environment

The control environment is the general control consciousness of an organization influenced by
management through strategies, systems, ethical standards, and monitoring processes (Abdi,
2015). This mirrors the top managerial staff and management firm choice to internal control. The
control environment incorporates management theory found in its vision and mission for the
organization. The components of the control environment likewise incorporate the authoritative

structures, which determine duty in the execution of financial and non-financial duties,
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management working style, state of mind, moral esteems, the integrity, ability and fitness of

faculty (Abdi, 2015; lbrahim, 2017).

2.4.1.2 Control activities

Control activities are the procedures and strategies that help guarantee that management of an
organization orders are passed on adequately and in a promising way (Ofori, 2011). These
incorporate control activities, for instance, execution reviews, data preparing, physical controls,
and confinement of commitments, these activities are completed by management to guarantee
accomplishment of progressive objectives and the mitigations of hazard. As indicated by DiNapoli
(2007), the control activities are the directions, principles, systems and decisions built up over
various activities by management to foresee or reduced angers that affect the association in

achieving its objectives.

2.4.3 Monitoring

Internal control monitoring assesses the quality of performance over time and can resolve the
findings of audits and other reviews. Top management is responsible for monitoring all controls
and to determine if the controls are operating as they were intended. If controls are not operating
effectively, management is then responsible to modify these controls. Monitoring is often done
through a company’s quality assurance or internal control departments. Corrective actions are a
necessary complement to control activities in order to achieve objectives. Consequently, it is
essential that a dynamic internal control-monitoring plan be developed to achieve these objectives

(Kamau, 2014; Ibrahim, 2017).
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Information and Communication Technology is another component of internal control. This
relates to the identification and transfer of pertinent information in a timely manner that permits
personnel to perform its responsibilities. For instance, having timely financial reporting can allow
management to identify anomalies in its operations such as drops in margins, high reserves, etc.

(Kemboi, 2019).

2.4.5 Risks assessment

Risk assessment is the identification and analysis of risks that could prevent the organization from
achieving its objectives. Properly identifying risks will allow management to determine how to
mitigate and manage these risks. Risk factors could consist of internal and external factors.
Management should evaluate risks on a regular basis, as changes in an organization, such as
staffing, new policies, new software applications, new regulations, etc., could all influence an

organization’s risk assessment (Koutoupis & Pappa, 2018).

2.5 Empirical literature Review
This section captured the review of literature as per research objectives formulated in chapter one.

The review was as indicated below.

2.5.1 Audit Quality and Financial Reporting Quality

A well undertaken internal audit helps an organization attain its financial reporting objectives by
bringing a systematic detail of what is done in the firm and how it should be (Kawaase eta al.,
2020). With internal audit acting as a watchdog for the firm’s financial operations improves the
financial reporting practices (Kawaase eta al., 2020). Audit Quality can enhance quality reporting

according to the studies by Badara and Siti (2012), Alzeban and Sawan (2013), Agumas (2015),
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Bananuka et al. (2018). These studies found that the quality of internal audit promotes
accountability. Further, the professional literature document that internal audit is a vital tool in
fraud detection when assets are misappropriated by employees or outsiders. Stakeholders need
regular financial reports to make informed decisions. Reporting (particularly financial reports) is
one way through which managers make accountability for the resources entrusted to them.
Furthermore, Bananuka et al. (2018) understands a functioning internal audit as that which
evaluates the effectiveness of internal controls, participates in risk management and ensures
compliance with the laws and regulations. This means that, once the internal audit gains the
capacity to review the effectiveness of internal controls and participates in risk management, then
it is competent. If internal audit staff are not competent, independent and do not comply with
professional standards, then they cannot fulfill their roles and thus nonfunctioning.

The quality of audit is structured to ensure reliable and high-quality financial reports as it oversees
the financial reporting process as well as auditing the financial statements. Rezaee (2008), and
Rezaee and Riley (2010) states that the roles and functions of the internal audit quality committee
are crucial in the practical aspect of corporate governance, especially their drive towards ensuring
quality in financial reporting as revealed in their result. While the findings of Kent and Stewart
(2008) and Erena and Tehulu (2012) reveals that, the presence of internal audit quality committee
and their frequent meetings can reduce the incidence of financial reporting problems. The result
of Parwit, Smith and Wood (2009) and Greco (2012) revealed that companies with good internal
audit quality function would not encourage earnings manipulations; as such, companies will have

decreased accrual values.

Audit quality independence as one of the function’s main quality dimensions (Abu-Azza, 2012;

Al-Shabail & Turki, 2017) impacts transparency and accountability in the public sector. Auditor

17



independence can be understood as the capacity and ability of an audit practitioner to avoid
circumstances that have an objectivity impairment potential (Christopher, et al., 2009), so as to
enhance unbiased personal judgment (Kimotho, 2014). Independence enhances the ability of an
auditor to make honest and impartial conclusions. The concept of auditor independence has been
taken as the foundation for the audit profession, since it is the basis upon which the public derive
its trust that the function is capable of effectively executing its engagements (Holt & DeZoort,

2009; Kimotho, 2014).

Although, the evidence indicates the importance of Internal Audit quality in influencing the quality
of financial reporting, there has been little research on the link between Internal Audit quality and
quality of financial reporting. In a recent study, Coram et al. (2008) investigated whether
organizations with internal audit quality were more capable of detecting and preventing fraud than
those without internal audit quality. Their findings supported the hypothesis that organizations
with an internal audit were more likely to detect and prevent fraud than organizations that did not
have. This suggests that internal audit adds value to their organizations in terms of improving

detecting and preventing fraud that improves the quality of financial reports.

Internal audit in the public sector encounter varying financial reporting and compliance rules,
performance indicators, and activities across jurisdictions. Thus, internal auditors across different
public sector organizations may need to possess diverse skills, competencies, and specializations
(The Institute of Internal Auditors, 2012). This suggests that external quality reviews (assessments)
are particularly useful as they provide valuable insight to Internal Audit quality in the public sector,
and help improve quality therein (The 11A, 2012). Internal Audit quality of municipalities may
undergo two types of external quality reviews; (1) assessments of compliance with The IIA’s

standards and (2) assessments of compliance with Governmental Auditing Standards per the
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Association of Local Government Auditors (ALGA) to help them produces good financial reports.
Auditors have been responsible for detecting fraud in many stages. Initially, auditors were
responsible for detecting fraud, as one of the main objectives of the review process. However,
nowadays the auditors’ responsibility is limited to examining the financial statements and giving
reasonable assurance, not at all, about the extent to which the financial statements are free of fraud
and that they reflect honestly and fairly the financial position of the company (Alarbeed,

Alothman, & Assee, 2014).

Woodland and Reynolds (2003) examined the association between indirect measures of audit
quality and financial statement analysis using multivariate regression analysis. They found that
audit fees is positively associated with financial statements but do not find evidence that auditor
size, tenure or industry specialization are associated with audit quality in the directions predicted.
Their results provide new evidence as to the current usefulness of these indirect measures in
predicting audit quality. Zureigat (2010) examined the effect of financial structure among
Jordanian listed firms on audit quality. Using a sample of 198 companies, his analysis of logistic
regression shows a significant positive relationship between audit quality and financial structure.
In their study, Bananuka et al. (2018) found that internal audit function is significantly associated
with accountability of Ugandan statutory corporations. These findings mean that a well undertaken
internal audit is the baseline for financial reporting, although the extent to which it is being
undertaken in financial institutions in Uganda has not been extensively been examined.

Independence of mind requires the auditor to have a state of mind that permits the provision of
opinion without being affected by influences that compromise professional judgment, allowing an
individual to act with integrity and exercise objectivity and professional skepticism. Independence

in appearance requires the auditor to avoid situations that will cause others to conclude that they
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are not maintaining an unbiased attitude objective of mind. Chia-Ah and Karlsson (2010), explains
that the threats to independence are often very significant and thus undermine the auditor’s

effectiveness in rendering the auditing services that may affect the quality of financial reports.

2.5.2 Internal control system and Financial Reporting Quality

Whittington & Pany (2011), talk about the comprehensiveness of internal controls in addressing
the achievement of objectives in the areas of financial reporting, operations and compliance with
laws and regulations. They further note that “Internal control also includes the program for
preparing, verifying and distributing to the various levels of management those current reports and
analyses that enable executives to maintain control over the variety of activities and functions that
are performed in an organization”. In Indonesia, the Internal Control System (as stipulated in Law
No. 1 of 2004 on State Treasury) is designed to improve performance, transparency, and
accountability in financial management of an organization. Direction of the Internal Control
System (or SPI) is to improve the practice of bureaucratic organizational performance and financial
performance, in the form of performance reports and financial statements. Implementation of SPI
supported an increase in the reliability of performance report and reliability of financial reporting

(Widyaningsih, 2016).

Effective internal control always lowers information risk and enhances the completeness and
accuracy of planned information. According to the American Institute of Certified Public
Accountants (AICPA) (2018), for the purpose of producing reliable financial statements and
achieving financial reporting objectives, strong internal control over financial reporting is one of
the essential factors to achieve this purpose. It is also one of the important influences of financial
reporting quality that impacts information risk and credit ratings (Elbannan, 2009). Therefore, the

stronger and more effective the internal control is, the higher the quality of financial reporting
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achieved. The internal control system checks whether the financial information meets the criteria
of understandability, relevance, reliability, and comparability to ensure that economic decisions
are achieved. It also enables interactions and communication between the management and
operational levels. The importance of the reporting system comes from being a tool that provides
representative and relevant information (Lius, 2011). Furthermore, the internal control system
emphasizes that more reliability should be achieved. An effective internal reporting system
encourages producing high qualitative disclosures. How managers of firms deal with the

disclosures to outside parties depends upon how the information is reported internally (Lius, 2011).

In their study, Nalukenge et al., (2017) on internal controls over financial reporting in Ugandan
MFIs stated that MFIs that are members of the Association of Microfinance Institutions in Uganda
(AMFIU) have better internal controls than those who are non-members. Nalukenge et al., (2017),
findings in respect of board role performance suggest that when the board performs its role, we
have quality IC over financial reporting. Our findings are consistent with Nkundabanyanga et al.,
(2015) as their findings indicated that the more the board performed its role of resource provision,
service, monitoring and control, the better the performance of the schools. One of the roles of the
board is assessment which involves monitoring the intrinsic ability of top management. The
monitoring of managerial actions is a part of the board’s obligations against managerial
malfeasance. Kaawaase (2013) suggest that financial expertise on boards is associated with lower
incidence of restated earnings and audit quality. Additionally, in their study Kabuye et al. (2021)
found out that control variables are significant predictors of financial reporting. Thus, MFI top
managers should be controlling the environment, monitor workers, provide information and

communicate effectively, asses risks and control activities to ensure financial reporting are up to
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date. The results of this study are also critical for internal control policy development in smaller

institutions such as MFIs (Kabuye et al., 2021).

2.5.3 Internal audit quality, Internal controls and financial reporting quality

The internal control serves as a communication link between the internal auditor, reviews and
supervises of internal audit systems and reviews corporate financial information (Lin et al., 2008;
Magrane & Malthus, 2010). Indeed, Uganda’s Auditor General (AG)’s report (2014)
recommended that all SCs should have functioning internal audit departments and effective audit
committees to enhance accountability. Nevertheless, the majority of empirical studies examining
the relationship between internal audit function and financial reporting have relied on internal
control systems (Leung and Cooper, 2011). Strong internal control systems ease the internal audit

hence improved quality of financial reports (Magrane & Malthus, 2010).

Audit quality can enhance quality of financial reports (Badara & Siti, 2012; Alzeban & Sawan,
2013). Agumas (2015) found that a functioning internal audit promotes accountability and thus
there is a positive relationship between internal audit quality and quality of reports. However,
Brennan and Solomon, (2008) argue that for quality of reports requirements to be met, there must
be a functioning internal audit supported by strong internal controls in an organization. The
Uganda Government enacted the PFMA in 2015 which requires every government agency to have
an internal audit function and internal controls in a bid to enhance accountability that improve
quality of reports produced. Elsewhere, the internal audit has sometimes failed to detect and
prevent or even report fraud during the financial crisis but with the help of internal controls system

failures have been detected since its regarded as the gatekeeper (Chambers & Odar, 2015).
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An effective audit committee should ensure reliable financial reporting, internal accounting
controls and risk management through its conscientious oversight efforts (Lary and Taylor, 2012).
According to Uganda’s PFMA of 2015, audit committees should review financial statements
prepared by accounting officers to ensure that the disclosure in the financial statements is adequate
and that fair representation is achieved and ensure that the internal audit performs its functions. To
be effective, Brennan and Kirwan (2015) suggested what audit committee should actually do in
practice, according to these authors, audit committees should review internal controls. In the study
by Haji and Anifowose (2016), it was found that the effectiveness of the audit committee is
positively supported by strong internal controls were in position to produce high quality reports
that caters for interest of all stakeholders. In a significant body of research, it is documented that
effective internal audit is associated with improved respect to financial reporting in terms of
assurances about the quality of internal control over financial reporting (Lin et al. 2011; Anderson
et al., 2012; Johl et al., 2013), and lower incidence of fraud (Schneider & Wilner, 1990; Lin et al.
2011). Garcia, Barbadillo and Pérez (2012) observed the internal control as an important
mechanism to safeguard the reliability of annual accounts. They showed that implementing
internal audit as function in corporate governance and their coordination with effective internal

controls could contribute to frauds and errors.

Abu-Musa (2006) argued that internal control has to be able to provide input to system
configuration in order to ensure proper integral controls exist. It should communicate to the
external auditors and guarantee the adequate documentation of organization systems and system
modifications. In relation to this, effective documentation is important to auditors in that it
evaluates the controls and risks, and inputs information for transactions and events in a simply

manner, as well as evaluates the kind of reports to produced. Moreover, the accumulation of
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enough evidence to develop informed decisions involves the understanding of the evidence
source, the control procedures needs and the evaluation of such procedures provides everything

needed to put in the financial reports (Qasim, 2014).

The organization uses internal control to provide reliable financial and accounting information,
ensure validity of transactions, and ensure human resources commitment to procedures, laws,
policies and regulations (Makgatho, 2013). Babatunde and Dandago (2014) argued that the internal
control is an important element driving quality financial reports. According to Lashgari, Gawradar
and Bakhshayesh (2015), internal control helps auditors in evaluation of financial reporting
reliability and process, the assessment of strategic and operational organizational goals, and
evaluation of the act through the application of laws and regulations. The internal control weakness
may lead auditors to make reports that appear if immaterial and maybe incompetent to detect a
mistake in annual or financial statements. Internal control is a process done by board directors and
managers to ensure many objectives such as providing efficiency and effectiveness of
organizational operations, sustaining reliable financial report, and applying the laws are being

committed to (Zhang & Cao, 2016).

According to Huang, Guo, Ma and Zhang (2015), internal control has an important effect on
financial reporting quality, because internal control weaknesses increase inaccurate information
risk for external auditors that generates cost of equity by reducing the financial reporting reliability.
The managers give the importance to internal control because lack of internal control can cause
deficient decisions by auditors and create many risks that negatively financial reporting (Mihaela
& Lulian, 2012). The evaluation of internal control and the understanding of risks that can face the
organization require auditors to determine these risks and correct the deviation that may appear.

The effective internal control requires understanding accurately the organizational objectives,
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business processes, resources of the organizations, and the organizational roles, responsibilities
and structures as evidenced by Heine, Strecker and Frank (2014). Also, according to Li et al.
(2015), internal control helps the organization to reach strategic benefits, because audit leads to
discovering fraud and misdirection of the available resources to enhance the accuracy of financial
reporting. Both investor and auditor circles taken into accounting the environment of internal
control and evaluate the environment, in order to use the gathered information in decision-making

(Lashgari et al., 2015).

2.6 Conclusion from literature review

The quality of financial reporting is intricately linked to the efficacy of internal audit and internal
control systems. Effective internal audit, when supported by strong internal controls, can enhance
financial reporting by promoting accountability and fraud prevention. Audit committees and the
collaboration between internal audit and internal controls are crucial in ensuring reliable financial
information. These internal mechanisms are essential for maintaining the integrity of financial
reporting and building trust among stakeholders. The next chapter, chapter three provided a

methodological overview on the research was done while in the field.
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CHAPTER THREE

RESEARCH METHODOLOGY
3.0 Introduction
This chapter presents the study methodology. It presents the research design, area of study, study
population, determining sample size, sampling techniques, sources of data, data collection
methods, data quality control, ethical consideration, data analysis and anticipated limitations to the
study.
3.1 Research Design
The research designs applied were cross sectional and quantitative designs. A cross-sectional
study is a type research design that involves observational study that analyzes data from a
population, or a representative subset, at a specific point in time (Zangirolami-Raimundo,
Echeimberg & Leone, 2018). A cross-sectional survey was suitable for such a study since it
collected information at a given point in time, rather than from a given period of time (Babbie,
2014). Cross-sectional analysis has the advantage of avoiding various complicating aspects of the
use of data drawn from various points in time. It also has the advantage that the data analysis itself
does not need an assumption that the nature of the relationships between variables is stable over
time. Quantitative approach was used to allow the researcher to solicit information that is
quantifiable as observed by Mugenda and Mugenda (1999).
3.2 Study Population
The study population comprised of 64 financial Institutions in Uganda while focusing specifically
on commercial banks, insurance companies, micro deposit taking institutions and credit
institutions. These compromise of 26 commercial banks, 30 insurance firms, 4 credit institutions

and 4 micro deposit taking institutions (Bank of Uganda, 2017; IRA, 2017). The study did not
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consider other financial service firms like forex bureaus and money remitters because of their
variation in operation.

3.3 Sample Size

The study considered a sample size 56 financial institutions as determined by Krejcie and Morgan
(1970). Financial institutions were the unit of analysis. The Unit of inquiry was one staff from the
respective internal audit and compliance department from the 56 sampled financial institutions that
made a total target sample of 56 respondents. This was either manager reporting, accounts
assistant or a finance officer. These staff were considered as unit of inquiry because they are the
ones mostly involved in the financial reporting and they are charged with ensuring the quality of
financial reports.

3.4 Sampling procedure

The study applied stratified random sampling technique since financial institutions of four
categories were used that is Commercial banks, Insurance firms, Credit Institutions, and Micro
Deposit Taking Institutions. Stratified random sampling technique was used to group the financial
institutions in each stratum, the sampled institutions were selected using simple random sampling
technique. Random numbers were generated using excel and data was sorted using the generated
random using ascending order from which the sampled items were selected. Simple random
sampling was used because it accords equal chances for each member within a given population
to become part of the sample from which data is collected. The essence was to ensure that the

sample selected considers the heterogeneity of financial institutions (Creswell, 2014).

3.5 Data Collection Methods and Instrument
Primary data was collected and a questionnaire was the key method for primary data collection.

The questionnaire method was chosen because it has the advantage of eliciting a lot of information
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within a short time (Taherdoost, 2016). Amin (2005) defines questionnaire as a form consisting
of interrelated questions prepared by the researcher about the research problem under
investigation based of the study. Close ended questions were arranged as per objective used
because this is the most appropriate instrument for a big sample (Kothari, 2004). The
questionnaire used a 6- point Likert scale ranging from 6 (strongly agree) to 1 (strongly disagree),
in order to provide consistent responses. The questionnaire was systematically be organized to
include demographic characteristics of the respondents and questions on research study variables.
Using questionnaires elicits the relevant information, and the researcher was able to obtain a large
quantity of information from a big number of respondents. It was also good for confidentiality

purposes. Self-administered questionnaires were given to respondents to fill.

3.6 Measurement of Variables

All the independent variables of internal audit quality, internal control systems and the dependent
variable of financial reporting quality were measured basing on the works of other scholars and
modified to match the Ugandan study context. These were further detailed in Table 3.1 below:

Table 3.1 Measurement of the Variables

Variable Measures Authors
Internal  audit | Compliance with Standards, | Aquila, 2013; Cohen & Sayag, 2010;
quality independence, staff competency Arena & Azzone, 2009; Getie Mihret, D.,
& Wondim Yismaw, A. (2007);
Nalukenge, Kaawaase & Bananuka
(2021)
Internal Control | Control environment, control | Aquila, 2013; Nalukenge,
Systems activities, monitoring, information & | Nkundabanyanga, Ntayi, Khaled and
communication and risk assessment | Zakaria (2018)
regulations
Financial Comparability, timeliness, faithful | Gale, 2003; Marquez, 2011; Derrell,
Reporting representation, relevancy, | 2010, Kaawaase et al. 2021
Quality understandability and verifiability
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3.7 Reliability and Validity Tests
In order to make sure that quality and relevant data is collected, the research instruments was

tested for reliability and validity.

3.7.1 Reliability

Reliability is about the extent to which a degree of random error is present in the measurements
taking place, since reliable measurements contain only a very small amount of error (Cooper &
Schindler, 2011). The researcher constructed the research instruments and analyzed the pre-test
results using computer programme SPSS and Cronbach’s Alpha. The data collected was measured
to reveal consistence in the responses. The higher the Cronbach’s Alpha coefficient the better the
measuring instrument (Sekaran, 2013). The Cronbach Alpha coefficient was used to test for
reliability of the instrument and if the Cronbach’s alpha coefficient is above 0.70, the instrument
is considered reliable (Nunnally, 1978). The overall Cronbach’s reliability index for internal audit
quality, internal control systems and financial reporting quality of financial institutions was 0.844,
0.958 and 0.950 respectively. This study’s Cronbach alpha coefficient of the study variables was
all above 0.70 implying that the instrument gave consistent results.

Table 3.2: Reliability Analysis

Variable Cronbach alpha Number of items
Internal audit quality 0.844 22
Internal control systems 0.881 39
Financial reporting quality 0.950 31

Source: primary data
Results in the Table 3.2 showed that all variables under the study had reliable items since the
Cronbach’s alpha statistic for all the variables were above the 0.70 threshold according to Nunnally

and Nunnally (1978).
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3.7.2 Validity

Validity is an important concept in the acceptability of the use of an instrument. Validity refers to
the appropriateness of the instrument in collecting the data that is supposed to be collected (Amin,
2005). Prior to actual data collection, all data collection tools and items were subjected to a pre-
test or pilot study on a small sample of people in the banking sector in the accounts department
as well as the academic supervisors give comments on the questionnaire. The experts’ comments
were incorporated in the questionnaire before data collection. Further, content validity index was
computed. The overall content validity index was above 0.7 which is acceptable. The results were
presented in Table 3.3.

Table 3.3: Content Validity Index

Global variable Content Validity Index Number of items
Internal audit quality 0.910 22

Internal control systems 0.975 39

Financial reporting quality 0.939 31

Overall CVI 0.941

Source: primary data

3.8 Exploratory factor analysis

This is a technique for identifying groups or clusters of variables (Field, 2009). This technique has
three main uses: (1) to understand the structure of a set of variables; (2) to construct a questionnaire
to measure an underlying variable; and (3) to reduce a data set to a more manageable size while
retaining as much of the original information as possible. For purposes of this research, factor
analysis was used to reduce the data to better explain the study constructs. The constructs used in
the variables of the conceptual framework were tested using factor analysis to establish whether
they were good measurements. The extraction method used was the principle component analysis

and the rotation method was Varimax with Kaiser Normalization. Items under internal audit
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quality, internal control systems and financial reporting quality with a correlation of less than 0.5

were excluded from the rotation tables.

The study suppressed all items that loaded with a correlation of less than 0.5.and those with factor
loadings above 0.5 were maintained for further analysis as seen in tables of factor loadings after
rotations 3.4, 3.5 and 3.6. To establish the adequacy and suitability of the data for exploratory
factor analysis, Kaiser-Meyer-Olkin (KMO) and Bartlett’s test were assessed. The rule of thumb
is that the KMO value should be above 0.7 and Bartlett’s test should be significant (p <.05) (Field
2009). All KMO values were greater than 0.7 which is above the acceptable 0.5 (Field 2009).
Kaiser (1974) recommends a bare minimum of 0.5 and that values between 0.5 and 0.7 are
mediocre, values between 0.7 and 0.8 are good, values between 0.8 and 0.9 are great and values
above 0.9 are superb (Hutcheson & Sofroniou, 1999). For these data the values were 0.784 for
internal audit quality, 0.701 for internal control systems, and 0.773 for financial reporting quality,
which falls into the range of being good, hence the sample size was adequate for factor analysis.
All the items had eigenvalues above 1 which is over Kaiser’s criterion of above 1. The results of
the rotated component matrix each of the study variable below indicate that all the conditions were
met, further suggesting that constructs validity was achieved. The results of the exploratory factor
analysis for each study variables are presented below starting with internal audit quality, internal

control systems and financial reporting quality.
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Table 3.4: Rotated Component Matrix for Internal audit quality

Items loaded @
8 g )
(e ] c
s 53 g
g_ c ¢ § £ g'
o X a T
O=z% = » 8
Internal auditors in this entity have no relatives in this entity in as far as | 0.666
am aware
Internal auditors comply with the code of conduct of the organization 0.641
and with the code of ethics for internal auditors '
Internal auditors have set policies and procedures 0.595
Internal audit remuneration is fixed by the audit committee 0.58
Audit objectives, scope and work program are justified and properly 0.558
approved '
The scope of work of the internal audit function is not determined by 0.733
management '
Internal audit receives this entity’s management support while executing 0.721
its duties '
Staff in this entity are quick at providing internal auditors with the 0.677
necessary information '
Senior Internal audit staff are appointed through the audit committee of 0.599
this entity '
Auditors do not work under the instructions of top management. 0.563
The remuneration is set by the audit committee 0.556
Internal audit recommendations are worked upon without any delay in
. . 0.546
this entity
Internal audit staff here are members of the Institute of Certified Public
0.832
Accountants of Uganda
Internal audit staff in this entity are professional accountants 0.77
Internal audit staff have the necessary experience to perform their duties 0.701
Internal audit staff here frequently attend Continuous Professional 0.668
Development programs/seminars '
Internal audit findings add value to this organization 0.602
Internal audit staff are knowledgeable in all operations of this entity 0.577
Eigen values 6.106 1988 1.754
Percentage of variance 33.92 11.043 9.746
Accumulated variance 33.920 44.963 54.709

Kaiser—Meyer—Olkin measure of sampling adequacy =0.784; approx. Chi square = 452.025; df = 153;
Sig = 0.000

Note: Extraction method: principal component analysis; rotation method: Varimax with Kaiser
normalization
Source: Primary data
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Table 3.5: Rotated Component Matrix for internal control systems

Items Loaded

Environment
Control Activity
Monitoring
Information
Communication
Risk Assessment

Control

There is regular review of the independence of external auditors.
Management always provides the board complete access to bank
records and any other information needed by the board.

There are arrangements by top management to ensure integrity of
financial information reported in the financial statements.
Management is committed to disclosing the true financial position of
the entity.

Management is committed to employing qualified staff competent in
financial reporting

Our top management is willing to report the true financial position of
this Institution to stakeholders.

o o
a o
© @

0.547

0.544

0.527

0.511

There is adequate supervision of finance staff while carrying out their
duties.

Transactions go through a series of checks to facilitate authorization
before completion.

There is regular reconciliation of debtors’ accounts with the individual
ledger accounts.

Staffs that handle finances are regularly rotated. 0.645
Verification of transactions is always done before payments are made. 0.516

0.72

0.697

0.673

Internal control deficiencies identified are communicated to those
responsible urgently.
Management implements internal control recommendations made by
the external auditor.
Management gives appropriate and timely attention to material control 0.584
weaknesses once identified. '
Ineffective or unnecessary controls are identified and eliminated 0.562
This Institution has a designated committee to deal with weaknesses

. : 0.531
raised by the external auditor.

0.701

0.656

The accounting system in place produces accurate financial data to
enhance decision making.

Management releases sufficient financial information to the relevant
employees to be able perform their work.

0.670

0.669

Management has put in place mechanisms for mitigation of financial
reporting risks.

Management is aware of the objective of financial reporting. 0.699
There are measures put in place to report unusual transactions. 0.652
Management has identified all risky areas that can result into fraudulent 0.503
financial reporting. '

0.845

Eigen values 5.656 2112 1943 1707 1.378
Percentage of variance 25,709 9.601 8830 7.761 6.265
Accumulated variance 25.709 35.310 44.140 51.901 58.166

Kaiser—Meyer—Olkin measure of sampling adequacy =0.701; approx. Chi square = 441.412; df = 231; Sig = 0.000

Note: Extraction method: principal component analysis; rotation method: Varimax with Kaiser
normalization
Source: Primary data
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Table 3.6: Rotated Component Matrix for Financial reporting quality

Items loaded

Representation

Faith

Understandability

Relevance

Timeliness

Verifiability

Our accounting policies do not change from year to year.

Our notices to revisions in accounting estimates and judgments explain the
implications of the revisions

Our annual report format does not change over periods.

All books of accounts are comparable across previous periods

Our financial statements are presented in a format similar to the industry
When there changes in the accounting policy in the current period, there is
restatement in the previous year to enhance comparability.

% Comparability
N

0.792

0.745
0.63
0.569

0.535

Accounting policies used are selected without biasness

Financial statement are free from errors

The information provided in our financial statements is reliable

All assets and liabilities that exist by the end of the year end are included in
the financial statements

Figures in the final accounts can be traced back to the ledgers

0.855
0.772
0.651

0.608
0.512

Information presented in our financial statement is significant for users to
make decisions.

All useful information is presented in the financial statement

Our annual reports disclose information in terms of business opportunities
and risks

Information provided in the financial statement is able to help users predict
future performance

0.753
0.66
0.577

0.546

The notes in our financial reports are properly interlinked

The information presented in our financial statements is well organized
Our financial statements are accompanied with notes disclosing more
information of items on the face of financial statements

Financial report figures are clear and concise

Certain information in our reports is presented in tables and graphs to ease
understandability

Our financial reports are easy to interpret and comprehend

0.694
0.626

0.626
0.563
0.528
0.516

Financial statements are available to the users within the stipulated as per
the regulator

Previous reports are easily retrieved when needed

Financial reports are prepared at departmental level in time

0.693

0.614
0.611

Our financial statements are derived from the balances in the books of
accounts

All expenditures in the financial statements can be traced to the books of
account and source documents.

We prepare source documents for all transactions that take place
Information in our source documents can easily be verified

All incomes in the financial statements can traced to books of accounts and
source documents

0.854

0.781

0.718
0.716

0.703

Eigen values
Percentage of variance
Accumulated variance

12.487
43.059

43.059

2.205
7.605
50.66
3

1.738  1.418
5.993  4.889

56.656 61.545 66.110

1.324
4.565

1.157
3.989

70.099

Kaiser—Meyer—Olkin measure of sampling adequacy =0.773; approx. Chi square = 1165.519; df = 406; Sig = 0.000

Note: Extraction method: principal component analysis; rotation method: Varimax with Kaiser

normalization
Source: Primary data
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3.9 Data Analysis

After data collection, raw data was cleaned, sorted and entered using statistical data entry form
designed in Statistical Package for Social Sciences (SPSS) software for analysis according to the
objectives of the study. Data was organized and analyzed using a 6-point Likert scale. Each
questionnaire was given a unique serial number. Using soft number coding, categorizing data,
sorting and filling was carried out. Statistical package for the social sciences (SPSS) student
version of 23 was used to aid the processing and summarizing of information got from the
questionnaires. Descriptive analysis was made from information obtained from the questionnaires.
Descriptive statistics involved use of absolute and relative (percentages) frequencies, measures of
central tendency and dispersion (mean and standard deviation respectively). Quantitative data was
presented in tables and explanation was presented in prose. To determine the relationship between
the independent and dependent variables. Pearson correlation coefficient was used. In addition, the
researcher used multiple regression analysis to establish the strength of the relationship between

the dependent and independent variables.

3.10 Ethical Consideration

Ethical considerations in research are critical (Creswell, 2013). Ethics are the norms or standards
for the conduct that distinguish between right and wrong. They help to determine the difference
between acceptable and unacceptable behaviors. Informed consent was obtained from all those
participating in the study. Those not willing to participate in the study were under no obligation to
do so. Respondents’ names were be indicated anywhere in the data collection tools for
confidentiality and information gathered was only used for the purposes of this academic study.
The necessary research authorities were consulted seeking for permission using the introductory

letter that was obtained from the University.
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CHAPTER FOUR

DATA ANALYSIS, PRESENTATION AND INTERPRETATION OF RESULTS.

4.0 Introduction

In this chapter, the results are presented and interpreted. Specifically, this chapter displays the
demographic characteristics, descriptive statistics of the study variables and correlation analysis
results of the study objectives as well as the regression analysis results. In this study, the analyses
are guided by research objectives which are; to examine the relationship between internal audit
quality and financial reporting quality, to examine the relationship between internal control systems
and financial reporting quality and to examine the combined effect of internal audit quality and
internal control systems on financial reporting quality. The study indicates that out of there was
100% response rate where by all the targeted 56 financial institutions responded to the

questionnaire tool that was given to them.

4.2 Demographic Characteristics of respondents
This section presents information about the demographic characteristics of the respondents that
took part in the study. The demographic characteristics analysed include; age group, gender of the

respondents, marital status, years of employment, level of education and certification.
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Table 4.7: Showing Respondent Characteristics

Variable N=56 Description Frequency Percentage (%)
Age group 20-29 9 34
30-39 29 52
40-49 7 12
50 & above 1 2
Total 56 100.0
Gender Male 26 46
Female 30 54
Total 56 100.0
Marital status Single 16 29
Married 40 71
Total 56 100.0
Years of employment Less than 3 years 15 27
3-6 17 30
7-10 21 38
More than 10 years 3 5
Total 56 100.0
Level of education Degree 44 78
Masters 10 18
PDH 2 4
Total 56 100.0
Certification ACCA 4 7
CPA-U 30 54
None 22 39
Total 56 100.0

Source: Primary data.

Results in table 4.7 above indicated that the majority of the respondents were between 30— 39years

of age (52%), followed by those between 20-29 years of age (34%), then those between 40-49

years (12%) and the minority were between 50 years and above (2%). This shows that majority of

people who participate in the activities of the financial reporting operations in financial institutions

are in the actives age bracket. Results further showed that the majority that female respondents

were the majority constituting 54% in the sample as compared to their male counterparts who were

46% of the entire sample. This indicates that the financial institutions in Uganda mostly employee

both males and female staff but mostly female staff in their accounting and audit sections. Results

also indicated that majority of the respondents (71%) were married to compared to the singles
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(29%) which indicates that most of the workers are responsible people who consider financial
reporting quality important. Table 4.7 indicated that majority of the respondents 38% had worked
with the FI for 7-10 years, followed by 30% who worked for 3-6 years, 27% worked for less than
3 years and lastly 5% who worked for more than 10 years. This implies majority of the respondent
had spent enough years with the health facilities thus there were the in better position to provide
information about internal audit quality, internal control systems and financial reporting quality. On
the level of education, it was observed that, the majority of the respondents had attained degree as
their highest level of education (78%), followed by those with masters (18%) and lastly those with
PHD level of education comprised (4%) of the sample. This would imply that employees who
participate in the activities of FI are literate. This type of workforce is assumed to know the
elements of internal audit quality, internal control systems and financial reporting quality. Regarding
certification of respondents, 54% were members of the of the Institute of Certified Accountants of
Uganda (ICPAU) with CPAs, followed by 39% who weren’t certified and then 7% were members
of the Association of Chartered Certified Accountants (ACCA). This means such a work force
would adhere to a professional code of ethics in maintaining quality of financial reporting in the
Fls.

4.3 Details of the financial institution

This section presents information about the health facilities under study. The background
information about the financial institution analysed include the category of the FI, number of years

in existence, number of employees and revenues as shown in the Table 4.8 below.

Table 4.8: Showing Healthcare Facilities Profile

Variable N=56 Description Frequency Percentage (%)
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Category of the FlI Commercial 23 41

Insurance 19 34
Credit institution 10 18
MDI 4 7
Total 56 100.0
Number of years 1-5 years 1 2
6-10 years 7 13
11-15 years 13 23
20 years & above 35 62
Total 56 100.0
Number of Employees  11-20 1 2
21-30 3 5
30 & above 52 93
Total 56 100.0
Revenues 401-600M 4 7
601-800M 5 9
801-1B 11 20
Above 1B 36 64
Total 56 100.0

Source: Primary Data

The results in the table 4.8 above showed that majority 41% of the financial institutions were in
the commercial bank category, followed by 34% from insurance, 18% from credit institutions and
7% from MDls. Table 4.3 also indicate that 62% of the financial institutions have been in existence
for 20 years and above, 23% for 11-15 years, 13% for 6-10 years and only 2% have been in
existence for 1-5 years, meaning that the majority of the financial institutions have stood the test
of time thus the information provided can be relied on. Further still it was observed that most of
financial institutions had 30 and above employees (93%), followed 5% which had 21-30
employees and only 2% had 11-20 employees. Furthermore, Results also indicated that the
majority of the Fls (64%) had revenues of above UGX 1 billions, 20% had revenues of 801M —

1billion, 9% had 601M — 800M and only 7% had 401M-600M.

4.4 Descriptive Statistics
The summary descriptive statistics of the independent and dependent variables included in the

analyses are presented in Table 4.9. This study’s dependent variable is financial reporting quality
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among FIs while the independent variables are internal audit quality and internal control systems.
The purpose of descriptive statistics is to check whether the calculated means represent the
observed data, that is, whether the mean is a good replica of reality (Field, 2009 & Saunders et al.,
2007). The descriptive statistics of the variables cover means, standard deviations, minimum and
maximum values to summarize the observed data in the table below.

Table 4.9: Descriptive Statistics

N Min Max Mean Std. Deviation

Compliance with Standards 56 1 6 4.4821 .6496
Independence 56 1 6 3.9206 7191
Staff competency 56 1 6 4.6577 .9689
Intern Audit Quality 56 1 6 4.3003 .6308
Control environment 56 1 6 3.7366 .7589
Control activity 56 1 6 3.4125 5964
Monitoring 56 1 6 3.1990 .6450
Information and communication 56 1 6 3.9792 .7818
Risk assessment 56 1 6 3.4710 7511
Internal Control Systems 56 1 6 3.5398 5578
Comparability 56 1 6 4.2347 9794
Faith Representation 56 1 6 4.6042 .8050
Relevance 56 1 6 4.6875 .9466
Understandability 56 1 6 4.6369 9724
Timeliness 56 1 6 4.7024 .9943
Verifiability 56 1 6 4.7929 .90651
Financial Reporting Quality 56 1 6 45778 .79696
Valid N (listwise) 56

Source: primary data

Results in table 4.9 above indicated that the mean values for internal audit quality, internal control
systems and financial reporting quality are 4.3003, 3.5398 and 4.5778 respectively. The standard
deviations for internal audit quality, internal control systems and financial reporting quality are
0.6308, 0.5578 and 0.7969 respectively. The standard deviations were relatively small compared
to mean values, the calculated means highly represent the observed data (Nkundabanyanga,

Tauringana & Muhwezi 2015; Field, 2009).
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SD is the extent by which the views obtained from the respondents vary from the mean scores. It
implies that a higher SD had varying opinions towards the given response (SD above 1), and when
the SD is below 1 closer to 0, it means uniformity in the opinions provided in the study. A mean
above 3 indicates that the respondents were in agreement to the question asked. In this study, all
respondents agree that internal audit quality and internal control systems are important in
influencing financial reporting quality of Fls given that their means are all above 3.00 and all the

standard deviations are below 1.00.

4.5 Correlation Results

The correlation results are presented in Table 4.4. Pearson’s correlation coefficient analysis was
conducted to establish the relationships between predictor variables (internal audit quality and
internal control systems) and the outcome variable (financial reporting quality of Fls). The intention
was to evaluate whether linear relationships existed between predictor variables and the outcome
variable. Pearson’s correlation coefficient (r) was used because it is a parametric statistic and
requires interval data for both variables (Garson, 2012). As a result, bivariate-correlation analyses
were performed and Pearson correlation coefficients were generated to measure the direction and

size of the relationship between the study variables (Field 2009).
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Table 4.10: Correlations

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17
Compliance with Standards (1) 1
Independence (2) 3977 1
Staff competency (3) .380™ .701™ 1
Intern Audit Quality (4) 672" 890" .870™ 1
Control environment (5) 520™ 305" 316" .445™ 1
Control activity (6) AT4™ 2657 360" .430™ 627" 1
Monitoring (7) 453" 205 205 .330" 541" .453™ 1
Egorma“o”&Comm””'ca“o” 403" 294" 519 487" 554" 563 465 1
Risk assessment (9) 349" 321% 394 .429™ 560 .488™ 676" .489™ 1
Internal Control Systems (10)  .552™ .352™ 450" .534™ .837™ .799™ .769™ .756™ .812™ 1
Comparability (11) 4807 .394™ 528" 562" 528" 549" 440" 618" 586" .684™ 1
Faith Representation (12) A50™ 435" 484™ 553" 5177 4027 4617 5257 602" .630™ .653™ 1
Relevance (13) AT2 447 630 6277 590" 468" 456™ .624™ 523" 667" 585" 554" 1
Understandability (14) 4567 3207 534 522" 604" 569" 594" 668 667 .776™ 723" 705" 749" 1
Timeliness (15) 468™ 434 551 586" .553™ 594" 560 .678™ 532 726" .636™ .631™ .690™ .817" 1
Verifiability (17) 3817 488" 638 620" 513" 466 .400™ .704™ 524 651" 613" .635™ 724 752" 704 1
Financial Reporting Quality  goge  4a0=  ga7 668" 641" .504™ 564™ 739 678" 806 855~ 8217 817 926 .848™ 8517 1

(18)

**_Correlation is significant at the 0.01 level (2-tailed).
*, Correlation is significant at the 0.05 level (2-tailed).

Source: primary data
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4.5.1 The relationship between internal audit quality and financial reporting quality

Results from Table 4.10 above indicates a significant and positive relationship between internal
audit quality and financial reporting quality (r=.668**, p<.01). This means that a positive change
in internal audit quality leads to a positive change in financial reporting quality. This implies that
that when financial institutions are compliant to standards, encourage independence among staff
and consider staff competency while recruiting as components of internal audit quality they will

achieve financial reporting quality.

4.5.2 The relationship between internal control systems and financial reporting quality.

Results from table 4.10 above indicates that there is a significant and positive relationship between
internal control systems and financial reporting quality (r=.806**, p<.01) and this means that an
improvement in internal control systems leads to improvement in financial reporting quality.
Therefore, this explains further that when the control environment, control activities, monitoring,
information & communication and risk assessment are improved leads to an improvement in the

financial reporting quality.

4.4 Regression analysis results
The regression model was used to determine extent to which internal audit quality and internal
control systems predict financial reporting quality in financial institutions in Uganda. The results

are presented in the Table 4.11 below;
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Table 4.11: Multiple Regression analysis results

Standardized

Unstandardized Coefficients Coefficients t Sig.
Variable B Std. Error Beta
(Constant) -1.451 .892 -1.627 .110
Category -.117 .069 -.138 -1.685 .098
Age .050 .072 .050 702 486
Size 272 .160 118 1.698 .096
Revenue base .082 .066 .095 1.238 .222
Internal audit quality 417 102 .330 4,071 .000
Internal control systems .808 123 .565 6.567 .000

R=0.880; R Square = 0.775; Adjusted R Square = 0.748; Standard Error = 0.40027; Model F =
28.173; Durbin Watson = 1.778

a. Dependent Variable: Financial Reporting Quality.
Source: primary data

Univariate analyses are difficult to interpret in the light of multiple variables. As a result, it is
always necessary to extend the analysis to a multivariate setting which allows for a more
sophisticated exploration of the interrelationship among a set of variables (Pallant, 2011) hence
regression analysis was performed. Table 4.11 above shows how well the independent variables
predict the outcome variable in this case financial reporting quality. It can be seen that they predict
this outcome very well 5% or better. Table 4.11 also shows which particular variable(s) in the set
is the best predictor of financial reporting quality. It can be seen that internal control system is best
predictor of financial reporting quality (8 = .565). Regression analysis also helps to control for
socially desirable responding, i.e., whether a particular predictor variable is still able to predict an
outcome when the effects of another variable are controlled for. In this case controlling for
category of the firm, age of the firm, size of the firm and revenue base still shows that the
independent variables are able to predict the dependent variable. Overall, the model predicts 74.8%

percent of the variance in financial reporting quality among financial institutions in Uganda.
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4.5 Hierarchical regression results

Further analysis, there was need to run a hierarchical regression analysis to find out the

contribution of each independent variable on financial reporting quality. In a hierarchical

regression, predictors are selected based on past work and the order in which to enter the predictors

into the model is decided by the researcher but most preferably based on their level of importance

in predicting the outcome variable (Field, 2009). For sensitivity analysis, firm characteristics

(category of the firm, age of the firm, size of the firm and revenue base) were entered first to see

if they had any significant effect on the results. Internal audit quality and internal control system

were entered next and they were both significant and associated with financial reporting quality.

Table 4.12: Hierarchical regression results

Model Model | Model 11 Model 111
(Constant) 4.138 486 -1.451
Category -.342 -.258 -117
Age 120 .063 .050
Size -.015 192 272
Revenue 167 101 .082
Internal audit quality 37 417>
Internal control systems .808**
Model summary

Model F 4.734 13.669** 28.173**
R 0.520 0.760 0.880
R Square 271 577 75
Adjusted R square 214 535 .748
Std. Error of the Estimate 706674 54331 40027
F change 4.734 36.298 43.122
R square change 271 307 198

Durbin Watson

1.778

Dependent Variable: Financial reporting quality
Source: Primary data

Hierarchical regression results in table 4.12 above shows that standardized  coefficients for the

predictor variables are presented in models 1-3. Standardized versions of the B values were used

because they are easier to interpret and are not dependent on the units of measurement of the
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variables (Field, 2009). The standardized beta values are provided by SPSS and they also tell us
the number of standard deviations that the outcome will change as a result of one standard
deviation change in the predictor. The standardized beta values are all measured in standard
deviations units and so are directly comparable; therefore, they provide a better insight into the

importance of a predictor in the model (Field, 2009).

The hierarchical regression results in Table 4.12 indicate that Model | reports the baseline model
with only control variables. The results show that control variables weaker significant variance in
financial reporting quality. This is indicated by Adjusted R2 0.214 in Model I, meaning that the
terms in model I (Control Variables) do not help to predict financial reporting quality. This
suggests that, the models in this study are not sensitive to confounding factors and the models are

highly acceptable (Field, 2009).

Results in model 2, reveal that internal audit quality is a significant predictor of financial reporting
quality, when it is used as the only predictor (standardized B = .737**, p<.01). However, when
internal control systems is introduced in model 3, the variation in financial reporting quality
increases (standardized = .808**, p<.01). Internal control systems has a higher standardised
regression coefficient and as such can predict more variances in financial reporting quality than
internal audit quality. Model 111 results shows that internal audit quality and internal control
systems are significant predictors of financial reporting quality explaining 74.8% of the variance
in financial reporting quality with internal control systems contributing about 0.198 of the

variance, thus the objective three of the study is achieved.

Durbin—Watson test was carried out to test for serial correlations between errors in regression

models. Specifically, it tests whether adjacent residuals are correlated, which is useful in assessing
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whether the assumption of independent errors is tenable. As a very conservative rule of thumb,
values less than 1 or greater than 3 are cause for concern, but, the closer to 2 the value is, the better
(Field, 2009). For this study the Durbin-Watson statistic was close to 2 (1.778) and this indicates
that there is no multi-collinearity since correlation between independent errors is minimal (Field,

2009).
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CHAPTER FIVE
DISCUSSION OF FINDINGS, CONCLUSION AND RECOMMENDATIONS
5.0 Introduction
This chapter covers the detailed discussion of the findings guided by the objectives of the study;
the chapter also covers the conclusions, recommendations, limitations and suggested areas for

further research. These are presented below.

5.1 Discussion of Findings

This study aimed at examining the relationship between internal audit quality and financial
reporting quality, the relationship between internal control systems and financial reporting quality
and the effect of internal audit quality and internal control systems on financial reporting quality.
The study also focused on the predictive potential and strength of the relationships of internal audit
quality and internal control systems on financial reporting quality of financial institutions in Uganda

as discussed below;

5.1.1 Relationship between internal audit quality and financial reporting quality

The findings indicate there was a positive and significant relationship between internal audit
quality and financial reporting quality of financial institutions in Uganda. It is thus important that
for financial institutions in Uganda to achieve financial reporting quality they need to improve
their internal audit quality through encouraging their employees to comply with standards, giving
independence to their internal audit sections and also enhancing staff competency through
professional development programs and trainings. Internal audit quality is determined by the
internal audit department's capability to provide useful findings and recommendations, is central
to audit effectiveness. Internal audit has to prove that it is of value to the organization and earn a
reputation in the organization. Compliance with standards, independence and staff competence are
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important factors that must be owned by an internal auditor in the financial institutions of Uganda
in order to achieve proper implementation of the audit task thus improving the financial reporting

quality.

These findings relate to the studies of Kawaase eta al. (2020) who stated that a well undertaken
internal audit helps an organization attain its financial reporting objectives by bringing a systematic
detail of what is done in the firm and how it should be. They are added that internal audit acting as
a watchdog for the firm’s financial operations improves the financial reporting practices (Kawaase
eta al., 2020). In their studies Badara and Siti (2012), Alzeban and Sawan (2013), Agumas (2015),
Bananuka et al. (2018) also agreed that Audit Quality can enhance quality reporting. These studies
found that the quality of internal audit promotes accountability. Further, the professional literature
document that internal audit is a vital tool in fraud detection when assets are misappropriated by
employees or outsiders. Audit quality independence as one of the function’s main quality
dimensions (Al-Shabail & Turki, 2017) impacts transparency and accountability in the public
sector. Auditor independence can be understood as the capacity and ability of an audit practitioner
to avoid circumstances that have an objectivity impairment potential (Christopher, et al., 2009), so
as to enhance unbiased personal judgment (Kimotho, 2014). Independence enhances the ability of

an auditor to make honest and impartial conclusions.

5.1.2 Relationship between internal control systems and financial reporting quality.

The study findings indicate that there is a positive and significant relationship between internal
control systems and financial reporting quality of financial institutions in Uganda. It is thus
important that for financial institutions in Uganda to achieve financial reporting quality they need
to improve their internal control systems through maintaining control environments, put in place

control activities, ensure proper monitoring and evaluation process, put in place proper information

50



and communication system and ensure proper risk assessment in order to improve their financial
reporting quality. In this study, it is evident that top management in financial institutions ensures
integrity of financial information reported in the financial statements, employees qualified staff
competent in financial reporting, committed to disclosing the true financial position of the entity,
ensures that proper financial records and accounts are maintained in relation to the entity’s
operations, regular reconciliation of the bank account with the cash book, regular checks to ensure
compliance with the internal controls, ensures that Financial Accounting information is used at all
levels of the organization and put in place mechanisms for mitigation of financial reporting risks,

thus improvement in financial reporting quality of financial institutions in Uganda

The findings of this study are related to the previous studies Forexample the American Institute of
Certified Public Accountants (AICPA) (2018) which stated that for the purpose of producing
reliable financial statements and achieving financial reporting objectives, strong internal control
over financial reporting is one of the essential factors to achieve this purpose. Also in their study,
Nalukenge et al., (2017) stated that MFIs that are members of the Association of Microfinance
Institutions in Uganda (AMFIU) have better internal controls than those who are non-members.
This is consistent with Nkundabanyanga et al., (2015) who indicated that the more the board
performed its role of resource provision, service, monitoring and control, the better the
performance of the schools. Additionally, Kabuye et al. (2021) found out that control variables are
significant predictors of financial reporting. Thus, MFI top managers should be controlling the
environment, monitor workers, provide information and communicate effectively, asses risks and
control activities to ensure financial reporting are up to date. Their results were so critical and

generally support the current findings of this study.
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5.1.3 The effect of internal audit quality and internal control systems on financial reporting
quality

The findings indicate that internal audit quality combined with internal control systems have a
significant and positive effect on financial reporting quality of financial institutions in Uganda.
This supported by the hierarchical regression results that that internal audit quality and internal
control systems are significant predictors of financial reporting quality explaining 74.8% of the
variance in financial reporting quality with internal control systems contributing about 0.198 of
the variance. It is important that for financial institutions in Uganda to improve its financial
reporting quality, they must be clearly emphasizing their internal audit quality and have in place

effective internal control systems.

The findings are supported by the literature of Leung and Cooper (2011) who examined the
relationship between internal audit function and financial reporting have relied on internal control
systems. Strong internal control systems ease the internal audit hence improved quality of financial
reports (Magrane & Malthus, 2010). Additionally, in their studies Lin et al. (2011); Anderson et
al. (2012) and Johl et al. (2013) documented that effective internal audit is associated with
improved respect to financial reporting in terms of assurances about the quality of internal control

over financial reporting.

5.2 Conclusions

The purpose of this study was to examine the relationship between internal audit quality, internal
control systems and financial reporting quality in Financial Institutions in Uganda. Overall, the
results indicate that internal audit quality and internal control systems predict 74.8% of the
variance in financial reporting quality. The study also finds internal audit quality and internal
control systems are significantly related financial reporting quality. Also, it is important for
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financial institutions in Uganda to ensure internal control systems through maintaining control
environments, put in place control activities, ensure proper monitoring and evaluation process, put
in place proper information and communication system and ensure proper risk assessment in order
to improve their financial reporting quality. Furthermore, top management of financial institutions
in Uganda improve their internal audit quality through encouraging their employees to comply
with standards, giving independence to their internal audit sections and also enhancing staff
competency through professional development programs and trainings in order to attain quality in
their financial reporting. Generally, the findings clearly show that an effective internal audit and
internal control systems can significantly influence financial reporting quality among financial

institutions in Uganda.

5.3 Recommendations

The heads of the financial institutions that participated in the study should streamline and
strengthen their internal control systems to enhance efficiency, reduce operational risks, and
improve financial performance. This involves controlling the working environment, monitoring
employees, assessing risks, and ensuring effective controls. This recommendation is okay

The remaining ones should be about internal audit quality e.g., independence, competent staff etch

The different financial institutions that participated in the study should collaborate with
professional development bodies to invest in auditors' expertise and equip them with the specific
skills and competencies necessary to improve financial performance through better internal audit

quality.

The financial institutions should partner with professional accounting and auditing bodies to

standardize compliance measures, focusing on financial performance benchmarks. These
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standardized practices will help financial institutions maintain a high level of internal audit quality,

directly impacting their financial performance.

5.3 Study limitations

Like any other study, the current study also has a number of limitations;

The study used evidence from financial institutions in Uganda to determine the contribution of
internal audit quality and internal control systems on financial reporting quality it is possible that
these results are relevant to only institutions in the financial service sector.

The study utilizes a cross sectional research design and thus monitoring changes in behavior over
time may not be possible.

This study used quantitative data which sometimes misses certain information and limits the
respondent’s opinions on the study variables. However, this study clearly brought out the overall
contribution of internal audit quality and internal control systems towards influencing financial

reporting quality among financial institutions in Uganda

5.4 Areas for further research

A study on internal audit quality, internal control systems and financial reporting quality in other
sectors like the public institutions is needed. Also, mixed methods research needs to be conducted
on internal audit quality, internal control systems and financial reporting quality of financial
institutions in Uganda to gather the respondent’s opinions on the variables. Further studies may
also be conducted to ascertain other predictors of financial reporting quality among financial

institutions in Uganda like managerial competencies and institutional pressures.

54



REFERENCES

Abbott, L. J., Daugherty, B., Parker, S., & Peters, G. F. (2016). Internal audit quality and financial
reporting quality: The joint importance of independence and competence. Journal of
Accounting Research, 54(1), 3-40.

Abdi, A. D. (2015). The Impact of Internal Control System on Financial Performance In
Mogadishu Private Banks (Case Study Some Selected Private Banks In Mogadishu).
Doctoral dissertation, Master’s Thesis. Horseed International University.

Abu-Azza, W., (2012). Perceived effectiveness of the internal audit function in Lybia: a qualitative
study using institutional and Marxist theories. s.1.: University of Southern Queensland.

Abu-Musa, A. A. (2006). Evaluating the Security Controls of CAIS in Saudi Organizations: An
Empirical Study. Journal of King Saud University-Computer and Information Sciences,
18, 77-113.

Mebratu, A. A. (2015). Internal audit function and its challenges in public sector governance:
Empirical evidence from Amhara National Regional State, Ethiopia. AshEse Journal of
Economics, 1(1), 001-012.

Al-Ajmi J (2009). Audit firm, corporate governance, and audit quality: Evidence from Bahrain.
Advances in Accounting, incorporating Advances in International Accounting 25: 64-74.

Alarbeed, E., Alothman, M., & Assee, A. (2014). The role of governance rules in improving the
auditor’s ability to detect fraud in the financial statements: Field study on companies listed
in the Syrian Securities Commission. Tishreen University Journal for Research and
Scientific Studies -Economic and Legal Sciences Series, 36(5), 453-475.

Al-Shbail, A. M., & Turki, T. A. (2017). A theoretical discussion of internal audit effectiveness in
Kuwaiti industrial SMEs. International Journal of Academic Research in Accounting,
Finance and Management Sciences, 7(1), 107-116.

Alzeban, A. and Sawan, N. (2013). The role of internal audit function in the public sector context
in Saudi Arabia. African Journal of Business Management, 7(6), pp. 443-454.

Amin, M. E. (2005). Social Science Research: Conception, Methodology and Analysis, Makerere
University Printery, Kampala, Uganda.

Aquila, J. D. (2013). COSO’s Internal Control-Integrated Framework Updating the Original
Concepts for Today’s Environment. The CPA Journal, 83(10), 22-29.

55


http://isiarticles.com/bundles/Article/pre/pdf/106.pdf
http://isiarticles.com/bundles/Article/pre/pdf/106.pdf

Arena, M. & Azzone, G., (2009). Identifying organisational drivers of internal audit effectiveness.
International Journal of Auditing, 13(1), 43-60.

Arens, Alvin, A., Elder, Randal J. and Beasley, Mark S. (2010). Auditing, Assurance Services and
Ethics in Australia an Integrated Approach. Clarity Update Edition. 8th Edition. Pearson
Australia.

Auditor General (AG)’s report (2014). The report and the opinion of the auditor general. Auditor
General (AG)’s report, Kampala, Vol. 4.

Ayse Hayali. (2013). Importance of internal control system in banking sector: evidence from
Turkey: https://www.researchgate.net/publication/258258914.

Babatunde, S. A., & Dandago, K. I. (2014). Internal control system deficiency and capital project
mis-management in the Nigerian public sector. Procedia-Social and Behavioral Sciences,
164, 208-221.

Babbie, E. (2014). Reflections on PSA. The American Sociologist, 45, 134-136.

Badara, M.S. & Siti, Z.S. (2012). Improving the existing functions of internal audit at
organizational level. International Journal of Arts and Commerce, Vol. 1 No. 6, pp. 38-
46.

Bananuka, J., Nkundabanyanga, S. K., Nalukenge, I., & Kaawaase., T. K. (2018). Internal audit
function, audit committee effectiveness and accountability in the Ugandan statutory
corporations. Journal of Financial Reporting and Accounting, 16(1), 138-157.
doi:10.1108/JFRA-07-2016-0062.

Bank of Uganda (2015), “Imperial Bank Uganda limited”, available at:
https://www.bou.or.ug/bou/ media/from_the_bank/Imperial_Bank.html (accessed 14
February 2019).

Bank of Uganda (2017), Annual Supervision Report, December, 2017, Kampala, available at:

https://  islamicmarkets.com/. .  ./bank-of-uganda-annual-supervision-report-2017
(accessed 21 February 2019).

Barbara, A., Beaudoin, C. & Anna, M. C., (2011). The impact of Ethical Leadership and the
Internal Audit function of Financial Reporting Decisions, SSRN Electronic: Journal,
https://doi.org/10.2139/ssrn.1756284

Beest, F., Braam, G., & Boelens, S. (2009). Quality of Financial Reporting: Measuring qualitative

characteristics. NICE.

56


https://www.researchgate.net/publication/258258914
https://www.bou.or.ug/bou/
https://doi.org/10.2139/ssrn.1756284

Botosan, C. A., Plumlee, M. A., & Xie, Y. (2004). The role of information precision in determining
the cost of equity capital. Review of Accounting Studies, 9(2-3), 233-259.

Brennan, M.N. and Kirwan, E.C. (2015). Audit committees: practices, practitioners and praxis of
governance: Accounting, Auditing & Accountability Journal, VVol. 28 No. 4, pp. 466-493.

Brennan, M.N. and Solomon, J. (2008). Corporate governance, accountability and mechanisms of
accountability: an overview Accounting, Auditing & Accountability Journal, Vol. 21 No.
7, pp. 885-906.

Chambers, D.A. and Odar, M. (2015). A new vision for internal audit: Managerial Auditing
Journal, Vol. 30 No. 1, pp. 34-55.

Cheung, E., Evans, E., & Wright, S. (2010). An historical review of quality in financial reporting
in Australia. Pacific Accounting Review, (0114-0582).

Christopher, J., Sarens, G. & Leung, P., (2009). A critical analysis of the independence of the
internal audit function: Evidence from Australia. Accounting, Auditing and Accountability
Journal, Vol 22 (2), pp. 200- 220.

Chuntao L (2009). Two essays on auditing quality in China's audit market for listed firms.
University of Hong Kong (Hong Kong).

Cohen, A., & Sayag, G. (2010). The effectiveness of internal auditing: an empirical examination
of its determinants in Israeli organisations. Australian Accounting Review, 20(3), 296-307.

Committee of Sponsoring Organization of the Tread Way Commission (COSO), (2012). Internal
Control Integrated Framework: American Institute of Certified Public Accountants, New
York.

Committee of Sponsoring Organizations of the Treadway Commission (COSO). (1992). Internal
Control Integrated Framework. New York, NY: AICPA.

Coram P, Ferguson C, Moroney R (2008). Internal audit, alternative internal audit structures and
the level of misappropriation of assets fraud. Account. Finan., 48: 543-5509.

Creswell, J. W. (2003). Research design: Qualitative, quantitative, and mixed methods approach.
Sage publications.

Creswell, J. W. (2013). Steps in conducting a scholarly mixed methods study.

Darrell Victor (2010), Qualitative characteristics of financial statements: An overview. Helium,
Inc. 200 Brickstone Square Andover, USA.

57



DiNapoli, T. P. (2007). Standards for internal control. Retrieved
fromhttp://www.osc.state.ny.us/agencies/ictf/docs/intcontrol_stds. pdf.

Dr. Siriyama. K. H. et al, (2017). Financial Reporting Quality: International Journal of Business
Management and Commerce Vol. 2 No. 2.

Elbannan, M. A., (2009). Quality of internal control over financial reporting, corporate
governance and credit ratings: International Journal of Disclosure and Governance, vol.
6, no. 2: Nature Publishing Group, pp. 127-149.

Gajevszky, A. (2015). Assessing financial Reporting Quality: Evidence from Romania. Audit
Financiar, (1583- 5812;).

Gale L. C. (2003). Califonia Non-profit Quality Reporting Project.

Garcia, L., Barbadillo, E., and M. Pérez. (2012). Audit committee and IA and the quality of
earnings: empirical evidence from Spanish companies. Journal of Management
&Governance 16:305-331.

Getie Mihret, D., & Wondim Yismaw, A. (2007). Internal audit effectiveness: an Ethiopian public
sector case study. Managerial auditing journal, 22(5), 470-484.

Gray, L.G, Turner, L. J., Coram, P. J. and Th. J. Mock. (2015). Perceptions and Misperceptions
Regarding the Unqualified Auditor’s Report by Financial Statement Preparers, Users, and
Auditors. Accounting Horizons 25(4):659-684.

Haji, A.A. and Anifowose, M. (2016). Audit committee and integrated reporting practice: does
internal assurance matter? Managerial Auditing Journal, VVol. 31 Nos 8/9 pp. 915-948,

Hayali, A., Ding, Y., Sarili, S., Dizman, A. S., & Giindogdu, A. (2012). Importance of internal
control system in banking sector: Evidence from Turkey. In Conference Proceedings of the
Finance and Economics Conference.

Hayes, R.S., & Baker, R. (2014). A participant observation study of the resolution of audit
engagement challenges in government tax compliance audits. Qualitative Research in
Accounting & Management, 11(4), 416 439.https://doi.org/10.1108/QRAM-02-2013-
0003.

Heise, D., Strecker, S., & Frank, U. (2014). Control ML: A domain-specific modeling language in
support of assessing internal controls and the internal control system. International Journal
of Accounting Information Systems, 15(3), 224-245.

58



Herath, S. K., & Albarqi, N. (2017). Financial reporting quality: A literature review. International
Journal of Business Management and Commerce, 2(2), 1-14.

Holt, T. P. & DeZoort, T., (2009). The effects of internal audit report disclosure on investors’
confidence and investment decisions. International Journal of Auditing, 13(1), pp. 61-77.

Huang, P., Guo, J., Ma, T., & Zhang, Y. (2015). Does the value of cash holdings deteriorate or
improve with material weaknesses in internal control over financial reporting? Journal of
Banking & Finance, 54, 30-45.

IASB. (2008). IAS-24  —  Related party  disclosures. Retrieved from
https://www.iasplus.com/en/standards/ias/ias24

IASB. (2009b). 1AS-01 - Presentation of financial statements. Retrieved from
https://www.iasplus.com/en/standards/ias/ias1

IASB. (2018). The conceptual framework for financial reporting

Ibrahim, M. (2017). Internal Control and Public Sector Revenue Generation in Nigeria: An
Empirical Analysis.

Institute of Internal Auditor (I1A). (2012). The Standard for the Professional Practice of Internal
Auditing. The institute of Internal Auditors Research Foundation. Almonte Springs, FL.

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, agency costs
and ownership structure. Journal of Financial Economics, 3, 305-360.

Jensen, M. C., & Meckling, W. H. (2019). Theory of the firm: Managerial behavior, agency costs
and ownership structure. In Corporate governance (pp. 77-132). Gower.

Johl, Sh., Johl, S., Subramaniam, N. and B. Cooper. (2013). IAF, board quality and financial
reporting quality: evidence from Malaysia. Managerial Auditing Journal 28(9):780-814.

Jonas, G. J., & Blanchet, J. (2000). Assessing quality of financial reporting. Accounting Horizons,
14(3), 353-363.

Kaawaase, T. K., Nairuba, C., Akankunda, B., & Bananuka, J. (2021). Corporate governance,
internal audit quality and financial reporting quality of financial institutions. Asian Journal
of Accounting Research.

Kaawaase, T. K., Nairuba, C., Akankunda, B., & Bananuka, J. (2021). Corporate governance,
internal audit quality and financial reporting quality of financial institutions. Asian Journal
of Accounting Research, 6(3), 348-366.

59



Kaawaase, T.K.M. (2013), “Auditor monitoring and audit quality”, A perspective of board
members and top executives in the financial services sector in Uganda, PhD thesis,
University of Dar es Salaam.

Kabuye, F., Alinda, K., Bugambiro, N., & Kezaabu, S. (2021). Intellectual capital, isomorphic
forces and internal controls over financial reporting in Ugandan microfinance institutions.
Cogent Business & Management, 8(1), 1944960.

Kassem, R., & Higson, A. W. (2016). External auditors and corporate corruption: Implications
for external audit regulators. Current Issues in Auditing, 10(1), 1-10.

Kemboi, E. K. (2019). Effect of Internal Controls on Operational Efficiency of Saccos Registered
by Sacco Society Regulatory Authority in Nairobi County (Doctoral dissertation,
University of Nairobi).

Kim J, Yi C (2009). Does Auditor Designation by the Regulatory Authority Improve Audit
Quality? Evidence from Korea. Journal of Accounting and Public Policy 28: 207-230.

Kimotho, N. T., (2014). Factors affecting internal audit independence: A case study of Technical
University of Mombasa. Journal of Business & Management, 6(6).

Kothari, C. R andGarg, G. (2004). Research Methods: Methods and Techniques. New Delhi: New
Age International (P) Limited.

Koutoupis, A. G., & Pappa, E. (2018). Corporate governance and internal controls: a case study
from Greece. Journal of governance & regulation, (7, Iss. 2), 91-99.

Li, L., Mu, C., Ding, S., Wang, Z., Mo, R., & Song, Y. (2015). A robust weighted combination
forecasting method based on forecast model filtering and adaptive variable weight
determination. Energies, 9(1), 20.

Lin, J.Z., Xiao, Z.J. and Tang, Q. (2008). The roles, responsibilities and characteristics of audit
committees in China: Accounting, Auditing & Accountability Journal, Vol. 21 No. 5, pp.
721-751.

Lisowsky, P., Minnis, M., & Sutherland, A. (2017). Economic growth and financial statement

verification. Journal of Accounting Research, 55(4), 745-794.

Lius, F. (2011). Opening the black box: How internal reporting systems contribute to the quality
of Abstract financial disclosure. Journal of Applied Accounting, (0967-5426).

60


https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1521322
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1521322

M.C.Jensen and W.H. Meckeling, (1976). Theory of the firm: Managerial behavior, agency costs
and ownership structure. Journal of Financial Economic, 3 no. 4, 305-360.
https://doi.org/10.1016/0304-405x(76)90026-X.

Maines, L. A., & Wahlen, J. M. (2006). The nature of accounting information reliability:

Inferences from archival and experimental research. Accounting Horizons, 20(4), 399-425.

Makgatho, K. E. (2013). Effectiveness of internal control mechanisms in monitoring financial
resources at the Gauteng Department of Education (Doctoral dissertation, North-West
University).

Marquez Comelab (2011). Qualities of useful financial reports.

Mugenda, O. M. and Mugenda, A. G. (1999). Research Methods- quantitative and qualitative
approaches: ACTS press, Nairobi, Kenya.

Mugenda, O. M. and Mugenda, A.G. (2003). Research methods, qualitative and quantitative
approach (Rev Ed). Centre for technology studies (ACTS) Press Nairobi, Kenya. (Rev.
ed.).

Nalukenge, 1., Nkundabanyanga, S. K., & Ntayi, J. M. (2018). Corporate governance, ethics,
internal controls and compliance with IFRS. Journal of Financial Reporting and
Accounting, 16(4), 764-786.

Nalukenge, 1., Tauringana, V., & Mpeera Ntayi, J. (2017). “Corporate governance and internal
controls over financial reporting in Ugandan MFIs”. Journal of Accounting in Emerging
Economies, 7(3), 294-317.

Nkundabanyanga, S., Tauringana, V. and Muhwezi, M. (2015), “Governing boards and perceived
performance of secondary schools”, International Journal of Public Sector Management,
28 (3), 221-239.

Nkundabanyanga, S.K., Tauringana, V., Balunywa, W. and Emitu, S.N. (2013), “The association
between accounting standards, legal framework and the quality of financial reporting by a
government ministry in Uganda”, Journal of Accounting in Emerging Economies, 3(1),
65-81.

Oberg, A., & Walgenbach, P. (2008). Hierarchical structures of communication in a network
organization. Scandinavian Journal of Management, 24(3), 183-
198.https://doi.org/10.1016/j.scaman.2008.03.011

61


https://doi.org/10.1016/0304-405x(76)90026-x

Ofori, W. (2011). Effectiveness of internal controls: a perception or reality? The evidence of
Ghana Post Company Limited in Ashanti region (Doctoral dissertation).

Okello, G. (2011). Internal Controls and Financial Reporting Quality: A Case Study of Soroti
Municipal Council (Doctoral dissertation, Uganda Martyrs University).

Onumah, J. M., Kuipo, R., & Obeng, V. A. (2012). Effectiveness of internal control systems of
listed firms in Ghana. In Accounting in Africa (pp. 31-49). Emerald Group Publishing
Limited.

Prawitt, D., Smith, J. & Wood, D., (2009). Internal audit quality and earnings management. The
Accounting Review, 84 (4), 1255-1280.

Qasim, A. (2014). Accounting information system (1st Ed.). Amman: Dar Althagafa

Rezaee, Z. (2008), High Quality Financial Reporting (The Six-Legged Stool). Strategic Finance.

Rezaee.Z. and Riley.R. (2010). Financial Statement Fraud; Prevention and Detection: Second
Edition. John Wiley & Son Inc.

Rodriguez-Ariza, L., Martinez-Ferrero, J., & Bermejo-Sanchez, M. (2016). Consequences of
earnings management for corporate reputation: Evidence from family firms. Accounting
Research Journal.

Rodriguez-Fernandez, M., Fernandez-Alonso, S., & Rodriguez-Rodriguez, J. (2014). Board
characteristics and firm performance in Spain. Corporate Governance, 14(4), 485-503.

Roscoe, J. T. (1975). Fundamental research statistics for the behavioral sciences.

Sarantakos, S. (2005). Social research methods. Macmillan, Melbourne.

Sekaran, U. (2013). Research Methods for Business. Hermitage Publishing Services, USA.

Shin-Ping, L., & Tsung-Hsien, C. (2009). The determinants of corporate performance: A
viewpoint from insider ownership and institutional ownership. Managerial Auditing
Journal, 24(3), 233-247.

Shin-Ping, L., & Tsung-Hsien, C. (2009). The determinants of corporate performance: A
viewpoint from insider ownership and institutional ownership. Managerial Auditing
Journal.

Skinner, C. (2018). Issues and challenges in census taking. Annual Review of Statistics and its
Application, 5, 49-63.

Stanbic Bank Uganda Limited Human Resource Report (2015)

62



Taherdoost, H. (2016). Measurement and scaling techniques in research methodology;
survey/questionnaire development. International Journal of Academic Research in
Management (IJARM), 6.

Usdi. S. (2018). The Role of the Internal Audits to the Quality of Financial Reporting: Reports on
Economics and Finance, 4(1), 1 — 14.

Whittington, O. R., & Pany, K. (2001). Principles of auditing (13 ed.). New York: McGraw.

World Bank Report (2017).

Zangirolami-Raimundo, J., Echeimberg, J. D. O., & Leone, C. (2018). Research methodology
topics: Cross-sectional studies. Journal of Human Growth and Development, 28(3), 356-
360.

Zhang, W., & Cao, L. (2016). Family involvement, internal control and agency costs—Evidences
from China's listed family firms. Perspectives in Science, 7, 45-51

Zouari, S. B. S., & Taktak, N. B. (2014). Ownership structure and financial performance in Islamic
banks: Does bank ownership matter?. International Journal of Islamic and Middle Eastern

Finance and Management.

63



Appendix 1: Questionnaire

MAKERERE UNIVERSITY BUSINESS SCHOOL

Dear Respondent,
This study is about Internal Audit Quality, Internal Control Systems and Financial Reporting

Quality in Financial Institutions in Uganda. You have been identified as the best informant,
please spare a few minutes of your busy schedules to fill this questionnaire. The responses will be
used purely for academic research. Your honest and sincere responses are highly appreciated and
shall be treated with utmost confidentiality.

Section 1: Personal Background Information

a)
b)
c)
d)
e)
f)

Age:

20-29 years ] 30-39 years [ | 40-49years [ | 50years and above []
Gender:

Male Female |:|

Marital status:

Single Married |;| Divorced [ ]Others [ ]

Numbers of years work
Less than 3 year 3-6 years[ | 7-10years [ ] More than 10years [ ]
Highest education attained

Diploma Bachelor’s Degree |:| Mastersl:l PhD |:|

Professional Certification

ACCA |:| CPA-U |:| CIPS |:| CIA |:| Other |:| None |:|

Section Il: Business characteristics

9)

h)

i)
)

Category of financial institution

Commercial bank Insurance institution |:|

Credit Institution Microfinance Deposit taking Institution (MDI) |:|
Number of years In operation

1-5 years 6-10years| | 11-15years| ] 20years &above [ |

Number of employees
1-10employees | 11-20 employees|:|21 30 employees|:| 30employees & above |:|
Revenue base

200-400millions[__] 401-600millions[ | 601-800millions[ |

801millions-1billion Above 1b|II|on|_

Section I11: Internal Audit Quality
1-Strongly Disagree, 2 — disagree, 3- somewhat disagree, 4 — somewhat agree, 5 — agree, 6 -

strongly agree.
Compliance with Standards
CS1 | Internal auditors have set policies and procedures 11213 |4]5|6
CS2 | Audit objectives, scope and work program are justifiedand properly | 1 (2| 3 |4 5| 6
approved
CS3 | Internal auditors respect organization and internal audit policies 1123 |4]5]|6
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CS4 | Internal auditors comply with the code of conduct of the 3 |4]|5|6
organization and with the code of ethics for internal auditors
CS5 | Internal auditors in this entity do not easily associate with other staff 3 |4]/5|6
of the entity
CS6 | Internal audit remuneration is fixed by the audit committee 3 |4]5]|6
CS7 | Internal auditors in this entity have no relatives in this entity in as 3 |4]|5|6
far as | am aware
Independence
IN1 | Auditors do not work under the instructions of top management. 3 14]5]6
IN2 | The scope of work of the internal audit function is not determined 3 |4]5]|6
by management
IN3 | Auditors report directly to the board of directors 3 |4]5]|6
IN4 | Senior Internal audit staff are appointed through the audit 3 |4]5]|6
committee of this entity
IN5 | The remuneration is set by the audit committee 3 14]/5]|6
IN6 | Internal audit has an independent budget in this entity 3 14]5]6
IN7 | Internal audit recommendations are worked upon without any delay 3 |4]/5]|6
in this entity
IN8 | Internal audit receives this entity’s management support while 3 4|56
executing its duties
IN9 | Staff in this entity are quick at providing internal auditors with the 3 14|5|6
necessary information
Staff Competency
PC1 | Internal audit findings add value to this organization 3 14]5]|6
PC2 | Internal audit staff in this entity are professional accountants 3 14]5]6
PC3 | Internal audit staff here are members of the Institute of Certified 3 14|5|6
Public Accountants of Uganda
PC4 | Internal audit staff here frequently attend Continuous Professional 3 |4]/5]|6
Development programs/seminars
PC5 | Internal audit staff have the necessary experience to perform their 3 |4]/5]|6
duties
PC6 | Internal audit staff are knowledgeable in all operations of this entity 3 14|56
Section IV: Internal Control Systems
1-Strongly Disagree, 2 — disagree, 3- somewhat disagree, 4 — somewhat agree, 5 — agree, 6 -
strongly agree.
Control Environment
CE1 | Our top management is willing to report the true financial position 314|516
of this Institution to stakeholders.
CE2 | There are arrangements by top management to ensure integrity of 314|516
financial information reported in the financial statements.
CE3 | Management is committed to employing qualified staff competent 314|516
in financial reporting
CE4 | Management always provides the board complete access to bank 314|516
records and any other information needed by the board.
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CES

There is regular review of the independence of external auditors.

o

CE6

The company’s organizational structure supports effective internal
controls over financial reporting.

CE7

Employees are assigned appropriate levels of authority and
responsibility to facilitate effective internal controls over financial
reporting.

CES8

Management is committed to disclosing the true financial position
of the entity.

Control Activity

CAl

No employee can process a transaction alone from the start to the
end

CA2

Transactions go through a series of checks to facilitate
authorization before completion.

CA3

Write off bad debts is authorized by a senior member of staff or
the board.

CA4

Proper financial records and accounts are maintained in relation to
the entity’s operations.

CAS

Staffs that handle finances are regularly rotated.

CAb6

Verification of transactions is always done before payments are
made.

CA7

There is regular reconciliation of the bank account with the cash
book.

CA8

There is regular reconciliation of accounts payables account with
the individual ledger accounts.

CA9

There is regular reconciliation of debtors’ accounts with the
individual ledger accounts.

CAl10

There is adequate supervision of finance staff while carrying out
their duties.

Monitoring

MN1

Internal controls relating to financial reporting are evaluated often
with the changing environment.

MN2

Management implements internal control recommendations made
by the external auditor.

MN3

This Institution has a designated committee to deal with
weaknesses raised by the external auditor.

MN4

Management gives appropriate and timely attention to material
control weaknesses once identified.

MNS

Internal control deficiencies identified are communicated to those
responsible urgently.

MNG6

There are regular checks to ensure compliance with the internal
controls.

MN7

Ineffective or unnecessary controls are identified and eliminated

Information and Communication

IC1

Financial Accounting information is used at all levels of the
organization.
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IC2 There is room for discussion in case there are transactions that an 2(3|4|5|6
accountant is not sure how they should be treated.
IC3 Management communicates to employees their duties and 213(4|5]|6
responsibilities in an effective manner.
IC4 The accounting system in place is able to record and report all the 213|456
transactions that take place in the Institution.
IC5 The accounting system in place produces accurate financial data to 2|13(4|5]|6
enhance decision making.
IC6 Management releases sufficient financial information to the 213|456
relevant employees to be able perform their work.
Risk Assessment
RAL1 | Management has identified all risky areas that can result into 213|456
fraudulent financial reporting.
RA2 | The potential for material misstatements due to fraud is explicitly 213|456
considered in assessing risks to the achievement of financial
reporting objectives.
RA3 | Management has identified those accounting standards where 2|13(4|5]|6
compliance is not easily achieved.
RA4 | The risky areas identified that affect financial reporting are ranked. 2134|156
RAS5 | The accounting section has established processes to identify 2|13(4|5]|6
significant changes in accounting policies and accounting
standards.
RA6 | Management has put in place mechanisms for mitigation of 213|456
financial reporting risks.
RA7 | Management is aware of the objective of financial reporting. 213|456
RA8 | There are measures put in place to report unusual transactions. 2134|156
Section V: Financial Reporting Quality
1-Strongly Disagree, 2 — disagree, 3- somewhat disagree, 4 — somewhat agree, 5 — agree, 6 -
strongly agree.
Comparability
CO1 | Our financial statements are presented in a format similar to the 213|456
industry
CO2 | All books of accounts are comparable across previous periods 213|456
CO3 | Our notices to changes in accounting policies explain the 213|456
implications of the change.
CO4 | When there changes in the accounting policy in the current period, 213|456
there is restatement in the previous year to enhance comparability.
CO5 | Our accounting policies do not change from year to year. 213|456
CO6 | Our annual report format does not change over periods. 2/13|4|/5]|6
CO7 | Our notices to revisions in accounting estimates and judgments 213|456
explain the implications of the revisions
Faith Representation
FR1 | Financial statement are free from errors 213|456
FR2 | Accounting policies used are selected without biasness 2/13|4|/5]|6
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FR3 | The entity exercises prudence under conditions of uncertainty 112|3/4|5|6

FR4 | The information provided in our financial statements is reliable 112]3]4|5]|6

FR5 | Figures in the final accounts can be traced back to the ledgers 112|3/4|5|6

FR6 | All assets and liabilities that exist by the end of the year end are 112|3[|4|5|6
included in the financial statements
Relevance

RLE1 | Information presented in our financial statement is significant for 112|3|4|5|6
users to make decisions.

RLE2 | Information provided in the financial statement isableto helpusers |1 |2 |3 |4 |5 |6
predict future performance

RLE3 | All useful information is presented in the financial statement 112|3[4|5|6

RLE4 | Our annual reports disclose information in terms of business 112(3[4|5]|6
opportunities and risks
Understandability

UN1 | Financial report figures are clear and concise 112|3|4|5|6

UN2 | Our financial reports are easy to interpret and comprehend 112|3]4]|5]|6

UN3 | The information presented in our financial statements is well 112|3[|4|5|6
organized

UN4 | Our financial statements are accompanied with notes disclosing 112|3[|4|5|6
more information of items on the face of financial statements

UNS5 | The notes in our financial reports are properly interlinked 112|3(4|5|6

UNG6 | Certain information in our reports is presented in tablesand graphs |1 |2 |3 |4 |5 |6
to ease understandability
Timeliness

TM1 | Financial reports are prepared at departmental level in time 112|3]4|5|6

TM2 | Financial statements are available to the users within the stipulated |1 ({2 |3 |4 |5 |6
as per the regulator

TM3 | Previous reports are easily retrieved when needed 112|3]4]|5]|6
Verifiability

VR1 | All incomes in the financial statements can traced to books of 112(3[4|5|6
accounts and source documents

VR2 | All expenditures in the financial statements can be traced to the 112|3[|4|5|6
books of account and source documents.

VR3 | We prepare source documents for all transactions that take place 112|3]4|5|6

VR4 | Information in our source documents can easily be verified 112|3]4]|5]|6

VR5 | Our financial statements are derived from the balances in the books |1 |2 |3 |4 |5 |6

of accounts

Thank you very much for your time!
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Appendix 1: Krejcie and Morgan Table

Tabla for Delsrmafning Sample Sdze from a Given Population

X = N P Ly =
1y 10 T 14 1300 201
15 14 230 144 L0 207
i} 0 240 145 L L] 30z
25 4 2540 152 1500 =D
a0 e 3 260 155 T E 1
ak 32 270 159 ET00 313
40 S6 280 152 EE00 31T
45 40 240 165 1504 320
50 44 J00 163 ZiHHD 322
55 A5 3z 175 220 327
b 5z 340 181 240k 331
65 i 360 185 DG 335
T Ep 380 1Pl 2Em 32E
Th o3 400 1946 SO0 atn
BO Lo 420 il K ] 346
BS T 4-doh 205 A0 351
i T3 LGN 210 4500 354
o5 T AED 214 1] 257
100 850 Sl -3 bl 000 {3 |
150 BE 550 230G T000 H
120 oz CO0 234 E000 307
130 or G50 249 B000 303
140 103 F00 248 p L]y} 70
1E0 10% 750 25 LA0on a7s
- 1D 113 200 DE Q0D ar7
AT 118 S0 25 30000 370
LED 13 g =p0 0000 380
L] p ey a5 274 STHOHOH 351
00 132 L0 278 TS0 35z
210 130 1L 1/0nlk 2356 LI 354

Haote.~—MN is populaiicn size.
& Ea massple aita,

Source: Krejcie and Morgan (1970)
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