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Abstract

Informed by the auditor general’s report of 2014 in which massive frauds and misuse of the
revenue fund across counties in Kenya were reported, the study sought to establish the link
between internal control and revenue fund management. The study adopted components of
the Committee of Sponsoring Organizations of the Treadway Commission 2013 framework
in its conceptualization. The study arrived at mixed results in terms of the relationship and
nature of association between the components and revenue fund management. In addition, the
study did not provide enough evidence to believe whether or not there existed significant
differences in internal control among county governments in Kenya. This alluded to
inconsistencies in implementation of internal control among the devolved units. Lastly, the
study indicated that even if the framework has been successful in implementation of internal
control among listed companies in the United States, the same framework cannot be
effectively used in implementation of internal control in the context of a devolved system of
government such as is in Kenya.

Keywords: Control environment, Risk assessment, Control activities, Information and
communication, Monitoring activities, Revenue fund management
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1. Introduction
1.1 Background Information

Internal Control has become an important debatable topic in all organizations due to latest
financial crises which spread all over the world (Stefanescu, 2011). Internal control issues are
very important to assure the accuracy, timeliness and reliability of the financial reports to the
organizations (Holsapple et.al.2001). Attention to internal controls has significantly increased
because of regulatory and competitive forces since 1990s. According to Brewer & List
(2005), the objective of internal control is to get work done efficiently and effectively without
the wastage of economic resources. Common objectives of internal control include: reliability
of financial reporting; effectiveness and efficiency of operations and  compliance with
applicable laws and regulation (American institute of Certified Public Accountants,
1996).According to State Bank of Pakistan (2004), objectives of internal control can be
categorized into: performance objectives; information objectives and compliance objectives.

The performance objectives should focus on protection of assets, efficiency in the operation
and risk management. The information objective requires accuracy of records and adequacy
of disclosure. Compliance objective requires ensuring that laws, regulations and internal
polices relevant to the organization are properly implemented. Brown (1962) points out that if
the system of internal control is adequate the probability that fraud or other errors exist is
remote. Internal control plays an important role in preventing and minimizing the occurrence
of errors and fraud. According to Hayes et al., (2005) internal control comprises five
components; the control environment, the entity’s risk assessment process, the information
and communication systems, control activities and the monitoring of controls.

1.2 Problem Statement

The severity of high-profile corporate accounting failure which has increased steadily over
the last decade has led to development of new legislations, standards, codes and guidelines
(IFAC, 2006). An effective internal control system is desired to ensure compliance with all of
these and also to contribute to the safeguarding of assets, including the prevention and
detection of fraud (ACCA, 2010). Internal control is desired to provide some assurance to
stakeholders that scarce resources are not diverted away from basic considerations inherent in
financial management system design (Lee, Johnson & Joyce, 2004). Salawu and Agbeja
(2007) examined auditing and accountability mechanism in the public sector and provided a
significant contribution towards the need for a strong internal control. IFAC (2006); Lee,
Johnson and Joyce (2004); Omolehinwa (2003) share a core principle that good governance
by its nature, demands effective systems of internal control.

Internal control activities are the policies and procedures that help ensure that management
directives are carried out (Walters & Dunn, 2001). Control of the financial decisions covers
the organization, method, process and internal audit established by the administration in order
to ensure that the activities are carried out in compliance with the purpose of the
administration and determined policies and legislation, and that assets and resources are
protected, accounting records kept in an accurate and complete manner and financial and
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management information produced in line and reliable manner.

Public sector organizations deal with large amounts of public funds and operate in a largely
political environment, thereby necessitating a need for a high degree of accountability in the
way in which their financial affairs are being conducted (Prowle, 2010). Furthermore, all
other aspects of finance management in the public sector should be done prudently.
According to Rosen and Gayer (2010) these feelings towards government are inextricably
bound up with its taxing and spending activities as county governments in Kenya are
mandated by the constitution of Kenya(2010) to levy tax to add to the 15 percent of the
equitable share they receive from the national government, which fund is supposed to be
prudently utilized.

In spite of this, the Kenya auditor general’s report (2014) unearthed frauds and misuse of
resources from the devolved revenue fund in several counties across the country. These
frauds and misuse brought to focus whether or not the fund was prudently being utilized and
to whether or not the existing internal control mechanisms were adequate. The main focus of
the study was then to establish the link between internal control and devolved revenue fund
management. This was aimed at providing empirical evidence necessary to inform policy
interventions, to seal loopholes leading to such frauds and misuse but within the context of a
devolved system of government.

1.3 Specific objectives
The specific objectives included:

i. Establishing the observed statistical significance between internal control dimensions and
revenue fund management among county governments in Kenya

ii. Examining the strength of association between internal control dimensions and revenue
fund management among county governments in Kenya

iii. Finding out whether there are significant differences in internal control among counties
in Kenya

iv. Finding out the effectiveness of the Committee of Sponsoring Organizations (COSO)
framework in implementation of internal controls among county governments in
Kenya

1.4 Research Questions

i. What is the observed statistical significance between internal control dimensions and
revenue fund management among county governments in Kenya?

Ii. What is the strength of association between internal control dimensions and revenue fund
management among county governments in Kenya?

iii. Do significant differences in internal control exist among county governments in Kenya?

iv. What is the effectiveness of the COSO framework in implementation of internal controls
among county governments in Kenya?
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2. Literature Review
2.1 Theoretical Review
2.1.1 Internal Control

Internal control refers to the organisation, policies and procedures used to help ensure that
government programmes achieve their intended results. It helps to ensure that the resources
used to deliver these programmes are consistent with the stated aims and objectives of the
organizations concerned and that the programmes are protected from waste, fraud and
mismanagement. Internal control helps ensure that reliable and timely information is
obtained, maintained, reported and used for decision-making (SIGMA, 1996). In general,
internal control describes the systems, processes and methods of managing activities rather
than a specific unit in a ministry or government agency. The major components of internal
controls are control environment, accounting system and control procedures (Harvey and
Brown, 1998). According to Grieves (2000) internal control system available to a firm
consists of: management oversight and the control culture; risk recognition and assessment;
control of activities and segregation of duties; information and communication and
monitoring activities and correcting deficiencies. Robbins (1982) defines internal control
systems as the whole system of controls, financial and otherwise, established by management
in order to carry out the business of the enterprise in an orderly and efficient manner, ensure
adherence to management, safeguard the assets and secure as far as possible the completeness
and accuracy of the records. According to Khan (1994), internal controls are designed to
protect an institution from loss or misuse of its assets.

Internal control requires a strong control environment as well as a coherent framework of
control systems and procedures. The control environment includes management’s philosophy
and operating style, the assignment of responsibility and the policing of internal control
systems and procedures. Internal control involves thorough assessment of the risks facing the
organisation and an identification of useful controls to manage those risks. In a complex
organization, this can be a difficult task and one for which the leadership of the entity may
wish to seek expert assistance. Internal and external auditors are frequently the source of such
assistance (Magaisa, 2004). Because of the importance of internal controls in assuring the
effective control of public funds and the proper execution of the budget, the budget
department of the ministry of finance in many governments plays an active role in
strengthening the management controls of the operating units (McNally, 2013). Managers
should recognize that subordinates perform better if they have a clear understanding of the
mission and goals of the organization and the purpose being served by the activities they are
asked to perform. Channels of communication are part of the management control system.
For example, managers should communicate their performance expectations to subordinates,
who should then define the expectations for their components of the organization that are
needed to accomplish the overall goals of the organization. It is important that
communications flow upward as well as downward (McNally, 2013).
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Internal controls also require the performance of control activities. The notion of control
activities is common also under other names such as policies and procedures for segregation
of duties, proper authorization of activities, taking information in documents, accounting
physical checks on the account assets and documents. (Danescu, 2007), "specific devices"
(Renard, 2002), "internal control mechanisms™ (Arens, 2003) "procedures, internal control
mechanisms and devices” (Oprean et.al, 2007)," internal control devices and instruments,
policies and procedures that support performance management instructions (Morariu, et.al,
2008) and so forth.

2.1.2 Fund Management

Fund management is a very important component of corporate finance because it directly
affects the liquidity, profitability and growth of a firm. It is important to the financial health
of firms of all sizes as the amounts invested in working capital are often high in proportion to
the total assets employed (Atrill, 2006). It involves the planning and controlling of current
assets and liabilities in a manner that eliminates the risk of inability to meet short-term
obligations and avoid excessive investments in these assets (Lamberson, 2005). This
management of short-term assets is as important as the management of long-term financial
assets, since it directly contributes to the maximization of projects’ profitability, liquidity and
total financial performance. Consequently, projects can minimize risk and improve the
overall financial performance by understanding the role and drivers of funds(Lamberson,
2005). In addition, as established by several researchers (Peel and Wilson 2000, Padachi,
2006, Kotut, 2003) efficient management of capital is pivotal to the health and performance
of firms hence their view that firms should employ the use of efficient practices of fund
management as a strategy of improving their value. The literature on working capital
management practices identifies efficiency of cash management, efficiency of receivables
management and efficiency of inventory management as determinants of financial
performance model.

Fund management should be able to manage all amounts coming in as revenue, all monies
going out as expenses and ensure that they are able to sustain each other. The expenses
should not exceed what is being earned (Hany&Maged, 2009). Once in practice, the budget
can be adjusted to prevent an excess of expenditure over income. In order to achieve a
balance, there may be need to borrow from elsewhere be it internally or externally. Money
sourced from other departments or a reserve set aside for that purpose is internal. External
borrowing constitutes funding from lenders like banks and other well established institutions
that are in the business of lending. Alternatively, adjustments of expenditure priorities are an
option (Kawira, 2013).

An institution should learn to use what they have and also make choices on the amount of
risk they are willing to face. Efficient fund management keeps tabs on all aspects of usage
and income. There should be a keen eye on where the money is spent and the justifications
given on the expenditures (Coker & Adams, 2012). The amounts coming in should also be of
closely scrutinized to inform the manager about what he or she is to check on, recommend or
keep a close eye on. Each fund area is allocated its own capital and each section of the
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organization should be clear on where money and resources will come from (Ebimobewei &
Kereotu, 2011).

When funds are received, allocation is made to each section in accordance to their needs and
performance. The sections of the organization should provide a clear guide about how money
is allocated. To realize how they are doing, a comparison should be made with what was
planned and what actually took place (Glance, 2008). This means the budget and actual cash
flow similarities and differences. The two should not differ much as that would mean that
they are not fully utilizing resources or they are misusing what has been allocated; this
sometimes causes funding shortfalls. Constant differences may mean that there may be need
to adjust the budget (Kawira, 2013).

2.2 Theoretical Framework

Some theory and regulation that attempt to explain the relationship between the dimensions
of this paper are fronted. They include agency theory and Sarbanes-Oxley Act of 2002. Their
relevance and application to the study are explained.

2.2.1 Agency Theory

The 1976 article —Theory of the Firm: Managerial Behavior, Agency Costs and Ownership
Structure by Jensen and Meckling helped establish agency theory as the dominant theoretical
framework of the corporate governance literature, and position shareholders as the main
stakeholder (Lan et al. 2010, Daily et al. 2003). The adoption of the agency logic increased
during the 1980°s as companies started replacing the hitherto corporate logic of managerial
capitalism with the perception of managers as agents of the shareholders (Zajac et al.
2004).Given the separation of ownership and control, and the diverging risk profiles of the
participating parties (Eisenhardt 1989, Jensen 1989), it cannot be expected that risk-averse
managers (agents) will act in the interest of risk-neutral shareholders (principals) as it may
not be in the manager*s self-interest to pursue shareholder wealth maximization (Bonazzi et.
al. 2007, Lan et al. 2010, Demsetz et al. 1985). Jensen et al. (1985) argue that the three
prominent problems with management that cause the conflict of interest are, 1) the choice of
effort, 2) differential risk exposure, and 3) differential time horizon. The agency problem in
separating ownership and control is therefore the assumed diverging goals of the
—cooperating parties — the residual claimant and manager (Donaldson 1990, Hendrikse
2003).

In order to resolve agency and risk-sharing problems in principal-agent relationships, agency
theory prescribes two formal (and ideal) types of management mechanisms to govern these
relationships. One is outcome-based management mechanism where both principals and
agents can observe outcomes, and the principals reward agents based on measured
performance outcomes (Ekanayake, 1989). The outcome-based management mechanism
emphasizes results regardless of how the agents achieve them (Choi & Liker, 1995). The
other management mechanism is behavior-based which when applied, principals can monitor
agents’ behaviors and efforts which otherwise are unknown to the principals. The behavior-
based management mechanism emphasizes tasks and activities in agents’ processes that lead
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to the outcomes of the agents (Eisenhardt, 1989).However, a noted problem with performance
based pay is that “dysfunctional behavioral responses where agents emphasize only those
aspects of performance that are rewarded” is present (Prendergast 1999). As such, just as the
principal may learn which incentives work the best, the agent learns which aspects of
performance the principal is interested in and primarily seeks to optimize these exact aspects
(Shapiro 2005, Brickley et al. 1994). The consequence becomes a system where everything is
driven towards meeting measurable targets and not necessarily towards creating real value
and growth (Porter 1992)

2.2.2 Relevance and Application of Agency Theory

Agency theory explains the importance of the relationship between the County government
(Principal) and the County employees (Agent). County governments are responsible for the
actions of their agents and thus must be able to come up with supervision and monitoring
procedures to ensure that they do not suffer losses, material or reputation due to the actions of
their agents. In concurrence with the theories, some unscrupulous agents deviate from
compliance to laid governance procedures for their own interest. Through the use of agency
theory in this study, the role of internal control in guiding the relationship between county
governments and county employees is assessed. The theory helped in determining how
county governments can use their internal control processes to seal loopholes against frauds
and misuse of the revenue fund.

2.2.3 Sarbanes-Oxley Act of 2002

The introduction of the Sarbanes-Oxley Act of 2002 (SOX), as a response to well-publicized
accounting scandals, requires all public companies to disclose internal controls over financial
reporting. Such disclosures of internal control deficiencies became widely available for the
first time following the Sarbanes-Oxley Act of 2002. Section 404 of this regulation requires
management to document their firm’s internal controls and assess their effectiveness (Feng et
al., 2010). Specifically, Section 404 of SOX requires management of public companies to
issue an internal control report in which they take responsibility for maintaining adequate
internal control, and make assertions concerning their effectiveness. Lin and Wu (2006) and
Shenkir and Walker (2006) explain that a sound internal control system rests on adequate and
comprehensive analysis of enterprise-wide risks, and, in order to effectively comply with
Section 404 of Sarbanes-Oxley (SOX), firms are advised to establish enterprise risk
management (ERM). That is also the reason that COSO ERM (2004) expanded on COSO
(1992) Internal Control Framework to provide a more robust and extensive focus on the
broader subject of ERM. Besides the compliance with SOX, the implementation of ERM has
already been documented to improve firm performance (Hoyt et al., 2006; and Nocco and
Stulz, 2006).

2.2.4 Relevance and Application of SOX to the Current Study

The auditor general’s report of 2014 unearthed massive frauds and misuse of the revenue
fund among county governments in Kenya. Such frauds and misuse brought to the fore
whether or not internal control to check against such frauds and misuse were in place. This
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also brought to the fore whether or not such internal controls were effective. The current
study assessed the effectiveness of internal control in revenue fund management among
county governments in Kenya. Assessment of effectiveness of internal control in
organizations is a requirement by SOX, thus its relevance to the study.

A\\ Mac roth i “k International Journal of Accounting and Financial Reporting

2.3 Conceptualization

The study adopted the COSO internal control integrated framework (2013) in its
conceptualization. The model is used in ensuring Sarbanes Oxley Act (SOX) internal control
compliance. The majority of U.S publicly traded companies have adopted the model to do
this. The model is embedded on five components that were used as independent variables in
this study. The components were: control environment, risk assessment, control activities,
information and communication and monitoring activities. The dependent variable was
revenue fund management among county governments in Kenya. Figure 1 illustrates the
model.

Figure 1: Conceptualization Framework

Independent variables Dependent Variable
™
‘ > Control >
environment
£
[ Internal control —p[ Risk assessment | > Revenue fund
'd N\
—»| Control activities management - among
L ) county governments
e N .
Information and
_» . .
communication
N\ J
e N
‘ »| Monitoring
activities
N\ J

Source: Author, 2016
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3. Research Methodology
3.1 Introduction

The section discussed the methodological aspects of the research including the research
design, population of study, sampling procedures and sample size, data collection procedures,
ethical considerations, data analysis and its decision criteria.

3.2 Research Design

Explanatory research design was used in undertaking this research. According to Young
(1990) this is a comprehensive study of social unit, e.g. an individual , a group, social
institution, district or a community. Efforts are made to study each and every aspect of
the subject in minute details and then case data generalization and inferences are drawn
(Leedy,2003).

Explanatory research design depends on the researchers’ perception and gives a clearer
insight because it is direct and not indirect and abstract in its approach. The researcher can
obtain a real record of personal experiences which can reveal the subjects motivations that
drive one to action along with the forces that direct to adoption of certain patterns of
behaviour.

3.3 Target Population

Mugenda and Mugenda (2003) defines target population as the members of a real or
hypothetical set of people to generalize results of the research. The target population of this
study was 33,850 (MoD, 2016) employees from 8 out of 47 county governments in Kenya
and selected one (1) each from the eight provinces in Kenya. But the employees that had
characteristics to be measured included: internal auditors, finance officers, accountants and
revenue officers working in respective counties. Their number was approximately3385
officers. Their categorization was as follows:
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Table 1: Target Population

Category Population Percentage
Frequency
1 Kisii 382 11.3
2 Kakamega 326 9.7
3 Nairobi 1152 34.0
4 Kajiado 321 95
5 Machakos 333 9.8
6 TaitaTaveta 311 9.3
7 Garissa 208 6.2
8 Kiambu 352 10.2
Total 3,385 100.0

Source: Ministry of Devolution (2016).

3.4 Sampling Design

The sample of respondents was determined using the formula adopted from Mugenda
and Mugenda (2003).

TRUS: N = Z2D0M02 e )

Where by n = the desired sample size, z = the standard normal deviation at the desired
confidence level, p = the proportion in the target population estimated to have
characteristics being measured, q = 1-p, d = the level of statistical significance set.

The sample size for the study was estimated within 95% confidence interval (z=1.96) and a
desired accuracy level of 0.05 as follows;

n - (1.96)2 (0.1). (0.9)/ (0.05)2 =138 (approx)
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For this research a total sample size of 138 was adequate. Since 138 was the total sample size
required, this was picked as a proportion of 3,385 using stratified random sampling as
follows;

Table 2: Sampling Design

Category Population Sample Ratio Sample Size
Frequency
1 Kisii 382 0.040 16
2 Kakamega 326 0.040 13
3 Nairobi 1152 0.040 46
4 Kajiado 321 0.040 13
5 Machakos 333 0.040 14
6 TaitaTaveta 311 0.040 13
7 Garissa 208 0.040 9
8 Kiambu 352 0.040 14
Total 138

Source: Author (2016)
3.5 Data Collection Procedures

The data collection procedures involved a number of steps. First, the researchers sought for a
research permit in writing to conduct the study from the University of Nairobi. After the
permission was granted, then the researchers recruited research assistants who were trained
on how to conduct the data collection exercise. The researchers informed the respondents
about the data collection exercise and after consultation agreed on the date of
commencement. The respondents were visited at their respective Counties after being
informed in advance about the data collection exercise.

Data for the study was collected using structured questionnaires which were delivered to the
Counties by the Research Assistants. In order to increase the response rate, research assistants
clarified any arising issues during the filling of questionnaires by the respondents.

3.6 Data Analysis

Quantitative methods were used to analyze the data collected. Quantitative methods permit
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specification of dependent and independent variables and allows for longitudinal measures of
subsequent performance of the research subject (Meyer et al., 1995). The data was cleaned
and analyzed using inferential statistics.

Inferential statistics analysis always involve the process of sampling and the selection of a
small group assumed to be related to the population from which it is drawn (Best & Kahn,
2003).Inferential statistics is used to draw inferences about a given phenomenon in the
population based on the results from a randomly selected sample, and to test hypothesis
and enable the researcher generalize results from the sample of the population. Pearson
product moment correlation analysis was used to establish the nature of association between
variables and multiple regression analysis used to establish the observed statistical
significance among independent variables. The regression equation estimate was in the form;

Y =Byt Bixat Baxa t Baxa t+ Byxs+Bsxste (ii)

Where g is the intercept, 1 measures change in Y with respect to X3, holding other factors
constant, B, measures the change in Y with respect to X, holding other factors constant and B3
measures the change in Y with respect to X3 holding other factors constant, where in this
context X; represented control environment, X, represented risk assessment, X3 represented
control activities,X, represented information and communication and Xsrepresented
monitoring activities.

3.6.1 Decision criteria

t-test was used to test for observed statistical significance of the independent variables. Any
variable that had a probability value of less than 0.05 (p<0.05) was taken to be statistically
significant while a variable that had a probability value greater than 0.05 (p >0.05) was taken
to be statistically insignificant. Pearson product moment correlation coefficients were used to
establish the strength of association between independent variables and the dependent
variable. A variable that had a coefficient close to one (£1) was taken be strongly associated;
a variable with a coefficient close to 0.5 (x0.5) was taken to be moderately associated while a
variable that had a coefficient close to zero (+0.0) was taken to be marginally associated. A
variable with a correlation coefficient of 0.00 was taken to have no association (zero
association) with the dependent variable. F-test (ANOVA) was used to find out whether or
not there were significant differences in internal control among counties under study. A
probability value less than 0.05 (p <0.05) depicted significant differences while a probability
value greater than 0.05 (p >0.05) depicted lack of significant differences. The coefficient of
determination R? was used to find out the effectiveness of the COSO framework in
implementation of internal control among county governments in Kenya. A determination
coefficient less that 0.7 (R* <0.7) depicted that the COSO framework was statistically
ineffective while a coefficient greater than 0.7(R® >0.7) depicted that the COSO framework
was statistically effective and could be used in implementing internal control in the context of
devolved system of government to drastically reduce or end frauds and misuse in revenue
fund management.
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4. Findings and Interpretations
4.1 Findings

On the observed statistical significance of the internal control dimensions, the study indicated
that monitoring activities (t=2.232, p=0.028) was significant and a good predictor of internal
control in revenue fund management while risk assessment (t=1.742, p=0.084) and
information and communication (t=1.715, p=0.089) were insignificant and poor predictors of
internal control in revenue fund management among county governments in Kenya.
Nonetheless, the study did not provide enough evidence on whether or not control
environment (t=3.852, p=0.000) and control activities (t=5.723, p=0.000) were statistically
significant or insignificant as their computed p-values were both found to be zero
(p=0.000).This is as shown in table 3.

Table 3:Coefficients?

Unstandardized Standardized

|Coefficients Coefficients
[Model B Std. Error  [Beta t Sig.
1 (Constant) 916 567 1.616 .109
Control environment 307 .080 .288 3.852 .000
Risk assessment 157 .090 134 1.742 .084
Control activities 397 .069 487 5.723 .000
Lr;‘;z:;nua;:(ggﬁon andl 148 086 139 1715|089
Monitoring activities -.206 .092 -.183 2.232 .028

a. Dependent Variable: Revenue fund management

On the strength of association between the internal control dimensions and revenue fund
management, the study indicated that monitoring activities was strongly and positively
associated (r=0.013, 0.887) with internal control in revenue fund management while control
activities was moderately and positively associated (r= 0.503, 0.000)with internal control in
revenue fund management among county governments in Kenya. Control environment (r=
0.303, 0.001), risk assessment (r= 0.241, 0.008) and information and communication (r=
0.292, 0.001) were found to be weakly but positively associated with internal control in
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revenue fund management as shown in table 4.

Table 4: Correlations

|Revenue Information
fund Control Risk Control [and Monitorin
|managemen environmenfassessmenlactivitie communicatio |g
t t t S n activities
|Revenue  Pearson
fund Correlatio |1 303" 2417 5037 [292™ 013
managemenn
t
S'.g' (2- .001 .008 .000 .001 .887
tailed)
N 120 120 120 120 120 120
IControl Pearson
environmen Correlatio |.303™ 1 -.122 -019 |107 -.143
It n
S'.g' (2- .001 .183 .839 247 120
tailed)
N 120 120 120 120 120 120
IRisk Pearson
assessment Correlatio |.241™ -.122 1 206" 054 049
n
Sig. (2508 183 001|555 596
tailed)
N 120 120 120 120 120 120
IControl Pearson
activities  Correlatio |.503™ -.019 2967 |1 363" 3777
n
N 839 001 000 000
tailed)
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N 120 120 120 120 120 120
Pearson
Correlatio |.292™ 107 .054 3637 1 3377
n
S'.g' (2- .001 247 555 .000 .000
tailed)
N 120 120 120 120 120 120
[Monitoring Pearson
activities  Correlatio |.013 -.143 .049 3777 13377 1
n
SIg. (2 gg7 120 506 000|000
tailed)
N 120 120 120 120 120 120

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

On whether or not there were significant differences among county governments relating to
internal control in revenue fund management, the study did not provide enough evidence to
believe either way as the computed analysis of variance value (F-test) for the study was found
to be zero(p=0.000). Table 5 has the details.

Table 5: ANOVA?

|Mode| Sum of Squares (df Mean Square |F Sig.
1 Regression  }33.556 5 6.711 15.373 .000°
Residual 49.769 114 437
Total 83.325 119

a. Dependent Variable: Revenue fund management
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b. Predictors: (Constant), Monitoring activities, Risk assessment , Control environment,
Information and communication , Control activities

Finally, the coefficient of determination for the study was found to be 0.403 implying that the
adopted COSO framework dimensions i.e. control environment, risk assessment, control
activities, information and communication and monitoring activities only explained 40.3
percent variations in the internal control of the revenue fund. This further implied that the
COSO framework was not effective and could not be used in implementation of internal
controls among county governments in Kenya. See table 6 for the findings.

Table 6: Model Summary

Std.  Error of the
[Model IR R Square Adjusted R Square Estimate

1 635 403 377 661

a. Predictors: (Constant), Monitoring activities, Risk assessment , Control environment,
Information and communication , Control activities

4.2 Discussion

The aim of the first and second objectives was to find out the relationship and nature of
association between internal control dimensions and revenue fund management. The study
provided no evidence to indicate whether or not control environment had neither significant
nor insignificant relationship with revenue fund management. This contradicts the findings of
McKendrick (2011) which indicated that organizations still experience significant control
deficiencies in today’s control environment. The study indicated that risk assessment had an
insignificant weak positive association with revenue fund management. This contradicts the
findings of Gunderson and Hachigian (2010) which reported a significant relationship
between risk assessment and organization’s progress towards its financial goals. The study
did not provide enough evidence to believe whether or not control activities had neither a
significant nor an insignificant relationship with revenue fund management. This as well
contracts the findings by Poupart (2010) whose results reported a significant relationship
between control activities and attainment of firm’s objectives, part of which are financial in
nature. The study also indicated that information and communication had an insignificant
weak positive association with revenue fund management. This concurs with the findings of
orina (2016) which found out that information and communication had an insignificant
positive weak association with organization’s financial growth. Nonetheless, the study found
that monitoring activities had a significant strong positive association with revenue fund
management. This contradicts the findings of orina (2016) which reported an insignificant
positive weak association with financial growth.

On whether or not there existed significant differences in internal control in revenue fund
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management among county governments in Kenya, the study did not provide enough
evidence to believe that there are or there are no such significant differences because the
computed analysis of variance value was found to be zero. However, no results were found to
neither support nor contradict the position of this study. Finally, the study indicated that the
adopted COSO framework dimensions i.e. control environment, risk assessment, control
activities, information and communication and monitoring activities only explained 40.3
percent variations in the internal control of the revenue fund. This implied that the COSO
framework was not effective and could not be used in implementation of internal control
among county governments in Kenya. No study as well was found to neither support nor
contract this position.

4.3 Conclusions

Since the study adopted the COSO internal control integrated framework of 2013 in its
conceptualization, it would be assumed that for the framework to be effectively used in
implementation of internal control in any form of organization, its five components namely
control environment, risk assessment, control activities, information and communication and
monitoring activities are supposed to have significant relationships and strong associations
with internal control. But this study arrived at mixed results. In addition, the study did not
provide enough evidence to believe whether or not there existed significant differences in
internal control among county governments in Kenya. This alluded to inconsistencies in
implementation of internal control in the devolved units. Lastly, the study provided evidence
to indicate that the adopted framework even if it has been successful in implementation of
internal control among listed companies in the United States, the same framework cannot be
effectively used in implementation of internal control in revenue fund management in the
context of a devolved system of government such as is in Kenya. Consequently, to establish
such a framework that can be used effectively in implementation of internal control within a
devolved system of government, the study recommended further research.
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APPENDIX I: QUESTIONNAIRE

NS 3 £ 1 B 1 T

The questionnaire is meant to collect information on internal control and revenue fund
management among county governments in Kenya. Kindly answer the questions by writing a
brief statement or ticking in the boxes provided as will be applicable. The information
provided will be treated as strictly confidential and at no instance will your name be
mentioned in this research. This research is intended for an academic purpose only.

SECTION ONE: DEMOGRAPHIC INFORMATION
1. Name of County (Optional)..........couiiiiniiitii e

2. Gender Male (JFemale (]
3. Age Dbelow 30 years () 30-39 years ) 40-49years[:]50-59 years[:]

4. For how long have you worked in your current position?

i.  Less than one year (_Jii. Between 1-5 years (]

iii. Between6-10years [ ] iv. Over 10 years ()
5. What is your highest level of education? (Please tick one)

i.  Secondary ] iii. Tertiary College ]

ii. Undergraduate (] iv. Postgraduate ()

V. other (specify) ...cvvviiiiiiiii
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SECTION TWO: REVENUE FUND MANAGEMENT
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6. The following are statements about revenue fund management. To what extent do you
agree with these statements? Guide: Strongly Disagree (1), Disagree (2), Neutral (3),
Agree (4), Strongly Agree (5)

No | Description Strongly | Disagree | Neutral | Agree | Strongly
Disagree Agree (5
e e @ IO

(1)

i The existing internal  controls
minimize the risk of the revenue fund
against fraud

ii | The existing internal controls
minimize the risk of the revenue fund
against wastage

iii | The existing internal controls
minimize the risk of the revenue fund
against asset loss

iv | The existing internal controls
improves the efficiency in cash
disbursements

v | The existing internal controls
improves the efficiency in revenue
collection

vi | The existing internal controls
improves the efficiency in inventory
management

vii | The existing internal  controls
improves the efficiency in receivables
management

viii | The existing internal  controls
strengthens liquidity of the fund

iXx | The existing internal controls
strengthens control of current assets
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and liabilities

X | The existing internal controls
strengthens the fund’s capacity to
borrow

SECTION THREE: CONTROL ENVIRONMENT

7. Comment on control environment in revenue fund management. Guide: Strongly
Disagree (1), Disagree (2), Neutral (3), Agree (4), Strongly Agree (5)

No | Description Strongly | Disagree | Neutral | Agree | Strongly
disagree | (2) (3) 4) agree (5)
(1)

i The existing control environment
incorporates integrity and ethical
values in the fund management

ii | The existing control environment
provides requisite standards,
processes and structures in the fund
management

iii | The existing control environment
assigns  specific authority and
responsibility in the fund
management

iv | The existing control environment
provides for specific human resource
policies in the fund management

v | The existing control environment
enforces accountability in the fund
management

vi | The existing control environment
provides requisite  management
philosophy and operating style in the
fund management
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vii | The existing control environment
provides oversight responsibility in
the fund management

viii | The existing control environment

provides a requisite audit committee
in the fund management

SECTION FOUR: RISK ASSESSMENT

8. Comment on risk assessment in revenue fund management. Guide: Strongly Disagree (1),

Disagree (2), Neutral (3), Agree (4), Strongly Agree (5)

No

Description

Strongly
disagree(1)

Disagree

)

Neutral

(3)

Agre
e (4)

Strongly
agree (5)

The  existing  risk  assessment
framework provides processes for risk
identification in the fund management

The  existing  risk  assessment
framework provides processes for risk
analysis in the fund management

The  existing  risk  assessment
framework provides processes for risk
response in the fund management

iv | The existing risk  assessment
framework provides limits for risk
tolerances in the fund management

v | The existing risk  assessment
framework  provides means for
discussion of risk severity in the fund
management

vi | The existing risk  assessment

framework provides processes that
check  for  fraudulent financial
reporting in the fund management
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vii | The existing risk  assessment

framework provides processes that

check for misappropriation of assets

in the fund management
viii | The  existing  risk  assessment

framework provides processes that

check for illegal acts in the fund

management
iXx | The existing risk  assessment

framework provides processes that

check for material omission or

misstatement in the fund management

SECTION FIVE: CONTROLACTIVITIES

9. Comment on control activities in revenue fund management. Guide: Strongly Disagree
(1), Disagree (2), Neutral (3), Agree (4), Strongly Agree (5)

Strongly
disagree(1)

Disagree

)

Neutral

3)

Agree
(4)

Strongly
agree (5)

The existing control activities
provide for development of
processes that  contribute to
mitigation of risks in the fund
management

The existing control activities
provide for control activities over
technology in the fund management

The existing control activities
provide for deployment of control
activities through policies and
procedures in the fund management

The existing control activities
provide for performance reviews in
the fund management
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v | The existing control activities
provide for segregation of duties in
the fund management

vi | The existing control activities
provide for development of
alternative control activities in the
fund management

vii | The existing control activities

provide for effectiveness of
automated controls in the fund
management

SECTION SIX: INFORMATION AND COMMUNICATION

10. Comment on information and communication in revenue fund management. Guide:

Strongly Disagree (1), Disagree (2), Neutral (3), Agree (4), Strongly Agree (5)

No

Description

Strongly
disagree

1)

Disagree

2

Neutral

3)

Agree
(4)

Strongly
agree (5)

The existing information and
communication provides  for
consideration on how the
organization interacts with third
parties in the fund management

The existing information and
communication provides for means
of verification of source of
information in the fund management

The existing information and
communication provides for means
of retention of information used in
financial reporting in the fund
management

The existing information and
communication provides for means
of ensuring reliability and protection
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of information in the fund
management

v | The existing information and
communication provides for means
of assessing the impact of technology
in terms of speed, means and quality
of information in the fund
management

SECTION SEVEN: MONITORING ACTIVITIES

11. Comment on monitoring activities in revenue fund management. Guide: Strongly
Disagree (1), Disagree (2), Neutral (3), Agree (4), Strongly Agree (5)

Strongly Disagree | Neutral | Agree | Strongly
disagree(1) | (2) (3) 4) agree (5)

i The existing monitoring activities
provide for timely reporting of
deficiencies in the fund
management

ii | The existing monitoring activities
provide for means of ascertaining
whether all  internal  control
components are present and
functioning in the fund management

iii | The existing monitoring activities
provide for reporting of serious
matters to senior management in
the fund management

iii | The existing monitoring activities
provide for means of addressing
effectiveness of internal control
components in the fund
management

iv | The existing monitoring activities
provide means of building on-going
evaluation into routine operations
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in the fund management

v | The existing monitoring activities
provide for periodic separate
evaluations in the fund
management
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