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ABSTRACT

The main objective of the study is to evaluate internal financial controls in public
Hospitals using The Regional and Municipal hospitals in Sunyani and The District
hospital, Bechem (Brong-Ahafo) as case study. It was also to establish the existence of
internal financial controls. It was to find out the level of compliance. Further, to
establish the consequences of compliance and non-compliance with regulations. Data
was collected from three (3) Hospitals and twenty-five (25) members of staff. Purposive
sampling and observation technique were used. Questionnaires and structured interview
techniques were used to gather data regarding internal financial controls in the three
Public Hospitals. Data analysis and presentation were done with the aid of Microsoft
Excel but carefully done to give the researcher a hand-on experience in carrying out
such an exercise. The research period covered six (6) months. It was discovered from the
findings that there were existence of internal financial controls regulated by Financial
Administration, Procurement, Internal Audit Agency Acts and indirect application of
Committee of Sponsoring Organizations of the Treadway Commission (COSQO). It was
revealed that the level of compliance was high and this is very commendable and must
be encouraged. It was also discovered there was fair amount of compliance but sanctions
are rarely given to a person who does not comply with the laws and conventions of
internal financial controls. It is recommended that punitive action need to be instituted
to caution perpetrators, so people will not have the motivation to circumvent the internal
control structures because it is not worth it. This would help to enhance and improve the
internal control to achieve effective and efficient internal control operations. It was
recommended that pre-audit should be done for all transactions and seriousness need to
be attached to it. This would help to use conventions and regulated framework well. This
would help to avoid so many avoidable issues which may not appear before external
auditor in future. It was recommended that audit units need to be strengthened in the
public hospitals. It was recommended that review of internal control need to be done
from time to time, so that new standards can be embraced for performance and

improvement.
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CHAPTER ONE

INTRODUCTION

1.0 Introduction to the Study

Internal financial controls are systems within a company that design methods and
procedures to produce effective operations, establish reliable financial reporting, avoid
fraud and maintain compliance with regulations and laws. Internal financial controls
evaluation is meant to help institution review and assess the structure of accountability
within the organization. An effective system of internal financial controls gives
assurance regarding the integrity of financial reporting and safeguarding of assets. Fraud
can easily be detected through internal controls. Such controls also help accuracy in

financial reporting (Asare, 2006).

Internal financial controls are used by organisations to make sure financial information
is accurate and valid. The existences of internal financial controls are important because
they protect the integrity of an organisation's financial information and allow
stakeholders a measure of financial health. Strong internal controls can also increase the

profitability of a company (Krishnan, 2005).

Public corporations have shareholders demanding accountability. However, in public
hospitals accountability demands are not as strong. In the case of hospitals, the taxpayers
and donors typically are late in taking action, but because of funding questions, the

incentives for and number of effective internal financial controls in the public sector



continues to increase (Hardimam, 2006) U.S. Government Accountability Office (GAO)
recommends the use of internal financial controls to improve financial reporting in the

public sector (George, 2005).

1.1 Statement of the Problem

There are various components of internal financial control systems used to develop and
evaluate an organisational financial regulatory compliance. These components are
control environment, risk assessment, control activities, information and communication
and monitoring. They need to work together to form a strong set of methods and

procedures the company follows in its operations.

In addition to these internal control system, there are other laws and institutional
frameworks and are established to ensure sound financial administration of state and
other enterprises. Among these are The 1992 Constitution of the Republic of Ghana, the
Criminal Code of 1960 (Act 29), the Financial Administration Act (Act 654), the Public
Procurement Act (Act 663), and the Internal Audit Agency Act (Act 658) and other
various legal frameworks to enhance the effectiveness and efficiency of internal
financial controls and to ensure financial accountability in public sector financial

administration in Ghana.

The Corruption Perceptions Indices (CPI) suggests a prevalence of corruption in African
countries (Transparency International, 2006). Hence, there is apparent risk of senior

public officers overriding internal financial controls to achieve their private gains.



With increasing donor support for the health sector and increasing budgetary allocation
there are calls for stringent financial management to ensure value for money and thereby
increase the total wellbeing of the country. Therefore, there is the need to evaluate
effectiveness and efficiency in the implementation of internal financial controls in public

sector entities like the Public Hospitals.

1. 2 Objectives of the Study

I.  The research is to establish the existence or otherwise of internal financial
control systems in public hospitals.
ii.  To find out the level of compliance and other financial management regulations
that is in operation.
iii. To establish the consequences for compliance or non-compliance of such
systems and regulations.

iv.  To make necessary recommendation.

1.3 Research Questions

The health sector continues to be plagued by difficulties in achieving the various targets
despite the increases in donor support as well as budgetary allocation.
The research therefore seeks to answer the following questions.

i. Are there operational internal financial controls systems in public hospitals?

ii. What are the other conventions and laws that govern financial management in

the hospitals?



iv.

To what extend are these systems and laws being complied with or otherwise
applied in the hospitals?

What are the difficulties in their implementation?

1.4 Significance of the Study

The significance of the study would be as follows:

The choice of Public hospitals for this research is because public hospitals
provide critical access points for our health needs (Huang, 2005) because of their
special commitment to serving the citizenry (Bazzoli, 2003).

The research would enable the government to be aware of the internal financial
controls associated with non-profit making organisation like in the health sector
and to find appropriate steps in addressing them.

The personnel of the sector would become aware of the problems and with the

recommendations, and thus be in a better position to solve them.

iv.  Findings from the dissertation are expected to give managers insight into internal
financial controls in place and to appropriate it to achieve results.
v.  This study can be used as reference for further research.
1.5 Scope of the Study

In evaluating the internal financial system controls in non-profit making organisations

like public hospitals, three public hospitals had been considered for the dissertation one

District, one Municipal and one Regional to enable comparisons. The target units or

departments are accounting, auditing, administrative staff and medical personnel in the

public hospitals.



1.6 Limitations of the Study

The major limitations associated with the dissertation were:

Ideally, the study should have covered all the public hospitals in Ghana based
upon accessibility associated with locations of the facilities. However, three
public hospitals were chose from Brong-Ahafo Region due to time constraints
and limited financial resources.

Due to resource constrains the sample size was limited to three public hospitals
targeting four departments or units. They are accounting, auditing and

administrative staff and medical personnel.

1.7 Structure and Organization of the Study

Vi.

Vil.

Chapter one, covers the dissertation introduction and context, the statement of
the problem, dissertation questions, the objectives of the study, significance of
the study, scope, limitations of the study, and structure and organisation of the
study.

Chapter two examines relevant literature where various views from different
authors are reviewed.

Chapter three concentrates on the methodology of the dissertation.

Chapter four focuses on the data, interpretation, analysis and research findings.
Chapter five covers the recommendations and conclusion.

Bibliography

Appendices



CHAPTER TWO

LITERATURE REVIEW

2.0 Introduction

Evaluation of internal controls is an essential part of the structure and operations of any
organization. The larger and more complex the organization and its activities, the more
care must be given to the design of the internal controls systems. But control systems are
effective only if they are installed, maintained, and used by competent, dedicated

managers (Krishnan, 2005).

2.1 Internal Controls Defined

Evaluating internal controls is one of internal auditing primary responsibilities.
In 1992, The Committee of Sponsoring Organizations of the Treadway Commission
(COSO) defined internal control as a process effected by an entity's board of directors,
management and other personnel, designed to provide reasonable assurance regarding
the achievement of objective in the effectiveness and efficiency of operations, reliability
of financial reporting, and compliance with applicable laws and regulations: Internal
Control—Integrated Framework (Committee of Sponsoring Organizations of the

Treadway Commission (COSO), 1992).

This organizational approach provides both profit and non-profit organisation with a
common, accepted, and recommended reference point to assess the quality of its internal
financial controls: Internal Control over Financial Reporting — Guidance for Small

Public Companies ((COSO), 2006).



A company’s objectives, its internal organization and the environment in which it
operates are continually evolving and, as a result, the risks it faces are continually
changing. A sound system of internal control therefore depends on a thorough and
regular evaluation of the nature and extent of the risks to which the company is exposed.
Since profits are, in part, the reward for successful risk-taking in business, the purpose of
internal control is to help manage and control risk appropriately rather than to eliminate
it (Doyle, 2006).

2.2 Regulatory Frameworks and Guidelines for Internal Financial Controls
systems

As the severity of high-profile corporate accounting failures has increased steadily over
the last decade, there has been a corresponding increase in the development of new
legislation, standards, codes and guidelines to assist organizations in improving their
internal controls.The recognition of the critical importance of internal controls is evident
in the key frameworks and guidelines on the subject. In the 1990s internal control
frameworks such as the COSO (USA), Turnbull (UK) and CoCo (Canada) emerged,
some of which have recently been reviewed and updated or supplemented. The COSQO’s
Internal Control Integrated Framework (Committee of Sponsoring Organizations of the
Treadway Commission (COSO) 1992) and Turnbull’s Guidance on Internal Control
(1999) both took a much broader approach to internal control than Sarbanes-Oxley, in
terms of scope, objectives and approach. They focused on all controls covering the
company’s entire range of activities and operations, not just those directly related to

financial reporting and adopted a risk-based approach to internal control. In addition,



there are many other publications on the theory and benefits of internal control. Internal
controls became a highly pertinent and topical business issue at the beginning of the 21st
century following a series of large corporate scandals and failures. These failures led to
calls for enhanced internal control. Governments and legislators, regulators, and
standard setting groups came under increasing pressure to take measures to assist in
preventing similar shareholder losses from occurring in the future by (Professional

Accountants in Business Committee, 2006).

2.3 Elements of Internal Control

Internal financial controls systems comprise of five interrelated components. These
components are used to develop an internal control system and are also the means for
evaluating it. These components work together to form a strong set of methods and
procedures that organisations follow in its operations (Committee of Sponsoring

Organizations of the Treadway Commission (COSOQ), 1992).

2.3.1 Control Environment

The control environment is the component of internal controls. It includes factors such
as integrity, ethical values, competence of the workers and the management's philosophy
in the organization. It is the component that provides the foundation needed for the other
components to build on in internal financial controls systems (The Committee of

Sponsoring Organisations of the Treadway Commission (COSO), 2005).



2.3.2 Risk Assessment

According to (The Committee of Sponsoring Organizations of the Treadway
Commission (COSO), 2004) risk assessment is that component which is used for
identifying risks in the system. For risk assessment to be effective, preventative
measures are put into place by establishing clear objectives. This component identifies
and analyzes possible risks internally and externally. This component manages risk by
developing precise procedures to achieve consistent objectives within the organization.

Risk assessment always takes change into consideration within the objectives set forth.

2.3.3 Control Activities

Control activities include policies, procedures and practices developed to increase risk
management strategies. Specific control activities include separation of duties,
verifications, reconciliations and physical security of assets. These policies are designed
to ensure that management directives are fulfilled (Committee of Sponsoring
Organizations of the Treadway Commission (COSO), 1992). Again, COSO, 1992
observed that due to the wide range of control activities and the volume and nature of
the evaluation procedures, evaluation of the third component of internal control system,

namely control activities, is limited only to the qualitative evaluation.



2.3.4 Information and Communications

Information must be identified, captured and communicated timely and effectively and
is achieved through this internal control component. This component is designed to
allow employees the ability to carry out their responsibilities in the best manner
possible. Information must be communicated externally as well to all parties involved in
the company. Information that is communicated in this fashion allows control activities
and employee responsibilities to be more effective (Committee of Sponsoring

Organizations of the Treadway Commission (COSO), 1992).

2.3.5 Monitoring

Monitoring includes assessing the performance of internal control components, ensuring
they are operating effectively. This component includes allowing managers clear
responsibility guidelines so that they are able to effectively do their jobs. It also includes
performing evaluations through audits and other independent parties, ensuring that the
company is handling the operations of the business correctly (Committee of Sponsoring

Organizations of the Treadway Commission (COSO), 1992).

2.4 Internal Control: Guidance for Directors on the Combined Code (The Turnbull
Guidance)

Internal Control: Guidance for Directors on the Combined Code commonly referred to

as Turnbull guidance (Institute of Chartered Accountants 1999) at the request of the

10



London Stock Exchange to provide guidance to directors of listed companies in
implementing the requirements in the Combined Code relating to internal control.

Turnbull further states that, “For the purposes of this guidance, internal controls
considered by the board should include all types of controls including those of an
operational and compliance nature, as well as internal controls (Institute of Chartered

Accountants, 1999).

2.4.1 CICA’s Criteria of Control Board Guidance on Control

CICA’s Criteria of Control Board Guidance on Control (CoCo) (Canadian Institute of
Charted Accountants, Canada 1995) defines control as comprising “those elements of an
organization (including its resources, systems, processes, culture and tasks) that, taken
together, support people in the achievement of the organization’s objectives.”

The guidance is intended to be useful in making judgments about designing, assessing

and reporting on control.

2.4.2 Comparison of COSO, CoCo and Turnbull

As internal control frameworks, COSO, Turnbull and CoCo complement each other.
They each see internal control as a process/set of processes designed to facilitate and
support the achievement of business objectives. Each of the frameworks takes the wider
approach to internal control, covering consideration of significant risks in operations,
compliance and financial reporting. Objectives such as improving business effectiveness

are included, as are compliance and reporting objectives. The narrow approach to

11



internal control is usually restricted to internal control over financial reporting

(Professional Accountants in Business Committee, 2006).

Underlying each of the three frameworks is the fundamental principle that effective
internal control is a process effected by people that supports the organization in several
ways, enabling it to provide reasonable assurance regarding risk and to assist in the
achievement of objectives.

Fundamental to each of the frameworks is that internal control is integral to the activities

of the company, and not something practiced in remote corners.

2.5 Control Objectives for Information and Related Technology (COBIT)

In recognition of the importance of IT internal controls, an IT internal controls
framework, Control Objectives for Information and Related Technology (COBIT) was
developed in 1996 as a reference framework for developing and managing internal
controls and appropriate levels of security in IT. COBIT provides a set of generally
accepted IT control objectives to assist entities in maximizing the benefits derived
through the use of IT and developing the appropriate IT governance and control in a

company.

COBIT adapted its definition of internal control from COSO as the set of policies,
procedures, practices and organizational structures designed to provide reasonable
assurance that business objectives are achieved and that undesirable events are

prevented, detected and corrected.

12



While COSO and Turnbull focus on the achievement of business objectives at the
overall entity level, COBIT focuses specifically on information technology. Therefore
while the concept of internal control presented in COBIT complements the other two
frameworks, it applies this concept to controls over IT, and not the business as a whole

(COBIT 4.0 n.d.).

2.6 The Sarbanes-Oxley Act (2002) in the US

In July 2002, the United States Congress passed the Sarbanes-Oxley Act (SOX) in an
effort to reduce public concern over a number of high profile corporate failures in the
US. It was hoped that SOX would assuage the concerns of investors and restore

confidence in corporate reporting.

The Sarbanes-Oxley Act concentrates on improving the accuracy and reliability of
corporate disclosures. Its legislation requires companies to develop a system for

continuous evaluation of both internal and external influences on business performance.

SOX focuses on one specific aspect of internal control, that related to internal control
over financial reporting whereas, as been previously noted, the key internal control
frameworks such as COSO, Turnbull and CoCo take a wider business-led approach and
cover all controls.

Professional Accountants in Business Committee, Information Paper August, 2006.

13



2.7 Recent Developments in Internal Control

Since 2002, a number of bodies around the world have looked at current guidelines and
best practice in the area of internal control in response to the same business scandals that
prompted SOX. In the UK during 2004 and 2005, the Turnbull Review Group reviewed
the 1999 guidance, making very few changes. In Hong Kong, the Hong Kong Institute of
Certified Public Accountants (HKICPA) produced a document entitled Internal Control

and Risk Management.

2.7.1 The King Report on Corporate Governance for South Africa

The King Report on Corporate Governance for South Africa was published in 2002 and
recommends risk management and internal control should be practiced throughout the
company by all staff, and should be embedded in day-to-day activities (The Committee

of Sponsoring Organizations of the Treadway Commission (COSO), 2004).

2.7.2 Fédération des Expert Comptables Européens (FEE)

At a European level, the Fédération des Expert Comptables Européens (FEE) produced a
discussion paper in March 2005 which includes a review of best practice amongst
companies in risk management and internal control, a review of regulatory
developments in the US and EU in response to the high-profile accounting scandals, and
a survey of regulatory requirements on risk management and internal control in EU

Member States (Professional Accountants in Business Committee, 2006).

14



2.7.3 Internal Control in the Netherlands

The Dutch approach is based on managing and controlling, responsibility and right of
say, and on accountability and supervision. Integrity and transparency are key issues.
The strength of internal control is based on creating checks and balances between key

stakeholders and by identifying separate responsibilities for the:

¢ (Independent) Supervisory Board,
e Management Board (Two tier board system);
e Annual Meeting of Shareholders; and

e External Auditor.

The report provided voluntary recommendations applicable to both listed and other types

of enterprises, including not-for-profit.

2.8 The Legal Framework of Financial Administration and Transparency in Ghana

2.8.1 Financial Administration Act, 2003 (Act 654)

The Act defines clearly the powers and responsibilities of financial stewards (individual
office holders) and their precise roles. It defines the central players in the financial
administration of the country, the assignment of responsibilities, their functions and
roles. This includes the duties of the Controller and Accountant-General.

The act among others establishes the conditions for the control and management of

public funds, the central mechanism for the control of public finances, outlining the
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principles by which funds are collected into the consolidated fund, kept and disbursed,
the modalities for the collection of revenue.

More importantly it establishes budgetary control over public finances related to revenue
and expenditure, and to receipts and payments describing the conditions under which
appropriations are made. Government expenditure is subject to annual legislative
appropriation.

It empowers the Controller and Accountant-General to ensure that payments from
appropriations are lawfully made. No payment must be made except in a manner
provided by law. Specific enactments may give continuing authority for payments such
as charged expenditure and establishes principles under which Government Accounts
are managed and kept, the preparation of government accounts and the reporting of final
accounts of government.

It describes the conditions for liability, offences and penalties and the establishment of
Financial Administration Tribunal (The Institute of Chartered Accountants Ghana,

2010).

2.8.2 Internal Audit Agency Act, 2003, (Act 658)

The internal audit agency Act 2003, (Act 658) is arranged into three sections.

Part one establishes the internal audit agency as an apex oversight body to coordinate,
facilitate and provide quality assurance for internal audit activities within the public
sector. The agency is to set standards and procedures for internal audit within the public
service;

It is the duty of the agency to ensure that the financial, managerial and operating

information reported internally and externally is accurate, reliable and timely;
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Part two establishes internal audit units within MDA’S and MMDA’S and provides for
professionalism and competence, integrity and confidentiality. The Agency has
responsibility for issues relating to standards, ethics, training, research and other

technical and professional matters;

Part three prescribes the submission of annual report of the agency to the President with
a copy to the Auditor-General.

It establishes penalties for providing false information and failure to produce documents
requested by the Director-General (The Institute of Chartered Accountants Ghana,

2010).

2.8.3 Public Procurement Act, 2003 (Act 663)

The Public Procurement Act 2003, (Act 663) is divided into nine (9) parts and covers the
following:
(1) The Act establishes the Public Procurement Board, its precise powers, and its
reporting system;
(2) It provides for Procurement Structures, their scope of application, tender entities
and their evaluation system;
(3) It establishes Tendering Procedures, provision of Tender Documents, and
clarification and modification of tender documents;
(4) It establishes the procedures for the submission of tenders, tenders securities,

evaluation of tenders and acceptance system;
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(5) It establishes the methods and procedures to engage the services of consultants;

(6) It establishes a review system involving procurement, administration, application
if rules and suspension of procurement proceedings;

(7) It establishes the procedures for disposal of stores, plant and equipment;

(8) It establishes miscellaneous provisions covering code of conduct; and

(9) Request for information by the board, statutory audits, review of threshold levels
public access to legal texts and international obligations (The Institute of

Chartered Accountants Ghana, 2010).

2.9 Importance of Internal Controls

Research found effective and efficient internal controls as a result of independent audit
committee characteristics of size, of meeting frequency and financial expertise to serve
(Bedard, 2004).

For public corporations finds the association between independent audit committee and
internal controls problems (Krishnan, 2005). She compares 128 public corporations who
changed auditors and had reported internal controls deficiencies from 1994-2000 with
those firms who did not change auditors and had no internal financial controls
deficiencies.

Commercials entities which have effective and efficient internal controls have
characteristics like independent audit committee, increase committee size and financial
expertise, positively influence financial reporting and reduce the likelihood of
misstatement or restatement (Abbott, 2004) (J. D. Carcello, 2000) (Krishnan, 2005).
Generally, public hospitals committees function, composition, and effectiveness differ

from audit committees of public corporations.
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Corporate independent audit committee seem to influence corporate internal controls
(Committee of Sponsoring Organizations of the Treadway Commission (COSO), 1992)
(Krishnan, 2005) (New State Attorney General, 2005) (Securities and Exchange
Commission (SEC), 2003a). The model audit committee charter identifies specific duties
related to internal financial controls and financial reporting. Most corporate committees
take their role on internal financial controls seriously (J. D. Carcello, 2002) (DeZoort,

1997) and engage in the examination of internal financial controls (Krishnan, 2005).

Current AICPA standards require the external auditor communicate to the audit
committee about significant deficiencies in the entity’s internal financial controls
(American Institute of Certified Public Accountants (AICPA), 2006) whether
government funded or not. In some non-profit hospitals, (Pridgen, 2007) found internal
financial controls to be less effective than corporate internal financial controls,

especially if not government funded.

Business corporations consider all types of control including those of operational or
compliance nature as well as internal controls. The systems of internal controls have an
essential role to play in ensuring that a business is well run and its strategic objectives

achieved.

By increasing quality of internal controls of corporations obtain a significantly lower

cost of debt financing (Anderson, 2004). Other studies in public corporations find that
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improved internal financial controls related to improved quality financial reporting

outcomes (Agrawal, 2005). Internal controls have great impact on corporations.

Internal control over financial reporting has long been recognized as an important
feature of a company (Kinney, 2000). However, prior to Sarbanes-Oxley, standards in
place were very limited in scope. The sole statutory regulation of internal control over
all SEC registrants was the Foreign Corrupt Practices Act (FCPA) of 1977 and the only
required public disclosure of significant internal control deficiencies for all SEC firms,

when disclosing a change in auditors (Geiger, 2002) (Krishnan, 2005).

Internal control is a major focus of recent regulatory changes under Sarbanes-Oxley.
However, empirical research on the evaluation of internal financial controls quality prior
to Sarbanes-Oxley is extremely limited. The most direct evidence is provided by
(Krishnan, 2005). She examines 128 internal control deficiencies (including significant
deficiencies that are not classified as material weaknesses) reported from 1994-2000 in
firms that changed auditors. Her focus is on the association between audit committee
quality and internal control quality, which she finds to be positively related. However,
her sample is limited to firms that changed auditors (Doyle, 2006). Present a much
broader study of the evaluation of internal financial controls problems with our sample
of 779 unique firms disclosing material weaknesses in the three years following the

effective date of Section 302.

To provide evidence on the pervasiveness of material weakness disclosures prior to
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Sarbanes-Oxley (Doyle, 2006) search all the EDGAR database for the three years prior
to Section 302 (from August 1, 1999 to August 1, 2002) using the keywords “material
weakness” and “material weaknesses.” They identify 61 distinct disclosures of material
weaknesses. Of these 61 disclosures, 40 are listed changes in and Disagreements with
Accountants on Accounting and Financial Disclosure, and pertain to a change in auditor,
the mandatory disclosure requirement discussed above. Among the 21 voluntary
disclosures noted, six were disclosed in conjunction with a restatement of the financial
statements, four with the disclosure of theft or fraud, and two were identified and
disclosed by new senior management. Clearly there has been a marked increase in the
disclosure of material weaknesses following the passage of Sarbanes-Oxley, opening the

door to many new studies in this area.

2.9.1 Benefits of Internal Controls

Under the current operations of business in general, the importance of the internal
control can be divided into the following (Rittenberg October, 2005).

1. Detecting error and fraudulence. Through the enhanced structure of internal
control, which includes the establishment and improvement of control
environment, according system and control program, the possibility of error and
fraudulence can be diminished to the minimum level.

2. Decreasing illegal conduct. The regulations a business entity needs to comply
with can be subtle and complicated. If a reckless conduct leads to results of law
breaking, it might not only damage the public image of the entity (reputation

risk) but also carries the risk of difficulties of operation due to time consuming
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law suits and indemnities. The establishment and enhancement of internal control
helps in decreasing illegal conducts.

Improving the competitiveness of the business entity. A well built —in and
efficient internal control system contributes to the success of a business entity. In
the highly competitive market, a well-managed internal control system guards
the business entity from failure. The small scale of internal control inside the
business entity improves employee’s understanding of company goals and
objectives and builds up the concepts of internal control; employees tend to carry
out more exactly on the company policies and programs thus the operating
efficiency can be improved as a whole. Good control means that risks are
identified and dealt with effectively.

Improving the quality of data. Strong internal control processes should lead to
more efficient operation and improve the quality of data management, directors
and shareholders can rely on to make decisions.

Helping to create the business infrastructure. Many new businesses fail because
they do not build a control infrastructure to match the business visions of their
founders.

Decreasing auditors’ fees. Effective internal control system allows auditors to

rely on it and by reducing the auditing time and effort, the fee can be decreased.

2.10 Limitations of Internal Financial Controls

A foundation concept underlying the definition of financial control is that a financial

control structure provides only reasonable assurance that agency objectives will be

achieved. Limitations are inherent in all financial control systems. These results from
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poor judgement in decision-making, human error, management’s ability to override
controls, collusion to circumvent control, and consideration of costs and benefits relative
to financial control. No matter how financial control operates, some events and
conditions are beyond management’s control (Lannoye, 1999).

No system of controls can be an absolute guarantee against the risk of wrongdoing or
honest error. Any system that attempted to reach that goal, especially in a complex
organization, would impose costs far out of proportion to the risks and create rigidities
for the organization. Thus the proper goal of the control system should be to provide
“reasonable assurance’ that improprieties will not occur or that if they occur, they will
be revealed and will be reported to the appropriate authorities. With this in mind,
managers should be aware of certain risks involved in building and maintaining

management control systems (Pridgen, 2007).

2.10.1 Design flaws

It has been stressed that management control systems must be designed for the specific
organization, operations, and environment in which they will function, after careful
consideration of the risks involved in that particular situation. Managers are sometimes
tempted to shortcut the design process, such as by adopting the control systems designed
for another organization. This can be dangerous. A flawed design may leave the
impression of safety but may overlook important risks in one part of an operation while

creating unnecessary inefficiencies in another.
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2.10.2 Poor implementation

The best-designed system will achieve its goal only if it is implemented properly.
Managers and supervisors at all levels must be vigilant to assure that everyone complies
with applicable control procedures. Even more importantly, the required procedures
must be ones that workers will be comfortable using at all times, and which they will not
be tempted to ignore when the procedures become inconvenient or in times of pressure
and stress. Meeting this criterion is one of the key considerations in the design of
effective control systems. Managers should also plan ahead for alternative arrangements
that might need to be put in place in the event an emergency requires bypassing the

regular procedures.

2.10.3 Poor response to reported anomalies

Control systems are designed to call attention to events that depart from normal
expectations. For the systems to remain effective, it is essential that supervisors and
managers respond properly to such alerts. The triggering event should be investigated
promptly to determine if an irregularity was involved. If so, corrective action should be
initiated. Failure to respond effectively to reports of anomalies will quickly undermine
the effectiveness of the control system. This should also be a factor in the design of
control systems.

Care should be taken to avoid making the systems so sensitive that they yield frequent
“false alarms’. If this happens too frequently, valid alarms might be ignored (Pridgen,

2007).
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2.10.4 Collusion

Any system of controls can be defeated if a sufficient number of dishonest key
individuals conspire to subvert them and are able to falsify the relevant documents. A
sufficiently complex set of controls can make it difficult to assemble the needed number
of conspirators, but at a potentially great cost in organizational inefficiency.
Conspiracies of this sort usually come to light when they are observed (and reported) by
someone who is not a party to the conspiracy, or when there is a falling out among the
conspirators. They may also be detected during a routine audit if substantial amounts of
funds are involved or if the conspirators are not sufficiently careful in falsifying the

documents.

2.10.5 Wrongdoing by top managers

Management controls are designed to help control the organization on behalf of its
management, not to control the top managers themselves. The managers can easily
circumvent the control systems, bypassing the controls directly or instructing or
authorizing others to do so. There are many examples of dishonest top managers evading
the control systems to commit various forms of fraud and abuse. In a large organization,
however, such activities are usually noticed by subordinates. Thus, the best protection
against wrongdoing by top managers may be an environment of openness, in which
workers are encouraged to report evidence of irregularities, confident that they will not
be punished for being disloyal to their superiors. Such openness in an organization

becomes part of the control environment.
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Management controls are an essential part of the structure and operations of any
organization. The larger and more complex the organization and its activities, the more
care must be given to the design of the control systems. But control systems are effective
only if they are installed, maintained, and used by competent, dedicated managers.

Systems can support such managers, but they cannot substitute for them.

2.10.6 Personnel Errors or Mistakes

The financial control system is only as effective as personnel who implement and
perform the control. For example, employee may misunderstand instructions and make
error of judgement. Employees may also make mistakes because of personal
carelessness, distraction or fatigue. The auditor should carefully consider the quality of

the entity’s personnel when evaluating financial control (Williams, 2000).

2.10.7 Judgement

Effective financial control may be limited by the realities of human judgement.
Decisions are often made within a limited time frame, without the benefit of complete
information, and under time pressures of conducting agency business. These judgement
decisions may affect achievement of objectives, with or without good financial control.
Financial control may become ineffective when management fails to minimise the
occurrence of errors for example misunderstanding instructions, carelessness,

distraction, fatigue or mistakes (Lannoye, 1999).
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CHAPTER THREE

RESEARCH METHODOLOGY
3.0 Introduction
This chapter discusses the methods used to obtain the relevant data for the study, the
research design, the sample and the sampling procedure, the instruments, the problems

the researcher encountered in collection of the data.

3.1 The Research Design

As this study concern itself with evaluation of internal financial controls in public
hospitals, a case study of Regional Hospital and Municipal Hospital both at Sunyani and
Bechem Government Hospital, District Hospital at Bechem, the plan adopted by the
researcher was to obtain answers to research questions formulated. Questionnaires were
the main instruments used to collect data. The use of questionnaire was employed to
collect data from Accountants, Internal Auditors, Administrators and Health Workers of
Public Hospitals, since this method is quicker in collecting information from a number
of people at the same time. Secondly, the questionnaire was the most convenient method
of eliciting responses to questions.

The questions were based on the following units of analysis and they are background
information, control environment, risk assessment, information and communication and

monitoring.
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Preliminary questionnaires were distributed to some of the prospective respondents from
the organization studied for discussions, suggestions and their comments. This was
followed by final questionnaire designed which was self-administered.

To evaluate the above parameters, respondents were given option among “Yes”, “No”

and “Not Applicable” possible answers to each question.

3.2 Justification for the Method used to Design the Research

Purposive sampling according to (Dane 1990), is a type of non-probability sampling in
which the researcher consciously selects specific elements or subjects for inclusion in a
study in order to ensure that the elements will have certain characteristics relevant to the
study.

Dane, 1990 again points out that, the advantage of purposive sampling is, it allows the
researcher to home in on people or events, which have good grounds in what they
believe, will be critical for the research.

This type of sampling permits the selection of interviewees whose qualities or
experiences permit an understanding of the phenomena in question, and are therefore

valuable. The people interviewed were people who understood the research in question.
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3.3 Population of Study

Table 1: Number of Staff of the Hospitals Sampled

Hospital Frequency Percentage (%)
Regional Hospital 700 67

Municipal Hospital 175 17

District Hospital 167 16

Total 1,042 100

Source of data: from the field, February, 2011

The full set of cases from which a sample is taken is called the population (Saunders

2007). The total population is one thousand and forty-two (1042) staff which represented

100%

3.4 Sampling procedures
Table 2: Sample for the Study

Respondents category | Number | Regional | Municipal | Bechem Percentage
of Hospital | Hospital Government | 100%
people. | Sunyani | Sunyani Hospital

Accounting Staff 13 el 1 1 52

Auditing Staff 3 1 1 1 12

Health Workers 6 4 1 1 24

Administration Staff 3 1 1 1 12

Total population 25 17 4 4 100

Source of data: from the field, February, 2011
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The population constitute the three public hospitals. From the above the table the
population for this organized study was twenty-five (25) made up of thirteen(13)
workers of Accounting, three(3) workers of Auditing, six(6) Health Workers were
workers working in other departments apart from accounting, auditing and

administration and three(3) Administration staff.

3.5 Sampling Technique

In this study, samples were selected to enable the views of the staff and their manager to
be explored and understood. Twenty-five (25) individuals were sampled purposively in
order to elicit specific responses from service deliverers. Thirteen (13) members of
Accountants formed 52%, three (3) Internal Auditors formed 12%, six (6) Health
Workers 24% and three (3) Administrators 12% of three public hospitals representing
key service deliverers. For Regional Hospital, Sunyani the selected people were
seventeen (17), accounting staff eleven (11), auditing one (1), administration staff one
(1) and health workers four (4). For the Municipal Hospital, Sunyani and Bechem
Government Hospital each hospital have accounting, auditing, health worker and

administration staff were selected to answer the questionnaire.

3.6 Instruments Used

The researcher employed methods that would aid the collection of data for the study.
The instruments used were a structured close-ended questionnaire. The questionnaire
was a data collection instrument, which had a number of items. The researcher gave the
respondents time and independence to answer the questions. This was also because of

the high literacy level of respondents and also to provide the respondents with

30



anonymity to freely answer the questions. Example with name excluded it provided the
respondents with opportunity to answer the questions more truthfully and conveniently.
The questionnaire was self-administered by the researcher through personal visits to the
premises of the selected public hospitals. The data collection covered a period of two
weeks. The instruments were given out to the respondents to be left alone to respond. On
the average it took ten minutes for a respondent to complete the instrument. This was
possible through the personal visit to each respondent selected.

At the end of the exercise, the researcher collected the questionnaire for analysis. The
documentary source was journals, Text books and magazines. The internet also helped

the researcher to get information for the research work.

3.7 Validity and Reliability of data collection

The procedures for collecting data were valid and reliable since primary data gathering
technique was mostly used through out to collect information for the analysis. In most
case, questionnaires proved positive because the people knew what they were doing.
This manifested in the high active response rate to questionnaires. The nature of the
issues and processes under discussion necessitated the use of qualitative analyses for the
data collected. The data collected was edited to check contradictions and ensure
consistency. In analyzing the primary data, descriptive and inferential statistics such as
percentages were used. The analysis was done with the aid of Microsoft Excel but
carefully done to give the researcher a hand-on experience in carrying out such an

exercise.
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3.8 Hospitals Profile

Regional Hospital is located at the Penkwase Sunyani-Techiman road with staff of
Seven Hundred. It serves as a referral centre. It is new hospital recently commissioned
by His Excellence Vice President John Mahama. The Municipal Hospital used to be
Regional Hospital and the Regional Hospital moved to the new premises then the old
premises was turned to Municipal Hospital with a staff strength of one hundred and five
(175). It serves Sunyani Municipality and its villages around. The Municipal Hospital is
located adjacent to District Police Station, Sunyani. Bechem Government Hospital is
located in the Tano South District capital in Bechem. It is hospital for Bechem

community and villages around Bechem.
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CHAPTER FOUR

ANALYSIS OF FINDINGS AND RESULTS

4.0 Introduction

The focus of this chapter is to analyse the field data and examine the findings in the light
of the objectives of the study. This chapter provides information on the data collection
procedure adopted, analysis of the data and findings. The responses from the
respondents are described, analysed and inferences made to established relationships.
The quantitative data collected from the questionnaire interviews were coded for

analysis. Microsoft Excel Spreadsheet was used to analyse the quantitative data.

4.1 Background Information

With a questionnaire as the main research tool to gather data from the respondents, the
first section of the chapter was intended to gather data on the background information of
the respondents. These include name of the institution, name of the location of the
facilities, number of years of experience, number of years worked for the institution,
higher level of education, job type, grade/position, number of staff and number of
departments and frequency tables were used in analyzing the data gathered from the

respondents.
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4.2 Number of Years of Experience

Table 3: Number of years of work experience of respondents

E)‘(‘g?ieern?; Yearsof | roquency |RHS | MHS | BGHS E)Zr)ce”tage
1-5years 7 4 2 1 28
6-10years 14 9 2 3 56
11-20years 4 4 Nil Nil 16
21-35years Nil Nil Nil Nil Nil

Total 25 17 4 4 100

Source of data: from the field, February, 2011

Table 4 also makes it clear that out of twenty-five respondents, seven (28%) were 1- 5
years, fourteen (56%) were 6-10 years, four (16%) were 11-20 years and no percentage
from 21-35 years. In the distribution of questionnaire no attempt was made at selecting
candidates based on experience grouping. It was rather thought that all representations
would be credible. At the end of the study it was realized that all the respondents had
spent some time with the institutions and their responses were a reflection of their
experiences. This also implies that staff of the hospitals is well distributed in the various
experience brackets and if well utilized a good blend of youthful energy and adult
experience will help achieve the evaluation of internal financial controls of the

organization.
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4.3 Number of Years worked for the Organisation

Table 4: Number of Years worked for the Organisation

Number of Years Frequency | RHS MHS BGH er)centage
1-5years 16 13 2 1 64
6-10years 6 1 2 3 24
11-20years 3 3 Nil Nil 12
21-35years Nil Nil Nil Nil Nil

Total 25 17 4 4 100

Source of data: from the field, February, 2011

Table 5 also makes it clear that out of twenty-five respondents, sixteen (64%) had 1- 5
years, six (24%) were 6-10 years, three (12%) were 11-20 years and no percentage from
21-35 years. The various number of years worked in the institution have some influence
to help the hospital to achieve the evaluation of internal financial controls of the

organization.

4.4 Highest Level Educational Background
Table 5: Educational Background of respondents

Education Level | Frequency | RHoS MHoS BGH Percentage (%0)
Basic 0 Nil Nil Nil 0
Secondary 5 5 Nil Nil 20
Tertiary 12 6 3 3 48
Other 8 6 1 1 32
Total 25 17 4 4 100

Source of data: from the field, February, 2011

From table 6 out of twenty-five respondents, five (20%) have had Secondary education,
twelve (48%) have had Tertiary education. Eight (32%) have had professional education

apart from University education. The study revealed that as much as 80% of the
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respondents have had Tertiary Education and professional education with the rest having
Secondary education. The effect of this was the respondents had no problems in
responding to the questionnaire. It means that they may have the capacity and ability to
adopt to any financial framework the hospital may choose.

As far as educational attainment was concerned the majority of the respondents had
tertiary education. This implies that respondents have appreciably high level of
education.

4.5 Job type of Respondents
Table 6: Job type of Respondents

Job Type Frequency | RHoS MHoS BGH Percentage (%)
Accounting 13 11 1 1 52

Auditing 3 1 1 1 12

Health

Workers 6 : . ! 2
Administration | 3 1 1 1 12

Total 25 d=f/ 4 4 100

Source of data: from the field, February, 2011

This variable seeks to identify the types of jobs performed by the respondents. From
table 7 above, majority of the respondents (52%) were performing accounting duties,
12% perform auditing task, 24% are health workers and 12% perform administrative

functions and duties.

Twenty-five (25) people were selected of which thirteen (13) 52% from accounting staff,
auditing staff three (3)12%, health workers six (6) 24% and administration three (3)
12%.

From the above statistics it is clear that the responses reflect what is happening at the

various areas of work within the various health institutions selected.
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4.6 Grade/Position of Respondents

Table 7: Job Grades of Respondents

Grade/Position Frequency RHoS MHoS BGH I(’(;Or)centage
Accountants 13 11 1 1 52

Internal Auditors 3 1 1 1 12
Administrators 3 1 1 1 12

Health Workers 6 4 1 1 24

Total 25 17 4 4 100

Source of data: from the field, February, 2011

From table 8 above it was revealed that most of the respondents thirteen (52%) were

accountants, from table 8 above, and while six (24%) constitute health workers, three

(12%) hospital administrators and three (12%) were the internal auditors.

In the area of profession of the respondents, most of them were accountants. This is

because among the four groups that were interviewed the accountants constitute the

largest. This means the conclusions from their responses will indicate the level of

internal controls at place in the various institutions.
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4.9 Control Environment

Table 8: Response for Control Environment

. . . Municipal Bechem Gov’t

Hospital Regional Hospital Hospital HosD.
RESPONSES YES NO YES NO YES NO
Integrity and Ethical 47 53 50 50 50 50
Values
Commitment to il 29 75 25 75 25
Competence
Governing Body 82 18 75 25 75 25
Management 65 35 50 50 50 50
Philosophy and
Operating Style
Organizational 94 6 b 25 75 25
Structure
Assignment of 47 53 50 50 50 50
Responsibilities
Human Resource 88 12 100 0 75 25
Policies and Practices
Total s 29 68 = 64 36

Source of data: from the field, February, 2011

From table 9 the respondents in the Regional Hospital Sunyani, 71% responded “Yes”

for existence of control environment and 29% responded “No”. It means therefore that

the control environment is quite effective. However, in terms of integrity and ethical

values, and assignment of responsibilities it was found that the control environment was

weak.

The respondents in the Municipal Hospital Sunyani, 68% responded “Yes” for existence

of control environment and 32% responded “No”. It means therefore that the control
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environment is effective. However, human resource policies and practices were found to

be the weakest in the control environment.

From table 9 the respondents in the Bechem Government Hospital, 64% responded
“Yes” for existence of control environment and 36% responded “No”. It means therefore
that the control environment is effective. However, in terms of integrity and ethical
values, management philosophy and operating style assignment of responsibilities were

weak in the control environment.

The findings confirmed the assertion of the Treadway commission of the committee of
sponsoring organizations (COSQO), that it is management responsibility to set up the
internal control system and that the internal auditor’s role is to evaluate the effectiveness
or otherwise of the system. The assessment of the components of internal control for
each hospital is reported above. This assessment is based on the detailed evaluation

contained in the control questionnaire in appendix 1.

Control environment is the component that provides the foundation needed for the other
components to build on in internal financial controls systems. Guidance for Smaller
Public Companies Reporting on Internal Control over Financial Reporting (Draft for

public comment, 2005)

Overall, the control environment in Regional, Municipal and Bechem Government
Hospital were very good and they were in line with COSO standard. The weakest area

in the three Hospitals is human resource policies and practices.
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4.10 Risk Analysis

Table 9: Response for Risk Analysis

Institutions Regional Municipal Bechem  Govt
Hospital Hospital Hospital

Responses YES NO YES NO YES NO
Importance of financial

reporting objectives 65 35 75 25 50 50
Identification/Analysis of

financial reporting risks 71 29 75 25 75 25
Assessment of fraud risk 47 53 50 50 50 50
Total 61 39 67 33 58 42

Source of data: from the field, February, 2011

From table 10 the respondents in the Regional Hospital Sunyani, 61% responded “Yes”
to the Existence of Risk Assessment and 39% responded “No”. It means therefore that
the risk assessment is generally effective. However, in terms of risk analysis fraud risk

was the weakest in the risk assessment.

From table 10 the respondents in the Municipal Hospital Sunyani, 67% responded “Yes”
to the Existence of Risk Assessment and 33% responded “No”. It means therefore that
the control environment was effective. However, assessment of fraud risk was average

in the risk assessment.

From table 10 the respondents in the Bechem Government Hospital, 58% responded
“Yes” to the Existence of Risk Assessment and 42% responded “No”. It means therefore
that the risk assessment was good. However, identification and assessment of fraud risk

are very average in the risk assessment.
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Risk assessment component identifies and analyzes possible risks internally and
externally by Enterprise Risk Management — Integrated Framework (2004).

All hospitals seem to be aware of the common risks, but risks are not documented or
formalized, periodical re-assessments are not made, and formal or informal risk policies
are lacking. Although the managers appear to be well aware of general threats, risks
concerning finances. In risk analysis component, the COSO framework does not state
specific approaches, but rather principles which should be followed in risk assessment.
4.11 Control Activities

As a reminder, one of the components of COSO that is the control activities factor was

not quantitatively evaluated in present study.

4.12 Information and Communication

Table 10: Information and communication

N Regional — . Bech ’

Institutions cglona Municipal Hospital echem Gov’t
Hospital Hospital

Responses YES NO YES NO YES NO
Information Needs 32 18 75 75 75 75
Information Control 71 29 75 25 75 25
Existence of Information
Systems 59 41 50 50 50 50
Effectiveness of Information a5 55 40 60 35 65
System
Communication with
outside parties 47 53 50 50 25 75
Total 65 35 63 37 56 44

Source of data: from the field, February, 2011
In observing the hospitals’ official accounting policies and procedures, it turned out that

procedures related to financial control were regulated at different levels.
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From table 11 above, out of 100% responses from the RHS, 65% responded “Yes” to
Information Communication and 35% responded “No”. It means therefore that the
information and communication was generally effective. However, communication with

outside parties was the weakest in the information and communication.

From table 11 above, out of 100% responses from MHS, 63% responded “Yes” to
Information Communication and 37% responded “No”. It means therefore that the
information and communication is generally effective. However, effectiveness of

information system and communication with outside parties’ information were average.

Out of 100% responses from BGH, 56% responded “Yes” to Information
Communication and 44% responded “No”. It means therefore that the information and
communication is generally effective. However, information needs and information

control were weak in the information and communication.

Regional Hospital had extensive information systems in place as well as personnel data
were integrated into one system. The weakest part of all three hospitals in terms of
information and communication system can be considered to be communication with
outside parties, as the communication was low personalized, the clients do not have a
personal contact in the hospital and the training system for newcomers was very basic.
Municipal Hospital information system was also integrated to capture all relevant
information in the hospital.

Bechem Government Hospital information system was also integrated to capture all

relevant information in the hospital.
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Information and communication component is designed to allow employees the ability
to carry out their responsibilities in the best manner possible (Committee of Sponsoring

Organizations of the Treadway Commission (COSQO) 1992).

4.13 Monitoring

Table 11: Monitoring

Institutions Regional Municipal Bechem Gov’t
Hospital Hospital Hospital
Response YES NO YES NO YES NO
Ongoing Monitoring 75 25 75 25 70 25
Separate Evaluation 75 25 50 50 50 50
Reporting Deficiencies 75 25 75 25 50 50
Performance Evaluation | 80 20 85 15 85 15
Total 75 25 67 33 58 42

Source of data: from the field, February, 2011
From table 12 above, out of 100% responses from the RHS, 75% responded “Yes” to
Monitoring and 25% responded “No”. It means therefore that the monitoring was very

effective.

From table 12, out of 100% responses from the MHS, 67% responded “Yes” to

Monitoring and 33% responded “No”. It means therefore that the monitoring is generally

effective. However, separate evaluation was average in the Municipal Hospital.
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From table 12 out of 100% responses from the BGH, 58% responded “Yes” to
Monitoring and 42% responded “No”. It means therefore that the monitoring was
generally effective. However, separate evaluation and reporting deficiencies were

average.

Monitoring component includes allowing managers clear responsibility guidelines so
that they are able to effectively do their jobs by COSO Internal Control - Integrated

Framework (1992)

All the three hospitals monitor controls to be sure that they were effective. Regional,
Municipal and Bechem Government hospitals, ongoing monitoring was performed
through financial and operating information; deficiencies were in general investigated
and reported to the management. All the internal auditors were not responsible to only
one public hospital but had other hospitals that they took care of. One auditor may be

responsible for at least three hospitals in the region.
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4.14 Compliance with Ghana's financial provisions

Table 12: Compliance with Ghana's financial provisions

Institutions Regional Municipal Bechem Gov’t
Hospital Hospital Hospital

Response YES NO YES NO YES NO
Provisions adherence 90 10 80 20 75 25
Provisions importance 80 20 75 25 80 20
Consequences for | 75 25 90 10 90 10
compliance

Consequences for non- | 80 20 85 15 70 30
compliance

Total 81 19 82 18 79 21

Source of data: from the field, February, 2011

From table 13 above, out of 100% responses from the RHS, 81% responded “Yes” to

use of internal financial controls provision and 19% responded “No”. It means therefore

that the use and compliance level of financial laws was very effective.

From table 13, out of 100% responses from the MHS, 82% responded “Yes” to financial

provision controls and 18% responded ‘“No”. It means therefore that the financial

provision controls was generally effective. However, 100% were expected for

compliance of the provisions in the Municipal Hospital.

From table 13 out of 100% responses from the BGH, 79% responded “Yes” to financial

control provisions and 21% responded “No”. It means therefore that the compliance
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level of financial control provisions was generally effective. However, a full compliance
was expected.

Financial control provisions help Managers to manage and operate the organization’s
accounting systems, so as to ensure the accountability of all officers transacting such
operations and facilitate the efficient discharge of such operations. Public Sector

Accounting: The Institute of Chartered Accountants Ghana (ICAG), 2010.
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CHAPTER FIVE

FINDINGS, RECOMMENDATION AND CONCLUSION

5.0 Summary of findings

It was found that the hospitals have systematic, comprehensive approach to internal
control, which is consistently documented, understood at management level and
communicated to personnel. However, there were still some inconsistencies concerning
how internal controls are implemented and enforced and also all responsibilities are not
clearly defined.

It was found out that it is easier to develop a good internal control system in smaller
hospital due to fewer personnel, more personal contacts and less administrative
bureaucracy.

However, the effectiveness of internal control does not automatically translate into the

internal financial success of the hospital due to the inherent limitations.

5.1 Existence of Internal Financial Controls in Public Hospitals

It was discovered from the findings that there were existence of internal financial
controls regulated by Financial Administration Act, Audit Agency Act and indirect
application of COSO. As a Government organisation it was more concerned about
solving what it considered more pressing issues of fulfilling its objectives than ensuring
quality, as it was not a profit making entity. Therefore, periodic checks need to be done

to maintain the existence of internal financial controls
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5.2 Level of Compliance and other Financial Management Regulations

It was revealed that the level of compliance was high and compliance to other financial
management regulations like Financial Administration, Procurement and Internal Audit
Agency Act. This is very commendable and must be encouraged. Therefore, there
should be yardstick to access whether objectives are being met in the internal financial

controls.

5.3 Implication for Compliance and Non-compliance

It was also discovered there was strong compliance with the internal financial controls,
and this may reduce the volume work of the auditor. On the other hand, human error in
the use of judgment, simple processing errors and mistakes, collusion of staff in
circumventing controls and unscrupulous people abusing that responsibility can override
controls. Sanctions should be given to a person who does not comply with the laws and

conventions of internal financial controls.

5.4 Implementation

Analysis of the data revealed that there were no difficulties in the implementation of the
conventions and regulated framework for internal control however, the speed and
seriousness for the implementation is rapid in profit making enterprises compared to

non-profit making organisations like public hospitals (Krishnan 2005).
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Recommendations

It was recommended that the existence and operation of internal financial controls
system was not enough but its operations should be effective. For it to be effective
targets should be set for the operations. It means therefore that target could be compared
to the performance.

COSO for a long time has been used indirectly for internal financial controls for non-
profit making organisation like the public hospitals. It is recommended that COSO
should be enforced. It will help to achieve effective and efficient use of scarce resources
of non-profit making organisation.

It is recommended that punitive action need to be instituted to caution perpetrators, so
people will not have the motivation to circumvent the internal control structures because
it is not worth it.

It was recommended that generally acceptable good practices should be adopted. This
would help to enhance and improve the internal control to achieve effective and efficient

internal control operations.

It was recommended that pre-audit should be done for all transactions and seriousness
need to be attached to it. This would help to use conventions and regulated framework
well. This would help to avoid so many avoidable issues which may not appear before
external auditor in future.

It was recommended that audit units need to be strengthened in the public hospitals. The
good work that would be done by the units would reflect the improvement and

performance of the hospitals.
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It was recommended that internal control should be taken seriousness so that it can
provide value for money for all transactions. This would help the management to realise

the importance of internal control.

It was recommended that review of internal control need to be done from time to time,
so that new standards can be embraced for performance and improvement. It would help
to change weak conventions, regulated framework and new conventions and regulated

framework can be accepted for operations.

Public hospitals need not be dependent exclusively on their own knowledge and
experience in the development of effective management controls, auditing and program
evaluation. Technical assistance is available in all these areas from multilateral
institutions, donor nations and professional organizations. The assistance can take the
form of providing relevant documents, formal training and temporary secondment of

experts, as well as financial support.

Conclusion

Whilst undertaking the research a number of issues, which could have impacted
positively on the current findings, were identified in the course of the study. Due to time
and resources constraints, these were not considered and it is hoped that they could be
useful areas for future study. However, it is felt that future research in this area would

benefit from the suggestions listed below;
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= The bulk of the previous studies have evaluated the financial controls by using
case studies. A further study could be extended to all the municipal hospitals in
the country by taking sample from all of them.

= Like the previous studies, the present study used a relatively small sample size
compared to the total population. A future study could use a larger sample size to

analyse the same issue under consideration.

The hospitals management teams should determine the nature and extent of the formal
documented review of internal financial controls. No external attestation is required to

be made on the audit committee’s statement on internal financial control.

The hospitals management teams should deploy specific measures and controls to

address effective internal financial controls into overall management.

The hospitals should accelerate implementation of the ongoing internal financial control
and devote additional attention and resources to building an organizational culture and

incentive structure that addresses ineffective internal financial control.
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APPENDIX 1

QUESTIONNAIRE TO THE MANAGEMENT AND STAFF OF PUBLIC
HOSPITALS

This questionnaire is intended for the collection of data that will help the researcher to
the case study entitled ‘An Evaluation of the internal financial controls in Public
Hospitals’ which has been chosen for the case study. The exercise is for academic
purpose only in partial fulfilment for the degree of Commonwealth Executive Masters in
Business Administration. Whatever information you give will be kept confidential.
Kindly, complete this questionnaire with appropriate answers with brief reasons or tick
where necessary.

Background Information

1. Name of the institution

3. Number of years of experience.

i. 1-byears

ii. 6-10years
iii. 11-20years
iv. 21-35years

4. Number of years worked for the institution.
I. 1-5years
ii. 6-10years

iii. 11-20years
iv. 21-35years
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5. Higher Level of Education:
i Basic {}
ii. Secondary {}
{1}

iii. Tertiary

V. Others (SPECIY) oo e,
6. Job Type

i. Accounting {}

ii Auditing {}

iii. Administration {9

v, Health Worker {}
7. Grade/Position

i. Accountant {}

ii. Internal Auditor { }

iii. Administrator  { }

iv. Director {}

V. Health Worker  { }
8. Number of Staff
9. Number of Departments.

Control Environment Yes | No | N/A Additional Information

10. What is the highest decision
making body of this institution?

11. Has the governing board
established policies regarding such
matters as acceptable business
practices, conflicts of interest and
codes of ethics?
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12.

Does the entity have performance
goals or targets which may test
employees’ adherence to ethical
values?

13.

14.

Is there an internal audit function
and/or audit committee?

Is the Internal Audit independent
of the management?

15.

Avre there advisory boards,
committees, or other separate
groups to oversee certain functions
of the hospital?

16.

Does the audit committee represent
an informed, vigilant and effective
overseer of the financial reporting
process and the entity’s internal
control structure?

17.

Have entity officials given a high
priority to its internal control
structure?

18.

Is the entity’s internal control
objectives documented?

19.

Are lines of authority and
responsibility clearly defined?

20.

Do employees receive periodic
evaluations that identify training
needs and opportunities for
improvement?

Risk Assessment

21. Do you perform periodic risk

assessment?

22. Does management provide for

appropriate corrective action, based on

the significance and likelihood of
occurrence of the risks identified?

23. Has Management put in place

compensation controls?
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Information and Communication

24. Have employees’ specific duties been
clearly communicated to them?

25. Has the institution got code of
conduct?

26. Has the consequences of improper
conduct been clearly communicated to
all employees?

27. Has the entity informed outside parties
(e.g., vendors) of the entity’s ethical
standards?

28. Are complaints from external sources
reviewed at an appropriate
management level since they can point
out control problems?

29. Does the governing board make
certain that the advice and
recommendations of external auditors
are implemented?

Monitoring

30. Did the entity have a regular internal
control review?

31. Are inventories, supplies, and other
assets checked regularly?

32. Are meetings with employees used to
provide management with feedback on
whether internal control is effective?

33. Are employee suggestions on internal
control considered and acted upon as
appropriate?
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Financial Provisions

34.

Avre these provisions adhered to in the
public hospitals’, the Procurement,
Internal Audit Agency and Financial
Administration Acts?

35.

Avre these provisions, the Procurement,
Internal Audit Agency and Financial
Administration Act important to
internal financial controls?

36.

Do you comply with these provisions:
the Procurement, Internal Audit
Agency and Financial Administration
Acts?

37.

Is there punishment for non-
compliance of these provisions the
Procurement, Internal Audit Agency
and Financial Administration Acts?
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