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Abstract

Internal audit plays a vital role in the corporate governance process. The per-
ceived poor internal audit practices, mainly caused by a lack of independence,
have resulted in sound corporate governance practices evading the company;
thereby leading to the abysmal performance of the majority of companies. The
study, therefore, seeks to ascertain the practices of internal audit and corporate
governance at Kenema Government Hospital with a specific focus on ascer-
taining the existence of internal financial control systems, assessing the level of
compliance with financial management regulations and identifying the conse-
quences for non-compliance with such regulations. The study adopted the pur-
posive sampling technique, a sample size of twenty-five (25) respondents com-
prising accounting, auditing, and health and administration staff. Interview
guides were used as the main instrument for the collection of data. The findings
of the study revealed that effective internal audit practices and a sound corpo-
rate governance framework enhanced the hospital’s systematic, comprehensive
approach to internal control, which was consistently documented, understood
at the management level and communicated at all levels of the hospital. Nev-
ertheless, there still existed some inconsistencies concerning how internal con-
trols were implemented and enforced and all responsibilities were not clearly
defined. Again, the independence of internal auditors in the hospital was greatly
compromised since, most of the time, they are considered employees of man-
agement. Hence, the views of internal auditors reporting to the board are

merely a formality to satisfy corporate governance requirements.
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1. Introduction

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 an 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 the safe-
guarding of assets. Fraud can easily be detected through internal controls. Such
controls also help accuracy in financial reporting [1]. Internal financial controls
are used by organisations to make sure financial information is accurate and valid.
The existence of internal financial controls is important because they protect the
integrity of an organization’s financial information and allow stakeholders a
measure of financial health. Strong internal controls can also increase the profit-
ability of a company [2].

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 continue to increase [3]. U.S. Government Accountability Office
(GAO) recommends the use of internal financial controls to improve financial
reporting in the public sector [4].

Internal audit functions play a critical role in strengthening corporate govern-
ance and enhancing financial control systems within organizations. Effective cor-
porate governance frameworks have been linked to improved accountability and
transparency in public sector entities [5]. Several studies highlight challenges
faced by government hospitals in developing countries, including limited internal
audit capacity and weak financial controls [6]. However, research specific to Sierra
Leone, particularly in the healthcare sector such as Kenema Government Hospital,
remains limited, underscoring the need for this study. The entire paper outlines
the primary aims of the research, research methodology and findings and recom-

mendations of the study.

2. Survey of Literature

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 activ-
ities, the more care must be given to the design of the internal control systems.

But control systems are effective only if they are installed, maintained, and used
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by competent, dedicated managers. Systems can support such managers, but they

cannot substitute for them.

3. Internal Controls Defined

Evaluating internal controls is one of internal auditing primary responsibilities.
In 1992, the Committee of Sponsoring Organizations of the Treadway Commis-
sion (COSO) [7] 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 objectives in the effectiveness and effi-
ciency of operations, reliability of financial reporting, and compliance with appli-
cable laws and regulations.

This organizational approach provides both profit and non-profit organiza-
tions with a common, accepted, and recommended reference point to assess the
quality of their internal financial controls: Internal Control over Financial Report-
ing—Guidance for Small Public Companies (2006) [8]. 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 sys-
tem 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 [7].

4. 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 im-
proving 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 frame-
works such as the COSO (USA), Turnbull (UK) and CoCo (Canada) emerged,
some of which have recently been reviewed and updated or supplemented. The
COSO’s Internal Control Integrated Framework (1992) and Turnbull’s Guidance
on Internal Control (1999) [9] [10] 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 op-
erations, 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 en-

hanced internal control. Governments and legislators, regulators, and standard
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setting groups came under increasing pressure to take measures to assist in pre-
venting similar shareholder losses from occurring in the future by Professional

Accountants.

5. Elements of Internal Control

Internal financial control systems comprise 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 their operations. COSO Internal Con-
trol—Integrated Framework (1992) [10].

5.1. Control Environment

The control environment is a 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 control systems.

5.2. Risk Assessment

Risk assessment is the 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 assess-
ment always takes change into consideration within the objectives set forth by

Enterprise Risk Management—Integrated Framework (2004).

5.3. Control Activities

Organizations develop control activities to assist in monitoring. 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 en-
sure that management directives are fulfilled. COSO Internal Control—Integrated
Framework, (1992) [10] 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.

5.4. Information and Communications

Information must be identified, captured and communicated timely and effec-
tively 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 fash-
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ion allows control activities and employee responsibilities to be more effectively.
COSO Internal Control—Integrated Framework (1992) [10].

5.5. Monitoring

Monitoring includes assessing the performance of internal control components,
ensuring they are operating effectively. This component includes allowing man-
agers clear responsibility guidelines so that they are able to effectively do their
jobs. It also includes performing evaluations through audits and other independ-
ent parties, ensuring that the company is handling the operations of the business
correctly by COSO Internal Control—Integrated Framework (1992) [10].

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

Internal Control: Guidance for Directors on the Combined Code, commonly re-
ferred to as Turnbull guidance, was issued by the Institute of Chartered Account-
ants of England and Wales (ICAEW) at the request of the London Stock Exchange
to provide guidance to directors of listed companies in implementing the require-
ments 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 compli-
ance nature, as well as internal controls. Internal Control: Guidance for Directors
on the Combined Code (1999), Institute of Chartered Accountants in England
and Wales, UK.

6.1. 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 bene-
fits 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: the set of policies, procedures, practices and organizational structures de-
signed to provide reasonable assurance that business objectives are achieved and
that undesirable events are prevented, detected and corrected. 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 con-
cept of internal control presented in COBIT complements the other two frame-

works, it applies this concept to controls over IT, and not the business as a whole.

6.2. The Sarbanes-Oxley Act (2002) in the Us

In July 2002, the United States Congress passed the Sarbanes-Oxley Act (SOX)
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[11] 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 concen-
trates on improving the accuracy and reliability of corporate disclosures. Its legis-
lation requires companies to develop a system for continuous evaluation of both

internal and external influences on business performance.

7. Objectives of the Study

The overall objective is to assess how internal audit and corporate governance aid
the achievement of organizational goals.
Thus, the specific objectives are to;
B establish the existence of internal financial control systems in Kenema Gov-
ernment hospital.
B determine the level of compliance with internal controls and financial man-
agement regulations.

B establish the consequences for non-compliance with such regulations

8. Research Questions

The research therefore seeks to answer the following questions;

B Are there operational internal financial controls systems in public hospitals?
B Are internal financial control systems complied with in public hospitals?

B What are the consequences for non-compliance with financial management

regulations in public hospitals?

9. Research Methodology
9.1. Method of Data Collection

The principal endeavor of this paper is to assess how internal audit and corporate
governance aid the achievement of organizational goals. 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 Work-
ers of the Hospitals, since this method is quicker in collecting information from a
number of people at the same time. The instruments used were a structured close-
ended questionnaire.

The questionnaire is a data collection instrument, which had a number of items.
Questionnaires were administered to the respondents, and all completed forms
were collected for subsequent analysis. The answers were arranged and coded us-
ing point numeric rating scales [12] as follows: numeric rating scale—Yes, No and
Not Applicable. The questionnaires were used to give respondents time and inde-

pendence to answer the questions.

9.2. Data Set & Sample Design

The full set of cases from which a sample is taken is called the population [12].
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The total population for the study was forty-four (44) personnel of the hospital
categorized as follows; four (4) accounting staff, three (3) workers of Auditing,

thirty (30) health workers and seven (7) administration staff.

9.3. Sample Size

Forty (40) respondents were sampled purposively in order to elicit specific re-
sponses from them.

The sample size for the study is calculated using Yamane’s formula for deter-
mining sample size:

The formula, n= Lz
1+N(e)
where:

e n = sample size
e N = population size = 44

e ¢ = margin of error (typically 0.05 for 95% confidence level)

44
n=—————
1+44(0.05)
44
nN=——
1+44(0.0025)
_
1+1
44
n=—
11
n =40

9.4. Data Analysis

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, tables, pie
charts and percentage were used. The analysis was done with the aid of Microsoft

Excel.

10. Findings and Discussions

This section presents a detailed discussion and analysis of findings of the study
with particular reference to the responses received, findings of the study, tables
and figures and other related charts that are useful to the study. Data collected for
the study were quantitatively and qualitatively analyzed. Thus, the following find-
ings emanated from the study; From Figure 1 it was revealed that show 48% rep-
resenting 19 respondents have worked for the hospital between eleven (11) to
twenty (20) years while 15% have only worked for six (6) to ten (10) years. The
longer an employee works for an institution will have some influence on their

performance and will enhance the organization to achieve its overall objectives
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with regards the implementation of sound internal financial controls.
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Figure 1. Number of years of experience. Source: Field work, 2019.

From Table 1 below out of forty respondents, 63% stated that they have ac-
quired tertiary education while 25% and 12% respectively have basic and second-
ary. The effect of this was that 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 im-

plies that respondents have appreciably high level of education.

Table 1. Educational background of respondent.

Educational Background Frequency Percentage %
Basic 5 12
Secondary 10 25
Tertiary 25 63
TOTAL 40 100

Source: Field work, 2019.

From Table 2, the findings confirmed the assertion of the Tread way commis-
sion of the committee of sponsoring organizations (COSO), 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 s reported above. 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 Com-
panies Reporting on Internal Control over Financial Reporting (Draft for public
comment, 2005). Overall, the control environments in the hospital were very good
and they were in line with COSO standard. The weakest area the hospitals were

management Philosophy and operating style and assignment of responsibilities as
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the accounted for a small portion of the respondents.

Table 2. Control environment.

Frequency Percentage %
Control Environment
Yes No Yes No Total

Integrity and ethical values 25 15 62.5 37.5 40
Commitment to competence 20 20 50 50 40
Governing body 15 25 37.5 62.5 40

M t phil hy and
anagemen p ilosophy an 30 10 75 25 10

operating style

Organizational structure 35 5 87.5 12,5 40
Assignment of Responsibilities 31 9 77.5 22,5 40

Source: Field work 2019.

From Table 3, 62% out of the total respondents, stated that it is important for
organizations to have agreed upon financial reporting objectives which will help
in implementing sound internal control systems. About 25% of respondents con-
firmed that assessment of fraud is significant for attainment of over financial ob-

jective of firms.

Table 3. Risk analysis.

Percentage
(%)

Yes No Yes No TOTAL

Variables Frequency

Importance of financial reporting objectives 25 15 62 38 40
Identification/Analysis of financial reporting
: 15 25 38 62 40
risks
Assessment of fraud risk 10 30 25 75 40

Source: field work 2019.

10.1. Summary of Findings

EXISTENCE OF INTERNAL FINANCIAL CONTROLS IN PUBLIC HOS-
PITALS

It was discovered from the findings that there was existence of internal financial
controls regulated by laid down procedures and indirect application of COSO. As
a government organization it was more concerned about solving what it consid-
ered more pressing issues of fulfilling its objectives than ensuring quality, as it was

not a profit-making entity.

10.2. Level of Compliance and Other Financial Management
Regulations

It was also revealed that the level of compliance was high and compliance to other

financial management regulations like Financial Administration, Procurement
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and Internal Audit Act.

10.3. Implication for Compliance and Non-Compliance

It was also discovered there was strong compliance with the internal financial con-
trols, and this may help to reduce the volume of work for 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

their responsibility was revealed by the study.

11. Conclusion

Internal financial controls were enforced better in profit organizations compared
to non-profit organizations like public hospitals. Non-profit organizations like
public hospitals believed that their objective was not profit making but to concern
themselves with providing health care to their citizenry. Even though public hos-
pitals were complying with internal financial controls and they were not enforced

like profit making organizations.

12. Recommendation

In light of the above findings, the researcher will make the following recommen-
dations:

Effective and efficient internal financial controls come from inspired leadership
(servant Leadership) throughout the organization; from excellent monitoring sys-
tem design; and effective use of information and technology. This concept must
be strongly imbued into the entire machinery of the staff of public hospitals to
create the necessary institutional capacity to foster national development.

It is recommended that the existence and operation of the internal financial
controls system should be effective. For it to be effective, targets should be set for
its operations. It means therefore that the target could be compared to the perfor-
mance.

COSO for a long time has been used indirectly for internal financial controls
for non-profit-making organizations like the public hospitals. It is recommended
that COSO should be used directly as one of the laws and conventions. It will help
to achieve effective and efficient use of scarce resources of non-profit making or-
ganization.

It is recommended that management should take COSO seriously especially
those in non-profit making organizations like the public hospitals to achieve value
for money with the resources at their disposal.

Internal financial controls are a basic responsibility of any manager. To be ef-
fective, the internal financial controls system must have the strong support of the
entity’s leadership.

Itis recommended that policies and procedures should be observed consistently
throughout the Hospitals. Also, irregularities revealed by the internal financial

controls system must attract prompt and effective corrective action. To assure
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continued effectiveness, the Hospitals internal financial control system must be
reassessed frequently.

Even though, no system of internal financial controls can provide an absolute
guarantee against the occurrence of fraud, abuse, inefficiency, and human error.
However, it is recommended that a well-designed system of internal financial con-
trols can give reasonable assurance that significant irregularities will be detected.
At the same time, even well-designed internal financial controls can be defeated
by collusion, especially if that collusion involves senior executives who have the
power to disarm or bypass the control system.

Thus, it is necessary to set priorities. In almost all countries, and especially in
developing and transition economies, the highest priority should be placed on as-
suring the reliability of the financial systems and the integrity and security of the

controls over transactions.
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