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Abstract

Internal controls are processes planned and implemented by management in order to give rational assurance concerning the
performance of a firm based on its objectives in respect to operational efficiency and compliance of existing rules and
regulations. The general objective was to find out the influence of internal controls on the financial performance of tea
processing firms in Kenya. The specific objectives included establishing the influence of internal audit function, to determine
the influence of segregation of duties, to determine the influence of monitoring controls and to establish the influence of
budgeting on the financial performance of tea processing firms in Nyamira County. The study will contribute to the present
body of knowledge on internal controls and financial performance. The study focused on determining relationship between
internal controls and financial performance of tea processing firms in Nyamira County. This study adopted descriptive
research design. Target population was be 420 comprising of top managers, head of departments and finance/accounts
department employees. Sample size will be 30% of the total population that is 126 respondents. Data was analyzed through the
use of descriptive statistics and multiple linear regression analysis. The multiple linear regression models were used to
estimate the causal relationship between financial performance and the independent variables. SPSS Version 21 was used for
analysis of the different variables in this study. The four independent variables that were studied (internal audit function,
segregation of duties, monitoring controls and budgeting) explain a substantial 68.7% of financial performance among tea
processing firms in Nyamira County. It was established that there was a positive relationship between internal audit function,
segregation of duties, monitoring controls and budgeting and financial performance. The study therefore concludes that
effective internal audit controls has a positive influence on financial performance of tea processing firms in Nyamira County.
The study recommends that companies should employ skilled and competent professional internal auditors to strengthen the
internal controls.
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1. Introduction

Tea is a manufactured drink that is most consumed across the globe. It was discovered about 2700BC, thus, it is ranked among
the oldest beverages in the world. Today, tea is available for consumption in six main varieties that are based on the technique of
oxidization and fermentation applied. According to FAO (2015), tea has specific agro-climatic requirements only available in the
tropical and subtropical climates. Additionally, some varieties can tolerate marine climates of the Washington and the British
mainland areas of the Unites States.

Internal controls are processes planned and implemented by management in order to give rational assurance concerning the
performance of a firm based on its objectives in respect to operational efficiency and compliance of existing rules and regulations
(Mwindi, 2008).Corporate governance is fundamental component of effectiveinternal controls in firms. To realize good corporate
governance firm’s management must identify and prevent all risks which might affect the company’s financial performance
ranging from operational risks, financial internal controls and all other areas associated with the actions of the firms.Ability of a
firm to realize maximum profit relies in the part of developing a strong internal audit function in safeguarding assets to improve
financial performance of an organization through reporting (Ndungu, 2013).

Internal controls should be designed to help organization in specifying objectives with sufficient clarity to enable the
identification and assessment of risks relating to objectives of that particular firm. In order for the organizations to improve their
financial performance they need to identify risks to the achievement of objectives across the entity and analyze the risks as a basis
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for determining how the risks should be managed (COSO, 2013). Fraud is considered a potential risk in achieving organizational
objectives. Changes that can bring major changes in internal controls should be identified and assessed to minimize the risks.

In Kenya, the processing sector in which the study is based on is one of the major contributors to the economic development of
the country. According to the National development Plan 2002-2008 it contributes to employment of a large population of the
country’s workforce and also contributes about 13% of Gross Domestic Product (Tunji, 2013). Although Kenya processing sector
is still small when compared to those of industrialized countries, it is still the largest in East Africa (Aosa, 2012). Ownership of
processing firms is a major dimension because it has a strong bearing on the organization’s performance and control. In terms of
sector concentration, large tea companies in Kenya account for a large proportion of processing sector’s output and employment.
From the above arguments, provides reason why the internal control in the processing sector will be interpreted as an organized
consolidation of functions and procedures, within a complete system of controls established by the management and whose
purpose is the successful function of the business. The objectives which include efficiency and effectiveness, reliability of
financial reporting and compliance with relevant laws and regulations are key guides on the measurement of profitability hence
gaining relevance of the study.

Financial performance is a measure of company’s policies and operations in monetary terms. It is a general measure of a firm’s
overall financial health over a given period of time, and can be used to compare similar firms across the same industry or to
compare industries or sectors in aggregation. Positive financial performance in a manufacturing firm can be achieved by
eradicating waste in benefits services processes and systems. The “critical success factor” for a manufacturing firm is the degree
to which it fulfils its set objectives and mission in terms of being efficient, effective and economical. The information obtained
from a sound internal control system as reflected from financial statements will provide a report on a firm’s financial performance
and position that is useful to a wide range of users for assessing the stewardship and making economic decisions (Davies, 2005).

Internal Control Systems are very instrumental in achieving the firm’s set mission and objectives; hence Value for Money. The
main approach to VFM is the firm’s control over the use of resources in order to achieve its set objectives. Heads of departments
should establish sound arrangements for planning, appraising, authorizing and controlling operations in order to achieve positive
Financial Performance. Financial Performance and Value for Money are used to assess whether or not a firm has obtained the
maximum benefit from the goods and services it acquires and / or provides, within the resources available to it (LGIAM, 2007).

The most effective way to improve Financial Performance is by reducing the level of irregularity and fraud through
improvements in the firm’s systems of internal financial control. Shareholders need to be assured that their resources are being
used efficiently and effectively in providing the right service at the least cost. Financial Performance analysis needs to pay
attention to total risks and is related to concepts of efficiency and effectiveness (Deakin, 1998).

2. Research Problem

In Kenya the tea sector is the second leading foreign exchange earner and it is the most significant agricultural sub-sector
subsidizing twenty six percent of the total foreign exchange earnings.Those farmers earning low bonus payments have threatened
to abandon tea farming or by selling to the highest bidder. KTDA has recognized decline in returns and the variation in bonus
payment among the tea processing firms to various internal controls which are adopted by the various firms (KTDA, 2016). Hence
the study seeks to fill the research gap in determining the influence of internal control on financial performance of tea processing
firms in Nyamira County.

3. Objectives of the Study
3.1 General Objective

The general objective was to find out the influence of internal controls on the financial performance of tea processing firms in
Kenya.

3.2 Specific Objectives

The specific objectives of the study were:
i To establish the influence of internal audit function on financial performance of tea processing firms in Nyamira
ii. '(Izgtiir:ett)(/e.rmine the influence of segregation of duties on financial performance of tea processing firms in Nyamira
iii. '(Izgtiir:ett);rmine the influence of monitoring controls on the financial performance of tea processing firms in Nyamira
iv. 'Clzguegglblish the influence of budgeting on financial performance of tea processing firms in Nyamira County.
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4. Review of Literature

4.1 Theoretical Framework
4.1.1 Agency Theory

Agency theory proposes that a firm’s main goal is to maximize the shareholders wealth. According to agency theory, a firm
consists of a link of agreements between the owners of economic resources (principals) and managers (agents) who are charged
with using and controlling those resources, (Jensen & Meckling, 2009). This study will use the agency theory to determine the
influence of internal controls on the financial Performance of tea processing firms in Nyamira County.

Sarens & Abdolmohammadi (2011) state that according to the agency theory, a company consists of a set of linked contracts
between the owners of economic resources (the principals) and managers (the agents) who are charged with using and controlling
these resources. A significant body of work has been undertaken in this area within the context of the principal-agent framework.
Jensen and Mecklin (1976) work in identifying the agency relationship where one party, the principal, delegates work to another
party, the agent.

4.1.2 Contingency Theory

Contingency theory was developed from the sociological functionalist theories of organization structure such as the structural
approaches to organizational studies by Woods (2009). According to Fielder (1964), contingency theory is an organizational
theory that claims that there is no best way to organize a corporation, to lead a company, or to make decisions. Instead, the
optimal course of action is contingent (dependent) upon the internal and external situation. Contingency theory is an approach to
the study of organizational behaviour in which it explains how contingent factors like technology, culture and the external
environment influence the functioning of organization. The assumption with contingency theory is that no organizational structure
is equally applicable to all organizations. Instead organizational effectiveness is dependent on match between the technological
type, size of the organization, environmental volatility, the features of the organizational structure and its information system.

Contingency theory describes the relationship between the context and structure of accounting control tool effectiveness and
organizational performance, especially reliability of financial reporting. The reliability of financial statements can be enhanced by
choosing the right accounting tools. According to Cadez & Guilding (2008), internal auditors who are specialized and higher in
internal audit ability will achieve internal control effectiveness analysis and that the firm will benefit from the organizational
effectiveness via internal control mechanism efficiency. They identified some factors that impact management control systems
these are technology, external environment, structu.re and size, strategy and national culture.

4.1.3 Stewardship Theory

Coined by Donaldson and Davis (1991 & 1993), the theory is a new perspective to understand the existing relationships
between ownership and management of the company. This theory arises as an important counterweight to Agency Theory. The
theory stresses on the role of top management being as agents, incorporating their objectives as part of the organization. The
stewardship perspective suggests that stewards are satisfied and motivated when organizational success is attained. Argyris (1973)
argues that while agency theory looks at an employee or people as an economic being, which suppresses an individual’s own
aspirations, on the other hand Donaldson and Davis (1991) argue that stewardship theory recognizes the importance of structures
that empower the steward and offers maximum autonomy built on trust. It stresses on the position of employees or executives to
act more autonomously so that the shareholders “returns” are maximized. Indeed, Fama (1980) contend that executives and
directors are also managing their careers in order to be seen as effective stewards of their organization, whilst, Shleifer, Andlei
and Vishny (1997) claims that managers return finance to investors to establish a good reputation so that they can re-enter the
market for future finance.

Meckling and Jensen (1994) further state the cost incurred to curb agency problems is less when owners directly participate in
the management of the firm as there is a natural alignment of owner managers’ interest with growth opportunities and risk. It
follows from the above that stewardship theory unlike agency theory is a complete contrast and doesn’t emphasize on the need to
incur monitoring or agency cost which includes establishing an internal audit function. Nevertheless Donaldson and Davis (1991)
further note that returns are improved by having both of these theories combined rather than separated which implies that
management must strike a balance. In our study the steward theory is supported by the fact that managers of quoted companies act
as stewards of shareholders, suppliers, creditors, consumers and employees of the quoted companies.

4.2 Conceptual Framework
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According to Mugenda & Mugenda (2003) conceptual framework is an analytical instrument with numerous differences and
perspectives that is used to make theoretical differences and establish philosophies. Figure 2.1 shows the conceptual framework of
the study that suggests sequence between internal controls and financial performance. This study suggests that internal controls
may have a connection with financial performance of tea processing firms. The conceptualised relationship between the variables
is shown in Figure 1.

Internal Audit Functions

e Reporting
e Fraud detection and
prevention

e Monitoring and

Segregation of duties
e  Authorization duties

Financial performance of tea

e Approving duties processing firms
> e  Earnings per share
Monitoring controls : Eiiur?o?ir': e
e Process checks and P
evaluations
e Implementation of
internal controls
Budgeting
e  Proper planning
e Budgetary systems
Independent Variables Dependent Variable

Figure 1 Conceptual Framework
4.3 Discussion of Variables
4.3.1 Internal Audit Function and Financial Performance

Internal audit objective is to support members of the firms to effectively discharge of their duties. Internal audit is established
in firms to appraise the efficiency, effectiveness and economy of organizations controls (Subramaniam, 2006). The objective of
internal audit is to provide management of firms’ with adequate re-assurance of operating adequately (Reid & Ashelby, 2002).
The Internal audit function is a component of internal control that is set up by management of an organization/firm in order to
evaluate, examine and report on the operations of accounting and controls.

The quality and effectiveness of internal audit procedures in practice are necessary since internal auditors cover a wide variety
of assignments, not all of which will relate to accounting areas in which the external auditor is interested. Emasu (2007)
establishment of internal audit function in organizations helps them to do a continuous evaluation of the effectiveness of risk
management, control, and governance processes by providing independent, unbiased assessment of the operations of the
organization.

Internal audit departments are adequately facilitated. In regard to the size of the internal audit function, Gerrit and Mohammad
(2010) give evidence in support of monitoring role of the internal audit function. They specifically found evidence that
management ownership is positively related to the relative size of the Internal Audit Function, which is inconsistent with
traditional agency theory arguments that predict a negative relationship, but more in line with recent studies on earnings
management. This finding suggests that increased management ownership may influence the board of directors to support larger
internal audit functions to allow them to closely monitor managers™ performance. Effectiveness of internal audit procedures is a
measure of the ability of the programme to produce a desired effect or a result that can be qualitatively measured (Harvey,
Leinicke, Rexroad & Ostrosky, 2004). Rezaee & Zabihollah (2002) argue that there should be effective internal audit procedures
to ensure reliability of financial statements, operational reports, safeguarding corporate assets and effective organizational
controls.
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Ejoh & Ejom (2014) conducted a research on Internal Control Activities on Financial Performance of Tertiary Institutions in
Nigeria. The purpose of this study was to establish the relationship between internal control activities and financial performance in
Tertiary Institutions in Nigeria. It was established that management of every organization has the line responsibility for designing,
implementing and monitoring their internal controls system. The study revealed that there is regular review of financial
transaction by management, strict adherence to budget provisions, and adequate segregation of duties, but that staff are not
adequately trained to implement the accounting and financial system.

Ngugi (2011) conducted a survey of internal control systems among the listed private companies and the public sector
companies in Kenya. The study showed that it is the only control environment component that the public sector scored strongly
compared to private sector. However this has been circumvented collusion among staff in the public sector. On Information
communication both public and private sector performs poorly in this component. Lastly the public sector and private sector have
almost the same level of monitoring in the organizations.

Matata (2014) did a study on the effects of internal controls on financial performance of water companies. The study
established that there exist a positive relationship between internal controls and the performance of water companies in Kenya.
This entails that for any organization to diversify effectively and increase its market share investment in product innovation is
critical. The study further concludes that the Companies meets the statutory deadlines in submitting its financial reports, they
prepare annual budgets and meets budget allocations which in return has a positive relationship in the internal controls and
performance of the water companies in Kenya.

4.3.2 Segregation of Duties and Financial Performance

Ferrailo et al., (1992) noted that “although more of a policy than a mechanism, segregation of related duties is used in
deterring fraud within financial systems. Such duties can include authorizing, approving and recording transactions, issuing or
receiving assets, and making payments. Segregation of related duties refers to the situation where different users are given
distinct, but often interrelated tasks such that a failure of one user to perform as expected will be detected by another. For
segregation of related duties to be effective, computer capabilities must be partitioned. These capabilities must be accessible only
to users or processes associated with specific tasks”.

Research into internal controls and external auditors’ judgments has indicated that the assessment of segregation of duties iS a
dominating factor in an auditor’s evaluation of an internal control structure (Ashton, 1974; Ashton and Brown, 1980; Hamilton
and Wright, 1982). Clark and Wilson (1987) examined commercial and military security models and found that separation of
duties in performing transactions in commercial security models was an important aspect of maintaining data integrity.

Srinidhi (1994) performed a study of the importance of segregation of duties as an internal control by means of a survey of
auditors. The findings indicated that auditors place significantly lower reliance on internal control systems without adequate
segregation of duties. The functions identified as being incompatible were: assigning the responsibilities for both authorizing and
executing a transaction to the same person and Combining the responsibilities for the authorisation of a transaction and the
custody of the asset(s) involved in the transaction

Arens & Loebbecke (2000) prescribe four general guidelines for the segregation of duties that are designed to prevent both
fraud and error they include: Separation of the custody of assets from accounting, separation of the authorization of transactions
from the custody of related assets, separation of operational responsibility from record-keeping responsibility and separation of
information technology (IT) duties from duties of key users outside IT.

The extent to which duties may be segregated depends on the size of the organization. Often, the apparent lack of adequate
separation of duties in smaller organizations can be compensated for through the active involvement of the owner/manager. In
ERP environments with hundreds or even thousands of users accessing the system on-line, the only way to separate duties within
the computer system is to assign authorizations and profiles to users which prevent them from performing incompatible functions.
A set of principles extending beyond those above are required to govern the development and assignment of these access rights.

4.3.3 Monitoring Controls and Financial Performance

COSO (2013) framework on direction of monitoring internal controls proposed to give an in depth contribution in application
of the monitoring constituent of the original COSO background. The parties involved with internal controls require the importance
of how monitoring framework and base can expand the efficiency of business developments.

5. Research Methodology
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This study adopted a survey research design. This is a process of gathering data from a sample of individuals who are selected
to represent a well-defined target population. In this research design the researcher collects data that gives explanation, discovers
and measures matters that are prevailing in the society at a specific point in time (Cooper & Schindler, 2011).Notably, this study
aimed at collecting data that is related to internal controls and the performance of tea processing firms in Nyamira County. The
variables that were examined included: internal audit functions, segregation of duties, monitoring controls andbudgeting. The
study adopted a survey research design because was easy and convenient in administering questionnaires(Mugenda & Mugenda,
2012).

Target population refers to a group of characters, articles or substances from which samples are taken for measurement
(Mugenda & Mugenda, 2003). There are 7 tea processing firms in Nyamira County as obtained from 2016 KTDA report. All the
7 tea processing firms have been in operation for the past five years. A Sample of 30% of the population will be sufficient
according to Mugenda & Mugenda (2003) that a sample of 10%-30% is satisfactory if appropriately selected. Simple random
sampling will be adopted. This is the basic technique where a researcher selects a group of subjects for study from a larger group.
Each individual is chosen entirely by chance and each member of the population has an equal chance of being selected in the
sample (Meng & Xiangrui, 2013).

The researcher adopted quantitative techniques in evaluating collected data. After receiving questionnaires from the
respondents, the responses were edited, classified, coded and tabulated to facilitate quantitative analysis.

6. Research Findings and Discussion
6.1 Descriptive Statistics
6.1.1 Internal Audit Function

The study sought to establish the level at which respondents agreed or disagreed with the above statements relating to Effects
of internal audit function and financial performance of tea processing firms in Nyamira County.

Table 1 Effects of Internal Audit Function and Financial Performance

Statements N Min. Max. Mean S.D
Our firm has an internal audit department 126 1 5 4.02 1.047
Our internal audit function is sufficiently staffed 126 1 5 4.01 1.054
Internal audit reports issues reports on upcountry 126 1 5 4.18 .967
branches
Internal audit reports addresses weakness in ICS 126 1 5 3.83 1.164
Internal audit reports are produced regularly 126 1 5 3.82 1.292
Internal auditor performs his duties with great degree of 126 1 5 3.97 1.095
independence from the management
Internal auditor makes appropriate recommendation for 126 1 5 3.86 1.101
management to improve upon
Management discuss internal audit reports regularly 126 1 5 3.84 1.141
Internal audit department visits upcountry branches 126 1 5 4.00 1.095
regularly

internal audit function conduct regular activities in 126 1 5 4.02 1.012
our organisation

Valid N (listwise) 126

From the findings the study established that majority of the respondents strongly agreed that internal audit reports are
produced regularly which is shown by the mean of 3.82, internal audit reports addresses weakness in ICS shown by the mean of
3.83, management discuss internal audit reports regularly shown by the mean of 3.84, internal auditor makes appropriate
recommendation for management to improve upon shown by 3.86, internal auditor performs his duties with great degree of
independence from the management shown by 3.97, internal audit department visits upcountry branches regularly shown by 4.00,
our internal audit function is sufficiently staffed shown by 4.01, our firm has an internal audit department and internal audit
function conduct regular activities in our organisation shown by 4.02 and finally internal audit reports issues reports on upcountry
branches shown by the mean of 4.18.

6.1.2 Segregation of Duties
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The study sought to establish the level at which respondents agreed or disagreed with the above statements relating to
segregation of duties and financial performance of tea processing firms in Nyamira County.

Table 2 Segregation of Duties and Financial Performance

Statements N Min. Max. Mean Std. Deviation
our organisation has clear segregation of 126 1 5 3.89 1.188

roles

segregation of related roles is used in 126 1 5 3.56 1.156
deterring fraud

our organisation segregates duties such as 126 1 5 3.84 1.196
authorization

individuals in our organisation are 126 1 5 3.79 1.114
assigned interrelated tasks

Valid N (listwise) 126

From the findings the study established that majority of the respondents strongly agreed that, segregation of related roles is
used in deterring fraud shown by the mean of 3.56, individuals in our organisation are assigned interrelated tasks shown by the
mean of 3.789, the organisation segregates duties such as authorization as shown by the mean of 3.84, and finally there
organisation has clear segregation of roles shown by the mean of 3.89

6.1.3 Monitoring Controls and Financial Performance

The study sought to establish the level at which respondents agreed or disagreed with the above statements relating to
Monitoring controls and financial performance of tea processing firms in Nyamira County

Table 3 Monitoring Controls and Financial Performance

Statement Std.
N Min. Max. Mean Deviation

There are independent process checks and 126 1 5 3.90 1.165
evaluations of controls activities on ongoing
basis

Internal reviews of implementation of 126 1 5 3.87 1.226
internal controls in units are conducted
periodically

Monitoring has helped in assessing the 126 1 5 4.00 1.012
quality of performance of the organization
over time

Management has assigned responsibilities 126 1 5 4.08 .935

for the timely review of audit reports and
resolution of any non-compliance items noted
in those audit reports

Valid N (listwise) 126

From the findings the study established that majority of the respondents strongly agreed that Internal reviews of
implementation of internal controls in units are conducted periodically as shown by the mean of 3.87, There are independent
process checks and evaluations of controls activities on ongoing basis as shown by the mean of 3.90, Monitoring has helped in
assessing the quality of performance of the organization over time as shown by the mean of 4.00and finally management has
assigned responsibilities for the timely review of audit reports and resolution of any non-compliance items noted in those audit
reports as shown by the mean of 4.08.

6.1.4 Budgeting and Financial Performance

The study sought to establish the level at which respondents agreed or disagreed with the above statements relating to
Budgeting and financial performance of tea processing firms in Nyamira County.
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Table 4 Budgeting and Financial Performance

Statement Std.
N Min. Max. Mean Deviation
Our organisation uses a budget that helps 126 1 5 4.06 1.026

it figure out its long-term goals and work
towards achieving them

Budgets ensures that the organisation only 126 1 5 4.13 1.117
spends the money it has thus avoiding
overspending

Our organisation uses a budget as a tool to 126 1 55 4.55 4.645
identify areas where to concentrate more
resources on in terms of investments.

Budgets are used to evaluate firm 126 1 5 4.17 910
performance and inform financial allocation
strategies across various components of a
firm

Valid N (listwise) 126

From the findings the study established that majority of the respondents strongly agreed that Our organisation uses a budget
that helps it figure out its long-term goals and work towards achieving them as shown by the mean of 4.06, a complicated,
Budgets ensures that the organisation only spends the money it has thus avoiding overspending as shown by the mean of 4.13,
Budgets are used to evaluate firm performance and inform financial allocation strategies across various components of a firm as
shown by the mean of 4.17 and finally Our organisation uses a budget as a tool to identify areas where to concentrate more
resources on in terms of investments. Shown by the mean 0f 4.55.

6.1.5 Financial performance

The study sought to establish the level at which respondents agreed or disagreed with the above statements relating to financial
performance of tea processing firms in Nyamira County.

Table 5 Financial Performance

Statement Std.
N Min. Max. Mean  Deviation
Financial performance of our organisation 126 1 5 4.08 1.001

has improved due to internal controls that seek
to curb irregularities in financial statements

Financial performance of our organisation 126 1 5 3.74 1.111
has greatly improved for the past two years.
Our organisation has the ability to operate 126 1 5 3.71 1.303

efficiently, profitably, so as to survive, grow
and react to the environmental opportunities

and threat.

Financial performance of our organisation 126 1 5 3.68 1.244
has improved due to implementation of internal
controls

Valid N (listwise) 126

From the findings the study established that majority of the respondents strongly agreed that Financial performance of our
organisation has improved due to implementation of internal controls shown by the mean of 3.68, Our organisation has the ability
to operate efficiently, profitably, so as to survive, grow and react to the environmental opportunities and threat shown by the mean
of 3.71, Financial performance of our organisation has greatly improved for the past two years. as shown by mean of 3.74 and
finally Financial performance of our organisation has improved due to internal controls that seek to curb irregularities in financial
statements as shown by the mean of 4.08.

6.2 Inferential Statistics

6.2.1 Regression Analysis
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Table 6 Model Summary

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

1 .507% .257 233 2.26586
a. Predictors: (Constant), budgeting, monitoring, Segregation of duties, Internal audit function

From the findings in the above table the value of adjusted R squared (co-efficient of determination) was 0.507 an indication
that there was variation of 50.7% on financial performance of tea processing firms in Nyamira county due to changes in internal
audit function, segregation of duties, monitoring controls and budgeting at 95% confidence interval. This shows that 50.7 %
changes in financial performance of tea processing firms could be accounted for by changes in internal audit function, segregation
of duties, monitoring controls and budgeting. The study also established that there is strong positive relationship between
performance of tea processing firms and internal audit function, segregation of duties, monitoring controls and budgeting shown
by correlation coefficient of 0.507.

Table 7 ANOVA
Mean
Model Sum of Squares df Square F Sig.
1 Regression 215.407 4 53.852 10.489 0122
Residual 621.228 121 5.134
Total 836.635 125

a. Predictors: (Constant), budgeting, monitoring, Segregation of duties, Internal audit function
b. Dependent Variable: financial performance

To test for fitness, the study used ANOVA as presented in Table 7. The results show that the calculated F= 10.489, with
P=0.012, <0.05, thus the model goodness is fit to predict the variation in financial performance. The study also confirms that there
is a statistical relationship between internal controls and financial performance.

The regression coefficient was used to establish the regression equation as presented in Table 8.

Table 8 Regression Coefficients

Unstandardized Standardized
Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) 3.240 1.955 1.658 .100
Internal audit function (X,) 172 .043 .356 4.009 .000
Segregation of duties (X,) 149 .083 150 1.793 .075
Monitoring Controls (X3) .106 .092 .096 1.150 .252
Budgeting (X) 074 .041 .140 1.780 .078

a. Dependent Variable: financial performance

The established regression equation was:
Y=3.240+ 0.172X; + 0.149X, + 0.106X5-+0.074X,

From the regression equation, the study revealed that holding internal audit function, segregation of duties, monitoring controls
and budgeting to a constant zero, financial performance could stand at 3.240.A unit increase in internal audit function would lead
to an increase in financial performance of tea processing firms by a factor of 0.172, a unit increase in segregation of duties would
lead to an increase in financial performance of tea processing firms by a factor of 0.149, a unit increase in monitoring controls
would lead to an increase in financial performance of tea processing firms by a factor of 0.106 and further unit increase in
budgeting would lead to an increase in financial performance of tea processing firms by a factor of 0.074.

7. Conclusions and Recommendations

7.1 Conclusions
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The study sought to determine how internal audit function influenced financial performance of tea processing firms. Based on
the findings the study established that majority of the respondents strongly agreed that internal audit reports are produced
regularly which is shown by the mean of 3.82, internal audit reports addresses weakness in ICS shown by the mean of 3.83,
management discuss internal audit reports regularly shown by the mean of 3.84, internal auditor makes appropriate
recommendation for management to improve upon shown by 3.86, internal auditor performs his duties with great degree of
independence from the management shown by 3.97, internal audit department visits upcountry branches regularly shown by 4.00,
our internal audit function is sufficiently staffed shown by 4.01, our firm has an internal audit department and internal audit
function conduct regular activities in our organisation shown by 4.02 and finally internal audit reports issues reports on upcountry
branches shown by the mean of 4.18.

The study sought to determine how segregation of duties influenced financial performance of tea processing firms.From the
findings the study established that majority of the respondents strongly agreed that, segregation of related roles is used in deterring
fraud shown by the mean of 3.56,.the organisation segregates duties such as authorization as shown by the mean of 3.84, and
finally there organisation has clear segregation of roles shown by the mean of 3.89.

The study sought to determine how Monitoring Controls influenced financial performance of tea processing firms. From the
findings the study established that majority of the respondents strongly agreed that Internal reviews of implementation of internal
controls in units are conducted periodically as shown by the mean of 3.87, There are independent process checks and evaluations
of controls activities on ongoing basis as shown by the mean of 3.90, Monitoring has helped in assessing the quality of
performance of the organization over time as shown by the mean of 4.00and finally management has assigned responsibilities for
the timely review of audit reports and resolution of any non-compliance items noted in those audit reports as shown by the mean
of 4.08.

7.2 Recommendations

The study recommended that internal audit function should be put in place so as to help in improving the financial
performance of an organisation. This is due for the fact that when internal audit reports are produced regularly and there in an
internal audit department to address weaknesses in ICS of the organisation it will bring a positive impact on the financial
performanceof the organisation. Moreover through a proper instituted internal audit function it is able to make appropriate
recommendation for the management to improve on.

The study recommended that segregation of duties should be practiced in the organisation so as to improve financial
performance. It’s through segregation of duties that financial performance can be improved since it deters fraud from being
committed.

The study recommended organizations to institute monitoring controls to improve financial performance because monitoring

helps in assessing the quality of performance of the organization over time and also putting independent process checks and
evaluating of control activities has helped improve performance.
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