
 

EFECTIVENESS OF INTERNAL CONTROLS IN DETECTING AND 

PREVENTING FINANCIAL FRAUD AT THE EAST AFRICAN 

COMMUNITY SECRETARIAT, ARUSHA, TANZANIA 

 

 

 

 

By 

 

ROBERT MAATE 

Reg No. 10/MMSFM/21/106 

 

 

A DISSERTATION SUBMITTED TO THE HIGHER DEGREES 

DEPARTMENT IN PARTIAL FULFILLMENT OF THE REQUIREMENTS 

FOR THE AWARD OF THE MASTERS DEGREE IN MANAGEMENT 

STUDIES (FINANCIAL MANAGEMENT)  

OF UGANDA MANAGEMENT INSTITUTE 

 

 

FEBRUARY, 2011  



ii 

 

DECLARATION 

I, Robert Maate, declare that this research is my own original work and has not been 

submitted to any institution of learning for award of a degree or any other award.  

 

SIGNED: ………………………………………………… 

 

DATE: ……………………………………………….. 



iii 

 

APPROVAL 

 

The dissertation was supervised and submitted for examination with our approval as 

supervisors. 

 

Dr. Benon C Basheka (PhD) 

SIGN:  ………………………………………………… 

DATE: ………………………………………………… 

 

 

 

 

Pross Nagitta Oluka 

SIGN:  ………………………………………………… 

DATE: ………………………………………………… 

 

 

 

 

 

 

 

 

 

 



iv 

 

ACKNOWLEDGEMENT 

I would like to acknowledge the contribution of my supervisors, Dr Benon.C.Basheka and 

Prossy Nagitta Oluka for the tremendous support in seeing this dissertation to completion. 

Many thanks go to all those who supported me in various ways during the course of study. 

Last but not least, to the respondents for their efforts in giving their views on the study 

variables which has brought this dissertation into a true reality. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



v 

 

TABLE OF CONTENTS 

Declaration …………………………………………………………………..ii 

Approval ……………………………………………………………………..iii 

Acknowledgement ……………………………………………………………iv 

List of Figures…………………………………………………………………ix 

List of Tables………………………………………………………………….xii 

List of Acronyms……………………………………………………………..xv  

Abstract……………………………………………………………………….xvi 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



vi 

 

CHAPTER ONE 

INTRODUCTION 

1.0 Introduction ……..……………………………………………………1 

1.1 Background ……………………….………………………………….2 

1.1.1  Historical Background ………………………………………2 

1.1.2 Theoretical Background ……………………………………..8 

 1.1.3 Conceptual Background …………………………………….13 

 1.1.4 Contextual Background …………………………………….17 

1.2 Statement of the Problem ……………………………………………18 

1.3 Purpose of the Study …………………………………………………20 

1.4 Specific Objectives of the Study …………………………………….20 

1.5 Research Questions ………………………………………………….21 

1.6 Hypothesis of the Study ……………………………………………..21 

1.7 Conceptual Framework ……………………………………………..22 

1.8 Significance of Study ………………………………………………..24 

1.9 Justification of the Study …………………………………………….25 

1.10  Scope of Study ………………………………………………………26 

1.11 Operational Definitions ……………………………………………..27 

 

 

 

 

 

 

 



vii 

 

CHAPTER TWO 

LITERATURE REVIEW 

2.0 Introduction ………………………………………………………….29 

2.1 Effectiveness of control Environment in Detection and  

Prevention of Financial fraud ……………………………………….29 

2.2 Effectiveness of control activities in Detection and  

Prevention of Financial fraud ……………………………………….32 

2.3 Effective risk assessment in Detection and  

Prevention of Financial fraud ……………………………………….34 

2.4 Effective Information generation and Communication in  

Detecting and Preventing of Financial fraud ……………………….37 

2.5 Effectiveness of internal controls.………………………………….39 

2.6 Summary of Literature Review ………………………………….…41 

 

 

 

 

 

 

 

 

 

 

 

 



viii 

 

CHAPTER THREE 

 METHODOLOGY 

3.0 Introduction ……………………………………………………….42 

3.1 Research Design …………………………………………………..42 

3.2 Study population ……………………………………………….…43 

3.3 Sample size and selection …………………………………………43 

3.4 Sampling Techniques and procedures …………………………….44 

3.5 Data collection methods ………………………………………..…45 

3.5.1 Data collection instruments ………………………………..46 

 3.5.2 Quality control ……………………………………………..48 

3.6 Procedure of data collection ……………………………………….50 

3.7 Data Analysis ………………………………………………………50 

3.8 Measurement of variables ………………………………………....51 

 

 

 

 

 

 

 

 

 

 

 

 



ix 

 

CHAPTER FOUR 

PRESENTATION, ANALYSIS AND INTERPRETATION OF RESULTS 

4.0 Introduction …………………………………………………………52 

4.1 Response rate…. …………………………………………………….52 

4.2 Demographic description of the sample…………………………….53 

4.3 Effectiveness of control environment in Detection and Prevention 

of Financial fraud in the EAC ……………………………………….56 

4.4 Effectiveness of control activities in Detection and Prevention 

of Financial fraud in the EAC ……………………………………….64 

4.5 Effectiveness of risk assessment activities in Detection and  

Prevention of Financial fraud in the EAC …………………………..74 

4.6 Effectiveness of information and communication in Detection  

and Prevention of Financial fraud in the EAC …………………..…82 

4.7 Prevention of financial fraud in the EAC Secretariat………………87 

4.8 Detection of financial fraud in the EAC Secretariat…………….….91 

4.9 Hypothesis Testing…………………………………………….…..97 

 

 

 

 

 

 

 

 

 



x 

 

CHAPTER FIVE 

SUMMARY, DISCUSSION, CONCLUSION AND RECOMMENDATIONS 

5.0 Introduction ………………………………………………………112 

5.1 Summary………. …………………………………………………112 

5.2 Discussion.…………………………….………………………….114 

5.3 Conclusions………………….……………………………………121 

5.4 Recommendations……………. ………………………………….124 

5.5 Contributions of the Study………………………………………..126 

5.6 Limitations of the Study………………………………………….126 

5.7 Areas for further research………………………………………..127 

 

References ………………………………………………………………128 

Appendices ……………………………………………………………..133 

 

 

 

 

 

 

 

 

 

 

 

 



xi 

 

 

 

LIST OF FIGURES 

 

Figure 2: Relationship between internal controls and detecting and  

preventing fraud at the EAC Secretariat ………………………………22 

Figure 2: Rating of the effectiveness of control environment in detection 

and prevention of financial fraud at the EAC Secretariat....................56 

Figure 3: Rating of effectiveness of organisational structure in detection  

and prevention of financial fraud at the EAC Secretariat...................58 

Figure  4: Rating of effectiveness of the Council of Ministers and the 

Audit Committee in prevention and detection of financial fraud at  

the EAC secretariat............................................................................60 

Figure 5: Rating of integrity and ethical values in prevention and  

detection of financial fraud at the EAC secretariat.............................62    

Figure 6: Rating the effectiveness of human resource policies in detection  

and prevention of financial fraud at the EAC secretariat...................64 

Figure 7: Rating of the Effectiveness of control activities in detection  

and prevention of financial fraud at the EAC Secretariat...................65  

Figure 8: Rating effectiveness of Authorisation and approval in prevention 

and detection of financial fraud at the EAC Secretariat.......................67  

Figure 9: Rating the effectiveness of physical controls in detection  

and prevention of financial fraud at the EAC secretariat.....................69  

Figure 10: Rating the effectiveness of separation of duties in detection  

and prevention of financial fraud at the EAC secretariat.....................71 



xii 

 

Figure 11: Rating the effectiveness of arithmetical  and accounting controls  

in detection and prevention of financial fraud at the EAC secretariat..73  

Figure 12: Rating effectiveness of Risk Assessment in detection and  

prevention of financial fraud at the EAC Secretariat..........................74 

Figure 13: Rating the effectiveness of reporting financial risks in detection  

and prevention of financial fraud at the EAC secretariat....................77  

Figure 14: Rating the effectiveness of costing potential risk in detection  

and prevention of financial fraud at the EAC secretariat....................79 

Figure 15: Rating the effectiveness of internal audit reports in detection  

and prevention of financial fraud at the EAC secretariat....................81 

Figure 16: Rating the effectiveness of information and communication  

in detection and prevention of financial fraud at the EAC secretariat.82 

Figure 17: Rating the effectiveness of reporting financial information  

in detection and prevention of financial fraud at the EAC Secretariat..85 

Figure 18: Rating the effectiveness of internal communication in detection  

and prevention of financial fraud at the EAC Secretariat…………….87 

Figure 19: Rating the level of prevention of financial fraud at the  

EAC secretariat………………………………………………………..88 

Figure 20: Rating the level of use of organization assets for  

personal use at the EAC Secretariat……………………………….…89 

Figure 21: Rating the level of prevention for payment of goods not  

received at the EAC secretariat………………………………………91 

Figure 22: Rating the level of detection of financial fraud at the  

EAC Secretariat………………………………………………………92 

Figure 23: Rating the level of embezzlement of cash at the EAC secretariat.93 



xiii 

 

Figure 24: Rating the level of stealing of physical assets at the  

     EAC secretariat……………………………………………………95 

 

Figure 25: Rating the level of window dressing of financial records at the  

EAC Secretariat……………………………………………………97 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



xiv 

 

LIST OF TABLES 

 

Table 1: Population and Sample frequency Distribution…………………………….44 

Table 2: Reliability Analysis……………………………….………………………….49 

Table 3: Response rate of Sampled Respondents………..…………………………..52 

Table 4: Gender Distribution of the Respondents……………………………………53 

Table 5: Distribution of Respondents by age group…………………………………54 

Table 6: Distribution of Respondents by department……………………………….55 

Table 7: Percentage Distribution of responses on the effectiveness of the  

 organizational structure in detection and prevention of financial  

 fraud in the EAC secretariat…………………………………………………57 

Table 8: Percentage Distribution of responses on the effectiveness of the Council  

of Ministers and audit Committee in detection and prevention of financial  

fraud in the EAC secretariat…………………………………………………59 

Table 9: Percentage Distribution of responses on the effectiveness of integrity  

  and ethical values in detection and prevention of financial fraud in  

  the EAC secretariat…………………………………………………………61 

Table 10: Percentage Distribution of responses on the effectiveness of human  

    resources policies in detection and prevention of financial fraud  

    in the EAC secretariat……………………………………………………63 

Table 11: Percentage Distribution of responses on the effectiveness of  

   authorization and approval in detection and prevention of financial  

   fraud in the EAC Secretariat…………………………………………….66 

Table 12: Percentage Distribution of responses on the effectiveness of  

     physical controls in detection and prevention of financial fraud  



xv 

 

     in the EAC Secretariat……………………………………………68 

Table 13: Percentage Distribution of responses on the effectiveness of  

        segregation of duties in detection and prevention of financial  

               fraud the EAC Secretariat…………………………………….…70 

Table 14: Percentage distribution of responses on the arithmetical and  

   accounting controls in detection and prevention of financial  

  fraud in the EAC Secretariat……………………………………..72 

Table 15: Percentage Distribution of responses on effectiveness of   

                financial reporting risk in detection and prevention of  

    financial fraud in the EAC Secretariat…………………………76 

Table 16: Percentage Distribution of responses on effectiveness of   

    costing potential risk in detection and prevention of  

    financial fraud in the EAC Secretariat………………………..78 

Table 17: Percentage Distribution of responses on effectiveness of   

                internal audit reports in detection and prevention of   

                financial fraud in the EAC Secretariat……………………….80 

Table 18: Percentage Distribution of responses on effectiveness of  

    reporting financial information in detection and prevention 

    of financial fraud in the EAC Secretariat…………………….84 

Table 19: Percentage Distribution of responses on effectiveness of   

                Internal communication in detection and prevention of   

               Financial fraud in the EAC Secretariat………………………86 

Table 20: Percentage Distribution of responses on use of organization   

                assets for personal use as in the EAC Secretariat………….88 

 



xvi 

 

Table 21: Percentage Distribution of responses on payment of  

    goods not received in the EAC Secretariat…………………90 

Table 22: Percentage Distribution of responses on existence of 

   embezzlement of cash in the EAC Secretariat………………93 

Table 23: Percentage Distribution of responses on control against  

     Stealing physical assets in the EAC Secretariat…………..94 

Table 24: Percentage Distribution of responses on window  

    dressing of financial records in the EAC Secretariat….…96 

Table 25 (a - h): Table of Results of the Chi-Square Tests...................99 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



xvii 

 

LIST OF ACRYNOMS 

 

ACFE  Association of Certified Fraud Examiners 

AIDS  Acquired Immune Deficiency Syndrome 

AUS  Australian Auditing Standard 

CCTV  Closed Circuit Television 

COSO  Committee of Sponsoring Organizations of the Tread way Commission 

DSG (F&A) Deputy Secretary General in charge of Finance and Administration 

EAC  East African Community 

EALA  East African Legislative Assembly 

HIV  Human Immune Virus 

ISA  International Standards on Accounting 

ISO  International Standards Organization 

PCAOB Public Company Accounting Oversight Board 

TB  Tuberculosis 

 

 

 

 

 

 

 

 

 

 



xviii 

 

ABSTRACT 

 

The study investigated the effectiveness of internal controls in preventing and detecting 

financial fraud at the EAC secretariat, Arusha, Tanzania. The independent variable was the 

effectiveness of the internal controls which included specifically, control environment, 

control activities, information and communication and risk assessment activities while the 

dependent variables were fraud detection and prevention. The study followed the model of 

the Committee of Sponsoring Organizations of the Tread way Commission (COSO) in the 

United States of America. Literature was reviewed based on the themes and sub themes and 

the study followed a cross sectional design. A purposive, stratified, systematic random 

sampling approach was used for selecting a sample of 52 respondents. Survey questionnaires, 

face to face interviews and documentary reviews were used for data collection. Statistical 

Package for Social Scientists and content analysis were used for analyzing quantitative and 

qualitative data respectively. Validity and reliability tests were done for quality control. Chi 

square tests were used to establish the relationship between the selected internal financial 

controls under investigation and financial fraud prevention and detection. The study revealed 

that the EAC Secretariat had established the principal components of internal control which 

include control environment, information and communication, control activities and risk 

assessment activities. The internal controls established were effective in preventing financial 

fraud but were ineffective in detecting financial fraud in the organization under review. The 

study recommended that there is need to enhance the internal controls established to 

effectively detect financial fraud. However, the study only covered the EAC Secretariat and 

not all the organs of the East African Community and hence the study results cannot be 

generalized for the entire EAC.  


