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Abstract: The study sought to establish the effect of Financial Controls on Financial Stability of Micro Finance Institutions
in Rwanda. The researcher used theory of financial controls. Research Design, Population, Sampling Frame and Size, and Data
Processing and analysis were used during the study. The study shows a positive significant regression coefficient. This means
that a unit change in Financial Controls brings about change in Financial Stability in the Micro Finance Institutions in Rwanda.
The study thus rejects the null hypothesis conclude that there is significant relationship between Financial Controls and
Financial Stability in the Micro Finance Institutions in Rwanda. Data analysis was descriptive statistics and inferential statistics
using Statistical Packages for Social Sciences (SPSS) version 24. The analysis of variance (ANOVA) was checked to reveal the
overall model of significance. The study recommends prudent policy measures on Financial Controls especially Asset
management, financial system controls and Capital adequacy. Management recommends that quarterly reports are produced on
time and ensure that external investors are able to monitor liquidity management and detect liquidity and credit risks exposed
to their investments early enough. Government recommends that since all financial services players under MFI adhere to
frequent reporting for better increase of financial management and efficient investment decisions.

Keywords: Financial Control, Financial Stability, Micro Finance Institution

capital in leveraging additional resources to fund operations.
Bakilana, and Carpio urged that the potential tradeoff
between regulation and stability in Kenya, a small open
economy which is highly vulnerable to domestic and external
shocks, but with a lightly regulated financial system and a
fairly open capital account [2]. Financial sector reforms have
undoubtedly strengthened Kenya’s banking sector in the last
decade or so, in terms of product offerings and service
quality, stability and profitability. Currently, Rwanda’s
financial system is dominated by the banking sector.
Generally, it has witnessed significant transformation.
Changes have occurred with respect to the number of
institutions, ownership structure and regulatory landscape.
Protection [3]. The developments was supported by the
Central Bank of Rwanda within the framework of systemic
stability as supervision and regulation with efforts to ensure
that only fit and proper institutions were granted banking
license.

Microfinance Institutions helps to expand coverage, make

1. Introduction

Tambunlertchai urged that the primary reasons for
prudential regulation of depository institutions are to protect
the country’s financial system by preventing the failure of
one institution from leading to the failure of others, and to
protect small depositors who are not well-positioned to
monitor the institution’s financial soundness themselves [1].
In European Central Bank, the Financial Stability Review
provides an overview of the possible sources of risk and
vulnerability to financial stability in the euro area. Its aim is
to promote awareness of issues that are relevant for
safeguarding the stability of the euro area financial system,
both within the financial industry and among the public. The
risk-based approach to financial regulation that seem to be
adopted by the Bank of Ghana shows that while there may be
no major variances in the structure of MFS assets, they are
differentiated by the structure of their liabilities (how assets
and operations are funded) and the adequacy of qualifying
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financial services more affordable and secure, competitive
and efficient by reducing transaction costs and protect
customers’ deposits and investment. The rapid growth of
Microfinance has brought increasing calls for regulation.
However complying with prudential regulations and the
associated supervision can be costly for Microfinance
Institutions creating doubt on their ability to comply with
these regulations [4].

1.1. Statement of the Problem

Micro Finance Institution (MFI) deepens financial markets
by raising institutional capital through pension funds,
expanding bond and equity markets, and tapping
international sources of capital and Safeguard financial
system stability as an integral part of preserving monetary
and macroeconomic stability in an economy [5]. Clients in
the region of Eastern Europe and Central Asia (ECA) have
higher repayment difficulties than in other regions due to the
fact that unemployment is on the rise, remittances are down
and there are unprecedented job losses while also the Micro-
entrepreneurs ‘profits are down and there are increasing
problems to access liquidity. Microfinance Institutions helps
to expand coverage, make financial services more affordable
and secure, competitive and efficient by reducing transaction
costs and protect customers’ deposits and investment. The
spiral effect is the undermining of the government’s policy
goal of promoting the financial stability and hence efficiency
and access to financial services through MFI. There has been
very little research into the regulation and supervision of
MFIs and the impact of regulation and supervision on the
development of the sector [6]. It is in this background that,
the researcher will carry out the effect of Financial Controls
on Financial Stability of Micro Finance Institutions in
Rwanda.

1.2. Theory of Financial Control

Payments, financial instruments, accounting, control
models, economic calculations, and related considerations,
both within and outside of the organization, ought to be
discussed in regard to inner characteristics but also possible
effects [7]. It is noted that establishing the relationships
between various activities and financial processes, from a
financial control point of view, is a general and basic issue
the theory of financial controls for organizations places a
natural focus on the firms such that they are viewed from
several latitudinal areas. The theory structure and financial
control system works together [8].

The financial control theory is very relevant to the current
study given that it assists in better understanding of the
intricacies surrounding financial management in an
organization. Theory [9] states that the treatment of financial
theory should not ignore the real world problems that gave
rise to its development in the first place in this sense,
bridging the gap between theory and practice poses as a
constant challenge to finance researchers and instructors. We
need to discuss a theory's ability to fit actual data by

examining empirical evidence for and against it [10].
Students should be correctly informed that theories are
falsified only by discordant facts along with alternative
theories and again, not by unrealistic assumptions. One of the
most interesting aspects of this particular crash is that finance
theory, not simply the practices of the financial services
industry, has been directly blamed for the crisis. That is,
some observers suggest that the crash itself was the result of
bad or poorly applied theory.

Typically we say that all theories are based on a set of
assumptions and they may be sometimes very crucial and
unrealistic. Beyond any issues that may raise criticism, the
two proposed (and subsequently validated) statements
marked the starting point in founding modern finance.
Consequently, financial theory saw new and extensive
developments; recognizing the existence of shared
dimensions, research in the field has been Management and
Marketing. Subsequently, [11] pointed out that a firm
operating under the assumptions of trade-off theory sets a
target leverage ratio that it aims to achieve (hence also
aiming for a target/optimal financial structure); the target
leverage ratio can be determined by balancing the dead-
weight costs of bankruptcy with the tax deductions on
interest earnings. Critical theory has hugely influenced social
theory, largely as a result of the work of Habermas. It is
complex so any summary here is highly simplified. Some
essential characteristics of critical theory are its rejection of
positivism as the sole arbiter and generator of knowledge
largely because of its lack of self-reflection which leads it to
reduce epistemology to a crudely.

2. Conceptual Framework

In line with the compliance used in previous studies on
financial stability, this study proposes a conceptual
framework to link the relationship between financial controls
and financial stability of Micro Finance Institutions in
Rwanda (which are the independent variables of the study) to
financial stability (which is the dependent variable) in order
to show the existing relationship. The independent variables
are Audit process, Governance, Risk Management, and
Financial Controls. The measurements for the individual
constructs are also captured in the Conceptual framework.

3. Research Design

This study adopted a descriptive cross sectional design to
answer the research questions. Descriptive survey is a
method of collecting data by interviewing or administering a
questionnaire to a sample of individuals which can be used
when collecting information about peoples’ attitudes,
opinions, habits or any other social issues. Descriptive
research is descriptions of the state of affairs as it exists [12].
The researcher was use of longitudinal survey design since
the nature of research also relied on secondary data of
published financial reports of Micro Finance Institutions in
Rwanda. The data was for the last seven years namely year
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2010 to year 2016.

AUDIT PROCESS
e Internal Controls
e Risk framework

e A discretionary accruals

GOVERNANCE
e  Organization charter

e Functional boards
e Strategic planning

Financial Stability of MFI
e Profitability

RISK MANAGEMENT
e Liquidity risks

e Credit risks
e Operational risk

FINANCIAL CONTROLS
e Asset management

e Financial system controls.
e  Capital adequacy

A4

e Net Worth
e Return asset

Figure 1. Conceptual Framework.

4. Target Population

A population as the entire group of people, events or things
of interest that the researcher wishes to investigate [13]. The
target population of this study was for senior managements
of Micro Finance Institutions in Rwanda. Researcher,
targeted nine MFI senior management (Chief executive
officer, finance manager, credit manager, risk manager and
senior accountant), seven MFI directors and twelve
shareholders of the seven MFI directors and twelve
shareholders of the MFI

5. Sample Size and Sampling Technique

The researcher adopted stratified random sampling
technique where all units from the sampling frame have an
equal chance to be drawn and to occur in the sample.
Stratified random sampling [14]. The researcher used a
sample representation of thirty (30%) from each of the strata

identified and to ensure equal representation which gave a
sample of 152 respondents.

6. Data Processing and Analysis

The purpose of this study was to determine the effect of
financial controls and Financial Stability of Micro Finance
Institutions in Rwanda. It gives the empirical findings and
results following the application of the variables using the
techniques. The research findings are presented in the form
of tables, charts and graphs. Financial Controls Financial
controls were measured using eight items [15]. Each item
was rated on a five points Likert scale with 1 being “strongly
agree”, and 5 being “strongly disagree”. (a). Entity
management periodically review accounting summaries. The
result in Table 1 shows that the entity management
periodically review accounting summaries to compare
budgeted and actual amounts spent.

Table 1. Comparison between budgeted and actual amounts spent.

Financial controls Strongly disagree (%) Disagree (%) Not sure (%) Agree (%) Strongly agree (%) Mean
Financial controls (FC 1) 0 7 20 51 22 3.88
Financial controls (FC 2) 0 1 20 50 29 4.06
Financial controls (FC 3) 1 4 11 56 28 4.05

The findings in Financial Controls, indicated that, majority
(73%) agreed and strongly agreed that the entity management
periodically review accounting summaries to compare
budgeted and actual amounts spent while 20% were not sure
and 7% disagreed. Most of respondents confirm that that the
entity management periodically review accounting
summaries. Whose study revealed out that externally auditing
the financial statements of the World Meteorological
Organization (WMO) is traditionally exercised by members

of the supreme public financial auditing body of the country
chosen [16].

Respondents in Financial Controls in the above Table were
asked to address whether the accounting system provide for
accumulating and recording expenditures by activity/project
and cost category shown in the annual budget. Majority
(79%), agree while, 20% were not sure and 1% disagreed
with the statement. Based on results obtained above,
accounting systems provides appropriate records and this is
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in line with the study [17].

Results indicated that majority (84%) of respondents
agreed and strongly agreed that the organization consider
both internal and external sources when identifying relevant
data to use in the operation of internal control, while 11%
were not sure, 4% disagreed and 1% strongly disagreed the
issue. Also study by Bass, and Dalal-Clayton Urged that

Internal controls ensure effective, systematic and coordinated
implementation of the internal control framework, a Steering
Committee has been established [18].

(b). Periodic Reconciliations

Accounting procedures require periodic reconciliations of
accounts receivable and accounts payable with control
accounts as indicated in Table 2 below

Table 2. Periodic Reconciliations.

Financial communication.  Strongly disagree (%) Disagree (%) Not sure (%) Agree (%) Strongly agree (%) Mean Std. Deviation

FC 4. 1 6 53 24 3.94 .852

FC5 0 2 52 32 4.14 740

FC 6 0 2 52 29 4.07 147
Respondents were asked, whether the accounting including such activities as the timely payment of all vendor

procedures require periodic reconciliations of accounts
receivable and accounts payable with control accounts.
Results fromTable above shows that, majority (77%) agreed
and strongly agreed, while 16% were not sure and 6%
disagreed and 1% strongly disagreed. This entails that
reconciliations are done regularly. This concurs with the
study by Camilleri who asserted that the design of internal
controls to fit an organization’s needs begins with a risk
assessment process [19].

Findings revealed that majority (84%) of respondents
agreed and strongly agreed, whether accounting supervisors
frequently prepare reports or reconciliations to verify the
accuracy of financial transactions processed, while 14% were
not sure and 2% disagreed with the statement. This is in line
with the study by Vallabhaneni who cited in that Supervises
the accounts receivable and accounts payable functions,

invoices and expense vouchers, receiving and posting cash
receipts, reconciling outstanding account balances, and the
maintenance of accurate records and control reports.

Findings indicated that majority (81%) agreed and strongly
agreed that the organization has transparency and
accountability, it display performance results to all
stakeholders, while 17% were not sure and 1% disagreed
with the statement. This suggests that there is sound controls
in place. This is in agreement with the study by Haliah,
whose study revealed out that Effective accountability
requires a statement of goals, transparent decision-making.

(c). An adequate up-to date cash book recording receipts
and payments.

Results in Table 3. indicate that the organization maintains
an adequate up-to date cash book recording receipts and
payments.

Table 3. Organization maintain an adequate and up-to-date cashbook.

Financial controls Strongly disagree (%) Disagree (%) Not sure (%) Agree (%) Strongly agree (%) Mean
Financial Controls (FC 7) 1 3 15 46 35 4.13
Financial Controls (FC 8) 1 3 16 50 30 4.03
Financial Controls (FC 9) 1 5 14 55 25 3.98

The results in Table above indicated that majority (81%) of
respondents agreed and strongly agreed that organization
maintain an adequate and up-to-date cashbook recording
receipts and payments, while 15% were not sure and 4%
disagreed and strongly disagreed with the statement.
Therefore cashbook recording receipts and payments are
done properly as per the above statements. This concurs with
the study by Ross [21]. The procedures for recording your
business expenses such as rent, electricity, telephone,
insurance and motor vehicle expenses are essentially the
same as those for recording purchases.

As shown, majority (80%) of respondents agreed and
strongly agreed that the accounting system provide for
accrual of income and expenditures, while 16% were not sure
and 3% disagreed and 1% strongly disagreed with the
statement. This shows that accounting system provide for
accrual of income and expenditures. The results also agree
with the findings of Van Helden, Jan, and Ron Hodges [20,
22] who argued that the the accrual basis of accounting

provides a better picture of a company's profits during an
accounting period.

Respondents were asked to address whether department
assets (property, equipment, supplies, etc.) that you believe
are not adequately protected against theft or misuse. Results
indicated that majority (80%), agreed and strongly agreed,
while 14% were not sure and 5% disagreed and 1% strongly
disagreed with the statement. By and large, department assets
are properly safeguarded. The result supports the findings by
the study of Lu, Chang, Fan, and Zhu. Data loss prevention
(DLP) is the practice of detecting and preventing confidential
data from being “leaked” out of an organization’s boundaries
for unauthorized use.

(d). Assessment of the Sustainability of Current Funding
levels.

The study in Table 4. sought to establish that Funding
sources are evaluated annually to assess the sustainability of
current funding levels.
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Table 4. Assessment of the Sustainability of Current Funding levels.

Financial controls. Strongly disagree (%) Disagree (%) Not sure (%) Agree (%) Strongly agree (%) Mean
Financial Controls (FC 10) 0 7 25 44 24 3.84
Financial Controls (FC 11) 0 6 19 52 22 3.90
Financial Controls (FC 12) 0 10 15 53 22 3.86
Financial Controls (FC 13) 0 8 17 59 16 3.84

Research findings indicated that majority (88%) of
respondents agreed and strongly agreed with whether
Funding sources were evaluated annually, while 10% were
not sure, 1% disagreed and 1% strongly disagreed with the
statement. As indicated above, Funding sources were
evaluated annually. The study concurs with the study by
Johnson, Adams Becker, Estrada, and Freeman [23]. Whose
study focused on a financial sustainability plan.

Results in Table above, indicated that majority (80%) of
respondents agreed and strongly agreed that Financial
statements and reports are prepared for implementing unit,
while 14% were not sure and 6% disagreed. This implies that
financial statements and reports are prepared for
implementing unit, as result management will take genuine
decision. This concur with the study by Chan [24] who
pointed out that Stock-taking or "inventory checking" is the
physical verification of the quantities and condition of items
held in an inventory or warehouse. This may be done to
provide an audit of existing stock.

Respondents were asked to indicate whether the
organization has transparency and accountability and it
display performance results to all stakeholders. Findings
show that majority (75%) of respondents agreed and strongly

agreed that, 15% were not sure while 10% disagreed with the
statements. The results show that participants organization
has transparency and accountability. This is in line with the
study by Solomon [25], that Transparency is an indispensable
aspect of accountability, effective accountability requires a
statement of goals, transparent decision-making and
relationships, and honest reporting of resource use and
achievements, which can emphasize the honesty and
efficiency with which resources are used or the impact and
effectiveness of the work.

From Table above, indicated that majority (75%) of
respondents agreed and strongly agreed that Controls in place
concerning the preparation and approval of transactions,
ensuring that all transactions are correctly made and
adequately explained, while 17% disagreed, 8% disagreed
with the statement. Responses from participants show that
there are sound controls in preparation and approval.

(e). Capital Adequacy Requirement to Banks

The capital adequacy ratio measures a bank's capital in
relation to its risk-weighted assets. The capital-to-risk-
weighted-assets ratio promotes financial stability and
efficiency in economic systems throughout the world.

Table 5. Importance of Capital Adequacy Requirement to Banks.

Financial Control Strongly disagree (%) Disagree (%) Not sure (%) Agree (%) Strongly agree (%) Mean  Std. Deviation
FC13 0 3 16 49 32 4.12 155
FC14 0 1 16 62 21 4.04 .623
FC15 0 11 27 41 20 3.69 935

From Table above, majority of respondents agreed and
strongly agreed (81%) that Capital Adequacy Requirement is
Important to Banks while 16% of them were neutral and 3%
disagreed with the statement. This implies that Capital
Adequacy is important to daily operations of the bank. This
is in agreement with Almazari [26], revealed that Capital
ratio indicates a bank's ability to withstand risks. Primarily,
capital ratio helps a bank to withstand credit risk, liquidity
risk, and operational risk. Generally, banks with high capital
ratio are considered strong

Majority of respondents (63%) agreed and strongly agreed
that there is Challenges Faced the Implementation of Capital
Adequacy Requirement, while 16% were neutral and 1%
disagreed with statement. This concur with Cernohorsky,
Sobotnikova, and Teply [27] Risk management, capital
adequacy, implementation may affect profitability. A higher
level of capital adequacy is needed to manage the higher
level of risks identified in the banking activities.

Most of respondents (61%) agreed and strongly agreed that

there are Measures taken to Ensure Compliance with Capital
Adequacy Requirement, while 27% were neutral and 11%
disagreed with the statement. Nwogugu (2015) urged that
various measures to ensure compliance with capital adequacy
requirement such as cutting back on lending, market rights
should be taken. This results to higher return on assets and
equity revealing the need for capital regulation to the
performance of banks and financial stability [28].

ANOVA

The results of ANOVA test reveal that Financial Controls
has significant effect on Financial Stability in the
Microfinance Institutions in Rwanda since the P value is
actual 0.000 which is less than 5% level of significance. The
results indicated that the overall model was significant (F
=65.512; P = 0.000). This implies that is, the independent
variables were good joint explanatory variables.



293

Regression coefficient

Financial Controls has a positive significant regression
coefficient of 0.105 (p-value<0.05). This means that a unit
change in Financial Controls brings about a 0.105 change in
Financial Stability in the Micro Finance Institutions in
Rwanda.

Effect of Financial Control on Financial
Stability

The study responded to the objective which sought to
evaluate the effect of Financial Controls on Financial
Stability of Micro Finance Institutions in Rwanda.

Correlation for Financial Controls and
Financial Stability

The study determines whether Correlation for Financial
Controls as independent variable can be able to explain
Financial Stability. Pearson correlation shows coefficients
between the independent variable Financial Controls and the
dependent variable Financial Stability. The findings indicate
a positive significant correlation of 0.226 since the level of
significant is less than the set 0.05.

Research Hypothesis Testing

There is no significant relationship between Financial
Controls on Financial Stability in the Micro Finance
Institutions in Rwanda.

Recommendation

The study recommends prudent policy measures on
Financial Controls especially Asset management, financial
system controls and Capital adequacy. Also the study
recommends of policy development on member fund
protection in relation to efficient market hypothesis and
creation of robust financial market economy.
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