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Non-governmental organisations (NGOs) play a critical role in supporting social service delivery and development initiatives in Nairobi County, Kenya. However, many organisations in this sector continue to experience financial sustainability challenges associated with weak governance structures, donor dependence, and inadequate internal control systems. This study examined the relationship between internal control systems and the financial performance of NGOs in Nairobi County. The study focused on four internal control dimensions: control environment, risk assessment, control procedures, and continuous monitoring. An explanatory cross-sectional research design was adopted. Structured questionnaires were administered to a stratified sample of 372 NGOs, and 275 valid responses were analysed using descriptive statistics, correlation analysis, and multiple regression analysis. Reliability testing confirmed acceptable internal consistency for all study constructs, with Cronbach’s alpha values exceeding the recommended threshold of 0.70. The correlation results indicated positive and statistically significant relationships between all internal control dimensions and financial performance (p < .05). Regression analysis revealed that the internal control variables jointly explained a substantial proportion of the variation in financial performance (R² = 0.755). Control procedures had the strongest effect on financial performance (β = 0.314, p < .001), followed by continuous monitoring (β = 0.268, p < .001), control environment (β = 0.231, p < .001), and risk assessment (β = 0.223, p < .001). The findings suggest that effective internal control systems enhance financial accountability, resource utilisation, and overall financial stability among NGOs. The study concludes that strengthening governance structures, risk assessment practices, formalised control procedures, and monitoring mechanisms is important for improving financial performance in the NGO sector.
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1.0 INTRODUCTION
Non-governmental organisations (NGOs) have increasingly become central actors in addressing socio-economic challenges, particularly in developing countries such as Kenya. They complement government efforts by implementing programmes in critical sectors, including health, education, human rights, and livelihoods. The expansion of NGOs has been largely attributed to limitations within the public sector in effectively delivering services to all populations in need. Makoba (2002) observes that NGOs in low-income economies contribute significantly to community empowerment by mobilising resources and implementing development projects that enhance self-reliance and promote local economic development.
Recent studies further reinforce this perspective, indicating that the adoption of financial control mechanisms and regulatory monitoring enhances NGO resilience in the face of financial instability and market uncertainty (Dagane & Kihara, 2021; Ghasemi et al., 2022). Despite their increasing importance and operational expansion, many NGOs continue to face persistent sustainability challenges, particularly in financial and operational management. These challenges are often linked to over-reliance on donor funding and weak internal governance structures. As a result, the implementation of robust internal control systems (ICSs) has been widely recommended as a key strategy for improving accountability, optimising resource utilisation, and strengthening stakeholder trust (Etengu & Amony, 2016). In support of this view, Kinyua et al. (2015) argue that strong internal controls help prevent fraud, reduce financial mismanagement risks, and improve the quality of strategic decision-making. Conversely, NGOs with weak internal control systems are more exposed to governance failures, inefficiencies, and financial instability.
This study is conceptually guided by the COSO (2013) framework, which defines internal control as an integrated system of processes, policies, and procedures designed to provide reasonable assurance regarding operational effectiveness, reliable financial reporting, and compliance with laws and regulations. Within NGOs, internal control systems are typically structured around five interrelated components: the control environment (organisational culture and governance), risk assessment, control activities, information and communication systems, and monitoring processes.
Kabuye et al. (2019) note that these functions are primarily executed by governance structures such as boards of directors, executive management, and operational staff. Additionally, the International Accounting Standards (IAS) highlight key elements of internal control, including organisational structure, segregation of duties, safeguarding of assets, staff competence, documentation procedures, authorisation controls, auditing practices, and monitoring mechanisms.
Internal control systems, including internal audit functions, are designed to enhance the credibility and accuracy of financial reporting by promoting accountability among personnel responsible for financial information (Nandugga, 2019). Beyond financial reporting, internal controls also serve broader governance functions, such as identifying material weaknesses, detecting fraud, managing revenue streams, and ensuring the accuracy of financial computations. Furthermore, internal control systems provide an independent assessment of managerial performance by evaluating compliance and effectiveness in achieving organisational objectives (Beeler, Hunton, & Wier, 1999). Fadzil, Haron, and Jantan (2005) further emphasise that effective internal control frameworks are strongly associated with organisational efficiency and improved revenue performance.
Internal control over revenue generation includes continuous verification of financial data accuracy, evaluation of asset protection mechanisms, and assessment of compliance with policies, procedures, laws, and regulations. Organisational effectiveness is increasingly assessed not only in terms of efficiency but also in terms of goal achievement and impact (Rehman et al., 2018). Internal control systems are generally categorised into preventive, detective, and corrective controls. Preventive controls aim to avoid errors, fraud, and inefficiencies before they occur. Detective controls identify and report irregularities after they occur, while corrective controls address identified weaknesses and improve systems to prevent recurrence (Singleton et al., 2006). CPA Australia (2008) further notes that these controls are designed to ensure completeness, accuracy, authorisation, validity, asset security, error correction, and proper financial disclosure. Both administrative and accounting controls within ICSs have financial implications, such as tracking employee benefits and long-term liabilities.
Financial performance in NGOs refers to their ability to mobilise, allocate, and manage resources effectively to sustain programmes, meet obligations, and maintain financial stability (Kimathi, 2018). Strong internal controls and risk management practices are generally associated with improved financial outcomes and reduced fraud and resource wastage. However, fraud remains a significant concern across organisations. For instance, a Kroll (2013) survey reported that 70% of organisations experienced fraud, an increase from 61% in the previous year, highlighting the growing importance of effective control systems.
Kummer, Singh, and Best (2015) further argue that even organisations that achieve operational success may still experience financial distress if they lack strong administrative, financial, and strategic planning systems. Therefore, sustainable success requires more than fundraising capability; it demands effective financial management and governance structures.
Financial performance is commonly measured using indicators such as return on investment (ROI), return on sales (ROS), and return on equity (ROE) (Mahmood et al., 2020). Improving financial performance requires strengthening internal control systems to minimise fraud and ensure efficient use of resources. Mathenge and Muturi (2017) emphasise that stakeholders must ensure that funds are used efficiently to maximise benefits at minimal cost. In NGOs, weak internal controls often lead to misappropriation of donor funds, reduced productivity, and, in extreme cases, deregistration due to non-compliance with financial standards.
Financial success can also be assessed using both objective and subjective indicators (Kabuye et al., 2019). Objective measures include revenue growth and returns on investment, while subjective measures encompass innovation, quality of management, and social impact. Ibrahim et al. (2017) further highlight the relationship between internal controls and organisational success, reinforcing the importance of governance systems in financial sustainability.
Non-governmental organisations vary in scope and structure, with a key distinction between international NGOs (INGOs) and domestic civil society organisations (CSOs). INGOs typically operate across multiple countries, often maintaining independent national offices in both OECD and developing economies. They function within global alliances or federations that coordinate development activities across regions. For example, Oxfam operates through a confederation of 18 member organisations, while CARE International consists of 14 affiliated bodies.
INGOs generally implement large-scale global programmes. While individual offices may operate in specific countries, they contribute to broader international initiatives through funding and technical support. Organisations such as Save the Children operate in over 120 countries, World Vision International in approximately 98 countries, and Oxfam International in more than 90 countries. These organisations often exceed bilateral donor governments in operational scope and reach.
In terms of scale and financial capacity, INGOs are typically larger than national CSOs in donor countries. NGOs operate independently with the goal of improving welfare among marginalised populations. In Kenya, the NGO sector contributes significantly to national development, accounting for approximately 5% of GDP and providing substantial employment opportunities (Kenya National Bureau of Statistics, 2012). The NGO sector is regulated by the National Council of NGOs, a self-regulatory body comprising registered organisations (National Council of NGOs, n.d.). NGOs operate across diverse sectors, including agriculture, water, sanitation and hygiene (WASH), human rights, disability support, and other development areas. The National Council of NGOs plays a central role in coordination and governance within the sector, ensuring compliance and promoting accountability among registered organisations.
1.1 Research Problem
Despite the role of NGOs in providing basic services in Kenya, many continue to face financial sustainability challenges. Most rely heavily on international donors and lack strong internal control systems, increasing their exposure to fraud, mismanagement, and inefficiencies that threaten their mission and sustainability (Dagane & Kihara, 2021). A United States Agency for International Development (USAID, 2017) report indicates that only 6.2% of Kenyan NGOs are financially self-sustaining, while the majority struggle to secure stable funding. Existing literature has largely focused on corporate and public sectors, leaving limited evidence on NGOs. This study therefore examines NGOs in Nairobi County by assessing how control environment, risk assessment, control activities, and monitoring influence financial performance.
1.2 Research Objective
The general objective of this study was to examine the relationship between the four internal control dimensions and the financial performance of NGOs in Nairobi County.
The specific objectives were to:
i. estimate the association between the control environment and financial performance;
ii. evaluate the influence of risk assessment practices on NGO financial performance;
iii. assess the impact of control procedures on financial outcomes; and
iv. analyse the effect of continuous monitoring on NGO financial performance.


2.0 LITERATURE REVIEW  
Theoretical Literature
The study adopts three complementary theoretical perspectives: agency theory, the internal control perspective, and stakeholder theory. These perspectives explain the relationship between control practices and the financial performance of NGOs. Collectively, they provide a multidimensional framework for understanding how governance, accountability, risk management, and stakeholder engagement influence organisational effectiveness and financial outcomes.
Agency theory (Alchian & Demsetz, 1972; Jensen & Meckling, 1976) explains the principal-agent relationship that arises when decision-making authority is delegated by principals (e.g., boards or funders) to agents (managers). In such arrangements, conflicts of interest may emerge because agents do not always act in the best interests of principals (Clarke, 2004). The theory is grounded in the separation of ownership and control, where principals rely on agents to manage organisational resources on their behalf (Bhimani, 2008).
A key assumption of agency theory is that agents are self-interested and may prioritise personal utility over organisational goals unless they are properly incentivised and monitored. Holmström and Milgrom (1994) argue that, without appropriate incentive structures, agents may engage in high-risk decisions or prioritise personal job security over performance outcomes. Consequently, poorly designed compensation systems, such as fixed salaries unrelated to performance, may weaken accountability and reduce organisational efficiency.
Jensen and Meckling (1976) emphasise that agency problems can be mitigated through well-designed monitoring systems, performance-based incentives, and governance structures that align the interests of agents with those of principals. Clarke (2004) further highlights that agency relationships extend beyond corporations to any organisation where delegated authority exists, including NGOs. Eisenhardt (1989) adds that, while agency theory often assumes individualistic behaviour, its relevance depends on organisational structure, context, and incentive alignment.
In NGOs, agency theory is particularly relevant because donors and governing boards delegate operational responsibilities to management teams. This delegation necessitates strong control systems, including risk assessment, monitoring mechanisms, and supervision structures, to ensure that resources are used efficiently and in line with donor expectations. Effective governance mechanisms are therefore essential in minimising agency costs and enhancing financial performance.
The internal control perspective, informed by frameworks such as IFAC and COSO, conceptualises internal controls as integrated processes designed to provide reasonable assurance regarding the achievement of organisational objectives. These objectives typically include operational efficiency, reliable financial reporting, and compliance with applicable regulations.
According to Lark (2010), internal control is a continuous process embedded within an organisation and implemented by the board, management, and employees to ensure the achievement of operational, reporting, and compliance goals. This perspective views internal control as both preventive and corrective, aimed at identifying risks early, detecting irregularities, and facilitating timely corrective actions.
The COSO (2013) framework indicates that internal control systems are not merely compliance tools but also strategic mechanisms that enhance organisational resilience, protect stakeholder value, and support long-term sustainability. Weak internal control systems often lead to inefficiencies, regulatory non-compliance, and increased operational costs, which may ultimately undermine organisational survival.
Internal control systems comprise preventive, detective, and corrective measures. Preventive controls, such as segregation of duties, authorisation procedures, documentation standards, and asset security, aim to reduce the likelihood of errors and fraud. Detective controls, including reconciliations and approval processes, help identify irregularities after they occur. Corrective controls address the root causes of identified weaknesses. Preventive controls are generally considered the most effective because they can reduce risks before they materialise.
The COSO (2013) framework emphasises that internal control systems function as organisational safeguards that support goal attainment while mitigating risks. Effective systems require participation at all organisational levels, not only senior management. In NGOs, robust internal controls are essential for ensuring accountability, financial integrity, and efficient service delivery. However, deficiencies in internal control systems remain a major cause of operational failure and financial mismanagement in many NGOs.
Stakeholder theory, as developed by Freeman (1984) and further refined by Donaldson and Preston (1995), posits that organisational success depends on the ability to balance and respond to the interests of multiple stakeholder groups. These stakeholders include donors, beneficiaries, employees, regulators, and local communities, all of whom influence or are affected by organisational activities.
Freeman (1984) argues that organisations create value not only for shareholders but also for all stakeholders, requiring managers to identify, engage, and balance competing interests. Donaldson and Preston (1995) further distinguish stakeholder theory into descriptive, instrumental, and normative dimensions: describing organisational relationships with stakeholders, explaining how stakeholder management affects outcomes, and justifying why stakeholders have legitimate claims.
In the NGO context, stakeholder theory is particularly relevant due to the sector’s reliance on donor funding and its strong accountability obligations to beneficiaries and regulators. Effective stakeholder management enhances transparency, trust, and legitimacy, which are critical for sustaining funding and operational support.
The theory emphasises that organisational success depends on the interdependence of stakeholder interests. Managers must identify points of convergence among stakeholders such as donors, employees, communities, and beneficiaries. By balancing these interests, NGOs can enhance legitimacy, improve resource mobilisation, and strengthen financial and operational performance.
2.1 Empirical Review
A substantial body of empirical literature consistently emphasises the critical role of internal control systems in influencing organisational financial performance. However, despite this general agreement, most existing studies are context-specific, focusing on profit-oriented firms, public institutions, or banking sectors, thereby limiting their direct applicability to non-governmental organisations (NGOs), particularly within the Kenyan context.
Kinyua et al. (2015) examined the influence of the internal control environment on firms listed on the Nairobi Securities Exchange (NSE) using both descriptive and inferential statistical techniques. Their findings revealed a positive and statistically significant relationship between a credible control environment and financial performance. However, because the study focused on listed corporate firms, its applicability to NGOs is limited due to differences in governance structures, funding mechanisms, and accountability frameworks.
Similarly, Ekessa (2019), in a correlational study of an agro-processing company in Kisumu, found that strong internal control systems enhance financial performance. Although this study provides useful insights into operational controls within private sector firms, the agro-industrial context differs significantly from NGOs, which rely heavily on donor funding and non-profit accountability systems. Bett and Memba (2017), studying Menengai Oil Company, also established that an effective control environment positively influences financial outcomes. Nonetheless, their firm-specific approach highlights the limitation of generalising findings across sectors.
In the public and quasi-public sector, Muhunyo and Jagongo (2018) assessed internal control dimensions in Kenyan public universities and found that a strong control environment significantly influences financial performance. While relevant to public institutions, the educational sector’s funding structure and regulatory environment differ from those of NGOs, again revealing a contextual gap.
In the risk assessment domain, Olalere and Wan (2016) established that weak risk management practices significantly contribute to declining profitability in Nigerian banks. Similarly, Mohamed and Onyiego (2018) found that credit, liquidity, and operational risk management significantly determine the financial stability of Kenyan commercial banks. Although these studies reinforce the importance of risk management, their focus on banking institutions limits their direct relevance to NGOs, which face different risk exposure patterns, particularly donor dependency and compliance risks.
Further supporting the importance of internal controls, Dagane and Kihara (2021) found that Kenyan NGOs with strong financial monitoring systems, regular audits, and robust reporting mechanisms demonstrate higher financial resilience. In addition, Ghasemi et al. (2022) established that effective internal control systems in Cameroonian NGOs enhance accountability and service delivery. These studies are particularly relevant to the current research because they focus directly on NGOs, although their geographic and contextual differences suggest the need for localised evidence in Nairobi County.
Kinyua et al. (2015) further demonstrated that the control environment significantly influences financial outcomes in NSE-listed firms. However, their reliance on listed companies limits generalisability to NGOs. Ekessa (2019) similarly confirmed a positive relationship between control environment and financial performance in agro-processing firms, while Bett and Memba (2017) found strong statistical evidence supporting the role of control systems in improving financial indicators in Menengai Oil Company. Muhunyo and Jagongo (2018) extended this understanding to public universities, establishing that governance and control systems strongly shape financial outcomes, although still within a public institutional context.
Olalere and Wan (2016) concluded that ineffective risk management reduces profitability in banks, emphasising the importance of structured risk frameworks. Mohamed and Onyiego (2018) reinforced this by identifying credit, liquidity, and operational risk management as critical determinants of financial performance in Kenyan banks. Muthusi (2017) also examined internal controls in Kenyan banks, using a census approach across 43 institutions, and highlighted the importance of structured financial oversight. While these studies strengthen the theoretical foundation of risk management, their banking focus limits direct relevance to NGOs.
Eniola (2020) examined internal control measures in Nigerian businesses and found that effective control procedures enhance organisational performance. However, the Nigerian business context limits applicability to Kenyan NGOs. Gatea and Khalaf (2021) demonstrated that strong internal control systems improve the accuracy and reliability of financial reporting in Iraq, influencing investment decisions. Ejoh and Ejom (2014), focusing on Nigerian educational institutions, found that segregation of duties, auditing systems, and budgetary controls significantly enhance financial accountability. However, they also identified risks such as unauthorised access to financial information, indicating gaps in control effectiveness.
Simiyu, Manini, and Singoro (2018) established that budgetary participation and communication positively influence financial stability in Kenyan state-owned sugar companies, although their sector-specific focus limits broader applicability. Kisanyanya (2018) found a strong relationship between supervision practices and financial performance in Kenyan public higher learning institutions, but noted limited generalisability due to the study’s narrow geographic and sectoral scope. Kalemeera (2018), studying Uganda Management Institute, confirmed a strong positive relationship between internal controls and financial outcomes, while also emphasising that poor staff understanding undermines implementation effectiveness.
3.0 RESEARCH METHODOLOGY
This study adopted an explanatory cross-sectional research design to investigate the relationship between internal control systems and the financial performance of non-governmental organisations (NGOs) in Nairobi City County, Kenya. The explanatory design was appropriate because it enabled the assessment of cause-effect relationships between multiple independent variables (internal control dimensions) and a dependent variable (financial performance) at a single point in time. In addition, the cross-sectional approach allowed efficient data collection across a large and geographically concentrated population of NGOs. The study integrated both descriptive and inferential statistical techniques to enhance analytical depth and empirical interpretation.
Data were collected using structured questionnaires administered to operations managers of NGOs. Operations managers were selected as key informants due to their direct involvement in internal financial processes, control systems, and organisational performance monitoring. The questionnaire comprised closed-ended items measured on a Likert scale to ensure uniformity, comparability, and ease of statistical analysis. The instrument was divided into two sections: demographic characteristics and study constructs, which included internal control components, such as control environment, risk assessment, control activities, and monitoring systems, as well as financial performance indicators.
The target population consisted of all registered non-governmental organisations operating in Nairobi City County. According to the NGO Coordination Board (2020), there were 5,354 registered NGOs, which formed the unit of analysis for the study. The unit of observation was the operations manager within each NGO. The population was heterogeneous and distributed across major thematic sectors, including health, agriculture, poverty alleviation, human rights, education, and other development-oriented areas.
A probability sampling technique was employed to ensure that every NGO had an equal chance of selection, thereby enhancing representativeness and reducing selection bias. Specifically, stratified sampling was used because the population was naturally divided into distinct sectors. Stratification ensured proportional representation of each sector in the final sample, which improved statistical precision and external validity (Alvi, 2016).
The sample size was determined using Yamane’s (1967) formula for finite populations at a 5% margin of error (e = 0.05). From the population of 5,354 NGOs, the computed sample size was 372 respondents. This sample size was considered adequate for regression analysis and hypothesis testing, as it meets minimum thresholds for multivariate statistical techniques. The sample was proportionately allocated across strata as follows: health sector (160, 43%), agriculture (48, 13%), poverty eradication (78, 21%), human rights (41, 11%), and other sectors (45, 12%). This proportional allocation ensured that no stratum was over- or under-represented in the analysis.
A pilot study involving 10% of the sample (approximately 37 respondents) was conducted to test the reliability and validity of the research instrument. Participants in the pilot study were excluded from the main study to prevent contamination bias. The pilot test helped refine question clarity, structure, and response consistency. Content validity was established through expert review by the supervisor and academic specialists in research methodology. Construct validity was ensured through logical alignment between research objectives, variables, and questionnaire items.
Reliability was assessed using Cronbach’s alpha coefficient, which measures the internal consistency of the instrument. A threshold of α ≥ 0.70 was considered acceptable, consistent with established statistical standards (Hair et al., 2019). Reliability testing ensured that the measurement tool produced stable and consistent results across different respondents and conditions.
Prior to data collection, ethical clearance was obtained from Kenyatta University and the National Commission for Science, Technology and Innovation (NACOSTI). An introductory letter from the university was also secured. Respondents were informed of the purpose of the study, voluntary participation, confidentiality, and anonymity. Informed consent was obtained before administering questionnaires. Data collection was conducted using trained research assistants, with a structured follow-up system to improve response rates and minimise non-response bias.
Data were cleaned, coded, and analysed using Statistical Package for Social Sciences (SPSS) version 23. Descriptive statistics, such as frequencies, means, and standard deviations, were used to summarise the data. Inferential statistics, including Pearson correlation and multiple regression analysis, were used to examine relationships between internal control systems and financial performance. The regression model specified was:
Y = β0 + β1X1 + β2X2 + β3X3 + β4X4 + ε
Where Y represents financial performance and X1–X4 represent internal control system dimensions.
To ensure robustness of regression results, several diagnostic tests were conducted. Multicollinearity was assessed using the Variance Inflation Factor (VIF), where values below 5 indicated acceptable levels of independence among predictors. Normality of residuals was tested using the Shapiro–Wilk test and Q–Q plots, with p-values greater than 0.05 indicating normal distribution of residuals. Linearity was assessed using residuals-versus-fitted value plots to confirm a linear relationship between independent and dependent variables. Heteroscedasticity was tested using the Breusch–Pagan test, where a p-value greater than 0.05 indicated homoscedasticity and reliability of standard errors. Where violations were detected, corrective measures such as robust standard errors or transformation techniques were considered.
Finally, although the analytical framework was robust, interpretive depth in the discussion phase required careful attention. In particular, results should not merely be restated but should be critically compared with existing literature, explaining convergences, divergences, and unexpected findings within the theoretical and contextual frameworks of internal control and organisational performance.


4.0 RESULTS AND DISCUSSION
Response Rate 
The study achieved a response rate of 73.92% (275 out of 372 questionnaires), while 26.07% (97) were not returned (Table 1). According to Babbie (2004), a response rate above 70% is considered very good in survey research, implying that the findings are sufficiently representative of the target population of NGOs in Nairobi County and that non-response bias is limited. The non-response proportion may be attributed to organisational constraints, respondent unavailability, or reluctance to provide information; however, its effect on the validity of findings is limited due to the strong overall participation level.
Table 1: Survey Response Summary 
	Response
	Frequency
	Percentage

	Returned
	275
	73.92%

	Unreturned
	97
	26.07%

	Total
	372
	100%


Reliability Results 
Reliability analysis was conducted using Cronbach’s alpha to assess the internal consistency of the research instrument. All variables recorded alpha values above the 0.7 threshold, confirming acceptable reliability and consistency of the questionnaire items. A pilot study involving 37 respondents (10% of the sample) achieved a 100% response rate, supporting the clarity and relevance of the instrument.
Table 2: Internal Consistency by Construct (Cronbach’s α) 
	Variable
	Cronbach’s Alpha
	Items
	Comment

	Continuous monitoring
	0.842
	5
	Reliable

	Risk assessment
	0.808
	5
	Reliable

	Control procedures
	0.797
	5
	Reliable

	Financial performance
	0.798
	4
	Reliable

	Control environment
	0.712
	5
	Reliable


(2024 Research Data)
These results confirm strong internal consistency and support construct, content, and face validity. Consistent with Cronbach (1951) and Hayes and Coutts (2020), alpha values ≥ 0.7 indicate acceptable reliability. The pilot findings therefore demonstrate that the instrument is suitable for large-scale deployment, ensuring dependable and valid results in the main study.

Inferential Analysis 
Inferential analysis was conducted to examine the relationships between the four internal control dimensions and the financial performance of NGOs, and to generalise findings from the sample to the broader population. The analysis employed correlation and multiple regression techniques to determine the magnitude, direction, and significance of associations among variables. The results provide empirical evidence for testing the study hypotheses regarding the influence of internal control systems on financial performance.
Correlation Analysis and Multicollinearity 
Pearson correlation analysis was used to assess the relationships between internal control components and financial performance, as presented in Table 3.
Table 3: Pearson’s r Correlation Results
	
	1
	2
	3
	4
	5

	1. Financial Performance
	 
	
	
	
	

	2. Control environment
	0.72**
	 
	
	
	

	3. Risk assessment
	0.66**
	0.51**
	 
	
	

	4. Control procedures
	0.78**
	0.66**
	0.62**
	 
	

	5. Continuous monitoring
	0.73**
	0.64**
	0.47**
	0.67**
	 


Note. **p < .01 (two-tailed)
All internal control variables exhibited strong, positive, and statistically significant relationships with financial performance. Control procedures demonstrated the strongest correlation (r = .781, p < .001), followed by continuous monitoring (r = .729, p < .001), control environment (r = .723, p < .001), and risk assessment (r = .662, p < .001). These findings suggest that stronger internal control systems are associated with improved financial outcomes in NGOs. The results are consistent with prior studies, including Bett and Memba (2017), Muthusi (2017), Olalere and Wan (2016), Eniola (2020), Gatea and Khalaf (2021), Simiyu et al. (2018), and Ng’wasa (2017), while recognising that context-specific findings may vary.
Diagnostic Tests
Prior to regression analysis, diagnostic tests were conducted to ensure model validity. These included checks for multicollinearity, normality, linearity, and homoscedasticity. These tests are essential in confirming that regression assumptions are met and that results are reliable and unbiased.
Regression Analysis
Multiple regression was applied to determine the combined and individual effects of the four internal control dimensions on financial performance.


Table 4: Model Fit Summary
	R
	R Square
	Adjusted R Square
	Std. Error

	0.869
	0.755
	0.752
	0.50885


The model shows a strong positive relationship (R = 0.869). The R² value of 0.755 indicates that approximately 75.5% of the variation in financial performance is explained by internal control variables.
Table 5: ANOVA Results
	Source
	SS
	df
	MS
	F
	Sig.

	Regression
	207.83
	4
	51.957
	200.665
	.000

	Residual
	67.321
	260
	0.259
	
	

	Total
	275.151
	264
	
	
	


The model is statistically significant (F = 200.665, p < .001), confirming that internal controls significantly influence financial performance.
Table 6: Regression Coefficients
	Predictor
	B
	SE
	β
	t
	p

	Control environment
	0.244
	0.047
	0.231
	5.229
	< .001

	Risk assessment
	0.261
	0.046
	0.223
	5.622
	< .001

	Control procedures
	0.296
	0.046
	0.314
	6.469
	< .001

	Continuous monitoring
	0.288
	0.047
	0.268
	6.082
	< .001


All predictors are positive and statistically significant (p < .001), indicating that improvements in internal control dimensions are associated with improved financial performance. Control procedures had the strongest effect, followed by continuous monitoring, control environment, and risk assessment. These findings align with Kinyua et al. (2015) and Ekessa (2019), who emphasise the importance of significance testing in validating hypotheses.
Diagnostic Validity Tests
Multicollinearity diagnostics showed acceptable VIF values ranging from 1.679 to 2.448 (mean = 2.061), indicating no serious multicollinearity issues. Normality tests (Shapiro-Wilk) confirmed that residuals were normally distributed (p > .05 for all variables), supporting parametric assumptions (Arnastauskaitė et al., 2021). Linearity tests using scatter plots confirmed positive linear relationships between all predictors and financial performance. Heteroscedasticity testing using the Breusch-Pagan test indicated no significant heteroscedasticity issues, as all predictors had p-values greater than 0.05.
Hypothesis Testing
All four hypotheses were tested using t-tests on regression coefficients.
Table 7: Summary of Hypotheses Test
	Predictor
	Null hypothesis (H₀)
	Alternative (H₁)
	Test (two-tailed)
	p-value
	Decision (α = .05)
	Interpretation

	Control environment
	β₁ = 0 (no effect)
	β₁ ≠ 0 (effect present)
	t-test on β₁
	p < .001
	Reject H₀
	Significant positive association

	Risk assessment
	β₂ = 0
	β₂ ≠ 0
	t-test on β₂
	p < .001
	Reject H₀
	Significant positive association

	Control procedures
	β₃ = 0
	β₃ ≠ 0
	t-test on β₃
	p < .001
	Reject H₀
	Significant positive association

	Continuous monitoring
	β₄ = 0
	β₄ ≠ 0
	t-test on β₄
	p < .001
	Reject H₀
	Significant positive association


All predictors (control environment, risk assessment, control procedures, and continuous monitoring) had p-values < .001. Consequently, all null hypotheses (H₀: β = 0) were rejected at α = 0.05, confirming that each internal control dimension has a statistically significant positive effect on financial performance.


5.0 CONCLUSIONS 
The study concludes that internal control systems are positively associated with the financial performance of non-governmental organisations in Nairobi County. The findings indicate that a sound control environment, effective risk assessment, well-documented control procedures, and continuous monitoring contribute to improved financial outcomes. A strong control environment supports ethical conduct, accountability, and responsible use of organisational resources. Risk assessment practices help organisations identify, evaluate, and respond to financial and operational risks that may affect sustainability. Control procedures, including budgeting, authorisation, documentation, and segregation of duties, strengthen financial discipline and reduce opportunities for mismanagement. Continuous monitoring through audits, review mechanisms, and follow-up of control weaknesses further improves transparency and financial oversight. Overall, the results indicate that internal control systems are important institutional mechanisms for improving financial accountability and sustainability in NGOs. The study therefore emphasises the need for NGOs to strengthen internal governance, improve staff competence, and maintain regular monitoring of financial processes. These measures can enhance donor confidence, support efficient resource utilisation, and contribute to more stable financial performance.
6.0 RECOMMENDATIONS
The study recommends a multi-pronged approach to improving NGO financial performance through policy, practice, and research interventions. Key measures include strengthening ethical standards across organisations and providing continuous training in moral decision-making to enhance integrity and accountability. NGOs are encouraged to develop fraud-specific risk mitigation plans, implement standardised and documented control procedures, and conduct rigorous auditing processes to improve financial oversight.
From a policy perspective, regulators and policymakers should collaborate to enforce comprehensive risk management frameworks across NGOs. This includes allocating adequate funding for managing credit, operational, and market risks, which are critical for financial stability. Additionally, NGOs should establish independent and well-resourced risk management departments staffed with qualified personnel and supported by advanced technological systems to enhance continuous risk identification and mitigation.
At the practice level, NGOs should reinforce internal controls by prioritising ethical conduct and integrity. Strengthening information systems is essential to ensure timely, reliable, and transparent communication among stakeholders. Donor-funded organisations should also revise accounting systems, train finance personnel, and implement structured mechanisms for tracking audit recommendations. Regular training workshops and seminars are recommended to improve staff competencies and organisational performance.
For future research, studies should extend beyond Nairobi County to other regions in Kenya and explore additional internal control mechanisms, including digital tools, to improve financial transparency. Further investigation is also needed to capture other determinants of NGO financial performance not covered in the current study.

Limitations
This study was limited to NGOs operating in Nairobi County; therefore, the findings may not fully represent organisations in other regions with different regulatory, funding, and operational contexts. The cross-sectional design captured data at one point in time and cannot establish long-term causal effects. In addition, structured questionnaires relied on respondents’ perceptions and self-reported information. The study focused on four internal control dimensions and did not examine other factors, such as donor funding patterns, organisational size, leadership capacity, technology adoption, or external regulatory pressures.
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