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ABSTRACT 

!he· topic for t!w study was the effect of internal control systems on inventory management in 

mtmufacturing industries. 

I k case study being East African paints manufacturers limited which is located on plot 3 
• • 

I I I .. th . l . I -.· 1,mne c osc o! I h street Inc ustna area 

!'he hypothesis Jew the study stated that the role of internal controls has no significant effect in 

im en tory manGgements. 

lhc researcher used questionnaires. intervie11 s and observation method to gather the 

inl(mnation. 

The researcher got the following findings in the process of the study. 

I !w study revealed the some controls have been put in place such as purchase controls safe guard 

t1i' assets, re1·cnuc' collection. and controls payments of wages among others. There is need to 

strengthen internal control system and all stake holders must support this to prukct the 

llr:;anization and other resources. 
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CHAPTER ONE 

l.l BACKGROUND OF THE STUDY. 

Int...? rna! controi comprises JYlc-asures and n1ethods adopted b) managcn1ent pj' an 

organization to safe guard its assets check the accuracy J.nd reliability· of accounting data 
• 

promote operational crticiency and encourage the hence to prescribe managemcMt polices 

(American) institute ofcertilied accountant. 

.·\cwrcling to Meign \984 internal controls are set to reinsure that the folluwing 

objectives arc achieved. 

( i ). Transactions arc carrit'd out in accordance wit11 appropnate authority. 

(iir. All transactions and uther events are promptly recorded ::ll currect amounts in 

appropriate accounts and improper accounting period to :~s to permit preparation of 

llnancial statements is in accordance witt: the preparing ti,~;ne wor:k. 

1 i ti). Access to assc:t:, is permit;cd only in accordance with proper authorization. 

• !'- 1. Record~d assds are c~_n11p:1red with existing, nsscb pcriodlc3Hy and corrccti\e acti('ll 

\L\!LLIC.\MP.\9%). 

l he· invcnlclry 111:111agcmc·nt slhnrld he- tlK maximi/:1\inn '>i the' :due of the linn i\.1\1 

l\tndi~y \996) inn~·nt()ric:--: ~1xc ',tucK of the product ur L'(impan: m~mu1~tcturing l~n :1ak 

Jnd C1H11pnnents that nLtLc up tlh .. ' prnduct \\ork in pr()U .. '"" and finished gtH)ds !inns that 

,J.:~tl in th~..· prudu,:tiun 1\f ':'>\..'llli m;ulul~t~..'tUt\:,1 )11\'lhH.:h .~nd !i;li·~h~..·"l ~{i()d~ c\.ampk·:-; u\· 



!. 

illdustries in L·ganda are l\Jukwnno Industries, MADIVANI Industries, E. African paints a 

mcrnu!llcturers and many others. 

I ill' E. A P. '\L L was founded by the indigenous Ugandans for the production of paints­

\ arnishes are reb ted products. The company stmted production paints at the beginning of June 

~1)!)~ 

It 1'1 ,,duces \Vak'r best paints such as eco-mart sogre mart premium standard cm·er weather bond 

.11td 11iny silk ~cography of Uganda. despite the c~istence of an internal controls system in 

l'.\pcricncing im1'roper inventory management in firms is lor , , .t1·enent purpose which can be 

summarized in smooth operations by copying various functions with in the tlrm, We need n beret 

ol'inventory in the tlrm which is neither too high nor too low, 

. \ level of inventory that ensures constant smooth operations as a mnmnum cost and this is 

krh>Wn as the optimal level of inventory. 

1.2 STATEMENT OF THE PROBLEM. 

I 1\>111 the E.A.I'.iVI management report soon it is noted that the system of enforcing proper 

clc>l'lllllentation ot' cash receipts and filling as control measures are not taken seriously. Also stock 

uking is not scnclUS monitored as indicated by the tabk bclcm·. 

LOCAL PRODUCTION (000) 

\TAR 
12008 12009 12010 

~~~~l 

I'RODUCTION 
~--j 

1932 
' 

2008 2451 
~-J 
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U. P\ 1RPOSF OF TLJE STUDY. 

I he purpc>sc uf 1 he research was to evaluate the effectiveness of the internal control svqem on 

Ill' C'llll\r\ lll~lll.l: c·ment in East Alhean paints manufacturers. 

• • 
1.-1. OBJECT!\ ES OF TilE STl rn·. 

a1 ro establish the different types of the internal control system in E. Ati·ican paints 

manulitc·t urers Limited. 

hi T<) estahlrsh the relati<mship between control and inventory management. 

c) To e\alu:ttc the effectiveness of the internal control system in B. Afi·ican manulbcturers 

Limited. 

1.5. RESEARCII QUESTIONS. 

~~ 1 lntern~tl control S\ stem is in B. African paints manufacturers Limited and what are its 

b 1 Is there· ctny relationship between internal control and inventory management'' 

c 1 What are the economic implications of the internal control system in E. African paints 

manuf:· . urers eva! uated'? 

1.6 .. 'iCOPE 01· II!E STlfJW. 

Subject scope: 

I he emphasis ".IS laid clown on evaluation of internal control systems on im en tor\ manat'c'ment 

innunufacturin,· Industries. 

( :eographical 'cope. 

I he' 'tud) '' ~" ,·~uTied uut 111 E. African paints nwnufacturers Limited lucatc·d in K:1mpala 

Time scope: 

·r he study \las h.1sed on the performance of the industry from 2008\o 2010 

3 



1.7. SIGNIFICAMNCE OF THE STODY. 

The study was significance both theoretically ;:md practically_ This research was 

important to the management of (E.A.P.M) Limited to strengthen their internal controls 

and ensure proper documentation the general public, researcher and other users hy 

providing them witt!> • 

(i). An insight on better control procedures and possibilities of their adaptation. 

(ii). Improve knowledge skills and understanding of other research aspects through the 

resultant interaction between the researcher and respondent 

(iii). Possible areas that need to be addressed and issues for future research. 



CHAPTER TWO 

INTRODUCTION: LITERATURE REVIEW. 

This chapter presents literature from different scholars on the internal control system and 
• 

inventory management in mcnufacturing industries. • 

2.1. THE DEFINITION vF INTERl'iAL CONTROL SYSTEM. 

A. H. Mill champ (!985) defined internal control system as the whole system of control 

financial and other wise established b 1· the rnam.gerr,~·nt ;n order to c?:ry C"l business of 

the enterprise in an orderly and efficient manager to ensure adherence to management 

polices. 

American institute of C.P .A (1984) defines internal control system as comprising the plan 

of the organization and all the coordinated methods and measures adopted with the 

business to safe guard its assets check the accuracy and reliability of its accounting data. 

The· ,\CCA June 1992 de tines inte:11al control system:<' composition or cuntrcll 

environment and control <:nvironment and control procedure·:>. It incluJes all pulices and 

procedure adopteJ by rhc Jirectors and of an entity to assist in achieving their <lhjcctivcs 

of ensuring~:::; far ns practicatJle the { ~·dt:rly anC cfticiL'Pt condt:l't or a hu...;in'-·-.;s, 

2.2. OBJECTIVES OF INTERNAL CONTROL. 

Accc>rding to [kpauk ( 19g9) the internal control system i.s re·gardcd tu in,ent<lry 

management aims at achieving the following objectives. 

a). That there is complete accountability for all assets. 

h). \Jse and access towmds assets arc made only with in prot'cr autlwri;ati11n. 

c). There is a p<:rioJical verification and companies uf asses rn exist<:nce with accounting 

and appropriate actions are taken with regard to any clit'krenccs. 

J). The adequate accounting systen1s appropriate to size and nature t)!' hu::.inc~~:-.. is in 

c'\..istcnce. 



e). The transactions are entered in the related books of accounts regularly, correctly and 

Systematically according to the accounting polices and procedures. 

f). That all transactions are carricxi out with specific sanction and authorization of 

management. 

g). the urgent need of a timely preparation of a reliahle financial information so that it can 
• 

serve the interest of external pmiies. Therefore, without proper internal 'Control system in 

manufacturing industries el1\cctive inventory levels can not be achieved at all. 

2.3. TYPES OF INTERNAL CONTROL SYSTEMS. 

The following is a description of some types of control with relevant authoritic, found in 

many enterprises including manufacturing plants and some are combination of which 

may ... to place some degree elf reliance (Woolf 1994 ). 

(! ). Management. 

These are the controls exercised by management out side the day to day routine of the 

system. They include the over all supervisory controls exercise by management, .... 

review of management accounts and composition ....... of with budgets the internal audit 

hmctinn and any other special review procedures. 

(ii). ,\uthorization and "l pn,val: 

,\!ltran:;actimrs should require authorization or at least approval bv the appropriate 

responsible person. The limits tin· this authorization should be specified. 

(iii). Supervisinn: 

Any system of internal ccmtrol should include the su[J<Crvision of n:.sponsibk onicial of 

day to day transactions and due rccurding therefore. 

( i v ).Arithmetical and accounting: 

l'lrcrc i(>rc due cuntmls \\ithinthc recording function \\hich checks that transactions tc1 be 

recorded and processed hav·c· been authorized such that nil arc included and correct!) ur 

accurately pmccsscd 

I v ). Physical: 

There arc main!; concerned "ith the custod; uf assets and involve procedures and 

:--~.:curi1) i11L'an:-. Lksi~.Jh.'d l\l ~..·n:-;uJ"r...' that ~ll'CL.::'-s in limited to authorized personnel. Thi--; 

;ndudes ht)th din.·ct :tL'(,.'_-,·,t..·, \ i~l dtlCUlllt..'llU1ltll1 

(( 



(vi). Organization: 

Enterprise should have a plan of their organization defining and allocating 

responsibilities and identifying ... of reporting for all aspects of this enterprises operations 

including ci5ntrol for example the delegation of authority and resp~nsibility should be 

clearly specified as to avoid confusion. 

(vii). There should be proper procedures to ensure that personnel have capabilitc to 

commensurate with their responsibilities. 

2.4. FIXTURES OF A GOOD INTERNAL CONTROL SYSTEM ACCA- .JUNE 

1998. 

Like any other system, internal controls have the following characteristics of features that 

distinguish them from other systems and according to ACCA Jom 1998 the following 

noted: 

CONTROL ENVIRONMENT. 

This refers to over all attitudes, awareness and action of directors and mangers regarding 

internal control and their importance in the entity. The control environment internal 

control and their importance entail the management system and co- operation culture and 

value shared by all employees (meige and maigs). A strong control environment does not 

by it self ensure the effectiveness or tlw over all internal control system and what matters 

are the !()!lowing li:lCtors that affect the area of operations. 

a). The philosoph\ and operating style of the directors and management. 

b). The directors methods of imposing control including the internal control audit 

f1mction the !\met ion of the board of directors and personnel polices and procedures. 

c). The entity organization structure and methods of assigning authority and 

responsibility which include die segregation of duties and supervisory controls. 



2.4.2. CONTROL PROCEDURES. 

This refers to those polices and procedures in addition to the control environment which 

are established to achieve the entity's specific objectives (meigs and maigs). fhc lAS list 

shows specific contml systems as: 

"' Approval and control of the records. 
• 

• Reconciliation of records. 

• Checking arithmetical accuracy of the records. 

• Control oYer computerized applications and the information technology 

environment. 

• Maintaining and receiving control accounts and trail balances. 

• Limiting direct physical access to assets and records. 

REVIEW OF INTERNAL CONTROL 

In manufacturing industries like EAPM limited the internal auditor has to review the 

adequacy and usefulness of the financial and non- financial control analyses costs and 

benefits of control in existence. 

According to Ramaskiony ( 1994) the internal auditor has to ensure effcctiw intemal 

control system in an organization and on that note the following review has to be 

performed: 

(i). Review of custodianship and sale guardmt elf asscts the i;1ternal c•ud1tor hac to 

exam.ine the systcrn in existence regarding the Inaintainace and satl· guarding 

custody of assets. 

(ii). Verificatie1n ,>!'the compliance with polices plans and procedures oft he c'nterpriscs 

(iii). Review ofrckvancc and rdiability of information the internal auditor has to rc\icw 

the liability and relevance of such infonnation like accuracy of financial and operations 

records examinations reports shall be timely and reviewed frequently. 

(iv). Review of utilization of resources the internal auditor has to fmd out as to how 

effectively and cc()nomically the resources of the enterprise are utilized. l k should 

examine tlw I.'!Tic·icnc·, or the standard norms applied lc>r use of the resources accuracy 

and n:lenmcc \lithe stcmdards telluride opcrmio!ls. 



(v).Rcvicw of accomplishment goals. The internal auditor has review the various 

functional areas to find out the possibility of acting the over all ol:ijcctive of the enterprise 

and the specific objective of each departments. 

INVENTORY MANAGEMENT. 

Inventories are stock of products accompany is ~anufacturing for sale and components 

that make up products that is to say it exists in three forms for example raw materials 

work in progress and finished goods for adequate inventory level to be achieved there 

must exist an effective internal control system in an organization. 

TYPES OF INVENTORIES. 

Lucy T (1998) conveniently classified the different types of inventory as follows: 

• Raw materials - the materials components fuels among others used in the 

manufacture of products. 

• Finished goods- completed products ready for sale of distribution. The 

classification depends on the particular firm. 

OBJECTIVES FOR HOLDING IN\'ENTORY. 

J\laintaining inventories im·olves typing up of the company's (pondcy 1995). The main 

reason 1;)r holding stock is as follows: 

o :-;pcculutivc !""1·1otive. lnflue:1ces the dccisinn to either increase or reduc~ in\'entory 

levels so as to take advantage of price l1uctuations. 

• Transaction motive. Emphasizes the: need tu maintain it to facilit:lte smooth 

pr<>duction and sales. 

2.6.3. THE OBJECTIVES OF INVENTORY CONTROL. 

i\rora !99.:\ gave the board objective of inventory control is bel em. 

i). It is tu avoid under stacking because it leads to the other infracting the: production 

proct.:~~-

ii).No m cr stocking. It stocks up capital and causes high costs thereby resulting in 

ach.:r:;c dkd on profits. 

l) 
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iii). Economy in purchase. The purchasing of materials is a specialized function, the 

reduction in costs. 

iv). Proper quality while purchasing raw materials due tn consideration should be given 

to the quality so as to avoid un necessary costs. 

v). Information about materials. The system should prckrably given complete and up to 

data accounting information about the availability of materials. 

2.6.4. MATERIAL CONTROL. 

According to Arora 1994 the term material may be defined as any thing that may be 

stored piled. It ,cfers to all con:moditie~ tl:at are cuns• . .-.:c~d i'r the process of manufacture 

while the term inventory is used to cover stock of raw materials components of work in 

progress and finished goods. 

Inventory control may be defined as systematic control and regulation of purchase, 

storage and usage of material in such a way so as to maintain an even flow of production 

and at the same time avoiding excessive investment in inventories. 

ESSENTIAL REQUIRE!\IEI' r OF INVENTOR\ ( 'ONTROL. 

Arora 1994 ideally inventorv control must ensure that the· following requirement are fully 

met. 

a). Adequate records should be introduced to control tnall'rials during pruductinn and 

quantities manulactured for inventllry. 

b). The storage of all material should be vvcll plann,·d in order to ensure adequate sak 

guard and supervision in the industry. 

c). The perpetual inventory sy:;tun should he npn:tkd ,;,, th:tt up tn date in!i,tmati• >n i.s 

avaibble at the quantity of matnials in stoc·k 

d). Materials requirement sh,mld be prnpcrlv phmn,·d 

e). There should be proper cudi!icatinn and c·l,,..__,j iic·:t\!<\Il uf mall'rials. 

t). An ct1!cicnt system of intcrn:t! audit and inkrn.d ,·becks should be operated so that 

reliable and independent pcr">th c·hcd; all \i:lll··:" ':,,,.._in' olv in12 materia h. 

i (i 
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g). There should be regular reporting to management regarding purchases, issues and 

stock of materials. 

STOCK DISCREPANCES. 

Research has shown that some times physical stock may not be in line with the stock 

figures in the stock records. According to CIMA 1992 there will occasions when astoek 

discloses discrepancies between physical anount of the item in stock and the amounts in 

records. The moment this occurs investigations. she be carried out immediately so as to 

find out the causes of such differences and appropriate actions should be taken to ensure 

that it doe& nut happen again. 

INVENTORY CONTROL MEASURES. 

Lucey Teny (1998) defines inventory controls the system used in a firm to control its 

investments in stock it includes recording ru1d monitoring of stocks levels fore casting 

future demands and deciding when and how much to order. 

According to him inventory control measures arc means by which the organization puts 

in handling inventory the measures should he plll on aspects like purchasing storage and 

usage of stock items. 

N.K Naines (1955) viewed from '1Wnu!clct.uring perspective and defines inventory control 

as: 

I lc function and maintaining direct quanti t\' of materials for a given production pr,1gram 

with the minimum amount ofinvcsunent in\'cntory control deals with both purchased and 

manufactured items raw materials components, tools and qensal stores, the major 

inventory control measures a firm should c·unsickr includes the below. 

a). hwentory control should provided accurate information for financial control in away 

of budget by providing details of passed consumption and future requirements. 

b). To ensure the production is not hindered for wait of various receiving items. This 

involves dcten11ining the correct minimum and maximum stock levels and timely 

submission of store reports. 

II 



c). Inventory control should clearly point out cases of unused items purchased against 

special purchase requisitions received !1-om various departments. 

d). Such measures should be able to point out clearly cases of abnonmrl consumption f(lr 

investigation purpose. 

e). Continuous listing of absolute and surplus materials should be put up and also 
• 

submitted for disposals so that either little or no capital is tied up. • 

According to Bufo there should be co - ordination and corporation between the various 

departments dealing in materials, regular reporting to manage any case related to material 

handlir,g and to ~nsuring m:r cffici•'l1t system of internal check is operated .. 

2.8. INTERNAL CONTROL SYSTEMS AND THEIR INHERENT 

LIMITATIONS. 

Isa 300 state that the directors of an entity will set up internal controls in the accounting 

system to achieve objectives such as specific authorization while exciting transaction, 

recording of correct amount in due books of accounts authorization in order to access 

inherent' limitations' such as the [{.)!lowing: 

l. The possibility that prorn\urcs may become 'inadequate· due to changes iii 

conditions that compliancc:s with procedures may determine over time. 

2. The unusual requirement;, that the cost of an internal is not disproportionate tc) the 

potential loss that may result from its absence. 

3. Most systematic internal control tends to be directed for or at routing transactions 

rather than non routine transactions. 

4. The potential f<.)r ·Human error' due to careless ness distraction mistakes of 

judgments and the misunderstanding of instructions. 

5. ll1e possibility of internal controls being 'by posses through collusion \vith 

parties out side or inside the organization. 

The possibility that a person responsible for exercising an internal control could abuse the 

rcsponsibilitv of over riding an internal control system. 

12 



2.9. RELATIONSHIP BETWEEN INTERNAL CONTROL AND INVE:\'TORY 

I\IANAGEME:\T (Meigs and JVIeigs 1998). 

t i'"'d internal nHllrol is a means of providing accurate cost data for inventions and cost ,,r goods 

,,,ld as well as ;~ccuracy in reponing physical quantities inadequate int"rnal control cause losses 
• 

b\ permitting c,>St data to be used by management based on reported profits margins. 

13 



.1.0 Introduction 

CHAPTER THREE 

!\IETHODOLOGY 

I hi' chapter nul lines the methodolugy used in the study it contains infc>rmation about the 
• • 

research design '>f data sampling design. The research variables and general problems uncounted 

in the study. 

3.1. RESEARCH DESIGN. 

The research design usee! was descriptive and case study designed in such a way that the tools to 

be applied were informal, interviews. administered questionnaires and the observation techniques 

res pecti vel y . 

. "\.2. MEASURE\ lENT OF VARIABLES. 

!he researcher identified the independent variable while inventory levels as the dependent 

variables. 11 means that the stronger the internal control systems employees. the more economical 

im·entory leveL held for the industry. 

lh.' independent variable was measured by economical stock costs like carrying and holding 

custs im,olwd and this case maximum and minimum quantities determines stock levels . 

. > . .'\.SAMPLE FRAME. 

I he' study used representative samples which were used to arrive at rational tinclings aclcquat<: l(:>r 

the study objecti ws. The major sources of data were primary data, 

14 



3.4. SAMPLING PROCEDURE. 

The study ti:>cuscd on random selection of the representative sampk '''a·; to avoid 

business different personnel at managerial were included in the study. 

J .. S. SAMPLING DESIGN AND PROCEDURE. • 
lr contains the research sampling frame selectively of respondents and major reasons for 

having adopted the design. 

3.6. SAMPLE SIZE. 

The totalnumLer Ot .. respondents cr,usen forth~ study \\J.S to em;1loyces at differenc 

depmiments of the organization. 

3.7. SOURCE OF DATA. 

This study had two major sources of data collection which include the primary and 

secondary. 

3.7.1. THE S INCLUDES DATA FROI\1 ITS ORIGINAL SOURCES vVHICH WAS 

FRO!\l!NllliSTRY. 

3.7.2. THE SECONDARY DATA. 

·1 he ·.tucl\ al,,o included data from ,;cccnd,lfv sources such as i<'llntals and reviewed . - . 

literature li·um previous related topic !!-om relevant sourc·<?s nl' stud). 

I I 
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CHAPTER FOUR. 

PRESENTATION AND INTERPRETATION OF TilE FINDINGS. 

Introduction: 
• 

The data was collected from the field using the methodology described in chapter three_ 

This chapter there fore deals with presentation analysis and discussion of Endings. 

The data was collected to answer the research questions f(1llowing the research objectives 

whicJ: were state,; ;n chapter one. Data is presented in tabular form and pie rl1art trom 

and thereafter it is discussed and analyzed_ 

4.1. DEMOGRAPHIC DATA OF THE RESPONDENTS .. 

Table 4.1 Respondents Gender. 

-~ERCENTAGE. ~ 

-~- --s-o _____ --1 
+---- o----------- I 

___ 11 - ~o ___ -----j· 
100 

" ------- -- --- ----- ~ ------ . 

The abuve shcms that mnst or the re,;pnndents 1wre maks with a percentage· uf SO \\hik 

the females were only represented by 20".;, fn•mthe labk 4:1 and ligure (i) below most 

1-'l~%) rcsjl<•ndcll\s had reached diplllma k1el It 11as ab> established that (:2~"0) and 

certificatl'-~ l2l~~f had degrees. ~(~0 were others meaning. dropouts lil,.c sweepers and 

cleaners and -+ (:-'n had rnasters degree. 



Table 4:1 (ii) Education qualifications 

EDUCATION NOOF 
I - -------------------

PERCENTAGE. I PIE CHART 

I 
I 

LEVEL RESPONDENTS. I DEGREE. 
- --· _ ________] 

Certificate 7 . I 28 ---~00.8 -
Diploma 12 I 172.8 

0 I 
---

Bachelor Degree. -' 12 43.2 
' 

Masters I 4 I 14.4 
I 

Others 2 8 I 25.8 
-

Total 28 100 I 360 
I 
' 

Certificate 01 

02 
Diploma 03 

B. degree 0' 

Others 
., 

Masters 

Figure 4: I (i) pie chart Education Levels. 

-1.2. ESTABLISHMENT OF INTERNAL CONTROL SYSTEM. 

One of the objectives was to establish the different types of internal control system in an 

organization as representing by E.A.P.M limited. A survey of25 respondents revealed 

that 40% respondents participakd in i(mmilating internal controls wile 60~'0 rejected that 

it was also established that a number ur controls like purchase controls safe guard of 

assds revenue collection contn1ls pa) mcms of wages had been put in place by E.A.P.f\Ll. 

(Table 4:~ (ill 

lh 

-

l 
• 



Table of participation of formulating internal controls. 

p~~~e':~ c~ttcg~y-~- ---=-~~~;p~~e~t~-=--- ~~~l;~~c~~~~c. _-~~ ---l 
~T~:~~~ -- ~l-- :~~ --: -_r_ • ~:, ---·· ~ 1 

Source prim{lly data. 

Table .j . :: (ii) shows that management is responsible 80% l(Jr the formulation of internal 

c:ontmlm E.A.P.M.L wLle :3% of the r~s;;ondents were oft),,, view that it was 

responsibility of others who included board of directors. 

Table· -!:2 formulation internal controls. 

p{CSJlO!ld~;;(;- - -. 
'---~· . ---~--~--
1 lv1ana~t·rnen1 
I ' 

I tvlan;,g~n • :;-~( a;~J 
) crnp\\)) L~cs 
I---- ---- --

1 

~nplm ccs _ 

, Other' 
I 
' 
I '!" t I i o a 
I 
I --

·1 N-o ~f~:csp~nden~-- --
1- --------------
1 15 

- 1- -- -----_ ----------
I , 

' i- -- - -- ,- -- . 
I _ ___:' -- ----
i ) 
l 
' I 

' .. ~ -L-

l'rimwy Data. 

. -
I 

Percentage. 

20 

• 



Table 4 : 2 (ii) Acceptance/ reaction. 

Response category 

Very Extent 
-, .. 

Great Extent 

J\Jot sure 

Low Extent 
--

y low Exknt _ 

a! 
--~---~ 

-----r-· 
10 

2 

8 

I 

25 

-- - -

I 
-!I) 

' s I 
3:2 

-- --- ------. 
4 

100 

From one Table 4:2 (iii) above the study re .......... that management of !'.A.M.P.L fairly 

40% accepts and ... to audit recommendations given to it. It was also established that 4% 

believed that management does not accept and react 'to audit recommendations. 

Table 4:2 (iv). 

Whether internal audit is allowed fi·ee access of assets and information. 

~---l 
--- . - -------1 
______ I 

Total I 
-- --~~--- ~I 

rahlc -l:~ 1 i' 1 :il'"' c reveals that internal audit is allm,·ed free assets .II lei intimnation 

throu~lrt>ut 1 .. ·\.~Ll'.L while 60% rc!irscd l<l allegation. 



~.3 INTFR"L\1. CO"-iTROLS \ND INVE'\TORY l\1.\"1\CE,\lFYL 

,\nPlllt..'r llhJt:1...'\!,--' Pi' thL-; -..,tLh..l} \\'as to knl)\\ the cfL·~..:ti\t·Jh:s-.; ~,)r intL·rn~tl l'l•!ltrlll ":'~k'tll ut 1 

inn:mury n1ana::.~r...'n1ent and tt) lind out the rdationship bet\\CL'l1 the in,·t..·ntllri~..·:-.. 1,.'(\lhhh and 

inYentory n1ana~c1nent. 

• • 

Table ~:3 segregation between Authorizing ret'ording and custod) of stock. 

Response categor) I No of response 

Yes js 
-i 12-------··· --

~ourre pri1nar~ Data. 

i 32 
i 

-~--

:1 4~ 
I 

!1t~J 

lahk -\:3 (I) ah<l\C reveals that 32% of the respundents agreed that there is sc·~tcgation bct\\een 

sui,J. The remaining 20° o represent these who said that they 11cre tl\>t used. 

Table -\:3 rating of assets im en tory management 

Hespo1;se ~;;(~gor·y --TNo-of respond~nts ·- --~- - :·P-;,t:;:cntag~ 
. I. . - .. - -·~· 

\'tTl adequate 1
1 -l ', 1-h 
1- . -· ·- . ·-··· .. . . ,_ .. 

\tkquate ! I !J ' -Ill 
J 

I "tal 

....;ource priman Data. 

I S 
I 

i ) 
.L 

~:-' 

" ) 

1.' 

I iii/ 
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4:3 (iii) Physical counts of inventory in stock . 

From the above Table 4:3 (iii) 80% respondents disagreed on information regarding 

physical count inventory in stock. 

4:3 (iv). Adherence to internal controls in inventory management. 

Response category No of respondents Percentage 

Very Great Extent 4 !6 

Great 10 40 
- --

Not sure ' 12 -' 
"----3- --~-----

---- - ----------
Less extent 8 '7 

~-
--

Total 25 100 
------------ ~- -~ ----~--- -----------

The above tabk shows that adherence to internal controls management is to a great extent 

at 40'% while 32% shcm s that adherence to internal controls of the inventory management 

is to a less extenL 

Relationship bL·tvvecn internal controls and inventory management ... -k.\ (ii) showed the 

opinion how stall members rated inventor) management while table 4:3 (iii) showed bow 

staff rates adhL·n:nL'C to internal controls management. Table 4:4 (i) bdow is a bivariate 

11-equency tabk sho11 s tht: relationship bdvwc:n internal controls and im cntorics 

managen1ent. 

~() 



• 

The above table shows that out of I 0 respondents who rated internal controls as to a great 

extent, 50% also agreed that inventory management That adequate \Vhile out of 8 

respondents who said that the internal controls were adhered to a less extent were also of 

the view that inventory management was inadequate 66.7% . 

• 



CHAPTER FIVE 

DISC'l'SSIONS, SUMMARY, CONCLUSION AND RECOMMENDAT!Of\ 

5.0 Introduction. 
• • 

During the stud' tlw researcher collected various responses on the idea that has the establishment 

of I ,\.P.l\1 limtlc·,l lwncfited the people in the area. Various opinion as inten·iewed out of the 

t•>l:tl numlxr ell :'.' rc·>p,mdcnts as shown in the table 80% of the respondents said that it has 

'i:cnil!cantl) bctJctikd them through offering them job opportunities where bv most of the local 

people are cmphl\ed in the paint company as managers) sales, executives. machine operators etc. 

I ht:1 presented in table 2 shows the highest response on the benel!ts of East Afl·ican 

\lanufacturcrs p.1int Limited that it has enabled the people in the area to getjubs in the company. 

l.:ht \ti·ican l'.1int \ Llnufaeturers has significantly tried to improve the incomes of the people in 

the· .1rcas lh1m 1 i ,,t 2:i people resp0<1dents interviewed ,,s shown in the tab1e arc from the 2:i 

respondents ink't., ic'\1 ed as shown in chapter iv table 4:2 10 respondents accepted that there has 

hee·n a tremend,•tts tmprovement in their incomes and 20 respondents sh(mcd that the incumes 

h<i' e' not been 1 mprc•\ cd while 5 respondents did not show up a rcspousc as regards to 

improvement clt' incomes of the people who are employed in the company therefore, one can say 

that generally the· inc·umes of people in East African Paints Manufacturers in the area because of 

the establishment eli' the company. 

( 'hapter IV table .i the investigations showed that out of 25 respondents interviewed 20 

re•sp<>ndents "" !hat there are benefits given to employees to termination c>i' their job sho\\S the 

hillt'c'St perccnl:\~c' \],\wever, the few said there are no such benet!ts in the company. In other 

, .. j,,. !llternal ~"""'r,,h e~n: the polices and procedures adclpkd by the managc·mcnt or an entit) to 

'-:n-,ur.: cfficil'l1! '· •p.._·;·,llinns of the organization 
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(meigs and mergs 1988). It is important to note that inventory control system can be 

established by the top management with the assistance of Audit manager with reasonable 

assurances 

The findings in the table 2 according to the number of respondents receivL:d show that out 

of 25 selected l ~ shows the participating of formulating internal control systems. And 

according to the researcher I can define the results by giving the above information of the 

discussion as in the way that it respondents the 3 in the chapter IV shows the segregation 

between Authorizing recording and custody of stock and in the table as in the chapter IV 

4:3 the table its shows that there is adequate 40% segregation of duties regarding asset 

management while 3 respondents ~ay th3.t chey were imdcquate. Thus a good intern3l 

control system on inventories can only minimize as far as practicable occurrence of 

inventory losses but not completely eliminate them. Hence in East African paints 

manufacturers Limited internal control can only provide reasonable assurance that ifs 

objectives of internal controls are attained 

A data finding was presented according to the objectives of the study and the study 

questions. 

The findings were got from the primary source of data as presented in tables. These 

findings have been organized under the following SCL'tions. This section related the 

inventory management process in East African Paints Manufacturers Limited Uganda to 

the research questions and literature reviewed. The !lndings were classified into ti.1ur 

gnntps including n1atcrials nwnagc1ncnt process in\ t'ntory rnanagernent techniques 

inventory models. Cost benelits analysis and invenwry constraints NB. 

Internal controls arc the polices and procc:durcs ad,<ptcd by the management of an entity 

to ensure efficient operations nfthe organization (i\kig and Meigs 1988). It is important 

to note that im en tory controls system can be established by the top management with 

reastlnablc assurance that the objectives of internalL·ontrols are achie\·ablc besides the 

inherent limitation that influence,; the control system. 



This chapter out lines the summmy conclusion and recommendations put forward 

concerning th~ findings as regard to the importunce of the internal ctHltrol systems on 

inventory management on E.A.M.P.L and the si~nificance composition of stock to 

current assets. 

• 5.1 SUMMARY OF THE MAJOR FINDINGS. • 

The researcher got 25 respondents out of the 20 questionnaires that were issued to 

E.A.M.P.L. The demographic data of resp<1ndents was majority the males with 80% 

Diploma Qualilications were dominated in the company by 48%. 

40% E.A.M.P.L anticipate in formulating internal controls internal check is done 

annually at 40%, 32% said that there is segregation between authorizing recording and 

custody of stock items. 

Adherence to internal controls on inventor:. management was to a great extent at 40% the 

relationship bc·t\\een the internal controls and im·entnry management was to a great 

This resecu·ch '"rs guided by the fo!lowin!2 research questicms. 

What interned c'<Hltrol systems exist in E.A\l.P.l ., 

!low is the dfcc·tivcness of the internal control svstcm in E.A.M.l'.l. cvaluatccP 

Is there any relationship between internal C<>ntwl and inventory management'> 

For every scl'l\)r to achieve its objecti\·c~ it !111151 ha\·c ICS to guard ag~1inst resource 

misn1~magemcnt organizations and cinphasi;e th.'l"L.' and cotnplianc~.-· ln financial and 

accounting rc·~ulations ( !99g). 

The aim ot"thc study \\anted to establish the ruk <>I internal controls ,,n inventory 

rnana~~cn1cnt 1 Xn manu[acturin~ industri'-·~~ a numb1..·r or researched Illt.'thods were used to 
~ ~ 

current data \\!Ji~..:h included questionnaires. intc-rvil'\\s and obSL'rvalitl!1. The data 

c"lketcd \\Cl'o Lttc·r tabulated and anah ;cd 

' ) 



However, failures by the internal audit department to reduce quarterly/monthly audit 

rc~ports have hindered the adequacy of the system management can take corrective '"·tion 

in suspected cases of embezzlement payments of glwst workers unless such interned 

audit reports exist 
• 

As seen in the study segregation of duties between authorizing recording and custndy of 

stock items was not handled adequately. This problem had led to improper stock taking 

and lack of trust placed on the unreliable stock taking In management_ 

The manipulation of records and fraudulent activities were common practices based on 

promotion of self- interest. Therefore, management could not benefit from such records 

because they are inaccurate and unreliable. There is support this to protect the 

organization fund and other resources. 

5.2 RECOMMENDATIONS. 

I laving carried out the stud,· ''hich gave rise to the above conclusions the followin~ are 

t\:cnmnleqJed sons to 1n1pn)' ,' ~Hl the value addL'! 1 hy the internal conttols and in\ t:'!ltl)f\ 

tnanagernent. 

The implernentation<lfthc": rc·c,,mmcndations will impr<l\C controls and reduce til: ri,ks 

:ts:--;ociatt·d with fraud and error in tht..' or~~mizatinn. 

( 'pmpett"nt staff organizati,)n -.;hnuld J\_·,:ruit qualilied ~t;J!l in financial nlllnagcnh.'nt :md 

,!Joule! comply with the financial ami otcc·ounting ref(Ulatl<11lS (I ')98). 

I raming/scminars Regular training and capacity-- huildin~_: st:•minars should he put in place 

ill (1rdcr to i1nprovc on the qu~!lit) t11 t.'llsurc that the intLTtJ<t! control systen1 is cf!l:L't1\C. 

<.ltlartl."r!) internal audit repPrt:< < )rL2:tni/ations should ~lnL·tly ensure adlH.:'TCilCl' t<) lhl' 

!L\Illirt.'l11l'JltS that chi~._•j' :tu~J]it li--; j~l, 1 '..ill•.\.·d qu,!rl1..:rJ: rcp1 1rh and rL'\'i~w:-; the a~._'l'\llliilt:i<.._'. 

• 



and internal control system. Any abuse of the internal control system must be handled 

with the utmost care. Its selves that is to say clllprits should face dispulinar} action. 

Motivation of financial management staff the !lnancialmanagement staff shoul J he 

properly 11l<ltivated to enable them perform their duties diligently. 

• 

Segregation of duties: 

It is a prime means of control to separate responsibilities because it reduces the risk of 

international manipulation or error and increased the element of checking. 

Therefore. an effective internal control system can greatly improve the perfommnce of 

large manufacturing firms coupled with other non- financial internal controls not 

forgetting the active encouragement and participating of the general management. 

5.3 SUGGESTED AREAS FOR FUTURE RESEARCH. 

The following topics can be researched in future. 

• Role of computerized internal control system in ensuring effective im entor 

man;lgcmcnt. 

• Ffkct of collusion on the internal control system. 

• Th,· ,·ost of internal controls in contrast in the benefits. 

• The rclation:;hip between quality of management and the intcmal cunti'<'I system 

on inn.-ntl)fy. 

• 
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6.1 APPENDIX INTERVIEW GUIDELINES. 

How do you rat~ the effectiveness of your internal control system. 

In your opinion do you think the internal system on inventory rnanagcment needs <;<>rn~ 

improvements? 

• 

What improvements need to be implemented'' 

!-low often are members with the functional departments related within the organi.cation" 

\Vhen are the financial statement prepared and by who'' 

Who are those responsible for formulating internal controls in this company'' 

Recommend ways for strengthening the intemal control system of the firm. 



QUESTIONARIES. 

What internal control systems exist in E.A.M.P.L0 

• • 

How is the effectiveness of the internal control system in East African Manufacturers 

Paints Limited~ 

Is there any relationship between internal control and inventory management? 

INTERVIEWS. 

ll Tc' I will interview cUTerent i''"'Pk in tl,,_ company and these will be 25 people-"'" <>I 

the totalr~umber in the com pan'. 

I. Think you very much fcir yc>ur time 

Sex 

a).l\blc D 

Age 

2 a). 20 -- 26 D 

c J.3-l - 40 D 

3. ()ualilication 

::1 ). s,__·~.:ondan' 

dl II -17 C.J 

hi lLTii:tll) C.:::J 



c). other specify D 

4. Time spent working in the company. 

a). I - 2 years D b) 3 - 4 years D 

c). below 1 year D d). Other specify D 

5. Do you participate in formulating internal control? 

a). Yes o· b).No D • 

6. How often do you carry out an up date of internal check system? 

a).Annually D b). Semi annually D 

c).Quarterly D c!J Monthly D 

7. How often do you report to manager;c·nt any weakness ~~~unci in the internal chec-1; 

system? 

a) Annually D 

c). Quarterly 0 

b). Semi annually D 

d). Monthly D 
8. How often do you carry out review of the transactions can·ied out during period? 

a). Armually 

c). l\fonthly 

D 
D 

b). Semi annually 

d). Others (specify). 

D 
D 

9. To what extent management accept and react to audit recommendation arc giH•n'.' 

a). Very great extent ~ l 

c). Not sure D 

b). Great extent 

d). Low extent. 

D 
D 

10. \Vhat do~s the intern;Jl auditor department do when audit recommendation are n<tt 

acted upon? 

a)_ Rernind n1anagerncnt 

c). File accompany 

11. Does internal audit 

D b). Do nothing D 

d). Other specify D 

(I )inspect assets t" sec if assch ;rre for the company') 

a). Yes D b). No D 
(2)_ Do you notic(: any scgrcgatit.H1 bet\\-een authorizing recording and custody of stl)i.:k 

items purchased/sold'' 

a). Yes D b). No 

13. Is internal audit dcpartmc·nt achieved free access to the record and information 

through the company? 
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a). Yes D b). No D 
14. How do you rate segregation of duties regarding resource a"ds'' 

a). Very adequate 0 

c). Moderate D 

b). Adequate D 

c). Inadequate D 

15. To what ext<:nt are you satistied with the authorization of purchase of stock in 

a) Very great extent 

c). Not sure 

• • 
D 

D 

b). Great extent D 

d). Low extent. D 

16. To what extent are you satisfied with the procedures of issuing stock'' 

a) Very great extent 

c,. Not sure 

D 

D 

b). Great extent 

d). Loy,; ex:2nt 

17. How effectil"<~ is stock taking to management ofstock 0 

a). Very eflective 

c). Moderate 

e). Not effe~tive 

D 

D 
D 

b). Effective 

d). Less effective 

D 

D 

1 g_ To what extents are internal control procedure regarding itl\ en tory adhered to'' 

a)Verv g,reat e:xt~nt 
" ' 

c). Not sure 

D 

D 

b). Great extent 

d). Less extent. 

L...J 

D 
l'!. ,re standard mcasur:,; put in pbcc in resvect tu the f(Jl!0\1 rn~·- .' 

~: \; er·y ~~it~t~;~-g-- ; Strong agree 
I 

,i agree 
~-- -~- ---- i 
Efticicncy of : 

r ntcrnal 

contruls 

Uptim:tl 

in\'entory 

1 
nwnJ.gcm~._·nt 

!-- --- ~- -------~-- - -----
1.1\chic\cmcnt "! 

I J"Oals and 

I ohjc~._·ti\t.:S. 
! . 

~ I 


