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ABSTRACT

The purpose of this research was to assess the effect of internal controls on loan performance in
commercial banks in Uganda. The methodology used in this research paper was a quantitative
and cross sectional research. A sample size of 25 employees of Finance Trust Bank, Pallisa
Branch was selected. The findings of the study were based on correlation analysis and regression
analysis. Firstly the findings support that internal controls have a positive significant effect on
loan performance, further the study established that information & communication had a
statistically positive effect on loan performance, the study also revealed that control environment
had a statistically positive impact on loan performance. Finally, the study revealed that risk
management has effect on the loan performance. The highest direct effect on loan performance
comes from information communication variables. The researcher therefore concludes that in
order to improve loan performance, commercial banks need to embrace information and
communication, control environment and risk management. The researcher recommends
commercial banks to embrace information & communication by providing a better means
through which all responsible persons can have access to all the required information and easily
receive communication, they should also understand their control environment by having
devoted and capable employees who adhere to the moral standards and integrity of the

organization and assess and evaluate risks that may arise in all their activities.
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CHAPTER ONE:
INTRODUCTION

1.0 Introduction
This chapter covers the background of the study, statement of problem, purpose of the study,

objectives, scope of the study, significance, conceptual framework and definition of the terms.

1.1 Background of the study

Commercial banks are the dominant financial institutions in most developing and emerging
economies and well-functioning commercial banks accelerate the rate of economic growth while
poorly functioning commercial banks are an impediment to economic progress (Richard, 2021).
Loans are part of the assets of a commercial institution since they are meant to earn interest in
the course of time (Waweru & Kalani, 2023). This, however, is not always the case. Some loans
do not perform as expected and are termed non-performing loans (NPLs).

Loan performance is of concern globally to all stakeholders of banks and microfinances such as

shareholders, directors, managers, employees etc.

Globally, European Systemic Risk Board, (2017) indicates that the gross carrying amount of
NPLs in the EU at the end of 2016 amounted to around €1.0 trillion, with a net carrying amount
of €560 billion. The largest stock of NPLs is held by Italian banks, circa €300 billion in gross
terms. They are followed by French, Spanish and Greek banks. Gross NPLs amounted to 5.1% of
gross loans in the EU at the end of 2016. The aggregate NPL ratio in the EU remains high by
historical standards, and is still much higher in the EU than in other jurisdictions: in 2016 the
NPL ratio amounted to 1.5% for the United States and Japan. Much of the increase in the NPL
ratios in the EU countries took place between 2010 and 2014, but the NPL ratios have begun to
decrease since 2014.

In the Asian continent, as per Rosenkranz and Lee (2019) in the 2 decades since the 1997/98
Asian financial crisis (AFC), nonperforming loan (NPL) ratios in Asia have generally been
trending downward. Annual NPL ratios were less than 5% for most economies during the post-
AFC era, a far cry from the zenith when bad loans as a share of the total outstanding hit as much
as 49% for Bangladesh, Indonesia, and Thailand; 29% for the People’s Republic of China (PRC);
and more than 10% for the Kyrgyz Republic, India, Malaysia, Pakistan, and the Philippines.

1



REFERENCES
Agaba, F. (2022). Credit Risk Management Practices and Loan Performance of. May.

Agang, J. O., & Njoka, C. (2020). Internal Controls and Credit Risk Among Commercial Banks
Listed in Nairobi Securities Exchange, Kenya. International Journal of Current Aspects in
Finance, Banking and Accounting, 2(2), 77-92. https://doi.org/10.35942/ijcfa.v2i2.141

Ahmed, S. F., & Malik, Q. A. (2019). Credit risk management and loan performance: Empirical
investigation of micro finance banks of Pakistan. International Journal of Economics and
Financial Issues, 5(2), 574-579.

Asiligwa, M., & Rennox, G. (2019). The Effect of Internal Controls on the Financial
Performance of Commercial Banks in Kenya. IOSR Journal of Economics and Finance,
08(03), 92-105. https://doi.org/10.9790/5933-08030492105

Bhowmik, P. K., & Sarker, N. (2024). Non-performing loans (NPLs) and non-performance:
evidence from South Asian banks. International Journal of Research in Business and Social
Science (2147- 4478), 13(2), 197-206. https://doi.org/10.20525/ijrbs.v13i2.3235

CBK. (2024). Mpcm.

Ciobu, S., & Cara, I. (2022). Effects of internal control system on credit risk and financial
performance of the moldovan banks. Economia Contemporana, 7(2), 41-54.
https://www.ceeol.com/search/article-
detail?id=1126802%0Ahttps://ibn.idsi.md/sites/default/files/imag_file/2_2022_article_b871
e0b5455ch346¢0c0f3f409d0chbf5.pdf

Corporationinternational Finance Corporation, 1. (2024). IFC Portfolio Default Rate Analysis.
March.

COSO0. (2012). Internal Control—Integrated Framework.

Creswell. (2014). Creswell, J. W. (2014). Research Design: Qualitative, Quantitative and Mixed
Methods Approaches (4th ed.). Thousand Oaks, CA: Sage. English Language Teaching,
12(5), 40. https://doi.org/10.5539/elt.v12n5p40

DAWSON, D. C. (2002). Practical Research Methods. 168.

Denzin, N. K., & Lincoln, Y. S. (2011). The Discipline and Practice of Qualitative Research.
Evaluation Journal of Australasia, 11(2), 52-53.
https://doi.org/10.1177/1035719x1101100208

Eisenhardt, K. M. (1989). Agency Theory: An Assessment and Review Linked references are

27



available on JSTOR. Agency Theory : An Assessment and Review, 14(1)(1), 57-74.

El-Gohary. (2009). The impact of E-marketing practices on market performance of small
business enterprises. An empirical investigation. 247-248.

European Systemic Risk Board. (2017). Resolving non-performing loans in Europe ESRB
Resolving non-performing loans in Europe. European Systemic Risk Board, July.
https://www.esrb.europa.eu/pub/pdf/reports/20170711_resolving_npl_report.en.pdf

Fleming, J., & Zegwaard, K. E. (2018). Methodologies, methods and ethical considerations for
conducting research in work-integrated learning. International Journal of Work-Integrated
Learning, 19(3), 205-213.

Investigating The Impact Of Internal Control On Financial Performamce At The Namibia
Student Financial Assistance Fund. (2023). 275&757211A75:1 71388 isuiaizie, 4(1),
88-100.

Katusiime, Eric, M., Joseph, K., & Arthur, S. (2020). Effect of Control Environment and Control
Activities on Financial Performance of Kampala International University. International
Journal of Research Available, 05(20), 131-137. https://pen2print.org/index.php/ijr/

Kimberlin, C. L., & Winterstein, A. G. (2008). Validity and reliability of measurement
instruments used in research. American Journal of Health-System Pharmacy, 65(23), 2276—
2284. https://doi.org/10.2146/ajhp070364

Kothari. (2004). Kothari Research Methodology~Methods and Techniques: Vol. null (p. null).

Kule, B. J. M., Kamukama, N., & Kijjambua, N. F. (2020). Control Environment And Financial (
Saccos ) In Mid-Western Uganda. International Journal of Business Strategies, 5(1), 15-26.

Lada, S., Harvey Tanakinjal, G., & Amin, H. (2009). Predicting intention to choose halal
products using theory of reasoned action. International Journal of Islamic and Middle
Eastern Finance and Management, 2(1), 66—76.
https://doi.org/10.1108/17538390910946276

Michael, & C. JENSEN and William H. MECKLING. (1976). Theory Of The Firm: Managerial
Behavior, Agency Costs And Ownership Structure Michael. The Corporate Financiers, 3,
305-360. https://doi.org/10.1057/9781137341280.0038

Millan. (2016). Commercial Banking Crises in Kenya : Causes and Remedies. Global Journal of
Finance and Banking, 3(3), 23-43.

Ngeta Jacqueline, Evusa Zablon, W. N. (2022). The Impact of Internal Control Systems on the

28



financial Performance of Listed Commercial Banks in Machakos Town, Kenya. Journal of
Finance and Accounting, 10(6), 244-252. http://www.sciencepublishinggroup.com/j/jfa

Nikolaidou, E., & Vogiazas, S. D. (2014). Credit Risk Determinants for the Bulgarian Banking
System. International = Advances in  Economic  Research, 20(1), 87-102.
https://doi.org/10.1007/s11294-013-9444-x

Nunnally. (1978). A Meta-Analysis of Cronbach’s Coefficient Alpha on JSTOR.

Nyumoo, A. K., Mwambia, P. F., & Rintari, D. N. (2020). Effect of Control Functions on the
Financial Performance of Saccos in Meru County. International Journal of Finance, 5(1),
32-43. https://doi.org/10.47941/ijf.429

Omar, F. S., & Yussuf, S. (2021). Effect of Control Environment on the Financial Performance
of Higher Learning Public Institutions in Zanzibar. International Journal of Scientific and
Technical Research in Engineering (IJSTRE) Www.ljstre.Com, 6(3), 19-26.
WWW.ijstre.com

Omona, J. (2013). Sampling in Qualitative Research: Improving the Quality of Research
Outcomes in Higher Education. Makerere Journal of Higher Education, 4(2), 169-185.
https://doi.org/10.4314/majohe.v4i2.4

REPORT, F. S. (2023). FINANCIAL STABILITY REPORT. Jurnal Sains Dan Seni ITS, 6(1),
51-66.
http://repositorio.unan.edu.ni/2986/1/5624.pdf%0Ahttp://fiskal.kemenkeu.go.id/ejournal %0
Ahttp://dx.doi.org/10.1016/j.cirp.2016.06.001%0Ahttp://dx.doi.org/10.1016/j.powtec.2016.
12.055%0Anhttps://doi.org/10.1016/j.ijfatigue.2019.02.006%0Ahttps://doi.org/10.1

Reserve, F. (2019). Financial Statements : The Federal Reserve Bank of New York As of and for
the Years Ended December 31, 2019 and 2018 and Independent Auditors * Report.

Rosenkranz, P., & Lee, J. (2019). Nonperforming Loans in Asia: Determinants and
Macrofinancial Linkages. SSRN Electronic Journal, 574.
https://doi.org/10.2139/ssrn.3357289

Roszi Et. al. (2021). What is a Population in Online Shopping Research? A perspective from
Malaysia. Turkish Journal of Computer and Mathematics Education (TURCOMAT), 12(4),
654-658. https://doi.org/10.17762/turcomat.v12i4.549

Rukundo, A. R. (2020). Credit Management And Loan Performance In Selected Commercial

Banks In Bujumbura, Rwanda.

29



Rurangwa Claudio. (2020). Effect Of Internal Control Systems On Financial Performance Of
Local Governments In Mbale District: Case Study Of Mbale District. July.

Sinha, A., O’Kelly, M., Tedrake, R., & Duchi, J. (2020). Neural bridge sampling for evaluating
safety-critical autonomous systems. Advances in Neural Information Processing Systems,
2020-Decem(1).

Sserunjogi Fred. (2020). Internal control systems and financial performance in commercial
banks case study equity bank.

Statovci, B., Ahmeti, S., Ismajli, H., & Aliu, M. (2021). Effect of Banking Internal Controls on
Reducing Non-performing Loans in Commercial Banks in Kosovo Using Linear Regression
Model and Mediation Analysis. Academy of Accounting and Financial Studies Journal,
25(1), 1-8.

Uganda’s Banking Sector Report. (2023). UGANDA’S BANKING SECTOR.

Wamukota, M., Ondiek, B., & Musiega, M. (2022). Effect of accounting information and
communication control on financial performance of Sacco’s in Kenya. International
Journal of Research in Business and Social Science (2147- 4478), 11(10), 231-241.
https://doi.org/10.20525/ijrbs.v11i10.2089

30



	1.pdf
	2.pdf

