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Abstract  

The aim of the study was to assess the effect of internal controls on profitability of supermarkets 

in Kenya. The specific objectives used were; to assess the effect of book keeping on profitability 

of supermarkets in Kisii town, to assess the effect of approving of transactions and to evaluate 

the influence of procurement procedures on profitability of supermarkets. From the study, it was 

clear that supermarkets undertake emphasis on creating the knowledge of the internal control 

procedures for supermarkets to be complying with the systems of control. The study established 

that financing of cash to procurement depend of efficiency and accurate data confine book 

keeping in payment. Numerous procurement procedures have helped in assess and improving the 

effectiveness of profitability. The supermarkets firms have formalized policies of control for all 

activities which allows for good and efficient control of stock out. This study concluded, that 

accepted the relationship between book keeping procedures on profitability by receiving of cash, 

accounts payment of goods, sales of stock and unlimited access to stores. The correlation and 

regression analysis were engaged in the study. Standard variation measured on the observed 

values from their mean. 
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1. Introduction  

Internal control was first included in professional audit statements in the 1920s and 1930s, but 

most of the developments have taken place in the 1950s and later. As a result, the will study 

examines the period from 1949 (when the American Institute of Accountants issued its definition 

of internal control) to 1988, when the 1949 definition was superseded. The Internal control was 

evolved steadily with the progress of management science after Second World War II in control 

of fighting tools in the sections. It is conceptually similar in many ways to financial auditing by 

public accounting firms, quality assurance and banking compliance activities. While some of the 

audit technique underlying internal control was derived from management consulting and public 

accounting professions, often referred to as "the father of modern internal auditing"; and the 

current philosophy, theory and practice of modern internal auditing as defined by the 

International Professional Practices Framework (IPPF) of the IIA owes much (McAllister, 1982).  

 

In 1999 South Africa inherent internal control limitations are in the draft public audit bill: aimed 

at improving public accountability evidence concerning the presence of inherent internal control 

limitations in the South African government sector background after the promulgation of the 

Public Finance Management Act (PFMA), the Southern African Institute of Government 

Auditors (SAIGA) assisted National Treasury, affected public entities as well as national and 

provincial departments with the implementation of the PFMA by presenting structured skills 

transfer and educational programs (STEPS).  

Generally in Nigeria appear to adopt the traditional transaction based approach to audit which 

involves checking each of the individual payments which are made by the organizations that they 

audit. Similarly an effective internal auditors activity provide assurance to other stakeholders 

such as regulators, employees, providers of finance and the shareholders, qualified Audit staff, 

qualified financial analyst, to give advice management on issue of financial performance and 

financial accountability (Millichamp, 2008).   In Kenya, Auditors’ independence has been 

termed the building block of the auditing profession, since it forms the foundation for the 

public’s trust in the attest function of ascertaining whether the financial statement show a fair 

and true position of the financial status of an organization (Caswell & Allen 2001). The 

Goldenberg scandal, Anglo leasing scandal in Kenya, the phantom Ken Ren sale of Fertilizer 

Factory, sale of grand regency hotel to foreigners, the recent scandals in the ministry of 

http://en.wikipedia.org/wiki/Management_science
http://en.wikipedia.org/wiki/Financial_audit
http://en.wikipedia.org/wiki/Public_accounting
http://en.wikipedia.org/wiki/Quality_assurance
http://en.wikipedia.org/wiki/Management_consulting
http://www.saiga.co.za/research-draft-public-audit-bill.htm
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education and the transport sector over the delay in the new ferries has heightened the debate on 

integrity and independence of ICS.  

This increased recognition of internal auditors has resulted in the services of the internal control 

procedures being expanded from essentially an accounting-orientated service, to a much broader 

management-orientated service. Recent demands by stakeholders of organizations for greater 

accountability from management, be it the board of directors, audit committee, executive 

management or other levels of management, will likely further augment the services of Internal 

Audit Functions. Despite all of the above, internal auditors are in practice of internal control 

procedures fallen in short of expectations (IIARF 2007). 

According to Kenya National Bureau of Statistics the current population of kisii town 

supermarkets. That ranges from well-established retail chains to independent one store. All the 

supermarkets are locally owned and deal with food and non-food items. The growth of extensive 

supermarkets in Kisii has been attributed to such factors increased urbanization, growing middle 

class and its changing lifestyle and market liberation that led to increased competition in the 

sector. Supermarkets in Kenya deal in both food and non-food items. Supermarkets have opened 

branches in other East Africa countries. Most these supermarkets sell both local and international 

brands. The major players in the sector were concentrated in Nairobi, Mombasa, Kisumu and 

Nakuru (Mbugua, 2013). 

2. Statement of the Problem 

The problem currently, the rate of theft in supermarkets was high by means of global technology. 

Supermarket managers struggled to look for ways of controlling theft by various internal controls, 

but they were unprecedented because they not focused on book keeping, approval of transactions and 

process of procurement procedures. From the background reviewed different countries and 

different organization have tried to investigate the impacts of internal controls but there was still a 

challenge which pushed forward for a research. Moorthy, (2011) did the study of internal controls 

of frauds on financial solution in Kenya, but she did not talk of internal control on profitability 

based on theft. It was with this respect that this study assessed on the effects of internal control 

procedures on profitability of supermarkets in Kisii Town. 

3. Objectives of the Study 

The study sought to assess the effect of internal controls on profitability in Kenya supermarkets 

case of Kisii town. In particular the researcher focused on the following specific objectives:  

i. To determine the effect of book keeping on profitability in supermarkets in Kisii town. 
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ii. To assess the effect of approval of business transaction on profitability in supermarkets 

iii. To evaluate the influence of procurement procedures on profitability in supermarkets in 

Kisii town  

Independent Variables     Dependent Variables 

   

  

          

 

 

  

             

      

                               

 

 

  

                         

  Figure 1 Conceptual Framework  

4. Research Methodology 

The study adopted descriptive research design in this study. The target population of the study 

was 255 employees of supermarkets in Kisii town including; Oshwal supermarket, Nakumatt, 

Uchumi, Tuskys and Kisii Matt, Naivas, and Shiviling supermarkets. Primary data was collected 

through structured questionnaires. Questionnaires were chosen simply because of the time 

limitation and partly because the researcher dealt with different respondents.  

RESULTS AND DISCUSSION OF FINDINGS 

5. Book keeping on profitability  

 This study sought to establish the relationship between internal control procedures on 

profitability by book keeping; receiving of cash receipts records, payment of goods records, bank 

deposit and list stock large vendors and unlimited access to stores. The correlation and regression 

analysis were employed in the study. Standard deviation measured the deviation of observed 

values from their mean.  

BOOK KEEPING 

 Reconciling  

 cash receipts 

 Issues posting ledgers 

APPROVALS OF 

TRANSACTION 

 Processing payments 

 Supervisory review 

PROCUREMENT 

PROCEDURE 

 Comparing prices and 

records keeping 

 Finding entry of errors 

 

Profitability  

Return on Assets 
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Table 1 showed that the deviation of responses on extent of internal control procedures on 

profitability from their mean of responses which were at sig. (2-tailed) of Pearson correlation of 

1 respectively. Since the deviations were more than the threshold of 0.5, it then implies that there 

were major deviations of the individual views from their mean responses. This showed the extent 

to which a distribution differs from a normal distribution. 

 

 Table 1 Correlation Matrix of the Study 

Correlations 

  

BOOKEEPING APPROVAL 

PROCUREMENT 

PROCEDURE 

BOOKEEPING Pearson Correlation 1 .652** .749** 

Sig. (2-tailed)  .000 .000 

N 75 75 75 

APPROVAL Pearson Correlation .652** 1 .666** 

Sig. (2-tailed) .000  .000 

N 75 75 75 

PROCUREMENT 

PROCEDURE 

Pearson Correlation .749** .666** 1 

Sig. (2-tailed) .000 .000  

N 75 75 75 

 

**. Correlation is significant at the 0.01 level (2-tailed).  

Table 1 showed a strong positive insignificant relationship between internal control procedure on 

profitability (r = 1, .652 and .749), and profitability. The relationships between internal control 

procedures is however very strong and significant(r = 0.01 level, p = .000). This indicated 

existence of multi linearity between procedures and profitability. However, confirms that the 

multi linearity level was not serious to introduce errors in the estimation of failure internal 

control coefficients. Therefore, correlation was significant at the 0.01 level 2 tailed. 

6. Approval of Business Transaction  

The study sought to find the effects of approval of business on financial performance in the 

supermarkets. The study adopted correlation matrix. 
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Table 2: Correlation matrix for the study variables 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

**. Correlation is significant at the 0.01 level (2-tailed). 

Table 2 indicated that the variables of internal controls on profitability book keeping .867, 

approval of transaction .899 and procurement procedures .885, the Pearson correlations are more 

than 0.5 to show that the study was significant to improve profitability of supermarkets. 

 

7. Procurement Procedures 

The study wanted to indicate whether procurement procedures have influence on profitability 

and found out that that there was need for supermarkets in Kisii Town to establish procurement 

procedures to improve profitability by following purchases. Therefore, it there was a relationship 

between internal control procedures and profitability and results was shown by table 2. 

Regression Analysis 

Table 3 showed a coefficient of determination of .819 which means that 81.9% of variables are 

causing changes in profitability of supermarkets were explained by the three independent factors 

(book keeping  , approval of business transaction and procurement procedures).  The values of 

.181 represented 18.1% of the variables under study are not affecting profitability according to 

 Book 

keeping 

Approval of 

transactions 

Internal 

procedures Profitability 

Book keeping Pearson 

Correlation 

1 .681 .700 .880 

Sig. (2-tailed)  .002 .000 1 

N 75    

Approval of 

transactions 

Pearson 

Correlation 

.867 1   

Sig. (2-tailed) .195   1 

N 75 75   

Procurement  

procedures 

Pearson 

Correlation 

.899 .701** 1  

Sig. (2-tailed) .218 .000   

N 75 75 75  

Profitability Pearson 

Correlation 

.885** .711** .555** 1 

Sig. (2-tailed) .102 .001 .000  

N 75 75 75 75 
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the study, which it was an indication of auto correlation analysis of the variables of 

supermarkets.  

Table 3: Summary of the regression model on the effects of internal control procedures on 

profitability of supermarkets 

Table 3 Regression summary 

Model Summary 

Model R R Square Adjusted R Square 

Std. Error of the 

Estimate 

1 .819a .779 .796 .877311 

 

a. Predictors: (Constant), PROCUREMENT, APPROVAL, BOOKEEPING 

b. Profitability 

 

Table 3 shows that R = .779a, which was significant at more than p = 0.786 which was likely an 

indication that book keeping, approval and internal procedures on profitability was jointly to 

explain a significant portion of profitability of the supermarkets. This surprise of internal control 

system in terms of profitability was in cycle with the significant coefficient of determination of 

0.796 translating to 79.6%.  

Table 4: ANOVA Results on the Regression Model  

ANOVAa 

Model Sum of Squares Df Mean Square F Sig. 

1 Regression 75.887 3 65.296 25.314 .000a 

Residual 22.900 71 .804 
  

Total 98.787 74    

 
 

a. Predictors: (Constant), BOOKEEPING, APPROVAL, PROCUREMENT PROCEDURE 

b. b. Dependent Variable: PROFITABILITY 



© Gichana, Atambo, Mogwambo                                                               ISSN 2412-0294     227  

 

Table 4 showed that procurement procedure (F= 25.314, Sig. = .000a) and Approval of business 

transaction (df=3, r= 98.787), both had significant positive effects on profitability of the 

supermarket. This means that the more internal control procedures are involved in the decisions 

making process, the higher to the profitability of the firms. The profitability will be significantly 

improved by 0.804. The internal control procedures are done on a regular basis was also 

significantly improve profitability by 0.804, this indicated that in the study 80.4 % of the internal 

control variable was significant to the study findings. The estimated variances of internal control 

variables are also set at less than 4, which suggest multi-linearity of ANOVA. 

Table 5: Estimated Coefficients of the Independent Variables 

 
 
a. Independent Variable: BOOKING KEEPING, APPROVAL, PROCUREMENT PROCEDURES 

b. Dependent Variables; PROFITABILITY 

 

From the table 5, the estimated coefficient of variables was of different values. Book keeping at 

0.245 and Approval of business transactions .691 which corresponded to the standard error of 

.736, .761 and .731 respectively to show that internal control variables procedures are 

significantly to .727, .622 and .683 which was positively measured at 0.00 of reliant variable of 

profitability.  

Discussion 

From the study, it was clear that supermarkets undertake emphasis on creating the knowledge of 

the internal control procedures for supermarkets to be complying with the systems of control. 

Secondly, than approval of transaction would be in place, also the agreement was but just a tool 

for controlling money which did not matter how much, but can do better than supervision 

mechanisms which was ranked the last. 

                  Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) .245 .701 
 

 .350 .727 

BOOK KEEPING .691 .736 .706 .808 .622 

APPROVAL -.89 .761 -.64 -.652 .683 

PROCUREMENT 

PROCEDURES 

.731 .743 .679 .101 .000 
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Measures of profitability give up clearly fall within the category of output measures and, as such, 

serve as good indicators of the results and efficiency of the type of internal control procedures of 

goods. What they cannot fully control was how successful the overall internal control procedure 

was at delivering higher levels of voluntary control, whether through deterrence, or by reducing 

the opportunities for non-control procedures. Control procedures that place more emphasis on 

upstream activities such as working with to re-engineer their processes and those of the 

procurement procedures to build in advanced rulings on complex control issues over time, reduce 

imposition yield by reducing the incidence of error which did not arise from a deliberate decision 

on the part of the control procedures.  

8. Summary of the findings 
The study sought to establish the effects of internal control procedures on profitability in Kisii 

town supermarkets. The objectives were to assess the effects of internal control procedures on 

profitability in Kisii town supermarkets on the profitability, to determine the effects of book 

keeping procedures on profitability in supermarkets in Kisii town, to assess the effects of 

approval of business transaction on profitability in supermarkets and to evaluate the influence of 

procurement procedures on profitability in supermarkets in Kisii town. 

Book keeping  

The study sought to establish the relationship between book keeping procedures on profitability 

in receiving of cash and keeping of payment records and bank deposit, list stock vendors and 

unlimited access to stores. The correlation and regression analysis were employed in the study to 

show the relationship indicated that approval of transactions was significant with profitability. 

Standard deviation was employed to measure deviation of observed recordings of accounting 

records values from their mean.  

Table 1 showed that book keeping has a deviation on the extent of internal controls on 

profitability which put at sig. (2-tailed) of Pearson correlation of 1 respectively. Book keeping 

was in divergence to more than the entry of 0.6, it then concluded that there were main 

deviations of the book keeping. This showed the extent book keeping applied a distribution 

which was different from normal distribution of the supermarkets. 

Book keeping were flawed to employees in selected financial records. Procedures exist to 

prevent the interception or alteration by unauthorized persons of billings before posting. Internal 

audit implementation in book keeping was conducted occasionally. 
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Approval of transactions 

Findings from table 2 pointed out that the variables of approval of transactions in internal control 

procedures compared to their correlations of profitability factors book keeping .867, approval of 

transaction, .899 and procurement procedures.885, Pearson correlations indicated that the 

variables were up to more than 0.5 which explain that the study is more significant in provision 

of profitability. The study also found that approval of transactions necessitate for internal control 

on profitability supermarkets in Kisii town to establish book keeping, approval and procurement 

procedures to enhance supermarket performance.  Therefore, it there was existing relationship 

between internal control procedures and profitability. 

Procurement procedures 

The study established that financing of cash to procurement depend of efficiency and accurate 

data confine book keeping in payment. Numerous procurement procedures have helped in assess 

and improving the effectiveness of profitability. The supermarkets firms have formalized policies 

of control for all activities which allows for good and efficient control of stock out.  There were 

formalized control policies and procedures for all major internal operations of the entity and 

policies. 

9 Conclusion 

Book keeping on profitability  

This study concluded that the accepted relationship between book keeping procedures on 

profitability by receiving of cash, accounts payment of goods, sales of stock and unlimited access 

to stores. The correlation and regression analysis were engaged in the study. Standard variation 

measured on the observed values from their mean.  

The study revealed that supervisors accounting records review on the ICP when the need 

aroused. ICP play a number of roles in supporting book keeping on profitability by ensuring all 

payments were, correctly entered and confirm to the relevant officers have signed all documents 

before processing to prevent misuse of stocks. Timely bank reconciliation, customer records 

reconciliation and report accurately on revenue collections are undertaken. There was existence 

of loopholes through which revenue lost. 

Approval of transactions 

The studies revealed that approval of transactions uphold a direct line of channels to follow with 

the internal auditors. There were formalized policies and approvals procedures for all operations 
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of the entity and policies. The management was committed to the internal audit operation of the 

system and provides feedback to the officers about the operation of the system. 

Supermarkets management defined appropriate approval for the entire organization and the 

criteria for ascertainment of fraud related to approval risks to the supermarkets were for the most 

critical. Management has identified individuals who were responsible for coordinating the 

various activities in the authority of approval in the entity.  

Procurement procedures 

The study revealed that procurement process purchasing in changing the process, to the set 

procurement audit require various approval of an authorized individual in procurement in the 

supermarkets. Bank reconciliation was done monthly to reconcile separate procured records and 

properly to resolve any difference in the stores. Procedures exist to prevent alteration by 

unauthorized persons of billings or before posting stores.  There were self-governing progression 

checks as well as evaluations of controls activities on ongoing basis.  

 

10. Recommendations  

Book keeping 

The study recommends firms to develop honesty and moral values among supermarkets 

employees and management. Effective board of section heads, account and finance officer and 

human resource, and internal audit division should be established   supermarkets.  Qualified 

accounts clerk and effective internal audit should be hired in supermarkets. Internal audit should 

be encouraged to cooperate well. 

Approval of Transactions 

Supermarkets management should determine the level of authority to approve to avoid a risk of 

theft in stock levels. Management should design internal controls to ensure efficiency and 

effectiveness, reliability of financial reporting is done. 

Recommendation for Procurement procedures 

This can be achieved by periodic procurement check review and evaluation of the adequacy and 

effectiveness of the store purchasing controls designed by the internal auditors. 

 

11. Suggestion for Further Studies 

The study focused on the effect of internal control procedures on profitability thus another study 

should be carried out on the effect of external control on profitability in supermarkets. 
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The study examined the effects of approval of transactions as one of the objective on 

supermarkets alone thus another study should be carried out on the effect of internal controls on 

revenue generation in other public organizations. 

Another study should be done on the effect of internal controls on private companies since the 

study was a representative of manufacturing sector. The study suggested for a study to be done 

on procurement procedures on profitability in supermarkets as one of the objective. 
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