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ABSTRACT

B

anking sector in Rwanda has undergone significant transformation and continues to
improve with new regulations and guidelines seeking to maintain stability. Banks
today operate in an environment marked by growing consolidation, rising customer
expectations, increasing regulatory requirements, technological innovation and mounting
competition. Compliance risk is thus seen as a major challenge today and is described as "life
threatening" in the banking industry. Compliance risk losses have often led to the down fall of
many financial institutions. For many organizations, ineffective management of compliance risk
has already resulted in unforeseen costs in terms of fines, penalties, corrective labor, and the
inability to secure new business hence impacting negatively of profitability. The general
objective of this study was to assess the influence of compliance risk management on financial
performance of commercial banks in Rwanda. The significance of the study was to reveal the
extent to which compliance risk management affects performance of banks in Rwanda, the need
for banks to effectively manage their compliance risk to minimize its effect on their operations
and how banks could gain competitive advantage through the management of their compliance
risk. The target populations was 250 staff based in BK main branch and particularly staff who
work in Risk and Compliance, Credit, Legal, and internal audit and purposive sampling will be
applied. The study was based in the period of three years between 2013 -2015. The study
utilized both primary and secondary sources of data. The primary sources will be obtained from
the bank head office branch. The research study adopted a questionnaire as a key instrument
for primary data collection. Both descriptive and inferential research methods were used to
analyze data collected. From the findings, it is clear that the banking industry in Rwanda is
growing a steady rate and consequently the players need to comply with certain regulations in
the market. In addition accountability contributes more to financial performance in the
commercial banks in Rwanda. Further, control environment as compliance risk management
practice influences financial performance in Rwandan commercial banks. The findings indicated
that banks’ audit control environment has a significant positive relationship with financial
performance. In addition, control environment and accountability are significantly positively
related; hence, they influence the operations of commercial banks. The study recommends that
Commercial banks in Rwanda should maintain and strengthen control environment in order to
increase their financial performance that enhances better operations in the financial market.
The banks also need to improve their liquidity level through increasing their current assets that
can easily be converted into cash. This level of assets should be above the liabilities in order to
meet the creditors’ demands when there is need. Finally, there is a need to consider
interviewing customers of the commercial bank in Rwanda so that their views are also captured
instead of bank staff as in this case.
Key words: control environment, accountability, monitoring and evaluation and financial
performance.
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1.1 Background
The Banking sector has undergone significant transformation and continues to improve with new regulations
and guidelines seeking to maintain stability. This has made the sector more efficient, innovative, competitive
and profitable. The transformation of the industry has resulted in an emergence of technologically
innovative products and services (Anderson, 1999). Banks have employed these innovative products and
services in their operations so as to provide customers with easy accessibility. The new capital requirements
may lead to an improved buffer for risk absorption in the sector. However, increased competition, growing
customer demands, and new regulations are likely to continue to add complexity to business models of
banks and information technology environment. These complexities may not be easily unraveled and can
lead to the inability to capture or respond rapidly and successfully to emerging external opportunities (Curtis
et al., 1992).
Companies around the world have made substantial investments in personnel, processes and technology to
help control business risk (Mills, 2008). Historically, these risk investments have focused primarily on
financial controls and regulatory compliance. Too many financial institutions took on excessive risk with too
little regard for reasonable, realistic long-term performance expectations. The debacle is focusing minds on
more robust approaches to risk management, with a new imperative to keep pace with financial innovation,
performance incentives, and business goals. Reforms will stretch risk management across the organization
and involve systematically linking risk and corporate performance management, leading to an informed
view of reward (Parker and Nielsen, 2009).
According to Verrecchia (2001), Companies that keep their proverbial eyes on the ball on improving
performance, both financially and operationally will emerge from these trying times better positioned to take
advantage of opportunities. However, conducting business as usual is in itself a risky proposition.
Compliance-driven approaches to managing risk no longer suffice in an increasingly volatile, interconnected
business environment. Approaches to risk management need to provide business leaders and their boards of
directors with an integrated view of risk and performance that defines how rapidly emerging events will
impact operations, quality, and, ultimately, shareholder value.
Recent research shows that many companies fail to connect risk and performance in the course of basic
performance management (Basel, 2008; Carreta & Farina, 2010). External stakeholders are already
motivating companies to take a fresh approach to aligning their risk appetites and performance objectives in
a smarter, more systematic way. Company directors, credit rating agencies, and institutional investors alike
are scrutinizing the risk-reward relationship and formalizing their own linkages between risk and
performance, creating new expectations and market demands for businesses.
It should be understood at the start that this is not merely a defensive response to greater uncertainty in the
business environment and, for some, to pending regulation (Mills, 2008). According to Tse & Yaansah
(1999), banks are recognizing that the same drivers of increased volatility capital mobility, rapid innovation,
and the development of new business models also offer opportunities that they must exploit to increase
revenue, improve shareholder value, and satisfy evolving customer demands. With an integrated, principled
approach to managing risk and business performance, companies can seize with greater confidence the
opportunities that an interconnected economy presents.
The process of connecting risk and reward starts at strategy setting. When company leaders understand the
greatest sources of value creation and destruction across their organizations, when they assign clear
accountability for risk management and performance management, and when they systematically quantify
the rewards associated with the risks, they change the decision-making game for their managers (Sobel, &
Reding, 2004).
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Rwanda ‘s banking sector is composed of eleven commercial banks and five specialized institutions (that
include three microfinance banks, one development bank and one co-operative bank). Banking service
operations date back in early 1960, originating from the oldest banks of BCR (Currently I&M Bank
Rwanda) and Bank of Kigali (BK) respectively (Ecobank, 2013). Recently, most commercial banks have
centered their operations on trade finance as opposed to long-term debt financing. This has triggered off to
lack of productive investment activity, thus there is urgent need to focus attention on the reform and
strengthening of the financial sector. This appeal for introduction of more banks, financial products and
capital market.
However, banking sector penetration still remains low, with the ratio of total banking sector assets to GDP
standing at 28% in local currency terms, and representing a massive growth opportunity. The Bank of Kigali
(BK) continued its dominance as the country ‘s largest bank, with total assets worth USD 774 million at the
close of 2015. From a profitability perspective, the Rwandan banking sector ‘s13% return on equity (ROE)
places it at the bottom of the profitability rankings of the EAC region. However, on a micro-level, Banque
Commerciale du Rwanda (Currently known as I&M bank Rwanda) is the country ‘s most profitable bank.
With regard to efficiency, the country ‘s banking sector ranked as least efficient compared to its major EAC
peers, with a consolidated cost-to-income ratio (CIR) of 71%. However, on a micro-level, BK is the most
efficient bank while Equity Bank ranked at the bottom as the least efficient one. Overall capital adequacy
levels remained strong and the sector still ranks as the most capitalized one in the EAC region, with industry
total qualifying capital to total risk assets standing at 25%, well above the regulatory threshold of 15%
(Ecobank, 2013).
Commercial banks are among the main institutions that play a key role in maintaining good corporate
governance in Rwanda. These commercial banks have stringent rules for borrowers including audited
financial reports, corporate structure, list of directors, and subjecting borrowers to greater scrutiny (Mwika,
2012). Commercial banks in Rwanda play an important role in the economic development of the country.
One way to attain efficiency and effectiveness in the banking sector in Rwanda is through good corporate
governance practices. Sound corporate governance practices will also bolster confidence in the capital
market and the confidence of the Rwandan society in general, in the way in which business functions (PSF
Rwanda, 2009).
Through product service innovation, banks are attempting to achieve a finer degree of control over financial
risks. Through adoption of new technology like Electronic Funds Transfer (EFT) and Real Time Gross
Settlement System (RTGS), Banks have radically altered the face of the banking environment. New IT
products have changed the way banks do business by reducing the banking processes and increasing
transparency, on the contrary new technology have weakened the traditional relationship between clients and
their banks. This is because the branch network system ensures that one is not restricted to transacting at the
branch where the customer opened an account.
The above changes have contributed immensely to the increasing competition in banking industry especially
with regard to the number of financial products available in the market that is comprised of an increasingly
more sophisticated clientele. Rwandan Banks are therefore expected to develop strategic responses to
address the changing competitive environment in which they operate.
Bank of Kigali is a commercial bank in Rwanda and licensed by the National Bank of Rwanda, the national
banking regulator. As of December 2013, BK was a medium-sized financial services provider in Rwanda. Its
total asset valuation was approximately US$232.3 million (RWF:157.44 billion). At that time, shareholding
in the bank was valued at about US$20.3 million (RWF:13.8 billion). The bank focused its lending to
businesses in the agricultural sector. It employed 1,477 staff at that time. The bank's stock is owned by Rabo
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bank and Rwanda Savings Cooperatives. The activities of Bank of Kigali are supervised by a ninemember board of directors.
1.2 Statement of the Problem
Banks today operate in an environment marked by growing consolidation, rising customer expectations,
increasing regulatory requirements, technological innovation and mounting competition. Compliance risk is
thus seen as a major challenge today and is described as "life threatening" in the banking industry.
Compliance risk losses have often led to the down fall of many financial institutions (Mills, 2008).
Effectively managing Compliance risk is a top issue for company leaders today. This issue has been
exacerbated because of the dynamic regulatory environment, recent fraud news, the ailing economy and
unpredictable events. For many organizations, ineffective management of compliance risk has already
resulted in unforeseen costs in terms of fines, penalties, corrective labor, and the inability to secure new
business. These problems have ultimately impacted corporate profitability. From the available literature,
very limited empirical evidence seems to confirm the relation between compliance risk management and
firm performance. Furthermore, the empirical evidence that does exist suggests that the appropriate
compliance risk management system may vary across firms. In other words, the relation between
compliance risk management and firm performance is most likely contingent upon several firm-related
factors.
From the reviewed literature, although Songole (2011), measured the relationship between risk and financial
performance, the study did not address the specific issue of compliance risk management and its influence
on financial performance. In addition, none of these studies were carried out in Rwanda Thus the study,
therefore will sought to fill the gap by answering the question: Does compliance risk management influence
financial performance of commercial banks in Rwanda?
1.3 Objectives of the study
1.3.1 General objective
The general objective of the study was to determine the influence of compliance risk management on
financial performance of commercial banks in Rwanda.
1.3.2 Specific objectives
The study was guided by the following specific objectives:
i. To evaluate the influence of control environment on the financial performance of BK.
ii.
To determine the influence of accountability on financial performance of BK.
iii. To investigate the influence of monitoring and evaluation on financial performance of BK.
1.4 Research questions
The research sought to answer the following questions
i. Does control environment influence financial performance of BK main Branch?
ii.
Does accountability influence financial performance of BK main branch?
iii. Does monitoring and evaluation influence financial performance of BK main branch?
2.0 Conceptual Framework
Conceptual framework is a schematic presentation which identifies the variables that when put together
explain the issue of concern (Peters, Elmendorf, Kandola & Chellaraj, 2000). It is a set of broad ideas used
to explain the relationship between the independent variables (factors) and the dependent variables
(outcome) (Coulthard, 2004).
In this study dependent variable was financial performance while the independent variables were control
environment, Accountability and monitoring

EUROPEAN JOURNAL OF BUSINESS AND SOCIAL SCIENCES

27

European Journal of Business and Social Sciences, Vol. 6, No. 07, October 2017.
URL: http://www.ejbss.com/recent.aspx-/
ISSN: 2235 -767X
Independent variable

P.P. 24 - 32

Dependent Variable

Compliance Risk Management

Control environment
 Corporate culture
 Integrity and ethics

Financial Performance





Accountability
 Transparency
 Disclosures

Return on Assets (ROA)
Return on Equity (ROE)
Cost to Income Ratio(CIR)

Monitoring
 Reconciliations
 Internal checks

Intervening variable
Central Bank regulations

Figure 3: Conceptual framework
The study examined how compliance risk management influences financial performance of commercial
banks. The aspects of compliance risk management are control environment (corporate culture, competence
levels, quality of audit committee and management integrity and ethics), accountability (transparency and
disclosures) and monitoring (reconciliations, internal checks and audits) as depicted by D’Aquila 1998; and
Robert & Abbie 2003).
3.0 Research design
The research adopted descriptive survey design, which according to Mugenda and Mugenda (2003),
descriptive design is a study undertaken in order to ascertain and be able to describe the characteristics of the
variables of an interest in a situation. This research study considered gathering of consistent and accurate
data that clearly describes the factors, as such, the participants answered questions administered through
questionnaires. According to Merriam (1998) descriptive research design is used to obtain information
concerning the current status of the phenomena to describe what exists with respect to variables. Descriptive
study aims at collecting information about people’s attitudes, opinion, and behavior (Orodho, 2002).
3.3 Target population
Population refers to the entire group of people/objects having common observable characteristics and is of
interest to the researcher (Cooper & Schinders, 2008).It’s also described as total of all that conforms to a
given specifications (Kothari, 2008). The target population of the study was 250 employees in the following
departments, Risk and compliance, internal audit, legal and credit departments based at Bank of Kigali head
office.
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3.4 Sampling Frame
According to Mugenda, (2008), sampling frame refers to the ultimate entities which may be people,
households, organizations or other units of analysis. It is a physical representation of the target population
and comprises all the units that are potential members of a sample (Kothari, 2008).
Table 2: Target Population
Departments
Risk and Compliance
Legal
Internal audit
Credit

Target Population
60
40
20
130
250

4.1 Correlation analysis.
After generating the principal components of each variable of the study, the researcher came up with the
main variables of the study which are control environment, accountability, monitoring and financial
performance. After generating these main variables, correlation analysis was conducted to establish the
relationships between them. Pearson’s Correlation Coefficient was carried out and the results obtained are
presented in table below.
Table 2: Correlation analysis
Control
environment
1

Accountability

Control
environment
Accountability
.3866**
1
Monitoring
.13
.361**
Financial
.293**
.363**
performance
** Correlation is significant at the 0.01 level (2-tailed)

Monitoring

1
.340**

Financial
performance

1

4.1.1 Relationship between control environment and financial Performance
Results from table 4.6 above reveal that there is a significant positive relationship between control
environment and financial Performance (r = .293**, P-value < 0.01).
This implies that control environment as compliance risk management practice influences financial
performance in Rwanda commercial banks.
4.1.2 Relationship between Accountability and financial Performance
The findings also disclosed a significant positive relationship between accountability and financial
Performance (r = .363**, P-value < 0.01). Thus, implying that accountability as compliance risk
management practice influences financial performance in Rwanda commercial banks.
4.1.3 Relationship between Monitoring and financial Performance
The findings indicated a significant positive relationship between monitoring and financial Performance (r =
.340**, P-value < 0.01) thus, depicting that monitoring as compliance risk management practice influences
financial performance in Rwanda commercial banks. .
4.1.4 Relationship between control environment, monitoring and accountability
The results in table 4.6 above indicate that there was a significant positive relationship between control
environment and accountability (r = .386**, P-value < 0.01). This means accountability enhances control
environment in Kenyan commercial banks. A significant positive relationship was observed between
accountability and monitoring (r = .361**, Value < 0.01). This implies that accountability influences
monitoring in Rwanda commercial banks.
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5.0. Conclusions
Findings indicated that control environment has a significant positive relationship with financial
performance (r = .293**, P-value < 0.01) in commercial banks in Rwanda. Banks follow their corporate
culture, hold reasonably high competency levels, have quality audits and promote integrity through ethical
values in their practices.
Results indicated that control environment and accountability are significantly positively related (r = .386**,
P-value < 0.01) hence, they influence the operations of commercial banks. Strong control environment
influences positively the consciousness of employees through having; competent employees, quality of audit
committee and management integrity and ethical values of personnel. These enhance reconciliations and
internal checks and audits, which promote transparency and disclosures. This result supports that strong
control environment would not require stringent monitoring reconciliations, internal checks and audits for
transparent accountability disclosures.
Findings according to ratios from published financial statements showed that financial performance in
commercial banks was from 31% to 50% (mean = 3.4386).
In conclusion, accountability in commercial banks in Rwanda is well upheld in terms of disclosure and
transparency indicating that accountability and disclosure are at the top of the agenda in commercial banks
to restore the public trust. Further, monitoring exhibited in terms of reconciliation and internal check and
audit is equally maintained in Commercial banks in Rwanda. Internal checks and internal audits help to
prevent or help early detection of errors and fraud.
In this research, control environment involved corporate culture, competence levels, quality of audit
committees and management integrity and ethics. This means that control environment in commercial banks
is likely to influence financial performance. Thus in relation to the above, understanding the relationship
between control environment and financial performance contributes to the sustainability of the banks’
business. This is in agreement with Control environment aims at ensuring achievement of adequate financial
performance.
5.1. Recommendations
From the findings, several recommendations are made. First, Commercial banks in Rwanda should maintain
and strengthen control environment in order to increase their financial performance that enhances better
operations in the financial market.
The banks also need to improve their liquidity level through increasing their current assets that can easily be
converted into cash. This level of assets should be above the liabilities in order to meet the creditors’
demands when there is need.
Local banks should consider Inter-bank lending as a source of financing to boost their liquidity at short
notice and control the rate of loaning forms. Furthermore, the study recommends that commercial banks in
Rwanda should consider transacting at a wide range of maturities. This allows borrowers to obtain the
lowest rate of interest appropriate to their risk characteristics.
5.2. Areas for further research
This research was carried out using cross sectional approach, however longitudinal design can be used on
the same topic and variables. In addition, Information and communication can be used as an independent
variable to find out if it has any relationship with the financial performance.
In the subsequent research, there is a need to consider interviewing Bank directors, Management and the
customers of the bank so that the customers’ views are also captured instead of bank staff as in this case.
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