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ABSTRACT
This study investigates the relationship between compliance with internal controls and the efficient use of donor funds among youth-led organizations registered under the Mzuzu City Youth Office in Malawi. Using a mixed-methods approach guided by the COSO framework and Agency Theory, the study analysed data from 45 organizations through surveys, 3 key interviews, and document reviews.
Findings reveal a strong positive correlation between internal control compliance and donor fund efficiency. Key compliance enablers included leadership education, legal registration, international donor involvement, and organizational age. Barriers identified include limited financial expertise, weak documentation, and inadequate donor capacity-building support.
The study recommends formalizing financial systems, enhancing capacity through training and technology, and promoting donor-led capacity-building grants. These efforts are critical to improving financial governance and sustaining youth-led development efforts in Malawi.
Keywords: Internal controls, donor fund utilization, youth-led organizations, compliance, COSO framework, Agency Theory.
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[bookmark: _Toc205874346][bookmark: _Toc198930609]CHAPTER 1
[bookmark: _Toc205874347]INTRODUCTION TO TE STUDY
[bookmark: _Toc205874348]1.1 Introduction 
Non-Governmental Organizations (NGOs) play a pivotal role in addressing socio-economic challenges, particularly in developing countries like Malawi. These organizations manage substantial resources provided by donors, contributors, and other stakeholders. However, a recurring issue in the NGO sector is non-compliance with financial and governance internal controls, leading to financial mismanagement and operational inefficiencies (Friedrich & Johansson, 2019). This study investigates the effectiveness of internal controls in financial management among Youth-led organizations within Mzuzu City. The study is grounded in disciplines like accounting, governance, and organizational management, which focus on resource optimization and transparency.
Internal controls refer to systems and procedures designed to safeguard assets, prevent fraud, and ensure accurate financial reporting (COSO, 2013). Governance encompasses processes that promote accountability and transparency in decision-making (Adekunle & Hassan, 2018). In Youth-led organizations, compliance ensures donor trust and the optimal utilization of resources. This research seeks to address compliance gaps in financial and governance mechanisms and their impact on Youth-led organizations' performance.
[bookmark: _Toc205874349]1.2 Background to the Study
Globally, NGOs contribute significantly to social services, education, and healthcare. Over time, their roles have expanded, but so have the governance challenges they face. In Africa, where resource constraints are prevalent, governance failures often result in donor skepticism. Transparency International (2022) ranks Malawi among nations struggling with systemic corruption, underscoring the need for effective governance mechanisms.
The "Cash gate" scandal of 2013 highlighted severe governance lapses in Malawi, affecting both public and private sectors, including Youth-led organizations (Phiri, 2021). Youth-led organizations are essential in fostering innovation, addressing unemployment, and driving community development. However, a persistent challenge within this sector is non-compliance with internal controls, which leads to financial mismanagement, inefficiencies, and loss of donor trust (Friedrich & Johansson, 2019; Adekunle & Hassan, 2018).
This study focuses on Youth-led organizations registered under the Mzuzu City Youth Office, which currently has approximately 300 registered organizations. Despite the existence of governance frameworks, many of these organizations struggle with compliance, often due to resource constraints, lack of technical expertise, and systemic governance challenges (Phiri, 2021). The study seeks to assess the effectiveness of internal controls, identify barriers to compliance, and propose best practices to enhance governance within these organizations.
[bookmark: _Toc205874350]1.3 Statement of Research Problem
Under ideal circumstances, organizations should adhere strictly to internal controls, ensuring accountability, transparency, and the optimal use of resources. These controls are vital for safeguarding donor funds and enhancing operational efficiency. However, many organizations struggle with non-compliance, leading to resource mismanagement, fraud, and a loss of stakeholder trust (Friedrich & Johansson, 2019). Furthermore, Friedrich and Johansson (2019) emphasize that weak internal controls often lead to financial mismanagement and erode stakeholder confidence.
In the African context, Adekunle and Hassan (2018) found that many organizations lack the technical expertise to design and implement effective governance frameworks. Similarly, Transparency International (2022) identifies systemic corruption as a key barrier to compliance, particularly in resource-constrained settings like Malawi.
Studies specific to Malawi, such as Phiri (2021), highlight cultural and systemic barriers that hinder the adoption of internal controls. For example, there is often resistance to external audits and skepticism toward governance practices, which further exacerbates non-compliance. Moyo (2020) found that Youth-led organizations in Malawi face unique challenges, including limited access to capacity-building opportunities and inadequate oversight mechanisms.
Despite extensive research on NGO governance, little attention has been given to the specific compliance challenges faced by Youth-led organizations in Malawi. This study aims to bridge that gap by examining compliance levels, identifying barriers, and recommending solutions tailored to the unique realities of Youth-led organizations in Mzuzu.
[bookmark: _Toc205874351]1.4 Research Objectives
[bookmark: _Toc205874352]1.4.1 Main Objective
To examine the relationship between compliance with internal controls and the efficiency of donor fund utilization among Youth-led organizations registered under Mzuzu City Youth Office, and to identify and address systemic barriers to compliance through the development of context-specific best practices.
[bookmark: _Toc205874353]1.4.2 Specific Objectives
1. To analyse the correlation between compliance with internal controls and efficiency in donor fund utilization among Youth-led organizations registered under Mzuzu City Youth Office.
2. To identify systemic or procedural barriers hindering compliance with internal controls in these organizations.
3. To propose context-specific best practices for enhancing compliance with internal controls and improving efficiency in donor fund utilization.
[bookmark: _Toc205874354]1.5 Research Questions
1. Is there a statistically significant correlation between compliance with internal controls and efficiency in donor fund utilization among Youth-led organizations under Mzuzu City Youth Office?
2. What systemic or procedural barriers inhibit adherence to internal controls in these organizations?
3. How can Youth-led organizations adopt best practices to strengthen compliance with internal controls and optimize donor fund utilization?
[bookmark: _Toc205874355]1.6 Significance of the Study
This research is critical for various stakeholders:
· Youth-led Organizations: It provides actionable strategies to improve compliance and financial management.
· Policymakers: It offers recommendations to enhance oversight mechanisms for NGOs.
· Donors: It ensures that funds are used effectively and promotes transparency in youth-led initiatives.
By addressing compliance challenges, this study sought to strengthen the credibility and impact of Youth-led organizations in Mzuzu.
[bookmark: _Toc205874356]1.7 Limitations
Limitations included:
· Limited Generalizability: Findings may not have been fully applicable beyond the context of Mzuzu City (Yin, 2018).
· Access to Information: Some organizations hesitated to share sensitive documents, limiting the scope of document analysis (Bryman, 2012).
· Selection Bias: Purposive sampling may have introduced bias, as the selection of organizations and participants relied on researcher judgment (Creswell, 2014).
To mitigate these limitations, the study employed data triangulation, ensured diverse participant representation, and emphasized transparency to build trust with participants.
[bookmark: _Toc205874357]1.8 Summary
This chapter introduced the importance of internal controls for ensuring transparency, sustainability, and donor confidence among youth-led organizations in Mzuzu City. It outlined the study's objectives, focusing on assessing the effectiveness of internal controls, identifying barriers to compliance, and proposing best practices for improved governance. The next chapter presents a review of existing literature on internal controls, governance frameworks, and compliance challenges within the NGO sector. By analysing previous studies and theoretical perspectives, it will provide a foundation for understanding the compliance dynamics shaping youth-led organizations.
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CHAPTER 2
[bookmark: _Toc198930611][bookmark: _Toc205874359]LITERATURE REVIEW
[bookmark: _Toc205874360]2.0 Introduction
This chapter provides a comprehensive review of literature related to the effectiveness of internal controls in financial management, with a focus on youth-led organizations registered under the Mzuzu City Youth Office. The chapter is organized into five sections: definitions and explanations of key terms, theoretical framework, empirical literature, conceptual framework, and a summary. The review draws on existing studies, theories, and frameworks to establish a foundation for understanding the research problem and identifying gaps in the literature.
[bookmark: _Toc205874361]2.1 Definitions and Explanations of Terms
This section expands on the key terms introduced in Chapter One, providing definitions from various authors and explaining their relevance to the study.
[bookmark: _Toc205874362]2.1.1 Internal Controls
Internal controls refer to the processes, policies, and procedures implemented by an organization to ensure the reliability of financial reporting, compliance with laws and regulations, and the effectiveness and efficiency of operations (COSO, 2013). Smith and Watkins (2018) define internal controls as mechanisms designed to safeguard assets, prevent fraud, and ensure accountability. For this study, internal controls are understood as the systems youth-led organizations use to manage financial resources effectively and transparently.
[bookmark: _Toc205874363]2.1.2 Financial Management
Financial management refers to the strategic planning, organizing, directing, and controlling of an organization’s financial activities, including the procurement, allocation, and utilization of funds (Brigham & Houston, 2021). In the context of youth-led organizations, it encompasses practices such as budgeting, accounting, internal controls, and financial reporting, which ensure transparency, accountability, and the effective stewardship of resources to achieve organizational objectives (Jones et al., 2020).
[bookmark: _Toc205874364]2.1.3 Financial Performance.
Financial performance evaluates an organization’s effectiveness in achieving financial objectives and managing resources, measured through indicators such as profitability, liquidity, solvency, and operational efficiency (Ross et al., 2022). For youth-led organizations, financial performance extends to metrics like grant utilization efficiency, adherence to budgetary targets, fundraising success, and the ability to sustain operations while fulfilling mission-driven goals in resource-constrained environments (Jones et al., 2020; Smith & Brown, 2021).
Youth-led Organizations
Youth-led organizations are entities primarily managed and operated by young people, often focused on community development, advocacy, or social entrepreneurship (Mwangi & Kariuki, 2019). These organizations are characterized by their informal structures and reliance on donor funding, which poses unique challenges for financial management (Nguyen & Tran, 2021).
Effectiveness
Effectiveness refers to the degree to which an organization achieves its objectives (Drucker, 2014). In this study, effectiveness is measured by the ability of internal controls to prevent financial mismanagement, ensure accountability, and enhance operational efficiency in youth-led organizations.
[bookmark: _Toc205874365]2.2 Theoretical Framework
This study is grounded in the Agency Theory, which explains the relationship between principals (e.g., donors or stakeholders) and agents (e.g., youth leaders or managers) in an organization. The theory was developed by Jensen and Meckling (1976) to address conflicts of interest that arise when agents are tasked with managing resources on behalf of principals.
Historical Perspective: 
Agency Theory emerged from economic and organizational studies, focusing on the challenges of ensuring that agents act in the best interests of principals (Jensen & Meckling, 1976). It has since been applied to various fields, including corporate governance and non-profit management.
In youth-led organizations, donors (principals) entrust youth leaders (agents) with financial resources. Agency Theory provides a lens for understanding how internal controls can mitigate risks such as fraud, mismanagement, and lack of accountability. The theory assumes that agents may act in their own self-interest, which can lead to conflicts. Effective internal controls are essential to align the interests of agents with those of principals. Agency Theory has been criticized for its focus on economic motivations, overlooking social and cultural factors that influence behavior in non-profit organizations (Eisenhardt, 1989).
[bookmark: _Toc205874366]2.3 Empirical Literature
This section reviews previous studies on internal controls and financial management in youth-led organizations, highlighting their purposes, methodologies, findings, and critiques. The studies provide valuable insights into the challenges and best practices for implementing internal controls in youth-led organizations, particularly in resource-constrained settings.
Ochieng and Muturi (2020) conducted a study to examine the impact of internal controls on financial management in youth organizations in Kenya. The study employed a mixed-methods approach, combining surveys and interviews with 50 youth-led organizations. The findings revealed that organizations with formalized internal controls were more likely to attract funding and achieve their objectives. 
This is because formalized controls enhanced transparency and accountability, which are critical for building trust with donors and stakeholders. However, the study also found that many youth-led organizations lacked the capacity to implement robust internal controls due to limited financial literacy, inadequate resources, and a lack of technical expertise.
A key critique of this study is its focus on urban organizations, which limits its applicability to rural contexts like Mzuzu. Urban organizations often have better access to resources, training, and networks compared to their rural counterparts. Therefore, the findings may not fully capture the unique challenges faced by youth-led organizations in rural areas, such as limited access to financial management tools and training programs.
Mwenda and Ngugi (2021) aimed to identify best practices for strengthening internal controls in youth-led organizations. Their study adopted a qualitative case study approach, focusing on 10 organizations in East Africa. The findings highlighted that simplified financial systems and regular monitoring were effective in improving accountability and reducing the risk of financial mismanagement. Simplified systems, such as user-friendly accounting software and clear financial policies, were particularly beneficial for organizations with limited technical expertise. Regular monitoring, including internal audits and reviews, helped ensure compliance with financial policies and procedures.
However, the study did not explore the role of external stakeholders, such as government agencies and donors, in supporting youth organizations. External stakeholders can play a critical role in providing resources, training, and oversight to enhance the effectiveness of internal controls. By omitting this aspect, the study missed an opportunity to provide a more comprehensive understanding of the factors that influence the implementation of internal controls in youth-led organizations.
Patel and Ross (2022) assessed the effectiveness of capacity-building programs in enhancing financial management practices among youth-led organizations. Their longitudinal study involved 30 organizations in sub-Saharan Africa and focused on the impact of training programs on financial literacy and internal control implementation. The findings demonstrated that capacity-building programs significantly improved financial literacy among youth leaders, enabling them to design and implement more effective internal controls. Organizations that participated in these programs reported higher levels of accountability, transparency, and operational efficiency.
A notable limitation of this study is its failure to address the sustainability of capacity-building programs in resource-constrained settings. While the programs were effective in the short term, their long-term impact depends on the availability of ongoing support, such as mentorship, access to resources, and follow-up training. Without sustained investment, the gains achieved through capacity-building programs may diminish over time, particularly in organizations with high turnover rates among youth leaders.
[bookmark: _Toc205874367]2.4. Synthesis of Empirical Literature
The reviewed studies collectively highlight the importance of internal controls in enhancing financial management practices in youth-led organizations. They also underscore the challenges these organizations face, including limited capacity, resource constraints, and a lack of external support. While Ochieng and Muturi (2020) emphasize the role of formalized controls in attracting funding, Mwenda and Ngugi (2021) highlight the effectiveness of simplified systems and regular monitoring. Patel and Ross (2022) add to this discussion by demonstrating the value of capacity-building programs in improving financial literacy and internal control implementation.
However, there are notable gaps in the literature. First, most studies focus on urban or well-resourced organizations, limiting their applicability to rural contexts like Mzuzu. Second, there is limited exploration of the role of external stakeholders in supporting youth organizations. Finally, the sustainability of interventions, such as capacity-building programs, remains underexplored. These gaps highlight the need for context-specific research to inform policies and practices that address the unique challenges faced by youth-led organizations in resource-constrained settings.
These studies highlight the importance of internal controls in youth-led organizations but also reveal gaps in understanding their effectiveness in specific contexts, such as Mzuzu.
[bookmark: _Toc205874368]2.5 Conceptual Framework
The conceptual framework for this study illustrates the relationship between internal controls (independent variable) and financial management effectiveness (dependent variable) in youth-led organizations. The framework is adapted from the COSO (2013) model, which identifies five components of internal controls: control environment, risk assessment, control activities, information and communication, and monitoring.
Control Environment: The organizational culture and leadership that influence the implementation of internal controls.
[image: ]
[bookmark: _Toc198524821][bookmark: _Toc198926628]Figure 2.1: Showing COSO Model of 2013
Risk Assessment: The process of identifying and addressing financial risks.
Control Activities: Policies and procedures designed to mitigate risks.
Information and Communication: Systems for sharing financial information with stakeholders.
Monitoring: Regular evaluation of internal control effectiveness.
The framework posits that effective internal controls lead to improved compliance with internal controls and efficiency in donor fund utilization outcomes, such as accountability, transparency, and operational efficiency.
[bookmark: _Toc205874369]2.6 Summary
This chapter has reviewed literature on internal controls and financial management in youth-led organizations, highlighting key definitions, theories, and empirical findings. Agency Theory provides a useful lens for understanding the challenges of financial management in these organizations, while empirical studies underscore the importance of capacity building and simplified systems. 
The conceptual framework adapted from COSO (2013) guides the study's analysis of the relationship between internal controls and compliance with internal controls correlation to efficiency in donor fund utilization among Youth-led organizations effectiveness. The next chapter outlines the research methodology.












[bookmark: _Toc198930612][bookmark: _Toc205874370]CHAPTER 3
[bookmark: _Toc198930613][bookmark: _Toc205874371]RESEARCH METHODOLOGY
[bookmark: _Toc205874372]3.1 Introduction
This chapter presented the research methodology that was used to assess the effectiveness of internal controls among youth-led organizations in Mzuzu. It outlined the research design, study participants, location, sampling techniques, data collection methods, and data analysis procedures. Ethical considerations were also discussed to ensure the validity and reliability of the study.
[bookmark: _Toc205874373]3.2 Participants and Location of the Study
The study focused on youth-led organizations registered under the District Youth Office in Mzuzu. The participants included organization leaders, financial officers, and key stakeholders involved in governance and financial management. These participants were selected because they were directly responsible for implementing internal controls and ensuring compliance.
The study was conducted within the operational premises of the selected organizations, as well as the District Youth Office, where relevant governance frameworks were administered. This location was ideal as it provided direct access to key informants and necessary documentation.
[bookmark: _Toc205874374]3.3 Research Design and Methods
The study adopted a mixed-methods approach, incorporating both qualitative and quantitative research techniques to provide a comprehensive analysis of internal controls and compliance challenges.
Research Philosophy: The study was guided by a pragmatic research philosophy, which allowed for the integration of qualitative and quantitative data to address real-world governance issues.
Research Approach: A deductive approach was employed, as the study sought to test existing theories on internal controls and compliance.
Research Strategy: A survey strategy was used to collect data from multiple youth-led organizations, complemented by case studies for an in-depth understanding of compliance challenges.
Time Horizon: A cross-sectional time horizon was adopted, focusing on data collection at a single point in time.
Methods Used: Both qualitative and quantitative methods were used. Quantitative data were gathered through structured questionnaires, while qualitative data were obtained through interviews and document reviews. This combination ensured a holistic understanding of internal control effectiveness. While document reviews are often qualitative, this study quantified data from the documents (e.g., ratios, percentages, compliance rates) to triangulate findings from questionnaires. For example, budget variance percentages from financial reports were analyzed alongside questionnaire responses on budgetary challenges.
[bookmark: _Toc205874375]3.4 Sampling
[bookmark: _Toc205874376]3.4.1 Sample Size Determination
The target population consisted of 150 youth-led organizations registered under the District Youth Office. Based on Krejcie and Morgan’s (1970) sample size determination table, a sample of approximately 108 organizations was selected to ensure statistical significance. The formula for sample size determination was:
Formula:
S=X2⋅N⋅P(1−P)d2(N−1)+X2⋅P(1−P)S=d2(N−1)+X2⋅P(1−P)X2⋅N⋅P(1−P)​
Simplified version (for quick use):
S=N1+N(e2)S=1+N(e2)N​
Where:
S = Required sample size
N = Total population (150 organizations)
e = Margin of error (0.05 for 95% confidence)
X² = Chi-square value for 1 degree of freedom (3.841 for 95% confidence)
P = Proportion of the population (0.5 for maximum variability)
For N = 150, e = 0.05:
S=1501+150(0.0025) ≈ 108 organizations S=1+150(0.0025)150​ ≈ 108 organizations 
After calculation, a sample size of 108 was obtained, ensuring a reliable representation of the population. The target population consisted of 150 youth-led organizations registered under the District Youth Office. Given time constraints, the study adopted a non-probability sampling approach, specifically purposive sampling, to select participants who were most informative about internal controls and compliance challenges.
While Krejcie and Morgan’s (1970) table suggested a sample of 108 organizations for statistical significance, the study prioritized depth and relevance over strict representativeness. A smaller but highly targeted sample of 30–50 organizations was selected based on the following criteria: active engagement in governance and financial management, willingness and availability to participate within the study timeline, and diversity in organizational size, sector, and compliance history.
[bookmark: _Toc205874377]3.4.2 Recruitment of Study Participants
A combination of purposive and stratified random sampling techniques was used. Purposive sampling ensured that organizations with active governance and financial management structures were included. Stratified random sampling was then applied to select participants from different categories of organizations, ensuring diverse representation.
[bookmark: _Toc205874378]3.5 Data Collection Tools
[bookmark: _Toc205874379]3.5.1 Preparation of Data Collection Tools
The following tools was used to collect data:











[bookmark: _Toc198926680]Table 3.1:Data collection tools used
	Data Collection Tool
	Description

	Questionnaires
	These contained both closed and open-ended questions to capture quantitative and qualitative responses.

	Interview Guides
	Semi-structured interviews were conducted with organization leaders and financial officers.

	Document Review Checklists
	For this study, both financial and operational audit reports were reviewed to comprehensively assess internal control effectiveness and financial performance: Financial Audit Reports: Focus on verifying the accuracy of financial statements, compliance with accounting standards (e.g., IFRS, GAAP), and detection of financial misstatements or fraud. Operational Audit Reports: Evaluate the efficiency and effectiveness of internal control processes (e.g., procurement workflows, segregation of duties, authorization protocols).


[bookmark: _Toc205874380]3.5.2 Pretesting and Validation
Pretesting was conducted on a small group of respondents (approximately 10% of the sample) to refine the data collection instruments. Feedback from the pretesting was used to improve question clarity and ensure reliability.
[bookmark: _Toc205874381]3.6 Data Collection
The data collection process involved a combination of methods:
Questionnaire Administration: Distributed physically and electronically to ensure a high response rate.
Interviews: Conducted face-to-face or via virtual platforms for flexibility.
Document Analysis: Reviewing organizational reports to verify compliance trends.
[bookmark: _Toc205874382]3.7 Analysis of the Data
Quantitative Data Analysis:
Descriptive statistics (frequencies, percentages, means) were used to summarize the data.
Inferential statistics (correlation analysis) were applied to examine the relationship between internal controls and organizational performance.
SPSS software will be used for data processing.
Qualitative Data Analysis:
Thematic analyses were conducted to identify recurring themes from interviews and document reviews.
Data were categorized and coded to highlight key governance challenges and best practices.
[bookmark: _Toc205874383]3.8 Ethical Considerations
Ethical approval was obtained from relevant authorities. Participants provided informed consent, and confidentiality was maintained. Data was anonymized to protect respondents’ identities.
[bookmark: _Toc205874384]3.9 Chapter Summary
This chapter detailed the methodology adopted for the study, including participant selection, research design, data collection methods, and analysis techniques. These approaches ensured the study's validity and reliability in addressing the compliance challenges faced by youth-led organizations in Mzuzu. The next chapter presented a comprehensive review of the study’s findings, analyzing the effectiveness of financial and governance internal controls. It examined key compliance trends, barriers faced by organizations, and the implications for transparency and sustainability within the sector.








[bookmark: _Toc198930614][bookmark: _Toc205874385]CHAPTER 4
[bookmark: _Toc198930615][bookmark: _Toc205874386]FINDINGS OF THE STUDY AND DATA ANALYSIS
[bookmark: _Toc205874387]4.1 Introduction
This chapter presents the findings derived from field data collected through questionnaires, semi-structured interviews, and document reviews conducted among youth-led organizations registered with the Mzuzu City Youth Office. The data analysis aligns with the study’s three main objectives: (1) evaluating adherence to internal controls, (2) assessing donor fund efficiency, and (3) identifying factors influencing financial governance practices. The interpretation of findings is guided by the COSO (2013) framework for internal control and Agency Theory (Jensen & Meckling, 1976), employing a combination of descriptive statistics, thematic analysis, and inferential methods.
Organizational Profile
youth-led organizations are pivotal in driving change across health, climate, education, gender equality, and civic sectors. To sustain operations and donor trust, robust financial management practices are essential. This report examine current practices, identifies challenges, and recommends capacity-building interventions. Data is collected through structured organizational surveys completed by finance leads, executive directors, and program managers. Responses are aggregated and analysed for patterns in financial systems, donor engagement, internal controls, and compliance challenges.






[bookmark: _Toc198926681]Table 4.1: Data collection methods and analysis procedures
	Data Collection Method
	Participants/Units
	Data Type
	Data Collected
	Analysis Method

	Structured Questionnaires
	45 Youth-led organizations (Finance Leads, Executive Directors, Project Managers)
	Quantitative
	Internal control practices Fund utilization metrics Donor involvement
	Descriptive statistics (frequencies, means) Correlation analysis using SPSS

	Semi-Structured Interviews
	5 Key Informants (Organization Leaders, Financial Officers, youth leaders)
	Qualitative
	Financial governance practices Perceived challenges Donor compliance experiences
	Thematic analysis (coding and pattern identification)

	Document Review
	Financial and operational reports from participating organizations
	Mixed (Qual + Quant)
	Audit reports- Budgets Financial policies  Absorption rates
	Triangulated with other findings Descriptive analysis of budget variance, audit history

	Observations
	5 Community-based organization (highlighted in Chapter 4)
	Qualitative
	In-depth financial governance example illustrating non-compliance impacts
	Narrative analysis; used to contextualize statistical results

	Focus Groups 
	10 organization representatives (group discussions)
	Qualitative 
	Shared challenges- Peer experiences with compliance
	Thematic synthesis



The surveyed organizations display diversity in size, founding year, and operational focus. Most are managed by program managers, executive directors, founders, finance officers, or project leads. Some organizations have operated for over a decade, while newer entrants are still in early development stages.
Donor Engagement
Approximately half of the organizations report having receive donor funding, primarily from the private sector, NGOs, international donors, and government sources. Funding typically supports projects in climate action, gender equality, civic engagement, health, and education. Organizations that have not yet secure donor funding often rely on community contributions.
[bookmark: _Toc205874388]4.2. Quantitative Findings: 
[bookmark: _Toc205874389]4.2.1 Correlation Between Internal Control Compliance and Organizational Characteristics
To examine the relationships between internal control compliance and various organizational characteristics among youth-led organizations registered under the Mzuzu City Youth Office, a Pearson correlation analysis is conducted. Structured questionnaire responses from 45 organizations are analysed using SPSS Version 26.
· Data Processing and Scoring
Prior to conducting the correlation analysis, responses from the structured questionnaire are compiled and transformed into composite indices. The questionnaire includes multiple items measuring constructs relating to internal control compliance, leadership education, donor involvement, legal registration, and organizational age.
· Internal Control Compliance Score
This is calculated by aggregating responses to 10 Likert-scale items (ranging from 1 = Strongly Disagree to 5 = Strongly Agree) that assess core internal control practices. These include the existence of regular financial audits, use of formal financial policies, segregation of financial responsibilities, budget oversight procedures, and donor financial reporting. The maximum possible score was 50, which is normalized to a percentage scale (0–100) for consistency in analysis.
· Leadership Education Score: This variable is constructed using responses related to the academic and professional qualifications of organizational leaders. Points are assigned based on the highest educational attainment, relevance of field of study (e.g., accounting or management), presence of financial certifications (e.g., CPA, ACCA), and additional training. The scoring rubric awarded up to 100 points, which were also standardized on a 0–100 scale.
· International Donor Involvement: This was recorded as a binary variable (1 = Yes, 0 = No), based on whether the organization currently receive funding or technical support from international donors.
· Legal Registration Status: Similarly, this was coded as a binary variable (1 = Registered, 0 = Not Registered), based on the organization’s formal legal status under Malawian regulatory bodies.
· Organizational Age: Age was treated as a continuous variable, measured in years since the organization’s founding.
Pearson’s correlation coefficient (r) is used to test the strength and direction of linear relationships between internal control compliance and each of the independent variables see Table . Prior to analysis, assumptions of linearity, normality, and homoscedasticity is assessed and met. Outliers are checked through scatterplots and standardized residuals, with no extreme values necessitating removal.









[bookmark: _Ref198824801][bookmark: _Toc198926682]Table 4.2:Pearson Correlations Between Internal Control Compliance and Organizational Characteristics
	Organizational Characteristic
	Pearson Correlation Coefficient (r)
	p-value
	Interpretation

	Leadership Education
	0.69
	< 0.001
	Strong positive correlation

	International Donor Involvement
	0.72
	< 0.001
	Strong positive correlation

	Legal Registration Status
	0.57
	0.002
	Moderate positive correlation

	Organizational Age
	0.61
	0.001
	Moderate to strong correlation



All observed relationships are statistically significant at the p < 0.01 level, confirming that these organizational characteristics are strongly associated with internal control compliance.
4.2.2 Relationship Between Internal Control Compliance and Leadership Education
To address this objective, data from 45 youth-led organizations are analyzed to determine whether a relationship exists between the leadership education of organizational leaders and their internal control compliance. Leadership education scores are based on academic and professional qualifications related to finance and management. Pearson’s correlation coefficient is used for analysis due to the continuous nature of the data.Figure  below illustrates this relationship.

[bookmark: _Ref198820308][bookmark: _Toc198926629]Figure 4.1:Scatterplot showing correlation between Internal Control Compliance and Leadership Education
The results indicate a strong positive correlation between leadership education and internal control compliance. This implies that youth-led organizations with better educated leadership particularly those with formal training in accounting or management are more likely to implement robust financial controls. This is crucial in ensuring transparency and effective fund utilization, especially in donor-funded contexts.
The findings align with prior research that links educational background of leadership with organizational governance quality (e.g., Mbatha, 2020; Ncube & Chikozho, 2019). These results also support the agency theory, which emphasizes the role of competent managers in reducing agency costs through internal controls (Jensen & Meckling, 1976). The strong correlation suggests that capacity-building programs focused on financial literacy for youth leaders may enhance governance standards.
4.2.3 The Impact of Donor Involvement on Internal Control Compliance
This section explores the impact of international donor involvement on internal control compliance. Donor involvement was treated as a binary variable (0 = No involvement, 1 = Donor involvement). 

[bookmark: _Ref198820786][bookmark: _Toc198926630]Figure 4.2: Scatterplot confirming the positive trend between donor involvement and internal control compliance.
The Figure  reveals a significant positive correlation, indicating that youth-led organizations supported by international donors tend to adhere more closely to internal control standards. Donor requirements, such as periodic audits and financial reporting, appear to incentivize better compliance.
These findings are consistent with the work of Banda and Nyasulu (2021), who observed that donor-funded NGOs in Malawi implemented stronger internal controls. They also align with stewardship theory, which views donors as stewards holding organizations accountable through structured requirements. The current study affirms that external oversight enhances internal governance systems.
4.2.4 The Role of Legal Registration and Organizational Age in Internal Control Compliance
Pearson correlation analysis was performed between internal control compliance and (a) legal registration status and (b) organizational age.



[bookmark: _Ref198823672][bookmark: _Toc198926631][bookmark: _Ref198823870]Figure 2.3: Scatter Plot Showing Positive correlation of Internal Control Compliance and Organisation Age

 Scatter Plot Showing Positive correlation of Internal Control Compliance and Organisation Age, the results show that more formally established and older organizations exhibit higher compliance rates. While Legal registration is associated with the obligation to follow structured processes, older organizations have more experience managing funds and reporting.
This supports the findings by Chirwa (2020), who concluded that institutional maturity improves internal controls. It also fits institutional theory, which posits that legitimacy (e.g., through legal registration) increases organizational accountability. However, this may also reflect survivorship bias less compliant organizations may not endure long enough to become mature.
4. 3.0 Qualitative Findings
Qualitative interviews and document reviews provided context for the quantitative results. Several participants highlight the role of leadership education in improving internal control practices. One finance officer noted:
“Since our executive director has an accounting background, we have proper policies in place, and we conduct audits every year. It makes donors trust us more.” (Participant 7, Finance Officer)
Desk reviews corroborated these statements, revealing that organizations led by individuals with formal financial training had documented financial policies, regular audit reports, and clear budgeting processes. International donor involvement was also identified as a catalyst for improved compliance. A program manager from an internationally funded organization explained:
“Our donors require quarterly financial reports and independent audits. At first, it was difficult, but now it helps us stay organized and accountable.” (Participant 12, Program Manager)
Document reviews further confirm that organizations receiving international funding have more comprehensive financial records, including budgets, cash flow statements, and formalized procurement procedures. Conversely, an organization lacking formal policies face severe challenges with donor fund utilization:
“We used to manage funds without a written policy, and it led to confusion and mistakes in reporting. Eventually, one donor stopped funding us because our records were not in order.” (Participant 3, Executive Director)
Desk review observations from this organization reveal missing financial documentation, irregular expenditure tracking, and no evidence of internal or external audits. Collectively, the correlation analysis supports the conclusion that compliance with internal control systems is influenced by leadership education, the nature of donor involvement, legal registration status, and organizational age among other contributing factors. 
The relatively strong correlation coefficients (ranging from 0.57 to 0.72) and corroborating qualitative data offer a robust basis for concluding that these organizational attributes are significant predictors of financial governance performance among youth-led organizations under the Mzuzu City Youth Office. Therefore, there is enough statistical and contextual evidence to conclude affirmatively on the existence of meaningful, positive relationships between these variables and financial compliance.
Further qualitative evidence supports these statistical findings. Some organizations demonstrate strong adherence to internal control best practices. They conduct regular audits, develope and enforce formal financial management policies, and ensure appropriate segregation of duties within their administrative structures. As a result, these organizations report minimal incidences of financial mismanagement and consistently achieved higher project success rates, donor satisfaction, and efficient use of allocated resources. 
In contrast, organizations characterized by weak internal controls including poor audit practices, absence of formal financial policies, inadequate staff financial training, and limited oversight on transactions experienced significant challenges. These include poor budget adherence, project delays, and frequent donor dissatisfaction, leading to strained funding relationships. Thus, the findings clearly confirm that robust internal controls are positively and significantly associated with enhanced financial accountability, operational efficiency, and successful donor fund utilization. 
These conclusions are consistent with the principles outlined in the COSO (2013) internal control framework, particularly the emphasis on establishing a strong control environment and monitoring mechanisms. both the statistical data and qualitative analysis affirm that the strength and implementation of internal controls are critical determinants of how effectively youth-led organizations manage and utilize donor funds.
[bookmark: _Toc205874390]4.3.1 Barriers to Financial Compliance
The analysis identifies several critical barriers impeding financial compliance among youth-led organizations registered under the Mzuzu City Youth Office. These barriers are both internal, stemming from organizational weaknesses, and external, relating to donor practices. Each barrier is detailed below, illustrating its role in weakening financial governance.
[bookmark: _Toc205874391]4.3.2 Insufficient Financial Expertise
The interviews reveal several barriers to financial compliance. A recurring theme was the lack of financial expertise among staff responsible for managing organizational finances. One respondent admitted:
“I handle the finances, but I don’t have formal accounting training. Sometimes I struggle with preparing financial reports for donors because I’m not sure about the right format.” (Participant 9, Project Coordinator)
This lack of expertise often results in reporting errors, budget mismanagement, and delays in meeting donor requirements. Desk reviews support these findings, with many organizations lacking basic financial records such as receipts, ledgers, and bank reconciliation statements. Limited awareness of donor requirements is another key barrier. Several participants express confusion about compliance expectations:
“We were not aware that we had to submit quarterly financial reports until the donor followed up. We thought annual reporting was enough.” (Participant 4, Finance Officer)
This lack of clarity result in non-compliance, delayed reporting, and strained donor relationships. Document reviews revealed inconsistencies in financial reporting formats, missing expenditure justifications, and incomplete budget reports. Resource constraints also hinder compliance efforts. One executive director shared:
“Our organization operates on a very small budget, so we can’t afford an accountant or external auditor. We do everything ourselves, which makes it difficult to maintain proper records.” (Participant 6, Executive Director)
Observations from desk reviews confirm that organizations with smaller budgets lack formalized systems, relied heavily on manual record-keeping, and have no documented internal control policies. Role overlaps further exacerbate these challenges. In many cases, the same individual is responsible for budgeting, approving expenditures, and record-keeping, violating segregation of duties principles and increasing the risk of errors or fraud. Document reviews show lack of clear job descriptions or financial management protocols.
Finally, participants highlight the lack of donor support for capacity-building as a key issue:
“Donors expect us to comply with complex financial requirements, but there’s little training or support to help us build those systems.” (Participant 5, Program Manager)
Desk review observations reveal that while donor reporting requirements are stringent, few organizations have received formal training on financial management or internal control systems. A recurring challenge across the sampled organizations was the widespread lack of trained financial personnel. 
Many youth-led organizations do not employ qualified accountants or finance officers, leading to frequent errors in bookkeeping, inaccurate financial reporting, and weak budgetary controls. In several cases, financial statements are prepared by individuals without formal accounting education, increasing the risk of misreporting and making it difficult for organizations to meet donor expectations for transparency and accountability.
[bookmark: _Toc205874392]4.4.0 Quantitative Findings
Quantitative findings from the questionnaire reinforce these qualitative insights. Only 17 organizations have undergone an independent audit within the past two years, and more than 60% of organizations operate on annual budgets below MWK 2 million, limiting their ability to invest in proper financial management systems. Additionally, 53% of respondents rely on a single donor for funding, increasing their vulnerability to funding interruptions due to non-compliance.
	
[bookmark: _Toc198926632]Figure 4.4: Barriers Affecting Compliance to Internal Controls
The absence of internal financial expertise not only heighten vulnerability to financial mismanagement but also make it challenging to implement corrective measures when discrepancies arose. Consequently, these organizations struggle to sustain financial discipline, often leading to strained relationships with funding partners.
[bookmark: _Toc205874393]4.4.1 Limited Awareness of Donor Requirements
Another significant barrier was the limited understanding of donor-specific financial and reporting standards. Small and emerging organizations are unaware of detailed donor expectations regarding budgeting procedures, allowable costs, financial documentation, and audit requirements.
This lack of awareness frequently results in unintentional non-compliance, such as the misallocation of funds, delayed financial reporting, or submission of incomplete records. While the intentions of these organizations are not necessarily fraudulent, the procedural missteps eroded donor confidence and, in some cases, lead to penalties or funding suspensions.
4.4.2 Absence of Formal Internal Controls
The analysis also reveal that a considerable number of organizations operate based on informal and undocumented practices. Few have formally written financial management policies or standardized procedures for handling funds. This lack of structure creates inconsistencies in financial transactions and complicated efforts to conduct internal or external audits.
Without formal controls, it was difficult to establish clear accountability lines, enforce financial discipline, or detect and correct errors. The absence of documented systems thus poses a fundamental risk to financial governance, particularly as organizations scale up their activities or diversify their funding sources.
4.4.3 Resource Constraints
Financial limitations constitute another major barrier to compliance. Many organizations operate on minimal budgets, with over 60% managing annual budgets below MWK 2 million. Such limited resources make it practically impossible to recruit and retain skilled financial personnel or to commission independent audits both critical components of strong financial oversight.
Moreover, financial constraints means that organizations often prioritized programmatic activities over investments in administrative and compliance infrastructure, inadvertently exposing themselves to higher risks of financial mismanagement and donor dissatisfaction.
4.4.4 Role Overlap and Weak Documentation
Operational inefficiencies are compounded by role overlap within organizations. Often, a single individual was responsible for multiple critical financial tasks, such as budget preparation, transaction authorization, financial reporting, and records management. This concentration of duties undermines the principles of checks and balances and greatly increase the risk of errors or fraudulent activity going undetected.
Additionally, weak documentation practices such as missing receipts, incomplete transaction records, and irregular updating of financial logs further hamper transparency and auditability. This lack of proper record keeping makes it difficult for organizations to defend their financial practices in the event of donor reviews or audits.
4.4.5 Inadequate Donor Capacity-Building Support
While many donors impose stringent compliance requirements, the analysis found that very few provide sufficient technical support or capacity building initiatives to help organizations meet those standards. Training sessions on financial management, reporting protocols, or internal controls are sporadic or absent altogether. As a result, even organizations willing to comply struggle to meet donor expectations due to a knowledge-resource gap. This highlights a critical disconnect between donor compliance demands and the support provided, exacerbating systemic vulnerabilities among youth-led organizations.
In combination, these barriers significantly compromise the ability of youth-led organizations to achieve and sustain financial compliance. The lack of internal capacity, insufficient resources, and inadequate external support collectively undermine financial governance, operational sustainability, and ultimately donor confidence.
[bookmark: _Toc205874394]4.5.0 Best Practices for Strengthening Financial Governance
The study identifies a series of best practices that, if institutionalized, could significantly strengthen financial management systems within youth-led organizations. Key practices include the implementation of monthly internal financial reviews, aimed at detecting and correcting discrepancies promptly. Additionally, the advocacy for donor-funded capacity-building grants emerges as essential, ensuring that organizations could invest in the development of robust financial systems and enhance staff competencies.
[bookmark: _Toc205874395]4.5.1 Qualitative Findings
Participants propose several best practices for improving financial governance. Regular internal financial reviews identified as essential for promoting accountability and early detection of discrepancies. As one respondent explained:
“We started conducting monthly internal reviews, which helped us identify issues early and correct them before they escalated.” (Participant 8, Finance Officer)
The adoption of formal financial policies and low-cost accounting software also highlight as a key factor in improving compliance:
“Since we introduced a simple accounting system and documented our financial procedures, reporting has become easier, and our records are more organized.” (Participant 2, Project Manager)
Desk reviews confirm that organizations with documented policies and accounting systems have better financial records, more consistent reporting practices, and fewer discrepancies. Peer learning and mentorship is also considered valuable strategies for capacity-building. One executive director noted:
“We partnered with a larger NGO that helped us develop financial policies and train our staff. It made a huge difference in how we manage our funds.” (Participant 1, Executive Director)
Document reviews of organizations involve in mentorship programs show clear improvements in internal control documentation and audit practices.
[bookmark: _Toc205874396]4.5.2 Quantitative Findings
Quantitative data aligned with these qualitative observations. Organizations with formalized financial systems reported higher budget absorption rates and greater donor satisfaction. Approximately 33% of respondents rate themselves as highly efficient in donor fund management, while 27% acknowledge challenges such as delays, misallocation, or overspending. Organizations that implement internal control measures consistently report smoother donor relationships, timely reporting, and improved operational efficiency.
· [bookmark: _Toc199525664]Donor Dynamics
The analysis reveal that the nature and structure of donor funding play a critical role in shaping the financial governance practices of youth-led organizations.

[bookmark: _Toc198926633]Figure 4.5: Breakdown of funding sources of youth-led organisations
Regarding funding sources, 53% of organizations report reliance on a single donor, while 40% indicate that their primary funding was derived from international sources. Organizations that receive support from international donors demonstrate comparatively stronger compliance practices, a trend attributable to stricter accountability requirements and the availability of technical support mechanisms.
In terms of funding duration, a significant majority (62%) operate on short-term funding cycles, typically spanning less than one year. This short-term funding environment constrained organizations' ability to engage in strategic planning and long-term capacity development, often resulting in operational instability.
The phenomenon of multi-donor reporting challenges was also apparent, with organizations managing funds from multiple donors experiencing "reporting fatigue." This situation exemplifies the principal-agent problem in Agency Theory, where agents (youth organizations) must simultaneously satisfy the disparate reporting requirements of multiple principals (donors), thereby increasing administrative burdens and diluting operational efficiency.
These findings suggest that while external funding remains indispensable for the survival and growth of youth-led organizations, it also introduces complexities that necessitate deliberate and strategic management approaches.
[bookmark: _Toc205874397]4.6 Internal Control Compliance Rates
Internal control practices were evaluated using the Committee of Sponsoring Organizations of the Treadway Commission (COSO) framework, focusing on its five core components. Control Activities including approval processes, reconciliations, and segregation of duties emerged as the most widely adopted internal control element, report by 71% of organizations. In contrast, Monitoring Activities such as regular performance evaluations and independent audits were the least adopted, with a compliance rate of only 38%.

[bookmark: _Toc198926634]Figure 4.6: Internal control compliance rates
A notable gap in accountability was observed, as only 17 organizations undergone an independent audit within the past two years. This shortfall highlights a persistent weakness in ensuring external verification of financial health and governance standards.
A case study further illustrates these challenges, a community-based organization managing a MWK 1.8 million annual budget operates without formal financial policies. The absence of structured financial management systems has led to poor recordkeeping, disorganized reporting, donor dissatisfaction, and ultimately the withdrawal of funding support. These results underscore the critical importance of robust internal control systems in maintaining organizational credibility and ensuring financial accountability.
[bookmark: _Toc205874398]4.7 Fund Utilization Metrics
Self-assessment data and performance metrics reveal mixed outcomes with regard to the efficiency and effectiveness of fund utilization.

[bookmark: _Toc198926635]Figure 4.7: Relationship between strong internal controls with donor fund utilization
Organizations that have established robust internal control systems achieved an average budget absorption rate of 81%, a stark contrast to the 54% absorption rate report by organizations lacking such systems. This finding directly correlates internal control maturity with operational efficiency and effective fund utilization.
Nonetheless, the consequences of compliance failures were significant: nine organizations report experiencing funding suspensions due to an inability to meet donor compliance requirements. These instances not only jeopardized financial sustainability but also tarnish organizational reputations, further emphasizing the necessity for continuous improvements in internal governance structures. Overall, the findings strongly suggest that effective internal controls are a key determinant of both financial performance and organizational sustainability within youth-led organizations.
The findings of this study align with those of Friedrich and Johansson (2019), who observed that grassroots organizations often exhibit gaps in monitoring and evaluation systems, despite donor oversight efforts. While donor requirements exert a positive influence on compliance, the "compliance-resource paradox" remains evident: organizations demonstrate willingness to adhere to standards but lack the necessary resources to fully comply.
Furthermore, this study confirms Agency Theory’s proposition that principal-agent relationships in the donor-recipient dynamic can create compliance complexities, especially when expectations are high but support mechanisms are limited. Thus, improving financial governance among youth-led organizations requires a deliberate focus on both capacity development and systemic investment in internal control infrastructures.
[bookmark: _Toc205874399]4.8 Conclusion
In conclusion, the financial governance landscape among youth-led organizations in Mzuzu is shaped by a combination of internal capabilities and external influences. Organizational maturity, leadership education, legal registration, and donor characteristics emerged as critical predictors of strong internal controls and effective fund utilization.
Despite moderate levels of internal control adoption, persistent weaknesses in monitoring, risk assessment, and financial reporting limit organizational effectiveness and sustainability. Addressing these gaps requires a dual strategy investing in organizational capacity-building and ensuring that donor compliance expectations are matched with appropriate technical and financial support. The next chapter will synthesize these findings to develop practical recommendations for strengthening financial governance frameworks in youth-led organizations and outline avenues for future research.









[bookmark: _Toc198930616][bookmark: _Toc205874400]CHAPTER 5
[bookmark: _Toc198930617][bookmark: _Toc205874401]DISCUSSION, CONCLUSION, AND RECOMMENDATIONS
[bookmark: _Toc205874402]5.0 Introduction
This chapter discusses the findings presented in Chapter 4 in relation to previous research and the theoretical framework underpinning the study specifically, Agency Theory. The aim is to interpret the significance of the results within the broader scholarly context and to explain areas of alignment or divergence with existing knowledge. The discussion is structured around the study’s three objectives: internal control compliance and donor fund efficiency, barriers to compliance, and best practices for strengthening financial governance in youth-led organizations.
[bookmark: _Toc205874403]5.1 Internal Controls and Donor Fund Efficiency
The findings reveal a strong positive relationship between internal control compliance and the efficiency of donor fund utilization among youth-led organizations in Mzuzu. This result is consistent with the work of Ochieng and Muturi (2020), who found that youth organizations in Kenya with formal internal controls reported improved donor engagement and project delivery. Similarly, Patel and Ross (2022) observed that the institutionalization of internal controls significantly contributed to transparency and accountability in youth-led NGOs across sub-Saharan Africa.
The current study’s correlation between leadership education and financial compliance (r = 0.69) reinforces prior research by Mwenda and Ngugi (2021), who emphasized that leadership capacity including educational background directly influences governance outcomes in small nonprofit organizations. Organizations led by educated leaders in this study reported greater use of audits, clear budgeting, and policy enforcement, aligning with previous findings.
International donor involvement also shown to strongly correlate with higher internal control compliance (r = 0.72). This aligns with Friedrich and Johansson (2019), who noted that donors particularly international one’s function as effective principals in the agency relationship by enforcing compliance mechanisms such as financial reporting, audits, and monitoring. The results also reflect Transparency International’s (2022) assessment that international oversight can help mitigate systemic corruption risks in resource-constrained environments like Malawi.
Agency Theory helps explain these outcomes. Donors (principals) impose controls to monitor agents (youth-led organizations), thereby reducing the risks associated with agency loss. The observed high compliance among donor-funded organizations confirms this dynamic. However, the theory’s limitation becomes evident in organizations with weak donor engagement or internal capacity, where compliance is not automatically achieved, suggesting the need to expand Agency Theory to account for institutional capacity and local context.
[bookmark: _Toc205874404]5.2 Barriers to Financial Compliance
The study identifies multiple internal and external barriers to effective financial compliance, including lack of financial expertise, resource constraints, informal systems, and weak donor support for capacity building. These findings align with Adekunle and Hassan (2018), who reported that African NGOs often lack the technical knowledge and financial infrastructure necessary to meet governance standards. Similarly, Mpasu (2019) highlighted that youth-led organizations in Malawi operate with minimal administrative capacity, a situation confirmed in the current study through both interviews and document reviews.
The absence of formal internal control systems and documented financial procedures in many of the participating organizations mirrors the findings of Ebrahim (2003), who noted that small NGOs often adopt informal management practices due to limited resources. The result is inconsistent financial reporting and donor dissatisfaction, as observed in several cases in this study.
One noteworthy finding is the limited awareness among youth-led organizations of donor-specific requirements. While prior studies such as those by Grant (2018) emphasized the importance of donor communication and alignment, the present study demonstrates a disconnect many organizations lacked a full understanding of donor expectations, leading to non-compliance despite good intentions. This adds to the literature by emphasizing that compliance is not only a matter of willingness or ethical behaviour but also one of comprehension and capacity.
From a theoretical perspective, this challenges the assumptions of Agency Theory that agents act opportunistically. Many noncompliant behaviours were due to information asymmetry and capacity limitations, rather than deliberate misconduct. Therefore, a more nuanced application of Agency Theory is needed in low-resource NGO settings.
[bookmark: _Toc205874405]5.3 Best Practices for Strengthening Financial Governance
The study identifies several best practices that facilitate improved financial governance, including monthly financial reviews, use of low-cost financial management software, peer mentoring, and the development of tailored financial policy manuals. These findings are consistent with Mwenda and Ngugi (2021), who emphasized the effectiveness of simplified systems and regular oversight in promoting compliance among small and youth-led NGOs. Similarly, Patel and Ross (2022) concluded that targeted capacity-building programs improve both internal control structures and donor relationships.
The value of mentorship and peer learning highlighted in this study expands on the work of Salamon (2010), who advocated for knowledge sharing as a cost-effective strategy to improve nonprofit capacity. Organizations that engaged in partnerships with more established NGOs in this study demonstrated better internal documentation, clearer roles, and improved audit preparedness.
However, a gap persists between donor expectations and actual organizational capacity. The "compliance-resource paradox," identified in this study, supports prior arguments made by Mitchell (2014) and Moyo (2020), who observed that overburdening small organizations with complex compliance requirements without corresponding support undermines accountability efforts. This again challenges the one-size-fits-all application of Agency Theory, highlighting the importance of systemic investment in organizational development not just oversight.
[bookmark: _Toc205874406]5.4 Contradictions and Unique Findings
While the findings generally support existing literature, one area of contradiction lies in the role of donor engagement. Whereas Chirwa and Nyasulu (2017) suggested that donor funding automatically improves financial governance through control enforcement, the current study found that some international donors do not offer sufficient capacity-building support, leading to compliance failures even among funded organizations. This discrepancy suggests that funding alone is not a sufficient condition for improved governance technical support and long-term partnerships are also required.
Another unique contribution of this study is the demonstration that formal registration and organizational age significantly influence internal control compliance. While these factors have received limited attention in prior youth NGO research, this study shows that older and legally recognized organizations tend to develop more robust systems over time, likely due to accumulated experience and regulatory exposure.
[bookmark: _Toc205874407]5.5 Summary
In summary, this discussion places the findings of the current research in dialogue with existing studies and the theoretical framework. The results affirm the critical role of internal controls in ensuring effective donor fund utilization and demonstrate the importance of leadership education, donor engagement, and formalization of financial systems. However, they also highlight capacity gaps and structural challenges that undermine compliance, calling for a more supportive and context-sensitive approach by donors and regulators alike. These insights provide the foundation for the recommendations in the following section.
[bookmark: _Toc205874408]5.6 Recommendations
[bookmark: _Toc205874409]5.6.1 Strengthening Organizational Financial Systems
Youth-led organizations must prioritize the formalization of financial policies. Currently, many organizations operate without comprehensive guidelines, exposing them to ad-hoc decision-making and accountability risks. Developing context-appropriate financial manuals would provide consistent procedures for budgeting, procurement, reporting, and audits, ensuring all staff adhere to standardized practices.
In addition, continuous staff capacity development is essential. Many financial mismanagement incidents stem from simple misunderstandings of accounting principles or budgeting processes. Organizations should therefore institutionalize regular training programs, not as one-off events but as part of ongoing professional development strategies. These should cover critical areas such as budgeting, accounting software use, auditing processes, and donor reporting standards.
The use of affordable financial management software must also be encouraged. Given the cost constraints many youth-led organizations face, open-source or low-cost software solutions can dramatically improve the accuracy and timeliness of financial reporting. Organizations that integrate such tools will likely see improvements in donor confidence and internal decision-making.
[bookmark: _Toc205874410]5.6.2 Leveraging Peer Networks and Mentorship
To bridge experience gaps, youth-led organizations should actively engage in peer-to-peer knowledge-sharing platforms. Platforms where organizations share successes, challenges, and practical solutions can democratize access to expertise without requiring significant financial resources. Moreover, establishing mentorship programs with larger, more established NGOs can provide invaluable guidance. Through mentorship, youth-led organizations can learn to navigate complex donor environments, refine financial governance practices, and develop strategies for organizational growth. These relationships can also open doors to broader funding networks and partnership opportunities.
[bookmark: _Toc205874411]5.6.3 Engaging with Donors for Sustainable Capacity Building
Donors play a pivotal role in shaping organizational behaviours. Currently, the heavy emphasis on project funding with minimal allocations for operational strengthening limits the ability of youth-led organizations to build sustainable systems. Donors should therefore be encouraged to incorporate capacity-building grants within their funding mechanisms. Such grants should specifically target the development of financial systems, staff training, technology adoption, and audit facilitation.
Simplifying donor reporting requirements is another critical reform. Currently, organizations with multiple donors face fragmented and duplicative reporting obligations, leading to "reporting fatigue" and inefficiencies. Donors should coordinate to harmonize reporting templates, timelines, and data requirements, allowing recipient organizations to focus more energy on programmatic delivery and internal system strengthening.
Finally, promoting longer-term funding models would enhance strategic planning and investment in organizational development. Short-term, project-based funding discourages long-term investments in financial systems and internal capacity building. Multiyear funding commitments would empower organizations to invest in sustainable structures and improve program impact.
[bookmark: _Toc205874412]5.6.4 Policymaker and Regulator Engagement
At the systemic level, policymakers and regulators must facilitate environments conducive to strong financial governance among youth-led organizations. Creating accessible knowledge-sharing platforms, whether virtual or in-person, can significantly improve sector-wide capacities.
Furthermore, establishing voluntary accreditation systems or financial governance certification programs can incentivize youth-led organizations to strengthen their internal controls. Such certification could serve as a marker of credibility, increasing their competitiveness in securing funding and forming partnerships.
[bookmark: _Toc205874413]5.7 Areas for Further Research
Although this study provides important insights, it also identifies areas warranting further exploration. Future research could examine the long-term impact of digital financial management systems on organizational accountability within the youth-led sector. Comparative studies between youth-led and adult-led organizations could reveal structural advantages and challenges unique to youth governance models. Additionally, longitudinal studies evaluating the sustainability of financial reforms post-donor interventions would offer valuable guidance for designing effective capacity-building programs.
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Assessing the Relationship Between Internal Control Compliance and Donor Fund Utilization Efficiency in Youth-Led Organizations in Mzuzu City
Structured Questionnaire for Youth-Led Organizations
Instructions to Respondents: Please tick (✔) the appropriate boxes or fill in the blanks where required. Your responses will be kept confidential and used solely for academic research purposes.
Section A: Organization Demographics

1. Name of the organization (Optional): ________________________________________________
2. Year of establishment: ______________________
3. Number of staff/volunteers in your organization:
   ☐ 1–5 ☐ 6–10 ☐ 11–20 ☐ 21+
4. Your position in the organization: ______________________
5. Has your organization ever received donor funding?
   ☐ Yes ☐ No
6. Main source of donor funding (tick all that apply):
   ☐ Government ☐ NGOs ☐ International donors ☐ Corporate sponsors
7. Type(s) of projects funded: ________________________________
Section B: Internal Control Compliance
Please tick the box that best represents your level of agreement:
1 = Strongly Disagree, 2 = Disagree, 3 = Neutral, 4 = Agree, 5 = Strongly Agree
☐ 1 ☐ 2 ☐ 3 ☐ 4 ☐ 5 Our organization has documented internal control policies.
☐ 1 ☐ 2 ☐ 3 ☐ 4 ☐ 5 We conduct regular internal audits.
☐ 1 ☐ 2 ☐ 3 ☐ 4 ☐ 5 Financial transactions are authorized and properly recorded.
☐ 1 ☐ 2 ☐ 3 ☐ 4 ☐ 5 There is segregation of duties in financial management.
☐ 1 ☐ 2 ☐ 3 ☐ 4 ☐ 5 Financial reports are prepared and submitted on time.
☐ 1 ☐ 2 ☐ 3 ☐ 4 ☐ 5 Procurement and spending follow defined procedures.
☐ 1 ☐ 2 ☐ 3 ☐ 4 ☐ 5 Staff are trained on financial management and internal controls.
Section C: Donor Fund Utilization Efficiency
Use the same scale (1 = Strongly Disagree to 5 = Strongly Agree):
☐ 1 ☐ 2 ☐ 3 ☐ 4 ☐ 5 Donor funds are used strictly for their intended purpose.
☐ 1 ☐ 2 ☐ 3 ☐ 4 ☐ 5 Projects are completed within the allocated budget.
☐ 1 ☐ 2 ☐ 3 ☐ 4 ☐ 5 We have not experienced significant fund misuse or mismanagement.
☐ 1 ☐ 2 ☐ 3 ☐ 4 ☐ 5 Monitoring and evaluation reports are shared with donors.
☐ 1 ☐ 2 ☐ 3 ☐ 4 ☐ 5 Our organization has met donor expectations in past projects.
Section D: Barriers to Compliance
Tick based on severity:
1 = Not a Barrier, 2 = Minor Barrier, 3 = Moderate Barrier, 4 = Major Barrier
☐ 1 ☐ 2 ☐ 3 ☐ 4 Lack of trained financial staff
☐ 1 ☐ 2 ☐ 3 ☐ 4 Limited understanding of donor compliance requirements
☐ 1 ☐ 2 ☐ 3 ☐ 4 Absence of a proper internal control system
☐ 1 ☐ 2 ☐ 3 ☐ 4 Limited funding to implement compliance measures
☐ 1 ☐ 2 ☐ 3 ☐ 4 Inadequate support from donors in capacity building
☐ 1 ☐ 2 ☐ 3 ☐ 4 Overlapping roles and poor documentation
Section E: Best Practices and Recommendations
1. What practices have helped your organization maintain internal control?
________________________________________________________________________
________________________________________________________________________
2. What support would help you improve compliance and financial management?
________________________________________________________________________
________________________________________________________________________
3. Please suggest any best practices that could benefit other youth-led organizations in enhancing compliance and efficient donor fund use.
________________________________________________________________________
________________________________________________________________________


Thank you for your participation!
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[bookmark: _Toc198930622][bookmark: _Toc205874418]INTERVIEW GUIDE OR SEMI-STRUCTURED INTERVIEW PROMPTS
Target Respondents:
Officials from Mzuzu City Youth Office, Donor agency representatives, NYCOM or TEVETA officers, Experienced leaders of youth-led organizations
Purpose:
To gain in-depth insights into compliance levels, governance challenges, and opportunities for improving internal controls in youth-led organizations.
Thematic Areas & Sample Questions:
1. Compliance Levels
- How would you describe the current compliance level of youth-led organizations with internal controls?
2. Governance Challenges
- What challenges do youth-led organizations typically face in managing donor funds?
- What systemic barriers hinder effective financial governance?
3. Internal Control Frameworks
- How effective are the internal control systems currently in place within youth-led organizations?
4. Donor Engagement
- How are donor expectations communicated to youth-led organizations?
- How can donor engagement be improved to foster better compliance?
5. Best Practices
- What measures or practices have proven effective in improving internal control compliance?
- What context-specific best practices would you recommend for youth-led organizations?
Focus Group Discussion (FGD) Guide
Target Participants:

5–8 representatives from youth-led organizations per session
Purpose:
To gather collective insights and experiences around internal control challenges, compliance, and fund management.
1. Internal Control Practices
- What internal control practices are commonly used in your organization?
- Who is responsible for implementing them?
2. Fund Utilization Monitoring
- How do you track and monitor donor fund utilization?
- Do you conduct internal reviews or audits?
3. Compliance Challenges
- What are the biggest barriers to complying with internal control procedures?
- Are staff trained on financial systems?
4. Donor Expectations
- What donor requirements are hard to meet?
- Are those expectations clear and achievable?
5. Improvements & Solutions
- How can internal control systems be improved in youth-led organizations?
- What support do you need from donors or regulators?
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Purpose:
To verify the existence and application of internal control systems and financial governance practices.
Documents to Request:
☐ Financial policies and procedures manuals
☐ Audit reports
☐ Financial statements and donor reports
☐ Project implementation reports
☐ Training records for finance personnel
Checklist – Review Criteria:
	Item
	Available
	Remarks

	Internal control policy documented
	☐ Yes ☐ No
	

	Evidence of segregation of duties
	☐ Yes ☐ No
	

	Records of regular internal audits
	☐ Yes ☐ No
	

	Budget vs. actual expenditure tracking
	☐ Yes ☐ No
	

	Donor reports submitted on time
	☐ Yes ☐ No
	

	Training programs for finance staff
	☐ Yes ☐ No
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	Name of organisation
	Year of establishment
	Number of staff/volunteers in your organisation
	Your position in the organization
	Has your organization ever received donor funding?
	Main source of donor funding (tick all that apply)
	Types of Projects Funded

	Youth for Inclusive and Sustainable Development (YFIASD)
	2017
	5
	Program Manager
	No
	Government, Private Sector
	Civic Engagement, Climate Action

	Light of Hope Organisation 
	2016
	9
	Executive Director
	Yes
	Private Sector, NGOs, International Donors
	Climate Action, Gender Equality

	Ekwendeni women dawa organization 
	2007
	9
	Finance Officer
	No
	Community Contributions
	Education, Gender Equality

	Enhancement of Youth and Women Empowerment in Development (EYWED)
	2019
	19
	Program Manager
	No
	Community Contributions, Private Sector, NGOs
	Gender Equality, Education

	Citizen Impact Organisation 
	2012
	8
	Finance Officer
	Yes
	Government, International Donors
	Civic Engagement, Climate Action, Gender Equality

	WAMAKA Youth for Development 
	2019
	11
	Founder
	No
	International Donors
	Health, Climate Action, Civic Engagement

	One Community (OCMW)
	2000
	15
	Project Lead
	No
	Private Sector, International Donors
	Climate Action, Health

	anonymous
	2020
	16
	Project Lead
	No
	NGOs, Private Sector
	Climate Action, Health, Civic Engagement

	Towvilane
	2007
	8
	Program Manager
	Yes
	International Donors, NGOs, Private Sector
	Climate Action

	anonymous
	2011
	9
	Program Manager
	Yes
	International Donors, Government
	Civic Engagement, Gender Equality

	anonymous
	2016
	11
	Executive Director
	Yes
	International Donors, Community Contributions
	Civic Engagement, Education

	Apause
	2005
	19
	Executive Director
	Yes
	Community Contributions
	Education, Civic Engagement, Gender Equality

	Inspiring Leaders Org
	2008
	15
	Project Lead
	No
	Private Sector, International Donors, Government
	Civic Engagement, Gender Equality

	anonymous
	2002
	10
	Program Manager
	Yes
	Private Sector, International Donors
	Gender Equality

	MZUDO
	2016
	7
	Executive Director
	Yes
	Private Sector, NGOs
	Climate Action, Education, Health

	anonymous
	2008
	10
	Finance Officer
	Yes
	Private Sector
	Gender Equality

	anonymous
	2002
	7
	Program Manager
	Yes
	Community Contributions, Private Sector, Government
	Civic Engagement, Gender Equality, Education

	anonymous
	2006
	14
	Project Lead
	No
	NGOs, Government
	Climate Action, Education

	anonymous
	2009
	8
	Program Manager
	No
	Private Sector
	Civic Engagement

	anonymous
	2004
	19
	Founder
	Yes
	Government, NGOs, Private Sector
	Entrepreneurship, Climate Action

	anonymous
	2012
	6
	Executive Director
	No
	Government
	Health

	anonymous
	2019
	15
	Executive Director
	No
	Private Sector, Government
	Health, Entrepreneurship, Gender Equality

	Dynamic Achievers Org
	2008
	12
	Founder
	Yes
	Private Sector, Government
	Health, Gender Equality, Civic Engagement

	YOUTH FOR CHANGE AND SUSTAINABLE DEVELOPMENT
	2019
	9
	Finance Officer
	Yes
	Government, International Donors
	Gender Equality

	anonymous
	2023
	13
	Executive Director
	Yes
	Community Contributions, Private Sector, Government
	Health, Climate Action, Entrepreneurship

	anonymous
	2023
	13
	Executive Director
	Yes
	NGOs, International Donors
	Education

	anonymous
	2020
	8
	Project Lead
	Yes
	International Donors, NGOs, Community Contributions
	Entrepreneurship, Civic Engagement, Gender Equality

	anonymous
	2004
	5
	Founder
	No
	Government, International Donors, Private Sector
	Civic Engagement, Climate Action, Entrepreneurship

	JUDITH FOUNDATION
	2014
	10
	Executive Director
	No
	NGOs
	Education, Climate Action, Civic Engagement

	anonymous
	2016
	11
	Project Lead
	Yes
	Private Sector, Government
	Entrepreneurship

	Youth and Arts 
	2005
	20
	Founder
	Yes
	International Donors, Government
	Civic Engagement, Health

	Creative Leaders Org
	2019
	11
	Project Lead
	No
	Government, International Donors
	Climate Action, Health, Entrepreneurship

	Future Achievers Org
	2010
	9
	Program Manager
	No
	NGOs, Government, Private Sector
	Climate Action, Education

	anonymous
	2007
	5
	Finance Officer
	No
	NGOs
	Education

	anonymous
	1997
	19
	Executive Director
	Yes
	NGOs, Private Sector
	Civic Engagement

	anonymous
	2023
	16
	Executive Director
	No
	International Donors, Private Sector, Community Contributions
	Civic Engagement

	anonymous
	2018
	12
	Program Manager
	No
	Community Contributions
	Entrepreneurship

	anonymous
	2003
	5
	Founder
	No
	NGOs
	Gender Equality, Education, Entrepreneurship

	Future Achievers Org
	2005
	5
	Executive Director
	No
	Community Contributions, NGOs
	Gender Equality, Health

	Empowered youth for Digital change
	2018
	16
	Project Lead
	Yes
	Private Sector, Government
	Gender Equality, Health
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Internal Control Compliance vs Organizational Age
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Barriers Affecting Compliance to Internal Controls




Total	No access to financial software	Resistance to audits	Delayed donor reports	Conflicting donor requirements	No segregation of duties	No internal audit reports	No policy manual	Lack of qualified personnel	30	35	41	48	60	64	65	70	Barriers 


Percentage



Breakdown of Funding Sources

Percentage of Organizations	
Single Donor	Multiple Donors (domestic and international)	Other (self-funding, small grants)	0.53	0.4	7.0000000000000007E-2	

Internal Control Compliance Rate 

Compliance Rate (%)	
Control Activities	Risk Assessment	Information 	&	 Communication	Control Environment	Monitoring Activities	0.71	0.65	0.57999999999999996	0.52	0.38	COSO Component 


compliance rate (%)


Fund Utilisation

Budget Absorption Rate (%)	
With strong internal controls	Without strong internal controls	0.81	0.54	Type of organisation


Budget Absorption rate
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