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ABSTRACT

Savings and credit cooperatives are socioeconomic entities with the capacity to meet the
economic needs of their members and influence the welfare of the community and
society through effective and efficient administrative processes, while respecting the
principles and values of the international cooperative movement. In Ecuador, these types
of entities are part of the social and solidarious economy sectorin the financial sphere
and play an important role, since they achieve equity in access to financial resources in
an environment where large banking institutions prevail. The objective of the research
was to analyze the internal control process of the 14 Savings and Credit Cooperatives of
the canton "La Mana", province of Cotopaxi, for which the COSO model questionnaire
was adapted, applied as part of the observation method, and finally descriptive statistics
were applied for the analysis of the data obtained. It was determined that the Control
Environment, Control Activities and Supervision and Monitoring components have a high
level of performance, while the Risk Assessment and Information and Communication

components showed a lower level of compliance in the cooperatives studied.

Keywords: internal control; popular and solidarious economy; financial institutions

RESUMEN

Las cooperativas de ahorro y crédito son entidades socioecondmicas con capacidad de
atender las necesidades econdmicas de sus socios e influir en el bienestar de la
comunidad y la sociedad a través de procesos administrativos eficacesy eficientes, y
respetando los principios y valores propios del movimiento cooperativo internacional. En
Ecuador, este tipo de entidades forman parte del sector de economia social y solidaria
en el ambito financiero y ocupan un importante papel, pues logran la equidad en el
acceso a recursos financieros, en un entorno donde priman las grandes instituciones
bancarias. El objetivo de la investigaciéon fue analizar el proceso de control interno de
las 14 Cooperativas de ahorro y crédito del cantén "La Mana", provincia de Cotopaxi,
para lo cual, se adapté el cuestionario del modelo COSO, aplicado como parte del método
de observacion y finalmente se aplicd estadistica descriptiva para el analisis de los datos

obtenidos. Se determiné que los componentes de Ambiente de Control, Actividades de
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Control y Supervision y Monitoreo, tienen un alto nivel de comportamiento, mientras
que en los de Evaluacion de Riesgos e Informacién y Comunicaciéon se evidencié un

cumplimiento mas bajo en las cooperativas estudiadas.

Palabras clave: control interno; economia popular y solidaria; instituciones financieras

RESUMO

As cooperativas de poupanga e crédito sdo entidades socioecon6micas com capacidade
de atender as necessidades econémicas de seus associados e influenciar o bem-estar da
comunidade e da sociedade por meio de processos administrativos eficazes e eficientes,
respeitando os principios e valores da cooperativa internacional movimento. No Equador,
esses tipos de entidades fazem parte do setor da economia social e solidaria na esfera
financeira e desempenham um papel importante, pois alcangam a equidade no acesso
aos recursos financeiros, em um ambiente onde prevalecem as grandes instituigdes
bancéarias. O objetivo da pesquisa foi analisar o processo de controle interno das 14
cooperativas de poupanca e crédito do cantdo "La Mana", provincia de Cotopaxi, para as
quais, o questionario do modelo COSO foi adaptado, aplicado como parte do método de
observacgdo e finalmente estatistica descritiva foi aplicada para a anadlise dos dados
obtidos. Constatou-se que os componentes Ambiente de Controle, Atividades de
Controle e Supervisdo e Acompanhamento, apresentam alto nivel de comportamento,
enquanto os de Avaliagcdo de Risco e Informagdao e Comunicagao apresentaram menor

conformidade nas cooperativas estudadas.

Palavras-chave: controle interno; economia popular e solidaria; instituigcdes financeiras

INTRODUCTION

Cooperatives are socioeconomic organizations with a double and important function in
the current system: to satisfy the needs of their members through efficient and effective
productive and economic processes. Much literature has been generated in recent years

regarding the role played by these types of organizations in contemporary socioeconomic
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systems. Specifically, in the financial sector, they are recognized for their function of
providing fairer financial and banking systems to the poorest and most limited
populations, in an environment where large banks occupy a considerable space in the

market.

Management in this type of entities is precisely marked by this duality as a
socioeconomic system, which, as expressed by Fernandez, Fernandez, Rivera and Calero
(2016), requires achieving a balance between the social and technical-economic aspects,
imposing numerous challenges in the administrative order. Management practice
becomes an activity where the modern principles and practices of the Administration
must be linked, together with the maintenance of its idiosyncrasy, statutory system,
principles and values of the international cooperative movement, which according to
Labrador (2020, p. 164) "there is a clear relationship between management, based on
principles and values, and CSR; and these entities can become benchmarks in its

application".

As indicated by Galarza, Garcia, Ballesteros, Cuenca and Ferndndez (2017), in Ecuador,
financial institutions as part of the social and solidarious economy sectorhave in recent
years increased their importance as part of the national financial sector, having an
impact on achieving superior socio-economic results for their members and society in
general, in the framework of compliance with enterprise social responsibility and national

development goals (Fernandez Lorenzo et al., 2017).

In the pursuit of sustainable and comprehensive management, Credit and saving
cooperatives in Ecuador must continue to strengthen both social and technical-economic
factors, as shown in the work of Fernandez, Herndndez, Hernandez and Chicaiza (2018).
In particular, internal control has the potential to provide reasonable security in the flow
of internal operations and transactions, through properly structured policies and
procedures. This is one of the enterprise tools with the greatest benefit on the quality of
internal processes and the verification of requirements and regulations set by external
control entities. According to Quinaluisa, Ponce, Mufioz, Ortega and Pérez (2018, pp.
269-270) it is "a process carried out by the board of directors, management and other

personnel of an entity, designed with the objective of providing a reasonable degree of
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assurance as to the achievement of objectives (...) it comprises the structure, policies,
organizational plan, set of methods and procedures and the qualities of the enterprise's

personnel that it ensures".

Given the nature of financial institutions, these factors are key to develop an adequate
and pertinent administrative and accounting management, to be accountable tointernal
and external control bodies, especially in Credit and saving cooperatives to their
members, as well as to efficiently manage common resources to guarantee an adequate

economic and social profitability.

Among the different internal control methodologies, the COSO model stands out, which
according to Mantilla (2007), is approached as a process executed at all levels of the
organization, based on the concerns generated by the limit situations in which
organizations find themselves, due to management failures regarding the management
of their patrimony. "The COSO model is an effective instrument in the evaluation of
internal control, since it includes all aspects to be considered, such as control
environment, risk assessment, control activities, information and communication, as well
as monitoring" (Santa Cruz Marin, 2014, p. 40). Hence, in the present work, the
application of this model has been chosen in order to evaluate the internal control
process of the 14 savings and credit cooperatives of the canton "La Mana", province of

Cotopaxi.

The selection of the COSO model was based on its high level of applicability worldwide
and especially in Ecuador, as it is considered an instrument that provides a reasonable
level of assurance of compliance with the objectives, based on the evaluation of its

control components.

According to records of the Superintendence of Popular and Solidarious economy, in that
canton, cooperatives are located as follows: two in segment one; six in segment three;
two in segment four and the rest in segment five; take into consideration that according
to the Law of Popular and Solidarious economy, "Savings and Credit Cooperatives will
be located in segments, in order to generate policies and regulations in a specific and
differentiated manner, according to their particular characteristics" (Presidency of the

Republic of Ecuador, 2011).
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The objective of the research is to analyze the internal control process of the savings

and credit cooperatives of La Mana canton, province of Cotopaxi.

MATERIALS AND METHODS

The research was descriptive, based on a survey of a representative manager in the 14
savings and credit cooperatives in the canton of La Mana, with which the internal control

components were evaluated according to the COSO model, previously explained (Table
1).

Table 1 - Structure of the questionnaire applied

Internal control component (COSO model) ||[Number of questions

Control environment 10

Risk assessment 6
Control activities 6
Information and communication 4
Supervision and monitoring 3
Total 29

Source: Own elaboration based on INEGI (2014)

The response options were 1 (if it complies) and 0 (does not comply). Based on the
survey results, absolute frequencies were calculated and graphs were constructed for
analysis and discussion, which made it possible to show the status of each of the

components of the institutions studied.

RESULTS AND DISCUSSION

The following are the results of the application of the surveys in the institutions analyzed,
in relation to the five control components of the COSO model, based on the proposal of
INEGI (2014).
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Control Environment Component

The control environment allows organizations to be sure to carry out processes that are
free from significant failures, to employ the necessary standards, policies and procedures

to ensure compliance with the activities and to avoid risks in financial institutions.

MISION ¥ VISION I 53 %
METAS Y CBIETIVOS I 100%
CODIGOS ETICOS I 100%
CLMA LAEORAL I 53%
ESTRUCTURA ORGANIZACIONAL I oY%
VERIFICACION DEL CUMPLIMIENTO I 6%
DESEMPERO DE FUNCIONES I 100%
MANUAL DE FUNCIONES I 100%
DEFINICION DE NORMATIVAS Y POLITICAS I 569

NORMATIVAS Y POLITICAS I 26%
75% 80% 85% 90% 95% 100% 105%

Fig. 1 - Control Environment Component

Source: Own elaboration based on survey results

As can be seen in figure 1, in the savings and credit cooperatives of La Mana canton,
Cotopaxi province, in terms of the control environment, there is greater compliance in
terms of the application of goals and objectives, ethical codes, implementation of the
manual of functions and performance of functions. To a lesser extent, there is compliance

with the verification of compliance and definition of regulations and policies.

In this component, a high compliance with the standards of the control environment
component is evaluated, which is considered a very important aspect for the analyzed
organizations, based on what was raised by Ldépez, Canizares and Mayorga (2018, p.

82), who state that this "constitutes the foundation of the internal control pyramid,
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contributing discipline to the structure that will serve as the basis for the other

components".

The positive results observed in general in this component in Savings and Credit
Cooperatives are a sign that there is an organizational climate of values and integrity,
which makes possible an attitude of commitment to organizational objectives, based on
INEGI (2014). This is a fundamental aspect in any organization, especially in social
organizations such as cooperatives, where commitment and unity in management are

considered one of the basic pillars for business success (Fernandez Lorenzo et al., 2016).
Risk Assessment Component

The proper identification of risks has become an indispensable element in financial
management, "through this component enterprises can identify, analyze, evaluate,
prioritize, control, document and follow up on the various risks that may hinder or
prevent the achievement of the organization's objectives and goals" (Serrano Carrién et
al., 2018, p. 37).

pocumenTacion oe Riescos [N :ox
anAusis peFravne [ o
maTriCEs DE RIESGOS [N -x
actuaLzacion pe MATRICES DE REscos  [[ENNGTTINGGGEEEEEE s+
pLanes D conTingencla [N :sc
pLanes DE RecUPERACION DE DEsASTRES [N 1

0% 20% 40% B60% 80% 100%

Fig. 2 - Risk Assessment Component

Source: Own elaboration based on survey results
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As shown in figure 2, compliance in the Risk Assessment component is lower, ranging
between 71% and 86% in all the items evaluated. The highest compliance is in relation
to risk documentation and contingency plans, and the lowest compliance is in disaster
recovery plans. This is a component where, according to the results of the research, The
Savings and Credit Cooperatives of the canton "La Mana" should strengthen actions to
identify and manage the risks they face in the different areas, which is one of the key
functions of internal control (Lépez Jara, 2017). In this component, the fraud analysis
item stands out, which is fundamental for financial institutions and shows a compliance
of 79%, which evidences the need to strengthen activities aimed at reducing the risk of
suffering from this type of economic crime, which affects the interests of cooperative

members and institutional interests (Barrén Araoz & Ferreyros Morén, 2018).

The prevention of fraud, corruption and other economic crimes is one of the fundamental
activities that financial entities of the social and solidarious economy sectorin Ecuador
must comply with, in order to achieve the equity and transparency enacted in the law

(Presidency of the Republic of Ecuador, 2011).

Control Activities Component

Control activities evidence the procedures and policies that allow compliance with
administrative guidelines and business goals, according to Quinaluisa, Ponce, Mufioz,
Ortega and Pérez (2018). In the following figure, compliance with the aspects evaluated
in this component is evidenced in The Savings and Credit Cooperatives of La Mana

canton.
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evaLuacion periopica |GG o3+

conTROL DE ACCESO A LA INFORMACION [ 52%

resGuarDO RECURSOS FINaNCEROS [ 100%

RESPONSABILIDADES POR I 00
DEPARTAMENTOS

piFusion o procravas [ 100

sororTE sisTema AINAnCIERO [ 1o00%:

88% 90% 92% 94% 96% 98% 100% 102%

Fig. 3 - Control Activities Component

Source: Own elaboration based on survey results

As can be seen, this component achieves 100% compliance in four of the items evaluated
and a high percentage in periodic evaluation and control of access to information. These
results are very positive for cooperatives, they take into consideration that these policies
and procedures allow mitigating risks that may affect the fulfilment of objectives, with
emphasis on technological processes that can support organizational development,
which is increasingly becoming a managerial trend (Barron Araoz & Ferreyros Moron,
2018).

Information and Communication Component

According to Lopez, Cafiizares and Mayorga (2018, pp. 82-83), this component "consists
of the methods for recording, processing, summarizing and reporting on the technical,
administrative and financial operations of an entity". According to these authors,
communication must be effective and timely and the information shared must have high

levels of quality that support an adequate decision-making process.
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INFORMACION DENTRO DE LA INSTITUCION 753%

INFORMACION DE CALIDAD, VERAZ ¥

OPORTUNA 865

LINEAS DE COMUMICACION E

INFORMACION 70%

ATENCION A REQUERIMIENTOS EN LA

INSTITUCION 72%

0% 20% 40% 60% 30% 100%

Fig. 4 - Information and Communication Component

Source: Own elaboration based on survey results

Figure 4 shows that the Information and Communication component is among the least
complied with by the financial institutions of popular and solidarious economy of the
canton "La Mand", especially in the factors of communication and information lines,
attention to requirements and information within the information. The importance of
communication and information in organizations is recognized, especially in cooperatives
where the different stakeholders must manage useful information for shared decision

making (Ferndndez Lorenzo etal., 2016).

Supervision and Monitoring Component

Supervision and monitoring as part of the internal control process are key, in the sense
that they allow maintaining a "continuous or periodic evaluation of the quality of internal
control performance, with the purpose of determining which controls are operating as
planned and the need for their modification, according to changes in conditions"
(Quinaluisa Moran et al., 2018).

The following figure shows the evaluation of the component in the entities studied.
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EVALUACION COMPONENTES CONTROL 939
IMNTERMO
COMUNICACION DE DEFICIENCIAS 939
ENCOMTRADAS
0% 20% 40% 60% 80% 100%

Fig. 5 - Supervision and Monitoring Component

Source: Own elaboration based on survey results

In this component, a high compliance with the evaluated standards is observed, showing
that the cooperatives communicate the deficiencies found and pay attention to the
recommendations found, evaluate and monitor the internal control process, with the
purpose of ensuring the effectiveness and efficiency of the controls that allow mitigating
the risk in management (Manosalvas Gomez et al., 2019). This component is key to
evaluate the capacity of financial entities to carry out a correct feedback and continuous
improvement of their control processes, in addition, it demonstrates that there is a

correct evaluation of each of its constituent parts.

In general, it can be said that Credit and Saving Cooperatives are socioeconomic entities
with the capacity to meet the economic needs of their members and other social needs,
under the principles and values of the international cooperative movement, in a context
where large financial institutions prevail. The analysis of the internal control process of
the Savings and Credit Cooperatives of the canton"La Mana", through the COSO model,
identified a high level of compliance in the Control Environment, Control Activities and
Supervision, as well as Monitoring components, which are related to the organizational
climate and other organizational aspects that allow meeting the organizational

objectives, application of administrative guidelines and monitoring of activities that allow
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controlling risks. In the Risk Evaluation and Information and Communication
components, there was lower compliance in the cooperatives studied, which
demonstrated the need to reinforce actions aimed at documenting risk management
through plans and procedures and to better use information as a basis for communication

among the different stakeholders.
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