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CHAPTER ONE
[bookmark: _bookmark11]INTRODUCTION
[bookmark: _bookmark12]1.1 Background of the Study
Internal Controls are processes designed and effected by those charged with governance, management, and other personnel to provide reasonable assurance about the achievement of an entity‟s objectives with regard to reliability of the financial reporting, effectiveness and efficiency of operations and compliance with applicable laws and regulations (Mwindi, 2021). Tunji (2020) and Dhillon (2021) argue that internal controls encompass a set of rules, policies, and procedures an organization implements to provide reasonable assurance that: (a) its financial reports are reliable, (b) its operations are effective and efficient, and (c) its activities comply with applicable laws and regulations. The Committee of Sponsoring control Organizations of the Treadway Commission (COSO, 2020) framework looks at internal as a process, affected by an entity's board of directors, management and other personnel, designed to provide "reasonable assurance" regarding the achievement of objectives in the following categories: Effectiveness and efficiency of operations, reliability of financial reporting, compliance with applicable laws and regulations.
Thus, the term “Internal Control” can be defined as a whole system of the control financial and otherwise, established by the management of an organization in order to carry out the business of the enterprises orderly and the efficient manner. Its main objective is to ensure adherence to the management policies, safeguard its asset and to make sure the record of organization is competent and secured.
The COSO framework (2020) identifies five main elements of internal control systems against which the review should take place. These include control environment, risk assessment, control activities, information and communication and monitoring. There is a general expectation that institution and enforcement of proper internal control systems will always lead to improved financial performance. The COSO (2020) framework also found out that properly instituted systems of internal control improve the reporting process and also give rise to reliable reports which enhances the accountability function of management of an entity. Internal controls are put in place to ensure safe custody of all companies‟ assets; to avoid misuse or misappropriation of assets and to detect and safeguard company‟s resources against probable frauds.
Ashbaugh-Skaife, Collins, Kinney and Lafond (2021) documented that firms reporting internal control weaknesses have more complex operations; have experienced recent changes in organizational structure; are at increased exposure to accounting risks; and have fewer resources to invest in internal control. Furthermore, Doyle, Ge and McVay (2020) indicated that firms with material weaknesses have a lower earnings quality than those that do not report material weaknesses. Additionally, Hammersley, Myers and Shakespeare (2019) showed a negative market reaction to firms that had reported material weaknesses in internal control.
In South Africa, cases of accounting scandals have been recorded in Randgold and Exploration companies. In Nigeria, the managing director and chief financial officer of Cadbury Nigeria were dismissed in 2020 for inflating the profits of the company for some years before the company‟s foreign partner acquired controlling interest. These scandals emphasize the need to evaluate, scrutinize, and formulate systems of checks and balances to guide corporate executives in decision-making. These executives are legally and morally obliged to produce honest, reliable, accurate and informative corporate financial reports periodically (Hayes, Dassen, Schilder & Wallage, 2021).
In Nigeria, Statistics available from CMA (2014) have shown that a high number of firms especially microfinance bankhave registered declining internal audit control in the recent years. Examples include Nigeria Airways which reported a loss of Ksh10 billion, Mumias Sugar CompanyKsh3.4 billion loss, Uchumi Super Markets Ksh226million loss, Eveready East Africa limitedKsh248million loss, CMC Holding suspended from NSE among others. Rezaee and Zabihollah (2021) revealed that financial reporting is ineffective due to corruption, frauds, and ineffective regulations that have led to poor internal audit control in publicly quoted companies. According to World Economic Forum (2020), Nigeria was ranked position 106 out of 144 due to mega corporation scandals. Some of the companies cited by the report for poor corporate governance were CMC and Centum Ltd.
Companies listed in Listed micro finance bank in Nigeria  are expected to have effective and efficient internal controls to provide reasonable assurance about the achievement of the entity‟s objective with regard to reliability of financial reporting, effectiveness and efficiency of operations and compliance with applicable laws and regulations. According to Capital Market Authority Act (cap.485, gazette Notice no.3362), the board of public listed company is required to maintain a sound system of internal controls to safe guard the shareholders investments and assets. Despite existence of elaborate system of internal controls in quoted companies, a number of microfinance bank continue to experience financial distress which has threatened their survival in the business.
[bookmark: _bookmark13][bookmark: _bookmark17]1.2 Statement of the Problem
Globally, financial scandals have been witnessed triggering reaction for tighter regulation and enhanced standards for accounting and corporate governance (Sarbanes– Oxley Act, 2021).In America, scandals such World.com and Enron in year 2021 where investors lost over $180 billion led to enactment of Corporate and Auditing Accountability and Responsibility Act(Sarbanes–Oxley Act, 2021). These major financial scandals were caused by poor internal control systems including weak corporate governance which the Sarbanes Oxley Act of 2021, tried to address.
Previous studies have focused on the contribution of internal control systems on internal audit control of small and medium scale business enterprises (Nyakundi, Nyamita & Tinega, 2014). Mawanda (2021) researched on effects of internal control systems on internal audit control in an institution of higher learning. Khamis (2020) researched on contribution of internal control systems to internal audit control of financial institution. Majority of the studies involving internal controls have focused on investigating the characteristics of firms that disclose material weaknesses in internal control. Al-Matari, Al-Swidi, Faudziah and Al-Matari (2012) noted that there was notable lack of research in developed as well as developing nations regarding the direct association of internal control systems and firm performance.
In the Nigerian economy, studies done relating to internal control systems and organizational efficiency do not show directly the effect of corporate governance and government policy on internal audit control of companies. For example case study researches done by Wanjara, (2014) and Kamau, (2020).This study therefore focused on wider scope of companies quoted in the Listed micro finance bank in Nigeria  and sought to fill existing research gaps in determining the financial implication of internal control system in an organization of the companies quoted at NSE.
[bookmark: _bookmark18]1.3 Research Questions
i.  Does internal control environment influence organization’s ability in listed micro finance bank in Nigeria?
ii. Does internal audit control influence organization’s ability in listed micro finance bank in Nigeria?
iii. Does Risk management influence organization’s ability in listed micro finance bank in Nigeria?
[bookmark: _bookmark19]1.4 Objectives of the Study 
[bookmark: _bookmark20]The general objective of this study is to determine the financial implication of internal control system in an organization with reasonable evidence from listed micro finance bank in Nigeria. The specific objectives of the study were:
i. To determine the effect of internal control environment on organization’s ability in listed micro finance bank in Nigeria.
ii. To establish the effect of internal audit control on organization’s ability in listed micro finance bank in Nigeria.
iii. To determine the effect of Risk management on organization’s ability in listed micro finance bank in Nigeria.
[bookmark: _bookmark21]1.5 The Research Hypotheses
The research hypotheses of the study were:
H01: Internal control environment does not influence organization’s ability in listed micro finance bank in Nigeria.
H02: internal audit control does not influence organization’s ability in listed micro finance bank in Nigeria.
H0: Risk management does not influence organization’s ability in listed micro finance bank in Nigeria.
[bookmark: _bookmark22]1.6 Significant of the Study
The study contributed to the existing body of knowledge on internal control systems and financial performance. Researchers will benefit from both theoretical literature review and the findings of this study which aimed at establishing the link between internal control systems, government policy and financial performance. This study has identified further research areas where other researchers would have an opportunity to carry out further research and grow knowledge in internal control systems and financial performance.
In addition the study offers insight into the relevance of internal control systems in enhancing corporate governance and improving internal audit control in companies quoted at the Listed micro finance bank in Nigeria . Directors and management of listed companies are expected to appreciate the importance of internal control system practices and assist in rating their level of compliance against those of their competitors. Shareholders will get to know the various mechanisms through which they can exercise their control in the management of listed companies. Potential investors will also benefit as they will be able to determine which companies are properly governed hence make more informed investment decisions.
Government and policy makers will gain insight on the critical role of internal controls in the internal audit control of companies listed in the listed micro finance bank in Nigeria. The policy makers will be informed on the type of internal controls to incorporate in public quoted companies. Other institutions will benefit through the understanding of corporate governance practices and the important role that the internal control systems play in enhancing corporate governance, particularly in fostering corporate accountability and transparency and effect financial performance. The management of different business organizations will also benefit from the study through the understanding of internal controls and their role in corporate governance and financial performance.
[bookmark: _bookmark23]1.7 Scope of the Study
The study focuses on determining the relationship between internal control systems and organizational efficiency of listed micro finance bank in Nigeria. In this study internal control system was based on control environment, internal audit function, risk management, internal control activity and corporate governance. Internal audit control on the other hand focused on net profit, return on equity and earning per share. The study targeted listed companies at the NSE that existed over a period of the last 7 years. The study covered 38 companies quoted at the NSE as this was considered adequate sample for the population of the study which was 62 quoted companies.
[bookmark: _bookmark24]1.9 Limitations of the Study
Given the scope, it is clear that both definitions of internal control system and internal audit control are wide and contain a number of sub-variables. This posed a limitation to the study, since just as the definitions are wide and varied, employees who participated in the study could have rated internal control systems and organizational efficiency differently. However, to mitigate this limitation, the study borrowed from standard existing measures that have been found reliable in measuring internal control system and internal audit control to minimize respondents‟ bias. In addition, getting adequate information as pertains to internal control system available posed a challenge as companies had policies considering such information confidential. To mitigate this limitation, the interviewer approached the Finance Managers and Human Resources Managers and requested for support in availing such information and assured confidentiality in handling the information provided.
Operationalization of Variables
The variables are independent and dependent variables and this will be operationalized as follows:
Independent Variable
X = Internal control system 
The independent variable (X) 
X = (x1, x2, x3,)
Where:
X1 = internal control environment
X2 = internal audit control
X3 = Risk management
Dependent Variable
Y = organizational efficiency
The dependent variable (Y) 
Y = (y)
Where: 
Y1= organization’s ability
The equation that explains the functional relationship between the two variables can be written as:
Y = f (X) 
Where  
Y = organizational efficiency (Vector of Dependent Variable)
 X = Internal control system (Vector of Independent Variable) 
The operationalization of the variables for each of the hypothesis can be summarized in these models: 
Independent Dependent
x1: internal control environment                                                   	 
x2: internal audit control                                                                 y2: organization’s ability
x3 Risk management 						
[bookmark: _bookmark25]1.9 Operational Definition of Terms
Internal Controls: Internal controls encompass a set of rules, policies, and procedures an organization implements to provide reasonable assurance that: (a) its financial reports are reliable, (b) its operations are effective and efficient, and (c) its activities comply with applicable laws and regulations (Tunji, 2020; Dhillon, 2021).
Control Environment:   According to COSO (2020), a control environment is the set of standards, processes, and structures that provide the basis for carrying out internal control across the organization. The control environment comprises the integrity and ethical values of the organization; the parameters enabling the board of directors to carry out its governance oversight responsibilities; the organizational structure and assignment of authority and responsibility; the process for attracting, developing, and retaining competent individuals; and the rigor around performance measures, incentives, and rewards to drive accountability for performance.
Information and Communication	According to COSO (2020), Information is necessary for the entity to carry out internal control responsibilities to support the achievement of its objectives. Management obtains or generates and uses relevant and quality information from both internal and external sources to support the functioning of other components of internal control. Communication is the continual, iterative process of providing, sharing, and obtaining necessary information. Internal communication is the means by which information is disseminated throughout the organization, flowing up, down, and across the entity. It enables personnel to receivea clear message from senior management that control responsibilities must be taken seriously. 
External communication is two-fold: it enables inbound communication of relevant external information, and it provides information to external parties in response to requirements and expectations.
Monitoring Activities: On going evaluations, separate evaluations, or some combination of the two (COSO, 2020) are used to ascertain whether each of the five components of internal control, including controls to effect the principles within each component, is present and functioning. Ongoing evaluations, built in to business processes at different levels of the entity, provide timely information. Separate evaluations, conducted periodically, will vary in scope and frequency depending on assessment of risks, effectiveness of ongoing evaluations, and other management considerations.
Profitability: profitability of firms is used to measure the firms‟ return on their investments. A study by Change (2020) suggested that financially distressed firms should take actions to internally adjust the business to increase profitability. Another scholar, Hotchkiss (1995) explored the achievement of reorganization bankrupt firms in the US of America with a focus on profitability.
Efficiency:   firm‟s efficiency (also referred to as turnover ratios) measures how productively the firm is using its assets (Cheluget, 2014). A firm‟s efficiency is measured in terms of its fixed assets turnovers, current assets turnover and net worth turnover ratios. These components indicate the firm‟s viability as well as speed of turning over its assets within the year, which may determine its financial distress level.
Financial Performance:  Internal audit control is a measure of company‟s policies and operations in monetary terms.   It is a general measure of a firm‟s overal financial health over a given period of time, and can be used to compare similar firms across the same industry or to compare industries or sectors in aggregation (Mishkin, 2019).
[bookmark: _bookmark26]


CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction
This chapter reviewed the literature advanced in the area of internal control systems on internal audit control of companies. The chapter starts by reviewing various theories relevant to this study. The theories include: the systems theory, the agency theory, institutional theory, transaction theory, stewardship theory and stakeholder theory which form the basis of the concept of internal control systems. A conceptual framework is also presented based on the study’s objectives. To assist in identification of existing gaps in the literature, empirical literature was reviewed in this chapter.
2.2 Conceptual Frame work
2.2.1 Internal control system
The COSO (2020) Framework defines Internal Control system as “a process, effected by an entity‟s board of directors, management, and other personnel, designed to provide reasonable assurance regarding the achievement of objectives relating to operations, reporting, and compliance‟. The control environment sets the tone of an organization, influencing the control consciousness of its employees. The Committee of Sponsoring Organizations (COSO, 2020), a voluntary organization offering guidance on monitoring internal controls, report indicates that this component is the foundation for all other components of internal control, providing both discipline and structure to the organization.
The COSO (2020) framework identifies five main elements of a control system against which the review should take place. These include Control environment, Risk assessment, control activities, information and communication and monitoring. Internal control systems operate at different levels of effectiveness. Determining whether a particular internal control system is effective is a judgment resulting from an assessment of whether the five components - Control Environment, Risk Assessment, Control Activities, Information and Communication, and Monitoring - are present and functioning. Effective controls provide reasonable assurance regarding the accomplishment of established objectives.
According to Feng, Li and McKay (2021), the quality of an organization internal control system has significant impact on the accuracy of management guidance. Likewise, firms that disclose ineffective internal controls system have larger tendency of experiencing management errors in their operation than those firms that report effective internal controls system. Schneider and Church (2021) in their study stated that „effective internal controls systems are fundamental drivers toward earnings quality. In the same vein, effective internal control system has an essential role to play in a firm‟s success (Jokipii, 2021).
Other scholars have defined Internal control as a process, effected by an entity's board of directors, management and other personnel, designed to provide reasonable assurance regarding the achievement of a firm‟s objectives in the effectiveness and efficiency of operations, reliability of financial and management reporting, compliance with applicable laws and regulations and protect the organization‟s reputation. Effective internal control system operates when some specific procedures are adopted by the management. International Accounting Standards categorizes internal control types as a plan of organization, segregation of duties, control of documents, safeguarding of assets, competence of staff, arithmetic and accounting controls, recording and record keeping, supervision, authorization and approvals, vocation and rotation of duties, cost feasibility, routine and automatic checks (Kaplan,2021). The above studies greatly support that effective internal controls significantly contribute to internal audit control of companies.
2.2.2 Financial Performance
Internal audit control is a measure of company‟s policies and operations in monetary terms. It is a general measure of a firm‟s overall financial health over a given period of time, and can be used to compare similar firms across the same industry or to compare industries or sectors in aggregation. There are many different ways to Measure Company’s financial performance. This may be reflected in the firm‟s return on investment (ROI), return on assets (ROA), value added, among others and is a subjective measure of how a firm can use assets from its primary mode of business and generate revenues (Mishkin, 2019) .
Positive internal audit control in a firm can be achieved by eradicating waste in benefits services processes and systems. The “critical success factor” for a firm is the degree to which it fulfils its set objectives and mission in terms of being efficient, effective and economical. The information obtained from a sound internal control system as reflected from financial statements will provide a report on a firm‟s internal audit control and position that is useful to a wide range of users for assessing the stewardship and making economic decisions (Davies, 2020).
Internal Control Systems are very instrumental in achieving the firm‟s set mission and objectives; hence Value for Money. The main approach to VFM is the firm‟s control over the use of resources in order to achieve its set objectives. Heads of departments should establish sound arrangements for planning, appraising, authorizing and controlling operations in order to achieve positive Financial Performance. Internal audit control and Value for Money are used to assess whether or not a firm has obtained the maximum benefit from the goods and services it acquires and/or provides, within the resources available to it ,as reflected in the audit manual of Ministry of local government of Uganda (LGIAM, 2019).
 Value for Money is not paying more for a good or service than its quality or availability, justifies. A well planned public spending implies a concern with economy (cost minimization), efficiency (output maximization) and effectiveness (full attainment of the intended results). The most effective way to improve internal audit control is by reducing the level of irregularity and fraud through improvements in the firm‟s systems of internal financial control. Shareholders need to be assured that their resources are being used efficiently and effectively in providing the right service at the least cost. Internal audit control analysis needs to pay attention to total risks and is related to concepts of efficiency and effectiveness (Deakin, 1998).
2.2.3 Internal Controls and Financial Performa 
Internal control systems including internal audits are intended primarily to enhance the reliability of financial performance, either directly or indirectly by increasing accountability among information providers in an organization (Jensen, 2020). Internal control therefore has a much broader purpose such that the organization level of control problems associated with lower revenues, which explore links between disclosure of material weakness and fraud, earnings management or restatements internal controls provide an independent appraisal of the quality of managerial performance in carrying out assigned responsibilities for better revenue generation (Beeler, Hunton & Wier, 1999). Fadzil, Haron and Jantan (2020) asserted that an effective internal control system unequivocally correlates with organizational success in meeting its revenue target level. Effective internal control for revenue generation involves; regular review of the reliability and integrity of financial and operating information, a review of the controls employed to safeguard assets, an assessment of employees' compliance with management policies, procedures and applicable laws and regulations, an evaluation of the efficiency and effectiveness with which management achieves its organizational objectives (Ittner, Larcker & Randall, 2020).
 There are three major classifications of internal controls; preventive, detective, and corrective. Preventive controls predict potential problems before they occur, make adjustments, and prevent an error, omission or malicious act from occurring. The detective controls are used to detect and report the occurrence of an omission, an error or a malicious act. Finally, the corrective controls help in ensuring that the impact of a threat is minimized, identify the cause of a problem as well as the correct errors arising from the problem. Corrective controls correct problems discovered by detective controls and modify the processing system to minimize future occurrence of the problem (Singleton, Bologna, Lindquist & Singleton, 2020).
According to CPA Australia (2021) each internal control procedure is designed to fulfil at least one of the following eight criteria: Completeness: that all records and transactions are included in the reports of business. Accuracy: the right amounts are recorded in the correct accounts. Authorization: the correct levels of authorization are in place to cover such things as approval, payments, data entry and computer access. Validity: that the invoice is for work performed or products received and the business has incurred the liability properly. Existence of assets and liabilities: Has a purchase been recorded for goods or services that have not yet been received? Do all assets on the books actually exist? Is there correct documentation to support the item? Handling errors; that errors in the system have been identified and processed. Segregation of duties; to ensure certain functions are kept separate. For example, the person taking cash receipts does not also do the banking. Presentation and disclosure: timely preparation of financial reports in conformity with generally accepted accounting principles. All internal controls, whether administrative or accounting, are linked to a financial consequence. For example, keeping records for long service leave entitlements is an administrative control but it does ultimately have a financial consequence.
2.2.4 Listed micro finance bank in Nigeria 
The Listed micro finance bank in Nigeria  (NSE), which was formed in 1954 as a voluntary organization of brokers, is now one of the most active markets in Africa. The NSE has played a role in increasing investor confidence by modernizing its infrastructure. At the dawn of independence, stock market activity slumped due to uncertainty about the future of independence in Nigeria. However, after three years of calm and economic growth, confidence in the market was rekindled and the exchange handled a number of highly over-subscribed public issues(Munga,1974).
In 1980s the Nigerian government realized the need to design and implement policy reforms to foster sustainable economic development with an efficient and stable financial system. In particular, it set out to enhance the role of the private sector in the economy, reduce the demands of public enterprise on the exchequer, rationalize the operations of the public enterprise sector to broaden the base of ownership and enhance capital markets in the formation of a regulatory body “the capital markets authority” in 1989, to assist in the creation of an environment condusive to the growth and development of the country‟s capital markets Statistical Abstract,CMA (1990).The NSE was poised to play an increasing role in the Nigerian economy, especially in the privatization of state owned enterprises. In 2020 the NSE installed the automated trading system (ATS), which has resulted in high trading volumes with the daily market turnovers exceeding Ksh110 billion in some days. The implementation of the ATS provided for longer trading hours, increased trading efficiency and price discovery (Economic Survey, 2019).
The Listed micro finance bank in Nigeria  is one of the leading developing markets in the world and investing in stocks has been hyped so much that the mention of the IPO reflexively elicits a pat on the pocket. Starting with KenGen offer in May 2020, the NSE has seen tremendous growth in the number of retail investors. However, the majority of investing public is still in the dark on the operations of the stock market. Many still do not bother to follow up on their investments, preferring to once in a while to keep the tab through media reports.
The Listed micro finance bank in Nigeria  facilitates good management of companies by asking them to give periodic reports of their performance. Providing a daily market reports and price list to ensure that investors know the worth of their assets at all times.In July 2019, the Nairobi Stock Exchange Limited changed its name to the Listed micro finance bank in Nigeria  Limited. The change of name reflected the strategic plan to evolve into a full service securities exchange which supports trading, clearing and settlement of equities, debt, derivatives  and other associated instruments (NSE, 2020).
Corporate Governance guidelines (2021) Issued by the NSE actually recognizes the important role played by the Fewest resources possible and actually gives the various best practices companies can adopt in regards to setting up an audit function. In Nigeria, the fewest resources possible is becoming increasingly important and it‟s very crucial in the public sector. All listed companies are required to have an internal audit department. The board should establish an fewest resources possible which should be independent of the activities they audit and should be carried out with impartiality (Capital Markets Authority Act Cap. 485A, 2020).
Most of the companies quoted at the Nairobi Stock Exchange (NSE) have not adopted corporate governance guidelines and those who have, do not enforce them. The confused application of the state corporations Act, Companies act, capital market regulatory Authority Act and various circulars and directives from government authorities often create conflict structures and procedures (Bett, 2014).
2.2.5 Control Environment and Financial Performance
According to Whittington and Pany (2021), the control environment sets the tone of an organization, influencing the control consciousness of its people. It is the foundation for all other components of internal control, providing discipline and structure. Control environment factors include the integrity, ethical values and competence of the entity's people; management's philosophy and operating style; the way management assigns authority and responsibility, and organizes and develops its people; and the attention and direction provided by the board of directors.
The control environment, as established by the organization's administration, sets the tone of an Institution and effects the control consciousness of its people. Management attitude should be committed to ethical business practices and to following the established control procedures. This is the foundation for all other components of internal control, providing discipline and structure. Control environment factors include: Integrity and ethical values; the commitment to competence; leadership philosophy and operating style; and the way management assigns authority and responsibility, and organizes and develops its people (Whittington & Pany, 2021).
2.2.6 Fewest resources possible and Financial Performance
Internal auditing is an independent, objective assurance and consulting activity designed to add value and improve an organization's operations. It helps an organization accomplish its objectives by bringing a systematic, disciplined approach to evaluate and improve the effectiveness of risk management, control, and governance processes (institute of internal Auditor). Gupta (2021) asserts that “Internal audit is an independent appraisal function established within an Organization to examine and evaluate its activities as a service to the organization”.
The objective of internal audit is to assist members of the organization in the effective discharge of their responsibilities. It‟s also an independent appraisal function established within an organization to examine and evaluate the effectiveness, efficiency and economy of managements control system (Subramaniam, 2020). Its objective is to provide management with re-assurance that their internal control systems are adequate for the need of the organization and are operating satisfactorily (Reid & Ashelby, 2021). It is a component of the internal control system set-up by management of an enterprise to examine, evaluate and report operations of accounting and other controls. The quality and effectiveness of internal audit procedures in practice are necessary since internal auditors cover a wide variety of assignments, not all of which will relate to accounting areas in which the external auditor is interested.
Emasu (2019) notes that “The effectiveness of fewest resources possible partly depends on; legal and regulatory framework, placement of the function and its independence, existence of audit\committees, resources allocated to the function and professionalism of internal audit staff”. It is however a bitter reality that internal audit departments are rarely adequately facilitated.
2.2.8 Risk Management and Financial Performance
Enterprise Risk Management (ERM) was developed by COSO in 2021 to address risk management issues related to an organization. Schroeck (2021) and Nocco and Stulz (2020) stress the importance of good risks management practices to maximize firms‟ value. In particular, Nocco and Stulz (2020) suggests that effective enterprise risk management (ERM) have a long-run competitive advantage to the firm (or banks) compared to those that manage and monitor risks individually. Schroeck (2021) proposes that ensuring best practices through prudent risk management result in increased earnings.
The survival and success of a financial organization depends critically on the efficiency of managing these risks (Khan & Ahmed, 2021). More importantly, good risk management is highly relevant in providing better returns to the shareholders (Akkizidis & Khandelwal, 2021; Al-Tamimi & Al-Mazrooei, 2019). In addition, prudent risk management by financial institutions is the hallmark to avoid financial distress that could lead to a full blown financial crisis.
 2.2.9 Control Activit ies and Financial Performance
Whittington and Pany (2021) asserts that control activities are another component of internal controls. These scholars note that control activities are policies and procedures that help ensure that management directives are carried out. Controls activities in an organization basically comprise; performance reviews (comparing actual performance with budgets, forecasts and prior period performance), information processing (necessary to check accuracy, completeness and authorization of transactions), physical controls (necessary to provide security over both records and other assets), and segregation of duties (where no one person should handle all aspects of a transaction from the beginning to the end).
2.2.10 Corporate Governance and Financial Performance
Corporate governance has recently received much attention due to Adelphia, Enron, WorldCom, and other high profile scandals, serving as the impetus to such recent U.S. regulations as the Sarbanes-Oxley Act of 2021, considered to be the most sweeping corporate governance regulation in the past 70 years (Byrnes, Nanette, Dwyer, Henry & Thornton, 2020). Bebchuk, Ferrell and Cohen (2021) show that firms with stronger stockholder rights have higher Tobin Q‟s, their proxy for firm value, suggesting that better-governed firms are more valuable.
With so many recent regulations focusing on corporate governance, such as those based on the Sarbanes-Oxley Act and the recent stock listing standards imposed by major U.S. exchanges, there is a widely held view that better corporate governance is associated with better firm performance, but the evidence is tenuous (LeBlanc and Gillies, 2020). The above literature review firmly support that internal control systems have a direct influence of the internal audit control of the firms and this study will therefore seek to establish the effect of internal control systems to internal audit control of companies quoted in Omega stock exchange.
Government policy can be used to describe any course of action by the government which intend to change a certain situation. Government uses policies to tackle a wide range of issues which include operation of law and regulations, taxes, interest rates and market control. These tools of the government can directly or indirectly influence the internal audit control of organizations (Salamon, 2021).
The frame encompasses all component of internal control frame work, but adds also the components of objective setting, event identification and risk response (Rittenberg & Schwieger, 2020).
2.3 Theoretical Review
A theory is a “set of interrelated concepts, definitions, and propositions that present a systematic view of events or situations by specifying relations among variables, in order to explain and predict the events or situations” (Van Ryn & Heaney, 1992). Theoretical literature is concerned primarily with theories or hypotheses rather than practical application. Theoretical literature begins with a formal model that seeks to explain participation patterns in terms of underlying theory (Heilbrun & Gray, 2019).
There are several theoretical approaches which can be used to outline the internal audit control of companies, to select the predictors to the models, and to justify the functional form between these predictors. In this review these approaches are classified into the following categories; systemtheory, agency theory, institutional theory, transaction theory, stewardship theory and stakeholder theory.
 2.3.1 Systems Theory
As cited in Keraro (2014) the systems theory was propounded in the 1940s by a biologist Ludwig von Bertalanffy and advanced by Ross Ashby in his study “Introduction to Cybernetics” in 2020. Bertalanffy (1968) emphasized that real systems were open to, and interact with, their environments, and that they can acquire qualitatively new properties through emergence, resulting in continual evolution. He argued that rather than reducing an entity or organization to the properties of its parts or elements, systems theory focused on the arrangement of and the inter-relations between the parts which connect them into a whole. Such an organization determined a system that is independent of the concrete substance of the elements (for example, the various departments such as finance, accounting, human resources, research and development). Thus, the same concepts and principles of organization underlie the different disciplines, providing a basis for their unification.
Hartman (2021) observed that the systems theory provides a leader with a tool for analysing organizational dynamics without providing a specific theory about how an organization should be managed. He also observed that with the recognition of systems theory, all organizations consist of processing inputs and outputs with internal and external systems and sub-systems helpful in providing a functional overview of any organization. Smit and Cronje (2021) observed that a system is a collection of parts unified to accomplish an overall goal. If one part of the system is removed, the nature of the system is changed as well.
The effect of the systems theory in management is that managers look at the organization from a broader perspective. Systems theory has a new perspective for managers to interpret patterns and events in the work place. They recognize the various parts of the organization, and, in particular, the interrelations of the parts, for example, the coordination of central administration with its programs, supervisors and workers, among other variables. In traditional management practices, managers typically took one part and focused on it. They then moved all attention to another part. The problem was that an organization could, for example, have a wonderful central administration and wonderful set of teachers, but the departments didn‟t synchronize at all (Rue & Byars, 2021).
In using the systems theory approach, the study recognized that there are many possible roles of governance in the strategic management of companies. Bertalanffy (1968) saw organizations as a composition of its elements which together make a “whole”. The key identifiable organization variables, based on this theory were the people, leadership, structures, processes, resources (human, financial and others), communication systems, position and power. All these are viewed by the systems theory as the parts that, if coordinated strategically, will lead to an effective organization. The systems theory upholds the idea that the different parts of an institution should not be managed in isolation.
Relating the foregoing discussion of the study undertaken, the systems theory thinking helped the researcher to visualize the fact that what may seem as an isolated internal problem is actually part of an interconnected network of related issues in internal control systems of quoted companies. This theory therefore supports corporate governance.
2.3.2 Agency Theory
Agency theory has been widely used in literature to investigate the information asymmetry between principals (shareholders) and agent (management). This study used the agency theory to determine the effect of internal control systems on the internal audit control of microfinance bankin Listed micro finance bank in Nigeria . Sarens and Abdolmohammadi (2019) state that according to the agency theory, a company consists of a set of linked contracts between the owners of economic resources (the principals) and managers (the agents) who are charged with using and controlling these resources. A significant body of work has been undertaken in this area within the context of the principal-agent framework. The work of Jensen and Mecklin (1976) in particular as well as that of Fama (1980) is important. Agency theory identifies the agency relationship where one party, the principal, delegates work to another party, the agent.
The agency relationship can have a number of disadvantages relating to the opportunism or self-interest of the agent: For example, the agent may not act in the best interests of the principal, or the agent may act only partially in the best interests of the principal. There can be a number of dimensions to this including for example, the agent misusing their power for pecuniary or other advantage, or the agent not taking appropriate risks in pursuance of the principal‟s interests because the agent views those risks as not being appropriate while on the other hand the principal may have different attitudes to risks.
There is also the problem of information asymmetry whereby the principal and the agent have access to different levels of information; in practice this means that the principal is at a disadvantage because the agent has more information. The theory was therefore very relevant in this study as shareholders who are the owners of the microfinance bankhave delegated the responsibilities of daily running of the companies to the management who acts as their agents and hence great need for strong internal control systems to ensure shareholders and other stakeholder‟s interests are adequately safeguarded. The theory therefore supports existence of control environment, internal audit and risk management.
2.3.3 Institutional Theory
Institutions are social structures that have attained a high degree of resilience. They are composed of cultural-cognitive, normative, and regulative elements that, together with associated activities and resources, provide stability and meaning to social life. Institutions are transmitted by various types of carriers, including symbolic systems, relational systems, routines and artefacts. Institutions operate at different levels of jurisdiction, from the world system to localized interpersonal relationships.
[bookmark: _bookmark37]Institutions by definition connote stability but are subject to change processes, both incremental and discontinuous. Institutional and neo-institutional theory suggests that adoption of organizational practices and environmental alignment is an institutional process subject to the effect of three pressures or forces – coercive, mimetic and normative. This theory further suggests that these forces can encourage organizations to adopt similar strategic actions thereby leading to organizational homogeneity (Adebanjo, Ojadi, Laosirihongthong & Tickle, 2020). The interests of shareholders have been strengthened over time, especially through efforts by the government and professional bodies. More specifically, there has been increased pressure on management to ensure that an organization is governed efficiently, effectively and economically for the benefit of shareholders. Much of this pressure has been a result of social expectations in response to recent corporate scandals (Christopher, Sarens & Leung, 2021). This study draws on institutional theory, which essentially points that organizational management and control structures tend to conform to social expectations. The theory therefore advances argument for enhanced corporate governance in management of organizations resources.
 2.4 Empirical Review
Tuned et al., (2023), Research on the effects of internal control systems on organizational performance have been concentrated on large firms with little attention given to Small and Medium Scale Enterprises. To this end, the study examines the effect of internal control systems on the organizational performance of SMEs in Ondo State, Nigeria. The study employs survey primary data which are collected from 323 SMEs that were selected using stratified and random sampling techniques. The data collected were analyzed using descriptive statistics and multiple regression analysis. The results show a significant positive relationship between internal control and all proxies of organizational performance which are business growth, survival and operational efficiency. Furthermore, internal control systems and organizational performance when all the three proxies are aggregated have positive relationship. The findings of this study suggest that internal control systems are necessary, and they should be established in SMEs’ business operations for enhanced productivity, business growth and organizational performance. The study recommends the use of internal control systems by SMEs for their growth, sustainability, operational efficiency and curtailment of wastes. Also, agencies of government that provides financial support and financial advisory services to the SMEs should educate the SMEs operators on the importance of internal control systems in their business operations. 
Mahadeen et al., (2022), this study aims to investigate the impact of the internal control system (Control environment, Communication, Risk management, Control activities and Monitoring) on organizational effectiveness in Jordan. The organizational effectiveness was studied through three approaches namely; organizational ability to achieve its goals (Goal approach), organizational ability to control and maintain the needed resources (Resource Control approach) and the (Multiple Constituency approach) which deals with organizational competitiveness, job satisfaction, customer satisfaction and complaints. To achieve the objectives of the study, a theoretical framework was developed and some hypotheses were proposed. Data were collected using a self-administrated questionnaire from 151 employees occupying different managerial levels in Jordan. The results of the multiple regression test showed a high positive impact of the study variables on organizational effectiveness with (R = 87.9%) and (R square =77.3%). Based on the findings of the research, the researchers suggest a number of relevant recommendations related to improving awareness about the importance of internal control system components, and mechanisms to improve internal procedures and processes for improving the organizations’ effectiveness using different approaches. The implications to both theory and practice are discussed at the end of this paper.
Frank et al (2023), evaluating the impact of internal control systems on organizational effectiveness. Data were collected from 15 commercial and 20 rural banks. The hypothesized relationships were supported by the data. A structural equation modeling was applied in testing the conceptual model and hypothesis. Confirmatory factor analysis was conducted to establish validity and reliability of the dimensions. The results show that organizational effectiveness was significantly impacted by three dimensions of internal control systems: control activities, control environments and risk assessment. However, the impact of monitoring of control on organizational effectiveness was not significant. The results also show a nonsignificant impact of information and communication on organizational effectiveness. Since the current study concentrated on the banking sector with its distinct characteristics, the generalizability of the conclusions may be limited. The study's findings may aid decision-makers and stakeholders in the adoption, designing and implementation of proactive internal control system to enhance operational efficiency, effectiveness and competitive advantage.
Joshua and Iyabode (2022), this study investigated the relationship between internal control process and organizational financial and non-financial performance of selected deposit money banks in Nigeria. with specific objectives of determining the effect of risk assessment and monitoring activities the performance of DMBs in Nigeria. Primary data was collected using questionnaires administered to top level employees and other employees of 11 banks using a purposive random sample of 150 respondents out of which 97 responses were collected. The data were analyzed using descriptive statistics, correlation analysis, exploratory factor analysis and regression with aid of Statistical Package for Social Sciences (SPSS) version 26. The result of the analysis shows that risk assessment risk assessment practice has a positive impact on the performance of deposit money banks in Nigeria (B= 0.390, t= 4.019, p < 0.01) and that monitoring activities have a positive impact on the performance of deposit money banks in Nigeria (B= 0.415, t= 4.019, p < 0.01) Each has a positive and significant impact on financial, non financial and overall organizational performance DMBs in Nigeria. Based on the findings, it is concluded that internal control mechanism is a significant predictor of organization financial and non-financial performance and that effective internal control systems must incorporate the effects of risk assessment and control activities to enhance organizational performance of DMBs. The study therefore recommended that internal control systems especially risk assessment and monitoring activities are significant areas and management of DMBs in Nigeria should give great attention to them in order to improve organizational performance.
Chukwu (2021), examine the impact of internal control system on the financial management of an organization. The study revealed that, over the years, there has being a problem of incorrect and unreliable financial record which has lead to loss of organizational integrity. The research work aimed among others at determining the relationship between internal measures to proper accounting records. A survey research design was adopted for this research study and a sample size was selected using Yaro Yamane sampling technique as data used were obtained from both primary and secondary sources. Four research questions were formulated out of which three hypothesis were formulated using regression co-efficient analysis method at 5% level of significance and the Z table was also used for comparison between calculated value of significance B and tab le value. The finding from the analysis indicates that internal control measure management performance and is necessary for the growth and effectiveness of the organization. Financial management of any organization cannot do without internal control as true and fair presentation of financial statement may never be possible if the board and senior management are not committed to providing a well planned internal control system. It also recommends that a periodical review of the organization should be done by the management so as to cope with the model trends in organizational fraud prevention.
Moses (2024), The study was conducted examine the effects of internal control system and performance of URA with a case study of Chananika and Bunagana custom which has a total population of 50 employees in all departments from which the sample size of 44 respondents was randomly selected. The study was quantitative since the major findings from the field were descriptively presented through the use of tables and graphs for easy understanding and interpretation. The study had five objectives which included, to determine and find out the components of internal control system in organizations, to determine the mode of operation of Internal Control system in organizations, to explore the effect of the internal control system on the performance of organizations, to determine the relationship between internal control system and financial performance of URA, to determine the significance relationship between internal control system and financial performance of URA. Using a cross sectional survey design in which the survey questionnaire and interview guide were used to collect the required data, the study was able to make the following findings, The research revealed that males is highest with 68.2%, 45.5% of the respondents were in the age group 30-39 and 63.6% of the respondents were degree holders, that internal control system are very important to the performance of as indicated by 90.1 % of the respondents uses internal control system in the improvement of day to day financial management, The researcher also found out that most respondents has no appreciable knowledge to use computer for originating, maintaining and recording transactions accurately.
The researcher therefore recommended the management to train workers on how to use computer application micro soft, ward, excel and access and PowerPoint. The management should also leave old system of presenting financial statement using GAAP and adopt new system of presenting financial statement such as using IFRS and IAS, they should also employ workers with experience and first train and orient fresh graduate at work place to improve the efficient and effectiveness in collection of revenues within the URA.



	

CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction
This chapter presents the methodology and research design that was adopted in conducting the research study and collecting the desired data. The chapter defines the target population of the study, the sampling size to be used, sampling procedure to be followed as well as the type of instrument that were used. The data collection procedures and data analysis techniques used in analysing the results of the study are also discussed. This research study used both descriptive and quantitative data.
3.2 Research Design
A research design is a road map or a plan of research to be used to answer the research questions and research objectives. It is the structure or framework to solve a specific problem. It gives direction and systematizes the research. It refers to the process that the investigator will follow from the inception to completion of the study (Cooper & Schindler, 2019). 
This study adopted a survey research design. A survey research design is a process of collecting information from a sample of people who have been selected to represent a defined target population. The study adopted a survey design because it was easy and convenient to be conducted through interviews or questionnaire instruments, or both. In this study, both instruments, i.e. self-administered interview guides and questionnaires were employed as appropriate.
3.3 Population of the Study
Kombo and Tromp (2019) define a population as a group of individuals, objects or items from which samples are taken for measurement. Cooper and Schindler (2019) observe that population is the total collection of elements about which one wants to make inferences. Kothari (2019) defines population as the researcher‟s „universe.‟ There are 62 publicly listed companies as per the list obtained from the NSE; April 2015 and all the 62DMBs which were active for the last seven years was taken as the population.
Target population refers to the entire group of objects of interest from whom the researcher seeks to obtain the relevant information for the study (Kombo & Tromp, 2019). They contend that a population of study should possess characteristic that meet a researcher‟s study interests. The population of this study focused on the companies quoted in the NSE. According to the list obtained from the Omega Securities Exchange (2015) there are a total all quoted branches of Microfinance in Ilorin. The target population was classified into above strata for fair representation of the population, thus, the unit of analysis were the microfinance banking the NSE. 
3.4 Sample Size and Sampling Technique
Stratified random sampling involves dividing the population into homogeneous subgroups and then taking a simple random sample in each subgroup making it possible to make reliable estimates for each stratum as well as for the population as a whole (Cooper & Schindler, 2020). Thus, six listed micro-finance bank under Nigeria stock exchange were use as sample size for the study.
[bookmark: _bookmark57][bookmark: _bookmark58]3.5 Method of Data Collection
Secondary data was obtained from the analysis of company‟s audited annual reports. This secondary data collected, was used to support the findings on the primary data and provide more information that may have not been captured by the respondents. 
3.6 Data Collection Instrument
The study collected secondary data. The secondary data which-h include annual report of selected companies, journals, newspaper, and lecturer note etc.  Thus, a seven (7) years annual report of selected companies under Nigeria stock exchange were used as collected data for the study.  
3.7 Method of Data Analysis 
The researcher used quantitative techniques in analysing the data. After receiving questionnaires from the respondents, the responses were edited, classified, coded and tabulated to facilitate quantitative analysis using Statistical Package for Social Science (SPSS version 21). Tables and figures were used to present the analysis output. Inferential statistical regression and correlation was done to establish the financial implication of internal control system in an organization of companies quoted at NSE.
The Pearson Correlation Matrix was used to test the multi collinearity assumption, while an analysis of residuals and the plots of the regression residuals against predicted values was conducted to test for independence of error term.

[bookmark: _bookmark69]CHAPTER FOUR
DATA ANALYSIS, RESULTS AND DISCUSSION
4.1 Introduction
The study adopted different statistical approaches to examine the financial implication of internal control system in an organization of companies quoted in the Listed micro finance bank in Nigeria. 
4.2.1 Test of Construct Validity
According to Field (2020), factor analysis is an exploratory tool used to help the researcher make decisions on whether the variables under investigation explain the dependent variable. In this study, validity is concerned with whether the findings will really explain the effect of internal control systems in internal audit control of companies quoted in NSE. To be able to determine this, factor analysis was conducted for the variables and the results had a factor loading above 0.4.Hakanen, Schaufeli and Ahola (2021) used the same method which has been widely accepted as reliable for factor analysis (Alexander & Colgate, 2000). A loading factor of 0.40 and above is considered acceptable and has been used by other researchers such as Hair, Anderson, Tathm and Black (1998); Norman and Streiner (1994).Factor analysis results are indicated in Appendix V. The results show that all the factors related to internal control environment, internal audit function, risk management, control activities, corporate governance and government policy   were found to have a factor loading of 0.4 and above. Therefore, they were used in the subsequent analysis.
4.2.2 Data Reliability
The coefficient alpha is an appropriate measure of variance attributable to subjects and variance attributable to the interaction between subjects and items (Zikmund et al., 2021). Accordingly the coefficient alpha or Cronbach‟s alpha was used as a measure of internal reliability. In terms of the specific testing of internal reliability, the following scores obtained in terms of the 4.1.
Table4.1: Reliability statisticstesting of the Cronbach‟s alphas are indicated in table



	[bookmark: _bookmark77]Variable
	Cronbach’s Alpha
	Number of items

	Internal	control
	0.909
	18

	environment
Internal audit function
	
0.898
	
13

	Risk management
	0.958
	13

	Control activities
	0.835
	6

	Corporate governance
	0.893
	7

	Government policy
	0.721
	7


Thus the values in Table 4.1 internal control environment α = 0.909, fewest resources possible α = 0.898, risk management α =0.958, control activitiesα = 0.835, corporate governance α = 0.893, government policyα = 0.721 are sufficient confirmation of data reliability for the independent variables. A Cronbach‟s alpha of 0.60 as a minimum level is acceptable (Zikmund et al., 2021).
[bookmark: _bookmark88][bookmark: _bookmark89]Diagnostic Tests of Variables 
4.5.1 Auto-Correlation
Durbin-Watson test is used to check serial correlation among variables. When error terms from different (usually adjacent) time periods (or cross-section observations) are correlated, we say that the error term is serially correlated. Serial correlation will not affect the biasness or consistency of ordinary least squares (OLS) estimators, but it does affect their efficiency. Therefore to use a linear model, the dependent variable must be independent. This means that there should be no serial correlation among the observations. The dependent variable in this study was tested using Durbin-Watson Test and the results are indicated on Table 4.7

[bookmark: _bookmark90]Table 4.7: Durbin Watson Test
Durbin Watson test                                                             p-value
         1.6072	0.08875
Auto-correlation
H0: Y = 0 The residuals are independent
H0: Y > 0 The residuals are inter-dependent P value >0.05 fail to reject null hypothesis
As indicated on table 4.7, P-value = 0.08875 and hence greater than 0.05, thus fail to reject the null hypothesis and conclude that there is no serial correlation among variables under study and linear model is therefore justified. (Should be no serial correlation among the observations.)
[bookmark: _bookmark92][bookmark: _bookmark91]4.3.2 Test for Normality
The test for normality of internal audit control (dependent variable) was done by use of Kolmogorov-Smirnov test. Given that H0 and H1, set α=0.05, the rule is that reject H0 if P-value is less than α else fail to reject H0, where:
H0: The data is normal H1: The data is not normal
Table 4.8 indicates that using the Kolmogorov-Smirnov Test of normality, Internal audit control data is normal since the P-value, 0.240 is above 0.05 and thus we fail to reject the null hypothesis (H0). The study therefore concluded that internal audit control variable is normal in distribution and hence subsequent analysis could be carried out. Table 4.8 further shows that internal audit control is approximately normally distributed with a mean of 17.9347, standard deviation of 5.69643and the number of respondents were 115 represented by N=115. The dependent variable should be normally distributed because the study was using multiple linear regression model, where the condition of normality must be satisfied (Lapan, Quartaroli & Julia, 2012).
	Table 4.8: Test for Normality
One-Sample Kolmogorov-Smirnov Test
	

	
	FINANCIAL PERFORMANCE

	N
	115

	Normal Parameters‟	Mean
	17.9347

	Std. Deviation
	5.69643

	Most Extreme	Absolute
	.096

	Differences	Positive
	.061

	Negative
	-.096

	Kolmogorov-Smirnov Z
	1.030

	Asymp. Sig. (2-tailed)
	.240

	a. Test distribution is Normal.
	


One way to make it very likely to have	normal residuals is to have a dependent variable that is normally distributed (Shenoy & Madan, 1994). Figure 4.1 shows the normal QQ plot which indicates that the condition of normality for internal audit control is satisfied. The quantile-quantile (QQ) plot is an excellent way to see whether the data deviate from other distributions but only interested in the normal distribution. The scatter plot shows the relationship between the actual observed values and what those values would be expected when the data is normally distributed.
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[bookmark: _bookmark93]Figure 4.1: Normal QQ Plot of Financial Performance
According to Shenoy and Madan (1994), for a variable to be normally distributed most of the points should lie on the theoretical quantile line. The theoretical quantile line of the data is fitted and from the normal QQ plot it indicates that the observed values versus the expected normal values are randomly distributed along the line of best fit indicating that the dependent variable is normally  distributed.
[bookmark: _bookmark94][bookmark: _bookmark111]Table	4.4:	Correlations	of	Internal	Control	Environment	and	Financial Performance

Financial performance

Internal control environment

Financial	Performance	Pearson Correlation


1	        .420**

Sig. (2-tailed)	.000
N	115	115
          Pearson Correlation
                                                                                                                                  .420** 1
                                                         R                                    .420 

Internal Control Environment
R Square	.176 Adjusted R Square .169 Std. Error of the Sig. (2-tailed)	.000
	N115  	  115

Estimate	5.19227
**. Correlation is significant at the 0.01 level (2-tailed).
Predictors: (Constant), internal control environment
The Analysis of variance (ANOVA) results as shown in Table 4.17 further confirms that the model fit is appropriate for this data since p-value of 0.000 which is less than 0.05. This implies that there is a significant linear relationship between internal control environment and financial performance.


[bookmark: _bookmark112]Table 4.5: Analysis of Variance (ANOVA) for Internal Control Environment
	
Model
	
	Sum of Squares
	
Df
	
Mean Square
	
F
	
Sig.

	1
	Regression
	652.788
	1
	652.788
	24.214
	.000a

	
	Residual
	3046.439
	113
	26.960
	
	

	
	Total
	3699.228
	114
	
	
	



The results further indicate that internal control environment have positive and significant effects on internal audit control (Table 4.5). The fitted model FP = 8.07+0.246*X1. This implies that a unit change in internal control environment will increase internal audit control by the rate of 0.246. Even when internal control environment is non-existence, internal audit control is still positive at 8.07 indicating that there are other drivers of internal audit control including internal audit, risk management, control activities and corporate governance.
[bookmark: _bookmark113]Table 4.6: Internal Control Environment and Financial Performance
Coefficient
[bookmark: _bookmark10] (
Unstandardized
 
Coefficients
B
Std.
 
Error
Standardized
 
Coefficients
Beta
t
Sig.
(Constant)
8.077
2.061
3.919
.000
Internal
 
Control
.246
.050
.420
4.921
.000
)






Environment

[bookmark: _bookmark114]Regression	Analysis	on	Internal	Audit	Function	Versus	Financial Performance
H0: There is no significant relationship between fewest resources possible and financial performance.
Regression analysis was conducted to determine the significance of the relationship of fewest resources possible against Financial performance. Figure 4.3 illustrates scatter plot diagram of fewest resources possible versus financial performance. The Figure 4.3 presents that all the points/observations appear in the first quadrate and the line of best of fit indicates an estimate line that is increasingly positively upwards. This implies that there is a positive linear relationship between fewest resources possible and financial performance.
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[bookmark: _bookmark115]Figure 4.3 Regression Model on Fewest resources possible Versus Financial Performance
Table 4.9 presents the regression model of fewest resources possible on financial performance. As presented in the table, the coefficient of determination R square is 0.16 and R is 0.341 at 0.05 significance level. The coefficient of determination indicates that 10.8% of the variation on internal audit control is influenced by internal audit function. This implies that there exists a positive significant relationship between fewest resources possible and financial performance.
[bookmark: _bookmark117][bookmark: _bookmark116]Table 4.9: Correlations of Fewest resources possible and Financial Performance

Financial Performance
Financial Performance
Internal Audit Function
Pearson Correlation	                      1	             
Sig. (2-tailed)	
N	                          115	
Pearson Correlation	                           .341**	
Sig. (2-tailed)	                        .000
		N 115  
**Correlation is significant at the 0.01 level (2-tailed). R	.341
R Square	.116
Adjusted R Square	.108 Std. Error of the Estimate	5.37969

The Analysis of variance (ANOVA) results as shown in Table 4.20 confirms that the model fit is appropriate for this data  since p-value of 0.000 which is less than 0.05. This implies that there is a significant positive relationship between fewest resources possible and financial performance.
Table 4.20: Analysis of Variance (ANOVA) for Internal Audit Function
ANOVA
	
Model
	Sum of Squares
	
df
	Mean Square
	
F
	
Sig.




[bookmark: _bookmark118][bookmark: _bookmark119]a. Dependent Variable: financial	performance
Regression Analysis on Risk Management Versus Financial Performance
H0: There is no significant relationship between risk management control and financial performance.
Regression analysis was conducted to determine the significance of the relationship between risk management and Financial performance. Figure 4.4 illustrates scatter plot diagram of risk management versus financial performance. The Figure 4.4 presents that all the points/observations appear in the first quadrate and the line of best of fit indicates an estimate line that is increasingly positively upwards. This implies that there is a positive linear relationship between risk management and financial performance.
[bookmark: _bookmark121][image: ]
[bookmark: _bookmark120]Figure 4.4: Regression Model on Risk Management Versus Financial Performance
Table 4.22 presents the regression model of risk management on financial performance. As presented in the table, the coefficient of determination R square is 0.308 and R is 0.555 at 0.05 significance level. The coefficient of determination indicates that 30.2% of the variation on internal audit control is influenced by risk management. This implies that there exists a positive significant relationship between risk management and financial performance.
[bookmark: _bookmark122]Table 4.22: Correlations of Risk Management and Financial Performance
Correlation



Financial Performance



Pearson Correlation

Financial
Performance	Risk Management

1	             .555**

Sig. (2-tailed)	      .000
N	115	     115

Risk Management	Pearson
Correlation
Sig. (2-tailed)	.000
N	115	115
**. Correlation is significant at the0.01 level (2-tailed). R	.555
R Square	308
Adjusted R Square		.302 Std. Error of the Estmate	4.75792
The Analysis of variance (ANOVA) results as shown in Table 4.23 confirms that the model fit is appropriate for this data since p-value of 0.000 which is less than 0.05. This implies that there is a significant positive relationship between risk management and financial performance.
Table 4.23: Analysis of Variance (ANOVA) for Risk Management .555**	1

ANOVA

	Model
	
	Sum of
Squares
	
df
	Mean
Square
	
F
	
Sig.

	1
	Regression
	1141.151
	1
	1141.151
	50.409
	.000a

	
	Residual
	2558.077
	113
	22.638
	
	

	
	Total
	3699.228
	114
	
	
	



a. Predictors: (Constant), Risk Management
The results further indicate that risk management control has a positive and significant effect on internal audit control (Table 4.24). The fitted model FP = 8.992 +0.341*X3. This implies that a unit change in risk management will increase internal audit control by the rate of 0.341. Even when risk management function is non-existence, internal audit control is still positive at 8.992 indicating that there are other drivers of internal audit control including internal control environment, internal audit function, control activities and corporate governance.
[bookmark: _bookmark123]Table 4.24: Risk Management and Financial Performance
Coefficient
	


Model
	Unstandardized Coefficients
B	Std. Error
	Standardized Coefficients
Beta
	


t
	


Sig.

	1	(Constant)
	8.992	1.335
	
	6.733
	.000a

	Risk Management
	
.341	.048
	
.555
	
7.100
	
.000



a. Dependent Variable: Financial performance
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H0: There is no significant relationship between internal control activities and financial performance.
Regression analysis was conducted to determine the significance of the relationship of internal control activities against financial performance. Figure 4.5 illustrates scatter plot diagram of internal control activities versus financial performance. The Figure 4.5 presents that all the points/ observations appear in the first quadrate and the line of best of fit indicates an estimate line that is increasingly positively upwards. This implies that there is a positive linear relationship between internal control activities and financial performance.
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4.3 DISCUSSION OF FINDINGS
Hypothesis1: Relationship between Internal Control Environment and Financial Performance
The correlation analysis also indicated that there is a positive significant relationship between internal control environment and financial performance. The findings indicate that the institutions which have enforcement of proper internal control systems will always lead to improved financial performance. The findings also indicate that there is a significant positive relationship between internal control system and internal audit control 
Regression analysis was done where the results indicated that internal control environment had a goodness of fit of 16.9% indicating that internal control environment explained 16.9% of the variation in the internal audit control of companies quoted in Listed micro finance bank in Nigeria in Nigeria. The results and findings therefore conclude that there was significant association between internal control environment and financial performance.
Hypothesis2: Relationship between Fewest resources possible and Financial Performance
The correlation analysis also indicated that there is a positive significant relationship between fewest resources possible and financial performance. The findings show that internal audit encompasses oversight activities taken by the board of directors and audit committees to make sure that the financial reporting process is credible. The findings also show that companies quoted in Listed micro finance bank in Nigeria have a have internal audit department which play the role of independent and objective assurance. This is expected as a company cannot be listed without an established internal audit function. Regression analysis was done where the results indicated that internal audit had a goodness of fit of 10.8% indicating that fewest resources possible explained 10.8% of the variation in the internal audit control of companies quoted in Listed micro finance bank in Nigeria in Nigeria. The results and findings therefore conclude that there was significant association between fewest resources possible and financial performance.
Hypothesis 3: Relationship between Risk Management and Financial Performance
The correlation analysis also indicated that there is a positive significant relationship between Risk management and financial performance. The results indicate that in recent years, stakeholder‟s expectations from internal audit functions have changed significantly. The focus has now moved from a compliance and financial control function to facilitating organizations to proactively identify, assess and control risks. Regression analysis was done where the results indicated that risk management had a goodness of fit of 30.2% indicating that risk management explained 30.2% of the variation in the internal audit control of companies quoted in Listed micro finance bank in Nigeria  in Nigeria. The results and findings therefore conclude that there was significant association between risk management and financial performance.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 Summary of the Findings
The study sought to establish the relationship between internal control systems and organizational efficiency of companies quoted in Listed micro finance bank in Nigeria . Specifically the study was guided by the following objectives; to investigate the relationship between internal control environment, internal audit function, risk management, internal control activities, and financial performance. The study adopted descriptive research design using both quantitative and qualitative approach. 
Multiple regression models were used to test whether internal control environment, internal audit function, risk management, internal control activity and corporate governance have any influence on financial performance. It was found that internal control systems had a significant relationship with internal audit control in that all the identified factors are predictors of internal audit control (r2= 0.944). Pearson correlation results indicated that risk management was leading with the highest influence on  internal audit control at 0.55 followed by corporate governance at 0.554, internal control activity at 0.457, internal control environment at 0.420 and fewest resources possible at 0.341. It was found that internal control systems had a significant relationship with internal audit control in that all the identified factors are predictors of internal audit control (r2= 0.944).The study also showed that government policy had significant moderating influence on the internal control systems and financial performance. The study concluded that risk management followed by corporate governance were the most prominent indicators of internal control systems in companies quoted in Listed micro finance bank in Nigeria .
The study also tested the hypothesized conceptual model and the independent variables had indices fit to the dependent variable that showed a combined significant influence suggesting that the variables studied had direct positive relationship. However, the variables that had major impact were risk management, corporate governance, internal control activity, internal control environment with a correlation of 0.55, 0.554, 0.457 and 0.420 respectively. Based on the research findings it can be concluded that internal control system is a positive significant predictor of financial performance. The findings of the study suggested that internal control systems especially risk management, corporate governance, control activity, internal control environment and fewest resources possible are significant areas, management of microfinance bankshould give great attention to in order to improve internal audit control of quoted companies.
5.2 Conclusion
Confirming the argument of the findings of this study suggests that internal control systems is one significant area microfinance bankshould give attention to in order to enhance their financial performance. The findings of this research support the findings of previous researchers. Further it can be concluded that effective internal control systems must incorporate the effects of corporate governance and government policy to enhance financial performance.

This study elicits the key determinants of internal control systems, which can be nurtured by the management of companies quoted in NSE to better their financial performance. Hence this study widens the scope of identifying measures that will enhance organization internal audit control like internal control environment, internal audit function, risk management and corporate governance. Therefore companies have to invest in establishing strong internal control systems to realize better their financial performance.
The model can be used by organizations management to focus on key aspects of internal control systems that could result in improved internal audit control Risk management and corporate governance play a significant role in internal audit control and hence managers of microfinance bank should entrench risk management and strong corporate governance to better internal audit control of their companies. From the above conclusion, strong internal control systems must be entrenched in all levels of the organization by the managers to enhance organization‟s financial performance. The study thus rejects the null hypothesis.
5.3 Recommendation
The following recommendations were derived from the results, findings and conclusions of the study. 
i. The management of microfinance bank should exert collective efforts in identifying the ideal mix of effective and efficient internal control systems that matches their business needs and invest in them. 
ii. The managers should embrace enterprise risk management and good corporate governance to maximize on the financial benefits of internal control systems. Good corporate governance will not only ensure that management does not override the internal controls but also help in reducing corruption and assist in enhancing internal audit control of companies quoted in NSE.
iii. The management should also ensure that their organizations have strong internal control environment where internal control activities inform of policies and procedures are adequate. 
iv. The control environment and control activities should on a regular basis be evaluated by internal audit department to provide management with the assurance on the adequacy and effectiveness of mitigation controls that management has put in place.
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