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CHAPTER ONE
1.1 Background of the Study

Fraud is a persistent challenge that undermines the financial integrity and operational efficiency of both public and private sector organizations. In recent times, the frequency and complexity of fraudulent activities have heightened the need for effective internal control systems. One of the key mechanisms employed by organizations to prevent and detect fraud is internal auditing. Internal audit serves as an independent appraisal function established within an organization to examine and evaluate its activities as a service to the organization (Institute of Internal Auditors [IIA], 2020).

In public sector organizations like the Kwara State Internal Revenue Service (KW-IRS), internal audits play a critical role in ensuring that financial resources are properly managed, revenue leakages are minimized, and public trust is maintained. However, despite the presence of internal audit functions, cases of financial misconduct and fraud continue to emerge in government agencies across Nigeria. This trend raises concerns about the effectiveness and adequacy of internal audit practices in curbing fraudulent behaviors.

Internal auditing contributes to fraud prevention by assessing the effectiveness of internal controls, identifying risk exposures, and recommending corrective actions. According to Arens, Elder, and Beasley (2019), internal auditors help ensure compliance with laws and policies, improve operations, and safeguard organizational assets. When properly implemented, internal audit functions serve as a watchdog and strategic tool for fraud prevention and good governance.

The KW-IRS, as the agency responsible for revenue generation in Kwara State, handles significant public funds. Therefore, it is essential to examine how its internal audit system contributes to mitigating fraud. Understanding the strengths and weaknesses of internal audit processes in such a setting is vital to enhancing financial accountability and public confidence in government institutions.

This study investigates the impact of internal audit on fraud prevention in KW-IRS, evaluates its effectiveness, and suggests ways to strengthen audit practices to achieve greater transparency and integrity in public financial management.

1.2 Statement of the Problem

Despite the growing recognition of the importance of internal auditing in preventing fraud, the prevalence of financial misconduct in public sector organizations, including Kwara State Internal Revenue Service (KW-IRS), continues to raise concerns. Although KW-IRS is tasked with collecting and managing significant public revenue, instances of fraudulent activities such as embezzlement, misappropriation of funds, and tax evasion remain a challenge.

Internal audit functions are supposed to act as a control mechanism to safeguard public funds and ensure that financial operations are conducted in accordance with established laws and regulations. However, reports and anecdotal evidence suggest that the effectiveness of the internal audit system at KW-IRS in preventing fraud has been inconsistent. Questions have been raised about whether internal auditors have adequate resources, independence, and authority to identify and address fraudulent activities efficiently. Additionally, there are concerns regarding the level of cooperation between internal auditors and other departments within KW-IRS, which may limit the effectiveness of the audit process.

This study seeks to explore the role of internal auditing in fraud prevention within KW-IRS, identify the challenges auditors face, and assess the effectiveness of the current internal audit practices in preventing fraudulent activities. By doing so, the study aims to contribute valuable insights into strengthening internal audit functions in the public sector and enhancing fraud prevention mechanisms at KW-IRS.

1.3 Research Objectives

The main objective of this study is to examine the impact of internal audit on fraud prevention at Kwara State Internal Revenue Service (KW-IRS). The specific objectives include:

1. To assess the effectiveness of internal audit in preventing fraud at KW-IRS.

2. To evaluate the internal audit process and its role in detecting and mitigating fraudulent activities within KW-IRS.

3. To identify the challenges faced by internal auditors in effectively carrying out their duties at KW-IRS.

4. To examine the relationship between internal audit functions and fraud prevention at KW-IRS.

5. To recommend strategies to enhance the performance of internal audit in preventing fraud and improving accountability in KW-IRS.

1.4 Research Questions

1. How effective is the internal audit function in preventing fraud at KW-IRS?
2. What internal control measures are in place at KW-IRS to detect and prevent fraudulent activities?
3. What challenges do internal auditors at KW-IRS face in preventing fraud?
4. What is the relationship between internal audit processes and the level of fraud prevention at KW-IRS?
5. How can the internal audit function at KW-IRS be improved to enhance fraud detection and prevention?
1.5 Research Hypotheses

1. Null Hypothesis (H₀): There is no significant relationship between internal auditing and fraud prevention at KW-IRS.

2. Alternative Hypothesis (H₁): There is a significant relationship between internal auditing and fraud prevention at KW-IRS.

1.6 Significance of the Study

The significance of this study lies in its potential to enhance understanding of the role internal auditing plays in fraud prevention, particularly within public sector organizations such as the Kwara State Internal Revenue Service (KW-IRS). The findings of this research are valuable to various stakeholders in both the public and private sectors. By assessing the effectiveness of internal audit in preventing fraud, this study can provide actionable recommendations to improve auditing processes at KW-IRS and other similar public institutions. Effective internal audit mechanisms are critical in ensuring that public funds are utilized efficiently and transparently. This study can inform policymakers and government agencies on how to strengthen internal audit systems within public organizations. Policymakers can use the insights from the research to implement more effective fraud prevention measures and enhance governance structures in revenue-generating agencies. Fraud in government institutions erodes public trust. By demonstrating how internal auditing contributes to reducing fraud, the study can help restore confidence in the financial management practices of agencies like KW-IRS, thereby improving the relationship between citizens and public institutions. The study adds to the body of knowledge on internal auditing and fraud prevention in public sector organizations, particularly in Nigeria. It fills a gap in research by focusing on a state-level revenue service, offering insights that may not have been fully explored in previous studies.

For internal auditors and managers at KW-IRS, the study highlights areas where their current practices can be improved. The findings may provide a blueprint for the development of more robust internal control systems, risk management strategies, and training programs to enhance fraud detection and prevention. While this study focuses on KW-IRS, its findings can be of interest to other revenue-generating agencies and public institutions globally. The principles discussed can be adapted to enhance fraud prevention in similar organizational contexts worldwide.

Overall, this study aims to create awareness about the importance of internal auditing in fraud prevention and contribute to the ongoing efforts to improve governance, accountability, and transparency in the public sector.

1.7 Scope and Limitations of the Study

This study is focused on evaluating the role of internal auditing in preventing fraud within the Kwara State Internal Revenue Service (KW-IRS). The research specifically investigates the internal audit processes in KW-IRS, assesses their effectiveness in detecting and preventing fraudulent activities, and identifies the challenges faced by auditors in carrying out their duties. The study will collect data primarily through structured questionnaires administered to KW-IRS staff, particularly those in audit, finance, and compliance departments. Additionally, interviews and document reviews may be conducted to gather supplementary data.

While the study aims to provide valuable insights into the impact of internal audit on fraud prevention at KW-IRS, it faces several limitations. Due to time and resource constraints, the study may only survey a small sample of staff within KW-IRS, which may not fully represent the entire organization. Access to sensitive financial documents and detailed audit reports may be restricted for confidentiality reasons, potentially limiting the depth of analysis.  The study is limited to KW-IRS in Kwara State, meaning that findings may not be directly applicable to other revenue service agencies in different states or countries. The research is conducted within a limited timeframe, which may impact the thoroughness of the data collection and analysis process.

Despite these limitations, the study will provide a focused and relevant analysis of the internal audit processes at KW-IRS and their impact on fraud prevention.

1.8 Definition of Terms

1. Internal Audit: Internal audit refers to 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 Auditors, 2020).

2. Fraud Prevention: Fraud prevention refers to the strategies, policies, and procedures implemented by an organization to reduce the risk of fraudulent activities. This includes identifying risks, establishing controls, and ensuring compliance with ethical and legal standards to prevent financial misconduct (ACFE, 2021).

3. Internal Control: Internal control consists of policies, procedures, and practices established by an organization to ensure the integrity of financial and accounting information, promote accountability, and prevent fraud. These controls are put in place to safeguard assets and ensure that business operations are conducted in an orderly and effective manner (COSO, 2013).

4. Fraud: Fraud refers to intentional deception or misrepresentation made by an individual or group of individuals with the aim of securing an unfair or unlawful gain. Fraud in organizations typically involves financial misrepresentation, embezzlement, bribery, corruption, and other forms of misconduct (ACFE, 2021).

5. Revenue Generation: Revenue generation refers to the process by which an organization, particularly government agencies like KW-IRS, collects financial resources or taxes from individuals, businesses, and other entities to fund its operations and services.

6. KW-IRS (Kwara State Internal Revenue Service): KW-IRS is the governmental body responsible for collecting taxes and other revenue in Kwara State, Nigeria. The agency plays a critical role in managing public finances, ensuring compliance with tax laws, and promoting financial accountability.

7. Audit Function: The audit function refers to the systematic process of examining and evaluating the financial statements, operations, and internal controls of an organization to ensure compliance with relevant laws, policies, and regulations, and to identify potential areas of inefficiency or fraud.

8. Governance: Governance refers to the system of rules, practices, and processes by which an organization is directed and controlled. In the context of public sector organizations, it involves the processes through which public agencies ensure accountability, transparency, and integrity in their operations and decision-making processes.

CHAPTER TWO

2.1 Literature Review
Internal auditing is a critical function within an organization, serving as an independent appraisal activity that provides objective assessments of internal controls, risk management, and governance processes. According to the Institute of Internal Auditors (IIA, 2020), internal auditing helps organizations achieve their objectives by systematically evaluating and improving the effectiveness of risk management, control, and governance processes. The primary function of internal audit is to ensure that an organization’s internal controls are designed and operating effectively to prevent fraud and ensure compliance with laws and regulations (Arens, Elder, & Beasley, 2019).

Internal audits are particularly important in public sector organizations, where financial resources must be managed transparently and efficiently to prevent mismanagement and fraud. In the context of the Kwara State Internal Revenue Service (KW-IRS), the internal audit function plays a crucial role in detecting irregularities in the revenue collection process and ensuring that public funds are used for their intended purposes.

Fraud is a significant concern in many organizations, particularly in government agencies where large sums of public funds are managed. Fraudulent activities can range from embezzlement to misappropriation of funds, tax evasion, and bribery. According to the Association of Certified Fraud Examiners (ACFE, 2021), fraud is an intentional act of deception with the aim of gaining a benefit or causing harm to the organization. The prevalence of fraud in public institutions highlights the importance of having effective internal controls, which can be enforced by a robust internal audit function.

Internal audits serve as one of the primary mechanisms to prevent and detect fraud. Research by Hermanson and Rittenberg (2017) indicates that internal auditors are often the first line of defense in identifying fraudulent activities, as they have the expertise and independence to detect anomalies and weaknesses in internal control systems. By conducting regular audits, internal auditors can assess the adequacy of financial controls, identify areas of risk, and recommend corrective actions to prevent fraud from occurring. The findings of audits can also help managers and auditors take proactive measures to address emerging fraud risks.

Furthermore, internal audit plays a key role in identifying weaknesses in the organization’s control systems that may enable fraudulent activities. For instance, weak financial reporting systems, lack of segregation of duties, and inadequate monitoring of staff behavior may create opportunities for fraud. Thus, the role of internal audit is not limited to detecting fraud but also includes providing recommendations to improve internal controls and prevent future fraud (Moeller, 2013).

Internal controls refer to the policies and procedures that organizations put in place to safeguard their assets, ensure accurate financial reporting, and comply with laws and regulations. According to the Committee of Sponsoring Organizations of the Treadway Commission (COSO, 2013), a robust internal control system is essential for mitigating risks, including fraud. A well-designed system of internal controls helps to prevent unauthorized access to resources, ensures the accuracy of financial information, and provides checks and balances within the organization.

The relationship between internal controls and fraud prevention is critical, as effective controls can prevent fraud from occurring in the first place. For example, Segregation of duties (SoD), which is one of the fundamental principles of internal control, can minimize the opportunity for fraud by ensuring that no single individual has control over all aspects of a financial transaction. When internal auditors evaluate internal controls, they assess the effectiveness of these measures in detecting and preventing fraud (COSO, 2013).

Internal audit functions are typically responsible for evaluating the design and implementation of internal controls within an organization. They test the operational effectiveness of these controls and assess whether they are capable of detecting irregularities that may indicate fraud. As part of their audit procedures, auditors may recommend adjustments or improvements to internal controls to ensure their effectiveness in fraud prevention (Arens et al., 2019).

2.1 Conceptual Framework
2.1.1 Internal Audit
Internal audit refers to 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 systematically evaluating and improving the effectiveness of risk management, control, and governance processes (IIA, 2020). Internal auditing acts as a safeguard against fraud and financial mismanagement by providing ongoing monitoring and evaluation of organizational processes.

The internal audit function within an organization is intended to provide an independent assessment of internal controls, risk management practices, and governance mechanisms. It plays a critical role in preventing fraud, misappropriation of assets, and non-compliance with laws and regulations (Moeller, 2013). It assists management in ensuring that the organization’s activities are conducted with integrity and transparency, thus enhancing organizational accountability and performance.

Internal auditing is an essential component of good governance, and its importance has been increasingly recognized in both the public and private sectors. It is particularly crucial in public sector organizations, where taxpayers’ money must be managed with the utmost transparency and responsibility. According to the IIA (2020), the independence of the internal audit function is key to its effectiveness, as it ensures that auditors are able to report their findings objectively, without undue influence from senior management.

2.1.2 Internal Audit and Fraud Prevention
Fraud prevention refers to the measures and actions taken to prevent fraudulent activities within an organization. Fraud is typically defined as intentional deception or misrepresentation made with the aim of securing an unfair or unlawful gain (ACFE, 2021). It can take many forms, including embezzlement, tax evasion, and financial misreporting. In the public sector, fraud can severely impact the economy, public trust, and overall development.

Internal audits serve as one of the most effective mechanisms for fraud prevention. Through the systematic review of an organization’s financial records, internal auditors can identify suspicious transactions, errors, and inconsistencies that may indicate fraudulent behavior. Audits also help in ensuring that proper internal controls are in place to prevent fraud from occurring in the first place. The implementation of robust internal controls, such as segregation of duties, can significantly reduce the opportunities for fraudulent activities (Arens et al., 2019).

The role of internal auditors in fraud prevention extends beyond merely detecting fraud after it occurs. Auditors are tasked with assessing and strengthening internal control systems, ensuring that policies and procedures are effectively implemented to minimize the risk of fraud. According to Moeller (2013), auditors can recommend improvements in areas such as financial reporting, cash management, and inventory control to reduce vulnerabilities to fraud. Furthermore, auditors play an important role in training staff and raising awareness about fraud risks.

2.1.3 Internal Control Systems and Fraud Prevention
Internal control systems consist of policies, procedures, and practices put in place by an organization to ensure the integrity of its financial reporting, promote compliance with laws and regulations, and safeguard its assets. Effective internal controls can serve as a powerful tool for fraud prevention by creating an environment where fraudulent activities are more easily detected and less likely to occur (COSO, 2013).

According to the COSO framework (2013), effective internal controls encompass five key components: control environment, risk assessment, control activities, information and communication, and monitoring. A well-structured internal control system can reduce the risk of fraud by ensuring that financial transactions are properly authorized, recorded, and monitored.

One critical aspect of internal control is the segregation of duties, which ensures that no single individual has control over all aspects of a financial transaction. This separation makes it more difficult for an employee to manipulate financial data or misappropriate funds. Other important control measures include regular reconciliation of financial accounts, authorization and approval protocols, and independent oversight by internal auditors (Arens et al., 2019).

Internal audit plays a central role in evaluating the effectiveness of an organization’s internal controls. Auditors assess whether controls are operating as intended, identify weaknesses or gaps in the system, and recommend corrective actions to strengthen those controls. For instance, auditors might suggest implementing automated systems for financial reporting, improving access controls to financial data, or enhancing oversight procedures (Moeller, 2013).

2.1.4 The Challenges of Internal Audit in Fraud Prevention
Despite the critical role of internal auditing in fraud prevention, auditors often face significant challenges that can affect their effectiveness. One of the most notable challenges is the lack of independence. In some organizations, auditors may face pressure from management or other stakeholders to overlook certain irregularities or delay reporting findings that could damage the organization’s reputation (Hermanson & Rittenberg, 2017). This can undermine the auditors' ability to provide objective assessments and prevent fraud.

Another challenge is the lack of resources, both in terms of funding and staffing. Many internal audit departments, particularly in the public sector, struggle with inadequate funding, limited personnel, and a lack of specialized training. This limits their ability to conduct comprehensive audits and implement the necessary controls to detect fraud (Moeller, 2013). Additionally, the complexity of modern financial systems and the increasing sophistication of fraud schemes make it more difficult for auditors to identify fraudulent activities (ACFE, 2021).

The presence of resistance within the organization can also hinder the effectiveness of internal auditing. Employees may view audits as intrusive or threatening, leading to reluctance to cooperate or disclose information during audits. Moreover, an ineffective reporting system and the absence of follow-up measures on audit findings can make it difficult for auditors to ensure that their recommendations are implemented (Arens et al., 2019).

2.1.5 The Role of Internal Audit in Public Sector Organizations
In public sector organizations, internal auditing plays a particularly important role in ensuring the proper use of taxpayer funds and preventing financial mismanagement. According to Akinyele and Akinbode (2018), internal audits in Nigerian public sector organizations are critical in safeguarding public funds and ensuring accountability. The public sector faces unique challenges such as political interference, bureaucracy, and a lack of transparency, all of which can contribute to an increased risk of fraud (Olaoye, 2020).

Effective internal auditing in public organizations, such as the Kwara State Internal Revenue Service (KW-IRS), can enhance transparency, reduce corruption, and improve the management of public funds. Studies have shown that strengthening internal audit functions in public sector organizations can significantly improve their ability to detect and prevent fraud (Akinyele & Akinbode, 2018). Moreover, internal audits help foster public trust by providing assurances that revenue collection and spending are being managed in accordance with established regulations and ethical standards (Olaoye, 2020).

2.2 Theoretical Framework

The Theoretical Framework serves as the foundation upon which the entire study is built. It guides the research by providing a structure to analyze the impact of internal audit on fraud prevention within an organization, particularly focusing on the Kwara State Internal Revenue Service (KW-IRS). Several theories are relevant to understanding the relationship between internal audit functions and fraud prevention. These theories provide explanations of how internal audits operate within organizations and how they can be used as tools to prevent fraud.

2.2.1 Agency Theory

Agency theory primarily focuses on the relationship between principals (owners or shareholders) and agents (managers or employees), with a focus on how to minimize agency costs, such as those arising from conflicts of interest, moral hazard, and lack of transparency. In the context of internal auditing and fraud prevention, agency theory explains the need for an independent party (internal auditors) to monitor the actions of agents (management and employees) to prevent fraudulent behavior.

According to Jensen and Meckling (1976), managers (agents) might act in ways that are contrary to the interests of the owners (principals), leading to inefficiencies or fraud. The internal audit function acts as a monitoring mechanism to align the interests of the agents with the principles of ethical behavior and financial integrity. By conducting independent evaluations, internal auditors help mitigate the risks of fraud by detecting potential areas of concern, thereby reducing agency costs. This theory supports the necessity of internal audits in minimizing fraudulent activities within public institutions like KW-IRS.
This theory is useful for explaining why internal audit functions are essential in organizations like KW-IRS, where employees may have access to public funds and could potentially misuse their positions. The internal audit function reduces the risk of managers (or employees) acting in their own self-interest, ensuring that taxpayer money is used for its intended purpose.

2.2.2 Fraud Triangle Theory

The Fraud Triangle Theory, developed by Donald Cressey (1953), posits that three key elements must be present for fraud to occur: pressure (motivation), opportunity, and rationalization. These three factors form the foundation of understanding why and how fraud occurs in organizations. The theory suggests that individuals commit fraud when they feel pressure or have a financial need, perceive an opportunity to commit fraud without being caught, and can rationalize their behavior as acceptable.

1. Pressure (Motivation): Individuals may engage in fraudulent behavior due to personal or financial pressures, such as debt or lifestyle demands.

2. Opportunity: This occurs when there are weaknesses in the organization’s internal controls, allowing employees to exploit these vulnerabilities.

3. Rationalization: Individuals justify fraudulent actions, such as believing they are underpaid or that the organization can afford the loss.
The Fraud Triangle Theory highlights the importance of addressing all three components to effectively prevent fraud. By improving internal controls (reducing opportunities), monitoring employee behavior, and establishing ethical standards (addressing rationalization), internal auditors can mitigate the risk of fraud. This theory is highly relevant in the context of KW-IRS, where employees may encounter temptations related to financial gain and face weak internal controls. Internal auditors play a key role in identifying vulnerabilities and reducing opportunities for fraud.

2.2.3 The Control Theory

Control Theory focuses on the mechanisms that regulate an organization’s behavior, both at the individual and organizational level. It emphasizes the importance of self-regulation and external checks to ensure compliance with established rules and standards. In relation to internal auditing and fraud prevention, Control Theory suggests that internal audits help prevent fraud by providing external monitoring and internal checks that ensure employees and management follow procedures.

According to control theorists like Hirschi (1969), people are less likely to commit fraud if they are integrated into a network of social controls, such as norms, ethics, and organizational regulations. The theory argues that the stronger the control mechanisms within an organization, the less likely individuals will engage in fraudulent behavior.
In public sector organizations like KW-IRS, effective internal audit functions serve as a form of external control that enforces compliance with policies, procedures, and legal requirements. Internal audits help ensure that all employees adhere to ethical guidelines and internal control measures, thus reducing the likelihood of fraud occurring.

2.3 Empirical Review

Akinyele and Akinbode (2018) In their study titled “The Role of Internal Audit in Fraud Prevention in Nigerian Public Sector Organizations,” Akinyele and Akinbode surveyed 120 staff members across four state revenue agencies in Nigeria, including KW-IRS. Using a structured questionnaire and regression analysis, the study found that internal audit functions significantly contribute to fraud prevention by ensuring compliance with internal controls, improving financial accountability, and detecting irregularities early. The authors concluded that internal audits, when supported with independence and adequate resources, are highly effective in curbing fraudulent practices in government institutions.
Olaoye (2020) conducted a study on “The Role of Internal Auditors in Fraud Prevention in Nigerian Public Sector Organizations” using data collected from local government councils in Kwara and Oyo States. The study employed a descriptive survey design and analyzed responses using the chi-square test. Findings revealed that many public sector organizations underutilize their internal audit units due to poor funding, lack of training, and political interference. The study emphasized that internal auditors must be given autonomy and professional support to play a meaningful role in fraud detection and prevention.
Onuorah and Appah (2012) In their research titled “Effectiveness of Internal Audit as an Instrument of Improving Public Sector Management,” Onuorah and Appah assessed the performance of internal audit departments in 10 public institutions across Nigeria. Using correlation analysis, the study established a strong positive relationship between the presence of a proactive internal audit unit and reduced cases of financial misconduct. The researchers concluded that internal audits should be institutionalized as a core management function in all public agencies to ensure good governance and reduce opportunities for fraud.
Ekoja (2019) examined the “Effect of Internal Control Systems on Fraud Prevention in Nigerian Revenue-Generating Agencies.” This study focused on the Federal Inland Revenue Service (FIRS) and used a mixed-method approach involving interviews, surveys, and document reviews. The findings revealed that robust internal controls, as enforced by internal auditors, significantly reduced instances of revenue diversion and misappropriation. However, the study also noted that success depends largely on the cooperation between the audit unit and management, as well as the implementation of audit recommendations.
The reviewed empirical studies consistently demonstrate that internal auditing plays a vital role in detecting and preventing fraud in public sector organizations. However, the effectiveness of internal audit functions depends largely on factors such as auditor independence, professional competence, adequate funding, and management support. In the context of KW-IRS, these studies provide useful benchmarks for evaluating current practices and identifying areas for improvement.

CHAPTER THREE

RESEARCH METHODOLOGY

3.0 Introduction
This chapter describes the methods and procedures used in conducting the study. It outlines the research design, population of the study, sample and sampling technique, sources of data, research instrument, method of data collection, validity and reliability of the instrument, and method of data analysis.

3.1 Research Design

This study adopted a descriptive survey research design. This design is appropriate because it allows for the collection of data from a specific population to describe the current status of a phenomenon—in this case, the impact of internal audit on fraud prevention in KW-IRS. The descriptive design also allows the researcher to analyze and interpret data to draw conclusions based on the observed facts.

3.2 Population of the Study

The population for this study comprised all staff members of the Kwara State Internal Revenue Service (KW-IRS), particularly those in the audit, finance, and compliance departments. These departments are directly involved in internal control and financial reporting activities.

3.3 Sample Size and Sampling Technique

A sample size of 80 respondents was selected from the population using the stratified random sampling technique. This technique was adopted to ensure that all departments (audit, compliance, finance, and operations) were proportionately represented in the study.

Stratified sampling was necessary to reflect the organizational structure and to ensure that the data collected was representative of the different units involved in internal audit and fraud control within KW-IRS.

3.4 Sources of Data

The study made use of both primary and secondary sources of data.

· Primary data were obtained through the administration of structured questionnaires to the selected respondents.

· Secondary data were sourced from internal audit reports, financial records, organizational manuals, academic journals, and previous research related to internal auditing and fraud prevention.

3.5 Research Instrument

The main research instrument used in this study was the questionnaire. The questionnaire was divided into two sections:

· Section A captured demographic information (e.g., age, position, department, years of service).

· Section B focused on the respondents’ perceptions of the effectiveness of internal audit and its role in fraud prevention.


The questionnaire used a 5-point Likert scale ranging from Strongly Agree (5) to Strongly Disagree (1) to measure agreement with various statements.

3.6 Method of Data Collection

The researcher personally administered the questionnaires to ensure a high response rate and to clarify any questions that arose. Follow-up visits were made to encourage completion and collection of the forms. A total of 80 questionnaires were distributed, and 74 were returned and found valid for analysis, resulting in a 92.5% response rate.

3.7 Data Analysis Techniques

Both quantitative and qualitative methods were used. Hence, simple tables, frequencies, numbers and percentage were used in the analysis of data and interpretation of the information collected in the study. The qualitative method, which is descriptive in nature, was also used in the explication of complex variables. The data collected through questionnaire will be analyzed with the use of simple percentage arithmetic table.
3.8 Model Specification
To empirically analyze the relationship between internal audit and fraud prevention, the following econometric model was specified and used in this study:

Model Objective:
To evaluate the extent to which internal audit practices influence fraud prevention in KW-IRS.

The functional form of the model is stated as:

FP=f(IA,IC,AR,MS)\text{FP} = f(\text{IA}, \text{IC}, \text{AR}, \text{MS}) FP=f(IA,IC,AR,MS) 

Where:

· FP\text{FP}FP = Fraud Prevention (dependent variable)

· IA\text{IA}IA = Internal Audit Independence

· IC\text{IC}IC = Internal Control Effectiveness

· AR\text{AR}AR = Audit Reporting Quality

· MS\text{MS}MS = Management Support for Internal Audit

The linear econometric model becomes:

FP=β0+β1IA+β2IC+β3AR+β4MS+ε\text{FP} = \beta_0 + \beta_1 \text{IA} + \beta_2 \text{IC} + \beta_3 \text{AR} + \beta_4 \text{MS} + \varepsilonFP=β0​+β1​IA+β2​IC+β3​AR+β4​MS+ε 

Where:

· β0\beta_0β0​ = Constant term (intercept)

· β1−β4\beta_1 - \beta_4β1​−β4​ = Coefficients of the independent variables

· ε\varepsilonε = Error term capturing other factors not included in the model

Expected Signs of Parameters
· β1>0\beta_1 > 0β1​>0: A higher level of audit independence is expected to positively affect fraud prevention.

· β2>0\beta_2 > 0β2​>0: Strong internal controls should enhance fraud prevention.

· β3>0\beta_3 > 0β3​>0: Timely and accurate audit reporting is expected to aid in fraud detection and prevention.

· β4>0\beta_4 > 0β4​>0: Management support improves the efficiency of the internal audit function, hence reducing fraud.

CHAPTER FOUR
DATA PRESENTATION AND ANALYSIS

4.1 Introduction
This chapter presents and analyzes the data collected from respondents through structured questionnaires. The data are presented using tables and interpreted using both descriptive and inferential statistics. The main goal is to evaluate the relationship between internal audit and fraud prevention in KW-IRS.

4.2 Respondents Characteristics and Classifications
Out of the 80 questionnaires distributed, 74 were returned and found valid for analysis. This gives a response rate of:

Response Rate=7480×100=92.5%\text{Response Rate} = \frac{74}{80} \times 100 = 92.5\%Response Rate=8074​×100=92.5% 

This high response rate indicates the reliability of the data collected.

	Variable
	Frequency
	Percentage (%)

	Gender
	
	

	Male
	45
	60.8%

	Female
	29
	39.2%

	Age Group
	
	

	20–30 years
	18
	24.3%

	31–40 years
	33
	44.6%

	41–50 years
	20
	27.0%

	Above 50
	3
	4.1%

	Department
	
	

	Internal Audit
	22
	29.7%

	Compliance
	16
	21.6%

	Finance
	20
	27.0%

	Operations
	16
	21.6%


Source: Field Survey, 2025

Interpretation: Majority of the respondents fall within the audit-related departments, ensuring relevant and informed feedback on the internal audit process.
4.3 Presentation and Analysis of Data to Research Questions
Respondents were asked to indicate their level of agreement on several internal audit variables using a 5-point Likert scale (Strongly Agree to Strongly Disagree).

Table 4.2: Responses on Internal Audit Independence (IA)
	Statement
	SA
	A
	N
	D
	SD
	Mean

	Internal auditors in KW-IRS are independent from management
	20
	30
	10
	8
	6
	3.59

	Internal auditors report directly to the audit committee
	18
	26
	12
	10
	8
	3.43


Source: Field Survey, 2025

Interpretation: The mean scores show moderate agreement that internal auditors are independent, suggesting a foundation for effective fraud prevention.

Table 4.2: Responses on Internal Controls (IC)
	Statement
	SA
	A
	N
	D
	SD
	Mean

	KW-IRS has strong internal controls in place
	22
	31
	12
	5
	4
	3.74

	Internal controls are regularly reviewed and updated
	19
	27
	15
	9
	4
	3.49


Source: Field Survey, 2025

Interpretation: Respondents agree that internal controls are present and functional, contributing to fraud prevention efforts.

4.4 Text of Hypothesis
To test the hypothesis and determine the relationship between internal audit and fraud prevention, Pearson correlation and Chi-square (χ²) tests were conducted using SPSS.

Hypothesis:
H₀: There is no significant relationship between internal audit and fraud prevention in KW-IRS.
H₁: There is a significant relationship between internal audit and fraud prevention in KW-IRS.

Pearson Correlation Result
	Variables
	FP (Fraud Prevention)

	Internal Audit (IA)
	0.712

	Internal Controls (IC)
	0.688

	Audit Reporting (AR)
	0.641

	Management Support (MS)
	0.703


Significance Level (p-value): All correlations are significant at p < 0.01
Interpretation: There is a strong and statistically significant positive relationship between internal audit variables and fraud prevention. The highest correlation is between internal audit independence and fraud prevention (r = 0.712), suggesting that auditor autonomy is key to reducing fraud.

Chi-square (χ²) Test Result
Tested Statement:
“Internal audit activities have significantly reduced the occurrence of fraud in KW-IRS.”
· Calculated χ² = 19.76

· Degrees of freedom = 4

· Critical value at p = 0.05 = 9.49

Decision Rule: Since the calculated χ² (19.76) > critical value (9.49), we reject the null hypothesis.

Decision
Both the Pearson correlation and Chi-square test show that there is a statistically significant relationship between internal audit and fraud prevention in KW-IRS. Hence, the null hypothesis is rejected, and the alternative hypothesis is accepted.

4.5 Summary of Findings
Internal audit independence, internal controls, quality of audit reporting, and management support are all significantly related to fraud prevention. Respondents generally perceive that internal audit functions at KW-IRS are effective in curbing fraudulent activities. There is evidence of strong internal controls and structured audit procedures that contribute to fraud risk management.

CHAPTER FIVE

5.0 SUMMARY, CONCLUSION, AND RECOMMENDATIONS
5.1 Summary
This study investigated the impact of internal audit on fraud prevention in the Kwara State Internal Revenue Service (KW-IRS). The objectives were to assess the effectiveness of internal audit functions, including auditor independence, internal control systems, audit reporting quality, and management support, in curbing fraud within the organization.

A descriptive survey design was used to collect data from 74 staff members across relevant departments in KW-IRS. Data were analyzed using both descriptive statistics and inferential tests such as Pearson correlation and Chi-square. The findings showed a strong positive relationship between internal audit activities and fraud prevention, indicating that effective internal auditing significantly reduces fraud in KW-IRS.

5.2 Conclusion
Based on the findings, it can be concluded that the internal audit function is a critical tool in fraud prevention within KW-IRS. Auditor independence, robust internal controls, timely and accurate audit reporting, and strong management support positively influence the organization's ability to detect and prevent fraudulent activities. However, certain challenges such as limited resources and occasional political interference may undermine the audit function's full potential.

Thus, strengthening the internal audit department and ensuring its autonomy will enhance KW-IRS’s capacity to manage fraud risks and promote transparency and accountability in revenue collection.

5.3 Recommendations
In light of the findings and conclusion, the following recommendations are proposed:

1. Enhance Auditor Independence: The management of KW-IRS should ensure that internal auditors operate independently without undue influence from other departments or external bodies to promote objective and unbiased audit outcomes.

2. Strengthen Internal Control Systems: Regular reviews and updates of internal control frameworks are essential. KW-IRS should invest in modernizing controls, including automation where possible, to reduce opportunities for fraud.

3. Improve Audit Reporting Processes: Audit findings should be communicated promptly to relevant stakeholders, and follow-up mechanisms should be established to ensure implementation of audit recommendations.

4. Increase Management Support: Management must provide adequate resources, training, and backing to the internal audit department to empower auditors to effectively execute their responsibilities.

5. Continuous Training and Capacity Building: Regular training programs should be instituted for internal audit staff to keep them updated on best practices, fraud detection techniques, and evolving audit standards.

6. Promote Transparency and Accountability: Encourage a culture of transparency within KW-IRS where ethical practices are rewarded, and fraudulent behavior is met with appropriate sanctions.
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