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CHAPTER ONE 

1.0 INTRODUCTION 

1.1
BACKGROUND OF THE STUDY 


Background of the study could be define as the whole system of controlling financial and otherwise established by the management of an organization in order to carry out the business of the enterprise in an orderly and efficient manner, its main objective is to ensure adherence to management police, safeguard it asset and to sure that record of the organization is complete and secured. 


According to the operational standard (guideline). Internal control is defined as the whole system of controls,, financial and otherwise, established  by the management in order and efficient manner, ensure adherence to management policies, safeguard the assets and secure as far as possible the completeness and accuracy of the records. 

Many people thinking o internal control as means of safeguarding cash and preventing theft, bribery and other types of fraud.

Although internal control is an important factor in protecting asset and preventing fraud, this is only a part of his role. Almost all business decision are based at least in part upon accounting data.

An auditor is define as a competent and impartial critic appointed to verify the financial and other accounting statement of organization, he must certify the verily of the organization concerned.


However, he is not concerned with the financial strength of the organization but his task to see that financial strength, as shown in the balance sheet is in fact the actual and the true value of the organization. 

The concept of internal control is also important that it affect all the asset of an organization and liabilities, the revenue and expenditure and every aspect of operation. 


The purpose of internal control is aid in the efficient operation of an organization. The system of internal control is aid in the efficient operation of an organization. Moreover, auditing form a most important branch of the accountancy profession once accounts have been prepared then may be checked in order to ensure that they don’t print a destructed picture such process of checking is called auditing. It is compulsory for all limited liability company to have their accounts audited. Therefore, auditing can be define as an independent examination of the expression of opinion financial statement of an enterprises by appointed auditor in purchase of that appointed and in compliance with any relevant stationary obligation. Lesher Herward in his book auditing is state that an audit may be described as an examination by an auditor and balance sheet of an organization have a true and fair vie of the summarized transaction for the period under review and of financial state of the organization at the end of data, this enabling the auditor to report there. However, auditing is significant tools needed in internal control system. 

1.2
STATEMENT OF THE PROBLEM 


The internal control system is a very important part of any organization. It helps to prevent fraud and any other irregularity within the management performance. The major problem in question therefore,  

i. Is to evaluate the effectiveness of internal control system in a management performance and the efficient of such to make sure that internal checks are conducted properly and adhered to by internal audit staff and management. 

ii. The internal control system in an organization stress as it strength and weakness. 

iii. Testing the efficiency of the internal control system gingered the researcher to make a study and establish if any. The fact that the existence of efficient Internal Audit Department (IDA) and system can alert inefficiency in a management performance. 
1.3
RESEARCH QUESTIONS

i.
Of what importance is the internal control system?

ii.
Who establishes the internal control system?

iii.
What is the duty of the statutory auditor in relation to internal control system?

iv. Does the internal control system improve organizational performance?
v. Is the internal audit department an element of internal control?
vi. Does internal control system aid the prevention and detection of errors and fraud in an organization?
vii. Is the audit committee a control element?
1.4
OBJECTIVES OF THE STUDY 


The several objectives of this project are to show the efficiency of internal control system to a business organization.

i. To examine critically the internal control system existing in Federal Inland Revenue Service
ii. To ascertain the elements of internal control in Federal Inland Revenue Service
iii. To examine the effect internal control system has on   Federal Inland Revenue Service managements’ performance.
iv. To identify the factors that weakens the internal control system of an organization management.
v. To investigate why internal controls fails to detect material misstatement thereby increasing the control risk to the auditors.

1.5
RESEARCH HYPOTHESIS

Hypotheses One 

Ho: 
Internal control system is not an effective control instrument on management performance

Hi: 
Internal control system is an effective control on instrument management performance

Hypothesis Two

Ho: 
Internal control system does not improve the effectiveness and efficiency of the management performance in an organization.

Hi: 
Internal control system improves the effectiveness and efficiency of the management performance in an organization.

Hypothesis Three 

Ho: 
Internal control system does not help in preventing and detecting errors, frauds and material misstatement

Hi:     Internal control system helps in preventing and detecting errors, frauds and material misstatement

1.6
SIGNIFICANCE OF THE STUDY 


This research work is important because it examines the internal control system of the organization and evaluates it with the overall performance of the company. But the end of this one should be able to identify its area of strength and weakness as the regards the management of the company and hence its internal control system with a view of enhancing the recommends performance of the company. 

1.7
SCOPE OF THE STUDY 


This research work covers some strategic areas such as effectiveness of internal control system of the management performance with particular attention on staffing knowledge skill, discipline and supervision. It also covers the roles of an auditor with respect to effectiveness of internal control system. Data collection is however limited to the accounting and internal audit department of Federal Inland Revenue Service alone, this is due to financial material and time constraints.

1.8
LIMITATION OF THE STUDY

In the course of this research work, the researcher encountered some problems among which are financial, intellectual as well as uncooperative attitudes of the respondents. However, all effort has been made to ensure these do not impact negatively on a thorough study.
1.9
OPERATONAL DEFINITION OF TERMS

The definition of terms and concepts of the study include the auditor, accounting, account system and the internal auditor. Auditor:
An auditor is a competent and impartial critic appointed to verify a financial statement and to certify that the statement exhibit a true and fair view of the statement of affairs of the organization concerned. An auditor is usually an accountant under another title if they are appointed outside the organization they are regarded as external auditor. In the case of a limited liability company, they are appointed by shareholder for the interest protection. However, they contrast the internal auditor which is appointed by the management of the company to ensure an effective and efficient maintenance of the company. Internal control system in term of production and administration of this company. 
Accounting: Is the act of recording classifying, summarizing and communication the result there off. 


According to American Accounting Association (AAA) 1996, accounting is the process of identifying, measuring and communication the economic information to permit the financial judgment and decision by the user of the information (the company internal control system information).  

Accounting System: This is a set of element goals, policies, accounting principles equipment, personnel, input and output and control that can jointly perform accounting function. Accounting system deliver precise information prepared in a know way about revenues expenses, asset, liabilities and profits.  The accounting system include manual mechanized and computerized system of installation and an accountant will choose the method which will suite the organization by considering the nature the type and the environment which it belongs. 
Internal Auditor: These are independent appraisal of activities within the organization for the review of operation as a service to management is an element of the management of an enterprise to examine, evaluate and report on accounting and other voluntary or in certain operation. Its existence could be done to statutory requirement.
Internal Audit:  A review of the organization of a business which may be in many respects similar to a statutory audit but which is carried out by employees of the business who are responsible only to management.

Materiality: An item will be considered to be material in the context of the financial statement if its omission, misstatement or non-disclosure is significant enough to affect the message passed by such financial statement.

CHAPTER TWO

2.0
LITERATURE REVIEW 

2.1
CONCEPTUAL FRAMEWORK


Very large organization like manufacturing institution and some smaller once have found therefore an internal audit. In addition to an external audit, thus many organization or institutions have an internal audit department. The personal of this department are employees of the firm and their work is directed by the management and this implies that they work exclusively for the firm. However, an essential here is the internal auditor often have degree independence and may report directly to the bard or a least top management and they are considered as the eye bound in the firm. The nature scope and objective of internal audit to be carried out are usually inland speak out by the management and very widely. 

Wald (1999) define internal auditing as a review of operation and records sometimes continuous undertaken within a business by specially assigned staff with a view to seeing that the system of operation is adhered to that the internal control is as efficient as possible and economics consistent with efficient are applied for the business. 


The feature of internal auditing can be inferred from the definition given above therefore there is freedom for the internal auditor to report to the higher management or to an audit committee where exist and the audit personal should have no conflict of interest or any restriction placed upon their work by management. Internal audit has therefore evolved into an highly professional activity. The major role of internal auditing is defined by the organization but most internal audit action one included in the following broad definition by Mill Chap (2002). 

a. Operation audit: This is means an audit of a specific operation for example those carried out in one department. 

b. Functional audit: This means audit specific function in the organization such as wage operation or sales ordering. 

c. Organization audit: This means an audit of the organization setup the previous two types are concerned more procedure are carried on. 

d. Management auditing: This is really a discipline on its own object of the company as defined in the memorandum and lord into the efficiency with which they are securing the execution of those policies. 

e. Company audit: In the modern world many companies are part of group. An internal audit might then be concerned with one company within the group. 

f. Special or audit work: AN internal auditors is often considered as suitable person because of this relative independence and his training in investigation work to engage in special investigation or trouble showing assignment from the above definition and roles of internal auditing is very useful in any organization and it is also fast growing and important activity it help in checking document and authorities supporting payment, it also protect company in order to avoid fraud.

2.1.1
Meaning and Scope of Internal Control

Water (2004) said that internal control is a means by which management maintain control over the purchasing receiving, storing, and selling of merchandise. Story internal controls are need not only for purchases and sales transaction but for all other types of asset of a business all liabilities the revenue and expenses and every aspect of operations.


While Robin Waldro (2005) define is as reviewing and assessing the system by means of check list and questionnaires in order to see that the system is appropriate in the circumstance, also by carrying out procedural audit test on the system of internal audit control. 


Mill Champ (1996) said that internal control system is the whole system of control financial and otherwise established by the management in order to carry on the business of the enterprises in an orderly and efficient manner to ensure adherence to management policies, state guard the assets and secure as far as possible the completeness and accuracy of the management policies. This is also point to the fact internal control is widely used in organization. 

2.1.2
The Importance of Internal Control 



Auditors assess the adequacy of internal control for much purpose. 


They are as follow;

i. As a basic for reliance on internal control when designing and conducting audit test in conjunction with examination of the financial statement in accordance with GAAS. 

ii. Compliance with the FCPA 1977.

iii. Required communication to management of materials in internal accounting conrol. 

iv. Improving the effectiveness economy and efficiency of operation. 

v. The external auditors concentrate more on internal accounting controls for example the requirement to communicate materials weakness in internal accounting control to sector management and the board of directors is a professional requirement of the ALCPA under SAS No 20 required communication of material weakness in internal accounting control issued in August 1977 (Willey; 1982).


Rober (1984) also said that the entire business operators in accordance with management plan and policies. 

i. Protecting its resources against waste fraud and inefficiency.

ii. Ensuring accuracy and reliability in accounting and operating data. 

iii. Securing compliance with company policies and 

iv. Evaluating the level of performance in all division of the company. 

2.1.3
Types of Internal Control

The type of internal control can be categorized as an organization and enterprises should;

i. Have a plan of organization which should

ii. Define and allocate responsibilities every function should be in the charge of a specified person who might b called the responsible official. 


Thus, the keeping of petty cash should be entrusted to a particular person who is then responsible l(and hence an answerable) for that function. 

a. Segregation of Duties: The objective here is to ensure that no single person is responsible for recording and processing of a complete transaction. The involvement of several personnel reduces error and increase the element of mutual checking of work. The function of which a given transaction should be separated includes imitation authorization execution custody and recording and in case of computer based system. Development and daily operation for example.
b. Physical: These are concerned mainly with the custody of asset and invoice procedure and security measures designed to ensure that access of asset are limited to authorized person. This include both direct and indirect access via communication. These controls assure importance in the case of valuable, portable, exchangeable assets. Example are the looking of securities (i.e share certificate) in a safe with procedure for custody use key given to two or more people and use of to restrict access to particular computer file etc. 
c. Authorization and Approval: All transaction should be required the two things by an appropriate responsible person. 

The limit for this authority should be specified. An example is overdraft being approved by credit control department, all overtimes by Head Office stationery purchase by office manage up to a certain limit and higher purpose than this limit by the Chief Accountant. 

d. Arithmetic and Accounts: These are controls within the recording function which check that the transaction to be recorded are accurately processed such control include checking of total reconciliation control account and trial balance and accounting for document of the accounting independent f cash book officials shopped be making the banks recontamination and also an accountant independent of the sales ledger should prepare the sale ledger control account. 
e. Personnel: There should be procedure designed to ensure that personnel have capabilities commensurate with their responsibilities. Inevitably the proper functioning of any system depending on the competence and antiquity of the operations. 

The qualification, selection and training as well as innate personal characteristic of the personnel involved is important feature to be considered in sitting up any control system measures taken to do this include staff training.  

f. Supervision: All action by all level of staff should be supervised. The responsibilities for supervision should be laid down and communicate to the person being supervised. 
g. Management: The control exercised by management outside over and above day-to-day routine of the system is called the management control they include the overall supervisory controls exercised by management the review of management account and comparison thereof with budget and internal audit function and any other special view procedure. 

For example, if the senior management are aware of day-to-day activities of the form are seen so by the staff, glaring failure of control such as stock that excess stocking and unnecessary overtime will be apparent and staff will perform well management account should be designed to, summarize performance in full detail such that any abnormalities becomes apparent. 


Budgeting and variance analysis is another management tool use to prevent or at least detect a department from the management intend plan (Mill Champ 1986). 


Many authors have the same view. According to Mill Champ (1996) the types of internal control system include the following;

i. 
Management. 

ii.
Authorization and approval. 

iii.
Segregation of duties.

iv.
Arithmetic and accounts.

v.
Personnel. 

vi.
Physical and also 

vii.
Organization.    


However, types of internal control are important in the manufacturing institution because they keep the company well build in order to avoid fraud and errors in the financial statement. They also insure that the assets in the company are second due to good management in company. 


In conclusion types of internal control are useful in the company in order to have a true and fair view in the financial statement and to make the management and supervision to lay down and communicate to the other staff of the company to be supervised. 

2.1.4
The Feature of Internal Control Procedure 

According to Babatunde J.A (2001) describe the feature of internal control procedure as follows;

1. They assess record and evaluate the system of internal control system. 

2. They also carry compliance test to confirm the practicability of the system. 

3. They carry out substantive test to confirm the completeness accuracy and validity of transaction. 

4. They report the weakness to the management.


In some enterprises, the auditors may be unable to determine whether all transaction have been reflected in accounting records unless they affect internal control, he will have to investigate the various aspects of outlined. The documentation which many help the auditor to identify the internal control and on which the auditor may which to place the reliance may be of variance ands, but should satisfy the question as to; 

a. Whether control exist which meet specific overall objective. 

b. Whether these are control which prevents or detect particular specified error or omission. 

Where the evaluations indicate that there control which meet the object which then auditor has identified. Adapt he should designed and carryout compliance test, if he rely on which to rely on whenever the preliminary evaluation disclosers weakness where material error or omission could crises in the accounting record of the financial statement the auditors with need to design and carryout substantive test. 

2.1.5
Limitations of Internal Control 

Internal controls are essential feature of any organization that is run efficiently. However, it is important to realize (especially for an auditor) the internal control have inherent limitations which include;

i. A requirement that the cost of an internal control is not disproportionate to the potential loss which may result from its absence. 
ii. Internal control trend to be directed at routine transaction. The one of or unusual transaction tend not to be the subject of internal control.
iii. Potential human error caused by stress of work load, alcohol, carelessness, distraction, mistake of judgment cursedness and the misunderstanding of instructions. 
iv. The possibility of circumvention of controls either alone or through collusion with parties outside or inside the entity.
v. Abuse reasonability. 
vi. Management override of controls. 
vii. Fraud.
viii. Change in environment making control inadequate. 
ix. Human cleverness. However secure the computer code designed to prevent access; there is always some hacker who gets in SAS 300 required that auditor must always perform some substantive tests of material items as well as relying on internal control. The inherent imitation of internal control is the reason. Millichamp (1996). 


Moreover, the above limitations of internal control help to reduce fraud and errors in a financial statement and also keeping appropriate assets in the company. 


In conclusion, the limitation of internal control can be lead to a human error caused by stress of work, bad alcohol, carelessness, distraction and also mistake of judgment in the management performance. They also protect fraud and error in the financial statement to show true and fair view also change in environment making control inadequate in the manufacturing institution. 


The auditor generally needs to examine all four assessment criteria to arrive at an adequate judgment. John Willey and Sons (1982) says that depending on the transaction or area under review failure to satisfy anyone of the criteria (i.e. materiality, sensitivity, accessibility and cost effectiveness) may result in a less than fully adequate assessment. It is possible to be adequate in three categories and inadequate in the fourth.  


The impact of exposure is a matter, for auditor judgment after the auditor has collected evidence on internal control, the assessment procedure should be made in the following order;

i. 
Are there adequate control overt accessibility to data and assets? If not auditor may not able to rely on the system. 

ii.
Is there an apparent opportunity for material error? If so, auditor must assess how best to correct the errors or assess its report ability on magnitude to management or other interested part. 

iii.
All control adequate to prohibit improper processing of sensitive transaction? If not, auditor must conduct sufficient test to assure themselves. This may result in testing all the transaction in that sensitive area (e.g. corporate office loans). 

iv.
Is it cost effective to protect against the control weakness this is both a planning and defensive consideration because consideration (i.e. corporate controls costs may bbe justified derived), the lack of control may be justifiable. However, subjectively and judgmentally auditor must often evaluate the common sense decision made by those who determine the control costs effect i.e. the internal control effect.

2.1.6
Controls of Internal Control

This is a collective effect of varieties factor establishing enhancing system or control procedure and its ability to achieve specific objectives. As such it shows the overall attitude awareness and action of the important of control in the firm. 


It talsk about management philosophy and operating styles organization structure. The Board of Director, method of internal auditing personnel policies and practices and various external influences that affect the firm such are examination by bank regulatory agency.


The control environment may take the form of a manual suitability clarified by flow charts. It should specify various duties and responsibilities of both management and staff, starting what power of authorization resides in various members. This last point is important as in the event of staff absence or otherwise the correct flow of work and internal control system could be vitiated by wrongful, implementation of procedure by staff either innocently or willfully control environment help the auditor to understand the attitude, awareness and action of the management as discussed earlier. 


In obtaining and understanding of the organization structure, the auditor should be inquire about the forms organized inspect should inquire pertaining to organization structure as thus help to emphasis the important management places on an effective organizational structure.  


To obtain an understanding of management control methods used observe the application of management control methods and inspect document pertaining to this method (Mill Champ 1996). 

2.2
THEORETICAL FRAMEWORK

2.2.1.
 Internal Control System Theory
The Internal Control System refers to an organized amalgamation of functions and procedures, within a complete system of controls established by the management and whose purpose is the successful function of the business (Cheung, 1997). The Internal Control System is all the methods and procedures followed by the management in order to ensure, to a great extent, as much successful cooperation as possible with the director of the company, the insurance of the capital, the prevention and the detection of fraud, as well as the early preparation of all the useful financial information (Meigs, 1984 ; Papadatou, 2005). According to Cook and Wincle (1976), the Internal Control System resembles the human nervous system which is spread throughout the business carrying orders and reactions to and from the management. It is directly linked to the organizational structure and the general rules of the business (Cai, 1997). 

The term was adopted by the Anglo-Saxons (“Internal Auditing”) and refers to the unit of Internal Control which aims at the evaluation of the sufficient functioning of the Internal Control System, that is the secondary functions (Controls) and suggests that there is room for improvements in cases where weaknesses are being discovered (Financial Postman magazine, 2004). 

What is indicative of the importance of Internal Control is the sum of the definitions that have been given for this term. 

According to the AICPA, (1963) a system of internal control extends beyond those matters which relate directly to the functions of accounting and the financial statements. In addition, based on the ASOBAC (Committee on Basic Auditing Concepts, 1973), internal control is a systematic procedure which will lead to evaluate the degree of correlation between those established criteria and the real results of the business. 

Internal Control, as defined from the APC (Auditing Practices Committee, 1980), is an independent examination and certification from an inspector appointed by the business to control the finances according to the legal framework established each time. 

Furthermore, according to Miller and Bailley (1989), internal control is a systematic review and a subjective investigation of one element and encompasses the verification of the specific information as these are determined from the general practice. 

The internal control helps the company to achieve its goals using a systematic approach of assessing the effectiveness of handling dangers (IIA, 1999).

Internal control, as defined from the Hellenic Institute of Internal Auditors (Η.Ι.Ι.Α., 2004) is an independent, objective, adequately designed and organized procedure, which through the technical and the scientific approaches, assess how adequately the system of internal control functions. From the above definitions, it is clear that the internal control is not just an one-sided tool for controlling the order and rightness of certain situations, but it is a method of detecting the value added up to a company, achieving the index of effectiveness and profitability of the company (Nagy and Cenker, 2002) (Goodwin, 2004). Besides, the purpose of this control is the intentional, the programmed and focused effect of the company on the current situation, so as this situation to be reformed in the future and become the one that ought to exist (Mcnamee and Mcnamee, 1995). The deviation between the already achieved and the programmed situation can also become possible through controlling the parameter of correct handling of danger situations. 

Βounton and KellerWalter (1996) claimed that the objective purpose of Internal Control is, on the one hand, the allowance of specific and high level of services offered towards the management, and on the other hand, the allowance of assistance towards the members of the organization for the most effective practicing of their duties. The Internal Control Systems are being implemented in businesses as tools that add up value to the company. In this way, we can achieve a systematic approach towards the most effective operation of the organization, as a unity (Schleifer and Greenwalt, 1996). 


Finally, as mentioned by the COSO report (Committee of Sponsoring Organizations of the Treadway Commission, 1992), Internal control is defined as a procedure which offers fundamental security to the business concerning the credibility of financial affairs. The report defines internal control and describes a framework for internal control. But the difference of this report is that it also provides criteria for the management to utilize so as to evaluate controls. (Aldridge and Colbert, 1994)

2.2.2
Agency Theory 

Agency theory: risk sharing is the basis of agency theory which extends the concept of risk sharing by linking it to agency issues that occurs when interested parties have different goals and different job descriptions. In addition to risk agency theory is developed based on economic information and the separation of the perpetrators of the two parties namely principals and agents, where the owner acts as the bearer of risk and manager as the executor of decision making functions.


Agency theory relates with two problems that can occur to agency relationships. The first problem is when there is a conflict of interest or purpose between the principal and the agents as well as the high cost required to verify what the agents does. The problems that arises is the principal cannot ensure that the agent believes I accordance with the wishes of the principal. The second problem that arises is the problem of risk sharing that arises when principal and agents have different actions because of differences is risk preferences. When viewed from the point d the ownership then identifying individual rights, cost and rewards will be allocated to the parties within an organization and spelled out in the contract while from the cost of agency cost, many problems with respect to the limitations of corporate theory can be viewed as a special case of agency relationship.


The agency relationship is tied into a contract where one or more people who act as principals are hiring another person who act as agent to perform some task for the principal’s interest. Implementation of this task requires the delegation of some decision making authority to the agent.

2.3
EMPIRICAL REVIEW 

2.3.1
Shafawaty Mohamad Shabri1 (2017). Evaluate on The Effects of Internal Control Systems on Cooperative’s Profitability. 
The study investigates the effect of internal control systems on cooperative profitability. Internal control is described by Committee of Sponsoring Organizations of the Treadway Commission (COSO) Framework, which is limited to Control Environment, Risk Assessment, Control Activities, Information and Communication, and Monitoring. This study was conducted using a qualitative approach, where a case study method was applied. Data were collected through interview sessions and documentary evidences. From the findings of study, it was concluded that the internal control systems applied in Koperasi ABC Berhad can be considered effective and satisfactory. This was based on the implementation of all components of internal control systems, as described by the COSO Framework within the cooperative. However, financial losses occurred in the cooperative, caused by inefficient cost control and not due to weak internal controls. Profitability can be improved with a new development plan as well as implementation of effective internal control systems within the cooperative. Good or strong internal control systems would have an effect on the cooperative’s profitability as well as help the stability and growth of the cooperative movement in Malaysia.

2.3.2
Faith Nyaboke (2013) on “effect of internal control systems on financial performance of an organization” discussed that most organization are report misappropriation of funds. This has resulted to negate effect on organization performance forcing the management to seek for control measure through internal control `systems. The study aims to establish the effect of internal control systems on financial performance of an organization. The target population of the study was 10 different enterprises. The study recommended that risk management should be led at individual organization and over the wide range of exercises and auxiliaries of solidified association. The study concluded that management attitude should be commited to ethical business practices and follow the established control procedures. Internal control out to be all the time surveys in the parts of their organization and embed external controls that will reinforce the organization and improve profits.  
CHAPTER THREE
RESEARCH METHODOLOGY

3.1
RESEARCH DESIGN 


This research is designed in a way to collect information to the study topic “Assessment of Financial Control in Public Sector as a Measure for Pervert Fraud and Fund Misuse using Federal Inland Revenue Service” as the case study. The information collected through the use of questionnaire and personal interview are then used in comparison with the hypothesis raised in chapter four of the project. The categories of the staff covered include; senior accountant, production manager (quality control the workshop manager and others).  

3.2
SOURCE OF DATA 

Data are facts and figures collected for the purpose of this research and were collected through two sources primary sources and secondary sources. 

PRIMARY SOURCES

Primary data are data that are in their original form. Uzoagulu (1998) sees primary sources of data as a source that contains the data originally assembled by the person who actually observed the phenomenon.

SECONDARY SOURCES

Secondary data are data that have already been used for another study. They were not assembled originally by the current researcher. Secondary sources of data are a source that contains data that have been assembled by another researcher. Sources of secondary data are text works, journals, newspapers, magazines and the internet web.

3.3
POPULATION OF THE STUDY

According to Unamka and Ewurum (2005). Population is the units that posses the characteristic being studied. Simply put, study population is the sum of the units of analysis this research work focuses on the entire or all the recognized staff and customers of Federal Inland Revenue Service. The population contains 100 peoples. 

3.4
SAMPLE SIZE AND SAMPLING TECHNIQUES




Sample is a fraction or segment of the total population whose characteristics is used to represent the entire population sampling idea arises because of the difficulty in studying the entire population. In view of this, the sampling method to be used in this study is the simple random method. This will be done by picking randomly among the management in the distribution of questionnaire and oral interview. The sample size of this study is determined using Yamane Yaro’s formula;

n = 
    N      .

1+N(e)2

Where;

n = Sample size

N = The finite population (100)

e = Level of significance (or limit of tolerable error)

I = Unity (i.e. a constant)

Taking the maximum accepted margin of error of 5% (0.05) and population

size of 100.

n = 
         100          .

1+ [100(0.05)2]

         100           .

1+ (100 x 0.0025)

100

1.25     = 80
3.5
RESEARCH INSTRUMENT

The researcher employed various tools which include the following interview, observation and questionnaire in the course of collecting data from the management of Federal Inland Revenue Service.

Questionnaire

Questionnaire consist of list of sequencly arranged list of questions sent through the post or delivered by hand.


Questions ere drawn to cover a wide area in purchasing and also some aspects of management process. In designing the questionnaire, the researcher carefully reviewed the main problems of the study to make sure that he knows, precisely what questions to be asked, the number of questions to be asked.


Both structured and unstructured questions were asked in simple and clear language for the purpose of comprehension.

Interview

Personal interview is one the most usual methods of collecting data in social surveys.


An oral interview is a method of collecting data from people through a face to face, between the respondents and researcher, both structure and unstructured interview methods were adopted this method of data collecting enable the researcher interacts directly with personnel of the case study concerned.

3.6
METHOD OF DATA ANALYSIS






The different questions in the questionnaire will be presented in tables with a view to determining the number of “yes” and “No” responses. The response will be then analyzed and tested for homogeneity using the chi-square test where possible. Also simple percentages and Z test for relevant of proportion will be used to analyze data.

Where the response proves to be homogenous, the proportion of “yes” and “No” responses will be tested for relevance using the formula for test of hypothesis for sample proportion.

Z = Ps-P

      Ops

Where Ops = the sample proportion of percentages calculated as

Number of successes in sample

Sample size

P = Population proportion.

3.7
MODEL SPECIFICATION 







To conduct the investigation that examines the Effect of internal control system on management performace. The model for this study takes the following form: 

Y= β0 +βX1+μ 
Where, 

y= Management Performance (Dependent variables) 

x= Internal control (Independent variables) 

β= Coefficient 

μ= Error Term 

CHAPTER FOUR

DATA PRESENTATION, ANALYSIS AND INTERPRETATION

4.1
INTRODUCTION

This chapter analysis and interprets the data used so far in complying this project report. It then test the effectiveness of the data in helping to get the desire result stated. It will therefore deal with the study such as sex, age, education and background and working experience of the respondents. Two methods are used in data analysis which are described and quantitative. The description aspect involved some explanation on the data presented in part A of the questionnaire while the chi-square method is used for the quantitative analysis of the part B.

4.2
DEMOGRAPHIC CHARACTERISTCS OF RESPONDENTS


Question 1 in part A of the questionnaire was designed to evaluate the number of sex that responds to the question. 

SECTION A

Table 1: Sex of Respondents 

	Sex 
	No of Respondents 
	Percentage (%)

	Male 
	60
	75

	Female
	20
	25

	Total 
	80
	100


Sources: Research Survey, 2025

It can be seen from the above table that the male has highest population of 75% of 60 respondent this means that there is a likelihood to be an efficient and effective staff since they will always put in one best to achieve the tax. 

Table 2: Age of Respondents 

	Age 
	No of Respondents 
	Percentage (%)

	20-30 years  
	20
	25

	30-40
	30
	37.5

	Above 40 years 
	30
	37.5

	Total 
	80
	100


Sources: Research Survey, 2025

It should be noted from table 2, that 20-30 years are of 25% of the respondent while the remaining 75% were been share equally between the other to grade which are the 30-40years grade and 40 years and above have the highest frequency. The highest turnover will affect effectiveness of the internal control system because new staffs have to under growth training in order not to affect the operation of internal control procedure. 


In conclusion however, the labour turnover of the internal audit department is high and therefore aids of new employees.

Table 3: Qualification of Respondents 

	Qualification 
	No of Respondents 
	Percentage (%)

	SSCE/OND
	5
	6.25

	HND/BSC
	45
	56.25

	Professional Qualification 
	30
	37.5

	Total 
	80
	100


Sources: Research Survey, 2025

From the table above it can be inferred that the majority of respondent possess their first degree (56.25%) while 37.5% of them acquired other professional qualifications while the remaining 7% acquired SSCE/OND. It is therefore clear that objective facts will be obtained since they are educated and will have more knowledge about the topic. 

Table 4: Working Experience 

	Working Experience 
	No of Respondents 
	Percentage (%)

	Under 10 year 
	10
	12.5

	10-20 years 
	30
	37.5

	30 years 
	20
	25

	40 years 
	20
	25

	Total 
	80
	100


Sources: Research Survey, 2025

From the above there are more experience staff who have worked with the organization for the least of the respondent are of under 10years in service with just 12.5%
SECTION B

Table 5: How out table is the organization chart in enhancing effectiveness in the internal audit department?

	Details
	No of Respondents 
	Percentage (%)

	Poor
	3
	3.75

	Fair
	9
	11.25

	Good
	15
	18.75

	Very Good
	40
	50

	Excellent
	12
	15

	Cannot
	1
	1.25

	Total 
	80
	100


Sources: Research Survey, 2025

The table above shows that with a highest percentage of 34, very good, one can say that the organization chart is suitable at enhancing effectiveness in the internal audit department. Also with 26% responding to the above question as therefore be summarized that organization chart is a good tool in internal audit department. 

Table 6: 

Questions 1: Is your staff strength very effective?

	Options
	No of Respondents 
	Percentage (%)

	Yes 
	60
	75

	No 
	20
	25

	Total 
	30
	100


Sources: Research Survey, 2025

From the above table, it shows that the staff strength is very effective with a percentage of 75% of respondents that said yes while 25% only disagree. 

Table 7: 

Questions 2: Has the result of internal audit in achieving effectiveness of internal control system been very tremendous? 

	Options
	No of Respondents 
	Percentage (%)

	Yes 
	50
	62.5

	No 
	30
	37.5

	Total 
	80
	100


Sources: Research Survey, 2025

With the highest percentage of 62.5% of respondents to the above questions, means that an internal audit is an effective tool in internal control system of any management performance while 37.5% are not in constant when this view. 

Table 8: 

Questions 3: Do staffs need to be highly skilled and qualified before he/she can carry out an audit task?

	Options
	No of Respondents 
	Percentage (%)

	Yes 
	50
	62.5

	No 
	30
	37.5

	Total 
	80
	100


Sources: Research Survey, 2025

Influence from the above shows that with a response of 62.5% yes, it shows that there is need for staff to be very skilled, educated and enlightened in order to carry out audit task. This is to enhance efficiency and objectivity in the assessment of firm or organization objectives, though a percentage of 37.5 says no. 

Table 9: 

Questions 4: Is there any interpersonal relationship between the internal audit department and other department?

	Options
	No of Respondents 
	Percentage (%)

	Yes 
	70
	87.5

	No 
	10
	12.5

	Total 
	80
	100


Sources: Research Survey, 2025

The above table shows that there is a direct relationship that internal audit department. This is to say that there is need for effective internal audit department since this affects influence on improve the performance of other department. 

Table 10: 

Questions 5: Is the delegation of duties in internal audit department adequate?

	Options
	No of Respondents 
	Percentage (%)

	Yes 
	70
	87.5

	No 
	10
	12.5

	Total 
	80
	100


Sources: Research Survey, 2025

From the above, it is clear that, the delegation of duties in internal audit department is adequate i.e. with a percentage of 87.5 if this is effectively applied, especially in all establishment, the overall goal of such organization will be achieved, since much more that should have been reserved for top management are delegated to the middle level management. This encourages efficiency and greater opportunity for division of labour. 

4.3
STATISTCAL RESULT


This research work statistically shows that effective internal control system enhances the performance of the management. Based on the data gathered and analyzed in this chapter, it clearly indicated that the performance of the management is critically based on the effective internal control employed by the organization.
4.4
TEST OF HYPOTHESIS


The hypotheses tested are the alternative hypothesis (H1) and they are as follows:

i.
Internal control system is an effective control instrument on management performance

ii.
Internal control system improves the effectiveness and efficiency of the management performance in an organization.

iii.
Internal control system helps in preventing and detecting errors, frauds and material misstatement.

Hypothesis One: Internal control system is an effective control instrument on management performance

Calculation


The hypotheses were tested and calculated with the use of chi-square method. 

X2 = ∑(Fo - Fe)2

     Fe

Where Fo = observed frequency


Fe = expected frequency


∑= is take over all the categories

Computation table 

	Alternative
	Fo
	Fe
	Fo-Fe
	(Fo-Fe)2
	(Fo-Fe)2/Fe

	Yes
	50
	40
	10
	100
	2.5

	No
	30
	40
	-10
	100
	2.5

	Total
	80
	
	
	
	5


X2 = 5.
Decision Rules: 


The computed values X2 = 5 is greater than the critical value 0.05, level signification is 3.84, therefore we rejected the null hypothesis (Ho) and accept the Hi (alternate hypothesis) that internal control system is an effective control instrument on management performance

Hypothesis Two: Internal control system improves the effectiveness and efficiency of the management performance in an organization.

Calculation


The hypotheses were tested and calculated with the use of chi-square method. 

X2 = ∑(Fo - Fe)2

     Fe

Where Fo = observed frequency


Fe = expected frequency


∑= is take over all the categories

Computation table

	Alternative
	Fo
	Fe
	Fo-Fe
	(Fo-Fe)2
	(Fo-Fe)2/Fe

	Yes
	55
	40
	15
	225
	5.625

	No
	25
	40
	-15
	225
	5.625

	Total
	80
	
	
	
	11.25


X2 = 11.25
Decision Rule:
The computed value X2 = 11.25 is less than critical level therefore we reject null hypothesis (H0) and accept the alternative hypothesis (H1) which states that internal control system improves the effectiveness and efficiency of the management performance in an organization.

Hypothesis Three: Internal control system helps in preventing and detecting errors, frauds and material misstatement
Calculation


The hypotheses were tested and calculated with the use of chi-square method. 

X2 = ∑(Fo - Fe)2

     Fe

Where Fo = observed frequency


Fe = expected frequency


∑= is take over all the categories

Computation table 

	Alternative
	Fo
	Fe
	Fo-Fe
	(Fo-Fe)2
	(Fo-Fe)2/Fe

	Yes
	45
	40
	5
	25
	0.625

	No
	35
	40
	-5
	25
	0.625

	Total
	18
	
	
	
	1.25


X2 = 1.25
Decision Rules: 

The computed values X2 = 1.25 is greater than the critical value 0.05 level signification is 3.84, therefore we rejected the null hypothesis (Ho) and accept the Hi (alternate hypothesis) that internal control system helps in preventing and detecting errors, frauds and material misstatement.

4.5
SUMMARY OF FINDINGS
Internal   controls   affect   the performance of management in Using   control environment,  risk  assessment,  monitoring  and  evaluation  and  control  activities  as  the measures  of  internal  control  systems  the  researcher  established  a  relationship  between internal control system and performance of management. Internal control is a process driven by the company managers with the aim of achieving the  set  objectives  in  operational  objectives,  efficiency,  authentic  reporting,  and  working within the laid rules and regulations Dull and Gelinas (2010)
CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1
SUMMARY OF FINDINGS 


The cum of this study was to highlight the importance of the internal control system in manufacturing industries using Federal Inland Revenue Service as a case study.


The relevance of internal auditing of manufacturing institution cannot be over emphasized and accountable and if adequate and effective internal auditing provided in our manufacturing institution the bettered economy of the country will definitely improve. 


The role of internal auditor cannot be underestimated therefore they should have qualities such as independence honest and a wide knowledge of the theory and practice of accounting in Nigeria. 


All forms of business whether small or large would find the establishment of an internal control system in its organization necessary sooner or later especially if its events keep on developing at a steady rate. The internal control system should therefore be studied and evaluated as part of the audit examination. It is reasonable to assure that this evaluation would be affected positively by the institution. This point is further strengthening in the analysis of the data collected from the case study; Federal Inland Revenue Service. 

5.2
CONCLUSION


An internal control is a relatively new field and is important to Federal Inland Revenue Service management and public account (i.e. auditors) hence, there is need to evaluate it constantly to determine its effectiveness. 


It is seen that the internal control system of Federal Inland Revenue Service is string but it has the following weakness which the management should pay attention to; 

1. Relationship of the internal audit department staffs was not very good but could be improved upon. 
2.  Discussion on conclusion reached and recommendation with appropriate management level is good but can be improved. 
3. Some of the respondent of the internal audit did not want to divide information required in the questionnaire and so proper orientation should be given to them to corporate with the researchers as this will enhance machinery department.  

5.3
RECOMMENDATIONS 


This work basically highlighted in manufacturing institution. The researcher is therefore in a position to make recommendations. In a view of this, the following recommendations are made.

1. Federal Inland Revenue Service should create a service band so that no one goes in further studies (especially overseas) except after certain years of service in the Cadbury company and this should be of condition service.  

2. The Federal Inland Revenue Service should try and improve their service training and encourage the staffs to go and study professional bodies examination such as ICAN, ACCA.

3. Supervision of all aspect of the Federal Inland Revenue Service should be improved upon. 

4. All acts of chief inspector subordinates contrary to the ethics of their profession (auditing) should attract serious disciplinary action. 


By select samples of all principles types of traction and tracing them through the system. However, AJCP (Accounting Certificate Public Account, 2007) audit guide break internal control into two categories.


They are;

i. 
Application control. 

ii.
General control.

i.
Application control includes input, processing and output control been multilevel, that is applied in both the use of manual and EDP phases of process. 

ii.
General control also known as organization and operational control system development and documentation control hardware and system software control access and data procedure control. 
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