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Abstract

This study investigated the relationship between internal control and organizational
performance of selected deposit money banks in Nigeria with specific objectives to
determine the impact of risk assessment on the performance of DMBs in Nigeria;
evaluate the relationship between monitoring activities and performance of DMBs in
Nigeria; and establish the impact of control activities on the performance of DMBs in
Nigeria. It is expected that effective internal control mechanisms in any organization
assist to improve the achievement of organization’s goals and objectives. As it is yet
to be determined whether or not the internal control mechanism has a major impact on
performance of DMBs in Nigeria, this study was prompted by the fact that &?e
still numerous unresolved issues in Nigeria's DMBs' internal control
Primary data was collected using questionnaires administered to top 1
and other employees of 11 banks using a purposive rando
respondents out of which 97 responses were collected. The data were\analyzed using
descriptive statistics, correlation analysis, exploratory facto@i& and regression
VEES]

with aid of Statistical Package for Social Sciences (SPSS n 26. The result of
the analysis shows that risk assessment, monitoring ies' and control activities
each have a positive and significant impact on ﬁr@ on financial and overall
organizational performance DMBs in Nigeria. Ba the research findings it can
be concluded that internal control mechanism js ificant predictor of organization
performance and that effective internal contfol ms must incorporate the effects of
risk assessment, monitoring and c r‘Ractivities to enhance organizational
performance of DMBs. The study % re recommended that internal control
systems especially risk assessm toring activities and control activities are
significant areas and manage MBs in Nigeria should give great attention to
them in order to improve or: g@'onal performance.

performance, No
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Chapter One

Introduction
1.1 Background to the Study

Deposit money banks occupy a central position within the nation’s financial system
and are essential agents in the development process of the economy. Just like every

other organizations, they are setup with the primary aim of making profits, th@s@,

profitability and/or customer satisfaction are generally used to e¢Vvaldate: their
performance. Lots of interest are being generated as a result of tl@ral changes

taking place in the banking sector, with regards to how effec@hé internal control
system in the sector due to the key role it play(é/@_\ring achievement of
organization’s goals. ®

To perform excellently, organizations %st itically examine how they treat
customers and all other stakeholder in%ir business and choose the best way to
continue meeting the needs o rucial stakeholders!. Due to this, organizations
must continuously im;&%(service systems through enhanced service quality,
asset accumulatio@e éeneration, and the maintenance of a flexible internal
control syste&tgg@ integrated with the organization's operational activities. This is
most ¢ % when the internal control plans integrated into the organization's
% ecome an integral part of the organization's success in terms of continual

perférmance improvement as a component of the organization's competitive

advantage?.

A company's financial performance is measured by the return on its investment in
resources. The performance of banks is a good indicator of how effectively

management is allocating resources. Good financial and non-financial performance is



desired in any organization, and every effort is made to improve it over time. The
existence of every organization is dependent on how effectively and efficiently it
utilizes the resources it has at its disposal. Poor internal control of an organization's
processes has been implicated in the failure of some businesses in the past. Corporate
failures like Parmalat in Europe, Enron and WorldCom in the US, intercontinental
Bank and Afri Bank in Nigeria, and others similar cases around the wor%\

examples of corporate disasters. Effective internal control systems

subsequent evasion of internal controls by top management e @ of these
companies accounted for the corporate scandals. It's hard to fi ette example than
Enron's in the US. Prior to Enron's downfall in 2001, t ahy had only made a

little over $200 million in revenue. Meanwhile %s estimated to be worth

billions of dollars based on stock market 1 n On the other hand, Enron's

stock price rose as a result of dece@ inancial management and accounting

inflated its profitability over ous four years and owing its lenders around $6

techniques. By the ending of the g:&hﬁd been determined that the corporation had
1

billion. After the colla oyees lost their jobs, many investors lost their money

and even empl nsions were wiped out because the pension plan of the

comoratiou@invested in its own shares?.

The WorldCom case in the best example in America. Back in 2002, an unethical
2@%@ practice was confirmed by the telecommunication giant. Some of which include
hiding bad debt and backdating of contracts and costs underestimation. Additionally, Global
Crossing which is a communication service company was found guilty of inflating earnings.
Similar to the Enron case, the Global Crossing disaster resulted in a huge lost for investors and
the forgoing of the company’s employees’ retirement savings. Majority were surprised at the

fraud encountered by these companies being that these companies had external and internal



audit, and other important controlling systems in place. Yet none was able to uncover the real
circumstances of things till their bankrupt’. So, could there be that internal control has no

effect on the business operation?

Over the years there have been numerous crises and failures in the banking industry
globally. Bank failures are a major source of concern for governments and central
banks because of their systematic nature, which can exacerbate recessions a e
as a trigger for financial crises in the nations affected. Poor and ineffe rnal
control mechanisms have been linked to some of these bank disast \Q al control
issues have plagued the banking industry in the past and @e‘ to do so now,
allowing dishonest traders to wreak havoc on the eco en it came to money
laundering controls before 2013, some of Europe' 2Sﬁ’ﬁnanmal firms admitted to
having lapses and were fined $1.9billion DQQB S Senate as a result. This is
comparable to Ethiopia's banking ind »which has seen its share of bank collapses
and crises throughout the years%la of internal controls in Nigeria's banking
system has necessitated 1@\ reforms. Failures like those at Intercontinental
Bank Plc and AfriB c are all too typical. It is important for any organization's
internal control @ e applicable in respect to significant risks, and controls are
1ntegrated@ ily operations rather than being considered as a separate effort. In

ordei-to prevent fraud and errors, a successful internal control system must be able to

2%1n real time to changes in the business environment.

It is critical for any organization to have effective internal control mechanisms in
place. Internal controls are the processes designed and implemented by those in
charge of governance in the organization, management and other employees to
provide reasonable assurance about the achievement of the entity's objectives in terms

of financial reporting reliability, financial and non-financial performance, efficiency



and effectiveness of operations and compliance with applicable regulations and laws®.
Systematic internal control is critical to the success of any organization since it aids in
the fulfillment of financial performance objectives. Every organization must have a
strong internal control system in place, since if it fails, the entire organization will be
ruined. An organization's governance system and ability to assess and manage risk are
intertwined and depend on an effective internal control system. In respect to imp&rtailt

risks, internal accounting control systems are applicable to every organizaQ%m~ he

control is incorporated in the activities so that it is not treated as a @&tiviw is.
To prevent fraud and errors, an organization's internal accounti on\tr 1 system must
be flexible. The internal control system is usually a s g%q’t en instructions and
procedures that may be found in most organi t%‘, governance policies and
procedures. They may not be favorably recei the entire organization if these
guidelines/procedures are implemented.d@qvant hazards are understood clearly by
organization members and they ar. egkjp ormed on how to mitigate the risk, internal
controls work well. For thi , managerial systems operationalizing internal
controls should receiv&g@@neous information via formal and informal channels.
Key stakeholder, @anizations, such as financial information users, tend to be
informed 'og&t ¢ quality of procedures, policies, and arrangements taken by
manage %otect the assets and benefits of the organization against the misuse of
and encourage employees to follow approved rules. In order to achieve
strategic and operational goals such as performance, companies must deal with a lot
of ambiguity. Choosing which risks to take in order to meet their performance targets
would be challenging for them. Information produced by internal control systems is

critical to the success of an organization's decision-making process’. The execution of

necessary controls to attain the requisite profitability level can be aided by an



effective internal control system and adequate risk appraisal.

Banks play a critical role in every economy since they offer a wide range of services
to consumers and manage enormous amounts of money that are required in daily
operations. There can be no economic activity without a strong financial sector, hence
the need for a strong internal control system in banks cannot be overstated®. In order
to ensure a safe and sound banking system, an effective internal control sys@s
required. An effective internal control system can help ensure that ba %\Mﬁeir
strategic goals and objectives, and that the bank will be able to achi maintain
long-term stability while meeting long-term profitability tag& Effective system
helps banks comply with relevant laws, regulations, @hd internal processes
and rules and significantly reduces the chance of ﬁ% ated losses or damage to a
bank's reputation/image. Directors and senior %nent of the bank will be able to
protect their resources, assure syst@ create trustworthy financial reports,

improve financial performance, Qo ly with banking laws and regulations as a

result of this project. \<§3

An effective system @Qﬂ‘nal control in a company ensures that the goals of the
company are \%.I reating, increasing, and safeguarding the value of the
organiza '(@keholders is part of this process as well. An efficient internal control
syst%%helps to reduce the likelihood of significant errors and irregularities in
ba%yg activities and aids in the early detection of fraud, errors and irregularities in
banking operations!?. In addition to frauds or willful non-compliance with laws and
procedures, a good internal control system can uncover mistakes caused by negligent
employees, personal diversions, errors of judgment, or incorrect instructions. As a
result, in the banking industry, employees must be well-versed in the necessary

internal controls and implement them consistently if they are to improve performance.



Rotation of employees, division of labor and power levels are only a few examples of

the controls used to keep things under control'!.

To ensure effective internal control in the banking industry, each bank must have an
internal audit department. The internal audit department's responsibility is to ensure
that accounting systems provide a reliable and efficient means of recording and
reporting financial information/transactions, providing management with rﬁb\le

information, and safeguarding the company's resources against misapp%@ and

fraud'?. Internal control systems are one of the most effectiv% pendable

methods of identifying fraud in organizations. Without a oﬁk\é(ta(lt and effective
internal control system in place and being followed, zg'fz\k attons will face several
problems and hazards. If the scenario persists, it Wi ult'in disagreements about the

company's growth, a reduction in performanc terrible image, employee and

customer unhappiness, investor loss, i@uf{l , and lastly, problems that may require

government intervention's, Q
Internal control has been \@s a single idea during the last decade. Internal

control has recently l@ie\zved as a unified idea with the maximum effectiveness in
an organization.% sult, risk management is a critical component of an effective
internal ’\ system. Risk management is the process through which an
org % evaluates opportunities and threats and implements procedures for
& with hazards and maximizing the advantages of opportunities. The
sustainability of an organization's performance is contingent upon its ability to
integrate internal control and risk management with a broad set of strategic systems

that have a positive impact on performance'4. As a result, organizations must maintain

effective and relevant internal control systems in today's business contexts.

Environmental and business models have shifted substantially over the world, with a



greater reliance on outsourced service providers and shared services. Additionally,
there has been an increase in stakeholder expectations, a large increase in business
risks, and regulations and an increased reliance on technology, all of which have put
the pressure on businesses. The control environment is a collection of processes,
standards, and structures that serve as the foundation for internal control and its
system implementation throughout the organization. The executives; the bo&dsf

directors; and senior management are accountable for setting the ton@

op
regarding the extent and relevance of internal control, as well as tl% d norms
ab

for enforcing

of conduct inside the organization. Senior management is ac&t \1

expectations at all organizational levels!>. @
Therefore, this study investigates if internal cont@ganizational performance of

selected deposit money banks (DMBs) in I@
1.2 Statement of the Problem &

Banks are critical in every ec %because they store deposits from the general
public and provide a me n%‘yment for products and services, as well as funding
business expansio de e.lopment. Increasing attention has recently been focused
on internal nngg systems in many operational banks as a result of recent
techno %kthroughs, globalization of the economy, and examples of fraudulent
fi reporting. As expensive as it may be to put in place and maintain, internal
contfol systems have evolved with time. The most rapid change has been seen in the
commercial world. In addition to the complexity of business approaches, the growing
scale of business units has promoted the adoption of methods while boosting the

efficiency of the company, acting as a shield against errors and frauds’.

The establishment of a well-designed and dependable accounting system is essential



in any organization because it aids effective procedures, improves performance, and
identifies as well as prevents and detects fraud and errors. As a result, a successful
system of internal control is much more than just an instrument for preventing fraud
and dictating accounting mistakes, but also as a whole management strategy. Internal
control systems that worked incorporated the checks and balances put in place by
management® Internal control systems should not be sought as an end itself, byt as a
basis of ensuring that the organization’s goals are achieved’. Internal co S
that are both effective and efficient provide organizations confidence“i capacity
to complete a certain task'®. Another benefit is the preventio&&is\t kes and losses

due to the monitoring, enhancement, and compliance wi% nt procedures as well
e

as legal requirements and rules of organizational p@

Research shows that internal control has a maj pact on financial performance.

and financial reporting.

Also, the internal control system hasl&%@ﬂtive and significant association with

financial success'*. According to e<ﬁ,u\dfngs of the study, the current competitive

environment, the difﬁculties@{@ning resources and allocating them efficiently,

the tendency of invest%n. wners to be aware of management performance, the

increasing comp, d development of economic units, and the need to achieve
.

micro and &Q_

control in organizations. Every organization requires effective internal control

jectives have all led to the establishment of an effective internal

the organization's goals and missions in order to achieve performance
objectives, including profitability, customer happiness, and movement to eradicate

abnormality!4.,

Internal control systems include risk assessment, control environment, control
activities, and information and communication, all of which have a substantial impact

on financial performance®. However, according to the findings of the study, a



company's bad financial performance is due more to inadequate financial
management practices than flaws in internal control systems. Meanwhile, it was
explained that an organization's solid financial management procedures necessitate
the presence of robust internal control systems. It has been suggested that when
adequate internal control is in place, the company's performance level will rise above
the desired level’. As a result, the firm may not be able to reap the benefits of the
cost-benefit analysis because fraud is occasionally committed b)%%\
management who is supposed to put up an effective monitorin \%&n in the
organization*. There is a strong link between a bank's inte acco nting control
system and its overall performance. The research found \d( ' management must
improve their internal accounting control systems\@? ocus on internal checks,
internal audits, and test checks because h ve a major impact on bank
performance. Effective internal check conﬁrrnatlons at the bank have been

have robust internal control s in place for monitoring their activities.

shown in the study to boost ban @n ce. As a result, banks must make sure they

Furthermore, invest st have faith in a company's financial reporting if the

company w1she@ funds through the public securities markets. In order to meet

its ﬁnanci@b(ting responsibilities and improve the profitability of the organization,

manage s capacity to create and implement processes and safeguards over the
N

@

reporting to key stakeholders would be impossible for most organizations without

ing and financial reporting system was deemed to be critical!!. Financial

such strong controls. This is especially true for DMBs, which have various section
branches, operations, and processes. Despite the fact that no control system can
guarantee that financial reporting will never contain serious misstatements, effective

internal control over financial reporting can significantly minimize the risk of such



financial inaccuracies and misstatements in the financial statements of a firm®.
Organizations that want to improve performance must create an effective system of
internal control to help them meet their goals. Significant operating losses
experienced by various organizations may have been averted if these organizations
had an effective internal control system in place that allowed for early identification
and prevention of acts that result in loss and reduced the business's damages!!, The
worry should be with the specialists who operate and monitor the inte@ rol
system®, not with the system itself. Firms were advised to po 1 critical

departments and units with world-class personnel. This is mos %y\ to be ensured if

the selection and recruitment process is transparent and@é to the public. The
organization's departments and units should all ha\@w n

and qualified employees. Professionally tr% itors with a good reputation

t numbers of competent

should audit the company's financial infa@s’gn and other accounting processes.

It is necessary for organizations t@%‘ﬂp internal control systems in order to aid in
the achievement of their @c\ and operational goals, to boost organizational
compliance with fin ﬁ&rules and regulations, and to guard against asset losses!®.
To improve th@cy and reliability of financial reporting, effective internal
control is @'&al instrument for corporate governance. Controls of this type would
offe &tions with additional certainty that their profitability goals will be met.
I%Qacontrol systems in Nigerian banks were examined for their efficacy as a
treatment for distress, with the study focusing on internal control systems as a primary
instrument used by banks to prevent misuses of assets, misappropriation, and fraud

and error detection'?.

The absence of a culture of internal control makes it more likely for mistakes to go

undetected or for improprieties to develop, even if it doesn't guarantee success. The

10



Generally Accepted Accounting Principles (GAAP) are not followed in commercial
transactions as well (GAAPs). As a result, a company's assets are not properly
safeguarded, records are insufficient, and information is erroneous, resulting in
deceptive financial statements that cannot be trusted by the firm's stakeholders!!.
Meanwhile the absence or failure of critical control structures and activities, such as
segregation of duties, approvals, verification and reconciliation has been considered to
have played a crucial part in the enormous losses that have occu@\
S

he

companies'?.

It has been shown that a lack of adequate internal controls 1Qkapkmg sector has

the unintended consequence of weakening the 1ndustry o effectively provide
needed services while also encouraging fraudul 1es such as collusion, the
conversion of real and deliberate mlstakes int cial assets, and the embezzlement

of funds’.The growing interest in int@co trol systems and their ongoing nature

might be attributed to an investi the factors that contributed to large losses

suffered by numerous Afri 2@\ 19 This sector must therefore develop efficient
internal control in t@ exyday activities in order to achieve and strengthen their
purpose and goa@

Hence, @ driving force behind this research was a need to evaluate how

effi internal control mechanisms affect the performance of a sample of Nigeria's

anking industry.

&SZO. It should be possible to increase the level of organizational performance if
internal control systems exist to assist organizations in achieving their goals and
objectives, reducing the risk of loss, promoting efficiency, and ensuring the reliability
of financial statements and compliance with laws and regulations?!. Whether or not
Nigeria's DMBs can improve their performance will be a key topic to be answered at

the study's conclusion. In light of the foregoing and the noted issues, it appears that

11



the establishment and implementation of an effective internal control system are
essential for any deposit money bank. Due to this, it has yet to be determined whether
or not the internal control system has a major impact on performance. This research
was prompted by the fact that there are still numerous unresolved issues in Nigeria's

DMBs' internal control systems.

1.3 Aim and Objectives of the Study Q\

The aim of this study is to establish the relationship between intern trel and

organizational performance of selected deposit money banks in N%\To achieve
this, the specific objectives of the study are to: Q \
i.  determine the impact of risk assessment on the p %ﬂce of DMBs in Nigeria;

ii. evaluate the relationship between monitori

in Nigeria; and Q

iii. establish the impact of contr%ﬁ ities on the performance of DMBs in Nigeria.

1.4 Research Questions \%/Z
An effective syste Q&tﬁﬂ control in organizations is considered necessary in the
A8

current glob&

economic units and the challenges of obtaining and allocating scarce

ties and performance of DMBs

ogical and competitive environment, given the increasing

resc%s, as well as the tendency of key stakeholders to continue evaluating and
@ing management performance in terms of asset protection and achieving the

company's goals. Based on the identified research problems, the following research

questions are necessary:
i.  How does risk assessment affect the performance of listed Nigerian DMBs?

ii. How does performance and monitoring activities relate among the listed Nigerian

12



DMBs?

iii. What impact does control activities have on performance among Nigeria’s

DMBs?
1.5 Hypotheses of the Study

In order to confirm the link between internal control and performance of listed DMBs

in Nigeria, the following research hypotheses were developed.. The study @S
are stated in Null (H) forms. @/

Hol: Risk assessment has no significant impact on the peﬁ&ﬂ{c of DMBs in
Ho2: There is no significant relationship betw&&gﬂitoring activities and the

performance of DMBs in Nigeria. Q

Nigeria.

Ho3: There is no significant impact 0(&5%1 activities on the performance of DMBs

in Nigeria. . Q
1.6 Scope of the Study &

The scope of thi @is limited to the deposit money banks in Nigeria. Deposit
money banks“are ncial institutions that perform the function of accepting deposit
from t 1 public and giving loans for investments to earn profit in the form of

The study covers all the deposit money banks with international
authorization in Nigeria. According to the Central Bank of Nigeria report, the deposit
money banks with international authorization in Nigeria are Access Bank Plc, Fidelity
Bank Plc, First City Monument Bank Limited, First Bank of Nigeria Plc, Guaranty
Trust Bank Plc, Union Bank of Nigeria Plc, United Bank for Africa Plc, Zenith Bank

Plc, Stanbic IBTC, Polaris Bank, Eco Bank, and Sterling Bank.

13



1.7 Significance of the Study

The purpose of this research is to determine the association between internal control
systems and deposit money bank financial performance in Nigeria. The performance
of banks is critical to an economy's overall growth. As a result, this research will have
a significant impact on the development of the Nigerian economy, as it will highlight
the current state of internal control systems in Nigerian deposit money institutiws
well as the relationship between reporting and performance. This wi &%m the
development of recommendations that, if implemented, will be e@ useful to
companies. This study will aid bank executives in determinio@mpact of internal

control on performance and the repercussions of % 'r'np ct. Furthermore, the
n

findings of this study will assist managers in reduci d fraud within their firms

in order to boost shareholder confidence. %

Academics, students, and other intﬁ\iﬁxs parties will benefit from the research
because they will learn about_t pact of internal control on performance. In
addition, the study will opeY\ﬁsp eyes to the fact that manufacturing companies face
numerous internal Q%&l “issues that, if not addressed, could jeopardize the
organization's o% oal. In addition, the research will seek to add to the body of

knowle%c% ay be used by organizational employees to guard against fraud and

oth ngers within the company.

T@study would help other policymakers formulate policies linked to financial
performance and internal control system. A broad area of study for scholars to explore
is the effect of internal control on financial performance. As a result, this study would
aid researchers by expanding their research beyond the focus of the current study and
having an impact on the knowledge they already have. Internal control's effect on

financial performance will also aid practitioners like as tax practitioners, auditors,
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auditors, and others in boosting their credibility.
1.8 Limitations of the Study

This study would be investigating the relationship between internal control and
performance of DMBs in Nigeria, using a questionnaire to obtain the data from the
respondents. Bank operations require some level of confidentiality, some of the
respondents might not be willing to give the certain required informatio%o,
because of the high level of competition in the banking industry, son‘%o ation

might be of competitive or economic importance. Furthermﬁ% hen using
questionnaires, there is a chance that some questions \@\gnored or left

unanswered. (&
1.9 Operational Definition of Terms §

Control Activities: These are the ru rocedures, and processes in place to

guarantee that the management's orde ar followed correctly.

Control Environment: The@ beliefs, policies, behaviors, and management

styles that shape and tac mpany s day-to-day operations.

Current Ratio: ‘! he.ciirrent ratio is a calculation that compares current liabilities to

current as@hs a liquidity ratio that assesses a business's capacity to meet

sho@ igations.
S8\

it Money Bank: This is a type of financial institution that takes deposits and
provides individuals and small companies with basic financial products such as

certificates of deposit and savings accounts.

Internal Controls: Internal controls are procedures that organizations put in place to

uarantee that the organization's objectives, goals, and purpose are met.
g g J g purp
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Monitoring: Assessing the quality of the internal control structure over time.

Recapitalization: This is the process of altering a company's debt (leverage) and

equity financing balance without affecting the overall amount of capital.

Return on Asset: Return on assets is a measure of a company's profitability in
relation to its total assets. It's calculated by dividing profit after taxes by total asset

value..

Return on Equity: Return on equity is the amount of net incom @S as a

percentage of shareholder's equity.

\ .
Risk assessment: This involves assessing, identifying, and %zing the probability

of a loss occurring and the potential impact if the risk'\do€s wccur in achieving a target
objective. §
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Chapter Two
Literature Review

This chapter reviews the relevant literature for the study. It is subdivided into; the review of

relevant concepts, theoretical review and review of past studies. In addition, the chapter includes

the conceptual framework, model specification and the summary of gaps in literatu%\q

2.1 Conceptual Review %\%
\ .

This section reviews the relevant concepts of the study which \Qﬂée, concept of concept of

financial performance, internal control, and elements of inte 1.

2.1.1 Internal Control §

Internal control is a process that those in chaﬁ%&\govemance, management, and other staff design
and influence in order to provide %ble assurance about an entity's goals in terms of
operational efficiency and effect@ompliance with applicable laws and regulations, and
financial reporting reliabil® “includes everything from financial reporting to operational
proficiency and eff&%@to compliance with all applicable laws and regulations according to

the Committee @)
N

extensive.

soring Organizations (COSO) definition of internal control, which is
ovhelps to ensure that financial reporting information is reliable and that a business
complies%h laws and regulations. Internal control is derived from a series of procedures and rules,
which can be seen as a process that is never finished. Cost/benefit analysis based on judgment and
non-financial and financial activity considerations are part of the approach. Within organizations,

the COSO framework identifies five areas of internal control®?. These include: the control
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environment, the entity's risk assessment process, the information and communication system,

control activities, and monitoring

2.1.1.1 Objectives of Internal Control

The objectives of internal control are: efficiency and effectiveness; reliability of financial reports;

and compliance with applicable laws. %Q\
1. Efficiency and effectiveness of operations %\%

Efficiency involves the ability to maximize the use of available res s)\.&., making sure that the
resources utilized have a positive relationship with the ou oduced, while effectiveness
means meeting the specific goals specified and achi esired outcomes. Controls in the

context of an organization are aimed at maxi&hé company's objectives by encouraging
effective and efficient use of resources, es@ personnel®. Accurate information for internal
decision making is a critical aspect of th ontrols. Protecting assets and data plays a significant
role in ensuring efficacy and efﬁc\'%(/ he organization's physical assets can be misused, stolen,
or destroyed mistakenly if t‘@c ‘hot safeguarded by sufficient controls. same scenario holds for

non-physical assets ik@al documents (contracts that are confidential), account receivable,

and records (jo %a d general ledger). hence, internal controls are built to give organizations
=

the capaci@

Financial Reports Reliability

tematically carry out its operations in manners that are effective and efficient®.

Financial reports provide insight into the assets, liabilities, and equity of a company. Control
measures are required to ensure that financial reports contain and transmit accurate information to

aid users in making sound economic decisions?. International financial reporting standards (IFRS)

20



and generally accepted accounting principles (GAAP) are among the reporting requirements that

internal controls help to guarantee information is presented fairly.
2. Adherence with Applicable Regulations and laws

Many rules and regulations must be complied with by organizations both within and outside of the
jurisdictions in which they operate. For instance, money laundering restriction k)}lmemal
rules, income tax regulations, civil rights legislation, and so on may all dem& pliance by a
company. Compliance with applicable rules and regulations nece&te e use of internal

\
controls to identify and prevent noncompliance, which could ree}gkﬁnes and damages to the

company?. @
2.1.1.2 Internal Control Components ®

QA
An entity's risk assessment process, inform ti;\kd communication systems, control actions, and
monitoring of controls are all inclu %he COSO framework for internal control®. The five
internal control components us}\é/eglcorporated into management procedures across the entire
organization if an organi %t:) meet its objectives®. It was revealed in another study where a
model that integrat &@nation and communication technology was developed that judging the

efficacy of int ntrol is based on whether or not the six key control components described

by the c@- xist and are working®.
1. Control Environment

The management provision of a comfortable environment that impacts on the control
consciousness of its employees is known as control environment®. The components of control

environment include ethical values, competencies, and integrity of the people that makes up an
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entity, which is the bedrock for the development of other internal control factors as it makes
available the structure and discipline in which the organization operates. The control
environment establishes the tone for the organization and has an effect on employee consciousness;
it serves as the foundation for all other components of the internal control system. The control
environment encompasses all employees' attitudes, integrity, awareness, and ethical ideals, as well

as the activities of management and directors, as well as those responsible with % ce, with

respect to the entity's internal controls and their significance within the ins@@

Control environment as used in another study incorporates all th@&gm that are effective in

determining by either decreasing or increasing policies effecti %ethods, procedures peculiar

N

An organization's attitude toward problems, stra 0 s6lving problems, and perspective on moral
principles are all examples of how the top@gement of the firm has implemented a control
environment®. Elements of control e{</ nt include but not restricted to; style of operation and

management and employee integrity; code of conduct

corporate philosophy; ethical\vah@

existence and implementation; attitudes of financial attitudes; level of emphasis on attaining
performance target&&adzational structure of the company; procedure of allocating duty and
authority; poli practices of human resources; commitment of the entity to competence,
through and retaining; informal and informal job description; procedures for employees’
sanction and reward; duties and presence of the function of internal audit; and board audit

committee membership and operation®.

A solid control environment is a critical component of an efficient internal control system. In order

to underline the importance of internal control, the board of directors and senior management must
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do so by their actions and words. This includes the ethical ideals displayed by management in their
commercial operations, both inside and outside the corporation. Senior management and the board
of directors have a significant impact on the company's integrity, ethics, and other control culture
elements®. Internal control is a shared responsibility that affects everyone in a company to varied
degrees. Almost every employee contributes to the internal control system by providing
information or doing other actions. All employees must recognize the importa }\Q rforming
their responsibilities effectively and communicating to the appropriate lev \ agement any
problems in operations, instances of non-compliance with the code of%§or any other policy
violations or illegal actions that are observed as an essential com %f a\strong internal control
system. Companies should avoid policies and practices tha unintentionally give incentives
for unethical behavior when promoting ethical ideals: focusing on short-term results while
ignoring long-term risks are some exampleg\& policies and practices. Others include

compensation plans that place too much e@is on short-term results, a lack of effective job

segregation or other controls that coul resource misuse or concealment, and penalties that

are either insignificant or exces 'V%sznerous for wrongdoing’.
L)

Management Oversig@the Control Environment

N

It is the b y to approve and review the company's overall business strategies and
signifi @icies on a regular basis, to understand the major risks that the company faces, to set
acceptabl¢ levels for these risks, and to ensure that senior management takes the steps necessary
to identify, measure, monitor, and control these risks®. The board should also approve the
organizational structure and ensure that senior management is monitoring the effectiveness of it.
Senior management is governed, guided, and overseen by the board of directors. It is in charge of

reviewing and approving the organization's general business strategies and important policies, as
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well as the organizational structure. An efficient system of internal control must be established
and preserved by the board of directors. Inquisitiveness, competence, and objectivity are required
of board members, as well as knowledge or expertise in the firm's operations. Those countries
where it's possible should have a board with members who aren't tied to the company's daily
operations’. One of the most important mechanisms for ensuring that problems that could impair
internal control system effectiveness are corrected is a powerful board engaged
c&

membership and effective communication channels up the corporate ladde s competent

financial, legal, and internal audit functions. \
\

Many companies throughout the world employ the optio mg an independent audit
committee to assist the board of directors in fulfilli % uties. By establishing an audit
committee, information and reports can be thoro mined without taking up the time of all
directors. Internal control and financial re i‘re normally the responsibilities of the audit
committee. As part of this role, the%lt Committee is often in charge of overseeing the

operations of the company's intev it department and acting as a major point of contact for

the company's external audi swell.

2. Risk Asses&&/

It's essentia t$ an efficient internal control system in place if a company wants to fulfill its

obj ecti@r

company faces. Any new or previously controllable risks may necessitate revisions to internal

out running into problems. This risk assessment should include all threats the

controls. As a result, it's critical that these risks are identified and monitored as part of an

organization's internal control system’. A risk assessment should identify and analyze the internal

and external elements that could have a negative impact on the performance, information, and
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compliance goals of the manufacturing organization from the standpoint of internal control. To be
effective, this approach should address all of the company's risks and be implemented at all levels.
There are differences between this approach and the risk management process, which often focuses
more on the evaluation of business strategies established to maximize the risk/reward trade-offs

within the various departments of the company’.

\9
Internal and external factors (such as technological advancements, industry ¢ g&d changing
economic conditions) can all have a negative impact on the firm's ability@veve its goals, and
an effective risk assessment takes these into account when identifyi *evaluating those factors.
One of the internal control components is risk assessment. R@he accomplishment of goals
in jeopardy. To identify and address business risks, \ga zation's risk assessment process
identifies them, and then responds to them. In Ris }%9 ment, potential errors are identified, and
N

processes, policies, and controls are imp@\

assessment can also be defined as the p%s of identifying and analyzing hazards that may have

to detect and avoid those errors!?. Risk

an impact on the achievement o%/{l/ It can be summarized thus way: risk assessment is the
process of discovering, ap@ s and planning for the things listed above. Every level of an
organization's objectiv@e thwarted by external and internal threats. According to the COSO
framework, any tion, whether private or public, large or little, has risks from both external
and inte ources that must be evaluated. Because of this, management is responsible for
prevent@hese dangers. Even yet, management may be powerless to prevent a danger from
occurring. It's up to management to decide whether or not to accept the risk, reduce it to an
acceptable level, or avoid it altogether in certain instances!'. To identify low-probability dangers
and limit or eliminate them, an organization builds an early warning system. The following risk

assessment principles which organization should consider the following'?:
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Changes that could have a significant impact on the organization's internal control system
should be assessed and detected. Control operations include a wide range of tasks. As a result
of these activities, there are: physical controls (such as determining whether or not necessary
measures are being taken to reach assets and records), performance assessment (to compare
actual operations with the company's objectives), information processing controls;
assessments of changes in leadership, assessments of modifications to the busi &iel, and

assessments of modifications to internal controls (for instance custody d registration

procedures; different tasks should be assigned to different wlo es such as assets
\
procurement)'?, ( \&

The organization should take into cognizance t <<ﬁility of fraud when examining
potential risks to the actualization of its goal&e anization's objectives should be clearly
stated in other to facilitate the identj &Qn an evaluation of risks associated to their
objectives. To comply with extern %shed standards and frameworks, as well as laws
and regulations, the organizg/ hould consider risk tolerance and required a level of
precision/materiality. I\Q\égment's choices, activities, operations and financial performance
goals form the ba@ommitting resources. It should also take into account the different
methods in @1\ fraud may occur, as well as risk factors, incentive and pressures,

opporQ'tl nd attitudes and rationalizations'?.

Iden%ing and analyzing threats to the organization's objectives throughout the entire entity
should serve as a starting point for identifying how such risks should be addressed. This can
be accomplished by involving relevant levels of management, such as divisions, subsidiaries,
functional levels, and operating units; analyzing both external and internal factors; then

determining how to respond to risks, and estimating the magnitude of the risks discovered.
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iv. The organization identifies and assesses risks associated with its objectives by defining them
clearly. There are a number of factors to take into account, such as risk tolerance and the
required level of precision/materiality. Other factors include conforming to external standards
and frameworks, laws and regulations, management choices, and entity activities, as well as

operational and financial performance goals'2.

%ﬁective risk

Measurable and non-measurable aspects of risks are both taken into account ‘%
assessment, as well as weighing the cost and benefits that they bring. To %\% which risks are
controllable and which are not, the company must conduct a risk a@q@m“. Risks that can be
controlled require the firm to weigh the benefits of accep '%Ct@\e risks against the costs of
implementing processes to reduce those risks to an ac g‘evel. It is up to the company to
determine whether or not to accept the risks as o@vith commercial activities of interest.
Internal control can only be effective if ris @ent and, by extension, the system of internal
control are continuously evaluated and to changing situations. Any new or previously

controllable risks may necessita&v ions to internal controls!!. Firms must assess the risks

associated with new financt truments and market transactions when they emerge as a result

of financial innovatior@

3. Inforr@nd Communication System

Obtairmation horizontally and vertically, as well as ensuring communication, are both
important components of the internal control system (ICS). Only when the management
information system is organized in a systematic and responsive manner can this be achieved'3. All
personnel at all company levels should be involved in effective communication. The quality and

nature of information required for effective control are emphasized in information and
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communication, as are the reports required to properly disseminate this information. Reports
generated by information systems include operational and financial data, as well as information
on regulatory compliance. Customers, suppliers, regulators, and shareholders all need to be

communicated effectively with 3.

Compliance, operational, and Internal financial infromation, as well as external markw‘,\ rmation
concerning events and conditions important to decision making, are all requi ﬁ&h effective
internal control system. Reliable, timely, accessible, and consistent @mation should be

delivered. In order for an internal control system to work propeu&\*n&eds to have adequate

information and good communication. When it comes %%maﬁon being valuable in
1iabl

manufacturing, it has to be all of these things: rel®
o op

erational, and compliance data from

e, timely, and presented in a
comprehensive manner. Information contains fina
within the organization, as well as informati 4&@ he external market concerning current events
and situations essential to decision maki%%cord—keeping process should include set rules for

record retention as well as intema&/ ation.

Establishing and maintairmg management information systems that span all of a company's
activities is essent&.goythe most part, this data is made available in both electronic and
non-electric fi . Information processing in electronic form necessitates organizational and

needs, as does the need for a proper audit trail. Unreliable or deceptive information

given by poorly designed and controlled systems may have a negative impact on management
decision-making. Firms must effectively handle the risk associated with electronic information
systems and the usage of information technology if they are to avoid business interruptions and
significant losses. To keep up with the growth of mission-critical business functions, distributed

systems have replaced mainframe computer environments with a greater variety of security
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concerns. Both general and application controls should be included in controls over information
systems and technology. In the absence of effective control over information systems and
technology, companies risk losing data and programs as a result of faulty physical and electronic
security arrangements, equipment or system failure, and insufficient in-house back-up and
recovery procedures. Risks associated with the loss or protracted disruption of services due to
events outside the control of an organization are also an inherent risk. Deliveri rate and

customer services, as well as managing reputation, are all crucial bus% that can be

jeopardized if things go wrong®. \
/\ \

One of the most important requirements for an effective,i Crn}control system is that all
employees understand and follow the policies and pro ffecting their responsibilities, as
well as that any other relevant information is deliv the appropriate personnel via effective
channels of communication. Information is (@ if it cannot be shared effectively. Firms' top
management sets the tone and crea hannels of communication that provide the right
information to the right individ& his data pertains to both an organization's operational
policies and processes as se~information on the organization's actual operational results.
Organizational structu@ company should make it easy to communicate both upward and
below in the or @ign as well as throughout the entire organization. Information should flow
upstream @%
this pos%

. A company's objective, plans, expectations, and established policies and procedures

board of directors and top management through structures designed to make

are communicated to lower-level management and operations staff when information flows down

through the organization. This exchange of information is critical if the organization is to make a

concerted effort to attain its goals?.
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4. Control Activities

A firm's daily operations should include control activities. An effective internal control system
necessitates the creation of a control structure that clearly defines control activities at each
organizational level!>. Management directives help guarantee that essential actions made to
handle the risks associated in achieving the entity's objectives through control@s such as
processes and policies. For the purposes of accomplishing an organizati \ Is or mission,
control activities include manual and automated instruments for mi&&\g or eliminating hazards.
To effectively and efficiently achieve the organization's goals g%ions, management needs set
up control activities'>. The following should be included: @ ate activity controls for different
departments or divisions; high-level reviews, physiedl controls; a system of approvals and
authorizations; checking for compliance with *sze limits and following up on non-compliance;
and a verification system for balancing budget. Firm-identified risks are addressed by control

activities established and performed@of the risk assessment process described above.

The control activities 1nv<@/ tepslé

i.  Developmen on 01 procedures and policies

ii. Verifi %comphance with control rules and procedures. A company's entire workforce
is &ved in control operations, from senior executives to entry-level employees. Top-level
reviews, activity controls, physical controls, compliance with exposure limits, approvals and
authorizations, and verification and reconciliations are some examples of control activities to

mention.

As long as management and other employees see control activities as an integrated part of daily
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operations, rather than something separate, they will be most effective!S.It is common for controls
to be perceived as an add-on to daily operations, making them appear less necessary. This can
lead to them being neglected when people are under time constraints. An efficient internal control
system necessitates the separation of duties and the avoidance of overlap in the responsibilities of

employees.

lementing

Identifying and minimizing any conflicts of interest should be a priority, as s@
a

strict independent oversight procedures. Supervisors often discover that 1 e segregation of
duties is a key cause of major losses caused by weak internal co@\)\ person who is given

conflicting duties has access to valuable assets and can alter cial data to his or her advantage

or hide losses!’. ®

This means that some tasks inside an organizatien shodld be distributed among several people to
minimize the danger of financial data mani@\a}ion or asset misappropriation. Separation of roles
isn't just for circumstances when o e@ is in charge of the front and back offices at the same
time. In cases where a person 1 onsible for the: transaction in the trading books of the
company; customer and @etar; account; approval of the disbursement of funds and the actual
disbursement; u%&ﬂq giving customers information regarding their positions during

marketing; Qome other aspects where critical clash of interest can emanate and not

lead to serious problems.

There should be a clear understanding of the areas of possible conflict, and those areas should be
monitored closely by a neutral third party. Key individuals' roles and functions should be

reviewed on a regular basis to make sure they are not in a position to hide improper actions'”.

5. Monitoring Activities
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Monitoring the overall efficacy of the company's internal control is essential. Internal audit and
business lines should monitor important risks on a regular basis, and the firm should also conduct
periodic appraisals. Monitoring is a procedure that evaluates the quality of the performance of the
internal control system over time'®. How successful the management's internal controls system is
can only be determined by the results of sufficient monitoring!®. Monitoring is done when the

control is evaluated, not when ordinary management and supervisory controls @Qer routine

statutory tasks are carried out. @%

Ongoing monitoring efforts, independent reviews, or a combinati the two can be used to

evaluate the effectiveness of internal control systems ov@e\ )and identify any flaws. A

company's internal control system and the way it appli%?\% evolve with time. In some cases,

this is because new employees have arrived, proces upervision aren't being implemented as
effectively as they should be, or there are ti \Qd\re ource limits. Observation's goal is to find out
if internal control is working as intend%r'iejmg effectively implemented, and is appropriately
designed'. All five internal co% mponents (Control Environment, Control Activities,
Information and Communi Risk Assessment, and Monitoring) must be present and working
well for internal contr@ considered adequate in design and execution. Changes inside the
organization and@\g personnel may introduce hazards, and it is necessary to have internal
controls ineplace, While also monitoring for continuity. The focus of management should be on
monitorl%ntemal control efforts and results. In order to assess the design and operational actions
and controls to be adopted, monitoring should be done on a regular basis'®. This encompasses the
assessment of internal control quality. To achieve organizational goals, it is necessary to keep a

close eye on the internal control system and spot any deviations. Aside from that, keep an eye on

internal controls to see whether they need to be tweaked or if they are working as intended.
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Employees need to know the organization's goals, mission, and duties, as well as their own

personal risk tolerance levels, in order to be most effective in their monitoring.

The following attributes under monitoring should be considered by organizations!

ii.

2.1.1.3 Benefits of Interr%
n st

9.

The organization develops, selects, and continuously performs and distinct evaluations when
determining whether or not internal controls are in place and working. Tl ?\also be
accomplished by adjusting the scope and frequency of the assessments, e\ objectively,

integrating the evaluations with business processes, employing wn ced employees, and
\

taking into account the rate of change. c &

Internal control shortcomings are quickly evalu. x& communicated to those with

responsibility for corrective action, such as seniQr agement and the board of directors, as

necessary, by the business. This ca@ls be accomplished by assessing results,

communicating inadequacies to m%e nt, and reporting them to the top management
N

S
Y

board of directors.

The following haQ&{ stated as the benefits of internal control system in an organisation'®:

1.

ii.

iil.

1v.

Helpiect asset and reduce the possibility of fraud
Improving the efficiency in operation
Increasing financial reliability and integrity

Ensuring compliance with laws and statutory regulations

33



v. Establishing monitoring procedures
vi. They prevent errors and frauds or material misstatement
vii. They detect errors and frauds or material misstatement

viii. They ensure complete and adequate recording of transactions \V\

ix. They ensure that all recorded transactions are real, properly valued, relate\tl@ycorrect

period properly classified, correctly authorized and posted \
o\ \

x. They provide management with reasonable assurance that objectives will be met.

2.1.1.4 Internal Control Limitations %\

A very important characteristics of any org&;{on is internal controls. However, efficient
administration, accuracy and completene ogg\yrds cannot be guaranteed by any internal control

system nor can it safeguard agains nt activities that are linked to people in authoritative

position’. \\/

Factors that can restr1< Qnal control systems effectiveness in managing the finances of an

organization a@ low:

erdomg of controls by management when it does not satisfy their personal

interests.

ii. Fraud done by someone who has thoroughly researched an organization's system.

iii. Abusing duties by exploiting the position held to do or carryout unlawful activities.
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iv. Cunning of certain persons who specialize in emasculating computer codes meant to

prevent public access, regardless of how safe they may be.

v. Potential human errors of employees of an organization caused by sheds of carelessness,

excess alcohol, and distractions among others instead of non-routine transactions.

vi. The chance that internal controls could be circumvented because the% cused on

ordinary transactions rather than criminal activity. Collusion can OCC\ ithth a company,
but it can also happen outside of it. %
\ .
vii. The possibility that changing conditions would lead s to become ineffective or

procedure compliance to deteriorate over time. '@ pecially true when a business is

expanding. @

2.1.1.5 Determinants and Factors of Succ sf%n Internal Control System

N 4

The following are the factors that @hhe success of an internal control system

ii.

iil.

1v.

The nature: size and @f‘trmsactions

The geograp '%smbution of the enterprise

The c@§rcised personally by individual members of management
The cost of setting up controls and the benefits obtained therefore

Management's attitude to control.
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2.1.2 Organizational Performance

The term performance in business is an essential one, it relates to how firm behave in term of its
growth and financial stability. Basically, firm performance can be categorized into two: financial

performance and non-financial performance.

2.1.2.1 Financial Performance %\%

A company's financial performance is based on the efficiency of, h@}ny, which is typically

shown in the company's comprehensive income and financi ition statement’>. When it comes
to financial performance, it's all about making as mu xe as possible, returning as much on
your assets as possible, and maximizing shareh@ealth. Another way to look at financial

performance is via the lens of return on {n%ent, dividend yield, residual income, market

capitalization, earnings per share, arzi{@e in sales figures.

2.1.2.2 Non-Financial Perfo nce

The performance ot&ﬁn@y can be measured based on some variables which are non-financial.

Non-financial % ance in a company can be measured based on level of productivity, returns,
growth, m@e satisfaction.

Q

Non-financial metrics that indicate the quality of management, corporate culture, executive
compensation effectiveness, and the quality of the system for interacting with shareholders must be
used in addition to financial indicators when analyzing a company's success. It's becoming popular
to evaluate performance based on value creation, with sustainable development as the overarching

objective?.
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2.1.2.3 Measurement of Financial Performance

The performance of a firm reflects how effectively the firm has been managed and utilized its

resources. It can be measured in terms of the value of the firm and the use of profitability and

efficiency ratios. ®E

The measurement of financial performance is dependent upon the info i Qg’roduced in the

measurement system and the instruments employed!®. The classical™ digators use in financial

analysis to measure performance are the return on investmem@leverage, capital efficiency,

liquidity, cash flow, inventory turnover, receivables turn \%{ ;

The modern value creation indicators also includ@

i.  Net profit/earnings per share, operati agﬂ)\ﬁt, Return on Assets (ROA), and Return on

Equity (ROE) are all accountin@ ors.

ii. Hybrid indicators (acco@ and financial): economic value added (EVA); Return on

Investment (RO&G

iii. FinancialindicatOrs: Net Present Value (NPV)
iv. M&indicators: Market Value Added: Total Shareholder Return.
v. Total revenue (or sales)

A company's success indicates how well it has been managed and utilized its resources. It may be

assessed in terms of the firm's worth, efficiency profitability and ratios, investor/shareholder
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ratios, and solvency ratios, among other things. The choice of alternatives of ascertaining

performance may be influenced by the firm’s objective.

1. The Value of the Firm

Though the concern of equity holders is the value of equity, the value of firm focuses more on
running assets of the firm. In valuation of a firm: two inputs are needed: these Q nmng
assets and the firm's value estimates?’

A firm ' s value can be established as defined below?! %C-)\&

Equity Options: the values of a film ' s issued equit %ns should be included in the total
market value of equity, including an estimate % of non-traded management options. If

estimation of a firm's total market value i@jective, the value of equity options should be

added to the market capitalization to t the market value of equity.

Cum-cash or Ex-cash: Add markeét value of equity and debt to get the standard measure of the

value of a firm. This esti f the firm's value comprises all of the company's assets, including
cash on hand. Wh ubtract cash from firm value, you get enterprise value, which is the
market worth mpany's only functioning assets. That is,

Firm V@C Market value of Equity + Market value of Debt
Enterprise Value = Market value of Equity + Market value of Debt — Cash Holdings.

Distinction between excess cash and operation cash (running cash) has been drawn by some

experts, with only excess cash being removed to get to enterprise value.
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Cross Holdings: When a company has cross holdings, it means it owns a stake in another business.

There are numerous instances where corporations own stock in the profits of their rivals, but have

no say in how those profits are managed. Cross holdings can be a problem when comparing the

worth of a firm with the value of the entire enterprise. The estimated market values of a company's

minority and majority gross holdings in other companies are included in its overall worth.

The common mistakes that analysts make in dealing with cross holdings Q‘&h result in
misleading conclusion are: %\

1.

ii.

\
Enumeration of cash and debt instead of equity poﬁ'@%{ minority holdings. This

inaccuracy comes from the fact that the parent comp %ﬁity market value incorporates
the projected minority holdings market Vah§] r companies but values of cash and

debt do not, being that they are frm%
ﬂ C

company--.

tement of financial position of parent

The entire market value of @\sohdated company is obtained by adding the minority
interest from the sta ﬁnanc1a1 position to the enterprise value. In other words, a
parent compan consolidate its financial accounts completely if it owns 55% of a

subsidiaq@xiequently, to compute enterprise value, all of the subsidiary's debt and cash

rather than just the 55 percent holding), but only the 55 percent holding is
@Qd in the market value of its stock. A issue arises when the value of a minority stake
is added to the overall company value. Minority interest is commonly included in the book
value of a subsidiary's equity, which artificially inflates its market value. Instead of

discounting the expected value of minority interests from the enterprise value, the

discounted cash flow valuation factors this in to provide a more accurate estimate of overall

39



value?!.

1. Profitability and Efficiency Ratios

A company's overall value and the value of the shares it issues are both heavily inﬂuﬁs by the
company's capacity to earn a profit on the cash it has spent. Profitability rev€a ompany's
market position and the caliber of its leadership. Sources of earnings e and expense
components will be revealed by a company's income statement. If \&mQany makes a profit, it
can distribute it to shareholders or keep it for investing in the \ Evaluating the company's

future profitability is critical, as the company needs h& ofitable in the long run to be

successful. @

The profitability ratios which can be used }%ure firm’s performance. These are; Change in

Revenue (Total Revenue); Gross Pr@rgin; Operating Profit Margin; Net Profit; Margin;

Return on Assets; Return on Total\S%w

a. Total Revenue (T@ Lum total of the proceeds gotten from the normal operations of an

; Return on Equity and Return on Capital Employed?.

organization is as total revenue. The sale inventory of goods bought for resale or rent of

assets and sal 1shed goods or services are ways of generating revenue. A firms performance is

measur@amount of revenue it generate?!.

b. Gross Profit Margin: This indicates the percentage of revenue that is available to cover the
expenditures. Higher gross profit margin indicates the firm is able to charge price (per unit) that is
above the cost price (per unit). The ability to charge higher price depends on the firm competitive

power/advantage, therefore, a firm with competitive advantage will be able to determine the
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market price. Gross profit margin is obtained by dividing Gross Profit Margin by Revenue,

expressed as a percentage.

c. Operating Profit Margin: To determine operating margin, operating costs are less from gross
margin. When operating margin increases at a rate faster than gross margin means the company is
able to control its operating costs. But when there is a decrease in operating marg\nw\qs could
indicate deterioration of control over operating costs. &
R
d. Net Profit Margin: Net profit, also known as net income, gréuted by subtracting revenue
from all costs. Both recurring and non-recurring compon%sfl included in net income. The net
profit margin after non-recurring expenses is clax% provide a more accurate picture of a

company's future profitability. It's calcul@s taking Net Profit and dividing it by

Revenue/Turnover. Q

e. Return on Assets: The retu (ROA) is a metric that evaluates how much money a firm
makes on its assets. T %a r the ratio, the more revenue a particular amount of assets

generates. Profit a5< x (PAT) divided by Total Assets is Return on Assets..

f. Return 0%4 Capital: Return on total capital measures the profit that is earned by the
compa | the capital employed. It is obtained by dividing Profit before Tax by Capital

employed.

g. Return on Equity: Return on equity refers to the profit a firm makes on its equity capital,
which includes minority, preferred, and common stock. Divide Profit after Tax (minus preferred

dividend) by Shareholders/Equity Fund to get it.
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f. Return on Capital Employed: This metric measures the company's total profitability. It
demonstrates the management's effectiveness in utilizing the resources at its disposal. Because of
its significance in determining a company's profitability and efficiency, this ratio is referred to as
the main ratio. Total Comprehensive Income (PAT plus additional comprehensive income) is

divided by Net Assets/ Shareholders Fund to get return on capital utilized.

3. Investors / Shareholders Ratios Qg&

N
The market value of an investment in common shares of a publicly tra&&%oraﬁon determines
the investment's worth, and investment ratios must take this Q\%\Val}w into account when
analyzing investments 2°. It is important to look at invest %as a major predictor of stock
market performance and how the company's stock is @dng. Investors in stocks and bonds, as
N

well as their advisors, will find it more benefici end per share (DPS), price/earnings ratio

(P/E ratio), dividend cover, dividend yield, @mings per share (EPS) are all measures used by

investors and shareholders to assess {(/ y's profitability?’.

Earnings per share (EPS) s the amount of profits after taxes and preferred dividends that are

attributable to each of

Profit for the y@;@s preferred dividend is divided by the number of ordinary shares in

ithary shares issued and ranked for dividend at the end of the year.

circulation arnings per share (EPS). This ratio tells you how long it will take for your
capital% ent to be recouped, either through dividends received or capital growth, or both,
based on the current level of profits you're expecting. A high price-to-earnings ratio implies great
shareholder trust in the company and its future, whereas a low price-to-earnings ratio suggests poor
confidence. As the name implies, Dividend Cover shows how much a company's profits are

covered by its dividend payout. For each share of earnings, the dividend is multiplied by this
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number. It is more likely that the company has reinvested a larger amount of its profits rather than
paying out dividends, if the dividend cover is higher. An insufficient dividend cover will show that

the polarity has flipped.
2.2 Theoretical Review

A principles or statement used to give an explanation or describe a phenomena or E\Rartlcularly

one that has consistently been tested or generally accepted and is suitable f\@@sﬁng natural

phenomena is known as a theory?. Four theories utilized to give an ex@o the link between

\
the variables (dependent and independent) considered in the @F hese are agency theory,

attribution theory, stewardship theory, and the positive acco %ﬂeory. However, this study was

anchored on agency theory to give an explanation of%@ﬂ) es used.
2.2.1  Agency Theory \&

In 1976, Jensen and Meckling propo %agency hypothesis. According to the idea, an agency
relationship is a contract in w ch\@ or more persons (the principals) hire another person (the
agent) to do a task on the 1 entrustlng the agent with certain decision-making authority.. The
theory gives and a 1 che association between the managers and investors. The principal
(investors) agr compensate the agent (manager) for doing specific responsibilities. The
agency th intain that a firm is a collection of contracts between the owners (principal) and

managers gent) of economic resources who are in charge of exploiting and controlling those

resources?2.

The theory holds that agents have more knowledge (information) than principals, which makes it
difficult for principals to judge if the agents are doing what they're supposed to be doing. Thus, the

theory views firms as necessary entities to keep contracts in place, which makes it possible to exert
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control over the opportunistic behaviors of agents?’. The theory posited that, to ensure that the
interests of the principal and the agent are aligned, a complete contract should be drafted to fulfill
the needs of both parties. The link between the principal and the agent is reinforced when the
principal uses the services of an expert and systems to monitor the agent?’. The theory
acknowledges that any information regarding an agent's interest, relationship, or work performance
that is missing is a potential moral hazard. Moral hazard and adverse selectio @\ negative
impact on their output, because the agent lacks necessary knowledge ab&zg‘ﬁould be done

and because they do not do their duties exactly as assigned?2. &
\

Internal control is one of numerous techniques used by organizati handle the agency problem
by reducing agency expenses, which influence both the o@ rformance of the partnership and
the principal's benefits. Internal control improves ncipal's (shareholder's) access to more
knowledge about the agent's (management’@ns, eliminates information asymmetry, and

lowers investor risk and revenue.

2.2.2 Stewardship Theory \<§/

The theory of steward rooted in psychology and sociology. According to the theory,
as=th

stewardship is defi e protection and optimization of the wealth of stakeholders through

solid perfom% ince the utility functions of the steward is maximized®’. Instead of
emphasizi dividualism, stewardship theory emphasizes the role of top management as
stewards, integrating their goals into the organization as a whole. From the stewardship perspective,
stewards are motivated and satisfied when the organization they work for succeeds. A person's
aspirations are suppressed when agency theory views them as economic beings?2. On the contrary,
the stewardship theory values structures that give the steward maximum autonomy and are based

on mutual trust’. It emphasizes the importance of empowering employees and executives to act on
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their own initiative in order to increase shareholder value. Many people believe that CEOs and
directors manage their careers in order to be viewed as good stewards of the companies in which
they are employed. Managers return money to investors to develop a good name for the company.
This allows them to re-enter the market for future investments. When the owner is actively
involved in the company's management, the owner's interests are naturally matched with the
company's growth potential and risks, making it easier to deal with agency conce oking at
what has been stated thus far, it is clear that stewardship theories are diam% posed to one

another and emphasize the importance of monitoring or bearing %cy osts, including the

\
internal audit function’. ( \&

The steward theory is supported in the study due to th %&5‘[ listed companies’ managers in

Nigeria play the role of a steward to shareholde@ s, suppliers, employers, and consumers

of these institutions’®. (\&
2.2.3 Positive Accounting Theory @

In accounting studies, it is orized as either normative or positive studies. Positive research

tends to forecast and @ r explanations for a given phenomenon. Theories linked to such

research are knov@gositive theories®.

Watts and%lmerman are credited with creating the positive accounting theory (1986). The
purpos&yositive accounting theory is to explain why things are done in the accounting world
the way they are.Its purpose is to explain and forecast which firms will utilize a certain accounting
style and which will not, but it does not specify which strategy a company should use. The
founding assumption of the theory is that self-interest is the motivation for individual actions and

Individuals will always act opportunistically in order to grow their wealth®.
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It's predicted by the positive accounting theory that organizations will try to reduce behaviors
motivated by self-interest. This is necessary in order to align the interests of company managers
(agents) with those of the company's owners (principals). In the agency relationship, the

monitoring cost is the cost of dealing with issues and creating suitable systems.

2.2.1 Attribution Theory Q\

The attribution theory rooted in the sociopsychology theory that examines t @behaviors and
events are interpreted by people and how they assign causes to beh&iors nd events. Attribute
theory studies analyzes the utilization of social environment info@\s«{bq to\explain behaviors and
events. The responsibility of an outcome is attributed to the person wi %TDI’S believe that comparable persons
would have responded differently to a situation. on the other h$ nsibility of an outcome is attributed to the

situation when evaluators believe that comparable indivi%s

are prone to ascribe others' behavior to %\plosl ional tendencies and their own behavior to

arly. Earlier research indicates that people

contextual factors?® This is frequen %ase when observed conduct is negative. As a result,
assessors are likely to interpret the or's failure to detect internal controls over income creation
as a dispositional tenden: cluding that auditors are negligent. To a greater extent, if auditors

fail to find freque&i&npropriations that reduce earnings, they put themselves at risk of being

sued?. Audito ore likely to be held accountable for failing to uncover fraudulent activity

ted to it as a possible fraud risk. According to studies, auditors' responsibilities rise
when an audit fails, even though auditors identified the committed crime as a fraud risk and
undertook steps to investigate the identified fraud risk®>’. Auditor reports should include
information on the effectiveness of an organization's internal control system, as dictated by
attribution theory. Since internal controls must be evaluated for both design and implementation,

auditors must have a thorough understanding of them before performing evaluations to determine
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their operational effectiveness. Auditor dependence and likely reduction in other substantive audit

procedures required to obtain requisite income makes this measure necessary°.

The significance of this theory to this study is that it is believed that the parties identified should be
the perpetrators when fraud happens, and that the auditors who act as "watch dogs" are extremely

likely to be the perpetrators if inadequate audit services are supplied and detected by tors™3.
2.3 Empirical Review @/

Internal control and financial performance have been the subject @{merous research studies.
Some of the studies that were reviewed are discussed in %il below, with the goal of

creating a connection between them and the current stud ,s% as pointing out differences.

The association between internal control and the financial*performance of quoted companies in the
security exchange of Nairobi was examined &%he goal of studying the effect of internal control
systems on the financial performance @ed companies in Nairobi security exchange. Structured
questionnaire was used in colleo"{/ imary data. The study found a significant link between
internal control and ﬁnanciQ%QeSs, and the researchers concluded that a strong internal control
system predicts stron@ial performance. There is evidence to show that internal control
systems, paﬁ%@}sk management and corporate governance are important areas in which

managem f drganizations should focus in order to improve their financial performance'®

A stud& carried out in Kisumu city, Kenya, in other to investigate how the internal control
system affected the financial performance of small and medium-sized businesses. One of the main
goals of the research was to determine how well the internal control system worked in relation to
investment returns. 117 small and medium-sized businesses in Kisumu city, Kenya, were surveyed

using a cross-sectional survey research approach for the study. Data was acquired through the use
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of a structured questionnaire and interviews, as well as stratified and basic random sampling
approaches. The findings of the studies showed that having an internal control system had a
considerable impact on small and medium-sized businesses' financial performance. It came to the
conclusion that internal controls had a major impact on small and medium-sized businesses'

financial performance and recommended that small and medium-sized business owners be

educated about the significance of internal control®*. ®Z

A study on internal control systems and firms’ performance was conduct@eria in other to

find out how methods of accounting control affect the financial perf&& e\of government-owned
company in Rivers state, Nigeria. The study used a correlat@rch approach and collected
data through a standardized questionnaire and intervie %c rding to the findings, there was
only a minimal correlation between govemmx‘o@ company financial performance and
accounting controls. Accounting control @\ws were found to be inadequate and poorly
implemented in the majority of co%&es surveyed, according to the author's findings.
Accounting control techniques K ly a small impact on the financial performance of
state-owned enterprises, a ing to the results of this research According to the findings,

government-owned en@ should adhere to correct budgeting methods in order to improve

their financial % ’\00625.

Anoth: looked at the impact of Uganda's non-governmental organizations' internal control
system on their financial performance. The study aimed at finding out how nonprofit
organizations in Uganda's capital city, Kampala, fared financially under different control
environments, control activities, and monitoring. The study used a survey design and collected
data through interview and structured questionnaire. Internal control measures (control

environment, control activities, and monitoring) were discovered to be highly correlated with
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financial performance.

The research recommended that the control environment, control activities, and monitoring be
enhanced in order to improve the financial performance of the International Union for

Conservation of Nature’>.

The purpose of a study on the impact of internal control on the financial @nce of

manufacturing businesses in Kenya was to determine the link between intema\ systems and
financial performance. A total of twenty (20) distinct manufacturing businésses were included in
the study's sample. Primary and secondary sources of data were X’%\Mhe\research.. A structured
questionnaire was used to collect primary data, and the fin %tements of the manufacturing
companies examined served as a secondary data \A multiple regression analysis was
adopted to the data. It was found that most ufacturing surveyed had an effective control
environment, and this contributed positiQy) to the companies' financial performance. A
comparison of the financial perfo av\ manufacturing companies with and without strong
internal control systems revea d that fhe former outperformed the latter. The study recommended

that the audit committee i aboratlon with the governing body of the manufacturing companies

regularly monitor ay%gsw the internal control system'4.

Using a t % approach, the influence of internal control efforts on tertiary institutions'

ﬁnancu%

questionnaires and an interview to gather data. Data was analyzed using percentages, tables, the

rmance in Nigeria was investigated. The study used a survey design and adopted

correlation coefficient, and z-scores. Findings from the study showed that there is regular

management review of financial transactions, adequate segregation of roles, and stringent budget

adherence, but personnel are not properly trained in the implementation of the accounting and
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financial control system. The study found that management initiates all College operations, that the
finance and accounting departments have distinct responsibilities, and that College executives
routinely oversee their subordinates' work, all of which indicate to the institution's presence of an

internal control system.. The study recommended that management may benefit from holding

N

The impact of internal control on microfinance institutions' financial performa %(amined in

frequent training sessions for employees on such mechanisms'3.

the Kenyan constituency of Kisumu central. The association between Mi@mance Institutions'
internal control and financial performance in Kenya was studied usitagéQs&riptive and correlation
research approach. The convenience sample technique was Cfaselecting study participants.

Data was collected data from the Micro-Finance inst'& considered in the study using a
t

semi-structured questionnaire and audited ﬁnanc& nts. Findings from the study show that

there is a positive association between M@a

performance (Pearson correlation coe%n: 0.447). Based on the findings, Micro-finance

ce Institution internal control and financial

Institutions' financial performanC\i/ acted by internal control by 44.7% and by other factors

by 55.3%. The study co ﬁq sthat implementing more effective management information

systems should be a to@y“.

A study in %de looked at the impact of tertiary training institutions' internal control
systems ancial performance. Many Kenyan governmental institutions are struggling
financially, and this has led to the closure of some of them despite the fact that they have the
resources to continue operating. Internal controls, previously neglected in the company's poor
financial performance, were the focus of the investigation. Internal control and financial
performance at Kenyan tertiary institutions were the primary focus of the research. There was only

one institute included in the research. Findings from the study showed that the majority of
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respondents believed that internal control and financial management did indeed go hand in hand.
This means that organizations with strong internal control systems were more likely to effectively
manage their finances, which enabled them to meet their financial as well as other important
commitments with ease. According to the results of the research, most training institutes had a
severely understaffed internal audit department. The study came to the conclusion that the

financial performance of the institution was influenced by the size of t& al audit

department?S. %\%

A study was carried out in Cross River State College of Education@eka, Nigeria, to examine
the link between internal control activities and financial per %@. The study showed that all

College activities are started by upper-level administrato efl it comes to control activities, the

research showed that the institution's finance an ting departments have clearly defined
roles, and the College's higher-ranking off(j ften monitor the work of their lower-ranking
colleagues. The survey also discovere%t ¢xternal auditors review the institution's financial
statements on a yearly basis. ACCO\/ the findings, there is no correlation between Cross River
State College of Education' \éqal control operations and its financial performance. The findings
of the inquiry suggeste@xitable checks and balances be implemented in all financial activities.
To cut down on @t\,as well as threats to life and property, an effective and efficient security

network 1 eded. The research also recommended that the institution's management provide

regular%ng for its employees on control mechanisms®.

Another study looked at how internal control methods affected Kenya's Baringo County
government's financial management. Multiple regression analysis was employed to evaluate the
hypothesis that had been pre-set for the investigation. The study's findings revealed that financial

management is greatly influenced by monitoring and control. As a result, control actions affect
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how well financial statements forecast changes. But it turned out that the control environment had

no effect on the county government's financial management?’.

The audit process was examined for the impact of effective internal controls. The study used a
questionnaire to collect data and draw conclusions about the link between the study's dependent
and independent variables. 104 Iranian Audit Organization constituted the sample ov\e study.

findings revealed that internal controls do not reduce audit time and cost @an reduce
T

incidental auditing during the timeframe. Findings also showed that inten@q ols can improve
audit quality and boost detection of serious errors and distortions.&K tudy also found that the
)

efficacy of internal controls can boost financial statements' cr

N

The objective of carrying out a study on fraud and p@ce of deposit money banks was to

investigate the impact of fraud on deposit\@‘ banks in Nigeria. The positivist research
philosophy guided this investigation. T sed an ex-post facto quantitative research design.
The NDIC annual reports for th %{?Z’O% through 2016 were used to compile the statistics.
Following the fulfillment o r regression assumptions, the Ordinary Least Square (OLS) was
employed to forecast @act of fraud on DNBs. Findings showed that total fraud cost was
negative, but had@&gﬁgible impact on DNB performance; the number of reported cases had a
significant (%ﬂive impact on DMB performance; finally, the total number of employees had a
signific positive impact on DNB performance in Nigeria. the study concluded that fraud in
the banking sector had a negative impact on the performance of Nigeria's DMBs, CBN and NDIC

oversight of DNBs should be tougher in order to curb the rising incidence of fraud3®

An investigation on the influence of internal controls on financial performance was conducted in

Nigeria. The study looked at how internal controls influenced the financial performance of a small
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sample of businesses. The study used a survey research approach. To collect statistical data, 150
questionnaires were distributed among chosen employees at the five (5) businesses that were the
focus of this study. A few of these are Wapco PLC, Guinness Nig Plc, and Dangote Cement PLC
as well as PZ Nig Ltd, and Beta Glass Nigeria Plc., a Nigerian glass manufacturer. Purposive

sampling was used to choose these businesses, and the survey data was analyzed in SPSS using

multiple regression statistical methods. The study's findings revealed a strong C(% between

internal control and fraud in the company. Internal control can boost an %ﬁ@ on's financial

performance by reducing fraud. An analysis using SPSS showed that %ue 0.002) was less than
the significance value of 5 percent stated for this study, which @)%orat\ed the findings of the
study. The study also found that internal control ha“ ignificant role in achieving the
organization's goals and objectives, as evidenced b %ﬁ\tt that the P-value obtained through
regression analysis (i.e.0.000) was less than t ‘&Q significance threshold given in SPSS. As a
result, management must find new ways to @\Qhe internal control department if the firm hopes

to progress quickly. On the basis of thi ng, the researchers proposed that management devise

new methods for ensuring %e tiveness and efficiency of internal control in order to

dramatically minimize fr@hin the organization®.

Management ov@ risk awareness and assessment, and control culture was studied in an
investigati the internal control system of selected banks in Asaba, Delta State. Simple
random Qng procedures were used to choose samples from 80 employees from Fidelity Bank
Plc. and First Bank Plc, Plc. Data was analyzed using chi-square statistical method. Management
oversight and activity inspection in the banking business were found to be inadequate for

uncovering anomalies and misappropriations, as evidenced in the findings the study recommended

that when it comes to making sure employees are performing at their best, management oversight
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and inspection should happen on a frequent basis. Furthermore, to minimize centralization, clerical

errors, and foreign manipulations, duties and authority should be separated™.

A study investigated the internal Control Systems and Firm Performance in Kericho County,
Kenya the study aimed at determine whether improved banking organization performance might
be linked to improved internal accounting control systems. The research was guided w@ries of
agency and contingency. To see if the hypotheses were correct, the study at % not there
was a connection between internal audits and bank performance, Wh@%\w not test checks
affected performance, and whether or not internal audits affected baoﬂ%{f(nmance at the tier one
level. A sample of 141 employees from tier one banks in Ker'@\l participated in the survey.
Questionnaires were used to collect data, which was the \ d using descriptive statistics and
multiple regression. According to the findings, there %strong correlation between tier (1) one
bank performance and the effectiveness of Q\ﬁh\@ al accounting control system. Since it had a
major impact on their results, the stud%ggested that the management of Tier (1) one banks
tighten their internal accounting.comfrol systems. This includes internal audits as well as test
checks. In the study, it Wa5®g that banks with strong and effective internal check procedures

in monitoring their op@ saw a boost in the performance of Tier (1) one banks. The study

concluded that ti@ame institution with robust internal audits performed better.

ss of Ethiopia's commercial banks' internal control system was also examined in a

study. A mixed research approach was adopted in this study. A self-administered survey was used
to gather data, and it included both open-ended and closed-ended questions. Internal auditors and
controllers from Ethiopian commercial banks were given the questionnaire at various levels. SPSS
was used to examine the data. The study found that the company's internal control is effective in

following internal components; the company under study has clear codes of conduct; the
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company's management reviews policies and procedures on a regular basis; the company under
study has clear objectives, which are communicated to all employees for risk assessment guidance;
and the company under study has an adequate and strong internal control system. Based on the
findings, it was concluded that, even though the bank has a human resource development plant, it
needs strengthening and should take precedence over all other business concerns. It was

recommended that controlling environment needs to be revised to keep pace Wﬂ& est fraud
detection and prevention techniques*!. @%

Health institutions in Ghana's upper west area were examined for\@qxpact of internal control
systems on financial performance, with the help of 50 respor%@}g-@ order to find out how much

s analyzed using regression. The

the independent variable affected the dependent, the r@
results showed that internal controls have a positi& \%E
C

on financial performance. Few control
variables had p-values more than 5%, as th ers explained in their subsequent paper. The
study also found that maintaining an e%gtemal control system has been repeatedly and
heavily stressed in organizations\/ the benefits it brings to financial performance. It is
possible to prevent and det %dulent actions in an institution when there is effective internal
control. As a result, polic kers' efforts to adopt policies that would strengthen the ministry of

health's internal @Lsystem have given appalling outcomes in terms of financial performance

in health 1(@% in Ghana's Upper West Region?.

Using &:al government unit tools from 15 districts and cities in Indonesia, researchers looked
at how the internal control system and internal audit influence financial statement quality. The
study's goal was to determine the impact of local government financial statement quality on
internal control systems and internal audit. Internal control adoption, internal audit effectiveness,

and financial report quality can all be benefited from research as an input. Data collected from 66

55



local government units in Indonesia's 15 districts and cities, using a data collection technology.
Path analysis is used to analyze the data collected during the fieldwork. The results show that the
quality of financial statements is improved in part because the internal control system and internal

audit work together to check for weaknesses?.

A survey methodology was used to investigate the impact of internal control on com ial banks'
performance in Nigeria. 382 questionnaires were given to selected member aff using
stratified random sampling. The data was analyzed using regression analysi &was discovered

that the four elements of internal control (control environment, con&%@{u\(mes monitoring, and
risk assessment) have a positive and substantial association z& performance. While it was

discovered that communication and information had a n act on bank performance*.

Internal control activities at Nigeria's Cross w&&& College of Education, Akamkpa, were
examined for their effect on financial perf \ce An extensive review of relevant documents
and articles was conducted alongsidg t of questionnaires and interview guides to gather data.
Survey design was used for data ¢ell¢ction, and stratified sampling was used for questionnaire
distribution. Correlation@"lcw;lts and z-scores were used to analyze the data. Simple
percentages and tab%&ae also used. In the study, it was discovered that all of the College's
activities are sta %y the top executives. In terms of control activities, the study found that the

ounting departments of the institutions have clearly defined roles, and the College's

senior officers regularly supervise the work done by their subordinates. The study also discovered

that external auditors check the financial statements of the institution on a yearly basis'3.

An investigation on how internal control affects commercial bank performance in Nigeria aimed to

find out if there was a link between the two. The study's goal was to determine the impact of

56



internal control systems on commercial banks' performance in Nigeria. The study used a survey
method and stratified random sampling, in which 382 questionnaires were given to workers in the
Nigerian commercial banks' operations, marketing, and security departments. The questionnaire
uses a 5-point Likert scale, and the obtained data was analyzed with SPSS version 23 (v23) and
Smart PLS 3 (Statistical Package for Social Sciences). Internal control was found to have a
favorable and significant association with bank performance. Despite this, the as %etween
bank performance and access to information and communication was dete%i\% e minor. The

study recommended that future research should include other variablés such as risk culture and

\
corporate governance. Also, future studies can also take into accﬁl%riables such as bank size,

bank age, and so on?*3. &(lt
0

Using a COSO framework, the impact of internal c@ n the performance of selected tertiary
institutions in Ekiti state, Nigeria was investi t& survey research approach was used for this
project. Multiple regression analysis w%@to assess the primary data. The study's findings
revealed a considerable favora% act of COSO internal control components on the
performance of selected tertraryAinstitutions in Ekiti state To be specific, Control activities had a
significant and positiv@t on the organizational performance at the selected postsecondary
institutions, whil@&rol environment had a positive but insignificant impact on organizational
performan@ 570 > 0.05, p = 0 570 > 0.05), and risk assessment had an insignificant but
positive%act on organizational performance (t = 0.446, p = 0.656 > 0 05), and RA had an
insignificant but positive impact on organizational performance). The study concluded that internal
control had an impact that was statistically significant. The study recommended that individuals in

charge of overseeing tertiary institutions tighten the internal controls identified in the study*

Vihiga County, Kenya's public higher education institutions were assessed for their impact on the
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county's financial performance utilizing theories such as agency and stewardship theory. The study
employed an explanatory research approach to conduct the investigation. The study included 96
personnel from each of the four institutions, with a target population of 140. A sample population
was surveyed using semi-structured questionnaires in order to get primary data. Multiple
regression analysis and descriptive statistics were both employed to examine the data. Study
results showed acceptable and effective control activities in financial and accounti rtments,
including internal audit reports and physical controls to avoid overalloc \ funds, at the
institutions studied. Researchers discovered that control efforts improv%%ancial health of the
institutions they studied. An examination of risk assessment @%%nd\management systems
revealed that the institutions under investigation used adeg& téehniques for assessing risks and
regularly, timely, and thoroughly audited their ions. It was discovered that risk
assessment improved the financial performanc@e institutions they studied. It was also found
that the institutions studied had a stron in@ control system in place. The finance and audit
divisions had a suitable number yees who were well-versed in the accounting and
financial management systems I&%(ional financial performance improved significantly when
placed in a controlled e@ment. A review of the institutions revealed that they had good
mechanisms for exﬁgg information and communicating with one another. A study conducted

on the financi tutions indicated that a smooth flow of information and communication

cial accountability and performance. Audit departments were independent, and

institutions' spending was closely scrutinized. Furthermore, it was discovered that financial
monitoring improved the financial health of the institutions they studied. The study recommended
regular and timely financial audits help organizations detect any weaknesses in their financial

systems and their overall financial performance’.
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The relationship between fraud control and fraud prevention was studied in a number of Nigerian
commercial banks. The study's methodology was solely based on primary data collected from a
random sample of 150 people who received questionnaires in the mail. Statistical methods such as
Ordinary Least Square, Durbin Watson, and P-value in EViews were utilized to examine the data
and interpret the hypotheses in this research. Using EViews' critical value for this analysis, the

P-values found in the study for management control, internal audit, and %

results showed a strong correlation between fraud control and fraud prevention l@gf the low
owing, which

were all considered proxies for fraud control and prevention. TWu recommended that
\
management practices should be able to strengthen commercidl b fraud control while also

strengthening commercial bank fraud prevention™. &(lt

industry as an antidote to its hardship

The robust system of internal controls in Nigeria'&y

identifying the role of an effective internal @0\1
d

distress in Nigeria's banking sector is re% . A survey research design was utilized in the study,

stem in reducing or completely eliminating

using data obtained from 56 emp@ f selected deposit money banks via questionnaire. Four
research hypotheses were dq ed and examined: with the demographic data of the respondents
being analyzed using basio.pgrcentages and the hypotheses being tested using t-test statistics at a
significant level @ testing of hypotheses revealed that the existence of an effective internal
control sy@ s a positive impact on the elimination of fraud in banks; the effectiveness of the
intema@trol system can be accurately determined, the effectiveness of the internal control
system has a significant impact on the accuracy and reliability of bank records; and distresses in
banks can be traced to a failure to adhere to the established internal control system. It was
recommended, based on the findings, that banks hire competent professional accountants to handle

their internal control functions, as only a functional/effective internal control system can serve as a
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means of thoroughly checking and preventing mismanagement in the banking industry, which

usually lead to distress®®

Internal control systems have an influence on Kenya Farmers' Association Limited's financial
performance. The influence of KFA Ltd's internal control system was investigated by looking at
the company's financial performance. Internal controls were represented in bot\w\control
environment and the control actions in this investigation. The target audience &%ﬂﬂdy was 78

managers. The study employed the Census design. The data was analyz@ﬁg both inferential

and descriptive statistics. Accounting and financial management s\were not adequately
implemented, and security systems failed to identify and safe nlzatlonal assets, according
to the study's findings. In addition, the findings reveal ighiificant correlation between KFA

limited's financial performance and the companys tatétnal control systems. 61.3 percent of the
variance in financial performance was attrib ’S\to the control environment and control actions.

Findings also showed that KFA limite anagement is not actively devoted to the company's
internal control systems. It was al&s vered that KFA Ltd's management is not devoted to the
organization's internal co stems and does not actively participate in monitoring and
supervising KFA Ltd's @es, KFA Ltd's senior managers initiate all of the company's actions.
An internal audi 16¢ that lacks objectivity, independence, and an active role in conducting
regular auditactivities was found to have a negative impact on the company's control environment.
There v%o clear separation of roles from supervision of activities by senior staff, shortcomings
were not addressed and there was no training program for increasing capacity in the organization,
based on the findings on control activities. furthermore, there was also a lack of information
exchange within the firm, as well as no security procedures in place to protect the company's assets.

The study concluded that management should devote more time and resources to monitoring
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internal control systems and hiring more recent college graduates?’.

In Vihiga County, Kenya, an investigation was conducted on the internal control systems and
financial performance of public higher education institutions. The study was based on theories
such as positive accounting, agency, attribution, and stewardship. A descriptive research approach
was adopted in the study. The total number of respondents in the four institutions stu%v\vas 140,

however only 96 employees were included in the study's sample. Semi—struc@%tionnaires
u

were used to acquire primary data from a sample group. Findings fron% dy showed that

institutions had adequate and effective control actions in place, i &qg\regular internal audit

A\

reports, adequate job separation in the finance and accountin %Cls'lbus, and physical measures to
prevent the allocation of excessive cash. The financial @a ce of the institutions under study
S

improved significantly as a result of the co@
investigation conducted ongoing financial a@%ﬂe

timely, and thorough audits, the res%ers discovered that they possessed adequate risk

ures. Because the institutions under

ts of their organizations along with regular,

assessment tools and a risk assesi/n management system. The financial performance of the
institutions studied benefite ificantly by risk assessment. Findings showed that the institutions
studied had a strong co@vironment. In addition, the research indicated that the organizations'
financial accoun@xand performance were improved by an efficient flow of information and
communic@l. nstitutional expenditures were closely scrutinized, and the audit offices itself
were C(@tely independent. The financial performance of the institutions under study improved
significantly and positively as a result of financial monitoring. The recommended that public
university administrators to conduct prompt and regular financial audits to find any flaws in their

financial systems and to improve their financial performance®.

Medical Sciences University of Golestan's financial affairs employees viewed the relationship
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between the internal control system and financial performance. Internal control system and
Medical Sciences University of Golestan's financial performance were compared. There are 112
people in the study that work in financial matters in the city of Gorgan. 86 persons are chosen at
random using Cochran's methodology. To the study used a questionnaire divided into two parts to
gather information. Cronbach's alpha scores indicate a reliability of the questionnaire at 0.88.
Statistical tests such as the t-test and Pearson's correlation coefficient are emp Nas well as

descriptive, frequency and mean statistics were the methods of analysis us%@ udy. Medical

Sciences University of Golestan's internal control system and ﬁnancia,%fo ance were found to
\
be positively and significantly associated from the perspective @sity financial employees,

and dimensions of internal control were found to be associ ith control environment, control

activities, and internal audit with financial perfoma@

The impact of internal control systems o @al performance in public higher education
institutions in Nairobi: Kenya: was exar%(wf{h the purpose of identifying the impact of internal
control systems on financial perf\/n in public higher education institutions in Nairobi City
county. The study's specifi tives were to look into the financial performance of Nairobi City
County's institutions @r learning and the impact of control activities: risk assessment:
control environn@nformation and communication, and monitoring. The study employed
agency the@%ardship theory, positive accounting theory, and attribution theory. In this study,
a descrl%e research design was used Using a sample research technique, the study's target
demographic was various sorts of workers in various departments of Public Institutions of Higher
Learning in Nairobi City County: Kenya. The test group consisted of 96 employees. To collect

primary data from the sample population, open-ended and closed-ended questionnaires were used.

The information was in statistical formats after descriptive statistics were used to examine the data.
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Multiple linear regression was used to look into the relationship between the dependent and
independent variables. The control environment, risk assessment, control activities: and
information and communication as indicators of internal control systems all had a significant
impact on the financial performance of Nairobi City County's higher education institutions,
according to the study. The factors accounted for 99.1% of the variances in the financial

performance of the institutions. According to the study43, institutions' intemz@zystems

should be enhanced, and organizational resources should be held accountabl Q\%

The effect of the Nairobi Securities Exchange's internal control& mment on the financial
performance of firms listed there was examined. In order %%rmine how internal control
systems impacted the performance of companies listed b\%ﬁ%airobi Securities Exchange, the
study's aim was to (NSE). To achieve the study's‘@%se, researchers focused on the control
environment, internal audit, risk manageme \&dn ernal control activities, as well as the impact
of corporate governance controls on%‘iﬁfmcial performance of Kenyan publicly traded
companies. A survey research te@?vas employed in this investigation. All 62 NSE-listed
companies took part in th reh. From a pool of 62 companies registered on the NSE, the
researchers selected 38@ study. The sample was selected using a stratified random sampling
strategy. The res@&nade use of both primary and secondary data. Secondary data came from
audited a | orts, publications, and document analysis, whilst primary data came from
structured, surveys. The data was analyzed using descriptive and inferential statistics. ANOVA,
chi-square, and correlation analysis were used to evaluate the hypotheses. Frequency tables were
also constructed and averages were determined. The data was analyzed with SPSS version 21.0, a

statistical program for social scientists. The research shows a strong connection between financial

performance and the internal control environment**,
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Nigerian microfinance banks' financial performance was evaluated using ex-post facto to
determine the link between internal audit and financial performance. Ordinary least squares were
used to examine data gathered from primary and secondary sources. This study's findings support
our a priori expectations because the regression parameters' estimated coefficient is positive. As a
result of this symbol, the variables Return on Asset, Profit Margin, and Return on Equity have a
positive influence on the internal audit proxy by value of fraud. Findings also i XQ that the
value of fraud has a strong link to Return on Asset, Profit Margin, and Retu ity. Based on

the findings of the study it was recommended that in order to detect aw fraud successfully

\
in microfinance banks, bank management should guarantee that ﬁr% audit is well understood
and developed in all departments to match microfinance %’ rthermore, only competent and

experienced accountants should be chosen head \microﬁnance bank's internal audit

department, according to the recommendation*’ *
N

Kenyan commercial banks' financial p%r%ﬁce was scrutinized to see how internal controls
affected it. Internal controls wee\/ uvated using the Treadway Commission's five-element
framework, and financial ance was evaluated using the historical average of Return on
Equity. A descriptive rése method was chosen because of its ability to describe the connection
between Intema@ﬁrols and Financial Performance. The research included 43 Kenyan
commerci anks.” A structured questionnaire was used to gather primary data. Descriptive
statistic%rrelation and regression analysis was employed. Findings from the study showed that
banking sector financial performance is robust in part due to the implementation and maintenance
of efficient internal controls. The banking industry's highly regulated and organized environment

can be blamed for the presence of effective internal control. The study recommended that due to

the nature of the banking sector's riskiness and its impact on financial performance, banks should
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adopt and maintain adequate internal controls*.

Money transfer company performance in Mogadishu, Somalia was studied quantitatively with a
descriptive research methodology to see how internal control system practices affected it. There
were 15 remittance organizations in the Bakara market that were part of the study's sample. There
were 402 individuals employed by these companies. Surveys were used to collect ry data,
which were then analyzed with SPSS version 23. In the study, it was discovere ﬁ&engthening

the control environment, risk assessment, and control activity of ra@me companies in

Mogadishu led to better organizational performance®’. Q \

Health Institutions in Ghana were used as case studies @ae impact of internal control

systems on financial performance. A sample fifty (50) @dents was considered in the study. An
S

ordered logistic regression model was used to gsti e impact of internal control on financial

performance at health facilities in the regi@he ordered logistic regression model's findings
revealed a link between health facili '@nal controls and their financial performance. Internal
control effectiveness and effici ncygsed to evaluate financial performance. What this means is
that increasing the indep Qvariables led to an increase in health institutions' finances is clear.
A positive correlao'gg@d be found for all five of the internal control variables tested (i.e.
positive relati ith financial performance). Only three internal control factors (control
environ w d information and communication) exhibited a significant positive connection with
ﬁnanci&rformance (p-values less than 5%), while the other two (control environment and
information and communication) had no influence on financial performance. Internal controls have
a substantial influence on the financial performance of Ghanaian health institutions, according to

the study's findings. Internal control systems at health care facilities should be checked on a

regular basis by the governing body of the institution, potentially with assistance from the audit
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reports implementation committee (ARIC)*,

Regarding the link between internal control and corporate financial performance, the studies gave
varied results. The majority of internal control research focuses on individual
institutions/companies that demonstrate unique traits or tangible flaws in their internal control
systems. Prior research has largely focused on risk assessment, monitoring, and i 1 t10n and
communication as proxies for assessing internal control, with control a he control

%to establish the

environment receiving little attention. Because most studies have bee

contribution of monitoring and control activities, this study will e@( monitoring and control

activities as proxies to fill in the gaps®>>4. <& )
2.4 Summary of Gaps in Literature ®

Past studies have examined the effect of 1nterr®(rol on organizational performance with focus
on selected internal control components ent sectors in the economy and performance have

been measured with only financia ance using secondary data. However, organizational

performance can be both ﬁn@ﬁnd non-financial. The non-financial performance include

customer attraction, cyst atlsfactlon employees retention, and employees motivation and
others. There is 0 study each of the internal control components and its effects on both
financial and ancial performance of organizations. Also, little studies had only been carried

ancial sector, therefore there is need for more studies on the performance of financial

sector especially the deposit banks using both the financial and non-financial indicators.

2.5 Theoretical Framework

The theoretical framework for this study is based on agency theory. This is because it resonates

with the focus of this study, internal control and the performance of deposit money banks in
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Nigeria. The Agency theory was advanced by Jensen and Meckling in 1976 and has become one of
the most widely cited theories in finance, management and accounting research. The theory
establishes that contracting is used by principals and agents to increase their resources. The theory
explained that the agent is working for the principal and one of their duty is to give the information
on the performance of the business. Proponents of this theory were of the view that there is
persisting conflicts of interest between principals and managers of resources v& gs about
principal-agent relationship. This is because in an attempt to increase theh resources, the
N

agents can face a dilemma of working against the interest of their prin% order to resolve this

agency problem, internal management should be used as a safety ﬂetx’\\

This conflict of interest between principal and agents preei <$vs the need for implementation of
internal control systems to checkmate the activit% e agents which has been shown to
influence the company’s efficiency thereby”Nimproving performance®. This means that the
maximization of organizational perfo &\Both financial and non financial performance is

subject to effective internal control@?ﬁ put in place by the principal. This relationship can be

expressed as follows; &

PERF = f{Internal Con OQ (2.1

Where, PERF i1 nizational performance.

Howev§ ers of resources have measured the indicators of internal control based on
international standards following the COSO framework components of internal control which

include:

firstly, control environment (CE) that is Internal control is a process that those in charge of
governance, management, and other staff design and influence in order to provide reasonable

assurance about an entity's goals in terms of operational efficiency and effectiveness, compliance
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with applicable laws and regulations, and financial reporting reliability. Secondly, a risk assessment
(RA), this is he components of control environment include ethical values, competencies, and
integrity of the people that makes up an entity, which is the bedrock for the development of other
internal control factors as it makes available the structure and discipline in which the organization
operates. Thirdly monitoring activities (MA) identifies and analyze the internal and external
elements that could have a negative impact on the performance, information, and compliance goals
of the manufacturing organization from the standpoint of internal control. Fo%Control

h-level
reviews, physical controls; a system of approvals and authorizations; chec% mphance with

activities (CA), appropriate activity controls for different departments or di
exposure limits and following up on non-compliance; and a verificat for balancing the

budget. And lastly information and communication (IC) th1s Nuahty and nature of

information required for effective control are emphasized in in and communication, as are

the reports required to properly disseminate this informati equation 2.1 can therefore be
modified by including the components of internal cont@m asures of internal control’’»>, Thus,
COSO framework components of internal co rﬁ@ agency theory was adapted for the
conceptual and theoretical model of this study ’\&
C

PERF = f{(CE, RA, MA, CA,IC) (2.2)

Endnotes

! Eke Gift. "Internal Control and Financial Performance of Hospitality in Rivers State. European
Journal of Accounting, Auditing and Finance Research 6, (3) 2018,32-52.

68



2 A. Berberoglu, Impact of organizational climate on organizational commitment and perceived

organizational performance: Empirical evidence from public hospitals, BMC Health Services
Research, 18, (1), 2018, pp. 1-9, doi: 10.1186/s12913-018-3149-z.

3 P. Avagre "The Effectiveness of Intemal Control Systems of Banks: The Case of Ghanaian
Banks.” International Journal of Accounting and Financial Reporting 4, (2) 2014, 377-389.

* Gideon Tayo and Adebola Daniel. "Internal Controls and Performance of Selected Textigry
Institutions in Ekiti State: A Committee of Sponsoring Organizations (COSO) Frameworss
Approach." International Journal of Financial Research 11. (1) 2020, 1-12 h#tps
/ijfrsciedupress.com

> A. M. Dankumo, S. Ishak, & I. D. Onisanwa, Does Okun ' s Law Explain the Relationship
between Economic Growth and Unemployment in Nigeria ? JournaVEKonomi Malaysia, 53, (3),
2019.

¢ Andrew Govedi. “Internal Control Systems and Financial Rexfornance of Public Institutions of
Higher in County: Kenya." IOSR Journal of Business and Management (IOSR- JBM) 20, (4)
2018, 31-41. www.iosrjournals.org

" Benson, Mugi and Jagongo A. "Effect of Interp@Eonifol Systems on Financial Performance of
Public Institutions of Higher Learning in Najixdbi“(ity County Kenya. "International Academic
Journal of Human Resource and Business\Administration 3, (2) 2018, 273-287.

8 Mbilla, Simon Akumbo Eugene, Joseph,Dery Nyeadi, Michael Kwame Gbegble, and Redruth
Nyaaba Ayimpoya. Assessing the dmpaciof Monitoring, Information and Communication on Banks

Performance in Ghana. Asian Journat of Economics, Business and Accounting 14, (3) 2020,
58-71.

% 0. Oyoo “Effect of Internat<Control on Financial Performance of Micro-Finance Institutions in
Kisumu Central Constituericy: Kenya. Scholarly Journal of Scientific Research and Essay 3 (10)
2014, 139-155.

10°N. R. Fulbright “Internal control and corporate performance. International Journal of
Humanijtie$sand Social Sciences 1, (1) 2016, 23-29

'R, Ekinci & G. Poyraz, The Effect of Credit Risk on Financial Performance of Deposit Banks in
Turkey, Procedia Computer Science, 158, 2019, pp. 979-987, doi: 10.1016/j.procs.2019.09.139.

12.G. Tong & G. Guo, Meta-analysis in Sociological Research: Power and Heterogeneity,
Sociological Methods and Research, 51, (2), 2022, pp. 566—604, doi:
10.1177/0049124119882479.

69



13 Hussaini, Umar, and Muhammed Umar Dikko. The Effect of Internal Control on Performance of
Commercial. International Journal of Management Research & Review 8, (6) 2018, 13-32.

14 J. Kinyua "Effect of Internal Control Systems on Financial Performance of Companies Quoted in
the Nairobi securities exchange. (Unpublished PhD thesis).” Jomo Kenyatta University of
Agriculture and Technology: Kenya 2016

I5'N. Emmanuel and A. Olang "Internal Control System and Financial Performance in Financial
Institutions in Rwanda: A Case of I & M Bank Ltd Rwanda." African Journal of -Business and
Industry 2, (3) 2017,. 46-58.

16 R.S. Hayes and R. Baker "A Participant Observation Study of the\ReSoliition of Audit
Engagement Challenges in Government Tax Compliance Audits." Qualitative Research in
Accounting & Management 11, 2014, 416-439.

17 Akinde Mikhail. Audit and assurance, 2" ed. Lagos: Publisher, 201/
¥ Kajola Sunday. Advanced auditing and assurance. Lagos. NBEX Publisher Ltd, 2015.

1 Muhunyo Benson "Internal Control Systems\agd\Financial Performance of Public"”
International Academic Journal of Human Reseuree and Business Administration 4, (3) 2018,
21-23.

20 D. Nyakundi, M. Nyamita and T.Tinega_"Effect of Internal Control Systems on Financial
Performance of Small and Medium\Scale Business Enterprises in Kisumu City: Kenya.
International Journal of Social Scieneés.and Entrepreneurship 1, (11) 2014, 719-734.

2l Kajola Sunday. "Intemal Gontro¥ System and Firm Performance in Nigeria." Journal of
Economics, Finance and B@Siness*2, (3) 2017, 21-32.

22 E. Toader, B. N. Firtéscuy&. Roman, & S. G. Anton, Impact of information and communication
technology infrastrictureon economic growth: An empirical assessment for the EU countries,
Sustainability (Syitzerland), 10, (10), 2018, pp. 1-22, doi: 10.3390/sul10103750.

23 0. Eniolgand Q. Akinselure "Effect of Internal Control on Financial Performance of Firms in
NigeriagTOSR)Journal of Business and Management (IOSR-JBM) 18, (10) 2016, 80- 85.

24R. Etengu and M. Amony "Internal Control System and Financial Performance in
Nongovernmental in Uganda: A Case Study of International Union for Conservation of Nature.
International Journal of Contemporary Applied Sciences 3, (2) 2016, 328 -347.

25 S. Rehman, R. Mohamed, & H. Ayoup, The mediating role of organizational capabilities
between organizational performance and its determinants, Journal of Global Entrepreneurship
Research, 9, (1), 2019, doi: 10.1186/s40497-019-0155-5.

70



26R. N. Hanoon, N. H. A. Rapani, & A. A. Khalid, The correlation between internal control
components and the financial performance of iraqi banks a literature review, Journal of
Advanced Research in Dynamical and Control Systems, 12, (4 Special Issue), 2020, pp.
957-966, doi: 10.5373/JARDCS/V12SP4/20201567.

27 C. Lagat, A. Okelo and E. Terer "Effect of Internal Control Systems on Financial Management in
Baringo County Government, Kenya. Journal of Economics, Finance and Accounting 3 (1) 2016,
1-16.

28 B. Hirtle, A. Kovner, & M. Plosser, The Impact of Supervision on Bank Perforingnee, Journal of
Finance, 75, (5), 2020, pp. 2765-2808, doi: 10.1111/jofi.12964.

29 S. Ibrahim, G. Dilbuzie and M. Abubakari “The Impact of Internal Gontrol Systems on The
Case of Health Institutions in Upper West Region of Ghana. International Journal of Academic
Research in Business and Social Sciences 7, (4) 2017, 2222-6990.

30 C.L. Kewo and N. N. Afiah "Does Quality of Financial Stategent Affected by Internal Control
System and Internal Audit?" International Journal of Econemics and Financial Issues 7 (2)
2017, 568-573.

31 Funso Kolapo and Temitayo Olaniyan. "The lmipact of Fraud on the Performance of Deposit
Money Banks in Nigeria." International Jourhal\of Innovative Finance and Economics
Research 6, (1) 2018, 40-49. "www.seahipajiorg

32 Hussaini Umar and Muhammed Dikkoy™he Effect of Internal Control on Performance of
Commercial Banks in Nigeria." Intenfational Journal of Management Research & Review 8, (2)
2018, 13-32.

3]. Omagwa "Internal Contkol Systems and Financial Performance of Public Institutions of
Higher Learning in CoyntysJenya. IOSR Journal of Business and Management (IOSR-JBM)
(4) 2018, 31-41.

34 J Magu andR. Xibati "Influence of Internal Control Systems on Financial Performance of Kenya
Farmers' Assqciation Limited." International Journal of Economics, Commerce and
Management 4 (4) 2016, 783-800.

35 Mawutor John, Augustine Enofe, Kemebradikemore Embele, Anayochukwu Ndu nad Oluwaseyi

Awodola. "Fraud and Performance of Deposit Money Banks." Journal of Accounting and
Finance Research 8 (2) 2019 http://afr.sciedupress.com

36 Livingstone Kipyego and Isaac Naibei. "Accounting Internal Control Systems and Firm
Performance: Evidence from Commercial Banks in Kericho County: Kenya." International

71



Journal of Economics, Commerce and Management 5, (11) 2017, 697-712
http://ijecm.co.uWISSN234S03S6

37 Tekalign Negash. "Assessing the Effectiveness of the Intemal Control System in the Commercial
Banks of Ethiopic A Case of Hawassa City. "International Journal of Science and Research
(IJSR) 8, (12) 2019, 414-418.

38 Muhunyo Benson and A. Jagongo "Effect of Internal Control Systems on Financial Performance
of Public Institutions of Higher Learning in Nairobi City County Kenya." InternationalAcademic
Journal of Human Resource and Business Administration 3, (2) 2018, 273-287

3 R.N. Ayimpoya, D. A. Akolgo, S. A. E. Mbilla, & M. K. Gbegble, Effects of\RiskAssessment,
Control Environment and Control Activities on Performance of Listed Banksn Ghana, Asian
Journal of Economics, Business and Accounting, (April), 2020, pp. 18-33\doi:
10.9734/ajeba/2020/v14i430200.

40 Arzizeh Tiesieh and Oti Ibiam. “Internal Audit and FinancigkPerfoymance of Micro Finance
Banks in Nigeria.” International Journal of Social Sciences and\Management Research 5, (4)
2019, 95-107. 1. www.iiardpub.org

41 Asiligwa Rennox. "The effect ofInternal Controls on_theNFinancial Performance of Commercial
Banks in Kenya." IOSR Journal of Economicsgnd Fitance (IOSR-JEF) 8, (3) 2017, 92- 105 _
www.iostjournals.org

42 A. E. Adegboyegun, E. Ben-Caleb, A €OMdemola, E. O. Oladutire, & G. M. Sodeinde, Internal
control systems and operating perfopmanee/Evidence from small and medium enterprises (SMEs)
in Ondo state, Asian Economic and ‘Financial Review, 10, (4), 2020, pp. 469—479, doi:
10.18488/journal.aefr.2020.104469479.

43 Sahabi Ibrahim, Gordof Difbuzie and Mohammed Abubakari. “The Impact of Internal Control
Systems on Financial Perfoxmiance: The Case of Health Institutions in Upper West Region of

Ghana." Internatiofial Jeurnal of Academic Research in Business and Social Sciences 7, (4)
2017, 684-696.

4 M.C.Jensen and W.H. Meckling Theory of the Firm: Managerial Behavior, Agency Costs and
OwnershindStructure. Journal of Financial Economics, (3) 1976, 305-360.

4 Omoregie, A.E Nosa , and Usifo, John Eromosele. "Factors Affecting Financial Reporting
Quality in Nigeria Public Sector." Int. j. of Social Science and Economic Research, vol. 5, (5)
2020, 1172-1185, ijsser.org/more2020.php?id=82.

46 1.C. Otoo, S. Asumah, G. Peprah-Amankona, & A.T. Andzie. Impact of Internal Control

Systems on Performance of Universal Banks: Evidence from Ghana, Journal of Financial Risk
Management, 10, (04), 2021, pp. 473-486, doi: 10.4236/jfrm.2021.104025.

72



47 Sleimi, Mohammad Tahseen. Effects of Risk Management Practices on Banks’ Performance: An
Empirical Study of the Jordanian Banks.” Management Science Letters 10, (2) 2020, 489—-496.

48 Kiprop, Lagat Fredrick. Effect of Risk Evaluation on Performance of Financial Institutions.”
Cari journals 2, (3) 2017, 54-68.

49 Adedokun, Idowu Abiola, & Taiwo Oyewole. Evaluation of the Effect of Monitoring and Control
Activities on Fraud Detection in Selected Nigerian Commercial Banks. 4, (6) 2013, 57-63.

S0T. O. 1, Fakokunde & R. M., Mugri, Examination and Monitoring of Staff Conunituient as a Tool
for Appraising Performance in the Nigerian Banking Industry” A Journal of CoOntémporary
Research, 18 (2), 2021 15 -38,ISSN: 1813-222

SILily, Chepkirui. Internal Control Systems and Financial Performauce-df Gommercial Banks
Listed At Nairobi Securities Exchange, Kenya. Research Project Submittéd in Partial
Fulfillment of the Requirement for the Award of the Degreesof M \2017.

32 L. Adeoye, J.Olowokere, & O. Bankole. Internal ControlSystesi Effective Ness And Fraud
Prevention Innigerian Deposit Money Banks, Gusau Jeurnal of Accounting and Finance, 2, (3),
2021, pp. 1-16.

33C. S. Afolabi, J. K. Ogunleye, & O.A. Olukeyas Effect of Internal Control Systems on the
Financial Performance of Deposit Money Banks“ip Osun State. World Journal of Innovative
Research (WJIR) ISSN: 2454-8236, 9(#)202659-66

S4T. Aksoy, & A. Mohammed. Assessing bank’s internal control effectiveness, International
Journal of Research in Business and, Social Science (2147- 4478), 9, (4), 2020, pp. 196206, doi:
10.20525/ijrbs.v9i4.743.

55 U. O. Chinweoda, U/R\Onuora, Ikechukwu, E. M., Ikechukwu, A. C., & Ngozika, O. A., Effect
of Liquidity Management.on the Performance of Deposit Money Banks in Nigeria, The Journal of
Social Sciences Reseaxch, 7, (63), 2020, pp. 300-308, doi: 10.32861/jssr.63.300.308.

6 O.E. Ibironke, & N. 1. Elewor. The Role of Internal Audit and Control on Organizational
Objective Achitevement, International Journal of Research and Scientific Innovation (IJRSI),
7(5), 2020, pp. 257-264, [Online]. Available: www.rsisinternational.org

7 B. lTorsue, T.Nyor, & A. O. Yahaya. Control Environment and Internal Control System
Effectiveness of Listed Deposit Money Banks in Nigeria, Research Journal of Finance and
Accounting, 9, (12), 2018, pp. 1626, [Online]. Available: www.iiste.org

38 P. Ogbebor, O. Osundina, & N. Oyamendan. Internal Control and the Financial Performance of
Selected Deposit Money Banks Listed in Nigeria, Developing Country Studies, 10, (4), 2020, pp.
61-73, doi: 10.7176/dcs/10-4-07.

73



39 R.0. Opeke, , Information Management Practices on Profitability of Selected Deposit Money
Banks in Nigeria, 10, 2020, pp. 163—172.

74



Chapter Three
Methodology

This chapter comprises sections that talk about the study’s research design, its
population, sample and sampling technique, the wvalidation and reliability of

instrument, the procedural for the collection of data, pilot study, research instrument,

and data analysis technique. : \yx

01{ ata collection

through the use of questionnaire. This study used su@sign because survey
design is good for ensuring a coherent research @1

3.1 Research Design

A survey design-based approach is used in this research, foc

t for gathering data and
generating information that will be drawn study. Survey research design is
adopted to appropriately provide proce Asfor administering a survey to sample in

order to effectively describe the e@t&littitudes, opinions and characteristics of the

study’s population from thes\@.\
3.2 Population of tl:@}y.

The populati fc&rfﬁis study is DMBs (for instance, Deposit Money Banks) registered

and op in Nigeria. Specifically, the population of this study is all the deposit

anks with international authorization in Nigeria.

The CBN (for instance, Central Bank of Nigeria) recognizes are eight (8) DMBs that
have the approval to conduct international transactions in Nigeria. These banks are
Access Bank Plc, Fidelity Bank Plc, First City Monument Bank Limited, First Bank
of Nigeria Plc, Guaranty Trust Bank Plc, Union Bank of Nigeria Plc, United Bank for

Africa Plc and Zenith Bank Plc. Deposit money banks with international
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authorization are used because of their global experience and scope of operations.
3.3 Sample and Sampling Techniques

This study used the eight deposit money banks with international authorization in
Nigeria. These deposit money banks were used because of their international
authorization, global experience and scope of operations. Questionnaires was

A

m the

administered on 150 respondents who will be staff of the selected banks.

used simple random sampling technique to select the needed s

population. The researcher chose simple random sampling beca,%t 15-objective and

«\ \
unbiased. (

3.4 Description of the Instrument §V

To collect data from the study’s partieipants;” the research utilized a structured

closed-ended questionnaire. The qu@\(}snaire for this study was titled “Internal

i@\/lBs in Nigeria”. The Research Questionnaire

. Section A focused on the essential personal

Control and Performance of

had Section A and Sectio
e

characteristics of pondents, while Section B focused on internal control and

bank’s perfo&r&eﬁach question of the questionnaire in the Section B was in Likert

Scale whi uired the respondents to grade their options on a scale of 1 — 5. The

had scaled responses as of Very Large Extent (coded 5), Large Extent

(coded 4), Some Extent (coded 3), Minor Extent (coded 2) and Not At All (coded 1).
The choice of questionnaire as the research instrument is due to the fact that
questionnaire is cost effective, also it places less pressure on the respondents for
immediate response which provide respondents with the opportunity sufficient and
reliable information.

3.5 Pilot Study
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The researcher conducted a pre-test of the questionnaire using four (4) listed DMBs.
The banks selected for this pilot was the deposit money banks without international
authorization in Nigeria. Pilot study is necessary in this study as it assisted in
designing the questionnaire, determining the readiness of the respondents, and it also
present the researcher with the reactions of the respondents as well as ascertain the

reliability and validity of the research instrument. 3
3.6 Validation of the Research Instrument g(/t

Validity refers to how well an instrument examines the pheno e a% inquiry. To
ensure the validity of this study research instrument, (_%&e literature review

relating to the topic was done, which fulfille %Eeoretlcal validity. The

researcher's supervisor looked over the instrum termine if it showed any signs

of content validity. Q

3.7 Reliability of the InstrumenQQ/

A reliability scrutiny was <<w verify the reliability level of the variables used in
the study. The st a pted a test-retest method, which involved giving an
instrument t time to the same group of respondents. Reliability would
therefo% rmed through correlation between the scores on the two independent
inst

The output was calculated using Cronbach' s Alpha with Statistical

&ge for Social Science (SPSS) software version 26.

3.8 Administration of Instrument

The study's variables were subjected to a reliability analysis to ensure that they were
reliable. The study used a test-retest approach, which entailed administering an

instrument to the same set of people a second time. Correlation between the scores on
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the two independent measures would therefore show reliability.
3.9 Method of Data Analysis

This study had the objective of establishing the association between internal control
management and performance of listed Nigerian DMBs. To achieve this objective, the
study adopted the descriptive and inferential analysis. The inferential analysis was
carried out to investigate the association between internal control mana@\k;d
performance of listed Nigerian DMBs using the correlation and the re ioh analysis.
Also, descriptive analysis was conducted to show variations in %n\s and opinions
of the respondents using frequencies and percentage denﬁt})@ s. The data for the

study was analyze using version 26 of the SPS@ tical Package for Social

Sciences) software.
@
Q

The objective of this study is tmlne the relationship between internal control

3.10 Model Specification

system and organizational&o ance among the listed deposit money banks in
Nigeria. The model fi study is based on the theoretical framework in the previous
chapter which e‘ta% the relationship between internal control and organizational

performan equation 2.2 is then re-expressed in its econometric form as;

on"'l"'z + 3 + 4 + 5 * g

(3.1
Where,

PERF = a vector of Financial, Non financial and Overall organizational performance

of DMBs in Nigeria

CE = Control environment
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RA = Risk assessment

MA = Monitoring Activities

CA, = Control activities

IC = Information and communication

Bi- Bs = Coefficient of the parameter estimate

ue = Error term @

Bo = The intercept %\
t = Time dimension (\\\

Model for the analysis of the impact of risk assess @ performance of DMBs

The equation 2.2 expressed performanc@i\d s as a function of risk assessment.

<§®

in Nigeria

PERF = f{RA)

S

Where, Q
PERF = a r&o"t’ inancial, Non financial and Overall organizational performance

(3.2)

of DM geria

%st assessment

B1 = Coefficient of the parameter estimate
pe = Error term

Bo = The intercept

t = Time dimension
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Model for the analysis of the impact of monitoring activities on performance of

DMBs in Nigeria

The equation 2.2 expressed performance of DMBs as a function of monitoring

activities.

PERF = AMA)

PERF = a vector of Financial, Non financial and Overall or&@@al performance

of DMBs in Nigeria %(—}
B1 = Coefficient of the parameter estimate @
pe = Error term QS\

Bo = The intercept Q\:

t = Time dimension ® .

Model for t&@is of the impact of control activities on performance of
oIl

DMBs

T % tion 2.2 expressed performance of DMBs as a function of control activities.

MA = Monitoring Activities

PERF = f(CA)

= o+ 1 + 3 (3.4)

Where,

PERF = a vector of Financial, Non financial and Overall organizational performance

of DMBs in Nigeria
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CA = Control Activities

B1 = Coefficient of the parameter estimate
pe = Error term

Bo = The intercept

t = Time dimension

3.11 A priori Expectations @%\

A positive relationship is expected between risk assessment, mofii activities,

control activities and organizational performance of DMBs i@b{i& An increase in
the practice of risk assessment, monitoring activities a@c—tal activities is expected
to increase the organizational performance of de@n y

banks in Nigeria.

3.12 Ethical consideration @

Conducting research requires not on®ertise and diligence but also honesty and

integrity. This is done to rec@ protect the right of human subjects. To render

the study ethical, the n gm

L )

informed consent @ bserved. Scientific honesty is regarded as a very important

self-determination, anonymity, confidentiality and

ethical respoﬁi&kgliﬂ of the researcher. Dishonest conduct includes manipulation

of desi ethods, retention or manipulation of data. The researcher avoided any

forn dishonesty by using data as obtained with the research instrument
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Chapter Four
Results and Discussion of Findings

This chapter presented the data collected from the survey. The data were analyzed and
interpreted in accordance with the objectives of the study. The analysis and

interpretation of data were based on the questionnaires administered and retrieved.
This chapter revealed the responses of 97 respondents out of 150 p@bﬁ
considered for this study, which consisted of male and female respon@ﬁ m 12
selected deposit money banks in Nigeria. %
Q

4.1 Demographic Data Analysis %

The table 4.1 shows the demographic statistics of th@nts in the survey carried
out. It revealed that majority of the responden %\male representing 58.8% while
the remaining 41.2% were female. It fi 'ﬂ%hows that majority of the respondents
are married (52.6%) followed by si®(44.3%) with only 3.1% divorced. With

regards to academic qualiﬁ% ority of the participants are HND/B.Sc holders

(73.2%) followed by %d ¢ (17.5%) and NCE/OND (6.2%), while the least

L )

\)
represented were holders with 1%. In addition, it was also discovered that

majority of Oﬁ‘ ondent do not have any professional qualification (56.7%),
howev 6% had ACA/ANAN/ACCA, 6.2% had CIBN, those with CITN were
IM were 4.1%, while those with other form of professional qualifications

were 8.2%.
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Table 4.1.1 Demographic Characteristics of Respondents

Variable Frequency (n) Percentage (%)
Male 57 58.8
Gender Female 40 41.2
Total 97 100
Single 43 443
Married 51 52.6
Marital Status Divorced 3 3.1
Total 97 100 V\
(8;
NCE/OND 6 6.2 b
HND/B.Sc 71 73 \
M.Ed/M.Sc 17 7.5
Academic PhD 1 % \
Qualification Others 2 (_} 1
Total 97 % 100
R
ACA/ANAN/ACCA 21 \\ 21.6
CIBN 6 % 6.2
CITN 3 3.1
NIM a%\\ 4.1
Professional Others Q 8.2
Qualification None 5 56.7
Total 97 100
Less than 5 53 54.6
30 30.9
9 9.3
Work 1 1
Experience s and above 4 4.1
97 100
\ Sl
S Less than 1 Year 19 19.6
1-3 Years 36 37.1
cein 3-5 Years 21 21.6
2 nkmg 5-10 Years 12 12.4
Industry More than 10 Years 9 9.3
Total 97 100

Source: Field Survey 2022

With regards to work experience, the survey report as shown in the table 4.1, revealed

that majority are still relatively new at their respective banks as participants with less
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than 5 years work experience account for 54.6%, followed by 30% of those with 5 to
10 years work experience. Those with 11 to 15 years work experience were 9%
followed by 20 years and above, while the least represented were those with 16 to 20
years (1%). Furthermore, years of experience in the banking industry is another
indicator, it was shown in the table 4.1 that those with 1 to 3 years (37.1%) are the
majority, followed by those with 3 to 5 years (21.6%). Those with less than gc\ar

12.4% while the least were those with more than 10 years experieg
\

industry (9.3%). ‘\\
Table 4.1 is presented pictorially as follows: \>

&

experience in the banking industry had 19.6%, 5 to 10 years experience@ for

anking

Gender

E Fermale
W Male

Figure 4.1.1: Gender
Source: Field Survey 2022
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Marital Status

E single
W Married
M Divorced

J
Figure 4.1.2 Marital s@

Source: Field Su

~\

Academic Qualifications

E NCE/OND

W HND/B.Sc

W M.Ed/n.Sc
ErhD

Figure 4.1.3: Academic Qualification

Source: Field Survey 2022
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Professional Qualification

[ ACABNANIACCTA
W ciBN

Wcin

Enim

O others

N\
Figure 4.1.4: Professio% alification

Source: Fi rvey 2022
C
W

Work Experience

E Less than 5 years
W5-10 years

W 11-15 years

[ 16-20 years

20 years and above

Figure 4.1.5: Work Experience



Source: Field Survey 2022

Years of Experience in the Banking Industry

E Less than 1 year
i3 years

W35 years

[5- 10 years
Cmare than 10 years

AW
Figure 4.1.6: Years of Exp&% the Banking Industry
Source:@ urvey 2022

4.2 Descriptive Analysis \<§3

The study collecte %o‘tfle five components of internal controls namely; control
environment, isﬁ{sy:ssment, control activities, information and communication and
monitori ities as well as organizational performance measures which include
ﬁna@ and non-financial performance of deposit money banks in Nigeria. The
frequency distribution of the respondents per question expressed in percentages are

depicted in the tables below.
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Table 4.1.2 Control Environment: Frequency Distribution of Respondents

Percentage of Respondents

S/N Questions YL M NA
E LE SE E A

1  The board of directors and management’s commitment to 3 5
integrity and ethical behaviour communicated effectively 52.6 0 32
throughout the organization, both in words and deeds.

2 The organization have a process to evaluate the performance % ’ 10
of individuals and teams against its standards of conduct. () ® .

3 The organization periodically analyze issues to identify trends
and root causes to evaluate whether modification of policies, 29.2 40 1.0 O
communication, training or controls are necessary.
4  Audit committee have adequate resources and authority to
. . R \ 16.0 32 1.1
discharge its responsibilities. \ 4

5  The organizational structure appropriate for the size, operati

activities and locations of the organization to .€n 323 20' 198 52 2.1
management to carry out their oversight responsibiliti

6  Reporting lines evaluated periodically, and do th the 41
execution of authorities and responsibilities ow of 31.6 ) T221 42 1.1

information to manage the entity’s act1V1tle
7  There is a mechanism in place to r educate and

communicate, to management and em , the importance 316 47. 179 11 2.1

of internal controls, and to raise th understandlng of T4 ' ' '
internal control.

8 There adequate policies and @'{es for authorization and 385 37. 188 52 0
approval of transactions by the apptopriate level? T 5 ' '

9 There are standards m&pogo edures for hiring, training,
motivating, evaluati ting, compensating, transferring 24.0 59. 104 52 10
and terminating ployment of personnel that are T4 ' ' '
applicable to all functighal areas

10 Management-demonstrate a commitment to provide sufficient
accountin inancial personnel to keep pace with the 38.5 " 19.8 1.0 3.1
growth a&complexity of the business

N\
F ield Survey 2022
Table 4.2 shows the description of respondents opinion with regards to control

environment. It was observed that majority of the respondents (52.6%) agree to a very
large extent that the board of directors and management’s commitment to integrity
and ethical behaviour communicated effectively throughout the organization, both in
words and deeds while only 3.2% are in opposition. 49% of the respondents agree to a

large extent that the organization have a process to evaluate the performance of
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individuals and teams against its standards of conduct. This is followed by those that
agreed to a very large extent (37.5%) while those that not at all are only 1%. With
regard to the organization periodically analyzing issues to identify trends and root
causes to evaluate whether modification of policies, communication, training or
controls are necessary, majority of the responded agreed to a large extent (45.8%),
although none is of the opinion of not at all, the least are those who agree wit the
question to a minor extent (1%). As for the question, audit committee ha% ate

resources and authority to discharge its responsibilities, 40.4% of the \&&ents who

Ve

are the majority agree with the question to a large extent clm&fol wed by those

that agreed to a very large extent (39.4%), the least are t@o do
The question stating that the organizational %j\\&g/ appropriate for the size,
n

to enable management to carry

=

ot agree at all.

operating activities and locations of the o&a'
out their oversight responsibilities, ({;&@e question stating that reporting lines
evaluated periodically, and do%y enable the execution of authorities and
responsibilities and the ﬂow&n rmation to manage the entity’s activities as well as
the question stating @{here is a mechanism in place to regularly educate and
communicate, t@emem and employees, the importance of internal controls, and
to raise tl@el of understanding of internal control revealed similar responses
wheresth jority of the responses shows agreement to a large extent (40.6%, 41.1%
2@7.4% respectively), they also showed that 32.3%, 31.6%, 31.6% respectively
agreed to a very large extent whereas the least responses are those who do not agree at

all (2.1%, 1.1% and 1.1% respectively).

In the same way, the question stating that there adequate policies and procedures for
authorization and approval of transactions by the appropriate level shows similar

response with the question on management demonstrate a commitment to provide
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sufficient accounting and financial personnel to keep pace with the growth and/or
complexity of the business. Here the majority of the respondents for the two questions
agreed to a very large extent ( both 38.5%) which is closely followed by those who
agree with the question to a large extent (both 37.5%). More than half of the
respondents agreed to a large extent (59.4%) that there are standards and procedures

for hiring, training, motivating, evaluating, promoting, compensating, transfen%d
terminating the employment of personnel that are applicable to all func&/

as

while only 1% do not agree at all. %\b

Since for each of the questions under the control environrr& é.majority of the

respondent either agree to a large extent or very large i) can be concluded that
t o

t
each of the questions contributes to the imp@ f

control environment of

deposit money banks in Nigeria.

Table 4.1.3 Risk Assessment: Frequﬁ&%}istribution of Respondents

A\ Percentage of Respondents
S/N Questi Q VL M NA
) E LE SE E A

1 The organization periodically Vreview and update its 44
understanding of the r ments of the applicable financial ©448 73 21 1.0

reporting framewor °
2 Management estx l a materiality threshold for the 32. 542 94 21 21

purpose of identi 1gnificant accounts and disclosures. 3
3 The organiza ave a process to evaluate the range of its 30
activities .% sess whether all material activities are 5 " 411 263 21 O

appropriately-reflected in the financial statements
4 The o 'zation identify risks to the achievement of financial 31.
L . 469 156 52 1.0
re g“objectives at all levels of the entity. 3
5 The tisk identification is comprehensive and it include all
significant interactions internal to the bank and between the 26.

bank and its relevant business partners and outsourced service 3 495 211 L1 21

providers
6 Risk assessment is revisited on an appropriate interval gs. 453 253 32 1.1
7 The organization perform a risk assessment to consider risk 39
related to fraudulent financial reporting, management override, 5 323 240 3.1 1.0
potential loss of assets and corruption
8 There are measures in place to identify and react to risks that 30.

occur to due changes in regulations, politics or economic by 2 1013531 21

90



10

the bank.

Audit personnel or other internal control experts are involved

in control related activities or decision making in fight against 21' 389 74 21
fraud.

There are processes in place to inform appropriate levels of 34

management about changes with possible significant effects 7 558 42 42

on the entity.

1.1

Source: Field Survey 2022

Table 4.3 shows the frequency distribution of respondents with regards t§ﬁ2k

assessment. From the report of the responses, it was observed that equal ;@e of

the respondents (44.8%) agreed to a very large extent and to a la that the

organization periodically review and update its understandin&%e\requirements of
the applicable financial reporting framework, whereas o;@o not agree at all.
As for the question, management establishes a m@ueshold for the purpose of

identifying significant accounts and discl s%

(54.2%) believed to a large extent fol@y those that agreed to a very large extent

(32.3%) while the least are t%% agreed to a minor extent and those that do not

agree at all (both 2.1%)). A% :1% of the respondent agreed that the organization

ore that half of the respondent

have a process to ev@ the range of its activities to assess whether all material

activities are appro ely reflected in the financial statements, whereas those that

agreed @‘ extent are the least (2.1).

F n‘@\ ore, 46.9%, 49.5%, and 45.3% of the respondent agreed to a large extent that

the Organization identify risks to the achievement of financial reporting objectives at
all levels of the entity, that the risk identification is comprehensive and it include all
significant interactions internal to the bank and between the bank and its relevant

business partners and outsourced service providers and that risk assessment is

revisited on an appropriate interval respectively. This is closely followed by those that
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agreed to a very large extent (31.3%, 26.3% and 25.3% respectively), whereas those

that do not agree at all are the least of the respondents.

Most of the respondents also agree to a very large extent that the organization perform
a risk assessment to consider risk related to fraudulent financial reporting,
management override, potential loss of assets and corruption and that audit personnel

or other internal control experts are involved in control related activities or @Qn

making in fight against fraud (39.6% and 51.6% respectively) while @vere

those that do not agree at all (1% and 0% respectively). %\

Majority of the respondents agreed to a large extent that th &é\m 2}sures in place to
identify and react to risks that occur to due change t-?egulations, politics or
economic by the bank and that there are pro %place to inform appropriate
levels of management about changes wiw ible significant effects on the entity

(51% and 55.8% respectively), while @t of the respondents are those that do not

agree at all (2.1% and 1.1% res@y).

From the report, it cou%s that majority of the respondents agreed to each of the
questions to a Ver@g extent and to a large extent, this implies that each of the
questions coﬁi\bgv? to the improvement of risk assessment in the deposit money

banks i\ a.

"@\37\1‘.1.4 Control Activities: Frequency Distribution of Respondents

A4

Percentage of Respondents

S/N Questions VL LE SE ME NA
E A
1  The organization selects and develops control activities that
contribute to the mitigation of risks to the achievement of 38.5 44.8 125 1.0 3.1
objectives to acceptable levels.
2 The organization selects and develops general control
activities over technology to support the achievement of 30.2 552 104 3.1 1.0

objectives.
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10

The organization deploys control activities through policies

that establish what is expected and procedures that put 32.6 53.7 10.5 2.1
policies into action.
Appropriate personnel involved in the process of designing 316 463 189 2.1
and implementing controls to respond to the identified risks. ' ' ' '
The co.nt.rols 1dent1ﬁeq address the completeness, accuracy 347 484 116 4.2
and validity of transactions processed.
Controls exist at various levels within the organization from
transaction level controls to entity-level management review 37.6 40.9 183 3.2
controls.
There are processes in place to select, develop, operate and

. N 26.0 52.1 15.60~6.3
maintain the organization’s technology.
Accquntmg apd .closmg practices that are followed 354 40 % 49
consistently at interim dates.

Management review key performance indicators (e.g.,
budget, profit, financial goals operating goals) regularly (e.g.,
monthly, quarterly) and identify significant variances.

appropriate for the organization’s activities and refres
when needed. RN

427 @* 156 3.1

The organization review its policies and procedure x \
periodically to determine whether they continue to }é—\j 5 438 135 21

1.1

1.1

1.1

1.0

2.1

Source: Field Survey 2022

Table 4.4 shows the frequency distributi the respondents with respect to control
activities in deposit money banks in @a. It was observed that more than half of
the respondent agreed that ization selects and develops general control
activities over technol%t pport the achievement of objectives, also that the
organization deplo@trol‘activities through policies that establish what is expected
and proceduvﬁ\th ut policies into action and that, there are processes in place to
select, @ operate and maintain the organization’s technology (55.2%, 53.7%

% respectively). For each of the three question, the least of the respondents

are those that do not agree at all (1.1%, 1.1% and 0% respectively).

For the question on management review key performance indicators (e.g., budget,
profit, financial goals operating goals) regularly (e.g., monthly, quarterly) and identify
significant variances, 42.7% which is the majority agreed with the question to a very

large extent, while37.5% agreed to a large extent, only 1% do not agree all.
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Meanwhile for the remainder of the questions on control activities which are; the
organization selects and develops control activities that contribute to the mitigation of
risks to the achievement of objectives to acceptable levels, appropriate personnel
involved in the process of designing and implementing controls to respond to the
identified risks, the controls identified address the completeness, accuracy and
validity of transactions processed, controls exist at various levels within the
organization from transaction level controls to entity-level managen(é%\;%ew

controls accounting and closing practices that are followed consis \got interim
S

dates and the organization review its policies and procgdures periodically to
determine whether they continue to be appropriate for th ization’s activities and

refresh them when needed, majority of the respoq\d% eed to a large extent for

each of the questions (44.8%, 46.3%, 48.4%% 0»40.6% and 43.8% respectively)
whereas, for each of them, the least res@ are those that do not agree at all.

As a result of the population of t@pondent that agreed to a large extent and those
that agreed to a very large ‘ektont, the implication is that each of the questions

contribute to the impt@\ent of control activities in deposit money banks in Nigeria.

Table 4.1.5,Information and Communication: Frequency Distribution of
Respondents_

%\) Percentage of Respondents
S/N Questions VL M NA
E LE SE E A

S

1  The.orgamiization has established information requirements to
support the effective operation of internal control.

2 The organization’s information systems generate information
that is of sufficient quality to support the effective operation of 37.5 51.0 83 3.1 0
controls.

3 Organization periodically review the quality of information to
assess its reliability and timeliness.

4  The organization implemented policies and procedures that
facilitate effective internal communication, including
individual internal control authorities and responsibilities and
standards of conduct across the organization.

427 500 63 1.0 O

41.7 417 156 1.0 O

375 448 156 1.0 1.0
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10

Internal audit have a direct line of communication to the audit
committee.

There are periodic evaluation of the effectiveness of
communications to ensure the methods are working.

The organization’s messaging reinforce to all employees their
roles in ensuring that internal control responsibilities are taken
seriously.

The organization have a process in place to approve formal
external communications prior to their release.

There is a process for tracking communications from
customers, vendors, regulators, and other external parties and
sharing it internally.

Information from external parties about the organization’s
activities that relates to matters of internal control are
evaluated by management and, where appropriate,
communicated to the board of directors or the audit committee

347 442 189 2.1

340 46.8 13.8 43
27.1 51.0 19.8 2.1

305 442 189 53

30.2 52.1 13&31
6.3 4‘& 0

N

1.1

1.1

Source: Field Survey 2022 \\ \

A N

Table 4.5 shows the frequency distribution of th&{@enm with respect to

information and communication in the deposit %\ banks in Nigeria. More than

half of the respondents agreed to a la®
organization has established inforr@r

on four of the questions, the

quirements to support the effective

operation of internal control (50@16 organization’s information systems generate

information that is of suffi '@ity to support the effective operation of controls
(51%), the organizatiQ';Qessaging reinforce to all employees their roles in ensuring
that internal cor@ponsibﬂities are taken seriously (51%) and there is a process
for trackin@municaﬁons from customers, vendors, regulators, and other external
parties,and sharing it internally (52.1%). This was followed by those that agreed to a
\%arge extent (42.7%, 37.5%, 27.1% and 30.2% respectively). Those that do not

agree at all are the least respondent with 0%, 0%, 0% and 1% respectively.

46.3% which is the majority agreed to a very large extent that information from
external parties about the organization’s activities that relates to matters of internal
control are evaluated by management and, where appropriate, communicated to the

board of directors or the audit committee, this was closely followed by those that
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agreed to a large extent (42.1%) whereas, the least are those who agree to a minor

extent (0%).

The response of the participants to the rest of the five questions which are
(Organization periodically review the quality of information to assess its reliability
and timeliness, The organization implemented policies and procedures that facilitate
effective internal communication, including individual internal control author d
responsibilities and standards of conduct across the organization, Intern ve a
direct line of communication to the audit committee, There are pert %uatlon of
the effectiveness of communications to ensure the metho d&% rking and The
organization have a process in place to approve forma C.a communications prior
to their release. The majority of the respondents large extent to each of the

questions (417%, 44.8%, 44.2%, 46.8% a& . while those that do not agree at

all have the least frequency.

With the majority of the respon greernent to a large extent, this means that each
of the questions contrib K\! enhancement of information and communication in
igeria.

the deposit money @

Table 4.1.6 MQ ng Activities: Frequency Distribution of Respondents

Q Percentage of Respondents
S/N uestions
% Q VLE LE SE 1;;1 Nﬁ

1 Ma nt have suitable monitoring processes in place to
asses

whether controls across the entire control framework 36.8 589 42 0 0
are present and functioning as intended.

2 The results of monitoring activities considered over time to 337 41 23. 11 0
determine the basis for future monitoring activities. ' ' 2 '

3 The organization’s monitoring activities provide for the 24
establishment of the understanding of the design and current 18.9  54.7 5 21 0
state of the internal control system.

4  The results of monitoring activities are considered over time 183 362 23. 11 L1
to determine the basis for future monitoring activities. ' ' 4 ' '

5 The scope of internal audit activities appropriate given the 21.

3 ok 29.5 453 42 0
nature, size and structure of the organization. 1
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There a process in place to accumulate and evaluate matters 250 511 19. 29
identified by the organization’s monitoring activities. ' ' 6 '
Management take adequate and timely actions to correct 20
deficiencies reported by the internal audit function and by 29.5 48.4 0 21
other monitoring activities.

Management respond timely and appropriately to the findings

and recommendations of the independent auditors regarding 16.

. - 326 474 2.1
internal control and policies and procedures of the 8
organization.

There is a process in place to track unremediated control 71
deficiencies and a protocol to escalate them to higher levels of 32.6  44.2 w 2.1

2.2

1.1

management if necessary. i\k\

Source: Field Survey 2022 Q}\

The table 4.6 shows the frequency distribution of respondents@n regards to

monitoring activities. It revealed that majority of the resp@{g,\more than half

(58.9%, 54.7% and 51.1%) agreed to a large extent %g gement have suitable
0

monitoring processes in place to assess whethe s across the entire control

framework are present and functioning as 1 te\@, hat the organization’s monitoring

activities provide for the establishmen& nderstanding of the design and current
t

state of the internal control syster@

evaluate matters identified Q{/e rganization’s monitoring activities. While the least

at there a process in place to accumulate and

of the respondents a esthat do not agree at all to any of the questions (0% 0%

and 2.2%). Q
S

For the %@he questions which are, The results of monitoring activities considered
et

ove@ determine the basis for future monitoring activities, The scope of internal
2& activities appropriate given the nature, size and structure of the organization,
Management take adequate and timely actions to correct deficiencies reported by the
internal audit function and by other monitoring activities, Management respond
timely and appropriately to the findings and recommendations of the independent
auditors regarding internal control and policies and procedures of the organization and

There is a process in place to track unremediated control deficiencies and a protocol
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to escalate them to higher levels of management if necessary. most of the respondents
agree to a large extent (42.1%, 45.3%, 48.4%,47.4% and 44.2% respectively) with the
exception of the question on The results of monitoring activities are considered over
time to determine the basis for future monitoring activities, where most of the
respondents agreed to a very large extent (38.6%). however, for each of the questions,
the category of the respondents with the least frequency are those who do no agree at

all, given as 0%, 0%. 1.1%, 0%, 1.1%0% and 2.2%. ®

Since it is clear that majority of the respondents agreed with each o@qestions toa
large extent, it imply that each of the questions contribute tc&i&ﬁﬁping monitoring

activities in the deposit money banks in Nigeria. <& )

Table 4.1.7 Performance: Frequency Distribu@ espondents

\\\ Percentage of Respondents
S/N Questions M NA
\«\ VLE LE SE o

Financial ( \\

1  Profitability grows consistently ye NS 31.6 481 179 2.1 0

2 Turnover grows consistently in %arly. 274 440 253 32 0

3 Maintenance of a strong cas @\ 277 480 202 32 O

4  Increasing return on capital. 274 400 295 32 0

5 Dividend is constantly bgwg paid 309 468 17.0 32 2.1

Non-Financial . N i

1  Pursues custo exﬁ%nshlps and involvement that goes 400 358 211 21 0

ons.
nology to maximize efficiency and to

2 Investme 274 442 263 1.1 1.1

further e quality of the service provided.

3 Intro oir of new products and innovation of products 298 426 245 21 1.1
t he needs of consumers

4  Increase in bank’s customer base yearly. 295 463 232 0 1.1

S  High employee training, motivation, retention, diversity, 21 484 253 32 11
development

6  Expansion of bank in market size and coverage 326 400 242 32 0

Source: Field Survey 2022

The table 4.7 shows the frequency distribution of the respondents with regards to the
performance of deposit money banks in Nigeria which is divided into financial and

non-financial performance. For the financial performance, most of the respondents
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agreed to each of the questions (Profitability grows consistently yearly, turnover
grows consistently increase yearly, maintenance of a strong cash flow, increasing
return on capital and dividend is constantly being paid )to a large extent each with
48.1%, 44%, 48%, 40%, and 46.8% respectively. None of the respondents disagree
with all of the questions under the financial performance, with the exception of the

question -dividend is constantly being paid, where only 2.1% of the respondents do

not agree at all. ®

The non financial performance shows similar results where al%\lost of the
respondents agreed with all of the questions (Investment in @Qlagy to maximize
efficiency and to further enhance quality of the sewiczﬁi@, introduction of new

, motivation, retention, diversity,

products and innovation of products that meet t of consumers, increase in

bank’s customer base yearly, high employ&' 1

development, expansion of bank in {ﬁ\\s e and coverage) to large extent with
;

44.2%, 42.6%, 46.3%, 48.4% a\q with the exception of the question-pursues
customer relationships andi\S/()/ ement that goes beyond sales transactions where
most of the responde@eed to a very large extent (40%). The least category of the
respondent are tho ho do not agree at all with 0%, 1.1%, 1.1%, 1.1% ad 0%

respective@&ach of the questions respectively.

|95]

in@ ority agreed to a large extent, this means that each of the questions, for
both/financial and non financial performance contribute to the improvement of the

performance of deposit money banks in Nigeria.

4.3 Presentation of Data

In order to achieve the objective of this study, exploratory factor analysis was carried

out. Exploratory factor analysis is a statistical technique used to condense the
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information contained in a large number of variables into a number of information
pockets. Its statistical purpose is to determine the combination of variables that will
help summarize the data and identify underlying relationships. It also collectively
analyse all variables under investigation to identify underlying factors. This was
carried out via principal component analysis which is a variable reduction technique
with the aim of reducing a larger set of variables into a smaller set of 'artificial’
variables, called 'principal components', which account for most of the m@u he
original variables!. However, this method is subject to some assumpti g& a result,

the following pre-test was carried out on the whole questionnai \
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4.3.1 Correlation

The correlation matrix result produced a huge correlation table, which was recorded
in the appendix. Factor analysis checks for relationships between the data, and it is
expected that there should be at least some moderate-to-high correlations in the data
(for instance correlations above the value of r=0.3). As seen in the result of the
correlation matrix for risk assessment, control monitoring,, control acti%e\s,

performance and other factors that affect the performance of deposit m@‘;{ﬂk\s in
n

Nigeria, there are several moderate correlations which suggest t alysis is

appropriate. However, in order to avoid multicollinearity &%tqr analysis, any

variable with a very high correlation of r>0.9 should @ d. In this case, there

are no variables with r>0.9 which indicate the abs ulticollinearity.

4.3.2 Kaiser-Meyer-Olkin (KMO) and B@ est

Table 4.2.1 The Kaiser-Meyer-Olki( &0) and Bartlett’s Test

Variables Test Bartlett's Test
Approx. Sig
N QV\ Chi-Square
Risk Assessment \Q}GS 278.472 0.000
Monitoring Activitie .0.807 278.744 0.000
Control Activities § 0.839 285.116 0.000
Performance S 0.828 444.643 0.000
Financial Pe e 0.730 194.889 0.000
Non Finanﬂaﬁﬁrformance 0.785 155.658 0.000

SourcW’s Computation using SPSS 26, (2022)

@ 4.2.1 presents the result of the Kaiser-Meyer-Olkin (KMO) which measures

sampling adequacy for the overall data set and the Bartlett’s test. The KMO test was
conducted to examine the strength of the partial correlation (how the factors explain
each other) between the variables. The KMO values that is considered ideal and
acceptable ranges from 0.5 to 1.0, while values less than 0.5 are unacceptable. For the

purpose of this study, ten (10) questions relating to risk assessment, nine (9) questions
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relating to monitoring activities,ten (10) questions relating to control activities, eleven
(11) questions relating to performance of deposit money banks in Nigeria, five (5)
questions relating to financial performance and six (6) questions relating to non

financial performance.

The result of Kaiser-Meyer-Olkin measure of sampling adequacy was 0.805 for risk
assessment, 0.807 for monitoring assessment, 0.839 for control activities, O.8§fgr

organizational performance, 0.730 for financial performance and 0@/%\ non

financial performance which are all above the commonly recomm ue of 0.5

for all variables. The implication of this is that there exist a @p@rﬁal correlation

among the variables. @

The Bartlett’s test of Sphericity was used to test % the correlation matrix is the
same as the identity matrix. The purpose Q is'to make sure that the correlation
matrix of the variables in the data se@%ﬁes significantly from the identity matrix,
so that we know a data reducti %ﬂique is suitable to use. A significant statistical
test is expected to be beld\/ to show that correlation matrix is indeed not an
identity matrix whicl@ug rejection of the null hypothesis. The Bartlett's Test of
Sphericity in hi@ is less than 0.01 for all variables of interest. With the results

meeting@u ptions of the principal components analysis (PCA) test, this means

tha

N

st can therefore be carried out.
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4.3.3 Extracted Factors and Percentage of Variance

Table 4.2.2 Total Variance Explained for Risk Assessment

Total Variance Explained

Extraction Sums of Squared Rotation Sums of Squared

Initial Eigenvalues Loadings Loadings
Compone % of Cumulative % of Cumulative % of Cumulative
nt Total Variance % Total Variance % Total Variange %
1 3.967 39.666 39.666 3.967 39.666 39.6662.332 : 23.315
2 1.203  12.030 51.696 1.203  12.030 51.6961.981 43.130
3 1.117  11.171 62.867 1.117 11.171 62.8671.97@(& 37 62.867
4 866  8.661 71528 \
5 117 7.172 78.700 %
6 569 5.690  84.390 k
7 465 4648  89.038 \ \
8 413 4126 93.164 %
9 367 3.669  96.833 %

10 317 3.167  100.000 RN

Extraction Method: Principal Component Analysis® \\
aﬁl )

Source: Author’s Computation using SPSS,2

The table 4.2.2 revealed the total vari Qﬁined for questions on risk assessment.
Using both the scree plot an@%lues > 1 to determine the underlying
components, the analysis @ree extracted factors explaining a total of 62.87
per cent of the varia \&he data. However, for the purpose of regression the factor
with the factor @1@ highest load is more relevant in defining the variable’s
dimension@&: considered, therefore, the factor 1 mostly explain variation in risk
asse@ The factor 1 is labeled Risk Assessment (RA) as a result of the high

A

rotation.

age of variance. This first factor explained 23.32 per cent of the variance after
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Table 4.2.3 Total Variance Explained for Control Activities
Total Variance Explained
Extraction Sums of Rotation Sums of Squared

Initial Eigenvalues Squared Loadings Loadings
Compon % of Cumulati % of Cumulati % of Cumulati
ent Total Variance ve %  Total Variance ve %  Total Variance ve %

4.155 41.553 41.553 4.155 41.553 41.553 2.988 29.878 29.878
1.068 10.678 52.231 1.068 10.678 52.231 2.235 22.354 52.231
938  9.377  61.609

1
2
3 y\
4 856  8.558 70.166 Q\
5 727 7269  77.435 <</
6 613 6.132  83.567 \Q’)
7 567  5.670 89.237 %
8 463 4.626 93.863

9
1

393 3932 97.795 Q\

0 220  2.205 100.000 Q
Extraction Method: Principal Component Analysis. %
Source: Author’s Computation using SPSS 26, (%/
The table 4.2.3 depict the total variance expl@. questions on control activities.

Both the scree plot and eigenvalues @ere used to determine the underlying

components. The analysis showe 0 acted factors explaining a total of 52.23 per

cent of the variance in the da&.&@ever, for the purpose of regression the factor with

N

the factor with the hi t load is more relevant in defining the factor’s dimension
will be considert)@e ore, the factor 1 mostly explain variation in control activities.
The factor, ’%\{abeled control activities (CA) as a result of the high percentage of

Varianc%\ﬁs first factor explained 29.88 per cent of the variance after rotation.

@

% 4.2.4Total Variance Explained for Monitoring Activities

M Total Variance Explained

Initial Eigenvalues Extraction Sums of Squared Loadings
Component Total % of Variance Cumulative % Total % of Variance Cumulative %
1 4.214 46.821 46.821 4.214 46.821 46.821
2 952 10.578 57.399
3 .806 8.958 66.357
4 788 8.757 75.114
5 598 6.648 81.762
6 508 5.644 87.405
7 434 4.819 92.224
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8 422 4.694 96.919
9 277 3.081 100.000

Extraction Method: Principal Component Analysis.
Source: Author’s Computation using SPSS 26, (2022)

Table 4.2.4 shows the total variance explained for questions on monitoring activities.
The scree plot and eigenvalues > 1 were used to determine the underlying components.

The analysis reveal that only one factor was extracted explaining 46.82 per cent of the

variation in monitoring activities. This factor is labeled monitoring activi@)

being the only factor that explains variation in monitoring activities. \b

Table 4.2.5 Total Variance Explained for Organizational P {&rma ce

Total Variance Explained _«

Extraction Sums ﬁ\ }atlon Sums of Squared
g

Initial Eigenvalues Squared Loadm Loadings

Compon % of Cumulativ Tota % of % of  Cumulativ

ent Total Variance e % Varia e\ % Total Variance e %

1 4702  42.744 42.744 4. 70 % 42.744 3.11  28.272  28.272
0

2 1.525 13.867 56.611 1.5 867 56.611 2.61  23.734  52.006
1

3 1.124  10.222  66. 8% 10.222  66.833 1.63  14.827  66.833
1

928 8.435 %
700 6.362 1

490 4.4 86.081

380 ﬁi 9.536

355 % 92.760

9 32 sz 7 95716

10 & 285 98.002
220

11 1.998 100.000

0NN DN K

Extracti ethod: Principal Component Analysis.
Sou@A thor’s Computation using SPSS 26, (2022)

The 'total variance explained for questions on organizational performance was shown
in the table 4.2.5. The scree plot and eigenvalues > 1 were used to determine the
underlying factor components. The result of the factor analysis showed three factors
were extracted which explained a total of 66.83 per cent of the variance in the
organizational performance. However, for the purpose of further analysis, the factor

with the highest load is more relevant in defining the variable’s dimension will be
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considered. Therefore, the factor 1 mostly explain variation in control activities. The
factor 1 is labeled Performance of deposit money banks (PERF) as a result of the high
percentage of variance. This first factor explained 28.27 per cent of the variance after

rotation.

Table 4.2.6 Total Variance Explained for Financial Performance
Total Variance Explained

Extraction Sums of Squar
Initial Eigenvalues Loadings ﬁ\v
% of Cumulative % of
Component Total  Variance % Total Variance‘\ﬁ N

3.002 60.039 60.039 3.002 600390\ 60.039

1

2 .857 17.145 77.184

3 586 11.720 88.904 a\\
4 320 6397 95301 \

5 235 4.699 100.000 Q)
Extraction Method: Principal Component Analysis.
Source: Author’s Computation using SPSS 26,

Table 4.2.6 shows the total variance expla%%questions on financial performance.
Using the scree plot and eigenval@l to determine the underlying factor
components. The factor analy: '%al that only one factor was extracted which
explained 60.04 per cent XVVariation in financial performance. This extracted

factor is labeled Qla performance (FP) being the only factor that explains

variation i m orifig activities.
wal Variance Explained for Non Financial Performance
7~ Total Variance Explained
\) Extraction Sums of Rotation Sums of
Initial Eigenvalues Squared Loadings Squared Loadings
Compo % of Cumulati % of Cumulati % of Cumulati

nent Total Variance ve %  Total Variance ve % Total Variance ve %
1 2.864 47734 47.734 2.864 47.734 47.734 2.804 46.735 46.735
2 1.004 16.729 64.463 1.004 16.729 64.463 1.064 17.728 64.463
3 878 14.630 79.093

4 497 8280 87.374
5
6

418  6.971 94.344

339 5.656 100.000
Extraction Method: Principal Component Analysis.
Source: Author’s Computation using SPSS 26, (2022)
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The total variance explained for questions on non financial performance was depicted
in table 4.2.7. Using both the scree plot and eigenvalues > 1 were used to determine
the underlying factor components. The analysis showed two extracted factors
explaining a total of 64.46 per cent of the variation in non financial performance. The

factor with the highest load is more relevant in defining the variable’s dimension will

)

as a result of the high percentage of variance. This first factor 6@6.74 per
cent of the variance after rotation. Q \

be considered for further analysis. Therefore, the factor 1 mostly explain Varia;on in
P

non financial performance. The factor 1 is labeled non financial perforrr%

4.4 Hypothesis Testing Qé’)
The pre-set level of significance for this study is %he hypotheses presumed that
there was no significant influence bet& variables under consideration.

Therefore, if the P-value which indi 2};‘%416 significance or the probability value

exceeded the pre-set level of(s&%nce (P >0.05), the hypothesis stated in the null

form was accepted, howeve, 1 P-value was less than or equal to 0.05 (P <0.05),

the null hypothesis w@cted.

A multiple r% ion was run to determine the impact of internal control variables
(risk ass t, control activities and monitoring activities) and other factors

performance on organizational performance of deposit money banks in

Nigeria. Further analysis were carried out by dividing organizational performance into
financial performance and non financial performance such that the impact of internal
control variables on financial and non financial performance of deposit money banks

in Nigeria.

4.3.1 Hypothesis One
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Hoi: Risk assessment has no significant impact on the performance of DMBs in

Nigeria.

The hypothesis tests if there is a significant relationship between risk assessment and
performance of deposit money banks in Nigeria. The dependent variable Performance

of DMBs was regressed on predicting variable risk assessment (RA) to test hypothesis

Hi. %}V

Table 4.3.1a Model summary of test of impact of risk assessment on ance
of DMBs in Nigeria
Model Summary
\Std Error of the
Model R R Square AdJusted R Sq% Estimate
1 .390° 152 92251646
a. Predictors: (Constant), Risk Assessment %
Table 4.3.1b ANOVA of test of impact of @messment on performance of
DMB:s in Nigeria .\
VAY

Model Sum of Squares\, \.d Mean Square F Sig.
1 Regression 13.748  \ N1 13.748 16.154 .000°

Residual 76.595. N\ 90 851

Total 90.34 91

a. Dependent Variable: Perx‘ e of Deposit Money Banks
b. Predictors: (Constan% ssessment

Table 4.3.1¢ T @mpact of risk assessment on performance of DMBs in
Nigeria ?

Coefficients®
\ Unstandardized  Standardized Collinearity
% Coefficients Coefficients Statistics
Model\ B Std. Error Beta t Sig. Tolerance VIF
Q{Qonstant) -.018 .096 -.191 .849
Risk Assessment .390 .097 .390 4.019 .000 1.000 1.000

a. Dependent Variable: Performance of Deposit Money Banks
Source: Author’s Computation using SPSS 26, (2022)

The table 4.3.1a and table 4.3.1b shows the model summary and overall fit statistics.
It was found that the correlation coefficient shows a moderate positive and moderate
significant association between risk assessment and performance of DMBs: (r= 0.390,

p< 0.01). This suggest that an increase in risk assessment practice will lead to an
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improvement in the performance of DMBs in Nigeria. The result also showed that risk
assessment account for 15.2 percent (R?>= 0.152) of the variations in the performance
of DMBs in Nigeria. The implication of this is that the internal control variables could
be used to improve the performance of DMBs in Nigeria. The test for
multicollinearity examined by the variance inflation factor (VIF) which is less than 3
(VIF = 1) which imply the absence of multicollinearity in the model. Table Ic
indicate that risk assessment has a positive and significant impact on the %

of DMBs in Nigeria (B= 0.390, t=4.019, p < 0.01).

Consequently, at a level of significance of 0.05, the tstatu(}\x\él 019 while the
p-value of the t-statistics is 0.000 which is lower {05 adopted level of
significance. Hence the study rejected the null hy thh that state that there is

no significant impact of risk assessment on th mance of DMBS in Nigeria.

The study further examined the i r1sk assessment on financial and non

financial performance of DMB 1 eria. This is shown in the table 4.3.2 below.

Table 4.3.2 Summary of teést lmpact of risk assessment on financial and non
financial performanﬁ& s in Nigeria

Response Varlab R? P-value B t-stat P-value VIF
FlnanmalPerfoW 0.367 0.134 0.000 0365 3.737 0.000 1
Non Fina 0.178 0.032 0.088  0.175 1.726 0.088 1
Performante

SourceW’s Computation using SPSS 26, (2022)

% e 4.3.2 shows the summary of the analysis of impact of risk assessment on
financial and non financial performance of DMBs in Nigeria. It could be observed
from the result that risk assessment explains more variation in financial performance
(R>= 0.134) compared to non financial performance (R?>= 0.032). The correlation
coefficient shows that there exist a moderate positive and significant relationship

between risk assessment and financial performance (= 0.367, p<0.01). Although
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there’s also a weak positive relationship between risk assessment and non financial
performance as shown by the correlation coefficient, it is not significant at 5 percent
but at 10 percent (r=0.178, p < 0.1). The variance inflation factor also shows the
absence of multicollinearity in both models (VIF <3). The result further shows that
there exist a positive and significant relationship between risk assessment and
financial performance of DMBs in Nigeria (B= 0.365, t= 3.737, p<0.01), wheres,

there exist a positive relationship between risk assessment and nq@« ial

performance, however, it is not significant at 5 percent but signiﬁ%@ percent
(B=0.175, t= 1.726, p<0.10). Q

\
This provides further evidence supporting rejection of t@hypothesis as a result

of the existence of a positive and significant '@&f risk assessment on the

performance of DMBs in Nigeria. @
4.3.2 Hypothesis Two &

Hoz:There is no significant @ship between monitoring activities and the

performance of DMBs in Nigeriy/

e
The hypothesis tes@ere is a significant relationship between monitoring activities
and perforn&e deposit money banks in Nigeria. The dependent variable

Perfo DMBs was regressed on predicting variable- monitoring activities

(%@test hypothesis Ho.

Table 4.3.3a Model summary of test of impact of monitoring activities on
performance of DMBs in Nigeria
Model Summary

Std. Error of the
Model R R Square Adjusted R Square  Estimate
1 4032 162 153 91983730

a. Predictors: (Constant), Monitoring Activities
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Table 4.3.3b ANOVA of test of impact of monitoring activities on performance of
DMBs in Nigeria

ANOVA?
Model Sum of Squares df Mean Square F Sig.
1 Regression 14.283 1 14.283 16.880 .000°
Residual 73.611 87 .846
Total 87.893 88

a. Dependent Variable: Performance of Deposit Money Banks

b. Predictors: (Constant), Monitoring Activities

Table 4.3.3c Test of impact of monitoring activities on performance of DMBs in
Nigeria

Coefficients®
Unstandardized  Standardized " 1near1ty
Coefficients Coefficients ( Statistics
\ oleranc

Model B Std. Error Beta & VIF
1 (Constant) -.001 .098 \ \ 991

Monitoring 415 101 403 (4\\‘9 1.000  1.000

Activities

a. Dependent Variable: Performance of Deposit Mo e\@(‘
Source: Author’s Computation using SPSS 26, (2

The table 4.3.3a and table 4.3.3b shows K%l summary and overall fit statistics
for the test of monitoring act1V1tlesQn\5Q on the performance of deposit money
banks in Nigeria. It was found correlation coefficient shows a strong positive
and significant association <&aen monitoring activities and performance of DMBs:
(r=0.403, p< 0. Ol)@ gest that an increase in monitoring activities practice will
lead to an i nt in the performance of DMBs in Nigeria. The result also
showed onitoring activities account for 16.2 percent (R*= 0.162) of the
Var1 %the performance of DMBs in Nigeria. The implication of this is that the
al control variable could be used to improve the performance of DMBs in
Nigeria. The test for multicollinearity examined by the variance inflation factor (VIF)
which is less than 3 (VIF = 1) which imply the absence of multicollinearity in the

model. Table 4.3.3c indicate that monitoring activities has a positive and significant

impact on the performance of DMBs in Nigeria (B=0.415, t=4.019, p <0.01).
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Consequently, at a level of significance of 0.05, the t-statistics is 4.019 while the
p-value of the t-statistics is 0.000 which is lower than 0.05 adopted level of
significance. Hence the study rejected the null hypothesis which that state that there is
no significant impact of monitoring activities on the performance of DMBs in

Nigeria.

The study further examined the impact of monitoring activities on financial wn

financial performance of DMBs in Nigeria. This is shown in the table 4. 3

Table 4.3.4 Summary of test of impact of monitoring activitie @\ancml and
non financial performance of DMBs in Nigeria

Response Variables r R? P-value B \ \P-value VIF

f
Financial Performance | 0.494 0244 0.000 0 \-5‘998 0.000 1

Non Financial 0.635 0.403 0.000 % 7.907 0.000 1
Performance ‘ ‘ \X\l
Source: Author’s Computation using SPSS 2
The table 4.3.4 shows the summary ﬁg\@a ysis of impact of monitoring activities
on financial and non financial pe%ance of DMBs in Nigeria. It could be observed
from the result that monim@ivities explains more variation in non financial
performance (R>= @mmpared to financial performance (R?>= 0.244). The
correlation coe@ shows that there exist a strong positive and significant
relationshi tween monitoring activities and financial performance (= 0.494,
§1larly, there exist a strong positive and significant relationship between
m orlng activities and non financial performance as shown by the correlation
coefficient (r=0.635, p < 0.01). The variance inflation factor also shows the absence
of multicollinearity in both models (VIF <3). The result further shows that monitoring
activities have a positive and significant impact on both financial (B= 0.513, t= 5.298,
p<0.01)and non financial performance (B= 0.644, t= 7.907, p<0.01) of DMBs in

Nigeria.
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This provides further evidence supporting rejection of the null hypothesis as a result
of the existence of a positive and significant impact of monitoring activities on the

performance of DMBs in Nigeria.

4.3.3 Hypothesis Three

Hos: There is no significant impact of control activities on the perfomance@B

in Nigeria. \g(/

The hypothesis tests if there is a significant relationship betweeLNltr activities and
\

performance of deposit money banks in Nigeria. The depeﬁdé}\ riable Performance

of DMBs was regressed on predicting variable- rol activities (CA) to test

hypothesis Hs. §
Table 4.3.5a Model summary of test( {@;ct of control activities on

performance of DMBs in Nigeria

Model-Summary
Std. Error of the
Model @mre Adjusted R Square Estimate
1 284a .070 94703792
a. Predictors: (Consta; &)Qtrol Act1V1tles
Table 4.3.5 of test of impact of control activities on performance of
DMB:s in &%
ANOVA?

Model Sum of Squares df Mean Square F Sig.
1 ession 6.742 1 6.742 7.517 .007°
Q esidual 77.132 86 897

Total 83.874 87

a. Dependent Variable: Performance of Deposit Money Banks
b. Predictors: (Constant), Control Activities

Table 4.3.5¢ Test of impact of control activities on performance of DMBs in
Nigeria

Coefficients?
Unstandardized Standardized Collinearity
Coefficients Coefficients Statistics

Toleranc
Model B Std. Error Beta t Sig. e VIF
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1 (Constant) .048 .101 471 .639
Control 327 .119 284 2.742 .007 1.000
Activities

1.000

a. Dependent Variable: Performance of Deposit Money Banks
Source: Author’s Computation using SPSS 26, (2022)

The table 4.3.5a and table 4.3.5b shows the model summary and overall fit statistics
for the test of control activities impact on the performance of deposit money banks in
Nigeria. It was found that the correlation coefficient shows a weak posiwqd
significant association between control activities and performance o ﬁ& (=
0.284, p< 0.01). This suggest that an increase in control activities p@;wﬂl lead to
an improvement in the performance of DMBs in Nigeria. T &é{thlso showed that
monitoring activities account for 8 percent (R?>= () Xhe variations in the

performance of DMBs in Nigeria. The implicat®1 is that the internal control

variable could be used to improve the perft neevof DMBs in Nigeria. The test for

multicollinearity examined by the Va@n ation factor (VIF) which is less than 3
m

(VIF = 1) which imply the abs

indicate that control act'sé/{s/ has a positive and significant impact on the

ulticollinearity in the model. Table 4.3.5¢

performance of DM *{igeria (B=0.327,t=2.742, p < 0.01).

Therefore, at< el of significance of 0.05, the t-statistics is 4.019 while the p-value
of the t- s is 0.000 which is lower than 0.05 adopted level of significance.
Her@he study rejected the null hypothesis which that state that there is no

sighificant impact of control activities on the performance of DMBs in Nigeria.

The study further examined the impact of control activities on financial and non

financial performance of DMBs in Nigeria. This is shown in the table 4.3.6 below.

Table 4.3.6 Summary of test of impact of risk assessment on financial and non
financial performance of DMBs in Nigeria

Response Variables r R? P-value B t-stat P-value VIF
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Financial Performance | 0.352 0.124 0.001 0.409 3484 0.001 1

Non Financial 0.344 0.119 0.001 0.363 3.423 0.001 1
Performance

Source: Author’s Computation using SPSS 26, (2022)

The table 4.3.6 shows the summary of the analysis of impact of control activities on
financial and non financial performance of DMBs in Nigeria. It could be observed

from the result that control activities explains more variation in financial perforﬁie
(R?= 0.124) compared to non financial performance (R>= 0.119). The® ion
i

coefficient shows that there exist a moderate positive and signi@@a ionship
<001

between control activities and financial performance (r= 0.% ). Similarly,

\
there exist a moderate positive and significant relationshi \ n control activities
and non financial performance as shown by the COQ orr coefficient (r=0.344, p <
0.01). There’s also an absence of multicolline in’ both models as shown by the
variance inflation factor (VIF <3). The r@ﬁ\k@rther shows that control activities have
a positive and significant impact &Q}ﬁnancial (B= 0.409, t= 3.484, p<0.01)and

non financial performance ( \J63Yt=3.423, p<0.01) of DMBs in Nigeria.

This provides fuﬂhe&nge supporting rejection of the null hypothesis as a result
of the existenc@positive and significant impact of control activities on the
performan@*QMBs in Nigeria.

4.4 @c%on of Findings

&tudy examined the impact of internal control on organizational performance of
deposit money banks in Nigeria with the aim of investigating the impact of three of

the components of internal control namely risk assessment, monitoring activities and

control activities on organizational performance of selected banks in Nigeria.

The first objective was to investigate the impact of risk assessment on organizational

performance of DMBs in Nigeria. The result of the analysis shows that risk
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assessment account for 15.2 percent (R?>= 0.152) of the variations in organizational
performance of DMBs in Nigeria. The findings of this study has also shown that risk
assessment practice have a positive impact on the performance of deposit money
banks in Nigeria (B= 0.390, t= 4.019, p < 0.01) which is in line with the a priori
expectation. In addition, when organizational performance was divided into financial
and non financial performance, it was found that risk assessment explains,_13.4
percent (R?>= 0.134) and 3.2 percent (R?>= 0.032) of the variations in ﬁnan@n

financial performance of DMBs respectively. Furthermore, risk asses%g;&ras found
t=13.7

37, p<0.01)

Ve

to have a significant positive relationship with financial (B= 9\4,

and non financial (B= 0.175, t= 1.726, p<0.10) perform@
implication of this is that the more risk assessmen%%@e employed by the DMBs,

the better the performance such that for each,i in the risk assessment, there is

Bs in Nigeria. The

0.39 increase in performance DMBs ind@@a. In the same way, an increase in the

practice of risk assessment will %rgqp financial performance by 1.365 and non

financial performance by 0. 1@\

The findings of this is.in line with the result of some related studies. A study
focusing on th@laﬁon of risk management practices and bank financial

performan@l\l\ﬁgeria using secondary data for a period of 4 years progressive

anns s and financial statements of 10 banks and adopting a panel data
i

<

performance and risk management and therefore recommended that banks should

on technique. The study found a significant relationship between banks

practice prudent risks management in order to protect the interests of investors?.
Another study which investigated the impact of credit risk management on the
performance of deposit money banks in Nigeria used five banks that had highest asset

base. The researcher data set for the period 2000-2014 collated from the annual
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reports and financial statement of the selected deposit money banks. It was discovered
from the study that credit risk management had a positive and non-significant impact
on total loans and advances, the ROA, ROE of the selected deposit money banks in

Nigeria®.

Similarly, a study by some scholars examining the effect of risk management
practices on Jordanian commercial banks’ performance. The study utili%\a

quantitative approach by obtaining survey data from risk managers and ﬁ%ees in

risk management departments of commercial banks. A partial leas structural
equation modeling (PLS-SEM) was applied on the data and@qults showed that
the components of risk management practices had posi @igniﬁcam impacts on
the performance of banks*. >The result also sup th€ findings of a scholar who
examined the effect of risk evaluation on t rmance of financial institutions.
The study used explanatory research Q@ld stratified random sampling to select
respondents from target populati@ 1sing of managers of 46 commercial banks,
52 Micro Finance instituti Iﬁ{/ s) and 200 SACCOs and a sample size of 239
respondents obtaine was found that there exist a positive influence of risk

evaluation [r = @ 5] on the performance of financial institutions.

Meanwhi ’\other study a negative impact of risk management on banks financial
per@%was found. The study examined the impact of risk management on the
f&ial performance of the commercial banking sector in Barbados using quarterly
data for the period 2000 to 2015. The empirical results indicate that Capital Risk,
Credit Risk, Liquidity Risk, Interest Rate Risk and Operational Risk have statistically
significant impacts on financial performance. Credit risk however was found to exert

a negative impact on the banks’ financial performance, thus it was suggested that

117



banks must ensure they adopt appropriate measures to minimize the impact of this

risk®.

The second objective was to investigate the impact of monitoring activities on
organizational performance of DMBs in Nigeria. The empirical analysis shows that
monitoring activities account for 16.2 percent (R*>= 0.162) of the variations in
organizational performance of DMBs in Nigeria. The findings of this study HVIEO
shown that monitoring activities practice have a positive impact on the nce
of deposit money banks in Nigeria (B= 0.415, t=4.019, p < 0.01) whi \ line with

the a priori expectation. In addition, when organizational \ ance was divided

into financial and non financial performance, it was fi @
explains 40.3 percent (R*= 0.403) and 2.44 perc;@;ﬂ).ZM) of the variations in

monitoring activities

financial and non financial performance Bs respectively. Furthermore,
monitoring activities was found to Qsigniﬁcan‘[ positive relationship with
financial (B= 0.513, t=5.298, p<@a§non financial (B= 0.644, t= 7.907, p<0.01)
performance of DMBs in i@he implication of this is that as more monitoring
activities is employe the DMBs, the better the performance such that for each
increase in the ng activities, there is 0.415 increase in performance DMBs in
Nigeria. I@\ame way, an increase in the practice of monitoring activities will

incr@ cial performance by 0.513 and non financial performance by 0.644.

T%ndings of this study support the result of a similar study on the influence of
monitoring activities on banks performance carried out among commercial banks in
Ghana with the result indicating a positive significant influence of monitoring
activities on financial performance of commercial banks in Ghana’. The findings of
this study also supports the result of a study which examined the effects of monitoring

and control activities on fraud detection in selected Nigerian quoted commercial
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banks. The relationship between monitoring and fraud detection were examined,
while the relationship between control activities on fraud detection were also
investigated. Data were sourced from the respondents through structured and well
designed questionnaires. Multiple Regression Analysis (MRA) and Analysis of
Variance (ANOVA) were used to analyze data collected. The results revealed that
there is significant relationship between effective and efficient monitoring and,fraud
detection in Nigeria commercial banks. It was also found that there isgsignificant

relationship between control activities and fraud detection in N@&nmercial

banks whenever there is incidence of fraud®.

Q \
Conversely, other scholars have found a different res l@e studied the effect of

monitoring of staff commitment using dat%% through questionnaires

administered on 74 staff members of sélec anks located in the popular

cosmopolitan city of Ota near La o@tg both convenience and multi-stage
sampling method. Frequency cou%g\f

employed to analyse the t%iected. The result revealed that there is a very low

le percentages and regression analysis were

positive insignifica \&relation between staff monitoring and promotional
opportunities fo@yees in the banks, with staff monitoring having only 1.6%

predictive@( on promotion decisions. This implies that feedback got from

=

o@ tivities in the workplace was not used to make important decisions that
2% employee promotional opportunity. The study concluded that despite staff
general awareness of its adoption, the potentials of workplace monitoring as a

strategic tool of staff performance appraisal are not yet defined and fully realized®.

Moreover, another study also examined the effect of internal control systems on
financial performance. The study reviewed literature on two internal control systems

which included Information and communication and monitoring. The methodology of
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the research was made up of the research design which was descriptive and
quantitative data was collected using closed ended questionnaires. The target
population was 300 representatives of 12 listed banks in Ghana. The data analysis
made use of regression table. The result showed a weak predictability of information
and communication and financial performance. The study also found a negative level
of predictability between monitoring and financial performance. Furthermgre, a

strong predictability of internal control system to financial performan% isted

banks in Ghana was found'?. %\b

The third objective was to investigate the impact o@\m\l activities on

organizational performance of DMBs in Nigeria. The r @he analysis shows that

control activities account for 8 percent (R>= 0.08 ﬁ\é&ariaﬁons in organizational

performance of DMBs in Nigeria. The a 1%

implementation of control activities @ositive impact on the performance of
(o

deposit money banks in Nigeria Q

of this study also shows that

, t=2.742, p < 0.01) which is in line with
the a priori expectation. I@, when organizational performance was divided
into financial and n \kqancial performance, it was found that control activities
explains 12.4 pﬁlﬁ 0.124) and 11.9 percent (R?>= 0.119) of the variations in
financial e@xp financial performance of DMBs respectively. Moreover, control
actiyitie found to have a significant positive relationship with financial (B=
= 3.484, p<0.01) and non financial (B= 0.363, t= 3.423, p<0.01) performance
of DMBs in Nigeria. The implication of this is that improvement in control activities
by the DMBs, will enhance their performance such that for each increase in the
control activities, there is 0.409 increase in performance DMBs in Nigeria. In the
same way, an increase in the practice of monitoring activities will increase financial

performance by 0.513 and non financial performance by 0.363.
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This result is similar to the work of some scholar who also investigated the Internal
Control Components (ICC) and the Financial Performance (FP) of the Iraqi banking
sector using control activities as on of the components considered. The findings of the
study indicated that the Internal Control Components have a significant impact on
Financial Performance and that there is a  positive significant relation between

control activities and the financial performance of banks in Iraq'!.

Conversely, this findings contradict the discoveries of other schola %ave
examined the same component. The result of one of such studies that there

was no significant effect between control activities and fv({éiql\performance of

banks in Ghana'>. While in the study by a rese@th the objective of
determining the effect of control environm%\\&n

Technology and monitoring of controls on t cial performance of commercial

ol activities, Information

banks listed at NSE, Kenya, The @also indicated that there was a not
significant effect between contr%tl ies such as Approvals and authorization,

Verification, Reconciliatio@%nance of records, Segregation of duties lead to

increase in financial rmance of commercial banks'3. The implication of this is

that results Vary®ountry to country and region to regions. This could be as a

result of tl@i{utional structure of each country.

p—

n @1 it could be observed that the three components of internal control
ex%ned namely, risk assessment, monitoring activities and control activities were
found to exert a positive and significant influence of the overall organizational
performance as well as both the financial and non financial performance DMBs in
Nigeria. This is similar to the findings of a study that investigated the effect of
internal control systems on the performance of commercial banks in Nigeria using a

survey method and stratified random sampling, in which a total of 382 questionnaires
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were administered to either staff of operations, marketing, or security department in
the Nigerian commercial banks. The questionnaire is a 5 point Likert-scale while the
data collected was analyzed using Statistical Package for the Social Sciences (SPSS)
version 23 (v23) and Smart PLS 3. The findings of the study revealed that there is a
positive and significant relationship between the four components of internal control
(control environment, control activities, monitoring and risk assessment) and%ik
performance. While information and communication were found @ an
insignificant positive relationship with bank performance. The stu \ mended
C{l ure, corporate

that future research should add other additional variables likx'
k age, etc. can also

governance. Likewise, control variable (s) such as ban\@ba
be considered by future researchers'*. \QQ/

Similar study sought to investigate the impactof\lnternal Control Components (ICC)

and the Financial Performance (FP@ Iraqi banking sector. The selected
t

components were control enviro , eontrol activity, risk assessment, information
& communication, and @g. The data was collected from a group of
respondents comprisi EO, CEO, Accountants, Internal Auditors, and Audit
Committee sele@ugh non-random purposive sampling. The study used survey
questionn@ﬁgtributed to 365 respondents, and the data were analysed using SEM
to e the impact between Internal Control Components and Financial
%mance. The findings of the study indicated that the Internal Control
Components have a significant impact on Financial Performance. The positive
significant relation were control activity (B =0.311, p<0.05), followed by risk
assessment (B =0.203, p< 0.05), monitoring (=0.176, p<0.05), control environment

(B=0.164, p<0.05) and information & communication (B=0.157, p<0.05). It was
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concluded that the control activity is the most dominant ICC factor that affects

financial performance!®.

The findings of this study contradict the result of a study which examined the effect of
internal control on financial performance of banks in Ghana with a focus on control
activities and monitoring activities, the study used a sample of 154 respondents
selected from 5 banks, the study adopted a quantitative research approach, dafaswas

collected and analyzed using inferential statistical methods. The result@udy

showed that there exist a fairly strong significant correlation% control
Activities and monitoring activities. It was further shown;@hqre was a weak
significant relationship between control activities and fi (ﬁy\@erformance, the study
further found a weak significant relationship %monitoring activities and
financial performance. The study further fo&% t there was no significant effect

between control activities and ﬁnanci@nance of banks in Ghana, finally there
n

was negative significant effect 0% itoring activities on the financial performance

of banks in Ghana'®. \<§3
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Chapter Five
Conclusion
This chapter discussed the summary of empirical findings as well as conclusion and
recommendations, contribution to knowledge made and also suggested arrears for

further study.

5.1 Summary of Findings Q\
The banking sector plays a vital role in the financial sector of an@/ by

coordinating the movement of financial resources between individua businesses.
As a result, banking organizations need to continuously impto¥ve t it service quality
and mitigate against risk and the achievement o rgely depend on the
effectiveness of the internal control implemente s. The objectives of internal
control are to maintain efficiency and effe&%, reliability of financial reports and
compliance with acceptable laws. In@o achieve these, banks have adopted the

Committee of Sponsoring Orgns (COSO) framework which combined risk
management, fraud deterré%

d internal controls. The COSO Framework is a
system used to est Amt'ernal controls to be integrated into business processes.
These contrg echanisms collectively provide reasonable assurance that the

organiza '%o erating ethically, transparently and in accordance with established

intefndtiontal industry standards.

O’;mizations are mostly successful when their control plans that are incorporated
into the organization's system and become part of the organization's core essence of
success in terms of ongoing performance improvement as a competitive advantage.
Over the years, the banking industry has been subjected to several crises and failures
around the world. As s result of their systematic character, these bank failures are of

significant concern to Central Banks and governments, since they frequently worsen
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recessions and function as catalysts for financial crises in the afflicted nations and
these have been linked to poor and inadequate internal control mechanisms have been

linked to some of these bank collapses.

This study therefore investigated the impact of internal control on the performance of
deposit money banks in Nigeria. Specifically, the study was guided by the following
objectives; to determine the impact of risk assessment on the performance o %Es
in Nigeria; to evaluate the relationship between monitoring activities an. nce
of DMBs in Nigeria; and to establish the impact of control \ s on the
performance of DMBs in Nigeria. Three components of inte@@@ol were used as
a measure of internal control while organizational ormance of DMBs were
measured using financial and non financial as w % all performance of DMBs

in Nigeria. The data for the analysis were base the questionnaires administered

and retrieved. The re were 97 respo@t f 150 participants considered for this
e

study, which consisted of male a@

in Nigeria with internationl\Q{;t/ rization. Data was collected for the variables are

respondents from 8 deposit money banks

risk assessment, mo@kg.activities, control activities, financial and non financial

performance < Q
Descri@ics provides a summary and fundamental basis of quantitative data.

.
Thi§ mclade the demographic distribution and frequency distribution of the
re%ﬂent. These shows that of the 97 respondent, 58.8 percent were male while 41.2
percent were female and 44.3 percent were single, 52.6 are married and 3.1 divorced.
73.2 percent were HND/B.Sc holders, 6.2 percent were OND/NCE holders, 17.5
percent were M.Ed/M.Sc holders while only 1 percent of the respondent were PhD

holders.
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This study employed the exploratory factor analysis which is a statistical technique
used to condense the information contained in a large number of variables into a
number of information pockets. However, checks were conducted to confirm if the
exploratory factor analysis is appropriate, this include the correlation test which
confirmed that the correlation matrix for risk assessment, control monitoring,, control
activities and performance of DMBs in Nigeria shows several moderate correlations
which suggest that the analysis is appropriate. The Kaiser-Meyer-Olkin %d
Bartlett’s test were also carried out. The result of Kaiser-Meyer-Olki asure of
sampling adequacy was 0.805 for risk assessment, 0.807 for torl g assessment,
0.839 for control activities, 0.828 for organizational per 730 for financial
performance and 0.785 for non financial perfo q&&/ hich are all above the
commonly recommended value of 0.5 for all V The implication of this is that
there exist a strong partial correlation anﬁ@(he variables. Also, the Bartlett’s test of
Sphericity in this study is less th. Og.LJor all variables of interest. With the results
meeting the assumptions of t e@

that PCA test can ther \ﬁmed out.

pal components analysis (PCA) test, this means

For each V.’:ll‘l&bl@‘le scree plot and eigenvalues > 1 was used to determine the
underlym@mnen‘[s and the factor component with with the highest load which is
Morg-1e t in defining the variable’s dimension was considered and were used to
ent each variable. Regression test were then carried out to test whether each of
the internal control variable of interest namely risk assessment, monitoring activities
and control activities have significant effect on organizational performance as well as

financial and non financial performance of DMBs in Nigeria.

The result of the analysis established a positive and significant effect of risk

assessment on financial performance (B= 0.365, t= 3.737, p<0.01), non financial
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performance (B= 0.175, t= 1.726, p<0.10), and overall organizational performance
(B=0.390, t=4.019, p < 0.01) of DMBs in Nigeria. The result also showed that risk
assessment account for 15.2 percent (R2= 0.152) of the variations in the performance
of DMBs in Nigeria. The implication of this is that the internal control variables could
be used to improve the performance of DMBs in Nigeria. The variance inflation factor
also shows the absence of multicollinearity in both models(VIF <3). As a result the

A

first null hypothesis was rejected which stated that there is not signiﬁca@
risk assessment on organizational performance of DMBs in Nigeria. %\b

The second hypothesis was also tested. The result shows that @{x{st a positive and
significant impact of monitoring activities on financial %CUj , t=5.298, p<0.01),

313
O@rganizational performance

non financial (B= 0.644, t= 7.907, p<0.01) and
(B=0.415, t=4.019, p < 0.01) of DMBs in Nj %’Fhe result further indicated that
monitoring activities account for 16. \@N (R2= 0.162) of the variations in the
performance of DMBs in Nigeriq;tﬁplication of this is that the internal control
variable could be used to i @Ee performance of DMBs in Nigeria. The test for
multicollinearity exa by the variance inflation factor (VIF) which is less than 3

(VIF = 1) whic@ the absence of multicollinearity in the model. This imply a

rejection oésgcond null hypothesis which states that there is no significant impact

o

f n@lt 1f1g activities on organizational performance of DMBs in Nigeria.

T@tudy further hypothesized that there is no significant impact of control activities
on the performance of DMBs in Nigeria. Meanwhile, when subjected to test, the result
showed that there is a positive significant impact of control activities on financial (B=
0.409, t= 3.484, p<0.01), non financial (B= 0.363, t= 3.423, p<0.01) and overall
organizational performance (B= 0.327, t= 2.742, p < 0.01) of DMBs in Nigeria. The

result also showed that monitoring activities account for 8 percent (R2= 0.08) of the
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variations in the performance of DMBs in Nigeria. The implication of this is that the
internal control variable could be used to improve the performance of DMBs in
Nigeria. The test for multicollinearity examined by the variance inflation factor (VIF)
which is less than 3 (VIF = 1) which imply the absence of multicollinearity in the

model. As a result of this findings, the third null hypothesis was also rejected.

5.2 Conclusion \y\

This study was conducted to investigate the impact of intern 1 on
organizational performance of DMBs in Nigeria. In order to accom@\is objective,
models of organizational performance of DMBs was esta@d ‘eonsidering risk
assessment, monitoring activities and control actlv explanatory variables.

Using descriptive statistics, correlation, explora % tor analys1s and regression
P

models, the impacts were analyzed and es b ositive and significant impact

were established between each co@ ts of internal control considered and

organizational performance of @n Nigeria.

Based on the research findi can be concluded that internal control system is a
significant predic xrgamzatmn performance. The findings of this study,
confirmed b\gw ical significance, indicate that increasing unit levels of risk
assessme %nltormg activities and control activities have a positive effect on the

, non financial and the overall performance of DMBs in Nigeria. Further it
can'be concluded that effective internal control systems must incorporate the effects
of risk assessment, monitoring and control activities to enhance organizational
performance of DMBs. Hence this study widens the scope of identifying measures

that enhances organization performance like risk assessment, monitoring activities

and control activities.
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5.3 Recommendations

The findings of the study have established the importance of internal control as a
practice that significantly improves the organizational performance of deposit money
banks in Nigeria. Based on this findings, the following recommendations were

proposed:

i. Internal control systems especially risk assessment, monitoring activiﬁ%&d
control activities are significant areas and management of DM% igeria

should give great attention to them in order to impro%ganizational

performance. Q \

ii. DMBs in Nigeria should invest in establishing s rnal control systems in

all levels of the organization by the ma to enhance the organizational

performance. Q

iii. Better risk management in terms‘of ntanaged fund, reduction in cost of bad and
doubt loans and debt e%{y(/ i0esults in better bank performance.

iv. Internal control s &)uld be effective and comprehensive, and executed by
appropriatel@ and qualified staff, according to management.

V. Mana of banks should strengthen the risk management, monitoring and

t ctivities, by enhancing the policies and procedures adopted by the banks
%1 protecting assets and properties.

5.4 Contribution to Knowledge

The objective of this study was to examine the impact of internal control on
organizational performance of DMBs in Nigeria using three of the components of
internal control namely risk assessment, monitoring activities, control activities as

proxies for internal control. The findings of this study have added to the body of
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knowledge by establishing that in Nigeria, the organizational performance including
financial and non financial performance of deposit money banks can be significantly
improved by risk assessment, monitoring activities and control activities. These may
be achieved through establishment and implementation of risk identification and

assessment, evaluation and monitoring policy framework, and enhancement of control

(83

This study focused on the Nigerian DMBs that have intemational@tization. To

activities which will significantly influence performance of DMBs.

5.5 Suggested Areas for Further Research

further confirm the link between the internal control and %eri)rmance, future

studies should consider the other components of inten@[. 1 (control environment

and information and communication) and incr@ample size and also consider

some other Nigerian listed DMBs with o cal authorization. In addition, future

studies could consider using second@ or analyzing the link between internal

control and banks’ perfom?;?%
S

S
QQ
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Appendices
Appendix 1: Frequency Distribution All Questions
The board of directors and management’s commitment to integrity and ethical behaviour
communicated effectively throughout the organization, both in words and deeds.

Cumulative
Frequency Percent Valid Percent Percent

Valid Not at all 3 3.1 3.2 3.2
Some Extent 8 8.2 8.4 11.6
Large Extent 34 35.1 35.8 47.4
Very Large Extent 50 51.5 52.6 100.0
Total 95 97.9 100.0

Missing  System 2 2.1 Q\

Total 97 100.0 Q\

£
( N
P WKL
The organization have a process to evaluate the performanc Wduals and teams
against its standards of conduct,

N\ ) Cumulative
Frequency Percent (\%‘Qﬁ Percent Percent
Valid Not at all »

1 '0') 1.0 1.0
Minor Extent 5 @“ 5.2 6.3

Some Extent 7 2 7.3 13.5
Large Extent 47%\ 48.5 49.0 62.5
Very Large Extent % 37.1 37.5 100.0
Total % 99.0 100.0

Missing ~ System \ .

Total ( \ 97 100.0

e

The organization periodiceéw}s’yze issues to identify trends and root causes to evaluate

cies,

whether modification o communication, training or controls are necessary.

\/ Cumulative
NN

. Frequency Percent Valid Percent Percent
Valid Minor % N 1 1.0 1.0 1.0

So t 23 23.7 24.0 25.0
rg ent 44 45.4 45.8 70.8
Large Extent 28 28.9 29.2 100.0

%al 96 99.0 100.0
Misgi ystem 1 1.0
@ 97 100.0

Audit committee have adequate resources and authority to discharge its responsibilities.

Cumulative
Frequency Percent Valid Percent Percent
Valid Not at all 1 1.0 1.1 1.1
Minor Extent 3 3.1 3.2 43
Some Extent 15 15.5 16.0 20.2
Large Extent 38 39.2 40.4 60.6
Very Large Extent 37 38.1 39.4 100.0
Total 94 96.9 100.0
Missing ~ System 3 3.1
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Total 97 100.0

The organizational structure appropriate for the size, operating activities and locations of
the organization to enable management to carry out their oversight responsibilities

Cumulative
Frequency Percent Valid Percent Percent
Valid Not at all 2 2.1 2.1 2.1
Minor Extent 5 5.2 5.2 7.3
Some Extent 19 19.6 19.8 27.1
Large Extent 39 40.2 40.6 67.7
Very Large Extent 31 32.0 32.3 y\ 100.0

Total 96 99.0 10
Missing  System 1 1.0 %\
Total 97 100.0 O
<\
N *\

Reporting lines evaluated periodically, and do they e \h} execution of authorities and

responsibilities and the flow of information to ge the entity’s activities
Cumulative
Frequency _ \ES(\ t Valid Percent Percent
Valid Not at all 1.0 1.1 1.1
Minor Extent ® 4.1 4.2 53
Some Extent \*{1 21.6 22.1 27.4
Large Extent \ 39 40.2 41.1 68.4
Very Large Extent &/ 30 309 31.6 100.0

Total Q 95 97.9 100.0
Missing ~ System ((?\ 2 2.1
Total \u 97 100.0

\\' N4

in‘place to regularly educate and communicate, to management and
rance of internal controls, and to raise their level of understanding of
internal control.

('\\\; Cumulative

There is a mechani
employees, the i

A\ Frequency Percent  Valid Percent Percent
Valid W at all 2 2.1 2.1 2.1
Minor Extent 1 1.0 1.1 3.2
Q Some Extent 17 17.5 17.9 21.1
Large Extent 45 46.4 474 68.4
Very Large Extent 30 30.9 31.6 100.0
Total 95 97.9 100.0
Missing ~ System 2 2.1
Total 97 100.0

There adequate policies and procedures for authorization and approval of transactions by
the appropriate level?

Cumulative
Frequency Percent Valid Percent Percent
Valid Minor Extent 5 5.2 5.2 5.2
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Some Extent
Large Extent

Very Large Extent
Total

Missing  System

Total

18 18.6
36 37.1
37 38.1
96 99.0

1 1.0
97 100.0

18.8 24.0

37.5 61.5

38.5 100.0
100.0

There are standards and procedures for hiring, training, motivating, evaluating,
promoting, compensating, transferring and terminating the employment of personnel that
are applicable to all functional areas

Cumulative
Frequency Percent Valid Percent \»Bercent

Valid Not at all 1 1.0 0 1.0
Minor Extent 5 5.2 @@ 6.3
Some Extent 10 10.3 16.7
Large Extent 57 58.8 % 9.4 76.0
Very Large Extent 23 23. 7 24.0 100.0
Total 96 99 100.0

Missing  System 1 %

Total 97 R4

N

Management demonstrate a commitment.t
personnel to keep pace with th

xovide sufficient accounting and financial
and/or complexity of the business

)
Cumulative
F&&r Percent ~ Valid Percent Percent

Valid Not at all o~ 3 3.1 3.1 3.1
Minor Extent  , S=\J 1 1.0 1.0 42
Some Extent . N § 19 19.6 19.8 24.0
Large Extent, \,* 36 37.1 37.5 61.5
Very LargeFxtent 37 38.1 38.5 100.0
Total (CN& 96 99.0 100.0

Missing  Systém o/ 1 1.0

Total A 97 100.0

L)
The 0 \iZation periodically review and update its understanding of the requirements
of the applicable financial reporting framework.
Q Cumulative
Frequency  Percent  Valid Percent Percent

Valid Not at all 1 1.0 1.0 1.0
Minor Extent 2 2.1 2.1 3.1
Some Extent 7 7.2 7.3 10.4
Large Extent 43 443 44.8 55.2
Very Large Extent 43 443 44.8 100.0
Total 96 99.0 100.0

Missing ~ System 1 1.0

Total 97 100.0
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Management establishes a materiality threshold for the purpose of identifying significant
accounts and disclosures.

Cumulative
Frequency = Percent  Valid Percent Percent

Valid Not at all 2 2.1 2.1 2.1
Minor Extent 2 2.1 2.1 4.2
Some Extent 9 9.3 9.4 13.5
Large Extent 52 53.6 54.2 67.7
Very Large Extent 31 32.0 32.3 100.0
Total 96 99.0 100.0

Missing  System 1 1.0

Total 97 100.0 A\v

The organization have a process to evaluate the range of its act1v1t:e§ tgﬂy}ss whether all

material activities are appropriately reflected in the fin tements
N Cumulative
Frequency Percent Percent Percent
Valid Minor Extent 2 \ ) 2.1
Some Extent 25 26 3 28.4

Large Extent 39 (4&’ 41.1 69.5
Very Large Extent 29 %7 30.5 100.0
Total 95 %\ 9 100.0

Missing  System %

Total \\97 100.0

The organization identify risks t0 the N}evement of financial reporting objectives at all
s of the entity.

\) Cumulative
N (( requency  Percent  Valid Percent Percent

Valid Not at all Y 1 1.0 1.0 1.0
Minor Ex N 5 5.2 5.2 6.3
Some - 15 15.5 15.6 21.9
Larg 45 46.4 46.9 68.8
e Extent 30 30.9 31.3 100.0
96 99.0 100.0
Mlssm@ 1 1.0
Total. 97 100.0

'he risk identification is comprehensive and it include all significant interactions
nternal to the bank and between the bank and its relevant business partners and
outsourced service providers

Cumulative
Frequency = Percent  Valid Percent Percent
Valid Not at all 2 2.1 2.1 2.1
Minor Extent 1 1.0 1.1 3.2
Some Extent 20 20.6 21.1 24.2
Large Extent 47 48.5 49.5 73.7
Very Large Extent 25 25.8 26.3 100.0
Total 95 97.9 100.0
Missing ~ System 2 2.1

142



Total 97 100.0

Risk assessment is revisited on an appropriate interval

Cumulative
Frequency Percent  Valid Percent Percent
Valid Not at all 1 1.0 1.1 1.1
Minor Extent 3 3.1 3.2 4.2
Some Extent 24 24.7 253 29.5
Large Extent 43 443 45.3 74.7
Very Large Extent 24 24.7 253 100.0
Total 95 97.9 100.0
Missing ~ System 2 2.1 Q\
Total 97 100.0 [
N\
The organization perform a risk assessment to consider risk r o fraudulent
financial reporting, management override, potential loss pmd corruption

\\ N Cumulative
Frequency  Percent ,thid ercent Percent

Valid Not at all 1 ) 1.0 1.0
Minor Extent 3 ) 3.1 4.2
Some Extent 23 % 24.0 28.1
Large Extent 31 %\ 2.0 32.3 60.4
Very Large Extent 39.2 39.6 100.0
Total 99.0 100.0

6
Missing  System '\&1; 1.0
Total (\ 7 100.0
(\\J

There are measures in plac \@ntify and react to risks that occur to due changes in
regu s, politics or economic by the bank.

~ Cumulative
,& . Frequency = Percent  Valid Percent Percent

Valid Not at \{‘ 2 2.1 2.1 2.1
Min t 3 3.1 3.1 5.2

eNExtent 13 13.4 13.5 18.8
%Extem 49 50.5 51.0 69.8

Large Extent 29 29.9 30.2 100.0
otal 96 99.0 100.0
i % System 1 1.0
% 97 100.0
4

Audit personnel or other internal control experts are involved in control related activities
or decision making in fight against fraud.

Cumulative
Frequency = Percent  Valid Percent Percent
Valid Minor Extent 2 2.1 2.1 2.1
Some Extent 7 7.2 7.4 9.5
Large Extent 37 38.1 38.9 48.4
Very Large Extent 49 50.5 51.6 100.0

Total 95 97.9 100.0
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Missing  System 2 2.1
Total 97 100.0

There are processes in place to inform appropriate levels of management about changes
with possible significant effects on the entity.

Cumulative
Frequency Percent  Valid Percent Percent
Valid Not at all 1 1.0 1.1 1.1
Minor Extent 4 4.1 4.2 53
Some Extent 4 4.1 4.2 9.5
Large Extent 53 54.6 55 Q\ 65.3
Very Large Extent 33 34.0 4@ 100.0
Total 95 97.9 @
Missing ~ System 2 2.1 \
Total 97 100.0 Q%\
AN
The organization selects and develops control activities !t\ql?tr}bute to the mitigation of
risks to the achievement of objectiveytgt;\qeptable levels.
~ Cumulative
Frequency  Rect Valid Percent Percent

Valid Not at all 3%\ 3.1 3.1 3.1
Minor Extent \% 1.0 1.0 4.2
Some Extent Né 12.4 12.5 16.7
Large Extent '\ 443 44.8 61.5
Very Large Extent Q 37 38.1 38.5 100.0
Total 96 99.0 100.0
Missing ~ System @ 1 1.0
N

Total . 97 100.0
N\

The organization se amivdevelops general control activities over technology to support
the achievement of objectives.

N
< \) Cumulative
V.4

Frequency Percent Valid Percent Percent

Valid tat all 1 1.0 1.0 1.0

%or Extent 3 3.1 3.1 4.2

ome Extent 10 10.3 10.4 14.6

Large Extent 53 54.6 55.2 69.8

Q Very Large Extent 29 29.9 30.2 100.0

Total 96 99.0 100.0

Missing ~ System 1 1.0
Total 97 100.0

The organization deploys control activities through policies that establish what is expected
and procedures that put policies into action.

Cumulative
Frequency  Percent  Valid Percent Percent
Valid Not at all 1 1.0 1.1 1.1
Minor Extent 2 2.1 2.1 3.2
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Some Extent 10 10.3 10.5 13.7

Large Extent 51 52.6 53.7 67.4
Very Large Extent 31 32.0 32.6 100.0
Total 95 97.9 100.0

Missing  System 2 2.1

Total 97 100.0

Appropriate personnel involved in the process of designing and implementing controls to
respond to the identified risks.

Cumulative
Frequency Percent Valid Percent ‘\ Percent

Valid Not at all 1 1.0 1.
Minor Extent 2 2.1
Some Extent 18 18.6 % 22 1

Large Extent 44 45.4 68.4
Very Large Extent 30 30.9 100.0
Total 95 97.9 100
Missing  System 2 \\
Total 97 lQﬂ\é—\
The controls identified address the completeness W and validity of transactions
processeq:\\
@ Cumulative
Frequencys, rCent  Valid Percent Percent
Valid Not at all NN 1.0 1.1 1.1
Minor Extent Ny 4.1 4.2 5.3
Some Extent U N1 11.3 11.6 16.8
Large Extent N 46 47.4 48.4 65.3
Very Large Extenp \ oV 33 34.0 34.7 100.0
Total \\( ) 95 97.9 100.0
Missing  System 2 2.1
Total ({‘\ 97 100.0
y 2
Controls e Wlous levels within the organization from transaction level controls to
& entity-level management review controls.
Cumulative
% Frequency Percent Valid Percent Percent
Val Minor Extent 3 3.1 32 32
Some Extent 17 17.5 18.3 21.5
Large Extent 38 39.2 40.9 62.4
Very Large Extent 35 36.1 37.6 100.0
Total 93 95.9 100.0
Missing  System 4 4.1
Total 97 100.0

There are processes in place to select, develop, operate and maintain the organization’s
technology.

Cumulative
Frequency Percent Valid Percent Percent
Valid Minor Extent 6 6.2 6.3 6.3
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Some Extent 15 15.5 15.6 219

Large Extent 50 51.5 52.1 74.0
Very Large Extent 25 25.8 26.0 100.0
Total 96 99.0 100.0

Missing ~ System 1 1.0

Total 97 100.0

Accounting and closing practices that are followed consistently at interim dates.

Cumulative
Frequency Percent Valid Percent Percent
Valid Minor Extent 4 4.1 4.2 4.2
Some Extent 19 19.6 \&&\ 24.0
Large Extent 39 40.2 64.6
Very Large Extent 34 35.1 100.0
Total 9 99.0 N
Missing ~ System 1 1.0 %
Total 97 100.0 A .
\ N\
Management review key performance indicator P dget, profit, financial goals
operating goals) regularly (e.g., monthly, quart identify significant variances.
gl Cumulative
Frequency q t Valid Percent Percent
Valid Not at all 1.0 1.0
Minor Extent ,A ‘3-) 3.1 3.1 4.2
Some Extent RO E 15.5 15.6 19.8
Large Extent LN 36 37.1 37.5 573
Very Large Extent €<\ ~ 4 42.3 42.7 100.0
Total s OV 96 99.0 100.0
Missing  System \ X)) 1 1.0
Total A\ v 97 100.0
QN
The organization review its policies and procedures periodically to determine whether they
continue to e@priate for the organization’s activities and refresh them when needed.
& Cumulative
\ Frequency Percent Valid Percent Percent
Valid W at all 2 2.1 2.1 2.1
Minor Extent 2 2.1 2.1 4.2
Q Some Extent 13 13.4 13.5 17.7
Large Extent 42 43.3 43.8 61.5
Very Large Extent 37 38.1 38.5 100.0
Total 96 99.0 100.0
Missing  System 1 1.0
Total 97 100.0

The organization has established information requirements to support the effective
operation of internal control.
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Cumulative

Frequency Percent Valid Percent Percent

Valid Minor Extent 1 1.0 1.0 1.0
Some Extent 6 6.2 6.3 7.3
Large Extent 48 49.5 50.0 57.3
Very Large Extent 41 42.3 42.7 100.0
Total 96 99.0 100.0

Missing  System 1 1.0

Total 97 100.0

The organization’s information systems generate information that is of sn@{nt quality to

support the effective operation of controls. %
<<( ~  Cumulative

Frequency Percent Validpkgg Percent
Valid Minor Extent 3 3.1 s\ 3.1 3.1
Some Extent 8 82 .\ N 83 11.5
Large Extent 49 508\ N\ 510 62.5
Very Large Extent 36 U3LAN 37.5 100.0
Total 96 ¢ \99.07 100.0
Missing  System 1 ~\SULo

Total 91\\‘\‘1 00.0

Organization periodically review the qn@o information to assess its reliability and

&n iness.

'\ Cumulative

E(eq\qn y Percent Valid Percent Percent

Valid Minor Extent oYY 1 1.0 1.0 1.0
Some Extent  , W\ 15 15.5 15.6 16.7
Large Extent « N & 40 41.2 41.7 58.3
Very Large Exteiit,” 40 41.2 41.7 100.0
Total N\ * 96 99.0 100.0

Missing Systgn(\‘ - 1 1.0

Total - (\J 97 100.0

A

The erganization implemented policies and procedures that facilitate effective internal
com@ ion, including individual internal control authorities and responsibilities and

standards of conduct across the organization.

QQ Cumulative

Frequency Percent Valid Percent Percent

Valid Not at all 1 1.0 1.0 1.0
Minor Extent 1 1.0 1.0 2.1
Some Extent 15 15.5 15.6 17.7
Large Extent 43 44.3 44.8 62.5
Very Large Extent 36 37.1 37.5 100.0
Total 96 99.0 100.0

Missing  System 1 1.0

Total 97 100.0
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Internal audit have a direct line of communication to the audit committee.

Cumulative
Frequency Percent Valid Percent Percent

Valid Minor Extent 2 2.1 2.1 2.1
Some Extent 18 18.6 18.9 21.1
Large Extent 42 43.3 44.2 65.3
Very Large Extent 33 34.0 34.7 100.0
Total 95 97.9 100.0

Missing  System 2 2.1

Total 97 100.0

are working.

AN
There are periodic evaluation of the effectiveness of communications{&& the methods

Cumulative
Frequency Percent Vaki cent Percent
Valid Not at all 1 1o\ N 1.1 1.1
Minor Extent 4 4 N\ N\ 43 5.3
Some Extent 13 _Gas 13.8 19.1
Large Extent 44 o \454 46.8 66.0
Very Large Extent 32 S \\.33.0 34.0 100.0
Total UNNN 96,9 100.0
Missing  System \\3»\ ‘ 3.1
Total o) 100.0
2N\

The organization’s messaging rein 01}0&1) all employees their roles in ensuring that internal

contr%& sibilities are taken seriously.

Cumulative
N QV\Frequency Percent Valid Percent Percent
Valid Minor Extent \_,¥ 2 2.1 2.1 2.1
Some Exgeit, « 19 19.6 19.8 21.9
Large EXtefit 49 50.5 51.0 72.9
Very Largg Extent 26 26.8 27.1 100.0
Total 96 99.0 100.0
Missing . { System 1 1.0
Total S\~ 97 100.0

o\ N\

\u.ganization have a process in place to approve formal external communications prior to
their release.

Cumulative
Frequency Percent Valid Percent Percent
Valid Not at all 1 1.0 1.1 1.1
Minor Extent 5 5.2 53 6.3
Some Extent 18 18.6 18.9 25.3
Large Extent 42 43.3 44.2 69.5
Very Large Extent 29 29.9 30.5 100.0
Total 95 97.9 100.0
Missing  System 2 2.1
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Total 97 100.0

There is a process for tracking communications from customers, vendors, regulators, and

other external parties and sharing it internally.

Cumulative
Frequency Percent Valid Percent Percent
Valid Not at all 1 1.0 1.0 1.0
Minor Extent 3 3.1 3.1 4.2
Some Extent 13 13.4 13.5 17.7
Large Extent 50 51.5 52.1 69.8
Very Large Extent 29 29.9 3000 100.0
Total 96 99.0 190,00,
Missing  System 1 1.0 PAAN
Total 97 100.0 NN\
NJi
S\
Information from external parties about the organizati activities that relates to
matters of internal control are evaluated by manage , where appropriate,
communicated to the board of directors({ dit committee
* v Cumulative
Frequency Beiéau Valid Percent Percent
Valid Not at all 1NN 0 1.1 1.1
Some Extent 10 N\ 103 10.5 11.6
Large Extent A40N, 412 42.1 53.7
Very Large Extent ( \44 45.4 46.3 100.0
Total 7~ 95 97.9 100.0
Missing  System N\ 2 2.1

Total e 97 100.0

Management havesuitable vmonitoring processes in place to assess whether controls
across the er@ ontrol framework are present and functioning as intended.

Cumulative
X Frequency = Percent  Valid Percent Percent
Valid ne, Extent 4 4.1 4.2 4.2
e Extent 56 57.7 58.9 63.2
%ery Large Extent 35 36.1 36.8 100.0
e\ Total 95 97.9 100.0
I\/ﬁsdng System 2 2.1
Total 97 100.0

The results of monitoring activities considered over time to determine the basis for
future monitoring activities.

Cumulative
Frequency  Percent  Valid Percent Percent
Valid Minor Extent 1 1.0 1.1 1.1
Some Extent 22 22.7 23.2 24.2
Large Extent 40 41.2 42.1 66.3
Very Large Extent 32 33.0 33.7 100.0
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Total 95
Missing  System 2
Total 97

97.9
2.1
100.0

100.0

The organization’s monitoring activities provide for the establishment of the
understanding of the design and current state of the internal control system.

Cumulative
Frequency  Percent  Valid Percent Percent
Valid Minor Extent 2 2.1 2.1 2.1
Some Extent 23 23.7 24.2 26.3
Large Extent 52 53.6 547 NN 81.1
Very Large Extent 18 18.6 18.9CyNS ~ 100.0
Total 95 97.9 100007\~
Missing  System 2 2.1 N\\YHYY
Total 97 100.0 NN
\ S
The results of monitoring activities are considered over ti@}d}termine the basis
for future monitoring activi &.)
<% Cumulative
Frequency Percg&t\% id Percent Percent
Valid  Not at all 1 NN 1.1 1.1
Minor Extent 1 NNPRO 1.1 2.1
Some Extent 22\ N\J22.7 23.4 25.5
Large Extent \‘S(f\ 35.1 36.2 61.7
Very Large Extent ( 86" 37.1 38.3 100.0
Total N 94 96.9 100.0
Missing  System SN\ 3 3.1
Total N\ 97 100.0
NIV

The scope of intern@it activities appropriate given the nature, size and structure of

the organization.

@ Cumulative

A Frequency  Percent  Valid Percent Percent

Valid &}x Extent 4 4.1 4.2 42

§ e Extent 20 20.6 21.1 25.3

Q Large Extent 43 443 453 70.5

Q Very Large Extent 28 28.9 29.5 100.0

Total 95 97.9 100.0
Missing  System 2 2.1
Total 97 100.0

There a process in place to accumulate and evaluate matters identified by the
organization’s monitoring activities.

Cumulative
Frequency  Percent  Valid Percent Percent
Valid Not at all 2 2.1 2.2 2.2
Minor Extent 2 2.1 2.2 4.3
Some Extent 18 18.6 19.6 23.9
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Large Extent 47

Very Large Extent 23
Total 92
Missing  System 5
Total 97

48.5
23.7
94.8
5.2
100.0

51.1 75.0
25.0 100.0
100.0

Management take adequate and timely actions to correct deficiencies reported by the
internal audit function and by other monitoring activities.

Cumulative
Frequency Percent ~ Valid Percent Percent
Valid Minor Extent 2 2.1 21 N\ 2.1
Some Extent 19 19.6 2000\ 221
Large Extent 46 47.4 M'v 70.5
Very Large Extent 28 28.9 N29%5, 100.0
Total 95 97.9 100.0
Missing  System 2 21 -\ O
Total 97 100.0, N N
a

Management respond timely and appropriately to

the independent auditors regarding internal c

ngs and recommendations of

policies and procedures of the

organi
\6 Cumulative
Frequenc ercent  Valid Percent Percent
Valid Not at all 3 1.0 1.1 1.1
Minor Extent C \\2 2.1 2.1 3.2
Some Extent o~ 16 16.5 16.8 20.0
Large Extent  , \\J 45 46.4 47.4 67.4
Very Large Extente § 31 32.0 32.6 100.0
Total " \Y 95 97.9 100.0
Missing  System (\\ . 2 2.1
Total O\ 97 100.0
NI

A

There@rﬂcess in place to track unremediated control deficiencies and a protocol
to escalate them to higher levels of management if necessary.

Q Cumulative
Q Frequency  Percent  Valid Percent Percent
Valid Minor Extent 2 2.1 2.1 2.1
Some Extent 20 20.6 21.1 23.2
Large Extent 42 43.3 44.2 67.4
Very Large Extent 31 32.0 32.6 100.0
Total 95 97.9 100.0

Missing  System 2 2.1

Total 97 100.0

Profitability grows consistently yearly.

151



Cumulative

Frequency = Percent  Valid Percent Percent
Valid Minor Extent 2 2.1 2.1 2.1
Some Extent 17 17.5 17.9 20.0
Large Extent 46 47.4 48.4 68.4
Very Large Extent 30 30.9 31.6 100.0
Total 95 97.9 100.0
Missing  System 2 2.1
Total 97 100.0
Turnover grows consistently increase yearly.
, lative
Frequency  Percent  Valid Percent \» rcent
Valid Minor Extent 3 3.1 \\"Q\Z'SV 3.2
Some Extent 24 24.7 3 28.4
Large Extent 42 43.3 '\ 242 72.6
Very Large Extent 26 268 N\ 274 100.0
Total 95 97.9. \."  100.0
Missing  System 2 AN
Total 97 d@Q‘ﬁ/\
NN
Maintenance of a{@qg cash flow.
Cumulative
Frequ@ \ Percent  Valid Percent Percent
Valid Minor Extent N\ 3.1 3.2 3.2
Some Extent o 19 19.6 20.2 23.4
Large Extent  , \™W\) 46 47.4 48.9 72.3
Very Large Extent\e \ 26 26.8 27.7 100.0
Total " v/ 94 96.9 100.0
Missing  System (\\ . 3 3.1
Total Ne\9 97 100.0
(Y
\V Increasing return on capital.
Q Cumulative
Frequency  Percent  Valid Percent Percent
Valid™, “Minor Extent 3 3.1 3.2 3.2
Q Some Extent 28 28.9 29.5 32.6
Large Extent 38 39.2 40.0 72.6
Very Large Extent 26 26.8 27.4 100.0
Total 95 97.9 100.0
Missing  System 2 2.1
Total 97 100.0
Dividend is constantly being paid
Cumulative
Frequency  Percent = Valid Percent Percent
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Valid Not at all 2 2.1 2.1 2.1

Minor Extent 3 3.1 3.2 53
Some Extent 16 16.5 17.0 22.3
Large Extent 44 45.4 46.8 69.1
Very Large Extent 29 29.9 30.9 100.0
Total 94 96.9 100.0

Missing  System 3 3.1

Total 97 100.0

Pursues customer relationships and involvement that goes beyond sales transactions.

lative
Frequency  Percent  Valid Percent , <) "Rércent
Valid Minor Extent 2 2.1 2&1‘(\‘ 2.1
Some Extent 20 20.6 NANDNM 232
Large Extent 34 35.1 .8 58.9
Very Large Extent 38 392 <\ 400 98.9
55 1 1.0 SN ML 100.0
Total 95 9795=\ " 100.0
Missing  System 2 \Q%(‘\J
Total 97  N00.67
N\
Investment in technology to maximize efl‘m@( and to further enhance quality of the
seryice provided.
v Cumulative
Fre@%mr Percent  Valid Percent Percent
Valid Not at all O\ Y 1 1.0 1.1 1.1
Minor Extent  , WS\ 1 1.0 1.1 2.1
Some Extent « M \ 25 25.8 26.3 28.4
Large Extent\ N\ 42 433 442 72.6
Very Larg&Extert 26 26.8 27.4 100.0
Total, ( \\ 95 97.9 100.0
Missing Syﬁté@ V 2 2.1
Total N\~ 97 100.0
)
InWon of new products and innovation of products that meet the needs of
Q consumers
Q Cumulative
Frequency  Percent  Valid Percent Percent
Valid Not at all 1 1.0 1.1 1.1
Minor Extent 2 2.1 2.1 3.2
Some Extent 23 23.7 24.5 27.7
Large Extent 40 41.2 42.6 70.2
Very Large Extent 28 28.9 29.8 100.0
Total 94 96.9 100.0
Missing ~ System 3 3.1
Total 97 100.0
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Increase in bank’s customer base yearly.

Cumulative
Frequency Percent ~ Valid Percent Percent
Valid Not at all 1 1.0 1.1 1.1
Some Extent 22 22.7 23.2 24.2
Large Extent 44 45.4 46.3 70.5
Very Large Extent 28 28.9 29.5 100.0
Total 95 97.9 100.0
Missing  System 2 2.1
Total 97 100.0
A\ %:‘
High employee training, motivation, retention, diversity, de& t
umulative
Frequency Percent ~ Valid Pexg 9/ Percent
Valid Not at all 1 1.0 NN 1.1
Minor Extent 3 30 .\ N 32 4.2
Some Extent 24 247NN\ 253 29.5
Large Extent 46 424" 48.4 77.9
Very Large Extent 21 ‘(M\J 22.1 100.0
Total 95 L\ 100.0
Missing  System 2 ‘\\\\2.1
Total 97 \\. " 100.0
\ M
Expansion of b in‘market size and coverage
Cumulative
Fre cy Percent Valid Percent Percent
Valid Minor Extent  , S\ 3 3.1 3.2 3.2
Some Extent . N \ 23 23.7 24.2 27.4
Large Extenty 38 39.2 40.0 67.4
Very Large-Bxtc 31 32.0 32.6 100.0
Total (N& 95 97.9 100.0
Missing S}{st&n\) 2 2.1
Total N\~ 97 100.0
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Appendix II: Pre-Estimation Test (Risk Assessment)

Correlation Matrix \b\
The The risk The
organization identification is rgamzatlon
have a comprehensiv perform a Audit
The process to and it incl risk personnel or There are
organization evaluate the all s1gn assessment There are other  processes in
periodically range of its 1nt to consider measures in  internal place to
review and Management activities to The risk related  place to control inform
update its establishesa  assess organlzatlon to fraudulent identify and experts are appropriate
understandin materiality whether all 1dent1fyg een the financial react to risks involved in  levels of
gofthe threshold for material riskst ank and its Risk  reporting, thatoccurto control management
requirements the purpose activities are achi %q relevant  assessmenmanagement due changes  related about
of the of appropriatel 0 ial  business tis override, in activities or changes with
applicable identifying y reflected g partners and revisited potential regulations, decision possible
financial  significant in the %@CUVGS at outsourced on an loss of  politicsor making in significant
reporting accounts and fina levels of service  appropriat assets and economic by fight against effects on
framework. disclosures. statétq the entity. providers e interval corruption the bank. fraud. the entity.
Correlatio The organization 1.000 285 * M54 141 309 067 209 428 216 523
n periodically review

understanding of the
requirements of the

applicable financial Q
reporting framework. %
Management @ 1.000 .533 .380 289 203 294

establishes a Q
materiality threshold

and update its @

265 317 329

155



for the purpose of
identifying
significant accounts
and disclosures.

The organization
have a process to
evaluate the range of
its activities to assess
whether all material
activities are
appropriately
reflected in the
financial statements
The organization
identify risks to the
achievement of
financial reporting
objectives at all
levels of the entity.
The risk
identification is
comprehensive and it
include all significant
interactions internal
to the bank and
between the bank and
its relevant business
partners and
outsourced service
providers

Q

154 533
141 .380
309 2

S
O
Q

8§‘.

1.000

\<§§

310

438

156

1.000

458

526

431

388

321

333

492

233

389

.146

317

281

368



Risk assessment is .067
revisited on an

appropriate interval

The organization 209
perform a risk

assessment to

consider risk related

to fraudulent

financial reporting,

management

override, potential

loss of assets and

corruption

There are measures 428
in place to identify

and react to risks that

occur to due changes

in regulations,

politics or economic

by the bank.

Audit personnel or 216
other internal control

experts are involved

in control related

activities or decision

making in fight
against fraud.

Q

203

294

265

321 ’\& 492 274
233 389 146 187

157

226 458 526 1.000 §4\24
397 431 388 .4@: .

561

260

274

561

1.000

198

187

.260

198

1.000

298

392

460

273



There are processes
in place to inform
appropriate levels of
management about
changes with
possible significant
effects on the entity.

523 329

317

281 368 298

460

273

1.000
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KMO and Bartlett's Test for Risk Assessment

KMO and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .805
Bartlett's Test of Sphericity Approx. Chi-Square 278.472
df 45
Sig. .000
Scree Plot for Risk Assessment
Scree Plot y\
4.5
i D
3.5 '
n B
TE 2.5
g 2
i
|
0.5
0
1 2 3 4 5 6 7 8 9 10

Component Number

N

Rotated Component Matrix for%\/{l ssment
™

is
otated Component Matrix*
N~
&3

Component
1 2 3

Risk assessment is revj&ﬂed or*an appropriate interval
The risk identificatiofN§ comprehensive and it include all significant
interactions internal e bank and between the bank and its relevant business
partners and qutsQurced service providers
The organization identify risks to the achievement of financial reporting
objectivesat all levels of the entity.
The rg@%n perform a risk assessment to consider risk related to
fﬁ@t inancial reporting, management override, potential loss of assets

d ption
The\drganization periodically review and update its understanding of the
requirements of the applicable financial reporting framework.
There are processes in place to inform appropriate levels of management about
changes with possible significant effects on the entity.
There are measures in place to identify and react to risks that occur to due
changes in regulations, politics or economic by the bank.
Management establishes a materiality threshold for the purpose of identifying
significant accounts and disclosures.

The organization have a process to evaluate the range of its activities to assess
whether all material activities are appropriately reflected in the financial

159

.840

721360

.631 476

611

.868

718

462 .646

786

710



statements
Audit personnel or other internal control experts are involved in control related .652
activities or decision making in fight against fraud.
Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalization.
a. Rotation converged in 5 iterations.

Appendix III: Regression Result (Risk Assessment)

Result of the Test of Risk Assessment on Financial Performance

Model Summary
\Ectot of the
Model R R Square Adjusted R Square C imate
1 3672 134 125 92766461
a. Predictors: (Constant), Risk Assessment <
A
ANOVA?
Model Sum of Squares df Mean Square F Sig.
1 Regression 12.019 1 12.019 13.966 .000°
Residual 77.451 90 .861
Total 89.469 91
a. Dependent Variable: Financial Performance
b. Predictors: (Constant), Risk Assessment
Q
y ]
Coefficients®
Standardize
Unstandardized d Collinearity
Coefficients Coefficients Statistics
Toleranc
Model B Std. Error Beta t Sig. e VIF
1 (Constant), ~ -.021 097 2220 .826
Risk ~ 365 .098 367 3.737 .000  1.000 1.000

ASQ@’P

a. Dependent Variable: Financial Performance

@t of the test of risk assessment on non financial performance

Model Summary
Std. Error of the
Model R R Square Adjusted R Square Estimate
1 1782 .032 021 97904986

a. Predictors: (Constant), Risk Assessment

ANOVA?
Model Sum of Squares df Mean Square F Sig.
1 Regression 2.855 1 2.855 2.979 088
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Residual 87.227 91 959
Total 90.082 92
a. Dependent Variable: Non Financial Performance
b. Predictors: (Constant), Risk Assessment
Coefficients*
Standardize
Unstandardized d Collinearity
Coefficients Coefficients Statistics
Toleranc
Model B Std. Error Beta t Sig. e VIF
1 (Constant) -.017 102 -.169 .866
Risk 175 102 178 1.726 .088 1.000  1.000
Assessment
a. Dependent Variable: Non Financial Performance .
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Appendix IV: Pre-Estimation Test (Control Activities)

Correlation Matrix

\w Management
% review key The
The performance organization
organization The ’\&‘ \ indicators ~ review its
selects and The organization ( \SQ rols (e.g., policies and
develops organization deploys % ist at budget, procedures
control  selectsand  control  Appropriate <</ various profit,  periodically
activities  develops  activities  personnel \* levels within financial to determine
that general through  involved in % the There are goals  whether they
contribute to  control  policies that the proce s\% ntrols organization processes in operating  continue to
the activities  establish of desigii identified from place to  Accounting  goals) be
mitigation of  over what is address the transaction  select,  and closing regularly appropriate
risks to the technology expected imp%tin completenes level develop,  practices (e.g., for the
achievement to support and trols to s, accuracy controls to operate and  that are monthly, organization
of objectives the procedures ond to and validity entity-level maintain the followed quarterly) ’s activities
to achievement thatqu the of management organization consistently and identify and refresh
acceptable of poli ie&w identified transactions  review ’S at interim  significant them when
levels. objectives. €™action. risks. processed.  controls. technology. variances.  needed.
Correlatio The organization 1.000 ANE 276 254 239 224 171 141 077 215

n selects and develops
control activities that
contribute to the
mitigation of risks to
the achievement of
objectives to
acceptable levels.

Q
N}
$
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The organization
selects and develops
general control
activities over
technology to support
the achievement of
objectives.

The organization
deploys control
activities through
policies that establish
what is expected and
procedures that put
policies into action.
Appropriate
personnel involved in
the process of
designing and
implementing
controls to respond to
the identified risks.
The controls
identified address the
completeness,
accuracy and validity
of transactions
processed.

462

276

254

239

Q

N

1.000 585 414 439 537
585 1.000 .600 .569(®&8

414 600 @ 392 399

\ ‘.569 392 1.000 541

163

2717

322

351

433

424

283

261

.260

167

244

273

312

251

367

416



Controls exist at
various levels within
the organization from
transaction level
controls to
entity-level
management review
controls.

There are processes
in place to select,
develop, operate and
maintain the
organization’s
technology.
Accounting and
closing practices that
are followed
consistently at
interim dates.
Management review
key performance
indicators (e.g.,
budget, profit,
financial goals
operating goals)
regularly (e.g.,
monthly, quarterly)
and identify
significant variances.

224

171

141

.077

537

AT77

433

.260

438

277

399

164

541

273

439

369

257

1.000

383

267

369

.383

1.000

246

257

267

246

1.000

365

284

189

356



The organization 215 312 251 367 416 365 84
review its policies \§\
and procedures %
periodically to @(I
determine whether %\

.189 356 1.000

they continue to be
appropriate for the

organization’s \‘\

activities and refresh (-)

them when needed. N\ %
v
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KMO and Bartlett's Test for Control Activities

KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy.
Bartlett's Test of Sphericity Approx. Chi-Square
df
Sig.

.807
285.116
45

.000

Scree Plot for Control Activities

Scree Plot

Eigenvalue

a 2 3 4 5 6 7 8 9

Component Number

o
Rotated Component Matrix for Cont@ﬁvities

10

Rotat@ bthponent Matrix?*
NS

Component

1

2

The organization deploys c r%?c\tlvities through policies that establish
what is expected and procec%s@g at put policies into action.

The organization Wdevvelops general control activities over
technology to sup ¢ achievement of objectives.

The organizatior{ selects and develops control activities that contribute to the
mitigation ofAfisk he achievement of objectives to acceptable levels.
Appropria rsonnel involved in the process of designing and
implementintg-controls to respond to the identified risks.

Th trols identified address the completeness, accuracy and validity of
ans processed.

Cbs@ols exist at various levels within the organization from transaction level
controls to entity-level management review controls.

Accounting and closing practices that are followed consistently at interim
dates.

Management review key performance indicators (e.g., budget, profit,
financial goals operating goals) regularly (e.g., monthly, quarterly) and
identify significant variances.

The organization review its policies and procedures periodically to determine
whether they continue to be appropriate for the organization’s activities and
refresh them when needed.

There are processes in place to select, develop, operate and maintain the

.790

770

.662

.601

546

.545

445

370

337

471

498

373

799

.670

535
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organization’s technology.

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalization.
a. Rotation converged in 3 iterations.

Appendix V: Regression Result (Control Activities) %Q\

Result of the Test of Control Activities on Financial Performance (
N\

Model Summary %
rror of the
Model R R Square Adjusted R Squa%* \, Estimate
1 3520 124 RN 93015980
a. Predictors: (Constant), Control Activities %%\
A\\ﬁv
ANO\K

Model Sum of Squares ean Square F Sig.
1 Regression 10. 503 10.503 12.140 .001°

Residual 74 4 Q .865

Total
a. Dependent Variable: F man(:lal Mnce
b. Predictors: (Constant), Con Q?\ ities

Coefficients®
antandardlzed Standardized Collinearity
Q Coefﬁ01ents Coefficients Statistics

Model Q Std. Error Beta t Sig. Tolerance VIF
1 (Com}&) .033 .099 334 .739

%\@) ' 409 117 352 3484 001  1.000  1.000
ATV

1es

@de‘nt Variable: Financial Performance

Result of the Test of Control Activities on Non Financial Performance

Model Summary

Std. Error of the
Model R R Square Adjusted R Square Estimate
1 3442 119 .109 95156190
a. Predictors: (Constant), Control Activities

ANOVA?
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Sum of

Model Squares df Mean Square F Sig.
1 Regression 10.608 1 10.608 11.715 .001°

Residual 78.776 87 905

Total 89.384 88
a. Dependent Variable: Non Financial Performance
b. Predictors: (Constant), Control Activities
Coefficients®
Unstandardized Standardized Collinearity
Coefficients Coefficients N tatistics

Model B Std. Error Beta t i Qﬁ}erance VIF
1 (Constant) 054 101 538 ( 592"

Control 363 106 344 3.4%&\-@01 1.000  1.000

Activities N\

a. Dependent Variable: Non Financial Performance
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Appendix VI: Pre-Estimation (Monitoring Activities)

Correlation Matrix ) &\

Management The \ o Management There is a
have suitable organization’ '\ \ respond timely process in
monitoring s monitoring (-§ and place to

processes in activities % Therea  Management appropriately to  track
place to provide for &(, process in take adequate the findings and unremediate
assess  The results of the The result \r place to and timely recommendatio d control
whether ~ monitoring establishment monit he scope of accumulate  actions to ns of the  deficiencies
controls activities of the actiyities are internal audit and evaluate  correct independent and a
across the  considered understandin /%‘ idered  activities matters  deficiencies auditors protocol to
entire control over time to of the desig(djv time to appropriate identified reported by the regarding escalate
framework determine the and cugsent ermine the given the by the internal audit internal control them to
are present  basis for  stat basis for  nature, size organization function and and policies andhigher levels
and future Q‘E{‘"'% future and structure ’S by other procedures of of
functioning as monitoring ontrol monitoring of the monitoring monitoring the management
intended. activities.\\ tem. activities. organization. activities.  activities. organization. if necessary.
Correlatio Management have 1.000 . 313 495 359 361 413 389 423

I
n suitable monitoring @

processes in place to

assess whether controls ’\
across the entire control Q
framework are present %

and functioning as

intended. QQ
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The results of 310 1.000 350 343
monitoring activities

considered over time to

determine the basis for

future monitoring

activities.

The organization’s 313 350 1.000 478
monitoring activities

provide for the

establishment of the <</
understanding of the *
design and current state %\

of the internal control %

system. &
The results of 495 343 47 \ 1.000
monitoring activities are 86
considered over time to
determine the basis for Q
future monitoring (8\
activities. \,

354

The scope of internal 359 415

é L)
audit activities &
appropriate given the Q
nature, size and &/
structure of the ’\

organization. Q
There a process in place . 256 173 347

to accumulate and

evaluate matters Q
identified by the

170

415

1.000

482

347

482

1.000

534

470

433

260

390

409

345

434

.249

387

551

454

435

385

392



organization’s

monitoring activities.

Management take 413 534
adequate and timely

actions to correct

deficiencies reported by

the internal audit

function and by other

monitoring activities.

Management respond 389 409
timely and appropriately

to the findings and

recommendations of the

independent auditors

regarding internal

control and policies and

procedures of the

organization.

There is a process in 423 551
place to track

deficiencies and a

protocol to escalate Q
them to higher levels of &/
management if ’\
necessary. <\

unremediated control \

470

.345

433

435

385

387

392

523

551

523

1.000

468

551

468

1.000
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KMO and Bartlett's Test for Monitoring Activities

KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .839
Bartlett's Test of Sphericity Approx. Chi-Square 278.744
df 36
Sig. .000

KMO and Bartlett's Test for Monitoring Activities

Eigenvalue

Scree Plot

4 5 6

Component Number

K

Rotated Component Matrix®

a. Only one component was extracted. The solution cannot be rotated.
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Appendix VII: Regression Result (Monitoring Activities)

Result of the Test of Monitoring Activities on Financial Performance

Model Summary
Std. Error of the
Model R R Square Adjusted R Square Estimate
1 4942 244 235 .88172607

a. Predictors: (Constant), Monitoring Activities

ANOVA? RN
Model Sum of Squares df Mean Square D Sig.
1 Regression 21.825 1 21.825 ( X 3 .000°
Residual 67.637 87 TTINND
Total 89.463 88 . ‘§‘

b. Predictors: (Constant), Monitoring Activities

a. Dependent Variable: Financial Performance &\ \
V4 D,

Coefficients? {_*
(119 lctle%’%&.zve

Unstandardized \Q Collinearity
Coefficients \ ‘Coefficients Statistics
\ Toleranc
Model B S¢d. r Beta t Sig. e VIF
1 (Constant) 019~ \2.093 -207 837
Monitoring : ‘3\) 097 494 5298  .000  1.000  1.000
Activities (,%\
a. Dependent Variable: Fina\@éerformance
Result of the Test o itoring Activities on Non Financial Performance
P\
C \\ Model Summary
N Std. Error of the
Model & R R Square Adjusted R Square Estimate
1 ~\Q .6352 403 396 78772694
a. Pﬁm (Constant), Monitoring Activities
LG
ANOVA?
Model Sum of Squares df Mean Square F Sig.
1 Regression 36.853 1 36.853 59.391 .000°
Residual 54.605 88 .621
Total 91.458 89
a. Dependent Variable: Non Financial Performance
b. Predictors: (Constant), Monitoring Activities
Coefficients®
Model Unstandardized Standardized  t Sig. Collinearity
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Coefficients Coefficients Statistics

B Std. Error Beta Tolerance VIF
1 (Constant) .002 .083 .025 980
Monitoring 644 .084 635  7.707 .000 1.000 1.000

Activities
a. Dependent Variable: Non Financial Performance
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Appendix VIII : Pre-Estimation (Non Financial Performance)  «._
Correlation Matrix /%
Investment in

technology to Introduction of @ High employee
Pursues customer maximize new products an% training,
relationships and  efficiency and to innovati Increase in motivation,
involvement that  further enhance  products © bank’s retention, Expansion of
goes beyond sales  quality of the th customer base diversity, bank in market
transactions. service provided. &0 yearly. development size and coverage
CorrelatioPursues customer 1.000 .072 Qﬂ/\ .062 176 192 .035
n relationships and involvement \
that goes beyond sales %
transactions.
Investment in technology to .072 l\*OOO .596 499 592 406
maximize efficiency and to \
further enhance quality of the Q)
service provided. Q
Introduction of new products .0 V\ .596 1.000 527 498 165
and innovation of products \,
that meet the needs of \
consumers Q :
Increase in bank’s customer Q 176 499 527 1.000 547 242
base yearly. &/
High employee training, ’\ 192 .592 498 547 1.000 .389
motivation, retention, Q
diversity, development %
et .035 406 165 242 .389 1.000

Expansion of bank in
size and coverage <€ \)

Y,
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KMO and Bartlett's Test for Non Financial Performance

KMO and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sampling 785
Adequacy.

Bartlett's Test of Approx. Chi-Square 155.658
Sphericity df 15
Sig. .000

Total Variance Explained for Non Financial Performance

Total Variance Explained

PR

Extraction Sums of Squared

Rotati

s of Squared

Initial Eigenvalues Loadings . ( s Aoadings
Compone % of  Cumulative % of  Cumulative \\) % of  Cumulative
nt Total Variance % Total Variance % . Variance %
1 2.864 47.734 47.734  2.864 47.734 4 7% \2.804 46.735 46.735
2 1.004 16.729 64.463  1.004 16.729 6& 3% 1.064 17.728 64.463
3 .878 14.630 79.093 C->
4 497 8280  87.374 (&
5 418 6.971 94.344 *
6 339 5.656  100.000 ‘\\\
Extraction Method: Principal Component Analysis. Q\
Scree Plot for Non Financial Performa
Scree Plot
3
25
GJ 2
2 15
&
=
0.5
0
i 2 3 4 5 6
Component Number
Rotated Component Matrix for Non Financial Performance
Rotated Component Matrix®
Component
1 2
Investment in technology to maximize efficiency .850
and to further enhance quality of the service
provided.
High employee training, motivation, retention, .803
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diversity, development

Introduction of new products and innovation of 759
products that meet the needs of consumers

Increase in bank’s customer base yearly. 735
Expansion of bank in market size and coverage 565

Pursues customer relationships and involvement that
goes beyond sales transactions.

963

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalization.
a. Rotation converged in 3 iterations.
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Appendix IX: Pre-Estimation (Financial Performance)

P

Correlation Matrix

\
N

£
Turnover grows (:&S/\ Dividend is
Profitability grows consistently Mainten, x Increasing return  constantly being
consistently yearly. increase yearly. strong c W. on capital. paid
Correlati Profitability grows consistently 1.000 707 \ \\ 561 458 441
on yearly. \’\
Turnover grows consistently increase 707 1. (3 527 523 459
yearly. O%
Maintenance of a strong cash flow. 561 %} 1.000 .680 .199
Increasing return on capital. A58 %\ 3 .680 1.000 376
Dividend is constantly being paid 441 \\E\) 459 .199 376 1.000

NV
S
O
QQ
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KMO and Bartlett's Test for Financial Performance

KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 730
Bartlett's Test of Sphericity Approx. Chi-Square 194.889
df 10
Sig. .000

Result of Total Variance Explained Test for Financial Performance

™
Total Variance Explained ‘\v
Initial Eigenvalues Extraction Sums Qde Loadings
Component Total % of Variance Cumulative %  Total % of ¥ Ms Cumulative %

1 3.002 60.039 60.039 3.002 ®@ .039 60.039
2 857 17.145 77.184

3 586 11.720 88.904 \

4 320 6.397 95.301 \ \

5 235 4.699 100.000 .

Extraction Method: Principal Component Analysis. <<, 7

Scree Plot for Financial Performance %

Scree Plot

3.5

3

& 2.5
|

© 2
>

T 15

o

=g

0.5

0

1 2 3 4 5

Component Number

<

180



Appendix X: Pre-Estimation (Deposit Money Banks Performance in ngeg\

&

Correlation Matrix \é&
I nit in
Pursues ogy to Introduction
X

custo imize of new High
relati s efficiency and products and employee
Turnover to further innovation of Increase training, Expansion
Profitabilit grows Maintenan Dividend i ent enhance products that in bank’s motivation, of bank in
y grows consistently ce ofa Increasing is goes quality of the meetthe customer retention, market
consistentl increase  strong return on const eyond sales  service needs of base diversity, size and
y yearly.  yearly. cash flow. capltal belprg\g transactions. provided.  consumers yearly. development coverage
Correlati Profitability 1.000 707 561 458 \_441 181 422 319 340 274 412
on grows
consistently V\
yearly. <</
Turnover grows 707 1.000 52K 459 175 369 263 .188 221 491
consistently Q
increase yearly. %
Maintenance of a 561 527 1 .199 179 503 241 280 419 .639
strong cash flow.
Increasing return 458 Q .680 1.000 376 .064 450 224 253 441 .626
on capital. §
Dividend is 441 Q 376 1.000 147 307 210 .260 322 .146
constantly being

paid

Q
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Pursues customer
relationships and
involvement that
goes beyond sales
transactions.
Investment in
technology to
maximize
efficiency and to
further enhance
quality of the
service provided.
Introduction of
new products and
innovation of
products that
meet the needs of
consumers
Increase in bank’s
customer base
yearly.

High employee
training,
motivation,
retention,
diversity,
development
Expansion of
bank in market
size and coverage

181 175 179 .064 147

422 369 .503 450 307

319 263 241 224 210

340 188 280 k\: 260
274 221 @\ T4 322

412 % .639 .626 .146

1.000

176

192

.033

.596

505

.596

421

1.000

532

501

171

176

505

532

1.000

.540

217

.192

.596

501

.540

1.000

376

.033

421

171

217

376

1.000
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KMO and Bartlett's Test for Performance of DMBs
KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .828
Bartlett's Test of Sphericity Approx. Chi-Square 444.643
df 55
Sig. .000

Total Variance Explained for Performance of DMBs

Total Variance Explained
Extraction Sums of Squared Rotati%& s of Squared
a

Initial Eigenvalues Loadings . dings
Compone % of  Cumulative % of  Cumulative % of  Cumulative
nt Total Variance % Total Variance % \‘R&g ariance %
1 4.702 42.744 42.7444.702 42.744 42.7 10 28272 28.272
2 1.525 13.867 56.6111.525 13.867 5%;1 611 23.734 52.006
3 1.124 10.222 66.8331.124 10.222 ‘6{ 31.631 14.827 66.833
4 928 8.435  75.268 (_}
5 700 6362 81.630 %
6 490 4452 86.081 &(,
7 .
8 \

O

380 3455  89.536

355 3224 92.760 %
325 2957 95.716 %

10 251 2285  98.002 \

11 220 1.998  100.000\,

Extraction Method: Principal Cor%\@nalysis.

Scree Plot for Perform;\nc}&v‘Bs

Scree Plot

Eigenvalue

il 2 3 4 5 6 7 8 9 10 il |

Component Number
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Rotated Component Matrix for Performance of DMBs

Rotated Component Matrix®

Component

2

Expansion of bank in market size and
coverage

Maintenance of a strong cash flow.
Increasing return on capital.

Turnover grows consistently increase
yearly.

Profitability grows consistently yearly.
Introduction of new products and

innovation of products that meet the needs

of consumers

Increase in bank’s customer base yearly.
High employee training, motivation,
retention, diversity, development
Investment in technology to maximize

efficiency and to further enhance quality of

the service provided.

Dividend is constantly being paid *
Pursues customer relationships and ’\

involvement that goes beyond sales \

transactions. I\

.842
814
.808
.663

576

gg

\ \
\'\ 787
QR

762

733

551

567

.681
.660

Extraction Method: Principal C nt Analysis.
Rotation Method: Varimax Wi iser Normalization.

a. Rotation converged in 5 iteratiéns.

N\ .
S
O
QQ
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Appendix XI: Questionnaire
FACULTY OF MANAGEMENT AND SOCIAL SCIENCE,
DEPARTMENT OF MANAGEMENT AND ACCOUNTING
RESEARCH QUESTIONNAIRE ON THE RELATIONSHIP BETWEEN
INTERNAL CONTROL AND ORGANISATIONAL PERFORMANCE OF
DEPOSIT MONEY BANKS IN NIGERIA

Dear Sir/Madam,
As a postgraduate student of the department of Accounting, Faculty of Envir nt
Management and Social Sciences in the Lead City University, Ibadan. I a &
carrying out a research on the above-named topic and the main @ is to
determine the relationship between internal control and organizati \rformance
of deposit money banks in Nigeria. The questionnaire has)§< designed to elicit
relevant information in this regard. %
I am seeking your assistance and cooperation in ga@ needed information by
completing the questionnaire as objectively as pos \b@. he information you provide
will be treated in strict confidence and is p& cademic purpose. In no way will

your name appear in the final research&& Your assistance and cooperation will

be highly appreciated. Q}

Yours Faithfully, <<3 >
Hassan Iyabode KurﬁlaQ/

SECTION A PQ;%I Data)
c

Please sup ormation as requested and tick (V) as applicable in the spaces

provided
de $Male () Female ()

alLStatus: Single ( )  Married () Divorced ( ) Separated ( )
emic Qualifications: NCE/OND () HND/B.Sc ( ) MEdM.Sc ( )

Others ( )eeeeiiiiiiiiiiiiiians
Professional Qualification: ~ACA/ANAN/ACCA () CIBN () CITN () NIM ()
1011115 - (S
Work experience:  Less than Syears () 5-10years () 11-15years ( )

16-20years ()
20years and above ()
Years of Experience in the banking industry: Less than 1 year () 1 year — 3 year ()
3 years - Syears () 5 years — 10 years ( ) More than
10 years ()
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Course Studied in University:
SECTION B

There are five options: Very Large Extent (VLE), Large Extent (LE), Some Extent

(SE), Minor Extent (ME) and Not At All (NAA), please indicate the extent to which

you agree or disagree with the following statements by ticking (V) the appropriate

cell.

Control Environment

S/N

Items

VL

LE

wnn

M
E

NA

The board of directors and management’s commitment to
integrity and ethical behaviour communicated -effectively
throughout the organization, both in words and deeds.

b

3

N
S

S

The organization have a process to evaluate the performance of
individuals and teams against its standards of conduct.

N

N

The organization periodically analyze issues to identify trends{

and root causes to evaluate whether modification of poli(@})\\
N

communication, training or controls are necessary.

2

Q.
Audit committee have adequate resources and aut 'Xto
discharge its responsibilities. W\

The organizational structure appropriate for the érating
activities and locations of the organization\ o enable
sibilities

management to carry out their oversight r

Reporting lines evaluated periodically 0 ‘they enable the
execution of authorities and responsibjlities and the flow of
information to manage the entity’s @ctiyities

There is a mechanism in pla regularly educate and
communicate, to management employees, the importance
of internal controls, and t 2&[ eir level of understanding of
internal control. {

There adequate pol@@nd procedures for authorization and
approval of transa(ti y the appropriate level?

There are S%M and procedures for hiring, training,
motivating aluating, promoting, compensating, transferring
i 5 the employment of personnel that are
appligable te all functional areas

10

nt demonstrate a commitment to provide sufficient
accoynting and financial personnel to keep pace with the

growth and/or complexity of the business

Risk Assessment

S/N

Items

VL

LE

SE

S

NA

The organization periodically review and update its
understanding of the requirements of the applicable financial
reporting framework.

Management establishes a materiality threshold for the purpose
of identifying significant accounts and disclosures.
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The organization have a process to evaluate the range of its
activities to assess whether all material activities are
appropriately reflected in the financial statements

The organization identify risks to the achievement of financial
reporting objectives at all levels of the entity.

The risk identification is comprehensive and it include all
significant interactions internal to the bank and between the
bank and its relevant business partners and outsourced service
providers

Risk assessment is revisited on an appropriate interval

The organization perform a risk assessment to consider risk
related to fraudulent financial reporting, management override,
potential loss of assets and corruption

There are measures in place to identify and react to risks that

occur to due changes in regulations, politics or economic by the
bank.

V/ﬂ

Audit personnel or other internal control experts are involved i
control related activities or decision making in fight agai
fraud. Ve

///,/’

10

There are processes in place to inform appropriate 1
management about changes with possible significan cts’on
the entity. R

Control Activities . Q

S/N

Items (\\

VL

SE

= =2

NA

The organization selects and dev Seehtrol activities that
contribute to the mitigation of o the achievement of
objectives to acceptable levels.

The organization selects and deyeldps general control activities
over technology to sup e,achievement of objectives.

The organization d control activities through policies
that establish what"i ected and procedures that put policies
into action. ¢

Appropriate \Qnel involved in the process of designing and
implementt trols to respond to the identified risks.

The cﬁ entified address the completeness, accuracy and

va of transactions processed.
e . B . . .
Co s exist at various levels within the organization from

transaCtion level controls to entity-level management review
controls.

There are processes in place to select, develop, operate and
maintain the organization’s technology.

Accounting and closing practices that are followed consistently
at interim dates.

Management review key performance indicators (e.g., budget,
profit, financial goals operating goals) regularly (e.g., monthly,
quarterly) and identify significant variances.

10

The organization review its policies and procedures
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periodically to determine whether they continue to be
appropriate for the organization’s activities and refresh them
when needed.

Information and Communication

S/N

Items

VL

LE

SE

= =

NA

The organization has established information requirements to
support the effective operation of internal control.

The organization’s information systems generate information
that is of sufficient quality to support the effective operation of
controls.

Organization periodically review the quality of information to
assess its reliability and timeliness.

The organization implemented policies and procedures that
facilitate effective internal communication, including
individual internal control authorities and responsibilities and
standards of conduct across the organization. P

committee. K4

-

A J

Internal audit have a direct line of communication to theQ‘dﬂ:
y 2 — a
of

There are periodic evaluation of the -effecti E\/
communications to ensure the methods are worki

The organization’s messaging reinforce to all es their
roles in ensuring that internal control responsibilities are taken
seriously. J

The organization have a process in ;ﬂa&\tb approve formal
external communications prior to th€ix réledse.

customers, vendors, regulator: ther external parties and

There is a process for tg(# ommunications from
sharing it internally. N 2

10

Information from ex parties about the organization’s
activities that relages atters of internal control are
% ement and, where appropriate,

evaluated by
communicated¢o oard of directors or the audit committee

Monitgh@tivities

S/N

4;(® Items

VL

LE

SE

= 2

NA

apetent have suitable monitoring processes in place to
asses¥ whether controls across the entire control framework are
present and functioning as intended.

The results of monitoring activities considered over time to
determine the basis for future monitoring activities.

The organization’s monitoring activities provide for the
establishment of the understanding of the design and current
state of the internal control system.

The results of monitoring activities are considered over time to
determine the basis for future monitoring activities.

The scope of internal audit activities appropriate given the

nature, size and structure of the organization.
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6 There a process in place to accumulate and evaluate matters
identified by the organization’s monitoring activities.
Management take adequate and timely actions to correct
7 deficiencies reported by the internal audit function and by
other monitoring activities.
Management respond timely and appropriately to the findings
and recommendations of the independent auditors regarding
8 . -
internal control and policies and procedures of the
organization.
There is a process in place to track unremediated control
9 deficiencies and a protocol to escalate them to higher levels of \
management if necessary. A\\?\
Performance C &\y
S/N Items \;EL i\ \')SE 1;;[ 1\;‘?
Financial *\ o
1 Profitability grows consistently yearly. AN
2 Turnover grows consistently increase yearly. AN
3 Maintenance of a strong cash flow. R \(\"
4 Increasing return on capital. ‘\\\\/‘
5 Dividend is constantly being paid R
Non-Financial \ \\\
Pursues customer relationships and in@envt that goes
1 beyond sales transactions. (\
) Investment in technology to mQ;Bi‘ZEJefﬁciency and to
further enhance quality of the seffriceprovided.
Introduction of new produ d Snnovation of products that
3 meet the needs of consu e?s&/
4 Increase in bank’s custemerbase yearly.
High employee 1&@ , motivation, retention, diversity,
S development « QJ
6 Expansiot\@hk in market size and coverage

AN
NS
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