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Abstract 
 
This study investigated the effect of internal controls on the operating performance of small businesses in Lagos 
Metropolis. Primary data were employed through structured questionnaire administered to 200 small businesses 
selected using convenience sampling. Based on Committee of Sponsoring Organization Treadway Commission 
(COSO) updated framework, six determinants of internal control that include control environment, risk 
assessment, control activities, information and communication, monitoring, and information technology were 
examined to determine their influence on the financial and operational performance of small businesses. 
Frequency counts, percentage, and multiple regression were used to analyse the data obtained. The results 
showed that these determinants have significant effect on the efficiency of operations of the selected small 
businesses, which consequently enhanced their profitability. The study concluded that internal controls, 
grounded in the COSO Model, have significantly positive effects on small business profitability and survivability. 
Thus, this study recommended that managers/owners of small businesses should be attentive to the issues of 
internal control in order to maximise the business potential and minimise the risk of fraud, error and loss. 
 
Keywords: Internal control, small business operations, profitability, COSO, Nigeria 
 

 

1. Introduction 

Control is a basic human requirement and it has existed throughout the ages in different facets of human 

activity. Business as such is a complex process and has grown even more complex with the 

technological advancement of the society. The formalization of the concept of internal control in the 

sphere of business management is a comparatively recent phenomenon. In the sphere of a business, 

control is an accepted device for optimum utilization of the resources and opportunities for 

maximization of profits. 

 

It is commonly believed that the need for an internal control system develops as the organization grows. 

As a small entity, characterized by the direct involvement of the owner on a daily basis, grows into an 

organization with specialized and/or departmental operations, the need for internal controls does 

increase (Bodnar, 1975). In general this idea is based on an accepted group of controls that are useful in 

allowing management to evaluate financial and operational efficiency from reports. Subordinates, 

therefore, must transfer information throughout the hierarchy of the business. Management depends on  
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internal controls to provide some assurance that the reports generated are accurate and their directives 

have been carried out by the responsible subordinates. These internal controls increase the confidence 

that the owners or managers have in the business. Although the need for internal controls increase in 

direct proportion to size of the business, the system is very imperative for the small business.  

 

The operational standard by the Institute of Chartered Accountants of England and Whales (ICAEW) 

define Internal Control as “The whole system of control, financial and otherwise established by the 

management in order to carry on the business of the enterprise in an orderly and efficient manner, 

ensure adherence to management policies, safeguard the assets and secure as far as possible, the 

completeness and accuracy of the records” (Olatunji, 2009).Campbell and Hartcher (2009) emphasized 

that internal controls are the methods or procedures adopted in a business to safeguard its assets, ensure 

whether financial information is accurate and reliable, ensure compliance with all financial and 

operational requirements, and generally assist in achieving the business’s objectives. Internal Control is 

a management tool used to provide reasonable assurance that management objectives are being 

achieved. Thus, it is clear that internal control is concerned with the controls operative in every area of 

corporate activity be it either small or large organization, as well as with the way in which individual 

controls inter-relate. COSO (2012) establishes that an effective system of internal control reduces, to an 

acceptable level, the risk of not achieving an objective relating to these three categories – operations, 

reporting, or compliance. 

 

Fraud can threaten the stability of a business by resulting in significant financial losses. Ozigbo and 

Orife (2011) opined that fraud involves the use of deception to obtain an unjust or illegal financial 

advantage. Fraud comes in a variety of forms such as thefts, embezzlement, false claims, forgery and 

misuse of funds and assets (Nancy, 2009). The Association of Certified Fraud Examiners (ACFE) in 

2008 reported that a typical business loses an average of 7% of revenues from employee theft alone. 

Although fraud and corruption can occur in large corporations and small businesses alike, small 

businesses suffer more from a greater percentage of frauds (38%) and a higher median loss ($200,000) 

than their larger counterparts. 

 

A small business is a company with total assets (excluding land and building) not more than ₦50 

million and not more than 50 employees (SMEDAN& NBS, 2010). A small business might be 

categorized as one with fewer management members than duties and functions to be performed. An  
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economy cannot meet its potentials without the participation of its indigenous small businesses to the 

economy. Small businesses play a vital role in the growth and development of its nation and no 

government would ignore the contributions of such businesses to its economy. An advantage of this 

form of business is that the owner or manager is usually involved in daily operations and is in a position  

to personally safeguard assets. Owners or managers hold the key to the fight against internal control 

failures in small businesses and they must be attentive to the controls to maximize the business potential 

and minimize the risk of fraud, error and loss. 

 

Proper systems have to be put in place in order to discourage errors, fraud and identify mistakes 

quickly, and, if that fails, management can take corrective action to minimize losses. Owners or 

managers are responsible for establishing an effective control environment in their organizations. This 

is part of their responsibility over the use of organization resources. Human and material resources are 

used in carrying out the activities and operations of the business while the owners or managers 

supervise the employees in order to safeguard the business assets, avoid wastages, and reduce risks and 

losses to the barest minimum. Management should ensure that employees comply with the enterprise 

established internal control system by providing effective communication throughout the organization. 

 

Small businesses are the most vulnerable to fraud because they are known for having weak internal 

controls (Campbell and Hartcher, 2009). In Nigeria, there is dearth in literature on internal control 

system in small businesses. Most of the previous similar studies on internal control were based on large-

scale businesses such as manufacturing firms, banks and other big service firms. An internal control 

system is so significance to organization mostly in the aspect of assurance, reliability and accuracy of 

financial reports (Changchit et al., 2001; Badara and Saidin, 2013). Many small business owners or 

entrepreneurs do not consider internal controls as something they are responsible for, but rather a 

function of an auditor or an accountant. Nevertheless, to be effective either in small, medium or large-

scale enterprises, managers in the business must take the responsibility to introduce and monitor internal 

controls  
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2. Literature Review and Conceptual Framework 

 

2.1 Internal Control Mechanism 

Several empirical works have attempted to explain the significance of internal control in large firms. 

This provides a new theoretical foundation for small businesses. In 1992, the Committee of Sponsoring 

Organisations of the Treadway Commission (COSO) introduced the first comprehensive framework for 

internal control following a recommendation of the Report of the National Commission on Fraudulent 

Financial Reporting in 1987 (better known as the Treadway Commission). Thus, COSO framework 

(1992) serves as a standard for all organisations in providing a good internal control system. 

 

According to COSO, internal control is a process effected by an entity’s board of directors, management 

and other personnel, designed to provide reasonable assurance regarding the achievement of objectives. 

This is because establishment and supervision of effective internal control systems are the responsibility 

of management, not auditors (Changchit et al., 2001). Therefore, internal control system is the process 

that guides an organization with the aim of safeguarding its assets; ensure the reliability of records both 

financial and non-financial as well as complying with relevant policies and procedure that will ensure 

the achievement of organizational objectives. Frazer (2012) defined internal control as all policies and 

procedures which management uses to ensure the reliability of financial reporting, compliance with 

laws and regulations, and the effectiveness and efficiency of operations. 

 

Internal controls are necessary to reduce the risk of fraud. Without internal controls a business owner 

can never know if their information is complete, accurate or reliable. The adoption of a good internal 

control system plays a vital role in small businesses as it helps to protect their assets and reduce the risk 

of fraud. Obviously, small businesses should care about internal controls. Therefore, good internal 

controls are essential no matter how small the business is, for many valid reasons which include fraud 

prevention, embezzlement detection, and accurate financials. However, understanding internal controls 

and how they can protect small business is very important (Long, 2009). 

 

Most of the literatures on internal control frameworks have five (5) inter-related components which are 

control environment, risk assessment, control activities, information and communication and monitoring 

activities. These elements must be present and function effectively for any internal control system to 

achieve its organizational objectives. However, if the auditor wishes to place reliance on any internal  
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controls, he should ascertain and evaluate those controls and perform compliance tests on their 

operations. The management should ensure that proper internal check which deals with the prevention 

and early detection of errors and fraud is done from time to time. This is because establishment and 

supervision of effective internal control systems are the responsibility of management, not auditors 

(Changchit et al., 2001). 

 

However, this will involve the arrangement of book-keeping and other clerical duties in such a way to 

ensure that no single task is executed from its beginning to its conclusion by only one person and that 

the work of each employee engaged upon a task is subject to an independent check in the course of 

another’s duties (Olowookere, 2007).Internal controls should be implemented to deter or reduce the risk 

of these schemes and management should be aware of these to be alert to potential red flags. Therefore, 

internal control is a process of integrated sets of activities originated by top personnel of an organization 

and rooted within all the organization’s activities to achieve goals (Amudo and Inanga, 2009). 

 

2.2 Elements of Internal Controls 

According to the guidelines issued by the Institute of Chartered Accountants of England and Wales 

(ICAEW) on Internal Control, the elements of internal control that may be found in many enterprises 

are mnemonically put as ‘PAPAMOSS’: 

 

‘P’ Physical controls over assets 

‘A’ Arithmetical and Accounting Controls 

‘P’ Personnel Controls 

‘A’ Authorizations and Approvals 

‘M’ Management Controls 

‘O’ Organizational Controls 

‘S’ Segregation of Duties 

‘S’ Supervisory Controls 

 

Physical controls over assets: These are those procedures and measures set up to secure proper 

custody over valuable corporate assets. They prevent unauthorized access to these assets. All assets of 

an organization should be safeguarded at all times especially the valuable and portable assets such as 

cash, stock and motor vehicle. Security of assets should be designed to ensure that access to assets is 

limited to authorized persons and no asset is stolen without notice. 
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Arithmetical and Accounting Controls: These controls, which are predominant in the recording 

function, ensure that all transactions occurring during the period have been authorized, and that they 

have all been correctly and accurately recorded and processed. There should be a system of checks on 

the arithmetic accuracy of the accounts kept in respect of transactions e.g. extraction of balances, to 

check the accuracy of all postings during a given period, establishment of control accounts of creditors 

and debtors etc. This example also includes checking the arithmetical and accuracy of calculations and 

maintaining and checking control totals. 

 

Personnel Controls: No matter how well a system is designed, its efficient and effective functioning 

will depend on the operators. Controls are therefore necessary to ensure that personnel have capabilities 

commensurate with their responsibilities. These controls, known as personnel controls, provide a  

framework for ensuring an efficient selection and training procedure for staff. There should be 

qualification system to ensure that a capable staff is allocated to a particular duty and is sufficiently 

motivated to ensure effective and efficient performance of his duty with complete integrity. 

 

Authorizations and Approvals: These are those controls, which specify the persons responsible for 

authorizing and approving transactions and the limits of such authority. All transactions should be 

authorized and approved by responsible officials before the organization is financially committed. Such 

authority should be clearly specified in writing and the limit of authority or responsibility clearly 

defined. 

 

Management Controls: These are those controls characteristically executed by top management on a 

periodic basis as against a daily basis. Conceivably, they include periodic reviews of management 

accounts and comparison thereof with budgets and other special reviews. Some writers call 

management controls overriding controls. It is the responsibility of management to establish control for 

day-to-day operation of the affairs of the organization and this will include supervisor controls, internal 

audit functions, review of management accounts and comparison of actual result with budget and other 

review procedures. 

 

Organizational Controls: These are those controls, rules, regulations and procedures which specify the 

organizational plan or structure, define roles and allocates responsibilities; and identify lines of 
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reporting for all aspects of the enterprises’ operations. Responsibilities should be allocated to staff 

according to experience and proficiency and the line of reporting should be clearly indicated. 

 

Segregation of Duties: They are those controls, which ensure that separate individuals or groups of 

individuals carry out the main functions of an organization of authorization, executive, custody and 

recording. It is believed that the separation of these critical duties will minimize the inherent risk of 

fraud or errors and increase the element of checking within the system. This is to ensure that no one 

person is responsible for all aspects of a transaction. In other words, the job should be arranged in such 

a way that the work of one person is complementary to that of another or independently checked by 

another person so that fraud and error may be minimized or early detection maximized. Involvement of 

more individuals reduces the risk of accidental error and deliberate fraud. 

 

Supervisory Controls: These are controls over day-to-day activities of the organization, which ensure 

that the work of less experienced staff are reviewed and controlled by independent, more senior and 

experienced staff. This is part of the internal check. The checker should have a thorough knowledge of 

the job. 

 

In addition to the above control (PAPAMOSS), the other categories are (AB) which is now known as 

“PAPAMOSSAB”. The other two (2) categories are explained thus: 

 

Acknowledgement of performance: This is the control that specifies that for each activity performed, 

the person that performs the activity must acknowledge in writing that he performed the activity. The 

level of acknowledgement varies from simply signing-off with date or doing it with brief comment on 

the activity carried out. It is expected that somebody will not acknowledge a performance he is not sure 

of. For example, if invoice calculations have to be checked, the checker should initial each invoice. 

Acknowledgement of performance not only allows blame to be ascribed but also has a powerful 

psychological effect. 

 

Budgeting Controls: These are controls that set targets for activities, volumes and other financials of 

the organization. Targets are set for the number of new customers for the marketers, for expenses, sales, 

production, stock levels, purchases, fixed assets acquisition etc. These targets act as goal motivation for 

the employees. They also form reasonable basis for assessing staff efforts. A common control technique 
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applied in business is the use of budgets, which can be defined as a quantitative plan of action. Budgets 

having been agreed can be compared with actual performance and differences investigated. 

 

2.3 Benefits of Good Internal Controls 

There are many benefits that flow from good internal controls. Some of these benefits as highlighted by 

Campbell and Hartcher (2009) include: 

 

Good communication: Well-written documentation not only gets your message across but also builds a 

picture of the culture and processes that have been established to ensure the firm meets its aims. 

 

Education: The existence of internal controls helps new employees learn the right way to do their job 

and the correct procedures needed to fulfill a task. 

 

Error reduction: Good and clear internal control procedures minimize errors and save time and 

money. They help ensure business information is correct and that staff is accountable for their actions. 

For instance, staff should know how to check their own work to ensure it is accurate. 

Protection and authorization: Internal controls give comfort to staff that they have protection if they 

have acted in the way prescribed by the internal controls and within their authorization limits. 

 

Perceptions of detection: The existence of internal controls acts as a deterrent to those considering 

fraud, increasing the risk of detection. 

 

2.5 Review of Empirical Studies 

Internal control system is a topical issue following global fraudulent financial reporting and business 

failures in both developed and developing countries. Long (2009) conducted a study on internal controls 

in Small Businesses, and found that internal controls has the efficacy of reducing the Risk of Fraud and 

promoting the efficient use of the business’ resources. Amudo and Inanga (2009) conducted a study on 

the Regional Member Countries (RMCs) of the African Development Bank Group (ADB) focusing on 

Uganda. The work developed a conceptual model to evaluate the internal control systems in public 

sector projects in Uganda. The outcome of the evaluation process was that some control components of 

effective internal control systems were lacking in the projects, which consequently, rendered the 

internal control structures ineffective. Also, a study carried out by Eko and Hariyanto (2011) on the 

relationship between internal control system, internal audit, and organization commitment with good 
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governance. The study considered local government of Central Java province in Indonesia. 

Questionnaires were administered in 35 districts. The research showed that internal control had positive 

significant relationship with good governance.  

 

In the work of Ozigbo and Orife (2011) on internal control and fraud prevention in Nigerian business 

organizations, carried out in some selected firms in Warri Metropolis. A survey was undertaken. It was 

discovered that internal control has a significant relationship with fraud prevention. He, therefore, 

concludes that internal control was a necessary safeguard which assures absentee owners of business 

that their fund is being utilized efficiently. It was recommended among others that proper accounting 

record should be kept at all times, authorization and approval limits of jobs and funds should be setup 

and communicated to all concerned interest groups. 

 

Closely related to the present study, Frazer (2012) conducted a study on the effects of internal control 

on the operating activities in small restaurants in the United States of America. The purpose of this 

study was to determine restaurant managers’ perceptions of the internal control systems on the 

protection of assets, the segregation of duties, and the verification of transactions. Two hundred and 

seventy (270) restaurants were selected through random sampling. The study revealed statistically 

significant relationships linking perceptions of internal control systems in restaurants with each of the 

three predictors: protection of assets, segregation of duties and verification of transactions. The results 

indicated that majority of the study group perceived restaurants’ internal control system to be 

inadequate compared to COSO Model.  

 

Uket and Udoayang (2012) examined the impact of internal control design on banks’ ability to 

investigate staff fraud, life style and fraud detection in Nigeria. Data were collected from thirteen (13) 

Nigerian banks using a Four Point Likert Scale questionnaire and analyses using percentages and ratios. 

Multiple regressions were used in testing the hypotheses. The study revealed that internal control design 

influences staff attitude towards fraud, and a strong internal control mechanism is deterrence to staff 

fraud while a weak internal control mechanism exposes the system to fraud and creates opportunity for 

staff to commit fraud. Also, the study showed that most Nigerian banks do not pay serious attention to 

the life style of their staff members and most staff members were of the view that effective and efficient 

internal control design could detect employee fraud schemes in the banking sector. The study concluded 

that effective and efficient internal control system is necessary to stop the depression in the banking 

sector. 
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However, looking at the above studies that had been conducted on effectiveness of internal control 

systems in organisations, very few of them examined the internal control system in  small businesses, 

therefore this research extend the previous research through examining the effects of internal control 

system on the performance of small businesses.   

 

2.6 Conceptual Framework 

This study is based on the COSO updated model (Rittenberg and Landes, 2012) which comprises six 

components of internal control systems that are inter–alia in the proper functioning of an organization. 

These components must be present for an organization to performance successfully in terms of 

protection of asset, proper financial reporting, and compliance with operational requirements of the 

selected small businesses.These components include: 

 

Control Environment: This is the major aspect of managing an organization because it influences the 

control consciousness of its people. It is the foundation for all other components of internal control. 

Though, it is the foundation for the other components of internal control and providing structure 

(Sudsomboon and Ussahawanitchakit, 2009). Control environment assist toward reducing the level  

fraudulent activities within organizational operation and also the quality of an entity’s internal controls 

system depend on the function and quality of their control environment (Amudo and Inanga, 2009). 

Therefore, providing a proper control environment for small businesses is very essential to the 

effectiveness of their operation. 

 

Risk Assessment: This is the identification and analysis of relevant risks associated with the 

achievement of the management objectives. Sudsomboon and Ussahawanitchakit (2009) viewed risk 

assessment as the process of identifying and analyzing management relevant risks to the preparation of 

financial statements that would be presented fairly in conformity with general accepted accounting 

principle. In this situation, management must determine the level of risk carefully to be accepted, and 

should try to maintain such risk within determined levels. Therefore, small businesses are required to 

regularly review the level of risk they are experiencing in order to take necessary actions in 

safeguarding the business assets. 

 

Control Activities: These are policies, procedures and mechanisms that ensure management’s 

directives are properly carry out (Aikins, 2011). These are actions taken to address risks of achieving 
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objectives. Control activities occur at all levels of an organization. There exists various categories of 

control activities which include; segregation of duties, proper authorization of transactions and 

activities, daily deposit of cash receipts, limiting access to check stock, physical control over and 

records etc. These actions dissuade fraud or theft activities that could eventually lead to losses. 

 

 
    
   
 
  
 
  
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
Figure 1: Relationship between the Internal Control and Performance of Small Business 
 
 

Information and Communication: Information is needed to carry out responsibilities. This could be 

from management (downward communication) or to management i.e. from employees (upward 

communication) which could be generated both internally and externally. Information and 

communication refers to the process of identifying, capturing, and communicating relevant information 

in an appropriate manner. Most studies on internal control system frameworks gave concerned on 

information and communication as one of the internal control system components, because of their 

importance in influencing the working relationship within the organization at all levels (Amudo and 

Inanga, 2009). Therefore, such information must be communicated throughout the entire organization in 

order to permit personnel to carry out their responsibilities with regard to objective achievement. 
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Monitoring: This serves as a focus-assessing quality of system performance. Monitoring of operations 

ensures effective functioning of internal controls system (Amudo and Inanga, 2009). Also, Theofanis et 

al., (2011) emphasized that internal control systems need to be adequately monitored in order to assess 

the quality and the effectiveness of the system’s performance over time. Hence, monitoring determines 

whether or not policies and procedures designed and implemented by management are being carried out 

effectively by employees.  

 

Information Technology: Studies have showed that the five aforementioned components are 

ineffective without the adoption of Information Technology (IT). Information Technology (IT) is very 

important to an effective internal control framework. Organizations use IT for initiation, authorization, 

recording and processing of transactions (Changchit et al., 2001; Amudo and Inanga, 2009).  

 

 

3. Methodology 

The study was carried out in Lagos State which is known as Nigeria’s financial, commercial and 

industrial nerve centre. It lies on the Southwestern part of the Federation. The State harbours 60% of the  

Federation’s total industrial investments and foreign trade, attracts 65% of Nigeria’s commercial 

activities, and also account for more than 40% of all labour emoluments paid in the country. Lagos State 

Government also makes provision for small and medium-scale enterprises (SMEs) in all her Local 

Government Areas and Development Councils (NBS, 2009). The State has 20 Local Government Areas 

and 37 Development Councils with a population of 17, 552, 940 (NBS, 2009). Since small businesses 

are widely acknowledged as the bedrock of economic growth and development, Lagos State Ministry of 

Commerce and Industry ensures the productivity of small businesses with the provision of 

infrastructural facilities which aid the growth of this sector. 

 

The population of the study comprised small business owners in Lagos State. The sample that provided 

the information for this study was selected small businesses in Lagos State. The small businesses were 

selected using the convenience sampling technique. Thus, two hundred (200) small-scale businesses 

were selected for the study. The respondents for this study were purposively selected and they were the 

managers of small businesses. Managers were chosen because they are in the best position to provide  
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reliable information about the internal controls in the business since internal control is a management’s 

responsibility. The criterion to participate in this study was that the firm must have at least 10 

employees as stipulated by the guidelines of SMEDAN& NBS (2010). The survey was conducted 

between January and February in 2014. 

 

The study employed primary data which were obtained through the administration of structured 

questionnaire to small-scale entrepreneurs in Lagos State. Most questions were close-ended to ensure 

precision.The validity of the questionnaire was determined through face, content and constructs 

validities. The questions were structured in such a way to be easily understood and exactly suggest their 

purposes to the respondents. The draft questionnaire was given to the supervisor for inspection and 

amendment. This was to ensure that the questionnaire was free from ambiguity or other problems that 

might prevent the flow of the right kind of information to be included in the research. Cronbach’s 

coefficient alpha of 0.816 (reasonably high) proved the existence of internal consistency among the 

study variables.A pre-test was conducted in which ten (10) copies of the questionnaire were 

administered to business owners in Osun State, in order to test the reliability of the instrument. This 

method helped to re-structure the questions that were not well drafted in order to generate appropriate 

responses. 

 

There are two key variables involved in this study: the dependent and independent variables. The 

dependent variable, which is performance of small businesses, was measured by efficiency of 

operations (OPER) which include improving quality, reducing costs and production time, improving 

innovation, and improving customer and employee satisfaction (COSO, 2012), while the independent 

variable which is internal control system was measured by variables such as control environment 

(CENV), risk assessment (RISK), control activities (CONT), information and communication (ICOM), 

monitoring (MONT), and information technology (IT). Rating scales of weights “1” (representing 

“Never” or “Strongly Disagree”) to “5” (representing “At all times” or “Strongly Agree”) was 

employed to determine the extent of practice of internal controls and how it affects the efficiency of 

operations of small businesses. The data obtained from the questionnaire administered were edited as 

each copy of the questionnaire was checked thoroughly for their completeness. The resulting data were 

analyzed using frequency, percentage, and multivariate linear regression. Out of 200 copies of the 

questionnaire, 187 were retrieved, giving a response rate of about 94%. The analysis of the study was 

based on the retrieved copies of the questionnaire. 
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The economics model for the study was given by: 

 

Performance = f [control environment (CENV), risk assessment (RISK), control activities (CONT), 

information and communication (ICOM), monitoring (MONT), and information 

technology (IT)]. 

 

𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂 = 𝛼𝛼 + 𝛽𝛽1𝐶𝐶𝑂𝑂𝐶𝐶𝐶𝐶 + 𝛽𝛽2𝑂𝑂𝑅𝑅𝑅𝑅𝑅𝑅 + 𝛽𝛽3𝐶𝐶𝑂𝑂𝐶𝐶𝐶𝐶 + 𝛽𝛽4𝑅𝑅𝐶𝐶𝑂𝑂𝐼𝐼 + 𝛽𝛽5𝐼𝐼𝑂𝑂𝐶𝐶𝐶𝐶 + 𝛽𝛽6𝑅𝑅𝐶𝐶 + 𝜀𝜀…...... (1) 

 

where α, β1, β2, β3, β4, β5, and β6 are constant. 

 

 

4. Analysis and Discussion 

 

4.1 Socio-Demographic Characteristics of the Respondents 

Table 1 shows the socio-demographic characteristics of the respondents. The distribution of the 

respondents by sex showed that about 50% of the respondents were male, and the remaining 50% were 

female. This indicates balance responses from both sexes on the issue of internal control in small 

business.  

 

The ages of the respondents were grouped into classes. Respondents within the age bracket of 30 and 39 

years were observed to be the modal class as they constituted about 46%of the study sample. This might 

be because people within this age bracket have the energy and strength required to run such business or 

they are more striving to make money. This was closely followed by respondents between the ages of 

40to 49 years. As expected, respondents in their fifties and above ranked least among those operating 

small-scale businesses in Nigeria. These results revealed that the respondents were mature enough to 

supply reliable data for the study. 

 

Also, the analysis of Table 1 showed a favorable picture concerning the level of education of the 

respondents. A substantial proportion (48.6%) of the respondents had at least a first degree, and 31% of 

them were holders of diploma or its equivalent. This is an indication that the respondents were 

composed of highly educated persons as close to 80% of them had tertiary education. 
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Furthermore, the results showed that a high percentage (about 70%) of the respondents had been in 

business for at least 6 years.This is also an indication that the respondents have actually spent enough 

time in the business to know how internal control systems of the companies are. 

 
Table 1: Distribution of Respondents by Socio-Economic Characteristics 
Characteristics  Frequency Percentage 
Sex Male 

Female 
Total 

94 
93 
187 

50.3 
49.7 
100.0 

Age 20-29 years 
30-39 years 
40-49 years 
50 years & above 
Total 

43 
85 
45 
14 
187 

23.0 
45.5 
24.1 
7.5 

100.0 
Education  O’Level 

Diploma or its equivalent 
B.Sc. or its equivalent 
Postgraduate Degree 
Total 

10 
58 
98 
21 
187 

5.3 
31.0 
46.5 
2.1 

100.0 
Age of Business 1-5 years 

6-10 years 
11-15 years 
16-20 years 
20 years & above 
Total 

57 
75 
28 
19 
8 

187 

30.5 
40.1 
15.0 
10.2 
4.3 

100.0 
 
 
 
4.2 Internal Control Practices in Small Business 

Table 2 presents the descriptive statistics of the components of internal control as stipulated by the 

COSO updated model. The components include control environment, risk assessment, control activities, 

information and communication, monitoring, and information technology. From the analysis, the mean 

score of the control environment was 3.18 out of a possible maximum score of 5.00, suggesting a 

moderate (63.6%) control environment which aid internal controls in small businesses in Lagos State. 

Control environment influences the control consciousness of the workers in an organization (Pickett & 

Pickett, 2005). Control environment provides discipline, structure, integrity, ethical values, employee 

competence, and the leadership provided by senior management and the board of directors (Frazer, 

2012). 
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The mean score of risk assessment was 3.43 out of a possible maximum score of 5.00. The result 

depicted an impressive (68.6%) practice of risk assessment in the small businesses. Risk assessment 

involves identifying and analyzing internal and external risks relevant to the achievement of 

management objectives. In the case of control activities, the mean score was 2.97 out of a possible 

maximum score of 5.00, depicting that control activities such as approvals, authorizations, verifications, 

reconciliations, and reviews of performance, were fairly (59.4%)  practiced among the small enterprises. 

 

Information and communication recorded a mean score of 3.59 out of a maximum score of 5.00, 

depicting a high level (71.8%) practice of effective information and communication in the selected 

small-scale businesses. Also, monitoring had mean score of 3.50 out of a possible maximum score of 

5.00. These results showed high level (70.0%) practice of monitoring in the firms. Finally, information 

technology had a mean score of 3.35, depicting an impressive (67.0%) use of information technology 

devices in boosting internal controls in small businesses. In general, the extent to which these 

components of internal control are practiced in small-scale businesses in Lagos State could best be 

described as moderate. 

 

Table 2: Descriptive Statistics of the Measurement Variables 
Variables Mean Standard deviation 
CENV 3.18 0.848 
RISK 3.43 0.671 
CONT 2.97 0.912 
ICOM 3.59 0.716 
MONT 3.50 0.736 
IT 3.35 0.791 
 
 
 
4.3 Internal Control and Efficiency of Operations of Small Business 

The analysis in Table 3 showed that each of risk assessment (t = 2.510, p < 0.05), information and 

communication (t = 3.225, p < 0.05), monitoring (t = 2.801, p < 0.05), and information technology (t = 

2.024, p < 0.05) was statistically significant to the efficiency of operations (such as protection of assets, 

segregation of duties, and verification of transactions) of the selected small businesses. On the other 

hand, control environment and control activities were not significant to the operating performance of the 

small businesses.  
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The multiple coefficient of correlation (R = 0.469) showed that there was a positive relationship 

between the components of internal control and the efficiency of operations of the firms. The multiple 

coefficient of determination (R2) of 0.220 indicated that 22% of the variation in the operations of the 

small businesses was explained by the components of internal control. The slightly low value of R2 

could be traced to the reason that the extent of engaging the components of internal controls was 

generally moderate in the selected small businesses. 

 

Testing the overall significance of the regression model, the results further showed that the six 

components of internal control had significant effect on the efficiency of operations of the small 

businesses (F = 8.457, p < 0.05). Therefore, the model is useful in determining the relationship between 

internal control systems and the operating performance of small business. 

 

The regression assumptions are then checked by normality and autocorrelation tests. The Kolmogorov-

Smirnov (KS) was conducted to ensure normality of error under the null hypothesis that the distribution 

of the series tested is normal. The model meets the assumptions of normality, because the KS test is not 

significant at 0.05, accepting the null hypothesis. The result of the Durbin Watson (DW) was 

satisfactory (≈ 2), indicating no autocorrelation between the residuals from the regression model. 

 

Table 3: Regression Result on Effect of Internal Control Systems on Operations of Small Business 
Dependent Variable: OPER 
Independent Variable β s.e t 
C 
CENV 
RISK 
CONT 
ICOM 
MONT 
IT 

0.804 
0.126 
0.173 
0.014 
0.273 
0.246 
0.137 

0.480 
0.089 
0.069 
0.082 
0.085 
0.088 
0.068 

1.675* 
1.411 
2.510* 
0.176 
3.225* 
2.801* 
2.024* 

R 
R2 
Adj R2 
s.e of estimate 
F 
Sig KS 
DW Stat 
N 

0.469 
0.220 
0.194 
0.779 
8.457* 
0.332 
2.469 
187 

 

* Significant at 0.05 level 
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The results of this study supported earlier findings which maintained that there exists a relationship 

between internal controls and failure rate (English, 1996; Parsa et al., 2005) and profitability (Lee, 

2006; Frazer, 2012). Thus, managers who have positive perceptions of internal control systems increase 

profit margin, lower costs, and increase the return on investment (Doyle et al., 2005). 

 

 

5. Conclusion and Recommendation 

The study showed that the extent of practice of internal controls in small businesses in Lagos State was 

generally moderate, and the internal control systems had a significant effect on efficiency of operations 

of the selected small businesses. This implies that internal control plays a vital role in assisting business 

to manage resources, adequately minimise risks and promote best practice within small businesses. 

Thus, the study concluded that internal controls, grounded in the COSO Model, can have positive 

effects on the profitability and survivability of small businesses in Nigeria. 

 

This study recommended that managers of small business in Nigeria should boost the control 

consciousness of the workers in the organizations, and give adequate attention to the issues of internal 

controls in order to maximise the business potentials and minimise the risk of fraud, error and loss. 

 

 

Reference 

 

Aikins, S. K. (2011). An examination of government internal audits’ role in improving financial 

performance.Public Finance and Management, 11(4), 306-337. 

Amudo, A., & Inanga, E. (2009). Evaluation of Internal Control Systems: A Case Study from Uganda. 

International Research Journal of Finance & Economics (27), 124-144. 

Badara, M. S., &Saidin, S. Z. (2013). Impact of the Effective Internal Control System on the Internal 

Audit Effectiveness atLocal Government Level. Journal of Social and Development Sciences, 

4(1), 16-23. 

Bodnar, G. (1975). Reliability Modelling of Internal Control Systems. Accounting Review, 50(4), 747-

757. 

 

International Conference on Accounting, Finance and Management 254 
 

https://www.researchgate.net/publication/228302567_Accruals_Quality_and_Internal_Control_Over_Financial_Reporting?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/240259759_Restaurant_attrition_a_longitudinal_analysis_of_restaurant_failures?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/268061450_The_Effect_Of_Internal_Control_On_The_Operating_Activities_Of_Small_Restaurants?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/237835565_Why_Restaurants_Fail?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/282736409_Evaluation_of_Internal_Control_Systems_A_Case_Study_from_Uganda?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/282736409_Evaluation_of_Internal_Control_Systems_A_Case_Study_from_Uganda?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/282691512_AN_EXAMINATION_OF_GOVERNMENT_INTERNAL_AUDITS'_ROLE_IN_IMPROVING_FINANCIAL_PERFORMANCE?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/282691512_AN_EXAMINATION_OF_GOVERNMENT_INTERNAL_AUDITS'_ROLE_IN_IMPROVING_FINANCIAL_PERFORMANCE?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==


Theme: Accountability & Sustainable Business Development in Emerging Economies. July 9-11, 2014/O. A.U, Ile-Ife, Nigeria
  
 
 

Campbell, S., & Hartcher, J. (2009). Internal Control for Small Business. Melbourne: CPA Austraila. 

Changchit, C., Holsapple, C. W., & Madden, D. L. (2001). Supporting Managers’ Internal Control 

Evaluations: An Expert System and Experimental Results.Decision Support Systems, 30, 437–

449. 

COSO (2012). Internal Control Integrated Framework. Durham: American Institute of Certified Public 

accountants. 

Doyle, J., Ge, W., & McVay, S. (2005). Accruals quality and internal control over financial reporting. 

Accounting Review, 82(5), 1141-1170. 

Eko, S., & Hariyanto, E. (2011). Relationship between internal control, internal audit, and organization 

commitment with good governance: Indonesian Case. 

English, W. (1996). Restaurant attrition: a longitudinal analysis of restaurant failures. Journal of 

Contemporary Hospitality Management, 8(2), 17. 

Frazer, L. (2012). The Effect of Internal Control on the Operating Activities of Small Restaurants. 

Journal of Business & Economics Research, 10(6), 361-374. 

Lee, R. (2006). The everything guide to starting and running a restaurant. Avon, MA: F+W.  

Long, M. L. (2009). Internal Controls for Small Businesses to Reduce the Risk of Fraud. In S. Q. 

Consulting, Intuit Academy (pp. 1-55). Missouri. 

Nancy, B. (2009). How to Prevent and Detect Fraud: Implementing Internal Controls. 

Olatunji, O. C. (2009). Impact of Internal Control System in Banking Sector in Nigeria. Pakistan 

Journal of Social Sciences, 6(4), 181-189. 

Olowookere, K. (2007). Fundamentals of Auditing (7th Ed.). Lagos: Silicon Publishing Company. 

Ozigbo, S. A., & Orife, C. O. (2011). Internal Control and Fraud Prevention in Nigerian Business 

Organizations: A Survey of some selected Companies in Warri Metropolis. International Journal 

of Economic Development Research and Investment, 2(3), 74-77. 

Parsa, H., Self, J., Njite, D., & King, T. (2005). Why restaurants fail. Cornell Hotel and Restaurant 

Administration Quarterly, 43(3), 304-322.  

 

 

International Conference on Accounting, Finance and Management 255 
 

https://www.researchgate.net/publication/220196017_Supporting_managers'_internal_control_evaluations_An_expert_system_and_experimental_results?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/220196017_Supporting_managers'_internal_control_evaluations_An_expert_system_and_experimental_results?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/220196017_Supporting_managers'_internal_control_evaluations_An_expert_system_and_experimental_results?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/247303825_Internal_control-integrated_framework_Who_is_responsible?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/247303825_Internal_control-integrated_framework_Who_is_responsible?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/228302567_Accruals_Quality_and_Internal_Control_Over_Financial_Reporting?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/228302567_Accruals_Quality_and_Internal_Control_Over_Financial_Reporting?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/273946677_Relationship_Between_Internal_Control_Internal_Audit_and_Organization_Commitment_With_Good_Governance_Indonesian_Case?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/273946677_Relationship_Between_Internal_Control_Internal_Audit_and_Organization_Commitment_With_Good_Governance_Indonesian_Case?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/240259759_Restaurant_attrition_a_longitudinal_analysis_of_restaurant_failures?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/240259759_Restaurant_attrition_a_longitudinal_analysis_of_restaurant_failures?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/268061450_The_Effect_Of_Internal_Control_On_The_Operating_Activities_Of_Small_Restaurants?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/268061450_The_Effect_Of_Internal_Control_On_The_Operating_Activities_Of_Small_Restaurants?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/282530014_Internal_Control_and_Fraud_Prevention_in_Nigerian_Business_Organizations_A_Survey_of_Some_Selected_Companies_in_Warri_Metropolis?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/282530014_Internal_Control_and_Fraud_Prevention_in_Nigerian_Business_Organizations_A_Survey_of_Some_Selected_Companies_in_Warri_Metropolis?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/282530014_Internal_Control_and_Fraud_Prevention_in_Nigerian_Business_Organizations_A_Survey_of_Some_Selected_Companies_in_Warri_Metropolis?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/237835565_Why_Restaurants_Fail?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/237835565_Why_Restaurants_Fail?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==


Theme: Accountability & Sustainable Business Development in Emerging Economies. July 9-11, 2014/O. A.U, Ile-Ife, Nigeria
  
 
 

Pickett, S., & Pickett, J. (2005). Auditing for managers: The ultimate risk management tool. Chichester, 

West Sussex, England: John Wiley & Sons.  

Rittenberg, L., &Landes, C. E. (2012). White Paper: COSO 2012- Updated, Principles- Based, & More 

Guidance. AICPA. 

SMEDAN & NBS (2010).Survey Report in Micro, Small and Medium Enterprises (MSMEs) in Nigeria 

(Preliminary Report).National MSME Collaborative Survey. 

Sudsomboon, S., & Ussahawanitchakit, P. (2009). Professional audit competencies: the effects On 

Thai’s CPAS audit quality, reputation, and success. Review of Business Research, 9(3), 66 – 85. 

Theofanis, K., Drogalas, G., & Giovanis, N. (2011). Evaluation of the effectiveness of internal audit in 

Greek Hotel Business. International Journal of Economic Sciences and Applied Research, 4(1), 

19-34. 

Uket, E. E., & Udoayang, J. O. (2012). The Impact of Internal Control Design on Banks’ ability to 

investigate Staff Fraud, and Lifestyle and Fraud Detection in Nigeria. International Journal of 

Research in Economics & Social Sciences, 2(2), 32 - 43. 

 

 

. 

 

International Conference on Accounting, Finance and Management 256 
 

View publication statsView publication stats

https://www.researchgate.net/publication/227626749_Evaluation_of_the_Effectiveness_of_Internal_Audit_in_Greek_Hotel_Business?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/227626749_Evaluation_of_the_Effectiveness_of_Internal_Audit_in_Greek_Hotel_Business?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/227626749_Evaluation_of_the_Effectiveness_of_Internal_Audit_in_Greek_Hotel_Business?el=1_x_8&enrichId=rgreq-1a3e28a643a30e7c4ad3d8a17d6db03a-XXX&enrichSource=Y292ZXJQYWdlOzI4NzMzMTE4OTtBUzozMDg0MjAzODc3NzAzNjhAMTQ1MDU0NDU1ODU1NQ==
https://www.researchgate.net/publication/287331189

