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Abstract 

Internal auditing is crucial in improving performance and attaining goals of an organisation. However, 

it seems some insurance companies fail to recognise and implement proper internal audit system, thereby 

translating into reporting of poor performance in the insurance sub-sector. This study examined the 

influence of internal auditing on the performance of an insurance organisation in Lagos State. The study 

employed both descriptive and inferential statistics to determine if internal audit reporting and 

independence influence performance in Insurance organisations.  A quasi-experimental research design 

was adopted using case-study setting to generate diverse opinions, responses and reactions of 63 

respondents on the nature of the correlation between internal audit and performance. A descriptive and 

inferential statistical tool of mean, standard deviation and regression analysis were used in the analysis 

of data gathered in the study. The result showed R2= 0.18 (P<0.05) indicating that internal audit 

reporting (IAR) has about 18% influence on the performance. The study concluded that internal auditing 

has a significant influence on the performance on that insurance company. Based on the findings from 

this study, the study recommended that the internal audit department and internal auditor should be 

given free hands, to allow them carry out their duties properly and independently in order to produce 

audit reports that will improve performance in the company. 
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INTRODUCTION 

It is shocking that ‘Audit’ has been in existence for a reasonably long time and some organisations  do not 

fully understand its relevance in helping to achieve organisation’s objectives (Iman, 2020). Audit is a 

control which ensures that the work of a person or employee is independently proved by another person. 

Audit has developed since the concept of a company as a separate legal entity came into existence in the 

late nineteenth (19th) century. This led to the separation of ownership from management who were not 

involved in the day to day decision of the organisation to the appointment of an unbiased, skillful and 

independent examiner known as ‘Auditor’ to review accounts in the organisation ( Ajayi, 2007). It was 

however discovered that internal audit plays a crucial role in providing assurance on organisation’s 

governance, risk management and control processes to help achieve operational, strategic and financial 

objectives while balancing compliance objectives and expectations from regulators which led to the legal 

requirement that accounts of organisation should be subjected to an audit at least once in a year (Adeniyi, 

2010). 

Internal auditing is considered as an important part of an effective management and it is necessary for 

accountability in the use of resources. The existence of internal auditing is one of the conditions for the 

efficient operation of economic institutions. There are many managers who rely on the performance of 
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internal auditing to improve the performance of an organisation and achieve organisation goals 

(Milichamp, 1993). The internal audit departments of insurance companies have more demands than 

many other organisations, mainly because they are providing assurance and consultation on risk 

management to firms in an industry that executes risk management as its business. However, because 

insurance companies are operating in an environment with ever-increasing change and regulations, 

internal audit is required to influence better performance in insurance companies and has very vast 

opportunities to improve and provide value optimization (Baba, 2010). 

Following the complexity of the internal audit function, there are conflicting findings on different roles 

played by internal audit in enhancing organisational performance. Baba (2010) observed that, internal 

audit has a significant effect on management and the occurrence of fraud can reduce the efficiency of an 

organisation.  This study examined the influence of internal auditing on the performance of insurance 

companies. In this study, internal auditing was measured in relation to reporting and independence. 

The objectives of this study therefore is to (i) determine the extent to which internal audit reporting 

influence the performance of insurance organisation in Nigeria, and (ii) ascertain the extent to which the 

independence of internal audit improves the performance of insurance organisation. Hypotheses 

formulated and tested were: H01: Internal audit reporting has no significant effect on the performance in 

insurance organisations; and H02: There is no significant impact of the independence of internal auditing 

on the performance of insurance organisation. 

This paper is segregated into five sections; following the introduction is literature review, section three 

research methods, section four data analysis, interpretation and discussion; and conclusion and 

recommendation as section five. 

LITERATURE REVIEW 

Internal Auditing 

The Institute of Internal Auditors defined internal auditing as ‘an independent, objective assurance and 

consulting activity designed to add value and improve an organisation’s operations. It helps an 

organisation accomplish its objectives by bringing a systematic, disciplined approach to evaluate and 

improve the effectiveness of risk management, control and governance processes’ (Jeffery, 2021). Simply 

said, internal audit is responsible for monitoring the effectiveness of the internal control processes that has 

been established by management.  Internal auditing achieves this by providing insight and 

recommendations based on analyses and assessments of data and business processes. The scope of 

internal auditing is broad within any organisation and may involve topics such as organisation’s 

governance, risk management, reliability of financial and management reporting and management 

controls over the efficiency and effectiveness of operations (Salehi, 2008). 

The Institute of Internal Auditors, Florida defined internal auditing as ‘the examination and evaluation of 

the adequacy and effectiveness of the organisation’s system of internal control and the quality of 

performance in carrying out assigned responsibilities’. Internal audit also involves analysis of the 

objective of the organisation and the accomplishment of such objectives as planned. The actual results are 

then compared with the established objectives (Milichamp, 1990). 

Internal audit is an element of internal control system set up by the management of an enterprise to 

examine, evaluate and report on accounting and other controls in operation. It is an independent appraisal 

activity within an organisation for the review of accounting, financial and other operations, as a basis of 

service to management (IIA Inc, 2009).   
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Audit Reporting  

An audit report is a written opinion of an auditor regarding an entity's financial statements. The report is 

written in a standard format, as mandated by generally accepted auditing standards (GAAS). GAAS 

requires or allows certain variations in the report, depending upon the circumstances of the audit work in 

which the auditor engages. The auditor's report is a formal opinion, or disclaimer thereof, issued by either 

an internal auditor or an independent external auditor as a result of an internal or external audit, as an 

assurance service in order for the user to make decisions based on the results of the audit (Bob, 2009). 

An auditor's report is considered an essential tool when reporting financial information to users, 

particularly in business. Many third-party users prefer, or even require financial information to be 

certified by an independent external auditor. There are different categories of audit reports: Clean Opinion 

- A clean opinion is issued if the financial statements are a fair representation of an entity's financial 

position, being free of material misstatements. This is also known as an unqualified opinion. It is the gold 

standard that outside users of an organisation’s financial statements are looking for. Qualified Opinion: A 

qualified opinion is issued if there were any scope limitations that were imposed upon the auditor's work. 

The opinion looks similar to the wording used for a clean opinion, except that additional text summarizes 

the reason for the qualified opinion. Adverse Opinion: An adverse opinion is issued if the financial 

statements were materially misstated. This misstatement may be due to an error, but it can also indicate 

that management engaged in reporting fraud. Disclaimer of Opinion: A disclaimer of opinion can be 

triggered by several situations. For example, the auditor may not be independent, or there is a going 

concern issue with the audited, or certain financial records needed by the auditor were not available (Bob, 

2009). 

Auditor's Independence  

Auditor independence refers to the independence of the internal auditor or of the external auditor from 

parties that may have a financial interest in the business being audited. Independence requires integrity 

and an objective approach to the audit process. The concept requires the auditor to carry out his or her 

work freely and in an objective manner. Independence of the internal auditor implies independence from 

parties whose interests might be harmed by the results of an audit. Specific internal management issues 

are inadequate risk management, inadequate internal controls, and poor governance. The Charter of Audit 

and the reporting to an Audit Committee generally provides independence from management, the code of 

ethics of the company (and of the Internal Audit profession) helps give guidance on independence from 

suppliers, clients, third parties, and so on. Independence of the external auditor refers to independence 

from parties that have an interest in the results published in financial statements of an entity. The support 

from and relation to the Audit Committee of the client company, the contract and the contractual 

reference to public accounting standards/codes generally provides independence from management, the 

code of ethics of the Public Accountant profession) helps give guidance on independence from suppliers, 

clients, third parties and so on (Lindberg & Beck, 2004).   

Performance  

Financial performance is a complete evaluation of a company’s overall standing in categories such as 

assets, liabilities, equity, expenses, revenue, and overall profitability. It is measured through various 

business-related formulas that allow users to calculate exact details regarding a company’s potential 

effectiveness. For internal users, financial performance is examined to determine their respective 

companies’ well-being and standing among other benchmarks. For external users, financial performance 

is analyzed to dictate potential investment opportunities and to determine if a company is worth their 
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while. The financial performance of an organization can be measured with gross profit margin, working 

capital, inventory turnover and so on (Investopedia (2021). This study focused on the non-financial 

performance in terms of revenue per policyholder, average cost per claim, return on surplus and claim 

cost. 

 

Insurance  

The dictionary defined insurance as ‘an arrangement by which a company or the state undertakes to 

provide a guarantee of compensation for specified loss, damage, illness or death in return for payment of 

a specified premium. Insurance comes from the Middle English word ‘ensurance’ which means assurance 

or guarantee. 

According to Investopedia, insurance is a contract, represented by a policy, in which an individual or 

entity receives financial protection or re imbursement against losses from an insurance company. The 

company pools client’s risk to make payment more affordable for the insured. Insurance policies are used 

to hedge against the risk of financial loss, both big and small, that may result from the damage to the 

insured or her property, or from liability for the damage or injury caused to a third party. There are 

various types of insurance policies, such as, life, health, auto and so on. There are three (3) components of 

insurance; (i). Premium is the price attached to the policy; it is typically expressed as a monthly cost. (ii). 

Policy limit is the maximum amount an insured will pay under a policy for a covered loss. Maximums 

may be set per period (e.g., per loss or injury). (iii). Deductible is a specified amount the policy holder 

must pay out-of-pocket before the insurer pays a claim. Deductibles can apply per-policy or per-claim 

depending on the insurer and the type of policy. 

Insurance can therefore be seen as a form of cover used by organisation against any form of risk, loss or 

future occurrence that cannot be controlled or prevented. 

Theoretical Review 

Agency theory demonstrates the need for accountability in modern society and the role audit plays in 

providing reasonable assurance and unbiased opinion to users of financial statements about an 

organisation as cited by Jensen and Meekling (1976). Shareholders place trust in auditors due to the 

reliability of audit as well as the independent opinion on the running of the organisation and how 

management is executing its stewardship which in turn improves the overall performance of such an 

organisation. Suppliers and employees may also want reasonable assurance on the accounts of an 

organisation before contracts are established and decisions are made. This agency theory also helps to 

explain the role and responsibilities assigned to internal auditors by the organisation.  

The policeman theory was developed by Hayes in the early 20th century (Hayes, 1940), asserts that the 

auditor is responsible for searching, discovering and preventing any fraudulent activity. However, the role 

of auditors is to provide reasonable assurance and an independent, true and fair view of the financial 

statements. Although, there has been more pressure on auditors to detect fraud after recent reporting 

scandals; however, auditors are not responsible for finding all fraud but should improve their detection 

rate to instill public confidence. The primary responsibility of fraud detection and prevention rests with 

the management of the organisation; it is also important that more emphasis is placed on prevention of 

fraud. However, the auditor also has a duty of care to the end users of audit reports and should consider 

risks of material misstatements due to fraud when calculating audit risk. 

 The credibility theory was propounded by Bayes (1950) with regards to the primary function of auditing, 

is to add credibility to financial statements. Thereby making it a fundamental service auditors provide to 
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clients. Audited financial statements boost users’ (including investors) confidence in an organisation’s 

financial records and management’s stewardship; in turn, improving their decision quality. The credibility 

gained by financial statements would affect decisions by stakeholders and also help shareholders put trust 

in management.  

RESEARCH METHODS 

The study was a case study setting on an insurance company, in Lagos state. A convenient sampling was 

used in an administration of the primary research tool using a well- structured questionnaire. Internal 

auditing was measured in relation to compliance, efficiency, effectiveness, internal control and fraud 

deterrent while performance was measured in relation to profit, sales and productivity; while, 

performance of insurance companies was measured in relation to revenue per policyholder, average cost 

per claim, return on surplus and claim cost.  The research instrument examined the influence of internal 

auditing on the performance of insurance organisation. A5-point likert scale was utilized to capture 

respondents’ opinion: Strongly Agree (SA=5), Agree (A=4), Undecided (U=3), Disagree (D=2) and 

Strongly Disagree (SD=1).  

The respondents were purposively selected from an insurance organisation in Lagos State. They were 

made up of fifty senior staff members.  A 79% response rate was achieved. Data gathered were analyzed 

descriptively with simple percentages, and means; the hypotheses formulated were tested from the 

regression analysis. The means were interpreted as high or low influence (> 3.0 = high; < 3.0 low). 

RESULTS AND DISCUSSION 

Descriptive analyses of data gathered showed the following summarizes: 

The first objective of the study was to determine the extent to which internal audit reporting influence the 

performance of insurance organisation in Nigeria. The study revealed that about 54% of the respondents 

agreed that internal audit covers all departments and affects every activity of the business and 52.4% 

agreed that internal audit enables an organisation minimize costs and maximize profits. The summation 

means score was 1.84, interpreted as low implying that majority of the respondents disagree that internal 

audit reporting influences the performance of insurance organisation. 

The second objective was to determine the extent to which the independence of internal audit improves 

the performance of insurance organisation. The study revealed that 76.2% agreed that audit department is 

necessary in every organisation while 57.1% agreed that a well-controlled internal audit system eliminates 

inefficiencies and improves financial performance. The mean summary of responses to factors measured 

showed 1.692 representing low means score representing that many respondents disagree on the 

independence of internal audit influence on performance. 

 

Test of Hypotheses 

H01: Internal audit reporting has no significant influence on the performance of insurance organisations. 

The regression analysis showed a significant influence p< 0.05. Table 1a, showed R2= 0.18 indicating that 

internal audit reporting (IAR) had a 18% impact on the performance of insurance organisation. This 

shows a fair influence of IAR on the performance of insurance organisation. 
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Results of the regression result summarized on the Table 1c shows that internal audit reporting has less 

than proportionate positive impact on performance as the coefficient of the independent variable (0.464) 

is positive. This implies that increase internal audit reporting would bring about more performance. 

Therefore, a rejection of the null hypothesis; and acceptance of the alternate, that, there is a significant 

influence of Internal audit reporting on the performance of insurance organisation. 

 

 

Table 1a :Model Summary  

Model R R Square Adjusted R 

Square 

Std. Error of the Estimate 

1 .421a .177 .164 .79499 

a. Predictors: (Constant), Internal audit reporting 

Table 1b: ANOVAa 

Model Sum of 

Squares 

Df Mean Square F Sig. 

1 

Regression 8.305 1 8.305 13.140 .001b 

Residual 38.553 61 .632   

Total 46.857 62    

a. Dependent Variable: performance 

b. Predictors: (Constant), Internal audit reporting 

 

 

Table 1c: Coefficients of the Modela 

Model Unstandardized Coefficients Standardized 

Coefficients 

T Sig. 

B Std. Error Beta 

1 
(Constant) 1.194 .232  5.148 .000 

IAR .464 .128 .421 3.625 .001 

Dependent Variable: performance 

 

H02: There is no significant impact of the independence of internal auditing (IIA) on the performance of 

insurance organisations. 

Table 2a, showed R2= 0.15 (p < 0.05) indicating that IIA had 15% impact on the performance. This shows 

a totally weak influence of independence of internal auditing on the performance of insurance 

organisation. 

Result of the regression on Table 2c shows that independence in internal auditing has less than 

proportionate positive impact on performance as the coefficient of the independent variable (0.363) is 

positive. This implies that an increase in independence of internal audit function would bring about more 

performance in the insurance organisation. Therefore, a rejection of the null hypothesis; and acceptance of 

the alternate, that, there is a significant impact of independence of internal auditing on the performance of 

insurance organisation. 
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Table:2a :Model Summary  

Model R R Square Adjusted R 

Square 

Std. Error of 

the Estimate 

1 .392a .154 .140 .61997 

b. Predictors: (Constant), Independence of internal auditing 

 

Table 2b: ANOVAa 

Model Sum of 

Squares 

Df Mean Square F Sig. 

1 

Regression 4.268 1 4.268 11.104 .001b 

Residual 23.446 61 .384   

Total 27.714 62    

a. Dependent Variable: performance 

 

b. Predictors: (Constant), Independence of internal auditing 

 

Table 4.6.2c: Coefficients of the Modela 

Model Unstandardized Coefficients Standardized 

Coefficients 

T Sig. 

B Std. Error Beta 

1 
(Constant) 1.182 .204  5.794 .000 

IIA .363 .109 .392 3.332 .001 

a. Dependent Variable: performance 

 

 

CONCLUSION 

The study examined the influence of internal auditing on the performance of insurance organisations by 

reference to reporting and independence influence on performance and thus infers that insurance 

organisations have started recognizing as well as actively implementing internal auditing. They have also 

seen the different positive roles played by internal audit in enhancing organisational performance. The 

existence of a good and well-controlled internal audit system that is independent is crucial. 

 

 

Recommendations 

Based on the findings of this study, where variables of internal auditing were measured on performance, 

the influence was found to be poor but significant. Hence the following were put forward as 

recommendations to improve the extent of influence on performance of insurance organisations. 



CRAWFORD JOURNAL OF MULTIDISCIPLINARY RESEARCH (CJMR) 
VOL.2 NO.2, SEPTEMBER, Pp. 95-101 

2021 

 
The internal audit department and internal auditor should be given free hands, to allow them carry out 

their duties properly and independently in order to produce audit reports that will improve performance in 

the organisation. This might help to decrease the chances of fraud as well as improve the managerial 

efficiency of the organisation. 

A well-established and controlled internal audit department should be mandatory for all companies in the 

insurance industry as the analysis showed a weak influence of internal auditing on performance in order 

to adequately cover all other departments present in the organisation as well as foster accountability in the 

organisation. 

Training and retraining of internal auditors and creating awareness in the entire management on the 

importance of internal auditing, would improve the overall performance of workers in the organisation, by 

allowing the internal auditors free hands to produce independent, true and fair reports and ensure strict 

adherence to laid down internal control measures.  
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APPENDIX 

Table 3: Influence of internal audit reports on performance 

S/N ITEMS SA 

% 

A 

% 

U 

% 

D 

% 

SD 

% 

Mean 

 X 

Std.Dev 

ẟ 

1. The role of internal audit is a new phenomenon in 

insurance organisations 

33.3 17.5 4.8 28.6 15.9 2.76 1.55 

2. Internal audit covers all departments and affects 

every activity of the business 

54.0 39.7 6.3 0 0 1.52 0.62 

3. internal audit fosters accountability in an 52.4 39.7 7.9 0 0 1.56 0.64 

https://onlinelibrary.wiley.com/page/journal/10991123/homepage/productinformation.html
https://isoupdate.com/resources/cha%20racteristics-of-an-excellent-internal-audit-process/
https://isoupdate.com/resources/cha%20racteristics-of-an-excellent-internal-audit-process/
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organisation 

4. There is positive impact of internal audit department 

in an organisation 

49.2 42.9 7.9 0 0 1.59 0.64 

5. Internal audit is effective in fraud detection and 

prevention 

52.4 34.9 9.5 3.2 0 1.63 0.79 

6. Internal audit enables an organisation to minimize 

costs and maximize profits 

30.2 52.4 11.1 4.8 1.6 1.95 0.87 

 
Total      1.84  

 

Table 4: Independence of internal audit on performance 

 

S/N 

 

ITEMS 

SA 

% 

A 

% 

U 

% 

D 

% 

SD 

% 

Mean 

 X 

Std.Dev 

ẟ 

1. Audit department is necessary in every 

organisation. 

76.2 20.6 3.2 0 0 1.27 0.51 

2. Internal audit has an impact on effective 

performance organisation 

42.9 47.6 9.5 0 0 1.67 0.65 

3. internal audit decreases the chance of fraud 

and irregularities in an organisation 

46.0 44.4 7.9 1.6 0 1.65 0.70 

4. internal audit improves the managerial 

efficiency of an organisation 

41.3 46.0 11.1 1.6 0 1.73 0.72 

5. A well-controlled internal audit system 

eliminates inefficiencies and improves 

financial performance 

31.7 57.1 9.5 1.6 0 1.81 0.67 

6. poor internal audit system could result to the 

collapse of an organisation 

31.7 47.6 9.5 9.5 1.6 2.02 0.98 

 
Total      1.692  

 

 

 


