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ABSTRACT 	

	Aims: The study aimed to assess the extent of implementation of internal control management and its effect on the quality of financial reporting of microfinance institutions (MFIs) in Bacolod City
Study design:  A descriptive-correlational research design with predictive analysis was employed using a quantitative approach. The respondents were financial managers or accountants of MFIs who were directly involved in internal control implementation and financial reporting processes. Participants were selected through simple random sampling.
Place and Duration of Study: The study was conducted in Bacolod City, Philippines from October 2025 – December 2025.
Methodology: Data were gathered using a researcher-made questionnaire and analyzed using descriptive statistics such as mean and standard deviation, and inferential tools including the Kruskal–Wallis test, Mann-Whitney U test, Spearman’s rho, and simple linear regression.
Results: The findings revealed no significant differences in the extent of internal control management implementation when MFIs were grouped according to length of operation and size of business. Likewise, no significant differences were found in the effect of internal control management on the quality of financial reporting when MFIs were grouped by length of operation and business size. However, the results demonstrated a very strong and statistically significant relationship between the extent of internal control management implementation and the quality of financial reporting, indicating that improved internal control practices are associated with more accurate, reliable, and transparent financial reports. Regression analysis further showed that internal control management is a strong and significant predictor of financial reporting quality, explaining a substantial portion of its variation. Based on these results, it is recommended that MFIs consistently strengthen and periodically review their internal control systems to sustain high-quality financial reporting.
Conclusion: In conclusion, effective implementation of internal control management is a critical determinant of financial reporting quality among MFIs, regardless of organizational size or length of operation.
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1. INTRODUCTION 

Microfinance institutions (MFIs) play an essential role in empowering marginalized communities by promoting financial inclusion, social development, and sustainable livelihoods through microenterprises (Jha, 2019). Through their community-based approach, MFIs serve as a bridge between the formal financial sector and underserved communities needing economic support (Putri et al., 2024). However, despite their importance, internal control weaknesses remain a major challenge in MFIs, contributing to institutional crises and declining trust in the financial sector (Sama & Niba, 2016; Duggan, 2016, as cited in Kabuye et al., 2021).
Many MFI failures have been linked to poor internal control implementation, which creates opportunities for fraud and financial mismanagement. In Cameroon’s Southwest Region, 83% of MFIs reported financial losses ranging from below 5 million to 15 million FCFA due to fraud and mismanagement (Sama & Niba, 2016). Similarly, in the Philippines, the Kasanyangan Center for Community Development Inc. lost over 40 million pesos and closed 14 branches because of weak oversight and fraud (KCCDMFI, 2018). These recurring problems, including errors, omissions, and undetected fraud, have weakened the quality of financial reporting in the microfinance sector (DFID, 2007; Gao & Zhang, 2019; Kabuye et al., 2017, as cited in Kabuye et al., 2021).
Internal control is a critical foundation for MFIs because it strengthens stability, transparency, and trust while supporting effective service delivery to vulnerable communities (Medina et al., 2024). An effective internal control system consists of five interrelated components—control environment, control activities, risk assessment, information and communication, and monitoring—which must function together as an integrated system (Abei, 2021). When properly implemented, internal controls enhance the quality of financial reporting by promoting accountability, minimizing fraud, reducing reporting errors, and ensuring compliance with policies and standards (Jensen & Meckling, 1976, as cited in Nandaula, 2022).
Although several studies have examined internal control management in MFIs, most focus on its relationship with financial performance rather than financial reporting quality (Ngari, 2017; Ndiaye et al., 2019; Turyahebwa et al., 2022; Penaso & Dagang, 2025). Moreover, limited research has been conducted in the Philippine context, as related studies were mostly done in other countries such as Nigeria (Muhammad & Isah, 2020). This highlights an empirical gap on how internal control management affects the quality of financial reporting in MFIs, particularly in Bacolod City.
Thus, this study aims to assess internal control management as a predictor of the quality of financial reporting among selected MFIs in Bacolod City. Specifically, it examines how internal control management influences the accuracy and reliability of financial information, transparency of disclosures, and adherence to recognized accounting standards. The findings are expected to provide insights that can strengthen internal control implementation and improve financial reporting quality, supporting ethical and efficient financial practices that contribute to inclusive economic growth (SDG 8).

2. methodology 

This study used a descriptive-correlational quantitative design with predictive analysis to determine whether internal control management predicts financial reporting quality among microfinance institutions (MFIs) in Bacolod City. The descriptive component measured internal control implementation across the five COSO components: control environment, risk assessment, control activities, information and communication, and monitoring. The correlational and predictive components examined the relationship and predictive effect of internal control management on reporting quality.
Seventy-four financial managers or accountants from 90 registered MFIs were selected through simple random sampling. A validated, researcher-made questionnaire covered business profile, internal control practices, and reporting quality in terms of accuracy, reliability, transparency, and compliance with accounting standards. Content validity (CVR = 0.993) and reliability (α = 0.917) were excellent.
Data were collected through a drop-and-collect method with informed consent. Descriptive statistics, Mann–Whitney U, Kruskal–Wallis, Spearman’s rho, and simple linear regression were used for analysis.

3. results and discussion

3.1 Extent of Implementation in terms of Control Environment

Table 1 presents the extent of implementation of internal control management of Microfinance Institutions (MFIs) in terms of the Control Environment, which obtained an overall mean of 3.59 with a standard deviation of 0.43, interpreted as very great. The results suggest that MFIs generally exhibit a solid control environment that appears to be guided by ethical values, accountability, and leadership commitment. The relatively high mean scores indicate that management may be placing considerable emphasis on integrity, clearly defined responsibilities, and governance structures that support accountability, which can help promote discipline and control awareness within the institutions. The low to moderate standard deviations further suggests that these practices are implemented with a fair degree of consistency across MFIs. However, the comparatively lower mean and higher variability for policy review and updating indicate that some MFIs may be less consistent in revisiting and adjusting internal control policies in response to emerging risks and regulatory changes. This points to a potential area for improvement to help ensure that internal control systems remain relevant and responsive over time.
These findings are consistent with COSO (2013), which emphasizes that the control environment serves as the foundation of all internal control components by setting the tone of ethics, integrity, and accountability. Prior studies support the strong influence of ethical leadership on effective internal control systems, as noted by Michener (2018) and Lubabah et al. (2023), who found that integrity-driven leadership enhances transparency and compliance. Similarly, Al-Zwyalif (2015) underscored clearly defined roles and responsibilities strengthen accountability and reduce control lapses. The importance of leadership tone and organizational accountability structures is further supported by Rafindadi and Olanrewaju (2019) who linked strong governance to reduced internal control weaknesses. Moreover, Oyelakin (2022) emphasized continuous training and policy communication as vital in sustaining a strong control environment, while Umar and Dikko (2018) highlighted consistent enforcement and sanctions as effective mechanisms for mitigating fraud risks.





Table 1.  Extent of Implementation in terms of Control Environment
	Control Environment
	M
	Interpretation
	SD

	Overall
	3.59
	Very Great
	0.43

	1
	Promotes ethical behavior and integrity throughout the institution.
	3.77
	Very Great
	0.42

	2
	Define and document clearly the roles and responsibilities of employees.
	3.70
	Very Great
	0.49

	3
	Demonstrates a commitment to competence by hiring qualified personnel.
	3.53
	Very Great
	0.60

	4
	Have organizational structure that supports accountability and oversight of financial reporting.
	3.68
	Very Great
	0.53

	5
	Demonstrates clear tone at the top, showing leadership’s commitment to internal control.
	3.64
	Very Great
	0.54

	6
	Implement policies and procedures consistently across all departments.
	3.66
	Very Great
	0.56

	7
	Trains employees regularly on compliance, ethics, and control practices.
	3.59
	Very Great
	0.59

	8
	Reviews and updates internal control policies regularly by senior management.
	3.39
	Great
	0.76

	9
	Engages the board of directors or governing body in active oversight and control.
	3.41
	Great
	0.74

	10
	Addresses violations of control policies and ethical standards swiftly and decisively.
	3.58
	Very Great
	0.64


Note: 3.50-4.0 (Very Great); 2.50-3.49 (Great); 1.50-2.49 (Low); 1.00-1.49 (Very Low)


3.2 Extent of Implementation in terms of Risk Assessment

Table 2 presents the extent of implementation of internal control management of Microfinance Institutions (MFIs) in terms of Risk Assessment, which obtained an overall mean of 3.54 with a standard deviation of 0.53, interpreted as very great. The findings suggest that MFIs generally recognize the importance of risk assessment as an element of internal control, particularly in identifying and evaluating risks that may affect financial reporting. The relatively high mean scores indicate that many MFIs appear to have put in place formal risk assessment practices that can support decision-making and risk awareness. However, the comparatively higher standard deviations for fraud risk consideration and the updating of mitigation plans suggest that these practices may not be implemented consistently across all institutions. Such variation could reflect differences in institutional capacity, available resources, or levels of risk management development. While risk assessment practices are generally well-established, improving consistency in fraud-related assessments and the regular updating of mitigation strategies may help further enhance the overall effectiveness of internal control systems.
These results are aligned with COSO’s framework, which identifies risk assessment as a critical component for identifying and analyzing risks that may hinder the achievement of organizational objectives. Lokanan and Ramzan (2024) emphasized that systematic risk evaluation is fundamental to safeguarding the integrity of financial reporting, while Naz and Khan (2025) found that structured risk identification processes improve fraud prevention and organizational sustainability. The comprehensive consideration of internal and external risk factors supports the recommendations of Peroy et al. (2023), who stressed the need for holistic risk evaluation. Furthermore, Arif et al. (2024) highlighted that effective risk assessment relies on formalized procedures, documentation, and periodic reviews. Variations in fraud risk assessment and mitigation updates observed in this study are consistent with Bashaija and Mahina (2018), who noted that MFIs often differ in the frequency and depth of such practices due to resource constraints. Overall, the findings support Marzuki et al. (2024) and Lokanan and Ramzan (2024), who underscored that a well-implemented risk assessment process is essential for strengthening internal control systems and protecting financial integrity.




Table 2. Extent of Implementation in terms of Risk Assessment
	Risk Assessment
	M
	Interpretation
	SD

	Overall
	3.54
	Very Great
	0.53

	1
	Identifies and assesses risks that may affect financial reporting regularly.
	3.65
	Very Great
	0.51

	2
	Implements a structured process to evaluate the likelihood and effect of identified risks.
	3.50
	Very Great
	0.58

	3
	Conducts risk assessments during major operational or regulatory changes.
	3.53
	Very Great
	0.71

	4
	Considers fraud risk actively in the assessment of internal controls.
	3.49
	Great
	0.78

	5
	Evaluates and addresses risks related to non-compliance with financial reporting standards.
	3.51
	Very Great
	0.69

	6
	Updates risk mitigation plans regularly based on emerging risks.
	3.42
	Great
	0.76

	7
	Documents and reviews risk assessments periodically through responsible officers.
	3.54
	Very Great
	0.60

	8
	Considers internal and external factors that may affect financial reporting in risk assessment.
	3.57
	Very Great
	0.60

	9
	Educates employees on the risks associated with their roles and responsibilities.
	3.58
	Very Great
	0.60

	10
	Designates a team or officer responsible for monitoring and managing risks.
	3.57
	Very Great
	0.72


Note: 3.50-4.0 (Very Great); 2.50-3.49 (Great); 1.50-2.49 (Low); 1.00-1.49 (Very Low)






3.3 Extent of Implementation in terms of Control Activities

Table 3 presents the extent of implementation of internal control management of Microfinance Institutions (MFIs) in terms of Control Activities, with an overall mean of 3.67 and a standard deviation of 0.44, interpreted as very great. The findings suggest that MFIs generally incorporate control activities into their daily operations, particularly in areas related to documentation, authorization, reconciliation, and segregation of duties. The relatively high mean scores and low standard deviations indicate that these practices appear to be fairly well-established and are implemented with a reasonable level of consistency across institutions, which may help support accountability and manage operational risks. 

The slightly higher standard deviations observed in areas such as supervisory review, accessibility of procedure manuals, and physical safeguards suggest that, although these controls are in place, their application may vary across MFIs, possibly due to differences in institutional capacity or operational scale. Additionally, the lower mean and higher variability for staff development programs indicate that training related to internal controls and ethics may receive varying levels of emphasis, pointing to a potential area for improvement to further enhance the overall internal control system.

These results are consistent with the COSO (2013) framework, which identifies control activities such as approvals, verifications, reconciliations, and segregation of duties as essential mechanisms for ensuring that management directives are effectively carried out. Empirical evidence supports these findings, as Cárdenas Muñoz et al. (2023) emphasized that well-implemented control activities enhance accountability and minimize inefficiencies in financial institutions. Similarly, Ngari and Nasieku (2025) found that consistent authorization and verification procedures significantly reduce fraud risk in Kenyan MFIs, while Ayimpoya et al. (2020) reported improved accountability in Ghanaian banks through strict enforcement of segregation of duties. 

In the Philippine setting, Taguinod (2025) observed that documentation controls and separation of duties strengthen resource stewardship in small and micro enterprises. However, Agbigbi (2016) and Sunday et al. (2023) noted that variations in training and supervisory practices often arise from staffing and budget constraints, which supports the present finding on the variability of staff development programs. Overall, the literature affirms that strong and consistently implemented control activities are vital for sustaining financial integrity and risk mitigation in MFIs.












Table 3. Extent of Implementation in terms of Control Activities
	Control Activities
	M
	Interpretation
	SD

	Overall
	3.67
	Very Great
	0.44

	1
	Financial records are consistently reconciled with bank statements and supporting documents.
	3.80
	Very Great
	0.51

	2
	Properly authorizes all transactions through a designated officer before processing.
	3.78
	Very Great
	0.58

	3
	Adequate documentation and records are maintained for all financial transactions.
	3.81
	Very Great
	0.71

	4
	Conducts internal audits periodically.
	3.69
	Very Great
	0.78

	5
	Segregates duties clearly to ensure that no employee handles both recording and approving of transactions.
	3.72
	Very Great
	0.69

	6
	Maintains updated internal control procedure manuals and makes them accessible.
	3.62
	Very Great
	0.76

	7
	Conducts regular review of subordinate work by supervisors to ensure compliance.
	3.61
	Very Great
	0.60

	8
	Implements appropriate procedures to address violations of internal control policies.
	3.70
	Very Great
	0.60

	9
	Conducts staff development programs focused on internal control compliance and professional ethics.
	3.36
	Great
	0.60

	10
	Implement adequate physical safeguards to protect the institution’s assets.
	3.61
	Very Great
	0.72


Note: 3.50-4.0 (Very Great); 2.50-3.49 (Great); 1.50-2.49 (Low); 1.00-1.49 (Very Low)


3.4 Extent of Implementation in terms of Information and Communication

Table 4 presents the extent of implementation of internal control management of Microfinance Institutions (MFIs) in terms of Information and Communication, which obtained an overall mean of 3.57 with a standard deviation of 0.50, interpreted as very great. The results indicate that MFIs generally give importance to timely, accurate, and accessible communication of financial information, which may support informed decision-making and contribute to internal control effectiveness. The consistently high mean scores suggest that management tends to value reliable reporting systems and the flow of information across organizational levels. The relatively low overall standard deviation reflects a degree of consistency in the implementation of these practices among MFIs, which may contribute to transparency and operational stability.

However, the comparatively lower mean and higher variability observed in encouraging employee feedback suggest that participatory communication practices may not be as consistently emphasized. This indicates a potential area for improvement, where MFIs could further strengthen two-way communication by increasing employee involvement in identifying control issues and areas for enhancement, thereby supporting internal accountability and adaptability to emerging risks.

These findings are consistent with COSO (2013), which emphasizes that effective information and communication systems are essential in ensuring that relevant, quality information is identified and communicated in a timely manner to support internal control objectives. Prior studies affirm that organizations with structured and well-integrated communication systems exhibit stronger internal controls and improved financial reporting quality. Alkalbani, Deng, and Kam (2016) highlighted that effective communication flows enhance coordination, accountability, and organizational responsiveness. Similarly, Ettish et al. (2017) found that COSO-aligned information systems significantly improve reporting accuracy and control reliability. Plante Moran (2025) further noted that timely access to financial information enables institutions to detect and address internal control weaknesses proactively. Moreover, Ngari and Nasieku (2025) and Mia and Dhar (2020) emphasized that encouraging employee feedback and regular communication forums strengthens internal governance by promoting transparency, shared responsibility, and continuous control improvement.



Table 4. Extent of Implementation in terms of Information and Communication
	Information and Communication
	M
	Interpretation
	SD

	Overall
	3.57
	Very Great
	0.50

	1
	Ensure timely and appropriate communication of financial reporting data to decision-makers.
	3.68
	Very Great
	0.51

	2
	Provides accessible communication channels for reporting financial errors or irregularities.
	3.59
	Very Great
	0.58

	3
	Consistently communicates internal control policies to employees.
	3.59
	Very Great
	0.71

	4
	Ensure key financial data is made available to the appropriate personnel at the right time.
	3.64
	Very Great
	0.78

	5
	Implements procedures that support upward, downward, and lateral information flow within the institution.
	3.51
	Very Great
	0.69

	6
	Encourage employee feedback regarding potential improvement to internal controls.
	3.38
	Great
	0.76

	7
	Design accounting and financial reporting systems to ensure completeness and accuracy of reports.
	3.66
	Very Great
	0.60

	8
	Hold regular meetings to discuss financial performance and internal control issues.
	3.49
	Great
	0.60

	9
	Update regularly financial information and make it accessible to authorized personnel.
	3.70
	Very Great
	0.60

	10
	Establishes a clear process for escalating unresolved internal control issues.
	3.47
	Great
	0.72


Note: 3.50-4.0 (Very Great); 2.50-3.49 (Great); 1.50-2.49 (Low); 1.00-1.49 (Very Low)


3.5 Extent of Implementation in terms of Monitoring

Table 5 presents the extent of implementation of internal control management of Microfinance Institutions (MFIs) in terms of Monitoring, which obtained an overall mean of 3.59 with a standard deviation of 0.51, interpreted as very great. The results indicate that MFIs generally place importance on continuous monitoring as a means of supporting the reliability and accuracy of financial reporting. The consistently high mean scores suggest that monitoring activities are commonly integrated into routine operational and managerial processes, which help institutions identify control issues and implement corrective measures in a timely manner. The relatively low variability in responses indicates a level of consistency in the application of monitoring practices across MFIs, contributing to organizational stability and internal accountability. 

However, although the review of key performance indicators related to financial controls was still rated very great, its comparatively lower mean and higher standard deviation suggest variations in how MFIs conduct performance-based monitoring. This points to a potential need for further enhancement and greater standardization of KPI review processes to improve the overall effectiveness of monitoring systems.

Consistent monitoring has been widely recognized in the literature as a critical mechanism for maintaining effective internal control systems and ensuring reliable financial reporting. Lilian (2022) and Byarufu (2008) emphasized that continuous and well-documented monitoring activities help preserve control integrity and facilitate timely corrective actions when deficiencies arise. 

In the context of financial reporting, CliftonLarsonAllen (2023) and AccountingInsights Team (2025) noted that integrating compliance checks and systematically using monitoring data improve reporting accuracy and enable organizations to respond proactively to emerging risks. Moreover, Sunday et al. (2023) and Pandey (2009) underscored that regular review of key performance indicators enhances resource efficiency and reinforces managerial accountability. Together, these studies highlight the importance of structured and consistent monitoring practices in sustaining effective internal controls and strengthening stakeholder confidence.




Table 5. Extent of Implementation in terms of Monitoring
	Monitoring
	M
	Interpretation
	SD

	Overall
	3.59
	Very Great
	0.51

	1
	Conducts regular internal reviews to assess the accuracy of financial reporting.
	3.59
	Very Great
	0.51

	2
	Performs and documents consistent monitoring of internal controls.
	3.69
	Very Great
	0.58

	3
	Reviews internal audit reports and takes corrective action by the board or management.
	3.55
	Very Great
	0.71

	4
	Implements follow-up procedures to address identified control weaknesses.
	3.54
	Very Great
	0.78

	5
	Ensures timely implementation of audit recommendations through a structured process.
	3.55
	Very Great
	0.69

	6
	Includes checks for compliance with financial reporting standards in monitoring activities.
	3.65
	Very Great
	0.76

	7
	Reviews key performance indicators related to financial controls regularly.
	3.53
	Very Great
	0.60

	8
	Investigates and reports control lapses to management.
	3.59
	Very Great
	0.60

	9
	Engages both internal and external bodies in performing monitoring activities (e.g., auditors, regulators).
	3.54
	Very Great
	0.60

	10
	Utilizes monitoring data to improve financial reporting accuracy.
	3.64
	Very Great
	0.72


Note: 3.50-4.0 (Very Great); 2.50-3.49 (Great); 1.50-2.49 (Low); 1.00-1.49 (Very Low)


3.6 Summary of the Extent of Implementation of Internal Control Management of MFIs

Table 6 presents the summary of the extent of implementation of internal control management of Microfinance Institutions (MFIs), consolidating the five dimensions: Control Environment, Risk Assessment, Control Activities, Information and Communication, and Monitoring. The overall mean scores across all dimensions ranged from 3.54 to 3.67, with relatively low standard deviations (SD = 0.43–0.53), all interpreted as very great. The results indicate that MFIs generally implement internal control mechanisms across all dimensions, with relatively stronger emphasis on Control Activities. The high mean scores reflect the importance given to formal policies, procedures, and control processes that support accountability, asset protection, and reliable financial reporting. 

The similarly high ratings across Monitoring, Control Environment, Information and Communication, and Risk Assessment suggest that internal controls function as interconnected components rather than as isolated practices within MFIs. The low variability in responses indicates a consistent application of internal control practices, contributing to organizational stability, transparency, and governance. Although Risk Assessment recorded the lowest mean, with very great interpretation, indicates that MFIs maintain structured risk identification and mitigation practices, while still presenting areas for further refinement.

Effective internal control systems are widely recognized as essential in promoting organizational efficiency, ethical operations, and regulatory compliance. Studies have shown that well-established control environments, systematic risk assessment processes, properly designed control activities, effective information and communication systems, and continuous monitoring mechanisms collectively reduce the likelihood of errors, fraud, and operational inefficiencies (Gu, 2022; Hoai & Nguyen, 2022; Liu & Duan, 2018; Wang & Hu, 2023). 

Prior research also emphasizes that the effectiveness of internal control implementation depends on leadership commitment, employee involvement, continuous oversight, and alignment with organizational objectives (Otoo et al., 2023; Bužinskienė & Padgureckienė, 2025). These perspectives support the overall findings of this study, which demonstrate that MFIs maintain a very high level of internal control implementation across all key dimensions.


Table 6. Summary of the Extent of Implementation of Internal Control Management of MFIs
	Internal Control Management
	M
	Interpretation
	SD

	Overall
	
	
	

	Control Environment
	3.59
	Very Great
	0.43

	Risk Assessment
	3.54
	Very Great
	0.53

	Control Activities
	3.67
	Very Great
	0.44

	Information and Communication
	3.57
	Very Great
	0.50

	Monitoring
	3.59
	Very Great
	0.51


Note: 3.50-4.0 (Very Great); 2.50-3.49 (Great); 1.50-2.49 (Low); 1.00-1.49 (Very Low)



3.7 Extent of Implementation when grouped according to Length of Operation

Table 7 presents the extent of implementation of internal control management of Microfinance Institutions (MFIs) when grouped according to length of operation, namely 1–17 years and 18–65 years. MFIs operating for 1–17 years obtained an overall mean of 3.59 with an SD of 0.49, interpreted as very great, while those operating for 18–65 years registered a slightly higher overall mean of 3.60 with an SD of 0.41, also interpreted as very great. The findings suggest that MFIs generally exhibit strong internal control systems regardless of their length of operation, as reflected in the consistently very great mean ratings across all components for both groups. The minimal difference between the overall mean scores of younger and older MFIs indicates that effective internal control practices may not be solely influenced by institutional longevity. 

However, the slightly higher mean scores in Control Activities, Information and Communication, and Monitoring among older MFIs may reflect the role of accumulated experience, more established routines, and gradual refinement of processes in supporting more developed and consistently applied controls. At the same time, the strong performance of MFIs with fewer years of operation suggests an early emphasis on internal controls, possibly influenced by regulatory requirements and the need to build credibility and operational stability.

These results are consistent with the COSO (2013) framework, which asserts that internal control systems should function effectively across organizations regardless of age or maturity. Adato (2022) observed that longer-established MFIs tend to develop stronger and more refined control mechanisms through institutional learning and stable oversight structures. Similarly, Mugo, Njuguna, and Muchemi (2014) found that MFIs with extended operational histories demonstrate more reliable financial reporting due to well-established control routines. 

On the other hand, the strong internal control implementation among younger MFIs aligns with Chenhall (2003), who emphasized that internal control structures are developed early as organizations align governance systems with operational and regulatory demands. Overall, these findings are supported by broader evidence showing that MFIs, regardless of length of operation, uphold strong internal control practices to promote accountability, transparency, and financial discipline (Hartarska & Nadolnyak, 2007; Adato, 2022).

Table 7. Extent of Implementation when grouped according to Length of Operation
	
	Length of Operation

	
	1-17 years
	18-65 years

	Internal Control Management
	M
	Interpretation
	SD
	M
	Interpretation
	SD

	Overall
	3.59
	Very Great
	0.49
	3.60
	Very Great
	0.41

	Control Environment
	3.63
	Very Great
	0.45
	3.55
	Very Great
	0.41

	Risk Assessment
	3.57
	Very Great
	0.54
	3.50
	Very Great
	0.52

	Control Activities
	3.66
	Very Great
	0.47
	3.69
	Very Great
	0.40

	Information and Communication
	3.54
	Very Great
	0.54
	3.61
	Very Great
	0.45

	Monitoring
	3.55
	Very Great
	0.56
	3.63
	Very Great
	0.46


Note: 3.50-4.0 (Very Great); 2.50-3.49 (Great); 1.50-2.49 (Low); 1.00-1.49 (Very Low)

3.8 Extent of Implementation when grouped according to Size of Business

Table 8 presents the extent of implementation of internal control management among Microfinance Institutions (MFIs) when grouped according to business size. The results show that small MFIs obtained the highest overall mean (M = 3.69, SD = 0.39), interpreted as very great, followed by large MFIs (M = 3.62, SD = 0.43) and medium MFIs (M = 3.56, SD = 0.55), which were also interpreted as very great. In contrast, micro-MFIs recorded the lowest mean (M = 3.39, SD = 0.27), interpreted as great.

The results indicate that business size is associated with differences in the extent of internal control management implementation among MFIs. Small MFIs show relatively higher and more consistent internal control practices, which can be linked to organizational structures that support formal controls while allowing operational flexibility. Medium and large MFIs also exhibit established internal control systems, supported by clearer role segregation, documented procedures, and more structured monitoring processes. 

In contrast, the comparatively lower ratings among micro-MFIs indicate that more limited financial resources, smaller staffing structures, and less formalized processes constrain the consistency and depth of internal control implementation. Despite these constraints, the great rating suggests that micro-MFIs maintain generally acceptable control practices, with identified areas for further strengthening.

The variation in internal control implementation across business sizes is consistent with findings in prior studies, which indicate that smaller financial institutions often face resource and capacity constraints that affect the formalization of internal control systems. Hartarska and Nadolnyak (2007) and Adato (2022) observed that micro-level institutions commonly experience challenges related to staffing, expertise, and monitoring capacity, which can limit the depth of internal control implementation. 

Conversely, Al-Matari, Al-Swidi, and Fadzil (2014) emphasized that institutions with more structured governance arrangements and standardized procedures tend to achieve stronger internal control effectiveness, leading to improved transparency and operational reliability. Strengthening staff capacity, standardizing procedures, and enhancing monitoring mechanisms are therefore essential strategies for micro-MFIs to improve internal control implementation and achieve levels comparable to larger institutions, ultimately enhancing financial reporting quality and stakeholder confidence.
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3.9 Extent of the Effect in terms of Accuracy of Financial Information

Table 9 presents the extent of the effect of internal control implementation on the accuracy of financial reporting among MFIs. The overall mean (M = 3.57, SD = 0.50) indicates a very great effect, with responses reflecting a high degree of consistency.

The findings indicate that internal control practices in MFIs generally have a strong effect on the accuracy of financial information. However, indicators interpreted as having a great effect, such as system automation, leadership-led risk analysis, and periodic variance analysis, were perceived to contribute to accuracy at a relatively lower level compared to other controls. These procedures support accuracy but are less directly involved in verifying and correcting individual transactions. In contrast, controls with a very great interpretation, particularly data reconciliation and review procedures, demonstrated a stronger influence on accuracy, with reconciling input data with system-generated reports emerging as the most effective practice. While MFIs maintain effective internal control mechanisms, certain practices with great ratings may benefit from further strengthening to enhance reporting accuracy.

The high scores for reconciling input data and internal review procedures support Kimathi (2025), who asserts that effective internal controls enhance accuracy by detecting and correcting errors before finalizing financial statements. Strong cross-verification and segregation of duties align with Bhat (2023), emphasizing documentation, authorization, and audit trails for transaction accuracy. The effectiveness of automated systems and segmented responsibilities is consistent with Ngo et al. (2021), who note that systematic internal controls safeguard records and ensure faithful reporting. Leadership-led risk analysis aligns with Boulhaga et al. (2022), showing that robust risk management reduces errors and misstatements.

Overall, these findings echo Abbott et al. (2015), demonstrating that strong internal control environments improve financial reporting accuracy. They also support Herath and Albarqi (2017), who highlight that well-implemented controls prevent distorted accruals and maintain financial integrity.
Table 9. Extent of the Effect in terms of Accuracy of Financial Information

	Accuracy of Financial Information 
	M
	Interpretation
	SD

	Overall 
	3.57
	Very Great
	0.50

	1
	The automated nature of our accounting system resulted in timely and accurate financial reporting by minimizing manual input errors.    
	3.47
	Great
	0.51

	2
	Regular reviews of financial data before publication contributed significantly to the accuracy of our periodic financial statements.         
	3.59
	Very Great
	0.58

	3
	Comparing actual business activities with accounting records resulted in a more accurate reflection of operations in the reported financial figures.    
	3.57
	Very Great
	0.71

	4
	Corrections and updates made after internal reviews improved the accuracy of our financial statements before they were finalized.    
	3.66
	Very Great
	0.78

	5
	Reconciling input data with system-generated reports resulted in consistency and accuracy in our financial reporting.    
	3.69
	Very Great
	0.69

	6
	Segregation of duties among accounting staff prevented unauthorized changes that could have affected the accuracy of financial reports.    
	3.59
	Very Great
	0.76

	7
	Leadership-led risk analysis identified potential system vulnerabilities that could have compromised the accuracy of financial information.
	3.49
	Great
	0.60

	8
	Internal control procedures that required cross-verification of source documents before entry reduced data entry errors.    
	3.58
	Very Great
	0.60

	9
	Periodic variance analysis between projected and actual financial figures led to the correction of discrepancies affecting report accuracy.    
	3.44
	Great
	0.60

	10
	Review procedures for employees responsible for encoding financial data resulted in error-free entries that reflected actual transactions.    
	3.58
	Very Great
	0.72


Note: 3.50-4.0 (Very Great); 2.50-3.49 (Great); 1.50-2.49 (Low); 1.00-1.49 (Very Low)


3.10 Extent of the Effect in terms of Reliability of Financial Information


Table 10 illustrates how internal control implementation affects the reliability of financial reporting among MFIs. An overall mean of 3.56 and a standard deviation of 0.49 reflect a very great level of effect, indicating that internal control practices play a substantial role in promoting dependable and credible financial information. The low standard deviations further suggest a shared assessment among respondents regarding the perceived effectiveness of these controls. Although the majority of indicators fall under the very great category, certain practices were rated only as great, reflecting comparatively lower yet still favorable effects.

Certain internal control practices, such as staff rotation and addressing audit-identified weaknesses, were observed to have a positive yet comparatively smaller effect on the reliability of financial reporting. These practices appear to provide supplementary support in promoting objectivity and reducing errors in financial statements. While they are considered beneficial, their role seems to complement other controls that have a stronger effect, suggesting that they function more as supporting mechanisms rather than as primary drivers of reliability, highlighting potential areas where internal control procedures could be strengthened or applied more systematically.

The highest-rated practice, senior-level review of reports, aligns with Al-Najjar (2012), emphasizing that oversight enhances objectivity, completeness, and impartiality in financial reporting. Other high-scoring practices, including supervision, audit procedures, and irregularity detection, are supported by Igbojioyibo (2024), Nasser (2022), and Amanamah et al. (2025), who assert that internal controls prevent fraud, reduce risk, and improve the credibility of financial information. The results also align with Bimo (2019), Semmaila & Nurfadillah (2022), and Omidiji (2023), showing that consistent monitoring and control activities ensure that financial statements are reliable and verifiable.



Table 10. Extent of the Effect in terms of Reliability of Financial Information
	Reliability of Financial Information
	M
	Interpretation
	SD

	Overall
	3.56
	Very Great
	0.49

	1
	Requiring senior financial officers (e.g., Chief Accountant) to review and approve reports resulted in accurate and complete financial statements.     
	3.73
	Very Great
	0.51

	2
	Consistent supervision of finance personnel contributed to the uniformity and reliability of our financial reporting process.        
	3.66
	Very Great
	0.58

	3
	Eliminating ineffective control procedures reduced reporting discrepancies and improved data accuracy.    
	3.61
	Very Great
	0.71

	4
	Addressing control weaknesses identified in audits resulted in errors not being carried into the final financial reports.     
	3.47
	Great
	0.78

	5
	Requiring documented approval of financial entries reduced unauthorized or erroneous data in reports.        
	3.64
	Very Great
	0.69

	6
	Mechanisms within the control system that detect and prevent irregularities contributed to the trustworthiness of financial statements.    
	3.57
	Very Great
	0.76

	7
	Conducting regular performance evaluations for financial reporting staff increased accountability and reduced biased reporting.        
	3.57
	Very Great
	0.60

	8
	Routine audits and compliance checks resulted in financial reports that conformed to internal control standards.       
	3.61
	Very Great
	0.60

	9
	Management’s active adherence to financial policies contributed to compliance and reliability in financial reporting.        
	3.59
	Very Great
	0.60

	10
	Rotating staff in financial reporting roles reduced errors and promoted objectivity in financial data preparation.    
	3.18
	Great
	0.72


Note: 3.50-4.0 (Very Great); 2.50-3.49 (Great); 1.50-2.49 (Low); 1.00-1.49 (Very Low)


3.11 Extent of the Effect in terms of Transparency of Disclosures

Table 11 presents the extent of the effect of internal control implementation on the transparency of financial disclosures among microfinance institutions (MFIs). The overall mean of 3.58 with a standard deviation of 0.48 indicates a very great effect, showing that internal control practices substantially enhance transparency in financial reporting. The low standard deviation suggests a high level of agreement among respondents regarding the effectiveness of these controls. All ten indicators were consistently rated as having a very great effect, with the highest mean recorded for timely dissemination of financial information (M = 3.65, SD = 0.53).

The results suggest that MFIs with well-implemented internal control systems are associated with enhanced transparency in financial reporting. Practices such as timely dissemination of financial information, detection of irregular transactions, and maintenance of audit trails appear to support clearer and more complete disclosures. Governance- and communication-related measures, including supervisory board involvement, management adherence to internal control protocols, review committees, and employee briefings, seem to facilitate consistent and understandable reporting. 

The uniformly high ratings indicate that transparency is influenced by the combined effect of multiple internal control mechanisms rather than by a single activity, highlighting the role of coordinated oversight, documentation, and structured communication, while recognizing that the relative impact of individual practices may vary across institutions.

These findings are consistent with prior studies emphasizing the role of internal control in enhancing transparency. Yoga and Pradana (2014, as cited in Raspati & Simanjuntak, 2024) and Efunniyi (2024) identify transparency as a key attribute of high-quality financial reporting that enables stakeholders to evaluate organizational performance and make informed decisions. The strong effect of timely reporting and irregularity detection aligns with Nazaruddin et al. (2023), Nasredin Maroof et al. (2024), and Herath and Albarqi (2017), who found that effective internal controls improve the timeliness, completeness, and verifiability of disclosures. 

Moreover, the high ratings for governance-related controls support Wu (2021) and De Leon et al. (2019), who argue that strong oversight and management commitment enhance disclosure clarity and compliance. The positive assessment of employee briefings and monitoring practices further aligns with Abdullahi and Othman (2021), Idowu et al. (2024), Lilian (2022), Oino (2019), and Tchakoute et al. (2024), who highlight that continuous monitoring and corrective controls reduce manipulation and promote transparent financial reporting.















Table 11. Extent of the Effect in terms of Transparency of Disclosures
	Transparency of Disclosures
	M
	Interpretation
	SD

	Overall
	3.58
	Very Great
	0.48

	1
	The inclusion of financially knowledgeable supervisory board members led to a more transparent financial reporting through enhanced oversight.        
	3.57
	Very Great
	0.51

	2
	Timely dissemination of financial information made possible by strong internal control systems, improved transparency in managerial decision-making.    
	3.65
	Very Great
	0.58

	3
	Top management’s commitment to internal control protocols resulted in open disclosure of both favorable and unfavorable financial outcomes.    
	3.56
	Very Great
	0.71

	4
	Internal controls designed to detect irregular transactions led to clearer and more accurate interpretation of financial results by stakeholders.    
	3.62
	Very Great
	0.78

	5
	Regular employee briefings on disclosure policies under internal control practices fostered consistent and transparent reporting.    
	3.51
	Very Great
	0.69

	6
	Transparency in reporting increased as internal policies require financial reports to be publicly accessible for independent review.   
	3.59
	Very Great
	0.76

	7
	The consistent preparation of financial disclosure reports under internal control oversight strengthened stakeholder trust and transparency.       
	3.62
	Very Great
	0.60

	8
	Financial reports that clearly disclosed accounting assumptions, as required by internal procedures, allowed for a more transparent understanding of results.       
	3.55
	Very Great
	0.60

	9
	Review committees assigned to oversee disclosure compliance played a vital role in improving transparency in previous financial statements.   
	3.54
	Very Great
	0.60

	10
	The practice of maintaining audit trails and backup records enabled clearer financial disclosures and strengthened transparency in reporting.   
	3.62
	Very Great
	0.72


Note: 3.50-4.0 (Very Great); 2.50-3.49 (Great); 1.50-2.49 (Low); 1.00-1.49 (Very Low)





























3.12 Extent of the Effect in terms of Adherence to recognized Accounting Standards

Table 12 presents the effect of internal control implementation on MFIs’ adherence to recognized accounting standards. The overall mean of 3.65 with standard deviation of 0.49 indicates a very great effect. All ten indicators were rated as having a very great effect. The highest-rated item was internal mechanisms ensuring timely report submission (M = 3.73, SD = 0.48), followed by formal board actions addressing noncompliance (M = 3.69, SD = 0.57) and internal checklists supporting conformity with accounting laws (M = 3.68, SD = 0.55).

These results indicate that internal control practices play a crucial role in ensuring that MFIs adhere to established accounting standards. The consistently high mean scores across all indicators, particularly the highest ratings for timely dissemination of financial information, indicate that respondents generally view these practices as important in promoting clear and accessible disclosures. Internal control measures, including governance involvement, employee briefings, and audit trails, appear to play a role in supporting more consistent and understandable reporting. The low standard deviations across indicators reflect a considerable level of agreement among respondents regarding the role of internal control mechanisms in supporting reliable and transparent financial reporting.

The very high ratings for timely reporting, board oversight, and internal checklist procedures align with Millichamp & Taylor (2008, as cited in Jabir, 2013) and Arens et al. (2008, as cited in Jabir, 2013), who emphasize that robust internal controls ensure transactions are accurately recorded, properly classified, and reported within the correct periods. Compliance with recognized frameworks such as PFRS and IFRS, supported by internal controls, enhances comparability, consistency, and transparency in financial statements (Efunniyi, 2024; IFRS Foundation, 2023; Alnaas & Rashid, 2019, as cited in Mwakapala, 2024). Monitoring updates in accounting standards and addressing auditor-raised weaknesses further reflects findings from Odetunde et al. (2021), Nalukenge et al. (2018), and Bananuka et al. (2019), confirming that systematic internal control practices strengthen adherence to IFRS. 

Moreover, strong ratings for cross-checking disclosures, regular assessments, and policy updates are consistent with Chang et al. (2020) and García et al. (2017, as cited in Pignatel & Tchuigoua, 2020), who assert that effective internal control reduces compliance deficiencies and enhances the quality and reliability of standards-based reporting.
















Table 12. Extent of the Effect in terms of Adherence to recognized Accounting Standards
	Adherence to recognized Accounting Standards 
	M
	Interpretation
	SD

	Overall 
	3.65
	Very Great
	0.49

	1
	The use of internal checklists helped ensure that all financial statements conformed to applicable accounting laws and reduced the risk of legal noncompliance.    
	3.68
	Very Great
	0.51

	2
	Assigning a designated compliance officer or team helped strengthen the institution’s ability to meet statutory financial reporting requirements.    
	3.65
	Very Great
	0.58

	3
	Tracking changes in accounting standards supported the institution’s internal control efforts and contributed to the alignment of financial reporting procedures with updated regulations.    
	3.64
	Very Great
	0.71

	4
	Documenting difficulties in complying with certain accounting standards enables management to take corrective actions that led to improved compliance in financial reporting.    
	3.58
	Very Great
	0.78

	5
	The work of designated committees in addressing auditor-raised weaknesses directly contributed to greater conformity of financial reports with external standards.    
	3.62
	Very Great
	0.69

	6
	Internal mechanisms designed to meet reporting deadlines helped ensure adherence to scheduled financial reporting and reflected a well-structured internal control system.  
	3.73
	Very Great
	0.76

	7
	Formal actions taken by the board in response to noncompliance findings prevented repeated errors and resulted to stronger financial reporting practices.    
	3.69
	Very Great
	0.60

	8
	Internal control procedures require all financial disclosures to be cross-checked with regulatory standards before final approval reduced the risk of misstatements in reports.    
	3.68
	Very Great
	0.60

	9
	The organization regular assessment of its reporting practices against government accounting standards resulted to compliance through internal control oversight.   
	3.58
	Very Great
	0.60

	10
	Policy updates driven by internal audits were promptly implemented, which resulted in more consistent financial reporting with evolving legal and regulatory requirements.   
	3.66
	Very Great
	0.72


Note: 3.50-4.0 (Very Great); 2.50-3.49 (Great); 1.50-2.49 (Low); 1.00-1.49 (Very Low)



3.13 Summary of the Extent of the Effect on the Quality of Financial Reporting of MFIs

Table 13 summarizes the overall effect of internal control mechanisms on the quality of financial reporting across four dimensions: Accuracy, Reliability, Transparency, and Adherence to Recognized Accounting Standards. Mean scores ranged from 3.56 to 3.65, all interpreted as very great effects, with low standard deviations (SD = 0.48–0.50) indicating strong agreement among respondents. The highest score was observed in Adherence to Accounting Standards (M = 3.65), followed by Transparency (M = 3.58), Accuracy (M = 3.57), and Reliability (M = 3.56).

The results suggest that internal control mechanisms may have a substantial influence on the quality of financial reporting across microfinance institutions. The consistently high mean scores across all four dimensions, particularly the highest rating for Adherence to Recognized Accounting Standards indicate that respondents generally perceive compliance with standards as a critical aspect of financial reporting quality. Slightly lower mean scores in Accuracy and Reliability may suggest that while internal controls are considered effective overall, there is still room for strengthening practices that ensure precise and dependable financial information. The low standard deviations across dimensions imply a strong consensus among respondents regarding the effectiveness of internal control mechanisms in supporting the transparency and consistency of financial reports.
    	
The very great effects on accuracy and reliability align with prior studies emphasizing that well-implemented controls reduce human errors, safeguard assets, and maintain consistency in financial records (Kimathi, 2025; Kabuye et al., 2021; Socea, 2012; Pedchenko et al., 2022). Similarly, strong ratings for transparency correspond with research demonstrating that clear disclosure practices, timely reporting, and structured governance enhance stakeholder trust and information credibility (Yoga & Pradana, 2014; Nazaruddin et al., 2023; Lilian, 2022).

Lastly, the highest-rated dimension, adherence to accounting standards supports literature asserting that robust control systems ensure compliance, reduce legal and regulatory risks, and improve comparability across reporting periods (Efunniyi, 2024; Nalukenge et al., 2018; Bananuka et al., 2019; García et al., 2017, as cited in Pignatel & Tchuigoua, 2020).


Table 13. Summary of the Extent of Effect on the Quality of Financial Reporting of MFIs
	Quality of Financial Reporting
	M
	Interpretation
	SD

	Overall
	
	
	

	Accuracy of Financial Information
	3.57
	Very Great
	0.50

	Reliability of Financial Information
	3.56
	Very Great
	0.49

	Transparency of Disclosures
	3.58
	Very Great
	0.48

	Adherence to recognized Accounting Standards
	3.65
	Very Great
	0.49


Note: 3.50-4.0 (Very Great); 2.50-3.49 (Great); 1.50-2.49 (Low); 1.00-1.49 (Very Low)



3.14 Extent of the Effect when grouped according to Length of Operation

Table 14 presents the effect of internal control management on the quality of financial reporting of MFIs grouped by length of operation. Both groups, MFIs operating 1–17 years and those operating 18–65 years, perceived a very great effect across all dimensions. The overall means were 3.56, SD = 0.50 for newer MFIs and M = 3.63, SD = 0.43 for older MFIs. Across both groups, adherence to recognized accounting standards received the highest scores, with M = 3.61 for newer MFIs and M = 3.70 for older MFIs. On the other hand, the lowest mean for newer MFIs was Accuracy of Financial Information, and lowest for older MFIs is Reliability of Financial Information. Low standard deviations indicate consistent perceptions among respondents.

The results suggest that MFIs with longer operational history tend to report slightly higher effects of internal control management on the quality of financial reporting. This may indicate that older MFIs have more developed internal control practices compared to newer MFIs. The consistently high ratings across dimensions, particularly in adherence to recognized accounting standards, imply that internal control management plays an important role in supporting financial reporting quality across MFIs regardless of length of operation. 

In terms of accuracy and reliability, the relatively lower mean scores for these dimensions across both groups may suggest that, while internal controls are generally viewed as effective, challenges remain in ensuring precise and dependable financial information. This pattern indicates that accuracy and reliability may require more consistent monitoring and refinement compared to other aspects of financial reporting.

The observed difference between newer and older MFIs aligns with Adato (2022), who found that older MFIs in Ethiopia, supported by experienced staff and stable audit systems, demonstrated stronger internal audit effectiveness, improving governance and financial reporting reliability. 

Similarly, Mugo, Njuguna, and Muchemi (2014) reported that Kenyan MFIs with longer operational histories maintained robust audit systems and produced higher-quality financial disclosures. These findings suggest that institutional experience and the evolution of internal control management over time enhance the effectiveness of controls, supporting consistent and standards-compliant financial reporting in MFIs.







Table 14. Extent of the Effect when grouped according to Length of Operation

	
	Length of Operation

	
	1-17 years
	18-65 years

	Internal Control Management
	M
	Interpretation
	SD
	M
	Interpretation
	SD

	Overall
	3.56
	Very Great
	0.50
	3.63
	Very Great
	0.43

	Accuracy of Financial Information
	3.53
	Very Great
	0.55
	3.61
	Very Great
	0.45

	Reliability of Financial Information
	3.54
	Very Great
	0.52
	3.59
	Very Great
	0.47

	Transparency of Disclosures
	3.56
	Very Great
	0.52
	3.61
	Very Great
	0.44

	Adherence to recognized Accounting Standards
	3.61
	Very Great
	0.51
	3.70
	Very Great
	0.46


Note: 3.50-4.0 (Very Great); 2.50-3.49 (Great); 1.50-2.49 (Low); 1.00-1.49 (Very Low)











3.15 Extent of the Effect when grouped according to Size of Business

Table 15 shows the effect of internal control management on the quality of financial reporting of MFIs, grouped by business size. Large MFIs reported the highest overall mean (M = 3.67, SD = 0.39) across all dimensions, followed by medium (M = 3.53, SD = 0.55), small (M = 3.57, SD = 0.52), and micro-MFIs (M = 3.42, SD = 0.47). Accuracy of financial information shows the largest difference between micro (M = 3.29, SD = 0.51) and large MFIs (M = 3.69, SD = 0.39), while adherence to recognized accounting standards is highest among large MFIs (M = 3.74, SD = 0.40). Low standard deviations in larger MFIs indicate consistent perceptions of internal control effectiveness.

The results suggest that larger MFIs implement more effective internal control practices, enhancing accuracy, reliability, transparency, and compliance with accounting standards. Smaller MFIs, particularly micro-institutions, face challenges in applying internal controls consistently, likely due to limited staffing, resources, or less formalized procedures. This disparity highlights the influence of organizational size on the maturity and robustness of internal control systems.

These findings are consistent with Doyle, Ge, and McVay (2007), who observed that larger firms, due to complex operations and regulatory obligations, maintain stronger internal control environments that reduce reporting errors. Adato (2022) also emphasizes that sufficient staffing and audit resources in larger organizations enhance internal audit effectiveness and the reliability of financial statements. In the context of MFIs, the results indicate that larger institutions are better equipped to implement robust internal controls, ensuring higher-quality financial reporting.

Conversely, micro and smaller MFIs may experience increased risk of errors or inconsistencies due to less mature systems. This underscores the need to tailor internal control mechanisms to institutional size, promoting governance, transparency, and stakeholder confidence across all organizational scales (Al-Matari, Al-Swidi, & Fadzil, 2014; Hartarska & Nadolnyak, 2007).


Table 15. Extent of the Effect when grouped according to Size of Business
[image: ]

3.16 Significant Difference in the Extent of Implementation of Internal Control Management of MFIs When Grouped According to Length of Operation

Table 16 presents the significant difference in the extent of implementation of internal control management of MFIs when grouped according to their length of operation. The result of Mann-Whitney U test (u= 1246.500, p=0.755) exceeded the 0.05 significance threshold. Thus, the null hypothesis, which states that there is no significant difference in the extent of implementation of internal control management when MFIs are grouped according to their length of operation, is not rejected.

The Mann-Whitney U test reinforces this conclusion, indicating that the extent of internal control implementation does not significantly differ based on the years an MFI has been operating. Whether an MFI has been in existence for 17 years and below or for more than 17 years, its level of internal control implementation remains statistically comparable. This suggests that even newly established MFIs are able to implement internal control systems at a level similar to those of long-standing institutions. Moreover, this indicates that external regulatory requirements and standardized practices may play a stronger role in shaping internal control implementation than operational experience alone.

However, the findings of this study do not fully align with existing literature on the role of operational longevity in internal control management. Phornlaphatrachakorn (2020) notes that the number of years a firm has operated influences its organizational development, while Taguinod (2025) argues that longer-established firms generally sustain stronger internal control systems due to accumulated experience. Similarly, Tunde (2023) reports that up to 95% of SMEs fail within their first five years often due to fraud highlighting the vulnerability of younger firms with weaker controls.

Table 16. Significant Difference in the Extent of Implementation of Internal Control Management of MFIs when grouped according to Length of Operation
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3.17 Significant Difference in the Extent of Implementation When Grouped According to Size of Business

Table 17 presents the significant difference in the extent of implementation of internal control management of MFIs when grouped according to the size of business. The Kruskal-Wallis test result (x2=3.717, p=0.294) was beyond the 0.05 limit. Therefore, the null hypothesis stating that there is no significant difference in the extent of implementation of internal control management when grouped according to size of business is not rejected.

The Kruskal–Wallis test supports this finding, showing that the size of the business does not influence how internal control management is implemented. This means that MFIs, whether small-scale or large-scale, maintain relatively similar levels of internal control practices. These findings suggest that MFIs across different business sizes uphold comparable internal control standards, possibly due to standardized regulatory expectations and uniform compliance requirements across the sector. Moreover, the similarity in implementation levels may indicate that institutional frameworks and external audits help ensure consistency in internal control practices regardless of an MFI’s scale of operations.

These findings, however, contrast with existing literature emphasizing the role of organizational maturity in shaping internal control effectiveness. The Committee of Sponsoring Organizations (COSO, 2013) states that internal control systems should align with an organization’s complexity, including factors such as length of operation, to ensure efficiency and integrity in financial reporting. Chenhall (2003) similarly notes that internal control structures often mirror a firm’s maturity and scale, while Hartarska and Nadolnyak (2007) highlight the importance of tailoring controls to the operational capacity of MFIs to maintain accountability. Studies also show that established MFIs gain control maturity over time. Adato (2022) found that older Ethiopian MFIs with stable audit functions and experienced staff demonstrate stronger internal audit effectiveness, leading to better governance.

Table 17. Significant Difference in the Extent of Implementation When Grouped According to Size of Business
	Variable
	Variables
	Mean Rank
	X2
	p-value

	Extent of Implementation of Internal Control Management
	Micro
Small
Medium
Large
	23.07
41.17
38.10
38.81
	3.717
	0.294

















3.18 Significant Difference in the Extent of Effect When Grouped According to Length of Operation

Table 18 presents the significant difference in the extent of the effect of the implementation of internal control management on the quality of financial reporting of MFIs when grouped according to the length of operation. The results show that there is no significant difference in this effect regardless of how long the MFIs have been operating. The Mann-Whitney U test result (u=1291.500, p=0.857) exceeded the 0.05 significance threshold.  Therefore, the null hypothesis stating that there is no significant difference in the extent of the effect of internal control implementation on the quality of financial reporting of MFIs when grouped according to length of operation is not rejected.

The Mann–Whitney U test further supports this finding, indicating that the length of operation does not significantly influence the effect of internal control implementation on financial reporting quality. Whether an MFI has been operating for 1–17 years or for 18–65 years, the extent to which internal control management enhances financial reporting quality remains statistically comparable. This consistency aligns with previous findings that the implementation of internal control management does not significantly differ between MFIs with shorter or longer operating years. Because MFIs implement internal control practices at similar levels regardless of age, it follows that the effect of those controls on financial reporting quality is likewise consistent. In other words, when the level of implementation does not vary much across groups, the strength of the effect of those controls on reporting quality also remains similar. The present findings suggest that MFIs, regardless of age, experience comparable benefits from internal control implementation, possibly due to standardized regulatory expectations and uniform compliance requirements across the sector, factors that help ensure both consistent implementation and consistent outcomes.

These findings, however, contrast with existing literature emphasizing the role of organizational maturity in shaping internal control effectiveness. The Committee of Sponsoring Organizations (COSO, 2013) states that internal control systems should align with an organization’s complexity, including factors such as length of operation, to ensure efficiency and integrity in financial reporting. Chenhall (2003) similarly notes that internal control structures often mirror a firm’s maturity and scale, while Hartarska and Nadolnyak (2007) highlight the importance of tailoring controls to the operational capacity of MFIs to maintain accountability. Studies also show that established MFIs gain control maturity over time. Adato (2022) found that older Ethiopian MFIs with stable audit functions and experienced staff demonstrate stronger internal audit effectiveness, leading to better governance.



Table 18. Significant Difference in the Extent of Effect When Grouped According to 
Length of Operation

[image: ]

3.19 Significant Difference in the Extent of Effect When Grouped According to Size of Business


Table 19 presents the significant difference in the extent of the effect of the implementation of internal control management on the quality of financial reporting of MFIs when grouped according to the size of business. The Kruskal-Wallis test result (x2=3.341, p=0.342) was beyond the 0.05 limit. Therefore, the null hypothesis stating that there is no significant difference in the extent of the effect of internal control implementation on the quality of financial reporting of MFIs when grouped according to business size is not rejected.
It implies that regardless of size of the business, the extent of effect on the quality of financial reporting does not significantly differ. Since the extent of internal control implementation does not differ significantly across business sizes, the resulting effect on financial reporting quality also remains consistent. In other words, when internal control practices are implemented at comparable levels across micro, small, medium, and large MFIs, the effect of it on the quality of financial reporting is likewise similar across these groups. This means that MFIs, regardless of their scale, experience a relatively similar degree of improvement in financial reporting quality as a result of their internal control implementation. 
These findings, however, contrast with existing literature emphasizing the role of business size in shaping internal control frameworks and reporting quality. Global and local evidence further demonstrates that larger MFIs tend to implement stronger controls and produce higher-quality financial statements (Adato, 2022; Doyle et al., 2007; Hartarska & Nadolnyak, 2007). Doyle et al. (2007) found that larger firms typically maintain stronger internal control environments due to more complex transactions and regulatory demands, reducing the likelihood of financial reporting errors. Adato (2022) likewise noted that scale-related advantages such as adequate staffing and audit resources enhance internal audit effectiveness. Moreover, Al-Matari et al. (2014) assert that an institution’s business profile, including its size and years of operation, fundamentally influences internal control management.

Table 19. Significant Difference in the Extent of Effect When Grouped According to Size of Business

	Variable
	Variables
	Mean Rank
	X2
	p-value

	Extent of Effect on the Quality of Financial Reporting 
	Micro
Small
Medium
Large
	24.57
37.38
36.69
40.71
	3.341
	0.342









3.20 Significant Relationship between the Extent of Implementation and its Effect on the Quality of Financial Reporting of MFIs

Table 20 shows the significant relationship between the extent of implementation of internal control management and its effects on the quality of financial reporting of MFIs. The results reveal a very strong and statistically significant relationship between these two variables (r=0.938, p=<0.001). The correlation coefficient indicates that as the level of internal control implementation increases, the quality of financial reporting likewise improves. This means that MFIs with more comprehensive and well-implemented internal control systems tend to produce more accurate, reliable, and transparent financial reports.

The statistical significance of this relationship further suggests that internal control management plays a crucial role in establishing a strong and monotonic relationship in shaping financial reporting outcomes. Strong internal controls help ensure proper documentation, minimize errors, prevent fraud, and reinforce accountability within the organization. Consequently, MFIs that prioritize internal control practices are more likely to achieve high quality financial reporting, reflecting enhanced operational integrity and strengthened governance. In this study, the extent of implementation of internal control management and its effect on the quality of financial reporting were consistent, indicating that not only do MFIs implement internal controls at similar levels across groups, but the resulting positive influence on reporting quality also remains comparable. This consistency underscores the practical importance of internal control systems in producing reliable financial information, regardless of differences in firm characteristics such as size or length of operation.


The current findings are supported by prior literature highlighting the importance of internal controls in improving financial reporting quality. Lari Dashtbayaz et al. (2019) emphasize that effective internal control systems enhance accuracy, reliability, and transparency in financial statements by minimizing errors and irregularities. Gafarov (2009) likewise affirms that well-developed internal controls provide continuous oversight, detect distortions in financial data, and strengthen organizational decision-making and accountability.

However, contrasting evidence exists. Amanamah (2024) found that internal controls did not significantly influence financial reporting quality in certain contexts, suggesting that the effectiveness of internal control systems may vary depending on organizational environments and how consistently controls are implemented.



Table 20. Significant Relationship between the Extent of Implementation and its Effect on the Quality of Financial Reporting of MFIs
	Variables
	Correlation Coefficient
	p-value

	 Implementation of Internal Control Management 

 Effect on the Quality of Financial Reporting of MFIs
	0.938
	<0.001**


**Significant at p<0.01



3.21 Extent of Implementation as Predictor of its Effect on the Quality of Financial Reporting of MFIs

Table 21 examines whether the extent of implementation of internal control management can predict the quality of financial reporting in microfinance institutions (MFIs). The results show a correlation coefficient of R = 0.925, indicating a very strong positive relationship between the predictor and the outcome variable. The coefficient of determination (R² = 0.856) reveals that 85.6% of the variation in financial reporting quality is accounted for by the extent of internal control implementation. 

The unstandardized coefficient is B = 0.960, suggesting that a one-unit increase in the extent of implementation corresponds to an increase of 0.960 units in financial reporting quality. The simple linear regression results (t=20.681, p<0.001) indicate that it is statistically significant, leading to the rejection of the null hypothesis. Thus, the estimated Financial Reporting Quality = 0.960 (Extent of Implementation of Internal Control Management) + 0.144.

The results indicate that the extent of implementation of internal control management may play an important role in influencing the quality of financial reporting in microfinance institutions. The very strong positive correlation suggests that higher levels of internal control implementation are associated with higher quality financial reporting. The high coefficient of determination implies that a substantial portion of the variation in financial reporting quality is related to differences in the implementation of internal controls. 

The regression coefficient indicates that incremental improvements in internal control practices could correspond to measurable increases in financial reporting quality. These findings suggest that the extent to which internal control management is applied is a key factor considered by MFIs in maintaining accuracy, reliability, transparency, and adherence to accounting standards in their financial reports.

The results are consistent with previous studies, such as Muhammad et al. (2023), Anggriawan & Yudianto (2018), and Jatmiko & Setiawan (2020), which highlight that strong internal controls enhance reporting credibility. Monitoring and corrective mechanisms further improve accuracy, reliability, and transparency (Gafarov, 2009; Anuruddha & Mahanamahewa, 2021). Local and international evidence (Yusran, 2023; Biasha & Wekesa, 2025) confirms that robust controls predict reporting quality, while weak controls increase the risk of errors and fraud (Ashbaugh-Skaife et al., 2008; Donelson et al., 2016). 
















Table 21. Extent of Implementation as Predictor of its Effect on the Quality of Financial Reporting of MFIs

	
	
	Coefficients
	t
	p-value

	Variable
	R
	R2
	Unstandardized Coefficient
	Standardized Coefficient
	
	

	
	
	
	B
	Std. Error
	Beta
	
	

	(Constant)
	0.925a
	0.856
	0.144
	0.168
	
	0.858
	0.394

	Extent of Implementation of Internal Control Management
	
	
	0.960
	0.046
	0.925
	20.681
	<0.001**


**Significant at p<0.01


4. Conclusion

The study revealed that the implementation of internal control management among microfinance institutions (MFIs) in Bacolod City has a very great effect on the overall quality of financial reporting. Strong practices in the areas of control environment, risk assessment, control activities, information and communication, and monitoring significantly enhance the accuracy, reliability, transparency, and credibility of financial information. Consistent implementation of robust internal controls, regardless of the length of operation or the size of business, reinforces sound financial practices that support informed decision-making, improved accountability, and stronger stakeholder confidence.
Despite the strong overall implementation, certain areas require further improvement, a small number of indicators were rated great rather than very great, indicating areas where implementation was less than fully achieved. The regular review and updating of internal control policies in the Control Environment remains less consistent, highlighting the need for more systematic policy evaluation to address emerging risks. In Risk Assessment, limited updates to risk mitigation plans suggest the need for a stronger focus on fraud risk identification and proactive control measures. Similarly, while Information and Communication practices are generally strong, employee feedback mechanisms can be further enhanced to encourage active participation in improving internal controls. staff development programs focused on internal control compliance under monitoring and professional ethics under control activities.
Furthermore, the findings show that the implementation of internal control management has a very great overall effect on the quality of financial reporting among MFIs. Nevertheless, several indicators obtained great rather than very great ratings, indicating that internal control implementation produces a clear but comparatively weaker influence on certain aspects of financial reporting quality. With respect to accuracy, indicators such as the adoption of automated accounting systems, management-led risk analysis, and periodic variance analysis were rated great, reflecting their positive contribution while showing a relatively lower impact on the direct verification of transaction accuracy. In terms of reliability, the resolution of audit-identified control deficiencies and the rotation of personnel involved in financial reporting also received great ratings, indicating that these practices function as supportive controls rather than as the primary drivers of reliable financial reporting.
The study also identified variations in internal control implementation and its effect on financial reporting quality based on the length of operation and business size. MFIs with longer operational history demonstrate more mature and structured control systems, particularly in Control Activities, Information and Communication, and Monitoring. Small MFIs report the highest level of implementation, while larger and more established institutions experience stronger effects on financial reporting quality. Overall, the findings confirm a positive correlation between the extent of internal control implementation and the quality of financial reporting, indicating that more comprehensive and consistently applied controls lead to more accurate, reliable, and transparent financial reports.
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