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Abstract 

The research is conducted to evaluate the relationship between management philosophy and 

internal control of selected insurance companies along Session Road, Baguio City. For any 

insurance company, it is imperative to maintain a high level of internal controls and a good set of 

management philosophy in utilizing the premiums it has collected from customers. In the recent 

years, reports showed that inefficient internal controls accompanied with the participation of 

management in the misuse and misappropriation of the assets of firms have been the reason for 

numerous bankruptcies. The researchers therefor would like to know if the management 

philosophy is still being integrated into the internal control of the business entities. Based on the 

data gathered, both internal control and management philosophy of the insurance companies are 

highly implemented. Customer relationship is the management philosophy component which is 

most highly implemented. Crisis management had the least rating of implementation for 

management philosophy. The control environment and risk assessment are the components of 

internal control with the highest and lowest levels of implementation respectively. Among the 

component of internal control and management philosophy, monitoring activities and employee 

motivation had the highest correlation. Overall, there is a moderate relationship between internal 

control and management philosophy of insurance companies along Session Road, Baguio City.  
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Introduction 

Internal control plays a very important role in the management of a business. It is designed to 

address identified risks that threaten the achievement of organizational objectives with regard to 

reliability of financial reporting, effectiveness and efficiency of operations, and compliance with 

laws and regulations (The Institute of Internal Auditors, 2008). Internal control is fundamental to 

the successful operation and day-to-day running of a business and it assists the company in 

achieving its business objectives (Hong Kong Institute of Certified Public Accountants, 2005). It 

encompasses all controls incorporated into the strategic, governance and management processes, 

covering the company’s entire range of activities and operations, and not just those directly related 

to financial operations and reporting. Its scope is not confined to those aspects of a business that 

could broadly be defined as compliance matters, but extends also to the performance aspects of a 

business. 
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According to Ochoge (2011), internal controls are systems comprising of the control environment 

and control procedures. The components of internal control are the control environment; risk 

assessment; control activity; information and communication systems; and monitoring. 

 

The control environment is the overall control consciousness of an organization effected by 

management through policies, procedures, ethical standards, and monitoring processes (Ofori, 

2011). The management including the governing board is responsible for making sure that the right 

controls are in place, and that they are performing as intended. Within the managerial ranks, the 

CEO provides the leadership needed to establish and guide an integrated internal control 

framework. He establishes a positive “tone at the top” by conducting an organization’s affairs in 

an honest and ethical manner and establishing accountability at all levels of the organization. If 

the CEO does not demonstrate strong support for internal controls, the organization as a whole 

will be unlikely to practice good internal controls (Dinapoli, 2010).The control environment 

includes the governance and management functions and the attitudes, awareness, and actions of 

those charged with governance and management concerning internal control and its importance in 

the entity (Ireneo, Ireneo, & James, 2012). 

 

According to Ochoge (2011), an internal control system is most effective when controls are built 

into the organization’s infrastructure, becoming part of the very essence of the organization’s 

success in terms of continued improvement on performance standards as part of the competitive 

advantage of the organization. It was also asserted that effective internal control is a tool that 

enhances good access to capital and ensures sustainability (Njanike, Mutengezanwa, & 

Gombarume, 2011). Internal controls are simply good business practices. Hence, ineffective 

internal controls result in ineffective programs and losses (Brian, 2013). 

 

Management philosophy is that set of rational principles which form the basis for guiding or 

controlling the operation or performance of a business activity. A truly effective management 

philosophy is a belief system that defines what is truly important to everyone within an 

organization, particularly how people within the organization should be treated in pursuit of best 

business practices (Management Philosophy Creates an Atmosphere for Success). Management 

philosophies and operating styles have an influence on the control environment particularly when 

management is dominated by one or few individuals (http://www.asu.edu/fs/documents/ 

icq/control_environment_icq.pdf). 

 

Since the management plays the major role in the formulation and adaptation of internal controls, 

it is important that these controls are not only identified, but also imbedded in their philosophy. 

According to Njanike et al (2011), effective internal controls provide a moral compass that guides 

leaders and staff when faced with ethical dilemmas, making it the foundation and building block 

upon which good corporate governance is built and sustained. 

 

Insurance means a collective bearing of risk. An insurance system, whether life or non-life, 

provides people with a reasonable degree of security and assurance that they will be compensated 

in the event of a calamity or a peril. It also helps the businessmen or individuals to protect 

themselves from catastrophic losses and to anticipate potential risk problems (Goyal & Jain, 2012). 

With this in mind, insurance companies should also give their customers the assurance that the 

business itself is thriving well as supported by a good internal control system under the supervision 
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of the management. Insurance companies should not add to the potential risks. 

 

In the recent years, reports showed that inefficient internal controls accompanied with the 

participation of management in the misuse and misappropriation of the assets of firms have been 

the reason for numerous bankruptcies.  Among them includes HIH Insurance of Australia and 

Legacy Group of Companies of the Philippines. 

 

Significance of the Study  

Fraudulent activities made by the management or employees of different business establishments 

have regularly been exposed. The researchers would like to know if the management philosophy 

is still being integrated into the internal control of the business entities. 

 

 

Statement of the Problem 
The general focus of this research is to evaluate the relationship between internal control 

and management philosophy of selected insurance companies in Session Road, Baguio City.  

The study seeks out to answer the following: 

1. What is the level of implementation in the following management philosophy components? 

a) Employee motivation 

b) Crisis management 

c) Customer relationship 

d) Maximum efficiency 

2.What is the level of implementation in the following internal control components? 

a) Control environment 

b) Risk assessment 

c) Control activity 

d) Information and communications 

systems 

e) Monitoring 

3. Is there a relationship between management philosophy and internal control?  

 

 

Paradigm of the Study 
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Limitations of the Study 

The study considered the perception of the branch manager of each insurance company. 

 

Hypothesis 
The study was guided by the following hypothesis: 

There is no significant relationship between internal control and management philosophy. 

 

Methodology 

Included in this part of the study are the locale and population of the study and the data gathering 

tools and procedures used in the study. 

 

Research Population or Community 

The respondents of the study are the managers available in the branches of insurance companies 

located along Session Road, Baguio City. The total population of insurance companies in Session 

Road is 19. This was taken from Permits and Licensing Division of the Office of the City Mayor 

of Baguio City.  

Out of the 19 insurance companies, 15 agreed to answer the questionnaire. 

  

Data Gathering Tools and Procedures 

The researchers developed the questionnaire after reading and analyzing several questionnaires 

and related literature used by other researchers which were found to be relevant to the conduct of 

the study. 

 

The questionnaire consists of two parts. The first part is about the internal control present in the 

company and is further subdivided into five parts which are also the components of internal 

control. These parts are control environment; risk assessment; control activity; information and 

communication systems; and monitoring. The second part of the questionnaire is about the 

management philosophy of the company and is further subdivided into the following parts: 

employee motivation, crisis management, customer relationship and maximum efficiency. 

 

The researchers prepared the questionnaire and chose to direct it to the manager of one of the 

branches of each insurance company along Session Road, Baguio City. Interviews were also 

conducted to substantiate the answers given by the manager. 

 

Both the dependent and independent variable were converted to interval data into a five-point 

Likert scale (See Table 1). To determine the degree of correlation of management philosophy and 

internal control, the researchers made use of the Pearson’s correlation coefficient(See Table 2).  

 

Findings and Discussion 

The component of internal control with the highest implementation rating is the control 

environment (See Table 3).It is the foundation for all other components of internal control and 

provides structure and discipline (Understanding Internal Controls: A Reference Guide for 

Managing University Business Practices).  It centers on how a company is operated by its 

management, reflecting such matters as their philosophies and operating style. A strong control 

environment supported by an ethical tone at the top is the cornerstone of a system of internal 

controls that supports the financial reporting oversight role of the audit committee (Callaghan, 
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Savage, & Mintz, 2007). 

 

Insurance companies give the least emphasis on the implementation of risk assessment. Risk 

assessment is the identification of factors or conditions that threaten the achievement of 

organizational objectives and goals. It involves identifying risks to the effectiveness and efficiency 

of financial and service operations, to the reliability of financial reporting, and to compliance with 

laws and regulations. Based on the Insurance Fraud Survey conducted by Ernst and Young to 

assess the fraud scenario, the potential risk exposure, the economic impact and the industry 

practices to counter fraud risk, it was found out that the negative effect of fraud affecting the 

insurance sector is often under-reported or discounted. Business leaders are aware of the need to 

address this risk, but the lack of a comprehensive and integrated approach to fraud risk 

management continues to be a concern (Fraud in Insurance). However, an article entitled, 

“Systematic Risk Factors in the Insurance Industry and Methods for Risk Assessment” argued that 

increased attention has been focused on the many different kinds of risks faced by the insurance 

industry.  

 

Overexposure to liabilities that were difficult to measure in advance has certainly played a part in 

the downfall of some entities. Distress due to concentrated exposure may also increase because 

these companies expand into areas outside of their core competencies. In these cases, liabilities 

were difficult to predict due to their risk management deficiencies. 

 

The study also revealed that insurance companies implement management philosophies with 

objectives related to customer relationship the most (See Table 4). The factor most important for 

the continued success of a company is its relationships with customers. Insurance is one of the 

most complex financial services products, where the strength and depth of the customer 

relationship determines the success or failure of sales efforts. Customers need guidance and 

reassurance from someone they trust (CRM for Insurance). 

 

Insurance companies give the least effort on the implementation of management philosophies 

related to crisis management. Crisis management is broadly defined as an organization’s pre -

established activities and guidelines for preparing and responding to significant catastrophic 

events or incidents in a safe and effective manner (Lockwood, 2005).  

 

Contrary to the findings of the study, the insurance industry is generally known to display 

resilience in the face of adverse market conditions and is in a position to absorb market 

volatility as an institutional investor with a long-term perspective. In this sense, the insurance 

sector acted as a stabilising factor at a time of considerable stress in the global financial 

system (Schich, 2009). 

 

Based on the findings, there is a strong relationship between monitoring and employee motivation. 

Monitoring is the review of an organization's activities and transactions to assess the quality of 

performance over time and to determine whether controls are effective. Management should focus 

monitoring efforts on internal control and achievement of organization objectives. For monitoring 

to be most effective, all employees need to understand the organization's mission, objectives, and 

responsibilities and risk tolerance levels (State University of New York, Office of Internal 

Controls). In a recent study entitled, "How Smart HCM Drives Financial Performance", 
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researchers found that employees in the weakest-performing companies did not clearly understand 

the connection between their individual efforts and the overall goals of their employers. These 

same people also reported feeling confused as to their roles at the company, which naturally 

resulted in unfocused and therefore less productive work activity. Employees’ perception of the 

goals, standards and political principles of their firms were positively and significantly related to 

employee motivation and gratification towards work (Satti). A motivated employee is responsive 

of the definite goals and objectives he/she must achieve, therefore he/she directs its efforts in that 

direction (Manzoor). 

 

Overall, there is a moderate relationship between internal control and management philosophy. 

Management philosophy is a belief system that guides how people will interact with other people. 

It is closely connected to the corporate culture as well as the concepts of value systems and 

leadership. Organizational culture supports the control environment insofar as it sets expectations 

of behavior that reflects a commitment to integrity and ethical values, oversight, accountability, 

and performance evaluation. Therefore culture is influenced by the control environment and other 

components of internal control, and vice versa. In addition, management philosophy should create 

a positive atmosphere in which the risk of misstatement is reduced and that is conducive to the 

effective operation of internal control. 

 

Conclusion 

The following are the relevant findings related to the internal control of the insurance companies 

along Session Road, Baguio City: 

 Each component of internal control is highly implemented. 

 The component of internal control which had the highest level of implementation by the 

insurance companies is the control environment 

 The component of internal control which had the lowest level of implementation by the 

insurance companies is risk assessment. 

 In general, the internal control systems of the insurance companies are very effective. 

 The following are the relevant findings related to the management philosophy of the 

selected insurance companies: 

 Each component of management philosophy is highly implemented. 

 The component of management philosophy which had the highest level of implementation 

by the insurance companies is customer relationship. 

 The component of management philosophy which had the lowest level of implementation 

by the insurance companies is crisis management. 

 In general, the management philosophies of the insurance companies are very effective. 

 Based on Pearson’s correlation coefficient, there is a moderate relationship between 

internal control and management philosophy. 

 

Recommendations 

Based on the findings of the study, the following recommendations are offered to the insurance 

companies to assist them in improving their internal control: 

 Maintain regular reviews and proper attention to the matters set out on regulations and 

guidelines pertaining to solvency and effective risk management functions. 

 Anticipate possible and significant changes within the organization and analyze how risks 

will be affected by these changes and make proper actions. 
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 The following recommendations are offered to the insurance companies to assist them in 

improving the implementation of a good management philosophy: 

 Encourage management and employees to be attentive and responsive to possible problems 

faced by the business. 

 Make an ongoing effort to identify potential problems and develop countermeasures such 

as creating a crisis management team from key business areas.. 

 The following are the recommendations of the researchers to those who would also like to 

make a related study: 

 Consider internal control as a part of each business cycle.  

 Consider other factors that could impact the management philosophy of a business 

establishment such as management styles and management theories applied.  

 Extend the scope of the study. The researchers recommend to the other researchers to 

conduct a similar type of study which will encompass a greater number of companies. 
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Tables 

Table 1: Likert Scale on the Level of Implementation of Internal Control and Management 

Philosophy 

 

 

To determine the range of the arbitrary values used in the study, the researchers followed the 

formula: 

(5-1)    = 0.8 

5      000 

 

Where: 0.8 is constant. 

 

 

Table 2: Pearson’s Correlation Coefficient and Interpretations 

Pearson’s Correlation 

Coefficient 
Interpretation Symbol 

0.00 to 0.29 Weak relationship W 

0.30 to 0.69 Moderate relationship M 

0.7 and higher Strong relationship S 

 

 

 

 

 
 

 

 

 

 

Table 3: Level of Implementation of Internal Control 

Rate Range Interpretation for Internal Control 

1 1.00-1.79 

 

Internal control is not implemented. 

 

2 1.80-2.59 Internal control is slightly implemented. 

3 2.60-3.39 The level of implementation of internal control is acceptable. 

4 3.40-4.19 Internal control is well implemented. 

5 4.20-5.00 Internal control is highly implemented. 

 

Rate Range Interpretation for Management Philosophy 

1 1.00-1.79 Management philosophy is not implemented. 

2 1.80-2.59 Management philosophy is slightly implemented. 

3 2.60-3.39 
The level of implementation of management philosophy is 

acceptable. 

4 3.40-4.19 Management philosophy is well implemented. 

5 4.20-5.00 Management philosophy is highly implemented. 
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CONTROL ENVIRONMENT WEIGHT

ED MEAN 

INTERPRETAT

IONS 

Policies regarding the importance of internal controls and 

appropriate conduct are communicated to all staffs. 
4.53 Highly 

Implemented 

Internal audits or other control systems exist to periodically 

test for compliance with codes of conduct or policies. 
4.67 Highly 

Implemented 

Management periodically reviews the policies and procedures 

to ensure that proper controls are in place. 
4.73 Highly 

Implemented 

AVERAGE 4.64 
Highly 

Implemented 

   

RISK ASSESSMENT   

Technology issues are considered and appropriately 

addressed. 
4.27 Highly 

Implemented 

Significant internal and external operational, financial, 

compliance and other risks are identified and assessed on an 

ongoing basis. 

4.33 Highly 

Implemented 

Management appropriately evaluates risk when planning for 

new product or activity. 
4.47 Highly 

Implemented 

AVERAGE 4.36 
Highly 

Implemented 

   

CONTROL ACTIVITY   

Policies and procedures exist to ensure critical decisions are 

made with appropriate approval. 
4.87 

 

Highly 

Implemented 

There is a system in place to ensure that duties are rotated 

periodically. 
4.67 Highly 

Implemented 

The company has employed security guards. 3.73 Well 

Implemented 

Processes exist for independent verification of transaction. 4.40 Highly 

Implemented 

AVERAGE 4.42 
Highly 

Implemented 

   

INFORMATION AND COMMUNICATION SYSTEMS   

All staff understands their role in the control system. 4.73 Highly 

Implemented 

There are effective reporting procedures in communicating a 

balanced and understandable account of the company’s 

position and procedures. 

4.47 Highly 

Implemented 

AVERAGE 4.60 Highly 
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Implemented 

 
 

 

 

 MONITORING   

There are ongoing processes within the company’s overall 

business operations and these are addressed by senior 

management to monitor the effective application of the 

policies, processes and activities related to internal control and 

risk management. 

4.60 Highly 

Implemented 

There are processes to monitor the company’s ability to re-

evaluate risks and adjust controls in response to changes in its 

objectives, business, and external environment. 

4.47 Highly 

Implemented 

There are effective follow-up procedures to ensure that 

appropriate change or action occurs in response to changes in 

risks and control assessments. 

4.53 Highly 

Implemented 

Reports on significant failings or weaknesses are reported to 

management on a timely basis. 
4.40 Highly 

Implemented 

AVERAGE 4.50 
Highly 

Implemented 

   

General Average for Internal Control 4.50 
Highly 

Implemented 
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Table 4: Level of Implementation of Management Philosophy 
 

EMPLOYEE MOTIVATION 
WEIGHT

ED MEAN 

INTERPRETAT

IONS 

The employees feel that their inputs and efforts matter to the 

company. 
4.53 Highly 

Implemented 

The management encourages continuous development of its 

employees. 
4.53 Highly 

Implemented 

The management encourages its employees to be honest, 

faithful and loyal to the company. 
4.73 Highly 

Implemented 

The management listens to its employees by being open to 

comments and suggestions for further development of the 

company and its employees. 

4.33 Highly 

Implemented 

The employees are given incentives and bonuses for their 

efforts. 
4.47 Highly 

Implemented 

AVERAGE 4.52 Highly 

Implemented 

   

CRISIS MANAGEMENT   

The company is able to detect a crisis during or before its 

occurrence. 
4.33 Highly 

Implemented 

The company manages crisis effectively in order to prevent 

material losses. 
4.33 Highly 

Implemented 

The company manages crisis in a timely manner in order to 

prevent material losses. 
4.53 Highly 

Implemented 

Every employee’s voice is heard with regard to their 

suggestions to solve problems inside and outside of the 

company. 

4.33 Highly 

Implemented 

AVERAGE 4.38 Highly 

Implemented 

 

CUSTOMER RELATIONSHIP   

The company establishes a strong customer relationship 

through its employees. 
4.80 Highly 

Implemented 

The company encourages its customers to communicate with 

them in order to know the customers’ thoughts about their 

service. 

4.93 Highly 

Implemented 

Employees are encouraged to treat customers appropriately 

even if the customers are not in an agreeable mood. 
5.00 Highly 

Implemented 

AVERAGE 4.91 Highly 

Implemented 

   

 MAXIMUM EFFICIENCY   

Employees are encouraged to serve customers within 

prescribed time.  
4.67 Highly 

Implemented 

Employees are trained to serve customers within the least 4.47 Highly 
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possible time. Implemented 

AVERAGE 4.57 Highly 

Implemented 

   

General Average for Management Philosophy 4.60 Highly 

Implemented 

 
 

 

Table 5: Pearson’s Correlation Coefficient: Findings and Interpretations 
 

 

 

 

 

 

 

 

*WHERE:  

     EM – Employee Motivation 

     CM – Crisis Management 

     CR – Customer Relationship 

     ME – Maximum Efficiency  

 

     CE – Control Environment 

     RA – Risk Assessment 

     CA – Control Activity 

     ICS – Information and Communication System 

     M – Monitoring 

 

     S – Strong 

     M – Moderate 

     W – Weak 

 

 Management Philosophy 

In
te

rn
a

l 
C

o
n

tr
o

l 

 EM CM CR ME 

CE 
0.3751 

M 

0.5415 

M 

0.4467 

M 

0.0694 

W 

RA 
0.5432 

M 

0.3135 

M 

0.3564 

M 

0.0392 

W 

CA 
0.2704 

W 

-0.0324 

W 

0.1759 

W 

-0.0566 

W 

ICS 
0.4931 

M 

0.4941 

M 

0.3588 

M 

-0.1990 

M 

M 
0.7666 

S 

0.4471 

M 

0.3049 

M 

-0.1560 

W 

Management philosophy and  internal 

control 
0.4761 M 


