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Abstract 

This sludy was conducted on impaCIS of inlernal control over accounling frauds in public 

enlerprises in Addis Ababa. In generallhe paper uses sequential mixed methodology. Data are 

collected by using a self-administered survey \Vhich has bOlh open ended and closed ended 

question. The queslionnaire was given 10 both audilors and accountanl who are found al 

different level. Ajier feeding(inserling) Ihe collected dala in 10 SPss for analyzing purpose; the 

researcher found Ihal some of Ihe company 's inlernal conlrols are slrong enough so Ihal Ihe 

possibility of accounting frauds which expected 10 happen is velY low as compared to Ihose 

surveyed public entelprises which are characlerized by weak inlernal control. In general Ihe 

reasons ,vhich plays a grealer role in motivaling and pushing peoples 10 commil accounling 

frauds includes personal finance al losses. living beyond once means, Lack of internal conrrois 

that prevenl or deleCI fraud, ignorance and incapacity, and lack o/an audit {rial. The types v/ 

accoul1ling frauds Ihal is commilled in Ihe public enlPlprises are depend 017 Ihe nalure 0/ the 

Ul.: ,: . . ;;t lkey I hdertc. f~()~ ~ "1r1 .; , ~.: ' ~dt:.) ;';o ,'::! ;,11g .nr,ir.c [p /es, '}"'./lffrulf.:7.tin,~ of {'(flo ~' . '17l'fI,!iru{afhlf! 

of slocks(invenlories), and manipulaling revenues and expenses. Finally re;pondel1ls agree 'h", 

even ifinlernal control is the besl weapon 10 overcome accounlingfraud relaled problems; il has 

10 be supplemented by other issues like selling a code of conducl, lraining employees and consuil 

aboUllhe elhical issues. 

Key wo rd s: Accounting frauds , Fraud triangle, In terna l control 
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Chapter One Introduction 

This thesis scrutinizes the impact of internal control over accounting frauds in pub lic enterprises 

wh ich are found in Addis Ababa city admi nistration. Internal control is an accounting procedure 

or system designed to promote efficiency or assure the implementat ion of a policy or safeguard 

assets or avo id fraud and error. Internal Control is a major pan of manag ing an organization. It 

comprises the plans, methods, and procedu res used to meet missions, goals, and objectives and, 

in doing so, support performance based management (Arad and Navid , 2009). 

The purpose of this chapter is to deliver background information on the thesis. The other parts of 

the chapters are organized as follows. The first sect ion presents a summary of prior research 

conducted on the theme of the research which was cons idered as a background for the research. 

The second section se ts out the statement of prohlen's, The objectives of the ,'csearch and the 

rp"f"~rcl-I. f'Ju esti·onaar..'\'. ~"eser~~ ,~ ~!~ tl:: ~ hini 3rrl rolP"th sect lC' lL ~:1': fif! ~l :nd ~ i :\ th S~,.ti01! 

displays significance and scope and limitation of the research paper respect ive ly. Finally, the 

struc[Ure of the thesis is presented in the sixth section. 

1.1 Back ground of the study 

Recent reponed cases of multibillion-dollar fra udu lent corporate accounting and reporting 

scandal have refueled public policy debates on Internal control (IC). It is an issue of considerable 

interest to policy makers involved in corporate governance issues. IC in essence is intertwined 

with and direct ly affected by the dynamics of corporate governance. IC is intended to assure that 

if it is properly designed and implemented it helps the companies can achieve their objectives 

and they become prevented from accounting fraud s, 

Prior sllldies on IC ha ve supported the relevance of IC di sc losures as a monitoring tool on IC for 

shareholders and have focused on two dimensions: exam ining the substance and va riety of 

voluntary IC di sc losures in an nual reports; and dete rmining the usefulness of IC di sc losures to 

users of fin ancial statements (EI-Gazzar and Fornam, 2003; O'Rei ll y-A lien and McMul len, 
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2002; Hermanson, 2000). For exampl e, Deumes and Kneche l (2005), Wi lli s and Lightl e (2000) 

and EI-Gazzar and Fornaro (2003) analyzed the different types of asse rtions contained in IC 

di sclosures. Wal lace (1981) analyzed the content of IC disc losures of municipal govemment 

reports. Hermanson (2000) analyzed the demand for IC di sclosures by surveying disparate user 

groups. He fo und that IC disclosures might serve to motivate both management and the audit 

com mittee to focus their attent ion on enhancing IC. Wal lace and White (1996) fo und that senior 

management at compan ies with an internal audit function (lAF) focused primaril y on aspects of 

financ ial contro ls (versus operationa l controls) and those at larger firm s were more likely to 

publish IC di sclosures. McMu ll en et al. ( 1996) found that although sma ller firm s had a higher 

incidence of financia l reponi ng problems than la rger firm s, the incidence was lo wer when sc ni Ol" 

management at such companies published IC reports. IC di sc losure is ri sky but the risk varies 

inverse ly with the level of IC attained (Root , 1998). For a company that has attained a hi gh level 

of IC, such di sc losure is an opportunity to showcase that quality. 

'\ !~ hou;i. larger bu '~~'l;; ~c :-:;:)"C f-,k [:1\ H~ t~;"~l3df~ ; l ..;e econ Ol II it" i,;{l iTIC, f. ffiH.' h1.1 \.. h~ :1.K r::­

cost ly for smal l businesses (Thomas and Gibson, 2003; Price Waterhouse Coopas (PWC l. 

2003). The average small business fraud amounted to $98,000 per occurrence compared to 

$105,500 per incident for large companies (Assoc iation of Certified Fraud Examiners, 2004). On 

a per employee basis, losses from fraud can be as much as 100 times greater at small finns than 

large firms (Association of Cert ifi ed Fraud Examiners, 2004; Well s, 2003). In addition , the 

damage infli cted by fraud goes beyond direct monetary loss. Col lateral damage may incl ude 

harm to external business relationships, emp loyee mora le, firm reputati on, and branding (Pri ce 

Waterhouse Coopers (PWC), 2003). In fact, some of the collateral effects of fraud , such as 

damage to linn reputation, can be long-term (PWC, 2003). Despite the increased incidence of 

fraud and enactmen t of new ant i-fraud laws, many organizational anti -fraud effDlts are not 

current and are somewhat superfi cia l (Andersen, 2004). Hence, many entities are tryi ng new and 

di fferent steps to combat fraud (Price Waterh ouse Coopers (PWC), 2003). 

2 
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