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Abstract
Internal audit is an important part of the corporate governance structure within an organization.
The main objective of this study is to look at the factors that determine internal audit quality in
selected Ethiopian commercial banks. The study used purposive sampling method and covered
the head office internal auditors of selected Ethiopian commercial banks. Quantitative research
method was adopted in the study. Data were collected by self-administered questionnaire to 128
internal audit department staff of the banks. These questionnaires were constructed in 5-point
likert scale, distributed to internal auditors of selected Ethiopian commercial banks. Multiple
Regression (OLS) has been employed to regress the data obtained via a questionnaire of a 5-
point Likert scale. The result of this study show that adherence to code of ethics, quality
assurance practice of 1A and management cooperation and trust were strong and has
statistically significant effect on internal audit quality. As the regression results shows audit
follow-up practices of 1A, independence of internal auditors and tight audit time have
insignificance effect on internal audit quality. The study recommends that Ethiopian commercial
banks must work to ensure the availability of the key factors to achieve the quality of internal
audit function. The study also opens avenues for upcoming studies to delve into the similar topic

for more in-depth information in Ethiopian commercial banks.

Key Words: Internal audit quality, internal audit, Ethiopian commercial Banks, adherence to
code of ethics, quality assurance practice, management cooperation, audit follow up,

independence and tight audit time



Acknowledgements
Above all my sincere and loving thanks go to the Almighty God who bestowed upon me
knowledge and power to pursue my education up to this level. Next, | am heartily thankful to my

advisor Dr. Degefe Duressa who assisted me to complete the study.

I would also like to give special credit to internal audit staffs of selected Ethiopian commercial
banks for their invaluable information that gave life for this study. Throughout conducting the
courses and this research, | would be remiss if I did not mention my classmate and friend Ato
Milliyon Melaku, without the dedication and coordination effort of him; the entire program

would not have been possible.

Lastly, I especially wish to thank my wife Hirut Bekele, my two daughters Mahilet and Abigia
and my son Ezra for their encouragement, understanding, unwavering support and affection not
only throughout the duration of this thesis but my entire life. To you | am forever grateful and |

dedicate this thesis to you all.

I owe all of you my sincere and deepest gratitude - thank you very much indeed!

Getu Birru
June, 2019



Table of Contents

StatemMeNnt OF DECIATATION. ........coueuirieiirieiiitc ettt sttt b b [
Statement OF CertITICAION ........ooueiririe et st i
AADSTTACT ...ttt b et a et b e bbb n et nneneens iv
ACKNOWIBAGEIMENTS .....ccvetetet ettt a ettt et eb s bbb b et et et eseeseebeebeneennes v
I 0] T U1 iX
LSE OF TADIES. ...ttt X
List of Acronyms and ADDIEVIALIONS ..........ccuiiuiecieiiiiccce ettt e sre e aneeas Xi
CHAPTER ONE ...ttt ettt ettt sttt st b e b e s bt e s ae e s st e e teesbeesbeesaeesatesabeenbeennes 1
L1, INEFOAUCTION ...ttt sttt ettt b e bbbt et et et e st eseebesbenbentens 1
1.2.  Background OF the STUAY.........cccueeriririnieeeeee sttt 1
1.3 Statement Of the ProDIEM ........c.ouiiii e 3
1.4, RESEAICH QUESTION ...eeeiiiiticieeteeeeeteete ettt ettt et et e e te et e st e e e e besaeesaesbeeaaesteesaentesteesseseensessenseeneas 4
1.5, ODJectives O the STUAY.......cceiiieeeieeeeceeece ettt et st be e e resraennas 5
151, GENEIal ODJECLIVE ...cviceeeiieteetecteeeete sttt ettt sttt ettt et et e s be e et e s ra e tesbeenaesteessensesrnenes 5
152, SPECITIC ODJECHIVES ..oocveeeiiceeceecteee ettt st st st s e s beeraebesreenes 5

1.6.  HypOthesis Of the STUAY .........ccueiriririeeee ettt 5
1.7, SCOPE OF the STUAY ..eceeeiiceeeeee ettt ettt ettt e s re et esneeseeeesneeneas 9
1.8.  Significance OF the STUAY ......cceeeiiiieee et sttt be b e sreeanans 10
1.9, Limitations Of the STUAY .....ccviiuieieiicece ettt ettt s b e s be et e steennens 10
1.10.0rganization Of the STUAY ......ccecuieiieiiiiece ettt et be e et e sre e b e sbeeabesreesnens 11
CHAPTER TWO ...ttt sttt et et sh et b et b e s bt et e st e ebe et e sb e e st e b e sae e besbesasenbeeneens 12
REVIEW OF RELATED LITERATURE ..ottt sttt sttt 12
2.1, INEFOAUCTION ...ttt bbbttt 12
2.2, Theoretical LIiterature REVIEW ........cccoirieirieiriiirieieeceetet sttt ettt 12
2.2.1. Definition and scope of Internal AUit..........c.ccveeeeiiieieiiceeeee e 12
2.2.2. Internal Audit hiStorical PErSPECLIVE ......ocveeveiieieecee e 13
2.2.3. Internal audit in commercial banking SECLOIS .......ccvveecerieeeeceeere e 14
2.2.4. Internal Audit and Corporate GOVEIMNANCE ........cccvevveieerierieereesiesreeeesreeeessesreeseseesseessesseenes 15
2.2.5.  Types of INternal AUIL..........coevveiieiee ettt 16

Vi



2.2.6.  The Concept of AUdit QUAITLY.......cecverieiieieeieceee ettt eanas 18

2.2.7.  Audit Quality Definition and MeasUreMENt.........ccceceeveerieeereieeese e 19
2.2.8. Importance of Internal Audit QUALILY..........ccveivieieiiiieeceeeee e s 22

2.3, EMPIFICAl LITEIaTUIE ...ttt sttt nren 23
2.4, SUMMArY aNd rESEAICH AP ...eovervirrirteteieieieiteie ettt sttt ettt ettt b sttt ae e e e e st ebesbesbenneneens 25
2.5, CONCEPLUAI FrAMEWOIK ......ocviiiceieie ettt sttt et et e s b b e st e easetesanensesreennas 27
CHAPTER THREE ...ttt sttt ettt s b e st b et e e et et e neesesbenaenaen 28
METHODOLOGY OF THE STUDY ...utiieiriiriiriirienieieteeee sttt sttt ettt st st sttt e ssesbessesbeneens 28
120 I 1411 0o 104 AT ) o SO 28
3.2, RESEAICN DESION. ..cueiuieiieiieitrteete sttt ettt sttt ettt b bt bbbttt ettt benae bt 28
3.3.  Population and SAMPIE SIZE ........couerueriiiieieieeee e 29
3.3.1. POPUIALION ...ttt sttt et nbe e 29
332, SAMPIE SIZE .ttt neenes 29

3.4, Data TYPE QN0 SOUICE.......cueeieiteeeeeieeteete st ete st e e etesteeaestesteebesteessessesssessestaessesteessensesssessessennss 30
3.5, Methods of Data COIECLION ........cccevuiriirieieieieerre e nee s 30
3.6.  Data AnalysisS MELNOUS .........coiiiririieieie ettt nae e 31

K A Y/ oo (< IS o= ol | o= Ui o ST 31
3.8.  Methods of Data INtErpretation........cccceceeeeierieeeieseee ettt e e e b see e sneennes 32
CHAPTER FOUR ...ttt sttt ettt b et st e st et e e et eseeseebestesbentenseneeneeneesessessensan 33
DATA ANALYSIS AND INTERPRETATION ..ottt sttt sve e 33
O I 11 oo (1 o] o PR SRRSRORRPPRSR 33
4.2, DemographiC CharaCleriStiCS .......iuvueririeieriesieieseeteste et ste sttt e see e e e resse e tesreessessesseessesseenees 33
4.3, DESCIIPLIVE STALISLICS ...veevrerieieeiesiieierterteees et e ettt e sttt e st e sre et e s tesseebesresssesesseessesnennnes 35
4.3.1.  TIght QUAIT EIME..c.eiieieeieiiciee ettt ettt ettt e s te e e b e e e e tesbeenbesbeenaebesanenes 35
4.3.2. Quality assurance PractiCes OF LA ... .ot 36

i T T N0 (o 1 o] | oY o PSS 38
4.3.4. Independence of INternal AUdITOrS. .......cooieiiiieee e 39
4.3.5. Management Cooperation and TrUSE........cccecereriereeeete ettt 42
4.3.6.  Adherence to Code OF ELNICS ....cccoiiiieiieieesce et 43

Vii



4.3.7. Internal AUit QUANTTY ........eeoveiieeieecece ettt e eee s 45

4.4.  Reliability TeSt Of INSTIUMENT ......c.oiiiiiiieeeee et e 46
45.  Tests for the classical linear regression model (CLRM) assumptions...........cccceeevereeenenenennens 47
451, ASSESSMENT OF NOIMAIITY .....oouiiiiriiriiiirieeeee ettt 47
45.2. Assessment of MUIICOIINEAITLY ......cc.ooverueiiiriiirierecseee s 48
45.3.  Assessment of AULOCOITEIALION ........cc.eeevieieieieeeec et 49
45.4.  Assessment of Hetroscedasticity/presence of HOmoscedastiCity .........cccovevverveerenerereenne. 50

4.6. Regression ReSUILS FOr TAQ .....ooouiiieviiiieece ettt ettt ettt e ae st e sa e aesraesaesreennas 51
4.6.1. MOAEI SUMIMAIY ...ttt sttt ettt be e ene e 51
4.6.2.  Analysis of VarianCe (ANOVA) ..ottt ettt see s 52
4.6.3. TeSt Of COBTFICIENT ...ttt e see s 53

4.7.  Regression Results, Interpretation and HypOthesis teStS........cceevveviieeceneceereceeeece e 54
ot N I To | 1 AU To [ (USRS 54
4.7.2.  Quality assurance practiCe OF LA ..o e 55
4.7.3. AUt TOHOW UP OF LA ..ottt st eaa e b e enes 56
4.7.4. Independence of internal AUAITOrS ........ccccveiiiiieiececeee e e e 57
4.7.5. Management cooperation and truSt ON LA .........oouveoiieeiiceeeeeeee et 58
4.7.6.  Adherence t0 COUE OF BINICS .......ociviriiereece e 59
CHAPTER FIVE ..ottt sttt et he bt sttt ettt e st b e b e naenen 60
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS. .......coccoiirieiieirieeneesieesieesieeeie e 60
5.1 INEOTUCTION ...ttt sttt b s bt bbbt e et e st e bt sbesbenbentens 60
5.2, SUMMArY OF thE TESUILS ...ttt sttt sae et beennas 60
ST T o 0 To] 111 (] LSRR 61
5.4, RECOMMENUALIONS........ciitieeieiertieierie ettt e ettt et et e e stesatebe s st eneesseeaeesesseesesseeneesesneensesneensas 62
5.5, SuQggestion fOr FULUIE RESEAICH .......cceeciieiicietieeee sttt st aeennas 63
RETEIENCES ...ttt bbbttt a bbb e s bt e b et st e st e bt bt e b bt et et et et n e ebesre b nten 64
N 0] 1= 0 | TSRS 71

viii



List of Figures

Figures Pages
Figure 1. Histogram with normal curve plotted for Internal Audit Quality...........c..cc.c.......... 60
Figure 2. Scatterplot for Internal Audit QUAlILY..........cccecieiieie i 63



List of tables

Tables Pages
Table 1. Demographic characteristic Of reSPONAENtS..........c.ocovvveiieriiie e 46
Table 2. Responses on Tight Uit TIME.........ccoiiiiiiiiie e 47
Table 3. Responses on Quality assurance Practices Of 1A.........ccoovuvviiiriiiiii i 48
Table 4. Responses 0N Audit FOHOW UP.......cooiiiiiiiiiiieeeee s 50
Table 5. Responses on Independence of internal auditors.............cocooiiiiiiiiicic e 51
Table 6. Response on management cooperation and trUSt..........c.cccvvvereeresieneeresee e 53
Table 7. Responses 0N COAe OF BTNICS........ccviuiiie i 55
Table 8. Response on Internal Audit QUAIITY..........c.ccoueiiiiiiiieii e 57
Table 9. Reliability ANAIYSIS.......oiiiiiiiie s 58
Table 10. SPSS output for collinearity StatiStiCS. .........covririiiriiiree e 61
Table 11. SPSS output for correlation MatriX...........cvivererieiiieii e 61
Table 12. Durbin Watson Test model SUMMAIY..........cooiiiiinieesee s 62
Table 13. MOdel SUMMAIY.........coiiieiicce ettt ste e sneeare s 64
Table 14. ANOVA results for the regreSSiON.........c.civeivcieieeie et 65
Table 15. Regression Results COeffiCIENtS...........cccvoiiiiiice e 66



ACE
ACCA
AFP
CEO
CIA
CIMA
CISA
GAIN
IA
IAASB
IAD
IAF
IAQ
ICAS
IDA
IFAC
IPPF
ISPPIA
1S
MGCT
QAP

SPSS

List of Acronyms and Abbreviations
Adherence to Code of Ethics

Association of Chartered Certified Accountants
Audit Follow up
Chief Executive Officer
Certified Internal Auditor
Chartered Institute of Management Accountants
Certified Information system Auditor
Global Audit Information Network
Internal Audit
International Auditing and Assurance Standards Board
Internal Audit Department
Internal Audit Function
Internal Audit Quality
International Conference on Accounting Studies
Independence of Auditor
International OOFederation of Accountants
International Professional Practice Framework
International Standards for the Professional Practice of Internal Auditing
Information System
Management Cooperation and Trust
Quiality Assurance Practices

Statistical Package for the Social Sciences

xi



CHAPTER ONE

1.1. Introduction

This chapter provides an imminent into the research background, research question and also sets
the tone for basic ideas and arguments for the study. It explicitly covers the topics, research
background, problem statement, research question, objectives, hypotheses, scope, significance,

limitations and organization of the study.

1.2.  Background of the Study

Audit quality is a very debatable topic in the area of auditing following the fall of giant
companies in the West (Leilina, 2015). The failures have also increased the significance of
internal auditing. Concerning this issue, Deribe and Regasa, (2014) argued that the bankruptcies,
financial irregularities and fraudulent activities that occurred in Enron, WorldCom and other
firms have increased the need for corporate monitoring and concluded that external audit failures
related to these events increase the role of internal auditing in corporate monitoring.
Organization’s management is accountable for establishing and maintaining effective internal
control systems which help the management of the organization that effectively diminish the
risks to organization’s attainment of objectives. Management is charged with this responsibility
on behalf of the organization’s stockholders and is held liable for this responsibility by an

oversight body (e.g. board of directors, audit committee, elected representatives).

Cognizant to the above fact, Internal Audit (IA) which is an important part of the corporate
governance structure within an organization has been the focus of researchers and practitioners
alike as a significant contributor of organizational effectiveness. Specifically, Abu-Azza, (2012)
contended that 1A contributes to firm value through the provision of field services including
operational audits and consulting management on various issues. Nevertheless, some studies in
literature indicated that the quality of internal audit function may not always be constant Abu-
Azza, (2015). This is particularly true in developing countries where firms may not be aware
how much the IA concepts and practices are worth as acknowledged in the West (Awn Metlib
AL-Shbail and A. Turki, 2017).



Despite the increasing importance of the 1A function in organizations, the available literature in
the domain has largely concentrated on external audit; other related authors indicated that 1A
function may not demonstrate constant quality, (Awn Metlib AL-Shbail and A. Turki, 2017).
More importantly, although some scholars examined IA quality, as yet, there is no accepted
universal guide to conduct such measurement (Arena and Azzone, 2009). Additionally, the
literature reveals that no acknowledged approaches have been forwarded for the assessment of
internal audit (Mihret, 2010) and as such, various approaches have been used in prior
investigations of 1A quality.

Taking into account what is stated herein above maintaining the quality of an internal audit
function which is an integral component within corporate governance has tremendous value.
Therefore, this study aims to provide evidence on the question of whether tight audit time,
quality assurance practices of IA; audit follow up practice of IA, independence of internal
auditors, management cooperation and trust on IA and adherence to code of ethics determine the

internal audit quality by using selected commercial banks in Ethiopia.

Furthermore, carefully examining factors determining internal audit quality could fill the gap to
the literature in general and in Ethiopian context particularly on commercial banks internal audit
quality. Moreover, this study to the best of the researcher’s knowledge, it is a least explored area
that attempts to identify factors determining the internal audit quality in Ethiopian commercial

banks. This fact reveals a great need to conduct this study.

Moreover, the study can be used by financial institutions particularly selected Ethiopian
commercial banks to understand factors determining the internal audit quality. Individuals,
internal auditors, acquaint them with information on determinants of internal audit quality using
this study as a reference. The other members of corporate governance (Board of directors, Audit
committee and External auditors) could also use these findings into account in their interactions
to better equip internal audit functions for their role in corporate governance effectiveness
(Deribe and Regasa, 2014). Last but not least, this study will contributes to the internal audit
quality literature by providing evidence that increase the body of knowledge in understanding the

factors that determine the quality of internal audit in general.



1.3.  Statement of the Problem

The internal audit function quality will add value to the organization by providing
recommendations by making an independent assessment of the risk management process, control
and governance, and make findings aimed at improving efficiency and hence economy. Given
the value adding contribution of maintaining internal audit quality limited studies are done
focusing on it in Ethiopia (Tsegaye, 2018) though there is research done on audit quality in other
countries. Among a few studies conducted the researcher pinpointed some of them as follow

from the most recent to the oldest.

Ashagre, (2018) examined the quality of internal audit of economy budgetary public sectors in
Ethiopia using a variable experience of internal auditors, independence, training, and the size of
audit in the organizations. The result shows that independence of IA, experience of IA, and
training were strong and have statistically significant effect on the quality of IA whereas, the size

of 1A did not have a significant impact on the quality of 1A.

The study by Nebiye, (2017) assessed the determinant of external audit quality in Ethiopian audit
firms using a variable independence, audit experience, accountability, audit fee, firm size and
regulation. The result revealed that independence, experience, accountability and regulation are
statistically significant factors influencing the variation in audit quality in the Ethiopian external

audit firms. Whereas audit fee and audit firm size are not significant.

Arebu, (2016) investigated the determinants of external audit quality proxied by discretionary
(abnormal) accrual based on audit firm specific and company related attributes focusing on
manufacturing share companies. The researcher used audit firm-specific and client-related
factors. The results show that certified audit professionals’ and joint provision of audit and non-
audit services have statistically significant and positive relationship with manufacturing share
companies’ external audit quality. Whereas size of independent non-executive board members
and duality of chief executive officers has a negative and statistically significant relationship

with large manufacturing shares’ external audit quality.



Kitata, (2016) identified the quality determinants of external audit work in Ethiopian banking
institutions using the practice of earnings management as a proxy for audit quality. The study by
Tsegaw, (2017) examined the perception of auditors on external audit quality in Ethiopia using
survey as a strategy of inquiry. Leilina, (2015) investigated the determinants of external audit

quality proxied by discretionary (abnormal) accrual based on audit firm specific attributes.

The study by Deribe and Regasa, (2014) investigated factors determining internal audit quality in
Ethiopian commercial banks. The results indicate that internal auditors in the Ethiopian
commercial banks believe the performance, competence and use of information technology by

internal auditors as significant factors affecting internal audit quality.

As far as the research knowledge is concerned, out of a few studies reviewed, only two of them
focused on the internal audit quality that can be clearly seen as stipulated herein above. The rest
mostly concentrated on external audit quality on commercial banks and manufacturing
companies. Therefore, this study tries to bridge the gap by not focusing on the external audit
rather on the determinants of internal audit quality and different variables from that of Ashagre,
(2018) and Deribe and Regasa,(2014) the focus of which is internal audit quality.

Moreover, this study uses recent data and increased number of variables in order to explore
factors that determine the internal audit quality. It is also clear that financial institutions play a
pivotal role in the growth of the Ethiopian economy (Deribe and Regasa, 2014),despite this fact;
the studies conducted before were not that much enough, that triggered the researcher to study on

the factors determining IAQ in selected Ethiopian commercial banks.

1.4. Research question

The main research question of this thesis is ‘What are the Determinants of internal audit
guality in commercial banks?’ The objective of answering this question is to provide a
comprehensive framework to improve our understanding of IAF quality in commercial banks,
expand the conceptual base of the existing literature on 1AF quality and provide a platform to

build specific models of IAF quality to enable future research.



The specific research questions are:
How does the tight audit time affect internal audit quality?
. What is the impact of quality assurance practices IA on internal audit quality?
How do audit follow-ups practices of IA contribute to internal audit quality?

1

2

3

4. How does the independence of internal auditors affect internal audit quality?
5. How does management cooperation and trust affect internal audit quality?

6

. What is the importance of adherence to code of ethics on internal audit quality?

1.5. Objectives of the study
1.5.1. General Objective
The general objective of this study was to identify determinants of internal audit quality in

selected Ethiopian commercial banks.

1.5.2. Specific Objectives

This study tried to achieve the following specific objectives.

e To examine the effect of tight audit time on internal audit quality.

e To analyze whether quality assurance practices of IA has an impact on internal audit quality.

e To identify the effect of audit follow up of 1A on internal audit quality.

e To assess independence of internal auditors determine internal audit quality.

e To analyze whether management cooperation and trust on 1A has an impact on internal audit
quality.

e To evaluate if adherence to code of ethics determine internal audit quality.

1.6.  Hypothesis of the study

Hypothesis is a formal statement that presents the expected relationship between an independent
and dependent variable (Ashagre, 2018). Based on the gap in the existing literatures the
researcher tried to fill it by developing the following guiding research hypotheses. They are

formulated to achieve the objectives.



Tight Audit Time (TAT)

Audit time is firm’s budgeted time because of limited resources allocated to implement auditing.
Audit time is measured with two reflective indicators,: (a) time budget, related to time budget to
control the amount of time for an overall audit work; and (b) time limit, where related time limit
to budget deadline to complete any audit work at date/time specified (Abdul Halim, 2014).
Rigorous audit time arises from an imbalance between the task and time available that cause
stress to affect auditor’s professional ethics through attitude, intention, attention, and behavior of
auditors (DeZoort, 1998 and Braun, 2000). Meanwhile, Smith, (1997) proved that a tight audit

time often lead to unintended negative effect on audit quality. Therefore, this study hypothesis:

H1: There is a negative relationship between tight audit time for internal auditor and the quality

of the internal audit.

Quality Assurance Practices of 1A (QAP)

Internal audit attribute standard 1300 suggests that “the chief audit executive must develop and
maintain a quality assurance and improvement program that covers all aspects of the internal
audit activity” (IIA, 2017). Moreover, the quality assurance program aims to assess the
adherence of internal auditors with the International Standards for the Professional Practice of
Internal Auditing (1A, 2017). Furthermore, ongoing monitoring of the performance of the
internal audit activity, periodic self-assessment and external independent assessments are highly
recommended under I1A Standard 1300.

Prior empirical studies provide evidence of a positive relationship between the use of quality
assurance techniques and financial reporting quality. Using 214 companies in the GAIN
database, Lin, (2011) suggests that the extent to which the IAF incorporates quality assurance

techniques into fieldwork helps prevent material deficiencies from occurring.

In a related vein, Sarens, (2012) found that the existence of a quality assurance and improvement
program in place is positively associated with the IAF’s role in corporate governance. In
Malaysia, Johl, (2013) reported that the use of quality assurance techniques reduces opportunistic

earnings management. Pizzini, (2015) findings suggested that the use of quality assurance



practices is significantly associated with reductions in audit delay. Based on these arguments,

the second hypothesis to be tested is:

H2: There is a positive relationship between quality assurance practices of internal audit
department and the quality of the internal audit.

Audit Follow up practices (AFP)

Internal audit performance standard 2500 requires the chief audit executive to establish a follow-
up process to monitor the previously identified internal control deficiencies and to ensure that
management actions have been effectively implemented or that top management has accepted the
risk of not taking action (1A, 2017).

Lin, (2011) used data from 214 US firms and found that firms with IAFs that follow up
procedure on previously identified control problems reduce the likelihood that a material
weakness exists at year-end. This result suggests that monitoring the remediation of previously
identified control problems prompts management to correct them in a timely manner. Hence,
IAF follow-up procedures can prompt management to remediate identified weaknesses in a

timely manner. Based on this argument, the third hypothesis to be tested is:

H3: There is a positive relationship between audit follow-up of internal audit and the quality of

internal audit.

Independence of Internal Auditors (IDA)

Independence is defined as the freedom from any intervention in IA activities that might
confound the nature of the audit work, such as restricting the scope of the audit. The
independence of the IAF has para-mount importance. The ISPPIA and IlA Practice Advisory
indicated that this can be achieved by ensuring appropriate reporting mechanisms such that the
internal audit department has direct access to the board and senior management, by giving it the
authority to access any records it deems fit, by allowing full access to all employees and
departments, by placing strict conditions on the appointment and removal of the head of internal

audit.



The practicing auditor must be virtually and appearance independent when doing professional
works, where that independence is considered the backbone of exercising auditing profession.
The auditor must execute his duty with dignity, objectivity and full intellectual independence
(Al-Tamimi, 2006). The auditing committee shall be responsible for assisting the auditor to
maintain neutrality and independence from administration (Arens, 2003). According to the

discussion the following is hypothesized:

H4: There is a positive relationship between independence of internal auditors and internal audit

quality.

Management cooperation and trust on Internal Audit (MGCT)

Management support is the determinant of 1A effectiveness (Mihret & Yismaw, 2007). Given the
fact that IA activities are performed in dynamic and supportive environment; internal auditor
expects cooperation from top management. Abu-Azza, (2012) explain management cooperation
as a motivation provided by top management to internal auditors. These motivations were
explained by Abu-Azza, (2012) as providing education and training programs to IA teams;
adequate budget to IAD; bonuses and recompense to IA teams; and acceptance and

implementation of A recommendations.

Financial support can be expressed in terms of providing adequate budget to IAF and giving
financial incentives (bonuses and recompense) to 1A teams (Abu-Azza, 2012). According to
Paape, (2007) adequate budget to IAF has a crucial role to have a competent IA team. In
addition, such financial support has a positive influence on the independence of IA team
(Mizrahi & Ness-Weisman, 2007). Gortiz, (2004) argued that financial incentives through
bonuses and recompense enhance the quality of IA team in working area. Therefore,
management cooperation has a significant relationship with quality of IA. Based on this
understanding and to achieve the objective of this study, the following research hypothesis is

formulated:



H5: There is a positive relationship between management cooperation and trust on internal audit

and internal audit quality.

Adherence to code of ethics (ACE)

In addition to technical and professional qualifications of the internal auditor, it is necessary to
consider the ethical character of the internal auditors, ethical virtue requires focus on thoughts of
the person and his actions, intentions and behaviors (Armstrong, 2003), though the good person
is the one who displays a quantity of a certain feature at the appropriate time and place (Crisp,
2010).

In connection to this the Institute of Internal Auditors identifies the principles of code of ethics
which include four components: integrity, objectivity, confidentiality and competency (lIA,
2009). The level and the importance of professional and moral commitment in companies, which
will encourage adhering to principles and code of ethics, become an integral part of the
institution's culture and its values, thus improving internal audit practices to suit with the
required level of necessary professionalism and ethics to achieve more effectiveness in

performing internal audit. Based on this understanding, the last hypothesis to be tested is:

H6: There is a positive relationship between adherence to code of ethics and internal audit

quality.

1.7.  Scope of the Study

It is important to define the boundaries of the study. It may be cumbersome to incorporate the
views of all stakeholders. Hence, the study is focused on views of staff members of internal audit
department in selected Ethiopian commercial banks. The term auditor throughout this study
refers to internal auditors only. Internal auditing; according to 1A definition, is an independent,
objective assurance and consulting activity designed to add value and improve an organization’s

operations.

The study further focuses on those staffs of the internal audit department who have the following

roles: Assistance-1A Internal Auditor, Senior Auditor, Team Leader-IA, Audit Managers,



Directors and Chief Internal Auditor. The researcher believes the experience and qualification of
the participant have an expert opinion on determinant factors on audit quality in Ethiopia
commercial banks. The main issues addressed were whether tight audit time; quality assurance
practice of 1A; audit follow up practice of IA, independence of internal auditors, management

cooperation and trust on IA and adherence to code of ethics determine internal audit quality.

1.8.  Significance of the Study

As a consequence of the rising number of accounting scandals of famous global players such as
the highly publicized collapse of Enron debacle, the failure of Andersen and WorldCom’s
massive fraud make clear the significance of high quality internal auditing globally. In Ethiopia,
internal auditors considered as a ‘watch-dog’ for the organization and also are taken to be
verifiers and/or checkers of transactions (Deribe and Regasa, 2014). But very recently the
importance of internal audit is being recognized and its contribution appreciated. Introduction of
the compressive internal audit manual defining its role and approach in the public sector by the
Ministry of Finance is one evidence, while specifically for the banking sector the National Bank
of Ethiopia directive No. SBB 62/ 2015, annex I, clearly states importance of internal audit and
the role of audit committee of the board in relation to internal audit. Thus, it is important to study

about internal audit in general and its quality in particular to contribute to intended purpose.

1.9. Limitations of the study

This study examines and attempts to evaluate the factors influencing the quality of internal audit
in its entire effect focusing on selected commercial banks in Ethiopia. The target groups of the
population are internal auditors. However, this study has methodological limitations. It is
questionnaire-based, and a measure of the variables, both the dependent and independent
variables, are established according to the perceptions of internal auditors. Perception and view
of auditee, senior management and other stakeholder may differ from that of auditors. Further

study may include these groups to consider their views.
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1.10. Organization of the Study

This study is organized in to five chapters. The first chapter consists of background of the study,
statement of the problem, objective, hypotheses, significance, scope, limitation and organization
of the study. The second chapter discusses the literature related to the study to provide a
conceptual framework for the research. The third chapter deals with methodology of the study
that contains research design, sampling technique, data type & source, method of data collection,
analysis and interpretation. The fourth chapter deals with analysis of the data collected. The fifth
chapter presents summary, conclusions, recommendations based on the findings in chapter four
and suggestion for future study.
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CHAPTER TWO
REVIEW OF RELATED LITERATURE

2.1. Introduction

The first part gives introduction about the problem to be investigated in this study. Under this
particular part the researcher presented related materials reviewed regarding to the research
topic. This chapter has both theoretical perspective and empirical studies of internal audit quality
and its determinant factors. The theoretical framework consists of a discussion and a presentation
of audit historical perspective, and underpinning topics of internal audit since; they are related to
research question and need further clarification. Next prior empirical studies of internal audit
quality were discussed. Lastly the knowledge gaps from the overall review of related literatures
were presented. Hence, chapter two serves as background for this study by describing concepts
of internal auditing quality, definition, measure and importance of internal audit quality. As per
the researcher’s belief the material relevant to understand the concept of internal audit quality

and its determinant factors are assessed as much as possible.

2.2.  Theoretical Literature Review

2.2.1. Definition and scope of Internal Audit

In the International Professional Practices Framework (IPPF) internal auditing is defined as an
independent, objective assurance and consulting activity designed to add value and improve an
organization’s operations. It helps an organization accomplish its objectives by bringing a
systematic, disciplined approach to evaluate and improve the effectiveness of risk management,

control, and governance processes.

IA throughout the years has extended from the evaluation and measurement of internal control
effectiveness to the delivery of consultation linked to organizational operations and system
developments (Dittenhofer, 2001). Added to this, the 1A scope covers services associated with

assurance and consulting.

Assurance services involve the internal auditor's objective assessment of evidence to provide an
independent opinion or conclusions regarding an entity, operation, function, process, system, or

other subject matter. The nature and scope of the assurance engagement are determined by the
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internal auditor. There are generally three parties involved in assurance services: (1) the person
or group directly involved with the entity, operation, function, process, system, or other subject
matter - the process owner, (2) the person or group making the assessment - the internal auditor,
and (3) the person or group using the assessment - the user (International Standards for the

Professional Practice of Internal Auditing, 2015).

Consulting services are advisory in nature, and are generally performed at the specific request of
an engagement client. The nature and scope of the consulting engagement are subject to
agreement with the engagement client. Consulting services generally involve two parties: (1) the
person or group offering the advice - the internal auditor, and (2) the person or group seeking and
receiving the advice - the engagement client. When performing consulting services the internal
auditor should maintain objectivity and not assume management responsibility (International

Standards for the Professional Practice of Internal Auditing, 2015).

2.2.2. Internal Audit historical perspective

The development and changes of the internal audit function is evident: the traditional oversight
function is replaced by the value-adding business advisor, through prevention of problems and
identification of potential risks (Ahlawat and Lowe, 2004). Within years the internal auditor’s
role has moved from being an inspector to a very beneficial occupation as the quality monitoring
and, according to Abbott, (2010), the importance of the roles of both internal audit function and
audit committee in monitoring control activities have grown in recent years. It is becoming a
very different profession from what it was in the past and it requires new talents. The change was
necessary because traditional internal audit activities were not able to meet evolving needs of

organizations (Regoliosi and d’Eri, 2012).

There is now an increasing pressure for the internal auditor to add value (Peursem, 2005).
Christopher, (2009) also write about growing internal auditor’s responsibilities: growing demand
for greater accountability, independence and objectivity. Doubts about internal auditor’s
independence and objectivity have persisted after the Sarbanes — Oxley act (Norman, 2011).
Even in the U.S. it took 60 years for the boards to start value the importance of internal auditors
(Makara and Palubinskien, 2005).
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Spencer, (2011) describes changes in the internal audit function’s focus and its consequences
through the changes in lines of defense. The first line of defense is risk taking. The second line of
defense is risk monitoring and the third line of defense is risk assurance/controlling. According
to Hjelm and Scholdstrom, (2012), the internal audit function is moving towards a pure third line
of defense. Thus, the assurance gap appeared when the focus changed from “internal control
testing” to “end-to- end process audits”. Current demands for internal audit functions to close the
assurance gap are: to provide reliable assurance, high efficiency and make an impact on the
business, by focusing on root causes, proven methodology and tools and innovative ways to

provide assurance for critical issues (Spencer, 2011).

Some of the audit technique underlying internal auditing is derived from management consulting
and public accounting professions, the theory of internal auditing was conceived primarily by
Lawrence Sawyer often referred to as "the father of modern internal auditing™ and the current
philosophy, theory and practice of modern internal auditing as defined by the International
Professional Practices Framework (IPPF) of the Institute of Internal Auditors owes much to

Sawyer's vision.

With the implementation in the United States of the Sarbanes-Oxley Act of 2002, the
profession's exposure and value was enhanced, as many internal auditors possessed the skills
required to help companies meet the requirements of the law. However, the focus by internal
audit departments of publicly traded companies on SOX related financial policy and procedures
derailed progress made by the profession in the late 20th century toward Larry Sawyer's vision
for internal audit. Beginning in about 2010, the IIA once again began advocating for the broader
role internal auditing should play in the corporate arena, in keeping with the IPPF's philosophy.

2.2.3. Internal audit in commercial banking sectors

Every bank should have an internal audit department on which with regard to the volume and
nature of its activities it can rely. The internal audit department in a banking institution must be
independent from the activities that it controls and must likewise be independent from the day-
to-day internal control processes. In this way, it is guaranteed that this department performs its

activities objectively and impartially. Internal auditors may not have a conflict of interests with
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the bank. Every bank should have formalized principles of internal audit providing for its
position and powers in the framework of the bank. There should here be codified the scope of
work of internal auditors, the position of the whole department in the bank's organizational
structure, relations with other control departments, etc. Internal audit must be objective and
impartial, meaning that it should perform its activity free of doubts and interference. Members of
the internal audit team may not participate in the bank's operations or in the selection and
implementation of internal control systems. The professional competence, as well as internal
motivation and systematic professional development of each internal auditor are essential factors
for the correct functioning of the whole internal audit department of the bank. The internal audit
department manager should be responsible that the department performs its activities in
accordance with the due principles of internal audit. Especial care should be taken that the audit
plan is drawn up formally and procedures for all members of the team are in writing (Basel

committee on Banking Supervision, 2012).

The professional competence of the department’s employees must always be ensured, as must
the irregular training. The internal audit department is responsible to the bank's management and
its board of directors, possibly also to the audit committee, if the bank has one. These bodies of
the bank should primarily be informed as to the progress of the audit plan and the attainment of

the internal audit department’s objectives (Basel committee on Banking Supervision, 2012).

2.2.4. Internal Audit and Corporate Governance

Corporate governance is the system by which companies are directed and controlled (involves a
set of relationships between company’s management, board, shareholders and other
stakeholders) (Kristina, 2013). A vibrant and agile internal audit function can be an
indispensable resource supporting sound corporate governance that is why became a very hot
area with all the corporate scandals and failures happening (e.g., Enron, WorldCom, HQ Bank)
that had a terrible effect on stakeholders. These scandals lead to a decrease of trust in accounting
and auditing systems. Therefore, Sarbanes-Oxley act was passed by the U.S. Congress in 2002 to

increase transparency, protect investors and prevent accounting fraud.
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Cohen, (2004) model of corporate governance includes internal audit as one of five internal
governance stakeholders along with the audit committee, management, external auditors and the
board of directors. The model identifies that the IAF has direct relationships with the audit
committee, senior management and external auditors, and only an indirect relationship with the
board of directors. The interactions among the 1AF and the other governance stakeholders are

crucial to effective governance (Andrew, 2014).

Internal auditors are intermediates that join the board, external auditors and the management to a
consistent corporate governance system. According to Spencer, (2011) the internal audit is likely
to be the only function in the company that has a deep and close understanding of risk and
control. Therefore, an internal auditor has two main responsibilities: to provide advice to the
management and objective and independent assurance to the board about the effectiveness of

internal controls and other risk management activities (Kristina, 2013).

2.2.5. Types of Internal Audit
As Geremew, (2018) mentioned, auditing function can undertake different types of audits aimed
at improving accountability, company efficiency etc...According to Geremew the types of audit

are:

Financial Audit:

This type of audit assesses the accuracy and fairness of accounting procedures and financial
statements. It is conducted to determine whether the overall financial statements (the quantifiable
information being verified) are stated in accordance with specified criteria. Normally, the criteria
are the requirements of the applicable International Financial Reporting Standards (IFRSs). The
financial statements most commonly comprises of the Balance Sheet, Income Statement,
Statement of Changes in Equity, Cash Flow Statement, and Notes to the accounts (Geremew,
2018).
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Compliance Audit:

The purpose of a compliance audit is to determine whether the entity is following specific
procedures, rules, or regulations set down by some higher authority. A compliance audit for a
private business could include determining whether accounting personnel are following the
procedures prescribed by the company controller, reviewing wage rates for compliance with
minimum wage laws, or examining contractual agreements with bankers and other lenders to be
sure the company is complying with legal requirements. An example is the auditing of taxpayers
for compliance with the federal tax laws, where the auditor is employed by the government to
audit the taxpayers® tax returns. Results of compliance audits are typically reported to someone
within the entity being audited rather than to a broad spectrum of users. Management, as opposed
to outside users, is the primary group concerned with the extent of compliance with certain

prescribed procedures and regulations (Geremew, 2018).

Performance Audit:

It is also known as "value for money" audits; analyzing cost effectiveness and operational
efficiency. Sometimes these can extend to reviewing the general effectiveness of company in
achieving their objectives and act as impact audits. At the completion of an operational audit,
recommendations to management for improving operation are normally expected. An example of
an operational audit is evaluating the efficiency, accuracy, and customer satisfaction in
processing the distribution of letters and parcels by a courier company, evaluating the relevancy
and sufficiency of the information used by management in making decisions to acquire new
fixed assets, evaluating the efficiency of the paper flow in processing sales etc. In operational
auditing, the reviews are not limited to accounting. They can include the evaluation of
organization structure, computer operations, production methods, marketing, and any other area
in which the auditor is qualified. Efficiency and effectiveness of operations are far more difficult
to evaluate objectively than compliance or the presentation of financial statements in accordance
with accounting conventions and principles; and establishing criteria for evaluating the
quantifiable information in an operational audit is an extremely subjective matter. In this sense,
operational auditing is more like “management consulting” than what is generally regarded as

“auditing” (Geremew, 2018).
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Other Audits:
Specialized audits may be conducted (as part of one of the main audits listed above or separately
in their own right) examining issues such as recruitment and management principles, ethics and

integrity of the audited work force and others (Geremew, 2018).

2.2.6. The Concept of Audit Quality
Without having enough understanding of the concept of audit quality, and the role of high quality
audit, it is hardly possible to think about factors that determine audit quality. Consequently, the

starting point of this part emphasizes on the concept of audit quality.

Audit Function quality consists of multiple dimensions including inputs, processes, outputs,
outcomes, and contextual factors (Leilina, 2015).Regarding audit quality IAASB was developed
capturing the relationships between: context, inputs, outputs, and interactions. Inputs are
categorized into three groups: (a) the values, ethics and attitudes of individual auditors, (b) the
knowledge and experience of auditors and the time allocated for them to perform the audit; and
(c) the effectiveness of the audit process and quality control procedures. Outputs are often
determined by the context, including legislative requirements and can be influenced by
stakeholders; for some companies’ stakeholders, the auditor's report is the primary output and
this is relatively standardized. Interactions amongst key stakeholders include both formal and
informal communications, which will be influenced by the context in which the audit is
performed and allow a dynamic relationship to exist between inputs and outputs elements of the
framework. The contextual factors include corporate government requirements and the
applicable financial reporting framework as well as legislative and regulatory requirements,
which also shape the interactions amongst key stakeholder Andrew, (2013).

With regard to the multiple audit quality dimensions consider a scenario by (Andrew, 2013) with
two firms, Firm A and Firm B, which are of equal size and same characteristics. Based on the
conceptualization of quality in IAF literature, an assessment of IAF quality would suggest the
IAFs of Firm A and B are of equal quality. However, while Firm A and B might have the same
inputs this does not mean that they adopt the same processes in conducting their internal audit. It

is reasonable to expect there will be differences among internal auditor’s judgments and decision
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making. Similarly, the outputs of the IAF, such as their findings, are also likely to differ. While
high quality input factors should correlate with higher quality processes and outputs, this does
not automatically follows. The same inputs could be associated with different processes,
auditor’s judgments and decision making, and outputs; thereby, resulting in potentially different
levels of IAF quality. This simple example demonstrates that quality measurement focusing
solely on inputs potentially limits the ability to fully explain variability in IAF quality (Andrew,
2013).

According to Cohen and Sayag, (2010); Mihret and Yismaw, (2007) internal audit quality
includes the level of compliance with IIA standards, the ability to audit plan, execute and
communicate audit findings. In line with the previous statement on audit quality, Cohen, (2004)
stated that the number of findings showed audit quality. Audit quality is increasing more because
the presence of auditor’s competency improvement that is obtained along with the longer

assignment period of auditor.

2.2.7. Audit Quality Definition and Measurement

There are vast body of literature relating to audit quality and its measurement. Despite the extent
of that literature, no single generally accepted definition or generally accepted measure of audit
quality has emerged. Different scholars define audit quality in different ways. As per the existing
literature the absence of generally accepted definition of audit quality, is due to the presence of
different parities. Perception of audit quality can depend very much on whose eyes one looks
through. Auditee, auditors, regulators and other stakeholders may have very different views as to
what constitutes audit quality, which influences the type of indicators one might use to assess
audit quality. The auditee may believe that high audit quality means audit that add value to the
organization. The auditor conducting the audit may define high audit quality as satisfactorily
completing all tasks required by stakeholders. Regulators may view a high quality audit as one

that is in compliance with professional standards.

Researchers have based IAF quality measures upon a prescriptive of three factors. External audit
standards contend that for an external auditor to rely on internal audit work, the external auditor

must exercise professional judgment in assessing IAF quality including internal auditor
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competence, objectivity and that the nature and scope of the work performed by the IAF is
relevant to financial reporting and financial statement audits. The conceptualization of IAF
quality in recent research has predominantly focused on the ‘three factors’, with only a few
studies including supplementary factors such as size in their measurement (Lin, 2011; Prawitt,
2012).

There are two potential reasons for the dependence on the three factors as the basis of IAF
quality measurement in much of the prior research. Firstly, the cumulative nature of research
means that established measures become entrenched. Secondly, theoretical underpinnings tend to
dominate to the exclusion of alternative theoretical perspectives. As a prelude to improving our

understanding of IAF quality these two drivers are explored hereunder.

The first driver is that the three factors are the generally accepted measure in the literature and
have been the basis of IAF quality measurement since early measurement of this construct
(Gramling, 2004 & Bame-Aldred, 2013). The pervasive adoption of the three factors from the
external audit standards is not that surprising given that the majority of IAF quality research has
focused on external auditors and their reliance on the IAF. A problem is that the core
professional guidance for an IAF stakeholder to assess IAF quality is prescribed by the external

audit standards.

The 11A provide some guidance on IAF quality; however, this guidance is largely designed for
internal auditors to assess quality, and not that of other IAF stakeholders. The A suggest a
quality internal audit is achieved through conformance to the International Standards for the
Professional Practice of Internal Auditing, their code of ethics, and through meeting stakeholder
expectations (1A, 2010). The implication here is that any overt direction to assess quality is
based on conformance to 1A standards and ethics. However, in practice, conformance to 1A
standards is quite low. Bailey, (2011) reports that 46% of 1AFs conform to I1A standards, and a
study by Protiviti, (2011) finds only 31% of IAFs conform. Under IIA prescriptions of IAF
quality, this would indicate that the majority of IAFs are not of high quality, but the more telling
message is that within practice, if IAFs are not conforming to 11A standards, the standards are not

a strong guidance to assess quality.
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The second driver is the theoretical underpinning adopted. IAF quality research has explicitly, or
implicitly, adopted one of two theoretical perspectives: agency theory or source reliability. The
three factors have a theoretical basis consistent with propositions of agency theory under a
corporate governance view and theory on source reliability under a social psychology view. Both
of these views focus on attributes of the service provider. Under agency theory, implementing
monitoring mechanisms attempts to align manager’s interests with principals and reduce
information asymmetry (Andrew, 2013). With the traditional perspective of the IAF as a
monitoring mechanism providing assurance over financial controls and financial reporting,
viewing the IAF via an agency perspective is warranted. Agency theory considers independence
and expertise as the central attributes of a monitor (Cohen, 2008; Hermanson, 2012). Under a
monitoring perspective of the 1AF, the two factors, objectivity and competence, map very closely
to these two attributes. The third factor, work performance, operationalized by the nature and
scope of activities performed is also important to consider as an external auditor is only

concerned with IAF work pertaining to the financial statement audit (Messier, 2011).

An alternative is to look at the three factors from a source reliability theoretical foundation. An
external auditor is required to obtain an understanding of the reliability of sources of information
(IFAC, 2009). In the external auditors’ decision to use the work of the IAF, reliability of the
information produced by the work of internal audit is a major concern (Andrew, 2013);
inaccurate judgments of reliability may result in inappropriate decisions by the external auditor
based on the work of the IAF (Andrew, 2013). When quality is difficult to assess the focus turns
to input factors of the sources where the assessor evaluates information via its source credibility
and trustworthiness (Andrew, 2013) rather than processes or outputs. The source reliability
research noted above identifies two dimensions of source reliability: source expertise and source
bias. Source expertise is the perceived ability of the source to provide information of an actual or
true nature, and source bias refers to motivating influences on the source to misreport or distort
information. The two dimensions of source reliability can be mapped to the ‘three factors’;
source expertise has been operationalized as competence and work performance, and source bias

operationalized as objectivity (Andrew, 2013).
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The problem is that the three factors employed in IAF quality measurement to date are inputs to
the IAF. However, the concept of IAF quality is likely broader than solely the quality of inputs.
There are two input types: internal auditor attributes (competence and objectivity) and structural
elements of the function (nature of activities and investment) Lin, (2011) and Pizzini, (2012)
expand beyond the three factors and include a fieldwork component in their respective measures.
The problem with focusing solely on inputs to assess quality is that other critical factors that may

affect quality are not considered.

2.2.8. Importance of Internal Audit Quality

In order to achieve its role as a monitoring and advising mechanism as well as a valuable
resource to other key governance parties, the IAF should possess an appropriate level of quality,
for the IAF quality influences the relationship that the IAF has with each of the other key
governance parties, and hence influences the quality of overall corporate governance (Like,
André and Richard, 2014). For example, early experimental studies demonstrate that external
auditors do consider various quality characteristics such as competence, objectivity, and work
performance of the IAF when deciding whether or to what extent they rely on the IAF (Like,
André and Richard, 2014). Studies investigating the consequences of such reliance find that
better quality of the IAF results in more external auditor’s reliance on the IAF, which in turn
increases audit quality and reduces external audit costs (Like, André and Richard, 2014). In
addition, high quality 1AFs are more likely to have better communication with audit committee
and management, and to provide them with more precise and reliable information, which in turn
leads to the audit committee and management being more willing to improve the status of the

IAF in the corporation as well as to allocate more resources to the IAF.

The enhanced role and quality of the IAF finally contributes to more effective internal control
and better reporting quality. For example, (Lin, 2011) reveal that firms with a more competent
IAF that performs high quality fieldwork are less prone to material weaknesses in internal
control. Moreover, when such material weaknesses exist, firms with a high quality IAF are more
likely to disclose them. Since a high quality IAF can increase the effectiveness of internal control

quality is expected to be related to the IAF quality as well. Schneider and Wilner, (1990) indeed
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find that the existence of an IAF is perceived by managers as a deterrent of aggressive financial

reporting, and (Prawitt, 2009) report that a high quality IAF decreases earnings management.

2.3.  Empirical Literature

This section consist the outcomes of the researchers’ work, that they can provide the overview of
the determinants of internal audit quality in different areas. In Ethiopia, to the knowledge of the
researcher, there appears to be very limited work on the assessment of the determinants of
internal audit quality. These studies include studies of (Ashagre, 2018) and (Deribe and Regasa,
2014). Those studies examined determinants of internal audit quality in the economy budgetary
public sector offices found in Ethiopia and factors determining internal audit quality in Ethiopian
commercial banks respectively. Thus, this particular section provides a review of the two studies

conducted in Ethiopia.

A study made by Ashagre, (2018) examined quality of internal audit in selected public sectors,
focusing on experience of internal auditors, independence, training, and the size of audit in the
organizations are mentioned as independent variables. It also attempted to examine whether the
variables are identified as the most important mechanism to help decision makers to accomplish
the general objective of an organization. The researcher analyzed the perceptions of internal
auditors. Based on her paper, experience of internal auditors, independence of internal audit and
training were strong and statistically significant effect on the quality of internal audit, but audit
size had negative and insignificant effect on the quality of internal audit. She also suggested that

organizations to consider the variables mentioned above to determine internal audit quality.

On the other hand, Deribe and Regasa, (2014) in their study inform the members of corporate
governance (board of directors, audit committee, internal auditors and external auditors) to use
the findings in to account in their interactions to better equip internal audit function for their role
in corporate governance effectiveness. The researchers adopted quantitative research approach
by employing survey research as a strategy of inquiry. Survey for the quantitative strategy has
been used through distributing self-administered questionnaires. The results of the study indicate
that internal auditors in Ethiopian commercial banks believe the performance, competence and

use of information technology by internal auditors as significant factors affecting internal audit

23



quality. Furthermore, the study recommends that Ethiopian commercial banks must work to

ensure the availability of the key factors to achieve the quality of internal audit function.

The researcher has got an opportunity to go through research paper made internationally on
internal audit quality; among others, the research made by (Andrew, 2013); (Like, André, &
Richard, 2014); (Hasan, Abed & Othman, 2014) and (Ahmed and Neila, 2018)included in this
review. Those studies examined IAQ under the research title: internal audit quality: a multi-
stakeholder analysis, determinants of internal audit function quality and the ethical rules of
auditing, impact of compliance with the ethical rules on auditing quality and the impact of
internal audit function characteristics on internal control quality respectively. Thus, this

particular section provides birds I view review of the studies.

A research by Andrew, (2013) examined importance of the IAF to organizations, beyond the
viewpoint of the external auditor or beyond the IAF’s role of assuring financial reporting. The
researcher also endeavored to examine what is IAF quality by considering the experiences of
other corporate governance stakeholders. The researcher finds that different IAF stakeholder
groups judge IAF quality differently and the IAF stakeholder groups use a select number of
information cues in their judgment process. The results of the thesis also show that the main
determinants of IAF quality considered by the participants are input factors, process factors,
output factors and contextual factors.

On the other hand, Like, André, & Richard, (2014) investigated the relationships between the
IAF quality and various firm and institutional characteristics. The results of the study purports
that IAF quality is positively related to firms’ operating complexity, growth opportunity, and the
need for firm-specific knowledge, suggesting that firms develop the IAF quality as a response to
their own contracting and information environments. Moreover, the study reveals that the IAF
quality is positively associated with the intensity of board monitoring and negatively related to
the CEO duality.

Furthermore, the study show that the IAF quality is higher for firms in countries having more
developed financial markets and stricter investor protection regimes. It also shows that the IAF
quality is significantly higher for firms in countries whose corporate governance codes specify
stricter and more detailed requirements of the 1AF.
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The study by Hasan, Abed & Othman, (2014) identified the concept of ethical rules for the
auditing profession and the concept of auditing quality and analyzing the impact of compliance
with the rules on the quality of audit. Researchers found that there is the impact of a high degree
of commitment to the auditors professional ethics on the quality of the audit, it turns out that the
degree of influence of commitment to professional ethics on the quality of the audit was uneven,
where it came from the independence of the auditor in the first place, the auditor's straightening
and integrity in second place, and third place efficiency of the auditor, commitment to
professional conduct in fourth place, then the auditor's commitment to the confidentiality of
information. The researchers suggested the most important need for the supervisory authorities
and the organization for the audit profession to hold training courses, workshops and seminars on

auditing standards and rules of ethics of the audit profession.

The other study by Ahmed and Neila, (2018) investigated the association between internal audit
function (IAF) characteristics and internal control quality. The findings of the study reveal that
internal control quality is significantly and positively associated with IAF competence, internal
audit quality control assurance level, follow-up process and audit committee’s involvement in
reviewing the internal audit program and results. The researchers pinpointed that findings of the
study have significant implications for IAF wishing to enhance their effectiveness, by
recognizing the impact of the IAF’s characteristics on internal control quality and also have
implications for regulatory bodies who are concerned with the internal control quality, managers
and audit committees who determine IAF investment, oversight IAF activities and assess internal

auditors’ performance.

2.4.  Summary and research gap

The basic role of internal auditing is to help management achieve company goals. It also
provides assurance that management has implemented a satisfactory internal audit system to
prevent risks. In addition, internal auditing should provide internal consulting services to all
levels of the organization in terms of training, advices, facilitation and counsels. Nonetheless, to
date, there has been scant research conducted on internal audit quality though a number of

researches have been done focusing on external audit quality.
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Among the financial institutions, the importance of bank is more pronounced in developing
countries because financial institutions are underdeveloped and banks are typically the only
source of finance for the majority of the firm (Misganaw, 2016). Especially in Ethiopia, bank
play crucial role to the growth of the economy by means of mobilize capitals and create job
opportunity, considering its contribution to the economy the work done on the of banks internal
audit quality is not that much sufficient. The gaps, on the research done in Ethiopia that is

included in this study, were highlighted below.

The study conducted by Ashagre, (2018) examined quality of internal audit taking the variable
experience of internal auditors, independence, training, and the size of audit in the organizations.
The study fails to incorporate most critical determinants/variables tight audit time, quality
assurance practices of 1A, audit follow up practices of 1A, management cooperation & trust on
IA and adherence to code of ethics. That means this study clearly fails to fill the knowledge gap
that exists in the area as far as it ignore other related variables that determine internal audit
quality.

The other study made by Deribe and Regasa, (2014) assessed factors determining the internal
audit quality in Ethiopian commercial banks through quantitative research method. This study
limits its scope only on investigating four variables that determine internal audit quality:
performance, competence, use of information technology by internal auditors and objectivity.
The study of (Deribe and Regasa, 2014) also fails to disclose the impact of some very important
variables that determine quality on internal audit in Ethiopian commercial banks such as tight
audit time, quality assurance practices of 1A, audit follow up practice of 1A, independence of

internal auditor’s management cooperation and trust on IA and adherence to code of ethics.

Therefore; it would be worthwhile to incorporate the mentioned variables and bring to the
attention of selected Ethiopian commercial banks to consider determinant factors affecting
internal audit quality. Besides, the relationship between quality assurance practices of 1A, audit
follow up practice of IA, adherence to code of ethics and internal audit quality has not been
empirically researched in the context of selected the Ethiopian commercial banks. Thus, this

paper aimed to investigate issues using selected Ethiopian commercial banks.
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2.5. Conceptual Framework

According to International Conference on Accounting Studies (ICAS, 2015), developing the
conceptual framework and arriving at hypothesis needed to guide to the result of the research.
Therefore, the study tries to attempt its own conceptual framework on the determinants of
internal audit quality. The followings are elements of variables (Dependent and Independent)

Independent variables Dependent variable

Tight Audit Time

Quality Assurance
Practicesof 1A

Internal Audit

Audit Follow up of 1A Quality

Independence of Internal Auditors

Management cooperation and trust
on IA

Adherence to code of ethics

Source: Own construction adapted from Tsegaw, (2017); ALshbiel, (2017) and Ashagre, (2018)



CHAPTER THREE
METHODOLOGY OF THE STUDY

3.1. Introduction

This chapter presents the various instruments and procedures which are used to collect and
analyze data from selected Ethiopian commercial banks to reach to the research study objective.
This chapter includes research design, data type & source, data collection, data analysis, data

interpretation method and sampling technique.

To attain the objective of the study, the use of tools and methods as to how to go about studying

is crucial. The following are of methodology of the study that is applied to conduct the study.

The researcher uses primary sources of data collection mechanism for this study. Thus, staff
members of the internal audit department of Commercial Bank of Ethiopia, Abay, Abyssinia,
Awash, Bunna, Lion, United and Wegagen Bank S.Co. were included in the study taken into
account their convenience in terms getting cooperation for the research study. The key

instrument used for the primary data are questionnaires.

3.2.  Research Design

Research design is plan and structure that specifies appropriate methods and procedures for data
collection and analysis. In order to address the research problem and meet the research
objectives, the researcher used descriptive and explanatory research design type for the reason

articulated hereunder.

Explanatory studies are studies that explain the relationship between variables (Ashagre, 2018).
Explanatory studies are necessary in such a study situation or problem leads to the explanation of
the relationship between variables. Explanatory is also used to determine how events occur and
which ones may influence particular outcomes (Dawson, 2006). Therefore, studying the data in
quantitative method through statistical tests such as correlation and regression in order to get the
clearer view of the relationship. This implies that, problem of the study seeks to identify

relationship between audit quality and its determinants.
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A descriptive research primarily concerned with finding out "what is,” and can be applied to
investigate a kind of research question stipulate in this study since the problem that is going to
be investigated is used as a basis for determining the research approach. Many earlier studies
conducted in Ethiopia like (Tsegaw, 2017); (Geremew, 2018); (Misganaw, 2016); and (Ashagre,
2018) had employed descriptive technique and this study employs this technique as well. The
reason for selecting descriptive research design is aimed on current issues or problems through a
process of data collection that enables them to describe the situation more completely. Moreover,
it is relatively better in describing what has happened. Therefore, based on the objectives of the

research employing, descriptive method is appropriate.

Quantitative research allows the researcher to measure and analyze data. The relationship
between an independent and dependent variables is studied in detail. This is advantageous
because the researcher is more objective about the findings of the research (Ashagre, 2018). This
study used a quantitative, descriptive research using a questionnaire. In this research, the
researcher applied self-administered questionnaires. The questionnaire is related with the
research hypotheses, objective of this study and tries to answer research questions.

3.3.  Population and Sample size

3.3.1. Population

Though all employees under internal audit department may help to get data concerning
determinants of internal audit quality as population of the study, it is recognized that, all
employee respondents of the selected banks that are experienced as an auditor for one ormore
years were part of the study. According to the human resource records held by the selected
commercial banks, there are 200 internal audit department staffs within the study period that

have the experience as an auditor for one or more years.

3.3.2. Sample size

Currently, there are seventeen commercial banks in Ethiopia. Because of the homogeneity nature
commercial banks in Ethiopia, the study was focused on eight banks that are Commercial Bank
of Ethiopia, Abay, Abyssinia, Awash, Bunna, Lion, United and Wegagen Bank S.Co which are

selected by using convenience sampling. Purposive sampling method is used to select sample
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respondents of the study; because, the use of purposive sampling method is linked to the nature
of the study and recommended to the Ethiopian setting (Mihret, 2010). Most Ethiopian
commercial banks do not have internal auditors at branch level instead checkers, makers and/or
branch controllers in some banks. In such context of a study area, using other sampling methods
like random sampling would mean including checkers, makers or branch controllers as auditors.
The determination of sample size was resolved by means of Slovin’s sampling formula with 95
percent confidence level. The sample is distributed among the eight banks proportionately based

on the number of auditors therein.

The size of sample was determined with Slovin Formula, as follows:

n= N
1+N (e)*
Explanation:

n = size of the sample
N =total number of internal auditors in selected Ethiopian commercial banks
e = sampling error on this research (5%)

n= N = 200 =133
1+N (e)°  1+200(0.05)

3.4. Data Type and Source
Primary data were used in the study. The primary data were collected from internal audit
directors, managers and other internal audit performers of selected Ethiopian commercial banks

through questionnaire.

3.5. Methods of Data Collection

In order to collect the necessary data, primary source were employed. The primary data were
collected via questionnaire. With regard to using questionnaire as a tool, the questionnaires were
distributed to all sample employees. The questionnaire was developed based on previous
empirical literature and its consistency is tested using Cronbach’s coefficient Alpha. The
questionnaires also structured in such away by using likert scale of 5 points that respondents will

be able to answer easily by choosing from 1"strongly disagree" to 5 "strongly agree.
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3.6. Data Analysis Methods

The data collected coded, processed and tabulated using Statistical Package for Social Scientists
(SPSS 20); because, it is the most common user friendly package by social scientists in recent
years (Dawson, 2002); (Singh, 2007). Descriptive statistics was used to describe the effect of
tight audit time, quality assurance practices of 1A, audit follow up practice of 1A, independence
of internal auditors, management cooperation and trust on IA and adherence to code of ethics on
the internal audit quality. For computation of stated data, frequency and percentage has been
used to summarize and describe the results of observation. And, multiple regression analysis was

conducted to determine the effect of each variable on internal audit quality.

3.7. Model Specification
To examine factors determining the internal audit quality, the following multiple regression

model has been developed:

IAQ = po+ PpLTAT + p,QAP+ Bz AFP+ B IDA+ fsMGCT+ACE+ U

Source: Own construction adapted from Misganaw, 2016 and Deribe and Regasa, 2014

Where:

IAQ = Internal Audit Quality;

Bg = Constant Term

B1to Ps = coefficients of independent factors that will be estimated and
TAT= Tight Audit Time

QAP= Quality Assurance Practice IA

AFP= Audit Follow up of IA

IDA = Independence of Internal Auditors

MGCT =Management cooperation and trust

ACE = Adherence to code of ethics

Uij=errorterm,i=1,2,3 ...
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3.8. Methods of Data Interpretation

According to Ravon Kotari, (2008) data interpretation refers to making inferences pertinent to
the meaning and implications of the research investigation and the drawing of conclusions about
the implications of the variables thereof. Hence, in this study, the data collected from the selected
Ethiopian commercial banks are analyzed and interpreted in more logical and rational manner

keeping the statistical figures of the analyzed data into consideration.
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CHAPTER FOUR
DATA ANALYSIS AND INTERPRETATION

4.1. Introduction

The research study attempted to identify the determinants of internal audit quality of selected
Ethiopian commercial banks. In the preceding chapters, the review of relevant literature helped
this study to understand the problem and design an appropriate research approach to deal with.
The previous chapter also discussed the research design employed to achieve the objectives of
the study and to test the research hypothesis there on. In this chapter, the study analyzes the

collected data using various statistical tools and presents the results and discussion accordingly.

4.2. Demographic Characteristics

The demographical characteristics are described for the respondents and analyzed their opinions
and responses on the questionnaire. The questioners were distributed to the internal auditors of
selected commercial banks in Ethiopia. For these 133 questionnaires were distributed to the
internal auditors from which 128 questionnaires were collected giving an aggregate response rate
of 96.24%. The researcher able to get 100% response from the seven banks in the sample,
however; five questionnaires was not able to be collected from respondents of commercial bank

of Ethiopia.

It is noted from the descriptive statistics presented in table 1 that the majority of the sample was
males, where their percentage reached 76.6 % compared to a small percentage of females that is
23.4%.The majority of the age of the respondents fall under the age categories of under 30 (15,
11.7%), 31 to 39 (64, 50.0%), under the categories of the age of 40 to 49 (37, 28.9%) 50 and
above (12, 9.4%).Table lalsoindicates that the lower age percentage was 9.4 %for the age group
50 and above years and the largest percentage reached 50.0 % for the age group of 31 to 39 years
for members of the sample, and this indicates that they are adult individuals in dealing with the

study questionnaire.

Table 1 also shows that 95 respondents or 74.2 % hold a bachelor degree who hold were vast
majority, 33 respondents or 22.9 % have a master degree, and 2 respondents or 1.6 % hold

(CPA) and (ACCA), there is 1 respondent for each of the other professional certification that is
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(CIA), and CIMA. In general, the academic qualifications of individuals enable them to answer
the questionnaire. As far the area of study, the majority of the respondents (67 respondents) or
52.3 %specialized in accounting, and 34 respondents or 26.6 % specialized in management
whereas 8 respondents or 6.3 % are economics and the remaining 19 respondents or 14.8 % take
the others field of specialization (Banking & Finance, Project Management, Law and
Information Technology) which means that 78.9% of the study sample were from disciplines that
are very relevant and in the heart of the subject of the study and they are familiar with the
paragraphs of the questionnaire and they are qualified to answer them.

It can also be seen from the table that 38 respondents or 29.7 % have experience as internal
auditor between one to five years and also 48 and 42 respondents or 37.5 and 36.2 % have
experience or served as internal auditor for 6-10 years and more than 10 years respectively. With
regard to the job title, the majority of respondents were with the job title of internal auditors
where their percentage reached 44.5%, the next were team leader internal audit which account
for 32.0 % the rest take the other percentage as stipulated in the table herein under. In general,
the table information indicates that internal auditors are qualified enough to answer the

questionnaire and can be trusted in their abilities and information.

Table 1: Demographic characteristic of respondents

Variable Level Eﬁggﬂgr?g/ Percentage
Male 98 76.6
Gender Female 30 23.4
under 30year 15 11.7
Age 311039 64 50.0
40 to 49 years 37 28.9
50 years and above 12 9.4
S . Accounting 67 52.3
Specialization/ Field of study Management 34 6.6
Economics 8 6.3
Others 19 17.8
Bachelor's Degree 95 74.2
Level of Education Master's Degree 33 25.8
Doctorate Degree - -
CIA 1 0.8
Professional certification CPA 2 1.6
ACCA 2 1.6
CIMA 1 0.8
None 122 95.3
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. Repetition/
Variable Level Frequency Percentage

Assistance 1A 1 0.8

Internal Auditor 57 445

Senior 1A 29 22.7

Current position Team Leader 41 32.0

Audit Manager 10 7.8

Director IA 8 6.25

Chief Internal Auditor 1 0.8

1 year 12 9.4
Experience as an internal auditor 2 to 5 years 26 20.3
in commercial banks 6 to 10years 48 37.5

Above 10years 42 32.8
Source: SPSS output from survey data, 2019
4.3. Descriptive statistics
4.3.1. Tight audit time
Table 2: Responses on Tight audit time

Strongly Strongly
Tight Audit time Disagree | Disagree Neutral Agree Agree
Questionnaire Frq. | % | Frg. | % Frg. | % Frg. | % Frg. | %

Q1L Tight Audit time impair audit | | oo | 13 | g6 | 15 | 117 | 62 | 484 | 39 | 305
quality.
Q2.With there are Audit time
pressure auditors uses more efficient | 3 |23 | 29 | 227 | 34 | 266 | 52 | 406 | 10 | 7.8
audit techniques.
Q3.Tight Audit time is associated |, | ;5| 15 | 94 | 37 | 289 | 50 | 461 | 18 | 141
with guestionable audit practices.
Q4.IF audit time is too low auditors | o1, 3| o | 76 | 14 | 109 | 50 | 461 | 43 | 336
may omit parts of an audit program.
Q.5If audit time is too low auditors
may rely on evidence of lower| 6 |47 | 7 55 | 22 | 172 | 57 | 445 | 36 | 28.1
quality.

Source: SPSS output from survey data (June, 2019)

Table 2 present the response on the perceived value of the effect of tight audit time on audit

quality. It shows that 39 out of 128 (30.5%) respondents strongly agree, while 62 out of 128
(48.4%) agree, 15 out of 128 (11.7%) neutral, 11 out of 128 (8.6%) disagree and 1 out of 128

(0.8%) strongly disagree that tight audit time impair audit quality.
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52 (40.6%) of participants agreed with there are audit time pressure auditors uses more efficient
audit techniques, whereas 10 (7.8%) strongly agree, 34 (26.6%) of them were neutral 29 (22.7%)

and 3 (2.3%) disagree and strongly disagree respectively.

The descriptive statistics also show that 59 out of 128 (46.1%) of the respondents agree tight
audit time is associated with questionable audit practices, while 18 out of 128 (14.1%) strongly
agree, 37 out of 128 (28.9%) neutral, 12 out of 128 (9.4%) disagree and 2 out of 128 (1.6%)
strongly disagrees.59 out of 128 (46.1%) agree as far as the perceived value of “if audit time is
too low auditors may omit parts of an audit program is concerned.” Besides 43(33.6%) of the
respondents strongly agree, 14 (10.9%) neutral, and the rest 12 (9.3%), disagree or strongly
disagree with regard to question that state when audit time is too low auditors may omit parts of
an audit program. Aggregating the disagreeing respondents, a total of 13 out of 128 (10.2%)
perceive that if audit time is too low auditors may rely on evidence of lower quality. While 22
(17.2), 57 (44.5) and 36 (28.1) respondents found to be neutral, to agree and strongly agree

respectively.

4.3.2. Quality assurance practices of 1A

Table 3:Responses on Quality assurance practices of 1A

documentation, review and
communication of audit results.

Strongly Strongly
Quality Assurance Practices of 1A Disagree | Disagree Neutral Agree Agree
Questionnaire Frq. | % | Frg. | % Frg. | % Frq. | % Frg. | %
Q6.Audit engagement process
encompasses the methodology,
supervision, consultation, | - - - - 11 | 86 | 59 |46.1 | 58 | 453

Q7.External inspections play a valuable
role in helping guide enhancements in | 4 | 31| 2 16 | 21 | 164 | 69 | 539 | 32
audit quality.

25.0

Q8.External  inspections  findings
provide an independent perspective on
important matters relating to the quality
of audits.

2 1.6 1 08 | 18 | 141 | 75 | 586 | 32

25

Q9.A quality assurance and

. .. 2 16| 10 7.8 45 | 352 | 57 |445 | 14
improvement program is in place.

10.9

QlQ.InternaI audit activities have be_en 5 15 117 ] 45 1352 51 | 308 | 12
subject to a formal external quality 3.9

9.4
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Strongly Strongly
Quality Assurance Practices of I1A Disagree | Disagree Neutral Agree Agree

Questionnaire Frq. | % | Frg. | % Frg. | % Frg. | % Frq.

%

assessment in the last five years.

Q11.An Internal Audit Function/IAF/ is

in compliance with the Standards. 1 ]08) 5 |39 19 1148 81 1633 ] 22

17.2

Q12.The internal audit function
undertakes activities that evaluate and
contribute to the improvement of audit
quality.

1 |08 1 08 | 16 | 125 | 76 [59.4 | 34

26.6

Q13.External auditors rely on the work
of internal auditors to confirm the
quality of an organization’s system of
internal control.

3 | 23] 14 | 109 | 31 [242 | 62 | 484 | 18

141

Source: SPSS output from survey data (June, 2019)

Questions 7-13 of the questionnaire addresses the quality assurance practice of 1A. 58 out of 128
(45.3%) agree, none of the respondents disagree and/or strongly disagree, 11 out of 128 (8.6%)
were neutral and the majority of the respondents that is 59 (46.1) agreed to the idea of “audit
engagement process encompasses the methodology, supervision, consultation, documentation,
review and communication of audit results. Analysis of the agreeing respondents combined gives
a total of 101 out of 128 (78.9%), 21 (16.4%) respondents neutral the disagreeing side has an
aggregate value of 6 out of 128 (4.7%) respondents, who are responding on external inspections
play a valuable role in helping guide enhancements in audit quality. 75 (58.6%) agree 32 (25%),
18 (14.1), 1 (0.8), 2 (1.6) neutral, disagree and strongly disagree respectively with the idea about
“External inspections findings provide an independent perspective on important matters.
Relating to “Internal audit activities have been subject to a formal external quality assessment in
the last five years.” 51 (39.8%) agree, 45 (35.2) neutral others are on the categories of strongly
agreed, disagree and strongly disagree, with the frequency (percentage) of 12(9.4), 15(11.7) and
5 (3.9) respectively.57 (44.5%) agreed 45 (35.2%), 10 (7.8%), 2 (0.8), 2 (1.6%) neutral, disagree
and strongly disagree respectively with the idea about “A quality assurance and improvement

program is in place.”
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Eighty one (63.3%) of respondents agreed with the statement of “an internal audit function is in
compliance with the standards.” while, 22 (17.2%) of them strongly agreed with this idea, and
the rest disagree, neutral and strongly disagree which consists 5 (3.9%), 19 (14.8%) and 1 (0.8)

respectively.

Question no. 12 is about the internal audit function undertakes activities that evaluate and
contribute to the improvement of audit quality. 76(59.4%) of the respondents agree, and 34
(26.6%) strongly agree with this idea, followed by 16 (12.5%), 1 (0.8) and 1 (0.8%) neutral,
disagree and strongly disagree respectively. The last item is about external auditors relying on
the work of internal auditors to confirm the quality of an organization’s system of internal
control.62 (48.4%) of the respondents agreed, and 18 (14.1%) strongly agree with this idea,
followed by 3 (2.3%), 14 (10.9) and 31(24.2%) strongly disagree, disagree and neutral

respectively.

4.3.3. Audit follow up
Table 4: Responses on Audit follow up

Strongly Strongly

Audit Follow up Disagree Disagree Neutral Agree Agree

Questionnaire Frq. | % |Frg. | % | Frg. | % Frg. | % Frq. | %
Q14.The greater the level of follow up on
audit recommendations audit quality will | - - 3 | 23| 12 | 94 | 61 | 477 | 52 | 406
be enhanced.
Q15.1f there is a risk focused follow up
plan on recommendations Internal audit | - - 3 | 23| 17 |133| 66 |51.6| 42 | 328
function will be of a good quality.
Q16.Follow-up on audit recommendation
could be one of the auditor’s motivations | 2 |16 | 2 |16 | 19 |148 | 67 |523| 38 |29.7
in improving audit quality. )
Q.17Following up auditor
recommendations can strengthen the
effectiveness of Internal Audit Function 1jos 4 sl 5 1Lr) 551430 53 414
and help to increase audit quality.

Source: SPSS output from survey data (June, 2019)
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As table 4 illustrated above, four questions were asked about audit follow up practices of 1A and

the analysis of responses were stated as follow:

Fifty two out of 128 (40.6%) of the respondents strongly agreed, 61 out of 128 (47.7%) also
approving by simply agreeing, the remaining 3 out of 128 (2.3%) disagree and there was no
respondent who was strongly disagree to the notion “the greater the level of follow up on audit

recommendations audit quality will be enhanced.”

The combined respondents of 108 out of 128 (84.4%) either went for agree and/or strongly agree
to the notion that “if there is a risk focused follow up plan on recommendations internal audit
function will be of a good quality.” 17 out 128 (13.3%), 3 out 128 (2.3%) neutral and disagree
with the idea. There is no respondent who went for strong disagreement with the notion.

Sixty seven (52.3%) of the respondents agree with “follow up on audit recommendation could be
one of the auditor’s motivations in improving audit quality.” For this item 38 (29.7%) of the
respondents strongly agree, and 19 (14.8%) neutral 4 respondents either disagree and/or strongly

disagree with the idea which account for 3.2% in aggregate.

Out of the total respondents 55 (43.0%) agreed with the statement of following up auditor
recommendations can strengthen the effectiveness of internal audit function and help to increase
audit quality. While, 53 (41.4%) of them strongly agreed with this idea, 15 (11.7%), 4 (3.1) and 1

(0.8) neutral, disagree and strongly disagree with the idea respectively.

4.3.4. Independence of Internal Auditors

Table 5: Responses on Independence of internal auditors

Strongly Strongly
Independence of internal auditors | Disagree | Disagree Neutral Agree Agree
Questionnaire Frq. | % | Frg. | % Frg. | % Frg. | % Frg. | %
Q18.Legal liability provides incentive
for internal auditors to maintain| 3 |23 | 9 70 | 34 | 265 | 70 | 547 | 12 | 94
independence.
Q19.The activity of audit is to conduct
work without interference by the entity | 2 | 16 | 7 55 | 17 | 133 | 70 | 547 | 32 | 250
under audit.
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Independence of internal auditors

Strongly

Disa

ree

Disagree

Neutral

Agree

Strongly
Agree

Questionnaire

Frq.

%

Frg. | %

Frq.

%

Frq.

%

Frq.

%

Q20.0Organizational independence
contributes to the accuracy of the
auditors’ work and the ability to rely on
reported results.

4 3.1

17

13.3

61

47.7

46

35.9

Q.2lInternal Audit Function reports
directly to the audit committee.

2.3

24

18.8

58

45.3

36

28.1

Q22.The audit committee has authority
over the Chief Audit Executive
employment.

1.6

45

35.2

45

35.2

30

234

Q23.The audit committee has authority
over the evaluation of the IAF
performance.

1.6

32

25.0

59

46.1

29

22.7

Q24.The audit committee approves the
budget and plan of Internal Audit
Function.

0.8

36

28.1

55

43.0

31

24.2

Q25.Systems ensure a sufficient degree
of organizational independence, which
enables the internal auditor to not fear
and to exercise his/her work freely and
objectively.

1.6

27

211

74

57.8

18

141

Source: SPSS output from survey data (June, 2019)

The results in Table 5 above present the responses on the impact of internal auditor’s

independence on audit quality. With regard to the notion that “legal liability provides incentive

for internal auditors to maintain independence.” 70 out of 128 (54.07%) of the respondents
agreed, 34 out of 128 (26.5%) neutral, 12 out of 128 (9.4%) strongly agreed, 9 out of 128 (7%)

disagreed, 3 out of 128 (2.3%) were in a position to strongly disagree with the idea.

Taking the agreeing side in aggregate gives a total of 102 out of 128 (79.7%) of the participants

at least agreeing on the activity of audit is to conduct work without interference by the entity
under audit. 17 out 128 (13.3%) of them being neutral, 7 out 128 (5.5) disagreed and two merely

strongly disagree.

40




The third statement is about “Organizational independence contributes to the accuracy of the
auditors’ work and the ability to rely on reported results.” The answer given by the majority of
the respondents that account for 61 (47.7%) agree, 46 (35.9%) strongly agree, 17 (13.3%)
neutral. The rest disagree and no respondent chose to strongly disagree.

Fifty eight (45.3%) of the respondents agree for the idea of internal audit function reports
directly to the audit committee.36 (28.1%) strongly agree, frequency and percentage that is 24
(18.8%) took neutral position, 7 (5.5%) disagree, the last 3 (2.3%) is strongly disagree.

In the fifth statement, the same response percentage were exhibited for being neutral and
agreeing that is 45 (35.2%) for each of them with the idea that the audit committee has authority
over the Chief Audit Executive employment. 33 (27.5%) strongly agree with this idea. The next
alternatives that is strongly agree, disagree and strongly disagree account for 30 (23.42%), 6
(4.7) and 2 (1.6%) respectively.

In the sixth statement, 59 (46.1%) of the respondents agree with the idea of the audit committee
has authority over the evaluation of the IAF performance. 59 (46.1%) agree. 32 (25.0) neutral
with this idea. The next, strongly agree, disagree and strongly disagree comprised 29(22.7%), 6
(4.7%) and 2 (1.6%) respectively.

The majority of the respondents 55(43.0%) agree with the idea of the audit committee approves
the budget and plan of internal audit function. 36 (28.1%) of the respondents neutral with this
idea. 31 (24.2%) strongly agree, 5 (3.9%) disagree and 1 (0.8) strongly disagree.

The last statement of this item was about systems ensure a sufficient degree of organizational
independence, which enables the internal auditor to not fear and conduct his/her work freely and
objectively. 74 (57.8%) of the respondents agree, 27 (21.1%) neutral, 18(14.1%) strongly agree,
7 (5.5%) disagree and 2 (1.6%) strongly disagree with the idea.

41



4.3.5. Management Cooperation and Trust

Table 6: Response on management cooperation and trust

: Strongly Strongly

Management Cooperation and Trust | Disagree Disagree Neutral Agree Agree
Questionnaire Frq. | % | Frg. | % Frg. | % Frg. | % Frg. | %

Q26.Internal audit department is large
enough in terms Human resource and |, |45, | 17 | 133 | 39 |305 | 55 |430| 13 | 102
financial budget to successfully carry out
its duties and responsibilities.
Q27.Senior management s aware of | 5\, 15 | 94 | 34 | 266 | 67 |523| 12 | 94
internal audit needs.
Q28.Senior management supports internal
audit to perform its duties and| 3 |23 | 12 | 94 | 40 |313| 64 | 500 | 9 7.0
responsibilities.
Q29Senior management forward relevant
information’s that enable t_he internal aud}t 5 (39| 13 | 102 | 46 | 359 | 52 | 406 | 12 | 94
department to make a risk based audit
plan.
Q30.The response to mterr!al audit reports 4 131! 14 | 109 | 37 2891 63 | 492 | 10 | 78
by the senior management is reasonable.
Q31.Senior management follows the
implementation  of  internal  audit
recommendations and highlights the status 6 |4r) 18| 141 ) 36 12811 56 1438 12 | 94
of audit finding.

Source: SPSS output from survey data (June, 2019)

Table 6 above present the responses on how respondents perceive management cooperation and

trust impacted the IAQ. The results of the idea “internal audit department is large enough in

terms of human resource and financial budget to successfully carry out its duties and
responsibilities” show that 55 out of 128 (43%) respondents agree, while 39 out of 128 (30.5%)
neutral, 17 out of 128 (13.3%) disagree, 13 out of 128 (10.2%) strongly agree and 4 out of 128

(3.1%) respondents strongly disagree.

Taking the aggregate result of agreeing respondents, 79 out of 128 (61.7%) perceived senior

management were aware of internal audit needs. 34 out of 128 (26.6%) of the respondents were

neutral 12 out of 128 (9.4%) respondent disagree, 3 out of 128 (2.3%) strongly disagree with the

idea.
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The third item consists 64 (50%) of the respondents agree upon senior management supports
internal audit to perform its duties and responsibilities. 40 (31.3%) neutral about the presented

question, 12 (9.4%) disagree, 9 (7%) strongly agree and 3 (2.3%) went for strong disagreement.

Fifty two (40.6%) of participants agreed on senior management forward relevant information’s
that enable the internal audit department to make a risk based audit plan, 46 (35.9%) neutral 13

(10.2) disagree, 12 (9.4%) strongly agree and 5 (3.9%) of them strongly disagree.

Sixty three (49.2%) of the respondents agreed on the response to internal audit reports by the
senior management is reasonable. 37 (28.9%) neutral, 14 (10.9%) disagree, 10 (7.8%) strongly
agree, and the rest 4 (3.1%) strongly disagree.

Fifty six (43.8%) of the respondents agree with the statement of the last item about senior
management follows the implementation of internal audit recommendations and highlights the
status of audit finding. 36 (28.1%) neutral , 18 (14.1%) disagree, 12 (9.4%) strongly agree and
the remaining 6 (4.7%) strongly disagree.

4.3.6. Adherence to Code of Ethics

Table 7: Responses on code of ethics

Strongly Strongly

Code of Ethics Disagree | Disagree Neutral Agree Agree

Questionnaire Frq. | % | Frg. | % Frg. | % Frg. | % Frg. | %
Q32_.A professional code of conduct is 3 23] 2 16 o | 70| 724 |s78| 40 | 313
available.
Q33.Int§egrlty and impartiality values are > 16| 3 23 | 21 | 164 | 68 | 531 | 34 | 2656
emphasized.
Q34.There is a system that ensures
ac_countabllltyfqr non-compatl_bllltycases > 16! 8 | 63| 48 | 3751 55 | 430! 15 | 107
with the principles and ethics of the
profession.
Q35.Internal auditors observe relations
and activities that they should avoid | - - 7 | 55| 36 [281]| 68 |531| 17 | 133
participating in.
Q36.Internal auditors disclose the material
facts about the activities that they auditin | 3 | 23| 3 23 | 18 | 141 | 74 | 578 | 30 | 234
their reports.
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) Strongly Strongly
Code of Ethics Disagree | Disagree Neutral Agree Agree
Questionnaire Frg. | % | Frg. | % Frg. | % Frg. | % Frg. | %
Q37.The_ audlto_r has a professional > 1161 14 109 35 | 273 | 58 | 453 14.8
freedom in choosing tools and methods.
Q38.Audltors_taken into consideration 1 los!| a 31 | 18 | 141 | 82 | 641 18.0
using information carefully.
Q39.Finding a  balance  between
confu_jentlallty and transparency Is l:_>e|ng 1 los! 6 | a7 1 19 | 148 79 | 617 18.0
clarified by having a professional
judgment.
Q40.The tasks assigned to the internal
auditor fit with the nature of his| 1 |08 | 17 |133 | 29 |227 | 62 | 484 14.8

qualifications.

Source: SPSS output from survey data (June, 2019)

Table 7 shows the responses on the effect of adherence to code of ethics on audit quality. The
results reveal that 74 out of 128 (57.8%) agree, 40 out of 128 (31.3%) just strongly agree, 9 out
0f128 (7%) neutral, 3 out of 128 (2.3%) strongly disagreed 2 out of 128 (1.6) disagree regarding

the availability of a professional code of conduct in their bank.

The results with regard to integrity and impartiality values are emphasized 68 out of 128 (53.1%)
agree, 34 out of 128 (26.6%) strongly agree, 21 out 0f128 (16.4%) neutral, 3 out of 128 (2.3%)
strongly disagree 2 out of 128 (1.6) disagree. These findings imply that a large proportion of the
auditors in the sampled banks feel that their banks demonstrate impartiality and higher level of

integrity.

Sixty seven (55.8%) of the respondents agree with the statement that there is a system that
ensures accountability for non-compatibility cases with the principles and ethics of the
profession. 55(43%) strongly agree and 48 (37.5%) neutral, 15 (11.7%) of the respondents
strongly agree, 8 (6.3%) disagree and 2 (1.6%) strongly disagree.

Sixty eight (53.1%) agree, 36 (28.1%) neutral, 17 (13.3) strongly agree, 7 (5.5%) disagree

whereas there was no respondent that strongly disagreed with the idea of “Internal auditors

observe relations and activities that they should avoid participating in.”

44




Seventy four (57.8%) of the respondents agree with the idea of internal auditors disclose the
material facts about the activities that they audit in their reports. 30 (23.4%) of them strongly
agree, 18(14.1%) neutral, 3 (2.3%) tended to both the disagreement and strong disagreement.

Fifty eight (45.3%) of participants agreed on that the auditor has a professional freedom in
choosing tools and methods, 35 (27.3%) neutral, 19 (14.8%) strongly agree, 14(10.9%) disagree,
whereas 2 (1.6%) strongly disagree.

Eighty two (64.1%) of the participants agree on the idea of auditors taken into consideration
using information carefully. 23 (18%), 18 (14.1%), 4 (3.1) and 1 (0.8%) strongly agree, neutral,
disagree and strongly disagree respectively.

Seventy nine (61.7%) of participants agree on “finding a balance between confidentiality and
transparency is being clarified by having a professional judgment.” 23 (18%), 19(14.8%), 6
(4.7%) and 1 (0.8%) strongly agree, neutral, disagree and strongly disagree respectively.

The last question asked whether “the tasks assigned to the internal auditor fit with the nature of
his qualifications. 62(48.4%) respondents agree, 29 (22.7) neutral, 19 (14.8) strongly agree, 17
(13.3) disagree and 1(0.8%) strongly disagree.

4.3.7. Internal Audit Quality
Table 8: Response on Internal Audit Quality

: : Strongly Strongly
Internal Audit Quality Disagree | Disagree | Neutral Agree Agree
Questionnaire Frqg. | % Frq. | % | Frg. | % Frg. | % Frq. | %
Q41.The internal audit function built
quality into policies, charters and | 1 08 | 4 |31 17 |133| 66 |516| 40 | 313
procedures.
Q42.Internal audl_t ensures that it adds 5 16 3 23] 7 55 | 63 | 492 | 53 | 414
value to the organization.
Q43.Establlsh_ed internal audit objectives 1 o8l 4 |31] 25 | 195! 69 539 29 | 227
were accomplished.
Q44.The internal audit function of your
organization prepares a risk based plan | ;| 5o | 7 |55 | 27 [211| 52 | 406 | 37 | 289
and performs audit activities based on
this plan.

Source: SPSS output from survey data (June, 2019)
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Table 8 show responses on internal audit quality. The data shows that 66 out of 128 (51.6%) of
the respondents agree that the internal audit function built quality into policies, charters and
procedures, with 40 out of 128 (31.3%) merely strongly agreeing, whereas 17 out of 128 (13.3%)
are neutral, 4 out of 128 (3.1%) disagree and 1out of 128 (0.8%) strongly disagree.

Summing up, the agreeing respondents gave 116 out of 128 (90.6%) to internal audit ensure that
it adds value to the organization, The neutral side has 7 out 128 (5.5%), meaning they neither

went for it nor reject it, 3 (2.3%), 2 (1.6) disagree and strongly disagree with the idea.

On aggregate 5 out of 128 (3.8%) responses differ and oppose the view that the established
internal audit objectives were accomplished, whereas 25 (19.5%), 69 (53.9), and 29 (22.7) went

for neutral, agreeing and strongly agreeing with the notion respectively.

The last statement of this item was about the internal audit function of their organization
prepares a risk-based plan and performs audit activities based on this plan. 52 (40.6%) of the
respondents agreed, 37 (28.9%) strongly agree, 27 (2.1%) neutral, 7 (5.5%) disagree and 5
(3.9%) strongly disagree with this idea.

4.4. Reliability Test of Instrument

Reliability means that a measure (or in this case, the questionnaire) should consistently reflect
the construct that it is measuring. In a likert-scale questionnaire measuring, the consistency or
reliability of the questionnaire is essential. Reliability analysis has been employed in prior 1A
researches those adopt likert-scale questionnaire Mihret, (2010); George, (2015).To measure
such reliability, Cronbach’s Alpha (a) is the most common measure. As George & Mallery,
(2003) suggested that a reliability analysis value (o) 0.60and above is considered acceptable.
According to Field, (2009), a reliability analysis value (o) greater than 0.70, is very acceptable.
Based on Table 9 the reliability analysis value for Cronbach’s Alpha (o) of this study shows a
value of 0.819 for all variables. Therefore, the responses generated from all variables in this

study were reliable for data analysis.
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Table 9: Reliability Analysis

Cronbach's Alpha Based on
Cronbach's Alpha Standardized Items No. of Items
819 .829 7

Source: SPSS output from survey data (June, 2019)

4.5. Tests for the classical linear regression model (CLRM) assumptions

Different tests were run to make the data ready for analysis and to get reliable output from the
research. These tests were intended to check whether the CLRM assumptions are fulfilled when
the independent variables are regressed against the dependent variables. Accordingly, the

following four tests of CLRM are presented.

4.5.1. Assessment of Normality

Normality test helps to determine whether the data used has a normal distribution for the
residuals, and therefore, that this assumption is met in the data for statistical tests. The
approaches can rely on visual inspection or statistical tests. Graphical interpretation has the
advantage of allowing good judgment to assess normality in situations when numerical tests
might be over or under sensitive, but graphical methods do lack objectivity. If one does not have
great deal of experience to interpreting normality through graphically view, it is probably best to
rely on the numerical methods.

When visualize the fit of the normal distribution, examine the probability plot and assess how
closely the data points follow the fitted distribution line. Normal distribution tends to fall closely
along the straight line. Skewed data form a curved line. As it can be confirmed by visual
inspection of the histogram of survey result from SPSS 20 (Figurel), our residuals seem

normally distributed which means the data meets the normality assumption.
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Figure: 1 Histogram with normal curve plotted for Internal Audit Quality
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Source: SPSS output from survey data (June, 2019)

4.5.2. Assessment of Multicollinearity

Multicollinearity is an assumption of a linear relationship between explanatory variables that
creates biased regression model. This problem occurs when the explanatory variables are very
highly correlated with each other (Brook, 2008). According to Hair, (2006) multicollinearity
problem exists when the correlation coefficient among the variables are greater than 0.90. As it
appears in the correlation matrix table 11, there were no such high correlation between the
explanatory variables. However, Kennedy (2008) suggested that any correlation coefficient
above 0.7 could cause a serious multicollinearity problem. So as to mitigate the above
controversy among (Hair, 2006) and (Kennedy, 2008), variance inflation factor and tolerance
value which is considered as standard statistical technique for testing data for multicollinearity
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was run (Gujarati, 2004). According to this test, multicollinearity problem exists when tolerance
value less than 0.10 and Variance Inflation Factor (VIF) greater than 10 in the correlation matrix
(Field, 2009). The results in general show no Variance Inflation Factor (VIF) values that exceed
10 and tolerance value less than 0.1 indicating that multicollinearity among independent
variables is not an issue. The regression analysis is therefore more reliable as indicated by low
coefficient of correlation. It is therefore safe to conclude that there is no multicollinearity

problem in this particular study.

Table 10: SPSS output for collinearity test

Variable Collinearity Statistics
Tolerance VIF
Tight Audit Time 0.826 1.211
Quality Assurance Practice 0.484 2.067
Audit Follow up Practice 0.534 1.874
Independence of Internal Auditors 0.532 1.880
Management Cooperation and Trust 0.586 1.708
Adherence to Code of Ethics 0.492 2.032

Table 11: SPSS output for correlation matrix

IAQ | TAT | QAP | AFP | IDA | MGCT | ACE
IAQ 1

TAT 0.142 1

QAP 0601 0.233 1

AFP 0.338| 0413 0516 1

IDA 0458 | 0.258 0510 0.546 1

MGCT | 0532| 0.051| 0487 | 0.156| 0.442 1

ACE 0.685| 0.161| 0611 0.332| 0524 0581 1

4.5.3. Assessment of Autocorrelation

This is an assumption that is requires the error terms to be uncorrelated with one another or they
are linearly independent (Brooks, 2008). If the errors are correlated with one another, it would be
stated that they are ‘auto correlated’ or that they are serially correlated. The simplest and most
popular test to detect the existence of autocorrelation is Durbin Watson (DW test). According to
Richard, (2015) DW value of 1.5 to 2.5 is desirable in any model to say it is free from serial

correlation. As can be seen in the table 12, DW- test static for the audit quality model is 2.188,
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which is close to the rangel.5 to 2.5 indicating that there is no evidence of autocorrelation among

the error terms in this study.

Table 12: Durbin Watson Test model Summary

Adjusted
R R Std. Error of the
Model R Square | Square Estimate Durbin-Watson
1 7347 539 516 48860 2.188

a. Predictors: (Constant), ACE, TAT, AFP, MGCT, IDA, QAP
b. Dependent Variable: I1AQ

Source: SPSS output from survey data (June, 2019)

4.5.4. Assessment of Hetroscedasticity/presence of Homoscedasticity

It has been assumed that the variance of the error term is constant and this is known as the
assumption of homoscedasticity. If the error terms do not have a constant variance, they are said
to be hetroscedastic (Brook, 2008). As it can be confirmed by visual inspection of the
scatterplot of the survey result from SPSS 20 (Figure2), there is no evidence of the presence for

hetroscedasticity.
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Figure 2 scatterplot for Internal Audit Quality
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4.6. Regression Results for IAQ

Regression analysis was done to establish the statistically significant relationship between the
independent and dependent variables. The regression analysis results are presented using model
summary, ANOVA and Beta coefficient tables. The analysis applied SPSS software and the
results are presented as follows:

4.6.1. Model Summary

It is desirable to have some measure of how well the regression model actually fits the data. In
other words, it is desirable to have an answer to the question, “how well does the model
containing the explanatory variables that was proposed actually explain variations in the
dependent variable?” the most common goodness of fit statistic is known as R% One way to
define R? is to say that it is the square of the correlation between the values of the dependent

variable and the corresponding fitted values from the model (Brook, 2008).In empirical study the
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most important benefit of R? is that it serves as a measure for the goodness of fit of the estimated
model (Reisinger, 1997). The R? value more than 25% can be acceptable and good to fit
(Thompson, 2002).

Based on the table 13 a model had a coefficient of determination 0.539, which indicates that
53.9% of the variation in the quality of internal audit explained by the independent variables. It
means that the overall contribution of tight audit time, quality assurance practices of IA, audit
follow up practices of IA, independence of internal auditors, management cooperation and trust
and adherence to code of ethics to quality of internal audit accounted for 53.9% of the variation

on internal audit quality.

Table 13:Model Summary

Adjusted
R Std. Error of the Durbin-
Model R R Square Square Estimate Watson
1 734° 539 516 48860 2.188

Source: SPSS output from survey data (June, 2019)

4.6.2. Analysis of Variance (ANOVA)

The study conducted analysis of variances to test the effect of the relationship between internal
audit quality and determinants of internal audit such as tight audit time, quality assurance
practices of 1A, audit follow up practices of IA, independence of internal auditors, management
cooperation and trust and adherence to code of ethics. Based on the table 14 below the ANOVA
shows the significance of the model by the value of F statistics (P=.000) and F= 23.592 which
indicates there were a strong relationship between the predictors and the outcomes of the
regression variables. It is the best fit of the model to predict the impact of the independent

variables on the quality of internal audit.
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Table 14: ANOVA results for the regression

Model Sum of Squares df Mean Square F Sig.
Regression 33.793 6 5.632 23.592 .000°
Residual 28.886 121 239
Total 62.680 127

a. Dependent Variable: IAQ
b. Predictors: (Constant), ACE, TAT, AFP, MGCT, IDA, QAP
Source: SPSS output from survey data (June, 2019)

4.6.3. Test of Coefficient

The beta (B) sign includes a sign of positive (+) and negative (-). It shows the effect of
independent variables over the dependent variable (Field, 2009). Based on Table 15 beta sign of
five independent variables shows positive (+) including the insignificant variables. Thus,
independent variables (quality assurance practices of IA, management cooperation and trust and
adherence to code of ethics) had a positive effect on the predicting the dependent variable
(quality of IA). Therefore, any increase in these independent variables lead to increase in the

dependent variable.

Based on Table 15, the statistical significance of the independent variable over the dependent
variable at 1%, 5% and 10% level of significance; three independent variables (adherence to
code of ethics, quality assurance practice of IA and management cooperation and trust)
significantly contributed for the dependent variable (quality of 1A) with respective levels of
significance. But the variables (tight audit time, follow up practice of IA and Independence of

internal auditors) do not significantly affect the dependent variable (quality of I1A).
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Table 15: Regression Results Coefficients®

Unstandardized | Standardized
Coefficients Coefficients
Model | variables Std.
B Error Beta t Sig.
1 (Constant) .042 408 104 | 917
TAT -.015 .076 -013 | -.198 .843
QAP .308 17 233 | 2.627 | .010
AFP .045 .091 .042 494 | 622
IDA .037 A11 .028 335 | .738
MGCT 144 077 151 | 1.873 | .063
ACE 530 .109 428 | 4.869 | .000

a. Dependent Variable: IAQ
Source: SPSS output from survey data (June, 2019)

4.7. Regression Results, Interpretation and Hypothesis tests

This section presents the results of the quantitative data analysis. The hypothesis testing is used
to test a significant influence of the independent variables on dependent variable (Field, 2009). In
this study, the hypothesis testing used to test a significant influence of tight audit time, quality
assurance practice of IA, audit follow up practice of 1A, independence of internal auditors,

management cooperation and trust and adherence to code of ethics on internal audit quality.

According to Table 15 the coefficients of the three independent variables: quality assurance
practice, management cooperation and trust and adherence to code of ethics were statistically
significant at (p<0.05), (p<0.10),(p<0.01) respectively which shows a strong support for
hypothesis 2, 5, and 6. Whereas, the coefficients of tight audit time, audit follow up practices and
independence of internal auditors were statistically insignificant even with (P<0.10) which lacks

support for hypothesis 1, 3 and 4.
4.7.1. Tight Audit time

This section discusses the views of the respondents regarding the tight audit time as a factor that

may determine the internal audit quality. The study examined the tight audit time from the

54



perspective of impairing audit quality, associating it with questionable audit practice, omission of

critical auditable areas and relying on evidence of lower quality by internal auditors.

H1: There is a negative relationship between tight Audit time for internal auditor and the

quality of the internal audit.

The first hypothesis tested tight audit time has negative association with the quality of IA in
selected Ethiopian commercial banks. Based on the regression output it has been found that there
is a weak negative correlation which is not statistically significant between tight audit time and
the internal audit quality in selected Ethiopian commercial banks (P=0.843). The magnitude (p)
of the effect of this variable on the quality of IA was -0.015and the t-value of -0.198. Therefore,
we reject the hypothesis of the study that there is a negative relationship between tight audit time
of internal auditors and the internal audit quality. The result reveals that tight audit time does not
have a material negative influence on internal audit quality. This means that internal auditors of
selected Ethiopian commercial banks which have tight audit time will not that much influence
their internal audit quality. A possible justification being the fact that internal auditors of selected
Ethiopian commercial banks not facing a tight audit time there may be a practice of allocating
time commensurate with the work pressure. Hence, tight audit time is not that much important
element that could affect internal audit quality in selected Ethiopian commercial banks. This
finding is not consistent with previous researches (Tsegaw, 2017; Abdul, 2014) in terms of level
of significance which concluded that tight audit time is significantly determining internal audit

quality.

4.7.2. Quality assurance practice of 1A

Quality assurance practices are usually designed to provide reasonable assurance to the various
stakeholders of the internal audit process, function that it performs activities maintaining quality
to the expected level. This section evaluates the views of participants regarding the quality
assurance practices of the internal audit function as a factor may determine an internal audit
quality. To this regard, the study examined considering the audit engagement process

encompasses quality assurance, impact of external inspection, existences of the practice in the
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selected banks and level of compliance with the standards by the selected Ethiopian commercial
banks.

H2: There is a positive relationship between quality assurance practices of internal audit

function and the quality of the internal audit.

The second hypothesis tested quality assurance practices of internal audit departments’ positive
association with the quality of the internal audit. The result shows that quality assurance
practices of internal audit function is positively associated with quality of the internal audit in
selected Ethiopian commercial banks at a statistical significance level of (P<0.05). The
magnitude (B) of the effect of this variable on the quality of IA was 0.308 and the t-value of
2.627. The positive magnitude sign and t-value of more than 2 are indicating a strong
relationship between the independent and dependent variable. Therefore, the researcher accepts
the hypothesis of the study that there is a positive relationship between quality assurance practice
of 1A and the quality of the internal audit. The result reveals that quality assurance practice of 1A
plays a material positive influence on internal audit quality. This means that internal audit
department of selected commercial banks which have quality assurance practice will enhance
their internal audit quality. This finding is consistent with previous research of (Ahmed and

Neila, 2018) that shows quality assurance practice play a critical role to internal audit quality.

4.7.3. Audit follow up of 1A

Audit follow-up has the purpose of ensuring that management has implemented the action, and
that it has addressed the issue. This section discusses the views of participants regarding an audit
follow-up as a factor that determines 1A quality. The relationship of audit follow-up and audit
quality the result of which were examined in terms of level of follow-up on audit
recommendation, focus of the follow-up process, motivational effect of implementation of audit
recommendation via follow-up and the role of audit follow up on recommendations on internal

audit quality is summarized herein below.

H3: There is a positive relationship between audit follow-up of internal audit and the

quality of internal audit.
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The third hypothesis tested audit follow-up’s positive association with the quality of 1A in
selected Ethiopian commercial banks. In accordance with regression output it has been found
that there is a statistically weak positive correlation which is not statistically significant between
audit follow-up practice of IA and the internal audit quality in selected Ethiopian commercial
banks (P=0.622). The magnitude (B) of the effect of this variable on the quality of IA was 0.045
and the t-value of 0.494. Therefore, we reject the hypothesis that there is a positive relationship
between audit follow-up practice of 1A and the internal audit quality. The result reveals that audit
follow-up practice has not a material positive influence on internal audit quality. This means
those internal audit departments of selected Ethiopian commercial banks which have a follow up
practice will not that much influence their internal audit quality. A possible justification being
the fact that the internal audit departments of the selected Ethiopian commercial banks consider
implementing the audit recommendation is the responsibility of management and pressurizing on
implementation of the recommendation may have a negative impact on the relationship. Hence,
audit follow up practice is not an important element that could affect internal audit quality in the
context of the selected Ethiopian commercial banks.

4.7.4. Independence of internal auditors

Independence of internal auditors can be achieved by ensuring appropriate reporting mechanisms
such that the internal audit department has direct access to the board and the senior management,
by giving it the authority to access any records it deems fit, by allowing full access to all
employees and departments. To this regard, the study examined the independence of internal
auditors from the perspective of interference by the entity under audit, reporting relationship,
evaluation of performance, budget & plan approval and organizational independence.

H4: There is a positive relationship between independence of internal auditors and internal

audit quality.
The fourth hypothesis tested independence of internal auditor’s positive association with the
quality of the internal audit. The regression output, unexpectedly, has been found that there is a

weak positive correlation which is not statistically significant between independence of internal
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auditors and the internal audit quality in selected Ethiopian commercial banks (P=0.738). The
magnitude (B) of the effect of this variable on the quality of IA was 0.037 and the t-value of
0.335. Therefore we reject the hypothesis of the study that there is a positive relationship
between independence of internal auditors and the internal audit quality. The result reveals that
independence has not a material positive influence on internal audit quality. This means that
internal auditors of selected Ethiopian commercial banks which have independence criteria will
not that much influence their internal audit quality. A possible justification being the fact that
internal auditors are seen as the employees of the organization, that they have a close relationship
that influences their independence. Hence, independence is not an important element that could
affect internal audit quality. This finding is not consistent with previous researches (Ashagre,
2018; Misganaw, 2016) in terms of level of significance which concluded that independence is
significantly determining internal audit quality.

4.7.5. Management cooperation and trust on 1A

Given the fact that IA activities are performed in dynamic and supportive environment; internal
auditor expects a support from top management. According to SPPIA of 1110-organizational
independence to perform their work effectively; internal auditors should get a support from top
management, BOD, cooperation from auditees (11A, 2011). In this study, the researcher focused

on top management cooperation and trust on internal audit.

H5: There is a positive relationship between management cooperation and trust on internal
audit and internal audit quality.

The fifth hypothesis tested management cooperation and trust on IA positive association with the
quality of the internal audit. The result show management cooperation and trust on IA is
positively associated with the quality of the internal audit in selected Ethiopian commercial
banks at a statistical significance level of (P<0.1). The magnitude () of the effect of this variable
on the quality of IA was 0.144 and the t-value of 1.873, which indicates that there is a positive
significant relationship between the two variables. Therefore, the researcher accepts the
hypothesis of the study that is management cooperation and trust on IA positively associated
with the quality of IA in selected Ethiopian commercial banks. The results reveal that

management cooperation and trust play a material positive role on internal audit quality. This
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means that internal auditors of selected commercial banks which have management support will
enhance internal audit quality. The result of this study is consistent with previous studies. The
results obtained by (Mihret & Yismaw, 2007; Cohen & Sayag, 2010; Misganaw, 2016 and
Gortiz, 2004) shows that management supports play a critical role to effectiveness of IA.

4.7.6. Adherence to code of ethics

The work of the internal auditors is characterized by its critical nature of being focused on the
examination, analysis and evaluation the validity and the legitimacy of transactions, particularly
with financial impact. Internal auditors try detecting the errors and incorrect practices that may
exist during the execution of operations within the company, which put them on pressures, which
can limit their professionalism, especially in conflict situations and conflicts of interest. This
calls for resorting to the code of ethics that guide them to carry out their procedures with
professionalism under pressures and the challenges facing them while maintaining their

compliance to the moral and the effectiveness of their performance (Rahahle, 2017).

H6: There is a positive relationship between adherence to code of ethics and internal audit
quality

The last hypothesis tested adherence to code of ethics positive association with the quality of the
internal audit. The results show that adherence to code of ethics is positively associated with
quality of the internal audit in selected Ethiopian commercial banks at a statistical significance
level of (P<0.01). The magnitude (B) of the effect of this variable on the quality of IA was 0.530
and the t-value of 4.869. The positive magnitude sign and t-value of more than 2 are indicating a
statistically strong relationship between the independent and dependent variable. Therefore, the
researcher accepts the hypothesis of the study that is adherence to code of ethics on IA is
positively associated with the quality of 1A in Ethiopian commercial banks. The result reveals
that adherence to code of ethics plays a material positive influence on internal audit quality. This
means that internal auditors’ of selected Ethiopian commercial banks those adhere to the code of
ethics will contribute to the enhancement of internal audit quality in their organizations. The
result of this study is consistent with (Hasan, Abed & Othman, 2014) that show adherence to

code of ethics play a critical role to internal audit quality.
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CHAPTER FIVE
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1. Introduction

The basic intent of this chapter is to conclude the whole thesis and highlight future research
directions. Accordingly, the first section summarizes findings; the second section presents
conclusions, section three is devoted for recommendations based on the study results; the last

section highlights future research directions.

5.2. Summary of the results

The adherence to code of ethics plays the highest critical role in determining the quality of
internal audit. As the respondents indicate, adherence to code of ethics improves audit quality
and performs audit engagement with principles that are relevant to the profession and practice of
internal auditing. This study found a strong positive relationship between adherence to code of
ethics and internal audit quality (B=0. 530, t=4.869, P<0.01) as found by previous research of
Hasan, Abed & Othman, (2014).

The results also suggest that, quality assurance practices of internal audit function plays
important role on the quality of internal auditing in the selected Ethiopian commercial banks.
This implies that the existence of quality assurance practices provides reasonable assurance to
the various stakeholders of the internal audit function that it performs activities maintaining
quality to the expected level. Quality assurance practices of the internal audit department was
found to have a positive significant influence on internal audit quality ($=0.308, t=2.627,
(P<0.05) as found by previous research of, Ahmed and Neila, (2018)

Management cooperation and trust are necessary for effective work performance and enhancing
the internal audit team’s competence and independence and hence quality of the audit. The
results also highlight the role of management cooperation and trust for the internal audit function
as a key driver of IAQ. This study also found a positive linkage between management
cooperation and trust and IA quality (f=0.144, t=1.873, (P<0.10), as found by previous research
(e.g. Mihret & Yismaw, 2007; Cohen & Sayag, 2010; Misganaw, 2016 and Gortiz, 2004).
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Finally, this study reveals that audit follow-up and independence of internal auditors have a
positive correlation which is not statistically significant to IAQ where as tight audit time has

insignificance and negative correlation with the quality of internal audit.

5.3.  Conclusions

As clearly indicated in the analysis section, three variables from among six variables have
significant and positive influence on internal audit quality. Respondents perceived that from the
three variables that have significant positive influence, adherences to code of ethics ranked first
as determinant of internal audit quality. Adherence to ethical code may be affected by moral
sensibility and good example lessoned from experienced senior auditors and several other

factors.

Auditor’s response ranked quality assurance practice as a second. The ranking seem not only
logical but indicate auditors perceive professional quality (ethics) as the first factor and control
(quality assurance) as a second. The third significant factor is management cooperation and trust
of audit work. Management cooperation and support helps auditor to access information, and
freely exercise professional judgment. Trust by the top management again can enhance the effort
of internal auditors to effectively discharge their responsibilities. It is generally true that

cooperation and trust of the management sets good working environment to the auditors.

The author believes that this research is of great importance to the corporate governance
structure within an organization, specifically to the Ethiopian commercial banks. This paper
aspires to inform members of the corporate governance (or board of directors, audit committee,
internal auditors and external auditors) to take the findings in to account in their interactions to
better equip their internal audit department for their role in corporate governance effectiveness.
Therefore, Ethiopian commercial banks can make use of this study to determine internal audit
quality. Although the data for the analysis in this paper were collected from commercial banks,
the author believes that the results regarding the determinants of audit quality can also be
applicable to other related organizations in the financial sector, for e.g., to insurance and micro-

finance institutions.
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5.4. Recommendations

Based on the findings of the research the following recommendations are provided:

e The analyses indicated that the variables adherence to code of ethics, quality assurance
practices of internal audit and management cooperation and trust were significant key drivers
of internal audit quality in selected Ethiopian commercial banks. As a result, this is a clear
signal to selected commercial banks in Ethiopia that they should consider these determinant

factors while attempting to improve the functioning of their internal audit quality.

e Auditor’s adherence to code of ethics will bring a higher audit quality. So the selected
commercial banks in Ethiopia should focus on providing a continuous value adding trainings
on code of ethics of internal audit profession and allowing auditor’s to exercise and strictly
abide with them. This can gradually have a great contribution in enhancing ethical culture of
auditors which will positively impact internal audit quality.

e To improve the quality of internal audit work, quality assurance practices (both internal and
external) have great importance. The researcher make a note that in the selected Ethiopian
commercial banks, internal assessments were done in the form of ongoing and periodic
review, but there are no external quality assessments by independent reviewers except an
attempt were made by the central bank as per their schedule, if it worth that to be called an
external assessment. Thus, performing external inspections play a valuable role in helping
guide enhancements in internal audit quality and assuring that the work performed by internal
auditors is in agreement with the company’s objectives and international best practices.
Therefore, internal audit work should be assessed externally at least every five years by an
independent reviewer, as proposed by international standards, so that internal audit adds
values to the business, and enhances departments’ and organizational performance. Besides,

selected Ethiopian commercial banks keep on excelling the internal assessment practices.

¢ Management cooperation in terms of availing the necessary resources, creating access to
information and making the working environment conducive to auditors will have great
importance to the effectiveness of internal audit and hence maintaining quality. Therefore, the
management of the selected Ethiopian commercial banks shall create a supportive work

environment for auditors.
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5.5.  Suggestion for Future Research

The study concentrated only on the banking sector, internal auditors therein and few variables;
hence, future studies could investigate internal audit quality by incorporating other important
variables, other members of the bank that is senior management and or board audit committee

members and financial institutions other than banks such as insurances, and micro-finances.
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Appendix
Questionnaire
Addis Ababa University College of Business and Economics
Department of Accounting and Finance
MSC in Accounting and Finance
Dear respondent this questionnaire is designed to collect data on the Determinants of Internal Audit
Quality evidence from selected Ethiopian commercial banks. The data to be collected through
questionnaire is highly valuable to meet the objectives of this study. Therefore you are hereby requested,

with all due respect, to fill in and return the questionnaire.

The information you furnish would be used for academic purpose only and will be kept confidential. This
questionnaire consists of two sections. The first section, meant to get response about your personal profile
and the second section consists of questions about the Determinants of Internal Audit Quality in your

organization.

Please allow me to cordially notify you once again that your honest and thoughtful response is invaluable.
N.B.
o This questionnaire has a total of 6 pages including this page.

e You need not write your name

Thank you in advance.
Getu Birru

Section 1: Personal Profile
1. Gender: Male ( ), Female ( )

2. Age (in year): Under 30 ( ),31t039( ),40to49 ( ), 50 and above ( )

3. Your field of study: Accounting ( ), Management ( ), Economics ( ), other field of study

4. Level of education: Bachelor's Degree (), Master’s Degree (), PhD ()

5. Professional certification (if any): Certified Internal Auditor (CIA) ( ), Certified Public

Accountant (CPA) ( ), Association of chartered certified Accountants (ACCA) ( ),
Chartered Institute of Management Accountants (CIMA) (), None ()

6. Current Position: Assistance IA (), Internal Auditor ( ) Senior IA (), Team Leader ( ),
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Audit Manager () Audit Director (), Chief Internal Auditor ( ) other position

7. Number of years of experience you work as an internal auditor: 1 year ( ), 2-5 years ( ),

6-10 ( ) years, above 10 years ( )

Section 2: Questions on the Determinants of Internal Audit Quality

In this section, the question is based on the Determinants of Internal Audit Quality. In the study, Likert
scale question is chosen, which is used to measure respondents’ agreement with a variety of statements. It
consists (5) point scales. The respondents have requested to tick (\) the appropriate scale (point) that
indicates your opinion in table below. The values of scales are: 5 = strongly Agree, 4 = Agree, 3 =

Neutral, 2 = Disagree and 1 = strongly Disagree

I. Tight Audit Time and Internal Audit Quality
Audit time is firm limited resources allocated to implement auditing. What is your opinion about the effect of
tight Audit time on audit qualityinyour organization? (Please tick; the appropriate box which matches your

view).

Points (Scales)

S.No. Statements 51413

2

1

L. Tight Audit time impair audit quality.

2| With there are Audit time pressure auditors uses more efficient audit techniques.

3. Tight Audit time is associated with questionable audit practices.

4. | If audit time is too low auditors may omit parts of an audit progam.

5. | If audit time is too low auditors may rely on evidence of lower quality.

1. Quality Assurance Practices and Internal Audit Quality
Quiality assurance practices are designed to provide reasonable assurance to the various stakeholders of the
Internal Audit Function that it performs activities maintaining quality to the expected level. What is your
opinion about the effect of quality assurance practice on audit quality in your organization? (Please tick;

the appropriate box which matches your view).
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Points (Scales)

S.No. Statements 514 13|21

6. | Audit engagement process encompasses the methodology, supervision,

consultation, documentation, review and communication of audit results.

7. | External inspections play a valuable role in helping guide enhancements in audit

quality.

8. | External inspections findings provide an independent perspective on important

matters relating to the quality of audits.

9. | A quality assurance and improvement program is in place.

10.| Internal audit activities have been subject to a formal external quality assessment
in the last five years.

11.| An Internal Audit Function/IAF/ is in compliance with the Standards.

12.| The internal audit function undertakes activities that evaluate and contribute to the

improvement of audit quality.

13.| External auditors rely on the work of internal auditors to confirm the quality of an

organization’s system of internal control.

1. Audit Follow up and Internal Audit Quality

Audit follow up has the purpose of ensuring that management has implemented the action, and that it has
addressed the issue. In practice, this is often easier said than done! What is your opinion about the effect
of Audit follow up on audit quality in your organization? (Please tick; the appropriate box which matches

your view).

Points (Scales)

S.No. Statements 5141321

14.| The greater the level of follow up on audit recommendations audit quality will be

enhanced.

15.| If there is a risk focused follow up plan on recommendations Internal audit

function will be of a good quality.

16.| Follow-up on audit recommendation could be one of the auditor’s motivations in

improving audit quality.
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Points (Scales)

S.No. Statements 51413121

17.| Following up auditor recommendations can strengthen the effectiveness of

Internal Audit Function and help to increase audit quality.

IV. Independency of internal auditors and Internal Audit Quality

Independency of internal auditors can be achieved by ensuring appropriate reporting mechanisms such
that the internal audit department has direct access to the board and senior management, by giving it the
authority to access any records it deems fit, by allowing full access to all employees and departments.
What is your opinion about the effect of Independency of internal auditors on audit quality in your

organization? (Please tick; the appropriate box which matches your view).

Points (Scales)

S.No. Statements 51413121

18.| Legal liability provides incentive for internal auditors to maintain independence.

19.| The activity of audit is to conduct work without interference by the entity under

audit.

20.| Organizational independence contributes to the accuracy of the auditors’ work and

the ability to rely on reported results.

21.| Internal Audit Function reports directly to the audit committee.

22.| The audit committee has authority over the Chief Audit Executive employment.

23.| The audit committee has authority over the evaluation of the IAF performance.

24.| The audit committee approves the budget and plan of Internal Audit Function.

25.| Systems ensure a sufficient degree of organizational independency, which enables

the internal auditor to not fear and to exercise his/her work freely and objectively.

V. Management Cooperation and Trust and Internal Audit Quality
Top management support is necessary for effective work performance and enhancing 1A team competence
and independence and hence quality of the audit. What is your opinion about the effect of Management
cooperation and trust on audit quality in your organization? (Please tick; the appropriate box which

matches your view).

74



Points (Scales)

S.No. Statements 5141321

26.| Internal audit department is large enough in terms Human resource and financial

budget to successfully carry out its duties and responsibilities.

27.| Senior management is aware of internal audit needs.

28.| Senior management supports internal audit to perform its duties and

responsibilities.

29.| Senior management forward relevant information’s that enable the internal audit

department to make a risk based audit plan.

30.| The response to internal audit reports by the senior management is reasonable.

31.| Senior management follows the implementation of internal audit recommendations

and highlights the status of audit finding.

V1. Code of Ethics and Internal Audit Quality

The work of the internal auditors characterized by its critical nature of being focused on the examination,
analysis and evaluation the validity and the legitimacy of transactions which calls for resorting to the code
of ethics. What is your opinion about the effect of adherence to Code of ethics on audit quality in your

organization? (Please tick; the appropriate box which matches your view).

Points (Scales)

S.No. Statements 5141321

32.| A professional code of conduct is available.

33.| Integrity and impartiality values are emphasized.

34.| There is a system that ensures accountability for non-compatibility cases with the

principles and ethics of the profession.

35.| Internal auditors observe relations and activities that they should avoid

participating in.

36.| Internal auditors disclose the material facts about the activities that they audit in

their reports.

37.| The auditor has a professional freedom in choosing tools and methods.

75



Points (Scales)

S.No. Statements 51413121

38.| Auditors taken into consideration using information carefully.

39.| Finding a balance between confidentiality and transparency is being clarified by

having a professional judgment.

40.| The tasks assigned to the internal auditor fit with the nature of his qualifications.

VII. Internal Audit Quality

What is your opinion about internal audit quality in your organization? (Please tick; the appropriate box
which matches your view).

Points (Scales)

S.No. Statements 51413121

41.| The internal audit function built quality into policies, charters and procedures.

42.| Internal audit ensures that it adds value to the organization.

43.| Established internal audit objectives were accomplished.

44.| The internal audit function of your organization prepares a risk based plan and
performs audit activities based on this plan.

Thank you in advance for your cooperation.
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