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Abstract

Thepurposeofthestudywastoassesshowinternalauditpracticesareappliedinthe

internalauditdepartmentsofselectedpublicsectorsinOromiaspecialZonearound

Finfine.Accordinglyinternalauditquality,Independency,objectivity,Proficiencyand

Performanceoftheauditworkhasbeentakenasmajorparametersforcomparison.120

Questionnairesweredistributed forpopulation.Questionnairesweredesigned to

measurethelevelofagreementoftherespondentsontheapplicabilityofeach

parameter.Theresultshowscompetencyintermsofeducationallevelbackgroundand

experienceisinlinewiththestandards.Thoughmajorityoftherespondentsareagreed

thattheyareworkingasperinternalauditingstandards,anumberofauditorsagreedon

thecompliance. Auditorsrespondedthatthereareinherentconflictsinreporting

responsibilities andmostoftheyagreedthatthereisnoopportunitiestoundertake

continuousprofessionaldevelopmentactivitiesbecausethereisnomanagementpart

whichpreparethechanceratherthanattachedthemwithinternalfunctionalareas.



1

CHAPTERONE

1.Introduction

Thischapterintroducestheresearchagendaofthisstudy.Thischapteroutlinesthe

backgroundofthestudy,statementoftheproblem,researchquestions,research

objectives,researchsignificance,anddefinitionsoftermsandorganizationofthe

remainingchapters.

1.1.BackgroundsoftheStudy

Auditinghasasignificantroleinthemanagementofmostorganizations.Ithasbecome

increasinglyvaried,bothinscopeandobjectivetoassistalllevelsofmanagementin

assuringinternalandexternalconstituenciesthatfinancialresourcesarebeingproperly

managedandaccountedfor.

Internalauditinghasundergonedramaticchangesthathaveexpandeditsscopeinaway

thatallowsittomakegreatercontributionstotheorganizationitserves.Internalauditing

isalsoperformedindiverselegalandculturalenvironments;withinorganizationsthat

varyinpurpose,size,andstructure;andalsobypersonswithinoroutsidethe

organization.Furthermore,theinternalauditingprofessionalsowalksatightrope

betweenservingasamanagementconsultantandanindependentprofessional

(CommitteeofSponsoringOrganizations,2009).

Theneedforauditing,eitherexternallyorinternalisincreasingfromtimetotimebecause

itenablesorganizationstomanagetheirresourcesproperly.Internalauditingisan

independent,objectiveassuranceandconsultingactivitydesignedtoaddvalueand

improveanorganizationsoperation.Ithelpsanorganizationaccomplishitsobjectivesby

bringingasystematicdisciplinetoevaluateandimprovetheefficienciesofrisk

management,controlandgovernanceprocesses(Jennifer,1997).

Wheneffectivelyfunctioned,internalaudit(IA)playanimportantroleinmonitoringand

evaluatingfinancialmanagementactivitiesingovernmentsectors,therebyhelpingan

organizationachieveitsobjectives.Inaddition,itassistedgovernmentorganizationsto

achieveaccountabilityand integrity,improvetheimplementation ofgovernment
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programsanddevelopconfidenceamongcitizensandstakeholdersaswellastocater

anyriskofmismanagementofpublicfund(Baharu-dinetal,2004).Organizationswith

effectiveIAactivitiesarebetterabletoidentifybusinessrisks,takeappropriatecorrective

action,andultimatelysupportcontinuousimprovement.However,wheninternalauditing

ispoorlyfunctioned,itsineffectivenessleadstoincreasednon-value-addedcosts,poorly

executedauditingsystems,weakmanagementoperations,andeventual,company’s

qualitymanagementsystembreakdown.Addressingfactorsthataffecttheeffectiveness

ofIAgreatlyhelpinlocatingwheretheproblemisandtherebysavetheorganizationfrom

suchbreakdown(Baharu-dinetal,2004).

Therefore,internalauditingalwayssupportsmanagementinensuringproperinternal

controlsystem inpracticeandthattheoperationsofthecompanyarecarriedout

effectively,efficientlyandeconomically.Inthatregardtheinternalauditorswhoperform

theirjobeffectivelymaybecomeexpertiseinthedesignandimplementationsofallother

typesofcontrols,i.e.,theauditorshavemanyrolesandcontributionstotheorganization

andthepublicinterest,italsofacesmanychallengesfromtheorganizationtheywork.

Someofthechallengesarelackofmanagementrespect,lackofindependence,assigned

ofinternalauditorstomanytasksandbeingignoredorconflictofinterestandlackof

professionaldevelopment(MoFED,2004).

Basedontheabovepremisesthisstudyassessedtheinternalauditpracticesinacase

ofOromiaSpecialZonearoundFinfine.

1.2StatementoftheProblems

Commonlyinternalauditorsareperformedbyemployeesofanorganizationfunctioning

inastaffcapacityandreportingtoahigh-levelofficerinthatorganization.Itisan

appraisalactivitywithinanorganizationforthereviewofaccounting,financialandother

operationasabasisforservicetomanagement.Theinternalindependentauditormay

beabletorelaylargelyontheinternalauditorindeterminingwhetherthesystemofan

internalcheckoperatingsatisfactorilyandassessingthegeneralreliabilityofthe

accountingrecords.

Infact,highqualityfinancialmanagementleadedtothesuccessofgovernment
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programsandactivities.Therefore,topromotequalityoffinancialmanagementthe

governmenthasestablishedtheinternalauditunitinmanygovernmentdepartments.

InEthiopianinternalauditwasestablishedbyconsideringthevirtueofissuanceof

FederalTreasurycircularno9/2004(BetelhemTesfaye,2014).

Thiscircularindicatesthattheprovisionoftheestablishmentofinternalauditunitand

governingthetasksandresponsibilitiesofinternalauditinginthepublicsectorandasan

internalcontrolmechanism in governmentagencies to look into the financial

managementintegrityandvalueformoneyexpendituretothegovernmentprogramand

activities.

Thus,mismanagementintheprocessofspendingpublicmoneyhasbeenhighlighted.

Some ofthese weaknesses and mismanagement involve serious violation of

establishedfinancialmanagementguidelinesandproceduressuchaspoorplanningof

procurement,equipmentsupplied,workdoneandservicesrenderednotinaccordance

withtheoriginalspecification,costoverrunduetodelaysinprojectcompletion,improper

paymentmadeforequipmentnotsupplied,worknotdoneandservicesnotrendered,

equipmentandgoodprocuredatamuchhighercostthanmarketvalue,procurementnot

doneaccordingtoestablishedregulations(Buang,2008).

Infact,differentchangesandfactorsinfluencedtheauditingpractices,suchas

managementsupport,theexistenceofadequateandcompetentinternalauditstaff,and

theavailabilityofapprovedinternalauditcharter,contributefortheinternalaudit

effectivenessinthepublicsectorsignificantlyandpositively(Enofeetal.,2014).

Despite,internalauditeffectivenessplayedasignificantroleinensuringeffective

managementinpublicsectorrecentresearchoninternalauditpracticescaseof

Ethiopiangovernmentalhighereducationalinstitutionsshowsthatlackofproper

managementcommitment,lackofdevelopmentalprogramsforinternalauditorsand

otherorganizationalfactorsarecriticalfactorsinfluencingeffectivenessofinternalaudit

inthepublicuniversities(Mihret&Yismaw,2007).
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Asmentionedontheaboveparagraphs,internalauditstaffsareorganizedinefficiently

withlowtechnicalstaffproficiencythatdidnotprepareastrategicplantoconducttheir

activitiestoproduceeffectiveinternalauditoutputtotheirorganization(Cohen&Sayag,

2010).Furthermore,recentresearchoninternalauditeffectivenessonanEthiopian

publicsectorcasestudybyMihretandYismaw,(2007)showsthatinternalaudit'slackof

authorityonbudgetsreducesitscontrolofresourceacquisitionandutilization.The

internalauditors,undertheimpressionthattheirreportsarenotsufficientlyutilizedby

themanagement,maynotbeencouragedtoexertthemaximumpossibleeffortintheir

engagements,thestudyhasalsoshownthatinternalauditoftheorganizationstudied

needsimprovementintheareasofauditplanning,documentationofauditwork,audit

communicationsandfollow-upofrecommendations.

InEthiopia,differentresearchersarestudiedontheinternalauditpractices.Forinstance,

somestudiesweredoneoninternalauditpracticeinEthiopia(Hailemariam,2014)which

isnotdealwiththequalityassurance,planningandriskassessmentandreportingfollow

-up,butonlythestudyfocusedonthemanagementperception,managementsupport,

organizationalindependenceofinternalauditors,adequateandcompetentinternal

auditor’sstaffandthepresenceofapprovedinternalauditcharter,throughthe

questionnairesadministeredwithoutconsideringinterview anddocumentanalysis.

Mulugeta,(2008)wasfocusedontheinternalauditreportingrelationshipinEthiopian

publicenterprisesbyignoringtheotherfactorsthataffectinternalauditeffectiveness.

Lastly,Fekadu,(2009)presentevidenceontheinternalauditpracticesinEthiopian

governmentalhighereducationalinstitutions.But,asfarastheresearcherconcernnone

ofthepreviousstudieshasdealtwiththeinternalauditpracticesinacaseofOromia

SpecialZonearoundFinfine.

Therefore,thereisagapinliteraturetoassesstheinternalauditpracticesinacaseof

OromiaSpecialZonearoundFinfine.Inthatregard,thisresearch,therefore,intendedto

establishtheinternalauditpracticesinacaseofOromiaSpecialZonearoundFinfine.

1.3.ResearchQuestions

1. Whatarethequality,independenceandobjectivityofinternalauditpractices

intheOromiaspecialZoneWoredasandCityadministrationsectorialoffices?
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2. Howdoestheproficiencyandperformanceofauditworkofinternalauditin

theOromiaspecialZoneWoredasandCityadministrationsectorialoffices?

Objectivesofthestudy

1.4.1. GeneralObjective

Thebroaderobjectiveofthisresearchprojectistoexaminetheassessmentofinternal

auditpracticeinOromiaSpecialZoneinFinfineareasectors.

1.4.2.SpecificObjectivesoftheStudy

Therefore,from theabovegeneralobjectivetheresearcherforwardedthefollowing

specificobjectives:

1.Toexaminethequalityofinternalaudit,

2.Toexaminetheindependenceofinternalaudit,

3.Toassesstheobjectivityofinternalaudit,

4.ToexamineproficiencyandperformanceofauditworkintheOromiaspecialZone

WoredasandCityadministrationsectorialoffices.

1.5.SignificanceoftheStudy

Thefindingsofthestudyshadedlightontheimprovementininternalauditpracticein

OromiaSpecialZoneinFinfineAreaandsixcitiesadministrationcanusetheinternal

auditservicemosteffectivelyandefficiently.

Besides,thisresearchstudied

 Enabletheofficialstoseethestrengthandweaknessofinternalauditfunction;

 Thefindingofthisstudysuggestedthepossiblesolutionofinternalauditing

relatedproblemsthatleadstheorganizationtoapplytheproperinternalauditing

principle;
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 Givesawayforotherresearcherswhowenttomakefurtherinvestigationinthe

areaofauditpracticeandtoconductdetailedresearchesonsimilarissues.

1.6.ScopeoftheStudy

ThescopeofthisstudywouldbelimitedtoOromiaSpecialZonearoundFinfine,

WoredasandsixCitiesadministrationbecauseinthoseareasalotofinternalaudit

problemsarereportedregularly.MostofthereportswhicharefoundintheWoderas

officessupportthisevidence.

Asthetitletrytoillustratethestudyisconcernedabouttheinternalauditingpracticein

thespecifiedstudyareas.Thetopicischosenduetoasfarastheresearcherbelieved

suchkindsofstudyneverdidintheareabefore.

Therefore,theresearchemphasizedthathow internalauditprinciplesapplicablein

practiceinthecaseofOromiaSpecialZonearoundFinfinebetweenJuly-June2016/17.

Theperiodcoveredonefiscalyear.Ittakesthisdurationbecauseofgettingresent

informationabouttheinternalauditpracticeofthosestudyareas.Inadditiontothis,

therewerealotofworkersparticipatedintheinternalauditpracticesuchasaccountants,

cashers,processowners,managers,endusersandsoon.However,becauseofthe

geographicaldisparityandthespecificconcernofthestudytopic,thisstudyonly

consideredtheinternalauditors,cashers,managerandprocessownersalone.

1.7LimitationoftheStudy

Asthestudyiscross-sectionalindesign,thepossibilityofrecallbiasesresultinginunder

oroverreportingandmisreportingofeventswaslikely.Inaddition,mostofthe

informationwasquestionnaire-based;so,questionsthatrequiredagoodmemorywere

vulnerabletorecallbias.

Inspiteoftheresearcher’seffortstogatherthenecessaryinformationasobjectiveas

possible,theanalysisofthisstudywerebasedontheopinionofrespondents,sothe

respondentmaynotcooperatewelltofillandgaveallthenecessarydataevenifthe

validityandreliabilityminimizetheproblemsomebiasexpected.Thismayinturnlimit
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theabilitytomakebroadergeneralizationfromthestudyundergone.

1.8.DefinitionsofTerms

Forthepurposesofthisresearchstudy,thefollowingtermswereutilized:

 InternalAuditing:Internalauditingisanindependent,objectiveassuranceand

consultingactivitydesignedtoaddvalueandimproveanorganization’soperations.

Ithelpsanorganizationaccomplishitsobjectivesbybringingasystematic,

disciplinedapproachtoevaluateandimprovetheeffectivenessofriskmanagement,

control,andgovernanceprocesses(IIA,1999)

 InternalAuditingPractices:Internalauditingpracticesrefertothecomplianceto

StandardsfortheProfessionalPracticeofInternalAuditing(SPPIA,2000),whichis

undertakentorepresentthepracticeofinternalauditing.

 Scopeofwork:Thescopeofworkreferstorelevantsystems,records,personnel,

andphysicalproperties,includingthoseunderthecontrolofthirdparties.(Baharud-

dinZ.,Shokiyah,A&Ibrahim,M.S..(2014).

 ManagingtheInternalAuditDepartment:ThisreferstotheresponsibilityoftheCAE

forproperlymanagingtheinternalauditactivitytoensureitaddsvaluetothe

organization.(Baharud-dinZ.,Shokiyah,A&Ibrahim,M.S...(2014).

 RiskAssessment:Thisreferstotheuncertaintyofaneventoccurringthatcould

haveanimpactontheachievementofthecompany’sobjectives.

 ControlEnvironment:Controlenvironmentreferstoanyactiontakenbythe

companytoenhanceriskmanagementsoasobjectivesandgoalsachieved.

 InformationandCommunication:Informationisdefinedasthecomprehensive

internalfinancialdata,operationalandcompliancedataandexternaldatathatare

related to decision-making.Communication refers to effective channels of

communicationtoensurethatallstafffullyunderstandandadheretopoliciesand

proceduresaffectingtheirdutiesandresponsibilitiesandotherrelevantinformation.

 Monitoring:Monitoringreferstoestablishingafollow-upprocessanddispositionof

resultsbytheCAEtoensurethatmanagementactionshavebeeneffectively

implemented,orthatseniormanagementhasacceptedtheriskofnottakingaction

 Performance ofInternalAuditDepartment:Performance ofinternalaudit
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departmentreferstomeasurementofinternalauditorscapabilitiestowardsthe

goalsofthecompanyandattainmentofthosegoals.

1.9.OrganizationoftheStudy

Ingeneraltheresearchpaperconsistsfourchapters.Thefirstchaptertellsabout

introductionofthestudywhichincludesbackgroundsofthestudy,statementofthe

problem,researchquestions,andobjectiveofthestudy,significantofthestudy,scopeof

thestudy,limitationofthestudy,definitionoftermsandorganizationofthestudy.

Chaptertworeviewstheliterature.Chapterthreeisdelesaboutthemethodofthestudy.

Sourcesofdataandvariablesnarratedinthispart.Methodsofdataanalysisarealso

describedinthischapter.Whereas,Chapterfourdiscussontheresultsandanalysis

followedby,conclusionsandrecommendations,andsuggestionsforfurtherstudyin

Chapterfive.

CHAPTERTWO

2.LITERATUREREVIEW

Inthepreviouschapter,themainproblemsandobjectivestobeaddressedinthestudy

havebeenstated.Thischapterpresentsthereviewofrelatedliterature.Thechapteris

organizedinthreesections.Thefirstsectionreviewstheoreticalstudiesoninternal

auditingpracticeswhilethesecondsectionpresentstheempiricalevidenceoninternal

auditingpracticesandrelatedissues.Thefinalsectionidentifiestheknowledgegapthat

hasbeenaddressedinthestudy.

2.1.TheoreticalReview

Internalauditingisanindependentappraisalfunctionestablishedwithinanorganization

toexamineandevaluateitsactivitiesasaservicetotheorganization(Sawyer,1988).In

otherword,internalauditingisanindependent,objectiveassuranceandconsulting

activitydesignedtoaddvalueandimproveanorganization’soperations.Ithelpsan

organizationaccomplishitsobjectivesbybringingasystematic,disciplinedapproachto
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evaluateandimprovetheeffectivenessofriskmanagement,control,andgovernance

processes(Griffiths,2006).

Theconceptofindependenceisfundamental.Internalauditingcannotsurviveifitisnot

objective.Alldefinitionsofinternalauditfeatureanelementofindependence,although

itsextent,andhowitisachieved.Theauditfunctionmusthavesufficientstatusandbe

abletostandbackfrom theoperationunderreviewforittobeofuse.Ifthisisnot

achieved,thenthisformsafundamentalflawintheauditserviceandsomeinternalaudit

functionsmaynotbeabletosubscribetothestandards(Pickett,2005).

2.1.1.TheFourMainInternalAuditElements

The scope ofinternalauditing is found in the Institute ofInternalAuditors’

implementationstandardwhichstatesthat:theinternalauditactivityshallevaluaterisk

exposuresrelatingtotheorganization’sgovernance,operationsandinformationsystems

regarding the reliability and integrity offinancialand operationalinformation,

effectivenessandefficiencyofoperations,safeguardingofassets,andcompliancewith

laws,regulations,andcontracts.

2.1.2.TheAuditCharter

Theinternalauditcharterisaformaldocumentthatdefinestheinternalauditactivity's

purpose,authority,andresponsibility.Theinternalauditcharterestablishestheinternal

auditactivity'spositionwithintheorganization,includingthenatureofthechiefaudit

executive’sfunctionalreportingrelationshipwiththemanagement;authorizesaccessto

records,personnel,andphysicalpropertiesrelevanttotheperformanceofengagements;

anddefinesthescopeofinternalauditactivities.Finalapprovaloftheinternalaudit

charterresideswith the management.Asindicated InternationalStandardsfor

ProfessionalPracticeofInternalAuditors(ISPPIAS)attribute1000–purpose,Authority,

andresponsibilityrequiresthatthepurpose,authority,andresponsibilityoftheinternal

auditactivitymustbeformallydefinedinaninternalauditcharter,consistentwiththe

definitionofinternalauditing,thecodeofethicsandthestandards.Thechiefaudit

executivemustperiodicallyreviewtheinternalauditcharterandpresentittosenior

managementandthemanagementforapproval(IIA’s,2012).
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2.1.3AuditCompetencies

Thefirstthingthatneedstobeinplacetoensurecompetentinternalauditorsiseffective

humanresourcepoliciesandpractices.Here,anyonecanconcerntheattributesof

successfulinternalauditors.TheInternationalInternalAuditing(IIA)PracticeAdvisory

dealswithproficiencyandrequiresthateachinternalauditorshallpossesscertain

knowledge,skills,andothercompetencies(Pickett,2005).

2.1.4QualityControlinAuditingatInternationalLevel

Threecomponentscomprisetheframeworkforassuringqualityinauditing:standards,

ethics,andinternalandexternalqualityreviews.Thissystemencompassestheactivities

oftheregulatoryagencies,standard-settingandprofessionalbodiesassociatedwith

financialreportingandtheauditofpubliclylistedorganizations.Theestablishmentofan

appropriateoversightmechanism inauditingstronglycontributestoincreasingthe

credibilityoftheauditprofession.Althoughitisnecessarythatsupervisionbe

undertakeninthefirstinstancebytheprofessionitself,theultimateresponsibilityfor

ensuringthatauditorscarryouttheirtaskswithduecareandinfullindependence

remainswiththeregulatorybodies.Thisissueisparticularlyimportantforindependent

auditorsofpublicorganizations(Soltani,2007).

2.1.5MainChallengesforInternalAudit

Themainchallengesinadditiontobroadeningtheskillbaseandextendingthescopeof

theworkprogramedtoencompassallkeybusinessrisksweretoenhancethecost

effectivenessandvalueaddedbythefunction.Risk-basedauditingafurtherchallenge

gainedgreateracceptancefrom seniormanagementandtherebybeinapositionto

influencestrategicthinking.Thisinturnshallenhancethereputationofthefunctionand

providetheopportunityforinternalaudittobecomeagreatersourceoffuture

managementtalentforthebusiness.ThefinalchallengecitedbyanumberofDirectors

wasforInternalAudittotakeabroaderroleintheCorporateGovernanceagenda

(Griffiths,2006).
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2.1.6.TypesofAudits

AccordingtoEthiopianinternalauditmanualauditingcanbemainlygroupedintofour

types:-

I.Financialaudit:involvesverificationoffinancialdatatoexpressopinionontheir

validityandreliability

II.Complianceaudit:involvesverifyingadherencetopolicies,plans,procedures,laws

andregulations

III.Valueformoney(performance)audit:isaforwardlookingevaluationofoperations

toidentifyareasinwhicheconomy,efficiencyandeffectiveness(thethreeE’s)may

beimprovedortoevaluatecompliancewithandtheadequacyofoperational

policies,plansandprocedures.Itinvolvesevaluationofinputs,processandoutputs.

OthernamesusedtodescribethistypeofauditincludeOperational,Management

andThreeEaudit.

IV.Environmentalaudit:isanauditwhichconfirmsthedegreeofcompliancewithboth

internallyandexternallydeterminedemissionandpollutionstandards(MoFED,

2005).

2.1.7.TheRoleofInternalAudit

Theroleofinternalaudithasbeentransformingalongwithchangesinitsenvironment

McNamee (1995)as sited by Mihret(2010)discuss three majorphases of

transformationinthehistoryofinternalaudit(IA).Pre1940s,IAwasmainlyfocusedon

checkingproprietyoftransactionandrecords.Inthe1940s,thedevelopmentof

informationeconomybasedontheconceptofsystemscausedtheemergenceof

modernIAwithasystemsevaluationapproach.Inthisphase,IAhasbeenconcerned

withcheckingcompliancewithpoliciesandprocedures.Then,sincethe1990sanother

waveoftransformationledIAtobeviewedasavalueaddingservicewithabroader

scopeofactivitiesincludingassistingorganizationsinthemanagementofrisk.

Similarly,SpiraandPage(2003)explaincontemporaryIA‘sshiftinemphasisasaresult
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ofpressuresonorganizationsthatcausedchangesinresponsibilitiesofmanagements

ofdirectors,managementandexternalauditors.Variouscorporategovernanceinitiatives

intheUSAandtheUKcausedachangeinthemeaningofinternalcontroltoincorporate

managementofrisk.Forexample,CommitteeofSponsoringOrganizations(COSO)

framework‘sdefinitionconsidersinternalcontrolasaimingtoprovideassurance

regardingefficiencyandeffectivenessofoperations,reliabilityoffinancialreports,and

compliance with applicable laws and regulations (Committee of Sponsoring

Organizations,1992).SuchchangescreatedopportunitiesforIAtoprovideconsulting

servicestomanagementandassistmanagementsofdirectorstomanagerisk.

2.1.8.InternationalInternalAuditingStandards

AccordingtotheInternationalInternalAuditing(IIA’s),InternationalStandardsforthe

ProfessionalPracticeofInternalAuditing(Standards)revised(2012);internalauditingis

conductedindiverselegalandculturalenvironments;withinorganizationsthatvaryin

purpose,size,complexity,and structure;and bypersonswithin oroutsidethe

organization.Whiledifferencesmayaffectthepracticeofinternalauditingineach

environment,conformancewiththeIIA’sInternationalStandardsfortheProfessional

PracticeofInternalAuditing(Standards)isessentialinmeetingtheresponsibilitiesof

internalauditorsandtheinternalauditactivity.Ifinternalauditorsortheinternalaudit

activityisprohibitedbylaworregulationfrom conformancewithcertainpartsofthe

Standards,conformancewith allotherpartsoftheStandardsand appropriate

disclosuresareneeded.

IftheStandardsareusedinconjunctionwithstandardsissuedbyotherauthoritative

bodies,internalauditcommunicationsmayalsocitetheuseofotherstandards,as

appropriate.Insuchacase,ifinconsistenciesexistbetweentheStandardsandother

standards,internalauditorsandtheinternalauditactivitymustconformtotheStandards,

andmayconformwiththeotherstandardsiftheyaremorerestrictive.

ThepurposeoftheStandardsisto:
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 Delineatebasicprinciplesthatrepresentthepracticeofinternalauditing.

 Provideaframeworkforperformingandpromotingabroadrangeofvalue-added

internalauditing.

 Establishthebasisfortheevaluationofinternalauditperformance.

 Fosterimprovedorganizationalprocessesandoperations.

TheStandardsareprinciples-focused,mandatoryrequirementsconsistingof:

 Statementsofbasicrequirementsfortheprofessionalpracticeofinternal

auditing and forevaluating theeffectivenessofperformance,which are

internationallyapplicableatorganizationalandindividuallevels.

 Interpretations,whichclarifytermsorconceptswithintheStatements(IIA’s

2012).

2.1.9.InternalAuditorsRoleinOrganizationalGovernance

Abasicdefinitionofcorporategovernanceis:“Thesystembywhichorganizationsare

directedandcontrolled.”Ineffect,itisconcernedwithsystems,processes,controls,

accountabilitiesanddecision-makingattheheartofandatthehighestlevelofan

organization.Corporategovernanceisaboutthewayinwhichtopmanagersexecute

theirresponsibilitiesandauthorityandhowtheyaccountforthatauthorityinrelationto

thosethathaveentrustedthemwithassetsandresources.Inparticularitisconcerned

withtheneedforopenness,integrityandaccountabilityinthedecision-making

processesoftheorganization.

Goodcorporategovernanceshouldprovideproperincentivesforthemanagementand

managementtopursueobjectivesthatareintheinterestsofthecompanyand

shareholdersandshouldfacilitateeffectivemonitoring.So,internalauditingisoneofthe

cornerstonesforcorporategovernance,alongwiththemanagementofdirectors,senior

management,andexternalauditing.

Managementoftencallsuponinternalauditorstohelpprovidethemwithassurancethat
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a.Risksareeffectivelyidentifiedandmonitored,

b.Organizationalprocessesareeffectivelycontrolledand

c.Organizationalprocessesareefficientoreffective.

Inotherwords,internalaudithasplayedanactiveroleinimplementingeffective

governance and controls while being asked to assess the effectiveness of

management’scontrolpractices.Tostrengthenthisactiverole,internalauditorsshould

reportdirectlytotheauditcommittee,nottoseniormanagementtherebyensuringaudit

committee’spreeminentroleinmonitoringandreportingontheeffectivenessof

corporategovernance.

Additionally,inthegovernancecontext,thekeyactivitywithrespecttorisk,the

probabilitythataneventoraction,orinaction,mayadverselyaffecttheorganizationor

activityunderreview,ismonitoringallthesubsidiarystepsofidentifyingrisk,assessing

thepotentialeffectoftheriskontheorganization,determiningastrategytoaddressthe

risks,andthenmonitoringtheenvironmentfornewrisksaswellasmonitoringthe

existingriskstrategy.

Todothiseffectively,aninternalauditactivitymusthaveadequateresources,

professionallystaffed,andfollowtheinternationallyrecognizedframeworkforinternal

auditing.Besides,auditcommitteemembersmustplayanactiveroletoensurethatit

hasenoughresourcestoprovidetheappropriatelevelandqualityofinformationandto

supporttheindependenceofinternalauditing.Thisindependencethatcanbeseenfrom

theanglesof:

Independenceinmind.Thestageofmindthatpermitstheprovisionofanopinion

withoutbeingaffectedbyinfluencesthatcompromiseprofessionaljudgment,allowing

individualstoactwithintegrityandexerciseobjectivityandprofessionalskepticism

(Bethelehem,2006);Independence in Appearance.The avoidance offacts and

circumstancesthatareasonableandinformedthirdpartyhavingknowledgeofall

relevantinformation,includingsafeguardsasappliedwouldreasonably(Zemene,2006).

Nevertheless,internalauditindependenceisincreasinglybeingstrengthenedbythe

endorsementofregulatorsorstatute.Internalauditingistherebyvirtuallymandatoryin
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centralandlocalgovernment,statefinancedagencies,banks,buildingsocietiesand

someotherfinancialsocieties.

Thesupportofprofessionalinternalauditorreceivesfromhis/herprofessionalbodyis

alsoimportant.Theprofessionalbodyisawatchdogovermanyofthefactorswhich

contributetoindependenceandabuttressagainsttreatstothatindependence(Andrew,

1992).

However,duringthepast50years,organizationsworldwideintheprivate,publicservice

andvoluntarysectorshaveestablishedinternalauditingfunctionstoimprovetheir

monitoringactivities.Intheearlydaysofitsdevelopmentmostinternalauditwork

relatedtointernalaccountingcontrolandsecurityoverassets.Fewinternalauditors

wereinvolvedinoperatingsystemsortheachievementoforganizationobjectivesand

strategicissuesatmanagementorgoverningbodylevel(Kenneth,2007).

2.1.10EnterpriseRiskManagement-IntegratedFramework

In2001,COSOinitiatedaprojecttodevelopaframeworkthatwouldbereadilyusableby

managementstoevaluateandimprovetheirorganizations’enterpriseriskmanagement.

TheInternalControl–IntegratedFrameworkcontinuestoservesasthebroadlyaccepted

standardforsatisfyingthosereportingrequirements;however,in2004COSOpublished

EnterpriseRiskManagement-IntegratedFramework.COSObelievesthisframework

expandsoninternalcontrol,providingamorerobustandextensivefocusonthebroader

subjectofenterpriseriskmanagement.

Thisenterpriseriskmanagementframeworkisstillgearedtoachievinganentity’s

objectivescategorizedintostrategicoperations,reportingandcompliance.Components

ofEnterpriseRiskManagementencompassthepreviousfivecomponentsoftheInternal

Control-IntegratedFrameworkwhileexpandingtheCOSOmodeltomeetthegrowing

demandforriskmanagementasindicatedbelow:

InternalEnvironment:Theinternalenvironmentencompassesthetoneofanorganization,

andsetsthebasisforhowriskisviewedandaddressedbyanentity’speople,including
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riskmanagementphilosophyandriskappetite,integrityandethicalvalues,andthe

environmentinwhichtheyoperate.

ObjectiveSetting:Objectivesmustexistbeforemanagementcanidentifypotentialevents

affectingtheirachievement.Enterpriseriskmanagementensuresthatmanagementhas

inplaceaprocesstosetobjectivesandthatthechosenobjectivessupportandalignwith

theentity’smissionandareconsistentwithitsriskappetite.

EventIdentification:Internalandexternaleventsaffectingachievementofanentity’s

objectives mustbe identified,distinguishing between risks and opportunities.

Opportunitiesarechanneled backto management’sstrategyorobjective-setting

processes.

RiskAssessment:Risksareanalyzed,consideringlikelihoodandimpact,asabasisfor

determininghowtheyshallbemanaged.Risksareassessedonaninherentanda

residualbasis.

RiskResponse:Managementselectsriskresponsesavoiding,accepting,reducing,or

sharingrisk–developingasetofactionstoalignriskswiththeentity’srisktolerances

andriskappetite.Controlactivities,policiesandproceduresareestablishedand

implementedtohelpensuretheriskresponsesareeffectivelycarriedout.

InformationandCommunication:Relevantinformationisidentified,captured,and

communicatedinaform andtimeframethatenablepeopletocarryouttheir

responsibilities.Effectivecommunicationalsooccursinabroadersense,flowingdown,

across,anduptheentity.

Monitoring:Theentiretyofenterpriseriskmanagementismonitoredandmodifications

madeasnecessary.Monitoringisaccomplishedthroughongoingmanagementactivities,

separateevaluations,orboth.

InJanuary2009,COSOpublisheditsGuidanceonMonitoringInternalControlSystems

(COSO’sMonitoringGuidance)toclarifythemonitoringcomponentofinternalcontrol.
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COSO’sMonitoringGuidancebuildsontwofundamentalprinciplesoriginallyestablished

inCOSO’s2006Guidance:

 Ongoingand/orseparateevaluationsenablemanagementtodeterminewhether

theothercomponentsofinternalcontrolcontinuetofunctionovertime,and

 Internalcontroldeficienciesareidentifiedandcommunicatedinatimelymanner

tothosepartiesresponsiblefortakingcorrectiveactionandtomanagementand

themanagementasappropriate.

Themonitoringguidancefurthersuggeststhattheseprinciplesarebestachieved

throughmonitoringthatisbasedonthreebroadelements:

 Establishingafoundationformonitoring,including

a.apropertoneatthetop;

b.aneffectiveorganizationalstructurethatassignsmonitoringrolestopeople

withappropriatecapabilities,objectivityandauthority;and

c.astartingpointor“baseline”ofknowneffectiveinternalcontrolfrom which

ongoingmonitoringandseparateevaluationscanbeimplemented;

 Designing and executing monitoring procedures focused on persuasive

informationabouttheoperationofkeycontrolsthataddressmeaningfulrisksto

organizationalobjectives;and

 Assessingandreportingresults,whichincludesevaluatingtheseverityofany

identifieddeficienciesandreportingthemonitoringresultstotheappropriate

personnelandthemanagementfortimelyactionandfollow-upifneeded.

2.1.10.1.TheAuditorsRoleinManagingRisk

Internalauditorsplayanimportantroleinevaluatingtheeffectivenessofcontrolsystems.

WithintheCOSOERMframework,theroleoftheauditordoesnotneedtobelimitedto

justauditingcontrols.

Duringauditengagements,internalauditorsassessifcontrolmeansareeffectiveand

adequateinordertomitigatetherisk.Auditorsnotonlyprovideassuranceaboutthese
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controls,butalsoconsultseniormanagementforbetterimprovementofthesecontrols.

Auditorsmayprovidesubstantialaidtothemanagementoftheenterprisebyidentifying

possiblenegativeeventsthatmaynegativelyaffectenterpriseobjectives,strategiesor

businessmodels.Manyanalysesmodelsmaybeusedatthisstage,butStrengths,

Weaknesses,Opportunities,Threats(SWOT)modelisprobablythebestknownamong

them.

Usuallynegativeeventsofenvironmentcomefrompolitical,legislative,technologicaland

otherenvironments.Riskinthiscaseisdefinedasprobabilitythatnegativeeventwill

occur.Internalauditorsmayassessrisk,whereasriskusuallyhastwodimensions:the

likelihoodandtheimpact.Thelikelihoodistheprobabilitythateventwilloccur.Inother

wordtheimpactisexpressedbyprobableeventonoperations,financialstatementsand

othermatters.Inthiscaseinternalauditorsmayprovideadequateinformationfor

managementdecisionsusingstatisticalmethodsofriskassessment.

2.1.11.TheRiskAssessmentProcess

Riskassessmentisacontinuousprocessrequiringregularreview asinternaland

externalchanges influence the company’s strategies and objectives.The risk

assessmentprocessincludestheidentificationofauditableunits,theidentificationof

relevantriskvariablesandanassessmentoftheirrelativesignificance.

Materiality

Todeterminetheriskrankingcriteriaformateriality,thegoalistoensurethatasimple

andsystematicmethodisdevelopedforassigningtheappropriateranktotheriskvalues.

Thematerialityofanauditableunitreflectstheassociatedinherentriskandmaybe

determinedbythefollowingfactors:

 Size

 Numberoftransactions

 Financialexposure

 Regulatoryexposure

 Budgetinformation
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So,takingtheaboveconsiderationsintoaccountandevaluatethevaluesthatare

determinedasinsignificantareassignedavalueofone(LowRisk);averageavalueof

three(MediumRisk);andsignificantavalueoffive(HighRisk).

AssessmentatLastAudit

Thesignificanceoftheissuesnotedatthetimeofthelastauditsisusedtodetermine

theriskranking.Thisriskvariablerepresentstheresultsofthefindings,i.e.,issues,

duringthelastauditperformedonanauditableunit.Whilerankingtheauditresults,

considerationshallbegivenfortheseverityofissue,repetitivefindingsandtheindication

oftheftorfraud.Todeterminetherank,thefollowingcriteriaaredeveloped:

Auditswhichhadtwoormore“A”issuesareassignedafive(HighRisk);

Fourormore“B”issuesareassignedathree(MediumRisk);

Andtheauditableunitswith“C”issuesornoauditsareassignedaone(LowRisk).

PersonnelandManagement

Thisriskvariablereflectstheconfidenceinpersonnelandmanagementoftheauditable

unit.Auditableunitsthataredeterminedtohaveexperiencedmanagementand

personnel,low turnoverand controlawareness are valued a one (Low Risk).

Consequently,theoppositesituationwillbevaluedatafive(HighRisk),andvarying

degreesbetweenthetwowillbevaluedaccordingly.

ManagementDiscretion

Thisvariablemaybeusedwhentheauditcommitteeand/ormanagementhave

requestedthatacertainauditableunitofhighconcernbereviewedorintheiropinion,

qualifiesforahigherriskscore.ThismayalsobeusedbytheDirectorofInternalAudit

basedonhisknowledgeoftheauditableunits.

OrganizationalEvents

Thiscanbedefinedasanyevent,whichwillsignificantlyimpacttheperceivedlevelof
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risktotheauditableunit.Theassessmentcanbeaccomplishedthroughdiscussionor

otherformsofcommunicationwithmanagement,whichcaninclude:

- InformationSystems(e.g.,newimplementationsorchangestocurrentsystems,

etc.);

- Organizational/Operational/Technologicaldevelopments;

- Newlegislationandregulations;

- FinancialandEconomicconditions;

- Rapidgrowth.

Therefore,auditableunitswithnochangesequalsavalueofone;moderatechanges,a

valueofthree,andsignificantchanges,avalueoffive

Ingeneral,riskbasedauditinginvolvesthefollowingstages:

1.Policyformulation:organizationsarerequiredtobringoutclear-cutpolicyon

adoptionofriskbasedapproachtowardsinternalaudit.Suchapolicy,approvedby

themanagementofdirectors,shallcontainthemethodforriskandfunctionswhich

shallbesubjecttoriskbasedassessment.

2.ConductofRiskBasedAudit:Oncethepolicyisinplace,organizationshoulddraw

uparoadmapforimplementationofconductofriskbasedaudit.Theroadmapshall

outlinethearrangementsfordevelopingtheriskprofileandthesourcesthereof,

classificationofthebranch/functionintolow,medium andhighriskandthe

periodicityofauditandthequantumoftransactiontesting.Theriskprofileprepare

earliershallbesubjecttoperiodicalupdatingincorporatingthefindingsofaudit.

3.Auditreportpreparationandfollow-up:Riskbasedinternalauditfindingsaretobe

recordedinaspecificformattoenabletheresponsiblepersonstofollow-upthe

findingsinordertocorrectanydeviations.

4.Organizationalaspects:Forimplementationoftheroadmapforriskbasedaudit,

thereshallbeaproperorganizationalsetup,whichmayconsistofataskforceof

seniorofficers.Thetaskforceshallidentifythetransitionalandchangemanagement

issues.Theavailabilityofskilledauditors/inspectorshastobeassessedonongoing

basis.

Theoretically,thechiefauditexecutiveshallreportfunctionallytothemanagementor
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auditcommitteeandadministrativelytothechiefexecutiveofficeroftheorganization

andfunctionalreportinglinefortheinternalauditfunctionistheultimatesourceof

independenceandauthority(Rolandas,2005).

Reportfunctionallymeansthatthegoverningauthoritywouldapprovetheoverallcharter

oftheinternalauditfunction,approvetheinternalauditriskassessmentandrelatedaudit

plan,receivecommunicationfromtheChiefAuditExecutive(CAE)ontheresultsofthe

internalauditactivitiesorothermattersthattheCAEdeterminesarenecessary,private

meetingwiththeCAEwithoutmanagementpresent,approvealldecisionsregardingthe

appointmentortheremovaloftheCAE,approvetheannualcompensationandsalary

adjustmentoftheCAE,andmakeappropriateinquiriesofthemanagementandtheCAE

todeterminewhethertherearescopesorbudgetarylimitationthatimpedetheinternal

auditfunctiontoexecuteitsresponsibility.

Ontheotherhand,administrativereportingisthereportingrelationshipwithinthe

organization’smanagementstructurethatfacilitatesthedaytodayoperationofthe

internalauditfunctiontypicallyincludes,budgetingandmanagementaccounting,human

resource administration including personalevaluationsand composition,internal

communicationandinformationflow,administrationoftheorganization’sinternal

policiesandprocedures(Irvin,2002).

2.1.12.InternalAuditReportingStructure

Theoretically,thechiefauditexecutiveshallreportfunctionallytothemanagementor

auditcommitteeandadministrativelytothechiefexecutiveofficeroftheorganization

andfunctionalreportinglinefortheinternalauditfunctionistheultimatesourceof

independenceandauthority(Rupsys,2005).

Reportfunctionallymeansthatthegoverningauthoritywouldapprovetheoverallcharter

oftheinternalauditfunction,approvetheinternalauditriskassessmentandrelatedaudit

plan,receivecommunicationfromtheCAEontheresultsoftheinternalauditactivitiesor

othermattersthattheCAEdeterminesarenecessary,privatemeetingwiththeCAE

withoutmanagementpresent,approvealldecisionsregardingtheappointmentorthe

removaloftheCAE,approvetheannualcompensationandsalaryadjustmentoftheCAE,
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andmakeappropriateinquiriesofthemanagementandtheCAEtodeterminewhether

therearescopesorbudgetarylimitationthatimpedetheinternalauditfunctionto

executeitsresponsibility.Ontheotherhand,administrativereportingisthereporting

relationshipwithintheorganization’smanagementstructurethatfacilitatesthedayto-

day operation ofthe internalauditfunction typically includes,budgeting and

managementaccounting,humanresourceadministrationincludingpersonalevaluations

andcomposition,internalcommunicationandinformationflow,administrationofthe

organization’sinternalpoliciesandprocedures(Gleim,2002).

2.2.TheDevelopmentofInternalAuditinEthiopia

AccordingtoEthiopianinternalauditmanual,auditingisprocessbywhichacompetent,

independentperson,accumulatesandevaluatesevidenceaboutquantifiableinformation

relatedtoaspecificeconomicentityforthepurposeofdeterminingandreportingonthe

degreeofcorrespondencebetweenthequantifiableinformationandestablishedcriteria.

Besidesrecentresearchshowsthatinternalaudit(IA)effectivenessdoesplayarolein

ensuringeffectivemanagementinpublicsector(Enofe,2013).

Moreover,internalauditisconsideredasavalueaddingactivityincontemporary

organizations(AlTwaijry,Brierley&Gwilliam2003;Bou-Raad2000;Roth2002;Yee,2008).

Itsfunctionhasapositiveeffectonthequalityoffinancialreporting,ongood

governmentgovernance,andqualityoffinancialreportinghasapositiveeffecton

government’sgoodgovernance(Rahmatika,2014).Evenif,theinternalauditorshave

manyrolesandcontributionstotheorganizationandthepublicinterest,italsofaces

manychallengesfromtheorganizationtheywork.ArenaandAzzone(2009)alsonoted

thatinternalauditpracticeeffectivenessisafunctionofresourcesandcompetencyof

theinternalauditteam,processandactivityandorganizationallinkofthefunction.

AninternalauditingpracticehasexistedforquitealongtimeinEthiopia.Perhapsthe

mostdirectimpactonthecurrentstatusofinternalauditinginEthiopiacamefrom

anotherimportantdocumentissuedin1987.ProclamationNo.13/1987notonly

reemphasizedtheimportanceoftheinternalauditfunctioningovernmentdepartments

andpublicenterprises.ItalsoempoweredtheOfficeofAuditorGeneralinthreeaspects
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ofwhetheraccountingrecordsareproperlymaintainedandreliable,whethertheassets

oftheministriesandenterprisesareadequatelysafeguardedandproperlymaintained.

OnJuly1,1997theFinancialAdministrationRegulationsNo.17/1997wasissuedin

whichtheresponsibilityofinternalauditfunctionwastransferredfromtheOfficeofthe

AuditorGeneraltotheMinisterofFinancetodevelopandmaintainappropriatestandards

ofwork.

Internalauditasaseparatefunctionalsoappearedinthisperiod(in1987)whenthe

AuditorGeneralwasgiventhemandatetomonitorandregulateinternalauditingin

governmentofficesandpublicenterprises(Argaw,2000).Thisproclamationalsogave

theauditorgeneraltheauthoritytoissueminimum requirementsforrecruitmentof

internalauditors,providetrainingtointernalauditors,andrequirereportsoninternalaudit

ofgovernmentorganizations.

The Ethiopian governmenthas also been providing enhanced supportto the

developmentofinternalauditsince1994(Teklegiorgis,2000).In1994,thePrimeMinister

setupataskforcethatforwardedrecommendationstoimproveinternalauditin

governmentoffices.Consequently,theMinistryofFinanceandEconomicDevelopment

(MoFED)hasbeenmandatedtodevelopamanualforinternalauditingovernment

organizations.Moreover,Proclamation No.68/1997 requires that,the Federal

DemocraticRepublicofEthiopia’s(FDRE)new economicpolicybesupportedbya

modernandreliableauditsysteminordertoascertainproperimplementationthrough

effectivemonitoringofadministrative,developmentalandservicerenderinginstitutions

intheFederalPublicSector(Zeleke,2007).Generally,thehistoryofinternalauditingin

Ethiopiadatedbacktothe1940s.

2.3.EmpiricalResults

Thissectionpresentsreviewsoftheempiricalstudiesontheinternalauditpracticesin

publicgovernmentsectors.Thesecondpartofthischapterhasaddressedandexamined

comparativelyempiricalevidencefromdifferentpublicsectorinternalauditpracticesin

countriessuchasPhilippine,SaudiArabia,Sudan,Ghana,Malaysia,KenyaandEthiopian

representsdevelopingcountrieswhereasNewZealand,USAandAustraliarepresents
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developedcountries.Thisreviewisarrangedthroughteambasedliteraturereviewrather

thanchronologicalbased(KaldirHasanOdowa,2015).

Internalauditeffectivenessdoesplayaroleinensuringeffectivemanagementinpublic

sector(Enofeetal.,2013),internalauditisconsideredasavalueaddingactivityin

contemporaryorganizations(Al-Twaijry,Brierley&Gwilliam2003;Bou-Raad2000;Roth

2002;Yeeetal.2008).Internalauditfunctionhasapositiveeffectonthequalityof

financialreporting,on good governmentgovernance,and on good government

governance(Rahmatika,2013).

2.3.1.InternalauditIndependency

AsJunio-Sabio,(2013)studiedonthestateofinternalauditpracticeinselected

Philippinegovernmentagenciesbasisforpolicyadvocacy.Inthisstudy,therespondents

ofthisresearchwerebasicallytheheadsofinternalauditingunitsofvariousgovernment

agencies.Hence,theresearchermadeuseofthedescriptivesurveymethodofresearch.

Fromtheassociationofgovernmentinternalauditors(AGIA)therewereforty-four(44)

internalauditingunits(IAU)from nationalgovernmentagencies(NGAs).Government

owned and controlled corporations (GOCC),legislative bodies,constitutional

commissionsandjudicialservice,applyingtheSlovene’sformulaingettingthesample

sizetheresearchergeneratedatotalofforty(40)respondents.Thestudyrevealedthat

thecurrentstateofinternalauditpracticeinthePhilippinebureaucracyischaracterized

byoftenperformingtheessentialinternalauditorroles.Specifically,thepracticeincludes

theusualcompliancewiththeIIAattributestandards.

Inaddition,AlzebanandSawan,(2013)notedthatsomeotherreasonsforthechallenge

totheindependenceofinternalauditemergedasbeingtherelationshipbetween

auditeesandauditors.OnumahandKrah,(2012)arguedthattheeffectivenessofinternal

auditintheGhanaianpublicsectorishamperedbyseveralfactorssuchaslackof

budgetauthorityoftheinternalauditunitsandweakfunctioningofauditcommittees,

amongothers.

AstudyinMalaysiabyAlietal,(2012)lookedatinternalauditinthestateandlocal

governmentsofMalaysiawasfoundthattheinternalauditfunctioninthepublicsector
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inMalaysiaiscurtailedbyinadequatesupportfromtopmanagementwhile,theauditors

seldomextendtheirfullcooperation.Additionally,Alietal.(2012)indicatedthatinmany

organizations,thenon-auditpersonnelandtopmanagementaregenerallyunsupportive

ofinternalaudit.

1.Internalauditobjectivity

Objectivityisseenasanimportantattributetothequalityofinternalauditfunction(IIA,

2000;Bethea,1992;Traver,1991;Farbo,1985;Clarketal.,1980;GlazerandJaenicke,

1980).Ifinternalauditorsarenotobjective,theyareoflittlevaluetothosewhodemand

theirservice(Clarketal.,1980;ElliotandWillingham,1980;WardandRobertson,1980;

Williams,1978).Theinternalauditdepartmentmustbegrantedthelicensetocarryout

itsresponsibilitiesfreelyandobjectivelyandalsotheirjudgmentsreachedmustbe

unbiased.Mostinternalauditprofessionalsarguethataneffectiveinternalauditfunction

unequivocallycorrelateswithanorganization’ssuccessinmeetingmanagement

objectivesandwhethertheinternalcontrolsystemisfunctioningasintended.Faudziah

ha,ha,mu.(2005)

2.Internalauditproficiencyandscope

TheroleofinternalauditfunctioninthepublicsectorcontextinSaudiArabiastudiedby

AlzebanandSawan,(2013)foundedthrougharchivalanddocumentaryanalysis,

supportedby29semi-structuredinterviewsdatacollectionmethodandreportedthat

internalauditsuffersfromalackofsupportfromtopmanagement.Likewise,Brierleyet,

al.,(2001)AssessedstudyontheproblemsofestablishinginternalauditintheSudanese

publicsector,throughinterviewanddirectobservationresearchmethodsandrevealed

thatthereisalackofcooperationandcoordinationbetweenthevariousparties

responsibleforinternalauditinthepublicsector.

Likewise,ThetitleonbarriersandcatalyststoeffectiveinternalauditintheGhanaian

publicsectorStudyconductedbyOnumahandKrah,(2012),Thisstudycollectedthe

datafrom 120internalauditorsin40ministries,departmentsandagencies(MDAs)

throughaself-administeredquestionnaire,andsemi-structuredinterviewwithasenior

manageroftheInternalAuditAgency.Thestudyrevealedthattheeffectivenessof
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internalauditintheGhanaianpublicsectorishamperedbylackofmanagement

ownershipandsupportforinternalauditactivities.Moreover,AlzebanandSawan,(2013)

observedthatevenwhentheinternalauditwaslocatedatarelativelyseniormanagerial

level,itmightstillbesubjecttopressurefrom morehighlyplacedmanagement

Simultaneously,toplevelmanagerscontrolorganizationalresourceswhichtheymay

withholdtopreventanin-depthinvestigationbyinternalauditorsofamatterwhichthey

donotwanttobeprobed.

3.InternalAuditquality

AccordingtoISPPA1300,thisprogramisdesignedtoenableanevaluationoftheinternal

auditactivity’sconformancewiththeDefinitionofInternalAuditingandtheStandards

andanevaluationofwhetherinternalauditorsapplytheCodeofEthics.Theprogram

alsoassessestheefficiencyandeffectivenessoftheinternalauditactivityandidentifies

opportunistsforimprovement.Theresponseswereaskedtoleveltheiragreementabout

theavailabilityofqualityassurance(HamduKe,2014)

4.performanceofauditwork

Performancestandardstatesthenatureofinternalauditserviceandprovidequality

criteriaintendedtomeasureauditservice.Theinternalauditingfocusonspecific

organizationperformingcertaincontrolfunction,procedures,rulesandregulationssetup

toensurethemosteconomicefficiencyandeffectiveuseofresource(Diamond,2002).

Infactgoalofanyfirmswereachallengethatledtotheimplementationofaneffective

strategy,whichlinkedtheorganization’smission,vision,andstrategicgoalstohelpthem

achievetheirfirm’sgoals.Asthefirm tocreateopportunitiesthroughbusiness

procedures lead to continuously maximize theirprofitability,marketshare and

competitivenessinthelong-term(Mohamed,2008).

2.4.ConceptualFramework

Conceptualframeworkisaschemeofvariableswhichthestudyoperationalizesinorder

toachievethesetobjectives.Avariablebeingthemeasurablecharacteristicthat

assumesdifferentvaluesamongthesubjects,independentvariablesaretheonesthat
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thestudymanipulatesinordertodeterminetheireffectsonanothervariable.The

dependentvariableattemptstoindicatethetotalinfluencearisingfromtheeffectsofthe

independentvariables(Mugenda&Mugenda,2003).

Independentvariable,accordingtoMugenda&Mugenda(2003)isthepresumedcause

ofchangesinthevaluesofthedependentvariable;thedependentvariableisexpectedto

beinfluencedbytheindependentvariable.Theindependentvariablesinthisstudyare

internalauditindependence,quality,objectivityandproficiencyandscopehowthey

affectorganizationalperformanceofOromiaSpecialZonearoundFinfine.

Infact,thisstudyfocusesoninternalauditingpracticesacaseofOromiaSpecialZone

aroundFinfine.Thetheoreticalframeworkisasshowninthefigurebelow.Themodelis

proposedbasedonthepostulateinvariousliteratures.ShererandKent(1983)perceived

internalauditingtobe“abondingcostbornebytheseniormanagertosatisfythe

demandsforaccountabilitymadebyexternalparticipantsespeciallyshareholders”.Not

internalauditprofessionalsarguethataneffectiveauditfunctionwillcorrelatewithan

organization’ssuccessinmeetingmanagementobjectivesandwhethertheinternal

controlsystemisfunctioningasintended.

Performanc

eofaudit

work

Internalaudit

quality

Internalaudit

independency

Internalaudit

objectivity

Internalaudit

proficiency
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CHAPTERTHREE

3.ResearchMethods

Thischapterreportstheresearchmethodwhichisasystematicwayofaccomplishthe

researchobjectivesortosolvetheresearchproblem.Thechapterisstructuredas

follows:thefirstsectionresearchdesign,thesecondsectionelaborateaboutthe

samplingdesign,thethirdsectionrepresentsresearchdatacollectiontoolsand

instrumentandthefinalsectiontoldaboutmethodofdataanalysis.

3.1.ResearchDesign

Basicallytheresearchdesigncanbecategorizedintodescriptiveandanalytical.

Descriptiveresearchincludessurveysandfact-findingenquiriesofdifferentkinds.The

majorpurposeofdescriptiveresearchisdescriptionofthestateofaffairsasitexistsat

present.InsocialscienceandbusinessresearchwequiteoftenusethetermExpost

factoresearchfordescriptiveresearchstudies.Themaincharacteristicofthismethodis

thattheresearcherhasnocontroloverthevariables;hecanonlyreportwhathas

happenedorwhatishappening.Mostexpostfactoresearchprojectsareusedfor

descriptivestudiesinwhichtheresearcherseekstomeasuresuchitemsas,forexample,

frequencyofshopping,preferencesofpeople,orsimilardata.Expostfactostudiesalso

includeattemptsbyresearcherstodiscovercausesevenwhentheycannotcontrolthe

variables.Themethodsofresearchutilizedindescriptiveresearcharesurveymethodsof

allkinds,includingcomparativeandcorrelationalmethods.Inanalyticalresearch,onthe

otherhand,theresearcherhastousefactsorinformationalreadyavailable,andanalyze

thesetomakeacriticalevaluationofthematerial(Khotari,2004).

Therefore,InordertoexaminetheinternalauditpracticeinOromiaSpecialZonearound

Finfine,descriptiveresearchdesignisapplied;becauseforthedatacollectionpurpose

theresearcherusestructuredquestionnaire.Sampleisalsoselectedfromthepopulation

bystatisticaltechniquestoinferforthepopulation.Toreducetheresponseerror

supervisionwasdonebytheresearcher.Andmoreover,beforethedatawasanalyzedall
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editingactivities,likecoding,tabulatingandperformingseveralstatisticalcomputations,

done.

Formthepointofviewoftime,thestudyisalsousedcrosssectionalstudydesign.Thus,

thesurveymethodgathersdatafromarelativelylargenumberofcasesataparticular

time;itisessentiallycross-sectional.

Furthermore,researchstrategieshelpresearcherstoprovidedatathatcananswerthe

researchquestionsorachievetheresearchobjectives.Therearemanytypesofresearch

strategies,dependingonthetypesofdatathattheresearcherwanttocollectand

analyze,suchasexperiment,survey,casestudy,actionresearchandgroundedtheory.

However,thisstudyemployedsurveystrategybecausethereisawidescopeof

competenciestobeevaluatedinthisresearch,sosurveystrategicquestionnairewould

enablemoreexpedientdatacollection.Thiswouldthendetermineashorterinteraction

time,whichinturnisaimedatattractingawidersamplegroup.

Inordertoachievetheobjectivesofthisstudyandtherebytogiveanswerforits

problems,mixedresearchapproachwasusedbytheresearcher.Thatis,thisstudyused

bothquantitativeandqualitativeresearchapproach.Thequantitativedatacollectedfrom

internalauditors.Byusingastructuredquestionerthisdatacanbecollected.However,to

triangulatetheauditors’responsewiththekeyparticipants,theresearcheralsoused

qualitativeresearchapproach.Inthequalitativemethodtheresearcherpreparechecklist

andinterviewedtheselectedprocessowners,managersandcashers.Thereare

compellingreasonswhytheresearcheroptedtousemixedmethods.Theadoptionof

positivistparadigm entailsthatmeasurementremainsanessentialelementsinceits

basicassumptionissocialphenomenonorqualitativedatacanbemeasured.This

quantitativemethodwassupplementedbyaqualitativemethodtocomplement/validate

informationgatheredfromthequantitativesurvey,togaindeeperinsightsontheissue,

tosignificantlystrengthentheanalysesandthusenhanceconfidenceintheconclusions.
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3.2.SamplesandSamplingProcedures

3.2.1.TargetPopulation

Allofficialsthoseareworkingintheareaofaccounting,financeandmanagementsin

OromiaspecialZonearoundFinfine,sixWoredasandCitiesadministrationssuchas

Sebeta,Gelan,Dukem,Lega-Tafo,Sululta,HolotaandBurayuareconsideredasthestudy

population.However,thetargetpopulationofthestudywareallinternalauditors,cashers,

managersandprocessownersthoseareengagedinthestudyareasfortheselected

sectors.Andthefinalstudyunitestheselectedinternalauditorscashers,managerand

processowners.

3.2.2.SampleSizeDetermination

Samplingistheprocessortechniqueofselectingasuitablesampleforthepurposeof

determiningparametersorcharacteristicsofthewholepopulation.Regardingtothis,

Paulaetal.(2001)notedthat,samplingreferstodrawingasectionwhichisasubsetof

elementsfromapopulation.Thedesignofasamplingstrategyisanimportantissuefor

aresearchstudyanditcanbeapowerfultoolforaccuratelymeasuringopinionsand

characteristicsofapopulation.Theusualgoalinsamplingistoproducearepresentative

sectionfrom thepopulation.Aperfectrepresentativesampleisamirrorimageofthe

populationfromwhichitselected.

Thisstudyemployedbothcensusandpurposivesamplingtechniquesinordertoselect

therequiredsize.Primarily,purposivelyselect3cashersand3processownersoutof14

populationsforeachand2managersoutof6.Thisselectionwasdonebasedonthe

respondentknowledgeandworkingexperienceassociatedwiththestudysubject.Then

thequalitativeinformationcollectedfromthem.

Thesecondselectionsystemofthisstudywascensus.Sometimes,emplaceofselecting

asamplefromthepopulation,duetosomereasontheresearcherssupposingtotakethe

entirepopulationforthestudy.Forinstance,thisstudyemployedcensustechniqueto

selecttheinternalauditors,becausethestudyunitsarenotthatmuchmore.Thatis,

aftertheselectionofthestudyareapurposively,theentireinternalauditorsthoseare

workingintheindicatedsectorswereincludeinthisstudy.AccordingtoOromiaSpecial
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ZonearoundFinfinethreeyearprogressreport(EFY2008-EFY2009),theZonehas7

citiesadministrationand6Woredas(districts)thatisundertheZoneandinternal

auditingdepartmentstaffssothatthestudypopulationwerethetotalinternalaudit

staffsinthezone,andthatwerepopulationeligibleforthestudy.Therefore,theindividual

whofillsthequestionnaireswerethoseinternalauditorsengagedintheOromiaSpecial

ZonearoundFinfine7cityadministrationsofSabeta,Burayuu,Galen,Dukam,Legatafo,

Sululta&Holota;6Woredas,SabataHawas,Hakak,SandafaBakke,MuloandWalmera;

andoneSpecialZoneInternalAuditstaff.Thatis,atotalof120internalauditorswere

included inthestudy.Thebelowtable(Table3.1)elaboratedmoreabouttheselected

respondent:

Table3.1Summaryofsamplesizedetermination

Departments
Totalparticipants

Sabeta 10
Burayuu 10

CityAdministration Galan 8
Dukam 8
Legatafo 8
Holeta 4
sululta 4
SabataHawas 10

Woredas Hakak 10
SandafaBakke 10
Sululta 10
Mulo 9
Wolmara 10

SpecialZone OromiaSpecialZone 9

Total 120

3.3DataCollectionTools

ThestudywasinvestigatedinternalauditpracticeinOromiaspecialzonearoundFinfine

governmentpublicsectoroffices.Thestudyusedprimarysourcesofdata.Theprimary

sourcesofdataobtainedfrom closedendedself-administratedandunstructured

interviewingquestionnaires.Thestructuredquestionerswerefieldbyinternalaudits;
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whereas,thechecklistinquirespreparedforthefinancialcontrolsupportprocessowners

andcashersoftherespectivegovernmentpublicsectoroffices.Thequestionnaires

adoptedandmodifiedwerefrom theresearcher.Inotherwordtheadministered

questionnairedistributedontheselectedinternalauditors.Thekeyinformantinterview

whichwasmadeforqualitativedataenabledtheresearchertocaptureandascertain

bothsubjectiveandobjectivefacts.Thus,facetofaceinterview thathelpstoget

quantitativedataisimportantinordertoincreaseprobabilityofresponserateand

flexibilityinextractingmorequalitativeinformation.Intheotherwaydirection,the

secondarysourceofinformationwhichhelpstodevelopaliteraturereviewwasobtained

from documents,reports,journals,proceedings,bulletins,Internet,periodicals,various

booksandotherrelevantmaterials.

B.Questionnaire

Inthisstudyquestionnairedesigndevelopedfrom awidereviewoftheliteratureby

academicstoimproveandmeetthepossiblescaleofmeasures;whichallconstructs

withmultiple-itemscales,allaredividedintotwoparts.Partoneasksforgeneralinternal

auditexecutivesuchasgender,age,education,etc.Parttwoofthefeedbackinformation

aboutbestinternalauditpracticesaswellastheantecedents.Basically,theresearcher

preparesanddistributedastructuredquestionnairetoobtaintherequiredquantitative

datafromtheentireinternalauditors.Thequestionersdesignedbasedonthesocietal

originallanguageAfanOromo.ThenittranslatedintoEnglish.Ithas

Forthedatacollectionprocess,professionaldatacollectorsthosehavewelldata

collectionexperiencewereparticipatedoneforeachWoredas,cityadministrationand

specialzone.Beforethedatacollectionproceduresbegan,theresearchergavetraining

fortheenumeratorsforthreedays.Thedevelopmentofthequestionnairesinvolvedthe

followingsteps:compilingalistoftopicstobecanvassedinthesurvey;discussingthese

topicswithpertinentstakeholderssuchastheofficialsofinternalauditors,chasersand

processowners;andpreparingafirstandreviseddraftofthestructuredquestionsand

theresponseformats.Theneedtomaximizethevalidityofresultsremainedan

importantfacetofthestudydesign.
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C.Keyinformant

Quantitativedatawascollectedusingkeyinformants.Theinterviewsweretaperecorded.

TheKeyinformantwasdesignedtogatherdataandinsightdirectlyfromknowledgeable

peopletheinformationofwhichcannotbeobtainedwithothermethodslikequestioner.

Fortheinterviews,theresearcherselected6officialsfrom thestudyareaswiththe

concernedofficialssuchascashersandprocessowners.Thisisbecausethoseofficials

havewellknowledgeandexperiencefortheissuethattheresearcherissued.According

totheresponsesoftheseofficialinterviewstheseverestproblemsareconcernedwitha

shortageofauditstaffandstafflackinginauditcompetencies.

3.4ValidityandReliability

Inordertoreducingthepossibilityofgettinghighererrorsattentionisgiven.Hence,

reliabilityandvaliditytests,whichhelptodetectthepresenceorabsenceofthoseerrors,

aretakenplacetoreducetheproblems.So,fordoingallthoseacceptablereliabilityand

validitytestes,theresearcherwasdonepilotingwith20respondentsafterdraftingthe

questionnaire.

3.4.1Validity

Validityistheabilityofaninstrumenttomeasurewhatitissupposed.Adata-collecting

instrumentisconsideredvalidifitisfreefrombothsystematicandrandomerror.Inthis

research,a directcontactmade with the respondentsin connection with the

measurementofthescale(personalinterviews).Itisalsotheextenttowhichcollection

methodsaccuratelymeasurewhattheywereintendedtomeasureandconcerned

whetherthefindingsarereallyaboutwhattheyappeartobeabout.Thus,the

questionnaireiscarefullydesigned.Itwasalsoreviewed,commentedupon,modified,

andfinallyapprovedbytheadvisorandexpertswhohaveexperiencewithintheresearch

area.
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3.4.2Reliability

Reliabilityisconcernedwhethertheproceduresofdatacollectionandanalysiswas

generating thesameresultsonotheroccasionsorareotherobserversmakesimilar

observationsandarriveatconclusionsfromtherawdata.

Inordertomeasuretheconsistencyofthequestionnaireandtheoverallreliabilityof

constructsthatitismeasuring,thereliabilitytestcarriedoutbasedonCronbach’sAlpha

coefficient.Cronbach’sAlphacanbeinterpretedaslikeacorrelationcoefficient.

Table3.2.ReliabilityTest

Cronbach's

Alpha

Cronbach'sAlphaBased

onStandardizedItems

No.ofItems

0.884 0.728 26

3.5.MethodofDataAnalysis

Afterdatawascollected,dataprocessingiscarriedout.Therawdataisconvertedinto

suitableform foranalysisandinterpretation.Thisachievedthroughsequencesof

activitiesincludingediting,coding,entry,andtabulation.Theobjectivesaretocheckthe

completeness,internalconsistencyandappropriatenessoftheanswerstoeachofthe

questions.StatisticalanalysiscarriedoutusingStatisticalPackageforSocialScience

(SPSS,v.20).

Inthestudyisemployeebothquantitativeandquantitativeanalysismethod.The

qualitativedatawasanalyzedbasedonthetranscriptsoftapedinterviews,fromAfan

OromotoEnglish,classifiedandinterpretedinanarrativeform.

Themethodsthathavebeenusedforthequantitativeanalysisweredescriptivestatistics;

suchasaverage,frequency,percentagesetc.whichhelpstoshowthedistributionof

variableswhatlookslike.Inotherwaydirection,theinferentialstatisticssuchas

multivariateanalysisisalsoapplied.Underthemultivariateanalysis,thisstudyapplied
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multipleregressionmodelwhichreliesonresultsfrom theassociationbetweenthe

dependentvariableinthestudy,ontheonehand,andtheirassociates,ontheothers.The

multivariateanalysiswasbasedonthetheoreticalframeworkpresentedaboveandused

linearregressionmodels.Theregressionmodelisusedwhenthedependentvariableis

continuous.Ordinary LeastSquare Estimator(OLS)method was held forthe

minimizationoferror.So,theirgeneralmathematicalmodellookslike:

Wherethevariablesaredefinedas:

Yi=Performanceofauditwork(dependentvariable)

α=Constantterm

ßi=Coefficients

=Internalauditindependency

=Internalauditquality

=Internalauditobjectivity

=Internalauditproficiency

=Errorterm

Undertheassumptionsof:

 ~N(0,1)meanzeroandvariance1

 Linearrelationshipbetweenoutcomes(y)andexplanatoryvariablex

 Outcomevariable(y)shouldbeNormallydistributedforeachvalueofexplanatory

variable(x)

 Standarddeviationofyshouldbeapproximatelythesameforeachvalueofx

 Fixedindependentobservations

 Theobservations(explanatoryvariables)shouldbeindependent

3.6EthicalConsideration

Theresearchaddressesallrelevantethicalconsiderationssuchastheissuesofprivacy

andtransparency.Primarily,AddisAbabaUniversityhasissuedaformalletterof

cooperationfortheconcernedstudyarea.Then,permissionisobtainedbytheOromia
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specialZonearoundFinfine,sixWoredasandCitiesadministrations.Thendata

collectioniscarriedoutafterreceivingethicalclearancelettersfromtheauthority.

Despitethesensitivityofsomequestions,participantswereencouragedtospeakfreely

aboutthetopicsbutnotcompelledtorespond.Privacyisguaranteedinthesensethat

theparticipantsremainanonymous.Intheinterview,participantsrequestedtokeepthe

sharedexperiencesconfidential.Informedverbalconsentisobtainedfromeachstudy

subjectspriortodatacollection.

CHAPTERFOUR

4.DataPresentation,InterpretationandAnalysis

4.1.Introduction

Underthischapter,thedatacollectedthroughproposedmethodsandtoolsasdiscussed

intheabovechaptersareanalyzedcarefullysoastoexaminetheinternalauditpractice

inOromiaSpecialZonearoundFinfine.Inordertoexaminetheinternalauditpractice,the

influenceofthevariablesdesignedforeachfactorhasbeenquantifiedwithlikertscale

questionswiththeperceptionlevelrangingfrom1to5.Statisticaltoolssuchasmean,

standarddeviationsandlinearregressionhavebeenusedforanalyzingandinterpreting

thedata.TogetpreliminaryoutlookofinternalauditpracticeofOromiaSpecialZone

aroundFinfine,theresearcherusethedescriptivestatisticsthenfollowrunaregression
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modelfortheselectionofimportantandsignificantfactors.

4.2.ResponseRate

Theresearcherexpectedtocollect120datafrom theinternalauditorswhichthe

questionnairesweredistributedacrossthesevencityadministrations,sixWoredasand

onespecialzone.However,117(97.50%)ofthequestionnaireswerecompletedand

retrievedsuccessfully,i.e.,thereisa2.5%non-responserate.Formoreelaboration,out

ofthetotal4respondentsthosecamefromHoletaonly3(75.0%)ofthemrespondedthe

questionandreturnthequestionnaires,likewiseoutofthe9Mulo’srespondentsonly7

(77.8%)ofthem returnedthequestionnairesaftertheyfileproperly.Thebelowtable

illustratedmoreabouttheexpectedandobservedstudyparticipantsofinternalauditors

whoinvolvedintheselectedstudyareas(Table4.1).

Table4.1.Observedandexpectedsamplestakingfromthestudyareas

Departments
Totalparticipants Valid

respondent
s

%
change

Sabeta 10 10 100.00
Burayuu 10 10 100.00

CityAdministration Galan 8 8 100.00
Dukam 8 8 100.00
Legatafo 8 8 100.00
Holeta 4 3 75.00
Sululta 4 4 100.00
SabataHawas 10 10 100.00

Woredas Hakak 10 10 100.00
SandafaBakke 10 10 100.00
Sululta 10 10 100.00
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Mulo 9 7 77.780
Wolmara 10 10 100.00

SpecialZone Oromia Special
Zone

9 9 100.00

Total 120 117 97.500

4.3.GeneralInformationabouttheRespondents

Regardingsexdistributionoftherespondents,92(78.6%)oftheparticipantsweremales

whilstthereaming25(21.4%)werefemales.Astheresultillustratedmaleinternal

auditorsarearoundthreetimesmorethanthatofthefemaleemployees.So,thisimplies

thatthereisasexdifferenceintheauditdepartmentsofthestudyareas;i.e.,mostofthe

internalauditorswhoareworkingintheOromiaSpecialZonearoundFinfinearemales

(Fig4a).
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Figure4a.Sexdistributionofthestudyparticipants

Ascanbeobservedfromthetablebelow,ontheaverageeveryrespondent’shadgot34

(SD±7.11)yearsofage.Theminimumrespondentagewas23,whilethemaximumaged

respondentcelebratedthe56thbirthofyears.Intheotherwordthemajorityofthe

internalauditorsareadults;thisindicatedthattheyhaveabetterexperienceonthe

auditingwork.

Table4.2.Averageagedistributionofthestudyparticipants

Mea

n

Std.Diviation Minimum Maximu

m

Ageofthe

respondents

34.29 7.11 23 56

Fromthebelowinformationoutoftheentirestudyparticipants94(80.3%)ofthemwere

BAholderinaccountant.Likewise,16(13.7%)oftherespondentswerefirstdegree

holderswithotherfieldsratherthanaccountingsomehadmanagement,economicsetc.

Thereare6(5.1%)respondentswhohadMScandabovedegreeinaccounting,whereas,

1(0.9%)respondenthadadiploma.Thisimpliesthatmostoftheworkisleadedby

professionals,but,stilloverwhelminginternalauditorswerenotaccountant.Becauseof

theyareexperienced,allrespondentswereexpectedtounderstandthequestionnaireand

respondcorrectly(Fig4b….).
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Figure4b…:Educationalbackgroundoftherespondent

Thestudyfurtherrequestedabouttherespondentsworkexperiencehowmanyyearsare

theyengagedinthesectorofficesasinternalauditor.Accordingtothefindingswhichis

denotedinthebelowtable,ontheaverageeveryofthemhadaround8(SD±5.26)years

ofworkexperience.Theminimumexpandedemployeewasworkinginthepastoneyear,

whilst,themaximum experiencedparticipanthada28yearsofexperience.This

indicatedthatalmostallofthestudyparticipantshadabetterknowledgeaboutthe

sectorsandcangiveagoodresponseabouttheraisedquestions.

Table4.3Averageworkexperienceofthestudyparticipants

Mea

n

Std.Diviation Minimum Maximu

m

Ageofthe

respondents

7.56 5.26 1 28

4.4.InternalAuditQuality

Internalauditisconsideredasoneofthefactorwhichcapabletoaffecttheperformance

ofauditworks.Highmeanscorewhichisaboveamedianthreshold(3)indicatethe

positiveeffectandlowmeanscoreindicatesthenegativeeffectfortheperformanceof
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theinternalauditwork.Thestudyraisedsevenitemsofinquiresfortheinternalauditorto

evaluatethequalityoftheinternalauditofthesector.Alloftheitemsaverageperception

levelaspertheevaluatorhigherthan3,whichisabovethemedianthreshold.This

impliesthatasthemajorityofthestudyparticipants’opinion,thesectorinternalaudit

qualityisimproved.

Hereeveryitemwasexploredfurtherwithrelationtointernalauditrelatedindicators.The

indicatorsweregivenandtherespondentaskedtopickalikert-scaleinquiresranging

from onerepresent‘stronglydisagree’tofiverepresent‘stronglyagree’.Hence,the

majorityoftherespondentsconvincedthatintheirsectorthepurposeandauthorityof

internalauditisclearlydefinedincharter.Infact,about62(53.0%)studyparticipants

agreedwiththisexpression,similarly,30(25.6%)respondentsstronglysupportthis

argument.However,15(12.8%)otherrespondentsdisagreedwiththeaboverespondent

opinion.Thereaming10(8.5%)oftherespondentsquittosayany,i.e.,neitherthey

agreednordisagreed.Thisindicatedthatthepurposeofinternalauditwasdefinedinthe

sectors.

Moreover,therespondentresponserevealedthatthemostoftheparticipantsagreed

thattheinternalauditactivitiescomplywiththeIIA'sstandardsandauthorityofinternal

auditisinlinewithstandardsfortheprofessionalpracticeformulatedbyIIA.Therefore,

OrganizationalpolicyauthorizinginternalauditisinlinewithstandardformulatedbyIIA.

Similarly,AccordingtoISPPIA attributestandardsno.1000requiresthepurpose,

authority,andresponsibilityoftheinternalauditactivitymustbeformallydefinedinan

internalauditcharter,consistentwiththedefinitionofinternalauditing,thecodeofethics,

andthestandards.Thechiefauditexecutivemustperiodicallyreviewtheinternalaudit

charterandpresentittoseniormanagementandtheboardforapproval.Thisisinline

withresearchconductedbyJunio-Sabio,(2013).Furthermore,financeprocessowners

andcashersinOromiaspecialzone aroundFinanceandeconomycooperationsector

officeswereaskedduringtheinterviewinternalauditactivitiesandauthoritycomplywith

theIIA'sstandardsandtheyrespondedthatitiscomplywiththeIIA'sstandards.

Regarding theitem which isstated “therewereinherentconflictsin reporting
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responsibilitieswheninternalauditorsreporttotheauditcommitteeortovariouslevels

ofmanagement,”73(57.3%)1respondentswereagreed,likewise,4(12%)respondents

stronglyagreedwiththisexpression.But14(12%)respondentsdisagreedwiththeabove

argument,whereas,theremaining16(13.7%)respondentsneitheragreednordisagreed

withthegivenargument.Thisresultindicatesthatinherentconflictsininternalauditors

reportarehigh(Table4.4).

Table4.4.ItemsofInternalauditqualityinthecaseofOromiaSpecialZone

Qualityitems Strongly

disagree

Disagree Neutral Agree strongly

agree

N Mean St,

deviation

Theorganizationleadedbyaudit

charter.

1

(0.9%)

15

(12.8%)

9

(7.7%)

67

(57.3%)

25

(21.4%)

117 3.85 0.931

Thepurposeandauthorityof
internalauditisclearlydefinedin
charter.

0

(0.0%)

15

(12.8%)

10

(8.5%)

62

(53.0%)

30

(25.6%)

117 3.91 0.925

Internalauditcharterismaintained
(available)inmyoffice/sector.

1

(0.9%)

21

(17.9%)

14

(12.0%)

56

(47.9%)

25

(21.4%)

117 3.71 1.026

Theinternalauditactivitycomplies
withtheInstituteofInternal
Auditor’s(IIA)Standards.

1

(0.9%)

16

(13.7%)

9

(7.7%)

62

(53.0%)

29

(24.8%)

117 3.87 0.970

Theauthorityofinternalauditisin

linewithstandardsforthe

professionalpracticeformulatedby

theinstituteofinternalauditors.

1

(0.9%)

17

(14.5%)

16

(13.7%)

63

(53.8%)

20

(17.1%)

117 3.72 0.945

Thereareinherentconflictsin

reportingresponsibilitieswhen

internalauditorsreporttotheaudit

committeeortovariouslevelsof

management.

0

(0.0%)

14

(12.0%)

16

(13.7%)

73

(62.4%)

14

(12.0%)

117 3.74 0.822

Thereisinternalauditingquality

assuranceprograminour

organization.

0

(0.0%)

28

(23.9%)

18

(15.4%)

64

(54.7%)

7

(6.0%)

117 3.43 0.922

4.5.InternalAuditIndependency

Thestudyraisesfourquestionstoevaluatetheindependenceofinternalauditcharacter

ofthestudyarea.Accordingtotheirresponse56(47.9%)respondentsconvincedthat

internalauditorsfeelfreetoincludeanyauditfindingsintheirauditreports,likewise,36

(30.8%)respondentsstronglyagreedwiththisargument.Incontrast,10(8.6%)study

participantsopposeagainsttheaboverespondentopinion.Therest15(12.8%)
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respondentsquittosayany,i.e.,neithertheyagreednordisagreedwiththeabovestudy

participantsopinion. Thisindicatedthatmorethanhalfofthestudyparticipants

convincedthefreenessofinternalauditorsintheirsector.

Internalauditorshavefullaccesstorecordsandinformationtheyneedinconducting

auditssaid84(71.8)respondents,whereas,17(14.5)otherstudyparticipantsdisagreed

withidea.Theremaining16(13.7)respondentsquittosayany,i.e.,neithertheyagreed

nordisagreedwiththeaboveparticipantsopinion.Thisresultindicates,asperthe

majorityofthestudyparticipantsopinioninternalauditorsofthesectorcanaccess

information,relatedwiththeirwork,easilyandfreely.

Accordingtothe69(59.0%)respondents’opinion,intheirsectorinternalauditorsarefree

from anykindsofintervention.Similarly,12(10.3%)stronglysupporttheabove

respondentsopinion;incontrast,21(18.0%)respondentsdisagreedbythoseopponents

opinion.Thisimplies,ofcourseasthemostrespondentsbelieve,theinternalauditof

theirsectorneverinterruptedwithanyinvolvement.

Theaveragerespondents’perceptionlevelindicatedthatalloftheattritionsofinternal

auditindependencyareabovethemediancutofpoint.Thisindicatedthataccordingto

therespondents’pointofviewthesectordoingbettertomaketheinternalauditor

independent(Table4.5).

Table4.5ItemsofInternalauditindependencyinthecaseofOromiaSpecialZone

Qualityitems Strongly

disagree

Disagree Neutral Agree strongly

agree

N Mean St,

deviation

Internalauditisfreefrom

interventioninperformingitsduties.

1

(0.9%)

20

(17.1%)

15

(12.8%)

69

(59.0%)

12

(10.3%)

117 3.61 0.919

Thereisinternalauditing’sposition
inourorganizationatasufficiently
highlevelandsufficientlydetached
fromfunctionalareastoguarantee
itsindependence.

1

(0.9%)

14

(12.0%)

16

(13.7%)

67

(57.3%)

19

(16.2%)

117 3.76 0.897

Internalauditorshavefullaccessto
recordsandinformationtheyneed
inconductingaudits.

2

(1.7%)

15

(12.8%)

16

(13.7%)

57

(48.7%)

27

(23.1%)

117 3.79 0.999

Internalauditorsfeelfreetoinclude
anyauditfindingsintheiraudit
reports

1

(0.9%)

9

(7.7%)

15

(12.8%)

56

(47.9%)

36

(30.8%)

117 4.00 0.910
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4.6.InternalAuditObjectivity

Morethanthreefourthofthestudyparticipantsagreedwiththestatementwhichis

statedthattheauditfindingsarediscussedwithauditeeororganizationbeingauditing

beforereportedahead.Contrarily,4(3.4%)respondentsdisagreeandstronglydisagreed

withtheaboveexpression.Therest7(6%)ofthestudyparticipantsquittosayany,i.e.,

neithertheyagreednordisagreedoftheotherparticipantsagainst.

Accordingtothevastmajority,83(70.9%),ofthestudyparticipantsopinioninternalaudit

assignmentsarerotatedperiodically,whereas,16(13.7%)oftheotherparticipants

disagreedwiththoserespondentsbelieve.Theremaining18(15.4%)studyparticipants

arenotassuredwhethertheauditassignmentrotatedperiodicallyornot.Thisentailsas

mostrespondentconvenience,ofcoursetheinternalauditassignmentarerotated

periodically.

Ingeneral,mostoftheitemsaveragerespondentsperceptionlevelisabovethemedian

threshold,3.0.Thisindicates’,thoselistsofattribute,aspertherespondents’opinion,

capabletoevaluatetheinternalauditquality.Inthatregardtheirsectoralofficesdonin

thoseareaintruetothemoderateextent.Thetablebelowelaboratesmoreonthe

internalauditquality(Table4.6…)

.Table4.6.ItemsofInternalauditobjectivityinthecaseofOromiaSpecialZone

Qualityitems Strongly

disagree

Disagree Neutral Agree strongly

agree

N Mean St,

deviation

Internalauditassignmentsare

rotatedperiodically.

2

(1.7%)

14

(12.0%)

18

(15.4%)

77

(65.8%)

6

(5.1%)

117 3.61 0.830

Internalauditsupervisorormanger
supervisesfieldwork.

1

(0.9%)

7

(6.0%)

12

(10.3%)

80

(68.4%)

17

(14.5%)

117 3.90 0.747

Internalauditsupervisorreviews
theinternalauditworkpapers.

0

(0.0%)

4

(3.4%)

14

(12.0%)

57

(48.7%)

42

(35.9%)

117 4.17 0.769

Theauditfindingsarediscussed
withauditeeororganizationbeing
auditingbeforebeingreported.

2

(1.7%)

2

(1.7%)

7

(6.0%)

33

(28.2%)

73

(62.4%)

117 4.48 0.826
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4.7.TheAuditorProficiency

Regardingtheauditorproficiency,91(77.8%)respondentsagreedwithinternalaudithas

policiesfortrainingofinternalauditstaff,whereas,other13(11.1%)studyparticipants

opposedtheaboverespondentargument.Thisindicatedthataccordingtothreefourthof

therespondentsopinionthesectorprovideatraining,toimprovethequalityofauditing

system,fortheauditors.

Internalauditorspossesssufficientexperiencetounderstandtheorganizationssystems

said70(59.8%)respondents;whilst,23(19.7%)respondentsdidnotsupporttheabove

argument,astheiropiniontheexperienceoftheauditorsisnotenough.Stillmorethan

halfofthestudyparticipantsconvincedthatinternalauditorspossesssufficient

experiencetohandletheirsectorssystem.

Furthermoreasthebelowtableillustratedthemajorityofthestudyparticipants,53

(45.3%),convinceddisagreedwiththestatementwhichisstatedthatinternalauditors

undertakecontinuousprofessionaldevelopmentactivities,likewise,2(1.7%)study

participantsstronglysupporttheargumentoftheaboverespondents.Incontrast,32

(27.4%)oftherespondentsbelievedthatintheirsectorscontinualprofessional

developmentactivatesweredoing,similarly,6(5.1%)otherrespondentsstronglysupport

thelatterargueropinion.Thisresultindicatesmorestudyparticipantsconvincedinternal

auditorswerenotundertakencontinuousprofessionaldevelopmentactivities.

Theleastaveragescoreisregisteredintheexpressionwhichisstated“internalauditors

undertakecontinuousprofessionaldevelopmentactivities”withameanof2.89.However,

thereamingattritionsmeanscoresareabovethemedianthresholdaccordingtothe

majorityoftherespondentagreement,auditorproficiencyabovethetruetomoderate

extant(Table4.7.).

Table4.7.ItemsofInternalauditproficiencyinthecaseofOromiaSpecialZone

Qualityitems Strongly

disagree

Disagree Neutral Agree strongly

agree

N Mean St,

deviation

Internalaudithaspoliciesfor

trainingofinternalauditstaff.

0

(0.0%)

13

(11.1%)

13

(11.1%)

77

(65.8%)

14

(12.0%)

117 3.79 0.80
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Adequateshorttermtrainingis
arrangedforinternalauditorseach
year.

3

(2.6%)

34

(29.1%)

18

(15.4%)

50

(42.7%)

12

(10.3%)

117 3.29 1.08

Internalauditorsundertake
continuousprofessional
developmentactivities.

2

(1.7%)

53

(45.3%)

24

(20.5%)

32

(27.4%)

6

(5.1%)

117 2.89 1.00

Themanagementofyour
organizationhasacommitmentto
addvaluetotheinternalaudit
function.

2

(1.7%)

19

(16.2%)

27

(23.1%)

60

(51.3%)

9

(7.7%)

117 3.47 0.92

Internalauditorspossesssufficient
experiencetounderstandthe
organizationssystems.

0

(0.0%)

23

(19.7%)

24

(20.5%)

60

(51.3%)

10

(8.5%)

117 3.49 0.91

InternalAuditdepartmentislarge
enoughtosuccessfullycarryoutits
duties.

1

(0.9%)

49

(41.9%)

19

(16.2%)

42

(35.9%)

6

(5.1%)

117 3.03 1.01

4.8.PerformanceoftheAuditWork

Accordingtotheresultreviledinthetablebelow,thevastmajority,103(88%),ofthe

respondentsarguedthatinternalauditorscheckcompliancewithestablishpoliceand

accountingprocedures.But,3(2.6%)respondentsopposetheabovestudyparticipants’

argument.Therest11(9.4%)studyparticipantsquittosayany,i.e.,neithertheyagreed

nordisagreedoftheotherparticipantssupportedandagainstargument.Thisresult

impliedthatinternalauditorscheckcompliancewithestablishpoliceandaccounting

procedures.

About98(82.9%)respondentswereagreedwiththeexpressionwhichstatedthatinternal

auditorsreviewthesegregationofduties,whereas,2(1.7%)otherstudyparticipants

againsttheaboverespondentargument.Theremaining17(14.5%)respondentsquitto

sayany,i.e.,neithertheyagreednordisagreedoftheotherparticipantsargument.This

implies,mostofthestudyparticipantssupporttheaboveexpression.

Moreover,thestudyresultreviledinthetablebelowthatthesystemwhichtheinternal

auditactivityhasbeencompleteditsplanwellhasameanscoreof3.14.Withthis

explanation44(37.6%)respondentsforwardedtheiragreementlikewise8(6.8%)

respondentsstronglysupportthoserespondentsopinion.However,44(37.6%)ofthe

studyparticipantsopposetheaboverespondentsopinionandsaidtheinternalaudit

activitieshavenotbeencompletedaspertheallocationtime.Ofcourse,morethanhalf

ofthestudyparticipantssupporttheaboveargumentpositively.
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Thehighestmeanscoreiscarriedonthestatementwhichstatedthattheinternal

auditorscheckcompliancewithestablishpoliceandaccountingprocedures,withthe

scoreof4.34.However,theleastaveragescoreisregisteredintheexpressionwhichis

stated“theinternalauditactivityhavebeencompleteditsplanwell”and“thesystem

helpsmanagerfordecision”withameanof3.40.Evenifthescoreislesscomparedwith

otherperformanceofauditworkitems,stillitisabovethemedianthreshold.So,in

generalspeckingmostoftherespondentsagreedthesectorworkedinthisdomain

better.Formoredetaillookatthetableindicatedbelow(Table4.8).

Table4.8.ItemsofperformanceofauditworkinthecaseofOromiaSpecialZone

Qualityitems Strongly

disagree

Disagree Neutral Agree strongly

agree

N Mean St,

deviation

Internalauditorsreviewthe

segregationofduties.

0

(0.0%)

2

(1.7%)

17

(14.5%)

77

(65.8%)

21

(17.9%)

117 4.00 0.63

The internal auditors check
compliancewith establish police
andaccountingprocedures.

0

(0.0%)

3

(2.6%)

11

(9.4%)

46

(39.3%)

57

(48.7%)

117 4.34 0.76

Internalauditobtainsasufficient
budgettosuccessfullycarryoutits
duties.

3

(2.6%)

12

(10.3%)

21

(17.9%)

73

(62.4%)

8

(6.8%)

117 3.61 0.86

Theinternalauditplanisdone
basedonorganization’sriskprofile.

0

(0.0%)

11

(9.4%)

13

(11.1%)

74

(63.2%)

19

(16.2%)

117 3.86 0.78

Theinternalauditactivityhavebeen
completeditsplanwell.

0

(0.0%)

44

(37.6%)

21

(17.9%)

44

(37.6%)

8

(6.8%)

117 3.14 1.01

4.9.AssessmentofOrdinaryLeastSquareAssumptions

4.9.1.DetectingofOutliers

Primarily,theexistenceofoutlierswasdetectedbyusingaCook’sdistance.Ifthe
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maximum Cook’sdistancegreaterthanone,theextremevaluewhichcanaffectthe

distributionwouldbeexpected.Otherwise,outliersarenotdetectedwhichcapableto

interrupttheoutcome.Therefore,astheresultreviled,theminimumdistanceis0.000;

while,themaximum is0.347.Thus,theestimateddistanceislessthanexpected

thresholdvalue1,sotheproblemofoutlierisnotobviousinthisstudy.

Table4.9.TestsofoutliersbyusingaCook’sdistance

Minimum Maximum Mean Std.Deviation N

Cook'sDistance .000 .325 .011 .034 117

4.9.2.AssessmentofNormality

Theexplanatoryvariablesofthisstudyincludeinternalauditquality(Qual),internalaudit

independency(Ind),internalauditobjectivity(Obj),andinternalauditproficiency(Prof).

However,thedependentvariableisperformanceofauditwork(Perf).Table…containsthe

normalitytestforalloftheindependentvariables.

ThetestofnormalityisdonebyKolmogorov-SmirnovandShapiro-Wilkstests.According

toField(2009),whenthetestissignificantifthep-valuegreaterthanthesignificantvalue

(0.05).Thatis,ifthesignificantvalueofthedistributionabovethethresholdofthe

probabilisticresult(0.05),theresearcherhasfullevidencetoconcludethatthe

distributionisnormal.

Infact,forthetestsonsamplesfrom 3to2000Shapiro-Wilkstestisrecommended,

whereas,ifthesample(n)above2000,Kolmogorov‐Smirnovtestissuggested.Thus,the

Shapiro-Wilksnormalitytestwasusedforthisresearch.

Accordingly,astheresultillustratedinthebelowtable,allofthetestedvariablesfoundto

benormalwith0.05levelofsignificant,becauseastheaboveexpirationillustratedthep-

valueofalltheexplanatoryvariablesareabovethesignificantlevel.Formoreinformation

lookatthetablebelow(Table4.10).
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Table4.10.Testofnormality

Variables Kolmogorov-Smirnova Shapiro-Wilk

statistic df Sig. statistic df Sig.

Qual 0.188 116 .200* 0.910 116 0.356*

Ind 0.236 116 .200* 0.909 116 0.392*

Obj 0.177 116 .200* 0.929 116 0.441*

Prof 0.217 116 .200* 0.923 116 0.530*

a.LillieforsSignificanceCorrection,

df:degreeoffreedom;

Sig:significance

*Indicatessignificantwith0.05levelofprecision

4.9.3.AssessmentofMulticollinearity

Multicollinearityexistswhentherearestrongcorrelationsamongthepredictors.Ifthe

correlationcoefficient(r)greaterthan0.80orthetolerancevaluebelow0.10orthe

varianceinflationfactor(VIF)greaterthan10,multicollinearityproblem wouldbea

seriousproblemforthedistribution(Field,2009).Toleranceisateststatisticsusedto

indicatethevariabilityofthespecifiedindependentvariablewhetherexplainedbyother

independentvariablesinthemodelornot.

Asthestudyresultillustrated,theentirevariablestolerancearegreaterthan0.10andthe

VIFvaluelessthan10.So,thereisnomulticollinearityproblemthatalterstheanalysisof

theregressionmodel(Table4.11)

Table4.11Collinearitystatistics

CollinearityStatistics

Variables Tolerance VIF

Qual 0.585 1.710
Ind 0.520 1.922

Obj 0.753 1.328

Prof 0.836 1.196

4.9.4.RelationshipbetweentheDependentandIndependentVariables

Acorrelationanalysiswasusedtoexaminethestrengthoftherelationshipsbetween

independentvariables,internalauditquality(Qual),internalauditindependency(Ind),
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internalauditobjectivity(Obj),andinternalauditproficiency(Prof)dependentvariable

performanceofauditwork(Perf).Table…indicatesthecorrelationsbetweenexplanatory

anddependentvariables.

Basically,thetesthelpstoidentifyimportantfactorswhichcapabletoaffectthe

dependentvariable.Therefore,theresultsofcorrelationanalysisshowthattheentire

explanatoryvariablessuchasQual,Ind,ObjandProfarelinearlyassociatedwithPerf

witha0.05levelofsignificance.Moreover,thevariablesdevelopastrongpositive

associationwiththedependentvariableperformanceofauditwork,becausethe

correlationcoefficientsoftheselectedexplanatoryvariablesarepositive.

Table4.12.Thecorrelationsmatrixamongprojectsuccessandtheallocatedfactors

Variables Qual Ind Obj Prof Perf

Qual 1.00
Ind
Sig(2-tda)

0.575**
0.000

1.00

Obj
Sig(2-tda)

0.177**
0.056

0.481**
0.000

1.00

Prof
Sig(2-tda)

0.404**
0.000

0.284**
0.007

0.096
0.305

1.00

Perf
Sig(2-tda)

0.427**
0.000

0.498**
0.000

0.506**
0.000

0.523**
0.000

1.00

**Correlationissignificantatthe0.05level(2-tailed).

4.9.5.NormalityoftheErrorTerm

Asindicatedinthethirdchapterofmodelspecificationpart,theerrorterm shouldbe

normallydistributedwithameanofzeroandstandarddeviationofone.Thistestcanbe

donebyusinghistogramwithanormalcurveplot.Accordingtothegraphillustrated,the

assumptionisachieveditsgoal;because,themeanoftheerrortermis5.43*10-16which

isapproachingtozeroandthestandarddeviation0.983whichisnearesttoone.

Therefore,thedistributionoftherandomerrortermisstandardizednormal.
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Fig4c.Thenormalitytestsoftheerrorterm

Source:ownanalysis

4.9.6.AssessmentofHeteroscedasticity

When the errorterm varied with the independentvariables,the problem of

Heteroscedasticitywouldoccur.Thisistestedbydrawingagraphwithstandardized

predictedversusstandardizedresidualcurve.Inthecurveifanycontinuitytrendcanbe

observed,i.e.,ifstandardizeperformanceofauditworkshowanincrementordecrement

trendoverthestandardizedresidual,theproblemisdetectedotherwiseitissafefromthe

problem.Inthatregard,thedistributionofthedatadidnotindicateanysuchkindsof

trend;hence,Heteroscedasticityproblemisnotdetected(Fig…).
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Fig.4.d.HetroscedasticityTest

Source:ownanalysis

4.9.7.RegressionAnalysis

Regressionanalysiswasconductedtoexaminethecausalandstrengthensofa

relationshipsbetweenthedependentandindependentvariables.Aregressionmodelwas

formulatedandtestedwherethedependentvariablerepresentedpracticesofinternal

audithereaftercalledtheperformanceofauditwork(Perf),andtheindependentvariables:

internalauditquality(Qual),internalauditindependency(Ind),internalauditobjectivity

(Obj),andinternalauditproficiency(Prof).

Basically,theregressionanalysisisusedtotesthowthemodelfitsandinvestigatethe

determinantvariablestothedependentonceinthemodel.Finally,theresearchquestions

weregottheirproperanswerbasedontheproposedspecificobjectivesandthe

regressionoutputresults.

Theregressionresultexplorestheperformanceoftheinternalauditorsauditworkinthe

selectedsectorsbyusingthevariablesindicatedintheconceptualframework.As
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indicatedinthepreviouschapteroftheconceptualframeworktheappropriateindicators

ofthevariableusedtoidentifytheexpectedfactorsofperformanceoftheauditworkis

indicated.Thecorrelationanalysishelpstoidentifywhetheralltheexpectedfactorsare

importanttodeterminethemodelornot.Astheresultillustratedintheabovesection,of

coursetheentireindependentvariablesareimportanttodeterminetheperformanceof

theauditwork.

Therefore,thestudybeforegivingmoreexplanationaboutthemodel,primarily,supposed

totestwhetherothermisspecificationproblemsoccurornotduetotheformulated

frameworkbyusingtheANOVAtest.Astheresultillustratedinthetablebelow,theF-

testofthep-valueis0.000andthesignificantvalueis0.05.Hence,thesignificance(sig.)

valueisgreaterthanthatofthep-value;therefore,acceptthehypothesiswhichisstated

thatthemodelisfittedorgood.Havingthisinmind,thenextquestionwhichfollowsis

howmuchisthemodelgood.Theanswerisgivenbythegoodnessoffittest(R2)value.

Thatis,thevalueofRsquareusedtomeasurehowmuchofthevariationinthe

dependentvariable(Perf)identifiedbytheregressors.ThelargerthevalueofRsquare,

thebetteritfits.

InthetablebelowR,Rsquare,adjustedRsquare,andthestandarderrorweredisplayed.

Rismeasurethemulti-correlationcoefficientwhichismeasuringtherelationship

betweenthedependentandpredictorvariables.ThevaluesofRrangefrom-1to1.The

signofRindicatesthedirectionoftherelationship(positiveornegative).Theabsolute

valueofRindicatesthestrength,withlargerabsolutevaluesindicatingstrongerlinier

relationship.So,thevalueofRis0.724whichimpliesthedependentandthepredictors

havedevelopedstrangepositivelinearassociation.

Moreover,asdiscussedaboveRsquareisthetollswhichhelptoquantifytheproportion

ofvariationinthedependentvariableexplainedbytheregressionmodel.Itisranged

from0to1.Smallvaluesindicatethattheexplainableleveloftheindependentvariables

todeterminethedependentvariableisweak.ThesampleR squaredtendsto

optimisticallyestimatehowwellthemodelsfitforthepopulation.BothRsquareand

adjustedRsquaresomehowhasthesamemeaningandpurpose.But,theadjustedR

squareisapplicableforthesmallnumbersofobservation(n<30)andnumbersof
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variables.So,inthecaseofthisstudy,theresearcherusedtheadjustedRsquare,

becausethenumbersofvariablesinvolvedinthestudywerefew.Inthatregard,the

adjustedRsquarevalueinthiscasewas0.507.Thisshowthatthefourindependent

variablesofthemodelaccounted50.7%ofthevariationovertheperformanceofaudit

workofthesectoroffices(thedependentvariable);whereas,therest49.3%ofthe

variationcancoverbyotherunknownvariablewhichisnotincludedinthestudy.

Theothermisspecificationproblemcanbehandledbythet-teststatistics.Thatis,the

researchercheckedwhetherallthefactorsareimportanttodeterminethemodelornot,

byusingt-teststatistics.Ifthep-valueislesserthanthesigvalue=0.10,thefactor/sare

importanttodeterminethemodelotherwisethefactorshouldberejectedinthemodel.

Accordingtothisstudyresultallvariablesexcepttheinternalauditqualityareimportant

todeterminethedependentvariablewiththe90%confidenceinterval.

Thesignofthebetacoefficient(ß)alsoshowsthe+veor–veeffectoftheindependent

variablesoverthedependentonce.Fromtheresultrevealedintablebelow,theßsignof

fourindependentvariablesarepositiveoverthepredictingvariable.Thatmeans,any

increaseordecreaseintheindependentvariablesleadtoincreaseordecreaseinthe

dependentvariable

Resultofregression analysis presented in table below also provides more

comprehensiveandaccurateexaminationoftheresearchquestions.Therefore,the

regressionanalysiswasusedtotestthedevelopedquestionsbasedonthespecific

objectivesandinvestigatethecontributionsoftheindependentvariablestothe

dependentonce.

Primarily,theresearcherwantstocheckwhetherinternalauditquality(Qual)is

statisticallysignificantdeterminantoftheperformanceofauditwork(Perf)ofthesector

ornot.Hence,theresultelaboratedthattheindicatedfactorisnotsignificantly

associatedwiththedependentvariable;becausethep-value(0.210)ofthet-statisticsis

largerthanthesig.value(0.10).Therefore,theassumedhypothesiswhichstatedthatthe

Qualissignificantimportanttodeterminetheprojectsuccessisfailed.So,thereisfull

evidencethatthetwovariablesarenotassociatedtoeachother.Thisimpels,evenif
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otherliteratureconvincedtheinternalauditqualityhadabettercontributionforthe

internalauditwork,thefindingofthisstudyillustratedthatthisfactorisnotthatmuch

importanttodeterminetheauditwork.

Thesecondhypothesistestedinherethatwhetherinternalauditindependency(Ind)has

significantimpactontheperformanceofinternalauditwork(Perf)ornot.Asaresultof

coursethetwovariablespositivelyassociatedtoeachotherwitha10% levelof

significant.Asaresultelaboratedifthesectorimprovesitsauditindependencystrategy

byunitpercentagechange,theperformanceoftheauditworkwouldescalate15.6%take

thereamingeffectaszero.

Similarly,thestudywantstocheckwhetherinternalauditobjectivity(Obj)have

significantimpactontheperformanceofinternalauditwork(Perf)ornot.Theresultof

thestudyalsoreviledinthetablebelowthatobjectivityofinternalaudithasstatically

significantcontributionontheperformanceofinternalauditworkofthesector.So,there

isstrongevidencethattheObjisdeterminingthePerf.Thus,foraunitpercentage

changeofObjwouldleadto37.2%incrementonPerftakingtheremainingeffectasa

constant.

Meanwhile,theinternalauditproficiency(Prof)havestaticallysignificanteffectonthe

performanceofauditwork(Perf)oftheindicatedsector.So,thereisagoodevidenceto

concludethatthetwofactorspositivelyassociatedtoeachother.Inthatregard,aunit

percentageincrementofinternalauditproficiencyleadtheperformanceoftheinternal

worktoincreases40.5%undertheconsiderationofalltheremainingeffectasconstant.

Table4.13:Summaryofregressionmodelresult

R=0.724 R2=0.524 AdjustedR2=0.507 SE=-0.3775

F=30.78 p=0.000
Variables Unstandardized

Coefficients
StandardizedCoefficients t-value Sig.

Beta SE Beta

Constant 0.321 0.332 0.966 0.336

Qual 0.083 0.066 0.108 1.261 0.210
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Ind 0.114 0.066 0.156 1.731 0.086

Obj 0.386 0.078 0.372 4.957 0.000

Prof 0.350 0.062 0.405 5.676 0.000

Dependentvariable:Projectsuccess(ProjSucc)

CHAPTERFIVE

5.SummaryofFindings,ConclusionsandRecommendations

5.1Introduction

Thepurposeofthischapteristodelineatethesummaryofthefindings,conclusionand

somerecommendations.Allinall,thischapteristodepicttheentirefindingscollectively

andsynthesizethecontributionofthisstudythroughconclusion.

5.2.SummaryofFinding

TheobjectivesofthestudyaretoassessinternalauditpracticesinOromiaspecialzone

aroundFinfinegovernmentpublicsectoroffices.Bothdescriptiveandinferential

statisticalanalyseswereusedinthestudy.Themainfindingsofthestudyare

summarizedasfollows:

Intermstheparticipantseducationallevelabout6(5.15%)ofsurveyrespondentshad

MasterDegree,94(80.3%)hadbachelordegree,1(0.9%)haddiplomainaccounting,

whereas,16 (13.7%)respondents had bachelordegree otherthan accounting

qualification.Intermsofworkexperience,thestudyparticipantshadminimum1year

andmaximum28yearsaverageworkexperience.

ThequestionnaireresultsshowedthattheinternalauditactivitiesinOromiaspecialZone

aroundFinifinnePublicsectorofficescomplywiththeIIA’sstandard,authorityofinternal

auditisclearlydefined,theorganizationsareleadedbyauditcharterandauthorityof

internalauditisinlinewithstandardsfortheprofessionalpracticeformulatedbyIIA.But

thereareinherentconflictsin reportingresponsibilitieswheninternalauditorsreportto

variouslevelsofmanagement.ThisfindingisequivalentwithKadirHasan(2015)
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findings.

Thefindingoftheresultalsoelaboratedthataround92(78.7%)oftherespondents

convincedthatinternalauditstaffandinternalauditorsarefeltfreetoincludeanyaudit

findingsintheirauditreports.Likewisemorethan¾oftherespondentsconvincedthatin

theirsectorauditorshavefullaccesstorecordsandinformationtheyneedinconducting

auditsandtheinternalauditing’spositionintheirsectorissufficientlyhighanddetached

fromfunctionalareastoguaranteeitsindependence.Thestudywasalsofoundthat81

(69.3%)oftherespondentsnotedthatinternalauditisfreefrom interventionin

performingitsduties.Still,thisfindingissomehowsimilarwithKadirHasan(2015)

findings.

Regardingtheinternalauditobjectivity,106(90.6%)oftherespondentsagreedwiththe

auditfindingsarediscussedwithauditeeororganizationbeingauditingbeforebeing

reported.Similarly,thestudyresultreviledthatthevastmajorityofthestudyparticipants

agreedwithinternalauditsupervisorreviewstheinternalauditworkpapers.Morethan

threefortheoftherespondentsalsoinformedinternalauditsupervisorormanger

supervisesfieldworkandassignmentsarerotatedperiodically.

Inthecaseofinternalauditproficiency,thestudyresultwasfoundthatmorethanthree

quarterofthestudyparticipantsagreedwithintheresectorinternalaudithaspoliciesfor

trainingofinternalauditstaff,andalsotheauditorspossesssufficientexperienceto

understandtheorganizationssystems.Thesamesizeofthestudyparticipantsalso

convincedthatthemanagementoftheirorganizationhasacommitmenttoaddvalueto

theinternalauditfunction;inaddition,adequateshorttermtrainingisarrangedforthe

auditorseachyear.Contrarily,morethan½oftherespondentsdisagreedwithinternal

auditorsundertakecontinuousprofessionaldevelopmentactivities.

Regardingtoperformanceofauditwork,103(87.0%)oftherespondentsbelievedthat

theinternalauditorscheckcompliancewithestablishpoliceandaccountingprocedures.

Likewise,98(83.7%)studyparticipantsconvincedthatinternalauditorsreview the

segregationofduties.Morethan½ofthestudyparticipantsalsoconvincedthatinternal

auditplanisdonebasedonorganization’sriskprofile.Moreover,theparticipantsagreed
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withinternalauditobtainasufficientbudgettosuccessfullycarryoutitsdutiesandits

activityhasbeencompletedwithinastatedplan.

Theinferentialstudyresultalsoreviledthattheentireindependentvariables:internal

auditquality(Qual),internalauditindependency(Ind),internalauditobjectivity(Obj),and

internalauditproficiency(Prof)areimportanttodeterminetheperformanceoftheaudit

work(Perf).Intheotherwordalloftheindependentvariablesareassociatedwiththe

dependentvariable.Moreover,alloftheindependentvariablesshowpositiveeffecton

thedependentvariable.ThisfindingisthesameasthefindingofRahmatika(2013).

Internalauditproficiency(Prof)isthehighestpositivelyrelatedtotheperformanceof

auditwork(Perf)with40.5%incrementeffect.ThisresultissameasSawan,(2013)and

Brierleyet,al.,(2001)findings.Thesecondhighestdeterminantfactorisinternalaudit

objectivity.AstheresultreviledforaunitpercentagechangeofObjwouldleadto37.2%

incrementonPerftakingtheremainingeffectasaconstant.Thisfindingisdifferto

Faudziahha,ha,mu.(2005)result.Internalauditindependencyisalsostatistically

significantdeterminantforinternalauditperformancewitha0.1levelofsignificance.Of

courseJunio-Sabio,(2013),AlzebanandSawan,(2013)studyfindingsalsothesameas

thisresult.But,astheresultillustratedinternalauditqualityisnotdeterminethe

performanceofauditwork.TheresultiscontradictedwithHamduKe(2014)report.

5.3Conclusion

Internalauditindependency,objectivityandproficiencyhaveapositiveeffecton

performanceoftheauditwork.Themanagementsupport,theexistenceofadequateand

competentIAstaff,andtheavailabilityofapprovedIAchartercontributemoreforthe

performanceofauditworkinthegovernmentsectors.

Internalauditproficiencylikegivingtrainingfortheauditors,developingprofessional

staffs,addingavalueforinternalauditorsandworkedthejobbyprofessionalofficials

contributemorefortheperformanceofauditwork.

Moreover,theinternalobjectivityplaysasignificantroleforthedevelopmentofbetter

auditwork.Infacttheinternalauditassignmentsarerotatedandtheentirework
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supervisedbyotherexternalaswellinternalprofessionals.Beforetheauditwork

submittedandreported,itreportedfortheauditeeandtheauditorreviewedagainand

again.

Internalauditindependencyisoneofthegreatpillarsofauditworkimprovement.So,the

auditwasfeelingfreefrom anyexternalpausingwhatsoeverthefindingsare.The

auditorsalsohaveagoodaccesstorecordanyinformationtheyneeded.

5.4Recommendations

Thissectionprovidessomerecommendationsasasolutiontomitigatetheoperational

problemsofinternalauditpracticeintheOromiaspecialzonegovernmentpublicsector

officessothattoimproveinternalauditpractices,theresearcherhastriedtoprovide

brieflythefollowingrecommendations:

Toimprovetheinternalauditpracticesbetterthanthecurrentinthespecialzone

governmentpublicsectoroffices,auditeeshouldsupportinternalauditorsintermsof

fullaccesstorecordsandinformationtheyneedinconductingaudit,givefull

cooperation and managementofthegovernmentpublicsectorshould have

commitmenttoaddvaluetointernalauditfunction.Furthermore,seniormanagement,

governmentandpublicsectorshouldincreaseextentofmanagementandother

organssupport,understandandappreciatetheroleofinternalauditpracticesin

achievingorganizationsobjectives.

Internalauditactivitymustbeindependent.Andtheauditorsalsoshouldgetany

informationfreelyastheirneed.Because,iftheauditoraccessandgetany

informationrelatedtothesubject,thepracticeandperformanceofauditworkcanbe

improved.Inthatregardbothgovernmentalaswellsectoralofficeswillgeterrorfree

report.Especially,ifthesectorwantstoimprovetheperformanceoftheauditwork,it

shouldworkmoreontheinternalauditproficiency.

Theinternalauditorsalsomustbeobjectiveinperformingtheirwork.Toimprovethe

objectivityoftheinternalaudit,theauditassignmentshouldberotatedperiodically.
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Furthermore,sufficientbudgetallottotheinternalauditunittosuccessfullycarryout

itsduties.Everyactivityshouldbemonitoredandrevisedagainandagain.Infact

objectivityisthesecondmostimportantfactorwhichtriggeredtoimprovethe

performanceofauditorwork.Therefore,forthebetterimprovementthesectorshould

workinthisareatoo.

 InrelationtotheproficiencyaccordingISPPIAattributestandardsno.1200-

proficiencyanddueprofessionalcarerequiresthatengagementsmustbeperformed

withproficiencyanddueprofessionalcare.Hence,trainingprogramsbeyond

accountingandfinance,professionaldevelopmenttotheinternalauditstaffsinthe

specialzonegovernmentpublicsectorofficeshavedevelopedandassignedresource

theyneededinperformingtheirworktoenhancetheeffectivenessofinternalaudits

inthegovernmentsectors.Therefore,theinternalauditactivities(internalauditunit)

werewelldoneandshouldhavedonemoreforsuccess.
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Appendix1

AddisAbabaUniversity

SchoolofPostGraduateStudents

DepartmentofAccountingandFinance

Thisisquestionnairedesignedtomeettheobjectiveofresearchprojecttitled“Internal

AuditPracticethecaseofOromiaSpecialZonearoundFinfine”forpartialfulfillmentof

MSCinAccountingandAuditingfromAddisAbabaUniversity.

Dearrespondent,Iwouldliketoassureyouthatyourresponsewillonlybeusedforthe

intendedpurposeandremainsconfidential.

ThankyouforyourCooperation!



Instruction:followingquestionsandstatementsispreparedasquestionnaireforthis

researchpleaseindicateyouranswerbycircling&ticking( )theappropriateonefrom

theoptions

Partone:Generalinformation

101.Nameoftherespondent_____________________________________________

102.Sexoftherespondent

1.Male 2.Female

103.Ageoftherespondents

104.Educationalbackgroundoftherespondent

1.MSCandaboveinaccounting
2.BAinaccounting
3.Diplomainaccounting
4.Belowdiplomainaccounting
5.CertifiedlikeCIA(Certifiedinternalauditor),ACCA,
6.Otherthanaccountingqualification:pleasespecify

105.Workexperienceoftherespondentasaninternalauditor(Intermsofyear)

PartTwo
Examiningtheinternalauditactivityperformance

202.Internalauditquality

Statement Strongly
Agree

Agree Neutral Disagree Strongly
Disagree

a.The organization leaded by audit
charter.

b.Thepurposeandauthorityofinternal
auditisclearlydefinedincharter.

c.Internalauditcharteris maintained
(available)inmyoffice/sector.

d.Theinternalauditactivitycomplieswith
theInstituteofInternalAuditor’s(IIA)
Standards.

e.Theauthorityofinternalauditisinline
with standards forthe professional
practiceformulatedbytheinstituteof
internalauditors.

f.There are inherent conflicts in
reportingresponsibilitieswheninternal
auditorsreporttotheauditcommitteeor
tovariouslevelsofmanagement.

g.There is internal auditing quality
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assuranceprograminourorganization.



203.Internalauditindependency

Statement Strongly
Agree

Agree NeutralDisagree Strongly
Disagree

a.Internal audit is free from
intervention in performing its
duties.

b.There is internal auditing’s
positioninourorganizationata
sufficiently high level and
sufficiently detached from
functionalareastoguaranteeits
independence.

c.Internalauditorshavefullaccess
torecordsandinformationthey
needinconductingaudits.

d.Internalauditors feelfree to
includeanyauditfindingsintheir
auditreports

204.Internalauditobjectivity

Statement Strongly
Agree

Agree NeutralDisagree Strongly
Disagree

a.Internalauditassignmentsare
rotatedperiodically.

b.Internal audit supervisor or
mangersupervisesfieldwork.

c.Internalauditsupervisorreviews
theinternalauditworkpapers.

d.Theauditfindingsarediscussed
withauditeeororganizationbeing
auditingbeforebeingreported.
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205.Proficiencyoftheauditor

Statement Strongl
yAgree

Agre
e

Neutra
l

Disagre
e

Strongly
Disagree

a.Internalaudit has policies for
trainingofinternalauditstaff.

b. Adequateshortterm trainingis
arrangedforinternalauditorseach
year.

c. Internalauditorsundertake
continuousprofessional
developmentactivities.

d.The management of your
organizationhasacommitmentto
add value to the internalaudit
function.

e.Internalauditorspossesssufficient
experiencetounderstandthe
organizationssystems.

f.InternalAuditdepartmentislarge
enoughtosuccessfullycarryoutits
duties.

206.Performanceofauditwork

Statement Strongl
yAgree

Agre
e

Neutra
l

Disagre
e

Strongl
y
Disagre
e

a. Internal auditors review the
segregationofduties.

b. The internal auditors check
compliancewithestablishpolice
andaccountingprocedures.

c.Internalauditobtainsasufficient
budgettosuccessfullycarryout
itsduties.

d.Theinternalauditplanisdone
based on organization’s risk
profile.

e.The internalauditactivity have
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beencompleteditsplanwell.

Thisisinterviewdesignedtomeettheobjectiveofresearchprojecttitled“InternalAudit

PracticethecaseofOromiaSpecialZonearoundFinfine”forpartialfulfillmentofMSCin

AccountingandAuditingfromAddisAbabaUniversity.



Dearrespondent,Iwouldliketoassureyouthatyourresponsewillonlybeusedforthe

intendedpurposeandremainsconfidential.

ThankyouforyourCooperation!

1.Isthepurposeofinternalauditofficeclearlydefinedbyauditcharter?

2.Whereistheinternalauditordepartmentpositionedintheorganization?

3.ArethereProfessionaldevelopmentprogramfortheinternalauditors?

4.Arethereaproperwayplanningofauditactivities?

5.Astoyourunderstandingistheresupervisionofauditfieldwork?

6.Doesthemanagementallotsufficientbudgettointernalauditactivities?

7.Doestheinternalauditorattheorganizationgetcontinuoustrainingoninternal

auditing?

8.Whatarethemajorrisksfacinginternalauditing?
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