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Abstract 

This study was designed to assess the application of management audit in Ethiopian public 

entelprise. The study was intended to evaluate how enterprises management audit departments ' 

practices were managed to comply with llA standards for professional practice of internal 

auditors. To secure the pointed insights an investigation was initiated by assessing the case of 

two public enterprises: EAL and ETC To triangulate evidences, multiple dara were gathered, 

both frOIll primm)' and secondm), sources. Next, the data gathered were classified under theme 

deemed significant area for analysis and inferences. The analysis then was made comparing the 

existing practices with the IIA standards. The result revealed there were areas where the 

entelprises management audit departments complies or not complies to the requirements of IJA 

standards for professional practice of internal auditors. In general, management audit 

department oj EAL was found to comply with the standards in many aspects than management 

audit departmel1l of ETC 
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Chaple,. -one 

This chapte r deal s w ith back grou nd of the s tudy, statcment or the prob lem, objective of the 

st ud y. th c rcsearch methodo logy. signifi cance of the s tudy. de li mi tation of the study, limitation of 

the study . and organ iza ti on of the study . 

1.1. Background of the study 

The role of management in organization has been and w ill continue to be that of control agent 

(Tay lor and smith : 1972: P: 270). Confirming thi s Adams C 1994) on hi s article on agency theory 

and inte rn al auditor indicate that organization do have an anex us of contract between the owner 

of econom ic resource (the principal) and managers (agents) who are charged with using and 

contro lli ng those resources. Further more age ncy theo ry is based on the premises that agent have 

more informat ion than principals and that th is information asymmetry adversely affects the 

principal "bility to monitor effect i\'ely whether the ir interest are be ing properly served by age nts 

(managers) .On the other hand agents incur bonding cos t; for instance the cost of interna l audi t in 

o rd er to signal to the princ ipal that they are acting respons ibly and in a manner consistent with 

contract of employm ent. 

From the above litera tures it can be deduced that it is both the interest of the princ ipa ls and agents 

to demand mon itoring se rvice- li ke in terna l aud iti ng. There fore, aud iti ng can be viewed as an 

instrument of organ izati ona l action im plementatio n and contro l or can be understood as a 

managerial too l. As control agent, management must plan, organize and contro l the operation of 

the organizat ion. 



In "systems" term s, lll iJnagl! lllcllt mu st l"cgulal\: and control the behavior 01' (he urgalli ;;l lillil 1~ 1l· 

and on beha lf of those having an int ~ r~s t in the organ izati on, T he relation ship bct\l ~L'n 

management and such interested parties is defined as fo llows: The chief executi ve officcr has 

been delegated authority from the stockho lders. the board of directors, governmental bodie,; ""eI 

agencies and the general publ ic (soc ial soc iety as a whole)(Taylorand smith: 1972), 

Management has been del egated aut hority, and it can there fore be argued that a report must be 

made to the interested parties as to the effect iveness and efficiency of management in perform ing 

its funct ion, Justification for the audit could be argued on the basis of the importance of 

management as resources, Management as important resources and interests the stock holders 

(and the rest of the society for that matter) that a particular business organization survi ve and 

grow, then it seems reasonab le to conc lude that these interested parties would be as interested in 

information concerni ng management condi tion as in financ ial condition and other indi ca tors o f 

abi li ty to sUJ'\' i, 'c and gro\l', These imply that fin ancial audit and resulti ng reports do not 't e ll the 

complete story, 

This need of interested part ies regarding management condit ion can be met through testing the 

performance of managerial personne l in order to ascertain to what extent the decis ions and 

policies have been successful in ac hi ev ing the objecti ves of the busi ness, Because the entire 

edifice of the business is erected on the strength of the management capabi l ities, the functioning 

of the management shou ld also be subject to contro ls, Convent ional financ ial statement s are used 

by interested pal1ies to predict the future of a finn, and audi t of and report on managc men t \I'ou ld 

si mpl y further fac ili tate this prediction process (Taylor and Smith: 1972), 
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In llhiopia more recently , the "Governmcnt Interna l Audit Ma nual." pub li shed by the Counci l of 

Minis ters in 1985, moti vated man y state authoriti es to strengthen internal aUditing. In 

strai ghtforward language, the Manual suggested that "A lthough it is the responsibility of the 

manage ment of each enterpri se to set up and run an effecti ve aud it department, the situat ion at 

present is unsat isfactory and those units that do ex ist are vir tua ll y defunct." The reality is that 

internal auditing today still focuses on traditional acti vit ies, such as financial and compliance 

auditing. Less attention is given to operational audits or the applicat ion of modern techniques like 

flo wcharting, statist ical sampling, and computer auditing (Wolderuphael: 1998). 

Modern aud iting has widened the area of audit operations . It now need not remain confined to 

accounting records alone. The emphasis is more towards examining the internal system so as to 

eva luate the efficiency of the organi zation as a whole. Th is is being done as thoroughly as 

poss ible so that certain areas of weakness may be identifi ed, that those areas of weakness may be 

poin ted out to the management and suggesti on may be offered to acce lerate the process of 

managel11ent development. The modern concept used for thi s purpose is management audit ; 

which ascerta ins the soundness of management-both in its ex tern al relat ionshi ps with the out side 

world and its internal efficiency (Batra: 1997). 

Management (performance (operationa l audit is defined as systemat ic assessment of methods and 

po li cies of a finn's management in the adm inistration and the use of resources, tactical and 

strategic planning, and employee and organ izationa l im provement. Its objectives are to (I ) 

establi sh the current leve l of effecti veness, (2) suggest improve l11ents, and (3) lay down standards 

for future pe rfo rmance (hI I P://1\ '1\ ' \\ '. bllS inessdicl ionorv. com/de anil ion/monagelllenl-alldil. hIm/). 

3 



From the above dclinit ion it call bc cO ll cludcd that management aud it ass is t the nHlnagl'nlcnt in 

discharge of their responsibiliti es by prov iding objective anal ys is apprai sal s and 

recommendations fo r fut ure and improvements, Thus, helps managemen t to di sce rn holY they are 

operating and how they should opcrate, For the management audit to play such ro les, however, it 

should be well managed and pu t in operat ion accord ing to what is required by lI A (Institute o f 

Internal Auditors) standards for Professional Practice of Internal Auditing, 

In this study, therefore, an attempt was made, usmg case study anal ysis, to look in to the 

appl ication of management audit in two public enterprises: Ethiopian Telecommunicat ion 

Corporation and Ethiopian Airlines by evaluating enterpri ses commitment in proper management 

of the area and appl ication of conventiona l internal audit standard by the department. 

.t, 'iI' , 

1.2. Statement of the problem 

,.~., \ 

,~ }. 
" , ;.' 1<.:a- . ./ 
, \ ~-> .. / 
. \.~.,.. // 

conducted 6y internal Operational! Management/ performance audit is one of the audit types 

aud itors for objec ti ve and systematic examination of organ izations program, activity, function or 

management system and procedures to prov ide an assessment of whether the entity in the pursuit 

of predetermined goal has achieved economy, efficiency and effectiveness in the utilization of its 

resource. It has rol es such as estab li shing the current level of effecti veness, suggest 

improvements , and lay down standards fo r future performance, 

To lock in the fore mentioned key roles of management audit which serve as the road maps fo r 

organization to attain efficiency and effect ive ness its proper appl ication in practice is impe rative; 

and hence shou ld be assessed . Inst itute of internal auditors (2007) desc ri bes , while differences 

may affec t the practice of internal auditing in diffe rent lega l and cultura l em'ironmen t, 

compliance with the Jl1Iernational Swndords for the Professional Practice of Jl7lernol Auditing 
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Slulil/un/s is ~ss~ntial if the responsibiliti es or inkl'lla l auditors ar~ to b~ mel. 

In light of the above facts thi s study eva luated how manage me nt audit has been appli ed in these 

enterpri ses (Ethiopian Te lecommunicati on Corporati on and Ethiop ian Airlines) via respond ing to 

thc fo llowing basic research question: 

RQ. How does enterprises management aud its are organi zed. staffed, administered and pe~form 

the audit work to attain the intended objective of the unit compared to Institute of Internal 

Aud itors (IIA) international standards for the professional practice of internal auditors? 

1.3. Objective of the study 

The study provides detail picture of manage ment aud it application in two selected publi c 

en terpri ses Ethiopian Telecommunication Corporation and Ethiopian Airlines . It was ana lyzed 

the applicati on of management audit in enterpri ses th rough eva luating how the department has 

been managed and appl y IT A standards in ac tua l condu ct of the aud it work. To backup the gene ral 

objective the fo ll owing spec ific objectives we re also looked at in the study. The study evaluated : 

./' The structura l status of management audit and ex istence of audit charter and man ual for 

proper guidance of the work . 

./' Expert ise of staff and effort made by organization to upgrade the competence of the ir 

employees 

./' The ex istence of strong audit managers who ens ure high qua lity report through effecti ve 

audit plann ing, strong supervi sion and monitoring in the fi eld, with the proper guida nce o f 

profess iona l standa rds. 
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,/ The cxtent to whie h inltlrlllation 1'l"I,,,is ion and awareness is crea ted to auditec, t(1 shapc 

the ir attitudcs to obtai n su fii e icnt sli pport and cooperat ion in thc time or cngai-!c'lllclli III 

the fie ld. 

,/ Existence ofentity clea rance on conc lus ion and recommendation o f the audit report 

,/ The exis tences of formal follow up to ensure whether corrective acti ons are takcn as per 

the aud itors' recommendation 

,/ The ex istence of proper aud it work documentation and retention practices and 

,/ Finally suggestions and recommendations were given based on the finding of the study. 

1.4. Research methodology 

~ Research design 

To SUpp0l1 the ma in theme of the resea rch which was assessment of management aud it 

applicat ion in public enterpri se; it will be advantageous if the stud y be conducted on a ll public 

enterpri se in the country for more representat ive ness of the study. Ho wever, two public 

enterpri ses Ethi op ian Telecommunication Corporation and Ethiopian Ai rlines were arbitrary 

selected for the stud y. This was made because of at least two reasons: one, existence of resource 

constraints to inc lude a ll public enterpri se in the study and second, these enterpri ses are gian t and 

noticeab ly influenced by technolog ica l advancement and hence ex pected to establ ish 

management/operationa l audit department for economy, efficiency and effect iveness audit. 

Along wit h the secondary data the primary data were collected from those groups who \"ould 

have d irect responsibilit y lo r proper appli cation of management aud it; more spec ifi ca ll y auditors 

and audit managers. Since the target g roups from whom the data wi ll primaril y collected are 

sma ll in numbers and hence do not sat isfy the statistical sampl ing procedure the data were 
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wlketcd from the total population of target groups (a udito rs and audit dircctors). Accordingl y, 

the primary data which used as a bas is for analysis were co llected from twenty 

management/operational aud itors (e leven Ii'om EAL and nine from ETC), and from audit 

d irec to rs of each enterprise. 

~ Data collection methods and analysis 

To enhance the quality of data multiple data sources were employed for the study: primary and 

secondary data. To collect the primary data both questionnaire and interview methods is used. 

The questionnaire which will be deve loped wi ll tailored to management/operational auditors to 

gather information on personal data (qualification, experience and etc), the attribute of the 

o rganizati on and auditors performing the audit, nature of the audit services and it s quality in 

general. 

I)e rsonal unstructured. open-ended interview. lI'hich was explo ratory in nature, was conducted 

",ith audit directors. Detail reco rds were complied for each interview and subsequently their 

content was analyzed, and interpreted. 

A secondary data were collected thro ugh rev iew of relevant documents: audit plans, audit 

programs, working papers, audit repo rts and manual s of the organizations. 

The illiervi ew and the secondary data were req uired to corroborate the pattern that evolved from 

data co ll ected through questionnaires; so that the va lidity orthe findin g wi ll be enhanced. 

The data lI"hich were weighted combinations of information gathered from auditors and audit 

managers along with secondary data were analyzed in tll'O phases. First. the data gathered were 

properly categorized based on the area deemed to represent potelliiall y significant for ana lysis 
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and infe renccs and sccolld. tile cla.,s ilicd data were tab ulated, analyzeci <\Il d illtcrprclL"d r"II",, 'l'd 

by description. 

>- A pplicatioll (/SSeSSll1ellt~· 

Internal aud it acti vities are performed in di verse legal and cultural environments; within 

organizations that vary in purpose, size, complexi ty, and structure; and by persons within or 

outside the organization. While differences may affect the practice of internal auditing in each 

environment, compliance wi th the inlernational Standards for the Professional Praclice of 

il7lernal Audiling (Slandard5) is essential if the responsibilities of internal auditors are to be 

met(lIA:2007). 

The Slandards consist of Attribute, Performance, and Implementation Standards. Attribute 

Standards address the attributes of organizations and individuals performing internal audit 

services. The Performance Standards describe the nature of interna l audit services and provide 

qua li ty cri teria aga inst which the performance of these se rvices can be measured. The Attribute 

and Performance Standards app ly to all internal aud it services. The Implementation Standards 

expand upon the Attribute and Performance Standards, providing guidance app licable in spec ific 

types of engagements. These standards ultimately may deal with industry-specific, regional, or 

specialty types of audit services. 

To assess the proper applicat ion of management audit , therefore, the enterpri ses management 

audit departments adherence to app licable Inst itute of Internal Auditors ell A) standards for 

profess ional practice of internal aud iting were evaluated. 
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1.5. Significance of the stl{{~JI 

Thorough in vest igations of manage ment a udit in publi c enterpri ses do have the following 

bene fit s: 

.;. Prov ide dynamic forum for manage ment aud it pract iti one rs with the goal of improving 

their ab ility to provide service to public enterp ri ses 

.;. Bring attention on applicat ion of manage ment aud it as an important tool for efficiency 

and effect iveness 

.;. The study is also hopped to serve as initi al reading for those researchers who are 

interested in undertaking deep stud y in the area. 

1.6. Delimitation of the study 

Eth iopian Telecommunication Corporat ion and Ethiopian Airlines are some public enterpri ses 

engaged in service deli very in the country. The student researcher desires if all public enterprise 

are included in the study. However, for existence of resource constraint and to make the stud y 

manageable the scope of the research wi ll be limited to the assessment of management audit 

app lication in the enterprises under study. 

1.7. Limitations of tile study 

Two limita tion of the stud y must be addressed: first the study result generalization wi ll be a 

pro blem. Because the study \I'ill be limited to assessment of management audit application in 

Ethiopian Telecommunication Corpora ti on and Ethiopian A irlines; and hence whether the stud y 

holds true for a ll publ ic enterprise in the country require further exploration. Second, the standard 

used to assess management aud it application comparin g ente rpri ses c urrent manage ment aud it 

practices with II A standards for professional practice of internal audi tors in general do have 
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limita tion .T hat means, though duc ,,·ci ght was g iven to these standards they arc no t spcc i li e to 

the audit area under study; and hence they we re referred to the extent applicab lc to managc l11cnt 

audit. 

1.8. Organization of the study 

The study was structured as follows . Chapter one presents the back ground , sta tement of the 

problem, and objective of the study and method of analysis. The second chapter presents a review 

of the related literature, the third chapter provides empirical analys is based on a case study; and 

the fourth chapter presents a summary of the findings, conclusions and recommendation. 

10 



(;'J-IAPTER TWO 

THEORETICAL FRAMEWORK 

Thi s chapter presents the theoretical fame wo rk in the area of management audit. It stars with the 

deiinition and comprise the way the management audit funct ion should be managed, how 

activities shou ld be performed, and ho w the management audit department make the audit useful 

through follow up fpost audit review. 

2.1. Management audit and its need 

i. Management/operational audit defined: 

A performance audit " is an objective and systemat ic examination of a public sector 

organization's programme, activity, function or management systems and procedures to provide 

an assessment of whether the entity, in the pursuit of predetermined goa ls, has achieved 

economy, efficiency and effectiveness in the utilization of its resources"(GAS: 1999) 

Performance audit, therefore. involves an independent assessment of whethe r economy, 

efficiency and effectiveness have been achieved by the organizations concerned. These three key 

elements of operational audit can be defined in various ways, as follows: 

> Economy 

Economy is concerned with minimizing the cost of resources used (staff, materials and 

equipment) for an activity in the pursuit of its objectives and whether they are in accordance with 

sOllnd ad mini strat ive principles and practices and management polic ies . An economical 

organization acquires it s input resources, of the appropriate quality and quantity, at the 10\\'est 

cost. In summary, economy means minimizing the cost of resources used for an act ivity, having 

regard to quality i.e. spending economically, wi1ilstmaintaining quality. 

II 



Y t.jficit!lI cy 

Efficiency is concerned with thc relationship between goods and se rv ices produced (the outputs) 

and the resources used to produce them (the inputs). An efficient entity produces the maxi mum 

output from any given se t of inputs. Alternatively, it may require minimum inputs to achi eve a 

given quantity and quality of output. This will be reflected in increased producti vi tv and lowe r 

unit costs. In summary, efficiency means ensuring that maximum output of goods and services 

has been gained from the resources used in their production i.e. spending we ll. 

~ Effectiveness 

Effectiveness is concerned with achieving predetermined objectives (specifi c planned 

achievements) or goals and with the actual impact (the output achieved) compared with the 

intended impact (the objectives). Using a range of performance measures and indicators, it is 

possible to assess an entity's effectiveness. In summary, effecti veness means ensuring that the 

desired res ul ts, objecti ves, targets or policies have been successfully achieved i.e. spending 

wisely. 

The foll o\\ ing diagram shows the essential element of performance and how it could be related to 

performance audit. 

- ._----
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ECOnOlll \ ·, Effici~llCY and Effertin'llO'ss 

Pl ~u:ned 
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Actual Inputs .-\cnlal OutpuM 
(Re~ource'i .I Proce~s I (Output Acb eyed) 

U .. d) I I 

Source: GAS: 1999 
i- Need of management audit 

Hav ing defined and descri bed an operati ona l audit , any mention of the benefit might seem 

redundant. Yet it may be helpful to desc ri be some of the benefits that have resu lted from 

operational audits . It could assist in conv inc ing top management of the need fo r s llch rev iew by 

providing some detail s of possible ga ins-aside from basic object ive of reducing waste and 

ineffici ency. Wh ile the benefit will depend on the scope and areas of review; Roots and Will son 

(1989) sates a few of the advantages that some fi rms have ga ined fro m operat ional aud its. These 

are: 

,. Securing an objective eva luat ion or assess ment of a spec ifi c segment o r operati on of the 

company 

,. The development of the criteria fo r assessing management perform ance and achievement 

of objectives 

>- The open ing of another avenue to improve communications between the corporate office 

and widely d ispersed operations 
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r A dClcrinirw!iolls or c !h~c {i\ ' CI1CSS and efficiency or manag(:l1lcnl planllillg .llid l"\llIlrul 

system 

~ The fe rret ing out of prob lem area and us uall y the underlying causes 

~ The development of idea lor cost reduction or profit improvemen t lo r speei li e segment 

reviewed 

~ A verificat ion of the va lidity or attainabi li ty of se lected corporate or segment objective 

and strategies 

~ The deve lopment of potential alternative strategies or objectives. 

To sum up, the fundamental reason for operational audit is that management needs the additiona l 

control which results from a broader independent aud it (appraisal) of its activ ities than it can 

obtain from conventional internal and s tatutory financ ial aud its. A second reason is the search for 

improved profess ional efficiency. The operational audit is not limited to checking that the 

different function s within a company are satis fying predefined management objectives. A lthough 

the sati sfaction or those objecti ves should. pe r se, be proof of effic ient operations, the operational 

audits act ively seeks to identify ways in wh ich operat ions can be improved. Third the operational 

audit has much wider time horizon . The operat ional audit looks at present and in to the medium 

term future. The operational audits verify the valid ity of forecasting and planning methodology 

adopted by the technica l experts, ensurin g that a ll re levant factors have been considered (Lane: 

1983). 
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2.2. Organizing and planning the allilit /illlctioll 

The dictionary definition of the word "organi ze is given as to arrange or form in to coherent unity 

of functio ning whole. In the sense intended here organizing refers to the action needed to create 

function. Among the activities performed in the fo rmat ion anu effic ient utilization of the area to 

attain the obj ecti ve of the organizat ion includes: creati ng and maintaining an audit charter, 

poli cies and procedures, establi shing organization structure, obtaining right resources, selling the 

benefit s of the department, determining the scope of the wo rk , planning the over all audit works 

and qual ity assurance acti vities . Each of these acti vities are presented as follows: 

2.2. 1. Creating and maintaining an audit charter, policies and procedures 

Auclitor charter may be defined as the formal document that describes objecti ves and 

responsibi lit ies of the internal audi t fu ncti on. It is a source o f authority for the operat ion of the 

func ti on. In add ition estab lished policics and procedurcs arc ,'cq uircd to guide the function of 

managemen t aud it. The purpose. authority, and responsib ility of the internal audi t activity sho uld 

he 1(1I'I11ally deti ncd in a chaner. consistent " ith the Slol/darGis. and app rovcd by the hoard (IIA, 

1000). The chief audit execu ti ve should estab li sh policies and proced ures to guide the internal 

aud it acti"ity (IIA. 2040). 

2.2.2. Establishing organizational structure 

Organizat ional structure may be defined as the fo rmal alignment of invo lved fu nction that is 

be lieved by management to be the mos t d fec ti "c for aCCl'll1p li shing ass igned task or function 

(roots & Will son: 1989). 
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The in te rna l audit f'unc ti on lIf' ,"l o rg'llli zat ion shoul d be g ive n a s uffi c ie lltl y hi gh s tatus ill the 

organi zationa l s tru cture to enab lc bett cr communication with senior ma nage ment and to ensure 

independence of' internal audit f'ro m til e auditees. Independence is o f paramoullt va luc In 

providing e ffecti ve interna l aud it serv ice to the management , for it affo rds an atmos phere of 

objecti ve and uninhi bited appra isal and reporting of findings without influence from the units 

being audited (Dessalegn & Aderajew :2007). 

To perform their rol es effecti ve ly the internal audit acti vity should be independent and internal 

auditor should be objecti ve in performing their work (lIA, II OO).The internal audit al so require 

organi zational independence to accomplish its responsibiliti es. The chief audit executi ve should 

report to a leve l w ithin the orga ni zation that allows the internal audit activity to fulfill its 

responsibilities (II A. 111 0). 

In additi on to organi zational independence individual objecti vity is a lso required on the part of 

the aud ito rls . IIA standards on ind ividua l obecti vity req uire that Inte rn al audi tors should have an 

im partia l, unbiased att itud e and avo id conflicts of interest (I I A, I 120 ).I ndependence or obj ec ti vity 

is assumed to be impaired for instances: 

.,/ if an interna l auditor provides assurance services for an activity for w hich the in te rna l 

auditor had responsibility within the prev ious year (II A. 11 30.A I) 

.,/ Assurance engagements fo r functions over which the chi e f audit exec utive has 

responsibility be ove rseen by the internal audit acti vity(IIA , 11 30 .A2) 

16 



2.2.3. Obtaining personnel, jilL'ililies 1111£1 otlier resource 

IlA standards 1200 on proficiency states that cngagements should be performed with proficiency 

and due profess ional care. That is internal auciito r shoul d posses the knowledge skill s and other 

competencies needed to perform their individ ual responsibi lities (IlA, 121 0) . An operat iona l 

aud iti ng function, like any other business ac ti vity, can be no better than the quality of its 

personnel. ... in order to analyze it 's the in format ion developed , the auditor must have broad back 

gro und of knowledge. thi s should include not onl y acco unting principles and auditing techniques, 

but knowledge of organ ization principles, budgeting and fo recasting methods, inventory control 

methods, stati stics .. .. he must have the abil ity to bring this knowledge to the problem he is 

investigating, not necessaril y in an attempt to deve lop improved so lutions, methods, or 

procedures, but with suffic ient level of understanding to identify areas where, with more 

intensive studies and other technical support , he can assist management in its search for improved 

met hods (Chon& Lindberg: 1972). ln addition to man power .the principa l resources. there are 

supplemental or re lated other resou rces that require managing for effecti ve and efficient 

utili zation. These includes cost related resources such as space, material and suppli es ,the service 

of other department out side groups and expenses such as travel(Roots and Will son : 1989). 

2.2.4. Training 

Internal audi tors shou ld enhance their knowledge, sk ill s, and other competencies through 

cont inuing profess iona l deve lopment (IIA, 1230) . 

One way to advance the skil l and knowledge of the aud itors is through training program. 

Auditors train ing in progressive companies arc viewed so seriously that it never really stops, and 
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programs lor ad\'anc~d empl oyees rece ive as much a ttention as indoctrination tr'lining. T he 

objec ti ve of advanced training arc usually hclp the estab li shcd auui tor( I )acquire new s kills and 

keep up new deve lopment in the field,(2)keep breast of deve lopments in or affecti ng the 

company(Chon& Lindberg: 1972). 

From the s tandards and literatures it can be construe hat overa ll staffing should be based on 

demand for audit serv ices. That is man power planning should based on suppl y and demand for 

audit ski ll s; and internal auditor should apply reasonable di li gence in undertak ing audit 

engagements. Moreover, auditors shou ld continuously upgrade their competencies; and 

upholding of quality monitoring measu res by the ch ief audit executi ves is a lso imperati ve for the 

departments to add va lue and improve the organizations function . 

2.2.5. Creating the right image/or the audit/unction 

Internal aud itors shou ld possess the knowledge, skills, and other competencies needed to perfo rm 

their individual respons ibi lit ies. The interna l audit activity co llecti ve ly shou ld possess or obtain 

the knowledge, sk ill s, and other competencies needed to perform its respons ibili ties ( 11 A.12 1 0). 

Th is other competenc ies should inc lude skil ls in human relat ion and communicat ion. That is the 

auditors shou ld maintain good re lat ion wi th aud itees and shou ld possess clear and effect ive oral 

and wri tten cOlllm unications sk ill s. The success of the audit depends on individuals' abili ty to 

dea l with people through out the audit; usually participated 3uditing approach helps to im prove 

aud itorlauditee re lat ionship (Roots & Wi llson: 1989). 

The operat ions aud itors work forces the m to dea l more with operating personne l than does the 

work of financial auditors, who deal more with documents 2nd with accounti ng and financial 
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persun nd who speaks th e same language as he. T he lJ perat ions auditor l11ustthereforc, ifha pes to 

make signifi cant and lasing contribut io n nwkc a spec ial e ffo rt to create climate of trust. People 

are usuall y eager to cooperate once th ey arc so ld on the ad vantage of the aud it to their own j ob 

pe rfo rmance (Chon &Lindberg 1972). 

From the above literature it can be dedu ced that promot ing the benefit of the depa rtment 

minimize unwillingness of the aud itees to provide information and support to the audit team 

viewing the work of the audi t team with suspicions and feeling aud it is encroaching up on their 

administrative authority. Such problem if not so lved through crating right image for the 

department, will weaken the attainment of intended audit objectives. 

2.2.6. Determining scope of management audit 

Management audit/operational audit/performance audit as is used interchangeably for thi s stud y 

purpose is defined as sys temati c rey iew and evaluati on o f organi zational units (or the ent irt: 

organi zat ion) operation fo r the purpose of dete rmin ing its effecti ve ness and effi ciency (Root & 

Will son : 1989, Dittenhoffer(1 97 1)). Accord ing to Dittenhoffer the operational auditing 

examinations covers a review of the objecti ves of the firm ,its operating environment, 

organi zat iona l structure. operating plans and pol icies, it s personnel and physical facilities. These 

are reviewed in terms of their contribu ti on/or lack of contr ibution/ to operating efficiency Or cost 

savlIlg. 

\ \' hat the scope of a partic ular audit shoul d be may be depend on great dea l on the capability o f 

the internal aud it staff and its co-workers and the attitude o f the top management regarding the 

functi on. Suffice it to say that there is vast area where aud it of operating efficiency can usua lly be 

made with good economic result and where they are on ly directly related to review of the 
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li na nc ial s ta tc ment s (Roo ts & Wi ll son). An operation,lI audi t asseSSes the e fii cicncy and 

effec ti ve ness of management operation; rat her than the fa ir presentat ion of management' s 

financi a l stateme nts. It focus on information system and operating procedures, not on recorded 

dollar amounts or reported financial in format ions and can address an a en tities entire scope of 

operations o r selected procedures (Ricchiute: 2003).lndeed a full scope examination of company 

may be impracticab le owing to: the size of the company, the time and cost of service and the 

potential disruption to the normal operation. To ensure maximum effecti veness a preliminary 

review identifi es the crucial function within the organization; w ith the objective of defining the 

scope o f operational audit. T he resource of the audi t team can thus be focused on those functions 

of the orga ni za tion which are of most concern , which are criti ca l to future performance or which 

are likely to y ield the best re turn for the audit expense (Lane: 1983). 

2.2.7. Planning the audit works 

Nothing is good an orderl y, well done audi t cou ld be that way wi th out plan ning; altho ugh the 

extent of planning depends on the auditors understanding and experi ence with the clients 

strategies, bus iness size and complex ity( Ri cc hi ute: 2003). The chie f a udit executive shou ld 

establi sh ri sk-based plans to determine the prio rities of the internal audit acti vity, consistent with 

the organi zation's goa ls (IrA, 20 I 0). 

From the lit era tures it can be understood that an audit depart ment should devote cons iderable 

attention to planning if it is to be efficien t and effec ti ve so as to ach ieve particular goa ls and 

objecti ves. 
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T he operational sta ndard No .SOO 0 1· in tcmal audit stanciard of government 0 1" Ethiop i" . dC<lling 

wi th the planning aspect requ ire the preparation of strategic plan(five year plan).pe ri odic 

(annual)plan and plan for indi vidual audit ass ignments(Dessaleng & Aderajew:2007). 

Confirming thi s the llA standard on plan ning require the internal audit act ivity's plan o f 

engagements should be based on a ri sk assessme nt , undertaken at least annuall y (ll A, 20 I O.A I) 

2.2.8. Quality assurance 

The chief audit executive shou ld deve lop and maintain a quality assurance and improvement 

program that covers all aspects of the internal aud it activity and continuously monitors it s 

effectiveness . This program includes periodic internal and external quality assessments and 

ongoing internal monitoring. Each part of the program should be designed to help the interna l 

auditing activity add value and improve the orga ni zati on's operations and to provide assurance 

that the internal audit activ ity is in con fo rmit y wi th the S/(mdards and the Code 0/ Erhics (IIA . 

1300). 

Internal assessments should include: Ongoing rev iews of the performance of the intern al audit 

activity; and Periodi c rev iews performed through self-assessment or by other persons within the 

organizat ion, with knowledge of intern al aud it practices and the Slandards (llA, 13 11 ); and 

ex ternal assessme nts should be conducted at least once every five years by a qua lified , 

independent rel·iewer or review tealll frolll outs ide the organi zati on. The potentia l need lo r more 

freque nt external assess men ts as lI·e ll as the qua li fications and independence of the externa l 

reviewer or rev iew team, inc lud ing any potentia l confl ic t of interest, should be discussed by the 

CAE with the Board. Such di scuss ions should also cons ider the size, complex ity and industry of 

the organization in relation to the experience of the reviewer or review team (IIA, 1312). 
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A b~s t pract ice ill Il1 cas u r~ ll1 c n t of the internal aud it runct iun ill vu lvcs a ba la llccd scorecard 

approach. In te rna l audit runctions are primaril y eva luated based 011 the quali ty or co unse l and 

informati on provided to the Audit Committee and top management. However, thi s is primarily 

qualitati ve and therefore dini cult to measure. "Customer surveys" sent to key managers after 

each audit project or report can be used to measure performance, with an annual survey to the 

Audit Committee. Scoring on dimensions such as professionalism, quality of counse l, timeliness 

of work product , utility of meetings, and quality of status updates are typical with such surveys 

(http://en.wikipedia.orglwikilInternal audit). 

2.3. Conducting the field work 

Filed wo rk is the term usuall y intended to cover the auditor' s acti viti es In evidence or fact 

gathering that are performed at the auditees place of business. Thus, fi e ld activit ies include those 

related to projects control and include planning, staffing the ass ignment , gathering ev identia l 

matters in contro ll ed fashion. performi ng the work, fi e ld supervision and quality rev iew, 

documenting and com municati ng the audit resul ts. The fo llowing paragraphs cover each of these 

aspects in detail. 

2.3.1. Planning the engagement 

II A standards on engagement planning (IIA. 2200) require that in tern al a uditors should develop 

and record a plan for each engagement, including the scope, objectives, and tim ing and resource 

a ll ocati ons In planning the engagement , interna l audito rs should cons ider: 

./ The objectives o f the ac tivity being rev iewed and the means by whic h the acti vity contro ls 

it s perfo rmance. 
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./ The signifi cant ri sks to th~ '''': Ii l'il),. ils object ives, resources, and operati ons and the 

means by wh ich Ihe pot~ ntial im paci of ri sk is kept to an acceptable level. 

./ The adequacy and errcelil'eness or Ihe acti vity's risk management and control sys lcnl s 

compared to a relevant control framework or model. 

./ The opportunities for mak ing signi ficant improvements to the activity's risk manageme nt 

and control systems. 

2.3.2. Staffing the assignment 
,. 

The IIA standards nO.2230 dealing with engagement resource allocation states that Staffing 

should be based on an evaluat ion of the nature and complexity of each engagement , time 

constrain ts, and avai lab le resources. 

If recruitment and training for operation auditing have been sensibly handled, staffing the 

individual engagement will nOI presenl a great problem. The malll factor wil l be personnel 

availability. When there are sharp divisions in th e capabilities of the audit staff, however, slaffing 

can become a prob lem. The question of who 10 put on an assign men t must then be reso lved by 

giv ing close attention to the correspondence between characteristics of the audit field and 

individua l qualifi cations (Chon and Lindberg: 1972) according to Chon& Li nd berg audilors 

whose qualificalion is extensive, specialized knowledge of operations mUSI be used se lec ti vely. 

When hi s assignment does require skill s other Ihan hi s pri ncipal qualification hc should be only 

one of the several auditors under Ihe direclion of a competent audit manager. 

In staffing the spec ific audil engagement, Ihe functions to be audited, the time and the capability 

of the staff should be considered. In add ilion. if some functions that require differenl sk ill s me 



combincd in a given engagemcnt it can and probably should be st<lifcd by cmployees havi ng 

different backgrounds. 

2.3.3. Gathering evidential matters and, performing the filed lVork 

The II A standards on engagement work program, identifying information, performing the 

engagement, analys is, and eva luation in general are states as follows: 

Internal auditors should develop work programs, which establish the procedures for identifying, 

analyzing, evaluating, and recording information during the engagement. They should identify 

sufficient, re liab le, relevant, and usefu l information and should identify, analyze, evaluate, and 

record sufficient information to achieve the engagement's objectives. Thus their conclusion and 

engagement res ult on appropriate analysis and eva luation. 

2.3.4. Evaluation criteria for management audit 

Management aud it is defined as systematic rev iew and evaluation of organ izational units (or the 

entire organizat ion) operation for the purpose of determining its effectiveness and efficiency. 

These determinations are based on estab li shed management concepts and the presence of 

necessary ope rational contro ls (Dittenhoffer: 1971). 

The interna l audit act ivity should assist the organizati on in maintaining effecti ve control s by 

evaluating the ir effect iveness and efficiency and by promoting continuous im prQ\·ement (II A. 

2 120) . Intern al a uditors should ascertain the extent to which operating and program goa ls and 

objectives have been established and conform to those o f th e o rga ni zat ion (l IA2l20.A2); and 

they sho uld review operat ions and programs to ascertain the extent to \\·hich results are consistent 
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\Vith establi shcd goals and objccti, 'cs tll dctcrillinc \V hether operations and programs are be ing 

implemented or performed as intendcd (111\, "120.1\3). Adequate criteria are needed to eval uatc 

cont rols. Interna l audi tors should asce rtain the extent to which manage ment has estab lished 

adeq uate criteria to determine whethe r objectives and goa ls have been accompl ished. If 

adequate, internal audi tors should use such criteria in their evaluation. If inadequate, internal 

audi tors should work with management to deve lop appropriate evaluation criteria (IlA, 2 I20.A4) . 

2.3.5. Supervision and qualify review 

The IlA standard for profess ional practice of internal audi tors 2340 on engagement supervision 

states that engagement should be properly superv ised to ensure objectives are achi eved, quality is 

assured and staff is developed. Ri cchute(2003} define superv ision as the process of direct ing the 

effo rt of ass istances to\Vards the obj ec ti ves of engagement and determining whether the 

objectives are achieved. The direction of internal audit effort involves both scheduling the types 

and the exten t of the audit to be performed and directi ng the appl icat ion of the effo rt during the 

audit process (Churchill :966). 

To sum up supervIsIon is necessary; so that those working at all leve ls of aud it exami nation 

understand the overall aud it objecti"es of audit and the procedures necessary to accompli sh those 

object ives. The work performed by assistances shou ld be thorou ghl y reviewed and their 

concl usion should be consistent " 'ith the suggestionlrecommendation cOl11municated in an audit 

repo rt. 



2.3.6. Engagelllent records, its access and retell tioll. 

Internal aud ito rs should record relevant information to support the conclusions and engagement 

results (I lA, 23 30). The chie f audit executive should control access to engagement records. And 

should obtain the approva l of senior management and/or lega l counsel prio r to releasing such 

reco rds to exte rn al pa rti es . as appropriate (1I A,23 30. A I) , in addition, the chief audit executive 

should develop retention requ irernents for engagement records. These retention requirements 

should be consistent with the organization's guidelines and any pertinent regulatory or other 

requirements (II A,23 30.A2);and he/she should deve lop policies govern ing the custody and 

retention of engagement records, as we ll as their re lease to in terna l and external parties. These 

policies should be consistent with the organization's guidelines and any pel1inent regulatory or 

other requirements (II A, 2330.C I). 

From the standards. it can be ded uced that the re levant audit \I 'ork records shoul d bc maintained. 

in a manner that preserves their ex istences. restri ct th~ir ava ilab ility and fac ili tilte their retri eval. 

In additi on, a crit ica l aspec t of record management is dec iding on their retent ion periods. Record 

of any type shou ld be main tained so long as they are useful in the operation of the business or so 

long as they comply with all applicable laws and regulat ion or company polices. 

2.3. 7. Coml1lunication 0/ results-audit report 

2.3. 7.1. Exit COII/erellce/intervieJV 

By the end of hi s li eld \\'ork the auditor wi ll have amasses information that \\' ill form the basis of 

his appraisal and suggestions. The more importan t off those finding should be disc ussed with 

operating personnel in an e:\it inte rview. The benefit s are reciproca l: loca l management gets a 
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head start on th ~ problems di sclosed :llllitlic aud it ors get another chancc to tcst his lilldill ~ I (' liOll 

&Lindberg: 1972) 

From the literat ure it can be concl ude that an ex it conference is held to di scuss the resu lts of the 

completed audit and any conce rns that lllay have arisen with the concerned parti es , The ex it 

conference prov ides an opportunity to reso lve any question the aud itee may have about the 

concerns raised and to address any other issues before the Audit Report is fina li zed. 

2.3.7.2. Final audit report: 

The IIA standards on communicating results, criteria for communicating, quality of 

communication and di sseminat ing results requ ire that internal auditors should communicate the 

engagement resu lts and communi cations should include the engagement's objectives and scope as 

well as appl icab le conclus ions, recommendations, and action plans. COlllmunications shou ld be 

acc urate, object ive, c lear, conc ise. constructive, complete, and timely; and the chie f' audit 

executi ve shou ld communicate resu lts to the appropri ate parties- parties who can ensure tli at the 

results are g ive n due considera ti on. 

From the above requ irement of the standard it can be construe that intern al auditors shou ld repo rt 

the result of the engagement in li ght of the objecti ve and scope of the engagement along with 

drawn conclusions. Thus. the ev idence gathered during the engage me nt should be evaluated 

objectively in light of the overa ll hypot hes is. In turn, proper aud it concl us ion should be 

communicated to the approp ri ate le\'e ls of manage ment and with in a reasonable time peri od. 
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2.4. Post lIudit rel"ieJIIljfll/oJII IIjlllctivities 

The lIA standards deali ng with the monitoring progress states that the chief audit executive 

should establish a fo llow-up process to monitor and ensure that manage ment act io ns have been 

effective ly implemented or that se ni o r ma nagement has accepted the ri sk of not taking action 

ellA, 2S00.A I) 

One of the aims of performance audit is to promote the achievement of good va lue for money 

throughout the public service. Following up the recommendations in the performance reports is a 

means of ascertaining whether recommendations have been taken care of or addressed by the 

audited bodies or auditees. The post audit rev iew should takes place soon after the agreed 

implementation deadline to which management has committed in the management response. 

During the rev iew, In te rna l Audit tests the effective im plementation of each audit 

recommendation. If recommendations have not been satisfactoril y addressed, a second Post­

Audit Review is schedu led . Thi s process continues with success ive Reviews until e ither the 

recommendation has been implemented or the circumstances g iving rise to the concern have 

changed. 
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3.1. Overview of establishment of management department: EAL and ETC ' 

enterpr ises understudy (EAL and ETC): and the presentat ions of data and analysis. 

3.1.1. Establishment of management audit department: Ethiopian Airlines 

At Ethiopian Airlines, the structure and the scale of operat ion of internal audit has changed at 

different times. Currently the audit function of Airli ne has organized at vice pres ident level 

reports to the Board of Directors functiona ll y, and the chief executive officer administratively. 

The BO D has also finalized the draft proposal to estab li sh an audit committee, within the board , 

to deal with internal audi t matters. 

Under the V/pres ident of illlernal audit. there are three directorates, namely, corporate and 

operat ional audit di rector, IT and systems audit director, and corporate quality audit director. The 

co rporate and operat ional audit, where in wh ich the management audit is the major part , 

constitutes two managers: the managers of the corporate audit and operational audi t. The 

Ethiopian airline has started the exercise of operat ional audit in the form of performance audi t 

since 1995. 

Corporate and operational audit has eleven staff wi th multidisc iplinary composition. The BOD 

approves the plan and budget for the audit. Based on the approved plan and budget, the 

department determines the scope of the audit. In addition , the summari zed plan, progress report s 

arc made to the ch ief execut ive officer and BOD on quarte rly bas is. 
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3.1.2. Eslablislllllclll O/lIIlIllIlgCIIICllllllldil deparlmenl: ETC 

It was in 1953 that interna l audit was establi shed by giving it a stat us of section under lin<Ince 

division. To ensure its independence. in 1961 it was responsib le to the general manage r in the 

name of internal aud it office. In 1968, it was upgraded to branch status " internal audit branch" 

keeping the reporting cha nnel as before (to the general manager). As per the restructuring of ETC 

in 1997, the internal audit function was divided in to two parts ' financial audit and management 

aud it and inspecti on division". Both d ivisions were reported to the general manager. Soon after 

some times the management audit and inspection department cease to ex ist. 

In the year 2003, complying with government circular and better serve the corporation, the aud it 

functions have been reorgani zed on departmental levels hav ing two divisions under it: financial 

audit divis ion and management audits and inspections div ision .The department heads being 

responsib le to the BOD. C urrently the management audit dcpartment has high responsibility in 

assess ing the operational ac ti viti es of the corporation .It is therefore, believed that the audit 

function has been contributing a lot to economy, efficiency, and effectiveness of the Corporation. 

3.2. Data presentation and Ana lysis 

To ana lyze the data accumulated for the study, in formations obtained were categorized under 

twelve groups, based on the area deemed to represent potentiall y s ignificant for analysis and 

inferences (shown in Exh ibit-I-to exhibit- 12) as follows: 

The first category reOect s the le"el of education and the job tit le of the respondents in their 

organization. The second dcals with organ izational and individual independence of auditors; it 

composed of question 1 through 5. The third gro up, question 6 through 12 portrays staffing the 
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n""1agelllent audit s departmcnt. The 1l1urth group question 13 through 16 describcs staff 

ex per ience and cont inuous professional development. The Ii nh category, questions 17 and 18 

conce rns existence of internal audit chart er and manual. The sixth group questions 19 through 21 

describe plann ing audit works .the seventh group concerns engagement planning, work program 

and fi e ld supervision and review: includes question 22 through 25. The eighth group deals with 

attitude of auditee towards auditorls include question 26 and 27. Group nine questions 28 and 29 

embody the scope of management audit works. The tenth group question 30 and 31 represents 

commun ication of results. Group eleven deals with fo llow up activities; composes question 32 

and 33. The final group question 34 and 35, are one primarily interest from the audit work 

documentation and retention practices of the enterpri ses. (Refer the questionnaires to 

management audit and interview question to audit directors in appendix - I and-II) 

Exltibil-l 
{, IIcatlOJla eve (/lid job tit e t Ie respolldellts: Ef II I I I 

Ellterprises Educatiollallevels Job lille NO. of respondent;· 

Diploma 0 
Degree Auditor 

, 
J 

EAL s/auditor 5 
Auditor in charge I 
Manger 2 

other 0 
Total 11 

Diploma 0 
ETC Degree s/auditor I 

programmer 3 
prog rammer-II 2 
elect rical eng 2 
j/auditor I 

other 0 
Total 9 
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As al ready s unll l1ari/ed III 1·: ~ llihit - l. this s tud y di s tribut ed question na ires t() t\\ e llty 

management/operati onal audito rs (ni nc Et hiopian Te lecommunicati on Corporati on. a lld cleven 

Ethiopian Airlines). or thc questio nnaires distr ibuted to Ethiopian Airlines management auditors. 

one was not incl uded for the study, as the staff has newly transferred to the department .Thus, 

responses to nineteen of twenty ques ti onnaires distributed fo rmed basis for the analysis reported 

up on here. The total for each enterpri se has shown in the far ri ght hand column of exhibit-I. 

3.2.1. Organizational and individual independence 

The summary to the questionna ires response on organizational and individual independence are 

shown in ex hi bi t-2 a long wit h other variables dea ling wi th same issue in some way. Al l 

respondents from both enterpri ses res ponded that the department directly report to BOD and this 

is appropri ate leve l of reporti ng to assure organizational independence (refer appendix-II I) for 

interna l st ruc ture of eac h enterpri se management aud it department ). 

As can be seen from the in ternal structure of both enterpri ses the internal audit is accountable to 

both Board of Directo rs (BOD) and Chief Executive Officer (CEO) of the enterpri ses. The 

internal aud it depa rtment of each is answerable to the BOD functionally and to CEO 

admi ni stra ti ve ly- thi s shown by us ing broken line on th e structure. T hat is, th e departme nt 

di rectl y repo rts their audi t works to the BOD and the CEO just like o ther departments of the 

enterpri se adm in isters them . Such o rgan ization structure is suffici entl y hi gh to afford a n 

atmosphere of objec ti"e and uninhibit ed appraisal as repo rtin g of findings is made to the BOD; 

and hence no innuence from the unit s being audited and/o r CEO. 
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Orgall izatiollal alld illdividual illdeflelldellce: 

Eull!fl' No, oJ Questiolls Responses 
rh e.\' re!1poJ1(/ell 

(, ' 

1. your department reporls 10 BOD CEO Other 

EAL 10 10 0 0 
ETC 9 9 0 0 

2. Do you believe [he deparlmel1l report to an yes No 
organizational level high enuugh (0 aS~;lIre 

independence of oper(lIiun? 

EAL 10 10 0 
ETC 9 9 0 

3. If your response to question 2 is" No" what do Suggestions: 
you suggest is approprime level oj reporting slaWs 
~(mana$!ement audil? 

EAL 0 0 
ETC 0 0 

4. Are YOIl promoted 10 the management audit Yes NO 
deparfmentFom a/her deparlmenl (!flh e enterprise? 

EAL 10 6 4 
ETC 9 I 8 

5. If "yes" fO Q. 4, lI'ere r Oil assigned fa the area Yes No 
where YO II previo lls~\' worked within one ,,,ear q(y o lfr 
Iral7Sler? 

EAL 6 0 6 
ETC I 0 I 

Still another aspect of nurturing independence is precautions that has been taken by the audit 

depa rtments not to ass ign the ind ividuals (aud it sta ffs); part ic ularly staffs, which were transferred 

to the management audit department from o ther department of the enterprises either through 

para ll el transfe r or th ro ugh promotion, in the area where he/she had previously assumed 

responsibility. As can be observed from exhibit-2 management audit department of Ethiopian A ir 

Lines does have six employees out of ten employees who had trans ferred from other department 

of the enterprises; and of Ethiopian Telecommunicati on Corporation 's have one transferred staff. 



Howevc r, thc responses sholl· tha t no one has so far ass igned to the area when: he' she had 

formerl y wo rk ed. T he inte rvicw with audit directo rs of both enterpri ses reve,lI s that a t!r,'at eare 

has taken at least not to ass ign cmployces in their prev ious work unit w ithin one ycar or their 

transfer. 

From the analysi s, it can be const rue that the enterprises management/operat ion audit departme nt 

reports to high level; hence promotes organizational independence and use employees' rotation to 

foster individual independence while undertaking the audit engagements. In thi s, the enterpri ses 

management audits conform to the requi rement of IIA standards on the subj ect of organizational 

~i~~ 
. ,}o.(\~ -' «'" .' 

\ 
t\lli.\... ~\.": ," "."~ 
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and indi vidual independe nce (refe r sec ti on 2.2.2). 

3,2,2, Staffing management audit department 

Internal audit should be app ropriately staffed in te rms of nu mbers, qualificatio ns level and 

experi ence hav ing regard to its obj ec ti ve and aud it standards. There are e leven auditors and ni ne 

auditors in the management/operat ional audit department of the EAL and ETC respective ly. In 

both enterpri ses, a ll aud itors do have first-degree quali fi cation in different fie lds of study (refer 

exhibit-I fo r the ir educati onal leve ls) . 

As already, summarized in exhibit -3, the maj ority respondents responds that both the Ethiopian 

Airli nes and Ethiopian Te lecommuni cat ion Corporati on 's management audit depa rtments 

estimates human resource requirement in advance, j ob specification that spec ify su itable 

ed ucat iona l tra in ing and experience of individua l who shoul d be hired for the j ob is prepa red and 

cOlllmunicated to the human resource department o f each enterpri se to ensure match bell\·een the· 

staff and audit demand. 
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Edlibif-3 

SfaffillK lIIallaOelllellf/opera fiollal alldif defJarfmellf: 

No. oJ 

£ Illerpris respoll Qllesfiolls Respollses 
dellls 

es 
6. Does the deparfmenf proper~)' estimate the work force Yes No DOli 'I 

requirement in advance? know 

EAL 10 7 3 0 

ETC 9 6 2 1 

7. In hiring fhe new auditor do the enle/prise based on Yes No DOli 'I 

demand for Qlldit service. know 

EAL 10 9 1 0 

ETC 9 6 0 3 

8. Does the department prepare job specifications thaI Yes No DOll 'I 

specify suitable educational training and experience 0/ /o1OHI 

individual who should be hired/or (he job? 

EAL 10 9 0 1 

ETC 9 7 0 2 

9. Does the department provide you and your staff with Yes No 

job desgiplion? 

EAL 10 10 0 

ETC 9 9 0 
10 . What is ,I "VUI' educatiol1al background? ACI. ivlg IT Ecol1. 

I. 

EAL 10" 6 
, 2 2 ) 

ETC 2 0 5 2-eng 

II. Do \ '011 think the existing pro/essional mix 

(disc1iJ/inol), cOlllposilionj and number of management Yes No 

audit stalf is adequate? 

EAL 10 
, 7 ) 

ETC 9 3 6 

12.ifyollr respollse 10 qlleslion-II is "No" whal do Suggesliolls: 

YOII suggesl: 

EAL 7 Other ,like el1gineering, 

law, etc are required 

ETC 6 ACCT, Mgt, ('il'i! Ellg. 

** Three employees are qual{/ied i/llllote lliall one discipline 
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The employees posted in the perllll"lllanCe alld it of both enterp rises a rc no doubt good scicc ti,"l or 

multidisc ipli nary. However, the response to close and open ended ques tions from management 

auditors of both enterpr ises (ex hibi t-3) reveals that sti ll in thi s introduct ion of modern aud it 

techn iques ensuring high qua lity a ud it req ui re quality human resource mi x. 

The interview with both enterprises aud it d irectors supported the comment of the management 

audit staff. In both enterprises under study, human resource is hired at centra l level-by human 

resource department. Therefore, the management audit department estimates human resources 

required for the department, detail s the cri terion and communicated to the hu man resource 

department to hire the employees to the very need of the area. However, because of budget 

shortage, lack of applicants w ith the spec ified criteria by ex isting salary and benefit packages o f 

the enterprises and so forth , requested employees with different di sc iplines had no t held by 

departments. Thus, the ex isti ng mix cannot be sa id enough fo r the management audi t department 

to appra ise the wide-ranging operatio n of the enterpri ses . 

The interview with audi t director and the rev iew of human reso urces plan of the enterpri ses (plan 

of 2000 E.C) revealed the number of curren t management auditors in ETC was small. The plan 

shows fift een staffs are required for management audit department. The current numbers of 

manage ment audit staff of the corporati on are nine; which is less by s ix employees fro m p lan. 

Consequently, it may not poss ible fo r thi s small number of auditors to gui de, supervise, monitor 

and check qual ity and li a ise w it h an audited body to ensure good aud it work. Therefore, suffic ient 

number of auditors rational izes the staff and work requ ire ment ratio in this Corporat ion. 
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3.2.3. Contilll/otis professional development: Trainillg 

One of the malll impediments in smooth impkmcntation of management/operational aud it is 

insufficient knowledge and experti se to conduct hi gh quality audit work. Therefore, besides 

acquiring qualified auditors from different di sc iplinary mix , it is imperative to upgrade their skill s 

through continuous training and professional development. As can be observed from exhibit-4 

almost all Ethiopian Air Lines management auditors have more than two years of service in the 

department; whereas, the majority of management auditors of Ethiopian Telecommunication 

Corporation do have less than two years of service in the department. 

In the Ethiopian Air Lines good number of existing staffs (eight out of ten) are provided with 

train ing in the management aud it area. Response to the questionnaires shows that one of the eight 

staff who we re provided with training claim the training is insuffi cien t; thus, should be given on 

cont inuous basis(refer exhibit-4) . The interview result a lso confirms the department makes effort 

to give short term training, deve lop trai ning manua ls; conferences and etc. to improve the 

acquaintance of employees in the management audit aren. 

At the Ethiopian Telecommunication Corporation, two employees responded that they were 

attend short-term training courses and shared expe ri ence with good practicing enterprise like 

Ethiopian Airlines . Nevertheless, as could be observed from exhibit-4 thi s train ing is replied as 

not enough for clear understanding of and application of thi s modern add ition to internal audit 

works (management audit). 
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Exhibil-4 
L::weriellce IIlId lraillill": cOlllillllOIlS "rofen'iollill de velopmelll 

No. of 

£ l1ferp ris r l!.\'pOll 
Qllesliolls Respollses 

delll!i 
es 

13. Number of years you have worked in the <2 2-5 2.5 yrs 
deparflllelll (management audi!). years Yrs 

EAL 10 I 5 4 

ETC 9 7 2 0 
14. As management audilor, were you g iven an Yes No 
opporlllnily for formalized program of conlinuing t , 
educalion and /01' Iraining on Ihe area? : 

EAL 10 8 2 
ETC 9 2 7 

15. If your response 10 Q.I4 is "YES ", do you Yes No I 
think the training is sufficient? I 

• 
~ 

EAL 8 7 I 
ETC 2 0 2 

16. ((yollr response 10 Q.15 Is "NO ", I1IhOI do YOli Suggeslions: 
suggest? 

EAL I il should be on 
cOl1linuol{s basis 

ETC 2 II should be all 
conlinuous basis. 

Response to interview w ith Et hiopian Telecommun icati on Corporation aud it director rneal that 

the management audit department is hi ghl y characteri zed by hi gh staff turn over. Thus, there is no 

experi enced and trai ned s tafr On the top of thi s, audit works is unders tood so lely as the work of 

accou nting profess ionals ;and the existing employees do not want to be titled as an auditor(refer 

exhibit-l fo r th e job titles of ETC management audit o rs) . Because o f the aforement ioned reason , 

at present there is no precedent of high qua li ty ope ratio nal audit perfo rm ed by experi enced s taff 

to refer to by ex isting inexperi enced auditors. In ge nera l, in this depar1menl the audit process, 

li'om in it ia l phase to fi na li za ti on of the aud it report. th ey (the sta ff) have no good example to 

follow. 
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Given the above situation, and inexperienced sta ff, integrated approach to select auditors to be 

trained according to the need of the department and retaining ex perienced employees is there fore 

imperative; but the Ethiopian Telecoml11unication Corporation management audit department did 

not do much in this regard. 

3.2.4. Existence of internal audit charter and manual 

Internal audit manual is required to properly regu late internal audit activities, to enhance 

adherence to IlA standards, to provide common guidance in practicing internal audit works, and 

to help boost the proficiency of audit staff by introducing update knowledge and principles. The 

responses to the questions (ex hibit-5), and evidence from document review confirm that there is 

updated interna l audit manual in both enterprises (updated on 2005 and 2004 for ETC and EAL 

respectively). 

Exhibit-5 
E>:istel/ce of il/temal audit mal/llal -

No. 17. Does the management [ludif deparllliellf possess Yes No 

res. approved audit manual? 

EAL 10 !O 0 
ETC 9 9 

18. If YOllr response 10 Q. 17 is 'N O ", whal is IIsed by Remark: 
deparllllel1l as proper guick1l7cejor Ihe staff) 

EAL 0 0 
ETC 0 0 

• 
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3.2.5. Plal1ning tlte audit works 

The attempt to conduct management (operational audit with out determining a logical framework 

will mislead the wo rk force; and the ultimate target of good aud it wil l be compromised. All 

Ethiopian Airlines management auditors responded that the management audit department 

prepare plan fo r audit works. Six often respondents indicated that the department prepare project, 

annual, and strategic plan. All but two management auditors responded the plan is prepared based 

on both risk assessments and prior audit experience. This is summarized in exhibit-6 along with 

the response on the other variables dealing with audit planning. A response to questionnaires by 

majori ty management aud itors of the enterprise was supported by interview result with audit 

director. 

Exltibit-6 
Pla/wina' 'f> • 

No. oj 

Ellferpris respofl 
Questions Responses 

dellts es 
19. Do the l1Ionagemel1{ audil depaf'/lIIeJ71 plan for Yes No 
lite oudi/work? 

tAL 10 10 0 
ETC 9 9 0 

20. If your response 10 queslion #19 is "yes, " what pro (ll11lU s(r {(fe Bolh All 
Iype of plan is prepared? jecl al gic 1&2 

1 2 3 

EAL 10 0 0 0 
, 

6 ~ 

ETC 9 0 0 0 9 0 
2 I. If your response 10 qlleslion #19 is "yes " , hall' Risk 
Ihe depar'lIIelils identify priorily areas 10 be included Ex assessme Expe rie nce+ ri sl 
in {Judil plan? p er I7!S ass. 

fen 

ce 
EAL 10 0 2 8 
ETC 9 0 0 9 

40 



To further, corroborate the ini'o rm'lt iun li'om the questionnaires and interview responses Ihe study 

rev iewed the Ethiopian Airlines management audit departments 200612007 plan and strategic 

plan from 2005 to 20 I 0 and observed that the plan is comprehensive enough. 

As is indicated on the response summary (exhi bit-6) and supported by interview and document 

review (annual plan Of 200617) results Ethiopian Telecommunication Corporations management 

audit department prepare specific project plan and annual project plan only. The department does 

not prepare strategic plan, which can fac ilitate assessments of high -risk areas that call for audit 

consideration in the long- run. The specific proj ect and annual plans are prepared based on past 

audit experi ence and from assessments for risk-through preliminary review by auditors and 

operationa l area managers' req uest to inculcate the area where they want to be appraised by 

independent management audi lOr of the enterpri se. 

3.2. 6. Engagement planning, work program and field supervision and quality 

review 

All management /operational audi tors of Ethiopian Ai rlines responded their department plan fo r 

resources (human, materi al. and financial) requi remen t, ca ll for preparation of audi t program 

be fore engaging in specific audit projects. They also replied, the ir functions be closely supervised, 

and their works has been adeq uately reviewed. Exh ibit-7 summari zes the responses. 

The interv iew resuli s with Ethiopian Airlines audit directors confirm that for each engagement 

the aud it mangers supervise projects, ass ist the aud itors, get hold of progress report, and 

undertake through quali ty revi elV of the audit work ing papers and draft aud it reports to ensure 

that aud it tasks has been perfo rmed as planned and is documented appropri ately. 
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Of Ethiopian Tc icconlillunication Corporat ion 's management audito rs, all but two rcsponded that 

the department plan fa r resource requirement in advance. The departmcnt a lso rcqui res the 

auditors in charge to prepare the audit program and get approved by audit director before 

engagement in s pec i fi c project. A ll respondents agree that during engagement in the fie ld their 

activiti es is not closely supervi sed, and their work is not adequately rev iewed by the department. 

The reason mentioned by fi ve respondents indicates there is lack of experienced staff and 

practices in the departments to undertake the supervision and review acti vities in required way. 

No. of 

EUlerpris f espOll 
dellls es 

EA L 10 
ETC 9 

tAL 10 
ETC 9 

EA L 10 
ETC 9 

EAL 0 
ETC 5 

' llgagemellt plallllillg, lVor : program all E 
Exhibit-7 

k d supervisioll: 

Questiolls 
Respollses 

22. Does your deparlmenl plan for resource (human, Yes No 
material, and financial) requiremel1l before engaging in 

specific audil projecls? 

10 0 
7 2 

23. Does YOllr departmel1! require preparation of audil Yn- No 
progr{flll /0 undertake specific alldit projecl? 

10 0 
9 0 

24. During engagemenl in Ihe [reid, do yours and your 
slaff members j llnclion closely supervised; and Iheir Yes No 

work adequalely reviewed by IllOre experienced person ? 

10 0 
0 9 

25. ifyollr re.\jJol1se /0 que,Hioll ;::2 -1 is 'N o .. please, specify Reasons: 
the possible reasons. 

0 
No su ch pmcrice, 
110 experienced 
.",,(( 
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I'he inte rview with Ethi a pian Tclecolllllllillieat ioll Corporlltian audit d irector shawedlhal pi all lor 

rcsaurces requi rement far spec ifi c aud it project have been prepared in ad vance as muc h as 

poss ible. For example, in ass igning sta fT the e lTo rt has made to assign inexperienced employees 

with rela tively experi enced employees. The depart ment also req uires the aud itors in charge to 

prepare aud it work programs, and approve looking the comprehensiveness of it. However, du ring 

engagement, the auditors' functions do not close ly supervised, and more experienced person does 

not rev iew their work. At the complet ion of the fi e ldwo rk, the review has done merely to ensu re 

the conc lusion and find ings li nked with suffic ient and appropriate evidence. After the review, the 

a udit director decides whether to make changes prior to issuance of the final report. 

The rev iew types undertaken by ETC manage ment audit department, seems an attempt to refra in 

from responsibility/accountab ili ty for any defi c iency on audit reports, than emphas izing on 

ma in ta ining the quality of aud it wo rks. 

Given inexperienced aud it swff (refer response to question 13 . exhibi t-4) lac k of field supe rvi s ion 

and qua lity review is a great pro bl em to attain the pu rposes of a g iven aud it engagcment on 

timely basis. Because fi e ld supervision ass ist audito rs by prov id ing them with adequate gu idance 

and moti vation to impro"e the qualit y of thei r lI 'ork: a nd serves the purpose of proper audit 

management to maintains quality audit repart inline wit h standards. It a lso helps to ensure the 

qual ity of work done a t d ifferent stages of audit including timely submiss ion of repart. However. 

ETC management audit department do no t exerc ise effo rt to so lve the problem in thi s regard . 
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3.2.7. Auditee ((ttitude tow((rds ((uriitor/s 

Effecti ve audit wo rks require the aud itors to get cooperati on from aud itee; so that they get full 

and unobst ructed access to al l activiti es, records, and properties to substantiate the intended 

objecti ve of a udit projec t. As can be seen from the summary of response in exhibit-S , half of 

Ethiop ian A irlines and seven of nine ETC management auditors responded " unfavorable" to 

question concerning auditee attitude towards auditors. The reason respondents gave to open 

ended questionna ires show that the auditee misunderstood the auditors and their work. They were 

not seen auditors as having consulting type of work as major part of their duti es, but rather as 

faultfinders. Thus, there is tendency to be unwilling to provide evidence and support the auditors 

/audit team. 

Exllibil-8 
Auditee altitudes towards auditor/so 

E"lerp No. of Questions Responses 
ri!ieS re.\polldell 

Is 
26. frOIll FOllr experience ill Ihe area Ihe favo r Un IleUlra/ 

allilllde of alldilees 10 Ihe audiloris is able favor 
able 

EAL 10 
, 

5 2 ~ 

ETC 9 I 7 I 
27. If yuur rejpOl1se fa questiol1 #26 is .. nol Suggesl iolls 
favorable ", ",hal do you Ihink is Ille reason and 
l1'hal do you suggesl 10 overcome such 
challenges' 

EAL Adilee afraid of 
recoil J /lIe lldat i011. 

2 Imdersroot/ ouditor liS 

f01l11 linders .. 
ETC 4 Mis widen lalld i IIg of 

auditors/audil ll'Ork 
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The illtervie\\ \\ ith both enterprises audi t directors supported the I()re mentioned respo nscs of 

managc ment aud it ors. They forwarded three main reasons lor unfa vo rabl e altitudes of auditees 10 

auditors. Firs!. management auditing is pionee ring concept and new additions to internal aud it 

works, and hence lacks fami liarity on the part of operat iona l unit managers. Second, when 

auditors assigned to evaluate operations of departments they are opt to be rega rded as lacking 

competencies; and Ihird, management of area being audited knows at least subconsc iously that 

auditors are looking for inefficiencies and Ihal some can and will be found. 

The fore mentioned reason for "unfavorable" attitudes of auditee towards aud itors mainl y seems 

to arise from information gap among the auditors and/or audit department and audited bodies in 

both enterprises. For the audit department to attain its ultimate goal this hole must be bridged and 

consequently auditors w ill catch full collaboration of the audited body. In other words, for the 

aud itors to effectively undertake the ir engagement, environment conducive to professionalism 

sha ll be created. Nevel1heless, both enterprises management audit departments did not do much 

and plan to do much in thi s a rea. 

3.2.8. The scope o/management audit 

Exhibit-9 summarizes the question as to the scope of management audit in both enterprises. The 

data from such analysis facilitate an auditing process required for management aud it. As 

indicated on the exh ibit none of the respondent s in both enterprises suppo11ed the aud it of 

performance or m eans separatel y. This was also supported by the interview with audit directors. 

In request for rank ing of the assessments concerl1lng the management functions the majority 

(seven out o f ten) EAL manage ment auditors responded both performance and means have eq ua l 
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rank . It was confirmed by inlCrl' ic\\' Ihal Ihc cm phasis Icvalualion concern of managemenl ' ''Idil 

of EAL is on aud itee attainment of the objec ti ve (pe rformance), risk and contro l system (the 

means or the system) that is used by the aud ited body. 

Exltibit-9 
Scope a/management audit work 

28. Your recommendation concerning management fllnction includes: 

Number of respolldellts 

Possible 
recommendations 

Performances ol1ly 
Mealls utilized only 
Botlt performance and means 
Otlter 

EAL 

o 
o 
10 
o 

ETC 

o 
o 
9 
o 

29. Which of the follo wing assessment concel'l7ing management function YOll think has ranked 
jirst by YOllr department? 

N umber of respondents ",Ito ranked first 

assessments 

Performances 
Meal/s utilized 
Botlt peljorll/ance and mealls are ranked equally 
No rnllking provided 

EAL 

1 
2 
7 
o 

ETC 

7 
1 
1 
o 

In case of ETC, rank ing of management aud il assessments, there was more support for 

performance on its own than for the means on its own. The reason indicated by aud it director 

confirmed that the audi t staff lacks experience to properly appraise the system/means uti li zed by 

aud ited body; rather they emphasize assessments of object ive attairunent comparing actual result 

with the anticipated objecti ve of the aud itee .However, the purpose of management audit would 
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be to explore ins ide the sys tem and discover exact ly ho w it produces result s. With appro priate 

con trol s. to forestall errors, it could be assumed that the management fun cti on is being performed 

adequate ly. Thus, the means util ized by audited body should also be g iven equivalent emphasis 

as the performance. 

3.2.9. Communication of audit results 

The tenth gro uping of questions is intended to assess, in some way, the means management 

auditors communicate their audit findings. The responses on this are summarized in exhibit-l O. 

All management auditors of both enterprises responded that there is practice of holding exit 

conference to get the opinion of auditee on the concluding remarks and recommendation in the 

draft audit report. 

The ev idence from the interview with audit directors of enterpri ses reveals the practice of 

holding exit conference is similar for both enterpri ses. Up on compl etion of audit wo rk, the 

auditors of both enterprises are req uired to hold ex it confe rence w it h auditees and obtain minutes 

signed by ail parties participated on the conference. The minute then is attached to the final audit 

report and serve as evidence showing agreement was reached on audit findings between auditors 

and audi tee up on completion of the audit work. This practices rates reasonably in both 

en terpri ses, and its benefit is two fold . It helps the auditor to reso lve their fault(if any),and enable 

the audited bodies to take immediate action on til e problems rai sed rathe r than wai ting until the 

final aud it report is addressed to them. 

As can bee seen from the summary response to questions, wh ich is supported by interview result 

with audit d irectors of both e nt erpri ses, up on the completion of the fi e ld works, following exit 

conference final audit report is prepared and subm itted to audit directo rs on prefixed time Ii'ames 
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lor both enterprises (withill tell d"y ol'licld \\(lrk completion in case ETC and a day speci lic'd Oil 

aud it program fer EAL). Thi s docs ha ve pos iti ve impac t on the dcpa rt mcnts audit team as it 

enable them communicate the resu lt s on timely basis. 

Exhibit-IO 
COllllllun ication of audit results: 

No. oj 

Enlerpris respoll Questions 
tielJls es Resp onses 

30. Upon completion oj audit project, do you have practice oj Yes No 
making exit conference on conclusion and recommendation 
with auditees beJore final audit report? 

EAL 10 10 0 
ETC 9 9 0 

31. At the completion oj specific audit project, do you Yes No 
required to communicate engagement resul, on prefixed 
period for preparing and subl1lilling the resulls? • :I 

EAL 10 7 3 
III!~ 
U; 

ETC 9 9 0 ~ij 
'I: 
"5 .,-

3.2. 10. Follow up/ post audit revie fv activities 

The management audit report of both enterpri ses (ETC and EAL) inc ludes cover letter with IInal 

report signed and submitted by auditors to aud it directors. Up on the completion of a given 

engagement, the audit di rectors communicate the summary of find ing and recommendation 

through trans l~li tt a l letter to BOD. The aud it repo rt inc lud ing letter of transmitta l signed by the 

director, a summary of finding and recommendati ons along with final audit report is then 

add ressed to CEO, and the auditce head, retaining a IIle copy for the department. 

The CEO, then informs the aud itee head to give response to audit find ings within fift een and 

thirty days for ETC and EAL respec ti ve ly. As and \\'hen the response is made by auditee the 
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mallag~1l1~ llt audit ckpartmcnt plan to make fo ll ow up to <:Ilsure wh<:th~r correc ti ve action arc 

take n as pe r the recommendation. 

Exhibit-II 

Prooress 1II0Ilitoril1[!/00st alldit review/follow 110 

No. of 

£lIIerpris respoll Questiolls 
dellts 

es Respollses 

32. Does your depar/Illen/ pel/orllifollow up on deficiencies Yes No 

in company sys/em, me/hods and/or procedures noted in prior 

audi/? 

EAL 10 10 0 

ETC 9 9 0 

33. If your response /0 Question #33 is "No" how your Comll1en//s: 

department monitor and ensure 

ellec/ively ill1olell1en/ed or no/? 
/170/ action have been 

EAL 0 
0 

ETC 0 
0 

As is summarized in exhibit -11 , the management auditors of both enterprises responded the 

department make foll ow up on defici encies in enterp rises system/method/proced ure not ed in prior 

audit. 

The interview responses to and document review reveals that management audit department of 

ETC do not have file for formal follow up to point the status of past audit results unlike EAL's 

manage ment audit department. Lack of foll ow up fil es not onl y create holes for aud ited bodies 

to be le ft with out perusing follow up on their perfo rmance by the audit department, but a lso, is 

hard to know wl;ether response is given by aud itee on the findings of the auditors . The 

occu rrences of any of the a forementioned problems poss ibl y weaken the vita lity ga ineci by audit 

recommendation. Moreover, if past audit finding are not c leared it creates the propensity of 

finding the same problem in subsequent audit of the unit. 
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3.2.11. Audit work doclIlIlelltlltiolllllld retelltion practices: 

These last groupings of responses to questions indicate in some way, how the enterpri ses 

documented their audit wo rks and their retention practices. The summary of the responses are 

indicated in exhibit- 12. 

As can be seen from the summary, both enterp rises management auditors responded that their 

enterprises properly document their audit works. However, the response to open ended 

questionnaires and observation revealed EAL's management audit department does have files to 

document and retain both audit reports and working papers. Whereas the ETC's management 

audits department documents and retain the aud it reports only. That is the ETC management 

aud its department does not document working paper at the department level; rather it remains 

under the control of manage ment auditors. Such trend may entail the diffi culty of loosing the 

working papers by the time the employee left the department. 

Exllibit-12 
A r mit wor k I {, OCtllllelllatloll {til d retelltlOlI (Jractlces: 

No. of 

El1lerpris resptJIl 
Questiolls dents 

es Respollses 
3.f. Does yOll l' d epa1'IIIIC!I1/ (II/tIIllIgemelll audi!) properly Yes No 
docl/lllcl1f (ludi! works! 

EAL 10 10 0 
ETC 9 9 0 

35. please note do H 'I? about ) '01lr depOrllllelllS doculllelll(e.g. audi! reporl. 
H'orking papen) doclIlllenlal ion /relent iOI1 pracl ices; 
/lo/els: 

EAL BOI" audil report alld working papers are relained as per (he rule of Ihe 
ell{er f)rise. 

ETC JVorking paper is 110/ documented; reports are documented & retained for (IS per 
Ihe rule o(lhe cO/jJoralioll. 

50 



Working p"pe r aid future planning ,Iaci litate third party review,pro vide support in c ircumstances 

such as law s uit s, and demonstrate the manageme nt audit compliance with the II A s tandards for 

professional pract ice of internal auditors.(refer section 2.3.6) .Thus , it is imperative to document 

and re tain the aud it work documents under the control of the departments . 
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Chapter-foul' 

4. Summary of finding and recommendations 

Based on the analysis of the information obta ined from the two public enterprise (EAL ETC), 

mentioned above the following findings were obtained. 

Management audit of both enterprises lacks sufficient required di sc iplinary mIX. The EAL 

management audit staff has sufficient number; where as the present number of management audit 

staffs of ETC are below the human resources plan of the department. This undoubtedly limits the 

capability of providing valuable examination of wide ranging operational units of the corporation. 

Unlike the management audit staff of EAL, management audit staff of ETC do have less than 

t\\·o years of experi ence and almost all (seven out of nine)employees doe not so fa r given 

opportunity for training in the area; thus, required to upgrade their competences. 

Management department of EAL prepares all types of audit work plan (project. a.lnual and 

strategic plan), whe re as of the ETC's prepare all but strategic plan which faci litate the 

assessments of high ri sk area that wi ll ca ll for audit attent ion in the long ru n, and the can enable 

the department to estimate the resources requirement in advance is not prepared. 

Cont rasted to management audit department of the EAL's, of ETC 's lacks strong audit 

management, which will supervise and review the qual ity of audit works. At ETC, if review has 

made, it is at the office level merely to see whether the findings indicated by the auditors were 
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Based on the linding sunllnari zcd , the study provides the follo wing possible suggesti on to 

recommendable findings . 

• :. Management audit of both enterprises (EAL, and ETC) lacks sufficient disciplinary mix 

in management audit staff. However, the strong stand from the management auditors on 

the need to make the management audit function is a pool of experti se of re levant 

di sc iplines .Thus, it is suggested to make the management audit division to include 

auditors with engineering, law back ground for Both enterprise and accounting back 

ground specifically for ETC's management audit department. 

.:. The ETC's management aud it department does have insuffici ent number of management 

auditors. This certainly limits the capability of providing valuable examination of wide 

ranging operational units of corporation. There fore , sufficient number of auditors 

rationa li zes the staff and wo rk requirement ratio in the corporation . 

• :. A t Ethiopian Telecommunication Corporation, experienced and trained work forces have 

been lacked in management audi t department ; hence require upgrading their competencies 

to adhere to IIA standards for proficiency and continuous profess iona l development. To 

so lve thi s problem ETC's management audit depart ment can do anyone or more of the 

following: 

.,/ Develop training curriculum in collaboration with the corporation 's training inst itute 

.,/ Deve lop the management audi t gu ide lines for different unit of the co rporati on 

.,/ Arrange for short term training, organi zed by EAL ' s, chamber of commerce, 

management institute 

.,/ Estab li sh knOldedge sector-through: 

o Co ll ecting books, peri odicals, manuals and reference material s 
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o Subscribe for journals on nlClnagemcnt loperational audit 

.:. ETC's management audit department docs not prepare strategic plan. Such plan facilitates 

the assessments of high- ris k area that ca ll for audit consideration and form the bac kdrop 

for other types of plans (annual plan and spec ific project plan). Therefore, the department 

should systematically assess all relevant organizat iona l units in terms of company pol icy, 

procedures, system and controls, rank area in terms of importance, and develop overall 

audit coverage over specified period . 

• :. ETC's management audit department does not have strong audit manager that wi ll 

supervise and review the quality of aud it works in the field. Thus, the quality of work at 

different levels in the field may be compromised. Therefore; 

v' There should be in-bui lt system of direct supervision and quality review to control, 

assist and motivate the team at the fie ld level 

v' Motivate auditors to request for assistances for any unclear issue they encountered 

in the field. 

v' Emphasize the quality of work as result(report) 

.:. In both enterprises, the aud itee attitude towards aud itorls was found unfavorable. Th is 

prob lem mainly rose from information gap between the auditorltheir wo rks and the 

aud itee. As the getting full cooperation of the aud itee is imperative for effective 

accomplishment of audit ,,·o rks . the enterprises should : 

v' Build awareness among the key stake holders through: 

o Organizing seminars, work shops and freque nt meet ing with management of 

aud itee 
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o Makc entry conll: rcncc, to famili ari ze the auditce wit h aud it obj ec ti ves 

o Be respo nsive to auditee questions and concerns 

.:. ET C manageme nt a ud it department gIve more support to performance apprai sa l than 

means/or system used by ope rating unit managements. The pu rpose of management audit, 

however, is to explore inside the system, appra ise the risk, and control avai lable (means), 

and atta inment of obj ec ti ve (performance). Thus, a ttaching comparable weight to both, 

results in compliance to lIA standards . 

• :. T he management audit department of ETC does not have forma l follow up fi le to detail 

the status of past audit. Lack of follow up fil es not on ly create holes for audited bodies to 

be le ft with out perusing follow up on their performance by the audit depart ment, but 

a lso, is hard to know whether response is given by aud itee on the findings of the audi to rs. 

T here fo re, th e department should: 

r Device ways to reasonabl y assure records ma in tained ,documents the linding and 

any remed ial action for audi t recommendation through: 

v' Devis ing and maintaining report fo llow up fil es 

v' Main tain number of official repo rts o f fi les to he lp control its content and 

to fac ili ta te locating specific reports 

.:. ETC' s management aud it department , does not documented and retain working paper, 

IVhi ch a id future pla nning, thi rd party reVIew, and support 111 case of la \\'suit at 

departmental leve l. T hese resul ts in deviation from the requ irement of II A standards fo r 

aud it work documenta ti on and re tention (refer sec ti on 2.3 .6). There fore The depart ment 

sho uld; 
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o Fi le the worki ng paper by work aut hori zation number assigned duri ng project 

initiat ion fo r identifi cati on and prompt access by authorized personnel 

o documented ,and retained the working papers consistent with corporation guide lines 

and any pertinent legal or other req uirements 
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Appclldix-I 

Addi s Ababa Un iversity 
School of graduate studies 

Depattment of Business Administration 

Questionnaires fill ed by management /operational auditors . 

. , 
Part-J General attributes of the respondent 

• Put "..)" mark in the box of your choice 

1. Name of your enterprise: 

2. Sex 

Ethiopian Telecommunication corporation 0 
Ethiopian ai r lines 0 

Male 0 femal e 0 

3. What is.your level of education? 

Diploma 0 
Degree 0 
Masters 0 
Other (please specify), ____________ _ 

4. What is your current job title? 

Junior auditor 

Auditor 

Senior auditor 

o 
o 

Other (please, spec ify) ____________________ _ 



Part-II. Questiol1s related to managemellt auditllppliciltioll. 

J.. Put "V" mark in the box of your best choice · 

1. your department reports to 

Board of directors 0 
General Manager (CEO) 0 
Other (please, specify) 0 

2. Do you believe that management audit function report to an organi zational level 
high enough to assure independence of operation? 

Yes 0 No D 

3. If yo ur response to question"2" is" No" what do you suggest is appropriate level 
of reporting status of·· management audit? 

4. Are you promoted to the management audit department from other department of 
the enterprise? 

Yes 0 No 0 
5. If your response to question #4 is "yes" were you assigned to aud it the area where 

you had previously worked assuming responsibilities and/o r co nsulting Aud itees 
in designing system within one year of your transfer? 

yes O No D 

6. Does the department properly estimate the man. power requirement in advance? 

Yes .0 No 0 I don'l know 0 

7. In hiring the new auditor do the enterpri se based on demand for audit service? 
Yes 0 No 0 I don't know O 

8. Does the department prepare job specifications that spec ify suitable educational 
tra ining and experience of individual who should be hired for the job? 

Yes 0 No 0 I don't Imow O 
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9. Docs the ucpartillc il t prov ide )'ou allci your sta ff with job descr ip[io ll \oullilles Ihe 
duties and responsibi lit ies of member of staf!)? 

Yes 0 

10. What is your educational background? 

Accounting 0 
Management 0 
Information technology 0 
Engineering 0 

No 0 

Other (please, specify) _______________ _ 

11.00 you think the ex isting professional mi x (discipli nary composition) and num ber 
of management audit staff is adequate? 

Yes o No 0 
12. If your response for question #11 [S "No" what do you suggest? 

13. Number of years you have worked in the department (management aUdit) . 

Less than two years 0 
2-5 years 0 

5 years and above 0 

14. As management auditor were you g iven an oppol1unity fo r formali zed program of 
continuing educati on and lor training on the area? 

Yes 0 No 0 
IS.l f you r response to question # 14 is "yes" do you think the training is suffi c ient 

enough to enab le you perform the operation of ma nagement audi t? 

Yes o No 0 
16.lf yo ur response to question # 15 IS "No"what do you feel IS appropriate? 
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17. Does the management audit department posscss approved audit charter and 
manual? 

Yes 0 No U 
18.1 r you r response to question # 17 is "No" what is used by the de partment as proper 

guidance for the staff? 

19. Do the management audit department plan for the audit work? 

Yes 0 .. 
No o 

20.Ifyour response to question #19 is "yes" what type of plan is prepared? 

Specific audit assignment plan only 0 
Annual plan only 0 
Strategic plan (five year plan) only 0 

Specific engagement and annual plan onl y 0 
A ll plan type is prepared 0 

21 .1 f your response to question # 19 is "yes" how the departments identi fy priority 
areas to be included in audit plan? 

From past audit experience 0 
Risk assessment (Preliminary review) 0 
Both past experience and risk assessments 0 
Other(please,specify) ____________________ _ 

22. Does yo ur department plan for resource (human, materi al, and financia l) 
requirement before engaging in specifi c audit projects? 

Yes 0 No o 
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230Ducs your departllllollt n.:quirl' prepara ti o n of audit program to lIndert;!k ..: :-:pcc ilic 
audit project? 

Yes 0 
No o 

24.During engagement in the fi eld do yours and your staff members funct ion closely 
supervised, and their wo rk adequately reviewed by more experienced person? 

Yes 0 No 0 
25.lf your response to question #24 [s "No" please, specify the possiblereason/s _______________________ _ 

26 . from yo ur experience in the area the attitude of auditees to the aud itorls is 

Favorable 0 Not favo rable 0 neutral 0 
27.1f your response to question#26 is "not favorable" what do you think is the reason and what do you suggest to overcome such challenges? ___________________________ _ 

2 8. Your recommendation concerning management function includes 
Management perfo nnance only O 

Means uti li zed by management only 0 
Both perfo rmance and means 0 
Olher(p lease,specify) _____ ______________ _ 

29 . Which o/lheiGl/olving assesSlIlel1l concerning managelllel1l /illlclion youlhink !IOS ranked/irsl by yo 111' depamnel1l? 

Peljormances 0 
Means IIlilized 0 

BOlh peljormance and means are ranked equal/y 0 
No ranking provided 0 
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3 D. Upo n completion of audit project, do you have practi ce mak ing ex it conference on 
conclus ion and recommendation with auditees before final audit report? 

Yes D No D 
3 I .At the completion of specific audit project , do yo u required to communicate 

engagement result on prefixed time frame for preparing and submitting the 
results? 

Yes D No D No prefixed time frame ~ 

32.Does yo ur department perform follow up on deficiencies in company system, 
methods and/or procedures noted in prior audit? 

Yes D No D 
33.1f your response to Question #33 is "No" how your department monitor and 

ensure that action have been effectively implemented or not? 

34.Does your department (management audit) properly document audit works? 
Yes D No 0 

35.please note down about your departments document(e.g. audit report, working 
papers )documentationlretention practi ces 
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Appendix-I 

Addi s Ababa Univers ity 
School of graduate studies 

Department of Business Administration 

Interview question for audi t directors 

1. Name of yo ur enterprise : 
Ethiopian Telecommunication corporation O 
Ethiopian air lines 0 

2. What is your level of education and current job position? 3. Do you think the management audit current organizational status is appropriate to enable better communication with management and ensure independence of department from auditees? 
4. What precautions are taken in assigning the auditors to foster auditors' ind ividual independence? 
5. Do you plan human resource requirement in advance and prepare job specification to fi ll the vacant post to ensure employee -job requirement fit? 6. Do . you think the ex isting professional mix (discipli nary composition) of management audit staff is appropriate? 
7. Did the department give the management audit staff an opportunity for continuous knowledge and skill development? 
S. Does mallagement audit department own approved management aueli t chan er and manual for proper guidance fo r the sta ff? 
9. Does the depal1menl plan fo r the audit work? If so, what type of plan is prepared and how the department identifies key priority areas to be included in the audit plan? 10. Does the depa rtment undertake supervision and quality review fo r the tield works? II. As management audit director, did you undertake some activities in promoting the benefits of the department so as to create environment conducive to professionali sm? 12. Do you think the audi tors use adequate criteri a to evaluate the perfonnance of the auditee? 

13. Is there practice of undertaking exit conference up on completion of management audit work? 
14. Does the department require the auditors to communicate engagement result on timely basis? 
15. Does the department undel1ake follow up activities to ascel1ain whether recommendations have been taken care of or addressed by the audited bodies or aud itees? 16. Does the management aud it depal1ment properl y document audit works? 
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