e nT TFCLeITT
L8 g Ponl'e Be S

ST. MARY'S UNIVERSITY COLLEGE

SCHOOL OF GRADUATE STUDIES

INTERNAL AUDIT EFFECTIVENESS IN THE PUBLIC SECTOR,
CASE STUDY IN ETHIOPIAN AGRICULTURAL
TRANSFORMATION AGENCY

BY
YESHITLA G/KIRSTOS, ID No. SGS/0291/2010A

DECEMBER 2019

ADDIS ABABA, ETHIOPIA



INTERNAL AUDIT EFFECTIVENESS IN THE PUBLIC
SECTOR, CASE STUDY IN ETHIOPIAN AGRICULTURAL
TRANSFORMATION AGENCY

BY
YESHITLA G/KIRSTOS

A THESIS SUBMITTED TO ST. MARY'S UNIVERSITY COLLEGE
SCHOOL OF GRADUATE STUDIES IN PARTIALL FULFILLMENT
OF THE REQUIREMENTS FOR THE DEGREE OF MASTER OF
BUSINESS ADMINISTRATION IN ACCOUNTING AND FINANCE

DECMBER 2019

ADDIS ABABA, ETHIOPIA



ST. MARY'S UNIVERSITY COLLEGE
SCHOOL OF GRADUATE STUDIES FACULTY OF BUSINESS

INTERNAL AUDIT EFFECTIVENESS IN THE PUBLIC
SECTOR, CASE STUDY IN ETHIOPIAN AGRICULTURAL
TRANSFORMATION AGENCY

BY
YESHITLA G/KIRSTOS

APPROVED BY BOARD OF EXAMINERS

Dean of Graduate Studies Signature

Asmamaw Getie (Assistant Prof.)

Advisor Signature

External Examiner Signawur

Internal Examiner Signee



DECLARATION

l, the undersigned, declare that this thesis ioonginal work, prepared under the guidance
of Master of Business Administration in Accountiagd Finance. All sources of materials
used for the thesis have been duly acknowledgédtHer confirm that the thesis has not
been submitted either in part or in full to any estlhigher learning institution for the

purpose of earning any degree.

Yeshitla G/kirstos

Name Sigure

St. Mary’s University College, Addis Ababa December,2019



ENDORSEMENT
This thesis has been submitted to St. Mary’s UsiserSchool of Graduate Studies for

examination with my approval as a university aduiso
Asmamaw Gatie (Assistant Prof.)

Advisor Signature

St. Mary’s University School of Graduate Studiedds Ababa

December,2019



Contents

DECLARATION ..ttt ettt ettt et e et e e ettt e e e e s ettt e e e e e e s aabe bt e eeeesan s saassbeeeeeeeasaunnbaaaeeesesannsreaaeeesssannns
ENDORSEIMENT ...ttt ettt e e e et e ettt e e e e s e st ettt e e e e e s anbe bt e eeee s s asbeteeeeeeasannbbbaeaeessanansraeaeeesssanns
ACKNOWLEDGIMENTS ... eteeeeeeeetttt ettt e e ettt e e e e e s e bttt e e e e e e s aabbeeesataeesesaannbeateeeeesannsraeaeesaennn iv
ACRONYIMS ittt e e e e sttt e e s sttt e e e e e saas s b b ae e e e e s s e s sasreeeeeesesanrtbeeeeeesanannne \%
A B ST RACT ettt ettt et ettt e e e s ettt e e e e e e e e bt et e e e s e s e e e b e et e e e e e e e bbb e e e e e s e s nnreeeeeeeeaannnes vi
1. INTRODUCTION ...ttt ettt et sh e et s bt et e st s bt et e s besbe et e sbesbeeeasenbesbesabenbesbeeneens 1
1.1  Background Of the STUAY.........ccccoueiiiririeee e 1
1.2 Background of the organizatiQ..............cccoeieirireneneeeee et 4
1.3  Statement of the ProbIEmMI..........cooioi e 5
1.4 RESEAICH UESHIONS......cueceeiiceieeestecttee ettt ettt ettt e s e st e e s e e besbeesaesbesteeesnessessesnneneas 7
1.5  ODbJecCtive Of the STUAY......cceoieieiiiieceece et st re et reenaeeas 9
R T A € 1= 1= =1 o o] (=01 1Y =SS 9
1.5.2  SPECIfIC ODJECTIVES. ..o et 9
1.6 SCOPE OFf the STUAY....cueieieeeee ettt ettt et st e et sseeneenes 10
1.7 Significance Of the STUAY.......cccecverieieeeeeee ettt 10
1.8  Organization Of the STUAY........ccccvevirieieireere ettt s e 10
2. REVIEW OF RELATED LITERATURE.......co ottt 12
2.1 INTFOTUCTION ...ttt ettt b e bbbt sb e b e e e et seebeene e 12
2.2 ThEOTEtiCAl REVIEW. ......couiieieieieeiieee ettt 12
2.2.1 Evolution of internal QUAIL............coeriiiiiirce e 12
2.2.2 Importance of iNterNal QUAIL...........c.ccveeeieiieeeeeee e 14
2.2.3  SCOPE Of tNE WOIK.....ccuieeieiiieeee ettt st re s e enas 14
2.2.4  Definition of internal QUdIL...........cccoeoirieiniiniiiie e 14
2.2.5 Internal Audit and internal CONIOL...........cooiriiiriiee s 15
2.3 Review of empirical IIEratUIesS.........ccooivieiiie et 16
2.3. 1 Organization SELHNG........ccerueireeerterieeeee ettt sr et n e ene 17
2.3.2 [ a0 [T 01T a0 (=] o TonY 2SR 17
2.3.3 ManNagEMENT SUPPOIL......c.eiiiieieeie ettt se e sreesee st e ereesseesbesbeebeesseesseesseesseessnes 18
234 L0701 1] 0 1] (=] o 03 20RO 19



2.3.5 INternal QUAit QUAITTY........c.cceeeeeeceeece et re e 20

2.3.6  SUMMArY Of lItErature FEVIEWL......cceeveiieeeeeteie ettt a e s reereebe e 21
2.4 Review Of dOCUMENTALION........ccuiiiiriiititeieeee ettt e 22
241 Powers, Duties and Responsibilities of Public BQdy.........c.ccccecveiencnieinenincreeenen 22
242 Duties and Responsibilities of Internal Audit............coeoeirinininencree e 24
2.4.3  Internal Audit Policies and ProCeUIES..........cccoeriiriririnieiiieieer e 26
2.4.4  Challenges of Internal AUIL............cceiiiieiiiiieeereseeee et sre s 27
2.45  Formation of the Institute of Internal AUdITOLS.........c.ccovviiniiniiiiniiecc e 28
2.4.6  The organization studied and its internal audittiam................cccocoreveneiiininncnene 29
2.4.7 INternal AUIt ChaITEE......c..oiiee e e s 32
3. RESEARCH DESIGN & METHODOLOGY.......ciitiiiiieitenierte sttt ettt 33
3.1 RESEAICH UESIGN....ciiceicieieeeee ettt st e e st e s ra et e s e re et e reereenrens 33
T A (== o) 1) (1 [ |V ORI 34
3.3 Techniques and PrOCEAUIES.......c.ccciririreieieeei ettt sttt ettt st be e s s e 34
3.4 The SAMPIE SIZES.....ioiiiieeee ettt et 34
3.5 Data collection MEethOUS.......cc.couiiiirieec e e e 35
3.6 Data analysisS MELNOM..........coooiiiieeeccee et st sre e s e re e sreesaeneens 35
T Y £ 1o 11 Yo ) I e F= = O STRURPTIN 36
4. RSEARCH RESULTS AND DISCUSSION.....ccctciiiirteninitetenie sttt sttt siee e s saee e seeeneens 37
o R B T TS ol ] | A= RS P2 U1 ][00 ST 37
41.1 RESPONSE RALE........oiiiieieieree et s e 37
41.2 Respondents’ demographic characteriStiCs.........ccoovveererierieiereeeee e 37
4.1.3 Response of Auditee (Audit ClIENL).........ccveeevirieieeeeeeeee e 38
4.2 Audit report FEVIEW FESUILS.........cceecieceieeeterttee ettt ettt e et raebesre e e eneeeeeas 41
42.1 [a1C= g = U= T8 T [ A =T o Lo PR 41
4.2.2 EXternal aUIt FEPOLL........cvoiiieee e 42
4.3 DOCUMENT FEVIEW FESULLS......eouiiiietirtirieteieiee ettt s e ene s 43
4.4 INTEIVIEW FESUITS....ceeeiiiieecee ettt nae s 45
5. SUMMARY, CONCLUSIONS AND RECOMMENDATIONS........cccoeiirerieie et 47
5.1 SUMMArY Of fINAINGS.....coiiieieececeecee ettt st s re s et e sreenneneens 47
5.2 CONCIUSION....otiuiitiiiieirtctetetet ettt bbbttt b et bbbttt b e b 49
5.3 Limitation Of the STUAY........cooeeieieee et sttt en e e 50



5.4 RECOMMENUALIONS. .. .veeeiiieieeeeeeeee ettt ettt s e ettt eesesareeesaattesasseeesassstessassseesssssstesssassseesassseess 51

RETEIBNCES.....c.ceee ettt ettt ettt b et st n et sne st 53
Annex 1: Financial Audit Report of 2009 and 2010ared by OFAG..........cccoevevieinenenereeene 56
Annex 2: Organization SIrUCIUIE OF ATAu ... .o ettt nee e 58
Annex 3: Budget approved from Government, suppiodonors and loan (2007-2010 EFY)......... 59
Annex4: Audit Findings of 2010 EFY reported by internal BOd.............c.ccoooeeeveviieeveneceeeeee, 60
Annex 5: Audit Findings of 2011 EFY reported byeimtal auditor............cccccoeveeveniieevieneceeeesee, 61
Annex 6: Semi-structured INtErVIEW QUESHIQN...........ccveviiiieieri ettt es 62
Annex 7: Interview questionnaires for Auditee (AUTHENY...........cceevririinirenneee e 66
Table 1: Summary of respondents’ Profile..........ccoviiiiriieiie e 68
Table 2: Audit response graphiCally..........cooe oo 69
Table 3: Summary of repeated internal audit fiINEAING........ccccceeeeiiriecicee e, 70
Table 4: Summary of repeated external audit fiNSLNG...........cccoeeirieviiiece e, 71
Table 5: Summary Of INTENVIEW FESULL.........cc.ooiiiiiieee e 72



ACKNOWLEDGMENTS

First, 1 would like to thank my almighty God forshigreat support to accomplish this
research work and for his infinite support in myienlife success. Secondly, | would like
to express my genuine thanks to Ato Asmamaw Gassigtant Prof.) for his continuous
comment and supports to prepare this research papeior the information provided that
is very valuable for my study. And | would like tbank St. Mary’s University College

School of Graduate Studies for the required dioectind guideline given.

Finally, 1 would like to thank all the people whapport me by giving different materials
and for their idea sharing to complete this styshsticularly staff working in Ethiopian

Agricultural Transformation Agency.



ACRONYMS

ACC: Agricultural Commercialization Cluster ATA: Aigultural Transformation Agency
ATC: Agricultural Transformation Council

CEO: Chief Executive Officer

AGP: Agricultural Growth Programme

EFY: Ethiopian Fiscal Year

ETB: Ethiopian Birr

GTP: Growth Transformation Program

IA: Internal Audit

IAT: Internal Audit Team

IAE: Internal Audit Effectiveness

[IA: Institute of Internal Audit

lIA-EC: Institute of Internal Auditors-Ethiopian @pters (IIA-EC) IAT: Internal Audit
Team

IPPFE International Professional Practices Framework

MoA: Ministry of Agriculture

MoF: Ministry of Finance

MoFED: Ministry of Finance & Economic Development

OFAG: Office of Federal Audit General

RBOA: Regional Bureaus of Agriculture

SNNP: South National Nationality of Peoples



ABSTRACT

The main purpose of this study is to draw inferences from the results of Ethiopian public
body- Agricultural Transformation Agency case study on the factors that influences the
effectiveness of Internal Audit. The internal audit function of the Agency examined using
an analytical framework derived from the literature and legal documents. The case study
approach strategically employed since it enables the study of detailed analysis using
multiple sources of data in order to cross-validate results through triangulation. Research
evidence was gathered distributing questionnagesititee The auditee are staff working
within the Agency in the area of Finance, Human Resource, Logistics and Procurement.
The other tool employed to gather data is review of various empirical literatures, legal
documents, internal and external audit reports and interview. Qualitative and
guantitative (Mixed) approaches were employed to analyze and interpret the filled in
data. The researcher concluded that legal framework laid by the government for
internal audit function to be effective is one measure, audit findings with same content
repeated from year to year, management not committed to take corrective action and
response of majority auditee pertinent to this is neutral, the Agency not staffed with
adequate number of internal auditors, scope of audit function limited, the interviewee
tells us there are some gaps on factors that influences the effectiveness of 1A. Result of
the study highlights that the effectiveness of internal audit influenced by: (1) organization
setting, (2) independency (3) management support, (4) competency, and (5) internal audit
quality. This study provides useful information to practitioners and academics who are
interested to identify further factors which can influence the effectiveness of internal audit,
as well as to senior management team of the organization to take the required action on
those gaps identified and recommendation forwar ded.

Keywords: Agricultural Transformation Agency (ATA), Audit Findings, Internal
Audit Effectiveness, Independency, Institute of Internal Auditors, Ministry of
Finance, Public Body, Value Added.
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CHAPTER ONE

1. INTRODUCTION

The Institute of Internal Auditors (IIA, 2018) deéis internal audit as an independent,
objective assurance and consulting activity desigh® add value and improve an
organization's operations. It helps an organizasiocomplish its objectives by bringing a
systematic, disciplined approach to evaluate angrone the effectiveness of risk
management, control, and governance processes.
The traditional role of internal auditors was foedanerely on financial estimations and
monitoring internal controls, which is more of @edit. In recent years, however, the
importance of internal audit has been significamlyreased from time to time to consider
a wider role of internal consultant for better rislknagement performance and enhancing
the value of the organizations. Since it plays ificant role, it is of great important to
identify factors influencing the effectiveness ofernal audit. In previous years, there are
several studies researching the factors which &gsothe performance of internal audit
team, such as: Alzeban (2014) study evaluatesatirs affecting the effectiveness of
internal audit. The results show that the suppbm@anagement, experienced staffs provide
adequate resources and an independent interndldepirtment’s effect on internal audit
effectiveness. Mihret and Yismaw (2007) conducecstady on an Ethiopian public sector
about the effectiveness of internal audit. Fromdtugly they concluded that internal audit
effectiveness should be viewed as a dynamic pratedss continuously shaped by the
interaction among four factors: internal audit gyalmanagement support; organizational
setting; and attributes of the auditee.

1.1 Background of the study
In every country that is administered in a demacnablicy needs to be accountable in its
use of public money and in providing effective,i@ént and economical (3e’s) service
delivery. To achieve those government objectivgsyapg internal audit function were the
major mechanism for controlling and using of allree resources available in the

corporate organization. Ever more large and comp8ystems require greater
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competitiveness, thus internal audit has had tarmnecever more professional (Cecilia
Nordin Van Gansberghe, 2003).

Many organizations are showing concerned to thaternal auditors in order to give
guidance and advice at different levels of managerfigavies, 2001). This is because, the
internal audit plays an important role in the oligational process, and therefore it is not
only required to perform ordinary assurance ad#igjtbut also to serve as a strategic partner
of the organization and add value to its activitiesvards improving organizational
processes and ensuring their effectiveness andiegftiy (Al-Twaijry, Brierley, &
Gwilliam, 2003; Mihret, James, & Joseph, 2010).th¢ same time, there is need for the
internal audit to be effective so as to create oupment in the government parastatals
(Unegbu & Kida, 2011). Hence, an effective interaaditor is the ones who assist his
organization in meeting the objectives.

However, the internal auditors face many challerfgws the organization they work. So,
it is important to have effective internal auditituas part of modern governance system in
public sector offices. And, it will propose thatemal auditors and key employee of public
bureaus are expected to work independently andcidigdy to enhance high quality of
public services, achieve good internal control eyst avoid corruption, ensure good
governance system, promote accountability and greéednsparency (Coram et al, 2008;
Van Peursem 2005; Belay, 2007).

Having this fact in mind a research is intendedxplore what has been done so far on the
effectiveness of internal audit and challengesdati# gaps and forward recommendation
for future studies. Accordingly, a public body ndyneEthiopian Agricultural
Transformation Agency (hereinafter called Agencglested to conduct the study. The
Agency is established by Council of Ministers Regjoh No. 198/2010 to intervened
mainly as a catalyst on the development of agucaltsector and transformation agenda.
The objective of the Agency as stated on its legéhblishment is to: conducting studies,
and recommend solutions in order to ensure su$tilityaand structural transformation,
and support the application of same; support th@bBshment of strong linkages among
agricultural and related institutions and projeictsorder to ensure the effectiveness of
agricultural development activities. In addition tbe Agency, the government also

established Agricultural Transformation Counciltbe same legal document and assigned



the power and duties. The council constitutes penti ministers and regional government
officials and chaired by the prime minister. Theirmaowers and duties of the Council is
to provide policy directions and leadership in egitural development; approve plans and
evaluate performance of the Agency.

By establishing this the government provides redatindependency to the Agency to
execute its duties and responsibilities withoutiiference of other government offices like
ministry of agriculture but to work together closednd cooperatively. Moreover, the
government also avail conducive working environmand facilitate the transformation
agenda to be implemented systematically and effegti This is one of the indicators that
the Agency being unique from other public bodigseeglly working in the agricultural
sector. In addition, the organizational structuregruitment and staffing; salary scale;
benefit packages; working modalities are differfeain other public bodies (mainly not in
line with Civil Service policies). On the other liarconsidering these facts, mission and
mandate of the Agency; compatible procedural manaatl direction not developed and
approved by concerned government body to be usatdebpgency. As a result of mainly
this gap, the Office of Federal Audit General whabnducting financial audit of 2009 and
2010 EFY for Government budget identified signifitarregularities that the financial
statements of the Agency for the stated two corisecyears do not reflect satisfactorily
the amount of revenue collected, disbursement nadkbudget utilized. Details of this is
found on Annex 1. Majority of the findings are eratad from not following the existed
government policy and procedure and by assumingAtency manuals and working
modalities being acceptable legally. It is suggedteat if the internal audit function is
effective, the possibility that these irregulastieeing happened is low. Organizations
having effective internal audit function would mgeathe resources employed following
the government policy, regulation and standardgples.

Previous studies claimed that an effective intemalit function aims to add value to the
organization by helping its management and boaudtirettors to evaluate and improve the
effectiveness of risk management, internal conamod governance processes (Gramling et
al. 2004; Yee et al. 2008). Al-Twalijry et al. (20G3nfirmed that 1A could bring added
value by helping organizations to achieve its eaooioo objectives through the

implementation of internal audit recommendationségior management.



There are researches conducted on the factorsending the effectiveness of internal
audit in public sectors, but nothing in the Agricuél Transformation Agency (ATA) yet
or other organizations having unique nature ofcstme (see Annex 2), mandate and face
challenges because of not complying with the gawemt working procedure like ATA.
These are the major reason that the researcheestdd to conduct an investigation on
factors influencing the effectiveness of internaldia at ATA. In addition, since main
intervention of the Agency is working critically adhe development and transformation of
the agricultural sector and the sector being a lb@o& of the economy and majority of
population living in Ethiopia depend on this sedelecting this public body for the study is
meaningful and important. The researcher beingf st the Agency and working in the
profession of internal audit as well as citizenijsitappreciated to conduct the study by
taking this opportunity. Therefore, the core pugo§this paper is to fulfill the gap so far
studied in other public bodies pertinent to thetdes that could influences the internal
audit effectiveness.

1.2 Background of the organization

The Agricultural Transformation Agency (ATA) wastaslished as a result of a two-year
diagnostic study of the agriculture sector, ledhmsy Ministry of Agriculture and facilitated
by the Bill & Melinda Gates Foundation in 2009. Tkady found that traditional
approaches taken to sectoral change were too nawidtv many projects and programs
only focusing on selected aspects, leading to disected interventions that did not
address the root causes of the problems. The stigty highlighted the challenge of
limited implementation capacity in the form of thmeindsets and skills needed to
undertake large-scale initiatives at the federa mgional levels. As a guide, the study
identified learnings from other transformation igtitves around the world, such as in South
Korea, Taiwan, and Malaysia. A key component ofirtlseiccess was a dedicated unit
focused on a key economic sector, with strong mamagt and support from government
leaders that served as a catalyst for transformatichange.

Based on these recommendations by contextualiz&dhiopia, the Council of Ministers
passed Regulation No. 198/2010, and come into fasaaf the 3% day of December 2010,
which established the ATA as a dedicated unit fgpsut agricultural transformation. As

part of the refinement of the ATA’'s mandate at beginning of GTPII, Regulation No.
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380/2016, passed in March 2016, provides additignadlance on the ATA’s scope of
work.
The ATA'’s four strategic mandate areas, as artiedlan these two Regulations, guide the
organization’s engagement with stakeholders andacdtsvities with respect to its two
primary areas of focus: The Transformation Agemddch is owned largely by Ministry of
Agriculture (MoA) and its affiliate institutions,nd is aimed at addressing the systemic
bottlenecks in the agricultural sector, and Thei@dtural Commercialization Cluster
(ACC) Initiative, which is owned mainly by regiongbvernments and Regional Bureaus
of Agriculture (RBoA), and is aimed at commerciadg smallholder farmers in strategic
commodities and high potential geographies actossaountry.
The Transformation Agenda was launched during th@lGs a means of prioritizing the
most important interventions that could addressrtdue causes of the systemic issues in
the agricultural sector (Annual Report of 2017/1&®A)
The head quarter of the Agency is located at Addiaba, and has four branch offices
operated in Oromiya, South National Nationalitiesl @eoples (SNNP), Amhara, and
Tigray Regional States. Their office located in dagital city of their respective regional
state.

1.3 Statement of the problem
Even though, the internal auditors have many rates contributions to the organization
and the public interest, they also face many chg#e from the organization they work.
Challenges are from the internal audit team andidetthe team within the organization.
Some of the challenges identified by the MinistfyFmance and Economic Development
(2004) as stated in the internal audit manual ek of management respect, lack of
independence, assignment of internal auditors toynesks and being ignored (conflict of
interest), lack of professional development andréSources. In addition to the above
challenges, different factors like absence of sgiat plan and management support,
organizational independence of internal auditodggaate, competent of internal audit
staff, auditee attributes and other factors affdtsinternal audit effectiveness (Mihret and
Yismaw, 2007).
As stated on the establishment of the Agricultdna@nsformation Council and Agency

Establishment Council of Ministers Regulation No098R010; The Agricultural



Transformation Agency is established mainly to eeswstainable agricultural growth and
bring about structural change, study and identifgtesmic bottlenecks observed in the
agriculture sector, seek solutions to address tainsupport their implementation, and to
ensure effective implementation of agricultural elepment by maintaining strong links
between projects designed and implemented by dfynialiand other related institutions to
support agricultural growth.

The Agency is financed by the Government of Etlapparious development donors and
world bank. Source of fund for the period of 20@2-2 EFY is tabulated on Annex 3. To
accomplish the mission and mandate the Agency #eplosignificant amount of
resources. As seen from the Annex budget allocdteoch the government shows
incremental from year to year and that of 2011aarty Br104 million (source annual
budget of the Agency). In addition to the governimemdget, development donors also
provide significant amount of fund every year. Aanpared to the amount of budget
allocated by the Government that of Donors is higbrtion of the government for the
above stated period on the average is 16%, majdropowhich accounts 84% is from
donors and creditor.

While the Agency executing its annual plan follotlve Government policies, regulations
and manual as well as Donors requirements. Howeliere are some cases where these
implementing tools and working modalities of the v@mment were override and not
followed properly, or other alternatives compatilalith the Agency’s mandate and nature
of work not designed, approved by concerned Goventrbody and deployed to support
the activities to be executed. As a result, somalehges and irregularities had been
observed. For instance, in the area of perdiem aswbmmodation, staff salary and
purchase of insurance policies. These gaps mayyirttpt public money not used
economically and for intended purpose and this gvile rise to accountability. In addition,
there are cases where poor performance, weak nraeag@nd negligence were observed,
and due care not exercised while executing theiaies and using the public money. For
instance inefficiency on budget utilization, weas®ie®n assets, receivable and payable
accounts management, lack of segregation of duybes person working various
interrelated activities), double payment of castefficiency of internal audit function,

incompleteness of documentation and non-confirmatfor cost of perdiem and



accommodation paid, etc. Detail of these irregtiksi identified and reported by
external and internal auditors are presented (Arinekand 5).

As a result of this the Agency is highly criticizdy regulatory body. T he internal
control system of the Agency not strong enough uchsa way to mitigate risks
associated with the utilization of government’'sduand keep the organization in a good
track. Pertinent to this study one of the problamse the establishment to end of 2018 is
that the Agency staffed only by one internal auda#od even the auditor assigned to
work in different committees established within #hgency and other routine activities.
As compared to the volume and nature of the woekAlgency intervened, the role and
scope of the internal auditor is very limited, eféectiveness not as expected and doing by

one auditor also not recommended.

1.4 Research questions

For the purpose of dealing with the above probleims,investigation mainly focused to
answer the following general research questionsefi-structured interview questions
were conducted with the internal audit managerngisopen-ended questions. The
guestions are focused on the organization settmdggpendency, management support,
competency and internal audit quality. Under thias#ors various questions are raised to
have clear and collect adequate information. Ftaildef interview questions see Annex 6.
From this sample of key questions correspondingatth factor summarized and presented
as follows:

Concerning organization setting

» Does the purpose, authority and responsibilityhefliA activity clearly define?

» Is there complete and updated policy and proceugeide the 1A activity?

» Does the IAT staffed with adequate number of pitesl staff to carry out 1A
functions successfully?

» Does the IAT obtained sufficient budget?

Concerning independency

» Does the IAT independent while performing the work?
» Does the IAT had direct and unrestricted accessn@mr management and oversee-body?
» Does the existed current reporting line of IAT kel maintain the highest degree of

independency?



Concerning management support

>

Does the IAT perform IA services in accordance with International Standards for
the Professional Practice of Internal Auditing?

Do the internal auditors possess professionalfioation and qualification, such as the
Certified Internal Auditor offered by the 11A?

Does the IAT members enhance their knowledge, sskithd other competencies

through continuing professional development?

Concerning competency

>

Does the IAT engaged in the audit activity only whke necessary knowledge, skills
and experience acquired?

Does the IAT perform internal auditing servicesagtordance with the International
Standards for the Professional Practice of Intefualiting?

Do the internal auditors possess professionalfioation and qualification, such as the
Certified Internal Auditor?

Does the IAT has sufficient knowledge to evaludie tisk of fraud, and technology-

based audit techniques to perform the assignedavork

Concerning IA guality

>
>
>

v

Does the IAT exercises due professional care duhegudit engagements?

Does the IA activity well managed to ensure thatlids value to the Agency?

Does a risk-based annual audit plan prepared lmasedk assessment and consider input from
senior management?

Does the IAT develop and document a plan for eaagement, including the objectives,
scope, timing and resource allocations?

Does the IA working papers are kept safely andssaell controlled?

Does the audit report clear and complete?

Does the IAT establish and maintain a system toitmo=nd follow on audit findings for

action being taken?

In addition to the above interview questions, satfministered questionnaires in the form

of affirmative statement were designed for auditgeslit clients) to collect research data

from their perspective and is presented as follGamex 7):



Does the role of internal audit is clearly undesst@s a constructivend value add
rather than as a fault finding or mistake tracking?

Does the audit service provided to your team/aréaesponsibility will help to
achieve your function/role towards the overall chjee and goals of the organization?
Does full support and cooperation provided torimaéAudit Team while the auditors
conduct the audit activity?

Does appropriate corrective action/measure takentime for audit findingsand
recommendations reported?

Did internal auditors have full access to recoid&rmation, documentation, assets,

and personnel during the audit engagement.

1.50Dbjective of the study

151 General objective

The general purpose of the study is to identifgdeinfluencing the effectiveness of

internal audit in ATA and come up with sound recoemaiations.

1.5.2 Specific objectives

Specifically, the researcher tried to investigatetdrs influencing the effectiveness of

internal audit in the following areas:

1.

To examine the organization setting of IA beingiposition to accomplish its purpose,
authority and responsibility as expected,

To investigate the 1A beinfyee from interference in determining the scope pedorming the
work as well as communicating resultslependently,

To evaluate the required support and service peavioly the management is adequate
and timely, as well as committed to respond ontagaiery and take corrective measure
on audit findings,

To investigate the competency of internal audititvst the IAT engaged in the audit
activity only when the necessary knowledge, slkilt&l experience acquired, as well as
perform in accordance with the International Stadslafor the Professional Practice
(ISPP) of Internal Auditing?

To evaluate quality of IA being maintained with akpects, that is in planning, field
work (executing), communicating results and follapron audit findings carried out with

due professional cagnd as per the standards.



1.6

1.7

1.8

Scope of the study

This study examines and attempts to identify factofluencing mainly the effectiveness
of internal audit in ATA. The study is carried ohy developing self-administered
guestionnaires to auditee, conducting semi-strectumterview with internal audit
manager, review of empirical literatures, varioagadl documents, internal and external
audit reports of two fiscal years.

Significance of the study
In developing countries like Ethiopia where scgr@hd mismanagement of resources is
extremely exists and the perception on the con&epalue of internal audit is not well
matured, conducting a study to identify factorduefcing the effectiveness of internal
audit is paramount to utilize the scarce resouesamomically, efficiently, effectively,
support management, tackle fraud & corruption, addie and improve the operational
activities. One of the bases to enhance the effautiss of the internal audit is to conduct
investigation, identify problems, forward recommation for decision makers and follow-
up on the action being taken. The researcherveelieat this study is useful for both
academician and practitioners and contribute termal audit literature by providing
empirical evidence that increase the body of kndgéein understanding the function of
internal audit and factors influencing the effeetiess. In addition, the study also helps
management to understand the function and valukeointernal audit clearly and use the
service for better decision making.

Organization of the study
The research work is structured mainly in to fieenponents: chapter one as seen from the
above deals with introduction, under this topic Kggound of the study and the
organization, statement of the problem, researéstipnns, general and specific objectives,
scope, significance of the study. Chapter two prisseeview of related literatures which
includes; introduction, theoretical review this ludes: evolution of IA, its importance,
scope of the work, definition, and internal audrdacontrol; Review of empirical
literatures includes; organization setting, indejgty, management support, competency,
quality of internal audit and summary of literatueview; Reviews of documentations

includes: duties & responsibilities of public boflynder this topic MoF and the public
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body dealt), duties & responsibilities of IA, paés & procedures of IA, challenges of
internal auditors, formation of IlA, the organizatistudied & its IA function, and audit
charter. Chapter three presents: research desiga, ad study, technique & procedure,
sample size, data collection method, data analyghod and validity of data. Chapter
four presents: research results and discussiondaglescriptive statistics, review of audit
reports, document and interview. The fifth chappeesents: summary of findings,

conclusions, limitation of the study, and recomnagimhs drawn from the case study.
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CHAPTER TWO

2. REVIEW OF RELATED LITERATURE

2.1 Introduction
As stated by Cecilia Nordin Van Gansberghe-WorlchiBénstitute, the placement of
internal audit in Public Finance Management fortegas was a simple administrative
procedure of checking documents, counting assetsreporting on past events to various
types of management. Several forces in our times Had to a quiet revolution in
internal audit. Democracy requires government tadmountable in its use of public money
and in providing effective, efficient, and econoaliservice delivery. Ever larger and
more complex systems require greater competertbies internal audit has had to become
ever more professional. The beginning of the tvathtcentury saw the birth of many large
and very large corporations, which fueled the deshfan accounts and control. Regardless
of its earlier existence, nevertheless, intemaliting did not emerge as a separate field
of professional practice until the 1940s when thereasing size and sophistication’s of
business, government services together with stat@aditors as well as investors
brought pressure to bear on management to constamtprove operational and
managerial efficiency and effectiveness in the aifsgcare resource.

2.2 Theoretical Review
In this section we try to capture some theoretiealew on the area of internal audit. For
instance; its evolution, importance, scope, deéinitinternal Audit & Internal Control.

2.2.1 Evolution of internal audit
In the past, the internal auditors were seen jsistraassistant of accountant’s, but recently
internal audit certainly considered as an indepengeofession, which is playing a
significant role in the management of organizatiohssupports the organization to
accomplish its objectives and goal by adding vané improve the effectiveness of risk
management, control and governance processesnsgtance, the role of internal auditing
is to assess the effectiveness of the internalrabeystem and to find out whether the
system is functioning as intended (Fadzil, Harodattan, 2008).

According to Pickett (2004) the evolution and depehent of internal audit has gone
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through: checking accounting records, assess cangdi examine procedure, evaluation
of control, report on system of internal controdsess risk management, facilitate risk
management, report risk assures controls, and @de.v

Recently, internal audit is described as addingierab the organization. Adding value is
described by the Institute of Internal Auditor (B)0On the following way: Organization
exists to create value or benefit to their ownetker stakeholders, customers and clients.
This concept provides the purpose for their existenValue is provided through
development of products and service. In the prooéggathering data to understand and
assess risk, internal auditors develop signifigasight into operations and opportunities for
improvement that can be extremely beneficial toirth@ganization. This valuable
information can be in the form of consulting, adyievritten communication or through
other products, all of which should be properly commicated to the appropriate
management or operating personnel.

As stated by (Lemma, 2000) ministry of educatiomistry of national defense and the
ministry of finance were pioneers in implementihg internal audit practice in Ethiopia.
He revealed this fact as follows. ‘An Internal Atiinly function has existed for quite a long
time in Ethiopia; however, it got legal recognitiom late 1980s. The internal auditing
function started in the budgetary public sectopag of internal control. However, the
latter part of the 1940s witnessed the establisthroérinternal Audit functions in the
Ministry of National Defense, Ministry of Educatioand Ministry of Finance. It was also
at this time that the Internal Auditing units bedarsprout in non-budgetary public sector
(public enterprises) like Ethiopian Highway Authgri Ethiopian Airlines, Ethiopian
Telecommunications, and financial sector that fatrtfee modern layer of the National
Economy” (Lemma, 2000). Perhaps the most directchpn the current status of internal
auditing in Ethiopia came from another importantwuoent issued in 1987, Proclamation
No.13 (Welde-Ruphael, 1998). Moreover, Proclamaidm 68/1997 requires that, the
Federal Democratic Republic of Ethiopia’s (FDREvneconomic policy be supported by
a modern and reliable audit system in order to rgsceproper implementation through
effective monitoring of administrative, developmadrdnd service rendering institutions in
the Federal Public Sector (Zeleke, 2007). Generd#fig history of internal auditing in

Ethiopia dated back to the 1940s just about the tine@ profession was also evolving in
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Europe and in the United States (Lemma, 2000).

2.2.2 Importance of internal audit

Internal audit serves as an important link in theibess and financial reporting processes
of corporations and not-for-profit providers (Reld®2000). Internal auditors play a key
role in monitoring a company’s risk profile and miiéying areas to improve risk
management (Goodwin-Stewart & Kent 2006). The ainmirnal auditing is to improve
organizational efficiency and effectiveness throeghstructive criticism. Unegbu & Obi
(2007) defined internal audit as part of the In&reontrol system put in place by
management of an Organization to ensure adhererstgptilated work procedure and as
aid to management. According to Unegbu & Obi (20@7¢rnal audit measures, analyses
and evaluates the efficiency and effectivenesstwdracontrols established by management
in other to ensure smooth administration, contedtaninimization, and ensure capacity
utilization and maximum benefit derivation. In thiew of Adeniji (2004) Internal audit is
part of the internal control system put in placentgnagement of an organization.

2.2.3 Scope of the work
Internal audit should fulfill its duty by systematireview and evaluation of risk
management, control and governance which comprikespolicies, procedures and
operations in place to:
* Establish, and monitor the achievement of thdipuldody’s objectives;
* Identify, assess and manage the risks in actgethi@ public body’s objectives;
» Ensure the economical, effective and efficierd akresources;
 Ensure compliance with established policies (idolg behavioral and ethical
expectations), procedures, laws and regulations;
» Safeguard the public body’s assets and interesta losses of all kinds, including
those arising from fraud, irregularity or corruptjo
» Ensure the integrity and reliability of informati, accounts and data, including internal
and external reporting and accountability processes

2.2.4 Definition of internal audit
The definition of internal audit issued by the inge of Internal Auditors Incorporated
(1A Inc.) in 1978 and which is used over the lasb decades is stated as: “Internal

Auditing is an independent appraisal function dshbd within an organization to
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examine and evaluate its activities as a servicthéoorganization.” Over the decades of
the 1980s and 1990s this definition has been #redard definition variously adapted by
scholars and professional practitioners without sigpificant change in substance.

With respect to the government of Ethiopia the mdefin as stated on the Council of
Ministers Financial Regulations N0.17/1997 artitte is: “a systematic, independent and
appraisal of all operations, including administratiactivities, for purposes of advising
management practices and controls”.

The current definition issued by IIA in 1999 is teth as: “Internal Auditing is an
independent and objective assurance and consudtitigity designed to add value and
improve an organizations operations which helpsrganization accomplish its objectives
by bringing in a systematic and disciplined apphotr evaluate the effectiveness of risk
management, control and governance process.” Téafgitibn is identical with the
definition stated on the Federal Government of dfits Financial Administration
Proclamation No. 648/2009 article 25. In any wag ttefinition is the statement of
fundamental purpose, nature and scope of intecrdatiag.

Lema Argaw (2000) further explained that; the corr@efinition reflects developments in
the profession and how internal auditing is to kecficed in the world to-day. The change
of terminology from that used in the former statemef responsibilities and the
employment of some new phrases and words such ssraase, consulting, risk
management and governance indicate the new direatid level of competence required
of the internal auditor.

2.2.5 Internal Audit and internal control

The globalization of economy, technological advameets, complexity of business and
allegations of fraudulent financial reporting haeeently sharpened the ever-increasing
attention on internal controls and internal auditifaragiorgos et al., 2009).

The cornerstone of internal control is the interaaditing. It is the responsibility of
internal auditors to ensure that the top manageraadt employees comply with the
internal control systems and any weakness of teesyshould be identified and corrected.
Therefore, internal audit is essential tool forwgimgy the operations and appropriateness of
internal controls.

As stated in the internal audit manual of MoF (200#improving internal control is the
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2.3

aim, the Heads of the public bodies are the prineama. They are responsible for
introducing and maintaining effective internal aohtsystems in public bodies. The
internal auditor is only management’s adviser aadnot bring about changes directly.
Improvements in systems of internal control are tbgponsibility of the Head of the
public body. Therefore, the Head including othernagement members must fully
understand their full responsibilities for improgininternal control. Without full
management involvement, internal audit cannot fecede.

Review of empirical literatures

Effectiveness can be defined as the achievement of goals and objectives of an activity through the
factor measures provided (Ditternhofer, 2001). Similar description can be used to define IA
effectiveness (ll1A, 2010). IA activity has its own objectives. Therefore, to achieve those objectives
there are factors that influence the achievement of the objectives (Mihret A.G., 2011). Similar

to this, 1A effectiveness is also explained by Mihret & Yismaw, (2007) as the extent to which IA
office is able to meet its pre-set objectives. In addition of this, 1A is effective when it provides the
required service expected from the activity (Arena & Azzone, 2009; Mihret & Yismaw, 2007).

Internal audit is effective if it meets the inteddeutcome it is supposed to bring about.
Sawyer (1995) states, “... internal auditor's jolma$ done until defects are corrected and
remain corrected.” Van Gansberghe (2005) expldiasinternal audit effectiveness in the
public sector should be evaluated by the extemthigh it contributes to the demonstration
of effective and efficient service delivery, assthirives the demand for improved internal
audit services.

Therefore, internal audit effectiveness should wed as a dynamic process that is
continuously shaped by the interactions among wuaritactors. Different researchers
mention different factors depending on the studdythave carried out in fact they have
stated some common factors. For instance, Mihrdtiinaw (2007) stated internal audit
effectiveness, the extent to which an internal office meets its raison d'étre, is arguably
a result of the interplay among four factors: intdraudit quality; management support;
organizational setting; and attributes of the aeditWhile conducting case study on
companies at Vitenam, the result reveals that ttiectereness of internal audit is
influenced by independence, competence, managesugport and quality of internal
audit (Tran Thi Lan Huong, 2018).
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2.3.1 Organization setting
Regarding with organization setting the researtheto review the topic against various
literatures and documents. Mihert and Yismaw ( 200&s stated on the study,
organizational setting includes the status of mae@audit in the organizational structure;
the probity of internal audit office's internal argzation; budgetary status of the internal
audit office; and the existence of sound estabfisieriteria to evaluate auditees'
practices. Moreover, they stated that internalitafudction of an organization should be
given a sufficiently high status in the organizaib structure to enable better
communication with senior management and to ensdependence of internal audit from
the auditees. In addition, the importance of prapganization along with appropriate
staffing is considered in the literature (Harringt@004) as an essential requirement for a
value-adding internal audit function.
Concerning resources as stated on to the IIA pmdoce standard, the chief audit
executive must ensure that internal audit resourmes appropriate, sufficient, and
effectively deployed to achieve the approved plResources are effectively deployed
when they are used in a way that optimizes theezelmnent of the approved plan. The
resources include employees, service providergntiml support, and IT-based audit
methods. The efficiency and effectiveness of irdkaudit depends on the availability of
resources. Inadequate resources will limit the saifpghe audit work.
A research conducted by (Turetken et al. 2018) perationalization and influencing
factors of IAE considers the organization’s chaggstics, such as politics, and role
ambiguity and conflict, as influential factors. &eal studies use survey questionnaires to
elicit different aspects of the organizational isett and its influence on the IA
effectiveness. This include, for instance, the pizgtional structure and its ability to
provide the framework within which the segregatofrduties is determined (Karagiorgos,
Drogalas, & Giovanis, 2011), or the existence @mk) of clear policies and procedures
against which the organizational practices are doghuged (Mihret & Yismaw, 2007).
Adding to this autonomy on budgets is another @dtof relating to the organizational
setting, as it entails resource implications.

2.3.2 Independency
To have effective internal audit result in any amgation, the internal audit activity must
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be independent and the person who performs thiwitgahternal auditor must be
objective in performing the work. Independency s @ganizational attribute of the
internal audit activity as a whole. The IIA integped independency as; the freedom from
condition that threaten the ability of internal #udctivity to carry out internal audit
responsibilities in an unbiased manner. This caradi@eved through a dual-reporting
relationship. Dual reporting separates functiomal administrative reporting.
Prior literatures deal more about independencexiereal auditor's aspect (Cohen &
Sayag, 2010). But nowadays, emphases are givennfemal auditor's independence
(Stewart & Subramaniam, 2010). Independence isdhe stone of IA effectiveness.
Mihret & Yismaw (2007) stated on their researchgrapat independence is of paramount
value in providing effective internal audit servite the management, for it affords an
atmosphere of objective and uninhibited appraisad &eporting of findings without
influence from the units being audited.

2.3.3 Management support
Internal auditors have a close relationship withamization’s management in their day to
day activities. They need good support and peroepliom management to be more
effective and to achieve the audit objectives. Mgmaent support is expressed in various
ways. For instance, supporting the auditing prodgsgroviding the required resources,
and services, training, introducing auditors widwritechnology and procedures.
Top management support is crucial to the acceptandeppreciation of the IAF within an
organization. ISPPIA states that internal auditetsould be supported from top
management and Board of Directors to execute iteegsl@and fulfill its responsibilities.
Indeed, the internal audit department should hawécent resources to improve the
effectiveness of its activities. Reporting on theald)sian public sector, Ahmad et al.
(2009) indicated that management support has a idmmable influence on the
implementation of internal audit recommendationd #me internal audit would be well
resourced in terms of number of staff and budgehed & Sayag (2010) found that
management support was strongly related to thee thugliting effectiveness dimensions
(auditing quality, auditees’ evaluations, and addszhtribution of 1A) in Israeli
organizations. Alzeban & Gwilliam (2014) found thmnagement support was the most

important factor influencing IA effectiveness withthe Saudi Arabian public sector
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organizations. They noted that IA effectiveness lkdae enhanced by hiring trained and
experienced staff and providing sufficient resoarce
Concerning the topic result and conclusion of Mileerd Yismaw (2007) study shows
that: Management support is one of the two mostomant factors (the other being
internal audit quality) influencing audit effectivess. If the management's response to the
internal audit findings and recommendations is gahenot adequate, this would have far
reaching implications on the auditor's attitude dodg improving audit quality, their
commitment to develop a career as internal audiiothe organization and their job
satisfaction. Hence, the findings imply a profowattverse impact on audit quality. While
the study is conducted by review the internal aueport there are cases where
management did not take strong corrective actionrseme audit findings as a result,
similar audit findings are occurred repeatedly.

2.3.4 Competency
According to IIA document (IPPF-Standards-2017); dAuengagements must be
performed with proficiency and due professionalecdnternal auditors must possess the
knowledge, skills, and other competencies needed péoform their individual
responsibilities. The internal audit activity callizely must possess or obtain the
knowledge, skills, and other competencies needqektform its responsibilities. Internal
auditors are also encouraged to demonstrate theficigncy by obtaining appropriate
professional certifications and qualifications, lsuas the Certified Internal Auditor
designation, and enhance their knowledge, skillsgd ather competencies through
continuing professional development. With regaradtdmpetency it is stated on the legal
documents which is similar to the IIA standardsd aioF highly encourages internal
auditors to be a member of the Internal Audit Asstoen and acquire the certification so
that their competency will be enhanced.
Previous studies suggest that competence of intaudtors is a critical determinant of IA
effectiveness (Van Gansberghe 2005). In the Saudiament, Al- Twaijry et al. (2003)
noted that the adequate level of competenciestefnal audit staff in terms of training,
experience, knowledge, and professional qualificetihave a positive influence on the
effectiveness of IA. Other studies suggest thadt ticcompetence of internal auditors is an

obstacle to the effectiveness of IA in a numbeAbfcan countries (Mihret & Yismaw
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2007).

2.3.5 Internal audit quality
Internal audit quality is giving valuable findingnéh recommendation for management. It
can be achieved by proficient internal auditorsper planning, field work monitoring and
controlling, scope of service and effective commoation with auditee and higher
management (Mihret and Yismaw2007). These researdheher identified that bulky
appearance and low quality audit report, fail &awdrhighlight of past audit results, unable
to prepare strategic plan, fail to conduct follopr audit, improper documentation, limited
distribution of audit report and poor communicatiare the manifestation of poor internal
audit quality. Finally, they concluded that intdrrraudit quality is demonstrated by the
internal audit office's capability to provide udefudit findings and recommendations and
one of the most prominent factors on which audecativeness is anchored. George et al,
(2015) also indicated that internal audit qualiigngficantly affects internal audit
effectiveness. Furthermore, quality of audit worsoarefers to “the planning and
supervision, fieldwork, recording, reporting, finds, recommendations, and follow up
activities of internal audit” (Endaya & Hanefah,1&). As many writers expressed internal
audit quality as a very important factor for effeetinternal audit function.
The performance standards of the IlIA require thditauto plan and perform the work
such that he/she would able to arrive at usefuitdindiings and forward recommendations
for improvement. The office's ability to properlyap, perform and communicate the
results of audits is a proxy for audit quality. Téfere, audit quality is arguably a function
of extensive staff expertise; reasonableness a$thpe of service; and effective planning,
execution and communication of internal audits.
With regard to the quality of internal audit, imtal auditors are instructed by the
regulatory body to follow and respect the IIA stard$ with all aspects of the audit
engagement. In addition the internal audit tearthefATA stipulated in the Audit Charter
that the team will govern itself by adherence ® itiandatory elements of The Institute of
Internal Auditors’ International Professional Preet Framework, including the Core
Principles for the Professional Practice of IntérAaditing, the Code of Ethics, the
International Standards for the Professional Reactiand the Definition of Internal
Auditing.
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Conceptual framework

Based on the above discussion on literature redeution, the following conceptual
framework is formulated by the researcher to hdgaraunderstanding how organization
setting, management support, competency, indepepdand internal audit quality

influences the effectiveness of internal audit dredinterplay among them.

Organization Management

setting 7 —> support

Internal Audit Effectiveness

Internal audit
quality

Competency Independency

2.3.6 Summary of literature review
Different literatures argue different factors tir#tuences the effectiveness of IA but have
some in common. For instance; management suppost identified as significant
influencing factor affecting internal audit effashess by five authors which are
Mihret,Yismaw(2007);Cohen and Sayag(2010), Haileamag2014); and Georg et al,
(2015); internal audit quality was identified agrsficant factor for internal audit
effectiveness in two study (Mihret and Yismaw 2Q0George et al, 2015). There are,
various reason for this, for instance country’sigoland environment where the
organization operates, its nature, culture, theareh methodology employed, etc., This
literature review argued five potential factorstpmmt to the effectiveness of IA. These are
organization setting, independency, managementastignd audit quality. According to
ISPPIA (2012), internal audit quality, independenod proficiency of internal Auditors as

attribute standards of internal auditing. Effective can add value and improve the
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organization’s operations. The study provides agndgew of the effort undertaken on the
IA effectiveness including the research gaps thaiukl be addressed in the future
research. It can be used as a comprehensive soorcmderstand factors that can
potentially influences the effectiveness of IA.

In addition to the factors incorporated in the cptoal framework, the literatures
investigated other factors in a limited number aidees how they influence the IA
effectiveness as well as their relationship. Thisludes, for instance, size of the
organization, ownership, auditing tools used, orcegtion of stakeholders. Future
research should consider these as well as oth&rgawhich can influence the internal
audit effectiveness potentially.

This literature review has limitations, mainly lied types of publications are used to
review. Future research may extend the scope ofeWiew to include contributions in
other literatures to provide a broader understapdumat type and to what extent the
factors influences the effectiveness of 1A, and swesearchers advocated further research

to be conducted comprehensively.

2.4 Review of documentation

As stated previously one of the methods appliezbtaluct this study is review of pertinent

legal documents and reports which can be presastéallows:

2.4.1 Powers, Duties and Responsibilities of Public Body

The power, duties and responsibilities of any pubbdy is stated on pertinent policy and
proclamation the Government had endorsed. Relatddis study the researcher tries to
explore information and statements from differemiurses by giving emphasis on
legal documents.

Minister of Finance and Economic Development (MoF)

Among the duties assigned to the ministry of firmand economic development (MoF)

which is clearly stated on the proclamation No./2889 sub-article (5) and (6) of article 5

pertinent to internal audit is: oversee the intemuadit functions of public bodies and
develop appropriate standards of work and condurcgpplication throughout all public
bodies internal audit functions; develop internahtcol standards, assist in building the
capacities of the internal audit and, monitor measuaken in accordance with internal

audit reports, submit annual reports on the fingling internal audit to the Council of
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i)

Ministers and monitor the implementation of deaisi@f the Council.

Following this mandate, the Ministry has developatt issued Federal Government

Internal Audit Administration Manual No. 47/2009.nCthis document duties and

responsibilities of the Ministry, public body andetinternal audit department is clearly

stated. Among these, major duties and responggiliof the ministry in line with the

internal audit function mentioned as follows (triated from Amharic version):

> Considering budget allocated, quantity of propeatiministered, and volume of work

performed by the public body, avail the organizatistructure and placement of
internal audit, and prepare job description to gyelb title,

> Placement and dismissal of head of internal autit@ofessionals at every public body,

> Before placement of internal auditor in public bpdgknowledge the required competency
is uphold by the in auditor,

> By evaluating the educational background, work eepee and pertaining to the
profession training of auditors assigned in pulllady will work on those auditors
who are not have the required professional skildee such competency,

> Evaluate the performance of head of internal and#very public body,

> Recruit, promote grade of internal auditors, angeneral administer human resource of

internal audit,

» Transfer internal auditors from one office to otbéice,

> While disagreement between the internal audit depart and public body exist, provide
solution by closely following the case,

> Develop and amend policy, standards, and workirsgesys the internal audit to follow,
monitor their implementation, and

> Develop the capacity of internal auditors by prawidshort-term and log-term trainings.

Responsihilities of Heads of Public Bodies
Similarly, as stated on the Proclamation No.648®8@b-article 2(b), (g) and (j) of article
6, among the financial responsibilities of the he&agublic body, responsibilities of head
of public bodies in the area of internal audit Isacly stated and this is presented as

follows:

> ensuring that the internal audit system is appabely staffed with trained and
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gualified manpower and that the internal auditscamied out efficiently, effectively and

economically,
> ensuring...the internal audit is carried out timatgla

> take appropriate measures in accordance with tpertreof the external audit or
internal audit.
Then after, as stated on Proclamation No 970/2@fr&efdment of 648/2009) sub-article
(2b) of article 6; the responsibility of head ofgfia body stated on the above first bullet is
replaced by; ensuring that the internal audits ameied out independently, efficiently,
effectively and economically.
All the above factors stated is to show that theegoament give direction to head of public
bodies and assign responsibility to ensure thairttegnal audit function to be performed
not only effectively but also efficiently and ecaonigally. This shows that currently the
government go extra miles and show high commitnfierh previous situation, since it
incorporated efficiency and economy where this diectknowingly or unknowingly
neglected. Moreover, the head also take the regpbiysto take proper corrective action
on internal and external audit findings and recomaa¢ions.

2.4.2 Duties and Responsibilities of Internal Audit
In recent years, researchers and practitioners Wwidkely discussed the need for internal
auditors of adding more value to their companigsérations and contributing to the
achievement of corporate objectives. This new matsge has focused increasing attention
on issues such as performance evaluation and igdeess of internal auditing (for
instance Dittenhofer, 2001; Bou-Raad, 2000; 11A990
In case of Ethiopia to have an internal audit fiorcin public body is legally a mandatory
and professionally a requirement. This can befjadtiin various legal documents. For
instance: Financial Administration Proclamation (Md8/2009 and 970/2016), Financial
Administration Regulation (No. 190/2002), Direcvef MoF, Internal Audit Manual of
MoF (No. 7/2003 E.C.), Directives on internal ausidanagement No. 47/2009 E.C, and
Administrative action No. 48/2009 E.C. preparedvnf-.
Apart from the legal requirement, Local and Globastitute of Internal Auditors
Professional Association strongly recommends eistaibly internal audit team in any

organization. Some Development Donors also stromgépmmends an organization to
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have internal auditors so that they can rely orrépert of the organization with whom they
are working and the money they provide to suppoulctbe used for intended purpose and
comply with their requirements. Generally, in Efhie the duties and responsibilities of
Internal Audit of public bodies are stated on diéf@ legal documents. For instance, on the
Proclamation No0.648/2009 of sub- article (1a) td)(af article 7 as well as in Council of
Ministers Regulation No0.17/1997 article 6, the mespbilities stipulated on these
documents are presented as follows:
> conducting internal audit at specific intervalsei@mluate the performance of the public
body and to ascertain that public money and pubtaperty are used for intended
purposes, and submitting audit reports to the h&fathe public body and to the
Minister, follow-up measures taken based on auriirfigs ;
> developing audit programs and audit procedures lwhie specifically designed to
meetthe requirements of the public body;
> developing a monitoring system which will, at reguintervals, test and report to
management and the Minister on the public bodysm@ance with the applicable
internal and external directives and procedureg; an
> advising management, at regular intervals, onriternal practices and controls and
onwhether they are efficient and economical.
The focus of the above provisions is mostly onritial and compliance audits. In addition
to the responsibilities of the auditors mentiondxb\ee, their duties also stated on the
Internal Audit Procedural Manual endorsed by MoB0@. In general, Internal Auditors
deal with issues that are fundamentally importanthie survival and prosperity of any
organization, they look beyond financial risks atatements to consider wider issues such
as the organization's reputation, growth, its imgacthe environment and the way it treats
its employees. In sum, internal auditors help ogions to succeed. They do this
through a combination of assurance and consulfifige assurance part of our work
involves telling managers and other concerned skatéers how well the systems and
processes designed to keep the organization ok aracworking. Then, the auditors offer

consulting help to improve those systems and psasewhere necessary.

25



2.4.3 Internal Audit Policies and Procedures
As stated on IIA Standards of 2017, the chief aeg@cutive must establish policies and
procedures to guide the internal audit activityeTlorm and content of policies and
procedures are dependent upon the size and stusftine internal audit activity and the
complexity of its work.
Concerning organizational policies and procedurdsekét and Yisma (2007) stated on the
research paper as; in order to make internal agdigiffective, there should exist clear
policies and procedures against which organizatiprectices are to be gauged. Also, the
results of the internal audit services help imprakese policies and procedures. The
policies and procedures for the organizational fas in the institution studied are those
applying to the public sector organizations in Bfia. This component of the
organizational setting factor rates fairly in teraists influence on audit effectiveness.
In addition to the above points, based on the mangiaen to Ministry of Finance of the
Federal Government of Ethiopia on Financial Adntmaison Proclamation No. 648/2009
article 75; the Ministry may issue directives fdret proper implementation of the
Proclamation. Accordingly, based on previous pmoelaon internal audit manual
No0.7/2003 is developed in Amharic and applicablalirpublic bodies till today. The main
objective of the manual is to have similar struetand contents of internal audit report,
and to establish standardized report writing styhel have quality report in all public
bodies. So internal auditors working in all pubbiganizations are forced to respect and
follow this guideline while writing the audit regoMoreover, as stipulated on Councils of
Ministries Regulations No0.17/1997-part two subedeti2; Ministry of Finance shall:
develop and maintain appropriate standards of \andkconduct for application throughout
all public bodies internal audit functions. Basad this mandate the Ministry developed
and issued Internal audit standards and code afsetor internal auditors and internal
audit procedural manual Furthermore, while Fim@ncAdministration Proclamation
No0.648/2009 amended by Proclamation No. 970/204i6jstry of Finance developed
and endorsed a manual titled Federal Governmentnigirnal Audit Administration
Manual No0.47/2009. The manual mainly states the eatbje, duties and
responsibilities of the internal audit. Besides sthinanual, Directive for the

Administration Action No. 48/2009 E.C. also premhie Amharic and implemented.
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2.4.4 Challenges of Internal Audit

In Ethiopia case until the Financial AdministratiBroclamation N0.648/2009 amended by

Proclamation No. 970/2016, head of internal augjitorting line is to head of the public

body, where the internal auditor is working. On #mendment new sub-article (1) of

article 7 added which is exactly stated as “thedhaad professional staffs of internal

audits of public bodies shall be accountable to Nheister of Finance”. This is a new

chapter to enhance the independency of the intawnditors who are working in all public

bodies. Following this, Ministry of Finance has dm®ped and endorsed manual which is

titled as Internal Audit Management No.47/2009n(stated from Amharic version). Even

though the dual reporting structure not-exists teetbis development, the independency

of auditors clearly stated on the Federal Governnh@ernal Audit Manual No. 7/2003

prepared and endorsed by MoF in Amharic. But tldependency of internal auditors was

very challenging and not realized as expected. Tarsbe justified as follows:

Internal auditors in public would face many chafjes while conducting the audit

activities. The challenges will have an impact dw tquality of the service they

delivered and scope of work. These factors showémces on the effectiveness of

internal audit. As stated on the Internal Audit &gdural Manual (2004) developed by

MoF, major risks/dangers the internal auditors ddake are stipulated as follows:

» Lack of expertise, leading to trivial audit findim@nd lack of management respect;

» Lack of opportunity for professional development;

* Domination by dishonest management and staff mesylbeading to the neglect of
sensitive areas where controls are weak and engewuses;

* Repetitive audit routines which staff members cesdct;

* Being assigned to tasks such as accounting and@riel of expenditures which
the internal auditor will subsequently have to adonflict of interest);

* Inability to insist on getting significant informat because of fears of losing
promotion opportunities and job security (lack mdépendence);

* Being ignored;

* Top managers who are engaged in avoiding contooled detriment of the entity.

* Management and employees do not maintain and ddnad@sa positive and

supportive attitude toward internal controls;
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* Wrong perception of the audit function and auditioysstaff of the public body.
In general majority of challenges, the internal itard faced emanated from lack of

independency

2.4.5 Formation of the Institute of Internal Auditors
The Institute of Internal Auditors (The IIA), heapiarter located at Alemonte Spring,
Florida, governs the professional practice of m&érauditing worldwide. Since its
founding in 1941the IIA has issued an extensive body of professiditedature and
research report. These documents serve both taderguidance for internal auditors in
carrying out their duties and to provide a level reépect for the profession among
businesspeople and the general public. The Institsitthe driving force behind the
professionalization of internal audit and the depetent of internal audit.
Like all professions, internal audit has its owillskand its own qualifications, technical
standards and codes of practice. These are allidebvthrough the internal audit
professional body — the Chartered Institute ofrimaé Auditors. As an affiliate member of
the global Institute of Internal Auditors, the Ctemed Institute of Internal Auditors
promotes the International Professional PracticemmEwork (IPPF) in the UK and
Ireland, so that internal auditors here aroundvibdd work towards a globally agreed set
of core principles and standards. IPPF providedande to internal auditors globally and
paves the way to world- class internal auditing.
Following the global association, the institute inofernal auditors-Ethiopian chapter is
established in Addis Ababa in the year of 2000. sksted on the proceedings of the
inaugural ceremony of the institute of internal itud-Ethiopian chapters (IIA-EC): In
1994, a Task Force was formed by the Prime Minidterassess and review the
performance of the Civil Service and come-up wabommendations. One of the areas to
be covered was financial management, this inclydi@aning, budgeting, accounting, cash
management, internal audit and external audit. rAtite years of study, the task force
came up with the major problems to be addressedaastategy for improvement. The

major issues or problem areas identified with maraudit included the following:
> Absence of functional internal audit in some ingigns, there were public bodies

without internal audit services,
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> Internal Audit concentrated its effort on the wrojab. It should have been an

independent service providing information and sEntd management on such matters
as risk to propriety, the adequacy of and compganith control systems,
> Internal Audit devoted most of its efforts to pridrecking of transaction. This negates
its independence and reduces its effectiveness, asdatiather routine step in the
authorization process which should have been soresibility of management.
> Internal Audit Services neither have enough skilkdff nor does the staff have
adequate manuals and guidance to work with, and
> Ministry of Finance has a department responsihiei@cking compliance with policies,
procedures and laws. There is no link betweendbmartment and the internal audit
service.
Further-more the Office of Federal Audit Generakwasponsible for the internal audit
function. With the above issues/problems numbeeocdbmmendations were forwarded by
the Task Force, and then a team called Core/Releam established to refine and take
the responsibility to implement the studies basedhe recommendations. The first effort
made was to give a legal backing to the internaitaiwnction. In 1997, the Financial
Administration Regulation issued by the councilMihisters set the importance of the
internal audit function in the section dealing wHimancial Responsibilities. With this
step; almost all public bodies established thermateaudit service, almost all public bodies
discontinued pre-checking of transactions, andamsibility of internal audit function was
transferred from the Office of Federal Audit Gethéoahe Ministry of Finance.
2.4.6 The organization studied and its internal auditfion
As stated previously this paper is based on a chsdy of Ethiopian Agricultural
Transformation Agency. The Agency is a public bedyablished by Council of Minister
Regulation N0.198/2010. Currently deployed over S&0f working on different position
and has four regional branch offices (source: dmgdion profile). Since the establishment
of the Agency until end of 2018, the internal addnction is staffed with one auditor and
the reporting line is to the CEO and in some othstances to Chief of Staff. Comparing
the volume and complexity of the work having oreffstot recommended and comprises

the scope and quality of the audit service. Sinnd ef 2018 additional three staff
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recruited and join the Agency, now the internal iatebm is staffed with four internal
auditors and structured at directorate level, billtthis size not adequate to deliver the
expected service. As recommended by the MoF nuwibstiaff for organization with such
type of size requires minimum of eleven auditors.

As stipulated on the Government’s Financial Adntmaison Proclamation, Regulation and
Directive that internal audit department reportiing is to the Ministry of Finance. This is
the first step in Ethiopian history to maintain tdegree of independency of internal
auditors in public organization. As a result, th&ernal audit is administratively
accountable to the Ministry and the day-to-day apenal activities to the CEO. Audit
findings and recommendations are addressed dirextliige CEO for corrective action to
be taken and copy to the MoF.

Until end of year 2018 almost for the last eighangethe Agency is staffed only by one
auditor. Then after three additional staff recriisnd join the Agency, now the internal
audit team is staffed with four internal auditorslatructured at directorate level. Based on
the government policy and regulation the internalitis directly report to the MoF and for
the day-to day operation activities to the Chiefké&ixive Officer of the Agency. The

current organization structure and reporting lioethe Agency looks like the following.
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ATA’s organization structure and reporting lines

Driver Executive Assistant Senior Advisor Ethics Al ’.?'Sk& Legal Advisor
Compliance
Senior Director, P Senior Director, Senior Director, N Senior Director, J—;ﬁiﬁﬂ rector,
Amhara Operations CEO Office A&M Imp. Support ' Operations
A
Oversight —  ACC Program I Oversight — Oversight — Oversight - Oversight - Oversight
L Program& ACCS & I dPl
Project Mgmt. "_‘"‘-’9" = ICTfor Agriculture pufs of ) got -~ Analytics ~  Admin. & Logistics
Coordination Protection
i Operations : :
Or mla P | Planning, Reporting & | o Irestock | | Cross-Cutting L Fi
Special Projects larket Development ivestoci Initiotives inance
Oversight ACC Program
L 6 Private Sector in o Evaluation and i
| Program & Communication e Mechanization (et Human Resources
Project Mgmt.
Senior Director, ) L Partnership Rural Financial Res. & Extension o MoA DU = T
SNNPR Operations Services
Oversight —  ACC Program —  Soil H. & Fertility - Policy Unit - Procurement
Lo ; Program & Project
Project Mgmt. —  ISGWID Project g = 4 1 Sub-Grant
Senior Director, 4. Management
Tigra Operations | Business Training @
A FTC Project
Oversight ACC Program
L Program &
Project Mgmt.

Note: A&M stands for: Agriculture & Marketing, PP: Production and Productivity, ICT: Information Communication
Team, ISGWID: Integrated Shallow Ground Water Irrigation Development, FTC: Farmers Technical Centre, DU:

Dédlivery Unit, and IT: Information Technology.
Source: Agency profile (2019)
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2.4.7 Internal Audit Charter
One of influencing factors for the effectivenessntérnal audit is the existence of internal
audit charter. The charter is a formal written duoeat that defines mainly the activity’s
purpose, authority, and responsibility of interaatit. The charter establishes the internal
audit activity’s position within the organizatioaythorize access to records (both physical
and electronic), personnel, and physical propertiglevant to the performance of
engagements; and define the scope of internal aatities.
With respect to ATA, until 2018 formally approveddadocumented internal audit charter
not yet exist, but the CEO and Ministry of Agriaukt approved such document as of
June 24, 2019. This by itself is a success andsheflanagement to have clear
understanding about the function and value of ngkaudit. The Internal Audit Team also
governed by this document.
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CHAPTER THREE

3. RESEARCH DESIGN & METHODOLOGY

3.1 Research design
A research design is simply the framework or plan & study used as a guide in
collecting and analyzing data. It is the blueptivat is followed in completing the study
(Churchill & Brown 2007). According to (Adam akdmuzora, 2008), research design
can be understood as a detailed work plan whicisesl to guide a research study to achieve
specified objectives of the research.
Having this idea in mind the researcher choses sagly strategy for the study. This is
supported by research conducted by (Mihret and @adannis, 2008) on value-added
role of internal audit an Ethiopian case study heeathe method enables the use of
multiple data sources so as to cross-validate teeiulough triangulation (Benbasat et al.,
1987; Soy, 1997; Jick, 1979). The lack of reseantlthe topic in the context used for the
present study (Benbasat et al., 1987) and thetf@ttarguably the phenomenon studied
cannot be studied separately from the context (Y881, 1994) justify the choice of the
case research strategy. A single-case, holistieareb design is used where the internal
audit department of the corporation was investmjas a single unit of analysis. This
design is chosen because there exists a theorraca¢work (notably that of Roth, 2000,
2002, 2003; Gupta, 2001) for the concepts examiard,the aim of the research was to
contribute to extending the current understandihthe concepts of interest (Yin, 1994).
Further, the paper argues that it is appropriateet® value-added internal audit within a
defined context, which makes it necessary to stundgrnal audit's value-added role
holistically and contextually. This need makes tlase study strategy an ideal choice in
developing a “typology” of value-adding internaldituprofiles in future research enables
the use of multiple data sources so as to crosdatal results through triangulation
(Benbasat et al., 1987; Soy, 1997; Jick, 1979). A& of research on the topic in the
context used for the present study (Benbasat efi@R7) and the fact that arguably the
phenomenon studied cannot be studied separataty fh@ context (Yin, 1981, 1994)
justify the choice of the case research strateggingle-case, holistic research design is
used where the internal audit department of th@aration was investigated as a single
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unit of analysis. This design is chosen becauseetlesists a theoretical framework
(notably that of Roth, 2000, 2002, 2003; Gupta,13d0r the concepts examined, and the
aim of the research was to contribute to extendimg current understanding of the
concepts of interest (Yin, 1994). Further, the paggues that it is appropriate to see
value-added internal audit within a defined contexhich makes it necessary to study
internal audit's value-added role holistically aswhtextually. This need makes the case
study strategy an ideal choice in developing adtggy” of value-adding internal audit
profiles in future research
3.2 Area of study

The study was conducted at Ethiopian AgriculturedriBformation Agency. The Agency
is a public body with the head quarter located hdi& Ababa and currently has four
regional branch offices at Hawassa, Baherdar, Mékk@ed Addis Ababa representing the
four regional states namely; the South Nationaidwatities Peoples, Amhara, Tigrai, and
Oromia respectively. The internal audit team of Agency structured at head office level
only, no audit staff stationed at branch officetieTstaffs travel from head office to
conduct any audit activity when required. So, gleircase holistic research design is used
to investigate the working team as a single uniamdlysis. In the context of proposed
research problem, the study intended to explortofadnfluencing the effectiveness
internal audit in the Agency.

3.3 Techniques and procedures
The technique which was employed to conduct theysts review of various empirical
literatures, legal documents, internal and extesndlit reports, self-administered structured

guestionnaires and interview.

3.4 The Sample sizes
As mentioned above one of the techniques usedndumb the study is developing self-

structured questionnaire. The target group for thugpose is staff working within the

organization in the area of Finance, Human ResoWRoecurement and Logistics Team
(Department). These working areas (Departments)caresidered as an auditee (audit
client) for the study. Potential risks of the orgation are associated mainly with these
departments. Scope of internal audit mainly incoajpes these areas to evaluate and

ascertain the effectiveness on internal controlresiddmanagement process. All these issues
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3.5

3.6

directly or indirectly are related mainly with tleeteam. Considering these matters into
account the researcher believe that the team manske&cted for the study is appropriate
as an audit client (auditee).
The questionnaires were developed and sent to taff sf the team through the
organization internal email (outlook), and totalnmher of populations is Thirty-two.
Questionnaires designed are specific and highgriekated with the internal audit function
in the area of the team’s duties and responsikakityvell as directly or directly reflects the
influencing factors mentioned above. They were gmé=d in the form of affirmative
statements, relating to the concepts on the efioéiss of internal audit function, in such
a way as to enable measurement of the respondepitéons (see Annex 7). The
respondents were asked to indicate their levelgpé@ment on a five-point Likert-type
scale with the following ratings: strongly agreé\(%r 5), agree (A, or 4), neutral (N; or
3), disagree (DA; or 2) and strongly disagree (8D1). The numbers were indicated in
the questionnaires to provide a feel of intervalsaneasurement and to generate data
suitable for quantitative analysis.
The other techniques employed to conduct the siadgeview of various empirical
studies, audit reports and legal documents. Paititteaudit report, internal audit report
of 2010 and 2011 (Eight quarter) and external argpbrt of 2009 and 2010 Ethiopian
fiscal year reviewed and conducting semi-structurgdrview with the internal audit
manager.

Data collection methods
The type of research conducted is case study,eswarcher employed both primary and
secondary data collection instruments. Secondatp @eere collected from different
sources: like legal documents (includes mainly vahe proclamation, regulation and
manual), annual reports, circular, internal andeewl audit reports, research books,
articles, proceedings and websites. Primary datee wellected from target group by
developing self-administered questionnaires and sethem through the organization’s
email (outlook) and collecting their response andduicting interview with the internal
audit manager.

Data analysis method
Data analysis was achieved through sequences nfitiast including editing, coding,
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entry, tabulation on the computer by processinggigxcel sheet and power point. The
purpose is to check the completeness, internalistensy and appropriateness of the
answers to each of the questions. Besides theipgemethod of data analysis applied to
analysis the demography of the sample at the studda specifically in terms of

educational qualification, service year, team amthdgr of the respondents, statistical
analysis of data obtained from respondents analylagdpercentage and depicted

graphically.

With regards to this study, the data collected westted for accuracy and completeness
before they were subjected to analysis. Descripgivalysis method was adopted for the
study. Since this type of analysis analyzed thepaeses through chart, tabulations,
frequencies and percentages. By analyzing the dateswers from respondents and
information obtained from documents were thorougiiigcked and compared to establish
their validity. The purpose was to add value to shedy findings. Analysis of data was

done basically based on the research objectivesaestions.
3.7 Validity of data

The researcher tried to make sure that data caiechethod; the sample selected, and
methodology of the study were proper and relatethéostudy. Hence, this study is valid
since valid methodology is applied and the datan#&rimation collected are from reliable
and legal sources. The questionnaires are sentighrthe organization internal email
address of every staff selected for the study ttesponse also collected through the same
email address. The documents reviewed are mainlyergment's proclamations,
directives, manuals endorsed by concerned authiblézml body. Internal audit reports are
final reports after the exit-conference is carroed with senior management, have minute
and submitted to MoF. Similarly, external auditagp used for the study are also final
addressed to the Agency’s senior management ftezanference carried out. So, there is
no suspicion for the data being invalid.
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CHAPTER FQJR

4. RSEARCH RESULTS AND DISCUSSION

In this section, the result of the case study es@nted here below in three sub-sections:
guestionnaire results, audit report and documanmgweresults. The discussion begins with
the descriptive statistics of the respondents edlad the questionnaires’ and followed by
audit report and document review.

4.1 Descriptive statistics

4.1.1 Response Rate
The total number of populations working in the tesatected for the study is 32 and the
guestionnaires are sent to all staff through tlgawization’s email address (outlook) and
sent their response using the same email address1 the population 19 respondents
forward their response which accounts 59%.

4.1.2 Respondents’ demographic characteristics
Table 1 below describes the demographic charattsrisf the respondents regarding to;
gender, educational qualification, year of work exgnce and working team. Concerning
gender of respondents 63% are male and the restaB&%emale, 53% of respondents
possess BA degree and the remaining 47% acquiréekasnajority of respondents (63%)
working in ATA within the range of 1-3 years, 26%thin the range of 4-6 years and the
remaining 11% within the range of 7-10 years. Hynalith respect to team; 47% which is
majority are working in finance, 21% in human reseu& logistics and the remaining
11% in procurement team. The organization is eistaddl and entered into the operation
since 2010.

Table 1: Summary of respondents’ profile

Demographic questions Frequency Percentage
Gender Male 12 63%

Female 7 37%
Educational BA 10 53%
gualification

Masters 9 47%
Service yearin ATA 1-3 12 63%
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4-6 26/%
7-10 11%
Working team Finance 47%
Human Resource 21%
Procurement 11%
Logistics 21%

Source: Questionnaire Results, 2019
4.1.3 Response of Auditee (Audit client)

As stated by (Mihret and Yismaw, 2007), managemsmpport considered as an
influencing factor of internal audit effectiveness by setting the overall tone in
organizations that determines the level of coopmraif auditees to internal auditors. The
level of auditee cooperation in turn influences éxéent to which internal audit properly
accomplishes its objectives (Al-Twalijry et al., 300ihret and Yismaw, 2007).

To study the influence of audit clients (auditea)tbe effectiveness of internal audit five
guestions are carefully developed and sent to éamtworking in the area of Finance,
Human Resource, Procurement, Logistics throughotiganization email (outlook). The
guestionnaires are purposely limited in order &irret the length and maximize response
rate. They are designed in such a way that to krespondents’ perception on the specific
area of internal audit functions related with tlueliaclient and considering the purpose of
the study. The scale of response categorized fivegparts. These are: Strongly Disagree
(SD), Disagree (DA), Neutral (N), Agree (A), anddsigly Disagree (SD), and the result
of the data analysis is interpreted as well asgmtesl by chart as follows:

From 19 respondents with respect to the role @rnal audit being clearly understood as
constructive and value add rather than as faulliriop or mistake tracking; on the average
3 respondents (16%) strongly agree, 9 (47%) a§ré26%) neutral, 2 (11%) disagree and
no one says strongly disagree. With respect tatltkt service being delivered helps the
team to achieve its function/role; on the averages@ndents (15%) strongly agree, 10
(53%) agree, 6 (32%) neutral, and nobody respoiitdsredisagree or strongly disagree.
For full support and cooperation being providednternal auditors while conducting the
audit activity on the average 5 respondents (26#ohgly agree, 10 (53%) agree, 3 (16%)
neutral, 1 (5%) disagree, and nobody responds rasigty disagree. For appropriate
corrective action being taken on time on auditifigd and recommendations reported; on
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the average 5 respondents (26%) strongly agre@2%) agree, 7 (37%) neutral, 1 (5%)
disagree, and nobody strongly disagree. Finallgrival auditors for having full access to
records, information, documentation, assets, amdopeel during the audit engagement;
on the average 5 respondents (26%) strongly a@r€87%) agree, 5(26%) neutral, 2
(11%) disagree, and nobody strongly disagree. Theguéncy of respondents

corresponding to each questionnaire is plottedigcagly as follows:
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Table 2: Auditee response graphically
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4.2  Audit report review results
The other technic employed to conduct the studyeisew of audit reports and legal
documentations. The result of review and discusgresented as follows.

4.2.1 Internal audit report

According to ISO 19011, an audit finding is defingsl a “result of the evaluation of the

collected audit evidence against audit criteris88Q@| 2011). The audit findings can also

indicate the conformity or nonconformity to theaddished procedure and can lead to the
identification of improvement recommendations (ISZD11). The study conducted by

(Taretken et al. 2018) uses the number of auddiriigs as the metric to measure the 1A

effectiveness.

Pertinent to internal audit report review totallyetve internal audit reports of 2010 and

2011 EFY-Eight quarter reports were reviewed tessdhe internal audit effectiveness,

using the rate of implementation of audit recomnagiotis as a substitute. (Refer Annex 4

and 5). The result of the assessment shows thahgraodit findings reported during

2011, two of them are repeated from 2010. The matdrtheir content is similar but

corrective action not taken by management. Theitiiggl are realistic, simple, not take

time and cost to correct and not to be repeatedhnsary of these are tabulated here
below and bolded on the Annex 5. Mainly it is thesponsibility of head of the
organization to take proper measure on internaledrnal audit findings because he is
the one who is legally entitled to do so and actahie for such inefficiency, and this will
have its own impact on the quality of internal auio, management’s support to internal
audit team by taking corrective action on audidiings and recommendation is another
factor that influences the extent to which the iingg audit team can fulfill its purpose.

Accordingly; commitment and support of top manageime an essential task and one of

the requirements to have effective internal audihie organization.

Table 3: summary of internal audit findings repdate

S/N | Audit Findings-2010 Audit Findings-2011

1 Cost of Broadband internet service BrCost of mobile telephone, EVDO,
35,817.39 paid for residential house of a staf&roadband internet service for
But no prior approval from authorized body foresidential house Br109,363.73 paid
such cost. from the Government budget.
2 Instead of following Government's perdigninstead of following Government’s
rate to pay perdiem & accommodatic| peldiem rate to pay perdiem &
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cost from Government budget, using
Agency'’s rate, but this rate is not approved
concerned government body

haccommodation
Iyovernment budget, using the Agency’s
rate, but this rate is not approved by
concerned government bc

cost from

Source: Summarized from Annex4 and 5

4.2.2 External audit report

Pertinent to review of external audit reports thsult shows that financial statements of

both years don't reflect satisfactorily the amooahtevenue collected, disbursement made,

and budget utilized. What is very critical here (%) the type of audit opinion for both

fiscal years-being qualified (uncleaned), (2) frome major audit findings reported during

2010 five of them are similar with 2009 in contethis accounts 56% and only four audit

findings identified during 2010 are new and acceutt%, and (3) the aggregate amount

of findings where corrective action not yet takesignificant which is ETB18,558,058.72.

summary of repeated audit findings is tabulate@ bhetow, and the detail are on Annex 1.

Table 4: summary of repeated external audit finding

SIN

Audit Findings-2009 EFY

Audit Findings -2010EF

1

Without following Government's salary Without following Government'’s salary scal

o

scale, payment of salary expense |Brayment of salary expense Br 16,161,657.68

4,768,743.00 made to the staff.

made to the staff

Without  following  Government’s Without following Government’s perdiem

perdiem payment manual and rate, copayment manual and rate, cost of perdiem Br
of perdiem Br 10,690.00 to the staff and286.20.00 to the staff and Br 13,850.00 for
Br 49,780.75 for other costs in total Biother costs in total Br 18,136.20 payment

60,470.75 payment done. done.

For trainees came from regions perdi
cost Br 2,214,257.80 and other costs
9,713,700.00 in total Br 11,927,957.

payment done.

pifRor trainees came from regions perdiem gost
Br 740,583.40 and other costs Br 931,672.00
BON total Br 1,672,255.40 payment done.

Without getting prior approval fron
Ministry of Civil Service or law,
regulation or guideline that suppof
payment of Health Insurance B
203,210.36 for various staff and thg

n Without getting prior approval from
concerned government body or law,
tgegulation or guideline that supports Life
Brinsurance Brl,026,305.75 for 359 staffs for

pisix month and Health Insurance Br 24,080(45

families, Group Life Insurance B

rin total Br 1,050,386.20 paid to different
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2,195,303.61, and Money Fidelityinsurance companies.
Guarantee Br 18,498.00 in total Br
2,417,011.97 paid to different insuranice

companies.

5 Advance payments Br 161,590.1%repayment not settled/collected on time| or
outstanding from one month to year andutstanding for a period of one month tg a
not settled (collected) within allowedyear amounts Br81,671.96

period of time.

6 Financial statement of the Agency dgeBinancial statement of the Agency does hot
not reflect satisfactorily the amount pfteflect satisfactorily the amount of revenue
revenue collected, disbursement madeollected, disbursement made, and budget

and budget utilized. utilized.

Source; summarized from Annex 1

If the internal audit is staffed with adequate f@mand competent professionals, work
critically throughout the year with the standareé fhrofession requires, stated on the job
description, directives and manual, the probabibfyhaving unqualified (clean) audit
opinion is high. In addition, strong follow-up amti by internal auditors on the audit
findings could bring same result. So apart from agament’s commitment to support the
internal audit competency and quality, the follow action by the internal auditors
contribute to the effectiveness of the internaliaud

4.3 Document review results
In addition to the result of internal and exterraldit report review, various legal

documents and reports pertinent to the study asiewed thoroughly. To mention some
of the them; Government’s Financial Administrati®roclamations, Regulations, Manuals
(Federal Government Financial Administration Nol1®B6, Proclamation No. 648/2009
and its amendment No. 970/2016, Council of MinsteRegulation No0.17/1997,
Financial Administration Regulation No. 190/2002jrdotive for administration of
internal audit No. 47/2009 E.c, and Directive fatministrative measure No. 48/2009 E.c,
Internal Audit Procedural Manual-MoFEC, Manual foternal audit report writing
prepared by MoFEC Tir/1998, Federal Governmentrivale Audit Manual No.7/2003),
circulars, audit charter, proceeding, etc., Thallédgamework laid by the government is a

corner stone for the effectiveness of internal au@his is bounded in various legal
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documents namely, proclamation, regulation, and uakarhat the government give
direction and assign responsibilities to the Mok dread of public bodies to ensure
internal audit function to be performed not onlfeefively but also efficiently and
economically. This indicates that currently the gmment go extra miles and show strong
commitment from previously-because it incorporates efficiency and economy aspect
into the audit function and increases degree adpeddency for the internal audit.

Since Government’s interest and commitment to heffective internal audit function
reflected starting from high level. MoF had devedpand issued different manuals and
standards based on the direction given from theegmment. In addition, the Ministry
provides short-term training to internal auditorsrking in public organization, evaluate
their work, follow on the audit report, recruit amtéploy competent auditors, advise
auditors to be a member of IIA and take examinatmracquire certification in internal
audit, etc., These efforts are indicators to imprthe competency of internal auditors and
quality of reports they will deliver. The overaffect of this will ensure the internal audit
function to be effective. In addition, we have ldathat apart from the MoF, head of
public bodies are responsible to take proper coweaction on internal and external audit
findings and recommendations. Currently the inteanadit charter-where the purpose,
authority, responsibility, scope, nature of thevs®r to be provided, etc., clearly stated,
approved and documented. As stated by (Mihret asthaw, 2007), organizational policy
authorizing the internal audit (for example, IA diea) is another potential influence that is
closely related to management support and auditegecation.

Since 1997 almost all public bodies establishedritexnal audit service, discontinued pre-
checking of transactions, and responsibility oéinal audit function was transferred from
the Office of Federal Audit General to the MoF. Uptoclamation N0.648/2009 of article
6 (2b) amended by 970/2016 internal auditors inipuiodies report to head of the public
body where they are working and ensuring the imleandit system appropriately to be
staffed with trained and qualified manpower wasesponsibility of the head of public
body. Currentlydual reporting structured-administratively to theMand the day to-day
routine activities to the head of public is in @aGenerally, MoF is responsible to oversee
the internal audit functions of public bodies amdelop appropriate standards of work and

conduct for application. All this measure takenthg government and MoF is to have
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effective internal audit function in public body lproving the organizational setting,
independency, competency and quality.

4.4  Interview results

Various interview questions were conducted with thiernal audit manager and his
respond to all questions. (see the detail intengeastions on Annex 6). The questions are
designed pertinent to five factors which are exge¢d influence the IA effectiveness, and
the result can be summarized and presented inalatowim as follows:

Table 5: Summary of interview result

Factor: Frequenc | Yes Percentac | No Peicentag:
Organization settin 7 4 57% 3 43%
Independenc 4 2 50% 2 50%
Managemensuppor | 4 3 5% 1 25%
Competenc 6 2 33% 4 67%
Internal audit qualit | 14 1C 71% 4 29%

Total 35 21 60% 14 40%

Source: interview response of | A manager

The table above shows that concerning organizaiing seven question was raised and
on 4 questions (57%) response of the interviewe&'és’ and on the rest 3 questions
(43%) is ‘No’. This shows that for questions raisedthe organization setting there are
some gaps which influences the effectiveness of @ancerning independency four
guestions were raised and equally responded as aeks'No’, and this also shows that
there are gaps in the area of independency. Pettioenanagement support four questions
were asked and the response on 3 (75%) is ‘Yes'tia@demaining 1 (25%) “No”, this
shows still there is minor gap in this factor adlwgo, the IA effectiveness influenced to
some extent because of this gap. Concerning competsx questions were asked and
response on 2 questions (33%) the response is ‘af&$’on the rest 4 (67%) ‘No’, this
shows also existence of some gaps on competenaghwfluence the IA effectiveness.
Finally, 14 questions were raised concerning qualitd response of the interviewee on 10
(71%) questions is ‘Yes’ and on the rest 4 (29%INi® this also shows that there is a gap
in this factor and by implication the 1A effectivess is influenced.

Generally, from 35 questions raised for the inmge response on 21 (60%) questions is

‘Yes’ and on the rest 14 (40%) ‘No’. The overalsué shows that there are gaps in all
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factors that should be addressed by the managetoeritave effective IA in the

organization.
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CHAPTER FIVE

5. SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

This chapter comprises four section namely, sumroafindings, conclusions, limitations
of the study and recommendation based on the @semrestions, review of empirical
literatures, legal documents, audit reports anernview. The purpose of this study
is to establish factors that can influence theaosiffeness of internal audit in the public
sector by focusing on the Ethiopia Agricultural iséormation Agency.

5.1 Summary of findings
Generally, the overall result of the analysis franditee (audit client) perspective shows
that majority of the respondents’ scale of respdosdour questions out of five is agree.
Which address the management support, quality t#rmal audit and independency
influences the IA effectiveness to some extent. ¢fog question which deals about the
corrective action being taken on audit findingsjarty of respondents are neutral, which
means management support and commitment to takecatime action is indifferent.
When triangulated this response with audit findimdsch are repeatedly occurred, and
action not taken will raise questions of accourigbto the respondents. This shows
that, role of internal audit and service delivesgith respect to its quality, support &
cooperation of auditee, and full access to docuatiemis, records, assets, and personnel-
independency will influences the internal audieetiveness.
Empirical literatures show that there are differéanttors which influences the internal
audit effectiveness. The factors are associateld th# country, environment, policy and
culture where the organization operate, and theare methodology employed.
While review of audit reports financial statemedbgsn’t reflect satisfactorily the amount
of revenue collected, disbursement made, and budijeed. In addition, since corrective
action not taken by management adequately audiiniys with the same nature in content
repeated and this also influences the effectiveimésshal audit.
Pertinent to review of documents, until 2008 Etiaopcalendar year, internal audit in
public organizations reports to the head of pubtidy because of this the independency of
the auditor has been challenged. After year 2008ernwhhe current Financial

Administration Proclamation of the Government isg®&d the dual reporting structured-
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administratively to the MoF and the day- to-daytioel activities to the head of public
body is in place. This is a new development inhistory of Ethiopia in connection with
internal audit. Since the establishment until thet lalmost eight years the Agency was
staffed with one auditor. So, the organizationdirsg of the internal audit function does
not address the scope and audit quality expected the profession. As compared to the
mandate, volume, complexity of the work and siguifit amount of resources deployed by
the Agency, working by one auditor not recommendbd, audit function not strong to
evaluate the public resources being used for imendurpose and forward
recommendation. This is also supported by thenatemudit manager while conducting the
interview. Bednarek (2018) argues that one of thigatory conditions to be met to allow an
internal auditor to conduct effective IAs is theaidability of adequate number of qualified
experts. Similarly, Arena et al. (2009) argue taager IA departments would allow internal
auditors to do rotations, ultimately leading intmare objective IA. Hence, the size of the IA
department is considered as an important factorpibizntially influence the IA effectiveness
(Chang, Chen, Cheng, & Chi, 2019).

Beside this the audit charter not approved and miected almost for the last eight years,
as result the purpose, authority, responsibiliggpg and access to personnel, assets,
documentation, etc. not defined and the functiomigfrnal audit not recognized well.
Comparing the result of the study with previousrbtures, generally it can be said that
the factors (organizational setting, independeneg abjectivity, management support,
competency and quality of internal audit) influemtie effectiveness of the internal audit.
Therefore, the organization should give prominemicghese factors to enhance the result
of the audit activity to be effective, efficientcaeconomical.

Finally, the result of interview revealed that #heare gaps on the area of organization
setting, for instance; non-existence of policy amdcedure which guide the IA activity,
inadequate number of professional staff. Concerniitly independency the IA activity not
fully independent because in some case there istarference from management. The
current reporting line not effective to maintaird@pendency as expected because MoF
mainly concerned on government budget but not arodo But the IAT are expected to
audit both the government and donors fund. As coetpto previous structure there is an

improvement. The ATC which is an oversee-body & Agency and established by the
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government currently not functioning since 2018nExrning management support, clear
concept and understanding on the function and valuéA not recognized well. So,
management does not provide the required suppodt service during the audit
engagement and not respond to audit query andnasure on audit findings on time.
Concerning competency there are some gaps mentlmndae interviewee. For instance;
in some case the IAT engaged to audit without acuuithe required knowledge, skills
and experience, the ISPP of IA not fully deployed PBut it is under process to follow and
started to do so and no IAT member possess cattdit of internal auditor. Pertinent to
IA quality the interviewee mentioned some gaps. iRstance; IAT not use technology-
based audit and data analysis technique, intemdl external assessment for quality
assurance not carried out effectively, the activioy well managed to ensure that it adds
value to the organization and the working papetskapt safely and access not controlled.
When we summarize the interview result there amgsgahich accounts on the average
40% of the questions raised on the area of orgaoizaetting, independency, management
support, competency and internal audit quality Whidluences the effectiveness of IA.

5.2 Conclusion
This research paper analyzed factors influencing ititernal audit effectiveness in
Ethiopian Agricultural Agency (ATA). Specificallythe study focused how organization
setting, independency, competency, management gugpd internal audit quality and the
interplay among these factors influence the inteandit effectiveness. From the research
that has been carried out, it is possible to calelihat internal audit effectiveness in the
Agency not in a good position specially pertineat drganization setting-number of
professional staffs deployed less, and managemepbst-adequate measures not taken on
audit findings.
Different action so far has been taken by the gawent that the internal audit function in
public body to be effective. This is clearly statedvarious legal documents. The legal
basis laid down by the government establishing fimection of internal audit, dual
reporting structure, assigning duties and respdigb to Ministry of Finance, Head of
the public body, and Internal Audit functional umit a fundamental action helps the
internal audit activity to be carried out in an iad®d manner, with proficiency and due

care. So that the independency of the function]ityuaf the assurance and consultancy
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services delivered will be improved. Therefore, atitors should respect their duties,
responsibilities and execute accordingly to achidve expectation and enhance the
effectiveness of internal audit.

By doing this the organization is primarily benefitfrom the profession. As a result, the
scarce resources of public money and property ctneldused for intended purpose,
economically, efficiently and effectively and theurgval and prosperity of the
organization would be ensured by achieving the etgakeobjectives and goals. Since the
role of internal audit is mainly future orientedshould incorporate in its annual audit
plan those audit findings that corrective actiort ypet taken, conduct an assessment
to identify high risks where no or weak control g&icommunicate management and
other teams on which area to be intervened (withoatating the independency),
develop a system to monitor action taken on auddihgs, communicate effectively
and work critically with concerned team or persdnimethe preparation of the audit
plan and execution following professional standafdanagement also responsible to
identify risks, manage them effectively by stremgting the internal control system, and
take adequate measure on audit findings and recoduatiens timely. In addition to this
management should respect and follow the governmelity and regulation as well
as donors’ requirements while taking any actionsecure prior approval from
concerned body before overriding. By doing this ititernal audit would be effective
and deliver value added services, the probabitigt tlean (unqualified) audit report to
be delivered by external auditors will be high. sThwill further enhance the
reputation of the Agency, and the Government angldpment donors will have trust to

work with the Agency and increase their support.

5.3 Limitation of the study

Like any other research paper, the study has its lawitations. For instance, it does not
address other factors which might have significarfluence on the effectiveness of
internal audit, it is based on perceptions of theligge and internal audit manager
response on questionnaires and interview condudted. believed that individuals’

perceptions may not accurately measure the factumyestigation. Furthermore, data
collected through the questionnaires was necegdamited in order to restrict the length

50



of questionnaire and maximize response rate.
Since number of IAT staff employed in the Agencyeiss (three) and their service year in
the organization is less than a year, a reseatehudang self-administered questionnaires for
this study not collected. The findings of the studyn not necessarily generalize in other
different settings. Because every public organzegi have their own organizational
structure, working environment, modalities, cult@ed mandate. The conclusion of the
study depends upon the assumption of the reseasifingd scope of study, data collected from
auditee (audit client), review of empirical studiegial documents, audit reports, interview and
analysis to this might not be applicable for otbrgianizations.

5.4 Recommendations
Based on the analysis and subsequent findings fiteenstudy, the following major
recommendations are forwarded. The finding of stigly proved that presence of proper
organizational setting, independency and competefapternal audit, and provision of
adequate support by management, and respectabié quality will influence the
effectiveness of internal audit. Therefore, manag@nof the Agricultural Transformation
Agency should consider these factors as a majtar fdr internal audit effectiveness and
work critically on gaps identified. Accordingly:

» Considering the mandate, mission, uniqueness ofotfganizational structure,
volume & complexity of work and resources deployedmber of professional internal
auditors serving in the Agency should be increasammbrdingly. This will enhance the
scope of audit activity and quality of the serviwe be delivered. As a result, the
effectiveness of internal audit would be achieawd] the Agency will be benefited from
this.

> |If the Agricultural Transformation Council will bactive and functioning following its
establishment, it is advisable that the IAT repwytiine should be to this body, or else
audit committee established by the government aidaf every public body report to
this committee, so that independency of IAT coutditmproved more and interference
of management minimized.

» The management should take adequate measures aunddllfindings timely, exercise
due care not to repeat and commit wrong doing, avgrperformance in the area of

budget utilization, manage resources efficientlgf@ectively, strictly follow and respect
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government’s policy and procedure as well as donaguirement in all aspects or
secure prior approval from concerned authorizedyboefore action being taken by
violating the policies, procedures and requiremedts these points influence the
effectiveness of the IA in such a way that; onethed duties and responsibilities of
internal audit is to provide assurance on the dperal activities of the organization
carried out being comply with the existing law, ipp] procedure and follow-up on
internal and external audit findings and recommé&aoda action being taken by the
management. This is specifically associated withmetency and quality of the internal
audit.

Future study should be undertaken to explore thhreepéon of other parties such as
external auditors on the effectiveness of intemalit, and other factors influencing the
effectiveness of the profession should be demadestra

Having professional association (IIA-Ethiopia Chaptin the country will support to
enhance the profession locally and helps to addhesglobal changes in the area. So,
public bodies should provide the required supporsttengthen the local professional
association. This will help to improve the competeand quality of IA to the expected
standard.

Internal auditors working in any organization (goveent or non-government or private
sector)should join the association, improve/update thmiel of acknowledge, skill, and
commit to acquire certification in internal audgp as to improve their level of
competency, and

Considering the legal framework and IAA professioaasociation documents and
research reports, standardized and comprehengemah audit procedural manual with

the required working formats should be developeatiimplement in all public body.
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Annex 1: Financial Audit Report of 2009 and 201pared by OFAG

S/N | 2009 Audit Report Finding S/N | 2010Audit Report Finding
1 Without following Government’'s perdiem paymegni Without following Government’'s salary
manual and rate, cost of perdiem Br 10,690.00 &g th scale, payment of salary expense Br
staff and Br 49,780.75 for other costs in total |Br 16,161,657.68 made to the staff
60,470.75 payment don
2 For trainees came from regions for perdiem cost Br | Without following Government's
2,214,257.80 and for other costs Br 9,713,700.00 in | perdiem payment manual and rate, cost
total Br 11,927,957.80 payment done. of perdiem Br 4286.20.00 to the staff andg
Br 13,850.00 for other costs in total Br
18,136.20 payment done.
3 Without having a letter written form the orgariea | 3 For trainees came from regions for
where the participants are working cost of perdiem | perdiem cost Br 740,583.40 and for othef
Br 339,184.44 paid. costs Br 931,672.00 in total B
1,672,255.40 payment done.
4 Without confirmation by participants for colleugi| 4 Without getting prior approval from
perdiem cost Br 11,956.00 recorded as expense. concerned government body or law
regulation or guideline that supports Life
insurance Br1,026,305.75 for 359 staffs
for six month and Health Insurance Br
24,080.45 in total Br 1,050,386.20 paid tp
different insurance companies.
5 Not following Government's salary scale, paymest As per the government procurement
of salary expense Br 4,768,743.00 made to the. staff directive for purchase of petty goods,
services or urgent expenses associated with
travel that are not included in the annuyal
plan can be directly purchased if the cpst
not greater than Br 5000, but cumulative
amount of such type of purchase during the
period should not be exceed Br 75,000. But
during the period Br 190,952.22 expensed
for such purchase
6 Without getting prior approval from Ministry ofv@ | 6 Prepayment not settled/collected on time
Service or law, regulation or guideline that suppor or outstanding for a period of one month
payment of Health Insurance Br 203,210.36 |for to a year amounts Br81,671.96
various staff and their families, Group Life Insuca
Br 2,195,303.61, and Money Fidelity Guarantee|Br
18,498.00 in total Br 2,417,011.97 paid to diffdren
insurance companie
7 Advance payments Br 161,590.19 outstanding fom | Prepayment not settled/collected on timg or
one month to year and not settled (collected) withi outstanding for a period of one year to five
the allowed period of tim years amounts Br158,235.
8 Double payment of perdiem and accommodation c8st | Accounts payable Br 2578.94 not
Br1572.00 to one training (meeting) participant €on paid/outstanding from one month to a year
identified
Because of the above irregularities mentioned abfova | 9 Accounts payable Br 950.00 npt
serial number 1-8, the financial statement of thgercy settled/outstanding from one year to five
does not reflect satisfactorily the amount of rewen years identified.
collected, disbursement made, and budget util
1 While the regular authorized annual budget amgunt

is compared against utilization per each prog
account code, it is found that above 10% of vaea
sum of Br21,534,262.98 not utilized. So, Empha
should be given to this matter.

decause of the above irregularities mentione
N&bove from serial number 1-9, the financial
\Sfatement of the Agency does not refleg

satisfactorily the amount of revenue collected
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disbursement made, and budget utilized.

2 RMATTERS

Stock recording, receiving and issuing done by
person.

The internal audit did not perform audit activ
during the fiscal year.

1
pne

ty

While the regular authorized annual
budget amount is compared agains
utilization per each program account
code, it is found that above 10% of
variance sum of Br91,442,129.78 nog

utilized. So, Emphasis should be given top

this matter.

OTHER MATTERS (corrective action not

taken on the previous audit findings)

Without following Government’'s perdiem

—

payment manual and rate, cost of perdiem
Br 10,690.00 to the staff and Br 49,780.75

for other costs in total Br 60,470.7
payment done,

5

For trainees came from regions for perdiem

cost Br 2,152,233.00 and for other costs

Br

9,159,600.00 in total Br 11,311,833.00

payment done.

Not following Government’s salary scale

payment of salary expense Br 4,768,743
made to the staff.
Without permission of pertinern

government body, or law, regulation pr

guideline that supports payment of Heg

.00
t

Ith

Insurance Br 203,210.36 for various staff

and their families, Group Life Insurance Br

2,195,303.61, and Money Fideli

Guarantee Br 18,498.00 in total Br

2,417,011.97 paid to different insuran
companie:

Yy

ce

Source: Financial Audit Report of OFAG Megabit 2010 and Miyazia 2011E.c. (translated by the researcher from

Ambharic version)
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Annex 2: Organization structure of ATA

ATA’s organization structure and reporting lines

Audit, Risk &

Fre Legal Advisor

Driver Executive Assistant Senior Advisor Ethics

A 4
y

Senior Director, P Senior Director, Senior Director, [N Senio Senior Director,
Ambhara Operations CEO Office A&M Imp. Support
A
Oversight —  ACC Program - Oversight - Oversight — Oversight o Oversight - Oversight
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Annex 3. Budget approved from Government, suppbdanors and loan (2007-
2010 EFY).

Regular budget

Development donors

Loan (AGP-WoddkBsecured

70

Budget from MoA.)

year Authorized | Utilized By Collected Utilized ETB| By | Loan Utilized By %

(EFY) ETB % % securec ETB

2007 39,833,719| 39,833,71 100 382,250,966 21&1@9, 57.0| 132,281,130 117,334,770 88.

2008 45,626,491 | 45,471,501 | 99.6 | 422,584,083 331,606,289 | 78.4 | 190,927,885| 142,068,17474.40

7

2009 93,830,233 72,719,731| 31.4 | 342,603,689 469,164,169 | 137 | 86,449,337 | 97,411,625 113
1

2010 175,757,956 30,588,950 | 17.4 | 285,839,952 118,524,411 | 41.4 | 12,000,000 | 2,963,928 | 24.69
0 6

Source: Performance Audit Report of OFAG Megabit 2010 E.c. Addis Ababa
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Annex4: Audit Findings of 2010 EFY reported by internal aad

NC

o

S/IN Audit Findings-2010

1 | Ending balance of Accounts Receivable as of MaBak80/2010 increased by ETB
217,618.77 (44%) as compared to the beginning balahthe fiscal year (Hamle 01/2009)

2 | From Account Receivable balance shown in theidislvg ledger contract agreement of two
staff is already terminated total balance of thiBi23,540.00

3 | A difference of Br 1570.52 (shortage) is obserwdrle the cash count result is compared
against the record.

4 | Ending cash balance shown on the ledger and teakciliation not agreed. As a result, differg
of Br 22,776.99 observed.

5 | While advance payment is settled the remainiisy talance Br. 147, 640.53 not deposited
into the proper bank account No.

6 |In addition to perdiem cost paid to field vis#frarticipants, sum amount of B#A81,70
accommodation cost paid, but this expenditure hoivad from Government budget.

7 |Instead of applying Government's perdiem rate andprocedure for Government budgel
using the Agency’s peridem & accommodation paymerguideline. As a result, payment nbdone
following the proper regulation.

8 |Br. 160, 000 for post-paid mobile telephone espepaid from Government fund but not allowe

9 |Cost of Broadband internet service Br. 35,817.3paid for residential house of a staff. Btino
prior approval from authorized body for such cost.

10 | Separate record for the movement of Governmemesn and that of development dosmano
maintained.

Source: Internal Audit Report of 2010 EFY (translated by the researcher from Amharic version)
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Annex 5: Audit Findings of 2011 EFY reported byeimtal auditor

S/

Audit Findings-2011

1

Instead of applying Government’s perdiem rate and pocedure for Government budget,
using the Agency’s peridem & accommaodation paymerguideline.

Remaining cash balance Br 122, 100 from advaagment is deposited into the Bank after
fifteen days elapsed, but as per the guidelindesetint of advance should be done within seven
days the staff came from the field.

Cost of mobile telephone, EVDO, Broadband interneservice for residential house
Br109, 363.73 paid from the Government budget.

Money released from the Government not utilizéithdvaw effectively, as a result during the
ond quarter of 2011 only 66% is drawn from Zero banéoamt.

Some of expenditures not executed as stipulatetieo ATA financial management manual. That is;

purchase request, purchase order, Cheque paymectem contract agreement are
authorized/approved by unauthorized personnel ahtyndual signatory.

Procurement of construction works costs Br 288.A®and Br 496,915.00 were approved and
contractual agreements signed by unauthorized persodelegated by the CEO.

Cheque Payment Vouchers and Journal Voucher@pobved by authorized personnel.

Items kept in the store over the last three yed@tsut providing any service since purchased and
entered into the store. The items were purchaseitfoosis project and the total cost of the itéms
ETB 1,330,452.44. The project is already closedrartlover to concerned body and the items no
used by ATA

Various fixed assets not functioning but simpdpkin the store for long period of time. Example o
such assets are: Tablet computers, Laptop Complidrsne-Apple, UPS, Clinometer, Tables, Cha
Projectors, Water dispensers, Stoves, Cash Safekjiy Stations, LCD Monitors, CDMA/EVDIO.
Type of assets and their quantity attached withatidit report.

10

Employees who resigned from the organization anutraot agreement terminated not returned

assets they received; as a result, the assettlarecorded in their name as a custodian/user.

11

Assets issued from the store and the receaieerclearly known and the location as well, stated on
fixed asset register aqunknown” and “Untraced”. The assets areTablet Computers, Lapt
Computers, CDMA/EVDO, and photo camera.

12

OTHER ISSUES
» Staff who resigned from the organization returndbsets after holding for long period of time (

a year),
» Issuance of stock items without recording on Goiedaing voucher, opreparation of the vouch
after the item is issued from the store and consiyme
» Spare parts not issued from the store based ondbde number recorded,
» Some vehicle log sheets not completed with theiredunformation, and

» Some of the vehicles’ file not maintained and updatith the required documentation.

Source: Internal Audit Report of 2011 EFY (translated by the researcher from Amharic version)
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Annex 6: Semi-structured interview gquestion

Dear Tibebu Girma, Internal Audit Manager of ATA

Addis Ababa, Ethiopia

Subject: Request of interview for research study

The intent of this interview is to explore infortiza regarding factors influencing the internal

audit effectiveness in ATA in order to have suffiti response to the research problem. The

information obtain in response to the items inititerview will be used as part of the data needed

for the study.

A. Interview Guide for Internal Audit Manager

1.

2
3.
4

3.

Researcher: - Post graduate student, St. Mary difyédepartment of Accounting and Finance.
Topic: - Factors influencing the effectivenessntéinal audit in ATA.
Objective: - To collect necessary data that infagenthe effectiveness of internal audit in ATA.
Confidentiality: - It is not the interest of thigudy to disseminate your organization and
information to anybody. So be confident that then af this study is to identify factors
influencing the effectiveness of internal audityiour organization for the purpose of student
research program.
Instructions
In this interview, in a private setting you will l@sked questions about the internal audit in
your organization.
Permission to make an audiotape of the discussioeguested.
During the interview, | will listen to and trandoei your responses.
The transcripts from all the interviews will be ds® draw conclusions in aggregate terms,
without any reference to specific participantshait organization. Therefore, your name and
organization or any identifier will not appear imyaof the outputs of the research.
Your interview tape and any associated notes veélicbded before it is transcribed so that
your identity will not be associated with your reape.
General information
Does the organization have an Internal Audit depant, if not why? How many staff are
L= PP PP UPPPPPPPRPPR
How internal audit function supports the partiescofporate governance in discharging their
duties (i.e. Ministry of Finance, board of directaudit committee and external auditors)?

To whom is the internal audit department/team MPIHRO?.........cooviivrririeeeeeriie e

Your honest and thought full responses are appegtia
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Yeshitla G/kirstos

D. Semi-structured open-ended interview questions
A semi-structured interview was performed with itiernal audit manager, using five factors. The

guestions are focused mainly on the Organizatidtinge Independency, Management support,

Competency, and internal audit quality. Accordingly

) For how long you have served as an internal auditager in ATA? .................
1)) Have you taken formal training on internal audityds for how long?............
11)) Do you have direct and unrestricted access to seamnagement and the
board/oversee-body?............
IV)  Have you developed and maintain a quality assurandeémprovement programme
that covers all aspects of the internal audit &gtv..........
SIN Interview questions Yes | No Remark
1 Organization setting
1.1 Does the purpose, authority and responsililitthe internal
audit activity clearly define?
1.2 Does the IAT has a policy/strategy for trainiramd
development its professional staffs?
1.3 Is there a complete and updated policy andepiae to
guide the internal audit activity?
1.4 Does the IAT is staffed with adequate numberofessional
staff to carry out its functions successfully?
15 Does the IAT is organized and structured camsid the
current four regional branch offices’ devolutiomums?
1.6 Does the required necessary equipment and itiil
pertinent to the audit work are provided?
1.7 Does the IAT obtained sufficient budget to gaout its
function successfully.
2 Independency
2.1 Does the internal audit activity independenii@vperforming
its work?
2.2 Does the IAT had direct and unrestricted act¢essenior
management and the board/ove-body"
2.3 Does the internal audit activity is free fronteirference in
determining the scope of internal auditing, perfiogmvork
and communicating resuli
24 Does the current reporting line of IAT admirasitzely to the

Ministry of Finance, and the day-to day operaticalvities
to the CEO helps to maintain degree of independesicy
internal auditors
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Management support

Does the management had clear concept and

understanding about the functions and value ofmade
audit”

3.2

Does the management cooperative to provide [the

required support and service during the audit

engagement

3.3

Does the management committed to strengthetAthe
like training, certification, etc.

3.4

Does the management is committed to resporalidit
guery and take measure on audit findings on ti

Competency

Does the IAT engaged in the audit activity onlgen
the necessary knowledge, skills and experience
acquired

4.2

Does the IAT perform internal auditing services
accordance with the International Standards for f{
Professional Practice of Internal Auditir

he

4.3

Does the internal auditors possess professi
certification and qualification, such as the Cextf
Internal Auditor offered by The Institute of Intain
Auditors”

nal

4.4

Does the IAT has sufficient knowledge to eviduhe
risk of fraud and the manner in which it is manabgd
the Agency

4.5

Does the IAT has sufficient knowledge of ke

information and available technology-based audit

techniques to perform their assigned wi

y

4.6

Does the IAT members enhance their knowledghs s
and other competencies through continuing profess$io
development

Internal audit quality

Does the IAT exercises due professional caraglthe audit
engagements’

5.2

Does the IAT consider the use of technologyetasudit and
other data analysis techniqu

5.3

Does internal and external assessments foityjaaksurance
and improvement programme of internal audit isiedrout?

54

Does the internal audit activity is well manéd¢@ ensure that
it adds value to the Agenc

5.5

Does a risk-based annual audit plan is prepaasdd on risk
assessment and consider input from senior manage

5.6

Does the IAT develop and document a plan fothed
engagement, including the objectives, scope, timamgl

A

resource allocation
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5.7 Does the IAT develop and document work progranthat
achieve the engagement objecti\

5.8 Does the IAT identify, analyze, evaluate anctuthoent
sufficient information to achieve the engagement's
objectives

5.9 Does the audit engagements are properly sigaet¥i

5.10 Does the internal audit working papers aret kagely and
access is well controlle

5.11 Does the audit findings are discussed withatédit client
(auditee) before reportin

5.12 Does the IAT communicate the results of engeme (audit
report) to concerned boc

5.13 Does the audit report is clear and complete?

5.14 Does the IAT establish and maintain a systemdnitor and
follow on audit findings for action being take

Part 1lI-Open ended questions

AdditioNal COMMEBNES: ..t e e e e e e e e e
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Annex 7: Interview questionnaires for Auditee (Audient)

i s T i | G i
e Rl e

Dear Finance, HR, Procurement, and Logistics Teambkrs of ATA,

First, | would like to apologize for making you lusm responding the following questionnaires
especially on tight time. As some of you know | aonducting study on factors influencing the
effectiveness of Internal Audit in our organization partial fulfilment of the requirements foreh
MBA in Accounting and Finance. Kindly cooperate mdilling the following questionnaires as
your genuine, complete, and timely responses ar@adrfor success of my study. Besides, | would
like to assure that the data collected using thhesstionnaires are purely for academic requirement
and your responses will be held confidential. Herdrdly requests you to respond each item
carefully.

Note:

% Please fill the answer by putting “X” o mark on the space provided.
< Provide your response and email the completedtigmesire as soon as possible
< IAT means Internal Audit Team

< ATA means Agricultural Transformation Agency

Part I- General Questions

The following questions are prepared to get gerifatmation. Please respond by putting 6r
writing yor response.

1. Your current position in the organization:

2. Gender: Male (), Female ()

2. Level of education: BA (), Master’s degree, PhD ( ), Other (specify)

3. How long you have served in ATA? 1-3 (), 4-6,(7-10 ( ) years. You can round months.
4. Working team: Finance (), HR (), Logistics Pyocurement ()
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Part II- Questions regarding the internal audit function in ATA

Instruction: Below are statements about the Intetnait Function in ATA pertinent to your team

or area of responsibilityPlease indicate whether you agree or disagree eutt statement by

marking V" or “X” on the space provided that indicate yolmoice from the options that range
from Strongly Agree (SA), Agree (A), Neutral (N)idagree (DA) to Strongly disagree (SD).

Measurement Scale

Questionnaires

(SA)

4
(A)

3
(N)

2
(DA)

1
(SD)

The role of internal audit is clearly understoodanstructiv
and value add rather than as a fault finding otakestracking

D

The audit service provided to your team/area gbaasibility
will help to achieve your function/role.

Full support and cooperation are provided to IraeAudit
Team while the auditors conduct the audit activity.

Appropriate corrective action is taken on timedadit findings
and recommendations reported.

D

Internal auditors have full access to records,rm#tion,
documentation, assets, and personnel during &audit
engagement.

PiXo Lo [ aToY g F=1 Rt 8 0] 2 0 1=] oL PR
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Table 1: Summary of respondents’ profile

Demographic questions Frequency Percentage
Gender Male 12 63%
Female 7 37%
Educational BA 10 53%
gualification
Masters 9 47%
Service yearin ATA | 1-3 12 63%
4-6 5 26/%
7-10 11%
Working team Finance 47%
Human Resource 4 21%
Procurement 2 11%
Logistics 4 21%

Source: Questionnaire Results, 2019
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Table 2: Audit response graphically
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Table 3: Summary of repeated internal audit finding

S/N Audit Findings-2010 Audit Findings-2011

1 Cost of Broadband internet service Br. 35,817.3%ost of mobile telephone, EVDO, Broadband
paid for residential house of a staff. But no prijointernet service for residential house
approval from authorized body for such cost. Br109,363.73 paid from the Government

budget.

2 Instead of following Government's perdiem raténstead of following Government's perdiem
to pay perdiem & accommodation cogtate to pay perdiem & accommodatign
from Government budget, using the Agency’s ratepst from Government budget, using the
but this rate not approved by concerned governmekgency’s rate, but this rate not approved |by
body concerned government bc

Source: summarized from Annex 4 and 5
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Table 4: Summary of repeated external audit fingling

SIN Audit Findings-2009 Audit Findings -2010

1 Without following Government's salary Without following Government’s salary scalg,
scale, payment of salary expense |Bpvayment of salary expense Br 16,161,657.68 nmade
4,768,743.00 made to the staff. to the staff

2 Without following Government’'s perdiemWithout following Government’'s perdiem
payment manual and rate, cost of perdiemayment manual and rate, cost of perdiem|Br
Br 10,690.00 to the staff and Br 49,780./8286.20.00 to the staff and Br 13,850.00 for other
for other costs in total Br 60,470.75costs in total Br 18,136.20 payment done.
payment done.

3 For trainees came from regions for perdierRor trainees came from regions for perdiem gost
cost Br 2,214,257.80 and for other costs|BBr 740,583.40 and for other costs Br 931,672.00
9,713,700.00 in total Br 11,927,957.80n total Br 1,672,255.40 payment done.
payment done.

4 Without getting prior approval from Without getting prior approval from concerned
Ministry of Civil Service or law, regulation government body or law, regulation or guideline
or guideline that supports payment [ofthat supports Life insurance Brl,026,305.75 ffor
Health Insurance Br 203,210.36 for variou859 staffs for six month and Health Insurance|Br
staff and their families, Group Lif¢ 24,080.45 in total Br 1,050,386.20 paid |to
Insurance Br 2,195,303.61, and Mongyifferent insurance companies.

Fidelity Guarantee Br 18,498.00 in total Br
2,417,011.97 paid to different insurantce
companies.

5 Advance payments Br  161,590.1%repayment not settled/collected on time |or
outstanding from one month to year and natutstanding for a period of one month to a year
settled (collected) within allowed period pfamounts Br81,671.96
time.

6 Financial statement of the Agency does ph&inancial statement of the Agency does not reflect
reflect satisfactorily the amount of revenusatisfactorily the amount of revenue collected,
collected, disbursement made, and budgdisbursement made, and budget utilized.
utilized.

Source: summary from Annex 1
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Table 5: Summary of interview result

Factor: Frequenc | Yes Percentac | No Percentac
Organization settin | 7 4 57% 3 43%
Independenc 4 2 50% 2 50%
Management supp« | 4 3 5% 1 25%
Competenc 6 2 33% 4 67%
Internal audit qualit | 14 1C 71% 4 29%

Total 35 21 60% 14 40%

Source: interview response of | A manager
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