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. I'R ACT 

Co rpor~tll: C !ovcrn<tncc (C'(J) i: ~~ \\ ·t: 111 \\ hil·h s t ~ t kc h o ld l· r s nssm c thctTtsc lvcs of gc1ling 

u rclum oJ, tlH.:ir in\-:'> '1 · \l 1''11 \\\Ill)' tilL· 'il'jl<lr: ttio tt bctwcc t\ th ose w ho control nnd 

those who m\-11 the r · tlu I ·I lim , l~ll~·ctiw cmpor:tt c govern ance pract ices arc essenti al 

to :tvhiL"viltl' .111 I I' lilt 11111n 1 public trw;t :11 HI co !dldei\Ct.: i 11 the Cenlr<.ll govemlll enl 

Ill the 1 roper 1\!ltctioll ilt g of' the Clovcrn mcnl ami economy as a 

\)\Cnl.\nec can colttri!J ute to poor ser v ice deli ve ry to the citizens 

n·uptton<; to an economy. Corporate goven tance and ex lema! audit 

111 tor b_ aligni11g the objectives of' 1rw nagemen t w itl1 the objec ti ves \1 1. 

shat\.'hllld ·r.·. thereb' enhancing the reliability ol' lin<lltci<tl inl(nmnt ion nml tiH.: inkgri ty 

nl'thc l'inc.:1 ial reporting process. 

j he objcC 1\'c oi' the Study WHS IO investigate tht.: relationship helWCCJ1 risk \)ltSt.:d <llldit 

:Jil(l corpo:·atc governance ill lite Ccnlr<ll ( J0Vl'llll11l'llt or I' l:ll)'(l. !'he. study udopkd (\ 

dcscripti\ ' re'itarch clcsigtl. The target popul<tlillll was 11:?. 111inistrics i11 I' enya \\ hich 

forn,cd th · s~1mple bccau,c only on~..: re.:;rnndcnt W<tS cxpcctcd !'rom cnch ministry. 

Primar_ lata wa, collecte I u ·in~' a qul'stionnairc COlli! ri-sing both opL·n-L't1CI ·d und clo L'

ended ~l tions while ~erontbry data ""s c )[b.:tcd !'rom ministrie publtcutiotl" 

in ·ludm 1 n 1ce charter and trategic plcln · 'I he re earchcr cle .ted n pilot 'I'Oup < f 5 

•· I· 'lu. I rom th · tar 1 ·t ampl of th · tafl \\Orkin' in th mini tri 

II lh 1c ',,·ch 111 trum ·n Data oil Ctt;d ' a ;:m,ll) z 

r h li 11 lm •nt · I u 111 • 

1t•t m • ur 

md chart . p r nt 1 

It n I n 

t • t th' 

ul tit n . 



The study l'L)Und that risk :~sse:-.. m ·nt prncl icL' S, 1·isk rnanngcmenl practices, annun l risk 

based planning and risk bas ·d iniL'rn,ll :1ud iting sl<mdarc.l s nfTccled corporate governnnce 

Cll !he ce11tr<tl ):'O\ • 'lllll 'IH nnnistry. l'hL' 'l lt1d y recomm end s !hal most orgnniznlions' 

h ul I dn vlop :1 sl r;Jt q;il' pl ~111 !Iilii ,;~_,o tlld e1wble the audit starr to 

l'Vultllll 1 i ~ 111J 1 I nlil) luph -risk 1\ J'l'<l'' lkll deserve audit ntlc:nlion. Tllis exercise 

·hpuld he: ht:ad of i11tem;ll ;1ucli l lo ensu re !he appropriateness or resou rces by 

[1\'jcdin' r quiremenh 111 a timely f~tsilion thus cnhanci11g good governan ce. The internal 

,\Lt1il ·l, 1td I adh'n.: lO the guitklines stipuJatccl by the lJlslilt lte of' lnlem al Audito rs (ll !\) 

'' h;..:h i" recognized as the internal audit profession's leader in ecrlilicnlion, cd ue::11 ion, 

rt:sc::~rch. and technical guidance. Tl1c study recommends thnt f'uturc scho lars and 

ach.i 'i:licians c:plon: the findings or this study lo take it rurlhcr laking into account the 

chang.::s in the operating environment 
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1.1 Back<• round of lhc Stu'd\ 

CHAPTER ONE 

IN I'ROD\JCTION 

( \ltj)Pt'Hll' ( tl 111 n (('< 1) is :1 w;1y in wllicll slukclwldcrs <tSSl.ll'C Lbemsclves of gelling 

:1 t ·t tttl l'll th 'II tn l' Intent followitlg tile SCJHirrllioJI bclweetl those who control and 

tlll'.l.: \ h \ n the residual claitJls (Silk:i kr & Vi sl111y , \ 997). Thi s separation ol' 

ll\\ ncrJ1:l from control imp! ics that the slakcholdcrs cannot exercise 11.111 coni rol over 

Jll.ll1<lgcrd actions. 'I!Jcrc f(>t·c. stakeholder; hire tlHJJl<l gers to IJWke decisions thnl me in 

the l ·~t interest or the stakeholders . .l cnSCJl cllld Meckling ( 197(>) define this n.:lationship 

as agc~1CY relationship in which shareholders engage managers to mange and direct their 

i m 'stmem on their beha I r. 

In <1 ldition . agency theory assumes an opportunistic behavior where both individuals 

\\a:tt o maximize their own expected inll:rests kading to a constant con!lict ol' interest 

b l\\ecn manager· and sharcholdc.:rs. htrlhcrmore. there will he ~In inCorntnlion 

1 . 1 11 -:!r~ bt:•,.,., .... 1 th · .lwreholcler and mmwnemtnl bccau c lite lllHllnft..:J' · h:l\ c the 

mr ·•iti\ . dd antat'. or information \\ithin the llllpany 0\'C:r that of th. )\\Ill.:!' 

(/ul 1 J,th, _009) I .T·cttve corporate !'O\ ·rnan c practice arc c entia! to a ·hi,, in • 

n intainino Jlll :i tru land in th ( cntral • m, hi han: 

th • pr 1 't fun ti 1lll11 

m 111tt i It t 1 1 tc J li 1 \ th 1 11 n •1 I m 

,IJ 



Agency theory predicts thnt cu ,'L'r~llc ~n\ cmnncc and external audit en hance the 

COil\ cr~-:ncc or int ·r ·st b '(\ . '11 ~11:11 ·llnldl'l'~ :lild llll\11~\gers. Auditors work directly ami 

lll<lrl: closdy \\ith th • n1lit l'lllllllliiiL'l' th:111 tilL' hoil rd (1\hdu llnh, 200L1). 1n their work , the 

:~tldlll>l. c1ulini h )I 't.ttin11-; ol' tilL' li1111 :1s I'LIIl lly the 1lH.lllLl gc1·s who have been 

cit· t" ·I b\ th l 11 I I o lllSLllc bo:ml I 'C iJI 'CSC IIt t~ ti oll 111 tile veril'ication process as to 

"h ·th 1 th lllllll ml tatcmcnts pn.:pnn:d m:tL1n ll y pmtr:1y n true <mel ('(lir viev,• o[' lite 

Pl 11 1111 1t1 1 · lm.tnl'l< I pos111o1l <IS <1! " givc 11 dlltc, the cxtel'lla l aud itors who me 

i11d 1 ·nd ·nt '' rk closely with the m1dil colllltlit!cc. Om: illlJlOI'l< llll 111t>1litori11g systcm is 

c lll r.l go\cmancc whose primary oh'•ectivc is 110! to directly improve eorp<mltc 

1 ·riormance. but to resolve Hgency problc1 l'i by aligning 111<11Wgcmen!'s i11terests with tilL~ 

int r·, sol· sha··cholclers (Cohen ef of .. 2( 07). l~:tenml audit is perceived to he :mother 

impo:·tant monitoring system that may 11elp to align the interests ol' 111<111agers n11d 

~har.:holdcrs and r ·ducc the potential liH· oppmtunistic managers· helwviur. Cohen c/ u/. 

(_C)Q?J note that the oliUilor hears grco\ I'C~j)Oil'<ibi\it) lor rck1hk lillilllCi~t\ I' ·porting WhL'll 

th · auuit committe ·. role is primaril_ c rcmonial, althou 'h the committee's \'lllholil' 

·ffH· an I ·ad to effective qu tioning of m,magcm nt Corporal g >VCn anc · nne\ 

au h t th ·1 ·fore a i t in c tor by alt '11111 , the objcl:li v f managc'llClll \ ith 

t1 · ol h, 1 ·hold r . 11 ·r h) cnh mcin 1 th r hal ilit~ ol tin, P i 1: intorm 1ti n 

int lit) fth lin, nci::tl r'p rtin pr ,nt , nd /imm rman IC)S 

1.1.1 l~i I Ba ul \udit 

ht r I II 111 th It 

l tl rn Ill 



likelihood that the transa ·tion · ,,r ·bssL'S of' tr:1nsaction s, accm.mts or balnnces, and/o r 

disclosmcs is mi stat ·I, h' ·tuhl · till' .tutli t\\1' to ucilicve the audit objective (Prinsloo, 

200X). I' i I ba ·cd au lit i \ Jl'lll'L' .· ._ :111 :lppm<Ieh, <l methodolo gy <mel nn nttituclc or mind 

. 
mllccl i Ito llll' I 1 1.. 1.1 d .tllllit cnliCc ptu :I II y itllplies uudiling Lhe tllings that rcnlly 

tttUll ' t l 1 ltl ll • 1111 111 n lh ci:ill) iiHlsc ill'e(ls tltHL pose the great es t ri sks . Clearly, if 

) l 1LI tl ' rk \ Hh management to help crca te Liti s itd'o rnwtion. /\tiolhcr way or looking ut 

n I -l.l --1 audit 1 as a proccss. 'I raditiotHtlly <lttdits bcgi11 clttc.l end by looking at controls, 

\ Ht.'t' r~~ardcd as the main expertise that the l'uncliotl h<1s. 

RH \ invohc.- high-kvcl risk pro!iling of' tilt.: uudit pmtf(llio over Lime~ thus it f'nciliU1ks 

~trat •gic u:c of scarce audit n.:sourct.:s, alit•ns audit cl'f'orts with m<tnagemcnt objectives, 

t:tcihtat '. in::-.tttutional devcloptncnt. nnd tL·dun:'i risl exposure by !'ocusing atlctltiotl on 

area..: of' weakness. In RBA. risk is measun:cl b) nssessing the ethical clim~ttc. eotnpdL' tl ee 

of per unnel,. i;e of assets and of operations. nwterialit), and results or previous audit·. 

Di: ·ct prohahilit) c timates. normative tHblcs, nnclcomparntivc risk ranl·ing nre typirully 

u ·J 11 lci'ntif. n . l'tsl factor ~ue th·n coll\crted front oncejtual and ~ubj·cti\e 

li 1\ ) dat 1 int , quantit,lli\ dat,. n o rail ri k core is d ·rh d b) .c ring ami 

I h 1 • ult 1 ll1 nt r Inn th t >uid . th 

I 11 If 1 1dtt I • llr ' to hi •I rt 

n id ·r · I lu n 11111 m r du 11 n 

II 

11m 



the scpmation o!' own ·r:-,hil and · ntrul by L'I\StlriJJg that the ma1wgers ac t in the interes t 

of' their principals. \udit r. 'LHill hL' st LTL'Ss !\ !1 only i !' thcir aud it opinion represents the 

tru.: liiJCilnps of th · ulit •nn:li1t'lllt'111 tn pt'O J11 0it' c mpm~Jlc governance in nn institution . 

. 
Sillllill l 'Oll n ·'''Ill\ jll'l')jH.'d i vc, ~ l t ld i tms C<lll he COI! Sicl erecl ns pm t o f' til e cc; 

.. till 'lUI l1' Ill tl P1onit()l' the qt1a lity o [' tilL: li 1HII1 Ci<JI reporting process ( lk aslcy & 

S dt 'I' II ·fore, the in1crm:tio11 hdWL;C il C'C ! <lllcl ex ternal Cl uclit se rv ices of't cn 

. u 'l' • ' th 11 th 1c complclllCIJUIIY <lllcl the purpose o f' bo th is to pro tec t stakeho lders' 

i·1t ·r · l. ll ·nc • .• mditor<> must work with ot ilc1· l'< Jcto rs i1 1 til e ( '(; st ru cture to ensure tl 1<1t 

tt~l ·h .Jcr'> rece;\C: the highest quality Jin<Jnci;!l repo rt s <IS wel l as help to pro tect the 

inter l of urrcnt and f'ulure st(lktholclcrs. 

I h .. ence ofrisk-bnscd audit is thcrcl'ure ('UStonJcr-l'ocuscd. stmt i ng wi th the objl'c ti vcs 

of lh :. ctivit_ being audited, then moving 011 to tile threats (or risks) to achiL'Vl' lllC il t ol' 

tho c !!OaL m.d then to the procedure. <HI I processes to mitioatc the rish;. l~i ·l -based 

audtt i. thcr ·fore an C\olution rather thn11 < rt.:volutiotl, ttlthough th rL' ·tdt obiHilll~d L'!lll 

l · rcH 'utionary m their magnitud . 

1.1._ ( O l'(l U I ' :t h• (,tl\ l 'l' ll :l lH'l' 

19) I pr id · th • ti · pi:IM l)l orp rat· l\ mm '. ftici ·n · ·md 

int unt l ilil) 1 • pon ibilit ,u d ll" n p U'en ') I !1 

d h b ll ·t h. tl 

I h 1\ It ll 

1 hll I 1 



(2002) '>late-; that cot por: t • ~'0\ · n:mCL' 1 s llSl'd in two cl isti net ways: In Anglo-Saxon 

cou11lrics lilc th · l ·ml lll t~lllhl ·m pur~lll' gnvcm<~nc c involves firms pursUing Lhc 

inlcre.t or -;har ·h II T . ln ( th '1' l'll lllltriL'S like .1<\pun, Clcnrwny and France co rport:lte 

!;'OVl'lll l11:. in\ lUI ulnp llll· illl<.'il'S(s of <111 sttlkl' lloldcrs. Tile Centre ror Corporal<.: 

( io '.II '1 ( I)Q ) d •fiiiC'i C<liJHl l'ill \.' )..',OVC J'IlUIICC US the J11'0CCSS by vVhich 

Vlllil ll 1 llcclcd, contro lled atHI IICid :tccountnhlc. 

I )\ ·rn n ·onc~rncd with the procL:ssL:s, systems, pmctices and procedures tlwl 

't'\ ·r·1 in ·tituttO!l') and the manner ill which these rules and regulations me upplicd ami 

r l,o,, d and the relatiollships they create. l ~ssL: illiully it addresses the IL:mkrship role 

' ithin the institutional framework (Cadbury. l ()<)2). C'mpornte govcm<lllCe inlluenccs Lhc 

llO\\ \.lf ·apitaL nnd the lack ol' it 111ay 11c g:1tivel y illlj)<Jct Oil capit:Jl markds. One o!' the 

rc ·omi1~ndati011. of tile I~" ing Report Oil ! 'mpuratc ( lovcm<ulcc r·or South A !'rica 2002 

wa that penston funds shuuld be obliged to Jnclicut~ the ~xtcnl to which corpor<Jtc 

~lO\ ..:man ·e issue· arc taken into consiclcr<llion in invcslnlGill (kci ·ion relating In f'unds 

und r '1 ir ontrol (Centre for ( orporat ~uvcmancc in I' Cll) a 2005). 

>rporJt' '0 rna nee require. a11 r 111ate un I ef re ti lcpal. r •ulcll ll" nnd 

•. td. 11 l . t- 'an , f fa or 111 ludinf th o. lu in· 

h. I I I II '11 I ·ountm 1 t nd,u I . ~ Ill tf II ·t m 11 k ·t mt 'Ill n I 

I h I 1r ott n t mki1 up rvi t n. 

n m tttutt n 



Where it is not, -;upervi. or~ m~l) t'-' h to l'l nsidcr supporting lc.:gislalivc or olhcr rcrorms 

that would allow th ·m l htl\ l' .1 1111lt"l' dire ·t role in promoling 01· req uiring good 

cor pew.'..: fOVct n. n 

l.l . \ l{dHti 111 hip Ill l'l'll l~isl \- lbscd ;\udi( and ( 'orporatc Covcrnancc 

I lh~ hoc~tcl, the :llitl it co tlll1litt ce hns, at lcasl in theory , the ex pli cit 

n Ill.' smutd audi ti1t g Clllti li11;111ciul rcporti11g. llowc.:ve r, recent cvidencc 

mmittecs have 11ot f'ulJillcd thcse responsibilities, e ither bccause or laek 

l I' c tnmillnenl (e.P .. meeting infrequently), kilowlcdge, <tncl/or illdepemlencc (lk<tslcy el 

ul .. 200U) 

Recent !in lings indicate that audit committel.:s mcd with extemal uuditors about twice a 

year. \\'ith limited two-way (i .e., passiw) comnHtnicutiotts (C'ohc11 d al. 2002) allll that 

th' audit committee members are often till.: lllOI'l.: ju1tior mcmi1L:rs or the ho:ml (Val'cas, 

"'~0( 1 1 ). T ht•s. 'o date audit committces in n,o-;t inc;;tances do not appcnr to haw -.;crwd us 

an ·fl'..!ctiv · corporate govcnwnce mechanislll 'I he importnncc ol C{ rpumtc govemam · 

m the audit pro·'· "ill like!.' incrca c a finn'i m ve tov.ard nn au lit trntegy that is 

1 101 ·I li. tic <~ml fo on bu in' procc sc nd bu. incs ri~l . 

.~u litor h • 1c r \ 1 1ht n 

mt t h li nt' and i ndu II). an it int it 

tl h itt f 111 nt 
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imperative that auditor· locu .h' strength ami runclioning or the board of directors 

and its support lor tl · aud tt l'L\lll lllt iiL'L' vhL·n evnlunt ing the risk lhnt the Cinancinl 

!'.latcmcnt<> arc mat n tli. nu tntL d. 

Nlilllil l '111 I t \l I I 111 t od~1y's ot !-', iltti l'.<tLions ! ~tee 1110rc dramatic demands, 

lllllli!ICS thrm cwr hcf()J'(.; i11 !'ul!illiJlg their commil!Tlenlto oversight 

11 ! 1 in • lmenL Corpo r<l te ;tccountability, goverJlllllCC, ri sk miti gnlio11 me just 

.1 I 11 • n lht~l • ~;;ppcr the tlwugl1t ':: o!' sc1tior llHIIHtgcnl cllt ami bomds o!' dircctors in 

cu111 'tlr lr,u·) <. 1'/ani/attons. The ensuring o!' organi:;,Hiiotl ethics, e!'!ici ency, economy, 

and eff ti\ ·n ·-s require· a much broader aprroach today llwn even as recentl y us live 

l 'orpormc gm TJWllCc I'> the orgnnil'.ntiol t's str< ttcgic r ~..:s po n sc to risk. ' I he cl10in· is 

simp!·: l ~ithe r keep up or get ou t: play 111" "c<tlch up" is no Iunger an opt io11. The stakes 

are too high . the potentia l losses too great. 'I he laws and regulations o!' most COl llltrics in 

lll · v. ll'(d have rcauin:d org:tnii.'ations ll st:l up the internal audi t activi ty in on\ T ltl 

lr '11!.! h lhL· cf'li:cti' cncs ol organtt.attot ' cot poratc go crnam:e. < 1rporntion MC alsn 

t ''innin' to l av.~re of the contribu ton made by th mt rnnl audit tn c Jrpurnu.: 

rnan · r h · In titutc of lnt ·nMI udttor r d lined the int ·mal t~udit in .fun· 1 )<) t 

:1 I tmpr) 111 nt ( r Cll) Cl'lhllll' I n c otk 

nt 1 n I , t itt 

II ml n ( 0 h f: llil ilit n llu 11 I r ni n lit 



ilkg<li acts. lcadin~ th ·m m t, ri ght dirccliOil. 1t also reinforces and expands the 

n; Iii l l<'l'Shi p bet\\ • n 

C<lJ'' 
1li itv than 

IH.:t\\ · n ·o 1 

Jl\11 II 

lll htl• 

q lr. ti ns 111 I st: il, l·iloldcrs who have Car Jess knowlcdg and 

,\ulill ll" is 11 )( o11l y :1 medium lo ensure a good relationship 

ty i11 :1 lltlv SL'It sc hti! is also :tn inf'r<1st ructurc to build up 

,lpit.11 /\udit il1 '' i1S i\11 i11stitt1li<)l) enables the users to sccme 

hccdnm 111 tlt ~i r dcci si0\1 111<1king. l)y bui !ding up public trust, 

to the society. Kurill<llll<.l (2005) notes that: Corporate Social 

tC, P ,. corporate governance, and auditi11g arc illlcractivcly rclntcd ami 

lJ 'rat· \ ith ach other. In order to fullill CSI~ unci to ensure suslaim:tl growth illld 

k\ ·\ ~ 111 ·nt. the corpor~ttion must cstahlislt ami opnatc corporate governance. In order 

to 1chtc e corporate governance ciTcctivcly, aucliti11g plays un important role in corporate 

gO\ ·rnance and th ·n the implementation ol' C'SI~. 

I. I .4 Tht• Cl'ntr:ll < ;on.Tnml'nl 

Ken) a's central government i slruclllrcd through lh~,; C'll!1stilul!on. Wield inn all 

admin; tratt c and pulicy-nwking pow r , the e ntral govcrnm ·nt onsi ·ts or three 

br,mch · I· ecutt ·. Parlmment and .lu •ctar). I h · bwnch, ·na ·t the l.t\\ s an I 

th,u '> '111 t 1 • countr I hen· d 101 " r ·form ol th · publi 

n mi R fo1 calth and l·mplo .. m ·nt C r ation fi.1 

and t.1lm in th • 1ul 1i · 

h n I 1 'I ti n md 
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importalll rc!'orm hm ~· sin ' t> ·n itlilt~l!L'd i'o r l'\:lmplc rclatccl to an improved bud ge t 

pt·occ5~ and docum ·nt , nutt'lll.llinn ol J1<l) rtlll ~1n d 1\nuncial management sys tems, lega l 

n.;l'onJl ol l"tn .. n 'I 

ll:chnt Ill· 

1'(1\ 'II Ill' 

m • 'lll 'Ill, t'tllics :\ltd prt\L'llt'l' ll1Ctll. inlmcluction ol' impro ved audil 

llll•' o1 tllldi t l1:1 ·k lop,s wi th lhc uilll ol' improv ing co q om tc 

'tllllH.:nt i11SI iltl io11 S. ltl stiluti otwl relo rm s have also been 

p1 t 1e tc good gov~m<tllCl: und li ght cor rupti on (Ptth li c litwncial 

I 'Ill m nt 1 ~ 1111 • 2012). 

\i' I' I :1ant pctrt or a ransparcnt and well runL:ti<miltg i>t iblic linanci;d !Vlatlagcmcll( 

. ~.·te•n 1 an ii,(kpe·1dent and cJTcc!ivc oversight fuiJclion . ' I he Kenya Na tion;d J\udit 

Office (KE, 'AO) is the main institution !'or oversigh t of public expenditure in Kenya, 

Originally the Orticc W<ts rcf"crred to as tile l·:xcilcqun and J\t1dit I kpmtJnCtlt which with 

t1111 • ·hait •eel l lh · Uniu.: ol'tltc (\ltl(rolln i111d /\utlitur- 1\:n ·mi. During this )K'riud, tlw 

Offic derived its m<tndate !'rom the Exchequer and J\udit Act which provided f'or tilL· 

m.Jit of thL· lt.:ntral ( ,ovcrnmcnl by the l 'on troller and udllor { lcneral. I ail'r tlw A 1 

m ~llcl ·d to al o p1 ov1cle !'or audit o Loc,d Autltoritit.:c..; and .'talL: Corporation I he 

Pull. udit l. 100' t' tahh hcd a 1 wrc md 'pendent t IIi · o th 'ontroller an I 

l r 1en 'ral < 1 I r '11<1111 d :l K I ' 

r 1 l 11 I lh Ill lllUll )ll I llll ll ilit \) th 

th u ht r-

1 uhlt 
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the national assemt lv. tlk' · ·n,\1 .l!Hl tlw t'Ottnly <tssemb li cs. The audit report co nfirms 

whcthl..!t' m ttol put li m 111 ') lt:ts It• 'll :tpjllicd l<twl'ully <t tt d in an ciTcctivc way, nnd 

rep011 m subt itt It 1 ,rli ll\h'tll tll' till' t't'kv:ttt! co tlttl y <tsscmb ly . Within three months 

•tlk·r 1 'l ·i' it • 11 ulit 1 1 nt t, p:tt'li<tlllCitl m l ite <..:o uttly assemb ly must debate <mel 

'PI\ 11 1 lit md t 1k • :tppropri<tll: ac tiott ( 11uhli c iinam:i<tl M<magcmcnl Reforms, 

1)' ) 

l l tri e to strengthett in-;tilutional coopcrution between external audit aml 

~ thct 'l untabilit\ agencies 111 the Ktnya govtmmcnt, including lnkmal ;\udiL 

I fti.:-i-.:ncy 1onit 1:-inr Unit. lnspcclorutt.: ol St<ttc C'orpm<ttiotls. nttd the l(cnyn /\llli

( orr 1 tion l 'ommission. Further, 1/ b ;\() carrit.:s out value I'm tlHltlcy audits. 

1 r~. ·urcment audit. environmental (lltdit. public debt ~tudit and uuclit o!' donor l'untkd 

i roject. 

1.2 RL· earch Problem 

0 r th • decades illl ·mal auditin(l -was con lin ·cl to a'i ·isting or 'ant7atitlll'\ ·ufeguarc\ 

a 'l an I cheek e tablishcd contwl I roccdutc ·1 he main f( cu~ or rbk ba. ·d intemJI 

nudum• i on g< ernnn c. monit ll'in • nnd c mtr I. lnte111al auditor arc tol 1atcd. but we 

11 t d '111 ·d enttal 111 or ~anization tl 1 ·tnan · and Cl ntml. II( r. th 

n ri k I omi II d mat < 1onntt 
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The govcnwiJcc <;tructur ·sin tl. I' L'l1) <l gm cr i 1 111 L~ nt mini stri es me not ve ry c f'li c icnl and 

there arc also ca ·' uf un::lli. f:ll'l >ry ;ldhcrc il l'C to bas ic govcrn<mcc principles that 

InCI't\1 c the: i k l f Jlllli · ul\Tlll tinn 1 \'L' Il tho ugh co rpom tc govc m ancc princ ipl es l1 avc 
. 

liihH' h • 'II I l1 lL'II i111' l'<H)( I r:1 t i 11 g scores I'm lmge <l!Jd publi c ly l1 c ld [\rill s: 

llll much more i111port:11 1l ['or inves tors, po lc11lial investors, creditors 

({romper'! ('( rd., "200.\). Jkcnusc or· nil or these factors, co rporate 

'l \ ' 'I '1\ l. I lt'h priority Oil the <I[.~Clldi.l or po l icymakc rs. financial ins tilul iOI\S, 

1 . Iii m a1 d ..tcademic<; (I lerm:lc!Jtls. 200 I). 

Pr; 'r int ·mal audit research has cxplorcd objectivity issucs (lhody nnd Lowe, 2000: 

C·iLon. '!00~). •he relntionships betwec:n iillcm<Ii (llld cxlcmnl auditors (Curcy cl ;li .. 

200' and th: trcm~ or out~oui'l.:ing intcr11HI audit ncti v1tics. Some recent c.;tudic!-. h<I\'L' aL·o 

c. ·plor ·d the relationship bet ween i ntcmal aud i l and tile audit cummi tlcc ( ( lood win, 

200~ ). I 1onc or these researchers have IC>Cll ·~.:d Oil the inllucncc or risl- based ~Iudit ()Jl tilt: 

goh·rnanc 'J hus. research c.·aminino why orgatiitHtiotJo.; IHHl e to u · risl' lms ·d 

i•1t ·mal au iit has b ·c1. cant. 

In K n a. a number of Ludic have bt:e11 con h te I on urpordte 'O '·rm111 ·c ,md 

lU jitm!.' I II Ill!! ( 1 9~7) did 1 c ll111 arnti e ,\llt!l i of jud •mcnt 

h 1 .11 n .Jll ht:n m Kt·n .1. C IH IJ ( l001 tu h ·d lh · t 11u ·~H11Jlll ·r 1u htin • 111 

1 i uk.t ( () J ll Ul • ll th ll 'Ill I Ill 

u h 11 firm 111 UJ l 
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responsibility plac' I on th' ill l ·d cn nlp:l lli cs hy lmv, they were f(l]l owing the lnid cl own 

rules and proc ·dur ·~ p rtlinin!.' tu l'lll"Jlt)i':t ll' gt)\ll' l'll ;lncc. 

fVInte·1 •o ( 00' ii 1 t,ud nn til· l"l' i:tti ollSilip hctwce 11 corporate governance practi ces 

h ·' ~ nl h:lllk ll l)' i! Hill 'i lr iL:S in Ke ll )'H. Mn tengo ro und out those 

1
• 'l\1 ttlt th II h t lc\cl ol corpom te ;~ovem <u Jce reported hi gh perfo rmance and were 

ll' 'l •bl 1 1 ,tre to tllo'\e b;tllks w i th weak corporate governance w hik W and8bvva 

( ( l ' ''t 1 
. I . l I" ' .I _ on the relatJoJlS lli lclwt.:t.: Jl corpo ratt.: govcm ance and ln:mt.: ial 

pu·t rnMIIL amon~· broadcasting stutinns i11 Kt.:ll)'<l. l ie l'ound out til<lt co rporntc 

h-l \ ·nanc \ a high in privately owiled broadcasti ng slatio il s compurccl to those w hi ch 

\ r · Vvncd by the ~·overmnent To bcc;t of the rcscarchcrs l'nowlcdgc, none ol' tllc 

Inc .1 ll1Cal and international studic · h<JVC ever l'ocuscd on the relationship between risk-

ba eel audit and curpor<~te governaJlCC w1thin tiH: public sector <tnd !'or tll:1t nwttcr the 

Central C1ovcrnmcnt or Kenya in particular. From tht: literatme above it i. ckar th'lt 

th rc ",'J ts a gap in the Central (lovernmcnt sinu: the structure and operations of' Cl'llllal 

(Jl 'llll\'H[ Hit' \l'l' dill 'I'Cill and lllllqll C011lllJ'Ccll(l thOL' Of'] ri\'tl' C tor lUll •d 

• ~ O\ •. I hi tud) therefore sou •ht w fill this rc:-.carch •ap by plorin • the r lnllon hip 

·n ri k l ,, ·d .mdit and corp >nil· •( "'rnan · in the t. ntrul c JO l rnmcnt or I ·n) .,. 

lh1 lud th·r·hr HI •ht to , n ' r th~.: ll'll 111' rc "ltch qu 1m \ hat th 

I ltll 11 h1J n " I ,1 d u II ,md 1nnn II\ th c.:nll al 
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l.l l~escarch Objcl'li' t' 

1. ~. 1 Ylain Objt·rtiH 

I() it1v-.: tit', • · th • 1 llli n l11p lwtWl'l'tl risks IJ<t sctllludit <md corporate governance in Lhe 

( 'Jitl I ll I I l'nya 

t ·.n. 1 the effects of' risk asscs<;IJJcnl i11 tilc Ceil lra l govemment govcrnance. 

ll. ~ taHi h the cJ'fect of' risk lll()IHlgClllt.:lll on tilt.: govcrmt iiCc of' the CClllnii 

go c1 nement. 

ll'. Det 'rmine the extent to which annuul risk based pla11ning inllucncc the 

go' erPance of the central government. <Jnd 

Determine the eiTect of' intcrn<II rniclit sl~tncl<mls on the ct.:tllml gtlVL'l'llillcnt 

governance. 

1 A\ :due of' tht• Stud\ 

'ul~ ' ould le ol import.lll · · to P('IIc. mal-. ·r , nl !.'O\crnmcnt rcgulatliS a it 

prm id • intonn.ttinn lor I uthn ,uwl an I dndupnn:nl or llC\\ poli IC 

., Ill 11 · .Ill lttm • ct01 ,\1 u ·n ·nu1.1 • • qt .. tlit) lmanct. I 1 ·p H'lin, ' h1 ·h m lUI II 

IHJ II Ill t Ill I I 11 I Ill I •Ill 11\ lh 
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<llHI cxkrn;ll audits tint ·nail· 1 'l' 'i l1lrs in\'L'sl uppmp,·i<lll' ly wiiiJOul lear nl' losing thei r 

j ll\ CS(Illl'lll..; 

I'll · 'll th '' lllll 11 I · 11 ~'lt'.ll ' ;tl \lt' ltl rc<; l'<lrc ll L' rs <II lei sc lwl<lrs lls iL W0 1tlcl ucl <IS . 
~ou, · · ~>I 1 I 'I 'I 1111 .lll''' ·st mc:1~; ltJI ' llll 'lil cl· rc sc<IIT II cspcciull y where <ludili11g, 

q1 ,tJ l !111 Ill 



Cll \PTI•~ R TWO 

I ,ITFlL\TliJH( RI(VIKvV 

2.1 lntrodm·tiou 

ll11 ·lr Pt 'I n lu ,\ 1 \ i '" o!' lit•: litn<tlurc 011 cmpor<tl e govcm<mcc audil. Fmm this 

II.'\ I 

1'1' 

re, , 

th 

I I 

\ th 

h g.lp. 

1 ll 11 l1.tll1L'Wml ltns IKTI1 dcvc lopLxi upo11 w hi ch this study was built. 

1 I 'I d1 '"'h ed ti1c iitcnllurc 0 11 C()J'j)Ortlle govcmnncc ami uuc\iling as 

r cholar::;. It then su inm<ll"il'.l:d hy looking <ll the clmptcr summ;H·y ami thc 

2.2 'J hcon:tical l~c\'iC\' 

I !1 't r • ical perspectives relevant to the -;tudv or corpomte govcrnanc · uml risk hit L'cl 

a 'dlt an: ba ed on ~he governance structun..:s. processes and practices. I h~..: thcorctic<il 

1 cr 1 ·cti\ c that i. relevant for this study. drawn on aoency themy, t '\\ardship til ·ory 

< nd ,t,lkeholdcr ~heory a-; mai11 corporate ~ovcmanc<.: theorie. and institutional theor~ "" 

on' •t tl e or~a111 ational ,mel economic th one-. 

2.2.1 t:~J ·c twlcl,·r ' llll'OI'} 

l\ o m<Im th ·n1 i · of t.tk ·h I I 'I 'O 1 n,m f . . lll i I ) ·r 
II th t 1 ·hold ·r m l I ·I ( llll • 11 Ill '11 Ill 

I l< 

h II 1tt n 

II lilt 



managerial behaviour, ·u ·h .1.: 1 lll-L''\l'l'll tive direc tors, th e audit process, the threat ol' 

takeover, ~m: simp!) ina k JU:Hc (l) pt'l'Vl' J1l 111<\Jl<l ge rs abu sing co rporate powe r. 

Slwreholckrs prot· 1 ·I b) llqtnd ,tss,· t Jl l:t rk\'t s < tn~ llllinl crcsled in all but the most . 
llll'l'tliJ\t' lllt'Cil: IJiis tllS, such <IS s llt~rc opti ons, me mea ns through 

11 I eitinti-;c tkir :tl)ll o l'11 l< li ovcrpay 111 C11t (v iewed by so me ns a 

'VIlli t lll) I th lt akdO\ 11 or povcnin JJ CC (l<cuscy e/ of. , I 907). The nbusc or exec uti ve 

1 t \ 'l 1 1 ,Ill! ul, 1!. cmbcddccl i11 !lie problc JJJ o f' executi ve overpay s iJ tce executi ve 

r 'J 1un rati 1 ha r~ n 1~11· i~tslc..:r than av~.:ntgc ~.:amillgs and tilcre is <1l best a \c ry wc<1k 

lin' b 'L\\ ~en compensation and management pcrl'ormnnc~.: (Conyoll et of., J 005; Clregg et 

al. l >9~). fh · lml) restraint on cxecutiv~.: pay s~.:cms to be the Jnodcsly or· executives 

th~m-~h ::~·- and the crcaliotJ or so-~.:allccl inckpcncknt rctnuJH.:mtion committees by lnrgc 

coml anie~ is nl>l effective. What is wore is lh<~t it lcgitimisL:s scll'-'icrving nwttageri<~l 

l h · i.1Jepcndenct; is generally a sham, not lor restraining e:ccss of pay, but for justify111 • 

It <Ka .• 1nd. ilberston. I C)l)5, p. 85. 94). '~h · upp rl ·r of this mod~.:l do not bcli · ·that 

th main :inc of corporate o \ernancc reform .. ueh a. n >n- , e utiv · lin:ct r . 

I ier im )tv ·ment in maj r d ci ton and full r informati n nb ut corp rat · 

<ll · suit, hi· nwnitl>rlll!' m • ·!r ni m (Kt! an I ill ·r ton, Jl)< • 1 9 ). In t 'd I. 

h,m ·. unl 'I ' It h h til t 1ke 

h:11 · n ) Jon • r h1m • Jill 
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develop the longer t -rm ltL 11 ·,s, whil,· holdiJ I<> lhGJll ri gorously rcspons ibk to a ll 

stnkcholdcrs invoh ·cl in th · hu. illl'. .. 

1\:rh,.;.., lk mo t lunl 1111 ·nt d cli:dkJl!'" to till' 0 1 tl10doxy is til e stakeholder model, with . 
Jl 1.: 'Ill a! • l\ll 1t1 11 1 th 11 .1 widL'J' oll.jlT(IVl' i'uiiCtioil o l' the linn is mo1·c equilublc ami 

~· I)) II ll·l ·m • of other gro iijJS such CIS empl oyees, suppli ers, custolllers und 

m.m1 '1 l hJ\ L: ,, IOllf.' tenn a<>soci<IlioJI witl1 tile linn <111c l therl:!'orc a "stukc" in its 

1\'1 J.!.-, ·nn ucce -;, i~ recogni<>cd. '!'Ill: go<d oJ' eorpor<ttc govema11Ce is to maximise the 

'' ... 1! ·r ati n of the corporation as a whole. Speci!ieally. a stakeholder is deli11ed <ls 

--·m_ ~roup or individual who can aiTect or is aiTecll:d by the achievement ol' the linn's 

L!1J,'c'i'e ·· (Frc~mai. J<J~4. p. 25). <lnd this is "meHlll to gcncmli-;e the notion ol' 

'tockholdcr a::; th-: only group to whom n;magcment need to be n:sponsive·· (FI"L'l:lllnn. 

l 084 ). fh ~s d •finition were formulate l l'unn the bn5e that modern corporation i~ 

aff ct ·d by a !arg -.1 of intcrc t group , including at n minimum shar ·holders. lender, 

·u t 1 1 'r . employe· . ~upplicrs and manaocment, which arc often re~Trcd t as the 

primm; tak ·hold ·r ' who ar 'vita I to th ">lll'\ ivai and ll c >' or th orp ll"nlllll1. 

h . . th' 'or I r, ti m ad I t. k hold r uch a th · lo .11 mmunit). th · 
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whe reas other stakchol kr ..... · 1 · ·i:llly L' nplnycL's, may orten too c~tsily exercise th ei r 

rights <utd responsil tlitic :t·sll~·i.ttcd :1s "" ttl'rs. Thi s is u compell ing case ror grant in g 

ctttploye . ..., -:om fl rm lt'll\\IIL't:-hip 

2.2..2 'l'll ., l ht•ot ~ 

1\ · ·n th thai 111 the JllcHIL:I'II coJ pcmt!iotl , in whi ch shmc ownership is wide ly 

h ·II. m ll1 -r~td ,K IOI1'i depart l'm111 llto'1l' required to ntuximizc shareho lder returns 

tl't\ltl anl/eckhau cr. 19XS). In agc1tcy theory lL!J'IllS, the owm:rs me principuls and the 

tlltln. "r ••• re agents and there i<> <Ill agency los~ which is the exlcJlt lo which retums to 

the r · idual claimants. the owners, and l~dl bdow what tl1ey would be if' the pri11cipals. 

th 0\\ller:_ exercised direct control of the corporatio11 (.lctlSell unci ivlcckling, 1 ()7()) . 

. gen~~ tl.cor~ specifics mechanisms which reduce ngency loss (Eisenhardt, llJR9). 'I hese 

in..:lud~ inc ·nti\e sch ·mes lor managers .vhich reward them linnnciall_,' ror tnaximizing 

lure~·10lder interests 'uch schemes typically include plans whereby senior executives 

oltain share·, perhaps at a reduced price, thus align in' linru1cial int r l ol' t:Xel'\llt\ l'.' 

al'l .It"\· Of har •holders (Jen 'll and I h:cklino 1976). 

0 h" imihr ch me ti cxccuti to h m:h ldt:r · 

' Ill and ha " part ll • "llll ' l.OI p '11 a i011 d fl·1 I' d t tht lutur t I '\\ rtrd !on '-run 

l' ll<l im /,\tto 1 ol the toq 11.11 n • nd d ·t ·1 hm t 1 un · ull '.t tin \hi hh11m 
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board or directors 1 hi~ bu,l) , 1\lVitk~ :1 •noni to ri11 g of' managerial actions on behalf' of' 

sharcholdL:rs. Such llllJ :trtt .ll r ., tl'\\ viii occm tnorL: 1\.tll y \VherL: the chairperso 11 o l' lite 

hoard i<> ind ·p n l·nt I · l'l'llti\l' tll:tll:l)· 'lllt' llt whe re the chi e f' e;.;ecuti vc o rri cc r is clwir 

ul'ihl l>u:ud I In 

\11 tllq It tlh 11 ll .1 • 'IL:)' theory IS illilt wltcrL: C' I ~O duali ty is retained, sharel10 lcl cr 

iut 'L l · \Uld b protected by alig11illg tl1c i11t er~.:sts or tilL: C'I ·:O ~111d the shareho ld ers by 

tl lli ,til~ illt;Cilti e <;Chcmc 1(>1' LI1L: ('!~(), i.e. !Jy <I systc111 ol' long-term C0111j1C I1 SU(ion 

a llit:1 tal to I a ·ic salary. WherL: C'l~U<> hold the dual role of' ch<lir, thL: prcsencL: or long

t ·rm ~omp ·n ation \\-ill align their interests with slwrL:Imllkrs t111d !'orL:slctll LI1L: loss 111 

~hard1oldcr benefit which otherwise will result !'rom the dual rok. Any supL:rimity 111 

:-1Mreholdcr returns ohservt:d among dual Cl~() chairs ovL:r imkpcntknt ch"irs would he 

':\plnm. j awn_ hy agency thcor) as being clue to the spurious erf'ccts or lin~lllcial 

incentiv •-;. By contrast. stewardship thL·c ry would hold that any observed superiority in 

har '1
101 kr rctmn from CEO dualit; vas not a puriow; cfGT.t of great r linaneial 

in-.:e1 rjv <l'l10'lg CHJ-clwir than amonp independent chnir:. I hus, "'' ·ncy th · ry yi ·ld 

\ ' . 1 oth • · rq1c~rding C I 0 ~1 0\ crnanl •· 

-.2. tc·" anl hip Thl·on 

l1 r • l 11 ' CCllll I· ·I th ·u lutuL · I >llllll • .u · I und l th 1r u11 ·nt 

u1 ·n 1 I m n c 1 1 n n 1ht • th ·n 
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theory and which ma) b · 1 ·rm~ , siL' \Y,ml sh ip th eory (Dclll~ddso n 1990a, 1990b; Barney 

I ()C)O). I he C.\L'CUll\ · 111'111:1.: r, ttll I·. this theory, l~1r !'rom being an opportunistic shirker, 

l'Sst:ttlt,·ll) want 

'>ll'\VIII' l"ilip th' 

ltllltlV,llH il 

.1 ,, n I jnl , In lw .1 pood stew;ml ol' the corpornte <~ssels . Thus, 

h ld thnl tlt vtl' i o.; 110 itlllerctlt , (be tl e!'fl l pmbl em of' execut ive 

t ih 'II th tl 'lllC ol an inm:r tllotiv;tliotHtl pml>IL:tn <unong executives, there is the 

qu' ti n 1! h lm executives CCIII Clcilieve till: good cmporule pcr!'onnancc to which they 

·l:!'ir· I hu~. te\\ard5hip theory holdo..: th<tl pcrlcJI'Ill<lllCC vmi<ltions :1ri sc !'rom whether the 

.tru ·tural ·ituation m which the executive: is locutcd r;tcilitutcs L.:!Tectiw uctio11 hy till: 

1..'. ~cuti ·•. 'I he issue become<> whcthcr m 11ol the org<uJi;;atiotl structure helps the 

'X ·cutivc to formulate and implement plans f'or high <.:orporutc performance (Uona\dson. 

19,:; 1. ~·tructurcs wil! be H1cilitativc or this goal to thc extent that they pr<\\'idc ckar. 

c n ; tent ro\ · ...:-.:pcct:llions and authuri:tc at•d e111powcr setliur managcmcnt. 

B) contra t to th~ agency theory. ·tew~ rd hip theory yield l\vtl oppo Jtl: hyputhc. ·:s 

r !!.1~ ling CH) ~'0\t:rnanc : t 1·0 dualit) lead t htgher retum to har ·h \der and the 

rffcct or ( [~() dualll) <11'\! 1101 due l the "puri ll~ cffct:l t f ion '-11.!1'111 

t • ·trd hip th' 'r. I m< 1'1' ·m n' and 'l 'Cil th r h \C b th 1 

' a l·r hip htk d '-" th · < n •r' f m r •amt ti t It r ., l ut ~f 

nd 1 de 

tl 
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collectivist options abO\ • . ·11 ,'n icing options. I hi s type of person is molivntcd by 

doing wlwt's right lor th · ,r,• :ttlt /:ttio tl, h 'L': Ht Sl' she beli eves tlwt she will ullim<ltcly 

hctJclit wh ·n th 1 . ni1ntint1 tlli'IVL'S i']), · sll'w:ml lllll llil gCI' nwximi /.CS the perf'om1nncc . 
ol til· ot '<llll/111 n \lllttll' llthkt titc ili'l' ltti sc !hut hol11 lite stc wn rd ami the pritJeipal 

\2.1 lrP•titution.ll I hcory 

In t1lL1li 1111 th ·or) <tdopt'i a socio logica l perspect ive to ex plain org<ttli/.atio twl structures 

.md l ha iour. lt draws attention to thl: <;oc i<il ami cul tural li1ctors that inlluencc 

~nganizational decisiOn-making (Scott, 200 1 ), and in partieulm how rationalized 

m 'aning. l'r m~ ths me adopted hy organizattotlS ( 'lcyer & i\ ow<lll, I l)77). Thcst: myths 

l ecome taken for granted and so nrc lollowt::d in a ruk-likc l~tshion when tllnking 

c · i:ions. 'I hcv b ·come the institutionali:;cd logic that guidt:s organizntiotJ.ll ht:: lwviom. 

le)~.;:- and PO\\Clll.S (1'>77: 343-)4 1
) ddinition or rntionalized lll)ths: "th·y arc 

rati )' 'itcd aPd :mp.:r onal pre. cnpti( 1'> that icknti~~ variou . o..:J~I purpo e::-; n 

t ·l.nical on and p'cify in a rulelik ·I icj Wfl) the ap1 rupriatc m·an to pm u th '.c 

tt: h1 ical purp , rationally " For the mutual fund < ci,tll) re p 111 1bl fa ·tor arc 

1 I u gl .. nted a b~;Jll h:,,i unat, uit ria. n I th ) b c m p rt of th normal 

lo1 1 I ·nt•l. m • 1 t nt1 I n · n nt . 
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l nslitulionul thcor~' b.l::: ustL!'l lt' '11 ~1ssoc i :llc d w ith p;tth cl cpenclcnce and inertia. ln 

intcm~·tion;t! corpvrat · ~ '' L'l'lldlll'L\ it ll:ts hl't'll used ~1 s :111 exp lanati on lor the supposed 

COillinul'd di-..cr 1 ·n · I 11 1tiun:li systc1n (( 'hi i.C ill <l & l~u c k 200o; C'h izcma & Kim 

111 '111. 111 inslilt tl in11 11 !lt l'O I')', however, icklt!il 'y tile ci rcu msll1nccs 

itt \\Ill II ·h m • · 1 IJJ.. ·I too ·eu1· (( 'lti:l.c l 'l<l <"<: l ~ u ck 200G). Accord in g to Ritzer (2004), 

itl ltl 'It 111 II 1'1 .tllcnd-; to cxplc~i11 !he dccpn and n1orc res ili ent aspects o!' soc i tJ l 

llli'lur·. I hi th 'OJ) considc1s the "pmcc-;scs hy wili cl1 slruclun . .:s, includ in g sc hcnws, 

Ill!·. llllllll an I rouline!:>. hcco111c csl<thlishcd as ct ul ho r ilu l ivL~ guidelillCS I'm suci~ll 

behm :our' Rit7er 2004. p. 40X). It inquires in to how tllL:sL: L:kmcnts arc crcalL'd. 

diffi.L ·d. adopted and adapted over spnce am! timL:. <llld how they !'all i11to decl ine and 

di 'll '~ 

Ac ·ounting scholars us1ng institutional theories clwllcilgt~ 'cconnmics-im:li1ll:d 

colleague::;· belief-. that orl:!ani/atiuns are bounded, relatively autonomous und 

com Plicall) rational (Aldridge. 2004). B,\. !Call), instilutwnal theory assert· thm 

:!.•' 1iL nional structure ami procedures dn! adopted he ·nus· 1111portnnt · ·t rna! 

Ill lllution prefer them. In titutional n t ork · ar not m ·rei) contr I and co rdinatin 1 

m c 1 111 m It r Cl n mic tran ,lction , t't y ociall. co•1 rud rut 

f 1r < ntnnn1t . :11 t nr lc unt < 11tinM ')' dml h ·n r 1r I UJ r < • 
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Emly researchers (Dacin. (J 1 1 t ·in & S\·ott ~002; Powe ll 2003; ScoH 2005; Scoll & 

CiJrist~.:nsL~n 1995) r· oh ,1 th · LOI1lllldru111 lwt\\CCII insti tuti om1l nnd market fo rces by 

r~.:o;;triL·tillF it· c1,1;m t) :' 'crnnll'llt:Ji :1 11d 11011- f'or pmflt organi 1.<1ti ons and they argued 

dichnl<lllliS\'<i <IS l ~ t c i1 1g either inst itut ional or Lcehni eu l 

(t·PI·; II' IIIII Ili (PO\ cll,lOOl). 

li J\c:nm· refer to the lll<IJJJJCr 111 wl1;c iJ power IS exercised in the m<tnngemcnt o l' 

11 •me and :-.ocial resourct:s fc1r sust<lin;dJic illllll!lll tkve lopnlcnt initi;ttive (!'vic( 'ord, 

~002). I h · cletinition of' corporate govenlUJJce IIHIY v;1ry in di!Tcre11t contexts or dilkrc11t 

C~lttntrie.~ (.'olomon and Solomon, 2004). In very si111plc terms, corporate 'Ovcnwncc 

rc~'L to hmv a corporation 1s govc.:rm:d. L<tws, rcgul<ttions m f'omwl policy play a 

ignilicant rule in clct TmiiJin!.!. this. of'cnur<;e. For c:;unpk, legally. a homd o!'dircctors is 

vested \\ith the autlwritv to numn!!,e or supervise the Inan:tgcment or tilL~ husine')') .tml . ~ 

atfait ofacorp01ation. 

r !Ui1ed by lrm to· act hone tl)' and in l:H' ld faith with a' ic' to the b inter t ol th 

'1 (uth ·r\ 1 • knuwn a th li ·or fiJu iM ... dut~ ). nd c 1r • 
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structure and composition. dir_- ~,, r qu:liific:1tions :md financial, risk and compensation 

oversight hy the bo::tr.i) in )t\l ·r l< 'll'itt l'l' tlt:tl ho:mls of' di rec tors adequately oversee the 

lil~lllrH Llll\..'lll l)f th' l.':lPII.llitlll !Iill i :tl'l i11 ilh' IK''\( itliC I'CStS of' the eomp:lll)' and uli or its 

sltnn:h dd ., ·,! tll1111 . 

( 'qrl ll 11 ')(CillS llliiY IK tltcref(Jre thought or as mechanisms f'or 

· l.t•l h 11 tbt.: n,\ ur~ of own.::rsliip <tllcl lOJJtrol or· org<tllil.<ltions vvithitJ an ccono111y. ] 11 

thi • • mtc t. corporate govenwtH.:e tncclwtli stns me eco tlo tnic and lega l i11stitutions thut 

c:1n l · alt~r ·~I through the political process sot1teti1nes fc11· the better (Shlcil'cr u11 d 

\ 'iJm). 1997). Company law. along with other f'orttt s or regulation (including stock 

'\~ha11ge listing rules and accounting sta nd:mls). both shupe and is o.;lwpcd hy prcvniii 11 ~, 

.'y~1Ct'1. of COrporate governance. 

2.4 Relationship bet\\ ern Corporate govern:tlll'l' and Risk hased \udih 

Pnor research provides cvidenc~ that ·trong governance i as ocidtcd '' ith 1111provcd 

financial reporting quality in term lf a ]0\ cr incicle1l ·e of fraud (I) Chow ct a! 1 l)l)(1 , 

• ·k llllen l 996; Abbott ·t al. ~000: Bea Icy ct al 2000: t~nd 1·, rbr · 2005), fc,, ·r 

r· tat menh (, bbott eta' 2004) .• nd lo er h:\cl of carrun 1 mana m•nt (Ki in ... 00_: 

al. _ OG"': and B \lard ·t c1L "l()Q ). 1 hcret\.ll . th · natur anc tr ·n th of ·orp >rnt 

, 1 t: I .J I if I . 'l' ( ' I m ·n Ill I tent < I 
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C'ohcn ct al. 2007 L'\:lmin ·I th tl'i'n·t oi'difTcrcnt roles or the board on the audit process. 

Specifically. the) f ·u. lll Ill :l~'t'llC) roll' wl1crc !IH: bo:ml places attention on monitoring 

llldll<l 0 ~ll1cltt .. m I r• lll\'l' d ']Wlldt' lll'L' rok whc1·c the bonrcl emphasizes pro8ctivcly 

. 
~,...,..,i..,till' 11 u,,,. n 'Ill in 'L'tlilll' CO lflOinlc st1·;11 cgy :111d i11 IIclping to provide access to 

l' ll'll d I ' lll ( 'olwn cl al f(H IIlli tiHit. both bomd roles afTect audit planning 

Jll I 1 'l ll II k mcnt a11d cxtc!'ll of' tcs! iil g). 

tlln. k. •1t anJ ( lark<>on (200(>) cxtcnck:d the stud y to a Mnlaysia set ting for the 

r·l:lll )n·hip bet\Vcen audit fees and board and audit colllmittec ch"rnctcristics. Other tlwn 

au lit ommittcc characteristics and intc111HI audit, they ndditionally cx<llllinccl tile homd 

'haract Tistics. rhus. their st ud y "GovtrJHillCl: structures, cthnicity. and dllclit ll.·es or 

\ la.d.'si:m lo:jtcc! firms .. rcfll:cied lllOrl' (;()!llprchcnslvcly the n.:l:ttion between level or 

corporate governance ancl audit fees. 'f lwy hypotllcsilcd tlwt good corporate gowm:ti1CL' 

practices reduce auditors' ri sk assessments, rcsultill!! in lower audit ll.-c . 'Iiley l'c>t111d that 

e,'t ·rna! audit fc~s are positi' dy ancl signi lic~tntly related to board indept:iHicnce, :1udit 

COI1111itlc e 'P ,rti e. and the lrequenc) of audtt eolllmittec meeting . 

Rene rdin[' th:- ·fleet or(' , on audit proce. '.I ea lc nnd nit ri<. 2001) b li ·vc tllnt th, 

uc ·c: in di char 'ing 11 fiduct. r' dutic • nd. in \ orlmg \ ith th' 

lin.m ml1q rt.ll' Jllllit 
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2007). l ~c lo ct al. (2001) b~..·Jj,-, .J ;tt C'Ci in!(m1l~llil111 is imporlanl Cor allocating decisions 

of' prol'tssional \;(-ti'f .m I · l(,rt-.: i11 .111 audit pl~tlllling. Co llen nnc.l ll anno (2000) exami ne 

ltmv <Ill l!t \rs Cl)l i ' , . trtiL'tl ll\' wltl'll tltq' <ll'l' pl<lll 11iJ1g an nudil progr~l!ll. 

l nl'l'L I>, II 11 111 11. ._,1 .md I' iky (2002) t.:.~ illllim:d the rel:llion s be!Wl' l' IJ th ree bomd 

clldl 1 •t ll in I 1 ndcnce, dlilf'Cllc<.:, nnd cxperti se) <111d audit fees Cor J.'ortunc 1000 

'lll lj lll. 1 h • ~ ·pcctccl a positive relution belwecn audit lees and the bonrd 

ch,1n ·t 'ri tic . and audit fcc i11crct~sc<> tiS uudilm's addilionnl costs urc p ~1ssed on to lhe 

I..'! lei'~. I 'lc\ I(>Lmd signiflcnn t po<;itivc rel<~liotls hclwceJJ iludit fc'l's nnd board 

in I 'P nd ·nee, diligence, and expertise. Ami lhey obtc1ined the persistent results whe 11 

. imib:· measures of rmdit commit let.: qu ~di t,v wc:rc included i11 the ltJod ·I. 

In~ b:!lancc she ·t mod<.:! or tile finn. (iilidll (200Cl) <lrl:'lleS th at the hoard uf' dircctOJ S is 

th~ nr ..?:\ 0!' illll'r!HII governance S)'StCill ~ ltd is responsible to 11\0llitor <tlld COilljleJIS<ltl' 

management. Important characteristics fi.>I a good hoard of' din:dors Cound in pl'l:\'i(lllS 

re arch i1Jclude board iJtdepclJdency, director ' O\ nersltip HJJd < '1·0 duality (/uhaidilh, 

200lJ) In ad lition. an crtecti c ind ·pcmknt .:udit Comnullce is one of th · fa tors that 

dLt nninc the audit q•mlity (l)hali\ .1ll'l al 2006). I his ·ommittet.: rc ommcnd e lt:tnnl 

'tllJHor and dire ·t the relationship l tv.c 'll th ·m and tht.: om1 .Ill) 

B I 1hl 1 C 'n ull · (I ) >9J id utili· I th · .lllltt t mnull 
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audit committee .17 • cmci <H; ,·ninin i!lt'C dili gence. The results proved that a more 

i ildcpcnclcnt, dilig '1'1. •. p ·rt. :md IIr~•L'r .1udit CO illilli!! cc IS bcl!cr able to obj ec ti ve ly 

l'v<titiH'C ll1Cl'1.1•J 1 'Ill I·, llllltiiiP :lild 1\'jl ()I'(ill g pr:\Cli ccs. These c leme nts or an audit 

l'l>llllll I •. t 

'(l lil II' I I ll 1 

nntrihul · lo :1 l1 igirL' I' qti<liity or· corpm~rt c govcmn ncc w ithin a 

of an c, lcnwl :t ucli! m . lil L''>C clwr:1clcri sti cs nrc li ke ly to reduce a 

It 

mh t nt .m j control risks wi th !he com pany's Ji nanc ial statem ents and 

(B 'a lc_. ( arcello. I lcnmtnson CI Jl ci L,npid cs, 2000). T hese studies thus 

(J! I 'I'' I ' I lan •ioPs for vnriatioll'i or Hllci it l'ccs frO Ill il co rpo rt~tc govcm~lllCC perspec tive 

\\lh.'. it ar~ue that clifft.:rcnt level uf' cmpomte govt.:rrwncc can rcstrlts in dif'krcnt 

amount of cxterml audit fees charged. 

l lu.~sein (2003) examined tht.: effect of uu lit conunillct.:s on lll<l_lor eli. closures <tnd other 

llOn-~~nancial clwrmr~ristic<; or COI1lj)!lllic listL·d <II tile t aimhi ~lock J:·:clwngL: (NSI·,). 

Ho\vcvcr tl11.' .tudy did not addrt.:ss the ssuc of' how audit cummitkL''i operak, their 

rcldtionship \\ ith mmwgement or whether the conlmillel':-. wt.:rc l'l fcrtive in til 

r 'riOrl'1ance o' their duti ·s. (loddard and la'llt.:rs (.~000) tate I that dl lit ' ll111litt. •s 

hm ' t ··om~.; mor · importc~nt .md pre\ alent in recent year but there i 'I r Inti\ p.tliC!I) 

of em~ irical r ·arch cone rning thetr \alu . Kall r and I > •arty (I 99 ) tn licnt ·d thnt 

th ll ' r h th ·r audit mmitt ', di h. rom th ·ir imp 111nt 
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cllllong the eonqxmy's bllitrd l' dire ·tors, uudit commillce, management, internal auditors 

Clltd lhc c--:tunal nulit ll''i. 111l' ~tllCLSS ol' ittldit CO Jlllllill ces in l'tdJilling their oversight 

rcspoil'iibilit•. I I' 'll I Oil llll'il' \\'ork ing l'l'i ~ltionships with other pnrlicipanls or 
. 

curp( 1 iii· 'l'\ r 1 1 •• I thilwll:dt (200.\) s!:ttcd tll<II ll1c more dlccti ve approach is the 

:Ill lit 'lll ll'lltl t '(IJ'k dilt"eiJtly witl1 lllilllctgemcnt nml aud itors lo idcntif), the most 

bu 111 ,tcll"vitics. <I'iSe.5s their rclHtive ri sks, determine their accounting 

l1 \llt 1 ·nt. und obldlll complete understanding of their i111pact on f'c.tir presentation 0 r· 

lirnn-:ial perforrumcc condition<.;. J\udit co mlllitlcc mcrnbcrs should he suiTic icntl y 

kr P\\ I ·dgeallc to ask n'am1gc.:ment as well iiS the intcm<il ancl exll'm:tl auditor's tough 

l_lle:-tions regarding quality. transparency. ancl re li (lhility or finan cial rcporls 

Risk is defined as uncertainty or outconll', \\hethcr pdSitivc opporttll,ily or nc •atiw 

thr'at. of action., ancl event'\. The ri'k lw'i to be Hc;se<;<>ccl in rc pect ofth coJnbinatio 11 ol' 

the l:kelihoocl of' 'i0111Clhing IJclJ1J1CI1ing. Hill! the i111pact wlw:h nri CS if it doe a 'llntll\' 

hapr 'II. I he appwach l'Olll' 'nh..d \\ ith tile eflcdiH'lll'. s or inh 'I'Cll! ri k (ll' U<;') SSilll'lll. 

l. pilied h) (irirlith'i. (_00()). Licit or thl''>l..' ~ludic COil id ·red the lule or lis! 

e ment i 11 t ,,e detect ion or '1'1'01' It \\ .. al o ug •e t ·d th.lt auditor \\h In\ <l I 

II I· Iandi n • )r thei1 .ttd Ill' . bu llll' • II a ·com1 II h u·h lll rth 

r ·I lti ·a e In "llrtion (( th. II md 
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A uditing Standards (S \S) t h~1t II' is di l'lie~ dl <l lHI cos tl y lo assess, these studi es sugges t 

J\11 ~'o\c.:mnwnt .ttl Itt h'tiviti ·s rcquJ rL' :IIIt'Jllpl s lo undersl<111d m assessment processes . 

. 
( l'l\\.· ~Hll, 00 l I· 1 il , i til· d, VL~Iop 111 e JII or· :1 co Ji ccptual model or how auditors assess 

lith 'lt:l't ri 1.. 111 1 n r111.1l au lit cnviron JlleJJl :JJ HI il s imp k niCJll <tti onns a knowlcdQc- based 

( ''l'l'J tl . l ·m P ·tcr cl al. <:Jsscrtcd th<1 l ll1c Huditor bcgiJI S tl1 c inherent risk eva luati on 

Jl'\1' • b_ t! neral111~ expectations of acco LJJJ ts lndanccs. The auditor idcJJli lics changes 

that h,n · u~currcJ in the firm or its cnviron1ncnt cllld cleterlllines how !hose ch<I Jlges 

shoul internet-. ith l'istoric trends to produce <Ill expec ted biil<!nce in the accouJJl. 

(\,nsi tent \\ i th \Val kcr. Shen ki r, and B;1rton (2003) conceptual model inc ludcd ho i h 

hi~torical lirm data Hnd the historic evaluat1on or lll<llwgcmcnt and control :ts c'>sential 

factors contribuling to the auditor's (1SSCS'IJ11Clll or inherent risl . I his study <kll1011Slr:lkd 

that panicul:1r inhcrcJJt risk ll1ctors arc ('Xplicitly assessed by practitioill.;rs llowc,·cr, 

C'ho0. ( 19XX) coJJcluclcd thnt audttors do not consider it a1 pr(\printc tu gcn rille 

nunPrical ~·imatcs of risk on an acC(llllll by ace~ unt basi , hut rcn on about " cli~.:nt s 

finan i·1l statements using knO\.,.kdrc nboul chanoes in the in lustr' and'or th, clitnt, 

man< 1! 'mcnt ·s motihHiuns pnor tra ·k t~:cord and >on. 

I , • rt. ( 1 997) · ·p rim 'ntal ·tud) found four fnctor (lUI nov 'I of nt1 llcr , finnn in , 

the 0111 pi ! o r h a I in Ill\ cnt 11 nn I th · qu, lit) f p r )1111 I) 

rbl f r 111 ntor at ul tJ n) t, I · 1 •nifi nt 111 mflu n m 'Ill nt I 1R 



Subjects were generally unLm1 i i·u· will! l'ornwl m 11ssessmcnt processes, there may be 

SOillC intuitive (•·atlll'r th:ln k:lrlll'd l'lkcts :ISSOc i;ltl'd wit h in the m <lSSCSSillCnl process. 

l ~isk lll<~ lldft'illL'I: llh'lu I: idcnlil' Ill)' iiJHI <lSSl'SS J!lg illhereJll ri sks nne! then responding 

lo illl'nl. 1\ · ll 1111' t 1 )I\ - Pnle of'<ltJdi lill !. in J>u! Ji ic Sector ClovemaJlCC (200G), auditors 

of CUJ'jlOJ'iiiC govcrnii !JCC <t!Jd the COntrol envi ronment; the 

>I' 1 'l CL ~e~ to idc11l i l'y. assess, unci 11 JaJwgc risks; th <.: assu r<mc<.: pro vi cled 

p IIc1es, procedures. and activ iti es; the <.:on1pkt<.:ness and uccmncy ol' 

inr nn .. .ui n and communication systems <llld practices; and the cm .. ·ctivcm~ss or 

nwnagcmcnt's monitoring and evaluation CJct i viliL:s. 

l~;le R.sk Based Intern<li Auditing (1\131!\) uppro<Jch involves lll<illllgcnwlll to u fi'u grcull:r 

extent. The risks to be covered in audits will exist in all pnrls oJ' the organiY.atio 11 u11d 

auclit.· will therefore involve managers in departments ncvL:r vi"itcd bcf(lre. l'vluny risks 

'' i:l bt 'c•·y signi!lcnni to the organization and the eli. cussion of thetr controls will 

in-vohe more senior manngcr'> and direc:toJ!:> tha11 might be involved in tracliti lflal linnncc 

orient<It ·d nuclit ·. Rn!J\ empha<>i£cs nlanlgelllC!lt' rc<;ponsibility for mamt"lltg ri.l s 

udit will imohe mo1e di.cussilm with managers nhout their risk. nnd their rc 1011 e~ 

o th .11 I here \\ill he an initial m Tl:·l~· \\lth m.tndl:'L'JS 1 o ill 111 I in' a ti. k 

' ll 1-. 1 )p to c am in~.: ri k · in •r dll:l d pth ... m I ·ontm:t thrr ugh ut th udit t dt 

II (. chnnttu I) 2001 . 
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hro;Jci-bascd ccoJH>nlic J\'l'\l \ L'r . t~d n·dJ Jl'i Jlg pmTrl) . The illlplcmcntali on o f' ri sk based 

auditing in public :-t:L'lor i~ L'\j'L' L' I ·!ILl i111 provc govcnwncc, trw1spnrcncy, accountabi lity 

<~nd cf'licicnc' in th · m.liHI!'L !lll'lll of' puhli c ;l('l(lirs, <11HI Jll <lk c the publi c sector more 

. 
dH:clhc in th · I •li •t 1d '1\iCL'S. ll s illlJ' Il' lll l' Ill<ltioJJ wi ll til so deepen the f(Jcilitnti on o f' 

Jl'" l · • · 'l 1 1 1111 q .rllon i11 the cconoJny hy cnco uJ·Ho i11 g iJ Jves tll! CJl ls, job crcHl ion uml 

d~o:\ ~k 'Ill ''11 t (I u inc~ i11itiativcs to "red uce poverty. 

l'l,umi 16 i · !!t'ncrall)' considered a vital intt.:mnl audi t act ivity and i t includes prcpmi 11 g ~ 1 

:-;tnt'!... c 1 :.111. annual plan~ and progr<Jnls lcJJ' indiv idtJ<il risk bused ~1uclit nss ign nJc11ts. 

I h' p-.rational standard of the Internal Audit or llHIJl Y govcl'lllllCJltS, deal ing wil l! the 

Planning aspect'> of the internal audit, requires the prcparHlion of' " stmtcgic pl;111 

u,rall) <1 five-year plan. a periodic (<ll11ll1Cd) plan Hnd pl~111s /(Jr individu~d nudit 

assig lmcnts (l<.arapctrovic. J ()C)<)). Most or~~nnJzatJons' internal audit ol'liccs do 1101 

d '\ e!"p a strategic plan. the excrci T of which wmiicl have cnabltd the audll swf'f to 

CvQiuatc risk and iclcnti fy high-risk areas tll.tt deserve audit attention. It could , L o hm c 

h' · 1 ·1 11 e ·crc1 • by whi ·h t11 · !'cad of intcrnai audit en urc • th • 'lpprOJ riatcta.:: ol 

r' lu.·c' by proj ·ctinr rc 1u:r mcnt~ 111 " Lime! fa hwn thu ·nhancin I r lOd 

rc nanc ·. 

P p r plant i 1• 1 cn[}bl · ac rnpli hm nt I .1 ltr I· numl r f .m iit 111, ll I rH I h 

111 • c.::lli 1 ·n th m ml ·t f th u j1t 
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audit assignments 'ignil\• t.1 rt•kv:1!1CL' or i11Lcrnal audit Lo !1lJ.nagcmcnt (Van 

Cunshcrgl1<: , 2005), ·ml r ·tkt·t po~itiwl) 011 :n1dit c!Tcctivcness and also in good 

~,o,·cmam:e. 1 h llll h idt· :\1•11111\t'!lt suggests th :1t timin g the audit plrmning stage, 

m1dito , i 

~i I 

dl'Jit. l I 

'O\'l' lll:\IH'l' risk :111<1 pli1 11 pmccclurc:s or chnrge risk premiums 

Ill 'Ill 

lllll\ (!I llllCII!al aUdit Cll!(l t\1cir o!J.jl'CliVL:S iii'C distinct i'I'Onl those or L:XtC!'IlU! 

auun 1 and scope oi'lh<.: lwo lypc:s ol'c:1Jgagemc:nts also v:1ry. lnlemal auditors 

l) iL,1d_ plan ngagemcnts which arL: clirfcrcnt in nature and much broader in scope th<m 

tho. f th 'ir externa! colleagues. J lowcver, in pre-uudit, ln:uwgcmctlt abdicated their 

r • ( OP ·t ilitt~s to internal audits: th<.:rc \Nt:n.: 110 uudit rcpmts ami 110 review ol'thc system 

b~ 113;1age:11ent. On the other hand, systems uudit was passive and reactive control based 

au I!! ith no in olvcmcnt of managc:mcnt in audit planning (Seddon. 2000). ' l hcrclorc. 

for int...:rnal audit to be dl'cctivc: and crticicnt. !{is]· Based Audit (RBt\) wa introduced. 

I' .> incipl·s l'f goo I f >vernancc tran p.ucncy :md accounlabilit_. G:urnc sand equity. 

t. c: 'n ' .. and !Tcct:v ·ne'i'i. re 1 ect lor th, ruh: or laVv .md hi 'h ldnd:1rd or ethical 

b i r ··epr · t:nt 111.? ba i upon ' hich to build open gov rnmcnt (01· I). 200-). ]·ur 

R1 1.. lk ·d udit 1 P 1\/\) ll p1o\ id ooo I 1 > crnan ·'in 1ublic •ctor the) mu t cmbr 1 ·e 

h I· ·rnatt )11 tH.httn • tandard th.1t 'Ui I th · int rna! udit thi c rk , n 

1 a I a ud i tin tan l.ml mmitt >f • 1 )1\ 

l 1 1111 I 11 ( ( ( ) I tun at 
1' 1 niltti m. 
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business cthiL'"· intc:n:d 1.'\ 1 1 )l. L'ltll'rprisL' risk nw1wgcmcnl, f'raud, and financia l 

rcporling. 

C'OSU luh · ttl II •I • i .1 'llll11l10it illll'm:tl co11!ml model against vvhi ch companies D11d 

til ·ir cnJ IIJnl sys!L'IIts. The in!cmal <n1di! should identify the 

111 ttl 1 • m nt. llltt 1l activity, inf'onn<ttilllt <lltd eomlllllltication ~ll1d finally monitoring 

tl .. u·11 ·tt :~. 1999). '\hey should also identif'y the limitations of' internal control nml 

1'.1 ·t r \ htch o\erriclc control <Jclivi!ics. TilL:)' should <li so <llihel·c to the guidelines 

.·tipulated by th • Institute of' Internal i\uclilors (IIi\) which is recogni zed as the internal 

n.t ii~ profi· ·sian s kadcr in certification, education, research, and tcchnic<Ji gu idance . 

l) ' ' '-'- t 'iCandr.lc.. and bankruptcy in lnr~c corporations revealed hu!:'c ~aps between boards 

ur di;·ectors . e.·ccutivc management. inll:mul co11Lrol ancl ur •uniza!iull<li perl(mnance. The 

im1 o··tance of iPternal control and audit i() aggrc1vatecl ·ven 111< tL' alter accounting firm. 

ar~ l ~ing uecl by ·harcholclers for th ·ir inability to detect fraud .. ince th ·n. he changcc; 

i1 o '~d t•·cngth ... ning internal control in o.p:mi;ation '. t\t tilt: same time ·c.\'cral 

d th. t qualit) and corp r·tte go ·rn, nc · ( (J) h t:ld be clt:alt :1 

II 1 nwlle m ·a lor in tan··. th · C I It r framework puhli h ·d b) Briti h • 'tan t.1r 1 

t .ll.. on ) 11 .lk. a I •nili '.!Ill ontributl n to thi tl't!ll I. I hi v.ork 

1 tram I 11 1.: talli hin •. mn:nl tnut• llllJ r m • 111 1 

t n I h 
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comp lcmentnry pcrsp~.·cti v · IlL' acti' ttics of' <lll organi z<llion, to fon•1 a robust strategic 

business manng ·nwnt to I. 

l 'kmly, apr ll~Hil\ I ·h ttW • itl !ltird p:11·ty vni fic<~lio t l pmct ices is necessa ry. The efTorls 

•:o f.1. -;u •' I th,ll th ll i'i \ i llitl plll'SS f(J t' CiWtlgC <l tlti in f~H.: l SOI1le Ch<lnges urc in 

lnt lll.llioll'll,\cetcdi l:t!iotl f.'on ttn (1/\F) <ttltl ISO hns altemptccllo uddrcss 

. 
til· · 111 1 Ill 1. 1 • i 1011 of rcquirctnc ttl s f(>r <tcc rctlilcttiotl bodies that accredit conftll'lllity 

.l!ld t 1 ( uditor competence~ yl:l JAF as~:crls tiHtl the proi<.JLttH.l chan ges will need 111ore 

time tF ·.-.1_. 2005). In the mcHtlwhilc, '::iOJ Jl C <tccrcd ilatiotl bodies lw ve ~lireml y challengccl 

th' management sy<>tcms parac.l igm and o ITer 11cw llpprollchcs to IS 0 tlWII<tgc tnent 

' I m · ccrti !ication. 

T call: several studies have been done on the cfTccl of' corpornk governance on fitwncial 

p~rf( rmancc. , ·!uriithi. (200'1) studied the relationship between corporate •mTmance 

mec'1,,'1isms ami p ·rfi.ll'lnancc ol' finn.:; quoted on the . Sl · and lillttld that the size <tnd thl' 

·omposition of' 1:1 • l>oard of dircclOL ll1gt.:thcr With the 'J>untliOll of" th' Olltrol Hlld lh • 

mamw ment h<n c the grt:ale t effc t on the performance. 

~ u (2007) cid ,\ tud. on th r lati n hq l \\ een coq ornte '0\ ·mane tnt lure 

'ntl t 1 ·rl mnanc of in Ulan e omp llll • in Ken •a ·mtl found th lt in 

m r familiar ith th' firm' a ·ti 1ti Ill 

II i I th PI I lllll\ 0 nt 
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mi x of inside and l.HII -;idc !1. 1rs L'oncluding th~tt <Ill optimal lxntrd composition lead to 

better pe rf (mmm · · I' til· l.'l\1111\l nt '" 

C i<ttauwH ( '00(' tu h · !I ll' tl' l:t ltotlsilip hl'lwccJl cmpmnte govcmnncc practices ami 

'> l(ld tP.ttk 1 1tJUIItt\ 1« r fi 1111 'i li'i ll'd ott ll1c N< liJ'Ohi Slock J·:xclwtl ge. The stud y f(mll(] 

uH: e n il~ tn cc'l slock tll<trkcl liqttidity, thereby reducing tile cost of' 

l\lptt d I h 111111illl1Clll of' Jllilllage tlH.:lli teatllS to incrCHSl: tile level of' disciOSLIIT al so 

1~ \\ ·r th information i.lS)'I lllllctry hctw<.:cil Ill<IJJ<t gcrs uml slwn.:lwldcrs ~llld lower the cost 

L1 1' ·arllal 1. tenro (200XJ nl'io condttclcd u stttdy 011 lhe rel~ttiotl s hip between corporalc 

g \ ·rnancc practices and performance th ..: cusc of' bui1kit1g illCiustries in Kctly<t. The study 

foun I that f!OOd corporate governance wi II I cad to lower firm ri sk and 'I ll hscq ucnt 1 y to a 

It \\Cr cost of capital 

2.(> Chapter. um1 JaJ·y 

1h hapter reviewed literature related to the concept of corp Irette govcmnncc and ri J· 

ba ·._I audit . lt stdrtccl with a review of the theories on wh1ch the tudy i to he buil t, four 

t 1 ·oric. mcluclinP the agenC) thcor_. takcholci ·r · th ·or •. in.liluti n, I theory ani 

rd h:p t'1t;01 ie-,. Th · chapter th n r 'iew d th cunc~,;pl of oq rate 'O ·rnan c 

con ludinr t11dt (om pan.. lm • al(ln ' ith oth r fl rm I r gu! ion l th haJ , 

I .1p ll_ 11 '\'Jilin' ol oq rnan ·Chi ii~""JniVi hn .1 97). 
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'IIAPTER THREii: 

l)ESJ.:AI)CIII\IETIIODOIJOGY 

lll v.JI'iom, si;J •cs iiJHI plliiscs tlwl wt.:rc f{Jllowecl in completiilg the 

• n1o ... 1 de tsio11s w: 1s ;JlHHII l1ow rt.:senrcil WCIS go in g to be c>..eculcd nnd 

Il L' '' 1 · 1 1 11 l·nt \\,ts approCtcilcd. ~ 1 s wdl ns when, wht.:re a11d how lhe rt.:sc~1rch wus 

t\•1n1 kt ·u 

rh. r llo\\ ine c;ubseeti ons were illcluclccl; rcst.:mch cksign, lmgel populution, data 

cull ·tion instruments. <1ncl daln collection proct.:clurcs unci dulu <llt:J iysis. 

3.2 Rc ... carch Ocsign 

I he :tudy ; uoptecl a descriptive resemc h design aimed <Jl di sc uss ing the relationship 

b ·tween risk ba~ed clUclil ancl corporate ~·owniancL: i11 tile (\;ntral (iovenllllL'Ill ol' ]' l'II)'ll. 

I k ·cr;ptive res ·arch design \va<; concen eel \Vith til· description of thl' piJL'llOJllCIH1I\ 

inch ling the what. whom ~nd where. 1llc varinbles m ·asurcnH:nt was hnscd on 

qua:itatiY • re~ ·ar 11 v .. 11ich utili1ed qualitative datn . 

. . 3 Po pul:ttion 

I <II• 'l p Jlllall Ill 1\ll Ill talUll.: i the pecilic r p lati 11 alout \\bi ·h inl )J'Il 'tiun i 

004 l a 1 11 'II at 1 m i a \\ II d fin d r f 1 pi· 

Ill •r HIJ lf ll111 
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.1. 1 I II t I'() d lit' t i () II 

I hi. l hdj I 'I 

:tu h. In 1111 

'JIAPTER TJIREI{~ 

PE~EAPCIII\IKI'IIODOLOGY 

ut 'lli<Hts ·t:tr•.<·-; :ttHI pll:tscs tltat were fo llowed in completing the 

mo t dccisiotls w:ts :IIJout how rese;m.: ll was go in g to be executed nnd 

l1 '' · 1 'II I nl \\Js .tppro;tcllcd. ~ t s well ns wlt ctl, where und how the resemch w;1s 

Cl 1111 : t d. 

I h~ r llo\\ing <;ubsections were included; resemch design, tmgct population, datu 

l'l)ll -.:tion instruments. ;md dat<l collcctio11 procedures <llld ti<ll<l <lll<liysis. 

3.2 Re..,carch Des-ign 

! he study : noptecl n descriptive rcsean·ll tk:-;ign aimed HI discussing the relationship 

h ·t\\-.:'cn risl· _.based ctuclit and corporate ~·ovcm<ulcc in tile C 'eJJtml novcmnJL'Jll of' I' l:nyn 

De~criptiv' rcsear~I-J design \\:ts cont:erncd with th · descripti(ll' or 1:1e 1llcno 111c11011 

in luling the ' hat. ' 11om and where. 'I he variable-; nll.:asurcmL·nt wa b:1sccl 1, 11 

c;ualitatn • re.eal"11 v.hich utiliLed qualitative data . 

• . : Popu l:ttioll 

I 11 ·t poJ dati n lo• 111 tati th~.: p :lie 1 pul,nion abou , hi h infl rnldti 11 1 

\)rdi1 ~ to chu ( 00 1 >iulati lll i a ·II d fin d r l of 1 
pie 
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in volved in the dm· t Ja:• ol 1 ng or il1l' f\ l inisl ri cs hence we re better p laeecl to provid e 

inf'or111ation n ... ·ccs~nn l~'r thi. stud'. 

All tilt: 4? mm: 111 · \\l'l"c i11l' ltllkd 111 iill' s:1111pk hcclll sc only one respondc 11l wets 

l: p' 'l ·d h PI 'I h l;llllisll). l•oJ Jowill)' I ill' Slll<iiJ llltlllhcr o!' ministries, the stud y 

' h~t ·al l liii!'CI rc spotttl clll s wus included in the study. 

; , I I 11:1 ( 'o ll\ ction 

II·~ tt.d. colkct~d h HIJ prinwry ii!ld sct:o JHimy dut~1 to obtni11 inl(ll"llltltion on ti 1c 

r·latton.hip between risks based CJ udil s CJnd corpontll: govcmant:e in the C'cnlrul 

IO\ernment of Kenya. Primary data was collected usi11g lll]tH.:stionnaire whik secondmy 

d:1ta was collected from ministries puhliculions including ~cn•tt:e churtcrs and strutcgic 

plan . 

3.-L l Rc.se~ rch I n . ..,(rumcnt 

l'1L cbta collcctio·1 instrument ' a a sc111i- tructurcd qu stionnain: compri tng both 

01 c•1-end 'd .llld clu...,c-euded questions The qu ~t1unnairc onsistcd of two l'arts: }\and 1~ 

rep·' ·emin re pondent · bw data and t'le r lation·hip bctw n ri ·k bd cd uudits and 

r q orate !!0\ 'I,1dlt.:C. 1 • 1 ectiv ·I). I he r ·car h ·r d 'liH:r d th · qu to lht: 

nd 'It qf coli l 'd lh · 1 .11' ·· llC had le ·n fi:l d II JU • lt nnaiie a 

I 11 ~ i 11 I i '1 • \ It h 
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The structmed questions w;ts u. '"·d in ~1n cfl(lrt to conserve time and money as well as to 

f~tcilitate easier annh :is ~~~ tht'\ \\ l'lt' tll itntlH.:di<ttc usab le fD rm; whi le the unstruetmecl 

. . 

Cjlle'itions was ll'>t: I l' ,J:\ !1\ <.'lll'<\\lr:tgc lllc respondent to give an in-depth and respond 

3. L2 \ ulitlit.' '"'" l~<·liahilit.r of Resea rch lnsLrum cui 

I h' r · '.lr ·he1 earned out a pilot study to pret<.:st th<.: va lidity and reliability or d<lln 

cullc t'd using the questionnaire. 1\ccorc.ling to lkrg c!JHJ G<tll (1989) va li dity is the 

dq=-n-'t' b) \\hich the "''mplc of' test items r<.:prescnt<.:cl the content the lest W<ls designed to 

measure. Content validity which was employed by this study wus aJll<.:asurc of' the dcg 1-cc 

to \\hich data that was wJJected using a pmli<.:ular instrument rcprcscllls a spccifi<.: 

domain or content of' a particular concept. 

\ccvcling to Sh<mghvcrz) (2003) rcliabiltly rci---Ts lo the consistency or lllC<lSlllClllL'Ilt 

and i::; frequently assessed usmg the l<.:st rdcst reliability method. Reliability was 

Increased by including man) similar item~ 011 c1 mca<;ure. by testing a diverse <;a 111 pl. of' 

i1.di idunl-.. a•1d by us1nr unil(mn te<;ll!H' procedure . 1 'untt.dly (I lJ7X) stated thm 

r •Iii.!• i:ity of' are 'Mch instrument i · intlicat ·data minimal AI] ha value of 0. 

I h' r 'ar her dccted a 1 ilot f!_roup of 'i indi idu.Jl li·01n the tm ampl of th tafT 

, ' 111 • in th · mm: tri..: tot : th r liahi:it.> of th r · .uch in trllll H 1 he pi! t tu h .. 

'I \ • u h in lllllll nt I h · IJrll ol 1 111 trum ·nt it ·m 
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ensured that the) m ·:1su r~..·ct '' ... wns in! ndcd. The pilot data wns not included 111 the 

<tctual 'ilud). 

J.l:i Data Alllll '' 

I~ ·for· !l'l · 111 th • r spntl'lc:-~, !l1c coinple!ccl questionnaires were ccl itecl for 

.md on istl'I1C). I he ditl<t was !hen coded to enab le the responses to be 

rnll • I intI <II IOU~ CillC!'Oiic'l. Ui!Ul collected W(IS purely qu<llltitati \'(~ unci it \V(IS 

illlul 1 ll_ de crip!Jvc analy!)is tL:chniques. The descriptive sl<llis!ical tools such <Is SPSS 

h~..·11 ·~1 th r · earcher to describe the data illlll dctenni11e the extent usee! . 'I he litldi 11 gs 

'' ns 1 rc:-;cmcd using tables ami clwrts. pL:l'Cl'JltHges, lt1bulu!iot1s, l'rcqucncics. lllCillls ilnd 

other measures or central tcndetH.;y. 'J a hies were used !o summ<lrize responses lclr l'ur!hcr 

annly:-;is nnd facilitate comparison. 'I his gcncrntcd quanti1<1tivc reports lclr this study. 

J.5.1 Anal) tical \lode 

·1 he f(lliowino tPod ·I ou1dcd the regrc<~<>io 1 atlid)•sis 
C"' ::--

V.:h re, 

Y ( orp lratc POV 'rnanc · in the.· 'tllral (rO\ rnment 

r~o ( on tant 

, R. a l: m nt p1 
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Corporate govcrnan ·c in th, l .. r~11 CovL''·n mctlt was mcasmed by the level of adherence 

to the laid down b-:-. t 1 r:l ·ti · ·::. l'r l'dl'! m:lti' govcm~mce in organi 7.aLi on. Risk nssessrnent 

practiCt:!'. \'.~n: m-, ur I hy clll'ckin~' the risk <1sscss mcnl prnc ti ces al use in th e vmious 

ckpntlltH.:nl n I mmt t't i · nl thl' l \'tlt t;d ( lovcmlllcnt ami their efTcclivencss. I ~ isk 

l 

! 
... 

n 

.\s m~.::t tired hy :tsscss itl g thc ri sk management pmcticcs pul in 

1111 11 (,o crnmcnt i11 mdcr to nHUl Hgc risks. Sevcml statements were used 

th 11 k nu nagcmcnt practices used. J\ Jltlua l l ~ i sk n ased Pl ann ing was measured 

\.-1111 , t the frequency o!' risk pl<tll lli tlg C.llld rev iewed in order lo mini mi 7.e chances 

·em-ring in their di!Tcrcnl areas ol' operat ions. l ~isk based lntcrn:1 l Auditing 

.'tamL rds was n"!ea<;urcd by checking Lhc l{isk based In ternal /\udiling Slandmds 

ol en ~db_ the clepmtmcnts in their nsk nHUl<lgcmcnt. 

I 0 t. t for the ,ln:nglh or the lllotkl allCI tht: n.:latiOilShip l1dv\'CCil risk based <llldtt Ullll 

corporate !.!Ovcnwnc~.:. the researcher cumlucted <Ill Analysis or Variance (/\ OV /\). ( )n 

·trading the J '() 'A wble. the rcse.trchcr looh:d at th · c;ignlltcanec value. The study 

\Va t st ·d at q-o~~ ·ontidence lev ·I and 5 ~o i)!nificant lev ·I . lf the ·igni!icanc · numh~..·r 

und' a· le than the critical valu l ('{). ct 2.4. then th condu ion wa tlwt the tlHllkl 

i l111li ·ant 111 ·:plainin!..' th, relat lll htp 1 I th mod ·I w r gnrcled ns IH 11 

lll'. 



('II \ PTI!~R FOlJ R 

DA'l \ \ . \I \SIS, RJ!:SULTS AND DISCUSSION 

•L l llltroductiott 

1 hi. I• q t ,111 ,111nlysi.;; IIIHI fi1 dings of ' tile stucly <Is set out in the rcsemch 

PL 1 · tt 111 1c nrcll mcthodolopy. '! l1c slt1cly fiiJdillgs were presented on the 

rcl,llll n hi1 t etwcen risk hnsccl audit unci corporate govermtJlCc in the Central 

(j vem11ent of Kenya. 1 he clnta was gH tilc.;rccl /'rom pri1nmy data using a questionnaire. 

4.l.l Rc~pon~c J{atc 

Th · -~ttd targeted 42 ministries out of' \-vhich 20 responded giving <t response rule ol' 

69%. ·rhis commenc!Hhlc response rate was 11111cle u renlity <tfh·r the rL'searcher 11 wcle 

personal , i:>its to rcmiml the rt.:spomknts to fill i11 a11d return the que<;tioJllWirL:s. 'J hi s 

rc:po'lsc rate " a<; good and repre cntati,·c and conf'orms to \-lttgcncla und l'vltt"CIHI:1 

(I 990) stipulation tlwt " rcspon e rate ol '10% i adequate t'or analysis and reporting; a 

mt · of 60% is good and a re ponsc rate of 70% andover is c:cellent. 

1._ Audit ill!!, Standanl" 

• h tud ~ . , lll 'hi to cstabl i d nt · I · cl of n 'recnn.:nt \\ith 1h tat ·m ·nt 

tan t,u·d and 1h 11 mane 111 th c•·111r tl '" 't:rnm ·m 

lindin . th I th f: t llllt 

ulJ u I h 

I 11 h 



govern~lllCC at a l11Co1ll or cl,_:;2 .. 1 . llO\VCVCI', they Were neutral to the fact t!Jat the 

import·1nec or risk l"'::l~ ·d <Hldit w~1s :1ggr<lV<ltc<i even more afte r accounting firm s were 

Tnllk I. I: St:th'llh'llh !~elatin g To Auditing Standards 

l'mr:innc~..· ' 1th 'tandardization can be used to reduce ri sks thus 

j etllwncitl" oo~..\(1 oovcnWtlCC 
::JC b 

St<md.mlintiul can be substituted by other qu<t!ity f'rnmework, 

I StiCh <IS ~ational <)uality J\ ward that is better in en lwneit1 g good 
I 

gO\ crnance 

1 he import<1ncc or risk based audit i) aggrmatcd even more <lf'tcr 

1 <lccout1tinu !irms nrc being sued by sharcholclers ror their inability 

to detect rraud 

Source: Research I )nUl. 2012 

Std. 

Mean Deviation 

4.8889 0.33333 

4.2222 1.39443 

3.3333 0.70711 

1 he sa1d) also required the respomknts to tndie<~tc their viL·w on how au(hti 11 g standards 

arfccted governance ill IIH.: central gnvctlllllCilt ministriL'S .. , he respondents noted that 

nucllling . t<111dnrd. cl'hanccd quality or !'ood auditin' rL·porti11g, uch r ·ports L'ITLTIL'cl 

chan~· 111 gownwnce b ·havior and ) tens. 

m nt affect d ' v 'man in lh, ( 'entrnl 

' l I Ill 'Ill 11lllli '1"1 ' • 6° o • jd t knt fl 11 \ I b 1 indi · t d to a 



ve ry !' l·en t ntcnt \\'l\il · tho.'c \\ IHl cited little l':\ tcnl <ti H.I moderated reco rded 10% each as 

shown in table 4.2 below. 

T:tbk ·L 2: 1•::\tl'll l :111 lnh l'l'l' llt Hisk ,\ ssessm ent Allcctccl Governance 

I it tic I ' lent 

, IP~.k:ratc 1:. tent 

To t:ll 
1 

1..Hit\:c: l~cscarch Data. 2012 

Frequency 

1\ 

10 

l 
') 

,) 

29 

34 

lO 

10 

100 
-- -

Regarding the respondents' opinion on how nuditing stc.tnclards aJTectcd governance in the 

Ccntr~ll government ministries, they indic::-ttecl that issues of' COIICCrn ancJ mects o [' 

govemancc threats were mapped out. wcuk11csses were idcnti!iccl, thrents were 

neutralized and strong cont rols were enh~liJCcd. 

The respondents were ~1lso required tn rate their level or agreement on stntL:mcnts that 

n:l:ltc to the elfcct Gr inherent risk a scssntcllts on govcrn.ttlce 111 the central govcrnnlCilt 

mini tries Acwnling to the lindings. the rc~pnnclent strongly nl:'l'eccl to the nlcts that 

auditor at the minis1ry hctd n good unckr~tancliiig of their uuditcc"s bu<;;inl·ss and 

th :-di.m: could accompli h ri k a c ~n ·nt \ ith relative case < t a mean or .777'1\; cmd 

t' e tuditor id 't1lifi ·d chnnoe that had occmrcd in the lirm or it 11\ ironment nn 1 

d ·t ·min ·dIll>\\ tho · ·hmw 1 1 • '' ith hi tori tr n I to 1 r lu c ·m , .1 cct ·d 

t unt ' 1th lh 'll ) mini tr 

1 I· 1! ri k n : n n-



systematic transnctions ~mel miiiistr) chnrnctc ri sli cs were associated with the inciden ce or 

cnors <tl a mean Llf tiJ:J:JJ: ~tnl lill'I\' \\~Is :1 preference f'or qualitative ri sk assessment at 

I he govcrnmcnl mini ·tric:-; \\ ith" nw:Itl ()[' :UlM 7. 

Ott I he otii~.·:· !t·m I. th · r '.'JltltHI 'Ill 'I were Jieutr;JI to the racts that the auditors 81 the 

Jlltllt.'ll,V b · '• 11 th · inh •rent risk cv;duat ion process by generating e-xpectations of 

ncctltllll h II m • at a 1.ncan of'2.777X; <lJlcl lht.: auditors didn ' t consicl er it <1p propriate to 

l!.l'llL'l\ll num ricnl 'Slimatcs of risk on an 'tccount by accou nt basis, but reason abo ut the 

111inistr; ·s financial statements using knowledgt.: about chan ges in the governm ent and/or 

the ministr; ·s. mnnag,cmcnt's motivation and prior !rack record at a mean or 2.7778. 

1 he; also disagreed that inherent risk at the ministry WHs clil"licult <Ind costly to assess 

with a mean of2.2222 as summarized in t"blc 11.3 below. 

( 



Table 4. 3: Statements on the Effect of Inherent Risk Assessments on Governance 

- ·- - ·- ----,---_ 
Std . 

Mean Deviation 

111 I th ·r ·J~lrl: c u1 :Icco 1n pl isll 1·isk assess ment 

4.7778 0.66667 

'l ilt· nudit 11 1 I ·ntifi · ·lwngcs that lwvc occun:ccl in the Jirm o~ [ts- -- ---- --

l'll\ irPtll l~tll and determines how those clwn gcs should interact 

\\'tlh ht tunc trend· to producc an cxpcctcd balcul cc in the acco unt 4.7778 

1

'1 >· t Iit~i.'try con tdcrs the role o.f risk as ;cssmcnt in the cl ctcc ti otl 

o I c tTor, ·. 
4 .LJ 444 

\on-~;. stem;•t:c transactions and minist ry characteristics arc 

1 associated with the incidence of errors . 
- -

'I h ·re is a prererence lor quali tative risk asst:ssmcnt at the 

go\ enmentministries 
- -

The auditors at the ministry begin the in herent risk eva luation 

process by gencrming e.·pectations or accounts balances. 

,\uditors clo not consider it appropriate to genera!c nun~encal 

estimates or risk on an account by account b<lsis, but reason about 

, the ministry's linanci;tl ;.;ta lcments using knowledge about clwngcs 

I til th ·gove-rnment nnd/or the 111illi ·try's. llliliWgcllll'Il! 's lllntiviltio 11 

and prior tntck record. 

/lnher ·nt risk at the nnn;stry is di!'Jicult and Cl tly to assess 

'ourc' P cst.:nrch Data, 20 12 

4.3333 

3.6667 

2.777'6 

2.777'1\ 

-.2222 I 

0.44096 

1.1 3039 

1.32288 

0.5 

0.66667 

!UO., 3 

o.x J l ~ 

I h ·tud) aimed to •. t·tb!i h th · of th • foil Ill, f:tct r 111 influ n 'In' 

jud 1 111 Ill of inht:ll'llt ri h. at the 1111111 I I he rc 1 Itcl Ill · I' d me tc t that fill'ln in , 

pt 1 •nifi ant 111 inllu n Ill • juJ •m nt < mini tr ut 

Ill I ( f 6 Cl7. I h tl r turn th Ill lrt I 'I nn 



rcsponsibk for inve.ntor) c~llcul;ltil1Jl <J JHI I he comp lex it y of' overhead in inventory were 

significnnl i11 infll!L'llcin~· ju,J,•nll'J lls of' inllncnt ri sk <l l the ministry w ith means of' 

Tahlv L 1: hr~·lor' lnlhl('rtl'ing .lu dgr nc11ts of Inherent Risk at the Ministry 

Mean Std. Deviation 

11. 6667 

lllill~l\ 'I' ( r controllers 
L1.4LJLJ LI 1.33333 

- ·- - ·--4.3333 1.4 J 421 
The JLiaiity or personnel respc)I)Siblc for inventory calcu lati on 

l'hc cumple'-:ity or overhead in inventory 11.2222 1.5634 7 

-

'owcc: Research Data. 2012 

4A \nnual Risk 13a.sed Planning 

On \\hethcr annual risk based planniJJg afkctcd corporate governance at the central 

government ministry, majority or the rcsporlciCJlts said yes at 791% while those who said 

no \Ncre 21% as illustrated in table 4.5 bdow. 

Table 4. 5: Annual Risk Based Planning 

Frcqucney 

')" 
_.) 

(> 

' Total 
29 

. >urc : I' cscnrch I )ala. 20 12 

Percent 

21 

100 

() 11 111 ''.vt--'Ill to which th · annual ri k b.1 eel JJianning llrocc arrcct d 

-.. .... " 

11 e g > crnnnce in th~.: 

ntrnl gO\ cnun 'Ill mini tric , 9°o •rc I t a '" at .·t '111. .. I 0~ aid 1 ~ 1 I itt! c 
1 111 

11 1 mdi 'Jt I in t<~ll · .6 I 1 



Table-+. 6: Kxtcnt Annual Risk Based Planning Pl·occss Affected Governance 

( ircat l·:xtc11t 

I ,i ttlc l ~ :lcltt 

v (I I (;IT" I I: t Ill 

Total 

~t~lll '\..' I' · · :r h I ),\!d. 20 I 2 .. 

FrequetH'Y 

20 

2<) 

Percent 

69 

21 

10 
-

100 

)n llll' rc:1'nlldent · 'level of' agreement w ith tile statements 0 11 Hllllllal ri sk based planning 

tnd it. etTcct on governance in the centrctl govcmmcnl ministries, Lhe respondents were 

nt.'lllral tu the 1~1cts that planning was generally cons idered a vital internal aud it act ivity 

and it included preparing a strategic plan , annual plans ancl progrnms f(lr individual risk 

b8scd audit ~1ssignments at a me8n or 3 .• II 1; !'or l~isk Based Audit (RH1\) to pmvidc 

good governance in public sector they must embmce the International Auditing stnnclurds 

tlwt guided the internal audits ethics ol' work and 111aintait1ed pro!'cssional ~luditing 

stancbrds with a me~m or 2.6667: proper pl:mning enahkcl accomplishment or a I:Jrge 

11ll111bcr o!' audits in ;1 gi\'Cn period hy improving cf'licil'llC)' ;tt a 111CHil or 2.0(l(l7: and 

<tdhoc audit <JSsig_nlll 'IllS signified the reit:Vc111C~ or inkmal Cludit (O llH.lll<lgclllcllt, :md 

reflected positi e!) on iiuclit crll:ctiv~nc , and <ilso 111 good govclnHncc with a lllt.'an or 

2.3 "1 a<> ()ll!llll1ari; ·cl in lnhlc 4 7 beiO\ . 



Table 4. 7: SLIIemcnts 011 \nnual Ri~l\ Based Planning and its I£lTcct on Governance 

i>I <Jllllino is ~'t'il ·r dh t'!HisJd 'l ·d :1 ,•it:tl intcm<JI illlclit nclivily and 

it i111..:lt ldl' ' j>t' 'j .ll'ill 1 :-;lr.tl!.'!'ic pi:JI I, <lllllllil l pli!IIS ami prog r<Jl11 S 

l(x i11 li,•idu.d 1 i k I :1 cd :H1dit :Jssij' llllleiJl s 

FPr I'Ll lh ·I \u lit (RI\t\) to provide good govenwncc i11 public 

SL'I..:il'i' ill') lllll l Cltllmlce tile Jn tcrnalioiJal Auditing standards th<Jt 

t'uid · til· <ntcmal <~udits ethics or work and rnaintain pmf'css ional 

~Ill klllg ·tmHiards. 

!'roper planning ennbks accomplishment or a large number or 

audits in a given period by improving efficiency 

Adhl c audit assig1~;11ents ~ignify the relevance or interned audit to 

: management, and rcilc:ct positively on audit effectiveness and also 

- -
ource: Research Data. 2012 

Std. 

Mean Deviation 

3. !1 I I 1.16667 

2.6667 ! .32288 

2.6667 

1.\22R8 

The respon·Lnt.· also explained in their' ic\\ the elfCct or annual risJ· based plannino 011 

the ·orporatc t•twcrnuncc \\'ithin the ctlltnd government llliiiiStric:s in that a p I~I\Jl 

(.\nmml Risl· !~a ·eel 1\udit Planning) h ·lpcd the internal audit activity to he lllor. 

prOilCti\'C and it Ulll} identifi ·d the CUI' tilrcah of the tlt.:livitie 111 the 111inistr) Hlld 

ac · p!abl · to th · mana._' ·ment. In addition. I' Ht\ P hnuld b · d lll fr qu 'Jill 

ff ti\ • cc ntrol too rather than after n lonr p rio I of time and in ca f 11) COlT ctions 

it uld l done on tnnel ba i . 

0 



4.5 Risk Manaoement ,., 
' I hc study ninH:d to tkt Tmint' tilL' t''\IL'I t to which lrunspmcncy in ri sk based nudit 

mnnn~>cnH.:nl al'l'ecl ·I •'o' t'tll.li\L't' in till' l'L' Jltl'<ll govcmmcnt mini stries. 1:r0111 tile 

llOL'.'lt:tll I· ·ht \\IIIII I thk 4.X lll'IOW 

'I ahk I.:-\; l'l'an,pareiJcy in J~i'lk Ba11ed Audit Management Affected Governance 

Frequency Percent 

Cln.:at E:-.:tcnt 16 )5 

\ cr: Clr ·at !~:-<tent 10 JLI 

"l 10 .) 

t 'o 1 .. :--.t ·nt 

29 100 

- - -
I· I 
1 Total _ _ __ _ 

~·ourcc: Research Data. 2012 

On the respondents· level of' agreement with the st<~tc111cnt on risk nwnagcmcnt ~lnd its 

ct'l(:et on governance in the government ministries. the respondents \>..'ere neutml to the 

1~1CL that the implementation of risk ba.,ed <IUditing in public sector \\aS c. ·peeled to 

impn vc gel\ ernnncc. transparcnc~. accc~rn.ability <lllcl cniciency il' the manngcmcnt of 

public a1Ti
1
irs. and made the public sector more ·f~ ctivc 111 the d li\ 'l') of · :rvicc nt a 

111 
an or 2.777X; and the rok of auclitinr in Pulli · Sector (lovcman e (200(:), au litors 

a e .. d the adequacy of corporate go ernan e and th' c 111tr I en ir nm nt at a menn of 

_ 5.": 6. 1 hey al 0 di aw ·ed that it implem ·ntation would '\I d "P n th ta tlit.tti n I 

·ctor pm tictpati 
n our ,j n 111 . i 1l r ati 1n ,111d 

I pment of bu 111 • 
initiatl\ • t) r ·du 11 \ llh ( Ill n 

llllll 1 t i7 I in tnhl . 9 h ll>' 



Table 4. 9: S tatements on Risk Ianagcmcnt and Its Effect on Governance 

Std. 

M can Dcvia tiou 

'l'hc; itttpktn 'tttntit)ll 111' ri 1 h:t t•d ;tttd i ing i11 public sec tor is 

expect ·d to i1111 r ,, • ll\l'l'll:tlll'l', tr: ttlSjlill'C IH.:y, uccouttlabilit y <llld 

l' l.livll'ttl'V itt til, 1111111•• ntcnt of' pui>lic :1m1irs. <ltld 111<1ke tl1 e public 

.'l'l'tPr tlllll'l' t'f le II\ e in lhc deli wry of' sc;rv icL:s 

l\11k \1r nuditin~· in Public Sector CiovenHt lt L:c (2006), mtditors assess 

lhL' 'ld 'ljUacy f' corporate govt.:r11<111CC and tlJL: L:OJ1lro l t.:nvirOillllCill 

It-:; tlllj'l~t~lcntation will also deep~!; the l~tciliL;;!ion7>i· priv<ttc sector 

2.777R 

2.5556 

P~trtici, ation in the ccottomy by cncourugi tt g in vcst tncttls. job 

. 
2.LI4LI4 

ICI'l'~1ll0ll rmd d~\ clopi11Cllt of busineSS initi<tlivcs lo reduce poverty. 

Source: Rcsc~u·ch Data. 2012 

0.66667 

1.13039 

O.RR i <)2 

1 he respondents also explained that risk management niTected corporate governance in 

the ministry by enhancing transparency. eliminating inef'licicncy in SL:rvicc delivery 

through imprmcc. dccountability in m:magtng public af'l~tirs. It w:ts tailored to short ll'rm 

rc"uiL and applied managerial approach ra11ler than integtal approach. 

! '1-. tudy sou):!hl to find out the ' , tent'> v.hich auditing tandard nlk ted l( vc1nancc 

i1. the ( entral go rnmcnt milllstnc . I he linding rc nlcd tlldt mo t (7 1r th 

re p ndent. cited to a !?~' at xt nt. I 0°'o aid t n > c t ·nt ' hi I ·moth r 10° in i •1t d to 

ho' n in table 1.10 b ·I ' 



Table 4. I 0: Extent Auditing Standanls Affect Governance 

Frequency 

C ircat l ~x tcnt 

No l ~xle iil 

l ittk I 'knt 

Total 

Sotll'l' ·: l' · · 11 ·11 Uata, 20 12 

4,(, Corporate Covernancc 

?' ... l 

) 

·' 
1 
. l 

2') 

Percent-

79 

10 
---·---

1 0 

- 1(}() --

---

I i!'kr ·nt offices of the Central ()ovcrnlllcnt hacl dil'lcrcnt extents or· co rpomte 

gt'\ crnance and thus the study sought to establish the level of' corporate govcmance in the 

!Vlinistry. it was revealed that 79% of the respondents inclicatccl thnt corporate govcmnnce 

\\as to <l great c--:tcnL I 0% indicated to a very stnnll extent whereas another 1 o~Yt> 

indic~~tcd to a moderate extent as shown in tablt.: tl.l I below. 

Table 4. 1 J: Corporate Governance 

(ire~t Extent . --

1
~1-:r:-- m~!ll l ~;-; tent 

.Mod rate J:.· tcnt 

-+ 

jTo t :tl l 
• our ,. J{ · earcll I )tlla. 70 I '2 

multipl J\:Pre ion anal) 

I• rcq u en ey 

" ) 

29 

ndu lc i in thi 

• n ,, ri< hi (ind 1 ·n I nt) .n I hank 1 rf rm.m •. I h · r 

p •c lor o i tl p Ill I ttl 

Percent 

79 

10 

10 

100 

t t r Inti ,11 lup 

II lll Ill Ill 



of the multiple regrcsswns. Cocl'lici ent or determination exp lains the extent to which 

chnnges in the dcpe1uknt \"1ri:1bk c:lll he l'"Xplaim:d by the ch8nge in the indcpcndc 11 t 

vminhlcs m thL· 1 ·r 't'lll!l''l' 11' 'mi;l tinn i11 tile dl'j)CJlc.knt vminh lc (Corporate governance) 

!h ill 1s cxp! 1i 11 • 1 1: :!II the i1Hkpc1Jdcnl V<lri<lhl cs ( l~i sk assessment practices, l~i sk 

1\ l<llld"l'lll 'Ill l'r.1 ·ti,, , ,\llllllal l ~isk l~ < 1 ~cd J>itu1 11ing <t11d l~i s k b<1 scd Internal J\uditing 

~lilll lu· I . 

4.9.1 :\lode! Summar~ 

T a b 1c -t. 12: \I o d c I Summary 

Std. En·or or the 

;\lode! R R Square Adjusted R Square Est i mat c 

0.73R 0.7958 1.002 1 
- -t - +-

0.8921 

Source: l~escarch DCit<L 2012 

The Jom independent vCiri8bles that were studied explain only 79.58% or the corporntc 

governance in the Ccntr::~l Government as represented by th' R
2
. 'I hi thcrcl'ore means 

that other l~letors not studied in this re-;carch contribute 20.112cx> or corporate governance 

in the ( 'entral Gm ·rnmcnt. I herd' r-:, l'urth 'I' rcsemch hould t ctmcluctcd tu 

invc tigatc the other 1~1ctors (20.42°'o) li1at affect corporate governance in the ( \:ntral 

c,o-v rnmcn 



4.9.2 !\NOVA 

Table 4. IJ: \l\0\ ' \ 

~lllll of 

t\lodel ~qu:trl'" df Mea n Sq ua re F S ig. 

I • \2() 2 3.LJ57 5.262 .027 

I' · i lu.d 21.173 34 1.052 

.n A <JCJ .16 

:-;llllt\: ·: l~e ·arch Untn. 2012 

Till' ~igniticancc value is 0. 027 which is less thnt 0.05 thus tile model is statisticnlly 

significance in predicting the relationship bet ween risk lmsecl audit unci corporalc 

gO\'e!'n<1!lCC in the Central Cfovcl'l1Jlle!1t ol" Ketly<t. Tile ,, criticnl at s<y;) level o!' 

signit:cance \V<t::-. J.Ol. Since I· calculated is greater thnn the 1: critical (val ue 5 2r.7 ) 

-
-. n_' 

this ~hO\\'S that the overall moclcl was significant. 

4. 9. 3 C o efTi c i c n t of D etc r min at ion 

Tabll' 4. 14: CocfTiricnt of Dctt·rmination 

r-
- - ----- -
Unst and a rd in·d Standanli/cd l-

( 'odliricn ts Cod fie icn t.., 

i\'1 od el B Std. Error Beta ~ig. 
1 

( Constan!) 2. 9, ."00 5.2 ·I . \I I 

cssment practic 0.4 J4 O.Qt)7 0.1 I 2.1 '2 
I 

0. l I~ 

Ri ·k 1 lanagement o.-18 0.118 0.14 l 1."9)-i o.rr7 
Prn uce 

Annual Ri k J a ·d 0 .. 7 0.1 ) 0.105 2 I 8 0.0 

Plannino I 

I' i k h,t · 1 lnt ·rnnl 0.5 0.1 ... OJ 11. 79 0.0 

ud1l111 • l ndnrd 

\\II :I OJ 



1\s per the SPSS gen~rated tnbk ~1bow. !he cqtw ti on (Y = Po + /3 1X1 + /)
2
X

2 
+ fhXJ + 

f11XJ +r) becomes: 

Tile rc~·rc ·-;iPtl ·qutti 11 ,!hove shows !11:1! !:ikJ Jl g :11/ l ~ 1 c l o 1 ·s into account (Risk assessment 

pr:JI.'!k ··. l'i 1 ;\l,m.u•cmcnl Pmc!iccs, AJJJ!Wil l ~ i sk l3 ascd Plcull1ing <llld Risk based 

illlLTnal t \ud1ling 'tandnrds) coJJslciJJ! <ll ~~:ro, performance will be 2.398. ·rhc findin gs 

pi"L'ScJllcd also shows that taking all other i 1(/cpcnclcJJ! va riabl es at 1.cro, a unit incrcnsc in 

risk :lsscssnJctll pr<leticcs ~vvi/1 lead to il ()ljCJL/ ill(;rcase in corporate govcma11cc i
11 

the 

CL'Illr:ll !2.0n~rnment: a unit increase in risk mnnagcmcnl pmctices will lcacl to ·i () c 1 o 

..... 

(. . . J () 

increase in corporate governance in the central govcmmenl~ a unit increase in annun l risk 

based planning will lead to a 0.5)7 increase in corpor<ttl' govenwncc in the ccnlr;ll 

guvcmn1cnl whik u LJJJil incrensc in risk h<lscd inlcmal uuditing slaJJdmcls will k<td 
10 

ll 

0.54.3 increase in corporate governance in the central government. 

This depicts that annunl risk based planning contribute most to performance followed bv 

ri:k based iiJtcmal auclitiiJg standnrds. AI 5% It: vel ol' s1gni licrlllce and 95'Yc) level ol' 

conli~lcntc. risk ass ·ssmenl practices had a 0.0'1, level or. ig11ificanc ·; n k rnunngem .
111 

prncti~; howcd a 0.057 level of significance, annual risk b·1 L:d planning hnd n O.O 
5 

I ·vel of sionificnn..:e and ri k ba t:d inter'lal nuditing tanclar I h w d , () 044 1 \CI 
1
f 

'i"n: ·can ·c, hen e the 1110 1 i 1nifi ·anti, ·tor i-. annual ri k bn e I pi nnin, 

.I() lurcrpn·t:tliou I) I' Firuliug' 

I i k ha ·J nuditm nnd Cl)I'J rate 11111 n nnJ n f Ill n 1 'c:mcnt ( 1 

J rt lr r • lll c · hll th d li 'I 1 ullr ml I hr ll'h tu littn, 



slanclarcls, the pmnst.1taJs ensured com pI i:JJICC wi I h standmd izalion to be usee! to reduce 

ri sks thus cnlwncino ''l)( d 
b ~ 

se rvi ce delivery to the citi zens. 

uwurcl tllut ,,. 1 I 'II 'I in ·ulwncilll:1 pnml gnvem~IJlce so thut th e orgt~11ization can better 

cil-liwt tltl its 111:111 ial . 'I he impoii:JIJCL: ol' risk b<Jsed uudit is aggmvated even more aCter 

<ll'l'Pllll[JJJI' linn arc h.Cilll:' StJcd hy sllnrclwlclers !'or their inability to detect f'mucl becnusc 

Issue.:: of concern and areas of' govcrnal'•X threats were mapped out, weaknesses were 

ickntifiecl , ,;,r..;ats were neutralized <mel :;trong contrr>ls were cnll<uJccd. Auditors nl tlw 

mini-.;tries had a good understanding oi' their auditor's husine<;s <lllcl thercf'ore could 

~lccomplish risk nsscssment with relative ease. The auditors <It the ministries beg;u 1 tile 

inherent risk cvalua1ion process by generating expectations ol' <KCOllll!s balnnces <llld till: 

financing pressure w~1 s very signilicanl in influencing judgments of' inherent risk at the 

Ill i 11 is t rv. 

Planning w:ls general!) considered a v!lal intcmal audi! activity und it inclutkd prcp<ui 11g 

a tr.1tegic plnn. [lnnunl plans and programs for individual risk based audit a ignmcnt ._ 

Ri~: Ba ·d 1\ud.t (PB;\) to pruvrcl ooocl guv ·mane in public se tor they mu 1 t-lllbrm.:c 

the l.llernat·on.t! Auditmg tand..trd:, that tud d the internal audit ·thic 0 r \\Ork ll'1d 

maintain c1 prole. JOnnl auditing tnnd<~rd . Ad hoc audit a· i 111111 11 i nifi d th 

r ·le nne of int ·mal audit t< mana" '111 11, ·md r n . t I o ltiv I 'on u lit ·H. ·tivcn ._ 

Th , nnu tl ri ~ I a I pi nn1' 

'< ·1n m~.: • , i hm th • ·nu· 
I 11111 II Ill th p ( 111111 I I' I k 



13ased .1\udil Planninti) help ·d ti1L' intcm~1l nudit <tclivity to be more proacti ve and it onl y 

identified the core thr·nt~ ,,r thL' :1cli\ ilics i11 the mini stry and acceptable to Lhe 

111 (\ ll<lt'C\1 lC!ll. 

Fo 1· cllit· 1l'ltl l'Jl ·1 1titll 11!' <JnvctlllllCi ll \m-; im·ss <tt1d opt imum utili :;,ation oC govcrn rn cnt 

l'l'SPlll't'l: ._ it j 1111 1 ll't:llll llwt thi.! govcnllllC11l ol'licia ls arc put to task to account Cor their 

1\' 'Pl\rCl' utilinllt 11 lO reduce thc cJHlllCCS of' mi sappropriation. 



SU I I \P\. CO t 'Lli'IION AND JH~COMMgNDATIO
NS 

S. l I nlrod urlio n 

'IIJi" t h:qt •t l'l~l\ id1.• .tic \LIIlltll<lt')' of' the fi tHiit Jgs fi·o tJ J clwptcr f'our. and also the 

CPtlL'ill 'tOIL ami recommendation~ of' tile study hast.:cl on the objec ti ves or the study . The 

objective ul' thi~ study \\'as to invcstigHte the re lationship betwt.:e n risk based audit and 

L'lll'jWratc gm crnance in the Ct.:ntral c;(!V(;I'IJJ11Cilt or Kt.: nyn in NS I ~. 

5.2 Sunun:u-y 

On auditing standards, the study est<tblis.l~.:d that the responcll' tlts strongly agrct:d to tilL~ 

l~1ct rhat compliance v.tith stanclardi:;atioiJ could k ust:cl to reduce risks thus cnhnnc ing 

good govcrnHncc and agreed that st:tndnrduution could be suhstitull;d by other qunlity 

framework. such as twtional quality mvard that wns bettl'r in enhancing good govcrnatlcc. 

On risk assessment. the study found 4(J'Yo of tht: r~.·sponclents indicated thut tnhl'rcnt risk 

a~s . 'JllCilt aJ1~c!l'd !!OVCI'Il:lllC: Ill th' (' 'lltraJ p lVCI'Illllt:nt lllilli '(ric to a great L:X(l'Jll, 

The r'spvndctJb tronply agreed to the lacls that audito1 at the mini try hnd ll guo 
1 

unci 'r 1,.nding of th ir audilce · hu inc. nnd th •ref ore ould a OlllJii h ri. k a .• mcnt 

"' 1tn r ·lntivc ca. c, and the auditor tdcntdied h<~Pge · that had occurred in the firm or it 

c.lv n '1111 nt 1.111 I d l 'nnin<.!d hm' tho ' ht uld int ·ra t ith h1 t H·ic lll.!nd to 

pr lu • an h, hn c 111 th l.'t unt I h •. nl 

id r d th · n I · 1 ri k a nt in th d t ti n 

'1 •rc ·d •h t th 

n n n-

mini tr} 

tmtt 



transactions and ministry ch:m1 ·t~ristics wcrL' nssoc iated w i th the in cidence of erro rs; and 

there wns a prcfcrcnc~ tor qu:llit:ltiw risk <Jsscss lllcnl <ll the governm ent min istr ies . 

(),, <111lltliil risl b.t-.. ·I rl1nni1 l)
0

o illdic:Jtc·d tlli !l Ll ll lltl(il 1·isk b~1sed planning aiTcetecl 

corpon1lL: oo, ~111.111 · • nt tile ccJllr.li govcn ll l !L' nt 111i t1islry lo a great ex tent. The 

1\'SJl<lJJd 'tll " · · · 11 utrnl to the r:tcls that p lun11i ng wus generall y consiclercd a v ital 

iJJll'l'tld :tu it u~tj, il) ~ nd it in<.:ludcd prcpnr i1 1g a strateg ic p lan, anmw l plans <l JJ ci 

pn~gr<lllL I( 1 indl\ tdual risk based audit ussigiJ IJH.:nts: lor Risk 13ascd 1\ucl i t (IU3!\) 10 

1 rt'\'idc g('\' j governance in publie:; sector they n1ust cmhrucc the fntcmational Aud iti ng 

.'tandards that guided the internal audits clhics or work illlcl llHlilltaincd pmfessioJw l 

auditing standards: proper planning cnabkd accomplishment or n large number or uudits 

in :1 gi,·cn period h) improving cf'licicm y: :111d ndlwc <ludit <tssi~:•nnJcnts signi fi~.·d the 

rei '\ance or internal audit to managcmL:nt , and rdkL:Il:d positively on audit t:!Tectivc 11 css 

and also in good governance. 

() 11 risl 111 ~ 1 nagctncnl. SS%, imlic:ttcd tlwt trwlspmcncy i11 risl · based audit lllliJWgcnJL'tlt 

niTcctt:d goverm1ncL' in the central govcrnmctJt lllini ·tries to a gn.:at extent. lost (7()1}1,) ol 

thl' n: poncknts cited auditing tandards affected govemance in th · ( entral ,< 1v nunent 

mm 1 triL to a !!~" ·1t c ·tent. 'I he rc 'I oudcnts '-" rc neutral th · fa thllt the 

111111 m ·ntation tli' ri k ba ·d audit in• :n puhli \ l ·pe t ·I to rtnpr l\ • 

'OV ·r na'l · tr,n 1 ar n a··ount lJIH. Ill th Ill nt I 1 ulli · 

tffau 
ti d th rol 

111 Pl hlr · lll'tll of 

·tn n n t tl 111 I n I h th II 



implementation would.also deepen the t:tcilitDtion ol' private secto r participation in the 

CCOI101ll)' by encouragin~ in\'L':;lnll'il(S. JOb CJ'l:'~ltion <ll\li deve lopment of business 

initiativL:s to tTcluc~.-· 1 ,)\ ·rt:. 

S. ~ ( 'onl'lu'>ion" 

1-'tlllll lit· !i11 litl th tud) conclude~ tll;tt cotnpliatJcc with stnndnrclization can be usccl 

lt
1 

n:du ·~.: ri ·k · thu cnhnricing good govcnwncl: ami standnrdiz<ltion can be substituted by 

uth 'I" qu:1lit) l'rame"'ork. such as national quality awarcl that wns better in enhancing 

g.t\t)d go\ cnwncc. 

!'he stLCI) a!Stl concludes that inhL:rcnt risk ussL:SSlllCtlt gtTatly ullects govc malll:c i11 tk 

Central gO\TI'l1l11Cl1t ministries. Auditors at the ministry has (I good undcrstamling or their 

auditee·s business and can accomplish ri-d< asscssmcnt with rclativc cusc; thL: auditor 

identifi es changes that has occurred in tht. finn or its environment Dnd determines how 

those clwngc'> should interact with histori~.. trends to produce ;1n c:-;pcclcd halatll'C itl the 

nccount: the minisLry considers the rok or risk. Hsscsstm:nt in the detection or errors; non 

systematic transactions and ministry char:!cl~.:ristics arc nssociatcd with the incid<.:lll'c ol' 

'tTOrs. ~uld there is a prell:rcnce for qualitative risk asst.: metll at the puvcmmelll 

mini tries. 

ln addttion. thl! tudy onclud 5 that annual ri k ba d Jl<tnnin, 'I" .Ill , f~ 1 oq rot. 

gn\ cr:wncc at th, central 10 ernm ·nt mim tr 
i , udit 

mana m nt afl ·ct ,o rnan · in th 
·ntt II rnm ·nt mim lt i 11 u lit in 1 

td 
., r 11 • in th C n 1 11 

tlllll ll 111111 HI 



implementatiOI) would also deepen the l:llilitatiOII or private sec tor participation in the 

economy by cncouragin(l im L'Sti11L'nts . .iob cre<ltion Cllld development or business 

initiClti vcs to reduce po' ·rt). 

S. ~ ( 'ollclusion-; 

1:1u 111 tl 1 ~.· li• 1dtll' . Ill tud tolwludcs tlwt co111pliancc with stnncla rc!i zation can be usee! 

lu l\.'.1,1 '\.' ri 1-. • thu ·nhan ing good gov~..:mance ami stanc.larc.lizution can be substituted by 

utll\.'1' qualit; tram ' ork. uch as national quality awarcl that was better in enhancing 

1'1 1c stL d~ ;list' concludes that inherent risk <1ssessmc11t greatly allects govcmance i 11 the 

Central government ministries. Auditors at the ministry has a good understand ing or their 

auditee·s business and can accomplish ri-;l< assessment with relative case; the auditor 

idcntirics changes that has occurred in th• . firm or its environment and determines hoY\ 

those ch;mgcs should interact with histori: trends to pmduc~..: illl expected bnluncL: i
11 

the 

account: the t,linistJ") considers the role or risk assessment in the detection or errors; 
11011

_ 

systematic transactions and ministry char.!ctcristics arc ;1ssoeiated with the incidcncL' ol' 

~ITor·: ami tilcrL' is a prcll:rcncc for qualitative risl · a scssJilcJJt at the govcmmcnt 

ministries 

In addition, th · <;tudy ·on lud s that annual ri k ba ed planning •rcatly aft' ·et corporate 

gu\ ·man e at th · central go ernm nt mim tr · tran par n ) in ri k l a d nuclit 

·rnanc · in th' enttal •o rnmcm mini tri · and au litm, 

1 nan · in th · ( ·n 1 tl •o ·rnm ·nt mrni tn 



5.4 Rccommcnuation.s for Policy 

The study recommt.:ncls that audit L'tll1111litke shotlid employ a more effective approach to 

work clilit'Clllly '' ith nwn:l"l n nt :1nd ~111ditors to icl entil 'y the most cornp lex business 

<tl'livitics, dSsc s th 'II l''ittiH' ri.l s, tkiL'I' Jil iJ lC !heir acco untin g treatment, and obta i11 

COitlpktv lllld 'I' l 11 lill 1 ol tllcJr illlJlllCI 011 f'air presentation or finan cial performance 

l'llttditJllJI . t\u lit mHllittce mc111bcrs sho uld be sufTicien tl y knowledgeable to ask 

111 :11 w:_'L'I11L'l1l a \\ II a<; the intcrn<tl <111d cxte1'11al auditor's Iough questio ns regard ing 

qu,dit:. transparenc:. and reliabilit~ of' financial repo rts. 

'I he study also recommends that most organizations' intemal aud it ofrices should develop 

~~ stratcg_ic plan that would enable the audit stall to cvaluctl c risk and ickn ti Cy hi gh-ri sk 

area~ that deserve audit attention. This exerci<;e should enable the head or inkrnnl audit lo 

ensure the appropriateness of resources by projecting requirements in a timely rashion 

thus enhancing good governance. 

In addition. organii'ations :-;lwuld h~tve ptopcr planni11g which etutblcs accomplishment of' 

a large numncr or audits in :1 given pcrio I by improving cl'ficicncy. I· or Risk l~ascd Audit 

(RI3A) to provide good govt.:rJwnc., organizatio11 must embrace the lntcrn:llion:d 

uditing :tatHiard" that gutcle the intcmal audits t:lhi ol' work and maintain 1 rolcssion~ll 

auditing tanclard . T'he intl!rnal audit should a I her· to the guiclelin · ·ti j'ttlntccl hy tlH: 

In t tut ·of lnt ~rna! uditor ·( II ) \\hi ·h i r c l 'llll d a the int rna! audit pr re i lll's 

1 ·r m c 'Jtltiemi n. lu atwn. r · ar h and t • hnical •uidan 



5.5 Limitations of the Stud~~ 

The 1·espondcnts ''ere r ·lu ·t:mt in ~~i , iJJ !' inl!.l rmnlion leming that the information asked 

wou ld be used to i1 tinli l:ttr til Ill M p<lil ll :1 ncg<lli vc image about them or the co mpany. 

Tile I'L''il'HJ'l'illl' h n 11·1 th1. prnhiL'lll I y c~1rry in g an introducti on lcller from the 

!he i Jliomwti on they gave wo uld be trea ted 

witl1 l'PJJiidullialit. nnd was used purely for academi c purposes. 

'I ill' ·tu l~ f1ce! both time and financial lim itati ons . The duration that the study was to be 

cot dt.dcd \\'<lS :imitcc! hence exhaustive and ex tremely co mprehensive resea rch could no t 

be carri ·d out. However. the researcher counte red this limitat ion by carrying out the 

research across the department and ma nagemen t leve l in the organi zat ion to enable a 

generalization of the study Jinclings. 

5.6 A rea for Further Hc~carch 

This study investigated the relationship between risk based audit and corpom te 

govcmancc in the C\·ntml (Jovernment or Kenya. This is a uni que operating environment 

with completely di!Tcrcnt accounting priJH.:iplcs compared to the private SL'Cior 

ac ·ounting. t'his study thcrcl(m.: rccomlllL'Jlcls that a similar study should he done 
011 

the 

r ·laLonshq between risk base I audit and corporate ~O\'l'riHlllCL' in all th. pri\'atL' 

companies li ·ted in the 1 'I: to f~tcilitate the gcllcra!J;ati lll of the finding 



The study al so reeom:11cnds that <lno1hc-r study on the relati onship between corporate 

governance practices and thL' 1 L'rl!.mn:l!H'L' o l· mgnn il'nlio11s needs to be ca rried out to 

dct crmim: the i11llu 'IlL'· \lf , OIJlll :ltL' )l• lVl'l'llil!I CC 011 the J'innnc ial performance of' 

org<IJli;utioll~ in 1· 11\ 1. 

I' ll~.· ·tuth lurlil ·r 1 mmcmb that <lJH>t iH r stt1d y he done on the innuenec or ri sk bnscd 

il lldlllll" l'll th · lc\ ·I of corrupt lOll <llld Jlli susc ol · public reso urces in order to promote 

:1 'l'l'Uilf.ll iliL) and I rocluctivit) or govcrJII\lCllt o f'Jiccs.s 



/\bdull<lit S. 1 (200-t). Bo<trd ·nmposilion, CI ~O duality and performance among 

Maluysi :tn list ·d · lllll .11\t 'or;>om/e ( ,'ot•emonu! Ll(4) : 47-61. 

;\ldrid ~•.c. I )()()I. H /11 It • hn ll]('iul ,\/urk c•/.1' Ne,t;uloted'? 1111 Fmpirh;o/ fnv esligulion of 

I 'ulidity 1/ A' •ullfion Theories. WPrkiJtg Jlnper, l(otnt8n School or Management, 

of' Torot'to, viewed J 2/8/08 8[ 

h t ll' · , "'' .rotman utoronto.c<tln I d ridge/rcscmch/ !\ lc! J·i cl gc f'inrcg413 04. pelf> . 

lh.·a:k) 1 1 l , • ..tl erio S (200 l ). Tlte reiationship lx:twccn bocm! chnr:tctcristics <llld 

voluntar) i:'lprovements in the capabi lity of' audit committees to 111onitnr, 

Contempomrv Accounting Re1·earch 18 (4): 539-70. 

Brody. J(CJ .. Lowe. D..J. (2000). 'I he new role ol' the internal auditor: lmplicolions jill' 

in/emu! ouditor ol?jec/ivily, ln!ernofiomtl .Journo/ o/ Auditing Vol. L) NoJ, 

pp.I69-76. 

Ctrcy. p . Simndl. IL Tancwski. C!. (2000). Voluntary demand lor internal and cxtcmnl 

auditi ng by lnmil: businesses. ;\uditing: A .Joumul o/Practicu & '!/won. Vol. 19 

1 'o. Suppl.. pp \7-51. 

Chizcmn. A & l~uck. I 200(>, · 1 'eo-in .. titutionnl ·1 heor. and lnstituuo nal l'h<tngl·: 

!(mards! mpitical 'I· ts on th '' rneticani;ntion" ot tlcnnan L/ccuti\'l' P<t) ·. 

In/( rnational nu.\illl'S.\ Rtl'iel v I IS, 110. 5. pp. LI}:S-504. 

( h11 ·ma, <, Kim. J 0 I 0, · ut ide >ir ··tor on Kor an I\ ani : <..1ov •1nanc. un l 

In tllution . .lournul of Mmw~cllu!nl. 'tudt '' \ I. 7 n . 1 1 p. 1 9-29 

c h . 1 () <) u lit ri k m d I. m t hm nllimitation . ICA .Journ 1/ pril PI . • 

( 



Cohen .r . & ll<Inno !)_ ::woo. t\uditors' co nsideration or co rporate governance and 

management contr<)l ph!losopl1y i11 prcplnt111ing and planning judgments, 

Auditing: tl .Journ d of }1
/ ,,·ri<'c' uud '!'llc'ory 19 ()): 1 JJ-46. 

C'uhL~ll .1. & ( lislm.Hn t rth t 1. , Writ1ilt !\ . (2.007). At1ditor experiences or corporate 

~·ll\ ·r 11 11 • tn th po t S:1rh:IIll'S 0:-:ky l ~ ru. 1\uditiilg: ; / .!oumul oj' Prw.:tice & 

7'hl'Of'l f rth Hllillg). 

l\Hnun. 1\ .J. l )95) 'lnstitutiottal J\rraugclJlCiltS for Setting Directors' Compensation in 

liK C t'llll anic ·.in Keascy ct al (I ')97). Op cil. 

lJ.Kin. 1\L (Joodstcin . .I & Scott. W 2002, ' ln stitution<d Theory nncl lnstitulional Chnngc : 

Introduction to the Special Research Forum', !lcodemy qj' Manogement .Journo/, 

\'OI. 45. no. 1. pp. 43-56. 

1)
3 viclson. R .. Goodwin. L Kent. P. (2005). Internal governance structures and earnings 

:-vlanagcmcnt. "lccounfin,~ om/ Finunce. Vol. 45 No.2. pp.241-67. 

lkFoncL . !.L.. fr<~ncis. J.R .. ·wong. T..l. (2000), Auditor industry specialization and 

mr~rket segm ·ntation: evidence !'rom I long Kong. Auditing: J1 .Jounwl (!f'h·octice 

& I hl!m )'.Vol. I C) · 'o.l. pp.4')-(>6. 

l:is nhardl, I'. (I 9X5) Control: Organitation:d and ·eonon1ic apprnachL: . i\fmlct,l!, t'lllt'/1/ 

._ cience,-; 1(2): 1.\t\-149. 

(200 ). l·l r ·cti\l; accreditat m 1: · s ·ntial for audit c mp t ·nl'c. ISU 

Htmu}!.elllelll Sl' tems ol. .- pp.1 '-22 . 

T ) I ll. /u ca. I • Ktr h. I) { 1997 Pro. tt pr, tic r Titi ·II 

tu I_ ll <1 umin' r 'lll tion th t n ' ·r 

(.(11/flll/1 I ll I p 1 ~ 7 



Freeman. IH~ 1984. Strote,f!,ic Mmur,l!,c'lllc'llt: . I ,\'toke/wider Approach, Pitman Publishing, 

L~oston . 

( lihson , !Vl.S. (200 1), h ' rptl. I Pt'\'l'i'l1.ll1l'L' ii1L'l'il:c!ivc in emerging markets?, Joumol 

(!I Fimllt('ICII 111 f ht, nnr lfil'<' , /uoi1'Sis. Vol. )g No. I , pp .2J 1-50 . 

(iiii :1JJ S 1. ( 100 l) I'· ·nt lkvclopJneJlts i11 ('mporatc.: Covcrnance: An Overvi ew . 

.It II/'II ,I If 1/f}OI'({/(' "flU///((' 12: J X I ! ] 02 

( illlllh\ iu. I . ..,00 · ). I he relatio11Si11p hct'v\ .:en the aucli! committee anc.l the imcrnal audit 

1\.mction: evidence from Auslra]i,J and New Zealand , International Journal uj' 

111 /itug. Vol. 7 1 1o.J. pp.263-7G. 

(lrcgt2 p. Conyon. I. and 1achin s ( J9CJJ). Taking cnrc or business: l ~'l.ecutive 

Comp 'nsation in the United Kingdom. l~·conomic Joumol, I 05. 704-71 LJ. 

C3rilliths. D. (2006). Risk Bosed Internal Auditing: An Introduction. available ll!: 

"ww.intcrnalauclit.biz (accessed February 12, 2008), 

llullon. \V. ( 1995). '!he Stole Jlfe 'reIn. Jonathan Cape. l.ondon 

ITA (2004). lntemcaionol Strrndord, for the J>rufessionol J>rcf(:fice rl lmenw/ Auditing. 

In titutc of Internal Auditors. ltamontc Springs, Fl .. 

.1, 1 -c 1. \ 1.( •. & \1ccklinp, \V.ll. l <)7( lht..:ol')' of the Firm: t\ 1aJ1ngcrial Behavior. i\ •cncv 
> • 

C'wt and )wne r. hip , 't ructure . .fouma/ of Fuwncw! l!'corwmic\ "'(2): 05-~ oO. 

KaraJ ·tro 1c, : (I 999), I () 9000: th 5tcm cmcrgin, from th · vi i u ei1cl · 
1f 

'Ollll han '. n1' !QM \faga:mc . .'ol. 11 J p.1 11- 0. 

K nu 1 r.11. (_00 ) 1 h~: LJ • ol A nwnt ( l:llt"r in lultinational udnin, !·i nns in 

·til >bi. l llJ uhli h ·d 1B I !'OJ l I l ni I it >f ,m hi. 

( 



[(ay .1 uml Si lbcrston :\ (I 99)) "l 'orpor:llt' Clovenwncc", Notiono! inst itute Economic 

Revii! ll', 1\ugusL pp. ~-1 th, rcpriniL'd i11 '\XX. 

Kcnsey, K ., 'I humpson, .' .. lthl 1 !PilL f'v l. , ( I <)<)'J ) C'ut p omte Governance: Economic, 

ll-!mtill'C'tJI •111 ml Finm ~rrl!sllfc'\', < )x !(ml l JiJi v<.: rsity h ess. ,. 

1\lliltli':J. A I' I Ill Ill' ' I<)<))-(, '( )rl'il ll ili lli oll< il l )i vc rsity ami Change 111 Instituti onal 

1 h 'PI ' r •cmizallon Sturlil's, vol. I <), no. 5, pp . 743-67. 

uniL'i. J. t '0 1 ). I he chang1ng role or· intunal aud i t, ( '!w in Store Age, Septem ber, pp .4-

1\.. uriham~l. !( (200.-). Corporate Social Respo nsibility. Co rpomtc CJovernunce rmd 

AuditiJ,~ 111 Japan : an on line research publication: ava i labl e ut: 

i'vlajor. ivl &. Hopper. ·r 2004, 'Extending New Institutional Theory: Regu lntion ami 

Activity-Based Costing in Portuguese Telecommunications'. pap<.:r presented to 

l·uurth Asill Pacific Interdisciplinary Research in ccounting C'nnf'crcncc. 

'ingaporc. tJ to 6 July 

, lc( ord, C. (200:?). 'I he as c ·sn1 nt: corporate ~nvcmancc Hlld corpO!CllC ontrol. ()~jim! 

Revic H of Economic /)ofic}. Vol. R o l. 

u • n ld, 0. and lugcnda. A. ( 00 ). Re\ew ch Method : uantitativc md 

hldlitativ appr ache . ~mobi 

l!lll 1 (19 '7). om1, rat!\·, 11.11 I ju I m nt,d ' tati ti al am1 lm, t hm 11 

111 HI litin' Ill tB lJni\ r it f I II 1 i. 



O'Regan, D. (2002), ~·he C'P \'s trnnsition to the wo rld of interned a·uditing, The CPA 

Joumol, 1\ugtt'\l, pp.11-1..,. 

1\l\vcll, W 2001, · '·itll·r l\1ml t t\\11' l\icr:lrcll) ,Nctwmk l 'orms ofOrganization', in M J 

lhutdcl ( ·I ). l111' • 'o ·i J/o.P_l r!/ ( )r.(~rtllizofions: Clossic, C'onfemp(Jrory, oml 

( 'rith' Ill 1 luv , ~" '" P11hlic<1tiollS, l11 C, Thousand Oaks. 

l>ri 11 -:IPP J .. ( 'l) ') I h ·I>' clop111l'l11 t\11cl l ·:v<l il1nlio11 O!' l ~isk- n clscc.l Audit Approaches. 

\,l 111 ub!i. h ·d thcsi .;;ub1nittcd in Lllc I~H.: ully or econom ic and management 

:;cicnce (centre for accounting) al Lhe Un iversity ()[' The Free Stale 

Rit ·cr. J _00-.\. fncyclopediu oj.)'ocia! Theory, Snge Publi cat ions, Inc, Thousand Oaks. 

~clmattcrly. K. (:?.001 ). Internal corpon.1tc governance as a source of' [inTI value: the 

impact of' internal governance on the incidence o!' while collar crime, University 

of :v!ichig~m. Dearborn. MI. PhD thesis,. 

Scot!. \\' & Christensen, S 1995. The !nsfifutionol Construe/ton (!f Organizotions: 

Jntemotionul ond l.onp,itudin(l/ S!lnlin., age Public<~lions. Inc 'l housancl Oaks. 

~cot!. \\ 2005. ·Jn titution~ll ThL·ory: Contributing 'I o a 'I hcoretical R '::;L·mch Progmm'. 

in Greol minds in mww,l!,emenl The process(~{ theory development, 1" (I Smith 

1v1ichncl ;\ and I lilt h .0. ford Cnivcr<;it~ Press .. 0.-l'c:ml pp. !60-~·l. 

edJ< n .!. (~000). The C '£1\e A,t:aimtl. '() 9000, ( )ak ~~ rcc Pre s. Dublin 

. ~I ur: · .. 1'. W. ( 1 998). 'illr c r corpc rate rovcnmncc . .Journal of f'inonce, 

I I ) (. 2. pp 7 7-8" 

hi tkr .. Vi hn), R W. (1997, ' v rnnn , .Journ 11 of 

I· mwu ( . <. I 



Solomon, .!. , Solomon, \ (:200:.1), ( 'mpomte Governrmce and Accountability, John 

Wiley, Nc\\ YClrk. \ . 

Szpirgws, rvl. (:200(>). (I' tillll 1 isl]11l'S l'l l]lllj)l'Oquos, Rev ue rranc;aisc de Gestion, 

1·\·hruHI'). p~ (l ' ' \hlhlll I .I Jl:trkL'I', S., l)cters, ( ;,lo' , (2004), /\udit co mmillcc 

r-. t~lktlll.!nts, J ludilt n~~: ; I .Journal oj' t>ractice & Theory, Vol. 

' ~ I (l I. I I 9-,)7 

1 ·.tli~ 1 t'•lllO • i ~ [)(\\). l~isk tn:lll:l!.'.ctncnl: the n~ ittvcntion ol· internal con trol and tl1 e 

c.hang111~1 r 1le of internal audit, AccouutiiiJ.~. Auditing & !lccountohilily Joumol , 

\' ul. 16 , 'o.4 . pp.M0-61. 

Van (iansberghc C.'-:. (2005), lntcmal aud iting itt the public sec tor: a consu ltati ve 

Corum in 1 lairobi, Kenya. shores up best practiccs /'or govcrnmettl aud it 

professionals in developing natiom, !ntemol Auditor, Vol. 62 No.4, pp.69-7l. 

WalkL'L P.l .. Shenkir. W.G., Barton, T.L. (2003). t.RM in practice, The Jntemol Auditor, 

Vol. 60 '\Jo.4. pp.51-5. 

Weir, C\•L Laing. \) & .1cKnighL P.l 2002. 'Internal ancl E:-;tcrnal Governance 

1L·chaniSP1"' I heir Impact on the Perl'ormnncc or Larg~ Ul' Public Companies', 

.Journal of /Ju\·iness Fnwnce and Account in~ vol. 29. no. 5 & . pp. 579-G 11 

\\ill nhorg, 11. ( 1999). r .... mpiri al annly. i. or the economic dcnmnd ~ r auditing in th~: 

initial public tlf~ring mark t .Jownal of 1cumntin.~ Rc ·eor ·h 7: 225 _ ~-

urmala . 1I.IJ". e Kamarunman J. - 09. Boar tru tur and rpc ntc 

·rfornr Ill: 111 I ala ia lnt >rnatwnal .Joumal of l-.conomJc und Finan ·e 1 ( 1 : 

7 



.\ PPEN DI('Ji:S 

APPENDIX 1: Ql E.~ l 10'\ \!PI<: 

A lJ J) I I IN(, ST \ ' I )) \I' I) • 

Wll•ti i · Plll l \ I I I'I'Cl'llletlt with lite fcl llowitlg statement that rel ate to auditing 

!'l:ttlltlld ·till ltll ·ir eff ct on govcrn<tncc i11 lil e centm l go vernm ent mini stri es? Usc a 

stm ngly disagree 

- -
The impnrt,mcc of' risk based audit is aggravated even more ufk r 

accoutlting !inns are being sued by shareho ld ers f'or thcit 

in~lhility to ddcct rraud 

C'o;n,;klllcc "ith Sund;m.li;:ation 

I thus en hanc tng good govemance 

- --- --
cnn be used to red ucc risks 

1 'tcmd<m.lization can be substituted by other quality f!·mnework, 

I 

such as 1 'atio:1<'1 Qu<llity Award that is better in cnhnncing good 

I gover!l .. ncc 

5 4 
-

3 2 

- . ---- ~ - -- - --

In. o·tr 0\\11 lp·nion. hOv\ docs auditing ~tandard · af'f'cct govcrnancc 111 the centr~tl 

go' ·rnmcnlmini::.trie.? 

..... ············ ······· .. ··········· ···················. ····· . ·····. ······ 
I ooooooo OOooooooo 

.......................... ·············· ..... ············ .. ············· . ······. ······· ········· 
... ················· ............ ··············· ······· . .... ············ 

........ ·········· . 



RISK ASSESSMENT 

1. To \VIIH extent does an inherent ri~k assessment a[Tcct governance in the Central 

govemment ministri ·~·. 

No e t ·nt :11 nil 

I i ttl ' I 'Ill 

Un:at c. tent 

\en !..'real extent - .._., 

~:-:plain your opinion of' the elTcct of risk assessrncnt on the governance of' the 

central uovernment ministries. b 

•••••••••••••••••••••••••••••••••••••••••••••••• • •••••••• 0 •••••••••••••••••••••••••••••••••••••••• • 

• • • • • • • • • •• • 0 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 

. ... .. . . . . . . . . .......... .. . . .. . . . .. . .. . . .. . . .. . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ... .. . . ... . . . . . . . . 

J. What is your level of agreement ith the following statements that relate to the 

1 h' 

a 

und r 

effect of' inherent risk assessme1 LS on governance in the central novcrnment 
b 

ministries? 

j 

ministr) con 1d 'I' the rol of 

·nt in the d ·t ·ction r error . 

risl· l 

I 

at the mini tr hJ cl OQ d 

,md in 1 tn ,md 

n a ct mpli h ri k c. > m nt ith 

7 

;:..., 
CfJ 
::: 
0 ...... -{/J 

~ 
:..... ...... 
;:::; 
(l) 

/' 

1 (l) 
v 
~ 
:;;I) 

I 
Clj 
VJ 

'5 

;;;, (l) 

bJ) (l) 
...... c:: 0/) 

0 ('j 

t: Vl 

(/') "0 



relative ease 

Non-systematic lrans<~elion .· nnd 1 1inistry 

chaructcris lics arc associated \\ i1h lhL' itwidL' tl cc 

of'C ITOI'S. 

l ilhcrctll risl lll the lllinistry 1::; di f'lictl l l ilnd 

(.;():-,([)' (O !IS 'l\ '• 

' lite Htlllitllr; 11 til' mini. tt,.: hegin the inheren t 

l'\ :liu.tltPil 1 rncc ·s by vcnera ti11 g 

Tl1c t~uditor tdcntilics changes llwt have 

llL'L'LliTcd in the firm or its enviroiimenl and 

d ·termines how those changes should inlemct 

I \\ ith historic trends to produce an expected 

I . 
balance 111 the accoun1 

1 
!'here is a preference lor qualitative risk 

I assessment at the government ministries 

Auditors do not consider it appropriate to 

gcnermc numerical estimates or risk on an 

account by account basis, but reason ab•)ut the 

mini ·try· s li nanc i al statements l1Sll1g 

kno\vl ·dgc about changes in the go\'c;·nmcnt 

• 1;ld/ r the m i 11 istrv · s . managcmcn t • s 

' moti,·mion nnd prior track" record. 

---·---· ------ -·--·-----·· 

-- _.. ·-·---- ~- -- --

- - ~---·-· ··---~- ---···-·--

- - - ..... - -~ ~· -- -- -

---- ·--

How significant arc the following factor Ill intlucn ing judgmc 11 or inherent 

n kat the mini tr./! 
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Tui'Jlovcr ol'controllct·s 

'!'ltv cotttpl ·:tl td' l\ ·rh 'I !ttl inventory 

l'ltL' qu,tlil) PI 

itl\'t..'ltlot: ·:tl 'til.lli n 

mnd rc pnn~ihlc J'or 

\N ' t \1 Rl..,h.B\'-.1 DPL\'\1:'-IING 

>, 
v ....... 
ro 
:..... 
Q) 

"d 
0 

?. 

+-' c: 
ro 
0 

t..::: ·a 
bfJ ·-VJ 

+-' 
~ 

+-' Cl:l c: 0 

» ro ~ 0 - tC: ~ ....... 
...c: ·- bfl 
bO c: ·-·- bl) VJ 

(/) ·- ~ 
(I) ........ 

I. I) es ~1nnual risk based planning aiTcct corporate governance 8t the centra l 

government ministry? 

r 1 No l I 

2. To what extent does the annual risk based planning process aiTecl governance i11 

the Central government ministries? 

No extent at all l J 

l .itt lc extent 

i'vlodcratc extent 

(ircnt c.·tcnl 

Very gre~1t e. ·tent 

'· \'hat i ) ot~r lev I of agrecm ·nt \ ith the followin1• statement that rdntc to 'lllllllal 

11 k l a e I 1lannmg and it f[i·ct on 10 u-nance in th · central go cmment 

min1 tti · ? l a trongly a 1 re and I 



-

-

f-or Risk Based Audit ~RB \) to pnn ide gL)Od govc mrmce in public 

sector they must embrace tilL' lntl'l'll:ltio wl /\uclit ing standnrcls that 

g11idc the in1c1 ml audit: t·thil s ol' wml· :t1 1cl m:tintain profess ional 

11ucliti1tl~ !'l:11tdmd . 
-· 

l'l 11 11111 11 • Js '\ 11 ., Ill: 't'll tlkr\'d n V1t<tl 1111 cmnl ctudil act iv it y and it 

i11clud ·s ptl::j\tl'lll' ,, • trmcgic plan, <umwli plHn s and programs for 

itldi vidu<tl ri ·I 11'1 I audit a<;signnlelltS 

JlrPJ)L'I plnnnittg ct'ciblcs ~tccoJnplislmtent of" u !urge number o f" audit s in 

:1 giv ·n period t~: im1 roving cfJiciency 

1 2 3 4 5 

-·------

-
- --- ---

t\dltoc audit ~tssignments signify the relevance or i11tcrnal aud i t to 

m:magcmenl. and re llcct posi ti vel y on a ucl i L efTccLi veness and a I so 111 

gLKKI governance. 

4. Explain your own V1ew or the cfTecl or annual risk based planning on the 

corporate governance within the central government mini str[cs . 

. . ... .. . ... . . . . .. . . . . . . . . . . . . ....... ... . .. . . .. ... . .... ... . . . . .
 . . . . . . . . .. . .. . .. . . . . . . . .. . .. . . . . . . . . . . . . .. . 

• • • ••• •• •••• •••••••••••• 0 •••••• •••••••••••• •••••••••••••• •••••••••••••••••••••••••••••• •••• ••••••••••••••••• 

. . . . . . . . . . . . . . . . . . . . . ~ . . . . . . . . . . . . . . . . . . . . . . . . ........... . .... . ...........................
............ . 

I. To \\-hat e. t nt docs tran pa ·ncy in ri k based audit management a! ll.·ct 

gov rnancc in the c ntral gov -rnmcnt mini tri ? 

o ' t nt at all 

I ittl · · t ·nt 

nt [ J 
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Creal extent 

Very great C'dcnt 

2. What is your k\'t~l ll' :l !..lJ\' L'111L'11t '' ith the Co l lowing statement that relate to ri sk 

lllitllll f. 'ltH.' tll 111 I it l' rll'l' t llll l1llWrtJnl lcc i11 th e government ministries? Usc a 

s1I 011 PI) ;1 prc · ;11td I sl r<mgly cl isngree 

2 3 4 5 

- -1---------·-

Thc i1111)km 'lll,tt i n of' risk based auditing in public sector is expected 

lu illlJ)l\Wc go\ ernancc, transparency, accountabi lity and effici ency in 

li1L' 111.111~1gC il1Cill of' public afl~tirS , and make lhc public S<.:CtOr lllOrC 

cllcc tin: in the lklivery or services 

-- - - . - - ---· --- --------
Its im1lementation will also deepen the f'aeilitulion of' private sector 

pmticipation in the economy by encouraging investments, job creation 

and dnelopmcnt or business initiatives to reduce poverty . 

Role of auditing in Public Sector Governance (2006) , auditors asse<:;s 

I the adcquucy or corporate governance ~:d the c:>ntrol cnvir:>nmcnt 

In your own words explain hov. ri sk ll1dnagcll1Cill aiTccls corporate govcrn<li1CC in 

thc llllllistr) . 

··· ···· ···· ········ ······ ··· ··. ···· ·· .. ·········· ··········· .............. ······ ··· ········ . 

. .. .. . . .. . ... ····· ........... . . ................ ······· ....... ·········· 

........ ······· .... ......................... ··· ···················· ··········· ········· 



4. To wlwl exlcnl ctocs 0ucliting stnnd<mls afTecl governan ce 111 the Cenlral 

o e ·tL'nt ·11 nil 

I ittl • • t ·nt 

l il' '.11 l 'Ill " 

CORPOR.\ I E GOVER, 'A ~C I•, 

l. Di ITercnt ofCiccs of the Central Governmenl have different extents of corpora te 

go\ crnancc. l..l sing a scale of 1 to 5, (where 1 very smal l extent, 2 - small extent, 3 

lllOdCralc C:\lelll, ::J great t.;Xtelll and 5 V<:ry great extent), please indicate the level o[· 

corpor~1tc govemancc in your Ministry. 

Very mall extent 

Small c:\lcnt 

i'v1odcratc extent 

Cireat extent 

Very g reat c . ·tent 

~! ~ ~! ~!.!! ~! ~! ~!~!~!!I ·' I I )!!!!!!!!.!!!!!!!!!!~!!!!.! 
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APPI(:NDJX rf: LIST OF \II~I~TRlKS 

:vfini S(l')' or ;\Prj llllt:l't' 

Mitti-;try oi'C 0·\ll ·rnli\c ' I l'\l'lnp tt1~t11 

• l'vlitti In lll I '' •I 1111 ·nt ol' ortllntl Kc 11 ya & other Arid l"ancls 

li11i Ln l>ll·o~ l \f'ri ;111 Comi1Hlll it· 

• 

• 

\I i11i ·tr) >1 I· lucati n 

\I in i.'tn of Energ) 

• 

• 

~ !inisu v or Environmen t and Minerctl Resources 

\Iini stry of l'isheries Development 

\ ·linistry or I orcign AITairs 

• \ ·finistry ol' Forestry and Wildlife 

• ~'linistr) of CJendcr and ChilclrcJ1 i\fT<1irs 

• ~ linistry ol. ll ighcr I :ducation. Science ' I echt10logy 

• :VI inistry of I lousing 

• \linistry or Industrialization 

• ~1inistry of lnl(l rmation and Communication 

• linistr) ol'.lu-,ticc, 1:tlionnl ( ohesion 1111d Constitutional A!'l:1irs 

• linistr 'of I ah ur 

·lini tr of I an I 

I ini tr ot I i 

• lm1 u 11 1 d1 ·al .' ·n 1., 

llll I)' II 
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• Ministry of Public llcalth nnd Snnilu lioll 
' 

• Ministry of Public Works 

fVIitlislt y ol' l~u.t I , 

• \ 'lillislt PI' I un. 111 

• liniSll) ol'Transport 

• \ finislr) of' Water and Irrigation 

• \linisLy of Youth and Sports 
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He/she is required to submit as ptll t r f his/her coursework assessment a reseurch project 
1 eport on <l monagement problem. We would like the students to do their projects on real 
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