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ABSTRACT

The objective of the study was to determine theatfdf the quality of risk based internal
audit on the effectiveness of internal audit in &etpry State Corporations in Kenya.
The study considered all the forty Regulatory S@aeporations listed on the website of
the State Corporations Advisory committee (SCACataDwas collected by use of
guestionnaires and analyzed using multivariateesesgon analysis. Correlation analysis
was used to test the relationship between thebhlagaand the independent variable. The
study found that the quality of risk based interaatliting and effectiveness of internal
audit had a positive significant relationship. Tdeality of risk based internal audit and
management support for internal audit had a strgogitive influence on the
effectiveness of internal audit in RSCs in Kenyandgement support for internal audit
had considerable effect on the availability of rgses to internal audit. Professional
qualification of internal auditors was found to kaw influence on the effectiveness of
internal audit.
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CHAPTER ONE

INTRODUCTION

1.1Background to the Study
Internal auditing in the public sector in Kenya ¢@nused to improve the management of

public resources in order to achieve Governmeneéaihjes. In recognition of this, in
2006, the Government of Kenya launched the Pubimarfee Management Reform
(PFMR) programme to coordinate reforms within thelc finance management system.
Among the targeted systems changes were budgetulfation, public procurement,

external audit, revenue collection and internalitapgrdvw.pfmrp.go.ke).

As part of the Public Financial Management RefoRRNIR) programme, internal audit
in the public sector in Kenya instituted the foliag reforms among others. Internal audit
in the public sector adopted Risk Based Internaldi§RBIA) and spearheaded
development of Institutional Risk Management Pokecgmework (IRMPF) in the public
sector, adopted internal audit standards and Iastiges as promulgated by the Institute
of Internal Auditors (IIA) and enhanced governaticemugh establishment of audit &
risk management committees (www.treasury.go.ke/elibite). All these were to
improve the effectiveness of internal audit in fublic sector. Some of the impediments
to the achievement of vision 2030 have been liste@orruption, inefficiency, wastage
and poor risk management. It is thought that effednternal audit in the public sector

can help reduce or eliminate inefficiency.



1.1.1 Quality of Risk Based Internal Auditing
RBIA involves determining where internal audit resmes are most needed in an

organization, then applying the internal audit teses to achieve maximum value for the
organization. Audit resources are needed wherergenization’s resources are exposed
to greatest risk. It is a shift from the usual audlicle where internal auditors audit
departments or divisions in yearly audit cyclesaasadition. The quality of RBIA is
directly related to the accuracy of determining vetiie audit resources are most needed
(risk analysis) in an organization and the quatityauditing done in the identified areas.
The accuracy of risk analysis depends on how capabmature an organization’s risk
management systems are and the quality of audaseree how capable or mature the

internal department of an organization is.

The Institute of Internal Auditors (II1A) defines RBas a methodology that links internal
auditing to an organization’s overall risk managetrfeamework. According to Yung-
Ming and Mei (2008) RBIA involves evaluation of themrporate risk register for
completeness, mapping the risk character of thpotation and planning and auditing
based on the risk character of the organizatiomvAy and Pehlivanli (2010) argued that
auditing approaches are generally given the nanfecofs point of auditing. Therefore,
efforts for complimenting the internal auditing tisk management process have

contributed to RBIA to emerge.

The institute of internal auditor's Standard numd@10 on planning states that the CAE

is responsible for developing a risk-based plane TMAE takes into account the



organization’s risk management framework, includusing risk appetite levels set by
management for the different activities or partshaf organization. If a framework does
not exist, the chief audit executive uses his/iven gudgment of risks after consultation
with senior management and the board. Griffiths 06)0defined RBIA as the
methodology which the internal audit departmensuseprovide assurance that risks are

being managed to within the organization’s risketjip.

There is no generally agreed method of measuriaggtiality of RBIA. Most methods
advanced are qualitative in nature and cannot eé umsstatistical analysis .According to
Dieter (2011), the quality of internal auditing sk be assessed in line with ISO
requirements. In this respect, internal audit sthdwdve procedures which comply with
ISO standards and adhere to them.According to 2007), the quality of internal audit is
based on planning, availability of internal auditader, internal assessment of the
internal audit department, professional developmehtinternal auditors, quality
assurance programmes in place, policies and proegdu place, resources management,

risk management and communicating of the resultsefudits.

Sciarra (2006b) based the quality of internal awoditthe relationship between internal
audit and management, qualifications of audit stfidit charter, audit procedures and
reports and the value added by internal audit &rallymanagement of an organization.
The IIA describes the quality of internal audittae degree of adherence to the internal

audit standards as issued by the institute ofnialeauditors.



Ernest and Young and KPMG attempted to come up withuantitative method of
measuring the quality of RBIA .The two papers balbjcused the same measures as the
above authors but categorized the quality into I&ewd internal audit capability from
level one to five.According to Ernest and Young Q@) internal audit capability is
divided into five levels and it depends on how wié department plans its work,
whether the roles, responsibilities and authoritynternal audit are documented in the
internal audit charter and how often the internadibicharter is updated with the current

practices.

According to Ernest and Young (2009), internal aadpability levels can be categorized
into five. Internal audit capability is at level @when the work of internal audit is not
documented in the internal audit charter, inteenalit practices are outdated and internal
audit work is Adhoc in nature. The internal audipability level is at best (level5) if the
work internal audit does is documented in the maeaudit charter, internal audit plans
its work well and the internal audit charter is afatl regularly with the most current and

best practices in internal auditing.

According to KPMG (2013), five levels of internalidit capability are categorized as
follows; at level 1, internal auditing practiceuse is traditional audit of transactions and
records. Internal audit work is not planned butyaniolves execution and reporting.
Level 2 of internal audit capability is charactedzby traditional audit of transactions
and records but internal audit plans its work. lLe¥eof internal audit capability is

characterized by traditional audit of transactiand records, internal audit plans its work



and there is Enterprise Risk Assessment (ERA) byotiganization. Level 4 of internal
audit capability is characterized by internal audlanning its work, ERA being
undertaken in the organization and continuous iwvgmeent of the internal audit
processes. The level five internal audit capabilgycharacterized by internal audit
planning its work, ERA being undertaken in the oigation, continuous improvement of
the internal audit processes and focusing on thet ragtical risks by internal audit.
Using these models, the quality of RBIA can be raess on the scale of one to five and

then used in statistical analysis.

1.1.2 Effectiveness of Internal Audit

Internal audit is effective if it adds value to timternal controls, governance, and risk
management processes of an organization. The ahteandit department in any
organization (including State Owned Corporationgs ha role of assisting the
management in achieving their objectives and addalge to organizational operations
by evaluating and improving the effectiveness sk rhanagement, internal controls and
governance processes, Akibo and Kamau (2012).Bféewtss of internal audit is how
best internal audit accomplishes its objectiveadufing value to an organization. Various
authors have defined internal audit effectiven@ssarious ways, even describing it in

ways indistinguishable from the quality of interaaldit.

According to Fadzil (2005) ,Spraakman (1997) antangdong (1997), internal audit
effectiveness is related with the quality of praoed, such as the level of compliance
with IIA standards or the ability to plan, exectaad communicate audit findings.
According to Frigo (2002), internal audit effectngss is related to the ability to respond
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to auditees’ needs. The internal audit effectivene®uld therefore relate to the
accomplishment of planned audits, issuing audibmspon time and carrying out follow

up on audit recommendations to close the audits.

Ziegenfuss (2000) reported that survey resultsudftee’s satisfaction and the percentage
of recommendations that are implemented are thi®npesance measures considered by
the CAE to be most suitable to evaluate internalitaaffectiveness. According to
Ziegenfuss (2002) “when evaluating the effectivengfsthe internal auditing operation, a
positive response would be given when the inteanditor: (1) audits the achievement of
the auditees’ objectives and finds no problems, mmgroblems surface following the
audit; or (2) audits and finds problems; and (¥premends solutions to the problems;
and the solutions resolve the problems”. From #édement it is clear that outcomes
address a wide range of aspects, i.e. all the ellshm@n which audit activities have an
impact. These include both efficiency and effecte®gs of the audited processes, and

corporate performances.

At a process level, for example, the impact of imé audit activities has been related to
cost savings generated by the implementation ofestgd recommendations. At a
corporate level, outcome can address the interndit acontribution to corporate
performance, such as profit, growth, or share praeits role in the avoidance of

corporate failures by ensuring sound corporate g@aree, Sarens (2009).



Quality of work done by internal audit is also aasere of internal audit effectiveness.
Gramling (2004) suggested that internal audit cancbnsidered effective when the
internal audit function “has a positive impact de gjuality of corporate governance”. He
also linked internal audit quality to the capad¢dgymonitor and improve risk management
and internal control processes. In fact, to imprask management and internal control
processes, the internal auditors have to conviheeatiditees about the quality of their

work, persuading managers to implement their recentations.

The internal auditors, in most cases, do not actthen internal controls and risk
management system directly. They can identify apodpinity or an area of potential
improvement and provide managers responsible ahesis processes with an evaluation
of the internal control and risk management sys#udlit findings and recommendations
would not serve much purpose unless managemeransndted to implement them.
Implementation of audit recommendations is theeefdrighly relevant to audit

effectiveness.

1.1.3 Effect of Risk Based Internal Audit
Properly timed and performed risk assessment aspbnse process by the experienced

auditor provides the foundation for the entire audit focuses the auditor’s attention on
identifying, assessing and responding to thoses ris&t have the potential to materially
affect the financial report. The risk-based augbpraach provides the auditor with an
approach to conduct the audit as efficiently arfdotifvely as possible, benefiting both

the audit team and the entity.



Focusing on critical risks by internal auditorgyaliinternal audit priorities with those of
management resulting in adding value to the orgaiozs they work for. High quality
RBIA ensures that critical risks are accuratelynidfeed and properly evaluated and
reported by internal auditors. According to Grit(2006), RBIA directs scarce internal
audit resources at checking the responses to ke tihat present a serious threat to an
organization; he argues that regulations are nawin@g directors to ensure these risks
are properly managed. RBIA thus provides directaith assurance that this is
happening, or a warning that it isn't. RBIA apprbaenables internal audit to know
beforehand where the weaknesses are and wherasstmace and advice. By focusing
efforts to most important systems, internal auditachieve more with fewer resources

thus making them more effective.

1.1.4 Risk Based Internal Auditing in Regulatory Sate Corporations in Kenya
RSCs are authorities that enforce government lawsragulations in the interest of the

public. They regulate the economy in order to propeiblic health, promote fair trade or
keep economic order. Examples of RSCs are the &dank of Kenya (CBK), SACCO
Societies regulatory authority (SASRA), Kenya Bured standards (KEBS), and Kenya
maritime authority (KMA). RSCs have similar managgmstructures in that they are
highly specialized in their area of operation ahe tepartments that enforce their
mandates are normally known as technical deparsneot technical services.
Stakeholders to the RSCs are normally the busioessmunity, the public and the
Government. These stakeholders attach a lot ofhweggthe RSCs achievement of the

regulatory mandate.



Internal audit departments in RSCs in Kenya anecsired in the same way as internal
audit departments in other organizations in thdipwector. The structure and functions
of internal audit in the public sector are statedhie Treasury circular number 16 of
October 2005. In the above circular, the CAE repaxt the board of directors
functionally and to the chief executive officer adrstratively. Also in the circular, the
internal audit function is independent of all opienas of the organizations they work for.

Internal audit only provide oversight in terms efarance and consulting.

In 2005, the government hired professionals tm jtie internal audit department,
introduced risk based internal auditing in the pubkctor through the budget speech of
June 2005 and through the Treasury circular nurhBesf 4" October 2005, established
independent audit committees comprising non-exeeuirectors drawn from both the
private sector and the Government and adopted nimtienal Professional Practice
Framework (IPPF) or the standards on internal axgdifThe new audit committees were
incorporated with the CAE as secretary in line with Treasury Circular number 16 of
4th October 2005.The reports from internal auditstated finding their way to the

Boards of Directors for the first time.

The Government of Kenya through the Treasury circalimber 3 of 23 February 2013
directed all CEOs in the public sector to develom amplement institutional risk
management policy framework (IRMPF).Most organizasi developed and implemented
the framework while others are still in the proceBEse presence of risk management

processes increased the adoption and quality oARRIcause risk assessment became



part of day to day management in the institutiomst implemented the frameworks.
Internal auditors in the public sector had the cleato leverage on risk management
systems operated by management to plan and evahitital risks in their organizations.

The quality of leverage between internal audit eskl management internal auditors are

able to achieve and the effect it has on interodltawill be assessed in this study

1.2 Research Problem
Internal auditors provide management and boardgliefctors with assurance and

consulting services concerning internal controisk rmanagement and governance
processes .The institute of internal auditors defimternal auditing as an independent
assurance and consulting activity within an orgatman, that is designed to add value to
the management of internal controls, risk managénzm governance processes.
Internal audit helps management to identify arelbsresthere are no controls or controls
are weak thereby increasing risks such as losumdsf frauds, misappropriation of
assets, errors in accounting records and corruptiois therefore important that the

internal audit departments be effective in discheygheir mandates.

Internal audit in public sector in Kenya is aneépendent and objective function that can
effectively protect the interest of the public. TAgency theory looks at internal audit as
a function that can protect the stakeholders (Rrais) interest by increasing
accountability of management Sherer and Kent (1998) theory of Transaction Cost
Economics (TCE) sees internal audit as a corpdusietion that will protect the interest

of various parties in the organization by ensurihgt management act objectively in

10



transacting corporate business and that otheregattading with the corporation act

objectively in implementing contracts between therd the corporation , Fama (1980).

Considerable research has been carried out on éterninants of internal audit
effectiveness and found that internal audit effestess is affected by factors under
internal auditor’'s control i.e. competence, intéraadit quality assurance practices,
professional proficiency and interpersonal skilfed gactors outside internal auditor’s
control i.e. internal audit resources, risk profdé the organization and management
processes in use, Marika and Giovanni (2009). Toee@ment of Kenya, in an attempt
to improve public financial management practicempted RBIA in June 2005 to help
increase the effectiveness of internal audit ingilelic sector by focusing audit resources
on critical risk areas. This has seen a lot ofueses channeled towards implementation

of RBIA in the public sector in Kenya.

Studies carried out in various parts of the woHdveg that RBIA is desirable. Ming and
Mei (2008) of National Cheng Kung University, Tanydound empirical support that
banks in Taiwan used a relatively high level of RBVhen disclosing more information
about financial risk management, compliance risknagement, technical risk
management and a high level of non-performing loaas involved. They also found
that the level of RBIA deployed was positively tethto the size and complexity of the
bank. Ayavaz and Pehlivanli (2009) ,found that rimé auditing in Turkey had highly

evolved from error-focused approach into risk ma&magnt based approach They also
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found that internal audit used risk management ttafaed into their planning processes

in order to focus resources in assurance on driiisks.

Mark S (2006) concluded that enterprise risk manmege had the greatest impact on
internal auditing when the enterprise risk managenpeocess is mature, management
and the audit committee have supported internal actlvity to have a role in enterprise
risk management, the tenure of the CAE is londee, drganization is in banking or
education sector and the internal audit functios lpaovided more enterprise risk
management leadership. Ming and Mei (2006) sugdesia RBIA can be deployed in
relation to financial management risks, compliamisks, technical risks and credit

management risks to cushion an organization froexpected events,

However, there have not been enough efforts, esibean Kenya, to try to investigate

the effect of RBIA on the effectiveness of intermaldit. Also, there have not been
enough efforts to investigate the quality of RBrAthe public sector in Kenya following
its implementation. Not enough efforts have beement link RBIA to internal audit

effectiveness. Given that RBIA has been adoptethbynstitute of internal auditors and
the Government of Kenya, there is need to attempéxplain how RBIA affects the

effectiveness of internal audit in state owned omapons in Kenya, in doing this, it is
good to point out how the quality of RBIA affecetleffectiveness of internal audit. This
study attempted to explain the effect of the quatit RBIA on the effectiveness of
internal audit. Investigating the effect of RBIA tre effectiveness of internal audit will

help the authorities and practitioners compareritended out comes of the internal audit

12



method that is currently in place with the actuatcomes and do the cost benefit

analysis.

The research question to be answered by this sttady whether the Government of
Kenya was getting value for money in adopting RBTAe research needed to answer the
guestion, “does RBIA affect the effectiveness @éinal audit in the RSCs?More so does

the quality of Risk based internal auditing afféne effectiveness of internal Audit?”

1.3 Objective of Study
To examine the effect of the quality of Risk-Basaternal auditing (RBIA) on the

effectiveness of internal audit in RSCs in Kenya

1.4 Value of the Study
Audit committees of the boards of directors arenasted in the performance of internal

audit. They will benefit from this study by compagivarious internal audit departments’
performance and the quality of risk based intemalditing. This will provoke them to
improve the effectiveness of their internal aud#partments. Executive management
depends on internal audit and risk managementragste evaluate and manage critical
risks that may affect the achievement of corpogaals. They will benefit from the
results of this study since it will inform them bow to increase the effectiveness of the
two systems. The government of Kenya as the reptatsee of the public is interested in
the service delivery by RSCs and will be interestechow internal audit and risk
management systems are working in state corpogtlomvill benefit from this study in

that they will know how the management reforms e tpublic sector are being

13



implemented. The professional internal auditorsl| viaénefit from this study by
comparing the quality of RBIA they have in placedahe quality they should have in

order to realize the effectiveness they need.

The academicians will benefit from the results ok tstudy in that they will get to
interrogate the concept of risk management anderatato the performance by the
internal audit departments. More so, the acadensonall want to carry out more studies

to increase knowledge in this line of study.
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CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction
This Chapter entails previous studies done thatedesant to the effectiveness of

internal audit and RBIA. It is divided into threglschapters namely audit theories,

empirical studies and summary.

2.2 Audit Theories

They detail various believes as to why internalitusdnecessary and what internal audit
does. The theories generally describe internaltanddetail. There are two theories

namely: - agency and transaction cost economi@syhe

2.2.1 Agency Theory
The Agency theory is the best known and most usedry in justifying demand and use

of internal and external auditing services. Accogdio the agency theory a company
consists of contracts between the owners of ecanegsources (the principals) and
managers (the agents) who are charged with usihg@mtrolling those resources, Jensen
and Meckling, (1976). Agency theory assumes thaneghave more information than

principals and that this information asymmetry adety affects the principals’ ability to

monitor whether or not their interests are beingpprly served by agents. Furthermore,
an assumption of agency theory is that principad agents act rationally and use
contracting to maximize their own wealth. A conseee of this assumption may be the
“moral hazard” problem Jensen and Meckling, (1928)ents may face the dilemma of

acting against the interests of their principaisc8 principals do not have access to all

available information at the time a decision isigemade by an agent, they are unable to

15



determine whether the agent’s actions are in tis¢ ingerest of the firm. To reduce the
likelihood of this problem, principals and agentsgage in contracting to achieve
optimality, including the establishment of monitagiprocesses such as internal auditing
Adams (1994). Specifically, internal auditing isneaered a bonding cost borne by
agents to satisfy the principals’ demands for antahility, Sherer and Kent, (1983).
DeFond (1992) and Francis and Wilson (1988) diskesmportance of the separation of
ownership and control. Specifically, the more ditfd the ownership of a company, the
higher the divergence in preferences of the owmaed managers and the lower the
observe ability and control of agents’ actions g principals. Thus, as the diffusion of

ownership increases, so does the demand for mmgtor

DeFond (1992) argues that the greater the ownersibgoest of managers, the more
closely aligned their preferences are with thoseahef outside owners. Since owner-
managers have an opportunity for entrepreneurialsgéhey have incentives to increase
the value of the firm, Francis and Wilson, (1988)e larger the proportion of ownership,
the more aligned will be the interests of managerd shareholders. This is because
managers with small or negligible stock ownershigynengage in the moral hazard
problem and allocate resources in ways that areomgistent with the interests of non-
managing shareholders, Chow (1982). This conclugiees an alternative way of taking
care of the agency problem that may complementntieenal audit as an answer to the

agency problem.
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Jensen and Meckling (1976) argue that similar o ghncipal/agent problem between
shareholders and management, there is a confliatele@ debt holders and management
(also see DeFond, (1992). Specifically, as the gntagn of debt in a company’s capital
structure increases, so does the need for morgtahrough auditing (cf. Chow, 1982;
Francis and Wilson, 1988). As Watts and Zimmerr{ie886) argue, auditor assurance
reduces lenders’ monitoring costs. Caragtilal. (2005b) report that an increased
proportion of debt also affects a company’s investiin its internal auditing. From this
it follows that scarce audit resources will be &aplmore effectively by improving the

quality of RBIA as debt increases.

Fama (1980) used agency theory to examine therbiecal relationships in large, multi-

division companies. In this context, the compangp management is viewed as the
principal who delegates responsibility and autlyat subordinate managers (agents) for
effective utilization of a portion of the firm’'s seurces, leading to the possibility of
moral hazard problems between divisions and topaggment. Top management tries to
mitigate this problem by instituting organizatior@ntrols, including internal auditing

,San Miguel, Shank and Govindarajan,( 1977).Thigiiaeent suggests that there is more
need for internal auditing in large multidivision@mpanies than in smaller ones. It is
more difficult for top management in larger firnts @aversee the firm, which creates a

greater demand for internal auditing to compentatthe loss of control, Khalik (1993).

The operations of a company with only one or fewele of hierarchy are primarily
controlled by means of direct supervision and peabkoobservation. However, as
companies grow, multilayered hierarchies evolve auntthority is often delegated down
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the chain of command (Abdel-Khalik, 1993). The reetll observeability in hierarchies
can cause loss of control Williamson and Ouchi8)9 This loss of control is due to
three factors. First, observe ability of subordisatactions decreases as the chain of
command expands. Second, the longer the chain mimemd, the more likely that
communication will become distorted Katz and Kali966). Third, communication
down the chain of command passes through seveltaksfi which subject it to
summarization, misinterpretation, and possiblentib@mal manipulation, Williamson and
Ouchi (1981). Thus, as the number of hierarchieatls in the company increases, the
demand for monitoring also grows. The increased ateinfor monitoring in turn

indicates the need for a larger or more efficiat¢dnal Audit.

2.2.2 Transaction Cost Economics Theory

The TCE attempts to bring out the concept of cdstlang business in a very wide

perspective and looks at how to monitor them. Onh@ ways proposed by this theory
for monitoring internal costs of doing businessuse of internal monitoring. The

objective of TCE is to explain different forms afganization based on the differences in
transaction costs. Firm is seen as a governanoetwte, rather than as a production
function, Williamson, (1996). The firm is not seas a black box as in neoclassical
economics. It is described as an organizationastcoct in different hierarchies, market,
hybrids, Williamson (1981). In addition, TCE trieés identify and mitigate contractual

hazards, Williamson, (1996) and links the posshdeards to behavioral assumptions.
The first assumption relates to bounded rational®mon, (1976), the notion that

decision makers’ capabilities are bounded in teof®rmulating and solving problems

and processing all information during the decisiaking process. The second
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assumption deals with opportunism or possible odsfl because individuals are
promoting their own self-interest. Opportunism isaiety of self-interest seeking, but
extends simple self-interest seeking to includé-isgdrest seeking with guile. It is not
necessary that all agents be regarded as oppditunisdentical degree. It suffices that
those who are less opportunistic than others dfecudi to ascertain and that, even
among the less opportunistic, most have their pridélliamson, (1979). These
behavioral assumptions lead to incomplete contiga@nd as a consequence, monitoring
of the contract is required to prevent or to hand@nflicts. Governance is the
economizing response to infuse order and to reatinal gains, Williamson, (1999).
Transaction cost economics provides a basis farribisg a contractual or transactional
relationship between parties, in which each paxgeets something from the other
Speklé, (2001).This can be a relationship withie thrganization, but also between
organizations. The choice of mechanism depends @wonaparative analysis of the
transaction costs characteristics like asset dpigjf uncertainty and frequency,

Williamson, (1996).

The key characteristic asset relates to opportdogyes due to investments in alternative
sources. Asset characteristics may take the fornplofsical, human, site-specific,
dedicated assets or investments and brand nam@lcépicertainty or risk indicates the
predictability of the environment and sight on pbkesdisturbances to which transactions
are subject. Uncertainty also has a behavioral oo, in the sense of potential non-
disclosure, manipulation of information. Frequendgenotes the recurrence of

transactions. Depending on these characteristiCg, dnalyses the most economic, value
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preserving governance structure to infuse orderethy to mitigate conflict and realize
mutual gain, Williamson, (2002).Within a firm thei® more administrative control to
govern transactions than within a market. Also,himita firm the disputes about
incomplete contracts will first be solved withirfiem, while in the market any disputes
need to be taken to court. Williamson argues thaingernal monitor has an advantage
over external monitors, as he has greater freedoatctmn, a wider scope, understands
the language of the firm and can rely on less fommalence, Williamson, (1975). With

that TCE seems to imply an advantage of the inteunditor over the external auditor.

2.3 Empirical Review

This section will look at research already doneei@mine the determinants of the
effectiveness of internal audit. The section wicalook at research already done that
brings out the evidence of the effect of risk basgdrnal auditing and risk management

on the effectiveness of internal audit.

Kiptoo and Muthoni (2013), of Mount Kenya Univeysitarried out a study to evaluate
the internal audit functions’ role in financial @ping in Eldoret municipal council in

2012.The study was published in the Journal of lgmgrTrends in Economics and
Management Services in September 2013. The stugly aigjuestionnaire to survey 197
employees of the municipality. The study concludedt internal audit played an

effective role in financial risk management in thanicipal
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Kasava (2012), in the study project for the MBA egof the university of Nairobi

titled, “The effect of risk based auditing on fircgad performance of the banks in Kenya”
it was concluded that risk based auditing through assessment, risk management,
annual risk based planning, internal auditing séadsl and internal auditing should be
enhanced. The author argued that this would erthblérm to be able to detect risks on
time and concentrate on high risk areas leadinginreased transparency and
accountability, hence enhancing financial perforoganThe author farther argued that
proper planning improves efficiency, accuracy, ctatgmess, timeliness, convenience

and clarity.

The study found that credible audit reports, awuditdependence to identify and rectify
audit errors, effective implementation of auditaetrnendations, financial management
and compliance with accepted audit standards, tefeecnternal audit staff and

independent audit committee influence financiafgrenance in commercial banks. From
the findings, the study recommended that managemeovmmercial banks in Kenya

should adopt effective risk based audit practiceshsas risk assessment, risk
management, annual risk based planning, interrditiag standards and internal auditing

staffing to enhance effective and efficient finah@erformance.

Wery and Lambin (2012) carried out a study tithehancing the internal audit function
through the internal audit maturity model’. Thedstwas sponsored by PWC and was
undertaken in Luxembourg using secondary data frawailable literature. They

explained that the internal audit maturity modeba&sed on the level of documentation,
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planning and risk management capabilities. Theygssigd that level one maturity is
when auditing is Adhoc; the role of internal audihot documented in an audit charter
and current practice is not adopted immediatelyel &ve maturities is the opposite and
in between are other levels. The authors arguddatingature internal audit function will

add value to the organization. This study suggestatimature internal audit functions

are more effective than immature internal auditcfions.

Ongeri and Okionga (2011) carried out a study ®ess the effectiveness of internal
audit systems in management of decentralized fum#ssii Local Authority in 2011.The

study surveyed 124 upper and middle cadre emploweels councilors. The study
concluded that internal audit effectiveness wasrape due to lack of professional
proficiency on the part of internal auditors, lackindependence where internal audit
reported to another department which was one ofatltitees and poor supervision of

internal auditors.

Okibo and Kamau (2011) carried out a study to eepbhe compliance with internal

audit quality assurance standards in state owngubrations. The study was carried out
in 2011 in 30 state corporations in Nairobi throwglsurvey using questionnaires. The
study was published in International Journal of daesh studies in management in
2012.The study concluded that internal audit depamts in state owned corporations in
Kenya did not comply with quality assurance stadslaas required by the institute of

internal auditors.
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Cohen and Sayag (2010) carried out a study tittedBffectiveness of Internal Auditing:
An Empirical Examination of its Determinants in dsli organizations. The target
population for this study was managers and inteaindltors from all Israeli organizations
that conduct internal audits. Questionnaires weadet to 292 organizations that met
this criterion, based on a list compiled by theitoge of Internal Auditors in Israel. Each
organization received two questionnaires, one lier general manager and one for the
internal auditor. The data collection process tablout nine months, with numerous
reminders sent to each of the organizations. Atethe of the collection process, 108
organizations’ general managers and internal awgdittad both responded to the
guestionnaires. The study found that there werey V@gh correlations between
perceptions of top management support and the iagdiffectiveness. No significant
correlations were found between professional pierficy and career advancement and

auditing effectiveness.

Marika and Giovanni (2009) carried out a studyedtl'internal audit effectiveness:

Relevant drivers of auditee’s satisfaction’. Thedstlooked at all factors both within and
without internal audit function that affect theeaffiveness of internal audit. The analysis
showed that different factors are important to eliivernal audit effectiveness. However,
not all of them are under internal auditors’ cohtAmong controllable factors, the most
relevant deal with competence and professionali@eoicy of internal auditors, an

adequate “promotion” of internal audit at compaayel, and the modes of interaction
between auditors and auditees during audit intéimes. Instead, factors which are not

completely under internal auditors’ control includ® the one hand, resources available
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to the audit function (budget and people of theitateim); on the other hand, the risk

profile of the organization and its Key Performaidicators.

Ayavaz and Pehlivanli (2009) undertook a studsditienterprise risk management based
internal auditing and Turkey practice” in May 20@9Turkey .The study was published
in the Serbian Journal of management in Decembeahefsame year. The study was
designed in form of a survey .The study found thegrnal auditing in turkey had highly
evolved from error-focused approach into risk mamagnt based approach but
maintained the tradition approach of testing andn@ring. The study also found that
internal audit used risk management data to fedtieir planning processes in order to
focus resources in assurance on critical risks. Sthdy farther found that internal audit
offered mentorship and advice to risk managemepturaents. The study however
found Turkey lacking behind the rest of the world mternational level in RBIA

adoption.

Yee et al (2008) carried out a study titled ‘Petimes of Singaporean Internal Audit
Customers Regarding the Role and Effectivenessitefrial Audit. Interviewees were
selected from a sample of 25 organizations inclgithanks, insurance companies, hotels,
food retailers, financial institutions, governmértdies, and petroleum companies. To
find out how these individuals viewed the interraaldit function interviews were
conducted. Managers were divided by the researdhiergour generic categories, based
on seniority, experience, and decision-making aaton 83 Singaporean managers that

are customers of internal audit at the 25 samplarozations were interviewed. There
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were 18 interviews with directors, 22 with finaricieontrollers, 20 with mid-level

managers and 23 with general executives.

A total of 65 per cent of the interviewees believbdt having the ability to properly
evaluate the internal control system is the mosemisal aspect for effective internal
auditing, ahead of auditor independence which vecel9 per cent support. At the same
time, most interviewees (75 per cent) agreed thsta department, internal audit is
mainly involved with resolving problems and reconmai@g improvements. A total of 64
per cent of the interviewees agreed that in anadyitie function of the internal audit, the
key area of concern for the audit committee shdogd reviewing and monitoring
management’s responsiveness to the findings amanmendations of the internal audit.
63 per cent thought that proper identification afamizational risks and their appropriate
management were the areas where assurance fromténeal audit function is most
demanded by internal audit customers. 73 per derd@spondents believed that the most
important criterion to evaluate the internal audgevork should be the consistencytind

internal audit report with the results of the wpeformed.

Ming and Mei (2008) of National Cheng Kung UnivéysiTaiwan, carried out a study to
investigate the extent of adoption of risk basewrimal auditing in Taiwan banking
industry. They used questionnaires and data framuarfinancial reports to carry out the
study.The study found empirical support that bankgaiwan used a relatively high level
of RBIA when disclosing more information about fnteal risk management, compliance

risk management, technical risk management andjla level of non-performing loans
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was involved. The study also found that the levieR&IA deployed was positively
related to the size and complexity of the bank. $tuely found that the level of RBIA
deployed was negatively related with the banks rindgion disclosure about

environmental and safety risk, internal processelschange management.

Mihret and Yismaw (2007) carried out a study titiedernal audit effectiveness: an
Ethiopian public sector case study. The case-studthod was used. A large public
sector higher educational institution in Ethiopiasachosen for the study. To assist the
external validity of conclusions drawn, the authpointed out that there were
commonalities in policies, procedures and orgaimmnat contexts of most public sector
entities in Ethiopia and the same internal audibhuah was used by all public bodies in

Ethiopia.

The study found that the internal audit office bk torganization studied had low
technical staff proficiency and high staff turnaverhich would limit its capacity to

provide effective service to the management. Ileaudit recommendations were not
afforded enough attention. Though the audit repedse generally well prepared, they
did not separately highlight the status of pasitaedults and they could be presented in
a more consistent way. Besides, the audit evidever® attached to the reports. This

provided a bulky appearance to the audit repordsraduced readability.

The distribution of the audit reports was limitedhe report was addressed to the Chief

Executive Officer, but copies were not provideddtber senior management officers to

26



which the auditee reported. Furthermore, there neamechanism in place to follow-up

implementation of audit recommendations.

The internal audit office did not prepare strategians. The authors argued that the
absence of strategic plan would minimize audit@feness by undermining the office's
ability to prepare well thought annual plans, dssianagement in managing risk and
determine its projected resource requirements m tdaue. The scope of internal audit
services was limited to the audit of regular atig. The Internal Audit Office did not

apply consistent documentation styles for auditkwor

Audit quality and management support significamfjuenced audit effectiveness in the
organization studied. Organizational setting, ekdep the budgetary status of internal
audit, enabled effective internal audit and theikattes of the auditees were apparently

not significant enough to undermine audit effeatrss.

Beasley et al (2006) carried out an exploratorydtto find out the impact of risk

management systems on the internal audit funclitse. study was done in form of an
online survey to CAEs around the world. The suruesolved 122 respondents. The
study concluded that enterprise risk managementthadgreatest impact on internal
auditing when the enterprise risk management psotesnature, management and the
audit committee have supported internal audit dgtiso have a role in enterprise risk

management, the tenure of the CAE is longer, tharozation is in banking or education
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sector and the internal audit function has provideate enterprise risk management

leadership. This study confirms that RBIA impaciieinal audit function.

In conclusion, the determinants of the effectiveneisinternal audit have been proposed
as the support from executive management, thetyabiliinternal audit to plan and carry
out audits, report results and follow up on thelangentation of audit recommendations
and the independence of internal audit among atls¢akeholders in internal auditing all
over the world have supported RBIA as a method dtaat significantly improve the
ability of internal audit to plan well, focus onitaral areas, report on the most important
issue and spare time to follow up on implementagbmternal audit recommendations.
RBIA has been advanced as the best method of altexrditing by many authorities,
chief among them the institute of internal auditofS8overnments, including the
Government of Kenya have adopted RBIA as the stdnidiéernal audit method. There
exists a gap in empirical research and in theorpdsw RBIA or rather, the quality of
RBIA affects the effectiveness of internal audipaements. Most studies evaluate the
extent of adoption of RBIA or the factors assodaigith effective internal audit

departments.

RBIA allows the Auditors to concentrate on the maostical risks that can materially
affect the interests of stakeholders in a firm.sTini turn targets internal audit resources
on areas that once solved, add greatest valuestfirths and build credibility of internal
auditors. Credible internal audit departments hare opportunity to get their

recommendations implemented by management, inrdeegs, becoming more effective.
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2.4 Summary of Literature Review
Literature review shows that internal auditing pdeg an independent and objective

opinion to an organization’s management as to vérets risks are being managed to
acceptable levels. The literature clearly shows tha determinants of effectiveness of
internal audit are affected by various players the. internal auditors themselves, audit
committees and management. The literature has siiswn that risk based internal
auditing and risk management in general is beraftoi internal audit, management and
the board. What has not come out clearly in liteais how risk based internal auditing

can affect the effectiveness of internal audit.

Internal auditors can leverage on the risk registéhe organization when planning and
when auditing. The ability of the internal auditpdement to evaluate the adequacy of
the risk management systems, including the rislstely depends on the capability of the
internal audit department in terms of personnel.t@nother hand, RBIA improves the
capability of internal audit by directing audit oesces where they are needed most. The
study was an attempt to close the gap that seemsigbin other studies by comparing
the quality of RBIA in various RSCs with the effeeness of internal audit. The
researcher believes that how RBIA is implementestanous RSCs differ and thus the

effectiveness of internal auditing.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction
The main purpose of the study was to examine tfeetedf the quality of RBIA on the
effectiveness of internal audit in RSCs in KenyhisTchapter presents research design,

population of study, data collection and data pres@n methods that were employed.

3.2 Research Design

The study was carried out as a census survey osREKenya. A survey is a means for
gathering information about the characteristicsioas or opinions of a large group of
people, Pinsonneault and Kraemer (1993). The sudesygn is appropriate as it will
enable collection of quantifiable data to invediggthe effect of the quality of RBIA on
the effectiveness of internal audit in RSCs in Kenk census survey is advantageous
over the other types of surveys due to its accur@nyce respondents involved in census
surveys are the members of a given populationstineey data collected is more reliable

and accurate than the data gathered from samplivgss.

3.3 Population of Study

According to Cooper and Schindler (2000), poputatid a research study is the census
of all items or objects that possess the charatiemr that have the knowledge of the
phenomenon being studied. The population of theysincluded all the 40 RSCs in
Kenya (See Appendix I). The names and addressibesd RSCs were obtained from the
State Corporations Advisory Committee (SCAC) websitvw.scac.go.ke. This research

studied the entire population and therefore theasneneed for a sample.
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3.4 Data Collection

The data was collected by means of questionnageste the head of internal auditor

senior officialsfamiliarwith the operations of imb@l audit. The questionnaire was

designed such that the respondent was given nailtipbice questions to make it easy
and faster for them to respond. Each multiple ahdbiad a quantitative score attached on
it for the purpose of measurement (See Appendiidiyvever, for the purpose of data

collection, the quantitative scores were not inetidn the questionnaire that was

circulated. This was because a pre-data colledgsh showed that questionnaires with
guantitative scores looked complicated to the redpots.

The questionnaires were arranged in three parB&aAd C in order to measure different

variables specified in 3.6 below. Questionnairesewerculated both in person and

through email. In executing the survey, the redearmaintained ethical considerations.
The researcher also maintained confidentialitynafividual RSCs information and has

reportedsurvey results only in the aggregate ahasiped by Salant and Dillman (1994).

3.4.1 Data Reliability

Reliability is often used to refer to the consisterof survey responses over time.
According to Saland and Dillman (1994), obtainingpplation estimates must be
identified by obtaining the desired response raie preferred level of accuracy of the
survey. In this study, the researcher aimed at @6%fidence that the corresponding

statistic for the population will fall within thepscified range of the sample statistic.
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3.5 Data Analysis

Data analysis involved two steps. Step one wasmoert the data into quantitative form
using the scores attached to each of the choseveanBart A of the questionnaire had
twelve questions which assessed the quality of baged internal auditing. The final
score for part A for each questionnaire was betwieand 5. The twelve questions were
the parameters adopted from the literature revieach parameter had multiple choice
answers with a score attached to them. Howeverstioees were excluded from the
guestionnaires that were distributed to avoid mglguestionnaires look complicated.
The same method was applied for part B which measthre effectiveness of internal
audit. The parameters for Part B also came fronrélieew of literature on effectiveness
of internal audit. Various authors put forward was parameters that can be used to
measure the effectiveness of internal audit. TBearcher blended all of them and came
up with ten questions that had multiple choicedwitores attached to each choice .Like
in A, the scores were excluded from the distribujadstionnaires to simplify them for

the responded.

Part C of the questionnaire tested the attitudb@internal auditors based on each of the
three parameters, (M) support by management foirteenal audit, (r) availability of
resources to internal audit to carry out its world §P) professional qualification of
internal auditors themselves. Again the questi@utsultiple choices which had a score
attached to them with the lowest score being 1hagllest score being 5.The scores were
not included in the questionnaires that were catmd to simplify them for the

respondents
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The second step involved the analysis of the dfaéine data. The data analysis
involved the use of measures of frequencies andipteitegression analysis using SPSS
version 13 for windows in order to test the hyps#s and draw conclusions. The
findings of this study have been presented by digeequency tablesin order to convey

meaning or to clarify information that may not beac within the data.

3.6 Model Specification

As per the literature review done in Chapter Twe findings revealed that quality of
RBIA has an effect on the effectiveness of interaatlit. This study determined the
relationship between effectiveness of internal (i) and Quality of RBIA (Q). The
general form can be written as: E=f (Q). Wheres & idependent variable and Q is an

independent variable.

It was taken into consideration that there arerothetors that affected the effectiveness
of internal audit apart from the quality of RBIAtdfn the literature review, it was clear
that the effectiveness of internal audit is alsteaéd by availability of resources,
management willingness to implement internal atetitbommendations and professional

proficiency of internal auditors among others.

The empirical model resulting was as follows:
E=po+ B1Q +B2r +33m+B4p +u

Where;
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E= Effectiveness of internal auditing
Q = Quality of RBIA
po = Constant (y- intercept)

Bl, B2, B3, ang4 = Coefficients of Determination

r = Availability of Resources
m= Management Support
p= professional proficiency of internal auditors

a=Random Error

This model helped to establish whether there existdationship between the quality of
RBIA and the effectiveness of Internal Audit andet¥ter this relationship is positive or
negative. This model also established whether tleeeother factors that impact on
effectiveness of internal audit. Multiple R and \Rére used to measure the strength of
the relationship between the independent variadmesthe dependent variable. An F test
was used to determine if therelationship can begdzed to the population represented
by the sample. A t-test wasused to evaluate theithdhl relationship between each

independent variable and thedependent variable.
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CHAPTER FOUR

DATA ANALYSIS, RESULTS AND DISCUSSION

4 1lntroduction

This chapter presents the findings derived frona dallected and further analyzed. The
analyzed data is presented in tables in form ofgeages. The chapter constitute of the
analysis of responses obtained for each questidrtrenanalysis of statistics explaining
the effect of the quality of risk based internabliéing on the effectiveness of internal

audit in Regulatory state corporations in Kenya .

4.2 Responses

Forty questionnaires were sent out after the rekearconducted the respondents and
asked for their permission. Twenty eight responsese received. This accounted for
70% response rate. The questionnaires had three Part A tested the Quality of RBIA,
part B tested the effectiveness of internal audd then part C tested the respondents’
attitudes towards management support for internalitaavailability of resources to

internal audit and professional qualification akimal auditors

4.3 Descriptive Statistics
Questionnaires were used to collect responses dardo test the hypothesis. Each
guestion on the questionnaire had a score attachitdResponses from the respondents

were tabulated and scored. A score of five meawdrable had scored the maximum
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while a score of one meant a variable had scoredmimimum .SPSS was used to
analyze the data for descriptive statistics andréselts were summarized inAppendix

V.

Each variables were measured on the scale of 1esewfive was the best score and one
was the worst score. The means for the effectiveeatmternal audit, Quality of internal
audit, management support for internal audit, abdity of resources to internal audit
and professional qualification of internal auditersre 4.0357,3.8893,4.0714,4.1071 and
4.4643 respectively. Put in form of percentages,aberage scores for the effectiveness
of internal audit, quality of internal audit, maeagent support for internal audit,
availability of resources to internal audit and fpesional qualifications of internal
auditors were 80.7% ,77.8%,81.4%,82.1% and 89.3k.Means that internal audit in

RSCs performed favorably against the chosen paeasiey scoring high everages.

The variance of the effectiveness of internal guglielity of internal audit, management
support for internal audit, availability of resoescto internal audit and professional
qualification of internal auditors were 0.147, 0060.291,0.321 and 0.406 respectively.
The variances show that while the independent bksavaried a lot around the mean,
the dependent variable (effectiveness of internalitp varied less from one RSC to
another. Therefore, the quality of internal audit RSCs in Kenya was the least
homogeneous while the effectiveness of internalitands the most homogeneous

variable.
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4.4 The Effect of the Quality of Risk Based InternbAuditing on the Effectiveness of

Internal Audit in Regulatory State Corporations in Kenya

In order to test the effect of the quality of ridlased internal auditing on the
effectiveness of internal audit, the responses weded into numerical values between 1
and 5 for each variable see (Appendix I11).SPSS used to analyze the data and the
results weresummarized see (Appendix V).The vaghlere analyzed for correlations

(See Appendix VI).

4.4.1 Analysis and Interpretations

The estimated model was (See Appendix IV):
E=1.84+0.476Q+0.1398M+0.263r-0.152P+0.328

The "R Square of 0.41471" indicates that 41.47%efvariability in the effectiveness of
internal audit is associated with the quality ofIRBmanagement support for internal
audit, availability of resources to internal aualid professional qualifications of internal
auditors. This shows that, the explanatory powehisfmodel is good. The R Square and
adjusted R of 41.47%%, 31.29%% and F significarfo@ @1255 (which significance is
less than 0.05) show that the model is good fatystlihe “Multiple R 0.64398” indicates
that the correlation between actual and predictdcteveness of internal audit is

64.4%%.

The t-statistic was used to test the hypothesit tthexe is a relationship between the

quality of RBIA and effectiveness of internal audit
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HO: B 1 =0:There is a relationship between theiguaf RBIA and effectiveness of
internal audit

H 1. B 1+ 0: There is no relationship between the quality of RBRhd effectiveness of
internal audit

From the analysis, the t-statistics is 2.753, thsigmificantvalue is 0.0113 (2
tailed).Given that, t significancevalue is lessnti@a05, the null hypothesis is accepted.In
conclusion, the effectiveness of internal auditpasitively related to the quality of
internal audit. Also noted is that management stpfminternal audit, availability of
resources to internal audit and professional quatibns of internal auditors are not

related to the effectiveness of internal audit.

Correlation analysis (See Appendix V) was used nalyee the correlation of the
variables. The effectiveness of internal audit easd to have significant correlations
with the quality of RBIA at 49.1% at significancavel of 0.01 and significant correlation
with management support at 37.8% at significaneellef 0.05.Management support to
internal audit had significant correlation with t#reailability of resources to internal audit

at 45.8% at significant level of 0.05.

In conclusion, the effectiveness of internal auglitorrelated with the quality of internal
audit and management support for internal auditti@rother hand, management support
for internal audit is correlated to the availalildf resources to internal audit.The study

showed that professional qualifications of interaatlitors were not correlated with any
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variable in the model. The variable seems to hamegative effect on the model with a

negative beta.

4.5 Discussions

The responses provided useful information on théARBactices in RSCs in Kenya. To
begin with, risk management practices in RSCs werend to be good.57.1% of
respondents indicated that risk assessment in dhgamization is done quarterly.96.4%
of respondents indicated that risk assessment teep@re discussed with management
and the board in their organizations.75% of thpwoadents indicated that regular training

was offered to staff and the board on risk manageéme

Proficiency and professionalism of internal auditor RSCs in Kenya were also found to
be good.53.6% of respondents indicated that adlrivatl auditors in their organizations
were certified members of professional organiz&tidn.1% of respondents indicated that
internal audit reports addressed key risks fadagy torganizations.60.7% of respondents
agreed that internal auditors kept management laadaoard informed of the key risks

facing their organizations quarterly.

However, the responses showed that RBIA practiceRSCs in Kenya needed major
improvements in some areas. For example, only 3®m7%spondents agreed that risk
registers in their organizations contained mostartgnt risks only. This means that only
35.7% of risk registers in RSCs in Kenya were usé&iu decision making. 35% of

respondents agreed that internal audit in theiammations always based internal audit
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plans on the risk register. Proper audit planniegands that key risks are addressed.
Not basing internal audit plans on the risk registay indicate that key risks are not
addressed by internal audit plans.39.3% of respurdagreed that internal auditors in
their organizations are assessed for quality ahnbglindependent party .The question
is then, who audits the auditor in the remaining78® of the organizations? This is an

area that may need internal audit stakeholderénttn.

Other areas that were found wanting were perforeéycinternal audit, implementation
of recommendations by management and relationskipvden internal audit and
management. Only 10.7% of respondents strongly edgréhat internal audit
recommendations are implemented by management. ZInf#%o of respondents agreed
that internal audit in their organizations carread all planned audits and only 32.1% of
respondents agreed that internal audit in theiamizations issued audit reports on time.
Only 25% of respondents indicated that internalitaudtheir organizations suggested
solutions that solved problems and only 7.1% gbpoeslents strongly agreed that internal
auditors in their organizations were thorough stinet they could not miss to capture an

obvious error or fraud in the course of their work.
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CHAPTER FIVE
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction

The objective of the study was to determine theafbf the quality of RBIA on the
effectiveness of internal audit in RSCs in KenyhisTchapter is a recap of the findings
detailed in the previous chapters and recommentafar further research to researchers

and policy makers. The significant findings are swanzed and conclusions drawn.

5.2 Summary

The study established that the quality of RBIA ésifively related to the effectiveness of
internal audit .The study showed that the qualityRBIA and management support for
internal audit had a huge influence on the effectess of internal audit in RSCs in
Kenya. The study also established that managemsgppost for internal audit had

considerable influence on the availability of resms to internal audit. Professional
qualifications of internal auditors did not playyarole in the effectiveness of internal

audit in RSCs in Kenya contrary to popular believe.

From the study, RSCs in Kenya were strong in risikhagement. Majority of them had
Risk Management Policy Framework in place, riskeasment procedures in place and
they carried out regular risk assessment and riskagement training. Majority of staff
working in internal audit departments in RSCs inn¥@ are certified members of
professional bodies relevant to internal audit. ideer, the study revealed that internal
auditors were not thorough in their work, auditoenendations were not good enough
to solve observed problems, internal auditors dit carry out all planned audits and
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internal auditors did not hand in audit reportstiome. It was also revealed that internal
audit plans did not address executive managemertecos and that quality assessment

for internal auditors by third parties was not doegularly.

5.3 Conclusions

In conclusion, internal audit in RSCs in Kenya btasved and attained a good level of
effectiveness. However, there are areas whichttiay sevealed that more work needed
to be done. It would be prudent for internal audiRSCs for example, to strive to have
good relationship with management. This is in vieat minority of respondents strongly
agreed that management supported the efforts efnalt auditors. This is important
because the study showed that management suppdrthbige influence on the
effectiveness of internal audit. Internal audit @wkostrategize and seek to be major
players in the attainment of performance contragitece that is what matters to
management and the board of RSCs in Kenya. The sewaled that internal audit in
RSCs in Kenya is not a major player here. Finafiternal auditors need to incorporate
the views of management and the board in theirspl@his is because the study revealed

that internal audit plans did not cover issuesoofoerned to management and the board.

5.4 Limitations of the Study

This study was done in form of a survey by use wésfjonnaires. The questionnaires
were in form of questions and multiple choice armswe order to make it easy for the
respondent and the researcher to work with. Thetomnaires therefore, did not give

room for respondents to explain their answers. Alsge the researcher only interacted
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with the respondents through the questionnairepitld be difficult to tell how truthful

the individual respondents were or how much thoupby put in before responding.
Since the scores for each response were developdtiebresearcher from literature
reviewed, it follows that the questionnaires migatve contained one form or another of

researcher imposition of what is important and whatot important.

However, the researcher would like to clarify tthas study has gone through the highest
form of vetting by the most qualified supervisdrem development and formulation of
the research problem, writing of the proposal,emihg of data and interpretation of the

findings. This should give any reader of this stadgfidence in the findings.

5.5 Recommendations for Further Research

This study revealed that the quality of RBIA, mamagnt support for internal audit,
availability of resources to internal audit and fpssional qualifications of internal
auditors only explained 41% of the change in effectess of internal audit. A study
should be carried out to find out the other factatsich account for the remaining
59%.Secondly, this study only focused on the RCRenya, a study of the effect of the
quality of RBIA for the whole public sector in Kemghould be done by other researchers
in furtherance of knowledge in this area. Thirdiyther research should be carried out to
establish the most accurate way of measuring tladitgqwf RBIA and the effectiveness
of internal audit. Currently, there is no one unsadly agreed criteria for measuring the

two very important parameters for internal audit.
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APPENDICES

APPENDIX I: REGULATORY STATE CORPORATIONS IN KENY{ource
www.SCAC.go.ké

Tea Board of Kenya

National Tea Zones Development Authority
National Irrigation Board

Kenya Sugar Board

Kenya Sisal Board

Kenya Plant Health Inspectorate Services
Kenya Dairy Board

Horticultural Crops Development Authority
. Coffee Board of Kenya

10. Council for Legal Education
11.Commission for Higher Education
12.Electricity Regulatory Board

13.Energy Regulatory Authority

14.Retirement Benefit Authority

15. Capital Markets Authority

16.SACCO Societies Regulatory Authority
17.Kenya Revenue Authority

18.Central Bank of Kenya

19. Communications Commission of Kenya (CC
20.National Environment Management Authority (NEMA)
21.Kenya Bureau of Standards (KEBS)
22.Kenya Accreditation Service-(KENAS)
23.Public Archives Advisory Council
24.Betting Control & Licensing Board
25.Water Services Regulatory Board

26.NGO Co-ordination Bureau

27.NGO Co-ordination Board

28.Catering Training & Tourism Development Levy Triege
29.Kenya Tourism Board

30.Export Processing Zones Authority
31.Export Promotion Council

32.Maritime Authority

33.Kenya Industrial Property Institute
34.Investment Promotion Center

35. Export Promotion Council

©oNOk~WDNPRE
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36.Export Processing Zones Authority
37.Transport Licensing Board
38.Kenya Civil Aviation Authority
39.Kenya Ports Authority

40.Kenya Airports Authority
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APPENDIX II:QUESTIONNAIRE
Please choose only one answer for each questioanKTlgou very much for your
participation in this survey.

What is your designation?
O Internal Auditor

O Management

PART A: Quality of risk based internal auditing

1. Risk assessment in your organization is undertaken

Choices Scores
O Quarterly Basis 50.
O Half Year Basis 40.
O Annual Basis 30
O Bi- Annual Basis 20.

2. Risk management reports are normally discusseetipismanagement and the
Board

Choices Scores
o YES 0.5
o NO 0.1
3. Staff and the Board are regularly trained on risfhagement in your organization
Choices Scores
o YES 0.5
o NO 0.1
4. How frequently is the risk register updated in yotganization?
Choices Scores
O More than once a month 0.5
O Once a month 0.4
O Bi- Monthly (once every 2 months) 0.3
O Quarterly (Once every 3 months) 0.2
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O Half Yearly 0.1
o Once an year 0.1

O No more than once every several years (2 to 5 y@dks

5. There is a risk management policy framework in yanganization
Choices Scores
o YES 0.5
o NO 0.1
6. The risk register in your organization capturesrent risks facing your organization
Choices Scores
O Most important risks only 50.
O Some but not all important Risks 0.4

O All risks (Important and Not important) 0.3

O |don’'t know 0.1

7. Your organization has a risk assessment proceduoighvinas been duly approved

Choices Scores
o YES 0.5
o NO 0.1

8. Internal audit in your corporation prepares Anridlains based on the risk register

Choices Scores
O Always 0.5
O Sometimes 4 0.
O Never 0.1
O 1don’t Know 0.1
O Strongly Disagree 0.1
9. Internal audit's Charter is regularly updated vathrent practices
Choices Sesr
O Regularly (One we get to know of them) 0.5
O Occasionally (on a pre-determined schedule) 0.4
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O Once in a while (in a no given order) 0.1
O |don’'t Know 0.1

10.Independent assessment by outside quality assupaogeer of your internal audit
department is done?

O Yearly 0.5
O Once every 2 years 04
O Once every 3 years 0.3
O Once for more than 3 years 0.2
O Strongly Disagree 0.1

11.Internal audit plans cover all significant issuésancern to the audit committee and

executive management

Choices Scores
O Strongly Agree 0.5
O Agree 0.4
O Neither agree nor disagree 0.2
O Disagree 0.1
O Strongly Disagree 0.1

12. Annual internal audit plans are reviewed at leastregrly in line with quarterly risk

management reports

Choices Scores
o YES 0.5
o NO 0.1

PART B: Effectiveness of internal audit

1. Most internal audit recommendations are implemeirtgebur organization

Choices Scores
o Strongly Agree 0.5
O Agree 04
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O Neither agree nor disagree 0.3

O Disagree 0.2
O Strongly Disagree 0.1
2. Internal audit in your organization carry out
Choices Scores
O Strongly Agree 0.5
O Agree 0.4
O Neither agree nor disagree 0.3
O Disagree 0.2
O Strongly Disagree 0.1
O

3. Internal audit reports are normally helpful as thegress key risks in your

organization

Choices Scores
O Strongly Agree 0.5
O Agree 0.4
O Neither agree nor disagree 0.3
O Disagree 0.2
O Strongly Disagree 0.1
4. Internal audit reports are normally issued on timgour organization
Choices Scores
O Strongly Agree 0.5
O Agree 04
O Neither agree nor disagree 0.3
O Disagree 0.2
O Strongly Disagree 0.1
5. Internal audit contributes a lot to the attainmafinthe performance contract
targets
Choices Scores
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|

Strongly Agree 0.5

Agree 0.4
Neither agree nor disagree 0.3
Disagree 0.2
Strongly Disagree 0.1

6. Internal auditors are thorough and they don't misgous errors or fraud

Choices Scores
O Strongly Agree 0.5
O Agree 0.4
O Neither agree nor disagree 0.3
O Disagree 0.2
O Strongly Disagree 0.1
7. Internal auditors suggest solutions that solve lprob in your organization
Choices Scores
o Strongly Agree 0.5
O Agree 04
O Neither agree nor disagree 0.3
O Disagree 0.2
O Strongly Disagree 0.1

8. Internal auditors keep senior management and thedboformed at least

quarterly
Choices Scores
O Strongly Agree 0.5
O Agree 0.4
O Neither agree nor disagree 0.3
O Disagree 0.2
O Strongly Disagree 0.1

9. Root causes of risks are promptly identified byinal audit

Choices Scores
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o Strongly Agree 0.5
O Agree 04
O Neither agree nor disagree 0.3
O Disagree 0.2
O Strongly Disagree 0.1

10. Senior management and the Audit Committee membergeay satisfied with the

performance of the head of internal audit in yougamization

Choices Scores
O Strongly Agree 0.5
O Agree 0.4
O Neither agree nor disagree 0.3
O Disagree 0.2
O Strongly Disagree 0.1

PART C: Management support, professional profigyesfanternal auditors and

availability of resources

1. Management supports the effort of internal auditorgur organization

Choices Scores
O Strongly Agree 5
O Agree 4
O Neither agree nor disagree 3
O Disagree 2
O Strongly Disagree 1

2. Internal auditors in your organization are allodaae€lequate resources to carry out

their work as planned

Choices Scores
o Strongly Agree 5
O Agree 4
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O Neither agree nor disagree 3
O Disagree 2
O Strongly Disagree 1

3. How many of the internal auditors are certified rbens of relevant professional
bodies?

Choices Scores
o All 5

O Most of them 4
o A few of them 3
O | don't know 1
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APPENDIX 11I:DATA OBTAINED FROM THE RESPONDENTS

QUESTIONNAIRE

QUALITY
OF RBIA

(QON

SCALE OF

1TOE

EFFECTIVENES
S OF INTERNAL
AUDIT ON
SCALEOF1TO
5

MANAGEMEN
T SUPPORT(M)
ON SCALE OF
1TOE

AVAILABILIT
Y OF
RESOURCES (
r) ON SCALE
OF1TO!

PROFESSIONAL
QUALIFICATION
OF INTERNA
AUDITORS (P) ON
SCALE OF 1 TO !

QUESTIONNAIRE !

QUESTIONNAIRE ?

QUESTIONNAIRE 3

QUESTIONNAIRE ¢

QUESTIONNAIRE 5

QUESTIONNAIRE ¢

QUESTIONNAIRE |

QUESTIONNAIRE 8

QUESTIONNAIRE 9

QUESTIONNAIRE 10

QUESTIONNAIRE 11

QUESTIONNAIRE 12

QUESTIONNAIRE 13

QUESTIONNAIRE 14

QUESTIONNAIRE 15

QUESTIONNAIRE 16

QUESTIONNAIRE 17

QUESTIONNAIRE 1t

QUESTIONNAIRE 1¢

QUESTIONNAIRE 2(

QUESTIONNAIRE 2!

QUESTIONNAIRE 22

QUESTIONNAIRE 2!

QUESTIONNAIRE 2¢

QUESTIONNAIRE 2!

QUESTIONNAIRE 26

QUESTIONNAIRE 27

QUESTIONNAIRE 28
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APPENDIX IV: DESCRIPTIVE STATISTICS

Q E M r P
N valid 28 28 28 28 28
Missing 0 0 0 0 0
Mean 3.8893| 4.0357| 4.0714| 4.1071 4.4643
Mean as a % 778|807 8L4| 821| 893

Std. Deviation
77905 .38318| .53945 .56695| .63725

Variance

607 147 291 321 406
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APPENDIX V: REGRESSION ANALYSIS

Source variable.. Q POWERIga& .500
Dependent variable.. E
Listwise Deletion of Missing Data
Multiple R .64398
R Square 41471
Adjusted R Square .31292
Standard Error .32852
Analysis of Variance:

DF Sum of Squares  Mean Square

Regression 4 1.7588514 43971286
Residuals 23 2.4823016 10792616

F= 4.07420 Signif F = .0122

Variable B SE B Beta T SigT

Q 301309 .109447 .476173.753 .0113
M 136314 .192149 .139805709 .4852
r 244179 .181003 .263343.349 .1905
P -127979 .150071 -.152181853 .4026

(Constant) 1.840970 1.056475 1.743 .0948
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APPENDIX VI:CORRELATIONS

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

E
1491 (*)
.008
28 28
491(*¥) 1
.008
28 28
265.378(*)
472 047
28 28
025 360
899 060
28 28
167 -.107
395 589
28 28

** Correlation is significant at the 0.01 level {@{ed).
* Correlation is significant at the 0.05 level @ked).
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.265
A72
28

378(%)

.047
28
1

28

458(*)

.014
28
115
.559
28

.025
899
28
360
.060
28
458(*)
014
28

1

28
-.245
.208
28

167
.395
28
-.107
.589
28
115
.559
28
-.245
.208
28
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