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ABSTRACT

The major aim of this study was to find out theatieinship between the independence
and objectivity of internal audit function and ERS8ofitability) in companies listed in
the NSE. Objectivity, denoting having an impartiahbiased attitude, is integral to the
internal audit profession. While the increasing olwement of internal auditors in
enterprise risk management (ERM) poses a thre#taio professional objectivity, the
expanding oversight responsibilities of audit comeeis may act to mitigate any such
effect. This study presents empirical evidence lon dffects of the extent of internal
auditors’ involvement in ERM and their relationshwith the audit committee and the
management , on the loss of internal auditors’ gieed] objectivity and their effect on
profitability.

This study draws on agency and institutional themryexamine the issue of internal

audit’'s independence through its relationship witmponents of corporate governance.
The internal audit function is actively considerasl one of the four components of

corporate governance, along with the board, manageand external auditors. It serves
this purpose by providing a range of servicesdrcépacity of monitoring and consulting

which is actively sought by the other componentsarporate governance to satisfy their
extended accountability requirements. The integoityhese services is, however, only
assured if internal audit maintains its independsatus. As such there is a “tension”

resulting from the pressure to provide these vadéed services as perceived by the
parties involved and maintaining its independernatus.

Based on an extended study of organizations listethe NSE, this study critically
examines the results of the study against exiditi@ature and best practice guidelines to
determine if internal audit functions operating enthis tense environment are operating
independently.

Data from the field was analyzed using frequeneies percentages. The data was also
edited, coded and well arranged in order to enaccaracy and completeness. According
to the research findings, internal auditors comtebto profitability of firms mainly
through detection of fraud and advising manageraenihternal control system.

The findings indicated that the major constraioténternal audit effectiveness were lack
of independence in some aspects. It was also edtabl that there is a positive
relationship between independence of internal aardit profitability of firms. This meant
that if organizations provide a conducive workingieonment to the internal auditor,
then they will be profitable thus having a positieesS.
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CHAPTER ONE
INTRODUCTION

1.1 Background of the study

Auditor independence and objectivity are the castwmres of the profession. The
assurance services provided by auditors deriver telue and credibility from the

fundamental assumptions of independence of mind iaddpendence in appearance.
Auditor independence and objectivity are the catmres of the profession (KPMG,
2008). The assurance services provided by audderive their value and credibility

from the fundamental assumptions of independencenimid and independence in
appearance. Internal audit is considered as a vadlaeng activity in contemporary

organization (Al-Twalijry,Brierley & Gwilliam 2003Bou-Raad 2000). Implicit in this

notion is the assumption that internal audit iseile. Nevertheless, organizations in
developing countries seem to emulate the conceppeactices of internal audits applied

in western societies (Al-Twaijry,Brierley & Gwilla, 2003).

The definition of internal audit highlights the gmkndence and objectivity of internal
auditing with respect to both assurance service$ @mnsulting. Independence and
objectivity are closely related. Independence ésfteedom from conditions that threaten
objectivity or the appearance of objectivity. Sulkheats to objectivity must be managed
at the individual auditor, engagement, functiornad @rganizational levels (Glossary to

the 1IA, 2001).

Objectivity is an unbiased mental attitude thaiowl internal auditors to perform
engagements in such a manner that they have amsthoelesf in their work product and

that no significant quality compromises are madejeClivity requires internal auditors



not to subordinate their judgment on audit matterthat of others (Glossary to the IIA,

2001).

Hence, the lIA distinction between the two terrppears to be that objectivity is a state
of mind while independence is the state of affélivgt permits an internal auditor to
operate with an objective attitude. While the litaredards emphasize independence at
the organizational level, the definition indicatbat it is also important at the individual,

engagement and function levels.

In recognition of the potential for conflict, thestitute of Internal Auditors (IIA) has
issued a number of professional standards and lguedewith respect to independence
and objectivity. In fact, in 2001 the IIA publishéthdependence and Objectivity: A
Framework for Internal Auditors” (IIA, 2001) as aide for managing threats to

objectivity.

The 1IA Code of Ethics consists of a number of baminciples which internal auditors
are expected to uphold, together with rules of cehdvhich describe the norms of
behavior expected of internal auditors. The prilecigelating to objectivity requires
internal auditors to exhibit the highest level abfpssional objectivity in gathering,
evaluating, and communicating information aboutabtvity or process being examined.
Furthermore, internal auditors are expected to nmakmlanced assessment of all the
relevant circumstances and they should not be yndtibenced by their own or others’
interests when forming judgments. The rules of cahdpecify that internal auditors are;
they shall not participate in any activity or reatship that may impair or be presumed to

impair their unbiased assessment, shall not acaspthing that may impair or be



presumed to impair their professional judgment trey shall not disclose all material
facts know to them that if not disclosed may distbe reporting of activities under
review. IIA has also published a framework to guideernal auditors with respect to
objectivity. This framework requires internal awdg to identify, assess and manage
threats to their objectivity, including the needctinsider safeguards that can mitigate the

effects of the threats.

There are two factors that influence the indepecéemd objectivity of an internal audit
(Goodwin, 2003). These factors are the relationship the audit committee and the use
of the function as a management training grounds Ehespecially so because the audit

assistant may not be willing to audit his futurpeuvisor.

1.1.1 Nairobi stock exchange

A stock exchange is a form of exchange which presidervices for stock brokers and
traders to trade stocks, bonds, and other securteck exchanges also provide facilities
for issue and redemption of securities and othearftial instruments, and capital events
including the payment of income and dividends. 8g&es traded on a stock exchange
include shares issued by companies, unit trustsyadiwes, pooled investment products
and bonds. Securities markets took centuries tceeldpv Kenneth (February 2009).

Economist Ulrike Malmendier of the University of I@arnia at Berkeley argues that a

share market existed as far back as ancient Roeter(R967).

The NSE was incorporated in 1954. The NSE adogptedll-over system at inception
and an open-outcry system in 1991. The CDS waxled in 2004 and now the ATS in

2006. The NSE has close to 500,000 CDS accoudtehopresently. The NSE enjoys a



large pool of educated potential investors, a faable socio-economic reform

environment and a stable political climate (www.neek)

1.1.2 Earnings per share

Earnings per share are the portion of a compang#t @llocated to each outstanding
share of common stock. Earnings per share servanasndicator of a company's
profitability.

it is calculated as:

Met Income - Dividends on Preferred Stock

Average Qutstanding Shares

1.1.3 Relationship between independence of internaldit function and the earnings
per share.

Earnings per share is one f the elements of philitta Without profitability, the
business will not survive in the long run (PandE§95). It is believed that if the quality
of internal audit of a firm is effective, then itillyperform well financially. The main
objective of internal audit function is enabling magement to perform proper risk
assessments in relation to corporate objectivesiégns of keeping in check the control

systems in the business (Ramaswamy, 1994).

ISA 610 recognizes the work of internal auditors redation to the profitability.

Organizations must ensure that professional ruteshdependence of the internal audit
function are not interfered with. This may howews compromised by the fact that
internal auditors provide consulting activities.g@nizations that perform well with high

profit margins have their internal controls welkecked by the internal audit department.



The failure to check internal controls by interaaidit department leads to increase in
frauds hence a reduction in profitability levelsa(hywa, 1999). Internal auditing
frequently involves measuring compliance with thétg's policies and procedures. This
helps a firm accomplish its objectives by bringagystematic and disciplined approach
to evaluate and improve the effectiveness of rislhagement, control and governance
process. This is aimed at helping firms to meeir tbere objectives especially profits

(Gupta, 1987).

The internal auditing involvement in strengthenimigrnal controls may lead the external
auditors to reduce the assessed level of conts&l As a consequence, the auditor's
reliance on internal controls should result in lsabstantive testing and hence a lower
audit fee (Collier and Gregory, 1996).Additionallypternal auditing professional
standards (IAS’s) require the function to monitod a&evaluate the effectiveness of the
organization’s risk management process and its riboiion to profitability(l1A
2003).This involves determining risk which is adedyle and what actions should be

undertaken in order to avoid share or control tiskhcrease revenue in a firm.

1.2 Statement of Research Problem

Much of the debate and research efforts to date leantered on the external auditors’
professional objectivity, leading to various redgafg changes to safeguarding auditor
independence (Cohen, Krishnamoorthy & Wright, 20Bdamling, Maletta, Schneider &
Church, 2004; Schneider, 2003). However, cases asiéhorldCom and Enron highlight
the role that internal auditors may play in enhagcihe monitoring and reporting of
corporate governance processes (Schneider, 2008).example, Cynthia Cooper, the

head of internal audit of WorldCom has become reremvfor her courage in exposing

5



various accounting misappropriations by the semanagement. Nevertheless, internal
auditors remain in a unique position. While they @mployees of the organisation,
internal auditors are also required to review aqbrt upon decisions made by the senior
management of the same organisation, which potgnpéaces them in a position of
conflict and thus their independence while condgctiheir work. Further, the role of
internal auditors is also broadening significantlyterms of their participation in more
value-adding activities such as consultancies (1999). Internal auditors thus continue
to face various challenges to their professiongdlvity in an increasingly dynamic and

uncertain environment

In Kenya, the internal audit function is becomimgreasingly important and it's very
crucial in the public sector. All listed compania® required to have an internal audit
department. There have been forums to improve tmetibn in public sector True
independence (Cecilia, 2006. The board should kstiadn internal audit function which
should be independent of the activities they awdit should be carried out with
impartiality (the Kenya Gazette 31st May 2002). THdA has established guidelines for
listed companies for good corporate governancetipescby public listed companies

(Capital Markets Authority Act Cap. 485A).

Kibara (2007) carried out a survey of internal &udi risk management practices in
banking industry in Kenya, Keitany (2000) studiaternal audit control function and its
implication for the risk assessment by the extemnalitors. Similarly Kimani (2006)
studied perceived role of internal auditors in cogbe governance. He observed that
many questions were raised by the shareholdetsedfthumi supermarkets Ltd when it

was declared insolvent as to the role of the eateanditors in detecting and frauds in an



organization and they wanted any justification be tetention of the Price water house
coopers as the External auditors. According tol8¥% the role of the external auditor
should not be to unearth fraud but carry out hiskwelying on the information provided
by the management of which the internal auditoespart of. This means that the audit
committees through internal audit reports shouldabere of any irregularities in the
company. If the above goal is to be accomplishée, imternal auditors must be

independent and objective.

Faced with the above scenario therefore, a studyldhbe carried out to establish the
independence and objectivity of the internal auditehich is in turn affects on how
effective the internal audit function will be inelltompany. This research sought to carry
out a survey on the relationship between indepeseland objectivity of internal audit
function in companies listed in the NSE and perfamoe. This led to the following

guestions:

i) To what extent does involvement in enterprise ristanagement affect
independence and objectivity of internal auditisted companies in Kenya and
its relation to EPS?

i)  To what extent is the internal audit function indegent from the management in
listed companies in Kenya and its relation to EPS?

iii)  Does the relationship between the audit committekthe internal audit function
provide for the internal audit’s independent raidisted companies in Kenya and

it's relation to EPS?



iv)  To what extent does the use of internal audit asaaagement training ground
affect the internal audit independent role in lismpanies in Kenya and its

relation to EPS?

1.3 Objective of the study

The general objective of the study was to estabtish relationship between the
Independence and objectivity of the internal afutiction and Earnings per share (EPS)

in companies listed in NSE.

1.4 Significance of the study

The study was important to the following;

1.4.1 Management

The study would help management appreciate the ptaged by the internal audit
function in the organization and the importancéhaim being independent and objective

in their roles to accomplish their objectives.

1.4.2 Academic community

The study contributed significantly to the interaaldit debate. The study would benefit
future accounting students both as a source ofectliterature and provide insightful
information on how internal audit function independe and objectivity affect the
quality of the internal audit in organizations’ antbnsequently organization’s
performance. Such information would help accoutuglents to become better mangers
of their organizations.

1.4.3 Staff



The smooth and efficient running of any organizatiepends directly on how well its
employees are equipped with relevant skills. Thexgtnirom time to time be assisted to
perform better in their present position throughmeoform of training and also be
prepared for possible promotions and transferss ®udy would be important for
employees in terms of identifying what skills aeguired to perform their duties in order

to have high quality staff resulting to good penfi@nce and professional growth.

1.4.4 Investors

The investors are interested to know how their camyps being run by the management.
This study would enlighten them on the importanté@aving an internal audit function
in the organizations they invest in. They were dbl&now whether the internal controls
put in place were functioning without interfererfoem the management or any other

interested parties.



CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction
This section aims at analyzing the conceptual fraonk and empirical researches that
have been done. This chapter provided a reviewhef literature on internal audit
independence and objectivity which is important éffiectiveness of the internal audit

function.

2.2 Internal auditing

For decades, the workings of internal audit wettéelknown and poorly understood by
the accountants. In those days, aside from thespredo reduce costs and perform some
sensitive investigation, there wasn't much attentmd appreciation for the function.
Indeed, in many companies, internal audit was vievas a necessary evil. Audit
committees relied on it a bit, and management viewemore as a service to fulfill

corporate objectives (Antoine; 2004).

Internal audit (IA) is provided to do a wide rangfeactivities. In the recent years, the
internal audit function has been expanding its eclmpembrace consulting activities in
which managers are viewed as internal audit cugstniherefore internal audit is a
partner of the management and therefore shouldtaiadd value to the organization.
Internal audit has strengthened over the yearsofAat 2004). Millichamp (2002)
defined internal auditing as an independent apglraignction established by the
management of the organization for the review efittternal control system as a service
to the organization. It objectively examines, eaddis and reports on the adequacy of the

control as a contribution to the proper, economificient and effective use of resources.
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Independence of the internal audit is establishethé organization but objectivity is an
appropriate mindset. The IA is expected to provemmmendations for improvement in
those areas where opportunities or deficiencies ideatified while management is

responsible for internal controls; the internal iaddnction provides assurance to the
management and the audit committee that the irtexmatrols are effective and are
working as intended. The internal audit functiorleld by CAE. The CAE delineate the
scope of activities, authority and independencdAan a written charter that s approved
by the audit committee. The objectivity, skills akdowledge of competent internal
auditors can significantly add value to the orgatian’s internal control and risk

management and governance process. An effectivacti&ity can provide assurance to

other stakeholders (IAA Research Foundation, 2004).

2.3 Underlying theories: Agency and Institutional heory

The essential concern of corporate governancesafiem the separation of ownership
and control in modern public corporations. Thighe essence of the agency theory as
argued by early scholars such as Berle and Mea32]jland Jensen and Meckling
(1976). Under this concept the responsibility ohtcol is vested in the board and
management, the agents of the shareholders. Tdrel lbdho only meets a few times a
year in turn appoints management (as their ageetjed by the Chief Executive Officer
to manage the organisation. While the independdstmal auditors provide an assurance
to the shareholders as to the overall satisfactgeyformance of the board and
management, it is the independent internal audidre provide an assurance to the

board via the audit committee as to the satisfggterformance of management. Agency

11



theory in this context provides the basis to expldhe independent role and

responsibilities assigned to the internal auditfiom (Adams, 1994).

The concern of shareholders as a result of this@gtheory has been strengthened over
time especially through the government's and psifesl body’'s response to recent
corporate scandals. Australia has addressed tioisgh a range of changes to accounting
standards, ethical guidelines and statutory letiWgaequirements that directly enhances
the independence of the external auditor. Thesengdsa also indirectly imply a
strengthened independent role of the internal audéspecially through a strengthened

audit committee function.

In addition and as a consequence to the above ebatitere is pressure on management
to pursue and utilize updated management ideolotpesnsure the organization is
governed efficiently, effectively and economicaligr the benefit of the board and
ultimately to the shareholders. Many of these Hasen a result of social expectations in
response to recent corporate scandals. Here,utlg dtaws on institutional theory which
essentially posits that organisational managemedhtcantrol structures tend to conform
to social expectations as argued by early schdlMeyer and Rowan, 1977; Di Maggio
and Powell, 1991; Scott, 1987). Based on this r@agp this study takes the stand that
included in this organisational management and robrdtructures are management
control structures put in place to respond to ageamf control and compliance
requirements instituted as a result of recent gatposcandals. Included in this range are
assurance feedback mechanisms such as internélsaradlue added services which are
used by the board (through the audit committeefhagament and external auditors in

fulfilling their extended accountabilities in ligth social expectations.

12



This study hence draws on both agency and ingitatitheory in the above context to
examine the issue of internal audit's independehigmugh its relationship with the audit

committee (as a subcommittee of the board) andhdreagement.

2.4 Internal audit independence and objectivity

The professional Internal auditor must have inddpane to fulfill his professional
obligations to be able to provide free unbiasedniop and report matters as they are
rather than managers would like them to appear y8ay®988). Independence of internal
auditor enables him/her to perform their work fyeahd objectively. Vanscet al (1997)
noted that without independence, the desired esifithe 1A cannot be realised. He also
concluded that that the role of internal audit reggiunrestricted independence in order

to perform a variety of duties for the organizatibay serve.

According to the I1lA’s Independence and Objectivik Framework for Internal
Auditors, threats to internal auditor objectivitgrcbe classified under seven categories:
self review; social pressure; economic interestsq@eal relationship; familiarity; cultural,

racial and gender biases; and cognitive biasesgier, Chang & Prawitt, 2001).

Self review results from an auditor reviewing thewn work. (Mutchler et al., 2001).
Self review is considered a threat as “it may beardifficult to evaluate without bias
one’s own work” An early study by Plumlee (1985)nsmlered internal auditors’
involvement in the design of internal control sysseas a key threat to internal auditor
objectivity. Plumlee concluded that self-review slampact on objectivity, as “auditors
in those situations are not likely to detect praideor consider alternatives to their

solution without prompting” Church and Schneidesoabddressed whether self-review
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could affect the objectivity of internal auditors991; 1992). They posited that internal
auditors who had been involved in the design ofirdarnal control system would be
unable to remain objective in the subsequent afdhat control system. They found no
difference in the allocated audit hours betweenitatsl that had participated in the
internal control system design and auditors thadnita They concluded that prior
involvement in systems design did not affect indrauditors’ objectivity and that
internal auditors are aware of the risk to theijreotivity and make a conscious effort to

adhere to auditing standards.

Social pressure exists when an internal auditocgrees that they are being pressured by
a group within the organization (Mutchler et alQ02). The most significant social
pressure within an organisation comes from managebecause of the status and power
that management has (Harrell et al., 1989). Sewtudies have shown that management
pressure impacts the objectivity of internal auditd study conducted by Harrell et al.
1989) looked at management’s ability to impair obyjaty by informing the internal
auditors of their preferred internal control systewaluations. They found that internal
auditors were biased by the knowledge of managementferred outcomes and that
objectivity was therefore compromised. Their statgo found that membership with the
Institute of Internal Auditors (I1A) enabled intednauditors to better resist management
influence and thus maintain their objectivity. Byoé&ind Lowe (2000) looked at
management pressure within the context of the dbnguole of internal auditors and its
impact on internal auditor objectivity. They founiat internal auditor’ decisions
regarding an acquisition scenario were influencgdhleir company’s role, and that they

provided assessments that were in the best indepésheir company. Ahlawat and Lowe
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(2004) proposed that, as the role of internal auglihow entails adding value to the
organisation, this would impact on their ability b® impartial and auditors would
therefore be susceptible to employer/client advpcabey also looked at whether the
identity of the internal audit provider had an irapan any advocacy. The study found
that internal auditors are disposed to advocacyasnslich do not retain their objectivity.
The authors went on to say that “objectivity inqtiee is essentially a myth” (Ahlawat &
Lowe, 2004). Another finding of the study was thdtocacy was less extreme when the
internal audit function was outsourced which intksaoutsourcing does not impair

objectivity.

The economic interest threat arises when an intewnditor has financial interests that
may be affected by internal audit findings (Mutchééal., 2001). Gul and Subramaniam
(1994) investigated whether gifts and discounts &amadmpact on an internal auditor’s
objectivity. The impact of the receipt of gifts adiscounts by internal auditors was
assessed through their ability to resist managem@sisure over an unrecorded liability
dispute. No significant results were found for gJi#ind discounts, suggesting they do not
impact internal auditors’ objectivity. A study byclgheider (2003) sought to identify
whether incentive compensation or stock ownersfigcted internal auditor objectivity.
Schneider (2003) found that, when incentive comagms for internal auditors was tied
to stock prices, their objectivity was impaired.id'lwas determined as the internal
auditors being less likely to report GAAP violatsorSchneider did not find any effect
when incentive compensation was tied to earningsoo stock ownership impairing

objectivity.
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Familiarity refers to a long-term relationship beem the auditor and client, in this case
the internal auditor and the employees being additdnich may cause the auditor to be
less objective and rely on past dealings with thentinstead (Mutchler et al., 2001).
Gul and Subramaniam (1994) considered the impadarmiliarity on internal auditor
objectivity. They found that familiarity significély affected the internal auditors’ ability
to resist management pressure. The survey pantitsipaho were presented with the
scenario of being familiar with the manager of #ueounting department were seen to
less likely disagree with the manager than thossgnted with the scenario where there
was little familiarity. This finding is consistemtith the findings by Ahlawat and Lowe
(2004) whereby advocacy of client position was fbtm be lower when outsourcing of

the internal audit function existed as comparedhen internal audit was in-housed.

2.5 Enterprise Risk Management (ERM) and consultingctivities.

Consulting activities raise significant threatotgectivity in the forms of self-review and
social pressure. There have been several studitshive examined whether internal
audit consultancy impairs objectivity. In genemalior research as discussed earlier, has
found that internal auditor objectivity can be inipd by consulting activities, but there
have been conflicting results. For example, thdyestudy by Plumlee (1985) found
internal auditor objectivity impairment could resflom self-review. By contrast, the
Church and Schneider studies (1991; 1992) fountlttieae was no loss in objectivity
when internal auditors were involved in auditingiaternal control system that they had
helped design. On the other hand, Brody and Lowé{®and Ahlawat and Lowe (2004)
found that the consultancy role of internal au@itl la negative impact on internal auditor

objectivity.
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In 2005, the IIA conducted an online survey withemal auditors regarding their
involvement in ERM (Gramling & Myers, 2006). Thergety found that internal audit
was primarily responsible for ERM in 36% of the angsations surveyed (Gramling &
Myers, 2006). Further, the study also found thabesanternal auditors were engaged in
roles that the IIA had recommended as being urdeitee. should not be undertaken.
Another recent study conducted by Fraser and H&2§7) found that internal audit can
be heavily involved in ERM. This study consistedrdaérviews with Financial Directors,
Audit Committee Chairs, internal auditors and Riskectors of five listed companies as
well as four audit partners from the “Big Four” @utrms. They also found evidence of
internal auditors having responsibility for ERM gtiaes, despite both COSO and the lIA
position paper stating responsibility must reshwitanagement. In general, these results
show that internal auditors, in some cases, arelvad in ERM that have been deemed

unsuitable by the IIA, thus signalling a high risk loss of internal auditor objectivity.

Prior studies pertaining to internal auditor invalvent in management consultancy
suggests that such consultancies could lead tocturalaloss of objectivity (Brody &
Lowe, 2000; Ahlawat & Lowe, 2004; Plumlee, 1985)gliinvolvement is defined as
situations in which an internal auditor is extee$winvolved in all three categories of
ERM activities as identified by the IIA, while ‘lomvolvement’ is regarded as minimal
involvement of activities that are regarded as ¢oraternal auditors. Involvement by
internal auditors at a high level of ERM is likétyexpose them to self-review and social
pressure threats, both of which have been foundnpair objectivity (Plumlee, 1985;

Brody & Lowe, 2000; Ahlawat & Lowe, 2004).
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Arena et al. (2006) undertook a multiple case stafiynternal audit functions in six
Italian companies and found that only in one offthas, the internal audit function had
engaged significantly in consulting activities. égdfini et al. (2006), in their literature
review of European internal auditing, report thahgulting generally forms a relatively
small part of internal audit activities in Europe.d. in France, assurance services
represent 73% of work (Institut Francais de I'Auditdu Contjle Internes, 2005), in
Belgium, consulting averages 12 per cent of anmaaking time (lIA Belgium, 2006),
while in Italy, only a few large companies (8% béttop 100 firms) use internal audit for
consulting activities (Allegrini and D’Onza, 2003)However, consulting activities
appear to be increasing — for example, Allegrinale2006) indicate an increase from 7
to 26 per cent of time allocated to consulting\atéis in Italian companies. Paape et al.
(2003) found that 64% of respondents to their sumkchief internal auditors across
fifteen European nations reported that their fuctiengaged in consultancy and
management support activities. Furthermore, 61%espondents disagreed with the
suggestion that it is better for internal audit t@mtaccept consultancy assignments in

order to protect and maintain independence.

Van Peursem (2004) conducted a survey of New Zdaiaternal auditors to identify
functions that internal auditors perceive to beepsal to their role. The survey also
sought to understand the nature of the internalt@sl “role dilemma” which arises
from the expectation that internal auditors will thhoassist management and
independently evaluate management. Comments reckiwa respondents indicated that
internal audit’s role has changed in recent year®re of consultant rather than of

“policeman”. Most of those who commented on thiargpe did not perceive it as a
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problem. Van Peursem’s (2005) study, attemptedxfaen how internal auditors deal
with the conflict between their audit oversight pessibilities and the provision of
support to management. Van Peursem found thaetisean involved in maintaining this
dual role leads to role ambiguity but that this ajualty is not necessarily undesirable.
Three concepts emerged from the interviews whigbaich on internal auditors’ ability to
maintain their independence: how they create atabksh their own role and duties; the

role of professional status; and the nature ottimamunications in which they engage.

Schneider (2003) used an experimental design téoexphe impact on internal audit
objectivity of participation in incentive-based @@ schemes. His study examined
whether the type of compensation would influenceitt8rnal auditors’ willingness to
report the failure to recognize an inventory las$AAP violation). He found that, when
compensation was tied to stock price, a signifigahigher percentage of internal
auditors would not report the GAAP violation comgrhto when the compensation was
tied to earnings or was fixed. However, it is uacleshy an incentive payment linked to
stock price had an impact while one linked to eagsidid not. Further, there was no
evidence that stock ownership influenced internaditars’ willingness to report the

GAAP violation.

Two other experimental studies by both Brody and/¢¢2000) and Ahlawat and Lowe
(2004) examined whether internal auditors can renadjective when consulting to

management in a corporate acquisition setting.tiMoestudies involved internal auditors
acting for the buyer or seller in an acquisitioheTrole that the company was taking in
the negotiation process was found to influenceippants’ judgments, with internal

auditors allocated to the buyer condition providiegnificantly higher likelihood
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judgments about inventory obsolescence comparethdse allocated to the seller
condition. The researchers conclude that this sstggéat internal auditors who act as

consultants may not be able to maintain their dlyjigy.

There are clearly gaps in the literature which¢até opportunities for further research.
We know that internal auditors are generally engggn more consulting activities and
that they perceive that this is an opportunitydd &alue to their organization. However,
Selim et al. (2009) is one of the few studies tniitfy the types of assignment carried out
by internal audit departments, both before and 4899. Further examination of varying
trends in both the level of consulting and the retaf consulting activities across

different jurisdictions is clearly warranted.

From the small number of experimental studies laae been conducted, it appears that
internal auditors do not act without bias when geniing consulting activities. However,
these studies need to be replicated and extendetiffement situations and different
groups of internal auditors to determine the gdrrataility of the findings. For instance,
the nature of consulting activities may be impartang. involvement in systems design
and implementation may have a different impact djedivity than involvement in
business valuation, feasibility studies or proj@anagement. There could also be
industry differences, with internal auditors in ustkies that emphasize compliance, such
as the finance sector, being at greater risk ofpromising independence compared to
less regulated industries. We do not know how tiidopmance of consulting activities
impacts assurance services and whether internatoasichre able to maintain their

objectivity when they provide both types of sergice
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2.6 Internal audit function and the management

Van Peursem (2005), based on interviews with Aliatranternal auditors, concluded
that independence from management is a dominartréeaf successful auditing
programs. Those auditors able to set their own deeem to be the most powerful in
this respect because their selection of what toitaadd when they can include
assessments of senior managers as well as assés$onghem. Similarly, Clark, Gibbs
and Shroeder (1981) found that the independentigedahternal audit department and the
level of authority to which the internal audit $taéport are the two most important
criteria influencing the objectivity of their work can thus be argued that organisational
independence will increase the internal auditoffsotiveness. This independence both
lessens the conflict between loyalty to the empl@ayel loyalty to specific managers, and
gives auditors a supportive work environment in alihthey can conduct their tasks

objectively and without pressure.

The relationship between the internal audit staffl ahe company’s management is
clearly important in determining the independenceé abjectivity of the internal auditor
(Al-Twalijry et al. 2003; 1IA, 2006). Management support for IA isghmportant both in
the abstract (managers must see the activity ohtide department as legitimate) and in
ensuring that IA departments have the resourcedede® do their jobs thus adding value

to the organization.

2.7 Audit Committees

An essential role of audit committees is to supploet internal audit function, ensuring

that they have the necessary status and resowrcesain objective (Bailey, 2007). The
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study by Gul and Subramaniam (1994) provides sam@recal support towards internal
auditor ability to resist management pressure tmatons when an audit committee is
present as opposed to when such a committee i©Onathe other hand, it is also argued
that the mere existence of an audit committee dawake it effective, but the differing
characteristics of such a committee e.g. compasidad its relationship with other
governance mechanisms are also important factorseXxample, Scarbrough, Rama and
Raghunandan (1998) investigated the relationshiwd®n audit committee composition
and the interaction between internal auditors amel &udit committee. The study
consisted of responses to a mailed questionnaom ff2 Canadian chief internal
auditors. The results indicate that audit committeemposed entirely of non-employee
members had greater interaction with internal auglit Likewise, the study by
Raghunandan, Read and Rama (2001) also lookedddatcmmmittee composition and
interactions with internal auditing based on a syroef 114 US chief internal auditors.
The results of this study indicate not only thadihuommittees composed of independent
directors have greater interaction with internatiiang but also when at least one
member of the audit committee has an accountinighance background. These results
were also evident in two other studies, Goodwin0@0and Goodwin and Yeo (2001)
which involved a survey of 48 private sector andpé®lic sector chief internal auditors
in Australian and New Zealand organisations; arsdiaey of chief internal auditors in

Singapore, respectively.

Sarens and De Beelde (2006) used a case studyaappod five Belgian companies to
explore the expectations and perceptions of batlosenanagement and internal auditors

with respect to the relationship between the twaigm They found that, when internal
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audit operates primarily in a management suppdd, rihere is a lack of perceived

objectivity and the relationship with the audit aoittee is weak. They also found that
senior management’s expectations significantlyuerfice internal audit and that the
support of senior management is critical to theeptance and appreciation of the internal
audit function within the organization. Christopletral. (2009) found that independence
threats associated with internal audit's relatiothwmanagement stem from the
involvement of the CEO or chief financial offic€KO) in the internal audit function’s

plan and budget, management regarding the intewnditor as a partner and using the
internal audit function as a stepping stone to opusitions. Van Peursem (2005), in a
multiple case study of six senior internal auditordNew Zealand, found that internal

auditors’ close relationship with management caacel their independence from
management at risk. For example, interviewees msed a need to balance the
conflicting interests of their managers with théenasts of their profession and were
conscious that they have a responsibility to repmrér their employer's head if

necessary.

2.8 Internal audit as a management training ground

Using the internal audit function as a managemmeming ground is a widely used and
growing practice (Baker 2010). Prior research firttlat this practice is used by
approximately 30 percent of all companies (Andersbal. 2012) and by a majority of
large publicly traded companies (Oxner and Oxn&62@bbott et al. 2010; Messier et
al. 2011). Similarly, a recent survey conductedhsy IIA that reveals that 31percent of
all survey respondents and 64 percent of Fortur@ &iimpanies use the IAF as a

management training ground (1A 2009).
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A study carried out by William F. Messier, Jr (2014th the objective of establishing
the effect of Using the Internal Audit Functiona®danagement Training Ground on the
External Auditor's Reliance. The study examined hmsing the internal audit function
(IAF) as a management training ground (MTG) affeeidernal audit fees and the
external auditors' perceptions of the IAF. Thedgteoncluded that over half of all
companies that have an IAF specifically hire indérauditors with the purpose of
rotating them into management positions (or cycleent employees into the IAF for a
short stint before promoting them into managemesitpns). It was found that external
auditors charge higher fees to companies thatheséAr as a MTG. it was found that
external auditors perceive internal auditors emgidboiyn an IAF used as a MTG to be less
objective but not less competent than internal tausliemployed in an IAF not used as a
MTG. These results have important implications tfeg many companies that use their
IAF as a MTG. However, even if the status is relyi autonomous, if it serves as a
training ground for management, problems may aiisee the trainee learns the internal
audit function and then goes and works for a ueibdp audited, they will know how to

hide the problems and/or fraud (Baker, 2010).

Goodwin and Yeo (2001) investigated the impact bjedivity of using internal audit as
a training ground. They surveyed 65 chief interadlitors in Singapore to explore the
extent of the practice and perceptions of whethepuld impair objectivity. The study
found that internal auditing was viewed as a step@tone to a managerial position in
43% of companies, that internal auditors would e future be transferred to line

positions in 48% of companies and that an audibegdcbe the future boss of an internal
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auditor in 49% of companies. Some 32% of resporsdeelieved that using the internal
audit function as a management training ground ccampair the work of internal
auditors. Further, the second approach of transfgrexisting employees to work in
internal audit can give rise to familiarity andfseview threats. These threats could be
compounded by a lack of commitment to the interaadlit profession, including an
awareness and understanding of the IIA code ot&tiNone of these issues have been
explored in depth. Undoubtedly, there are bendbisthe organization from using
internal audit as a training ground but no study Waighed up the costs and benefits of

the practice from the perspective of internal audit

2.9 Knowledge Gap in Reviewed Literature

It can be noted from the literature that the indéraudit have seen their role evolve from
performing internal audit function to focusing aidang value to the organization and its
scope has expanded to much broader spectrum witiasti Internal audit is viewed as a
service provider to the organization such thatrthentinued existence is dependent on
adding value to the organization. New emphasisiagplaced on adding value to the
organization though prevention of risks and idemd risks (audit wire 200). The
internal auditors shift of focus from ‘policing’ ta function that adds value to the
organization should be natured well by especiatigyueing that their independence and
objectivity is not affected. Fraser and Henry argjugt high involvement in Enterprise
Risk Management raise independence issues of tamai auditor while on the other
hand, Plumee 1985, Brode & Lowe,200 have a comficview that Enterprise Risk
Management will impair objectivity of the internalidit. The study is set to close the

gaps identified in the literature review.
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Only a few academic studies have examined the teféaess of IA and the impacts on
the performance, and even fewer have dealt withstgee empirically. In one of the very
few studies that examined the effect of internaliting on organizational performance,
Eden and Moriah (1996) assigned 224 bank branchesperimental conditions (audited
or not audited) and monitored their performancedagrear. Their findings showed that
performance significantly improved during the hgHar following the audit in the
experimental branches, while the control branchgser®enced a decline due to poor
general business conditions. It should be reitdrtitat Eden and Moriah are nearly alone
in developing and testing an explanatory modelAfeffectiveness. While that study
offers a useful jumping-off point for understandingw good auditing can improve a
company’s performance, it does not go far enougixpiaining when and why IA works,
and the conditions that facilitate or impede itlgiteg to bridge this gap will be one of

the main contributions of this study.

Little research has been done on the independamtelgectivity of the internal audit
locally e.g., Kibara (2007) carried out a survdyirdernal auditors risk management
practices in banking industry in Kenya, Keitany @@p studied internal audit control
function and its implication for the risk assesstniey the external auditors. Similarly
Kimani (2006) studied perceived role of internatlidors in corporate governance. These
researches have focused on the role of the intexrdit function and little has been done

to address the issue of independence which isdireerstone of the profession.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter sets to explain the research methggldlbat was used in this study. It

discussed the research design especially with cespehe choice of the design. It also
discussed the population of the study, data catleanethods as well as data analysis

and data presentation methods to be used in tbg.stu

3.2 Research design

The study adopted a descriptive survey design tabksh the objectivity and the
independence of internal audit. Kothari (2004) edtathat surveys are concerned with
describing, recording, analyzing and interpretiogditions that either exist or existed.
The author further posits that surveys are conckewith conditions or relationships that
exist, opinions that are held, processes that @reggn, effects that are evident or trends
that are developing. In this case, the researddenat manipulate the variable or arrange
for events to happen. One questionnaire was gigea key informant in each of the

selected listed firms to be collected on complebgrihe researcher.

3.3 The population

Sekaran (2003) states that population refers toetitee group of people, events, or
things of interest that the researcher wishes vestigate. The population of the study
comprised of all publicly listed companies in thaifdbi Stock exchange. There were 60

publicly listed companies as per the listed obthifidm the NSE at June 2012(see
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Appendix Ill). The study respondents were made btiauwdit managers of the listed

companies.

3.4 Sampling

According to Sekaran (2003), sampling is a proadsselecting a sufficient number of
elements from the population, so that a study efsample and an understanding of its
properties or characteristics would make it possiibr us to generalize such

characteristics to the population elements.

3.4.1 Sampling Frame

Kothari (2004), states that a sampling frame is &lsown as a source list from which a
sample is derived. The author further states thiatdource list contains the names of all
items of a universe or population. This list shookdcomprehensive, correct, reliable and
appropriate. It is extremely important for the séamipame to be as representative of the
population as possible. Sampling frame can be thioaofyas a list of all elements in the

population of interest, for example, names of imdlmals, telephone numbers, house
addresses. The sampling frame operationally defimesarget population from which the

sample is drawn and to which the sample data vellgeneralized. In this study, the

sample frame was shown in appendix Il in whichraljistered companies as at June

2012 had been listed.

3.4.2 Sample Size
Size of sample refers to the number of items teddected from the universe to constitute
a sample as stated by Kothari (2004). The authtihdurecommends that the sample size

should neither be excessively large, nor too sritadhould be optimum.
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This was a sample survey study such that 30% ofhallpublicly listed firms in the
Nairobi Stock exchange as at June 2012 were studiembmplete list of the publicly
listed firms in Kenya as at June 2012 showed they tvere 60 in number. In this study,
the sample size was 18 companies. These were ebithiom a population that had been
stratified into categories of agricultural, commakand services, telecommunication and
technology, banking, insurance, investment, manufaxg and allied, construction and
allied and lastly energy and petroleum The perggntgpplied on their individual totals
was 30%. This agreed with the observation made dxjinger (1983) that 10%-30% of

the population was representative for any giveeassh study.

3.5 Data Collection

The main instrument for data collection is the doesaire (see Appendix 2). A
standardized questionnaire was used to enable cmopaof information. The
guestionnaire was divided into two main parts. i8acbne sought to gather general
information of the organisation and the responddmtreas section two sought to gather
thematic information on the study variable. Second@ta was obtained from secondary
sources notably existing literature on independemzkobjectivity of internal audit. The
structured questionnaires was accompanied by efisgtll possible alternatives from
which respondents selected the suitable answerdésadribed their situation by simply
ticking (Mugenda, 1999). The advantage of using thpe of instrument was the ease
with which it accorded the researcher during thalysis. Moreover they were easy to
administer and economical to use in terms of timeé money. The administration of the
guestionnaires used the key informant method wbelgthe Audit managers in selected
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company who had sufficient information about thsues of internal audit were
interviewed. A drop and pick technique was usedthe administration of the

guestionnaires.

3.6 Data Collection procedure

The researcher employed a drop and pick techniguaigstribution of the questionnaires.
The target was to meet and give one questionnai@né key informant (Chief Audit

Executive) in each of the selected sample.

3.7 Data Analysis

Data analysis technique applied both qualitativel ajuantitative using statistical
programme for social sciences (SPSS) and MS Excdimple data analysis. This was
applied to compare the impact of the independent thie dependent variable. Data
generated was analyzed using correlation and siripear regression analysis to
determine the relationship between the independehtke internal audit function and
profitability. Measures of central tendency wascakldted, percentages, frequencies and
tables that describe the phenomena under investigatvas applied. Thus interpretation
of data was done by drawing inferences from the prded frequencies, means and

percentages.

3.7.1 Conceptual Model

The following function showed the mathematical tiela of dependent and independent
variable

EPS=f (IAFI, IAFO,)

Where:
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EPS= Earnings per Share
IAFI= Internal Audit Function Independence

IAFO= Internal Audit Function Objectivity

The data that was used in this model was primatg. da

3.8 Ethical Issues

During data collection, analysis and interpretatidhe researcher adhered to all
guidelines for undertaking and reporting researobkwior instance, the structure of the
guestionnaire was such that there was no provifionthe name of the informant.
Secondly, the information volunteered in the questaire was treated with great
confidentiality and solely for research purpose.

Thirdly, the interviews and completion of questiaitas was done in private. Finally, all
sources of secondary data which had been usedsiprbposal had been acknowledged

accordingly.
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CHAPTER FOUR

DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter presents an analysis and findingshefstudy as set out in the research
objective and research methodology. The study fiigsliare presented on the the
relationship between the Independence and objectivithe internal audit function and
Earnings per share (EPS) in companies listed in .NBte data was gathered from

primary data using a questionnaire.

4.1.1 Response rate

The study targeted 30 respondents out of whiche$anded giving a response rate of
60%. This response rate was relatively low becasm®me target respondents were
reluctant to provide the information citing thatwis against their company policy to

provide such information while some lost the questaires.

4.2 General Information
The study sought to establish the respondents’rgeiméormation. This covered industry
classification, length the firm had been in opemtand demographic statistics of the

person filling in the questionnaire.

The study sought to establish the industry classifoin of the company. From the
responses, the companies in the energy and patipi@surance and banking industry
were 17% each; those in the agricultural, commkania services, telecommunication

and technology industry registered 11% each whise in the manufacturing and allied,
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investment and construction and allied industryen@ each as summarized in table 4.1

below.

Table 4. 1: Industry Classification

Frequency Percent
Energy and Petroleum 3 17
Insurance 3 17
Banking 3 17
Agricultural 2 11
Commercial and services 2 11
Telecommunication and technology 2 11
Manufacturing and allied 1 6
Investment 1 6
Construction and allied 1 6
Total 18 100

The study also aimed to determine the length oeétthe firms had been operating in
Kenya. Majority (83%) of the firms had operatedienya for over 15 years followed by

11% that had operated in Kenya for a period of 3ly&ars while 6% had operated in

Kenya for a period of 1-5 years as shown in takiteb&low.

Table 4. 2: Period Operating in Kenya

Frequency Percent
Over 15 years 15 83
11 - 15 years 2 11
1- 5 years 1 6
Total 18 100
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On the position held in the organization, most lué tespondents were internal audit
managers at 72%, 17% were auditors whereas 11%deerey audit managers as shown

in table 4.3 below.

Table 4. 3: Position Held in the Organization

Frequency Percent
Internal Audit manager 13 72
Auditor 3 17
Deputy Audit Manager 2 11
Total 18 100

The study required the respondents to indicater thighest academic qualifications.
According to findings in table 4.4 below, 39% oétrespondents had masters degrees as
their highest academic qualification followed cliysky those with bachelors degree at
33% and 17% had CPA (K) as their highest academadifegcations while 11% had PhD.

in addition, most of the respondents had combinatiof the above qualifications and

ACCA qualification.

Table 4. 4: Highest Academic Qualifications

Frequency Percent
MBA 7 39
Bachelors degree 6 33
CPA (K) 3 17
PhD 2 11
Total 18 100
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The respondents were also to indicate their wopeggnce as an internal auditor. 33%
of the respondents had work experience of betwetd fears as internal auditor, 28%
had work experience of between 10-20 years, and [229avork experience of 1-3 years

while 17% had work experience of between 3-5 yaarshown in table

Table 4. 5: Work Experience

Frequency Percent
Between 5-10 years 6 33
Between 10-20 years 5 28
1- 3 years 4 22
Between 3-5 years 3 17
Total 18 100

On whether the respondents were members of anggsiohal body, majority (56%)
were members of ICPAK, 22% were members of IAA welasr another 22% were
members of other professional bodies such as ISAGWpal Association of Risk

Professionals, ACCA, Institute of Engineers of Kemayd Engineers Registration Board.

Table 4. 6: Members of Any Professional Body

Frequency Percent
ICPAK 10 56
A 4 22
Others 4 22
Total 18 100
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The study aimed to establish the whether the cognpad an internal audit committee.
From the findings, all the respondents unanimoagjseed that their company had an

internal audit committee as shown in table 4.7 welo

4.3 Independence and objectivity of the internal adit function

Table 4. 7: Internal Audit Committee

Frequency Percent

Yes 18 100

Regarding the number of members in the audit cote®iB89% of the firms had between
4-6 members in the committee, 33% of the firms batlveen 1-3 members in the audit

committee while 28% had between 7-9 members asatetl in table 4.8 below.

Table 4. 8: Number of Members in Audit Committee

Frequency Percent
4-6 7 39
1-3 6 33
7-9 5 28
Total 18 100

The study further sought to identify the numbertloé audit committee members that were

independent. 44% of the respondents indicated ahhamembers were independent, 22%
indicated minority of members were non independambther 22% indicated majority of
members were non independent while 11% indicatbdrstincluding 4 non-executive
members and 3 independent members in the audit dteeras summarized in table 4.9

below.
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Table 4. 9: Number of Independent Members

Frequency Percent
All members are independent 8 44
Minority of members are non independent 4 22
Majority of members are non independent 4 22
Others 2 11
Total 18 100

On the number of Audit Committee members that wprefessionally qualified

accountants, 28% indicated that all Audit Committeeembers were qualified
accountants, 6% indicated that none of members weadified accountants whereas
majority (67%) noted that others by specifying thhe Audit Committee had 1-5
members who were qualified accountants as displaytble 4.10 below.

Table 4. 10: Number of Professionally Qualified Acountants in the Committee

Frequency Percent
All are qualified accountants 5 28
None of members are qualified accountants 1 6
Others 12 67
Total 18 100

On the level of internal audit committee involverneslative to its role with the internal
audit function, the respondents mentioned thatrmadeaudit committee was highly
involved; the committee had quarterly meetings igcuks routine/special audits; the
internal audit function presented quarterly reptotshe audit committees and the issues
discussed were then presented to the main boaeduatkly involved in four quarterly
meetings annually; the internal committee approtrezl internal audit work plan; the
internal audit committed reported directly to theatdl audit committee on all findings

37



and status of audit issues; responsible for intemnadit and held management
accountable; audit reports were sent on monthlysbasd thereafter follow up on the

implementation of the recommendation was facildate

The study also sought to establish the personntegnal audit department reported to
functionally. 67% indicated that they reported tadk Committee only, 17% indicated
they reported to Audit Committee and CEO while thosho reported to Audit

Committee, CEO and CFO, Audit Committee, CEO, CHFd 8OD and Others like

CEO, vice chairman and audit committee register#d éach as shown in table 4.11
below.

Table 4. 11: Person the Internal Audit DepartmenReported To Functionally

Frequency Percent
Audit Committee Only 12 67
Audit Committee and CEO 3 17
Audit Committee, CEO and CFO 1 6
Audit Committee, CEO, CFO and BOD 1 6
Others (please specify 1 6
Total 18 100

Regarding the person the internal audit departmembrted administratively, majority
(78%) indicated that they audit department repottethe CEO administratively while
22% cited that they report to the CEO and BOD adstriatively as indicated in table

4.12 below.
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Table 4. 12: Person the Internal Audit Department Rported to Administratively

Frequency Percent
CEO 14 78
CEO and BOD 4 22
Total 18 100

The study also required the respondents to inditaeperson mandated to appoint,
dismiss and evaluate the head of the internal duddtion. 33% indicated that CEO was
mandated to appoint, dismiss and evaluate the bé&dlde internal audit function and
another 33% noted that AC/BOD/CEO was mandatedppmiat, dismiss and evaluate
the head of the internal audit function, while 1#8dicated that AC was mandated to
appoint, dismiss and evaluate the head of thenateaudit function and another 17%
cited that AC/CEO was mandated to appoint, disnaisd evaluate the head of the
internal audit function as summarized in table 4H&Bw.

Table 4. 13: Person Mandated to Appoint, Dismiss @ahEvaluate Head of the
Internal Audit Function

Frequency Percent
CEO 6 33
AC 3 17
AC/BOD/CEO 6 33
AC/CEO 3 17
Total 18 100

The respondents were required to indicate theelleffagreement with the statements on

a scale of 1-5 where 1=strongly agree, 2=agreegi¥ar agree nor disagree, 4=disagree

and 5=strongly disagree.
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On whether CAE was regularly invited to the audimenittee meetings, the respondent
agreed with a mean of 1.8125; on whether CAE hgdlae private contacts with the
audit committee (chair/ or individual members, teepondents agreed with a mean of
2.25. The respondents also agreed that the auditnditee gave input to the internal
audit planning at a mean of 1.5; the managemeatvall them to follow up on their
recommendation as shown by a mean of 1.5625; tlewdBmembers were curious to
strengthen and support the internal audit funciba mean of 1.5; and the management
and other organs of the system support understaddappreciated the role of internal
audit function with a mean of 1.75. This informatics well summarized in table 4.14
below.

Table 4. 14: Statements on Internal Audit Committee

Std.

Mean | Deviation
The CAE regularly invited to the audit committeeatiegs 1.8125 1.10868
The CAE have regular private contacts with the acmiinmittee
(chair/ or individual members 2.25 1.23828
The audit committee give input to the internal aptinning 15 0.7303
Management allow you to follow up on your recomnegiah 1.5625 0.81394
Board members are curious to strengthen and sugiomternal
audit function 15 1.0328
Management and other organs of the system suppdetrstand
and appreciate the role of internal audit function 1.75 1

In addition, the study sought to identify the perdgbat approved the internal audit
budget. 31% indicated that Board of Directors apedothe internal audit budget, 25%
indicated that Audit Committee approved the interuadit budget, 9% indicated that

Audit Committee and CEO approved the internal abdidget, 13% said that Board,
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Chief executive Officer and Chief Financial Officapproved the internal audit budget
while indicated Chief Executive Officer and Audito@mittee and Chief Financial

Officer approved the internal audit budget weredieéh.

Table 4. 15: Person that Approved the Internal Aud Budget

Frequency Percent

Board of Directors 5 31
Audit Committee 4 25
Audit Committee and CEO 3 19
Board, Chief executive Officer and Chief Finan€xficer 2 13
Chief Executive Officer 1 6
Audit Committee and Chief Financial Officer 1 6
Total 16 100

The respondents were required to indicate thegllefsagreement with the statements on
a scale of 1-5 where 1=strongly agree, 2=agreegifi¥ar agree nor disagree, 4=disagree
and 5=strongly disagree.

On whether the CEO gave input for the internal aptiinning, the respondents agreed
with a mean of 2.3125; on whether the CFO gavetifgnthe internal audit planning, the
respondents strongly disagreed at a mean of 5.%hather the internal audit staff were
rotated to other departments in your company, tespondents neither agreed or

disagreed with a mean of 3.4375.
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Table 4. 16: Statements on Internal Audit Planning

Std.
Mean | Deviation
The CEO give input for the internal audit planning 2.3125 1.19548
The CFO give input for the internal audit planning 5.5 10.37304
Internal audit staff are rotated to other departisienyour 3.4375 1.31498

The study aimed to establish the number of yearsi@nmnal auditor stayed within the

internal audit department. From the responses, mhaj¢s6%) of the respondents

indicated that internal auditor stayed within théernal audit department for a period of

between 2-4 years, 28% indicated between 5-7 yé&aPs$, indicated between 8-10 years

while 6% indicated less than 2 years as shownhle #&.17 below.

Table 4. 17: Period Internal Auditor Stayed Within the Internal Audit Department

Frequency Percent
Between 2-4 years 10 56
Between 5-7 years 5 28
Between 8-10 years 2 11
Less than 2 years 1 6
Total 18 100

On whether the organization hired employees (neadugtes or senior level employees

from other organization) in the internal audit ftiao with a promise they would be

promoted into senior level management, 72% saiavinike 28% said yes as shown in

table 4.18 below.
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Table 4. 18: Organization Hiring Employees

Frequency Percent
No 13 72
Yes 5 28
Total 18 100

The study required the respondents to indicater thesiel of agreement with the
statements on a scale of 1-5 where 1l=strongly agteagree, 3=neither agree nor
disagree, 4=disagree and 5=strongly disagree.

The respondents disagreed that their company askigxisting employees into internal
audit function for a specified amount of time beftxeing cycled back into management
at a mean of 3.9375. They were neutral that it @asmon for internal auditors to move
to other functions within the company and interaatlitor was involved in training of
staff with means of 3 and 2.5 respectively. On dtieer hand, they agreed that people
within the organization perceived internal auditlasr partner and internal auditors were
highly involved in establishing internal controlssgm in their organization as shown by
means of 2.375 and 2.3125 respectively. They dleogy agreed that internal auditors
were always involved in reviews of the internal tohsystem with a mean of 1.4375 as

summarized in table 4.19 below.
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Table 4. 19: Statements on Internal Auditor

Std.

Mean |Deviation
Your company assigns existing employees into iteandit functio
for a specified amount of time before being cycledck intg
management 3.9375| 1.12361
Common for internal auditors to move to other fumes within the
company 3 1.21106
Internal auditor is involved in training of staff 52 | 0.96609
People within the organization perceive internalibas their partner, 2.37%  0.885(
Internal auditors are highly involved in establmghinternal control
system in your organization 2.3125| 1.30224
InternalAuditors are always involved in reviews of the mit& contro
system 1.4375| 0.62915

6

The study aimed to establish whether the orgamzaised the internal audit function as

management training ground. It also sought to &stalwhether the internal auditors are

used to train staff in other sections of the orgaton.

Table 4. 20: Earnings per Share

Frequency Percent
Between 0-2.9 8 44
Between 3-5.9 7 38
Between 6-8.9 1 6
Between 9-11.9 1 6
Over 12 1 6
Total 18 100
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The study sought to establish the EPS of the corapafd %t of the companies have
their EPS raging from 0 to 2.9 while 38% have E&$ng from 3-5.9 the other 18%
have therir EEPS above 6 %.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 Introduction

This chapter provides the summary of the findingsmf chapter four, and also the
conclusions and recommendations of the study basdte objectives of the study. The
objective of this study was to establish the relahip between the Independence and
objectivity of the internal audit function and Eeugs per share (EPS) in companies listed
in NSE.

5.2 operations of the internal audit

In this study, majority of the companies have dsthbd the internal audit function in the
organization while others have outsourced the sesviThe companies listed in the NSE
are observing the CMA (2002) guidelines which reguihe board of directors to
establish an internal audit function that is indegent. In this study 67 % of the
companies reported to the audit committee functipmaeaning that they are following
the CMA (2002) guidelines. In this study also thverage number of meetings held with

the audit committee are four, meaning that theeeqaarterly checks.

5.2.1 Dismissal and hiring of chief audit executive

67% reported that the audit committee participatebe hiring dismissal of the head of
the internal audit. The high involvement of the iautbmmittee in recruiting and
dismissal of the head of internal audit have atp@ssignal on the independence of the
internal audit function making it difficult for themanagement to dismiss the CAE for

raising adverse queries. This study supports theAGRD02) guidelines on corporate
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governance for companies listed in the NSE thatireqapproval for any appointment or
dismissal of senior staff members of the internalitafunction to be sanctioned by the
audit committee and that it should be informed f gesignation of internal audit staff
members. It also calls for the resigning staff gpartunity to submit reasons for
resigning. It is argued that when the audit coneriit involved in the key decisions such
as termination of the head of the internal audittiarct, there will be great empowerment
of the IAF. In other words management influence rel@ses thus promoting

independence.

5.2.2 Mechanism to safeguard the independence ofetinternal audit function

Majority of the respondents indicated that theyanvadependent by reporting to the audit
committee 67 % to be precise. The respondents texptrat having the CAE submitting
their reports to the audit committee have a pasitwpact on their independence. A lot of
literature supports the independence of the inteanalit function. Vanasco (1996)
observed that the internal audit profession muste hmmdependence to fulfill their
professional obligation, to render a free unbiasedestricted opinion and report matters
as they are and not as the management executivgd Vikee them to be. Independence
permits internal auditors to perform their workdieand objectively. He concluded that
the role of the internal audit requires unrestdciedependence in order to perform a
variety of duties for the organization and add ealbus promoting profitability in the

organization.
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5.3 Summary

The study found that all the companies had anmnateaudit committee, majority (39%)

of the firms had between 4-6 members in the coresitand all members were
independent. Majority (67%) of the Audit Committéad 1-5 members who were
gualified accountants. Most (78%) of the firms autkpartment reported to the CEO
administratively and 67% of the firms internal d@udepartment reported to Audit
Committee functionally. In most (33%) firms, AC, BOand CEO were mandated to
appoint, dismiss and evaluate the head of thenaterudit function. 31% indicated that
Board of Directors approved the internal audit eidgnd majority (56%) of the firms

internal auditor stayed within the internal audépdrtment for a period of between 2-4

years.

The study also established that in most firms CA&S wegularly invited to the audit
committee meetings and had regular private contattsthe audit committee (chair/ or
individual members. The audit committee gave inputhe internal audit planning; the
management allowed them to follow up on their rec@mndation; the Board members
were curious to strengthen and support the inteandlt function; and the management
and other organs of the system support understaddappreciated the role of internal
audit function. The CEO gave input for the intéraadit planning; people within the
organization perceived internal audit as their nEart internal auditors were highly
involved in establishing internal control systentheir organization and internal auditors

were always involved in reviews of the internal wohsystem.
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5.4 Conclusions

The study concludes that all the companies in N&&e hnternal audit committee with
most of them having independent members. Majofithe firms (67%) audit department
report to the CEO administratively and Audit Contegtfunctionally. In most AC, BOD

and CEO are mandated to appoint, dismiss and deatha head of the internal audit

function and the Board of Directors approves therimal audit budget.

The study also concludes that most firms CAE amguleely invited to the audit

committee meetings and have regular private cantaith the audit committee (chair/ or
individual members. The audit committee gives infauthe internal audit planning and
the management allows follow up on recommendatiime management and other
organs of the system support understand and appedbie role of internal audit function.
The CEO give input for the internal audit planniagd internal auditors are always

involved in reviews of the internal control system.

The study also concludes that the head of inteandit are qualified by having all of

them qualified accountants and a big number beiBf\Mraduates.

From the study it is found not all the firms ardyfundependent, most firms that have a
high EPS were banks which was highly attributethoregulations of the CBK which is
their regulator. It can be noted from the studyt thlao that the telecommunication and
technology industry has also a high EPS. The stmhcludes that there a positive
relationship between independence and objectiViitthe internal audit and profitability
(EPS) as it is noted that the companies that hailg &dhered to the CMA (2002)
guidelines on the IAF have higher profits while gbavho have partially complied have

low profits resulting to low EPS.
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5.5 Recommendations

The study recommends that Management should prewgdport for IA is thus important
both in the abstract and in ensure that IA departsmbave the resources needed to do
their jobs thus adding value to the organizatioms fecommended that the internal audit
function should report to the Board or the audiodgttee functionally to enhance

independence, objectivity and professionalism.

5.6 Limitations of the Study

The respondents were reluctant in giving infornratiearing that the information asked
would be used to intimidate them or paint a negaitmage about them or the company.
The researcher handled this problem by carryingirdroduction letter from the

University and assured the respondents that tleendtion they gave would be treated

with confidentiality and was used purely for acadepurposes.

5.7 Area for Further Research

This study recommends that a similar study shoeldldne on the relationship between
the Independence of the internal audit function anafitability (EPS) in all private
companies. This will enable comprehensive conghssito be made on the relationship
between independence and objectivity of the intemndit function and the profitability
(EPS). Additionally there is a positive finding eeding the reduced problems of

financial reporting where the IAF is more activelandependent.
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5.8 Implications on Policy, Theory and Practice

The study should help management appreciate the plalyed by the internal audit
function in the organization and the importancéheim being independent and objective
in their roles to accomplish their objectives.

The study should benefit future accounting studeoth as a source of related literature
and provide insightful information on how internalidit function independence and
objectivity affect the quality of the internal audn organizations’ and consequently
organization’s performance. Such information shdudtp accounts students to become
better mangers of their organizations.

This study should benefit employees in terms ohiifigng what skills are required to
perform their duties in order to have high quaditsff resulting to good performance and
professional growth.

This study should enlighten investors on the ingrooe of having an internal audit
function in the organizations they invest in anddide to know whether the internal
controls put in place were functioning without miéggence from the management or any

other interested parties.
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APPENDICES

APPENDIX I : LETTER OF INTRODUCTION

MARY N MUGWE
UNIVERSITY OF NAIROBI
P.O BOX 46372 — 00100
NAIROBI.

Dear respondent

| am a master of business administration (MBA) studn the University of Nairobi. In
partial fulfillment of the post graduate degreegreomme, | am undertaking a research
study on the relationship between independence admpelctivity of the internal audit

function and Earnings per share in companies list®SE in Kenya.

| would highly appreciate if you could kindly spasmme time to complete the
guestionnaire attached. The results of the repoltt e used solely for academic

purposes and will be treated with utmost confidence

Thanks in advance

Yours faithfully,

Mary Mugwe
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APPENDIX II : INTERNAL AUDIT QUESTIONNAIRE
PART ONE: GENERAL INFORMATION

1. Name of your company

2. What is the industry classification of your compa&n(please tick one)

[ ] Agricultural [ ] commercial and services

[ ] Manufacturing and allied [ ] telecommunication and technology
[ ] Energy and Petroleum [ ]insurance

[ ] Banking [ ]Investment

[ ] Construction and allied
3. For how long has your firm been operating in Kéhffalease tick one)
[ ]1-5years[ ]6—10years[ ] 115vyears [ ] over 15 years
4. Your position in the organization.............ccovieiecie e ee e
5. What your academic qualifications?
[ ]PHD [ ] MBA [ ] Bachelors degree [JPA (K)
Others (specify please) .....................e.
6. How long is your work experience as an internalitaud
[ ]1- 3years|[ ] between 3-5 yearshejween 5-10 years [ ] between 10-20 years
[ ]> 20 years
7. Are you a member of any professional body?

[ 1ICPAK [ 11AA
[ ] Others (please specify) .......ccvvvviiiiiiiiiiiiiicennen,
PART TWO

8. Does your company have an Internal Audit Committee?
[ ]Yes [ ] No

10.How many of he Audit Committee members are independent members?
[ 1 All members are independent

[ ] All members are non independent
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[ 1] Minority of members are non independen
[ ] Majority of members are non indepernden
[ ] others please specify the number ......... .o oviinne.
11.How many of the Audit Committee members are profesdly qualified
accountants?
[ 1 All are qualified accountants
[ ] None of members are qualified accontga
[ ] Others (please Specify) .......coovviiiiiiiiiiiiiii e,
12.What is the level of internal audit committee inxerhent relative to its role with the

internal audit function?

13.To whom does the internal audit department reportctionally?

[ ] Audit Committee Only [ ] Audit Committee and CEO

[ ] Audit Committee and CFO [ JAudit Committee, CEO and CFO

[ ] Audit Committee, CEO, CFO and BOD CEO Only

[ ] Others (please SPEeCIfY)......cv vt i e e s ree e e e e e e
14.To whom does the internal audit department repbmiaistratively?

[] CEO [] CFO [ ]CEOandBOD JAC [ ]Co. Sec

[ 1 Others (please Specify).......c.oouviiiiiiiiiiiiiii e

15.Who is mandated to appoint, dismiss and evaluatehdad of the internal audit

function?
[ ]JCEO [ ]JCFO [ ]CEO/CFO [ ] AC [ ]AC/BODI/CEO [ JAC/CFO
[ ]AC/CEO

16. Is the CAE regularly invited to the audit comiet meetings?
[ ] Strongly Agree [ ] Agree [ ] Neither Agree disagree [ ] Disagree [ ] strongly
disagree

17. Does the CAE have regular private contacts with déludit committee (chair/ or
individual members)?
[ ] Strongly Agree [ ] Agree [ ] Neither Agree disagree [ ] Disagree [ ] strongly

disagree
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18.Does the audit committee give input to the intemalit planning?
[ ] Strongly Agree [ ] Agree [ ] Neither Agree disagree [ ] Disagree [ ] strongly
disagree
19. The management allows you to follow up on youbremendation.
[ ] Strongly Agree [ ] Agree [ ] Neither Agree disagree [ ] Disagree [ ] strongly
disagree
20.The Board members are curious to strengthen angbsiune internal audit function.
[ ] Strongly Agree [ ] Agree [ ] Neither Agree disagree [ ] Disagree [ ] strongly
disagree
21.The management and other organs of the system guppaerstand and appreciate
the role of internal audit function.
[ ] Strongly Agree [ ] Agree [ ] Neither Agree disagree [ ] Disagree [ ] strongly
disagree
22.Who approves the internal audit budget?
[ ] Audit Committee
[ ] Board of Directors
[ ] Chief Executive Officer
[ ] Chief Financial Officer
[ ] Audit Committee and CEO
[ ] Audit Committee and the Board
[ ] Audit Committee and Chief Financial Officer
[ ] Board, Chief executive Officer and Chief &irtial Officer
[ ] Audit Committee and Company Secretary
Others, (please Specify) .......cocvviiiiiii i,
23.Does the CEO give input for the internal audit piag?
[ ] Strongly Agree [ ] Agree [ ] Neither Agree disagree [ ] Disagree [ ] strongly
disagree
24.Does the CFO give input for the internal audit plag?
[ ] Strongly Agree [ ] Agree [ ] Neither Agree disagree [ ] Disagree [ ] strongly
disagree

25.The internal audit staff are rotated to other depants in your company.
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[ ] Strongly Agree [ ] Agree [ ] Neither Agrex disagree [ ] Disagree [ ] strongly
disagree

26.0n average how many years does an internal austégrwithin your internal audit
department?
[ ] Less than 2 years [ ] between 2-4 years
[ ] Between 5-7 years [ ] between 8-10 years
[ ] More than 10years

27.Your organization hire employees (new graduatesemrior level employees from
other organization) in the internal audit functiovith a promise they will be
promoted into senior level management.
[ 1 Yes [ ] No

28.Your company assigns existing employees into ileadit function for a specified
amount of time before being cycled back into manayd.
[ ] Strongly Agree [ ] Agree [ ] Neither Agree disagree [ ] Disagree [ ] strongly
disagree

29.1s it common for internal auditors to move to otherctions within the copany?
[ ] Strongly Agree [ ] Agree [ ] Neither Agree disagree [ ] Disagree [ ] strongly
disagree

30.Internal auditors are highly involved in establighiinternal control system in your
organization.
[ ] Strongly Agree [ ] Agree [ ] Neither Agree disagree [ ] Disagree [ ] strongly
disagree

31.Internal auditors are always involved in reviewshds internal control system.
[ ] Strongly Agree [ ] Agree [ ] Neither Agree disagree [ ] Disagree [ ] strongly
disagree

32.The internal auditor is involved in training of fta
[ ] Strongly Agree [ ] Agree [ ] Neither Agree disagree [ ] Disagree [ ] strongly
disagree

33.Do people within the organization perceive interuadit as their partner?
[ ] Strongly Agree [ ] Agree [ ] Neither Agrex disagree [ ] Disagree [ ] strongly
disagree
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APPENDIX 1ll: COMPANIES LISTED IN
EXCHANGE

AGRICULTURAL

1.

2.

3.

7.

Eaagads Ltd

Kapchorua Tea Co. Ltd
Kakuzi

Limuru Tea Co. Ltd

Rea Vipingo Plantations Ltd
Sasini Ltd

Williamson Tea Kenya Ltd

COMMERCIAL AND SERVICES

1.
2.
3.
4.

9.

Express Ltd

Kenya Airways Ltd

Nation Media Group

Standard Group Ltd

TPS Eastern Africa (Serena) Ltd
Scan Group Ltd

Uchumi Supermarket Ltd
Hutchings Biemer Ltd

Longhorn Kenya Ltd

TELECOMMUNICATION AND TECHNOLOGY

1.

2.

3.

4.

Access Kenya Group Ltd
Safaricom Ltd
CMC Holdings Ltd

Car and General (K) Ltd
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5.

6.
BANKING

1.

2.

8.
9.

Sameer Africa Ltd

Marshalls (E.A) Ltd

Barclays Bank Ltd

CFC Stanbic Holdings Ltd
Diamond Trust Bank Kenya Ltd
Housing Finance Co. Ltd
Kenya Commercial Bank Ltd
National Bank of Kenya Ltd
NIC Bank Ltd

Standard Chartered Bank Ltd

Equity Bank Ltd

10.The Co-operative Bank of Kenya Ltd

INSURANCE

1.

2.

Jubilee Holdings Ltd

Pan Africa Insurance Holdings Ltd
Kenya Re-insurance Corporation Ltd
CFC Insurance Holdings

British —American Investments Company (Kenya) Ltd

INVESTMENT

1.

2.

City Trust Ltd
Olympia Capital Holdings Ltd
Centum Investment Co Ltd

Trans-Century Ltd
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MANUFACTURING AND ALLIED

1. B.O.C Kenya Ltd

2. British American Tobacco Kenya Ltd

3. Carbacid Investments

4. East African Breweries Ltd

5. Mumias Sugar Co. Ltd

6. Unga Group Ltd

7. Eveready East Africa Ltd

8. Kenya Orchards Ltd

9. A. Baumann Co Ltd
Construction and Allied

10. Athi River Mining

11.Bamburi Cement Ltd

12.Crown Berger Ltd

13.E.A Cables Ltd

14.E.A Portland Cement Ltd
Energy and Petroleum

15.Kenolkobil Ltd

16.Total Kenya Ltd

17.Kengen Ltd

18.Kenya Power & Lighting Company Ltd
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APPENDIX IV: SUMMARY OF OTHER STUDIES

Table I. SUMMARY OF OTHER STUDIES DONE IN THE AREA

Author

Title

Objectives

Methodology & gaps

Christopher, Sarens,
and Leung (2009)

Selim, Woodward
and Allegrini (2009)

Ahlawat and Lowe
(2004)

Schneider (2003)

A criticl analysis of the
independence of the
internal audit function.

An examination of the
internal audit objectivity

Aims to critically analyze the
independence of the internal
audit function through its
relationship with management
and the audit committee

Aims to provide a comparison
of the nature, extent and

role of internal auditors in consequences of definitional

mergers, acquisitions an
divestitures

An examination of the
internal audit objectivity

Examination of whether
incentive compensation
and stock ownership
affect internal audit
objectivity

dchange on internal audit
consulting activities undertaker
by UK/Ireland and Italian
internal auditors

Examines whether the
consulting role of internal
auditors impacts on their ability
to remain objective

Exploratory study that attemptg
to determine whether incentive
compensation and stock
ownership affect internal
auditors' objectivity. This is
assessed through the internal
auditors' decision on whether t

Survey

to independence including
having the CEO or CFO
approve the internal audit
budget and being involved in
the audit plan, not reporting
functionally to the AC, the
AC not ,having sole
responsibility for appointing
and dismissing the CAE and
lack of AC accounting
expertise.

Conducted a Survey and
Found that internal auditors i
both jurisdictions are involve
in risk management and
governance; UK/Ireland
internal auditors are more
involved in project
management and disaster
recovery while Italians are
more involved with legislative
compliance. There was mixe
support for concern about
whether involvement in
consulting compromises
objectivity.

Experimental questionnaire
Significant advocacy existed
in the judgement of both in-
house and outsourced intern
auditors.

Focused on the consulting
activities only.

Experimental questionnaire
Stock ownership did not
b affect the internal auditors’

report a GAAP violation.

reporting decision. When

Identified a number of threats

D

a

A
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incentive compensation was
tied to stock prices a
significantly higher
percentage of internal auditofs
would not report the GAAP
violation than when the
compensation was tied to

Brody and Lowe The new role of the Explores whether internal earnings or when it was fixeg

(2000) internal auditor auditors view their consulting | salary. The study focused on
role as one in which they are | the compensation and not
able to provide objective other factors that affect

feedback to management or onandependence.
in which they are to provide
solutions that they believe are inExperimental questionnaire
the best interests of their Internal auditors are likely to
company. Examines whether | assume the position that is in
internal auditors' judgments are the best interests of their
dependent on their company's | employer. Provides evidence
role (buyer or seller) in an of the consulting role of
acquisition. internal auditors impairing
their objectivity.

Nagy and Cenker An assessment of the Interviews gained an assessment
(2002) newly defined internal | of internal audit in the followingd
audit function four areas of audit scope,
organizational structure, risk
management and AC. The
assessment was in terms of
changes in the internal audit | Interviews

department over a ten-year timeFound a definite shift in the
frame. role of internal audit towards
more operational activities;
the new internal audit
DeZoort, Houston Compensation for Examines the existence, nature,definition reflected current
and Reisch (2000) | internal auditors frequency and consequences ofpractice

incentive- based compensation
plans for internal auditors.

Survey
Incentive-based compensation
plans were found to be
available to almost half of
respondents. The most
common types of plans
involved bonuses based on
overall company performance

Relationship between the Examines the relationship internal audit performance
Paape, Scheffe and | internal audit function between the internal audit and individual performance.
Snoep (2003) and corporate function and corporate Respondents perceived a
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Christopher, Sarens,
and Leung (2009)

Dickins and O’Reilly
(2009)

Sarens and De Beeld
(2006b)

Gramling and Myers
(2006)

governance.

Independence of the
internal audit function.

The qualification of the
internal auditors

€T he relationship betweer
internal audit and senior
management

Internal audit’s role in
ERM

governance among the top listechumber of advantages of

companies in the European
Union

Aims to critically analyze the
independence of the internal
audit function through its
relationship with management
and the audit committee.
Explores the extent to which
publicly traded, middle-market
companies employ high quality,
independent internal auditors if
the post-SOX era.

Explores the extent to which

publicly traded, middle-market
companies employ high quality,
independent internal auditors if
the post-SOX era.

Describes and compares how
internal auditors perceive their
current role in risk managemen
with US and Belgian companie

Examines the extent to which
internal audit functions adhere
to the ERM roles recommende
by the IIA.

incentive-based remuneratio
but the key disadvantage wa
impairment of
objectivity/independence.

Survey
Not all top listed EU

AC. Less than half of the

ACs generally meet four
times a year. ACs are not
always involved in the

the CAE. A significant
percentage of respondents
(28%) believe they aren't
required to adhere to the

Practice of Internal Auditing.
Not all CAE's were aware of
1 CG recommendations/
regulations.

The study was focused on E
companies only.

Survey

Threats to independence
1included considering the
internal auditor as a “partner’
with management.

(23

Survey
Found that 89% of CAEs hay
compensation structures that
include stock-based rewards
or bonuses based on operati
results. Focused mainly on tk
gualifications of the internal
auditor in companies

In the US cases, internal
dauditors provide valuable
input to the internal a control
review and disclosure

2]

companies have an IAF or an

respondents report to the AC.

appointment and dismissal of

Standards for the Professiongl

e

ng
e
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Fraser and Henry
(2007)

Ahlawat and Lowe
(2004)

Goodwin and Yeo
(2001)

Christopher, Sarens
and Leung (2009)

Keitany J. L. (2000)

Embedding risk
management, structures
and approaches.

Impacts of consulting
activities on the
objectivity of the internal
auditor

Two factors affecting
internal audit
independence and
objectivity

Analysis of the
independence of the
internal audit function
through its relationship
with management and th
audit committee

The internal audit contro
function and its
implication for risk

Examines mechanisms for the
identification and management
of critical risks and also
identifies what the role of
internal audit and the audit
committee should be in risk
management.

Examines whether the
consulting role of internal
auditors impacts on their ability
to remain objective and whethe
an outsourced internal audit
function is susceptible to client
advocacy.

Examines whether the use of

training ground influences the
independence and objectivity @
internal auditors.

Aims to critically analyze the
independence of the internal
audit function through its
relationship with management
eand the audit committee

Function of the internal audit
control and implication of the
internal audit to risk

assessment by the

internal audit as a managementrecommends a risk committe|

requirements of SOX. In the
Belgian cases, internal
auditors play a pioneering ro
in the creation of a higher
level of risk awareness and g
more formalized risk
management system. The
study focused on the US and
Belgium countries only.

Survey found internal audit's
role in core ERM roles could
be extended as it is less thar
the department would prefer.
Also found that I1A's
involvement in inappropriate
activities is greater than it
should be. Focused on ERM
activities only.

Interviews

Found that internal audit did
rhave a role to play in risk
management. However, due
expertise and independence
issues it is recommended a
separate risk function should
be set up. Also found AC are
increasingly involved in risk
management but also

be set up with the time and
fexpertise to direct risk
management. Has not
specified to what extent.

Experimental questionnaire
Found the extent of client
advocacy was less severe in
the case of outsourced interr
auditors, as opposed to in-
house auditors.

Survey

function is used quite
extensively as a managemer

management and reliance by ti

Found that the internal auditor

to

al

—

néraining ground. Some 32% (
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Shamira Hussein
(2004)

Charles Wanyoike
Kibara (2007)

Jonathan Koome
(2009)

external auditor. A case
of quoted companies

The effect of audit
committees on major
disclosures and other no
financial characteristics
of companies listed in
NSE

A survey of internal

auditir's risk managemer

practices in the banking
industry in Kenya.

A survey of the role of
the internal auditors in
enterprise wide risk
management for listed
companies in Kenya
(industrial and allied
sectors)

external auditor.

The effect of the audit
committee on disclosure of
ninformation

industry in Kenya.

The role performed by the
internal auditor in risk
management.

Risk management practices by
tinternal auditors in the banking

respondents believed that thg
practice could impair internal
audit objectivity.

D

Survey

Found that, in 50% of cases,
internal audit staff are
transferred to management
positions. In 60% of
companies, employees remajin
in internal audit for less than
four years

The study focused on the rigk
assessment by the external
auditor i.e. reliance of the
internal audit work by the
external auditor

The study focused on the
audit committees’ on
disclosures. And did not focu
on their other contributions in
the internal audit function.

n

Survey

The study focused on the ris
management in the banking
industry only and has not
focused on other sectors.

Survey
Focused on the role of interngal
auditor’s role in risk
management. And did not
focus on the threat of
independence and objectivity
in achieving their goals.
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