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ABSTI~ACT 

This study sds t)ut pt in ·ip til · 1 id ntiC the cfl'·cts or internal audit departments on the risk 

a scs mcnts p1 OlT ·s by , l 'tll'll auditot · and to estab li sh the empirical association between the 

strengt h or inlunal ,lltdit d 'I at tment and extent of reliance on internal contmls by external 

auditors . · n 1 rdude. the relative importance of other risk indicators besides internal controls 

were al ·c addres ed 

tructured que tionnaire addressed to audit managers of both quoted compa111es and audit 

firms wa used to collect the data necessary for the study. A subset or the questionnaire was 

used to construct a set of variables for the purpose of establishing the empirica l associ at ions To 

analyze the data, both descriptive and non-parametric statistics were u eel . 

The analy is found out that though, in relative terms, internal audit departments or firm in 

financial inve tment ector was rated strange t, there was no significant diOercncc in the 

Strength or in!CIIIal audit dqnutlllCilt. act OSS indust1 ics imp! ing that audit OJ S should I eJ equally 

on the s ' tems emanating from this department if intctnal contmL arc s n itivc to strength or 

int tnal au lit <.kpat uncut lim c cr, except in t \\ o cases I hct c "as no cvidcncl: that tIt •rc ' a · 

an , ignificant di · r nee in th c:tent lo \ hich :tcrnal auditot relied on th intcmal cont1 ol 

or firm 

lurth r, n 
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CHAPTER 0 E: INTRODUCTION 

1.1 U:tcl<ground lo th(• Study 

In the accounting prole· ·iou. tlu · I• ,td atl'! 01 ics or the audit ll..tnction exist, namely: intemal 

audit, external nudit und 1ubli · audit. 'J llc basic distinction !Jet ween the three is that while 

an intcmnl audit i · p ·1 r 1111 ·d l an employee of the entity, the external audit is carried out by an 

indq cndent practitioner ' herca public sector auditing is performed by government auditors 

who ma ' equally be qualil1ed accountants. This study focuses on the first two categories of the 

audit function 

The Institute of Internal Auditors ( 1975) describes internal auditing as an independent 

appraisal activit within an organization for the review of the accounting, financial and other 

operations as a basis for service to management. Millichamp ( 1996) who views an intc•mtl audit 

function as a managerial control, which functions by measunng and evaluating other 

controls, supports this view 

On the other hand external auditing has been defined in the Explanatory Foreword to the 

Kenya uditing tandard and Guidelines (I PAl ) as an independent c:amination or and 

e. ·pression of opinion on the financial statement or an entity by an appointed auditor in tit 

pur uancc of that appointment and in compliance \ ilh an · rcll:vant statutor obli •at ion . A 

brin, out th bj ti l , n >nlmm I au lit on linan j, I stat ·m nt b ' the ind~..:p~:n,knt nuditors 

a · th, t f ·p• ing • n 01 ini 111 ( n th air m: s ' ~ ith \\ hich th 1 pr en! lbitl 1
, in Ill mtlt~: 1 ial 

fin nc1 of 1 c1 ti n and it ca hflow~ in c n ounit) 

untin • prin i(l . 

ti int m I u itin ' ti 

mni hin , 

tl 11111 nt 

II l l II i 



with established policies, plans and procedure~, n~ 'Ntai ning the extent to which the company 

assets are accounted for and safeguarded 11om lo .. cs, 'lS<:Ct taining the reliability or accounting 

and other data developed within the or • niz1ti )11 nnd apprais ing the quality or perrormance in 

ca n yi ng out assigned responsibilitil' 

Although the internal nuditu1 (l ·in 11 ~mplo or the fit Ill) has a more vital interes t in all 

aspects or l'lllllpilll\' 1 lll 

opcrnti<Jils ns ltulitabk 1 

.111 I i rnot · deeply intclcstcd in helping to make those 

LodJl'du· ct al ( 1994) poi11ts out that the external auditor 

may utilize lht.: "l)t k 11' th • intctn. I auditor by taking into account such work and thereby 

rcducill!.!. lht.: l' lt.:ll( l !'hi lU lit lC l 

The tatement on uditing Procedure No. 33 points out that the management has the 

re ponsibilit · tor adopting sound accounting policies, maintaining an adequate and eiTective 

s 'tem or accounts to facilitate a fair epresentation in the financia l statements, for saf'egu<u ding 

or as ct and fot de\ i ing a 'Y tem of internal control that will , among other things , help assure 

the production of proper linancial statements. It must al o police the systctn to cnsur c that 

pre cribed procedure are carried out, that changes in operating conditions are recognized, and 

that conective action i taken \ hen the sy ·tcm br caks dm n. Therefore the intcmal audrtor as 

part of management t am and a part of the control function should en ure that an e!Tccti c 

· tcm of internal control i in place. 

In re ani to a counting matter both internal and c.-tcflml aulitor operate lar •d' irt th · .nmc 

fi ld, nd th • h, t\ mm n int rc t · , crt, inin' that there i -

) n h kt I' n I th t it 

b n m 1 1 1 id 1 h 111 rm t i n n Ill\ I 

lnl nt 

th In titul h ll I( lilt II I 

hJ I h lh I 1 n ll 



common interest m matters relating to accountino, thcr arc some fundamental difrerences 

arising from :-

(a) Scope: The extent ofthc work un klt'lhn t the i11tcrnal auditor is determined by the 

(b) 

management whereas that ol'thl tun:d ,1uditn1 aris 'S n·on1 the responsibilities placed 

on him by the statute 

Approndt 1'11 int 111 d 1pproacll i · with a view to ensuring that the accounting 

systL'lll i · ·lli ·i ·nl th,\l th account in' information presented to management 

thtou"hl1Ut th' 1 'l i 1 I a ur, tc and discloses material !l t<.;t s. The external auditors 

HJJ!OHch h '"e'er i g erned by his duty to satisfy himself' that the a<.;counts to be 

pres •ntcd to the hareholders how a true and fair view or the profit 01 lo s for th 

finam:i·1l penod and of the tate of the company's afT airs at the end of that period . 

{ ) Rt1 pon lullit} : 1 h mternBI uditor' ro pun ·ibilily i · l th~ mflm ' 1 11 I rc § h 

e tcrnal au it 1 i 1 pon ible dite tly to the shnrchnldcrs II fi)llnw lhal rh· int~·tnnl 

auditor, being r nt or the company do s not hav the independence or status which the 

' t \\ ith t. nding th important diffi renee , the II•' in thrir Technical Pronounn·mrnt-; 

(2 00) point out that th~ \\ ork of bol h the internal and c tcr nal audit~ll s is ca11 ied out lar ,cl b ' 

• .. , 111111 ti 

ffi cti 

• nun 

• 
• 

nd li tliti 

Ill kill) f 

undnc Ill p1111 i1lc nd 

Jllll n 

th t n II 



[There is to be a proper study and examination of th existing intemal control as a basis (or 

reliance thereon and for the determination or th resultant extent of' the tests to which auditing 

procedures arc to be restricted] 

In supporting thi s landard , .Jolu• ou .tlld Ut ·: •~~(·aux ( IW,::i) wal'lls that the cxtemal auditor must 

evaluate the sys!Clll or intun II ulit ill tit. sail! WilY that he evaluates other aspects or the 

sys tem or internal COIIttol II mu t th r•f(H !jatisly himself that all requirements for an 

dlcctivc irtll'tna! tuditin • It 1 11 m l 'I he intcmal auditor and his stair must be suited by 

trninin' and temp r·1m~r1t r 1 th ir \\Ork, audit programs used must be well planned and 

exc~.:utL·d. tl'potl~ cman.tting mu l be clear and conclusive and criticisms contained therein should 

be folilnvcd Ul 1 r m1tly l • management to ensure that corrective action is taken i\bovc all, the 

internal auditor mu t report to a highly placed official and should generally enjoy the support or 

management 

If the external auditor i to rely on the work of the internal auditor, then he mu t have confidence 

in the internal auditor ( tatTer 1974). A first step in gaining this confidence is to leat n the 

qualification of the internal auditor. The internal auditor must not only have a knowledge or 

accounting and aud1tmg techniques but must also have a clear understanding or management 

rc ponsibilit ' for the company's operations and the tcward hip or it. a set . I le nnr t thc1 cf'ore 

haH.: imagination , 1 d per e erance in order to appreciate fully the significance or his findings 

and to foliO\ them through to fitting conclu ion . l·i nnll ', he mu t have the t 'P · or per onalit ' 

th, t in pir the nfiden and upp I I of mann 1 Cn1Cil( and the oope1 at ion of '.' Utivt: ,\lld 

·r m th 

int n 

wh m h ·meet durin • th cour 

it im1Ii th t th rn I audit 

I in d t 

n th m n 

f' hi C ami11at il II 

I li Ill n th Ill 

nt lu h n tm II 
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The implication is that where there is an adequat internal audit department, rar greater reliance 

can be placed on the system of control that I n i 1L prop 'r records and llnancial statements . The 

work or the internal auditor can be a 'allnbk upplcmcnt but cannot however be a substitute for 

the work of' the external auditor 

Brown (1962) points Olll th ll it lh !~Ill or int 'lllal co ntrol is adequate, the probability that 

fl·aud or other el'llH s c i 1 in 111 1111 nitud i · 'emote. Relying on the absence or Jh1Ud and data 

proccs ·in' l'tt t1l, th · · t\:111 tl wdit r can ·pend more time gathering evidence concerning the 

!'airnCSS 0!' lht: prl' 'l'lttali II f finan iaf position and results of' Operations. 

From the abo\'e, it <1ppea1 .. that where the internal control sys tem is strong as evaluated by the 

external auditor, there i a perceived reduced audit risk and the implication is to reduce both 

complianc and sub tanti\ e test procedure and vice versa. 

1.2 tatement of the Problem 

The continued expansion of modern business has added to the problems of an ah cady heavily 

burdened company management in maintaining control over ''idesprcad operation. This has 

made it nece sary to delegate responsibility and authority to many levels or supet vision 

I lO\\ C\ er, management cannot delegate its overall rc pon ibility or accountabilit ' 

a hin (1971 not that \'ith the \Vide delegation of dutie. manag m nt has tumcd to th 

control peciali t - the int rna! audttm for a is lance in maintaining u1 vciltanc m·c1 th 

to 

pr 

d t rnun 

11 I I I 

Jk "s lt:Jllati pt) IJ(IJII or IC •ir\\ and "I ptaisal h<.'t'l llll' Jh:<.'l ill • 

d r p 11 ibilitic a1 dL hm ' d wd th, t stabli h ·I 1 

ct I u1 thcnn 1 , a a 1UI1r 1 \ i w b t qualili ·d 1,111 to 

l i 
lr m hin 

in m kin ' 

lll t1 n I ll 



AlCPA points out that the special concern ol'the C\.letnnl auditor is that the sys tem ot'internal 

control must be under continuing supen i ion to detuminc whether prescribed policies are being 

carried out, changes in operating conditt n hn\ t.: nnt mad(.' the procedures cumbersome, obsolete 

or inadequate and effective cone tivc mt .tsllt<.'S <111. tnl~:n promptly where breakdowns in the 

system appeat . An inlet nal audit 1 dl th •tl'f'tt bu.:ollll'S a strong !ltctor in a system or internal 

conlt ol since Ill' provttll:s a 111 

proccdttrcs. 

lll\ l' Ill th' •(l'·ctivencss or adherence to the prescribed 

• 

While it is till' desit , l)r l'' t) mpan to maintain a strong internal audit department , there 

exi ·ts a diver ·it • in lt ngth f internal audit department f'rom one company to another 

dep nding on th ir ability to attract and maintain qualified personnel in this department. To 

man ·, a ·trong imcrnal audit department should automatically translate to a strong iutetnal 

control ' · tem that can be relied upon by both management and external auditot The researcher 

is not aware of an) tudy that has been carried out to link the stt ength or internal audit 

departments to strength of internal controls as perceived by external auditors. 

1.3 Objective of the tudy 

The objecti\ e of this study are two fold; 

(i) To e tabli h whether the e. i tence of an adequate internal audit !'unction translates into a 

strong internal ontml ~tcm that c. n he tclicd upon b • the c. tcmal auditot 

II the rdati c impot tancc or arious audit ri k indicato1 to the c:tc1 nal audiltH. 

1.4 lmpor·tanr.e of the.• Study 

h findin 1 thi tud , ' ill b import mt t ( v n I d 1 :uti 

rl h intan: I. 1dit I" I hi int \ hi h 

t rn I u it r pi n t h i1 int rn I 

I h n llu ill th I llll n Ill Ill 

th dn ' II 



The academic community This study "ill prO\ ide '1 base tor t'urther research especially in the 

area of relationships between internal audit run It )11 .1nd L'Xl rna I auditor risk 

process. 

assessment 



CIIAPTlC I~ T\\ 0: LITERATliRIC IU:VIICW 

2. I Definition of Terminology 

fi:xCrrnal Audiein g. This has been lin ll.' lilt Amniran AtTounting Association (AAA) as 

"a systematic proccs of nbj ti I 1.1inin, and l'Vil luating cviclcncc regarding assertions 

about cconon1ic acti\.>11 tnd · 

ilSSl'l t ions and Sllllll' r 1 thlt It 

.1 Ctt;till til{' dcptCC o!' COII"C..:SiJOitdCilCe between those 

.md Hlllllllllicfltin!, tile 1 esull s to interested users . 

'ltificd Public Accountants, Cl' A) . These are prole sionals 

rganization for a fee. 'I hcit pt imat y li.111<.:tion is to cxatninc the 

financial statement or a client However, they also perform other work such as book keeping 

and accountanC\ en ice . ta accounting, management consu lting and the P' eparation or 

financial 'lntemcnt, for client ·. 

Internal Auditor The'e are employees within an organization who ·e primary responsibility is 

to determine'' hether organtzational policies and procedmc..:s are being canicd out cott cctly and 

to safeguard organizational asset as well a assessing the cl1iciency of' intctnal contt ol sy:tf..:lllS 

withm the organization. 

lntcmal 'o ntrol .... y tcm 1 Jan · accounting in titutions ·uch as ICPA(K, IA · and AI<'PA 

dt:finc internal control tcm a the whole s' tem or c ntwl , financial and othcl\\is • 

tabli h d b manag m Ill in order to arr. on th bu incs o th ntit ' ff1 111 t 1d ·tl ' ami 

mann r, n urc a lh rcn "' to m nag mcnt p s, ate •u, rd the 

fnr , nd CUI, ' ., h indi i u 1111 n nt tr 

kn n , int m I ont1 I 

lnt na tl \u Jitin • lu h b n d fin th In titut lnt 111 I II 

hniqu 

ti m mt 111 



accurately and promptly and that each di' isi n, department r other unit ts carrymg out the 

plans, policies and procedures for which it i - r .pon iblc 

Auditing pt'O{'Nim·es : J\ ICP (19 . Lr til: dc:.lin~_·s :Htditin >procedures as the acts performed 

by the auditor in the coutsc of ·tttainin • tht <lit t1vcs of' the examination of financial statements. 

lnhrn•nf rish .. Is 'I lilt' I tilt' l' th • tudit< r' as cssmcnt of the likelihood that there are material 

n idcrin' the cllc<.:tiveness oi'Liw intcmal control structure. 

t\C<:t' plahll' audit risJ \ Ill', liiC o f how willing the CIUd itor is lO accept that the f1nan cial 

statements ma ' be material! ' mi tated afler the audit is completed and an unqualillcd opinion 

ha- been i: u 'd . \\hen the auditor decides on a lower acceptable audi t ri sk. it means that the 

auditor' ant to be more certain that the financial statements are not rnatct ially misstated 

2.2 The oncept of Audit Risk 

CIC define~ audit ri k a the risk that the auditor will fail to expres a reservation in the audi t 

opinion on financial statements that are materially mis tatcd, thus giving a wrong opinion and 

cau ·ing damage to the audit firm . 

Among po ibl on cqu nee lor a firm when an audito1 make an e1Toneous opinion include . 

an m rca in audit 1 ro~.:c hue , damage t( the client , lo cs ltllltming a court dcci ion or Hll out 

of court ttl ment, I gal fcc tim pent b partnct and other audito1 in ul cd in the fill:, 

tarni h d r put, tion fi r th firm tim 11 <.led fi r a I r I and p tcntiallo or the li Jht to 

pr tic ' ' 

\ h n t 

ti I I 
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Audit costs have been rising steadily in the last IL'\\ )Cars due to higher salaries, high oflicc cos ts 

and higher professional indemnity premium \t the .nmc time, audit Icc resistance has nscn 

due to competition, low growth in the m·ukct 1nl till' Prowt ll of' competiti ve tendering ((.)r audits . 

Consequently, audit firms arc continutll 11 •i n' ltl rt dlrtc audit cos ts whi le at the same time 

reducing audit risk . This ha led 1 th i h..1 ( r 1 isl bnscd auditir1g being to some sense a distinct 

approach to nuditin • llr tuti 

testing procc ·s tllllllt •h 

llllitill' has progressed lhlln being a largely substanti ve 

t Ill ha cd pr m.:css into a risk based method whi ch uses a 

ub tantivc testing, internal co ntrol compliance, analytical 

Inherent li1 tot" in ·tude backgr und knowledge of' the client and past audit record indicating no 

special dinicultt c rding to Mautz (1964) , it is a va lid auditing postulate that "in the 

absence of an e\ idence to the contrary, what has held true for the client in the past will hold true 

in the future" 

E entially, auditing is the gathering of evidence about each part of the accounts but an absolute 

a· ·urancc i impo sible, there is alv,:ay orne element of re idual risk which ha to be accepted 

( tcttlcr 19 4) H \\e\er, the extent of' that acceptable risk is a matter ol'judgmcnt It can be 

ccn a· the product of the. cpa rate ri k accepted in each type or evidence gathcrin , ('arc has to 

be taken to \ 1eigh th risk rrom each ourcc or c ide nee as it i 12.111lwr cd and t hc11 tu m oid o 1:1 

auditing in the remaining~' idencc gathering 

2.2.1 l•nc:tor influ m·ino audit ri I 
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At the beginning ofthe audit there is not mu h that an b done about changing inherent risk . 

Instead, the auditor must a sse the f11ctor th t makL' up t h risl and modify audit evidence to 

take them into con. ideration The au lit 1 h( uld tlwld'Oil' ·onsidcr several major factors 

(discussed below) when :tssc ·'iill' inh ll'lll Ji'il 

(a) Nalun· of' flu· ( lit·u1' Bu,IIH' ' . 
Inherent ti ·I ft)J · ., t tin 1 • • unt i , ffccted by the nature of the clients business. For example, 

lctc inventory lor an electronic manulltcturc than for a steel 
there is., gtl:ll!L'I lih·lilw )d 

f'nbri ·atur lnher nt t i k i m like! to vary from business to business for account such as 

inYentoi. m.:ClHIIIl.: .tnd I an rccci able, and p10pcrty plant and equipment. The nature or the 

clients businc · · h uld ha e little or no effect on inherent risk for accounts such a cash, notes 

and mortgage 1 ayable lntonnation gained while obtaining knowledge about the client industry 

and bu ·ine · · i- u e~"JI for a es ing this factor. 

(b) Integrity of Management 

\\'hen management i dominated by one or a few individuals who lack integrity, the likelihood or 

ignifi , ntly misrepre ented financial tatcments is greatly increased 'I he ifltcgrit I or 

lana •cmcnt afle t the auditors' as. c mcnt of acceptable audit risk and, in e.·trcmc case , 

may cau the au litor to reject the licnt. 

\ hen man g m nt ha an , d quat· lc\cl or int grit for the audit r t) n 'It th en •u• rlll'llt 

\\' ill in ham 1 ( l , but ann t be rcg,r m1 Jete! ' h n 111 
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(c) Clien t Motivation 

In many situati ons management ma) belle\ e thnt it would be adva nt ageous to mi sstate the 

financial statements, especially m ca · "hL'tt: nHlnancmcrlt r ccives a percentage of total profits 

as bonu s. A lso, there may be a con i I ·r tl k mnli\ .tlion f\.)1' intentional UJH.I crstal cmcnt or income 

when management \\ant th >lllJ n to pa less inco n1 c taxes . lf management lacks 

in teg1 ity, SOil!· sp l iii I . 111 ltivations nmy then lead them to misstate financial 

reports. 

(d) Rt.•su lts ol' Pt· .,·iuu \udit' 

Mistntcmcnt · li.Hllld in the pr ed u ear's audit have a high likelihood or occu t ring again in the 

cmrcnt yenr.· audit. Thi· i becau e many types ofmistatements arc systematic in nature and 

organization are o!len low in making changes to eliminate them. Therefore, an auditor would 

be negligent if the re:ult of the preceding year's audit were ignored duting the development 

of the current year audit program. For example, if the audito1 found a significant number or 

mi tatement. in pricing imentory. inherent risk would likely be high and extensive testing would 

have to be done in the current audit as a mean of determining whether the deficiency in the 

client - sy tern had been corrected. It: ho\\ever, the auditor has found no mi tatement. for the 

pa t several year· in conducting te ts of an audit area the auditor i justified in reducing inherent 

risk prO\ ided that change in relevant circumstances have not occuncd. 

c) Tran action with R latcd Parti 

·r '' 11 a ti n b"t\\ n parent ani ub idi, 1 compam and til t\ e ·n mana' 111 nt and tht 

c rporat ntit , re e ample f JCiat d 1 art ' tJan I he ' t I Ill I ti ll d l 1101 

occur bet' n t 'Arm' '' atet lik lih 

th , mi ,ht 1111 in inh r nt 1 i k 

tlf i n ·rr· u1 ·• t i n 
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II nt 

II II tl ul l Ill 



(g) Susceptibility to defalcation 

The auditor should be concerned about the ri . J... )r pussihl ' dclltl cation in situations w here it is 

relati vely easy to convert com pan ' as I. t ) JL'I Sl)na l usc. Such is the case w hen currency, 

marketable securities or highly ntuk t·thh. lll\llltory nr not closely controlled. When the 

li kelihood of'dentlcatiun is hi •h, iuh llltlli I i:-; incrcas~d. 

( It ) Ma nag(.·uu· ul ~lnu·lur.· 

II' a Slllllillllllllbcr \ll'indl\ j lu min, ( lite Jll;(ll{l 1 CI11CIII ol'a C0 111p<l 11 Y without il ll cf1 ccti ve 

oversigh t or bo,u d . tit 1 • rn be an incr ea cd 1 isk or en or. 

(i) han e · in IJu inc 

\ hen ignificant hange occur it ma be more difficult to report accurate financial inl'orrnation 

b cau c of a lack of familiarity\\ ith ne" types of transactions or a new line oC busi ness 

2.3 Clien fs Concerns On Internal ontrol tructure 

I any ompanies establi h a S) ~ tem for control so as to help 111 meeting it O\\ n goals. ·r h 

')' tem con i t of many specific policie and procedure desi~ncd to provide management with 

rca onabl , surar11..:c that the goals and objectiw \ ill be met (Cec il , 1985) 

I 10\ e er, the ontrol ) tcm mu t be c t cOc tivc, n I thus cont10ls adopted arc ·Icc ted 1!1 'I 1 

compari on of the co. t and benefit . ne b nefit to me nag mcnt, but ccr tainl ' n th mo t 

imp r1c nt, i th r du t fan au lit \ hen th auditor cvaluat th int 1n.tl 

c ntrol, •o nd ass,essi:!S 
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information is fairly prepared tn accordance with reporting requirement's such as generally 

accepted accounting principles. 

2.3.2 Compliance with applicnbl l:l' :uld n'gulafions. 

There arc many laws and regulatiou 1h tt r tlli a lions arc required to follow. One or the laws 

requires that a colllpany tnl!illt tiu 11 1 u 1 01d kccping systc111s . The penalties for violation of 

the act HI'<.; scve1 · nnd im·lud · · l 1lh fin a11d i111p1 isonlllentur <.:O IIl)Htny olllcials. The act 

therefore tllul es tntillltinin • t 11 1 'I internal control structure a high priority item f<x public 

COlllpHilll'S. 

2.3.3 Efficiency and eflecti\'eue . of operations 

Controls within an organization are meant to encourage ellkicnt and c!l'cctivc usc or its 

re our es (in !uding per onnel) o as to optimize the company's goals. An impo1 tant part or 

these controls is accurate information for internal decision making. A wide variety or 

information i used for making critical business decisions such as the price to charge for products 

which is based in part on information about the cost of making the products 

Another important part of effectiveness and efficiency is safeguarding a set and record . The 

physical ass ts of an organization can be stolen misused or accidentally destroyed unless they 

are protected b · adequate contJOis . The same is true of' non physical a. ·l:(s uch HS accounts 

n.:c i , ble, imp nant documents and rcconls all.· •u;u ditH.!. cc1 tain ass~: I and 1\.: ·w ds has 

be ome incr a ingl • imp nant uJcc the ath cnt of omputc1 •s tl.:Jll L. 1 gc mnounts or 

information to red on omputer media uch a magnetic tape can be de t1 o cd if c u c i not taken 

p1 I l th m •u r in' >f a untin ' 1 • 1 afT l lh 1 li I ilil ' t fin m i I 

r p rtin 
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lThe auditor (external) should obtain a .u flk ienl under landing or the internal control 

structure to plan the audit and to determine the nnturc, timing ancl ex tent or ta sk to be 

performed] 

2.4.1 n('liability of fin andal rrportin' 

To colllpty w i th the second sta11 lu I I" tkld' (II k, tltt• <lltd i tut is ittt c res tcd I" illlHJ il y in control s 

that rclat c 1 o t It t: 1 diabili t the II rst or management 's i ntcrnal 

cont ro l t'l li H.: ~·,ns 
to co rrectly refl ect the generall y 

accept ed nccountin • tlin ·i1l if the c ntrols atlccting tile reli ability or financial reporting arc 

inndcquul\: IILmL'\ 'I. th t, l"'m nt can he f~lirly slated even i!' the company's co nt ro ls do not 

promot~· d l iril'll '\' .md dle ti\ene in it · operations . 

While auditors lla\ c a i!.!.nificant responsibilit y lor the discovc1 y of' lll <l llilgcmellt :u1d employee 

fraud and to a ie"er degree, certain illegal acts, they are more concerned with the client· contml 

over the afeguarding of a~ ets and companies with applicable laws a11cl rcgu lationo.., if they affect 

the fairne of the tinan ial statements. 

Auditors should therefore emphasize control concerned with the reliability of data for c:xtc1nal 

reporting purpo e though controls affecting internal management information uch a budget 

(Burn · & \Va te rhou e. 1975) and mtcrnal performance rcpott should not be complete! · 

ignored. The e t •pe of information often help the auditor in deciding \ hcthcr the finance 

tatcmcnt arc tairl • pre cntcd h(luld the control over tho c internal rcpo11s :Ill' consitkrL·d 

inad quatc then th aluc l fth 1 ports a cvid n c dimini It s 

2. .2 Lm ph a II O il fl• o ' t• r da of t ra 11 :H' t io II 'J h p1 un mph it I 
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However during the study of the client internal control stru lure and assessment or control risk 

the auditor does not ignore internal controL m rr n Lnu nt balances. ror instance transaction 

related audit objectives; realizable valu n 1hts 1nl nbli >at ions, ami presentation and disclosure. 

The auditor is likely to mal· a · 'P 'H Itt L'\,llunlilHl as to wh ·thcr nwnagement has implemented 

intcmal controls lor t.:ach ()!'tilt• l' till l.Hlll'- tl'l:ttcd audi t objec ti ves 

2.5 Qua li tit·s of au I 11 •t ii, ,. lutt mal Audit Drpartment 

Tlte Institute tll' ittiL'IIIIi j \ll lit I 118 lice Stanclal d~ (I 'JHO) includes li ve ca tego ri es or guidance 

that tni·L'S intt \.)It i I 1 1ti 111 l th fin,mcial and operatiotlitl audit ittg: indepetldcttec, prol'essional 

prulkirltl'Y. scup' llr \\ ll k. I eJii. llllance of' audit WO I k Cllld 11HII1Cigei11Cil( or the intel'llal attditing 

department . 

(a) Independence: Thi i an essential element to the ellcctivencss of the internal auditing 

function and requires internal auditors to be independent or all the activities that they 

may be required to audit. This independence has two major a<>pccts: 

(i) Organizational tatus: The organizational status of the internal auditor and the 

II 

tpport accorded to him by management arc major determinants of the range and 

value of the SCI\ ices which management wi II obtain li om tile i nt e1nal audit 

function. 'I he head of the intetnal auditing dcp<utment houlc..l tlwt efbr c be 

rc pon iblc to an ofliccr or ullicicnt rank in the 01 'llnization a \\ill a ur c a 

bro. d op' or a ·ti •i ti~.: and ackquatc 11 icktali lll or and cnc ·ti\c a lions llll 

the findin' r 1<.' mm, ndation made b 'him. 
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+ If internal auditors audit tho.e "ho play a role in valuating their perfornwnce 

and determining reward , the) \\O tdd find it dilli cult to criticize those who 

decide their pay nnd 11 'IIH ltnn 

+ If internal au lit 1 h:1 t . h~:tn pt 'viously invo lved in the company's 

mana •em ·nt , th mi ht b r luctant to criticize decisions made in their 

pt C\'IOll 

+ r lmd a hand in designing or implementing a system under 

tudit , th .. mi rltt he itatc to report anything whi ch would rc!lect nega ti vely 

u 1 l 11 t h m el e 

+ It' int ·mil • uditor have fiiends or relat ives who are being audited, they might 

refrain from reporting negative findings 

+ 1r internal auditor expect to audit the ind ividua ls in the ru ture, they might ttot 

\\i h to antagonize those whose co-operation they would like on ru turc audits. 

Thi therefore implies that common in internal audit reports is positive rather than 

negative reporting. trengths of the internal controls are reported only by internal 

auditors with he hope of assisting management avoid pending on improving a 

y-tem when it might be adequate. Po itive rc orting al o encourage reliance by 

e. ·ternal auditor thu reducing co t a ociated with uch audits 

(b) Com petent Per unn el: Th pn per li.mctionin • or an' s •stem dc1 nd on th · 

mpct lh.. and int grity o tho operating it The t tfl' cmplo ~.: I h uld t her di.>r c b · 

c mp nt , nd d in th i1 (i ld be t 1fl' houll ntinuou I • 

u 

n. I I rofidl' ll 

• 

j b tutinin • 

Jnt rn,J,ulit 

hi v thi 

h ul p1 id 

in rn I 

II 

I( I 

th t th hni I 

r th 



+ The internal auditing department hnuld provide a surance that internal audits are 

properly supervised. 

• Internal auditors hould om~ I) \\ ith ~ rnrl'SSional codes or conduct. 

+ Internal auditors should 1 

perfOJJllC\11 1.; of i11t 'Ill tl .ll fil 

+ lllt l'IIWI illldit >I 

sllulll 1~: >1111lllllli · ti cl 

tht. lnmvkdp ', skills arH.I disciplines essential to the 

'<.H><I public relations sk ills in dealing with people and 

uld maintain their technical conlpetCilrc tluou gh contillllillg 

ptuf' · ·i 111.!1 lu ti n ( PI!) 

+ lnt 'tn,\1 .llldit<. r hould cxcrci e due professional care in performing internal audits. 

(d) cope of work. The cope of work of the inte1 nal audit deparlment shou ld encompass 

the e.·amination and evaluation of the adequacy and cncctivcncss or the 0 1 ga nit.ations 

y tem or internal control and the quality or per lormancc in carrying ou t assigned 

re ·pon ibilitie . Internal auditors should ther elor c: 

+ Revie\v the reliability and integrity of financial and operating information and the 

means u 'ed to idcntif)·, measure, classify and report such inl(mnation. 

+ Re\ iew the ~y terns establi hed to en we compliance with those policic , plans, 

procedure , laws and regulation that could have a il.!.nificant impact on opcr at ions 

and report and hould determine whcthet the mganiz.atiot1 i in om1lian c. 

• R rie" th mean of afegul rding a et nnd n app!t pr iatc, vcr if)· the '·i tencc or 

• ith ' hi h rc our m mpl d 
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Programmes f01· review: The internal audit department should ha ve comprehensive 

programmes so as to ensure that n major asp ct or the operations arc overlooked. The 

department should avoid b irw 1m )I\ t d in activ it ics not Calling within their audit 

function as this may pt c\ cnt it II 111 I' ll11l\ ill!' t lll·ir rwrtnnl pmgntlllllH.: closely. 

+ Collect , anal ' I ', 1111 " I p1 •t 111 I l\l tlllll'tll illli.lt tllal ion to suppot t audit result s. 

+ Report 

( J) l~t·porl: l'wp ·1 1 1 11 II< uld be wt i ttcn aller every audit and communicated 

pet it1dit:;lllv ll) Ill int 'I ' ted partie~ within the organization . RcconimetH.Iations made 

011 su ·IJ tl'P 11 t · uld be clear and achievable. 

+ Fllk' llf t rtain that appropriate action is tak en on reported audit findings . 

(g) lanagement of the Internal Audit Dcpar·tmcnt: The director or intemal auditing 

2.6 

th 

·hould pwperh manage the internal audit department. The director or i11temal auditing 

hould 

+ Have a statement of purpose, authority and responsibility for the dcp;utmcnt 

+ Establish plan to carry out rc ponsibilities or the department. 

+ Provide written policies and procedures to guide the audit tall: 

+ · tabJi h a program of selecting and developing the human rc OUI CCS of' I he 

department. 

+ Coordinate both internal and e. ·tcrnal audit eflorts. 

+ • t, bli. h and maintain qual it • a uran c pro 'I am to cutluatc the 01 em lion. of th 
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2.6.1 The Conta·ol Environment 

The essence of an effectively controll d r •·mi ·1t ion lil's in all itude or its management. 

Locbccke and Arens ( 1994) p int tlll tlut it' top llHllHlgcmcnt believes that control is 

important, olhl!rs in the u1 • 111iz 1ti n 'ill llbl' tlwt nnd ICSIHlltd by <.:oltscicntiously observing 

the policies Hlld proc dlll It tllCilJOI(.! illlplics tlwt il' other lllCillbcrs or the 

org!lnizill ion n>lll • I~> 1 • di 1 , 1111 I i not ill! illliH>I I <tilt collCCIIl to Lop llHlllagclncnl ami is 

given lip Sl'' \ ic • 1'1th ·r th m m nin ful supp01 t, it is almost certain that management's control 

obj ctivcs will m1t 1' ·11' ti cl hie eel. 

Th control emir nment c of those actions, policies and procedures that rcOect the overall 

attitudes l)r t p manag ment, directors and owners or an entity about control and its impo1 lance 

to the entit ror the purpose of understanding and assessing the control environment the 

roll '' 111g are th" mo t tmportant sub -components the auditor should considc1 . 

(a) Integrity and ethical value 

Integrity and ethical values are the product of the entity ethical and behavioral standards and how 

the ' are communicated and reinforced in practice. They include management 's action to rcmo c 

or reduce incentive and temptation that might prompt per onncl to engage in di honest , illegal 

or unethical act They al o include the communication or en tit · value and behavio1 al standard 

to per onncl through p li tatcments and code o conduct and by c. ·ample 

b ( ommitm nt to omp ttnt'<.' 

th kno I dg and kill 81 , a mpli h t t that I lin th 
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Management provides clear signals to emplo 'CC about the imparlance of control. For example, 

docs management take significant ri. k or nrc the_ risk averse, arc profit plans and budget data 

set as "best possible" plans or "mo t likcl 't,tr •Lis' nn management be described as "l~tir and 

bureaucratic", "lean and mean'', I minatl i b. t)llc or a f'ew individuals or is it "just right" 

(Anderson, 1984). Undtttakin• 

opera ting style gives th ·'Ill lit 1 

(d) Or •aui.r:tfi(m.tl h'u ·tu• t 

sitnil:tr aspects or lll<lllttgetnetl( 's philosophy and 

(I its attitud 'abou t control. 

the lineS or I CSponsibi lity and authority that exist by 

undcrstnndin • th~.: ·lient rg< nization tructure, the auditor can !cam the management and 

fi.mctional dem~nt · f the bu ine and perceive how control related policies and procedures are 

carri d out. 

(c) Goard of director or audit committee 

n ef1ecti\ e board of directors i independent of' management and its members arc involved in 

and _crutinize management' activities. The audit committee is usually chcugcd with oversight 

respon ibility for the entity's ongoing communication with both external and internal auditor . 

Thi allow the auditor and directors to discuss matter that might relate to , uch thing as the 

integrity or action · of management 

t) A ignmcnt of authority and re pon ibilit · 

8 ide informal a pe t of communication formal method of communi at ion bout author it • 

nd r pon ibilit ' nd imil, r conln I rclatt:tlm, Iter arc equally imp 1 tnnt. 'J h mi dtt 

in lud r nd from top man Jcm nt ab ut th 11111 f 
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controls to support them . Even if there are numerou. other controls, incompetent or dishonest 

people can reduce the system to a ·hamblc hl "C\ r, even though personnel may be competent 

and trustworthy, they have certain inn 11 :shottLL)min 1S such as becoming bored or dissati sfied , 

personal problems can disrupt th •it I ., r \1m. ll l ' l I their lOHIS may hange. 

Because of the irnpot t'ttt 1111 1 nt 1111 twortlly pcrsotllJCI in providing eflcctive control the 

met hods by wlti It p •t 111 11 hit d, a h tal cd, t 1 ai ned, promoted nrtd compensated arc an 

importunl pat t ol'th int 111 d ntr I tructtuc. 

2.6.2 !\lana 'l'mrnt Rhl 

Ri k ass~.:::ment f r tinancial reporting ts management's identification and analysis of risk 

relevant t the pr paration of financial statements in conformity with generally accepted 

a c unting principle For instance if a company frequently sells product at a price below 

inventot_ co t be au e of rapid technological changes it i. essential for the intcmal cont rol 

stmcture to in orporate adequate controls to overcome the risk of over tating inventory. 

1anagement' risk assessment differs from, but is clo ely related to, the auditor ri k a scs ·rncnt 

pro e (Barefield 19 5) While management as e sc risk as a part of de igning and operating 

the internal control tructurc to minimize errors and inegularitic , cxtctnal auditors ass ss risks 

to decide the eviden c needed in the audit. If management flcctivcly as. c s s • nd respond to 

ri. k , the audit r ' 'ill t_, pi all accumulat le c idcncc than \\<hen management f"til to i<kntif ' 

or r p nd to igni 1 nt ri k 



For a small company with active involvement b the 0\ ncr, o simple micro computer accounting 

system involving primarily one hone t c mpctent accountant may provide an adequate 

accounting information system larg mpnn • ll'quir 'S H lllorc complex system that includes 

carefully defined responsibilitic . 1 li il' .Ill I pr t)t'uhrrl'S 

2.6.4 Conlrol rlivili · 

I I tur in any system depends on factors such as nature of 

operntions, siz · {ll th ' r 111 ti n and among others, the objectives or the organization for 

which the s '· tcm \\' 1 • d · ign d b cJ e et al ( 1994) points out that certain components arc 

lll'L'L'ssmy !'or· a 11 1 )d int "rna! control ystem almost in any large organi;;ation . In <.lcllning 

internal contr 1·. \l P categ01ize them as cithet being accou nting or administrative controls. 

Accounting controls compri es of the plan of an 01 ganiattion and all 111etllods and procedures 

that arc concerned main!_ with and relate directly to safeguarding of assets and the r cliability or 

the financial records The~ generally include such controls as the systems or author iz.ation ami 

approval, separation of duties concerned with record keeping and accounting reports l'mm tho c 

concerned\ ith operation or asset custody, physical controls over assets and internal auditing 

dmini trative control comprise of the plan of organization and all method and procedure· that 

, rc oncerncd mainly with operational cf1icicnc 

u u lly relate only indirectly to financial record 

and ad her nee to mana 1Ct ial policies and 

i 'S t.'t al 1988 . ·r he • • nlr all in ludc 

u h control , tati ti al ·mal . time and llH tion tudics, 1 crformanc · rc1 rt~. ~:mjlo •cc 

training program n I qual it • ntr ol 

m idu 11 th fc ttu• c r m flc ti int 111.11 nu I 

Ill. n (h ni1.. ti n: mm ti 
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Research conducted to identif)' the b I lru lur Cor organization revealed that there is no 

clear and fast rule' ub ·on I I I 7t) r caL thnt the ideal organizational structure 

depends on size, techno to • , n in nmt nt and t h' st rate )y adopted . 

(b) Ad('(JIIatt· St•p;II'Hiiuu (II nuth' 

Folll 'L'Ill't t1 •uid lin I I r <llation or duties to prevent both intentional and 

f special signi ficance to auditors. 

(i) l'parati n of the u tod of a sets from accounting 

.\ cu~t dian Can a et hould not perform an accounting function relating to that asset. 

rhc r 'J ow for not permitting this is to protect the firm against dent! cat ion . When one 

per n p 'rform both functions, there is an excessive risk of' that person di ·posing oil' the 

a 'et tor per onal gain and adjusting the records to relieve oneself of responsibility 

(ii) rpm·ation of the authorizations of tr·ansactions from tlu.· nastody of rrlatcd 

a sets 

Where pos ible it i desirable to prevent per on who authorize tran actions fi om having 

control over the related asset and being in po e ·ion of' 0\ nership documents of' such 

as et 'I he authorization of a tran action and th handlin' of the tclatcd a . ct , nd 

owner hip d cumcnt b ' the a me per 011 inc rea c the po il ilit ' of dcPtlcation \\ ithin 

th ti n 

Ill panltiou of th opt•ra t ion tl I' punsihilily "()Ill lll'Uid - I t pin • 

I' Jl II il ility 

If hd rtrn nt or di I I lllll 11 r, Ill tli II 
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Naturally, the extent of separation or duties d pends heavily on the SIZe or the 

organization. In many small companic , it is not practi cal to segregat e the duties to the 

suggested extent. In such circum t lll · . audit l'videnc may require modificati on. 

(iv) Srparacion of dufit•, "i th iu fht• :u·,·ountin g function 

A systelll ur intern tl >Ill I I h( uld not allow an Clllploycc to process a tran ·acti on fro m 

its miginal to it ultimtl tin rllld p1 cparation of the financial stalelllents. Thi s would 

allow lt)J f intentional or unintentional erro rs and sloppy performance of 

duties 

(\) Proper uthorization of 'I ra nsact ions a ud Ac ti vities 

,. I) tran action must be properly authorized if controls are to be satisfactory. I r any 

per on in an organization could acquire or expend assets at will, complete chaos would 

re ult. Authorization can be either general or specific. General authorization means that 

management establi hes policies for the organization to follow Subordinates ar 

instmcted to implement these general authorizations by approving all tran actions within 

the limit set b ' the policy 

. peciflc authorization ha to <lo with individual tran actions. 1ana ICfllClll is oncn 

llll\ tjiJing (0 C tabJi h a general policy or uthorizatiOil J'or OlllC transaction lnstc<td, it 

prefer t make authoriZ' tion. on a en -l> -ca c l>n is An c · unpl · is llle 1utlloriz.11ion 

of al tion nn I b • th , ll: mann , 1 for 1 u cd con11 nn ' · 11 

1 h m i idu I ~rant ith r p ifi auth Ji ti n or 

tran ti h uld hold a 1 iti n c mm f'th 

fi r u h auth riz ti n b 

and I or I 
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entry and records upon which tran action. arc ntcred arc important but the inadequacy 

of documents normally cau e greater ·ontr I problems. 

Documents perform th run I i Ills t)f' I 1:1 nsmi t t i 11 in l'orma t ion throughout the cl icnts 

organizations and u 1\H' 11 lilh.·rltll tll. <llli:.ta tions. The documents must be adequate to 

provid<.: r<.:ason tbl · 

l'OIILTII' I Cl'l>l ~kd 

that .111 ctss<.'t.s arc properly controlled and all transactions 

Ccttairt r ·kv llll 1 rin i1le dictate the pr opcr design and usc of doctrrllcnl s and records. 

Do 'lllll 'tll and r rd ·hould be ( Loel>l>ccke, 1994 ); 

• I rc numb red erial! • o as to facilitate control over missing documents a· we ll a 

ea._ retrie\al ''hen needed . 
,.. 

• Prepared a oon a a tran action takes place. 

• utliciently simple to ensure that they are clearly under toocl 

• De igned for multiple uses whenever possible 

• Constructed in a manner that encourages correct preparation. 

(d) Phy ical control O'\.Cr uch a rt and record 

Internal contml also require that as ct of the bu ·inc entcrpt isc lik • plant and 

quipm nt m t r hi I furniture tock, ca"h and record hould be kept ar ly. 'J he 

a c nd records should be limited to 'tutlwtizc I p~:r mrt~:l u11l . ' I he 

pr lur d ign I and c uri I Ill a urc taken lor afcgum din ' th 

and With ut the c men ut ct~ ann t b m i111 1in I 

p10p rl 

ti m ur r th 
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(e) Independent checks on perfonnancc. 

This is the last category of control pro dur 'S and involves the caret'ul and continuous 

review of the other control a II\ 1tit: Th~.: nc~.:d f'or ind pendent checks arises because an 

internal control sltuctute tl'n I t) dl:lll 1l' owr titn' u111css there is a n1echanis111 for 

liequent review. Per s lllll ·I Ill' likd. tn (()J.' ·t OJ illt entiOJHllly ntil to f'nllow procedures, 

or becomes ·atcl · unl ( 111'<>11~.: observes <111d cvalu<Jtes their perl <.mn<tnce. In 

addiliOil, bt)tiJ It Ill luJ Ill .llti llllillt 'lltional Jllistalenlell(S me poss ible regardless ol' the 

quality 1..11' tit· t.)rllr I 

n · ·~.:ntial chamcteri tic of the persons performing internal vet iiication procedure ts 

independ nee from the indi iduals originally responsible lor preparing the data . 

The lea t e pen 1ve means of internal verification is the separation or duties For 

in:tancc, \\hen the bank reconciliation is perfmmed by a person independent or the 

ac ounting records and handling of cash, there is an opportunity !'or ver ilication 

without incurring ignifrcant additional costs. 

2 6 - Monito•·ing 

lonitoring activitie deal with ongoing or periodic assessment of' the cllcctivcness or th' 

de tgn and operation or an internal control structure by management to determine that it 

i operating a intended and that it i modified a operating a intended and that it is 

appropriate for change in condition Information for as c smcnt and modifi ·ation 

ome from a 'ariel, o ourc includin' tudi of •. i tin, internal ntrll tru tur s, 

int rnal audit r rq rt c ·c ption r p rtin' on nt I a tiviti , 1 

, · from op 1atin' 1 r nnel and mplaint from th 



CHAJ>TER THREE: RESEARCII METIIODOLOGY 

This chapter describes the re cmch dcsi~n t r till' sludy and is dividt;d into the following sections: 

the population of the study, the sampll of thl' sttrdy, the dala collection method and the data 

analysis lllet hods 

3. 1 Populafiou of thl' Stud) 

The Population of' till' ·tmh companies that arc currently active in the Nairobi 

tock Exchange (NSE) and their external auditors. The rationale behind the choice of these 

companie i, that they are fair! , large and consequently likely to have well established systems 

of internal control as \-Veil a internal audit departments. Since a wider public have an interest in 

them, quoted companies are also prone to statutory audits. Fmther, quoted companies represent 

variou industries in the economy. 

3.2 Sample of the Study 

The sample or the study comprised of the whole population. The reason lor studying the entire 

Population was that the it \ as not very large and a sample could have reduced the number of 

external auditors to be subjected to this tudy. 

3.3 Data De cription and ollection lcthod 

l his study purely relied on primary data. Thi was collected by u e of a tructur ed que tionnai1 c 

With closed end que tion de\'eloped taking into con idcration rclcv tnt publi he I liter atur 

., 
hough a 'drop and pick' method wn preferr d in ndmini tc1 in ' th qu ti 1111, u , Ill 

companie opt~d to mail them back. All the que ti nnatr 

Ofboth quot d c mp ni nn I audit firm 
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were used to test for significant diflerence Ill . trcngth or audit departmCilts and extent or 

reliance on internal controls respecti\·e!) . 



CHAPTER FOUR: DATA ANALYSIS AND FINO.INGS 

4·0 lnh·oduction 

A total of 54 questionnaires wen· di 11iltHult<) tilt' con1panics quoted as at 31H1 May 2000 as per 

list obtained llom the Nnitobi 'tu k I . llangc (sec Appendix I). OC these firms, 36 responded 

by completing llw quL':ti Hlli,Jil s 1cpr cnting a 1csponsc rate of 63%. A list of auditors was 

extracted O·om the lnt~ ·t audited financial statements of tile quoted companies and distributed to 

the auditor in bulk. ~ 1 t auditor were unwilling to f111 the questionnaires in relation to their 

quoted companie as ome had up to I 7 companies. For such, they accepted only a maximum of 

8 
questionnaire thus onl • 3_ questionnaires was distributed among audit firms (Appendix 4). 

nly ... 7 questionnaires \\ere rccei' cd representing 8/ .2)% response rate. For thuse lirrns, which 

did not complete the questionnaires, some gave reasons such as company policy or lack of time. 

One of the quoted firms indicated that it has outsourced its internal audit function . 

Of the completed questionnaires from quoted companies, three were found UJiu able ince the 

respondents had no audit depar ment and thus were substantially unfilled . 

4.1 

4. l.I 

Responses from Quoted Companies 

General Characteri tics of Quoted Companie 

The general characteri tic of the JJ firms that participated in this tud · <II c pr cscntcd in 

table 1 in term , of com pan , 0\\ ncr hip/control nnd induslr • Ia iii at ion 



From the table, 42.42% of the compani surveyed had foreign ownership or control in excess of 
50%. Of these companie, 50°'0 ·am fl·om the industrial and allied sector, while 7. 14% were 
fi·om the finance and inve ·tm nt t..: ·tor\! hil the other two sectors shared equally the remaining 
42 .86% of'the COtnpuni ~Ill th f' ll'i ll category. 

Or the lo ·al comp mn.: · both commercial and servtces and finance and investment sectors 
formed the bulk with l.!ach taking J 1.2% or the loca l companies. lndustrywise, most or the 
companie · that re ponded came from industrial and allied sector and the companies in the 
agricultural ector formed the least ( 18.18%) in thi s study. llowever, this industry had the 
highest response rate considering there are only 9 companies in this sector. 

Discussion 

From the table most of the companies in the industrial and allied sector are foreign controlled 
unlike in other sectors. This therefore tempted the researcher to ask the question "Docs company 
control affect a company's industrial classification?". This question will help understand whether 
foreign or local investors prefer investing in companies in ceriain industries . 

In testing the independence of company ownership/control and their industry classi!ication, chi­
square was used to test the hypotheses, 

1 Io: Company indu try is independent or company ownership/control 

IIi : ompany indu try is not independent of company owner hip/control 

Applying the formulae from Appendi. 2 to table I' the computed x2= 4.74 and Cl itical x2 at 5%, 

3 d.f is 7 81 5. ·1 hus the null hypo the i fails to be rejected and thu industry i ind pendent of 
O\ n r hip/ ntrol of a com pan '. 

L t.lhli hin th tr n th f th lnt rna I Audit 0 pal'tlll nt 

·r,. Ill~ I u liti Ill n udit d 1 , 11m nt t1 n • in It d 
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disciplines, supervision, human relations and communications, continuing education), scope and 

performance of audit work. 

(a) Staffing 

From table 2, thot ' n1 c mpl > ccs, 58.28% or whom are in the locally controlled companies 

while 4 I . 72% nre in th r rei '11 contmlled companies. 

!able 2: Statling Pattcm 

Agricultural Commercial Finance & Lndustrial & Total 

& Services Investment J\llicd 

Number of employees in 9 34 30 22 95 

locally controlled 

companies 
-
Number of employees in 9 9 30 20 68 

foreign controlled 

companies 
~ 

Total 18 43 60 42 163 

Number of companies 6 9 7 ll 33 
Mean 3 4.78 8.57 3.82 4.94 

Source: Re!)earch Data 
...__ 

Finance and inve tment sector has the highest number of audit employee aver aging 8 57 per 

cornpan •. ornmercial and ervic . before indu trial and allied , ctor lotio\ thi . Lea t i th 

agricultural tor With , 11 UVCI, ge of' J per CO Ill pan . trength cor have been m a1 d d ba cd 

on the a cragc numb r of cmplo ·cc 1 cr com pan · in e, ch indu tr '· 

n.· u ion 

mn i th Ill r 1 \11 I in ' tm nt hil th I 1 t 
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more exaggerated by one bank that reported a tall' number of 30, which constitute 50% of all the 

employees in this sector. Without thi ompany, thi ector could have ranked third . However, 

though this was the only bank tint respond d it implies that the stalling levels in the banking 

industry remains 1ea onably hi 'h . In mnst bnnks there is an audit department in every branch . It 

implies 1 hat internal l'{llltwls is a 1llajo1 aspc<.:l in sud1 linns due to the nature or business that 

such firms arc ·ngag ·d in . This s '·tor therefore indicates some strength relative to the other 

sector· ns th, IllOIC st 1!1' th, h1gher the chance that all aspects of auditing in the organization will· 

bo performed with ut c cu es of lack or sta ll'. Thus in relative terms, finance and investment 

sector i ranked ·tronge t, followed by commercial and services, then industrial and allied and 

least staffi d is agricultural sector. However, the shortcoming to this is that the number of 

employees engaged is generally influenced by the size of the organization. 

(b) StafT Qualifications 

From the table below, agricultural sector has the highest score (59.4) Ill relation to stafr 

qualification followed by finance and investment (5 . 92), comme1 cial and services (5 .63) and 

least is the industrial and allied sector (5 .31 ). From Appendix l b(i) to I b(iv), the following table 

(3) was extracted. The scores awarded were based on the number of' employees in each 

qualification category multiplied by a score arrived at by adding weights I ,2,3 given to the 

columns and 5,4,3,2, 1 given to the rows respectively. Strength scores are awarded based on the 

average score of each employee in each indu tty. 

Th.ble 3: tafT Qualification 

Agricultu1 al l·inance rota! 

' Cl\ ICCS lnvcstm nt llicd 

355 927 

0 l . 
5 2 5 

I i u i n 



The number of employees in an organization ts not a true measure of strength of the audit 

department. A company with fewer audit mployees may have a stronger audit depa rtment ir 

most or its staff are highly qualifi I l'hus a ompany with many unquali11ed employees may 

still be rated as relatively wc·tk IIi dtl qualilied employees sco red higher strength scores Cor 

their companies and rcspertiv in lust rial classilications. 

(c) tafT 11~:\JH'ril'ncr 

The score u ed !or each experience category ranges from 1 to 6. A score of 1 means least 

e perienced while a score of 6 means highly experienced. Mean score of each employee in each 

indus tty v as u ed in determining the strength of the internal audit department. 

I.able 4: Staff Experience Pattern 

Industry 

Experience Agricultural Commercial Finance & Industrial 

& Services Invest rnent & Allied 
--

:S I year Frequency - - - -

Scores - - - -

> 1 year :S 2 years Frequency - 6 6 6 

cores - 12 12 12 
--

> 2 year :S 3 years Frequency I 5 9 I 

core J 15 27 
--

>3 car ::; 4 year rrequcncy 3 5 8 10 

. COIC 12 20 )2 ·10 

I 

>4 Fr qu 6 6 7 r 5 , r 11 , II -
I 0 

Total 

-

-

18 

36 

16 

48 
-

26 

10'-1 

-

-30 

ISO 



> 5 years Frequency 8 2 1 30 14 

Score 48 126 180 84 
-- -

Total l'rcguen I I 43 60 42 

'() IL S 5 203 286 194 
- - -- -- - -- ------···· ---
Mean score per 2. <)lj L1.72 4.77 4.62 

employee 
- -

Source: Res<'at' ·II I cua 

From the table, there ' a no employee with an experience of less than one year in all sectors. 

Most or the employee (63 2 percent) had an experience or over 4 years while the rest between 

2-4 years. 

Discussion 

The quality of audit is also influenced by the number of years that the employee has been in the 

audit function . The researcher therefore felt it necessary to test the experience levels of these 

employees as they are distributed across various experience categories. As far as staff 

experience is concerned, finance and investment led with an average score or 4. 77 while the 

agricultural sector ranked least The econd position was taken by commercial and services 

(4.72) and third was industrial and allied (4 .62) . 

(d) Organizational status 

To determine the organintional status of the vanou audit departments in their rc~pcctiv 

companie , the re pondent were required to . tate whether or not the overall organizational 

the department to accomplish it audit objccti . A ' c ' ·cot d l n1tuk , hilc 

a 'no' scored nil. 1 he strength scores awarded \ ere ba ed on the average ore per com pan in 

< ch indu try. 

73 

438 

163 

73 6 
---
4.52 



!.able 5: Organizational Status 

N~ber of companies 

Total scores 

Average sco1 c 

Source: Research Data 

Discussion 

·-

---

--
Agricultural 

6 

6 
- -
I 

Commercial Finance & lndustrial 

& Services Investment · & Allied 
------· 

() 7 II 

7 6 9 

0.77 0.86 0.82 
.. 

For an audit department to be considered strong (sufficient), its organizational status in the 

overall organizational structure should be sufficient to permit the accomplishment of its audit 

objectives. From the table, the agricultural sector's internal audit department's status permits it 

most to accomplish its audit objectives and least is the commercial and services sector implying 

the most and least discretion granted by management respectively. The audit department whose 

management is given greater discretion in performing their audits is deemed to be strong. 

(e) Quality of Audit Work 

Two questions were intended to captu1 e the test on the quality or audit work . ln both questions, 

a 'yes' was given a score and a 'no' a nil score. The respondents were required to state whether 

audit programmes are used or not and whether or not work performed is checked . 

l)ble 6: Oualit;y of udit \Vork 

Agricultural Finance c ' 

, er tee Investment , Alli d 

hccking of work 

Pr rmed 2 4 7 

f nu it pr 7 

7 

Total 

33 

29 

"0.88 

-
otal 

21 



Source: Research Data 

Discussion 

From the table, commercial and scf\ i c. ha the highest score (1 .67), followed by finance and 

investment (1.43), then agricultlllnl' tor (1 .33) and least (1 .27) is the industrial and allied 

sector. The qualit y of audit is thL't 'ftH ' ' pcctcd to rank in that order. 

(I) tatT Rdation · 

Two questions wet e pau cd to capture the level of stafr relations in the audit department. 

Table 7: tafT Relations 

Agricultural Commercial Finance & Industrial 

& Services Investment & Allied 

Form of communication among 14 17 14 23 

staff (scores) 

Form of communication with 14 22 16 29 

boss( scores) 

Total scores 28 39 30 52 

Number of companies 6 9 7 11 

Mean score 4.67 4.33 4.28 4.73 

Source: Research Data 

From the table, industrial and allied ector has the best (4.73) stair telations followed by 

agricultural ector ( 4.67), then commercial and services ( 4.33), and ranked last is linance and 

investment sector \Vith a score or 4.28 trength scores arc awarded ba ed on the a crage score 

perc mp, ny. 

l>i cus ion 

h int rn I udit d pat1m nt h ul p p iti I ·I ti tl!) , t enable it a hicv it 

ti hi i attr 'but l> that thi d 1m tm nt in t p n knt ol 
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Total 

68 

66 

134 

163 

4.06 



(g) Professional Proficiency 

From the table, agricultural scctot hn' th high t core (2 .22) as Car as professional proficiency 

ts concerned . Ranked sCL'lltHI is in lustt i:1l nnd allied ( 1.5 5), then cntnn1ercial and services ( I.JJ) 

and least is !ina nee and iuvL·st tllutl t I. 30 . ' tt cngth scores are awarded according to the average 

score per employee 

!Itblc 8: P1·ofes ional Proficiency 

Agricultural Commercial Finance & Industrial 

& Services Investment & Allied 

Familiarity with professional code 20 30 23 36 

of conduct 

Participation in continuous 6 9 8 8 

proCessional education 

Attendance of seminars in auditing 14 18 15 21 

Total scores 40 57 46 65 

Number of employees 18 43 60 42 

1ean core per employee 2.22 1.33 0.77 1.55 

Source: Research Data 

From the table, agricultural sector has the highest score (2.22) as far as profe sional profici ncy 

i concerned. Ranked se ond is industrial and allied I 55), then commercial and service ( 1.33 ) 

and least is finance and inve tment (0. 77) trength ·core are awarded according to the average 

core per emplo •cc. 

hi cu ion 

lnt rnc I audit hould b p rfi nn d '•ith pr li ional c, n . .: ' [ 0 ( hi \ thi 

th audit r h uld h, •c th kn ' I d • kill and di iplin 'llld p, tti il \( i 1\ t h~ ontinuin' 

Th fi milim it ·o nd u t' 

min r n I p r ti it ti n f ntinu u ll It j 1\ nh,n 

Mean 

14.92 

7.75 

17 

52 



professionalism in the department. Thus there i more proliciency and due professional care in 

firms having higher scores than tho c with 10\ r orcs. 

(h) Scope of Audit Wort 

There arc two parts in test in • tin.: s 't p' o!'nudit work. 

Part (i). In vat ious qut.!Stl 111s til' 1 cspondcnts were required to state the extent or internal audit 

tests, whether management allows them to make a follow up or recommendations to ensure 

compliance and ' hether all a pects of the organization are reviewed. The responses in two cases 

Were either a 'ye ' (strong) or 'no' (weak), and extent measures such as very extensive (VE), 

somehow e;...,tensi e (SE), extensive (E) and not extensive (NE) were used in the other response. 

!Hble 9: Extent of Audit Tests 

VE E SE NE Total Mean 

Agricultural Frequency 2 4 - - 6 

Score 8 12 - - 20 3.33 

Commercial & Frequency 2 5 1 I 9 

Services Score 8 15 2 1 26 2.89 

Finance & Frequency 3 3 1 - 7 

Investment core 12 9 2 - 23 3.29 

lndu trial & Allied Frequency 1 6 4 - 11 

Score 4 18 8 - ]0 2.73 
- ~ 

-

Source: Research Data 

~ 
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Some 11rms cited a limitation or scope in rclntion In ll HlllHgcmcnt audit s, con1put cr audit s, new 

software development, new busin pro e re-engineering process and technical areas. 

Table I 0: Follow up of rcc.·omnH' IHi nlions and •·cv icw of organization aspects 

Agricultural Commercial Finance & Industrial 

& Services Investment & Allied . 
-- -----

Follow up of re mmendations to 6 8 7 9 

ensure compliance 

Whether all a pects of 4 8 6 9 

organization are reviewed 

Total score 10 16 13 18 
------ _,..._ -- ---

Number of companies 6 9 7 II 

Mean score 1.67 1. 78 1.86 1.64 

Source: Research Data 

From the table, internal audit departments of firms in the finance and investment sector are given 

a greater (1. 86) discretion to make a follow up of their recommendations to ensure compliance as 

well as being given a wider scope to evaluate all aspects of the organization with the least ( 1. 64) 

discretion in industrial and allied sector. Second position is commercial and services ( 1 . 78), then 

agricultural ector ( 1.67). 

Part ( ii). Question 18 or the que tionnaire required the rcspotldcnt to indicate the person who 

perform:s various function in the organization. While the re pondent ' a r quircd to h . e the 

mo 1 appropri, te per on c.·pcctcd to perform a given function , mo t re pondcnt ticked 
11101

, 

than one. 

cor 

qu ti nn ir 

w rd d onl ' to ' 

tr ngth ore h, v 

tn box d (g), (l m , q , ' · nnd ·) of' th~; 

n \ ' rd I b d n l h 1 ct c mpl ) cc. 

Tot 

30 

27 

57 
-
33 
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Table II: 

Agricultural Commercial Finance & Industrial 

& Services Investment & Allied . 

a) •stabli 'he tiP tem or 2 7 2 6 

internal control 

b) Reviews the system of internal 6 5 6 8 

control 

c) Verifies the reliability and 5 4 6 9 

accuracy of records & accounts 

d) Ensures compliance with 4 8 5 10 

policies, laws & procedures 

e) Safeguards assets 5 5 4 7 

f) Determines what to internally 6 7 6 9 

audit 

g) Ensures economical usc or 4 6 4 8 

re ources 

Total scores 32 42 33 57 

Number of employees 18 43 60 42 

A vcragc score 1.78 0.98 0 55 - 1.36 

Source: Re.\earch /)ala -

hom the tnbl • the agriculrural sector h 1 the hi •he t score I 78) lollm ed b. industrial and 

alii d 1.36 , th n commercial and crvi e 0 9 ). Lea t 0. ) arc thos in !inane and 

1nv t rn nt ctor. 

Oi u i n 

h irnpli ati n rom th t bl th t int n I udit I 1 rlln nt in th ultut tl 

to nn m I k th t j rim nt I hu firm in thi 



industry are expected to have more reliable systems of' internal controls relative to those in other 

industries as far as performance of respon ibilities arc concerned . 

Table 12: Summary of 

- -
Ag1 icultural Commercial f-inance & Industrial Std. 

& Services Investment & Allied Dev. 

Average lllllllb 'I or staff per 3.00 4.78 8.57 3.82 2.46 

company 

Average staff qualification 5.94 5.63 5.92 5.31 0.30 

Average staff experience 2.94 4.72 4.77 4 .62 0.88 

Average organizational status 1.00 0.77 0.86 0.82 0.10 

Average quality of audit work J .33 l.67 1.43 1.27 0. 12 

Average staff relations 4.67 4.33 4.28 4.73 0.23 

Average staff professional 2.22 1.33 0.77 1.55 0.43 

proficiency 

Extent of audit tests 3.33 2.89 3.29 2.73 0.30 

Average scope of work 1.67 1.78 1.86 1.64 0.10 

Average overall 1.78 0.98 0.55 ---- ----
1.36 0.53 

knowledgeability or 

responsibilities 

27.88 28.88 32.3 
- -

1 otal score 27 .85 2. 7 
-- - -- - f-

Std. I 55 1.83 2.60 - -
dev. 1.69 

" .C)oun:e: Re.\ 'llr ·It /)uta 

Di II i II 



From the table it is imperative that the trongest audit" departments come from firms in the 

finance and investment. The len t tr ng audit d partments are those in the agricultural sector. 

This implies therefore that the ·y t m f int rnal controls are more liable the former than they 

are in the latter in relative terms 

The high standard deviation in till financ and investment sector implies that certain strength 

indicators considct ·d ' II ' nu lllll ·11 lt 011 lCr than others are. For instance, though this industry has 

1110f'e stufl: it lugs be!Ji11d ill tCIIIIS of' professional proficiency illld performance uf' responsibilities 

as defined . This thl.!reCorc mean that should the auditor consider only a !'ew strength indicators 

then th, possibilit , or him concluding that the internal controls nrc weak or strong is very high . 

There i, therefore the risk of relying on a weak internal control system just because the auditor 

by chance evaluated variables that indicated strength rather than those indicating weakness. 

Furiher the high standard deviation indicates that the industry has both strong and weak nrms as 

far as internal controls are concerned . In relation to the other industries having lower standard 

deviations it means that such firms have averaged out their strength indicators thus reducing the 

probability of their internal controls being judged strong by the external auditor when they are 

weak. In such industries there is no firm whose internal audit department is significantly stronger 

than in the other firms in the same industry. 

In relation to the strength indicators the highest score is in average staff qualification while the 

least is in average organizational status. This implies that though on average starr qualification is 

strong across industrie , the po ition occupied by the intemal audit department · is not sunicient 

enough to allow it perform it audit objective Thi i uppot ted by the low tandard deviation, 

which means that no firm can claim to be significantly stronger than the oth rs as far a 

organizational tatu i concerned. 

Average staff experience has the highe t tandard de iation implying that tail' experien e i 

diver e ranging from les than t \\ o year to o er five ear 

e ·p rienc d tafT then other indu tric . 

0111 indu tric. th I f'ot C ha m r 

11 iudu t1 i t1 ll:t iii 'I tiou 111d ltl'll •th iudil·atur ul iut anal wdit 



To achieve thi s, chi-square wa. u.ed to tc t the hypothesis: 

Ho : The strength or int rna! audit departments IS independent of industrial 

classification 

I l A: The tr n •til t' I IIIli nal audit departments is not independent of industrial 

classili · tlHlll 

From nppcndi , th, l.:lliiiJ utcd chi-square (4.73) is less than the critical chi-square at 27 d.r and 

5% signillcan ·e le d and thu the null hypothesis fails to be rejected . The conclusion, thus, the 

strength of internal audit departments is independent of its industrial classification. Therefore 

any compan regardless of its industrial classification can equally have a weak or strong internal 

audit department 

Testing for significant differences in the strength of internal audit departments across 

industries. 

From table 12 the following summaiy was prepared. 

Agricultural Commercial Finance & Industrial & 

& services investment allied 

Mean 2 788 2 89 3 .23 2 785 
-

Standard deviation I 55 1.83 2.6 I 687 

Z-te:st , a used tote t the following hypothe i aero indu trie at 5° o ignificancc level 

llo: ·1 here i 110 ignilicant difference in the .tt cngth or intcmal .tudit department 

aero · indu trie. 

1 1 1 here i , ignific, nt dilf r nee 111 the trcngth of internal audit dcpartm nt 

ro industri 

I pi i I ' t t mul fr m II ndi 2 11 th 

Ill th n thu th r i n 

umm t ', th null 1 

Ill int rn I u it 

f1til i I 1 l 

1 rtm nt i 



significantly stronger than the others. lt therefore implies that the external auditors should 

equally rely on the system of internal ontrols if such controls are sensitive to the strength of 

internal audit department. 

4.2 nesponsrs from Exfl'rnal Audit()rs 

(a) Dm·atiou of Uring Auditors 

Table 13 ·hows that 46 l5°·o and 53.85% of the audit firms have been auditors for quoted 
. 

companies for 1- years and 6-10 years respectively. None has retained their clients for more 

than 10 years. This implies that auditor changes is minimal in the first live years as most auditors 

graduated to the between 6-10 years bracket. However, this is the period in which most auditors 

lose their clients. 

!able 13: Duration of Being Auditors 

Agricultural Commercial Finance & Industrial Total Percentage 

& Services Investment & Allied 

l - 5 years I 2 5 4 12 46.15 

6- 10 years 3 4 4 3 14 53 .85 

II - 15 years - - - - -

Over 1 5 years - - - --
- --- - ---- ~ - -

Total 4 G 9 7 26 100 -
Source: Re.~tearch Data -

'I able I how~ the distribution of indu tr ' cia· ·ification or variou licnts that the c 
1 

rna! 

auditor' re pon e related to 



from auditors quoted companies 

Agricultural 4 6 0.67 
------

Commercial & sc1' i ·cs 7 9 0.78 
--

Finance & im st1m:nt C) 7 1.29 
--

lndust 1 iul <'' :til it• I 7 II 0.64 
--

'J'otul 27 33 0.82 

Sou ret!: U '.\ •arch Data 

From the table, the e'ternal auditors responded more companies in ll nance and investment sector 

than the companies them elves responded . In other circumstances, more companies responded 

than their re pective responses from their auditors. 

4.2.2 Establishing the extent of reliance on systems of internal controls. 

To test the extent to which external auditors relied on the system of internal control in obtaining 

audit evidence, five specific areas were addressed, namely; (1) Sales, Receivables and Receipt, 

(2) Purchases, Payables and Payments, (3) Wages and Salaries, ( 4) Cost records and inventory 

records and (5) Books of accounts general. Some parts of part (I) and ( 4) were left blank by 

auditors of financial and investment clients citing reasons as not being applicable to the industry. 

4.2.2.1 ales, Receivable and Receipt 

From appendix ( 4 ), the following summary was prepared based on mean core of the extent to 

which the e. tcrnal auditor relied on the y. tern or the mter nal control in relation to sales, 

receivable and receipt. . 



Iable 15: Extent of reliance on internal controls in relation to sales, receivables and 

r_eceipts 

·- - --
TGF (I) I 11:. (3) TLE (2) NAA(l) Mean Std . dev. 

i- -- -
Fr·q s,·~ ,. l·n.:q core Frcq. Scon.: Freq. Score 

. - 2 66 16 32 15 15 2. 00 Agncullu ra l 7 _x 1.1 387 

Conunercia1 11 44 16 48 21 42 9 9 2.5 0 1. 1208 

& services 

Finance & 12 48 34 102 25 50 1 I 2. 80 0 .656 

uwcstment 

Industrial & 7 28 33 99 27 54 3 3 2.63 0.709 

allied 

Total .17 I c~ 8 8.:1 252 89 
1---

178 28 28 2 50 3,(,245 
--- - -

Source: Research Data 

I<ey:TGE-To a great extent , TME- To n moderate e:\tent, TLE- To a little extent, NAA­

Not at nil 

From the table, it is only the agricultural sector whose mean (2 .00) Call belov the indu try mean 

(2.50) on the e:tent to which external auditors relied on their y tcm or intc1nal cont1 ol Thi 

indu tl)' al 0 h, the highc t ( 1.1 87) standard deviation. 'I he finance and in c tment ctor ha 

the highe t mean ore (2.80) a well a the lO\Ve t ·tand, rd d viation 0.65 ). 'I hird p it ion i 

indu tli 1 and alii (2 6 ) v.ith a tandatd deviation of0.709. 

l> i ll i Hl 

lh , rd d vi ti 11 in th 'I icuhur I 

int rn I u it d l tttn nt 'I hu Ill 

it it 

t r imlli th t th 1 i \ i I r 1\ 1 it • in 

1 n tl 

ll 1\ i till 



remote as compared to those in other industries. This implies that external auditors may do 

substantive tests on clients who ·e internal ntrols arc sunicient. 'I his does not only increase the 

audit costs to the client but al t th auditors who will be confirming the obvious. The vice­

versa is also true. Tim in b th ' 1St'S tlH.: r isl or relying or not relying on the system of internal 

controls ofthesc firm is high. 

The low stand 1rd d viati n in the finance and investment sector means that the extent to which . 

reliance wn plnccd n the internal controls was almost concentrated at one point on the Iikert 

scale. This mean that there v ere no firms whose internal controls were superior to those in other 

firms in this indu tr . 

(b) Purchases, Payables and Payments 

From table 16 below, finance and investment sector still had the highest mean score (2 . 80), 

however, with the highest standard deviation (36.53). Second is commercial and services with a 

mean score of 2.62 and a standard deviation of 19.36.Third is industrial and allied (2 .5) with a 

standard deviation of33 .96 

!able 16: 

f_ayments 

Extent of reliance on internal controls in relation to Purchases, J>ayablcs and 

TGE (4) TME (3) TLE (2) NA ( l) Mean 

of 

CO! C 

h eq. core Frcq [ cor Frcq r core 
--

td . 

5 20 4 12 10 20 2.0 4 5 

9 JG 15 45 2 1 42 2.62 19.36 

IC 

lh 



Source: Research Data 

Key-same as in table 15 

The above summary was prepared rr m at pcndix 4. The agricultural sector scored the lowest 

mean (2.03) as well a th IO\\l ·t standnrd deviation (4.35) whereas finance and investment 

sector scored the highest llll'lll ,l' but with the ilighe t standard deviation (36.53) . 

Discussion 

The highest and lm\ e t m •an scores imply that the system of internal controls was relied most 

and lea ·t rc 'tJCcti\ c1 ' relative to each other. The high standard deviation in the finance and 

investment sector implie that there was the widest spread of extent of reliance on the internal 

control system. This means that there were firms whose system of internal controls could not be 

relied upon as well as those whose controls were relied upon in certain aspects . There are 

therefore certain aspects whose reliance on the systems or internal controls is remote. This 

therefore implies that auditing such a sector is more risky as many tests have to be perComcd 

before the strenoth of internal controls can be well established . 
0 

4.2.2.3. Wages and Salaries 

As far as wages and salaries is concerned, the highest mean score (2 . 7) as well as the highest 

standard deviation went to finance and investment while the lowest mean (1 .75) as well as the 

!able 17: 

T d~ (4) T I ::(3 ) 'I L -(2 ) AA( I) 

Frcq. r 
Agriculture I 7 7 

2 2 2.5 

2.7 

111 tm nt 

I 1.0 I 

7 



Source: Research Data 

Key-same as in table 16 

lowest standard deviation w nt tn then 1 ti ultural sector. Third and fourth positions were 

occupied by commercial und Sl' t\'i · s and industrial and allied sectors with mean scores of2.5 

and 2.3 as well a 'lllldan.l d iations of 6.4 and 13.57 respectively. The higher standard 

deviation im(lics having t lo more tests in establishing the strength of intemal controls .. 

lgnnring ' Ollie of the n1 ·tor greatly increases audit risk as an auditor may rely on a weak 

internal control s '· tcm 

4.2.2.4 Cost Records and Inventory H.ecords 

The table shows that finance and investment sector has the highest (2 .81) mean score and a 

standard deviation of 17.32. Second is industrial and allied with a mean of 2.59 and the highest 

standard deviation of 20.14 and is followed closely by commercial and services (2 .58) with a 

standard deviation of 9. 81 . Least is agricultural sector with the lowest standard deviation ( 5. 00). 

!able 18: 

Records 

Extent of r·eli:mce on inten1al contr·ols rn r·elation fo Cost and lnvcnhu·y 

,...._ 
TGE(4) TME(3) TLE(2) NAA( I) Total Mea n 

f-. 
Frcq. 

- - - -Frcq. r Score Frcq. core Frcq. Frt:q -. core core cart: 
f-. - -- · - -
Agricultural 2 8 - - 6 12 {) 6 14 2() I.Xo 

f-. 

Commercial 4 16 9 27 8 16 3 3 2 I (>2 2 sx 
. cnic 

1 ~ . 14 42 ( IX 27 l·manc & 4 16 - - 76 2.X I 

In lm nt ...._ 
lndu tnal & 1 4 15 45 10 20 I I 27 70 2. -l) 

llt 
"--
Sourc : R • arch /)a ta 

I< • - .tm j II l I I 

Std. 

dev. 

5 00 

9 81 

17.32 

20. 1 l 



The table shows that finance and investment ector has the highest (2 . 8 I) mean score and a 

· standard deviation of 17 32 c on I i indu trial and allied with a mean of 2. 59 and the highest 

standard deviation of 20. 14 '\11 l is f' )Jiow d lo ely by commercial and services (2 .58) with a 

standard deviation of' 9 HI . I nst is a ll i ·tdtural ector with the lowest standard deviation (5 .00) . 

l)istussion 

The table reveal , that th ugh the system oC internal was relied most in the finance and 

investment ector relati\ c to other sectors, it has the widest variation in the extent to which 

reliance v as placed on them. As far as certain variables were concerned reliance was not placed 

on it while in evaluating other variables, internal control systems were relied on to a greater 

magnitude. Thus though strongest, it is the most risky sector, as more tests have to be done to 

establish the strength of controls in regards to certain variables. 

4.2.2.6: Books of Account and General: 

Table 19:Extent to which internal control system was relied upon in relation to Books of 

Account and General 

TGE(4) 

Frcq Score - -·---f.-- --
Agricultural 1 - 60 

Commercial 23 92 

& service 
I-

l·mnnc & 26 104 

Ill\ C l lll Ill 
I-

lndu trial & 2 8 

IIi I 
...... 

' .Sour· •: U • em~ ll /)uta 

"' ·- am a in t 1 II I 

TM E(3) 

Fn.:q. Score Frcq. 

-17 5 I 9 

25 75 18 

~ Ill 2~ 

32 96 .. 6 

TL ~ ( 2 ) AA( I) T otal Mean 

Score Frcq. Score Frcq Score 
- - -
)g I -I 42 l 0 3. 10 

36 - - 66 203 3.07 

"() ~ ~ l)l 279 2.82 

72 7 7 77 1~3 2.3X 

Std . 

De 
-

27 .6( 

4l.lr 

-
47 . ~ ~ 

-4 -.2· 



As far as books of account and general is concerned, the agricultural sector ranks tlrst with the 

highest mean (3 .10) with the lo\\ e t tandard deviation (27.69) followed by commercial and 

services (3 .07) with a standard d viatic n f 4 1. 19, then finance and investment (2 .82) with the 

highest standard deviation or 17. 1 ·1n i lea. t is industrial and allied (2 .38) with a standard 

deviation of 4S.24. 

T:1blc 20: Smumn•·y of the J~xtcnt to which External Auditor r·elicd on their· Clients · 

Sxst('lll of lntcm al Control 

Agncultural Commercial Finance & I nclustrial & Mean Std . 

& services in ves tment allied dev 

Sales, Receivables & 2.00 2.50 2. 80 2. 63 2.48 0.344 

Receipts 

Purchases, Payables, 2.03 2.62 2. 80 2.50 2.49 0.329 

Payments 

Wages & Salaries 1.75 2.5 2.70 2.30 2.31 0.409 

Cost & Inventory 1. 86 2.58 2.8 1 2.59 2.46 0.4 14 

Records 
1-

Books of Account & 3. 10 3.07 2. 82 2.38 2 .g4 0.333 

General 
- ···-Mean 2. 15 2 65 2.79 2 48 2 52 1.380 

- I~ --I- -Std dcv. 0 54 0.24 () 05 0 I 4 
!---
Source: Re!)earclz Data 

From the table, lhe system of internal control in relation to book of account and general were 

rated highe t 2. ) with a tandard deviation of 0.3 3 . ccond po it ion ' a taken by ontJOI on 

and pn •mcnt with a mean of 2 ll "ith the 10\ c t standm d deviation or 

we1c ontrol on lc 1 ccivabl ( nd r ipt "ith a m~.:an ,md 

. l·our th po it ion on11 ol on o t and 

t nd mf d 'i ti n 0. I ti d on " 1 c 

n ith m n nd rd d •i ti n r nd 

ti I I 
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Industrywise, the systems of internal controls of finance and investment were rated strongest 

(2. 79) with the least (0 .05) standard d iation Coli owed by those of commercial and services 

(2 .65), then industrial and allied (- ·~ ) nnd lagging behind is agricultural sector (2. 15) with 

standard deviations of0.24, 0 I I, 0. ·I t~sp tivcly. 

Testing whether iudu trial da ~;ification nll'ects the extent to which extental auditors relied 

on the internal c.:ontrol ·. ·tcm.". 

To achieve this chi- quare ~ as used to test the hypotheses: 

llo : The extent of reliance on the system of internal control IS independent of 

industrial classification. 

HA: The extent of reliance on the internal control system is dependent on industrial 

classification. 

From Appendix (7), the computed X
2 = 0.395 and X

2 
o.os.12 = 21 .026. The null hypothesis 

therefore fails to be rejected and thus industrial classifications do not affect the extent or reliance 

on the system of internal contr0ls. This therefore implies that depending on how the external 

auditor evaluates the system of internal controls, reliance will be placed upon it to varying 

degrees notwithstanding the industry that such a client is drawn n·om. 

Te ting whether there i a significant difference in the e tent to which internal auditor 

relied on the ystem of internal control aero indu trie . 

·rom table _Q th following ummar 'wa pr pared. 

Cmmlh!t\,;lll(nnd It tHule\! und 

A ri ·ullur I ~.:n'cc lnvc lmctu 

2 I 2 s 27 

() 0 (I ( t9 

t t th 111 h 'I in u 11 i 

lnlu tri d utd 

All11: I 

U IW 



H0 : There is no significant diller nee in t h xtent to which internal auditors relied on 

the systems of internal control f ompanies across industries. 

T I,\: There i~ a ·ignitk:lllt dii1C..t 11 • in the extent to which external auditors relied on the 

systems or intcttl'll 't tll I ( I. or companies across industries . 

Applying the 1\.muulnr 11 'll l l!lldi 2 on this summary, there were two instances in which the . 

null hyp the ·i · ' u · t(;jected implying signiticant diilcrences in extent of reliance. These were 

between finance and inve tment sector and industrial and allied and agricultural sectors . 

Testing the relationship between strength of internal audit department and extent of 

reliance on their internal controls. 

This test was aimed at testing the hypotheses, 

Ho: There is no relationship between strength of internal audit departments and extent of 

reliance on internal controls. 

Ha: There is a relationship between strength of internal audi t departments and extent of 

reliance on internal controls. 

From tables 12 and 20, the following summary was obtained. 

Conuncrcial and I· uwncc and lnuustnal untl 

1\gricullural Scrvrccs Investment 1\lltetl Totul 

Strength (observed) 2.788 2.876 3.283 2.785 II 732 

(e\:pcctc!d) 2.656 2.976 3 26() 2.833 

Reliance (ob l:rved) 2.148 2.654 2 78h 2.48 10.068 

(c ,~ckd) 21Jill 2.55·1 2 80~ 2 4)2 

'Iotti 4 .936 5.53 (J 069 5.2G5 21.8 

ppl ·ing th or mular on appcndi. · 2, the computed chi- quare i 0.032 and at 5% igmli an c 

1 vel and 3d f, criti I chi c ce thi 'nd thu the null h p th i I, il to b r jc t~d . 

il d to 1 j t th null h p th 11 it i n lu i •c that t h 1 n Jdttimhit 

f int 1 n tl udit nd •hi h 

n h m f int rn I ntl I 



4.4 Relative importance of risl< indicators 

Table 20 Rclalivc importanc.· of audit risl indic.·ators: 

Mean Rani< Stdcv. 

a) lnt cmall:ontrol 'II\ ii'lllllll!lll 3.945 (1) 0. 11 

b) Nature or th bu ·in · 3.3 08 (2) 0.223 

c) Natu1 c or the !l'l duct 2.632 (9) 0.738 

d) Manag~men t tructures 3.198 (5) 0.417 

e) Changes in the bu ine s 2.402 ( J J) 0.260 

f) Result of previous audits 3.018 (7) 0.389 

g) Client's motivation 2.438 (10) 0.573 

h) integrity or management 3.265 (3) 0 .623 

i) Non-routine transactions 2.885 (8) 0.585 

j) Transactions with needed parties 3. 18 (6) 0.424 

k) Likelihood of financial failure 3.238 (4) 0.459 

From this table the auditors have considered the internal control environment as a very important 

risk indicator in obtaining audit evidence. This is suppo1 ted by the low standard deviation 

(0 . 11 ). Placed second is nature of the business and the lea t important factor is changes in 

business Though the integrity of management ha been placed 3n\ it has a higher tandard 

deviation 

The factor that r~ceived a wider diversity aero s indu tries on it importance 

product . 0111 industrie have a higher core for thi ntctor than oth rs . 

natme of 

hom thi , th r fore, though the ' tcm of internal control is an impo1 tant n1 tor, other factor 

th ri k of udit r an I vari li om nc in tu ti • to , noth 1 lt 

bli h I th tr ngth of int 11nl ont1ol othl:t Ii k , 



1ndustrywise, appendix (6) reveals that there i a grea ter diversity in risk indicators among firms 

in the Finance and Investment sector Thu ignori ng a certain risk indicator that may atlect the 

gathering of audit evidence is mor ri ·k in thi sector I han in other sectors. Industrial and allied 

sector has its firms almost cqualh 'Ill' 'led b the arne risk indicators . 



CHAPTL~R Fl\ E: llMMARY AND CONCLUSION 

Summary of Findings 

This study's gcnc1 nl focus \\'.1 · t 11 str 'ngtll of internal audit departments of quoted companies in 

various indust1 ics and the '. tcrll to which external auditors place reliance on systems of internal . 

control cmanatim.?, li m th · · ' companies. Data was collected, using questionnaires, from 33 

quoted companic and 7 audit llr111 , analyzed and findings related to the objectives made. 

The study found that though the audit departments of firms in Finance and Investment sector was 

ranked relatively strongest than the others, it has the greatest standard deviation among the 

strength indicators. lt therefore means that on its own, this industry has both weak and strong 

indicators of strength. Though agricultural sector was ranked least strong, it has averaged out all 

its strength indicators as shown by the low standard deviation. 

Among the strength indicators on average all firms exhibited the highest score being in staff 

qualification which did not greatly vary from one indu try to another as revealed by the standard 

deviation (0 .296) . This implies that as far as staff qualification is concerned, all industries are 

almost at par. 

econd is stafling pattern in which Finance and Investment sector had the highest core. The 

standard deviation (2 46) rc cal that in some indu tric , there arc Car much more fewer 

emplo ·ce · than there are in other ectors. 

·r he lea t aried trength indica tor wa organizational . tatu impl ·ing that on a\cragc almo t c 11 

udit dep, rtm nt aero indu tti arc not given enou 'h di 1 etion in . · cut in , tln:i t duti s. 

In t llll th 11 i •nifi an u •h, in 1 I tiv , rm , th I ll: 

in th tr n 'th f ll u int Ill I udit th r . . 
I n I 'Ill I nt 

in th Ill ., hi I im1li th t it th t1 ·n 'lh I int 111 I lU it I I llll Ill 



affects the strength of internal controls, then the external audits should rely equally on all these 

departments. 

A test on the extent of reliance on the s. st m or internal control by external auditors reveals that 

in relative terms tilos' llon1 J·n~tllll' <111d Invest ment sector were relied most with a mean or 

2. 786. It also has tht: kw;t stand<u d deviation among various aspects of the internal controls. 

This therefore implies that thi, sector has averaged out its internal controls across all control 

aspects in the un.!,unizutton ca t i ·the agricu ltural sector with a mean score of0.544. 

A te t or significance \\a done to establish whet her there is a signiti cant difl'erence in the extent 

of reliance. T\ o situations arose in which there was a signilicant dill'erence in the extent to 

which the sy tem of internal control was relied upon between Finance and Investment and 

Agricultural sectors and that between industrial and allied and Finance and Investment Sector. 

This implies therefore that the relative strengths across this industries were not captured in their 

systems of internal controls. 

An as ociation test between the strength of internal and aud it department and extent or reliance 

revealed no as ociations This therefore implies that the extent of reliance by auditors on the 

internal control sy tems is not a function of strength of internal audit department This therefore 

leads to the conclusion that with or without an audit dep<utmcnt, tile sy tems or internal control 

remain either trong or weak a perceived by the external auditor notwithstanding the trength 

of such departments The trength of the internal audit department therefore doe not greatly 

influence the external auditor e. tent of reliance on the ystem of internal control 

It can therefore be concluded that even though th e.·tcnt of reliance on internal controls i not 

n iti c to th trcngth of internal , udit department companie hould not do , , a , ith it. 

<ll a a manngcm nt to I, it haul l , ist m, nag mcnt 

ril of n, r I an th e ·t m I udit 1 

that th udit ifi con id hi h ma, b t I 1l 'I h 
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once the auditor establishes the strength of the audit department, other risk indicators come into 

play not with standing the strength or internal control system. 

5.2 Limitation of the Study 

i) The outcome of the . tudv 111n not b' con lusive as there is a possibility that some quoted 

companies who ll' pun kd ' l'l • not 11cccssarily the ones wholll the extemal auditors 

report cd on and/or vi · ' 1 a. 

ii) Though th' quot 'U ·on1panies that formed part of the analysis all had internal audit · 

department · ther \ ere three excluded due to lack of audit departments. Auditors may 

th refore hm e reported on such companies while the study was not intended to capture 

such ompanies. 

iii) The study carries over some of the weaknesses inherent in using questionnaires for data 

collection purpose. Apart from the possibility of misinterpretation of items and 

definitions by respondents, answers to the questions may reflect an ideal situation rather 

than what exactly happens in the companies. 

5.3 Suggestions for further research 

This study which was exploratory in nature opens up a wide range of areas in auditing which can 

be addressed. The following are some of the areas suggested for further research . 

i) One of the questions which is unanswered in this study is whether internal control 

system originating from companies not having internal audit departments are any 

different from those having such departments. This will therefore need a clo er match of 

re pon e from companie and their auditor 

companies to facilitate a detailed analysi . 

uch a tudy can 1 e trict it elf to fewer 

ii) A ur c · tudy can b carried out to tablish the fee tructure among audit li1 m f r th 

quoted ompa111e and linking it to the pre ence and ab ·ence of internal aud
1
t 

depc rt 111 nt . 
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Dear Sir/l\ladam, 

APPENUIX I 

C/0 MBA OFFICE, 

FACULTY OF COMMERCE, 

UNIVERSITY OF NAIROBI , 

P.O BOX 30197., 

NAIROBI. 

RE: REQUEST FOR RESEARCH DATA. 

I am a postgraduate student at the University of Nairobi pursuing a course leading to a 
Masters degree in Business Administration (MBA). In partial fulfillment or the 
requirements of this course, I am conducting a study entitled "The Internal Audit 
Control Function and its implication for Risk Assessment by the External 
Auditor: A case of Quoted companies". This study will therefore concentrate on 
both Internal and External Auditors of quoted companies. 

Your firm has been selected to form part of this study. I therefore kindly request you 
to assist by completing the attached questionnaire to the best or your knowledge. The 
information requested is purely for academic purpose and will be treated with strict 
confidentiality J\ copy or the findings or this study will be made available to you upon 
your request 

If you have additional inl'ormation nr comment, plea c \ rite it at the back or the Ia t 
page. 

Thank ou for •our co-operation . 

... ... ... .. ····· .. 
K~.11 'Y L.J I tiY .'1. B. om, l\1 B.\ 
(1 IUA II 'Dil>A'I L) ( ctur a· D partmcnt of A<.·countin ») 

lJPLRVI OR 



APPENDIX 2 

QUE TIONNAII~E 

The questionnaire below is in I\\U pnrts Pnrt ;\is aimed nt giving a general backgrm;nd ofyour 
organization. Part L3 is t; )fll:l.'ltli. I \\ itll t 11 operating procedures in your department. 

l . Owner ·hip (plea c tick the appropriate) 

[ ] Foreign 
[ ] Local (including jointly owned with government) 
[ ] Partly local ( ..... %ordinary shareholding) & partly foreign ( ....... %ordinary 

hareholding) 
[ ] Government O\\lned 

2. What is the industry cia siflcation of your company?(Piease tick one) 

[ ] Agricultural 
[ ] Commercial and services 
[ ] Finance and investment 
[ ] Industrial and Allied. 

3. For how long has your firm been operating in Kenya? (Please tick one) 

[ ] l-5 ears 
[ ] 6-lO years 
[ ] I 1-1 5 years 
[ ] o er 1 5 year 

4. Do 'OU ha can internal audit department'> (Please tick one) 

[ ] Yc 
[ ] 



t>ART ll 

5. What is the title of the per on in harg of the internal audit department? 
······················ 

6. To which position in th orgnniznti n docs the above in charge report? ........................... .. 

7. What WHS the totaltllllllhl'l ur int '111(11 audit Clllployees as at 31.12. 99? ..................... · .... .. 

8. Whnt is the quulifkati~ Ill r OUI audit stal1'innu mbers . The column shows academic 
qualilirations nn I r \\ · sho · the p10fcssionals. tr I 0 employees are CPA (K) and have a 
fir ·t degree Th~n 1 ut I 0 \ here the two intersect. 

Qualilication 0 l e el A level First Second 
Degree Degree 

CPA (l ) a b c d 

CPA2 E f g h 

CPA l l J k I 

KATC M n 0 p 

Others Q r s t 
(specify) 

9. Does the position occupied by your department in the overall organizational structure 
permit the Department to accomplish its audit responsibilities? (please tick one) 

[ ) Yes 
[ ] 0 

1 o. Is the \\<.)J'k performed checked by othct people'> (please tick one) 

] Yc 
] 'o 

11. 'tate th num cr ofstnfl'in ·our department falling \\ithinthc f'ollowin• c ·pc..:ticncc 
? 

b ____ _ 



Total 

12. llow would you rate on av rag the f'nmiliarity or your stall' with the professional code of 
conduct . (please tick n' 

[ Very tltmilim 
[ Familiar 
l 'om hO\\ Puniliar 
l Nut lluniliar 

13 . Which of the method below do your stafT use in communicating with each other 
(pkuse tick ne) 

[ J lost! memos 
[ ] lemos and personal discussion 
[ ] Mostly personal discussions 

14. How frequently do your staff including yourself participate in CPE (Continuous 
Professional Education) . (please tick one) 

[ ] All CPE programmes 
[ ] Some 
[ ] None 

15. How would you rank the extent of internal audit tests carried out in the firm by your 
department (please tick one) 

[ ] Very extensive 
[ ] Extensive 
[ ] Somehow extensive 
[ ] ot extensive 

16. IIO\ frequently do you and your tafT attend cminars on auditing? plea e tick nc) 

[ ] Frequently 
[ ] Occa ionall ' 
[ ] Infrequent! ' 



17.Who in your firm performs the following run tions (please tick in each category as appropriate) 

-n)thint 11\tll External internal auditor 
,tu iitot {, d pl . auditor only only 
hi.!cldS -1-

a. Establish'S thL' svstL'tll :I b c or intcmalnltlltiJI -'b. Reviews the , ''t m r e r g 
internal control 

c. Veri fi es the rcliabilit & I J k 
accuracy of re ord & 
accounts 

d. Ensures compliance ll1 n 0 
with policies, lav s and 
procedures 

e. Safeguards assets q r s 

f. Determines what to u v w 
audit 

g. Ensures economic use of y z a a 
resources 

18. Do you use audit programmes in performing your audits? (please tick one) 

[ ] Yes 
[ ] 0 

19. ln what form is your work communicated to your bo s? (plea e tick one) 

[ ] Written report 
l J Verbally during meeting 
[ ] Both oral and \\ ritten 

Only dept. 
Heads 

d 

h 

I 

p 

t 

X 

bb 

20. \\rhere ·ou have made recommendation do management altO\ you to lollow up ensure compliance? plea c tick one 

[ ] y 
[ ] 1 0 



21. How do your external auditors perform their audit work? (please tick one) 

[ ) They have their own a~ proa 'h 
[ ] They always tnk.c m "nrd 
1 -1 They tnkc m " r I in st)ll\' (ascs only 
I I I do ome \VOl" r I t ht.lll 

22. Do you rcvic' oC the organization. (please tick one) 

] Ye' 
] No 

23. lCno tate the areas that you do not audit. 

THANK YOU FOR YOUR CO-OPERATION 



APPENDIX 3 

I'ART C 

This part of the questionnaire i~ tn bt: rill din respect ora specific client and in relation to the 
latest audited accounts. 

24. What ts tit' iudu ·tt · ·h · ifi ation of your client? (Please tick one) 

l ] ~ricul tu ral .... 

l I ( ommercial and CIVICCS 

[ J I· inance and in e tment 
l J Industrial and \llied 

25. For how long have you been auditors for this client (Please tick one) 

[ ] l-5 years 
[ ] 6- I 0 years 
[ ] I I - IS years 
[ ] over 15 years 

26. Kindly rate the extent to which the system of internal control was relied upon in obtaining 
audit evidence in the following areas : 

I. 
(a) 

(b) 

( 

KEY. 

To a great extent (TGE) 

To a moderate extent (T 1E) 

To a little extent (TL ~) 

ot at all (• AA) 

AL .. R ::C· lVABl.l • -\ 'D RECElP'l 
\VItcth ·r goods were dL patched without being 
invoiced 
\Vh th r good were hipped to a bad credit 
ri k cu tom r 

d nt unr cor d in th 

T 1: T 11:. TLE AA 

( ) ) ( ) ) 

) ( ) ( ) ( ) 



(g) Whether sales were invoiced but not co ted ( ) ( ) ( ) ( ) (h) Whether invoicing errors occurred ( ) ( ) ( ) ( ) (i) Whether cash sales proceed '"' r mi. appropriated ( ) ( ) ( ) ( ) U) Whether miscellaneous rcc ipts w ·rc missed ( ) ( ) ( ) ( ) 

(2) PURCI fA E , P 81 I·', PAYMENT 
(a) Whether unautholill'l g o I· v. 1 'purchased ( ) ( ) ( ) ( ) (b) Whether payabk · w 'I ·1 at ·d without receipt 

of goods ( ) ( ) ( ) ( ) (c) Whet ht:l pn ' Ill nt · " r made without proper 
·upport ( ) ( ) ( ) ( ) (d) Whether payment for non-routine purchases 
were made \vithout proper authorization or support ( ) ( ) ( ) ( ) (e) Whether liabilities were incurred without being 
recorded ( ) ( ) ( ) ( ) (f) Whether charges were distributed to improper 
accounts ( ) ( ) ( ) ( ) (g) ·whether petty cash was misappropriated ( ) ( ) ( ) ( ) (h) Whether fixed assets were acquired or disposed 
off without proper authorization or recording ( ) ( ) ( ) ( ) 

3. WAGES AND SALARIES 

(a) Whether payroll was inflated in any way ( ) 
(b) Whether employees were paid for work they 

( ) ( ) ( ) 

had not done ( ) ( (c) Whether other errors occurred in the payroll 
) ( ) ( ) 

calculations ( ) ( ) ( ) ( ) 

4. CO T RECORD A Dl VE TORY REC RD 
(a) \ hether inventory items were lost or pilfered ( ) ( ) ( ) ( ) (b) Whether inventory in production was consumed or 

wasted without being recorded ( ) ( ) ( ) ( ) (c) \Vh th r work in procc s \Va charged with items 
and never relieved ( ) ( ) ( ) ( ) (d) Whether information produced by the c st tcm 
\\as in ad quat for proper control ( ) ) ) 

5. '1 • 'I 11-:. 'l Ll:. AA 

) 



(e) 

(f) 
(g) 

(h) 
(i). 

G) 

(k) 

significant changes in internal controls 
Whether there were any area wher lack or 
competence on the part ofnn. cmplo ' CC all'ectcd 
significantly the system or intcrn·ll ntrols 
Whether recorded tran a ti ns '·i t d 
Whether recorded tran n ·tinns' r tat 'd 
at the correct amounts 
Whether transaction· '' 'I ' 11 p rly classified 
Whether trnnsu li n · '' r' pr petly recorded 
in the COITC ·t date 
Whether trnn ·a ti n ' ere prope1ly included in 
the master tile and correctly summarised 
Whether tran ·actions that existed were recorded 

( ) 

( ) 
( ) 

( ) 
( ) 

( ) 

( ) 
( ) 

( ) ( ) ( ) 

( ) ( ) ( ) 
( ) ( ) ( ) 

( ) ( ) ( ) 
( ) ( ) ( ) 

( ) ( ) ( ) 

( ) ( ) ( ) 
( ) ( ) ( ) 

27. State the relative importance of the following factors in your risk assessment process in respect of this client (please tick one in each category) 
KEY : Very important (VI) Important (I) Relatively important (Rl) 

Not important (NI) 

VI l Rl 

(a) Internal control environment 

(b) Nature of the business 

(c) Nature of the products 

(d) Management structure 

(e) Changes in the business 

(f) Results of previous audits 

g) Cli nt ' motivation e g receipt of 
bonus based on pmfits 

h Integrity of management 

I n routine tran action 

·1 tan , ti n with r I, t d J arti 

k Lik lih m n i I fl ilut 

II K ( U I 01 Ol R < 0 - Pl.Rt\ ll 

7 

Nl 



Appendix 4 

Q UOTED CO MP IF~ BY l NO TRIAL GROUPINGS AS AT 30111 APRIL, 2000 
A. AG RI C'll l TU R \I 
I. 1!1\l\ll-.l' llo11d 1-,l'll\ 1 I II> 
2. I ~uuguds 
3. l't·u Vipin '\l Pltllllllllll 

.t, lhclH {itllliJ l . ld 

llt.:\ll g · \\'tlll.tn~con Kcll) a LTIJ 
6 K.ui-.UZI 1, '['1) 

7. K.q ·h )lU:t l'ca co. LTD 
~ l im uru Tea 
9 Sus11u l'c<~ and Collcc LTD 

13. C0fvl},.1ERCIAL & SERVICES 
I 0. African Lal-.cs corp 
I I Car & General 
12 Express Kenya I ,tJ 
13. llutching 13icmcr Ltd 
14. A. Baumann & Co. Ltd 
15. African Tours & I lotcls I .td 

16 CMC Holdings 
17. Kenya Aimays LTD 
18. Lonrho Motors 
19. Marshalls (E. A) LTD 
20 Nation MeJia Group 
21 Pearl Dry C leaners 

22 Standard Newspapers 
23 Uchum1 upcrmarkct 
2-1 . TPS (Serena) LTD 

INDUSTRIAL & ALLJED 

25 Athi Ri\'cr Mining 
20. BAT Kenya Linuted 
27. Bamburi Cement LTD 
2R. BOC Kenya LTD 
29 Cmbacid ln\'cstmcnts Ltd 
30. Cro\\ll Uc1 g.cr tK) LTD 

I E.A Cable 
2 E.A Packuging lndu. tries 
3 I ~ A Portltnd 

'o 

71 



40. Total Kenya Ltd 
41. Kenya Orchards Ltd 
42. Dunlop Kenya Ltd 

C. FINANCE & INVE Tl\1 NT 
43 . CFC f3ank 
t!4 . !lousing Fltltlth:c ' tllllp m, or I' •nya I .td 
tiS . I .C. D.C lnwslllll'llls 'n I ,'I' I) 
tJ(, , .lttbilcc lttstuuttn· 
' 17. Kctt)tt (\>nlllll't ·wll3anl\ 
•IK Nutil>twlll,Htl.: \ tr Kenya 
•J() J'Ut1 J't IC·l )IISilf<lliCC 

511. 'Hy Tru'l Ltd 
. I . llut ·lms Han!-- oi'Kcny<t 
- ~ Diamond l'ntsl lla tt!-- (K) Ll<.l 
53 NIC Bani-. ltd 
5·1. Slan<.lard Chntlcnxl 13ank (K) Ll<.l 

AUDITORS 
(I) Price water house Coopers 
(2) Dclloille and Touche 
(3) KPMG Peatmarwick 
( 4) Ernst and Yow1g 
(5) Bellhouse Mwangi 
(6) Gill an<.l Johnson 
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APPENDIX!>:: FORMULAE 

{.Qi - Et)_: or X 2 

Ei 1 J 
lJ 

Where 01 is obs~rvcd lllllllb ' 1 t I' ·asc categorized in the ith category 
Ei is~ p' ·t 'd lllllll '1 rca 'CS in the ith category under Ho 
l th' lllllllb 'I ( I' at 'gories 

Decision Reject null h 'I othcsi if' computed X2 exceeds critical x2 

i i) z 

Where (u 1 - u2) is the difference between the population means 

x1 - sample mean of first sample 
x2 - sample mean of second sample 

S 1
2 and S 12 - Respective standard deviations 

n 1 and n2 - size of samples 

Decision . Reject null hypothesis if computed Z exceeds critical z 

iii) T = ~l - x1l.=J!1 - ul)2 

.YCnt:l.US1 2
} ± .. (n2= 1} S22 

- -
11) + 112 -2 

Decision Reject null hypo the i if computed t exceed critical t. 
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APPENDIX 6 

Agricultural Finance and Investment 
1 2 3 4 5 6 1 2 3 4 5 6 7 

1 F L F L F L 1 L L L F L L L 
2 A A A A A A 2 Fl Fl Fl Fl Fl Fl Fl 
3 >15 >15 >15 >15 >15 >15 3 15 15 15 >15 >15•15 >15 
4 y y y y y y 4 y y y y y 
5 AM CIA ICM AM lAM CIA 5 ···'"' 1111 t:ll 1/t 11 ill111111111 ICIII 
6 MD ro MD MD~D&B FD I h holt' Hillel 'tl/llk llld co ll tnd/111 

7 3 3 4 J 2 J I 0 30 G 3 4 
9a 1 1 2 1 1 1 tl,, 4 13 I 2 
9b 1 1 1 I 1 ll 1 I 8 2 
c 2 1 2 
d cl 1 3 2 
0 4 
f r 

g g 
h h 3 
I I 
j j 
k k 
I I 

m m 
n n 
0 0 

10 y y y y y y 10 y n y y y y y 
11 n n 11 y n y 11 n y n n y y y 

12a 12a 
b b 3 3 
c c 3 3 2 
d 2 d 1 2 3 
e 1 2 2 e 2 4 1 
f 3 1 1 2 1 r 4 1 18 2 2 3 

13 f vf r r vf r 13 vf f r r f r vr 
14 d d b b b b 14 b b 111 b d b b 
15 n 5 5 5 a 5 15 a s s 5 s s 5 

16 e ve e e e ve 16 e se ve e ve e ve 

17 I f r 0 f 0 17 0 0 f 0 0 0 0 

18a X X X X 18a X X X X X 

b b X 

c c 
d X X d X X 

e e X 

f X X X r X X 

g X X X X X X g X X X X X X 

h h ). 

X X X X X X X X X X X 

j X X X X j X X X 

k X X k X 

I I X 

m X X X X m X X X X X 

n X n X X X X 

0 X 0 

p X p X 

q X X X X q X X X X 

r X 

s s 
I 1 X X X 

u u 
y X X X X 

X w X X 

y 
z 

X bb 

y 19 n 
b 20 b b 

21 
d 22 
n n 23 .. 



1 
1 L 
2 lA 
3 >15 
4 y 
5 am 
6 d 
7 4 

9a 1 
9b 

c 
d 
0 

r 
g 
h 
I 
j 
k 
I 

rn 
n 
0 

10 
11 

12a 
b 
c 
d 
e 
r 

13 
14 
15 
16 
17 

18a 
b 
c 
d 
e 
r 

9 
h 
I 
j 
k 
I 

m 
n 
0 

p 
q 
r 
s 
l 

u 

2 

y 
y 

1 
3 
r 
d 
n 

sa 
I 

X 

X 

X 

X 

X 

X 

X 

X 

b 

2 
F 

lA 
>15 

y 

APPENDIX 6 Contd 
Industrial and Allied 

3 4 5 6 
F F F F 

lA lA lA lA 
>15 >15 >15 >11 

y y y y 
cia icrn 
co md 

Olll (1 

fd nd&B 
3 4 

lllll 

ld 
2 
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2 4 
1 2 
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1 

r 
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s 
8 
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X 
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X 

X 

b 

y 
y 

1 
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vf 
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s 
8 

0 

X 

X 

X 

X 

X 

X 

b 

1 I 

n 
y 

r 
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n 

sa 
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X 

X 

X 

X 

X 
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X 
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n 
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2 
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sa 
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)( X 

11 

u b 
n 

X 

X 

X 

X 

X 

X 

10 11 
L L 

lA lA 
1 15 

y 
ll'lll 

md md 
8 G 

4 
? 

2 

y y 
y n 

2 
1 
2 2 
1 1 
2 2 
r vr 
b m 
s s 

VB 8 
o r 

X 

X X 

X X 

X X 
X 

X X 

X 

X 

7 

1 
1 F 
2 cs 
3 • 15 
4 y 
5rcm 
G fd 
7 2 

9a 
9b 

c 
cJ 
0 

r 
g 
h 
I 
j 
k 
I 

m 
n 
0 

10 y 
11 y 

12e 
b 
c 
d 
e 
r 1 

13 r 
14 b 
15 s 
16 8 

17 0 

18a x 
b 
c 
d 
e 
r 

[J X 
h 
I 
j 
k X 
I 

m x 
n 
0 

p 
q X 
r 
s 
l 

U X 
v 

w 

1 

y 
z 

20 w 
21 
2 
23 

2 
L 

cs 
>15 

y 
rln 
ac 
6 
1 
3 

y 
y 

3 
3 

IJ 
s 
8 

0 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

y 
b 

n 

Commercial and Services 

3 
F 

cs 
>15 

y 
Ia 
fd 
3 

2 

II 

n 

rn 
s 

se 
I 

X 

X 

X 

X 

X 

X 

X 

X 

X 

11 

w 
n 

4 
L 

cs 
>15 

y 
gla 
gld 
10 
1 

8 

y 
y 

1 
3 
6 
r 
b 
s 
8 

r 

X 

X 

X 

X 

X 

X 

X 

)( 

5 
L 

cs 
>15 

y 
gfa 

grnd 
3 
1 
2 

y 
y 

3 
vr 
b 
s 

VB 

r 
X 

X 

X 

X 

X 

X 

X 

)( 

X 

X 

b 

6 
L 

cs 
>15 

y 
arn 
rnd 

7 
1 
3 

3 

y 
y 

1 
1 
2 
3 
vi 
rn 
s 
e 
f 

X 

X 

X 

X 

X 

X 

X 

y 
b 

7 
L 

cs 
>15 

y 
arn 
md 

3 
1 

2 

y 
y 

2 

r 
b 
s 
e 
0 

X 

X 

X 

X 

• 
X 

n 

8 
F 

cs 
>15 

y 
arn 
ac 
4 
2 
2 

y 
y 

4 
vf 
d 
s 

VB 
I 

X 

X 

X 

X 

X 

X 

X 

b 

d 

9 
L 

cs 
>15 

y 
am 

ld 
5 
2 
1 

2 

n 
n 

1 
4 
r 
b 
s 

ne 
I 

X 

X 

X 

X 

X 

X 

X 

)( 

y 
I 

• 



Appenmx tl 

AGRICULTURAL SECTOR COMMERCIAL & SERVICES 
1 2 3 4 1 2 3 4 5 6 7 25 a a a a 25 cs cs cs cs cs cs cs 26 <10 <10 <10 <5 26 <10 < 10 <10 <5 <5 <10 <5 

271 sum 11ean stdev 271 sum mean stdev a 2 4 1 1 8 2 1 .414 [] 2 3 4 2 2 0 4 17 2.43 1.4 b 2 2 2 1 7 1.8 0.6 b 3 3 4 2 2 0 4 18 2.57 1.4 c 1 4 2 2 9 2.3 1.268 c 4 3 4 2 2 1 4 20 2.86 1.21 d 2 2 2 1 7 1 8 0.6 d 3 4 3 2 2 2 3 19 2 .71 0.76 0 2 4 1 1 6 2 1 41 0 3 4 3 2 2 2 3 19 2 .71 0.76 r 2 4 I 1 0 2 1 14 r 3 3 3 2 1 2 3 17 2 .43 0.79 g 2 3 1 1 7 tO 0. 57 g 3 3 4 2 1 1 4 18 2.57 1.27 h 2 4 1 1 0 2 I. 1 h 4 4 4 2 2 1 4 21 3 1.29 I 2 4 2 1 g 1.258 I 4 3 3 2 2 3 18 2.57 0.98 j 2 4 2 1 9 2 1.268 j 3 1 4 2 1 1 3 15 2 .14 1.21 19 35 15 t t 80 20 10 .62 32 31 36 20 16 12 35 182 26 9.78 

272 272 
a 3 4 1 1 9 2.3 1 6 a 3 4 3 2 2 2 4 20 2.86 0.9 b 3 4 2 1 10 2.5 1 291 b 3 4 3 2 1 2 4 19 2.71 1.11 c 1 4 2 2 9 2.3 1.258 c 4 4 3 2 2 2 3 20 2.86 0.9 d 1 4 1 2 8 2 1.414 d 4 3 3 2 2 2 4 20 2.86 0.9 e 1 3 1 2 7 1.8 0.967 e 4 3 3 2 2 2 3 19 2.71 0.76 r 1 3 2 2 8 2 0.816 r 3 3 3 2 1 2 4 18 2.57 0.98 g 2 4 1 1 8 2 1.414 g 4 3 3 2 1 2 3 18 2.57 0.98 h 2 2 1 1 6 1.5 0.677 h 4 4 3 2 2 2 4 21 3 1 14 28 11 12 65 16 7.932 29 28 24 16 13 16 29 !55 22.1 6 .96 

273 273 
a 1 4 2 1 8 2 1.414 a 3 4 3 2 2 1 4 19 2.71 1.11 b 1 4 1 1 7 1.8 1.5 b 4 4 3 2 2 1 3 19 2.71 1.11 c 1 2 2 1 6 1.5 0.577 c 2 3 3 2 2 2 3 17 2.43 0.53 3 10 5 3 21 5.3 3.304 9 11 9 6 6 4 10 55 7.86 2.54 

274 274 
a 2 4 2 1 9 2.3 1.258 a 3 4 3 2 1 2 4 19 2 71 1.11 b 2 4 2 1 9 2.3 1.258 b 4 4 3 2 2 3 n 18 2 .57 0.89 c 2 0 0 3 0.8 0.957 c 4 3 3 2 1 2 n 15 2 .14 1.05 d 1 2 1 1 5 1.3 0.5 d 3 3 3 2 1 2 4 18 2 57 0.98 7 10 6 3 26 6.5 2.887 14 14 12 8 5 9 8 70 10 3.42 

275 275 
a 2 4 4 2 12 3 1.155 a 4 4 3 2 2 2 4 21 3 1 b 2 3 2 2 9 2 .3 0.5 b 4 3 3 2 2 2 4 20 2 86 0.9 c 1 3 2 2 8 2 0.816 c 3 3 3 2 2 2 4 19 2 .71 0.76 d 2 4 3 n 9 2 .3 1 d 3 4 3 2 3 2 3 20 2 86 0.69 e 3 4 4 3 14 3.5 0.577 0 3 4 3 2 4 3 4 23 3 29 0.76 r 3 4 3 n 10 2.5 0.577 r 4 4 4 2 3 3 4 24 3 43 0.79 g 4 3 3 4 14 3.5 0.577 g 4 3 4 2 3 4 3 23 3 29 0.76 h 3 3 3 4 13 3.3 0.5 h 4 3 4 2 3 4 4 24 3 43 0.79 I 3 3 2 4 12 3 0.816 I 3 3 4 2 4 3 3 22 3 ,14 0.69 
J 4 4 3 4 15 3.8 0.6 J 3 3 4 2 4 4 3 23 3 29 0.76 k 3 3 4 4 14 35 0 .577 k 3 4 4 2 4 3 4 24 3 43 0.79 30 38 33 29 130 33 4 041 38 38 39 22 34 32 40 243 34 .7 6.29 

28 28 
a 4 4 4 4 16 4 0 a 4 4 4 4 4 4 4 4 0 b 4 3 3 4 14 35 0.677 b 2 3 2 4 4 4 4 3 29 0.96 c 3 3 4 3 13 33 06 c 3 3 2 3 3 3 3 2 86 0.38 d 3 4 4 15 38 05 d 4 3 4 3 2 3 4 3 29 0.76 e 3 1 3 3 10 25 1 2 4 3 4 2 3 1 2 71 1.11 f 2 3 3 2 10 25 0.677 3 4 4 4 3 2 4 3 43 0 .79 g 2 1 2 3 8 2 0 818 3 3 4 3 2 3 3 3 0 58 h 3 4 3 4 14 3 0 677 h 4 4 4 4 4 0 I 1 4 13 33 1. I 3 2 2 3 3 3 3 0 49 I 4 4 1 35 1 I 2 3 3 4 0,79 3 3 2 4 12 3 0 81 4 3 4 0 3 1 33 38 5 1 
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Appendix 8 

INDUSTRIAL & ALLIED 
1 2 3 4 

25 Ia Ia Ia Ia 
26 <10 <5 <5 <10 

271 
a 3 2 2 2 
b 4 3 2 2 
c 4 3 3 2 
d 2 2 3 2 
0 2 2 3 3 
f 3 2 3 3 

g 3 3 2 3 
h 3 3 2 3 
I 3 3 3 3 
J 2 3 2 

20 20 25 0 

272 
(l 3 
b 3 

2 3 
2 3 

:J 
2 
2 
3 
3 
3 
2 
2 

c 3 3 3 
d 3 
0 3 
f 3 

g 3 
h 3 

3 2 
2 2 
3 2 
3 2 
2 2 

24 20 19 20 

273 
a 2 2 2 3 
b 2 3 3 3 
c 2 2 3 3 

6 7 8 9 

274 
a 3 3 3 3 
b 3 2 3 2 
c 3 2 2 3 
d 3 3 2 3 

12 10 10 11 

275 
a 2 3 
b 2 3 
c 2 2 
d 2 2 
e 2 3 
f 2 3 

g 2 3 
h 2 2 
I 2 2 
j 2 3 
k 2 3 

22 29 

28 
4 4 

b 3 3 
c 3 2 
d 3 3 
e 2 2 
f 3 3 

g 3 2 
3 
2 
2 
3 
1 

3 3 
3 3 
3 2 
2 2 
2 2 
2 3 
3 2 
2 3 
2 2 
3 3 
3 3 

28 28 

4 
3 3 
4 3 
3 3 
2 2 
3 3 
3 3 
3 3 
2 

3 

5 6 
Ia ia ia 

<5 <10 <5 

3 2 
3 4 
4 3 
3 3 
2 
1 2 
2 2 
4 2 

2 G 

2 I 
1 1 
4 2 
4 3 
2 3 
2 3 
3 3 
1 2 

19 18 

2 3 
2 2 
3 1 
7 6 

4 2 
2 2 
3 2 
4 3 

13 9 

2 1 
4 3 

3 
3 3 
3 2 
3 3 
2 3 
1 1 
1 3 
1 2 
2 3 

23 27 

4 4 
2 3 
3 2 
2 3 
3 2 
2 4 
2 4 
2 3 
2 2 
2 2 
3 
7 3 

FINANCE & INVESTMENT 
7 12 3 4 56 

25 Fl Fl Fl Fl Fl Fl 
26 <tO <10 <5 <5 <5 <10 

ld v 271 
1 0.69 N N N N N N 
2 0.9 b N 3 3 N 4 N 
2 0.016 c N 2 1 N 2 N 
2 2 4 0 636 d 2 4 3 2 4 2 

2 0 636 0 3 4 3 2 3 2 
4 0 767 f 3 4 2 2 3 3 

I 1 2 0.766 g 3 3 2 3 4 3 
3 20 2.9 0.69 h 2 3 3 2 4 2 
2 20 2 9 0.69 I 2 3 2 3 3 3 
4 20 2.9 0.69 J 3 3 4 4 3 2 

184 2B 2.138 18 29 23 18 30 17 

2 16 
2 14 
3 20 
2 20 
4 19 
2 18 
2 18 
3 15 

20 140 

272 
2.3 0.756 a 

2 0.816 b 
0.69 c 
0.69 d 

0.766 9 

0.636 f 
0.635 g 

29 
29 
27 
26 
2.6 
2.1 0.69 h 
20 1.915 

273 

3 
4 
3 
2 
3 
4 
3 
2 

24 

3 
2 
3 
2 
3 
4 
4 
2 

23 

2 
2 
3 
2 
4 
4 
3 
3 

23 

2 
2 
2 
3 
4 
3 
3 
2 

21 

3 
3 
3 
2 
3 
4 
2 

21 

4 
4 
4 
3 
2 
3 
2 
3 

25 

2 16 2.3 0.488 a 3 2 2 
4 4 
3 3 
9 9 

2 3 3 
3 3 4 
4 2 2 
9 8 9 

2 17 2.4 0.535 b 4 
2 16 2.3 0.756 c 3 
6 49 7 1 .165 1 0 

274 
3 21 3 0.577 a 
1 15 2.1 0.69 b 
3 18 2.6 0.535 c 
2 20 2.9 0.69 d 
9 74 11 1.612 

3 17 
275 

2 4 0.787 a 
2 20 
3 16 
3 17 
3 17 
2 18 
2 17 
2 13 
1 13 
2 16 
2 18 

25 182 

4 28 
4 21 
3 20 
3 20 
3 
4 
3 
3 
2 
3 
2 

34 

2 9 0.69 b 
2 3 0.756 c 
2 4 0.535 d 
2.4 0.535 9 

2.6 0.535 f 
2 4 0.535 g 
1.9 0.69 h 
1.9 0.69 I 
2 3 0.756 j 
2.6 0.635 k 
26 2.708 

0 0 

0 577 b 

77 

28 

4 4 
3 3 
N N 
3 3 

10 10 

3 
2 
2 
4 
4 
4 
3 
2 
3 
4 
3 

34 

4 
3 
1 
3 
3 
4 
3 
3 
2 
4 
3 

33 

2 3 
3 3 
N N 
3 2 
8 8 

4 
2 
1 
3 
3 
3 
4 
2 
2 
3 
3 

30 

4 
1 
1 
4 
4 
3 
3 
3 
3 
3 
4 

33 

3 
4 
N 
2 
9 

3 
1 
2 
4 
4 
3 
4 
2 
3 
2 
3 

31 

2 
3 
N 
2 
7 

2 
2 
1 
4 
4 
4 
4 
2 
2 
3 
4 

32 

4 4 3 4 4 4 
3 4 4 3 3 3 
1 2 2 1 2 
3 3 2 2 4 3 
2 2 1 3 2 2 
4 4 2 3 3 2 

2 2 1 3 4 
3 2 2 2 3 4 

4 3 3 4 3 
4 3 3 2 

4 3 3 4 4 
4 

7 8 9 
Fl Fl Fl 

<5 <5 <10 
sum mean stdev 

N N N 0 0 
N 2 2 14 1.56 0.83666 
N 3 2 10 1.11 0.70711 
4 3 3 27 3 0.86603 
3 3 3 26 2.89 0.60093 
4 3 4 28 3.11 0.78174 
2 2 3 25 2.78 0.66667 
3 2 2 23 2.56 0.72648 
2 3 4 25 2.78 0.66667 
3 3 2 27 3 0.70711 

21 24 25 205 22.8 4.73756 
0 
0 

4 3 2 26 2.89 0.78174 
3 3 2 25 2.78 0.83333 
4 4 3 29 3.22 0.66667 
2 2 2 20 2.22 0.44096 
3 3 3 28 3.11 0.60093 
3 3 4 32 3.56 0.52705 
2 3 2 24 2.67 0.70711 
2 1 2 18 2 0.70711 

23 22 20 202 22.4 1.5899 
0 
0 

2 4 3 24 2.67 0.70711 
4 4 3 33 3.67 0.5 
2 2 3 24 2.67 0.70711 
8 10 9 81 9 0.70711 

0 
0 

2 3 3 26 2.89 0.78174 
2 3 4 28 3.11 0.60093 
N N N 0 0 
3 2 2 22 2.44 0.52705 
7 8 9 76 8.44 1.13039 

0 
0 

3 3 4 30 3.33 0.70711 
1 2 2 16 1.78 0.66667 
2 2 1 13 1 44 0.52705 
2 3 4 31 344 0.72648 
2 3 4 31 3.44 0.72648 
2 2 3 28 3 11 0.78174 
3 3 2 29 3 22 0.66667 
3 3 2 22 2 44 0.62705 
4 3 3 25 2.78 0.66667 
2 2 3 26 2 89 0 78174 
4 2 2 28 311 0.78174 

28 28 30 279 31 2.17945 
0 
0 

3 4 4 3·1 3.78 
4 4 3 31 3 44 
1 2 2 
3 4 2 
1 3 3 
4 2 3 
2 1 1 
3 2 2 
4 3 
4 3 .. 
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/II'P[I IDIX 10 
RelAtive lmportnncn of various risk ind1coto1 s 
Risk indicator 1\q C&'l IM r &I 111('131\ sldov Internal control onvironmnnt I 4 4 4 3 7(1 :U)45 0.11 Nature of business :15 ;l~) 3 3. 44 3.3075 0.2232 15 Natlllo of p1otlucts 2liG 2 86 I 56 2.G325 0.7382!i0 M;mrtgomenl st1uclu1 o :-1. :? OG 2.nn 3 1975 0.'1172•13 Ch::mgc'l in huo;inr• ,o; 

' /1 ) ?9 2 11 2 11025 0 259663 l~r c. 111i ~ of p!OVI0\1'- iHJthts I 1.1 1 14 J 3 0175 0300705 Clionl' 11 IIIOI1vn llnn "> flO I tl') ? •I:Jl!i 0 C>7:13 1G lntrtonty of lllflllnll''"lfllll ,., 4 ') 2 f~G :1 26!3 0.622549 Nono lt>ullnr h fllt'•ill.liOil ' , t, ~~~ ;.> 14 3 44 2 ll05 0 505064 Rolnlf'd pa1ly t1 an• •at llt>n I' 14:1 ) !i7 322 3 10 0.4237 14 
l.1kollhood ()f '"""" ' I f •1hu :1 l :>7 2 71 3.67 :1 .2375 0.4!39004 

Mt•.Hl I !•90!10!} 1 ?!l')()!)!)<J ? 05/21?.1 2 0600000 3.040 1304 0.436437 
Sl<h•~ 0 ·I ·1:? 0 4'•4\>00/ 0 4fll3!i?OI 0 740(1505 0.445444 I U. 107!124 

1\PI'UIDIX 7 
1 O!' lill fl 1f lht•lo io.. "' ,,,fl,:unl d<ffr• nco In ""'!lllllh of Internal ;wd<l d1•parlmonts 

llg C.\S F& l 1&/\ SU 111 
AVOinfiO staff munl"'r 3 4 70 8 57 3 02 20.17 

b 4 7932117 4 9445039 5 64 42303 4.788054 20.17 
c 0.6708672 0 0054731 1.5166157 0 1957222 2.380678 1 

avemgc ~t<>ff quahficahon 594 5 G3 5 92 5.31 no 
b 5 4 I 0.?.006 5 'i00/2G 611101909 5 -1173 76-1 ?20 
c 0 0502500 0 0002974 0 0331027 0.0019365 0.0856173 

average sl;off experience 2 94 4 72 477 4.62 17 05 
b 4 0517729 , 1796625 4 7711516 4.047-1131 17.05 
c 0 3050013 0.0008536 2 779E -07 0.0010030 0 455919 

ave• aga 01 g;mizallonal slalus 1 077 0 OG 0 .02 3 45 
b 0 0198602 0 8457382 0 0054236 0 010970 3.45 
c 0 0395003 0 0067826 00115122 1 275E-OG 0 0570764 

ave< agf'l audtl qu::~hl y 1 33 1.5!3 1 43 1 27 !3 58 
b 1 3260340 1.3678895 1.56 14670 1 3246079 5 50 
c I 186E-05 0 0242448 0 0110689 0 00225 13 0.0375768 

aver aye staff relations 4 67 4.33 4 28 4 73 1801 
b 4 2799079 4 4149983 5 0397912 4 2753026 1001 
c 0 0355549 0 0016364 0 114!3449 0 048359 1 0.2000954 

<IVC'"'90 prOfO'l"IOn:>l pror.CICI1Cy 2 ~2 1 33 1.3 1 55 64 
b 1 520'JCXJ 1 1 568!Xl56 1 790'Jl08 1 5192636 6.4 
c 0.3213496 0 03133794 0 1345742 0 0006218 0 4CJ2025 

cxle111 of aud<t lesls 3 33 2 89 329 2 73 1? 24 
b 2 9087214 3 0005319 34251551 2 0055915 12 24 
c 0 001015 0 0040717 0 0053332 0 0100114 0 0010.!13 averaqn scope or work 1 67 1 78 100 1 64 G 9~i 
h 1 6516025 f 1037334 1 0441\30') 1 !W)O;I'i3 695 
c 0 0002049 0 lXl3414 0 003700!) 5 051E 05 0 0073/84 

a~c>r:lgO knowh><lgcabrloty 1 78 098 0 55 13G 4 67 
b 1 1097018 1 1440108 1 3008190 1 1085876 4 67 
c 0 4047574 0 0237761 0 <1'382970 0 0570169 0 9237 88 

27 00 28 76 32 81 27 05 117 2 
27 88 ?1\ 76 7 83 27 8'i 117 32 

I M86517 0 17 ,qn 2 2r.Mo~o7 0397''0;>7 4 730'1' 4 

IlPPE NUI 7 
lndu 1 classrfi lion affocls erlar I of re on 1n1orn I C01tlrol5 

Jig C&S fA I 
2 28 

2 7 .. 78129 
0 


