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ABSTRACT
Internal Audit departments that have adopted Risk Based Audit (RBA) have been

envisaged as key in achieving proper management of financial and non-financial resources
in public sector. Nevertheless, not much is known on how Risk Based Audit factors have
contributed towards the performance of Internal Audit departments. This study sought to
evaluate Risk Based Audit factors affecting performance of internal audit departments in
public sector. The specific objectives were to determine: the extent in which the listed
RBA factors have been applied in Internal Audit in public sector, the level of performance
achieved by Internal Audit in public sector and the effects of RBA factors on performance
of internal audit in public sector. The study adopted cross-sectional survey research design
to achieve the objectives. The study employed a census of all the 36 district Internal Audit
units in central government and 20 internal audits in local authorities in South Rift, Rift
Valley province. Primary data was collected from the study respondents using structured
questionnaires administered by the researcher. Data was analyzed with the help of the
Statistical Package for Social Sciences (SPSS) computer software. Descriptive statistics
such as mean, median, mode and percentages were used to analyze and present the data.
Correlation analysis was used to analyze the relationship of variables. Results from data
analysis support the following key findings; RBA factors has been moderately applied in
internal audit in public sector within South Rift region; the overall internal audit
performance in terms of Timeliness, Cost, and auditee demands was generally high, the
RBA factors are positively correlated to and significantly influenced internal audit
performance; and external factors such as the Government Regulations and Professional
Standards had some influence on internal audit performance in public sector. This study
recommended the need to strengthen particular aspects of RBA in the internal audit in
public sector; effective application of RBA factors in order to achieve measurable
improvement in the internal audit performance and address the influence of external factors
such as the Government regulations and Professional Standards on performance of internal

audit in public sector.
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CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

For most of its history, internal audit served as a simple administrative procedure comprised
mainly of checking documents, counting assets, and reporting on past events to various types of
management. It began as a one person clerical function that consisted primarily of performing
independent verification of bills before payment (Walter & William, 1991). These approaches to
internal auditing are the so-called “control-type”, compliance-based and control-based
approaches. These approaches are the old, traditional ways of auditing, usually long and time-
consuming, using an extremely high number of samples (if not 100 percent), based on gut-feel or
intuition of the auditor, which often lead to adverse and counterproductive relationships with the

auditees (or audit customers), (Walter & William, 1991).

Over the years, internal auditing has evolved into a highly professional activity that extended to
the appraisal of the efficiency and effectiveness of all phases of a organization’s both financial
and non-financial. In recent times, a combination of forces has led to a quiet revolution in the
profession (Walter & William, 1991). The issues of globalization, transparency, integrity and
improvement of government service delivery increase the need for governance and
accountability. Consequently, this phenomenon leads the interest to internal audit function in
organizations. Dittenhofer, (2001) and Goodwin, (2004) argued that internal auditing is emerging
as an important component of management and a governance mechanism both in private and
public sectors. Internal audit helps an organization accomplish its objectives by bringing a
systematic, disciplined approach to evaluate and improve the effectiveness of risk management,

control and governance processes” (IIA, 2001)

As companies or organizations grow and evolve in today’s rapidly changing business
environment, they continuously face new sets of risks and challenges. To help executive teams
address these changes, internal audit departments can no longer afford to employ traditional audit
approaches. Internal audit teams need to be flexible and innovative in their approach by utilizing

their resources to focus on the critical areas of the business (e.g. higher risks), (Szpirglas, 2006).



New demands from the board, executive management and regulators, have triggered a shift in
“ocus beyond regulatory compliance issues (Colbert & Alderman, 1995). In this environment, the
mdustry leaders recognize the need for internal audit to play a larger role in the organization —
one that expands on its historic focus on value preservation (control focus) to encompass

activities related to value creation (performance focus), (Gramling et al, 2004).

Some organizations have criticized internal auditing for being too focused on the past (COSO,
2004). This characterizes the internal auditor as one who renders advice and recommendations
based on examinations of the historical transaction record and the historical operation of the
mnternal control system. To extend more value to clients and the organization, internal auditors
must shift their focus from the past to the future. If the auditor focuses on risks, the audit is more
likely to address the full range of issues that concern management. For most auditors, the shift
will be subtle. Instead of identifying and testing controls, the auditor will identify risks and test
the ways management manages those risks (Funston, 2003). The majority of risk management
techniques will still involve controls; but the auditor will test how well are these risks being
managed rather than are the controls over these risks adequate and effective. Controls

themselves do not necessarily guarantee success.

The Risk-Based Audit (RBA) is the latest “best practice” in the evolution of internal auditing,
aimed at maximizing the impact of audit by focusing on the major strategic, regulatory,
reputational, financial and operational risks factors that confront an organization (Griffith, 2006).
This approach targets high risk areas and helps the auditors achieve maximum value for the
organization from their efforts. It involves challenging existing structures and processes to
identify areas for improvement and propose value-adding changes to the organizations,
(Riverback, 2000). This approach is not an option; rather, RBA is mandated by the Institute of
Internal Auditors’ (IIA) International Professional Practice Framework (IPPF), which covers the
International Standards for the Professional Practice of Internal Auditing (ISPPIA) or the

Standards.

Risk Based Internal Audit identifies, measures, and prioritizes risks so that focus is placed on the

auditable areas of greatest significance. In individual audits, RBA identifies the most important



areas within the audit scope. RBA allows the auditor to design an audit program that tests the
most important controls, or to test the controls at greater depth or with more thoroughness (Hass
et al, 2006). Instead of looking at the business process in a system of internal control, the internal
auditor views the business process in an environment of risk. An audit focusing on risk adds
more value to the organization than an audit focusing only on controls (Marks, 2001; Spira and

Page, 2003).

Major institutions with hundreds of transaction controls have lost hundreds of millions by failing
to understand the risk that some traders may not enter all of their commitments and transactions
into the system. Each control added to the system costs more resources to operate. If auditors
continue to audit and recommend new and strengthened controls without removing any, the
weight of these controls will drag the business process down, (Koutoupis, 2006). Achieving
superior management of public resources would greatly depend on the performance of internal
audit function. Internal audit contributes to a good control environment by assisting management
in monitoring the effectiveness of other control policies and procedures. The objective of internal
auditing is to assist members of an organization in the effective discharge of their responsibilities
(Banham, 2004). Internal audit helps an organization accomplish its objectives by bringing a
systematic, disciplined approach to evaluate and improve the effectiveness of risk management,

control and governance processes” (IIA, 1999a)

1.2 Statement of the Problem

Risk Based Audit is a new approach adopted by internal audit departments in public sector
organizations with a view to improve performance. Research undertaken has established a
positive link between RBA factors and performance of internal audit departments Kunkel,
(2004), COSO (2004). RBA has been implemented by internal audit department in the public
sector to improve performance by shifting the function from control activity to one that
contributes effectively to managing risk and achieving wider organizational goals, (GOK, 2005).
However, the extent to which risk based audit factors have influenced performance of internal
audit in public sector has received little research attention. This study therefore, sought to
evaluate the effects of RBA factors on performance of Internal Audit departments in public

sector in South Rift.



1.3 Purpose of the Study

The purpose of this study was to evaluate Risk Based Audit factors affecting performance of
internal audit departments in public sector within the south rift region of Rift valley province,

Kenya.

1.4 Research Objectives

The broad objective of this study was to evaluate Risk Based Audit factors affecting performance
of internal audit departments in public sector within the south rift region of Rift valley province,
Kenya.
The specific objectives included:
i. To determine the extent to which the listed RBA factors have been applied in
Internal Audit in the public sector
ii. To establish the level of performance achieved by Internal Audit in the public sector
iii. To determine the effect of RBA factors on the performance of Internal Audit in the

public sector.

1.5 Research Questions

i.  To what extent has RBA factors been applied in Internal Audit departments in the
public sector?
ii. ~ What is the level of Internal Audit department performance achieved in the Public
sector?
1. What is the effect of RBA factors on the performance of Internal Audit in the public

sector?

1.6 Significance of the Study

The study results may be useful for proper planning and decision-making in public sector and
improve effective performance of internal audit in public sector in Kenya and most importantly
achieving vision 2030. The Ministry of Finance may use the study results in policy issues that
may be aimed at improving effectiveness of internal audit which would ensure proper
management of public funds. The internal audit function may use the results of the study in
providing appropriate services to government departments within the districts and éouncils,

hence promoting effectiveness in management of public resources.



#BA, according to best practices provides assurance that business risks are identified, evaluated
and treated in a consistent and continuous way. The system of internal controls and the ongoing
management monitoring activities over internal controls are well designed and operate
siiectively, efficiently and economically in managing those risks according to directions
provided (or approved) by the management or board of directors. This ensures the timeliness of
zudit assignments and audit reports and proper use and allocation of resources to audit

assignments.

furthermore, this study was significant because it allows for identification of the concept and
framework of RBA factors that takes into account the nature of work and environment of the 1A
m public sector. The study findings also generated awareness in public organizations on the
importance of having adopted RBA framework as a vehicle to effective performance of Internal
Audit function. The findings of this study added to knowledge and understanding of the subject
of Risk Based Audit and its application by public sector. The study forms a basis for further
research on how to enhance effective performance of not only Internal Audit but other
government departments. This leads to the generation of new ideas for the better and more

efficient management of public resources in Kenya and globally.

1.7 Scope of the Study

The study focused on the Central and Local Government Departments as part of the vast
public sector. The study was further limited to examination of Risk-Based Audit factors in
Internal Audit function in Central and Local Government departments located in South Rift
region of Rift Valley Province, Kenya. The study covered the district, municipal and council
mternal auditors within South Rift region with particular focus on those in central and local
government who audit ministries departments, commissions, constituency development
funds, municipalities and local authorities. The study sought information from auditors
because they were in better position to give accurate information to be relied on by the
researcher. The study focused on the current system of regionalization of districts and local
authorities within a province since the new system of county regions had not been

operational at the time of the study. However, the new regionalization of county regions and



mational government could not have affected the study findings since the operations and the
wole of Internal Auditors would have remained the same.

The study was limited on the following risk based audit factors; Business focus ,
Stakeholders Focus, Continual Risk Assessment Coverage, Process Improvement,
Participates in strategic planning, Goal focus, continual process monitoring and Continual
nisk management measures (IIA, 1998). There are many factors that could have been looked
2t as a measure of performance of internal audit however; the study was confined to
measurable indicators of the Risk-Based Audit. This study only focused on just a few of them
which included; Timeliness of audit assignments and reports, cost and the demands of the
auditee. The period for which data refers was from 2005 to 2009 when the internal audit
manual (G.0.K, 2005) was issued.

1.8 Limitations of the Study

A variety of issues impacted on the study. Some internal auditors were unwilling to fill in the
questionnaires without giving any reasons. The researcher, therefore, took the necessary steps
and measures to ensure that clear communication was made on the purpose of the study and
assured the respondents of confidentiality of the use of information provided. Time was a
challenge given that most of the target respondents had very busy schedules, and did not have
ume to complete the questionnaires. Consequently, the researcher carefully planned and
scheduled activities so that the study was accomplished within the specified period.
Confirmation of availability (bookings) ensured that time was not wasted in tracking down

respondents.

1.9 Assumptions of the Study

It was assumed that the respondents would give their frank feelings to the questions posed to
them. The researcher assumed that environmental factors such as locality of the internal audit,
category and size of the size of internal audit department, and type of the auditee had no

significant influence on the performance of internal audit in public sector.



L.11 Operational Definitions of Terms

Iaternal Audit

~A defines Internal Auditing as “an independent, objective assurance and consulting activity
Zesigned to add value and improve an organization’s operations. It helps an organization
sccomplish its objectives by bringing a systematic, disciplined approach to evaluate and improve

e effectiveness of risk management, control and governance processes”

Performance
The measure of how much success the department has and how much progress is made relative
o the objectives. Process of setting measurable objectives, evaluate progress, monitor trends,

make improvements, and support decision making.

Public Sector

The part of the economy concerned with providing basic government services. It’s that part of an
sconomy that consists of state-owned institutions, including nationalized industries and services
provided by local authorities. In this research the public sector refers to central government and

local authorities

Risk
Risk is any event that could prevent an organization from achieving its objectives. The chance of
something happening that will have an impact on the organization or one of its unit’s objectives.

It 1s measured in terms of impact and likelihood.

Risk Assessment

This refers to the identification of risk, the measurement of risk, the classification of risk, and the
process of communicating about risks. It is a systematic process for assessing and integrating

professional judgments about probably adverse conditions and/or events.

Risk Based Audit Factors
In this study this refers to the characteristics of risk based audit that differentiate it from

rraditional audits



Risk Classification
This is part of the risk assessment process that categorizes risks, typically into high, medium,

~ow, and intermediate values.

Risk Factors
These are measurable or observable characteristics of a process that either indicates the presence

of risk or tends to increase risk exposure.

Risk Management

This is the culture, processes and structures that are directed toward the effective management of
potential opportunities and adverse effects. It involves making decisions about how to treat risks
that have been previously identified and their effects mitigated. Options for risk management

may include risk avoidance, risk reduction, risk transfer or risk acceptance.

Risk Measurement
This is the evaluation of the magnitude of risk which usually involves developing a set of risk

factors that are observed and measured to detect the presence of risk.

Risk-Based Auditing

RBA is an approach that focuses upon how an organization responds to the risks it faces in
achieving its goals and objectives; it aims to provide assurance on the management of the
identified risks within the context of the organization corporate plans and aims. Unlike other
forms of audit approach, RBA starts with business objectives and their associated risks rather
than the need for controls. It aims to give independent assurance that risks are being managed to

an acceptable level and to facilitate improvements where necessary.



CHAPTER TWO

LITERATURE REVIEW

2.0 Introduction

This chapter examines the literature to develop a framework for this study. It is organized under
“e following subheadings: Historical development of internal audit practice, Risk Based Internal
“uditing; Business focus, Stakeholders focus, Continual risk assessment coverage, Process
improvement, Strategic planning and analysis, Goal focus, Continual monitoring and Continual
#isk management measure, Risk Based Audit Approach methodology; Materiality levels and
mternal controls, Performance Evaluation of Internal Audit; Evaluating the Planning of Audits
and Developing the Audit Plan under RBA, The Relationship of RBA on Performance of
Internal Audit departments and Empirical studies. Finally this chapter gives a summary and
mighlights gaps and issues raised and issues reviewed as well as the conceptual framework of the

study.

2.1 Historical Development of Internal Auditing Practice

The traditional internal audit model, developed over 100 years ago, has been transaction-based
and cost-driven. Today, internal audit is undergoing significant change in migrating from a
reactive, historically-focused function to a proactive group that takes a risk-based focus. Leading
organizations are looking for the internal audit function to assume a leadership role in assessing
and managing their strategic risks, adding value to the organization and identifying operational

improvement opportunities.

The origins of internal auditing were in ancient times (Chun, 1997). However, it was not until the
1940s that the practice of internal auditing began to assume an important role in organizational
strategy and management ( Jin’e and Dunjia, 1997, Dittenhofer, 2001). The professionalization
of internal auditing has continued steadily since then. Chapters of the Institute of Internal
Auditors (the internal audit profession’s recognized authority and principal educator) have been
established around the world. The standards provided by IIA are the only formal guidance for the
mnternal auditing profession. For many years, internal auditing in Kenya was confined to assisting

organizations safeguard assets and check established control procedures. The main focus was on



monitoring and controls (GOK, 2005). Internal auditors were tolerated, but were not deemed
sssential in organizational control (Spira and Page, 2003). However, the emergence of new
susiness risks has compelled many organizations to reformulate strategies and to elevate the
satus of internal auditing (Szpirglas, 2006). Thus, risk-based internal auditing has emerged as an
‘mportant contributor to effective risk management (Allot, 1996). This has accorded internal

suditors a more influential role in organizations (Krogstad et al, 1999).

The focus of internal audit work has shifted over the last decade from systems-based auditing to
srocess-based duditing to risk-based auditing (IIA — UK and Ireland, 2003). Internal auditors
nave responded strongly to management concerns about business risks (Selim and McNamee,
1999). The work of internal auditors has shifted from being control-driven to being business risk-
driven. Lindow and Race, (2002) noted that internal auditors should play a key role in

monitoring a company’s risk profile.

In the Government of Kenya (GOK) the Internal Audit Department is one of the departments
within the Treasury. It supports Accounting Officers and AIE Holders in the Ministries,
Departments, and Districts in the effective discharge of their responsibilities by measuring,
svaluating and reporting on the effectiveness of the internal control systems, implemented by the
Accounting Officers and AIE Holders to ensure: The appropriate assessment of risk and adoption
»f strategies to manage risks to within acceptable levels, Compliance with applicable policies,
srocedures, laws and regulations, The reliability of internal and external reporting and

accountability processes; and, Compliance with the relevant codes of conduct and ethical

guidelines.

The Internal Auditing function is geared towards assessing and advising on risk management,
control and governance processes in Ministries, Departments and Districts. Its objective is to
provide quality assurance and consulting services designed to add value to government
sperations (GOK, 2005). GOK had been active on the public financial management reform front.
In 2003, GOK enacted the Government Financial Management Act to improve accountability of
sovernment financial management practices. In 2004, a new Public Audit Act was enacted to

strengthen the independence and operational capacity of the Controller and Auditor General, and
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= Internal Auditor General was appointed to improve internal audit functions in GOK
munistries. In addition, Parliament passed the Anti-Corruption and Economic Crimes Bill,
=stablishing an anticorruption commission, and the Public Officer Ethics Bill, requiring the
Zeclaration of wealth by public officers. Recognizing that efficient use of public resources is a
srecondition for economic development, GOK prepared strategic plans for all ministries, with
specific performance targets, and with performance contracts to be signed by the Permanent
Secretaries to make them accountable for use of public funds. In this context of performance
measurement and accountability, Permanent Secretaries and other senior officials began seeking
zreater inputs from internal audits to ensure effective risk management and use of public
==sources, and to provide support for improving performance by identifying areas of weaknesses

GOK, 2005).

Currently, Internal Audit is an independent review function set up within the Civil Service as
suipulated in the Government Financial Management Act 2004 Section 9(1) (c) as a service to all
‘evels of management. The Internal Auditor General is responsible for effective review of all
zspects of risk management and control throughout the Civil Service of the Republic of Kenya as
stipulated in the Exchequer and Audit Act CAP 412, Subsection 2 and 3 of Section 4. Internal
Auditing provides a support function to the Permanent Secretary, Treasury, by: Reviewing the
existing procedures; and, Monitoring of compliance by Ministries, Departments, and Districts
with the stipulated financial laws, regulations, instructions, and accounting procedures (GOK,

2005).

Internal Auditors work closely with Accounting Officers, AIE Holders and other relevant
Officers to improve the economy, efficiency, effectiveness and accountability of Public Sector
programs and operations. The scope of work of the Internal Audit Department is to determine
whether the risk management systems, control environment and governance processes, as
designed and maintained by the relevant Officers, are adequate and functioning in a manner that
ensures: Programs are delivered in an efficient and effective manner, and objectives are
achieved, Resources are adequately protected, used economically and effectively applied against
stated objectives and priorities, The Legislative, regulatory and contractual requirements are

recognized and met, All expenditure and receipts are dealt with in accordance with the governing
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aislation, Adequate and reliable financial and operating information is provided to the
“ccounting Officers and other relevant officials for decision-making and accountability, Risks

we appropriately identified, analyzed and managed (GOK, 2005).

2.2 Risk-Based Internal Auditing

fusk-based internal auditing focuses on strategic analysis and business process evaluation
Lorenzo, 2001; Gronli and Xystros, 1999; Campbell et al., 2006); and on assessing the goals,
msks and controls that must coalesce for an organization’s success (Rivenbark, 2000). By
sssessing and managing a company’s risk, internal auditing helps assure that resources are
adequate and focused on priorities (Kunkel, 2004). Generally, risk-based auditing assesses areas
of heightened risk (Griffiths, 2006), and, importantly, conducts continuous risk assessments
J'Regan, 2002; Maynard, 1999; Marks, 2001). The knowledge gained from a comprehensive
amnual risk assessment, as well as from risk assessments undertaken at the outset of every

miernal audit engagement, should be shared with management and the board (Jackson, 2005).

This approach is not an option; rather, RBA is mandated by the Institute of Internal Auditors’
1IA) International Professional Practice Framework (IPPF), which covers the International
Standards for the Professional Practice of Internal Auditing (ISPPIA) or the Standards. It is
mieresting to note that even ISACA — a global professional association of information systems
IS) audit and control professionals — is also requiring its members and CISA (Certified
Information Systems Auditor) certification holders to “develop and document a risk based
E;pfoach” under IS Auditing Standards No. 5 on Planning (S5.04) and “to evaluate IS function”
using “risk-based approach™ under IS Auditing Standards No. 10 on IT Governance (S10.07).
The traditional auditing methods were characterized as; audit focus, transaction-based, financial
accountant focus, compliance objective, policies and procedures focus, multiyear audit coverage,
policy adherence, budget cost center, reactive (after the fact, discontinuous, observers of
strategic planning initiatives) and the methodology was focused on policies, transactions and
compliance. The RBA is characterized as; business focus, Stakeholders focus, risk assessment,
process improvement objective, risk management focus, continual-risk-reassessment coverage,
change facilitator, accountability for performance improvement results, opportunities for other

management positions, co-active (real-time, continuous monitoring, participates in strategic
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siznning) and the methodology focuses on goals, strategies and risk assessment and management

srocesses (I1A, 1998).

2.2.1 Business Focus

Sesides, focusing on the level of risk the risk-based method helps to evaluate and build value
=0 the financial reporting process and the clients company. In order to do this the auditor must
save an up to date insight of the clients business and activities. This knowledge is gained through
e way the client operates their business, management and internal and external environments.
The knowledge gathered can help to design the audit program that includes the most effective
wd efficient combination of tests responsive to each client's unique circumstances (Grobstein
and others, 1985). For this reason, the risk-based audit is then superior to traditional auditing

methods.

The size and complexity of the company, its business processes, and business units, may affect
e way in which the company achieves many of its objectives. The size and complexity of the
company also might affect the risks of misstatement and the controls necessary to address those
sisks. Scaling is most effective as a natural extension of the risk-based approach and applicable
w0 the audits of all companies. Accordingly, a smaller, less complex company, or even a larger,
i=ss complex company might achieve its control objectives differently than a more complex
company (Auditing Standard, 5). For each control selected for testing, the evidence necessary to
sersuade the auditor that the control is effective depends upon the risk associated with the
ontrol. The risk associated with a control consists of the risk that the control might not be

=ffective and, if not effective, the risk that a material weakness would result (Auditing Standard,

LA

]

To evaluate the level of risk related to specific areas of the audit, three components can help. The
first is Inherent risk, where environmental factors, (background knowledge of the client and
where past audits indicate no difficulties) are considered against whether or not they would lead
o a material error, before considering the 'function of internal controls'. Next is Control risks
were the 'system of internal controls' is assessed against the possibility of preventing material

error, or detecting it in time using internal controls. Last is Detection risk where the auditors
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smocedures may fail to detect a material error not picked up by the internal controls (Griffiths,

206).

~2.2 Stakeholders Focus

234 ensures internal audit understand the expectations of its primary stakeholders - senior
management and the audit committee — and align its activities accordingly. This alignment
smsures that internal audit functions and key stakeholders share the same priorities when it comes
w zpplying internal audit resources to risk management and control. RBA assists internal audit to
2 en itself with the priorities of its key stakeholder. RBA ensures internal audit priorities

sontinue to match those of its key stakeholders as they evolve (Griffiths, 2006).

2.2.3 Continual Risk Assessment Coverage

%isk assessment in internal auditing identifies, measures, and prioritizes risks so that focus is
siaced on the auditable areas of greatest significance. In individual audits, risk assessment is
wsed to identify the most important areas within the audit scope. Risk assessment allows the
suditor to design an audit program that tests the most important controls, or to test the controls at
sreater depth or with more thoroughness (Allegrini et al, 2006). Through RBA instead of looking
= the business process in a system of internal control, the internal auditor views the business
srocess in an environment of risk. An audit focusing on risk adds more value to the organization

than an audit focusing only on controls (IIA — UK Ireland, 2003).

The Committee of Sponsoring Organizations of the Treadway Commission (COSO) helped to
Z=fine “risk” as any event that can keep an organization from achieving its objectives. According
2 the COSO model, risk is viewed in four major areas: operational (processes and procedures),
Snancial (data rolling up to internal/external statements), regulatory (federal, state, local,
rzanizational policy), reputation (institutional).There are several ways in which risk
sssessments in these areas can be conducted. These include the use of: focus group to assist in
the identification of risks, interviews of key leadership and the board, surveys, reviews of
previous audit findings, external audits conducted in the organization, and identifying what is

sccurring within the industry and the local market (COSO, 2004).
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Jnce risks have been identified, a prioritization process is needed to identify the likelihood of the
=sk occurring, the ability of management to mitigate risk (i.e. are there controls in place for risk,
megardless of the likelihood of those risks of occurring?), and the impact of risk on the
srganization. Risk prioritization is an ongoing process and should include periodic reviews
Zuring the year to ensure that previous prioritization methods, when applied in real time, are still
soplicable for the risk. It is important that senior leadership participate in, and agree with, the
Zetermination of the high-risk priorities for the audit and monitoring plan. This will ensure
management buy-in and focus on risk priorities. Also, with managers involved at the
Zevelopment stage of the plan, they will be educated as to the type of activities being planned
and the resources needed to conduct these activities. Hence, during the plan year, if there are
changes, management will understand the need for additional resources or a change in focus in

the plan as the business environment and priorities may change (COSO, 2004).

Assessing the risk of material misstatement at the financial statement level as well as at the
slanning stage, adds to and clarifies the direction on performing a combined assessment of
‘mherent, and control risk, leaving the ability for the auditor to assess other risk factors in an
sudit. RBA has also changed the view of substantive procedures performed by auditors. For
=xample, the use of statistical sampling has significantly reduced, but remains an important part
of auditor's substantive procedures and what they wish to ensure is efficiency and effectiveness.
In order to improve the risk-based audit, ways must be identified in which auditors' judgment of
mherent risk and control risk can become more accurate and consistent. Most risk models use
nisk factors such as impact, likelihood, materiality, asset liquidity, management competence,
quality of and adherence to internal controls, degree of change or stability, timing and results of

‘ast audit engagement, complexity, and employee and government relations (Griffiths, 2006).

Risk assessment includes the procedures that internal audit divisions use in order to identify and
evaluate main and secondary risks related to audit universe on an inherent and residual level and
hased on their impact and likelihood to the achievement of relevant objectives.

Risk assessment consists of risk identification and risk analysis. Risk identification includes
examining external factors such as technological developments, competition, economic changes,

=tc. and internal factors such as personnel quality, entity’s nature of activities, the characteristics
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»f information system processing, etc. Risk analysis involves estimating the significance of risk,
assessing the likelihood and impact of the risk occurring, and considering how to manage risk.
#isk assessment allows internal audit functions to consider how potential events might affect the
schievement of set objectives. The risk assessment process begins by defining the audit universe

Lindow and Page, 2002).

“wvidence from a recent research (Koutoupis, 2005), demonstrated that the vast majority of Greek
sanks do not follow a documented risk-based approach, and development of risk based audit
rians; however all of them state that they are taking into consideration the assessment of risks. In
“act, all listed Greek banks internal audit divisions state that they consider risks when developing
“eir long term plan (if applicable) and annual audit plan; however, this is based on relevant
experience (auditors view of risk, past audits, time elapsed since last audit, fraud events, etc.)
mstead on the modern risk based audit theory and practice. Performance standard 2010
Standards 2004) requires the chief audit executive to establish risk based audit plans to
Zetermine the priorities of the internal audit activity, consistent with the organizational goals.
With respect to risk assessment and audit planning paper, basel requires an audit plan to be
Zeveloped based on a relevant risk assessment which will include the timing and frequency of
planned internal audit work. An important step is that risk assessment methodology should be

written and appropriately followed by internal audit division.

2.2.4 Process Improvement

The Risk Based Audit, which focuses on both recorded and unrecorded risk, improves financial
statement assurance and the financial statement reporting process. The Risk Based Audit focuses
on business risk and the processes for controlling these risks. The higher the risk area, the more
zudit time and client controls are required. In order to identify business risks, the auditor must
ootain a thorough understanding of organizations controls, financial condition, sources of
mevenues, expenditures, competition and other business risks. The first goal of the Risk Based
Audit is to identify when an organization has failed to consider an important risk, economic
svent or transaction. The second goal is to assure that organization have focused on emerging

nisks that may not yet be well understood or managed (Griffiths, 2006).
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"5 Risk Based Audit requires a greater understanding of the organization and more knowledge
o the organization’s business environment than required in a traditional audit. Whenever
sussible, the Risk Based Audit approach tests and relies upon the organization's process for
sontrolling risks that could affect the financial statements. In traditional audits, the auditor
substantiates account balances after the fact rather than relying on an organization's controls.
This means that the auditor should evaluate the effectiveness of your internal control system and

»iace reliance on your control system whenever possible (Griffiths, 2006).

3;-' focusing on the client's control processes, the Risk Based Audit approach should add value to
e organization by: addressing risks affecting the organization and their financial reporting;
sroviding services that help the organization manage its business and risks; communicating with
e organization on important issues; improving identification of financial statement
musstatement; improving assessment of the organization business viability; improving

«Zentification of fraud; and improving quality and timeliness of reporting (Bou-Raad, 2000).

2.1.5 Strategic Planning and Analysis

= has been argued that strategic analysis overcomes the alleged deficiencies of the traditional
zoproach towards understanding the client business by treating the financial statements as the end
sroduct of the client’s strategy and the business processes used to implement such a strategy
Salterio and Weirich, 2001) Strategic analysis views a client entity as an open system that is able
% adapt to changes in the external and internal environment by coordinating its business
processes in order to attain its goals (Jackson, 1991). Thus, Strategic analysis allows for the
creation of an explicit mental model of a client’s business. This model includes the impact of the
susiness risks on the client’s business processes, and ultimately, through identification of
anmitigated risks, on the client’s financial statements (Choy and King 2002; Knechel, 2001). The
=uditor evaluates how well the client’s strategic planning process matches environmental threats
with corporate capabilities. To assess Clients Business Risks, the auditor evaluates and documents
macro-economic, industry-level, and firm-specific strategic risk factors, as well as management’s
rzactions to those risks. Therefore, Strategic Analysis should allow an auditor to understand the
potential relationship of a client’s strategy to their accounting choices, estimates, and financial

statement disclosures (Eilifsen et al. 2001; Knechel 2001; Bell et al. 2002). The auditor’s
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wsessment of Clients Business Risks impacts judgments regarding the risk of material
sstatement. Assessments of Clients Business Risks and risk of material misstatement influence

-tion risk, which in turn affects the audit plan. Auditors reduce audit risk to an acceptable
‘=l by making choices regarding the nature, timing, and extent of substantive tests (e.g., tests of
“amsactions, analytical procedures, and tests of account balances). Thus, if Strategic analysis
. smiances audit effectiveness, the improvement should exhibit itself through more accurate entity-
el risk assessments and audit plans that more appropriately address the areas of potential
musstatements within the client entity’s business processes (Lemon et al. 2000; Salterio and

| Weirich 2001).

2.2.6 Goal Focus

= 2 changing regulatory and business environment, internal audit needs to find new ways to
“=ploy its risk- and control-based skills to help the organiza-tion achieve its strategic objectives
#nd thereby enable value creation. IA can help increase stakeholders value through efforts to
manage risk, prioritize goals and activities, promote behavioral change, improve processes,
s=duce costs, eliminate complexity and redundancy, and enhance the organization’s recognition

= the marketplace (Bou-Raad, 2000).

2.2.7 Continual Monitoring

“op management should ensure the establishment of an effective and efficient internal audit
srocess to assess the strengths and weaknesses of the quality management system. The internal
=udit process acts as a management tool for independent assessment of any designated process or
sctivity. The internal audit process provides an independent tool for use in obtaining objective
=vidence that the existing requirements are fulfilled, since the internal audit evaluates the

=fectiveness and efficiency of the organization (ISO 9004:2009 Clause 8.3.3).

‘nternal auditing is an effective tool for identifying problems, risks and nonconformities, as well
2s for monitoring progress in closing previously identified nonconformities (which should have
oeen addressed through root cause analysis and the development and implementation of
corrective and preventive action plans). Verification that the actions taken have been effective
<an be determined through an assessment of the improved ability of the organization to fulfill its

2bjectives. Internal auditing can also be focused on the identification of good practices (that can
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% considered for use in other areas of the organization) as well as on improvement opportunities
Marks, 2001). Risk-based auditing and monitoring is ongoing and dynamic with the needs of the
wzanization. Effectiveness in the development and execution of the risk-based audit and
monitoring plan will be determined by the integrity and characteristics of the overall audit and
monitoring process. Effective audit and monitoring activities will assist in the identification of
weaknesses in controls, management’s action to correct those weaknesses, and follow-up to
smsure that timely mechanisms have been put in place to strengthen controls for mitigating the

susiness risks (Marks, 2001).

2.2.8 Continual Risk Management Measures

#isk management is a dynamic approach that firms use to minimize their level of risk (Busman
mnd Zuiden, 1998). Risk Management is a structured, consistent and continuous process across
e whole organization for identifying, assessing, deciding on responses to, and reporting on,
spportunities and threats that affect the achievement of its objectives (Matyjewicz and
D" Arcangelo, 2004). Risk management involves making decisions about how to treat risks that
save been previously identified and their effects mitigated. Options for risk management may
mclude risk avoidance, risk reduction, risk transfer or risk acceptance. Risk management looks
solistically at all the risks an organization faces, and considers how those risks affect the
sccomplishment of goals. Risk management seeks to better handle risks and to achieve the
zreatest gains at the lowest cost (Chapman, 2001). [t permits organizations to assess risk
continually, and to identify the steps and resources needed to overcome or mitigate risk (Funston,

2003).

Fuente and Vega, (2003) argued that risk management in non-finance companies is characterized
ov the absence of techniques that allow inherent risks to be managed. In contrast, risk
management in finance companies has developed strongly over recent years, mainly because
sxisting regulation encourages organizations to strengthen control and risk management systems
Alzuela, 2003). With the benefit of hindsight, given the implosion of major financial institutions
throughout the world in 2008, those risk management systems appear to have been inadequate.
Standards and Practice Advisories provided by the IIA encourage the involvement of internal
zudit in risk management, such as Practice Advisory 2100-3: Internal Auditing’s Role in the Risk

Management Process and Practice Advisory 2100-4: Internal Auditing’s Role in Organizations
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without a Risk Management Process. The latter, issued in March 2001, Risk-based internal
suditing provides internal auditors with guidance in determining their role in entities that do not

szve an established risk management process (IIA, 2001).

23 Risk Based Audit Approach Methodology

“ccording to IIA, (2009), initially, group audit for international business audit teams should
scquire a deep knowledge of business at the local level (either at branches, or subsidiaries),
=specially strategic and business objectives. This will help internal auditors to understand the
senificant risks related to the achievement of objectives and motivate management to identify
“em. The main output of this step is the risk compiled by senior management (with the
sssistance of internal audit). This step is considered the cornerstone of RBA. It is a prerequisite
that enables internal audit to target its efforts more effectively towards the areas, with risks that
matter the most. It also requires a high level of input from both management and staff. It is

therefore essential that staffs from different levels are involved, as far as this is practicable.

The second stage involves collecting information on management’s assessment of the previously
wentified risks and determining how these are currently being managed by the entity. This, in
=ffect, entails a preliminary assessment of the control environment. The point of this stage is to
z2in management input on the assessed level of the previously identified risks, and on their
management approach. This enables internal audit to filter and prioritize risks, in order to
Zevelop its periodic audit plan. In other words, at the end of this stage, the internal audit teams
should be able to decide which risks should be reviewed to ensure that are properly managed,
when and how they should be reviewed. As a result, the risk register at this point does not only
contain a complete list of previously identified risks, but it can also be filtered to produce a list of
nsks that will be subject for review by internal audit. The group audit committee will be
sresented with a consolidated report regarding the internal audit plans, in order to approve or

=mend it, accordingly (ITA, 2009).
Internal audit provides assurance on the effectiveness of risk management for those risks that are

considered to be high. To carry out this, risks will be prioritized and grouped into a series of

sudit assignments, according to the internal audit resources availability. The final stage of group
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sudit work consists of carrying out individual internal audit assignments, based on the periodic
sudit plan. The objective of each assignment will be to assess the effectiveness of internal
sontrols and management monitoring activities of selected risks within the audit universe. The
m=sults of each audit assignment are to be fed back into the risk register. Such results may include
¢ 1dentification of new risks, an updated assessment of risk levels based on audit findings etc.
Sy utilizing these results, audit team will be able to periodically inform the audit committee of
v changes in the risk profile of all business operations, risks that remain above specified
wierance levels, as well as pending corrective actions management has agreed to. A flexible risk
ﬁegister, continuously updated, permits the internal audit team to remain focused on the high

evel risks (1A, 2009).

A periodically updated audit plan contributes to the effectiveness of the internal audit function,
- wnce it takes internal audit away from the traditional, cyclical, compliance-based testing and
coser to working based on the risks inherent in each entity. If compliance-based work is
sequired, it is classified as ‘‘management request’” work. The audit division develops a generic
=sk framework, which is basically a high-level categorization of all risks a financial institution
zan face. All internal audit teams/internal auditors are invited to use this in the risk identification
mrocess. Risk framework is combined with a categorization of the High-level processes/functions
within a financial institution. Taken together, these two lists form a double-entry table where
=sks are linked to operational activities (i.e. in compliance with COSO enterprise risk
management principles). Recently the risk-based approach has become as valued as auditing
sandards and adopted by most. The reason for it becoming so popular is that this audit approach
Selps the auditor to evaluate the level of risk to a particular area of the audit, i.e. specific
wcounts and transactions. Consequently, auditors can avoid both over-auditing and under-

suditing and can distribute work more evenly throughout the year (IIA, 2009).

The internal audit acts as a feedback mechanism for the top management; it can give top
management, and other interested parties, assurance that the system meets the requirements of
50 9001. How the internal audit process is managed is a key factor to ensuring the effectiveness
o 2 quality management system. ISO 9001 clause 8.2.2 states as follows: “An audit programme

w2l be planned, taking into consideration the status and importance of the processes and areas
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= be audited, as well as the results of previous audits”. This requirement is intended to focus the
wmternal audit programme on those processes and areas where past history indicates that problems
save occurred, or where problems are likely to be ongoing, and/or are likely to occur (because of
e nature of the processes themselves). These problems may result from issues such as human
Sactors, process capability, measurement sensitivity, changing customer requirements, changes in
e work environment, etc. The processes with high levels of risk of deficiencies or non
sonformities should have priority in the internal audit programme. Special attention should be
oven to processes where the high level of risk is influenced by factors such as: severe
-ﬁmequences of failure on process capability, customer dissatisfaction and non compliance with

sroduct (or process) statutory and regulatory requirements.

2.3.1 Materiality Levels
During audit planning auditors must identify and assess the risk of not discovering material

wems. If an item is discovered, auditors must consider the context and presentation of the item
wnd then decide whether it affects the true and fair view of the company accounts. The
Statements of Auditing Standards, SAS 220 states that 'Auditors should consider materiality and
s relationship with audit risk when conducting an audit'. IIA, (1999) suggests, in order to avoid
materiality, it should be taken into account at the planning stage of an audit and re-evaluated if
e outcomes of tests, enquiries or examinations differ from expectations. IIA, (2009) also
suggests that materiality is fundamental to accounting and is a matter of professional judgment

with both quality and quantity dimension

“Auditing materiality is also known as tolerable error. Tolerable error is considered the maximum
=or in a population (sample size) that auditors are prepared to except and still conclude that the
wudit objectives have been achieved. The level of tolerable error is normally determined at the
slanning stages. Throughout the audit, tests are then carried out on these levels; they provide
ewidence that the actual errors in the population are less than the tolerable error (Auditing
Seandard, 320). Sémpling methods are used to draw conclusions from a large set of data. The
sective of audit sampling is to establish with reasonable confidence that a number of factors
= free from material misstatement. This means drawing conclusions from an entire set of data
2t may be a set of account balances (population) and then testing a representative sample of

tems (sampling units). Nonetheless, it is not required of auditors to check all transactions and
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szlances of a business, but they must be practical and be aware of materiality. It would take too
“ung to complete a check; because by the time they had reached the public they would be history.

= some cases a 100%, check is still necessary, for example high-risk areas (Woolf, 1988).

W hen deciding on the appropriate sample sizes for any given population there are several factors
% consider. Confidence levels must be taken into consideration when looking at the extent to
which the auditor is justified in believing that the sample drawn at random reflects (with a
sopulated range) the attributes of the population from which it was taken. (Woolf, 1988).
T':serefore, from the sample results and a given level of confidence we can be reasonably be
wssured that the error rate lies within certain boundaries, in addition this means that the auditor
zan never be 100% certain and confidence levels are seen to be complimentary to risk.
Surthermore, because an auditor cannot be 100% certain, there must be a measure for the
[ sotential error rate in the population. Determining the precision area depends on the auditor's
wwn assessment of the situation, since confidence levels and precision are strongly

meerconnected (Woolf, 1988).

2.3.2 Internal Controls
A direct relationship exist between the degree of the risk that a material weakness could exist in

2 particular area of the company's internal control over financial reporting and the amount of
wudit attention that should be devoted to that area. In addition, the risk that a company's internal
womtrol over financial reporting will fail to prevent or detect misstatement caused by fraud
wsually is higher than the risk of failure to prevent or detect error. The auditor should focus more
¢ his or her attention on the areas of highest risk. On the other hand, it is not necessary to test
wontrols that, even if deficient, would not present a reasonable possibility of material
musstatement to the financial statements. The complexity of the organization, business unit, or
srocess, will play an important role in the auditor's risk assessment and the determination of the

| secessary procedures (Auditing Standard, 5).

2.4 Performance Evaluation of Internal Audit

W hen evaluating internal audit processes, we should evaluate issues such as: the competencies
at are needed for and applied to the audit, the risk analysis performed by the organization in

sianning internal audits, the degree of management involvement in the internal audit process, the
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wudance provided by ISO and the way the outcome of the internal audit process is used by the
arzanization to evaluate the effectiveness of its operations and to identify opportunities for
smprovements (Gronli & Xytros, 1999). There should be evidence that the internal audit
Zepartment: has identified the competence requirements for its internal auditors, has provided
woropriate training, has in place a process for monitoring the performance of its internal
wmuditors and audit teams, includes personnel on its audit teams that have appropriate sector
wecific knowledge (so that they are able to identify where the likelihood that a deviation in a
garticular process or activity could lead to a significant consequence for product quality). An
wssessment should also be made of whether the internal auditors understand the inherent risk to
e reliance that can be placed on the outcome of the audit process, if they fail to consider
swmething which is material to the outcome of the audit, select an inappropriate sampling
mzime, weight the evidence collecfed inappropriately, or deviate from the audit plan and internal

wudit procedures (Gronli & Xytros, 1999).

~4.1 Evaluate the Planning of Audits;

The Internal audit department should be able to maximize the use of available resources during
e conduct of internal audit activities. This is facilitated by the adoption of a risk-based
srproach to the planning of internal audits. It should be ascertained whether the internal audit
Jepartment has considered the use of a risk based approach in developing the internal audit plan,
= order to ensure the effective and efficient use of resources. This should also ensure that the
‘mherent risks of audit failure in the audit process, and to audit outcomes, are minimized. Once
#e common framework for the risk-based auditing and monitoring program has been
wsuablished, four key tasks must be performed: Assessment and management of risks, and
Zevelopment of a risk-based auditing and monitoring plan, Execution of a corrective action plan
Zeveloped by management to mitigate risks and/or resolve risks, Periodic assessment of the

awerall process for effectiveness (Bou-Raad, 2000).

242 Developing the Audit Plan under RBA

The International Standards for the Professional Practice of Internal Audit (IIA), Standard 2120
wates that “The internal audit activity must evaluate the effectiveness and contribute to the
smprovement of the risk management processes.” This is done through the development and

=w=cution of the risk-based auditing and monitoring plan. Risk assessments and management are
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wmportant elements in the development of risk-based auditing and monitoring plan.
“onsiderations related to the plan should also include: Review of other business areas in the
arzanization which may be conducting an audit or monitoring activity in this area; if so, could
e department leverage this resource for assistance in completing the stated activity, or utilize
eir activity and integrate the results into the overall plan? Resources available to implement
2ian: Do the department have the appropriate resources for the subject matter as needed? (If not,
& there subjecf matter expertise somewhere else in the organization?) If subject matter requires
! “mtsourcing, budget considerations and overall risk priorities may need to be re-evaluated, Hours
seeded to complete the plan, Projected timeframes, Defined auditing or monitoring activities and
Zetermination as to whether they are outcomes or process oriented, Flexibility incorporated into
e plan to address changes in risk priorities and possibly unplanned compliance risks/crises

which may need an immediate audit or monitoring to occur (Bou-Raad, 2000).

A Standard number 2120.A1 identifies the focus of the risk assessment process: “The internal
wudit activity must evaluate risk exposures related to the organization’s governance, operations,
wd information systems regarding the: Reliability and integrity of financial and operational
mformation, Effectiveness and efficiency of operations, Safeguarding of assets, Compliance with
“wws, regulations, and contracts. The process of risk assessment continues through the execution
o the plan where the engagement objectives would reflect the results of the risk assessment.
Sarbanes—Oxley Act, (2002) directed National Bank of Greece to adjust its audit planning
srocess to a risk based one. The Risk Based Audit is superior to traditional audit approaches for
“wo reasons. First, it focuses on risks, the underlying causes of financial surprises, not just the
- wcounting records. Second, the Risk Based Audit shifts the focus from inspecting the quality of
e financial information that is recorded in the financial statements to building quality into the

“mancial reporting process and adding value to the organization operations.

=3 Relationship of RBA and Performance of Internal Audit

#8A is designed to be flexible. It concentrates on the areas of greatest importance, often relying
o a "stop and go" sampling technique, allowing the sample to be expanded or curtailed,

Zepending on error rates. Perhaps most importantly, RBA can also help with the "value crisis"
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at appears to be affecting the audit profession, since the audits meet the needs of clients (Bou-

®zad, 2000).

= an environment of risk, internal audit must be concerned with more than just internal control.
“2 avoid all or some risk, internal audit may advise to diversify and to enter into agreements to
snare the consequences of risk through contracts, warranties, guarantees, and insurance. Internal
sudit may even advise managers to accept some risks. In many cases, these strategies may be
more cost-effective means of managing the risk in the business process than applying additional
wontrols. Such thinking represents a significant departure from traditional internal auditing.
mstead of focusing on the controls in the system after assessing the risk, the new approach

maintains its focus on risk throughout the audit process (Kunkel, 2004).

“ccording to the IIA's Statement of Responsibilities of Internal Auditing, the purpose of internal
suditing is to examine and evaluate the organization's activities and to furnish analyses,
sppraisals, recommendations, counsel, and information concerning the activities reviewed. Each
sudit has an audit objective, and that objective is related to furnishing the results of the
sxamination and evaluation of activities. Several parties advocated the need to assess internal
suditing effectiveness, though, at present, there is not a shared framework of reference to this
scope (Sawyer, 1995). Recently, (Sarens, 2006) have raised the question “when can we talk
shout performance of 1A function?” in his editorial about future perspectives of internal audit

p=search.

Certain authors related internal audit performance with the quality of internal audit procedures,
such as the level of compliance with ITA standards or the ability to plan, execute and
sommunicate audit findings (Stern, 1994). However, this approach suffers from a major
“mitation as it is based on the hypothesis that internal audit activity is effective if its procedures
are carried out properly, without considering the needs of the main stakeholders in each
mdividual audit. This is in contrast with the current trend that stresses the relevance of value-
added activities and indicates stakeholders’ satisfaction as one of the critical performance

categories for internal audit activities (for instance, the Practice Advisory 1311-2).
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A second stream of research relates internal audit performance to the output of internal audit
activities (Frigo, 2002), looking for instance at the ability of internal audit to respond to auditees’
nseeds (Frigo, 2002 ). In this context, a recent work by (Ziegenfuss, 2000) has highlighted that the
survey results of auditee satisfaction and the percent of recommendations that are implemented
are the performance measures, a few authors went further, relating internal audit performance to
e outcome of the audit activities (i.e. the impact of a certain output of the audit process).
According to Dittenhofer (2001), “when evaluating the performance of the internal auditing
speration, a positive response would be given when the internal auditor: audits the achievement
~of the auditees” objectives and finds no problems, and no problems surface following the audit;
o audits and finds problems; and recommends solutions to the problems; and the solutions
s=solve the problems”. From this statement it is clear that outcomes address a wide range of
sspects, i.e. all the elements on which audit activities have an impact. These include both
siciency and effectiveness of the audited processes, and corporate performances. At a process
‘evel, for example, the impact of IA activities has been related to cost savings generated by the
mplementation of suggested recommendations. At a corporate level, outcome can address the IA
sontribution to corporate performance, such as profit, growth, or share price; or its role in the

svoidance of corporate failures by ensuring sound corporate governance (Dittenhofer, 2001).

Sarens, (2006), citing Gramling et al, (2004) suggested that internal audit can be considered
FFective when the quality of internal audit function “has a positive impact on the quality of
sorporate governance”. He also goes on linking internal audit quality to the “capacity to monitor
wd improve risk management and internal control processes”. In fact, to improve risk
management and internal control processes, the internal auditors have to convince the auditees
shout the quality of their work, persuading managers to implement their recommendations. The

ernal auditors, in most of cases, do not act on the internal control-risk management system
“directly”. They can identify a criticism or an area of potential improvement and provide
managers, responsible of business processes, with an evaluation of the internal control-risk
management system. Then, managers and officers have to decide whether and how enacting
weemnal auditors’ recommendations. As highlighted by Marks, (2001), audit findings and
s=commendations would not serve much purpose unless management is committed to implement

Sem. Implementation of audit recommendations is therefore highly relevant to audit
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sffectiveness (Sawyer, 1995). The effect that internal auditors have on the achievement of
corporate objectives (i.e. their effectiveness) is influenced by the extent to which managers
consider internal auditors’ work valuable and decide to exploit it. In such view, the effectiveness

of internal audit depends on the quality perceived by the auditees.

The Institute of Internal Auditors (ITA, 2004b) defined internal auditing as: an independent,
objective assurance and consulting activity designed to add value and improve an organization’s
operations. It helps an organization accomplish its objectives by bringing a systematic,
disciplined approach to evaluate and improve the effectiveness of risk management, control, and
zovernance processes. This definition signifies that internal audit has undergone a paradigm shift
Tom an emphasis on accountability about the past to improving future outcomes to help auditees
operate more effectively and efficiently (Nagy and Cenker, 2002; Goodwin, 2004). Since, the

Zefinition equally serves both the private and the public sectors (Goodwin, 2004); it is used in

s study as a basis to analyze public sector internal audit performance.

‘nternal audit is effective if it meets the intended outcome it is supposed to bring about. Sawyer,
1995) states, “...Internal auditor’s job is not done until defects are corrected and remain
corrected.” Chun, (1997) explains that internal audit effectiveness in the public sector should be
=valuated by the extent to which it contributes to the demonstration of effective and efficient
service delivery, as this drives the demand for improved internal audit services. Based on the
m=sults of a consultative forum that focused on improving public sector internal audit, (Chun,
1997) identified perceptions and ownership; organization and governance framework;
wzislation; improved professionalism; conceptual framework; and also resources as factors
wfluencing internal audit effective performance. Effective internal audit undertakes an
mdependent evaluation of financial and operating information and of systems and procedures, to

mrovide useful recommendations for improvements as necessary.
“he effectiveness of internal audit greatly contributes to the effectiveness of each auditee in

serticular and the organization at large (Dittenhofer, 2001). Dittenhofer, (2001) has also

soserved that if internal audit quality is maintained, it will contribute to the appropriateness of
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srocedures and operations of the auditee, and thereby internal audit contributes to effectiveness

of the auditee and the organization as a whole.

‘mternal audit is undergoing a paradigm shift from traditional/compliance audit to value-added
mternal audit (Stern, 1994; Naggy and Cenker, 2002; Gramling et al., 2004; Bou-Raad, 2000;
Stern, 1994) highlights that the value-added audit paradigm is gaining in importance and
wZentified ways to attain a value-adding internal audit department. Similarly, Spira and Page,
2006) developed a profile of a value-adding internal audit function based on a survey of best
sractices of world-class internal audit departments. Spira and Page, (2006), explains that
athough every organization is different, all value-adding audit departments tend to share similar
characteristics. Likewise, O’Regan, (2002) identified eight factors that help make up a value-
adding internal audit function. In sum, from the literature hitherto, one can observe that adding

walue needs to be the focal point of the very existence of internal audit.

~ The common thread in the literature that focuses on value-added internal audit is the suggestion
at value-adding departments tend to share similar attributes. Maynard, (1999), underscore the
wontingency of those attributes upon factors specific to each individual organization. Identifying
walue-adding internal audit profile for each individual organization would enable one to establish
e most value-adding internal audit departments — in view of the idiosyncrasies of specific
wrzanizations. However, an arguably better approach from the perspective of theory development
would be to discern a pattern of value-adding internal audit profiles into which specific
wrzanizations would be categorized. This approach possibly enables greater understanding of
weernal audit’s role and a better prediction of the development directions of the value-added

wemal audit and of the internal audit profession (Maynard, 1999).

Sunkel, (2004), in a review of the American literature, indicate that the external factors leading
 changes in organizations resulted in the need for expanded role of internal audit. Generally,
Lunkel, (2004) underscored that the internal audit function is moving away from confrontational,
“etection-focused services to a prevention-focused service through a partnering approach with
management, and away from a controls approach to a risk-based approach with a focus on

wumsulting services. Chapman, (2001), documented that traditional audit dominated in Saudi
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Arabian companies. Similar results were reported by (Allegrini et al, 2006) in a study of private
companies in Belgium. COSO, (2004) case study, pointed out the limited effectiveness of
nternal audit in a public sector organization. As internal audit effectiveness is a measure of
value-added, it is believed that, the lower effectiveness of infemal audit might be an indication of

‘ow value-added.

2.6 Empirical Studies

Allegrini and D'Onza, (2003) reported that 25 percent of the top 100 companies listed on the
%alian Stock Exchange performed traditional compliance activities and generally followed an
sudit cycle approach in the annual audit planning process. In 67 percent of their responding
sompanies, internal auditors adopted the model proposed by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO, 2004) and mainly applied operational
suditing and the risk-based approach at the macro level (annual audit planning). In a few large
sompanies (8 percent), auditors applied risk-based approaches both at the macro level and the

micro level (individual audit assignments).

%= January 2003, a study of the development of internal auditing practices in Ireland by the (ITA
~ UK and Ireland, 2005) and KPMG Ireland, concluded that 89 percent of heads of internal audit
== a risk-based method when preparing annual internal audit plans; 93 percent use a risk-based
method in their internal audit assignments; 81 percent liaise with divisional or business heads
when compiling their internal auditing plans; 72 percent perform their work in accordance with
“seemnational standards; and 32 percent are responsible for compliance or risk management. The

wudy concluded that while a large proportion of organizations adopt best practice approaches,

“ere is scope for improvement.

« study of 11 big North-American companies concluded that most internal audit directors use
swohisticated risk models to identify potential problem areas (Nagy and Cenker, 2002). In a
“smparison of internal auditing practices between Belgium and the USA, (Sarens and de Beelde,
- 206) found that the role of internal auditors in risk management is time-specific, and changes
‘mckly. In Belgium, internal auditors have pioneered an awareness of a higher level of risk and

e developed more formalized risk management systems. In the USA, objective opinions of
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miernal auditors provide valuable input for the internal control review and disclosure

sequirements of the Sarbanes-Oxley Act 2002.

n 2005, a ITA Research Foundation study examined the extent to which internal audit functions
adhere to the ERM roles recommended in the IIA paper, The Role of Internal Auditing in
Enterprise-wide Risk Management(ERM) (Gramling and Myers, 2006). Approximately, 90
percent of the 361 responses were from the USA and Canada. The internal audit function was
srimarily responsible for ERM-related activities in 36 percent of the respondents' organizations.
n 27 percent, the primary responsibility belonged to a Chief Risk Officer who was not part of
the internal audit function. On average, financial industry audit departments were found to have

greater responsibility for core activities than manufacturing industry audit departments.

Specific characteristics associated with the adoption of risk-based auditing by Portuguese entities
were identified through a mailed questionnaire survey. The questionnaires were addressed to
chief internal auditors in Portugal. All addressees were members of the Institute of Portuguese
‘nternal Audit. They were thought likely to understand the importance of risk-based internal
suditing and to have access to updated information on risk-based auditing. Closed questions were
wsed to avoid ambiguous interpretation, to make answer coding easier, and to facilitate statistical
malysis. Of the 96 questionnaires mailed, 59 usable responses (61 percent) were received. -
t=sts confirmed that the sample was representative of the population in terms of listing status,
mdustry sector (finance or non-finance) and company type (public or private). However,
sonfirmation of representativeness was not possible for size and internationalization because of
e lack of reliable data. The study identified likely reasons why internal auditors prefer risk-
sased approaches over procedures-driven approaches (Colbert and Alderman, 1995) and possible

mzasons for the involvement of internal auditing in Enterprise Risk Management.

fisk-based internal auditing contributes to effective risk management (McNamee and Selim,
1998). In a study of the voluntary use of internal audit in Australian companies, (Goodwin-
Stewart and Kent, 2006) concluded that internal auditing was associated strongly with company
wze and the effort applied to risk management. Private sector firms seem more likely to be
afected by the internationalization of business activity, high levels of competition and the

scarcity of resources, than public sector firms. This suggests that risk management will be more
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sffective in privately-held organizations than in publicly held organizations. (Goodwin, 2004)
“und a weak significant difference between the public and private sectors with regard to
Smancial risk management. A total of 50 percent of private sector internal audit functions were
wvolved with this type of risk management, compared to 33 percent of public sector internal
sudit functions (p=0.068). Thus, privately-held organizations were assumed to be more likely to

woply risk-based approaches in developing internal auditing than publicly held organizations.

MMcNamee and Selim, (1998) explored contention that firms belonging to international groups
Save a greater exposure to risk; and that they are more likely to implement methods which
wontribute to effective risk management (such as risk-based auditing). Listed companies usually
Seve mature risk management as a consequence of close scrutiny by stock exchange regulators.
= Portugal, listed companies are subject to stringent regulations issued by the Portuguese Stock
“uchange regulator. Therefore, they are more likely to implement risk-based approaches in the

Zevelopment of internal auditing.

=7 Conceptual Framework

“he conceptual framework for this study considers Internal Auditing Function as a critical

womponent of organizational growth and performance. According to this framework, Risk-Based

Sudit (RBA) constitutes a new approach to internal auditing aimed at achieving better performance

= firms and public organizations.

“he conceptual framework recognizes the independent variables of the study which are assessed
Swough the various elements of RBA factors namely: business focus, stakeholders’ focus,
wemtinual risk assessment coverage, process improvement, participation in strategic planning,
el focus, continual process monitoring and continual risk management measures. On the other
Samd. internal audit performance is considered to be the dependent variables assessed in terms of

micators such as; timeliness, cost effectiveness, and demands of the auditee. In this conceptual

- mmmework, the external environment of an organization is given some consideration in determining

e attainment of internal audit performance. In this study, the moderating factors include;
wwemment financial regulation and professional standards which. The conceptual framework

“r this study is illustrated in the Figure 1.
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Independent Variables (Risk Based Audit Factors)

» Business focus
Objectives
Business activities
Tests

* Stakeholders Focus
Priorities
Vision and expectations

* Continual Risk Assessment

C Dependent Variables
overage
Anticipated changes
Audit programmes Internal Audit
Audit environment Performance
Audit judgment e Time
Vision and exnectations
e Cost
- e Demands of the
* Process Improvement
Financial auditee
Controls
Risks
* Participates in strategic planning
Adaptation to Change
Environmental Scanning o Government
B oal focus Regulations
Value creation e Professional standards

Market share

Moderating Variables

» Continual process monitoring
Monitoring
Controls

* Continual risk management

measures
Risk mitigation
Risk transfer
Risk avoidance
Risk acceptance
Risk reduction

¥igure 1: Relationship between Risk-Based Audit Factors and Internal Audit Performance
Sowrce: Adaptation from Reviewed Literature 2012
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Research Design

This study was conducted through a cross-sectional survey. This implies that the data required
for the study was gathered just once. This kind of approach helped save on time, effort, and costs
that would otherwise be incurred in collecting data over several time periods (Sekaram, 2007).
The study evaluated Risk Based Audit factors affecting performance of internal audit

Zepartments in public sector within the south rift region of Rift valley province, Kenya.

3.2 Location of the Study

The study was carried out in South Rift, Rift Valley Province Kenya. According to Kenya
National Audit Office (KENAO) Records (2009) South Rift region had a total of 36 internal
sudit units in central government and 20 internal audit units in Local government (see appendix
1I). The South Rift region was chosen because it was diverse as regards the number of local
suthorities and districts. All this means that the respondents were not biased in terms of ethnic
sackground, gender or locality. This implied that the population is rich in information that was

seing sought in this study.

3.3 Target Population

The target population of this study was all internal auditors in charge of internal audit
departments in South Rift because they are typically the most knowledgeable people regarding
=sk based audit and its implementation in public sector. It had a population of 56 internal
suditors. The study employed a census survey of all the internal auditors (56) within south rift.
The study targeted internal auditors in charge of internal audit departments as respondents for
Zata collection because they are typically the most knowledgeable people regarding risk based

sudit and its implications in public sector

2.4 Instrumentation

This study was aimed at evaluating risk-based audit factors affecting performance of internal
sudit in public sector. In order to get these data, the researcher used questionnaires. This

mstrument was used to collect information about the respondents’ perception on the role of RBA
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Sctors on the performance of internal audit in public sector South Rift region measured on a 5
soint Likert scale. This type is used to measure perceptions, attitudes, values and behaviour
‘Mugenda & Mugenda, 1999). The questionnaire had four sections. Each section was developed
> address a specific objective. Part A was aimed at collecting data about internal auditors’
sersonal characteristics. Part B was on internal auditors’ perception on the level of application of
#8A factors and Part C solicited data on their feelings towards internal audit performance. The
sudy used a self-administered questionnaire to gather information from the respondents. A

period of one month was used to carry out the survey.
2.5 Validity and Reliability

33.1 Validity
= this study, ensuring validity of the data collection instrument involved going through the

suestionnaire in relation to the set objectives and making sure that they contained all the
mformation that could enable answer these objectives. The tools were developed by the
mesearcher and content and face validity established. The content validity established was to
emsure accuracy of the instruments (Leeds, 1993). The face validity was ensured that the
mstrument appeared to measure what it purported to measure. This was accomplished with the

2elp of experts and examiners in Faculty of commerce at Egerton University.

252 Reliability
The instruments were piloted in internal audit units from some of local authorities and districts in

e regions that were not included in the actual study that is, North Rift, Central Province and
“airobi. This enhanced the reliability and validity of the instruments (Mugenda & Mugenda,
©999). The results of the piloted instruments were used to calculate the reliability coefficient.
Scliability was established to ensure accuracy or the consistency of the instrument, that is, the
=xtent to which the results remain similar over different forms of the same instruments
Memillan & Schumacher 1993). This was calculated using the Cronbach formula and reliability
2 0.7 and above was acceptable, (Selltiz, Wrightsman & Cook, cited in Githua, 2000). Mcmillan
i Schumacher, (1993) viewed Cronbach alpha as the most appropriate type of reliability for
survey research. Therefore, the Cronbach alpha test for reliability was used because it is superior
W all others and can be used for both dichotomous-type and large-scale data. The reliability

wuefficient from the piloted instruments was 0.86.
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2.6 Data Collection Procedures

The researcher visited or used the internet services to administer the questionnaires. The email
addresses of the respondents were obtained from their provincial internal auditor for those in
central government. For internal auditors in local authorities the email addresses were obtained
“rough telephone calls to their offices from a list of telephone numbers obtained from Kenya
National Audit Office Nakuru branch. The questionnaires were self-administered thus the
m=spondents were asked to complete the questionnaires themselves. The researcher arranged with
e respondents to collect the completed questionnaire after two weeks. Internal auditors who
were in charge of the departments were in a better position to give in-depth information

soncerning the effects of RBA factors on IA performance.

2.7 Data Analysis and Presentation

The data was analyzed quantitatively through means, percentages correlation and regression
amalysis. Data on the respondent’s bio déta and application of RBA factors was analyzed using
Zescriptive statistics such as statistical mean and percentile values. The effect of RBA factors on
e performance was tested statistically using Pearson Moments Correlation. Relationships
setween RBA factors on performance of internal audit in public sector were determined at alpha
wevel of p< 0.05. The relationship between the overall RBA factors index and overall
serformance index was tested statistically using Pearson moment correlation. Regression
amalysis was used to test the overall effects of RBA factors on performance of internal audit in

sublic sector. The regression is based on the linear equation model expressed as: Y=bgy + b;x; +

Where Y= dependent variable (Internal audit performance)
%= constant ; by, by, by by= correlation coefficient and X, X2, X3 . X,= independent variables
“susiness focus, stakeholders’ focus, continual risk assessment coverage, process improvement,

sarticipates in strategic planning, goal focus, continual process monitoring and continual risk

“management measures). The data was analyzed with the help of the Statistical Package for Social

Sciences (SPSS) computer software (version 12.0).
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Table 1: Summary of Analysis of Study Objectives

lic sector

Research Objectives Independent Dependent variables  Statistical
variables Analysis

o determine the extent to which RBA Performance Means

SBA factors had been applied in

‘mternal audit in public sector

To determine the level of RBA Performance Means

performance achieved by IA in

public sector

To determine the effects of RBA RBA Performance Pearson

“actors on the [A performance in moments

Correlation and

Regression
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CHAPTER FOUR

RESULTS AND DISCUSSION

+.1. Introduction

s study set out to evaluate Risk Based Audit factors affecting performance of internal audit
Separtments in public sector. The data was collected using questionnaires targeting internal
wuditors in South Rift region of Rift Valley province. Out off 56 questionnaires issued 44 were

s=tumed back duly filled representing 78.6% response.

“he data was analyzed and discussed under the following research objectives: To determine the
=wtent in which the listed RBA factors have been applied in Internal Audit in public sector, to
“etermine level of performance achieved by Internal Audit in public sector and to determine the
=went to which RBA factors (Business focus, Stakeholders Focus, Continual Risk Assessment
overage, Process Improvement, Participates in strategic planning, Goal focus, continual process
menitoring and Continual risk management measures) affects performance (cost, time and

~Semands of the auditee) of Internal Audit in public sector.

4.2 Background Information of the Study Respondents

s section presents a brief description of the demographic characteristics of the sampled
“=spondents involved in this study. Such a description is considered to be very important in
oviding a better understanding of the respondents included in the study and therefore provide a
wood foundation for a detailed discussion of the results based on the stipulated objectives of the
udy. The demographic characteristics included designation, gender, level of education and

of service.

=.1 Respondent’s Gender

s research sought to find distribution of Internal Auditors by gender in internal audit in public
r. The Study findings indicated the distribution of the respondents by gender. There were 44
ndents in total. The distribution is as shown in the figure below, 73% male and 27% female.

s implies that gender parity is yet to be achieved in the study area.
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Figure 2: Respondent’s Gender
Source: Research Data 2012

4.2.2 Respondents Number of Years in Service

The research was also interested in determining the distribution of Internal Auditors in public
sector by experience as measured by number of years in service. Working experience is an
smportant factor with significant influence on understanding of operations of Internal Audit in
sublic sector and how its performance can be influenced. The results are tabulated in table 1
Below.

Table 2: Number of Years in Service

Number of Years Frequency Percentage
25 Years 9 20.5
8-10 Years : 13 29.5
21-15 Years 8 18.2
25-20 Years 8 18.2
25-30 Years 6 13.6
EE ) 100.0

“wwrce: Research Data 2012

Study found out that 20.5% of the respondents had a working experience of 1-5 years. About
5% of the respondent had a working experience of 6-10 years whereas 18.2% each had a
ing experience of 11-15 year and 16-20 years, respectively and 13.6% had a working
rience of 26-30 years. None of the respondents was between 21-25 years. These findings

icate that majority of respondents had worked considerably long to understand the effect of
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®BA factors on service delivery in the internal audit in public sector. The RBA was introduced
= internal audit in public sector in 2005; hence most of the internal auditors had the prerequisite

snowledge of RBA since all of them had an experience of at least one year.

+4.2.3 Respondent’s Highest Level of Education

The Study sought to investigate distribution of Internal Auditors public sector by academic

wualification. The results were as indicated in figure 3. .

43.2

27.3

Percentage
Response (%)

5.2

KCSE A-Level Diploma Graduate Postgraduate

Level

re 3: Respondent’s Highest Level of Education
ce: Research Data 2012

respondents were 44 and the categories of their academic were KCSE, A Level, Diploma,
uate and Post Graduate. The data showed that majority of Internal Auditors in Public Sector
holders of First Degrees, A level, or Diploma. University undergraduate degree holders
unted for 43.2% of the respondents, with those holding A Level certificates accounting for
3%, Diploma 15.9%, and Postgraduate Degree 9%. A minority of 4.6% had KCSE as their
st level of education. This data showed that the respondents had prerequisite skills and

-

ledge to carry out Risk Based Audits.
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42.4 Respondent’s Other Professional Qualifications
"% Study sought to investigate distribution of Internal Auditors in public sector by professional

aualifications. The results were as indicated in table 3.

Table 3: Respondent’s Other Professional Qualifications

Type Frequency Percentage
25 56.8
4 L |
1 23
5 11.4
9 20.4
44 100.0

“wwrce: Research Data 2012

“he respondents were 44 and the categories of their professional qualifications were CPA, CISA,
_FE, None and others. The data showed that majority of Internal Auditors in Public Sector were
Swlders of CPA which accounted for 56.8% of the respondents, with those holding CISA were 4
ut of 44 accounting for 9.1%. Further one respondent out of fourty four was a holder of CFE
“wcounting for 2.3%. 11.4 % of the respondents did not have any qualification while 20.4 % had
her professional qualifications which were not considered relevant in understanding RBA. In
widition it was observed that none of the respondents had more fhan one professional
ualification. This data showed that the respondents had prerequisite skills and knowledge to
wury out Risk Based Audits. However initiative should be taken to enhance professional

‘malifications in various relevant fields.

4.3 Extent of Application of RBA Factors by Internal Audit in Public Sector

rective one sought to determine the extent to which RBA factors had been applied in Internal
it in public sector. To achieve this objective, the respondents were asked to indicate the
nt to which RBA factors had been applied in their Internal Audit departments. The factors
are those that differentiate RBA approach from traditional Audit approaches. They include;
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Susiness focus, Stakeholders focus, continual risk Assessment coverage, Process Improvement,
serticipation in strategic planning, goal focus, continual process monitoring and continual risk

Tanagement.

4.3.1 Extent of Application of Business Focus in Internal Audit
The five point likert scale with very great extent, great extent, some extent, less extent and not at

» was used. The results are tabulated in table 4 below.

Table 4: Extent of Application of Business Focus in Internal Audit

Statement Percentage Response Mean
Not at Less Some Greater  Very great
all Extent extent extent extent
Creates focus on the 0.0 4.5 40.9 432 11.4 3.614

achievement of client’s

Ley objectives

Aligns audit objectives to 0.0 6.5 47.7 29,3 15.9 3.546
clients’ objectives
Creates an insight of the 0.0 11.4 43.2 34.1 11.4 3.455

clients business activities

Sewrce: Research Data 2012
The study findings revealed that 95.5% of the respondents agreed that RBA creates focus to the

whievement of clients’ key objectives. Of these 40.9% was to some extent, 43.2% was to a
wreater extent, while 11.4% was to a very great extent. Therefore, Internal Audit in public sector
sas created focus on the achievement of the clients’ key objectives. In addition, 93.1% of the
w=spondents agreed that RBA aligns audit objectives to client objectives, (that is 47.7% to some
“=ent, 29.5% to a greater extent while 15.9% to a very greater extent). Therefore, there is need
“or internal audit in Public Sector to improve their attitude towards business focus so that audit
Whiectives can be aligned with the clients’ objectives. Further 88.7% of the respondents agreed
et RBA creates an insight of the clients business activities, (that is 43.2% to some extent,
4.1% to a greater extent while 11.4% to a very greater extent). This implies that there is need
“ur internal audit in Public Sector to improve their attitude towards business focus since this

d create an insight of the client’s business activities.
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Comparing statistical mean on the extent to which business focus had been applied in internal
sudit in public sector in order of magnitude: Creates focus on the achievement of clients key
sbjectives (M=3.614), aligns audit objectives to clients objectives (M=3.546) and that business

“acus creates an insight of the clients business activities (M=3.455).

~Un the extent to which the business focus were applied in by internal audit in public sector,
survey data (Figure 4) shows that 12% of the respondents reported to a high extent, 86% to a
moderate extent while only 2% reported to low extent. It is evident from the findings that a
susiness focus was applied generally to a moderate extent within the internal audit in the study

&rea.

Figure 4: Overall Application of Business Focus
Source: Research Data 2012

4.3.2 Extent of Application of Stakeholders Focus in Internal Audit

The five point likert scale with very great extent, great extent, some extent, less extent and not at

' was used. The results are tabulated in the table 5.
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Table 5: Extent of Application of Stakeholders Focus in Internal Audit

Statement Percentage Response Mean

Not at Less Some Greater  Very great
all Extent  extent extent extent

Ensures that internal 4.5 13.6 2o 43.2 13.6 3.750

audit and key

stakeholders shares the

same priorities

Vision and expectation of 0.0 15.9 27,3 43.2 13.6 3.477

the key stakeholders are

of paramount importance

Source: Research Data 2012

This study revealed that 81.8% of the respondents agreed that internal audit in public sector and
w=y stakeholders shares the same priorities, (that is 25.0% to some extent, 43.2% to a greater
extent while 13.6% to a very greater extent). Therefore, internal audit in public sector should
emsure their priorities align with those of key stakeholders in public sector. This would lead to

mcreased performance of internal audit departments in public sector.

‘= addition 84.1% of the respondents agreed that RBA ensures vision and expectation of the key
“sakeholders are of paramount importance, (that is 27.3% to some extent, 43.2% to a greater
=xtent while 13.6% to a very greater extent). Therefore, there is need for IA in Public Sector to
smprove their attitude towards business focus since this would ensure vision and expectation of

e key stakeholders are of paramount importance.

“omparing statistical mean on the extent to which stakeholders focus had been applied in IA in
ublic sector in order of magnitude: Ensures that Internal Audit and key stakeholders shares
same priorities (M=3.75) and vision and expectations of the key stakeholders are of paramount

smportance (M=3.477)

“n the extent to which the stakeholders focus were applied in by internal audit in public sector,

wurvey data (Figure 5) shows that 13.6% of the respondents reported to a high extent, 65.9% to a
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moderate extent while only 20.5% reported to low extent. It is evident from the findings that

stakeholders focus was applied generally to a moderate extent within the IA in the study area.

Percentage
Response
(%)

Low Moderate High

Overall Level

Figure 5: Overall Application of Stakeholders Focus
ce: Research Data 2012

Extent of Application of Continual Risk Assessment Coverage in Internal Audit
five point likert scale with very great extent, great extent, some extent, less extent and not at

was used. The results are tabulated in the table 6.
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Table 6: Extent of Application of Continual Risk Assessment Coverage in Internal Audit

Statement Percentage Response Mean
Not at Less Some Greater  Very great
all Extent extent extent extent
Anticipated changes inrisk 0.0 6.8 34.1 45.5 13.6 3.546
levels are predictable on
ame
Audit programmes includes 2.3 29.5 0.0 47.7 20.5 3.659

the most effective and
=fficient tests for each
client
The business is viewed in 0.0 11.4 273 45.5 159 3.841
zn environment of risk
Audit plans are developed 0.0 159 25.0 45.5 13.6 3.659
based on risky areas and
organizational goals
Audit judgment of inherent 0.0 18.2 29.5 40.9 11.4 3.568
nisk and control risk have
Secome more accurate and
consistent |
Sowrce: Research Data 2012
he study findings revealed that 93.2% of the respondents agreed that continual risk assessment

wowerage ensures anticipated changes are predicted on time. Of these 34.1% was to some extent,
45 5% was to a greater extent, while 13.6% was to a very great extent. This implies that,
amricipated changes in risk levels are predicted on time and hence appropriate actions are taken
» ensure internal audit achieves its set level of performance. In addition 68.2% of the
w=spondents agreed that continual risk assessment coverage ensures audit programmes includes
e most effective and efficient tests for each client. Of this 0% was to some extent, 47.7% was
W a greater extent, while 20.5% was to a very great extent. This implies that Internal Audit
“epartments in public sector have put systems in place to ensure that audit programmes contain

Jwpropriate tests for each client environment to help organizations achieve success.
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“urther 88.7% of the respondents agreed that continual risk assessment coverage ensures the
Susiness is viewed in an environment of risk. Of these 27.3% was to some extent, 45.5% was to a
meater extent, while 15.9% was to a very great extent. This implies, systems should be put in
‘Jlaces to ensure that various clients are classified according to their risk factors. The research
Sadings also revealed that 84.1% of the respondents agreed that continual risk assessment
“overage ensures audit plans are developed based on risky areas and organizational goals. Of
Bese 25% was to some extent, 45.5% was to a greater extent, while 13.6% was to a very great
sent. This implies that there is deliberate positioning of audit plans based on risky areas and

zanizations goals to optimize performance. Further 81.8% of the respondents agreed that
wmtinual risk assessment coverage ensures audit judgment of inherent risk and control risk have
Secome more accurate and consistent. Of these 29.5% was to some extent, 40.9% was to a
water extent, while 11.4% was to a very great extent. Therefore, audit judgment of inherent risk

»i control risk have become more accurate and consistent, this is turn could result into

oved performance.

~_smparing statistical mean on the extent to which continual risk assessment coverage had been
ied in internal audit in public sector in order of magnitude: the business is viewed in an
onment of risk (M=3.841), audit programmes includes the most effective and efficient tests
each client (M=3.659), audit plans are developed based on risky areas and organizational
(M=3.659), audit judgment of inherent risk and control risk have become more accurate

2 consistent (3.568) and anticipated changes are predicted on time (M=3.546).

the extent to which the continual risk assessment coverage were applied in by internal audit
= public sector, survey data (Figure 6) shows that 18.2% of the respondents reported to a high
ent, 47.7% to a moderate extent while only 34.1% reported to low extent. It is evident from
findings that continual risk assessment coverage was applied generally to a moderate extent

the internal audit in the study area.
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Figure 6: Overall Application of Continual Risk Assessment Coverage
Sowrce: Research Data 2012

4.3.4 Extent of Application of Process Improvement in Internal Audit
he five point likert scale with very great extent, great extent, some extent, less extent and not at

& was used. The results are tabulated in the table 7.

Table 7: Extent of Application of Process Improvement in Internal Audit

Statement Percentage Response Mean
Not Less Some  Greater Very
at Extent extent extent great
all extent

improves financial statements g0 2.3 409 38.6 18.2 3.455

assurance and reporting process

The higher the risk area, the 0.0 6.8 20.5 432 29.5 3027
- more audit time and client

controls are required

Assure the organization have 0.0 114 341 432 114 3.945
“ocused on emerging risks that

may not yet be well managed

ce: Research Data 2012
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The study findings revealed that 93.2% of the respondenis agreed that process improvement
ensures financial statements assurance and reporting process are improved. Of these 40.9% was
W some extent, 38.6% was to a greater extent, while 18.2% was to a very great extent. This
wmplies that financial statements assurance and reporting process were improved. Through
smproved process; this could result to high rating of performance of Internal Audit departments
= public sector. In addition 93.2% of the respondents agreed that process improvement ensures
e higher the risk area, the more audit time and client controls are required. Of these 20.5% was
o some extent, 43.2% was to a greater extent, while 29.5% was to a very great extent. Therefore,
e internal audit in public sector has given more priority to the high risky areas in terms of time
and controls. This could imply that the risky areas have been considered and there is high chance

when more attention is given on risky areas this could lead to improved performance.

Surther 88.7% of the respondents agreed that process improvement assures the organization have
“ocused on emerging risks that may not yet be well managed. Of these 34.1% was to some
extent, 43.2% was to a greater extent, while 11.4% was to a very great extent. Therefore, this
would imply that internal audit in public sector has put in place measures to focus on emerging

=sks that could have not been well managed to propel internal audit performance forward.

“omparing statistical mean on the extent to which process improvement had been applied in
wernal audit in public sector in order of magnitude: Assures the organization have focused on
emerging risks that may not yet be well managed (M=3.945), the higher the risk area, the more
audit time and client controls are required (M=3.727) and the process improvement improves

“mancial statements assurance and reporting process (M=3.455).

i the extent to which the process improvement were applied in by internal audit in public
+nctor, survey data (Figure 7) shows that 25% of the respondents reported to a high extent,
+3.5% to a moderate extent while only 29.5% reported to low extent. It is evident from the
‘ind'mgs that a process improvement was applied generally to a moderate extent within the

‘mternal audit in the study area.
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Figure 7: Overall Application of Process Improvement
Source: Research Data 2012

4.3.5 Extent of Application of Participation in Strategic Planning in Internal Audit

The five point likert scale with very great extent, great extent, some extent, less extent and not at

21 was used. The results are tabulated in the table 8.

Table 8: Extent of Application of Participation in Strategic Planning in Internal Audit

Statement Percentage Response Mean

Not Less Some  Greater Very great
atall Extent extent extent extent

The client entity is viewed 2.3 6.8 341 523 4.5 3.546
s an open system able to

adapt to changes

Client Strategic planning 0.0 91 544 273 9.1 3.500

process matches

environmental threats

Source: Research Data 2012
The study findings revealed that 90.9% of the respondents agreed that participation in strategic

pianning ensures the client entity is viewed as an open system able to adapt to changes. Of these
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34.1% was to some extent, 52.3% was to a greater extent, while 4.5% was to a very great extent.
Sased on the results, the client is viewed as an open system and is capable to adapt to changes
which could be implemented to enhance internal audit performance. This implies that the client
%as adopted mechanisms for adoption of new technologies to meet new emerging issues. In
addition 90.8% of the respondents agreed that participation in strategic planning ensures the
clent strategic planning process matches environmental threats. Of these 54.4% was to some
extent, 27.3% was to a greater extent, while 9.1% was to a very great extent. This Implies that
 srategic planning process considers environmental threats. By considering environmental threats

ey are able to capitalize on their strengths to create competitive edge.

Comparing statistical mean on the extent to which strategic planning had been applied in internal
audit in public sector in order of magnitude: The client entity is viewed as an open system able
0 adapt to changes (M=3.546) and clients strategic planning process matches environmental
Wreats (M=3.500).

Un the extent to which the participation in strategic planning were applied in by internal audit in
sublic sector, survey data (Figure 8) shows that 4.5% of the respondents reported to a high
=xtent, 79.5% to a moderate extent while only 15.9% reported to low extent. It is evident from
e findings that a participation in strategic planning was applied generally to a moderate extent

within the internal audit in the study area.

High

—AEh

Level Moderate

Low " 15.9

Percentage Response (%)

re 8: Overall Application of Participation in Strategic Planning
ce: Research Data 2012

51



43.6 Extent of Application of Goal Focus in Internal Audit

The five point likert scale with very great extent, great extent, some extent, less extent and not at

= was used. The results are tabulated in the table 9.

Table 9: Extent of Application of Goal Focus in Internal Audit

Statement Percentage Response Mean
Not Less Some  Greater Very
atall Extent extent extent great
extent
Creates value to clients entity 0.0 921 31.8  50.0 2.1 3.364
Enhances organizational 45 45 341 477 2.1 3.591

recognition in the market place

Source: Research Data 2012

“he study findings revealed that 90.9% of the respondents agreed that goal focus creates value to
; wlent’s entity. Of these 31.8% was to some extent, 50% was to a greater extent, while 9.1% was
W a very great extent. This implies that internal audit by actualizing the clients’ goals it added
walue to the organization hence by achieving clients’ goals this improves the performance of the
wernal audit. In addition 90.9% of the respondents agreed that goal focus enhances good
wovernance in public sector. Of these 34.1% was to some extent, 47.7% was to a greater extent,
while 9.1% was to a very great extent. Therefore, Internal Audit departments in public sector

wwould have RBA which promotes good governance.

omparing statistical mean on the extent to which strategic planning had been applied in internal
~sudit in public sector in order of magnitude: Organizational recognition in the market place

M=3.591) and creates value to clients entity (M=3.364).

“n the extent to which the goal focus were applied in by internal audit in public sector, survey
xia (Figure 9) shows that 16% of the respondents reported to a high extent, 70% to a moderate
t while only 14% reported to low extent. It is evident from the findings that a goal focus

was applied generally to a moderate extent within the internal audit in the study area.
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Figure 9: Overall Application of Goal Focus
- Source: Research Data 2012

- 43.7 Extent of Application of Continual Process Monitoring in Internal Audit

The five point likert scale with very great extent, great extent, some extent, less extent and not at

» was used. The results are tabulated in the Table 10;

Table 10: Extent of Application of Continual Process Monitoring in Internal Audit

Statement Percentage Response Mean
Not  Less Some  Greater Very great
atall Extent extent extent extent

“dentifies significant internal 0.0 0.0 273 545 18.2 3.523

control weaknesses and designs

ways to address them

Monitors progress in closing 45 45 295 455 15.8 3.909
previously identified risks

Mentifies good practices and oy 9l 227 323 15.9 3.605

improvement opportunities

ce: Research Data 2012
study findings revealed that 99.8% of the respondents agreed that continual process

onitoring identifies significant internal control weaknesses and designs ways to address them.
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Of these 27.3% was to some extent, 54.5% was to a greater extent, while 18.2% was to a very
zreat extent. This implies that mechanisms have been put in place to continually identify and
spdate significant internal controls weaknesses and designing ways of addressing them. In
addition 90.8% of the respondents agreed that continual process monitoring monitors progress in
addressing previously identified risks. Of these 29.5% was to some extent, 45.5% was to a
ereater extent, while 15.8% was to a very great extent. This implies that mechanisms have been
put in place to continually monitor the progress of previously identified risks and ensure
“lentified loopholes are sealed. Further 90.9% of the respondents agreed that continual process
monitoring identifies good practices and improvement opportunities. Of these 22.7% was to
some extent, 52.3% was to a greater extent, while 15.9% was to a very great extent. This implies
“hat RBA promotes learning process which leads to development of best practices which leads to

enhanced performance.

“omparing statistical mean on the extent to which continual process monitoring had been
woplied in A in public sector in order of magnitude: Monitors progress in closing previously
wientified risks (M=3.909) identifies good practices and improvement opportunities (M=3.605)
and continual process monitoring identifies significant internal control weaknesses and designs

ways to address them (M=3.523),

~n the extent to which the continual process monitoring were applied in by internal audit in
~sublic sector, survey data (Figure 10) shows that 27.3% of the respondents reported to a high
=xtent, 47.7% to a moderate extent while only 25% reported to low extent. It is evident from the
“ndings that a continual process monitoring was applied generally to a moderate extent within

e internal audit in the study area.
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re 10: Overall Application of Continual Process Monitoring

ce: Research Data 2012

Extent of Application of Continual Risk Management Measures
five point likert scale with very great extent, great extent, some extent, less extent and not at

was used. The results are tabulated in the table 11.

e 11: Extent of Application of Continual Risk Management Measures

Statement Percentage Response Mean

Not at Less Some  Greater Very
all Extent extent extent great
extent

arries out risk mitigation 0.0 2.3 386 477 11.4 3.750
measures
arries out risk transfer measures 0.0 136 38.6 43.2 45 3.682
arries out risk avoidance 0.0 159 227 545 6.8 3.386
measures
Carries out risk acceptance 0.0 20.5 386 38,6 2.3 3.522
measures
Carries out risk reduction 4.5 0.1 31.88 432 11.4 3.477

measures

ce: Research Data 2012
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The study findings revealed that 97.7% of the respondents agreed that continual risk
management measures ensure risk mitigation measures are carried out. Of these 38.6% was to
some extent, 47.7% was to a greater extent, while 11.4% was to a very great extent. Therefore,
sased on the study findings risk mitigations measures could prevent occurrence of adverse event
or transactions being carried out. This in turn could result to good internal audit performance. In
addition 86.3% of the respondents agreed that continual risk management measures ensure risk
wansfer measures are carried out. Of these 38.6% was to some extent, 43.2% was to a greater
extent, while 4.5% was to a very great extent. This implies that the client is able to engage the

expertise in dealing with the risky areas hence save on time and cost.

Further 84% of the respondents agreed that continual risk management measures ensure risk
avoidance measures are carried out. Of these 22.7% was to some extent, 54.5% was to a greater
=xient, while 6.8% was to a very great extent. This implies that, there are measures to ensure that
msks the client could not be able to handle were avoided.The study findings also revealed that
795% of the respondents agreed that continual risk management measures ensure risk
scceptance measures are carried out. Of these 38.6% was to some extent, 38.6% was to a greater
=xtent, while 2.3% was to a very great extent. This implies there were measures to ensure that
=sks the client could be able to manage were being accepted. This implies that the client is able
 determine the merits and demerits of a certain level of risk acceptance. Based on the study
“ndings 86.4% of the respondents agreed that continual risk management measures ensure risk
“m=duction measures are carried out. Of these 31.8% was to some extent, 43.2% was to a greater
=xtent, while 11.4% was to a very great extent. This implies that systems have been put in place

"o minimize the risk levels.

omparing statistical mean on the extent to which continual risk management measures had been
wplied in internal audit in public sector in order of magnitude: Carries out risk mitigation
measure (M=3.750), Carries out risk transfer measures (M=3.682), Carries out risk acceptance
measures (M=3.522), Carries out risk reduction measures (M=3.477) and continual risk
‘management measures carries out risk avoidance measures (M=3.386).

the extent to which the continual risk management measures were applied in by internal audit

= public sector, survey data (Figure 11) shows that 18% of the respondents reported to a high
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in the IA in the study area.

ce: Research Daia 2012

9 Level of Application of RBA Factors

® _.ow & Moderate @ High

ir various level of application as shown below.

le 12: Level of Application of RBA Factors

t, 55% to a moderate extent while only 27% reported to low extent. It is evident from the

ings that a continual risk management measures was applied generally to a moderate extent

re 11: Overall Application of Continual Risk Management Measures

order to compare the level of application of amongst the RBA factors table 12 summarized

Low  Moderate High

iness focus 2.0% 86.0% 12.0%
eholders focus 20.5% 65.9% 13.6%
tinual Risk Assessment Coverage 34.1% 47.7% 18.2%
ess Improvement 29.5% 45.5% 25.0%
icipation in Strategic Planning 15.9% 79.5% 4.5%

1 Focus 14.0% 70.0% 16.0%
sntinual Process Monitoring 25.0%  477%  27.3%
tinual Risk Management measures 27.0% 55.0% 18.0%

ce: Research Data 2012
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On the extent on which various RBA factors were applied (figure 12), continual risk assessment
coverage was rated lowest at 34.1% while continual process monitoring was the highest with .
27.3%. The study findings also indicated that business focus was moderately applied at 86% and

other RBA factors in the moderate application were rated below 86%.

90.0%
80.0%
70.0%
60.0%
50.0%
40.0%
30.0%
20.0% -
10.0% -

| T (] LN L |

# Low

® Moderate

O ‘, o
& & ' 3 = High

Figure 12: Comparison on the Level of Application of Risk Based Audit Factors
Source: Research Data 2012

43.10 Overall Application of RBA Factors

= order to get the overall effect of all the risk based audit factors, the computed index for all the
“ndividual respondents were computed and summarized as shown on the table 13 below.

Table 13: Overall application of RBA factors

el Frequency Percent

Low 8 18.2

Moderate 21 47.7
High 15 34.1
Total 44 100.0

ce: Research Data 2012
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On the extent to which the overall risk based audit factors were applied in by internal audit in
public sector, survey data (Figure 13) shows that 18.2% of the respondents reported to a low
soplication, 47.7% to a moderate application and 34.1% reported to high application. It is evident
%om the findings that a risk based audit factors were applied generally to a moderate extent

within the internal audit in public sector.

B Low
B Moderale

# High

Figure 13: Overall Application of Risk Based Audit Factors
Sowrce: Research Data 2012

4.4 Level of Performance Achieved by Internal Audit in Public Sector

The second objective of this study sought to establish the level of performance achieved in
al Audit in public sector. In this regard, the respondents were asked to indicate the level of
al Audit performance in terms of: timeliness, cost and demands of the auditee. The results

data analysis and discussions are as follows:
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+4.1Timeliness of Internal Audit Performance

Table 14: Timeliness of Internal Audit Performance

Statement Percentage Response Mean
Not Less Some  Greater Very great
atall Extent extent extent extent
Variation of Actual days/time 9.1 6.8 230 323 6.8 3.409

mput with planned days/time

per audit assignment have

reduced

Audit assignment are completed 4.5 114 318 323 0.0 3.318
on planned dates

Time of completion of audit 45 205 182 432 13.6 3.409
- plans have reduced

Draft audit reports are issued by 6.8 182 227  50.0 23 3.227
the target date -

Sowrce: Research Data 2012

he survey data on timeliness of audit engagements (Table 14), 84.1% of respondents agreed
“hat timeliness of audit engagements had improved, that is variation of actual days/time input
with planned days/ time per audit assignments have reduced, 25% to some extent, 52.3% to a
wreater extent and 6.8% to a very greater extent. This showed that the measures that were put in
siace were translating into reduction of time per audit assignment hence resulting to efficient and
“ective service delivery. In addition, 84.1% of the respondents agreed that audit assignments
completed on planned dates, 31.8% to some extent, 52.3% to a greater extent and 0% to a
wery greater extent. This showed that measures adopted by internal audit in public sector ensured
“hat productivity during audit assignment had improved. Further, study findings indicate that
5% of the respondents agreed that time of completion of audit plans have reduced, 18.2% to
some extent, 43.2% to a greater extent and 13.6% to a very greater extent. This implies that the
‘measures adopted through RBA of concentrating on risky areas were translating into reduction of

ame of preparing audit plans. Study findings also revealed that 75% of the respondents agreed
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audit reports are issued by the target dates, 22.7% to some extent, 50% to a greater extent
2.3% to a very greater extent. This implies that measures adopted by internal audit in public

r have yielded positive results in ensuring timeliness in the aspect of issuance of reports.

paring the statistical means (Table 14), the level timeliness of internal audit performance
ranked in order of magnitude: Variation of Actual days/time input with planned days/time
audit assignment have reduced (M=3.409), Time of completion of audit plans have reduced
1=3.409), Audit assignment are completed on planned dates (M=3.318) and Draft audit reports
issued by the target date (M=3.227).

rding to study findings (Figure 14), in 68.2% of the respondents, overall timeliness of
al audit performance was high, 20.5% (moderate) and 11.4% (low). On the basis of these
ings, the overall timelines of internal audit performance in public sector was generally high

¢ an indicator of improved performance due to measures adopted.

Low Moderate High

re 14: Overall Timeliness of Internal Audit Performance
ce: Research Data 2012
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.2 Level of Internal Audit Cost Performance

‘ ith regard to cost reduction (Table 15), 65.9% of the respondents agreed that the cost of
dividual audit assignments have reduced. Further, 63.6% of the respondents agreed that the
“udgeted and actual cost variances have reduced. Study findings also revealed that 68.2% of the
“=spondents agreed that the number of auditors per audit assignment have reduced.

ccording to the statistical means (Table 15), the level of cost performance in terms of reduction
was ranked in the order of magnitude: cost of individual audit assignments have reduced
- W=2.886), the number of auditors per audit assignment has reduced (M=2.864) and reduction of
adgeted and actual cost variances (M=2.841).

able 15: Level of Internal Audit Cost Performance

Statement Percentage Response Mean
Not at Less Some Greater  Very
all Extent extent extent great
extent

Cost of individual audit 13.9 182  34.1 25.0 6.8 2.886
assignment have reduced

Sudgeted and actual cost 15.9 2o 2985 318 2.3 2.841
wariances have reduced

The number of auditors per 13.6 182 384 - 273 23 2.864
sudit assignment have

seduced

wrce: Research Data 2012

study findings (Table 15), show that in 65.9% of the respondents agreed that the cost of
“mdividual audit assignments have reduced, 34.1% to some extent, 25% to a greater extent and
% to a very greater extent. This implies that there was need to come up with new measures or
ance the existing ones to further lower cost in audit assignments to a greater extent. Further
25.6% of the respondents agreed that the budgeted and actual cost variances have reduced,
=%.5% to some extent, 31.8% to a greater extent and 2.3% to a very greater extent. This implies
at the RBA has resulted to efficient utilization of available funds. Finally 68.2% of the
“=spondents agreed that the number of auditors per audit assignments has reduced, 38.6% to

me extent, 27.3% to a greater extent and 2.3% to a very greater extent. This implies that the
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ilable human resource individual productivity has increased hence reduction in wage bill and

inal cost to the auditee.

the basis of these findings, the overall improvement in cost reduction was generally
erate in internal audit in the study area, especially in terms of reduction in the number of
itors per audit assignment (M=2.864) and reduction in the budgeted and actual cost variances
1=2.841). Study findings (Figure 13), show that in 52% of the respondents indicated that there
moderate cost reduction in internal audit in public sector, 27% indicated low while 21%

icated high cost reduction levels.

re 15: Overall Level of Audit Cost
ce: Research Data 2012
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£.4.3 Level of Demands of the Auditee Performance

Table 16 Level of Demands of the Auditee Performance

Statement Percentage Response Mean

Not Less Some Greater Very
at Extent extent extent great
all extent

Level of clients satisfaction 4.5 18.2 386 31.8 6.8 3.182

have increased

The usefulness of audit 45 182 205 432 13.6 3.432
reports have improved
Acceptance of audit 0.0 182 341 34.1 13.6 3.432

r=commendations have

mcreased

Sowrce: Research Data 2012

he study findings (Table 16), show that in 77.2% of the respondents agreed that the level of
“ients’ satisfaction have increased, 38.6% to some extent, 31.8% to a greater extent and 6.8% to
% very greater extent. This implies that RBA measures adopted have bolstered the level of
wustomer satisfaction. Further 77.3% of the respondents agreed that the usefulness of the audit
w=ports have improved, 20.5% to some extent, 43.2% to a greater extent and 13.6% to a very
weater extent. This implies that audit recommendations were making positive contributions
“wwards enhancing transparency and accountability. Finally 81.8% of the respondents agreed that
e acceptance of audit recommendations have increased, 34.1% to some extent, 34.1% to a
~weater extent and 13.6% to a very greater extent. Based on the research findings this implies that
#58A have improved the credibility and acceptance of audit recommendations. And therefore it

an be used as a source reference in reduction of risks facing public sector entities.

' the basis of the statistical means (Table 16), the level of internal audit performance in various
wspects of auditee demands was ranked in order of magnitude: improvement of usefulness of
audit reports (M=3.432), acceptance of audit recommendations (M=3.432) and increase in the
“evel of clients satisfaction (M=3.182).The study findings (Figure 16), show that in 50% of the
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ndents indicated that there was moderate increase in meeting the demands of the auditee in
rnal audit in public sector, 15.9% indicated low while 34.1% indicated high achievement of

itee demands.

Percentage
Response (%)

Low Moderate High

Overall level

re 16: Overall Level of Auditee Demand
ce: Research Data 2012

4 Overall Performance of Internal Audit in Public Sector

order to get the overall performance, the computed index for all the individual performance

ures were computed and summarized as shown on the table 17 below.

able 17: Overall Performance of Internal Audit in Public Sector

Level Frequency Percent

Low 8 18.2
Moderate 14 31.8
High 2 50.0
Total 44 100.0

ce: Research Data 2012
the extent to which the overall performance level of internal audit in public sector, survey

(Figure 17) shows that 18.2% of the respondents reported to a low performance level, 31.8%
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© a moderate performance level and 50% reported to high performance level. It is evident from

e study findings that internal audit performance in public sector was generally to a high level.

s Low
m Moderate

= High

Figure 17: Overall Application of Risk Based Audit Factors

Sowurce: Research Data 2012

4.5 The Influence of Moderating Factors on Internal Audit Performance

The study sought to establish the extent to which moderating factors (government regulations
and Professional standards) affect achievement of internal audit performance in public sector. In
“uis regard, the respondents were asked to indicate the extent to which government regulations
and Professional standards influenced the level of internal audit performance in terms of: cost,
t“me and demands of the auditee. The results of data analysis and discussions are presented

selow:

4.5.1 Effect of Government Regulations on Internal Audit Performance

U the basis of the statistical means (Table 18), the influence of government regulations on the
‘evel of internal audit performance was ranked in the order of magnitude: reduction of time spent
= an audit assignment (M=4.318), achievement of clients demands (M=3.227), and reduction of

cost per audit assignment (M=3.046).
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Table 18: Effect of Government Regulations on Internal Audit performance

Statement Percentage Response Mean
Not at Less Some  Greater Very
all Extent extent extent great
extent

Reduction of time spent in an 13,6 205 250 34.1 6.8 4.318
2udit assignment
Reduction of cost per audit 0.1 159 364 38.6 0.0 3.046
assignment

“chievement of clients demand 4.5 159 364 38.6 4.5 3.227

Source: Resedrch Data 2012

The study findings (Figure 18) show that in 45.5% of the respondents on the overall influence of
government regulations on internal audit performance in the public sector was high, 34.1%
moderate and 20.5% low. On the basis of these findings, government regulations influence on
‘mternal audit performance in public sector was high although the influence on reduction of cost

ser audit assignment and achievement of client’s demands was found to be low.

A

High

Overall Level Moderate

Low

Percentage response (%)

Figure 18: Overall Effect of Government Regulation
Source: Research Data 2012
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45.2 Effect of Professional Standards on Internal Audit Performance

The influence of professional standards on internal audit performance in public sector was
| analyzed to bring out the extent to which it influenced performance elements. Comparing the
statistical means (Table 19), the influence of professional standards on the level of internal audit
performance was ranked in order of magnitude: achievement of clients demands (M=3.591),
s=duction of time spent in an audit assignment (M=3.341) and reduction of cost per audit
sssignment (M=3.273). Based on these results, professional standards were found to have the
greatest impact on achievement of clients’ demands in public sector.

Table 19: Effect of Professional Standards on Internal Audit Performance

Statement Percentage Response Mean

Not Less Some Greater Very
atall Extent extent extent great
extent

Reduction of time spentinan 2.3 182 341 341 11.4  3.341
sudit assignment

Seduction of cost per audit 2.3 25.0 205 477 4.5 3.273
assignment

Achievement of clients 0.0 13.6 25.0 50.0 11.4  3.591

demand

Source: Research Data 2012

The study findings (Figure 19) show that in 50% of the respondents on the overall influence of
srofessional standards on internal audit performance in the public sector was high, 32%
moderate and 18% low. On the basis of these findings, the overall influence of professional
sandards on internal audit performance in public sector was high. In addition, the influence of
srofessional standards on reduction of cost per audit assignment was considered less significant

= public sector.
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Figure 19: Overall Effects of Professional Standards on Internal Audit Performance
Sowrce: Research Data 2012

4.6 Relationship of RBA Factors and Performance of Internal Audit in Public Sector.

The third objective of this study sought to determine the extent to which RBA factors affects
performance of Internal Audit in public sector. In this regard, the respondents were asked to
mndicate the level of internal audit performance in terms of: cost, time and demands of the

suditee. The results of data analysis and discussions are as follows:

"o determine the extent to which RBA factors affects performance of Internal Audit in public
sector, the overall index score of various aspects of RBA factors (Business focus, Stakeholders
“ocus, Continual Risk Assessment Coverage, Process Improvement, Participation in strategic
slanning, Goal focus, continual process monitoring and Continual risk management measures)
were correlated with overall index scores of internal audit performance (cost, time and demands

¢ the auditee) as shown in Table 20.
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Table 20: Relationship of Risk-based Audit Factors and Internal Audit Performance

Factors Performance
Pearsons Moment Value (1)
Timeliness Cost Auditee

demands

Business Focus 178 115 091

Stakeholders focus 160 ah3" 070

Continual risk 326% 322% 466

Zssessment coverage

Process improvement 321" 392% 466

Participatory strategic 248 I37" 211

planning

Goal focus 028 304 026

Continuous process 237* 002 296

monitoring

Continual risk .058 S70* .163

Tanagement measures

* Correlation is significant at the 0.05 level
N5 — Not significant p>0.05

Source: Research Data 2012

Table 20 shows the correlation analysis on the relationship between RBA factors and
serformance in internal audit in public sector at 0.05 significance level. The results show that
soplication of business focus does not significantly influence timeliness of audit engagements (r
= 0.178 ns), cost reduction (r =0.115 ns) and auditee demands (r= 0.091 ns). Study findings
ndicated that application of stakeholders focus significantly influenced cost reduction (r
=0.363*) and not timeliness of audit engagements (r =0.160 ns) and auditee demands (r =0.070

Bs).
~Also, correlation analysis indicates that application of continual risk assessment coverage

significantly influenced timeliness of audit engagements (r =0.326*), cost reduction (r =0.322%)

and not demands of the auditee (r = 0.466 ns). Further, findings indicate that application of
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process improvement significantly influenced timeliness (r =0.321%*), cost reduction (r =0.392%*)

and not auditee demands (r =0.466 ns).

Further, participation in strategic planning only significantly influenced cost (r =0.337*) and not
umelines (r =0.248 ns) and auditee demands (r =0.211 ns). On the basis of the Pearson’s moment
Coefficient values goal focus did not significantly influence timeliness (r =0.028 ns), cost (r

=0.304 ns) and audit demands (r =0.026 ns).

In addition, continual process monitoring only significantly influenced timeliness (r =0.337%)
and not cost (r =0.002 ns) and auditee demands (r =0.296 ns). Finally, correlation analysis shows
that continual risk management measures only significantly influenced cost performance (r

=0.370%) and not timeliness (r= 0.058 ns) and auditee demands (r =0.163 ns).

These findings show that only some factors of RBA positively and significantly influenced the
wternal audit performance in the public sector. The results of correlation analysis show that only
= few factors of RBA (continual risk assessment coverage and process improvement) influences
e aspects of internal audit performance (timeliness and cost) to varying extents. The above
study findings show that none of the RBA factors significantly influenced the demands of the
suditee. Nevertheless, aspects such as stakeholders focus, participation in strategic planning and
continual risk management measures were found to significantly influence cost reduction. In
addition, continual process monitoring was also found to significantly influence timeliness of

sudit assignments.

4.7 Effect of RBA Factors on Performance of Internal Audit in Public Sector.

o order to determine and confirm the effects of RBA factors (Business focus; Stakeholder focus;
Continuous risk assessment coverage; process improvement, Goal focus; continual process
monitoring and - continual Risk management on the dependent variable (Internal Audit

serformance), regression analysis was done and results summarized in Table 21 below.
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Table 21: Regression Analysis Results on Effects of RBA Factors on Performance of

Internal Audit in Public Sector

Un-standardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 8.950 8.322 1.075 290
Business focus -.957 1297 -.161 -.793 433
Stakeholder focus 435 704 alsled 618 541
Continuous risk
.002 1.200 .000 .001 .999
coverage
Process Improvement 2.565 996 468 2.573 014
Participatory strategic
673 1.281 J21 525 603
planning
Goal focus -.776 1.006 -.158 =771 446
Process monitoring .889 1.067 152 834 410
Risk management 361 1265 .066 285 b

a. Dependent Variable: Overall Computed Organizational
Performance

Source: Research Data 2012

On the basis of the significance values (Table 21), RBA factors namely; Business focus
' P=0.433, p >0.05) Stakeholder focus (P=0.541, p > 0.05), Continuous risk coverage (P=0.999, p
> 0.05), Participation in strategic planning (P=0.603, p > 0.05), Goal focus (P=0.446, p > 0.05),
Process monitoring (P=0.410, p > 0.05) and Risk management (P=0.777, p > 0.05) were not
“ound to significantly influence Internal audit performance in public sector since (P> 0.05). In

addition, only process improvement (P=0.014, p < 0.05) was found to significantly influence
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organizational performance since (P< 0.05). This means that process improvement contributed

significantly to the internal audit performance in public sector among the RBA factors.

According to the regression summary model (Table 22), the co-efficient of determination (R)
indicated a value of 0.559 and R? = 0.313 or 31.3%. These findings confirm that the observed
change in organizational performance attributed to the RBA factors was 31.3% while the

remaining percentage could be explained by other intervening factors.

Table 22: Effects of Overall RBA Factors Index on the Overall Performance Index
Model Summary

R Std. Error |Change Statistics
Squar (Adjusted |of the R Square |F Sig. F
Model [R e R Square |Estimate |Change |Change |dfl |df2 |[Change
559" 1313 185 6.55319 313 1.989 8 33 077

a. Predictors: (Constant), Risk management , continuous risk coverage, Stakeholder
focus, Process monitoring, Process Improvement, Business focus, Goal focus,
Participatory strategic planning

Source: Research Data 2012
48 Overall Effect of RBA Factors on the Overall Internal Audit Performance in
Public Sector

n order to determine the effect of the overall RBA factors on the overall Internal audit
performance, the overall RBA factors Index was correlated with the overall performance index

2nd results summarized in the table 21 below.
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Table 23: Effects of Overall RBA Factors Index on the Overall Performance Index

Factors Overall risk- Overall
based auditing Performance
index index

Overall risk-based Pearson 1 A13(4*)
auditing index Correlation

Sig. (2-tailed) . .005

N 44 44
Overall Performance  Pearson 413("*) 1
mndex Correlation

Sig. (2-tailed) .005 .

N e 44

* Correlation is significant at the 0.01 level
N5 — Not significant p>0.01

Source: Research Data 2012

The results shows the correlation analysis on the relationship between overall risk based audit
factors index and overall performance index of internal audit in public sector at 0.01 significance
‘evel. The results shows that overall risk based audit factors significantly influenced internal

sudit performance (r = 0.413%*).

4.9 Discussion of Study Findings
4.9.1 Application of RBA in Internal Audit in Public Sector

Objective one sought to determine the extent to which RBA factors had been applied in internal
audit in public sector. The study found out that RBA factors have been applied in internal audit
= public sector to a varying extent. According to the study findings, RBA factors have been
zpplied moderately by the internal audit in the in the study area. The moderate application of
®BA factors in internal audit public sector is inconsistent with Government of Kenya Internal
Audit manual (GOK, 2005) which outlines the advantages of embracing RBA to include:
Increase in accountability, reduction in risk exposure, improvement in transparency,
encouragement of teamwork and management ownership processes, increased efficiency and
=ffectiveness of operations, better strategic use of scarce resources and results in continuous

mmprovement of the system and development of the staff. The listed advantages of RBA in turn
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results to improved performance of internal audit departments in regard to timeliness, cost

reduction and achievement of clients demands.

4.9.2 Level of Internal Audit Performance in Public Sector

The second objective of this study sought to establish the level of performance achieved by
internal audit in public sector. The study findings revealed that the overall internal audit
performance in terms of cost reduction and achievement of auditee demands was moderate while

timeliness of audit engagements was high.

On the basis of mean scores for various aspects of timeliness performance such as reduction in
the variance of actual/time input with planned days days/time per audit assignment was rated
high (M=3.409) with reduction in time to complete an audit assignment being rated at the same
level (M=3.409) while completion of audit assignment on planned dates and issuance of draft

reports by the target dates were rated at (M=3.318) and (M=3.227) respectively.

According to study findings 68.2% of the respondents agreed that overall timeliness of internal
zudit performance had gone high. This could be attributed to moderate application of RBA

factors in internal audit in public sector.

On the basis of mean scores for various aspects of cost performance such as reduction in the cost
of individual audit assignments was rated high (M=2.886), reduction of the number of auditors
per audit assignment was second (M=2.864) and while reduction of budgeted and actual cost
variances (M=2.841) was the lowest. Accordingly, these are very critical aspects of cost
reduction and their low mean scores may be attributed to moderate application of RBA factors in

mternal Audit in public sector.

On the basis of mean scores for various aspects of achievement of auditee demands such as
usefulness of audit reports and acceptance of audit recommendations were rated at (M=3.432)
while increase in the level of clients satisfaction was rated at (M=3.182) Accordingly, these are
very critical aspects of achievement of auditee demands and their low mean scores may be

atiributed to moderate application of RBA factors in internal Audit in public sector.
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4.9.3 Effect of RBA Factors on Internal Audit Performance in Public sector

The third objective of this study sought to determine the extent to which RBA factors affects
performance of Internal Audit in public sector. Study findings generally show that RBA factors
positively influenced the internal audit performance in the public sector. A closer look at the
results of correlation analysis show that various factors of RBA (Business focus, Stakeholders
Focus, Continual Risk Assessment Coverage, Process Improvement, Participation in strategic
planning, Goal focus, Continual process monitoring and Continual risk management measures)
influence the aspects of internal audit performance (cost, time and demands of the auditee) to

varying extents.

The above study findings show that stakeholders focus, continual risk assessment coverage,
process improvement, participation in strategic planning, continual process improvement and
continual risk management measures significantly influenced performance in terms of timeliness
and cost reduction but not in achievement of auidtee demands. Nevertheless, aspects such as
stakeholders focus, participation in strategic planning and continual risk management measures
were found not to significantly influence timelines of audit engagements. In addition, continual
process monitoring was also found not to significantly influence cost reduction in internal audit

m public sector.

GOK, (2005) the internal audit should use RBA in order to focus internal services or resources
on areas where they will be of most benefit to the public sector. IIA Performance Standard,
12010) requires establishment of RBA plans to determine the priorities of the internal audit

activity consistent with the organization goals.

Based on the research findings on the level of application of risk based audit factors by the
mternal audit in public sector, they were all found to have been moderately applied. Previous
studies found out that private sector firms seem more likely to be affected by the
mternationalization of business activity, high levels of competition and the scarcity of resources,
than public sector firms. This suggests that risk management will be more effective in privately-
2eld organizations than in publicly held organizations (Goodwin, 2004). A total of 50 percent of

private sector internal audit functions were involved with this type of risk management,
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compared to 33 percent of public sector internal audit functions (p=0.068). Thus, we assume
privately-held organizations are more likely to apply risk-based approaches in developing
internal auditing than publicly held organizations. These results were consistent with the study
findings on moderate application of risk based audit factors by the internal audit in public sector.
Industry membership seems likely to affect the type of approach used to develop internal
auditing. Zéarate, 2001) argues that the finance industry is more mature in terms of business risk
management, and that firms in this industry have a higher propensity to apply risk-based
approaches in developing internal auditing, possibly because they are also required to comply

with the Basel II Accord requirements.

The influence of continual risk management measures on internal audit performance was
significant as regards cost, but positive and not significant as regards timeliness and meeting
auditee demands. This can be attributed to moderate application of continual risk management
measures by the internal audit in public sector. Risk-based internal auditing contributes to
effective risk management (McNamee and Selim, 1998). In a study of the voluntary use of
mternal audit in Australian companies, Goodwin-(Stewart and Kent, 2006) concluded that

mnternal auditing was associated strongly with the effort applied to risk management.
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CHAPTER FIVE
SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS

5.1 Summary of Findings

On the basis of the study objectives and data analysis, the results support the following summary

findings:

5.1.1 Application of RBA by Internal Audit in Public Sector

The first objective of this study sought to determine the extent in which the listed RBA factors
have been applied in Internal Audit in public sector. The study findings revealed that RBA
factors were moderately applied by internal audit in public sector. The overall application of
RBA factors was rated moderate at 47.7%, High at 34.1% and low at 18.2%. The RBA factors
were all moderately applied; Business focus at 80%, Stakeholders focus at 65.9%, Continual risk
assessment at 47.7%, Process improvement at 45.5%, Participation in strategic planning at
79.5%, Goal focus at 70% Continual process monitoring at 47.7% while Continual risk

management measures was moderately applied at 55% within the internal audit in public sector.

3.1.2 Level of Performance in Internal Audit in Public Sector

The second objective of this study sought to establish level of performance achieved by internal
audit in public sector. The overall performance of internal audit in public sector was rated

zenerally high at 50%, moderately at 31.8% and low at 18.2%

The study findings revealed that the performance in terms of timeliness was high as reported by
58.2% of the respondents in the study area, with aspects of timeliness such as variation of actual
days/time input with planned days/time per audit assignment having reduced (M=3.409),
reduction of time/duration of completing audit plans (M=3.409), completion of audit
assignments on planned dates (M=3.318) and issuance of draft reports being issued on target

dates (M=3.227) being rated very low by the respondents.

In addition the cost performance was moderate as reported by 52% of respondents in the study

area, with aspects of cost such as reduction of cost of individual audit assignments (M=2.886),

78



reduction of number of auditors per audit assignment (M=2.864) and reduction in budgeted and

actual cost variances (M=2.841) witnessing minimal improvement.

Further the improvement in achievement of the auditee demands was generally moderate as
reported by 50% of the respondents, with aspects of improvement in usefulness of audit reports
(M=3.432), increase in acceptance of audit recommendations (M=3.432) and increase in the

level of client satisfaction being the lowest (M=3.182).

5.1.3 Extent to which RBA Factors Affects Internal Audit Performance

The third objective of this study sought to determine the extent to which RBA factors
(Business focus, Stakeholders Focus, Continual Risk Assessment Coverage, Process
Improvement, Participates in strategic planning, Goal focus, continual process monitoring
and Continual risk management measures) affects performance (cost, time and demands of

the auditee) of internal audit in public sector.

The RBA factors positively inﬂuénced internal audit performance in terms of timeliness cost
reduction per audit assignment and auditee demands in public sector. Stakeholders focus,
continual risk assessment coverage, Process improvement, Participation in strategic planning and
continual risk management measures had a significant relation on cost. Factors such as continual
risk assessment coverage, Process improvement and continual process monitoring had a positive
and significant relationship on influencing internal audit timeliness in the study area. The
relationship on the overall application of RBA factors and overall performance index was

positive and significant.

5.2 Conclusion

This study evaluated RBA factors in the internal audit in public sector in South Rift. Furthermore
this study has highlighted the level of performance achieved in internal audit public sector within
South Rift. In addition, the study has also evaluated effects of RBA factors on internal audit
performance in public sector. The study findings may be useful in providing clear understanding
of the subject of RBA and its application by internal audit in public sector. Based on the survey
findings, the study concluded that RBA factors have been moderately applied in internal audit in

public sector in South Rift.
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The study also concluded that the overall internal audit performance in terms of timeliness was
high while as regards cost reduction and auditee demands it was moderate. The findings suggest
that application of RBA factors has not been applied adequately or highly by the Internal Audit
in public sector. The moderate application of RBA factors was consistent with the moderate

performance of Internal Audit in public sector.

The study further concluded that RBA is positively correlated to and significantly influences
internal audit performance (Timelines and Cost Reduction) in public sector. In addition, factors
of RBA such as business focus and goal focus were found not to significantly influence any
aspect of internal audit performance public sector. In addition, stakeholders focus, participation
in strategic planning and continual risk management measures were found not to significantly
influence timeliness of audit assignments. Further continual process monitoring was found not to

significantly influence cost reduction as a measure of internal audit performance in public sector.

With regard to the effect of external factors (Government regulations & Professional Standards),
the study concludes that Government regulations highly influenced internal audit performance in
public sector, although, the influence on reduction of cost per audit assignment was found to be
minimal. In addition, the overall influence of Professional standards was found o be high was

generally in the study area.

5.3 Recommendations

It is evident from the study findings that RBA factors have only been moderately applied by the
internal audit in public sector. This study recommends the need to higher application of RBA

factors as well as other elements of RBA in the internal audit in public sector.

The study also concluded that the overall internal audit performance in terms of cost reduction
and auditee demands was moderate while for timeliness was high. The findings suggest that
application of RBA factors has moderately translated into improved internal audit performance

in the internal audit in the study area. Consequently, this study recommends effective application
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of RBA factors in order to achieve measurable improvement in the internal audit performance in

public sector.

The study noted that moderating factors such as the Government regulations and professional
standards had some influence on internal audit performance in public sector. In this regard, this
study recommends application of RBA, while recognizing the contribution of the Government

regulations and professional standards to internal audit performance.

This study advances the following specific recommendations: Internal audit in public sector
should adequately apply RBA factors in their internal audit departments to achieve full results of
RBA. The internal audit in public sector should ensure that RBA succeeds on understanding how
the risky areas should be identified and given the attention that it requires. RBA should be
mitiated through effective communication. The core role of communication is to bridge the gap
between the auditors and the clients. The internal audit department needs to look for ways to

mmvolve staff in identifying ways of implementing RBA factors.

5.4 Suggestions for Further Research

This study provided relevant insight on the evaluation of RBA factors and the effect on internal
audit performance in public sector within south rift. It is important that further research is
carried out to assess the impact of RBA factors on internal audit performance through
assessment of internal operations and process changes rather than from individual internal
auditors. The same research should be conducted in the same areas but more focus should be
on qualitative measures of performance. Further research should be conducted in a different
area like private sector and parastals to establish whether the same results would be obtained.
A comparative research should be carried out to compare effectiveness of Risk Based Audit
approach with previous audit approaches such as compliance and control based audit. Further
research should be carried out to determine other factors influencing performance of internal

audit in public sector.
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APPENDICES

APPENDIX I

QUESTIONNAIRE

EVALUATION OF RISK-BASED AUDIT FACTORS AFFECTING PERFORMANCE

OF INTERNAL AUDIT IN PUBLIC SECTOR:
A SURVEY OF SOUTH-RIFT REGION, KENYA

INSTRUCTIONS

Please answer all the questions honestly and exhaustively. All the information given will strictly

be used for academic purpose/ research only and will be treated with the utmost confidentiality.

A. ORGANIZATION’S BACKGROUND INFORMATION

=

2.

o

:JI

Sex of Respondent:  Male [] Female ]
Number of years worked at internal Audit Department: ..............coooiiiiiiin.

Highest level of education attained (Please tick in the appropriate box below)

A levels (form 6) | KCPE | KSCE Diploma | Graduate Postgraduate

Other professional qualifications attained (Please tick in the appropriate boxes below)

CPA (Certified | CISA (Certified | CFE (Certified | Any other ( Please specify)
Public Accountant) | Information System | Fraud Examiner )
Audit)

B. RISK BASED AUDIT (RBA)

RBA focuses upon how an organization responds to the risks it faces in achieving its goals and

objectives; it aims to provide assurance on the management of the identified risks within the

context of the organization corporate plans and aims. Unlike other forms of audit approach,

RBA starts with business objectives and their associated risks rather than the need for controls.
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It aims to give independent assurance that risks are being managed to an acceptable level and to
facilitate improvements where necessary.
7. Indicate the extent to which you agree with the following statements concerning the Risk
Based Audit Factors.

Please Tick the appropriate box

Not | To a | To To a|To a
at low some greater | very
all | Extent | extent | extent | great

extent

1 |2 3 4 5

1 | Business Focus (When IA is business focused it)

Creates focus on the achievement of client’s key

objectives

Aligns audit objectives to clients’ objectives

Creates an insight of the clients business activities

2 | Stakeholders focus

Ensures that internal audit and key stakeholders

shares the same priorities

Vision and expectation of the key stakeholders are

of paramount importance

3 | Continual Risk assessment coverage

Anticipated changes are predictable on time

Audit programmes are prepared to test the most

important areas

The business is viewed in an environment of risk

Audit plans are developed based on risky areas

and organizational goals

Audit judgment of inherent risk and control risk

have become more accurate and consistent
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Process Improvement

Improves financial statements assurance and

reporting process

The higher the risk area, the more audit time and

client controls are required

Assure the organization have focused on emerging

risks that may not yet be well managed

Participates in Strategic Planning

The client entity is viewed as an open system able

to adapt to changes

Client Strategic planning process matches

environmental threats

Goal Focus

Creates value to clients entity

Enhances good governance in public sector

Continual Process Monitoring

Identifies significant internal control weaknesses

and designs ways to address them

Monitors progress in addressing previously

identified risks

Identifies good practices and improvement

opportunities of Internal controls

Continual Risk Management Measures

Carries out risk mitigation measures

Carries out risk transfer measures

Carries out risk avoidance measures

Carries out risk acceptance measures

Carries out risk reduction measures
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C. INTERNAL AUDIT DEPARTMENTS PERFORMANCE

8. Indicate the extent to which you agree or disagree with the following statements concerning

your Internal Audit department

Please Tick the appropriate box

Not [ To a|To To a|To a
at low some | greater | very
all | Extent | extent | extent | great

extent
1 2 3 4 5

Timeliness

Variation of Actual days/time input with planned

days/time per audit assignment have reduced

2 Audit assignment are completed on planned dates
3 Time of completion of audit plans have reduced
4 Draft audit reports are issued by the target date
Cost
1 Cost of individual audit assignment have reduced
B 2 | Budgeted and actual cost variances have reduced
3 The number of auditors per audit assignment have
reduced
Demands of the Auditee
1 Level of clients satisfaction have increased
“ The usefulness of audit reports have improved
3 Acceptance of audit recommendations have

increased
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D. MODERATING FACTORS

9. During an Audit assignment by your internal audit department to what extent does the use of

Government Regulations influence the following?

Please Tick the appropriate box

Not | To a | To To a|To a
at low some | greater | very
all | Extent | extent | extent | great

extent
1 2 3 4 5

1 Reduction of time spent in an audit assignment

2 Reduction of cost per audit assignment

3 Achievement of clients demand

10. During an Audit assignment by your internal audit department to what extent does the use of

Professional Standards influence the following?

Please Tick the appropriate box

Not | To a| To To a|To a
at low some | greater | very
all Extent | extent | extent | great

extent
1 2 3 4 3

1 Reduction of time spent in an audit assignment

2 Reduction of cost per audit assignment

3 Achievement of clients demand

THE END
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APPENDIX III

DISTRICT AND LOCAL AUTHORITIES UNDER SOUTH RIFT AS AT
DECEMBER 2009

Appendix {ll
List of District in South Rift as at 2009
1 Nakuru District
2 Nigro District
3 Naxuru North District
4 Rongai District
§ Gilgil District
6 Subukia District
7 Kaiado Central District
8 Kajiado South District
9 Kajiado NorthDigtrict
10 Laikipia East District
{11 Myahurura District
12 Laikipia North District
13 Narok South District
14 Narok North District
15 Bomet District
16 Sotik District
7 Bureti District
18 Transhdara East District
19 Kericho District
20 Kipkelion District
21 Konoin Disirict
22 Naivasha District
23 Malo District
24 Kuresol District
25 Mogotio District
26 Koibatek District
27 Karigat District
28 Laikipia West District
S Sambury East District
4 Laikipia Central District
3 Transmara West District
32 Samburu West District
33 Chepalungu District
34 East Pokot District
35 Samburu North District
136 Londiani District District
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APPENDIX Il
LIST OF LOCAL AUTHORITIES — SOUTH RIFT REGION

A, MUNICIPAL COUNCILS

i

Municipa! Council of Nakuru

Z Municipal Council of Naivasha
3. Municipal Council of Kericho
4. Municigal Council of Bomet

B. TOWN COUNCILS

1. Town Council of Molo

Z Town Council of Litein

3 Town Counci of Londiani

4 Town Council of Kipkelioni

8 Town Council of Narok

8. Town Council of Maralal

7 Town Council of Sotik

8. Town Council of Eldama Ravine

C. COUNTY COUNCILS

1. County Council of Nakuru
2 County Council of Narok
& County Council of Sambury
4 County Council of Koibatek
5, County Council of Kipsigis
6. County Council of Transmara
P County Council of Bomet AE YA ATIONAL M,D,:?‘:?;;&;’:%
8 County Council of Buret " RIF1 VALLEY PROV
P O, Box 1080
NAKURU
2 »"* ) " L Hlf?o’
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