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Abstract

The Internal Audit Department in any organization (including State Owned Corporations) has
a role of assisting the management in achieving their objectives and adding value to
organizational operations by evaluating and improving the effective of risk management,
internal controls and governance processes. To achieve this, the Internal Audit Department is
required by the Institute of Internal Auditors (IIA) to carry out a continuous internal quality
assessment and an external assessment at least once in five years. The literature suggests that
internal auditors in Africa including Kenya do not comply with the quality assurance
standards as set by the ITA. This research collected data from 24 Internal Audit Units from
State Owned Corporations regarding their compliance with quality assurance standards. The
research carried out a hypothesis testing using the data collected to find out whether the audit
departments in state owned corporations comply with quality assurance standards. The study
found out that there is generally low compliance with quality assurance standards among most
internal audit units in state owned corporations in Kenya. The research identified some of the
reasons that led to low compliance to include; lack of awareness of standards;
non-membership with IIA; non adoption of IPPF; age and experience of the internal audit

department and understanding of the quality assurance standards.
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A study to explore internal auditors’ compliance with Quality Assurance Standards:

A case of state owned corporations in Kenya

1. Introduction

The quality assurance standards for Internal Auditors are set by the Institute of Internal Auditors (ITA). The
Institute of Internal Auditors is a worldwide professional organization, whose role is to provide leadership to
internal auditors’ worldwide through training and certifications, setting standards and developing global
relationships, enhance professional requirements, promoting organizational (internal audit) quality, and to define
audit principles (The Institute of Internal Auditors, 2010; Gerry Cox, 2007). ITA sets standards that should guide
the internal auditors in performing their duties. Through setting of standards and providing leadership the ITA
seeks to standardize the operations of all the internal audit units throughout the world.

The ITIA Kenyan Chapter was registered in December 2002 under the Registrar of Societies Act, and
launched officially in April 2003. Owour (2010), indicated that role of IIA Kenya chapter is to uphold the
Standards for the Professional Practice of Internal Auditing and constantly improve the internal auditing
professionalism in the country. It brings the internal auditors together to share experiences through such forums
as seminars, trainings, dinners, and general meetings.

One of the main roles of IIA is setting standards. The ITA professional Standards committee developed the
Internal Auditing Standards based on its professional expertise as well as comments received from IIA members
and other interested parties (Moeller, 2009). The Internal Auditing Standards are contained in a book known as
International Professional Practices Framework (IPPF). The IPPF is divided into five sections which include;
definition of internal auditing, code of ethics for internal auditors, attribute standards, performance standards,
and practice advisories (Janet, 2002). ITA call for mandatory compliance with the standards. Quality assurance
standards are part of attribute standards in the PPF. The IIA recognizes the fact that full compliance with
standards may not be possible despite the fact that compliance with standards is mandatory

Quality Assurance Standards are contained in standards number 1300 to 1340 in the IPPF under the title
Quality assurance and improvement program. Standards number 1300 to 1340 requires the internal audit
departments to have programs that will continuously monitor the overall effectiveness and quality of internal
audit work. The quality assurance exercise should also ensure that the internal audit departments comply with the
IPPF. The quality assurance standards also require the internal audit department to carry out a continuous
internal quality assessment and an external quality assessment at least once in every five years (The Institute of
Internal Auditors, 2004).

Mohammad (2009) indicates that since IIA has affiliates in 165 countries across the world, it is possible that
there are differences in practice such as extent of use of Internal Auditing Standards and compliance with
sections of standards such as Quality Assurance Standards. Quality assurance standards guarantee that important
aspects in performance of internal audit have been carried out in accordance with the laid down standard.
Internal auditors who consistently carry out the quality assurance assessments are guaranteed of high quality
audit work if they follow up on the results of such assessments with an aim of improving the quality of their
work.

According to The Institute of Internal Auditors (2004), compliance refers to conformity and adherence to
policies, plans, procedures, laws, regulations, contracts, or other requirements. It is the responsibility of the Chief
Audit Executive (CAE) to ensure that the internal auditing standards are complied with by the audit departments
they head.

As per Jonathan and Simon (2005), compliance is central to the operation and reputation of the financial
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services sector and is now completely embedded in the way financial services are carried out. Therefore,
compliance with the quality assurance standards by the internal audit departments is important as they perform
their work. Quality assurance standards help the internal audit units check the quality and to ensure continuous
quality improvement on the identified weaknesses in their work.

The quality and credibility of audit work have implications on the organizational operations and
performance. This is mainly because; internal audit units have a role to assist the management of the
organization to add value to its operations and governance processes so as to support the organization in
achieving its objectives. The quality of audit work is to a great extent dependent on the compliance with the
relevant standards (Jun et al., 2009). The quality of internal audit work may therefore be improved by
compliance with ITA quality assurance standards.

A study conducted in Arkansas was focused on public sector audits; an important contribution of this study
is the use of an observable quality measure as the dependent variable on audits performed in the private sector.
The studies suggest that audit fees, the complexity of the engagement and membership in the state Certified
Public Accountants’ society are positively related to compliance with Generally Accepted Auditing Standards
(Barry, 1996). Membership with professional bodies such as IIA will positively influence compliance with
internal auditing standards by the internal audit units in the world.

Githua (2009) stated that state owned corporations in Kenya face quite a number of governance challenges
including limited skilled manpower, poor strategic planning, insufficient research and obsolete technology,
political interference among others. The internal auditors have a role in assisting these organizations to address
some of the challenges. The role of internal auditors is to add value to organizations operations through
assurance and consultancy services to the management (Dessalegn et al., 2009). The Internal Audit Department
should therefore comply with quality assurance standards so as to improve the quality of its work. This study is
sought to find out if there was compliance, and the extent of compliance with the quality assurance standards by
internal auditors in the state owned corporations in Kenya.

1.1 Statement of Problem

The Internal Audit department has a role of assisting the management in achieving their objectives by
reviewing the internal controls and carrying out risk assessments. The internal auditors help the management to
identify areas where there are no controls or controls are weak thereby increasing risks such as loss of funds,
frauds, misappropriation of assets, errors in accounting records and corruption. It is therefore important that the
internal auditors work be of reasonably high quality.

ITA have set Quality Assurance Standards in an attempt to improve the quality of internal auditors’ work.
Compliance with the Quality Assurance Standards set by IIA is mandatory yet the internal auditors in Kenya in
general seem not to be complying with the standards. Non-compliance with quality assurance standards implies
that the quality of the internal audit work is not being checked by the Chief Audit Executives, or external

aSSESSOors.

One of the foundations of the Kenyan Vision 2030 is continuity in governance reforms through intensifying
the anticorruption program (Government of Kenya, 2007). Internal audit can be used as a tool to improve
governance and in effect assist other government agencies in the fight against corruption. Lack of internal
auditor’s commitment to quality assurance and quality improvement may impact negatively on the performance
of state owned corporations.

1.2 Objective of the Study

This study sought to find out whether internal auditors in State Owned Corporations in Kenya comply with
Quality Assurance Standards.
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1.3 Hypothesis

Internal Auditors in State Owned Corporations do not comply with the Quality Assurance Standards.
1.4 Significance of the Study

According to Kihara, (2009), state owned corporations form a substantial portion of the Kenyan economy
and they face quite a number of challenges ranging from poor strategic planning, limited skilled manpower,
obsolete technology, insufficient research and political interference. Internal auditors also perform an important
task in advising the management of an organization on how to improve their operations. The quality of internal
auditors work therefore is of paramount importance. Compliance with internal auditing standards which includes
quality assurance is meant to safeguard and improve the quality of internal auditors work.

Quality auditing of the State Owned Corporations will assist them to increase their profitability therefore
implying high revenues to the government. High government revenue translates into increased economic
development for the country. Increased economic development helps in improving production and wealth
generation for the Kenyans. This demonstrates that the benefits of quality internal auditing of State Owned
Corporations spread even to the community.

2. Conceptual Framework

In this research, compliance with quality assurance standards was the dependent variable. Several factors
may lead to lack of compliance with quality assurance standards by internal auditors in the state owned
corporations in Kenya. These factors become the independent variables in this research. They include:
Awareness of standards — some auditors may fail to comply with quality assurance standards due to lack of
awareness of existence of such standards. The higher the awareness of standards, the higher the likelihood of
compliance by the internal auditors; Membership with IIA — the internal auditors who are not members of ITA
are less likely to comply with the quality assurance standards. IIA requires that its members should comply with
the internal auditing standards; Adoption of internal auditing standards — The internal audit units in state owned
corporations may not have adopted the internal auditing standards developed by ITA. Quality assurance standards
are part of internal auditing standards. The length of time since adoption of the internal auditing standards may
also influence the level of compliance to the quality assurance standards; Age of the Internal Audit Department —
the internal audit departments which were established earlier are more likely to comply with the quality
assurance standards. On the other hand the younger internal audit departments are less likely to comply with the
internal auditing standards. The research attributed the age of internal audit department to its experience.

Independent Variables

Awareness of standm‘dspJ Membership with IIA J Adoption of internal auditing standards Work experience - YearPJ

v v v v

v

Compliance with quality assurance standards by L. A.D ]

v 5

[ High quality internal audit work

Dependent Variables- - - » [

v

v

v

v

Saving of state resources
(less costs)

Increased revenue and
profits

Improved state
development

Reduced external
borrowing

Figure 1. Conceptual framework
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The figure above shows the relationship between the various variables. Awareness of internal auditing
standards, internal auditors’ membership with ITA, adoption of internal auditing standards and the age of the
internal audit department directly affect the compliance with quality assurance standards by the internal auditors.
Compliance with quality assurance standards by the internal auditors helps them to continuously improve the
quality of their work. High quality audit work means that the Internal Audit Department is working effectively.
Effective internal auditors assists the management of state owned corporations to achieve their objectives by
saving the resources hence reducing the costs, increased revenues and profits for the state owned corporations.
This increases the revenue for the government which leads to increased economic development and reduced
external borrowing.

3. Literature Review

This part sighted literature from the various books, journals, magazines, news papers, manuals and websites
that relates to compliance of standards by internal auditors. It was divided into different sections: internal audit,
Internal Audit in Kenya, Institute of Internal Auditors, quality of internal audit work, International Professional
Practices Framework, quality assurance standards, Compliance with quality assurance standards and finally, the
knowledge gap was identified.

3.1 Knowledge Gap

The review of literature suggests that there are researches that had been carried out mostly from USA and
Europe. Kenya had only 0.1% representation in the sample of the IIA global survey that was carried out and
touched on the issues of compliance with quality assurance standards. The little that has been done on Africa
seems to suggest that though the internal auditors ware aware of the standards, most of the standards ware not
complied with. However there was no research that had been carried out to describe status of auditor’s
compliance with quality assurance standards.

An informal discussion with the administrator of IIA Kenya reveals that, the actual situation in Kenya
concerning compliance with internal auditing standards is yet to be established. This confirmed that there was no
much that had been done to determine whether the internal auditors in Kenya and in particular those in the state
owned corporations had complied with the quality assurance standards. This study contributed towards filling
the knowledge gap by exploring the status of compliance with the quality assurance standards among the internal
audit units in state owned corporations in Kenya.

4. Research Design and Methodology

This research employed a descriptive research design. Descriptive research is concerned with measuring a
variable or set of variables and describing them as they exist naturally. It is not concerned with the relationships
between the variables but with the description of the variables. The measurement and description of the variables
may be carried out qualitatively or quantitatively (Gravetter, 2009). The research sought to find out whether the
internal audit units in the state owned corporations in Kenya comply with quality assurance standards as required
by the international auditing standards on quality assurance and to establish the reasons for non compliance with
the standards. The measurement of compliance was carried out by use of Likert scales. The data collected using
scales was coded and subjected to both descriptive and inferential statistics for analysis.

This study was carried out in Kenya’s capital city - Nairobi where most of the state owned corporations have
their head quarters. The study employed purposive sampling technique in determining State Owned Corporations
as the target population. The research used judgment to settle on state owned corporations in Kenya as the target
population. The research picked state corporations for this study because it is hard to know the number of
companies in the private sector that have internal audit functions. The study targeted an estimated population of
85 State Owned Corporations in Kenya that had an Internal Audit Department. There were a total of 120 state
owned corporations in Kenya that had an internal audit department. 85 corporations were based in Nairobi the
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capital of Kenya while 35 were outside Nairobi.

This study used systematic random sampling to select its sample. Systematic sampling is where every k™
item is selected into the sample. The first element is selected randomly so as to determine the starting point from
which the every k™ item is selected. Every population element had to be assigned some unique numbers for
easier identification (Ken Black, 2010). The research targeted a sample size of 30 state owned corporations
based on the principle of central limit theorem. The research targeted to interview the head of internal audit
departments from 30 state owned corporations which were selected randomly from corporations based in Nairobi.
In this study each element was assigned a unique numeric code in ascending order starting from 1 to 85 and was
subjected to systematic sampling.

The research randomly selected the first element to be included in the sample. The targeted state owned
corporations based in Nairobi were 85 and the target sample was expected to be 30, therefore the research chose
every 3" item to include it in the sample starting from the first item selected randomly. From the Internal Audit
department the head of the internal audit or any other person appointed by him/her to be the respondent were
interviewed. This research relied on the secondary data during the literature review. In order to meet the
objectives of this research, primary sources of data were used to a greater extent. In this case the research
interviewed the head of internal audit units or representative auditors from selected state owned corporations.

This study used interview as the method of data collection. Observation method was also used to
compliment the interviews. The data collection tools that the research employed were a questionnaire for
interviews and a checklist for observation. The questions in the questionnaire were both structured and
unstructured i.e. some questions were closed ended, others were closed ended with a room for comments and a
few questions were open ended. This allowed the research to accommodate the opinions of the respondents as
well as increase accuracy of the data collection. Closed ended questions made data analysis easier while the open
ended questions corroborated the evidence obtained from the closed ended questions. The research interviewed
the target respondents as guided by the questionnaire.

Data in this study was analyzed both quantitatively using the SPSS program and Excel worksheets and
qualitatively using narratives. The closed ended questions in the questionnaire were structured and coded so as to
make the data analysis easier. The qualitative data collected was combined in groups after data collection for the
purposes of easier analysis. The data collected was edited to eliminate the obvious data collection errors. The
data was presented in form of descriptive narratives, frequency tables, Bar graphs and pie charts to explain the
results of the observations made.

5. Data Presentation and Analysis

The research targeted a sample of 30 state owned corporations in Nairobi — Kenya, out of a population of 85.
24 State Owned Corporations in Nairobi contributed to the research by filling in the questionnaires. This
represents 80% of the originally targeted sample and 28.24% of the population. Therefore sample size for this
study for the purpose of analysis is 24 state owned corporations.

5.1 Compliance with Quality Assurance Standards

Three out of 24 corporations which represent 12.5% of the respondents complied with the quality assurance
standards to a greater extent, while 58.3% somewhat complied with the said standards and the remaining 29.2%
had very little compliance. This result indicated that all the internal audit units in state owned corporations
interviewed reported that they at least complied with the quality assurance standards. The only difference is the
degree of compliance with the said standards. This implies that majority of auditors in state owned corporations
carry out some form of quality check on their work.
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Compliance with QA standards

O Not at all Toagreat extent
0O Very little 0% 13%

29% _ O Somewhat

0O Very little

@ Toagreat extent

O Not at all

B Some what
58%

Figure 2. Compliance with quality assurance standards

5.2 Internal Quality Assessment

Internal Quality Assesment

Never Always  yor often
7% % 8% @ Always
W{iﬁ) @ Very often
*%&t&})ﬁ B0 Sometimes
B Rarely
Rarely 29% O Never

38%

Figure 3. Internal quality assessment

Compliance with quality assurance standards means carrying out both internal and external quality
assessments. From the above findings on internal quality assessment, the lowest level had 16.7% of the
respondents reporting that they had never carried out internal quality assessment. Technically speaking, if an
audit department doesn’t carry out internal quality assessments, most likely they are not in compliance with
quality assurance standards.

5.3 External Quality Assessment

R @ Once in more than

External Quality assesment 10 years

O Once in 5-10 years

O Once in 2-5 years

Once in 5-10 years
13%

O Annually

@ Never done

T \\\\\‘ Once in 3-5 yeal
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322024240202

Annually
8%
Never done
71%

Figure 4. External quality assessment

International Journal of Research Studies in Management 115



Okibo, B. W. & Kamau, C. G.

The recommendation by the internal auditing standards is that external quality assessment should be carried
out at least once in every five years. Substantial majority of the respondents reported that they had never carried
out external quality assessment. This could be due to the fact that some of internal audit units are not more than
10 years old. The standards required the external quality assessment to be carried out at least once in every five
years.

5.4 Compliance versus Internal Quality Assessment and External Quality Assessment (Correlation Analysis)

The data on compliance with the Quality Assurance Standards, performance of internal quality assessment,
and performance of external quality assessment was analyzed for correlation using the SPSS program and the
results were as indicated in the table below.

Table 1

Compliance versus Internal Quality Assessment and External Quality Assessment

Items Compliance Internal QA External QA

Compliance Pearson Correlation 1 608" 353

Sig. (2-tailed) .002 .091

N 24 24 24
Internal QA Pearson Correlation 608" 1 576"

Sig. (2-tailed) .002 .003

N 24 24 24
External QA Pearson Correlation 353 576" 1

Sig. (2-tailed) .091 .003

N 24 24 24

Note. **Correlation is significant at the 0.01 level (2-tailed)

Correlation analysis is helpful in revealing whether there is a positive or negative relationship between the
independent and dependent variables. According to Rasli (2006), “If the absolute r-value is above 0.196, then
there is a mild correlation. A somewhat correlation can be concluded if the absolute r-value is above 0.5. If the
absolute r-value is exceeds 0.7, the correlation is strong.” The results of the table were interpreted as follows.
There was a somewhat positive relationship between compliance with the Quality Assurance Standards and
performance of internal quality assessment since the Pearson coefficient of correlation was 0.608; There was a
mild positive relationship between compliance with the Quality Assurance Standards and performance of
external quality assessment since the Pearson coefficient of correlation was 0.353; There was a somewhat
positive relationship between performance of internal quality assessment and performance of external quality
assessment since the Pearson coefficient of correlation was 0.576. The positive correlations among compliance,
internal quality assessment, and external quality assessment confirm some degree of consistency in the responses.
Since most of the respondents were less than ten years in operation, the results of external quality assessment
may be considered extraneous. The most reliable results are the results of internal quality assurance since they
showed a higher consistency with both compliance and external quality assessment.

5.5 Understanding of Quality Assurance Standards

The respondents responded to a question on how well they understood the quality assurance standards as
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provided for in the IPPF.

Understanding of Quality assurance standards

To a great extent
25%

’??"‘E\\\\\, ™ To a great extent
07097292 NN\ 5 Some what
SRLLE50955557

O Not at all
Some what

75%

Figure 5. Understanding of quality assurance standards

This implied that all the internal audit units in State Owned Corporations possessed some level of
understanding of quality assurance standards. This therefore meant that any lack of compliance with the
standards is not as a result of ignorance.

5.6 Compliance versus Understanding of Quality Assurance Standards

The research compared the extent to which the respondents complied with the quality assurance standards
with the extent to which they understood the quality assurance standards. The figure indicates that the
respondents had relatively higher understanding of the Quality Assurance standards and relatively less degree of
compliance with the standards. There was a higher degree of understanding than the degree of compliance with
the quality assurance standards.

8 Compliance with QA stds
& Understanding QA stds

No. of respodents
S

To a great Some what Very little Not at all
extent

Figure 6. Compliance versus Understanding of Quality Assurance Standards

Correlation analysis indicated that there was a somewhat positive relationship between compliance with the
Quality Assurance Standards and understanding of the standards since the Pearson coefficient of correlation was
0.617. This means that the level of compliance is highly dependent on the level of understanding of standards.

5.7 Adoption of IPPF

The survey also had a question on whether the audit departments in the state owned corporations have
adopted the IPPF. This data implies that only 41.7% of the internal audit units interviewed was under mandatory
obligation to comply with the quality assurance standards due to the fact that they had already adopted the IPPF.
The rest 58.3% were only required to comply with the standards just as a best practice.
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Table 2

Compliance versus Understanding of Quality Assurance Standards

Items Compliance Understanding
Compliance Pearson Correlation 1 617"
Sig. (2-tailed) .001
N 24 24
Understanding Pearson Correlation 617" 1
Sig. (2-tailed) .001
N 24 24

Note. **Correlation is significant at the 0.01 level (2-tailed)

Adoption of IPPF
. Adopted IPPF
T 42%
O Adopted IPPF
H Not adopted IPPF
Figure 7. Adoption of IPPF
Table 3
Compliance versus Adoption of IPPF
Items Compliance Adoption
Compliance Pearson Correlation 1 632"
Sig. (2-tailed) .001
N 24 24
Adoption Pearson Correlation 6327 1
Sig. (2-tailed) .001
N 24 24

Note. ** Correlation is significant at the 0.01 level (2-tailed)

Correlation analysis results indicated that there was a somewhat positive relationship between compliance
with the Quality Assurance Standards and adoption of the IPPF since the Pearson coefficient of correlation was
0.632. The correlation between adoption of IPPF and compliance level is significant. This means that adopting
the IPF have a positive impact on compliance with quality assurance standards. More internal audit departments
should be encouraged to adopt the IPPF and this would result to more audit units complying with quality

118 Consortia Academia Publishing



Internal auditors’ compliance with Quality Assurance Standards: A case of state owned corporation

assurance standards.
5.8 Age of the Internal Audit Department

The respondents also provided the research with the details of the age of their internal units which was as
provided in the following table.

Table 4
Age of the Internal Audit Department
Age of IAD (in years) No. of respondents Percentage respondents
1 0 0%
2-5 3 12.5%
6-10 13 54.2%
11-20 6 25%
more than 20 2 8.3%
TOTAL 24 100

The age of the internal audit department was measured by number of years the department was in existence.
A total of 33.3% of respondents existed for more than 10 years while 66.7 of respondents were in existence for
10 years or less. This implies that two thirds of the respondents were relatively less experienced as compared
with the rest. The research assumed that age of internal audit department would represent the level of experience
for the purposes of this study.

Table 5

Compliance versus age of internal audit department

Items Compliance Age of IAD
Compliance Pearson Correlation 1 237
Sig. (2-tailed) .266
N 24 24
Age of IAD  Pearson Correlation 237 1
Sig. (2-tailed) 266
N 24 24

There was a mild positive relationship between compliance with the Quality Assurance Standards and age of
internal audit department since the Pearson coefficient of correlation was 0.237. This implied that the level of
compliance with quality assurance standards may not be related to age or experience of the quality assurance
standards.

5.9 Awareness of Standards

All the 24 respondents reported that they were aware of the IPPF which contains the internal auditing
standards. Therefore there was 100% awareness of the standards among the respondents who participated in this
research. This also implied that all the respondents were somehow familiar with what the research was interested
in. There was no relationship between compliance with the Quality Assurance Standards and awareness of
standards since the Pearson coefficient of correlation was 0.000. This led to the conclusion that awareness of
standards did not affect compliance. All the respondents were aware of the standards however the compliance
level was not the same.
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Table 6
Compliance versus awareness of standards
Items Compliance Awareness

Compliance Pearson Correlation 1 .000

Sig. (2-tailed) .796

N 24 24
Awareness Pearson Correlation .000 1

Sig. (2-tailed) 796

N 24 24

5.10 Causes of Non-Compliance with the Quality Standards

The research identified four factors that may have led to non compliance with the quality assurance
standards. These factors include lack of awareness of the standards, internal auditors not being members of IIA,
internal auditors not adopting the IPPF and the age of internal audit department. The respondents were requested
to give the extent to which they agree that each of the four may lead to non compliance.

Causes of Non-compliance

@ Strongly agree

B Agree

3 Disagree

0O Strongly Disagree

\

\

Lack of Non Non adoption Age of audit
awareness membership of l.A. Stds
with lIA
Response

Figure 8. Causes of non-compliance

The respondents confirmed to the research that internal auditor’s awareness of standards, membership with
ITA, and adoption of internal auditing standards positively affects compliance with quality assurance standards.
The factor that the respondents did not fully confirm was the age of internal audit department. The respondents
were asked question on the other factors that could contribute to lack of compliance with the quality assurance
standards. They identified the factors such as; lack of commitment by the members of staff, qualifications of the
CAE and/or the staff, lack of training such as seminars, lack of awareness by the IIA, the government’s secrets
act may also hinder especially external assessment, high cost of carrying out quality assessment, the time
involved in conducting quality assessment, and biases in conducting the quality assessments.

Poor governance and corruption in corporations could also be factors that contribute to lack of compliance
with quality assurance standards by the internal auditors. These factors may not have been mentioned by the
respondents since this study was carried out based on self assessment. This research did not dwell on these
factors since they were outside the scope of this research.

5.11 Benefits of High Quality Audit Work

Internal auditors work mainly involves providing assurance and consultancy services to the management as
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to whether the internal control system, risk frameworks and governance processes put in place by the
management are working as intended. This implies that the quality audit work may go a long way in enhancing

efficiency in the organization.

Benefits of High Quality work

\

5
-,4
=

a% IEE-’

Saving state Increased  Improved  Reduced
resources  revenue & state external
profits development borrowing

B Strongly agree
Agree

o Disagree

O Strongly Disagree

4444
OPNHRPRM H P

response

Figure 9. Benefits of high quality work

The research identified four possible benefits that could accrue to the state owned corporations and to the
state as a result of quality internal audit work by the auditors in such organizations. Most of the respondents
agreed or strongly agreed that the four possible benefits of high quality internal audit work are true. However
more respondents disagreed or strongly disagreed with the point reduced external borrowing as compared with
the other three points as indicated by the comparative bar graph.

5.12 Frequency of Reporting Quality Assurance Results

The respondents also provided a response on the frequency of reporting the results of quality assurance to
the board or the audit committee.

Reporting QA results

Quarterly Semiannually

@ Monthly
Quarterly
@ Semiannually

Not reported
45%

B annualy
& Not reported

Figure 10. Frequency of reporting quality assurance results

The results imply that almost half of the respondents did not report the results of their quality assessment to
a higher authority. This could lead to a conclusion that the quality assessments exercise carried out by some
internal audit units does not satisfy the intended objective. The internal audit units could be carrying out the
quality assessments for the sake of compliance with the standards which should not be the case.

5.13 Hypothesis Testing

The hypothesis in this study was internal auditors in state owned corporation do not comply with quality

assurance standards:
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HO - Internal auditors in State Owned Corporations do not comply with the Quality Assurance Standards

(Compliance, pu = 0)

HI — Internal auditors in State Owned Corporations comply with the Quality Assurance Standards
(Compliance, i > 0)

5.14 Level of Significance

The test was carried out at 95% confidence interval therefore type I error (<) was 5%. (o< = 0.05).

5%% Rejection
region

95% Accep‘rancel Region

1.714
Figure 11. Test statistic and decision rule

Degrees of freedom=n—-1=24-1=23
Critical t from the students (t) distribution table = 1.714

Decision rule — reject the null hypothesis (HO) if calculated t falls within the rejection region
i.e. the calculated t > 1.714

5.15 Calculation

Data on the compliance with quality asurance standards taking into account the data on internal quality
assesment, external quality assesment and reporting of quality assurance results was used in testing the
hypothesis. Descriptive statistics were calculated using SPSS program.

Table 7

Descriptive Statistics

Items N Minimum Maximum M SD
Compliance 24 0.00 3.00 0.672 1.767
Valid N (listwise) 24

t= X-u = 0.672-0 =1.863
oAn 1.767 =24

Confidence interval at 95% level

Confidence Interval = Point estimate + Test statistic X Standard Error
Confidence Interval = X+ 1.714 (G/\/n)

Confidence Interval = 0.672 + 1.714 (1.767~24) = 0.672 + 0.618
Range of confidence interval is 0.052 to 1.290

The researchers were therefore 95% confident that the true mean of the population lies between 0.052 and 1.290
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5.16 Conclusion

Since calculated t score (1.863) is greater than the critical t score (1.714), the research rejected the null
hypothesis. Therefore the hypothesis testing statistics leads us to the conclusion that the internal auditors in State
Owned Corporations comply with the Quality Assurance Standards. However the calculated t score was very
close to the tail but in the rejection region indicating that the level of compliance was very low. The confidence
interval statistics gave a range of true mean of population as ranging from 0.052 to 1.290. If the true mean takes
up the lower limit for example, the compliance level is close to zero. The research therefore could not reject the
null hypothesis after considering the confidence intervals. The final conclusion of the research was that the
internal auditors in state owned corporations did not comply with quality assurance standards.

6. Summary, Discussion and Conclusion

In order for the internal auditors to do their work professionally, the IIA developed standards for them. In
the earlier sections of this project it was stated that internal auditors seemed not to comply with the quality
assurance standards. Non compliance with quality assurance standards has a number of negative consequences
including wastage of resources. The research identified a number of factors that could lead to non compliance
with quality assurance standards which included; lack of awareness of standards, non-membership with ITA, non
adoption of the internal auditing standards, and the age of internal audit. Understanding of the quality assurance
standards was also included as a factor affecting the level of compliance with the quality assurance standards.

6.1 Discussion

The research observed that there were a few corporations who reported that they comply with quality
assurance standards yet they do not carry out both internal and external quality assessments. A few other
corporations reported that they carried out either internal quality assessment or external quality assessment or
both yet their results are not communicated to the board or the audit committee. The research identified five
factors that would contribute to lack of compliance with quality assurance standards. They include; lack of
awareness of standards which most respondents agreed that it’s a major factor; non-membership with ITA, most
of the respondents agreed with it; non adoption of IPPF, which most the respondents also agreed with; age of the
internal audit department, which slightly more than half of the respondents agreed with while the rest disagreed
with it. The fifth factor was, understanding of the quality assurance standards. The data supported that the higher
the understanding of quality assurance standards, the higher the likelihood of complying with the standards.

The respondents also identified quite a number of other factors that would contribute to lack of compliance
with the quality assurance standards. In summary the factors includes; lack of commitment by the members of
staff, qualifications of the CAE and/or the staff, lack of training such as seminars, lack of awareness by the IIA,
the secrets act may also hinder especially external assessment, high cost of carrying out quality assessment, the
time involved in conducting quality assessment, and biases in conducting the quality assessments.

The respondents also indicated that training on the need for quality assurance, morale boosting to the staff,
to improve awareness among decision and policy makers, awareness by the IIA, budgeting and planning for the
quality assessment can help improve compliance. The research also identified the benefit of compliance with
quality assurance standards as high quality audit work. The benefits of high quality internal audit work include;
saving of state resources, increased revenue and profits for the state corporations, improved state development
and reduced external borrowing.

6.2 Conclusion

The research rejected the null hypothesis after considering the internal validity of the data collected and
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carrying out the t-test hypothesis testing. The conclusion therefore was that the internal auditors in state owned
corporations comply with the quality assurance standards. However there was generally low compliance with the
quality assurance standards considering the performance of internal and external quality assessments and
reporting of the quality assessment results. There is need for improvement in compliance with quality assurance
standards since the level of compliance as indicated by the results of this research is wanting.
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