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ABSTRACT

The major goal of this research is to look into the efficiency of internal auditing in the public sector in
Hawassa, Sidama Region, Ethiopia. The focus of this inquiry is on a small number of public sub-city offices
that are expected to represent all other sectors. The researcher obtains the relevant data from the
management teams and internal auditors of the selected public sector office via questionnaires
administered. Furthermore, the findings of this study show a direct link between management
perception, management support, organizational independence of internal auditors, adequate and
competent internal audit staff, and the presence of an approved internal audit charter and the
effectiveness of internal audit in the public sector. According to the regression results, management
support, the presence of enough and competent internal audit employees, and the availability of an
approved internal audit charter all considerably and favorably contributed to the efficacy of internal
audit in the public sector.The remaining two variables, management's opinion of IA value and
organizational independence of internal auditors, were both positively connected to IAE, although their
contributions were statistically insignificant. These five independent variables account for 58 percent of
the variance in internal audit effectiveness in government offices. Public sector offices should be aware
that the contributions of these variables were crucial when it came to identifying any noncompliance
actions in their offices and adding values to the IAE.

Key Words: Internal Audit; Ethiopian Public sector offices; internal audit effectiveness;assessment of
internal audit effectiveness.
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INTRODUCTION

Every democratically run country must be
accountable in its use of public funds and in
ensuring effective, efficient, and cost-effective
service delivery.Internal audit has had to become

auditors have always been a sensitive issue while
he/she is the employees of the organization,
above all, not clearly organized structure or
reporting line make the problem more
complicated in such offices (Rupsye, 2005).

more professional as systems have grown larger

and more sophisticated, requiring higher
competitiveness (Gansberghe,
2003).Furthermore, as the internal audit

profession evolves the scope and functions of
internal audit customers alter.Internal auditors
were once considered as an assistant to
accountants and an external auditor, but they are
now widely regarded as an autonomous
profession that plays an important role in the
administration of enterprises (RolandasRupsye,
2005). Besides, independency of internal

In the public sector, the efficiency and
effectiveness of management activities are
largely determined by the effectiveness of its
employees.Internal auditors which are the focus
of this study and also the key employee of public
offices, are expected to work independently and
objectively to enhance high quality of public
services, achieve good internal control system,
avoid corruption, ensure good corporate
governance system, promote accountability and
greater transparency (Coram et al, 2008; Van
Peursem 2005; Belay, 2007).Therefore, it is
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important to have effective internal audit unit as
part of modern governance system in public
sector offices. In corporate governance internal
audit (IA) issue has received increasing attention
in recent years, due to different reasons. To
mention some of them, internal audit links to the
internal control-risk management system;
improve  organizational  efficiency @ and
effectiveness through providing constructive
criticism and  recommendations  about
organizations status; reduce information
asymmetry during decision making; serves as an
important internal assurance in the business and
financial reporting process of corporations (Soh
and Bennie, 2011; Cohen and Sayag, 2010; Mihret
and Yismaw, 2007).

Internal auditors have the right and ability to
access all information in every part of the
organization and their function lies at every
activities of the corporate governance system. All
the stakeholders will therefore benefit from
having a strong Internal Audit Function (IAF)
which will provide value to the other
cornerstones of corporate governance (Smet and
Mention, 2011).Because internal auditors can
make line managers aware of their responsibility;
can act as aconsultant in monitoring risk,
identifies weakness in internal control system,
and facilitates the implementation of risk
management as well as [A contributes to the
appropriateness of procedures and operations of
the audited body (Cohen and Sayag, 2010; Arena
and Azzone, 2009; Dittenhofer, 2001).

The area that looked in this research focus on the
effectiveness of internal auditors; measuring in
terms of internal auditor’s compliance ability
activities and the added contributions by IA to the
Ethiopian public sector officeswhich are an
important concept to show the influential out
puts of the internal auditors. This would have far
reaching implication son the level of IA’s
efficiency and competency. Because the
percentage of recommendations suggested by
theinternal auditors are actually implemented by
the audited offices; and the ability to plan,
execute and communicate audit findings are the
most suitable dimensions to evaluate internal
audit effectiveness (Cohen &Sayag, 2010; Arena
and Azzone, 2009; Mihret and Yismaw, 2007).
With regard to this, the researcher is attempting
to identify thefactors influencinginternal
auditor’'s  effectiveness.  Specifically, how

management’s perception of, [A’s value,
management support, organizational
independence, adequate competent internal

audit staff, and approved IA charter influence the
effectiveness of internal audit in the public offices
are examine and answered.

1. LITERATURE REVIEW

Organizations have encountered rapid changes in
economic complexity, expanded regulatory
requirements and technological advancements in
recent years. In addition to these changes the
current corporate scandals and the global
financial crisis also pushed the public and
regulatory bodies to give unique position to
internal audit in corporate governances for
internal assurance services (Soh and Bennie,
2011). These changes have given the IA a set of
expanded opportunities to support and advice
management; evaluate risk exposures relating to
the organizations governance, operations and
information systems, identify internal control
system efficiency and effectiveness, provide
services to other organizational functions; and
generate direct reporting links to the audit
committee and shareholders; safeguarding of
assets; and compliance with laws, regulations,
and contracts (I1A, 2001; MoFED, 2004).

The Ethiopian ministry of finance first issued the
audit directive in 1942, by focusing mainly on the
public sector utilization of funds, and it marked
on the modernization of audit practice in the
country. By following this, the Office of the Audit
General (0.A.G) is formulated in 1961 with the
necessary modifications with respect to the
duties and responsibilities of the bureaus and the
auditors; and in 1987 and on wards there are
significant developments in public sector
auditing systems in the country). Moreover, the
coming of Proclamation No. 13/1987
empowered the 0.A.G to direct the internal
auditors of government offices and public
enterprises in three aspects thatare whether
accounting records are properly maintained and
reliable, whether the assets of the ministries and
enterprises are adequately safeguarded and
properly maintained; and whether policies and
procedures laid down by top management are
complied with that implies less attention was
given to operational audit as a service to
management(Kinfu, 1990; Lemma Argaw, 2000).
The public sector offices are the major vehicle for
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economic development due to their engagement
in various economic activities; such as in
manufacturing  industry, transport and
communication services, banking and financial
service sectors,construction sector, hotel and
tourism industry, etc. To become efficient and
effective in each economic activity the
performance of the management should
regularly measure and assessed to take
corrective actionswhen bad performance is
found. Accordingly, the management of the public

offices is responsible to follow up the
implementation of economic policy and
procedure, and submit reports on the

performance of the economy (MoFED, 2004).
Therefore, the effectiveness of IA should receive
the greater attention in research area toenhance
the quality of its report. In line with this, the
research had focused on the determinants of 1A
effectiveness in selected public sector offices.

Nevertheless, Internal Audit is subject to many
problems that affect interna effectiveness in
different corporate governance (Cohen &Sayag,

2010; Arena &Azzone, 2009; Belay, 2007;
Mihret&Yismaw, 2007).
1.1. Theoretical Review
1.1.1. Internal Audit and Related
Literature

A simple and more traditional meaning of
internal auditing is defined as: an independent
appraisal function established within an
organization to examine and evaluate its
activities as a service to the organization. Later
on, the new Institute of Internal Audit (114, 2001),
defined internal audit as: An independent,
objective assurance and consulting activity
designed to add and improve an organization’s
operations. It helps an organization to
accomplish its objectives by bringing a
systematic, disciplined approach to evaluate and
improve the effectiveness of risk management,
control, and governance processes.

According to this definition the major scope of
the internal auditors are making assurance to the
organization and giving consultant services to the
overall managements of the corporate
governance. By providing the independent
opinion and conclusions regarding the operation,
function, system and wellbeing of the
organization the IA can provide assurance
services; and by giving the advisory service based

on the specified requests of an engagement client
the internal auditor can give the consulting
service to the organization. Internal audit are the
mechanism through which information about the
effectiveness of the quality system is gathered by
auditors selected from within the company but,
who are independence of the area, function or
procedures being audited.

1.1.2. Types of Audits Performed by
Internal Auditors

A variety of audits are performed in the review of
campus programs and resources. These audits
include: Operations Audits: These audits
examine the use of resources to determine if
resources are being used in the most effective
and efficient manner to fulfill the organization’s
mission and objectives. Financial Audits: These
audits review accounting and financial
transactions to determine if commitments,
authorizations, and receipt and disbursement of
funds are properly and accurately recorded and
reported. This type of audit also determines if
there are sufficient controls over cash and other
assets and that adequate process controls exist
over the acquisition and use of existing
resources.Compliance Audits: These audits
determine if entities are complying with
applicable laws, regulations, policies and
procedures. Examples include federal and state
laws, and Trustee policies and regulations.

Information Systems Audits: These audits
review the internal control environmentof
automated information processing systems and
how people use these systems. The audits usually
evaluate system input, output; processing
controls; backup and recovery plans; system
security; and computer facilities.

Internal Control Reviews: These audits focus on
the components of the majorbusiness activities,
such as payroll and benefits, cash handling,
inventory and equipment, physical security,
grants and contracts, and financial reporting.

1.1.3. Internal Audit Effectiveness

Different authors were defined the term
“effectiveness” as follows; for instance, Arena and
Ozone (2009) defined effectiveness as “the
capacity to obtain results that are consistent with
targets”. Dittenhofer (2001) “Effectiveness is the
achievement of internal auditing goals and
objectives using the factor measures provided
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for determining such factors”. In Mihret and
Yismaw, (2007) internalaudit effectiveness is
defined as “the extent to which an internal audit
office meets its supposed objective or the extent
to which it meets the intended outcome”.

» All the three authors defined effectiveness in
terms of achieving the IA goals and
objectives, though interpreted in different
ways. Mihret and Yismaw (2007) described
the characteristics of effective internal audit
unit from the internal audit point of view.
Effective Internal Audit (IA):

» Undertakes an independent evaluation of
financial and operating systems and
procedures;

» Contributes to the
organizational goals;

» Needs management’s commitment to
implement recommendations;

» Provides wuseful recommendations for
improvements as necessary;

» Affected negatively by lack of attention
from management which in turn adversely
affects the audited attributes; and

» Management support is a natural quid pro
quo for effective internal audit.

While; Sarens and Beelde (2006) point out the
contribution and roles of internal audit in
organizations or corporate governance from the
senior management’s expectation point of view.
Senior management expects internal audit:

achievement of

» To compensate for management’s loss of
control resulting from increased
organizational complexity,

» To be the safeguard of corporate culture
through personal contacts with people in the
field,

» To be a supportive functions in the
monitoring and improvement of the risk
management and internal control system,

» To be laid a training ground for future
managers, and

» To collaborate actively with the external
auditors to increase total audit coverage.

This indicates that internal audit and
management is the interdependent unit that
should be collaborated to achieve organizational
goals. While doing their activities, there is some
value that internal audit unit seeks from
management (such as management support,
commitment, expectation, etc.) and that the

management wants from the internal audit like
adding value in decision making by providing
sufficient information and reducing information
asymmetry, monitoring and improvement of the
risk management and internal control system.

1.2. Empirical Review

As the main aim of this research is to
determinants the effectiveness of internal audit
in the public business sector enterprise, different
authors and researcher’s idea  and
recommendations regarding the related topic of
internal audit are analyzed andpresented.
Although the prologue of internal audit in
Ethiopia are dated in the 1940s the time also the
united states and most European countries are
adapted; the effectiveness of internal audit in the
public sector are challenged because of the
factors that hinder the development of IA in
Ethiopia. For the ease of presenting the literature
those studies regarding the main
determinants/factors/ that influence the
effectiveness of internal audit in the public
business enterprise sector; such as the
perceptions of the management, management
support, organizational independence of internal
auditors, adequate competent of 1A staff and the
presence of IA charter reviewed from different
researchers are included in these literature.

Organizational Independence

Independence has no single meaning and
interpretation across the people; hence the
concept is subject to ambiguity and uncertainty
(Wines, 2012). However, for the purpose of the
case study independent refers to the concept of
being free from any management influence while
internal auditors perform audit activities and
issue audit report (Ahmad & Taylor, 2009; Belay,
2007; MoFED, 2004). Independence is
fundamental to the reliability of au would not be
credible, and investors and creditors would have
little confidence in them, if auditors were not
independent both in fact and appearance. The
assurance services provided by auditors derive
their value and credibility from the fundamental
assumptions of independence of mind and
independence in appearance (Wines, 2012;
Stewart and Subramanian, 2010).

While the internal audit typically the whole
management process, to maintain objectivity, to
increase the reliability of information, to be free
from unacceptable risk of material bias, and to
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issue reasonable and credible audit opinion, it is
required to be independent (I1A,2001). However,
due to an often strong direct or indirect
relationship between IA and the Chief Executive
Officer (CEO) and/or chief Finance Officer (CFO),
itis reasonable to expect that senior management
is in a position to exert a significance influence
over IA (Sarens and Beelde, 2006; Van Peursem,
2005).

Independence in fact exists when auditors are
actually able to act with objectivity, integrity,
impartiality and free from any conflict of interest.
While the concept of independence in
appearance is the auditor should be perceived by
others (the public or other third party) to be
independent. In this case, conflict of interest will
also exist when a reasonable person, with full
knowledge of all relevant facts and
circumstances, would conclude that the auditor,
or a professional member of the audit team, is not
capable of exercising objective and impartial
judgment in relation to the conduct of the audit of
the audited body.

2. RESEARCH DESIGN AND METHODOLOGY
2.1. Research Design

The study is expected to investigate on the
assessment of internal audit effectiveness in the
selected public sector offices. The data used to
conduct this study are the primary data obtained
through the questionnaires. The questionnaires
were distributed both to the organizations senior
management team and for their internal auditors.
The study areas are selected using purposive
sampling method from the regional level public
sector offices which have greater impact to
influence the regional overall economy. To obtain
the advantage of both the qualitative and
quantitative research approach and at the same
time to overcome their limitation, the study is
expected to use the mixed approach.

2.2. Types of data

The data used to conduct this study are the
primary and secondary data. Primary data will
gather through the questionnaires and
interviews and secondary data will gather
through report. Self -administered
Questionnaires are distributed to only internal
audit staffs and interview hold with the General
Managers/Head of organization.

2.3. Target population

The target populations for this research are the
Sidama Regional public sector offices which are
found in Hawassa city. The current data from
regional Bureau of Finance and Economic
Development (BOFED) 2009E.C, South National
Nationality and People Regional State (SNNPR)
shows that 47 government budgetary public
sectors at regional level. And all of them have
internal audit staffs, (SNNPR BOFED, 2009). And
regional government classified public sectors in
to two categories which are core processing
organization and level organization based on
budget administration. BOFED classified under
Core processing organization and have 17
internal auditors; and level organizations are
classified again in to three levels which are level
(1, 2, and 3). While under level one 7 public
organization are categorized and have 39
internal auditors, under level two 9 organization
are categorized and have 34 internal auditors and
under level three there are 31 public sectors and
78 internal auditors are found (BOFED, 2010).
Thus, the target population of the study was 168
internal auditors of forty-seven public sectors of
southern regional state of Ethiopia.

2.4. Population and Sample size
2.4.1. Population

The target populations for this research were the
regional public sector offices which are found in
Hawassa city of the Sidama Regional government
that means Hawassa city administration Finance
Sector and Tula sub city Finance Sector. Due to
the difficulty of covering all the total existing
public sector, the researcher obliged to minimize
its study area by focusing only on 2 purposively
selected public sectoroffices that are expected to
be used as a representative of other sectors.
These sector offices are selected purposively,
because the use of purposive sampling enables
the researcher to generate meaningful insights
that help to gain a deeper understanding of the
research phenomena by selecting the most
informative participants that is satisfactory to its
specific needs. Therefore, the researcher focused
on these public sectors which have
enoughinternal audit staffs, very popular in
nature and have greater impact to influencethe
country’s overall social, political and economic
issues.The selected public sectors and related
public sector offices are Hawassa city admiration
Finance Sector and Hawassa city admiration Tula
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Sub-City finance bureau is the focus of this case
study.

2.4.2. Sample size

From the researcher’s preliminary study the total
number of public sectors are belongs in Hawassa
city administration offices which were classified
into three strata based on their services rendered
to the public, and by dividing it into different
homogeneous substratum the researcher
focused on two public sector offices. The
questionnaires are distributed for these selected
public sector offices to get appropriate
responses.

To obtain the adequate responses through
questionnaire the researcher believes that
distributing the questionnaire for four senior
managers; those are the chief executive officers
and chief finance officers with their respective
deputy managers (who are the stepping stone to
other positions) in total sixty respondents who
use the audit result are appropriate. And also, to
get adequate response from the public sectors
internal audit staffs regarding the factors
affecting the effectiveness of internal audit in the
public sector taking four experiencedinternal
auditors (because most of the public sector
offices have four 1A) from each sector and total
sixty respondents are believed appropriate to
make analysis regarding the effectiveness of IA in
the selected public sector offices. Even if the use
of proportional sampling is appropriate in order
to obtain a representative sample from each
strata; because of the samples selected from the
population have not equally selected /not equally
important/ the use of purposive sampling is
more essential to obtain a typical and
representative of the whole universe (Kothari,
2004).

2.5. Data Collection Instrument

The primary data were used to accomplish the

study, and to collect the data from the
respondents included in the sample
questionnaires were distributed. The

questionnaires were distributed to the managers
and the internal auditors of the public sector
office. But, the questions are different for the
managers and the IA according to their
profession and responsibility. The questionnaire
for the manager deals about the effectiveness of
the offices internal auditing process, while the
questionnaires for the internal auditors are about

the independent variables which determine the
effectiveness of internal auditors.

The questionnaires was adopted and modified
from the prior author and literature review
(Mihret and Yismaw, 2007; Cohen &Sayag, 2010;
Arena and Azzone, 2009), an approach which is
recommended in methodological literature for
studies of this nature (Bryman and Bell, 2007)
and those questionnaires are prepared in the
form of Likeret-Scale type (showing respondents
agreement or disagreement) by constructing into
five point scale where the lowest scale represent
strongly disagree and the highest scale represent
strongly agree (Likert, 1932). The questionnaires
distributed to the respondent are organized in to
two parts; the first part comprisesthe
demographic question regarding the
respondents and the second part contains items
relating to the effectiveness of IA and its
determinants.

2.6. Variables used in the Research
2.6.1. Dependent Variable

The dependent variable for this research is the
internal audit effectiveness. In here the internal
audit effectiveness are measured in identify non-
compliance activities with the offices procedures
and policies, and the contributions added by IA to
the public offices. Compliance audit is a type of
audit service that mostly performed by
internalauditors of the organization (Fadzil, F.H
etal, 2005). Compliance is defined “adhering to
the requirements of laws, industry and
organizational standards and codes, principles of
good governance and accepted community and
ethical standards”. Compliance also involves
ascertaining the extent of compliance with
established policies, plans, procedures, laws and
regulations, which could have a significant
impact on the organization’s operations (Fadzil,
F.H et al, 2005; MoFED, 2004). Therefore, 1A is
responsible to regularly assess and verify
internal operations conformance with
organization's policies and procedures, and then
issue compliance report to the concerned body
(MoFED, 2004). The added contribution by IA to
organizations can be measure in terms of value
creation (e.g. its role in the avoidance of
corporate failures) and cost saving (Soh and
Bennie, 2011; Cohen &Sayag, 2010).In this case
study the researcher was measured the IA
effectiveness by implementing the internal audit
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effectiveness of the public sector offices with the
country's auditing environment in which the
internal auditor's ability in identifying non-
compliance activities and the added contribution
by the IA to the public offices. Compliance audit is
the most audit services implemented in
Ethiopian  public bodies  (Mihret and
Woldeyohanes, 2008; MoFED, 2004) while the
added contributions by the IA to organization
was used by Cohen and Sayag (2010) to measure
the IA effectiveness. Therefore, both dimensions
were measured IA effectiveness against the
perception of public offices managers (CEO and
CFO).

To understand the level Aofeffectivenessthea
S5manager“s-scale point Likerttype of 15 different
item questionnaires were constructed and
distributed to therespondents. The researcher
have been used the summative score technique
for the questions in each factor for each
participant. This is because Likert scale is the
common summative scores (Balnaves and Caputi,
2001).

2.6.2. Independent Variable

This study was focused on five independent
variables that might have an impact on the
internal audit effectiveness in the public sector
offices. Those predicted variables investigated in
this research are: the managements support for
the IA activity, the management’s perception of
[A"s value, organizational independence of the
IA work, the adequate and competent internal
audit staff and the presence of approved internal
audit charter.It should be noted that the data for
the independent variables were collected from
the internal auditors of the selected public sector
offices. Therefore, the independent variables
represent the perceptions of the internal auditors
regarding these concepts. Similarly with the
dependent variable items, all of the independent
variables items were measured on a five point
Likert-scale where the lowest scale represent
strongly disagree and the highest scale represent
strongly agree (Likert, 1932). As shown in
Appendix A of part II, twenty four different item
questionnaires were constructed to identified
each of the independent variables of the
management support, the management’s
perception, organizational independence and the
availability of adequate and competent internal
audit staff, and four items were constructed for

the presence of approved internal audit charter;
and the internal auditors were asked to express
their opinion for those items.

2.7. Data Analysis

Both descriptive and explanatory research
design have been considered. The study has
employed mixed research approach. The study
covers Sidama  Region Hawassa city
administration internal audit managers and
internal audit staffs that are found in Hawassa
municipal and Tula sub city. Total populations of
a study are 106. Primary data through five point
likert scale were collected. Close-ended
questionnaire was used as a data collection
instrument.

2.8. Model Specification

The following model is formulated for this
research in order to test the research hypothesis
setearlier. Most of the independent variables
included in the model are extensively used in
prior audit researchers (Mihret and Yismaw,
2007; Cohen &Sayag, 2010; Arena and Azzone)
except the management perception of I and the
adopted internal audit charter. So the reliability
and validity of the model was recognized and
used in this research is to analyze and interpret
the result of the study.

IAE = C+ B1IAQ+ BzIND+ Bg PIA+ B4OS
+BsSIAW+et

Where:

IAE = Perceived Internal Audit Effectiveness
IAQ = Internal Audit Quality

IND = Independency of Internal Auditor

PIA = Professional Proficiency

0S = Organizational Setting

SIAW = Scope of Internal Audit Work

et= Error term of the model

3. DATA ANALYSIS AND DISCUSSION
3.1. Descriptive Statistics Analysis

Descriptive Measurement of Internal Audit
Quality

The average mean score (M=3.885; SD=0.9978)
is closet to “agree” response of the question. But
the standard deviation shows that not all
employees were in agreement with that since
there was a wider variance of between answers.
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Among the statements for measurement of
internal audit quality “The audit focused on
issues that were important” scored the highest
mean (M=4.15; SD=1.022) but the standard
deviation is high, which shows there is a great
variation response on respondents. On the other
hand, “The internal auditors kept me informed
throughout the process on a timely basis and
there were no surprises” and “My staff and [ were
given the opportunity to provide input, including
any concerns and our perspectives, to the
planning process’have smallest mean score
(M=3.53) however standard deviation of the first
statement is higher than the average. Generally,
from the mean response of respondents we can
understand that the quality of internal audit is
very good.

Descriptive Measurement of Independency of
Internal Auditors

The factors that affect auditor’s to be effective in
their internal audit were in agreement with many
of the reasons identified as independency of
internal Auditors. Hawassa city administration
internal auditor’s independency for auditing
effectiveness has a moderate average mean with
nearly closest to “I agree” response. The average
mean score of the respondents for this scale
(M=3.83; SD=0.987). The average mean of the
respondent indicates that respondents have
relatively [ agreeperception about independency
of internal auditors but a moderate standard
deviation (S.D. =0.987) indicating that all
employees were in agreement that there was a
moderate variance of between the response of
the respondents. The independency of internal
auditors from the units being audited is somehow
moderate. However, there is some problems
regarding deciding the scope, time and extent of
their work, and there is some intervention in
performing their duties.

Descriptive Measurement of Proficiency of
Internal Auditors

The average mean score (M=3.84; SD=0.947) is
closet to “agree” response for the above listed
statements in the table. But the standard
deviation shows that not all employees were in
agreement with that since there was a wider
variance of between the responses of the
statements. From the descriptive result of the
above table we can understand that there is lack
of opportunity for continuous professional

development and short term training arranged
for internal auditors. Thus, if internal auditors
haven’t such kind of facilities to enhance their
profession, it is difficult to perform their activity
in every competent manner.

Descriptive Measurement of Organizational
Settings

The study required establishing respondent’s
opinion on whether organizational settings were
playing a great role to internal audit
effectiveness. The average meanperception of
respondents (M=3.94) is closet to “agree”
response. This response is not much deviated
from the mean since the standard deviation
(SD=0.90) is small. The statement “Internal audit
obtains sufficient budget to successfully carry out
its duties” has the smallest mean (M=3.58)
however the standard deviation (SD=1.059)
shows that the variation of response high. From
the descriptive result it can be understand that
the budget allocated to the audit department
to carry out duties is inadequate.

Descriptive Measurement of Scope of Internal
Audit Work

The factors that affect auditor’s to be effective
in their internal audit were in agreement with
many of the reasons identified as scope of
internal audit work. Hawassa city
administration internal auditor‘s scope of
internal audit work for auditing effectiveness
has a high average mean with nearly closest
to “1 agree” response. The average mean score
of the respondents for this scale (M=4.48;
SD=0.872). The average mean of the respondent
indicates that respondents have relatively I agree
perception about scope of internal audit work but
a small standard deviation (S.D. =0.872)
indicating that all employees were in agreement
that there was a small variance of between the
response of the respondents. Except compliance
activities, the mean response of scope of internal
auditors showthat internal auditors are
performing their activity in a very good manner.

3.2. Correlation Analysis

The correlational analysis has been done to
measure the associations among variables. The
purpose of this analysis is not only to establish
cause-effect relationship among variables but to
determine whether the variables under study
have some Kkind of association or not.
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Correlations are the measure of the linear
relationship between two variables. A correlation
coefficient has a value ranging from -1 to 1.

For this study all variables are positively related
with internal audit effectiveness. Internal audit
qualities, independency of auditors, proficiency
of internal auditors were significantly correlated
with internal audit effectiveness (p<0.01)
whereas, organizational setting and scope of
internal audit work were also significantly
correlated at 6% significance level.

On the other hand, internal audit quality was
correlated with independency of auditors and
scope of internal audit work at p<0.05, while
organizational setting and independency of
auditors were associated each other at p<0.05
and scope of internal audit work was correlated
with organizational setting. Among all variables
only independency of internal auditors has a
large effect on internal audit effectiveness. On the
other hand, all other variables have a moderate
effect on the effectiveness of internal audit
function.

3.3. Econometrics Analysis
3.3.1. Regression Result Analysis

The regression result explores the necessary
indicators of the internal audit effectiveness by
using the variablesidentified in the model. As
indicated in the model summery the appropriate
indicators of the variableused to identify the
Multiple regression results

internal audit effectiveness were explored. That
is, the value of R square used to identify
howmuch of the variance in the dependent
variable identified by the model. The larger the
value of R square, thebetter the model is.The
overall contribution of internal audit quality,
independency of auditors, proficiency of internal
auditors,organizational setting and scope of
internal audit work to the [AE accountedfor 58%
(R2 = 0.58) of thevariation in the internal audit
effectiveness, the rest 42% are other variables
not included in this study.

Furthermore, the model summary also shows the
significance of the model by the value of F-
statistics (P=.001) and F=4.975 which implies
that there were strong relationship between the
predictors and the outcomesof the regression
variables and are at best fit the model to predict
the effectiveness of internal audits in
thepublicsector. The beta (8) sign also shows the
+ve or -ve effect of the independent variables
coefficient over theindependent variable. This
means any increase in the independent variables
lead to enhancement of the effectiveness of
internal audit.

Hence, the model used to examine this study is
shown as follows:

IAE = 1.613+ 0.04IAQ+ 0.30IND+ 0.133PIA+
0.0560S +0.141SIAW+et

Unstandardized Std.Error | Standardized T Sig.
Coefficientsf3 Coefficients, Beta
(Constant) 1.613 0.599 2.692 0.009
IAQ 0.040 0.079 0.065 2.781 .009*
IND 0.301 0.093 0.400 3.243 0.002*
PIA 0.133 0.108 0.163 2.515 0.013**
0S 0.056 0.122 0.060 0.457 0.650
SIAW 0.141 0.126 0.139 0.549 0.068
No. of observations = 50
R2=0.580
Adju. R2=0.515
Prob>F =0.001

a. Dependent Variable: internal audit effectiveness

b. *significant @ 1%, ** significant @5%
Source: SPSS output from survey data, 2022
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Thus, this implies the IAQ, IND are the most
important determinants of IAE in which the
public sector office should give more emphasis in
their IA function. PIA is also important
determinant since it is significant at 5%
significance level. Besides this, the remaining
independent variables (OS and SIAW) have not
significant contribution for the predicted
variable (IAE) because they a have insignificant
value of greater than 5%. All variables have a
positive impact on internal audit effectiveness.
The variable with the level of significance (sig)
value less than 5% could make a significance
unique contribution to the predicted value of the
dependent variable, beyond this level of sig. the
variable are not making a significance
contribution for the prediction of the dependent
variable (Pallant, 2007; Somekh and Lewinn,
2005).

3.3.2.Discussion of Regression Results
I. Internal Audit Quality

The internal audit quality is measured in staff
expertise, scope of the service, effective audit
planning, field work and controlling, meeting
objectives and effective communication. Internal
audit quality, which is determined by the internal
audit department’s capability to provide useful
findings and recommendations, is central to audit
effectiveness. Internal audit has to prove that it is
of value to the organization and earn a reputation
in the organization (Sawyer, 1995).

The regression result shows that internal audit
quality is significant at 1% (p=0.009) and it can
be concluded that internal audit quality is a good
explanatory variable. This indicated that internal
audit quality is statistically significant which
affect internal audit effectiveness. The beta value
(B1=0. a direct and positive impact on internal
audit effectiveness. Therefore, based on the
above result we fail to accept the first null
hypothesis (H1) of the study. For the reason that
the statistical value of the regression result is
significant at 1% and the beta sign is positive. It
can be argued that greater quality of IA work
understood in terms of compliance with formal
standards, as well as a high level of efficiency in
the audit’s planning and execution improve the
demonstrate professionalism and an objective
approach in their work, and report balanced and
constructive audit the, the effectiveness of an
internal audit can be increased. The result of this

study is in lined with George (2015) and Cohen
&Sayag (2010).

II. Independence of Internal Auditors

Concerning the relationship between internal
auditor’s independence and internal audit
effectiveness, the result of the study shows that
internal auditor’s independence has a positive
association with internal audit effectiveness. This
positive association (2=0.400) is statistically
significant at 1%  significance  level
(P=0.002).Based on this result the second null
hypothesis (H2), “independence of internal
auditors has no positive and significant effect on
internal audit effectiveness”, is failed to accept,
and the alternate hypothesis is accepted.

It can be concluded that independence of
internal auditors is the most important factor
that affect the effectiveness of internal auditors
which enhance the previous studies Alzeban and
Gwilliam (2014); and George (2015) who argue
that independence is one of the most important
factors that affect internal audit effectiveness.

Auditors need investigating and reporting
independence to determine the scope and time of
work, to express their opinion based on their
finding and to report free from anxiety. This
means that auditors need to have investigating
and reporting independence in order to perform
objectivity in course of their work. The
investigating independence enables auditors to
investigate potential risky areas of the local
government administrative without any scope
limitation. Whereas reporting independence help
auditors express their opinion based on their
finding. Therefore, the internal audit function
becomes more efficient and effective from time to
time when they are independent.

III.Professional Internal

Auditors

Proficiency of

The existence of adequate and competent
internal audit staff also supposed to be the
determinants of internal audit effectiveness
and is the third hypothesis of this research.
The regression result highly supports this
hypothesis at (P<0.05) level of significant and
with the positive signs of beta (4 = 0.163 and t=
2.515). Based on this result, we fail to accept the
third null hypothesis (H3), “professional
proficiency of internal auditors has no positive
significant effect on internal audit effectiveness”.
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Therefore, the alternate hypothesis is accepted
and it is found that professional proficiency of
internal auditors is the one of the important
factors which affects internal audit effectiveness.
This result was consistence with some previous
auditing researches Zaman (2007), Arena and
Azzone (2009); Cohen and Sayag (2010), and
George (2015) which argued that there were a
relation between professional proficiency and
adequacy with the IA effectiveness.

When internal audit office has policies for
training of internal audit staff, internal auditors
undertake continuous professional development
activities (such as professional association
sponsored programs and correspondence
courses), and adequate short-term training
arranged for internal auditors each year the
auditors professional proficiency can be
enhanced.

The existence of adequate and competent 1A
staff in the public sector office results positively
relationship with IAE and with high contribution
for the IAE by performing their activities on time,
cover the planed scope of auditing activities by
using the computerized data tools and specific IA
software. This results with the overall
contribution of internal audit effectiveness and
its positive relationship with IAE leads to highly
support the proposed hypothesis (H3).

IV.Organizational setting

Organizational setting refers to the
organizational profile, internal organization and
budgetary status of the internal audit office; and
also the organizational policies and procedures
that guide operation of audited company. It
provides the context in which internal audit
operates. Thus, organizational setting can exert
influence on the level of effectiveness that
internal audit could achieve. The auditor
attributes relate to the capability of the auditor to
meet its intended objectives. Auditor attributes
with implications on audit effectiveness include
the auditor’s proficiency to efficiently and
effectively meet organizational sub-goals; their
attitude towards internal audit; and the level of
cooperation  provided to the auditor
(Mihret&Yismaw, 2007).

As shown in the above, the beta coefficient
depicts that ($3=0.060) organizational setting is
positively associated with internal audit
effectiveness. However, this result is not

statistically significant (p>0.05). Thus, the fourth
null hypothesis (H4) “organizational setting has
no positive significant effect on internal audit
effectiveness” is fail to reject in terms of
significance since it is insignificant at 5%
significance level. However, in terms of sign of
relationship the null hypothesis going to be
rejected since it have a direct relationship.

V. Scope of Internal Audit Work

The scope of work conducted by internal
auditors has a negative impact on internal audit
effectiveness. The regression result of the above
table show that scope ofinternal audit work has
not a significant impact on internal audit
effectiveness (5 = - 0.139 and p = .068). Based
on this result, the last null hypothesis “scope of
internal audit work has no positive significant
effect on internal audit effectiveness” is accepted
in terms of its degree of significance. However,
the null hypothesis is rejected and the alternative
hypothesis is accepted.

When internal auditors checking adequacy of
record keeping, accuracy of amounts in financial
records, evaluating the internal control system,
performing audit of major fraud cases (risky
areas), compliance with government rules and
regulations, identifying risk exposures of the
office, identifying risk exposures of the office, etc.
the level internal audit effectiveness can be
enhanced. However, it is not statistically
significant.

4. CONCLUSIONS AND RECOMMENDATIONS

The regression result show that the overall
contribution of internal audit quality,
independency of auditors, proficiency of internal
auditors, organizational setting and scope of
internal audit work to the IAE accounted for 58%
(R2 = 0.580) of the variation in the internal audit
effectiveness, the rest 42% are other variables
not included in this study. Furthermore, the
model summary also shows the significance of
the model by the value of F-statistics (P =.001)
and F = 4.975 which implies that there were
strong relationship between the predictors and
the outcomes of the regression variables and are
at best fit the model to predict the effectiveness
of internal audits in the public sector. Therefore,
we can understand that the contributions of
these variables were collectively significant to
identify any noncompliance activities in their
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office and to add values for the internal audit
effectiveness in the public sector offices.

The regression result of the study shows that
internal audit quality is the determinant factor of
internal audit effectiveness. Thus, the qualities of
internal audit work increase the extent to which
an internal audit office meets its purposes.

Regarding independency of internal auditors,
internal audit units are independent because of
the internal audit unit existence as a unit under
the chairman’s office and the management
interference at local government level. The
implication of this is that, the auditors are
objective in carrying out their audit work.
However, the descriptive result shows that there
are some problems which affect independency
during decidingthe auditors are objective in
carrying out their audit work. However, the
descriptive result shows that there are some
problems which affect independency during
decidingthe scope, time and extent of auditing
procedures based on auditing standards and the
office’s policy.

It is found that proficiency of internal auditors
have an impact on internal audit effectiveness.
Therefore, the existence of adequate and
competent IA staff in the public sector office
results positive relationship with internal audit
effectiveness and with high contribution for the
internal audit effectiveness by performing their
activities on time, cover the planed scope of
auditing activities by using the computerized
data tools and specific IA software. Therefore, it
is concluded the more proficient and competent
internal auditor can add value and meet its audit
objective than the incompetent auditor.

After watching the research findings and
achieved results with regard to the main
objective researchers provide the following
recommendations.

» The model results show that independence of
auditors has a great importance in achieving
effective internal audit. However, as we seen
from descriptive analysis there are some
problems which affect auditor’s independence
in the course of their work. Therefore, Woreda
Administrates in general and finance and
economic development office in particular
have to maintain the internal auditor’s
independence so as to get effective internal
audit work. This is because auditors need

investigating and reporting independence to
determine the scope and time of work, to
express their opinion based on their finding
and to report free from anxiety.

» Every Woreda has to establish an audit
committee which constitute as per the audit
manual. The audit committee has the
obligation and responsibility toevaluate the
independence of the internal audit function
and the individual objectivity of internal
auditors. Thus, having an audit committee is a
means to maintain independence of the
internal audit function and the individual
objectivity of internal auditors because this
one of the responsibility of audit committee.

» The professional proficiency of auditors
significantly affects the effectiveness of
internal audit. The internal audit office and the
office of finance and economic development
have to do for th competency. Because an
audit requires professional staffs that
collectively have the necessary education,
training, experience and professional
qualifications to conduct the full range of
audits required by its mandate. Therefore, the
office should have to proficiency through
short term training and formal education.
Training is an important factor to upgrade
skills of auditors. New audit techniques need
to be learnt to make audit effective. Therefore,
different training institutes and professional
associations have to new training materials to
train auditors. And also office of economic and
finance development have to work for
providing training opportunities to internal
auditors.

» The regression result shows that quality of
internal audit is one of the determinants of
the internal audit effectiveness. Therefore,
internal audit officehas to evaluate its
performance and continually improve its
service.
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