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ABSTRACT 

 

The study aims at examining the effectiveness of internal audit function in Tanzania 

LGAs since the aim of internal auditing is to improve the organisation efficiency and 

effectiveness through constructive critics‟. There is no possibility of effective 

supervision in all of the organisation activity details and reliability of financial and 

non-financial reporting and proper utilization of scarce resources. So one of the best 

and may be most important instruments available to management for solving this 

problem is using internal auditors services. 

 

It assesses the role of internal auditors in ensuring effective internal audit function as 

a tool for improving public financial management at local government level a case of 

Ulanga District Council. The methods employed for data collection is only primary 

source, which involved the use of questionnaires, interviews, observations and 

official documentary reviews. The study used a sample size of 50 respondents of 

which only 45 were accessed which comprised staff of accounting, internal audit, 

procurement and supplier, Audit committee, Economic and financial committee, 

Agriculture and cooperatives, Secondary and primary school departments, Health 

department and village finance committees. The main findings of the study include 

among others, lack of proper independent exercise by the internal auditors, 

understaffing on the side of internal audit department, internal control system is weak 

towards financial and other controls and non-adherence by auditors to general audit 

standards. 

 

The study recommends the internal auditors should exercise a degree of 

independence in performing their duties; internal control system should be 

continuously reviewed in such a way that it will prevent any act of financial crimes 

and detection of fraud. Moreover, LGAs should establish a scheme for internal 

auditors training from time to time because it will enhance their operational 

capacities and skills in administering the internal control system by way of attending 

professional seminars, workshops and symposiums above all adding more staff who 

are qualified and competent to offer quality services. 



vii 

TABLE OF CONTENTS 

 

Pages 

CERTIFICATION ...................................................................................................... i 
DECLARATION AND COPYRIGHT .................................................................... ii 
ACKNOWLEDGEMENT ........................................................................................ iii 
DEDICATION ........................................................................................................... iv 

ABBREVIATIONS AND ACRONYMS .................................................................. v 
ABSTRACT ............................................................................................................... vi 

TABLE OF CONTENTS ......................................................................................... vii 
LIST OF TABLES ..................................................................................................... x 
LIST OF FIGURES .................................................................................................. xi 
 

CHAPTER ONE ........................................................................................................ 1 

PROBLEM SETTING ............................................................................................... 1 
1.1 Overview .................................................................................................... 1 

1.2 Context of the Study .................................................................................. 3 
1.3 Emerging Challenges ................................................................................. 3 
1.4 Statement of the Research Problem ........................................................... 5 

1.5 Research Questions .................................................................................... 7 
1.5.1 General Research Question ........................................................................ 7 

1.5.2 Specific Research Questions ...................................................................... 7 
1.6 Research Objectives ................................................................................... 7 

1.6.1 General Objectives ..................................................................................... 7 
1.6.2 Specific Objectives..................................................................................... 8 

1.7 Significance of the Study ........................................................................... 8 
1.8 Scope/Study Area ....................................................................................... 8 

1.9 Limitations of the Study ............................................................................. 9 
1.10 Delimitations of the Study ......................................................................... 9 

 

CHAPTER TWO ..................................................................................................... 10 
LITERATURE REVIEW ........................................................................................ 10 

2.1 Overview of the Chapter .......................................................................... 10 
2.2 Ulanga District Council Profile ................................................................ 10 

2.3 The concept of Internal Auditing ............................................................. 12 
2.4 The Concept of Financial Control ............................................................ 17 
2.5 The concept of Internal Control System .................................................. 18 
2.6 Relationship between Internal Audit and Internal Control System ......... 19 
2.7 The concept of Financial Management .................................................... 21 

2.8 Background to Internal Audit in Tanzania LGAs. ................................... 26 
2.8.1 Brief background of Local Government Authorities in Tanzania. .......... 26 
2.9 Local government structure and local government finances in Tanzania 27 
2.10 Internal Audit ........................................................................................... 28 
2.11 Internal Control ........................................................................................ 29 
2.12 Responsibility of Internal Audit ............................................................... 29 
2.13 Internal Audit Mission and Methodology ................................................ 29 



viii 

2.14 Legal Basis of Audit................................................................................. 30 

2.15 The Public Finance Regulations of 2001 ................................................. 30 
2.16 The Constitution of the United Republic of Tanzania of 1977 ................ 30 
2.17 The Role of Internal Audit (IIA SA) 2010. .............................................. 31 
2.18 Difference between Internal Auditors (Ias) and External Auditors     

(EAs) ........................................................................................................ 32 

2.19 Benefits of Internal Audit ........................................................................ 33 
2.20 Internal Audit and Management............................................................... 33 
2.21 Analysis of Theories (Models) ................................................................. 34 
2.22 Empirical Literature Review .................................................................... 36 

2.22.1 Review of Empirical Studies on Effective Internal Audit from Abroad .. 36 
2.22.2 Review of empirical studies on effective internal audit in Tanzania ....... 38 
2.23 Research Gap ........................................................................................... 40 
2.24 Conceptual Framework Model ................................................................. 41 

2.25 Study Hypotheses ..................................................................................... 43 

 

CHAPTER THREE ................................................................................................. 44 

RESEARCH METHODOLOGY ........................................................................... 44 
3.1 Introduction .............................................................................................. 44 
3.2 Research Design ....................................................................................... 44 

3.3 Research Variables of the Study .............................................................. 45 
3.4 Area of the Study ..................................................................................... 45 

3.5 Research Approach .................................................................................. 46 

3.6 Research Sampling Plan ........................................................................... 46 

3.7 Sampling Techniques/Methods ................................................................ 46 
3.8 Types of Data ........................................................................................... 47 

3.9 Data Collection......................................................................................... 47 
3.10 Data Analysis and Interpretation .............................................................. 48 
3.11 Data Validity and Reliability ................................................................... 49 

 

CHAPTER FOUR .................................................................................................... 50 
DATA ANALYSIS, DISCUSSION AND INTERPRETATION OF THE 

RESEARCH FINDINGS ......................................................................................... 50 
4.1 Introduction .............................................................................................. 50 
4.2 Demographic Description of the Respondents ......................................... 50 

4.2.1 Category of Respondents ......................................................................... 50 

4.2.2 Gender of the Respondents ...................................................................... 51 

4.2.3 Age Characteristics .................................................................................. 52 
4.3 Are Internal Auditors Professionally Competent in Performing their 

Duties?...................................................................................................... 53 
4.4 Were Internal Auditors Able to Exercise Due Professional Care? .......... 54 
4.5 Did Internal Auditors Perform Continuous Internal Control System 

Review? .................................................................................................... 55 
4.6 What were the Internal Auditors‟ Degrees of Professional    

Independence? .......................................................................................... 56 

 

 



ix 

 

CHAPTER FIVE ...................................................................................................... 58 
CONCLUSION AND RECOMMENDATIONS ................................................... 58 

5.1 Introduction .............................................................................................. 58 
5.2 Conclusion ............................................................................................... 58 
5.3 Recommendations .................................................................................... 59 
5.4 Recommendations for further Studies ...................................................... 60 

 

REFERENCES ......................................................................................................... 61 
 

APPENDICES .......................................................................................................... 71 
Appendix 1: MAP OF ULANGA DISTRICT.................................................... 71 
Appendix 2: QUESTIONNARE ........................................................................ 72 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



x 

LIST OF TABLES 

 

Pages 

Table 4.1: Respondents Official Position ............................................................ 51 

Table 4.2: Professional Competences by Internal Auditors ................................ 54 

Table.4.3: Due Professional Care by Internal Auditor ........................................ 54 

Table 4.4: Continuous Internal Control System Review ..................................... 55 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



xi 

LIST OF FIGURES 

 

Pages 

Figure 2.1:  The Financial Management Cycle in the Local Government ............ 23 

Figure 2.2: Conceptual Framework Model of Effective Internal Audit Functioning 

Contribution in Improving Public Finance Management................... 42 

Figure 4.1: Gender of the Respondents ................................................................ 52 

Figure 4.2: Age Characteristics ............................................................................ 53 

Figure 4.3: Internal Auditors Degree of Professional Independence ................... 57 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



1 

CHAPTER ONE 

 

PROBLEM SETTING 

 

1.1 Overview 

Auditing is very essential because it gives concerns on the evaluation of various 

controls, examining deviation from applicable standards and any instance or act of 

irregularity, inefficiency and ineffectiveness with the motive of taking corrective 

action (Aikins, 2011). The globalization of economy, technological advancements, 

and complexity of business and allegations of fraudulent financial reporting have 

recently sharpened the ever-increasing attention to internal controls and internal 

auditing (Karagiorgos et al., 2009). 

 

This developing role of the internal auditing is also reflected in its current definition, 

i.e. “internal auditing is an independent, objective assurance and consulting activity 

designed to add value and improve a company‟s operations. It helps an organisation 

accomplish its objectives by bringing a systematic, disciplined approach to evaluate 

and improve the effectiveness of risk management, control and governance 

processes” (Savcuk, 2007). Recently, consideration in the topic of internal audit is 

receiving more attention especially when considering its contributions to the 

management of either public or private sectors in the aspect of organizational 

resources (Alberta, 2005; Dhamankar & Khandewale, 2003; Hany & Maged, 2009; 

Rupsys & Boguslauskas, 2007; Theophanous, Draggles & Giovanni‟s, 2011; 

Ussahawanitchakit &Intakhan, 2011), this is because internal audit has become an 

unavoidable control mechanism in both public and private sectors (Cohen & Sayag, 

2010), therefore it is the right time to seriously consider the issue of internal audit 

(Sumritsakun & Ussahawanitchakit, 2009). Internal audit could also add value by 

helping organisations to achieve economy, efficiency and effectiveness (Al-Twaijry, 

Brierley & Gwilliam, 2003).  Ruud (2003) noted that internal audit render two main 

services to an organisation i.e. assurance and consulting services. Assurance services 

are those services that have to do with the ability of the internal auditors to provide 

such as independent assessment on the level of risk management, control, and 
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governance processes of the organisation, financial aspect, performance, compliance, 

system security and due diligence engagements. While the consulting services are 

those services that are concerned with the advisory and related client service 

activities related with the nature and scope agreed upon with the client and which are 

intended to add value and improve the organization‟s operations. These may also 

include advice, counsel, facilitation, process design, and training. 

 

 Therefore, in order for the internal auditors to provide both assurance services as 

well as consulting services, they are required to be independent with objectives, 

competencies, as well as ethical behavior. In addition, internal auditor needs to be 

independent, should have the right of access to council‟s records, personnel, and 

must have sufficient authority to carry out the internal audit role (Payne, 2005). 

 

  In Tanzania, research has shown that,   Tanzania local Government councils have 

internal audit department with internal audit staff that carry out internal audit 

activities (local government Finances Act. No.9 of 1982). This establishment is 

consistent with the provision made by department of local government under the 

internal audit guidelines; which strongly recommends that all local government 

councils should have an internal audit function for the following reasons: (i) to 

support good internal governance (ii) to ensure consistency with other levels of 

government (iii) to improve the effectiveness of risk management, control and 

governance processes (iv)to helps instill public confidence in an organization‟s 

ability to operate effectively and efficiently (IAG, 2008,Jameson Boex and Matitu C. 

Muga,2009, Einar Braathen, Amon Chaligha and Odd-Helge Fjeldstal,2005, 

A.J.Liviga, M.Roell and A.K.L.Mhina,2010). In addition, Al-Twaijry et al, (2003) 

also noted that there is much confusion in organizations that do not have internal 

audit departments with respective roles of internal audit within their operations. 

Because having such a department could adds value to an organization in various 

ways which include; helping the organization to attain its objectives, strengthening 

internal controls, improves risk management, and enhancing overall corporate 

governance (Jerome, 2009; Pforsich & Kramer, 2008). 
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Therefore, in order for the public sector to efficiently deliver public services and 

achieve its policy objectives, it is imperative that public finances are managed well 

considering the fact that efficient and effective use of public resources is a universal 

concern at all levels of government. 

 

 However, appropriate use of decentralized public resources at the local government 

level is a special point of contention particularly for Ulanga District Council (UDC). 

Furthermore, the exact local government finances management practices that matter 

for the quality of local financial management. In less developing countries including 

Tanzania vary depending on how financial management performance is measured 

but it appears that councils with better financial management practices (Strong 

Internal Audits), better planning , budget processes and better project implementation 

practices achieve better local financial management outcomes  (Jameson Boex and 

Matitu C. Muga. February 2009). 

 

1.2 Context of the Study 

The significance of effective Internal Audit function (Strong Internal Audit) is 

growing day by day. Historically, Internal Audit was mostly confined to ensure that 

the accounting and allied records have been properly maintained, the assets 

management system is in place in order to safeguard the assets and also to see 

whether the standing policies and procedures are duly complied with. However, with 

the passage of times, the objectives of Internal Audit have been significantly 

changed. Now Internal Auditor is also reviewing the cost benefit analysis, resources 

utilization and their proper deployment, effectiveness of management decisions etc. 

Therefore, Internal Audit is a review function, based on such review as given by the 

auditor in his report, highlighting the weaknesses observed and giving suggestions 

for improvement (S.K. Tuteja and E. S.Malubi, 2011). 

 

1.3 Emerging Challenges 

The main purpose of Internal Auditor is to help management to achieve its objectives 

hence turning their vision into reality but due to the increase of size of business and 

operations, the scope of Internal Audit has also widened. Now, internal audit is no 
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more concerned with only verification of financial records, calculations and clerical 

operational functions on behalf of top management. In other words, there has been a 

shift in the orientation of Internal Auditing to include what is sometimes referred to 

as operational auditing. 

 

The scope of audit is very clearly stated under contemporary practices, the internal 

audit department is doing a wide range of activities. These activities may broadly be 

classified as financial and operational audit. Despite the techniques used by both 

internal and external auditors being similar, there are usually no statutory 

requirements in relation to internal audit. However, the local government Finances 

Act. No.9 of 1982 requires the accounts of every District councils (DC) and urban 

councils (UC) to be audited internally by internal auditor employed by the authority 

concerned. In spite, the fact that internal audit being part of an internal control 

system established by the council management, there are a number of challenges 

being faced by internal audit functioning on ensuring better services delivery such as: 

(i.) Expectation gaps i.e. the difference between what the public perceives and 

what the profession perceives to be the roles of the internal auditor.  

(ii.) Negative view by junior and middle managers since senior and heads of 

departments seemed to be satisfied with the standards of Internal Auditor (IA) 

and IA reporting within their organizations. By contrast, junior and middle 

managers view IA activities much more negatively. This is most likely 

because they are pressured to conform to requests for information and 

directions from the IA and senior managers acting in response to IA results 

but have little input into how IA is conducted or how IA recommendations 

are implemented. 

(iii.) Lack of enough funds to facilitate effective audit activities, which has often 

been attributed as the major problem that had hindered effective and 

successful execution and completion of many public projects at the local 

government level. However, experience has shown the contrary that poor 

finance management, rather than inadequate finance is the bane of local 

governments‟ inability to achieve substantial development in their domain. 
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1.4 Statement of the Research Problem 

Internal auditing is an independent, objectives assurance and consulting activity 

designed to add value and improve an organisation‟s operations (Savcuk,2007). It 

helps an organisation to accomplish its objectives by bringing a systematic, 

disciplined approach to evaluate and improve the effectiveness of risk management, 

control and governance processes. It is a catalyst for improving an organisations 

effectiveness and efficiency by providing insight and recommendations based on 

analysis and assessments of data and business processes, Institute of Internal Audit 

(IIA). 

 

The Chartered Institute of Public Finance and Accountancy (CIPFA), as cited by 

Johnson (1996:47), defined internal audit as “an independent appraisal function 

within an organisation for the review of activities as a service to all levels of 

management. It is a control which measures, evaluates and reports upon the 

effectiveness of internal control, financial and otherwise, as a contribution to the 

efficient use of resources within an organisation.” 

 

Jocelyn (2003:67) traces the definition of internal auditing given by the Institute of 

Internal Auditors as “an independent appraisal function established within an 

organisation to examine and evaluate its activities as a service to the organisation.”  

The objective of internal auditing is to assist members of the organisation in the 

effective discharge of their responsibilities. 

 

The local government as a segment of the public sector is the second tier of 

government in Tanzania. Nevertheless at that level, the authority is entrusted with 

public resources and charged with the task of ensuring their proper utilization. 

Moreover, to optimize the utilization of resources entrusted to the officials, laws and 

regulations are enacted to control expenditures and sources of financing these 

expenditures. To ensure adherence to financial regulations, laid down procedures, 

policies and plans, internal audit units are established. 
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Meanwhile according to the Institute of Internal Auditors (1991), the internal audit 

unit is expected to review the means of safeguarding assets and where appropriate, 

verify the existence of such assets. Financial control has concentrated on the cash out 

flow, purchasing procedures and accountability of budget holders for current 

expenditure on resources inputs (Mainoma, 2007) and (Buhari, 2001).However, 

according to Controller and Auditor General (CAG) report 2010/2011 of 30th 

June2011 on trends of financial performance and accountability of LGAs for a period 

of four years.it is indicated that despite the efforts made to strengthen the internal 

audit function there is still a capacity gap being observed in order to make the 

internal audit function more effective. For example Audit committees are not 

effective, and worse still there is no audit charter to give the function strategic 

direction.  Moreover Internal audit manuals which are there are outdated and some 

LGAs internal audit reports are acted upon by the management while in others they 

are not regularly produced. A sample of 73 LGAs revealed that they lack Risk 

management Framework and had not undertaken recent risk assessment to identify 

existing risks and those emerging because of the changing environment and methods 

of services delivery and the risk management policy and procedures ware not 

established. Also Fraud assessment of the selected sample of 68 LGAs disclosed that 

the council‟s management have not documented and approved fraud prevention plans 

and there were no processes that have been put in place by the council‟s management 

for identifying and responding to the risk of fraud in the councils (CAG REPORT 

2010/ 2011 p. 18 and19). 

 

Therefore, internal auditing furnishes authorities with analysis, appraisals, 

recommendations and information concerning all activities reviewed. The survival of 

every organisation depends on its effective and efficient utilization of resources (both 

financial and non-financial). The internal audit unit is vested with the power of 

independent checks, in order to assess compliance with established rules and 

regulations of the organisation (Okoya, 2002). 

 

Despite the fact that internal audit exists in various local government with internal 

control system in place, but the act of financial crime still continues e.g. fraud, 
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irregularities and even breaches of other control and no any strong measures or 

serious efforts being taken to prevent such occurrences. However, the objective of 

this study is to review the general objective and function of the internal audit 

department and assessing whether there is effective internal audit function at the 

local government level as a tool for improving public financial management rather 

than internal audit function as a statutory obligation with reference to Ulanga Local 

Government in Morogoro Region. 

 

1.5 Research Questions 

 

1.5.1 General Research Question 

The main question of the study was “To what extent does effectiveness of internal 

audit function as a tool for improving public financial management in LGAs?”. 

 

1.5.2 Specific Research Questions 

The following specific questions were used to guide the study 

(i.) Are internal auditors professionally competent in performing their activities? 

(ii.) Are internal auditors able to exercise due professional care?   

(iii.) Does the internal auditor perform continuous internal control system review? 

(iv.) What are the internal auditors‟ degrees of professional independence? 

 

1.6 Research Objectives 

 

1.6.1 General Objectives 

The overall objective of the study was to review the general objectives and 

functioning of internal audit department and carrying out an assessment on the 

effectiveness of internal audit function (strong internal audit) as a tool for improving 

public financial management.  

 

To encourage prosperity of LGAs resulted on better utilization of scarce public 

resources while discharging their statutory responsibilities as second tier government 

in Tanzania.  
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1.6.2 Specific Objectives 

To achieve the overall objectives, the study was conducted to achieve the following 

specific objectives: 

(i.) To assess the need of being professionally and Technically competent by 

internal auditors in offering competent professional services.  

(ii.) To explore the needs of internal auditor to exercise due professional care. 

(iii.) To assess the need of performing continuous internal control system review. 

(iv.) To suggest to policy makers to see the need in improving internal auditor 

degree of professional independence. 

 

1.7 Significance of the Study 

(i.) To enhance the need of professional competence by internal auditor 

on ensuring effective internal audit functions. 

(ii.) To facilitate LGAs in seeing the need of ensuring that internal 

auditors exercise due professional care in meeting the current 

development on internal audit standards. 

(iii.) To put pressure on the importance of performing continuous internal 

control review as pro- active measures due to  increasing internal 

audit roles. 

(iv.) To inform or make a special call to policy makers and stakeholders to 

increase efforts towards improving internal auditors professional 

independence that could lead to effective internal control 

system(internal audit) hence sustainable culture of proper public 

spending. 

(v.) To provide a base for further study in this field as reference material 

and stimulate further studies on effective internal Audit in Ulanga 

District Council and LGAs at large in Less developing countries 

(LDCs) particularly Tanzania. 

 

1.8 Scope/Study Area 

The study was conducted in Ulanga district council, which is made up of 31 wards 

(27 old ones and 04 new ones).This is one of the oldest councils in Tanzania. The 
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choice of the location is due to unqualified opinion for almost five years and some 

questioned expenditures by CAG reports. 

 

1.9 Limitations of the Study 

Financial shortage: Despite this limitation, the researcher was able to collect the data 

effectively and satisfactory. At one point, however, some respondents demanded 

payment in advance before responding to the questionare.So it was not possible to 

get as many respondents as it was initially expected. 

Sample size: The sample size involved were only (50) fifty respondents from East 

and West Ulanga, this to some extent may not reflect a true representation of the real 

situation but still it serve the purpose. 

 

1.10 Delimitations of the Study 

Due to time and financial constraints, the study concentrated on selecting a sample 

among the villages committees and District departments committees as well as. 

capitalizing on the consolidated secondary data by Ulanga district council and CAG 

reports. 
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CHAPTER TWO 

 

LITERATURE REVIEW 

 

2.1 Overview of the Chapter 

This chapter attempts to review areas and various literature related to strong internal 

audit in LGAs and their values in relation to sound public financial management. 

There has been a concern for the public sector to deliver public services and achieve 

its policy objectives, it is critical that public finances are managed well despite the 

critics of decentralization point out that local governments are often administratively 

weak and that poor local financial management can negate the potential benefit from 

decentralization. In responses, this study was seeking to answer a basic question “At 

what extent does the effectiveness of internal control systems particularly of internal 

audit functioning is important in assuring that local government finances are 

managed properly in a Less Developing Country (LDCs), so that they can be used for 

their intended purpose?” 

 

This chapter covers among other things, the profile of Ulanga District Council, the 

definitions of the key concepts, internal audit and background to internal audit in 

LGAs of Tanzania. The role of internal audit, why effective internal control systems 

particularly the internal audit function is imperative as well as theoretical and 

empirical studies related to effective internal auditing. 

 

2.2 Ulanga District Council Profile 

Ulanga District Council was established under section 5(1) of Local Government Act 

No.7 of 1982 and certification of establishment no 39 issued by clerk of the National 

Assembly on 30/ 12/ 1983. 

 

Vision of the Council 

Ulanga District Council aspires to be a centre of excellence in delivering quality 

services for attaining better living standard and sustainable development to its entire 

people. 
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Mission of the Council 

Ulanga District council resolves to improve social and economic services to its 

people by carefully, effectively and efficiently exploiting the available resources, 

adhering to principles of good governance by involving all stakeholders. 

 

Geographical Location 

Ulanga District council is among the seven Districts of Morogoro Region. The 

district Headquarters is at Mahenge, which is located 312km southwest of the 

Regional capital, Morogoro. 

 

Boundaries 

The District borders three Districts, to the North Kilombero District, to the South 

Liwale district and to the South-West Songea district. 

 

Land Area 

The District has a total area of 24,560square kilometers. In terms of size, it ranks first 

in the region and sixth in the country. However, 75% of the total area is designated 

as game reserve and game controlled area. 

 

Administrative Area 

Administratively, the district is divided into seven (7) divisions(Vigoi, Mwaya, 

Ruaha, Lupiro, Mtimbira, Ngoheranga and Malinyi). There are 31 wards, 91 villages 

and 374 hamlets for administrative purpose. There are 42 councilors ( 26 males and 

16 females). The district is divided into two constituencies, namely Ulanga East and 

Ulanga West. 

 

Population 

According to National census of the year 2002, the District had a population of 

193,280 people (Males 95371 and Females 97909). The district population growth 

rate is 2.4% per annum. Therefore, by the end of year 2011the population was 

234150 people ( 115401 Males and 118749 Females). 
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The main business activities of Ulanga District Council are 

(i.) To maintain and facilitate the up keeping of peace, order and good 

governance within its area of jurisdiction. 

(ii.) To provide the social welfare and economic well-being of all persons within 

its area of jurisdiction. 

(iii.) Development of social and economic well-being within its area of 

jurisdiction. 

 

Source of funds of Ulanga District council 

(i.) Own sources (Taxes, fees, predeceases and sales of property). 

(ii.) Government grants. 

(iii.) Donors funds. 

 

Management 

The Ulanga district council operates under the directives of the Full council and the 

day to day activities are administered by the executive Director who is the 

Accounting officer of the council. The council is divided into different departments 

supervised by Head of Departments who reports to the District Executive Director. 

 

2.3 The concept of Internal Auditing 

In terms of internal audit(IA) theory, Al-Twaijry et al. (2003, p.507) maintains that 

there are two main benefits in having an internal audit department (IAD).The first 

arises from the conventional audit of financial systems and controls. This has a 

primary focus on the prevention and detection of irregularities, whether they arise 

from mistakes or fraud, and the safeguarding of the assets of an organisation (Al-

Twaijry et al., 2003, p.507). The second is “operational” (also known as 

“performance”) audit, which concerns the economy, the efficiency and the 

effectiveness of various aspects of the organisation. Its scope can be wide ranging, 

but its chief purpose is to enhance the overall economy, efficiency and effectiveness 

of the organisation by adding value to its operational performance (Al-Twaijry et al., 

2003, p.507).The critical importance and relevance of IA to business, as well as the 

raison d‟être for the establishment of the IIA in the USA, can best be gauged from 
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the following comments made by one of the IIA‟s charter members: “Necessity 

created internal auditing and is making it an integral part of modern business. No 

large business can escape it. If they haven‟t got it now, they will have to have it 

sooner or later, and, if events keep developing as they do at present, they will have to 

have it sooner” (Arthur E. Hald, 1994, cited in Flesher, 1996, p.1, 3). 

  

Arens et al. (2005) define auditing as the accumulation and evaluation of evidence 

about information to determine and report on the degree of correspondence between 

the information and established criteria. 

 

The American Accounting Association(AAA)guidelines(1973)defines auditing as a 

systematic process of objectively obtaining and evaluating evidence regarding 

assertions about economic actions and events to ascertain the degree of 

correspondence between these assertions and established criteria, and communicating 

the results to interested parties.  Thus varied definitions for auditing are provided by 

different authors and professional bodies/association. 

 

Fundamentally, these definitions imply that the primary role of external auditors is to 

provide an independent opinion on the state of affairs of an entity. While this was the 

budding idea of audit, numerous changes could be witnessed as businesses 

progressed. Presently, the auditors provide a galaxy of services, such as consultancy, 

tax, legal compliance, due diligence, forensic auditing and development of internal 

control system for companies accompanied by internal audit services, which are 

considered the ultimate money vending machines. The last decade, thence, witnessed 

a chain of corporate collapses, each one creating a history by itself, which triggered 

trepidations over the role of auditors, the effectiveness and the purpose of internal 

control systems in the organisation. The regulatory bodies are working their way to 

ensure that the companies are not only having tighter internal control system but they 

are also adequately disclosed as a part of governance compliance. As a result most 

listed companies have their own internal audit department as well as internal 

auditors. 
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The Professional Practices Framework in the Institute of Internal Auditors (IIA) 

Research Foundation (2004) defines „Internal Auditing as „an independent, objective 

assurance and consulting activity designed to add value and improve an 

organization's operations. It helps an organisation accomplish its objectives by 

bringing a systematic, disciplined approach to evaluate and improve the effectiveness 

of risk management, control, and governance processes‟. 

 

 Sarens and DeBeelde (2006) view internal audit as a function that is needed by 

senior management to „compensate for the loss of control the management 

experiences as the result of increasing complexity in an organisation‟. 

 

Under International Standards for Auditing (ISA) 610 in the International Auditing 

and Assurance Standards Board (IAASB) Handbook (2007) internal audit means „an 

appraisal activity established within an entity as a service to the entity. Its functions 

include, amongst other things, monitoring internal control‟. From the above 

definitions, in a nutshell, it can be concluded that internal audit emphasizes on 

management control, effectiveness of operations and governance resulting in value 

additions for companies. 

 

The Internal audit definitions provided by the professional bodies appears to be 

stronger in three key areas. The definition primarily focuses on the position of the 

internal audit function as value addition to the organisations instead of being a mere 

administrative function or legal compliance that keeps organisations going (Flesher 

& Zanzing, 2000). Secondly, it links internal auditing to governance process, risk 

management and organisations control. This is important as it embraces the 

expanding role of internal audit, which in recent years has evolved from a narrow 

focus on control to include risk management and corporate governance (Nagy & 

Cenker, 2002). Thirdly, internal audit function takes into account organisational 

trends and concentrates on a consultative approach within which an organisation 

operates, dealing with efficiency and effectiveness rather than accuracy of recording, 

(Karapetrovic & Will born, 2000). 
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In China, academicians argue that the development of internal audit can be traced 

back to the Zhou Dynasty (1066-221 B.C.). During this period, there were special 

officers in the government to control the duties of external auditing and internal 

auditing (Chun, 1997). As of date, the internal audit function has grown in its 

importance, partly because it helps the management to compensate for the loss of 

control as a result of increase in organization complexity (Sarens & DeBeelde, 

2006), but most importantly it helps management to detect and manage risks which is 

a crucial part of corporate governance process. 

 

Chun (1997) argued that internal auditing is an integrated part of the process of 

accountability aiming to ensure and promote effectiveness in performance, with 

assumed accountability in the management of the organisation. This in turn is likely 

to bring an orderly and controlled approach to assess the usefulness and effectiveness 

of the plan and implementation of the system of internal controls and risk 

management process. 

 

Effectiveness, on the other hand, is determined by setting the standards against which 

Performances are compared to and secondly by ensuring that the performance and 

the standards are directed towards the achievement of entities objectives. 

 

Gregory and Ramnaravan‟s (1983) define effectiveness as „the ability of an 

organization to account successfully for its output and operations to its various 

internal and external constituencies‟. 

 

Ditternhofer (2001) on the other hand, views effectiveness as an achievement of 

goals and objectives using the factor measures provided for determining such 

achievement‟. Gregory and Ramnaravan (1983) definition includes external 

environment effectiveness on issues such as corporate social responsibility. For one 

to discern whether or not an internal audit is effective, he must recognize the primary 

objectives of internal auditing, be able to define the goal to be achieved, be able to 

put in place the procedures in relation to attaining specified goals and lastly be able 

to assess, as the whole, the internal auditing processes. Audit system effectiveness is 
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a composite matter involving the capability of the auditor to carry out an audit free of 

errors, readiness to function when needed and identify suitable set of objectives. If 

any one of the three elements is missing, the effectiveness of the system will be 

adversely affected (Karapetrovic and Willborn, 2000). 

 

Internal audit is defined as an appraisal or monitoring activity established within an 

entity as a service to the entity. It functions by among other things, examining, 

evaluating and reporting to the management and directors on the adequacy and 

effectiveness of the components of the accounting and internal control systems 

(ACCA). In the view of Adeniji (2004) internal audit is part of the internal control 

system put in place by management of an organisation. It is an aid to management; it 

ensures that, the financial operations are correctly carried out according to the law 

and also in accordance with the wishes of the board or council. Internal audit is a 

branch of management, which enables compliance with established financial 

instructions on expenditures. 

 

The institute of internal auditors, USA, defines internal audit as an independent 

appraisal activity within an organisation for the review of accounting, financial and 

other operations as a service to management. Internal audit is generally a feature of 

large companies. It is a function which is provided either by employees of the entity 

or sources from outside the entity. 

 

The Institute of Internal auditors (IIA) defines internal audit as follows; “Internal 

Audit is an Independent, objectives assurance and consulting activity designed to add 

value and improve an organizations operations. It helps an organisation accomplish 

its objectives by bringing a systematic, disciplined approach to evaluate and improve 

the effectiveness of risk management, control and governance processes.” 

The above definition leads us towards the following elements: 

(i.) Internal audit is an Independent activity 

(ii.) It provides assurance and consulting services 

(iii.) It helps the organisation to achieve its objectives 
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(iv.) It enhances the effectiveness of processes related to internal control and risk 

management. 

(v.) It is a systematic and disciplined approach 

 

2.4 The Concept of Financial Control 

Buhari (2001:174) defined financial control as “the process of ensuring that cash and 

other financial resources of government are in accordance with the legislation, 

regulation and accounting manual which constitute legal and administrative 

framework of a particular entity”. 

 

Anfayo (1994:60), defined financial control as “a process of assuring that cash is 

used properly and for authorised programmed, i.e. involves observation and 

measurement by comparing actual performance against the planned and correcting 

variances. 

 

Adams (2004:151) and (Mainoma, 2007:3) defined financial control as “the steps 

taken to ensure maximum safe custody of financial resources in order to avoid waste, 

misuse, embezzlement, misappropriation or illegal disposal of public finance”. 

Government enforces financial control through the use of such instruments like civil 

service rule, financial instrument, financial memorandum, treasury accounting 

manual, financial regulation, etc. When these documents are issued, it is expected of 

all arms of public service to comply and be guided by them (Akpata, 2001). Anfayo 

(1994:61), said “financial control is an essential element that requires due 

consideration in the public sector, because no organisation can function effectively 

without a sound and effective financial control in their operational activities”. 

 

In view of the above, we can understand that financial control is very important in 

organisation operation because it concerned with the steps taken to ensure maximum 

safe custody of financial resources. 
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Financial discipline is the judicious allocation and utilisation of scarce resources to 

ensure that benefits accrue from any activity undertaken. It focuses on ensuring that 

funds are only expended on activities (projects) from which benefits accrue. The 

essence of financial discipline is to ensure accountability and prudent utilisation of 

scarce financial resources. Without a disciplined financial set-up, businesses are 

bound to fail. Financial discipline entails the following; Prudence in spending, 

ensuring proper expenditure control, blocking all leakages and eliminating all sorts 

of malpractice associated with funds management, ensuring value of money, 

accountability strict adherence to budget, Review of budget and financial allocation 

from time to time (John- son,1996), (Damagun,2003) and (Sani,  2009). 

 

(Adams, 2004), (Buhari, 2001) and (Sani, 2009) agreed that financial control at local 

government level are of two ways; Internal and External control. Internal financial 

control include; issuance of financial authorities e.g. warrant, appointment of 

committee for different service, centralisation of all payments to and out of the 

council, preparation of estimate of income and expenditure for the year and 

establishment of authority limit. While the External financial control include; 

parliamentary control, State/ Federal Government control, control by general public 

and external auditor control. Local Government services are finance through 

internally generated revenues, share from the Federation Account, borrowing, leasing 

etc (Adams, 2004). 

 

From the above concept of financial control, it is clear that financial control is all 

about proper utilization of financial resources in accordance with legislation, 

accounting manual and even organisational policies in order to avoid waste, misuse, 

embezzlement and misappropriation of financial resources. 

 

2.5 The concept of Internal Control System 

Oshisami (1993:50) defines internal control system as “the managerial functions of 

defining and allocating responsibilities and identifying line of reporting that 

encompass all aspects of operations for the attainment of corporate objectives of an 

organisation”.  
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The objective of internal control system can be deduced from the definition of 

internal control system. However, the public sector internal control standard (1998) 

and Okwoli (2004) identify the following objective of internal control system; to 

ensure that correct procedures are established, maintained and followed so that the 

financial and management data disclose through timely report, to safeguard the 

organisation‟s asset against obsolescence and deterioration, to improve the 

organisation‟s efficiency in line with stated objectives, to ensure that everybody in 

the organisation follows the relevant laws, regulations, policies and stated directives, 

to ensure the completeness, accuracy and reliability of all records. 

 

The operational Auditing Guideline on internal control as cited in Shehu (2004) and 

(Jenfa, 2002) identifies some classification of internal control system which include 

among others; organisational Control, segregation of duties, physical control, 

authorisation and approval Control, arithmetical and accounting controls, personnel 

controls, supervision control. 

 

This shows that every internal control system has necessarily the above component 

in order to ensure its effectiveness. 

 

2.6 Relationship between Internal Audit and Internal Control System 

The responsibility for ensuring that internal control is established in the organisation 

lies with the management. The internal audit is supposed to be the custodian of 

internal control by providing assurance to the management that the organisation has 

put in place adequate and effective internal control system, and must not hesitate to 

draw management‟s attention to lapses observed in the control. A good and viable 

internal control system increases operational efficiency, thereby making it more 

difficult for the preparation of fraud (Mayo, 1993). 

 

The International Auditing Guideline (IAG) 6, as cited in Dandago (2000:107) and 

(Daniel, 1999:33) defines internal control system as “the whole system of control, 

financial and otherwise, established by the management in order to carry on the 

business of the enterprise in an orderly and efficient manner, ensure adherence to 
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management policies, safeguard the assets and secure as far as possible the 

completeness and accuracy of the records”. This definition reveals that the internal 

control is established in order to enhance prudent management of resources and 

transparency in the accounting process. 

 

Also effective internal control requires; appropriate accounting procedure and 

system, division of duties i.e. separation of responsibilities, especially those of 

authorisation, regular verification of supervision of each person‟s work by their 

superior officers. 

 

Oshisami (1993:50) defines internal control system as “the managerial functions of 

defining and allocating responsibilities and identifying line of reporting that 

encompasses all aspects of operations for the attainment of corporate objectives of an 

organisation”. 

 

The System of Auditing Procedure (SAP) 33 of the American Institute of Certified 

Accountants, as cited in Daniel (1999:43) defines internal control system as the plan 

of organisation and all of the coordinate methods and measures adopted within a 

business to safeguard its assets, check the accuracy and reliability of its accounting 

data, promote operational efficiency, and encourage adherence to prescribed 

managerial policies.  

 

The adherence to prescribed managerial policies in order to promote operational 

efficiency. 

 

The above definition of internal control brings out, in clear terms that the internal 

control extends beyond financial and accounting matters, on the custody of the 

organisation‟s assets. In its broad sense, it includes all the controls operated by an 

organisation to facilitate its activities and improve its efficiency and productivity. 
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 It also includes all administrative controls designed to effect, supervise and check 

management policies and strategies within an organisation such as organisation and 

method, work study, production control, marketing, selling and distribution, financial 

and accounting control. 

 

The main objective of internal auditing is to provide assurance to the management 

that the internal control System in the organisation is sound in design and effective in 

operation. It also helps to achieve value for money (Momoh, 2005). 

 

Okwoli (2004) also shares the view that the present requirement of internal audit is 

not the detection and prevention of fraud and errors, but reviewing the system of 

internal control. This is because in public organisations, internal audit is meant to 

carry out an independent appraisal of the effectiveness of internal controls and other 

financial controls operating in such ministry. 

 

Normanton, as cited in Daniel (1999), emphasizes the importance of internal audit by 

saying that “without audit, no accountability; without accountability, no control; 

without audit, no efficiency; without efficiency, no development. The growth of any 

economy depends to a large extent on the system of control adopted by the 

government and the success and sustenance of the internal control lies on internal 

auditing.   The above observation underscores the importance of internal audit in 

every government organisation. 

 

2.7 The concept of Financial Management 

Finance is one of the important and integral part of business concerns, hence, it plays 

a major role in every part of the business activities. It is used in all the area of the 

activities under the different names. Finance can be classified into two major parts: 

 Private Finance, which includes the Individual, Firms, Business or Corporate 

Financial activities to meet the requirements. 
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Public Finance which concerns with revenue and disbursement of Government such 

as Central Government, State Government and Semi-Government Financial matters. 

According to Khan and Jain, “Finance is the art and science of managing money”. 

According to Oxford dictionary, the word „finance‟ connotes „management of 

money‟. Webster‟s Ninth New Collegiate Dictionary defines finance as “the Science 

on study of the management of funds‟ and the management of fund as the system that 

includes the circulation of money, the granting of credit, the making of investments, 

and the provision of banking facilities. 

 

Financial management is an integral part of overall management. It is concerned with 

the duties of the financial managers in the business firm.  The term financial 

management has been defined by Solomon, “It is concerned with the efficient use of 

an important economic resource namely, capital funds”. 

 

The most popular and acceptable definition of financial management as given by 

S.C. Kuchal is that “Financial Management deals with procurement of funds and 

their effective utilization in the business”. 

 

Howard and Upton: Financial management “as an application of general managerial 

principles to the area of financial decision-making. 

 

Weston and Brigham: Financial management “is an area of financial decision-

making, harmonizing individual motives and enterprise goals”. 

 

Joshep and Massie: Financial management “is the operational activity of a business 

that is responsible for obtaining and effectively utilizing the funds necessary for 

efficient operations. 

 

Financial management comprises the forecasting, planning, organizing, directing, co-

ordinating and controlling of all activities relating to acquisition and application of 

the financial resources of an undertaking in keeping with its financial objectives (The 

institute of Chartered Accountants of India). 
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Thus, Financial Management is mainly concerned with the effective funds 

management in the business. In simple words, Financial Management as practiced by 

business firms can be called as Corporation Finance or Business Finance. 

 

The funds of the local government councils are managed by the key officers of 

respective councils. Financial management has to do with efficient use of funds. It is 

a method of showing and ascertaining the financial position of government or 

business from time to time. 

 

Financial Management can be envisaged as consisting of a cycle of activities as 

shown in Figure 2.1 below. The aim of this cycle of activities is to ensure that 

resources are allocated and monitored in such a way that they have the greatest 

beneficial impact on overall service objectives. 

 

Figure 2.1:  The Financial Management Cycle in the Local Government 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

The Financial Management Cycle Source: adapted from Om o p a r i o l a , O., 

“Financial Management in the Local Government”, The Nigerian Journal of Local 

Government Studies, Vol. 1, No. 1, 1983.  
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 In order to perform finance functions efficiently, the financial managers of the local 

government have to: 

(i.) Set the financial objectives of the local government. 

(ii.) Prepare plans of action and select policies for achieving the objective. 

(iii.) Develop financial plans and incorporate these into the overall plans of the 

local government. 

(iv.) Check the achievement of the objectives and evaluate deviations from the 

plan. 

(v.) Establish causes for deviations. 

(vi.) Take corrective action and/or redesign policy or revise the objectives to start 

a new cycle as illustrated in figure 1 above. 

 

Importance of Financial Management 

Finance is the lifeblood of business organisation. It needs to meet the requirement of 

the business concern. Each and every business concern must maintain adequate 

amount of finance for their smooth running of the business concern and also maintain 

the business carefully to achieve the goal of the business concern. The business goal 

can be achieved only with the help of effective management of finance. The 

importance of finance cannot be neglected at any time and at any situation. Some of 

the importance of the financial management is as follows: 

(i.) Financial Planning 

Financial management helps to determine the financial requirement of the business 

concern and leads to take financial planning of the concern. Financial planning is an 

important part of the business concern, which helps to the promotion of an enterprise. 

 

(ii.) Acquisition of Funds 

Financial management involves the acquisition of required finance to the business 

concern. Acquiring needed funds play a major part of the financial management, 

which involves possible source of finance at minimum cost. 
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(iii.) Proper Use of Funds 

Proper use and allocation of funds leads to improve the operational efficiency of the 

business concern. When the finance manager uses the funds properly, they can 

reduce the cost of capital and increase the value of the firm. 

 

(iv.) Financial Decision 

Financial management helps to take sound financial decision in the business concern. 

Financial decision will affect the entire business operation of the concern. Because 

there is a direct relationship with various department functions such as marketing, 

production, Personnel etc. 

 

(v.) Improve Profitability 

Profitability of the concern purely depends on the effectiveness and proper utilization 

of funds by the business concern. Financial management helps to improve the 

profitability position of the concern with the help of strong financial control devices 

such as budgetary control, ratio analysis and cost volume profit analysis. 

 

(vi.) Increase the Value of the Firm 

Financial management is very important in the field of increasing the wealth of the 

investors and the business concern. Ultimate aim of any business concern will 

achieve the maximum profit and higher profitability leads to maximize the wealth of 

the investors as well as the nation. 

 

(vii.) Promoting Savings 

Savings are possible only when the business concern earns higher profitability and 

maximizing wealth. Effective financial management helps to promoting and 

mobilizing individual and corporate saving. 
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2.8 Background to Internal Audit in Tanzania LGAs. 

 

2.8.1 Brief background of Local Government Authorities in Tanzania. 

Local government has been defined by the United Nations documentary on public 

administration as political sub – division of a nation or state that is constituted by law 

and has substantial control of local activities, which include; the power to impose 

taxes or to enact prescribed purpose (Ajayi, 2000). 

 

From these definitions, local government is a government at the local level, 

established by law to perform specific functions within defined areas or jurisdiction.  

According to Ojofeitimi (2000), the word “local” connotes that councils are meant 

for small communities and the word “government” means that they have certain 

attributes of government. Thus, local government can therefore be defined as “… a 

political sub-division of a nation (or in a federal system, a state) which is constituted 

by law and has substantial control of local affairs including the power to impose 

taxes or to demand labour for prescribed purposes. The governing body of such an 

entity is elected or otherwise locally selected. Thus, an essential feature of local 

government is autonomy. 

 

The essential features of local autonomy are summarized below. There are three 

separate standards to local autonomy – the amount of responsibility devolved the size 

and elasticity of resources assigned, and the degree of discretion conferred. The basic 

characteristics of local government include: 

(i.) It is a tier of government which is subordinate to central or regional 

government. 

(ii.) It involves both the administrative and political processes of governmental 

power. 

(iii.) Its area of authority is delimited by the statute establishing it. 

(iv.) It has constitutional or statutorily mandated power to perform certain 

legislative, administrative and judicial functions. 

(v.) Its council is made up of elected representatives who are responsible to the 

electorate in the discharge of the functions assigned to them.  
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(vi.) Within the limit of its power it has legal autonomy to make policies, to 

prepare its own budget, to hire its own staff and to execute its own policies. 

(vii.) It has a corporate personality. 

 

From the references made to local government institutions in the above paragraph, it 

is clear that local governments are usually established to achieve three broad 

objectives. The first objective has to do with the involvement of local citizens in the 

management of local affairs. The second objective deals with the promotion of both 

efficient and speedy delivery of basic needs of local citizens. The third objective is to 

provide a framework within which local resources, both human and material are 

effectively mobilized. Therefore, local government is the second tier of government 

in Tanzania that is nearest to the people at the grassroots. 

 

2.9 Local government structure and local government finances in Tanzania 

Tanzania Mainland is  divided into 161LGAs of which 132 old ones. The other 29 

are new contiguous local government authorities, with an average population of 

approximately 300,000 residents. Local councils are  directly elected and are 

responsible for the delivery of key public services within their jurisdiction. The local 

council is the authoritative decision-making body at the local level. Although the 

local Executive Director in each council is appointed by the Prime Minister‟s Office-

Regional Administration and Local Government (PMO-RALG), the Director is a 

local council employee and reports to the council in overseeing and implementing 

the delivery of local government services. 

 

The functions, duties, and responsibilities of local government councils in Tanzania 

are defined in the Local (Urban and District) Government Acts of 1982. While the 

legal framework distinguishes between urban (city, municipal, or town) councils and 

rural (district) councils, all local government authorities are responsible for providing 

the same set of government services, including primary education, basic health 

services, agriculture extension and livestock development, local road maintenance, 

and local water supply. An average local council employs approximately 1,800 staff 



28 

(including teachers, health care workers, and administrative personnel and so on) and 

has a budget of 9.2 billion Tanzanian shillings (approximately U.S. $ 7.5 million). 

 

Consistent with the functions assigned to the local government level in the legislative 

framework, public expenditures in Tanzania are significantly decentralised with 

almost 20 percent of public spending taking place at the local government level. 

While local governments are authorised to collect a number of local revenue sources 

(including property rates), local own-source revenues only constitute a small and 

declining share of local government finances (around 5-10 percent). The main source 

of funding for local government authorities in Tanzania is the intergovernmental 

fiscal transfer system. Most recurrent local spending (including salaries and non-

wage “other charges”) is funded by a set of (formula-based) sectoral block grants and 

a General Purpose Grant which are transferred directly from the Treasury into the 

local governments‟ accounts on a monthly basis. In addition, local governments also 

receive a number of earmarked recurrent subventions from line ministries. On the 

development side of the budget, funding for local capital development is provided 

through the Local Government Capital Development Grant (LGCDG) system, as 

well as through a number of sectoral development funds. 

 

2.10 Internal Audit 

The local government finances Act. No.9 of 1982 requires the accounts of every 

District and Urban Council to be audited internally by an internal auditor employed 

by the authority concerned. Internal audit is part of the internal control system 

established by the council management. 

 

By definition, internal audit is an independent appraisal function within LGA, for the 

review of activities as a service to all levels of management. It is a control that 

measures, evaluates and reports upon the effectiveness of internal controls, financial 

and others, as a contribution to the efficient use of resources within LGA. Regulation 

33 of the Public Finance Regulations of 2001 further defines internal audit, as an 

independent appraisal activity established within a Ministry, department or Agency 

or another reporting unit which operates as a service to the Head of the unit involved, 
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of which it controls activity functions by examining and evaluating   the adequacy 

and effectiveness of internal controls in the unit reviewed and for conducting 

operational/value for money audits throughout the unit in order to ensure that proper 

systems of internal control and accounting systems exist throughout the unit.” 

 

2.11 Internal Control 

Management has the responsibility of establishing internal control so that its 

activities are conducted in an efficient and well-ordered manner. 

Internal control comprises of the whole system of controls and methods, both 

financial and otherwise, which are established by management to: 

(i.) Safeguard its assets 

(ii.) Ensure reliability to records 

(iii.) Promote operational efficiency, and 

(iv.) Monitor adherence to policies and directives 

 

2.12 Responsibility of Internal Audit 

It is the responsibility of internal audit to review, appraise and report upon: 

(i.) The soundness, adequacy and application of internal controls within the local 

government authority. 

(ii.) The extent to which the LGAs assets and interests are accounted for and 

safeguarded from losses of all kinds arising there from fraud and other 

offences such as Waste, extravagance and  inefficient administration, poor 

value for money or other causes, and  

(iii.) The suitability and reliability of financial and other management data 

developed within the LGA. 

 

2.13 Internal Audit Mission and Methodology 

The internal audit mission involves the carrying out of an independent appraisal 

activity within the LGA for the review of accounting, financial and other operations 

as a basis for service to management. It is a managerial control tool which functions 

by measuring and evaluating the effectiveness of other of other controls. 
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In short, the internal audit approach and methods include ascertaining, assessing and 

testing control systems, considering the possible effects of any shortcomings or 

deviations discovered, and reporting the results of audit to management. This 

involves the use of internal controls, questionnaires, flow charts, audit programmed, 

sample testing and other audit techniques. 

 

2.14 Legal Basis of Audit 

Local Government Act of 1982. In accordance with section 45 (1) of Local Authority 

finance Act No.9 of 1982 each urban and district LGA shall employ its own internal 

auditor who shall audit its accounts. 

 

2.15 The Public Finance Regulations of 2001 

Part V of the Public Finance Regulations deals with the topic of Audit Committees 

and Internal Audit. 

 

2.16 The Constitution of the United Republic of Tanzania of 1977 

 Article 143 of the constitution of the United Republic of Tanzania of 1977 

establishes the office of the Controller and Auditor General whose responsibilities 

are clearly stated as:-  

(i.) To ensure that the use of any moneys proposed to be paid out of the 

Consolidated Fund has been authorised.  

(ii.) To ensure that all the moneys the payment of which has been authorised to be 

charged on the Consolidated Fund, or the moneys the use of which has been 

authorized by a law enacted by Parliament and which has been spent, have 

been applied to the purpose connected with the use of such moneys and that 

such expenditure has been incurred in accordance with the authorisation for 

such expenditure.  

(iii.) At least once every year to audit and give an audit report in respect of the 

accounts of the Government of the URT, the accounts managed by all officers 

of the United Republic of Tanzania and the accounts of all courts of the 

United Republic of Tanzania and the accounts managed by the Clerk of the 

National Assembly.  
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The words, “accounts of government” and “all Officers of the government of the 

United Republic of Tanzania includes all the Local Government Authorities in the 

Country. Therefore the external audit function in the Local Government Authorities 

is a legal requirement enshrined in the constitution of the country.  

 

2.17 The Role of Internal Audit (IIA SA) 2010. 

What do internal auditors do? 

The internal auditor is often described as the organisation critical friend the 

independent advisor who can challenge current practice, champion best practice and 

be a catalyst for improvement, with the objective of ensuring that the organisation as 

a whole can achieve its strategic objectives. Internal auditors are responsible for the 

following: 

(i.) Evaluating controls and advising managers at all levels. 

Assessing the tone and risk management culture of the organisation as well as 

evaluating and reporting on the effectiveness and efficiency of the implementation of 

management policies. 

 

(ii.) Evaluating risk. 

Internal auditors identify key activities and relevant risk factors and assess their 

significance. Changing trends and business/economic conditions impact the way the 

internal auditor assesses risk. The techniques of internal auditing have changed from 

a reactive and control based form to a more proactive and risk based approach.  

This enables the internal auditor to anticipate possible future concerns and 

opportunities as well as identifying current issues. 

 

(iii.) Analyzing operations and confirming information. 

Internal auditor works closely with line managers to review operations then reports 

their findings. The internal auditor must be well versed in the strategic objectives of 

the organisation, so that they have a clear understanding of how the operations of any 

given part of the organisation fit into the bigger picture. 
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(iv.) Reviewing compliance. 

Compliance review ensures that the organisation is adhering to rules, regulations, 

laws, codes of practice, guidelines and principles as they apply individually and 

collectively to all parts of their organisation. 

 

2.18 Difference between Internal Auditors (Ias) and External Auditors (EAs) 

Mandate 

Although internal audit does have a degree of focus on the financial aspects of the 

organisation. It is essentially not a financial discipline unlike its counterpart External 

audit. Its multidimensional nature mandates a much broader scope in the organisation 

than that of External Audit. External audit has a statutory obligation to share holders 

and the public on the accuracy of the annual report and the financial statements while 

internal audit has a duty to senior management and the board via the audit committee 

on the state of governance, risk management and control within the organisation. 

 

Area of focus 

External Audit focus on finance and accounting while Internal Audit focus on the 

whole organisation, all departments, functions and operations. 

 

Independence 

External Auditors are independent external assurance providers to the organisation 

and have a statutory obligation internal auditors are part of the organisation but 

independent of management, they provide internal audit assurance and report to the 

audit committee. 

 

Risk and control 

External auditors identify risks and assess controls over financial reporting and place 

reliance on controls to the extent practicable. Emphasis is on gaining sufficient audit 

evidence to conclude that the financial statements present a true and fair view. 

Internal auditor provides an independent view on the organisation‟s governance, risk 

management and control processes. They review the adequacy of control design to 

ensure that risks are effectively managed, and then test operation of key controls to 
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ensure they are operating as intended and therefore are effective in managing the 

organisation‟s risk 

 

Driving results 

External auditors make recommendations to improve the financial control 

environment. Internal auditors make recommendations to improve the overall 

internal control environment and to improve the operation performance of the 

organisation as a whole. 

 

2.19 Benefits of Internal Audit 

The benefits that may be derived in establishing internal audit are numerous. Tijjani 

(2003), observes that the setting up of an efficient and effective internal audit 

department involves huge cost in form of salaries for personnel, stationery, travel 

allowances and other departmental overhead cost. But if analyzed critically, the 

benefits of an internal audit unit to an organisation, be it private or public, outweighs 

the cost of its maintenance. Some of the benefits that may accrue to organisations 

with good internal audit departments include among others; improved efficiency 

shall accrue from investigations and reports of the internal audit department, the 

existence of internal audit creates control, which acts as a deterrent to inefficiency, 

waste and fraud, the internal audit department services as a „pool‟ from which high 

caliber staff can be seconded to other units within the organisation to fill 

management positions, the work of the external auditors is made easier, training and 

experience acquired by internal auditors on the job combined to provide a secure 

foundation for career advancement.  From the above contribution it can be seen that 

the benefit of internal audit outweighs the cost of maintenance, if utilized properly. 

 

2.20 Internal Audit and Management 

According to Thompson (2003: 17), internal auditing should not be restricted to 

financial transaction only. He believes that internal auditors can equally assist 

management by ensuring that adequate financial and management controls have been 

implemented and are operating effectively or by identifying the weaknesses in such 

system and making recommendations toward their improvement that include among 
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the others; with internal audit, errors are more likely to be discovered in their early 

stages. Existence of assets is verified so as to protect the assets of the organisation, 

errors in account can be corrected early once detected by the internal auditor, it acts 

as moral influence on the staff and promotes efficiency by compelling the officers to 

keep their books of account entered up to date, a detailed examination of the 

financial account submitted by contractors is facilitated, cash disbursement, such as 

for wages and salaries, may be checked before they are cashed. 

 

2.21 Analysis of Theories (Models) 

Number of theories exist which had been tested repeatedly by different scholars in 

association with accounting, management and auditing. However, three of these 

theories are considered important in accounting, auditing and management. These 

theories are contingency theory, stakeholder theory and agency theory. 

 

According to contingency theory, an organisation must identify specific aspects of an 

accounting system that is associated with certain defined circumstances and 

demonstrate an appropriate matching (Otley, 1980).  

 

Stakeholder theory, however, suggests that the corporate responsibilities and duties 

are not only restricted to shareholders but also extended to stakeholders like 

employees, creditors, prospective investors and shareholders, governmental and 

professional bodies, environmentalists, customers and suppliers (Culpan & Trussel, 

2005). It is argued that each stakeholder has a right to be treated as an end, and not 

solely as means to an end (Shankman, 1999).  

 

These two theories seem to discuss the operating circumstances from where the firm 

operates (contingency) and the primary relationship between external stakeholders 

and the organisation as the whole. However, internal auditing seems to be more 

relevant in explaining the agency problems arising from within the organisation, 

although internal auditing indirectly explains the relationship between internal and 

external environment as the result of new definition of internal auditing by IIA in 

2000. 
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The issues of business ethics as a result of agency relationship has been discussed 

thoroughly by Culpan & Trussel (2005) who based their study on the famous Enron 

case. Internal auditing is the means which can be used by the public or private 

institutions or commercial banks to reduce the agency problem by monitoring the 

activities of the management for the benefit of all stakeholders. 

 

The Banking and Financial Institutions Act (2006) in Tanzania made it mandatory 

for all Commercial banks operating in Tanzania to have in place, among other 

internal control measures, an internal audit function. The Act requires each bank to 

have a written audit charter that enhances the standing and authority of the internal 

audit function within the bank. It further urges the internal auditors to ensure that 

risks are appropriately identified and managed through interaction with various 

governance groups. They are also required to ensure that significant financial, 

managerial and operating information is accurate, reliable and timely, in addition to 

compliance with policies, standards, procedures, and applicable laws and regulation. 

Their roles extend to check whether resources are acquired economically, used 

efficiently and that programs, plans and objectives are achieved and quality and 

continuous improvement are fostered in the banks‟ control process (BFIA, 2006). 

 

Local Government Act of 1982 

In accordance with Section 45(1) of Local Authority Finances Act No.9 of 1982 each 

urban and district LGAs shall employ its own Internal Auditor who shall audit its 

accounts. 

 

Local Authority Financial Memorandum-Revised Edition of June 2004. 

The LAFM states that „the responsible Accounting Officer (AO) of a LGA whose 

accounts are required to be audited under section 45 (1) of local Government Finance 

Act No.9 of 1982 shall establish and operate an effective internal control system and 

employ an internal Auditor  who shall have the right of access at all times to such 

documents of LGA relating to the accounts of the body, as appears to him/her to be 

necessary for the purpose of such audit and shall be entitled to require from any 
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officer of the LGA such information and explanation as he/she will think necessary 

for  that purpose‟. 

 

The Internal Auditor, under the control and direction of council director (CD), shall 

be responsible for carrying out a review of financial and related systems of the 

council to ensure that the interests of the council are protected .Review precludes 

auditor from being involved in any line management functions such as checking of 

payment vouchers prior to payment. 

 

However an independent pre-audit section or unit under the Treasurer may be 

established.  The Internal Auditor will prepare Internal Audit work plans for the 

approval of the CD and in collaboration with the CD, have work plans, activity 

schedules and audit reports sent to the Finance committee and the National Audit 

Office. 

 

The unanswered question, nevertheless, remains whether the LGAs policy makers 

are dedicated ensuring effectiveness of their internal control systems, particularly the 

internal audit functioning as a tool for sound public financial management rather than 

having them as statutory obligation. 

 

2.22 Empirical Literature Review 

 

2.22.1 Review of Empirical Studies on Effective Internal Audit from Abroad 

Earlier researchers have documented on different attributes that are perceived to be 

relevant in measuring the effectiveness of internal audit function in different 

organisations and in different industries ranging from service to manufacturing, 

whether publicly owned or privately owned. Karapetrovic and Willborn (2000) 

modelled the audit systems effectiveness using three key concepts namely audit 

reliability, availability and suitability. According to this study, audit system 

effectiveness means the probability that the audit system will fulfill some set 

objectives within a given time frame when performing in specific conditions and 

scope. The audit system effectiveness is therefore the product of organisation‟s audit 
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system availability, reliability and suitability. The research study of Otley (1980) has 

not considered explicitly the importance of organisational effectiveness in effective 

control systems design. Other studies (Xiangdong, 1997; Spraakman, 1997; 

Dittenhofer, 2001) focused on measuring internal audit effectiveness as the system‟s 

ability to plan, undertake and finally present findings in an objective way to the 

intended users. These studies convey that planning for internal audit, ensuring 

effective conduct of these audits and finally presenting the findings objectively and 

on timely basis will achieve internal audit effectiveness. Mihret and Yismaw (2007) 

discuss internal audit effectiveness as the extent to which internal audit office is able 

to meet its pre-set objectives. 

 

Another study deliberated that internal auditor‟s job is not done until defects are 

corrected and remain corrected (Sawyer, 1995). In their study, Mihret and Yismaw 

(2007) presented a rather different perspective of evaluation of internal audit 

effectiveness from the previous studies by focusing on factors within the organisation 

which has an impact on the effectiveness of internal audit. According to their model, 

there are four key factors, the interaction of which will result into internal audit 

effectiveness. These are internal audit quality, management support, organisational 

settings and attributes of the clients. On the other hand, Gansberghe (2005) argues 

that perception and ownership, organisation and governance framework, legislation, 

improved professionalism, conceptual framework and resources are the key factors 

responsible for an effective internal audit system in the public sector. Arena and 

Azzone (2009) view internal auditing as a value adding function to an organisation as 

this function now incorporates a new link to internal control i.e. risk management. 

According to this study, internal auditors have embraced value addition approach by 

transforming their functions and extending their involvement areas to risk 

management, control and governance processes. Internal audit effectiveness is seen 

as a function of three key variables namely the characteristics of the internal audit 

team, the audit processes and activities, and the organisational links. Internal audit 

effectiveness will result into the effectiveness of each audited and the company at 

large (Ditternhofer, 2001). 
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Further, where the internal audit quality is ensured, there will be appropriateness in 

procedures and Operations of the audited, resulting into auditors‟ effectiveness and 

the company as the whole (Ditternhofer, 2001). Also, where the internal audit is 

effective, it has an advantage over external audit as it helps to accumulate quickly, 

the information needed in solving a particular problem and facilitate solving the 

problems at an early stage (Xiangdong, 1997). 

 

2.22.2. Review of empirical studies on effective internal audit in Tanzania 

Due to a shortage of studies on effective internal audit functioning in Tanzania this 

study will take a focus and concentration on discussion and conclusion made by 

Jayalakshmy Ramachandran.Ramaiyer Subramanian and Ireneo John Kisoka on their 

study on the , Effectiveness of Internal Audit in Tanzanian Commercial Banks. 

Based on their literature review and model the following three hypotheses were 

formed, Competencies of members in the internal audit team, Internal audit activities 

and the level of interaction between internal auditors and audit committees. 

 

The results reveal a positive relationship between internal audit resources and 

competencies and internal audit effectiveness in Tanzania commercial banks. This 

implies that increase in the level of internal audit resources and competencies will 

also result in an increase in the level of internal audit effectiveness in these banks, 

while the decrease in the former will also result into a decrease in the latter 

significantly, the findings of this research are similar to the study conducted by 

Arena & Azzone, 2009. The study results also suggest that an increase in the level of 

internal auditors‟ resources, such as human capital i.e. proportion of the number 

internal auditors to the total number of employees, will bring better internal audit 

effectiveness in Tanzanian commercial bank. Earlier studies (Al-Twaijry, 2004 and 

Felix et al, 2001) established the relevance of the competencies of internal auditors 

for different purposes. Their studies purported that the statutory auditors have to 

decide on the extent to which they can rely on the information provided by internal 

auditors prior to planning their audit procedures. 
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Therefore, internal auditor‟s competencies play an important part in enhancing the 

quality of external auditors report. The findings of this study are thus consistent with 

the findings of earlier studies re-emphasizing the importance of internal audit 

resource and competencies in ensuring effectiveness of internal audit function. It was 

also observed that there is no significant relationship between internal audit activities 

and internal audit effectiveness in commercial banks in Tanzania. This signifies that 

the internal audit activities i.e. the level of involvement of internal auditors in risks 

management activities are not perceived to be very important. It could be construed 

that the internal auditing activity in Tanzanian commercial banks is still based on the 

traditional approach, which is primarily concerned with compliance with regulations 

and monitoring, rather than using value added approach, which incorporates risk 

management and corporate governance (Bou-Raad, 2000). The results can also be 

used to highlight that internal auditors in Tanzanian commercial banks are 

undertaking internal audit just because it is a statutory requirement (under BFIA, 

2006) rather than providing quality service. Finally, it was observed that there is a 

significant relationship between level of interaction by the internal auditors with 

audit committee and internal audit effectiveness in commercial banks in Tanzania. 

This indicates that higher interaction between the internal auditors and members of 

the audit committee does contribute to internal audit effectiveness in Tanzanian 

Commercial Banks. Arena & Azzone, (2009) and Cooper et al. (1996) had concluded 

that the effectiveness of internal auditing depended on the number of times the chief 

internal auditors met with the audit committee members as well as the extent of 

involvement of audit committee in the internal auditors‟ activities. The findings of 

this study are, thus, consistent with that of the earlier studies. Overall, out of the three 

hypotheses developed, two were supported and one was rejected implying that IA 

resources and competencies and IA level of interactions with audit committees, were 

the major influence on the internal audit effectiveness in commercial banks of 

Tanzania. This signifies that the banks in Tanzania must focus on improving human 

resources and their competencies to improve internal audit effectiveness. As far as 

the commercial banks in Tanzania are concerned this finding highlights the 

importance of investing in human capital purely for internal audit and risk 

Management activities. This can be justified only if investing in human capital is 



40 

recognized as value additions. However, the results of this study indicate that internal 

audit activities are viewed only as compliance of legal regulations which could result 

in few resources allocated for recruitment of qualified staff for internal audit 

function. Past studies like that of Siddiqui and Podder, 2002 has emphasized the 

importance of commercial banks in the development of any financial system of 

economy. Development of internal audit and viewing them as value added function 

will enhance the governance system contributing to the growth and development of 

the economy (IIA code, 2000: 2004; Nagy & Cenker, 2002 and Gendron & Bedard 

2010). A strong system of internal control ensures proper management of risks which 

are less likely to result into banks failures or collapse of the economy (Richard et al. 

2008; Chijoriga, 1997; PriceWaterHouseCoopers survey report, 2011). This study 

has re -emphasized the past research and has justified the need for value added 

services in Tanzanian commercial Banks. 

 

2.23 Research Gap 

Most of the research studies discussed above either from abroad or Tanzania has 

focused their attention on the effectiveness of internal control systems of an 

organisation particularly internal audit functioning and most of them on Banking and 

Financial Institutions either publicly or privately owned and this justified on the need 

and importance of ensuring an effective internal control system in other organisations 

particularly of LGAs as an intended purpose of this study. Furthermore, despite the 

good contributions by those studies the unanswered question is on how  an effective 

internal control system particularly internal audit functioning can succeed to become 

a tool for sound public financial management especially on LGAs where public 

spending taking place is almost 20 percent of the public expenditure decentralized in 

Tanzania and LGAs are authorized to collect a number of local revenue 

sources(including property rates),local own sources revenue around 5 to 10 percent. 

Among developing countries Tanzania is considered having good historical 

experience on the management and co-ordination of LGAs functioning since 1982 

but still there are an increasing financial crimes and irregularities such as 

embezzlement, frauds, ghost payments, sub-standard reports on projects, 

misallocation of funds and  a number of challenges on LGAs financial management 
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according to 2010/ 2011 CAG report despite the presence of internal audit(IA) 

services and hence giving this study the gaps intended to be fulfilled since most of 

the government spending fund has been diverted or lost in LGAs from the intended 

purpose. 

 

2.24 Conceptual Framework Model 

In this study, the Arena and Azzone (2009) model for measuring internal audit 

effectiveness in Ulanga district council will be adopted for a couple of reasons. 

Firstly, as compared to other models discussed above this model is more suitable as it 

is most current and it extends the traditional approach of internal auditing to include 

risk management activities. Secondly it recognizes the fact that sometimes 

individuals may have personal interests which are different from organisation goals 

and this causes conflicts of interests among the concerned parties. Finally, the model 

also recognizes agency problems arising from agency relationships in the 

organisation. 

 

Using Arena and Azzone (2009) model, three independent variables such as internal 

audit teams professional and technical competencies, Internal auditors‟ ability to 

exercise due professional care and level of  internal auditors professional 

independency will be identified as having an impact on the effective internal audit 

functioning which is the dependent variable and intermediating variables are 

incompetent personnel, lack of independence, powerlessness and lack of financial 

expertise among audit committees members. 
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Figure 2.2: Conceptual Framework Model of Effective Internal Audit 

Functioning Contribution in Improving Public Finance Management. 

 

 

 

Auditing activities.                    Intervening variables. 

 

  

 

 

 

 

 

 

 

 

 

 

Source: Modified from Arena and Azzone, G.(2009). Identifying organization 

Drivers of internal Audit Effectiveness. International journal of Auditing, vol.13, pp. 

43-60. 

 

The Figure 2.1 indicates that an involvement of internal auditing in financial 

management activities may not be effective if intervening variables are not well 

managed (Arrena&Azzone, 2009).For effective internal audit functioning to be in 

place, there must be in place some inputs to work out those intervening variables. 
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If these are allowed, they will be furnished with analysis, appraisal, 

recommendations, counsel and information concerning the activities reviewed.  All 

mentioned and discussed above need to have internal audit varnished with enough or 

appropriate number of well-educated staff. 

 

2.25 Study Hypotheses 

Based on the literature review and conception model the following three hypotheses 

were formed: 

H1:  Competencies of the internal audit team has a positive relationship to internal 

audit effective functioning. 

H2:  Internal audit due professional care has a positive relationship with internal 

audit effective functioning. 

H3:  Professional independence of internal auditors has positive relationship with 

Internal audit effective functioning. 
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CHAPTER THREE 

 

RESEARCH METHODOLOGY 

 

3.1 Introduction 

Research methodology is a way to systematically solve the research problem. It 

involves a number of steps, methods and techniques that are relevant to the problem. 

This chapter describes how the study was conducted, data collection and analysis. It 

describes the research design, the area of study, the research approaches, the research 

sampling, the population of the study, sample size, data collection methods, the data 

collection instruments and analytical tools for data analysis. 

 

3.2 Research Design 

A research design is the arrangement of conditions for collection and analysis of data 

in a manner that aims to combine relevance to the research purpose with economy in 

procedure. It constitutes the blue print for collection, measurement and analysis of 

data (C. R. Kothari, 2004). 

 

A research design is a logical and systematic plan prepared for directing a research 

study. It specifies the objectives for directing a research study. It specifies the 

objectives of the study, the methodology and the techniques, to be adopted for 

achieving the objectives (Krishna Swami, 1993). Given the descriptive nature of this 

study, the research design adopted for the study was the case study design.  A case 

study is an in-depth comprehensive study of a person, a social group, an episode, a 

situation, a programmed, a community, an institution or any other social unit 

(Krishna Swami, 1993). 

 

It is also defined as a research strategy that involves the empirical investigations of a 

particular contemporary phenomenon within its real life context using multiple 

sources of evidence (Robson, 2002). A case study seeks to describe a unit in detail, 

in context and holistically where a great deal can be learnt from a few examples of 

the phenomenon under study (Kombo and Tromp, 2006). Therefore, the case study 
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was appropriate for descriptive purposes and determination of relationships between 

variables. 

 

3.3 Research Variables of the Study 

A variable can be defined as an individual element or attribute upon which data have 

been collected (Ghauri and Grouhang, 2005). 

There are three relationships that exist between variables, which are: 

(i.) A variable is independent that is, it causes changes to dependent variables 

(ii.) A variable is dependent that is it changes in response to changes in other 

variables. 

(iii.) A variable is extraneous that is, it might also cause changes to independent 

variables, thereby providing an alternative explanation to your independent 

variable or variables. 

 

The study was focusing on assessing the relationship between professional 

competencies, due professional care and professional independence as independent 

variables and effective internal audit functioning in LGAs as a dependent variable. 

 

3.4 Area of the Study 

The study was conducted in Ulanga District Council, Morogoro region as one among 

161 LGAs available in Tanzania mainland of which 132 are old ones and 29 new 

ones. The study dealt with assessing effectiveness of internal auditing functioning 

(strong internal audits) in LGAs in relations with sound public finance management 

as well as strong internal audits benefits which are mostly rural-based pro-poor 

public services. The district has managed to get unqualified opinion for almost seven 

years while accomplishing the project of building 30 houses of low cost for the staffs 

using its own revenue sources and hence become a case of project management 

learning by other rural district council in Tanzania. Moreover in terms of size it ranks 

first in the region and sixth in the country. Furthermore, this is a place where as a 

researcher I have an experience and it was convenient and easy in terms of accessing 

and collecting data hence less cost benefit. 
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3.5 Research Approach 

This is about how research work has been conducted to get the findings and 

conclusions. The study used both quantitative and qualitative approaches to analyze 

the data with regard to effective internal audits and their facilitations to ensure a well 

disciplined supervision and utilization of scarce financial and other resources on 

meeting public benefits of quality services delivery and mobilization of wealth as a 

constitutional responsibility of a LGAs in order to achieve research objectives and 

respond to the research question on effectiveness of internal audit functioning as a 

tool for improving public finance management in LGAs in Tanzania. 

 

3.6 Research Sampling Plan 

Population of the Study 

Population refers to the full set of cases from which a sample is taken (Saunders, 

2007). Also it refers to the total of items about which information is desired (C.R. 

Kothari 2004). The population of the study  comprised the Auditing department staff 

who were dedicated to Internal audit operations, Audit Committee, economic and 

finance committee,   Wards representatives, heads of department, Wards executive 

officers, Villages executive officers, Villages finance committee and CAG offices as 

an external auditor of LGAs in Tanzania and also according to Local Government 

Finances Act. No.9 of 1982 sections 45 and 48. 

 

Sample Size 

A sample is a subset of a particular population (Krishna swami, 1993). The study 

sample size  comprised 5 Audit staff members, 5 Audit Committee members, 2 

economic and finance committee, 5 Villages finance committee members, 6 Wards 

executive officers, 3 procurement officers, 5 Villages executive officers, 6 

department representatives,5 School accountants and 3 officers from CAG office. 

 

3.7 Sampling Techniques/Methods 

Sampling techniques/methods are approaches that assist in reducing the amount of 

data one needs to collect by considering only data from a subgroup rather that all 

possible cases or elements (Saunders, 2007). The study used a simple random 
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sampling and judgment sampling on selecting some of the study respondents due to 

their long serving experience and active participation in different council committees 

and service in different capacities and administrative positions in the district councils 

for over 15 years. 

 

3.8 Types of Data 

The source of data may be classified into (a) Primary sources and (b) Secondary 

source 

 

Primary Data 

Primary data are obtained by using un-structured interviews (in depth interview) and 

questionnaire. In depth interview is informal whereby there is no predetermined list 

of questions to work through (Saunders, 2000). The interviewer is given the 

opportunity to talk freely about events, behavior and beliefs in relation to the topic 

area (Saunders, 2000). In this study, all internal audit staff and all other stakeholders 

of LGAs were interviewed and gave their views about effective internal audit 

functioning and sound public finance management. 

 

Secondary Data 

This source of information was collected from published and non-published 

materials like annual reports, internal audit manuals; audit programmed, audit 

reports, procurement and suppliers reports, and the likes. 

 

3.9 Data Collection 

Data Collection Methods/Techniques 

In this study the main methods which were used in collecting data including 

Interviews, questionnaires and documentary sources 

 

Interview 

Interviewing is defined as a two-way systematic conversation between an 

investigator and informants initiated for obtaining information relevant to a specific 

study (Krishna Swami, 1993). It involves not only conversation but also learning 
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from the respondents‟ gestures, facial expression, pauses and his/her environment 

since the experience shows that people often prefer talking to writing as a reason of 

being free to express their ideas, suggestions and experience in a very wide manner 

and above all it was cost effective and saves both respondent‟s and researchers‟ 

resources in terms of stationeries and time expenses on collecting or return of 

questionnaires. This technique was used to interview respondents at different levels 

that included internal audit department staffs, heads of departments, different 

committee members, CAG staffs and ordinary citizens to get insight into effective 

internal audit operations, challenges and measures to address such challenges. 

 

Questionnaires 

Questionnaires are a formatted set of questions that are drawn up to meet the 

objectives of the study (Krishna Swami, 1993) two sets of questionnaires were 

administered to the selected respondents. The sets included questionnaires for audit 

department and those for non-internal audit department. 

 

Documentary Review 

This entails the researcher‟s use of written documents to get secondary data (Krishna 

Swami, 1993). Secondary data for the study were collected from different sources, 

including annual reports, booklets; published report and official performance reports, 

background information and literature review on the topic were reviewed from 

different documents and Websites where as internal audit reports and CAG reports 

were also reviewed. 

 

3.10 Data Analysis and Interpretation 

Both qualitative and quantitative data were collected and those data were 

summarized in a database template containing identified variables. Qualitative data 

were analyzed descriptively to give clear interpretation whereas the quantitative ones 

were analyzed using the statistical package for social science software (SPSS) 

currently renamed (PASW) predictive analysis software. 
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3.11 Data Validity and Reliability 

The degree of validity and reliability of data greatly depends on the approach and 

methods to be employed during data collection. To ensure validity and reliability of 

data, sufficient time was spent in the section of reliable people especially internal 

audit staff, head of departments, committee members and ward councilors who are 

normally involved in public finance management. The respondents were also given a 

strict background and purpose of the study for more transparency and provision of 

realistic data. The information collected from various primary sources was counter 

checked at other possible sources to ensure validity. The study also used to refer to 

documentary sources to enrich the study findings hence in this way the degree of 

validity and reliability of data was enhanced. 
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CHAPTER FOUR 

 

DATA ANALYSIS, DISCUSSION AND INTERPRETATION OF THE 

RESEARCH FINDINGS 

 

4.1 Introduction 

This chapter focuses on the analysis of data and the presentation of the research 

findings and discussions. It assesses the effectiveness of internal audit function as a 

tool for improving public financial management in LGAs. This analysis and 

discussion was based on the research questions. 

 

4.2 Demographic Description of the Respondents 

 

4.2.1 Category of Respondents 

Out of the 45 study respondents as per table, 17 are employees of the District 

council, 28 non- employees but they have been working closely with the council in 

financial and non- financial matters. The proportion of the two categories was higher 

compared to the non- employees of the council since they are end users of the 

internal audit functioning, especially the pro- poor public services projects which 

often their completion with qualities depends on effective functioning of internal 

auditing .This was done also for the sake of understanding of the best practices and 

principles involving community participation in ensuring the best utilization of 

scarce resources for the intended purposes. The category of respondents is presented 

in Table 4.1(a) below. 
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Table 4.1: Respondents Official Position 

  Frequency Percent Valid Percent Cumulative Percent 

Valid  2 4.3 4.3 4.3 

Head of Departments 6 12.8 12.8 17.0 

staffs 11 23.4 23.4 40.4 

committees members 23 48.9 48.9 89.4 

Others 5 10.6 10.6 100.0 

Total 47 100.0 100.0  

Source: Compiled Data from Respondents, 2013. 

 

4.2.2 Gender of the Respondents 

The studies found out that a total of 30 respondents equivalent to 88% of the sample 

size were male while 15, equivalent to 12% were female. The ratio of women visa-a-

vie their male counterparts as per figure 4.1 (a) may be attributed to lack of 

knowledge and understanding of the majority of women on their full participation in 

financial management. In addition, the ratio between male and female could also be 

attributed by the fact that there were few women who are willing to work on rural 

district council. Lastly it could also be attributed by negative attitude of most women 

who possess financial expertise towards life in rural areas of the district, and 

therefore refuse to serve there. Figure 4.1 (a) below. 
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Figure 4.1: Gender of the Respondents 

 

Source: Compiled Data from Respondents, 2013. 

 

4.2.3 Age Characteristics 

The age of respondents was categorized in four groups as per Figure 4.2(b) below to 

assess the group that had more respondents needed to participate on the need and 

expertise of financial management activities in rural district council. It was observed 

that,the majority of the finance, procurement and audit department workers with the 

age group of 41-50 and 51- 59 with a percentage of 30 and 5 respectively .The major 

reasons seem to suggest that the age groups are more active, stable and responsible 

for family life. This reveals that the youth groups that fall under the category of 19- 

29 years do not prefer or have not been involved on financial management especially 

in rural district council, neither in village finance committee nor in village social 

health committee. Hence, there should be more sensitization to attract more youth to 

be involved on public finance management since this is the group that is still very 

energetic to be utilized effectively on monitoring and evaluation of many projects, 

which are taking place in most of the rural areas and the whole country at large. 
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Figure 4.2: Age Characteristics 

 

Source: Compiled Data from Respondents, 2013. 

 

4.3 Are Internal Auditors Professionally Competent in Performing their 

Duties? 

When asked to confirm whether or not the internal audit department exists in Ulanga 

district council, all the respondents (100%) agreed that there is an internal audit 

department in LGAs. This shows that the LGAs comply with the requirements of the 

local government finance Act. No.9 of1982 that requires every District and urban 

council to be audited internally by an internal auditor. 

 

For an internal audit to be effective, general standards, set up by the public sector 

Accounting standard (1998) should be observed. These general standards relate to 

professional competence. Competence suggests that the audit staff assigned with the 

responsibilities to conduct the audit should collectively possess adequate professional 

proficiency necessary for the task. The study reveals that 78.7 percent of the 
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respondents agreed that the internal auditors possess professional proficiency 

required for the tasks while 14.9 percent did not. This implies that increase in level of 

internal auditors competencies will also result in an increase level of internal audit 

effectiveness. see Table 4.2(b) below. 

 

Table 4.2: Professional Competences by Internal Auditors 

  Frequency Percent Valid Percent Cumulative Percent 

Valid  3 6.4 6.4 6.4 

Yes 37 78.7 78.7 85.1 

No 7 14.9 14.9 100.0 

Total 47 100.0 100.0  

Source: Compiled Data from Respondents, 2013. 

 

4.4 Were Internal Auditors Able to Exercise Due Professional Care? 

The internal auditor should exercise due professional care in fulfilling his or her 

responsibilities. Examples of due professional care by internal auditor are the 

existence of adequate audit manuals, programmers‟ and working papers. 

The study reveals that 25 equivalent to53.2 percent of the respondents agreed that 

those internal auditors are able to exercise due professional care while 20, 

equivalents to 42.6 percent did not. See Table 4.3(c) 

 

Table.4.3: Due Professional Care by Internal Auditor 

  Frequency Percent Valid Percent Cumulative Percent 

Valid  2 4.3 4.3 4.3 

Yes 25 53.2 53.2 57.4 

No 20 42.6 42.6 100.0 

Total 47 100.0 100.0  

Source: Compiled Data from Respondents, 2013. 
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4.5 Did Internal Auditors Perform Continuous Internal Control System 

Review? 

It is the responsibility of the international audits to regularly survey, evaluate and 

monitor the international control of the system put in place by an organisation with 

the view to assessing the effectiveness of such a system and identify weaknesses in 

order to take necessary action. The international audit is required to have a good 

working environment with other departments. 

 

The study reveals that 15 equivalent to 31.9percent of the respondents believed that 

there is a continuous or regular evaluation of the internal control system while 29 

equivalent to 61.7 percent did not. This may lead people to be tempted to violate 

normal procedure and practice in the organisation. Proper dissemination of 

information is necessary for the smooth operation of any control system or the 

activities of any organisation. Therefore, continuous international control review will 

enable the concerned parties to take proactive measures to address the identified 

problem hence corrective actions are going to be taken. This can be achieved through 

advice, counsel; facilitation, process design and training which are intended to add 

value and improve organisation operations. See the Table 4.4 (d) below. 

 

Table 4.4: Continuous Internal Control System Review 

  Frequency Percent Valid Percent Cumulative Percent 

Valid   2 4.3 4.3 4.3 

Yes 15 31.9 31.9 36.2 

No 29 61.7 61.7 97.9 

Others 1 2.1 2.1 100.0 

Total 47 100.0 100.0  

Source: Compiled Data from Respondents, 2013. 
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4.6 What were the Internal Auditors’ Degrees of Professional 

Independence? 

The internal auditor must have full independence of work. There should not be any 

pressure, constraints, or restrictions placed upon his or her work. Independence 

facilitates internal auditor to render the impartial and unbiased opinion essential to 

the proper conduct of audits. 

 

For an auditor to be independent the standards place the responsibility on each 

auditor such as conclusions, opinions, judgments and recommendations of the 

auditor should be impartial. The study reveals that 25 equivalent to 53.2 percents of 

the respondents agreed that internal auditors are partial in expressing opinion and 

judgments (i.e. are not independent). While only 18 equivalent to 38.3 percents were 

with the view that internal auditors are not partial when it comes to conclusions, 

expression of opinions and judgments. 

 

This implies that the internal auditors at Local government level lack the required 

independence.  Therefore, in order for the internal auditor to provide both assurance 

service as well as consultation services, they needed to be independent with 

objectivity, competence as well as ethical behavior. See the Figure 4.3 (c) below. 
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Figure 4.3: Internal Auditors Degree of Professional Independence 

 

Source: Compiled Data from Respondents, 2013. 
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CHAPTER FIVE 

 

CONCLUSION AND RECOMMENDATIONS 

 

5.1 Introduction 

The overall objective of this study was to assess the effectiveness of internal audit 

function as a tool for improving public financial management of Local government 

authorities (LGAs) in Tanzania. 

The chapter presents conclusion and recommendations based on the study findings 

and discussions. 

 

5.2 Conclusion 

Based on the review conducted on related literature, analysis and interpretation of 

data the following were the major findings of this research work. 

Local governments‟ internal auditors lack proper independence in conducting their 

duties. This is because the independence to verify various records of the various 

departments and to ensure other control measures in place is very weak and this may 

be due to most of the rural district council audit committee are ineffective when it 

comes to the role of extending internal auditors independence. 

 

Internal auditors do not regularly evaluate or continuously perform the internal 

control system review of the Local government to the extent that it can prevent 

irregularities and frauds. They also lack compliance with general standards since the 

internal audit department are understaffed and they experience excessive work load 

and therefore in dealing with these problems it could be construed that the 

international auditing activities is still based on the traditional approach which is 

primarily concerned with compliance with regulations and monitoring rather than 

using value added approach which incorporates risks management and governance 

due to the change in operations and service delivery developments. It can be 

concluded from the findings of this study that effective internal audit functioning has 

a significant role as a tool for improving public financial management since the three 

hypothesis of the study has been accepted as having positive relationship with 
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effective functioning of the international audit on improving finance management. 

This signifies that LGAs must focus on improving human resources and their 

competencies to improve international audit effectiveness.  This study highlights the 

importance of investing in human capital purely for international audits and risk 

management activities .However the findings indicate that the international audit 

activities are viewed only as compliance of legal regulation which could result into 

fewer resources allocated for recruitment of qualified staff for international audits 

functioning. Past studies like that of Siddiqui and Podder, 2002 have emphasized the 

importance of development of any financial system or economy by relating 

development of international auditing , functioning and viewing them as value added 

function that will enhance the governance system contributing to the growth and 

development of the economy. 

 

5.3 Recommendations 

Based on the findings and conclusions of the study, the following recommendations 

have been made which will hopefully improve the roles of internal auditors with 

regard to financial control and public financial management. 

(i.) The internal auditors at all levels should be adequately independent of 

members of various departments within the organisation so that they can 

carry out their duties effectively. 

(ii.) There should be regular or continuous evaluation of internal controlling order 

to determine their effectiveness in operation and identify weakness so that 

corrective action can be taken.  

(iii.) The internal audit department at LGAs needs additional staffs that are 

qualified and competent in order to perform their functions effectively. 

(iv.) The government at all levels should make a provision that would allow the 

internal effectiveness on financial control and other controls. 

(v.) Internal auditors are advised to improve their communication skills so that the 

presentations they make are clear and understandable to the organization. It 

seems that some people still view internal auditors as investigators due to the 

wrong approach taken by the internal auditors.  
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(vi.) Internal auditors must spend time in explaining to organization members and 

village communities what the internal auditors are expected to achieve and 

how important the contribution from the LGAs is to that process. 

 

5.4 Recommendations for further Studies 

The purpose of the study was to review the effectiveness of internal audit functioning 

as tool for improving public financial management on LGAs in Tanzania a case 

study of Ulanga district council.  Therefore, the study recommends that future studies 

should concentrate on the following areas: 

(i.) Despite the existence of audit committee as advisory organ in LGAs in 

Tanzania, the degree of internal auditor‟s professional independence is being 

impaired. What are the root causes? 

 

(ii.) Despite the dedicated efforts by government authority to support and invest 

more resources‟ in LGAs internal audit department there is a persistent 

increase of financial crimes such as embezzlements, frauds, “ghost” workers, 

misappropriations of funds and the like. Why does this situation persist?   
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APPENDICES 

 

Appendix 1: MAP OF ULANGA DISTRICT 
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Appendix 2: QUESTIONNARE 

These questions are for academic purpose only. 

1. Internal audits to public organisations are conducted at any time when there is 

a need of doing so, but normally are conducted:  

(i.) Once per annum       (             ) 

(ii.) Twice per annum      (             ) 

(iii.) Quarterly       (             ) 

 

2. For people who conduct internal audits, is it necessary to be professionally 

competent? 

(i.) Yes        (             ) 

(ii.) No        (             ) 

(iii.) I don‟t know       (             ) 

 

3. Does internal audit comply with general standards? 

(i.) Yes        (             ) 

(ii.) No        (             ) 

(iii.) I don‟t know       (             ) 

 

4. Is the internal auditor independent? 

(i.) Yes        (             ) 

(ii.) No        (             ) 

(iii.) I don‟t know       (             ) 

 

5. Is the internal audit department well staffed? 

(i.) Yes        (             ) 

(ii.) No        (             ) 

(iii.) I don‟t know       (             ) 
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6. Does audit committee exist? 

(i.) Yes        (             ) 

(ii.) No        (             ) 

(iii.) I don‟t know       (             ) 

 

7. Do audit committee members have financial expertise to display their    

responsibilities? 

(i.) Yes        (             ) 

(ii.) No        (             ) 

(iii.) I don‟t know       (             ) 

 

8. Do audit committee members have power to oversee the organisation of 

management decisions? 

(i.) Yes        (             ) 

(ii.) No        (             ) 

(iii.) I don‟t know       (             ) 

 

9. How many times do internal auditors interact with the audit committee? 

(i.) Once per annum      (             ) 

(ii.) Once per quarter      (             ) 

(iii.) Twice per annum      (             ) 

(iv.) I don‟t know       (             ) 

 

10. Do audit committee members make follow-up on the implementation of audit 

recommendations to management? 

(i.) Yes        (             ) 

(ii.) No        (             ) 

(iii.) I don‟t know       (             ) 
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11. Does the organisation have special programes/seminars/training to empower 

audit committee to have knowledge on financial matters? 

(i.) Yes        (             ) 

(ii.) No        (             ) 

(iii.) I don‟t know       (             ) 

 

12. Does interaction between internal audit and audit committee have positive 

contributions on effective internal audit functioning? 

(i.) Yes        (             ) 

(ii.) No        (             ) 

(iii.) I don‟t know       (             ) 

 

13. Despite the existence of internal audit department in most LGAs still there is 

a steady increase of financial crimes such as fraud, embezzlements, 

irregularities, misallocation of funds and so forth. Do you think internal audit 

has chance to stop or minimize these crimes? 

(i.) Yes        (             ) 

(ii.) No        (             ) 

(iii.) I don‟t know       (             ) 

 

14. Do internal auditors working in one station for a long time impair 

professional independence? 

(i.) Yes        (             ) 

(ii.) No        (             ) 

(iii.) I don‟t know       (             ) 

 

15. Do internal auditors make a prepayment audit? 

(i.) Yes        (             ) 

(ii.) No        (             ) 

(iii.) I don‟t know       (             ) 
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16. Do LGAs make provision for flow of information? 

(i.) Yes        (             ) 

(ii.) No        (             ) 

(iii.) I don‟t know       (             ) 

 

17. Do LGAs have audit and risk committee charter? 

(i.) Yes        (             ) 

(ii.) No        (             ) 

(iii.) I don‟t know       (             ) 

 

18. Do you think the Government has done enough to ensure internal auditors 

exercise due professional care? Yes/ No/ I don‟t know. 

(i.) ________________________________________________________ 

(ii.) ________________________________________________________ 

(iii.) ________________________________________________________ 

 

19. Are there any laws that bind an internal auditor being liable for their 

irresponsible actions apart from the issue of unclean certificates? Yes/ No/ I 

don‟t know. 

(i.) ________________________________________________________ 

(ii.) ________________________________________________________ 

(iii.) ________________________________________________________ 

 

20. Are there any efforts/ actions LGAs have made so far to strengthen internal 

auditors professional independence? Yes/ No/ I don‟t know. 

(i.) ________________________________________________________ 

(ii.) ________________________________________________________ 

 

21. Middle and junior/ flow managers are often less cooperative to internal audit 

work? Yes / No / I don‟t know. 

(i.) ________________________________________________________ 

(ii.) ________________________________________________________ 
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22. Do internal auditors perform continuous internal control system review? Yes 

/ No / I don‟t know. 

(i.) ________________________________________________________ 

(ii.) ________________________________________________________ 

(iii.) ________________________________________________________ 

 

23. Does the organisation structure have any effect on the effectiveness of 

internal audit functioning? Yes/ No / I don‟t know. Give reasons. 

(i.) ________________________________________________________ 

(ii.) ________________________________________________________ 

(iii.) ________________________________________________________ 

 

24. Can you give suggestions on what the LGAs should do to strengthen internal 

control system hence the creation of effective internal audit functioning! 

(i.) ________________________________________________________ 

(ii.) ________________________________________________________ 

(iii.) ________________________________________________________ 

 

25. Are there any efforts made by LGAs to improve internal audit status so as to 

meeting international standards? 

(i.) ________________________________________________________ 

(ii.) ________________________________________________________ 

(iii.) ________________________________________________________ 

 

NAME:_______________________________ AGE:___________ SEX:__________ 

 

OFFICIAL POSITION:_________________________________________________ 

 

 

 

Thank You Very Much for Your Time and Co-Operation! 


