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ABSTRACT

There is growing recognition of the important role of internal auditing in business risk

management in organizations. This paper contains the results of a study conducted at

National bank of commerce in Dar es Salaam in 2013. Organizations are entangled with

myriad problems mitigating their effectiveness in conducting internal audit in Tanzania,

notable among them are, inadequate competent audit staff, However, Inadequate fund,

Lack of adequate material resources. This study therefore aimed to assess factors that

affect the effectiveness of   internal audit in business risk management in an

organization. The study used both primary and secondary sources of data gathered

through questionnaires and interviews. The study results reveal that there is a positive

relationship between internal audit resources and competencies and internal audit

effectiveness in managing risks in organization in Tanzania. It was also observed that

the perception of other employees about the office of the internal auditor was not

impressive. Due to their bad perception the auditing staff facing many challenges on

their work some of them are as follows; Hatred from other staffs hence no co-operation

with the auditor, Inadequate competent hands to audit the accounting books, Inadequate

fund, Lack of adequate material resources, Overlap owing to responsibilities,

Confronted from contractors/suppliers of services, Temptation to cover frauds, No time

they are always in the office or on the road. .More specifically, this means there is a

challenge on the organization management’s part to ensure internal audit effectiveness.

The study recommends that organization must improve internal auditor’s independence,

timely, adequate information access, and sufficient management support on education

and on job training to expose internal auditors to new developments which could help

in improving the effectiveness of internal auditing in their organization. Finally,

internal auditors are advised to improve their communication skills so that the

presentations they make are clear and understandable to their clients. Internal auditors

must spend time in explaining to their clients what the internal audit is expected to

achieve and how important contributions from the client are to that process
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CHAPTER ONE

PROBLEM SETTING

1.0 Introduction

In this chapter, the background to the problem and the background to the research

problem are given, showing a brief picture of the problem which are followed a

statement of the research problem, the objectives of the study are spelt out, research

questions are posed; the significance of the study captured, followed by the limitations

and organization of the study which ought to easy the work of the researcher.

1.1 Background of the Study

Building the organization or company is imperative for the existence and survival of

modern organizations. 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.

Companies are investing on their internal customers or employees thus taking

advantage of the human capital management. Sense of ownership is important,

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 an entity’s objectives, lastly the

required Internal auditing professionals to develop strategies that ensured superior

knowledge, skills and experience to settle within the workforce. Internal auditing

systems activities shall put skills enhancement and development assignments at its core

as well as empowerment and organization development.

1.2 Statement of the Problem

Over the years the demand for both external and internal auditing is sourced in the need

to have some means of independent verification to reduce record-keeping errors, asset

misappropriation and fraud within business and non-business organizations. The roots

of auditing, in general are intuitively described by accounting historian Richard Brown
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(1905, quoted in Mautz & Sharaf, 1961)

Accountant and the internal auditor use many of the same techniques that often leads to

a mistaken assumption that there is little difference in the work or in ultimate

objectives. The internal auditor, like any auditor, is concerned with the investigation of

the validity of representations, but in his case the representations with which he is

concerned cover a much wider range and have to do with many matters where the

relationship to the accounts is often somewhat remote. The process of succession

planning has always been taking place where employees with potential were identified

and being developed into second generation leaders. 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. et al,

1944)

In recent years, researchers and practitioners have widely discussed the need for

internal auditors of adding more value to their companies operations, and contributing

to the achievement of corporate objectives. This new perspective has focused

increasing attention on issues such as performance evaluation and effectiveness of

internal auditing for instance (Dittenhofer, 2001), (Bou-Raad, 2000)

The gap exist today is ability of organizations in identifying the factors that affect the

effectiveness of internal audit in business risk management and if there was any

relationship between those factors and internal auditing effectiveness performance. This

research intended to answer those questions. In this research, the researcher identified

the indicators of internal auditing performance. In order to understood those factors,

national bank of commerce in Dar es Salaam was selected as the case study

1.3 Objective of the Study

1.3.1 General Objective

The main objective of this study was to explore on the factors affecting the

effectiveness of internal audit in business risk management in an organization

1.3.2 Specific Objectives

Specifically the study was attempted:
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(i) Is to explore on the perception behind of internal auditing.

(ii) To determine risks that various organization face.

(iii) To examine the roles of the internal audit in managing risk in an organization.

1.4 Research Questions

1.4.1 General Research Question

What are the factors that affect the effectiveness of internal audit in business risk

management in an organization?

1.4.2 Specific Research Questions:

(i) What is the perception behind internal auditing in an organization?

(ii) What type of risks do Organizations in Dar es Salaam face?

(iii) What are the roles of internal audit in managing risk in an organization?

1.5 Significance of the Study

The study explored on the factors affecting the effectiveness of internal audit in

business risk management in organization., taking NBC as a case study. The study is

very important to the academicians and researchers who can use it as a springboard for

other researches/studies. The information can also be used in the information and

resource centers of higher institutions of learning like Mzumbe University and will

contribute significantly to current limited literature regarding the factors that affects the

effectiveness of internal audit in business risk management in organizations in Tanzania

therefore be an additional reference for the data banks in the auditing industry.

Furthermore, the information will be useful to policy makers especially the Ministry of

trade, who could utilize it to promote policies and bye laws that will enable more

organizations to perform internal auditing and benefit from it as much as possible.

1.7 Limitations

During the study, researcher faced a number of challenges including time. The time for

the study was not enough to carry out intensive and extensive study because some of

the information was not easily and quickly available. The fund provided for the study

which was personally funded was not enough to meet all expenses like transport, meal

allowance, paying researchers’ assistants, and stationery.
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When conducting research, the researcher encountered administrative challenges. Many

respondents especially those who were supposed to use questionnaires, could not fill

the questionnaire on time, and others misplaced them to the extent that the researcher

was required to redistribute other copies. Also, many respondents had a notion of

getting some money from the researcher especially when they knew that he was

conducting a research as a requirement for degree award. The introduction letter from

the university the researcher had did not convince them.

1.8 Delimitations

The limitations explained in 1.7 were addressed as follows: The researcher opted

initially to use public holidays and weekends to conduct the research. Since the option

was not seen as effective, the researcher decided to take annual leave (28 days) which

he effectively managed to solve the problem of time and was able to collect, analyze

and interpret the collected data on time.

The researcher borrowed a substantial amount of money from other sources. This

enabled him to have a wide coverage of study area as well as studying a relative good

sample size. He also took a time to inform respondents that there was no money and

that the study was for fulfillment of degree course. After long explanations, respondents

agreed to participate and collaborated effectively and efficiently in the study.

1.9 Organization of this Dissertation

This study consists of six chapters. Chapter one presents the introduction and

background to the problem, statement of the problem, the main and specific objectives

of the study and research questions. Other sections presented in this chapter are: scope,

significance, limitation, delimitation and organization of the study. Chapter two deals

with literature related to the study. It covers introduction, definition of terms,

theoretical review, empirical review and the conceptual framework. Chapter three

comprises research methodology in which research paradigm, research design, study

area, population, sample and sampling techniques, instrumentation, validity and

reliability of instruments, administration of instruments and data analysis plan were

spelt out. Chapter four presents data and their analysis. Chapter five deals with

discussion of the findings and lastly, chapter six covers the summary, conclusion,

recommendations and further areas of study.
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CHAPTER TWO

LITERATURE REVIEW

2.0 Introduction

This chapter reviews literatures in the areas related to the effectiveness of internal audit

in business risk management in an organization or company. Empirical literature as

well as theoretical framework underpinning the study was dealt with. The first part

dealt with definition of key terms used in this study. The second part was the theoretical

framework as well as policy review of literature in Tanzania and other parts of the

world. This was followed by empirical literature as well as policy Review.

A theoretical framework is the conceptual model of how theories make logical sense of

the relationship between the several variables that have been identified as important to

the problem (Sekaran, 2003). It can be viewed as both a foundation and a pillar of a

research project. A research without a conceptual framework cannot be focused since

the researcher does not know what data to collect (Adam and Kamuzora, 2008).

Therefore, theories aid a researcher in understanding the problem and guiding the

study.

2.1 Definition of Concepts

2.1.1 Auditing

(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 auditingas 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.
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2.1.2 Organization

Is a systematic arrangement of people to accomplish some specific purpose. Every

Organization is composed of three elements i.e. people, goals and system. Each

Organization has a distinct purpose. This purpose is expressed as goals generally. Each

organization is composed of people. Every Organization has a systematic structure that

defines the limit of each member. Some members are managers and some are

operatives. (Sims 2006).

2.1.3 Internal Auditing

Tanzania Audit Standard (TAS) No. 8 (2002), defines Internal Audit as an element of

internal control system set up by the management of an enterprise to examine, evaluate

and report on accounting and other controls on operations

(Millchamp, 2002), defines Internal Audit as an independent appraisal function

established by the management of an organization for the review of internal control

system as a service to the organization.  It objectively examines, evaluates and reports

on the adequacy of internal control as a contribution to the proper economic, efficient

and effective use of resources. (Sawyers 1996),  defines Internal Audit as a systematic

appraisal by internal auditor of the diverse operations and controls within and

organization to determine whether  financial operating information are accurate and

reliable, risk to the enterprise are identified and minimized, resources are efficiently

and economically used and if the organizations objectives are efficiently achieved.

2.1.4 Risk

Risk is the probability that an event will occur. In epidemiology, it is most often used

to express the probability that a particular outcome will occur following a particular

exposure.( Brian .A.et al, 2001)

2.1.5 Audit risk

According to Local government Authorities Internal Audit Manual (2005) Audit Risk Is

the risk that audit procedures will fail to detect an absence of inappropriately designed,

or ineffectively implemented internal control or management arrangement which could

result in an unacceptable level of risk to the LGA.
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2.1.6 Risk Management

The process of identification, analysis and either acceptance or mitigation of

uncertainty in investment decision making. Essentially, risk management occurs

anytime an investor or fund manager analyzes and attempts to quantify the potential for

losses in an investment and then takes the appropriate action (or inaction) given their

investment objectives and risk tolerance. Inadequate risk management can result in

severe consequences for companies as well as individuals. For example, the recession

that began in 2008 was largely caused by the loose credit risk management of financial

firms. (LGA Internal Audit Manual 2005)

2.1.7 Control

Defined as a procedure designed to ensure that transactions or other information

processed through system have done so in a complete, orderly, accurate and timely

manner and in accordance with the LGA rules and regulations. (LGA Internal Audit

Manual 2005)

2.1.8 Internal control

According to (Uiso, 2007), An internal control system is defined as policies and

procedures adopted by the directors and managers of an entity for the aim of achieving

the following objectives, Carry on the business in an orderly and effective manner,

Ensuring that management policies are followed, Safeguarding assets, Preventing and

detection of frauds, Ensuring that accounting records are accurate and complete and,

Financial statement prepared by entity is reliable and timely.

2.2 Theoretical Review

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 organizations instead of being a mere

administrative function or legal compliance that keeps organizations going (Flesher &

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

management and organizations 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,
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internal audit function takes into account organizational trends and concentrates on a

consultative approach within which an organization operates, dealing with efficiency

and effectiveness rather than accuracy of recording, (Karapetrovic & Willborn, 2000).

(Mill champ, 1986) define Internal Auditing as an independent appraisal activity

within an organization for the review of operations as a service to management; it is a

managerial control which functions by measuring and evaluating the effectiveness of

other controls. It carried on by independent personnel – That is to say not independent

of management who appoint and control them, but independent in that they report to

board of directors or to a special internal audit committee.

Managerial control within an enterprise other than the very smallest unit here will be a

system of internal control. The internal auditor is concerned with measuring and

evaluating the continuous effectiveness of the internal control system.

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

organization 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 organizational links. Internal audit effectiveness

will result into the effectiveness of each auditee and the company at large (Ditternhofer,

2001).

Further, where the internal audit quality is ensured, there will be appropriateness in

procedures and operations of the auditee, resulting into auditee’s 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).

In this study, the (Arena and Azzone 2009) model for measuring internal audit

effectiveness was adopted for a couple of reasons. Firstly, as compared to the other
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models discussed in this study, this model is more suitable as it is most current and it

also extends the traditional approach of internal auditing to include effective risk

management activities. Secondly it recognizes the fact that individuals may sometimes

have interests which are different from organization goals, and this causes conflicts of

interests among the concerned parties. Finally, the model also recognizes agency

problems arising from agency relationships in the organization.

(Bagshaw, 2002) argues that, Organizations face different types of risks such as

operational risk, organizational risk, business risk and financial risks the task for

internal audit is to assist the management by offering proactive advantage regarding

risks. Effective and properly resourced internal audit should have a key role in helping

organization to respond these challenges.  Internal audit plays a significant part in the

process of identification and reduction of risk, which contribute success and

achievement of the organization objectives.

(Attwood, 1986), defines Internal Audit is an element of the internal control system set

up by management of an enterprise to examine, evaluate and report on accounting and

other controls on operations.

(Howard 1974), defines internal audit as an independent appraisal activity within

organization for the review of operation as a service to management. It is management

that ensures that audit and investigation is maintained.

2.2.1 Background of internal auditing system

The origin of auditing goes back to times scarcely less remote than that of

accounting…Whenever the advance of civilization brought about the necessity of one

man being in trusted to some extent with the property of another, the advisability of

some kind of check upon the fidelity of the former would become apparent As far back

as 4000 B.C., historians believe, formal record-keeping systems were first instituted by

organized businesses and governments in the Near East to allay their concerns about

correctly accounting for receipts and disbursements and collecting taxes. Similar

developments occurred with respect to the Zhao dynasty in China (1122-256 B.C.)

(Ratliff & Reding 2002) As the internal auditing profession became more firmly

established, it responded quickly to new demands from significant regulatory and

legislative mandates, as well as high-profile (international reports) the passage of the
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Foreign Corrupt Practices Act (1977), particularly its emphasis on internal

controls(Ratliff & Reding 2002)

The business environment has experienced rapid and revolutionary change with far

reaching consequences for organizations worldwide. Management responses to fierce

global competition have included improved quality and risk management initiatives,

reengineered structures and processes, and greater accountability — all needing more

timely, reliable, and relevant information for decision-making. Organizations are also

scrambling to put in place more effective governance structures and processes. In such

a climate, it is no surprise that the internal audit function is viewed as the most qualified

group of professionals to help with such experimentation with improved governance as

well as support key governance processes: for monitoring the controls over, and for

evaluating the operational effectiveness of, these management strategies and initiatives

(Ratliff & Reding 2002,) capture the expanded responsibilities and skill-set of the 21st

century auditor as follows:

Auditors of the 21st century must be prepared to ‘audit’ virtually everything —

operations (including control systems), performance, information and information

systems, legal compliance, financial statements, fraud, environmental reporting and

performance, and quality. Auditors must master analytical and critical thinking skills.

An efficient method to gain an adequate understanding of any auditee —individual,

organization, or system. These skills are;

i. New concepts, principles, and techniques of internal control.

ii. An awareness and understanding of risk and opportunity related to both the

auditee and the auditors.

iii. Development of general and specific audit objectives for any audit project.

iv. Selection, collection (using a broad array of audit procedures), evaluation, and

documentation of audit evidence, including the use of statistical and non-

statistical induction.

v. Reporting audit results in a variety of formats to a variety of recipients.

vi. Audit follow-up.

vii. Professional ethics.

viii. Audit technology applicable across a variety of types of audit reports.
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The 21st century presents much promise and unprecedented growth opportunities for

the internal auditing profession. However, developments in practice must be carefully

studied by interested academics so that a body of knowledge is systematically built up

and transmitted to future generations of internal auditing professionals. The extant body

of knowledge should not only be critiqued and constantly refined to reflect the current

state of the art, but should also encourage and stimulate, through research, leading edge

thinking that so often produces innovations in practice. We believe that this research

will constitutes an excellent source to start the journey that will yield important insights

into internal auditing research, practice, and education. (Ratliff & Reding 2002)

2.2.2 Strength of internal auditing system

The dynamic nature of organization and best practices of corporate governance requires

that as an operational arm of the modern requirements of delivery mechanisms.

In this context, the Internal Audit Department of the organization needs to focus on to

adopt an integrated audit approach towards enhancement in its efficiency, its

productivity and its cost effectiveness. A paradigm shift from compliance-based audit

to risk based audit is in progress, whereby risk areas are identified and internal controls

are evaluated. Only relevant information is called for, and that which would now be

effectively managed and productively scrutinized. Improvements Specific steps taken

towards the in the areas of Internal Audit are mentioned below (Culpan & Trussel,

2005)

a) Maintaining cost effectiveness of onsite inspection

Being cost effective is a pre-requisite to success of any organization. Yet what has to be

evaluated is where to make a cut-off on the continuum of cost-benefit analysis. After a

detailed contemplation, the department has substantially reduced the on-site inspection

cost following a bi-pronged approach:

The size of the teams put together for inspection purposes has been considerably

reduced and brought to barest minimum possible level. Internal Audit units from other

offices are hired to compose a balanced team and are also trained to apply their efforts

in promoting the developmental role of audit through coaching and counseling. On

sensitive areas. Period of inspection has also been curtailed by increasing offsite

surveillance policy there by keeping major focus (Culpan & Trussel 2005)
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b) Special audits and studies

Special audits are used as a tool by the department towards operational efficiency

through value addition. A few examples of these efforts include post audit of

Pension/Gratuity payments and other retirement benefit cases at field offices, post audit

facilitation for Accounts Department with respect to a new coding system (as per chart

of Accounts) for Engineering, MSD procurement, Printing Press, departmental study

for Engineering Department in the area of physical remodeling, and facilitating

Administration Department in the preparation of Training Policy Paper and training

modules.( Culpan & Trussel 2005)

c) Strengthening off-site surveillance

In order to bring the accountability factor in internal audit reports, a mechanism was

proposed whereby significant irregularities reported by our organizations would be

analyzed in detail at the Off-site Inspection Division of the Internal Audit Department.

In case of any high risk area, where the employee concerned would have ignored the

internal controls, the Internal Audit Department would send the appraisal to the

concerned Director/Chief Manager for further necessary action as they may deem fit to

ensure non-recurrence of such critical irregularities. Moreover procedures are modified

and now special audit studies are conducted through IAUs in addition to the proposed

monthly plan given by the respective units. The underlying aim is to focus on areas

which are important from the standpoint of achievement of organizational objectives

and internal controls. (Culpan & Trussel 2005)

d) Auditors training and development

In order to equip the human resource at the Internal Audit Department with updated

knowledge, besides understanding of current practices and modern techniques in the

field of audit, the following measures were taken by internal audit department.Training

in certain advanced fields should give to familiarize the auditors with the modern

practices prevailing in the market and these include risk based audit management

course.

2.2.3 Weaknesses in an Internal Audit System
According to (Osmond v, 2009) an internal audit system is a common safeguard found

in business today. This safeguard is broken down into two parts: internal audits and
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internal controls. Internal audits are informal reviews by the business owner or

employees. They provide information on internal operations in employee performance.

Internal controls represent the specific policies the business owner, manager and

employees must follow in the business. Internal audit control systems have a few

weaknesses that business owners must address.

2.2.3.1 Broad Application

Internal audit control systems can be very broad in their application and this can create

a weaker internal audit control system. Business owners should attempt to develop a

system that focuses on specific business issues. Control systems that cover too many

business departments or functions may not produce the maximum benefit for

companies. Control systems should contain a few well-defined policies for each

department. This also allows operational managers and employees to help the business

owner maintain the focus on proper application of the control system policies. (Osmond

V, 2009)

2.2.3.2 Time Consuming

Creating internal safeguards is often a time consuming process. Business owners may

also face the disadvantage of learning about control systems while working in the

business. Internal audit systems can also be time consuming for owners and managers

to maintain. Time-consuming safeguards may cause managers and employees to find

ways of getting around the system. This weakness can create difficult management

situations for owners attempting to maintain proper business practices. Business owners

may also be unable to dedicate the time needed to review extensive internal audit

control systems. (Osmond V, 2009)

2.2.3.3 Lack of Knowledge

Business owners may be unaware of the best internal audit systems to implement in the

company. This lack of knowledge makes it difficult to create effective safeguards that

protect business and financial information. Business owners should carefully consider

how to create the best internal audit systems for their company. To avoid this weakness,

business owners may consult with a public accounting firm of management consultant.
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These individuals can provide inside the best control systems for certain types of

business operations. (Osmond V, 2009)

2.2.3.4 Difficult to Understand

Technical internal audit control systems can be difficult to understand. Business owners

must rely on managers and employees to complete business functions according to the

safeguards. The inability to educate other individuals on the importance of these

policies can create inefficient business operations. Business owners must also explain

their internal control audit systems to professional accounts. Professional accountants

usually conduct external audits on the company’s operations. An external audit usually

includes an in-depth analysis of the company’s internal audit control system. (Osmond

V, 2009)

2.2.4 Challenges faced by internal audit system
(Patrick D et-al 2011) states that internal audit efforts to help organizations improve

performance face a number of challenges, including:

2.2.4.1 Narrow Audit Skill Set and Focus

Finding auditors with the right skills and capacity to broaden the scope of internal audit

to address performance under the new internal audit model might be challenging. Over

the past decade, the demands of complying with government legislation have narrowed

the skill set and focus of many audit functions. The capacity of internal audit teams has

been further curtailed by aggressive cost reduction efforts stemming from the economic

slowdown of the past several years. As a result, many auditors are finding that their

operational and business process knowledge is stale or, worse yet, lost. Others are

finding that they lack the expertise to audit specialized business areas, particularly in

IT.

2.2.4.2 Vague Value Proposition

Return on investment is a common measure used to justify investing in new activities.

Quantifying the return on investment that management can expect from increasing

improvement audit activities can be problematic, though, because process

improvements often lead to a reallocation rather than a reduction in resources. For
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example, if the accounting group closes the books in three instead of four days, the

faster turnaround itself may not affect the overall head count and group expenses;

however, it might provide intangible value by enabling the group to take on projects or

tasks that otherwise may have gone unaddressed. (Patrick .D et-al, 2011).

2.2.4.3 Management Skepticism/Resistance

Because performance improvement might be a new area of focus for many auditors,

management and business process owners who are more accustomed to audit playing a

compliance or financial controls role initially might be skeptical about audit’s ability to

contribute real value in this area. (Patrick .D, et-al 2011)

2.2.4.4 Build Credibility

Internal audit must look for opportunities to share the breadth of its talent and

capabilities for performance improvements in small ways and develop a track record of

success that stakeholders can trust. In addition, reports that highlight the root cause of

an issue have the best chance of providing sufficient justification for change that

improves performance and adds organizational value. (Patrick D, et-al 2011)

2.2.4.5 Obtain Buy-In

Stakeholders want to see potential results before they agree to change. Internal audit

must prove the business case for allocating resources to improvement audits. In

addition, stakeholders’ commitment to change rises when they are part of the solution,

such as when audit and management work together to address deficiencies and

implement recommendations resulting from improvement audits. Such collaborative

work also fosters trust that can yield new opportunities to improve the business.

(Patrick D, et-al 2011).

2.2.5 Differences between audit in public and in private institution
Jane G, (2004) Conduct the study based on a survey of chief internal auditors in

organizations in Australia and New Zealand. Results suggest that there are differences

in status between internal audits in the two sectors, with public sector internal auditors

less likely to report to the chief financial officer. While a similar amount of work is

outsourced, public sector organizations are more likely than those in the private sector

to outsource to the external auditor. There is little difference between internal audit
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activities and interactions with external audit in the two sectors. However, private

sector internal audit is perceived to lead to a greater reduction in audit fees compared to

that in the public sector.

Auditing in public institution can be done by government auditors or independent

public accounting firms that hires. Government auditors focus primarily on compliance

with government regulations and award terms. Since governments fund a significant

portion of the institution activities, they want to make sure we use their money as they

intended. (Jane G, 2004)

Auditing done in private institution review the reviews annual financial statements to

ensure the information presented accurately portrays financial condition. Government

agencies, Board of Trustees, and bond rating agencies rely on the independent auditor's

opinion of the institutions financial statements. (Jane G, 2004)

2.2.6 Types of Audits

In preparing the Annual Internal Audit Plan, the Director shall determine the type of

audit to be performed for each auditee. The following is a summary of the various types

of audits which will generally be conducted in an organization:

(1) Departmental Audits

Departmental audits are designed to review and evaluate the activities and operations of

a particular organization function, activity, department, or unit under review.

Departmental audits will evaluate accounting controls, ensure compliance with

organization policies and procedures, applicable laws and regulations, and validate the

records and account balances of the auditee. Departmental audits may utilize a

complete battery of audit tests and procedures, including, but not limited to, functional

tests, transaction reviews, substantive tests, and analytical reviews. (Arens et al, 2005)

(2) Financial Audits

Financial audits are designed to validate the accuracy and completeness of records and

account balances. Financial audits may utilize substantive tests, analytical reviews, and

other validation procedures which may or may not include functional tests or

transaction reviews.
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Financial audits determine whether the financial information of the organization

function, activity, department, or unit under audit fairly represents the financial

position, results of operations, and cash flows or changes in financial position of the

auditee in accordance with Generally Accepted Accounting Principles. (Ward and

Robertson, 1980)

(3) Operational Audits

Operational audits are designed to evaluate procedures and controls which impact the

attainment of the organizational goals and objectives. Operational audits also measure

compliance with organization policies and procedures as well as applicable laws and

regulations. During operational audits, functional tests and transaction reviews may be

utilized. (Arens et al, 2005).

(4) Grant and Contract Audits

Grant and contract audits are designed to evaluate the contracting process, compliance

with the provisions of grants and contracts, and third-party contractual performance.

These audits may be performed with respect to any function, activity, department, or

unit of the organization and may include all types of contracts; e.g., federal and private

grants and contracts, construction contracts, and professional service contracts. (Arens

et al, 2005).

(5) Fraud and Financial Irregularity Audits

Fraud and financial irregularity audits are designed to verify the existence and

magnitude of suspected fraud and financial irregularities. Fraud and financial

irregularity audits may be conducted at the request of the Audit Committee of the

Board of Trustees, the President, or other senior members of organization management;

as a result of a tip from the organization’s hotline; or at the discretion of the Director.

The Director shall utilize the highest level of discretion when undertaking a fraud or

financial irregularity audit. The Director shall promptly notify the Audit Committee of

the Board of Trustees (including the Chair of the Audit Committee), the President, and

any other member of senior management which may be appropriate, of any significant

findings which result from a fraud or financial irregularity audit. (Arens et al, 2005)

(6) Follow-up Audits

Follow-up audits are designed to determine whether corrective action has been taken on

previous audit recommendations. These audits may be conducted at the direction of the

Audit Committee of the Board of Trustees six months after a Final Audit Report was
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issued and usually include only the deficiencies reported in the Final Audit Report. The

follow-up audit may include such functional or substantive tests that are necessary to

verify that logical and appropriate corrective. (Arens et al, 2005)

2.2.7 Internal Audit Procedures and Techniques

During the internal audit process, the Director of accounting may employ one or more

audit techniques. Such techniques include, but are not limited to:

1. Observation and Inquiry

The Director may observe the operation of any organization’s function, activity,

department, or unit. The Director may also make reasonable inquiries of any University

employee in attempting to carry out the internal audit process.

2. Analysis and Review

A principal means by which the Director administers the organization’s internal audit

function is through careful analysis and critical review of both financial and operating

data. In some cases this will be accomplished through the comparison of current

balances with those from prior periods. Another common technique which may be

utilized while performing analysis and review activities is the breakdown of individual

accounts into their most refined detail so that unusual or significant items are more

likely to be highlighted and thus selected for further review. Other techniques may be

used as necessary to accomplish an appropriate level of analytical review during the

internal audit process.

3. Inspection

At his discretion, the Director shall have the authority to inspect physical assets,

documents, and other evidence supporting relevant data of the auditee under review.

This process is usually accomplished by verification of transactions employing the

following basic audit techniques:

a. Vouching—this is the verification of entries by comparing them to the original

documents on which they are based. This technique helps ensure the accuracy,

genuineness, validity, or truth of the entries under review.

b. Recomputation—this is the process of recalculating selected calculations to

determine their accuracy. In applying this technique an auditee’s footings, adding
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machine tapes, and spreadsheets shall never be assumed to be correct. (Nagy &

Cenker, 2002)

c. Retracing of Bookkeeping Procedures—this includes tracing postings from original

books of entry to ledgers and vice-versa.

d. Physical Examination and Count—this technique may be used to substantiate the

reliability of the records under examination. In applying this technique, the Director

shall:

(i) Identify what is being examined;

(ii) Determine the existence of the items being examined;

(iii)Determine the condition of the items being examined; and

(iv)Verify the quantity of the items being examined. (Nagy & Cenker, 2002)

4. Control Activities

These are the policies and procedures which help ensure management directives are

carried out. Control activities help ensure that necessary actions are taken to address

risks which may impede the attainment of the organization’s goals and objectives.

Ultimately, control activities include a broad range of activities including, but not

limited to: approvals, authorizations, verifications, reconciliations, reviews of operating

performance, and segregation of duties.

a. Information and Communication—pertinent information must be identified,

captured, and communicated in a form and time frame that enables people to

effectively carry out their responsibilities. Information systems produce reports

containing operational, financial, and compliance-related information that makes it

possible to manage and control the organization’s operations. (Nagy & Cenker,

2002).

b. Monitoring—Internal control systems need to be monitored; this means that over

time organization management must assess the quality of the internal control

system’s performance. (Nagy & Cenker, 2002)

c. 2.2.8 Types of risks in an organization

(Siddiqui and Podder, 2002) states that, risk assessment can therefore be conducted

at various levels of the organization. The objectives and events under consideration

determine the scope of the risk assessment to be undertaken. Examples of

frequently performed risk assessments include:
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a. Strategic risk assessment-: Evaluation of risks relating to the organization’s mission

and strategic objectives, typically performed by senior management teams in

strategic planning meetings, with varying degrees of formality. (Siddiqui and

Podder, 2002)

b. Operational risk assessment.-: Evaluation of the risk of loss (including risks to

financial performance and condition) resulting from inadequate or failed internal

processes, people, and systems, or from external events. In certain industries,

regulators have imposed the requirement that companies regularly identify and

quantify their exposure to such risks. While responsibility for managing the risk lies

with the business, an independent function often acts in an advisory capacity to help

assess these risks. (Siddiqui and Podder, 2002)

c. Compliance risk assessment-: Evaluation of risk factors relative to the

organization’s compliance obligations, considering laws and regulations, policies

and procedures, ethics and business conduct standards, and contracts, as well as

strategic voluntary standards and best practices to which the organization has

committed. This type of assessment is typically performed by the compliance

function with input from business areas. (Siddiqui and Podder, 2002)

d. Internal audit risk assessment-: Evaluation of risks related to the value drivers of the

organization, covering strategic, financial, operational, and compliance objectives.

The assessment considers the impact of risks to shareholder value as a basis to

define the audit plan and monitor key risks. This top-down approach enables the

coverage of internal audit activities to be driven by issues that directly impact

shareholder and customer value, with clear and explicit linkage to strategic drivers

for the organization

e. Product risk assessment-: Evaluation of the risk factors associated with an

organization’s product, from design and development through manufacturing,

distribution, use, and disposal. This assessment aims to understand not only the

revenue or cost impact, but also the impact on the brand, interrelationships with

other products, dependency on third parties, and other relevant factors. This type of
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assessment is typically performed by product management groups. (Siddiqui and

Podder, 2002)

f. Security risk assessment-: Evaluation of potential breaches in an organization’s

infrastructure, applications, operations, and people, and is typically performed by an

organization’s information security function. (Siddiqui and Podder, 2002)

g. Information technology risk assessment-: Evaluation of potential for technology

system failures and the organization’s return on information technology

investments. This assessment would consider such factors as processing capacity,

access control, data protection, and cyber crime. This is typically performed by an

organization’s information technology risk and governance specialists. (Siddiqui

and Podder, 2002)

h. Project risk assessment-: Evaluation of the risk factors associated with the delivery

or implementation of a project, considering stakeholders, dependencies, timelines,

cost, and other key considerations. This is typically performed by project

management teams.

The examples described above are illustrative only. Every organization should consider

what types of risk assessments are relevant to its objectives. (Siddiqui and Podder,

2002)

The scope of risk assessment that management chooses to perform depends upon

priorities and objectives. It may be narrow and specific to a particular risk, as in some

of the examples above. It may be broad but high level: e.g., an enterprise-level risk

assessment or a top-down view that considers the broad strategic, operational,

reporting, and compliance objectives; captures a high-level view of related risks; and

can be used to drill down further into a specific area of concern, as necessary.

Assessments may also be broad and deep, as with an enterprise-wide risk assessment or

an integrated top-down and bottom-up view, considering the strategic, operational,

compliance, and reporting objectives of the organization. (Siddiqui and Podder, 2002)

2.2.9 Roles of Internal auditing system in improving performance

Patric, et-al (2011) argues that Organizations today are being called upon to do more

with less. Intense economic pressures demand that companies constantly reinvent the
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way business is done to meet the challenges of a rapidly changing marketplace and

regulatory environment. The internal audit function is not immune from these pressures

and must find innovative means to help their organizations succeed.

High performance is not an accident. It is the result of continuous, sustained efforts at

improvement. Auditors can contribute to this improvement process by integrating

performance improvement audits into the audit approach.

In the past, auditors have identified problems but might not have taken the extra step to

elevate performance and recommend ways to improve the underlying business

practices. The goal of improvement audits is not only to root out inefficient processes

and procedures but also to recommend ways to improve business practices in order to

help the organization achieve desired results. Even a quick assessment of performance

measures as part of a regularly scheduled compliance, financial, or risk-based audit can

yield great benefits to the company for relatively modest effort, while providing an

opportunity for the audit team to enhance its knowledge of the business. (Patric, et-al

2011)

Trends: Internal audit departments are actively shifting their resource mix to help their

organizations achieve improved performance. Crowe Horwath LLP and The Institute of

Internal Auditors (IIA) recently completed a survey (Crowe/IIA survey”) of IA

executives among IIA membership to help identify drivers of the change and where

departments are allocating their resources. The results of the survey show a gradual shift

in audit focus to more value-driven performance improvement activities. (Patric, et-al

2011)

Notably, internal audit has been dedicating more time to operations. About 52 percent

of audit executives in the survey said they spent more than a quarter of their time

working on operational audit issues in 2008. By 2011, that number had increased to 61

percent of the survey respondents. This shift in focus indicates a larger movement

toward operational efficiency and improvement efforts from the audit department.(

Patric D, et-al,2011).More than half of the audit executives surveyed said they are

focusing improvement audit efforts on evaluating IT and business operations, two areas

in which inefficiencies are common. Less than one in three of the respondents said they

are looking at the revenue cycle or third-party service providers. (Patric, et-al
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2011)Risk assessments and management requests were the primary drivers of the

resource. Thirty-two percent of the organizations surveyed increased their business

improvement hours. Number of theories exist which had been tested time and again 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 organization must identify specific aspects

of an accounting system which 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 organization as the whole. However, internal auditing seems to be more relevant in

explaining the agency problems arising from within the organization, 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. 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 commercial banks to reduce the agency

problem by monitoring the activities of the management for the benefit of all bank

stakeholders between internal and external environment as the result of new definition

of internal auditing by (IIA in 2000). 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 commercial banks to reduce the agency problem by monitoring the activities of

the management for the benefit of all bank stakeholders.

2.3 Empirical Literature Review
Earlier researchers have documented on different attributes that are perceived to be

relevant in measuring the effectiveness of internal audit function in different
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organizations and in different industries ranging from service to manufacturing,

whether publicly owned or privately owned.

(Karapetrovic and Willborn ,2000) modeled 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 organization’s

audit system availability, reliability and suitability.

The research study of (Otley, 1980) has not considered explicitly the importance of

organizational 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 organization 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, organizational settings and attributes of the clients. On the other

hand, (Gansberghe, 2005) argues that perception and ownership, organization and

governance framework, legislation, improved professionalism, conceptual framework

and resources are the key factors responsible for an effective

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
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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 organization. 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.

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 an entity’s objective. (Gregory and

Ramnaravan, 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 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).

2.4 How empirical Literature Reviews support the research objectives

Almost every research study begins with a review of the literature. The purpose of the

literature review section of a research article is to provide the reader with an overall
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framework for where this piece of work fits in the “big picture” of what is known about

a topic from previous research. Thus, the literature review serves to explain the topic of

the research and to build a rationale for the problem that is studied and the need for

additional research. (Boote and Beile, 2005) eloquently explain the purpose of a

literature review in planning primary research as the foundation of any research project,

the empirical literature review helped to accomplish several important research

objectives. It sets helped researcher on the broad context of the study, clearly

demarcates what is and what is not within the scope of the investigation, and justifies

those decisions. It also situates an existing literature in a broader scholarly and

historical context. It should not only report the claims made in the existing literature but

also examine critically the research methods used to better understand whether the

claims are warranted. Such an examination of the literature enabled the author to

distinguish what has been learned and accomplished in the area of study and what still

needs to be learned and accomplished. Moreover, this type of review allowed the author

not only to summarize the existing literature but also to synthesize it in a way that

permits a new perspective. Thus a empirical literature review is the basis of both

theoretical and methodological sophistication, thereby improving the quality and

usefulness of subsequent research. (Beile 2005 p.4)

Researchers used the empirical literature review to identify a rationale for the need for

the study. Some of the specific rationales for research that emerged from literature

review included the following: Lack of consistency in reported results across the

studies have chosen to review and undertake research to explore the basis of the

inconsistency. For example, (Berliner et al, 2008) noted inconsistencies in research on

high school dropouts; they suggested that the problem might be that researchers were

not differentiating between high school dropouts who reenrolled and those who did not.

Uncovered a flaw in previous research based on its design, data collection instruments,

sampling, or interpretation. For example, (Borman et al, 2007) reviewed research on

the Success for all literacy programs and found that no randomized control studies had

been conducted on its effectiveness. The quasi-experimental designs from past research

left the findings open to possible criticism based on uncontrolled extraneous variables.

Research may have been conducted on a different population than the one in which you

are interested, thus justifying your work with the different population. For example,
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(Schirmer and McGough, 2005) reviewed research literature on reading development

and reading instruction and found that there was a lack of research of this type on

students who are deaf. Therefore, they proposed a need for research on reading

instruction that will help students with that kind of disabilities.

Figure 2.1: Conceptual Framework

Using Arena and Azzone (2009) model, three independent factors i.e. resources and

competencies of internal audit teams, processes and activities of internal auditors and

the level of interaction between internal auditors and audit committees were identified

as having an impact on the internal audit effectiveness, which is the dependent variable

(Figure 1).
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Source: Arena & Azzone, G. (2009), ‘Identifying Organizational Drivers of Internal

Audit Effectiveness International Journal of Auditing, Vol. 13, pp. 43-60.

Based on the conceptual framework, a regression model was framed with three

independent Variables and one dependent variable

Where:

IAE = Internal audit effectiveness in organization in Tanzania;

IAC= Internal audit resources and competencies;

IAA= Internal audit activities i.e. involvement in risk management;

IAI=Internal audit level of interactions with audit committees
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CHAPTER THREE

RESEARCH METHODOLOGY

3.0 Introduction

Defined by Kothari, (2004), research refers to the structured enquiry which utilizes

acceptable scientific methodology to solve problems and create new knowledge that is

generally acceptable. Research methodology has been defined as a systematic way to

solve research problem. Methodology consists of systematic observation, classification

and interpretation of the study findings. This section discusses the methodology of the

study, population of the study, sampling procedures and sample size, data collection

methods and data analysis methods.

3.1 Research Design

Research design refers to the plan for undertaking the study especially obtaining a

sample from a given population including techniques or the procedure that would be

adopted (Patton, 1990).  According to Panneerselvam (2007: 12), the research design

provides complete guidelines for data collection. Selection of research approach, design

of sampling plan, experiment and questionnaire are among the essence of research

design.

A research design is simply the framework or plan for a study used as a guide in

collecting and analyzing data.  It is the blueprint that is followed in completing the

study (Churchill & Brown 2007).   According to (Adam and Kamuzora, 2008), research

design can be understood as a detailed work plan which is used to guide a research

study to achieve specified objectives of the research.

A case study research design was employed.  This is because it was less expensive

compared to other methods.  It also allows the use of various data collection methods

which were observation, guided interview and documentation that was used in

collecting data of this study (Kothari, 2002).
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3.2 Area of Study

The study was conducted at National bank of commerce in Dar es Salaam city. The city

of Dar es Salaam has three municipalities namely: Temeke, Kinondoni and Ilala, and

each municipality has a number different economic activities and NBC staffs from

which few were selected and visited to collect relevant information for the study. The

Dar es Salaam Region is located at 6°20' S to 7°30' S and 39°00' E to 39°30' E. It is

situated on a coastal plain bordering the Indian Ocean along the major roads which

leads out of town. These are Bagamoyo Road, Morogoro Road, Pugu Road and Kilwa

Road. The researcher concentrated at NBC headquarters due to time and financial

constraints and the interest due to the performance of the operator on the business.

In the context of the proposed research problem, the study intended to explore on how

these organization perform internal audit in accordance to business risk management.

3.3 Population of the Study

Population is the large general group of many cases from which a researcher draws a

sample for a study (Neumann and Robson, 2009) (Enon, 1998).  Population is the group

of potential participants, objects, or events to whom or to which researchers want to

generalize the results of the study derived from a sample drawn from the population

(Martella, 1999).  According to (Mugenda, 1999), the target population means the

population to which a researcher wants to generalize the results of the study. The

population was composed of employees from formal and informal sectors and students.

(Krishnan, 2003) defined population as the target group to be studied in particular

place.  It is the aggregate of all units pertaining to the study. The technique which was

employed is sampling. A sample was used because of the costs in terms of funds, time

and materials that could be involved in surveying the whole population. The total

survey population target was employees of two public sectors and two private sectors.

From each organization selected, twenty employees were included in the study.

The targeted group for this study was composed of the organization’s administration,

which were included The Managing Director and Heads of Departments. The second

category was comprised of the other accounts and auditing department staff and line

managers/supervisors. These two categories are the ones who get involved much in
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planning, implementing, correcting and supervising the overall organization or

company’s performance strategies.

3.4 Unit of Inquiry

The targeted group for this study was composed of the organizations administrator, who

was included The Managing Director and Heads of accounts and auditing Departments.

The second category was comprised of the other staff and their line managers. These

two categories are the ones who get involved much in planning, implementing,

correcting and supervising the overall organization/company’s performance strategies

.All other staff from IT, Customer Service, Marketing, Sales, Human resources and

Procurement Departments. The Managing Director, departmental directors, line

managers, and supervisors are the ones who get involved much in planning,

implementing, correcting and supervising now and then the modern ways of exploiting

the company’s auditing strategies.

3.5 Sampling techniques and Procedures

Sampling is the process of drawing a sample from the large population. Kothari (2009)

defined a sample design as a definite plan for obtaining a sample from a given

population. A sample is the part of the population. Sampling frame is the list of the

sampling units. There is more than one sampling methodology. The research employed

cluster sampling method which deliberately includes people of similar characteristics in

a specific location (Miles and Huberman 1994).

This technique was used in order to obtain a representative sample drawn from a

heterogeneous population. The population was grouped into a more homogeneous

group so as to provide the best chance for generalization and allow the researcher to

increase precision. Homogeneous groups include people of similar character such as

professional background or any other character which makes them distinct from the

other. It entails all the constituents of the same nature; consisting of similar parts, or of

elements of the same nature.

3.5.1 The Sample Size

During the study the researcher selected a sample of 100 employees from National

Bank of commerce to represent the whole population for effective use of the available

time to exhaust information relevant to the study.
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Table 0.1 : Sampling Distribution
Name of
organization

Group/rank Population Sample size percentage

NBC Senior management 30 10 33.3%

Line managers and

supporting staff

150 90 60%

Source: Researcher, 2013

3.5.2 Sampling techniques

3.5.2.1 Purposive or Judgment Sampling

In purposive sampling, decision with regard to which item should be included or

excluded in the sample, rests on the researcher’s judgment and situation (Adam and

Kamuzora, 2008). In this method and elements which he believes will be able to deliver

the required data (Adam and Kamuzora, 2008). This method was employed because it

involves selection of employees that were judged as appropriate for the given study.

And in this case, employees from National bank of commerce in DSM who were

selected were relevant to this study. This method is appropriate when what is important

is the typicality and specific relevance of the sampling units to the study and not their

overall representatives to the population (the whole NBC employees in DSM region).

3.5.2.2 Simple Random Sampling

Simple random sampling is a probability sampling whereby all members in the

population have equal chance of being selected to form a sample (Adam &Kamuzora,

2008). The use of this method gave each employee an equal and independent chance of

being selected.  This technique is appropriate where the sampling frame is not too large

and each unit is easily accessible (White, 2002) as the case for the employees at

National bank of commerce. It is also good when the population is made up of

members of similar characteristics, as the size of random sample depends on the

homogeneity (Shaughnessy et al, 2000). It is easier to apply and require no prior
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knowledge or true composition of the population. It is also easy to compute the amount

of sampling error associated to it. Under simple random sampling, bias is generally

eliminated and the sampling error can be estimated (Kothari, 2009).

3.6 Sources of data

1. Primary data Sources

A primary source is a first-hand contemporary account written by an individual who

experienced or witnessed it. Primary sources allow you to examine the evidence first-

hand without the opinions, analysis, and interpretations of others. Primary sources are

original documents, such as: diaries, letters, memoirs, speeches, autobiographies,

interviews and manuscripts. They may also include published articles in newspapers or

magazines, as long as they are written soon after the event and are not historical

accounts. Audio and video recordings, photographs, original literary and theatrical

works, and research reports in the natural and social sciences may also be primary

sources.

2. Secondary data Sources

A secondary source is a second-hand account or observation at least one step removed

from the event described. Secondary sources interpret, offer commentary, analyze and

draw conclusions about the events described in primary sources. Secondary sources

make the information more accessible to the public by assembling and interpreting

information from a variety of primary sources. The most common secondary sources

are published works, often found in books and scholarly journal articles.

3.7 Data Collection Methods

These are ways used to gather information from various sources. Data for the study

were primary and secondary. Primary data were collected by using both structured and

unstructured interview including self-administered questionnaires. The achievement of

the specified objectives referred was dependent very much on the quality of the data

observed. It is felt that, by using different types of research technique as part of the

study, a much more holistic and in-depth view of the study would be obtained therefore

the use of multiple techniques for data collection was enabled the researcher to offset
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the strengths and weaknesses of one method against another, thus providing much more

confidence in the findings of the research.

a. Questionnaire

Under this technique the researcher prepared a series of questions that was submitted to

the respondents. The method permits the respondent to complete the questions on the

spot while other respondents filled and returned the answers on the agreed time. The

technique was used as it’s cheap to administer and it’s convenient for collecting data.

Respondent feels free to explain the opinions. This method also is used as it stores

information.

b. Interview

The researcher also used personal interviews involving face to face contact. It was done

with the respondents who were in no position to use self administered questionnaires.

The method was used as it was flexible by all allowing greater flexibility in questioning

process. The method has a high rate of response as compared to other methods. The

method allows greater control over interviewing environment. The completeness was

another essence for using this method.

Observation

This was the most convenience instrument of collecting information since it was used

by following what was happening in the real situation. Through participation and non

participation observation, the researcher was observed different activities together with

agencies and revenue collectors in privatized revenue sources in order to observe the

whole process of revenue collection. Also Researcher was observing activities,

approaches and facilities employed during the exercise and the respond of customers

and attitudes towards the collectors as activities are conducted within a place of study.

This method will help the researcher to provide first hand information, which was free

from the respondent biasness. The information was gathered by observing day to day

activities.

c. Documentary Review

Data was extracted from different source in order to come up with relevant conclusion

and recommendations. In order to get previous and present information that was helped
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the researcher in drawing meaningfully conclusions and recommendations, the

researcher was spent some time in office trying to explore statistical data from different

sources/records such as files, council annual budget reports, research reports, councilors

minutes, abstract accounts and other documents available.

Invaluable assistance in terms of papers and reports was rendered by various officials at

NBC, News papers, internet facilities, and the Mzumbe University main library.

3.8 Data Analysis Plan

Data analysis refers to the computation of certain measures along with searching for

patterns of relationships that exist among data groups (Kothari, 2009). It implies

examining what has been collected in a survey or experiments and making deductions

and inferences (Kombo and Tromp, 2011). It involves uncovering underlying

structures, extracting important variables, detecting any anomalies and testing any

underlying assumptions.

The process of data analysis aims at determining whether the observations support the

research questions that were formulated before going into the field to collect the

information.

With regards to this study, the data collected were edited for accuracy and

completeness before they were subjected to analysis. Descriptive analysis method was

adopted. This type of analysis, analyzed the responses through diagrams, tabulations,

frequencies and percentages by using Statistical Package for Social Sciences (SPSS). In

analyzing the data, answers from different respondents and information obtained from

documents were thoroughly checked out and compared to establish their validity. The

purpose was to add value to the study findings. Analysis of data was basically based on

the research objectives and questions.

3.9 Reliability and Validity of Data

3.9.1 Reliability

The reliability of measuring instrument is defined as the ability of the instrument to

measure what is supposed to be measured. According to Kothari (1990) a measuring



36

instrument is reliable if it provides consistent results. The information that were

collected from different sources has guided the researcher as evidence when drawing

the conclusion of the problem

3.9.2 Validity

Validity Refers to the quality that a procedure or an instrument used in the research is

accurate, true, and meaningful and right (Enon 1998). A measurement is valid when it

measures what is supposed to measure; so if whatever we use in the study enables to

get what we want to get, there is validity. A researcher has tried her level best to make

sure that the method of data collection; sampling and methodology of the study were

proper and related to the study.

Therefore this study is valid and reliable as valid methodology was employed as well as

the data & information was collected from reliable sources.
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CHAPTER FOUR

DATA ANALYSIS AND PRESENTATION OF THE RESEARCH FINDINGS

4.0 Introduction

This chapter presents the nature of data which were collected in the field. The data

concerning the factors that affect effectiveness of the internal audit in business risk

management in the private sector in Tanzania through various methods namely:

questionnaire, open and closed-ended interview. The data were collected at NBC.

However, before presentation, analysis and discussion of the empirical findings, the

characteristics of respondents were presented and analyzed since are among the ways

which establish validity and reliability of data collected.

4.1 Research methodology

Primary and secondary data were used in the course of this investigation. The primary

data were sourced from questionnaires and oral interview. Questionnaires were used to

collect information from responsible officers in the chosen organization and

departments. Oral interview was used to collect facts from the staff of the internal audit

departments and the management staff of the National bank of commerce. The Mzumbe

University library, books, previous research reports and journals served as sources of

secondary data .The research population comprised of staff of the internal audit

department of the National Bank of commerce (NBC)

4.2 Analysis of the questionnaire

Table 0.1 : Analysis of questionnaires
S/N Questionnaires Frequencies Percentage

1 Distributed 100 100%

2 Collected 93 93%

3 Not collected 7 7%

Source: Researcher, 2013
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4.3 Characteristics of the Respondents

In order to put the results of the study in perspective, the profile of the respondents and

their enterprises is presented. It provides brief description of some demographic

characteristics of the sampled respondents, specifically age and education.

Examinations of these characteristics of individuals not only helps the accuracy of the

data but also provides a look at trends in these characteristics over time, most

importantly it provides the basis for the analysis of the way these characteristics are

related to most of the other issue investigated in this study.

4.3.1 Gender

The respondents were interviewed considering their gender. The idea behind was to

ensure men and women were equally involved as respondents. Men and women

sometimes have different opinions which were important to capture in the sample. The

sample of respondents had a good gender balance. Table 2 shows the gender

distribution of the respondents.

Table 0.2: Gender of respondents
frequency percent Valid percent Cumulative percent

female 69 69.7 69.7 69.7
male 30 30.3 30.3 100
Total 99 100 100
Source: Researcher, 2013

Figure 4.1: Percentage of gender of respondents

Source: Researcher, 2013
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4.3.2 Respondent’s Educational Level.

A key determinant of performance is education. Education provides necessary skills

and knowledge to employees which enable them to increase labor productivity. Thus in

this study education level is an important factor. Table 3 shows the distribution of the

respondent’s education level.

Research findings indicated that 10(10.75%) of respondents who participated in the

study using questionnaire and the interview had advanced secondary education,

15(14.5%) had diploma education and 52(23.6%) had university /college degrees.

Table 0.3: Respondent's education level
Level of education Frequency Percentage Valid percentage Cumulative

percentage

Advanced Secondary
education

10 10.75% 10.75% 10.75

Diploma education 15 16.12% 16.12% 32.87

University/college
level

68 73.11% 73.11% 100%

Total 93 100 100

Source: Researcher, 2013

Figure 4.2: Respondent's education level

Source: Researcher, 2013
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4.3.3 Position of respondents at work

The researcher sought to known the position of the respondent in the organization, it

was observed that majority of the respondents were in supervisory level. According to

the findings 10.75% of the staff interviewed indicated their position as management,

66.67% were supervisors while 22.58% were normal officers as presented in table 4.4

below.

Table 0.4: Respondent's position at work
Total response management supervisors Normal staff
93 10 62 21
percentage 10.75% 66.67% 22.58%

Source: Researcher, 2013

Figure 4.3: Respondent's position at work

Source: Researcher, 2013

4.3.4 Respondents experience at work

How long have a respondent been part of organization. 22.58% of the respondents

interviewed said that they have stayed between 1-6 years, 36.54% stayed 7-12 years

while 40.86% stayed over 12 years. (See table 4.5 below)

Table 0.5: Respondent's work experience
Years Frequency Percentage Cumulative percentage

1-6 21 22.58% 22.58
7-12 34 36.58% 59.16
Over 12 38 40.86% 100
Total 93 100%
Source: Researcher, 2013
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Figure 4.4 : Respondents work experience

Source: Researcher, 2013

4.4 The perceptions behind internal auditing in an organization

The perception of other employees about the office of the internal auditor was not

impressive. Finding shows that Majority of the National bank of commerce employees

had a negative perception toward internal auditing team and this to a large extent

hinders the attainment of the objectives of the internal audit department.  58.07% of

workers interviewed agreed strongly, 19.35% disagreed, 22.58% agreed, 0% disagreed

strongly while 0% had no idea. (Refer to table 4.6 below)

Table 0.6: Perceptions behind on internal auditing
Options No of responses Percentage

Strongly agreed 54 58.07%

agreed 21 22.58%

Strongly disagree - -

Disagree with reasons 18 19.35%

No idea - -

Total 93 100%

Source: Researcher, 2013
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Figure 4.5: Perception of workers on internal auditing

Source: Researcher, 2013

4.5 Type of risks faced by national bank of commerce

The 93% of respondents were supposed to be interviewed on type of risks that bank

face.20% of employees who worked in customer care department didn’t participate

because most of them said they don’t know. In answering this question the remained

80% which were 74 employees who worked in other departments participated and

below are the risks which were mentioned by employees. The findings shows that 80%

employees mentioned Market Risks, Credit Risks, Legal and Regulatory Risks and

Fraud Risk as major risks faced by NBC, followed by Image/Reputation Risks which

were mentioned by 69.8%  of employees ,Operational Risks mentioned by 53.7% and

the last was Continuity Planning Risks with 43%.(see table 4.7 below)

Table 0.7: Types of risks faced by national bank of commerce face
Type of risk Frequency Percentage

Market Risks 74 80%

Credit Risks 74 80%

Operational Risks 50 53.7%

Legal and Regulatory Risks 74 80%

Continuity Planning Risks 40 43%

Image/Reputation Risks 65 69.8%

Fraud Risk 74 80%

Source: Researcher, 2013
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4.6 What are the roles of internal audit in managing risk in organization

To answer this question, the information was obtained from internal auditing staff and

human resource department where job description for each employee was found.

Internal audit as a department, whose prime responsibility is to review the quality and

effectiveness of the controls within the bank to manage and mitigate risk and protect

the assets of the bank. In performing this work Internal Audit provides

recommendations and advice to management on matters requiring attention. Internal

audit normally produce an annual plan of work to be performed, concentrate on areas of

higher risk. Structured timetables and work programmes (e.g. audit programmes)

designed for each assignment. At the end of each review, an audit report normally

prepared for senior management attention and action. Assignments may also be

performed at the request of senior management where problems or irregularities require

further investigation. Further, there are real advantages in ongoing Internal Audit

involvement in major projects, including systems developments. In this way audit

concerns can be addressed up-front and action taken before the problem becomes too

entrenched.

4.7 Are the objectives of the internal audit department being achieved adequately?

According to the study findings 79.57% of the workers interviewed agreed strongly on

achievement of internal audit objectives, 11.83% of them agreed, 0% strongly

disagreed, and 6.45% disagreed while 2.15% no idea. (Refer table 4.8).

Table 0.8: achievement of internal audit objectives
Options No. of response Percentage

Strongly agreed 74 79.57%

Agreed 11 11.83%

Strongly disagreed - -

Disagreed with reasons 5 6.45%

No idea 2 2.15%

Total 93 100%

Source: Researcher, 2013
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4.8 Are the internal auditors in the organization competent enough and do they

discharge their duties diligently?
Finding shows that 52.69% of the accounting workers interviewed agreed strongly,

30.11% agreed, 0% of the workers disagreed strongly, 5.28% disagreed while 11.91%

had no idea. (Ref. table 4.9).

Table 0.9: internal auditor’s competence
options No. of response Percentage

Strongly agreed 49 52.69%

Agreed 28 30.11%

Strongly disagreed - 0%

Disagreed with reasons 5 5.28%

No idea 11 11.91%

Total 93 100%

Source: Researcher, 2013

4.9 What period does the internal audit take place in your organization?

According to findings of this study 80.65% of the workers interviewed said that it is

done continuously, 17.20% said that it is done at the end of each years, 2.13% said that

it is at the happening of a particular event 0% said it is at the beginning of each year

while 0% had no idea.(refer table 4.10 below)

Table 0.10: Period for conducting internal audit
Options No. of response Percentage
Continuously 75 80.65

At interval 16 17.20

Occasionally 2 2.15

At the beginning of each year - -

No idea - -

Total 93 100

Source: Researcher, 2013
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4.10 Factors Influencing for the effectiveness of   internal audit in business risk

management in an organization.

Employees were asked to mention factors on which enhance the effectiveness of

internal audit in business risk management at Nbc.The findings shows that 32.25% of

employees mentioned quality of audit work, top management support 10.75% likewise

professional proficiency of internal auditors scored 26.88% ,13 employees which

constitute of 13.97% mentioned career and advancement and the last mentioned factor

was Organizational independence which scored 16.12% of all employees as presented

in the (table 4.11) below

Table 0.11: Factors influencing the effectiveness of internal audit
Factors for effectiveness of internal
audit

Frequency Percentage

top management support 10 10.75%

Professional proficiency of internal
auditors

25 26.88%

Quality of audit work 30 32.25%

Organizational independence 15 16.12%

Career and advancement 13 13.97%

Total 93 100

Source: Researcher, 2013

4.11 Does the internal audit department encounter any problems in the performance of

its duties?

Findings shows that 80.65% of the workers interviews said “Yes” while 15.05% said

“No” and 4.3% had no idea (table 4.12 explained more)

Table 0.12: Problems encountered by internal audit department
options No. of response Percentage

Yes 75 80.65

No 14 15.05

No idea 4 4.30

Total 93 100

Source: Researcher, 2013
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4.12 Challenges faced by internal auditors

Due to the nature of work, internal auditing staff facing many challenges on their work.

The employees were interviewed on the challenges faced by internal auditing staff on

their daily work. Findings showed that 53.76% of employees mentioned hatred from

other staffs, 5.37% pointed out inadequate competent staff, 10.75% mentioned

inadequate fund, Lack of adequate material resources 10.75%, Overlap owing to

responsibilities 10.75%, confrontation from suppliers of services 5.3% and temptation

to cover frauds 10.75%. (Refer table 4.13 below)

Table 0.13: Challenges faced by internal auditors
Challenges Frequency Percentage

i. Hatred from other staffs 50 53.76
ii. Inadequate competent auditing staff 5 5.37%

iii. Inadequate fund. 10 10.75

iv. Overlap owing to responsibilities. 10 10.75%

v. Temptation to cover frauds 10 10.75%

vi. Lack of adequate material resources 3 3.22%
vii. confrontation from suppliers of services 5 5.37%
Total 93 100

Source: Researcher, 2013

4.13 Is the management supportive of internal audit department?

The finding showed that 80.65% of the workers interviewed said “Yes” while 15.05%

said “No” and 4.3% had no idea (table 4.14)

Table 0.14: Management support of internal audit department

Options No. of response Percentage

Yes 75 80.65

No 14 15.05

No idea 4 4.30

Total 93 100

Source: Researcher, 2013
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CHAPTER FIVE

DISCUSSION OF THE RESEARCH FINDINGS

5.0 Introduction

This chapter is concerned with the detailed discussion of the research findings. The

objective of the research was based on the analysis of the factors that affect

effectiveness of the internal audit in business risk management in the private sector in

Tanzania. The findings suggested strategies that are being employed to reduce the

business risk in organizations.

In order to identify main Factors influencing the effectiveness of internal audit in

managing risk in an organization including national bank of commerce, data were

primarily collected and checked on parameters which included characteristic of

respondents i.e. gender, level of education, working experience, position at work of

respondents involved in the study, objective of the study and research questions

Data presented in this chapter are from respondents’ views, observation and perceptions

in relation to the internal audit in business risk management. The findings are also

incorporated with various secondary sources for the aim of attaining objectivity,

reliability, validity and significance. Since the affirmation has been laid down, the

following discussion presents its justification.

Employees were asked for how long have been part of organization. 22.58% said that

they have stayed between 1-6 years, 36.54% stayed 7-12 years while 40.86% stayed

over 12 years. It was observed that the average period was between 7 and 12 years (See

table 4.5 below). Another question was employee’s perceptions behind internal auditing

in an organization. The findings show that perception of other employees about the

office of the internal auditor was not impressive. Majority of the National bank of

commerce employees had a negative perception toward internal auditing team and this

to a large extent hinders the attainment of the objectives of the internal audit

department.  58.07% of workers interviewed agreed strongly, 19.35% disagreed,

22.58% agreed, 0% disagreed strongly while 0% had no idea. (Refer Table 4.6)
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5.1 Types of risks faced by organization

The 93 respondents were interviewed on type of risks that bank face.20% of employees

who worked in customer care department said they don’t know, the remaining 80% of

employees who worked in other departments participated and below are the risks which

were mentioned by employees. The findings showed that 80% employees mentioned

Market Risks, Credit Risks, Legal and Regulatory Risks and Fraud Risk as major risks

faced by NBC, followed by Image/Reputation Risks which was  mentioned by 69.8%

of employees ,Operational Risks mentioned by 53.7% and the last was Continuity

Planning Risks with 43%.( Table 4.7)

5.2 Roles of internal auditors

The roles of internal audit in managing risk in organization was asked to respondents

and the findings show that internal audit is a department, independent of line

management, whose prime responsibility is to review the quality and effectiveness of

the controls within the bank to manage and mitigate risk and protect the assets of the

bank. In performing this work Internal Audit provides recommendations and advice to

management on matters requiring attention. Internal audit will normally produce an

annual plan of work to be performed, concentrating on areas of higher risk.

Researcher sought to know weather the objectives of the internal audit department

being achieved adequately. According to the  findings 79.57% of the workers

interviewed agreed strongly, 11.83% of them agreed, 0% strongly disagreed, and 6.45%

disagreed while 2.15% no idea. (Ref. Table 4.8)

5.3 Internal auditor’s competence

Another question based on the internal auditor’s competence to discharge their duties

diligently, 52.69% of the accounting workers interviewed agreed strongly, 30.11%

agreed, 0% of the workers disagreed strongly, 5.28% disagreed while 11.91% had no

idea. (Ref. table 4.9).

5.4 Period for conducting internal auditing

Researcher was interested to know what period does the internal audit take place in

organization. 80.65% of the workers interviewed said that it was done continuously,
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17.20% said that it was done at the end of each years, 2.13% said that it was at the

happening of a particular event 0% said it was at the beginning of each year while 0%

had no idea.(refer table 4.10 below)

5.5 Factors enhance internal auditing effectiveness

Employees were asked to mention factors on which they thought enhance the

effectiveness of internal audit in business risk management at Nbc.The findings shows

that 32.25% of employees mentioned quality of audit work, top management support

10.75% likewise professional proficiency of internal auditors scored 26.88% ,13

employees which constitute of 13.97% mentioned career and advancement and the last

mentioned factor was Organizational independence which scored 16.12% of all

employees as presented in the (table 4.11) below.

5.6 Challenges faced by internal auditors

Due to their bad perception behind the internal auditing office, staff faced by many

challenges on their work. The internal auditors interviewed stated that they have to

battle with a lot of problems most of which are hatred from other staffs hence no co-

operation with the auditors, Inadequate competent hands to audit the accounting books,

Inadequate fund, lack of adequate material resources, overlap owing to responsibilities,

confrontation from suppliers of services and temptation to cover frauds. (Refer table

4.13).

It was also observed that there was no significant relationship between internal audit

activities and internal audit effectiveness in managing risk in business organization in

Tanzania. This signifies that the internal audit activities i.e. the level of involvement of

internal auditors in risks management activities were not perceived to be very

important. It could be construed that the internal auditing activity in Tanzanian

organizations were still based on the traditional approach, which was primarily

concerned with compliance with regulations and monitoring, rather than using value

added approach, which incorporates risks management and corporate governance The

results can also be used to highlight that internal auditors in Tanzanian organizations

are undertaking internal audit just because it is a statutory requirement (under BFIA,

2006) rather than providing quality service.
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5.7 Conclusion

This chapter analyzed and discussed major findings as presented in chapter four and

their relative implications on auditing entity, internal auditing professionals, internal

auditing function, and on the country developmental objectives. It has been evident that

a lot of factors influencing the effectiveness of internal audit in managing risk. Finally,

chapter five provides a cohesive summary of findings, conclusion, and end up with

suggestive recommendations.
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CHAPTER SIX

SUMMARY, CONCLUSION AND POLICY IMPLICATION

6.0 Introduction

This chapter provides a summary of the major findings, conclusion and

recommendations in relation to the stated purpose. It also gives suggestions on areas for

further studies. The purpose of this study was to assess factors that affect effectiveness

of the internal audit in business risk management in the private sector in Tanzania.

Specifically, it was attempting to answer the following questions. What is the

perception behind internal auditing in an organization? What type of risks do

Organizations in Dar es Salaam face? What are the roles of internal audit in managing

risk in organization?

6.1 Summary of the Study

In recent years there is growing recognition of the important role of internal auditing in

business risk management in organizations. This paper contains the results of a study

conducted at National bank of commerce in Dar es Salaam in 2013. Organizations are

entangled with myriad problems mitigating their effectiveness in conducting internal

audit in Tanzania, notable among them are, inadequate competent audit staff, However,

Inadequate fund, Lack of adequate material resources. This study therefore aimed to

assess factors that affect the effectiveness of internal audit in business risk management

in an organization. The study used both primary and secondary sources of data gathered

through questionnaires and interviews. The study results reveal that there is a positive

relationship between internal audit resources and competencies and internal audit

effectiveness in managing risks in organization in Tanzania.

It was also observed that the perception of other employees about the office of the

internal auditor was not impressive. Due to their bad perception the auditing staff

facing many challenges on their work some of them are as follows; Hatred from other

staffs hence no co-operation with the auditor, Inadequate competent hands to audit the

accounting books, Inadequate fund, Lack of adequate material resources, Overlap

owing to responsibilities, Confronted from contractors/suppliers of services,
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Temptation to cover frauds, No time they are always in the office or on the road. .More

specifically, this means there is a challenge on the organization management’s part to

ensure internal audit effectiveness.

The researcher has found out that despite of the good work done by the internal audit

department, the perception of other employees about the office of the internal auditor

was not impressive. Majority of the National bank of commerce employees had a

negative perception toward internal auditing team and this to a large extent hinders the

attainment of the objectives of the internal auditing department (Refer Table 4.6).

The findings also shows typed of risks mentioned by employees were Market Risks,

Credit Risks, Legal and Regulatory Risks and Fraud Risk as major risks faced by Nbc,

followed by Image/Reputation Risks which was mentioned by 69.8% of employees,

Operational Risks mentioned by 53.7% and the last was Continuity Planning Risks with

43 %.( refer table 4.7)

This results in a lot of friction between other staff and the office of the auditors and thus

militates against efficient discharging of duties by the auditors. There is clear indication

that the authorities, of these organizations recognize the important roles of the internal

audit department could play in the running of the organization. However, there is

further need to carry this awareness on to the workforce. Furthermore, internal auditors

faces many challenges which go to submerge the conceptual aim of auditing which is to

evaluate and examine the reports and account given to management

According to the findings of the study the prime responsibility of internal auditing is to

review the quality and effectiveness of the controls within the bank to manage and

mitigate risk and protect the assets of the bank. In performing this work Internal Audit

provides recommendations and advice to management on matters requiring attention.

Internal audit will normally produce an annual plan of work to be performed,

concentrating on areas of higher risk. Structured timetables and work programmes (e.g.

audit programmes) were then be designed for each assignment. At the end of each

review, an audit report was normally prepared for senior management attention and

action. Ad hoc assignments may also be performed at the request of senior management

where problems or irregularities require further investigation.
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Furthermore, the internal auditors in the organization were competent enough and

discharge their duties diligently, the objectives of the internal audit department were

being achieved adequately as well as the internal audit took place continuously. Having

this internal audit department helped to minimize fraud and extravagant use of funds.

(Refer table 4.8, 4.9 and 4.10).

Researcher discovered that internal auditors faces many challenges which go to

submerge the conceptual aim of auditing which is to evaluate and examine the reports

and account given to management. These challenges were the results of bad perception

behind the auditing office. Some of the challenges are hatred from other staffs hence no

co-operation with the auditor, inadequate competent hands to audit the accounting

books. Inadequate fund, Lack of adequate material resources, Overlap owing to

responsibilities, confronted from contractors/suppliers of services and temptation to

cover frauds.

Despite of the challenges faced by internal auditing department the management gave

the support to ensure the auditing work is done in a professional manner

The results can also be used to highlight that internal auditors in Tanzanian

organizations are undertaking internal audit just because it was a statutory requirement

(under BFIA, 2006) rather than providing quality service.

Finally, it was observed that there was 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.

The findings of this study were, thus, consistent with that of the earlier studies.

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.

Strong system of internal control ensures proper management of risks which are less

likely to result into organization failures or collapse of economy (Richard et al. 2008),

(Chijoriga, 1997), (PriceWaterHouseCoopers survey report, 2011). This study has re-



54

emphasized the past research and has justified the need for value added services in

Tanzanian private business organization in managing risks.

6.2 Conclusion

The study provides insights to improve the internal audit effectiveness in managing

business risk in private business organization which is an integral part of corporate

governance reporting since it directly affects the interests of all stakeholders such as

customers, suppliers, employees, creditors and government agencies.

The major contribution of this study was that the researchers highlight the need to

change the outlook of the organization staff towards the internal audit function bearing

in mind the importance of strong internal audit function for the growth of private

business organizations which are beneficial for the development of Tanzanian

economy. Viewing the internal audit function as mere compliance could be detrimental

to the development of the economy as it could dilute the principal agent relationship.

Also auditing should be carried out continuously in organization and not be done after

extended periods of time as this also serves as a deterrent for achieving the conceptual

aim of auditing. Continual auditing allows for early detection and correction of fraud

and errors.

6.3 Suggestions, Comments and policy implications

6.3.1 Introduction of internal auditing proper reporting mechanism.

On the basis of the findings, the study recommended that there should be proper

internal audit mechanism for proper reporting.

6.3.2 Auditors should be given freedom to perform their work

Auditors should be independent in performing their duties and should not be restricted

from access to certain files. Internal audit staffs in National bank of commerce

suggested that among other things, improving internal auditor’s independence, timely

and adequate information access, sufficient management support on education and on

job training to expose internal auditors to new developments could help in improving

the effectiveness of internal auditing in these private organization
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6.3.3 Training for auditors

There should be adequate training of workers in the organization especially the internal

audit staff.

6.3.4 Auditing should be a continual process

Auditing of private organization should be a continual process carried out every

quarterly, bi-annually or yearly as the case may be.

6.3.5 Proper review of policies and regulations

After issuing new policies and regulations, the regulatory bodies must formulate

periodic policy efficiency review plans to ensure that the policies are properly

undertaken on timely basis by suitably qualified reviewers.

6.3.6 Organization must design and implement a tighter system covering risk

management .Financial institutions apart from commercial banks can also use the

findings of this study to design and implement a tighter system covering risk

management and corporate governance reporting.

6.3.7 Organization must focus on improving internal audit resources and competencies

Tanzanian private business organization must focus on improving internal audit

resources and competencies as well as level of interaction with audit committee, in

order to improve the overall effectiveness of internal auditing in managing business risk

in organizations. Further the open ended comments revealed that internal audit staff in

the private organizations perceived internal auditing as an important function in

Tanzania. This is true since even the regulatory bodies such as Bank of Tanzania has

made internal audit function as a mandatory requirement, but the critical area of focus

ensuring effectiveness of internal auditing remains a dilemma.

6.3.8 Employees should change negative perception behind auditing staff

It was also observed that the perception of other employees about the office of the

internal auditor was not impressive. Majority of the National bank of commerce

employees had a negative perception toward internal auditing team and this to a large

extent hinders the attainment of the objectives of the internal audit department. Due to

their bad perception the auditing staff facing many challenges on their work.
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More specifically, this means there is a challenge on the organization management’s

part to ensure internal audit effectiveness.

6.3.8 Internal auditors must improve their communication skills

Finally, internal auditors are advised to improve their communication skills so that the

presentations they make are clear and understandable to their clients. It seems that the

clients view internal auditors as investigators due to the ineffective way in which the

internal auditors approach their clients. Internal auditors must spend time in explaining

to their clients what the internal audit is expected to achieve and how important

contributions from the client are to that process.

6.4 Recommendations for further research

The researcher recommended further research to be carried out on the factors that

affect   the effectiveness of internal audit in business risk management in an

organization in Tanzania. Since the study took a case study of one organization

however not every aspect of internal auditing were studied further studies can be done

in this regard.
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APPENDICES

Appendix 1

1. Tile of respondent: _____________________________

Gender ____________

When respondent employed______________

Level of Education____________________________

2. Are internal Audit staffs adhered to the ethical standards tick in the appropriate

box?

Soundness of internal audit unit

Measure of

effectiveness

Excellent Very

good

Good Satisfactory Weak

Independence

Property & integrity

Confidentiality

Objectivity

Due professional care

Constructiveness

Proficiency

Total

3. Is the management supportive of internal audit department?

a) Yes

b) No                                          (      )
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How………………………………………………………………………………………

……………………………………………………………………………………………

……………………………………………………………………………………………

…… ……………………………………………………………………………………..

Are the objectives of the internal audit department being achieved adequately?

a) Strongly agreed

b) Agreed
c) Strongly disagreed
d) Disagreed with reasons              (      )
e) No idea

4. What period does the internal audit take place in your organization

a) Continuously
b) Occasionally

c) At interval (      )
d) At the beginning of each year
e) No idea

5. What types of risks does your organization face?

a) business risk

b) financial risks                             (      )

c) strategic risks

d) operational risks

e) organizational risks

other________________________________________________

6. What are the measures taken by your Organization in managing risks?

a) accepting risks

b) avoiding risks                               (      )

c) insure risks
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Other________________________________________________________

Why………………………………………………………………………………………

……………………………………………………………………………………………

……………………………………………………………………………………………

………………………………………………………………………………………..

7. Are the internal auditors in the organization competent enough and do they

discharge their duties diligently

a) Strongly agreed

b) Agreed                                       (      )

c) Strongly disagreed

d) Disagreed with reasons

e) No idea

Does the internal audit department encounter any problems in the performance of its

duties?

a) Yes

b) No                                             (      )

c) No idea

8. Does internal audit department in your organization helps in minimizing or

avoidance risk?

a) Yes                                          (      )

b) No

If yes how……………………………………………………………………………….

……………………………………………………………………………………………

……………………………………………………………………………………………

……………………………………………………………………………………..
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9. What are the higher risk areas in your organization?

a)  Financial

b)  Procurement                       (       )

c)  Human resources

d)  Marketing

e)  Information security

Other________________________________________________

10. Does the system of risk management meet the requirement of your

Organization?

a) Yes                                      (       )

b) No

11. Does internal audit control over petty cash?

a. Yes                               (       )

b. No

12. Does internal audit pay visit to cash books?

a. Yes (       )

b. No

13. Does payment in your Organization authorized by internal audit

department?

a) Yes

b) No                                      (       )

14. What other internal control is used by your organization in minimizing

risk………………………………………………………………………………
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……………………………………………………………………………………

……………………………………………………………………………………

……………………………………………………………………………………

…………………………………………

15. Is your organization having Risk management department/ Risk Manager?

a) Yes

b) No (       )

18. Does your organization meet statutory requirement such as payment of tax, and nssf

a) Yes                                     (        )

b) No

19. What is the procedure followed by your organization in the process of recruitment

……………………………………………………………………………………………

……………………………………………………………………………………………

……………………………………………………………………………………………

……...

20. does your organization conducted periodic reconciliation with bank records,

customer record

a) Yes                                          (       )

b) No

If yes, what is the procedure followed incase there is any

disagreement……………………………………………………………………………

……………………………………………………………………………………………

……………………………………………………………………………………………

……… …………………………………………………………………………………..


