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ABSTRACT

The general objective of the study was to assesgpdinformance of internal audit
system in risk management by focusing at Bank afcAf(BOA) as a case study.
Specifically, the study aimed to explore how BOAplements its Internal Audit
System and Risk Management, examine the performaficgernal Audit System in
risk management and identify challenges faced byAB® implementing risk

management

The methodology used to conduct this study wasrieis@ in nature and included
the use of various data collection methods andstsoich as questionnaires and
interviews. The study used primary data collectmathods such as; observation,
interviews and questionnaires. The study also usecbndary data collection

methods such as documentation to collect data.

From the findings of the study, the researcher kmies that the internal audit
function at BOA is somehow effective in implemengtinsk managements although
the exercise is faced by various challenges thadieni effectiveness of BOA in
performing risk management. These challenges ie¢liatk of awareness on risk

management among respondents, poor planning akdfiaclequate resources.

From the conclusion; the researcher recommends B@A should improve the
institutional setting and environment to provide amonomous environment for
smooth functions of Risk management. Also, BOA éthdake strategic measures to
strengthen their audit department so as to makmaoite effective in mitigating
financial risk and implementing risk managemenatsygies. Lastly, BOA should

employee more internal audit staff.
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CHAPTER ONE
INTRODUCTION AND BACKGROUND OF THE STUDY
1.0 Introduction

This chapter gives the background of the studyestant of the problem, objectives
of the study, research questions, and significaridbe study and limitations of the

study.

Internal Audit Defined

Temu and Kingworm, (2000), define internal audit as independent appraisal
function established by the management of an oxgéinon for the review of internal
control system as a service to the managemenbjdctively examines, evaluates,
and reports on the adequacy of the internal comisch contribution to the proper,

economic, efficient and effective use of resources.

Johnson and Brasseaux (2007) define internal agdas an independent appraisal
activity within an organization for the review o€@unting, financial and other
operations as a basis for service to managemetetnal auditing is a managerial
control function which functions by measuring anlaating the effectiveness of

the other controls.

The Institute of Internal Auditors (2007) definesternal auditing as “an
independent, objective assurance and consultingitgaiesigned to add value and
improve an organization’s operation. It helps agaoization to accomplish its
objectives by bringing a systematic, disciplinegrach to evaluate and improve

effectiveness of risk management, control and geausre process.

1.1 Background of the study

Johnson and Brasseaux (2005) identify some bagectdles of auditing activity as;
reviewing and appraising soundness, adequacy amdicaon of accounting,
financial and operating controls, ascertain themtxof compliance with established
policies, plans and procedures, ascertain thebilfia of accounting within the

organization as well as identifying and managisg m the organization.



Through IAS, an organization can identify risksketacorrective action, and
ultimately support continuous improvement. On tlieeo hand, a poorly deployed
IAS can lead to increased exposure to risk (Tentbuking'ori, 2000). According to
Institute of Risk management (IRM, 2014), risk mgeraent consists of a systematic

process of assessing and then dealing with risk.

However, in order for an IAS to play an importaalerin risk management, it must
be effective and organizations must give risk managnt more consideration. The
business world is becoming complex due to new ritlet require effective risk
management. Since effective risk management reguagficient knowledge,
planning and expertise, many organizations faihave effective risk management

practices.

1.2 Statement of the problem

Organizations of all types and sizes need to Igeetheir investment in financial

controls and regulatory compliance to develop n&ateggies to manage risks that
could affect strategic goals and objectives. Masgjanizations already have some
basic types of risk management activities in plddese may include activities such
as risk assessments and compliance audits (IRM})201

The role of internal audit with regard to risk mgement is to provide objective
assurance on the effectiveness of an organizati@Ksmanagement. Internal audit,
in both its assurance and its consulting rolestrdmrtes to the management of risk
in a variety of ways. The better the performancghefinternal audit function of the

organization, more effective it’s risk managemenatcfices.

However, despite of the presence of internal awdittions in commercial banks in
Tanzania, many cases have been reported whereame have incurred huge losses
due to transactional, operational, credit and otjees of risks. For instance, in the
year 2011, BOA bank incurred losses in the tun&asizania shillings 1.2 Billion
due to loan defaults. A report by the banks exteanditor attributed the losses to

poor risk management. (BOA an audited financidkstent 2011)



This poses questions on the performance of intemdit system used by BOA bank
and its ability to mitigate risks. Also, there iskaowledge gap on how BOA

implements it's internal audit system and what lemgles they face in doing so. So,
this study aimed to fill that gap by assessingphdormance of internal audit system

on risk management at Bank of Africa (BOA) as aecstsidy.

1.3 Objective of the Study
1.3.1 General Objective

The general objective of the study was to assesgpdnformance of internal audit

system in risk management by focusing at Bank oicAf(BOA) as a case study.

1.3.2 Specific Objectives

The study was guided by the following specific ahijes;

a) To explore how BOA implements its Internal Audit sBm and Risk
Management

b) To examine the performance of Internal Audit Sysitemsk management

c) To identify challenges faced by BOA in implementingk management

1.4Research Questions
1.4.1 General research question

What is the performance of internal audit in riskmagement within BOA?

1.4.2 Specific Research Questions

a) How does BOA implement its Internal Audit Systend aisk management?
b) How is the performance of Internal Audit Systemmigk management at BOA?

c) What are the challenges faced by BOA in implemegntisk management?

1.5Significance of the Study

Several studies have been conducted on the rotgevhal audit in risk management
worldwide because awareness of risk has increasedeacurrently live in a less
stable economic and political environment, anddbee role of internal audit is to
provide assurance on the effectiveness of risk gemant. This research study will

fill that gap by shedding light on the role of imtal audit in risk management.



The study of this research can enable the orgaoiztd determine the skills internal
auditors need to keep pace with evolving rolessk managemenilThe findings of
the study can be applied by other organizationsiproving strong risk management
through internal audit’s rol&he research study would serve as a stepping $bone
future researchers on similar subjects by sugggssireas, which need further
studies.

1.6 Limitation of the Study

The time allowed for the conduct of this study sedm be too condensed in the
sense that the researcher will have to undertdier atctivities relating to academic.
It is why, even though, the researcher had to zetilthe scheduled time, in
consequence, to ensure this study is accordingiieeed. This study was carried out

to follow the deadline of the academic calendaviatimbe University.

To this end, shortage somehow affected both, tlafitguand quantity of the research
study because the researcher had to use fewerna=ms. Moreover, another

limitation that the research faced was that sorapaiedents were not cooperative in
giving feedback to some of the questions due tatiméidential nature of the issue of

risk management within banks.



CHAPTER TWO
LITERATURE REVIEW

2.0 Introduction

This chapter gives overview of literature reviewedhis study where by theoretical
and empirical literature were reviewed by critigadbserving different theories and
various previous studies done on the research.topies chapter also contains the
conceptual framework which explains the relatiopsbetween variables of the
study.

2.1 Theoretical literature review

2.1.1 Definition of Internal Auditing

The Institute of Internal Auditors (2007) definesternal auditing as “an

independent, objective assurance and consultingitgaiesigned to add value and
improve an organization’s operation. It helps agaoization to accomplish its
objectives by bringing a systematic, disciplinegrach to evaluate and improve

effectiveness of risk management, control and gausre process.

Temu and King'ori, (2000), define internal audit as independent appraisal
function established by the management of an orgéon for the review of internal
control system as a service to the managemenbjdictively examines, evaluates,
and reports on the adequacy of the internal comisch contribution to the proper,

economic, efficient and effective use of resources.

Johnson and Brasseausx (2007) define internaliagdit an independent appraisal
activity within an organization for the review o€@unting, financial and other
operations as a basis for service to managemeternhl auditing is a managerial
control function which functions by measuring angleating the effectiveness of

the other controls.

Johnson and Brasseaux (2005) identify some bagectdles of auditing activity as;
reviewing and appraising soundness, adequacy ampticapon of accounting,

financial and operating controls, ascertain themtxbf compliance with established



policies, plans and procedures, ascertain thebikiia of accounting within the
organization and appraising the quality of perfamoea in carrying out assigned

responsibilities.

2.1.2 Theories of auditing

The following are theories related to auditing;

Lending Credibility Theory

According to the lending credibility theory, theimpary function of the audit is to
add credibility to the financial statements. Audifenancial statements increase the
financial statement users’ confidence in the fimandigures and the faith in
management’s stewardship. The lending credibilagsinot explain other functions

of performing audit services (Johnson and Brassez05).

Limperg’s Theory of Inspired Confidence

Carmichael (2004) cites the work of Professor Tleed.imperg (1879-2001) who
observed that when the confidence that societyirhéise effectiveness of the audit
and the opinion of the audit is lost, the sociafukess of the audit has destroyed.
According to Carmichael (2004), the principles amperg’'s theory are especially

relevant in this phase of the development of thaitdunction.

The Theory of Inspired Confidence connects the canity's needs for reliability of
financial information to the ability of audit tediques to meet these needs, and it
stresses the development of the needs of the cortynaind the techniques of
auditing in the course of time (Limperg, 2005).developing his Theory of Inspired
Confidence, Limperg (2005) describes the auditrgtion / responsibility.

One important citation concerning the Theory ofpirsd Confidence (Limperg,
2005) is the next. “The normative core of the Tyealr Inspired Confidence is this:
the accountant is obliged to carry out his worlsurth way that he does not betray
the expectations which he evokes in the sensibjenda; and, conversely, the
accountant may not arouse greater expectations dharbe justified by the work
done.



The Theory of Inspired Confidence does not prescidefinite rules about the
behavior of the auditor in each particular case;pghnciple-based approach, signaled
by Carmichael (2004). The theory expects from tbeoantant that in each special
case he ascertains what expectations he arousdshehrealizes the tenor of the
confidence that he inspires with the fulfilmentedch specific function” (Limperg
Institute, 2005).

According to the Theory of Inspired Confidence (pieng Institute, 2005), changes
in the needs of the community and changes in thiitiag techniques result in
changes in the auditor's function. Assessing tiatesient, Carmichael (2004) states
that the touchstone for the auditor is always tdopen the work and obtain the
evidence necessary to provide the assurance tlugtysameeds and reasonably

expects.

The Information Theory

Financial reporting is central to monitoring pureesAn alternative or complement
to the monitoring principle is the information griple, focusing on the provision of

information to enable users to take economic deassi Investors require audited
financial information on behalf of their investmaidcision-making and assessing of
expected returns and risks.

The Insurance Theory

The insurance theory is a more recent explanatothie demand for the role of the
audit, that is, the ability to shift responsibilftyr reported data to auditors lowers the
expected loss from litigation to managers, credjtand other professionals involved
in the securities market (Cosserat, 2009). Whenguaudit services, managers and

other professionals can demonstrate that they iseerceasonable care.

The Assurance Theory
An assurance service is a service in which a banldocountant expresses a
conclusion about the reliability of a written agger that is the responsibility of

another party. According to Elder et al (2010) Wndiials responsible for making



business decisions seek assurance services toimelpve the reliability and
relevance of the information used as the basithfgr decisions.

2.1.3 Categories of Auditing

Audit of financial statements

An audit of financial statements is a form of a#é&sn service in which the auditor
issues a written report expressing an opinion alngther the financial statements
are fairly stated in accordance with the applicadteounting standards. Financial
statement users value the auditor's assurance $eadihe auditor’'s independence

from the client and knowledge of financial statetreporting matters.

Audit of internal control over financial reporting

An audit of internal control over financial repagiis a form of attestation service in
which the auditor evaluates management’s assdttaminternal controls have been
developed and implemented following well-establésheriteria. The auditor’s

evaluation increases user confidence about futimanéial reporting, because
effective internal controls reduce the likelihoodl fature misstatements in the

financial statements.

Review of historical financial statements

Performing an audit of historical financial statertse the auditor provides a high
level of assurance. For reviews of financial staets, the auditor provides only a
moderate level of assurance. Because less evidahaeeeded, reviews of financial
statements can be performed at a lower fee thaudih The concept is to represent

the multitude of implicit and explicit expectatiofi3eegan and Unerman, 2006).

Deegan and Unerman (2006) assert that legitimamy fsociety’s perspective and
the right to operate goes hand in hand. Societwallthe organization to continue
operations to the extent that it generally meet# texpectations. Legitimacy theory
predicts that management will adopt particularteggi@s to assure the society that the

organization is complying with the society’s vals®l norms.



Auditing and assurance services

Concerning economic decisions, decision makersihkestors, creditors, financial
institutions, and analysts rely on financial acdoun information. Financial
information is useful if it helps users in theircd@on-making. Financial accounting
information provides information on behalf of thgeds economic decision-making.
Financial reporting furthermore helps investorsdpmefuture cash flows.

2.1.4 Phases of the Audit Process

In planning a combination of audit objectives ahe evidence that need to be
accumulated to meet these objectives, the auditbfoNow an audit process. Elder
et al. (2010) define the audit process as a wdihedd methodology for organizing
an audit to ensure the evidence gathered is seifti@ competent and that all audit

objectives are met.

The audit process has four specific phases. Imfig and designing an audit
approach’ (phase 1), the client’s business strategnd processes are studied. The
auditor assesses the risk of misstatements in diahistatements, and evaluates
internal controls and their effectiveness (Eldealet2010). In phase Il of the audit

process, tests of controls and substantive testamgactions are conducted.

In phase lll, analytical procedures and tests déitdeare performed. The auditor
assesses whether account balances or other dataramasonable and performs
procedures to test for monetary misstatements ¢owat balances. In phase IV at
last, evidence is combined and an overall concusioncerning the financial

statements is formulated (Elder et al., 2010).

2.1.5 The Objective of Audit Reports

Throughout the world differences exist concerning torm and content of standard
audit reports, for example those related to jucoin-specific reporting
requirements, such as language and the level o&ildét describing the
responsibilities of management and the auditor. dijjective of audit reports is “to
express the auditor's opinion on the financialestants and to describe the basis for
that opinion” (I0SCO, 2009).



Cosserat and Rodda (2009) formulate the genergloparof an audit report as to
give assurance and / or highlight problems witrarddo the truth and fairness of the
financial statements and compliance with the applie reporting framework, law

and other relevant regulation. Materiality is aseggial consideration in determining

the appropriate type of report for a given setiafuznstances.

2.1.6 Types of Audit Reports
Elder et al. (2010), ISA 700 and ISA 701 distinguig’o main types of audit reports

namely unqualified audit reports and qualified aveports:

Unqualified audit reports

When the financial statements presented are freeabérial misstatements and are
represented fairly in accordance with the Generatlgepted Accounting Principles
(GAAP), the auditor will issue a standard unquedifiaudit report. An unqualified
audit report with an explanatory paragraph or waibdified wording will be issued
when all criteria for an unqualified report havéisactorily met.

Qualified audit reports

A qualified report is issued when the auditor emtered situations that do not
comply with generally accepted accounting prin@pke qualification of the opinion,
or when the scope of the audit has been restrietegialification of both the scope
and the opinion. A qualified report is issued whba auditor concludes that the

financial statements overall are unfairly presented

Adverse or disclaimer

An adverse opinion is issued when the auditor detexs that the financial
statements are materially misstated and, as a wHol@ot provide a true and fair
view of the financial position and results of ogemas in conformity with GAAP. A
disclaimer of opinion will be issued when the aaditould not affect an opinion on
the financial statements.

Once the audit of an issuer's set of financialestents is completed, the auditor
issues a report, which contains information abbataudit, including its scope, and

an opinion regarding the fair presentation of tharicial statements (I0OSCO, 2009).
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The standard audit report is the primary means bichvauditors communicate to
users of financial statements regarding their gudit

In developing its standard audit report (2004), th&ernational Auditing and
Assurance Standards Board (IAASB) intended to ameethe understandability of
the auditor’s role and of the auditor’s report. Turelerstandability of the auditor’s
report should be improved by using simple languaigg being concise, while still
aiming to be informative (I0OSCO, 2009).

With the implementation of ISA 700, effective inHadf of reports dated on or after
December 31, 2006, the IAASB intends to providewn&ording concerning the

auditor’'s report that better explains the respecti@sponsibilities of management
and the auditor. This updates the description efatidit process and the clarification
of the scope of the auditor's responsibilities wréspect to internal controls”

(IAASB, 2004).

2.1.7 Definition of risk

Pickett (2007:10) states that the concept of riskundamental to the auditing role,
since it may be in conflict with the concept of toh Controls are designed to

ensure that objectives are achieved; risk may ptethés.

According to Valsamakis (2009), risk is definedaasleviation from the expected
value. It implies the presence of uncertainty, where may be uncertainty as to the
occurrence of an event producing a loss, and waiogyton the outcome of the event,
where the degree of risk is interpreted with refeeeto the degree of variability and

not with reference to the frequency with which évent will occur.

Another approach presents a risk as the possiliita problem to appear and have
fatal consequences, affect the plans of the eaotitpake less probable its objective’s
achievement (Daykin, 2005). The key activity wigspect to risk is to manage it.
Selim and McNamee (2009) argued that this startis avirisk assessment where the

organization attempts to estimate the probableemprences of threats.
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2.1.8 Types of risks an organization is likely to face

Every company/organization faces different riskasdnl on its business, economic,
social and political factors, the features of thaustry it operates in, state of industry
relations, the capabilities of its staff, and otimerumerable factors. A list of the most
important categories of risks in detail is explaireelow (Eleftheriadis et. al, 2008;

Pazarskis et. al, 2007; Eleftheriadis, 2006).

Business risk is the risk of failing to achieve ibess targets due to inappropriate
strategies, inadequate resources or changes inetomomic or competitive
environment. Due to business risk, an organizasdikely to have been lower than
anticipated profits, or that it will experience @s$. Business risk is influenced by
factors such as economic climate and governmentlatgns (Eleftheriadis et. al,
2008)

Credit risk is the risk that a counterparty may pay amounts owed when they fall
due. The risk of loss of principal or loss of aafntial reward stemming from a
borrower's failure to repay a loan or otherwise n@eeontractual obligation. Market
risk is the risk of loss due to changes in mark&teg. Market risk can also be
defined as the risk that the value of a portfoldsgon, 2002).

An operational risk is, as the name suggests, lka aising from execution of a
company's business functions. It is a very broattept which focuses on the risks
arising from the people, systems and processesghrahich a company operates. It
also includes other categories such as fraud riségal risks, physical or
environmental risks (Daykin, 2005).

Financial risk is that type of risk through whichyaorganization may not be able to
run as a going concern entity. These risks incthéeisks relating to the structure of
finance the organization has, we can say thatistkelinked to the capital structure,
i.e. debt and equity, also whether an entity hasigh long-term capital base for the

amount of trading the business doing (Eleftheriadlisl, 2008).
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Legal risk, breaches of regulations, legislatiort@des of conduct may have serious
results for an entity. These risks include finaharad other fines (even involving the
entity shutdown) by having to spend resources andew in fighting against the
litigation and saving the reputation. Thereby imanot areas include trade disruption,

data protection, consumer protection and employnssnes (Deloach, 2000).

Systemic risk is the risk that a small event withghuce unexpected consequences in
local, regional or global systems not obviously reected with the source of the
disturbance. Reputation risk is the risk that teputation of a company will be
adversely affected. Damage to a firm's reputatian cesult in lost revenue or

destruction of shareholder value, even if the camgps not found guilty of a crime.

2.1.9 Dangers Which May Arise from Risk

Risk is unavoidable, and it is permanently presernhe activity of all entities, both
in banking and private sector. The dangers whicly arése if risks occur are as
follows; Cascarino and Van Esch (2005) suggest thageneral, business risks can
affect a business’s ability to successfully competaintain financial strength,

maintain its positive banking image and, ultimatély ability to survive.

Risks affect the overall quality of an organizatooproducts, people and services.
However, risks cannot be eliminated, but only madad he danger an organization
may face is that they may get lower profit thanalsiCredit risk arises whenever a
borrower is expecting to use future cash flows &y @ current debt. If the
organization refuses to pay its debts (Rahardjolmwlling, 2008).

Liquidity risk becomes particularly important torpas who are about to hold or
currently hold an asset, since it affects theititghtio trade. If a trading organization
has a position in an illiquid asset, its limitedligpto liquidate that position at short
notice will compound its market risk. Environmentisk, the danger that may face

the organization if it occurs is that the orgarimaimay be sued (Funston, 2003).

Reputation risk, the impact of this risk to the amgation is that the image of the

organization will be destroyed, and hence the pwafi fall, and also customer will
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move to other competitors. Risk assessment carsée 10 assess the reputation of
the organization frequently to prevent this typerisk. Every organization faces a

number of risks of varying levels of seriousnessg@nan, 2003).

2.1.10 Risk Management

Risk management is a rapidly developing disciplne there are many and varied
views and descriptions of what risk management lieg) how it should be
conducted and what it is for. Risk management igraa of paramount importance to
an organization. Because every company is exposedisks, effective risk

management is necessary for the progression ofiadss entity (Williams, 2002).

According to Name’Pe (2005), risk management pcactf yesterday focused
largely on hazard insurance and probable losstHautisk management practice of
today focuses on the broad issues of general mareage This is the essence of
management, and the reason why understanding nsk tlae practice of risk

management is a central issue for management sahyomorrow.

2.1.11 Why Firms Need To Manage Risk

According to CIPFA (2007), organizations have sdtaims and objectives, and the
ultimate responsibility for achieving these resithveenior managers. Furthermore,
the environment within which organizations work eges constantly, and so these
aims and objectives are refined and redefined eotlgt adding to the uncertainty
and risk that organizations face.

According to Moyer and McGuigan (2014) firms needrtanage risk at the program
level and at the activity level as explained belaivthe program level firms need to
manage risk because firstly it enables more effectirategic planning as a result of
increased knowledge and understanding of key rigbosures. Secondly, fewer

costly surprises by preventing what is undesiréiolen occurring.

Thirdly, better outcomes in terms of program susthility, effectiveness and
efficiency and lastly it enables greater opennesksteansparency in decision-making
and ongoing management processes. At the ackxigt firms need to manage risk
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because firstly activities are more efficiently agifectively managed stakeholders
understand the activity’s vulnerability to risk amake adequate preventative or

mitigation measures.

2.1.12 Different Ways of Managing Risk

According to Fay, (2010) the management of ris& fsndamental responsibility of
all managers, especially the Chief Security Offi¢@S0O). The CSO directly
managers' risk within the security group and inttlyemanages risk in other groups
by setting security standards, educating employ@eseet the standards, providing
counsel and advice on security matters, and helpmghe development of

contingency plans.

The following are the steps involved in managirslsi

1) Establish Goals and Context

Effective risk management requires a thorough wtdeding of the context in which
your organization operates. The analysis of thisrajing environment enables you
to define the parameters within which the riskydar outputs need to be managed.
The context sets the scope of the risk managemewcegs. The context includes

strategic, organizational and risk management denaiions.

According to the Standard, strategic context dsfittee relationship between the
organization and its environment. Factors thatugrice the relationship include
financial, operational, competitive, political (lkamg perceptions / image), social,
client, cultural and legal. The definition of theationships is usually communicated
through frameworks such as the SWOT (Strengths,knésses, Opportunities and
Threats).

i) ldentifying risks

Identify the risks most likely to impact on yourtputs, together with their sources
and impacts. It is important to be rigorous in idhentification of sources and impacts
as the risk treatment strategies will be directeddurces (preventive) and impacts

(reactive).
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lii) Analyze Risks

Identify the controls (currently in place) that Heath the identified risks and assess
their effectiveness. Based on this assessmentysantiie risks in terms of likelihood
and consequence. Refer to the Risk Matrix to agsistin determining the level of

likelihood and consequence, and the current rigklléa combination of likelihood

and consequence).

Iv) Evaluate Risks

This stage of the risk assessment process deteswinether the risks are acceptable
or unacceptable. This decision is made by theopensth the appropriate authority.
A risk that is determined as acceptable should lwmitored and periodically
reviewed to ensure it remains acceptable. A riskntEd unacceptable should be

treated. In all cases the reasons for the assesshmauid be documented.

v) Determine the Treatments for Risks

Treatment strategies will be directed towards awngidhe risk by discontinuing the

activity that generates it, reducing the likelihoofithe occurrence, reducing the
consequences of the occurrence, transferring $keand retaining the risk. Potential
treatment options are developed according to thecteel treatment strategy. The
selection of the preferred treatment options takés account factors such as the
costs and effectiveness.

vi) Monitoring and Report on Effectiveness of Risk Treéments

The relevant manager is required to monitor theotifeness of risk treatments and
has the responsibility to identify new risks asytlgise and treat them accordingly.
Managers are also required to report on the pregoésisk treatments at regular
intervals. The person who has the responsibilityafaisk treatment is expected to
provide feedback on the progress of the ‘projeaitiative’.

2.1.13 Risk Management Process

Figure 2.1 below explains the risk management m®icRisk management is a key
responsibility of management. To achieve its bussnebjectives, management

should ensure that sound risk management proceseas place and functioning.
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Each organization may choose a particular methgyolm implement its ris
management process; infornon from the risk management process can be uti

by the auditor.

The internal audit activity has to verify the adaqu of the risk management proc
that is whether management has planned and desigmeduch a manner that
provides reasonablessurance that the organization’s objectives andsgwedl be
achieved. Internal auditors can assist managenmemientifying, evaluating an

implementing risk management controls to addressethisks (Goetzee, 20C

Risk Planning

Risk planning is theletailed formulation of a program of action for thanagemer
of risks. It is the process to develop and docuraemrganized, comprehensive, ¢
interactive risk management strategy; determinentbthods to be used to execui
program’s risk Plannin¢ begins by developing a risk management strategnr@o
2009).

Figure 2.1 Risk Management processe¢

The Organisation's
Strategic Objectives

Risk Assessment
Risk Analysis
Risk Identification
Risk Description
Risk Estimation

Risk Ewaluation I EE—
Formal

At

Risk Reporting
Threats and O pportunities

s esidual Risk Reporting
Monitoring -

Source: The Institute of Risk Management (20

-
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Early efforts establish the purpose and objectassign responsibilities for specific
areas, identified additional technical expertiseedsel, describe the assessment
process and areas to consider, define a risk rappgoach, delineate procedure for
consideration of handling options, establish maomtp metrics, and define the

reporting, documentation and communication needs.

Risk Assessment

The primary objective of risk assessment is to tile@and analyse program risks so
that the most critical among them may be controllégsessment is factors that
managers should consider in setting cost, perfoceaand schedule objectives
because they provide an indication of the likelthoof achieving the desired

outcomes. Risk assessment is the definition sthgskomanagement.

Risk Handling

Risk handling includes specific methods and tealmmitp deal with known risks,
identifies who is responsible for the risk issums] provides an estimate of the cost
and schedule associated with handling the risknpyt A critical part of risk handling
involves refining and selecting the most appropriaandling option and specific
approaches for selected risk issues.

Risk handling involves risk avoidance, risk contrakk transfer and resource
allocation.

Risk avoidance involves a change in the conceptirement, specifications, and/or
practices that reduce risk to an acceptable ldéwveliminates the sources of high or
possibly medium risk and replaces them with a lomgde solution. Risk control does
not attempt to eliminate the source of the riskdmeks to reduce or mitigate the risk.

Risk Monitoring

The monitoring process systematically tracks araluates the effectiveness of risk
handling actions against established metrics. Maoinig results may also provide a
basis for developing additional risk handling optoand approaches, or updating

existing risk existing risk handling approachesd aeanalyzing known risks. The
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key to the risk monitoring process is to estabaskchedule management indicator

system.

Risk management documentation and communication

Successful risk management programs include tirapcific reporting procedures
that accurately communicate plans, data, results @her relevant information.
Normally, documentation and reporting procedures defined as part of the risk
management strategy planning before contract awart they may be added or

modified during contract execution.

2.1.14 The Role of Internal Audit’s in risk managenent

Gleim (2004) indicates that risk management is\arkeponsibility of management.
To achieve its business objectives, managementidhensure that sound risk
management processes are in place and functioiminigis respect, boards and audit
committees have an oversight role to determine dparopriate risk management

processes are in place and that these processadeqpeate and effective.

This means that management and the board are sBlgofor their organization’s
risk management and control processes. Internaitamsdshould assist both
management and the audit committee by examiningjuating, reporting and
recommending improvements on the adequacy andtigffaess of management’s

risk processes (Gleim, 2004).

However, internal auditors acting in a consultiotgercan assist the organization in
identifying, evaluating and implementing risk maeagnt methodologies and
controls to address those risks. Internal audiimgan independent, objective
assurance and consulting activity. Its core rolehwiegard to enterprise risk
management is to provide objective assurance tddlaed on the effectiveness of

risk management.

The IIA emphasizes that organizations should fulhderstand that management
remains responsible for risk management. Internditars should provide advice,
and challenge or support management’s decisionsknas opposed to making risk
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management decisions. The nature of internal agdtiresponsibilities should be
documented in the audit charter (1A 2004).

A key successful risk management is a stable aedigiable reporting structure that
delineates the specific roles and responsibilittethe appropriate personnel in the
organization (Weinstein, 2002, Deloach, 2000; Chapm2001). Effective risk

management requires a reporting and review streictar ensure that risks are
effectively identified and assessed and that apfatgpcontrols and responses are in

place.

Regular audits of policy and standards compliamoeisl be carried out and standard
performance reviewed to identify opportunities fomprovement. It should be

remembered that organizations are dynamic and t@paradynamic environments.

Changes in the organization and the environmeniviinch it operates must be

identified and appropriate modifications made tstegns.

Ernst & Young (cited by Pickett 2003: 154) idergsfi six major components of
effective risk management as follows:

* arisk strategy

* risk management processes

* appropriate culture and capability

* risk management function

* enabling technologies

« governance

Whether the internal audit function is in-house amtsourced, the internal audit
function should develop an understanding of theksrishat may prevent the
organization from achieving its objectives. Basedttus understanding, the internal
audit function should then plan its work to helpasie and mitigate those risks.

These responsibilities come as a natural resulieinternal audit's role.

There is an emerging trend for internal auditorbéoome more deeply and actively
involved in the organizational risk management.tAsy become involved in risk

management it is essential that they obtain manegerand board input and
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feedback. For instance, some auditors conduct@hed-day seminars together with

key management personnel.

Auditors establish risk databases that cataloggs®es along with their associated
risks, and some IAFs even use complex algorithmsléntify and calculate the
organization’s level of risk (Leithhead and McName2000). Once the
organization’s risks have been identified, interaadlitors and management can also
work together to develop, evaluate, and improvesrimdl controls to mitigate

exposure to risk.

2.1.15 Indicators of Effectiveness of Risk Manageme

According to ISACA, (2010), risk management is sobject to direct measurement,
there are indicators that correlate a successfydroagh. A successful risk
management program can be defined as one thatieatfig effectively and

consistently meets expectations and attains defoigelctives. It is a requirement

that expectations and objectives of risk manageremkefined.

A defined organizational risk appetite or a risketance in terms relevant to the
organization. Risk appetite refers the level ok tisat an organization is prepared to
accept, before action is deemed necessary to redug defining its risk appetite,

an organization can arrive at an appropriate baldetween uncontrolled innovation

and excessive caution.

An overall security strategy and program for acimgvan acceptable level of risk.
Defining the company's acceptable risk level falsmanagement because they
intimately understand the company's business drigad the corresponding impact

if these business objectives are not met.

2.1.16 Roles of Internal Audit

The role of internal audit include; verification thfe balance sheet items, analysis of
ledger accounts, vouching of supporting documendisraviewing whether company
policies and procedures were being followed andadexjuate, projection, appraisal
and investigations of operating problems as oppdeedccounting and financial

matters (Johnson and Brasseaux, 1965).
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Chambers et al, (1988) explains that among theesssthich have a great impact
upon the development of internal auditing in theufe is the use of specialists in
internal auditing — trend which already noticeablehe international survey carried
out by the IIA from 1968 to 1985; show that the émgment from other disciplines

(tax, management, work study) is being practiced large number of organizations.

Mwakalinga (2005) pointed out that; to be effectitee audit function must be
staffed with adequate number of qualified persorm@bropriate to size of the
company, internal auditors must have acknowledgggpat of the management of
an organization through the audit committee ofdbmpany. Internal audits should
be conducted objectively and independently.

2.1.17 Internal Audit Systems in Public Institutiors

Functions of Internal Audit Systems in public ifgiions in Tanzania include;
conducting audits on the best use of financial uesss, appraising the internal
control system in view of the rapid changes in tetbgy, carrying out investigative
audits. The implementation of IAS in public institins requires that the
management should be involved in the day to dagtiomns of IAS.

While external auditing in public institutions irafizania is carried out in accordance
with the International Standards on Auditing andeotAudit procedures which are
deemed appropriate under the circumstances, temaltaudit unit is responsible for
the evaluation of effectiveness of the financiaamting system and internal control

activities.

2.1.18 Factors Influencing Effectiveness of InterdaAuditing

There are a lot of factors that influence the dffeness of the internal auditing.
These factors differ from one country to anothed am a great extent they are
determined by the level of development and evotutbinternal audit and the state
of technology of a country. Proper classificatiarishese factors to a great extent

depend upon the intended/planned objective (Mr@0a3).
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2.2 Independence

A formal mandate from the board or audit commitiemild give the internal audit
function the authority to audit anything that, ia professional opinion, impacts the
effectiveness of governance, risk management, anttat processes. In addition to
that they emphasis that other factors, like inteenaliting having its own budget ,
the power of internal audit manager to allocatdgat as he or she sees fit (Mrema,
2008).

2.2.1 Responsiveness to management's needs

The internal auditors’ ability to respond to managet follows from an

understanding of organizational challenges. Ad d&gsignment is one way of staying
relevant to management's needs. Internal auditagis to function effectively as a
member of the organizational team. It must undedsthe daily challenges faced by

management and structure its work accordingly (Mre2@08).

2.2.2 Contribution to performance improvement

Unless internal auditing can show that its worktabntes to better service delivery,
it will be difficult to ensure management backingr finvestment in the audit
function. A non-value-added audit organization he tpublic sector could also
hamper any attempts for increased transparencaeswlintability in governance. To
increase audit efficiency, internal auditors shottddcentrate on areas that carry the
highest risk.

2.2.3 Attitude of Finance Committee and Full Coundi

Section 45(1) of the Local Authority Finance Act.NdbOf 1982 state that internal
auditor should report to the Council Director arid teport later sent to Finance
Committee via the Management of the Council. Thastisn does not allow the
internal auditor to have direct communication wetther Finance Committee or Full

Council. This makes the internal auditor to be laggpendent.
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The internal auditors’ reputation is still not selivestablished that it can be traced
and relied upon. It is a growing profession thakdseconstantly to prove itself, and
to strive towards excellence. One possible trenghtmbe for auditors to be spread
more widely across organizations, but for them & fewer in number at each

location (Chambers et al, 1987).

2.3 Internal Auditing System in Public Institutions

Under the Constitution, the Controller and Audi@eneral (CAG) head the National
Audit Office (NAO) and are responsible for exammimnquiring into, auditing and

reporting on the accounts of the Government. Thiestude ministries and

departments of as well as their Accounting officeids public authorities and other
public bodies and any authority or body requireddw to be audited by the CAG
(CAG, 2009).

The CAG is required by law to submit to the Ministé Finance all audit reports,

and the Minister is also required to promptly subtimém to the National Assembly
so that they can be made public. In carrying oetftimctions of inquiry, examination

and audit of accounts, the following provides guamkato the CAG. All accounts

must be kept in accordance with generally acceptedunting practices as required
by law (CAG, 2009).

All reasonable precautions have been taken so asmafeguard the collection of
revenue; and the receipt, custody, disposal, iasdeproper use of public property,
and that the law, directions and instructions aablie have been observed. All
forms of expenditure of public money have been ergpauthorized and applied to

the purposes for which it was appropriated andtti@ataw (CAG, 2009).

Directions and instructions applicable have beesenked; and economy, efficiency
and effectiveness have been achieved in the usaabf public money resources. In
addition to the above, the Controller and Audit@r@ral have the powers to:

)] Call upon any public officer to provide any explaoa and information that

is deemed necessary;
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i) Summon and examine any person in connection with ribceipt or
expenditure of public money or the receipt of issfieany public property
affected by the provision of the Act; and

i) Authorize any person eligible to be appointed agaditor for a Company or
to be registered as an Accountant or an Auditoeutite

1Y) Auditors and Accounts (Registration) Act, 1972 ary goublic officer to

conduct an inquiry, examination or audit on histbenalf.

The CAG reports to the President, who forwardsattveual audits to the Parliament,
where they are deliberated in the Public Accountamf@ittee and the Local
Authorities Accounts Committee. The main technipedblem experienced by the
NAO is that capacity constraints lead to delayshm delivery of its reports, which

makes it correspondingly hard to demand actionuspacted malpractices.

Further, strictly speaking, the responsibility tofarce accountability does not lie
with the CAG, but with the Permanent Secretaryhef Ministry of Finance, who is
empowered to hold the accounting officers of MDAs@untable. Again, there are
no known cases of the Permanent Secretary makiagotighis prerogative. In
addition, another problem with the reports is ttatre is surprisingly little effort in
putting the findings in an analytical context sattthey can be better understood by

the majority of the public.

The first attempt at putting the audit findingsaircomparative and analytical context
was done as part of the preparation of the 2002uAhRReport on the State of
Corruption in Tanzania. The establishment of angaghip between the Public
Accounts Committee of the Parliament to follow uppwevious years’ reports and to
demand action could be a way of strengtheningripact of the good work done by
the National Audit Office.

Machura (2007) did a research study on “effectiggnef internal auditing in
Tanzania Public sector: Case of selected ministiregependent department and
agencies”. The objective of this research was @&mtifly factors impacting on the

25



effectiveness of internal auditing service in tlemtcal government. The researcher
uses the qualitative method in analyzing the datedilected.

The researcher concluded that in general the iatexaditing in the MDAS is not
effective. Among reasons provided by the researébeineffective is being low
awareness by chief executive officers of the imgowee of internal auditors, less
support in terms of budget and staffing, not takastjon on recommendations made
by internal auditors and scope of internal audivises which is limited to financial

audit.

Lotto (2005) conducted a study on effectivenessntdrnal auditing in Tanzania

organizations. The main objective of the study wasassess the impact of
information technology on internal auditing effeetness. He argued that factors that
can enhance internal audit functions include; caf@ogovernance, corporate risk

management, and fraud detection and prevention.

These factors lead to internal audit effectivenagerms of cost saving, accuracy in
data processing, completeness of data procesdegbility, reduction of staff

required, increased in capacity to process largeinve of data and proactive
anticipation of problem. In his finding the resdacrevealed that almost all auditors
in organisation he studied are professionally antamts and most do not perform

computer audit.

Uphoo, (2006) made a study on how the banks impietheir internal auditing as a
control tool with the objective of identifyingdeors influencing the effectiveness of
internal auditing in commercial banks. Findingghé study revealed that key factors
for effective internal audit include; support of magement of the organization,
adequate capacity in the internal audit unit arfficsent training support.

The study further revealed that changing attitulmmanagement and other workers
towards internal audit function over time. Aparrh that she also cited limited
exposure, technology change, independence, changedit approach from system
based to risk based, insufficient working tools amwthancing risk culture as the

major challenges facing the internal auditors.
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Mwakalinga (2005) researched on the effectivendsgternal audit function in
development projects in Tanzania, a case of TanZaocial Action Funds (TASAF).
The researcher found that internal audit functias imsufficient capacity in terms of
size and structure. In addition ineffective (wemtdtgrnal audit was due to inadequate

capacity in the internal audit units and poor tagmagement support.

Furthermore the IT knowledge in auditing of compztd accounting system
(EPICOR) which is being used by TASAF accounts €ifs in accessing the
community sub projects in planned time was onehefrajor challenges faced by
internal auditors. The study has brought much dmuion to the understanding of

the effectiveness of the internal audit functiom@velopment projects in Tanzania.

However, the study does not address the issuesdiygies of skills that are required
to be possessed by the internal audit staffs whaihgle skilled or multidisplinary
(multi skilled) since most projects that were undieen by the TASAF especially in
Phase one were construction in nature and moghaitauditors in LGAs possess
accounting knowledge. Also the study was speclficah the TASAF supported

projects.

Arena and Azzone (2009) conducted on internal aeffitctiveness: relevant driver
of auditees’ satisfaction. Their study which wasdzhon a multiple case study, and
involved 12 Italian organizations from differentdirstries and different normative
context (the analysis tackled listed and non listethpanies; financial and non

financial service providers).

Drivers that lead to internal audit effectivenemsd classified them as those under
the control of internal auditors (competence amafgasional proficiency of internal

auditors, an adequate “promotion” of internal aaditcompany level, and the modes
of interaction between auditors and auditees duandit interventions) and those

which are beyond the auditors’ control.
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Also the study investigated the perceived valueth& internal auditors by the
auditees where 60% of auditees were satisfied ey srvices of auditors on
monitoring compliance with company’s procedurespuigh a check list approach.
The research also revealed that the auditors aggbdarhave some competencies

related to auditing; their knowledge of businesspsses is more limited.

2.4 Empirical Literature Review

The role of internal audit include; verification thfe balance sheet items, analysis of
ledger accounts, vouching of supporting documemdsraviewing whether company
policies and procedures were being followed andadexjuate, projection, appraisal
and investigations of operating problems as oppdeedccounting and financial

matters (Johnson and Brasseaux, 2005).

Chambers et al, (2008) explains that among theesssthich have a great impact
upon the development of internal auditing in theufe is the use of specialists in
internal auditing — trend which already noticeabléhe international survey carried
out by the IIA from 2008 to 2005; show that the émgment from other disciplines

(tax, management, work study) is being practiced lgrge number of organizations.

Mwakalinga (2005) pointed out that; to be effectitee audit function must be
staffed with adequate number of qualified persorm@bropriate to size of the
company, internal auditors must have acknowledgggat of the management of
an organization through the audit committee ofdbmpany. Internal audits should

be conducted objectively

Machura (2007) did a research study on “effectiggnef internal auditing in
Tanzania in public sector: Case of selected miesstindependent department and
agencies”. The objective of this research was @&mtifly factors impacting on the
effectiveness of internal auditing service in tlemtcal government. The researcher
uses the qualitative method in analyzing the datedilected.

28



The researcher concluded that in general the iatewnditing is not effective. Among
reasons provided by the researcher for ineffeasvieeing low awareness by chief
executive officers of the importance of internadidors, less support in terms of
budget and staffing, not taking action on recomnaéinds made by internal auditors

and scope of internal audit services which is kahito financial audit.

Lotto (2005) conducted a study on effectivenessntdrnal auditing in Tanzania
organisations. The main objective of the study wasassess the impact of
information technology on internal auditing effeetness. He argued that factors that
can enhance internal audit functions include; caf@ogovernance, corporate risk

management, and fraud detection and prevention.

These factors lead to internal audit effectivenagerms of cost saving, accuracy in
data processing, completeness of data procesdegbility, reduction of staff

required, increased in capacity to process largeinve of data and proactive
anticipation of problem. In his finding the resdacrevealed that almost all auditors
in organisation he studied are professionally antamts and most do not perform

computer audit.

Uphoo (2006) made a study on how the banks implétheir internal auditing as a

control tool with the objective of identifyingdeors influencing the effectiveness of
internal auditing in commercial banks. Findingghé study revealed that key factors
for effective internal audit include; support of magement of the organization,

adequate capacity in the internal audit unit arfficsent training support.

The study further revealed that changing attitulemanagement and other workers
towards internal audit function over time. Aparbrh that she also cited limited
exposure, technology change, independence, changedit approach from system
based to risk based, insufficient working tools amwthancing risk culture as the

major challenges facing the internal auditors.

Mwakalinga (2005) researched on the effectivendsgternal audit function in
development projects in Tanzania, a case of TaaZaocial Action Funds (TASAF).

The researcher found that internal audit functias imsufficient capacity in terms of
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size and structure. In addition ineffective (wegtt¢rnal audit was due to inadequate
capacity in the internal audit units and poor tagmagement support.

Furthermore the IT knowledge in auditing of compaid accounting system
(EPICOR) which is being used by TASAF accounts €ifs in accessing the
community sub projects in planned time was onehefrajor challenges faced by
internal auditors. The study has brought much dmuion to the understanding of

the effectiveness of the internal audit functiom@velopment projects in Tanzania.

However, the study does not address the issueediyfies of skills that are required
to be possessed by the internal audit staffs whesdiegle skilled or multi-

disciplinary (multi skilled) since most projectsathwere undertaken by the TASAF
especially in Phase one were construction in natume most internal auditors in
LGAs possess accounting knowledge. Also the stualy specifically on the TASAF

supported projects.

Arena and Azzone (2009) conducted on internal aeftitctiveness: relevant driver
of auditees’ satisfaction. Their study which wasdzhon a multiple case study, and
involved 12 Italian organizations from differentdirstries and different normative
context (the analysis tackled listed and non-listedhpanies; financial and non-

financial service providers).

Drivers that lead to internal audit effectivenemsd classified them as those under
the control of internal auditors (competence amafgasional proficiency of internal
auditors, an adequate “promotion” of internal aaditcompany level, and the modes
of interaction between auditors and auditees duandit interventions) and those

which are beyond the auditors’ control.

Also the study investigated the perceived valueth& internal auditors by the
auditees where 60% of auditees were satisfied ey sbrvices of auditors on
monitoring compliance with company’s procedurespuigh a check list approach.
The research also revealed that the auditors agugbearhave some competencies

related to auditing; their knowledge of businespsses is more limited.
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2.5 Conceptual Framework
The study was guided by the conceptual framewoscrilged as show in the figure

below;

Figure 2.2: Conceptual Framework

Organizaticnal setting

® Organizational profile

® Internal orgamization

m Organizational policies and
procedures

m Budgstary status of internal
audit office

- . . Management support
_ntlemal Aundit Quality h 4 m Response to audit findings
m Staff expertise m Commitment to strengthen

= Scope of service T ;

. mtemal audit
= Effective audit planning #

m Fieldwork and controlling
m Effective communication

Intermal Audit
Effectiveness

F Y

hd

Aunditee attnbutes

m Proficiency of the audites

B Audites attitude towards intermal audat
® Level of cooperation to the auditor

Source: Fayolle (2000)

The relevant Conceptual Framework for analysis anthmarizing the Internal

Auditing framework is given in the figure below. tine framework, effectiveness of
an Internal Auditing system is assessed based myanzation setting, quality of

internal auditing, management support, reliabilit financial information, auditee

attributes; efficiency and usefulness of operatialetection and prevention of fraud
(Johannisson, 1991).

The framework allows measuring of independent Ydes effectiveness of an
internal control system (ability to evaluate compamr department’s compliance
with laws and regulations, assess the reliabilftyimancial information, determine
the efficiency and usefulness of operations, detedtaud and prevention of fraud)
and the outcome — financial control and feedbaclkwsiness operations (Fayolle,
2000).
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2.6 Research Gap

From the theoretical and empirical literature rewtbat has been elaborated above, it
IS obvious that various studies have been conduecte@ffectiveness in internal
auditing but no studies have been conducted ommeaince of internal audit system
in risk management in the banking sector in Tareadence, there is a knowledge

gap that needs to be filled.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.0 Introduction

This chapter presents the research design andoérgtaidy, sample and sampling
techniques, nature of data and its sources, catetéchniques, data analysis and the
strategies that were pursued to ensure validityralability of data and information.

3.1 The Research Design

According to Hussey and Hussey (2007), researcignles the science (and art) of
planning procedures for conducting studies so asbtain the most valid findings.

Determining the research design gave a detailenl thlat can be used to guide and
focus the research. In the array of any activitypwing the destination where you

will go is important.

Based on this argument, it is why specifying yasearch design would guide you
towards the appropriate achievement of it. All il i& this is really the case about
the real fact, then an exploratory study is heriosen as the design which has
guided the conduct of this study. Exploratory studis herein selected based on the

reason that it is a valuable means of asking questi

The proposed study was empirical in nature, basechainly primary data collected

through a field survey. In the survey, structure@sijionnaires were used to collect
data on a sample of respondents over the studgdérhe researcher also reviewed
other official documents to obtain more historidata regarding the role of internal

audit in risk management employed in BOA.

* Qualitative approach
The researcher used a qualitative approach to e tab get more in-depth
information on the study and to give respondentsenfiieedom to steer around the

topics and issues posed.
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* Quantitative approach
The use of quantitative approach was essentiahéyneed to understand impact of
the problem and its extent on financial costs, amnitude of the problem on

company’s financial performance.

3.2 The Study Area

The research was carried out at the Head OffidBamik of Africa (BOA) which is
located along Azania Front, where all matters eglato internal audit are being
attended centrally. Being one of the commercialkban Tanzania, the researcher
decided to use the bank as the area of the sturhube he is employee of the bank
and hopes that his familiarity with the bank wouwdnplify the data collection

process.

3.3 Population, Sample Size and Sampling Technique

It is argued from many authors that the choice alamy researcher’s population,
sample size and sampling techniques dependingeffetsibility and sensibility of
collecting data to answer your research questioafg) to address the research
specific objectives from the entire population. (S@ers et al, 2009). The researcher

picked respondents from BOA employees of all letelsepresent other staffs.

The researcher used purposive sampling techniqaeléat 40 respondents from the
population of the study. The sample included; 5 ivers of staff of the bank from
the Risk Management Department, 5 members of $tafii the Internal Audit
Department and 30 members of staff from Bank Ojperat Department. The

respondents were purposively selected based anlities of duty.

3.4 Data Collection Techniques

During the study, both primary and secondary dateection methods were applied.
Primary data collection methods included; obseovati questionnaires and
interviews. Secondary data collection methods metldocumentation.

34



3.4.1 Questionnaires

In the categorization of respondents, there arsethwho did not get the time for
unknown reasons to be interviewed, yet the intdieenwas needed to the large
extent to give information proper for the bettehiagement of this study. It is
therefore, such respondents were given the oppbrtto answer at their own
convenient time and return the filled questionnawethe researcher (Churchill,
2002).

Structured questions were prepared by a researttteequestions covered specific
detailed information which were needed to cover tetails of the research

problems.

3.4.2 Interview

According to Welman and Kruger (2001), in a struetuinterview, the interviewer
asks a respondent a collection of questions frgresiously compiled questionnaire
(known as an interview schedule), faces to faceraodrds his or her responses. The
interview is restricted to the questions, their eiog and their order as they appear

on the schedule, with relatively little freedomd@viate from it.

According to (Kothari, 2006), an interview is a sétquestion administered through
oral or verbal communication or is a face-to-facaission between the researcher
and interviewee respondents. This primary dateecttin method was used because
it enabled the researcher to get supplementaryrmrd@oon in addition to that
obtained by using questionnaires.

Interviews were conducted by the researcher tcwelaBOA officers; the intention

was to get what was really happening in the field.

3.4.3 Documentary

Documentary type of data collection was used ttecbsecondary data, which was
undertaken by consulting various documents sudhtamal Audit Reports and Risk
Management Audits at BOA. The researcher also desedmentary data collection
method to examine past financial statements ofbtrgk to find out the extent to
which the bank has been exposed to various typesksf
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3.5 Data Analysis

After collecting data, the researcher verified, lpr& and present findings in the
form of tables, percentages, graphs and charts.intbgpretation was based on the
evidence that was showed from the analyzed datea &walysis and interpretation
helped the researcher to answer the research guesind recommend what should

be done in order to improve the risk managementqa®
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CHAPTER FOUR
DATA ANALYSIS, DISCUSSION AND INTERPRETATION OF RES EARCH
FINDINGS

4.0 Introduction

This chapter offers the discussion, analysis oflifigs of the study, descriptive
statistics of the data collected and brief presamtaaround the findings concerned
about the role of internal audit on performanceirdgérnal audit system in risk

management.

4.1 Age Profile of Respondent

To determine the age profile of respondents, tseaeher analyzed their ages. The
findings from the analysis were recorded as showTable 4.1 and Figure 4.1

below:

Table 4.1: Age profile of Respondents

18 — 30 years 31 — 45 years Above 45 years
No of respondents 14 18 8
Percentage 35% 45% 20%

Source: Analysed data, 2014

Figure 4.1: Age profile of Respondents
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Source: Analysed data, 2014

37



The findings as shown in Table 4.1 and Figure Z4tealed that out of 40
respondents, only 20% of respondents were agedea#tdwears old and the rest

were aged below 45.

The age of respondent was shown by a researctsrote up inclusion of different

age groups so as to show up turn up of age siteeiresearch.

Helps in identify differences in opinion among ageups, that because older
respondents may have different opinion on the rofemternal audit compared to
young respondents.

4.2 Gender Profile of Respondents

In order to establish the gender profile of resmnsl, the researcher analyzed the
gender of respondents and the findings of the suwere recorded as shown in
Table 4.2 and Figure 4.2 below:

Table 4.2: Gender profile of Respondents

Males Females
Number of respondents 26 14
Percentage 65% 35%

Source: Analysed data, 2014

Figure 4.2: Gender profile of Respondents

KEY:

Females

- Males

Source Analysed data, 2014
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From the data analysed in Table 4.2 and Figureio&vs that only 35 percent (35%)

of respondents were females while 65% of respoisdeate males.
4.3 Performance of internal audit system in risk maagement in terms of;

Level of Education of Respondents

To establish the level of education of respondehts researcher analyzed feedback

from respondents as shown in Table 4.3 and Figarédow;

Table 4.3: Level of education of Respondents

Number of respondents Percentage
Diploma or equivalent 24 60%
Advanced Diploma/Degree 6 15%
Post Graduate Diploma 8 20%
Master’'s Degree 2 5%
Total 40 100%

Source Analysed data, 2014

Figure 4.3: Level of education of Respondents
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39



The findings in Table 4.3 and Figure 4.3 shows thajority of respondents (60%)

have Diplomas, 15% of respondents have Advancetbiges or degrees, 20% of

respondents have Post Graduate Diplomas and 5%espiomdents had Masters
Degrees. This shows that the staff of BOA havdifig@to perform their duties.

A researcher wanted to know the level of educatiothe respondent dueto the fact
that performing an internal audit activities anglementing internal audit system it
requires enough skills and highly understandingabdipy so a researcher needed to

draw his/her conclusion from required staffs.

4.4 Level of Work Experience among Respondents

The researcher analyzed the level of work expegi@idRespondents. The findings

are in Table 4.4 and Figure 4.4.

Table 4.4: Level of work experience among Responden

Number of respondents Percentage of respondents
0 — 5 years 22 55%
6 — 10 years 16 40%
More than 11 years 2 5%
Total 40 100%

Source: Analysed data, 2014

Figure 4.4: Level of experience among Respondent
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From the findings of the study in Table 4.4 and uFég 4.4 above, 55% of
respondents said they have work experience ofy@abs, 40% of respondents have

work experience of 6-10 years and 5% of respondeaie work experience of more

than 11 years. These findings suggest that majoegpondents have enough

experience to perform their duties effectively.

4.5 Rank/Position of Respondents

The data were on the profile of respondents basdtier rank or position within the

company. The feedback from was documented as shoWable 4.5 and Figure 4.5;

Table 4.5: Profile of Respondents per rank/position

Rank/Position Number of respondents Percentage
Executive 1 2.5%
Senior Manager 2 5%
Manager 3 7.5%
Assistant Manager 6 15%
Operations Officer 20 50%
Assistant Operations Officer | 8 20%

Total 40 100%

Source Analysed data, 2014

Figure 4.5: Profile of Respondents per rank/positio
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As shown in Table 4.5 and Figure 4.5 above, thdirigs show that majority of
respondents (20) respondents were Operations @ffidellowed by Assistant
Operations Officers (8), Assistant Managers (63, Blanagers (3), Senior Managers
(2) and 1 Chief Executive. These findings sugghat tespondents of the study

included respondents from various ranks and postad the company.

For well performing and implementation of risk mgement to an organization,
different staffs from respective department wek®ived in a formulation of policies
and procedures so a researcher comprises diffestafits level from different
departments so as to provide a room for a researtch&now their collective
involvement in implementation and performing ofeimtal audit system in risk

management.

4.6 Training on Risk Management amondrespondents

In order to establish whether respondents had wedeany training on Risk
management, the researcher analyzed the feedlmamlkéspondents on the issue and

the feedback was documented as shown in Tablend.Eigure 4.6 below;

Table 4.6: Training on Risk management among Respaoents

Trained Not trained
Number of respondents 32 8
Percentage 80% 20%

Source Analyzed data, 2014

Figure 4.6: Training on Risk management among Resmdents
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From the findings in Table 4.6 and Figure 4.6 shtiwet 80% of respondents said
they had received training on risk management w2ll& of respondents said that
they had not received training on risk managemeraining is very crucial for

making employees aware of risk management and rtiales them perform their

risk management duties effectively.

4.7 Implementation of BOA Internal Audit System in Risk Management in
terms of;

Level of Awareness on Risk Management among Respaarits

The researcher asked respondents to mention teeal lof awareness on risk
management. The feedback was documented as shotle ihable 4.7 and Figure
4.7.

Table 4.7: Level of awareness on Risk management amg Respondents

Number of respondents Percentage
Not aware 4 10%
Moderately aware 6 15%
Aware 18 45%
Highly aware 12 30%
Total 40 100%

Source: Analysed data, 2014

Figure 4.7: Level of awareness on risk managementreong respondents
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Source: Analysed data, 2014

The findings in Table 4.7 and Figure 4.7 shows #&#% of respondents said that
they are aware, 30% are highly aware, 15% are ratelgraware, 10% are not
aware. These findings show that, respondents weaeeaof risk management. The

researcher found out that risk management depentteedknowledge of participants.

4.8 Objectives of Risk Management

To establish the objectives of risk managementyésearcher asked respondents to
mention the objectives of risk management. Theiffigel from the analysis were

documented as shown in the Table 4.8 and Figurbel®v;

Table 4.8: Objectives of Risk management

Number of respondents Percentage
Prevention of financial misconduct 4 10%
Adherence to financial guidelines 6 15%
Enhancing financial reporting 18 45%
Instilling financial discipline 12 30%
Total 40 100%

Source: Analysed data, 2014

Figure 4.8: Objectives of Risk management
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The findings in Table 4.8 and Figure 4.8 above skimat the main objective of risk
management at BOA are; prevention of financial onsitict (10% of respondents),
adherence to financial guidelines (15%), instilliingancial discipline among staff

members (45%) and enhancing financial reportin§480

Better outcomes in terms of prevention of finanamisconduct, adherence to
financial guidelines, enhancing financial reportibgenables greater openness and
transparency in decision-making and ongoing managemprocesses on performing

and managing risk.

4.9 Level of Participation of Respondents in implemnting Internal Audit
System in Risk Management

To establish the level of participation of respamdein risk management, the
researcher analysed the feedback from respondentheoissue and the feedback

from respondents was documented as shown in Tablendl Figure 4.9 below;

Table 4.9: Level of participation of Respondents irRisk management

Number of respondents Percentage
Maximum 24 60%
Average 6 15%
Minimum 8 20%
None 2 5%
Total 40 100%

Source Analysed data, 2014
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Figure 4.9: Level of participation of respondentsn Risk management
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Source: Analysed data, 2014

Majority of respondents (60%) said that the pagsation of respondents is at
Maximum level, 15% of respondents said that theellesf participation in risk
management is Average, 20% said the level of ppation of respondents in risk
management is at Minimum level and 5% said thatlével of participation of

respondents in None.

4.10 Examine of performance of Internal Audit Systes in Risk Management in

terms of;

Accuracy in Conducting Risk Management

To establish the opinion of respondents on accudcBOA in conducting risk
management, the researcher analyzed the feedbadsmdndents on the issue and
the feedback of respondents was documented as showable 4.9 and Figure 4.9

below;
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Table 4.10: Accuracy in conducting Risk management

Number of respondents Percentage
Standards and reports| 24 60%
Investment guidelines | 10 25%
Position limits and 6 15%
rules
Total 40 100%

Source: Analysed data, 2014

Figure 4.10: Accuracy in conducting Risk management
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The results in Table 4.10 and Figure 4.10 show 606&b of respondents said that at

BOA there were standards setting and financial nepy, 25% of respondents said

that at BOA there were well defined investment glirces and 15% of respondents

said at BOA there were position limits and rulesmgeollowed in conducting risk

management. Overall, 85% of respondents had th@oopthat conduction of risk

management at BOA is accurate due to the factttieat are clearly defined and

followed of standards setting and financial repaytiinvestment guidelines and

position limits and rules. Accuracy in conductioh risk management helps to

contribute to attainment of objectives of perforgnitsk management.
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4.11 Performance of internal audit system in risk mmnagement in terms of;
Effectiveness of BOA in Risk Management

The researcher analyzed the feedback from resptsdereffectiveness in risk and
the feedback from respondents was documented amsihoTable 4.11 and Figure
4.11;

Table 4.11: Effectiveness of BOA in Risk management

Number of respondents Percentage
Independence 12 30%
Adequacy of qualified personnel 16 40%
Support of the management 8 20%
Risk appetite 4 10%
Total 40 100%

Source: Analysed data, 2014

Figure 4.11: Effectiveness of BOA in Risk managemen
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The findings in Table 4.11 and Figure 4.11 show #@%26 of respondents said that
BOA have adequate qualified staffs in implementigk management, 30% of
respondents said that BOA have enough independ#nt® functions in consulting

for implementing risk management, 20% of resporgisatd that BOA have getting

management support in implementing risk manageméiie 10% of respondents
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said that BOA have a certain level of risk tolemngefore action is deemed

necessary to reduce it in performing risk managémen

4.12 Implementation and Performance of BOA internalaudit system in risk

management in terms of;
Independence of Risk Managers at BOA

To examine the independence of risk managemen©Od&t, Bhe researcher asked the
respondent to rank this variable from very indemendo not independent at all. To
perform their role effectively, risk managers requorganizational independence
from management, to enable unrestricted evaluaifomanagement activities and
personnel. The feedback from respondents was dadech@s shown in Table 4.12

and Figure 4.12 below;

Table 4.12: Independence of Risk managers at BOA

Level of independence Number of respondents Percentage
Ability to audit anything 8 20
Consideration of professional opinion | 12 30

Having own budget 12 30

The power of budget reallocation 8 20

Total 40 100

Source Analysed data, 2014

Figure 4.12: Independence of Risk managers at BOA
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Source: Analysed data, 2014
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The findings in Table 4.12 and Figure 4.12 show, tB&% of respondents said that
at BOA internal audit department have extent ofvjg® professional opinion, 20%
of respondents said that BOA internal audit depantnihas auditing authority, 30%
of respondents said BOA internal audit departmewirty their own budget, while

other 20% of respondents said that BOA audit depant made their own

reallocation of budget.

Overall, the findings show that 60% of respondesaisl that BOA audit department
is “independent” in implementing and performingkrimanagement due to the given

parameters of usefulness of professional opini@hheving its own budget.

4.14 Implementation of BOA internal Audit System in Risk Management in

terms of;
Level of Support of Management to Risk Management

Risk management within an organization is lesdyike be successful when it does
not have management support. In organizations wigkenanagement consistently
delivers good results, the corrective action predssikely to be institutionalized as

a result of the management support.

The researcher analyzed the feedback from resptsadenthe level of support of
management to risk management and the feedback frespondents was
documented as shown in Table 4.14 and Figure [t

Table 4.14: Level of support of management to Risknanagement

Number of respondents Percentage
Strategic plan 10 30%
Risk identification 16 40%
Risk evaluation 8 20%
Management control 4 10%
Total 40 100%

Source: Analysed data, 2014
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Table 4.14: Level of support of management to Risknanagement
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Source Analysed data, 2014

The findings of the researcher shows that 40% apardents said that the
management of BOA is supportive to the risk managggrfunction in terms of risk
identification, 30% of respondents said that thenaggment of BOA is very
supportive of the risk management function in terofisstrategic plans, 20% of
respondents said that the management of BOA is $eggortive to the risk
management function in terms of its evaluation 20% of respondents said that the
management of BOA is not supportive to the risk agament function in terms of
risk controls. Overall, these findings show that thanagement of BOA is somehow

supportive of the risk management function at BOA.

4.15 Challenges Facing Boa in Risk Management

The researcher asked respondents to mention tHeergpes facing BOA in risk
management. The feedback from respondents ondte ¥8as documented as shown
in Table 4.15 and Figure 4.15 below;
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Table 4.15: Challenges facing BOAn Risk management

No. of respondents Percentage
Poor planning 12 30%
Lack of awareness on risk management 16 40%
Lack of adequate resources for risk management 8 % 20
Lack of enough experience 4 10%
Total 40 100%

Source Analysed data, 2014

Figure 4.15: Challenges facing BOA in Risk manageme

16 Lack of awareness
2 14 :
@ Poor planning
S 12
(@)
§ 10
- Lack of time
5 8
3 6 :
S Lack of experience
>
> 4
2
0

Source: Analysed data, 2014

The findings in Table 4.15 and Figure 4.15 show thallenges facing BOA in risk
management at include; lack of awareness on riskagement among respondents
(40%), poor planning on how risk management is en@nted (30%), lack of
adequate resources to implement risk managemeft)(28nd lack of adequate
experience in conducting risk management (10%). Stuely found that lack of

planning poses a clear constraint to implementaiforsk management at BOA.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.0 Introduction

This chapter presents a summary of findings, cammtuand recommendations of the
study. Respondents were asked a variety of quastiooording to their knowledge,

skills and disposition.

5.1 Summary

During the study, the researcher found out thatoritgj of respondents were
adequately qualified and experienced to be ablgetéorm their duties effectively.
The researcher also found that respondents atteagudnt training in risk
management. This shows that BOA is committed irueng their staffs are always

kept up-to-date of developments in their field afriu

The researcher also found that 45% of respondemddisat they are aware, 30% are
highly aware, 15% are moderately aware, 10% areligiitly aware. These findings

show that, on average, respondents are awarekafnasagement. During the study,
the researcher found out that conduction of risknagament depends on the
knowledge of participants on risk management awd ihés conducted.

Also, the main objective of risk management at B@&xe found to be; prevention of
financial misconduct (10% of respondents), adherdadinancial guidelines (15%),
instilling financial discipline among staff membg#5%) and enhancing financial
reporting (30%). 60% said that the participatiomedpondents is at Maximum level,
15% of respondents said that the level of parttedpain risk management is

Average.

60% of respondents said that risk management at BOAAccurate”, 25% of
respondents said that risk management at BOA igy\é&ecurate” and 15% of
respondents said that conduction of risk manageatdBOA is “Not accurate”. 40%
of respondents said that BOA is “Effective” in impienting risk management, 30%

of respondents said that BOA is “Very Effective’implementing risk management.
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30% of respondents said that risk management at BOMdependent”, 20% of
respondents said that BOA is “Very independentimplementing risk management,
30% of respondents said it was BOA is “Less inddpet’ in implementing risk
management while 20% of respondents said that BOANDLt independent” in

implementing risk management.

35% said that the ability of risk management tospre financial misconduct at BOA
is at Maximum level, 30% of respondents said thatability of risk management to
prevent financial misconduct at BOA is Average, 20Pfespondents said the ability
of risk management to prevent financial miscon@i@OA is at Minimum level and

15% of respondents said that it is not able.

Also, 40% of respondents said that the managenfé®®a is supportive to the risk

management function, 30% of respondents said tieatmanagement of BOA is very
supportive of the risk management function, 20%regpondents said that the
management of BOA is less supportive to the riskagament function and 10% of

respondents said that the management of BOA isupgiortive.

Challenges facing BOA in risk management were folande; lack of awareness on
risk management among respondents (40%), poor ipguom how risk management
is implemented (30%), lack of adequate time to engnt risk management (20%),
and lack of adequate experience in conducting mskagement (10%). The study
found that lack of planning poses a clear condtréonimplementation of risk

management at BOA.

Weaknesses observed in risk management at BOA

The researcher found that these challenges resuéiesl various weaknesses such as
inefficient control over cash receipts. During thteidy, the researcher found that

there were irregularities in documentation of cesteipts from various sources of

revenues within BOA. Internal controls institutegg BOA with regard to cash

receipts include issuing of receipt which systemumbered.
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However, the researcher unearthed some incidenbesewcash receipts were not
evidenced by issuance of receipts. Also, the ratation between cash receipts is
conducted through preparation of daily report sumynaed daily cash banking and
receipts. However, the researcher found that clntaith regards to cash receipts

are inefficient.

5.2 Conclusion

During the study, the researcher found out thabnitgjof respondents were
adequately qualified and experienced to be abpettiorm their duties effectively.
The researcher also found that respondents atteqdent training in risk
management and also the respondent have enougatieduor performing their
duties. This shows that BOA is committed in engyitireir staffs are always kept up-

to-date of developments in their field of work.

Based on the findings of this study, the researcbacludes that Bank Of Africa is
effective in implementing and performing internabld system in risk managements
although the exercise is faced by various challenigat hinder effectiveness of BOA
in performing risk management. These challengdsidies lack of awareness on risk
management among respondents, poor planning on figkv management is
implemented, lack of adequate time to implemerk nsanagement and lack of

adequate experience in conducting risk management.

5.3 Recommendations
From the conclusion; the researcher recommends that
* BOA should improve the institutional setting andriemnment to provide an
autonomous environment for smooth functions of Risithagement.
e BOA should work with the external auditors to implent the
recommendations of the audit report.
* BOA should employ enough risk managers staff toease the effectiveness
of the risk management department. Poorly staffggladment may fail to

achieve targets set and other goals.
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* BOA should take strategic measures to strengthein #udit department so
as to make it more effective in mitigating finaaisk and implementing
risk management strategies.

* BOA should offer frequent training on risk managei® all staff members
so that they become aware of various risks emeriginige banking industry

and how to combat them.

5.4 Areas for Further Research

The researcher recommends that more studies shheultbnducted on challenges

facing the risk management function in financiaititutions in Tanzania.
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APPENDICES

APPENDIX I: SCHEDULE OF ACTIVITIES

The table below is the schedule, which shows thee tiand activity that the
researcher will spend during the whole period efréssearch, starting from January,
2014

ACTIVITY DURATION (IN WEEKS)

Preparation of the materials f
research e.g. questionnaires

Making arrangements a
appointments with respondent

Distributing questionnaires
respondents.

Collecting of questionnaires ar
review of collected data

Conducting interviews  with
respondents

Preparation and presentation |of
the first draft of the dissertation

Preparation and presentation |of
the first draft of the dissertation
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APPENDIX II: RESEARCH BUDGET:

Budget Items

Rate (TShs)

Total Charge (TShs

1.Transportation
cost

600,000/=

2.Stationery &
Secretarial Services

2 ream_papers@50690/
1 Flash 45,000=

Photocopy @50/= (per page) | 250,000/=
Typing @500/= (per page)
Printing@5006¢# (per page)
Binding
3.Communication Telephone 50,000/= 110,000/=
Internet & Library 60,000/=
4.Meal Full meal 12,000/= (per day) 1,440,000/=
5.0ther Expenses Treatment etc. 100,000/=
Total 2,500,000/=
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APPENDIX IIl: QUESTIONNAIRE TO STAFF OF BOA

| am a student at Mzumbe University pursuing a Eiéstof Science degree in
Accounting and Finance | have prepared this quaséive for purpose of collecting
data concerning on my research study titled: “Assesnt of the Role of Internal
Audit in Risk Management Processes: Case Studyaok®f Africa (BOA)”. Your
contribution is highly valued in making the studycsessful. Assurance is given that

your personal information will be handled confidalty.

QUESTIONS

Instruction: Please tickY) as appropriate.

1. Age
(a) 20-25
(b) 26-30
(c) 31-35
(d) 36-40
(e) 41-above

2. Gender
(a) Male
(b) Female
3. Educational Qualification.

(a) Ordinary Diploma

(b) Bachelor degree

(c) Post Graduate Diploma
(d) Master’s degree

(e) PhD

4. Working experience with BOA
(a) 20-25
(b) 26-30
(c) 31-35
(d) 36-40
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10.

(e) 41-above

Position

(a) Management
(b) Senior staff
(c) Junior staff
(d) Clerk

Does your position involve performing internal audlities?
(@) Yes
(b) No

What is your level of awareness on risk managenssoes?
(a) Totally aware
(b) Aware
(c) Partially aware

(d) Not aware

Have you received any form of training on risk mgeraent?

(@) Yes

(b) No
If your answer to the question above is Yes, hastthining helped to
improve your performance?

(@) Yes

(b) No

How is risk management performed at BOA?
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11. How effective is BOA in performing risk management?

(a) Very effective

(b) Effective

(c) Somehow effective
(d) Not effective

12. Does risk management help to improve finardigdipline at BOA?

(e) Strongly agree
() Agree
(9) Neutral

(h) Disagree

(i) Strongly disagree

13. Does risk management help to minimize incidené¢ésaad at BOA?

a.

Strongly agree

b. Agree

c. Neutral

d.

e. Strongly disagree

Disagree

14.  Does risk management help to improve overall peréorce of BOA?

a.
b.
C.
d.

e.

Strongly agree
Agree

Neutral
Disagree

Strongly disagree

15.  What are other objectives of risk manageraeBOA?
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16. What are challenges faced by BOA in rigghagement?

17.  What are the measures taken by BOA toorgrisk management?

18. In your opinion, what measures shoultblken by BOA to improve

Risk management?

Thank you for participation.
Your cooperation is highly appreciated.
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