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Abstract

This study aimed to examine the trajectory of internal audit effectiveness in Ethiopia's higher education
context. The study employed a quantitative data type. The data was collected from nine higher education
institutions (HEIs) purposively selected within the southern cluster. Five years of data were employed. The
research was conducted using the institutions' internal and external audit reports. Graphs, tables, and
charts are commonly employed in academic discourse. The findings indicate that the IA function does not
detect material misstatement and fraud. Additionally, the internal control system needs to be stronger, and
management needs to support the implementation of recommendations made by auditors entirely.
Furthermore, there needs to be a risk management strategy. The study suggests a collaborative effort
between management and internal auditors is essential to enhance value. Management designs systems
and procedures and allocates necessary resources to enhance the internal system and internal audit
functions. The auditors engage in consultation with management in order to establish the control
environment and develop a plan for risk assessment design.
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INTRODUCTION

Auditing is acquiring and evaluating informational evidence to identify and record how
closely the information fits with specified standards and is carried out by a qualified,
unbiased party(ALVIN A. ARENS, RANDAL J. ELDER, 2012). IA is an evolving task that
has transformed from fraud detection and compliance processes, intending to obtain
assurance regarding the proper functioning of all entities(Cascarino, 2015). The modern
corporate world has elevated internal auditing to a separate business function that
investigates, probes, examines, evaluates, and keeps tabs on an entity's activities to
boost those activities' efficacy. However, ever since its inception, internal audit has been
subject to consistent development. Most of these shifts have concerned the internal
auditing profession and internal auditors' roles, responsibilities, and authority within
businesses. At first, it kept tabs on and controlled the books to cut down on fraud, theft,
and unlawful property transfer. Its functions expanded beyond traditional accounting and
finance to encompass all aspects of a company's operations needing management and
evaluation. In particular, an internal audit is to get an awareness of the company's threats
and to set up a system to track and manage those threats to eliminate or at least mitigate
them. Its responsibilities include advising on developing work procedures, spotting areas
for enhancement, and supplying assistance during the management change process.
Thus, it has been given a considerable advising role, beyond only assurance, to ensure
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the proper establishment and enhancement of the company's procedures(Dukic, 2014).
According to the definition of the IA provided by the Institute of Internal Auditors, the
function and activities of internal audits are concentrated on adding value to the firm as a
professional and impartial activity that aims to provide assurance and consulting services
to enhance a firm’s operations. In order to improve organizational performance, internal
audit functions must be effective (I1A, 2018). Within the government entities, it facilitates
accountability and promotes the effective execution of government programs and
operations. Furthermore, it serves as a mechanism for monitoring and assessing fiscal
operations within governmental entities (Baharud-din, 2014). Internal auditors are
currently planning and installation of control systems to enhance all
procedures, particularly governance meshwork, with an increased emphasis on risk
management (RM), and providing constructive criticism helps increase overall efficiency
and effectiveness (Cohen & Sayag, 2010).

Both private and public company rely heavily on internal auditing to ensure financial
compliance and internal control (Djalil et al., 2018). The role of IA is to assess whether or
not the government is following its policies and sustaining the results of good governance
initiatives. A firms stated goals can be achieved by measuring its effectiveness, which is
the most crucial factor in determining whether or not an organization achieves its
goals(Abdullah & Mustafa, 2020; Mujalli, 2020).

According to (Arena & Azzona, 2009), the significance and value of internal audit in
enhancing a company's operations are contingent upon the specific responsibilities and
extent of its activities. More precisely, the justification for the presence of an internal audit
lies solely in its effectiveness, as it is the determinant of the optimal approach to fulfilling
its responsibilities and meeting the expectations set forth for it. According (IPPF, 2017),
the effectiveness of IAF is the extent to which it achieves the objectives for which it was
established. Internal audit plays a crucial role in proactively assisting management in
defining potential hazards, suggesting the implementation of an appropriate internal
control system to mitigate these risks promptly, offering guidance to enhance the
productivity of business processes, and ultimately contributing to the overall success of
the operations.

The effectiveness of internal audits is a matter that corporations must address. Greater
emphasis should be placed on conducting a further study in internal audit and its efficacy,
particularly within developing nations(Getie Mihret et al., 2010; Gikonyo, 2020; Mihret &
Yismaw, 2007; Samedy Hong, 2015).

The necessity of internal audit extends beyond private sector companies to encompass
the public sector. The public sector, often known as the government sector, carries out
its operations under the supervision of an internal audit department. The internal auditor
possesses more excellent knowledge regarding government activities and their
intricacies. Internal audits shall be conducted to attain clean or good governance, and it
iS necessary to prioritize maintenance efforts and effectiveness is the proxy(Abdullah &
Mustafa, 2020).
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Since public universities are under the purview of the "public sector,” they can manage
government funding. As such, they must periodically report their financial status to the
public. University fraud rates demonstrate that IAF is ineffective(Nisak & Rochayatun,
2023). This study focus on Internal Audit effectiveness trend analysis of Ethiopian public
universities.

Statements of Problem

The effectiveness of an organization's internal audit is a cornerstone of successful
governance and risk management. However, many businesses need more support to
keep their internal auditing functions running well due to insufficient funding, a lack of
qualified personnel, and a lack of autonomy and power. It raises the likelihood of fraud
and other irregularities, threatens the viability of the business in terms of operational and
financial losses, lowers the likelihood conformity with policies & stndards, and tarnishes
its brand(Ojong, 2014). In addition to the above challenge many studies argue that audit
effectiveness is challenging in private as well as public entities. Furthermore, numerous
studies contend that ensuring an audit's efficacy is difficult for commercial and public
company. (Shamsuddin et al., 2014) study shows that insufficient competence hinders
efficient IAF. Several factors hampered IAE, including audit quality and independence
(Pingkan et al., 2023), technical skill and work environment (Mokono & Nasieku, 2018),
and collaboration of internal and external auditors (Shah et al., 2023), internal auditors
characteristics(Khaled & Mustafa, 2013), audit committee size(Henry et al., 2022).

There are few studies in Ethiopia on the issue. (Birhane, 2019) studied on IAE in
Ethiopia's public sector found that internal audit units had low technical proficiency, gave
insufficient weight to audit recommendations, and needed both an audit charter and an
audit committee. Inadequate staff proficiency, high turnover and inadequate salary were
identified as the fundamental factors contributing to ineffective(Mohammed Assfaw,
2017). The competency of internal auditors, the organizational context, and the
independence of the internal auditor significantly impede IAE (Gaurav Aggarwal, 2020).

There is a need for more studies conducted on IAE between developed and developing
countries. While developed countries have seen a significant number of studies,
developing countries have needed to be more represented needed to be more
represented in this area of research. Furthermore, the findings of these studies have
exhibited inconsistency, with no universally acknowledged factor identified as a hindrance
to IAE. As far as the researcher is aware, there exists a substantial body of literature
investigating the various elements that influence IAE. However, there is a need for more
research focused explicitly on doing a trend analysis of IAE. The objective of this study is
to evaluate the patterns of IAE among a specific group of Ethiopian public universities.

General objective

e To investigate the trend of internal audit effectiveness on Ethiopia public university.
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Specific objectives

e To check the level of internal audit effectiveness over time.

e To check the level of risk management effectiveness & Control environment
Scope of the study

This research study examined the prevailing trend of internal audit effectiveness within
public higher educational institutions in the Southern cluster. The sample consisted of ten
higher educational institutions: Arbaminch, Boga, Dilla, Hawassa, Jinka, Mizan-Tepi,
Wachamo, Wolaita, Wolkite, and Worable. However, Worable was excluded from the data
analysis due to the unavailability of five years of data. A time series data was employed
to analyses the pattern.

LITERATURE REVIEW
Internal Audit effectiveness

Internal audit effectiveness is the degree of fulfillment of audit aspirations. The
International Professional Practices Framework emphasizes the crucial criteria for IAE:
independence, objectivity, competence, due professional care, the broad area of work,
access to records, information, and personnel communication and influence(llA, 2012,
2018).

Measurement of IAE

There are different criteria to measure IAE. Different research provides different
techniques to quantify it. 1A budget, staff size, independence, and scope are proxy to
measure IAE(Othman, N. H., & Ismail, 2020) .It can be evaluated based on its
independence, objectivity, and competency (Haron, 2021).(Arena & Azzone, 2009) divide
IAE indicators into process, output, and outcome. Professional standards and audit report
timeliness are categorized under process. The number of audits completed and the audit
findings' severity are output indicators, and outcome indicators measure how internal
audit affects risk management, governance, and operations. Based on institutional and
Marx's alienation theory, (Mihret, D. T., & Tekle, 2010) create parameters that are quality,
impact, and satisfaction. (Mahdawi, A., Al-Arabi, A., & Al-Awadi, 2018) suggest
independence, competency, resources, and breadth and coverage as indicators.(Al-
twaijry et al.,, 2003) measures using ISPPIA adherence (independence, scope,
professionalism, people, process, and impact. In addition, (Grima et al., 2023) employed
various metrics such as the percentage of the plan that was successfully executed, time
to accomplish panned activities, percentage implementing suggestion, the time taken to
resolve findings, adherence to policies and value added to the entities. Ten unique criteria
were employed in the assessment of IAE; these criteria were subsequently classified into
three categories: organization, process, and relationship(Azzali & Mazza, 2018).

According to the (1A, 2018), IAE is measured by how well the auditing process
accomplishes its goals. Audit scope and coverage, audit quality, and audit impact are all
facets of internal auditing that can be evaluated using the framework provided by the IIA.

Nov 2023 | 506



Jilin Daxue Xuebao (Gongxueban)/Journal of Jilin University (Engineering and Technology Edition)
ISSN: 1671-5497

E-Publication: Online Open Access

Vol: 42 Issue: 11-2023

DOI: 10.5281/zenodo.10223847

There is no universally accepted metric for gauging the success of an internal audit. A
company's size, sector, and risk profile, among other things, will determine the particular
indicators it employs. However, the framework and indicators supplied by the IIA can
provide a solid starting point for firm trying to measure and improve their internal audit
effectiveness.

The present study employed the numbers of investigations, percentages of correcting
audit findings and recommendations, as well as the outcomes of internal audits, might
serve as a suitable proxy for measurement purposes.

Methods and Materials

This study employed quantitative data to examine the trend. The study employed a
deliberate sampling technique to choose the southern cluster, which comprises ten public
universities. One of the universities in the sample does not have a five-year report and is
not incorporated in the analysis. The data collected from secondary sources, primarily
focusing on the audit reports of educational establishments spanning the academic
periods between 2017/18 and 2021/22. The study used internal and external audit report
to see the pattern of the audit performance. Time series data were used in the study to
examine the efficacy patterns of nine universities over five years. Time series data can
spot patterns and trends, such as whether university internal audit effectiveness scores
are rising, falling, or staying the same. When analyzing data acquired from secondary
sources, it is customary to employ a range of tables, graphs, and charts.

RESULTS AND DISCUSSION
The trend of Audit Findings

ARBAMINCH BONGA DILLA HAWASSA JINKA MIZAN ~ WACHAMO WOLAITA  WOLKITE

w=@==2017/18 2018/19 2019/20 2020/21 e=@==2021/2022

Fig 1: Number of audit finding
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Figure 1 shows that every university has an occasional increase in audit results.
Wachamo University had the highest audit findings, ranging from 47 in 2017-2018 to 78
in 2021-2022. Woaita Sodo and Wolkite University are the next highest. The analysis
also reveals that 2021/202 and 2020/21 saw the most enormous increments. IA functions
are practical, according to (Fachrurozy et al., 2022), if repeated findings are at a
respectable level and the numbers are not significant. However, the number of findings
in Figure 1 is not reasonable. Repeated findings such as payable and receivable as well
as expenditures that are not justified by pertinent evidence, recognition of non-fiscal year
expenditures, overpayment from the budget, purchases that are not verified per rules and
regulations, hiring staff who do not follow the rules and regulations, huge opening balance
difference are present in all universities. The result revealed that nearly all lack a risk
assessment system and that internal audit is poor and ineffective.

Internal audit recommendation implementation

Figure 2 displays the percentages denoting the enhancement of audit suggestions across
nine distinct universities. The numbers vary from 32% in Wachamo to 83% in Bonga. The
mean percentage of improvement is 56%. There exist discernible variations in the rates
of improvement among different universities. Bonga is the sole entity with an improvement
rate beyond 80%. The result implies that Bonga may possess robust mechanisms for
executing audit recommendations and that top and senior management actively endorses
the internal audit process. Wachamo is the sole entity exhibiting a rate of improvement
that falls below 40%. Wolaita, Wolkite, Mizan, and Jinka also improved by less than 50%.
According to (Majid, 2023), the average implementation rate is 70%. But in this study the
average is less than the mentioned percentage. According to (Martono, D. E., &
Darmawan, 2020), the efficiency of the internal audit function is directly proportional to
the percentage of audit findings that are put into practice.

The result generally shows ineffectiveness in Internal Audit activities, and management
needs to be fully committed to the process.

Wolkite, ‘baminch

Wol 4% 52% B Arbaminch
42 % Bonga
Wachamo Dilla
32% Hawassa
Mizan ]inka W Jinka
46 % 50% |Hawassa a e
== ® Wachamo
W Wolaita
m Wolkite

Fig 2: Audit recommendations improvement
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Total audit finding in amount

Internal audit findings reveal a shockingly high number of misstatements, as depicted by
the trend analysis diagram in Fig. 3. The sums are considerable, and there appears to be
an upward tendency at many academic institutions. The result demonstrates ineffective
internal auditing, a lack of management commitment to the function, slack internal
controls, and an absence of a risk assessment strategy.
1,80,00,00,000.00
1,60,00,00,000.00
1,40,00,00,000.00
1,20,00,00,000.00
1,00,00,00,000.00
80,00,00,000.00
60,00,00,000.00
40,00,00,000.00

20,00,00,000.00

& & & ¢ ¢ & ©
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Figure 3: Amount of Audit Finding
Table 1. Government Audit report
Arbaminch | Bonga Dilla |Hawassa| Jinka | Mizan | Wachamo Wolaita | Wolkite
2017/18 | Adverse Qualified | Adverse | Adverse Adverse | Adverse | Adverse | Adverse
2018119 | Adverse Adverse | Adverse | Adverse Adverse | Adverse | Adverse | Adverse
2019/20 | Adverse Qualified | Adverse | Adverse | Qualified | Qulified | Adverse | Adverse | Disclaminer
202021 | Qualified | Unqualified | Qualified | Qualified | Adverse | Adverse | Adverse | Adverse | Adverse
2021/2022 | Adverse Qualified | Qualified | Qualified | Adverse | Adverse | Adverse | Adverse | Adverse

Figure 4 shows that 80% of universities had an unfavorable audit opinion. The above
table showed that only Bonga University had a favorable audit opinion, but the rest of the
universities' financial information contained serious misstatements, putting the
organization in danger. Thus, the first riskys are as follows: Wachamo, Wolaita, and
Wolkite. The result implied that there needs to be more muscular internal control and
financial management systems. The university IAF cannot identify significant statements
or create internal control frameworks.
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Figure 4: Five-year audit opinion

CONCLUSION AND RECOMMENDATIONS
Conclusion

Secondary data analysis shows that 80% of institutions have ineffective internal audit
activities and inadequate internal control systems. Wachamo, Wolaita, and Wolkite,
respectively, showed high internal audit inefficiency and Bonga showed an encouragingly
high level of IAE.

There needed to be more efficiency in internal audits at all institutions.

The trend demonstrates a growing pattern in findings/IA recommendations across
practically all institutions. Only a 56% rate at which findings were revised on average. The
majority of the findings are repetitive. Because of this, it is clear that not all institutions
have a comprehensive risk assessment strategy or plan and that neither the internal audit
department nor management is planning enough to prevent results from coming up again.

Recommendations

Given the low effectiveness of internal auditing, top and senior management devote
enough focus to enhancing this weakness. Additionally, create policies, guidelines, and
a manual to carry out financial and non-financial tasks within the company to provide
value. Create internal control systems everywhere and build a risk identification matrix,
strategy, and plan in collaboration with the internal auditor. The internal audit function
also uses a risk identification matrix and prioritizes significant misstatement problems.
The management of the institutions works together to support the IA sections by allocating
adequate funding.
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