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Abstract

The existence of multi-dimensional measures of internal audit effectiveness,
and the findings of most prior studies are not consistent. As a result of this, to
add knowledge to the existing literature and to give direction to the institu-
tions, the study focused on the comparison of the practices and effectiveness
of internal auditing among public higher education institutions in Ethiopia.
With regards to the sampling techniques employed towards achieving the
objective of the study, proportional stratified random sampling, purposive
sampling and census were used for the selection of sample institutions, the
relevant department and the appropriate respondents respectively. Following
this, a total of one hundred sixty (160) questionnaires were distributed to the
internal auditors of the sampled institutions out of which one hundred
twenty-one (121) questionnaires were effective. The internal auditors were
picked from eighteen sample universities out of the 30 target universities. The
respondents were considered based on their direct attachment to the study
area. By using analysis of moment structures (AMOS), the confirmatory fac-
tor analysis was used to identify a set of items which are strongly related to
the variables. The Chi-Square test was applied to analyze the data. Top man-
agement support, organizational independence, adequate and competent in-
ternal auditors, internal audit charter, quality of internal audit work, career
and advancement, management perception of internal audit function value,
information technology, and objectivity of internal auditors were used as the
proxy measures of internal auditing practices, whereas auditees’ evaluation,
added contribution of internal audit, and auditing quality were used as the
proxy measures of internal audit effectiveness. Out of these 12 variables em-
ployed in the confirmatory factor analysis, only 9 variables (top management
support, organizational independence, adequate and competent internal audi-
tors, internal audit charter, quality of internal audit work, information tech-
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nology, objectivity of internal auditors, auditees’ evaluation, and auditing
quality) were supported for further analysis. The findings of the study signi-
fied that, statistically, there was no significant difference in internal auditing
practices and effectiveness among the public higher education institutions.
The following could be the reasons for this insignificant difference: first, most
public higher education institutions in Ethiopia are similar in policies, pro-
cedures, organizational contexts, rules and regulations, and organizational
structure; and second, all the public higher education institutions share the
same internal audit manual. It can be concluded that the use of electronic
technology or modern auditing system instead of traditional auditing systems
will improve the auditing activities of the institutions.

Keywords

Ethiopian Public Higher Education Institutions, Information Technology,
Effectiveness of Internal Auditing, Practices of Internal Auditing

1. Introduction

Recently, internal auditing practice is being recognized as one of the major de-
terminants of effective and efficient utilization of resources in organizations all
over the world. The recent corporate failure (Pickett, 2010), the wastage of pub-
lic resources and the rapid growth of professional institutions are the major
contributors towards the increased current demand of internal auditing in dif-
ferent countries (Cohen & Sayag, 2010). Internal auditing is an independent,
objective assurance and consulting activity designed to add value and improve
an organization’s operations. Also, it is a catalyst to improve an organization’s
governance, risk management and management controls by providing insight
and recommendations based on analyses and assessments of data and business
processes (Institute of Internal Auditors, 2004; Pickett, 2005; Paape, 2007;
Pickett, 2010; Al-Khaddash et al., 2013). Internal auditor is the only employee
within an organization who has a deep understanding about the risk and its
control mechanism. That is, internal audit has more advantage than the external
audit in obtaining information quickly and identifying problems at an earlier
stage. Internal auditors also provide advice of risk management and control to
the relevant staffs, and provide independent and objective assurance to the board
about the adequacy and effectiveness of the key controls and other risk man-
agement activities across the institutions (IIA, 2001; Pickett, 2005; Pickett, 2010;
Institute of Internal Auditors, 2012). Moreover, the demand of auditing in the
economy is unquestionable (Arens et al., 2012); i.e. internal auditors play a great
role in the economy by providing suggestions on the financial statements
whether the financial reports represent fair and accurate information. This sug-
gestion is important for the users of financial statements to gain assurance that
the data that are being reported are relevant, unbiased and accurate to make their
appropriate decision (Paape, 2007; Al-Khaddash et al., 2013; Al-Matari et al.,
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2014; Baharud-din et al., 2014). For instance, as it is known, the primary factors
that affect the loan interest rate are the combination of the three, i.e. risk-free
interest rate, business risk and information risk. Risk-free interest rate is the in-
terest rate earned by a business if it invests in governmental securities such as in
Treasury bill. Business risk is the probability that the business will not be able to
repay its loan because of economic or business conditions. Information risk is
the probability of giving inaccurate information to users or decision makers. Al-
though internal auditing doesn’t have a significant effect on risk-free rate and
business risk, it has a significant effect on information risk, because auditing
provides assurance services to users that the financial statements are reliable.
This assurance service reduces information risk (lender risk); i.e. overall interest
rate of the borrower or the business will be decreased. On the other hand, the
borrower or the business can get capital at a reasonable cost (Arens et al., 2012).
In addition to the above general overview of internal auditing, some internal
audit studies have been conducted on the basis of neoclassical economic theo-
ries such as agency theory (Adams, 1994) and transaction cost theory (Spraakman,
1997). The assumptions of neoclassical economic theories make some limits in
the application of the theories (Mihret, 2010), i.e. they assume developed mar-
ket economic setting and large volume of transactions (Asechemie, 1997 as
cited in Mihret, 2010), the concept of market equilibrium (Mihret, 2010) and
organizational phenomenon (the result of individuals to maximize their self-in-
terest) (Mihret, 2010). Because of these, neoclassical economic theories may
not sufficiently describe the internal audit development and operation in de-
veloping countries like Ethiopia (Mihret, 2010). The institutional theory ex-
plains how institutional practices and structures are shaped through changes,
which come by both internal and external pressures such as by regulations and
laws, by taking the practices of other institutions and by recognition of profes-
sions. DiMaggio and Powell (1983) described the isomorphism process of in-
stitutional theory in three ways, i.e. coercive, mimetic and normative isomor-
phism. Coercive isomorphism happens as a result of institutional attempts for
legitimacy. Mimetic isomorphism takes place when organizations respond to
uncertainty by emulating the practices of other institutions. Normative iso-
morphism takes place when institutional changes happen due to organizations
“recognition of professions. In addition, institutional theory recommended
making study at different stages of units of analysis, such as industries, indi-
vidual organizations or other collectives (Barley & Tolbert, 1997). The theory
is also recommended in the internal audit study because it is possible to em-
ploy without limiting the scope to profit-oriented institutions and developed
market economy (Mihret, 2010). This study was therefore conducted with this
understanding on the basis of the institutional theory by taking into account
top management support, organizational independence, professional profi-
ciency, internal audit charter, quality of internal audit work, management
perception of internal audit function value, career and advancement, informa-

tion technology and objectivity of internal auditors as proxy measures of in-
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ternal auditing practices, whereas auditees’ evaluation, added contribution of
internal audit, and auditing quality as proxy measures of internal audit effec-

tiveness.

2. Review of Literature

As aresult of the legal and cultural environment, purpose, structure, size, as well as
by person within and outside the organization, the findings of most prior studies
are not consistent. Although there is difficult to get prior studies that are directly
related to the study, the summary of some related studies are presented as follows.

Institute of Internal Auditors (2001) is the setter of the International Stan-
dards for the Professional Practice of Internal Auditing. In accordance with the
Institute of Internal auditors, self-review, social pressure, personal relationship,
cultural, cognitive, and economic interests like gifts from employees, clients, and
business associates are the main causes for the bias of internal auditors. Further,
the Institute of Internal Auditors recommended that to ensure the independence
of internal auditors, the audit department of institution functionally it should
report to the audit committee or board of directors, and administratively to the
chief executive officer of the institution. In addition, the institute concluded that
to get quick information and to find problems at an earlier stage, internal audi-
tors had more advantage than external auditors.

Mihret and Yismaw (2007) assessed internal audit effectiveness in the Ethio-
pian public sector by collecting data from 14 internal auditors in addition to re-
view document. In accordance with the study, internal audit effectiveness was
measured by organizational setting (defined by organizational profile, internal
organization, organizational policies and procedures, and internal audit budget),
internal audit quality (defined by staff expertise, scope of internal audit, audit
plan, fieldwork and controlling, and effective communication), management sup-
port (defined by response to the audit findings, and commitment to strengthen
internal audit), and auditee attributes (defined by auditee’ proficiency, auditee
attitude, and cooperation). The findings of their study indicated that internal
audit quality and management support were the major factors for the success of
internal audit function, but the organizational setting and auditee attributes were
not as such. Although internal audit plays a major role in the success of every
organization, the management of the institutions do not give an adequate re-
sponse to the internal audit findings and recommendations.

Abu-Musa (2008) investigated the impact of information technology on the
internal audit activities in Saudi organizations after collecting data from 218 in-
ternal auditors. The findings of the study indicated that the internal auditors’
knowledge and skills related to computerized information systems for the pur-
pose of planning, supervising, directing and reviewing the work performed should
be improved.

Cohen and Sayag (2010) investigated the determinants of internal audit ef-
fectiveness in Israeli organizations, and the data were collected from 108 re-

spondents that comprised both internal auditors and general managers. Sector
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(private versus public), professional proficiency of internal auditors, quality of
audit work, organizational independence, career and advancement, and top man-
agement support were included under independent variables, whereas internal
audit effectiveness was included under dependent variables, which is measured
by auditees’ evaluation, auditing quality, and added contribution of internal au-
dit. Their findings revealed that top management support had a significant and
positive effect regardless of whether the organization was private or public on
the three internal audit effectiveness dimensions, i.e. auditing quality, auditees’
evaluation and added contribution of internal audit. But organizational inde-
pendence had a positive and significant effect only related to auditees’ evaluation.
On the other hand, they concluded that all other determinants of internal audit ef-
fectiveness, i.e. professional proficiency of internal auditors, quality of audit work,
career and advancement, including organizational independence were the results
of top management decisions. That is, the support of top management is a crucial
for the success and operation of internal audit within the institution through hir-
ing trained and experienced staffs, and providing sufficient resources.

Mihret (2010) investigated antecedents and organizational performance im-
plication of internal audit effectiveness in Ethiopian Governmental ministries,
state-owned enterprises and private companies, and the data were collected from
188 respondents that comprised internal auditors, middle managers and Insti-
tute of Internal Auditors-Ethiopian leaders in addition to archival sources. The
aims of the study were to test the influence of contextual factors on internal au-
dit effectiveness and to explore the association between internal audit effective-
ness and company performance (measured by Return on Asset). In accordance
with the study, contextual factor was measured by country-level factors (eco-
nomic setting and political ideology, government support, and accounting and
auditing development level) and organizational-level factors (organizational cate-
gory, organizational size, organizational risk exposure, organizational policies
authorizing, auditee cooperation and internal-external audit linkages). Also, in-
ternal audit effectiveness was measured by professional proficiency of internal
auditors’, internal auditors’ independence and objectivity, scope of internal audit
work, quality of internal audit planning and execution, quality of internal audit
report, and follow up of audit recommendations. The findings of the study re-
vealed that the country-level contextual factors had significant contribution for
the development of internal auditing through coercive isomorphic pressures.
From organizational-level contextual factors point of view, the findings of the
study showed that internal audit effectiveness was significantly associated with
organization-level contextual factors. Moreover, the findings of the study indi-
cated that internal audit effectiveness had not significant association with the
company performance.

Al-Refaee and Siam (2013) assessed the effect of information technology on
the efficiency of internal auditing systems in Jordan Islamic Banks, and the data

were collected from 48 internal auditors. The study took operational control
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risk, and independence and privacy of internal auditors’ as the proxy measures
of the efficiency of internal auditing systems, whereas information technology
was taken as the independent variable. The study findings indicated that the in-
formation technology had a positive and material effect on both operational
control risk and independence and privacy of internal auditors. On the basis of
the findings of the study, they provided evidence that information technology is
better than the manual system related to accuracy, clarity, and speed of man-
agement reports. Moreover, based on the findings, the study supplied the follow-
ing recommendations for the Jordan Islamic Banks: First, managing first-time
banking operations between the internal audit department and management,
second, the audit department should control all aspects of the banking activities,
and third, preparing computer-oriented auditing activities seminars.

Al-Matari et al. (2014) examined the effect of professional proficiency of
chief audit executives, size of internal auditors, experience of internal auditors
and qualification of internal auditors’ on firm performance in Malaysia organi-
zations. Their findings revealed that an efficient internal audit department was
important for the improvement of the organizations’ performance because fi-
nancial reports of the company indicate the quality of the internal audit depart-
ment. Also, the study indicated the internal audit department as it’s very impor-
tant in the firm where an accounting system is employed. Additionally, the study
explained that the internal audit department is an essential part of corporate
governance structure in the institutions because corporate governance includes
the activities conducted by the audit committees and the board of directors.

Sakour and Laila (2015) investigated the association between internal audit
effectiveness and the four factors linked with International Standards for Profes-
sional Practice of Internal Auditing, i.e. independence, work performance, com-
petence and scope of work. The study also used internal auditors’ pay satisfac-
tion as a mediator variable to check the association between these four factors
and internal audit effectiveness. Based on the review literature, the study con-
cluded that the pay satisfaction of internal auditors’ was one of the most signifi-
cant variables for the internal audit effectiveness. Finally, the study recommended
further empirical researches to investigate the association between internal audit
effectiveness and the four variables (independence, work performance, compe-
tence and scope of work), and also it recommended to include internal auditors’
pay satisfaction as a mediator variable.

Generally, based on the review of the literature, first, as the best of the re-
searchers’ knowledge, studies have not been conducted directly related to the
objective of this study, second, very few prior studies used the three dimensions
as the proxy measures of internal audit effectiveness, i.e. auditees’ evaluation,
added contribution of internal audit, and auditing quality. On the other hand, in
this study, these three dimensions were used as the proxy measures of internal
audit effectiveness in addition to the input approach, Because of these, under-

standing the practices and the effectiveness of internal auditing at a global level
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yet not complete. With this understanding, studies to examine the practices and the
effectiveness of internal auditing among institutions from theoretical perspectives
in diverse empirical settings become necessary. This would enable the profession to
get orientation at the global level and play an important role in the public and
business sectors. This study was therefore conducted on the practices and effective-

ness of internal auditing among public higher education institutions in Ethiopia.

3. Materials and Methods
3.1. Description of the Study Area

The study is conducted in public higher education institutions of Ethiopia.
Higher education training in Ethiopia was started over fifty years ago, but still, it
is immature. One of the basic reasons for the immature of the higher education
institutions was the political instability of the country (Fekadu, 2009). Similarly,
as a World Bank report in the 20" century indicates because of humanitarian
crises, armed conflict, and famine, Ethiopia was one of the disadvantaged coun-
tries in the world in terms of education (Trines, 2018). Haile Selassie University
was the first higher public education institution in Ethiopia that was established
in 1961, and in 1974 it is name was changed to Addis Ababa University (AAU).
After 1991, the number of public universities is increasing. That is, in 1991 there
were four (4) public universities in Ethiopia, including the University of Asmara
which was part of Ethiopia before Eritrea got its independence from Ethiopia. In
2001 the number of public universities increased to eight (8), which is a 100%
increase as compared to the year 1991. The number of public universities in the
country in the year 2011 increased by 175% as compared to the year 2001, which
means that it has increased to twenty-two (22). But in 2018, (the year in which
the data for this study were collected), there were forty-five (45) public universi-
ties in the country (Ethiopian News Agency Report, n.d. as cited in

https://www.awrambatimes.com/?p=13861; Trines, 2018).

3.2. Definition of Measure of Internal Auditing Practices

Top Management Support: Hung and Han (1998) had defined that top
management support was the attitude of management toward the internal audit
findings and opinions, and the importance of internal auditing from a manage-
ment point of view. The concept of top management support refers to the re-
sponse of management for the audit findings and its commitment to implement
the internal audit recommendations (Mihret & Yismaw, 2007; Fekadu, 2009;
Cohen & Sayag, 2010). According to Al-Khaddash et al. (2013), top management
support was incentives like competitive fees, rewards, bounces, etc. which are
giving by the management to encourage internal auditors. In addition, Ebissa
(2015) had defined the concept of top management support in terms of re-
sources like finance, transport, training, new technology, and so on, which are
supporting by the management to do the internal audit function in a proper way.

Organizational independence: Organizational independence refers to the
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concept of being free from any management influence like data access, budget,
and audit timing while internal auditors perform their audit activities and issue
audit reports (Mihret & Yismaw, 2007; Cohen & Sayag, 2010; Ebissa, 2015; Dellai
& Omri, 2016).

Adequate and competent internal auditors: The concept of adequate and
competent internal auditors was measured by the size, educational level, training
and development programs, professional certificates and experience of internal
auditors (Haron et al., 2004; Mihret & Yismaw, 2007; Cohen & Sayag, 2010;
Deribe & Regasa, 2014; Ebissa, 2015).

Internal audit charter: The concept of internal audit charter refers to a for-
mal written document, which contains the scope, purpose, authority, and re-
sponsibility of internal auditors in the institution (IIA, 2001; Ebissa, 2015).

Quality of internal audit work: The concept of quality of internal audit work
refers to the accuracy and adequacy of audit programs, the scope of service
(Haron et al., 2004; Mihret & Yismaw, 2007; Deribe & Regasa, 2014), fieldwork,
quality review, internal audits communication (Mihret & Yismaw, 2007), effec-
tive annual audit plan (Mihret & Yismaw, 2007; Cohen & Sayag, 2010), and fol-
low-up procedure (Cohen & Sayag, 2010).

Career and advancement: As clearly stated by Hung and Han (1998), Good-
win and Yeo (2000), Cohen and Sayag (2010), and Dellai and Omri (2016), the
concept of career and advancement refers to hiring and assigning employees for
temporary as an internal auditor to transfer them to a better position (usually to
management position) in the near future.

Management perception of internal audit function value: Management
perception of internal audit function value is management awareness or under-
standing about the roles of internal auditors in the institution (Ebissa, 2015).

Information Technology: The concept of information technology indicates
the availability of software packages like planning software to run the audit
function of the institution (Deribe & Regasa, 2014).

Objectivity of internal auditors: The concept of objectivity of internal audi-
tors refers to the unbiased mental attitude of internal auditors when carrying out
their audit duties. That is, not participating in an audit of activities for the op-
eration of which they were responsible previously until a reasonable time has
elapsed, rotating their assignments, and they must be free from social pressure,
economic advantage, and political influence, when performing their audit duties
(Institute of Internal Auditors, 2001).

3.3. Definition of Measure of Internal Audit Effectiveness

The literature advocates the difficulty of measuring internal audit effectiveness
and the absence of a commonly agreed approach for measurement. Fadzil and
Hanim (2003) had measured internal audit effectiveness by using the external
audit fee, which is more recommended for profit-oriented institutions. Mihret
and Yismaw (2007), and Mihret (2010) have used the input approach (compli-
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ance with SPPIA) to measure internal audit effectiveness. Mihret and Yismaw
(2007), and Mihret and Woldeyohannis (2008) had measured internal audit ef-
fectiveness by using the number of audits conducted in a particular year. Mihret
and Woldeyohannis (2008) had defined internal audit effectiveness by using the
level of implementation of internal audit recommendations. Cohen and Sayag
(2010) have used the output approach to measure internal audit effectiveness.
That is, in accordance with the output approach, internal audit effectiveness is
measured by three dimensions, i.e. auditees’ evaluation, added contribution of
internal audit, and auditing quality. Ebissa (2015) has used internal auditors
completeness in identifying non-compliance activities and added contribution of
internal audit as a measurement of internal audit effectiveness. Moreover, Mekelle
(2017) had measured internal audit effectiveness by using high or low perform-
ance. This proxy is not a strong measurement relative to other measurements
because it leads the respondents to incline into one direction.

There might be many factors which might probability measure internal au-
diting practices and effectiveness. But, for this study 9 internal auditing practices
variables and 3 internal audit effectiveness variables were taken. With this un-
derstanding, therefore, the operational definition of the study regarding the in-

ternal auditing practices and internal audit effectiveness is presented in Table 1.

3.4. Research Framework

A mixed research design employing both descriptive and explanatory was used.
In accordance with the Ministry of Science and Higher education—Ethiopia,
based on the year in which they were established, public higher education insti-
tutions are classified into three strata, i.e. first-generation universities, sec-
ond-generation universities, and third-generation universities (Zerihun, Per-
sonal Communication, September 25, 2017). In this particular study, the sample
institutions were selected by considering these strata. With regards to the sam-
pling techniques employed towards achieving the objective of the study, propor-
tional stratified random sampling, purposive sampling and census were used for
the selection of sample institutions, the relevant department and the appropriate
respondents respectively. Following this, because they were few in numbers, all
internal auditors of the sample universities were included as respondents, i.e. a
total of one hundred sixty (160) questionnaires were distributed to the internal
auditors of the sampled public higher education institutions out of which one
hundred twenty-one (121) questionnaires were covered after editing. The inter-
nal auditors were picked from eighteen sample universities, out of the 30 target
universities. Eighteen sample universities were selected by taking into account
the following points: First, the universities are located in different regions of the
country due to this taking the whole institutions is costly and also it’s difficult to
manage; and second, the institutions are similar in policies, procedures, internal
audit manual, rules and regulations, as well as in organizational structure. As a

result of this, it is possible to say this sample size could be represented the whole
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Table 1. Definitions of measures of variables.

Construct

Top management support

Organizational independence

Adequate and competent
internal auditors

Internal audit charter

Quality of internal audit work

Career and advancement
Management perception of
internal audit function value

Information technology

Objectivity of internal auditors

Internal audit effectiveness

Definition of Measure

The support of the management regarding the training and development of internal auditors, the response of the
management for audit findings and audit recommendations, and the cooperation of the management for the
internal auditors.

The freedom of the internal auditors to include any audit findings in the audit reports, the relationships of the
internal audit department with the management team of the university, the freedom of the internal auditors
regarding the accessibility of information or data pools while they run the audit activities, and the content of the
annual work plan of the internal audit with respect to financial budget and staffing information.

The size, recruitment policy, training and development programs, education level and experience of internal
auditors.

A formal written document, which contains the scope, purpose, authority, and responsibility of internal auditors
in the institution.

The determiner of the annual audit plan, the coverage of audit, the follow-up procedure, the applicability of laws,
regulations, policies and procedures, the discussion of internal auditors and auditees about the audit findings
before the final audit reports are issued, and the reliability of audit working paper.

Hiring and assigning employees for temporary as an internal auditor to transfer them to a better position in the
near future.

Managers’ awareness or understanding regarding the internal auditors’ roles.

Usage of software by the internal audit department, and knowledge and skill of internal auditors related to
computerized information systems or software packages.

The unbiased mental attitude of internal auditors when carrying out their duties. That is, not participating in an
audit of activities for the operation of which they were responsible previously until a reasonable time has elapsed,
rotating their assignments, and they must be free from social pressure, economic advantage, and political
influence, when performing their audit duties

Measured by three dimensions: Auditees’ evaluation (the evaluation of the management regarding the internal
audit reports, and the satisfaction of the management with respect to the work of the internal audit), added
contribution of internal audit (the benefits and savings of internal audits to the institution compared to its costs),
and auditing quality (the constructiveness of the internal audit findings and recommendations, the applicability of
the internal audit recommendations, and the level or way of identifying risks while the audit activities are
performed).

Note: Data for variables were collected on a five-point Likert-type scale and transformed into dummy variable to make suitable for Ch-Square analysis.

Dummy variables were formed based on the positive responses: strongly agree and agree as “1”, whereas strongly disagree and disagree as “0”. Neutral re-

sponses were included in “0” because it is slightly negative and it was not taken as positive answers in the analysis.

population. In line with these ideas, Anderson et al. (2011) stated that taking the
whole population as a sample of the study may lead to additional cost and also
it’s difficult to manage. In addition, Kothari (2004), Anderson et al. (2011), and
Gebregziabher (2009) stated that too large and too small a sample size is not ad-
visable instead it should be optimum. An optimum sample is a sample that fulfils
the following four criteria i.e. representativeness, flexibility, efficiency, and reli-
ability. On the other hand, researchers must consider population variance to
take a large or small sample size i.e. a large variance of the population usually
needs a large sample size or small variance of the population needs a small sam-
ple size, and costs also should take into consideration to select sample size. The
respondents were considered based on their direct attachment to the study area.

Data were collected from April 2018 to December 2018 for 9 months. By using
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the Analysis of Moment Structures (AMOS), the confirmatory factor analysis
was applied to identify a set of items that are strongly related to unobservable
variables. Moreover, Pearson Chi-Square test was used to compare the internal
auditing practices and effectiveness among the institutions. The hypothesized

confirmatory factor analysis models are presented in Figure 1 and Figure 2.

Quality of
Internal
Audit Work

Top management
support

Organizational
Independence

Career and
Advancement

Management
Perception of
Internal Audit

Function Value

Adequate and
Competent
Internal Auditors

Information
Technology

Internal Audit
Charter

Objectivity of
Internal Auditors

Whereas, “top management support, organizational independence, adequate and competent internal audi-
tors, internal audit charter, quality of internal audit work, career and advancement, management perception
of internal audit function value, information technology, and objectivity of internal auditors” refers to un-
observable variables or latent variables, “e” is unique factor or unique unobservable variable, and the re-
maining are items or questions under each latent variable.

Figure 1. Hypothesized confirmatory factor analysis model for nine latent internal auditing
practices measure variables with observed variables each.

Added Contribution
of Internal Audit

Auditees' Evaluation

Auditing Quality

Whereas, “auditees’ evaluation, added contribution of internal audit and auditing quality”, refers to unob-

« »

e” is unique factor or unique unobservable variable, and the remain-
ing are items or questions under each latent variable.

servable variables or latent variables,

Figure 2. Hypothesized confirmatory factor analysis model for three latent internal audit effec-
tiveness measure variables with observed variables each.
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3.5. Reliability and Validity

To ensure the reliability and validity of the study, four main points have been
done: First, three professionals from disciplines related to the study area have
checked the instruments of study; second, most variables of the study were
measured by three or more items, which are derived from prior literature of
(Cohen & Sayag, 2010; Deribe & Regasa, 2014; Ebissa, 2015; Dellai & Omuri,
2016), and international institution of (Institute of Internal Auditors-Global);
third, a pilot study was made using the test-retest method with the nine internal
auditors of the sample institutions; and fourth, Cronbach’s alpha had been ap-
plied to measure the internal consistency of the study items. Then, minor modi-
fications were made for the sake of clarity and preciseness of the questions. The
reliability of the survey questionnaires for various items varied from 0.797 to
0.865, i.e. found to be acceptable on the basis of (Ali Alflahat, 2017; Mihret, 2010)
(see Table 2).

3.6. Ethical Concerns

The questionnaire was fully anonymous not to expose the subjects regarding the
information they provide to the study. Therefore, the subjects in the question-
naire or any other issues in the entire study remain confidential. Institutionally,
in the subject’s response and gender issues as well, no misinterpreting was made,
all are respectfully made. Moreover, all materials are properly acknowledged and
cited.

4. Results and Discussion
4.1. Results of Confirmatory Factor Analysis

The survey data of internal auditors were analyzed using the confirmatory factor
analysis tool after the threshold model fit indices (relative/normed Chi-Square
(x’/df), Standardized Root Mean Square Residual (SRMR), Root Mean Square Er-
ror of Approximation (RMSEA), Goodness-of-Fit Statistic (GFI), Non-Normed
Fit Index/Tucker-Lewis Index (NNFI/TLI) and Comparative Fit Index (CFI))
was fulfilled to identify the set of items that are strongly related to the factors or

variables. Therefore, seven proxy measures of internal auditing practices from

Table 2. Reliability statistics.

Scale Reliability
Variable Cronbach’s Alpha
Organizational independence 0.803
Adequate and competent internal audit staffs 0.822
Quality of internal audit work 0.865
Auditees’ evaluation 0.833
Audit quality 0.797
Source: Field Survey.
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the nine hypothesized proxy measures of internal auditing practices and two
proxy measures of internal audit effectiveness from the three hypothesized proxy
measures of internal audit effectiveness were supported by the confirmatory
factor analysis. The seven supported proxy measures of internal audit practices
are: top management support (significantly explained only by one item from the
hypothesized model of three items), organizational independence (significantly
explained by all items from the hypothesized model), adequate and competent
internal auditors (significantly explained only by three items from the hypothe-
sized model of five items), internal audit charter (significantly explained only by
one item from the hypothesized model of three items), quality of internal audit
work (significantly explained only by five items from the hypothesized model of
seven items), information technology (significantly explained only by one item
from the hypothesized model of three items) and objectivity of internal auditors
(significantly explained only by one item from the hypothesized model of three
items). On the other hand, the two supported proxy measures of internal audit
effectiveness are auditees’ evaluation (significantly explained only by four items
from the hypothesized model of five items) and auditing quality (significantly
explained only by three items from the hypothesized model of four items). But
the remaining two proxy measures of internal auditing practices, i.e. career and
advancement and management perception of internal audit function value, and
one proxy measure of internal audit effectiveness, i.e. the added contribution of
internal audit were not significantly explained by any item from the hypothe-
sized model.

Thus, from this understanding, in the study, only the seven supported proxy
measures of internal auditing practices, i.e. top management support, organiza-
tional independence, adequate and competent internal auditors, internal audit
charter, quality of internal audit work, information technology and objectivity of
internal auditors, and two proxy measures of internal audit effectiveness, i.e.
auditees’ evaluation and auditing quality were used for further analysis to com-
pare internal audit practice and effectiveness among the public higher education
institutions. The summary of the variables and items regarding the confirmatory

factor analysis results is presented in Table 3.

4.2. Characterization of the Sample Respondents

Table 4 signifies that the majority of respondents were male (67.80%). The ma-
jority of the respondents were found to be in the age group of 30 - 50 years
(60.30%). 71.90% of the respondents were from the accounting field and 78.50%
of the respondents hold a Bachelor’s degree. Moreover, the majority of the re-
spondents had from 5 - 10 years (43.00%) of work experience related to an in-

ternal audit and had no (46.00%) work experience other than internal auditors.

4.3. Chi-Square Test Results

Pearson Chi-Square test was used by using Statistical Package for Social Sciences
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Table 3. Summary of confirmatory factor analysis results.

No. of No. of significant items, Total No. of

Variables insignificant or No. of items taken for  items

items further analysis tested
Top management support 2 1 3
organizational independence 0 4 4
Adequate and competent internal auditors 2 3 5
Internal audit charter 2 1 3
Quality of internal audit work 2 5 7
Career and advancement 2 0 2

Management perception of internal

audit function value 3 0 ?
Information technology 2 1 3
Objectivity of internal auditors 2 1 3
Auditees’ evaluation 1 4 5

Added contribution of internal audit 2 0 2
Auditing quality 1 3 4

Source: Field Survey.

Table 4. Characterization of the sample respondents.

Characterization of the Sample Respondents Majority respondents  In percent
Gender Male 67.80
Age 30 - 50 years 60.30
Field of study Accounting 71.90
Work experience as Internal Auditor 5- 10 years 43.00
Work experience other than Internal Auditor No 46.00

(SPSS) version 23 to compare the internal auditing practices and effectiveness
among the institutions. Nationally as well as internationally, it was very difficult
to get a standard number that used as a benchmark to compare internal auditing
practices and effectiveness among the public higher education institutions in
Ethiopia. As a result, based on the mean scores of the variables, the best practic-
ing or effective generation universities were taken as a benchmark. Mean score
was used by prior empirical studies in auditing to compare auditing practices
and effectiveness among groups (for example, Wahdan et al., 2006). The results
of the Chi-Square analysis are presented as under.

4.4. Comparison of Internal Auditing Practices among the Public
Higher Education Institutions in Ethiopia

Based on the mean score of the variables, the internal auditing practices among
the public higher education institutions in Ethiopia with respect to the seven

identified variables are as under.
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1) Top Management Support

Table 5 shows the generation-wise internal auditing practices regarding the
top management support in terms of the Mean scores. The mean score of the
third-generation universities was high i.e. 4.31, followed by a 3.03 and 2.76 mean
scores were the second-generation and the third-generation universities respec-
tively. Therefore, the mean score of the third-generation universities was taken as
a benchmark to compare internal auditing practices among the public higher edu-
cation institutions in Ethiopia. The Chi-Square value of 0.282 indicates that there
was no significant difference in internal audit practices with regard to top man-
agement support between the third-generation universities and first-generation
universities. Also, the Chi-Square value of 0.148 shows that there was no signifi-
cant difference in the internal audit practices with regard to top management
support among the third-generation universities and second-generation univer-
sities. That means, statistically, there was no significant difference among the
public higher education institutions in Ethiopia regarding the response of the
President to the implementation of internal audit recommendations.

2) Organizational Independence

The Mean scores of internal auditing practices with regard to organizational
independence among the generations are depicted in Table 6. The highest mean
score, i.e. 4.25 was the third-generation universities, followed by a 3.65 mean score
was second-generation universities and 3.43 mean score was first-generation uni-
versities. Thus, the mean score of the third-generation universities was taken as a
benchmark to compare internal auditing practices among the public higher
education institutions in Ethiopia. The Chi-Square value of 0.419 implies that
there was no significant difference in internal audit practices with regard to or-

ganizational independence between the third-generation universities and first-

Table 5. Generation-wise internal audit practice of top management support.

Third- First- Third- Second-
Internal Audit Practice Generation Generation Generation Generation
Universities Universities Universities Universities
Mean scores Mean scores
Top management support 4.31 2.76 4.31 3.03
Chi-Square value = 0.282 Chi-Square value = 0.148

Source: Field Survey.

Table 6. Generation-wise internal audit practice of organizational independence.

Third- First- Third- Second-
Internal Audit Practice Generation Generation Generation Generation
Universities Universities Universities Universities

Mean scores Mean scores
Organizational independence 4.25 3.43 4.25 3.65
Chi-Square value = 0.419 Chi-Square value = 0.388
Source: Field Survey.
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generation universities. The Chi-Square value of 0.388 also indicates that there
was no significant difference in the internal audit practices with regard to or-
ganizational independence between the third-generation universities and sec-
ond-generation universities. On the other hand, statistically, there was no sig-
nificant difference between the public higher education institutions in Ethiopia
with respect to the independence of internal auditors while doing their audit ac-
tivities.

3) Adequate and Competent Internal Auditors

As Table 7 shows the generation-wise internal auditing practices related to
adequate and competent internal auditors in terms of the mean score. The high-
est mean score, i.e. 4.02 was third-generation universities, followed by a 3.59
mean score was second-generation universities and 2.94 mean score was first-
generation universities. Hence, the mean score of the third-generation universi-
ties was taken as a standard to compare internal auditing practices among the
public higher education institutions in Ethiopia. The Chi-Square value of 0.224
implies that there was no significant difference in internal audit practices with
regard to adequate and competent internal auditors among the third-generation
universities and first-generation universities. The Chi-Square value of 0.675 also
shows that there was no significant difference in the internal audit practices with
regard to adequate and competent internal auditors between the third-generation
universities and second-generation universities. That is, with regard to the ade-
quate and competent internal auditors (recruitment policy, training and devel-
opment programs, and education status of internal auditors), there was no sig-
nificant difference among the public higher education institutions in Ethiopia.

4) Internal Audit Charter

Table 8 indicates the mean scores of the universities regarding the internal
audit charter. The highest mean score, i.e. 4.43 was the third-generation univer-
sity, followed by a 3.68 mean score was the second-generation universities, 3.27
mean score was the first-generation universities. Thus, the mean score of the
third-generation universities was taken as a standard to compare the internal
auditing practices among the public higher education institutions in Ethiopia.
The Chi-Square value of 0.294 implies that there was no significant difference in

internal audit practices with regard to internal audit charter among the third-

Table 7. Generation-wise internal audit practice of adequate and competent internal
auditors.

Third- First- Third- Second-
Internal Audit Practice Generation Generation Generation Generation
Universities Universities Universities Universities

Mean scores Mean scores
Adequate and competent
. . 4.02 2.94 4.02 3.59
internal auditors
Chi-Square value = 0.224 Chi-Square value = 0.675
Source: Field Survey.
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generation universities and first-generation universities. The Chi-Square value of
0.483 also shows that there was no significant difference in the internal audit
practices with regard to internal audit charter between the third-generation uni-
versities and second-generation universities. This means that, statistically, there
was no significant difference among the public higher education institutions in
Ethiopia regarding the performing audit activities in accordance with the inter-
nal audit charter.

5) Quality of Internal Audit Work

The generation-wise mean scores of internal auditing practices with regard to
the quality of internal audit work are depicted in Table 9. The highest mean
score, i.e. 4.20 was the third-generation universities, followed by 4.07 mean score
was the second-generation universities, 3.19 mean score was the first-generation
universities. Thus, the mean score of the third-generation universities was taken
as a standard to compare internal auditing practices between the public higher
education institutions in Ethiopia. The Chi-Square value of 0.388 implies that
there was no significant difference in internal audit practices with regard to the
quality of internal audit work among the third-generation universities and first-
generation universities. The Chi-Square value of 0.696 also shows that there was
no significant difference in the internal audit practices with regard to the quality
of internal audit work between the third-generation universities and sec-
ond-generation universities. This implies that statistically there was no signifi-
cant difference in the quality of internal audit work among the public higher
education institutions in Ethiopia.

6) Information Technology

Table 10 shows the mean scores of internal auditing practices related to in-

formation technology. The highest mean score, i.e. 3.00 was the first-generation

Table 8. Generation-wise internal audit practice of internal audit charter.

Third- First- Third- Second-
Internal Audit Practice Generation Generation Generation Generation
Universities Universities Universities Universities
Mean scores Mean scores
Internal audit charter 4.43 3.27 4.43 3.68
Chi-Square value = 0.294 Chi-Square value = 0.483

Source: Field Survey.

Table 9. Generation-wise internal audit practice of quality of internal audit work.

Third- First- Third- Second-
Internal Audit Practice Generation Generation Generation Generation
Universities Universities Universities Universities

Mean scores Mean scores
Quality of internal audit work 4.2 3.19 4.20 4.07
Chi-Square value = 0.388 Chi-Square value = 0.696
Source: Field Survey.
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universities, followed by 2.94 mean score was the third-generation universities,
2.90 mean score was the second-generation universities. Therefore, the mean
score of the first-generation universities was taken as a standard to compare in-
ternal auditing practices among the public higher education institutions in
Ethiopia. The Chi-Square value of 0.353 implies that there was no significant
difference in internal audit practices with regard to information technology
among the first-generation universities and third-generation universities. Also,
the Chi-Square value of 0.05 or at a 5 percent significance level shows that there
was a significant difference in the internal audit practices with regard to infor-
mation technology between the first-generation universities and second-generation
universities. That is, although there was no significant difference between the
first-generation universities and third-generation universities with regard to the
skills of internal auditors related to information systems or software packages,
there was a significant difference between the first-generation universities and
second-generation universities.

7) Objectivity of Internal Auditors

The generation-wise mean scores of internal auditing practices with regard to
the objectivity of internal auditors are depicted in Table 11. The highest mean
score, i.e. 4.17 was the third-generation universities, followed by a 3.80 mean
score was the first-generation universities, 3.68 mean score was the sec-
ond-generation universities. Thus, the mean score of the third-generation uni-
versities was taken as a standard to compare internal auditing practices between
the public higher education institutions in Ethiopia. The Chi-Square value of
0.365 implies that there was no significant difference in internal audit practices

with regard to the objectivity of internal auditors among the third-generation

Table 10. Generation-wise internal audit practice of information technology.

Third- First- First- Second-
Internal Audit Practice Generation Generation Generation Generation
Universities Universities Universities Universities
Mean scores Mean scores
Information technology 2.94 3.00 3.00 2.90
Chi-Square value = 0.353 Chi-Square value = 0.05**

Source: Field Survey. **Significant at 5% level.

Table 11. Generation-wise internal audit practice of objectivity of internal auditors.

Third- First- Third- Second-
Internal Audit Practice Generation Generation Generation Generation
Universities Universities Universities Universities

Mean scores Mean scores
Objectivity of internal auditors’ 4.17 3.80 4.17 3.68
Chi-Square value = 0.365 Chi-Square value = 0.68
Source: Field Survey.
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universities and first-generation universities. Also, the Chi-Square value of 0.68
shows that there was no significant difference in the internal audit practices with
regard to the objectivity of internal auditors between the third-generation uni-
versities and second-generation universities. On the other side, it reveals that
there was no significant difference between the public higher education institu-
tions in Ethiopia with respect to the periodic assignment rotation within the in-

ternal auditors.

4.5. Comparison of Internal Audit Effectiveness among the Public
Higher Education Institutions in Ethiopia

Based on the mean scores of the variables, the internal audit effectiveness among
the public higher education institutions in Ethiopia related to the two identified
variables i.e. auditees’ evaluation and auditing quality are presented here under.

1) Auditees’ Evaluation

Table 12 shows the internal audit effectiveness with regard to auditees’
evaluation dimension in Ethiopian public higher education institutions in terms
of the mean score. The highest mean score, i.e. 4.16 was the third-generation
universities, followed by 3.59 mean score was the second-generation universities
and 3.24 mean score was the first-generation universities. Thus, the mean score
of the third-generation universities was taken as a standard to compare internal
audit effectiveness between the public higher education institutions in Ethiopia.
The Chi-Square value of 0.811 implies that there was no significant difference in
internal audit effectiveness with regard to the auditees’ evaluation between the
third-generation universities and first-generation universities. Also, the Chi-Square
value of 0.389 indicates that there was no significant difference in the internal audit
effectiveness with regard to the auditees’ evaluation between the third-generation
universities and second-generation universities. That is, this finding indicates
that statistically from the auditees’ evaluation dimension, there was no internal
audit effectiveness difference among the public higher education institutions in
Ethiopia.

2) Auditing Quality

The generation-wise mean scores of internal audit effectiveness with regard to
the auditing quality dimension is depicted in Table 13. The highest mean score,
i.e. 4.34 was the third-generation university, followed by a 3.78 mean score was

the second-generation universities, 3.43 mean score was the first-generation

Table 12. Generation-wise internal audit effectiveness of auditees’ evaluation.

Third- First- Third- Second-
Internal Audit Effectiveness  Generation Generation Generation Generation
Universities Universities Universities Universities

Mean scores Mean scores
Auditees’ Evaluation 4.16 3.24 4.16 3.59
Chi-Square value = 0.811 Chi-Square value = 0.389
Source: Field Survey.
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Table 13. Generation-wise internal audit effectiveness of auditing quality.

Third- First- Third- Second-
Internal Audit Effectiveness  Generation Generation Generation Generation
Universities Universities Universities Universities

Mean scores Mean scores
Auditing quality 4.34 343 4.34 3.78

Chi-Square value = 0.849 Chi-Square value = 0.247

Source: Field Survey.

universities. Thus, the mean score of the third-generation universities was taken
as a standard to compare internal audit effectiveness among the public higher
education institutions in Ethiopia. The Chi-Square value of 0.849 implies that
there was no significant difference in internal audit effectiveness with regard to the
auditing quality between the third-generation universities and first-generation
universities. Moreover, the Chi-Square value of 0.247 implies that there was no
significant difference in the internal audit effectiveness with regard to the audit-
ing quality between the third-generation universities and second-generation
universities. To be precise, statistically, from the auditing quality point of view,
there was no significant internal audit effectiveness difference between the pub-

lic higher education institutions in Ethiopia.

5. Conclusion

The Pearson Chi-Square test was applied to compare the internal auditing prac-
tices and effectiveness among the public higher education institutions in Ethio-
pia. The result revealed that out of the seven supported internal auditing proxy
measures variables in the confirmatory factor analysis, only regarding the in-
formation technology (the skills of internal auditors related to information sys-
tems or software packages), there was a significant difference at a 5 percent con-
fidence level between the first-generation universities and the second-generation
universities. On the other hand, regarding the top management support (the re-
sponse of the President to the implementation of internal audit recommenda-
tions), organizational independence, adequate and competent internal auditors,
internal audit charter (performing audit activities in accordance with the internal
audit charter), quality of audit work and objectivity of internal auditors (the peri-
odic assignment rotation within the internal auditors), there was no significant
difference in internal auditing practices among the public higher education insti-
tutions. Moreover, the study findings revealed that from the auditees’ evaluation
and auditing quality dimensions, statistically there was no significant internal
audit effectiveness difference among the public higher education institutions.
Generally, statistically, there was no significant difference in internal auditing
practices and effectiveness among the public higher education institutions in
Ethiopia. The following could be the reasons for this insignificant difference:

First, most public higher education institutions in Ethiopia are similar in poli-
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cies, procedures, and organizational contexts; second, all the public higher edu-
cation institutions share the same internal audit manual; third, all the public
higher education institutions are governed by the same rules and regulations;
and fourth, all the public higher education institutions have the same organiza-

tional structure.

6. Recommendations

Based on the study findings, the researchers would like to forward the following
recommendations. The Ministry of Finance and Economic Cooperation in col-
laboration with the Presidents of Ethiopian public higher education institutions
should encourage the internal audit department of Ethiopian public higher edu-
cation institutions to use electronic technology or modern auditing system in-
stead of traditional auditing systems to improve the auditing activities of the in-
stitutions. This could be done by improving the knowledge and skill of internal
auditors related to computerized information systems. The knowledge and skill
of internal auditors related to computerized information system can improve by
making experience share with other similar institutions like from the first-generation
universities because according to the finding of this study, the internal auditors
of the first-generation universities were possessed enough skills with regard to
computerized information systems or software packages relative to the second
and third-generation universities, by giving appropriate training, by allocating
appropriate education and training budgets, by making linkage with trainers’ in-
stitutions (like Institute of Internal Auditors-Ethiopia, Accounting and Auditing
Board of Ethiopia, Office of the Federal Auditor General of Ethiopia, etc.), by
hiring adequate internal auditors based on the institutions’ internal audit task
loads, and by encouraging to exist a good professional relationship between in-
ternal and external auditors. Fadzil and Hanim (2003), and Mohamud (2013)
stated that in ancient time the major operation of the internal auditor was mak-
ing an oral report to the responsible person, but at a current time, sophisticated
electronic technology is required to give timely information for the users to

make their appropriate decisions regarding the global operations.
7. Contributions of the Study

7.1. Contribution to the Literature

Although the significance of internal audit has increased in developing coun-
tries, most prior studies related to internal audit effectiveness have been con-
ducted on developed countries (Eden & Moriah, 1996; Deribe & Regasa, 2014;
Cohen & Sayag, 2010; Dellai & Omri, 2016). Therefore, conducting this study in
this developing country gives an additional insight for empirical literature for

other developing countries.

7.2. Contribution to Practice

The study uses institutions particularly Ethiopian public higher education insti-
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tutions to understand the internal auditing practices and internal audit effec-
tiveness. On the other hand, members of corporate governance such as audit
committees, the board of directors’ etc., shall take the findings of this study into
account to better equip internal audit functions and corporate governance effec-
tiveness. Moreover, Ethiopia is one of the developing countries in which internal
audit practice is not yet sufficiently explored (Mihret, 2010). Mihret and Yismaw
(2007) conducted a study in Ethiopia public sector to assess the internal audit
effectiveness by triangulating internal audit practices of the institutions and
some set of universal standards. Generally, their findings indicate that the num-
bers of actual audits performed in a given period were usually less than the
number of audits stated in the annual audit plan. This implies that there is a
problem with respect to audit practice in the Ethiopian public sector. Besides to
Mihret and Yismaw (2007), Mihret and Woldeyohannis (2008) conducted a
study in Ethiopian state owned enterprise to examine the role of internal audit
department on value-adding. Their findings indicated that there was a relatively
better internal audit practice in Ethiopia. Therefore, their findings are a clue for
further research to prove the current internal audit practice of the Ethiopia pub-
lic sectors in general and particularly the Ethiopia public higher education insti-
tutions. On the other hand, the study would use to understand to what extent
internal auditing practice is being performed and developed largely at a nation
and particularly in the Ethiopian public higher education institutions, which
enables to compare the current status of internal audit in Ethiopia with reference
to the profession of the global picture. In addition, it informs the key priorities
of the development of internal audit as a profession to the Institute of Internal
Auditors-Global and the Institute of Internal Auditors-Ethiopia.

8. Future Scope

The researchers suggest further research to improve the findings by minimizing
the limitations of the study. Particularly, the researchers suggest future research
be conducted on the followings: First, Cohen and Sayag (2010) stated that the
common method error often occurs if the data are collected from the same
source. For this study, the data were collected from the same source, i.e. only
from the internal auditors of the Ethiopian public higher education institutions.
Thus, if the data will be collected from the President/management in addition to
the internal auditors, especially, to measure internal audit effectiveness, it will be
a potential area for future studies, and second, the study focused on the internal
auditing practices and effectiveness among the public higher education institu-
tions in Ethiopia. On the other hand, it does not cover the effect of internal au-
diting practices on internal audit effectiveness. Therefore, by taking into account
the variables stated in this study and in others, using the appropriate model like
the structural equation model, checking the effect of internal auditing practices
on internal audit effectiveness is another potential area for future research. Re-

garding this model, Cangur and Ercan (2015) stated that if there is a latent vari-
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able within one study, using structural equation model are more preferable.
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