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ABSTRACT

There is a lack of mutual understanding regarding the effectiveness of internal auditing,
even though it is a crucial part of business management and the cornerstone of
organizations' safe and sound operation. This study aims to evaluate the factors that
influence internal audit effectiveness in private commercial banks in Ethiopia. The major
objective of this study is to investigate determinants of internal audit effectiveness for
Ethiopian private commercial banks. After reviewing relevant literature, the researcher
decided to use an explanatory study design. Employees of internal auditors at the head
offices of private commercial banks were included in the survey-based study, which also
included quantitative research methods. The quantitative study approach is predicated on
32 useful questions that were gathered from 157 respondents from selected private banks
(established before 2020). Primary data was used to study this research which was
collected through questionnaire and the data was analyzed using SPSS sofiware based on
the linear regression model. The competency of internal auditors, inexpediency of internal
auditors, organizational setting and information technology tools significantly affect
internal audit effectiveness on value adding roll, increase department performance and
organizational performance. But the other factor management support from the predictors
included in this study that, when we look at the results, becomes irrelevant for the
effectiveness of internal audit. The study's researcher primarily advised Ethiopian private
commercial banks to improve the efficacy of internal audit by focusing on maintaining and
strengthening the organization settings, which in turn improves bank performance overall.
assuring independency of internal auditors in terms of giving their freedom to do their
work independently, also private banks should think about placing competent and adequate
staff in their offices as it is essential to the efficient execution of the internal audit function.
and having support in using ITT to enhance the efficacy of IA function.

Keywords: effectiveness of internal audit, Ethiopian private commercial banks and internal
audit

vii



Chapter 1

1. Introduction
1.1. Background of study

Auditing is a system for impartially getting and assessing prove with respect to claims almost financial
acts and occasions, determining the extent of consistency of those claims with built up standards, and

communicating the comes about to interested clients. (Bradley, 2005)

Internal auditing is an independent, objective auditing and advisory action pointed at strengthening and
progressing the operations of an organization. It helps businesses accomplish their objectives by giving
an efficient, restrained approach to evaluating and progressing the adequacy of risk administration,
control, and governance processes. Internal audit fulfills this by giving bits of knowledge and
suggestions based on investigation and assessment of information and business processes. With a center
on integrity and responsibility, internal audit gives value to boards and senior administration as an
objective source of independent counsel. Experts called internal auditors are utilized by organizations

to perform internal audit exercises (IPPF, 2017).

An internal audit department with adequate specialist, stature, autonomy, assets, and get to the board of
executives is essential for banks. Good corporate governance depends on the presence of impartial,
competent, and qualified internal auditors. A solid inside control framework, counting a fair and
effective internal audit service, is an essential element of strong corporate administration.
Administrators who oversee banking operations must be fulfilled with the adequacy of the bank's
internal audit department, compliance with arrangements and procedures, and timely and suitable
adjustments by management. for any deficiencies in internal control noted by internal auditors. A bank's
board of executives, senior administration and banking administrators receive important assurance
about the quality of the bank's internal control framework from the internal audit work. Thus, this
function makes a difference minimize the risk of misfortune and harm to the bank's reputation (Basel

Committee on Banking Supervision, 2012).

Organizations with successful internal audit practices are way better able to recognize business risks,
take fitting remedial activity, and eventually back nonstop change. If an internal audit project has
organizational independence, formal order (with a confirmed audit charter), unrestricted access,
sufficient funding, capable leadership, skilled personnel, an audit committee, stakeholder backing,
expert auditing standards, and a limited scope, it can significantly contribute to increasing transparency
in financial reporting and corporate governance (Smet, 2011). To accomplish internal audit

effectiveness, we must pay consideration to the components that can influence it (Adhista, 2015).



In this way, the practicality of internal audit is crucial to achieve organizational destinations and suitably

associations whether private or public must ensure that their internal audit works.

Internal auditors need to expand their scope and become more involved in risk management, control,
and governance processes. With these changes, more and more new concepts are emerging, and the
added value and effectiveness of internal auditing for organizations is gaining attention. To determine
the efficiency and effectiveness of internal auditing, it is becoming increasingly important to find

appropriate ways to measure and evaluate the services achieved to ensure added value (Spencer, 2003).

The stability of the banking sector is critical to maintaining trust, which is the basis of a well-
functioning economy. Government legislatures and regulators around the world have incorporated the
Basel Framework, a set of recommendations developed after the 2007-2009 financial crisis, into their
regulation of financial institutions. Internal auditors working in financial services need to understand
the international standards and principles for capital adequacy that apply to their jurisdiction (IIA,

2022).

The purpose of this study was to build on variables created by past analysts (Pham, D.C., & Nguyen,
2021, Ahmet, 2021; Mihret, Dessalegn, and Woldeyohannis, (2008)), including administration back,
internal auditor recognition of the value of internal audit, organizational autonomy, adequate and
capable employees, and existence of an affirmed internal audit standard. The objective was to identify
the determinants of internal audit effectiveness in private banks in Ethiopia. This study focused on a
selected Ethiopian private bank and attempted to carefully investigate the factors that determine internal

audit effectiveness.

1.2. Internal audit in Ethiopian private banks
Ethiopian banking as we know it now began at the conclusion of Emperor Minilik's reign. In 1905,

Emperor Minilik II signed a deal with Mr. MacGillivray, the agent of Egypt's National Bank. According
to the agreement, the emperor formed the first bank, the Bank of Abyssinia, on February 16, 1906, and
placed it completely under the jurisdiction of the National Bank of Egypt. Furthermore, it is a private

bank, whose shares were offered in Addis Ababa, New York, Paris, London, and Vienna.

After the 1991 regime change and the 1992 start of the liberalization agenda, many financial
institutions were set up to function primarily within a framework of market-oriented policies. The NBE
was created as a judicial body apart from the government and its tasks, functions, and expected duties

were outlined in the Monetary and Banking Proclamation No. 83 of 1994.

Following the implementation of Proclamation No. 591 of 2008, the NBE experienced a significant

reorganization and saw an increase in its regulatory and supervisory functions. Access to finance and
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financial inclusion were accelerated by the introduction of new financial products and innovations like
digital finance, online banking, and mobile banking. Financial intermediation increased as more banks
and MFIs entered the financial sector. The government has also recently made the decision to liberalize

the financial sector by permitting foreign investment in the banking industry (NBE, 2023/24).

The formation of private banking and the fortification of the sector has improved throughout the years,
and following this year of development, Ethiopia today has around 31 banks, including the oldest state-

owned government bank, Commercial Bank of Ethiopia.

The effectiveness of internal audit in Ethiopian private banks is crucial for ensuring the stability,
efficiency, and integrity of the banking sector. In recent years, there has been an increased emphasis on
internal audit effectiveness in Ethiopian private banks. The government, regulatory bodies, and
stakeholders are becoming more aware of the importance of strong internal control systems to ensure

financial stability, integrity, and accountability.

The National Bank of Ethiopia, the country's central bank, has issued guidelines and directives to
enhance internal audit practices (MFI/31/2020). Banks are now required to establish an Internal Audit

Department and comply with defined auditing standards.

Ethiopian private banks are increasingly focused on training their internal audit staff to ensure they
possess the necessary knowledge and skills. Training programs and workshops are being conducted to

enhance audit techniques, risk assessment, and control evaluation.

Currently, they are also attempting to ensure the independence of their internal audit function. This
involves creating reporting lines to the board of directors or audit committee, separating the internal

audit function from operational units, and employing skilled and experienced personnel. (NBE, 2023).

1.3. Statements of problem
Internal auditing is critical for improving an organization's operational efficiency and performance. It

gives independent and objective assurance about the adequacy and efficacy of internal controls, risk

management systems, and governance frameworks. (IPPF, 2017).

There is a concern that the internal audit function is not meeting the expectations of stakeholders,
including management, shareholders, regulators, and external auditors in Ethiopian private banks. This
lack of effectiveness may result from several factors, including inadequate resources, deficient skillset,

inappropriate governance structures, and weak risk management (IPPF, 2017).

External auditors rely on internal auditors to assess the efficiency of internal controls, identify

operational inefficiencies, and detect fraudulent activity within the firm. If the internal audit function

3



is ineffective, external auditors may have difficulty fulfilling their tasks and delivering an opinion on
financial statements. External auditors may need to commit more time and resources to compensate for
weaknesses in the internal audit function, resulting in higher audit fees, longer audit timelines, and
lower audit quality (Smet 2011). As a result, external auditors may have a vested interest in the factors
influencing internal audit effectiveness in Ethiopian private banks, as these can affect the quality and
reliability of the information on which they base their financial statement opinions. As a result, it is
necessary to understand the factors influencing internal audit effectiveness in Ethiopian private banks

in order to develop methods for enhancing the practice.

Internal audit must be effective to the extent that it can achieve the objectives of the audit activity
(Adhista, 2015). Mihret (2007) explains that the internal audit function is effective when it can achieve
its stated objectives. IIA (2010) defined internal audit effectiveness “as the degree (including quality)
to which established objectives are achieved.” This means internal audit effectiveness is the ability of

internal auditor to achieve established objectives within the organization (Greaves, 2017).

Ensuring the efficacy of internal audits in banks is just as vital as it is in other businesses, because
having effective internal audit functions leads to a better internal control system and higher
organizational performance. A competent Internal Audit Function (IAF) can benefit all stakeholders
while also improving corporate governance (Smet and Mention, 2011). Internal auditors can educate
line managers on their responsibilities, serve as risk monitoring consultants, discover flaws in internal
control systems, and help with risk management implementation. IA also helps to ensure that the
audited body's methods and activities are adequate (Cohen and Sayag, 2010; Arena and Azzone, 2009;
Dittenhofer, 2001).

Numerous articles have addressed the aspects that influence the success of internal audits. However,
the results of other researchers' inquiries into the effects of the components they considered differ. For
example, Shewamene (2014) conducted a study on public enterprises in general, including Commercial
Bank of Ethiopia (CBE), Development Bank of Ethiopia (DBE), and Construction and Business Bank
(CBB), and discovered that management support, the presence of adequate and competent 1A staff, and
the availability of an approved IA charter all had a significant and positive impact on the effectiveness
of internal audits in the public sector. Similarly, Abraham (2015) discovered in his research on the
Construction and Business Bank (CBB) that management support, the presence of enough and skilled
A professionals, organizational independence, and management perception all had a substantial impact
on internal audit effectiveness. Mihret, Dessalegn Getie, Kieran James, and Joseph M. Mula (2010)
claim that management support has a significant influence on internal audit effectiveness; however,

Medhait Amare (2016) and Firehiwot Weldu (2017) claim that management support has no appreciable
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impact on internal audit effectiveness in their studies. According to a 2016 study conducted by
Medhanit Amare, organizational setting has a significant impact on internal audit effectiveness,
contradicting the conclusions of (Mihret, 2007), who claim that there is no significant impact with
organizational environment. Many scholars consider the organizational independence of internal
auditors, backing from higher management, the quality of audit work, and the skill of the internal audit
team to be important considerations. However, when we consider the same variables (organizational
setting and management support), their conclusions differ. The specific research methodology used in
the study distinguishes the results. In this circumstance, utilizing the appropriate technique to analyze

the factors of internal audit effectiveness is critical for producing better results.

Therefore, this study is attempted to fill the literature gap using the right methodology to impact on the
depth and scope of the findings. Research adopted a qualitative approach, utilizing interviews or
surveys with internal auditors to gather their perceptions and experiences. Alternatively, it took a
quantitative approach by analyzing available data on internal audit effectiveness and using statistical

techniques to identify key determinants.

Auditors play an important role in maintaining strong governance, risk management, and internal
control inside an organization. Their perspective of their job and independence can have a considerable
impact on how effectively they perform their duties. Internal auditors who believe they are independent
of management and free to objectively examine and report on the organization's operations are more
likely to provide significant insights and recommendations for change. Internal auditors must preserve
objectivity, honesty, and credibility in their work, which requires perception independence. In the
context of Ethiopian private banks, where internal audit functions are critical for ensuring financial
stability and regulatory compliance, internal auditors' perceptions of their independence can have a
direct impact on the effectiveness of internal audit processes and, ultimately, the organization's overall
success. So, specimen of the perception of auditors makes the research more valuable than the others
for more determining of the issue, as the individuals are directly involved in the internal audit processes

and practices can provide valuable insights and experiences.

1.4. Objectives of study

1.4.1. General objective
The main objective of this research is to identify the factors that determine the effectiveness of internal

audits in Ethiopian private banks, from the perspective of internal auditors.



1.4.2. Specific objectives of study
1. Assessing the independence of internal auditors in Ethiopian private banks.

Assessing the competence of internal auditors in Ethiopian private banks.
Assessing the organizational framework of internal auditors in private banks in Ethiopia.

Assessing the management support for internal auditors in Ethiopian private banks.

ok wD

Assessing the information technology tools in Ethiopian private banks.

1.5. Research questions
The research has proposed to answer the following research questions.

1. What are the key factors that influence the effectiveness of internal audit functions in Ethiopian

private banks, as perceived by internal auditors?

2. How does the organizational structure of Ethiopian private banks impact the effectiveness of internal
audit functions?

3. To what extent does the competency and professional expertise of internal auditors influence the
effectiveness of internal audit functions in Ethiopian private banks?

4. How does the adoption of technology and audit tools impact the effectiveness of internal audit

functions in Ethiopian private banks?

1.6. Research hypothesis
Based on a review of existing literature, including studies by Mihret and Yismaw (2007), Cohen &

Sayag (2010), and Arena and Azzone, which explore the relationships between several key factors and
internal audit effectiveness, this study proposes the following directional hypotheses. These factors
include the level of management support, the independence of internal auditors, the competency of

internal auditors, the organization settings, and the information technology tools.

HI: The independence of internal auditors is positively related to the internal audit effectiveness in

Ethiopian private banks.

H2: The competency of internal auditors is positively related to the internal audit effectiveness in

Ethiopian private banks.

H3: The organizational settings have a positive significance in effectiveness of internal audit in

Ethiopian private banks.

H4: The management support is positively related to the internal audit effectiveness in Ethiopian

private banks.
H5: The information technology tools have significance impact to the internal audit effectiveness.
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1.7. Significance of the study
Internal audit is essential to the banking industry's daily operations since it plays a significant part in

the nation's social and economic elements. Ethiopian private commercial banks will benefit from a new
finding in this area that will help them improve the efficacy of their internal audit. They should use the
findings to improve their internal audit function in order to fulfill their role in the efficacy of corporate

governance. It also serves as a foundation for upcoming research projects in this field.

1.8. Scope of study

Conceptual scope: The study investigated the characteristics that influence the efficacy of internal
auditing in Ethiopia's private banks. The study looked at internal auditors' perceptions on the
determinants of internal audit effectiveness and how they relate to the elements that influence it. The
study focused on private banks operating in Ethiopia, and the data was obtained via a survey
questionnaire distributed to internal auditors at these institutions. The study will provide insights into
the factors of internal audit effectiveness in private banks, as well as help identify areas for

improvement in internal auditing effectiveness.

The study investigated the factors that influence the effectiveness of internal audits within Ethiopian
private banks, specifically from the perspective of internal auditors themselves. Here are some key

elements that might be included within the conceptual scope:

Internal Audit Effectiveness: This refers to the extent to which internal audit efforts meet their
objectives and contribute to the overall strengthening of financial controls, risk management, and

governance in Ethiopian private banks.

The Perspective of Internal Auditors: The study adopts the viewpoint of internal auditors themselves.
This means that data collected through interviews captures the perceptions, experiences, and insights

of internal auditors about the factors that affect the effectiveness of internal audits.

Geographical scope: The research focused solely on internal audit functions within privately owned
banks in Ethiopia which are established before 2020 (shows at appendix below). The study does not

extend beyond the borders of Ethiopia or to public or international banks operating in the country.

The scope likely involved conducting the research in geographic locations within Ethiopia where the

head offices’ private banks are in Addis Ababa.

The study's findings and recommendations tailored to the specific context of Ethiopian private banks

and may not be directly applicable to the internal audit functions in public banks, international banks,



or banks operating in other countries. Is limited to private banks operating in Ethiopia. Therefore, the

study is specific to the Ethiopian private banking sector only.

1.9. Limitation of study
The primary drawback of the study is that some respondents did not provide the researcher with the

time that was anticipated and their response to the question wasn’t satisfied due to the researcher being
forced to leave some additional determinants (management’s perception of [A’s value, objectivity of

internal auditing and audit committee).

The researcher used convenience sampling strategy since it is easy to implement. Convenience samples
often select participants based on their availability or accessibility while, leading to a biased sample

that may not accurately represent the target population.

1.10. Organization of the Study

The study has five chapters. Chapter one covers the introduction, problem statement, objectives,
hypothesis, significance, and scope. Chapter two reviews theoretical and empirical literature on internal
audit effectiveness, ending with a summary of knowledge gaps. Chapter three discusses research
methodology and design. Chapter four presents case study findings and analysis. Chapter five

summarizes conclusions and provides recommendations, followed by references and appendices.



Chapter 2

2. Literature Review

2.1. Theoretical literature review

2.1.1. Internal audit
An audit of past financial statements has been defined as: "a systematic process of obtaining and

evaluating objective evidence regarding assertions about economic actions and events to determine the
degree of correspondence between those assertions and established criteria, as well as communicating
with interested parties about the end results" (Baltaci, M., & Yilmaz, S. 2006). Auditing, as described
by Lawrence and B. Sawyer (1988), is evidence in which the auditor makes a written report giving an
opinion on whether the financial statements substantially correspond to frequently accepted argument

elements or other recognized criteria.

According to Arens et al. (2012), audits can be grouped into two types based on the primary
beneficiaries: external audits and internal audits. External auditors are individuals who do not work for
the firm being audited and can provide a prepared report on the financial accounts by determining if
the report reflects facts or not. Such auditors are known as "independent" or "external" auditors.
External auditors might work for themselves or for an auditing business. External auditors are those
who review financial statements for publicly listed firms, governments, private companies, joint
ventures, and other entities. This is done once at the end of each fiscal year, unless particular

circumstances arise during that period.

The definition of internal auditing differs depending on the literature; however, the overall definition
comprises key issues that serve as the foundation for basic internal audit standards. The new Institute
of Internal Auditors (IIA, 2001) defines internal auditing as "an independent, objective assurance and
consulting activity designed to add value and improve an organization's operations." It assists a
company in meeting its goals by implementing a systematic, disciplined approach to evaluating and

improving the efficacy of risk management, control, and governance systems."

According to the following definition. The fundamental role of internal audit is to provide independent
assurance about an organization's risk management practices. Audits, as a value-added service, must
establish a customer base and understand the organization's demands. In this case, the service function
must clearly assist the organization, rather than internal audit serving its own inner purposes. The chief
audit executive should prioritize value creation and drive the entire audit process. In order to be
effective, the chief audit executive and internal auditors must fulfill or surpass certain standards. Given

the ever-changing company environment, the efficacy and dependability of internal auditing are crucial.



Internal auditing is a process by which internally selected auditors collect information regarding the
effectiveness of a quality system, regardless of the areas, functions, or procedures being audited. The
Internal Audit Function, on the other hand, is the mechanism that formally monitors the operation of
the quality management system, ensures that this is achieved effectively in accordance with the
documented quality system, all in collaboration with management, and supports system organization

members in effectively carrying out their governance responsibilities (MoFED, 2004).

To build a solid company organization, IA plays a significant part in its management and operations.
Furthermore, before conducting an external audit, the audit is intended to be done by internal audit
during the yearly audit, saving time that the external auditor would otherwise have to spend.
Furthermore, if there are write-offs and other charges that appear in the financial statements but are not
in accordance with government regulations, having an internal auditor in the firm will be effective and
result in fewer financial irregularities. Furthermore, external auditors are more inclined to rely on

internal auditors' reports (Goodwin and Kent, 2006).

2.1.2. Concept of internal audit effectiveness
Internal audits are critical to an organization's governance and operations. When installed, operated,

and managed properly, it is a critical component in assisting a company in achieving its goals.
Organizations that employ internal auditing effectively are better equipped to identify business risks,
as well as process and system inefficiencies, take appropriate remedial action, and ultimately promote
continuous development. Maintain and improve the reputation of internal auditing; nonetheless, its

efficacy and efficiency must be monitored (IIA, 2010).

The effectiveness of internal auditing (IA) is a key component of the Institute of Internal Auditors'
definition, but it is also regularly discussed and challenged in reality. Assessing and enhancing the
effectiveness of risk management, control, and governance systems is an important aspect of A (IIARF,

2015).

Dittenhofer (2001) provided one of the earliest and most commonly accepted definitions of Al
functional effectiveness. In general, he associates the effectiveness of anything with the fulfillment of
a desired state, emphasizing that the internal audit process is effective when it performs the intended
objective. described by the goal 'Internal Audit'. According to this definition (Mihret D. G., 2007), an

internal audit is effective if it produces the desired outcomes, i.e. meets the aims.

The Institute of Internal Auditors (IIA) defines effectiveness as "the degree (including quality) of
achieving set goals". The same description can be used to the efficacy and efficiency of an internal

audit. Internal audits should develop performance metrics and related measurement criteria that are
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appropriate for their environment/organization in order to assess the extent (including quality) to which
their actions achieve their objectives. An internal audit has been formed. Internal audits should be

monitored and analyzed on a regular basis to ensure their efficacy and efficiency. (ILA, 2010).

Other definitions of effectiveness in the literature focus on internal auditors' acceptance of improvement
recommendations. For example, (Sawyer, 1995) indicates that the auditor's job is not complete until the
inaccuracy is repaired and maintained. He noted that management's commitment to implementing audit
recommendations, as well as its support for strengthening internal audit, are crucial to audit
effectiveness. A decade later, Internal Audit (ITARF, 2015) described internal auditing as an impartial
activity that assists businesses in improving their operations. In this aspect, the IA function can be
regarded effective if the organization follows internal auditors' independent recommendations for
improvement (Lenz, 2013). Furthermore, Lenz and Sarens (2012) argue that while impact assessment
reports are not effective as an outcome, what is important is not only the intended changes they bring

about, but also their concrete and perhaps lasting consequences.

Therefore, according to those definitions establishing performance measures is essential to determine
whether the audit activity is achieving its stated goals and objectives, in accordance with the highest
practices and quality standards. This thesis examined [A effectiveness from the standpoint of internal
auditors, specifically whether management is willing or unwilling to listen to the internal auditor's risk

warning messages.

2.1.3. Theories of internal audit effectiveness
(Endaya, and Hanefah, 2013) posit that various theories can be used to develop a theoretical framework

for 1A effectiveness namely, agency theory, institution theory and communication theory. Overall, a
combination of these theories can be used to explain and predict the effectiveness of internal audit

functions in different organizations and contexts.

2.1.3.1 Agency theory
According to this idea, internal audit effectiveness is determined by the alignment of the interests of

the principals (e.g., shareholders) and the agents (e.g., internal auditors). It asserts that competent
internal audit functions can serve as a monitoring method for reducing agency problems, ensuring
accountability, and improving corporate governance. (Adams, 1994) states in his work that agency
theory can facilitate richer and more relevant study in the field of internal auditing. According to agency
theory, internal auditing, like other intervention methods such as financial reporting and external audits,
contributes to the maintenance of advantageous contracts between owners and management. Agency

theory may not only explain the presence of internal audit in businesses, but it can also explain several

11



characteristics of internal audit departments, such as size and the scope of the department's duties,

including financial and financial elements.

Agency theory can be used to experimentally examine whether cross-cutting discrepancies between
internal audit exercises reflect separate legally binding links resulting from organizational form
differences or not. Internal auditors, as operators, must conduct audit forms at the proficient level, which
necessitates training and certification, involvement, and other abilities required to perform their jobs
flawlessly. Internal auditors, as individuals who operate within the organization, require their support.
The presence of an effective audit committee within the organization increases internal audit
independence and reduces senior administration interference in internal audit scope or execution.

(Endaya and Hanafah, 2013).

2.1.3.2. Institutional theory
This theory emphasizes the impact of external organization weights on internal audit effectiveness. It

recommends that effective internal audit capacities are those that adjust with and accommodate to
regulation standards, rules, and practices. Organization theory clarifies the method of institutionalizing
a practice in a gather or institution through a precise, organized organization alter of behavior (Clemens,
1999). Compliance with external regulations and industry measures, as well as the reputation and
authenticity of the inside audit works, are key components in deciding its effectiveness. Internal
auditors' parts have presently ended up much more basic as control inside organizations and a key to
successful hazard administration. These parts are considered critical in budgetary administration
techniques and are progressively utilized as a solid implies of progressing execution. Regulation
scholars see organizations as individuals of an organizational field, which incorporates numerous
organizations or businesses that are forbidden in one way or another. This interrelationship causes

organizations to impact others based on contrasts in their organizational shape (Mihret et al., 2010).

2.1.3.3. Communication theory
This theory sets that great communication between internal auditors, auditees, and individuals of the

public organization is critical to progress the effectiveness of internal auditing. To attain this objective,
how internal auditors communicate their discoveries is basic. For example, if internal auditors
communicate their discoveries in a way that the auditee sees as accusatory or essentially recognizing
shortcomings, this might break down belief between inspectors and auditees. Inside inspectors and
auditees, which can make obstructions in Communication. Subsequently, successful communication is
fundamental, and the communication handle ought to center on passing on as it were the essential data

in a clear, basic, and important way, as well as making criticism instruments (Sambo, and Webb, 2017).
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2.1.4. Determinants of IA effectiveness
There are numerous aspects that influence the success of internal audits. Arena and Azone (2009)

believe that internal audit effectiveness is influenced by the audit team's qualities, audit activities and
methods, and the relationship with the business. Mihret and Yismaw (2007) contend that organizational
features either boost or decrease the effectiveness of internal audits. Alzeban and Gwilliam (2014) argue
that the capacity of internal audit staff, the freedom of internal audit staff, the back of the administration
board, the estimate of the internal audit division, and the relationship between internal and external

audit all have a positive impact on internal audit effectiveness.

Several explanatory variables have been identified that have a strong association with internal audit
effectiveness in the area studied. Five explanatory variables have been identified for the purposes of

this study and measurability.

2.1.4.1. Independence of internal auditing
One element investigated in the literature is the role of internal audit independence. Independence refers

to the internal audit function's capacity to carry out its responsibilities without undue influence
(Mutchler, 2003). In recent years, professional groups and standards organizations have stressed
internal auditor independence (Al-Akra et al., 2016; Oriakhi, 2020). The International Standards for the
Professional Practice of Internal Auditing (ISPPIA) state that an organization's internal audit unit must
be independent. Standard 1100 states that, in order to ensure the internal auditor's independence and
objectivity, the head of the internal audit unit must report officially to senior management and serve on
the audit committee of the board of executives. Internal auditors must have unrestricted access to
documents, faculty, and divisions, avoid conflicts of interest, and refrain from doing non-audit activities
(Coetzee, P., & Erasmus, L. J., 2017, IIA, 2017). Furthermore, Standard 1111 underlines that the review
manager's access to the board of chiefs and senior management is unfettered, allowing for complete

independence.

Previous research suggests that greater independence and objectivity improves internal audit
effectiveness. According to a survey conducted by Mihret et al. (2010), Cohen and Sayag (2010), and
Abu-Azza (2012), organizational independence is positively related to audit quality and auditee
evaluation, with objectivity and organizational independence contributing to the accuracy of the
auditor's work and giving employers confidence that the results and reports can be trusted. The findings
of the study (Zulkifli, B., Alagan, S., and Mohd, S., 2014) revealed a significant positive association

between independence and objectivity.

According to some researchers, the independence of public sector internal audit is low when compared

to other factors such as the competency of the internal audit unit, the size of the audit unit, and
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management support, which are considered critical to the success of the internal audit function (Alzeban
and Gwilliam, 2014). However, present research indicates that internal auditors have a better level of
independence (Oriakhi, 2020; Pham and Nguyen, 2021). George et al. (2015) supported this consensus
by indicating that the independence of the internal audit function is the most critical characteristic
contributing to enhancing the efficacy of internal auditing when compared to other factors. For
satisfactory operations of an internal audit unit (Salehi, 2016, Ali, 2018, Coetzee & Erasmus 2017)

also attest that internal audit independence is the foundation of an effective internal audit process.

2.1.4.2. Competence of Internal Auditors
Another factor that has been investigated is the competence and expertise of internal auditors. Internal

auditors must have the necessary abilities, expertise, and experience to effectively identify risks, review
controls, and provide relevant insights to management. An internal auditor's general experience

includes years of experience, abilities, knowledge, training, and competence (Shamki & Alhajri, 2017).

Most research on the efficacy of internal auditing emphasizes internal auditor capacity as the most
important aspect. The International Standard for the Professional Practice of Internal Auditing 1210
(ISPPIA) emphasizes the necessity for internal auditors to have the appropriate knowledge, skills, and
competences to carry out audit tasks. ISPPIA defines competence as a combination of motivation,
personality qualities, self-concept, knowledge, and abilities. According to Wu et al. (2017), motivation,
personality traits, and self-concept differ from knowledge and skills in that they are essential personality
attributes that cannot be easily gained by training. In contrast, training interventions can be used to
uncover and improve knowledge and skills. Alzeban and Gwilliam (2014) associate competencies with
education, job experience in internal auditing, professional qualifications, and training, all of which

assist auditors in adding value and improving the efficiency of the organization's activities.

This criterion is congruent with Internal Auditing Standard 1210, which states "internal auditors must
have a high level of skill, knowledge, and ability to carry out their responsibilities” (IIA, 2017) Demeke
et al. (2020) also relate audit experience with the abilities and knowledge that auditors acquire via long-
term work in the field of internal auditing. Previous research has demonstrated that internal auditors'
capacity is an essential component in determining internal audit effectiveness (Ali, 2018; Baharud-din
et al., 2014; Salehi, 2016). Furthermore (Mihret, 2008), research indicates that well-trained and
qualified auditors are more likely to improve internal audit effectiveness. According to Wu et al. (2017),
internal auditors' capability has a favorable impact on the effectiveness of internal audits, which is based
on their ability to solve problems and their resourcefulness in using audit software. As a result, internal
auditors' performance is improved by their IT skills and ability to address actual audit problems.

Furthermore, the research findings of (Ahmet, 2021) suggest that internal auditors' capacity is heavily
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reliant on management support for internal auditing in terms of recruiting highly experienced

professionals to carry out internal audit operations.

2.1.4.3. Management support
The support and collaboration of top management and the board of directors have been identified as

factors impacting internal audit effectiveness. Management assistance is extremely important to the
implementation of internal audits because other decision components rely heavily on it (Ahmet, 2021).
According to universal internal audit procedures, internal auditors must be supported by senior
management and the board of executives in order to successfully carry out their duties. "The head of
internal audit unit should encourage senior management to be involved in internal audit plan and
provide them with a detailed plan of internal audit activities indicating the required resources, including
significant interim changes, for senior management to review and approve for further progress with
other deciding authorities in the company" (Sobel et al., 17). Essentially, Alzeban and Gwilliam (2014)
agree that management support for internal auditing entails providing an adequate budget for the
acquisition of competent human resources and other assets required for the day-to-day operations of
this division. Salehi (2016) discovered that a mindset of praise and appreciation for internal audit
exercises can send a powerful message to the entire organization about the importance of internal

auditors.

Management assistance can assist internal auditing in carrying out its duties and obligations. Dellai and
Omri (2016) see management support as a key factor influencing the execution of internal auditor
recommendations. Most research on internal audit effectiveness rank support and collaboration from
top management and the board of directors as one of the most essential factors. The commitment and
active involvement of these stakeholders in promoting a strong control environment and providing
resources for internal audit activities have been found to have a positive impact (Mihret D. G., 2010).
Ahmet (2021) has also highlighted the importance of management support for the successful
completion of internal auditing tasks. While Lenz et al. (2017) agreed that the chief audit official's
engagement with senior management may be a key driver of internal auditing performance.
Furthermore, Mensah et al. (2020) discovered a positive relationship between management support and
internal audit effectiveness, implying that increased management support for internal audit work is

required to obtain adequate resources, appropriate skills, experience, and consistent staff development.
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2.1.4.4. Organizational setting
That 1A organizational characteristics incorporate numerous variables affecting IA effectiveness; for

illustration, Mihret and Yismaw (2007) show that IA organizational setting incorporates its
organizational status, its judgment, and its approaches and strategies that empower it to realize valuable
audit results. Mihret and Yismaw (2007) argue that the organizational context in which internal audit

work takes place has a significant impact on the function's efficacy.

The organizational framework that provides the context and environment for Al to carry out its activities
is also a factor that affects IA’s effectiveness. It defines the status, structure, and criteria for aligning
internal audit for efficiency in providing services to management. Therefore, the organizational
framework (Setting) can influence the level of effectiveness that internal audit can achieve. Auditee
attributes relate to the auditee's ability to achieve expected objectives. Auditee characteristics that are
significant to the effectiveness of the audit include the auditee's ability to achieve organizational sub-
goals effectively and efficiently; their attitudes toward internal audit; and the level of auditor

cooperation (Dassalegnet et al., 2007).

Lack of authority in budget management has a negative impact on the internal audit function's execution

(Mihret and Yismaw, 2007). As a result, this function is responsible for managing the claim budget.

2.1.4.5. Information Technology Tools
The use of technology-based audit methods has also become an important part of the internal auditing

function. Computer-assisted auditing techniques (CAATs) are computer-based tools and methodologies
that help auditors improve both personal and audit function productivity. They can significantly
improve audit effectiveness and efficiency throughout the planning, execution, reporting, and follow-
up stages (Salehi.T 2016). (Shamki, D., & Alhajri, T.A., 2017) have said that computerized assisted

auditing tools (CAATSs) greatly accelerate the work of internal auditors.

2.2. Empirical literature review
Several studies have been undertaken to establish the effectiveness of internal auditing, the features of

the internal audit function, and the internal audit function's value-add. (Shamsuddin, 2014) investigates
the elements that determine the efficiency of internal auditing in Malaysia's public sector. Data were
gathered through semi-structured face-to-face interviews with eight internal auditors from three
government ministries and one auditor from the Office of the Auditor General (AG). The findings of
this paper reveal that internal auditors in the public sector have trouble performing their tasks
successfully owing to a lack of independence when auditing their own "boss". Arena and Azzone (2009)
performed a survey of 153 Italian enterprises to better understand the organizational elements that

influence internal audit effectiveness. The findings indicate that internal audit effectiveness is
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determined by the characteristics of the internal audit team, audit processes and activities, and
organizational links. Efficiency increases, especially when: the ratio of the number of internal auditors
to the number of employees increases, the audit manager is affiliated with the Institute of Internal
Auditors (ITA), the company applies automated techniques management - assess control risk, and the

audit committee is involved in internal audit activities of internal auditors.

Mihret and Yismaw (2017) also investigated the execution of internal audits in an Ethiopian public
division case study among higher education teachers and discovered a favorable relationship between
best management support and internal audit execution. As with all case studies, the generalizability of
this study's findings is limited. Similarly, Cohen and Sayag (2010), Alzeban and Gwilliam (2014), and
George et al. (2015) found that management support is unquestionably a critical factor of audit
implementation. The study also indicated a positive and critical relationship between this variable and

all of the other elements that influence the execution of internal audits.

Several studies were undertaken to assess the present practices of internal auditing sufficiency in
Ethiopian settings. Medhait (2016) investigated the factors impacting IAE in the Commercial Bank of
Ethiopia department in Addis Abeba using the census approach. Information was quantitatively
examined using descriptive statistics, Pearson correlation, and straight regression analysis. The findings
of'this study seek to demonstrate a coordinated relationship between auditor competency, organizational
independence, management support, and organizational framework in banks. The findings reveal that
there is no demonstrably significant negative association between capacity, management support, and
internal audit effectiveness. Furthermore, the findings indicate that there is no positive and in fact poor
association between organizational system and internal audit efficacy. The analyst discovered a positive
and significant association between organizational independence and internal audit effectiveness. These
four independent criteria provide 34.5% of the commitment to internal audit effectiveness at

Commercial Bank of Ethiopia branches.

This study looked at the elements that influence internal audit effectiveness in Ethiopian private
commercial banks, as reported by Wondwosen in 2019. Five hypotheses were proposed, and the study
used surveys to gather critical information. A cross-sectional study design was used, as was a purposive
testing method, and data was collected using a structured questionnaire, with a total of 168
questionnaires distributed. These five distinct criteria contribute 60% of the total efficiency of internal
auditing. According to research, there is a strong positive association between internal audit efficacy
and its qualities. On the other hand, organizational setting and managerial support have no significant

impact on the internal audit function.
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This study includes documents and research on determinants of internal audit effectiveness, such as
management support, independence of internal auditors, competency of adequate internal audit staff,

and information technology tools examined by various researchers.

2.3. Summary and literature gap
From the standpoint of internal auditors, the study intended to investigate the factors that influence

internal audit effectiveness in Ethiopian private banks. The aim of this study is to investigate the
elements that make internal audit operations successful in these banks and how internal auditors see
these characteristics. The study is to add to the body of knowledge regarding the effectiveness of
internal audit in the setting of Ethiopian private banks and offer insightful information about the

opportunities and challenges faced by internal auditors in Ethiopian private banks.

The internal audit function in Ethiopian private banks is not meeting stakeholder expectations due to
factors like inadequate resources, deficient skills, inappropriate governance structures, and weak risk
management. External auditors rely on internal auditors to assess internal controls, identify operational
inefficiencies, and detect fraudulent activities. Ineffective internal audits can lead to higher fees,
extended timelines, and lower quality audits. Identifying these determinants is crucial for improving

the practice.

There are other literatures like Mihret, Dessalegn Getie, Kieran James, and Joseph M. Mula, (2010) on
internal audit effectiveness in other regions or countries (Arena, M., & Azzone, G., 2009) are provide
some insights that can be applied in the context of Ethiopian private banks. Such literature may cover

areas such as the role of internal auditors, their independence, resources, and training, among others.

Additionally, there may also be other studies like Medanit A. (2016), Solomon (2019), Firehiwot Weldu
(2017), and Mihret, (2007) that examine the internal audit practices in Ethiopian private banks;
however, they may not focus on the determinants of internal audit effectiveness as perceived by internal
auditors. Such studies may provide some insights but may not be sufficient in addressing the research

question adequately.

As a result, doing research on the factors of internal audit effectiveness in Ethiopian private banks is
critical to filling the literature gap and providing important insights that can be used to improve internal
audit practices in the country. Because of the relevance of internal audit effectiveness, several experts

have emphasized the need for further inquiry on this topic.
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2.4. Conceptual framework
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Chapter 3
3. Research Methodology

The research design and methodology used in this study are detailed in this chapter. Thus, it
comprises research design, sample description, data collection tools, instrument validity and

reliability, as well as the data collection and analysis procedure.

3.1. Research design
Trochim (2005) defines research plan as "the stick that holds the research extend together." A

strategy is used to frame the investigation, demonstrating how all of the primary components
of the research extend collaborate to meet the central research objectives." The research plan
resembles a formula. Just as a formula provides a list of ingredients and instructions for
preparing a meal, an investigation strategy provides the components and procedures for
carrying out the study properly. The research strategy is the "backbone" of the investigation

convention.

According to Ranjit Kumar (2011), research studies can be characterized as descriptive,

correlational, explanatory, or exploratory based on their objectives.

Descriptive study: Attempting to describe a situation, problem, phenomena, service, or
program in a methodical manner, such as offering information on a community's living

conditions or describing sentiments regarding a topic.

Correlational study: It is the finding or confirmation of relational interdependence between
two or more features of a situation. These studies are referred to as correlational studies because

they investigate the relationship between two or more components of an event or phenomenon.

Exploratory research: This is when a study is conducted with the goal of exploring an

unknown area or investigating the feasibility of conducting a certain research study.

Explanatory research: attempts to explain why and how there is a link between two
components of a situation or occurrence. This form of research allows you to investigate and

explain the relationships between variables (Saunders et al., 2009).

The researcher used explanatory research to discuss the study's findings. Explanatory studies

are showing the causal relationship between variables. Explanatory studies are required when
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studying a condition or problem that leads to an explanation of the relationship between

variables.

3.2. Research approach
Leedy and Ormrod (2001) define a research methodology as the process by which a researcher

collects, analyses, and interprets data. There are three types of research approaches:

quantitative, qualitative, and hybrid methodologies.

Quantitative research can be used in response to relational queries about factors in the study.
"Quantitative researchers look for explanations and predictions that will apply to other people
and places. The goal is to check or validate relationships and make generalizations that
contribute to theory" (Leedy & Ormrod, 2001). Quantitative research begins with a problem
statement and progresses via the development of a theory, a literature evaluation, and a
quantitative information inquiry. According to Creswell (2003), quantitative investigations
"employ strategies of inquiry such as experimental and surveys and collect data on
predetermined instruments that yield statistical data". Quantitative research can yield

predictive, illuminating, and affirming results.

Qualitative research seeks to understand the "why" and "how" of human behavior,
experiences, and interactions, as opposed to the "what" or "how many" responses that
quantitative methods often provide. The goal is to answer research questions that focus on the
main purpose of qualitative research, which is to develop a comprehensive and delicate
understanding of people's perspectives, feelings, beliefs, and motivations regarding a specific

issue, situation, or phenomenon.

A mixed methods research plan is the process of gathering, analyzing, and "mixing"
quantitative and qualitative research findings and methodologies into a single study to answer
a research question (Creswell, 2003; Johnson & Onwuegbuzie, 2004; Tashakkori & Teddlie,
1998). An analyst using a mixed methods research strategy aims to capitalize on the strengths
of quantitative and qualitative research approaches while minimizing their drawbacks (Johnson
& Onwuegbuzie, 2004). The strengths and limitations of different research methodologies are
not absolute but rather rely on the situation and how the analyst wishes to approach the issue

under consideration.

21



The research is a quantitative methodology. Both qualitative and quantitative research
methodologies are appropriate for this study because the IA efficacy of impact evaluation
necessitates both (Mihret et al., 2010). Researchers analyze quantitative data to determine the
relationship between independent and dependent variables (Firestone, 1987). While qualitative
data comprises the interpretation of quantitative outcomes as well as a detailed explanation of

unexpected data in quantitative investigations (Creswell, 2009).

3.3. Data source

3.3.1. Population of study
The first stage in sample design is to determine the population (Creswell 2009). The

participants in this study are typically internal auditors working in private commercial banks
in Ethiopia. The goal of this study is to look at the determinants of internal audit effectiveness
from the perspective of these auditors. As a result, the study's target audience consists of
internal auditors working in Ethiopia's private banking industry. These may include senior

audit managers, audit administrators, and professionals from the banks' internal audit units.

The research considered using a sampling frame of all private banks head offices’ internal
auditors. The sampling frame obtained by requesting a list of banks from the National Bank of
Ethiopia (NBE). Then we selected internal auditors from each of these banks to participate in

the study.

There are 332 internal auditors in the head offices of Ethiopian private banks. From out of this
total auditor by using yemane’s (1967) statistical formula the sample size of this study will be
182. And the researcher tried to show the number of internal auditors in the head offices of all

private banks in appendix 1.
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3.3.2. Sample size determination
The sample size will be determined using the statistical formula of (Yamane, 1967) confidence

level of 95% and a margin of error of 5%.

N
1+N(E)2

Where n; is the sample size,
N; is the population size = 332,

and e; is the level of precision = 0.05.
Using this formula appropriate sample size will be 182.
3.3.2.1. Sampling techniques
Sampling procedures are critical in doing high-quality research because they allow researchers
to select a more representative sample and generalize their findings. Shorten and Moorley
(2014) define sampling as the process of selecting a subset of a population for research
purposes. Data gathering is based on subcategories because researchers cannot include the
complete population in a study. However, sampling approaches demand maximal precision to

reduce tolerances and subjectivity while greatly improving overall population representation

(Tyrer & Heyman, 2016).

In this study, the researcher discovered that the convenience sampling strategy is better to run
this research. It is a non-probability sampling method in which samples are drawn from the
population merely because they are easily accessible to the researcher. It is utilized when
researchers need to swiftly collect data from a population that is easily accessible and will soon
become available. According to (Rahi, 2017), convenience sampling is the practice of
gathering data from a research population that is readily available to the researcher.

3.3.2.2. Data collection instrument

Instrumentation refers to the preparation for data collection. It entails deciding on the technique
and methods for gathering data. When performing research, data serves as the primary data
source. Questionnaires are the most common data collection technique for primary data. The

questionnaire distributed to internal auditors at the Ethiopian private bank's headquarters.
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The questionnaire covers both independent and dependent factors. Those questionnaires
prepared in the form of a Likert-Scale type forming into 5-point levels of "Strongly agree,

Agree, Neutral, Disagree, and Strongly disagree" Likeret (1932).

3.4. Method of analysis
Data analysis is the process of systematically gathering, cleaning, transforming,

characterizing, modeling, and analyzing data using statistical methods. This process manages
the decision-making process by utilizing multiple tools, such as modeling, to find trends,

correlations, and conclusions (Start, 2006).

After gathering the data, the following data processing procedures were carried out: Raw data
is processed into a format that allows for analysis and interpretation. This is accomplished by
ensuring that each question's responses are thorough, consistent, and suitable. The frequency
and percentage approaches were utilized to supplement the analytical tool. Additionally,
Excel and the Statistical Package for Social Sciences (SPSS) 20 software were used to

analyze the data.

Correlation and regression analysis methods were used to determine the relationship between

variables and evaluate the study.

3.4.1. Model development
What's the reason? Econometric models are used to quantify the relationship between

dependent and independent variables. As a result, it demonstrates the relationship between

dependent and independent factors and their effect on internal audit effectiveness.

The model shown below was constructed to evaluate the previously defined study hypothesis.
The majority of the independent variables in the model were previously used by audit
researchers (Mihret and Yismaw, 2007; Cohen and Sayag, 2010; Arena and Azzone), with the

exception of information technology tools (ITT).
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IAE = a + BI (IIA) + B2 (CIA) + B3 (MS) + p4(0S) + B5(ITT) +u
Where: IAE — the internal audit effectiveness

ITA — the independence if internal auditors

CIA — the competency of internal audit

MS — the Managements Support,

OS — Organizational Setting

ITT— Information Technology Tools

o — is a constant, represents the effectiveness of IA when every independent

variable is zero.

B1-5 — is the coefficient, in which every marginal change in variables on internal

auditor’s effectiveness affects correspondingly.

pn — the error term

3.4.2. Variable definition

3.4.2.1. Dependent variable
Internal Audit Effectiveness: This variable indicates the degree to which internal audit

achieves its objectives in identifying and mitigating risks, improving management processes,
and creating value for the organization (Dittenhofer, 2001). This can be measure such as audit

plan completion rate, number of recommendations implemented, and stakeholder satisfaction.

3.4.2.2. Independent variables

Independence of Internal Auditing: This variable refers to the extent to which the internal
audit function is free from interference or influence from management or other parties. These
can be measures such as the lead auditor's reporting line, the level of management oversight,

and the presence or absence of a code of ethics.

Competence of internal auditors: This variable refers to the knowledge, skills, and abilities
of internal audit staff. It can be measured using metrics such as professional certifications and

years of experience.
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Management Support: This variable refers to the extent to which the Board of Directors
recognizes the importance of the internal audit function and provides the resources and
cooperation to make this function effective. It can be determined operationally using measures
such as budget allocations, staff size, and management responses to audit findings and

recommendations.

Organizational setting: It’ll be measured on the perspectives of organizational profile, inside
organization, and budget situation of the Internal Audit agency; as well as the organizational
arrangements and methods that direct the operations of the audited entity. It gives the setting

within which internal audit works (Mihret D. G., 2007).

ITT: relates to practical and functional knowledge of how technology is used in the internal
audit function to improve efficiency, effectiveness, and value delivery. It can measure the
accuracy of data analysis performed by IT tools and whether IT tools optimize resource

allocation or not.

3.4.3. Model validity
Model validity is an essential aspect of any research study. It assesses how well the study

measures what it wants to measure. In this case, model validity refers to how accurately the

proposed model represents the relationships between the variables in the study.

When using the regression technique, several aspects regarding the validity of the model must
be considered in terms of statistical assumptions such as linearity, independence of errors,
normality of errors and absence of multicollinearity among predictors. These assumptions are

important to ensure the reliability of the validity of the results.

Assumptions: Regression assumes that there is a linear relationship between the outcome
variable and the predictor variable, and that the errors are independent and have constant

variance. It is important to verify these assumptions before interpreting the regression results.

Normality test: Is used to ascertain whether or not a dataset has a normal distribution. Since
many statistical methods presume that the data originates from a normal distribution, this test

is frequently crucial in predictive statistics.

Reliability statics: The reliability analysis is crucial for assessing the questionnaire's

consistency, especially with regard to the Likert-type scale, as it reflects the general
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dependability of the constructs being measured. Cronbach's Alpha (o) is the most often used

metric for assessing scale reliability in reliability analysis

Multicollinearity test: is employed in regression analysis to find out whether independent
variables have a high correlation with one another. It aids in determining and measuring the
degree of relationship between independent variables, which may have an impact on the
regression model's correctness and dependability. Researchers can improve the model's
performance and interpretability by addressing multicollinearity by eliminating duplicate

predictors, changing variables, or applying regularization approaches.

Correlation test: A strong tool for statistical analysis and visualization, the correlation matrix
aids analysts and researchers in effectively evaluating the connections between several

variables in a dataset.
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Chapter 4

4. Analysis and Discussions

4.1. Introduction
The purpose of this study is to determine the factors that influence the efficacy of internal

audits in Ethiopian private commercial banks. The results that are gathered from the
respondents in various formats, including Likert scale questionnaires and open-ended

questions, will be presented and discussed by the researcher.

4.2. Demographic analysis
The questioner is given to the head office internal auditors of Ethiopian private commercial

banks, as explained in chapter three. 281 questions were sent out, and 157 of them were
collected, for 86.5% percent response rate which is a good response rate. The respondents’
demographic characteristics include their sex, age, education background, and prior experience

working in an audit department.

Cumulative
Frequency Percent ~ Valid Percent Percent
Male 93 59.2 59.2 59.2
Female 64 40.8 40.8 100.0

Total 157 100.0 100.0

Table 4 1 Gender descriptive analysis (source 2024 SPSS survey data)

When we look at the first character, sex, we see that there were 93 male respondents, or 59%
of the total, and 64(41%) female respondents. This indicates that many internal auditors are
men, so banks must allow women to work in the audit department when there are internal or

external openings.

Cumulative
Frequency Percent Valid Percent Percent
22-30 53 33.8 33.8 33.8
31-35 57 36.3 36.3 70.1
36-40 32 20.4 20.4 90.4
>40 15 9.6 9.6 100.0

Total 157 100.0 100.0
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Table 4 2 Age descriptive analysis (source 2024 SPSS survey data)

Many of the auditors that took part in this study, 89 (57%) in all, were between the ages of 31
and 40. 53(34%) of responses are between the ages of 22 and 30. 15 (10%) of the respondents
were auditors over 40 years old. According to this report, approximately 91% of internal
auditors are between the ages of 20 and 40. If the banks can make full use of this opportunity,

several studies indicate that workers in this age range are more productive.

Cumulative
Frequency Percent Valid Percent Percent
1-5 55 35.0 35.0 35.0
6-10 68 433 433 78.3
11-15 28 17.8 17.8 96.2
>16 6 3.8 3.8 100.0

Total 157 100.0 100.0

Table 4 3 Experience descriptive analysis (source 2024 SPSS survey data)

The other characteristic the researcher examined was experience in the banking industry. The
auditors who took part in this survey, the majority 68 (43%), had more than five years but less
than 11 years of experience. The second largest group consists of auditors with less than 6
years of experience 55(35%). The third biggest number, 28(18%), are made up of auditors with
more than 11 years but less than 16 years of experience. 6 auditors, or 4% of the total, have
more than 20 years of experience. Since it is well known that experience breeds knowledge,
banks must care when appointing auditors. From what we have from the survey, in experience
characteristics in general banks well balanced experience level employee system. The

following table will show you the entire demographic characteristics.

Cumulative
Frequency Percent Valid Percent Percent
Bachelor's degree 113 72.0 72.0 72.0
Master's degree 44 28.0 28.0 100.0

Total 157 100.0 100.0

Table 4 4 Education level descriptive analysis (source 2024 SPSS survey data)
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None of the respondents had a diploma or less, making qualification the characteristic
(Education background). 113 which are 72% of the respondents, have a degree, while 44 (28%)
respondents, have a master's degree. There is no one above the masters. This indicates, most
banks will need to put in more effort to hire more certified internal auditors.

4.3. Reliability analysis
Reliability analysis is crucial for assessing the questionnaire's consistency, especially with

regard to the Likert-type scale, as it reflects the general dependability of the constructions being
measured. Cronbach's Alpha (o) is the most often used metric for assessing scale reliability in
reliability analysis, and a value of 0.70 or more is considered highly acceptable (Cohen and
Sayag, 2010).

Reliability statics

Cronbach's
No of items Alpha
IIA 3 718
MS 5 748
CIA 5 728
OS 5 753
ITT 5 .867
IAE 9 .769
Overall 32 817

Table 4 5 Reliability Statistics (source SPSS 2024)

The reliability analysis value for Cronbach's Alpha (o) in this study is 0.817 for overall
variables, as shown in the graph above. As a result, the answers produced by the study's

variables were very suitable (reliable) for data analysis.

4.4. Assessment of ordinary least square method

4.4.1. Assessment of normality test
The most important presumption in multivariate analysis is normality (Hair et al., 2010). It

describes how data is distributed according to a specific variable and how that distribution
corresponds to a normal distribution. Accordingly, for analyses to function correctly and
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produce a more reliable conclusion, the data must have a normal distribution (Froh, 2007).
According to Pallant (2001) and Hair et al. (2010), the normality of the data must be verified
in order to satisfy the underlying assumption of a multiple regression analysis. In practically
all multivariate analyses, normality screening is a necessary step (Tabachnick & Fidell, 2007).
Kolmogorov-Smirnova and Shapiro-Wilk tests of normality were used and carried out on
SPSS to determine whether the data was normal. Field (2009) states that a test that is non-
significant

(p > 0.05) indicates that there is no discernible difference between the sample distribution
and a normal distribution. As a result, all variables were found to be normal, except
management support (MS) and information technology tools (ITT) the presence of normality

was mostly accepted at p>.05, as indicated by the test result in table below.

Kolmogorov-Smirnov® Shapiro-Wilk
Statistic df Sig. Statistic df Sig.
IAE 222 157 .059 821 157 .061
A .143 157 071 942 157 .056
MS 181 157 .028 .906 157 .031
CIA 226 157 .077 .878 157 .082
OS .300 157 .058 .827 157 .076
ITT 259 157 .031 .828 157 .048

a. Lilliefors Significance Correction

Table 4 6 Normality test (source SPSS 2024 data survey)

4.4.2. Assessment of multicollinearity
The assumption of no collinearity, often referred to as no multicollinearity, states that there

isn't a precise linear relationship between independent variables. Informally, if there is no
collinearity, it means that none of regressors in the model can be expressed as precise linear
combination of the other regressors.

Strong correlations between the predictors indicate the presence of multicollinearity, which is
caused by the Variance Inflation Factor (VIF) being greater than 10, tolerance values below
0.10, and r values greater than 0.80 in the correlation matrix (Field, 2009; Myers, 1990; Pallant,
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2007). A statistic called tolerance is used to show how much of the variability of a given

independent variable cannot be accounted for by the other independent variables in the model.

Collinearity test
Variables Tolerance VIF
A .560 1.785
MS .330 3.031
CIA .236 4.245
(ON) .357 2.798
ITT .824 1.214

Table 4 7 Collinearity test (source SPSS 2024 survey data)

All variables have tolerance levels larger than 0.10 and VIF values less than 10, as indicated
by Collinearity Table. VIF values were accepted because there were no multicollinearity issues
that would have changed the analysis of the results. Additionally, the correlation matrix of all
determinants has paired values among the predictors that are less than 0.8 (see table 4.8 below).
shows that the r value, tolerance, and VIF values were accepted because there were no
multicollinearity issues that would have changed the analysis of the results. However, the
multicollinearity test’s goal is to determine whether there are several issues with
multicollinearity between variables. If independent variables have a strong correlation with
one another correlation values more than 0.90 there is an issue (Tabachnick and Fiddel,2001).
High correlation among independent variables diminishes their explanatory ability for the
dependent variable (Sharma, 1996). Cohen (1988) defined a correlation of 0 as no association
at all, 1.0 as a perfect positive correlation, and -1.0 as a perfect negative correlation.

The test findings for this study are shown in Table below, which demonstrates that the range
of correlation values between independent variables is -.261 to 0.795. Therefore, there are no

issues with multicollinearity in our study.
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Correlations

IIA MS CIA OS ITT IAE
ITA Pearson Correlation 1
Sig. (1-tailed)
N 157
MS Pearson Correlation 541 1
Sig. (1-tailed) <.001
N 157 157
CIA Pearson Correlation .565™ 7917 1
Sig. (1-tailed) <001 <001
N 157 157 157
oS Pearson Correlation 445™ .682™ 797 1
Sig. (1-tailed) <001 <001 <001
N 157 157 157 157
ITT Pearson Correlation -261™ 135" .031 .063 1
Sig. (1-tailed) <001 046 352 218
N 157 157 157 157 157
IAE Pearson Correlation 4117 527 .654* .652** 233" 1
Sig. (1-tailed) <.001 <.001 <.001 <.001 .002
N 157 157 157 157 157 157

**_Correlation is significant at the 0.01 level (1-tailed).
*. Correlation is significant at the 0.05 level (1-tailed).

Table 4 8 Pearson matrix correlation test (source SPSS 2024 Survey data)

4.5. Regression results
Regression analysis was used to investigate the effectiveness of internal audits in terms of

organizational environment, internal auditor independence, internal audit staff competency,
management support, and information technology tools. The outcome displays signs of internal
audit effectiveness based on the model's variables. Using the ANOVA results, the researcher
used regression analysis to determine whether or not there is a relationship between the

attributes and internal audit effectiveness.
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Model Sum of Squares df Mean Square F Sig.

1 Regression 1736.883 5 347.377 35.188 <.001°
Residual 1490.683 151 9.872
Total 3227.567 156

a. Dependent variable: IAE
b. Predictors:(Constant): ITT, CIA, IIA, OS, MS
Table 49 ANOVA? (source SPSS 2024 survey data)

It can be assumed that there is a relationship between the independent variables and the
dependent variable if the F statistic is significant. The F statistic for the regression
analysis in this study has a probability of 35.188 (< 001°), which is below the
significance level of 0.05. As a result, the dependent variable and the independent
variable found in this research are related. In general, the variable found in this study can
be said to be well-fitted by the model.

The table below shows that the dependent and independent variables have a favorable
association, as indicated by the multiple R (correlation) value of 73.4% (.734%).

Adjusted R St. Error of the
Model R R Square Square Estimate Durbin-Watson
1 .734° 538 523 3.142 1.889
a. Predictors: (Constant), ITT, CIA, IIA, OS, MS
b. Dependent Variable: IAE
Table 4 10 Model Summary® (source SPSS 2024 survey data)

Table 4.10 shows the study's model summary, demonstrating how strongly internal audit
effectiveness and other independent variables are associated. In this study, the R square
statistics reveal how much of the independent variable's variance can be explained by the
dependent variable. According to the table above, the updated R Square value is 52.3%. It
shows that 52.3% of the dependent variables may be explained by independent variables.
However, 47.7% are influenced by other factors not addressed in this study. To put it another

way, the combined contributions of information technology tools, management support,
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internal audit staff competency, independence, and organizational environment accounted for

52.3% of internal audit effectiveness.

Coefficients®
Unstandardized Standardized
Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constan) 1.565 3.048 513 .008
A .548 209 194 2.626 .010 .560 1.785
MS -.188 118 -.153 -1.592 113 330 3.031
CIA 457 139 374 3.285 .001 236 4.245
OS .558 .145 355 3.840 <.001 357 2.798
ITT 462 .104 270 4.435 <.001 .824 1.214

a. Dependent Variable: IAE
Table 4 11Regression result (source SPSS2024 survey data)

Each independent variable's contribution to the model is indicated by the beta () sign, which
also indicates whether the independent variables' coefficients have a positive or negative
impact on the dependent variable (IAE). All the independent variables except management
support in this study had positive effects on the expected dependent variable, as indicated by
their beta signs. This indicates that every rise in the independent variable causes the dependent
variable, internal audit effectiveness to rise as well. Only three independent variables the
competence of internal audit staff, organization settings and technology tools at the
P<0.01level of confidence, and independence of internal auditors at the P<0.05 level of
confidence indicates that they significantly affect the efficacy of internal auditors.

The independent variable that remains which is management support have a significant value
greater than P (0.113) > 0.05, do not significantly contribute to the effectiveness of internal
audits.

As a result, the following is the model for forecasting perceived internal audit effectiveness:
IAE=1.565+.548 (114) + .457 (CIA) -.188 (MS) +.558 (OS) +.462 (ITT) + 0
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where;

The internal audit effectiveness was 1.565 when a is set to zero, Management Support (MS),
Independence of Internal Auditors (I1A), Organization Settings (OS), Competence of Internal
Auditors (CIA), and Information Technology Tools (ITT). The data analysis indicates that,
when all other independent variables not included in the study are set to null, an increase of
unit in Competence of internal auditors, Independence of internal auditors, Organizational
settings, and technology tools will result in an increase in internal audit effectiveness of 0.548,
0.457, 0.558, and 0.462 respectively while an increase of unit in Management support the

efficacy of internal auditing will decrease (-0. 188) .

4.6. Major findings and Discussions
4.5.1. Independence of internal auditing (ITA)
According to the studies the degree of independence with which internal audit work was

carried out is correlated with internal audit effectiveness. demonstrating a statistically
significant association between internal audit independence and effectiveness (f = 0.548, t =

2.626, P<0.01). The result indicates that 54.8% change in IAE.

Itis in line with earlier research by Cohen and Sayag (2010), who discovered that independence
is essential to ensuring the effectiveness of internal audits. Independence is defined as having
unfettered access to all organizational departments and personnel, data and information about
the auditee being investigated, making decisions based on the scope, duration, and extent of
auditing procedures, completing tasks without intervention. However, the results of this study
contradict those of a prior study by Haile Mariam (2014), which revealed no significant

correlation between independence and IA effectiveness.

4.5.2. Competency of internal auditors (CIA)
The second variable in this study suggested a direct correlation between the competences of

internal auditors and the effectiveness of the internal audit. Internal auditor competences were
positively correlated with internal audit effectiveness, as indicated by the positive beta sign
and statistically significant results (B = 0.457, t = 3.285, P<0.01). That (P<0.01) level of
significance is well supported by the regression result. The internal auditors' competencies
have a substantial P value and a positive coefficient of 0. 457.This indicates that an increase in

internal audit staff competency will result in a 45.7% change in internal audit effectiveness.
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According to earlier research, one important factor influencing Internal audit effectiveness is
the competency of internal auditors. This finding is consistent with those of some earlier
researchers (Mihert and Yismaw, 2007; George et al., 2015), who discovered a positive

correlation between internal audit effectiveness and internal auditor competency.

4.5.3. Organization settings (OS)
The third variable of this research revealed that there was a direct relationship between the

Organizational Setting and the effectiveness of internal audit. The organization setting was
positively correlated with IAE, as indicated by the positive beta sign and statistically
significant result (B = 0.558, t = 3.840, P<0.001). The results indicate that 55.8% change in
IAE.

This finding was in line with earlier research by Mihret and Yismaw (2007), which found that
organizational setting has an impact on audit effectiveness. The findings prove that there is a
statistically significant correlation between internal audit effectiveness and organizational

settings.

4.5.4. Information technology tools (ITT)
This variable is revealed that has a positive impact on the effectiveness of internal audit.

Information technology tools were indicated by the positive beta sign and statically significant
results (B =0.462, t=4.435, P<0.001). Thus, this result suggests that the use of ITT in the audit
process or knowledge of internal auditors on available technology-based audit techniques

results in effectiveness of internal audit.

This outcome is in line with earlier research by Ahmet (2021) and Leedy (1998), who noted
that computerized assisting auditing tools significantly aid in accelerating internal auditors'

labor and improving the caliber of internal audit procedures.

4.5.5. Management support (MS)
Lastly, based on the above regression analysis of the above model there is negative, and no

significant correlation was found between the management support and IAE (f = -.188, t =-
1.592, P> 0.01).

The findings were not consistent with the previous research (Arena and Azone, 2009; Cohen
and Sayag, 2010; Sehewamane, 2014; Yalew, 2015; George & Konstantinos, 2015).
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Chapter 5

5. Major findings, Conclusion and Recommendation

5.1. Introduction
The researcher offers that conclusion and suggestion in this chapter. The researcher attempted

to illustrate the study's implications and findings in the conclusion section, and the researcher

offers a recommendation based on the findings.

5.2. Summary of major findings
To investigate the determinants of internal audit effectiveness (IAE) within Ethiopian selective

private banks, this research employed questionnaires to collect primary data from respondents
with diverse backgrounds, encompassing varying ages, educational levels, fields of study, and
lengths of service. The collected data underwent reliability and validity testing to ensure
consistency. Following confirmation of data consistency through reliability testing, the data
was analyzed using spreadsheet software (Excel) and SPSS. The results generated by these

programs were then presented and interpreted using tables.

Explanatory analysis revealed that the presence of organization setting, followed by
independence of internal auditors, competency of internal auditors and information technology
tools were the most influential factors contributing to internal audit quality and effectiveness.
Conversely, the existence of management support did not appear to significantly contribute to

internal audit team effectiveness within the studied Ethiopian private banks.
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5.3. Conclusion
The goal of this study was to employ quantitative and qualitative research approaches to

investigate the factors influencing internal audit effectiveness in Ethiopian private commercial
banks. The study's findings show that a variety of factors influence internal audit success,
including internal auditor independence, competence, organizational settings, and information
technology tools. The results also indicate that organizational settings is the primary factor
influencing the efficacy of internal audits, with Independence of internal auditors, Information
technology tools, and Competence of internal auditor coming in second, third, and fourth
respectively. However, according to this study, the internal audit effectiveness in Ethiopian
private commercial banks is not significantly impacted by the Management support.

The effectiveness of internal audit is increased when auditor independence is protected by
granting them the freedom to report audit findings directly to the relevant party, freedom from
threats to carry out their duties in accordance with protocol, and access to the information they
need to complete their work.

Internal auditors in private banks can improve their competency by staying updated with
industry regulations, developing strong analytical skills, enhancing knowledge of banking
processes, and building communication skills to effectively convey audit findings. Engaging
in continuous training and professional development programs, staying informed about
emerging risks, and fostering collaboration with other departments can further enhance their
competency levels and that make increase the internal audit effectiveness in bank sectors.
Commercial banks should be giving more attention to employing internal audit staff.

The other factor that increases the internal audit effectiveness in EPCBs is readiness to handle
effectively internal audits can operate and contribute to the business depends on a number of
factors, including organizational culture, structure, leadership commitment, and resource
allocation. The organizational setting has a significant impact on the efficacy of internal audits.
Transparency, risk management, governance, and internal audit effectiveness may all be
improved in a supportive organizational setting, which will ultimately improve decision-
making and overall performance in their banks (EPCBS).

The other factor is Information technology tools; by increasing audit efficiency, accuracy, and

timeliness, information technology solutions have greatly increased the effectiveness of
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internal audits in Ethiopian private banks. These tools will improve data analytic skills,

automated procedures, and raise the general efficacy of risk management in banks.

Ethiopian private commercial banks must devote their time and resources on bringing these

items to their organization if they are absent.

5.4. Recommendation

Following a review of the study's research and results, the following recommendations are

given for Ethiopian private commercial banks (EPCBs) to consider in order to improve the

effectiveness of their internal audits. This is because internal auditing is an important method

for guaranteeing organizational effectiveness and efficiency, eliminating information

asymmetry during decision-making, and maintaining banks' internal control systems in

general.

1.

Since organizational setting has the highest value among all the variables in these banks
(EPCBs), it is advised that it be maintained and strengthened further to improve internal
audit effectiveness, which in turn improves bank performance overall.

To find areas for improvement, managers should conduct regular evaluations of the
internal audit function’s performance, resources, and structure.

The study's results show that the placement of competent and adequate staff had a
significant impact on the effectiveness of internal audit, suggesting that private banks
should think about placing competent and adequate staft in their offices as it is essential
to the efficient execution of the internal audition function.

Provide ongoing training and opportunities for internal auditors to enhance their skills
and knowledge.

Allocate sufficient budget to the internal audit function to support its activities and
enable it to attract and retain qualified staff.

Enhance the independence of the private commercial banks offices by prioritizing
internal auditors' needs and addressing audit findings to ensure efficient and effective
performance. The sensitive nature of the sector necessitates thorough monitoring and
respect for the independence of internal audits to prevent harsh consequences for banks.
Ensuring independence enables internal auditors to offer relevant reports, allowing

stakeholders to make informed decisions.
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By granting the freedom to access all information required for activities allowing the
bank's internal audit function to be independent of the audited activities and granting
the authority to report their findings to the relevant party, EPCBs can ensure the
independence of internal auditors.

4. Information technology tools play an important role in enhancing the effectiveness of
internal audit according to this study so, private banks sector should give an attention
for this determinant.

Banks should invest in technology to improve the effectiveness of the internal audit
function, such as data analytic tools.

5. Ingeneral, the study suggests that Ethiopian private commercial banks should endeavor
to guarantee the availability of essential variables in order to accomplish an efficient
internal audit function.

By implementing these recommendations, bank management can significantly enhance
the effectiveness of their internal audit function, strengthen risk management, and

improve overall organizational performance.

5.3.1. Future research directions
The study’s findings indicate that the combined contribution of the five independent factors on

internal audit effectiveness was 52.3%. This indicates that these five independent variables had
a 52.3% contribution to the dependent variable, with other variables not covered in this study
accounting for the remaining 47.7%. Other variables were not included in this study but
explored by previous researchers in other case study domains may be used in a subsequent

investigation on this topic.
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Appendix 1
Internal audit effectiveness in Ethiopian private banks

No Name of Banks No of internal | Establishment year
auditor in their
head offices

1 Awash Bank S.C 38 1994

2 Dashen Bank S.C 29 1995

3 Abyssinia Bank 24 1996

4 Wegagen Bank S.C 18 1997

5 Hibret Bank S.C 15 1998

6 Nib Int. Bank S.C 28 1999

7 Cooperative bank of | 32 2004
Oromia

8 Lion International Bank | 19 2006
S.C

9 Oromia International | 24 2008
Bank S.C

10 Zemen Bank S.C 13 2008

11 Bunna International | 11 2009
Bank S.C

12 Birhan International | 14 2009
Bank S.C

13 Abay Bank S.C 11 2010

14 Addis International | & 2011
Bank S.C

15 Enat Bank S.C 10 2011

16 Global Bank S.C 10 2012

17 Zamzam Bank S.C 4 2020

18 Shabelle Bank S.C 2 2021

19 Hijra Bank S.C 5 2021
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20 Ahadu Bank S.C 8 2021
21 Singee Bank S.C 9 2021
22 Tsedey Bank S.C 7 2022
23 Tsehay Bank S.C 7 2022
24 Ambhara Bank S.C 11 2022
25 Gaada Bank S.C 7 2022
26 Omo Bank S.C 2 2022
27 Sidama Bank S.C 2 2022
28 Raamis Bank S.C 3 2022
29 Siket Bank S.C 4 2023

Table 4 12 List of Ethiopian private banks (NBE, 2023)
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Appendix 2

School of Graduate Studies
Department of accounting and finance
Questionnaire
Dear Participant:

This questionnaire's goal is to gather data about determinants of internal audit effectiveness. The
study is being doing in partial fulfillment of the requirements for St. Mary University's Master of
Business Administration in Accounting and Finance. Internal audit professionals at the head office
will receive the questioners, which will be circulated to all private commercial banks in Ethiopia.

It is anticipated that the study's findings would help pinpoint the variables influencing internal audit
effectiveness. As a result, much appreciate your sincere and honest participation in answering the
questions. Your responses are kept totally private. I promise not to write your name on this form or
use it in any way in relation to the information you provide.

I appreciate your cooperation and participation in advance.
Remedan Nassir
Mobile: 0921543932

Email: alwaysme295@gmail.com
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Sectionl. General Profile

General Instruction: Please indicate your choice by putting “V” mark in the bracket.

1. Sex/Gender/: Male (_ )Female( )

2.Age(inyear):25t030(__ ),31to35(__ ),36to40( ___ ),above40years( ),
3. Your Service year in the Bank: l upto Syears (_ ),6to 10years(__ ), 11 upto 15
(__),l6upto20(__ ), above 20 years (__ ),

4. Your Current Level of education: Diploma (), bachelor’s degree (),

Master’s Degree ( )
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Section 2: Remark: The following questions are related to our independent variables and
rate their extent to which you agree or disagree that the following statements best describe
your organization with the Likert scale type. Use 5-scale ratings whereby;( 1=strongly
Disagree, 2=Disagree, 3=Neutral, 4=Agree, 5=Strongly Agree) and please answer carefully
the open-ended questions related to our variables.

Independence of internal auditors
Wondoson Solomon (2019)

1 The organization's departments, personnel,
and all information are freely accessible to | | | | | |
internal audit staff.

2 Internal audit staff effectively demonstrates
appropriate independence in fulfilling their | | | | | |
professional tasks.

3 Internal auditors are usually permitted to
report directly to the appropriate body and \ \ \ \ \ \
include any audit findings into their audit
work.

4. How does the internal audit function maintain its independence from management and
other
41021 11013 1 O P )

Management support
Wondoson Solomon (2019)

1 In response to internal audit
recommendations, management immediately | | | | | | |
implements corrective measures.

2 The internal audit department has enough
staff to effectively carry out its duties. | | | | | |
3 Senior management is aware of the

fundamental resources required for internal ’ | ’ | | |
audits in detail.

4 Usually, Senior management supports and
encourages the training and development of || | | | | |
internal audit staff

5 Management is greatfully committed to
strengthening the internal audit division. ’ | ’ | | |
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6. How does management prioritize internal audit recommendations?

7. How does management address resource constraints face by the internal audit

BEAIMIY ...ttt et st b et e s b e et b e e
Competence of Internal Auditors
Wondoson Solomon (2019)
1 Internal auditors possess comprehensive
knowledge of the department's operations. | | | | |
2 The bank audit department always employs
skilled and professional people. | | | | |
3 Internal auditors regularly attend educational
seminars for ongoing training. | ‘ ‘ ‘ ‘
4 Internal auditors take a proactive approach
and controlling the situation rather than | | | | |
simply responding.
5 Repeatedly internal auditors communicate
with auditees. | | ’ | |

6. How would you describe the technical expertise and knowledge of the internal auditors in
your team?

7. How do internal auditors stay updated with changes in regulations, accounting standards,
and emerging risks?
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Organizational setting
Endalkachew Nigussie (2017)

1 The bank's internal audit department has a

high enough standing within the hierarchy. | | | | |
2 The internal audit department has an enough

budget for the anticipated auditing activity. | | | | |
3 Internal audits are always guided by

comprehensive policies and procedures. | | | | |
4 The bank seriously takes specified criteria to

assess auditees' activities. \ \ \ \ \
5 The internal audit department has sufficient

resources to carry out its responsibilities. | | | | |

6. How do regulatory frameworks impact the internal audit effectiveness in your
organization?

7. How do impact on your staff if do not have sufficient resources to carry out your
USR] 010) 1153 1011 18 TS USSR SUURS

Information Technology Tools

1 The organization actively use technology-
based audit procedures. | | | | |
2 Totally computer-based tools and approaches

allow auditors to boost both their personal ‘ ‘ | ‘ ‘

and audit function productivity.

3 IT tools give thorough data analysis, helping
internal auditors manage risks more | | | | |
successfully.

4 Data security and integrity are certainly

ensured by IT, which is essential for accurate || | | | |

and trustworthy audit results.

5 By streamlining repetitive operations with

the use of IT tools, you can highly increase ’ | ’ | |

overall productivity by concentrating on
more difficult and judgment-demanding jobs.

6. How do internal auditors collaborate with IT tools during audits?
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This is our dependent variable rate the extent to which you agree or disagree that the
following statements best describe your organization. Use 5 scale rating whereby:
1=Strongly Disagree, 2=Disagree, 3=Neutral, 4=Agree, 5=Strongly Agree

Internal Audit Effectiveness Likert- scale
Wondoson Solomon (2019) 15 14 |3 [2 |1
1 Internal audit is performed in accordance with

the TIA Standards (ISPPIA) T T T ]

2 Appropriate recommendations are made by
internal audit to enhance organizational || | | | |
procedures.

3 Internal audit regularly assesses and enhances

the governance and risk management || \ \ \ \

processes' effectiveness.

4 Internal audit always evaluates if the goals and
missions of organizations are in line with each | | | | | |
other.

5 Internal audit regularly evaluates whether risk

responses are suitable and consistent with the | | \ \ \ \

risk tolerance of the bank.

6 Internal  audit always evaluates the
effectiveness and efficiency of programs and || | | | |
activities.

7 Internal audit immediately shares the outcomes

of its engagements. ‘ ‘ | ‘ ‘

8 Internal audit regularly assesses the likelihood

of fraud occurring as well as the organization's | | \ \ | |

fraud risk management practices.

9 Internal audit always examines the accuracy

and consistency of financial data. ‘ ‘ ’ ‘ ‘

Please suggest if you face any kind of idea in evaluation of internal audit effectiveness in your
bank that is not addressed in this questionnaire.
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