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Abstract: The research has shown that internal audit independence and authority impacts on service delivery and
concluded that service delivery is enhanced by there being a clear policy on the establishment of the internal audit
function which protects the internal auditors from undue pressure of reprisals when they report. Also the research
concluded that internal auditors technical competence impacts on the performance of the function and the audit
staff need to have competence in risk profiling, performance measurement principles, financial analysis tools and
techniques, ICT and tech-based audit techniques and an overall appreciation of organization objectives and how
these link to the objectives of the internal audit function. Lastly the research recommends that the county
department should keep organizing seminars and workshops to train the internal auditors and that the heads of
the internal audit department should be responsible to the audit committees who possess sufficient authority to
promote independence and to ensure that the broad audit objectives are met. Further, the study also recommends
that the internal audit function should have the latest internal audit software and be aware of the developments in
the internal audit frameworks to enhance their pivotal role in the development of effective public financial
management systems in Kenya.
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1. INTRODUCTION

Organizations Internal auditors play the role of undertaking an independent examinations and giving assurance on various
operations of institutions aimed at enhancing organizational performance every day (Institute of Internal Auditors (11A),
2009). This enables an organization to meet its operational objectives through well thought-out and dedicated approaches
to evaluate and improve on how best to manage risk, institute effective controls and enhance governance.

The broad view of internal audit places it more centrally as an important element of public expenditure management that
also encompasses management controls and information communication processes (Diamond, 2002). Internal auditors
become key by informing the public sector as a result of principle-agent relationship that exists between the executive and
the public (ICPAK, 2015). Internal auditors help in safeguarding organization resources and are expected to give a
continuous account of how the resources have been used and enable continuous assessment on whether the feedback
meets public objectives and expectations and whether these are well balanced to reduce the risks inherent in the principal-
agent relationship (Adel, 2011).

Internal auditing principles offer quality reporting without due interference from top management in all processes and
transactions undertaken and provide responses as to whether the agent has used the resources as intended and expected by
the set rules (Adeniyi, 2004).Independence is promoted through established reporting structure by the organization and
should be clear to all parties focusing on achieving an appropriate mindset. Internal auditors review and evaluate all
internal control measures undertaken within diverse organizations that vary in complexity, size, structure, and purpose
through staff appointed within the organization (Adeniyi, 2004).
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The basic roles of Internal auditors activities are directed towards evaluating whether operations were carried out in
accordance with the set rules and regulations, set governance structures as well as systems that manage information in a
bid to promote preciseness and efficiency in undertaking transactions (Stoner, 1994). In addition, internal auditors
evaluate issues of integrity in a firm, measure systems and information flow to attain accountability and transparency in
financial reporting (11A, 2004). The other function of internal auditors is to offer direction on the best measures to adverse
occurrence of chances or deficits that may arise, as well as providing certainty to institutions audit committee’s and top
management in ensuring objectives are well set (Owler & Brown, 2009).

In most cases, organizations’ internal auditor’s role is guided by the chief audit executive who outlines authority,
independence and the scope of duty for internal auditors in a written policy document called the charter which is approved
by institution’s audit committee and in turn becomes of importance for reference and reading 6for top management of the
organization (Paape, 2007). The skills, knowledge and objectivity of qualified internal auditors are important to the firm’s
internal audit unit and protect against any threat to controls and efficiency in management of public resources (I1A, 2004).

The huge role of internal auditors requires that they always follow the laid down procedures developed by 1A (Ramsay,
2002). The other function of internal auditors is to achieve transparency and high level of accountability in management
of utilization of public finances and achieving expected institution performance (Shuttleworth, 2008). For an internal
auditor to always perform their roles well, they have to work in a conducive working environment. Key factors such as
management support, availability of working resources, independence of internal auditors and commitment by
management influence internal auditor’s performance (Smith, Normah, Zulkarnain & Ithnahaini, 2001).

Public institutions are required to support the internal auditor to learn effectively on all if not most issues faced by public
institutions by understanding the daily risks and constraints in public organizations systems and formulating strategies that
will enable the internal auditors to work as a team to identify and address all risks (Ramsay, 2002).

A good internal auditor is one who undertakes his role efficiently and effectively and enables the achievement of good
governance systems in any given public institution (Belay 2007). The internal auditors’ roles are affected by credibility
issues hindering their capability to perform their duties in promoting transparency, accountability and good governance.
For instance, misappropriation of public funds through scandals such as 2005 Anglo-Leasing, NHIF, Judiciary and the
Ministries of Agriculture and Education scandals are indicators of ineffectiveness in public internal auditing and poor
performance of internal auditors.

According to Institute of Internal Auditors (I1A) (2009), internal auditing can be defined as a self-governing, objective
and consulting activity that is designed in order to add value and develop the operations of an organization. It helps an
organization to carry out its objectives by bringing an organized, disciplined approach in order to assess and develop the
effectiveness of risk management, control and governance processes. Thus, internal auditing is performed by
professionals with a thorough understanding of the business culture, systems and processes.

The internal audit function is expected to offer guarantee that internal controls in place are sufficient to alleviate the risks,
governance processes are helpful and competent, and organizational goals and objectives are being met (11A, 2004). This
definition suggests that internal audit has undergone a paradigm shift from an emphasis on accountability about the past to
improving future outcomes which help organization operate in a more effective and efficient manner (Nagy & Cenker,
2002).

Internal auditing is a profession and activity involved in advising organizations regarding how to better achieve their
objectives through managing risks and improving internal controls. Internal auditing involves the utilization of a
systematic methodology for analyzing business processes or organizational problems and recommending solutions
(Kibara, C. W. (2007).

The main role of the internal audit function is to guarantee that management controls are being applied in an effective
manner. The internal audit function, even though not obligatory, exists in most private enterprise or corporate entities, and
in government including federal, state, and county and city governments. The task, quality and strong point of an internal
audit function may differ extensively within organizations due to difference in approach by top executives and due to the
culture and traditions of companies and organizations. By measuring and evaluating the effectiveness of organizational
controls, internal auditing, itself, is an important managerial control device, which is linked directly to the organizational
structure and the general rules of the business (Cai, 2007).

ITA (2010) defined internal audit effectiveness “as the degree (including quality) to which established objectives are
achieved”. Internal audit effectiveness means the extent to which an internal audit office meets its purposes (Mihret &
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Yismaw, 2007). While Mizrahi and Ness-Weisman (2007) give their own definition which is in line with the ability of the
internal auditor intervention in the prevention and correction of deficiencies. They finally defined internal audit
effectiveness as “the number and scope of deficiencies corrected following the auditing process”. Audit effectiveness is an
outcome of auditor’s activities, duties, professional practices and responsibilities delivered with commitment and with
audit standards, goals, objectives, policies and procedures.

Hence the overall design of the internal audit function should be geared towards the specific priorities and objectives of
each country and in instances where the main challenges are governance, then the internal audit function should be
focused on ensuring compliance with financial laws and regulations (Diamond, 2002). Diamond (2002) also noted that in
developing and transitional countries which have a high degree of financial stress, the main objectives of the internal audit
function should be to ensure macroeconomic stability while countries that are able to ensure compliance with laws and
have achieved a fair degree of macroeconomic stability, the main objective of the internal audit function should be to
ensure efficiency and effectiveness of resource use. Effective internal audit system helps in achieving performance,
profitability and prevents loss of funds particularly in public sectors even though Pilcher Gilchrist and Singh (2011)
observed that efficiency and effectiveness of audit in public sectors context is more complex than in the private sectors.

Internal Auditing in Bomet County:

Counties and Bomet in particular suffer from serious economic and financial problems, including: weak internal controls
and limited human resources capabilities. To overcome these serious problems, Bomet County was actively working to
develop the tools and institutions necessary to implement sound governance principles on financial management. It was
interesting to note, however, that one of the key obstacles to the successful implementation of governance standards was
the management lack of compliance with public finance Act.

Although the auditing was only one dimension of broad-based entity governance, a lack of appropriate auditing practice
can ultimately contribute to entity’s failure and diminish public confidence in the mechanism. The internal auditing forms
an important requirement of Bomet county assembly financial management framework although many researchers have
examined audit committee effectiveness and its determinants in developed nations, much less academic study has been
made of county governments given the pressures related to public sector financial management.

Recent past the Government was caught up with scandals that rocked the Judiciary, the Ministries of Agriculture,
Education and Health ministry too this has revealed poor internal auditors performance mainly due to bureaucracy in
transparency and which resulted in misappropriation of public finance and losses of funds billions of taxpayers’ money
was lost indicate poor performance of internal auditors (GOK, 2016).

Despite the increase in corruption cases and misappropriation of public funds in the public sector, studies on internal
auditing in public institution remain scanty and there is no critical research that has been undertaken to explain the reasons
why the internal audit functions clearly legislated for under the Public Financial Management Act of 2012 has not been
effective in strengthening public financial management systems which would be a more effective way of protecting
government resources. Further, the constitution brought far reaching changes in the governance structure in Kenya and the
general elections held in March 2013 ushered in the two levels of government.

County of Bomet like all other counties are expected to manage their finances in a prudent way and in accordance with
public finance management Act 2012.However County of Bomet have been faced with poor governance leading to
inefficiency, loss of funds, deviation of funds, misappropriation of funds and to some extent lack of directions on financial
managements (General Auditor reports 2015).

This study therefore sought to fill-in the existing research gap by examining the effects of internal audit function on
services delivery in Bomet County.

2. LITERATURE REVIEW
Agency Theory:

Agency theory is concerned with resolving problems that can exist in agency relationships; that is, between principals
(such as shareholders) and agents of the principals (for example, company executives). The two problems that agency
theory addresses are: the problems that arise when the desires or goals of the principal and agent are in conflict, and the
principal is unable to verify what the agent is actually doing and the problems that arise when the principal and agent have
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different attitudes towards risk. Because of different risk tolerances, the principal and agent may each be inclined to take
different actions.

Adams (1994) in his article stated that Agency theory can provide for richer and more meaningful research in the internal
audit discipline. Agency theory contends that internal auditing, in common with other intervention mechanisms like
financial reporting and external audit, helps to maintain cost-efficient contracting between owners and managers.

Agency theory may not only help to explain the existence of internal audit in organizations but can also help explain some
of the characteristics of the internal audit department, for example, its size, and the scope of its activities, such as financial
versus operational auditing. Agency theory can be employed to test empirically whether cross-sectional variations
between internal auditing practices reflect the different contracting relationships emanating from differences in
organizational form.

Contingency Theory:

The goal of an audit is to test the reliability of a company*s information, policies, practices and procedures. Government
regulations require that certain financial institutions undergo independent financial audits, but industry standards can
mandate audits in other areas such as safety and technology. Regardless of the audit subject, various factors impact a
company ‘s final results, and the contingency theory takes these factors into account during the audit process.

The contingency theory of leadership and management states that there is no standard method by which organizations can
be led, controlled and managed. Organizations and their functions depend on various external and internal factors. The
functions of audits are themselves, types of organizations that are affected by various factors in the environment. The
presence of such factors is why auditing can be managed by applying the contingency theory, with a recognition that
processes and outcomes of audits are dependent on variable and contingent factors.

On a broad level, the audit process is straightforward. Auditors require access to documents, systems, policies and
procedures to manage an audit. They must remain compliant with industry standards, government regulations and internal
requests. Audit teams may begin the audit process with meetings where they gather risk and control awareness, after
which the field work begins. During the audit process, auditors perform substantive procedures and test controls. They
then draft reports that they submit to management and regulatory authorities. The audit sub processes, particularly in
planning and field work, include contingencies such as business type, employee skill level, applicable laws, available
audit workforce, available technology and systems, and deadline.

Daft (2012) in his book writes: —Contingency means: one thing depends on other thingsl and —Contingency theory
means: it depends.l Audit functions are task-oriented and can be loosely structured. The functions also can vary
considerably, depending on the area of a company under audit and the type of business model, so auditors must carefully
manage their inspections and take variables into account to get the job done. The contingency theory also can be applied
to an audit team‘s structure. Typically, audit team managers receive audit projects. They then create ad hoc audit teams
for the projects, selecting auditors based on expertise and experience in the subject areas, and on auditor availability, all of
which add up to contingencies for any given audit project.

Audit teams use a mix of structure and contingency to get the output rolling quickly. The subject of auditing projects can
include such diverse areas as evaluation of production processes, inspection of company accounts, and assessment of
compliance with industry standards. Selecting auditors with specialized training or those who have a particular skill set in
the subject area minimizes the learning curve and reduces opportunities for errors. The quality and output of audits remain
assured when audit teams use resources according to expertise and experience, and when auditors are flexible and can
adapt to process fluctuations. For example, an auditor experienced in evaluating financial instruments can be effective in
an audit exercise of a bank or hedge fund, even when the financial instruments the institution offers do not fit the typical
mould (Davoren, 1994).

Lending Credibility Theory:

Volosin, (2007) in his book mentioned that the lending credibility theory is similar to the agency-theory and it states that
audited financial statements can enhance stakeholders faith in management‘s stewardship. The business world consists of
different groups that are affected by, or participate in, the financial reporting requirements of the regulatory agencies.
They are shareholders, managers, creditors, employees, government and other groups. The major recipients of the annual
reports are the shareholders, including individuals with relatively small shareholding and large institutions such as banks
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or insurance companies. Their decision is usually based on the financial reporting and the performance of the company‘s
management, who have a responsibility to act in the interests of investors. Thus, the purpose of the financial statements.

The auditor is appointed by the company‘s shareholders and reports his results to his clients. The aim of the auditor‘s
report is to comment on how accurately the company presents its financial situation and how it is performing. This should
reassure the shareholders that their investment is secured and also help to reduce the practice of misleading accounting
procedures designed to show the company in a more favorable light. Basically, the audit is represented as a process
designed to evaluate the credibility of information of a company‘s financial statements (Letza, 1996).

Conceptual Framework:

Independence of

Internal Audit
*  Ohjective & i partial
+  Integrity
/ Services Deliveryin \'
Bomet County
s Dlonitoring
. Petformatice
s Provision of
AS Y ANCE
s BReporting finaticial
Statemments
Technical Competency \ /
o Investigating
o Detection of errors —
Independent Variables Dependent Variable

Research Gaps:

Public sector utilities in developing countries have often not been efficient in providing relevant information and
accountability in terms of financial statements, accounting reporting and standard, regulation and governance and internal
audit controls and auditing standards (Barasa, 2006). Internal auditors may not always be in a strong position to monitor
and control internal operations in an organization, however (Al-Twaijiry; Brierly and Gwilliam, 2004: Glasscock, 2002).
An Australian survey concluded, for example, that internal auditors may not be seen as a true profession by all, including
some of their own corporate managers. This can result in less value being attributed to their services or to their views than
those of so-called ‘external auditors (Cooper et al., 1994). Recent scandals that faced the Judiciary and the Ministries of
Agriculture and Education, lots of misappropriations of CDF funds and in Counties are of great worrying and this has
being revealed poor internal auditors performance mainly due to bureaucracy in transparency and which resulted in
misappropriation of public finance and losses of funds (GOK, 2013). Recent public institutions financial accounting
scandals such as in the Judiciary where over Kshs 2.2 billions of taxpayers’ money was lost indicate poor performance of
internal auditors (GOK, 2013). Similarly weak internal auditing procedures have increasingly become a major problem in
detecting loss of public funds and are an indication of ineffectiveness of internal auditors in the public sector (Otieno,
2010). However counties have been faced with poor governance leading to inefficiency and thus establishment of Audit
committees and oversight boards to alleviate this issue (Tripathi & Shivnath 2013). The subject of corporate governance
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has attracted many scholars and especially in the Counties. ICPAK (2015) survey on effectiveness of internal audit
committees in the public sector identified the need to conduct further research to identify the factors affecting the
performance of internal auditors in the public sector and specifically in state owned corporations, government ministries
and county governments. This study therefore fill the existing research gap by establishing effects of internal audit
function on services delivery in Bomet County.

Target Population:

According to Kothari (2012), a researcher has to have a specific population as his research population target upon which
uses to make all his inferences regarding validity of what he/she is researching on. A population frame is a comprehensive
itemized list of all subjects, which comprise the study population, from which a sample will be taken (Mugenda &
Mugenda, 2008).

The study targets members of internal audit function in the 12 County Government Departments. The central Government
(treasury) has posted to counties internal auditors to undertaken audit duties (Ministry of Finance, 2015).Thus, the target
population of the study are 126 as shown by the Table.

Sno Department Population
1 Land & Public Health 15
2 Medical services 9

3 Social services 10
4 Economic planning 9

5 Water services 10
6 ICT & Training 5

7 Road & Public works 15
8 Education & Vocation 20
9 Finance 10
10 Agribusiness 20
11 County Secretary 1
12 County Attorney 1

126

Target Population Source: Bomet County Government

3. DATA PRESENTATION, ANALYSIS AND INTERPRETATION

Internal Auditor’s Independences:

Several statements on internal auditors independent were identified and the respondents were required to indicate the
extent to which they agree or disagree. A five point Likert scale was provided ranging from: a scale of 1 to 5 where
1=Strongly Disagree, 2= Disagree, 3= Moderately Agree, 4= Agree and 5=Strongly Agree. From the responses, mean
and standard deviation were used for ease of interpretation and generalization of findings. The findings are clearly
illustrated in the proceeding presentations.

Internal Auditor’s independence and services delivery:

internal auditors are praised in audit publications had a mean of 4.15 with a standard deviation of 0.760, the flexibility of
processes and controls to manage changing environment with new risks, or operational gaps had a mean of 4.14 with a
standard deviation of 0.763, internal auditors are recognized at annual audit conference had a mean of 4.12 with a
standard deviation of 0.762, top management through its support and policies demonstrates their enthusiasm to
cultivating trust, integrity and competence within the ministry had a mean of 4.11 with a standard deviation of 0.765.The
respondents strongly agree with the statements thus this finding concurs with those of Kamere (2013) who carried out a
study on challenges faced in professionalizing the internal auditor’s role in Kenya’s industrial and Allied companies listed
in the Nairobi Stock Exchange. He established that failure to realign skills to address new requirements, failure to conduct
risk assessments by management, poor leveraging of ICT to attain efficiencies and failure to cope with diminished
resources, affects the performance of internal auditors.
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Internal Auditor’s dependence and services delivery:

_Internal Auditor’s Working Environment and performance Mean | Std. Dev.
Internal auditors are provided with formal audit training courses 3.86 .814
Internal auditors are given opportunities to attend audit | 3.75 .750

conferences/seminars/exchange programs

Internal auditors are provided with training opportunities in employer | 3.77 .899
specific operations in a bid to enhance their output

Internal auditors are accorded with on-job skills that suit their work in the | 3.85 .806
internal audit unit

The organization has future training plans for each internal audit staff 3.72 734

Internal Auditors Technical Competence:

The study sought to find out the extent to which the respondents agreed with the statement on internal Auditor’s technical
competence. A five point Likert scale was provided ranging from: a scale of 1 to 5 where 1= significantly below
expectation, 2=below expectation 3=Meets (on average) expectation, 4=above expectation and 5=Exceptionally above
Expectation and from the responses mean and standard deviation was calculated.

Internal Auditor and Consulting:

As shown on Tale 4.5, understanding county processes had the highest mean of 4.26 with a standard deviation of 1.004
followed by both management and operation research skills which had a mean of 4.23 with a standard deviation of 0.883,
how higher-level objectives link with ministry’s operational objectives had a mean of 4.21 with a standard deviation of
0.905, the county’s attitude towards identified risks had a mean of 4.15 with a standard deviation of 1.07 and the county’s
key related risks and how they impact high-level objectives had a mean of 4.13 with a standard deviation of 0.905.

Internal Auditor and Consulting:

Internal Auditor and Consulting Mean Std Dev

Internal auditors are aware of various principles of risk assessment and appraisal | 3.68 1.357
as well as risk management

There is adequate awareness of risk management strategy for the ministry 2.97 1.026
There is a deep understanding of the ministry’s attitude towards identified risks 4.15 1.127
There is awareness of county ’s key related risks and how they impact their | 4.13 .905

high-level objectives

There is understanding of how higher-level objectives link with ministry’s | 4.21 .905
operational objectives

Internal Auditor Expertise:

As shown on Table 4.6, governance, risk, and control tools and techniques had a mean of 4.11 with a standard deviation
of 0.934, project management had a mean of 4.10 with a standard deviation of 1.133, electronic work papers had a mean
of 4.07 with a standard deviation of 1.075, Process modeling software had a mean of 4.05 with a standard deviation of
0.952, understanding performance and measurement principles verses output targets designed to deliver objectives had a
mean of 4.02 with a standard deviation of 1.052. The statements were above expectation as indicated by the respondents
and concurs with Paape (2011) who mentioned that lack of adequate knowledge and relevant experience causes inability
and failure of audit committee members to understand their roles and responsibilities in the organization and Haron
(2013) that absence of these qualities also affects the technical aspects of some of the internal auditors’ roles, particular in
case of internal control evaluation.
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Internal Auditor Expertise:

Internal Auditor Expertise Mean Std Dev
Internal auditors possess the ability to relate the organizations risk appetite to | 3.94 1.113
the application of controls in operational areas

There is understanding of performance measurement principles against output | 4.02 1.052
targets and these are designed to deliver objectives

There is knowledge on financial analysis tools and techniques 2.93 .958
Internal auditors are proficient in the use of IT/ICT and tech-based audit | 3.67 1.255
techniques

Internal auditors are proficient in forensic skills/fraud awareness 4.15 1.027
Internal auditors are proficient in project management 4.10 1.133

4. CONCLUSION AND RECOMMENDATIONS
Internal Auditor’s independence:

The management in the ministries should keep organizing seminars and workshops where the internal auditors would be
trained frequently by experts either internally or externally. Internal Auditors must have sufficient proficiency and
training to carry out the tasks assigned to them. The auditor's work must be carefully directed, supervised and reviewed.
The amount of supervision required should correspond to the experience and skill of the internal auditor.

Internal Auditors Technical Competence:

The management in the concern ministries should procure the latest ICT internal audit software which will ensure better
determination of risks and enhance fast delivery of services including the detection and prevention of frauds and/or non-
compliance with public expenditure management. Internal auditors should also be fully trained on how to use the latest
internal audit software which should be frequently upgraded to keep abreast with changing technology. Internal auditors
should also be exposed to the developments in the internal audit frameworks regularly pronounced by the Institute of
Internal Auditors, professional bodies like the Institute of Certified Public Accountants of Kenya and those promulgated
by agencies like the World Bank, IMF and UNDP that support the enhancement of governance in the public sector.

Recommendations for Further Studies:

This study recommends that a similar study be done but to concentrate on the new levels of government such as County
governments apart from Bomet county and other arms of government such as the Judiciary and the legislature. The
County governments are particularly important as these are made up of the County executive and the County legislatures
(i.e. County Assemblies). Also to be included should be a study of the internal audit function in parastatals, regulatory
agencies of government and independent commissions which were setup under the 2010 constitution. Such studies when
combined with the findings of this study will enable a clearer picture of the challenges facing internal audit in public
sector and will help in enhancing the internal audit function in the public sector in Kenya and thus positively affecting
their performance.
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